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This issue of LatinFinance is given over almost entirely to infrastructure and project
finance, for good reason. Connectivity will be the key to economic growth in the
decades ahead. Latin America needs excellent roads, pervasive telecom and

Internet networks, state-of-the-art logistics and reliable power supplies to fully connect
with the global economy. Achieving this takes more than just spending lots of money.
Latin Americans must rethink the way they plan these enormously expensive projects.
We have a few modest suggestions of our own. 

Existing infrastructure should be optimized before new projects are built. For
instance, road-pricing mechanisms coupled with improved public transportation can
reduce congestion faster and more cheaply than building new highways. Latin America
must also maintain its existing stock of infrastructure better. From the outset, all new
infrastructure projects should include guaranteed sources of financing well into the
future. 

Market mechanisms should be used more aggressively, although governments dislike
pricing scarce resources. Many public goods – from transportation to electricity and
even health and education – can be apportioned efficiently by harnessing market forces.
The poor need to be protected from price-gouging by privatized utilities, but subsidies
encourage waste. Voucher schemes should be used more.

Making users pay market prices requires a change in Latin America’s payment
culture. Consumers oppose market economics because prices often increase without
improvements in service. This reflects weak or misguided regulation. Latin America
needs a competition shock. Sectors exposed to real competition can deliver cheap and
efficient services with surprising speed. 

Planning processes for new developments can be streamlined and be made more
transparent, leading to more efficient and cheaper projects. Public hearings, open
bidding processes and audits by truly independent watchdogs are needed. Community
involvement would boost the region’s political culture. The Inter-American
Development Bank (IDB) is supporting the creation of government agencies in Latin
America to measure the effectiveness of development projects. 

Mechanisms like public-private partnerships, build-operate-transfer schemes and
capital market structures can reduce waste, politicization and corruption. Latin
America’s capital markets are evolving rapidly and are beginning to invest in
infrastructure projects. Governments need to remove regulatory and tax obstacles to
accelerate this trend. 

Overt poverty-reduction, public health improvement or environmental targets should
be included in contracts for public concessions. Operators should be required to post
performance bonds, which they would forfeit if they fail to meet their targets. Water,
road and power projects lend themselves to this approach. Planned projects that can’t
meet these performance targets would not proceed. Others judged to be in the public
interest would require government support, making subsidy awards more transparent. 

International financial institutions, especially the IDB, need to structure financial
packages as well as lend to projects. Although governments must play a central role in
infrastructure, their borrowing capacity is almost exhausted. Yet the agencies have
failed to establish a satisfactory relationship with the private sector. Borrowers need
streamlined decision-making processes. They need long-term local-currency, not dollar,
financing. They need exposure to global best practices. These needs are best met by the
official sector. The IFC is making progress in this direction and wants to do more.

Crazy, naïve or ill-conceived as these ideas may seem, harnessing the power of
markets to further the public good is a notion as old as Adam Smith’s The Wealth of
Nations. There’s no reason why within a generation or less, Latin Americans couldn’t
be enjoying the best infrastructure in the world. 
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Intelsat’s Tie-Up in the Sky
Satellite operator Intelsat has agreed to buy PanAmSat for $3.2
billion including debt, kicking off another round of consolidation in
the global satellite industry. The agreement, expected to close in six to
12 months, marks the fourth major change in ownership at
PanAmSat within the past two years. General Motors sold control of
PanAmSat’s parent Hughes Electronics to Rupert Murdoch’s News
Corp. in December 2003, which unloaded PanAmSat to private
equity firm Kohlberg, Kravis & Roberts in April 2004. KKR paid
$23.50 a share to take PanAmSat private, but when it took
PanAmSat public again in a $900 million IPO in March, the stock
launched at only $18 a share. Fortunately for KKR, Intelsat’s offer
price came in at $25 a share. 

EnCana gets 
out of Ecuador
Canadian natural gas
concern EnCana will sell its
Ecuadorian assets to Andes
Petroleum, a joint venture
of Chinese petroleum
companies, for $1.42
billion. EnCana’s
Ecuadorian operations
produce 75,000 barrels
per day of oil, have claim
to 143 million barrels of
proven reserves and a
36% stake in the OCP oil
export pipeline. Andes
Petroleum will pay cash
for the assets. Oil refiner
Sinopec and CNPC,
China’s largest oil
producer, are partners in
Andes Petroleum. Merrill
Lynch was financial
advisor on the deal for
EnCana, and Harrison Lovegrove & Co. was technical industry
advisor. Shortly after the announcement it would leave Ecuador,
EnCana and its US partner Kerr-McGee announced they had
discovered heavy oil reserves in Brazil’s offshore Campos Basin. 

Brazil Sells Bonds
Brazil sold $1 billion in 20-year bonds at the beginning of September
at 8.52%, down from 8.90% the government got on a sale in
January. Bear Stearns and Morgan Stanley managed the sale. The
funds raised will go towards financing a $1.2 billion buyback of
outstanding C-Bonds as well as saving funds to help finance the
government’s expected federal budget deficit in 2006 – an election
year. Brazil, the developing world’s largest debtor, is expected to issue
$9 billion in debt over the next two years.

M&P Betting on Venezuelan Oil
French conglomerate Maurel & Prom (M&P) bought $478 million of
oil and gas exploration and production assets in Venezuela and

Colombia from UK-based Knightsbridge Petroleum at the end of
August. The properties with 176 million barrels in proven and probable
reserves, were was financed by issuing 4.5% of M&P’s common stock
worth $95 million to Knightsbridge and the balance in cash. Nanes
Delorme Capital Management advised M&P on the deal.

Telmex Dials in a Deal
Mexican telephone giant Telmex continued its expansion into Central
and South America by signing a preliminary agreement to buy a majority
stake in Colombia Telecomunicaciones from the Colombian government
for $350 million in cash and stock. As part of the deal, Telmex would
receive a management fee of 3% of net revenue but will pay the
government $174 million-equivalent in Colombian pesos over 15 years
adjusted for inflation, plus 4% interest annually. Telmex has been on an
acquisitive tear in Latin America, buying operators in Brazil, Colombia,
Argentina, Chile and Peru since the beginning of 2004. 

World Bank 
Backs Mexico
The World Bank approved a
$200.5 million fixed-spread
loan to Mexico to finance
sustainable development
projects. The loan, the second
of three to be extended to
Mexico over a five-year
period, will support tourism,
energy, sustainable forestry,
water and environmental
management projects. The
dollar-denominated loan has a
repayment period of 14?
years, including a 4?-year
grace period.

Davivienda
Expands 

Colombia’s fourth-largest bank Davivienda bought a 98% stake in
competitor BanSuperior for $196.6 million in a public offering in early
September. The deal also gives the bank the Colombia franchise for
Diner’s Club credit cards. The two banks’ operations will be combined
over the next 12 months.

CAF’s Infrastructure Spree
The Andean Development Corp. (CAF) announced in August $378
million in loans to three of its member countries, pursuing its interest in
funding infrastructure projects in Latin America. It approved a $180
million loan to Bolivia’s National Road Service to finish a highway to
Brazil. It agreed to grant a $71.8 million loan to Venezuela to fund
reconstruction of the Caracas Metro system. CAF also approved $125.8
million in loans to Ecuador to finance infrastructure development and to
support Ecuador’s economic program. Most of the money for Ecuador is
earmarked for road improvement throughout the country, while $20
million will go towards supporting newly appointed Economy and
Finance Minister Magdalena Barreiro’s economic program.
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Advent Buys Uruguay’s NBC
US private equity firm Advent International is leading a group of
investors to acquire Uruguay’s Nuevo Banco Comercial (NBC)
from the government for $167 million. The acquisition of
Uruguay’s largest commercial bank is expected to close in
December 2005. Advent is managing a syndicate of co-investors
that includes Morgan Stanley Alternative Investment Partners
and two European development banks, the Netherlands’
Development Finance and Germany’s DEG. The Uruguayan
government created NBC in December 2002 out of three banks
it had suspended during the country’s 2001–2002 banking crisis.
NBC took the three banks’ best assets and currently has almost
$1 billion in assets and $176 million in equity. The bank will be
managed by Buenos Aires-based Grupo de Servicios y
Transacciones, a firm set up by a group of former bankers at
leading Argentine banks.

Ipiranga Gets IFC Loan
Brazil’s Ipiranga Petroquímica (IPQ) signed on for a $150
million stand-by loan from the World Bank’s private sector
arm, the International Finance Corp. (IFC) to fund working
capital and back new investment projects. The A/B loan
includes a $50 million IFC portion and $100 million in
commercial bank loans guaranteed by the IFC. IPQ is an oil
refiner, distributor and petrochemicals producer. The loan is
payable over nine years with a three-year grace period and pays
250 basis points over Libor.

TV Azteca Exchanges Debt
Embattled Mexican broadcaster TV Azteca prepaid $131
million a loan due in February 2008 to Banco Inbursa in
September. The loan had an escalating rate of 490 basis points
over the Mexican interbank rate at the time of the prepayment.
To fund the payment, TV Azteca placed $132 million-worth of
structured securities paying 215 basis points over the interbank
rate. The new securities, which have gradual maturities ending
in 2011, have been rated AA(mex) by Fitch Ratings.

Guatemala’s Banco Industrial 
Issues Securitized Notes
Guatemala’s largest bank by assets, Banco Industrial, announced it
would issue $125 million in notes securitized by dollar-
denominated remittance flows. The notes, issued through a special
purpose vehicle, will have a seven-year tenor with a two-year
interest only period. XL Capital Assurance will provide financial
guarantee insurance for the notes, raising them to an investment
grade rating from Moody’s Investors Service.

Sales at the Supermarket Chain
Brazil’s Diniz family sold $100 million in non-voting shares in Cia.
Brasileira de Distribuição, the holding company of the Pão de
Açúcar supermarket chain. The group’s founder, Valentim dos
Santos Diniz, and his daughter sold 5.5 billion shares to four
investors that included Rio de Janeiro-based investment fund
Dynamo. That firm is an aggressive proponent of strong corporate
governance, which is likely to bring increased scrutiny of
governance issues at the family-owned supermarket holding
company. Completion of the sale coincided with the departure of

Augusto Cruz as president of the company, after two and a half
years in that position. Although Pão de Açúcar is half-owned by
French supermarket chain Casino, the Diniz family says a Brazilian
will replace Cruz.

Vultures Pick at VarigLog
Troubled Brazilian Airline Varig has agreed to sell its logistics and
shipping unit VarigLog to private US investment fund Matlin
Patterson Global Advisors. Varig, which is in bankruptcy
proceeding in Brazil, will sell 95% of VarigLog, which is valued at
$100 million, for a net $38 million in cash and $60 million in
debt. Matlin Patterson is a privately-held vulture fund known for
converting distressed debt into in the company. Varig is fighting for
its life, burdened by a $3 billion debt load. 

Ideal Soars on First Day
Mexican tycoon Carlos Slim’s new infrastructure company Ideal
listed on the Mexican Stock Exchange in a blowout deal in mid-
September. Ideal shares rose 14% on the first day of trading.
The company was spun off from Slim’s financial arm Inbursa.
Ideal will invest in roads, ports, water and energy projects as
well as public-private partnerships in education and health in
Latin America. Ideal has a portfolio of $1.11 billion in
infrastructure assets.

Banco do Brasil gets State-of-the-Art
State-owned commercial bank Banco do Brasil will pay IBM
nearly $300 million over the next three years for hardware,
software and IT services to support its operations. IT support
will constitute half of the deal, while $84 million will go toward
the purchase of six state-of-the-art mainframe computers,
replacing twelve older models. Banco do Brasil, the country’s
biggest bank, expects to save $116 million in IT spending over
the next three years as a result of the deal.
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Latin American & Caribbean bond issues - August 1 to August 31, 2005

Value Original Amount
Rank Date Issuer Bookrunner (US$ million) Currency (million)

1 4-Aug Republic of Panama Deutsche Bank 283.13 US Dollar 283.13
2 17-Aug CFECB ING 242.08 Mexican Peso 2,573.30
3 1-Aug Companhia Energética de Pernambuco Unibanco, BSCH, ABN Amro, Banco Itau, HSBC 179.84 Brazilian Real 430.00
4 4-Aug Banco Votorantim Nassau Banco Bradesco, BNP Paribas 99.90 US Dollar 99.90
5 2-Aug MXMACCB 05 Credit Suisse First Boston 46.98 Mexican UDI* 139.61
6 16-Aug MFCB 05 Ixe Casa de Bolsa 46.47 Mexican UDI* 138.08
7 17-Aug HSCCB 04 HSBC 45.75 Mexican Peso 486.28

*Inflation-protected currency

Source: Dealogic

Latin American syndicated loan - August 1 to August 31, 2005

Mandated Value 
Rank Date Borrower Arrangers (US$ million)

1 16-Aug Telemar Norte Leste ABN Amro, Citigroup, Banco do Brasil, BBVA, 540.15
BNP Paribas, Fortis, SG Corporate & Investment Banking, 
Unibanco

Source: Dealogic

Top Latin American and Caribbean M&A transactions - August 1 to August 31, 2005

Value Target Bidder 
Rank Date Target Bidder (US$ million) Adviser Adviser

1 11-Aug TIM Perú América Móvil 504.81 Credit Suisse First Boston
2 3-Aug SmartCom PCS América Móvil 473.31 JP Morgan Credit Suisse 

First Boston
3 8-Aug PrimeSys Embratel Participações 99.79
4 16-Aug Grupo Editorial Expansión Time Warner 65.05
5 19-Aug TV Sky Shop Americanas.com 53.61
6 17-Aug Tecnomix Cementos Bío Bío 29.37
7 18-Aug Tecon Rio Grande (33%) Ocean Wilsons Holdings 23.57
8 11-Aug Compania Eléctrica San Isidro (25%) Endesa 21.06
9 3-Aug Amanco Plastigama (45.13%) Pavco 14.00

10 1-Aug San Francisco El Naranjal sugar mill Francisco García González 13.50
11 11-Aug La Rescatada gold mine (Peru) Aruntani 12.5
12 23-Aug Banco de Entre Rios Banco General de Negocios 6.54
13 26-Aug Albayda manufacturing plant Ovoprot International 4.00
14 18-Aug Diario Financiero (Chile) Cristalerias de Chile 3.00
15 19-Aug TV Max Chile Southam 2.80
16 8-Aug Argentine textile factory in Patagonia Benetton Group 0.88
17 2-Aug Peru Asnune & Carcuta mining assets Solex Resources 0.20
18 5-Aug Sermines de México Resmex 0.15
19 24-Aug Ediciones e Impresos Grupo Claro 0.01
20 10-Aug Itautec Philco Gradiente Eletrônica SA
21 12-Aug Cablevisión de Argentina (25%) Grupo Clarín
22 12-Aug Six Colombian radio stations Radio Cadena Nacional (RCN)
23 4-Aug Bancolombia (43.6%) Five Colombian investors
24 17-Aug Aruba Grand Beach Resort & Casino Riu Hotels
25 17-Aug Grupo Siderúrgico Diaco (10.72%) Metalúrgica Gerdau

Source: Dealogic
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World Bank’s New Team
More than five months after his appointment as World Bank
president, Paul Wolfowitz has announced two new top members of
his management team. 

He chose Lars H. Thunell, a
Swedish corporate banker, to
head the International Finance
Corp., the World Bank’s
private-sector arm. Thunell
takes over from Germany’s
Peter Woicke, who left earlier
this year. Thunell will begin at
the IFC next January. He
worked as CEO of Sweden’s
SEB, a leading international
corporate bank, for the past
eight years. He also held senior
positions at ABB and American
Express. By tradition, the
president of the World Bank is

an American who appoints a
European to lead the IFC.  

Wolfowitz also picked Vincenzo La Via, an Italian, as CFO of
the World Bank. He will start work in November. La Via was CFO
at Italy’s Banca Intesa and had previously served at the World Bank
as part of the Young Professional Program and as advisor to the
Italian executive director. He was also an investment officer in the
World Bank’s treasury department. La Via’s resume also has stints
as director general of debt management at the Italian Treasury, as
well as managing director of Akros, an investment management
company. La Via studied at Università La Sapienza in Rome and
has a PhD in economics from the University of California, Los
Angeles. 

Citigroup Makes Changes in Brazil
The investment banking arm of Citigroup has named Ricardo
Lacerda managing director and head of its Brazilian business.
Lacerda, who starts with Citi in December, will be based in São
Paulo and will report to John Boord, head of investment
banking for Latin America. Lacerda previously led Goldman
Sachs in Brazil. Lacerda is leaving ahead of a planned joint
venture between Goldman and Brazilian investment bank Banco
Pactual. Lacerda’s former boss at Goldman, Corrado Varoli,
head of Latin American investment banking, is expected to move
to São Paulo from New York to lead the joint venture. 

Kirchner Fires Branda
Argentine President Néstor Kirchner fired Central Bank board
member Ricardo Branda, who was charged in September with
taking bribes when he served as a senator in 2000. The bank is
nominally independent but the law allows the president to
remove board members he finds unfit for office. Filling Branda’s
seat will be Luis Corsiglia, a Buenos Aires Stock Exchange
official. Branda says he is innocent and that Kirchner only fired
him to strengthen his control over the bank. However, a
congressional committee found that a judicial investigation had
uncovered enough evidence in the bribery case to cause Branda’s

dismissal. Branda is accused of taking bribes in exchange for
helping pass a law curtailing employee rights. That scandal
triggered a political crisis that culminated in the collapse of
former President Fernando de la Rúa’s government in 2001,
followed by a catastrophic default and devaluation. 

Edenor President Resigns
A shakeup in ownership of Edenor, the Argentine electricity
distributor, has led to the resignation of Fernando Ponasso as
president. His resignation came weeks before Argentina’s
aggressive investment fund Grupo Dolphin, headed by Marcelo
Mindlin, took control of 65% of Edenor from Eléctricité de France
in mid September. Alejandro Macfarlane, a former director at
Repsol YPF, replaced Ponasso.

Telefónica Shuffles Executives
Spain’s Telefónica, Latin America’s second-largest mobile operator,
is moving executives around Latin America. The company sent
José Molés, the CEO of Telefónica Móviles México, to become
CEO of the company’s fixed-line business in Chile, Telefónica
CTC Chile. Molés replaces CTC’s longtime CEO Claudio Muñoz,
who was named executive chairman of Telefónica Empresas
América. Telefónica named Miguel Menchén to replace Molés in
Mexico. Menchén, another longtime Telefónica executive who
once served as technical director of the company’s flagship
operation in Spain, comes to Mexico from a post as CEO of
Telefónica’s Moroccan operator MediTel. 

