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enezuela is teetering on the brink of

economic disaster. Although the freefall

started some time ago, it is now on track
for the most severe contraction since indepen-
dence. Energy shortages forced President Nicolas
Maduro to institute three-day weekends in early
April. Comestibles and medicines are in short
supply. In this crisis atmosphere, programs such as
Petrocaribe face an increasingly dim future.

The abrupt demise of the eleven-year-old
chavista oil financing project could cause severe
dislocations for its Central American and Caribbean
member-nations. Petrocaribe is less critical in an
environment of low oil prices, but the global energy
market is prone to huge fluctuations.

Thankfully, with help from the US and the
international community, Central American and
Caribbean countries themselves have taken a
number of steps to diversify energy sources and
transition from costly, dirty fuels. But more must
be done.

We must focus greater attention to the energy
stability of countries just off our shores, or just
south of our border. Uncertain energy would slow
down growth and investment and increase poverty
across the region’s economies.

This is why, in July 2014, the Atlantic Council’s
Adrienne Arsht Latin America Center sounded the

alarm bells about the imperative to quickly find an
alternative to Petrocaribe. We specialize in find-
ing solutions to hemispheric challenges, especially
when the international community can play a

vital role. This is certainly the case here. Nearly
two years ago, Uncertain Energy: The Caribbean’s
Gamble with Venezuela, laid out six recommenda-
tions of how the United States could help countries
move away from dependence on Petrocaribe. We
are pleased that some of the policy proposals are
being adopted. We urge governments to move
quickly on some of the issues that remain.

Now, with Vice President Joseph R. Biden host-
ing the US-Caribbean-Central America Energy
Summit in May 2016, we are returning to the issue.
David L. Goldwyn, the Latin America Center’s
Nonresident Senior Energy Fellow and Chairman
of our Global Energy Center, and Cory R. Gill, his
associate, offer a compelling update of the energy
landscape in Central America and the Caribbean.
The authors analyze whether the region is pre-
pared for Petrocaribe’s eventual end.

US leadership remains crucial as the Caribbean
and Central America devise solutions that will meet
their energy needs. Vice President Biden’s efforts
have been laudable. But, with the administration
nearing its end, US engagement on these energy
issues must continue.

Peter Schechter
Director
Adrienne Arsht Latin America Center
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Jason Marczak
Director, Latin America Economic Growth Initiative
Adrienne Arsht Latin America Center
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Introduction

enezuela’s financial free fall casts a

shadow of concern over the Caribbean

and Central America. In the Caribbean,
the sudden decline of Petrocaribe and other
Venezuelan credit programs could trigger humani-
tarian crises and unauthorized migration flows
to the US mainland. A Petrocaribe shock could
also imperil economic growth in Central America,
undermining efforts by the Northern Triangle to
address transnational crime.

While some former Petrocaribe recipients
have transitioned away from the program, the
most vulnerable have not. The United States has
a unique opportunity to exercise effective crisis
prevention by weaning the remaining govern-
ments off insecure Venezuelan credit.

A transition to cleaner fuels could lower coun-
tries” high electricity costs, carbon footprints, and
political obligations to Venezuela. If the United
States, international financial institutions, and
European partners can act with speed and savvy,
they can also mitigate decades of ideological and
political competition between the United States,
Cuba, and Venezuela over statist versus market-led
models of development.

Based on creative American diplomacy and
leadership from some Caribbean and Central
American governments, this era of ideological
competition seems to be sunsetting. Venezuela’s
economic collapse—combined with abundant
supplies of US energy, low oil and gas prices, and
unprecedented US policy and regional leadership—
is making Petrocaribe increasingly irrelevant.

For nearly two years, as the uncertain prospects
of continuing Venezuelan credit support have
worsened, many leaders in the Caribbean and
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Central America have begun to chart a path to
political and economic autonomy. Jamaica and
the Dominican Republic paid off their Petrocaribe
debt at heavy discounts. Rising supplies of US
shale gas and oil lowered the cost of crude oil,
gasoline, natural gas, and fuel oil substitutes such
as propane and cooking gas.

This market shift has opened the door to
private investment in cleaner, gas-fired power
generation. The United States and international
financial institutions have offered diplomatic and
financial support to help nations develop renew-
able energy, with some early successes. US energy
diplomacy is helping Central America complete
an integrated power grid that can wheel cheaper,
cleaner gas-fired power to the region, including
the deeply troubled Northern Triangle. President
Obama'’s normalization with Cuba is an oppor-
tunity to create a more stable and open Cuban
economy. Progress could include weaning the
island away from dependence on Venezuela, and
assisting in Cuba’s move toward renewable and
gas-fired power.

Yet progress is both fragile and incomplete.
Nations that still rely on Petrocaribe could suffer if
a Venezuela debt default cuts off their credit, or if
energy prices recover and force them deeper into
dependence. Conversion from high-carbon fuels to
cleaner gas and renewables is just beginning, and
international support must be sustained for it to
proceed.

US energy diplomacy must continue beyond the
November 2016 election and abandon its remain-
ing ideological agnosticism on the region’s use of
natural gas for power generation in addition to
renewables. Finally, the United States must take
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on two of the greatest potential regional migration  to liberate it from reliance on Venezuela. This

threats from key Venezuelan energy dependents. report contains recommendations for completing
This means adopting a serious and creative this transition from uncertain energy to certain
approach to energy supply in Haiti, as well as progress.

empowering Cuba to access the technology needed

Venezuela’s vast oil wealth made Petrocaribe possible: PDVSA’s Paraguana Refinery is one of the largest
refineries in the world.

