www.thedialogue.org

November 12-16, 2007

INTER-AMERICAN DIALOGUES

BOARD OF ADVISORS

Jeffrey Davidow James R. Jones
President, Co-chair,

Institute of the Manatt Jones
Americas Global Strategies LLC

Ramon Espinasa
Consultant,
Inter-American
Development Bank

Doris Rodriguez
Partner,
Andrews Kurth LLP

Everett Santos
President,
DALEC LLC

Luis Giusti
Senior Adviser,
Center for Strategic &

International Studies R. Kirk Sherr

CEO,
David Goldwyn Arrakis Geodynamics
President, Ltd.
Goldwyn International

Strategies LLC Roger Stark
Partner,

Jonathan C. Hamilton K&L Gates

Partner,

White & Case LLP Roger Tissot
Director,

Raul Herrera Markets & Countries

Partner, Group

Corporate and PFC Energy

Securities Practice

Arnold & Porter LLP TR

Chief Executive Officer,

William Irwin N
Manager, International Ilr-]g.Yzagmrre e

Government Affairs
Chevron Corporation

Subscribers may pose questions to the
Board of Advisors for the Featured Q&A by
contacting Editor Robert Simpson.

Inside This Issue

FEATURED 0Q&A

LATIN AMERICA ADVISOR» ENERGY

What is the Significance of Brazil's Big Oil Discovery?

Brazilian state-controlled oil

and gas company Petrobras last

week announced the discovery

of the country's biggest-ever oil
field, with estimated recoverable
reserves of between five billion and eight
billion barrels, or about half Brazil's
existing proven reserves of 14 billion bar-
rels. What is the significance of the find
for Petrobras and for Brazil? Do you agree
with the government's decision to limit
foreign participation in the field?

Guest Comment: Georges

Landau: "Petrobras' discovery of

the great pre-salt basin (of which

the Tupi field is part) was made
months ago; only the announcement was
delayed until now, for domestic political
reasons: Lula's government is being
blamed (rightly) for a major energy crisis.
Nevertheless, the find is sensational and
propels Brazil to an altogether new catego-
ry of major oil producers once the field
comes on stream, in 2013 at the earliest.
Whether the country will by then also be a
major oil exporter is more questionable, as
internal demand, already rising rapidly, is
likely to soar. In any event, exploration and
development of Tupi is a long-term
proposition. The question is what the gov-
ernment will do within the next three
years to procure gas. Aware that the blocks
surrounding Tupi, and the remainder of
the immense pre-salt basin, may be a veri-
table El Dorado for oil and gas, the gov-

ernment has made a strategic decision to
remove 41 blocks from the National
Petroleum Agency's (ANP) 9th round of
E&P concessions, scheduled for November
27-28. These are the most attractive blocks
for the international oil companies, which
have invested $3-5 million each in
preparatory studies and surveys. While it
is understandable that the Lula govern-
ment should wish to wrap itself in the
Brazilian flag and—'in the national inter-
est'—reserve these potentially high-yield-
ing deposits for Petrobras, changing the
rules of the game in mid-game damages
the credibility of ANP's tender process,
and indeed that of Brazil itself."

Q&A continued on page 3

PHOTO OF THE WEEK

Venezuelan President Hugo Chavez
proposed Tuesday that OPEC finance
social development programs for poor
countries. See story on page 2.
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ENERGY SECTOR BRIEFS

Argentina to Raises Taxes on
0il and Oil-Derivative Exports

Argentine officials said Thursday the
country will raise taxes on exports
of oil and its derivatives in order to
reign in domestic fuel prices,
Reuters reported. Export taxes will
be raised as international oil prices
go up. "With international petrole-
um prices and their derivatives reg-
istering strong increases in recent
months, it is necessary to shield the
local economy and protect con-
sumers," the economy ministry said
in a statement.

