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Does Brazil's Blackout Reveal a Weakness in Its Power Grid?

A blackout in Brazil and

Paraguay left millions of people

in the dark on Nov. 10 after a

short circuit in the grid apparent-
ly shut down the massive ltaipu hydro-
electric dam. Does the blackout show a
structural weakness in Brazil's power
grid? What should the governments of
Brazil and Paraguay do to prevent further
blackouts?

Georges D. Landau, head of

Prismax Consultoria in Sao

Paulo: "The massive power fail-

ure that plunged 18 Brazilian
states into darkness on Nov. 10, causing
havoc among 60 million residents for sev-
eral hours, has since become a game of
political football. The Lula government has
given conflicting explanations and dis-
avowed any responsibility, but technicians
point the finger at the vulnerability of the
electricity transmission system. Since
Dilma Rousseft was responsible for plan-
ning the system when she was minister of
mines and energy, much of the blame can
be ascribed to her, although she declines
any such responsibility. The opposition,
which for many years suffered with jibes
and charges of poor planning resulting in a
national blackout in 2001 under President
Cardoso, is joyfully making hay of this new
incident and demanding impartial investi-
gations. Should these efforts succeed, they
would probably reveal that the power sec-
tor in Lula's administration is the domain
of the PMDB party, and specifically of

Inside This Issue

Senate President Jose Sarney, who has
staffed the sector—from the minister down
to technical positions in most federally-
owned power companies—with political
vassals. It is clear that the national power
grid is prone to natural or man-made acci-
dents, and that this is principally due to
lack of investment in the system. The gov-
ernment ascribes this particular incident to
foul weather conditions that caused the
shutdown of every turbine at Itaipu
(14,000 MW), but it is suspected that there
is more than meets the eye. Indeed, federal

Continued on page 3

Lobo Ahead in Honduras Race;
Int'l Legitimacy Yet Unclear

Opposition candidate Porfirio Lobo, 61,
appears headed for a clear victory in
Honduras' presidential election held
Sunday. The legitimacy of the race in the
eyes of leaders abroad remains in ques-
tion, however. See story on page 2.

Photo: La Prensa.
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Chile's Copec Sees Profit Fall
43 Percent in First Nine Months

Chilean conglomerate Copec on
Friday announced that its profit in
the first nine months of 2009 tum-
bled 43.3 percent from a year ago,
Reuters reported. The company's
nine-month profit totaled $385 mil-
lion compared to $679 million dur-
ing the same period a year ago.
Copec said in a statement it has
observed a reversal in the last few
months in prices, especially for cel-
lulose, a product that has seen prices
increase on demand from China.

Deere & Co. Forecasts South
American Sales Up in 2010

Illinois-based machinery maker
Deere & Co. expects sales in South
America to increase 10 percent to 15
percent next year as drought condi-
tions ease and government-support-
ed financing programs encourage
machinery purchases, Dow Jones
reported. Farm income in Brazil,
South America's largest economy, is
expected to receive support from
attractive prices for sugarcane and
soybeans, the main drivers of agri-
culture machinery purchases there,
Deere executives said in an earnings
conference call last week.

Colombia 0il Sector FDI Est. at
$3.5 Billion in 2009, Same for 2010

Colombia's oil industry will attract
foreign direct investment worth $3.5
billion by the end of 2009, Dow
Jones reported. Armando Zamora,
the head of ANH, Colombia's oil
sector oversight agency, said last
week that the figure is consistent
with FDI income in 2008. "This is a
very satisfactory level for a crisis
year, and we expect it to keep ris-
ing," Zamora said. He added that
foreign companies will likely invest
more than $3.5 billion in the coun-
try's oil sector again in 2010.
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Political News

Lobo Ahead in Honduras Election;
Int'l Legitimacy Remains Unclear

Opposition candidate Porfirio Lobo, 61,
appears headed for a clear victory in
Honduras' presidential election held
Sunday, local daily La Prensa reported.
Exit polls showed wealthy conservative
Lobo, a congressman since 1990 and for-
mer presidential candidate who lost to
Zelaya in 2005, capturing more than 57
percent of Sunday's vote, well ahead of
main rival Elvin Santos of the Liberal
Party. Few incidents of violence were
reported at polling places Sunday.
However, the legitimacy of the contest in
the eyes of leaders abroad remains in
question, as heads of state from across the
Americas met in Portugal to debate the
issue. A summit of 22 Ibero-American
countries began Sunday in the seaside
resort of Estoril amid divisions over what
to do about the coup that last June forced
President Manuel
Zelaya from office.
As of last evening,
some 14 countries
attending the sum-
mit were unable to
reach a common
position on the
Honduran situation,
DPA reported, citing
conversations with
several foreign min-
isters. Brazil,
Argentina and
Venezuela have said
they will not recognize the result, while
Costa Rica, Panama, Peru and the U.S.
said they may if the voting was transpar-
ent and fair. President Hugo Chavez of
Venezuela reportedly did not participate
in the summit, nor did several other left-
leaning allies such as Daniel Ortega of
Nicaragua and Raul Castro of Cuba,
according to reports.

