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BACKGROUND
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Ower the last few vears, vari
ous international and nation-
al institutions have been
implementing, separately, a
series of energy projects in
the Caribbean subregion,
highlighting the need for this
subregion to apply a maore
comprehensive approach to
the energy sector,

As a2 result of this situation, in
October 1998, in order to join
efforts and coordinate actions,
the Caribbean Energy Action
Program {CEAP) was set up
with the coordination of
OLADE and the participation
of the Association  of
Caribbean States (ACS), Lhe
Caribbean Community (CARI
COMY, the United MNations
Environment Program (UNECF},
the Caribbean Energy Informa-
tion System {CEIS), the Cco-
nomic Commission for Latin
America and the Caribbean
(ECLAC/CCST), the United
Nalions Development Pro-
gram [(LUNDP), the University
of the West Indies (LWIA/CER-
MES), the UNEP Collaborating
Centre, the European Com-
mission, and the delegates of

‘the majority of the Caribbean
' CoLntries.
.
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gy supply in order to meet the
requirements of industry and
the demand of the population
of all the Caribbean countries,
including those that are not
members of OLADE.

The institutions sponsaring the
implementation of CEAP
actions are the German Tech-
nical Cooperation Agency
(GTZ), the Canadian Interna-
tional Development Agency
(CIDA), the Government of
Quebec, the European Com-
mission, the UNEP Collaborat-
ing Center, and the Global
Environment Facility (GEF).

COORDINATION MECHA-
NISM

In arder to give impetus to the
actions, a coordination mech-
anism has been set up. It
invalves the establishment of a
Steering Committee that sets
general policies and an Oper-
aling Commilleedocoordinale
and monitoring the Program’s
componeénts.  The Steering
Committee is comprised of the
Ministers in charge of energy
or their representatives. This
Committee meets once a year
at ACS headquarters to review
progress achieved in the activ-
ities ane define new actions
for-the lollowing vear. The
ACS is now acting as Secre-
tariat for the Steering Comuit-
tee,

lmpetus for the

-*fél()pment
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The Operating Committee is com-
prised ol representatives  from
OLADE, ACS, CARICOM, ECLAC/
CCST, UNEPR, UNDP, and CEIS. Its
duties include Program coordination
and monitoring (twhile respecting the
operating mechanisms of individual
projects) and reporting o the Steer-
ing Committee.

PROGRAM ACTIVITIES

The CEAP' various activities are to
be implemented in two phases,
depending on the priority assigned fo
r.*nr.'h aclivity and resource availabili-

.. The first phase will develop those
|Jrf)jec,1‘5 that have already heen iden-
tificd and, in some cases, will secure
the necessary funding, as indicated
helow:

In subsecuent phases, additional pro-
jects of interest for the countrics and
other CEAP participants will be iden-
tified, and steps will be taken to
obtain the respective funding for their
implementation. If necessary, new
modules will be incorporated into
the Program.

PROJECTS

¢ The Electronic Information Net-
work Project is aimed at meeting

MODULE [

countries’ need to have a suilable
channel for disserinating tech-
nical information on energy pro-
jects or initiatives, thus avoiding
the duplication of actions and
establishing contacls between
the technical experts waorking in
relaled areas. Thus, its objective
is to facilitate the exchange of
technical information on projects
being implemented in the coun-
tries of the area, set up a data
base, and offer an efficient con-
sultation tool for technical
experts and researchers.

The implementation unit for this
project is OLADE, with support
from the Caribbean Energy Infor-
mation System (CEIS) and the
University of West Indies Centre
for Environment and Develop-
ment  [UWICED) Centre  for
Resource Management and Envi-
ronmental Studies (CERMES),
which will be contributing
resources for its funding.

Al present, there is a preliminary
version of the nebwork on
O ADE's web site and work 15
being done to set up the data
hases and coordinale with other
institutions.

~ PROJECT

Information syslems - Eleetronic information netwark
| - Natienal energy information systems (SIEN)

| Energy palicy

Enerpy prolicy

1].-_1}\”1% with the incorporation of

sustinahle development eriteria

Lnergy

optimization i the  Carihbean

Subregional Hydrocarbons Commission
- Options 1o increase the share of natural gas in the

Caribbean’s energy matrix,

'!‘mininw = { ertificution program (specihc a} ihl Luum‘m
egtsl; ation 5 F|'|;_|->1, sector environmental uﬂl];llltm

J nergy n;,liln;,u.n».,*r
I-{rl-:_v.ﬂhll. crergy

- Promoting demand-side management projects
Transfer 01 small hydropower station o techy wlogy
- Prometing small and medium hydropower stations

pﬁ:l]ubl formulation and
funding

Renewable  energy development  project for the

Caribbean

Support 1o the Caribbean countries Tor formulating,
developing, and marketing energy project proposals
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The National Energy Informa-
tion Systems Project was
designed to build up the techni-
cal capacity of the countries by
providing them with suitable
lools to compile, store, adminis-
ter, and evaluate energy sector
information with the develop-
ment of national energy informa-
tion systems (SIEN), which would
make available the energy statis-
tics required for energy sector
analysis, monitoring, follow-up,
evaluation, and planning, as well
as economic information, exparn-
sion projects, and indicators on
management,  environmental
impact, and technological devel-
opment.

The Project envisages activities
on information assessment, defi-
nition of information {low mech-
anisms, SIEN design, and SIEN
development, installation, and
starf-up.

OLADE will be implementing
the respective activities, first in
Haiti, with support of the CEIS
and UNWICEDYCERMES.

The Energy Policymaking for
Sustainable Development Pro-
ject is considered to be a project
of special interest for the coun-
tries participating in the CEAP,
because il intends to promote the
adoption of policy guidelines lo
lacilitate the implementation of
projects aimed atl achieving sus-
tainable energy sector develop-
ment (especially renewables and
energy efficiency).

The project will take place in two
stages. The first will prepare case
studies (Jamaica and Dominican
Republic), considering topics
such as the analysis of current
energy policy, the proposal for
building up the institutional and
human resource capacity of the



‘ministries, proposal of facilitating
energy efficiency, - renewable
energy, and other clean technol-
ogy initiatives. [n addition, there
will bea waorkshop on the
approach and elements of sus
tainable development policies,
based on the results of the case
stucies. The second stage will
provide specific advisory. ser-
vices to the countries interested
in applying these approaches.

This project is being implement-
ed with funding from .the
OLADE-ECLAC-GTZ Project on
Energy and Sustainable Develop-
ment and the UNEP Collaborat-
ing Centre, which will be partic-
ipating with support from the
ACS, CARICOM, Organization
of Eastern Caribbean States
(OECS), UWICEICERMES,
LUNEP, ECLAC/CCST, and the
LUNEP Collaborating Centre,

Its implementation has started
with the preparation of an energy
policymaking guide, o be
applied in the case studies.

The Caribheﬁn Energy Supply

‘Optimization Project is aimedl at

transferring the successiul expe-

rience of the Central American

Hydrocatbons  Coordination
Commitlee (CCHACT by estab-
lishing a Subregional Commis-
sion comprised of country dele-
“gates, which would become an
appropriate forum o discuss
aspectsiol priority interest, such
as the formulation of alternatives
to reduce energy supply costs
(supply contracts, price setting,
freight], rationalize the structure
of energy balances, increase
energy efficiency, intensify ener-
4 trade integration in the subre-
gion, address  environmental
problems, ete.

The project will take place in
two stages. The first will set up
the Caribbean Subregional
Hydrocarbons Committee,
which will be meeting al least
once a year. The second will
provide advisory services to
those countries that are interest-
ed in applying the experience of
some of the countries in some
specific area and, if so, depend-
ing on the group’s recommenla-
tion, a study would be conduct-
erd on energy supply optimiza-
tion alternatives,

OLADE will coordinate project
actions with support from ACS,
CARICOM, OECS, UWICED/
CERMES, UMEP, and ECLAC/
CCST, as well as funding from
the German Technical Coopera-
tion Agency (GTZ), with which
an administrative mechanism is
being discussed prior to the first
meeting for the eslablishment of
the Subregional Hydrocarbans
Commission, with support from
ECLAC and some Central Amer-
ican countries,

Options to Increase the Share of
Natural Gas in the Energy Mix
of the Caribbean is a project
aimedl at determining the subre-
gion’s natural gas potential and

formulating alternatives for its

development, considering for
this purpose the complementary
nature of gas from Venezuela.

The project will take place-in
two stages. The first will proceed
with the elaboration of the con-
tents of the study and the revi-
sion of existing information, with
the participation of officials from
frinidad and Tobago, the coun-
try that has the largest gas
reserves in the subregion. The
second will study alternatives for
submittal to the consideration of
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The Electronic
Information
Network
Project is aimed
al meeting
countries’ need
to have a suitable
channel for
dissemincating
technical
information on
energy projects or
initiatives, thus
avoiding the
duplication of
dctions anc
establishing
conlacts beliween
the technical
experts working
in related areds



the Caribbean Hydrocarbans
Working Group.

