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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

The Argentine government

announced last week it was

renewing and expanding its

nuclear energy program to help
meet growing demand for energy in the
South American country. Is nuclear energy
feasible for Argentina? How far do you
expect nuclear energy to go in Argentina
in terms of meeting energy demand?

Guest Comment:  Roberto

Ornstein: "... The first Argentine

nuclear plant, Atucha I, was con-

nected to the power grid in 1974
and since then has continually generated
electricity, with an excellent availability fac-
tor which, in a few years, became one of the
highest in the world at more than 90 per-
cent. The second nuclear plant was the
Embalse plant, connected to the grid in
1984, which has had an equally exceptional
performance, having one of the highest
availability factors of its kind ... The third
nuclear plant, Atucha II, currently under
construction, will go into service around
October 2010. The nucleo-electric matrix
constitutes just 5 percent of the total ener-
gy matrix in the country, but because of its
high availability provides around 8 percent
of the energy generated. When Atucha II
enters into operation, that percentage will
notably increase, but will still be well below
the world average of 17 percent. In addi-
tion, the prices of nucleo-electricity gener-
ation in Argentina are the lowest in the
entire energy matrix. Argentina is a coun-
try with oil, but not an oil country, and the

Inside This Issue

price of oil globally is at excessive levels.
The country's important natural gas
reserves are being consumed at a rapid
pace, and in a couple of decades threaten to
run out. Because of the size of future proj-
ects, hydroelectricity, which is very impor-
tant in the country, needs huge invest-
ments, and most of them are binational,
meaning their production will be split in
half. In addition, the most important ones
to be built are in the same river basin,
because of which they would simultane-
ously suffer the effects of periodic
droughts. Argentina—Ilike all industrial-
ized countries—needs to diversify its
sources of electricity generation, with
nucleo-electricity's share ideally at the
global average of 17 percent ..."

Continued on page 4

PHOTO OF THE DAY

Venezuelan President Hugo Chavez met
in Syria Tuesday with Syrian President
Bashar Assad and said the two coun-
tries were united in fighting US "imperi-
alistic aggression” in the Middle East.
Photo: ABN.
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Ortega Holds Six-Point Lead in
Nicaragua' Presidential Race

Daniel Ortega leads by six percent-
age points ahead of Nicaragua's
November 5 presidential election,
according to a Cid-Gallup poll pub-
lished on Tuesday, Reuters reported.
The former Sandinista president has
29 percent support from intended
voters, while conservative Eduardo
Montealegre has 23 percent and dis-
sident former Sandinista Edmundo
Joaquin has 14 percent. A candidate
must receive 40 percent of votes to
avoid a run-off, or 35 percent and a
five percentage point lead.

Guatemala Partially Suspends
Rights Amid Crackdown on Drugs

The Guatemalan government
announced Tuesday that it has sus-
pended some constitutional rights
temporarily in five cities along
Mexico's border amid a crackdown
on poppy cultivation, heroin pro-
duction, and drug trafficking in the
region, the Associated Press report-
ed. Under the 15-day order, authori-
ties have suspended the rights to
carry firearms and hold meetings
without authorization. They will
also be allowed to randomly search
vehicles, according to the AP.

Eastman Kodak Names Managing
Director for Latin America

US photography and graphics com-
pany Eastman Kodak Company has
appointed Oscar Planas to be man-
aging director for Latin America, the
company said in a press release.
Planas, who is based in the compa-
ny's regional headquarters in Miami,
was previously director of marketing
and business development for
Kodak's Graphic Communications
Group (GCC). The Rochester, NY-
based Eastman Kodak said Planas
was also appointed vice president of
the GCC.
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Economic News

Brazil's Lula Unveils Government
Program for Second Term

President Luiz Inacio Lula da Silva, who is
seeking re-election in Brazil's October 1
elections, on Tuesday unveiled his pro-
posed government program for a second
four-year term, promising economic
growth, reduced inequality, and controlled
inflation in the South American nation.
The release of the 30-page program, pub-
lished on Lula's Workers Party (PT) Web
site, coincided with polls showing his lead
widening over rival candidate Geraldo
Alckmin. Lula's program promises to
lower interest rates and increase spending
on infrastructure and social programs, but
also pledges fiscal responsibility and the

does he? That is to say, the government
survives haphazardly, missing the oppor-
tunity of a fantastic international climate,"
Alckmin said, according to Folha de Sao
Paulo.

