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The Chinese use the term “guanxi” to refer to the interconnection of re-
lationships and as an adjunct to the concept of “face”: how a person 
or firm is viewed and treated with respect.  In times of trouble, many 
people or firms are dedicated to saving face, and these measures are 

deeply rooted within the business community.  While not in the strict definition of 
the term, you can show respect by knowing that an error exists, but not making it 
public, saving face for your company and/or boss.  This was not so in the case of 
Greg Smith, the recently resigned Goldman Sachs executive whose op-ed piece 
has been taking the financial world by storm.

First, to give you an idea of the impact of this resignation, using Google search 
results as a litmus test of internet popularity:

Evita Peron:		  About 804,000 results (0.27 seconds)
Hugo Chavez: 		  About  4,330,000 results (0.18 seconds)
Greg Smith + Goldman :	 About 22,800,000 results (0.17 seconds)

In a move very uncharacteristic of the financial industry, Smith called out senior 
staff members at the financial giant as “morally bankrupt” for putting the needs of 
the firm over the needs of their clients and being “toxic and destructive” by putting 
the firm far from its founding principles. Goldman’s response was dignified. Not 
trying to fuel the fire, they respectfully disagreed. Smith, though, seems to have the 
last laugh: He’s reportedly been given a US$1.5 million advance on a book deal 
about his former employer.

What does this mean for LatAm? Over the past 5 years there has been a flood of invest-
ment advisory services, from one-man operations to multinational investment banks. 
But how do these firms operate in an environment already fraught with opacity?

It is my most sincere belief that LatAm has an opportunity to learn from the mis-
takes of its own past and that of the developed world. Take the most recent global 
banking crisis, from which LatAm emerged fairly unscathed due to the lack of a 
mortgage market and available credit. Already regulation for hedge funds by the 
Brazilian CVM is much more stringent that in the US, which leads me to believe 
at least regulators have investors’ best interests in mind.

 But how do large firms operate in LatAm?  Do they toe the company lines? Must 
they act independently from central leadership in order to bridge cultural differenc-
es and retain local clients?  Has Greg Smith opened the door for other executives 
to step out into the light to expose their employers’ dirty laundry? What would his 
LatAm counterparts have to say?

 We can only hope that the LatAm investment sector in its most nascent stage 
is developing with the guidance of a community that truly wants to see it grow 
around principles of socially responsible investing and best practices, and we here 
at Alternative Latin Investor aim to nurture that growth to the best of our abilities.

 

Letter from the Editor
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Private Equity

South of the Rio Grande, where PE 
is less of a known quantity, the 
proposition is a little different. 
One firm that wants to shout about 

its strategy and its record is Graycliff Part-
ners, which peeled off from HSBC Capital 
at the end of last year. 

Of USD$1 billion under management, a 
little over USD$200 million is currently 
invested in LatAm. At the end of January 
the firm announced its latest deal, a mi-
nority stake in the generic drug company 
Medquímica, operating in Brazil’s Minas 
Gerais state. The capital is being used to 
double plant capacity, launch new product 
ranges and strengthen distribution channels 
inside the country.

At a time when private equity is fragment-
ing and diversifying on the continent, 
Graycliff has chosen to focus on a clear 
market segment.  “We’re growth equity 
mid-market investors, and that’s been the 
strategy since 1991,” says  Cristiano Boc-
cia, who heads up the fund’s São Paulo of-
fice.  “In Brazil that means 10-50 million 
reals per deal. We’re looking at companies 
with 25-150 million reals of revenue.”

Usually, private equity shuns the spotlight. Right now, execu-

tives in Europe or the US will do almost anything to avoid having 

to put their heads above the parapet to justify debt-heavy buyouts 

that have failed to deliver on juicy IRRs, even juicier incomes 

that are generously taxed as capital gains, and the prospect of job 

layoffs for workers in the search for efficiency gains. 

Boccia buys into the view that long-term 
growth in LatAm countries, especially its 
largest economies, is going to be provided 
by domestic markets rather than commodi-
ties, and this is reflected in the companies  
in which the fund has invested. Food and 
beverages, healthcare and education are 
the sectors of choice. Since 2008, Gray-
cliff has taken stakes in Credivalores, a 
consumer finance company in Colom-
bia;  Brazil’s Cerealle Indústria e Comér-
cio de Alimentos, which produces food 
ingredients for branded products; Harmon 
Hall Holding, the largest English-language 
school chain in Mexico; Arabela, a Mex-
ico-based direct seller of beauty products 
across Central America; and Grupo ASSA, 
a Buenos Aires-based  IT service provider 
of ERP implementation with offices across 
the region. Further deals are in the pipeline 
in Colombia and Chile. 

However, companies well-positioned in 
the value chain, comprising industrial and 
manufacturing plays, IT and service-side 
operators, are also on the radar. In return 
for being flexible on taking a minority 
position, Boccia says he looks to have a 
“strong say” on adding value, through ap-

pointing a CFO, for example, or improv-
ing governance. 

The spinoff from HSBC was partly trig-
gered by regulatory reforms sweeping the 
global banking industry, but management, 
based in New York and Brazil, has stayed 
on board for the transition, and the bank re-
mains the fund’s main investor, along with 
third-party capital from institutional inves-
tors and family offices, with a focus on the 
Middle East, Europe and Asia.

Is this a good time for private equity in the 
region, given a scarcity of capital, ongoing 
Eurozone uncertainty and fears about the 
scale of the global economic downturn? 
At the end of last year, the industry came 
together in São Paulo for a spot of navel-
gazing about what it was trying to do in 
Latin America. Significantly, in Brazil 
alone 2011  Q2 activity was down not be-
cause cash or appetite wasn’t present, but 
because asking prices were unrealistically 
high: buyout fever was in full swing, giving 
rise to double-digit multiples, fierce compe-
tition, and rushed due diligence. One law-
yer at the conference referred to a deal he 
had worked on in which a target company 
had even tried to renegotiate upwards after 
agreeing a price. “And it wasn’t a bad valu-
ation,” he added. 

Therefore, one problem right now is too much 
interest in the sector rather than not enough. 
Boccia’s strategy is to avoid the beauty pag-
eants. “The size of the companies we’re look-
ing at is at the lower end of the middle market, 
where the dynamics are a little different. The 
prices are more attractive, and we don’t have a 
lot of PE funds in that space,” he says. 

The Virtues of Focus
 A Profile of Graycliff Partners in LatAm

██ James Knight
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Due to the relatively modest size of its in-
vestments, unlike a KKR, Carlyle, or Black-
stone Graycliff is also able to hunt smaller 
deals in frontier markets that don’t have to 
be extravagantly scaled up in order to meet 
projections. “We’re not restricted by size or 
scalability or region or country. We don’t 
need to think in those terms.”

Therefore, the fund is actively looking at 
Peru and even Argentina, where attractive 
PE multiples of 6/7, double-digit growth 
in certain companies and certain sectors, 
strong, debt-free balance sheets and the 
presence of good management teams are 
starting to draw mid-market interest. 

With a three-man office to cover the entire 
Latin American region, sourcing is key. 
“You have to be proactive,” says Boccia. 
“We work with a group of deal finders and 
operating partners that focus on the region, 
or on an industry. We have some affiliations 
with former executives that are industry ex-
perts, and try and tap into that network as 
much as we can.” 

However, an ongoing concern for industry 
watchers is exits. Brazil, for example, has 
seen no IPO activity in the last six months, 
and the collapse of the Brasil Travel Tur-
ismo Participoes SA launch in Febru-
ary did little to reassure potential buyers 
about the health of local companies, de-
spite the gains the BOVESPA has made 
since the start of the year. GDP growth 
last year was only 2.7%, way below the 
government target of 4.5% at the start of 
the year. FX exposure also remains an is-
sue. In Graycliff’s case, debt is usually 
raised locally, to match operating income, 
and  in the case of international issuance, 
or companies with revenue exposure to 
various markets, a hedging structure is 
employed as a mitigation.

Finally, the industry finds itself both helped 
and hindered by greater visibility. “The suc-
cess of some recent deals has created higher 
awareness,” says Boccia. “We used to spend 
a lot of time explaining what private equity 
was; we don’t have to do that anymore.”

But that brings complications, and he ad-
mits that “in some quarters there is still an 
image problem.” However, this is far from 
unique to Latin America – Mitt Romney has 
had to spend almost as much time in his Re-
publican nomination campaign defending 
the actions of Bain Capital as he has setting 
out his platform. 

Despite the challenges that buyout firms 
face, Boccia remains bullish. “There’s still 
an enormous imbalance of supply and de-
mand of capital,” he says. “We have dry 
powder and new opportunities.” 

Private Equity

James Knight is Director of Pionero 
Partners (www.pioneropartners.com), 
a LatAm-based strategic advisory con-
sultancy working with foreign clients 
across the region.
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What members of the 
Hedge Fund Association 
(HFA) have to say 
about LatAm

President and CEO at FINSER 
Corporation (an SEC registered 
investment advisor), and the 
CIO at CONFISER Simi Fund 

CV. Andrew has over 25 years of experi-
ence in the global asset management busi-
ness in Latin America. Currently FINSER 
International has over USD$400 million 
in AUM from a diverse group of individu-
als and corporations, including a publicly 
traded REIT, a re-insurance company, a 
petrochemical company and a retirement 
fund for the Catholic church. Andrew holds 
a B.S. in Mechanical Engineering from 
Northeastern University, an MBA from 
ESCP EAP (France), and a Specialization 
Degree in Entrepreneurial Engineering. 
He is also a member of New World Angels, 
a South Florida Venture Capital group and 
holds a NASD series 65. Andrew lives be-
tween New York City, Miami and LatAm.

What is the best way/vehicle for getting 
LatAm exposure and why?
	
The best ways for foreign investors to ac-
cess LatAm markets is via an ETF (like 
the EWZ in Brazil for example, an Index 
traded fund), or multi-strategy funds with a 

well-known reputable manager. Only after a 
great deal of experience has been achieved 
should investors begin looking at long only 
or individual stock selection.

Legal structures such as setting up offshore 
entities must be evaluated with appropriate 
counsel in order to best guarantee:

•	 Easy exit when desired or needed.
•	 The confidentiality of the investor, 

a key issue in many countries, espe-
cially for the personal safety of the 
individuals. You don’t want your af-
fairs to be public knowledge for se-
curity purposes. It is always best in 
business to be under the radar with 
respect to who earns what. Fear of 
extortion or in some cases kidnap-
ping and issues such as double-tax-
ation treaties must be evaluated in 
order to determine the best jurisdic-
tion for establishing the investment 
or special purpose entity that will 
handle the local investments.

What are the pros/cons of these vehicles?

Setting up an offshore vehicle for the inter-
national investor, with the assistance of lo-
cal counsel, will provide legal solid grounds 
and protection for the investor who is not 

familiar with all the laws and regulations in 
LatAm. Granted there is a cost associated 
with setting up the structure, but it is well 
justified given the protection offered buy 
using it. 

In a perfect world _____ would exist mak-
ing LatAm investment more ________.  
Why ? 

In a perfect world, AN INTEGRATED 
LATAM CAPITAL MARKET would ex-
ist making LatAm investment more COM-
PETITIVE.  Having an integrated market, 
like the MILA – Mercado Integrado Lati-
noamericano or Latin American Integrated 
Market (Chile, Colombia and Peru), creates 
an economy of scale that will certainly at-
tract international investors. It is said that 
Brazil and Mexico are very much interested 
in joining this initiative, thus allowing in-
vestors to be able to trade equities from 
basically the entire region, under one roof 
with a strong market capitalization able to 
compete with European or the US markets.

From an investor point of view, Asia ver-
sus LatAm, who wins?  

1.	 As markets like India and China get 
overheated, there is going to be a ten-
dency to come toward an easier market. 

Hedge Funds

██ Andrew H. Jacobus



10

Hedge Funds

It is the same time zone; we have the 
same culture…

2.	 LatAm region should recover at a faster 
pace than other parts of the world be-
cause of stronger macro fundamentals 
and limited structural imbalances. Of 
course there are few exceptional coun-
tries that will fall behind, but with negli-
gible consequences.

3.	 Higher growth is projected in many of 
the commodity exporting countries. 
 
 
 
 
 
 
 

4.	 Low to no impact from housing crisis in 
US or Europe.

5.	 Low exposure of LatAm banks to Eu-
ropean debt.

6.	 Strong interest in new and high-tech-
nology production mechanisms, which 
brings into the region main invest-
ments in the industrial areas.

7.	 Great opportunities in agriculture and 
construction sectors.

8.	 Many Asian countries are investing in 
the region’s commodity sector. For ex-
ample, China has established alliances 
with Brazilian partners in the steel 
and oil industries, or the Germans in 
the automobile industry in Brazil and 
Mexico.

9.	 Less than 10 years ago, fixed income 
bonds in countries like Argentina (af-
ter the default of 2002), Colombia or 
Brazil were trading at considerable 
discounts. Now, with the exception of 

Argentina and Venezuela, most coun-
try debt trades at premium levels. Still, 
with coupons about 7% or 8%, yields 
are far more attractive to investors than 
T-Bills. And the yield spread for most 
countries has contracted, making it 
very attractive.

10.	 The European Investment Bank has 

•	 GDP 2011 average 5% CPI (Infla-
tion) average 6% Debt to GDP is 
45% on average

•	 Risk of currency fluctuation, but 
somewhat contained (nothing like 
what happened back in the early 
‘90s or a possible “bubble” from 
China)

established an investment fund for Lat-
in America of EUR 2.8 billion specifi-
cally for infrastructure development, 
agro-industry, mining and services. 
Special emphasis is given to projects 
that contribute to environmental sus-
tainability (including climate change 
mitigation), like biofuels for example.

11.	 Labor cost and tax incentives for for-
eign investments in LatAm are com-
parable to Asia, making it an attrac-
tive region for so-called maquilas or 
twin factories or in the bond industry. 
Mexico is a perfect example of this, 
where over 1.3 million Mexicans work 
in over 3000 maquila factories for US 
parts.

12.	 Keep in mind that consumption is go-
ing to be the most important driver of 
LatAm economies, making this an at-
tractive area for investors, as rising 
consumer spending, coupled with low 
inflation and a young population, is 

Andrew H. Jacobus – President – FINSER  International
Registered Investment Advisor
ajw@finsergroup.com

In a perfect world, local vehicles 
would be tax neutral to foreign 
investors. 
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Hedge Funds

Vitor Hugo Roquete - Senior Partner – Opus Brasil
Member of the Executive Committee
vroquete@opus.com.br

creating the perfect environment for 
robust growth. The population of Bra-
zil is about 190 million, of which ap-
proximately 50 million are considered 
middle class. This means that people 
will eat better and buy better cell 
phones!

██ Vitor Hugo

Vitor Hugo joined Opus in January of 2006 
to lead the company’s commercial efforts. 
He began his career in investment banks in 
1992 at Banco Pactual, where he initiated 
and developed trading/marketing activities 
in the Mexican, Argentine and Venezuelan 
fixed income markets. In 1994 he partici-
pated in the startup of opportunity asset 
management as the head of the company’s 
distribution, becoming a partner of the in-
stitution in 1996. In corporate finance he 
was one of the main executives of Marítima 
Seguros insurance company, responsible for 
the company’s activities in the states of Rio 
de Janeiro and Minas Gerais. Vitor Hugo is 
an engineer, having graduated in 1988 from 
the Universidade Federal de Minas Gerais 
(UFMG), and also holds a bachelor’s in 
Business Administration from Fundação 
Mineira de Educação e Cultura (FUMEC) 
in addition to an MBA in Finance from 
George Washington University (1992).

What is the best way/vehicle for getting 
LatAm exposure and why? What are the 
pros/cons of these vehicles?

The choice in investment vehicles has to do 
with a trade-off between transparency and 
regulation, on one side, and tax efficiency 
on the other. Locally registered investment 
funds are clearly the best vehicles on the 
first criteria. Given CVM’s strong regula-
tions, investors have unparalleled access to 
NAV calculation, segregation of functions, 

audits and even portfolio contents. Howev-
er, these vehicles are taxed at the local lev-
el. Cayman-based structures, on the other 
hand, investing through jurisdictions such 
as Delaware, provide the best tax structure, 
but do not have the advantages of transpar-
ency and strong regulation that are present 
on the local vehicles. 

2. In a perfect world _____ would ex-
ist making LatAm investment more 
________ and why?

In a perfect world, local vehicles would be 
tax neutral to foreign investors. 

From an investor’s point of view, Asia 
versus LatAm, who wins?  

Both Asia and LatAm have huge local 
discrepancies; it is hard to make a blanket 
comparison. We believe that among La-
tAm countries, Brazil stands out with very 
specific fundamentals, both from a macro 
and from a market structure point of view. 
Economic growth, however, is a headwind 
in LatAm when compared to Asia, espe-
cially when referring to specific countries 
such as China. 

Locally registered investment funds are clearly the best vehicles on 
the first criteria. Given CVM’s strong regulations, investors have 
unparalleled access to NAV calculation, segregation of functions, 
audits and even portfolio contents.
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Political Risk

Where to start? Well, perhaps 
with an attempt at a defini-
tion. In its broadest sense, 
“political” risk is potential 

harm to an operation or transaction arising 
from political behaviour. This can occur 
from the interplay of geopolitical tensions, 
social unrest, security, regulatory change, 
and reputational and ethical issues.
 
Two recent examples show just how po-
litically charged the business environ-
ment is on the continent. Over the past 
six months Brazilian President Dilma 
Rouseff risked conflict with unions and 
her own party to throw weight behind a 
privatization strategy for Brazilian air-
ports, which culminated in an auction that 
raised USD$14.2 billion for concessions 
of up to 30 years for São Paulo Guarulhos, 

Political Risk 
in LatAm

Brasilia and Campinas Viracopos airports. 
She is backing the private sector’s dyna-
mism in pursuit of commercial returns 
to meet Brazil’s enormous infrastructure 
needs in time for the 2014 World Cup, and 
now feels she has enough political capital 
to take on the PT.

Meanwhile, in neighboring Argentina, the 
current administration is accusing the coun-
try’s largest oil and gas firm, YPF (57% 
majority-owned by Spain’s Repsol), of not 
investing enough in upstream exploration. 
The firm has had concessions taken away, 
and rumors of nationalization were rife. 
This fits a pattern of interference that has 
included the nationalization of Aerolineas 
Argentinas in 2008, raiding the national 
pension fund in 2009 and the ongoing use 
of Central Bank reserves to pay down debt.

Consistently, C-suite executives cite political risk as the second-biggest risk in LatAm, according to partici-

pants in the quarterly FT/Economist Global Business Barometer. Above corruption, above inflation, above 

skills shortages, it is second only to market and economic risk. So it seems appropriate for this magazine to 

begin a column examining the subject.

The Inaugural Installment of a Regular Column

██ James Knight
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in LatAm

Political risk in LatAm is complex. 
These countries are young, vibrant, 

imperfect democracies.
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██ Regional Specifics

Political risk in LatAm is complex. These 
countries are young, vibrant, imperfect 
democracies. That provides much of their 
verve and opportunity; it also explains 
much of the uncertainty. One reason many 
investors are frequently perplexed by the 
region is because often these markets lack 
the strong, long-established institutional 
safeguards of the West, but neither are they 
easily understood autocracies, in which the 
center of absolute power is obvious and 
quasi-permanent (although the Arab Spring 
has challenged that model). Generally, they 
suffer from weak institutions, a heavy bur-
den of bureaucracy, cronyism and corrup-
tion. But they also tend to have vocal and 
flourishing civil movements, a functioning 

opposition, some judicial independence, a 
relatively free press, powerful labor unions 
and enshrined rights of peaceful protest.

This means that debate is aired between 
competing interests. Consequently, busi-
ness needs to tread carefully. Its activities 
will be analyzed and debated. It will have to 
be prepared to defend its record, and clear-
ly show what it is bringing to the table in 
terms of investment, employment and pro-
ductivity. It will also have to learn to lobby 
effectively, in markets where populism can 
determine economic outcomes. This trend 
means that governments are more likely to 
change the rules of the game if they need to 
appease the most powerful, or the most vo-
cal, interest group.

Equally, generalize at your peril. The 13 
countries of Latin America are a disparate 
bunch. In Venezuela, for example, expro-
priation risk looms far larger than in Chile, 

where the reputational record of a company 
is more likely to come under scrutiny.

██ What investors should know 

Management of these issues can be a thank-
less task, because a successful outcome 
is, usually, a negative event: making sure 
nothing went wrong. Acquisitions take 
place successfully, regulation and local 
legislations is complied with, operations 
continue, taxes are paid, profits are rein-
vested, dividends are handed out. However, 
the costs when risk assessment goes wrong 
can be enormous. In Ecuador, for example, 
Chevron is still fighting a legal battle that 
has lasted almost two decades, a hangover 
from Texaco’s environmental liabilities in 
the country, which currently leaves it on the 

hook for USD$8 billion of environmental 
damage of indigenous Amazonian commu-
nities. Newmont’s USD$4.8 billion invest-
ment in the giant Conga gold mine in Peru’s 
Cajamarca province is under threat after a 
four-month standstill, in which 6,000 con-
tracts have been cancelled and daily losses 
initially estimated at USD$2 million, due to 
environmental and land rights protests.
 
Could the ballooning costs and security 
risks in dealing with both these crises have 
been brought down by better risk mitiga-
tion? Perhaps, although maybe the potential 
rewards are considered worthwhile. But 
by defining and studying a full range of 
qualitative, non-economic, soft-focus issues 
that complement the number crunching, 
investors become better aware of the com-
plexities of the financial decisions they are 
making, and the interplay of unpredictable 
human factors that are involved.
 

