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QBolivian President Evo Morales
on May 1 seized the local unit of
Spain's Red Eléctrica, the owner
of approximately 85 percent of

the South American country's power grid.
Morales alleged that only $81 million had
been invested in the country's power grid
since it was privatized in 1997, while
Spain's ambassador to Bolivia, Ramon
Santos, said the takeover sends "a nega-
tive message that generates distrust," the
Associated Press reported. Will the state
be able to effectively take control of the
electrical grid? Is the nationalization a
good thing for the Bolivian power sector
and will it lead to increased investment?
How does the move compare to takeovers
in other South American countries?

AFrancesco Zaratti, La Paz-based
energy analyst and former 
energy advisor to ex-President
Carlos Mesa: "The expropria-

tion of the Bolivian subsidiary of Spain's
Red Eléctrica de España (REE) is an isolat-
ed episode which is explained by the gov-
ernment's need to gain ground in the mid-
dle of a series of social conflicts that has
damaged its popularity. Politically,
Morales appealed to the typical symbols of
his government: on May Day, with a
nationalization decree, taking control of
physical facilities, accompanied by a heav-
ily armed military group. Legally, the
Constitution provides for state control of
the energy grid and REE had a monopoly

on the distribution of energy in six (out of
nine) interconnected departments. Urban
distributors and some private generators
remain out of state control. Economically,
REE was taking its finances out of its
Bolivian branch, as has been reported in
the Spanish press, and it did not invest,
knowing that it would be nationalized at
some point. However, the problem with
Bolivia's electricity sector wasn't distribu-
tion, but rather that generation is almost
entirely state-run: the supply and demand
balance is precarious and blackouts have
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What is Behind Bolivia's Latest Energy Sector Nationalization?  

Colombian state-run oil company
Ecopetrol, headed by chief executive
officer Javier Gutiérrez, has become
Latin America's largest company by
market value, surpassing Brazil's
Petrobras. See story on page 2.

Photo: Colombian Government.

Ecopetrol Tops Petrobras as
Region's Largest Company 



Oil & Gas News

Ecopetrol Becomes Region's 
Largest Company by Market Value 

Colombian state-run oil company
Ecopetrol has become Latin America's
largest company by market value, surpass-
ing Brazil's Petrobras, according to a study
released Wednesday by São Paulo-based
Economática, Dow Jones reported. The
study found that Ecopetrol's market capi-
talization, the value of its outstanding
shares, leapt $37 billion to $127 billion so
far this year. Petrobras, which according to
the consulting group has been the region's
largest company for a decade, has seen its
market value fall $32 billion this year to
$124 billion. The Brazilian company's
market capitalization peaked at $310 bil-
lion in May 2008, said Economática.
Changes in foreign-exchange rates and
government policies in Colombia and
Brazil have influenced their share prices.
Brazil's government has intervened in
Petrobras and the company has had trou-
ble passing higher oil prices along to con-
sumers. In contrast, Colombia's govern-
ment has allowed Ecopetrol more autono-
my, boosting investor sentiment.

Repsol Launches Legal Case Against
Argentina After YPF Nationalization  

Spanish oil company Repsol on Tuesday
launched a legal case against the Argentine
government following the country's
nationalization of YPF, the Financial
Times reported. YPF
has been under gov-
ernment control since
President Cristina
Fernández de Kirchner
announced the seizure
of the country's largest
oil company on April
16. In a statement
Tuesday, Repsol said it
had notified the
Argentine government
of the case brought
under a bilateral investment treaty.
Argentina and Repsol will have six months
to reach a settlement before the case goes
to the World Bank's International Center

for the Settlement of Investment Disputes,
or ICSID, which could take three to four
years to issue a ruling. YPF's expropriation
followed "the coordinated … and politi-
cally motivated confiscation of conces-
sions belonging to YPF," by six Argentine
provinces, said Repsol in a statement. The
Spanish company is demanding $10.5 bil-
lion for the seized assets and has threat-
ened legal action against companies that
seek to invest in any of YPF's assets.

