
QOn Dec. 26, Bolivian President
Evo Morales issued a decree
canceling heavy subsidies on
gasoline and diesel fuel, citing

the heavy preponderance of fuel smug-
gling across the border, and thus trig-
gered a rise in fuel prices by more than 70
percent. The change was met with wide-
spread protests, riots and a national
transport strike. Morales reversed his
decision on Dec. 31. Should Morales have
ended fuel subsidies in Bolivia? What are
the political ramifications for the move
and its subsequent reversal? What else
can the government do about widespread
fuel smuggling? Is the government likely
to cut subsidies in the future?

AIván C. Rebolledo, managing
partner of TerraNova Strategic
Partners LLC and president of
the Bolivian American Chamber

of Commerce: "By all means, the govern-
ment's announcement that it could no
longer afford to subsidize fuel prices,
which had been frozen for over six years,
was the right thing to do. Bolivia's interna-
tional capital reserves are beginning to
dwindle in light of decreased foreign direct
investment—especially in the hydrocar-
bons and mining sectors. It has been
reported that more than $350 million of
subsidies had illegally benefited those sell-
ing fuel to neighboring countries where
the price was much higher. Without a
doubt, this has been Morales' biggest polit-
ical setback since his inauguration in 2006

and I believe it can continue to have seri-
ous consequences as further economic
calamities might rear their ugly heads in
the coming months. This cutback on fuel
subsidies should have been done very
gradually over the past few years and will
certainly now need to be done in the not so
distant future. The irony of this whole sce-
nario is that those with the lowest
incomes, who most likely voted for
Morales, would have been the hardest hit
with the ending of fuel subsidies. To com-
bat the fallout from this scenario, Morales
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Argentine cabinet chief Aníbal
Fernández on Wednesday demanded
that the United States apologize after it
transported several pieces of equipment
that Argentina said was not properly
authorized. See story on page 2.
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Political News

Argentine Cabinet Chief Demands
Apology From U.S. Over Equipment

A top Argentine official demanded an
apology from the United States
Wednesday over the row that began last
week when Argentina seized several pieces
of equipment that a U.S. Special Forces
team had brought to the country after
being invited in for a police training pro-
gram, the Associated Press reported.
Cabinet Chief Aníbal Fernández demand-
ed the apology, saying the United States
had insulted Argentine Foreign Minister
Héctor Timerman who personally super-
vised the confiscation of the equipment

that entered the country aboard a U.S.
cargo plane. "I wonder what would have
happened if an Argentine airplane had
landed in the United States with the same
load? They would confront us saying,
'How are these people daring to take
weapons, drugs and I don't know what
else without authorization?' " said
Fernández. "The military personnel flying
with the plane would be in Guantanamo
with orange overalls." Earlier, Frank
Mora, the U.S. deputy assistant secretary
of defense for Western Hemisphere
affairs, said the U.S. personnel had been
invited in to provide training for
Argentine police and that the United
States was being treated in a way not
befitting an allied nation. "Mr. Frank
Mora, who dared insulting our foreign
minister, should apologize and we hope
that he will. The same thing will have to
be done by the government of the United
States, who brought here something that
had no authorization to enter Argentina.
They will have to offer their apologies and
resolve the controversy," said Fernández.

In Washington, state Department
spokesman P.J. Crowley rebuffed
Fernández's call for an apology. "We have
nothing to apologize for. But we continue
to engage Argentina and will continue to
work as best we can to resolve this case,"
said Crowley. U.S. officials have said the
equipment that the U.S. Special Forces
team was bringing into Argentina includ-
ed weapons and satellite phones, which
the team routinely carries, and said there
was a minor discrepancy with the ship's
manifest that could have been easily
resolved. However, Argentine authorities
confiscated the items, the U.S. personnel
flew back to the United States and
Fernández said the equipment may be
destroyed. Crowley said it would be
"unfortunate" if Argentina destroyed the
equipment. "We have a long history of
close cooperation with Argentina, so we
remain surprised and concerned by the
ongoing Argentine reaction," said
Crowley. "We do not know why Argentina
decided to make a federal case out of
this." 

Ecuadorean Court Approves
Proposed Referendum Questions

Ecuador's Constitutional Court on
Wednesday sent a list of ballot questions
back to President Rafael Correa after
approving them a day earlier, Agence
France-Presse reported. Correa has said
the proposed reforms are needed in order
to help fight crime and more effectively
regulate the economy. "The proposals to
amend the constitution got the green
light (from the court) and it's now up to
the president to make a final decision,"
the Constitutional Court's chief justice,
Patricio Pazmino, told reporters, accord-
ing to AFP. Correa submitted the ques-
tions to the court to verify their legality
before sending them to the Electoral
Council to place before voters. Correa
wants to amend a law that requires
detainees to be released after a year if no
trial is held. The law "has become a focus
of corruption, greater insecurity, by
allowing the release of many criminals,"
said Correa. Also, a ballot question would
ask Ecuadoreans whether financial com-
panies should be restricted from investing
in other sectors.
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Colombian Guerrillas Release 
Two Hostages After Delay

Rebels of the Revolutionary Armed
Forces of Colombia, or FARC,
released the final two men out of a
group of six hostages to the Red
Cross on Wednesday after failing to
do so at the originally planned time,
the Associated Press reported. The
release of the hostages was negotiat-
ed by former Sen. Piedad Córdoba
and was set to occur on Sunday, but,
while four hostages were released,
no one was at the site where the last
two men were to be released.