A few simple tools always help. First, iden-
tify the key risks. Second, to what extent 
can they be quantified? Are they localized 
or general? Third, what is the relationship 
between their likelihood and their impact? 
Fourth, what mitigations are available? And 
finally, what is feasible, practical or afford-
able to implement?
 
However, a caveat; Human beings are com-
plex animals. And political behaviours are 
rooted in very human motivations, which 
makes it difficult to quantify them. This is 
why it is usually more helpful to deal in 
terms of scenarios, rather than deal out pre-
dictions like candy. For example, mapping 
what a future administration may look like, 
who its key players might be and its ap-
proach to regulation and business, is more 

LatAm’s activities will be analyzed and debated. It will 
have to be prepared to defend its record, and clearly show 

what it is bringing to the table in terms of investment, 
employment and productivity.

useful than assigning a probability to the 
outcome of an election. And sometimes, in 
the face of genuine uncertainty, of which 
there is a lot in South America, the most 
honest answer of all – “I don’t know”  - is 
of more value than the most confident of 
pronouncements.

Political Risk

James Knight is Director of Pionero 
Partners (www.pioneropartners.com), 
a LatAm-based strategic advisory con-
sultancy working with foreign clients 
across the region. 
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Art

LatAm Art in 2012: Part One 
Interview Provided by Artvest LLC

Expert 
Perspectives  

CM: Carmen Melián, Sotheby’s, Senior Vice President, Latin American Art 

Carmen Melián joined Sotheby’s Latin American Art department in September 1999. 
She has since been instrumental in a number of important sales, including property 
from the Estate of Stanley J. Marcus, Property from The Collection of Barbara and 
John Duncan, the May 2006 sale of Frida Kahlo’s Roots, which sold for USD$5.6 
million—a record for the artist—and Rufino Tamayo’s El Comedor de Sandías, which 
sold for USD$3.6 million.

Ms. Melián began her career at the Center for Inter-American Relations/Americas Soci-
ety in New York during the Rufino Tamayo—Works on Paper exhibition in 1979. After 
teaching in Paris for three years, she returned to New York and joined the Nohra Haime 
Gallery in 1983, serving as Director from 1989 to 1996. As a private consultant, Ms. 
Melián created and directed the International Client and Visiting Museum directors pro-
grams for Art Miami ‘97.

For several years, Ms. Melián has taught the Latin American Art course for New York 
University’s Appraisal Studies. A graduate of Manhattanville College with bachelor of 
arts degrees in History of Art and Studio Art, Ms Melián is fluent in English, Spanish 
and French.
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AS: Ana Sokoloff, Sokoloff + Associates, LLC, Founding Partner

Ana Sokoloff is a founding partner of Sokoloff + Associates, LLC Art Advisors, a firm fo-
cusing on advising high-profile individuals on collecting Latin American and contemporary 
art. Before founding Sokoloff + Associates, LLC., Ms. Sokoloff was Vice President–Head 
of Department for Latin American Paintings at Christie’s Inc., where she was responsible for 
all business development, expertise, management and administration of the Latin American 
Paintings Department including the coordination and organization of two annual evening 
sales. 

A champion of contemporary Latin American art, Ms. Sokoloff was instrumental in broad-
ening the market by introducing works of a new generation of artists into Christie’s Inc.’s 
auctions. Among the figures that she first introduced to the market are Francis Alÿs, Gego, 
Helio Oiticica and Doris Salcedo. 

Prior to joining Christie’s, Ms. Sokoloff was Cataloguer for the Arcade department at So-
theby’s, Exhibition Coordinator at the Americas Society and Director of Exhibitions and 
Cultural Programs at the Permanent Mission of Colombia to the United Nations, where 
she oversaw the cultural activities of the Colombian government in the United States and 
eastern Canada. 

In addition, Ms. Sokoloff has curated several exhibitions for international venues, given 
conferences and written critical essays on Latin American art for international art journals. 
She is currently on the advisory board of the Americas Society and on the international ad-
visory council for The Museum of Latin American Art, MOLAA. Ms. Sokoloff earned a law 
degree at Universidad de los Andres, Bogotá, Colombia and received an M.A. in Theory of 
Art History from Columbia University in New York. 

MS: Mary Sabbatino, Galerie Lelong, Partner

Mary Sabbatino is a partner at Galerie Lelong, a contemporary art gallery in Chelsea, 
New York City. Under her leadership the gallery has developed a diverse program of 
international contemporary and modern artists from the United States, Latin America, the 
Pan-Pacific region and Europe.  She has a particular interest in art from Latin America; 
in 1994 she co-organized “Art from Brazil in New York,” which presented the first solo 
shows of artists Waltercio Caldas, Cildo Meireles, Helio Oiticica and Neville D’Almeida, 
Mira Schendel and Tunga in 11 museums and galleries in New York City.  She also cu-
rated the exhibition and authored the catalogue for Juan Downey: Drawings, Installations, 
Films  at the Museo Bellas Artes in Chile.   

Mary Sabbatino has a B.F.A from Parsons School of Design and an M.A. from New York 
University.  She lectures and sometimes writes on contemporary artists; her most recent 
essay is “Ana Mendieta: A Narrative Biography” in the 2011 exhibition catalogue of the 
same name. 

Mary is an active member of the Art Dealers’ Association of America; she previously 
served on the ADAA board and wrote the association’s first code of ethics, entitled “Stan-
dards and Practices.” She now serves on the ADAA Membership Committee, the Selec-
tion Committee for Art Basel Miami Beach and Council for the Elizabeth Sackler Center 
for Feminist Art at the Brooklyn Museum.  She lives in Brooklyn with her husband and 
two children, ages 12 and 14. 
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Above: Hélio Oiticica
Penetrável PN28  “Nas Quebradas” [Penetrable PN28 
“In the Quebradas”], 1979
Mixed media installation
140.16 x 113.78 x 174.02 inches (356 x 289 x 442 cm) 
© Projeto Hélio Oiticica, Rio de Janeiro
Courtesy Projeto Hélio Oiticica, Rio de Janeiro and 
Galerie Lelong, New York
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How has the Latin American art market 
changed over the last decade?

CM: Basically the market has gotten 
deeper and wider, with the biggest change 
being that collectors are no longer just 
buying nationally. 50% of Latin American 

art collectors are no longer Latin Ameri-
can, and those who are don’t collect only 
their national artists.  This was probably 
true 20 years ago, when only Mexicans 
would buy Tamayo and only Venezu-
elans would buy Soto. Now we are seeing 
more cross-border collecting.  That being 

said, the Latin American market doesn’t 
shoot up or shoot down and has histori-
cally been a more consistent market.  The 
market has gone up over the years as the 
world becomes more globalized, but it 
doesn’t have the historical “drastic-ness” 
of contemporary or impressionist sales. 

This is in part because part 
of the sales are based on lo-
cal economies. Brazilian art is 
doing so well now because of 
the Brazilian economy as well 
as the international economy. 

AS: The biggest change is 
the internationalization of the 
market. Collectors are buying 
art from all over the world, 
regardless of geographic ori-
gin. This has allowed for con-
temporary artists from Latin 
America to be collected by 
international collectors and 
for Latin American collectors 
to collect international art-
ists. Another important factor 
is that collectors are looking 
into collecting new, younger 
artists. This in turn encourages 
art production locally.

MS: The market has become 
more global.  When I started 
working in the field in the early 
‘90s, the market was concen-
trated sharply by countries: 
Brazilians collected Brazilian 
art, for example. One of the 
few exceptions to this was the 
Cisneros collection; the Cisne-
ros, of course, have been pio-
neers in collecting, in educat-
ing the public, in working with 
museums and in exhibiting and 
sharing their collection.  From 
the early to mid-90s, the most 
serious, and perhaps the only, 
US collectors in the field were 
Rosa and Carlos de la Cruz 
and Bruce and Diane Halle. 
Because they were both quite 
early in the field, their collec-
tions (the de la Cruz no longer 
concentrates on this area) have 
seminal examples and master-
pieces.   Bernardo Paz started 
Inhotim as a way to show in-

Antonio Bandeira (Brazilian 1922-1967) 
Blue Streets 
signed and dated ‘BANDEIRA, 55’ (lower right) signed and dated 
again, titled and inscribed ‘ANTONIO BANDEIRA, 1955, BLUE 
STREETS, LONDON’ (on the reverse)
oil on canvas 
26 x 22 in. (66 x 60 cm.) 
Painted in London in 1955.
 Estimate:  USD$70,000 - USD$90,000
Price Realized:  USD$482,500
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Top Left: Rufino Tamayo
La Tenista
Oil on canvas
Est. USD$225/275,000
Sold for USD$398,500

Top Right: Francisco Toledo (Mexican b. 1940) 
Vaca roja 
oil and sand on canvas 
131¾ x 79¼ in. (334.6 x 203 cm.) 
Painted in 1975.
 Estimate:  USD$500,000 - USD$700,000
Price Realized:  USD$902,500

Right: Claudio Bravo
Seraphim (White, Yellow, and Green)
signed and dated MXMXCLX lower right
oil on canvas
58 5/8  by 78 3/4  in.
148.9 by 200.02 cm
Estimate: USD$700/900,000 
Sold for USD$992,500
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Left: Hélio Oiticica
Grupo Frente 24, 1955
Gouache on board
7-7/8 x 7-7/8 inches (20 
x 20 cm)
© Projeto Hélio 
Oiticica, 
Rio de Janeiro
Courtesy Projeto Hélio 
Oiticica, Rio de Janeiro 
and Galerie Lelong, 
New York
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stallation art and monumental works by 
Brazilian artists like Tunga and Meireles, 
and for a time, it was the only place you 
could see such works installed permanently.

What are the factors driving the in-
creased interest in Latin American art?

CM: If you don’t know of an artist, you can’t 
fall in love with him.  But the world is get-
ting smaller, and now you can travel the world 
through your computer.

AS: An obvious one is the BRIC phenom-
enon. The financial market is looking to 
Latin America as a secure area for invest-
ment, and in doing so, they are also look-
ing at its cultural production.  There is more 
money in the region as well, and the dispos-
able income has permitted new collectors to 
emerge in the area.  

MS: People travel more and information is 
available more readily. The São Paulo Bi-
ennial is one of the oldest biennials (after 
Documenta and Venice), but it is only in 
the last 15 years that Americans have regu-
larly visited.  It is a major source of current 
information on the region, and its popular-
ity has spurred other biennials in Bogota, 
Merosul, etc.  A few pioneering institutions 
like Witte de Witte, Fundacio Tapies and the 
Walker (who presented Helio Oiticica, Ana 
Mendieta, Lygia Clark, etc. in the early ‘90s) 
formed a foundation for scholarship and re-
search which was taken up by others.  There 
was also key academic research done by in-
stitutions, scholars and curators like Dawn 
Ades, Guy Brett, Mari Carmen Ramirez, 
etc., which brought the artists and knowledge 
of this period to wider consciousness.  The 
role of galleries and auction houses can’t be 
underestimated.  It is a legendary story that 
Mary Ann Martin started the Latin American 
Department at Sotheby’s.  I feel that our gal-
lery (Galerie Lelong) has made a substantial 
contribution as well, presenting, for exam-
ple, Cildo Meireles’ first solo show in New 
York City, and, over the years, introducing 
and promoting the works of Ana Mendieta, 
Alfredo Jaar, Waltercio Caldas, Jac Leirner, 
Juan Downey, Helio Oiticica and Oiticica in 
collaboration with Neville D’Almeida.   

Are there artists, styles or periods of Lat-
in American art that are, in your opinion, 
undervalued and/or underappreciated?

CM: Ms. Melian’s department at Sotheby’s 
covers 500 years.  She points to the great 19th 
century landscape painters who are primar-
ily known in their respective countries and 
traveler painters.  She also believes that colo-
nial art is vastly underappreciated, with most 
people thinking of it as folkloric or purely 
decorative.  There were, however, very fine 
artists in Mexico, Colombia and Guatemala 
that were exported to Europe, and that is an 
area that she says is being revisited. 

AS: There are regions that have been 
poorly researched, for example Central 
America, and there are many periods that 
have been overlooked. There are some in-
stitutions and individuals that are work-
ing on researching and resurfacing these 
periods, but I believe that most of the art 
history of Latin America in the 20th cen-
tury is still poorly documented and there 
is room for great discoveries.

MS: It gets harder and harder to find pock-
ets that no one has discovered.  Though it is 
hard to believe, less than 10 years ago you 
could buy extraordinary works of Brazil-
ian Neo-concrete artists for relatively very 
little.  Collectors thought that it was “crazy” 
to spend USD$50,000 for a drawing by Oi-
ticica and now most of those collectors wish 
they had bought all of them!  

From where is the interest in Latin Amer-
ican art coming?  Is the interest primarily 
from Latin Americans or Latin American 
expats or is it more global?

AS: There is a good mix of Latin Ameri-
cans, expats and other curious people. Many 
scholars, curators and collectors have de-
veloped a keen interest in Latin America. In 
some cases, they are consciously exploring 
the art production and history from the re-
gion; in others the interest develops without 

them really knowing it by being exposed to 
the art and artists in more global contexts.

MS: Today every major museum has a Latin 
American support group. The interest in 
quite diversified, but of course there are col-
lectors in each country who collect the artists 
of their home country.  At the same time, US 
collectors have integrated many contempo-
rary artists into their own collections.  

Top: Alfredo Volpi (Brazilian 1896-1988) 
Bandeirinhas estruturadas 
signed ‘A Volpi’ (on the reverse) 
tempera on canvas 
55½ x 28 3/8 in. (141 x 72 cm.) 
Painted circa 1966.

█ About ArtVest Partners LLC

Artvest is an independent advisory firm that provides investment advice for the art mar-
ket. With three decades of experience in art and finance, Artvest offers impartial guidance 
and custom strategies for acquiring and selling art, protecting art wealth and passing it 
on to future generations. Artvest fills a need in the market by introducing a disciplined 
financial focus for collectors at all stages.
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Only a small fraction of this 
potential, however, has been 
reached, with current capacity 
at a mere 32MW, according to 

Ernst & Young.  Yet recent steps taken by 
the government, mounting domestic atten-
tion and increased investment suggests Ar-
gentine wind is an industry poised to grow 

Argentine 
Wind Power
One of the largest renewable resources in LatAm is the wind of 

Argentina, particularly in the sparsely populated Patagonia region 

occupying the southern half of the extremely long and spacious 

country.  Some estimates put the wind-generated electricity poten-

tial of Patagonia alone at an astounding 2GW.  According to Di-

ego Werner, an engineer and wind energy expert at the Argentine 

firm AIRES Renewables, the country’s other wind-rich regions 

include the Atlantic coast, especially in the province of Buenos 

Aires (which alone is the size of France), and the western, wine-

producing province of San Juan.  

exponentially, providing ample investment  
opportunities in specific areas, particularly 
in development-related equity, Mr. Werner 
says.

A pivotal moment for Argentine renewables 
came in 2006, when the federal govern-
ment announced that 8% of the country’s 

energy demands had to be supplied by re-
newable energy by the year 2016; currently 
the figure stands at about 2%, with most 
of the country’s power coming from natu-
ral gas (much of it imported from Bolivia) 
and large hydro. 2009 saw the launch of the 
GENREN program, through which the gov-
ernment demanded that the state’s utility 
company contract at least 1GW of renew-
able energy over 15 years, with wind pro-
viding at least half (500MW) of that power.

There are 17 projects in the works, intended 
to provide 754MW, but only 2 wind farms 
are operating currently: one in the northern 
La Rioja province and one in Patagonian 
town of Rawson, in the province of Chubut. 
The latter was built by Emgasud, an Argen-
tine company, which has plans to construct 
another wind farm in nearby Puerto Madryn.  
Hychicho, also Argentine, is developing an-
other project in Chubut, having recently re-
ceived a USD$14 million loan from the In-
ter-American Investment Corporation (IIC).  
The government of Chubut has waived all 
taxes on gross income of wind farms there 
for the first five years of operations, reducing 
the exemption to 50% during years 6 through 
10, according to Ernst & Young. 

Investing in the Development of
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The turbines at the Rawson farm were 
built in Denmark, emblematic of a trend 
across LatAm: the use of foreign equip-
ment to spearhead renewable develop-
ment. Turbine-providing countries, such 
as Denmark and France, says Mr. Brito, 
“have very strong technology, and at the 
moment Argentina doesn’t have that kind 
of development.”  He points to IMPSA, 
the turbine-maker and wind farm devel-
oper based in Mendoza, Argentina, as the 
finest example of a domestic technology 
developer.  And he expects that, as more 
projects come to the Southern Cone, for-

eign companies will begin to do what they 
have been doing in Brazil: setting up lo-
cal manufacturing plants, thereby feeding 
local development and service industries. 

It is in the nascent development side of Ar-
gentine wind that Mr. Werner sees the best 
investment opportunities, and he believes 
financing from foreign entities will be es-
sential to the industry’s growth.  

“There are very few Argentine companies 
working in renewable energy,” he says.  
“My opinion is that there is an interesting 

opportunity for foreign investors to work 
with local firms that are developing projects 
and know very well the Argentine energy 
market. There is very good technical capac-
ity in the region, but we have a strong finan-
cial need. I’m sure that, in the near future, 
Argentina will have lots of wind energy 
projects throughout the country. We have a 
lot of available land, strong wind resources, 
support and interest from national govern-
ment and technical capacity to grow the 
wind energy market in the country.”
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Alternative 
bioenergy

M&A picks up steam in Latin America 
while ethanol deals wait for better days
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██ Mergemarket reporters: Priscilla Murphy,  
	 Mark Andress and Juliana Cavacana
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Alternative bioenergy crops 
could drive the next big wave 
of M&A in LatAm, much as 
sugarcane drove activity dur-

ing the ethanol boom in the early 2000s, ac-
cording to industry sources.

LatAM has been saturated with bioenergy-
related joint venture and partnership an-
nouncements from energy, food and bio-
technology companies, with more deals on 
the forefront, said Eduardo Ribeiro, partner 
at the Brazil-based advisory firm BSR. Proj-
ects range from second-generation ethanol 
and biodiesel to jet fuel and biobutanol.

Non-food energy crops are considered im-
portant sources of biofuel because they have 
less potential to affect food prices than tra-
ditional biofuel crops such as corn and sug-
arcane. These energy crops include Jatro-
pha, a tropical tree with oily seeds that can 
be grown on marginal lands not suitable for 

food crops, castor beans, algae and biomass 
such as wood pellets. Other energy sources 
such as elephant grass, biodigesters and 
waste residue technologies are also starting 
to attract more attention from investors, said 
Ribeiro. 

One crop company is California-based SG 
Biofuels, which is using biotechnology to de-
velop hybrids of Jatropha, and plans to com-
mercially produce Jatropha crude oil in Bra-
zil and Guatemala within three to five years.  
 
Companies such as SGB are attracting “an 
incredible amount of interest” from poten-
tial investors and partners because they have 
the potential to make large amounts of sus-
tainable, low-cost, non-food feedstock for 
biofuels production, said Brian Brokowski, 
vice president of communications at SGB.  
 
The interest has come from energy play-
ers and large agricultural groups active in 

the energy crop space, and mainly revolves 
around partnerships, such as SGB’s part-
nership with New York food conglomerate 
Bunge to research and develop a model to 
process Jatropha seeds into a biofuel feed-
stock. But it’s also translating into equity in-
vestments: SGB just raised US$17 million 
in a Series B round of funding from various 
backers that included Flint Hills Resources, 
the 10th largest refiner in the US.

Since mid-2011, several companies from 
Brazil to Israel have announced high-
tech biofuel joint ventures or partner-
ships involving Latin America. In Mex-
ico, OriginOil and Aquaviridis, based in 
California and Minnesota, respectively, 
have announced a commercial agreement 
to develop algae production, followed by 
Synthetic Genomics’s JV for genomics 
and plant breeding with Agradis. Sola-
zyme announced a JV with Bunge to de-
velop algae technologies in Brazil, while 
Evogene and SLC Agricola launched a 
partnership to develop castor bean vari-
eties. 

Denmark-based Novozymes, which has 
several collaboration agreements with Bra-
zil-based companies, recently opened a new 
Brazilian research and development facility.
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Significant investments are also expected in wood pellets, after Eu-
rope signaled a desire to import the biomass from Brazil, Ribeiro 
said. Brazil-based pulp and paper company Suzano wants to sell a 
49% stake in its USD$800 million capital expenditure project to 
construct 3 wood pellet plants, according to a Mergermarket report 
from June 2011. 

██ Better days ahead

Meanwhile, traditional ethanol acquisitions should remain difficult 
in the short term, said Ribeiro. With valuations as high as USD$150 
per ton of annual sugarcane crushing capacity and a strong Brazil-
ian real, players that led the sector’s consolidation from the early 
2000s up to the financial crisis in 2008, such as Raizen, will con-
tinue to wait for conditions to improve, said Matheus Consoli, an 
industry analyst at Markestrat.

Though few acquisitions are expected for 2012, at least one relevant 
deal may close in the short term. According to a recent press report, 
Spain-based Abengoa has hired Credit Suisse to sell 2 ethanol plants 
in Brazil for which it paid USD$684 million because of low returns. 
Spokespeople for Abengoa did not return calls seeking comment.

Potential bidders in the space include Bunge, which has announced 
plans to invest BRL 1bn (USD$555 million) in agriculture in Brazil, 
noted Consoli. The investment could possibly go to sugarcane or 
ethanol, he added.

