www.thedialogue.org

Thursday, March 10, 2011

INTER-AMERICAN DIALOGUES

BOARD OF ADVISORS

Diego Arria
Director,
Columbus Group

Genaro Arriagada
Board Member, Banco
del Estado de Chile

Joyce Chang
Global Head of
Emerging Markets
Research, JPMorgan
Chase & Co.

W. Bowman Cutter
Former Partner,

E.M. Warburg

Pincus

Alejandro Delgado
Senior Economist for
Latin America, Africa,
the Middle East

& Asia Pacific,
General Motors

Dirk Donath
Managing Director,
Eton Park Capital
Management

Jane Eddy
Managing Director,
Corporate & Govt.
Ratings Group,
Standard & Poor's

Marlene Fernandez
Corporate Vice
President for

Government Relations,

Arcos Dorados

Jason Hafemeister
Vice President,

Allen F. Johnson &
Associates

Peter Hakim
President Emeritus,
Inter-American
Dialogue

Donna Hrinak
Vice President,
Global Public Policy &
Gov't Affairs, PepsiCo

Jon Huenemann
Vice President,
U.S. & Int'l Affairs,
Philip Morris
International

James R. Jones
Co-chair,

Manatt Jones

Global Strategies LLC

Craig Kelly
Vice President,
The Cohen Group

John Maisto
Director,

U.S. Education Finance
Group

Nicolas Mariscal
Chairman,
Grupo Marhnos

Thomas F.
McLarty Il
President,

Mclarty Associates

Carlos Paz-Soldan
Partner,
DTB Associates, LLP

Beatrice Rangel
Director,
AMLA Consulting LLC

José Antonio Rios
Chief Executive Officer,

Vadium Technology Inc.

Andrés Rozental
President,

Rozental & Asociados
and Senior Fellow,
Brookings Institution

Everett Santos
President,
DALEC LLC

Shelly Shetty
Senior Director, Latin
American Sovereign
Ratings, Fitch Inc.

Copyright © 2011, Inter-American Dialogue

FEATURED 0&A

LATIN AMERICA ADVISOR

Will the Belo Monte Dam's Benefits Outweigh the Costs?

In January, the Brazilian govern-
ment issued a partial license, a
deviation from typical procedure,
to begin clearing land around the
11,200 MW Belo Monte dam, set to be the
world's third largest. The consortium can-
not begin construction on the dam itself,
however, until it proves it has met 40
socio-environmental conditions.
Indigenous groups and environmentalists
have petitioned the government with more
than half a million signatures in opposition
to the project, claiming the dam threatens
hoth native peoples and the area's biodi-
versity. Will the protestors be successful
in slowing or stopping the dam's construc-
tion? What would be the dam's impacts?
Do the project's economic and energy
generation benefits outweigh its costs?

John Albuquerque Forman, pres-

ident of J Forman Consultoria in

Rio de Janeiro and former ANP

director: "This type of discussion
is a never ending source of misunderstand-
ings and irreconcilable positions. For the
government, the increase in population
and industrial growth of the economy
results in the need of new sources of ener-
gy. Where will the energy be generated and
what type of energy is acceptable? If global
warming is the parameter, then coal and oil
are not acceptable, gas just passes the test
and nuclear energy, although not a con-
tributor to warming, presents, to many,
other dangers. So water remains as the only
source of clean energy for large volume

Inside This Issue

production. Solar, wind, tide and other
alternatives for generation, at present, are
not capable of supplying the enormous
amounts of energy demanded. But rivers
have a limited capacity to generate energy
and the rivers in south, southeast, central
and northeastern Brazil have already been
tapped for their potential for large scale
production. That leaves the Amazon Basin
as the only remaining area where rivers
have not yet been harnessed, with excep-
tions like Tucurui. Amazonian rivers are
shallower than those to the south but have

Continued on page 3

If Obama Doesn't Act on
Trade Deals, 'l Will': Hatch

Top Republican lawmakers, including
Sen. Orrin Hatch, threatened Wednesday
to hold up a trade deal with South Korea
unless the Obama administration also
advances similar pacts with Colombia
and Panama. See story on page 2.

