
QMuch of Lima, Peru was left in
the dark earlier this month during
a blackout as electricity genera-
tors struggle to keep up with

demand amid torrid economic growth in
the Andean nation. Will blackouts become
more frequent in Peru? Is the country
investing adequately in its energy infra-
structure? What should it do differently?

AGuest Comment: Jose Valera: "...
Peru has very little excess genera-
tion capacity at present to meet
growing demand. The situation is

created by economic growth beyond gov-
ernment and private-sector projections.
The projected demand for gas in the year
2016, made when the pipeline that brings
gas from the Camisea field to Lima was
first designed, is going to actually exist
before the year 2010. The Peruvian econo-
my grew 8 percent in 2006, 10 percent in
2007, and 12 percent during the first quar-
ter of this year. The government expects
that demand for electricity for the period
2006-2015 will grow at a rate of 7.3 percent
annually. Government planners and the
industry as a whole were caught flat-foot-
ed. The rainy season in Peru does not start
until October, and hydroelectric reservoirs
are very low. The government has asked the
operators of the Camisea pipeline to post-
pone maintenance until after the begin-
ning of the rainy season. In the meantime,
transportation capacity at the pipeline is
going to be increased. This is going to be
done in anticipation of the Peru LNG proj-

ect commencing operations in 2010 and to
meet increasing domestic demand.
Increased supply of gas from Camisea will
be used by the Kallpa, Chilca, and Santa
Rosa gas-fired power plants currently
under construction. The El Platanal hydro
plant is also under construction, and the
government has streamlined the process to
award concessions for additional hydro-
electric plants and transmission infrastruc-
ture. Fortunately for Peru, it offers an
attractive legal framework for private-sec-
tor investments and there are numerous
projects on the drawing board to bring
more gas production on line, expand gas

Inside This Issue

Diego Arria
Director, 
Columbus Group

Genaro Arriagada
Board Member, Banco
del Estado de Chile

Joyce Chang
Global Head of
Emerging Markets
Research, JPMorgan
Chase & Co.

W. Bowman Cutter
Partner, 
E.M. Warburg 
Pincus

Rui da Costa
Managing Director,
Latin America & the
Caribbean,
Hewlett-Packard Co.

Alejandro Delgado
Economist for Latin
America, Africa, the
Middle East & Mexico,
General Motors

Dirk Donath
Managing Director,
Eton Park Capital
Management

Jane Eddy
Managing Director,
Corporate & Govt.
Ratings Group,
Standard & Poor's

Marlene Fernández
Former Bolivian
Congresswoman and
Ambassador

Wallace Gardner
Vice President,
Worldwide Sales,
Chubb & Son

Javier Garza
Chairman and CEO,
Grupo Domos
Internacional

Peter Hakim
President, 
Inter-American
Dialogue

Donna Hrinak
Director for Corporate
and Govt. Affairs,
Kraft Foods Inc. 

Jon Huenemann
Principal,
International
Department,
Miller & Chevalier

James R. Jones
Co-chair,
Manatt Jones
Global Strategies LLC

John Maisto
Director,
US Education Finance
Group

Nicolás Mariscal
Chairman,
Grupo Marhnos

Thomas F. 
McLarty III
President, 
McLarty Associates

Carlos Paz-Soldan
Partner,
DTB Associates, LLP

Beatrice Rangel   
Director,
AMLA Consulting LLC

José Antonio Ríos
Chairman, 
Global Crossing 
Latin America

Andrés Rozental 
President, 
Rozental & Asociados

Everett Santos 
President, 
DALEC LLC

Roger Scher
Head of Latin American 
Sovereign Ratings, 
Fitch Ratings

BOARD OF ADVISORS

Copyright © 2008, Inter-American Dialogue Page 1 of 4

www.thedialogue.org Monday, August 18, 2008

FFEEAATTUURREEDD QQ&&AA:: Will Blackouts 
Become More Frequent in Peru? ........................1

DR's Fernandez Begins Third Term 
Warning of Tough Economic Times.....................2

Popularity of Peru's Garcia Falls 
to Two-Year Low of 22 Percent ............................2

El Salvador's Funes Promises 
to Restore Ties With Cuba ....................................2

Correa Plans to Meet with Chevron, 
Plaintiffs Over Environmental Suit.......................2

SSppeecciiaall RReeppoorrtt:: High Hopes for Paraguay's 
New "Bishop of the Poor" President ..................3

FEATURED Q&A
Will Blackouts Become More Frequent in Peru?

