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Key messages

« Inthe context of the war in Ukraine, the overall
economic outlook for Latin America is poor. However,
countries rich in natural resources will receive
extraordinary income due to increased commodity
prices.

« High prices have led to decisions that could increase
dependence on fossil fuels in the long term, including
announcements of increases in production, new
investments, and domestic fuel subsidies.

« This situation could slow down domestic energy
transition agendas, but the problems created by fossil
fuel dependence could also be an opportunity to
encourage investment in renewable energy.

« Governments should use extraordinary profits made
during this period to finance the energy transition and
productive diversification.

« Neither this nor any other situation justifies lowering
governance standards in the extractive sector.

Introduction

This briefing analyzes the impact of the war in Ukraine on strategic prospects and
governance challenges in the extractive sector in Latin America, focusing on the
situation in Colombia, Mexico and Peru. The analysis leads us to question the
enthusiasm that some actors in the region have shown regarding the potential
profits from natural resource exports. These profits will be realized in a scenario
characterized by lower growth prospects, more expensive credit, lower rates of
foreign direct investment and higher inflation and fiscal pressure to subsidize fuel

and food.

In this context, we discuss three strategic challenges for natural resource
governance: the increased commitment to fossil fuels and the slowing prospects
for the energy transition; the need to strategically plan for the use of the

extraordinary income that natural resource exporters receive due to high price
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cycles; and the importance of strengthening governance systems to prevent

weakening standards for regulating resource extraction.

In addition to the humanitarian, economic and
geopolitical impacts of the war, there are also potential
environmental impacts, mainly related to climate
change, as the war is changing the prospects for fossil
fuel consumption.

Even before Russia’s invasion of Ukraine, the global economy was already facing
the consequences of the health crisis caused by the coronavirus pandemic and

bottlenecks in global supply chains. The war has further complicated international

trade, exacerbating inflationary trends and the rise in commodity prices,

particularly energy and food prices. Russia and Ukraine are major exporters of

natural resources, including oil, gas, iron ore, nickel, aluminium, coal, grains, and
fertilizers. According to the Secretary-General of the United Nations, Antonio
Guterres, the war in Ukraine could trigger a “hurricane of hunger” and bring the

global food system to collapse. The disruption of the supply chain will bring
higher inflation and affect the recovery of the global economy. In addition to the
humanitarian, economic and geopolitical impacts of the war, there are also
potential environmental impacts, mainly related to climate change, as the war is
changing the prospects for fossil fuel consumption and could further complicate

the global energy transition.

Institutions such as Goldman Sachs and the International Monetary Fund (IMF)

have indicated that the war in Ukraine will impact Latin America's economic

performance: growth rates will be lower and interest and inflation rates will be
increasingly higher across the region. The next few years will most likely bring
financial instability and a decline in private investment. Despite potentially high
revenues from higher commodity prices, higher energy and food costs could

significantly weaken the prospects for these countries. Furthermore, the impact

within countries will not be uniform. While some sectors, such as resource
exporters, will benefit, others will be harmed, including possibly producers of food

intended for local markets.


https://twitter.com/intent/tweet?text=The%20war%20has%20further%20complicated%20international%20trade,%20exacerbating%20inflationary%20trends%20and%20the%20rise%20in%20commodity%20prices,%20particularly%20energy%20and%20food%20prices.%20@NRGInstitute%20https://resourcegovernance.org/analysis-tools/publications/war-ukraine-strategic-challenges-extractive-governance-latin-america
https://news.un.org/es/story/2022/03/1505552
https://www.bloomberg.com/graphics/2022-russia-commodities-shortage/
https://www.bloomberglinea.com/2022/03/15/por-la-guerra-goldman-y-el-fmi-son-mas-pesimistas-sobre-el-crecimiento-de-latam/
https://www.bloomberglinea.com/2022/03/15/por-la-guerra-goldman-y-el-fmi-son-mas-pesimistas-sobre-el-crecimiento-de-latam/
https://www.portafolio.co/economia/guerra-en-ucrania-oscurece-horizonte-economico-en-america-latina-562516
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Extraordinary profits in an
adverse economic context

The credit rating agency Fitch Ratings has revised forecasts for mineral and fossil
fuel prices due to the situation in Ukraine. These generally show a short-term
increase in prices, but a recovery of the original trends in the medium to long term.
In the case of mining, prices of major metals and minerals will generally be higher
than expected in 2022 and 2023. However, the projections remain unchanged for
2024 and the long term. In the case of copper, however, the long-term price
forecast has beenrevised upward, as this metal plays animportantrole in global
decarbonization strategies. The price forecast for thermal coal has increased
through to 2025, but maintains its long-term downward trend, specifically because
of the prospect of declining coal consumption due to associated high greenhouse
gas emissions. For oil and gas, the same rating agency projects high prices
between 2022 and 2024; thereafter the downward trend will be maintained.