Colombia's ISA Launches Share
Sale, Offer Expires December 6

Colombian state-run power compa-
ny ISA on Friday launched the sale
of 53 million ordinary shares in a
public offering. In a press release,
ISA said it planned to use the pro-
ceeds from the offer, which expires
December 6, to finance its invest-
ment plan and "optimize" its capital
structure. ISA, 56 percent-owned by
the government, is Colombia's
biggest electricity transporter,
according to Reuters.

Avalon Signs Letter of Intent to
Acquire Stake in Colombian Field

The US' Avalon Oil & Gas
announced Tuesday that it executed
a letter of intent for the acquisition
of a 15 percent stake in Colombia's
Mecaya oil block. In a press release,
Avalon said a well in the 74,000-acre
field had tested for 665 barrels of oil
per day. "At current oil prices, it is
rare for a company to be able to
acquire an interest in a development
project at near ground floor terms,
especially in an area which has
among the best fiscal terms in Latin
America, as is the case with the
Mecaya project,” stated Avalon
Director Stephen Newton.

Copyright © 2007, Inter-American Dialogue

Oil & Gas News

Chavez Proposes OPEC
Help Poor Countries

Venezuelan President Hugo Chavez on
Tuesday proposed that the Organization of
Petroleum Exporting Countries (OPEC)
finance social development programs for
poor countries and increase its political
activities, Reuters reported. Chavez told
reporters that Venezuela would work to
maintain oil prices at $100 per barrel "for
several years," but that OPEC should work
to shield poor countries from high global
oil prices while at the same time providing
them with funds for health, education, lit-
eracy, and housing programs. Venezuela
wants to create "protection mechanisms so
that the price of oil at $100 does not turn
into a destructive bomb for weak

Petrobras Posts 22 Percent Drop in
Q3 Profit on FX Losses, Higher Costs

Brazilian state-run oil and gas company
Petrobras last Friday reported a 22 per-
cent drop in its third-quarter profit due to
foreign currency exchange losses and
higher costs. Petrobras said net income
during the July-September period fell to
5.53 billion reais ($US 3.17 billion) from
7.08 billion reais during the same three
months of 2006, according to Bloomberg
News. Net revenues rose 3 percent year-
on-year to 44.47 billion reais, while EBIT-
DA (earnings before interest, tax, depreci-
ation, and amortization) increased slightly
to 13.06 billion reais from 12.9 billion reais
a year ago. However, Petrobras' net finan-
cial losses totaled 1.08 billion reais in the
third quarter as a result of the strengthen-
ing of Brazil's currency, the real, against
the US dollar. In addition, the company

Venezuela wants to create "protection mechanisms so that

the price of oil at $100 does not turn into a destructive bomb

for weak economies,” Chavez said.

economies," he said. Chavez told reporters
that Venezuela will offer several proposals
at an upcoming meeting of OPEC heads of
state in Riyadh, including helping protect
fuel-strapped nations from high oil prices
and creating a new system for global oil
pricing. "One of the ideas that we are tak-
ing to the [OPEC] meeting is that we
change the methods of measuring the
price of oil," Chavez said, insisting that
West Texas Intermediate (WTI) crude is
no longer an appropriate global bench-
mark. "WTTI is a very, very, very small pro-
portion if we compare it to the global daily
production of oil ... so it is not the best
indicator," he stated. Chavez also said that
OPEC's focus should go beyond energy. "It
should have the appearance of politics—
even more so given the context in which
this summit will take place," the
Venezuelan leader said. He warned that if
the US attacks Venezuelan ally and fellow
OPEC member Iran, the price of oil would
soar to $200 per barrel.

