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QVenezuelan President Hugo
Chavez said Sunday that the gov-
ernment will invest $20 billion
over the next five years to

expand the country’s petrochemicals
industry. What is the potential for petro-
chemicals in Venezuela? Do you think
Chavez will achieve his goal to make the
country  "a world petrochemical power"?

AGuest Comment: Gianna Bern:
"It could be very challenging for
Venezuela to become a world
petrochemical power for several

reasons. The required investment of out-
side capital, technology, and infrastructure
easily puts Venezuela a decade away from
industrial parity with other nations who
already have a strong presence in petro-
chemicals. Having said that, Venezuela sits
on some of the largest hydrocarbon
reserves outside of the Middle East. To
increase production of oil derivatives,
Petroleos de Venezuela SA (PDVSA) will
be challenged to increase production and
refining capacity of primarily heavy and
extra heavy crude. PDVSA will likely reach
out to other firms to increase hydrocarbon
production. Other petrochemical firms in
Venezuela will be challenged to improve
current infrastructure, distribution, and
technology. Partnerships with other firms
will be important in promoting outside
investment in the sector. However, recent
contract disputes in the oil industry could
cool investment interest in Venezuela. It

appears as though Venezuelan President
Hugo Chavez has chosen Iran and perhaps
Brazil as potential partners for such
investment. I would characterize Brazil
today as having the most robust petro-
chemicals industry in South America.
Heavyweights such as Petrobras, Braskem,
and others position Brazil to be the petro-
chemical powerhouse in the Southern
Cone, if not the continent, in the near to
medium term."

ABoard Comment: Luis Giusti:
"The recent petrochemical plans
trumpeted by the Venezuelan
president are simply more hot
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Bolivian President Evo Morales (left) on
Thursday welcomed Iranian President
Mahmoud Ahmadinejad in La Paz,
where the two established diplomatic
relations between their countries and
signed a series of economic coopera-
tion agreements. See story on page 4.
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Oil & Gas News

Ecopetrol Raised $3.3 Billion in 
First Round of Share Offering

Colombian state-run oil company
Ecopetrol said Wednesday it raised 6.6
trillion pesos ($US 3.3 billion) in the first
round of its initial public offering. The
company said it sold 10.1 percent of itself
and plans to sell another 9.9 percent dur-
ing a second round that could start as early
as next May, Reuters reported. Some
450,000 Colombians bought shares in the
company, exceeding the government's goal
of selling shares to 250,000 Colombians.
Foreign investors will be allowed to start
buying the shares beginning November 19,
when they are listed on Colombia's stock
exchange, according to Reuters. Officials

said the share sale would give Ecopetrol
the resources to make investments in
exploration and production, modernize
refineries, and enter new areas, such as the
production of biofuels. The government
has said that, without greater investment
in the country's oil sector, Colombia could
become a net importer of crude within a
matter of years. Colombian Mining and
Energy Minister Hernan Martinez predict-
ed Monday that the Andean nation would
receive $1.7 billion in oil and gas explo-
ration investment in 2007, mostly from
foreign companies, according to Reuters.
Colombia is Latin America's fifth-largest
oil exporter with 1.5 billion barrels of
proven oil reserves.

Brazil Will Not Follow Venezuela 
and Renegotiate Oil Contracts

Brazil will not follow the lead of
Venezuelan President Hugo Chavez and
renegotiate oil contracts with foreign com-
panies, the director of Brazil's National
Petroleum Agency (ANP) said Wednesday,
according to Reuters. "Hugo Chavez has a

good relationship with Brazil, but he is
only a neighbor. This movement by Mr.
Chavez has no reception in Brazil," ANP
head Newton Monteiro told reporters in
London during an oil and gas roadshow.
Monteiro said Brazil is looking for foreign
oil investors to help increase the country's

production because
Petrobras cannot manage
the entire sector by itself.
"Petrobras is a large com-
pany, but they don't have
the size to handle every-
thing. So it's necessary to
have different companies
with more investment
and people to get to our

reserves and place our country in a com-
fortable position," Monteiro said. Brazil is
looking to auction 312 oil and gas blocks
on November 27-28. ExxonMobil and BP

