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QPeru's energy minister, Jorge
Merino, announced last month
that the country is reviving
plans to partially privatize state-

run oil company Petroperú by selling as
much as 49 percent of the company's
shares on the local market. Merino said
the decision was based on the example
of other national oil companies that were
able to grow after receiving injections of
private capital. Will the plan come
about? How would the partial privatiza-
tion change Petroperú and the competi-
tiveness of the country's energy-sector?
How effective have similar reforms been
for other state-run energy companies?

ACarlos E. Paredes, director of
Inteligencia Financiera in Peru:
"In record time, the Peruvian
Congress approved a bill pro-

posed by the president that opens the way
for launching a $3.5 billion oil refinery
project on the northern coast of Peru and
for the partial privatization of Petroperú
(up to 49 percent). If successful,
Petroperú will be able to raise private cap-
ital and finance the Talara refinery project
as key components of an overall reorgan-
ization and modernization plan that also
contemplates incorporating best corpo-
rate governance practices. The proposed
market-based scheme, which will benefit
from a partial government guarantee,
sounds reasonable as it is could allow the
implementation of a project that will

increase the country's refining capacity,
reducing the degree of dependence on
imports of distillates, and that should also
significantly reduce air pollution. The
questions that remain to be answered are
whether Petroperú will be successful in
raising capital and in securing the financ-
ing of the refinery project. Success clearly
requires a top management team working
closely with a top international financial
advisor."
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Will a Partial Privatization of Petroperú Succeed?

Protestors took to the streets of Buenos
Aires on Monday to demand that the
government take action to end power
shortages that have affected many
parts of the city. An estimated 11,000
people were without power over the
weekend. See story on page 2.
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Protestors Demand Action on
Buenos Aires Power Outages



Power Sector News

Protestors Express Outrage at
Power Outages in Buenos Aires

Protestors blocked the main roads leading
to Buenos Aires on Monday, setting trash
and tires on fire to demand that the gov-
ernment take action to end power short-
ages that have affected many parts of the
city, BBC News reported. Protestors
blocked roads and caused traffic jams as

many people left the city for the New
Year's holiday, and other protestors took
to the city streets banging pots and pans.
Buenos Aires is currently experiencing its
worst heat wave in 40 years, with temper-
atures above 38 degrees Celsius (100
degrees Fahrenheit), and the increased use
of air conditioning has put strain on the
country's aging electrical grid. The gov-
ernment has blamed private companies
for the outages, which have left some
neighborhoods without power for two
weeks. Cabinet Chief Jorge Capitanich
said that if electricity companies Edenur,
controlled by Pampa Energía, and
Edesur, owned by Italy's Enel, cannot
resolve blackouts, it will take over electric-
ity distribution, Bloomberg News report-
ed Dec. 19."We've told them emphatically
that if they aren't able to provide proper
services the government will," Capitanich
said. Meanwhile, the opposition has
blamed the outage on poor management
by the government. Buenos Aires Mayor
Mauricio Macri said, "Private companies
are also responsible, but the main respon-
sibility is with the federal government.
The government must control to make
sure there is an investment program,

which has not happened in the last
decade. And now we are regretting the
consequences of that," according to BBC
News. Macri also suggested that the gov-
ernment change the time zone of Buenos
Aires to conserve energy. On Sunday
night, demand hit a record-high for a
non-working day, and public-sector
workers were told to stay home Monday
in an effort to save energy. It is estimated
that 11,000 people had no power over the
weekend, and hundreds of thousands of
others have suffered outages over the past
weeks.