Mexico's Oil Disproportionately
Benefits Wealthy: Study

Revenue from Pemex oil wealth has indi-
rectly benefited the wealthiest 10 percent
of Mexico's population, a study published
by the United Kingdom's Oxford Institute

for Energy Studies found, Reuters reported
Wednesday. If revenues were distributed
evenly, each citizen would receive approxi-
mately $820 each year, but they are instead
used to cushion government spending and
ease pressure to raise taxes on the wealthy,
found the study's author, economist Paul
Segal. "The country's oil revenues are
effectively being used to lower taxes on the
rich," said Segal. Mexico has the lowest tax
intake of the countries belonging to the
Organization for Economic Co-operation
and Development. Meanwhile, Mexico's
oil regulator released a report on Saturday
that detailed heavy spending on the
Chicontepec oil field despite the fact that it
has repeatedly fallen short of production
goals. "Chicontepec projects present the
least profitability and highest uncertainty
when they are compared to every other
project," the report found. Pemex spent
almost $2 billion on the project in 2011,
representing 86 percent of its exploration
budget. It also said that 75 percent of
potential deepwater exploration projects
are unlikely to be profitable to develop and
recommended focusing on shallow-water
projects.
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Eosol Planning Solar 
Project in Northern Chile

Spain-based Eosol Energy is plan-
ning to construct a $615.9 million
solar energy project in Chile's
northern Atacama Desert, EFE
reported Wednesday. The facility
will be able to generate 192.6
megawatts, said the company, which
has completed projects in Mexico,
Spain and France. Power produced
at the plant will supply the country's
northern electricity grid.

Petrobras Reports Decline in 
Profit, But Beats Estimates 

Brazil's state-run oil company,
Petrobras, on Tuesday reported a 16
percent decline in net income to 9.2
billion reais ($4.6 billion) for the
first quarter, but beat analysts'
expectations due to higher revenues
from sales of gasoline, as well as
higher levels of crude oil exports,
Bloomberg News reported.
Meanwhile, Bolivian state energy
company YPFB said Tuesday that it
is seeking three new contracts with
Petrobras to explore for natural gas
in the southern Tarija province.

Chile's Supreme Court 
Reverses Rio Cuervo Approval 

The Chilean Supreme Court on May
11 reversed a decision made earlier
in the week to approve the Rio
Cuervo hydroelectric plant, which is
part of the 3.6 billion Energía
Austral project in Patagonia, EFE
reported. The court ruled that the
region's Environmental Impact
Assessment System had illegally
approved the project by ignoring the
National Geology and Mining
Service's recommendation to carry
out a new soil survey. It is one of
several controversial hydro projects
in the Patagonia region, including
the 2.75 GW HidroAysén dam,
which was approved in April.

“ The country's oil revenues are

effectively being used to lower

taxes on the rich.”
— Paul Segal

Fernández

File Photo: Argentine
Government.



Power Sector News

Brazilian Government Planning 
to Cut Electricity Taxes

Brazilian President Dilma Rousseff will
announce tax cuts for electricity produc-
ers and distributors in the coming weeks,
Reuters reported Tuesday, citing two
anonymous officials. According to the
Getúlio Vargas Foundation, Brazil has the
third-highest electricity costs in the world
at $180 per megawatt hour, driving up
costs for energy-intensive businesses and
making the economy less competitive.

Rousseff is likely to push through legisla-
tion in Congress rather than passing cuts
by decree, said the officials. In a speech
rallying support for changes to Brazil's tax
code on Tuesday, Rousseff cited taxes on
electricity as a handicap to development.
Studies show that taxes account for half
the cost of electricity in the country and
high rates have contributed to the stagna-
tion of energy-intensive industries like
aluminum production, said the report. "I
don't know of many countries that tax
electricity, but we tax it … We tax things
that are fundamental for the development
of the country," said Rousseff. According
to the officials, electricity costs could fall
between 3 and 10 percent depending on
which taxes are cut.

Biofuels News

Brazil Regulators Revise Biodiesel
Auctions to Prevent Collusion 

The Brazilian government has amended
the process to sell biodiesel after regula-
tors found evidence of collusion to keep

prices high, Bloomberg News reported.
Marco Antonio Martins Almeida, secre-
tary of petroleum, natural gas and biofuels
at the Ministry of Mines and Energy, said
May 11 that fuel distributors will now
negotiate directly with producers rather
than with Petrobras. Last year, Comanche
Clean Energy Corp complained to regula-
tors that participants in a November auc-
tion had set prices, leading to an investiga-
tion that found evidence of collusion.
Meanwhile, low sugar prices have threat-
ened investment in Brazil's sugar and
ethanol industries, Dow Jones reported