Continued on page 4

DR's Fernandez Begins Third
Term Warning of Tough Times
Leonel Fernandez was sworn in
Saturday for a third term as president of
the Dominican Republic, warning his
countrymen to brace for hard econom-
ic times. See story on page 2.

Photo: Dominican government.



Political News

DR's Fernandez Begins Third Term
Warning of Tough Economic Times

Leonel Fernandez was sworn in Saturday
for a third term as president of the
Dominican Republic, warning his coun-
trymen to brace for hard economic times,
the Associated Press reported. Fernandez,
who easily won re-election in May to a
second straight four-year term after first
serving as president from 1996 to 2000,
boasted of more than 9 percent annual
economic growth since he returned to the
presidency in 2004 amid an economic cri-
sis. But he said an economic downturn in
the United States, which buys 80 percent
of the Caribbean nation's exports, as well

as rising fuel and food prices, would bring
economic hardship to his country.
Fernandez. "As this third term begins, a
deteriorating global economy that has not
been seen since the Great Depression is
looming in the horizon," Fernandez was
quoted as saying. The country's economy
is also expected to be hit by a drop in
remittances from some one million
Dominicans living in the US. To help
counter the expected economic decline,
Fernandez announced a series of public
works projects in his inauguration speech,
including continued work on a subway
line for the capital city of Santo Domingo,
construction of new dams and highways,
and a remodeling of the national library.
He also called on lawmakers to approve
$210 million in loans for farmers to
increase output.

Popularity of Peru's Garcia Falls 
to Two-Year Low of 22 Percent

Peruvian President Alan Garcia's approval
rating has fallen to its lowest level since he

took office in 2006, Bloomberg News
reported on Sunday, citing a poll pub-
lished in local daily El Comercio.
According to the poll by Lima-based Ipsos
Apoyo Opinion y Mercado, Garcia's per-
sonal approval rating fell to 22 percent this
month from 26 percent in July. About 19
percent of those surveyed said they
approved of Garcia's government. The
drop in the president's popularity comes
despite rapid economic growth—more
than 10 percent through the first six
months of the year—and amid criticism
by Peruvians of rising prices in the
Andean nation. Last month, annual infla-
tion in Peru rose to its fastest rate in a
decade. The government has also been
criticized for the slow pace of recovery
efforts a year after a devastating earth-

quake left tens of thousands of Peruvians
homeless. On Friday, hundreds of protest-
ers took to the streets to demand the gov-
ernment speed up aid to people that lost
their homes in the quake. Garcia said early
last week that about 30,000 families have
received government credits worth $2,045
to help build new homes, and bonds for
another 8,000 families are pending, the
Associated Press reported. However, he
acknowledged that government efforts
have not been enough, according to the
report.

Company News

Correa Plans to Meet with Chevron,
Plaintiffs Over Environmental Suit

Ecuadorean President Rafael Correa said
Saturday he plans to meet with officials
from Chevron and lawyers for 30,000 jun-
gle residents who are suing the US oil
giant for up to $16 billion in environmen-
tal damages, Reuters reported. Correa's
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El Salvador's Funes Promises 
to Restore Ties With Cuba

Mauricio Funes, the leftist frontrun-
ner in El Salvador's presidential
race, said Sunday that if elected he
would re-establish diplomatic ties
with Cuba, reported Reuters. Funes,
a former CNN newscaster, is a can-
didate for the leftist FMLN party in
the presidential election scheduled
for March 2009. In a speech at his
party's convention, Funes also
promised he would respect private
property if elected. [Editor's note:
look for Q&A on El Salvador's presi-
dential race in an upcoming issue of
the Advisor.]

Police Raid Siemens' Offices 
in Argentina in Graft Probe

Argentine police raided the offices
of German engineering firm
Siemens in connection with a scan-
dal involving bribes allegedly paid
by Siemens to secure government
contracts, reported Reuters. Siemens
was awarded a contract in 1998 to
produce Argentina's national identi-
ty cards, and later brought a $500
million lawsuit against the Argentine
government when it backed out of
the deal.