Cargill is another food company that could acquire again in the ethanol 
industry, Consoli said. In 2011, the Minnetonka, Minnesota-based com-
pany announced a joint venture with Brazil-based Grupo USJ to operate 
in sugar, ethanol and bioelectricity. Large food and ethanol companies 
such as Bunge, Raizen e LDC may also start acquiring co-generation 
projects through partnerships with other companies, Ribeiro said.

Some signals, however, may be already pointing to a recovery in 
market conditions in the next 18 months, Ribeiro said. In recent 
years, Brazilian ethanol companies, which were severely affected 
by the financial shock of 2008, have improved their risk profile 
and governance, and renegotiated debt, instead of investing in ex-
panding their sugarcane cultivation, he explained.  “Although asset 
prices are still high, at least now it is possible to do a due diligence,” 
he added.

Usacucar, Alto Alegre, Carlos Lyra, São Martinho and Tercio Wan-
derley, which form the second-tier group of ethanol producers with 
a market share of about 2% each, are examples of companies that 
recently improved corporate governance and hired external audits, 
Consoli said. “These companies made small acquisitions to prepare 
themselves as attractive targets, but were not ready in time for the 
first wave of consolidation,” Consoli explained. “If the market be-
comes attractive again, they will be priority candidates for players 
looking to gain scale in Brazil.”

Independently of the wave, in the longer term the tide is rising for 
biofuels in general, as demand tends to increase. LatAm countries 
such as Paraguay and Colombia are adopting or considering adopt-
ing a percentage of ethanol at the gasoline pump, while Brazil is ex-
pected to increase its percentage of ethanol at the pump from 18 to 
25%, noted Usina Santa Maria Director Roberto Bigatto. Demand 
for innovative solutions is growing in new markets for biofuels, 
such as aviation and vehicles in colder climates, and also in the field 
of traditional biofuels, where companies need to increase produc-
tivity and deliver more energy to more people for lower financial, 
environmental and social costs.
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•	 Based on announced deals, excluding lapsed and withdrawn bids       
•	 Based on the target dominant geography being Latin America        
•	 Data correct as of 16-Mar-2011         
•	 Includes all deals valued over US$5 million. Where deal value not disclosed, deal has been entered based on turnover of target 

exceeding US$10 million  
•	 Activities excluded from table include property transactions and restructurings where the ultimate shareholders’ interests are not changed  

mergermarket is the leading provider of forward-looking 
M&A intelligence and data for M&A professionals and corpo-
rates. With an unrivalled network of 300+ journalists based in 
65 locations worldwide, mergermarket is the only tool that of-
fers active intelligence on corporate strategy before it becomes 
public knowledge, and historical data to analyze past deals. 
mergermarket is part of The Mergermarket Group, a Financial 
Times Group company. Visit www.mergermarket.com 
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  (Interview provided by BNamericas) 

Like most of the other large economies in LatAm, Chile 
is blessed with enormous resources of largely untapped 
renewable energy, in wind, solar, hydro and geothermal, 
including excellent winds up and down its slender length 

and massive expanses of high-level solar radiation in the Atacama 
Desert. It is unique among these countries, however, in its almost 
total lack of fossil fuel resources, having relied on imports, mostly 
of Argentine gas, for years.  This dependence was thrown into sharp 
relief in the middle of last decade, when the Argentine gas crisis tem-
porarily crippled its Southern Cone neighbor.  Energy prices remain 
problematically high in Chile, and several high-profile attempts to 
alleviate the situation, such as a proposed large hydro project in the 
far South, have met with fierce criticism from Chile’s environmen-
tally conscious public.  The protests are the starkest manifestation of 
a widespread debate in the country over whether the best way to meet 
its energy needs is through more of the same (coal, large hydro and 
nuclear) or by developing its tremendous renewable potential; and, if 
the latter, how to attract the investment needed to develop it.

Chilean President Sebastián Piñera recently sided publicly with the 
renewable approach, at least in part, when he pushed the so-called 
20/20 Law through Congress, mandating an increase in the share of 
renewable-generated power in the country’s matrix to 20% by the 
year 2020 (a marked revision of his previous, more modest goal 
of 10% by 2024).  It seems that, for many in the government, the 
desire for energy security and independence is making them look 
more closely at the country’s strongest natural assets.

Renewables currently supply about 4% of the energy matrix, ac-
cording to Marcos Brito, project manager at Eco Life S.A. and 
formerly of Chile’s Department of Energy, up about 2% from 
when Piñera took office and challenged the country.  “But there 
are hundreds of projects already approved by the environmental 
office that investors are not funding,” he says.  The stalled in-
vestment stems in large part from current market conditions and 
a lack of consensus on how best to proceed:  “Piñera made his 
announcement of the government’s goal of reaching 20% NCRE 
[non-conventional renewable energy] by 2020, and immediately 
everyone started to discuss whether he was crazy or not.  Since 

Great 
Expectations
Developing Chile’s 
Renewables Sector

then, there has been a lot of discussion of whether it is techno-
logically and economically possible.”  

One problem, Mr. Brito says, is that the Chilean energy market is 
crowded by a few large companies that account for all of the country’s 
power generation, so it’s “very difficult to enter with new technology 
that will compete and affect the results.”  He also says that there is a 
general lack of information, and an “excess of confusing information,” 
on the costs of implementing renewable energy into the matrix.  “Some 
say it’s expensive, others say it’s cheap, and with that uncertainty peo-
ple aren’t putting the necessary money into the technology.”

There have been flashes of Chile’s potential.  According to the 
Global Wind Energy Council, Chile’s installed capacity from wind 
energy climbed from 2MW in 2002 to 172MW in 2010.  Sever-
al wind farms are operating up and down the country, developed 
and by such companies as Norvind (Norway), Suez (France) and 
Cristalerías Toro (Chile).  There is also an interesting trend of large 
mining companies building wind farms to supply, directly and ex-
clusively, their own operations, including Methanex, Breakwater 
Resources, Barrick Gold and BHP Billiton.  

Solar is another outstanding resource in Chile, though as has been 
the case globally, it has been slower to develop than wind.  Aben-
goa, the Spanish multinational, announced that it is developing a 
large concentrating solar power (CSP) plant in the Atacama, to sup-
ply the mining company Minera el Tesoro.  The Atacama is said to 
have perhaps the highest levels of solar radiation on earth.

Small hydro is gaining popularity as an alternative to the large hydro 
projects that have long been a staple of Chilean energy production and 
that have become increasingly controversial, as evidenced by the mas-
sive protests against the proposed 2.6GW HidroAysén in the South.  The 
Inter-American Development Bank recently committed USD$5 million 
in funds toward developing Chilean small hydro.  Yet the most interest-
ing development is the government’s review of the definition of small 
hydro itself: many in the public and private sectors are calling for the 
arbitrary cut-off to be raised from 20MW to 50MW, which would im-
mediately increase Chile’s renewable production and give developers 
more leeway – though it will no doubt invite more controversy, as well.  
“Experts have mentioned this as a possibility and investors want it to 
happen,” says Mr. Brito, adding that this discussion is “clearly critical” 
for the future of renewable development in the country. 
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Agribusiness

Great 
Expectations

██ Tech Lack
Mr. Brito insists that the first wave of projects in all renewable en-
ergy types is important for demonstrating that the technology works 
and the economics are there, so that investors can enter and bring the 
industry to scale. And yet, as is the case across much of LatAm, the 
technology needed to develop renewables is not Chilean but comes 
from foreign imports.  “Chile is known as for having lots of renew-
able sources to generate power with; that is one of our 
advantages,” Mr Brito says.  “But we are not a coun-
try that produces technology as such, so we are weak 
there.”  This is something the government hopes will 
change, however:  “I think it is changing, but not as fast as it 
needs.  We are importing technology from US, Europe, India and 
China instead of thinking about how to manufacture copper-made 
solar panels, windmills or biomass technology right here.”  He 
notes that one important stride was the government’s creation of 
Chile’s Renewable Energy Center, an incubator for research and 
development (http://cer.gob.cl), whose mission, he says, is to 
“promote and facilitate the development of a non-conventional re-
newable energy industry, coordinating the public and private sec-
tors, and optimizing the potential use of the NCRE resources that 
exist in Chile.”  He also believes that Piñera’s mandate, whether or 
not feasible, is important for inspiring development and innova-
tion.  “Personally I think it is important to set the goal and then 
figure out how to achieve it. Time goes fast, and if you don’t have 
a clear goal, things won’t get done.”

██ Footing the Bill

Essential as a domestic tech industry no doubt is, some believe 
that a more fundamental area for improvement is in finance.  
“There are a lot of opportunities in renewables,” says Idris 
Tayebi, an energy finance and strategy consultant focused on 
renewables and energy efficiency, whose clients have included 

Suez and the abovementioned Renewable Research Center, “but 
right now the market is not mature, especially on the financial side.”

“The engineers are here,” he adds. “We have the human resourc-
es.”  And yet the situation is a new one for the country.  “Things 
are changing in Chile.  Generally the public policy in Chile is very 
liberal; the state is not used to intervening in the economy.”  On 

the other hand, he says, “financial innovation in Chile is very 
conservative.  There is work to do.”

	 As an advisor to Suez, he says, he had to advise 
some smaller developers, and looked into the local market for 

financing.  “We realized that it’s very complicated to get project 
financing involving local banks: they are expensive, not used to 
structuring loans in USD, not used to financing in this way.”  The 
venture capital industry is conservative, as well.  “When we talk 
about innovation seed capital and venture capital, everyone is fo-
cused on internet technologies.  There is no VC fund specialized in 
cleantech.  So the first stage of development for a small developer 
is very hard.”

As a result, domestic research and development was, for a long 
time, funded primarily by private actors working at great risk, 
without incentives or subsidies.  “Now the Chilean state is chang-
ing its mind, realizing this time that there are opportunities to de-
velop.  Chile should be one of the leaders in solar, for instance.  
But for me the financial sector, financial innovation, should be the 
primary area of development.”

Toward that end, Mr. Idris himself has been developing a weather 
insurance product to help renewable developers hedge resource 
availability, a product type which, he says, was developed in 
France and has been used in the US and Australia, and which he 
hopes to introduce to the Chilean market.
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With LatAm’s regional re-
newables sector so nascent, 
there is a consensus among 
the industry and invest-

ment experts with whom ALI spoke that the 
best way to gain exposure to its growth is 
through sector- and region-focused funds 
and, in some cases, focused equity plays.

“Definitely [I would invest] through a 
fund,” says Juan F. Paez, formerly a partner 
at Conduit Capital Management and now 
with REAL Infrastructure, a private equity 
fund management firm focused on sustain-
able energy in LatAm.  “I haven’t seen any 
publicly listed vehicle other than in Brazil 
that focuses on renewables generally.  For 
country-specific exposure you can partici-
pate in listed development companies that 
are targeting renewables, but if you want 
regional exposure the best way is through 
a fund.”

He is bullish on the returns investors can 
hope to see.  “One of the beauties of re-
newable energy these days in this part of 
the world is that it has reached, in most 
cases,‘grid parity,’” he says.  “It is a com-
petitive type of energy generation that 
doesn’t require subsidies, so if you have a 
particular interest, as in the case of my fund, 
you have a specific target sector where you 
have certain allocations to the different 
types of technologies – and that’s what fund 
managers do.”

He is attracted to the abundant opportu-
nities and lack of saturation in LatAm.  
“There is still a very big component of re-
source availability and the opportunity for 
wind and hydro is predominant, so that’s 
one of the biggest components. The other 
big component is that energy depends on 
growth, and we know where that stands 
in the developed economies.  But if you 
look at emerging markets such as LatAm, 
there’s real economic growth in these ar-
eas of the world, so it’s a safer investment 
in that regard.”  He adds that LatAm’s be-

Get out of the 
Shade 
Gaining 
Exposure 
to LatAm Renewables
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ing less crowded than the Asian market 
makes it more attractive.

Fernando Rivas, a Buenos Aires-based fund 
manager at FE Clean Energy Group, a pri-
vate equity firm focused on emerging mar-
kets, whose clientele has consisted primar-
ily of large institutional investors and large 
corporations, agrees, saying that funds offer 
investors such as his the opportunity to get 
their feet wet in an uncertain market.  About 
a decade ago, he says, a Japanese corpora-
tion wanted to invest USD$20 million in the 
sector.  “For them, USD$20 million was not 
too much money, but it was a way that they 
could jump into a jurisdiction that was new 
for them, taking into account a profile in 
their markets.  It could be different to jump 
directly or make the attempt without know-
ing if the market will have enough attraction 
to keep them focused on it.  It was one way 
to open the possibility to invest in a totally 
new market without exposing themselves 
with their name.”

Mr. Rivas’s fund invests mostly in mature 
technology, buying equipment from brand 
name manufacturers instead of committing 
venture capital to development.  The latter, 
however, is a possibility, he says.  Indeed, 
Mr. Paez expects to see funds emerging that 
deal precisely with venture and seed capital 
for research, development and Greenfield 
projects, which have so far been in the realm 
of alternative DFIs.

Kevin O’Brien, President of Energy Com-
mericalization, a Bay Area-based firm fo-
cused on developing energy projects in 
Europe, the Middle East and LatAm, says 
that there has been “huge growth” in renew-
ables-focused funds, but that fund manag-
ers bring to them certain requirements and 
hesitations.  “A common theme is that 99% 
of these folks want to know if you have PPP 
[public-private partnership] in place and if 
it’s negotiated.   If you don’t have a PPP, 
the discussion stops; if you do, then they 
want to know if you have the land secured.  

For them, USD$20 mil-
lion was not too much 
money, but it was a way 
that they could jump into 
a jurisdiction that was 
new for them, taking into 
account a profile in their 
markets.  It could be dif-
ferent to jump directly or 
make the attempt without 
knowing if the market 
will have enough attrac-
tion to keep them focused 
on it.  It was one way to 
open the possibility to 
invest in a totally new 
market without expos-
ing themselves with their 
name.

If you have both of those check marks, then 
there are more and more options out there in 
terms of funds to work with.”  He notes that 
there is an added comfort level among fund 
managers because “the finance structure 
that was new a few years ago is no longer 
new.”  There is a greater understanding of 
PPPs and typical IRR of projects such as his 
firm’s.   

He adds, however, that subsidies and oth-
er incentives, such as feed-in-tariffs, are a 
large factor in attracting investors to PPPs.   
“You really need to have government incen-
tives to bring in private investors who want 
to make that level of investment.”  While 
political risk is a major repellent:  “Na-
tionalization is a major risk factor, and in 
order to get a project financed, one of the 
important questions is, What’s the level of 
stability there? Clearly if there is a sense 
of instability, it’s a given that you’re going 
to have to do things differently there.  You 
need security around materials coming in 
and maybe have to deal differently with lo-
cal labor.  But factors like nationalization 
are deal killers at the end of the day.  If you 
don’t have that stability, you’re not going to 
get investors.”

While Mr. Rivas believes biomass will see 
the highest returns in coming years (see 
the article on ethanol in Mexico, page 36), 
and wind has seen huge growth in Argen-
tina, Chile, Mexico and Brazil, Mr. O’Brien 
believes solar is currently the best play.  
“Across the globe,” he says, “the most at-
tractive FITs [feed-in-tarrifs] are typically 
for solar.  Also, there is a lot less restriction, 
in some countries, and the technology itself 
is a lot less invasive.”  He notes that solar 
panels can be ground- or roof-mounted, the 
latter allowing for great exposure without 
the necessity of buying large plots of land.  
Lastly, he says, both wind and solar have an 
advantage over biomass in being more eas-
ily scalable.  “If you don’t have your biofuel 
source within 50 miles, it won’t work for 
you.”   
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What do you and your department at the 
OAS do in terms of renewable energy?

At the Organization of American States, the 
Department of Sustainable Development 
is implementing a sustainable energy pro-
gram where we work with all the countries 
in the Western hemisphere on creating and 
implementing policies that favor renew-
able energy and energy efficiency generally.  
Within that framework we also operate the 
clearinghouse of the Energy and Climate 
Partnership of the Americas, a US-led ini-
tiative to advance energy efficiency and re-
newables across the Americas.

All Aboard
Promoting 
Renewable Energy 
in the Americas
An Interview with Juan Cruz Monticelli 
Department of Sustainable Development, Organziation of American States

Where does LatAm stand globally in the 
production and use of renewables?

I think this region in general, and each coun-
try in the region, is realizing the advantages 
of renewables. Obviously with crude oil 
prices being over USD$100 a barrel, that 
helps any government understand the ad-
vantages.  But this region in general has 
abundant renewable resources – Brazil with 
hydro, Andean countries and the Caribbean 
with geothermal, etc. – and in the last 10 
years countries have adapted their legislation 
and adopted new policies to advance differ-
ent types of technologies needed to tap on 

those resources.  However, I do believe the 
implementation, the actual realization of that 
potential is falling behind.  We see changes, 
but a lot remains to be done in LatAm. 

Is it merely implementation that’s lack-
ing, or policy in general?

With regard to energy, there is a response 
generally, except for some countries such as 
Haiti, which has huge challenges, and that’s 
understandable.  I believe the countries have 
accommodated the need somehow; in the 
Caribbean access to electricity across the 
region is over 100%, with the exception of P
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Haiti, again, where it is probably 12%.  So 
they’ve obviously been able to supply the 
demand.  But what are the costs? A lot of 
those countries are paying 50 to 60 US cents 
per kilowatt/hour of electricity, so the supply 
is being met, but at a cost.  Now they could 
derive a benefit from tapping geothermal or 
wind resources, as those costs would clearly 
go down.  So no doubt renewables are an an-
swer that could alleviate the cost of energy.  
The issue is that the upfront capital costs of 
renewable are high, as they require substan-
tial infrastructure change, and these coun-
tries are often too small to meet those costs 
or might be too small to receive credit, espe-
cially in the Caribbean.  So when I say policy 
is lacking or lagging in terms of implemen-
tation, it’s mainly with regard to renewables 
and some energy efficiency measures.

How has the approach to renewables 
been affected by large discoveries of fos-
sil fuels, such as the so-called presalt oil 
off the coast of Brazil and shale gas/oil in 
Argentina?

I think there will be some effect globally.  
We see it with gas in the US. The price of 
natural gas is low and will remain so for at 
least 2 or 3 years and maybe more.  But the 
fact is that fossil fuels remain at a high price, 
for several reasons: global demand, espe-
cially in the growing BRIC countries; po-
litical unrest in the Middle East. The fact of 

the matter is it’s a very psychological issue: 
We see the price of crude at over USD$100, 
and that creates a psychological effect and a 
clear message that fossil fuels are expensive 
and renewables more competitive.  I don’t 
think anyone predicts there will be a major 
downward trend in crude oil prices in the 
next 3 or 4 years and governments are com-
ing to the reality that those prices are going 
to be higher and there is a need for change.

But change is difficult and it takes time, 
and often when there is an urgent need to 
supply demand it’s easier to do it via tra-
ditional conventional sources of energy 
than it is to deploy the kind of technology 
we’re not used to.  With one country in La-
tAm, we were working some time ago on 
developing a new policy for sustainable 
energy and there was need for new sup-

ply and there was an offer for a very cheap 
dirty plant, and they went for it because it 
was cheap and would be commissioned in a 
very short time and generated the electricity 
that was needed.  So when you’re talking 
about changing an energy matrix from one 
source to another it implies many changes 
in policy, law, regulation, infrastructure, but 
in some cases the needs are for now, today, 
whereas these efforts to develop policies are 
for down the road.

What is your organization’s stance on 
small hydro vs. large hydro? 

There is certainly a differentiation in terms 
of size of power plants: A micro or small 
hydro plant can have virtually no impact or a 
very low, acceptable impact on the environ-
ment and society, whereas obviously with a 

‘So when you’re talking about changing an en-
ergy matrix from one source to another it im-
plies many changes in policy, law, regulation, 
infrastructure, but in some cases the needs are 
for now, today, whereas these efforts to develop 
policies are for down the road.’
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1GW plant that produces huge amounts of 
energy there is an impact because you have 
to create the reservoir.  In China people 
were displaced by the Three Gorges Dam 
and the World Bank actually changed their 
assessments after that.  In LatAm the poli-
tics are different than in China.  Brazil has 
some issues to deal with regarding projects 
being built, not just environmental issues 
but social, not just about flooding the bio-
sphere but indigenous communities.  It’s 
social, it’s hard.  There is a price to pay for 
energy and it’s a decision each country has 
to make.  Our organization respects that de-
cision, though obviously we think it’s best 
to go sustainable.

Regarding ethanol, what are your 
thoughts on the debate over the use of 
crops as food vs. their use as feedstock 
for ethanol?

When it comes to the debate of fuel vs. 
food, it’s a complicated matter because you 
need both; they are both essential to devel-
opment and growth and human life.  Do you 
want me to cut off my arm or leg? Well, I 
need both.

With biofuels, is the trend toward domes-
tic use or exportation?

In general it is for internal consumption.  
The largest producers are in Brazil. The US 
was historically the largest; last year it was 
Brazil.  The 2 produce 90% of the biofuel 
worldwide. Most ethanol produced in Brazil 
is consumed in Brazil – 99%.  There is a 
biofuels protocol signed by Brazil and US 
in 2007 where the 2 countries are provid-

ing technological assistance to third party 
countries like Jamaica, Haiti, El Salvador, 
Honduras, providing technological assis-
tance to help those countries develop their 
own ethanol production plants.  

What countries are the most proactive in 
taking renewables to the next level?

