
QIn what Petrobras President
Sergio Gabrielli called an
"unfriendly" act, Bolivian
President Evo Morales on May 1

decreed the nationalization of the coun-
try's hydrocarbons sector. Ultimately, what
shape do you think the nationalization will
take and what impact will it have on com-
panies' operations in Bolivia? Will compa-
nies accept the government's terms? How
will the nationalization affect plans for
South American energy integration?

AGuest Comment: R. Kirk Sherr:
"The short answer is that
President Morales' decision will
further delay the development of

the Bolivian hydrocarbons sector (and
Southern Cone energy integration), while
helping to open previously 'captive' mar-
kets like Brazil and Argentina to potential
competition from other suppliers. The
nationalization decree will add to the tan-
gled web of legal issues now impacting the
sector and will stymie non-essential private
sector investment for 2006. No company
was prepared fully for such a ham-fisted
approach, and the Bolivian decision will
have an immediate impact on Brazil and
Argentina. Brazilian government officials
and Petrobras must now scramble to assure
Brazilians that gas will be available at a rea-
sonable price in the quantities needed to
support economic growth. Expect to see
more rapid development of Brazilian natu-
ral gas resources, rapid evolution of plans
for LNG receiving terminals, further efforts

to promote ethanol and other biofuels, and
greater focus on the medium-term role for
nuclear power. In Argentina, as winter
approaches the Bolivian decision will pres-
sure the country to develop a more favor-
able approach to the development of its
own energy sector. Morales may have lost
sight of the fact that the natural gas sector
(versus petroleum) emphasizes long-term
supply commitments that require contrac-
tual and legal stability to attract the needed
upstream investment."

AGuest Comment: Hernando Otero:
"Multinational energy companies
understand the devil is in the
details. Despite Bolivia’s decision
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(L-R) Brazilian Energy Minister Silas
Rondeau and his Bolivian counterpart,
Andres Soliz, met yesterday to discuss
Bolivia's nationalization of its oil and gas
sector. See story on page 2.

Photo: ABI.



Political News

Humala Accuses US of Interfering 
in Peruvian Presidential Election

Left-leaning Peruvian nationalist Ollanta
Humala is accusing the US government of
interfering in Peru's presidential election
and trying to hurt his candidacy by revok-
ing his visa to travel to the United States,
local daily El Comercio reported. Humala
said the move by the US signaled a deci-
sion to support Alan Garcia, his opponent
in a June 4 run-off vote. The charge by
Humala came after the US embassy said in
a statement Tuesday that the State
Department had revoked his visa in
January 2005, before he became a presi-
dential candidate, "on the basis of infor-
mation that indicated his possible ineligi-
bility to enter the United States." Although
the embassy would not disclose why

Humala's visa was revoked, media reports
note that it was done in the aftermath of
his brother Antauro Humala's attack on a
remote police station as part of a short-
lived uprising against the government.
Ollanta Humala's political opponents have
accused him of instigating the uprising,
which left six dead, according to the
MercoPress news agency. Humala, a
nationalist former army officer, denies
involvement in the uprising and rejected
an offer by the US ambassador to Peru, J.
Curtis Struble, to facilitate his application
for a new visa. "My visa was for 10 years.
There's no reason for me to ask the ambas-
sador for a favor," he was quoted as saying
by El Comercio. Embassy officials say
Humala was notified of the visa revocation
at the time it happened, but he claims he
only learned of it last week. Humala, who
trails behind center-left former President
Alan Garcia by 10-12 percentage points in
polls ahead of the June 4 vote, reportedly
planned to travel to the US for meetings in

Washington and New York with represen-
tatives of international finance and devel-
opment institutions and human rights
organizations, according to MercoPress.

Economic News

Brazil and Bolivia Agree to Form
Commission on Gas Nationalization

The governments of Brazil and Bolivia on
Wednesday agreed to form a high-level
commission to discuss the implementa-
tion of Bolivia's nationalization of its nat-
ural gas resources, Bolivia's state news
service ABI reported. The commission,
and three sub-commissions, will deter-
mine the operating conditions for Brazil's
state-run Petrobras, the largest investor in
Bolivia's natural gas sector. The creation of
the commission was announced after a
meeting yesterday between Brazilian

Energy Minister Silas Rondeau and his
Bolivian counterpart, Andres Soliz.
Rondeau and Soliz will be members of the
commission, as will Petrobras President
Sergio Gabrielli and the head of Bolivian
state-owned oil and gas company YPFB,
Jorge Alvarado, according to ABI. Bolivian
President Evo Morales on May 1 issued a
decree declaring state control over the sec-
tor, giving companies 180 days to negoti-
ate new contracts giving the Bolivian gov-
ernment majority ownership or leave the
country. The move set off a firestorm of
concerns in Brazil about the stability of
gas from Bolivia, which supplies Brazil
with about half of its natural gas needs.
Bolivia, which has the second-largest nat-
ural gas reserves in South America after
Venezuela, also says it wants to raise the
cost of gas exports to Argentina and Brazil.
Some Brazilian officials have balked at that
idea, arguing that current prices are guar-
anteed under a contract that expires in
2009. However, during yesterday's meeting
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Puerto Rico's Governor,
Lawmakers Agree to Budget Plan

Puerto Rican Governor Anibal
Acevedo Vila said he and the leaders
of the Puerto Rico's opposition-
dominated legislature had agreed to
a budget plan formulated by a spe-
cial commission created to resolve a
dispute over how to address the US
island territory's fiscal deficit, the
Associated Press reported. Under the
plan, Puerto Rico will borrow $740
million to pay government employ-
ees through the remainder of the fis-
cal year, which ends June 30.

