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BRAzIL

Rumo SA wins concession for North-South Trainline

Brazilian logistics company Rumo SA won the bid for the 30-year conces-
sion agreement on the North-South Trainline FNS in an auction that took
place in São Paulo’s stock exchange, according to Brazil’s infrastructure
ministry. Rumo won the concession with a bid of R$2.7bn (US$692m),
100.29% over the minimum asking price of R$1.35bn.

According to the infrastructure ministry, the terms of the contract allow Rumo
SA full use of the trainline, ensuring it is available for public use and that the
infrastructure is maintained over the 30-year period, and the company can
expect to make a profit through travel fares, transit fares, revenue from ancil-
lary operations, and the exploitation of associated projects. 

Brazil’s President Jair Bolsonaro tweeted that the awarding of the concession
is a “huge victory”, while Infrastructure Minister Tarcisio Freitas hailed an
“excellent” result that exceeded government expectations. “It’s a milestone,
it’s a historic day, it’s a day of resumption of the railway sector in Brazil,” he
said. Rumo CEO Julio Fontana said the railway will primarily transport agri-
cultural commodities as well as some bauxite and fuel. The company, which
already runs four railway concessions in Brazil, has two years to make the
line operational. Rumo’s network comprises around 12,000km of railways,
largely in São Paulo and Mato Grosso states as well as the far south. Fontana
said that the concession was “a good deal for our company” and offers syner-
gies with its existing operations. “We want to make the railway operation as
fast as possible to generate cash,” he said, and traffic is expected to rise from
1.7m tonnes per year in 2020 to 22.7m by 2055.

However, a look at the bidding process reveals that all is not quite as rosy as
government sources would have you believe. Only one other company,
logistics firm VLI Multimodal SA, submitted a bid in the auction, at just
52.6% over the minimum asking price. One explanation for weak interest in
the concession is the fact that the FSN will connect to a VLI-run railway in
the north and a Rumo-run railway in the south. As a result, the winning
bidder for the FSN concession would have had to rely on these other
railways to get goods to coastal ports. Officials were so concerned about this
hurting interest in the auction that a deal was reached to ensure the winning
bidder would be guaranteed access to ports, but it failed to attract additional
interest. According to Fitch Solutions, limited interest in the auction shows
that the FSN, and Brazilian rail assets more broadly, are seen as unattractive.

The line in question covers 1,537km from Porto Nacional, Tocatins state, to
Estrela d’Oeste, São Paulo state. Construction began in 1987 as part of a plan to
reduce the cost of freight transport, but the 682km section from Ouro Verde,
Goiás state, to Estrela d’Oeste has never been completed due to a lack of funds.
Poor infrastructure means that transportation costs remain high in Brazil,
eating into the profits of huge agricultural sectors such as soybeans, in which
the country is a leading global exporter, and President Bolsonaro plans to boost
investment in infrastructure to ease transportation problems and allow the
exploitation of huge amounts of farmland in the interior of the country. The
last railway concession was granted in 2007, but already the current govern-
ment has revealed plans to auction off three major railways by 2020.

Two other projects, the EF-170 (Ferrogrão) and the East-West Railroad
Integration (FIOL), have been through public consultation, and concessions
could be offered in the next few months. The Ferrogrão is a 1,142km route
from Sinop, Mato Grosso state, to the Amazon port of Miritituba, Para state,
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set to be subject to a 65-year build and operate concession. Some sections of
the 1,527km FIOL have already been partly built by Valec, Brazil’s state-
owned construction agency, and a 33-year concession to complete and
operate the line is thought to up for grabs. The route will run from
Figueirópolis to the port of Ilheus in Bahia state.

While Fitch Solutions believe that the successful FSN auction is a step in the
right direction for infrastructure development, the company says that is it
“cautious” on the prospects of the government’s full rail sector plan due to
substantial risks involved. Existing railways, such as the 892km line from the
Carajás iron ore mine in Pará state to Ponta da Madeira port in Maranhão state,
have sparked environmental and social concerns. In that case, the Gavião
indigenous group has made repeated complaints about the impact of the line,
and accused mining company Vale of backtracking on compensation promises.

In addition, infrastructure minister Freitas has himself acknowledged that
the government is in no position to invest itself, relying on private invest-
ment to get projects off the ground. One large source of investment is China,
which has invited Brazil to join its Belt and Road Initiative (BRI), a global
infrastructure plan that aims to boost Chinese connectivity. China is Brazil’s
largest trading partner, and these infrastructure plans would boost exports of
primary goods, such as crops, meats, and minerals that China needs.
According to Roberto Jaguaribe, president of the Brazilian Agency for Export
Promotion and Investments (Apex-Brasil), Chinese investment is “essential”
for Brazil. “Brazil is a strategic partner of enormous importance [for China],”
said Jaguaribe. “We need to construct a relationship grounded in economic
complementarity and in the great convergence of interests that exists
between the two countries.” 

