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FEATURED Q&A

LATIN AMERICA ADVISOR

How Can the Dominican Republic's Power Sector Get on Track?

President Leonel Fernandez of

the Dominican Republic last

month met with Inter-American

Development Bank and World
Bank representatives in Santo Domingo to
analyze their proposal to improve the
nation's electrical system. The $380 mil-
lion allocated in the country's 2010 budget
for electricity subsidies has already been
depleted, according to media reports, and
Fernandez is facing a number of potential-
ly unpopular decisions. Do the multilateral
agencies have the right plan to put the
Dominican Republic's power sector on
solid footing? How could it be improved?
What political, social or economic factors
will shape Fernandez's decisions moving
ahead?

Bernardo Vega, president of

Fundacion Cultural Dominicana

and former ambassador of the

Dominican Republic to the
United States: "When a politician who
aspired to be president ran the electrical
sector there was no hope. With the
appointment of a businessman to run it
things have substantially improved. Payroll
costs have gone down and collections have
gone up. However, the main problem is still
getting consumers to pay for their electric-
ity, and the managers of the three distribu-
tion companies are still political
appointees. This could improve if person-
nel with foreign expertise managed the dis-
tribution companies. The multilateral
agencies have the right plan, but President

Inside This Issue

Ferndndez does not have the political will
to implement it. Disbursements from the
Inter-American Development Bank and
the World Bank have been delayed because
of noncompliance with certain objectives.
While in Washington last week, President
Ferndndez discussed with the head of the
World Bank precisely this issue. The exist-
ing International Monetary Fund agree-
ment requires an increase in the tariff rate,
but this has not happened. It also requires
focalizing subsidies with the poor and not
by areas of cities. This has started.

Continued on page 3
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Chavez Threatens to End U.S. Oil
Exports Amid Colombia Tensions

Venezuelan President Hugo Chavez on
Sunday told supporters at a rally that he
would cut off oil exports to the United
States if Colombia attacks Venezuela.
See story on page 2.

Photo: Venezuelan Government.
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Mexican Authorities Find 51
Corpses in Monterrey Mass Grave

Mexican authorities on Saturday
said they found the remains of 51
people buried in mass graves near
the city of Monterrey, the Voice of
America reported. Investigators said
the bodies of 48 men and three
women were uncovered following an
anonymous tip, adding that the vic-
tims were believed to have been
involved in drug trafficking. The
United States has been supporting
Mexico's campaign against drug
traffickers through its Mérida
Initiative, which a congressional
report released last week found has
picked up pace but lacks measure-
ments for tracking success.

Amazon Indians Block Work
at Brazil Hydropower Plant

Approximately 300 Amazon Indians
on Sunday blocked workers from a
hydroelectric plant that is under
construction in the southern city of
Aripuana because they say the site is
an ancient burial ground, Agéncia
Brasil reported. Fight Indian tribes
want compensation for damages
caused by the building of the
Dardanelos hydropower facility.

Doe Run Peru Faces Shutdown

Doe Run Peru's operations may be
shut down this week by the govern-
ment and its 2,500 workers relocated
to other jobs, EFE reported. The
company has not submitted docu-
ments that prove it has the necessary
financing in place to restart opera-
tions at its La Oroya metallurgical
complex by a July 27 deadline,
Peru's Energy and Mines Ministry
said Friday. Doe Run was required
to show that it had financing for an
environmental remediation pro-
gram. Last month the company
accused the government of not hon-
oring its contract terms.
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Political News

Chavez Threatens to Cut Off
Oil Exports to United States

Venezuelan President Hugo Chavez on
Sunday threatened to cut off oil exports to
the United States if his country is attacked
by U.S. ally Colombia. Chévez's threat
came three days after he severed diplo-
matic relations with Colombia after
Bogotd released documents allegedly
showing that Colombian rebels are taking
refuge in Venezuela, charges Caracas
vehemently denies. "If there was any
armed aggression against Venezuela from
Colombian territory or from anywhere
else, promoted by the Yankee empire, we
would suspend oil shipments to the
United States, even if we have to eat stones
here," Chavez said told supporters Sunday
at a rally, Reuters reported. "We would not
send a drop more to U.S. refineries."
Venezuela, an OPEC member, receives
more than 90 percent of its export income
from selling oil and most of that oil goes
to the United States. Chdvez also canceled
a planned trip to Cuba because he said he
feared an attack by Colombia. A group of
foreign ministers from South America is
expected to meet next week in Ecuador in
an effort to calm tensions between
Venezuela and Colombia.