In Latin America, the incomes of countries rich in natural resources will be boosted
by the increased prices of the commodities they export. The dynamics vary
depending on the type of resource. Thus, for example, copper producers like Chile
and Peru will benefit from the long-term prospects for this mineral, even though
production costs are also higher against a backdrop of inflation and high energy
prices. In the case of Colombia, the main mining exportis coal, the price of which is
forecastto rise in the short term but fall in the medium to long term. This country
will also benefit from high nickel prices. As for mining in Brazil, it is important to
note that the country is a major exporter of iron ore, which is also experiencing an

upward cycle.

Oil exporters are also expected to see anincrease in revenues due to higher
prices. These include countries like Brazil, Mexico, Colombia, Ecuador and
Venezuela, in addition to Guyana's significant export prospects. Despite the
structural difficulties they face, state-owned oil enterprises in the region have gota
new boost to their operations in the context of high prices.

In Mexico, according to the Brattle Group, additional income from crude oil

exports at $100 per barrel amount to about $284 million per week. Most of this

revenue is going to Pemex, which, as the mostindebted oil company in the world,


https://www.fitchratings.com/research/corporate-finance/fitch-ratings-raises-global-metals-mining-price-assumptions-21-03-2022
https://www.fitchratings.com/research/corporate-finance/fitch-ratings-raises-short-and-medium-term-oil-gas-price-assumptions-21-03-2022?ite=721359&ito=2638&itq=5d58ddc7-3492-48ec-9218-2e6a1e2c635d&itx%5Bidio%5D=118181535
https://www.bnamericas.com/es/noticias/ganancia-extra-por-exportacion-de-petroleo-de-mexico-es-inferior-a-subsidios-a-combustibles
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is forced to use this extraordinary income to improve its financial situation and

reduce its debt.

In Peru, the state-owned company Petroperu is in the midst of an internal crisis that
has led risk rating agencies such as Fitch and S&P Global Ratings to reduce its

credit rating and elsewhere to talk of a potential bankruptcy of the company.

Recently, however, there has been a change of leadership in the company and the

Talara oil refinery has come into operation, which could give Petropert new

momentum. In the case of Colombia, Ecopetrol earned record profits in 2021.

Projections for 2022 suggest that public and private investmentin hydrocarbons

will increase as production declines due to the lack of new discoveries of

significant reserves, which in turn will lead to increased offshore exploration.

High fossil fuel prices also pose a challenge to domestic demand for fuels. The
price increase mainly affects countries that are netimporters of oil and fuels, like
Peru, but also producer countries that tend to subsidize domestic consumption or
grant tax exemptions, such as Mexico and Colombia.

In the case of Mexico, the government has granted tax incentives to petrol refiners
and importers, which they can credit against other taxes for each liter sold.

According to several Mexican analysts, tax exemptions and subsidies have

historically exceeded estimated additional oil revenues when prices have been
high. As Mexico is a netimporter of fuel, one of the largest investments by the
government of president Andrés Manuel L6pez Obrador (AMLO) s the Dos Bocas

refinery. The purpose of this refinery is to strengthen Mexico's energy security by

allowing the country to refine oil domestically and avoid dependence on fuel
imports.

As has become clear worldwide, domestic fuel prices are a very sensitive political

issue. In Mexico, measures seek to protect the purchasing power of Mexican

households in the political context of a presidential impeachment and elections in
six states. In Colombia, a liberalization of petrol prices could have unforeseen
social consequences given the recent social unrest and electoral situation in the
country. In Peru, a truckers’ strike related to high fuel prices put the government of
Pedro Castillo in a particularly precarious situation in early April this year. As a

result, the Peruvian government decided to include several fuels, such as 90-

octane petrol, diesel and bulk liquefied petroleum gas— in the Petroleum Derived

Fuel Price Stabilisation Fund, in addition to exempting several basic foodstuffs

from general sales tax.