Pernambuco Selects 6 Projects in
Brazil's First Solar-Only Auction

Five companies were chosen to develop
six solar projects in Brazil's first solar-only
auction, held by the government of the
northeastern state of Pernambuco on Dec.
27, Globo Nordeste reported. The win-
ning projects will have the capacity to
generate 122.82 megawatts of power,
more than six times Brazil's current
installed solar capacity, and will require
597 million reais ($252.89 million) of
investment. The winners were four proj-
ects with around 30 megawatts of capaci-
ty and two 5-megawatt projects. The aver-
age price of energy sold in the auction was
228.63 reais per megawatt hour, 8.55 per-

cent less than the
starting price of 250
reais per megawatt
hour. The winners
received 20-year
power contracts and
have 18 months to
install the projects,
with generation
expected to begin by
June 2015. The suc-
cessful companies
were Germany's

Sowitec Operacional, Italy's Enel Green
Power, Spain's Sun Premiere Holding
Participações and Brazilian companies
Kroma Energia and Cone Concierge.
Eduardo Azevedo, Pernambuco's energy
secretary, said, "the results have been very
good," according to pv magazine
Latinoamérica. The state is expected to
hold another solar licensing round in the
first half of this year.
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Shell, ONGC Purchase Petrobras'
Stake in Parque das Conchas Project

Royal Dutch Shell and India's Oil
and Natural Gas Corp. have
increased their stakes in the offshore
Parque das Conchas project after
purchasing the 35 percent stake held
by Brazilian state oil company
Petrobras for $1.64 billion,
Bloomberg News reported. Effective
Wednesday, Shell's stake increased to
73 percent from 50 percent, and
ONGC increased its stake to 27 per-
cent from 15 percent. Shell is the
operator of the field, which pro-
duces approximately 50,000 barrels
of oil equivalent per day. 

Enel Connects 90-Megawatt
Chilean Wind Farm to the Grid 

Italian renewable energy company
Enel Green Power announced Dec.
27 that its 90-megawatt Valle de los
Vientos wind farm, located in
Chile's northern Antofagasta region,
has been completed and connected
to the grid. The wind farm, which
required investment of $170 million
and can supply more than 200 GWh
of energy annually, will feed into
Chile's northern SING grid under a
20-year power purchase agreement.

Pacific Rubiales Sells Stake in
Colombian Pipeline for $385 Mn

Toronto-based oil and gas company
Pacific Rubiales announced Dec. 23
that will sell its 5 percent stake in
Colombia's Oleoducto Central S.A.
(Ocensa) pipeline to a Darby
Private Equity-led consortium for
$385 million. Proceeds from the sale
of the stake will be used to pay
down debt from Pacific Rubiales'
$1.5 billion acquisition of Calgary-
based Petrominerales. Pacific
Rubiales said the deal includes the
right to transport 29,000 barrels per
day through Ocensa.

“ Private companies are also

responsible, but the main

responsibility is with the

federal government.”
—Mauricio Macri

Azevedo
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Mexico is Most Attractive Near-Term
Solar Market in the Region: GTM 

Mexico will be the most attractive market
for solar power this year, with the coun-
try's solar market expected to quadruple,
according to a recent report from GTM
Research, PV-Tech reported Dec. 19.
GTM estimates that the base of installed
solar in Mexico will grow to 240
megawatts in 2014 from 60 megawatts
last year. Demand for solar projects in
Mexico is being driven by high levels of

insolation, a supply of cheap desert land
and supportive government policies. For
example, a major contributor of demand
is the Small Power Producers Program,
under which the state power company,
Comisión Federal de Electricidad, guar-
antees that it will buy power from plants
that have up to 30 megawatts of total
capacity. Strong residential demand and
self-supply projects for commercial,
industrial and agricultural customers are
also contributing to the growth of solar
energy in the country. In all, 219
megawatts of projects are currently under
construction, almost half of which are
located in the state of Baja California Sur.
The states of Yucatán and Sonora will also
see significant growth in the near future
due to announced plans for projects with
280 megawatts of capacity.