Iran Must Make 'Assurances’ That
Nuclear Program Peaceful: Amorim

Brazilian Foreign Minister Celso Amorim
said Sunday that Iran should give the
world "assurances" that its nuclear pro-
gram has no military
objective, Agéncia
Brasil reported.
Amorim was in
Istanbul over the week-
end for meetings with
foreign ministers of
Turkey and Iran in an
attempt to restart nego-
tiations for an agree- Amorim

ment on the Iranian File Photo: Brazilian
nuclear program. Government.
Amorim also defended

the rights of the Iranians to develop a
nuclear program for peaceful purposes.

Monday, July 26, 2010

After talks with Brazil and Turkey in May,
Iran agreed to send about half of its ura-
nium to Turkey. In return, Iran was to
receive nuclear fuel rods processed by
Russia and France for use in medical
research. The proposal was not embraced
by other world powers, including the
Obama administration in the United
States, however. [Editor's note: See related
Q&A in the May 20 issue of the Advisor.]

Economic News

Ecuador's Correa May Enact
Hydrocarbon Reforms Amid Delay

Delayed congressional action in Ecuador
could make controversial hydrocarbon
sector reforms a law today, Dow Jones
reported. Ecuadorean President Rafael
Correa said Saturday that he will enact the
reforms, which aim to expropriate foreign
company operations unless the compa-
nies sign service contracts increasing state
control of their businesses, because law-

“0On Monday, in strict defense

of the Constitution, the bill will
become law of the republic.””

— Rafael Correa

makers failed to decide on the proposal in
a timely way. During his weekly radio
address, Correa said that "on Monday, in
strict defense of the Constitution, the bill
will become law of the republic" because
lawmakers failed to meet the time limit
set to decide about the project. The bill,
categorized as urgent, was sent to the
National Assembly by President Rafael
Correa on June 25. Fernando Cordero,
president of the National Assembly, has
said that if lawmakers do not vote to
approve or reject it within 30 days, it will
automatically become law. Late Friday,
Cordero called a session for Sunday
evening to vote on the bill, but Correa
said that this session was not called on
time, Dow Jones reported. Correa also
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said that oil companies that don't abide
by the government's policies will have
their fields nationalized and will be forced
from the country. Ecuador is already fac-
ing costly lawsuits over its previous
efforts at hydrocarbon sector reforms.
Last week, France's Perenco filed claims
over a case related to Correa's last set of
oil sector reforms, dating back several
years ago, at the World Bank's
International Center for Settlement of
Investment Disputes, an arbitration body
which Ecuador has since said that it is
leaving. [Editor's note: Look for related
Q&A in an upcoming edition of the
Advisor.]

Company News

Regulator to Review Televisa-
NII Holdings Bid in Three Weeks

Mexico's telecommunications regulator
has set a timeline of three weeks to review
the results of a closely watched auction
bid by Grupo Televisa and NII Holdings
Inc. to challenge incumbents in Mexico's
large mobile phone market, Bloomberg
News reported Friday. The government's
airwave auction appears to have met its
goals of boosting competition and pro-

The government's airwave
auction appears to have met
its goals of boosting competition,

said de Swaan.

viding capacity to the wireless industry,
and the relatively low price paid by the
companies, the only qualifying bidders
for their block in the auction, "doesn't
necessarily frighten me," Mony de Swaan,
the newly elected president of Mexico's
Cofetel, told Bloomberg News. América
Moévil, the dominant wireless service
provider in Mexico, has complained that
the companies paid too little in the auc-
tion for the spectrum. Each commission-
er of the telecommunications agency
must decide whether to void the auction
results or approve them, and each will
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Collections and identification of clients
have also improved and the huge arrears
in payments of subsidies to generators
have practically disappeared. With this
better scenario, a Latin American com-

¢ The main problem is still
getting consumers to pay
for their electricity, and the
managers of the three

distribution companies are

still political appointees. »

— Bernardo Vega

pany is considering setting up a natural
gas plant, which would reduce the
dependency on expensive fuel oil. The
gas and coal AES plants now provide
around 40 percent of all energy. The
much announced conversion of
Cogentrix to natural gas is still being
debated."