recorded 287 million reais in costs for a
new labor contract and 700 million reais
in pension costs in the quarter. Costs for
oil extraction and refining also increased,
the company said. "Our costs rose, but the
main reason for the decline was the weak-
er dollar and payments to the pension
fund," Chief Financial Officer Almir
Barbassa was quoted as saying by
Bloomberg. "When the dollar falls, the
value of our overseas and dollar assets falls
so we have to take it as a loss." The compa-
ny estimates the real will further strength-
en to end the year at an exchange rate of
1.75 reais to the dollar, versus an average of
1.92 reais per dollar in the third quarter
and 2.17 reais per dollar in the third quar-
ter of last year. Petrobras said domestic
output of oil products rose 3 percent to
1.81 million bpd, with 91 percent of refin-
ing capacity used, according to Reuters.
Last week, Petrobras reported the biggest
oil discovery in the company's history. The
company said tests at the offshore Tupi
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field in the Santos basin allowed it to esti-
mate recoverable reserves of between 5
billion and 8 billion barrels, or about half
Brazil's existing proven reserves of 14 bil-
lion barrels. Officials said production
could start in as early as two years and that
output from the field could gradually
reach 400,000 barrels per day. [Editor's
note: see related Q&A on page 1.]

Repsol Warns Ecuador it Could Seek
Arbitration Over Windfall Oil Tax

Spanish oil and gas company Repsol
warned Ecuador it could seek internation-
al arbitration over an increase in a wind-
fall tax on oil revenues, a company
spokesman said Thursday, according to
Reuters. The spokesman, Federico Cruz,
said Repsol sent a notice to top govern-
ment officials warning that the company
could request international arbitration if
both sides don't reach an agreement in six
months, the spokesman said. "We are rati-
fying our position to negotiate [on]
friendly terms with Ecuador," Cruz, was
quoted as saying. "If that fails, we can
resort to arbitration." Last month,
Ecuadorean President Rafael Correa
Ecuador decreed an increase in a tax on oil
sales by foreign companies above a set
benchmark price in their contracts from
50 percent to 99 percent. The tax hike
came as the government seeks to renegoti-
ate its contracts with foreign oil compa-
nies, which account for about half of the
500,000 barrels of oil per day produced in
the Andean nation. Through the negotia-
tions, the government is seeking to con-
vert the contracts to deals in which the
companies would be paid for their servic-
es, but would not be allowed to keep the
oil themselves.US-owned City Oriente
has already filed an arbitration claim
against Ecuador for imposing the original
50 percent windfall tax last year. State-
owned Petroecuador said last week it
would cancel its contract with City
Oriente for failing to pay the tax.

Chile Awards Nine Oil and Gas
Blocks; Sees $267 Mn in Investments

Chile's mining ministry said Thursday it
awarded contracts to four foreign compa-

nies and a consortium to explore for oil

Copyright © 2007, Inter-American Dialogue

Lula: Brazil Could Join OPEC in Wake of Massive Oil Discovery

Brazil could join the Organization of Petroleum Exporting Countries (OPEC) follow-
ing the discovery last week of a huge offshore oil reserve, Brazilian President Luiz
Inacio Lula da Silva said Saturday, according to Bloomberg News.

Speaking at the Ibero-American summit in Chile, Lula said, however, that Brazil would
not join OPEC for at least five years, the time needed by state-run Petrobras to under-
take production at the Tupi field, located in the Santos basin.

Officials estimate recoverable reserves at the Tupi field of between 5 billion and 8 bil-
lion barrels, or about half Brazil's existing proven reserves of 14 billion barrels, and say
the country's output could increase by as much as two-thirds as a result of the find.
[Editor's note: see related Q&A on page 1.]

Venezuela is the only Latin American member of OPEC. Ecuador is set to rejoin the

organization this month.

and gas in nine blocks in the Magallanes
Basin, in the extreme south of the country.
In a press release, the ministry said it
expected investments in exploration of the
nine blocks to total at least $267 million,
with $102 million to be invested in seismic
studies and well-drilling during an initial
three-year phase, followed by $165 million
in investments during a second two-year

phase. Of the nine blocks, six will be oper-
ated exclusively by four companies—
France's Total, Canada's Apache, New
Zealand's Greymouth Petroleum, and
US-Swiss consortium IPR-Manas—while
the remaining three will be developed in
partnership with Chilean state oil compa-
ny Enap by Greymouth, Apache, and the
US' Pan-American Energy. In the press

