
QA new Zogby/Inter-American
Dialogue poll showed earlier this
month that 48 percent of
Americans support lowering the

54-cent-per-gallon tax on imported
Brazilian ethanol, with 26 percent
opposed, and 26 percent not sure. What do
these results mean for the ethanol tariff?
Do you see Brazilian ethanol exports to
the US increasing significantly in the next
Administration?

AGuest Comment: Joel Velasco:
"Americans are increasingly rec-
ognizing that Congress can do
something to lower the cost of

gas today. The ethanol tariff of 54-cents-
per-gallon (plus 2.5 percent ad valorem)
artificially inflates the price of US corn
ethanol and keeps lower-cost, higher-effi-
ciency ethanol derived from Brazilian sug-
arcane out of the reach of many in the
United States. Ending the tariff is not just
right for Brazilian ethanol exporters; it is
the right thing to do for US consumers.
First, as Federal Reserve Chairman Ben
Bernanke has said more than once, cutting
the high tariffs on Brazilian sugarcane
ethanol can help take pressure off food
prices in the US. Second, the tariff works to
encourage consumption of fossil fuels,
according to a recent Cornell University
study. Third, the tariff is bad foreign policy.
When the US is waging a trillion dollar war
against extremists that control our energy
future, it is ironic to tax friends and allies
that are providing an alternative fuel. Brazil

has paid nearly $500 million [in tariffs]
since the Iraq War began. On a percentage
basis, Brazil has been paying over 30 per-
cent import duties while petroleum from
'less-than-friendly nations' enters the US
tariff free. Finally, those who somehow
think the 54-cents-per-gallon tariff is offset
by the 45-cents-per-gallon tax credit miss
the point in that the gasoline blenders get
the credit, not the producer of ethanol, be
it corn or sugarcane ethanol. This year
alone, the US Treasury will pay over $4 bil-
lion in tax credits for oil companies to
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Will the US Change its Policy on the Brazil Ethanol Tariff?

Continued on page 4

References to Latin America, which was
scarcely mentioned in two previous US
presidential debates between Senators
Barack Obama (L) and John McCain,
came up more frequently in the final
debate ahead of the US national elec-
tions in November. See story on page 2.
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Latin America Comes up More
Often in Final US Debate



Political News

US Presidential Candidates Take
Sides on Latin America in Debate

References to Latin America, which was
scarcely mentioned in two previous US
presidential debates, came up more fre-
quently in the final debate ahead of the US
national elections in November. Brazil was
the first country mentioned in the 90-
minute debate. Republican Senator John
McCain (R-AZ) said he supports cutting
US tariffs on Brazilian ethanol made from
sugar cane, and eliminating US subsidies
for its corn-based ethanol industry,
adding that he warned years ago that sub-
sidies would have an "inflationary" effect
on the US economy. [Editor's note: see
related Q&A on page 1.] The North
American Free Trade Agreement between

Mexico, Canada and the US also came up
in the debate. McCain criticized his oppo-
nent, Sen. Barack Obama (D-IL), for seek-
ing to "unilaterally renegotiate" the
NAFTA agreement. Obama responded, "I
believe in free trade," but noted that he
wants NAFTA to have "enforceable" labor
and environmental agreements that he
said are currently lacking. On the
Colombia-US free trade agreement pend-
ing in the US Congress, McCain said that
"billions of dollars" from US companies
have been paid in tariffs to bring their
products into Colombia's market.
"Senator Obama, who has never traveled
south of our border, opposes the
Colombia Free Trade Agreement,"
McCain said, adding that Colombia will
be a potentially large market for US goods.
"Free trade with Colombia is something
that's a no-brainer. But maybe you ought

to travel down there and visit them and
maybe you could understand it a lot bet-
ter," McCain told his opponent. Obama
responded that in Colombia labor leaders
have been targeted and killed, and that "we
have to stand for human rights." Obama
said he supported the Peruvian free trade
agreement with the US, which he called "a
well-structured agreement." McCain
responded that "Senator Obama doesn't
want a free trade agreement with our best
ally in the region [referring to Colombia]
but wants to sit down across the table
without preconditions with Hugo
Chavez," the Venezuelan President who
has been an antagonist of the Bush
Administration. Venezuela and Canada
came up several times during the debate in
terms of energy independence. "Canadian
oil is fine," McCain said in comments
referring to his goal of US independence
from Venezuelan and Middle Eastern oil.