Argentina's Grupo Galicia 
Triples Q4 Net Profit 

Argentina banking conglomerate
Grupo Financiero Galicia
announced Wednesday that its
fourth-quarter net profit rose to
$47.1 million, more than tripling
from the same quarter in 2009, Dow
Jones reported. Galicia said higher
revenue from lending operations
drove the increase in profit, adding
that its loan portfolio grew 66 per-
cent last year. The company report-
ed a 78.3 percent increase in net
profit for the year and said it would
propose a cash dividend payment of
24.8 million pesos at its next share-
holders meeting.

Chile's Codelco Signs Wage Deal
With Gaby Mine Workers

Chile's Codelco, the world's largest
copper producer, has signed a wage
deal with workers at its Gaby mine,
Reuters reported Wednesday. The
agreement happened months before
negotiations were to start, averting a
possible strike. The government-run
company agreed to hike wages by 4
percent and also provide loans and
bonuses worth more than $21,000
per employee over the course of the
new 44-month contract, according
to union leader Emilio Paez.

“ They will have to offer 

their apologies and resolve 

the controversy.”
— Aníbal Fernández 



Company News

Spain's Banco Santander Sells 
Stake in Chilean Unit

Spain's Banco Santander has sold a 1.9
percent stake in its Chilean unit for
approximately $290 million at auction,
Bloomberg News reported Wednesday.
Santander sold 3.6 billion shares in the
Chilean unit for a minimum price of
38.25 pesos apiece, the Santiago exchange
said. The brokerage operation of the
Chilean unit handled the transaction. The
Spanish bank held 77 percent of Banco
Santander Chile before the sale through
Teatinos Siglo XXI Inversiones and
Santander Chile Holding, according to
Bloomberg.

Jamaica Money Market Brokers
Acquires City Insurance

Jamaica Money Market Brokers, known
as JMMB, has acquired Jamaica's City
Insurance Brokers as part of its diversifi-
cation and expansion efforts, the Jamaica
Observer reported Wednesday. JMMB
said it would acquire the company
through its subsidiary, JMMB Insurance
Brokers. JMMB did not disclose the

deal's value, but said
the portfolio of City
Insurance offered sig-
nificant value to
JMMB, the Jamaica
Gleaner reported. "We
would not disclose
that, but we've ascer-
tained great value in
the portfolio," said
JMMB's group mar-
keting manager, Imani

Duncan. Cecile Cooper, general manager
at JMMB Insurance Brokers, said City's
portfolio will help JMMB to expand. "The
depth of City's corporate portfolio will
complement our existing insurance client
base, which is primarily retail, as we con-
tinue to expand our Insurance business
line," Cooper said in a statement. City
Insurance, whose operations will be
merged with those of the JMMB sub-
sidiary, will continue operating from its
office in Kingston.
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announced a 20 percent increase in
salary—mostly geared to the police,
armed forces and the health and educa-
tion sectors. This action did little to
appease the masses. In the end, he abro-
gated the original decree with the mes-
sage that the will of the citizenship was
obeyed."

AJose Valera, partner at Mayer
Brown LLP in Houston: "The
government of Bolivia has
budgeted $1 billion for the

importation of gasoline and diesel in
2011. Due to the subsidy measures
again in effect, the government will
resell those products for $500 million in
the domestic market and bear the cost
of the other $500 million. This huge
drain on the treasury is aggravated by
the fact that large volumes of these
products are smuggled out to neighbor-
ing countries with higher fuel prices,
something the government says it can
do little about. Bolivia has subsidized
fuels at least since the early 1990s, but
back then the subsidy was paid to local
producers who had economic incentives
to explore for and produce oil and
invest in refining and processing capac-
ity. Now, five years after the industry's
nationalization, the government is in
the fuel business, has not increased
refining capacity and has to subsidize
foreign exporters. There has also been a
marked decline in oil exploration and
production due to the very low prices
paid by the government to the few pri-
vate sector producers that remain, as
well as the lack of managerial, technical
and financial capacity by state-owned
YPFB to carry out such activities itself.
The government now realizes that
squeezing local producers is not good
long-term policy. Since domestic
demand for fuels is increasing, the poli-
cy choice is between incentivizing the
private sector to produce and invest
more or keep importing fuels from
other countries. It was good politics for
a while to squeeze the local producers,
but the drain to the treasury has now

become all too real. The second policy
choice relates to the continuation of
subsidies. Two things will happen: local
producers will be paid more so that pro-
duction and investment increase, and
subsidies will be cut, albeit at smaller
increments over a longer period of
time."

