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ED'TOR’S LETTER BY JUNE CAROLYN ERLICK

Oil, Gas and Beyond

| was waiting for the ship to come in. In fact, so was everyone else in Nicaragua. Gas lines
stretched around the block. The supermarket shelves were nearly bare. Lights went out again
and again, plunging the country into frequent darkness. Telex machines couldn’t work, and
we reporters had to depend on the few places with generators to file our stories (for younger
readers, this was pre-computer and smart phones). U.S. President Ronald Reagan had
imposed a trade blockade on Nicaragua in May 1985. The Soviets were sending oil, dodging
the blockade.

We reporters did what we always do: we reported on the ship’s arrival. But we also
breathed a collective sigh of relief. The arrival of the Soviet ship meant hot showers and light
to read by.

Energy is intensely political. It shapes nations and trade and fuels wars and blockades.
Energy, | discovered then, is also intensely personal. It shapes our lives on a daily basis. It’s not
only a matter of how we get around or whether we have enough food to eat; energy produc-
tion affects the communities that receive it and those that produce it. It shapes attitudes
toward gender and race and nationalism and identity. It pollutes the air and the rivers. It offers
immense economic opportunities. Or it does both.

You might not think of Latin America and the Caribbean right away as a big energy
producer or consumer. But Venezuela stands ninth in global oil production with gas reserves
almost triple those of Canada. Three countries—Venezuela, Brazil, and Mexico—account for
about 90 percent of the region’s oil production. And Latin America and the Caribbean also
have the capability to provide abundant alternative and renewable energy sources: wind, solar,
geothermal and biomass, among others.

Perhaps because of my experience in Nicaragua, | started to conceive this issue in terms of
meta-politics. And there is certainly a lot of politics related to energy in the region: the politi-
cal upheaval of Brazil as a result of corruption scandals in the national oil company; the turmoil
in oil-rich Venezuela; the impact of the semi-privatization of Mexico’s oil industry; the targeting
of Colombia’s energy installations by guerrilla forces in a show of strength in the context of the
ongoing peace process.

But then | thought back on how the arrival of oil had been experienced on a very local and
personal level. | began to hear stories about the production of energy: what it felt like to grow
up in an oil camp, how energy production affects indigenous women in one particular region,
how local communities involve themselves in deciding what is done with oil.

And just recently Alvaro Jiménez, Nieman Affiliate at Harvard ‘09, happened to mention to
me that he was starting a website “Crudo Transparente,” a site that monitors the Colombian
oil industry. Out of curiosity—and as a quick break from proofreading this issue—I took a peek.
The site focuses on five areas: local economy, contracts and royalties, environment, security
and human rights and ethnic conflicts. | was pleased to see how much overlap there was with
the themes | had chosen for this issue of ReVista.

Although the website deals with only one country—Colombia—it felt like an affirmation
of the focus | had chosen for this wide-ranging topic. Energy is political. Energy is personal.

Energy matters.
C Gl
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Brazil’s Oil Scandal

Public Malaise, Institutional Resilience

“BRAZIL HAS CHANGED.”

When I moved to Brazil in the giddy
days of 2011, many people were voic-
ing that phrase. After all, the economy
seemed to be sizzling after posting 7.5
percent growth in 2010. So many profes-
sionals were moving to Rio de Janeiro
and Sao Paulo, including highly-skilled
Brazilians returning home from abroad
and Americans and Europeans fleeing
stagnation in their own countries, that
finding an apartment in those cities was
an ordeal involving visits to dozens of
run-down properties, negotiations of
astronomic sums and pleas with sadistic
landlords. Brazil’s currency was so strong
that Latin America’s largest country was
emerging as one of the United States’
largest creditors. Brazilian authorities
built up massive holdings of U.S. Trea-
sury securities in an attempt to prevent
the real—the country’s currency— from
strengthening further and eroding the
competitiveness of Brazil’s exports.

Change was also palpable on the
street level in Rio, where so-called “paci-
fication” security forces were expand-
ing their sway in favelas that had long
been under the control of drug gangs.
Construction crews were overhauling
neighborhood after neighborhood as
officials prepared the city to host a series
of megaevents, including the United
Nations’ Rio+20 Conference on Sustain-
able Development, the 2014 World Cup
and the upcoming 2016 Summer Olym-
pics. Meanwhile, the resurgence of entire
sectors like shipbuilding and the con-
struction of a colossal refinery complex
near the city were winning plaudits for
Petrobras, the national petroleum com-
pany. The oil giant, based in a brutalist-
style headquarters in the old center, was
bolstering its role as the linchpin of a
development policy aimed at reviving
old industries, developing new ones and
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fomenting a nationalist aura in the pro-
cess.