The first coordination meeting
was held with officials of the
Ministry of Energy and Energy
Industries of Trinidad and Toba-
go in order to define the study’s
scope, and progress has been
made in compiling international
information for the incorporation
of LNG in the energy matrix of
the Caribbean.

The project will be supported by
ACS, CARICOM, OECS, Uwl,
LINER and BCLAC/CCST,

The Certification Program
(Diploma), which is part of the
CEAP, will be promoted to
decentralize training activities
aimed at meeting the specific
needs of the subregion’s coun-
tries. [t is an extension of the
Energy and Environment Project
that OLADE and the University
of Calgary are conducting
together. The participant in this
program who is attending one of
the various short courses in train-
ing institutions of Latin America
and the Caribbean will receive a
diploma certifying the training
that was given. Some of the
courses will be granting credits
for the Master's Degree Program
in Energy and the Environment
that is being delivered at OLADE
headquarters. The program is
planning additional courses
using a distance teaching
scheme. The first course will be
for the Caribbean subregion and
will focus on renewables,

This program is being funded by
the Canadian International
Development Agency (CIDA)
and implemented by OLADE/
University of Calgary with sup-
port from UWICED and other
Caribbean universilies.

The Program’s first action, in
May 1999, consisted of a plan-
ning meeting in Calgary, Cana-
da, with the participation of
UWICED, to define the pro-
gram’s structure and costs. At
present, work is being done on
the contents of the first course,
which is scheduled for the first
quarter of the year 2000,

The Environmental Regulation
Workshop Project, which is 1o
be organized as part of the
CEAE, is aimed at compiling the
regulatory schemes that are in
force in the countries of Latin
America and the Caribbean and
that involve energy and environ-
mental projects, as well as dis-
cussing the benefits and draw-
backs of the regulatory schemes
of each country fo identify com-
man problems and solutions.

OLADE and the University of
Calgary defined the subjects of
the agenda and will be holding
this seminar with support from
the. UMW Caribbean Law Institute
Center [CLIC), ACS, LINER. CARI-
COM, OFCS, ECLAC/CCST, and
the UNEP Collaboraling Centre,
an November 1-3, 1999, in Port-
of-Spain, Trinidad and Tobago.
The governments of the subre-
gion (ministries of energy and
environment), NGOs, and repre-
sentatives of the industrial sector
(energy industries and large
energy users) from all the coun-
tries of the Caribbean have been
invited to participate in the sem-
inar.

The Project Promoting Demand-
Side Management Projects in
the Electric Power Sector is
aimed at promating the start-up
of DSM praojects being jointly
implemented by companies and
investors from Quebec and Latin
America and the Caribbean,
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with emphasis on the tourist sec-
tor of the Caribbean in order to
involve the private sector in
activities for the efficient man-
agement of energy and industrial
facilities in the countries.

The project envisages the identi-
fication and evaluation of exisk-
ing projects and the promaotion
of conditions favaring the coun-
tries and project implementation
actions.

In arder to start up actions in this
project, an OLADE mission and
the Government of Quebec visit-
ed Barbados, Cuba, Jamaica, St.
Lucia, the Dominican Republic,
and Trinidad and Tobago in
order to determine the possibility
for cooperation. In Cuba, the
parlicipation of companies from
Quebec at the TECNOLURE 99
Conference to be held in
December 1999, as well as a
seminar on ESCOs on October
5-7, 1999, was ensured. In
lamaica, advisory services to the
Jamaica Public Service Compa-
ny (JPSCo) were planned, and
the establishment of an ESCO for
an energy efficiency project far
the University and a hospital is
being evaluated. In Santa Lucia,
a proposal for reducing technical
losses in distribution, as well as
conducting energy audits in gov-
ernment buildings, will be sent
to the power utility (LUCELEC).

For its implementation, OLADE
will be securing funding from the
Government of Quebec and sup-
port from UMWICED-CERMES and
the Caribbean Electric Utilities
Services Corporation (CARILEC).

The Transfer of Small Hydro-
power Station Technology Pro-
ject is aimed at consolidating the
establishment of national teams
with sufficient capacity to devel-



op projects for tapping the ener-
oy of small waterfalls, in their dif-
ferent stages.

The OLADE-ECLAC-GTZ project
will fund and implement this
project, with suppaort from the
OLADE-Quebec Program and
the Cuban Governmenl,

Between April and June 1999, a
case study was conducted in
Cuba, an alternative technology
proposed for Cuba was pre-
pared, and a subregional wark-
shop was organized to present
these alternatives. These resulls
have been disseminated to all of
the subregion’s countries,

The Project for Promoting Medi-
um and Small Hydropower 5Sta-
tions is geared to fostering the
start-up of hydropower and elec-
tric power transmission projects
with companies and investors of
Quebec and Latin America and
the Caribbean.

The Project includes phases to
icentify and evaluate existing
projects, to promote favorable
conditions in the countries, and
foster project implementation
~ actions to facilitate the start-up of
~ hydropower and electric power

 fransmission projects in the

resion, by means of partnerships
and  technology  transfers
between the companies of Que-
~bee and interested countries, for
~ which purpose specific meetings
will be organized. .

Project activities will be funcled
by the Government of Quebec
and implementation will be in
the hands of the OLADE-Gov-
ernment of Quebec Project, with
support  from  the  CEIS,
UWICED/CERMES, UNEP, and
ECLAC/CCST.
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To date, projects have been idlen-
tified in Cuba and Guyana. In
the former, a scheme far collab-
oration between the MNational
Hvdraulic Resources Institute
and the company Microturbines
Technologie, Inc. has been
defined for the transfer of small
hydropower station technology.
In Guyana, negoliations are
heing held to build the 45-MW
Tumatumari Station.

The Renewable Energy Devel-
opment for the Caribbean Pro-
ject is aimed at facilitating the
development of renewables in
the member countries of CEIS.

The UWI initially thought of the
project, which will be developed
on the basis of crucial contribu-
tions from this institution. The
project envisages the following
activities: Evaluation of Renew-
able Energy and Component
Design Policy, Evaluation of the
Renewable Energy and Compo-
nent Design Financing, Devel-
opment of a Program to Build
Up Renewables, Building Up the
Renewable Energy Information
Netwark, and Workshop on Pro-
ject Design and Documentation.

The project is being implement-
ed by CIES with support from
OLADE, UWICED/CERMES,
UNEP, and ECLAC/CCST and
funding from UNDP/GEF,

“After a vear of the establishment

of the Caribbean Energy Action

~Program [CLAP). it has became
an element for the sector’s devel-

opment, with the active suppor

and participation of the countries

that are its members, which will
enable ils aclivities to expand in
the future and new projects of
interest for the subregion to be
implemented. @y
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he Republic of Peru is

located in the midwestern

part of South America, with
Fcuador and Colombia 1o the
north, Chile to the south, Brazil and
Bolivia to the east, and the Pacific
Cloean to the west,

Peru has a surface territory of
1,285,216 square kilometers. It has
a population of 25 million and its
demographic growth rate, according
to 1993 census projections, is 1.8%.
More than hali the population
(532.15%) lives on the Pacific
seaboard, whereas 36.9% lives in
the Andes and 11% lives in the
Amazon river basin,

OVERALL SITUATION

Since the mid-1990, the Peruvian
Government has been implement-
ing a stabilization program aimed al
reducing inflation, restoring macro-
cconomic equilibriuni, and restruc-
luring the economy in order to
ensure long-term growth.

Alongside this, a set of structural
reforms is being promated to mod-
ernize the Slate, reduce its involve-
ment in the economy, increase pro-
ductivity, and enhance compelilive-
ness. These reforms are parl of
waorld economic globalization and
the prevalence of open market
CCONOMHes.

Al present, private investment is
being actively promoted in sectors
that were previously the exclusive
domain of the State, such as elec-
tricity, oil and gas, telecommunica-
tions, water, cement, mining, etc.

The stabilization thal started in
August 1990 put an end to the
excessive growth of money. Pricing
controls — and  subsidies  were
eliminated, thus permitting interest
and exchange rates lo floal. As a

result, inflation  declined  fram
7,000% in 1990 to one-digit figures
in 1997, In 1998, inflation
continued to decrease and was at
BLO%G, the lowest rate since 1972,

Gross domestic product {GDP)
between 1993 and 1998 recorded
sustained annual growth of 6%,
based mainly on the confidence in
lacal and foreign investment and
domestic savings, In 1998, the GDP
growth rate amounted to anly 0.3%
because the Peruvian economy was
severely  affected the El Nino
Phenomenon ialteration of Pacific
ocean currents leading to flooding)
and the international financial crisis.

