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Are Bolivia's Plans for its Oil Sector Overly Ambitious?

Bolivia's state-run energy com-

pany, YPFB, has said that it

expects investment in the coun-

try's oil and gas sector to reach
$2 billion in 2012, nearly doubling this
year's record of $1.2 billion. While 64 per-
cent will come from YPFB, the company
expects the rest to come from the private
sector. Is Bolivia's push to increase explo-
ration, supply the domestic market and
meet its contracts with Brazil and
Argentina overly ambitious or does the
state have the right plans in place? How
important are hydrocarbons for the future
of the Bolivian economy? What is the gov-
ernment doing right to promote private
sector investment and where is it off the
mark?

Francesco Zaratti, La Paz-based

energy analyst and former ener-

gy advisor to former President

Carlos Mesa: "Six years after the
'nationalization' of hydrocarbons, Evo
Morales seems anxious to abandon radical
discourse and ideology in order to tackle
the real problems of the sector, which will
continue to be the main pillar of the
Bolivian economy. Investment has grown,
but almost entirely in the exploitation and
commercialization of gas, with the objec-
tive of fulfilling the Argentine market.
There are now greater volumes extracted
from gas wells—there will soon be two
new separation plants in operation that
will supply the domestic market and even
export liquefied petroleum gas—but the

Inside This Issue

underlying problems remain. There are
no new discoveries, gas reserves are dwin-
dling and oil production has declined
(from 16,000 barrels per day to 5,000 bar-
rels per day in 10 years), with the price
fixed at an unrealistic price of $27 per bar-
rel. There is no trust, in politics or the law,
or incentives to attract investment in
exploration. Social conflicts (indigenous
consultation and environmental licens-
ing), encouraged by the new Constitution,
slow the progress of projects. The indus-

Continued on page 2

Mexico's Antitrust Commission
Blocks Televisa-lusacell Deal

Mexico's Federal Competition
Commission on Wednesday blocked a
proposed deal between broadcaster
Televisa and mobile-phone provider
Grupo lusacell, which are seeking to
compete against telecommunications
moguel Carlos Slim. See story on page 3.
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Brazil to Offer Visas as
Part of Haiti Recovery Effort

Brazil will issue 1,200 visas annually
to Haitians over the next five years
as part of its efforts to aid Haiti's
recovery, Brazilian President Dilma
Rousseff said Wednesday during a
visit to the Caribbean nation, the
Associated Press reported. According
to the United Nations, Brazil has
pledged $164 million for recovery
projects and has spent three-quar-
ters of that amount. Rousseff also
said Brazil will begin gradually with-
drawing its troops in the peacekeep-
ing force to 1,900 soldiers.

U.S. Missionary Couple
Found Slain in Mexico

A U.S. couple who had moved to
northern Mexico in the late 1970s or
early 1980s were found slain in their
home in Nuevo Ledn state, the
Associated Press reported
Wednesday. John and Wanda Casias,
who were originally from Texas, had
moved to Mexico to run a Baptist
church. The couple had apparently
been strangled and items including
computers, a television and a safe
had been taken from their house in
the town of Santiago.

Brazil's 0GX Produces
First 0il From Offshore Well

Brazilian oil and gas company OGX
Petréleo e Gas Participa¢des
announced Wednesday that it has
begun oil production for the first
time at its offshore Waimea well,
Dow Jones reported. The announce-
ment moves the company from a
start-up exploration company to a
producer. "With Waimea, OGX
becomes the first private Brazilian
operator to produce oil in Brazilian
offshore waters," said the company's
owner, Eike Batista. OGX has
already contracted to sell 1.2 million
barrels of oil from Waimea to Shell.
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Political News

At Least Six Killed in Colombia
Bomb Blast, FARC Blamed

At least six people were killed Wednesday
when a bomb exploded outside a police
station in the Colombian city of Tumaco,
the Associated Press reported. The blast,
which also injured at least 71 people
appeared to be placed on a motorcycle,
Hernando Cortes, the security chief of the
Pacific port city, told the wire service.
Gen. Rodolfo Palomino, the director of
citizen security of Colombia's national
police, blamed the attack on the
Revolutionary =~ Armed  Forces of
Colombia, or FARC. President Juan
Manuel Santos called the attack an "act of
desperation," the AP reported. The attack
in the port city, a hub of drug trafficking,
occurred just before 2 p.m., at the end of
the lunch hour. It happened "in an area
with a great abundance of population, as
much for the hour as the geographical
location," said Palomino. Last October, 10
soldiers who patrolling a rural area near
the city were killed in a mortar attack.