4 ATLANTIC COUNCIL



The Waning of Petrocaribe? Central America and Caribbean Energy in Transition

Venezuela and Petrocaribe

Today

Petrocaribe: An Overview:

enezuela established Petrocaribe in 2005,

as a means to provide generous credit

financing for Caribbean and Central
American countries to purchase Venezuelan crude
oil and petroleum products.? Countries make an
up-front payment to Venezuela ranging from 30
percent to 95 percent of the official market price,
and roll over the remainder into loans ranging
from seventeen- to twenty-five-year durations
with 1-2 percent interest rates. The terms of this
payment structure are calibrated to ensure that
the higher the Venezuelan benchmark oil price, the
smaller the percentage share the recipient state
must pay up front (for precise formulas, see figure
1, p. 6). The Convenio Integral de Cooperacion
Venezuela-Cuba, a similar, even more generous
barter agreement signed in October 2000, governs
the export of crude oil and petroleum products
from Venezuela to Cuba.3

Petrocaribe provided immediate-term budget

support to recipient states that faced severe fiscal
constraints in a world where oil prices were over
$100 per barrel. In 2012, when average oil prices
exceeded $111 per barrel, Petrocaribe exports peaked
at 121,000 barrels per day.* Yet the program also
significantly increased the overall debt of recipient
states. In some cases, external financing from
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Venezuela comprised 10-20 percent of individual
recipient state gross domestic product (GDP),
including 15 percent for Haiti and 20 percent for
Nicaragua.®

Recipient states also lacked incentive to transition
from fuel oil and diesel despite its high overall costs,
as neither market-priced natural gas nor renewable
energy could compete on equal footing with
credit-supported oil. Rather than pass savings onto
consumers, governments used savings to help plug
budget deficits or finance new programs, leaving
industrial and residential consumers saddled with
electricity tariffs frequently exceeding $0.30 per
kilowatt hour (kWh), the highest in the Western
Hemisphere and three times the US average of $0.10
per kWh.®

The reliance of Petrocaribe recipient states on
the program also eroded their political freedom
of action. Venezuela frequently used Petrocaribe
to exert influence in the Organization of American
States (OAS). Venezuelan President Nicolas Maduro
noted in 2014 that countries Venezuela perceived
as intervening in its affairs would “go dry” Many
interpreted this phrase as a warning to Petrocaribe
states to refrain from supporting OAS resolutions
critical of the regime.7
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Figure 1. Petrocaribe Payment Options

> Payment terms when Venezuela benchmark oil [l Petrocaribe member down payment (In percent)
price is greater than dollar figure indicated B Venezuela-financed portion (In percent)

17-YEAR LOAN TERM WITH 2 PERCENT INTEREST RATE, 2-YEAR GRACE PERIOD

25-YEAR LOAN TERM WITH 2 PERCENT INTEREST RATE, 2-YEAR GRACE PERIOD

60% @ 40%

>$50 >$80 >$100 >$150

Source: Fifth Summit of the Heads of State of Petrocaribe, Resolution 04.03-05, July 13, 2008, www.hacienda.gov.
do/petrocaribe/documentos/resoluciones-04-03-05.pdf
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Venezuela Today

il prices crashed from as high as $115
per barrel in 2014 to $35 per barrel in
March 2016. The Venezuelan economy
went into a corresponding freefall,
with overall economic mismanagement a major
factor as well. Inflation totaled 275 percent last year
and GDP declined by 10 percent.? The nation took
a five-day holiday in March 2016 due to a major
power outage, and the government has announced
subsequent holidays in an effort to save energy.?
Multiple economic forecasts project a default on
both sovereign debt and the debt of the state-owned
oil and natural gas company, Petréleos de Venezuela
S.A. (PDVSA), as increasingly likely within the next
one to two year.'°

Reform and restructuring are equally unlikely
in Venezuela. The opposition coalition, the Mesa
de la Unidad Democratica (MUD), won legislative
elections in December 2015; many stakeholders
within the coalition are pushing efforts to remove
President Maduro from office through legal means,
but political paralysis is the most likely forecast.11
The MUD remains rife with internal divisions, and
prospects for a change in leadership prior to the
2018 presidential election appear muddled at best.
The MUD will likely continue to use its control of the
National Assembly in attempts to check or erode
President Maduro’s executive authority, while the
regime itself will remain fully occupied with trying
to prevent an even more acute economic collapse.

By 2014, economic mismanagement and declining
oil production had already made continued support
for Petrocaribe and other foreign assistance
programs uncertain. The drop in energy prices put
fiscal pressure on the Venezuelan economy, but also
enabled Petrocaribe clients to shed their debt and
dependence by seeking low-cost energy supply in
the open market and by taking the opportunity to
move to other fuel sources. While exports for the
entire Petrocaribe program appear to have declined
by approximately 12 percent overall from 2013 to
2014 (or from 111,800 barrels per day to 98,800
barrels per day), the most significant declines were
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from former anchor clients Jamaica (19.7 percent)
and the Dominican Republic (18.5 percent).’

This development is significant. These two
countries, among the most populous and most
influential in the Caribbean, have large energy
demand relative to their neighbors and are
therefore indispensable hubs for any regional
energy transition to take hold. Both also retired
their Petrocaribe debts at fire sale prices: the
Dominican Republic paid $1.9 billion to settle
nearly $4.1 billion in debt, while Jamaica paid $1.5
billion to settle around $3 billion in debt. The deals
were offered by a Venezuelan treasury desperate
for liquidity and hard currency.® Caracas got
immediate access to scarce dollars but weakened
its regional influence. Deliveries to the other active
Petrocaribe member states are thought to have
remained fairly stable through 2014, but some
indications suggest that volumes fell, in some cases
to zero, in 2015.14

Petrocaribe’s Growing
Irrelevance

etrocaribe is, for now, increasingly irrelevant.
POil prices are sufficiently low for nations to

pay for their own supplies, without taking
on additional debt. Indeed, the Petrocaribe payment
options in figure 1 (see p. 6) indicate a country
would pay Venezuela $44 per barrel up front in an
environment where total costs were $110 per barrel.
In the current price environment, Petrocaribe
countries can pay less than $44 per barrel on the
open market. The US shale oil and gas boom has
created a surplus of refined product, making the
United States a low cost exporter of gasoline and
propane. The United States increasingly provides
a low-cost alternative for Central American and
Caribbean markets, as demonstrated in figure 2 (p.
8).

[t is also questionable whether Venezuela can
continue to offer other nations credit, when it is
on the brink of default.’> A default risks exposing
PDVSA assets to seizure by creditors. It is unclear
whether, or to what degree, the Petrocaribe
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Figure 2. US Exports to Petrocaribe Countries (2008-2015)

Countries without refineries
(thousands of barrels/day):

Countries with refineries
(thousands of barrels/day):

ANNUAL US EXPORTS TO PETROCARIBE COUNTRIES, IN THOUSANDS OF BARRELS OF OIL PER DAY
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Source: US Energy Information Administration Database, https:/www.eia.gov/dnav/pet/pet_move_expc_a_
EPPO_EEX_mbbl_a.htm

program could survive a major debt restructuring.