Uruguay Buys Insurance to Protect
Power Supply From Drought

Uruguay's state-run electricity utility,
UTE, has signed an 18-month insurance
policy with the World Bank for protec-
tion in the event that low rainfall causes
the country to turn from hydroelectric
power to more expensive oil imports for

electricity generation, The Wall Street
Journal reported Dec. 20. Uruguay, which
generates approximately 80 percent of its
electricity from hydropower, has been
affected by costly droughts during two of
the last five years. The World Bank devel-
oped the policy, which pays up to $450
million if the country is forced to buy oil
due to a drought, with reinsurers Swiss
Re, Germany's Allianz and Bermuda-
based Nephila Capital Ltd. The World
Bank said if a repeat of the worst drought
on record in Uruguay occurred again, it
would cost the government as much as $1
billion due to current oil prices. In 2012,
water shortages caused the country to
increase oil imports and go over its pro-
duction budget by $450 million, which
led to higher electricity rates, borrowing
money and the use of some of the
nation's energy stabilization fund.
Uruguay's electricity supply is expected to
become less vulnerable to drought in the
next few years as it generates more power
from wind and natural gas.

Oil & Gas News

Óleo e Gás Seeking Cash to Pay
Debt and Avoid Losing Concessions

Troubled Brazilian oil company Óleo e
Gás Participações on Monday said it is
pursuing sources of cash to cover its share
of development costs in the Atlanta and
Oliva fields and avoid having its conces-
sion revoked, Reuters reported. The fields
are part of the BS-4 offshore concession,
located in the Santos Basin, and the first
horizontal production well at the Atlanta
field is expected to begin output in
January. Brazil's hydrocarbons regulator
told Óleo e Gás, founded by businessman
Eike Batista and formerly known as OGX
Petróleo e Gás Participações, on Dec. 23
that it must show that it is up to date on
its financial obligations to its partners,
QGEP Participações and Barra Energia.
Óleo e Gás holds a 40 percent stake in the
block, while Barra and QGEP, the block's
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ACésar Gutiérrez, director and
consultant at Utilities Peru:
"The decision to sell shares of
Petroperú, up to 49 percent,

with widespread ownership of 5 percent,
so that in theory any corporation in the
sector could acquire as much as 44 per-
cent, is wrong-headed. It puts Chinese
state oil company China National
Petroleum Corp. in an advantageous
position that is very difficult to reverse.
CNPC is now the main agent of the
hydrocarbons market in Peru, after
acquiring the operation that Brazil's
Petrobras had in the country. My asser-
tion is based on two points: Today, the
only provider of light crude (34° API) for
Talara, Petroperú's most important
refinery, is CNPC from lots it has in the
area. This gives it control of the purchase
price of its crude, the main variable for
obtaining profit margins at the refinery.
The second point is that there will not be
a private corporation in the western
world that will be interested in acquiring
44 percent of a company in which the
Peruvian government controls 51 per-

cent. However, a company like state-
owned CNPC would make an investment
of this type to improve its bilateral posi-
tion and have a strategic regional posi-
tion. Peru has not had a good experience

with Chinese companies. The best exam-
ple is the Shougang iron ore producer
whose contribution to the country in
every respect has been meager or nonex-
istent."

AEmilio Zúñiga, vice president
of Latin Pacific Capital S.A.:
"The decision to partially pri-
vatize Petroperú has been

made without a strategic plan to develop
the company. Today, national oil compa-
nies (NOCs) around the world give pri-

Featured Q&A
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“ The decision to sell shares of

Petroperú...is wrong-headed.”
— César Gutiérrez

The base of installed solar in

Mexico will grow to

240 megawatts in 2014 from

60 megawatts last year.
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operator, each hold 30 percent. Óleo e
Gás owes its partners approximately 73
million reais (31.2 million), which it must
pay within 15 days. Óleo e Gás said it is
"aware of its obligations to its partners
and is seeking alternative sources of capi-
tal, as is already publicly known, in order
to meet its obligations," according to The
Wall Street Journal. The oil company filed
Latin America's largest-ever bankruptcy
protection petition on Oct. 30 and then
did not respond to three payment
requests made to it in November and
December.  Last week, Óleo e Gás reached
a preliminary deal with its creditors to
turn $5.8 billion of debt into a 90 percent
stake in the company, Agence France-
Presse reported. The compensation deal
would include turning $3.8 billion worth
of bonds issued by its Austrian subsidiary
into shares, while also seeing bondholders
invest $200 million to $215 million into
the company to help it maintain opera-
tions and cash flow. 

