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Featured Q&A With Our Board of Advisors

Latin America has been at the
forefront of efforts to reduce
global greenhouse gases though
carbon emissions trading under
the Kyoto Protocol's Clean Development
Mechanism (CDM). What impact is carbon
emissions trading having on energy pro-
duction and use in Latin America? Is it
helping to promote the use of clean and
renewable energy sources in the region?

Guest Comment: Julie Anne

McLaughlin: "Carbon emissions

trading has significantly impact-

ed the development of renewable
energy in Latin America over the last two
years. Since the Kyoto Protocol's Clean
Development Mechanism (CDM) became
operational in February of 2005, Latin
American countries have been at the fore-
front of the carbon market, registering the
first project, 'NovaGerar,' a landfill gas-to-
energy project in Brazil, and certifying the
first-ever  emissions reductions in
Honduras for Rio Blanco and La Esperanza
Hydroelectric Projects. Indeed, roughly 50
percent of CDM projects in Latin America
are renewable energy projects or projects
with important renewable energy compo-
nents, like anaerobic digestion of waste or
landfill gas capture. The development of
many renewable energy projects through-
out Latin America surged with the project
developers' newfound ability to include
carbon credits in the projects' financials in
early 2005. This in turn facilitated Latin
America meeting part of their growing

Inside This Issue

energy demand with renewables, which
otherwise would not have gone online.
Unfortunately, this boom has hit a plateau
in the absence of policy decisions to extend
the Kyoto commitment past 2012. Because
a renewable energy project has long lead
times, a project that is intellectually con-
ceived today will take at least three to four
years to design and construct, leaving the
project with a maximum of three years of
secured carbon revenue. We can only hope
that this space will be filled by a post-2012
Kyoto, voluntary market commitment, or
domestic subsidies soon enough to keep
the momentum of renewable energy devel-
opment in Latin America."

Continued on page 4

PHOTO OF THE DAY

Opposition lawmakers in Colombia are
demanding Foreign Minister Maria
Consuelo Araujo resign because of
alleged ties between her brother and
paramilitary groups. See related news
brief on page 2.
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Colombian Opposition Lawmakers
Demand Foreign Minister Resign

Opposition lawmakers in Colombia
on Wednesday demanded the resig-
nation of Foreign Minister Maria
Consuelo Araujo, a day after the
Supreme Court said her brother,
Senator Alvaro Araujo, was being
investigated for ties to the country's
illegal right-wing paramilitary
groups, the Associated Press report-
ed. The Court said it was investigat-
ing charges that Alvaro Araujo and
five other lawmakers—all but one
allied with President Alvaro Uribe—
conspired with the paramilitary
groups. Three other pro-govern-
ment lawmakers have been arrested
for their alleged links to the para-
militaries.

Brazilian Central Bank Lowers
Selic Rate to 13.25 Percent

The Brazilian Central Bank's mone-
tary policy committee, or Copom,
on Wednesday voted to lower the
Bank's benchmark Selic interest rate
50 basis points to 13.25 percent, as
expected by most analysts. It was the
12th reduction in the Selic since
September of last year, when the rate
stood at 19.75 percent. HSBC said in
a research note this morning that
the vote was not unanimous, indi-
cating a "high probability of a decel-
eration in the pace of rate cuts in
the next meeting" in late January.

Rinker Urges Shareholders to
Reject Cemex Bid as Too Low

A hostile takeover bid by Mexico’s
Cemex for Australian building
materials maker Rinker is oppor-
tunistic and too low, Rinker said
Wednesday, according to Bloomberg
News. Rinker CEO John Morschel
encouraged shareholders to reject
the $13 per share offer, saying the
company's stock is worth as much as
$18.
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Political News

Standoff Between PAN and PRD
in Mexican Congress Continues

Mexican lawmakers remained camped in
the country's Congress on Wednesday,
with members of Andres Manuel Lopez
Obrador's leftist PRD party aiming to pre-
vent Felipe Calderon's presidential inau-
guration ceremony from happening there
on Friday and members of Calderon's
PAN trying to keep rivals from gaining
control of the podium. Hector Larios and
Javier Gonzalez Garza, the congressional
party leaders from the PAN and PRD,
respectively, promised to keep the peace
on Wednesday following a skirmish that
started Tuesday and continued into the
night with lawmakers kicking, shoving,
and exchanging blows, local daily EI
Universal reported. PRD congressman
Victor Valera said that the PAN and PRD
positions were irreconcilable, but added
that his own party needed to develop a
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Brazilian Foreign Ministry Says
Concerned by US Probe of Slavery