Brazil, definitely. Mexico has been very 
good with energy efficiency.  With renew-
ables they have some large projects, such 
as some interesting wind developments in 
Oaxaca, so even though they produce oil 
they have been progressive with renew-
ables.  Chile, too, is interesting, and Peru 
is up and coming and I would pay atten-
tion to it.  In Central America the coun-
tries are smaller and there are fewer op-
tions, but the benefit in Central America 
now is that there is greater access to credit 
for these developments and increased in-
terest from US firms to develop and em-
ploy renewables there.  But I would say 
Brazil, Mexico, Chile and Peru have been 
the strongest.

Is LatAm developing the technology for 
renewables, or will most of it continue to 
be imported?

The biofuel technology in Brazil is all do-
mestic, but otherwise most of the renewable 
technology in the region is imported.  Wind 
turbines in Oaxaca are from Spain.  Brazil 
is developing their own industry, being very 
smart about attracting investment not only 
for those projects that import from Spain 
and Germany but for those who manufac-
ture in Brazil.  

What are your department’s goals in the 
coming years?

The major work we are conducting now is 
under the umbrella of ECPA, The Energy 
and Climate Partnership of the Americas, a 
flexible partnership launched by President 
Obama in 2009 at the Summit of the Ameri-
cas in Trinidad and Tobago.  It initiated ma-
jor changes compared to prior initiatives of 
this kind, because what is sought  is equal 
partners, no junior partners; every country 
participates freely, brings its know-how and 
takes know-how from other countries.  The 
Organization of American States through 
the Department of Sustainable Develop-
ment operates as the clearinghouse of that 
initiative, and through the initiative the 
OAS is working on an energy efficiency 
working group chaired by Mexico to pro-
mote the dialogue around energy efficiency 
in the Americas.  Another ECPA initiative 
promotes dialogue and cooperation among 
countries of the Caribbean on renewable 
energy in general, seeking interconnections 
among the islands.  This would be great for 
the region because one of the issues for the 
region is the scale of projects: there are very 
small islands with very small populations, 
so it’s difficult to justify an investment of 
maybe USD$150 million for an island 
where you have 50, 000 people.  But if you 
could interconnect those islands, one geo-
thermal plant deployed in Saint Kitts and 
Nevis for instance could generate electricity 
and share it with Puerto Rico, Guadalupe or 
Antigua and Barbuda, we are fostering that 
dialogue and seeing what we can do on the 
political level and advance solutions that are 
more sustainable so that those countries can 
tap on those resources.

A third interesting initiative is the Senior 
ECPA Fellows, where the US government 
has a pool of specialists who are sent to 
countries throughout the hemisphere to dis-
cuss issues of energy and energy efficiency.  

Over the next 2 years certainly most of our 
work will be channeled through ECPA, both 
as clearinghouse of that partnership and as 
an incubator of ideas for projects.

‘In Central America the countries are smaller 
and there are fewer options, but the benefit in 
Central America now is that there is greater 
access to credit for these developments and in-
creased interest from US firms to develop and 
employ renewable there.’ 
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“Brazil has had a lot more 
traction and interest from 
institutional investors 
from around the globe,” 

says John Cravenho, Managing Partner at 
Green Power Funding, an investment firm 
connecting institutional investors to renew-
able energy projects in Brazil. “There is a lot 
of growth potential, and that growth, as in 
China, is in the lower classes moving up to-
ward the middle class, causing a tremendous 
demand for energy and energy production.”

Brazil is meeting this demand in large part 
by building on its already world-class re-
newable sector.  “Brazil has a culture and a 

Replenished Returns 

history of renewable energy,” Mr. Cravenho 
says.  “They are a major ethanol producer, 
from sugarcane, and as of a couple of years 
ago, approximately 80% of all electricity 
in Brazil was produced through hydro.  So 
there’s a tremendous legacy and recognition 
of the benefits of renewable energy even 
though there are also tremendous finds of 
offshore oil reserves.”

Mr. Cravenho says his clients are not inter-
ested in “greening” their portfolio merely 
for ethical reasons – though those reasons, 
of course, count – but are looking to their 
bottom line.  “In juxtaposition to past views 
of renewables, institutional investors are 

Institutional Investors 
Targeting Renewables 
in Brazil
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Global institutional investors have been investing increasingly in 

Brazil and Brazil-focused funds in recent years, attracted by the 

country’s robust growth and mounting internal demand, its ma-

ture investment culture and its promising prospects across sectors, 

from agriculture to real estate to oil.  Now these institutional in-

vestors are turning toward Brazil’s long established but surging 

renewable energy industry, as it fortifies its standing as the pre-

eminent sugarcane-based ethanol producer in the world while tak-

ing aggressive steps in small hydro, wind and other technologies 

– developments which recently placed Brazil at No. 10 on Ernst & 

Young’s Renewable Energy Country Attractiveness Index. 



36

not looking for sustainable investments as 
their purpose.  There are some out there, of 
course, who have that as an objective, but 
the great majority are looking for good long 
producing, steady returns, and the attributes 
of renewable energy are in many cases 
meeting these interests very well.”

██ On the Ground

Investing successfully in LatAm renew-
ables, Mr. Cravheno says, requires a strong 
presence on the ground.  “Institutional in-
vestors understand that you need to have a 
local presence, be very connected and know 
how to do business in that locale rather than 
investing from afar.”   His firm’s success in 
Brazil, he insists, comes in large part from 
having a savvy and prolific partner there, 
a renewable energy engineering firm and 
project developer out of São Paulo with 26 
years’ experience. 

“Especially since 1998,” Mr. Cravenho 
says, “when the government opened up 
more fully to independent power produc-
ers of renewable energy and supported the 
development of renewable energy through 
a number of programs, our developer was 
one of the early entrants into that space 
and has developed 11 different renewable 
energy projects, delivering excellent risk 
adjusted returns to private equity investors 
and taking advantage of development bank 
financing.  He has an excellent track record 
of getting things done on time in the wind 
and small hydro and biomass arenas.”

Indeed, he says that the best way to attract 
institutional investors is to have “an excel-
lent track record and an excellent partner 
on the ground.” As an example, in the last 
decade Green Power Funding’s Brazil-
ian developer built 5 different wind farms, 
grouped them and, about 6 years ago, sold 
them to a consortium of banks for about half 
a billion dollars; the consortium has since 
resold them for multiples of that original 
price, Mr. Cravenho says.  This strategy of 
rolling-up smaller projects together to scale 
is one Mr. Cravenho’s firm and its Brazilian 
developer have exploited successfully.
“Individual renewable energy facilities may 
be on the smaller side.  However, you can 
have wind farms and other facilities that 
scale up.  So there’s a mixture: the five wind 

farms that our development partner put to-
gether, for example, range from 4 to 104 
megawatts in the individual farms, but total 
225 megawatts for the five of them.”

Recently an advisor to some European fam-
ily offices came to Mr. Cravenho regarding 
an interest in potential Brazilian renewable 
energy long-term investments of up to 15 
years.  “Our small hydro rollup strategy is 
very appealing to them, because you can 
provide diversification, gain scale and exit 
with significant premiums depending on 
investor needs and the market over time. If 
you’re looking for very good Private Equity 
returns in the order of IRR’s exceeding 18% 
to 20% on an annual basis, with a doubling 
of that on scaled exits, this type of investing 
can be quite appealing for them.”

He adds that his firm and the developer cur-
rently have a pipeline of small hydro deals 
that are, he says, “quite unique in some spe-
cialized districts of Brazil, offering many 
benefits including next to no environmental 
impact and being close to power grids.”

██ New Approach

Green Funding’s approach is distinct from 
that of many other firms, as it is involved 
more intimately in project development 
from beginning to end.

“The primary investment vehicle for institu-
tional investors for infrastructure or renew-
able energy still tends to be in funds rather 
than development projects,” Mr. Cravenho 
says.  “They are less interested in taking on 
development risks, and more interested in, 
or more used to, investing in private equity 
pools rather than individual projects or roll-
up strategies of projects.”

This preference naturally filters out certain 
institutional investors from working with 
his firm, he says, and the ones who do come 
to him “are interested in what we have to 
provide: access to superior deal flow and 
less competition. We’re able to obtain prime 
greenfield projects and develop them right 
through from sourcing them to getting fast 
permitting for them and lining up the long- 
term power purchase agreement and devel-
opment bank or other financing.”

Ultimately it is about finding what’s right 
for the investor.  “I think you have to match 
up the investor needs – what they’re trying 
to accomplish with their portfolio or a por-
tion of their portfolio – with the attributes 
of renewable energy,” he says.  “In terms 
of greenfield development, there’s added 
time for permitting and construction – these 
are long-term investments.  So if you have 
foundations, endowments, pension funds 
or family offices, that have more of a long- 
term need for asset liability matching want 
to have steady, good returns that can keep 
producing for years, for them, infrastructure 
investing and renewable energy develop-
ment is a great match.”

██ Still the Country of the Future

For the moment, given their success there, 
Mr. Cravenho says that his firm has no im-
mediate plans to stray from their bread and 
butter in Brazil.  And again he points to his 
on-the-ground expert partner as the major 
reason why.  “We like the dynamics in Brazil, 
from the government to the legal structure on 
through, as well as the growth potential.  But 
the real anchor for us is that the development 
partner we have in Brazil is a gem, and the 
core capabilities he has are such a strength that 
it doesn’t make sense for us to go elsewhere.”

“Our small hydro rollup strategy is very appealing to them, 

because you can roll it up and get some scale and exit de-

pending on investor needs and the market over time.   If 

you’re looking for very good returns of the PE nature, IRR 

exceeding 18% or 20% on an annual basis, with a doubling 

of that on scales of exit, that’s quite appealing for them.”
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Feeding 
the 
Beast 
Global demand for ethanol and 

other biofuels is growing rap-
idly, with the US and Brazil 
leading the way in both pro-

duction and consumption.  In LatAm, aside 
from Brazil, Colombia has taken strides 
toward becoming a major producer.  But 
Mexico’s production is poised to grow as 
well.  According to a recent Latin American 
Trade and Investment Association (LATIA) 
report, its potential for biomass-generated 
production is 119,000MW per year, a big 
reason the same report declared that the 
country is “set to become a leader in renew-
able energy provision.”

This growth, says Vincent Cue, Direc-
tor of Business Development at Modality 
Solutions and LatAm Advisor at Genesis 
Biosugars, will be fed primarily by US de-
mand, which is increasing in spite of the 
US’s own robust domestic production. 

Ethanol in Mexico
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Ethanol in Mexico

“I don’t think corn is the best choice, even if 
Monsanto came up with the best yielding corn.  
The other sources don’t leave such a big foot-
print, and many of them, such as agave leaves, 
aren’t used for anything else, they’re basically 
waste, and sorghum and switchgrass grow in 
the wild, so you don’t need a big effort in pro-
duction and are not really competing with use 
as livestock fodder.  So those three crops are very 
good feedstock.”

“There is an agrarian reform law that has been 
there for years, which doesn’t allow ethanol 
technology owners to find a secure, long-term 
feedstock source.”
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“It is amazing. There are different sources 
who discuss this, but after reading many, 
I’ve seen that supply in the US doesn’t even 
reach 15% or 20%.  So companies are trying 
to approach some of those in different ways 
to get it from different sources.  US inves-
tors are having trouble finding projects to 
invest in and for the projects to find funding, 
so it’s easier for a lot of them to cross the 
border and get it from Brazil and Mexico”    
says Mr Cue. This flight may increase as the 
US federal government recently ended its 
decades-long subsidies program to the corn 
industry to encourage ethanol production.

US investors and producers, however, aren’t 
the only ones moving into Mexico. Brazil’s 
Odebrecht recently announced that it would 
invest USD$900 million in a sugarcane mill 
in Mexico.  (Brazil produces almost all of 
its ethanol from sugar, while the US uses 
mostly corn.) 

██ Returns

The returns to be had in LatAm’s ethanol 
and other biomass industries are perhaps 
the highest among renewables, according 
to Fernando Rivas, a Buenos Aires-based 
fund manager at FE Clean Energy Group, 
a private equity firm focused on emerging 
markets whose clientele consists primarily 
of large institutional investors.  “I think bio-
mass projects could offer the best returns.  
There is risk, of course, with the raw ma-
terial supply, the feedstock.  But in general 
the return there could be highest.”

The risk derives primarily from the ethanol 
industry’s dual reliance on the agriculture 
and energy sectors and markets.  “There is 
the risk of unmatched markets,” he says, 
“converting across sectors to link raw mate-
rial and energy prices.”

Mr. Cue provides an interesting insight re-

garding these risks in Mexico specifically. 
“The main issue in Mexico is regulation,” 
he says.  “There is an agrarian reform law 
that has been there for years, which doesn’t 
allow ethanol technology owners to find a 
secure, long-term feedstock source.  What 
happens is that the government in Mexico 
wants to seem like they are protecting the 
crop producers, but at the same time they 
are not allowing investors to feel confident 
about using feedstock produced by these 
small producers.”  The government’s an-
swer, he explains, has been to introduce new 
regulations allowing technology investors, 
including foreign ones, to “extend an invita-
tion to small producers,” allowing the lat-
ter to participate in the corporations.  “But 
the problem is there is still not that sense of 
safety in the investment, as these small pro-
ducers tend not to understand what it means 
to own equity in the corporation, and prefer 
to profit from their feedstock by treating it 
as a commodity and playing with prices.”
Yet both Mr. Cue and Mr. Rivas insist that 
the returns are there in spite of the com-

plications.  “It is still a high-return invest-
ment,” says Mr. Cue.  “They are exporting 
to the US and the US can pay higher prices.  
So even though there are issues on the sup-
ply side, on the demand side they are doing 
well.  But it’s different in the US, where you 
have more producers and they are not get-
ting the right returns and finding the right 
means of distribution.  The returns there 
are lower than in LatAm.”  He notes that, 
aside from Mexico, there are also burgeon-
ing ethanol industries in Peru, Ecuador and 
Paraguay.

Overall, Mr. Cue thinks public ignorance 
is doing much to hold back ethanol devel-
opment.  For example, many people think 
ethanol is used mostly for transport, but it 
figures in many other industries, including 
chemicals and pharmaceuticals.  Also, corn 
and sugar, the two dominant sources of the 
fuel, are by no means the only sources, and 
perhaps not even the best, particularly in 
environmental terms and in their effect on 
food supply.  “I don’t think corn is the best 
choice, even if Monsanto came up with the 
best yielding corn.  The other sources don’t 
leave such a big footprint, and many of 
them, such as agave leaves, aren’t used for 
anything else, they’re basically waste, and 
sorghum and switchgrass grow in the wild, 
so you don’t need a big effort in production 
and are not really competing with use as 
livestock fodder.  So those three crops are 
very good feedstock.”
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LatAm has a long history of renew-
able energy production, particu-
larly in biomass and hydropower.  
And yet, with the exception of 

Brazil, the region continues to have minimal 
installed electrical capacity generation from 
renewables.  Now, however, with the sus-
tained growth of many of the region’s econ-
omies in recent years, the growing domestic 
demand in the face of consistently high fos-
sil fuel prices that show no signs of abat-
ing, and the commitment demonstrated by 
several of the region’s governments toward 
promoting renewable production, global in-
vestors and fund managers are turning to the 
region’s renewable sector not only for the 
social and environmental investment it of-
fers but for the solid and long-term returns 
it promises.  

“Although the region is well behind Europe 
and the US regarding renewable energies,” 
says Sol Graña, senior business analyst at 
Compañía de Inversiones y Mandatos S.A., 
in Buenos Aires, “some LatAm countries 
are showing huge efforts and advances to-
wards making their electric grids cleaner. 
The potential is clear. With serious energy 
policies towards REs, great opportunities 

A Roundup of 
Renewables in 
LatAm

will appear in the region at the same time 
as the industry in developed countries be-
comes more competitive.”

Recently Ms. Graña gave ALI her opin-
ion on the current situation and prospects 
of 4 of the region’s largest economies, in-
cluding Brazil, by far the region’s leader 
in renewable energy production and use; 
Chile, which currently has minimal renew-
able production but outstanding resources 
in small hydro, solar and wind; Mexico, 
which, in spite of being a major oil pro-
ducer, has taken strides with renewable, 
particularly wind; and Argentina, whose 
winds, especially in Patagonia, Ms. Graña 
says, are perhaps the region’s greatest un-
tapped resource. 

Graña includes solar, wind, biomass and 
small hydro as renewable energy sources.  
Unless otherwise indicated, she does not 
include other sources, such as large hydro.  
The arbitrary cutoff between small or “run 
of the river hydro” and large hydro tends 
to be 30mw of power generation; the real 
difference, however, is in the environmen-
tal and social damage that large hydro can 
cause by flooding large areas to create res-

ervoirs, often displacing populations and 
inevitably altering ecosystems.  (See the 
article in this issue on small vs. large hydro 
investment, page 41.)

The following in Ms. Graña’s round-up, in 
her words: 

██ Brazil

Brazil is definitely the leader in RE matters 
in LatAm.  It was ranked by Ernst & Young 
as the 10th most attractive country in the 
world regarding renewable energies (REs). 
Its 10-year energy plan targets to triple its 
use of renewable energies by 2020, reduc-
ing the nation’s projected greenhouse gas 
emissions between 36% and 39%.

The Program for Incentive of Alternative 
Electric Energy Sources (PROINFA) en-
courages targets of 27 GW of wind, biomass 
and small hydropower energy by 2020, rep-
resenting 16% of the country’s electricity 
supply. This and several other programs 
establish a special regime of taxation to 
achieve the target. Financial programs 
provided by the Brazilian National Bank 
for Economic and Social Development P
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“Although the region is well behind Europe 
and the US regarding renewable energies, 
some LatAm countries are showing huge 
efforts and advances towards making their 
electric grids cleaner.”
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(BNDES) play an important role in RE de-
velopment.

With its extensive coastline, Brazil has a 
huge potential for wind energy (approxi-
mately 350 GW). Together with ABEEóli-
ca, the government wants to achieve 10 GW 
of wind energy capacity by 2020. During 
2011, Brazil installed almost 600 MW of 
wind power, reaching 1.5 GW by year-end. 
In the last 2011 auctions, wind power prices 
(USD$63/MWh) were lower than those of 
electricity generated by natural gas, proving 
wind power can be extremely competitive. 
On the other hand, investors are concerned 
about lower return margins and are request-
ing the government to introduce a long-term 
policy framework to  sustain investment in 
the sector.

Brazil is the global ethanol market leader. 
The government is developing a national 
plan to make ethanol the leading fuel of the 
country’s fleet of light vehicles. Only 714 
MW were awarded to biomass projects in 
the 2011 auctions. They were not as strong 
as expected, probably because of wind and 
hydroelectric competitive prices. 

Brazil’s total installed photovoltaic power 
capacity is between 12 and 15 MW. It has 
several projects under development but 
stronger incentives are needed for the sector 
to boom.

██ Chile

Today less than 4% of Chile’s installed ca-
pacity comes from REs. Fortunately, last 
month, President Piñera announced a new 
energy plan for the nation. Chile had been 
quite criticized for not taking advantage 
of its great RE potential while it imported 
energy resources at high prices. The plan 
increases the RE target from 10% by 2024 
to 20% by 2020, including subsidies to en-
courage investments.

Chile has a huge solar potential in the Ata-
cama region, with one of the strongest ra-
diations on the planet. International firms 
have landed in the country and several big 
solar projects are under study, driven in 
part by mining companies in the area, who 
have expressed their intention to get more 
of their energy from solar power. Projects 
for almost 300 MW are under develop-

ment, including a 250 MW photovoltaic 
plant.

During 2011, 33 MW of wind energy were 
added to the 172 MW installed by 2010, 
totaling 205 MW; nearly 3,000 MW more 
are under study. The extensive Chilean 
coastline has big potential for onshore and 
offshore wind projects. The country’s larg-
est wind development has been recently an-
nounced to begin construction: a 115 MW 
wind farm that will sell electricity to a min-
ing company for the next 20 years. 

Additionally, the government has launched 
an international tender for 3 state territories 
for up to 150 MW each in Antofagasta. 

██ Argentina

Less than 2% of Argentina’s energy ma-
trix comes from RE sources. Under Law 
16.190, however, signed in 2009, Argentina 
aims to improve the figure to 8% by 2016, 
including wind, biomass, small-scale hydro, 
tidal, geothermal and solar. A first step to-
wards this goal was the GENREN program 
under which ENARSA aimed to contract 1 
GW of RE capacity.

The GENREN program awarded 895 MW 
distributed between 17 wind farms with a 
capacity of 754 MW, 4 biodiesel projects 
for 110 MW, 5 small hydro plants of 11 MW 
and 6 solar PV projects totaling 20 MW. 
Prices were fixed for 15-year contracts. 
Resolution 108 awards similar conditions 
for projects outside GENREN.

The Patagonia region has one of the best 
wind resources in the world with capacity 
factors over 45%. Lack of access to finance, 
due to Argentina’s default in 2001, is delay-
ing its development, with only 130 MW 
installed. Under GENREN, the government 
agreed to pay USD$127/MWh, twice the 
prices of the last Brazilian tender. 

Conditions for solar energy are very good 
in the northeastern region but only 10 MW 
have been installed so far. By 2020, the 
government expects to generate 3.3 GW of 
solar power.

Only 30 MW of small hydropower capacity 
has been installed, which the government 
plans to double by 2020.

Argentina is the world’s 4th largest biodies-
el producer and the No. 1 exporter. It plans 
to increase its mandate from B7 to B10 in 
the following years (fuel sold should con-
tain a minimum of 10% biodiesel).