Sunday. "The situation is such that
because of the ethanol price where it is,
because of the currency and the local
costs, it's not ideal" for expansion, said
Alberto Weisser, chief executive of agricul-
tural conglomerate Bunge. A study
released earlier this month by Hart
Energy found that the United States has
overtaken Brazil as the world's top ethanol
exporter and is likely to maintain that
position. The study predicts wide fluctua-
tions in Brazilian exports and forecasts
that they will not return to the 2008 peak
until 2019.
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QBrazil's BTG Pactual has
launched a $1 billion invest-
ment fund focused on Africa,
Chief Executive André Esteves

announced in March. The fund, which is
the first major move outside of Latin
America for BTG, is the now the biggest
private equity fund for Africa. Which
countries and sectors in Africa has
Brazilian investment focused on and
where is it likely headed? Are other
Latin American countries likely to fol-
low in Brazil's path? Does Brazil's
growing involvement challenge China
and India, which have also made signif-
icant investments in Africa?    

AKathryn Hochstetler, CIGI
Chair of Governance in the
Americas at the Balsillie
School of International Affairs

and professor of political science at the
University of Waterloo: "African coun-
tries recently launched a continent-wide
Programme for Infrastructure
Development in Africa (PIDA). The
PIDA will coordinate priority invest-
ments in energy, transport, information
and communication technologies, and
transboundary water infrastructures.
Brazil's recent investments in Africa par-
tially overlap with these priorities, with
an especially strong presence in energy
and construction. Other areas of current
Brazilian investment include mining,

agriculture and pharmaceutical sectors.
Brazil's presence in the energy sector will
be especially key, not least because it has
so many facets. On the one hand,
Petrobras is using its patented deepwater
technologies off the coasts of Angola,
Nigeria and elsewhere. Odebrecht and
other firms are building hydroelectric
dams across the region. And the develop-
ment assistance branch of the Foreign
Ministry is promoting Brazil's biofuels
experience in the Economic Community
of West African States, South Africa and
beyond—albeit in a world that is
increasingly skeptical about their value.
All of these are likely to expand, with the
notable exception of Petrobras. Its inter-
national investments are increasingly
being curtailed to focus on the pre-salt
region in Brazil where potentially large
reserves were discovered in 2007. As
Brazilian investment expands on the
African continent, Africans will have
more investment options. The
Brazilians, Chinese, Indians and more
traditional investors all bring different
investment models. Brazil, for example,
is less likely to condition its investments
on long-term resource contracts than
China, but wants to promote the export
of Brazilian goods and services. Whether
the Brazilian offering pays down the 'sol-
idarity debt' former President Lula spoke
of in early May is something Africans
will have to determine."

Advisor Q&A
Where Is Latin American Investment in Africa Headed?
Excerpted from the May 15 issue of the Dialogue's daily Advisor

“ We tax things that are 

fundamental for the 

development of the country.”
— Dilma Rousseff

http://www.thedialogue.org/uploads/LAA/Daily/2012/LAA120515.pdf
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Political News

Rousseff Launches Truth
Commission to Probe Rights Abuses

Brazilian President Dilma Rousseff on
Tuesday launched a truth commission
that will be tasked with investigating
human rights violations over a period of
more than 40 years including the coun-
try's military rule, BBC News reported.
Also on hand for the ceremony in Brasília
were the four living former presidents
who served since democracy was re-estab-
lished in 1985. The commission, which
will have two years to conduct its investi-
gation, will probe reports of rights abuses
between 1946 and 1988 with a primary
focus on the 1964-1985 period of military

rule. An amnesty dating from the era of
the military dictatorship will mean no tri-
als will occur, however. The law was
upheld by the Supreme Court in 2010.
The commission is a "celebration of the
transparency of truth," said Rousseff who
was herself tortured when the country was
under military rule. "Brazil deserves the
truth, new generations deserve the truth,
and-above all-those who lost friends and
relatives and who continue to suffer as if
they were dying again each day deserve
the truth." The commission's establish-
ment is "a necessary and very hopeful
step," said the United Nations' high com-
missioner for human rights, Navi Pillay,
BBC News reported. As many as 500 peo-
ple vanished or were killed during the dic-
tatorship, a much smaller number than in
the military-rule eras of Chile and
Argentina. However, thousands of people
were tortured, banished from the country
and deprived of their rights.