Economic News

Latin America Markets, Currencies
Tumble on Global Downturn Fears

Latin American equities and currencies
tumbled Wednesday, in some cases erasing
gains made Monday and Tuesday, as
investors in the region followed the lead of
the US stock market downward. Brazil's
main stock index took the biggest percent-
age hit among major Latin American
indices. The Bovespa fell 11.4 percent to
36,833 Wednesday in another day when
trading needed to be suspended tem-
porarily because the sell-off reached a 10
percent threshold. Argentina's Merval
index plunged 12.2 percent to 1,186. The
Mexican Bolsa's IPC index fell 5.2 percent
to close at 21,097. Colombia's main IGBC
stock index fell 6.4 percent to close at
7,667, wire services reported. While equi-
ties in Chile fared relatively well in the
region, with Chile's IPSA index dipping
0.4 percent to 2,432, the Chilean currency
saw its biggest plunge in 19 years, accord-
ing to Bloomberg News. Chile's peso has
fallen in value against the dollar by some
25 percent over the past 12 months.
Sinking copper prices took an especially
hard toll on the currency, analysts said.
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Coca-Cola Sees Improved Latin
America Results in Third Quarter

The Coca-Cola Company's Latin
America group saw improved results
in the third quarter of 2008, with
unit case volume growth of 8 per-
cent, net revenues up 24 percent,
and operating income increasing 30
percent in the quarter. Overall,
Coca-Cola's third quarter net rev-
enue grew 9 percent, with world-
wide unit case volume increasing 5
percent in the quarter, led by 7 per-
cent growth in its international
businesses.

La Cortez Energy Names Jose
Montoya to Board of Directors

Florida-based La Cortez Energy on
Wednesday announced that Jose
Montoya has joined the Board of
Directors. Montoya was most
recently the CEO of Hocol SA, a
Colombian company previously
owned by Royal Dutch Shell. La
Cortez, an early stage oil and gas
company, aims to develop a substan-
tial E&P business in South America,
with an initial focus in Colombia
and Peru. Montoya will be based in
Colombia.

Panama Completes $2.3 Billion
Loan for Canal Expansion Project

Panamanian President Martin
Torrijos announced Wednesday the
final financing structure for the
expansion of the Panama Canal.
Five multilateral agencies have
offered to finance the expansion
project with $2.3 billion in financing
toward the $5.25 billion price tag.
"At a time of global financial and
economic uncertainty, this financial
package reinforces Panama's eco-
nomic growth and political stability,
including the strong financial posi-
tion and management of the
Panama Canal," the government
said in a press release.

McCain said he supports cutting

US tariffs on Brazilian ethanol

made from sugar cane, and elimi-

nating US subsidies for its corn-

based ethanol industry.



Venezuela Planning to Establish 
Six-Hour Workday, Report Says

The government of Venezuelan President
Hugo Chavez is planning to establish a
six-hour workday, the Canadian Press
reported Wednesday. Labor Minister
Roberto Hernandez said he will propose a
bill this year to reduce the workday,
improve employee benefits and establish
"more forceful" penalties for businesses
that violate labor laws. Chavez presented
the same proposal as part of a constitu-
tional reform package that voters rejected
last December, but the National Assembly
remains under the control of Chavez's
supporters, and the bill could become law,
according to reports. Some business own-
ers have warned that reducing the work-
day would force them to cut jobs or close
down. In related news, Venezuela's Seniat
tax agency on Wednesday said Procter &
Gamble owed $3.6 million in unpaid
value-added taxes, a result of bookkeeping
irregularities in 2005, Dow Jones reported.