The victory of the MUD in the December 2015
legislative elections adds an additional element
of uncertainty about Petrocaribe. While some
within the MUD have called for the review of all
Venezuelan energy cooperation agreementst6 the
broader coalition includes parties and individuals
of diverse ideological persuasion, including those

who prefer to keep Petrocaribe in place for political
and/or humanitarian reasons.

Given Venezuela’s acute economic challenges
and its own pending humanitarian disaster, the
continued gradual erosion of Petrocaribe is
likely. Caracas will look wherever it can to secure
immediate-term dollar-denominated export
revenues.

ATLANTIC COUNCIL
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Caribbean Nations:
Preparing for the End

ith small isolated markets, poor credit,
limited area for wind farms, and
thin government capacity, Caribbean

states face challenges in moving to a lower-carbon
economy. For the United States, the top prior-

ity is helping the larger nations shake their fuel
dependency, and then helping the smaller nations
with bespoke clean energy solutions. These are
challenges that diplomacy and policy reform can
address; progress is under way.

The most promising development is the firm
commitment of Caribbean nations to move ahead
on lower- or no-carbon projects, even though
Petrocaribe continues and oil prices remain
at multi-year lows. The larger countries are
transitioning to natural gas as a baseload fuel
for electricity generation. Smaller islands are
using natural gas liquids instead of fuel oil, and
Caribbean Community (CARICOM) nations are
setting an overall target of 20 percent renewable
energy by 2017. According to private utilities, some
countries can easily reach 30 percent by that date."”

CARICOM is working to implement this policy,
in part through the development of the Caribbean
Sustainable Energy Roadmap and Strategy
(C-SERMS) Platform, to which the United States
has provided financial and technical support.
C-SERMS serves as an implementation framework
and knowledge-sharing mechanism to better allow
individual Caribbean countries, multilateral institu-
tions, and the private sector to share information,
track progress on efforts to meet renewable energy
goals, and avoid duplication of resources.!8

The United States has made unprecedented
efforts to promote the deployment of renew-
able energy in the Caribbean with bilateral and
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multilateral initiatives. This work stems from
continued US concern that a potential Venezuela
default could result in severe economic and energy
security impacts on countries that still rely on
Petrocaribe to meet a significant share of their
energy demand. The Department of Energy (DoE)
has helped facilitate Caribbean access to natural
gas liquids by processing small-scale export appli-
cations in an efficient manner. These efforts have
produced important progress.

US and International
Renewable Energy Initiatives

The Obama administration, led by Vice
President Joseph Biden, launched the
Caribbean Energy Security Initiative

(CESI) in June 2014 to underscore its interest in
helping Petrocaribe and other states transition to

a cleaner, more competitive, and secure energy
future. Subsequent meetings, including the January
2015 Caribbean Energy Security Summit (CESS)

in Washington, provided more concrete detail on
key matters such as donor coordination while also
creating mandates for US agencies to help Caribbean
states attract more clean energy investment. Among
the key programs is the $20 million Clean Energy
Finance Facility for the Caribbean and Central
America (CEFF-CCA), which President Obama
launched at the April 2015 US-CARICOM Summit in
Kingston, Jamaica."

These are long-term efforts, and the United
States has prioritized catalytic financing and
technical assistance to national companies to
accelerate the pace. Inter-American Development
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The United States and multilateral organizations including the IDB and the World Bank are helping
Caribbean states attract more clean energy investment, including wind farm projects in Jamaica.

Bank (IDB), European Union (EU), and World Bank
efforts are equally important. Geothermal energy
has promise as well as the limited development of
wind and solar resources. Some of the top projects
being carried out in the Caribbean with the support
of the United States or other international donors
include:

Corporation (OPIC)-supported 36-mega-
watt (MW) Blue Mountain Renewables
Wind Power Project in Jamaica;

@ the Overseas Private Investment

(- the OPIC-supported 20 MW Content Solar
Limited Solar Plant in Jamaica;
«_*_, State Department technical assistance that
'@' resulted in the signing of a purchase power
agreement (PPA) in St. Kitts and Nevis to
develop geothermal resources;

Hotel Energy Efficiency and Renewables
(CHEER) initiative, which supports energy
and water efficiency in the tourism

@ the DoE- and OPIC-supported Caribbean

10

industry in collaboration with the IDB’s Caribbean
Hotel Energy Efficiency and Renewable Energy
Action-Advanced Program (CHENACT-AP);

the Caribbean Centre for Renewable
Energy and Energy Efficiency in Barbados,
which is supported by the Austrian and
German governments, the United Nations,
the EU, the World Bank, the IDB, and
others;

the IDB- and Caribbean Development

Bank (CDB)-supported Sustainable Energy
Facility to support geothermal projects in
Antigua and Barbuda, Dominica, Grenada,
St. Kitts and Nevis, St. Lucia, and St. Vincent
and the Grenadines; and

World Bank financing to promote geo-

thermal development in Dominica and St.
Lucia.

ATLANTIC COUNCIL
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US and International Support
for Natural Gas

he greatest progress in transitioning from
I Petrocaribe fuel oil to cleaner fuels has come
from Jamaica’'s move to liquefied natural
gas (LNG) and smaller-island adoption of natural
gas liquids. The US shale gas boom and efficient
regulation by DoE has spurred this headway.*°
DoE adopted procedures that enabled permits for
small-scale exports of LNG and other liquids to be
approved expeditiously.?! Prior to CESS, only the AES
Andres LNG terminal in the Dominican Republic had
LNG importing capability, primarily for gas to feed
the company’s gas-fired power plants in the country.

These regulatory changes have helped facilitate
LNG flows to the Caribbean. Ongoing LNG projects
in the region include:

AES efforts to offer LNG trans-shipment
capabilities at the Andres terminal by
% the third quarter of 2016, with the intent
of making the facility a regional trans-
shipment hub for Caribbean, Central
American, and South American offtakers;
New Fortress Energy’s tender to provide
% LNG to Jamaica’'s Bogue power plant,
enabling it to convert to natural gas;
New Fortress Energy’s tender to construct
a LNG terminal to serve a new gas-fired
% power plant at Old Harbour in Jamaica; and
IDB preparations to help Barbados
% construct infrastructure to import LNG.

