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FEATURED 0&A

LATIN AMERICA ADVISOR

What is the Outlook for Bolivia's Nationalized Hydrocarbons Sector?

The Bolivian government last

week announced it had complet-

ed the nationalization of four

energy companies as part of its
drive to take control of its hydrocarbons
wealth. What is the outlook for Bolivia's
nationalized hydrocarbons sector? Is the
government ready to run the sector? How
will production and exports of natural gas
fare?

Guest Comment: Gustavo

Guzman: "The process of recover-

ing control of gas and oil in

Bolivia has taken a new step.
After signing new contracts with all the oil
companies that operate in the country (in
2007), the Bolivian state, since last
Thursday, May 1, 2008, is the majority
shareholder in oil companies Andina,
Chaco, and Transredes. Through a process
to negotiate the purchase of shares,
announced in May 2006, the the cycle of
nationalization of hydrocarbon resources
in Bolivia is complete. With this latest
measure the Bolivian model for exploita-
tion of natural resources is reaffirmed,
based on the principle defined by President
Morales: 'we want partners, not bosses,'
and the legal foundations allowing Bolivia
to develop the sector and meet its interna-
tional obligations for exporting natural gas
are established. The measure, understood
as an agreement between shareholders for
the operation and administration of the
companies, also consolidates the protago-
nistic role of state oil company Yacimientos

Inside This Issue

Petroliferos Fiscales Bolivianos (YPFB) in
Bolivia's hydrocarbons market. 'We have
begun a new era in Bolivia, convinced that
we are going to achieve a joint operation of
exemplary work and synergy between a
state company and a private company,' said
Repsol YPF Argentina Director of
Exploration and Production Tomas Garcia
Blanco on May 1, expressing exactly this
new momentum in the nationalization of
Bolivian gas and oil."

Guest Comment: Francesco
Zaratti: "[The government meas-
ures] are basically more political
than economic, to the degree

Continued on page 3

Fernandez Faces Renewed
Protests by Argentine Farmers

Argentine farmers on Wednesday
launched a new, eight-day protest
against a tax on grain exports after talks
failed with the government of President
Cristina Fernandez. See story on page 3.
Photo: Casa Rosada.
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Colombia Extradites Paramilitary
Boss to the United States

The Colombian government on
Wednesday extradited paramilitary
boss Carlos "Macaco" Jimenez to the
United States to face drug trafficking
charges, Reuters reported. It was the
first time Colombia has extradited a
former right-wing warlord to the US
to face such charges. The move
threatens to increase tension with
other former paramilitary bosses
who are jailed in Colombia but still
are suspected of overseeing criminal
networks.

Brazil Sells $500 Million in Bonds
in Wake of Ratings Upgrade

The Brazilian government on
Wednesday sold $500 million in
bonds, taking advantage of
increased demand after being
awarded investment-grade credit
status by Standard & Poor's last
week, Bloomberg News reported.
The yield spread on the nine-year
bonds is about 0.5 percentage point
less than the 1.91 percentage-point
gap the bonds traded at on April 29,
the day before S&P announced the
ratings upgrade.

Peru's Credicorp Says First-
Quarter Profit More Than Doubled

Credicorp Ltd., Peru's largest finan-
cial services firm, more than dou-
bled its profit in the first quarter as
the Andean nation's economy
boomed and the currency strength-
ened, Bloomberg News reported on
Wednesday. First-quarter net
income at Credicorp, which owns
Peru's largest bank, Banco de
Credito, surged to $178 million
from $79 million in the same period
a year ago. Its total loans grew 44
percent to $8.77 billion, as Peru's 13
banks saw a boom in consumer
spending.
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Political News

Colombian Defense Minister: US
Losing Influence in Latin America

Colombian Defense Minister Juan Manuel
Santos said Wednesday the United States is
losing its influence in Latin America to a
"neo-populist spectre” that is "astute,
shrewd, and scheming." Without naming
Venezuelan President Hugo Chavez,
Santos warned that Chavez's Bolivarian
Alternative for the Americas trade group,
Bank of the South development institu-
tion, and proposed anti-US military
alliance threaten the region's stability. He
said the "spectre" is growing in strength
every day. "We must admit that US influ-
ence has diminished," Santos told a group
of private-sector leaders at a Council of
the Americas conference held at the US
State Department. "The US can't afford to
be perceived as indifferent." To demon-
strate the US' commitment to the region,
Colombian officials and the administra-
tion of US President George W. Bush want
the US Congress to pass a free trade agree-
ment with Colombia, which was signed
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last year and ratified by Colombia’s legisla-
ture. But Democrats have blocked a vote
on the trade pact, demanding that Bush
first agree to an economic recovery pack-
age to help workers hurt by the current US
economic downturn. It has been 533 days
since US and Colombian trade negotiators
finalized the FTA, US Commerce
Secretary Carlos Gutierrez said, speaking

