
QLast week, the Uruguayan gov-
ernment announced a possible
major offshore natural gas dis-
covery that could transform the

country into a gas exporter. What is the
potential for development of natural gas
reserves in Uruguay? With the auction of
exploration blocs planned for next year, is
the country's political and economic envi-
ronment conducive to attracting invest-
ment in its oil and gas sector?

AGuest Comment: Christian
Daude: "If the results of prelimi-
nary seismic studies are accurate,
the significant finding of offshore

natural gas fields in Uruguay could be a
great opportunity to alter its weak energy
balance. Currently, Uruguay relies mainly
on petroleum imports and gas, as well as
hydroelectric energy generation. High
international oil prices, the unreliable
regional supply of gas, and the lack of suf-
ficient rainfalls have been a recurrent
threat to the economy. Furthermore, it
would also reduce balance of payments
risks, as gas and oil prices tend to move
closely together. However, there is consid-
erable uncertainty regarding the size of the
fields and the economic feasibility of
exploiting them. The fields are located
around 150 kilometers offshore and five
kilometers below the ocean floor. The sole
exploration involves significant costs and
technical expertise, currently not available
in Uruguay. While Uruguay's overall
investment climate is good, especially by

regional standards, the energy sector
remains mainly in the hands of public
enterprises with limited experience in part-
nerships with private firms or the regula-
tion of markets. The details of the first auc-
tions will be revealed on December 1, but it
seems that the contracts will include shared
production agreements with the state-
owned petroleum company, ANCAP. It is
not obvious that such an arrangement
would be the most efficient, given
ANCAP's lack of expertise on these topics.
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What Do New Gas Finds Mean for Uruguay's Energy Outlook?

Continued on page 4

Bolivian Governors Say They
Will Not Boycott Recall Vote
Ruben Costas, the governor of
Bolivia's Santa Cruz province, said
Friday that he and three other gover-
nors from provinces pushing for
greater autonomy would not boycott
an August 10 recall vote. See story on
page 2. 
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Political News

Uribe's Popularity Soars to More
Than 90 Percent in Wake of Rescue

Colombian President Alvaro Uribe's pop-
ularity has risen to more than 90 percent
following last week's dramatic rescue of
Ingrid Betancourt and 14 other hostages
from rebel captivity, Reuters reported, cit-
ing a poll published on Sunday. The Ipsos-
Napoleon Franco poll of 1,204 people,
commissioned by local daily El Espectador,
found that Uribe's
popularity soared
from 73 percent in a
survey taken days
before the rescue to 91
percent. Seventy-nine
percent said they
would vote for a third
term for Uribe, up
from 69 percent previ-
ously. The president, popular for his
efforts to restore security in the Andean
nation and for presiding over an econom-
ic expansion, was re-elected to a second
four-year term in 2006 after lawmakers
approved a constitutional amendment
allowing him to run again. He has refused
to rule out a similar constitutional change
that would let him seek a third term. Late

last month, Uribe called for a popular ref-
erendum on whether the 2006 presidential
election should be repeated, after the
Supreme Court ruled it was marred by
corruption. Uribe is riding high after last
week's dramatic rescue of Betancourt,
who was running against Uribe in the
2002 election when she was taken hostage
by the FARC rebels. Also rescued were
three American military contractors, cap-
tured in 2002 when their plane was shot
down over the Colombian jungle during a
counternarcotics mission, and 11
Colombian police and solders.

Bolivian Governors Say They 
Will Not Boycott Recall Vote

Regional governors in Bolivia pushing for
greater autonomy from the central gov-
ernment said Friday they will not boycott
an August recall vote that could force
them out of office, Reuters reported.
"We're definitely going to the recall vote,
which is ... a whim of the president,
because we have a responsibility toward
our people and to push forward the
autonomy [movement]," Ruben Costas,
the governor of wealthy Santa Cruz
province, told reporters. The comments
by Costas, who spoke on behalf of four of
the country's nine governors, marked a
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Caribbean Community Appoints
New Top Trade Negotiator

The Caribbean Community on
Friday appointed Henry Gill to serve
as its top trade negotiator. Gill will
succeed Richard Bernal as director
general of the Caribbean Regional
Negotiating Machinery (CRNM),
the CRNM said in a press release.
Gill has served as CRNM's senior
director for the past seven years and
played a leading role in crafting the
regional strategy in negotiations for
a trade pact with the European
Union.