Increasing gas access in the Caribbean makes
sense but more needs to be done. US policy
remains somewhat agnostic on natural gas
penetration in the Caribbean, despite the near-
term carbon reduction impacts. Caribbean markets
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are small, and buyers need lower volumes, shorter
terms, and credit support.?> The market may fix
itself, as excess LNG supply and the accessibility of
floating storage units (FSUs)?3 may lead to creative
marketing. Volumes that would appear marginal in
the context of large LNG contracts with major Asian
and European offtakers are capable of significantly
altering the Caribbean’s energy mix.

The United States should embrace a policy that
falls in line with that of international financial
institutions. The IDB helpfully offers financial
support for LNG import infrastructure to countries
where renewables cannot substitute for fuel oil
and diesel as a baseload energy source. This policy
is relatively new, and an early client is Barbados,
where the IDB is in the planning phase of financing
LNG import infrastructure. The IDB hopes to apply
successes and lessons learned in Barbados to
similar projects elsewhere in the region. Access to
natural gas will ensure that countries can diversify
their energy supplies with cleaner, less expensive
fuels.

Options for Smaller States?

ile the cost and scale of LNG access
is so far challenging for the smaller
islands, many have diversified their

supply and lowered their carbon footprints and fuel
costs by importing other natural gas liquids (NGLs),
such as propane. The US Virgin Islands’ utility,

the Virgin Islands Water and Power Authority, is
importing propane for power generation as it is less
expensive and simpler to liquefy than natural gas.
Yet, while NGLs such as propane provide buyers
with supply diversification, security, and carbon
reduction benefits, they deliver more limited price
relief than LNG and may be more vulnerable to
demand shocks.?*

n
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Unfinished Business

uba and Haiti are two of the greatest risks

for abrupt, large-scale migration in the

Western Hemisphere. Actions to accelerate
economic development in both countries to
disincentivize such an event and mitigate this risk
should be a top priority.

Government capacity in Haiti remains extremely
weak, and work to completely restructure and
reform Electricie d’Haiti (EdH), Haiti’s national
electric utility, has not succeeded. Haiti would
benefit from gaining the ability to leverage natural
gas and renewable energy to deliver power to its
citizens through distributed generation systems.
The World Bank, the IDB, and the United States and
Norwegian governments have all demonstrated
willingness to help implement such an approach.
The United States has significant expertise in the
deployment of hybrid mini-grids, which it could
utilize to lay the groundwork for such a system. The
United States should thus liaise with willing partner
countries and international financial institutions
to launch a pilot project that could be paid for, at

least in part, by Haitian consumers paying for their
power usage by using mobile phones, which are
ubiquitous in Haiti. Lifeline tariffs could be provided
by income transfers where necessary. If the pilot
project succeeds, larger-scale private investment
may follow.

Cuba’s importance to a regional energy solution
has increased, following ongoing US efforts to
normalize relations with the island. Cuba is much
more likely to proceed with large-scale political
and economic change if Venezuela’s influence,
which persists in part through continued Cuban
dependence on Venezuelan crude oil and petroleum
products, wanes over time. The United States
therefore has significant interests in helping Cuba
leverage its ample wind and solar potential to make
a major energy transition, which would also include
a move to natural gas as a baseload fuel, similar
to what is occurring in Mexico, Panama, and El
Salvador. The Obama administration should focus
on garnering the political will to allow the export
of US technology, which would enable Cuba to
develop both gas import infrastructure and a robust
indigenous renewable energy sector.

In 2015, Les Anglais, Haiti inaugurated its first solar-powered microgrid, a small step in the diversification
away from hydrocarbon-fired electricity.

12
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Central America: US
Engagement Brings

entral America’s energy insecurity derives

from an overdependence on fuel oil,

the resistance of existing generators to
competition, and limited regional integration. It
also suffers from high power prices, second only
to the Caribbean in the Western Hemisphere.
Approximately seven million people region-wide (or
around 16 percent of the population) lack access to
electricity.?> Enhancing energy access and lowering
costs are critical for investment and stability.

The decline of Petrocaribe puts many Central
American nations at risk. Nicaragua is a significant
Petrocaribe offtaker, importing around a combined
25,000 barrels per day of crude oil and petroleum
products in recent years, representing over 75
percent of its oil demand.?® Other Central American
nations have seen the availability of Petrocaribe
crude and product decline, and have, therefore,
increased their imports of US petroleum products.
Unless these nations transition from oil-fired power
to another fuel, their electricity prices will remain
high, and they will risk a price shock when global oil
prices recover.

This is a danger to US national security as well.
The more financially stressed these nations are,
the more restricted they will be to help address
pervasive violence and poverty in the Northern
Triangle. For Guatemala, Honduras, and El
Salvador, the direct economic effects of higher-cost
energy will further stifle business opportunities.
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Underdevelopment remains a powerful driver of
unauthorized migration flows to the United States.

President Obama took a major step toward
addressing regional energy security at the April 2015
US-CARICOM Summit in Jamaica, by expanding CESI
to include Central America. At the summit, President
Obama created a new energy security task force
partnership with Caribbean and Central American
countries to evaluate progress and “identify concrete
steps to advance energy sector reform, regional
integration, and clean energy development.”*’ A
joint meeting with both the Caribbean and Central
American task forces will occur in Washington in
early May.

Regional politics have precluded the Central
American task force from addressing gas supply
to the region. Still, the Obama administration has
focused intensely and successfully on completion of
aregional power grid while commercial progress
is being made to add new LNG-fired gas generation
to feed into that grid. A regional framework,
allowing for the transit of gas-fired electricity to
customers throughout Central America increases
the likelihood that offtakers will be able to purchase
LNG supplies in volumes sufficiently large to attract
global suppliers. Without such conditions in place,
offtakers would likely be unable to purchase LNG
to replace fuel oil and petroleum products and to
mitigate attendant price volatility and security of
supply risks.