Porfirio Lobo

File Photo: Lobo
Campaign.

Jose Mujica Wins Uruguay Runoff
Election with 50 Percent of Vote

Jose Mujica of the ruling Broad Front
party won Sunday's runoff election to
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become Uruguay's next president, local
daily EI Pais reported. Mujica, a former
leftist guerrilla known by supporters as
'Pepe’, defeated former president Luis
Alberto Lacalle with 53 percent of the
vote compared to 44 percent for Lacalle,
according to several exit polls. Lacalle, a
longtime National Party leader who

Jose Mujica (R) and Danilo Astori on the
campaign trail last week.

File Photo: Frente Amplio.

favored privatizing some state enterprises
and sought to lower the country's income
tax, conceded the race Sunday night.
Although strongly popular, current presi-
dent Tabare Vazquuez was constitutional-
ly barred from running for a consecutive
term. While the country's agricultural
sector earlier this year was hurt by a long
drought, the overall economy has per-
formed well considering the global finan-
cial crisis. The lack of economic turmoil,
coupled with the popularity of Vazquez's
socioeconomic policies, helped Mujica
win the race, analysts suggest. Mujica, 74,
partnered with running mate Danilo
Astori, a finance minister under Vazquez
who is favored by international markets,
and will likely maintain relatively ortho-
dox economic policies while focusing on
poverty reduction. [Editor's note: See
related Q&A in the Sept. 30 issue of the
Advisor.]

Company News

Sixteen Venezuelan Bankers Accused
in Government Takeover of Banks

A Venezuelan court on Friday barred 16
bank executives from leaving the country
after the government took over manage-
ment of four banks, the Associated Press
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reported. Those prohibited from travel-
ing include six directors of Banco
ProVivienda (BanPro), eight of Banco
Confederado, and two of Bolivar Banco,
according to the report. Prosecutors say
they also questioned the ex-president of
Banco Canarias, Alvaro Gorrin, on
Friday as part of their investigation. In
taking control of the banks, the govern-
ment said it was concerned about unex-
plained sources of funds, credit problems
and failure to adhere to some obligations.
"The fundamental objective of these
measures is to guarantee the rights of
depositors, savers and even creditors,"
Finance Minister Ali Rodriguez told
reporters at the time. Venezuelan author-
ities have been monitoring the banks
since late last year, said banking superin-
tendent Edgar Hernandez. [Editor's note:
See related Q&A in the May 26 issue of
the Advisor.]

Economic News

Mexico's Calderon Calls for New
Fiscal Plans in Face of Qil Shortfall

Mexican President Felipe Calderon said
Sunday that additional financial reforms
are needed to make up for falling oil pro-
duction, Reuters reported. Just last month
Mexican lawmakers debated and passed a
2010 budget with what most analysts
viewed as a watered-down version of
Calderon's reform plan, bowing to pres-
sure from a range of interest groups that
would have paid more taxes. "While a
package was passed that resolves the most
immediate problems, it is still far from a
long-term solution to the structural
problems Mexico faces," Calderon said in
a speech. [Editor's note: See related Q&A
in the Nov. 13 issue of the Advisor.]

Report: High Transportation Costs
Undermine Latin American Growth

High transportation costs in Latin
America and the Caribbean undermine
trade and harm the productivity of the
entire economy by protecting inefficient
companies and holding back competitive
enterprises, according to a new study
released by the Inter-American
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investments in infrastructure are pitiful;
by the end of August, Eletrobras had only
invested 38 percent of its budget for
infrastructure. No wonder there are
blackouts."

Jose Soares, assistant vice

president and analyst at

Moody's Investors Service in

Sao Paulo: "The electricity
outage on Nov. 10, which left over 50
percent of the Brazilian population in
darkness for around six hours, raised
concerns about the reliability of the
Brazilian electric system. Questioning
system reliability would sound uncalled
for considering the massive investments
that have been made to the Brazilian
electricity infrastructure since 2002.
Most of the players in the electricity
industry agree that important invest-
ments have been made since then, not
only to expand generation capacity but

also to enhance system reliability. New
transmission lines have been added, sta-
tions constructed and existing infra-
structure upgraded. The two previous
electricity outages in 1999 and 2001 dif-
fer from the recent one in that they
derived from insufficient investments in
the generation and transmission infra-
structure. The lack of investment led to
the system operating under severe stress,
which culminated in a 10-month elec-
tricity rationing program that began in
May 2001. The recent energy outage
shows that the Brazilian electricity sys-
tem is not immune to technical failures
and that there is room for further
enhancement. Given the size and com-
plexity of Brazil's integrated system, it is
reasonable to expect occasional electrici-
ty outages in the future. An effective sys-
tem, however, should minimize their
number and reduce their size and dura-
tion. Transparency and promptness will

Continued on page 4

Development Bank last Friday. The
region as a whole spends nearly twice as
much as the United States in freight
expenses to import its goods, the study
found, and most Latin American coun-
tries have higher freight rates when
exporting to the United States than coun-
tries in the Far East and in Europe. "This

¢ This is alarming, particularly
when considering countries that
are very close to the United States,

like those in the Caribbean.??