https://www.bloomberglinea.com/2022/03/16/el-problema-es-grave-que-implica-que-petroperu-sea-clasificada-al-nivel-de-basura/?outputType=amp
https://elcomercio.pe/economia/peru/petroperu-inicia-operaciones-en-la-nueva-refineria-de-talara-pedro-castillo-rmmn-noticia/
https://www.reuters.com/business/energy/colombias-ecopetrol-sees-q4-net-profit-jump-nearly-tenfold-2022-03-01/
https://www.reuters.com/article/colombia-oil-idUSL1N2U61DV
https://www.animalpolitico.com/elsabueso/gasolina-subsidio-pesos-beneficio-mas-ricos/
https://www.elfinanciero.com.mx/nacional/2022/03/22/refineria-en-dos-bocas-cuando-sera-inaugurada-y-como-va-su-construccion/
https://www.animalpolitico.com/elsabueso/gasolina-subsidio-pesos-beneficio-mas-ricos/
https://elcomercio.pe/economia/peru/gasolina-de-84-y-90-gasohol-84-diesel-2-y-glp-a-granel-ingresaran-al-fondo-de-estabilizacion-para-frenar-el-alza-de-precios-rmmn-noticia/
https://www.bloomberglinea.com/2022/04/13/exoneracion-de-igv-peru-congreso-peru-aprueba-exonerar-igv-a-pollo-huevos-y-pan-que-impacto-tendra-la-propuesta/
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New enthusiasm for
Increasing extraction

Againstthe backdrop of a bleak economic outlook, extracting natural resources
once again seems to be the best option for countries that have historically been
committed to this activity. This is a global phenomenon. In Africa, the war in

Ukraine and the blockade of Russian gas have generated expectations that the

continent could supply Europe with gas, although it is unrealistic to think that this
will be feasible in the short term. Similar enthusiasm has built up in Latin America,
either because of opportunities to profit from high prices or because of the
resurgence of the energy security agenda, with announcements of new oil

investments in countries such as Argentina and Ecuador.

In Colombia, the prospects for oil and coal, the country's two main exports, have
been greeted with enthusiasm. As a result of the oil price increase caused by the
war in Ukraine, the oil producers’ association is expecting the industry to be more

dynamic, with greater investments in exploration and in the development of
unconventional sources, such as fracking, and offshore investments, both of which

have sparked resistance from various actors in Colombia. Furthermore, according

to statements by President Ivan Duque after a visit to the United States, Colombia

intends to increase its production from approximately 800,000 to 1 million barrels
of oil per day. Oil is Colombia's largest export and its contribution to the royalty
system accounts for about one third of the total, therefore any increase in the

international price has a profound impact on the country's political economy.

The sharp increase in the price of coal has also revived enthusiasm for the

industry in Colombia and complicated discussions about the transition to coal in

producing regions, which intensified when Prodeco announced the closure of its

operations in Cesar. The change in the prospects for coal is directly related to the

war in Ukraine, as some analysts say the blockade on Russian coal has reopened

the doors for Colombian coal in the European Union. Coal could also replace part

of Europe's gas consumption from Russia. This is a relatively quick and
straightforward alternative, as countries like Germany have not completely cut back

on their coal consumption and have even reopened coal plants as a result of the

war. The new situation reverses the downward trend in coal, at leastin the short

term, giving a renewed impetus for Colombia’s coal industry.


https://africanarguments.org/2022/03/will-africa-really-be-europes-next-gas-station/
https://gestion.pe/economia/crisis-energetica-aviva-en-peru-anhelo-de-reactivar-un-campo-petrolero-en-la-amazonia-noticia/?ref=gesr
https://www.portafolio.co/economia/crisis-en-ucrania-negocio-para-el-petroleo-y-carbon-nacional-562100
https://www.portafolio.co/economia/infraestructura/tutela-para-frenar-licencia-de-fracking-en-puerto-wilches-563689
https://www.elespectador.com/economia/macroeconomia/como-se-beneficiaria-colombia-del-veto-al-petroleo-ruso/
https://www.rystadenergy.com/newsevents/news/press-releases/old-king-coal-price-reaches-highest-level-in-more-than-200-years-on-track-for-%24500/
https://www.eltiempo.com/colombia/otras-ciudades/prodeco-cierra-definitivamente-su-operacion-minera-en-el-cesar-616229#:~:text=El%20Grupo%20Prodeco%2C%20tercer%20mayor,Nacional%20de%20Miner%C3%ADa%20(ANM).
https://www.portafolio.co/economia/finanzas/veto-al-carbon-ruso-abre-puertas-al-colombiano-en-union-europea-563979
https://www.eleconomista.es/energia/noticias/11660185/03/22/Alemania-reactiva-plantas-de-carbon-ante-el-riesgo-de-falta-de-suministro-energetico.html
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In Mexico, the war has favored the mining companies already in operation, due to

the strong performance of silver, copper and goal, among others. In the case of
oil, the price increase is helping Pemex manage its debt, which does not
necessarily mean anincrease in production, but possibly a review of the decision
to reduce exports. In December 2021, Pemex’s director stated that the company
would reduce its exports in 2022 and stop exporting crude oil by 2023, given that
the administration's objective is to achieve energy sovereignty. However, this
promise is now being reconsidered due to the rise in oil prices and the additional
income that will allow it to subsidize domestic fuel consumption. The energy and
finance ministries are currently conducting a detailed analysis to determine if this
will change.