€ The US can't afford to be

perceived as indifferent. »

— Juan Manuel Santos

at the same conference. In that time, US
exporters have paid more than $1 billion
in tariffs that would be eliminated under
the FTA's terms, Gutierrez reminded busi-
ness leaders. Failing to ratify the FTA
would be a huge mistake, he warned. "It
will go down as one of the biggest foreign
policy mistakes in the Hemisphere." US
Secretary of State Condoleezza Rice made
the same argument. Rice said she believes
US-Latin  American relations have
improved under the Bush administration,

Shannon: Iran's Ties to Latin America Pose Threat to United States

Iran could exploit its alliances with some Latin American governments to threaten US
security, US Assistant Secretary of State for the Western Hemisphere Thomas Shannon
warned on Wednesday, according to Reuters.

"We are worried that in the event of a conflict with Iran, that it would
attempt to use its presence in the region to conduct such activities
against us," Shannon was quoted as saying.

Iranian President Mahmoud Ahmadinejad, who is fighting against a
US-led effort to isolate his country because of Iran's alleged support
for terrorist groups and purported attempts to develop nuclear
weapons, has found willing allies among left-leaning governments in
Latin America, most notably in Venezuelan President Hugo Chavez,
who has traveled to Tehran three times since 1999 and signed numer- gpannon.
ous accords with his Iranian counterpart. Ahmadinejad was also wel- pos0: Srate
comed in Bolivia, Ecuador, and Nicaragua during a trip to the region Department.
in September.

One exception among left-leaning countries in Latin America has been Argentina,
which accuses Iran of being behind the 1994 bombing of a Jewish community center
in Buenos Aires that killed 85 people. Iran denies any involvement in the bombing.

Shannon cited the Argentine bombing in urging Latin American governments to
respect United Nations-backed sanctions against Iran over its nuclear program.
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and that the challenge now is to focus on
areas of common practical concern.
"Much of that challenge, frankly, is inter-
nal to the United States," she asserted. Rice
said that a bipartisan consensus on trade
last May, which added new environmental
and labor provisions to pending trade
agreements to make them more palatable
to Democrats, is in jeopardy. "This con-
sensus is under fire," she said.

Economic News

Argentine Farmers Launch Eight-
Day Protest, Block Grain Exports

Argentine farmers on Wednesday
launched a new, eight-day protest against
a tax on grain exports after negotiations
with the government failed. The leaders of
the country's four main agricultural
groups said in a press conference that
farmers would block grain exports until
May 15, saying the government was
unwilling to negotiate the tax, which was
imposed in March and prompted a three
week-long blockade of highways that that
caused food shortages in urban centers.
On April 2, the farm groups agreed to sus-
pend their protests for 30 days in order to
hold talks with the government. "We've
been committed to resolving these prob-
lems but the government has chosen to be
confrontational," Eduardo Buzzi, the pres-
ident of Argentina's Agrarian Federation,
told reporters, according to Bloomberg
News. "We're starting a new phase in this
battle." Alberto Fernandez, the chief of
President Cristina Fernandez's cabinet,
said the farmers' decision to renew their
protests was "unreasonable," local daily La
Nacion reported. The protests have posed
the biggest challenge yet to the six month-
old Fernandez government. The Argentine
leader has refused to give in to the farmers'
demands, arguing they have benefited
from high commodity prices and that the
taxes are a fair way to distribute the wealth
to the country's poor while helping con-
trol inflation. Farmers say they have been
unfairly overtaxed while helping drive
Argentina's recovery from its 2001-2002
economic collapse. Argentine markets
have fallen in recent days on fears of
renewed road blockades.
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The Dialogue Continues

Will Guatemala's Anti-Impunity Commission Be Successful?

The United Nations recently

created the International

Commission Against Impunity

in Guatemala to help investi-
gate and prosecute groups believed
responsible for drug trafficking, politi-
cal violence, and attacks on defenders
of human rights in the Central American
nation. Will the Commission be suc-
cessful? What impact will the CICIG
have on violence and impunity in
Guatemala?

Guest Comment: Donald Planty:

