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LATIN AMERICA ADVISOR

What Role Will Russia Play in Latin America's Energy Sector?

Last month, Russian President

Dmitry Medvedev visited Brazil,

Cuba, Peru, and Venezuela, with

energy cooperation at the top of
his agenda. What role will Russia play in
the energy sector of these and other Latin
American countries? Who stands to gain
or lose the most as a result of Russia's
closer energy ties?

Guest  Comment: Hernan

Arizmendi-Posada: "After

President Dmitry Medvedev's

four-nation tour of Latin
America it is clear that he has made a new
and serious geopolitical decision to intro-
duce Russia into the region (including the
Caribbean) as a strong but friendly coun-
try. In the energy sector, Russia is most
assuredly going to improve its interaction
in the mining industry and transportation
of oil and gas, along with bilateral projects
in the fields of natural gas and possibly
civilian nuclear energy. It is evident that
Venezuela and Brazil are going to be
Russia's most important strategic partners
in this region, but in general, other winners
are all the Latin America countries that fit
Russia's interest and ambitions of expand-
ing current levels of its potential influence
through energy ties. Like their Chinese
counterparts, Russian business leaders have
no hesitation in dealing with Latin
American countries regardless of their gov-
ernments' ideological or foreign policy ori-
entation. Latin America's energy resources
will require massive investments, and in

Inside This Issue

some cases, financing for new infrastruc-
ture will be almost impossible to obtain.
With Russia's new attraction to Latin
America, the obvious question could be, is
Russia well prepared to satisfy the chal-
lenge in bringing capital, knowledge, tech-
nology, etc. into the region and play the
game according to those countries' needs
vs. profits/risk? Probably the answer will be
no, but this new open door will be the right
framework for other powerful countries
and companies to research where the good
opportunities lie. Now they will be com-

Continued on page 2
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Venezuelan President Meets
With Former FARC Hostage

Venezuelan President Hugo Chavez met
Monday with Ingrid Betancourt, who
spent more than six years in captivity in
Colombia. Betancourt is seeking lead-
ers' support to secure the release of
more hostages. See story on page 3.

Photo: Venezuelan Government.
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For Second Time in Recent
Weeks, Mexican Jet Crashes

For the second time in just over a
month, a Mexican government jet
crashed Sunday night, killing two
pilots, the Associated Press reported.
The Learjet 23 crashed into
Atlangatepec lake, according to a
spokesman for the state of Tlaxcala.
The Mexican government owned the
plane which at the time was being
used by Tlaxcala state government.
The crash happened just more than
a month after Mexican Interior
Secretary Juan Camilo Mourino and
14 others were killed when another
government Learjet crashed into a
busy street in Mexico City.

Argentine President Leads
Delegation to Russia

Argentine President Cristina
Fernandez and more than 100 busi-
ness leaders from her country are
headed to Russia for a two-day visit
to strengthen trade ties, the
Associated Press reported Monday.
Fernandez is expected to sign min-
ing and energy agreements with
Russian officials. The deals include
an accord between private Russian
oil company Lukoil and Argentina's
state-owned Enarsa. Lukoil wants to
drill off the coast of Argentina,
according to International Trade
Undersecretary Luis Maria Kreckler.

Mexico City Mayor Wants
to Run for President

Mexico City Mayor Marcelo Ebrard
said Monday that he wants to run
for president in 2012, the Associated
Press reported. Ebrard said that
while he "aspires" to the presidency,
he will hold off officially declaring
his candidacy until 2011. The leftist
mayor said that he has no plans to
leave the Democratic Revolution
Party, despite a leadership dispute
within the party.
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Economic News

Stocks Surge on Obama's
Infrastructure Spending Plan

Stocks in Latin America and the United
States surged Monday on optimism
about US President-elect Barack
Obama's massive public works spending
plan. Over the weekend, Obama dis-
cussed plans for the largest infrastructure
public spending plan since the 1950s. He
said investment in roads, bridges and
other public projects would create 2.5
million jobs by 2011. Brazil's Bovespa
rose to its highest level in a month. Oil
company Petrobras rose 11 percent and
steel maker Gerdau increased 14 percent
after a report by Goldman Sachs said the
metal's prices are headed for a rebound,
Bloomberg News reported. In Mexico,
the IPC index closed 5.41 pecent higher.
Shares of cement maker Cemex skyrock-
eted 28.24 percent, their largest one-day
percentage increase in at least 16 years,
Reuters reported. In New York, the Dow
Jones Industrial Average rallied 3.46 per-
cent to close at 8,934.18.
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Zoellick Tells OAS That Countries
Must Stimulate Private Capital

World Bank President Robert Zoellick
told an audience at the Organization of
American States on Monday that coun-
tries must absorb some losses to their
financial systems and find a way to inject
private capital. He warned against over-
regulation, which he said would stifle
efforts to re-introduce private capital.
"There's a tendency among regulators to
close the barn door after the horse has
left," he said. Zoellick said that for middle
income countries, the World Bank's pri-
mary tool remains lending under the
International Bank for Reconstruction
and Development, with room for $100 bil-
lion in new loans over the next three years.
He also said smaller countries needing to
recapitalize banks could take advantage of
a special $3 billion fund offered through
the Bank's International Finance
Corporation. Ecuador's ambassador to the
OAS, Efren Cocios, asked Zoellick to
explain why he criticized a larger role for
the state in the economy if the US had to
intervene to save the financial system and
"didn't leave the free market to solve the
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peting with the new Russian presence in
the region as well as with China and
India. The losers for this energy market
share will be those in the Americas who
still think that energy and business deals
are mostly done across the oceans."

