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Thank you very much. It is a pleasure to welcome you all here today. On behalf of the U.S. Department of Energy, we are honored to host the 2nd Hemispheric Regulators Conference. I would like to thank Institute for International Education and Florida International University for their support in organizing this conference.

Our relationship with our neighbors in the Western Hemisphere is of critical importance to the Bush Administration. President Bush’s first official trip abroad was to Mexico and shortly after, he visited Canada to participate in the 3rd Summit of the Americas. Energy Secretary Abraham’s first official trip was to Mexico to attend the Fifth Hemispheric Energy Conference. And my first trip as Assistant Secretary was to Canada. So I can tell you unequivocally that we know our priorities lie in the Western Hemisphere! 

I must tell you that I feel right at home today. As many of you know, I served as commissioner at the Federal Energy Regulatory Commission from 1993 to 2000. So, I feel that I am among family. 

In 1995, the first Hemispheric Regulators Conference took place in Mexico. Since 1995, the regulatory structure of the Hemisphere has drastically changed. Deregulation and privatization efforts have spread from Canada to Chile. Certainly, some countries have enjoyed more change than others. However, almost every country has loosened the government’s grip around its energy sector. 

Independent companies can now generate power in Mexico, distribute power in Guatemala, El Salvador, Panama, and Venezuela, and transmit power in Bolivia. International oil and gas companies can now participate in upstream and downstream operations in Brazil, Peru, Nicaragua, Uruguay and Ecuador. 

These changes have significantly benefited the countries of the region. Full competition in Chile’s power sectors has reduced the price of electricity to the Chilean people. Liberalization in Brazil’s oil sector has attracted necessary investment and technology to explore and produce deep-water oil reserves. Enough so that Brazil now produces 1.5 million barrels of oil per day, an increase of over 500,000 barrels per day in the last five years. Decisions by Mexico and Honduras to reduce electricity subsidies will free up government funds to address more pressing development needs. 

Privatization in Bolivia has attracted companies to commercialize the region’s second largest natural gas reserves. These efforts in turn have fueled regional integration projects such as pipeline connections and cross-border transmission lines, which have reduced the cost of energy, diversified supply and expanded the use of natural gas, a cleaner fuel source. 

Despite what we have seen in the news, privatization efforts have transformed Argentina into a net oil exporter. Just a few years ago, Argentina was a net importer. Liberalization and privatization have provided enough incentives for international companies to develop the sector. And its current account is the better for it. These efforts have also enhanced energy security in the region. They have increased individual countries’ abilities to meet energy demand and have reduced dependence on producers outside the region. 

These changes have intensified the need for transparent and independent regulatory authorities. And since 1995, we have seen the creation of new regulatory agencies—ANEEL(anel), ANP (a-n-p), ENEGAS (enegas), CRE (c-r-e) -- to name a few. We have also worked to strengthen the authority of existing regulatory bodies – to separate them from policymaking agencies, to divorce them from commercial entities, and to construct more effective enforcement mechanisms.

The past year has presented a new set of challenges to the energy sector and its regulators. The blackouts in California, the collapse of Enron, and the economic crisis in Argentina have cast doubts over the public’s confidence in deregulated markets and in the ability of regulators to serve their customers. 

It is our job to set the record straight! 

Neither the crisis in California, nor the Enron fiasco, nor Argentina’s recession was caused by deregulation. California was the result of a flawed experimental model. Price caps prevented generators from passing higher fuel and operational costs on to the customers. They were forced to absorb the difference between the contract and market prices. Cash flow dried up and plants could no longer operate. 

It is ironic that California is now asking the federal government permission to break contracts since electricity is now available below contract price. It just proves that the market knows best. Deregulation was not at fault in California. Had California liberalized properly, the market would have sent out accurate signals to balance demand and supply, attracting the necessary capital to increase capacity. I am pleased to report that California has begun to adopt stronger market mechanisms that allow for new plant construction and an increase in retail prices. 

My colleagues in Brazil understand the situation far too well. A similar situation paralyzed the Brazilian power sector earlier this year. I am relieved to hear that Brazilian officials, including our friends at ANEEL, have been hard at work addressing the obstacles that impede investment.

As for the Enron collapse, deregulation is just a scapegoat. It wouldn’t have mattered if Enron had been an energy firm, an airline company, or a restaurant chain. Enron’s bankruptcy was due to weak corporate governance. In reality, the fall of Enron has proven to be a strong endorsement for deregulation. Despite the collapse of a player that controlled 25% of the U.S. and U.K. markets, gas and electricity deliveries continued without disruption, thanks to the flexibility of deregulated markets. Clearly, there is no need for federal re-regulation of energy markets.

As for Argentina, market deregulation was by no means the cause of the current economic crisis but rather the pillow that cushioned the fall. Economists will forever debate what was to blame -- the rigid currency board, the fiscal deficits, the flawed tax regime, or a combination of the three. However, they all agree that deregulation and privatization provided massive amounts of infrastructure, investment and tax revenue that helped develop and capitalize the Argentine economy.

In addition, deregulation provided affordable energy services to power its economy. Clearly, without these resources, Argentina would be in a much more severe situation. Re-regulation in Argentina is not the answer. It will only serve to decrease investment, discourage production, and disrupt supply -- all critical elements to Argentina’s recovery. 

This is not to say that deregulation is a simple, painless process and that there is one ideal regulatory model. These issues are dynamic and there is no fixed solution. We each represent countries with unique situations and different priorities. And within those countries, there are individual states, provinces and interest groups with conflicting agendas. I hope this conference will enable us to exchange ideas and experiences on the trials and the triumphs of regulating the energy sectors in the Hemisphere. 

Issues such as price caps, central operation of transmission systems, and development of transnational pipelines are very much at the forefront of policy debates in the United States. However, as we develop policy, we have found industry and public input essential in developing a comprehensive solution. 

That is why this conference is so important. Look around the room. Regulators, investors, you are the experts. You know what it takes to get the job done. Together, we can only increase our knowledge and learn from each other.

I hope that this forum will encourage a dialogue on how to transition to competitive pricing, how to increase regulatory authority and independence, and how to enhance regulatory transparency. And, I hope this conference will represent only the beginning of this dialogue. 

Perhaps when the regulators meet tomorrow we can develop a plan, which will consider the comments made during the conference, to continue this important dialogue. I look forward to two full days of discussion and debate about the state of our regulatory environment.

 Thank you once again for participating and I wish you a successful conference.
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