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QThe government of Panama
recently signed agreements for
the construction of two new oil
refineries in the country, includ-

ing a state-of-the-art refinery incorporat-
ing "plasma technology arc" technology.
What is the significance of the refinery
projects for Panama and for its neighbors
in the region? Is Panama on the road to
becoming an "energy hub"?

AGuest Comment: Joaquín E.
Jácome: "In the last two years,
the government has announced
that there have been several

offers to build oil refineries in Panama,
including an offer made by President
Hugo Chavez during his last trip to visit
President Torrijos. According to the
media, there are two projects that have
been submitted to the government of
Panama. One agreement, signed by Qatar
Petroleum, Occidental Petroleum (Oxy),
and the government of Panama, aims to
finish a feasibility study for the building of
a petroleum refinery in Puerto Armuelles
in the Province of Chiriqui by the end of
2007 or the beginning of 2008. The other
is an agreement signed by the government
of Panama with the consortium formed by
the American DuTemp, the European
ControlSud and the Colombian Ecosel for
a second refinery in the Province of Colon.
These two projects, if they are completed,
in addition to the interest of Singapore to
establish a petrochemical plant in Panama,

represent a major development of infra-
structure in the energy sector and also
greater foreign direct investment than the
expansion of the Panama Canal. These
projects will generate several thousand
well-paid jobs and will benefit economi-
cally depressed areas of Panama like
Puerto Armuelles and Colon. For the
region, these projects will help alleviate the
energy crisis and also  provide stability for
the energy sector in Central America. All
of the above clearly represent an impor-
tant policy to position Panama on the road
to becoming an energy hub, especially
when one considers the gas pipeline initia-
tive linking Venezuela, Colombia, Panama,
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Ecuadorean President Rafael Correa
reportedly said this week he would not
develop some oilfields in exchange for
environmental protection payments.
See related brief on page 2.
Photo: Ecuadorean presidency.
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Oil and Gas News

Pluspetrol Cuts Output in Peru 
After Protesters Storm Facility

Argentine energy company Pluspetrol
said Wednesday it needed to cut output at
a key oil block in northern Peru after some
100 people stormed the facility, Reuters
reported. The protesters wanted the gov-
ernment to keep tax breaks for residents in
the country's Amazon region, according to
the report. Pluspetrol halted its operations
late on Tuesday at Block 8 in the Loreto
region of Peru's Amazon jungle where it
produces an average of 10,000 barrels a
day. Residents in the Loreto region began a
three-day strike on Monday, according to
Reuters. The company leads the consor-
tium that pumps gas from Peru's impor-
tant Camisea project.

Lula Wraps Up India Visit 
with New Energy Deals

Brazilian President Luiz Inacio Lula da
Silva wrapped up a three-day state visit to
India Tuesday, his second official visit to
the Asian nation in less than three years.
Lula's trip focused on energy collaboration
and strengthening trade ties. Partners in
the so-called Group of 20—a bloc of
developing nations in global trade talks

seeking to lower agricultural subsidies in
richer countries—Brazil and India hope to
increase bilateral trade to $10 billion by
2010, compared to $2.4 billion in trade last
year, according to wire reports. The trip
also focused on sharing oil sector tech-

nologies and on boosting ethanol produc-
tion, among other energy agreements.
Brazilian state oil company Petrobras
signed an agreement Monday with Indian
national oil and gas company ONGC to
exploit six deepwater exploratory blocks,
three of which are in Brazil while the other
three are off the eastern coast of India,
according to a Petrobras press release.
ONGC produces some 600,000 barrels of
oil and 70 million cubic meters of gas per
day, and has sought to diversify its opera-
tions by investing abroad. It recently pur-
chased a 15 percent stake in the Ostra,
Abalone, Argonauta, and Nautilus fields in
Brazil's offshore Campos Basin. The fields,
in which Petrobras has a 35 percent stake,
are operated by Shell. Petrobras has par-
ticipated in bids held by the Indian oil reg-
ulator since 2005, but had not struck any
deals in India until now.