ENERGY SECTOR

Peryu has a variety of energy sources,
among which ail and gas play a
leading  role,  along  with
hydrocnergy, coal, biomass, salar
and wind energy, ete.

The Ministry of Energy and Mines is
the institution governing energy and
mining activities and therelore it is
in charge of setting standards and
promoting, supervising, and orient-
ing the seclor in order to contribute
to the country’s socioecanomic
developmenl in keeping with the
Government's general policy to
continue promoting private-sector
investment in the country and con-
clude the program lo privalize
assets thal are still in the hands of
the State, a process that started
Many years ago.

This is in line with the implementa-
tion of actions to abate poverty, ori-
enting investmenls towards those
activities that ensure a greater gen-
eration of employment.

In this context, the essential actions
inside Peru’s energy seclor are
aimed at:
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Continuing with the privati
zation of the State’s entrepre-
neurial activities in the energy
sector, ensuring the viability of
companies and promoting new
investments in the companies
that are being privatized, pro-
moting praductive employment
and competition and improving
efficiency in production to
ensure qualily and excellency
of goods and services,

Continuing with the promotion
of private-sector investment in
the development of power
seneration, transmission, and
distribution activities in the
country, creating the proper
framework so that nalional
capital can participate success-
fully  in  the privatization
processes that are being imple-
mented.

Continuing with the expansian
al the electricity frontier in rural
and urban areas inside the
country, whether through small
stand-alone  systems or b
connecting these areas with
farge national interconnected
arids. Alongside this, efforts will
continue  to integrate inter
connected power systems into
one single grid.

Ensuring competition and per-
manently revising and comple-
menting current standards in
order lo adapt them to the
country’s interests, as well as to
the changes that are taking
place in the global framework
in which electric power activi-
ties are taking place.

Continuing the promotion of
exploratory aclivities in order to
increase oil and gas reserves and
to ensure self-supply over the
medium term with a dynamic

g



Peruvian laws
promole lhe
participation of
private-sector
enterprises in the
sector using d
business
approach for
power generation
[ransniission,
distribution, and
marketing,
governed by open
market rules and
without any
constraint.

2

10

legislation  that s always
responsive to variations on the

world fuel marlaet.

= Supporting  the creation  of
competitive markets to trade fuel
in open market conditions.

e Supporting the privatization of
oil and gas subsector assets that
are still in the hands of the State,

* |Intensifying the campaign to
promote the rational use of
energy and increase efforts (o
ensure  the wider use ol
renewables.

ELECTRIC POWER SUBSECTOR

Peruvian laws promote the partici-
pation of private-sector enterprises
in the sector using a business
appraach for power generation,
transmission, distribution, and mar-
keting, governed by open market
rules and without any constraint, In
the case of supplies for public elec-
tric power service, at present
defined as any consumption with a
peak demand under T MW, the [aw
has provided for a regulated pricing
system based on marginal costs, the
acknowledgmen! ol efficient costs,
and open market prices, recOgniz-
ing a 12% real annual discount rate.

During 1990-1995, the electric
power subsector was consolidated
and restructured by upgrading
existing facilities, establishing a
suitable legal framework, restructur-
ing the sector, and transferring a
large parl of the State’s business
aclivitics to the private sector,

During 1996-1998, standard-setting,
regulatory, and supervisory agencies
were consolidated andfor created,
and adjustments were made 1o
current norms.
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At present, the subsector is in the
process of being consolidated, to
ensure lhat service quality and
customer attention will become truly
impeartant,

Despite the severity of the problems
founc at the start of the decade and
the complications that have arisen
naturally as a result of such a
comprehensive  transformation,
major results have been achieved,
among which the following are
noteworthy:

e Recovery of the electric power
balance, since there is now no
deficit. The number of users has
grown by 64% thanks to
investments made in marginal
urban areas and especially in
rural areas.

¢ The national electrification
coefficient, which in simple
terms indicates the percentage
share of the population that has
access o electric power service,
has risen from 50% to 70%,
benediting more than 4.2 million
inhabitants. By the year 2000, it
is expected that there will be a
coverage of 75%.

Of the many projects that have boen
carried out in the country during this
period, the following are nateworthy:

* High-performance thermoelec-
tric  plants  addressing  the
permanent shortage of electricity
in lquitos, Pucallpa, Tarapoto,
Tumbes, Puerto Maldonado,
Mollendo, Tacna, among others.

* The Cachimayo-Abancay, Aban-
cay-Anclahuaylas, and Abancay-
Chalhuanca-Chugquibambilla
transmission lines, which helped
to lay the groundwork for the
comprehensive electrilication of
the Department of Apurimac,



The Tintava-Charcani transmis-
sion line, which permitled the
integration of the electric power
systems of the south, improving
its reliahility and which, in asso-
ciation with ather projects such
as the Arequipa-Mollendo line,
has helped to overcome the
negalive impacts produced by
the natural disasters that
recduced supply.

The Cajamarca-
Cajabamba,
Puno-llave-Poma-
ta, Masca-Puguio,
and other trans-
mission lines,
which facilitated
connection to the
principal systems
to important loca-
tions of the coun-
try’s sierra, enlarging ils inle-
sration and development pos-
sibilities.

190 small electric power
systems that carry energy to the
most remale communities in
the interior of the country,
improving living quality and

development,

During the period 1999-2000, an
intense development program has
heen planned.

In terms of supply side, it is
expected that the Hydropower
Station of San Gabdn (110 MW,
the Thermoelectric Station of
mollendo (70 MW, and one of

the units of the Thermoelectric
Station of o 2 {125 MW will
start up. Building of the power
stations of Chimay (111 MW,
Yanango (38 MW), and Yuncan
(126 MW, as well as the second
unit of the o Power Station (125
AT, will continue.

As for transmission, it is expecl-
edl that the Mantaro-5ocabava
line, which will he
integrating the Cen-
tro-Morte and Sur
electric power sys-
tems, will start up
and that the Talara-
Zorritos  lransmis-
sion line, which will
enable the principal
system to extend up

ty the northern border, will be
completed.

The National Electrification Plan has

also

envisaged the following

projecls, among others:

Completion of the Grand Ama-
zon Axis, which will be con-
necting the cities of Tingo Maria,
Aucavacu, Tocache, Bellavista,
Tarapoto, Moyobamba, and
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Yurimaguas, permitting  the
incorporation of the San Martin
Regional System into the Centro
MNaorte Interconnected System,

«  Construction of the 10-MW El
Valor Thermoelectric Station,
which will guarantee the supply
recjuired for the development of
the northeastern area,

s Conslruction of the Campo
Armino-Pampas line associated
to the Huancavelica small
power system, which be able to
provide energy  for 40,000
inhabitants of extremely poor
areas in this department.

e Construction of the Juliana
Funo, Avacucho-Cangallo,
Chiclayo-Tucuman-Cavalti, and
other lines.

Construction of 50 small power
systams, the mam ones being
Puquina-Chmale-Ubinas, Bagua
Stage |, Chachapoyas Stage I,
Caballococha,  MNauta,  and
[heria.

= The start of a large program to
install solar energy panels in the
tropical rain forest and in border
areas, which will facilitate social
integration and improve the
living conditions of a large
number of inhabitants of remote
areas and nalive communities.

OIL AND GAS SUBSECTOR

The Peruvian Government has taken
up the task of restructuring the oil




and gas subsector by applying the
madern concepls of a liheral market.
A series of new laws were enacted
Between 1997 and 1992, permilling
the free flow of capital, the gradual
deregulation of prices, the free
convertibility  of  the  national
currency, equal treatment for foreign
and domestic  investars, the
simplification of lax procedures, etc,,
t set up the macrocconomic
context that would help to promote
the presence of investors in all
sectors of the cconomy,

A new  hedrocarbons  law was
approved in mid-1993, confirming
the political bases that were defined
and decided for the sector, amaong
which the following are nateworthy:

»  Hydrocarbons in the sround
belong to the Peruvian State, bu
those on the surface belong to
PERLUIPFTRO), which is entitled
lo transfer ownership to the
contractor - in the licensing
contracts.

¢ The frec  availability  of
hvelrocarbons produced and the
open market imporfexport of ail
and products are provided for in
exploralion conlracls,

Ener
Maggzine

o Prices are determined by supply
and demand,

e Termination of PETROPERL S
monopoly and the open access
of private companies to o all
upstream and downstream ol
and pas activilies,

e Stable exchange rate regime.
Accounting in LS. dollars is
permitted.

»  Possibility  of  international

arbitration.

«  Modern regulations for ol
incustry activities and
environmental protection.