Featured 0&A
Continued from page 1

Guest Comment: Ted lzatt: "The

government's decision to limit

participation in the field is

consistent with trends we are
seeing globally. For Petrobras bondhold-
ers, we believe the discovery represents a
significant positive. Venezuela's national-
ization of the heavy oil projects, Russia's
decision to limit foreign ownership, and
Algeria's windfall profits tax are all
examples of aggressive government
actions designed to get a larger piece of
the oil pie. Although less aggressive, tax
increases are also being proposed in free
market countries such as Canada, with
the recent Alberta Royalty Review, and
the United States, where the government
is seeking increased royalties in deepwa-
ter Gulf of Mexico. With higher oil prices
and a growing feeling among citizens of
many countries that the oil wealth

should belong to the countries them-
selves, we believe this trend will continue
and intensify. We believe this project is
positive for Petrobras. It provides a proj-
ect that will define Petrobras' growth
over the next decade and beyond. Given
the size of the discovery, it greatly
reduces future exploration risk.
Furthermore, Petrobras has the balance
sheet and technical expertise necessary to
appropriately lead the development of
the project. Finally, we expect Petrobras
to maintain conservative financial poli-
cies throughout the development of the
project. For all these reasons, we believe
this is a positive for bondholders."

Guest Comment: Nelson
Altamirano: "The Tupi ultra-
deepwater field discovery, if
proved to be between five to

Q&A continued on page 6
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release, Mining Minister Karen Poniachik
said the projects would have benefits for
Chile beyond the specific investments.
"This will have an important impact
through job creation, new opportunities
for suppliers, the incorporation of new
technologies and, above all, by increasing
the diversification and autonomy of
Chile's energy supply,” Poniachik stated.
Chile has sought to diversify its energy
supply amid a decline in natural gas
exports from neighboring Argentina,
which supplies virtually all of the natural
gas consumed in Chile. Chile has pro-
duced oil and gas from Magallanes for
decades, but only in modest quantities,
according to Reuters. The country
imports 98 percent of the crude oil it con-
sumes and most of the natural gas.

Biofuels News

Biofuels Groups Ask for
Revisions to UN Report

The world's largest ethanol production
and trade associations issued a joint state-
ment on Monday condemning a United
Nations' interim report that called biofu-
els production a "crime against humani-
ty," Reuters reported. In the statement, the
Brazilian Cane Sugar Industry Union
(Unica), the United States Renewable
Fuels  Association, the European
Bioethanol Fuel Association, and the
Canadian Renewable Fuels Association
asked for the document to be revised,
warning that it could threaten the devel-
opment of the industry in some places.
"The report was based on emotional argu-
ments and we are trying to re-establish the
truth about facts,” Unica President
Marcos Jank was quoted as telling
reporters. "We urge the UN to review the
report with a focus on sound science,
credible data rather than exceptions or
unsupported assumptions.” The UN
report, written by a special rapporteur on
the right to food and submitted to the UN
General Assembly in August, calls for a
five-year moratorium on biofuels, claim-
ing they are responsible for current and
future increases in food prices that could
lead to widespread hunger in poor coun-
tries. Jank said, however, that hunger is

Copyright © 2007, Inter-American Dialogue

not the result of a lack of supply but of
poverty and people's inability to afford
food. Jank noted that Brazil, the world's
largest cane-based ethanol producer and
biggest ethanol exporter, has managed to
increase food, fibers, and feed production
in the last 30 years as well as its biofuels
output.