To that end, the China-Brazil High-Level Coordination and Cooperation
Committee (Cosban) will meet later this year for the first time since 2015.
Analysts believe this is a good opportunity for Brazil to take advantage of its
role as a key supplier of soy in the face of the ongoing US-China trade war, but
there is also a danger of over-reliance on China from Brazil’s point of view. 

Wherever the investment comes from, president Bolsonaro has demon-
strated a firm commitment to infrastructure development in his first 100
days in office, with 23 airport and port terminal concessions auctioned. The
auctions form part of a wider initiative for the privatisation of public infra-
structure. In response to the auction of the six port terminals, President
Bolsonaro tweeted, “goal achieved and investments confirmed that will
bring development to the Brazilian states and economy”. Whether the plan
for the railways works remains to be seen, but one significant piece of the
puzzle has now been auctioned.

MExICO

Food self-sufficiency

Achieving self-sufficiency in food production is one of the key aims of
Mexico’s President Andrés Manuel López Obrador, who named it as one of
the 25 priorities for his term. 

However, Bosco de la Vega, general director of the national agricultural
council (CNA), said that he thinks it will be difficult for Mexico to attain food
self-sufficiency in the next few years. Speaking at an agricultural forum at the
Universidad Autónoma de Tabasco on 26 March, De La Vega said that if the
authorities don’t work together in a comprehensive manner, across small,
medium and large producers, self-sufficiency in food production will not be
achieved. He said that if Mexico does not achieve complete self-sufficiency, it
should at least hope to produce 75% of the food that the country consumes,
compared with the current 59%.
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Before the 1980s Mexico had a long history of pursuing self-sufficiency in
staples under successive governments. However, price supports were
removed gradually following debt problems in the 1980s, leaving only the
Procampo system of fixed payments per hectare for staple commodity
farmers. After the introduction of the North American Free Trade Agreement
(Nafta) in 1994, farmers moved towards export production. Foreign imports
have pushed prices down and sparked protests from farmers, and now it
appears López Obrador is trying to help them make a living from the land
once more by reviving the idea of food self-sufficiency.

López Obrador’s plan involves price guarantees aimed at stimulating the
production of corn, bean, rice, wheat, and fresh milk for the domestic market
among small-scale farmers. These prices will be set from the Chicago
Mercantile Exchange, plus adjustments for cost of production, transporta-
tion, and a reasonable profit for the farmer, and will be set for one year to
allow farms to plan and budget. Farmers involved in the scheme will sell
their produce to Seguridad Alimentaria Mexicana (Segalmex) for distribu-
tion. It will be used in community stores, which will serve as distribution
points for basic food baskets that form part of anti-poverty programmes, as
well as other federal food programmes. If the local market price is lower than
the guaranteed price, the difference will be added to an electronic account
that can be used to pay for seeds and farm inputs, or withdrawn in cash.
According to the Institute for Agriculture & Trade Policy (IATP), the plan is
hugely ambitious given the fact that today Mexico imports around 40% of its
corn, most of it from the US. 

The CNA is an association that represents agricultural producers and compa-
nies across Mexico. In a March interview, De La Vega said that he agreed with
many of the plans implemented by the current government, which would
deal with what he called a “historic debt” to small farmers. However, he
claimed that food self-sufficiency can only be achieved by supporting
commercial agriculture too. De La Vega, who is himself a maize farmer, called
on López Obrador to guarantee continued minimum prices (ingreso
objetivo) for large producers.

According to Víctor Suárez Carrera, undersecretary for food self-sufficiency
at the Agriculture and Rural Development Ministry (Sader), the government
“will continue to support commercial agriculture” and with that in mind “the
minimum prices (ingreso objetivo) will continue”. Suárez Carrera said this
will allow the current scheme to carry on but there will be budgetary
changes, as the priority will be indigenous campesinos and small and
medium-sized producers who have been“excluded” by neoliberalism for the
last 35 years. “Support will be redirected,” he added.

While the CNA pushes for better support for commercial farmers as part of
efforts to achieve food self-sufficiency, business leaders have spoken out
against the plan as a whole. Luis Foncerrada Pascal, director of the Centre of
Economic Studies of the Private Sector (Ceesp), said that trying to become
self-sufficient in food to avoid importing is “insanity” and represents “a
return to a past that has been proven to be terribly inefficient”. According to
Juan Pablo Rojas Pérez, president of the National Confederation of
Agricultural Maize Producers of Mexico (Cnpamm), badly administered
subsidies have led to farmers mistreating and abandoning the land, reducing
the productivity and competitiveness of Mexican agriculture. As a result, he
claims that food self-sufficiency is a “thing of the past” as people want goods
and services that don’t exist in the country.

Whether or not food self-sufficiency is a realistic or desirable goal for Mexico,
Bosco de la Vega agrees with López Obrador in as much that the current
reliance on imports should be reduced. How far to go, and how to get there,
is another question entirely, but it looks as though small farmers stand to
benefit under current plans.
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