File Photo: U.S. Senate.
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Costa Rica, Nicaragua Claim
Victory After Border Ruling

Costa Rican and Nicaraguan offi-
cials are both claiming victory after
the International Court of Justice
made a preliminary ruling earlier
this week on a border dispute that
has caused tense relations between
the Central American countries, the
Christian Science Monitor reported.
Tuesday's ruling calls on the coun-
tries to withdraw all soldiers, police
and other authorities from a con-
tested region along the border San
Juan River. However, it also does not
bar Nicaragua from dredging the
river, which led to the standoff
between the countries late last year.

Slim Tops Forbes' Billionaires List
For Second Year in a Row

Mexico's Carlos Slim, 71, held on to
the top spot on Forbes magazine's
annual ranking of billionaires with
an estimated net worth of $74 bil-
lion, growing $20.5 billion in the
past year, Bloomberg News reported.
Slim's holdings include the biggest
mobile phone company in the
Americas, América Movil, Mexico's
largest landline phone carrier,
Télefonos de México, along with
Grupo Financiero Inbursa, and
Grupo Carso. Bill Gates and Warren
Buffet held on to the number two
and three spots, respectively.

Peru Likely to Raise Interest
Rate to 3.75 Percent

Peru's central bank is likely to raise
its benchmark lending rate from 3.5
percent to 3.75 percent to stem
inflationary pressures that have
driven demand for credit, goods and
services, Bloomberg News reported,
citing 20 economists. Finance
Minister Ismael Benavides said in
February that the economy would
expand around 8 percent in the first
quarter and 7 percent this year.
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Political News

U.S. Charges 10 In Connection
With Mexico Consulate Killings

U.S. authorities have charged 10 alleged
members of a Mexican gang in connec-
tion with the killings a year ago of three
people tied to the U.S. Consulate in
Ciudad Juarez, the Associated Press
reported Wednesday. The two Americans,
U.S. Consulate employee Leslie Ann
Enriquez Canton and her husband,
Arthur Redelfs, were fatally shot March
13, 2010 after they left a consulate-spon-
sored children's party in the violence-
plagued Mexican border city. Jorge
Alberto Salcido Ceniceros, a Mexican
man who was married to another
employee of the consulate, was also killed
at about the same time in a different part
of the city after leaving the same event.
The 10 people arrested are alleged mem-
bers of the Barrio Azteca gang, U.S.
Attorney General Eric Holder told
reporters Wednesday in Washington.
"Without question, the arrests and
charges that we are announcing today will
disrupt Barrio Azteca's current opera-
tions," said Holder. "Criminal by crimi-
nal, gang by gang, mile by mile, we will
keep up our fight to end the scourge of
violence along our
o southwest  border."
Seven of the defen-
dants are jailed in
Mexico and U.S. and
Mexican authorities
are working together
to extradite them to

Holder

the United States, said
File Photo: U.S. the UsS. Justice
Department of Justice. Department. Also

Wednesday, Mexican
federal police said they arrested another
suspect in connection with the killing of
U.S. Immigration and Customs
Enforcement agent Jaime Zapata, who
was shot Feb. 15 while driving through
the Mexican state of San Luis Potosi.
Another agent was wounded in the attack.
Several alleged Zetas gang members are
already in custody in connection with the
killing. One suspect said the gunmen mis-
took the vehicle the agents were traveling

in with one used by rival gang members.
Meantime in the Pacific coast city of
Mazatldn, six people were killed and 21
were wounded Tuesday night after two
gunmen opened fire on a crowd in a park-
ing lot outside a popular bar.

Economic News

Lawmakers Threaten to Delay Korea
FTA for Colombia, Panama Deals

Republican U.S. lawmakers threatened
Wednesday to delay approval of a free-
trade agreement with South Korea unless
the administration of President Barack
Obama also advances similar accords
with Colombia and Panama, Agence
France-Presse reported Wednesday.
Obama, who faces some opposition to the

€C1f the president
will not act, I will. »

— U.S. Sen. Orrin Hatch

trade deals from parts of his Democratic
Party base, has called for approval of all
three deals, but has wanted more time to
finish the Colombia and Panama pacts.
Sen. Orrin Hatch (R-Utah) said during a
hearing on Capitol Hill that the adminis-
tration has "talked a big game on these
trade agreements," but has lacked "politi-
cal courage." Hatch added, "If the presi-
dent will not act, I will. If the president
ignores the will of the Congress and sends
the Korea agreement without Colombia
and Panama, I will do ... everything that I
can to make sure that those two agree-
ments are considered at the same time as
Korea." Senate Republican leader Mitch
McConnell of Kentucky said Colombia is
repairing ties with Venezuela while the
trade accords remain stalled. "I, for one,
am prepared to do everything in my
power to pass these agreements together
this year," said McConnell. In testimony
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before the Senate Finance Committee,
U.S. Trade Representative Ron Kirk said
the administration is working hard to
advance the Colombia and Panama deals.
"We seek the same widespread support
for the pending trade agreements with
Panama and Colombia that we have gen-
erated through our work on the Korea
agreement,” he said.

