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QIn the wake of the discovery of
potentially tens of billions of
barrels of offshore, sub-salt oil
in the past year, the Brazilian

government is weighing changes to rules
governing oil exploration and production,
as well as the possible creation of a new
state-run oil company to manage produc-
tion from Brazil's sub-salt reserves. What
will the government do? What place will
there be for private investment in oil
exploration and production in Brazil?

AGuest Comment: Georges
Landau: "'Nobody knows for
sure what the government will
do, because it is itself perplexed.

Lula formed an inter-ministerial commit-
tee to come up with recommendations by
September 7 (Brazil's Independence Day),
after reviewing the legislation of other
major petroleum-exporting countries, but
from the president's statements he has
already pre-judged the issue: he favors the
positions taken within the committee by
Dilma Rousseff (chief of the office of the
president) and Edison Lobao (minister of
mines and energy), who wish to create a
100 percent state-owned enterprise to
manage the vast pre-salt deposits of oil
and gas. This would by-pass Petrobras
(which has the  technology and could—in
combination with the BNDES national
development bank—raise the enormous
financial resources required for successful
E&P in the pre-salt layer) but whose par-

ticipation is not desired by the govern-
ment because the company has a high pro-
portion of its capital in private, and indeed
foreign hands. This reveals the administra-
tion's statist  proclivities, tinged with
xenophobia. Petrobras, heretofore an icon
of Brazilian national pride, is understand-
ably incensed, as is the petroleum indus-
try, which sees in this posture a reversal of
the liberal policies, reflected in the 1997
Petroleum Law, that account for Petrobras'
unquestioned prowess in the global oil
and gas industry, in partnership with
Brazilian and international oil companies.
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FEATURED Q&A

How Will Brazil Manage its Newfound Oil Wealth?

Amid Attacks on FTAA, United
States, Honduras Joins ALBA
Honduran President Manuel Zelaya (R)
on Monday signed his country up to
join the leftist ALBA trade and invest-
ment bloc. See story on page 5. 
Photo: ABI.



Oil & Gas News

Mexico's PRI Eliminates Internal Ban
on Private Investment in Pemex

Mexico's opposition PRI party on
Saturday scrapped an internal ban on pri-
vate investment in state-owned oil
monopoly Pemex, paving the way for
approval of an oil sector reform bill,
Reuters reported, citing local daily
Reforma. At its national party assembly,
the PRI voted to eliminate from its list of
principles a prohibition on private invest-
ment in Pemex, according to the report.
The center-left PRI's support is key to pas-
sage of an oil sector reform bill proposed
in April by President Felipe Calderon, of
the conservative PAN party. The PRI pro-
posed its own energy reform plan in July,
which was largely in agreement with
Calderon's bill. Like Calderon's reform,
the PRI's bill would permit private partic-
ipation in oil field service contracts,
although it would not offer foreign com-
panies a share in oil output. Other opposi-
tion parties, led by the leftist PRD, have
submitted a reform bill that  calls for lower
taxes, more investment, and limits on for-
eign investment [see box below],
Bloomberg News reported on Monday.
The Calderon government says reform of
Mexico's oil sector is needed to stem a
decline in production and boost invest-

ment in new areas, especially offshore
deepwater fields.

Legislation in Venezuela Would
Nationalize Fuel Distribution

Venezuela's National Assembly on
Wednesday gave preliminary approval to
legislation that puts fuel distribution in
the hands of national oil company
PDVSA. According to a statement posted
on the Assembly's Web site, the law's basic
goal is "to reorder the domestic liquid
fuels," allowing PDVSA to take over terres-
trial and water transport of fuels and
directly sell them to retailers. Officials
stressed that service stations would not be
expropriated, although they would have to
operate under the PDVSA brand. Angel
Rodriguez, president of the Assembly's
energy and mines commission, said the
partial nationalization of the fuel distribu-

tion market would elimi-
nate fuel smuggling near
border areas and create
greater efficiency in the
market. The bill is the lat-
est move in a wave of
nationalizations in
Venezuela that has seen
the government take con-
trol of the biggest compa-

nies in the telecommunications, cement,
electricity, and steel industries. The gov-
ernment has also assumed control of four
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Court Ruling Forces Eletropaulo 
to Cancel Dividend Payment

Brazilian power company
Eletropaulo was forced to cancel a
360 million-real ($US 223 million)
dividend payment after a Sao Paulo
state tax court ruled the company
had to cough up 600 million reais in
unpaid social distribution taxes,
Bloomberg News reported on
Monday. The news sent stock in
Eletropaulo, a unit of US-based
power company AES Corp., plum-
meting to their lowest level in 11
months in Sao Paulo trading.