are two of the nearly 50 energy companies
interested in bidding, Monteiro said.
Foreign companies currently produce
nearly 70,000 barrels per day (bpd) of oil
and should produce some 290,000 bpd for
export by 2011. In May, Venezuela's
Chavez decreed the nationalization of four
heavy oil projects, worth an estimated $30
billion, in the Orinoco region in keeping
with his vision of "21st century socialism."
Of the six companies that had stakes in the
projects, four of them—the US' Chevron,
Norway's Statoil, Britain's BP, and
France's Total—reached agreements with
the government to continue in the projects
as minority partners. ExxonMobil and
another US oil giant, ConocoPhillips did
not. ExxonMobil has filed for internation-
al arbitration [Editor's note: see related
Q&A in the September 20, 2007 issue of
the Energy Advisor], and a ConocoPhillips
spokesman said earlier this month the
company was still in talks with the
Venezuelan government over compensa-
tion for its former 50.1 percent stake in the
Petrozuata heavy oil project and hoped for
an "amicable resolution."
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Bachelet: Decision on Nuclear
Power Will be Made by Next Govt.

The Chilean government is studying
the possibility of launching a
nuclear energy program, but any
decision will not be made until the
next government, President Michelle
Bachelet said Tuesday, according to
Reuters. In comments at the
Americas Society/Council of the
Americas in New York, Bachelet,
whose five-year term ends in 2010,
said that studies could take up to
eight years. Chile is exploring energy
alternatives amid a drop in natural
gas imports from Argentina, on
which Chile has in the past depend-
ed for almost all of its gas needs.

Technip to Build Pipelines for
Trinidad & Tobago's NGC

Technip USA, a unit of French oil
services group Technip, has signed a
contract with the state-owned
National Gas Company of Trinidad
and Tobago, or NGC, to build two
new offshore pipelines, NGC said
Thursday, according to Reuters.
Under the terms of the contract,
Technip will provide engineering
and design services, and construc-
tion management for the pipelines,
which are expected to be finished by
the end of 2009.

Units of Brazil's EBX to Raise Up
to $2.3 Billion for New Projects

Two units of Brazilian holding com-
pany EBX plan to raise up to $2.3
billion combined to build new port
complexes and thermal-electric
power stations, Bloomberg News
reported last Thursday. MPX
Mineracao e Energia is looking to
go public and raise about $1.5 bil-
lion to build 10 power stations in
Brazil and one in Chile, while LLX
Logistica, a port operator, will sell
up to $800 million in shares to build
two ports in Brazil and one in Chile.

Foreign investors will be allowed to start buying the shares beginning

November 19, when they are listed on Colombia's stock exchange.

Monteiro.
Photo: Prominp.



Venezuela Could Be Buyer of
ExxonMobil's Assets in Argentina

Venezuela may be interested in buying US
oil giant ExxonMobil's assets in
Argentina, Luis Vierma, the vice president
of Venezuela's state-owned oil company,
PDVSA, said Thursday, according to
Reuters. When asked at a natural gas con-
ference if Venezuela was considering buy-
ing the assets, Luis Vierma, a PDVSA vice
president, was quoted as telling reporters,
"I have heard there is some interest."
Earlier this month, the Financial Times
reported that ExxonMobil was asking
$200 million for its assets in Argentina.
The company, which owns a refinery and
590 gas stations in the South American
country, is reportedly frustrated with legal
instability and difficulty making a profit
there. Critics of the government of
President Nestor Kirchner say price con-
trols in place since 2002 have cut off near-
ly all investment in Argentina's energy sec-
tor, causing blackouts and energy short-
ages. However, some media reports say the
possible sale of ExxonMobil's Argentine
business is part of a wider plan to sell its
assets in the region. The oil giant aban-
doned a multibillion dollar heavy oil proj-
ect in Venezuela in June after the
Venezuelan government seized control of
the project and three others as part of a
nationalization drive in the oil sector. In
related news, the chairman of Spain's
Repsol said this week the planned sale of
as much as a 45 percent stake in its
Argentine unit, YPF, would be delayed
until the first quarter of next year,
Bloomberg News reported. Antonio
Brufau told reporters in Madrid that the
delay was due "to technical reasons
because of YPF's bylaws." Repsol plans to
use the proceeds, which could total close
to $9 billion, from the sale of a stake in
YPF to explore for oil and gas in Africa
and the Middle East, and reduce its
dependence on Argentina amid declining
production.