Company News

Pemex Seeking to Buy 'Significant'
U.S. Refining Asset: Chief Executive

Mexico's state-owned oil company,
Pemex, wants to purchase a "significant"
refining asset in the United States as
demand for gasoline escalates in Mexico,
Bloomberg News reported Wednesday,
citing Chief Executive Officer Juan José
Sudrez Coppel. Pemex could finalize a
deal this year after evaluating several
potential targets, Sudrez Coppel told the

| news service in an
interview in Houston.
He declined to specify
which assets were
under consideration.
Pemex is seeking to
| increase refining
capacity as increasing
automobile usage in
Mexico spurs demand
for fuel. Demand is
expected to increase
by about 5 percent a year through next
year, Mexico's Energy Ministry has said.
"The driver of this transaction is strategic,
so our plan is to go ahead with a deal
regardless of the current oil prices,"
Sudrez Coppel told Bloomberg, adding
that Pemex also could acquire more than
one refining asset. Assets that Pemex is
considering could boost fuel output "sig-
nificantly" by more than 50,000 barrels
daily, he said. In 1993, Pemex and Royal
Dutch Shell partnered in a joint venture
at the refinery in Deer Park, Texas. The
plant underwent upgrades in 1995 and an
expansion in 2001 and is able to process
340,000 barrels of oil daily. Pemex pur-
chases half of the gasoline that the refin-
ery produces and sends it back to Mexico.

i '-'
Suérez Coppel

File Photo: Mexican
Government.
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very large volumes of water. While a con-
ventional dam will flood an immense
area, turbines designed to run in the
Amazonian conditions produce less
energy than those used on rivers with a
larger differences of topographical levels.
The catch is more energy or not. Ask
anyone who has no energy available to
illuminate their homes or have a TV or
air conditioning if they are willing to
give up this possibility and the answer
will, very probably, be no. But you will
hear from people living in air condi-
tioned or heated homes that the aggres-
sion to the planet has to be stopped.
Those who have less want more, while
those who already have a lot think that
they should not improve their lot. Who
finances and induces the indigenous
people and environmental groups? The
ones who have the conditions they want
to deny to those who do not have them
yet. These are the questions that need to
be discussed and not whether costs are
worth paying."

Christian Poirier, Brazil pro-

gram coordinator for Amazon

Watch: "Recent  protests

against Brazil's Belo Monte
dam have exposed not only the project's
grave environmental and human rights
costs, but also its flimsy economic and
technical rationale. There has been a
notable shift in Brazilian public opinion
against the project and the Dilma gov-
ernment's plans to build more than 60
other large dams in the Amazon. Recent
protests across Brazil have called on
Dilma to cancel Belo Monte and opt for
viable alternatives to her disastrous plans
for the Amazon's rivers. Should this
pressure continue to mount, protests
undoubtedly have the potential to slow
or stop Belo Monte. The dam complex
would have enormous social and envi-
ronmental impacts, driving more than
40,000 people from their home, includ-
ing the indigenous Juruna and Arara
communities whose way of life is based
upon the Xingu River. Far from generat-

ing 'clean’ energy, the project will emit
vast quantities of methane, a greenhouse
gas that is 34 times more potent than
CO2. It would also bring over 100,000
migrants to a region with sparse services
and governance, fueling social chaos and
driving rampant deforestation in the
surrounding protected areas and indige-
nous territories. The project's benefits do
not begin to outweigh its costs. Due to
the Xingu's seasonal fluctuations, Belo
Monte will only generate 39 percent of
its capacity on average, making it hugely
inefficient. More than 30 percent of its
energy will go to export-oriented mining
industries in the Amazon, the public
benefit of which is nil. It will also cost
upwards of $17 billion, of which the
Brazilian development bank BNDES will
finance up to 80 percent in publicly sub-
sidized funds. The project leans so heav-
ily on public financing because it is toxic
to private investors."