██ Mexico

Mexico generates almost 4% of its electrici-
ty from “green” sources, mainly nuclear and 
geothermal. It aims to increase this number 
to 7.5% by 2017. Given the huge wind and 
solar resources, the target could have been 
much more aggressive. With the introduc-
tion of specific programs and incentives, 
Mexico could satisfy almost 50% of its 
electricity requirements from REs by 2025. 
Initiatives such as the Special Program for 
Renewable Energy set national targets for 
wind, mini-hydro, geothermal and bio-
mass, while the Inter-American Develop-
ment Bank (IDB) has recently announced 
a USD$210 million finance boost for RE 
projects in the country. 

Wind will probably lead the RE adoption 
in Mexico given the vast potential of the 
Oaxaca region, with winds of almost 9 m/s. 
During 2011, 354 MW were installed result-
ing in 873 MW of wind capacity. The tar-
gets for 2012 were not achieved but several 
projects have been announced in the last 
months, including the development of the 
largest wind farm in LatAm with 396 MW, 
backed by funds from the IDB. 

Mexico’s solar potential is highly unutilized 
with less than 25 MW installed. Various 
projects are under development with firms 
like Skyline Solar and Abengoa wanting to 
start operations. The China’s Risen Energy 
Co. has signed an agreement to build a 200 
MW solar plant in Durango.

We will probably see several biogas proj-
ects in the following years due to the coun-
try’s potential and the government’s support 
to this sector.

Sources:
Ernst & Young, ANNEL Brazil, CNE Chile, 
Secretaría de Energía Argentina, AWEA.

The Benefits of Small Hydro
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Returns on 
the River 

Yet the intense, much-publicized 
controversy surrounding the 
Belo Monte Dam and similar 
large hydro projects such as the 

proposed and fiercely contested HidroAy-
sén project in southern Chile (against which 
tens of thousands of vehement critics re-
cently protested in the streets of Santiago), 
point to a problem: With the huge social and 
environmental changes these massive proj-
ects engender, they can often do more harm 
than good.

This hard-to-ignore truth, among other fac-
tors, has led to increased investor interest in 
so-called small hydro projects, also known as 

LatAm has some of the best natural hydropower resources in the 

world, with an abundance of high-volume rivers crossing the con-

tinent’s steep elevation gradients, and the region has a long history 

of harnessing this power by damming rivers and forming reser-

voirs – the classic “large” hydro method. Brazil has done the most 

to slake its hydro thirst: Already 2nd in the world in hydro produc-

tion and 3rd in installed capacity, with 83.8% of its energy coming 

from hydropower, it recently announced plans for the Belo Monte 

Dam in the Amazon, which, if completed, will be the 3rd largest 

of its kind in the world.

“run of the river” hydro, as they depend on 
rivers’ natural flows instead of altering them 
with dams.  Many experts see huge opportu-
nities in this burgeoning industry, in terms of 
both the quantity of production, the ease of 
distribution and the returns to be had.

“From an environmental perspective, it’s 
when you have reservoir that you have the 
biggest impact,” says Juan F. Páez, formerly 
a partner at Conduit Capital Management 
and now with REAL Infrastructure, a private 
equity fund management firm focused on 
sustainable energy in LatAm.  “You have to 
flood areas, there is loss of wildlife, displaced 
human populations, impact on the quality of 

water, issues with oxygenation of water, pol-
lution, the spread of diseases, as well as is-
sues downstream with natural patters of ero-
sion sedimentation.”  He notes that, in many 
cases, reservoirs can create more greenhouse 
gases (in virtue of the forests they destroy 
and which rot inside of them) than are saved 
by using hydro to begin with. 

John Cravenho, Managing Partner at Green 
Power Funding, an investment firm focused 
on renewable energy projects throughout 
Brazil, explains the nature and benefits of 
small hydro.  “The accepted cutoff for small 
hydro is generally under 30 MW, and one of 
the distinguishing characteristics is that they 
are generally run-of-the-river, meaning you 
place turbines in a river or canal or create an 
offshoot from that river or canal and the wa-
ter falls over the turbine, creating electricity, 
and returns to the river.  You don’t have to 
create a dam, so you don’t have significant 
environmental impacts.”

Another potential benefit of small hydro, says 
Mr. Cravenho, is that it allows for new means 
of distribution, something he says Green 
Power has exploited with a unique dealflow 
model. “Having small hydro specifically clos-
er to metropolitan areas provides easy access 
to consumers via the grid and large companies 
with high energy demands. Conversely, many 
remaining small hydro sites tend to be in ru-
ral areas.  Typically transporting energy from 
those centers creates a lot of loss of power and 
high costs.”

The Benefits of Small Hydro
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“On a one-off basis, they’re not large 
enough to move the needle of an in-
stitutional investor, but if you have a 
pipeline of similar deal flow, which we 
do, then you have 50 or 200 MW, and 
they are very scalable.”  

There are myriad possibilities for small 
hydro in LatAm, the vast majority of them 
still undeveloped.  A report on the website 
of the Center for International Strategic 
Studies quotes an analysis by the Inter-
American Development Bank saying that 
Chile has an estimated 772 MW of potential 
small hydro projects.  Brazil, parallel to its 
large hydro exploits, has spearheaded small 
hydro development, particularly in rural, 
off-the-grid areas, according to the same 
report.  Petrobras is among the many inves-
tors in the burgeoning subsector.

And the rivers aren’t the only ones getting 
returns.  Mr. Cravenho, whose firm serves 
institutional investors and family offices, 
insists that his clients are turning to re-
newables for the best steady and long-term 
production of energy-sector IRR’s. (See the 
article on institutional investing in Brazilian 
renewables for more on his firm, page 33.)  
He describes his firm’s roll-up strategy for 
a small hydro project in Brazil, where each 
project averages about 6 to 8 MW but are 
then rolled-up together into quantities com-
prising between 50 and 200 MW, depend-
ing on investor needs.  “On a one-off basis, 
these projects are not large enough to ‘move 
the needle’ for an institutional investor, but 
if you have a pipeline of similar deal flow, 
which we do, and which we intend to scale 
between 50 to 200 MW, then it works.”  
He adds that these projects are also attrac-
tive because they receive 70% subsidized 
debt financing and are supported by well-
priced, AA-rated, 20-year power-purchase 
agreements. “When all of these benefits are 
linked with premium returns from building 
the facilities and exit premiums from scaled 
operations, then these are of significant in-
terest to investors.” 

Mr. Páez agrees that small hydro projects 
can be “very lucrative,” and insists that they 
are by far the better option in terms of social 
and environmental damage, which makes it 
easier to develop projects outside the fet-
ters of governmental interference and regu-
lation.  “I would put money toward small 
hydro in particular because the impact of 
having run-of-the-river facilities is very 
minimal, if any. But in terms of displaced 
[fossil fuel-based or large hydro] energy, 
its impact is huge.  So if you are a social-
ly minded investor, you will favor small 
hydro.”P
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Bringing It 
Home Renewable Tech 

Development in 
LatAm

Even as the renewable sector in La-
tAm continues its steady growth, 
so far it has run, by and large, on 
borrowed equipment and ideas.  

Brazil’s biofuels sector is an important 
exception, as that well-established, home-
grown industry has been fed by domestic 
design, manufacturing and production for 
years.  But from the wind farms of Oaxaca, 
Mexico, to those in Patagonia, Argentina, 
and from the solar plants in Chile’s north 
to the hydro plants in its south, current ma-
chines bear the stamp of pioneering compa-
nies in North America and Europe.

There is a consensus, however, that in the 
next 5 years this situation will change; that 
countries will follow Brazil’s lead in fos-
tering homegrown industries around their 
renewable sectors; that foreign companies 
will open more manufacturing plants on the 
ground in LatAm; and, in a more fundamen-
tal shift, that technological advances will 
come from LatAm itself. And these changes 
are already presenting opportunities for pri-
vate equity and venture capital in the tech-
nology and development surrounding not 
only renewable energy production but energy 
storage and a new paradigm of distribution.

“This is a hot button for us,” says Kevin 
O’Brien, President of Energy Commeri-
calization, a Bay Area-based firm focused 
on developing energy projects in Europe, 
the Middle East and LatAm.  “Most people 
right now would look and say the develop-
ing markets are just taking existing technol-
ogy and utilizing it.  But it’s really a matter 
of time.  The reality is it makes absolutely 

no sense to be importing these things in.  
What’s going to drive down the costs and 
provide regional economic benefit is being 
able to make them locally, and that’s going 
to happen relatively soon.”

Mr. O’Brien thinks technological advances 
will come primarily in solar energy and in 
energy storage, with the latter advances 
causing the greatest impact. “Everyone 
knows renewables are not always on, so en-
ergy storage is going to be a critical factor 
to move them forward, and there are a lot of 
things happening in that area.”

Other itmportant technological advances, he 
says, will come in customizing technologies 
to specific environments, an aspect of devel-
opment that his firm is especially focused on.  
“A solar panel in Phoenix is not going to work 
the same way in Argentina or the Middle East.  
There’s been a great start with the technology 
in the US and Europe, but you’re going to 
have to fine-tune it for particular areas.”

David Osborn M.Sc. Senior Managing Di-
rector of North Avenue Research and former 
President and founder of Advanced Power 
& Energy Consulting, agrees, saying that 
some of the most important and rapid tech-
nological advances are in the manufacturing 
process itself, and that these advances are 
lowering the costs of production.  “Manu-
facturing techniques are improving, costs of 
materials are, in some cases, plummeting – 
for solar panels, for example.  So the costs 
of these systems are starting to come down, 
relative to the steadily increasing costs of 
fossil fuels: natural gas, oil and diesel.”

██ Home Growing

Mr. Osborn also agrees with Mr. O’Brien’s 
point that real economic and social impact 
will only begin with the growth of home-
grown industries, and he predicts that more 
foreign companies will begin setting up 
plants in emerging markets to manufac-
ture their technologies locally. “The op-
portunity here is to break away from what 
has traditionally been done - exploiting lo-
cal resources and using imported material 
and labor - and instead, as an example, do 
what General Electric is doing, construct-
ing a factory in Brazil to build wind tur-
bines.”  	

Late last year, GM announced that it would 
build a USD$24 million plant in the Bra-
zilian state of Bahía, to open in 2013 and 
intended to produce 200 turbines a year.  
Likewise, the French company Alstom, 
which already has a plant in Brazil, recently 
announced that it would begin manufactur-
ing turbines to be sold to wind farms in Ar-
gentina, Uruguay and Chile.  Several other 
major foreign turbine makers have commit-
ted to building factories in Brazil. 

██ The Road to the Interior

Mr. Osborn points especially to rural elec-
trification as an area for technological 
advances as well as job creation and de-
velopment, as a long supply chain needs 
to be created to reach far-flung communi-
ties, with accompanying service and main-
tenance industries.  He concedes that the 
skill set is not there today, but insists that 
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Private Equity
such development, and the replacement of 
fossil fuels with renewable energy sources, is 
essential for social, environmental and eco-
nomic reasons.

“When you’re looking at an isolated commu-
nity in a developing country, a lot of their elec-
tric generation capacity is based on diesel fuel, 
and not only is diesel expensive to transport 
and get to these rural sections of countries, but 
usually the generation equipment are then lo-
cated in close proximity to where humans are 
living and working, so there are health issues 
and other ancillary problems that fall out of 
it.”

██ Paradigm Shift

Both Mr. Osborn and Mr. O’Brien see a new 
distribution paradigm surrounding renewable 
energy, with energy sources more distributed, 
less centralized and often much closer to the 
end user.  That much of the development need-
ed for such a decentralized network is green-
field (i.e., not built on or replacing existing 
infrastructure) may help such development 
arrive more quickly.

“I see it analogous to mobile phones,” says 
Mr. O’Brien. “In the developing nations mo-
bile penetration grew very fast and is very 
high, because in many cases they didn’t have 
a whole series of copper out there that they 
had to overcome.  And with these tradition-
al sources, whether it’s nuclear or coal fire 
plants, they are centralized.  But when we’re 
talking renewable, we’re talking about a dis-
tributed generation approach.  Rather than 
having massive transmission and distribution 
structure, I want to have my generator close 
by to its needs.  That’s the beauty of it.  When 
you don’t have a lot of existing infrastructure, 
you can immediately make the jump to dis-
tributed generation.  That’s why you’re seeing 
it in emerging markets.”

██ Changing Winds

Mr. O’Brien is of the relatively radical opinion 
that renewable technology in the developing 
world will not only catch up to but actually 
outstrip the technology it currently imports.  
“We believe that, instead of the flow of tech-
nology being from the US and Europe to the 
developing world, it’s going to flow back; we 
believe the intellectual capital capability is 
growing there, and we have activities now, in-
cluding working with universities, to actively 
enhance that.”

 (CADER)
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The Argentine 
Renewable 
Energies Chamber 

Interview with Alfredo Langesfeld - President

 (CADER)

Argentina is blessed 
with all types of energy 
sources: biodiesel, wind, 
solar, geothermal, biomass, 
hydraulic, biogas, waste 
for energy, tidal energy, 
nuclear, etc., as well as 
fossil oil and gas.

What does CADER do and how can it 
benefit investors?

The Chamber is a nonprofit civil association 
whose members are leading companies in al-
ternative energies from Argentina and abroad 
(we have foreign companies as members). 
Since its creation, the Chamber has been 
working to sustain its leadership in all kinds 
of alternative energies and to play a key role 
in communicating their great potential. 

We have been in biodiesel and alternative 
energies since 2006, promoting the use of 
alternative energies and promoting business 
and more jobs.

I am a founding member of the Chamber 
and its president since November 2011.

Why/when was it established?

The Chamber was established in 2006 in 
Buenos Aires to promote the use of alterna-
tive energies and also to protect the environ-

ment. Over the last few years the Chamber 
has grown exponentially.

On April 11th and 12th of this year, we 
patronized the 2nd Clean Energy Con-
gress in Buenos Aires with over 650 at-
tendees and speakers from all the world 
and we had a great success.

How is it funded?

It is funded by private companies and indi-
viduals, who are convinced of the key role 
to be played by Argentina and other LatAm 
countries in developing alternative energies. 

Argentina is blessed with all types of energy 
sources: biodiesel, wind, solar, geothermal, 
biomass, hydraulic, biogas, waste for en-
ergy, tidal energy, nuclear, etc., as well as 
fossil oil and gas.

In your opinion, where does LatAm rank 
in terms of renewable energy produc-
tion? 

Renewable Energy
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It is increasing the production year by year.  
Brazil and Argentina, and since 2010 also 
Colombia, Peru, Ecuador, Mexico, Uru-
guay, Paraguay, etc., are producing alterna-
tive energies. 

Germany is  very proactive. France has a 
lot of nuclear plants, which is the best for 
the environment.  EU does not have enough 
feedstock for the production of biofuels and 
their costs are very high.  The US is increas-
ing their production. 

LatAm has the feedstock, mostly Ar-
gentina and Brazil, as well as the human 

workforce, which is very well prepared; 
they have great soils/land   for excellent 
production of renewable energies, same as 
for food.  It has the position to be a very 
important player in the world and it can 
position as a lead producer and exporter. 
Argentina is already the No. 1 biodiesel 
exporter in the world and 3rd biodiesel 
producer.

Which countries (governments) are most 
proactive about renewable energy? 
 
(See accompanying charts.)

How are renewables being affected by re-
cent traditional energy discoveries, pre-
salt oil, shale gas, etc.

An annual survey conducted by KPMG re-
ferred to “a sustainable energy matrix” for 
the country as requiring complementation 
between fossil fuels (oil and gas) and re-
newable sources, wind and biofuels, and the 
achievement of this equation requires   “fi-
nancing sources and profitable domestic 
prices” to produce. 

The study found that the state should only 
intervene in the sector for monetary, fi-
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nancial and tax-setting reasons. Domestic 
future prices are key, given the heavy in-
vestments required, for the development 
of offshore hydrocarbon reservoirs and 
unconventional gas.  (Regarding shale 
gas: Argentina has the 3rd largest resourc-
es in the world, after USA and China). 
Pre-salt oil and shale gas discoveries will 
not slow the growth of renewable ener-
gies. We have to remember that there’s 
expected to be a human population of 10 
billion by 2030.

What is the best way for investors to gain 
exposure to LatAm renewables, funds, 
listed stocks, energy investment, etc?

Direct investment is the best way to obtain 
profits, although it’s risky; there are other 
suitable financial alternatives, as partner-
ships, participation in funds of energy in-
vestment (lower risk). Foreign companies 
based in Argentina are investing in plants 
to increase biofuel production capacity. In 
wind energy, foreign companies are asso-
ciated with domestic companies to expand 
the wind market.  Foreign and domes-
tic  companies are interested in the supply 
of wind power equipments and in investing 
and partnering, as the wind market requires 
an important investment with a return of 
capital in the long term. Brazil is doing 
very well and a lot of investments are in 
wind production.

According to a 2011 report from the Eco-
nomic Commission for Latin America (CE-
PAL), foreign private investment reached a 
strong development after the fall of world 
economic activity in 2009. Most of the for-
eign investments in LatAm went to Brazil. 
In 2010 the moneys went to Brazil, Chile, 
Peru, Colombia, Argentina. CEPAL expects 
foreign investment to grow 15-20% in 2012 
in LatAm.

How does political risk affect renewable 
investment, e.g., risk of nationalization? 

We don’t see it at present in alternative en-
ergies. We don’t do futurology.

As president of the Argentine Chamber of 
Renewable Energies, I represented Argen-
tina in commercial missions to Italy, Ger-
many, the Netherlands, China, Malaysia, 
Hong Kong, Chile, Russia, also as a private 
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company, and all the time I have meetings 
with companies/people interested in invest-
ing in energy. China and India are interested 
in investing in alternative energies. 

There is money coming from institutions 
(World Bank, IDB, CAF, etc.) to LatAm to 
promote governments and private enterpris-
es addressed to wind energy, thermal   en-
ergy, biomass, biogas and hydro, etc. The 
idea of the above institutions and their main 
objective is to supply energy, electricity to 
the millions of people in LatAm that don’t 
have it, especially in the rural areas. 

Is LatAm trending towards local tech-
nology development and manufacturing, 
or still importing renewable tech from 
abroad?

A lot of technology is imported from the 
E.U., the US, and primarily from China 
(wind power generators/mills, photovoltaic 
solar panels, refineries), but the domestic 
productions are increasing rapidly. Invest-
ments are needed to develop local technol-
ogy able to compete with foreign manufac-
turers.

The local production is a challenge we have 
to pursue for the coming years. With the ad-
equate investments, it will surely arrive and 
will generate thousand of jobs, which will 
push the region to lead the renewable ener-
gies market.

What do you see as the largest advantage 
and barrier to renewable energy develop-
ment in LatAm?

Our Chamber is actively working to have 
a future projection of alternative energy 
sources through the Scenarios 2030 Energy 
for all LatAm, which aims to communicate 
and promote alternative energy sources and 
study their potential development in the 
coming years.

There are hundreds of projects through 
LatAm in all kinds of alternative energies, 
with a lot of possibilities for investors to 
make profits and help LatAm people to 
increase their quality of life by getting 
more work thanks to having more energy 
produced, etc. Waste (urban and industrial) 
is part of the future as energy as well as 
projects of wind and solar parks. There are 
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also excellent investment possibilities in biomass (waste 
to energy), biodiesel from soybean and UCO, and ethanol, 
biogas, nuclear, hydro, wave and tidal energies.

The main barrier is to get larger investments to develop more 
projects and research.
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Analagous to the emergence of 

the oil industry over a century 
ago, we are about to witness 
the growth of bioenergy into a 

mega industry. The crude oil of this future 
global industry will be biomass, and sup-
ply will be the key driver for many years 
to come. Brazil is set to become the Saudi 
Arabia of the business, and control over 
supply will be a critical success factor for 
those destined to become the new energy 
players. An integrated business, as with the 
formation of the oil majors, will attain sig-
nificant cost advantages and leverage in the 
market. The window of opportunity to start 
developing such a business is now.

██ Bio-Energies in the Future 	
	 Energy Scenario

Biomass is the source of bio-energy derived 
from living or recently living organisms 
that can be processed into electricity, liquid 
or solid biofuel and heat. Traditional bio-

mass, which represents about half of total 
biomass consumption today, is wood fuel, 
agricultural by-products and dung burned 
for cooking and heating purposes in devel-
oping countries. This is still widely harvest-
ed and used in an unsustainable and unsafe 
way. On the other hand, modern biomass 
is produced from sustainable wood-based 
products, energy crops, forestry residues, 
residual agricultural products and can be 
broadened to include municipal and indus-
trial waste.

Modern biomass fuels are generally rec-
ognized as having far lower net lifecycle 
carbon dioxide emissions than fossil fuel 
equivalents and can play an important role 
in carbon capture and sequestration (CCS). 
Despite this, significant concerns remain 
about sustainability in two key areas: some 
first generation liquid biofuels, which com-
pete with food production; and the forestry 
management techniques used in production 
of woody biomass.

Second generation liquid biofuels, based 
upon lingo-cellulosic feedstocks, hold the 
promise of sustainable production and over-
come most of the criticisms of first genera-
tion fuels. Likewise, production of biomass 
from renewable energy crops can avoid 
many of the negative issues with woody 
biomass.

According to the World Bank Development 
Report, modern biomass has the highest 
mitigation potential for GHG emissions of 
all renewable energy sources, but is the area 
where technology is least developed. Un-
derlying global demand for energy by 2050 
could triple from its 2000 level if emerging 
economies follow historical patterns of de-
velopment. In broad-brush terms, natural 
innovation and competition could spur im-
provements in energy efficiency to moder-
ate underlying demand by about 20% over 
this time. Ordinary rates of supply growth 
- taking into account technological, geo-
logical, competitive, financial and political 

██ Mark McHugh
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realities - could naturally boost energy pro-
duction by about 50%. But this still leaves 
a gap between business-as-usual supply and 
business-as-usual demand of around 400 
EJ/a – the size of the whole energy industry 
in 2000!

