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Will a Brazil-Peru Energy Deal Generate Domestic Controversy?

During a bilateral meeting in

Manaus on June 16, Presidents

Alan Garcia of Peru and Luiz

Inacio Lula da Silva of Brazil
praised the signing of a new electricity
supply and export agreement, which they
called "an instrument of great strategic
interest for both countries." What are the
details of the agreement, and what is its
significance? Will electricity exports to
Brazil create the same kind of domestic
controversy in Peru as has the LNG export
project?

Marc Dourojeanni, founding

member of Peruvian NGO

ProNaturaleza and emeritus pro-

fessor of the National Agrarian
University of Peru: "The only strategic
interest in this instrument is Brazilian. In
the short and medium term, Peru will
obviously need more energy, but this can
easily be obtained out of cheaper and still
untapped hydrologic sources in the
Southern Andes, with low environmental
and social impact. Moreover, the Peruvian
territory offers several renewable energy
options. Later on, Peru may indeed need
the hydropower generated in its upper
Amazon. The best option is the Inambari
River dam, the first to be developed by
Brazil because it is the easiest. By the time
Peru needs Inambari, Brazil will be entitled
to the largest portion of its energy. Then
Peru will have to search for other much
more expensive and difficult alternatives. It
is bad business for Peru. The agreement
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doesn't take into account, in any minimal
satisfactory level, the social and environ-
mental costs of these dams and artificial
lakes to be built in the most environmen-
tally delicate area of the Amazon region.
The benefits are for Brazil; the problems,
risks and economic and social costs are
entirely for Peru. It is an outrageous agree-
ment probably responding to a combina-
tion of short-term political interests of the
current Peruvian government. If 80 percent
of the energy of the 'Brazilian' dams in

Continued on page 4

Chance for Shift in Tone
for Andean Relations

Colombian president-elect Juan Manuel
Santos said on Wednesday that he has
invited Venezuelan President Hugo
Chavez to his inauguration in August, an
indication that relations between the
quarreling neighbors could improve. See
related story on page 2.

Photo: Colombian Government.
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Guatemalan in U.S. Pleads Guilty
Over False Identity Charges

A former Guatemalan soldier plead-
ed guilty on Wednesday in a Florida
court to concealing his role in a
1982 massacre of peasants by the
army when he applied for U.S. citi-
zenship, Reuters reported. Gilberto
Jordan, 54, pleaded guilty in Fort
Lauderdale to a federal charge of
unlawfully procuring his U.S. citi-
zenship, a court statement said.
Jordan faces up to 10 years in
prison, a $250,000 fine and judicial
revocation of his naturalized citizen-
ship, according to the report.

Cofetel Board Elects Mony de
Swaan as New President

Mexican telecommunications regu-
lator Cofetel on Wednesday elected
its newest committee member,
Mony de Swaan, as president of the
agency, Dow Jones reported. De
Swaan was appointed just last week
by President Felipe Calderén and
replaces Hector Osuna, who stepped
down at the end of June citing per-
sonal reasons. Cofetel has been criti-
cized since Mexico's telecommuni-
cations sector was liberalized in the
1990s for not doing more to create
competition in the industry.

Bolivia Seeks Bidders for
New Zinc Processing Plants

Bolivia's government will seek bid-
ders for construction of two zinc
processing plants this year as the
South American country aims to
start processing the metal,
Bloomberg News reported. Mining
Minister Jose Pimentel said the
country aims to switch from export-
ing the large majority of minerals
unprocessed in favor of value-added
products. Bolivia aims to process 50
percent of the zinc from its domes-
tic mines within four years, accord-
ing to the report.
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Economic News

Colombian Inaugural Brings Chance
for Shift in Andean Relations Tone

Colombian president-elect Juan Manuel
Santos said on Wednesday that he has
invited Venezuelan President Hugo
Chévez to his inauguration in August,
local daily EI Universal reported. The shift
in tone between the tense neighbors runs
counter to expectations that relations
would remain strained under conservative
Santos, the candidate considered most
likely to continue hardline policies of his
predecessor, Alvaro Uribe, against leftist
guerrillas that Chédvez has been sympa-
thetic to. "There have been some very pos-
itive statements from Mr. Chévez in the
past three or four days, which I welcome,”
Santos said, according to the Financial
Times. The two countries, which have had
significant commercial ties, closed their

¢ There have been some very pos-
itive statements from Mr. Chavez

in the past three or four days,

which I welcome.??

— Juan Manuel Santos

borders to trade last year over political dis-
agreements. Military units were called to
border areas in highly publicized exercises
that recalled armed conflicts thought
behind the two nations. Meanwhile, the
president of Ecuador, Rafael Correa, who
also has had tense relations with
Colombia, and Santos in particular, has
already said he plans to attend the inaugu-
ration. Ecuador still has a warrant out for
Santos' arrest relating to a 2008
Colombian cross-border raid that was
conducted on a leftist rebel camp when
Santos was defense minister. Writing this
week in El Colombiano, Michael Shifter,
the president of the Inter-American
Dialogue, said that "despite the auspicious
start, political agendas and underlying
mistrust do not disappear from one day to
the next, and serious tensions could easily
surface again" between the countries.

