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Italy's Pirelli group has agreed to

sell its controlling stake in

Telecom ltalia to a consortium

made up of Spain’s Telefonica and
a group of ltalian companies, thwarting
plans by Mexico's Carlos Slim to acquire
control of Telecom Italia and gain the upper
hand in Brazil's mobile market. Should the
Telecom ltalia deal go through, what's in
store for Brazil's mobile market? How will
regulators address competition issues aris-
ing from the deal? What are Slim's options
in Brazil now?

Guest Comment: Wally Swain:

"As we said when the Telmex-

AT&T deal was announced, 'wait

for it. This isn't over yet." That
advice still holds even if the players have
changed. If anything, Telefonica's purchase
of a controlling stake in Telecom Italia is
even more complicated. There are even
rumors that Telefonica will swap its
Telecom Italia stake for Portugal Telecom's
stake in Vivo. The numbers are in the right
ballpark, but given PT's avowed commit-
ment to the Brazilian market—and the ties
of language and culture—why would they
swap 50 percent of Vivo for a more distant
control of TIM Brasil and a bunch of other
assets not necessarily related to their core
strategy? Neither Anatel nor the ministry
nor CADE, the competition authority, will
like a Vivo-TIM Brasil merger any better
than a Claro-TIM Brasil merger. Telefonica

Continued on page 3
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Bolivia's Morales Vows to Continue
Nationalization of Energy Sector

Bolivian President Evo Morales pledged to
keep moving forward in the nationalization
of his country's energy sector, on Saturday
taking back two formerly state-owned oil
refineries from foreign hands and on Friday
announcing Bolivia would purchase a
majority stake in the local operations of
four more foreign companies, the
Associated Press reported. Last Thursday,
Bolivian state-owned oil company YPFB
agreed to purchase the Guillermo Eder Bell
and Gualberto Villaroel refineries for $112
million from Brazilian state-owned firm
Petrobras, which had acquired the facilities

Continued on page 2
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Petrobras Q1 Profit
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Petrobras' first-quarter profit fell 38
percent from 2006. See story on page 2.

Source: Petrobras.
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PDVSA to Honor Bond Debt Owed
by Seized Heavy 0il Project

Venezuelan state-owned oil compa-
ny PDVSA will assume $494 million
in bonds owed by one of the four
heavy oil projects it is seizing from
foreign oil companies, Bloomberg
News reported on Saturday. PDVSA
said the payments on bonds owed
by the Cerro Negro project were
being made and that it would coop-
erate with bondholders. The govern-
ment on May 1 moved to take over
Cerro Negro and three other heavy
oil projects, which have a combined
debt of $4.5 billion.

Man Surrenders After Standoff at
Russian Embassy in Costa Rica

A man from Kazakhstan surren-
dered on Friday after holding a
hostage for several hours at the
Russian embassy in Costa Rica, the
Associated Press reported. Russian
Ambassador Valery Nikolayenko
said he and two other embassy offi-
cials stayed in the building during a
standoff with police to negotiate
with 20 year-old Roman
Bogdanyants, who was jailed in a
San Jose courthouse while prosecu-
tors investigate the case.

Hyundai May Build Another
Assembly Plant in Brazil

Hyundai Motor Co., South Korea's
biggest automaker, said Sunday it
may build another assembly plant in
Brazil, Reuters reported. Company
chairman Chung Mong-koo said the
possible plant would have an annual
capacity of 100,000 vehicles. Last
month, Hyundai completed a plant
in Brazil, its first manufacturing
facility in Latin America. The plant
will have the capacity to produce
50,000 cars per year by 2009,
according to Reuters.
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Bush Administration Says it Will
Move Quickly on Changes to FTAs

The Bush administration will move "as
quickly as we can" to present Panama,
Peru, Colombia, and South Korea with
proposed changes to free trade agreements
that include new labor and environmental
provisions, Reuters reported on Friday,
citing an unnamed official in the office of
the US Trade Representative. "We're going
to try to do it as quickly as we can, hope-
fully in the next couple of days," the offi-
cial was quoted as telling reporters. Trade
officials said that if the countries refuse to
accept the changes, it would be difficult to
win approval of the trade agreements in
the Democrat-controlled Congress,
according to Reuters. Last week, the Bush
Administration and key congressional
Democrats reached a breakthrough deal
on the inclusion of labor and environ-
mental provisions, such as the right for
workers to organize and bargain collec-
tively, in the four free trade agreements,
paving the way for congressional approval
of trade pacts with at least Panama and
Peru. The free trade deal with Colombia
faces an additional obstacle because of
that country's history of violence against
unionists and other concerns. The South
Korea deal faces obstacles on the issues of
trade in beef and autos.