Andrónico Luksic Dies
The patriarch of Chile’s Luksic Group and founder of Chile’s
Antofagasta copper business, Andrónico Luksic died at the age of
78 in mid-August. He was chairman of the group from 1982 until
November of last year, after which he served as honorary president
until his death. He built the Antofagasta copper and rail company
into an FTSE 100 company with a market capitalization of $4.86
billion. Belief that Antofagasta may be taken over by a larger
diversified mining group caused shares of the company to jump
5% following the news of Luksic’s death. Luksic’s son, Jean-Paul
Luksic, was made chairman of Antofagasta following his father’s
retirement in 2004. Luksic was one of the richest men in Latin
America and in 2004 Forbes estimated the Luksic family net worth
at $3.4 billion.

New MasterCard 
International VP
Credit card issuer MasterCard
International has appointed
Iván Ochoa as its Miami-based
vice president for Business
Administration for Latin
America and the Caribbean.
Colombian-born Ochoa will
report to Javier Pérez,
president of MasterCard
International’s Latin America
and Caribbean operations. Iván Ochoa

Lars Thunell



http://www.brazilcham.com
mailto:membership@brazilcham.com
mailto:info@brazilcham.com
http://www.brazilcham.com


cover story

10 LATINFINANCE October 2005

In the 1980s, Latin America’s biggest
economic problem was its staggering
debt burden. In the 1990s, inflation

became the region’s worst problem. Now,
decaying infrastructure is becoming the
new crisis. It is not hard to see why – the
evidence is right there, before our very
eyes. Traffic congestion, potholed roads,
bad water and power failures are
increasingly common. Mexico’s inability
to reform its energy industries is
undermining the economy. In Argentina,
government hostility to markets and
foreign investment is choking off
expansion of its energy industries. The
World Bank says that in Peru, poor
transportation infrastructure adds 34% to
production costs. 

Modern economies cannot function
without efficient infrastructure.
Telecommunications and electricity are
critical to every industry. Manufacturers
cannot operate without reliable and
rapid road transportation. An export
economy needs cheap and efficient port
systems integrated into national road
and rail systems. Even something as
mundane as water and sewage services is
essential to improving public health,
raising living standards of the poor and
ensuring a clean environment. Latin
America cannot compete with Asia if
collapsing infrastructure imposes such

Latin America’s notoriously poor infrastructure is
reaching the breaking point. Brazil faces the biggest
challenges, but it also offers the greatest rewards. 

A Bridge 
to Nowhere
by John Barham

heavy costs on its people and companies. 
Fortunately, the government of

Brazilian President Luiz Inácio Lula da
Silva has taken infrastructure seriously.
The government has revamped its power
industry regulations. It has passed
legislation allowing public-private
partnerships. State-owned development
bank BNDES is financing rail projects in
the northeast and west of Brazil.
Petrobras, the national oil company, has
embarked on a $56.4 billion investment
plan. Next year, all being well, Brazil
will become self-sufficient in oil. 

Too Late
But these initiatives have come too late,
are often ill-conceived and are insufficient
to meet the country’s needs. Companies
are already cutting back or canceling
investment plans citing Brazil’s inadequate
infrastructure. 

Brazil’s biggest mining company Cia.
Vale do Rio Doce (CVRD) says it has had
enough. “Today, our concern is to meet
our energy consumption needs,” says
Roger Agnelli, the company’s president.
“But we can’t expand supply at the same
rate as the increase in our consumption.
And, without this infrastructure, we will
have to seek opportunities where there is
sufficient availability of power at
reasonable prices.” Although Brazil will
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remain the focus of its activities, Agnelli says
CVRD is looking at investment
opportunities in countries in Africa as well
as China, Australia and Venezuela. “We
can’t consider a new aluminum smelter in
Brazil because of the risk of power failures
or electricity price increases. But in Africa,
we have power at low prices.”

No wonder people say Latin America is
facing an infrastructure crisis. A recent
World Bank study points out that “the
region is spending less than 2% of GDP on
infrastructure – and 4% to 6% per annum is
needed if the region is to catch up or keep up
with the countries that once trailed it, such
as Korea or China.” 

Latin America has to raise
infrastructure investment to 4% to 6% of
GDP every year for 20 years to achieve
South Korea’s current levels of
infrastructure, says the World Bank. Even
levels of about 2% of GDP would be
enough to meet the expected growth in
demand from firms and individuals and to
achieve universal service for water,
sanitation and electricity within a decade.
These lower estimates don’t include
maintenance – which would require an
additional 1% of GDP – nor do they
include rehabilitation or urban transport,
ports and airports.

Brazil’s infrastructure problems may
seem more daunting than those of other
Latin American countries. But the
potential rewards of improvement are also
greater than for other countries. No other
major country in Latin America is
expanding export volumes as rapidly as
Brazil. Foreign trade last year rose by one-
third to $159.25 billion. This flood of
exports, mainly of minerals, agricultural
commodities and manufactured goods,
suggests that there are plenty of financially
viable infrastructure projects that can be
financed either by the markets, by private
companies, by development agencies or
the government.  

José Sérgio Gabrielli, the new president
of Petrobras, says Brazil is not the only
country facing a critical infrastructure deficit
(see Brazil’s Big Oilman, p. 18).
“Insufficient infrastructure, especially
energy infrastructure, is an obstacle to
growth. If we project growth into the future,
we will face energy shortages, in the full
meaning of the words, in Russia, India,
China and Brazil,” he says.  



cover story

12 LATINFINANCE October 2005

Brazil’s infrastructure crisis stems from a
secular decline in public investment.
Politicians in one administration after
another chose to keep current spending –
mainly government wages and social
security benefits – largely untouched as
they took an ax to investment and
maintenance budgets. Between 1995 and
1998, Brazil reduced investments in
infrastructure by 3.1% of GDP,
contributing disproportionately to the
government’s fiscal cuts. 

The Predicament
Successful privatization of the power and
electric systems in the 1990s reduced the
burden somewhat, as did highway
concessions in the more developed south
and southeast. Carlos Guimarães, private-
sector coordinator for the Inter-American
Development Bank (IDB), says Brazil has
one of the most stable and attractive road
concession programs in Latin America.
However, governments did not use this
income to increase investment in port
expansion or in highways in the interior.
For a country that still relies on trucks –
not freight trains – to carry most of its
goods, potholed and unsafe roads are a
severe economic burden. 

Furthermore, the private sector never
made up for cuts in public sector
investments in the 1990s. Private sector
investments in Latin American
infrastructure projects have fallen sharply

in recent years, to $16 billion in 2003
from a peak of $71 billion in 1998,
according to the World Bank. And this
money has gone mainly to the energy and
telecommunications sectors of six
countries – Argentina, Brazil, Chile,
Colombia, Peru and Mexico. 

Insufficient investment and high
interest rates have one positive impact on
Brazil’s infrastructure crisis. An
unfavorable investment climate means the
economy cannot grow much faster than
3%-4% a year, minimizing the added
strains on its infrastructure. Indeed, if the
economy grew any faster, power shortages
and supply bottlenecks would quickly
trigger inflation. 

If everyone agrees that Latin America
needs to deal urgently with its
infrastructure problems, deciding on
which are the right solutions and putting
them into practice is far less
straightforward. 

The most obvious constraints are
fiscal. Even though the debt crisis broke
out a generation ago, governments are
still struggling with staggering debt
burdens. Brazil alone has a gross debt-
to-GDP ratio of 71% and ran a budget
deficit equivalent to 2.7% of GDP in the
12 months through July. Only one Latin
American country – Chile – has
eliminated its structural budget deficit.
Finding money to spend on
infrastructure is far harder when finance

ministers are struggling to manage debt
loads or pay for social programs. 

If the government were able to free
up some resources for investment and
maintenance of existing roads, power
stations, ports, transmission lines and
water systems, though, it would have a
dramatic impact. Diverting public
spending of just 1% of GDP from
investment to maintaining the existing
infrastructure could increase GDP by
1.9% in Latin America. 

Governments – especially Brazil’s –
have to improve the quality and
effectiveness of their investment plans.
Tighter controls and audits could reduce
corruption and inefficiency in the public
sector. A survey last year by Transparency
International, the anti-corruption
organization, found that two-thirds of
companies bidding for Brazilian public
contracts reported that officials solicited
bribes. According to the survey, 70% of
companies paid an astounding 3% of
revenues in bribes and a few paid up to
10% of revenues. 

Waldir Pires, Brazil’s comptroller-
general, says more than 20% of public
spending is lost to corruption. Hopes that
this would change with the rise to power of
the Workers Party, which campaigned on a
platform of honesty and administrative
efficiency, have been dashed. A campaign
funding and votes-for-bribes scandal in
Congress has claimed senior government
officials and even tainted the reputation of
President Luiz Inácio Lula da Silva. 

Inefficiency is a separate, if related,
problem. Specifically, some government
departments involved in planning,
managing or executing public works are so
disorganized that they fail to spend their
annual budget allocations. The unspent
balance is returned to the Treasury at the
end of the fiscal year. 

Pedro de Andrade Faria, managing
partner at São Paulo-based investment fund
Tarpon Investimentos, says bureaucratic
bumbling directly affects business decisions.
“We have to do something to limit
bureaucracy. It is a constant source of
problems,” he says. For instance, Faria says a
waterway linking the Tietê and Paraná river
systems in São Paulo state and western Brazil
only carries 2 million tons of freight per year
– far below its capacity – because of

Doing it the hard way: Brazil needs to get serious about infrastructure.
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bureaucracy, excessive regulation and
lobbying by sectors that would suffer
if the cargo were shifted onto more
efficient river barges. Faria should
know: he is structuring and raising
funds for an investment fund focused
on agricultural real estate in Brazil.

Corruption
Tales of bureaucracy and public
sector incompetence abound in
Brazil. Take the ports system, which
for decades was a fountainhead of
extraordinary corruption and
mismanagement. Reform legislation
in 1993 modernized the ports by
awarding companies 25-year
concessions, renewable for another
25 years. But resistance by government
agencies opposed to the changes has
prevented companies that leased port
terminals before 1993 from benefiting
from the ‘new’ law. Seven companies –

among them CVRD – have planned to
invest $900 million through 2008 in their
terminals, to install new cargo-handling
equipment. But delays in including these
companies’ leases in the 1993 law have led

to delays and cancellations. Yet
Brazil’s export effort is in danger of
choking because its ports cannot
handle the increased trade volumes.

If the private sector and financial
markets are to shoulder a greater part
of the infrastructure investment
burden, they need to be convinced
that the judiciary will enforce
contracts promptly and fairly. But
many infrastructure projects are on
hold or require high hurdle rates
because companies are unsure that
the judiciary will uphold or enforce
contracts. The International Finance
Corp., the World Bank’s private
sector arm, says Brazil requires 25
separate procedures for companies to

enforce contracts in court in a process that
takes 566 days, which is high even by Latin
American standards. 

Business has already been stung by
judicial decisions that owe more to politics
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than a strict interpretation of the
law. According to a study by
Pinheiro Neto, a São Paulo law
firm, a large majority of federal
judges believe that furthering
social justice takes precedence
over enforcing contracts when
judging a case. 

To be fair, Brazil has made
impressive strides in reforming its
judiciary and streamlining court
procedures. Since December last
year, rulings by the Supreme Court
in Brasília have become binding on
lower courts, which were once free
to rule on cases as they saw fit.
Although companies complain
about political interference and a
reduction in the independence of
regulatory agencies, these bodies have
functioned reasonably well, albeit below
the standards of developed countries. The
Lula government has also made intelligent
changes to the way Aneel, the electric
industry regulator, awards licenses to
companies to build hydroelectric dams.
Under the old system, companies would
bid for projects, but would then become
bogged down in an excruciatingly slow
and unpredictable process to obtain
environmental approvals. The
government has now reversed the process:
it will only offer projects that have already

won approvals (see Environmental
Backlash, p. 16). Unfortunately, it is
unlikely to get enough approvals in place
for the first hydroelectric concessions
auctions, scheduled for December, to
completely avert the growing risk of
power failures in 2009-2010. 

The country can build on these
advances by pushing ahead with its stalled
public-private partnerships (PPP)
initiative. Brazil’s Congress last year
approved framework legislation for a
program once touted as a cornerstone of
the Lula administration’s reform program.
But the program has yet to be

implemented at the federal level
because the government – distracted
by its corruption scandals – has not
yet written the detailed regulations
setting out how the scheme will work.
This is a pity, because PPPs have many
advantages. They require less public
money and private sector contractors
should deliver higher standards of
construction and management.

The first investments earmarked
by the government for PPPs are all
transportation projects. They include
an estimated $1.6 billion to complete
a north-south railway in central
Brazil, sections of highway in the
Northeast, a beltway around Rio de
Janeiro and a railway around São

Paulo. Altogether, the government hopes
PPPs will raise some $5.6 billion for an
initial 23 projects on offer. 

Public-Private Partnerships
Experience in Europe, particularly the UK,
and in Latin America, particularly in Chile,
shows that well-designed public-private
partnerships can work. The Chilean public-
private partnership program has developed
projects in a range of sectors, including
highways, airports, irrigation and even
prisons. Mexico has also used a complex
variant of public-private partnership
arrangements to develop transportation and

Brazil is fast becoming the world’s breadbasket. It is the
world’s largest or second largest exporter of sugar, soybeans,
orange juice, coffee, tobacco and beef, and it is rapidly
expanding output of cotton, chicken and pork. Brazil has the
largest agricultural trade surplus in the world – $34 billion last
year, without which it would have posted an overall trade deficit. 

Of course, there is a catch. Most of this natural wealth has
to be trucked thousands of kilometers from the interior to ports
in the east and southeast. Brazil lacks the extensive rail networks
that service the US Midwest or the Canadian prairies. The
country’s farmers have cheap land, high yields and competitive
prices for inputs and farm machinery. But high transportation
costs – and interest rates – wipe out nearly all these advantages.  

John Rae, São Paulo representative of HVB, the German
bank, says Brazilian farm output is likely to increase 30%-35%
in the next five years. He says Brazil is one of the few countries

left in the world with substantial virgin land still available for
farming. He says Brazilian farmers can bring over 100 million
hectares of arable land into service. Most of this land is in the
far western Cerrado region and doesn’t include the Amazon
rainforest. Soy yields in the Cerrado are about 28 metric tons
per acre, almost twice the US average. But farmers have to
truck their produce to port, while 60% of US harvests are
moved by rail. Rail transportation is three to four times cheaper
than trucking. 

Although the Cerrado was opened up for agriculture in the
1980s, it still lacks a rail network. Valec, a government-owned
company, is building a 1,600 km north-south line in the central
region of Brazil to improve transportation in the Cerrado, but it
has built less than 300 km so far. Valec was promised $40 million
in government financing for the project, but actually received
one-third less. 
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industry will avert a repeat of the 2001
blackouts that aborted the recovery from
the 1999 devaluation crisis. A new
mechanism for auctioning power from
established and yet-to-be-built dams should
provide sufficient additional capacity
within five years, when demand is
projected to begin outstripping supply.
Companies will bid for projects by offering
to sell power at the lowest rates and use
this contract to raise project financing to
build the dam. Failing that, the government
has powers to license thermal plants that
can be built faster and still meet any
threatened deficits.

James Pay, a lawyer specializing in
project finance at London law firm Clifford
Chance, notes that the regime still suffers
from several drawbacks. Perhaps the most
severe limitation – which affects most
investors in Brazil – is the difficulty in
mitigating exchange risk. Projects with
cashflows in local currency but financed in

contractual structure that spread
individual risks to parties well-suited to
bear them effectively. 

Regulation
The government has also overhauled its
rules for the electrical industry, and as a
result, private-sector operators are more
confident that they can expand capacity in
time to meet forecast demand increases.
Wilson Ferreira Jr., CEO of São Paulo’s
CPFL Energia, one of Brazil’s largest
utilities, says sound regulation and a
market mechanism have rescued Brazil’s
electric industry from collapse. Last year,
demand for electricity rose 4.7% over
2003 and electric rates rose 6% in real
terms. This sent consolidated net profits
up almost five-fold for the country’s 10
utility groups. CPFL Energia’s revenues in
the first half of 2005 were $1.58 billion,
up 42% over the same period last year. 

Ferreira says he is confident the

energy projects, such as the 750MW El
Cajón hydroelectric dam, a $682 million
project that was financed in the markets
under the federal government’s build-
transfer financing scheme. 

Brazil is not a complete stranger to
public-private partnerships either. The
$2.1 billion Bolivia-Brazil Natural Gas
Pipeline Project was the largest and most
complex such infrastructure project in
South America, extending over 3,100
km from Bolivia’s gas fields to São
Paulo. It was developed jointly by public
sector entities and the private sector
without any formally structured public-
private partnership arrangements. The
project was financed through a
combination of project finance and
corporate financing techniques, which
also allocated risk among all parties. The
sponsors of this project were able to
secure governmental authorizations,
governmental incentives, and a

http://www.radisson.com
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dollars are inherently risky. It would only
take one of Brazil’s occasional “maxi”
devaluations to push a company into
financial trouble. Brazil’s 30%
devaluation in 1999 drove some
European and US companies into
insolvency, and workouts from that crisis
have only recently ended.  

Investment banks can craft
solutions to this problem, usually
involving complex structures. But these
tools are expensive and cumbersome.
Unwillingness to take on excessive
exchange risk – and the lack of long-
term and affordable hedging instruments
– forces companies to rely heavily on
local-currency financing from BNDES,
the government’s development bank.
However, the bank’s funds are finite and
although the government subsidizes its
interest rates, financing is not cheap. Its
TJLP long-term interest rate is currently
at 9.75% – half the Central Bank’s Selic
benchmark rate. Ferreira says he uses a
combination of equity (about one-third)
and debt to finance CPFL Energia’s
dams. Debt comes from a variety of
sources that include BNDES,
development agencies such as the IDB,
suppliers’ credits and export credit
agencies. A portion of a project can be

financed on the local capital markets with
corporate bonds paying about 15% a year.

Insufficient funding is Brazil’s biggest
problem. It is a developing country with a
low savings rate of less than 20% of GDP,
which has traditionally financed growth
by importing capital. However, Brazil is
running a current account surplus, which
means it is exporting savings even as its
domestic investment rate is insufficient.
Last year’s current account surplus was
$11.74 billion. 

Find Local Funding
Yet as Mexico and especially Chile have
both shown, their deep domestic capital
markets can become a source of long-term
local currency financing at acceptable
rates. Of course, it matters that both
countries are solid investment grade
credits. Chile’s use of an inflation-linked
quasi currency, judicious use of
government guarantees and a well-tested
regulatory regime have enabled issuers to
finance projects by issuing bonds into the
local markets. These are bought on a buy-
and-hold basis by local pension funds. 