The legal framework also defined the
establishment of a new instilutional
configuralion:

s  The Ministry of Energy and
Mines (MEM), through the
Cieneral
Hydrocarhons (DGIH), defines
policies and  establishes  the
resulations where the markels
are nol capable of efficiently
distributing the resource and
protecting the environment.

Marme:
Cauntry:

Ardress;
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e The oversight function of
industry activities remained in
the hands of the DGH and then
were  transferred 1o a  new
nstitution called the Energy
Invesiment Supervisory Agency
(OSINERG).

» PERUPETRO is the new state
agency with private legal status
that is in charge of administer-
ing resources that promaote,
negotiate, subscribe, and super-
vise oil contracts with compa-
nies that wish to explore and
produce hydrocarbons, 1t has a
specific law defining its func-
tions, arganization, and autono-
my far hiring staff, as well as
econemic and financial autono-
.

The key concept that has permilled
sector restructuring has been the
search for competitive markets for all
industry aclivilies as the best way to
ensure transparcncy, low cnergy
costs and efficiency in resource use.

In the hydrocarbons subsector, the
stubscription of 60 new contracts in
the period from 1990 to 1998 is
nateworthy,  This has intensified
exploration and production activi-
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ties, which have led to the T998 dis-
covery of new natural gas reserves
in the Pagoreni reservoir, with a vol-
ume caloulated at more than 3 tril-
lion cubic feet.

As an example of the changes in the
oil and pas situation there is the nat-
ural gas reservoir of Aguaytia which,
on the basis of an investment of
LJS$260 million, has increased nat-
ural gas production by 35 million
cubic feet per day, vielded 1,500
barrels per dav of LPG and 2,700
barrels per day of gasoline, and
installed a 155-MW power genera-
tion plant.

In addition, the promotion of
exploratory  activities has been
planned for the two-vear period
1 999-2000,

CAMISEA PROJECT

This Project considers tapping the
San Martin and Cashiriari structures,
localed in Lhe Camisea area, in
whose reservoirs there is one of the
larzest non-associated natural gas
reserves 10 Latin America, [ls currenl
potential is estimated 1o be about 13
trillion cubic feet of natural gas and
Bo0 million barrels of natural gas
licquicls,

Camisea is located at about 300 km
by thee east of Lima, in a tropical wet

forest that s crossed by the
Urubamba River.

Keeping in  mind that the
development of the natural gas of
Camisea is viewed as the largest
energy  supply project for the
country, the Peruvian Government
has declared that it is a national
priovty and has decided 1o carry it
out by promoting private-sector
investment to be administered by the
Commission ta Promote Private-
Sector Investment (COPRD and by
the Special Commitee for the
Camisea project specifically set up
for this purposce,

Since development of the Camisea
project is an important element of
the country’s energy strategy and
economic program, the goal of this
process is the rapid, efficient, and
transparcnt promaotion of private-
sector participation in the project,
attracting the interest of the largest
number of bidders with technical
and economic solvency, so thal in
a competitive environment adeguate
economic condilions are defined to
facilitate the fast and adequate
development of the project.

The Plan 1o Promaole Privale-Seclor
Investrnent in the Camisea Project
envisages the awarding of the
respective contracls by means of
international  public  bhidding
processes, which were announced

Latin frnerican Energy Organization « OLADE

on May 31, 1999, Accarding to the
base documents of the bidding
processes, the project will he
developed hy means of a two-
madule scheme: one for the field,
which  invelves  natural  gas
production, the separation of dry gas
and liguids, and cracking of liguid
hvdrocarbons: and the other for
transport and distribution, involving
oil and gas transport activities to the
coast and natural gas distribution in

Lima and Callan,

O thee basis of the conditions of the
hidding processes, it is estimated that
the contracts will be awarded at the
end of the present year and that, afler
starting production in the reserves,
the gas will be reaching Lima by
June 2003, As arule, it is considorod
that field production, by means of 2
40-year licensing contract, will
involve an investment of about
USS1.5 billion, whereas oil and gas
ransporl and distribution aclivilies,
v means of three concession
conlracts Tfor a 33-vear period, will
involve investments aof over LISE800
million.

Article prepared by the Technical
Oifice for Energy of the Ministry of
Enersy and Mines of Peru

Organi zaci 6n Lati noaneri cana de Eneraqia
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y means of the National

Energy Information Sys-

terns (SIEN] Project, the
member countries and the Perma-
nent Secretariat of OLADE will be
developing tools that will enable
them to hroaden their knowledge
and details of energy statistics
information and have available
better tools for preparing short-,
medium-, and long-term forecasl-

ing.

The current conditions of the ener-
ay sector of the countries of Latin
America and the Caribbean,
where over the past few years pri-
vatization has taken place and
there have been changes in the
State’s share in energy sector man-
agement, have led 1o new scenar-
ios far the management of statisti-
cal information, which in the
majority of countries had previ-
ausly been handled by a central-
ized scheme because ol the direct
linkage of energy companies or
institutions to energy ministries or
secretariats,

Under this scheme, there was a
reliable flow ol information from
the: entitics or arcas of these min-
istries and secretariats to a central-
ized statistical clearinghouse
whose job was facilitated by the
ract that the most significant and
important information was gener-
ated in the entities themselves,
with which agreements were
drawn up regarding the timetahle
and format for the delivery of the
dala and where the coverage, reli-
ability, and quality of the informa-
tion were clearly specified.

with the changes taking place in
the majority of the countries, infor-
mation sources that previously
were centralized in one or two
institutions are highly dispersed.
Slate power utilities, for example,

which used to manage all power
sector activities and for which it
was relatively easy to identify both
users and coverage areas, have
been split up into many utilities
focusing on specific activities such
as power generalion, transmission,
or distribution and, in some cases,
to serve users in competitive mar-
kets, making it difficult to identify
regional consumption.

From the standpoint of statistical
consolidation, information must
he compiled from a large number
of institutions and companies,
with which, in addition, method-
ological and conceptual aspects
should be agreed upon to ensure
standardization and consistency af
the information. To this new situ-
ation, which is not exclusive to the
power sectar if one bears in mind
the liberalization also taking place
in the oil and gas seclor and the
entire energy sector as a whole,
must he adeed, in some cases, the
downsizing of human resources in
charge of preparing energy slalis-
tics owing to the reduction in the
size of official entities.

Despite the above, the State, plan-
ners, users, linancing institutions,
investors, sector entities, and inter-
national organizations are increas-
ingly demanding high-quality
energy sector information,
because the data they use must be
consistent, in line with reality, and
with a coverage that considers the
entire sector and the country as a
whale. They also require periodi-
cal information so that data that
vary continuously can be provid-
ed frequently, More detailed infor-
mation is needed, because highly
consolidated  information  can
hamper the identification of prob-
lemns that arise and their respective
solution, and this information has
to be broken down by subsector,
region, or population group. As
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far the timeliness of the informa-
tion, this is essential for limely
decision making. In addition,
information must he casily acces-
sible,

Bearing in mind these considera-
tions, the member countries and
OLADE's Permanent Secretariat,
with financial support from the
European Commission, will soon
he implementing the project for
promoting national energy infor-
mation systems (SIEN) whereby
the tools for elaborating and
administering energy statistics in
cach will be developed or consol-
idated.

The first step in planning this pro-
ject involved an inventory on the
status of the development and
characteristics of the SIENs in each
ane of the countries, which helped
to determine whether they had a
centralized information system
that consolidaled the statistical
information of all the energy sub-
seclors, whether these systems
benefited from institutional recog-
nition, whether sector institutions
participate and were commitied (o
supplving information, what tools
were applicd for this purpose, and
what resources were allocated for
compiling, processing, and dis-
seminating data on information
management lechnology.

As a result of this inventory, it was
possible to observe that nine of the
26 member countries of the Orga-
nization had a SIEN, which incor-
porated mainly information on
energy  supply and  demand
required for the elaboration of
national energy balances on a
yearly basis. In some cases, there
was another kind of energy-relat-
ed data, such as energy prices,
characteristics of infrastructure
and equiprment, and economic
and demographic information,




being developed on different types
of computer tools, principally on
spreadsheets and  exceptionally
using data bases. It was also evi-
dent that the countries that have no
information systems generally use
non-system procedures for gather-
ing and processing information,
usually recorded on spreadsheets.

In the majority of the countries,
there are various lypes of technical
and logistic difficulties to ensure
the adequate flow of data from
entities or information  sources
loward the entity in charge of gath-
ering statistics, such as differences
in definitions and concepts on
energy sources and encrgy sector
activities, different periodicity in
the gencration of slalistics, the lack
of data, the incompatibility
between information systems or
the impossibility of data exchanges
and transmission, et difficultics
thal are further complicated by
current energy seclor privatization
and decenlralization processes.