Chilean Air Force Agrees to Buy
12 Aircraft From Brazil's Embraer

Brazilian jetmaker Embraer on
Friday signed a deal with the
Chilean Air Force for the sale of 12
Super Tucano aircraft, the company
said in a press release. The deal, val-
ued at $120 million, according to O
Estado de S. Paulo, will also include
logistical support at ground stations.
The turbo-prop aircraft, which Chile
will use primarily for training, are
currently used in the Brazilian and
Colombian air forces, and Ecuador
is in the process of finalizing a $250
million deal for 25 planes.

“ As this third term begins, a deteriorating global economy that has not

been seen since the Great Depression is looming in the horizon.”
— Leonel Fernandez



announcement followed an offer last week
by the Andean nation's top attorney,
Inspector General Diego Garcia, to medi-
ate a settlement in the case. However, in
his weekly radio address Correa, who has
repeatedly expressed support for the
plaintiffs, said Ecuadoreans could "be con-
fident that you have a patriotic and sover-

eign government
that will never again
bow to the interests
of the big transna-
tional [companies]."
He did not give a
date when the meet-
ing would take place.
In a statement on
Friday, Chevron said

it "remains open to an amicable solution,"
but said talks would need to include a dis-
cussion of "unfulfilled contractual obliga-
tions" by state-owned oil company
Petroecuador, including assuming its
contractually-mandated share of litigation
expenses, and providing adequate assur-
ances that it would indemnify Chevron
for any potential adverse judgment in the
case and undertake and fund any remedi-
ation activities. Texaco, which was
acquired by Chevron in 2001, was a
minority partner in a consortium with
Petroecuador until 1992. In its statement,
Chevron also conditioned talks with the
government on "a commitment from the
Ecuadorean state to stop interfering in the
ongoing trial," citing past statements by
Correa and other officials expressing sup-
port for the plaintiffs. The plaintiffs filed
the lawsuit in the early 1990s, accusing
Texaco of polluting the jungle and harm-
ing their health by dumping 18 billion gal-
lons of contaminated water from 1972 to
1992. Chevron has called the suit a "judi-
cial farce" and says Petroecuador is
responsible for much of the pollution. It
has argued that it was released from any
liability because it paid $40 million for an
environmental cleanup in the 1990s. The
plaintiffs have accused Chevron of pres-
suring the Ecuadorean government to
promote a settlement of the case by lobby-
ing the US government not to renew key
trade preference tariffs for Ecuador.
Neither side has ruled out a settlement of
the lawsuit, although experts say one is
unlikely.
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Special Report

High Hopes for Paraguay's New "Bishop of the Poor" President

By Elisabeth Burgess
Special Advisor Correspondent

ASUNCION—A socialist former bishop became president of Paraguay on Friday,
promising to root out corruption, secrecy, and stark inequality he says was left behind
by 61 years of rule under the single banner of the Colorado Party.

"Today marks the end of an elitist Paraguay, a secretive Paraguay, a Paraguay notorious
for corruption," Fernando Lugo told thousands of cheering supporters after shouting
out his oath of office in front of the congressional palace Friday morning.

Hopes are running high here in Paraguay: 93 percent of the people support this "bish-
op of the poor," according to a survey by local pollster First Analisis y Estudios pub-
lished Friday in local newspaper ABC Color, although only 40 percent voted for him
last April. In his address, Lugo was careful to warn Paraguayans not to expect overnight
changes—each individual must contribute to change, he said.

"It's important that your president make one fact clear: change is not an electoral issue;
change in Paraguay is a cultural wager, perhaps the most important one in its history."

Seventy-eight percent of Paraguayans believe Lugo will do a good job, but many are
still unsure what political direction he will take. In an editorial, ABC Color described
the climate as one of "hope and dreams, uncertainty and doubt."

For one, most analysts agree that Lugo will have a tough time maintaining cohesion in
his motley coalition, the Patriotic Alliance for Change, which encompasses factions
from the far-left to center-right, as well as disaffected Colorados. Last week, the party
of opposition leader Lino Oviedo, Unace, threw its support behind Lugo, giving the
president's coalition a slight majority in Congress and some hope of passing reform.

Another uncertainty is to what degree Lugo will follow the lead of populist president
Hugo Chavez of Venezuela, who stayed in Paraguay through the weekend. On
Saturday, Lugo took an airplane with Chavez to San Pedro, Paraguay's poorest region,
where they signed 12 accords, including a pledge from Venezuela to send oil to
Paraguay.

