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Last month, Venezuelan

President Hugo Chavez said he

had discussed with Argentine

President Nestor Kirchner the
idea of forming an organization of gas-
exporting and producing countries in
South America—called Opegas Sur—
beginning initially with Venezuela,
Argentina, and Bolivia. Do you see
Opegas Sur getting off the ground? What
would its impact be on hemispheric natu-
ral gas markets? Who would benefit?
Who would not?

Board Comment: Roger Tissot:

"The idea of creating a gas OPEC

is unlikely to work. First, for car-

tels to succeed they require a
series of conditions: 1) dominant firms
with enough market power to set prices by
adjusting supply; 2) a hegemonic player
able to afford the cost of enforcing agree-
ments among cartel members; 3) inelastic
demand ... does not lead to substitution;
and 4) barriers to entry. Latin America's
gas sector doesn't meet the criteria of
cartelization: gas is not a fungible com-
modity in most of the markets; prices are
set through long-term contracts, not
always reflecting supply and demand con-
ditions; consumption is also more respon-
sive to price increases; and finally, gas pro-
ducers tend to prefer deeper relations with
consumers as opposed to coordination
with other producers. Moreover, gas pro-
ducers are seeking to increase value for the

Leaders Meet in Mexico to Discuss Central

American Refinery, Economic Integration......... 2

Trinidad & Tobago Announce New Qil

and Gas Exploration Contract Offer.................... 3

Skanska to Construct New Brazilian

Propane Plant for $109 Million.........ccoc.coevvrrrennns 3

commodity through industrialization
schemes (petrochemicals, power genera-
tion), complicating market coordination
among members. A South American gas
cartel will only consolidate the desire of
importing countries to seek alternatives,
eroding the economic benefits of regional
integration, benefiting outside suppliers,
in-country domestic suppliers, and pro-
ducers of alternative sources."

Guest Comment: David Mares:

"Opegas Sur is an idea without

form. It responds to Chavez's

foreign  policy  strategies,
Kirchner's botched natural gas policies,
Q&A continued on page 6
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ENERGY SECTOR BRIEFS

CMS Energy Agrees to Sell
Brazilian Assets for $211 Million

US utility company CMS Energy
said Thursday it and a subsidiary
had agreed to sell its Brazilian assets
for $211 million. In a press release,
the Jackson, Michigan-based com-
pany said it and subsidiary CMS
Electric and Gas had agreed to sell
CMS Energy Brasil, the holding
company for a group of Brazilian
electricity distribution companies
that has about 172,000 customers,
and related assets to a local compa-
ny, CPFL Energia, subject to regula-
tory approval.

Mexican Natural Gas Production
in Burgos Basin Hits Record

Mexican national oil company
Pemex said Sunday that natural gas
production in the Burgos basin of
northeastern Mexico reached a
record 1.415 billion cubic feet per
day last month. The Burgos basin,
located over 50,000 square kilome-
ters near the Mexico border adjacent
to Texas, now contributes 25 percent
of the country's total gas produc-
tion, Pemex said in a Web site press
release.

Argentina's Edenor Sets Price
for Initial Public Offering

Argentine electricity distributor
Edenor on Tuesday set its planned
initial public offering at 15.2 million
American depositary shares for an
estimated $16 to $18 each, Reuters
reported. The company said in an
amended offering document filed
with the US Securities and Exchange
Commission that it expects to
receive $57.7 million from its share
of net proceeds from the IPO. It
plans to use the funds to repurchase
its restructured debt and for general
corporate purposes, according to
Reuters.
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Oil and Gas News

Chavez Says Venezuela Could Supply
Energy to Region for 100 Years

Venezuelan President Hugo Chavez said
Tuesday that his country could supply
Latin America's energy markets for 100
years and said US President George W.
Bush's proposal to substitute gasoline with
corn- or sugar-based ethanol fuel would
hurt the region's poor, Bloomberg News
reported. "All the oil and energy that Latin
America needs is here in Venezuela,"
Chavez was quoted as saying. "That
resource, once in the hands of the empire,
is now in Venezuelan hands, and we have it
to share with the people of Cuba and the
Caribbean, Nicaragua and Central
America, Brazil and South America, at

never fight with Lula," Chavez said. "The
world press says, 'it's Fidel and Chavez
against Bush and Lula.' No, it's not like
that. It's Fidel and Chavez against the US
empire."