Obama Approves Budget That
Includes Hydrocarbons Deal 

U.S. President Barack Obama on Dec. 26
signed a two-year bipartisan budget deal
that included approval of the U.S.-Mexico
Transboundary Hydrocarbons Agreement
(THA), the Associated Press reported. The
budget deal that ratified the THA won
approval in the House of Representatives
on Dec. 12 and then in the Senate on Dec.
18. After being signed by U.S. and
Mexican administration officials in
February 2012, the THA was stalled by a
dispute after the Senate and House of
Representatives passed bills that differed
over whether to exempt companies from a
requirement of the Dodd-Frank Act that
they disclose payments made to foreign
governments. The exemption is not
included in the agreement passed as part
of the budget deal. The THA opens up
approximately 1.5 million acres along the
countries' border to oil and gas develop-
ment and ends a moratorium on drilling
in the area, which is estimated to hold 172
million barrels of oil and 304 billion cubic
feet of natural gas, according to The
Maritime Executive. The agreement also
creates frameworks for U.S. companies to
work with Mexico's state-run oil compa-

ny, Pemex, to develop cross-border fields
as well as for companies to develop
resources on one side of the border in a
way that respects the interests of both
countries. 

Political News

Castro Warns of Subversion 
Aimed at Toppling Government

President Raúl Castro warned Wednesday

that Cuba is facing "ideological and polit-
ical subversion aimed at toppling its
socialist system," BBC News reported. In a
speech marking the 55th anniversary of
the Cuban Revolution, Castro added that
global power centers" were "subtly intro-
ducing neoliberal and neocolonial think-
ing" in Cuba. Still, he added that the coun-
try "would emerge victorious." Castro
spoke in Santiago, Cuba's second-largest
city, at the spot where his brother Fidel
told reporters on New Year's Day 1959
that Fulgencio Batista had been over-

Decmeber 30, 2013-January 3, 2014

QEconomic growth in Latin
America and the Caribbean
has been in "low gear," the
International Monetary Fund

said in October in its Regional
Economic Outlook report. While growth
is expected to edge up slightly this year
to 3 percent, regional economic activity
will remain below the average expan-
sion rate of the past decade, the IMF
said. What will drive the region's eco-
nomic growth in the coming year?
Which countries will experience solid
economic expansion in 2014, and which
will struggle? Where have government
policies done the most good or damage
to growth?

AAlicia Bárcena, executive
secretary of the Economic
Commission for Latin
America and the Caribbean:

"Expectations of a slackened global
demand for commodities amid the
anticipated monetary easing in the
United States in 2014 would result in
smaller inflows of portfolio investment
and new external financial outflows. This
could affect countries to varying degrees;
economies with significant reserves, low
external debt and broad access to inter-
national capital markets will fare better
than those without such advantages. The
partial upturn in the global economy
could boost regional exports, as well as
services (particularly tourism) and
remittance receipts. Nevertheless,
imports could expand faster than exports

due to buoyant consumption and expec-
tations of rising investment. Therefore,
the region's balance-of-payments cur-
rent account will continue to deteriorate,
with a deficit costlier to finance. Given
these assumptions, growth prospects
look brighter for Mexico and some coun-
tries in Central America and the
Caribbean as their trade is heavily con-
nected with high income markets (espe-
cially the United States). Central America
and the Caribbean will benefit from
lower commodity prices. Some heavily
indebted countries of the Caribbean
could be a significant exclusion from this
picture. Southern economies that are
more reliant on high commodity prices
and have China as an important trading
partner face important challenges in the
short-run as well as with long-term eco-
nomic growth. However, the region also
faces some opportunities. Currency
depreciation could, if sustained, increase
incentives for investment in nontradi-
tional tradable sectors. Growth-support-
ing industrial, trade, environmental,
social and labor policies that take into
account the needs of SMEs would reduce
the region's structural heterogeneity.
This pathway of growth combined with
greater equality would increase econom-
ic and social sustainability, and reduce
reliance on external events."

Editor's note: More commentary on this
topic appears in the Dec. 23 issue of the
Dialogue's daily Advisor.