OPIC Board Approves Financing
for CAFTA Country Housing Loans

The US Overseas Private Investment
Corporation (OPIC) said
Wednesday its board of directors
approved $350 million in financing
for Cleveland, Ohio-based National
City Bank to expand its lending in
emerging markets, with a focus on
housing construction loans in coun-
tries that are CAFTA signatories. "Of
the $350 million in new OPIC
financing, $100 million will be used
for housing construction loans for
low- and middle-income housing,
with a special emphasis on CAFTA
eligible countries," OPIC said in a
press release.

Chile's Cencosud Buys Stores,
Shopping Center in Antofagasta

Chilean retailer Cencosud said
Wednesday it signed an agreement
to buy a shopping center and three
supermarkets in the northern city of
Antofagasta for $34.6 million,
Reuters reported. It was not report-
ed who the seller or sellers were of
the stores and shopping center,
which have annual sales of some $67
million, according to Cencosud.
Cencosud said the purchase is sub-
ject to due diligence, which could
last 90 days.

“ My visa was for 10 years. There's no reason for 

me to ask the ambassador for a favor.”
– Ollanta Humala



both sides agreed to discuss price adjust-
ments "in a rational and equitable fash-
ion," while Rondeau and Gabrielli
expressed their "absolute respect" for
Bolivia's sovereign right to nationalize its
hydrocarbons resources, according to ABI.
[Editor's note: see related Q&A, page 1.]

Brazil Inflation Only 
0.21 Percent in April

Consumer prices in Brazil rose 0.21 per-
cent in April, government statistics agency
IBGE said Wednesday. For the first four
months of the year, inflation stood at 1.65
percent, and at 4.63 percent for the 12
months through April, a seven-year low,
according to Bloomberg News. IBGE con-
tributed the slowdown in inflation in
April to greater supply of agricultural
goods, particularly sugar, which has
helped stabilize the price of sugar cane-
based alcohol used to power cars in Brazil.
The price of a liter of alcohol fell 0.11 per-
cent in April versus March, after steadily
rising since last June, including a monthly
increase of 12.85 percent in March.

Company News

Telecom Argentina Posts 
Narrower First-Quarter Profit

Telecom Argentina on Wednesday report-
ed a narrower first-quarter profit com-
pared to the same period of 2005, blaming
the decline in part on local currency weak-
ness, Reuters reported. Telecom Argentina
said net income for the first three months
of the year totaled 3 million pesos ($US
987,000) compared with a 279 million
peso gain reported for the same quarter of
2005. The company said profit was hurt by
a weaker peso against the euro and dollar,
increasing the company's dollar debt load.
Net sales rose 30 percent in the first three
months of the year to 1.61 billion pesos, as
mobile phone sales increased 48 percent
and revenue from broadband Internet
service surged 79 percent, Telecom
Argentina said. The company, one of
Argentina's two largest telecommunica-
tions companies, is controlled by Telecom
Italia and an Argentine investor group
run by the Werthein family.
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Capitol Hill Watch
A weekly look at US congressional activity on Latin America

Burton Leads Delegation to Costa Rica for Meetings with Arias, Uribe

Rep. Dan Burton (R-IN), chairman of the House International Relations
Subcommittee on the Western Hemisphere, led a six-member congressional del-
egation to Costa Rica for the presidential inauguration on Tuesday of Oscar Arias.
During the visit to Costa Rica, which Burton described as "an important friend
and ally of the United States," the Indiana
Republican met with Arias, who has said he
plans to push for ratification of CAFTA.
Arias, however, has also been a critic of the
US, particularly of US involvement in Iraq.
The delegation, which included Reps. Todd
Akin (R-MO), Kenny Marchant (R-TX),
Gregory Meeks (D-NY), and Diane Watson
(D-CA), also met in Costa Rica with
Colombian President Alvaro Uribe, who
urged the lawmakers to speed up effort to approve a US-Colombia free trade
agreement, completed earlier this year, according to official Colombian news
service SNE. Uribe said quick passage of the deal was especially important  given
the expiration of US trade preferences for Colombia at the end of this year. The
delegation also discussed drug eradication efforts in Colombia with Uribe. After
leaving Costa Rica, the delegation traveled to Nicaragua for a brief visit.