Venezuelan Legislature Approves
Tax Hike for Heavy Oil Projects

Venezuela's National Assembly on
Tuesday approved an increase in income
tax on four heavy oil projects from 34 per-
cent to 50 percent, as part of the South
American nation's efforts to increase rev-
enues from the oil sector, Reuters report-
ed. The increase affects six companies—
the US' Exxon Mobil, Chevron, and
ConocoPhillips; and BP, France's Total,
and Statoil of Norway—that participate
in the four projects, which produce about
620,000 barrels per day of heavy crude. It

Lula's program promises to lower interest rates and increase spending on

infrastructure and social programs, but also pledges fiscal responsibility
and the reduction of the public sector debt-to-GDP ratio.

reduction of the public sector debt to GDP
ratio. "Lula believes that conditions were
created in the first term for the country to
grow sustainably for several years," the
PT's Web site said in a press release. "To
give continuity to the growth, the program
sees the execution of large infrastructure
projects in ports, airports, highways and
railroads." Local daily Folha de Sao Paulo
reported that Lula's program lacked
details on how he plans to accelerate the
Brazilian economy, but said that the pro-
gram's coordinator, Marco Aurelio Garcia,
promised more details would be published
on specific issues in separate reports. In a
report published on Monday, ratings firm
Standard & Poor's said economic growth
in Brazil in recent years has been lower
than that of countries of comparable lev-
els of development, and that it must
achieve higher rates of growth and lower
debt if it wants to more quickly achieve
investment grade status. Alckmin, former
governor of Sao Paulo state, on Tuesday
criticized Lula for not having a defined
program. "He doesn’t have a program,

follows an increase earlier this year in roy-
alty payments that oil companies in
Venezuela must make from 16.6 percent to
33.3 percent. The government is also mov-
ing to give state-owned oil company
PDVSA a majority stake in the heavy oil
projects by the end of the year, according
to Reuters.

Company News

Canada's Inco Urges Shareholders
to Reject CVRD's Takeover Bid

Canadian nickel producer Inco Limited's
board of directors wants shareholders to
support a takeover offer by US-based
Phelps Dodge Corporation and reject a
bid by Brazilian mining giant
Companbhia Vale do Rio Doce (CVRD),
Inco announced in a press release on
Tuesday. The Phelps Dodge cash and stock
offer is valued at $19.3 billion Canadian
dollars ($US 17.4 billion), C$85.77 per
share, while CVRD’s cash offer amounts to

Page 2 of 4



Inter-American Dialogue’s Latin America Advisor

slightly more, at C$86 per share,
Bloomberg News reported. Inco asked
CVRD to explain how its bid was "superi-
or" to Phelps Dodge's, but "CVRD has
indicated that it is not willing to enter into
substantive discussions or negotiations
with respect to improving the CVRD
offer," Inco said in the press release.
Shareholders will vote on the competing
bids at a special meeting on September 7.
Cristiane Viana, an analyst at Agora
Corretora de Valores in Sao Paulo, said
she believes Vale is still the frontrunner to
acquire Inco. "They are very similar offers
in financial terms, but Vale’s has the
advantage of being paid in cash ... so we
have to wait for the shareholders meeting
on the 7th," Viana told the Advisor. She
said she is maintaining her "buy" recom-
mendation for CVRD.

Volkswagen Workers in Brazil
Go on Strike to Protest Layoffs

Workers at  German  automaker
Volkswagen's largest plant in Brazil went
on strike Tuesday after the company
handed out layoff notices to 1,800 workers
at the plant, Reuters reported. Workers at
the Sao Bernardo do Campo plant
approved an indefinite strike in immedi-
ate response to the layoffs, which take
effect in November. The plant employs
some 12,000 workers, more than half of
Volkswagen's total workforce of 21,000 in
Brazil. The layoff notices came after
months of talks with management, and
despite government pressure on the
automaker. On Monday, Brazil's state-run
national development bank (BNDES)
announced it would not give a 497 mil-
lion-reais ($US 232.1 million) loan to
Volkswagen until the automaker com-
pleted talks with unions about wages and
a possible factory shutdown, according to
Valor Economico. BNDES announced its
decision after a meeting between bank
President Demian Fioca and top officials
in President Luiz Inacio Lula da Silva's
cabinet. BNDES suspended the loan
financing to study whether mass layoffs
and a factory shutdown would change the
manufacturer's original investment plan.
In July, the company said around 4,000 to
6,000 workers would have to be laid off,
BBC News reported.
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The Dialogue Continues
A continuation of the August 29, 2006 Q&A

President Bush officially told

US lawmakers last Thursday

that he wants a free trade

agreement with Colombia.
What obstacles will President Bush
face in pushing through the agreement?
If Democrats, many of whom are con-
cerned about labor rights in Colombia,
take over one or hoth chambers of
Congress after November's elections,
will passage of the trade deal be possi-
ble? Will the desire to reward a close
US ally in the region trump Democrats'
labor concerns?

Guest Comment: Gary
Hufbauer: "President Bush has
a fight on his hands to secure
congressional approval of free
trade agreements with Peru and
Colombia in 2007. The November elec-
tions will surely narrow the Republican
majority in Congress, even if the GOP
retains control of both the House and
Senate. Recalling the razor-thin majority
for CAFTA-DR, more Democratic seats
in the House bode ill for Peru, Colombia,
and any other FTAs that might be con-
cluded in the short remaining life of
Trade Promotion Authority (TPA). Yet
my guess is that both Peru and Colombia
will be approved. Persuasive foreign pol-
icy arguments, coupled with the presi-
dent's bag of 'sweeteners' to entice way-
ward Republicans and a few Democrats,
should offset fierce opposition from the
AFL-CIO. The biggest trade fight in 2007
will not be fought over individual FTAs,
but rather over the terms for renewing
TPA beyond its scheduled expiration on
June 30, 2007. That will be the signature
battle of Ambassador Susan Schwab's
tenure as US Trade Representative."