In yet another sign that Brazil’s
moment on the world stage had arrived,
just a year earlier, in 2010, a Brazilian
oilman named Eike Batista went on the
Charlie Rose television show and pro-
claimed, “We believe that in five years
Brazil will be the fifth-largest economy
in the world,” while citing the crucial
importance of Brazil’s coveted offshore
oil fields in achieving this ambition.

Epitomizing the sense of confidence
that imbued Brazil’s business estab-
lishment at the time, Batista also had

some advice to offer the United States.
“You need to be a little bit more Spar-
tan,” said the tycoon, who used to keep
a Mercedes-Benz SLR McLaren valued
at about $500,000 parked in the living
room of his mansion in Rio’s exclusive

Petrobras, the Brazilian national oil giant,
was a linchpin of a development policy
aimed at reviving old industries and devel-
oping new ones.

Jardim Botanico district. He added, “You
have to start thinking out of the box.”

As if awakening to bad hangover, Bra-
zilians are now finding that the excesses
of the country’s recent oil boom—the
hubris, the spending on grandiose devel-
opment projects and the massive bribery
scheme at Petrobras unearthed over the
past year by dogged prosecutors—were
in a league of their own, revealing fis-
sures in a model of state capitalism in
which vast powers are granted to bureau-
crats placed at the top of a maze of state-
controlled banks and energy companies.
As Brazil struggles with a multiyear
slowdown—the economy is expected to
contract almost a quarter this year in
dollar terms, making the goal of ascend-
ing into the elite club of the world’s five
largest economies more elusive—some
are seeking explanations for the malaise
gripping the country.

A research survey released in May by
Ibope, the prominent Brazilian polling
company, found that the number of Bra-
zilians expressing optimism about Bra-
zil’s future had fallen to 21 percent, the
lowest level in 22 years and a stunning
turnaround for a country which, anec-
dotally at least, has consistently ranked
among the most optimistic I have cov-
ered. Since the end of the authoritarian
rule in the 1980s, Brazil boasts achieve-
ments such as the lifting of millions out
of extreme poverty; the democratic elec-
tion of presidents like Fernando Hen-
rique Cardoso, Luiz Inacio Lula da Silva
and Dilma Rousseff, all of whom suffered
under the dictatorship; and the robust
expansion of its tropical agricultural
prowess, a development helping to feed
the world. But despite such feats, Bra-
zilians feel less confident now about the
future than in the years before Petrobras
began making its major offshore oil dis-
coveries about a decade ago.

PHOTOS, ABOVE AND OPPOSITE PAGE: COLLABORATIVE HARVARD-BRAZIL ENGINEERING FIELD COURSE PARTICIPANT, 2011. COURTESY OF JASON DYETT.
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Petrobras facilities: the oil boom led to the resurgence of entire sectors like shipbuilding and the construction of a colossal refinery complex.

Of course, Brazil is much more than
a developing-world oil producer, boast-
ing a diversified industrial base, includ-
ing world-class manufacturers like the
aviation giant Embraer, and exploiting
many other coveted resources including
soybeans, iron ore, rare earths, sugar,
huge cattle herds and orange juice. While
exploring the underpinnings of Brazil’s
latest boom, both in oil and other cov-
eted resources, and the challenges it pro-
duced, I rediscovered a gem of an article
describing an earlier time of exuberance
in Brazil. It began prophetically with a
quote from a Brazilian business leader:
“In 10 years, Brazil will be one of the
great powers of the world.”

In an eerie way, those words echoed

the bullishness of Eike Batista and oth-
er establishment figures when Brazil’s
economy appeared to be soaring in this
century’s first decade. But the phrase was
not uttered in 2010; it was actually from
the opening of a front page article in the
Wall Street Journal on April 14, 1972.
Coming after four years in which Bra-
zil’s economy had expanded on average
almost 10 percent a year, a time of excep-
tional growth that came to be known
as the “Brazilian miracle,” this was the
assessment of a Brazilian banker inter-
viewed by Everett G. Martin, an award-
winning correspondent for the Journal.
I had dug up the piece years ago while I
was based in Caracas for The New York
Times and researching the origins of

another oil boom, in Venezuela under
the late President Hugo Chavez (more on
that below.)