Panama Says It Will Not 
Allow US Military Base

Panama will not allow the US mili-
tary build a new base to replace one
in Ecuador whose lease is set to
expire next year, Reuters reported on
Friday. "There will be neither bases
nor installations (in Panama),"
Panamanian Justice Minister Daniel
Delgado told Reuters. Peru and
Colombia have also been cited as
possible locations to replace the
Manta air base in Ecuador, which is
part of US antidrug operations in
the Hemisphere.

Honduras' Toncontin Airport
Reopens for Intl. Flights

Tegucigalpa, the capital of
Honduras, on Saturday reopened its
airport to international flights,
Reuters reported. The Toncontin
airport had been closed to all but
domestic flights since a deadly air
crash May 30, when a Salvadoran
passenger plane skidded off a run-
way in bad weather. Five people
were killed due to human error,
investigators found. Honduran
President Manuel Zelaya said
Saturday the government still plans
to open a new international airport
for the capital once it adapts a mili-
tary airstrip for civilian use.

Uribe Vows Closer Ties With Venezuela Ahead of Meeting With Chavez

Colombian President Alvaro Uribe on Saturday pledged closer ties with Venezuela's
Hugo Chavez, ahead of a meeting between the two leaders this Friday, the Associated
Press reported.

In what will be their first one-on-one meeting since relations soured over a March 1
cross-border Colombian military raid on a FARC rebel camp in Ecuador, Uribe and
Chavez will meet in Caracas to sign an accord on joint construction of railroad lines
between their two countries.

"President Chavez has proposed it and we accept it," Uribe was quoted as saying dur-
ing a televised town hall meeting. "We want to give a very big push to the entire agen-
da between our two countries."

Both Venezuela and Ecuador suspended diplomatic ties with Colombia in the wake of
the March 1 raid. Venezuela subsequently restored ties, but Ecuador has been slow to
do so. Ecuadorean President Rafael Correa said Saturday that his government is not
ready to resume diplomatic relations, the AP reported.

"We have a lot of pressure to re-establish relations with Colombia. I don't understand
what they're talking about," Correa said during his weekly radio address.

Uribe
Photo: SNE



change of strategy since the opposition
governors vowed to boycott the August 10
recall vote. Still, Costas criticized the vote
proposed by Bolivian President Evo
Morales as an attempt to undermine the
pro-autonomy opposition, saying "it
won't solve the country's problems."
Voters in Santa Cruz and three other east-
ern provinces—Beni, Pando, and Tarija—
have all approved greater autonomy from
the central government in referendums in
recent months. Under the rules for the
recall votes, Morales and the governors
would be forced to call early elections if
the number of votes against them exceed-
ed the number of votes they won when
elected. Morales was elected in December
2005 with 53.7 percent of the vote, while
the governors won office with support
ranging from 37.9 percent to 48 percent.

Economic News

Lower House of Argentina's 
Congress Approves Tax Increase

In a preliminary victory for Argentine
President Cristina Fernandez, the lower
house of Argentina's Congress on
Saturday narrowly approved a controver-
sial increase in taxes on grain exports.
After 18 hours of heated debate, the lower
house voted 192-122 in favor of the more
than 10 percent increase, the Associated
Press reported. The Senate is scheduled to
debate the measure in the coming days.
Fernandez, who decreed the tax increase
in March, asked Congress to ratify the
measure after months of strikes and
protests by farmers, which caused food
shortages in the South American country
and sent her popularity plummeting. In
an effort to diffuse the crisis, Fernandez,
whose Peronist party has a majority in
both houses of Congress, two weeks ago
asked lawmakers to ratify the measure.
Some Peronist members of Congress, as
well as some allied lawmakers, have open-
ly opposed the tax increases. Fernandez
argues the farmers 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 control
inflation. Farmers say they have been
unfairly overtaxed while leading

Argentina's recovery from its 2001-2002
economic collapse.