It will probably be years before Brazil
achieves economic stability, shakes off its
sub-investment grade status and creates a
business environment in which companies

and investors alike are willing to make
long-term financial commitments. The
good news is that the government is
making progress in this direction. Its
commitment to fiscal stability and market-
driven solutions for the infrastructure
deficit, which is shared by all likely
successors to Lula should he lose the 2006
elections, bodes well for growth. Less
certain is the government’s focus on
cleaning up corruption and inefficiency in
the public sector. Government talk of an
“efficiency shock” to whip the economy
into shape lacks credibility. 

So the likeliest outcome for Brazilian
consumers and companies is a slow,
gradual improvement that will avert a
complete breakdown in the power, road
and port systems. This does not mean that
the country’s infrastructure will soon be
humming with Asian efficiency. Far from it.
Brazil will probably stumble ahead much as
it has for decades, lurching from one crisis
to another. This means that the cost of doing
business in the country will probably remain
higher than its competitors, so it will attract
less domestic or foreign investment than it
should otherwise expect. Its export
performance will lag its great potential and
growth will also remain inadequate for the
needs of a large and impoverished country. LF

It may surprise many who associate Brazil with
devastation of the Amazon rainforest, but the country does
have a combative environmental lobby. These groups have
aroused the fury of the power industry among others,
especially those that build and operate hydroelectric dams.
Even though dams are “clean” – they emit no greenhouse
gases or pollutants – they do displace thousands of people and
flood vast areas of often fertile or environmentally valuable
land. They can also help spread disease by creating ideal
breeding conditions for mosquitoes. 

Environmentalists used public hearings held by the
government’s Ibama environmental agency to the block
construction of new dams. This is because companies had to seek
environmental approvals after they had won government licenses
to build dams. According to Jerson Kelman, general director of
Brazilian electric industry regulator Aneel, the environmentalists
have gone too far. 

He says that while it is important that the government

includes an environmental approvals process, much still needs to
be done to streamline it. He says Ibama staffers are excessively
“intransigent” in interpreting the law without bearing in mind
the effects on society of their decisions. Holding up construction
of dams to protect the environment is fine, he says, but it
imposes heavy costs on the economy. 

Kelman argues that public hearings are too time-
consuming. He says Ibama officials have few incentives to make
rapid decisions and plenty of incentives to avoid them altogether.
They are held personally responsible for their decisions, which
mean that officials could be fined or even jailed for
“controversial” decisions taken in good faith. 

Kelman recommends that decisions on whether to issue
environmental licenses or not can be accelerated by removing
personal penalties for officials who take well-grounded decisions.
He says priority projects should be allowed to use a fast-track
process to “prevent projects of a government elected by millions
being vetoed by the actions of a militant minority.” 

Environmental Backlash
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The latest president of Petrobras,
Brazil’s national oil company, has
taken over at a very difficult time.

World oil prices are at record highs
and Petrobras is posting impressive
results, yet José Sérgio Gabrielli has
taken charge of Brazil’s biggest
company as a political scandal spirals
out of control, tainting the reputations
of senior officials – including his boss,
President Luiz Inácio Lula da Silva. 

Gabrielli, a tall, broad-shouldered
man, shrugs off any suggestion that the
crisis is affecting the company or his
management. “Nothing has been
proven about the involvement of
Petrobras in any schemes,” he says.
“We have got audits going on and so
far nothing has been found. The
company is trying to operate in the
most responsible way possible. The
media is investigating every aspect of
the crisis but we are working
normally.” Political appointees at
other government agencies have been
implicated in an elaborate political
funding scandal after one official was
filmed taking money from a supplier. 

Petrobras is a key political asset
yet it has apparently managed to
insulate itself from the skullduggery at
other state-owned enterprises. Over its
52 years in business, the company has
created a meritocratic esprit de corps
that has enabled it to avoid the gross
corruption that has plagued other
public organizations. Transparency
and accountability have improved
drastically since it listed on the New
York Stock Exchange in 2000. 

Gabrielli first joined the company
in 2003 as finance director, mainly on
the strength of his political
connections in the ruling Workers
Party (PT) and the affiliated CUT labor
federation. At first, investors were
wary of an economics professor with

no background in business but plenty
of experience in left-wing politics.
However, Gabrielli was a quick study,
and soon impressed investors as being
clever and pragmatic. It helps that he is
gregarious and easy-going and – to the
surprise of many – even speaks fluent
English. 

Gabrielli mastered the art of
convincing investors that the PT has
abandoned its radical agenda for a
more reasoned approach. The
company says its “corporate
performance rests on growth,
profitability and social and
environmental responsibility” – a
slogan that would not seem out of
place at any global oil major. Gabrielli
says Brazil needs to overcome social

injustice because it is bad for business.
“Modern capitalism requires a more
democratic market. We can do this,
but it’s our biggest challenge.”
Gabrielli says the government is
focused on expanding the domestic
market. “If we can’t increase the
domestic market, then we cannot get
long-term growth. And therefore we
need better distribution of income and
less inequality, not just for humane
reasons but because we cannot get
growth with this inequality,” he says.  

No Changes
Gabrielli says he expects to make no
major changes in the way Petrobras is
run. This is hardly surprising, since he
helped draft the company’s ambitious
$56.4 billion 2006-2010 strategic
investment program, which envisages
transforming Petrobras into Latin
America’s leading oil and natural gas
company with a substantial
international presence. Paying for this
expansion will be a challenge, even
with oil prices above $70 a barrel.
Petrobras’ great weakness is its high
cost of capital, even though Moody’s
rates it above Brazil’s sovereign rating
and even though Brazil’s finances have
improved over the past three years
since Lula came to office. 

Says Gabrielli: “The [expansion]
plan requires diversification of funds
and attraction of more long-term
funds. This is possible because we have
a fiscal situation that is heading to
stability, a positive trade and current
account balance. I don’t expect
exchange rate problems and so we

Brazil’s Big Oilman

José Sérgio Gabrielli, the new president of Petrobras,
the Brazilian national oil company, says what will remain
the same and what will change under his command. 

by John Barham

José Sérgio Gabrielli
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need to develop sources of financing to
invest and remove infrastructure
obstacles.” 

However, he has adjusted the
strategic plan to allow for stronger-
than-expected oil prices. “I think that
the price cycle will be longer than it
has been before and so we will have a
peak that will last longer and a slower
fall from the peak.” The original 2006-
2010 strategic investment plan was
increased from $53.6 billion, with
most of the money being allotted to a
more aggressive exploration and
production program. Gabrielli says
that nearly all the financing for this
plan will come from retained earnings,
leaving just $12.2 billion to be
financed from the capital markets,
banks and official development
agencies. 

Gabrielli jokes that “investment
bankers don’t like my plans much,”
since he intends to retire debt on a net
basis. Amortizations are forecast at
$14.7 billion, which is more than the
company plans to borrow or raise in
the equity markets. Leverage should
fall to 28% by 2010 from 38% last
year. Operating cash flow is meant to
rise to $8.6 billion from $6.4 billion.  

Petrobras could use its windfall
earnings to de-leverage more
aggressively either by accumulating
reserves or paying down debt.
Petrobras had $20.1 billion in gross
debt at the end of June. Refinancing
risk is a sensitive issue, since the
company could suddenly find itself
shut out of the global bond market in
the event of an emerging market crisis,
threatening its liquidity levels.
Gabrielli says Petrobras will likely deal
with this problem by using committed
lines of credit from international banks
more frequently. 

Brazil vs China
However good Petrobras’ prospects
may look, it does labor under several
disadvantages. 

Brazil no longer captivates
investors the way it did in the 1990s
when it was liberalizing its economy,
growing fast and raking in billions of

http://www.bancocuscatlan.com
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dollars in privatization receipts.
China is where the action is these
days, and it can be hard to sell
investors on the idea of backing a
state-controlled enterprise in
Brazil, even if it is an oil producer.
Petrobras’ cost of capital is much
higher than for similarly rated
companies with weaker financial
and reserve profiles. Gabrielli says
investors are allowing themselves
to be dazzled by China’s potential.
“China is the most attractive place
for international investors and
their capital, even if the returns
there are really quite low.” He
adds that while Brazil has
infrastructure problems, other
competing countries also face
daunting obstacles in upgrading
their energy infrastructure. 

Gabrielli and his
predecessors have battled to
reduce the premium the company
must pay for financing. Petrobras
has a stronger debt and reserve
profile than similarly rated peers
such as Amerada Hess, Kerr-
McGee or Devon. Yet Petrobras,
as a Brazilian government-
controlled company, has to pay
more to borrow money than its
competitors. Last year it paid
more than 100 basis points more
to issue bonds than Pemex,
Mexico’s less efficient oil monopoly,
and more than 200 basis points than
New York-based Amerada Hess. 

While over 80% of its planned

investments through 2010 are targeted
for Brazil, Petrobras still plans to
invest $1.4 billion overseas every year
through the end of the program. “We

want to concentrate in
exploration and production, to
generate a continuous flow of
hard currency and to do this, we
need to concentrate on our areas
of expertise,” Gabrielli says.
Petrobras is a world leader in
ultra-deep sea drilling at depths
of 3,000m or greater. It
developed this technology to
explore Brazil’s deep offshore
oilfields and is interested in West
African offshore fields because
they share similar geologies. 

The 2002 acquisition of
Perez Companc, at the time
Argentina’s biggest independent
oil producer, brought with it
assets elsewhere in Latin America
and Gabrielli says Petrobras is
scouting opportunities in Libya
and Iran as well as more remote
locations in east Africa and
Pakistan. 

Reserves of Strength
Petrobras’s great strength is its
portfolio of reserves. Its 11.8
billion barrels of oil equivalent
in proven reserves ranks
Petrobras seventh among
globally listed companies. The
average life of these reserves is
longer than for most
international companies.

Petrobras’s reserves have an average
life of 16 years, higher than Exxon
Mobil’s 14.1 years. “Compared to
other oil companies, our situation is
based on organic growth. The main
bulk of our reserves are not developed
yet and therefore we will have more
projects of exploration and
production than we are undertaking
now. We can maintain profits with
more investments,” Gabrielli says. 

This means that Petrobras could
make more acquisitions in the years
ahead. Its takeover of Perez Companc
was ambitious and well executed.
Integration has gone reasonably
smoothly. Says Gabrielli: “Oil
companies look expensive now because
oil prices are high. But these same
companies can become cheap again in
the future when prices fall.” LF
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José Sérgio Gabrielli was born in Salvador, in the northeast of Brazil. He got an
economics degree at the Federal University of Bahia and a doctorate in economics at
Boston University. His doctoral thesis was on the financing of state-owned companies
in 1975-1979. He returned to Bahia and became the university’s vice-rector for post-
graduate research. Gabrielli also became active in the Workers Party (PT) and the
affiliated CUT labor federation. 

His background in finance, economics and politics made him an ideal candidate
to take over as finance director of Petrobras in 2003, the year President Luiz Inácio Lula
da Silva came to office heading the country’s first left-wing government. When his
boss José Eduardo Dutra, another PT political appointee, quit to run for the Senate in
2006, Gabrielli was also the natural candidate to take over as president. 

Gabrielli’s Rise
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The Río Chillón water project in
Peru was ahead of its time.
Financed in 2001, the $60 million

project was pitched squarely at Peruvian
institutional investors, raising $34
million in three 12-year fixed rate bonds.
This enabled the government to finance
a sector that rarely attracts private
investors, and it provided local pension
funds with a stable asset to diversify
portfolios concentrated in government
debt. Until then, most water projects –
which have a great impact on health and
life expectancy of Latin America’s poor –
were financed by governments,
development agencies or privatized
agencies. 

Peru’s bond market has graduated
from this small water project to the
landmark $865 million Camisea gas
pipeline financing deal that closed last
year. The project company,
Transportadora de Gas del Perú (TGP),
formed by a consortium of six
companies that includes Techint and
Pluspetrol from Argentina, issued $270
million in bonds in Peru’s local markets.
The issue was underwritten by Banco de
Crédito del Perú and split between a
Peruvian sol-denominated $70 million
25-year tranche priced at 350 basis
points over three-month Libor, and a
$200 million 15-year dollar-
denominated tranche priced at 710 basis
points over the local constant acquisitive
value index.

Peru’s bond market provides both
local currency and dollar financing.
More importantly, both the Río Chillón
and Camisea projects mitigated currency
and inflation risks. “This was
predominantly a US dollar transaction
issued in the local market,” says
Jonathan Lindenberg, Americas head of
infrastructure and energy finance at
Citigroup, which arranged the Río
Chillón financing. “In addition to the

stable minimum monthly guaranteed
payments from the Peruvian government
[it] provided a currency hedge so [cash
flow] should never get out of step with
the financing.”

Latin America  has to invest more in
infrastructure. But fewer projects are
finding investors to sponsor them.
According to research firm Dealogic,
infrastructure project finance in Latin
America has plummeted 75.57% to
$12.84 billion and 59 deals completed
last year from a peak of $52.46 billion
and 91 deals in 1998. Just 21 projects
worth $4.25 billion closed in the first
half of 2005. 

In particular, private investment in

infrastructure is also dwindling.
According to the World Bank, private
investment in Latin American
infrastructure projects has collapsed by
77.8% to $15.7 billion in 2003 from
$70.8 billion in 1998, and there are no
signs of a recovery.

A Growing Source
Latin America’s developing capital
markets – and the institutional investors
that drive them – are being asked to step
in to make up for the shortfall in
financing from foreign sponsors. 

It is clear that local investors can
support infrastructure bond issues.
Institutional investors in Chile’s bond

Acting Locally

Latin America’s capital markets are still too immature to
finance greenfield infrastructure projects. Bankers and
multilateral financiers are trying to change this.  

by Maria O’Brien

Water projects are being funded by Latin American investors too.
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market have financed 10 bonds for toll
road projects worth $2.04 billion since
2000. According to capital markets
research firm Dealogic, local bond
financing of projects in Latin America
was non-existent in 2000, but grew to
$854.4 million or 28% of Latin
American project financing last year.

Nina Shapiro, vice president of
finance and treasurer at the International
Finance Corp., the private arm of the
World Bank, says Latin America’s local
capital markets are poised to become an
important source of finance for the
region’s infrastructure projects. “There is
lots of liquidity provided by pension
funds and insurance companies [and]
they need to match long-term liabilities
with long-term investments,” Shapiro
says. 

Still, it is unlikely that sponsors can
finance most of their infrastructure
projects in local bond markets, at least
initially. “One of the problems of
financing infrastructure projects in the
bond market is the difficulty in
[securing] a rating on a greenfield
project,” says, referring to projects being
built from the ground up as opposed to
expansions. “It is easier to refinance a
project in the local bond market once it
is up and running.” 

Tried and Tested
Marc Frishman, vice president at
Conduit Capital Partners, a Latin
American private equity power fund,
says: “You need several years of reported
income to issue a bond in the local
markets. We are going to continue with
traditional lending because these lenders
understand the risks better than a bond
investor.” But Frishman thinks local
bond markets could offer better terms
than the bank market in the years to
come. “Once [a greenfield project]
becomes an operating plant, the pension
funds could have lower return
requirements and charge lower interest
than international bankers.”

In the meantime, raising capital for
greenfield projects from experienced
project finance bankers is simpler and
cheaper than educating local investors,
who typically have less experience of
complex project structures. Latin

American banks are also likely to remain
at the forefront of project finance now
that they can fund more loans in local
currency. Carlos Braga, regional
network manager for Latin America at
ABN Amro, says this is because loans
are more flexible than bonds. “The
longer tenors mean a loan can be crafted
around the [project] life, which can
include a grace period. It could take a
year for investors to deploy a bond and
there is a carry-on cost to getting all the
money upfront.”

Jorge Burgaleta, head of structured
finance for Latin America at Spain’s
Banco Bilbao Vizcaya Argentaria
(BBVA), says thriving derivatives
markets in Mexico and Chile make it
easier for banks to lend in local currency.
“We found we could raise 16-year
money and swap the floating interest
rate for the required amount into
Mexican pesos for a fixed rate, for 80%
of the amount of the loan up to 13
years,” Burgaleta says. BBVA, Spanish
development bank Instituto de Crédito
Oficial (ICO) and Spanish public
infrastructure bank Banobras arranged a
$203.5 million 16-year loan at a floating
interest rate of 250 basis points to 350
basis points over the Mexican interbank
equilibrium rate. BBVA also provided a
$75 million five-month bridge loan and
acted as financial adviser to Spanish

sponsor company OHL Concesiones.
OHL provided about €14 million ($22.7
million) in equity. The $297 million
project financing is for the concession to
build and operate a 52.1km stretch of
road as part of a larger project to connect
the motorways between Mexico City and
Querétaro, Pachuca and Puebla. 

Multilaterals expect the local bank
market to become an important source
of financing. “We are looking at
infrastructure projects in Central
America, which will involve substantial
financing from regional financial
institutions interested in lending to
project finance,” says Philippe Valahu,
director of operations at the World
Bank’s Multilateral Investment
Guarantee Agency (MIGA).

Valahu wants to replicate a
structure used in a cross-border power
project in Asia that sourced financing
from local banks. “We enabled the
financing of a $1.2 billion power project
in Laos along with the World Bank,
Asian Development Bank, and 14
financial institutions from Europe and
Asia. The Nam Theun 2 project in Laos
would not have happened if 90% of the
power was not sold to Thailand. These
types of regional cross-border projects
can be replicated in Latin America to
make them bankable,” Valahu says. 

He is also trying to find ways to
enable local institutional investors to
support infrastructure projects. “A lot of
the traditional European and foreign
investors in project finance have
developed emerging market fatigue,” he
says. “One of our challenges in South
Asia, Africa and Latin America, is to
assist local investors in making cross-
border investments in their own
backyard. That makes up for the foreign
investors that left these regions.” 

The Japan Bank for International
Cooperation (JBIC) started providing
mezzanine loans to Japanese companies
last year to encourage overseas
investment in infrastructure. In March,
JBIC provided $100 million in
mezzanine financing to a holding
company owned by Electric Power
Development (J-Power) and Sumitomo
Corp. It financed the purchase of the
concession for a 728MW power project in

Nina Shapiro
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Laguna Province in the Philippines
being developed by IMPSA of
Argentina and Edison Mission
Energy of the US. 

Tomoyuki Ochiai, senior
representative at JBIC in New York,
says JBIC hopes to extend this kind
of financing to Latin America as
well. “We think it makes sense to
use mezzanine financing in the
power sector in Latin America
related to acquisition financing.
Improved country risk broadens the
potential for Japanese companies to
buy assets.” He thinks JBIC’s
mezzanine loans could be in demand
in other sectors. Says Ochiai:
“Commodity prices are very high
and Japanese companies are
interested in buying mining assets in
countries like Peru and Chile to
stabilize the price of mining
materials.”