On the basis of this assessment,
workshops and working groups
were organized with information
users, international arganizations,
and the SIEE® Advisors in the
member countries, who are in
charge of each country’s energy
statistics, o define the characteris-
tics that each national energy infor-
mation system required, as well
their inter-institutional organization
scheme, resources required, infor-
mation to be included, structure,
tools for development and opera-
tion features. On the basis of these
elements, the project has been set
up. This project is to he imple-
mented as of the vear 2000 and it
will extend for three vears with the
participation of the energy min-
istries and secretariats, country
experts, and OLADFE consultants,
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as well as technical assistance from
the European Commission.

On the basis of the successful
experience of the Fnergy-Econom-
ic Information Svstem {SIEE®R), the
following project ohjectives were
established. OLADE will be in
charge of the project’s technical
coordination and each country will
be participating with specialists
and technicians:

1. Build up the analysis and plan-
ning capacity of the member
countries of OLADE, providing
them with appropriate toals for
compiling, storing, administer-
ing, and evaluating energy sec-
tor information,

2. Develop in the member coun
tries of OLADE national energy
information systems in order to
make available the encrgy sta-
tistics required for energy sector
analysis, monitoring, follow-up,
evaluation, and planning, as
well as coonomic inlormation,
expansion projects, indicators
on mandgement, enviconmental
impact, and technelogical
development and development
forecasting and energy seclor
results.

3. Establish methodologies  for
ongoing, timely, and consistent
maintenance ol energy seclor
information on the basis of
information available in sector
entities or other sectors,

4. Provide the countries with suit-
able instruments o forecast
energy sector outlook by means
of tocls that facilitate the formu-
lation of alternative situations or
scenarios for its development.

Ln

. Provide energy information sys-
tems with modules for assessing
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encrgy-cconomic  indicators
whereby problems can be iden-
tified  and  timely  solutions
found.

In arder Lo ensure the project’s suc-
cess and the continuity of national
energy information systems, the
commitment and cantinuous jaer-
ticipation of energy sector authori-
ties and all other entities involved
in the sector, as well as information
spurces and users, are required, so
that there can be a permanent
interaction that will enable the
SIEM to become an effective and
useful tool,

For this purpose, the establishment
of working groups where all the
entities invalved as information
sources are represented is required.
Their participation in the initial
definition of SIEN characteristics,
as well as the standardization of
methodologies,  concepts,  and
operating schemes, will he essen-
tial to ensure that the system will
have reliable, limely, and complete
information and that there will be a
permanent flow of data.

As a rule, there are four types of
activities that the project should
carry out in order to ensure that a
SIEN as described above will be
installed:

1. Assessment of information

s Energy sector characteriza-
tion: In each one of the coun-
tries, in order to set up the enti-
ties participating in the differ-
ent phases of production and
development of different ener-
gy sources and lo identify the
primary sources of information,
that is, oil companies, power
utilities, coal trading compa
nies, energy distributars, etc.
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Complementary information:
Identification of the principal
public and private entities that
can provide economic, demo-
graphic, or energy inforrmation
required lo consolidate energy
sector information and the
variables to elaborate manage-
menl indicators, evaluation
and monitoring information,
and outlook on future evolu-
lion.

Energy information evaluation:
Evaluation of the status and
availability of information in
the different entities, existing
infarmation systems, environ-
ments  used, technologies
applied, quality of data, peri-
odicity, and level of break-
down and, even more impor-

tant, determining the willing:
ness to supply information to
the SIEN.

Definition of information flow
mechanisms

Definition of mechanisms:
ldentify in each country the
most suitable strategy to link
on a permanent basis public
and private institutions as SIEN
information sources, by estab-
lishing a statistics commitiee or
subsector working groups that
provide information in a coor-
dinated fashion to the SIEN
and are institutionally commit-
ted to support the update of
information.

Development of mechanisms:

Set up in cach country a statis-
tical group or committee sup-

ported by sector authorities,
with representatives of public
and privale entities and ensure
their commitment for the per
manent supply of information
under conditions and charac-
teristics mutually agreed upon,
in accordance with the defini-
tion of the SIEN.

Definition of interfaces: Ana-
lyze the information prepared
by the different public and pri-
vate entities in cach country,
the characteristics of their files,
compilation methodology and
calculation and define the
interfaces between the entities
and the SIEN so that data can
be supplied to the svstem by
means of schemes that are to
the extent possible system-
atized through Internet or mag-
netic media, taking advantage
of information that has already

Firnm:
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been praocessed in other infor-
mation systems.

Design of the SIEN

Characteristics of the informa-
tion: Define the information
that will be incorporated into
the SIEMN of each country,
establishing the level of break-
down, periodicity, units of
measure, etc., bearing in mind
the results of the evaluation,
the assessment, and the com-
mitments achieved with enti-
ties in each country.

Methodological  definition:
Identify information that is
available and not available in
the entities and, on the basis of
previous studies and experi-
ences Lthal are applicable, rec-
ommend a statistical method-
ology for oblaining the data or
estimating them, considering
all sources, subsectors, and
Lises,

Operating specifications of the
SIEN: Definition of the SIEN's
operating specilications where-
by the methodology for dala
input, mathematical calcula-
tions, query validation and pre-
senlalion processes are estab-
lished, using as a reference the
requirements  of the users,
whose needs must be met by
the systemn, and the different
means of system access such
as printed publications, dis-
semination on magnelic
media, and access to local net-
works and Internet.

SIEN archifecture: Desipgn of
SIEN areas and modules,
ensuring that it will permit
characterization of the energy
sectors of the member coun-
tries with a wide range of sta-
tistical breakdown, so that it
will be possible to register
information by region, compa-

4.

nies,  subseclors,  enerpy
sources, uses, periods of time
less than one year, etc. Regis-
ter of economic and demo-
graphic information, prices,
rates, projects that are operat-
ing, that are being implement-
ed and that are 1o be devel-
operd.

SIEN dala base: Design of the
SIEN data bases, using rela-
tional type tools and standard-
izing criteria for the code
Lables.

Energy balance: Design of the
algorithms for the automatic
elaboration of the national
encrgy balance using different
formats, units, and the level of
useful energy.

Indicators: Definition of the
energy-cconomic  indicators
that permit an evaluation of
energy sector management and
determine the causes of prob-
lems and provide for possible
solulions.

Forecasting: Delinition and
design of tools to obtain energy
sector forecasting under differ-
ent cconomic and energy sce-
narios.

Information query: Definition
of oulputs, queries, and forms
of access to SIEN information,
as well as procedures for their
dissemination to all types of
users and transfer of data 1o
other svstems such as OLADE's
SIEE,

Development, installation, and
start-up of the SIEN

Development of the SIEN:
Development of information
configuration, input, process-
ing, and query programs, on
the basis of the operational
specifications obtained in all
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the countries, so as to meet the
requirements  guaranteeing
applicability, continuous oper-
ation, and reliability and con-
sistency of the information,

Installation: nstallation of the
SIEN in the member countries
of OLADE, data input, operat-
ing tests, system adjustments,
and definitive start-up.

Training and dissemination:
Training on SIEN management,
update, and maintenance and
broad dissemination at both
the national and international
level.

In short, the way the development
of SIENs has been formulated
should provide the countries with
a tool that makes all energy sector
statistical information available on
a permancent, timely, and updated
basis, with quality and consislency
supporled by the wide-ranging par-
Licipation and commitment of
authorities, entities, and persons
involved in the sector. Likewise, its
automation and standardization
should mitigate the need ta carry
out repetitive work that at present
is done manually, thus optimizing
the application of resources for this
work.

With the incorporation of madules
of energy sector indicators and
energy sector results, as well as the
results of forecasting based on var-
ious econamic scenarios, into the
SIEN, there will be systems avail-
able that, in addition to acting as a
data bank, will serve as suitahle
tools for sector assessment and
olanning,
advanced technologies that permit
broad dissemination and  easy
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Reforms *

Fiscal Impacts of
Electrlc Power Subsector

Introduction

Delermining the fiscal impacts that
can be attributed to the reforms in the
eleciric power seclor is complex,
because in addition o the lack of sec-
tor information on this topic there
must be a complete and comprehen-
sive assesament to guanlify  these
impacts over the short, mediem and
long terms. The complex fiscal
imypacts stemming from reforms in Lhe
electric ponwer sector are related nol
only to the tax changes observed in
the different restructuring processes
taking place in the electric power
industry (total liberzlization or single
buver schemel but also how this sale
of a public enmerprise to the private
sector is carried out,

20

ECLAC!