CB&I Wins $775 Million LNG Project
Contract in Chile's Quintero Bay

UK-based engineering firm CB&I said
Monday it has been awarded a contract by
GNL Quintero S.A. to build a liquefied
natural gas (LNG) regasification terminal
at Quintero Bay, Chile. The contract is val-
ued at approximately $775 million. GNL
Quintero is a joint venture between
Endesa Chile, ENAP, Metrogas Chile, and
the UK's BG Group plc. CB&I's work
includes the engineering, procurement,
and construction of a regasification and
sendout system, a new marine jetty with
complete ship unloading facilities, two
large full containment LNG storage tanks,
and a smaller storage tank. BG also said on
Monday that it finalized its contract to
supply the facility. The 2.5 million tons-
per-annum terminal in Quintero Bay—
scheduled to begin operation in the sec-
ond quarter of 2009—will have the capac-
ity to meet up to 40 percent of the coun-
try's demand for natural gas.

Power Sector News

CMS Energy Sells Stakes in Chilean,
Jamaican Assets to Ashmore Energy

US utility company CMS Energy
announced Friday that it had agreed to sell
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Ecuador Offers to Not Develop
Oilfields in Exchange for Payment

Ecuador offered on Tuesday to drop
plans to develop the country's
biggest oilfield if rich countries pay
it to protect undeveloped land near
the proposed drill site, Reuters
reported. President Rafael Correa
suggested that wealthy countries and
environmental groups could pay
Ecuador some $350 million annually
to leave the oil in the ground and
reduce carbon dioxide emissions to
slow global warming.

Repsol YPF Aims to Raise $10
Billion in LatAm Asset Sale

Spain's Repsol YPF hopes to raise
$10-12 billion from its planned
restructuring and partial sale of its
Latin American operations, Agence
France Presse reported Tuesday.
Miguel Martinez, the group's chief
operating officer, told AFP that the
revamp, which it hopes to complete
before the end of the year, will allow
Repsol to cut its exposure in Latin
American markets in half and raise
funding for its capital spending pro-
gram over the next five years.
Argentina, Brazil, and Bolivia make
up two-thirds of Repsol's output.

Venezuela Plans New Refinery
Construction in Vietnam

Venezuela and Vietnam announced
Friday they would begin plans for a
new refinery in the Asian country
that would have the capacity to
process 200,000 barrels of oil per
day. The accord was part of a series
of agreements made last week dur-
ing a visit to Venezuela by the secre-
tary general of Vietnam's commu-
nist party, Nong Duc Manh. Also
this week, Vietnam and Cuba's state
energy firms signed contracts for oil
exploration and drilling both in the
Gulf of Mexico and on the
Caribbean island.

President Lula and his counterpart in
India want to increase bilateral trade to
$10 billion by 2010, a fourfold increase.

Photo: Brazilian government.
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its stakes in Chile's GasAtacama and
Jamaica Private Power Company Limited
(JPPC) to Ashmore Energy International
for $94 million. In a press release, the
Jackson, Michigan-based CMS Energy
said the sale of the stakes, part of a sell-off
of the company's Latin American assets
announced in February, is expected to
close before the end of the year.
GasAtacama, which CMS Energy built
with Chilean power company Endesa and
put into service in 1999, transports natu-
ral gas to northern Chile from Argentina,
and owns and operates gas pipelines as
well as a 780 megawatt combined-cycle,
gas-fired power generation facility in
Chile. JPPC operates a 10 year-old 63
megawatt, diesel-fueled power plant in the
Jamaican capital city of Kingston. CMS
Energy announced in early February it
was selling its assets in Argentina, Brazil,
Chile, and Jamaica. Later that same month
it said it signed a memorandum of under-
standing to sell its interest in a Venezuelan
electric utility to the Venezuelan govern-
ment for $105.5 million. Ashmore has
made several new acquisitions in Latin
America of late. Last month it acquired
Shell's interests in AEI joint-venture gas
businesses in Brazil and Bolivia, including
the Cuiaba Integrated Project, Transredes
and other assets, for an undisclosed
amount, as well as power distribution
assets in El Salvador from Pennsylvania-
based PPL Corp. Houston-based AEI
manages interests in a group of 20 energy
assets with operations in 17 countries,
more than $2.5 billion in revenue, and
10,000 employees.