Political News

Spain's King Juan Carlos Tells
Venezuela's Chavez to "Shut Up"

The 17th annual IberoAmerican summit
ended in acrimony on Saturday after King
Juan Carlos of Spain told Venezuelan
President Hugo Chavez to "shut up."
During a closing speech by Spanish Prime
Minister Jose Luis Rodriguez Zapatero,
which Chavez kept interrupting, the
Spanish monarch pointed his finger at
Chavez and said "why don't you shut up?"
In his speech, Zapatero was criticizing
Chavez for calling conservative former
Spanish Prime Minister Jose Maria Aznar
a fascist at the summit in Santiago, Chile.
Chavez later shot back at King Juan
Carlos, suggesting the King supported a
2002 coup that briefly ousted Chavez from
government. On Tuesday, Chavez
expressed hoped the incident would not
become a diplomatic crisis and hurt
Spanish investment in his country, but
said such investment was not "indispensa-
ble," the Associated Press reported. "Spain
has many investments, private companies
here and we don't want to damage that,
but if they are damaged, they are dam-
aged. Spanish investment in Venezuela is
not indispensable ... We don't need it,"
Chavez told reporters, specifically naming
Spanish banks Banco Santander and
Banco Bilbao Vizcaya Argentaria.
Spanish companies invest in several sec-
tors of Venezuela's economy, including the
oil sector, where Repsol has a presence.
Spanish Foreign Minister Miguel Angel
Moratinos said Tuesday that relations
with Venezuela would soon return to nor-
mal, according to the AP. "I don't believe it
should affect relations with Venezuela,"
Moratinos was quoted as telling Spain's
lower house of parliament. Spanish busi-
nesses have invested $2.4 billion in
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Venezuela since Chavez took office in
1999, Reuters reported, citing Spain's
Business and Commerce Council.

Argentine President-Elect Fernandez
Announces Cabinet Appointments

Argentine President-elect and First Lady
Cristina  Fernandez de  Kirchner
announced her cabinet appointments on
Wednesday, saying she would retain most
of her husband's ministers but replace the
economy minister when she assumes
office next month, Reuters reported.
Fernandez, who handily won the October
28 presidential election, said she would
keep seven out of 11 cabinet ministers
serving under current President Nestor
Kirchner, including
Cabinet Chief Alberto
Fernandez,  Foreign
Minister Jorge Taiana,
Labor Minister Carlos
Tomada, Defense
Minister Nilda Garre,
and Planning Minister
Julio de Vido when she
takes office
December 10. Current Interior Minister
Anibal Fernandez will head up the justice
ministry. However, Fernandez said she
would replace current Economy Minister
Miguel Peirano, naming 37 year-old econ-
omist and banker Martin Lousteau to run
the economy ministry. Peirano, who only
took office in July, was reportedly not
asked to stay on amid differences with
Fernandez and Kirchner over how to tack-
le inflation, according to Reuters.
Lousteau, head of state-run Banco de la
Provincia de Buenos Aires, will now be
tasked with tackling inflation, which the
government says is around 8 percent but
which most other economists estimate to
be closer to 20 percent. Other challenges
to be faced by Lousteau include negotiat-
ing Argentina's debt with the Paris Club of
creditor nations, a key step needed to
restore Argentina's access to international
credit markets that requires the
International Monetary Fund's approval.
A former minister of production in
Buenos Aires province, Lousteau once
served as an advisor to Argentina's Central
Bank. Other cabinet appointments
announced Wednesday include Florencio

on Photo: cristina.com.ar
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Randazzo, currently an official in the
Buenos Aires provincial government, as
interior minister, while Graciela Ocana
will take over the health ministry.