This gap – this Zone of Uncertainty – will 
have to be bridged by some combination of 
extraordinary demand moderation and ex-
traordinary production acceleration. New 
energy technologies must be demonstrated 
at commercial scale and require 30 years of 
sustained double-digit growth to build indus-
trial capacity and grow sufficiently to feature 
at even 1-2% of the energy system. However, 
unlike electric cars, or hydrogen fueled ve-
hicles, biomass derived biofuels are already 
industrial scale and can be applied largely 
within the existing infrastructure.

In the Shell Energy Scenarios 2050  bio-
mass fuels represent around 15% of global 
primary energy by 2050. Liquid biofuels be-
come a significant part of this, in particular 
helping to diversify the supply of transport 
fuel. More optimistically, projections by 
the WEC, WEA and IPCC estimate that by 
2050 bioenergy could supply a maximum of 
250–450 EJ/y, representing around a quarter 
of world primary energy by 2050 - broadly 
equivalent to the total contribution of the oil 
and gas industry by that time. Either case 
implies the creation of a massive global bio-
energy industry over the coming 20 to 30 
years to achieve the target.

██ Liquid Biofuels

First generation liquid biofuel for trans-
portation (bioethanol and biodiesel) today 
represents about a 1% share of equivalent 
global total oil consumption and on conser-
vative assumptions is projected to rise to 
over 5% by 2030 . Brazil and the US are the 
two leading liquid biofuel producers in the 
world. Together they accounted for 76% of 
global production in 2010. Europe produces 
comparatively little domestic bioethanol in 
particular, due to several reasons includ-
ing a much higher adoption of diesel cars, 
land availability and climatic differences. 
Production in Asia Pacific is expected to be-
come increasingly significant.

However, changes in legislation from one 
year to the next and rising commodity pric-

es continue to hamper development of liq-
uid biofuels. For example, the US biodiesel 
market was subject to a major downturn 
in 2010, when government subsidies were 
temporarily withdrawn. The fundamental 
reason for this is that market development 
remains policy driven and dependent upon 
government intervention.

For a number of reasons, first generation 
liquid biofuels and especially corn-ethanol 
fuel production in the US remains highly 
contentious—principally related to its in-
efficiency as a lower carbon alternative to 
fossil fuels. Corn-ethanol creates 1.3 to 1.6 
times the energy expended in its production; 
vastly different from sugarcane ethanol at 
8.3 to 10.2 times. The corresponding reduc-
tion in GHG when compared to fossil fuels 
for corn-ethanol is only 10 to 30%; whereas 
sugar-cane based ethanol is 86 to 90%. Sig-
nificantly, when a land use penalty is taken 
into account, such as with the new Califor-
nia Air Resources Board rules, corn-ethanol 
is perceived to have little or no benefit in 
reducing carbon emissions.

Moreover, the competition between biofu-
els, food production and in particular corn 
has become an important issue for environ-
mentalists. It is cited as a major cause of ris-
ing food prices impacting the world’s poor. 
Although, the true impact of corn-ethanol 
production on food prices is probably over-
stated.

The development of second generation bio-
fuels based upon production of both bioeth-
anol and biodiesel from diverse cellulosic 
biomass feedstock changes this perspective. 
The transition to new second-generation 
biofuels technologies is underway, but re-
quires significant political support, invest-
ment and time to reach comparable scale to 
current first generation fuels.

For example, in the US, EPA annual targets 
by 2022 for different types of fuel include: 
16 billion gallons of cellulosic biofuels, 15 
billion gallons of conventional biofuels, 4 
billion gallons of advanced biofuels, and 
1 billion gallons of biomass-based diesel. 
This indicates it will take 10 years before 
first and second generation biofuels are ex-
pected to reach a rough equilibrium in terms 
of volume.

More significantly future lingo-cellulosic 
biofuels production will be based upon the 
same feedstocks as biomass pellets used for 
electricity generation. This opens the door 
for an integrated bio-energy business pro-
ducing a range of mainstream liquid and 
solid biofuels based upon common raw ma-
terial.

██ Electricity from Biomass

At present, electricity from biomass is gain-
ing greater prominence than originally an-
ticipated, largely due to coal power stations 
alleviating their CO2 emissions by co-firing 
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biomass with coal. Hence, biomass electric-
ity, which combines Carbon Capture and 
Sequestration (CCS), is critically positioned 
to close part of the Zone of Uncertainty, es-
pecially as biomass pellets can be co-fired 
with coal in existing power plants without 
the need to develop a whole new technology 
and infrastructure.

Utilities in the European Union are leading 
the trend, consuming more biomass fuel to 
meet a directive requiring that 20% of mem-
ber countries’ energy comes from renew-
able sources by 2020. The European market 
for biomass pellets may expand to as much 
as 50 million tons a year by 2020 and 100 
million tons beyond, from about 10 million 
tons today. In conjunction with this, there 
are urgent electricity supply issues through-
out the EU and notably in the UK, where a 
number of coal fired plants will lose their 
license to operate and aging nuclear plants 
will be decommissioned leaving a major en-
ergy gap within the next 5 years.

Government policy is for “renewables” to 
fill the gap, although this presents some 
major challenges - in particular because so-
lar/wave and wind power are intermittent 
sources, whereas base load capacity is shut-
ting down. In our view this gap can only be 
filled practically by biomass conversion of 
existing power plants, and thus demand for 
biomass pellets are anticipated to continue 
to outstrip supply for many years to come.

██ Biomass Fuel Sourcing

Undeniably, the biggest challenge remains 
long-term reliable supply of sustainable 
biomass fuel. In particular, the 3 principal 
bioenergy commodities: bioethanol, bio-
diesel and biomass pellets. Today most 
biomass derived fuel is consumed in the re-
gion it is produced and international trade 
is emerging slowly. This is the trigger for 
the development of an integrated bioenergy 
business operating on a global scale.

██ Bioethanol

In the short term, there is a compelling case 
to develop a global trade in first generation 
bioethanol for the planet to reap the benefits 
of sugarcane ethanol, as the most efficient 
first generation biofuel with the lowest car-
bon footprint. Nonetheless, a number of 

Figure 3 - Energy Crop Productivity

Figure 1 - Bioenergy potential 2050 by region related to Primary En-
ergy Consumption (PEC)

obstacles remain that continue to impede 
progress in this area. Brazil as the main 
potential exporter is currently with limited 
available export capacity, due to strong 
domestic demand and the impact of high 
sugar prices - switching production from 
ethanol into sugar. Meanwhile, powerful 
vested interests, such as the US farm-lobby, 
seek to maintain protectionist barriers for 
corn-ethanol industry in the US. Signs of a 
changing mood in the US Congress suggest 
that trade barriers may begin to fall soon, 
although supply will continue to be limited 
for the foreseeable future until additional in-
vestment in new sugar/ethanol mill capacity 
occurs.

On the other hand, land availability for fuel 
crops in Europe is restricted. It is consid-
ered that bioethanol development in the EU 
can only realistically be supported by global 
trade. From the current 6 million ha of set 
aside in the EU-15, theoretically, 8.5 – 16 
Mtoe of bioethanol could be produced re-
spectively from wheat or sugar beet. This 
corresponds to 2.1 – 4.7% of transport fuel. 

Meanwhile, Brazil, with the right levels of 
investment, could have a production poten-
tial in the region of 100 Mtoe per year by 
2020, with corresponding domestic demand 
of 20 Mtoe per year. From this perspective, 
countries like Brazil are important stake-
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holders in global biofuels. Their advanta-
geous production conditions and also their 
experience of biofuels at industrial scale 
will be instrumental for development in 
markets such as the EU.

The key issue remains supply development 
and sufficient investment to fulfill future 
demand, as current efforts in Brazil are 
focused mainly on industry consolidation 
and not export capacity. Moreover, there 
are tentative steps by the major bioethanol 
producers at the moment to develop second 
generation cellulosic bioethanol, but the 
process is slow to develop.

██ Biodiesel

On the other hand there is a growing op-
portunity to develop a more rational trade 
in biodiesel. Biodiesel has been subject 
to major trade distortions in the past, de-
stabilizing the industry. US biodiesel pro-
duction in 2010 was 285 million gallons, 
which was less than half production in 
2008. Over half a billion gallons of bio-
diesel produced in 2008 was based upon 
tax incentives stimulating exports. The 
“splash and dash” loophole allowed op-
erators to add a small amount of petroleum 
diesel to imports of pure biodiesel and then 
export the new blend to take advantage of 
the US$1 per gallon blender’s tax credit. 
“Adding just 1 gallon of conventional 
diesel to 1,000 gallons of biodiesel was 
enough to qualify for the tax credit,” an 
EIA report said. While the loophole was in 
place, biodiesel imports grew from 4 mil-
lion gallons in 2004 to 315 million gallons 
in 2008; in-bound shipments from Asia and 
Latin America became increasingly large. 
The United States exported some 677 mil-
lion gallons of biodiesel in 2008 mostly to 
countries in the EU. Volumes collapsed, 
as tax loopholes were closed as part of the 
Emergency Economic Stabilization Act of 
October 2008 and the EU imposed new 
anti-dumping tariff tariffs on US imports 
of biofuels.

The resulting collapse in the US biodiesel 
market and the moth-balling of production 
has created a significant shortfall against 
the renewable fuels target usage of 800 mil-
lion gallons of biodiesel this year. The 2011 
target has been adjusted downward to 600 
million gallons in recent weeks. Against this 

background there is an emerging opportuni-
ty to profitably supply the deficit in the US 
market with biodiesel from Latin American 
sources.

Meanwhile, according to the projections 
of the Association of Brazilian Biodiesel 
Producers, in 2011, Brazil will produce 
and consume 2.8 billion liters of biodies-
el, 17% more than last year. Brazil has 
become the largest consumer globally, 
overtaking Germany, where consump-
tion will increase from 2.4 to 2.6 billion 
liters. Germany also lost their position as 
the largest producer in 2011, as production 
in Argentina jumped from 2.1 to 3.2 bil-
lion liters, largely based upon exports to 
the EU. Nonetheless, biodiesel remains the 
Cinderella of the biofuels at less than 10% 
the volumes of bioethanol consumption. 
At the same time the barriers to develop-
ing international trade are lower and with 
rising oil prices the economic viability 
of biodiesel is currently improving. Until 
now biodiesel has been dependent upon 
government mandates and subsidies for 
its development. The production of second 
generation cellulosic biodiesel also has the 
potential to de-couple the economics from 
rising commodity prices.

██ Biomass Pellets

The main source of biomass pellets today 
is wood fiber. A recent EU wood study of-
fered an estimate of the future potential 
wood supply in Europe. It concluded that 
it would be difficult but not impossible in 
2020, but certainly impossible in 2030, 
to supply domestically enough wood to 
satisfy the needs of industry, as well as 
to meet the targets for renewable energy. 
Moreover, there are growing concerns 
about sustainability and the intensifica-
tion of forestry management necessary 
would hinder any increase in biodiversity. 
The EU currently consumes a majority of 
global wood pellets. In 2010, the EU im-
ported 2.5 million tons of pellets, roughly 
one third of which was supplied to the 
Netherlands.

The UK accounted for a further 20%. Bel-
gium, Denmark, Italy and Sweden also ac-
counted for a substantial share of those im-
ports. The total increased 40 per cent during 
2010. In contrast, Finland, Italy and Swe-

den import most of the other residues, wood 
chips and fire wood.

Canada, and to a lesser extent Russia and 
the US, currently produce the large major-
ity of the wood pellets imported into the 
EU. For a number of different reasons, 
however, the question remains how long 
these regions will remain important sourc-
es. Although there is considerable diversity 
concerning supplies from North America, 
competition for suitable wood is also likely 
to increase there. The availability of wood 
pellets for export in the US will tend to 
reduce as a consequence of legislation re-
quiring 25% of the US’s energy to be sup-
plied from renewable sources by 2025. In 
Canada, a number of provinces also plan to 
reduce their use of fossil fuel for heating. 
If these plans are implemented, then local 
demand will tend to divert supplies away 
from export markets. Meanwhile, Russia 
revised its Forest Code in 2006. It seems 
the revised code is unclear and dysfunc-
tional. Consequently, it will be difficult for 
those who first place wood-based products 
from Russia on the EU market to carry out 
the due diligence that will be required for 
compliance with the EU’s Timber Regula-
tion from March 2013.

Brazil is considered to be the EU’s most 
promising potential source of wood-based 
fuel in the Southern hemisphere, due par-
ticularly to its good infrastructure and rela-
tive proximity. However, there are many 
concerns about the sustainability, or lack 
thereof, of many of the wood plantations 
in Brazil which account for most of Bra-
zil’s exports of wood-based products. The 
EU imported a negligible quantity of pellets 
from Brazil in 2010.

The planning of large power plants or the 
conversion of coal power plants to biomass 
in some EU Member States give a clear in-
dication of how imports might increase in 
the near future. An April 2010 study esti-
mated that UK could start importing wood 
chips and pellets for new energy plants in 
the UK from 2012. If all the planned wood 
energy plants are built, the quantity of im-
ports could rapidly rise to about 27 million 
tons per annum. The sourcing of large long-
term supply contracts overseas will there-
fore present a major challenge for wood 
energy plants.
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Other plans have been announced since the 
April 2010 study was produced, suggest-
ing that total imports could exceed the 27 
million tons estimated. Recently, RWE has 
been granted planning permission to con-
vert a coal power station at Tilbury (UK) 
into a biomass-only plant.

This would translate into over 7 million tons 
of wood pellets per year. RWE say that most 
of the wood is to come from North America.

Already, one UK energy company, MGT 
Power, has signed a non-binding memoran-
dum of understanding with a Brazilian plan-
tation company, Suzano Papel e Celulose, 
which has invested US$800 million in 3 proj-
ects in Northeast Brazil for the production of 
3 million tonnes of eucalyptus pellets per year.

In April 2010, Swedish utility company Vat-
tenfall agreed a €50 million deal with Cana-
dian Baron MacBain to buy 1 million tonnes 
of wood chips (from rubber trees) from Li-
beria over the next 5 years (first delivery in 
the summer of 2010). Vattenfall will need an-
nual supplies of about 7–8 million tonnes of 
biomass by 2020 to meet its target of reduc-
ing hard coal usage by 40% (for its plants in 
Germany, Poland, Denmark and The Nether-
lands). They will get the biomass from differ-
ent supplies but Liberia can play an impor-
tant role. Vattenfall has so far bought wood 
chips from Russia and the Baltic States.

Domestic production efforts fall well short of 
meeting demand. For example, the 2007 UK 
Biomass Strategy seeks to further expand the 
domestic supply of biomass through various 
measures, including the Woodfuel Strategy 
for England 2007 aiming to bring 2 million 
green tons and 1 million dried tons of wood 
onto the market annually by 2020, which will 
have a marginal impact. While biomass is ex-
pected to occupy a central role in the future 
renewable energy mix of the UK, it is clear 
that this can be met only if imports will con-
tinue to play a significant role, particularly 
for co-firing (electricity produced from fos-
sil fuels co-fired with biomass). It remains 
unclear where the majority of this additional 
supply will be sourced.

██ Supply Development, Land 	
	 Use and Sustainable Energy 	
	 Crops

Climate is the primary determinant of po-
tential biomass productivity. Biomass is 
most productively grown in 4 main regions 
of the world, taking into account climate 
factors and land availability:

a) 	 Woody biomass: North America; and   	
	 Northern Europe/Russia 
b)	 Woody biomass, plus biomass from 
	 energy crops; Latin America and sub-	
	 Saharan Africa

Based upon agricultural yield improve-
ments according to an IEA study, bioenergy 
production potentials in 2050 are forecast 
to be highest in LatAm and sub-Saharan 
Africa, representing together over 40% of 
projected global supply.

Latin America and Africa are the only re-
gions that have projected significant sur-
pluses in 2050 versus their own PEC and 
thus are destined to become the major sup-
pliers of biomass fuels and bioenergy.

Most models and projections have been based 
upon a major component of woody biomass. 
However there are a number of disadvantages 
of woody biomass versus a purpose-grown 
sustainable energy crop such as Miscanthus. 
Although wood is the major source of biomass 
today, the majority of forests in the world are 
not well managed. The area of certified forests 
gives an indication of the area of forests under 
“sustainable management.” Currently, only 
9% of the world’s forests is certified under 
PEFC or FSC and there is now a wealth of 
studies indicating that even these forests are 
not all well managed, including in countries 
that are key suppliers of woody biomass to 
the EU, such as Canada, the US, Brazil and 
Russia.

Meanwhile, current legislation considers 
biomass a “carbon neutral” source of ener-
gy. This is based on an assumption that the 
carbon released by the combustion of bio-
mass is recaptured during its regrowth, so 
that the cycle closes with zero greenhouse 
gas impacts. Recent studies, however, have 
demonstrated that this assumption is er-
roneous, particularly in the case of woody 
biomass, because it overlooks at least 2 im-
portant issues:

1.	 Emissions from biomass extraction and 
from land-use change (both direct and 

indirect), including loss of biodiversity; 
and

2.	 The time difference between emissions 
from combustion and reabsorption 
through retgrowth.

In recognition of the potentially detrimen-
tal effect of bioenergy policies on climate, 
particularly biodiversity and the world’s 
forests, Article 17 of the RED  lays down 
new sustainability criteria. These criteria 
require that:

1.	 Biofuels and bio-liquids must have a 
GHG performance which ensures their 
deployment results in emissions savings 
vis-à-vis fossil fuels of at least 35% and 
rising to 50% in 2017 and 60% in 2018 
for new installations.

2.	 Biofuels and bio-liquids cannot be pro-
duced from lands with high biodiversity 
value such as primary forest or other 
wooded land, natural protected areas 
and highly bio-diverse grassland; and 
the Directive prevents the conversion of 
lands with high carbon stock (for exam-
ple, continuously forested areas).

3.	 Crops grown on agricultural land for 
bioenergy such as Miscanthus perform 
much better against these criteria than 
woody biomass. As a consequence, 
for example in the UK, ‘Energy Crop’ 
qualifying fuels attract the advantage 
of an additional 0.5ROC / MWh for 
power generators. Furthermore, Mis-
canthus helps maintain biodiversity 
and when grown in tropical regions 
at over 250C has superior CCS per-
formance. Productivity of Miscanthus 
grown in tropical regions is among the 
highest of all energy crops. Two crops 
per annum provide 60 tonnes of dry 
mass per hectare.

Using Miscanthus as an energy crop to 
produce second generation biofuels is also 
highly efficient, according to US Depart-
ment of Energy figures; Miscanthus will 
produce 1410 gallons per acre compared to 
456 from maize.
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██ Key Conclusions
•	 Bioenergy from biomass is poised for massive growth, creating outstanding opportuni-

ties for investments in bioenergy that should bring excellent long-term returns.
•	 Bioenergy from modern sustainable biomass is set to grow into a global industry over 

the next 20 to 30 years, the size of the current oil and gas industry.
•	 The principal biomass fuels will be: bioethanol, biodiesel for transport fuels and bio-

mass pellets for electricity generation.
•	 Future lingo-cellulosic liquid biofuels production and biomass pellets will be based 

upon common feedstocks.
•	 Biofuel’s share in the energy mix today is largely determined by government policies 

and is generally within national boundaries.
•	 Demand is growing rapidly based upon government targets for energy from renewable 

sources, as is a general recognition that supply can only be met by a global supply 
system.

•	 Demand is expected to outstrip supply for many years; hence, to fulfill its promise, biofu-
els must eventually evolve into an internationally traded commodity with growth solely 
determined by economic signals. Although within an “imperfect market” there will be 
many opportunities to profit in the interim. Latin America, notably Brazil, and sub-Saha-
ran Africa are set to become the principal global supply sources for biomass fuels. 

•	 Within this context there is an opportunity to create an integrated bio-energy business 
based upon harvesting sustainable biomass crops; developing manufacturing technol-
ogy for production of cellulosic liquid biofuels and biomass pellets; and participating 
in the emerging international trading of biofuels.

•	 Brazil, already world leader in liquid biofuels, is the most favorable environment to 
develop such a business and benefits today from technology and industrial scale.

•	 This will require considerable investment and a long-term view. Development must 
meet rigorous sustainability criteria to be successful, but at the same time can create a 
major contribution to reductions in GHG.

Renewable Energy
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In the wind turbine market, the 3 major Latin American countries re-
garding the installing capacity the participation of the manufacturers 
are as follows, in Brazil, Enercon reaches 43%, Suzlon 24%, Impsa 
22%, and Vestas 10%. Mexico: Acciona has 63%, Gamesa 23% and 

Clipper 14%. While in Chile Vestas owns 57%, Acciona 30%, DeWind 
10%, and Siemmens with 2%.

According to GWEC, Latin America and the Caribbean could reach 
30,000 MW by 2020. Today they have around 3,300 MW.

In the past days, the president of Mexico, Felipe Calderon Hinojosa, 
inaugurated the biggest wind power complex in Latin America, 
Oaxaca II, Oaxaca III and Oaxaca IV, owned by Acciona. These 
3 Parks that located in the Istmus of Tehuantepec will produce 
electricity for the consumption of 700,000 Mexican Homes.