Lugo has described himself as a centrist, impressed by the government of Uruguay's
center-left president, Tabare Vazquez. Several of his ministerial appointments suggest
that he will take a moderate approach to economic policy.

At a press conference on Friday afternoon, flanked by Chavez and Ecuadorean
President Rafael Correa, Lugo sought to dispel concern that he's been adopted by the
two leftist leaders.

"We want respectful relations with all countries—big and small," Lugo said. "People
say 'be careful with Chavez and Correa' ... I'm not afraid of Chavez, I'm not afraid of
Correa, I'm not afraid of anyone." 

One of Lugo's financial advisors, Anibal Insfran, has also distanced Lugo from the eco-
nomic policies of Chavez and Correa. Last week, Insfran told Reuters that Paraguay's
economy is doing well and that the country hasn't "made confiscations or capital con-
trols like our neighbors."

Last year, Paraguay's economy grew 6.8 percent, thanks mostly to high international
prices for soy, this landlocked country's largest export. The economy is expected to
grow 5 percent this year, according to the International Monetary Fund.

Correa
Photo: Palacio
Carondelet.



and electric transportation infrastruc-
ture, and increase generation capacity,
both gas-fired and hydroelectric. The
government understands that economic
growth and employment are mainly the
result of investment by the private sector,
and it is not standing in the way of sup-
ply and demand finding a comfortable
balance. The current situation should be
short-lived."

AGuest Comment: Roger Tissot:
"Peru is the latest victim of the
challenge of electricity deregu-
lation and privatization adopt-

ed during the 1990s. Although the dereg-
ulation and privatization of the electric-
ity industry has brought marked
improvement, as Professor Malcolm
Keay wrote in his excellent book, The
Dynamics of Power, 'there is neither con-
vincing practical nor a strong theoretical
model of liberalized market capable of
generating new investment of the scale
and type needed in developing coun-
tries, which are still in process of electri-
fication.' In the case of Peru, one could
'blame' previous governments' lack of
foresight for not mandating the con-
struction of a bigger pipeline moving gas
from Camisea to Lima to ensure the sup-
ply of the domestic market, while focus-
ing on the LNG export project. One
could also blame the poor pricing poli-
cies adopted at the time, which discour-
aged the development of more energy-
efficient combine cycle power plants
and/or hydroelectricity. However, in the
1990s few ever imagined we would have
oil prices flirting with $150 or even $200,
as some banks have forecasted. Finally,
one could blame the weather, since lack
of rain has also impacted hydroelectric
plants. But a key issue resulting from the
Peruvian experience is that during the
privatization process governments lost
their ability to do proper and credible
planning exercises. A similar problem
occurred in Argentina, with drastic con-
sequences. The Peruvian government
appears willing to rebuild the ministry's
planning capabilities, which is a very
encouraging development. Of course,
the objective is not to develop a 'central

planning' function, but one that pro-
vides credible supply and demand fore-
casts able to inform the market and pol-
icymakers of future risks according to
different scenarios based on credible
assumptions."

AGuest Comment: Maria Velez
de Berliner: "Peru's investment
in power generation will be
about $553 million in 2008.

Total investment in the sector for 2003-
2008 will be about $3 billion. However,
the electricity sector retains a central
weakness: it is mostly hydroelectric. A
dry season and peak demand increase
the frequency of shortages or mandated
rationing. Restrictions on the diversion
of water to power generation caused
Mantaro Hydroelectric to reduce supply
by 17 percent. The TGP (Transportadora
de Gas del Peru) pipeline is insufficient
to support estimated growth of 10.1 per-
cent in August 2008. The expansion of
TGP will go online only in mid-to-late
2009. Therefore, President Garcia and
[electricity network body] COES have
two sensitive political choices, and a
third less so: 1) force major industrial
users and wealthy households to increase
their own generating capacity; 2) divert
the rural electrification program to
urban and industrial usage; and 3) devel-
op alternative energy sources: solar,
wind, biomass, and even nuclear.
Choices one and two will raise produc-
tion costs and decrease productivity.
Two million rural poor may block roads
if deprived, temporarily, of rural electri-
fication, and social discontent among
unions and voters will grow. Choice
three might skirt political backlash, but
it is costly and will take time."

Jose Valera is a Partner at King &
Spalding LLP.

Roger Tissot is an independent consult-
ant.

Maria Velez de Berliner is President of
Latin Intelligence Corporation.
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