South Africa's PetroSA Expects to
Sign Venezuelan Deal Next Week

South African state-owned oil com-
pany PetroSA expects to sign a
bilateral energy deal with Venezuela
next week that will allow it to
acquire an oil-producing asset in the
South American nation, Reuters
reported on Monday. PetroSA has
held high-level discussions with
Venezuelan national oil company
PDVSA on projects, including oil
exploration and the production of
heavy crude oil in Venezuela's
Orinoco Belt.

Petrobras Awards Oil Platform,
Storage Contract to Modec

Japan's Modec has won a contract
with Brazilian national oil company
Petrobras to build a floating oil
platform and storage facility for the
offshore Tupi field, Bloomberg News
reported on Tuesday. Modec said it
would use a refitted crude tanker to
build the platform, scheduled to
begin operations at the end of 2010.
Financial terms of the deal were not
released, but Petrobras has said it
expects to spend $30 billion on  oil
platform and drilling ships by 2017
to exploit its new sub-salt reserves.

Rodriguez
Photo: National
Assembly.

Highlights of PRD/Opposition Proposal on Mexican Oil Sector Reform

• Would lower the hydrocarbon royalty Pemex pays to 65 percent from 74 percent
and exempt from taxes profits that are re-invested in exploration, maintenance,
pipelines, storage facilities, and other infrastructure.

• Would place 60 percent of tax revenue from Pemex that's higher than budgeted in
a fund to invest in energy projects. The investment will be used to build refineries,
petrochemical plants, pipelines and to improve technology, the bill said.

• Would order a congressional audit of all Pemex operations and create a special
commission to report on the current relation between the company and its union.

• Calls on the government to assume interest payments on deferred debt that Pemex
contracts for projects built by private companies.

• Would replace multiple-service contracts that Pemex awards to companies for
complex work and replace them with cost-plus contracts.

Source: Bloomberg News.

http://www.asambleanacional.gov.ve/index.php?option=com_content&task=view&id=19981&Itemid=27


multibillion-dollar heavy oil projects.
Privately owned fuel distributors say they
are open to the government taking major-
ity control of their businesses, but that
they hope to be able to form joint compa-
nies with PDVSA, the Associated Press
reported. Private companies control 51
percent of Venezuela's fuel distribution
market, while PDVSA controls the rest,
according to the AP.

Petroecuador Signs Temporary Deal
With China's Andes Petroleum

State-owned Petroecuador on Tuesday
reached a temporary deal with China's
Andes Petroleum that will increase the
Ecuadorean government's stake in two oil
installations operated by the Chinese
company ahead of a change in contract
anticipated next year, the Associated Press
reported. Under the one-year deal, signed
in Quito by Petroecuador chief Luis
Jaramillo and Andes Petroleum Executive
President Ding Jin Jun, the Chinese firm
also promised to invest $104 million for
further exploration and expansion of two
blocks that it operates with Petroecuador.
Earlier this month, Ecuadorean President
Rafael Correa announced Petroecuador
would switch to service contracts with
Andes Petroleum—jointly owned by
China National Petroleum Corp.
(CNPC) and China Petrochemical
Corp.—along with Brazilian national oil
company Petrobras and Spain's Repsol-
YPF, instead of allowing the oil compa-
nies to retain ownership of part of the oil
they extract. The agreement reached on
Tuesday will increase the amount of oil
Ecuador keeps from the two blocks by 4.3
million barrels until August 2009, when
the government and Andres Petroleum
expect to have negotiated a service agree-
ment. The new deal also resolves an ongo-
ing dispute over a 99 percent tax levied by
the Correa government last year on wind-
fall profits from oil prices significantly
higher than the $52 per barrel base price
established in Andes Petroleum's contract,
Chinese state news agency Xinhua report-
ed. The Chinese firm had refused to pay
the tax and threatened to pursue an inter-
national arbitration suit. As part of the
new agreement, it will pay Ecuador $132.1
million in back taxes owed through July of
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QWith oil prices forecasted to
remain at or above historic
highs, wind energy may be
becoming more viable as an