MMaayy  1144--1188,,  22001122

The Inter-American Dialogue 
is pleased to announce its

With Dinner Speakers

His Excellency Juan Manuel Santos, President of Colombia (live video)

His Excellency William Clinton, Former President of the United States (invited)

The Honorable Robert Zoellick, President of the World Bank

The Honorable Xavier Becerra, U.S. Representative from California

His Excellency Ricardo Lagos, Former President of Chile

His Eminence Cardinal Theodore McCarrick,
Archbishop Emeritus of Washington

Thursday, June 7, 2012
Reception, 6:00 o'clock / Dinner, 7:00 o'clock

Organization of American States | Hall of the Americas
17th and Constitution Ave., NW 

Washington, DC 20006

Black Tie Optional

Please join us to celebrate this momentous occasion.

Tickets and sponsorship information can be found at
www.thedialogue.org/30thanniversary

or contact Amy Herlich at
202-463-2565

or aherlich@thedialogue.org

Rousseff with her predecessors.

Photo: Agência Brasil.
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Argentine Gov't Seeks Enrichment
Investigation Against Vice President 

A federal prosecutor in Argentina on
Monday asked a judge to open an investi-
gation into allegations of illegal enrich-
ment by Vice President Amado Boudou,
the Associated Press reported. The prose-
cutor, Jorge Di Lello, requested that Judge
Ariel Lijo probe 10 businesses including
The Old Fund, a holding company that is
reportedly connected to Boudou. The
company allegedly helped a printing com-
pany emerge from bankruptcy and secure
a government contract to print the coun-
try's banknotes. The prosecutor is also
seeking to investigate Boudou's girlfriend
and two business associates. An official
convicted of illegal enrichment could face
as much as six years in prison and a life-
time ban from holding public office, Di
Lello's secretary, Juliana Márquez, told the
AP. "The prosecutor has found sufficient
elements to justify investigating the vice
president," said Márquez. "The judge now

needs to initiate the investigation ... exam-
ining the declared wealth of the func-
tionary and the others named, along with
the sworn declarations of the companies."
Argentines must report not only their
income to tax authorities, but also their
net worth. Tax evasion charges can result
when income and wealth don't match up.
Boudou could also face charges stemming
from an earlier probe of alleged influence-
trafficking and other accusations in a case
that Lijo inherited from another judge.
Authorities raided Boudou's apartment
last month in connection with the case.
Boudou has not been charged with a
crime and denies any wrongdoing.
Boudou has said he is the victim of "a
media and judicial conspiracy." 

Economic News

Brazil's Rousseff Expands Social
Programs for Poor 

Brazilian President Dilma Rousseff on
Monday launched a package of programs
designed to aid poor families with small

children, BBC News reported. Rousseff
said her government would expand the
Bolsa Familia program, which her prede-
cessor, Luiz Inácio Lula da Silva, started.
Extremely poor families with children
younger than six will receive $35 a month
for each family member. Eighteen million
people will benefit from the program,
said Rousseff 's government. The package
of social programs also makes health care
and day care available to more people, the
government said.

Ecuadorean Banks Post 7 Percent
Rise in Profit in First Quarter

Twenty-five of Ecuador's private banks, in
addition to government-run Banco del
Pacífico, saw a 7 percent increase in prof-
it in the first quarter, Dow Jones reported.
The banks' net profit amounted to $94.7
million in the quarter, as compared to
$88.7 million for the first quarter of 2011.
The top profit producers were Banco del
Pichincha, which had $23.8 million in
earnings, Banco del Pacífico, which
reported $15.8 million, Banco de
Guayaquil, which had $13.3 million, and
Produbanco, which generated $7.3 mil-
lion, according to the country's bank
superintendent. Together, the four banks
contributed 64 percent of the banking
sector's income and 63 percent of its
assets. According to the report, an addi-
tional 6 percent of the banks' income was
from foreign banks. Foreign banks oper-
ating in Ecuador include U.S.-based
Citigroup, the Netherlands' Procredit
and Panama-based Promerica.
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Brazil Enacts New Import 
License Measures  

Brazil on Monday ended automatic
import licensing for about 10 per-
ishable products, increasing the bar-
riers to trade, Reuters reported. A
license application can take up to 60
days to be approved by inspectors.
Though the restrictions apply to all
countries, the measure appears to be
aimed at Argentina, which has been
increasing its licensing requirements
in a bid to protect local producers
and keep its currency from weaken-
ing. Trade between Brazil and
Argentina amounted to $39.6 billion
last year.