Chilectra May Bid on PPL Assets 
in Chile, Report Says

Chilean electricity distributor Chilectra
said on Friday it has been invited by
Pennsylvania-based PPL Corp. to bid for
its Chilean distributor Emel, Reuters
reported. Chilectra Chief Executive Rafael
Lopez-Rueda said his company would
decide in coming days whether or not to
bid for Emel, which has 575,000 clients in
Chile. Chile may face electricity rationing
next year due to lower-than-normal rain-
fall and natural gas supply cuts from
Argentina, according to research released
this week from Bear Stearns & Co.
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Ethanol
Soros Invests Big in Brazil Ethanol, Calls for Trade Tariff Cuts

by Energy Advisor staff

Billionaire investor and philanthropist George Soros made South American headlines
Tuesday, saying that he will invest $900 million in ethanol production in Brazil, and
that the United States and European Union ought to open their markets to Brazilian
ethanol by lowering tariffs.

Speaking at the Sao Paolo Ethanol Summit, held on Monday and Tuesday, Soros said
that "Brazil has a domestic (ethanol) market which will provide steady growth, but the
real opportunity is in supplying the rest of the world, and there you
find quotas and tariffs .... breaking down these barriers will take
some work," according to Reuters. "Brazil has the capacity to
increase its production ten-fold, but the regulatory environment
doesn't allow that," Soros added.

The attention that world leaders are paying to ethanol reflects the
increased stakes for the countries of the region, as well as investors,
as the industry scales up and hydrocarbon prices remain high.

Researchers at Brazil's science and technology ministry announced Monday that the
industrial production of cellulose ethanol—as opposed to that produced from foods
like corn and sugar—at a competitive cost with gasoline is as close as two years away,

according to Reuters. Such a development could open up ethanol production capabil-
ities in countries with timber industries and grasslands, for example. "Ethanol is enter-
ing its 3G [third generation] phase," one South American government official told the
Energy Advisor this week.

Former Brazilian president Fernando Henrique Cardoso said at the ethanol summit,
which was hosted by UNICA, Brazil's sugar cane industry association, that the world
was at the threshold of a new age. Environmental questions, like ethanol's role in
addressing climate change, are a key consideration for policymakers, he said.

Meanwhile, the Organization of American States, which held its annual meetings in
Panama this week, agreed on the link between renewable energies like ethanol and cli-
mate change. In its "Declaration of Panama: Energy for Sustainable Development," the
region's 34 foreign ministers expressed the need to "reduce vulnerability in light of
fluctuating energy costs and demand, to increase cooperation and energy integration,
and to consider the challenges presented by climate change, [and] promote clean and
efficient energy."  

"This declaration realizes that biofuels will be critical to diversifying the use of our
energy in our hemisphere," US Secretary of State Condoleezza Rice was quoted as say-
ing at the OAS conference.