"One hopes that CICIG will be

successful in Guatemala. As

the country has strayed farther
and farther away from the goals of the
1996 peace accords, violence linked to
drug traffickers, kidnappers, perpetra-
tors of political violence, and violators
of human rights has become endemic.
The security situation in Guatemala
continues to deteriorate, and the coun-
try is currently on the verge of sliding
into the abyss. While CICIG should be
able to have an impact on violence and
impunity in Guatemala, the country will
reach a state of equilibrium on security
only if it reforms and modernizes its
own national security institutions. This
will require political will, discipline, and
money. Funds are readily available from
the international community (there is a
$22 million IDB loan for citizen security
improvements pending). The question is
whether President Colom can exercise
sufficient authority to overcome those
elements in Guatemala—including

inside the government—that benefit
from the status quo. Guatemala needs a
new civilian national police force, pro-
fessionally trained and cleansed from
the corruption that infects the current
force. A professional officer cadre must
be created within this new force to carry
the reforms forward. It needs a totally
revamped public ministry (prosecutori-
al function) that is capable of investigat-
ing and prosecuting crimes efficiently
and without political interference. It
needs a newly schooled and trained
judiciary that can make the judicial
advocacy system in Guatemala—on
paper one of the best in the
Hemisphere—really work. Finally, the
government needs a real strategic plan
that ties all of these strands together and
is implemented over the course of the
next decade. In sum, while an outside
organization like CICIG can help, even-
tually Guatemala must create its own
security apparatus, in a modern demo-
cratic context, if the country is to
progress. The sooner this happens, the
better for Guatemala, Central America,
and the US."

Donald Planty is President of Planty ¢
Associates, LLC and a former US
Ambassador to Guatemala.

Editor's note: the above is a continuation
of a Q&A published in the May 7, 2008
issue of the Advisor.

Featured Q&A
Continued from page 1

they aim to strengthen the role of the
state in the face of regional autonomy
movements (the same could be said
about the nationalization of Entel, the
country's biggest telecommunications
company) and to control, in times of cri-

sis, fuel transportation and storage.
Certainly these measures do not help
solve the sector's big problems: the
decline in production, the lack of invest-
ment in exploration, and the loss of trust
in Bolivia by neighboring countries and

Continued on page 4
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Featured 0&A
Continued from page 3

private companies. None of them can
solve problems at state-owned YPFB,
which has no financial resources, nor
qualified personnel, nor experience in a
business as complex as the oil business.
So it is foreseeable that YPFB will not be
able to supply the domestic energy mar-
ket and will continue failing to meet its
international contractual obligations.
Finally, there is the added risk of a tough
response by European (UK, Germany,
and Italy) and South American (Peru
and Argentina) countries, whose compa-
nies have been partially or totally expro-
priated by the May 1 decrees."

Guest Comment: Nelson

Altamirano: "President Evo

cannot say 'mission accom-

plished' two years after the re-
nationalization of 2006. The promise of
'50 percent plus one' ownership was
short at 48.9 percent; there is evidence of
permanent diesel and GLP shortages and
contraband to Peru; and export volumes
to Brazil and Argentina are not at full
capacity, with recurrent claims from gas
firms that they are producing at full
capacity and transporting with trans-
parency. So, let us assume what the gov-
ernment assumes: 1) a presidential
decree somehow can override a law
passed by Congress; 2) Andina and
Chaco were not producing at full capac-
ity; 3) Transredes was conspiring against
the government (Evo Morales, February
2008) and CBHL was responsible for
domestic shortages; and 4) YPFB will be
able to assume control of operations
with 20 or 30 engineers in 120 days at
Andina and Chaco (YPFB President
Santos Ramirez, May 2008). So, is it mis-
sion accomplished? Exports to Brazil will
not go up because it is said Petrobras has
50 percent ownership of Andina's new
San Antonio and Sabalo megafields.
More exports to Argentina need new
investment that YPFB is not able to fund,
and private firms don't want to commit
until free prices are in place there.
However, domestic diesel and natural gas
shortages may be diminished, and this
could boost popular support in the west
and pacify some land owners in the east.
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Good politics, but if the assumptions are
incorrect Evo will nationalize again next
year."

Board Comment: Beatrice

Rangel: "I am afraid Bolivia

will soon learn the hard lesson

of globalization. While strate-
gic commodities such as oil and gas
nowadays have a high scarcity value, effi-
ciency and reliability are key to getting
the most value from these products.
Nationalizations conspire against these
goals because highly skilled manpower
tends to fly to more secure job destina-
tions as political criteria substitute for
merit in executive appointments within
the nationalized venture. As skilled labor
leaves, maintenance of wells suffers and a
gradual reduction in production capaci-
ty takes place. Additionally, at current
energy prices margins tend to be high
enough to entice government officials
into using revenues to finance non-pro-
ductive social programs. As demand for
social programs increases, a higher pro-
portion of energy revenues are taken to
the detriment of investments in explo-
ration and capacity-building. After a few
years production begins to decline and
with it revenues for the government. Lest
energy prices continue to climb, Bolivia
might find itself worse off in terms of
energy production within a decade. But
even at high energy prices the reduction
in energy potential could sensibly reduce
Bolivia’s prospects to use energy as a
development engine."

Gustavo Guzman is Bolivia's Ambassador
to the United States.

Francesco Zaratti is an energy analyst in
Bolivia.

Nelson Altamirano is an Assistant
Professor at National University in
California.

Beatrice Rangel is a member of the
Advisor board and a Director at AMLA
Consulting LLC.
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