Mexico's Calderon Postpones Price
Increases for Fuel, Electricity 

Mexican President Felipe Calderon
announced Wednesday that he would
postpone implementation of a planned

hike in a gasoline tax, and cancel increases
for other fuels and residential electricity
rates through the end of this year, in order
to shield poor families already being hit by
rising food prices. Calderon acknowl-
edged that the suspension of fuel and elec-
tricity price increases would be a blow to

the finances of the
government, which
controls the fuel dis-
tribution and electric-
ity sectors in Mexico,
but said his priority
was to protect the
poor from price hikes.
"There will be no
increases in gasoline

nor in LP [liquefied petroleum] gas nor in
electricity in the coming months in order
to protect the finances of the poorest fam-
ilies," Calderon said in a speech. Earlier
this month, Mexico's Congress overcame
opposition from leftist lawmakers and
approved a 5.5 percent increase in the
gasoline tax as part of a broader reform
aimed at increasing tax collection and
reducing the government's dependence on

revenue from state-owned oil monopoly
Pemex. Calderon said he approved the
suspension of the fuel and electricity price
increases in response to requests by the
opposition PRI party and from his own
PAN party. In a research note published
this morning, HSBC noted that the gaso-
line tax increase was an "integral part" of
the tax reform legislation and said that
while postponement of the increase would
help slow inflation, it "is a negative signal
from the perspective of reform credibili-
ty."

Biofuels News

Petrobras to Start Approving Ethanol
Mill Partnerships Next Week

Brazilian state-run oil company Petrobras
said Wednesday that next week it will start
approving partnerships to build five
ethanol mills in Goias and Mato Grosso
states, Reuters reported. Together with
Japanese trading house Mitsui, Petrobras
aims to have a 20 to 30 percent share in 20
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Brazil's Cosan Eyeing Expansion Abroad to Access US Market

Brazilian sugar and ethanol producer Cosan on Friday announced plans to expand
beyond Brazil, Reuters reported.

The company, which held an initial public offering in New York in August, said it is
exploring investments in ethanol plants in the Caribbean, Mexico, and the United
States in the coming years in order to have better access to the US automobile market.

"It's impossible to be a global player in Brazil. You have to be present in the world's
largest ethanol market, the United States," Cosan Financial Vice President Paulo Diniz
was quoted as saying during a presentation to market analysts in Sao Paulo. "There's
no company which is really a global renewable energy player, and at present, Cosan's
condition to move into this position is unique." 

Among the three investment alternatives the company is considering are an ethanol
dehydration plant in the Caribbean and a distillery in Mexico, both of which would
have tariff-free access to the US.

Diniz said now is a "favorable" time to buy plants in the US, but noted there could be
problems with such an investment. Cosan could raise up to $15 billion through subse-
quent stock offerings, opening the way for the acquisitions of "big companies," Diniz
said.

The company posted a 30 percent decline in sales for its fiscal first quarter of 2008
compared to the same three-month period a year earlier amid lower prices for sugar
and ethanol, according to J.P. Morgan.

Calderon
Photo: Los Pinos
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ethanol distilleries, with an eye toward
exporting more to the Japanese market.
"We will need at least another 15 projects
[besides the five already selected] to reach
the four billion liters of ethanol forecast in
our strategic plan by 2012," Petrobras
chief of downstream operations Paulo
Roberto Costa said in a news conference.
An additional five new partnerships will
probably be announced by the end of the
year and another 10 next year, Costa said.
Amid rising demand for alternative ener-
gy sources, Petrobras has been studying
about 40 mill projects since the beginning
of the year. Starting in 2010, the five
newest mills should produce an average of
200 million liters of ethanol per year,
Costa said. The companies will invest an
estimated $1 billion in the five units.
Domestically, Petrobras enjoys a strong
ethanol market, but exports abroad this
year won't meet forecasts due to infra-
structure problems in Nigeria and
Venezuela's decision to use an oil-based
additive in gasoline instead of Brazilian
ethanol, according to Reuters. "We sent
some cargoes to Japan and, recently, to the
United States, but we are still discussing
with Venezuela," Costa said.