— Juan Blyde

is alarming, particularly when consider-
ing countries that are very close to the
United States, like those in the
Caribbean," the report states. In a ranking
of 22 countries in the region, Paraguay
and Argentina are among the countries
with the highest freight costs as a share of
exports to the United States, which in

part is explained by the long distances.
But even more distant regions in the
world, like China or Oceania, have lower
freight rates than most countries in the
Latin America, including Guyana or
Guatemala. Latin America and the
Caribbean ports are among the world’s
least  efficient, the study said.
Traditionally, tariffs have been one of the
biggest impediments for higher produc-
tivity. Currently, however, transport costs
are more than four times larger than tar-
iff costs in Latin America and the
Caribbean, representing a bigger trade
barrier than tariffs, the study said. Both
tariffs and freight costs matter, the
report's authors conclude, but the com-
parable gap in transport costs today is
much higher than for tariffs. For instance,
Chile would need to cut its freight rates
by more than 50 percent to match U.S.
levels, while tariffs would have to be cut
by only 10 percent to reach the same lev-
els as in the United States. "Transport
costs have to be reduced in tandem to
bring the full positive effects of trade on
productivity,” said Juan Blyde, one of the
economists who wrote the report.
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be key in the diagnosis of the origins of
this most recent electrical outage. These
will assure that corrective measures are
implemented. In addition, they will lead
to a more comprehensive discussion on
the alternative ways to strengthen the
electrical system and the associated
financial costs."

Ricardo Canese, coordinator

for Paraguay's Commission on

Binational Hydroelectric

Entities and a member of the
Mercosur parliament: "First of all, it
should be noted that events of this type
can happen. Only a technical investiga-
tion can determine if the protection sys-
tems are poorly designed or configured,
or if the entire system is overloaded or
too weak, lacking alternative interconnec-
tions. When an event involving a signifi-
cant charge to the power grid occurs,
there's always the risk that protection sys-
tems will act prematurely and drag the
whole grid into a blackout, which is what
happened in this case. However, if protec-
tion systems are well designed and in
optimal working conditions; if the grid
isn't overloaded and there are alternative
networks than can substitute for those
that go offline, the blackout should have
been limited to the area where the prob-
lem occurred. It shouldn't have propagat-
ed to the wider Brazilian electric grid and
much less to the Paraguayan one. While
it's clear that the event was an extraordi-
nary one, it's also clear that the Brazilian
and Paraguayan electric grids have defi-
ciencies that need to be corrected. What
the Brazilian and Paraguayan govern-
ments should do is analyze the causes of
this massive blackout, which was much
larger than it should have been. This
event requires that the protection systems
be closely examined, so that such a black-
out doesn't happen again or as frequent-
ly. Also, the networks and the substations
need to be checked to see if they are over-
loaded, and explore the possibility of
using an alternative source, from other
networks, in the case of similar events.
Better electricity links within Brazil and
between Paraguay, Brazil and the rest of

Copyright © 2009, Inter-American Dialogue

Mercosur, with adequate protection sys-
tems, without a doubt will avoid cases
like this one and create a safer and more
reliable electricity supply."

Erasto Almeida, analyst in the

Latin America practice of the

Eurasia Group in New York:

"While the exact cause of the
blackout remains unclear, the outage
does not appear to be the result of a
major infrastructure problem, so the like-
lihood that new blackouts of this magni-
tude will occur frequently in coming
months does not appear to be high. As a
result, Brazil's economic recovery and the
robust growth rate of close to 5 percent
expected for 2010 do not seem to be at
risk. If more blackouts do not occur in
the coming months, the political fallout
will also be limited. The government may
receive additional negative press over the
episode. It also has to manage concerns
from its largest congressional ally, the
Brazilian Democratic Movement Party
(PMDB), that the blame will fall on
Minister of Mines and Energy Edison
Lobao. Some fear that Lobao, a member
of the PMDB, could be scapegoated by
the administration in an effort to shield
its candidate for the 2010 presidential
election, Chief of Staff Dilma Rousseff.
Still, the administration is likely to
remain politically strong, and Rousseff
will remain on track to make a strong run
next year. As Brazil resumes economic
growth, it will face some important hur-
dles to meet its energy needs, and the
biggest challenges to the government are
dealing with environmental constrains
on new projects and reconciling its pre-
mium on low tariffs for consumers and
the need to attract more investments to
expand capacity. There has been some
noteworthy progress on both fronts, but
more is needed to avoid future supply
risks."

The Advisor welcomes reactions to the
Q&A above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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