Ecuadorean Congress Votes to Keep
Working; Defies Assembly, Correa

Ecuador's Congress voted Thursday to
continue working and defy a new assem-
bly charged with rewriting the country's
Constitution, Reuters reported.
Lawmakers voted in favor of delaying a
year-end recess so that they could contin-
ue to work despite plans by the assembly,
controlled by supporters of President
Rafael Correa, to take over congressional
powers when it convenes for six months of
debate on constitutional reforms later this
month. "We are going to continue work-
ing because that is the only way we can
counter the government's planned coup
against the legislature,” opposition law-
maker Luis Almeida was quoted as saying.
"We will only leave if they force us out
with bayonets." The move by Congress
sets up a showdown with Correa and the
assembly in a country marked by political
instability in recent years, with three pres-
idents being toppled in the last decade.
Correa, who took office in January, pro-
posed the assembly as a means to reform
Ecuador's political system and curb the
influence of traditional parties. Alberto
Acosta, a supporter of Correa who will
lead the 130-member assembly, asserted
that Congress will be shut down once the
assembly convenes. "When we get into
office, lawmakers will have to go home,
without pay or immunity," Acosta was
quoted as saying by Reuters. "The country
will change." Acosta said the assembly
could vote on future bills proposed by
Correa or a smaller assembly commission
could take the role of Congress.

Venezuelans Evenly Split
on Constitutional Reforms

Venezuelans are evenly split on constitu-
tional reforms proposed by President
Hugo Chavez, Bloomberg News reported
on Thursday, citing a poll by Hinterlaces.
Among citizens who say they will definite-
ly vote in a December 2 referendum on the
reforms, 45 percent said they support
them, while 43 percent said they are

Copyright © 2007, Inter-American Dialogue

opposed. The nationwide telephone sur-
vey of 1,113 Venezuelans, ages 17 and
older, was taken November 6-9 and had a
margin of error of 4.08 percentage points.
Only 61 percent of respondents said they
would definitely participate in referen-
dum. Chavez and Venezuela's National
Assembly, which is dominated by the pres-
ident's supporters, have proposed changes
to 68 articles of the Constitution, includ-
ing abolishing presidential term limits and
stripping the Central Bank of autonomy,
among other changes. Opponents of the
reforms call them a "coup" against democ-
racy in the country, while supporters
argue they will put more power into the
hands of Venezuelans. Both sides have
staged protests, some marked by violence,
in recent weeks.

Morales Warns He Could Disregard
Senate if Legislation Not Passed

Bolivian President Evo Morales said
Monday he would order his cabinet min-
isters not to cooperate with the opposi-
tion-controlled Senate if senators did not
start approving legisla-
tion he says is needed to
help the country's econ-
omy, Reuters reported.
Morales said if the
Senate did not start tak-
ing action on several
bills in "one or two
Photo: ABL. weeks" he could order
ministers to ignore Senate requests for tes-
timony and reports. Morales said the
Senate has failed to ratify nearly 100 bills
approved by the lower Chamber of
Deputies, where his party holds a majori-
ty. Bills not approved by the Senate
include legislation increasing taxes on
mining companies and a proposal to
impose tougher penalties in corruption
cases. Last week, the Senate failed to
approve a contract granting Indian com-
pany Jindal Steel and Power the right to
exploit a giant iron-ore deposit in the east-
ern Santa Cruz region in a project worth
$2.1 billion. Senators said the contract
needed substantial changes and sent it
back to the lower Chamber. "I want to ask
[senators] to approve [the laws] as soon as
possible. I need these norms to improve
the country's economic situation,”
Morales said.

Morales.

POLITICAL & ECONOMIC BRIEFS

Powerful Earthquake Strikes
Northern Chile; At Least Two Dead

At least two people were killed and
more than 150 were hurt after a
powerful earthquake struck north-
ern Chile, damaging homes, block-
ing roads, knocking out electricity,
and shutting down production at
some of the world's biggest copper
mines. Ricardo Lagos Weber, a
spokesman for Chilean President
Michelle Bachelet, said some 100
houses in the town of Tocopilla were
destroyed and another 2,500 were
damaged. The government said it
was sending emergency housing,
food, and medical aid to the town.

Guerrilla Bombings Hurt Mexican
Industrial Output in September

Mexico's industrial output in
September, announced Wednesday,
came in lower than expected due to
guerrilla bombings of pipelines that
cut off oil and gas supplies to 2,500
companies that month, Bloomberg
News reported. Output rose 0.4 per-
cent year-on-year in September,
whereas in August it rose 2.8 per-
cent, the government said in a state-
ment. September also had one fewer
working day this year than last,
affecting the figure.