alternative energy source, as indicated
by the announcement last month by
Spain's Grupo Enhol and Chile's
Haciendas Talinay of a billion-dollar
joint venture that would have a capaci-
ty to produce 500 megawatts of electric-
ity for Chile. What is the outlook for
wind energy in Latin America? Should
governments in the region be doing
more to encourage wind energy gener-
ation, and if so, what?

AGuest Comment: Stefan
Gsänger: "The oncoming
global energy crisis has started
seriously effecting many coun-

tries in Latin America. Rising oil, gas,
coal, and uranium prices, increasing
awareness of the threats of climate
change, irresolvable difficulties sur-
rounding nuclear energy, as well as the
increasing energy demand from emerg-
ing economies which cannot be satis-
fied—these are only some of the signs
which indicate the end of the global fos-
sil and nuclear energy age. Few countries
in Latin America still possess sufficient
fossil resources to cover their domestic
energy needs. Today, many countries in
the region regularly face power shedding
and blackouts. In this light, it is under-
standable that inexhaustible renewable
energies shift toward the center of the
efforts to overcome this crisis, as they
have proven to be viable, as well as
affordable, solutions. Focusing on wind
energy, we see a clear success story
worldwide with a more than tenfold
increase in installed capacity and aver-
age annual growth rates of 20-40 per-
cent in the past 10 years. However, Latin
America counts for only 0.6 percent of
the worldwide wind capacity (551 MW,
not much more than Africa with 417

MW), and the region fell back in terms
of new installations down to a share of
only 0.2 percent of the newly added
capacity in 2007, installing only 36 MW.
Leading countries—namely Germany,
Spain, India, or China—have set up suc-
cessful policies promoting investment in
wind farms, such as feed-in tariffs and
priority grid access. Some time ago,
Brazil started an ambitious program
called Proinfa. Based on similar princi-
ples, this made the country the leader in
the region, with almost half of the
installed capacity. However, due to
administrative hurdles the program has
recently lost part of its drive and devel-
opment has slowed. Unfortunately,
other governments in the region have
done even less than Brazil. It is time for
Latin America to start using wind on a
large scale, for the benefit of its people,
industry, and environment, and to avoid
the economic breakdown of the region.
Governments need to establish legal
frameworks that remove all detrimental
subsidies being put toward fossil fuels,
guarantee sufficient remuneration for
wind power, and ensure priority grid
access in order to enable investment in
this key industry. Awareness must be
raised about the manifold opportunities
of wind energy in order to foster the
necessary human and industrial capaci-
ties. Finally, they should increase cross-
border interaction and learn from the
wind energy success stories of other
countries."

Stefan Gsänger is Secretary General of
the World Wind Energy Association.

Editor's note: the above is a continuation
of a Q&A published in the August 4-8,
2008 issue of the Energy Advisor.

The Dialogue Continues
What is the Outlook for Wind Energy in Latin America?

http://www.thedialogue.org/uploads/LAA/Energy/2008/LEA080808.pdf
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this year, and the government will reduce
the windfall tax to 70 percent. Ecuador's
minister of energy and mines, Galo
Chiriboga, told reporters the new agree-
ments were favorable to the country, and
reflected Ecuador's "political sovereignty,"
the AP reported.