Even now, 43 years after it first
appeared, the article offers insight into
Brazil’s emergence as a major industrial
power—although one that operates in
an environment of acute social inequal-
ity. In the 1960s, just one commodity,
coffee, had accounted for about 70 per-
cent of exports; by 1972 coffee accounted
for less than a third. The giddiness that
I encountered upon moving to Brazil
in 2011 also seemed to be the prevail-
ing mood in the business establishment
back in 1972, reflected in spirited state-
ments by automotive and paper execu-
tives. While the article acknowledged
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Above: Harvard and Brazilian students tour Petrobras facilities; opposite page: oil rigs against a Brazilian sky.

that Brazil’s military dictatorship since
1964 “hadn’t created the ideal society,”
citing as obvious problems the torture
of political prisoners and the millions
who still lived in poverty, broad credit
was bestowed on Antonio Delfim Neto,
the powerful finance minister during the
dictatorship who helped orchestrate the
economic “miracle” with policies such
as price controls, tax incentives to boost
export-oriented industries, the establish-
ment of factories in the poor Northeast
and the regular adjustment of wages,
pensions and rents to accompany rela-
tively high inflation.

This development model came under
stress during the oil price shocks of the
1970s, exposing Brazil’s reliance on
imported oil and ushering in attempts
to ease this dependence, including the
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development of the country’s ethanol
industry. By the 1980s, Brazil was grap-
pling with stagnation, hyperinflation
and a simmering debt crisis. The radi-
cal restructuring of the economy in the
1990s, which included the introduction
of a new currency (the real) and the
privatization of an array of public com-
panies, lured greater foreign investment.
Petrobras, the oil giant founded in the
1950s during a time of growing resource
nationalism, was a cornerstone of this
shift. Authorities thoroughly exposed
Petrobras to market forces, putting an
end to the company’s monopoly on oil
exploration in Brazil while maintain-
ing state control of the oil giant. Within
a few years, this strategy seemed to pay
off as Petrobras competed nimbly with
oil companies around the world, stun-

ning the global energy industry with its
technical capabilities and its success in
finding oil in deep-sea fields. The rise
in Petrobras’s fortunes marked a turn-
ing point for the company, which in the
1950s had hired a U.S. oilman, Walter
Link, the former chief geologist for Stan-
dard Oil Company of New Jersey (now
Exxon Mobil), to lead a quest to discover
Brazil’s oil reserves. The tepid results in
those first years after Petrobras’s creation
forecast a drawn-out dependence on for-
eign oil, a problem with which Brazil had
grappled for decades. But the stars finally
seemed to be aligning in Brazil’s favor
when Petrobras began racking up one oil
discovery after another.

Brazilian authorities emphasized
their belief that the country was pre-
pared to harness the coming oil bonanza.

PHOTOS, ABOVE AND OPPOSITE PAGE: COLLABORATIVE HARVARD-BRAZIL ENGINEERING FIELD COURSE PARTICIPANT, 2011. COURTESY OF JASON DYETT.

They were convinced they could avoid
the usual pitfalls, from mismanagement
to corruption and political infighting,
that often plague other oil-rich countries
in the developing world. Seeking to bol-
ster the economy through job creation
and assert greater sway over Petrobras
and other areas of Brazil’s oil industry,
Rousseff, then the chairwoman of Petro-
bras’s board and the chief of staff to Pres-
ident Lula, supported legislation which
enhanced Petrobras’s control over new
oil fields and required the company to
buy ships and drilling rigs from Brazilian
suppliers. Drawing inspiration from oil-
rich countries like Norway which squir-
rel away oil revenues for future genera-
tions, Brazil's government also created
a sovereign wealth fund in 2008 to pre-
pare for lean times. Ebullient predictions
about Brazil’s rise as a developing-world
powerhouse soon became fashionable.
“We used to say that Brazil was the coun-
try of the future, and I think the future
has arrived,” a former high-ranking exec-
utive at Petrobras told Forbes in 2010.
“Our country is in a unique moment,” he
added. “We would have to make many
mistakes to not get it right.”

Fast forward to Brazil in 2015. Pros-
ecutors now say that executives of the
oil giant were putting into motion a
far-reaching and labyrinthine graft and
kickback scheme, one of the largest scan-
dals in the history of Brazil: at the same
time political leaders were proclaiming
that Petrobras’s oil discoveries were the
equivalent to a “winning lottery ticket.”
Critics of the government’s handling
of Petrobras argue that the legislation
requiring the company to buy its equip-
ment domestically had the effect of tur-
bocharging corruption. At the same time,
Petrobras faces a daunting test of its
capacity to oversee an array of devilishly
complex exploration projects as a result
of the measures expanding its power in
Brazil’s energy industry. In June, Petro-
bras cut its global production target for
2020 to 3.7 million barrels a day of oil
and natural gas equivalent from 5.3 mil-
lion. Brazil’s political and business estab-
lishments are still absorbing the shocks

emanating from the Petrobras scandal as
individuals who have made plea bargain
deals describe a scheme in which execu-
tives at some of Brazil’s most prominent
construction and engineering firms paid
bribes to Petrobras officials, who then
enriched themselves while channeling a
portion of the funds to Rousseff’s own
Workers’ Party and other political figures
in her coalition. (Curiously, this was hap-