As some multilaterals try to
coax foreign sponsors back into the
region, others are concentrating on
expanding the use of structured
finance in infrastructure lending.
Securitization, which has flourished
in Latin America in the last five
years, could be an important tool,
and would make financing
infrastructure less reliant on a
project sponsor. Peter Cashion,
senior structured finance officer at
the IFC, says Latin America has been a
laboratory for local securitization in the
emerging markets. Bonds secured on the
future flow of receivables from an asset,
such as the toll road payments on an
existing road, can raise finance without
the need of any capital input from a
sponsor. Bond investors are typically
happy to hold paper guaranteed by a state
or federal authority, and this can give a
project financier more flexibility in
structuring a bond to make it more
attractive to investors.

Mortgage securitization helped kick-
start the construction of low-income
housing in Colombia, Mexico and Chile in
the past five years. Cashion says the IFC
has plans to support similar projects in
Peru. Citigroup’s Lindenberg thinks
securitization could be used to develop
airport, railway and port infrastructure.

Citigroup arranged a $400 million loan in
the US market for Mexico’s development
bank Nafinsa in August, which will help
fund the construction of a new terminal at
Mexico City’s Benito Juárez International
Airport. The loan is securitized on the
rights to collect passengers’ airport
departure taxes. 

Public entities with long histories of
collecting receivables are good candidates
to raise bonds in the local markets. For
example, the Red Estatal toll road in
Mexico’s Nuevo León state raised $200
million through a 25-year peso-
denominated bond. The issue, led by
Mexican bank Banorte, securitized the
future sale of toll road receipts. This
enabled the state to get the road financed
and divert its own funds to smaller
infrastructure projects. 

When governments provide some of

the money, they can be encouraged
to be more flexible than private
sponsors, which allows new types
of deals to get done. “We worked
on a toll road project in California
financed by a combination of
bank and government debt with a
flexible amortization schedule,”
says Allan Marks, a partner in the
global project finance group of US
law firm Milbank Tweed Hadley
& McCloy. “So if the project does
really well the US federal
government lender will be repaid
sooner, and if the road doesn’t
perform as expected the
government would extend the
repayment schedule.”

Local Markets 
Some believe that the local equity
markets will unfold as an
additional source of infrastructure
finance. “The equity markets in
Brazil and Mexico are an option
for financing toll road and
housing finance, where the
sponsors can provide a strong
track record,” says ABN Amro’s
Braga. Indeed two Mexican low-
income housing construction
companies went public on the
Mexican stock exchange last year,
Desarrolladora Homex raised
$183.5 million and Urbi

Desarollos Urbanos raised $182 million.
In Brazil, eight toll road companies have
listed shares on São Paulo’s Stock
Exchange. 

Frishman thinks power companies
with long-term concessions are perfectly
matched to the investment horizons of
equity investors. “We invest for cash
flow. Our analysis is based on 15-year
cash flow,” he says. Frishman thinks
Conduit Capital could sell power assets
into the local equity markets, just as the
house builders and road operators have.
Peruvian investors could be among the
first to buy into these issues. 

Says Frishman: “We had something
in process in Peru last year to transact an
exit, but it got called off because the
market overheated. But there is
definitely the opportunity to raise equity
capital in that market.” LF
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With project financing in Latin
America stuck in a downward
spiral, anecdotal evidence

indicates there’s little chance of a sustained
recovery in the short term. Considering
the specific data on project finance trends,
however, also supports this view. 

Project finance volumes began taking
off in the mid-1990s, when governments
embarked on aggressive privatization
programs. Financing peaked at $52.46
billion in 1998 but then fell by half the
following year, according to data from
Dealogic, the capital markets consultancy.
Deals have slumped every year since then
until 2004, when volumes recovered
slightly to $12.83 billion.

Brazil alone has taken over one-third
of the $230.14 billion in project financing
since 1995. That was more than the $80.3
billion in financing poured into Argentina,
Chile and Mexico combined. However,
deals in Brazil dropped sharply over the
past few years. 

The financial crises of the late
1990s, culminating in Argentina’s 2001-
2002 economic crash and the severe
turbulence that ensued in Brazil, scared
sponsors and financiers away from the
region. Argentina abrogated contracts
on water, power, highway and
telecommunications concessions in
2002. Investors worried the incoming
left-wing government of President Luiz
Inácio Lula da Silva would do the same. 

But recovery came last year as
confidence in Lula grew. Vigorous growth
of 5.5% throughout the region last year,
the strongest spurt of growth since 1997,
further boosted investor interest in Latin
America. Still, it is unlikely that project
finance will recover fully until the region
executes reforms that can consolidate
growth. 

Regulations in Argentina, Brazil
and Mexico discourage or even forbid
private sector investment in power

projects. But Latin America’s electric
sector needs to boost capacity to keep
pace with economic growth. According
to Dealogic data, investment in power
projects has tumbled by two-thirds in the
past eight years, to just $4.28 billion in

2004 from a high of $13.27
billion in 1997. Power
projects attracted a mere
$910 million in the first six
months of 2005. 

Sector Shift
Oil and gas projects have
attracted the largest project
finance volumes so far this
year. Last year, project
financiers signed $2.1 billion
in deals, almost four times the
figure for 2002. Rising oil
prices are also driving
renewed interest in the sector.
Mining projects are also
benefiting from high
commodity prices. This was
the third most active sector
last year, with $2.32 billion in
signed deals. 

By contrast,
telecommunications, which
dominated project finance in
the late 1990s amidst a wave
of privatizations, collapsed to
$435 million last year from a
high of $16.7 billion in 1998.
Instead, telecom majors such
as Spain’s Telefónica and
Mexico’s América Móvil are
refinancing their
infrastructure investments in
the global bond markets. 

The retreat of multinational
companies has hit the region hard. Brazil
attracted a record $23.67 billion in project
finance in 1998, but this figure fell by half
to $12.1 billion in 1999 in the grip of the
economic crisis that followed the 30%

What the Numbers Say

Equity sponsors and their financiers, rocked by years of
political and economic crises, are slow in responding to
demand for more infrastructure investment.
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Top 10 Latin American & Caribbean project finance deals – July 2004 to June 2005

Financial Amount
Close Project Project Sponsors (US$ million) Mandated Arrangers

2-Mar-2005 PDET offshore oil platform (Brazil) Mitsubishi, Marubeni 910.00 JBIC, Mizuho, ABN Amro,
Deutsche Bank, Citibank, UFJ Bank,
HSBC, HVB Group, BANESPA, ANZ

24-Aug-2004 Camisea project transportation concession (Peru) Techint, Sonatrach, PlusPetrol, 865.00 CAF, IDB, Banco de Credito del Peru
Grana y Montero, SK, Hunt Oil, Tractebel

11-Nov-2004 Americo Vespucio Sur toll road upgrade (Chile) Necso, Sacyr Vallehermoso 671.72 BSCH, Instituto de Credito Oficial
15-Oct-2004 Minera Mexico refinancing (Mexico) Americas Mining 600.00 Banamex, Bank of Nova Scotia,

Banc of America Securities, BNP Paribas,
Calyon, Bancomext, EDC, RBS, BBVA

29-Jul-2004 Alunorte Alumina refinery expansion (Brazil) CVRD, Norsk Hydro, Cia. 582.70 Nordic Investment Bank,
Brasileira de Aluminio, Mitsui, Mitsubishi DnB NOR Bank, ING, KfW, WestLB

10-Dec-2004 Los Pelambres refinancing (Chile) Antofagasta, Nippon Mining & Metals, 460.00 BBVA, BNP Paribas, Citigroup,
Mitsubishi Materials, Marubeni, Mitsubishi, Mitsui ABN Amro, HSBC, EDC, Wachovia

15-Jun-2005 Aconcagua refinery coker unit (Chile) Enap, Ferrostaal, Foster Wheeler, 432.00 BNP Paribas, Calyon, Citigroup,
Tecnicas Reunidas ABN Amro, Fortis, BBVA

31-Mar-2005 Yacuiba-Rio Grande gas pipeline (Bolivia) Repsol YPF, Petrobras, Total 409.00 IFC, BBVA, HVB Group, Helaba, Caixanova
12-Jan-2005 Mossel (Jamaica) Digicel refinancing Digicel Eastern Caribbean 405.97 Citigroup, RBTT, Bank of Nova Scotia,

NCB Jamaica, Trinidad & Tobago Unit Trust
29-Jul-2004 Comgas expansion (Brazil) BG, Shell 337.00 IFC, ABN Amro, BBVA, BSCH, Banco Itau

Source: Dealogic

Top 10 Latin American & Caribbean project finance deals – June 2000 to June 2005

Financial Amount
Close Project Project Sponsors (US$ million) Mandated Arrangers

30-Jun-2001 Hamaca oilfield (Venezuela) Corpoven, Philips Petroleum, Texaco 3,500.00 BNP Paribas, RBS, Bayerische Landesbank,
ING, BOTM, EDC, WestLB, Barclays, US Ex-Im Bank

23-Jun-2000 Barracuda/Caratinga Petrobras, Itochu, Mitsubishi, Mitsui, 3,100.00 JBIC, BNDES, Deutsche Bank, HVB Group, IBJ,
oilfield development (Brazil) Marubeni BNP Paribas, Bank of America,

Banco Sudameris Brasil, BSCH, BCI, Dai-Ic
10-Aug-2001 Region I D-Band GSM network (Brazil) Telemar 1,975.00 ABN Amro, Bank of Boston, BBVA, Citibank,

ING, Chase Manhattan Bank, SG, Wachovia
1-Sep-2000 SAM-1 submarine network (Brazil) Tyco International, Telefonica 1,800.00 WestLB, Citibank, Deutsche Bank,

Morgan Stanley
31-Mar-2000 Brazil B-Band Region I refinancing (Brazil) BellSouth, Banco Safra, Splice, 1,775.00 ABN Amro, Bank of America, WestLB,

O Estado de Sao Paulo BankBoston, Citibank, Wachovia, Banco Itau, BSCH
23-Jun-2000 EVM oilfields project (Brazil) Petrobras, Mitsui, Marubeni, Sumitomo Bank 1,600.00 JBIC, BNDES, ABN Amro, CSFB,

Chase Manhattan Bank, BOTM, Fuji Bank,
ANZ, DrKW, Credit Agricole

31-Jul-2001 OCP heavy crude oil pipeline (Ecuador) Alberta Energy, Repsol YPF, Occidental Petroleum, 1,200.00 WestLB, BBVA
Agip, Pecom Energia, Techint, Kerr-McGee

19-Oct-2000 Transelec acquisition (Chile) Hydro Quebec 1,100.00 Salomon Smith Barney, Royal Bank of Canada,
BMO Nesbitt Burns, ABN Amro

26-Oct-2001 Polo gas-chemicals complex (Brazil) Suzano Holdings, BNDESPAR, Petroquisa, Unipar 1,097.36 BNDES, US Ex-Im Bank, BNP Paribas
13-Sep-2001 Escondida copper mine phase IV (Chile) BHP, Rio Tinto, JECO Consortium, IFC 1,045.00 JBIC, BOTM, Fuji Bank, Industrial Bank of Japan

Source: Dealogic



to attract support for $1.06 billion in
project finance last year. This included
the landmark $865 million Camisea gas
pipeline project. Multilateral support
helped secure financing for that project,
the second-largest deal signed in Latin
America last year.

Picking Up the Slack
Multilaterals are more active in the
market nowadays because raising finance
for projects is a harder task than it was
five years ago. This is because equity
sponsors, and US firms in particular, have
retreated from the region in the past four
years. US firms sponsored some of the
largest deals in 2000 and 2001, including
the $1.8 billion SAM-1 submarine fiber-
optics network ring around South

devaluation of the Brazilian real. And
despite the country’s economic recovery
last year, Brazil can’t seem to lure investors
back. Brazil ranked third last year in
project finance volumes, behind
investment grade countries Mexico and
Chile. In the past, sponsors and project
financiers could live with Brazil’s junk
rating and did deals anyway. 

Aversion to political turmoil is even
more pronounced in Venezuela and
Argentina. Project finance in Venezuela
has all but evaporated since 2001 when
the $3.5 billion Hamaca oilfield project
was signed. Venezuela managed to close
a measly $104 million in project finance
last year but nothing in the first half,
according to Dealogic. Peru, a non-
investment grade country, has managed

project finance data

26 LATINFINANCE October 2005

America. This retreat could explain the
dramatic drop in the size of project
finance deals. All of the top ten deals
signed between July 2004 and June 2005
were worth less than $1 billion. The
largest project of the past five years,
signed in June 2001, was Venezuela’s $3.5
billion Hamaca deal. That project had
backing from US oil companies Philips
Petroleum and Texaco. 

US banks are also less active as
arrangers of project finance, and
European and Japanese sponsors are
picking up the slack. Three of the top 10
mandated arrangers of project finance
loans in Latin America between July
2004 and June 2005 were European,
and two firms were Japanese. Japanese
commercial bank Mizuho Financial

Top 10 mandated arrangers – July 2004 to June 2005

Value
Rank Mandated Arranger (US$ million) Deals % Share

1 Mizuho Financial Group 1014.00 5 13.6
2 BBVA 954.76 17 12.8
3 Citigroup 908.12 11 12.2
4 BNP Paribas 754.50 7 10.1
5 Calyon 410.98 4 5.5
6 Japan Bank for Int'l Cooperation 336.00 2 4.5
7 IDB 280.85 5 3.8
8 IFC 238.08 5 3.2
9 Grupo Financiero Banorte 200.00 1 2.7

10 Bank of Nova Scotia 196.70 3 2.6

Source: Dealogic

Top 10 loan arrangers – July 2004 to June 2005

Value          
Rank Arranger (US$ million) Deals % Share

1 BBVA 913.63 20 12.3
2 Citigroup 699.95 12 9.4
3 Japan Bank for Int'l Cooperation 581.70 3 7.8
4 BNP Paribas 502.56 8 6.8
5 Mizuho Financial Group 407.46 5 5.5
6 ABN Amro 320.99 7 4.3
7 Calyon 279.32 4 3.8
8 IDB 274.85 5 3.7
9 IFC 231.42 5 3.1

10 Banco Santander Central Hispano 201.22 5 2.7

Source: Dealogic

Top 10 loan providers – July 2004 to June 2005

Value
Rank Provider (US$ million) Deals % Share

1 Japan Bank for Int'l Cooperation 581.70 3 8.2
2 BBVA 515.60 17 7.3
3 Citigroup 507.98 12 7.2
4 Mizuho Financial Group 447.30 7 6.3
5 BNP Paribas 354.06 10 5.0
6 Calyon 293.63 8 4.1
7 ABN Amro 269.43 7 3.8
8 IDB 204.95 5 2.9
9 Grupo Financiero Banorte 200.00 1 2.8

10 Banco Santander Central Hispano 195.88 5 2.8

Source: Dealogic

Top 10 bond bookrunners – July 2004 to June 2005

Value
Rank Bookrunner (US$ million) Deals % Share

1 Credicorp 289.33 2 15.7
2 ABN Amro 253.28 2 13.8
3 Citigroup 202.82 3 11.0
4 Deutsche Bank 170.00 1 9.2
5 Banco Santander Central Hispano 165.54 2 9.0
6 Merrill Lynch 140.00 1 7.6
7 IM Trust Corredores de Bolsa 113.21 1 6.1
8 Unibanco 106.40 1 5.8
9 Bank of America 86.78 1 4.7

10 BBVA 83.09 1 4.5

Source: Dealogic



headquartered in the US. The
remaining two are from the UK.
Milbank Tweed Hadley & McCloy
ranked first, with a 15.8% market
share, advising on 10 deals totaling
$1.62 billion.

Japanese, European and Latin
American firms have also partially
filled the void left by retreating US
sponsors. Japan’s Mitsubishi was
Latin America’s most active project
finance sponsor in Latin America
between July 2004 and June 2005,
with six deals worth $908.21 million,
followed by Mexico’s Grupo México
mining and trasportation company.
Three Japanese firms featured in the
top 10, five from Europe and two
from Latin America. LF

July 2004 and June 2005 was Peruvian
banking group Credicorp, which led two
deals totaling $289.33 million. Chile’s IM
Trust Corredores de Bolsa underwrote
one bond worth $113.21 million. 

Contractors’ Involvement
Latin American contractors are also
becoming more active in Latin
American project finance. Four of the
top 10 contractors between July 2004
and June 2005 are Latin American,
followed by three European firms, two
US companies and one Japanese firm.
US law firms maintained their
dominance as legal advisers on project
finance in the region. Eight out of the
top 10 law firms advising on project
finance in Latin America are
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Group arranged the biggest deals,
signing five agreements worth $1.01
billion. Spain’s BBVA ranked second. It
was also the busiest, mandated to
arrange 17 deals totaling $954.76
million. It also ranked as the most active
member of project deal arranger groups
in the past year, racking up 20 deals
worth $913.63 billion. 

The bond markets pale in
significance to the loan market as a source
of funding. Six of the top 10 bookrunners
of Latin American project finance bonds
led only one bond offering each in the past
year. Interestingly, Latin American banks
are starting to emerge as important
providers of local support for project
finance. The top bookrunner of project
finance bonds in Latin America between

Top 10 financial advisers – July 2004 to June 2005

Value      
Rank Financial Adviser (US$ million) Deals % Share

1 Mizuho Financial Group 1555.00 4 26.3
2 Citigroup 1455.97 3 24.6
3 BBVA 791.60 8 13.4
4 Banco Santander Central Hispano 671.72 1 11.4
5 Unibanco 455.74 5 7.7
6 BNP Paribas 268.00 1 4.5
7 ABN Amro 226.00 1 3.8
8 Banco Bradesco 145.50 1 2.5
9 JP Morgan Chase 145.00 1 2.5

10 IM Trust Corredores de Bolsa 113.21 1 1.9

Source: Dealogic

Top 10 legal advisers – July 2004 to June 2005

Value
Rank Legal Adviser (US$ million) Deals % Share

1 Milbank Tweed Hadley & McCloy 1624.52 10 15.8
2 Sullivan & Cromwell 979.00 4 9.5
3 Shearman & Sterling 904.00 6 8.8
4 Debevoise & Plimpton 650.96 5 6.3
5 White & Case 573.76 7 5.6
6 Jones Day 488.86 2 4.8
7 Allen & Overy 485.37 4 4.7
8 Clifford Chance 466.62 2 4.5
9 Chadbourne & Parke 456.75 3 4.5

10 Morrison & Foerster 442.00 3 4.3

Source: Dealogic

Top 10 deal sponsors – July 2004 to June 2005

Value
Rank Sponsor (US$ million) Deals % Share

1 Mitsubishi 908.21 6 7.3
2 Grupo Mexico 600.00 1 4.8
3 Marubeni Corp 566.67 3 4.5
4 Grupo Ferrovial 459.00 2 3.7
5 Digicel Eastern Caribbean 405.97 1 3.2
6 Mitsui 395.87 4 3.2
7 Obrascon Huarte Lain 337.70 2 2.7
8 Sacyr Vallehermoso 335.86 1 2.7
9 Acciona 335.86 1 2.7

10 Empresas ICA 309.00 2 2.5

Source: Dealogic

Top 10 deal contractors – July 2004 to June 2005

Value 
Rank EPC* Contractor (US$ million) Deals % Share

1 Obrascon Huarte Lain 297.00 1 17.5
2 Toshiba 275.00 1 16.2
3 Bechtel Group 268.00 1 15.8
4 ICA Fluor Daniel 211.00 2 12.4
5 MAN B&W Diesel 185.00 1 10.9
6 Besalco 113.21 1 6.7
7 Industrias Metalurgicas Pescarmona 97.37 1 5.7
8 Construtora Triunfo 97.37 1 5.7
9 Petrobras 70.00 1 4.1

10 Grupo San Jose 70.00 1 4.1

* Engineering, procurement and construction
Source: Dealogic
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The central Asian oil state of
Azerbaijan may be thousands of
miles away from Latin America, but

Latin American governments could learn
from what it is doing with its oil revenues. 