PDVSA Official: Talks With
ConocoPhillips Making Progress

A top official at Venezuelan national oil
company PDVSA said Monday the gov-
ernment was making progress in talks
with ConocoPhillips over the nationaliza-
tion of the US oil company's assets last
year, Reuters reported. "We are advancing
... next week we have a meeting," said
Eulogio del Pino, a director of Venezuelan
national oil company PDVSA.
ConocoPhillips and ExxonMobil both
filed international arbitration suits against
Venezuela after the government of
President Hugo Chavez took over four
multibillion-dollar heavy oil projects last
year. ConocoPhillips has continued to
pursue its case at the International Center
for the Settlement of Investment Disputes
(ICSID), where judges have already been
selected, but has maintained informal
negotiations with Venezuela. In related
news, Chavez announced a partnership
with Ecuador and its state oil company
Petroecuador to exploit reserves in
Venezuela's Orinoco Belt, Venezuelan
daily El Universal reported on Wednesday.
Ecuadorean President Rafael Correa was
expected to travel to Venezuela on Friday
to finalize the accords, creating
Petroecuador's first foreign operation.

Biofuels News

Brazil's Cosan, US Group Create 
New Company to Buy Farmland 

Cosan, Brazil's largest sugar and ethanol
group, said Tuesday it has created a new
company with an unidentified US group
to buy farmland in Brazil, Reuters report-
ed. The new company, called Radar, will
seek to purchase land before any
announcement of plans to build new
sugar and ethanol mills, which tend to
drive up land prices, Cosan Chief

Financial Officer Paulo Diniz said. The
new company is expected to invest at least
two tranches of $185 million each to buy
farmland—$150 million to be invested by
the US group, which should be identified
in the coming weeks, and the rest by
Cosan. A third tranche is also being con-
sidered, Diniz said. Land that is purchased
will be rented to Cosan, which will have 20
percent of Radar, and to other farm com-
panies. Cosan said last month it expects
record exports of ethanol in 2008-09, half
of which will go to the US market. Ethanol
exports should account for 25 percent of
expected output for the season, compared
to less than 20 percent in recent years, the
company said.

Chile Reduces Gasoline Taxes,
Creates Renewable Energy Fund

Chile's finance ministry announced last
Friday it would temporarily reduce gaso-

line taxes and establish a $400 million
fund to help finance renewable energy
projects. In a press release, the ministry
said the gasoline tax reduction, in effect
through April 2009, would save con-
sumers 36 pesos ($US 0.07) per liter  and
cost the government $220 million in fore-
gone revenue. The $400 million fund
would help finance the development of
small hydroelectric stations, as well as
other sources of renewable energy, such as
solar, geothermal, biogas, biomass, and
tidal energy, the ministry said. "This fund
will finance guarantees for bank loans des-
tined for investments in new renewable
energy and energy efficiency projects,
contingent subsidies  to reduce risks asso-
ciated with geothermal exploration, and
support for the creation of capital risk
funds specializing in renewable energy
projects, among others" the ministry said.
It said it would create a $40 million tax
credit for homeowners who use solar
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Power Sector News

AES Gener Investing More Than $3 Billion to Build Power Plants in Chile

Chilean electricity generator AES Gener said Wednesday it was investing more than $3
billion through 2011 to build seven mostly coal-fired power stations, Reuters reported.

"We have seven projects in construction right now, seven power stations with a total
capacity of 1,500 megawatts, with a total investment of more than $3 billion and which
will be going into production in 2008, 2009, 2010, 2011," AES Gener General Manager
Luis Felipe Ceron was quoted as saying after a ceremony to lay the first stone of a power
station in northern Chile.

Ceron said the power stations would help close a gap in energy supplies in Chile, which
has suffered a dramatic reduction in natural gas exports from neighboring Argentina
and a decline in hydroelectric production due to a lack of rain needed to replenish dam
reservoirs.

Mining companies, whose operations in northern Chile are key to the country's eco-
nomic growth, have been struggling to find energy supplies to power expansion plans.

Besides the new power stations, Ceron said AES Gener, a unit of US power company
AES Corp., is also looking into alternatives to use its water rights in central and south-
ern Chile to build hydro power stations.

