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Will Governments in the Americas Put the Brakes on Biofuels?

Fairly or unfairly, some of the

blame for the soaring food prices

that threaten starvation and

social unrest in poor countries
around the world has landed on biofuels,
which critics say are diverting limited
farm acreage away from food crops. Will
popular pressures and fears of unrest
force governments in the Americas to put
the brakes on greater production and
adoption of biofuels?

Guest Comment: Steve Suppan:

"The major driver of soaring

food prices combines at least four

factors: 1) weather-related crop
shortfalls; 2) a lack of strategic grain
reserve stocks to release to mitigate price
volatility and food insecurity (e.g., the last
vestiges of US supply management were
eliminated in the 1996 Farm Bill as 'anti-
free trade'); 3) sharp oil-price related cost
increases for primary producers and food
processors; and 4) price spikes and extreme
price volatility as speculative investment
fled financial markets to deregulated com-
modities markets, exacerbating food inse-
curity and political instability for food
import-dependent developing countries.
Falling purchasing power and record debt
for most consumers are other factors driv-
ing food insecurity. The record-high corn
exports forecast by the US Department of
Agriculture for 2008 and record-high
Chinese imports of soy (largely from the
Americas), notwithstanding increased use
of corn and soy as biofuels feedstocks, sug-

Inside This Issue

gest that the present rate of biofuels
acreage diversion from food crops is a rela-
tively minor factor in price increases and
food insecurity. However, government
plans worldwide to heed international
financial institution advice and take out
loans to develop capacity to help build a
global biofuels market will divert long
overdue developing country investments to
rebuild greater self-sufficiency in basic
food crops. Food riots, such as those in
Haiti, which was about 85 percent self-suf-
ficient in rice production in 1985, will

Continued on page 4

Brazil Suspends Rice Exports
to Ensure Domestic Supplies

Brazilian Agriculture Minister
Reinhold Stephanes on Wednesday
anounced the temporary suspension
of rice exports to ensure domestic
supplies and keep prices under con-
trol. See story on page 2.

Photo: Agencia Brasil.
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Argentine Peso Falls to Five-Year
Low on Fear of Farmers Strike

Argentina's peso fell to its lowest
level in five years on Wednesday
amid fears that farmers might
resume a strike to protest a contro-
versial export tax, Bloomberg News
reported. The peso fell 0.46 percent
to close at 3.2425/3.2450 per dollar
in informal trade between foreign
exchange houses. The currency has
weakened by 1.77 percent so far this
month. The peso held steady in for-
mal interbank trade at 3.1800/
3.1825 per dollar.

Brazilian Police Arrest
Credit Suisse Banker

Brazilian police arrested a Credit
Suisse banker on Wednesday on
charges of money laundering and
tax evasion, Reuters reported.
Christian Peter Weiss was arrested as
part of a two-year probe into an
irregular money transfer scheme at
the Swiss firm. Weiss will be charged
with 13 other bank employees and
former employees. Last year, police
arrested 20 people, including
bankers at UBS, Credit Suisse unit
Clariden, and AIG Private Bank on
charges they helped wealthy
Brazilians evade taxes.

PDVSA Takes Control of
Venezuelan Shipbuilder

Venezuelan state-owned oil compa-
ny PDVSA has taken over state-
owned shipbuilder Diques y
Astilleros Nacionales to expand its
fleet of oil tankers and increase ship-
ments to Asia, Bloomberg News
reported on Wednesday. The ship-
builder, which is more than a centu-
ry old, had been under the control
of Venezuela's defense ministry.
PDVSA is having two ships built in
Argentina and said last year it would
build its own vessels.
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Economic News

AFL-CIO Accuses Guatemala of
Violating CAFTA Labor Provisions

Guatemala has violated labor provisions
of its free trade pact with the United States
by failing to seriously investigate murders
and other violence aimed at union work-
ers, the AFL-CIO labor federation said on
Wednesday in a complaint filed with the
US Labor Department, according to
Reuters. In the complaint, the AFL-CIO
said violence against trade unionists in the
Central American nation "increased
markedly since the agreement entered into
force in July 2006." Since January, four
union leaders or their family members
have been murdered in Guatemala, and
there have been attempts on others' lives
and numerous death threats, the AFL-CIO
said. "Guatemalan workers are being tar-
geted for their union activity," AFL-CIO
President John Sweeney said. "Without the
freedom from fear to join unions and bar-
gain collectively, how can we expect any

workers to benefit from a trade agree-
ment?" It is the first such complaint under
the labor provisions of the US-Central
America-Dominican Republic Free Trade
Agreement, or CAFTA, which the AFL-
CIO labor federation strongly opposed
when it was approved by Congress in
2005, according to Reuters. Charlotte
Ponticelli, the Labor Department's deputy
undersecretary for international affairs,
said the Department "will thoroughly
review and investigate these allegations
within the parameters set by the CAFTA
agreement." Under CAFTA's provisions,
the first step in resolving a labor dispute is
government-to-government consultations
for 90 days, followed by the formation of a
panel to review the dispute, if necessary,
according to Reuters. The panel has 180
days to reach a decision.