In Peru, public debate in recent months has focused oninflation worries,
particularly regarding energy and food prices. Peru exports various mining
products, some of which are rising in price, including copper, silver, zinc, tin and

iron. However, rising oil prices will hit the sector's cost structure. In addition, there

are the recurring social conflicts in various mines around the country, as for

example in the southern mining corridor. The high level of conflict, combined with

low business confidence in the Pedro Castillo government and institutional
deterioration in the energy and mining sectors, have led to a slowdown in mining

investment in the country. In view of this, according to Fitch Ratings, in a note

picked up by Diario Gestion, the boards of foreign mining companies have not

approved any new projects in Peru.

On the other hand, testing of the new Talara refinery began on 12 April this year

and officials expectitto be fully operational by the end of 2022. As a precaution,


https://resourcegovernance.org/sites/default/files/2023-07/image.jpg
https://www.eleconomista.com.mx/mercados/Guerra-Rusia-Ucrania-beneficia-a-mineras-en-BMV-20220405-0147.html
https://www.comexperu.org.pe/articulo/la-guerra-rusia-ucrania-impacta-al-peru-por-medio-de-elevados-precios-de-insumos-disrupciones-logisticas-y-una-oferta-escasa
https://semanaeconomica.com/economia-finanzas/macroeconomia/conflicto-en-ucrania-una-guerra-inflacionaria-para-el-peru
https://gestion.pe/peru/envian-policias-a-corredor-sur-minero-en-medio-de-protestas-noticia/
https://gestion.pe/economia/empresas/fitch-conflictos-sociales-y-regulacion-frenan-crecimiento-del-sector-minero-peruano-noticia/
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the Peruvian government has not promised any price cuts as a result of the new

refinery, although itis offering more competitive prices to the wholesale market

and cleaner fuels to the local market.

In the context of the war in Ukraine and related energy security challenges, the
Peruvian government has stated its intention to increase oil production through

state-owned Petroperud, mainly in the country’s Amazon region. Petroperu plans to

participate in oil extraction at Lot 192, the largest in the country, but also the one
that has suffered the greatest number of spills. This situation has led to a long
history of conflicts with indigenous peoples in the Amazon department of Loreto
and along the northern Peruvian pipeline that transports extracted oil to the Talara
refinery on the country's northern coast. Furthermore, the state oil company plans
to become a partner in a series of lots which, in principle, would be returned to
Petroperu in the coming years when their contracts expire. However, this is
generating resistance and conflicts with the private sector, which are also being

voiced in the country’'s parliament. Added to this new push for oil is the

government's political decision to spread the use of Camisea gas across the

country, which would also involve increasing natural gas reserves, in this case from

the Amazon region of Cusco.

Strategic challenges for
the governance of natural
resources

The disruption caused by the war is influencing pre-existing political dynamics and
governance challenges in each country. At the regional level, the problems that
Latin America already faces in terms of natural resource governance, such as the
reprimarization of exports, problems with corporate management in state-owned
oil companies, little progress in domestic energy transition and high levels of
conflict related to extractive activities, are exacerbated by high prices and the

resulting pressure to deepen the extractive agenda.

There is evidence that high prices encourage national
oil companies to make risky bets in terms of new
investments that may not be viable in the future of the
global energy transition.


https://elperuano.pe/noticia/144576-nueva-refineria-talara-procesara-combustibles-limpios-y-competitivos-para-el-mercado
https://gestion.pe/economia/crisis-energetica-aviva-en-peru-anhelo-de-reactivar-un-campo-petrolero-en-la-amazonia-noticia/?ref=gesr
https://peru.oxfam.org/latest/policy-paper/la-sombra-del-petroleo
https://larepublica.pe/economia/2022/04/18/petroperu-lotes-petroleros-congreso-se-alinea-con-intereses-privados-refineria-de-talara-combustibles/
https://www.gob.pe/institucion/pcm/noticias/578567-informe-final-de-la-comision-multisectorial-para-la-masificacion-del-gas-natural-rs-108-2021-pcm
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Although the scenarios of the countries analyzed vary, they all have in common an
increased commitment to fossil fuels. This is true for Colombia, Mexico, Peru and

many other countries in the region and the world. It is important to note, however,

that these short-term price prospects do not determine the companies' long-term
strategies. There is evidence that high prices encourage national oil companies to
make risky bets interms of new investments that may not be viable in the future of
the global energy transition. The enthusiasm for fossil fuels comes at a time when
scientists and activists are calling more strongly for the need to drastically reduce
greenhouse gas emissions.