Peru Declares Emergency in LPG
Market Due to Supply Problems

Peruvian Minster of |.
Mines and Energy Juan

Valdivia on Thursday |
declared a state of "emer-
gency" for the Andean
nation's liquefied petro- o
leum gas (LPG) market Valdivia ,

due to supply problems, Photos: Peru gov't.

MarketWatch reported. The decree means
that the government will use a special fund
to compensate importers so that any
increased costs are not incurred by the end
consumer. "Increased demand will obli-

“CWe'll never fight with Brazil on this;

we'll never fight with Lula.”’

least for 100 years." Chavez, who frequent-
ly refers to the US as "the empire," has
taken steps in recent years to assert state
control over the oil sector in Venezuela, the
world's fifth-largest exporter of crude and
the third-biggest supplier to the US.
Venezuela also has the largest reserves of
natural gas in South America. The
Venezuelan leader labeled as "craziness"
Bush's proposal to substitute gasoline with
ethanol to reduce US reliance on foreign
oil. "To produce the ethanol necessary to
replace the gasoline that the US alone con-
sumes, we'd have to plant almost all the
land on this continent with corn or sugar
cane—not to feed people, but to feed the
cars of the US empire," he said, echoing
criticisms made by Cuba's Fidel Castro.
Chavez said joint promotion of ethanol by
the US and Brazil—agreed to at a meeting
of Bush and Brazilian President Luiz
Inacio Lula da Silva in Brazil last month—
would not hurt Brazil-Venezuela relations.
"We'll never fight with Brazil on this, we'll

— Hugo Chavez

gate us to import LPG for a brief period,"
said Valdivia, who added that the supply
problem will last until mid-2008.
Pluspetrol, the company responsible for
the energy sector in Peru, is currently
expanding its production capacity. A min-
istry press release on Thursday said that
nine new_hydrocarbon exploration con-
tracts are being offered.

Leaders Meet in Mexico to Discuss
Central Am. Refinery, Integration

Mexican President Felipe Calderon met on
Monday with counterparts from Central
America and Colombia to discuss plans to
integrate the region's economy through
infrastructure and energy projects,
Mexican daily EI Universal reported. The
one-day meeting in Campeche with Costa
Rica's Oscar Arias, El Salvador's Tony Saca,
Guatemala's Oscar Berger, Honduras'
Manuel Zelaya, Panama's Martin Torrijo,
and Colombia's Alvaro Uribe addressed
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projects under the six year-old Plan
Puebla Panama (PPP). Also participating
were Nicaraguan Vice President Jaime
Moreno and Belize Prime Minister Said
Musa. One outcome of the summit was an
agreement to pursue a region-wide oil

The project had been planned to
process 230,000 barrels of oil a
day ... but is now scaled down
to 80,000 barrels per day.

refinery, which will be located in one of
the Central American countries. The proj-
ect had been planned to process 230,000
barrels of oil a day when it was first pro-
posed by President Vicente Fox in 2001,
but it is now scaled down to 80,000 barrels
per day, according to EI Universal. Most of
the oil for the refinery would come from
Mexico, which has been struggling to keep
up production. Four companies have
expressed interest in bidding on the refin-
ery, according to reports.

Trinidad and Tobago to Announce
New Exploration Contract Offer

Trinidad & Tobago will announce new oil
and gas exploration contracts for seven
onshore blocks by the end of April, Energy
Minister Lenny Saith said Sunday.
Trinidad and Tobago has also issued ten-
ders for eight deepwater blocks, Saith
added, according to Bloomberg News.
Saith spoke with reporters at the natural
gas producer meeting in Doha, Qatar, a
conference which has drawn criticism
from some gas-consuming nations over
fears that a gas cartel could be formed.
[Editor's note: see page 1 as well as related
"Capitol Hill Watch" in the April 2-6, 2007
edition of the Dialogue's Energy Advisor.]