Guest Comment: Georges
Landau: "President Medvedev's
tour of selected Latin

American countries probably
had several convergent objectives: to
provide a reminder to the incoming US
administration that Russia is still a glob-
al power, even if its finances and armory
are fast deteriorating—this is the annoy-
ance factor; to assert itself diplomatically
in what was until recently America's
backyard, if currently a restless one; con-
versely, to show the US and the world
that there are consequences for playing
in Russia's own backyard (Georgia, the
Ukraine, Poland, the Czech Republic, the

Baltic states); to take advantage of the
prestige accruing from naval and air
force visits, with a view toward exporting
military weaponry to Latin America; to
reinforce Russia's historic (but fading)
links to Cuba; to strengthen trade ties
with countries whose principal trading
partner had been the United States; final-
ly, to exploit the region's energy potential
and resources, including petroleum, gas
and nuclear, while providing hardware
and services in this most strategic sector,
in competition with Western enterpris-

n

€s.

Guest Comment: Alejandro
Schtulmann: "Russia's role and
potential contribution in the
energy sectors of these coun-
tries will be extremely limited. As the
Chinese experience shows, geopolitical,
economic, and industry factors make it

Continued on page 4
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crisis."  Zoellick said
Cocios' debating point
was a "parody" of his
earlier statements. "I
said that the countries
~ that have done better in
iy Latin America have been
ones that tried to adapt
Zoellick to market needs in terms
File Photo: woria~ ©F  their fiscal policy,
Bank. their monetary policy,
some of their currency
flexibility," Zoellick said. "We can debate
policies but it's a little hard to debate
facts." When asked about the likelihood
the US would approve outstanding trade
deals, Zoellick, a former US Trade
Representative, said, "I wouldn’t want to
fool people. I think that domestic politics
are going to make it very difficult." But he
pointed out that some left-of-center polit-
ical parties, such as those in Britain and
Australia, have been very "pro-trade.”

Political News

US Secretary of State Rice
Arrives Today in Panama

US Secretary of State Condoleezza Rice is
due to arrive in Panama today to attend a
gathering of commerce ministers and for-
eign ministers from countries that have
free-trade accords with the United States,
Reuters reported. Officials from 11 coun-
tries in addition to the United States are
expected to attend the one-day meeting,
which happens Wednesday. They include
Canada, Mexico, Chile, Colombia,
Panama and Guatemala. Uruguay and
Brazil were also invited although they do
not have free-trade accords with the US.
Lowering barriers to trade has been a
main goal of the administration of US
President George W. Bush. However,
President-elect Barack Obama has been
more skeptical of free-trade pacts.

Former FARC Hostage Betancourt
Meets With Chavez in Caracas

Ingrid Betancourt, who spent more than
six years as a hostage, met Monday with
Venezuelan President Hugo Chavez.

Copyright © 2008, Inter-American Dialogue
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The Dialogue Continues

Will the Economic Downturn Restart WTO Trade Talks?

At the Asia-Pacific Economic

Cooperation summit last

month, leaders publicly pro-

claimed their goal of restart-
ing stalled WTO trade talks, but bilater-
al trade deals, such as those between
China and Colombia as well as Peru
and Japan, stole the spotlight. Will
countries he more willing to move
ahead with multilateral talks in the
midst of the current economic situa-
tion? What compromises are most like-
ly to occur if WTO members reconvene
in Geneva this month?

Guest Comment: James

Kenworthy: "My best guess is

that the WTO Doha

Development Agenda round
of multilateral trade negotiations is
probably dead for the moment, because
of significant developed vs. developing
member differences in agriculture—
over the Special Safeguard Mechanism
and tariff rate quota modalities—and in
the Non-Agricultural Market Access
(NAMA) negotiations over sectoral and
some other issues. If some kind of
arrangement can't be arrived at by the
end of this month, US fast track/trade
promotion authority will end at the end
of the year. It seems less than likely that
the new Obama Administration and a
stronger Democratic Congress will be
any more willing than the current
administration to accommodate devel-
oping nation concerns. And the current
economic situation won't help since it
will reduce opportunities for trade
financing. So I'm not optimistic about
compromises before the end of the year.
This suggests there will be a renewed

During the meeting at the presidential
palace in Caracas, Betancourt asked
Chavez for Venezuela's support in helping
to secure the release of other hostages held
by the Revolutionary Armed Forces of
Colombia (FARC), the Voice of America
and the Associated Press reported. She has

impulse toward bilateral FTAs although
it will take a while for that activity to get
started until later in the year."