13
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Progress on Natural Gas Supply

and Power Market Integration

he fast track to lowering regional electricity
prices lies in bringing on new gas-fired
generation to meet demand growth.
Low LNG prices and new technology are driving
commercial progress. Investors are focused on
building self-supplied, natural gas-fired power
plants. Many of these plants source more gas
than the plant needs, allowing for the potential
conversion from fuel oil to gas for existing plants.
The AES Corporation’s investment in Panama
is illustrative. In September 2015, AES won a
competitive bid to construct a 350 MW, combined-
cycle natural gas-fired plant with a ten-year PPA
in Panama. AES’s business will initially comprise
only the sale of natural-gas-generated electricity
to Panamanian distribution companies. But the
new storage and regasification terminal may help
Panama become a regional energy hub, serving
growing demand in both the Caribbean and Central
America. Commercial operations are expected to
begin in 2018.28
Another example is Energia del Pacifico. It
won a tender in November 2013 to construct a 355
MW, gas-fired power plant in El Salvador. First
dispatch of electricity from the new power plant
is expected in 2019.2 Energia del Pacifico has also
expressed interest in using excess storage capacity
at its storage and regasification terminal to supply
additional power plants in El Salvador or elsewhere
in the region.

At the governmental level, the United States Trade

and Development Agency (USTDA) is financing

a feasibility study to develop an LNG terminal

for the Panama Canal Authority (ACP). ACP has
demonstrated significant interest in building an
LNG terminal to maximize the benefits of the
expected increase in LNG tanker traffic following
the completion of the Panama Canal expansion
project this year.3° USTDA’s decision to finance the
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study is a promising signal that the United States

is transitioning away from its previous reluctance
to support increased utilization of natural gas in
Central America and the Caribbean. Even further
steps, such as OPIC support for projects at a scale
comparable to its support for renewable projects in
the Caribbean and Central America,3' must still be
taken.

In addition, the United States and the six Central
American countries using the Central American
Electrical Interconnection System (SIEPAC) have
leveraged the US-Central America Energy Security
Task Force that President Obama launched in
Kingston to accelerate electricity integration. A
well-integrated regional market will create true
competition for power supply, lower prices, improve
reliability, reduce carbon emissions, and decrease
the need for Petrocaribe fuel oil or diesel to run
regional power plants.

The task force is boosting existing multilateral
efforts to expand the Central American Electricity
Market (MER) and increase the transit and sale
of electricity across national borders through
the SIEPAC transmission line. Since mid-2013,
transactions on the MER have quadrupled.
Specifically, the task force has facilitated progress
in alleviating congestion on transmission lines,
affirming time-bound commitments to create
a dispute settlement mechanism, and shoring
up willingness to test longer, two- or three-year
transmission rights contract models to give
generators more certainty. Such efforts will help
attract the private investment needed to finance
an anticipated second SIEPAC line to double its 300
MW of capacity3? This development will ultimately
increase the scale of regional electricity trade and
contribute to lower consumer prices. Increased
power integration in Central America is capable of
facilitating the sale of gas-fired electricity from new
facilities in Panama and El Salvador to countries
with less secure, more price-volatile crude oil and
petroleum products.
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Policy Recommendations
and Conclusion

uch of the Caribbean still faces the chal-
Mlenges of weak sovereign credit, small

markets, and limited access to financing
for an energy transition. But bright spots exist.
Jamaica and the Dominican Republic both have
sufficiently large markets and adequately credit-
worthy utilities to attract private sector financing
for a conversion from oil to natural gas as a base-
load for power generation. Jamaica and St. Kitts
and Nevis, with some assistance from the State
Department, OPIC, and other US government agen-
cies, have garnered private sector investments
in solar, wind, and geothermal energy projects.
In Central America, Panama and El Salvador are
enjoying new investment in gas-fired generation.

Yet many other countries, especially the smaller

Caribbean islands, see less investor interest. As
they develop policy frameworks to welcome
renewables, low-cost and low-carbon natural gas
liquids seem a quick, easy, and relatively cost-
effective way to help diversify energy mixes. But
this solution is only possible if they can afford the
infrastructure needed to access, store, and trans-
port such fuels. When this low oil price cycle ends,
nations that are not making progress today will be
the hardest hit and the least able to adapt.

Eight steps are needed to help bring
this nascent progress to the next
level:

First, sustain the diplomatic tempo

into the next administration. The

Obama administration should maintain
its high-level diplomatic and export financing sup-
port for both the Caribbean and Central America
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through 2016. But it must also put into place steps
to encourage the next administration to sustain
this level of support. Resolving the outstanding
SIEPAC transmission issues this year would be a
landmark achievement.

g Second, enhance credit support for
:@ Caribbean nations. Credit support

should pinpoint initiatives that address
both immediate- and longer-term priorities. In the
short run, the Department of the Treasury should
liaise with international financial institutions to
provide credit support to nations dependent on
Petrocaribe in the event that the program abruptly
collapses. This scenario is a concern to US officials,
especially if oil prices recover.

The United States also must join the IDB and other
willing partners in helping the smaller island
nations finance the modest infrastructure invest-
ments needed to wean themselves off fuel oil and
diesel over the medium and longer term in order
to seek alternatives to a dying Petrocaribe. These
pathways could include combinations of grants,
long-term bonds, and host country contributions.

f Third, the US Department of Energy
should pilot smart grid and smart
—/_ city technologies in the Caribbean to
demonstrate how frontier technologies can
save costs and carbon. DoE would benefit from
collaborating with and leveraging the ongoing
work of the IDB. The bank has smart grid projects
in Colombia and Ecuador and is in the development
phase of newer Central American and Caribbean
projects.33 A challenge grant might bring donor
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support from other governments, private industry,
and the Caribbean diaspora.

g Fourth, OPIC should increase the avail-
—~ % ability of its loans, guarantees, and
\@ other credit enhancements to pro-
vide support for gas import infrastructure on
smaller islands. Such an effort would mark a clear
step by the administration to move away from its
unproductive and unnecessary agnosticism on nat-
ural gas infrastructure. A “renewables first” policy
is fine, supporting renewable energy where it can
provide baseload power (such as potential geother-
mal projects throughout the Eastern Caribbean)

or serve as an important source of intermittent
supply. Yet OPIC should provide support for proj-
ects that will allow for gas to serve as a baseload or
backup fuel in cases where renewables can act only
as an intermittent source of power supply.