AES Corp.'s chief operating officer, Andres Gluski, said Wednesday that including the
Chilean power stations the parent company is planning to invest a total of $3.6 billion
in Latin America through 2014, Reuters reported.
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energy. The measures are part of a $1 bil-
lion fiscal package aimed at reducing
inflation and stimulating economic
growth in the South American nation.
Annual inflation in Chile was running at a
14-year high of 9.5 percent in July, fueled
in great part by higher energy costs,
Reuters reported. Chile imports most of
the energy it consumes, and was hard-hit
by soaring world oil prices in the first half
of this year. Energy supplies were also
affected by a severe drought that reduced
hydroelectric output and by continued
reduction in natural gas imports from
neighboring Argentina. The government
has launched an aggressive plan to diversi-
fy its energy supplies and develop domes-
tic sources, but those efforts are not
expected to bear fruit for at least another
two to three years.

Economic News

Honduras Joins ALBA Amid Attacks
on FTAA, US, and Capitalism

Honduran President Manuel Zelaya on
Monday signed his country up to join the
leftist ALBA trade and investment bloc
launched by Venezuela, blasting capitalism
for failing to lift his country out of pover-
ty, the Associated Press reported. "I was
not born to be a slave nor to have masters
because I am honorable ... and we would
not be looking to the socialism of [South

America] if the system of the past 40 years
had changed the structures of society and
resulted in economic progress," Zelaya
said during a ceremony in the Honduran
capital of Tegucigalpa, where he was
joined by the presidents of fellow ALBA
member countries Venezuela, Bolivia, and
Nicaragua. Cuba and Dominica are also
members of ALBA, which was launched
by Venezuelan President Hugo Chavez  as
a counterpoint to the proposed Free Trade
Area of the Americas (FTAA) backed by
the United States. ALBA, which stands for
Bolivarian Alternative for the Americas, is
based on complementary trade and coop-
eration instead  of free-market competi-
tion. "We have joined together to fight the
US' FTAA as an instrument of coloniza-
tion and as a culture of death," said
Bolivian President Evo Morales. "We are
with the liberation of the people of the
Americas, not with the empire." Honduras
was a Cold War ally of the United States,
allowing US-backed Contra rebels from
Nicaragua to operate in its territory in the
1980s. It still has US troops at one of its
military bases. It is also a member of a free
trade pact between Central America and
the United States. But like its neighbors in
Central America, Honduras has been
hard-hit by rising energy costs, making
oil-rich Venezuela's offer to provide cheap
oil to fellow ALBA members difficult to
pass up. [Editor's note: see related Q&A in
the August 27, 2008 issue of the daily Latin
America Advisor.]
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Correa Predicts Easy Victory in
Referendum on New Constitution

Ecuadorean President Rafael Correa
told tens of thousands of supporters
at rally Saturday that they would
easily win a nationwide referendum
next month on a new Constitution
that would expand his powers and
increase state control over the econ-
omy, Reuters reported. Recent polls
show Correa coming closer to the 50
percent support needed to approve
the new charter.

Minister: Inflation in Venezuela
Could Rise to 27 Percent in 2008

Venezuela may see annual inflation
rise as high as 27 percent this year,
higher than the government's target
of 19.5 percent, Finance Minister Ali
Rodriguez said last Friday, according
to Bloomberg News. Rodriguez said
the government would apply meas-
ures aimed at boosting productivity,
without resorting to "neoliberal"
policies to reduce consumer
demand. Consumer prices in
Venezuela were up 33.7 percent in
July from one year ago, with food
and drink prices increasing nearly
50 percent.

Chilean Economy Expanded 
4.3 Percent in Second Quarter

Chile's economy grew 4.3 percent in
the second quarter, up from 3.3 per-
cent in the first quarter, according to
figures released by the Central Bank
on Monday. The higher growth was
mainly due to domestic demand and
increased investment, both of which
have pushed the Central Bank to
raise benchmark interest rates to
control the fastest inflation in 14
years, according to Reuters. Among
the sectors experiencing the highest
growth in the quarter were con-
struction, communications, and
agriculture.

POLITICAL & ECONOMIC BRIEFS

A related issue with which the govern-
ment is grappling is how to allocate the
foreseeable zillion-dollar proceeds from
production in the pre-salt layer. On that,
too, it is considering the wildest ideas,
but has not settled on any of them. In
either case, the issues have to be submit-
ted to Congress for its deliberation, and a
battle royal can be expected at that time."