Company News

Ecuador in Talks with Repsol-YPF,
Petrobras over Presence in Country

Ecuador's government and Spanish oil
company Repsol-YPF have made progress
on talks to convert production-sharing
agreements into services contracts,
Ecuador's Minister of Mines and
Petroleum said Wednesday, according to
an EFE report. "We have reached advance
accords. I believe that in another week, at
most, we will have a definitive solution,"
Derlis Palacios told local television. "There
has been a clear understanding by
[Repsol-YPF] about what is the policy of
the Ecuadorean state, and they will accept
the transitional contract until we have
time to negotiate the new one," the minis-
ter said. In related news, Brazil's Mines
and Energy Minister said Wednesday that
national oil company Petrobras may have
to leave Ecuador over an Amazon oil field
controversy, the AP reported. Edison
Lobao said Petrobras is not making a prof-
it in Ecuador, adding that "if we are not
welcome, then there must be a negotiated
solution for Petrobras' exit."
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Special Report
Uncertainties Face Latin America in Wake of Global Financial Turmoil

Washington, DC—As stock exchanges and currencies around the world continued
their up-and-down swings this week, a panel of economists told an audience at the
Inter-American Dialogue Wednesday that Latin America will be affected in diverse
ways, and potentially for a long time, by the unexpected financial crisis that has hit the
US and Europe.

"It is inevitable now that 2009 will be a very bad year [for Latin America]," Mexican
economist Santiago Levy, who is Vice President of the Inter-American Development
Bank in Washington, told the audience. Levy said economic policymakers in Latin
America need to respond to the global crisis by looking beyond next year and by
building capacity to grow their economies more aggressively in 2010. Claudio Loser, a
senior fellow at the Inter-American
Dialogue and the former head of the
Western Hemisphere Department at
the IMF, said that investment in
Latin America will be strongly cur-
tailed by the global crisis. "FDI is not
dead, but it is highly dormant," Loser
stated.

Latin America will be primarily
affected in three ways by the global
financial problems, Levy noted. First,
commodity prices will likely fall,
which will hurt some countries like
Mexico, Bolivia, Ecuador and
Venezuela that count on oil exports,
and will hurt agricultural exporters
like Argentina and Uruguay.
Moreover, a fall in global growth will
almost certainly weigh down Latin American economies, which increasingly count on
Asian markets for trade. And finally, international liquidity will dry up for the fore-
seeable future, reducing the ability of Latin American companies to access interna-
tional capital markets. This could have direct consequences on things like formal sec-
tor employment and other economic success indicators, Levy noted.

Both Levy and Loser said they see reasons for hope, however. "In the history of Latin
America over the past 35 years, there have been worse crises," Loser stated. He added
that Latin America has a "perverse advantage" over other regions of the world in that
its financial system makes up a relatively small percentage of regional GDP, so some
of the banking sector problems may not have the deep impact that other markets in
the world may experience.

Levy noted that while nobody knows exactly how long the global economic slowdown
might last, the United States has an advantage over countries experiencing previous
emerging market meltdowns because the current crisis is occurring in its own cur-
rency, making the path for recovery easier by comparison. If Latin America emerges
in 2010 with growth rates averaging two or three percent, and with its currencies and
other fundamentals in tact, we should feel somewhat relieved that the crisis hadn't
been worse for the region, Levy concluded.
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blend ethanol into gasoline. If the next
Congress and Administration are serious
about reducing fuel and food prices, they
should eliminate ethanol tariff and trade
distorting subsidies. Brazil's response
will be to complement U.S. ethanol sup-
ply—this year we expect to ship about
600 million gallons. Our estimates are
that Brazil could deliver 4-6 billion gal-
lons of ethanol (less than one third of
projected US demand)."

AGuest Comment:  Gary
Blumenthal: "Brazil has threat-
ened a dispute settlement case
against the US import tariff on

ethanol, but the legitimacy of a duty is
not based on its economic rationale
rather is the result of negotiated conces-
sions via the WTO or its predecessor,
GATT. At least one official in the
Brazilian ethanol industry admits it has

been a struggle finding a legal basis for
such a challenge. That said, the primary
purpose of the duty is to offset the bene-
fit of the tax credit, and there has been
some acknowledgment both within the
domestic industry and on Capitol Hill
that equilibrating the duty down to the
recently revised tax credit level of 45
cents-per-gallon is a reasonable policy
change. The political hurdle to outright
elimination of the duty has always been
large, and the current economic crisis
makes it even less likely. Corn prices are
plummeting concurrent with the
assumption of a national and global eco-
nomic recession. This means that biofu-
el demand for corn, soybeans and other
commodities becomes an even more
important form of domestic agricultural
price support in the months ahead.