Mark Langevin, director of

BrazilWorks and associate

researcher at the Centro

Universitario de Brasilia: "The
news that a partial license has been
granted, coupled with recent demonstra-
tions in Brasilia, signals that the conflict
over the government's hydroelectric
energy policy is coming to a head.
Brazil's energy policy plan envisions the
rapid construction of installed hydro-
electric power plant capacity from
78,000 megawatts up to 250,000 by 2030,
most of which is planned for the
Amazon basin. The government has
downsized Belo Monte's environmental
impact, met several of the socio-environ-
mental conditions for licensing and facil-
itated financing by BNDES. Opposition
to the dam, including mounting interna-
tional solidarity, has slowed down the
project and will continue to do so. Belo
Monte has become the rallying point and
strategic focus for an emergent environ-
mental movement in Brazil, one further
inspired by Marina Silva's surprising
performance in the presidential elections

Continued on page 4

Page 3 of 4



Inter-American Dialogue’s Latin America Advisor

Thursday, March 10, 2011

Featured 0&A
Continued from page 3

last year. Yet, while the movement's focus
may slow down Belo Monte or even stop
the project altogether, it is unlikely to dis-
rupt the overall policy of expanding the
number of hydroelectric power plants in
the Amazon basin. Indeed, slowing down
or stopping Belo Monte will most cer-
tainly lead the government to accelerate
planning for smaller projects on the
Madeira and Xingu rivers, as well as ther-
moelectric power plants, as compensa-
tion for the loss of planned electrical gen-
eration at Belo Monte. Brazil's plan to
harness the resources of the Amazon will
continue, and President Dilma's leader-
ship and governing coalition provide
ample political capital for moving this
policy forward. Brazil's growing environ-
mental movement has and will continue
to push the government and private
stakeholders to adopt more stringent
environmental safeguards and protect
indigenous communities; and it may win
its fair share of battles, including Belo
Monte. Yet, Brazil's energy policy is the
cornerstone of national development;
cheap, renewable electrical energy is the
nation's pivotal comparative advantage.
The real challenge is how best to trans-
form this advantage into sustainable eco-
nomic and social development. This rais-
es the question; can Brazil's growing
environmental movement work with the
Dilma administration in the coming
years to increase the sustainability of the
nation's energy policies or will it simply
protest from the sidelines?"

Marco Antonio Fujihara, direc-

tor at KeyAssociados and CEQ

of Sustain Capital: "I do not

believe that the protesters will
be successful because there is a strong
will from the federal government to
build this dam. Pressures from local
groups can delay the schedule proposed
by the government but little will actually
change the status quo of the enterprise.
The impacts of the dam will be many,
and the main criticism from environ-
mentalists and economists is the little
effective power generation capacity in
relation to the dam's size."
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Philip M. Fearnside, research

professor at the National

Institute for Research in the

Amazon (INPA) in Manaus:
"One would be naive not to recognize the
power of the Brazilian federal govern-
ment to do whatever it wants, regardless
of whether it is illegal, unjust or simply
foolish from the standpoint of the coun-
try's interests. Nevertheless, it is an error
to be fatalistic. The "partial' license for the
construction site is clearly illegal, as
detailed in the Brazilian Public Ministry's
recommendation to IBAMA and in its
civil public suit. No separate environ-
mental impact statement was prepared
for the construction site. Rather, it is an
integral part of the licensing for the over-
all project, for which 40 conditions are
still pending. After over a year, virtually
nothing has been done to meet those
conditions. More important than the
legal questions are the project's under-
stated impacts, overstated benefits and a
decision-making process that is blind to
both. The official scenario, known as the
'institutionalized lie' by opponents, is that
there will be only one dam on the Xingu
River. However, Belo Monte by itself is
economically unviable because the highly
seasonal water flow in the river would
leave the 11,000 MW main powerhouse
completely idle during 3-4 months out of
the year. An economic analysis estimates
only a 28 percent chance of breaking
even. This was based on a June 2001 offi-
cial cost estimate of 9.6 billion reais. Since
then the official cost estimate has risen to
19 billion reais, and the estimates of pri-
vate construction companies exceed 30
billion reais. Since no one would invest
these sums with the intention of losing
money, it suggests that the government
and the investors are, in fact, counting on
the upstream dams that would flood vast
areas of indigenous land and tropical
rainforest. Much of the electricity is for
export in the form of aluminum ingots
with minimal benefit for Brazil."

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