ABoard Comment: Roger Tissot
"The pre-salt oil discoveries in
offshore Brazil are perhaps the
most important petroleum dis-

coveries in the world in the last 20 years,
and have the capacity to transform Brazil

into a significant oil supplier. Not sur-
prisingly, Brazil is dealing with the chal-
lenges of how best to manage the expect-
ed revenue while avoiding the 'curse of
oil.' President Lula has suggested that oil
revenues from the pre-salt could be used
to pay the social debt by allocating these
revenues to education. This is a very
tempting offer, particularly in a country
which still suffers from large levels of
poverty and illiteracy despite significant
gains in recent years .... On the other
hand, adopting a 'Norwegian' stabiliza-
tion fund, another idea suggested for the
pre-salt revenues, could help Brazil to
avoid the risk of a 'Dutch disease' while

Q&A continued on page 6
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allowing an 'orderly' entry of the wind-
fall revenues into the local economy ...
The role of Petrobras has also been ques-
tioned. One idea is to create a new
national oil company in charge of oper-
ating the pre-salt blocks. To deny the
right to operate these huge fields could
be perceived as a letdown to all the work-
ers and investors who were willing to
take risks and worked very hard for these
successes. Brazil, and Lula's administra-
tion, are thus at a crossroads. If Lula
chooses the easy, populist answer of cap-
turing all the rent and using it for social
spending, he would secure future elec-
toral successes for his party but at the
risk of sending his country backward on
a 'rentist model.' By adopting the stabi-
lization fund, he is at risk of upsetting his
loyal base, which has supported him
despite years of belt tightening and only
recently has started to feel the rewards of
policy discipline. Many would argue,
when, if now now, would Brazil get seri-
ous about reducing poverty (education
being a key policy toward poverty reduc-
tion)? Finally, by creating a new corpora-
tion Lula could alienate many of the
shareholders who invested in Petrobras. I
think a middle-ground Brazilian model
could be adopted. First, Petrobras is right
at focusing on an aggressive expansion of
its refineries, suggesting that the compa-
ny's focus is not to be a large exporter of
oil but a large supplier of value-added
petroleum products. That strategy
ensures a consolidation of Brazil's indus-
trial development. As such, Petrobras
should be the one in charge of develop-
ing the pre-salt fields. The stabilization
fund should be implemented, and
instead of Norway the Chilean copper
fund may be of interest, allowing the
government to maintain a certain level
of fiscal spending according to the price
of oil. This would secure a more stable
income, improving long-term budget
strategies while allowing the strengthen-
ing of education programs."

AGuest Comment: Erasto
Almeida: "The government
appears headed to propose
changes to Brazil's 1997

Petroleum Law, probably to introduce a
production-sharing agreement (PSA)
framework for the new pre-salt province,
but the sector will most likely remain
open and attractive to private invest-
ment. There are certainly downside risks
for both international oil companies and
Petrobras. The government clearly wants
to increase taxes on the sector—includ-
ing from existing concessions in the pre-
salt shelf—and greater operational con-
trols. In the past two weeks, President
Lula has adopted a more nationalistic
tone and emphasized that future oil rev-
enues should be used to address Brazil's
education and health needs, showing
that oil reform may become a key cam-
paign issue in the presidential elections
of 2010. Not only will this politicize the
issue, but the government's priority for
oil reform increases the likelihood that
Congress will approve it. That said, there
are good reasons to believe that the final
outcome will be moderate. First, the
main driver of reform is extracting
greater revenues from the oil sector, so
the government has a large incentive to
develop the new reserves. The govern-
ment is well aware of the large financial
and technological challenges involved
and the importance of private invest-
ment to overcome them, so any new PSA
framework will probably keep terms
attractive for investors. Second, a very
tight calendar for approval of new legis-
lation in Congress before the end of
Lula's mandate may well lead the gov-
ernment to opt for conducting adjust-
ments within the existing model, which
is flexible enough to allow for a signifi-
cantly larger government take. Finally,
Congress will act as a moderating force
in any new legislation."
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