Soros

Photo: EthanolSummit

“ Brazil has the capacity to increase its production ten-fold,

but the regulatory environment doesn't allow that.”
— George Soros



Political News

Costa Rica Severs Relations with
Taiwan to Establish Ties with China

Costa Rican President Oscar Arias
announced Wednesday that his govern-
ment ended diplomatic ties with Taiwan
in order to establish relations with China.
Arias said the restoration of formal rela-
tions with China, which took place on
June 1, was aimed at boosting commercial
ties and attracting investment from the
fast-growing Asian giant. "China is the
most successful emerging economy in the
world and soon it will be the second
strongest economy in the world after the
United States," Arias was quoted as saying
by the Associated Press. China makes end-
ing diplomatic relations with Taiwan,
which it labels a renegade province, a con-
dition for having formal ties. Analysts say
Costa Rica's move could push seven other
countries in Latin America that maintain
formal diplomat-
ic relations with
Taiwan to also
break them to
establish closer
ties with China,
which in recent
years has seen a
big increase in
trade with the
region. Of the
seven countries,
Nicaragua, Panama, and Paraguay are seen
as the most likely to follow Costa Rica's
lead. Taiwanese Foreign Minister James
Huang, who has offered to resign over
Costa Rica's decision, predicted that Costa
Rica's breaking off relations with Taiwan
would not spread to other countries. "I
believe that Costa Rica is an isolated case,"
Huang stated, according to Reuters. Both
China and Taiwan have engaged in "dollar
diplomacy" with nations over the years, in
the form of cheap loans, aid, and other
incentives, to induce them to switch or
maintain allegiance. Defending his deci-
sion to sever diplomatic ties with Taiwan,
Arias on Thursday criticized Taiwan for
being stingy with its allies, the Associated
Press reported. "I was always critical of the
Taiwanese, and I can say now that I always
told them ... if you want to have friends in
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QThe White House last week
named Robert Zoellick, a for-
mer top US trade official and
diplomat, to head the World

Bank. If confirmed by the Bank's board,
how will Zoellick be received at the
multilateral institution? What direction
would the Bank take under Zoellick?
How is Zoellick viewed in Latin
America?

ARaul Herrera: "If confirmed by
the Bank's board, Bob Zoellick
will be heartily welcomed at the
multilateral institution, and

more so within Latin America. Zoellick
brings a broad and proven skill set to the
task of leading the Bank, of which few
can honestly criticize. On an objective
basis, he is deemed to be a professional
with significant multilateral, financial,
and managerial experience (USTR, US
State Department, G-7, FNMA,

Goldman), important requirements to be
Bank president but attributes his prede-
cessor grossly lacked. Of course, there are
a few that believe the leadership at the
Bank should be decided through an
open, transparent, and competitive
process, but there is limited traction for
this opinion (and less so in the face of
Zoellick's nomination). He has just
embarked on a meet-and-greet trip to get
to know some of his future constituents.
Although Zoellick will probably retain
the anti-corruption program of the Bank
launched by Jim Wolfensohn, he should
refocus the Bank on its central mission of
alleviating poverty. Zoellick is highly
respected and will be well received in

Latin America, in large part due to his key
role in the Central American peace
process many years ago and more recent-
ly with his steady hand at the helm of the
US trade portfolio, which includes many
successes—FTA with Chile, CAFTA-DR,
NAFTA, and the Uruguay Round. He is
an old friend of the region's, which is cer-
tainly much better off with him as presi-
dent of the Bank!"

ARogelio Ramirez de la O: "This
was a good choice for the White
House as president of the
World Bank. Mr. Zoellick adds

to his good reputation as a committed
free trader his brief experience at the
State Department, where diplomacy is
key, thus adding two credentials that Mr.
Wolfowitz lacked. He is likely to be well
received in Latin America, for he fits the
mold of a top US bureaucrat in charge of
multilateral economic issues, which is
what the Bank does. This is not going to
repair the tarnished reputation of the
Bank as a junior institution to the IMF
and therefore not really focus on improv-
ing development policies or the way we
or the local bureaucracies think about it,
let alone innovate on grand policy
design. This will limit the degree to which
Latin American countries find any inspi-
ration at all in his mandate. Mr. Zoellick's
appointment is not going to spark any
sudden burst of enthusiasm in Latin
America, but is likely to be respected,
provided he does not try to push the US
trade policy agenda into South America."

Raul Herrera is a Partner in the
Corporate and Securities Practice at
Arnold & Porter LLP.

Rogelio Ramirez de la O is Director
General of Ecanal economic consultancy
in Mexico City.

Editor's note: See additional commentary
in the June 6, 2007 issue of the daily Latin
America Advisor.

Special Q&A
How Would Robert Zoellick be Received at the World Bank?