The country expects to pull in $130
billion-$200 billion in the next 20 years
from oil transported through a 1,100-mile
pipeline to the Turkish port of Ceyhan. So
in 1999 Azerbaijan set up a state oil fund
to manage this sudden inflow of wealth
and save for a future when oil prices drop
or when its stocks are used up.

In Latin America, countries such as
Chile and Mexico also set up their own
copper and oil stabilization funds in the
late 1990s. Azerbaijan managed its oil
fund in the same fashion as Latin
America’s stabilization funds did until last
year, when Azerbaijan decided to invest its
oil riches instead. Backed by a $1.09
million grant from the US Trade and
Development Agency, the state Oil Fund
of Azerbaijan (SOFAZ) hired New York-
based Overture Financial Services for
advice on setting up and managing what’s
known as a permanent fund for its
investments. 

“There is a strong understanding that
they must accumulate and invest this
money to prepare for the time when their
oil reserves start depleting,” says Mark
DeSario, CEO of New York-based
Overture.

Azerbaijan officials went to Alaska in
July to meet with the Alaska Permanent
Oil Fund Corp., a public trust set up by
the Alaska state government in 1976 to
manage its oil wealth. Michael Burns, the
Alaska fund’s CEO, says he explained to
the Azerbaijan officials that putting the
money into a permanent fund works
better for the state than setting up a
development bank to support businesses
and create jobs directly. 

The first step for the establishment of
a permanent fund is having a clear

mission, he says. “I think it is very
important that a permanent fund be
created with a clear vision of long-term
goals, which is not to say you can’t change
those goals over time,” he says.

Investment Goals
Azerbaijan aims to combine long-term
investing with the flexibility to finance
short-term projects such as infrastructure
upgrades. This creates some structural
issues, Overture’s DeSario says.
“Permanent funds are constructed to
invest earnings from non-renewable
sources to produce manageable and
predictable returns for future generations.

Economic stabilization funds tend to be
shorter-term in outlook,” he says. “The
SOFAZ fund is contemplating a multi-
compartment fund comprising of a long-
term pool of assets, an operational pool
and an emergency pool.” 

It’s not clear that Latin American
countries will opt for this model. Chile is
content to use its copper stabilization fund
to reinforce counter-cyclical
macroeconomic policies. The International
Monetary Fund requires Ecuador to use its
oil revenues for debt repayment. President
Hugo Chávez ran down his country’s $6
billion oil stabilization fund after the
national oil strike of December 2002, and
now he spends Venezuela’s oil revenues on
social projects, buying sovereign bonds of
other Latin American countries such as
Argentina, and even subsidizing oil exports
to heavily indebted Caribbean countries
such as Jamaica.

Chávez aside, most Latin American
governments are trying to avoid blowing
these additional revenues. But sometimes,
emergencies arise. In August, Ecuador’s
oil workers called a national strike. It
cost the government some $400 million
in lost oil revenues. 

Overture’s DeSario says permanent
funds could provide a model for Latin
American countries that want to save
their money for a time when the mines
are tapped out and the oil stocks run dry.
“Latin America sits on the cusp of
significant growth driven by non-
renewable resources. Now the region
must decide how to convert those
exhaustible assets into permanency to
serve the constituents of those
countries.” LF

Investing a Windfall 

Latin American countries can reap the rewards of high
commodity prices by turning finite resources into
renewable financial investments. 

by Maria O’Brien

What will Latin America do with its oil
and gas windfall?



October 2005   LATINFINANCE 29

carbon credits

Vale do Rosário is a sugar mill in
the north of São Paulo state. Like
many other such sugar

processors in Brazil, Vale do Rosário
produces both sugar and cachaça, the
potent Brazilian firewater. Like a few
other processors, Vale do Rosário also
burns its sugar cane waste to generate
electricity, which entitles it to earn
credits from the United Nations for its
low carbon emissions. Vale do Rosário
is unique, however, because it is one of
the world’s first sugar producers to
trade those credits as a security, in the
form of carbon credits.

Vale do Rosário embodies Brazil’s
efforts to become a high-profile player
in the global climate control debate.
Brazil wants to sell its growing stock of
carbon credits to companies based in
Europe, Japan or Canada – countries
that need to cut their emissions of
greenhouse gases under the Kyoto
Protocol. With enactment of the
protocol earlier this year, companies in
the developed world have to start
showing results in 2008 and so the
demand for carbon credits is poised to
take off. Latin America – especially
Brazil – is strongly positioned to take
advantage of this new market. 

The Kyoto Protocol mandates
reductions in greenhouse gas emissions
from 2008 to 2012. The European
Union alone needs to cut its output of
greenhouse gases to 6%-8% below its
1990 levels. Developing countries are
exempted from these requirements,
however, since doing otherwise would
unfairly constrain their economic
growth. But developing countries can
also take advantage of the regime by
having environmentally sound
companies sell their carbon credits.
These credits are registered with a UN-
established clearinghouse based in
Bonn called the Clean Development

Mechanism (CDM). After that,
companies in developed countries can
buy the credits to offset their excess
carbon emissions, allowing them to
meet the Kyoto targets without having
to make the actual cuts. Since Kyoto is
a pact meant to reduce emissions
globally, it makes no difference where
those emissions are reduced. 

How They Trade 
Currently there are two major markets
for trading emission reduction credits:
a regulated exchange in Europe and a
global OTC market. The European
market, which began trading at the
beginning of the year, trades European
Union Allowances (EUAs), which
permit a company to emit one metric

ton of carbon dioxide, or its equivalent
in another greenhouse gas. Companies
buy EUAs to make up the difference
when their emissions are higher than
the amount they’re allowed to produce.
EUAs are trading at about €20
($24.30) per ton of carbon-dioxide-
equivalent emissions (tCO2e). 

The over-the-counter market
trades Certified Emission Reductions
(CERs), which are emission credits
registered with the CDM. These CERs
trade at a 75% discount to the EUAs,
even though they represent the same
volume of gas emissions as an EUA.
Marcelo Junqueira, vice president of
Econergy International, a Colorado-
based consultancy, says that this is
because the CER market isn’t defined

Out of Thin Air

The nascent market for carbon credits offers a rare
incentive for Latin America to invest in environmentally
sound growth. 

by Michael Thomas Derham

Brazil might get an incentive for saving its environment.
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as well as the European one. The Kyoto
protocol establishes emissions
benchmarks that will come into force
in 2008, but companies may already
trade CERs on the open market.
However, the European requirements
that gave rise to the EUAs already came
into effect in January 2005. 

“Once we establish the
mechanisms for negotiating and
trading CERs, and once we start
delivering the first verified units, this
will reduce the risks and costs
associated with the CERs and it will
increase the value of their market
price,” says Junqueira, who’s based in
São Paulo and assisted Vale do Rosário
in developing its first sales of carbon
credits.

Enter the Intermediary
Vikram Widge, a senior projects officer
at the International Finance Corp.’s
Environmental Markets Group, says
European purchasers view CERs as
riskier than their EUAs. Europeans are
hesitant to buy CERs for compliance
reasons. If a Latin American issuer fails
to deliver on its promised emission
reductions, a European buyer of its
credits could be subject to EU fines that
are double the current market price of
an EUA. By 2008, the fines will be five
times higher. “When you are taking a
position for compliance reasons, you
want to do business with someone
rated AA,” Widge says. However, there
are few companies in the developing

world that meet this standard.
And so the IFC has also found a

way to enter the carbon credit market as
well. It provides reassurance to wary
purchasers, by guaranteeing the
performance risk of CERs just as it
would guarantee a company’s bond
issue. The IFC, the World Bank’s private
sector arm, buys the CERs for its own
portfolio and then sells the credits as its
own, backed by its AAA-rating and fully
mitigating Latin American risk. The
Dutch government has also mandated
the IFC to purchase $80 million-worth
of CERs on its behalf. The IFC expects
to spend up to $30 million of that
amount in 2005 alone.

In addition to investors, the IFC is
working with other financial actors –
such as issuers – in these transactions.
In Mexico the IFC is working with
sofoles, financial institutions that often
finance mortgages and construction, to
finance “green” housing projects. In
Brazil, the IFC is working with
hydroelectric generators such as
Toronto-based electricity producer
Brascan to generate carbon credits. 

The IFC often works with new
types of financial products that
traditional institutions wouldn’t get
involved with at first. The IFC seeks to
develop these products, to the point
where private banks will be familiar
enough and comfortable enough with
them to incorporate them as a tool.
“We are here to facilitate the
development of the [energy efficiency]
market,” says Widge. “The market
needs to grow, and it cannot grow
unless there’s a level of comfort.” 

The  IFC backed $227 million-
worth of energy-efficient projects last
year. It is lending against future
revenues from carbon credit sales,
giving performance-risk guarantees for
carbon credits, in addition to acting as
an intermediary in the CER market.

A CER spot market is unlikely to
develop before the Kyoto emission
thresholds begin to be enforced in
2008, says Widge. Volumes are still
low – credits worth only 107 million
tCO2e were exchanged in all of 2004.
There is very little liquidity in the
market, since credits that do become
available have usually been promised
to a specific buyer beforehand. “Lots
of credits coming online have already
been sold forward,” Widge says. 

Still, the market is growing
swiftly. Econergy’s Junqueira expects
the global primary market for carbon
credits to pass 1 billion tCO2e units in
2008. At current prices, that would
represent revenue of €5 billion-€6
billion for issuers. “And that’s just the
primary market. You hear [figures of]
€30 billion-€50 billion for the
secondary market, although I don’t
think it’ll get that high that fast.”

Brazil has been the most aggressive
developing country in pursuing that

Carbon credits measure the reduction of greenhouse-gas emissions. The more a
power station or industrial company cuts its emissions, the more carbon credits they
earn. Greenhouse gases come in several different varieties, including the familiar
carbon dioxide (CO2), methane (CH4) and nitrous oxide (N20), as well as complex
hydrofluorocarbons, perfluorocarbons and sulfur hexafluoride (SF6), which are used as
refrigerants and for electrical insulation. These gases have different effects on the
atmosphere and so have different values on the carbon market. One metric ton of
methane, for example, is equivalent to 21 metric tons of carbon dioxide. To create a
uniform measurement of greenhouse gases, gas emissions are measured in terms of
their carbon dioxide equivalent. The market’s basic unit of account is tCO2e, or one
metric ton of carbon dioxide. 

Carbon Credits 101

Marcelo Junqueira
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market. Victor Hugo Kamphorst,
a senior vice president for
sustainability, environment and
social financing at ABN Amro’s
Brazilian subsidiary Banco Real,
estimates that sales of CERs in
Brazil will hit $50 million-$60
million this year. He expects that
by 2008, Brazil will provide 10%-
15% of the market for carbon
credits traded through the CDM
clearinghouse. This would make
it the third or fourth largest issuer
of CERs globally, with possible
annual sales of over $1 billion. 

Other Latin American
countries are also looking at this
market. The World Bank agreed
in August to buy carbon credits from a
proposed 12.7-megawatt hydroelectric
plant in La Esperanza in Honduras.
The bank also agreed to purchase up to
2 million tCO2e of CDM-registered
credits from two plants in central
Mexico that are using methane from
landfills to generate 9MW of electricity. 

Market Makers
China is also producing CERs and
could provide at least half the world’s
supply in 2008, as it transitions from
thermoelectric to hydroelectric
projects, such as the massive
19,200MW Three Gorges Dam, to be
completed in 2009. Kamphorst expects
Russia to be the world’s second-largest
generator of carbon credits, with 20%
of issuance. Russia is a Kyoto signatory
but Kamphorst believes it will be a net
exporter of carbon credits because it
has already shut down many of its
smoke-belching Soviet-era factories,
cutting its emissions by more than
Kyoto requires. India is projected to
produce roughly as many CERs as
Brazil. 

Brazil is less able to generate
credits than China or Russia because it
already uses cleaner hydroelectric dams
to generate electricity. But Brazilian
regulators and entrepreneurs have been
more proactive in developing the
market for carbon credits. The Chinese
government has been slower to support
carbon-credit trading, and few Indian
entrepreneurs have expressed interest,

Junqueira says.
The BM&F, Brazil’s futures market,

is ahead of the rest of the developing
world in creating its own carbon credit
exchange at home. The BM&F has been
working with the Brazilian Ministry of
Development, Industry and Foreign
Trade and the Rio de Janeiro Stock
Exchange to provide a counterpart to the
developed-world carbon credit
exchanges, such as the Chicago Climate
Exchange and the EU’s Emissions
Trading Scheme. In mid-September the
BM&F launched its BM&F Carbon
Facility, an Internet-based database of
emission-reduction projects that will
generate carbon credits. Initially the
facility will only accept projects certified
by the CDM’s executive board. Later it
will allow projects to register with the
BM&F before certification, which is
meant to help provide greater
transparency for investors in such
projects. Additionally, investors can
register their interest in the types of
CERs they are looking to buy.

According to Guilherme Fagundes,
head of the Special Projects
Department at the BM&F, these
databases will allow a spot market to
develop. “The Carbon Facility will
highlight projects that aren’t yet
approved [by the CDM Executive
Board], and create a space for projects
that haven’t been sold yet. This is the
first step to trading,” he says. By early
2006, the BM&F is planning to offer
OTC trading of CERs through a

Brazilian Emissions Reduction
Market, known by its Portuguese
acronym MBRE, and it is
exploring the possibility of
launching a market for options
on non-certified carbon credits.
In addition, the Ministry of
Development, Industry and
Foreign Trade has started talking
with Brazil’s state development
bank BNDES about creating a
fund dedicated to funding
carbon-reduction projects,
ministry officials say.

While talk of environmental
projects often conjures up images
of virgin rainforests or wind
turbines spinning above rolling

hills, the most common sources of
emissions reductions in Brazil have
come from waste management
processes reducing methane emissions
from more prosaic industries such as
pig farming. Cogeneration plants
burning sugar-cane waste, also called
bagasse, are another source of future
emission credits. While burning
bagasse does generate CO2, the
emissions are far less than allowing the
bagasse to decompose in the field.

Credits for the Rainforest?
And yet one of Brazil’s most obvious
ecological resources lies untapped by
the carbon markets – the Amazon and
the remains of rainforests close to the
Atlantic coast. Forests by their nature
consume carbon dioxide, and Brazil
has the largest rainforests in the world.
Establishing carbon credits for the
preservation of rainforests is not as
easy as it sounds, however.
Determining exactly how much carbon
forests consume is difficult. The first
steps toward establishing carbon
credits for forests will come through
projects to monitor emissions from tree
farms. “It’s easier to determine how
much carbon a planned forest is
consuming,” says Banco Real’s
Kamphorst, “you know what’s been
planted there.” He expects the CDM’s
executive board to approve carbon
credits by the end of the year for teak
farms, and eucalyptus and pine farms
will come soon afterwards. These

January 05 February 05 March 05 April 05 May 05 June 05 July 05 August 05

0

5

10

15

20

25

30

35

European Union Allowances (EUA)

Carbon Emission Reduction credits (CER)

Arbitrage Opportunity
Prices of carbon credits (in euros)

Source: Econergy



http://www.latinfinance.com
mailto:subscriptions@latinfinance.com


October 2005   LATINFINANCE 33

carbon credits

projects could generate substantial
volumes of CERs. One hectare of
eucalyptus trees can generate over 60
tCO2e.

However, processing wood from
managed forests is a relatively fuel-
intensive industry. It can release
substantial volumes of greenhouse gases.
“It’s difficult to generate credits if
eucalyptus trees are used to make paper
pulp,” says Kamphorst. “It’s much easier
to generate carbon credits if the wood is
used to make furniture or windows.” 

Even with all of these preparations,
excessive bureaucracy is blocking the
market’s development. Kyoto requires that
the CDM’s executive board ensures the
“environmental integrity” of emissions
reduction, says Junqueira. This makes
monitoring vital but it can also be
potentially costly. Setting up a
sophisticated system to monitor
greenhouse gas emissions can cost up to
$100,000 plus a further $10,000 a year to
maintain. At current CER prices, that
means any project that saves less than
20,000 tCO2e is unfeasible. “Monitoring
costs could make this system unviable,”

says Junqueira. Other costs of designing a
CER project can include hiring a
consultant, registering the project with the
appropriate national authority and with
the CDM in Bonn, and hiring an

environmental auditor. DNV, a
Norwegian environmental assessor,
already has cornered this market in Brazil,
with a 79% share of all audits. 

In addition to being expensive, the
registration system is slow. Kamphorst
says it can take can take six months to
register projects, which further
diminishes its attractiveness. “They need
to be approved in 30 days or less,” he
says. A project’s emissions level needs to
be audited the same year it is going to be
approved. 

These limitations will be felt as the
market continues to grow. At the moment,
the market is less than a drop in the ocean.
Brazil’s $60 million in annual carbon
credits exports will add little to its
expected 2005 current account surplus of
$8 billion. But as the market grows and
credit exports rise, however, carbon could
have a material effect on Brazil’s balance
of payments. A new stream of national
income generated from the preservation of
what could be Brazil’s greatest natural
resource – nature itself – could be even
sweeter than the sugar produced by Vale
do Rosário. LF

While Russia’s ratification of the Kyoto Protocol in February
brought the number of ratifying countries to 141, representing
61% of the world’s greenhouse gas emissions, one country – the
United States – is conspicuous by its absence. The world’s largest
economy is the source of 37% of the world’s greenhouse gases,
and under Kyoto it would have to cut its greenhouse gas
emissions by 7% from 1990 levels. But the administration of
President George W. Bush has rejected Kyoto and only
acknowledged that greenhouse gases were a cause of global
warming at the last G-8 meeting in July.