Acciona completed the assembly of the 204 wind turbines 
that make up these complex in September 2011, and from 
October to December, they have been gradually power up 
and connected to the electric power grid, and started com-
mercial operation in early 2012.

Another big project that is beginning its construction in 
Mexico, also at the Itsmus 

Last year, over 41,000 MW were installed worldwide, of which 1,206 MW were made in Latin America, 80% 

of which in Brazil and Mexico; followed by Honduras, 8.4% with its farm at Cerro de la Hula; Argentina, 

6.5%; Chile and the Dominican Republic, both 2.7%; Costa Rica, 1%; and Colombia, Ecuador, Nicaragua, 

Peru and Uruguay comprising the rest.

Wind Power 
Growing in LatAm

██ Fernando Tejeda
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of Tehuantepec, is the  Marena Renovables 
Project, that once built will be the largest 
wind energy project in Latin America.

A consortium comprised of Macquarie 
Mexican Infraestructure Fund, Mitsubishi 
Corporation and PGGM, a leading Dutch 
pension Fund service provider, own the 
Marena Renovables Project.

Vestas, which has already received a 396 
MW order will, supply the turbines for 
this project; the delivery of the turbines 
will start in the second quarter of 2012. 
The project is a turnkey contract which 
means Vestas will provide the entire range 
of services to Guild the wind farm, includ-
ing civil and electrical works, supply, in-
stallation and commissioning of the wind  
turbines, as well as a 10 year service and 
maintenance agreement.

This project is expected to be the largest sin-
gle state wind farm in Latin America when 
completed.

The project’s power generation will be bought 
by Cuauhtémoc Moctezuma, an operating 
company of Heineken N.V., the leading global 
brewer, and subsidiaries of Fomento Económi-
co Mexicano, S.A.B. de C.V. (“FEMSA”) un-
der 20-year power purchase agreements. FEM-
SA is a leading consumer company in Latin 
America, and controls Coca-Cola FEMSA, 
the largest Coca-Cola bottler in the region, and 
OXXO, the largest and fastest growing conve-
nience store chain in Mexico.

And as for Brazil, the Brazilian Develop-
ment Bank (BNDES) has approved a credit 
of USD$389 million for 5 wind farms in the 
northeast of the country.

There are 4 projects in the state of Rio 
Grande and one in the state of Bahia, with a 
total installed capacity of 138 MW. Meoen-
ergia and Iberdrola Renovaveis de Brasil 
will control these wind farms.

The wind farms will require 58 wind tur-
bines from Gamesa, the provider installed 

in Bahia, and they will be located as fol-
lows:

•	 Calango 2 and 3 with 30 MW each, lo-
cated in Rio Grande do Norte.

•	 Arizona 1 with 28 MW, in the coastal 
region of Rio do Fogo.

•	 Mel 2 with 20 MW, located in the coast-
al region of  Areia Branca.

•	 Caetite 3 with 30 MW, in the munici-
pality of Caetite, situated on a plateau 
region in Bahia.

Renewable Energy

For more information visit: www.lawea.
org or contact Fernando Tejeda - 
ftejeda@lawea.org or at 
001.281.710.745
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Tierra Analytics LLC believes the 
real estate alternatives industry 
needs better benchmarks, and one 
of the consequences of a failure 

to innovate how returns are benchmarked 
is a general failure to create better products 
that reflect changing market conditions. 
This is especially true of Latin America real 
estate alternatives. 

Last year, Tierra Analytics LLC produced 
original research on using a basket of mar-
ket cap weighted Brazilian equities which 
could be used as a proxy for private inves-
tors to gain exposure to real estate in Brazil 
or to simply benchmark real estate alterna-
tives investments. Our analysis suggested 
that listed real estate equities, like their 
counterparts in the US, may provide an 
investor with a gauge that delivers uncor-
related returns and a risk-adjusted premium 

Brazil Enterprise
 

relative to other indices. The problem with 
the market cap weighted index, however, 
was that it did not generate excess alpha.

Our solution to the alpha problem, and the 
focus of this article, is to rebalance the port-
folio quarterly based on each constituent’s 
change in net debt, or Enterprise Value, in-
stead of market cap alone. This article ex-
amines our Brazil Enterprise Value Weight-
ed Real Estate Index (“EV Index”).

By using Enterprise Value for rebalancing, 
the study suggests that compelling excess 
alpha may be generated, while preserving 
the uncorrelated nature of Brazilian real 
estate equities. The EV Index is comprised 
of all listed real estate equities in Brazil for 
the period February 2007 through January 
2012. We calculated historical enterprise 
value for each constituent, verifying in the 

process that each data set was accurate, and 
then created a proprietary algorithm for re-
balancing the index using the public filings. 
Finally, we converted each Brazil index into 
USD using the daily close spot rate. We did 
this in order to benchmark against the Bra-
zil ETF (“EWZ”), S&P 500 (“SP500”), DJ 
REIT Index (“^DJR”), NCREIF Property 
Index (”NCREIF”) and the Brazil Real Es-
tate Market Cap Weighted Index (“MC In-
dex”).

Our conclusion is an investment strategy 
that uses the EV Index as a foundation 
would provide an effective tool for better 
management for how to invest capital, bet-
ter liquidity for the investor, more consis-
tent, predictable returns and more accuracy 
in benchmarking returns. As an example, 
there is no reason why an active real estate 
manager couldn’t layer a private investment 

██ James Anderson & Claudio Freitas of Tierra Analytics LLC

Value 
Real Estate Index
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Brazil Enterprise
 Value 
Real Estate Index

strategy over the EV Index. By doing so, the 
manager would have a built-in benchmark 
to which a preferred equity investment or 
convertible bond could be underwritten. 
The manager could then predict with a 
much higher degree of accuracy what the 
blended portfolio returns should look like 
within the broader market and, more impor-
tantly, dramatically reduce the reliance on 
subjective decisions around the evaluation 
of potential investments. 

The way the industry currently works is 
much less scientific and goes something 
like this: Manager makes case for invest-
ment using subjective return projections; 
Manager talks about historical returns as 
evidence of future returns; Manager makes 
case that the manager’s expertise is superior 
to other managers (and the market) and fi-
nally, Manager makes case that a significant 
management fee and incentive is necessary 
if the investor wants the returns because the 
execution strategy relies entirely on indi-
viduals who subjectively make all decisions 
regarding risk.

From our perspective, there seems to be 
something illogical with a strategy that ar-
gues, on the one hand, that private real es-
tate investment offers a better risk-adjusted 
return because it is uncorrelated, but, on the 
other hand, doesn’t mark-to-market so any 
correlation analysis is by definition impos-
sible. To really make the case, managers 
would have to benchmark against a compa-
rable index and provide periodic, indepen-
dent valuations of the portfolio. This leaves 
us with the unresolved question of how do 
investors really know to what degree their 
alternatives investments are in fact uncor-
related? 

██ Elusive Alpha

A funny thing happened on the way to cal-
culating beta. What we found was that by 
isolating the Brazil real estate constituents, 
beta drops substantially versus the SP500. 
In fact, it drops substantially for both the 
MC Index as well as the EV Index. Before 
we get into the risk analysis, let’s take a 
look at the overall performance of the vari-
ous indices.

Performance results for the various indi-
ces were a little surprising. The EV Index 
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outperformed all benchmarks by a wide 
margin. Remember, we only used the same 
constituents as the MC Index but changed 
their weightings based on quarterly changes 
in net debt. 
 
As one would suspect, the EWZ’ high beta 
and strong correlation to commodities, sent 
the country index parabolic right before 
tanking 70% into the peak sell-off of the 
recession. The real estate indices, however, 
never went parabolic. This suggests that 
even public equity investors know when a 
market has peaked, but it also may be a con-
sequence of the composition of the EWZ, 
capital flows and the relatively higher cor-
relation of the EWZ to other major bench-
marks.

The EV Index returned a total of 32% over 
the 5 year period, besting the EWZ by 

700bps. On an annualized basis, the EV 
Index returned 6.5% versus 5.1% for the 
EWZ and 2.9% for the market cap weighted 
MC Index. The NCREIF index, on the other 
hand, barely outperformed the MC Index 
and lagged the EV Index by 320 bps on an 
annualized basis. The EV Index bested the 
MCREIF by a 2 to 1 margin on a total return 
basis.

While the total returns were surprising, 
what really caught our attention were the 
risk-adjusted returns. 

The EV Index, quite simply, has a much 
lower beta, higher alpha and a commensu-
rately compelling Sharpe Ratio relative to 
the SP500. In fact, the EV Index’ annual-
ized alpha of 6.09% vs. 2.64% for the MC 
Index and 0.32% for the EWZ, frankly, 
surprised us.

██ Risk Metrics

Our analysis found the SP500 to be 50.2% 
correlated to the EV Index, the ^DJR to 
be 39.6% correlated and the EWZ to be 
73.9% correlated. Conversely, the SP500 
was 61.4% correlated to the EWZ and the 
^DJR was 46.7% correlated. All of this sug-
gests that Brazil real estate equities provide 
a relative safe haven which should show up 
in beta and alpha (and it does!). 

We calculated beta using the covariance of 
the data sets and the variance of the SP500. 
There’s a lot going on in the Risk Analysis 
data set to the left but the basic conclusion is 
that the EV Index generated superior uncor-
related returns to the comparison sets.  

Notably, both the EV Index and MC Index 
have similar standard deviations as well as 

Real Estate
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Claudio Freitas
Claudio Freitas, CFA is based in Rio de 
Janeiro and is Partner and Managing Di-
rector of Axzesa Consultores which cur-
rently advises Aquila Capital Concepts 
in its Latin American and Global equi-
ties allocation. As portfolio manager, 
Claudio oversees quantitative and fun-
damental analysis for all investments. 
Previously, Mr. Freitas was Senior 
Analyst for Zacks Investment Research, 
Director for Banco Fleming Graphus, 
Senior Manager at WestLB and relation-
ship manager at Lloyds Bank. Claudio 
has extensive experience in proprietary 
trading and structured products with an 
emphasis on quantitative analysis.

Claudio has an MSc in Quantitative Fi-
nance from the University of London 
and a BS in Engineering from Univer-
sidade Federal do Rio de Janeiro. He 
has been a Member of the CFA Institute 
since 2001. 

James Anderson
James Anderson is Principal of Tierra 
Capital Partners, a private investor and 
real estate alternatives advisor. Previ-
ously, Jamie was COO of Mexico Home 
Capital Holdings, LP where he oversaw 
direct investments in the residential 
development sector in Mexico. Be-
tween 2002 and 2006, Jamie was Vice 
President with AIG Global Investment 
Group where he oversaw real estate for 
the Latin America region.  Prior to AIG, 
Jamie lived in Mexico City held senior 
positions with Fenix Capital Group (a 
Deutsche Bank/JER company that fo-
cused on distressed debt) and Grupo 
Protexa. He began his career in the real 
estate services group at Arthur Ander-
sen’s Mexico City office in 1994. 

Jamie has a BA in History from Denison 
University and an MA in International 
Affairs from Ohio University.

being substantially lower than the EWZ, 
^DJR and NCREIF indices. To be fair, cal-
culating stdev for the NCREIF is pointless 
since its data set is so small (but we did it 
just for kicks).

As for the EV Index’ superior alpha, we be-
lieve the primary reason for this is that in-
tegrating changes in a company’s net debt 
more accurately captures what really hap-
pens with the company’s capital structure 
during periods where interest rates change 
quickly (this bears a strong similarity to the 
private equity world which is severely pun-
ished for being too leveraged going into a 
top).

By drilling down into the risk-adjusted re-
turns, we see that the EV Index generated 
a 2.50 sharpe ratio versus 1.10 for the MC 
Index and 0.11 for the EWZ. 

██ Using EV to Better Allocate 	
	 Capital

The practical application of the EV Index 
is where it gets interesting. If the predict-
ed risk-adjusted returns are quantifiable, 
it makes the manager’s job much easier in 
evaluating the appropriateness of adding 
risk and, if so, what kind of risk and when? 
In particular this strategy lends itself well 
to private investing via preferred equity in 
lieu of the typical pari passu terms that are 
found in the private equity industry. Histori-
cally, managers made bets based on prop-
erty types versus an overall evaluation of 
the portfolio’s relative risk profile. This is 
changing of course since many private eq-
uity deals are now structured as preferred 
equity where the investor is senior in the 
capital stack. The days of straight up pari 
passu deals are likely over for the foresee-
able future. 
 
The other possibility would be to layer in 
privately issued convertible debt into an 
EV Index-based portfolio. The industry is 
already seeing the use of convertible debt 
gain significant traction. Were funds to base 
their strategy on, say, a 60/40 allocation of 
EV Index/Private Investment, where ini-
tially 100% of the fund would be invested 
in an EV Index and then would grow into 
a 40% direct investment allocation, the in-
vestors would benefit tremendously from 
being fully invested throughout the Fund’s 

entire term as well as maintaining liquidity. 
Most importantly, the investor would have a 
built-in ability to benchmark how the risk is 
managed. One of the key weaknesses of the 
current alternatives model is the risk associ-
ated of actually putting funds to work. Un-
committed capital has a cost and that creates 
a built-in drag on returns over time.

Finally, hedging a portfolio would become 
a real possibility. A manager (or the investor 
himself) could hedge exposure by simply 
shorting the EV Index basket. Or converse-
ly, structure a long/short portfolio using the 
EV Index, the EWZ or even the SP500.
Lower Fees (Should) Beget Lower Over-
head

The issue of fees and lower yields are caus-
ing LPs to renegotiate better terms with 
managers. This trend is firmly in place and it 
is not going to reverse any time soon. Lower 
fees represent something of a double-edged 
sword. While it is always good to pay lower 
fees, this does impact the manager’s ability 
to compensate the management team and, 
ultimately, serves as a disincentive to effec-
tive risk management. If LPs and managers 
were to reflect on ways to scale down over-
head by streamlining the strategy as well 
as the parameters of new investments, and 
relied more on an index comprised of listed 
equities, the end structure may likely be a 
much better mousetrap for everyone. 

The benefit of more liquidity, in and of it-
self, seems to warrant at least a serious look 
at alternative strategies, but the fact that his-
torical performance shows that compelling 
risk-adjusted excess returns can be attained 
by isolating listed equities and rebalancing 
properly makes for a meaningful discussion 
that we are not quite sure the private equity 
industry necessarily wants to have yet. Were 
the EV Index adopted, the implications for 
how parties are compensated would change 
dramatically.

Tierra Analytics LLC is currently working 
on similar index models for Mexico and the 
Latin America region. Our belief is inves-
tors and managers can gain proper alloca-
tion to the real estate asset class without 
sacrificing liquidity and quantifiably pre-
dictable risk-adjusted returns.

Real Estate 
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Forex

For market analysts, the last 12 
months were full of risk and un-
certainty: A mounting debt cri-
sis in Europe has threatened the 

very survival of the single-currency bloc, 
spooking investors worldwide and threat-
ening to undermine the fragile recovery in 
the US, while everyone frets over soft- and 
hard-landing scenarios in China. This has 
translated into significant volatility in forex 
markets, as currencies respond quickly to 
evolving world events and historic policy 
moves.

Emerging markets and their currencies, in-
cluding many Latin American states, have 
experienced some of the biggest moves 
and changes in this unpredictable climate. 
Surging investment inflows into commod-
ity-rich and fast-growing countries such as 
Brazil and Peru are having a major impact 
on currencies in the region and providing an 

Who Will Win the 
Currency Wars?

██ ALI Speaks with City Credit Capital

Uncertainty in Europe, elections in the US, and the threat of esca-

lating “currency wars” are all key global issues likely to influence 

Latin American foreign exchange markets in the near future. In 

such a volatile climate, expert forex brokers at City Credit Capital 

tell Alternative Latin Investor they expect some big opportunities 

for profits in 2012.

important test for monetary policy makers 
striving to find a balance between cooling 
inflation expectation and remaining com-
petitive. 

According to Andrew Braine of City Credit 
Capital, specialists in online foreign ex-
change (forex) and Contracts for Difference 
(CFDs) trading, these trends are giving in-
vestors in the region a growing appetite for 
currency trading. “CCC has seen a large in-
crease in LatAm investors trading FX. They 
understand that the volatility in these mar-
kets can present massive opportunity. The 
forex market is so liquid and that is essential 
to any investor, regardless of region. LatAm 
clients also love the fact they can use cur-
rency trading to hedge against their current 
investments.”

The market situation today remains un-
stable, providing optimal conditions for 

knowledgeable forex traders to make the 
most of frequent and important investment 
opportunities. With the help of City Credit 
Capital, Alternative Latin Investor provides 
a recap of the key moves of the last year, 
and looks ahead to the influential trends and 
events that will shape currency moves in 
Latin America and globally in 2012.

██ Where Are We?

“Risk averse” and “flight to quality” were 
common phrases in investment circles in 
2011. The threat of a Greek default – and 
potential exit from the Eurozone – magni-
fied as its domestic economic, political and 
social climate deteriorated and EU policy-
makers seemed unable to unite behind a sin-
gle course of action. Other, more globally 
significant European economies, including 
Spain and Italy, were also dragged into the 
regional mess, while Japan reeled from a 
devastating tsunami (March 2011).

Even the US government, the ultimate safe 
haven, came close to a (technical) default 
as Congress could not reach an agreement 
on how to tackle an enormous budget deficit 
and debt pile. While the US dollar appreci-
ated strongly in the second half of the year, 
the country’s political divisions and struc-
tural weaknesses tested investors’ faith in 
the greenback. At the same time, the Federal 
Reserve’s policy of holding interest rates at 
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close to 0% provided little reward for hold-
ing dollars. 

Against this backdrop, gold was a clear 
winner, as it continued its ascent to his-
toric highs. This was not a shock to expe-
rienced market analysts. “The US$1,800 an 
ounce level was predicted by many traders 
and with the continued uncertainty in the 
markets last year it was inevitable that it 
would hit those highs,” says CCC’s Andrew 
Braine. “I have clients who bought at very 
good levels and are bullish on gold going to 
US$1,900.”

However, 2011 also brought a few curve-
balls in terms of monetary policy, as central 
banks around the world scrambled to allevi-
ate the problems caused by the Eurozone’s 
debt crisis. According to Braine, the most 
surprising policy move by far last year was 
the Swiss National Bank’s decision to inter-
vene in order to weaken the franc in Sep-
tember. “It was ridiculous. It was the largest 
move I have ever seen in my career in the 
FX business. Something close to 10% of its 
value was wiped out in 10 minutes!”

██ Currency Wars, Market Moves

Though unexpected, the decision by the 
Swiss National Bank typifies the dilemma 
faced by monetary policymakers in recent 
times. Monetary powers in the US, EU and 
Japan have responded to economic crisis 
with aggressive monetary easing, pumping 
liquidity into the financial system and slash-
ing interest rates to record lows. 

This had an important knock-on effect in 
emerging markets, as investors seek higher 
returns elsewhere. “Brazil is a good exam-
ple- [investors in] Japan have been putting 
billions into high-yielding Brazilian bonds 

– the currency is very attractive to them – 
they are still bullish on the Real based on 
the large inflows of foreign investment in 
the country.” These inflows contributed to 
an appreciation of the real of almost 10% 
against the dollar in the first two months of 
2012 alone. 

At the same time, authorities in Brazil and 
other fast-growing countries are concerned 
about the impact rapid currency apprecia-
tion could have on export competitiveness. 
A surge in emerging market currencies ear-
ly in 2012 has already prompted a wave of 
central bank interventions. 

“As the Brazilian Finance Minister, Guido 
Mantega, keeps stressing, the world is in a 

‘currency war,’” explains CCC’s Armando 
Neto. “According to market analysts, emerg-
ing market currencies are overvalued, di-
rectly affecting its competitiveness. So we 
see commodities exporter countries, such as 
Brazil and Colombia, taking actions in re-
sponse.”

In Brazil, not only has the central bank 
stepped up its dollar purchases to directly 
influence the currency market, but the coun-
try has also announced new capital and trade 
controls to protect its exporters. Colombia’s 
Banco de la Republica has also taken ac-
tion, announcing in February that it would 
buy USD$20mn a day for three months to 
shore up its international reserves. 

These policy moves are creating major 
trading opportunities in forex markets. Af-
ter its ascent earlier in the year, the Brazil-
ian real has dipped more than 5% against 
the dollar in March. Meanwhile, as the real 
dips and investors fear more severe action, 
some city analysts are forecasting strong 
gains in the Mexican peso, as the economy 
feeds off the US recovery and the gov-
ernment shows no sign of mimicking the 
interventionist policies further south. As 
Neto says, “For FX investors those market 
movements can create huge opportunities 

“I think the dollar will appreciate 
against the euro over the next few 
months—as long as the Eurozone 
crisis drags on.”
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as they can take advantage both on long 
and short positions.”

██ Looking Ahead: Elections and 	
	 EU Crisis On The Radar

CCC analysts expect uncertainty, particu-
larly over the future of the Eurozone, to 
continue to loom over the forex markets in 
2012. For Andrew Braine, the focus is still 
very much on the EU debt crisis: “I think 

the dollar will appreciate against the euro 
over the next few months—as long as the 
Eurozone crisis drags on.”

Indeed, despite gold’s recent charge, Braine 
thinks the US dollar is still a favourite among 
risk-averse forex traders: “While gold has 
proven to be a very popular flight to safety 
for investor, the dollar is still seen as a safe 
haven. I think the dollar will strengthen in 
2012 as the US economy starts to improve.”