Prosecutors now say

that executives of the oil
giant were putting into
motion a far-reaching and
labyrinthine graft and
kickback scheme, one of
the largest scandals in the
history of Brazil: at the
same time political leaders
were proclaiming that
Petrobras’s oil discoveries
were the equivalent to a
“winning lottery ticket.”
pening while another major scandal was
coming under intense public scrutiny, the
so-called mensaldo vote-buying scheme
involving top figures in the Workers
Party. The trial of these politicians was
considered a rare breakthrough in politi-
cal accountability in Brazil’s political

system.) The revelations of corruption
within Petrobras have coincided with an
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economic slump eroding Rousseft’s pop-
ularity. In one sign of shifting fortunes,
California, with a population about five
times smaller than Brazil’s, recently sur-
passed the Latin American country as the
world’s seventh-largest economy. Even
the sovereign wealth fund, conceived
as an underpinning of an effort to plan
wisely during the boom, has fallen victim
to the grimmer reality now prevailing in
Brazil. In an effort to meet budget targets
in 2012, officials raided the fund, leaving
it with just a fraction of its holdings.

Of course, Brazil has gone through
boom-and-bust cycles before. Histori-
ans point out that the country is argu-
ably on stronger financial footing now
than in the past. The central bank holds
$367 billion of foreign currency reserves,
dwarfing the assets at its disposal in ear-
lier periods of distress. Far from large
cities like Sao Paulo and Rio, agricultural
pioneers continue to thrive even as the
prices of some commodities have soft-
ened. Still, as Petrobras’s travails rico-
chet in the national economy, the mood
swings in Brazil remind me of the pro-
phetic assessments about handling oil
bounties by Juan Pablo Pérez Alfonso, a
once-towering figure in Latin American
and global oil politics who regrettably
remains less remembered than he should
be. A Venezuelan lawyer and cabinet
minister educated partly in the Unit-
ed States, Pérez Alfonso helped create
OPEC in 1960, contending that oil-pro-
ducing nations needed a cartel to exert
greater control over their oil resources.
But over the years he grew increasingly
disillusioned with OPEC and with Ven-
ezuela’s own triumphalism over its oil
bounty. He retreated into his walled
hacienda in the district of Los Chor-
ros in Caracas, which he maintained as
a kind of oasis in the frenetic capital of
a country whose prospects in the 1960s
and 1970s seemed just as promising as
Brazil’s did just a few years ago. Blasting
authorities who prioritized pharaonic
megaprojects made possible by petro-
leum wealth while neglecting essentials
like education, he bluntly called oil “the
excrement of the devil.” “A wave of money
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can destroy as well as create,” he warned
before his death in 1979 at age 75.

To be sure, Venezuela, a smaller
country which emerged as the world’s
largest oil exporter in the 1920s, has a
much longer history of dealing with the
blessings and curses of being an energy
power than Brazil, which has developed
a far more diversified economy in recent
decades and now wields considerable
economic clout in Venezuela. But in a
sign, perhaps, of rising political polariza-
tion in Brazil, some Brazilians are draw-
ing comparisons between the challenges
faced by residents of both countries as
disenchantment with Rousseff’s han-
dling of the economy escalates. Petro-
bras remains under the cloud of scandal
and the country follows the cautionary
tale of Eike Batista, the oil tycoon whose
vast empire has crumbled. Nevertheless,
the nurturing of independent institu-
tions in Brazil suggests that the country’s
problems occur in a different realm than
those in Venezuela, where dilemmas
include soaring inflation, acute short-
ages of basic products and a crackdown
on the government’s political opponents.
In Brazil, a crucial streak of judicial inde-
pendence has allowed officials from the
Federal Police, a respected institution
comparable to the F.B.I. in the United
States, and counterparts in the Public

Ministry, a body of independent prosecu-
tors, to dig deeply into the graft scheme
at Petrobras. Going further, Brazil’s high-
est court has authorized investigations
of some of the country’s most powerful
political figures, including the leaders of
both houses of Congress, over claims that
they benefited from the kickbacks. At the
same time, even as Rousseff faces calls
that she should be impeached over scan-
dal, she has adopted a largely non-con-
frontational approach to those calling
for her ouster, avoiding the poisonous
tenor of some political leaders in neigh-
boring countries. Strikingly, Petrobras,
while dealing with an array of challenges
stemming from the scandal producing
upheaval in its executive suites, remains
innovating on the cutting edge of deep-
sea exploration technology. In a mile-
stone largely ignored as graft revelations
swirl around the oil giant, Petrobras dis-
closed that its petroleum output (exclud-
ing natural gas) recently surpassed that
of Exxon Mobil.