Guest Comment: Calman
Cohen: "The key right now is
what will be done by the
advanced developing coun-
tries, particularly India and China, to
advance the Doha Development
Agenda. Both countries have not been
supportive of proposals that would
allow for a Doha result that would bring
increased trade flows for the benefit of
all countries, including the least-devel-
oped economies. In order for there to be
a successful round, it is absolutely criti-
cal that the advanced developing coun-
tries reverse course and not block the
achievement of an ambitious outcome
to the negotiations. The worst possible
result would be to hold a ministerial
meeting and find that countries were
still at loggerheads on the key issues.
These include agreeing to sectoral nego-
tiations on manufactured products and
to protection in developing countries
against surges of agricultural-product
imports that still allows for significant
increases in agricultural trade."

James Kenworthy is a consultant in
international trade and investment.

Calman Cohen is the President of the
Emergency Committee for American
Trade.

Editor's note: the above is a continuation
of a Q&A published in the December 3,
2008 issue of the Advisor.

also solicited support during recent visits
to other Latin American countries includ-
ing Brazil, Argentina, Peru and Ecuador.
Betancourt was kidnapped in 2002 during
her campaign for president of Colombia
and was rescued along with other hostages
in July of this year.
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extremely difficult for a distant player to
successfully participate in the Latin
American energy industries. The
prospect of political instability or rapid
political change in Peru, Venezuela, and
Cuba will complicate a successful alliance
with Russia in this area. In the case of
Brazil, itself a rising energy power trying
to expand its presence in the region, any
alliance between Petrobras and Russia's
energy companies would not be possible
without strong economic and technolog-
ical incentives. There are in fact other sec-
tors (i.e., military equipment and associ-
ated industries) in which closer ties with
Russia could render more benefits for
these countries. Russia's desire to
strengthen energy ties in Latin America is
part of a broader strategic policy to repo-
sition itself in a region considered as
America's natural sphere of influence (a
move many see as a payback for US poli-
cies in Eastern Europe and Central Asia).
As such, Russia's plans to develop a
nuclear cooperation program with
Venezuela are mostly designed to increase
Moscow's leverage with Washington. This
happened in the Cold War when the
Soviet Union armed Cuba with nuclear
missiles. Clearly, for Venezuelan President
Hugo Chavez, this is good news in a
number of ways (i.e., to increase its mili-
tary status in the region). Nevertheless,
this deal could end up harming Russia's
relations with other Latin American
countries who will no doubt protest any
transfer of nuclear technology to a men-
acing and anti-democratic Chavez."

Guest Comment: Roger Tissot:

"It would be tempting to think

the visit by President Medvedev

to Latin America is an effort by
an awakening Russian bear to increase its
influence in the 'US backyard' and a tit-
for-tat from US support to Georgia.
However, economic realities are more
likely high in the equation. Latin
America, until recently enjoyed historic
sustained rates of economic growth that
coincided with an increasing support for
'alternative' policies and in some cases a
strained relationship with the United
States. Countries such as Venezuela
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became good clients of key Russian
exports, in particular military equip-
ment. From that perspective, Russia is
just acting as a good salesman, visiting an
important client and assessing market
opportunities in a region that was
becoming increasingly rich and open to
new commercial relationships. Regarding
hydrocarbons, Russia may be closer to
Venezuela's price hawkishness view since
their economy also needs high oil prices.
Russia is also a global gas power, and
there have been discussions of a Gas
OPEC, although it remains to be seen
how such an organization may work. The
problem for the Russian president per-
haps is the dramatic shifting of global
economic conditions, which may make
Latin American countries less attractive
as they focus on minimizing the impact
of the global slowdown. Priorities may
shift from weapons to preservation of
social programs. Economic pragmatism
may be high on the agenda. In that case,
the question is: what can Russia offer to
Latin America? Particularly since the
Russian bear—being also a hydrocarbon-
dependent economy—will be hurting,
too. Latin American countries may wel-
come some investments by Gazprom, but
the key focus should be in Asia, and in
particular China. China has been in no
small part the reason for the recent eco-
nomic boom in Latin America. But China
is also the source of de-industrialization
of Latin America, a particular problem
for Mexico and Central America. Thus,
China is a threat and an opportunity;
Russia just a supplier of weapons and
perhaps hydrocarbon investments."

Hernan Arizmendi-Posada is CEO of
LAGO Energy.

Georges Landau is Head of Prismax
Consultoria in Sao Paulo.

Alejandro Schtulmann is Head of
Research at Emerging Markets Political
Risk Analysis.

Roger Tissot is an independent energy
consultant.
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