Argentine President to Visit China
Next Week, May Seal $10 Bn in Trade

Argentine President Cristina Fernandez de
Kirchner will visit China next week,
MercoPress reported Wednesday. On the
visit, Fernandez will be signing $10 billion
in trade agreements with China, according
to Foreign Minister Hector Timerman.
China and Argentina have been working
through a trade spat over soy products.
Last month Argentina's government said
it had reached an agreement with China to
end the Asian giant's freeze on Argentine
soyoil imports, Reuters reported. China
halted shipments from Argentina in late
March following anti-dumping measures
imposed by the South American country
on some Chinese manufactured goods.

Peru to Adjust Tariffs on Gas to
Align Export and Domestic Rates

Peru's government said Wednesday that it
will increase the cost of gas that is export-
ed by eliminating the discrepancy between
royalties paid on natural gas for export
with the much-higher levies on fuel for
the domestic market, EFE reported. The
decree orders state-owned PeruPetro,
which oversees the industry, to ensure that
domestic gas customers are not at a disad-
vantage compared with foreign buyers,
according to the report. Peru's central
bank last month raised its forecast for the
country's economic growth to 6.6 percent
on faster-than-expected expansion of con-
struction and manufacturing. Facing low
popularity ratings despite the fast-grow-
ing economy, the administration of
President Alan Garcia, which took office
in 2006 and is entering its final year, has
belatedly been trying to convey fairness
and assure the public that it is not being
left behind as the Andean nation develops.
Commenting last week in the Advisor, for-
mer Peruvian ambassador to the U.S.
Felipe Ortiz de Zevallos said the "main
risks" to Peru are not the economy over-
heating, rather political and social insta-
bility that has resulted from "deficient rep-
resentative democracy, inequality of
opportunities and gross poverty in some
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regions." [Editor's note: see related Q&A
on page 1 and in the July I issue of the
Advisor.]

Company News

Volkswagen to Invest $1 Billion
in Mexico Over Next Three Years

Germany's  Volkswagen said on
Wednesday it plans to invest $1 billion in
Mexico over the next three years and that
the country is a contender for a new
engine plant, EFE reported. Volkswagen
executive Jochem Heizmann made the
announcement during a ceremony to
inaugurate a new section of Volkswagen
de Mexico's plant in the central Mexican
city of Puebla, where a special version of
the company's Jetta model will be manu-
factured, according to the report. The
Puebla plant will be "the main supplier of
compact-class  vehicles in North
America," he added. President Felipe
Calder6én said last month Mexico will
scrap its annual car tax in order to pro-
vide support for the country's auto
industry. The move prompted some con-
cern over implications of the decision for
tax policy, given that Mexico has among
Latin America's lowest tax collection
rates and plans a fiscal deficit this year of
2.8 percent of GDP.

American Tower Launches
Operations in Chile

Boston-based American Tower
Corporation on Wednesday announced
that it has launched operations in Chile.
As part of its entry, American Tower has
signed agreements to purchase up to 287
wireless communication tower sites from
Telefénica Chile through the end of this
year, the company said in a press release.
Telefénica will be an anchor customer for
ATC. "Our launch of operations in Chile
extends our presence into a vibrant wire-
less market where recent spectrum auc-
tions are expected to drive investment in
network expansion by existing wireless
carriers as well as new entrants," said Jim
Taiclet, the company's CEO. American
Tower currently has operations in the
U.S., Mexico, Brazil and India.
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The Dialogue Continues

How Has Chile's Pifiera Done in His First 100 Days in Office?

Chilean President Sebastian

Pifiera last month marked 100

days in office, although many

of the economic goals he set
during his campaign have been over-
shadowed by the need to rebuild after
the 8.8-magnitude earthquake that
shook the country in February. How has
Piiiera done in the presidency so far?
Will he be able to secure congression-
al approval for a reconstruction plan
that has drawn criticism from oppo-
nents, who say it grants too many con-
cessions to the business community?
How comfortable is the Concertacion in
its new role as an opposition party?