Brazil Suspends Rice Exports
to Ensure Domestic Supplies

Brazil has temporarily suspended rice
exports to ensure domestic supplies and
keep prices under control, the agriculture

Pelosi: Passage of US-Colombia Trade Deal "Extremely Difficult"

Congressional passage of a US free trade agreement with Colombia will be "extremely
difficult” unless the Bush administration and Congress approve an economy recovery
package to create jobs and boost growth, Speaker of the US House of Representatives
Nancy Pelosi (D-CA) said Wednesday.

"As I said to [President George W. Bush], until we pass a legislative
package for jobs and economic growth here at home, it will be
extremely difficult to approve any trade legislation," Pelosi said in a
letter to House Republican leader John Boehner, who last week sent
Pelosi a letter urging her to spell out "exactly" what action she wants
Congress to take before lawmakers vote on the trade deal with
Colombia and questioning whether she was being purposefully
vague in her demands in order to block a vote.

Pelosi
Office. of Rep. Pelosi  Earlier this month, the Democratic-controlled House voted to indef-

fille photo. initely delay action on the pact after Bush submitted the trade bill in

an attempt to force a vote. The Democrats' action angered the White House, which
called the move "unprecedented."

Bush said the trade agreement with Colombia is "dead" unless Pelosi schedules a vote
on it, and said it was not in the US' interests to "stiff" Colombia.

Democrats, including presidential candidates Hillary Clinton and Barack Obama, say
Congress should not vote on the trade deal until Colombia does more to stop killings
of trade unionists.

The White House argues Colombia has already done much to reduce violence and says
rejecting the agreement would hurt one of the US' strongest allies in Latin America.
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ministry said Wednesday, according to
Reuters. "Brazil is self-sufficient in rice
production and there is a small amount
that exceeds local demand, but in order to
safeguard supply in the next six to eight
months between harvests, exports are sus-
pended," Agriculture Minister Reinhold
Stephanes was quoted as saying in a state-
ment. Brazil followed India and Vietnam,
the world's second- and third-largest rice
exporters in 2007, respectively, in impos-
ing export restriction on rice in a bid to
keep prices stable. Brazil, which is not a
major global rice supplier, exported
313,000 tons of rice last year. Egypt and
China have also imposed restrictions on
rice exports, according to Bloomberg
News, which noted that prices for the
grain have doubled in the past year.
Stephanes said Wednesday the govern-
ment also plans to sell rice from its own
stockpile of 1.6 million tons in the coming
days "to prevent a surge in prices," Reuters
reported. Brazil's government may con-
sider restrictions on corn exports in the
future if there is a threat to supplies,
Stephanes said, according to Bloomberg
News.

Mexico to Speed Up Infrastructure
Contract Awards in Second Quarter

Mexico will accelerate contract awards in
the second quarter after spending only 10
percent of its infrastructure budget so far
this year because of delays in bidding,
Secretary of Communications and
Transportation  Luis  Tellez  said
Wednesday, according to Bloomberg
News. The government has allocated 4.1
billion pesos ($US 392 million) through
April 15 out of a budget of 39.6 billion
pesos for infrastructure projects, but by
the end of the second quarter will have
committed its entire budget, Tellez told
reporters. "We're committed to spending
the money we have been allocated," he was
quoted as saying. Some projects have
experienced delays that will be made up in
coming months, Tellez said, according to
Bloomberg News. The infrastructure proj-
ects are part of a $50 billion government
spending package aimed at softening the
impact of the economic slowdown in the
United States, which buys some 80 percent
of Mexico's exports.
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The Dialogue Continues
What Does Lugo's Victory Mean for the Future of Paraguay?

Paraguayans on Sunday

elected former Roman

Catholic Bishop Fernando

Lugo president, ending 61
years of continuous rule by the
Colorado Party. What does Lugo's victo-
ry mean for the future of Paraguay? How
effective will he be in tackling poverty
and endemic corruption? What will
happen to the Colorados?

Guest Comment: Riordan Roett:
"The Lugo victory is an impor-
tant turning point in
Paraguayan politics, but it is
not the end of the Colorado Party era.
President Nicanor Duarte Frutos will
continue to be a powerful Colorado
caudillo from his post in the Senate.
General Lino Oviedo, a perennial spoil-
er in national politics, took 21 percent of
the national vote and will continue to
have a voice in public affairs. Can Lugo's
Patriotic Alliance for Change coalition
govern? We need to see the results of the
congressional vote on Sunday to see how
severe the obstacles are for Lugo to form
coalitions in support of his legislative
initiatives. In foreign policy, Lugo will
need to walk carefully if he is to success-
fully renegotiate existing hydroelectric
agreements with Argentina and Brazil.
And his commitment to aggressive land
reform, while well meaning, could seri-
ously impact soybean production and
export revenues, a key crop for Paraguay.
If Lugo understands history, he will fol-
low the lead of Lula in Brazil and Tabare
Vasquez in Uruguay; if he chooses the
Evo Morales or Rafael Correa political
trajectory, he may find it difficult to gov-
ern internally and find that he has few
friends in the region. His ability to
reduce poverty and attack corruption,
then, will depend on his skillfulness in
assembling both popular political sup-
port and legislative concurrence in a
political system long known for its
resistance to democratic change.