“ He is an old friend of the

region's, which is certainly 

much better off with him as 

president of the Bank!”
— Raul Herrera

Costa Rican President
Oscar Arias (R)
announces the shift in
policy Wednesday.

Photo: Costa Rican gov't.
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the world, you should be more generous,"
Arias was quoted as saying. [Editor's note:
see Q&A on this topic in the June 8, 2007
issue of the daily Latin America Advisor.]

Venezuela's Chavez Calls for 
Anti-US Defense Pact

Venezuelan President Hugo Chavez on
Wednesday called for the creation of a
common defense pact between Venezuela,
Cuba, Nicaragua, and Bolivia, the
Associated Press reported. Chavez said
closer defense cooperation was necessary
because of "the terrorism and permanent
aggression of the United States," and
called for joint military aid as well as intel-
ligence and counterintelligence coopera-
tion "to prepare our people for defense so
that nobody makes any mistake with us."
The four countries are already linked
through the Bolivarian Alternative for the
Americas, or ALBA, a Chavez brainchild
intended to serve as a left-leaning coun-
terweight to the US-backed Free Trade
Area of the Americas. The countries have
signed an agreement to create an ALBA
development bank to finance joint proj-
ects. A permanent ALBA secretariat will
soon be established, he said.

Uribe Comes to Washington to
Lobby for Trade and Aid

Colombian President Alvaro Uribe arrived
in Washington, DC on Wednesday for a
three-day visit to the US to lobby for con-
tinued counternarcotics aid and an exten-
sion of trade benefits for the Andean
nation. Uribe was scheduled to meet
Thursday with several lawmakers, includ-
ing Democrats Charles Rangel of New
York and Sander Levin of Michigan, who
chair key House committees on trade.
Uribe is expected to ask for a six-month
extension of US trade benefits, which
expire at the end of this month, while
Congress mulls approval of a free trade
deal. "Colombia has done everything and
is up-to-date in the process to approve the
accord," Colombian Trade Minister Luis
Guillermo Plata was quoted as saying by
Reuters. "We want some kind of bridge so
we are not left hanging." Democrats have
expressed reservations about a free trade

agreement, citing a history of violence
against unions in Colombia and alleged
ties between the government and illegal,
right-wing paramilitary groups.

Economic News

Lula Appoints Arno Augustin 
Brazil's New Treasurer

Brazilian President Luiz Inacio Lula da
Silva on Monday appointed Arno
Augustin to head the national treasury.
Augustin, a former finance secretary for
the state of Rio Grande do Sul and a long-

time member of Lula's
Workers Party, would
replace Tarcisio Godoy,
who has held the post
on a temporary basis
since December.
Augustin was also
deputy executive-secre-
tary under Lula's first
finance minister,
Antonio Palocci, who

was forced to resign last year amid a
bribery scandal. Finance Minister Guido
Mantega said Godoy will remain at the
treasury as deputy secretary.

Patino Reiterates That Ecuador Will
Not Pay "Illegal" Foreign Debt

Ecuadorean Economy Minister Ricardo
Patino on Tuesday repeated threats that
the government would not pay "illegal"
foreign debt and said he plans to deter-
mine if past government officials hold
Ecuadorean bonds or have any ties to
existing debtholders, Reuters reported.
Patino, who himself is being investigated
by local prosecutors for possible debt
market manipulation, said he would put
pressure on US financial giant Citigroup,
which is in charge of transferring some of
the government's debt payments, to
release the identity of bondholders in
order to draft a debt restructuring plan. "I
will seek information even if the contract
[with Citigroup] says it's impossible,"
Patino was quoted as saying.

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  EEnneerrggyy  AAddvviissoorr JJuunnee  44--88,,  22000077

ECONOMIC BRIEFS

Chavez: Venezuela Putting IMF
Withdrawal Plans on Hold

Venezuelan President Hugo Chavez
said his government was putting
plans to withdraw from the
International Monetary Fund on
hold while it considers the conse-
quences of such a move, Reuters
reported. Chavez in April
announced plans to pull out of the
IMF, seemingly unaware that under
contracts with holders of
Venezuelan bonds its withdrawal
would qualify as a technical default
and allow bondholders to demand
accelerated repayment.