Inflation Hits 14-Year
High in Panama

Inflation hit a 14-year high in
Panama last month amid high ener-
gy prices, Bloomberg News reported
on Thursday. Consumer prices
increased 5.5 percent year-on-year
in October and 0.5 percent com-
pared to the previous month. Costs
for transportation and utilities
soared as oil, electricity, and natural
gas prices rose. Housing costs also
grew after an 18.5 percent expansion
in the construction industry in the
second quarter. Economic growth
reached 9.6 percent in the quarter.
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eight billion barrels of light crude oil, is
significant to ensure Brazilian oil self-
sufficiency and to consolidate Petrobras
as a world player. Assuming domestic
consumption levels remain at 2.2 million
barrels per day, current proved reserves
could last only 15 years. But if con-
firmed, Tupi may provide six or 10 more
years of self-sufficiency. More signifi-
cantly, it will give the light crude oil that
Brazil imports today. This discovery
alone cannot secure an export position
similar to Venezuela's—that would
require at least six Tupis. It may certain-
ly consolidate Brazil's marginal export
position that just started in 2007. It is not
a surprise that Petrobras secured rights
for 41 blocks that are close to Tupi. This
policy is consistent with Brazil's priority
of energy security and Petrobras' busi-
ness interests. It is rational for Petrobras
to secure rights on low-risk blocks, con-
firm reserves, and then decide how to
incorporate foreign partners.
International prices are high, they have
deepwater experience in the Santos basin
where Tupi is located, and Tupi itself has
already incorporated private partners.
Petrobras holds a 65 percent stake, while
BG Group and Petroleos Portugal own
25 percent and 10 percent, respectively.
The conditions are there to attract pri-
vate bidders for the remaining 216
blocks, and for Petrobras to assume its
national mandate."

Guest Comment: Jean-Paul

Prates: "Tupi is extremely rele-

vant for the consolidation of

Brazil's energy security in that
it projects the country into a much more
comfortable scenario for coming
decades. It is one of several positive con-
sequences of the concessions and royal-
ties regime started in 1997. The others
are the proliferation of operators (today,
more than 40 in Brazil), the increase in
job offerings, the increment of direct
income for states and cities, the develop-
ment of local suppliers, and business
autonomy for Petrobras—giving it the
ability to partially open its capital to
international stock markets and reach
investment grade. I can feel proud of it

Copyright © 2007, Inter-American Dialogue

because I was one of the authors of the
current model. In my view, the govern-
ment does not intend to modify the cur-
rent framework that much. And it will
not ban or deliberately force a reduction
in private investment in the sector. What
the government may do is adjust the
'Special Participation' mechanism (a
kind of petroleum tax levied on extraor-
dinary profits) to align it with the cur-
rent crude price reality. More than that
would be temerarious, both for the
attractiveness of the country and for the
future results of the current regulatory
framework. It is a successful, efficient,
transparent and attractive model—and
its results are just starting to show. I do
not see any other country or region that
can present the successful track record of
reserves and production increments for
the same period anywhere in the world.
It would not make sense to change this
winning system radically. And I am quite
sure this will not happen. Brazil should
now be concerned about the crucial
decisions required as a potential exporter
of oil. It will have to prioritize the incre-
ment of energy comfort per capita, then
adding value to its oil (via refining,
petrochemicals), and only then export
crude, if any. Meanwhile, the results of
the current regulatory regime should
continue to positively surprise the mar-
kets."

Georges Landau is Head of Prismax
Consultoria in Brazil.

Ted lzatt is Managing Director and
Senior Analyst for High Grade Energy
and Basic Industries at Bear Stearns ¢
Co.

Nelson Altamirano is a Visiting Scholar
at the University of California at San
Diego.

Jean-Paul Prates is Executive Director of
Grupo Expetro in Brazil.
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