Brazil's foreign ministry said Wednesday it
was concerned about a US congressional
investigation into alleged slave labor at
Amazonian  charcoal camps. "The
Brazilian government received, with con-
cern, news about the alleged intention of
North American congressmen to investi-
gate claims that part of the charcoal com-
ing from the Amazon ... is produced with
forced labor," the ministry said in a state-
ment on its Web site. Charcoal camps in
Brazil provide a key component of pig
iron, which is used to make steel. On
Monday, US Democratic lawmakers Eliot
Engel (NY), the likely next chairman of
the House subcommittee on Western
Hemisphere affairs [Editor's note: see
interview on page 3], and Dennis Kucinich
(OH) said they would hold hearings next
year about slavery in Brazil's pig iron
industry. The congressmen are concerned
that slave labor is used to produce steel
purchased by major US car and appliance

PRD congressman Victor Valera said that the PAN and PRD positions

were irreconcilable, but added that his own party needed to develop a

unified strategy as well.

unified strategy as well. PRD leaders
planned to meet on Wednesday afternoon
to decide whether to prevent Calderon's
inauguration "at all costs," said PRD con-
gressman Francisco Santos, according to
El Universal. "The issue is that there are
two sectors in the PRD," Santos was quot-
ed as saying, "and the two are equally
valid; there are those who want to protest,
without preventing [Calderon's] swearing
in, and there are those who don't want
Felipe Calderon to set foot in Congress, so
it will be important to reconcile the parts
and choose one position to take."
However, as of press time it was not clear
what the PRD had decided to do. Lopez
Obrador and his supporters claim he was
denied the presidency by fraud in
Mexico's July 2 election and that Lopez
Obrador is in fact the country's "legiti-
mate" president.

companies, such as General Motors and
Whirlpool. Under the US Tariff Act of
1930, companies can be held liable for
knowingly purchasing materials that use
forced labor. Recent reports about the
prevalence of forced labor and inhumane
working conditions at many charcoal
camps have prompted several US compa-
nies to either cancel orders with their
Brazilian suppliers or require them to cer-
tify that they don't use pig iron derived
from charcoal made by slaves. Brazil's gov-
ernment said that it has made "significant
efforts toward the complete eradication of
forced labor in Brazil," according to the
foreign ministry. But Bloomberg News
reported appalling slavery conditions at
Amazonian charcoal camps in September.
"Slavery is endemic to the charcoal camps
that supply the pig iron industry,”
Bloomberg News quoted Marcelo
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Campos, head of a Brazilian labor min-
istry task force that works to free slaves, as
saying. Campos' task force has freed over
20,000 slaves in the last ten years. The US
embassy in Brazil will meet with Campos
this week.

Economic News

Brazil Ends Annual Auction Early
After Judge Issues Injunction

Brazil's National Petroleum Agency on
Wednesday halted its annual auction of oil
and gas exploration and production
licenses a day after failing to overturn a
federal judge's injunction against a new
auction rule limiting how many blocks
companies can buy in the same area. ANP
Director-General Haroldo Lima said the
Agency had no choice but to end the auc-
tion and start planning for the next one in
2007. "We were in constant contact with
[Energy and Mines] Minister Silas
Rondeau, and ... we arrived at the conclu-
sion that it would be better to close this
round and start thinking about the next
one," Lima was quoted as saying by state
news service Agencia Brasil. Only 38 out
of a total of 284 blocks had been awarded
until the auction was canceled. It was the
first time the auction, Brazil's eighth, had
been suspended and then canceled while
in progress, according to Reuters. The can-
cellation reportedly irritated foreign com-
panies, which had spent months prepar-
ing their bids. A federal judge on Tuesday
issued the injunction against ANP's new
auction rule, which limits the number of
blocks one company can buy in a deter-
mined sector, agreeing with arguments
that the rule could hurt the interests of
Brazilian state-owned oil company
Petrobras, which has traditionally been
the top buyer in the auctions. Lima said
the measure was meant to do the oppo-
site—limit foreign companies' purchases
of oil blocs in Brazil—and said the injunc-
tion has harmed the country's investment
image, Agencia Brasil reported. Despite
the limit on buying, Petrobras won 20 out
of 22 blocks on which it bid. Italy's Eni
had the highest winning bid, agreeing to
pay close to $140 million for a deepwater
block off Brazil's coast.
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Special Advisor Report

Engel: Dems to Take More Socially Responsible Approach to Region

By Robert Simpson

WASHINGTON, DC—Democrats will take "a more socially responsible approach" to
US policy toward Latin America than Republicans when they assume control of both
houses of Congress in January, US Rep. Eliot Engel, the ranking Democrat on the US
House of Representatives' subcommittee on Western Hemisphere affairs and the sub-
committee's likely next chairman, told the Advisor during an interview this week.