This lack of participation both hinders efforts to make the
US more energy efficient and to develop a world carbon credit
market. “Demand for carbon credits would double if the US were
in the system,” says Marcelo Junqueira at Colorado-based
Econergy, a consultancy.

But the US has started considering the issue. In July the US
and Australia, the other major developed economy not to ratify
Kyoto, announced the Asia Pacific Partnership on Clean
Development and Climate. That agreement, which was also

signed by Japan, China, India and South Korea, states that
signatory countries want to reduce greenhouse gases. However,
the pact leaves emissions-reduction targets up to individual
countries. It also lacks an enforcement mechanism. However, the
US has taken a few small steps toward at least slowing the
growth of greenhouse gas emissions. The Bush Administration
has committed to reducing the economy’s carbon intensity – the
ratio of carbon-dioxide production to economic activity – by 18%
by 2012. But this is not the same as cutting carbon emissions in
absolute terms. 

Some individual states are talking about doing more. Nine
northeastern US states, led by New York, have agreed to set up
emissions caps for their states and establish an emissions trading
system, which would mimic the trading of carbon credits through
the Kyoto Protocol. The region represents a major economic force
unto its own; New York State’s $900 billion economy is about the
size of South Korea’s. The northeast emissions caps, to come into
effect in 2009, would reduce greenhouse gas output to 90% of
the 2000-2004 average by 2020. 

The Elephant in the Room

Victor Hugo Kamphorst
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Telecommunications is one area of
Latin American infrastructure that is
seeing plenty of growth and

investment. Brazil racked up 75 million
mobile subscribers in June, 40% more
than a year earlier and placing it among
the world’s top five mobile markets.
Mexico may still lag most major Latin
American markets with 18 fixed phone
lines for every 100 people, but even that
figure grew by almost 11% last year. 

With seven mobile operators piled
into Puerto Rico, five hustling for
customers in Mexico and as many as five
companies per city in Brazil, competition
in the mobile industry has become fierce.
And survival is getting even tougher as
two rich and powerful telecom players,
Spain’s Telefónica and Mexican tycoon
Carlos Slim, tear through Latin America
on a buy-and-spend spree that’s changing
the economics of the phone business itself.
Smaller players just aren’t keeping up. 

“Everyone else is going to decide to
become a niche player or sell,” says José
Otero, president of Miami-based Signals
Telecom Consulting. “There are too many
players.”

Turf Wars
Slim’s fixed and mobile operations are
awash with cash. His mobile juggernaut
América Móvil is the region’s largest
mobile operation with 74 million wireless
subscribers as of June. It spent $2.69
billion on acquisitions since 2003, buying
operations in 10 countries, according to
data from Signals. Its fixed-line sister
company Telmex has acquired businesses
in five countries since early 2004. In
August, Telmex said it would pay the
Colombian federal government $350
million to acquire its long-distance
incumbent Colombia Telecomunicaciones.

Telefónica has spent even more on
acquisitions. Its cellular operator,
Telefónica Móviles paid $5.85 billion in

2004 and early 2005 to buy 10 Latin
American operations from BellSouth
International. That deal was pivotal
because it vaulted Telefónica into second
position in Latin America’s mobile sector,
establishing it as the only company with
both the financial firepower and the will
to take on Slim across Latin America.
Following the BellSouth acquisition, the
region’s third mobile operator – Italy’s
Telecom Italia Mobile – announced it
would sell most of its Latin American
businesses. Other onetime hopefuls that
piled into the region in the 1990s, such as
Luxembourg-based Millicom
International Cellular, Verizon
International of the US or Hong Kong-
based Hutchison Whampoa, have been
selling their operations or are expected to

dispose of them soon. 
In less than two years, the market has

become a quasi duopoly. Together,
América Móvil and Telefónica Móviles
concentrated about 71% of all mobile
subscribers in Latin America in June,
according to Signals, up from 57% at the
end of 2003. América Móvil, Telmex or
Telefónica control fixed-line incumbents
in eight Latin American countries,
including major markets such as Brazil,
Chile, Peru, Argentina and Mexico. 

Slim, legendary for his value
investing, timed his purchases well. He
swooped into South America in the wake
of the telecom funding crash of 2001 and
Argentina’s economic crisis of 2001-2002,
which allowed him to take his pick of the
distressed or unwanted telecom assets

Capital Intensive

Mexico’s Carlos Slim is locked in a spending war with
Spain’s Telefónica to dominate Latin American
telecommunications. Will the winner take all?

by Leslie Hillman

Slim’s Embratel cozies up to Brazil.



watch TV on handsets.
But operators are really spending on

handsets, marketing and promotions to
attract new subscribers. Operators offer
discounts on the purchase of a mobile
phone, or even give them away, when a
customer signs up for mobile service. UBS
estimates that the average discount per
handset in Brazil hit $30 in the second
quarter, with discounts in affluent areas of
the country averaging higher than $50 per
handset. UBS forecasts that seven
Brazilian mobile operators will pay $380
million on handset discounts in 2005. 

The heavier those up-front
discounts get, the harder it is for
companies to make a profit. On top of
the handset subsidies, operators also
spend on dealer commissions of about
30%, as well as taxes and other costs.
For a typical lower-income Brazilian
mobile user generating $3 in monthly
revenue, an operator spending $40 on
acquiring that customer would have to
wait 37 months to recoup that money,
according to Signals’ Otero. And most
prepaid mobile subscribers switch to
another operator before that time anyway,
so the original operator loses money on
that subscriber. 

“The Brazilian market has gotten
ridiculous with what they’re spending on
acquiring customers,” says Wally Swain,
principal Latin America analyst for

purchases by saying they all share a focus
on the corporate customer. Initially,
though, Telmex spent heavily on building
out and integrating these networks and its
capital expenditure rose 90% between
2003 and 2004. Of the $2.1 billion
Telmex expects to invest this year, $473
million is going to Embratel but only $117
million is going to all its other operations
in Argentina, Brazil, Chile, Colombia and
Peru. It is spending the rest in Mexico. In
the second quarter of 2005, all of its non-
Mexican operations except Peru reported
operating profits, reversing losses in Chile,
Argentina and Colombia last year.  

For its part, América Móvil says it
will invest more than $2.6 billion this year
alone, mainly to upgrade its cellphone
networks across Latin America. Last year
it spent $2.0 billion. 

Not far behind is Telefónica. It
controls fixed or mobile operations in 13
Latin American countries. It invested $940
million in its Latin American fixed-line
businesses in 2004. Telefónica Móviles says
it spent €499.2 million ($612 million) in
Latin America in the first six months of
2005 and €986 million in 2004. 

Part of this spending is needed to
improve capacity as the operator packs on
millions more subscribers each year. Some
of it involves launching new technologies
or applications, such as “push-to-talk”
walkie-talkie services or the ability to
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littered across Latin America. By early
2002, there were 38 companies or
business units for sale in Latin America. 

Slim snapped up Argentina’s fourth-
largest mobile operator, CTI Móvil, from
Verizon in 2003. Verizon had already
written off the assets in 2002 and agreed
to a rock-bottom sale price of $221.5
million, or $172 per subscriber, plus
assumption of CTI’s $600 million in debt.
América Móvil acquired Hutchison
Whampoa’s mobile operation in Paraguay
for an estimated $20 million, or $200 per
subscriber, in July. América Móvil paid a
median price of $338 per subscriber in its
10 telecom acquisitions through August
this year. 

Still, not all of Slim’s purchases came
so cheap. He was able to convince France
Télécom to sell its fixed and mobile
operator CTE in El Salvador in 2003 at
about the same time Verizon was
unloading CTI. But the El Salvador
acquisition price came out to $893 per
subscriber, according to Signals, although
it did include a fixed-line incumbent that
typically carries higher margins. But in
Honduras, América Móvil paid $834 per
subscriber last year to buy control of local
mobile operator Megatel. The Central
American business has been generating
cash for América Móvil, however. Central
America was its second-most profitable
operation in the first half of 2005, posting
earnings before interest and taxes of $219
million and an EBIT margin of 34%.

Fixed-Line Fixation 
On the other side, Slim’s spending on
fixed-line assets in Latin America has
transformed Telmex. Mexico’s dominant
phone company has quickly grown into a
pan-regional network. 

But Slim acquired a patchwork of
technologies and brands. Embratel in
Brazil and Chilesat in Chile both provide
residential long-distance services, while
Telmex’s acquisition of AT&T Latin
America brought it a franchise almost
exclusively focused on corporate
telecommunications. In Brazil, Telmex’s
cable TV operator Net Serviços de
Comunicação is only now preparing to
offer voice services. In Colombia it bought
a wireless data operation. Telmex
executives have rationalized these

Cell Shopping
America Movil acquisitions 2003-2005

Acquisition Price Paid Price Paid per 
Date Country Operator (US$ million) Subscriber (US$)**
Feb-2003 Colombia Celcaribe 98.30 417.60
May-2003 Brazil BSE 180.00 189.47
Oct-2003 Argentina CTI Movil 221.50 171.97
Oct-2003 El Salvador CTE 417.00 # 892.62
Nov-2003 Brazil BCP 643.30 378.41
Jan-2004 Nicaragua Enitel 49.60 # 316.32
Jun-2004 Honduras Megatel 81.70 833.70
Jul-2005 Paraguay Hutchison 20.00 * 200.00
Aug-2005 Chile Smartcom 472.00 277.65
Aug-2005 Peru TIM Peru 503.00 359.29

Total 2,686.40

Note: Prices exclude assumption of debt    # Price for fixed + mobile subscribers  * Estimated price  **Equity subscribers

Source: Signals Telecom Consulting
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telecom research and consulting
firm The Yankee Group and a
former CEO of Colombian mobile
operator Comcel. “I always say
they’re going to stop [the
spending] next year, but they
don’t.”

Waiting for Reinforcements
Competition in Brazil and
Mexico, Latin America’s two
biggest markets, has become an
all-out brawl. América Móvil has
been in Brazil for five years but it
is at a disadvantage against
Telefónica Móviles because it
cobbled together a number of
smaller non-incumbent mobile
operators into one larger operator called
Claro. Telefónica, on the other hand, is
joint owner of Brazil’s long-time
incumbent Vivo with Portugal Telecom.
Claro only just managed to hold onto its
ranking as Brazil’s second mobile
operator this past year, but achieving this
came at a price: Claro has been
struggling to report a profit for the past

four quarters. In the second quarter of
2005, typically a tough period because it
includes big promotions for Mother’s
Day, Claro fared especially poorly. It
reported a loss of R$547 million ($237.8
million) before interest and taxes, a 69%
slide from the second quarter of 2004. 

Following record promotional and
spending in the second quarter of this year

in Brazil, equity research analysts at
UBS cut their earnings estimates for
four Brazilian mobile operators. In
the case of Telesp Celular, part of
Telefónica’s Vivo joint venture, UBS is
forecasting a loss of R$387 million
($168 million) for 2005, compared
with its previous estimate of R$40
million. “All this money is buying
only modest revenue growth,” the
firm says in a research report. While
Brazil’s subscriber base may have
grown 40% in the 12 months through
June, service revenue only grew 11%.
For Telesp, the company’s client base
grew 22%, but service revenue grew
only 3%, UBS says.

Telefónica Móviles has entered
Mexico but is battling for market share
against América Móvil’s Telcel and three
smaller operators. It has performed poorly
in Mexico, posting negative EBITDA of
€48 million ($58.9 million) in the second
quarter, following negative EBITDA of
€49 million in the first quarter. 

The fight for dominance is spilling
over into other countries. América Móvil
owns Comcel, Colombia’s leading mobile
operator with 59% market share in June.
It reported an earnings loss before interest
and taxes of 9 billion pesos ($3.9 million)
for the second quarter of 2005, reversing
a profit from the second quarter of last
year, as the company countered Telefónica
Móviles’ brand launch there in April. 

Telefónica Móviles took over a
fairly profitable operation from
BellSouth yet it posted negative EBITDA
of €14 million ($17.2 million) in the
second quarter of 2005. The company
spent heavily to launch its brand. For
example, it hosted five concerts by
Colombian pop star Carlos Vives that
were free to BellSouth customers.
Telefónica Móviles says it expects to
spend $300 million in Colombia on
network buildout this year and hopes to
overtake Comcel as the market leader
within a few years. América Móvil has
countered by saying it expects to spend
another $625 million in Colombia this
year to improve its network.

This spending can be justified.
Most of the operators are profitable
despite their extravagance. In fact, they

Funding the Feud
Regardless of how long the spending wars continue, no one is questioning either

group’s ability to pay its bills. After all, América Móvil and Telmex reported a combined
$1.9 billion in pretax income in the second quarter alone. Telefónica, for its part,
reported pretax earnings of €1.2 billion companywide, including its flagship operation
in Spain, in the second quarter. 

Both Slim and Telefónica are using the bond market to fund part of their
expansion. A few years ago, when global bond investors were unwilling to invest
either in telecommunications or in Latin America, América Móvil helped fund some of
its early acquisitions using Mexico’s bond market. Nowadays, América Móvil is one of
Mexico’s largest issuers of dollar-denominated debt, with $2.1 billion in four bonds
outstanding. They carry an A3 investment-grade rating from Moody’s and come due
between 2007 and 2015.

Telefónica’s mobile arm Telefónica Móviles is also tapping the Mexican bond
market to fund its operations there. It received authorization from the Mexican Stock
Exchange last year to issue 12 billion pesos ($1.1 billion) in debt guaranteed by its
parent in Spain. The company says its issuing vehicle, Telefónica Finanzas México,
could sell at least part of that amount this year. 

Telefónica Móviles says it wants to diversify its funding and make the most of
Mexico’s highly liquid bond market. Issuing in pesos will allow Telefónica to match its
assets with liabilities, avoiding exchange risk. Given its bitter struggle against
Telefónica Móviles, it could use every advantage it can find.
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spending levels to decrease. This would
make any losses outside Mexico
bearable as long as revenues accelerate
and operating costs are under control. 

And when the dust settles, who
will emerge as the winner of Latin
America’s telecommunications war?
América Móvil far outstrips
Telefónica in mobile subscribers now.
But Telefónica Móviles customers
generate higher revenues per user. In
fixed-line services, Telefónica owns
incumbents in key markets such as
Argentina, Brazil, Chile and Peru. But
Telmex’s data network for businesses
is getting stronger. Once their other
significant competitors are either
decimated or pushed out of the

market, it’s entirely possible that the
Spaniards and the Mexicans will wind 
up calling it an uneasy truce. LF
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have cash to burn. América Móvil
reported companywide pretax
income of $963 million in the
second quarter alone, according
to Economática, while Telmex
reported pretax profits of $966
million in the same quarter. Also,
spending to expand their
customer base helps the operators
build economies of scale they
need to lower operating costs and
compete more aggressively as
their markets consolidate.

Ending the War
But the spending spree can’t go
on forever. It might take another
year or two for the industry to
fully consolidate. Heavy spending to
acquire new subscribers should slow
once operators saturate the market with

mobile phones. 
América Móvil executives tell the

market they expect acquisitions and
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Imagine container ships steaming
across the Pacific to a port in Mexico.
The containers are unloaded by state-

of-the-art cargo cranes and are whisked
off by trains scheduled using the latest
just-in-time logistics software. The cargo
makes only a brief stop at the US-
Mexican border, as customs officials
check containers that were pre-screened
at their Asian port of origin a few weeks
earlier. The cargo speeds onward to
Houston, and from there it is sent on to
destinations elsewhere in the US. Sending
cargo through Mexican ports allows
importers to avoid the congested west
coast ports of the US, saving money and
time as trade with Asia grows.

Sound unlikely? It could happen
sooner than you think. Major rail and
port interests are converging on ports
such as Lázaro Cárdenas on Mexico’s
southwest coast, intent on turning them
from sleepy fishing inlets to world-class
ports capable of handling more and
more of North America’s insatiable
demand for Asian goods.

Reinventing itself as an entrepôt for
trans-Pacific trade is a unique
opportunity for Mexico. But it could just
as easily lose this opportunity if it isn’t
careful. First, the country has to
overcome a long tradition of inertia,
bureaucracy and corruption.

Blocked in California
Today, the two biggest cargo ports in the
US are Los Angeles and Long Beach and
they account for 40% of all US cargo
intake. But they can’t cope with the
volume of ships and containers
streaming across the Pacific from China.
Container traffic out of China is
expected to grow 19% this year and
10% in 2006, according to Morgan
Stanley.

In 2004, that tidal wave of goods
helped fuel what some trans-Pacific

shipping experts are calling “The
Perfect Storm.” Labor shortages and
infrastructure limitations overwhelmed
the ports at Los Angeles and Long
Beach, and ship captains were faced
with the choice of waiting for weeks to
enter the port or be diverted to another
Pacific port. Between June and
November, 120 ships were diverted to
other Pacific ports, as far away as
Manzanillo in Mexico.

“There was a [longshoreman] labor
shortage, trucking congestion, the rail
companies had just had a bunch of
people retire, and the terminals just
couldn’t handle the ships,” says Captain

Manny Aschemeyer, executive director
of the Marine Exchange of Southern
California. Aschemeyer monitors
commercial vessel traffic into Los
Angeles and Long Beach, as well as some
other smaller ports in southern
California. 

While the crisis of 2004 has
receded, Los Angeles and Long Beach
still represent a bottleneck to companies
shipping from Asia to the US. With
demand for imports driving traffic
across the Pacific – Los Angeles and
Long Beach are expected to double
traffic by 2010 – shipping and
transportation companies are also

Shipping Out

Trans-Pacific trade has overwhelmed US ports. Shippers
looking for alternative routes to the US market are
beginning to look at Mexico.

by Michael Thomas Derham
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having to look at other options.
Mexico may be their best option.

Other US and Canadian ports such as
San Francisco and Vancouver are also
struggling with congestion. 

Mexico’s Pacific coast ports,
though, are underused. And of these,
the port terminal at Lázaro
Cárdenas is the most appealing. It
is a low-cost, deep-water port that
can handle large container ships,
including even the “post-Panamax”
ships that are too large to fit
through the Panama Canal. And
unlike other Mexican Pacific ports,
Lázaro Cárdenas has rail
connections to Mexico City,
Monterrey and the central US rail
hubs of Houston and Kansas City.

Lázaro Cárdenas currently
handles only a small portion of the
shipping traffic across the Pacific. It
has just one berth that processes
200,000 containers a year – a
pittance compared to the 7 million
containers taken in at Los Angeles
and Long Beach last year.