(1998) asserts thal "although
it rughl be difficult to quantity, in the
case of privatization, there is a diffar-
ence belween the fiscal impact in the
vear in which the transfer was made

and the wotal impact, Newvertheless,
from the economic standpoin, there is
i basic consensus regarding privatiza-
ion: it is not an appropriale way to
tackle public zecount imbalances over
the shorl term; it usually Teads to
improvements in company manage-
ment; the reduction of subsidies which
gocs along with the process builds up
the financial sustainability of the cor-
responding sectors; it can be an effec
live mechanism to improve public
finance over time il the income that is
earned can be used to reduce public
debt and, in particular, to buy deabt
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bonds at a discount on secondary mar-
kets "

Despite the importance granted oy
gconomic authorities of the majority of
the countries of Latin America o the
lang-term strategic abjectives of priva-
tization, there is no doubt that the
income from privalization and its con-
tribution to shart-lesm stahilization are
the immediate results most looked for-
ward to by liscal authorities, because,
it is usually said, it reduces public sec-
o financing needs and because, IF
this income is used 1o reduce public
debi debt servicing (s mitigated,

Mevertheless, These assertions cannot
abways be empirically veriiied for all
the countries that have started andfor



extended the process of selling
public assets.  Indeed, for the
countries where reform of the

Latin American Eneray Oraanieation « OLADE

Table 1.

INCOME FROM PRIVATIZATION WORLDWIDE

electiic power industry consisl-

ed of total liheralization of net
works and sector privatizalion

MILLIOM LSH i
ELECTRICITY OIL TOTAL | ELECTRICITY OIL EMERGY/
GAS GAS TOTAL

or another scheme, such as par-
tial liberalization or the single
huyer systern, il cannot bo
asserled thal privalization has
effectively contributed to roduc-
ing the tscal deficit (measured
by the results of the nonfinan-
cial public secton or much less

led to any wvariation in gross
debt or been related directhy to
its decline,

Explicitly  or implicitly, the
objoctives being proposed by
electric power sector reforms
can be tound at two levels: a
macroeconomic level aimed at
eliminating the deficit of state
crterprises and balancing public
Sector acoounis, and a sector
level aimed al enhancing relia-
pility and improving the sector’s
productive  efficiency and
ablaining financing through pri-
vale-seclor conlributions. These
objectives were combined wilh
the principal guidelines of the
abone-mentioned structural eco-
ROMIC reforms (Mmacroeconomis
stabilization, greater private-sec
tor particigation, new schemes
far international  ties,  and
tenewed intermal mechanisms
for saving and investrent: and
others), emphasizing the modifi-
calion of company schemes
aimed at ensuring that business
interests, based on marginal cost
lariffs, and  competitiveness
become the driving force hehind
higher operating resulls and lesw-
2ls of earning {market synony-
mous with elficiency).

There is no doubt that privatization
was parl of the set of structural reforms
that invalved, depending on the initial
situation, political problems and the
specific objectives of each country,
which implied that the role effectively
performed by privatization was nol
similar in all cases but rather respond-

[ 1996 6156, leer: 25399, a4 T geal 3088
1990-96 | 19910 17158 1557341 1 12,781 1 o2 2 2380
L
Source: World Bank, Privalizabon Database in Giobal DGevelopment Finance, 18998, page 109
lable 2
INCOME FROM PRIVATIZATION (%) and MMUSS
LALC ASIA EAST & SOLTH asia ELARCIPE S TEITAL
PACIF) +AFRICA+ME CEMT. ASIA
1940 .86 .03 .01 .10 12658
D 02E i R .11 24242
Ty 5% 0,20 0.07 014 261481
993 e (.30 R 07 23661
Pad 030 025 {14 18 21712
1055 021 25 Q. 144 F19
TH 56 1 {112 .22 25399
(R B 053 a7 Qe -_(; 154751
Senrre: Wil Bark, Privatization Dalabsise in Global Developeent Fisance, 19498, Appaeradic 2
Table 3
LATIN AMERICA AND THE CARIBBEAMN
SECTOR INCOME FROM PRIVATIZATION IN 1997
{million USS)
TELECOM. irOMsTEEL ELECT.  BANKS GAS OTHERS| TOTAL
MINNG |
| ARGENTINA| 969 | 969
BRAZIL . 3130 10775] 641 596 2270 | 17420
EQLQFL"\_BE\ 'é:}'ﬂ?_ 1459 324 ] 3 E![I_
JAMAICA | [ | 150 | 150
MEXICO | _ s fim 54| 84
PANAMA | 652 652
| i SRR bl
FARAGLAY | 35 35
PERU | 274 | 174 | 448
VENEZUELA 1200 126 141 1467
TOTAL | 652 463Bi 14451 | 51 745 3067 | 24405

Source: Based on FCLAC Ecanomic Study of LAC 199798, September | 998, pages 4750

e 1o the different needs of each

national experience.

mernt Bank, and ECLAC

o hetween

1990 and 1996, ransactions for more

than LISH155

billion have

been

Income from Privatization: The Elec-
tric Power Sector in the World and
Regional Context

Avcording to statistics fram the Waorld
Bank, the Inter-American Develop-

Organi zaci 6n Lati noaneri cana de Eneraqia

recorded worldwide, of which the
enerpgy seclor accounts for more than
23.8%. It should be noted that, in the
case of the electric power sector, the
share reached a peak over the last twa
years, accounting for 21% and 24%;,
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place in 1993 for oil, since in that year

oil accounted for 22% of the total :
amount of warld privatization {see

TE_Lble 1.

Latin America has been a leading
region in terms of privatization in the
world over the last seven vears of the
ninetiss. OF the cumulative income
from privatization between 1990 and
1996, the region accounted for 53%,
fallowed by Furope and Central Asia
(20%:}, East Asia and the Pacific [17%],
and finally the slight participation of
three large rezions, Africa, Middle East,
and South Asia, which together
accounted for only 109 (Table 2},

In Latin America and the Caribbean,
this process continued in 1997, since
according to ECLAC. the amounts
reached more than USS 24 4 hillion, of
which more than 70% was accounted
for by Brazil, followed to a lesser extent
by Colombia (13%) and Argentina (less
than 5%). But probably the most note-

worthy fact is that the slectric power

sectorwas at the head of this process,
laking more than US$14 4 billion, {ol-
lowed by iron and steel and mining
(LUS$4.64 billion). This means that, in
19497, the electric power sector
accounted for almost 60% of total
income from privatization, e:s.a[-:.nh.ﬂll}r
from the sale of public power utilitics
of Brazil (almost LIS$11 billion) and, to
a lesser extent, from Colombia (LISS2.7
billion). Another way of visualizing the
importance of the privatization carried
out in this subsector is that it account-
ed for 100% of Argentina’s total, 80%
of Colombia’s, and 65% of Brazil's
iTable 3.

[nn short, it can be asserted that it is not
only the intensity of the privatization
process in the Latin American countries
that has been diverse. |t also possible
to distinguish in those countries that
have already been involved in this
transfer process for some time that
there are stages of greater impetus fol-
lowed by years where this drive starts
losing momentum. Perhaps this is the
result of the decline of the number of
companies available for szle, the lower
value of the remaining companies, the
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public urgency of furthering the priva-
tization process, or the fact that, inthe
new sectors that have a polent!al far
prwatﬁzanun re:,ulam[y lnstltutmm-

that have not as }"ﬂ‘f been established or
rcqurrcd

Fiscal Maénitudie' of the Privatization
of Public Enterprises

The transfer of assets to the private sec-
tor exerts an impact not only on the
results account because it increase

government income and can reduce

fiscal expenditures related to state
enterprises (subsidies, debt servicing,
and others), but also on the equity bal-
ance of the public sector due to the
change in the composition and volume
of assets and liabilities of the public
sector. L 'nr(:urtundl‘r;.-iy, the information

Nevertheless, it is important fo
emphasize thal, despile the sirate-
gic importance of the above-men-
tioned considerations, it is certain
that income stemming from priva-
tization and its contribution to
short-term stabilization are the
outcome that is mos! looked for-
ward to by fiscal authorities.
First, because public sector
financing needs (and there-
fare, pressures on interest rate
and domestic prices) are
redluced.
Second, because if this
income s used to reduce the
public debt, debt servicing is
mitigated.
Third, because to the extent
that foreign capital has access
to the purchase of public
assets, the inflow of foreign
currency for this purpose
reduces the external gap with-
out leading to any potential
volatility on the exchange rale
markets.

available to assess the status of public
finance is limited to the results
account, but there is no information
available on the equily status and its
evolution, which undermines the trans-
parency of public administration and
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 makes it d]ffsurlt to learn about the real
financial sufuatfﬂn of the gmfemmentﬁ

enlerprises, which is one of the princi-

~pal challenges that have to be
: .j__addl.eg_sﬁd in privatization.
that have just been dcveluptd are' - :

"Thele is a widespread consensus that

the transfer of public assets or the
increase in Habilities does not help the
government resolve its fiscal problems
lin other words, permanent deficit
stemming from expenditure levels
higher than incomel. In these cases,
the fiscal problem can or should be
resolved by a realignment of expendi-
tures, income, or both.