Armando Neto agrees, also pointing out that 
any increased political uncertainty in the run 
up to US presidential elections this year could 
actually support further US dollar gains.  “Al-
though EUR/USD has performed well so far 
this year, historical data shows us the US dollar 
tends to perform well in election years. And it’s 
also important to remember that we will have 
other elections this year in countries such as 
France, Russia, Venezuela and Mexico. It usu-
ally means that leaders are more focused on 

Forex

“According to market analysts emerging market currencies 
are overvalued directly affecting its competitiveness. So we see 
commodities exporter countries, such as Brazil and Colombia, 

taking actions in response.”



67

 “Foreign invest-
ment in Brazil is at 
an all-time high and 

although Brazil’s 
strategy will be to 
keep their currency 

weak – with so much 
investment into the 
country (the [2014] 
Soccer World Cup 
and [2016] Olym-
pics will only push 

this further) this will 
be difficult.”

Forex
domestic issues rather than global cooperation 
and investors with more risk aversion will look 
for safe havens like the US dollar.”

In Latin America, investment flows and cur-
rency movements will also depend heavily 
on events in Europe, which is the source 
of around half of all foreign investments 
coming into the region. Although Greece 
managed to buy some time after approving 
the austerity measures required to receive 
bailout, elections in May, in which extrem-
ist left and right-wing parties are expected 

to perform well, could be another potential 
flashpoint. 

That said, according to Braine, markets 
have already priced in a Greek default, so 
it is the impact of this on other EU states, 

and particularly Spain due to its close links 
with Latin America, that has the potential to 
cause a shock.

LatAm currency markets will also be 
influenced by growth in Asia, and espe-
cially China, which has become one of 
the most important consumers of com-
modity exports from the region. Earlier in 
March, China cut its growth forecast to an 
eight-year low of 7.5%, sending a shiver 
through global commodity markets. For 
countries like Brazil, Chile, Colombia and 
Peru, signs of falling demand for key re-
sources such as iron ore, copper and gold 
will weigh on growth and put pressure on 
the local currency.

Braine, however, plays down fears of a sharp 
slowdown in the East, arguing that “growth 
in Asia will be the strongest in the world.
Japan on the rebound post-earthquake will 
help bolster exports and even with the slight 
stalling of China’s economy, I think we will 
see growth continue.”

Given this outlook, and expectations for 
continued upward pressure on the Brazil-
ian real, future currency moves will largely 
depend on the actions of local monetary au-
thorities.  Braine anticipates more measures 
by the central bank to restore competitive-
ness. “Foreign investment in Brazil is at an 
all-time high and although Brazil’s strategy 
will be to keep their currency weak – with 
so much investment into the country (the 
[2014] Soccer World Cup and [2016] Olym-
pics will only push this further) this will be 
difficult.”

Some are speculating about the possibility 
that Brazil will impose a so-called “quar-
antine” on foreign capital, whereby funds 
coming from abroad would have to remain 
in the country for a determined period of 
time. This is a policy option that the gov-
ernment, including President Dilma Rous-
seff herself, has so far denied vehemently, 
though continued pressure on the real will 
keep rumors circulating.

Most important to remember is that this, or 
another similar type of intervention, could 
cause significant swings in currency mar-
kets through the LatAm region, creating big 
opportunities for profits among well-posi-
tioned forex traders.

Andrew Braine, CCC’s Director of Latin America

Armando Neto - Senior Business Broker for 
CCC Latin America
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Playing with 
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REPRESSED  (49.9-40)
World 
Rank

Country Overall 
Score

Change 
From 
Previous

151 Maldives 49.2 +0.9
152 Sierra Leone 49.1 -0.5
153 Belarus 49.0 +1.1
154 Liberia 48.6 +2.1
155 Togo 48.3 -0.8
156 Ecuador 48.3 +1.2
157 Burundi 48.1 -1.5
158 Argentina 48.0 -3.7

Below is a chronological list of events in the last year that have gotten 
Argentina to this critical juncture.

January 2011: Farming strike against government grain quotas.

February 2011: Fines introduced on private economic consultancies for their 
reporting of inflation statistics.

February 2011: Number of product categories requiring non-automatic import 
licenses increased to almost 600 (from 400).

April 2011: President announces intention for new property law regarding the 
foreign ownership of Argentine land.

September 2011: Primary budget surplus contracts 86% year-over-year to 
US$100 million; in deficit after debt repayments.

October 2011: Tax controls introduced by revenue agency that limit retail pur-
chases of hard currency.

October 2011: Presidential decree orders 100% repatriation of profits for oil 
and mining firms.

February 2012: End of Petrol Plus and Refinery Plus incentives in the hydro-
carbons industry.
 

This year’s Heritage Foundation/
Wall Street Journal Annual re-
port of economic freedom con-
firms what many in the global 

investment community already suspected 
or knew: that it is getting increasingly dif-
ficult and risky to invest and do business 
in Argentina.  The Index gives Argentina 
an “economic freedom” score of 48, mak-
ing it the 158th freest in the world, and 
27th out of 29 LatAm countries included. 
Argentina is one of four LatAm/Carib-
bean  countries (Venezuela,  Ecuador and 
Cuba are the others) that qualify as “Re-
pressed.”   Surprisingly, Brazil is  “Most-
ly  unfree,” while Uruguay  and  Para-
guay qualify as “Moderately free.”  Chile, 
“Mostly free,” ranks 7th in the world.  

“Argentina’s foundations of economic free-
dom have weakened in light of extensive 
government intrusion into free markets,” 
the report states. “Aggravated by corrup-
tion and political interference, the lack of 
judicial independence has severely eroded 
limits on government. Public spending by 
all levels of government now exceeds one-
third of total domestic output.”  (The report 
can be read in its entirety at www.heritage.
org/index/country/argentina.)

The Heritage Foundation is by no means 
the country’s only major critic and skep-
tic. Last year, Moody’s downgraded its 
outlook for the Argentine banking sector 
and downgraded its rating of several com-
panies in the country’s oil and gas sector. 
It is currently considering downgrading 
several major individual Argentine banks. 
And, of course, there have been consistent 
reports of government interventions and 
the Fernández Kirchner administration’s 
universally alleged fudging of inflation sta-
tistics.

Argentina thus appears to be at a crisis 
moment in terms of whether it will be 
able to attract and maintain the invest-
ment it needs to grow in certain vital ar-
eas, including the renewable energy sector 
(covered in this issue) and the oil and gas 
sector, which was recently bolstered by 
massive discoveries of shale gas and oil.  

Steps Toward a Critical Juncture in Argentina

Data provided by Pionero Partners

Data Provided by The Heritage Foundation
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For those of our readers who are not fa-
miliar with Mercatrade, can you please 
give us a quick overview?

Mercatrade is the B2B online marketplace 
that helps companies import and export in 
South America. We provide wholesalers, 
manufacturers, distributors and buyers with 
a one-stop shop on the internet for doing 
business in this dynamic market. Our por-
tal offers an all-inclusive, comprehensive 
system for buying and selling goods and 
services.
 
How has business been since last year?

Mercatrade.com has been steadily growing. 
With the economic uncertainty around the 
world, companies are looking to new emer-
gent markets to achieve further growth. 
Mercatrade is naturally the perfect partner 
to help them in their endeavors. 

Mercatrade 
B2B Online Marketplace

We have also been busy doing a lot of 
work in redesigning our website to offer 
an improved online experience to our us-
ers. We have also diversified our service 
offer in order to meet the growing needs 
for online marketing services in the re-
gion. For instance we are offering search 
engine optimization services in English, 
Spanish and Portuguese to improve the 
lead generation and conversion of our cli-
ents. 
   
What trends do you see?

As far as online business is concerned, we 
have seen an increase in demand for over-
all internet marketing and specifically for 
search engine optimization(SEO) in the re-
gion. Companies are becoming aware that 
they need an online presence in order to 
survive in their respective competitive in-
dustries.

They are also starting to spend more on 
their website and CRM tools to manage the 
processes between their clients and their 
employees. Their websites have really be-
comes a strategic component of their com-
pany.  
 
What regions have increased/decreased 
trade with Latin America?

We continue to see strong commercial ac-
tivity from China. We also see an increased 
business interest from American companies 
that are starting to be much more aggressive 
in expanding into Latin America. 
 
What products have increased/decreased 
quantity traded?

It is difficult for us to answer accurately this 
question; however we have a good idea of 
what buyers are searching for. Our analy-
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sis reveals that the categories of products 
most searched on mercatrade.com since the 
beginning of the year are clothing/apparel, 
agriculture products, consumer electronics, 
food/beverage goods and chemicals.  Com-
pared to last year, there are fewer searches 
for automobile/motorcycle products. 
 
Are you seeing more international busi-
ness or more LatAm-on-LatAm trade?

Both, actually.

South American companies are starting to 
expand internationally by doing more trade 
with their neighbors, of course, but also 
target the North American and European 
market to export their products. This also 
applies to services.

At the same time, Asian American and Eu-
ropean economies are driven by the need to 
find new markets to feed their growth and 
naturally target Latin America to expand 
their business. 
 

Any surprises over the last year?

We were very impressed with the growth 
of ecommerce in the region despite the fact 
that shipping infrastructures and online pay-
ments systems are not always available in 
LatAm countries. There is also a real ad-
diction to social networks in LatAm that is 
used by marketers to promote brands and 
corporate image. 
 
Have there been any political develop-
ments that have made trade either more 
efficient or more difficult?

Panama has just signed a Free Trade Agree-
ment with the US, which should increase 
trade between the two countries; however, 
the treaty might take a little bit of time be-
fore being implemented. I recently had the 
opportunity to talk to exporters of pineapples 
and mangoes in Panama and they were really 
seeing this as an opportunity to grow their 
business. 

 
What would you suggest for investors 
looking to invest in trade? What prod-
ucts, manufacturing, regions and com-
modities?

I would suggest really assessing correctly 
each market that they want to invest in. 
There are a lot of market intelligence re-
ports available online and a lot of informa-
tion available for free (on the World Trade 
Organization website for instance) that can 
be of a huge help. 

If a company wants to ‘test’ the LatAm 
market before investing more aggressively, 
online marketing is really accessible cost-
wise. For instance, mercatrade was able to 
help a Japanese Laboratory Chemicals com-
pany to multiply its sales by 3 in 2011 by 
working on its online strategy, which helped 
them find new distributors throughout the 
region.

For more info visit: www.mercatrade.com  
or email : info@mercatrade.com  
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Throughout Argentina, primary 
education is required for all, and 
almost 90% of youth are enrolled 
in a secondary education institu-

tion. However, despite these positive trends, 
the reality is that the Argentine education 
system still struggles to truly prepare youth 
to become productive members of soci-
ety. The national high school dropout rate is 
close to 20% and 1 in 3 of the unemployed 
is a young adult between the ages of 18 and 
24 and of immigrant or low-income status. 
This group not only has the highest unem-
ployment rate in the country but is also the 
segment that has benefitted the least from 
the recent financial upswing in Argentina. 
Unfortunately, those who need education 
the most are the ones who are suffering the 
shortcomings of the system.
 
Faced with this reality, the Reciduca Foun-
dation, based out of Buenos Aires, has cre-

ated an innovative social enterprise that 
offers an effective solution to the educa-
tion dilemma facing the country.  Recidu-
ca Foundation aims to reduce high school 
dropout rates and increase educational and 
employment opportunities by training and 
placing low-income students in small me-
dium-sized businesses. Those businesses 
offer them a paid internship and pay Reci-
duca a placement fee. By doing so, students 
earn an income, learn professional skills 
and receive workplace experience while 
they complete their secondary education. 
Meanwhile, companies keep costs down by 
paying intern-level salaries, and Reciduca 
generates revenue to further its mission.

Educationally innovative social enterprises 
like Reciduca’s, which is supported by 
NESsT, breathe hope into the Argentine ed-
ucational system. NESsT, an international 
social enterprise catalyst, assisted Reciduca 

a 
Way 
Out 
of 
Poverty

In order for a society to prosper socially and economically, it must 

provide the next generation of leaders with the appropriate educa-

tional resources. While Argentina excels beyond its LatAm neigh-

bors in many areas, it falls behind in offering a truly democratic 

and accessible educational system to its youth.

At-RiskYouth

Philanthropy
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At-RiskYouth

in the design and implementation of their 
social enterprise and invited the social en-
terprise to enter its incubation portfolio. As 
a portfolio member, NESsT provides ongo-
ing financial and capacity support to expand 
and refine its services, reaching more stu-
dents and providing more potential job op-
portunities for qualified youth.  

To date, the social enterprise has success-
fully placed over 200 youth with businesses 
throughout  Buenos Aires.  The enterprise 
income has grown almost 300% in the past 
year. With tools and investment provided by 
NESsT, Reciduca is planning to grow its so-
cial enterprise both in Buenos Aires as well 
as in other urban centers in Argentina.  

NESsT believes that with appropriate finan-
cial and technical support, social enterprises 
can transform the landscape of a country by 
finding a solution to a critical social prob-

lem and improving the livelihoods of its 
citizens. Magdalena Olmos of Reciduca 
reinforces this: “We believe that if an or-
ganization has a clear goal and interest in 
developing a social enterprise, NESsT will 
provide the tools and the proper support to 
successfully make it happen.”

Argentina already has NESsT on the ground 
doing the day-to-day work to help solve 
critical social problems. What it needs now 
is private sector investment. It needs new 
investors and businesses to support these 
programs and this type of social enterprise 
development. It needs funding for the de-
velopment and scaling of activities like Re-
ciduca’s. By investing and offering tailored 
technical assistance and patient financial 
investment, there is sure to be a strong pipe-
line of social enterprises that generate posi-
tive impact and contribute to transforming 
the Argentine educational system.

About NESsT
NESsT is a catalyst for social enterprises 
in emerging markets and worldwide. We 
achieve our mission by providing finan-
cial capital, training and mentoring, and 
access to markets for a high-impact port-
folio of social enterprises. We combine 
the tools and strategies of entrepreneur-
ship and investment with the mission 
and values of the social sector to enable 
our portfolio companies to better plan, 
improve management capacity, grow, 
and increase their social impact.
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Foreign investment in mining is legal in 
Brazil.  Let’s start from the basics:

The Brazilian Federal Constitution provides 
for several rules on Mining Law, which in-
clude the following:

1.	 The mineral resources, including the 
ones found underground, are property 
of the Union (article 20).

2.	 The Union has the capacity to issue laws 
and rules on mineral deposits, mines, 
other mineral resources and metallurgy 
(article 22, XII).

3.	 The ownership of mineral deposits, 
mines and other mineral resources dif-
fers from the ownership of the soil, for 
the purposes of exploitation and use, 
and concessionaires are granted the 
ownership of the output of the mining-
extraction activity (article 176).

4.	 The research and the mining-extraction 
of mineral resources can only be car-
ried out by means of the issuance of 
an authorization or concession by the 
Union. The concession may be granted 
to   Brazilian citizens or by companies 
chartered under the Brazilian laws and 
having their headquarters in the country, 
pursuant to the law, which will estab-
lish the specific conditions when these 
activities take place in the boundary 
zone (the 150km-wide area next to the 
Brazilian border line) or on Indian lands 
(article 176, §1).

5.	 The authorization for the research (ex-
ploration) shall always be granted for a 
determined period of time; the conces-

sion of mining-extraction is granted for 
an indeterminate period of time (article 
176, §3).

Now, as it was said, to be able to obtain the 
authorization for exploration and concession 
to mining exploitation, every company must 
be chartered under Brazilian law, have its 
headquarters and management in the country 
and have as its corporate objective the ex-
ploitation and use of mineral resources.

It’s worth saying that equal treatment is 
constitutionally granted to Brazilian capi-
tal and foreign capital companies, which 
means that there should be no distinction in 
terms of access to exploitation and use of 
Brazilian underground, except in areas lo-
cated on the international border zone.

An interesting matter on mineral exploita-
tion in Brazil refers to the activities that are 
reserved as a Union monopoly. They are, as 
set by the article 177 of the Brazilian Con-
stitution:

“Article 177. The following are the monop-
oly of the Union:

1.	 Prospecting and exploitation of depos-
its of petroleum and natural gas and of 
other fluid hydrocarbons.

2.	 Refining of domestic or foreign petro-
leum.

3.	 Import and export of the products and 
basic by-products resulting from the ac-
tivities set forth in the preceding items.

4.	 Ocean transportation of crude petroleum 

State 
Monopolies
in the 
Brazilian 
Mining 
Market
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State 
Monopolies

of domestic origin or of basic petroleum 
by-products produced in the country, as 
well as pipeline transportation of crude 
petroleum, its by-products and natural 
gas of any origin.

5.	 Prospecting, mining, enrichment, repro-
cessing, industrialization and trading of  
nuclear mineral ores and minerals and 
their by-products, with the exception of 
radioisotopes whose production, sale and 
use may be authorized under a permis-
sion, in accordance with letters b and c of 
item XXII of the head paragraph of article 
21 of this Federal Constitution.”

Those provisions, plus the widely spread 
information of Petrobras’ dominance over 
petrol exploitation, for example, may cause 
the impression that there is no space for pri-
vate action on this field (even though nowa-
days Petrobras has a mixed public private 
capital structure). This is not true.

What is important to highlight here is 
that the regulation retains the monopoly 
over the activity, but not the execution of 
it. This new regulation was introduced to 
the Brazilian Constitution back in 1995, 
by the Constitutional Amendment n, 9, 
which provides the possibility of delega-
tion of the execution of those activities.

The first paragraph of the same article 177 
now says:

 “Paragraph 1. The Union may contract with 
state-owned or with private enterprises for 
the execution of the activities provided for 

in items I through IV of this article, with due 
regard for the conditions set forth by law.”

Subsequently, paragraphs 2 to 4 will deter-
mine law provisions to the cases of com-
petence delegation when the situations are 
suited on incises I to V of article 177.

To make things clearer, a last comment 
must be made to remember what was al-
ready explained when article 176 was 
brought to discussion: If the activities are 
to be conducted in the boundary zone, in 
addition to the fact that the company will 
have to be constituted under Brazilian law 
and have its head-office and management 
on the territory to be able to contract with 
the Union (independently of the origin of 
its capital), the law will provide specific 
conditions for the concession.

Turns out the law specified that any exploi-
tation running within the boundary zone 
(any place at least 150km far from the Bra-
zilian territorial limits, inwards. The sea has 
different regulations) must be conducted by 
companies with at least 51% of Brazilian 
Capital, or with two-thirds Brazilian em-
ployees and with Brazilian directors. Plus, 
the directive control of the board must be 
retained by Brazilian citizens.

This is the real monopoly. So, keep out of 
the boundary zone and you will be OK.
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For this to work, there has to be 
political will, and the good news 
is that there seems to be such in 
Colombia. In addition, the private 

sector, especially larger companies like 
Bancolombia, are clearly aware of the real 
benefit.  Last week I had the pleasure of at-
tending a meeting in Barranquilla organized 
for executives by Bancolombia.

The bank´s Managing Director of Research 
and Strategy, Daniel Ignacio Niño, gave a 
presentation on precisely this topic.  In this 
presentation he highlighted the pressure 
that the FTA would pose on politicians who 
otherwise would resist change.  Daniel also 
presented the main items that would be af-
fected by the FTA that would generate ef-
ficiency in the country’s productivity: 

•	 Improved economic policies (Colombia 
now has a Central Bank target of 3% in-
flation, etc.)

•	 Stable rules and regulations improving 
predictability for investors

•	 Transparency
•	 Improved efficiency in government 

operations 

Another basic component that the govern-
ment is keenly aware of is the need to im-
prove the country’s infrastructure.  Current-
ly the country is graded 85 out of 140 in the 
competitiveness of its infrastructure, with 1 
being best (World Bank rankings).  An ex-
ample that puts the urgency in perspective 
is that a country like the United States has 
65% paved roads while Colombia’s roads 
are only 15% paved.  Also compare that to 
Chile’s 20% and Mexico’s 35% and one can 
see that even a 5% improvement means a 

Contrary to what one might initially think, imports and exports are 

not the biggest benefit of a Free Trade Agreement (FTA) between 

a developing country and a developed country.  The biggest benefit 

is the push for improvement in the ease of doing business, i.e., ef-

ficiency and effectiveness throughout the economic system.  We 

saw this happen as a result of the US-Chile FTA and we will see the 

same with the US-Colombia FTA.

substantial advantage.  These are major in-
vestments that are possible today thanks to 
Colombia’s recently acquired investment 
grade ranking by Moody’s, Fitch and other 
ratings agencies. These investment grade 
ratings make government borrowing easier 
and have made many international investors 
interested in participating in infrastructure 
investments.

In just a couple of years and in prepara-
tion for the FTA, Colombia has made great 
strides. Just recently the “Doing Busi-
ness Rankings” labeled Colombia as the 
10th best in improvements to its economy.  
Mainly, Colombia made it easier to incor-
porate businesses and improved its payment 
receipt services by the taxing authority.   

It’s interesting to look at the successful 
Chile FTA with the US  Although Chile is 
a success story, its economy was and is de-
pendent on limited resources that reached a 
maximum supply point after a decade.  For 
example, Chile’s exports are about 50% 
mining, a limited resource.  However, Co-
lombia is starting from a more diversified 
economy that is not dependent solely on 
limited natural resources.  The country has 
a potential for even more diversification that 
coupled with a larger population can yield 
many productive sectors or industries.  This 
means the possibility that Colombia could 
surpass the Chilean example.

As a result, long-term focused foreign pri-
vate equity investors should be lining up to 
bank on the additional improvements that 
the FTA will bring to the ease of doing busi-
ness in Colombia.

Felix Villalba 
Felix has over 15 years of experience 
on both the operating side and the in-
vestment side of business transactions. 
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