' Fifth, the United States and interna-
tional financial institutions should
help CARICOM and the small island

nations build capacity to lead donor coordina-

tion efforts and facilitate the procurement,
construction, and management of large-scale
energy projects. CARICOM is qualified to lead
donor coordination, but it needs more personnel
and funding. For smaller island states, the chal-
lenges of procurement, project management, and
basic regulation are obstacles to deployment of
renewable and other sources of generation. The

United States has historically provided expertise by

loaning retired utility executives to support coun-

tries through USAID and the US Energy Association.

[t might also leverage the Peace Corps to deploy

such experts to the Eastern Caribbean.

{‘“ Sixth, the United States should help

pilot a distributed energy solution to

—/_ Haiti’'s energy challenges. While Haiti’s

national utility cannot be fixed in our generation,

it is possible to deploy a system of mini-grids to

Haiti, powered by solar panels and backstopped by

diesel engines or liquid petroleum gas (LPG). These

grids can be managed by local or national coop-
erative system(s), with power paid for, at least in
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part, by consumers using mobile telephones. The
IDB or the World Bank should lead donor support
to organize and deploy the system, with technical
assistance from the United States. For an estimated
total cost of $1.8 billion through 2030, the invest-
ment in power would be a fraction of the cost of a
migration crisis.34

Seventh, the United States should

exempt the export of relevant energy

technology to Cuba to allow the island
to begin developing both natural gas import
infrastructure and a strong domestic renewable
energy sector. Authorization of other non-financial
US technical support should also be consid-
ered. Success would erode the energy lever that
Venezuela regularly applies to maintain influence
over the island. Cheaper energy would support the
growing independent private sector.

=R

Eighth, Caribbean and Central
American leaders should follow the
example set forth in Mexico’s mid-
stream and downstream energy
reforms and fully open their energy sectors to
private investment. Such action would require
state-owned enterprises and heritage power pro-
viders to compete with new market entrants rather
than protecting them from necessary change. It
would also empower a transition to market pric-
ing to allow natural gas and renewables to serve as
cost-competitive alternatives to fuel oil and diesel.

Caribbean states should study the progress and
outcome of the IDB’s efforts to finance LNG import
infrastructure in Barbados as a potential model
and make adjustments to their investment frame-
works as necessary. Central American states should
prioritize addressing remaining challenges to
SIEPAC and, in parallel, take steps now to double
the transmission line’s capacity to 600 MW and
interconnect electrically to Mexico. In particular,
Guatemala’s government should continue to col-
laborate with Mexico and the SIEPAC governments
to facilitate infrastructure construction that allows
Mexican electricity and/or natural gas to pass
through the country directly into SIEPAC.
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Conclusion

The United States has significant, enduring
interests in the Caribbean and Central America.
Regional leaders have demonstrated a willingness
to cooperate with Washington to advance shared
interests on matters including trade and invest-
ment, security, and promoting increased regional
economic competitiveness. Successful collabo-
ration on energy will yield significant national
security and economic benefits to the United
States and its partners. This progress would create
stronger political autonomy, help to address the
root causes of unauthorized migration, increase
commercial opportunities, and boost efforts to
address both climate change and shared criminal
and security threats.
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Petrocaribe has receded in relevance. A result of
low oil prices, Venezuela’s rapid economic decline,
and the Obama administration’s launch of CES],
recipient countries are diversifying supply, adopt-
ing lower carbon fuels, aggregating power markets,
and expanding the use of renewable energy. The
IDB and the World Bank have stepped forward with
critical financing and creative project development
programs. This constitutes remarkable, historic,
and salutary progress. The region needs to sustain
this momentum and complete the energy transi-
tion before this price cycle ends and dependency
returns.



The Waning of Petrocaribe? Central America and Caribbean Energy in Transition

About the Authors

David L. Goldwyn is Chairman of the Atlantic
Council’s Global Energy Center and a nonresident
senior energy fellow at the Council’s Adrienne
Arsht Latin America Center. He served as the US
Department of State’s special envoy and coordi-
nator for international energy affairs from 2009
to 2011, reporting directly to then-Secretary of
State Hillary Clinton. Goldwyn has authored a
series of works on energy issues, including his
past co-authored Atlantic Council report address-
ing Petrocaribe, titled “Uncertain Energy: The
Caribbean’s Gamble with Venezuela” (July 2014).

18

Cory Gill is an associate at Goldwyn Global
Strategies, LLC. He was the co-author of the July
2014 Atlantic Council report on Petrocaribe. Gill
served as a legislative assistant to Senator Richard
Lugar on the staff of the Senate Foreign Relations
Committee (2008-12), where he focused on
European energy security issues and the develop-
ment of Iraq’s postwar oil industry.

ATLANTIC COUNCIL



The Waning of Petrocaribe? Central America and Caribbean Energy in Transition

1 For additional background on Petrocaribe, see David Goldwyn and Cory Gill, “Uncertain Energy: The Caribbean’s Gamble with
Venezuela,” Atlantic Council, July 16, 2014, http://www.atlanticcouncil.org/images/files/Petrocaribe_RDO_18.pdf.

2 Petrocaribe’s initial thirteen signatories included Antigua and Barbuda, the Bahamas, Belize, Cuba, Dominica, the Dominican
Republic, Granada, Guyana, Jamaica, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Suriname.

3 The text of this agreement can be read at the following link: http://www.mpdc.es/components/com_mtree/attachment.
php?link_id=528&cf id=39.

4 Jorge Pifion, “Petrocaribe: A Supply-Demand Analysis,” University of Texas — Austin Jackson School of Geosciences Latin
America and Caribbean Program, Presented by Jorge Pifion in Doral, Florida, June 16, 2014, slide 6.

5 “Regional Economic Outlook: Western Hemisphere,” International Monetary Fund, April 2014, http://www.imf.org/external/
pubs/ft/reo/2014/whd/eng/pdf/wreo0414.pdf.

6 Jed Bailey, Nils Janson, and Ramon Espinasa, Natural Gas in the Caribbean - Feasibility Studies (Volume 1), Inter-American
Development Bank, June 30, 2015, http://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=39205253, pp 14-15; US Energy
Information Administration, “Average Price of Electricity to Ultimate Customers by End-Use Sector;,” https://www.eia.gov/
electricity/monthly/epm_table_grapher.cfm?t=epmt_5_6_a.

