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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Brazilian President Luiz Inacio

Lula da Silva and Venezuela's

Hugo Chavez embarked last

week on what some called rival
tours of the region, with each leader pro-
moting his vision for energy cooperation
in the region. Whose vision will win out?
Who has more influence in the region?
Where do plans for a South American gas
pipeline network stand?

Guest Comment: Roger Tissot: "It

is now common among regional

observers to suggest an existing

'battle for regional leadership'
between Hugo Chavez and Lula in which
the Venezuelan president is seen as buying
political support through his 'petroleum
diplomacy,’ and the Brazilian leader as
exporting 'Brazil Inc." and that country's
ethanol know-how. In reality, each leader
appears to be pursuing his own economic
and political agenda, but that should not
be read as a confrontation for regional
leadership. Lula's promotion of ethanol in
Central America is a good idea, since it
provides a win-win situation for both ...
Venezuela's promotion of energy integra-
tion, including Petrocaribe, and invest-
ments in refineries, is also a win-win situa-
tion for both ... The problem with both
ideas is in the details. If ethanol diplomacy
results in increasing food inflation, maybe
its costs would outweigh its potential ben-
efits. Chavez's energy integration is also
tied to a political view of the region that

Inside This Issue

may not be shared by many, and it creates
strong dependency on a few state-owned
entities with little transparency. Eventually
neither idea will prevail as the dominant
one, but one should hope a combination of
the best of both would emerge. Latin
American energy integration, including a
regional gas network (through pipeline
and LNG) which connects Bolivia, Peru,
and Venezuela with the region's markets
makes economic, social, and political
sense. The expansion of alternative uses of
energy, such as ethanol, are also welcomed,
since they reduce pollution in large urban

Continued on page 4

PHOTO OF THE DAY
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The death toll from Peru's earthquake
on Wednesday stands at more than 500.
See story on page 2.
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Argentine Economy Expanded
8.3 Percent YoY in June

Argentina registered higher-than-
expected economic growth of 8.3
percent year-on-year in June, the
government reported on Thursday,
according to Reuters. This is the
country's fifth year of economic
growth over 8 percent, following a
four-year recession. Still, the econo-
my is strained by energy shortages,
which have led the government to
ration natural gas and electricity.

Brazil's Cosan Ltd. Raises Only
Half of What it Planned in IPO

Brazilian sugar and ethanol compa-
ny Cosan Ltd. this week raised
about $1 billion through an initial
public offering in New York and Sao
Paulo, about half what it had origi-
nally planned, Reuters reported on
Thursday. Cosan had previously
planned to raise up to $2 billion
with the offering to fund acquisi-
tions and the construction of new
mills, and meet growing demand for
sugar cane-based ethanol. Cosan
Ltd. later lowered its expectations as
the share price of its sister company,
Cosan SA, fell, saying this week it
could raise about $1.14 billion with
the sale, according to Reuters.

Ecuadorean Congress Okays
Central Bank Board Appointee

Ecuador's Congress on Thursday
approved the appointment of an ally
of leftist President Rafael Correa to
the country's Central Bank board,
which Correa wants to strip of its
autonomy, Reuters reported. Miguel
Ruiz, a 36 year-old economist, was
appointed to a four-year term. The
Bank has had little influence over
monetary policy since the country
adopted the dollar in 2000, but
oversees banking policy.
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Political News

Opposition Leader Vows to Block
Chavez's Constitutional Reforms

Venezuela's opposition leader on
Thursday vowed to block sweeping consti-
tutional reforms proposed by President
Hugo Chavez that would end presidential
term limits and increase government con-
trol over the economy. "We will go from
town to town to mobilize the people to

€ We will go from town to
town to mobilize the people

to confront this attempted
constitutional coup. »

— Manuel Rosales

confront this attempted constitutional
coup,” Manuel Rosales, the leader of
Venezuela's largest opposition party and
the loser in last year's presidential election,
was quoted as saying by the Associated
Press. "A constitutional reform isn't neces-
sary. What the people want is for this con-

stitution to be obeyed," he added. In a
speech to Venezuela's National Assembly
on Wednesday, the 53 year-old Chavez,
who first took office in 1999 and was re-
elected last year, said presidential terms
should be extended from six to seven years
with no limits on re-election. He also pro-
posed an end to autonomy for the coun-
try's Central Bank and called for increas-
ing the government's power to expropriate
private property before getting a court's
approval, and proposed creating new
types of property that would be managed
by cooperatives and reducing the workday
to six hours. Another proposal that has the
opposition alarmed is Chavez's call for the
creation of a "popular militia" that would
form part of the military. The National
Assembly is expected to approve the
reform plan within months, followed by a
national referendum on the changes.