Petrochemical
Industry News

Venezuela to Invest $20 Billion to
Expand Petrochemical Industry

Venezuela will invest $20 billion to expand
its petrochemicals industry over the next
five years, President Hugo Chavez said
Sunday, according to the Associated Press.
By 2013, the industry will have created
700,000 jobs, while annual revenues will
total $100 billion, up from about $1.7 bil-
lion currently, Chavez said during his
weekly Sunday television program. "The
great goal of the petrochemical revolution
is to convert Venezuela into a world petro-
chemical power," the Venezuelan leader
was quoted as saying. Under the plan to
expand the South American country's
petrochemical industry, 87 plants
throughout the country will be required
to produce primary materials and petro-
chemical-based products such as fertiliz-

ers, plastics, and cosmetics, Bloomberg
News reported. The government will
begin operating a polyethylene plant in
December that will have the capacity to
produce 60,000 metric tons a year, and in
2010 will inaugurate another, larger plant
with the capacity to process a million met-
ric tons a year, according to Bloomberg
News. [Editor's note: see related Q&A on
page 1.]

Braskem Says Still Interested 
in Investing in Bolivian Plant

Brazil's Braskem, Latin America's biggest
petrochemicals company, is still consider-
ing investing at least $1.5 billion in a plant
in Bolivia, a company executive said
Thursday, according to Reuters. Daniel
Villar, who is responsible for Southern
Cone operations at the Odebrecht con-
glomerate, which controls Braskem, said
the company told Bolivian Energy
Minister Carlos Villegas it remained inter-
ested "in investing in one or more petro-
chemical plants in Bolivia" with invest-
ment of at least $1.5 billion for each plant,
which would use natural gas to make
polyethylene. Two months after the
Bolivian government first announced the
project in February, Braskem's president
said the company had decided to hold off
on its investment plans because Bolivia
did not have enough natural gas for the
project and did not offer enough guaran-
tees, according to Reuters. But Villar told
reporters Thursday that Bolivia "has the
gas and it's going to have even more."
Bolivia's state-owned oil and gas compa-
ny, YPFB, would participate in the project,
which envisions the construction of one
or two plants in the eastern province of
Santa Cruz, near the Brazilian border, or
in natural-gas-rich Tarija province. Villar
said Brazilian state-run oil and gas com-
pany Petrobras was considering partici-
pating in the project.

Economic News

Iranian Leader Meets with Bolivia's
Evo Morales, Signs Accords

Iran's president traveled to Bolivia
Thursday to meet with Bolivian President

Evo Morales and strengthen ties with the
South American nation. Morales called
the visit by Mahmoud Ahmadinejad to
establish first-time diplomatic relations a
historic event, saying the two nations "will
work together from this day on, for our
people, for life and for humanity," the
Associated Press reported. Ahmadinejad
called Morales his "dear brother" and said
the trip would be "the start of deep rela-
tions between both governments."
Ahmadinejad and Morales signed a series
of accords on economic cooperation,
including an energy agreement that  fore-
sees investments worth $1 billion in ener-
gy projects over five years. Bolivian offi-
cials said the deal could help Bolivia,
which last year nationalized its hydrocar-
bons sector, to better exploit its huge nat-
ural gas reserves, the second-largest in
South America after Venezuela, the AP
reported. The two leaders also expected to
sign agreements that would result in
investment in Bolivia's agricultural sector.
Ahmadinejad, who is fighting a US-led
effort to isolate his country because of
suspicion he is seeking to develop nuclear
weapons, has found willing allies among
left-leaning governments in Latin
America, most notably in Venezuelan
President Hugo Chavez, who has traveled
to Tehran three times since 1999 and
signed numerous accords with his Iranian
counterpart. Ahmadinejad has also been
welcomed in Nicaragua and Ecuador by
those countries' presidents, Rafael Correa
and Daniel Ortega, respectively. One
exception among left-leaning countries in
Latin America has been Argentina, which
accuses Iran of being behind the 1994
bombing of a Jewish community center in
Buenos Aires that killed 85 people. Iran
denies any involvement in the bombing.
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(L-R) Morales and Ahmadinejad
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White House Submits US-Peru Free
Trade Agreement to Congress