Skanska to Construct Brazilian
Propane Plant in $109 Million Deal

Sweden's Skanska has secured a contract
to build a propane production unit for
national oil company Petrobras at the
Presidente Getulio Vargas Refinery
(known as REPAR) in Brazil. The total
contract value is $109 million, and
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Biofuels

A Blueprint for Green Energy in the Americas?
— IDB Targets $3 Billion in Private-Sector Biofuel Projects

The Inter-American Development Bank (IDB) in Washington has targeted $3 billion in
private-sector biofuel projects in the Americas, according to a press release issued last
week. The investment is among the first big initiatives the IDB is undertaking to lay out
a comprehensive "blueprint” for green energy in the Americas.

Calling biofuels a "transformative opportunity" for Latin America and the Caribbean,
IDB President Luis Alberto Moreno, at an April 2 conference in Washington, detailed a
broad pipeline of investment projects and technical assis-
tance programs designed to help the region's countries
reach renewable energy targets.

Moreno said the IDB’s Private Sector Department is struc-
turing senior debt financing for three Brazilian ethanol
production projects that will have a total cost of $570 mil-
lion. The Department's Brazil pipeline also includes loans
for five biofuel transactions or projects with biofuel com-
ponents that will have a total cost of nearly $2 billion.
Brazil seeks to triple annual ethanol production by 2020.

Moreno

Moreno said the Bank is offering a different set of services

to countries like Colombia, Costa Rica, and El Salvador Photo: IDB

that have been producing and exporting biofuels on a smaller scale for several years. In
Colombia, the Bank’s Inter-American Investment Corporation is considering financing
for a $20 million palm-based biodiesel enterprise that will eventually produce up to
100,000 tons of fuel per year.

In Costa Rica and El Salvador, the IDB is financing feasibility studies and technical
assistance in areas such as regulation, market development, and public education, to
help both governments reach their target of replacing 10 percent of domestic gasoline
consumption with ethanol.

A new 50-country study commissioned by the IDB asserts that Latin America could
lead the world in benefitting from the sustainable energy and climate change "revolu-
tion" underway. Latin America and the Caribbean, led by Brazil, already produces 40
percent of the world's biofuels and is "uniquely positioned to take advantage of this
growing industry," according to Garten Rothkopf, the company that wrote the report.

The study projects global biofuels markets to 2020 and focuses on "the challenges that
lie ahead, from ensuring that the choices made are sustainable in terms of their envi-
ronmental and social impact to recognizing that unprecedented investment and inno-
vation will produce new competitive forces that will require all who would lead to adapt
or fall behind."

A central challenge addressed by this report is that the region, despite having achieved
sustained economic growth, has not yet succeeded in cultivating centers of excellence—
key sectors and regions that achieve a level of enduring international competitive lead-
ership and become a natural destination for investment, like India's Bangalore,
Boston's Route 128, or China's Shenzhen.
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Skanska’s share is 70 percent. The work
involves construction of a propane unit
with the capacity to produce 180,000 tons
per year. The scope of the contract
includes detailed engineering, procure-
ment, civil and electromechanical con-
struction and assembly, commissioning
and start-up assistance of the plant. The
refinery is located near Curitiba in the
south of Brazil. The project will start
immediately and is scheduled for comple-
tion in 25 months. The partner in the con-
sortium is the Brazilian engineering com-
pany Engevix. Skanska Latin America
employs about 11,000 people and had
sales last year of about $536 million.

Economic News

IMF: Latin America and Caribbean
Growth to Slow over Next Two Years

Lower commodity prices and weaker
global demand for Latin American and
Caribbean products may slow the region's
economic growth over the next two years,
the International Monetary Fund said in a
report released Wednesday. Regional
growth will slow to 4.9 percent this year
and 4.2 percent in 2008, down from 5.5
percent in 2006, the IMF said in its annu-
al World Economic Outlook report. The
IMF said it expects a broad-based slow-
down, with Chile and Brazil being the
exceptions. The Fund said the external
environment should become less favor-
able as global growth moderates and oil

Latin America and Caribbean
Growth Forecasts

2006-2008
5.5%
° 4.9%
4.2%
2006 2007* 2008*
Source: IMF.

and metals prices fall from record levels.
"Countries and regions that have particu-
larly close trade links with the United

Copyright © 2007, Inter-American Dialogue
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States (such as Mexico, Central America,
and the Caribbean) or are significant
exporters of oil and metals (Chile,
Ecuador, Peru, and Venezuela) will be
most affected," the report stated, adding
that lower oil prices will benefit countries
that are not significant commodity
exporters. The 2004-2006 period was the
strongest three-year period of growth in
Latin America since the late 1970s, the
IMF said, although growth still lagged that
in other emerging market and developing
country regions. The IMF highlighted a
widespread lag in Latin American produc-
tivity in both labor and services.