AMaria Velez de Berliner, pres-
ident of Latin Intelligence
Corporation in Alexandria,
Va.: "The elimination of subsi-

dies was the right move to bring ration-
ality to the gasoline and diesel market.
But it was not an effective political
move for Morales who lost the support
of his core constituency. Morales
learned that dividing and conquering
the opposition in Media Luna was less
costly than hitting the livelihood of
those who put him in power, and who
can take him down by the same tactics
he used to unseat his predecessor.
Despite the policy reversal, the trans-
port sector will still raise prices by
about 25 percent, causing continued
strikes and road blockages that will
adversely affect Bolivia's economy.
Despite commitments by oil companies
to invest $812 million in 2011, Bolivia
will not soon return to being a net
exporter of hydrocarbons. As it is,
Brazil, its largest customer, is importing
the minimum required to fulfill the
'take or pay' clause of its import con-
tract with Bolivia. Given the gasoline
and diesel price differentials among
Bolivia (low) and Brazil, Chile, Peru and
Argentina (all high), the incentive to
smuggle will continue if smugglers do
not have access to more profitable eco-
nomic activity. But it is not only price.
Smuggling is abetted by the weakness of
Bolivia's institutions and its endemic
corruption. So far, subsidies are the glue
that holds Morales and his base togeth-
er. Morales' hold on power will be pre-
carious if his base and the industrial
establishment in Media Luna, ironically,
find common ground in opposing the
future lifting of subsidies; the former
for economic and the latter for political
reasons."

Featured Q&A
Continued from page 1

Continued on page 4

Duncan

File Photo: JMMB.



Page 4 of 4Copyright © 2011, Inter-American Dialogue

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  AAddvviissoorr TThhuurrssddaayy,,  FFeebbrruuaarryy  1177,,  22001111

ABernardo Prado, director and
editor of Hidrocarburos
Bolivia: "The government
overestimated its popularity

and found no other alternative but to
reinstate fuel subsidies. However, those
six days with the decree in force were
sufficient to open the Pandora's Box that
this populist government struggled so
hard to keep sealed. The political conse-
quences of this misstep are just begin-
ning to pass to the Morales administra-
tion, including the president's worst ever
decline in popularity (he went from 54
percent to 30 percent), and a completely
worn cabinet, to the point where union
leaders and indigenous movements are
calling for the Energy and Finance min-
isters' heads. The government men-
tioned smuggling as justification to cut
the subsidies, but I'm not sure that is the
main reason. The fact that Bolivia is pay-
ing about $27 per barrel of produced oil,
a price well below international values,
has discouraged foreign investment in
exploration and production activities. At
these prices, finding and producing oil
in Bolivia is not a profitable business.
There is where I think the problem lies;
since President Morales decreed the
nationalization of hydrocarbons in May
2006, the oil industry has entered a state
of lethargy. Although it had some shin-
ing accomplishments, those were not
bright enough to avoid being obscured
by the nationalization process. Leaving
behind the usual rough speech against
foreign investors, President Morales
seems to be finally aware that foreign oil
companies need better economic condi-
tions to invest and operate in Bolivia.
But a better price alone does not solve
the problem. No matter how many more
dollars you end up receiving for a barrel
of oil, without a consistent legal frame-
work and a fair taxation regime, invest-
ments in Bolivia will continue to be a
chimera. The Bolivian government is
now facing the challenge to motivate
investors, cut subsidies without affecting
the people's pockets and prove the suc-
cess of the nationalization process."

AÁlvaro Ríos, partner-director of
Gas Energy Latin America,
director of DIInternational for
Latin America and former min-

ister of hydrocarbons of Bolivia: "The
measure was intended to kill four birds in
one shot, but it was too strong on the
social and economic side, causing infla-
tion and panic, which is why the govern-
ment had to regress. First, by raising
diesel and gasoline prices, the price at the
wellhead for oil to be sold in the internal
market could have risen from $27 per
barrel to around $50 or $60 per barrel,
thus encouraging investment. Second, the
government's public spending has been
increasing in past years and it was an easy
way to collect $1 billion annually. Third,
it was an easy way to cut fuel smuggling
across the borders to neighboring coun-
ters, where prices are three to four times
higher. Fourth, with increased oil pro-
duction in five to seven years, the country
could produce oil to feed its refineries
and not have to import around 25,000
barrels per day with a cost of another $1
billion. It is quite a necessary measure,
but too strong for the Bolivian economy
and its social structure."

ACarlos Miranda, energy con-
sultant in La Paz and former
hydrocarbons superintendent
of Bolivia: "Using heavy state

subsidies, Bolivian fuel prices have lasted
too long and have been far behind the
market. Populist President Morales was
not able to support the political cost of
losing popularity by increasing prices to
the consumer. Reversing the measures
has put the government in the worst of all
possible worlds. Subsidies are paid with
uncommitted gas income. Facing
increase in the demand and market
prices, these funds are becoming insuffi-
cient. Figuring out how to cut subsidies
without increasing prices to the con-
sumer is the government's biggest chal-
lenge."

The Advisor welcomes reactions to the
Q&A above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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