Petrobras Reports 38 Percent
Decline in First-Quarter Profit

Brazilian national oil company Petrobras
on Friday reported a 4.13 billion-real ($US
2.05 billion) first-quarter profit, down 38
percent from the same period a year ago.
In a press release, Petrobras said the year-
on-year fall in profit was mainly due to a
one-time increase in pension payments to
workers. It said lower oil prices and higher
average selling costs also accounted for the
decline. Domestic production of oil, natu-
ral gas, and liquefied natural gas rose 3
percent year-on-year to an average of 2.07
million barrels per day, while internation-
al production fell 17 percent to 214 barrels
per day. Gross operating revenues
increased 7 percent year-on-year in the
first quarter to 50.13 billion reais, but
EBITDA (earnings before interest, taxes,
depreciation, and amortization) fell 22
percent to 10.99 billion reais. In March,
Petrobras announced that it and two local
partners—petrochemical firm Braskem
and Ultrapar Participacoes—would buy
Ipiranga, the South American country's
second-biggest fuel distributor, in a $4 bil-
lion deal that represents a major consoli-
dation in the petrochemical and fuel dis-
tribution sectors. Brazilian antitrust regu-
lator CADE is reviewing the deal to ensure
it does not hurt competition.

Top News
Continued from page 1

Morales' government.

decreed just over a year ago.

don

Grana y Montera.

in 1999. The deal ended long and often tense negotiations between Petrobras and

In a ceremony at the Guillermo Elder Bell refinery near the city of Santa Cruz, Morales
said that more remained to be done to complete the sector's nationalization, which he

"We have not yet finished the job," Morales was quoted as saying. "There is still work to

On Friday, Bolivia said it would enter talks to purchase majority stakes in four foreign-
owned oil businesses: pipeline company Transredes, owned partly by Royal Dutch
Shell; gas exploration firm Chaco, owned by Britain's BP; gas exploration firm
Andina, a subsidiary of Spain's Repsol YPF; and the Hydrocarbons Logistics
Company of Bolivia, owned jointly by Germany's Oiltanking GmbH and Peru's
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will argue that their small stake does not
imply control, but the Brazilians are
unlikely to buy that. This will not termi-
nate in any merger, but rather a redistri-
bution of assets between Telefonica and
PT. Slim will also wait and see how this
all finishes before showing his next
move. There are few other Brazilian tar-
gets worth considering if TIM Brasil is
off the table either because the new
owner won't sell or because the Brazilian
government won't let an existing player
buy."

Guest Comment: Diego

Bubillo: "Telefonica, with its

acquisition of control of

Telecom Italia, is obtaining
benefits twice over: expanding its busi-
ness and limiting that of Carlos Slim, as
much in Europe as in Latin America,
where Grupo Telefonica and Grupo
Carso are fighting for leadership in the
telecom sector. In Brazil, regulators will
see a new market configuration, with the
presence of Telefonica in more than one
operator by segment: Telesp and Brasil
Telecom in the fixed segment, and Vivo
and TIM in mobile. In this regard, the
most important thing to be studied by
Anatel will be the presence of Telefonica
in two competing companies (TIM and
Vivo) in several states and the overlap of
long-distance licenses between TIM and
Telesp. In the fixed business, Telefonica
will be able to benefit if Anatel authoriz-
es the merger between incumbents
Telesp and Brasil Telecom. In mobile, the
possibilities are several: a Vivo-TIM
merger (returning spectrum) or
Telefonica deciding to stay in control of
just one operator: acquiring all of TIM
or Portugal's 50 percent stake in Vivo. In
any event, the Telefonica-Telecom Italia
deal first has to be approved by various
regulatory bodies in Europe before being
taken up by Anatel in Brazil, which will
not be before the fourth quarter of this
year. A clause in the Telefonica-Telecom
Italia deal indicates that the Spanish
company could veto a competitor's
acquisition of a stake held by the Italian
group in other companies. This prevents
Grupo Carso—which in Brazil already

Copyright © 2007, Inter-American Dialogue

has Embratel, Net Servicos, and Claro—
from acquiring TIM or Telecom Italia's
stake in Brasil Telecom. Therefore, with a
very limited scope for action, Grupo
Carso will certainly put more emphasis
on the acquisition of Telemig Celular
and Amazonia Celular, which are
becoming essential to achieving consoli-
dation in the mobile market and
expanding its coverage."

Guest Comment: George Foote:

"The success of Telefonica in

acquiring Telecom Italia is not

necessarily a loss for Carlos
Slim and his telecommunications enter-
prise. The Mexican magnate's ambitions
in Brazil and Latin America are no
secret, and the Telecom Italia assets in
Brazil would be a marquee addition to
his plans. In that sense, the Telefonica
coup is a setback. But the Slim method of
dominating a national telecom market
and wielding influence with its regula-
tors, although successful in Mexico, is
not the only way to succeed in the tele-
com business. His very loss may con-
tribute to later success for himself, as
well as the economy and the consumers
of Brazil. Telefonica has a large and com-
petent presence in Brazil. Through its
regulatory battles with Embratel and
other telecom entities in the country, it
has strengthened its position in wireless.
It also has helped develop telecom and
competition law in one of the fastest-
growing industries in the largest country
in Latin America. The Brazilian telecom
and competition regulators function
well. The happy result is that no nation-
al wireless carrier dominates in Brazil;
competition is lively ... A vigorous
Telefonica will help preserve these condi-
tions, so Slim has every chance to find
other investment opportunities to
expand in the Brazilian wireless market-
place.”

Wally Swain is Senior Vice President for
Emerging Markets at The Yankee Group.

Diego Bubillo is an Analyst at Signals
Telecom Consulting.

George Foote is an Attorney at Bracewell
& Giuliani in Washington, DC.
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