Advisor Q&A
How Will Latin American Economies Perform in 2014? 

http://www.thedialogue.org/uploads/LAA/Daily/2013/LAA131223.pdf
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thrown. "It's been 55 years of constant
struggle against the plans of 11 U.S.
administrations, that with varying hostili-
ty, have not stopped in their goal to
change the economic and social regime
brought about by the revolution," said
Raúl Castro, who has implemented sever-
al economic reforms since taking over for
his brother in 2006. "The revolution's pro-
gram will be updated every five years so
that it can always answer to the true inter-
ests of the people and promptly correct
any errors." Castro and U.S. President
Barack Obama shook hands last month at
the funeral of former South African
President Nelson Mandela, leading to
speculation about a possible thaw between
the two nations. However, Castro said
Wednesday that the revolution "continues
the same, without compromise with any-
body, absolute with the people." Fidel
Castro, 87, did not attend Wednesday's
ceremony. However, a Spanish newspaper
journalist who interviewed him in
December said he was "healthy and alert."

Economic News

Panama Canal Contractors 
Threaten to Halt Work

The consortium of workers on the
Panama Canal's expansion project
warned Wednesday that it may bring the
project to a halt because of financial
problems stemming from a $1.6 billion

cost overrun, the Associated Press report-
ed. The consortium gave the Panama
Canal Authority 21 days to find a resolu-
tion for the dispute, saying that it is
responsible for covering the additional
costs. The canal's administrator, Jorge L.
Quijano, responded by issuing a state-
ment saying that the companies must
"respect the contract that they themselves
accept and signed." The consortium,
Grupo Unidos por el Canal, is made up
of Spain-based Sacyr, Italy's Impreglio,
Belgium's Jan De Nul and Panama-based

Constructora Urbana. The consortium
won a $3.2 billion contract in 2009 to
construct a third set of locks at the canal.
Panama has said that the expansion will
cost a total of $5.2 billion and is sched-
uled for completion by June 2015. 

Venezuela Devalues Currency 
44 Percent for Foreign Tourists

Venezuela on Dec. 23 devalued its curren-
cy by 44 percent for foreign tourists, from
6.3 bolívars per dollar to 11.3 bolívars,
The Wall Street Journal reported.
Beginning Dec. 23, non-residents can
exchange dollars for bolívars at the new
rate, and foreign credit cards will use the
new rate as well. In addition to the
tourism sector, the new rate will apply to

investments in the
oil sector,
Venezuela's oil min-
ister and economic
vice president,
Rafael Ramírez, said
in mid-December.
However, essential
sectors such as food
and health care will
continue to use the
6.3 rate. The 11.3
rate is offered

through a parallel foreign currency auc-
tion system, known as Sicad, which
resumed in October in an effort to reduce
shortages ahead of Christmas, according
to Bloomberg News. Dec. 23 was the first
time the Sicad exchange rate was dis-
closed publicly. Most of the country's cur-
rency, 95 percent, comes from the main
currency system, Cadivi, but the usage of
Sicad will increase significantly in 2014,
Ramírez said last week. The devaluation
still does not align the tourist rate with
the black market, where dollars are pur-
chased for more than 60 bolívars.
Venezuela devalued its currency by 32
percent in February to 6.3 bolívars, but
the currency has lost 73 percent of its
value on the black market this year. "This
is the first step toward an officially weak-
er exchange rate across the board. We are
looking at a significant devaluation early
next year," Daniel Snowden, emerging
markets economist at Informa Global
Markets in London, told Bloomberg. 
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Zapatista Members, Supporters
Mark 20th Anniversary of Uprising

Masked members of Mexico's
Zapatista rebel movement and their
supporters gathered Tuesday in the
southern state of Chiapas to mark
the 20th anniversary of the move-
ment's uprising, the Associated
Press reported. The uprising began
on Jan. 1, 1994, the day the North
American Free Trade Agreement
took effect, and called attention to
the plight of Mexico's impoverished
indigenous population. "Twenty
years ago, on these days, we said
'enough,' " an indigenous leader
known as Comandante Hortensia
told the gathering. 