Consolidating the goals of macroeco-
normic stabilization requires the search
of greater resources for the national
treasure. |t is frequently expected that
privatization will contribute to improy-
ing the status of public finance, tradi-
tionally viewed as the source of infla-
tionary pressure and external account
disruptions. The consolidation of gow-
ernment accounts, favored by privati-
ration, should not be limited to achiev-
ing and keeping short-term macroeco-
nomic equilibriom but rather should be
the driving force behind long-term eco-
nomic growlh by ensuring a betler allo-
cation of resources and the corre-
sponding stimulus for national savings.
It is unanimoushy believed that “these
long-term ohjectives have aroused the
interest of the economic authorities in
charge of the majority of privatization
processes in Latin America.”

These assertions cannol always be ver-
itied empirically for all the countries
that have started andfor continued the
process of transferring public assets.
Indeed, when considering the coun-
tries with electric power sector privati-
zation processes thal are already
malure andfor hal were launched
some time ago (Chile, Argentina, Peru,
more recently Bolivia and Colombia)
and other countries that are just start-
ing this process (Brazil), there are no
clear or consisten! trends when com-
pared with the type of reform proposed
for the indusiry. In athar words, for the
above-mentioned  countries  where
electric power industry reform consist-
ed of total liberalization of networks or,



as in the case of Mem:u pdriml liber-

alization or the. single-buyer system, it

cannot be asserted that |)rwahmt|gm
has effectively ¢ untnijuted to reduci ng

the fiscal deficit {measured by the

results of the public nonfinancial sec-

torl ar much less led to a varialion in
aross debt or been directly finked to the

reduction of oross debt.

It depends on how linkages are mea-
sured or what tvpe of indicatar is used.
It can be asserted that the shorl-term
fiscal impact of privatization can be
guite substantial.” Indeed, if income is
compared to central government
expenditures, it can be observed that,
in the case of Argentina, for example,
between 1990 and 1994, the income
from privatization accounted for about
10% of central government expendi-
tures, whereas in Mexico, bebweeon
1991 and 1993, it accounted far 15%,
The case of Peru is noteworthy
because, for 1984 and 1996, il was
over 3%,

Nevertheless, when taking a broader
indicator than the representativeness of
income from privatization as a per-
centage of central government spend-
ing, such as the outcome [whether
deficit or surplus) of nonfinancial pub-
lic sector (MEPS) per GDP unit, for the
period 1990-1997, one can see that
there is no single or consistent linkage
to the average income from privatiza-
tion, measured also by GDP unit (see
Chart 1), The cases of Chile and, to a
lesser extent, Mexico are nofeworthy,
because there is a surplus of the NEPS.
In the: former case, although the major-
ity of the income from privatization
came before 1990, it is the country of
Latin America that has been recording,
thraughout the decade, a surplus fiscal
situation.  In Mexico, although the
average for 1990-1997 vielded a small
MEPS surplus, it is necessary to specify
that, since 1993 and thereafter, deficits
are recorded, albeit not in the magni-
tude of the other countries, and, espe-
cially in 1997 and now in 1998, the
decline of crude oil prices is negative-
Iy affecting fiscal income.

If the situation of some of the countries
is specified in detail, the linkage

- Eremreen Ehe frvoEutmn or m&ome fmm

privatization and NFPS results: ;:It:res Aol

~ show any clear or determining «mjnd -
Indeed, the tollowing can be ubs»sn,ad'
in Chart 2: :

+ In Colombia and Brazil, there was
an inverse ralio bebween income
ovolution and NEPS results, it is
assumed that a rise in incame i‘rur’n
privatization should go along with
a decline in deficit {or increase in
surplust of MEPS, but this did not
take place in the period 1990-
1997 for these two countries. The
most notewarthy is that, in these
bwo countrics, the deteriaration of

: }_a:h hme‘ﬁ&an.]iﬁﬂ-gg: Organization » OLADE

-accounting for values of more than
13 GDP points, would not reflact
“an improvement proportional to
the f\i—P":: result it was hardly 1%,

» Peru recorded the most Eviﬁleut
correlation between income evo-
ution and SNEPS resulls:

It has also been asserted that privatiza-
tion exerts & positive impact on exter-
nal debt reduction. Here also we must
proceed with some caution because for
some countries that swapped capital,
especially for the transfer of electric
power assets, for debt bonds, they
reduced only temporarily and partially

Chart 1
INCOME FROM PRIVATIZATION AND NONFINANCIAL PUBLIC SECTOR

RESULTS AS PERCENT OF GDP -

s e N B |

Source: Drawn from ECLAC,
IDE: IPES, 19%6, Chapter 5,

the NFPS result becomes maore
considerahle as of 1995, when
there starts to be high income
stemming from the transfer of pub-
lic enterprises.

* |n view of the sinpular process of
capitalization recorded in Bolivia,
where there was no “fresh
income”s it was to he expected
that income stemming from the
capitalization process thal ook
place essentially in 1993-1996,
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the total amount of gross debt. For
example, in Argentina, in 1994, the pri-
vatization program had reduced the
external debt by US$18 billion, equiv-
alent to slightly less than 25% of the
total debt for that vear.

As for the linkage between debt varia-
tion and income from privatization,
there is no single or cansistent tenden-
cy (see Chart 2):
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In Table 4, one can see that,
except for Veneeuela, total debt
dishursed in the period 19901997
grew for all the countries analyzed
here, wilh substantial annual aver-
age increases in Argentina ancd
Colombia (about 60%) and close
to 40% in four countries: Peruy
(38%1, Chile (40%), Mexico
(1%, and Brazil (44%).

Argenting and Peru constitute con-
trary examples.  In the former,
although income from privatiza-
tion compared 1o GOP grew
between 1990 and 1992, coincid-
ing with a decline of lotal debt in
the amount of LUS%3 billion, as of
this vear the privatization program
of Argentina did not manage to
mee! the needs of external financ-
ing and the debl-GDP ratio did not
stop growing, from 25.8% to
almost 44%, in 1997, |n Peruy,
however, in contrast to the high
increases recorded inincame for
1994 and 1996 [(almost #% and
5% of GOP respectively), there is
a steadily declining trend of the
debl-COP ratio from 68.3% in
1993 to 43.5% in 1997,

In Colombia and Brazil, there are
similar phencmena, contradicting
the trend verified in the Peruvian
case. 1t was already mentioned
that hoth in Colombia and in
Brazil, between 1995 and 1997,
there was a spectacular growth in

incoms  with respect to GDPE
Mevertheless, also during this peri-
od, there was a growing trend in
the debt-GDP ratio {in Brazil i
arew from 22.6% 1o 24.7%,
whereas in Colombia it grew from
31.2% to 33.3%).

*  Mexico recorded  virlually no
income from privatization since
1694, Mevertheless, as of the
1965 crisis, the debl-GDP ratio
has been declining substantially
by mare than 20 paints (frovm
57 3% in 1995 10 37.2% 0In 1997,

Therefore one should be extremely
careful when drawing restrictive anc
cdetermining conclusians an the fiscal
impact of privatization. Oftentimes,
the technical and political difficulties
51c'|‘|‘||‘|‘|ir‘|g froam thigse Processes do nol
coincide with the appropriate pace of
income inflow to sustain stabilization
programs,  n many countries, usually
the market value of fiscal assels is
much lower than the amount of finan-
cial resources required by the stabi-
lization programs, and this substantial-
ly restricts the eflectiveness of privati-
zation as an instrument that helps to
achieve it,

For LULAC T "itis extremnely difficull 1o
measure the relative importance of the
different objectives pursued by priva-
lizalion in the Latin American coun-
trics, cspecially 1aking into account
that their implications can be contra-

dictory. Thus, for example, the attempt
lo maximize fiscal income can go
againsl the incorporation of democral-
ic criteria for the transfer of assets. At
the same time, the laller objective will
probably be contrary to the wish to
attract the participation of foreign
imvestors, as well as, in some circume
stances, 1o a greater efficiency in the
management of the company, once it
is privatized texcessive dispersion of
the principal prevents it from giving
coherent signals to the agent), The
objective of putting fiscal finance on a
sound footing can also be contrary to
other demands of the privatization
process, especially the granting of
puarantees to private-sector sharehold-
ers, such as the setting of 2 minimum
rate of return pwith The ERsLing Cre-
ation of contingen! liabilitics for the
national treasury) and fiscal incentives
by the lax administration {which
assumes a reduction in tax collec-
tion)."