Fiscal Reform Talks in Mexico
Focused on Food, Medicine Tax

Negotiations on fiscal reform in Mexico
between the government of President
Felipe Calderon and Congress are cen-
tered on making food and medicine pro-
ducers pay about $8 billion in taxes, an
opposition lawmaker involved in the talks
said Tuesday, according to Reuters. Samuel
Aguilar, a lawmaker from the opposition
PRI party who sits on the lower house
finance committee, said PRI lawmakers
are pushing a proposal to eliminate about
80-90 billion pesos in annual tax refunds
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for food and medicine producers. The
proposal is seen as a way to avoid a con-
troversial direct tax on food and medicine,
which many economists see as the sim-
plest way to increase government tax rev-
enues. Previous President Vicente Fox
attempted to push a tax on food and med-
icine through Congress, but was rebuffed.
Under the proposed tax reform plan, food
and medicine producers would still likely
pass on some of their extra tax load to
consumers, although economists say not
as much as in the case of a direct tax,
according to Reuters. Analysts say some
food producers would see a serious nega-
tive impact from the tax on their earnings.
Aguilar said that there were no other
major fiscal reform proposals being dis-
cussed besides the one to eliminate the tax
refunds for food and medicine producers.
Calderon is seeking fiscal reform to boost
state coffers, which depend greatly on
income from state-owned oil monopoly
Pemex, in order to devote more spending
to infrastructure and education projects.
Aguilar said Congress plans to approve fis-
cal reform by September 1, Reuters
reported.

Political News

Lula's Popularity at 26-Month High
Despite Aviation Crisis, Crime

Brazilian President Luiz Inacio Lula da
Silva's popularity is at its highest in more
than two years, despite an aviation crisis

Lula's Popularity
CNT-Sensus Poll
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and growing crime, according to an opin-
ion poll published on Tuesday and report-
ed by Reuters. Lula's approval rating
stands at 63.7 percent, the highest since
February 2005, the CNT-Sensus poll
found. Lula's popularity has been boosted
by economic growth, job creation, and
income distribution, Sensus Director
Ricardo Guedes told reporters. The poll
revealed that Lula's popularity was little
hurt by a six month-old aviation crisis, in
which a work slowdown by disgruntled air
traffic controllers demanding better pay
has caused major headaches for air travel-
ers. Only one in four people polled
blamed the federal government for the
crisis, according to the poll. And although
91 percent of poll respondents said vio-
lence had increased in recent years, most
blamed it primarily on poverty, drug traf-
ficking, and a weak judiciary, the poll
found. The survey of 2,000 people was
conducted April 2-6 and has a margin of
error of 3 percent.

Bolivia Targeting Excess Coca
Production in Yungas Region

Bolivia announced a new drug eradication
program on Tuesday which will target
coca cultivation in the Yungas region
northeast of the capital city La Paz, the
Associated Press reported. While other
areas of the country were targeted to curb
coca production in the past, previous gov-
ernment have largely ignored the Yungas
region, the oldest coca-growing region in
the country, where production has
expanded beyond the 30,000 acres permit-
ted by law to an estimated 45,700 acres,
according to the AP. Eradication efforts
have mostly focused on the central
Chapare region near the city of
Cochabamba. Felipe Caceres, vice minis-
ter of social defense and controlled sub-
stances, said that the new program would
promote development in coca-growing
regions. "In advance, the national govern-
ment will also guarantee to push integral
development," Caceres was quoted as say-
ing by government news agency ABIL
Caceres said the program was a response
to coca producers who he said have shown
the "attitude and predisposition” to col-
laborate in the "rationalization of excess
cultivation."
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POLITICAL AND ECONOMIC BRIEFS

Chief of Monetary Policy at
Brazil's Central Bank Resigns

Rodrigo Azevedo has resigned as
chief of monetary policy at Brazil's
Central Bank, the Bank said in a
statement Wednesday. Azevedo, who
had held the post
since July 2004,
stepped down out
of a desire to
return to the pri-
vate sector, the
Bank said. Before
joining the
Central Bank, Azevedo was a man-
aging director at Credit Suisse First
Boston. Investment fund manager
Mario Gomes Toros has been nomi-
nated to replace Azevedo, according
to the Bank.