Guest Comment: Francisco

Capli: "Lugo's victory in prin-

ciple signifies the fall of the

regime imposed since 1947,
which if it indeed began to fall with the
overthrow of the Stroessner dictator-
ship, it continued with nearly the same
actors in power. Many people in
Paraguay agree that if it's in fact a
change toward an uncertain scenario,
due to the strange composition of the
alliance, in any event it is a change that is
going to be positive. What's important is
that this change will mean a change in
attitude. Belonging to a hegemonic
party is no longer going to be a reason
for superiority ... On the other hand, a
change toward a leftist regime in
Paraguay is absolutely novel, and we will
have to see what happens. I believe the
Colorado Party is going to have serious
problems and is definitely going to break
up into several sectors. This began to
happen the very day of the election, as
the former vice president that afternoon
publicly proposed refounding the Party
and punishing those who had 'stolen' it.
With respect to effectiveness in fighting
poverty, given the country's small popu-
lation of six million inhabitants, I
believe a government more or less
organized and equitable can attain great
achievements."

Riordan Roett is Director of the Western
Hemisphere Program at Johns Hopkins
University's School of Advanced
International Studies.

Francisco Capli is Director of First
Analisis y Estudios in Paraguay.

Editor's note: the above is a continuation

of a Q&A published in the April 22, 2008
issue of the Advisor.
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Continued from page 1

bring more soldiers, but are unlikely to
slow the biofuels 'gold rush' in the
Americas and elsewhere."

Guest Comment: G. Edward

Schuh: "The two countries in

the Americas that are relevant

on this issue are Brazil and the
United States. In the case of the United
States, the support of higher prices on
the part of the farm bloc is too high to
succumb to such political pressure. In
Brazil, political leaders are sensitive to
inflation and have already raised interest
rates as the means of staving it off. In
neither country is the amount of land
shifted to the production of biofuels suf-
ficient to be driving prices higher on the
scale they have been rising. In Brazil in
particular, much of the land for this pur-
pose is land pulled out of pasture or
newly cleared land. The rise in food
prices has been driven in large part by
the sustained fall in the value of the dol-
lar, just as has the rise in the price of
petroleum. (This has been a re-run of
the mid-1970s!) Unfortunately, the
Federal Reserve keeps pushing more
money into the system, but it flows out
of the country in search of a higher rate
of return elsewhere. Credit conditions
do not decline in this country, so the Fed
repeats the treatment. Like petroleum,
most food is both priced and transacted
in US dollars. Sadly, the production of
biofuels has replaced earlier sources of
support for subsidies to US farmers. One
would hope that the subsidies would be
used to find more efficient ways of pro-
ducing biofuels, but I don't expect it to
happen."

Guest Comment: Roger Tissot:
"In recent weeks, the world has
suddenly woken up to a food
inflation crisis. Riots in Haiti
and Cairo made the headlines of major
newspapers, as the price of rice reached
new record highs ... We are entering an
era of constantly increasing commodity
prices. However, many critics of the use
of biofuels and ethanol as a fuel source
also point to their surge in demand as a
cause of recent food inflation. One
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aspect missing in the discussion is the
impact of flawed agriculture policies in
North America and Europe, which for
many years acted as a deterrent to the
expansion of grain supplies from emerg-
ing economies. Another problem is the
recent adoption of export taxes and
other barriers to trade from large pro-
ducers such as Argentina. If North
America and the EU ease their protec-
tionist policies and farmers from pro-
ducing countries stop being penalized
with export taxes, one can expect the
supply of grains to expand rapidly in
emerging economies. Farmers in large
producing countries would be encour-
aged to expand their output. But the real
‘new green revolution' could occur in
poor countries which today—due to
their low level of economic develop-
ment—are unable to compete globally.
In a 'free trade' world, investors would be
willing to risk capital and technology,
confident that output from these coun-
tries would be able to reach global mar-
kets without distortions. In that 'freer
trade' world, one can expect a role for
biofuels and ethanol as an alternative to
oil imports, but one limited by clear eco-
nomic fundamentals and not flawed
protectionist policies. In fact, the main
reasons for investments will be expected
returns from the competition of oil
prices versus prices for alternative
sources and the impact of marginally
decreasing returns (and negative exter-
nalities) of expanding arable land.
However, as long as politicians continue
to be willing to subsidize rural lobbying
groups, or impose taxes as a cheap mech-
anism to capture rents, the world will
continue to be exposed to economic dis-
tortions which not only create specula-
tive bubbles, but also increase poverty."

Steve Suppan is Senior Policy Analyst at
the Institute for Agriculture and Trade
Policy in Minnesota.

G. Edward Schuh is Regents Professor
Emeritus at the University of Minnesota.

Roger Tissot is an independent energy
consultant.
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