These fiscal privilepes can genarate, on
the ather hand, mistaken microeco-
nonmic incentives, contrary ta the
socially efficicnt management of The
transferred companies,  In addition,
the objective of maximizing fiscal
income can be contrary o the search
ior higher efficiency, because there is
the possibility that the government will
grant some manopolistic privilege to
the privatized company by the erec-
tion of barriers to the entry of future
competitons ar the subrepulation of the

Table 4
TOTAL FOREIGN DEBT DISBURSED
{(million US%) YEARLY
GROWTH
1990 14991 14992 1993 1994 1995 1996 1997 | 1990-97 (%)

Argentina B2233 HEAT3 59123 FOG00 79455 89719 9077 108000 59,39
Bolivia I768 3582 3784 3777 4216 45723 4366 4450 17.88
Brazil 123439 123910 135949 145726| 143295 159256 178100 188200 43,95
Chile 18576 17319 18964  19665|  2i7oa| 21736 22979 Zeoo0 3976
Colombia 17993 17335 it 15942 21954 25050 209202 31655 Hi.62
Mexico 106743 117817 116501 130524 139818] 165837 | 1e0000| 156000 41.00
Peru 19996 JO7ET | 21409 26370 30274 33443 33643 27685 38,27
Venezuela 45528 36(‘Jﬂfﬂ 10447 40636 41160 3460 A5277 33250 =5 a5

Sowrce: FCLAC, Satsstical Yearkaok of Latin America and the Caribbean 1957 and Preliminary Balamcs 1992
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area in which it evolvas, as in the case s Third, it is essential to establish an especially Arnexes 4 and 5, pages 103-121;

of the capitalization of the power util-

ities in Bolivia®

The many and complex motivations
surrounding the privatization process
involve at least four basic implications .
for its design:

= Firs1, ils objectives rmust be explic-
it and compliance must be closely
mcEtored .

= Second, it should be used for
structural reorganization purposes
rather than as a shart-lerm instru-
menl f(.'-'r ﬁSC:ll :tl'ld MRS n0m-
ic rehabilitation instrument {see
Iriseet 1),

appropriate regulatory ramework
te achieve expected long-term
objectives,

Finally, the parallel concession of
fiscal or regulatory privileges that
hamper the attainment of these
objectives should be avoided.

Motes

ECLAC, The Fiscal Pact: Strengths, Weak-
nessos, and Challenges, LOAG 1957, Santi-
apn, April 1995,

See Fernando Sanche: Albavera, “Global-
ization and Enerpy Restrucluring in Latin
America,” SCLAC Magazine, Mo, 56, August
1e4 5,

See World Bank, Glohal Developmen:
Finanoe 1998, Washinzion, sMarch 1998,
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D6, Foonamic and ool Progress Keoo,
1990 and 1997, esperially the chapters on
struciural reforms and Chapler 5, “Privatiza
tion" ECLALC, Feonomic Study of Lalin
Americg F997.0 098 and Fizeal Pact, op. ot
Sec IDB, TPES 1996, Part Twa, Chapter 3,
“Hrivatizalion,” pages 176-183,

See DLADE-ECLAC-OTEZ Project, Case
Study of Bolivia, ECLAC, LC/R 1830, July
498,

See DB, op. Cit, page 177,

ECLAC, Fiscal Pact, op. oit,, pape 240-247.
Seo OLADE-ECLAC-GTZ, “Energy and Sus
tainable revelopment in Latin America:
Case Study of Bolivia,” BCLAC, L/ 1830,
Juhy 1604,

Hugo Altcionte, Eegional Enepy Expert,
Fepnomic Commission for Latin America

anel the Carilibean (BCLAC w
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BRAZIL: AMBITIOUS INVESTMENT PLAN OF PETROBRAS

The Chairman of Petrabras, Dr. Henri Philippe Reichstul, reparted that the company is
proposing a major investment plan to increase crude oil production to ensure that the country
will become self-sufficient by the vear 2004.

The investment will involve LIS$4 hillion this year and US$6 billion in the vear 2000. Brazil
is importing 600,000 barrels of oil per day. Daily average production amounts to 1.13
million barrels. 1L is expected that, by the year 2003, however, this production will have
increased to 1.73 million to meet the country’s total demand.

BRAZIL-BOLIVIA: STUDIES FOR A SECONID GAS PIPELINE

The Governments of Brazil and Bolivia announced that they will be studying the possibility
of building a second gas pipeline between the two countries in view of Brazil's growing
energy demand and Bolivia’s gas potential, which in the past vear increased its proven
reserves threefold, The layout will be parallel 1o the pipeline joining the two countries
and which started operating fully in July 1999, 1t will be exparting 9.1 TCF the [irst vear of
the contract and 30 TCF beginning in the fifth vear.

Recent natural gas discoveries in Bolivia increased proven reserves from 8.6 TCF to 17 TCF,
while Brazil is striving to increase the share of natural gas in its energy maltrix from the
present level of 2.8%, according o data drawn from the National Energy Balance for 1999,
to 129 by the year 2010, For the year 2005, daily Brazilian demand ior this energy product
will he 65 MM m3.

The possibility of building this zas line will be discussed by authorities from both

) . o B ]

governments on Oclober 28, 1999 in the city of Brasilia. The Vice-President of Bolivia,

Joree Quiroga, and the President of Brazil, Fernando Henrique Cardosa, will be attending
8 2, B

this mecting.

NICARAGUA: NEW OIL EXPLORATION STAGE

After having interrupled oil activities for 20 years, the Nicaraguan Governmenl announced
that it will start up oil exploration once again in the country’s lerritory.

The administration of President Arnoldo Aleman, through the Executive Secretary of its
National Energy Commission, Mr. Luis Velasquez Molieri, announced the development of
a new law that will permit exploration concessions (o be granted as of the beginning of next
WOl
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PERU-BOLIVIA: MULTIPURPOSE PIPELINE CONSTRUCTION AGREEMENT

The energy authorities of Bolivia and Peru reported that they have drawn up the terms for an
agreement that would enable Bolivia to build a multipurpose pipeline between La Paz and the
Peruvian locality of Puerto llo.

The pipeline, which will extend over about 400 kilometers, will be able to carry between 10,000
and 15,000 barrels per day of liquefied petroleum gas (LFGI. Peru is currently importing 3,000
barrels per day of LPG, which is equivalent to half of its demand.

On the basis of the agreement, Bolivia will be contracting the building company for this project,
whose cost is estimated at US$200 million and which will require authorization from Peru with
respect to environmental standards.

OlL COOPERATION AGREEMENT

The state ail company of Trinidad and Tobago, Petrotrin, and that of Suriname, Staatsolie
Maatschappij, signed a cooperation agreement to develop various joint business apportunitices.
The representatives of both companies said that they have agreed to work jointly to increase crude
oil production, enlarge crude oil supply and sale schemes, share commercial and technical
information, and train staff,

Specifically, the representative of Petrotrin, a company that currently buys crude oil from Suriname
for refining, expressed inlerest in participating in Suriname’s retail markel.
g EXf | patng

.

VENEZUELA: LAW TO PROMOTE PRIVATE SECTOR
PARTICIPATION IN GAS DEVELOPMENT

A legal framework for the natural gas sector was approved in Venezuela, permitting that private
companies participate in all areas of the gas industry, including praduction, without any minimum
level set for state participation.

The law provides for a 20% royvalty on natural gas production, which is greater than the current
rate of 16.7%. Gas projects, nevertheless, are not subject to the current income tax for
hydrocarbons projects. In addition, it explicitly permits the government to offer a complete or
partial tax holiday for the rovalties, which could be paid in cash or in kind at the discretion of the
sovernment,

This legal framework also created the Natural Gas Entity, in charge of promating subsector
development and regulating the industry,

27
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As OLADE's contribution to  further
knowledge about energy sector activities and
development in the region, the Permanent
Secretariat of the Organization will be
elaborating annually and distributing to the
entire international energy community a
publication entitled Energy Report of Latin
America and the Caribbean.

The publication, which will be issued during
the second quarter of each year, will analyze
the evolution, results, and relevant events
of the region's energy sector, incorporating
regulatory, economic, and political aspects,
in addition to statistics from different energy

subsectors,

The Report will provide energy supply and
demand growth indices in the countries of
Latin America and the Caribbean. Itwill also
analyze the evolution of different energy
indicators with respect to sustainable

development, especially those involving

Energy Report of Latin America and the Caribbean will be
prepared annually by OLADE

social welfare, the adequate use of energy
resources, and self-sufficiency. Tables and
charts supparting these analyses will also be
included.

The format and contents of the report for
1998 , which was issued as No. 0. were
approved by the XXX Meeting of Ministers,
held in June 1999 in Rio de Janeiro. At
present, the Report for 1999 is being
prepared for distribution in the second quarter
of the year 2000.

To this analytical publication on the region’s
energy development will be added another
as of the year 2000, to be issued every two
years jointly by OLADE and the Economic
Commission for Latin America and the
Caribbean (ECLAC) and entitled, Energy-
Economic Prospects of Latin America and
the Caribbean, on which both organizations

are currently working.
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