Biofuel policy is the new farm policy, and
Congress is the determinant of the agri-
cultural laws, as evidenced this past year
when it twice overruled the farm bill
vetoes of the Bush Administration.
Brazilian ethanol exports to the US actu-
ally have the potential to decline in 2009
as American energy demand is tempered
by recession, domestic supplies of
ethanol are expanded, and the availabili-
ty of the duty drawback scheme has been
rescinded."

AGuest Comment: Terry McCoy:
"There are at least four reasons
why the next US administra-
tion will have to seriously con-

sider reducing or removing the tax on
imported ethanol from Brazil. First,
importing ethanol is the only way the US
can comply with the EPA blend mandate
since domestic producers cannot supply
it. Second, corn ethanol subsidies are dif-
ficult to justify, especially given the fiscal
demands facing the new president.
Third, public opinion and Congressional
sentiment are shifting against corn as an
ethanol feedstock, not only for econom-
ic reasons, but also because of the world-
wide controversy surrounding the con-
version of land for food into land for
fuel. And, fourth, the new administra-
tion is going to need ways of rebuilding
US ties with Latin America, especially
Brazil. Reducing or removing the tax
would be a step this direction."

Joel Velasco is Chief Representative in
North America for UNICA, the Brazilian
Sugarcane Industry Association.

Gary Blumenthal is CEO of World
Perspectives, Inc.

Terry L. McCoy is Professor of Latin
American Studies and Political Science
and Director of the Latin American
Business Environment Program at the
University of Florida.

Editor's note: see related story on page 2.

Latin America Advisor 
is published every business day by the 

Inter-American Dialogue, Copyright © 2008 

Erik Brand,
General Manager, Publishing

ebrand@thedialogue.org

Gene Kuleta,
Editor

gkuleta@thedialogue.org

Matthew Schewel,
Reporter, Assistant Editor

mschewel@thedialogue.org

Inter-American Dialogue:

Peter Hakim, 
President

Michael Shifter, 
Vice President, Policy

Joan Caivano, 
Director, Special Projects

Dan Erikson,
Senior Associate, US Policy

Paul Isbell
Visiting Senior Fellow

Claudio Loser,
Senior Fellow

Manuel Orozco,
Director, Remittances and Development Program 

Tamara Ortega Goodspeed, 
Senior Associate, Education

Marifeli Pérez-Stable,
Vice President, Democratic Governance

Jeffrey M. Puryear, 
Vice President, Social Policy

Viron Vaky, 
Senior Fellow

Subscription Inquiries are welcomed at 
freetrial@thedialogue.org 

Latin America Advisor is published every
business day, except for major US holidays, by
the Inter-American Dialogue
1211 Connecticut Avenue, Suite 510
Washington, DC 20036
Phone: 202-822-9002  Fax: 202-822-9553

The opinions expressed by the members of the
Board of Advisors and by guest commentators do
not necessarily represent those of the publisher. The
analysis is the sole view of each Advisor and does not
necessarily represent the views of their respective
employers or firms. The information in this report
has been obtained from reliable sources, but neither
its accuracy and completeness, nor the opinions
based thereon, are guaranteed. If you have any ques-
tions relating to the contents of this publication,
contact the editorial offices of the Inter-American
Dialogue. Contents of this report may not be repro-
duced, stored in a retrieval system, or transmitted
without prior written permission from the publisher.

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

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  AAddvviissoorr TThhuurrssddaayy,,  OOccttoobbeerr  1166,,  22000088

Featured Q&A
Continued from page 1

“ On a percentage basis, Brazil

has been paying over 30 percent

import duties while petroleum

from 'less-than-friendly nations'

enters the US tariff free.”
— Joel Velasco