Engel, who said social responsibility is "one of the reasons I'm a
Democrat, frankly," said his party's demands for greater labor and

) environmental protections in free trade agreements with countries
such as Peru and Colombia are just one part of an effort to be more
socially responsible toward Latin America.
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- i "We turn to the region as partners and not as one country dominat-
Engel ing any region, and that's the difference [with Republicans]," he said.
Photo: Office of "We want to be partners with [Latin America] and we really want to
Rep. Engel. work with them. I view this committee as facilitating that."

Engel said he would seek to reach out to Venezuelan President Hugo Chavez and
Bolivian President Evo Morales, two frequent critics of the US, and said it was coun-
terproductive to try to punish countries with populist leaders, especially with China
and other countries making inroads in the region.

"We shouldn't sit idly by and let China do these things under our nose because we're
not talking to this one and we're not talking to that one," he said.

Engel said he would attempt to travel to Venezuela to meet with Chavez, whose con-
duct he called "outrageous."

"He [Chavez] needs to start acting like a mature leader of his country rather than like
a child lashing out," he said.

The congressman said one of the first issues the subcommittee would look into under
his leadership would be allegations of slave labor being used in Brazil to make prod-
ucts for export [Editor's note: see related story on page 2].

Engel noted that the US Tariff Act of 1930 bans the import of goods produced by
slave labor.

"If the Tariff Act wasn't being enforced, I'd want to know why," he said.

The congressman said one of the first delegations he would lead to the region would
be to the Dominican Republic and Haiti, two countries with which immigrants in his
district in New York have strong ties. He said he wanted to see Haitian President Rene
Preval succeed in getting the impoverished Caribbean nation on a stable footing.

"It's very important that we do everything we can to take Haiti from its history of
being a failed state to a country that can march with the rest of the Hemisphere,"
Engel said.

Page 3 of 4



Inter-American Dialogue’s Latin America Advisor

Thursday, November 30, 2006

Featured 0&A
Continued from page 1

Guest Comment: Simone
Lovera: "In 2001, Brazil faced a
major energy crisis. Cynically
enough, climate change itself
was likely one of the main causes, as it
was an exceptional drought that caused
depletion of its hydroelectric dams'
waters, central to the country's energy
supply. The Brazilian government had
no other option than to impose a
mandatory cut in energy consumption.
Within a few weeks, millions of people

€€ .. The 2001 crisis in Brazil
proved once again that climate
change itself is one of the main
threats to Latin America's energy
supplies. »

- Simone Lovera

reduced their energy consumption by an
average of 20 percent. This story not only
demonstrates that drastic reductions in
energy consumption are feasible if there
is political will and politicians are
responsible, it also proves the vulnerabil-
ity of energy supplies, even in a country
like Brazil. It is precisely the lack of
major reserves of fossil fuels that has
triggered Latin American countries to
invest millions of dollars in other energy
sources, like hydroelectric dams and bio-
fuels. Whether these sources are at all
sustainable is debatable, but it is a fact
that renewable technologies are the only
way out if Latin America wants to pro-
vide energy to its peoples. Emissions
trading has often been mentioned as a
possible source of investment in these
technologies. But emissions trading
tends to favor cheap and fast options,
like clean coal and hydroelectric energy
generation, above more sustainable and
safer technologies like solar energy.
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Moreover, emissions trading under-
mines the climate regime. Massive
amounts of credits are sold for business-
as-usual projects that pretend to com-
pensate for emissions in industrialized
countries. This means the end result for
climate change is negative. Meanwhile,
the 2001 crisis in Brazil proved once
again that climate change itself is one of
the main threats to Latin America's ener-
gy supplies. Anything that undermines
the climate regime should be rejected by
this region."

Guest Comment: Roger Stark:

"Like other regions, Latin

America's efforts to mitigate

greenhouse gas emissions
(GGEs) have suffered from the absence
of a comprehensive and enforceable reg-
ulatory 'bubble,' the complexities of cre-
ating verifiable credits, and the absence
of liquid markets for trading such cred-
its. It is one thing to contemplate reduc-
tions in GGEs (as Kyoto does) and quite
another to implement the necessary
framework for harnessing market forces
in the service of implementing such
reductions. This is not to say that proj-
ects for mitigating GGEs are not being
developed and will not be successful
(they are, and they will be). However,
until efficient, liquid markets exist to
reliably set the value of avoided GGEs,
investors will have to speculate on the
returns that GGE mitigation projects
will yield, thereby reducing available
capital for such investments."

Julie Anne McLaughlin is Origination
Manager at EcoSecurities Chile.

Simone Lovera is Campaign Coordinator
for the Global Forest Coalition in
Paraguay.

Roger Stark is a Partner at Kirkpatrick &
Lockhart Nicholson Graham LLP.
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