Elena Viyella de Paliza, presi-

dent of Grupo Inter-Quimica in

Santo Domingo: "The

Dominican Republic today is
in a much better position to improve the
nation's electrical system as many neces-
sary and important decisions are being
made under President Ferndndez's lead-
ership, and the management of Celso
Marranzini, a successful private sector
business leader who since August 2009 is
the minister heading the power sector.
Having a private-sector businessman
making decisions eases the path to taking
unpopular political decisions that might
otherwise be delayed or not taken at all.
The proposed plan and timing of the

Inter-American Development Bank
working jointly with the World Bank
efforts and the IMF's requirements is on
the way to placing the Dominican power
sector on solid footing, although many
challenges still need to be met especially
regarding the distribution companies to
improve collections and reliable service.
While the $380 million budget of allo-
cated funds for the power sector has
been depleted, there is sufficient addi-
tional funding within the plan from the
multilateral agencies to be provided
upon satisfying structural thresholds
that are on the way to completion. A new
program called 'Zero Debt Zero Fraud'
was recently initiated and has the pur-
pose of incorporating the power sector
employees as well as the citizens of the
Dominican Republic. This could be the
beginning of the necessary involvement
to resolve the collections problem which
is the number-one problem of the sector.
Improved collections together with the
required structural changes to strength-
en the rule of law will heighten confi-
dence from investors, for further devel-
opment of more efficient cost-reducing
power generation projects which could
pull the sector out of the vicious cycle
where it has been for the last few years.
We are moving in the right direction.
Perseverance is the key to success."

Jeremy Martin, director of the

energy program at the Institute

of the Americas: "In the last

seven years, the Dominican
government has spent more money on
electric sector subsidies than on primary
education. Celso Marranzini, the head of
state energy holding company CDEEE,
presented this remarkable statistic at a
recent Institute of the Americas energy
roundtable in  Santo  Domingo.
Marranzini's broader point is the most
critical: such a level of subsidies is not
sustainable. Energy woes are not a new

Continued on page 4

have to offer a rationale for his vote, de
Swaan said. The agency won't retroactive-
ly change the auction rules, since that

would "send an awful message" to
investors in Mexican companies, he told
Bloomberg News.
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phenomenon in the Dominican
Republic. Blackouts have occurred regu-
larly since 1969 and enormous subsidies
have been the norm for almost as long.
Successive governments, many working
in coordination with multilateral lenders,
have worked to reverse years of inatten-
tion to the losses suffered by power com-
panies. But the lack of payment across the

Dominican Republic. But the answer to
the subsidy issue lies not in external fac-
tors, but rather in creating a domestic
culture of payment. This is not a
pipedream. Dominicans willingly pay
their cell phone bills, for instance. They
understand that nonpayment results in
service interruption. No one would sug-
gest wide-scale cutting of electric power

€ The answer to the subsidy issue lies not in external factors,

but rather in creating a domestic culture of payment. »

country that has generated this annual
drag on the nation's budget remains
largely unchanged and unchallenged.
Laws were passed making nonpayment of
electric bills illegal. And some progress
was made on system losses—2009 saw a
decline to 38 percent from 43 percent in
2000. But the imbalance remains as indi-
cated by this year's energy subsidy price
tag. The international financial institu-
tions can, and have, helped the

— Jeremy Martin

to any segment of the nation's popula-
tion, but the political leadership of the
country must take the hard steps toward
reducing subsidies and encouraging citi-
zen responsibility.”

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