The message is clear: unless immediate and radical action is taken, we will not hit

the target of reducing global warming to 1.5°C. And while fossil fuel consumption

will not stop overnight, global criteria to allow developing countries to have

priority in extraction must be discussed, but without encouraging new exploration

projects. The Secretary-General of the United Nations, Antonio Guterres has
pointed out that the obsession with obtaining oil in the short term may increase
dependence in the long term and could also lead to failure to meet climate goals.
Regarding the support given to coal consumption by G20 countries in the context

of the war, Guterres has said that “Their support for coal not only could cost the

world its climate goals. It's a stupid investment”.

In the long term, we can expect a decrease in fossil fuel
consumption and an increase in the renewable energy
market.

The renewed push for fossil fuels is linked to price increases, which, as we have
seen, are a short-term factor, and to concerns about energy security. Governments
need to consider the medium- and long-term prospects when making decisions. In
the long term, we can expect a decrease in fossil fuel consumption and an increase
in the renewable energy market. This is due to climate considerations, but also
issues of oil price volatility, bottlenecks in the fossil fuel supply chain and the

association of oil with authoritarian and kleptocratic regimes.

Energy prices have also risen. Again, this is a short-term dynamic, as renewable
energy are already a cheaper economic option than fossil fuels, and the long-term

trend is that the transition to renewables will result in government savings. In the

case of Latin America, progress on renewables varies between countries, but it is

clear that active policies and the development of clear regulatory frameworks are

required to promote these energy sources. The transition to renewables also

presents opportunities for investment in new technologies. The deepening of the



https://resourcegovernance.org/analysis-tools/publications/risky-bet-national-oil-companies-energy-transition
https://tyndall.ac.uk/news/the-evidence-is-clear-the-time-for-action-is-now-we-can-halve-emissions-by-2030/
https://www.iisd.org/publications/report/phaseout-pathways-fossil-fuel-production-within-paris-compliant-carbon-budgets
https://gestion.pe/mundo/onu-advierte-del-impacto-en-el-clima-de-la-carrera-para-sustituir-el-gas-ruso-noticia/
https://foreignpolicy.com/2022/03/04/russia-oil-energy-bp-shell-exxonmobil-prop-up-corruption-kleptocrats/
https://www.euronews.com/green/2022/04/13/renewable-energy-prices-soar-as-ukraine-war-is-the-last-straw-for-the-sector
https://www.inet.ox.ac.uk/publications/no-2021-01-empirically-grounded-technology-forecasts-and-the-energy-transition/
https://lexlatin.com/reportajes/energias-renovables-inversiones-conflicto-rusia-ucrania
https://semanaeconomica.com/blogs/economia-finanzas/la-guerra-ucrania-rusia-y-la-necesidad-de-invertir-en-geotermia-en-el-peru
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fossil fuel consumption agenda is slowing down the progress of renewable

energy in the region.

In this context, how to take advantage of the extraordinary resources that high
prices for non-renewable resources bring is an important topic for public
discussion. As we have seen, economic prospects are generally poor and many of

these resources go towards stabilizing fuel prices domestically. Insisting on

investments thatincrease dependence on fossil fuels, as is the case in Mexico,
Colombia and Peru, under different formulas and conditions, is not a sustainable
strategy in the medium and long term. Instead, windfall profits should be used to

finance energy transition strategies and productive diversification.

Finally, given the high prices, pressures are increasing to expand the extractive

frontier. Examples include pressure to develop mining projects inindigenous

territories in Brazil, offshore oil projects and fracking in Colombia and the agenda

to increase gas reserves in the Peruvian Amazon. From the perspective of
extractive promoters, itis always a good time to make things easier for the
functioning of the sector: when prices are low there is a need to avoid losses; when
prices are high, there is a need to ensure profits. No situation justifies lowering

environmental, social and governance standards for the extractive sector.


https://razonpublica.com/transicion-energetica-jaque-bajar-los-precios-los-alimentos/
https://elpais.com/clima-y-medio-ambiente/2022-03-10/bolsonaro-usa-ucrania-como-pretexto-para-impulsar-un-polemico-cambio-legal-sobre-las-tierras-indigenas.html
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Sustainable Reactivation in Peru and Colombia and Sergio Guzmdn from Colombia Risk
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