But those figures are changing.
Maersk Sealand, the Danish
shipping conglomerate, has begun
weekly service between Asia and
Ensenada and Lázaro Cárdenas as
well as to Panama. Canada’s CP
Ships has begun a similar service
calling in to Lázaro Cárdenas every
10 days. In August, Japanese automaker
Mazda began shipping 500 cars a month
through Lázaro Cárdenas for sale in
Mexico. Mexican officials say Mazda
will double that number next March.

The 51% owner of Lázaro
Cárdenas, Hong Kong conglomerate
Hutchison Whampoa, has started a $100
million project to build a new berth at
the Mexican port. The project, to be
completed next year, will triple the port’s
capacity. Jorge Lecona, CEO of
Hutchison Ports México, says other
expansions at Lázaro Cárdenas should
increase the port’s capacity further, to 2
million containers by 2015. The full
project will cost $300 million-$350
million. Hutchison, the world’s largest
port operator with $17.31 billion in
revenues last year, will finance the
investment off its balance sheet.

Lecona says the port expansion
plan is meant to handle demand for
cargo to Mexico and not transshipment
to the US. “This is all because of demand
from clients shipping to the center of
Mexico, to the Bajío,” he says, referring
to the industrial region around
Guanajuato in central Mexico.  Besides
Lázaro Cárdenas, Hutchison Ports
México runs the port of Veracruz on the
Gulf of Mexico, as well as the Pacific
ports of Manzanillo and Ensenada. This
makes Hutchison the prime beneficiary
of increased Pacific traffic through
Mexican ports. As such, the company is
also considering building other ports on
the Pacific.

There are reports – so far
unconfirmed – that Hutchison Ports
México would build a $1 billion port 80
miles south of Ensenada at Punta

Colonet in Baja California. The
Mexican Port Authority
representative in Ensenada has
spoken publicly about the Punta
Colonet project and said that it
could handle 1 million containers
a year. The port would be
connected to the US by rail
through Yuma, Arizona, avoiding
bottlenecks around Los Angeles.
The project could be completed
by 2012, and would enable
Mexico to lure investment to
build the port and to set up new
businesses to support a major
new terminal. “There’s nothing
but money to be made at a port
in Baja California,” says Gary
Hufbauer, a senior fellow at the
Institute for International
Economics, a Washington, DC
think tank.

Punta Colonet
Hutchison refuses to comment on
its plans for Punta Colonet. But
Mike Power, former CEO of
Hutchison Ports México and
currently head of operations at
the port in Ensenada, was
recently assigned by the company
to conduct a feasibility study for
a new port somewhere in Baja
California, according to Lecona.
He says the feasibility study

should be completed before the end of
the year.

Even Aschemeyer in Southern
California welcomes the idea of routing
more cargo through Mexico because it
would take pressure off of Los Angeles.
“There’s enough cargo to go around –
the demand [for alternate ports] will be
there,” he says. Having an additional
port built in Baja California “would
almost be welcome,” he says.

Expanding Mexican ports to take
on US cargo traffic only makes sense if
they have the land transport to bring the
goods north. That’s why Hutchison is
working closely with Kansas City
Southern (KCS). The US railroad
operator paid $345 million to increase
its stake in Mexico’s most important
railway, Transportación Ferroviaria
Mexicana (TFM), to 80% in April.  

2000 2001 2002 2003 2004
15

16

17

18

19

20

21

22

Heading East
Container traffic into US Pacific ports - millions

Source: American Association of Port Authorities

2000 2001 2002 2003 2004
0.4

0.5

0.6

0.7

0.8

0.9

1.0

Heading South
Container traffic into Mexican Pacific ports - millions

Source: American Association of Port Authorities

Note: Only includes international cargo

Note: Only includes international cargo



ports

40 LATINFINANCE October 2005

TFM has a rail terminal at Lázaro
Cárdenas. Although KCS had to fight to
take control of TFM (see A Deal
Finally Done, below), it is now
integrating its rail operations north and
south of the US-Mexican border and is
marketing itself as the “Nafta
Railway.” Mike Haverty, president of
KCS, sees revenue potential in cross-
border traffic. 

“We’ve had a 14% increase in
carloads across the US-Mexican border
this year and can expect similar growth
in coming years,” he says. Investors
agree with KCS’ strategy – in mid-
September its stock was up 91% since
the beginning of 2003, to $23 a share.

KCS is designing an expansion of
its facilities to match the growth of the
Lázaro Cárdenas Terminal and speed
cargo processing. Currently, containers
are transferred from ship to train by
trucks. But KCS plans to run rail tracks
right up to the new berth, allowing
direct ship-to-rail transfer of
containers. The upgrades, which are
still the subject of feasibility studies,
are expected to be ready in time for the
launch of Hutchison’s expansion of
Lázaro Cárdenas in 2006. Haverty
won’t give an exact figure for KCS’s
investment in the project, but says it is
expected to be in the tens of millions of
dollars and that it should be financed

through a loan from a US commercial
bank.

KCS is planning other upgrades
for the TFM system in Mexico,
including the installation of a rail
management control system that KCS
is already using in the US. The control
system enhances the monitoring of
traffic, reducing wait and transit times.
By integrating the TFM system better
with its own, KCS expects to reduce
travel time between Lázaro Cárdenas

and the US border by half, to 35 hours.
Cross-border traffic between the

US and Mexico has been a growing
source of revenue for Kansas City
Southern. The first half of 2005 saw
cross-border revenue increase 26%
over last year. While the volume of
northbound traffic is greater, Haverty
says that in 2005 rail traffic for cargo
traveling south to Mexico is growing
faster than that heading north from
Mexico. “Our biggest increase in [US-
Mexico rail traffic in] 2005 has been
shipments of grain to the interior of
Mexico,” he says.

Southbound Train
And so just as KCS is building out its
facilities at the ports to speed the flow
of cargo heading north, the rising
volumes of grain from the US and
increased shipments from Asia for
companies such as Wal-Mart de
México have prompted KCS to begin
developing a series of land-connection
facilities in Mexico to speed the
transfer of containers from trains to
trucks. One such facility already exists
outside San Luis Potosí, and three
more are being built, including a
major one for the Mexico City
market. These hubs will be built at
over $20 million apiece but the
Mexico City connection facility will
cost up to $75 million. The new land-
connection facilities will be ready by
2007, says Haverty.

In making these improvements,
KCS will be able to take even greater
advantage of the port’s proximity to
the US cargo hub of Houston. Lázaro
Cárdenas is 300 miles closer to
Houston than Los Angeles is. The
Mexican government has also
contributed by lowering the refundable
bond that importers must post to
transfer containers from Asia through
Mexico. Previously, shipping
companies had to post a $100,000
bond per container to transport them
through Mexico, but now a $55,000
bond will cover a whole train, which
can carry up to 100 containers.

Some say the Mexican
government hasn’t done enough.
“Mexico hasn’t really done a great job

Mike Haverty

After a long boardroom struggle, Kansas City Southern (KCS) took control of
Transportación Ferroviaria Mexicana (TFM) on April 1, 2005, a year and a half after the
deal was supposed to take place. TFM is Mexico’s most important rail line, carrying
40% of the country’s rail cargo.

The story started when the Mexican government privatized TFM in 1995, selling a
37% stake to KCS. The government kept a 20% stake and KCS’ Mexican investment
partner, Transportación Marítima Mexicana (TMM), took 43%. Ultimately, though, KCS
decided it wanted control of the railway. In April 2003, it agreed with José Serrano,
TMM’s controlling shareholder, to take over the company. But TMM changed its mind
and publicly repudiated the deal. The dispute centered on who would get a tax refund
the government owed TFM. With interest and inflation, that refund grew to $1 billion.
KCS and TMM went to arbitration and reached an agreement in 2004. TMM sold its
stake in TFM for $345 million in KCS stock, with the possibility that an additional $171
million in stock would be issued. In September, KCS swapped its claim to the tax
refund for the government’s share of TFM.

A Deal Finally Done
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on developing their ports,” says
Hufbauer. “The ports are surprisingly
slow.” But Marcos Tulio Munivé, head
of special planning for the Port
Authority at the Mexican Secretariat of
Communications and Transport, says
the government has eliminated much of
the bureaucracy that slowed trade
down. The Mexican customs authority
is participating in a US Department of
Homeland Security program to
expedite pre-screened cargo through to
the US. “A container destined for the
US that is sent from Lázaro Cárdenas
to Nuevo Laredo is only inspected once
by customs, at Nuevo Laredo,” says
Munivé.

Attractive Alternative
These potentially substantial savings in
time and money are what could make
Mexico an attractive route for
companies shipping goods to the US
market from Asia. Already 80% of the
cargo unloaded at Lázaro Cárdenas
comes from Asia and is largely destined
for the Mexican market. But Lecona
himself says that US traffic will provide
opportunities for further growth. “The
volume [projections] are interesting,”
he says. “In the medium term, we see
30% of the traffic through Lázaro
Cárdenas going to points north of
Monterrey.”

While Lázaro Cárdenas could see
a big boost in traffic, the port will still
barely compare with Los Angeles.
Although traffic is forecast to rise to 2
million containers a year, this will be a
fraction of the 14 million containers
that Los Angles and Long Beach are
expected to handle annually in 2010.
Haverty also says he sees Lázaro
Cárdenas as complementing its
operations at Los Angeles and Long
Beach.

With the US market clamoring for
additional imports from Asia, and the
California ports unable to handle the
demand, the opportunity exists for
Mexico to put itself on the map of global
trade routes and leverage its proximity
to the world’s largest consumer markets
in the US. Whether it capitalizes fully on
that opportunity, however, may be
another story. LF
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The extraordinary growth in
Mexico’s capital markets over the
past two years is not letting up,

despite fears of a cooling economy and
looming elections. Mexico has been one
of the world’s strongest performing
markets: its benchmark IPC stock
exchange index has set 27 all-time highs
so far this year, while bond markets are
booming as foreign investors scour
global markets for higher yields. 

Of course, there is a presidential
election in July 2006, and Mexico’s
economy has, with almost wearying
predictability, been inflicted with a crisis
every presidential election year for the last
three decades. The last election in 2000
went smoothly as markets have gradually
matured, facilitated by stable external
macroeconomic conditions. 

At LatinFinance’s Local Capital
Markets Round Table, held in Mexico
City in September, not one of the 18
participants forecast trouble in the
markets as the elections approach. There
was an attempt to indict the country’s
leading presidential candidate, Mexico
City’s left-wing Mayor Andrés Manuel
López Obrador, and prevent him from
running in the election. That attempt –
now known in Mexico as the “desafuero”
– failed, and López Obrador is still leading
in the polls. Now market watchers are
debating whether López Obrador, or
AMLO as he’s often called, will be able to
implement his populist platform if he wins
and how that might affect Mexico’s
economy and its markets. 

“The worst thing to happen to the
markets recently has been the desafuero –
but the peso was stronger then,” says
Francisco de la Selva, a director at Fitch
Ratings México. “I don’t think the AMLO
factor will affect the economy, although
there will be volatility. It’s easy for AMLO
to talk now, but in a global economy it’s
not feasible for him to achieve what he

wants to do,” adds de la Selva. 
The market’s eye is also focused on

the changing macroeconomic
environment, as Mexican interest rates
begin easing. Having decoupled
monetary policy from the US, where
interest rates are likely to continue
rising, the Bank of Mexico or Banxico as
it’s known, has begun relaxing policy for
the first time in three years as the
economy shows signs of cooling off.
Many analysts expect interest rates to
drop by about 100 basis points from a
high of 9.75% by the end of the year.

While the interest rate differential
between Mexico and the US remains wide,
financiers are optimistic. “I think
September and October will be very

active, there will be a lot of new issues and
new players, and this could go on until the
end of the year. It’s a great opportunity,
now is a good time to seek financing in the
local markets,” says Luis Sayeg, director
of sales and distribution for institutional
investors and corporates at Banamex. The
bank expects another 20 billion-30 billion
pesos ($1.85 billion-$2.78 billion) in
bonds to be issued this year.

Foreign Issuers
Already this year, a range of companies
have come to the Mexican markets,
including international issuers such as
Spain’s Telefónica, which is preparing to
issue peso-denominated debt in Mexico
this year after receiving authorization to

Market Development

Mexico’s financial markets are growing, and experts say
not even the run-up to next year’s presidential election
will disrupt confidence.

by Benedict Mander

Left to right: Luis Sayeg, Banamex; Enrique González; Allan Marks, Milbank Tweed;
Francisco de la Selva, Fitch Ratings Mexico; Roberto Calderón, ABN Amro.
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sell as much as 12 billion pesos ($1.1
billion). Mortgage companies, retailers,
and micro-financiers have also come to the
markets, while bankers are introducing
new instruments. Antonio Villa, head of
emerging market origination in Mexico
for ABN Amro, highlighted the growth of
asset- and mortgage-backed securities,
which account for about 25% of total
issuance volumes this year. “It’s very good
that the market is opening access to those
who did not have it before,” he says.

By contrast, Mexico’s largest private-
sector corporate issuers have been much
less active this year, with the exception of
Daimler Chrysler, Ford and América
Móvil. The only regular borrower that
continues issuing at a furious rate is
Mexico’s oil monopoly Pemex. It accounts
for more than half of capital market debt
issuance this year. Although it is already
heavily leveraged – it is the world’s most
indebted oil company – its status as a
quasi-sovereign entity has enabled it to
keep coming back for more. “Local
investors see it as the same risk as
government debt but with an extra yield –
this has helped a lot in the success of its
issuance,” says Sayeg.

“Pemex is the largest company in
Mexico and its risk is highly correlated to
that of the country. If Pemex defaults,
Mexico will do the same,” says José Salce,
head of investment for insurer Seguros
Monterrey-New York Life. The risk of
investment-grade Mexico defaulting is
very remote. “It’s important to recognize
that if it is not explicitly government
collateral, it is implicitly,” he says.

Pemex has been opportunistically
placing debt in the local market where
the government has not been active, as
well as venturing abroad. “Pemex has
done a great job in negotiating foreign
issues and spreads,” says José Victor
Torres Gómez, a partner at Mexican law
firm González Calvillo. “It has created
some of the most innovative structures
for debt placement in the Mexican local
markets, thereby forcing competition on
foreign markets that have clearly shown
appetite to host Pemex’s debt,” he adds.
This has generated substantial savings
for Pemex, and spreads over equivalent
Mexican bonds have fallen from 60 basis
points to below 40.

While the bond markets may be
awash with new issuance, the same cannot
be said of the equities market and there is
little sign of this changing soon. Although
the IPC index recently breached the
15,000 barrier for the first time ever, this
was largely due to the strong performance
of the multinational companies that
dominate the index. Investors looking to
diversify their equity portfolios are often
driven abroad, with their investments in
local equity already concentrated in the
limited number of liquid stocks that trade
on Mexico City’s stock exchange. “We
need new names to help develop the equity
market in Mexico. There are only 35
stocks and only 14 or 15 of those are
highly liquid,” says Salce.

The root of the problem dates back
to the crippling economic crisis of 1994-
95, which made investors extremely risk-
averse. Investors have spurned equities to
concentrate on bonds, and it will be a long
while before the market sees much IPO
activity. One significant public offering
this year took place in mid-September,
when Carlos Slim’s financial services
company Grupo Financiero Inbursa spun
off its infrastructure development
company, Impulsora del Desarrollo
Económico de América Latina, and sold a
portion of stock to the market. 

Regulatory obstacles have also
blocked the expansion of the equities

market, although a draft capital markets
law could help solve some of these issues.
Allan Marks, partner at US law firm
Milbank, Tweed, Hadley & McCloy,
explains that for foreign investors it is
simply “more work” to invest in Mexican
equities. Furthermore, “most minority
shareholders have fewer rights compared to
other countries, including Chile for
example. This has a chilling effect on
investors. There would be more investors in
equities if these issues among others were
addressed,” he says.

Pension Funds
The growing private pension fund industry,
which this year was allowed to start
investing in equities, could help boost the
market. The pension funds, known as
Afores, were established in 1997 and now
have $74.5 billion in assets under
management, although the vast bulk of this
is invested in government and blue chip
corporate bonds. Although the Afores can
invest as much as 15% of their portfolios in
equities, they have yet to commit even 1%.
Gabriel Ramírez, vice chairman of finance
for pensions industry regulator Consar,
says “more diversification is to be
expected” in the Afores’ portfolios.
Investors are increasingly demanding
greater transparency on how their money is
being invested. There is a similar demand
for disclosure from the other side of the
fence: “It is important for the investment
strategy of the Afores to be more explicit,
that they lay their cards on the table. It is
helpful for investors to know what game
they are playing and also for issuers – but
not for trading desks!” says Rafael
MacGregor, corporate director of Grupo
BAL, a conglomerate. 

Another largely untapped
opportunity that has great potential to
boost the markets is the vast number of
medium-sized family-owned businesses in
Mexico. But they have proved very
reluctant to seek financing from the
markets, preferring bank loans instead.
“They don’t know, and they don’t care –
after all they have been around for years
without needing to turn to the markets.
This is the biggest problem we have,”
says Fitch’s De la Selva. These issuers
complain that the high cost, time and
regulatory filings make capital market

José Salce
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issues unfeasible. The government’s draft
capital markets legislation would ease
restrictions on second-tier companies to
encourage more issuance. 

But if many at home aren’t
interested, the Mexican markets have
proved to be a very effective magnet for
international investors. After 10 years of
continued investment in Mexico, foreign
investors now hold 40% of equities by
market capitalization, despite poor
minority shareholder rights and high
taxation. Now the government and
regulators have to attract more of them
and bring issuers back into the Mexican
market, rather than satisfying demand
for Mexican paper in New York. 

Foreign investors have also been
piling into peso-denominated bonds.
“International investors here are
investing in the long end of the curve, in
government or quasi-government bonds
– Mexico needs to develop a secondary
market in order to attract international
investors into corporate bonds,” says
Santiago Carniado, head of corporate
ratings at Standard & Poor’s in Mexico,
adding that more international issuers
could come to the market. ABN Amro’s
Villa also wants to see a secondary
market developed, since “a lot of people
don’t like private paper – it is not liquid
enough.”

A market for lower-rated Mexican
bonds also needs to be developed. At
present, most of these companies are
forced to seek financing abroad. “Part of
the problem is a lack of credit analysis,”
says Villa, who complains that
institutional investors don’t “roll up
their sleeves and have a proper look.
There are no local single A-rated
transactions placed with the Afores,
despite the fact that they are authorized
by Consar to buy A-rated paper.”