Ricardo Lagos Weber, member

of the Senate of Chile with the

Party for Democracy: "I think

you have to recognize that
President Pifera has put a lot of effort
into his job, has tried to do it well, and at
times succeeded. He has been a presi-
dent who has been on the ground, and I
think in that sense he has followed well
the example of President Michelle
Bachelet. T recognize that he under-
stands the value of being on the ground
with the people. Unfortunately,
President Pifiera has failed to consult
with the opposition about our visions of
how to finance reconstruction in Chile.
I think we could have avoided some of
our differences if we had had the oppor-
tunity to talk about these at the appro-
priate time. Up until this point, except
for the issue of the mining royalty, the
president has gotten everything he
wanted in the reconstruction plan. If
he's not willing to modify the royalty,
then I think unfortunately you're going
to see a step backwards. If it's just a mat-
ter of finding $600 million, which is
what the government says, then I think
that's giving away the so-called 'tax
invariability' to the big mining compa-
nies for pretty cheap. You could easily

get that $600 million by extending the
tax increase for Chile's richest citizens—
which is already part of President
Pifiera's plan—for two additional years.
I would say that, rather than making
concessions to the business sector,
Pinera had to make concessions to the
UDI party. In the case of the business
sector, they haven't asked for anything,
and they appear to be content with a tax
increase, because they're paying a small
price for tax invariability. I think the
Concertacién is still trying to find its

¢« Except for the issue of the
mining royalty, the president has

gotten everything he wanted in

the reconstruction plan. 2

— Ricardo Lagos Weber

bearings. We haven't yet completely
processed the defeat. We're in the
process of renewing the structure of the
political ~ parties  within  the
Concertacién. But above all, we still
have a long period ahead for finding the
right tone with which to speak to
Chileans. That tone shouldn't be one of
opposition, which was the role the right
played for 20 years. I don't have a desire
to be in the opposition, but rather to be
an alternative to the government. And to
do this, we still have lots of very delicate
work to do to get in tune with Chileans,
and that will take a while."

Editor's note: The above is a continua-
tion of a Q&A published in the June 30
issue of the Advisor.
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Peru is to be exported for decades, there is
no doubt that this will soon be the cause
of serious conflicts regarding the price
and, in the medium term, when Peru will
need more energy, with regard to the per-
centage of energy for each country. The
controversy over this arrangement is
already fierce in Peru."

Miguel Vega Alvear, president

of the Peru-Brazil Chamber of

Commerce and Integration in

Lima: "After a series of negotia-
tions, Brazil and Peru on June 16 signed
the Energy Integration Agreement creat-
ing a framework for hydroelectric devel-
opment that relies principally on flows
from eastern region of the Andes and the
Amazon. The projects will be developed
under 30-year concessions, after which
they will revert to the Peruvian state at no
cost. The agreement also gives priority to
Peru’s domestic energy consumption,
allowing electricity exports only if there is
a surplus and fixing the limit of
exportable energy at 6,000 megawatts.
The agreement is very demanding in
environmental terms, stipulating that
projects which don’t meet environmental
requirements won't be authorized. The
Manaus agreement also covered the
development of the gas sector in Peru,
where various companies are already
involved in gas exploration projects. The
two countries agreed to foster greater
participation of companies in petro-
chemical development in southern Peru.
Once the extent of gas reserves in the jun-
gle is better established, opportunities for
companies would include building a
pipeline, distribution systems, energy
generation projects and the development
of an integrated pole for gas industrial-
ization. The importance of the above
agreements is that they strengthen
advancements in the strategic alliance
between the two countries that has been
in place for the last five years. These have
included eliminating passports for travel-
ers, signing an agreement to avoid double
taxation, adopting the digital television
system used in Brazil and Japan, building
highway and multimodal links, making
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Peru an associate member of Mercosur
and upgrading seven Pacific ports in
order to better connect Asia with Peru
and Brazil."

Francisco Ebeling Barros,

member of the board of eco-

nomics and energy policy of

the Brazilian Institute of Oil,
Gas and Biofuels in Rio de Janeiro: "In
recent years, Brazil and Peru have
increased efforts to establish greater
interconnections between their energy
grids—so-called regional energy integra-
tion. Brazil's energy matrix is already a
very clean one, and as the country aims
on expanding it—through projects like
the controversial Belo Monte dam, which
should become the second largest
hydropower plant in the country—it is
clear that Brazil needs to continue
exploring all opportunities that are avail-
able. In this sense, building dams in Peru
to generate energy seems like a reliable
plan. The Peruvian government wants
these projects, and Brazilian companies
such as state utility Eletrobras and con-
struction firms like Odebrecht have the
strength to carry them out. But these
efforts raise two important points. First,
Brazil is growing very fast, and the coun-
try's ability to carry out its development
plans is as strong as ever. In this sense,
energy integration and, consequently, the
construction of hydroelectric plants in
Peru are likely to happen because of
Brazil's steadily growing political and
economic importance. Second, Brazil is
increasingly becoming a regional hege-
monic power. This new reality should be
assessed carefully. Brazil's interests—in
this case its energy needs—should not
prevail without considering the needs of
its neighbors. Peru's interests could be at
least partially neglected in face of Brazil's
strong influence. Integration should
instead be a win-win situation."

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