Death Toll From Earthquake
in Peru Surpasses 500

The death toll from Peru's earthquake on
Wednesday stands at more than 500, as
rescue teams worked Thursday to dig
through rubble in hopes of finding sur-
vivors. According to local daily EI
Comercio, 510 people are confirmed dead
from the 8.0 magnitude earthquake, with

Strengthening Hurricane Dean Arrives in Eastern Caribbean

Residents and tourists in the eastern Caribbean islands of St. Lucia, Martinique, and
Dominica braced for the arrival early Friday of Hurricane Dean, the first storm of the
Atlantic hurricane season.

The governments of St. Lucia and Martinique closed their main airports, while some
passengers faced difficulties trying to catch flights out of Dominica, the Associated
Press reported. Coastal hotels in the islands evacuated tourists from seaside rooms and
into shelters.

The Category 2 hurricane, which packed winds of more than 100 mph early today,
threatened to grow stronger over the warm waters as it moved toward the central
Caribbean, Mexico's Yucatan peninsula, the Gulf coast, and possibly beyond, Reuters
reported.

Forecasters have predicted the six-month hurricane season, which officially began June
1, would be more active than average with up to 16 named storms, according to
Reuters. In 2004 and 2005, a series of hurricanes struck the United States, the
Caribbean and Central America, killing hundreds and causing billions of dollars in
damage.
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1,500 reported injured. Nearly 17,000
homes were destroyed, leaving some
85,000 Peruvians homeless, EI Comercio
reported. The quake also damaged and
blocked major highways, and cut off elec-
tricity, water supplies, and telecommuni-
cations services in affected areas, accord-
ing to Bloomberg News. The number of
dead and wounded from the quake was
expected to increase as rescue workers
digged through rubble. The quake is con-
sidered one of the worst natural disasters
to strike the Andean nation in the last 100
years. In 1970, an earthquake killed an
estimated 50,000 Peruvians. Peruvian
President Alan Garcia set up a base in the
southern city of Pisco, one of the hardest-
hit areas, to inspect the damage and coor-
dinate delivery of aid pledged by
European and Latin American leaders.
The United Nations offered $1 million in
aid, while the European Union said it
would approve 1 million euros ($1.3 mil-
lion) and the US Agency for International
Development pledged $100,000, accord-
ing to Bloomberg News.

Economic News

Lula: Brazil Will Not be Hurt by
Recent Financial Market Turbulence

Brazilian President Luiz Inacio Lula da
Silva said Thursday he does not think
Brazil will be hurt by a recent slide in
global financial markets sparked by a
mortgage market credit crunch in the
United States. According to Reuters, Lula
characterized the market turmoil as an
"American crisis caused by people trying
to make easy money." He added that Brazil
has sufficient foreign reserves to weather
the volatility "for now." Financial markets
in Brazil and around the world have been
battered in recent days amid global risk
aversion caused by the US credit crunch.
On Thursday, Brazil's Bovespa stock index
fell 3.81 percent to 47,409 points, its weak-
est close since April 12, Reuters reported.
The index has plunged 18.4 percent since
closing at a record high of 58,124 on July
19, while the country's currency, the real,
traded above the 2-per-dollar level for
the first time in three months on
Wednesday.
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Eye on the Americas

A Monthly Look at Key Hemispheric Issues by the Dialogue's Dan Erikson
To US' Chagrin, Chavez Gives Iran Entry into Latin America

WASHINGTON—"When I come to Iran, Washington gets upset,"
Venezuelan President Hugo Chavez noted during his official visit to
Tehran earlier this summer. In extensive meetings with Iranian
President Mahmoud Ahmadinejad, the two leaders proclaimed an
"axis of unity" and signed a series of economic cooperation deals in
' sectors ranging from dairy to oil. Chavez visited Iran three times in
‘ the past two years, and direct flights from Caracas to Tehran have
i Fa been established. The deepening links between Venezuela and Iran
have provoked concern among US policymakers that the two oil-rich countries are
forging a worrisome new alliance.

Iran's ties with Venezuela, and more broadly with Latin America, have been evolving
at a swift pace. Ahmadinejad visited the region twice during the last year. In September
2006, he attended the Non-Aligned Movement summit in Havana, Cuba, and then met
with Hugo Chavez in Caracas. During his second visit in early 2007, Ahmadinejad was
greeted as an honored guest by three Latin American presidents. In Caracas,
Ahmadinejad was received as a "hero of the struggle against American imperialism" by
Venezuela's fiery president, Hugo Chavez. In Nicaragua, the Iranian president met the
recently inaugurated Daniel Ortega, who spoke of "common interests, common ene-
mies, and common goals." The Iranian president also exchanged warm words with
Ecuadorean President Rafael Correa.

Chavez and Ahmadinejad both see political benefits from their alliance. Still, the eco-
nomic foundation of the new partnership between Venezuela and Iran remains sparse.
According to the IMF, bilateral trade during the last fiscal year stood at $16 million.
The two leaders have signed agreements of mutual cooperation in such areas as gas and
oil exploration, cement, petrochemical and agricultural production, as well as the
recently announced $2 billion development fund for like-minded "anti-imperialist"
countries. But the money has been slow to come in, and keeping the price of oil high
remains a top priority. Last year, Venezuela and Iran drew in excess of 50 and 60 per-
cent of their national budgets from oil revenues, respectively. Both nations actively lob-
bied other key members in the Organization of Petroleum Exporting Countries to cut
production in order to increase oil prices.