Brazilian Central Bank Lowers
Selic to 12 Percent

Brazil's Central Bank said
Wednesday its monetary policy
committee voted to lower the Bank's
benchmark Selic interest rate 50
basis points to a record-low 12 per-
cent. The Bank has gradually low-
ered the Selic 7.75 percentage points
since August 2005 amid easing infla-
tion. Annual inflation stood at 3.18
percent for the 12 months through
May, well below the Bank's target for
2007 of 4.5 percent. Brazil's curren-
cy, the real, is trading at near-record
highs, which has put pressure on
exporters trying to compete in glob-
al markets.

LatAm Stock Markets Fall on US
Inflation Worries, Sell-Off

Stock markets in Latin America suf-
fered losses on Thursday amid US
inflation worries and a sell-off in US
stocks and Treasury notes.
Argentina's Merval stock index fell
2.14 percent, Chile's all-market
IGPA index dropped 1.41 percent,
and Mexico's benchmark IPC index
slipped 1.57 percent, Reuters report-
ed. Brazilian markets were closed for
a national holiday.

Tarcisio Godoy.
Photo: Brazil's
national treasury.
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and the rest of Central America and the
electric interconnection between
Colombia, Panama, and Central
America."

AGuest Comment: Rogelio
Alvarado: "As far as we know,
it is only one refinery. From the
beginning, the government

chose Puerto Armuelles to build this
refinery in order to take advantage of
some of the infrastructure used to trans-
port crude oil between both coasts. The
project began as part of Plan Puebla.
Later on, news that Venezuela would
build a refinery in Nicaragua complicat-
ed the Panamanian government's plans.
With this background and with the
prospect of the construction of the third
set of locks in the Canal (as well as the
megaport on the Pacific coast) the gov-
ernment of Panama has moved on the
defensive. It has already confirmed the
participation of major companies like
Qatar Petroleum. We see the construc-
tion of the oil refinery as part of a larger
strategy to enhance investment alloca-
tion and economic development in
Panama. But we fall short of calling this
a major development in Panama's aspi-
ration to become an energy hub. Many
countries in the region, such as Costa
Rica, have their own oil refineries with
the capacity to continue meeting inter-
nal demand, including that of ports. We
note, however, that the energy market in
Panama will grow extensively by the
time the new locks are fully operational
in 2015; in fact, we do not think that any
of the refineries currently operating in
the region could satisfy this growing
demand."

AGuest Comment: Eric Jackson:
"Panama has from time to time
been an energy hub, but as we
have few energy resources of

our own, it has always been as a function
of someone else's political requirements,
and our position has always been tenu-

ous. We got our trans-isthmian pipeline
in the 1970s, when the US Congress
insisted that Alaskan oil could only go to
the United States, rather than Japan.
When these restrictions were lifted, the
pipeline had little work. Now, because of
environmental regulations and union

wages in the US, and a government in
Ecuador that the oil companies will not
easily control, an Occidental Petroleum
refinery that will largely crack South
American petroleum on its way to mar-
kets in North America will be located in
Panama, and the pipeline may be refur-
bished and its flow reversed to send
Venezuelan oil to China. Panama has not
had a functioning refinery for a few
years, so these two refinery projects are
positive economic developments for this
country. Still, we will not be an impor-
tant energy player in our own right and
our role as an energy transit hub will
depend on political factors that can, and
probably will, change."

Joaquín E. Jácome is a Senior Partner at
Jacome & Jacome in Panama.

Rogelio Alvarado is Economist for
Panama at HSBC.

Eric Jackson is Editor of The Panama
News.

Featured Q&A
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“ ... Our role as an energy 

transit hub will depend on 

political factors that can,

and probably will, change.”
— Eric Jackson
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