Lugar, Brazilian Ambassador Call for End of US Tariffs on Ethanol Imports

The United States should lift its tariff on imports of Brazilian ethanol as part of a
broader effort to strengthen bilateral ties, Sen. Richard Lugar (R-IN), chairman of
the Senate Foreign Relations Committee, and Brazilian Ambassador to the US
Roberto Abdenur wrote in a May 6 op-ed published in The Miami Herald. "What
is clear is that dropping the tariff would remove a major source of friction
between the two countries, as well as strengthen the energy security of both,"
Lugar and Abdenur wrote. "This bold gesture of friendship could launch produc-
tive bilateral negotiations on trade and broader cooperation on other issues." The
op-ed was the latest in growing chorus of calls, including one by President George
W. Bush last Friday, for Congress to lift a $0.54 per gallon tax on ethanol imports
to increase supplies of the fuel amid what some say is a domestic shortage. Lugar
and Abdenur also said the US and Brazil "could undertake an international joint
action to globalize the production and utilization of ethanol, including by shar-
ing their technology with potential producers of ethanol throughout the world."

Senators Introduce Resolution Condemning Attack on Cuban Dissident 

A group of senators on Monday introduced a resolution condemning an attack in
late April on Cuban dissident Martha Beatriz Roque, The Miami Herald report-
ed. "The Senate condemns the brutality of the regime of Fidel Castro toward
Martha Beatriz Roque, a 61 year-old woman in frail health," reads the resolution,
co-sponsored by Sens. Joseph Lieberman (D-CT), Bill Nelson (D-FL), Joseph
Biden (D-DE), and John McCain (R-AZ). Biden and McCain are considered
potential candidates in the 2008 presidential election. Roque was attacked by a
mob of Cuban government supporters on April 25 while leaving her Havana
home. Roque said she was punched, kicked, knocked down, and dragged by the
mob.

Oscar Arias and Dan Burton

Photo: Office of Rep. Dan Burton.



to nationalize its hydrocarbons sector,
most foreign investors will stay in the
country as long as their investment
remains necessary and profitable. Major
players like Repsol and Petrobras are
most likely to first discuss their options
with Bolivian officials before taking any
definitive action. Therefore there is a
future for foreign investment in Bolivian
oil and gas. Bolivia's nationalization
decree was not entirely surprising. Most
foreign investors expected President
Morales to take a decisive action to
assuage his constituency. The decree's
financial impact, however, must be ana-
lyzed in context. Bolivia's oil and gas
contracts were already up in the air. The
country's Hydrocarbons Law, issued by
Congress in 2005 and opposed by the
previous government, had already placed
investor rights in flux, and affected com-
panies were in a 'wait and see' mode
since then. By issuing the decree on the
symbolic International Workers Day
(May 1), President Morales is taking
back the political initiative for his gov-
ernment and making the issue his own.
State ownership of hydrocarbon natural
resources at least was already well settled
under article 139 of the Bolivian
Constitution. The preamble to the
nationalization decree itself is the best
evidence to this effect. In the end, it may
not be all bad news for foreign investors.
The decree may finally bring Bolivia's
recent political upheaval over oil and gas
to a close. It will then be easier for
investors and Bolivian officials to come
to terms."

AGuest Comment: Maria Velez
de Berliner: "Any settlement
will depend on the economic
significance of the companies'

current investments in Bolivia. This gives
Petrobras, with a combined investment
of over $4 billion, considerable leverage.
Bolivia can hardly part with the 15 per-
cent of GDP generated by Petrobras.
With 81 percent of its natural gas sup-
plied by Bolivia, Brazil can not afford the
industrial disruption a supply decrease
or stoppage would create. Morales seems
to have included this in the political cal-

culus that led to the privatization. After
all, only the major fields, such as
Petrobras' San Alberto and San Antonio
fields, were nationalized. The multina-
tionals have 180 days to negotiate and,
hopefully, reach a modus operandi, which
is unlikely to be at the confiscatory taxes
and royalties rates established by
Morales. Bolivia's vaunted proven and
probable natural gas reserves of 54 tril-
lion cubic feet, estimated at $70 billion,
are of limited value if they cannot be
exploited and commercialized for the
Hemisphere's largest markets: the west-
ern United States and Mexico, Brazil, and
Argentina. If companies such as Repsol,
BG, and Total abandon Bolivia, which
seems unlikely, it is possible the Chinese
and the Indians will consider investing
there. Both have huge energy needs that
must be supplied through imports. They
also know how to deal with red tape,
government road blocks, and confiscato-
ry taxation. It is worth noting that out-
right confiscation without compensa-
tion will be done only if operations are
abandoned. The nationalization resulted
from 'Evo cumple' (Evo delivers) cam-
paign promises. If Morales is to deliver
in other areas: infrastructure, health
care, education, and livable housing for
the poor, he will need the capital and
managerial and commercialization
expertise of the multinationals, particu-
larly of Petrobras. If Morales continues
to argue with Chile, Bolivia's most cost-
effective access to sea lanes, and with the
multinationals, he will lack the resources
he needs to stay in power. And the same
forces that elected him have demonstrat-
ed their efficacy in removing presidents."

R. Kirk Sherr is a Principal at The
Scowcroft Group.

Hernando Otero is an International Law
Associate at Appleton & Associates
International Lawyers.

Maria Velez de Berliner is President of
Latin Trade Solutions, Inc.
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