Despite Chavez's embrace, President Ahmadinejad remains an unwelcome figure in
much of Latin America. As a result of Iran's involvement in the 1994 bombing of a
Jewish community center in Buenos Aires, Argentine President Nestor Kirchner
skipped the inauguration of Ecuador's Correa in order to protest Ahmadinejad's pres-
ence. President Luiz Inacio Lula de Silva rebuffed a request to meet with the Iranian
president, and important US allies like Colombia and Mexico have been cool to Iran.

Still, Chavez is providing Iran an entrée into Latin America, which has traditionally
been considered the US sphere of influence, and the two countries are jointly pursuing
hawkish policies on oil pricing. Both leaders share the belief in a multipolar world view
where oil-producing nations can leverage their prized commodity exports into politi-
cal power. Venezuelan leader Hugo Chavez has calculated that the benefits of forging
stronger ties with Iran outweigh the costs, and Nicaragua recently followed suit by
signing an economic agreement with Iran worth hundreds of millions of dollars.
Much to Washington's chagrin, Iranian President Ahmadinejad appears poised to
become an increasingly familiar face in Latin America.

Dan Erikson is a Senior Associate for US Policy at the Inter-American Dialogue.
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Featured 0&A
Continued from page 1

centers, combat global warming, and
provide additional investments in Latin
American rural areas."

Guest Comment: Michael
Shifter: "If anything, Lula and
Chavez's recent tours under-
score that Latin America's
political landscape is today in consider-
able flux. It is characterized more by
temporary and ad hoc pragmatic align-
ments, rather than sharply defined, ideo-
logical blocs. Lula and Chavez both see
themselves as regional leaders, even key
players on the global stage, not so much
in direct competition as maneuvering for
the most advantageous positions. But
the motivations for their current efforts
are distinct. For Chavez, oil is every-
thing—right now that translates into a
lot of money—and that is what fuels his
agenda, which involves enhancing his
personal power and building a coalition
in opposition to the US. For Lula, in con-
trast, energy is a piece of a broader,
longer-term strategy to secure Brazil's
status as Latin America's dominant
power and an opportunity to collaborate
with the US. Despite Chavez's generous
financial promises to Argentina and his
effort to expand his South American
friends beyond Bolivia and Ecuador, the
current cash-filled suitcase scandal
makes it highly doubtful that an alliance
between Chavez and Kirchner (and espe-
cially Fernandez de Kirchner) will be
solidified. It is hard to see how Chavez's
grandiose schemes like the South
American gas pipeline will materialize as
long as regional relations continue to be
marked by such strain and mistrust."

Guest Comment: Luis Giusti:
"Despite any shortcomings,
Lula has shown great common
sense and pragmatism. His
international energy initiatives focus on
opening space for investments and
expanding the role of Petrobras to add
new oil and gas reserves, bilateral deals to
reduce the country's historic imbalances,
and expanding the ethanol program. His
recent tour has once again shown strate-
gic consistency with these goals. Chavez's
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tour has been marked by political propa-
ganda and is mostly hot air. The
announced refineries for Ecuador and
the Dominican Republic will enlarge a
list of much-trumpeted but frustrated
projects, including four refineries in
Venezuela and one in Nicaragua, the
Mariscal Sucre LNG project, and the
Coro-Coro offshore project, among
many others. The immense gap between
'the walk and the talk' was again in evi-
dence when he expressed satisfaction
with the progress of the Gasoducto del
Sur. Not only has the progress been nil,
but leaving the overwhelming economic
considerations aside, the announced
exports of 3,500 million cubic feet per
day would require 52 trillion cubic feet
(tcf) that the country does not have (135
tcf of the total Venezuelan reserves of
150 tcf are associated gas, not adequate
for pipeline exports). In fact, the country
has a significant gas deficit, recently evi-
denced by the pipeline to import gas
from northeastern Colombia. In con-
junction with the pipeline, in what
appears to be a gross contradiction, he
announced a regasification terminal in
Argentina. Glossing over these blunt
facts, he announced another giant subsea
gas pipeline across the Caribbean island
chain. Finally, a certification of reserves
of questionable justification in the
Orinoco belt was once again used to
trumpet Venezuela's 'new position' as
number one above Saudi Arabia. This
also glosses over a crushing difference in
development cost between $3,500 and
$25,000 per barrel per day for Saudi
Arabia and the Orinoco, respectively."

Roger Tissot is Director of the Markets ¢
Countries Group at PFC Energy.

Michael Shifter is Vice President for
Policy at the Inter-American Dialogue.

Luis Giusti is a Senior Adviser at the
Center for Strategic & International
Studies, and was Chairman and CEO of
Venezuelan state-owned oil company
PDVSA from 1994 until 1999.
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