Thursday, February 2, 2012

Wednesday's attack happened the same
day the FARC announced it would delay a
previously announced release of six
hostages, the AP reported. The rebel
group, which had said on Dec. 27 that it
would release the security force members,

« My God, no more
tricks and deception. »

— Juan Manuel Santos

said "militarization" of the area of the
planned release was the reason for the
delay. Santos rebuked the group in a post-
ing on Twitter. "My God, no more tricks
and deception," he said. "We don't even
know where the hostages are. They
haven't provided the coordinates. Free
them now!" The FARC has proposed
reopening peace talks with the govern-
ment, but Santos has said the FARC must
first release all of the security force mem-
bers it holds captive. The rebels are
believed to be holding at least 12.

Featured O&A
Continued from page 1

trialization of gas, one of Evo Morales'
promises has failed. On the contrary,
subsidized imports of diesel, which the
country hardly produces, have grown
($755 million for 2012). It is true that
the government would like to fix the sit-
uation, but they remain hostage to their
ideology, internally divided and con-
strained by their mistakes. A litmus test
will be a round of presentations by
YPFB next month in Houston. There we
will see if possible investors have begun
to trust the current administration or if
they remain skeptical."

Alfonso Canedo, director of
business development at
Kvaerner Americas and former
commercial director for Gas
TransBoliviano: "In terms of investment,
the emphasis will be on production and

treatment facilities, with 70 percent of
investment concentrated in these activi-
ties. Exploration will only account for 11
percent, 8 percent in midstream infra-
structure and the remaining 11 percent
for refining and other internal market
projects. The state seems to be focused
on meeting its contractual obligations to
its internal market, as well as with Brazil
and Argentina. Traditionally, Bolivia has
done a good job at keeping its supply
commitments, but I believe there should
be more effort in trying to conquer addi-
tional regional market share and diversi-
fication. From this perspective, I think
the investment target can be achieved,
but I would not say Bolivia's plans are
overly ambitious. In fact, I believe they
are conservative and more investment
should be directed at exploration. The
natural gas market dynamics are quite

Continued on page 4
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Economic News

IMF Scolds Argentina for "Lack of
Progress' on Inflation Data

Argentina has shown a "lack of progress"
on improving the accuracy of its inflation
statistics and must take steps within 180
days to demonstrate that it adheres to "the
obligations of all member countries to
provide accurate data," the International
Monetary Fund said Wednesday,
Bloomberg News reported. Consumer
prices in Argentina rose 9.5 percent year-
on-year in December, according to the
government's national statistics agency.
However, opposition
politicians say prices
rose 23 percent last
year, based on data
from private econo-
! mists, who face fines
for questioning the
government's infla-
tion statistics.
President  Cristina
Fernandez's govern-
ment has said gross
domestic  product
grew 9.2 percent last year, but that number
is overstated because the government's
inflation statistics are too low, Alberto
Ramos, a senior Latin America economist
at Goldman Sachs, told Bloomberg News.

L

Fernandez

File Photo: Argentine
Government.

Company News

Mexico's Antitrust Commission
Blocks Televisa-Iusacell Deal

Mexico's Federal Competition
Commission on Wednesday blocked a
proposal by broadcaster Televisa to
acquire a 50-percent stake in cell phone
company Grupo Iusacell for $1.6 billion,
The Wall Street Journal reported. The com-
mission rejected the deal over concerns of
collusion between Televisa and TV Azteca,
a Televisa executive told the newspaper.
Ricardo Salinas, the owner of Iusacell, also
controls TV Azteca. Televisa and Iusacell
are vowing an appeal as they attempt to
compete against the companies of billion-
aire Carlos Slim.
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In Focus

Drug Crackdowns Pushing Traffickers into Caribbean: Ambassadors

By Rachel Sadon

WASHINGTON—As the United States pursues security initiatives to combat drug
trafficking and insecurity in Latin America, the ambassadors from the Bahamas,

Dominican Republic and Jamaica on Wednesday urged U.S. lawmakers not to neglect
the Caribbean.

"The significantly lower level of funding compared to past successful initiatives such as
Plan Mérida and Plan Colombia creates the risk of slowing down actions to counter-
act the new routes in the [Caribbean] as trafficking is displaced from other areas by
effective interdiction efforts," Anibal de Castro, the Dominican Republic's ambassador
to the United States, told the Senate Caucus on International Narcotics Control. In
other words, the Caribbean is at risk for the "balloon effect" of successful counternar-
cotics efforts in one region pushing the problem elsewhere, he said.