El Salvador Volcano Erupts,
Prompting Evacuations

The Chaparrastique volcano in El
Salvador erupted Sunday, spewing
ash and prompting evacuations of
nearby areas, Reuters reported.
Authorities said that people within a
1.9 mile radius of the volcano,
approximately 5,000 people, would
be evacuated and that emergency
shelters were set up. The volcano is
located 86 miles east of San
Salvador.

Brazil's Manufacturing 
Activity Edges Upward

Manufacturing activity in Brazil
increased slightly in December to a
seasonally-adjusted 50.5, just over
the 50 mark, which separates con-
traction from expansion, according
to the HSBC Purchasing Managers'
Index, Reuters reported Thursday.
The rise in manufacturing activity
was due mostly to growth in the vol-
ume of new orders, which increased
for the first time in six months. The
surveyed companies reported seeing
stronger demand for products, but
noted that economic uncertainty is
harming client confidence.

POLITICAL & ECONOMIC BRIEFS

The expansion is scheduled 

to be complete by June 2015.

Ramírez

File Photo: Venezuelan
Government.
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ority to building a strong oil base by
forming alliances with private operating
partners to avoid bureaucratic problems
and undue political interference. That
plan does not rule out the need to invest
further in the Talara Refinery in the
future, but for the time being is only tar-
geted to complying with environmental
standards. I doubt a private investor will
risk billions ($3.5 billion to expand
capacity by 30,000 barrels per day) to
become a partner in a small refinery by
international standards where it will not
hold a majority nor control. The failure
in 2013 of Repsol to sell La Pampilla
Refinery (50 percent bigger than Talara)
seems to support this view. On the other
hand, partially privatizing a state com-
pany through public offers adds value to
the company, as the track record of
Petrobras has shown. A competitive
energy sector needs to have alternative
sources of supply in fuels, something
that already happens in Peru, and the
expansion of Talara is more of the same.
True, Peru faces a growing deficit in
diesel, but under a free market for
imports neither refinery (Talara or
Repsol) has shown any interest in filling
this gap. The price Petroperú may pay
for spending billions on Talara is to cut
its possibilities in the strategic
upstream."

AEleodoro Mayorga Alba, part-
ner at L&Q Consultores y
Abogados and former general
manager of Petroperú: "The

law that now allows the government to
provide a guarantee of up to $1 billion to
close the financing of the modernization
project of the Talara Refinery (PMRT)
was approved with broad support. This
confirms that the project does not need
a direct contribution of funds, but has a
marginal profitability. In any case, the
law seeks to disassociate Petroperú of
productive economic activities, or forces
it to sell 49 percent of its assets. Rather,
what is proposed is to gradually raise
private capital without risking the cash
flow compromise to the PMRT. It is crit-

ical to define which projects shall be
implemented with Petroperú participa-
tion within a plan to gradually achieve
private participation. These projects
comprise mobilizing proven reserves
and improving the country's supply of
fuels and petrochemicals. In the north-
west, there is the operation of old fields

in which it is agreed Petroperú will have
a stake of 25 percent. There is also an
integrated heavy oil project to consoli-
date the production of light crude
reserves of Block 64 to the reserves of
Blocks 192 and 8, as well as Blocks 67
and 39 operated by Perenco. Another
change would be in the operation of
wholesale terminals, whose concessions
are expiring soon, based on tariffs that
allow upgrading the facilities to cope
with a growing demand. In the medium
term, there is the petrochemical sector
that requires developing infrastructure
and plants in partnership with qualified
companies. For these projects, Petroperú
can now issue shares and raise resources
in the stock exchange. Petroperú urgent-
ly needs to prepare a plan showing it is a
renewed company with a capable staff,
operating without political interference
under a non-discriminatory tax treat-
ment and willing to undertake profitable
projects."

The Energy Advisor welcomes responses
to this Q&A. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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“ It is critical to define which

projects shall be implemented

with Petroperú participation

within a plan to gradually

achieve private participation.”
— Eleodoro Mayorga Alba