Brazil still faces huge challenges as it
deals with the excesses which accompany
oil wealth. Political figures under the oil
scandal’s cloud are reportedly maneuver-
ing in an attempt to prevent the prosecu-
tor general overseeing the inquiry into
the graft scheme from securing a new
term, and Rouseff has voiced doubts over

Construction of Petrobras oil exploration equipment in Angra dos Reis, Rio de Janeiro.
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the testimony of executives who reached
plea bargain deals with investigators.

If history offers any lessons and Bra-
zil booms yet again a decade or two from
now, business leaders might still be prone
to making wildly exuberant statements.
Oil, or other coveted natural resources,
might play an even larger role in the next
boom than in the last one. But has Brazil
really changed? Undeniably yes, but per-
haps not in the way its enthusiasts pro-
claimed back in the go-go days of 2010.
The vital test which Brazil now faces sug-
gests that some of the demons from its
past may have been less tamed than once
thought. But the quiet transformation of
Brazil’s institutions offers a glimpse into
the resilience that may allow the coun-
try to pick up the pieces and bolster its
democratic experiment.

Simon Romero, the Brazil bureau chief
for The New York Times, is a 2015
Maria Moors Cabot Award winner. He
covers Brazil and several other countries
in Latin America, including Argentina,
Chile, Paraguay and Uruguay. He was
previously the newspaper’s Andean
bureau chief from 2006 to 2011, based
in Caracas, Venezuela, and a national
Sfinancial correspondent based in Hous-
ton, Texas, from 2003 to 2006, covering
the global energy industry.

PHOTOS, ABOVE AND OPPOSITE PAGE: COLLABORATIVE HARVARD-BRAZIL ENGINEERING FIELD COURSE PARTICIPANT, 2011. COURTESY OF JASON DYETT.

Energy
in Brazil

and Politics

A Retreat from Oil Nationalism

WITH BRAZIL’S STATE OIL COMPANY PETROBRAS
engulfed in a massive corruption scandal,
the government looks poised to introduce
an energy sector overhaul that would
reverse a trend of using state-run com-
panies to drive economic development.
While most of the details of the scheme
have only recently come to light—creat-
ing a political crisis for the president just
as the economy is faltering—the corrup-
tion scandal follows years of political in-
terference in the management of Petro-
bras and in energy policy more broadly.

The bribery scandal first came to light
in March 2014, when a senior execu-
tive, Paulo Roberto Costa, was arrested
on charges of money-laundering. In a
plea bargain, he revealed a vast kickback
scheme that involved inflating Petrobras
contracts and pocketing 3% of the value.
Many of the company’s top executives
and senior government officials, includ-
ing some from the ruling Workers Party,
have been implicated.

The scandal has reached the high-
est levels at the company. Jose Sergio
Gabrielli, Petrobras’ chief executive from
2005 to 2012, had his assets frozen by a
court order in January. Although Gabri-
elli’s successor appears to have had no
involvement in or prior knowledge of
the scheme, the appointee Maria das
Gracgas Silva Foster—a close friend of
President Rouseff—resigned under pres-
sure on February 4, along with five other
Petrobras executives. Several top execu-
tives have since received fines and prison
terms.

The scandal’s financial repercus-
sions are particularly painful for the
world’s most indebted company, with
some of the largest annual corporate
investment plans globally. For several
months, Petrobras was unable to cal-

culate its losses from the bribery scheme,
preventing its auditor Price Waterhouse
Cooper from approving its financial
statements, originally due in November.
In late April, Petrobras finally released
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its audited financials, dodging a tech-
nical default that could have blocked it
from international capital markets. The
company reported a $16.8 billion write
down, or reduction in the value of its
assets, including more than $2 billion
from corruption. Not surprisingly, Petro-
bras stock has taken a hit, falling from
$72 per share at its height in 2008 to
around $5 per share in March, recover-
ing slightly after its financial statements
were released.

In a significant reversal of past poli-
cies, Petrobras is now taking steps to

Petrobras facilities contrast with a spectacular natural setting.

The company has banned 23 of Brazil’s largest
engineering and construction firms from future

oil and gas exploration auctions because they were
allegedly involved in the scandal, leaving few qualified
suppliers in a country with particularly strict local

content rules.
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