Azevedo
Photo: Central Bank.

US, EU, and Brazil Holding Series
of Bilateral Talks on Global Trade

Trade ministers early Wednesday
began a series of bilateral talks in
India ahead of a formal meeting of
the main four trading powers aimed
at making progress in global trade
negotiations, Reuters reported.
Ministers from the United States
and the European Union met first,
while talks between the EU and
Brazil were expected to follow.

Core Inflation in Mexico
Slowed in March

Mexico's annual core inflation
dropped in March, while headline
inflation remained broadly the
same, giving way to speculation that
the central bank won't raise interest
rates later this month, Reuters
reported on Monday. Annual core
inflation decreased to 3.83 percent
in March from 3.95 percent in
February, while the 12-month head-
line inflation rate stayed at 4.21 per-
cent, above the bank's 4 percent tol-
erance mark, according to Reuters.
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and Bolivia's fear of missing out on the
growing demand for energy in the
region. A number of factors indicate that
such an organization would be highly
unlikely to function as a cartel: natural
gas markets in South America are imma-
ture and must be carefully nurtured; gas
faces a number of competitors in the

¢ .. Natural gas markets in

South America are immature and
must be carefully nurtured ...

— David Mares

energy market; and the two most prom-
ising importers of natural gas (Brazil and
Chile) have already experienced the dan-
gers of depending on natural gas imports
from their South American neighbors.
With LNG from outside the region wait-
ing in the wings, gas pipeline infrastruc-
ture requiring significant capital invest-
ment, and Argentina itself becoming a
net gas importer in the future, Opegas
Sur could not survive for long if it
aggressively defended producer interests.
Were it to proceed along these lines, only
Chavez, who isn't yet exporting natural
gas, would gain, and those gains would
be rhetorical (he could blame globaliza-
tion and the US for undermining South
American 'solidarity'). Bolivia would be
the big loser, as it continued to find itself
resource rich and market poor. A more
promising scenario for the development
of hemispheric gas markets would be for
Opegas Sur to bring producers and con-
sumers together to develop gas markets."

Guest Comment: Mariano
Gurfinkel: "International trade
in natural gas is forecast to
grow considerably in the com-
ing decades. Currently, international
trade for natural gas is via pipelines or
via LNG bearing tankers. The latter has
opened the prospects for international
‘upper bound' for natural gas prices and
new, more distant and lucrative markets.
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Additionally, growing demand for natu-
ral gas and more specifically competition
for LNG have led to higher 'met-back'
prices to LNG exporters. Global discus-
sion for coordination of activities
between gas-exporting nations could
lead to higher prices if this coordination
is achieved and supply managed, some-
thing that has proven to be difficult in
other commodities. The case of
Argentina, Bolivia, and Venezuela as a
subset of this coordination is interesting.
Despite having great natural gas
resources, all three countries have not
been able to develop LNG export capa-
bility. Additionally, the investments
required to increase exports are not
guaranteed due to growing uncertainty
from evolving fiscal and legal frame-
works. In the short term, the main mar-
kets for exports are Brazil and Chile.
Both countries have recognized the need
to diversify natural gas supply sources by
increasing domestic production, talking
with other suppliers such as Peru, and
constructing LNG import facilities. Who
will prevail? The regional cartel of natu-
ral gas exporters, or the consumers with
monopsony power? It is an issue of
wealth and rent re-distribution, and it
will depend on how much Brazil and
Chile are willing to provide for their
neighbors at their own expense."

Roger Tissot is a member of the Energy
Advisor board and Director of the
Markets and Countries Group at PFC
Energy.

David Mares is a Professor of Political
Science and Director of Graduate Studies
at the University of California at San
Diego.

Mariano Gurfinkel is Associate Head at
the Center for Energy Economics at The
University of Texas at Austin.
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