Guest Comment: Shanker
Singham: "Clearly, there is a
powerful political reason for
US-Colombia to pass
Congress, and these national security

concerns were something of a factor in
the DR-CAFTA vote, at least for some
members. Given how tight trade votes
tend to be, this can only help the poten-
tial passage of the US-Colombia FTA.
However, the administration is caught in
a bit of a bind given the proximity of the
November elections and the likelihood
that they will lose pro-trade votes after
the election. The possible solution would
be a vote between the elections and the
end of the year, but even these kinds of
votes have proven difficult. It is impor-
tant to note that rising protectionist sen-
timent is affecting the entire Congress,
and the appetite of the body for more
agreements is limited. Fed Reserve
Chairman Bernanke has noted that the
gains of globalization and free trade are
not guaranteed, and his predecessor wor-
ried about this rising protectionist senti-
ment in the country as a whole. What is
needed in this vote and others is that the
administration clearly spell out the ben-
efits of the agreement in terms of
enhancing the market economy in both
countries, building economic democracy
in Colombia, and empowering con-
sumers. The record is pretty clear that
societies that achieve these norms are
better at protecting workers' rights than
those that do not. The administration
will also have to demonstrate why the
agreement will contribute to the allevia-
tion of poverty in the region by success-
fully shoring up markets and institu-
tions. It is almost more important for
members to know what they are voting
against, if they do not vote for the agree-
ment, than what they are voting for."

Gary Hufbauer is a Senior Fellow at the
Institute for International Economics.

Shanker Singham is a Partner at Squire,
Sanders & Dempsey LLP.
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Featured 0&A
Continued from page 1

Guest Comment: Isabella

Alcaiiiz: "Last week, the gov-

ernment of Argentina laid out

an ambitious investment plan
to reactivate the country's nuclear ener-
gy program. The plan includes finishing
Atucha II, Argentina's third, yet unfin-
ished, nuclear power plant; extending
the life-cycle of Embalse, the second
nuclear plant and operational since
1983; reactivating an existing heavy
water plant to supply Atucha II; and con-
ducting together with Canada a feasibili-
ty study for a fourth nuclear power
plant. The country's two operational
plants, Atucha I and Embalse, currently
produce 335 megawatts and 600
megawatts respectively, which accounted
for 7 percent of Argentina's total electri-
cal power production for the year 2005.
If Atucha II becomes operational in
2010, as the government expects, it will
add 700 megawatts to the system, cover-
ing 10 percent of total energy produc-
tion. While Atucha II will certainly help,
nuclear energy cannot meet all of
Argentina's growing energy demands on
its own, nor end Argentine dependence
on foreign oil and natural gas. The gov-
ernment has been actively seeking strate-
gic agreements with Latin America's key
suppliers: Venezuela (oil) and Bolivia
(natural gas). Despite good relations
with the leaders of both countries and
their Mercosur partnership, oil and gas
prices are still high. In a region (and
world) dominated by swelling energy
needs and prices, Argentina (together
with Brazil, which recently re-launched
its atomic program) is betting on nuclear
energy not just as a way to meet real
demand but as a comparative advantage
shared with only a few dozen countries
in the world."

Guest Comment:  Steve
Kerekes: "I would submit that
nuclear energy holds great
potential for Argentina beyond
the two reactors there. I can cite two
examples. One, I understand the popula-
tion is pretty well concentrated in urban
areas, and nuclear energy is the type of
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technology that is very well suited
toward being able to provide electricity
to concentrated populations like that.
The overwhelming majority—probably
a good 60-70 percent—of the nuclear
power plants in the US provide electrici-
ty to the more concentrated areas, so
from that vantage point nuclear energy
has shown itself here in the US to be very
beneficial. There are a couple of nuclear
power plants up the river from New York
City. They provide about 30 percent of
the electricity supply that feeds into the
city. They help run the subway system
there and do all the things that are vital
to heavy population centers. Another
factor that is worth noting is that
Argentina would benefit precisely from
the diversification of energy sources that
we are looking for in the US. It's been
one of the strengths of our system for a
long time. Argentina may well be facing
the same issues that we are facing with
the spiraling price of natural gas. A size-
able percentage of the new plant con-
struction in the US has been combined-
cycle natural gas plants. The recent
volatility in price has had huge effects on
industries in the US, such as the chemi-
cal and fertilizer industries. Also, nuclear
power in the US provides a little over 70
percent of the energy provided by clean
energy sources. To the extent there's an
interest in providing clean energy that is
able to meet the demands of heavy pop-
ulation centers, nuclear energy is very
well suited for that."

Roberto Ornstein is Deputy Manager of
International Affairs at Argentina's
National Atomic Energy Commission
(CNEA).

Isabella Alcaiiiz is an Assistant Professor
of Political Science at the University of
Houston.

Steve Kerekes is a spokesman for the
Washington, DC-based Nuclear Energy
Institute.
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