Expansion of Panama Canal 
on Schedule: Official

The $5.25 billion project to expand
the Panama Canal is on schedule
and targeted for completion by the
end of 2014, according to a top offi-
cial of the Panama Canal Authority,
Dow Jones reported Wednesday.
Despite a few delays, the project is
on track to be finished in the next
two and a half years, the authority's
senior specialist on traffic projec-
tions, María Eugenia de Sánchez,
told the news service. The expansion
will enable very large vessels, bring-
ing coal and iron ore to China, to go
through the canal instead of via the
Cape of Good Hope.

Mexico's Industrial Production
Sees Fastest Growth in Two Years

In March, Mexico's level of industri-
al production grew at its fastest pace
in just more than two years on surg-
ing construction activity, according
to the national statistics agency,
Reuters reported Monday. Output
rose 1.55 percent in March as com-
pared to February, topping esti-
mates. Construction increased 2.24
percent and manufacturing
increased 1.11 percent.

POLITICAL & ECONOMIC BRIEFS

Boudou

File Photo: Argentine Government.

Eighteen million people will 

benefit from the program.
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become frequent. In turn, the expansion
of the whole country's electrical grid
requires major investments that the state
isn't in the condition to carry out. As for
the expropriation of YPF, Argentina is
different. Forgetting the method, it is a
structural measure with clear objectives
of self-sufficiency and control of the
shale gas reserves."

ABernardo Prado, director and
editor of Hidrocarburos
Bolivia: "There wasn't a tech-
nical reason behind the nation-

alization, but rather a political context to
the Bolivian government's decision. The
problem with the Bolivian electric sys-
tem is not energy transmission so much
as energy generation. After the national-
ization of energy generation companies,
we can see that Bolivia isn't any better in
terms of energy supply. We still have a
very fragile balance in terms of supply
and demand, and this balance will only

be tipped with more investment in ener-
gy generation. However, frightening
investors with this kind of political deci-
sion will ensure that investment in ener-
gy generation won't come. The message
sent by the Bolivian government to for-
eign investors is ambiguous. First, you
have state oil company YPFB working on
an intense international campaign to
promote the Bolivian hydrocarbon
potential and attract investment. And
then you have these popular May Day
announcements making it harder for the
government to find foreign investors. To
make matters even worse in terms of
attracting foreign investors, the Bolivian
government announced in January the
expropriation of Pan American Energy's
25 percent stake in the Caipipendi block
(the remainder is owned by Repsol and
BG), which contains the Margarita gas

field. The nationalization was never
explained or justified and, with no offi-
cial explanation, the government in May
praised the investments made by the
same company it expropriated in
January."

ACésar Gutiérrez, director of
utilitiesperu.com in Lima:
"Criticizing the nationaliza-
tions of YPF in Argentina and

Transportadora Eléctrica in Bolivia from
only a business perspective is not suffi-
cient. There are different aspects to
understand. Economically, both
Argentina and Bolivia have had meager
foreign investment in the past six years.
Their regulated pricing policies have
been a disincentive, a serious problem
since distribution to the poor has been
based on state subsidies, which cannot
be infinite. Here is the original impetus:
the need for cash. Any policymaker
would do a cost-benefit analysis of the

nationalization and here we find the rea-
sons for taking a step forward. In South
America, after 520 years of conquest,
there are wounds that haven't healed.
These emerge in the relationship
between executives of multinational
companies and local citizens and author-
ities, although it is not appropriate. In
Argentina, although the immigration
wasn't primarily Spanish, the relation-
ship has not been good. While in Bolivia,
the historical memory of the conquista-
dores' mining exploitation warrants
indignation. Thus, we see an economi-
cally diminished Spain, with a royalty
and political class that have been dis-
credited for their frivolity and corrup-
tion allegations. In this context, the
political evaluation is favorable to inter-
ventionism: it will have wide acceptance
and the threats won't have an effect."

Featured Q&A
Continued from page 1
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wounds that haven't healed.”
— César Gutiérrez