7 Petrocaribe is cited among the factors that have limited the OAS’s capacity to take a principled stand against the Venezuelan
regime’s gross human rights violations and persecution of the political opposition, as exemplified by the weak March 2014 OAS
resolution that expressed solidarity with Caracas’ efforts to address political turmoil despite the regime’s systemic crackdown
against the political opposition. For additional analysis see “Bankrolling Votes in the OAS Pays Off for Venezuelan Regime,”
Miami Diario, March 21, 2014, http://www.miamidiario.com/opinion/venezuela/nicolas-maduro/oas/protests/321721;
Francisco Toro, “The Petrocaribe Trap,” Caracas Chronicles, March 31, 2014, http://caracaschronidcles.com/2014/03/31/
the-petrocaribe-trap/.

8 “IMF Sees Venezuela inflation at 720% this year,” Financial Times, January 22, 2016, http://www.ft.com/fastft/2016/01/22/
imf-sees-venezuela-inflation-at-720-this-year/?ft_site=falcon&desktop=true; Ricardo Hausmann, “It could be too late to avoid
catastrophe in Venezuela,” Financial Times, February 3, 2016, https://next.ft.com/
content/204fc996-c8d5-11e5-a8ef-eab6€967dd44.

9 Sara Schaefer Muiioz, “Venezuelans Get Fridays Off in Government’s Latest Bid to Save Energy,” Wall Street Journal, April 7, 2016,
http://www.wsj.com/articles/venezuelans-get-fridays-off-in-governments-latest-bid-to-save-energy-1460058607.

10“Moody’s changes outlook on Venezuela’s Caa3 rating to negative from stable; Caa3 rating affirmed” Moody’s Investors Service,
March 4, 2016, https://www.moodys.com/research/--PR_344436; “S&P Says Venezuela Has Heightened Risk of Default” Latin
America Herald Tribune, February 29, 2016, http://www.laht.com/article.asp?Categoryld=10717&Articleld=2406806.

11 “Venezuela’s opposition to pursue referendum, constitutional change to oust Maduro,” Associated Press, March 3, 2016, http://
latino.foxnews.com/latino/news/2016/03/03/
venezuela-opposition-to-pursue-referendum-constitutional-change-to-oust-maduro/.

12 Data transmitted via e-mail to David Goldwyn and Cory Gill from Jorge Pifion, Director, Latin America and Caribbean Energy
Program, Jackson School of Geosciences, Interim Director, Center for International Energy and Environmental Policy, Jackson
School of Geosciences, The University of Texas at Austin.

13 Katia Porzecanski and Allan Lopez, “Jamaica Sells $2 Billion in Bonds to Repay Petrocaribe Debt,” Bloomberg News, July 23, 2015,
http://www.bloomberg.com/news/articles/2015-07-23 /jamaica-planning-1-5-billion-bond-sale-to-pay-petrocaribe-debt; Ezra
Fieser, “Venezuela Gets $1.9 Billion as Dominican Republic Pays Debt,” Bloomberg News, January 29, 2015, http://www.
bloomberg.com/news/articles/2015-01-30/dominican-republic-taps-1-9-billion-to-pay-venezuelan-oil-debt.

ATLANTIC COUNCIL 19



The Waning of Petrocaribe? Central America and Caribbean Energy in Transition

14 Data transmitted via e-mail to Cory Gill from Marianna Parraga, Reuters Energy Columnist.

15 Indeed, there are growing fears that PDVSA, whose finances have been thrown into further disarray as its revenues are limited
by low prices, will default on the around $5.2 billion owed to bondholders in 2016. For more analysis, see Marianna Parraga,
“Deepening default fears cast shadow over Venezuela’s oil flows,” Reuters, February 27, 2016, http://www.reuters.com/article/
us-oil-pdvsa-debt-analysis-idUSKCNoWoo0DA.

16 Carlos Camacho, “Reckless giveaway of Venezuela’s oil needs to stop, opposition says,” Fox News Latino, December 28, 2015,
http://latino.foxnews.com/latino/money/2015/12 /28 /reckless-giveaway-venezuelas-oil-needs-to-stop-opposition-says/.

17 Caribbean Centre for Renewable Energy and Energy Efficiency, Policy Implementation, http://www.ccreee.org/content/
policy-implementation.
18 Description of C-SERMS provided to David Goldwyn and Cory Gill in conversations with US officials.

19 “FACT SHEET: U.S.-CARICOM Summit - Deepening Energy Cooperation,” April 9, 2015, https://www.whitehouse.gov/the-press-
office/2015/04/09/fact-sheet-us-caricom-summit-deepening-energy-cooperation.

20 While there were no formal gas related initiatives pertaining to CESI when it was released in June 2014, Vice President Biden
later acknowledged the importance of natural gas to Caribbean energy security at the January 2015 Caribbean Energy Security
Summit.

21 More detail on changes to the process is available at the following link, http://www.brookings.edu/research/
articles/2014/06/10-doe-approving-lng-export-goldwyn-hendrix.

22 The IDB has carried out a detailed study that suggests that the most efficient way for Caribbean nations to access LNG is a “hub
and spoke” approach, where shippers might take small volumes of LNG to other islands. So far that business has not matured.
The smaller islands lack the ability to finance the import infrastructure and no company has yet found a way to make the
shipping economical. The technical requirements for shipping LNG on ISO containers safely can make the economics of
small-scale shipments challenging.

23 Floating storage units are sea vessels used for the storage of hydrocarbons, including LNG.
24 Jed Bailey, Nils Janson, and Ramon Espinasa, Natural Gas in the Caribbean - Feasibility Studies (Volume 1), pp 161-177.

25 Adam Dolezal, Ana Maria Majano, Alexander Ochs, and Ramon Palencia, “The Way Forward for Renewable Energy in Central
America,” World Watch Institute, June 2013, http://www.worldwatch.org/system/files/CA_report_highres_english_2013_o.pdf.

26 Data transmitted via e-mail to David Goldwyn and Cory Gill from Jorge Pifion.

27 For more information, see “FACT SHEET: U.S.-CARICOM Summit - Deepening Energy Cooperation,” April 9, 2015, https://www.
whitehouse.gov/the-press-office/2015/04 /09 /fact-sheet-us-caricom-summit-deepening-energy-cooperation.

28 AES Awarded Panama’s First Natural Gas-Fired Generation Plant,” Reuters, September 11, 2015, http://www.reuters.com/
article/va-aes-corporation-idUSnBw115301a+100+BSW20150911.