US President George W. Bush on
Thursday submitted to Congress legisla-
tion to implement the proposed US free
trade agreement with Peru. Lawmakers
will have 90 days to approve or reject the
agreement without making changes, since
it was signed before the expiration of pres-
idential trade promotion authority on July
1. The proposed trade pact enjoys the
backing on Capitol Hill of key Democratic
leaders, including House Speaker Nancy
Pelosi (CA) and House Ways and Means
Committee Chairman Charles Rangel
(NY), who gave their support after the
Bush administration agreed to include
provisions in the agreement shoring up
labor rights and environmental protec-
tions. The Ways and Means Committee
approved the trade agreement on Tuesday,
while the Senate Finance Committee
voted in favor of it on Friday. In a press
release, Bush called the trade pact "a his-
toric development in our relations with
Peru, and it reflects the commitment of
the United States to supporting democra-
cy and economic growth in Peru." Bush
also said the trade deal would help Peru
fight the cultivation of crops used to pro-
duce illegal drugs "by creating alternative
economic opportunities."

Political News

Polls: Correa's Party Best Positioned
for Majority in Constituent Assembly

Ecuadorean President Rafael Correa's
Alianza Pais movement should win
around 50 seats in Sunday's election for a
130-member assembly to be tasked with
rewriting the Andean nation's
Constitution, meaning Correa will need to
form alliances with other groups to push
reforms through the Assembly, a local
pollster said on Wednesday, according to
Reuters. Polibio Cordova, the head of
Cedatos-Gallup, said Correa's party had
the best chance of obtaining the simple
majority of 66 seats needed to pass
reforms. Another local poll, by Informe
Confidencial, found that Correa could
win a simple majority even without

alliances. Correa, who calls the creation of
the assembly "the most democratic
process that Ecuador has had in its entire
history," has said the assembly is needed to
curb the influence of traditional parties in
Ecuador. His opponents say he wants to
use the assembly to consolidate his presi-
dential powers and control key state insti-
tutions. Correa denies wanting to keep
himself in power, and says he would cap
his stay in the presidency at two consecu-
tive terms. However, Correa believes
Ecuador's new assembly should have the
power to dissolve Congress.

Peru's Garcia Says Legislative Agenda
Will Not be Derailed by Fujimoristas

Peruvian President Alan Garcia said
Tuesday his legislative agenda would not
be derailed by a dispute with the political
party of former President Alberto
Fujimori, who is facing trial in Peru for
human rights crimes and corruption after
being extradited from Chile on Saturday,
Reuters reported. "Governability is
assured in our country ... I think the sta-
bility of our country is very solid," Garcia
was quoted as saying. "I don't believe the
Fujimoristas in Congress will let one court
case get in the way of what they say they
have always supported—new investments
and the country's progress," he said.
Garcia's comments came after the Alliance
for the Future, Peru's fourth-largest party,
cut off "cordial relations" with Garcia to
protest the pending trial of Fujimori, the
party's honorary leader. Fujimori's broth-
er, Santiago Fujimori, a member of
Congress, said the Alliance for the Future
would continue "supporting the country"
as successful economic policies stay in
place, but not the Garcia government.
Analysts told the daily Latin America
Advisor last week that Fujimori's return to
Peru could create serious political prob-
lems for Garcia. Fujimori's supporters
helped Garcia win last year's presidential
election and are one of his APRA party's
closest allies in Congress, the analysts said.
[Editor's note: see related Q&A in the
September 20, 2007 issue of the daily
Advisor.] Fujimori ruled Peru from 1990
until 2000 before fleeing to Japan amid a
corruption scandal. In November 2005, he
flew to Chile, where he was immediately
taken into custody by authorities.
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POLITICAL & ECONOMIC BRIEFS

Lula Calls on US to be More 
Pro-Active in Latin America

The United States should play a
more active role in Latin America's
economic development and stop
seeing the region through a Cold
War lens, Brazilian President Luiz
Inacio Lula da Silva said Thursday,
according to Reuters. "I've told [US
President George W.] Bush, the
United States needs to have a pro-
active policy toward Latin America,"
Lula was quoted as saying. "All
countries want to develop ... and the
United States can help."