Official: No Evidence US Salmonella
Outbreak Came From Mexico

There is no evidence that a salmonella
outbreak in the United States came from
Mexican produce, a Mexican agriculture
ministry spokesman said Sunday, accord-
ing to Reuters. "In Mexico there has been
no salmonella outbreak in recent months,
and definitely not of the type [of salmo-
nella] being seen in the United States,"
Marco Antonio Sifuentes was quoted as
saying. Sifuentes said US inspectors were
in the western Mexican state of Sinaloa

taking samples at tomato farms to try to
verify Mexican claims no salmonella is
present there. The official said the
Mexican government has not been
informed of any US plans to expand a
probe into Mexican produce. US health
officials have reportedly expanded their
investigation beyond tomatoes to include
cilantro, jalapeno peppers, serrano pep-
pers, scallions, and bulb onions. The agri-
culture ministry is denying reports that
the US has closed its borders to those veg-
etables, according to the Associated Press.
There have been at least 943 reported
cases of salmonella food poisoning in the
US since mid-April. At least 130 people
have been hospitalized.
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Recent events in the region show that ill-
designed contracts in the energy sector
often end up in insufficient investment,
expropriation, and costly litigation.
Therefore, the main challenge for
Uruguay is to design contracts that cre-
ate the right incentives for both parties."

AGuest Comment: Frank Perez:
"Uruguay's announcement of a
big gas find—in the order of
one to three trillion cubic feet

off the coast in the continental shelf—is
great news politically and economically
for the country. Yet, let's keep in mind
that the seismic studies are not an indi-
cation that there is gas in these very deep
offshore fields, down 16,000 feet or so.
Obviously, this will create great interest
by the big oil and gas producers to study
the information the government has to
offer and determine if very expensive,
high-risk exploratory wells should be
drilled. This next investment step will be
the proof that there maybe something to
cheer about. The country's political and
economic environment is certainly con-
ducive toward making investments in
the energy sector. Uruguay is practicing
good market-based policies, and any gas
being sold is selling at international price
levels in Uruguay."

AGuest Comment: Pablo F.
Lutereau: "Although we would
still need to wait for additional
information on these discover-

ies, it is clear that a confirmation of a
large natural gas reservoir under
Uruguayan waters would be very positive
news for Uruguay but most importantly
for Argentina. Uruguay is not dependent
on this energy, and it will take some time
for the country to fully benefit from it.
Nevertheless, natural gas is particularly
scarce in Argentina these days, where the
energy matrix is leveraged toward that
fuel and its supply is tight given the
imbalance between supply and demand
generated by price distortions intro-
duced by the Argentine government. It
would also be positive because of the

proximity of Uruguay and Buenos Aires,
the main consumption center in the
country, which would also ease the pres-
sure on transportation capacity. This
becomes particularly relevant when
comparing it to Bolivian natural gas or
the natural gas coming from the south-
ern part of the country. The ability of

Uruguay to attract investments in this
sector should not be a problem. The
country is not perceived as unfriendly or
unsupportive to foreign investors.
Additionally, regional and international
players in this industry are used to oper-
ating in much more complex business
environments than Uruguay's.
Nevertheless, given the country's lack of
track record in exploration and produc-
tion, the auction process and its outcome
will be an important test."

Christian Daude is Research Economist
in the Southern Cone Country
Department at the Inter-American
Development Bank.

Frank Perez is President of Southern
Light and Gas Company LLC.

Pablo F. Lutereau is Director & Team
Leader for Corporate Ratings at Standard
& Poor's.
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Featured Q&A
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“ ... It is clear that a confirma-

tion of a large natural gas reser-

voir under Uruguayan waters

would be very positive news for

Uruguay but most importantly

for Argentina.”
— Pablo F. Luterau