29 While dispatch was initially expected to begin in 2018, a recent ruling by El Salvador’s Supreme Court mandating that Energia
del Pacifico must receive legislative rather than executive approval to construct a pier needed for the project has brought about
delays. However, the company is confident that El Salvador’s Congress will provide the necessary authorization. Analysis from
phone conversation with Alejandro Alle, Energia del Pacifico Managing Director.

30 “USTDA Supports Study on LNG Terminal with Panama Canal Authority,” June 26, 2015, https://www.ustda.gov/news/press-
releases/2015/ustda-supports-study-Ing-terminal-panama-canal-authority.

31 In addition to wind and solar projects in Jamaica mentioned in this report report, information provided by OPIC to David
Goldwyn and Cory Gill indicates that OPIC provided $52 million in support for renewable energy projects in Costa Rica and
Panama in 2015.

32 Analysis from phone conversation with Alejandro Alle, Energia del Pacifico Managing Director.

33 Inter-American Development Bank, “Smart Grid Projects,” http://www.iadb.org/en/topics/energy/energy-innovation-center/
popup-programs,9338.html?boxid=21&categ=5.

34 Estimate provided by the IDB.

20 ATLANTIC COUNCIL



The Waning of Petrocaribe? Central America and Caribbean Energy in Transition

ATLANTIC COUNCIL 21



Atlantic Council Board of Directors

CHAIRMAN
*Jon M. Huntsman, Jr.

CHAIRMAN,
INTERNATIONAL
ADVISORY BOARD

Brent Scowcroft

PRESIDENT AND CEO
*Frederick Kempe

EXECUTIVE VICE
CHAIRS

*Adrienne Arsht
*Stephen |. Hadley

VICE CHAIRS
*Robert ]. Abernethy
*Richard W. Edelman
*C. Boyden Gray
*George Lund
*Virginia A. Mulberger
*W. DeVier Pierson
*John Studzinski

TREASURER
*Brian C. McK. Henderson

SECRETARY
*Walter B. Slocombe

DIRECTORS
Stephane Abrial
Odeh Aburdene
Peter Ackerman
Timothy D. Adams
John R. Allen
Michael Andersson
Michael S. Ansari
Richard L. Armitage
David D. Aufhauser
Elizabeth F. Bagley
Peter Bass
*Rafic A. Bizri
Dennis C. Blair
*Thomas L. Blair
Myron Brilliant
Esther Brimmer
*R. Nicholas Burns
William J. Burns
*Richard R. Burt
Michael Calvey
James E. Cartwright
John E. Chapoton
Ahmed Charai
Sandra Charles

22

Melanie Chen
George Chopivsky
Wesley K. Clark
David W. Craig
*Ralph D. Crosby, Jr.
Nelson Cunningham
Ivo H. Daalder
*Paula J. Dobriansky
Christopher ]. Dodd
Conrado Dornier
Thomas J. Egan, Jr.
*Stuart E. Eizenstat
Thomas R. Eldridge
Julie Finley
Lawrence P. Fisher; I1
Alan H. Fleischmann
*Ronald M. Freeman
Laurie S. Fulton
Courtney Geduldig
*Robert S. Gelbard
Thomas Glocer
*Sherri W. Goodman
Mikael Hagstrom
lan Hague
Amir A. Handjani
John D. Harris, I
Frank Haun
Michael V. Hayden
Annette Heuser
*Karl Hopkins
Robert Hormats
Miroslav Hornak
*Mary L. Howell
Wolfgang Ischinger
Reuben Jeffery, I11
*James L. Jones, Jr.
George A. Joulwan
Lawrence S. Kanarek
Stephen R. Kappes
Maria Pica Karp
Sean Kevelighan
Zalmay M. Khalilzad
Robert M. Kimmitt
Henry A. Kissinger
Franklin D. Kramer
Philip Lader
*Richard L. Lawson
*Jan M. Lodal
Jane Holl Lute
William J. Lynn
Izzat Majeed

Wendy W. Makins
Mian M. Mansha
Gerardo Mato
William E. Mayer
Allan McArtor
Eric D.K. Melby
Franklin C. Miller
James N. Miller
*Tudith A. Miller
*Alexander V. Mirtchev
Karl Moor
Michael J. Morell
Georgette Mosbacher
Steve C. Nicandros
Thomas R. Nides
Franco Nuschese
Joseph S. Nye
Sean O’Keefe
Hilda Ochoa-Brillembourg
Ahmet Oren
*Ana Palacio
Carlos Pascual
Alan Pellegrini
David H. Petraeus
Thomas R. Pickering
Daniel B. Poneman
Daniel M. Price
Arnold L. Punaro
Robert Rangel
Thomas J. Ridge
Charles O. Rossotti
Robert Rowland
Harry Sachinis
John P. Schmitz
Brent Scowcroft
Rajiv Shah
Alan J. Spence
James G. Stavridis
Richard J.A. Steele
*Paula Stern
Robert J. Stevens
John S. Tanner
*Ellen O. Tauscher
Karen Tramontano
Clyde C. Tuggle
Paul Twomey
Melanne Verveer
Enzo Viscusi
Charles F. Wald
Jay Walker
Michael F. Walsh

Mark R. Warner
Maciej Witucki

Neal S. Wolin

Mary C. Yates

Dov S. Zakheim
HONORARY DIRECTORS
David C. Acheson
Madeleine K. Albright
James A. Baker, 11
Harold Brown
Frank C. Carlucci, I11
Robert M. Gates
Michael G. Mullen
Leon E. Panetta
William J. Perry
Colin L. Powell
Condoleezza Rice
Edward L. Rowny
George P. Shultz
John W. Warner
William H. Webster

*Executive Committee Members

Listas of April 20, 2016

ATLANTIC COUNCIL



@"Atlantic Council

ADRIENNE ARSHT
LATIN AMERICA CENTER

@’Atlantic Council
GLOBAL ENERGY CENTER




The Atlantic Council is a nonpartisan organization that promotes constructive
US leadership and engagement in international affairs based on the central role of
the Atlantic community in meeting today’s global challenges.

1030 15th Street, NW, 12th Floor, Washington, DC 20005

(202) 778-4952, www.AtlanticCouncil.org