Although many low-grade issuers
may have to look abroad for funding,
some Mexican companies that have listed
in the US are being scared away by the
tightening regulatory environment there.
This year there have been several high
profile de-listings by Mexican companies,
notably Grupo Azteca, whose chairman
Ricardo Salinas is accused by the SEC of
securities fraud. Marks explains that the
de-listings have been provoked by a “fear”

of the Sarbanes-Oxley Act and the cost of
compliance with it, although he says their
concerns are exaggerated. “The
advantages of tapping liquidity in New
York are outweighed by the costs of
compliance for many companies,” he says.
Still, Marks doesn’t see an exodus out of
the US. “New York still maintains
several advantages over other foreign
markets for Mexican companies, and it
is likely to remain the prime destination
for Latin America investment abroad for
the foreseeable future, despite the effects
of Sarbanes Oxley,” he says. The US has
the deepest and most liquid capital
market in the world and has an
established pool of investors with
experience in Mexico. 

Structured finance is gaining rapidly
in popularity. Complex structures can be
costly and time-consuming to bring to
market, but they have helped to improve
credit quality and lower overall
borrowing costs for corporate issuers.
There is a prevailing view that the
structured finance market needs to be
standardized, as greater clarity and
predictability would help to boost
participation. Mauricio Jannet, director
of business development for GMAC
Financiera, explained there is certainly
demand. “We need to diversify our
funding, and are actively looking for
different sources of financing – one is

structured finance,” he says.
Mortgages have been a major growth

area, propelled by the government’s
Sociedad Hipotecaria Federal and
Infonavit, the government-run housing
agency. Greater availability of financing
and deregulation have been key factors in
the sector’s growth, although the market is
still young. “The major issue that is
continuing to help development is that the
banks are coming back – they had all been
running away from the mortgage market
after the 1994-95 Tequila crisis,” says
David Sánchez Tembleque, director of
planning and finance for Infonavit, which
originates over half of Mexico’s mortgages.
Having access to a broader base of
customers is also a boon to business. “The
low-income segment is booming now that
there is access to a larger pool of possible
customers,” he says, pointing to the
minimum of 15% growth expected for
Mexican construction companies next year.

Much remains to be done before Latin
America’s largest economy can graduate
from its emerging market status. The
government’s initiatives to deregulate the
market have helped, but there are still
legal impediments that are holding
growth back. “The market is far more
ready for change than the legal side,” 
said Jorge Alegría, CEO of MexDer,
Mexico’s derivatives exchange. LF

Jorge Alegría
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done deal

It is rare to see happy minority
shareholders when a company is
acquired in Latin America. Usually,

outsiders get a raw deal when core
shareholders sell out and keep the control
premium for themselves. But Daniel
Cortes McAllister, vice president of
investments at Colombian pension fund
Porvenir, praises London-based brewer
SABMiller’s $7.8 billion acquisition of
South America’s second-largest brewer
Bavaria. “We aren’t used to being treated
so well. There could have been ways to
keep us out of the deal. We were treated
very fairly,” Cortes says.

And the deal is unique in other ways
also. It entails a stock swap, instead of a
big cash payment typical in most Latin
American acquisitions. In addition, the
family selling control of Bavaria,
Colombia’s powerful Santo Domingo
Group, is staying on to manage the
business after it becomes part of
SABMiller. 

The agreement also is likely to be
one of the last big beverage buyouts in
Latin America. “There isn’t much more
consolidation [to do] in major markets,”
says Guillermo Jasson, head of Latin
American M&A at Morgan Stanley. 

Trading Shares
The Bavaria deal, announced in July, is
expected to be approved by SABMiller
shareholders by early October. SABMiller
will obtain the Santo Domingo Group’s
indirect 71.8% interest in Bavaria and
will issue 225 million ordinary shares of
its own stock, worth about $3.5 billion,
to the Santo Domingo Group. SABMiller
will make the same cash offer to buy out
Bavaria’s minority shareholders in
Colombia for a total of about $1.4
billion. It will also spend another $1
billion to buy out minority investors in
Bavaria subsidiaries in Peru, Ecuador and
Panama. SABMiller will also assume $1.9
billion in Bavaria debt.

SABMiller and Bavaria had good
reasons for going easy on minority
investors. SABMiller was acquiring the
country’s largest private sector company
and did not want such a sensitive
transaction to deteriorate into a public
relations disaster. Furthermore, since the
minorities represent a small portion of the
company’s equity, SABMiller would save
relatively little by not paying minority
investors a premium. 

The agreement gives Bevco, a Santo
Domingo holding company, a 15.1%
economic interest in SABMiller, making it
the second-largest shareholder after
Altria, which owns 24.99% of the current
voting rights in SABMiller. Two Santo
Domingo Group executives will join the
board of SABMiller’s Latin American
operation. The implied equity value of
Bavaria is $4.8 billion and, including net
debt and minority interests, the total
implied enterprise value for 100% of the

Taking it to the Next Level

Deal Facts

Deal: $7.8 billion merger of Bevco with
SABMiller

Deal highlights: SABMiller obtains
Bevco’s indirect 71.8% interest in
Bavaria in exchange for 15.1% of
SABMiller.

Advisers to Bevco: Lehman Brothers,
Morgan Stanley, Citigroup

Advisers to SABMiller: Merrill Lynch,
JP Morgan Cazenove

Bavaria group is approximately $7.8
billion. 

Morgan Stanley’s Jasson says
SABMiller paid 10 times Bavaria’s 12-
month EBITDA, which he says was
consistent with previous transactions.

Still, SABMiller’s stock rose 11%
following the announcement of the
agreement, implying that investors saw
upside in the deal. Often, an acquiring
company’s stock will fall because investors
fear management has overpaid. Bavaria’s
stock had already appreciated 55% in the
six months preceding the announcement. 

Entering Latin America
The Bavaria deal was a strategic
acquisition for SABMiller. 

However, it needs a foothold in Brazil,
the largest beer market in Latin America
and the fourth largest in the world. Bavaria
has no presence in Brazil, which is
dominated by AmBev. 

After years of fast-paced expansion
into Peru, Panama and Ecuador, Bavaria
needed a larger global partner to continue
growing. “Collectively the combined assets
will be well positioned to benefit from
industry consolidation going forward,”
says Juan Carlos García, vice president for
strategy and planning at Bavaria. 

SABMiller says it expects to invest in
premium beers to drive revenue. It
estimates cost savings of about $120
million a year by March 2010. Udi
Margulies, head of Latin American M&A
at Lehman Brothers and who also worked
on the deal, says, “SAB Miller excels at
brand management, customer
segmentation and price revenue
management. That is where they may be
able to extract more value at Bavaria.” LF

Colombia’s Santo Domingo Group became a player in the
global beer market by trading Bavaria for a stake in
SABMiller. Bavaria’s minority holders got a sweet deal too.

by Maria O’Brien
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What is the corporate sustainability index?
The Bovespa’s Corporate Sustainability Index (ISE) will be the
first stock index in Latin America designed to measure the
return on a portfolio of companies that are highly committed
to sustainability. That is, the economic, social and
environmental sustainability of the company, or what is known
as the “triple bottom line.” The ISE will also consider
companies’ corporate governance standards. The ISE is similar
to the Dow Jones Sustainability Indexes, launched in 1999.

What is driving interest in sustainable investing in Brazil? 
Brazilian companies are exporting more to different markets
than they were five years ago, and they are more exposed to
the laws of these different markets. For example, exporters in
the furniture and paper and pulp industries are under pressure
to subscribe to international management standards such as
the ISO14000, which establishes a minimum level of
environmental standards. Environmental legislation in Brazil
governing air and water pollution has also become stricter
recently, affecting companies in the steel, petrochemical and
paper and pulp companies. Companies are more vulnerable to
labor and legal action, which can cut into the bottom line of
the company and make it less sustainable in the long run.

How important is infrastructure for sustainability?
Brazil’s infrastructure deficit affects all Brazilian companies in
different degrees and this is something that the government
and society is trying to resolve through initiatives such as
Public-Private Partnerships (PPP). Some companies, such as
CVRD for example, have invested in roads, railroads and port
infrastructure. Other companies have tackled energy shortfalls
that affect their profitability by building their own power
generators. While this makes them sustainable in the long run,
companies that destroyed forests to build hydroelectric plants
might not have such a good sustainability record.

How will you select companies for the index?
We sent a questionnaire to Brazil’s top 150 companies in
September, and we will select a maximum of 40 companies
that meet the highest economic, social and environmental
standards. The questionnaire involves issues about health and

safety standards, corporate governance, economic
sustainability, environmental and social standards. Eligible
companies must meet minimum liquidity levels and they must
have been traded for at least half of the preceding 12 months.

Who are you working with to build the index?
The Center for Sustainability Studies at the Business School of
São Paulo’s Getúlio Vargas Foundation developed the
methodology. The project also received financial support from
the International Finance Corp. In addition to this, the ISE has
an independent advisory board composed of the Brazilian
Association of Pension Funds, the National Association of
Investment Banks, the Association of Capital Markets Analysts
and Investment Professionals, the Bovespa, the Brazilian
Institute of Corporate Governance, the Ethos Institute for
Social Responsibility and the Environment Ministry. 

How will the ISE index complement the other indices?
The ISE will complement them by providing additional
information to market participants. Indices such as the IBrX
and Ibovespa measure short-term sustainability factors such as
profitability. The Corporate Governance index in the Novo
Mercado [reserved for companies meeting stringent corporate
governance standards] measures transparency and treatment of
minority shareholders. The ISE will measure this as well as the
companies’ handling of social and environmental issues. 

Who do you expect to invest in the ISE?
We expect Brazilian and global investors who are looking to
make longer-term investments to be interested in this index.
Sustainability is a long-term issue that is not reflected in short-
term financial statements. This index is not for investors
looking for short-term gains. Investors who think
environmental and social issues will be important factors in the
long-term success of a company will invest in the ISE. 

Will you drop companies from the index? On what grounds?
The index will be rebalanced annually, and we will reevaluate
the companies’ sustainability levels. Those companies that no
longer meet the sustainability requirements and are no longer
among the “best in sustainability” will be excluded. LF

Ricardo Pinto Nogueira, executive operations superintendent at
the São Paulo Stock Exchange (Bovespa), explains the launch of
a new corporate sustainability stock index.

Ricardo Pinto Nogueira

Being Green



October 2005    LATINFINANCE 47

parting shot

The Machiguenga live in the shadow of one of Latin
America’s largest new infrastructure projects, the Camisea
gas and gas liquids project in the Peruvian Amazon.

Indigenous villagers affected by project construction have
reported drastic declines in the fish and game they depend on for
food, as well as polluted water, soil erosion and landslides.

Despite calls for massive scale-ups in infrastructure
investment in Latin America, serious problems remain with the
way mega-projects like Camisea are managed and financed. New
infrastructure investment is critical for providing basic services, as
well as for economic growth, but grand visions of concrete and
steel do not, by themselves, serve the public good. Infrastructure
mega-projects can also have social and environmental impacts –
especially in Latin America, where some plans threaten the
region’s great bastions of biological and cultural diversity.

Buyer Beware
Costs for infrastructure projects are almost always higher than
forecast, and their benefits often much lower than expected.
Denmark’s Aalborg University carried out a comprehensive study
of project costs in 2002, examining 258 transport projects on five
continents. It found that costs were under-estimated 90% of the
time, with no improvement in accuracy over the past 70 years.
The study’s lead author stated that underestimations “seem to be
best explained by strategic misrepresentation, namely lying, with
a view to get projects started.” 

There is a reason for these appraisal errors:  those who
promote these projects are not held accountable if they fail.
Politicians like approving projects but are rarely around when
expected benefits don’t materialize and debts must be serviced.
Staff in planning and public works ministries and development
banks hitch their careers to projects but are not held responsible
once the money is out the door. Contractors and concessionaires
have an interest in low-balling cost estimates, betting correctly
that contracts can be renegotiated after projects are underway.
Primary users and local governments also stand to gain. These are
powerful political forces, while taxpayers – and sometimes even
finance ministries – are out of the loop. 

Private sector participation can make it easier to build white
elephants, because politicians can incur contingent liabilities,
bailing out private participants later, without appearing to spend

public money or incur debt on the balance sheet. For that reason,
it is discouraging that much of the current discussion focuses on
how governments can absorb more risks to “smooth out the
road” for private investment. There has also even been talk of
relaxing spending controls by netting out infrastructure spending
and borrowing from allowed deficits. 

Environmental and Social Risk
As serious as they are, these problems pale in comparison with the
way environmental and social risks are assessed and managed.
Decision-making largely ignores those whose lives are adversely
affected by projects. These people are often marginalized, poor,
and powerless. 

Most of the drilling for Camisea will actually take place in a
reserve for nomadic indigenous peoples. Many lack immunity to
illnesses from the outside world. The project risks repeating a
tragedy that occurred in the 1980s, when hydrocarbon
exploration in the area introduced diseases that wiped out almost
half the entire Nahua people. 

Many of Camisea’s environmental and social studies and
mitigation plans were produced after it was already under
construction. Now the rest of the Lower Urubamba region in the
Peruvian Amazon is slated for hydrocarbon exploration or
exploitation, without an ex-ante process to incorporate
environmental and social concerns into the regional planning of
whether and how this development should proceed. The first
concession is built and the second is getting underway.
Exploration contracts for the third and fourth concessions have
been signed. Yet only now is there a draft Terms of Reference for
a study of cumulative and regional issues. 

International financial institutions (IFIs) play an important
role in many of the biggest and most controversial mega-projects.
These agencies provide more than finance – their participation
also lowers political risks for private lenders and investors. 

For years, critics have highlighted a pervasive “pressure to
lend” and “approvals culture” at development banks. Career
advancement depends more on approving loans than on project
outcomes, much less environmental or social outcomes. This is
one reason why, even at banks with environmental and social
safeguard policies, compliance is often poor. 

Even at the World Bank, whose safeguard policies have

Project financiers, governments and development agencies are
not taking environmental factors as seriously as they should when
they back infrastructure deals. By Aaron Goldzimer* Aaron Goldzimer

Counting the Costs
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long been considered international benchmarks, compliance is
mixed, and the policies themselves are being weakened, as in
the current IFC Safeguard Policy Review.  The record of the
Inter-American Development Bank (IDB) has been particularly
weak. It is now attempting to revise its 459-word
environmental policy from 1979. Its November 2004 draft
does not meet the standards of other major development banks
or even the environmental laws and policies in many of the
IDB’s borrowing countries. 

The Andean Development Corp. (CAF), Brazil’s BNDES
development bank and other sub-regional entities, meanwhile,
are building big portfolios of infrastructure projects with little
serious regard to environmental and social impacts, policies, or
transparency – notwithstanding CAF President Enrique
García’s “Man of the Year” designation from this magazine.
Indeed, we are witnessing a clear downward pressure on
environmental standards and enforcement among IFIs as they
compete with each other to finance projects. The World Bank is
getting involved in infrastructure projects again, but proper
enforcement of its environmental safeguards is slipping as the
bank comes under greater pressure to close deals. China also
looms large as a growing alternative source of investment in
mines, oil, and agricultural projects with few qualms about
environmental and social issues. 

The record of export credit agencies (ECAs) is also mixed.
Some, such as the US and British agencies, are taking
environmental and social due diligence more seriously. Other
countries, such as Germany and Spain, have obstructed OECD
negotiations on common minimum environmental and
transparency standards for export credit agencies. The German
ECA has helped finance Chile’s Celulosa Arauco y
Constitución paper pulp plant that is polluting the Carlos
Andwandter Nature Sanctuary. It has reportedly led to the
decimation of Latin America’s largest concentration of black
swans and could threaten local indigenous Mapuche fishing
communities.

Equator Principles
Leading private commercial banks are now catching up and in
some cases moving ahead of many IFIs, at least on paper. More
than 30 of the world’s largest banks, arranging about 80% of
global project finance transactions, have adopted the ‘Equator
Principles.’ These are generally based on IFC standards,
although with plenty of added wiggle room. The signatory
banks (including five from Brazil) have arguably now
committed to stronger safeguards than many public
institutions such as the IDB or CAF and many ECAs.
However, Equator banks do not disclose much information
about which deals they finance or how the Principles are
applied. Therefore, it’s difficult to determine whether they are
really making a difference on the ground in Latin America.

Many of the region’s most alarming projects are part of
the Integration of Regional Infrastructure in South America
(IIRSA) initiative, an ambitious plan to build 335 major
infrastructure projects – highways, dams, pipelines, and more –
requiring investments of at least $37 billion. The Hidrovía
Paraguay-Paraná waterway, Brazil’s BR-163 highway and

many other IIRSA projects could significantly accelerate the
invasion of indigenous lands and destroy some of the world’s
greatest tropical forests and wetlands. 

Despite rhetoric about regional integration, many of IIRSA’s
projects are actually driven by natural resource and commodity
exports. Facilitating soy exports is a major factor. According to
the US Foreign Agricultural Service, scientists have estimated that
a 20% reduction in transport costs for Amazonian agricultural
products may translate into a 40% increase in long-term
deforestation rates. IIRSA is moving forward quickly, without
any serious attempt to evaluate its environmental and social
threats. Civil society organizations throughout the region are
mobilizing to confront these projects and IIRSA itself.

What to Do?
At least three levels of action are needed. First, financial
institutions and governments need to adopt adequate standards,
safeguards and capacity to enforce environmental quality and
compliance. This includes monitoring and audits by independent
experts. Financial institutions need to overcome pressures
towards lower standards and agree on a level playing field,
adopting safeguards at least as strong as the World Bank’s. This
should be a pre-condition for infrastructure integration initiatives
such as IIRSA. 

Second, and more fundamentally, there has to be a solution
to ‘sequencing’ problems, where environmental and social
impacts do not seriously figure in upstream planning and project
design – and where projects move forward before social and
environmental mitigation programs are even in place. “Strategic
Environmental Assessment” – a set of tools to assess
environmental, social, and economic impacts at a broad scale –
can help with this kind of upstream planning. But political will to
implement the results must be present. 

Third, affected communities must have a seat at the
negotiating table, along with every other stakeholder. As long as
they are merely ‘consulted’ and seen as a secondary concern, the
forces behind project development will always overwhelm their
interests. In 2000, the World Commission on Dams developed
the outlines of a new decision-making framework that is
applicable to all large infrastructure sectors. It includes
comprehensive options assessment so that lower-impact
alternatives can be identified and considered. It involves
negotiations with local inhabitants resulting in legally
enforceable provisions to ensure equitable outcomes. Adversely
affected communities are explicitly identified as risk-bearing
parties, along with sponsors, investors, and governments – all of
whom have the right to share in benefits and negotiate the terms
under which their risks are acceptable. 

Such an approach would require a dramatic shift in current
practice, but it is possible. In fact, it is essential. Doing otherwise
only forces the most vulnerable to bear costs and risks that none
of us would accept ourselves. LF

*Aaron Goldzimer is a social scientist at Environmental
Defense, a Washington DC-based nonprofit organization working
for reforms in multilateral development banks, export credit
agencies and other international financial institutions. 
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