Bush, Lula Raise Hopes for
Progress in Global Trade Talks

US President George W. Bush and
Brazilian President Luiz Inacio Lula
da Silva on Monday raised hopes for
a breakthrough in global trade talks
after they said they were willing to
be flexible in negotiations. "I assured
[Lula] that the United States would
show flexibility, particularly on agri-
cultural goods, in order to help
achieve a breakthrough," Bush said
in a joint press briefing with Lula
after a meeting in New York. Lula
said that "Brazil is willing to do
whatever is necessary so that we can
reach a deal."

Cuban Foreign Minister Attacks 
Bush in United Nations Speech

Cuba's foreign minister launched a
strong verbal attack on US President
George W. Bush in a speech
Wednesday before the United
Nations General Assembly, calling
Bush "the most selfish and reckless
politician that we have ever seen,"
the Associated Press reported. Felipe
Perez Roque said he was compelled
to respond to Bush's speech at the
UN the previous day, in which the
US leader criticized Cuba's "brutal
regime" and predicted a Cuba with-
out Fidel Castro.
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air that will continue to enlarge the long
list of unfulfilled promises. That list
prominently includes seven refineries,
the tubular chimera called gasoducto del
sur, the eight-year delayed offshore
'Mariscal Sucre' LNG project, and the
yearly encore plans to increase produc-
tion to 5.5 million barrels per day (bpd),
which are delayed for one year every
year, with actual production stagnant at
2.4 million bpd. A few days ago, OPEC
called Venezuela's bluff by reducing its
quota from 3.1 to 2.4 million bpd, laying
to rest four years of verbal dribbling by

Venezuelan officials. The new plan con-
templates six additional petrochemical
complexes. But in El Tablazo, the largest
existing one devoted to the ethylene
chain, production has fallen short for
years due to a shortage of gas supplies.
Exportable propane shipped from east-
ern Venezuela is being used as feedstock.
A fertilizer plant in the same installation
was refurbished at a cost of $60 million
and is shut down for the same reason.
The situation in the Moron complex is
no different. In the east, an olefin project
led by Exxon was paralyzed as a result of
the company's departure. It has since
been assigned to Brazil's Brasquem, but
gas availability upon completion
remains a big question mark. Two posi-
tives: production of methanol and fertil-
izers in the eastern Jose complex, and the
progress of methanol capacity expansion
by Mitsubishi. In summary, the general
condition of the petrochemical industry
in Venezuela is dismal, and there is no
execution capacity for new projects.
Anticipated revenues of $100 billion
trumpeted by the president, to come

from the list of new plants-to-be are
impossible, and the promised 700,000
jobs are wildly off the labor intensity
ratio of the petrochemical industry. The
political euphoria that dominated the
presidential tour in which those
announcements were made can be meas-
ured by the announcement in the same
tour that the government will build and
constitute 58 new universities."

AGuest Comment: Juan Pablo
Fuentes: "Venezuela has great
petrochemicals potential given
its abundant oil and gas

reserves (both used intensively in the
petrochemical industry). However, in
order to exploit such potential, two
things would need to happen. First,
Venezuela would have to invest in
expanding crude oil and gas output
capacity. Without such an expansion, it
is impossible to develop a sizeable petro-
chemical industry. Second, you would
need technological support from inter-
national companies with expertise in this
area (Venezuela does not have this capa-
bility). Chavez's record with the oil
industry (declining output capacity and
nationalization) suggests that this
expansion will simply never happen.
Venezuela does not have the resources
(financial and technical) to develop the
petrochemical industry on its own."

Gianna Bern is a Senior Director in Latin
America Corporate Finance at Fitch
Ratings.

Luis Giusti is a member of the Energy
Advisor board, 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.

Juan Pablo Fuentes is an Economist at
Moody's Economy.com.
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“ ... The general condition of

the petrochemical industry 

in Venezuela is dismal.”
— Luis Giusti
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