In the 1980s and early 1990s, the Caribbean was the primary transit point for illegal
drugs flowing into the United States. A crackdown on those routes shifted the major
narcotrafficking transit zone to Central America and Mexico, to devastating result for
that region. Now, many experts warn that, as counternarcotics efforts elsewhere begin
to see success, the Caribbean is again at risk. "Simple logic and common sense tells you
that you probably are going to see [the shift to old smuggling routes] in the next two
or three years," the assistant secretary of state for international narcotics and law
enforcement, William Brownfield said in an interview with the Associated Press in
November.

While the three Caribbean ambassadors said they had yet to see a marked increase in
the narcotics flow, they each expressed major concerns about a surge in crime and
homicide rates—which they say is implicitly linked to drug trafficking.

The Bahamas faces "serious challenges stemming from arms trafficking, human smug-
gling, illegal immigration and the prospects for trafficking in persons. These illicit
activities, particularly arms trafficking, a definite offshoot of the drug trade, tend to sit
on the platform created by drug trafficking," said Bahamian Ambassador Cornelius
Smith.

Homicide rates have risen significantly in both the Bahamas and the Dominican
Republic, while Jamaica has the world's fourth-highest murder rate, according the
United Nations Office on Drugs and Crime "2011 Global Study on Homicide."

Jamaica's ambassador to the United States, Audrey Marks, also pointed to another dev-
astating cost of drug trafficking in the region: social investment. "The fight to combat
the illegal drug trade, in which Jamaica is neither a large producer nor a major con-
sumer, has also diverted critical resources from social services" like education and
health care, she said.

For its part, the Obama administration announced the creation of the Caribbean Basin
Security Initiative in 2009 and has continued interdiction efforts through Operation
Bahamas, Turks and Caicos, which has been in place since 1982.

All three ambassadors emphasized the need for continued collaboration and strength-
ened ties to the United States, given limited resources at home.

U.S. Sen. Dianne Feinstein (D-Calif.), co-chair of the Senate Caucus on International
Narcotics Control, agreed. "As we increase our security assistance to Mexico and
Central America, we must not forget the Caribbean," she said.
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different now than five years ago; nobody
would have ever imagined Henry hub
prices at $2.30/mcf. Everything seems to
indicate that it is a matter of time before
we start seeing strong LNG presence as
well as shale production in the region.
Let's not forget that Argentina has great
shale gas potential and been a strategic
long-term natural gas partner for Bolivia.
The hydrocarbons sector is the most
important sector in the Bolivian econo-
my, representing 61 percent of its exports
and 16 percent of its GDP. In terms of
what is the government doing right, back
in 2009-2010, the government was able to
provide timely financing assistance to
national oil companies' subsidiaries
through central bank facilities in order to
jump start investment activity. As far as
where the government's policies are off
the mark, there needs to be a new hydro-
carbons law that promotes E&P invest-
ment, especially in exploration, and the
elimination of subsidies for internal mar-
ket refined products like gasoline and
diesel. These government subsidies repre-
sent a huge financial burden for the state,
in addition to creating serious supply
demand distortions."

Karla Wiirth, partner at Wiirth,

Kim & Costa du Rels in Santa

Cruz, Bolivia: "The Bolivian

government's  plans  are
extremely ambitious and unrealistic.
While the government needs a major
investment plan to improve the economy
and increase proven reserves in order to
meet both foreign and domestic markets,
foreign investors are reserved about
investing, given the country's legal insta-
bility. Unfortunately, Evo Morales' base
of popular support doesn't understand
that the more leftist demands there are,

Latin America Advisor
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the less likely that foreigners are to invest,
and, even worse, more likely to leave the
country. The hydrocarbons industry is of
vital importance for the country. In the
face of new shale discoveries, Brazil and
Argentina which are current buyers of
Bolivian gas, have issued a warning bell
that soon Bolivia will soon not have any-
one to sell its gas to. Thus, the govern-
ment has embarked on a campaign to
find new markets, but what the govern-
ment does not realize is that any new
market will take years to discover and it
doesn't have much time. Despite
Bolivia's dependence, the government
continues to send bad signals; just this
week, they have proceeded to 'mational-
ize' by decree a foreign company's stake
in the country's largest gas exploration
field. Again, Morales' government is
inconsistent. It invites investment in
Bolivia, but it nationalizes those who
have already done so and demands major
investments, of which YPFB will receive
the majority of benefits. Because of this,
its plans for growth are not realistic.
Improvisation and constant contradic-
tion in hydrocarbons law are passing the
costs to a government that does not
know how to manage the conflicts that it
created. To conclude, we can recall that
the government has been announcing
the entrance of Gazprom in the Bolivian
market for more than a year, but the date
has never materialized because the
Russian savor is being made to wait,
along with all of its investment promis-

n

€s.

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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