BOLIVIA
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BACKGROUND 
Bolivia, one of the poorest countries in South America, is enduring a period of political and economic difficulties. A slower world economy in 2001, especially in the United States and in Bolivia's neighbors, has translated to slower-than-expected economic growth in Bolivia. There are hopes that increased natural gas exports to neighboring Brazil, could help boost Bolivia's economic conditions. Foreign direct investment in Bolivia peaked in 1999, as privatization brought in record revenues of about $1 billion. Investment is expected to be about half that amount for 2001 and 2002, with increased activity in the oil and gas sectors as the driving force. 

Bolivia was the second country in South America (after Chile) to implement IMF "structural adjustments" in the 1980s, and in the 1990s saw the privatization of the five largest state-held companies. After difficult years at the end of the 1990s, strict economic policies that reigned in government spending were expected to result in strong gross domestic product growth for 2000-2002. Recently, there have also been collaborative efforts with the United States to control growth of coca plants, which contribute to illicit drug trade. 

These economic policies, while resulting in stronger economic indicators for Bolivia, have contributed to social unrest. The government has been slow to implement anti-poverty programs, which are required by the country's status as one of the World Bank's Highly Indebted Poor Countries. In 2000 and 2001, protestors demanded more public investment in rural areas and an end to the coca eradication scheme. In spring 2001, blockades were regularly halting traffic on many of the country's major highways around the capital, La Paz. Bolivian President Hugo Banzer was diagnosed with lung and liver cancer in July 2001, and reportedly planned to remain in Washington, D.C. for treatment. He announced in late July intentions to step down on August 6, 2001, leaving the government in the hands of Vice President Jorge Quiroga, who will remain in office until the term ends on August 6, 2002.

A border dispute between Bolivia and Chile has left Bolivia without access to the Pacific Ocean since 1884. The two countries severed diplomatic relations over the issue in 1978, but rapprochement now appears possible, as Chile reportedly is considering an arrangement that would allow Bolivia Pacific access on Chilean soil. Meanwhile, Bolivia is considering expanding its natural gas exports to include liquefied natural gas (LNG), which could be shipped worldwide from a port in Chile. 
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OIL 
As of January 1, 2001, Bolivia's total proven oil reserves amounted to 396.5 million barrels (an increase of 265 million barrels since 2000). Bolivia is relatively self sufficient in oil, consuming an estimated 40,000 barrels per day (bbl/d), slightly more than it produced (around 38,900 bbl/d), during 2001. Almost all crude oil produced in Bolivia is for domestic consumption, except for a small amount that is exported to Chile through the Sica-Sica-Arica pipeline. 

Industry Organization
The privatization of Yacimientos Petroliferos Fiscales Bolivianos (YPFB), the Bolivian state oil company, has been in progress since passage of the 1994 Capitalization Law. The law paved the way for partial privatization of several national industries. YPFB was divided into two upstream units, a transport company, a refining company, and several service companies. The two upstream units were privatized in 1996/1997, with sales to U.S.-based Amoco (now BP) and a consortium of Argentine YPF (now Repsol YPF), Perez Companc, and Pluspetrol. The transport company, Transredes, was sold to a consortium of U.S.-based Enron and Royal Dutch/Shell. 

In 1994, a Superintendency of Hydrocarbons was established to regulate the oil and gas industries. Its responsibilities include implementing the relevant laws, granting concessions and licenses, and ensuring a competitive industry. Once YPFB has sold its remaining assets, it is expected to take on a new role as the administrator of international negotiations and contracts with foreign oil companies. 

NATURAL GAS
While Bolivia's proven natural gas reserves stand at 18.3 trillion cubic feet (Tcf), likely reserves are as high as 70 Tcf. Bolivia has been producing natural gas since the 1960s, mostly for export to Argentina. Exports to Argentina ended in 1999, the same year that exports to Brazil began. The domestic Bolivian gas market is small, and while it is expected to grow, export markets will remain the key destination for Bolivian gas. 

Aggressive exploration efforts in recent years have led to many large discoveries, with several fields over 5 Tcf. Blocks containing significant gas reserves include Block 20 (Tarija West), San Antonio and San Alberto, El Dorado, and Caipipendi. Caipipendi contains what is currently the largest field, Margarita, which holds over 13 Tcf, according to some estimates. Growth in supply has out-paced growth in demand, and exploration has slowed considerably since 1999. 

Pipelines
The Bolivia-to-Brazil pipeline, tapping Bolivia's Rio Grande sources, came onstream in July 1999. It is the largest private sector infrastructure project in South America, and partners include Enron (although Enron is planning to sell its share), Shell, Petrobras, BG Group (British Gas), TotalFinaElf, and El Paso. The project began in 1996 and cost $2.1 billion. It serves Sao Paulo, Brazil, with an extension southward to Porto Alegre. The completed pipeline covers almost 2,000 miles. 

The pipeline is not being used at its full capacity, which was the subject of a discussion between the Bolivian and Brazilian presidents in June 2001. The presidents agreed to make more Bolivian gas available to Brazil, sooner rather than later. Specific details concerning how that might come about were not discussed. 

Gas from the pipeline was expected to fuel a boom in Brazilian electricity demand (the first Brazilian power plant fired by Bolivian gas has now come online), but several factors have prevented this. First, regulatory hurdles in Brazil prevented power plant construction at the expected pace. Also, a controversy regarding Petrobras's preferential access to the Brazilian section of the pipeline further depressed Bolivian exports. BG appealed to the Brazilian courts and won rights to access the pipeline in spring 2001. Finally, the price of Bolivian gas exports was established by a 1996 agreement linking export prices to a basket of fuel oil prices. Consistently higher-than-expected oil prices in recent years have made Bolivian gas uncompetitively expensive. Bolivia reportedly is considering changing the pricing. 

Bolivia's San Alberto and San Antonio fields began exports to Brazil in January 2001. The gas travels through an existing pipeline, connecting to the Bolivia-to-Brazil pipeline for transmission to Brazil. The Superintendency of Hydrocarbons is considering whether to agree to have Petrobras construct a new gas pipeline along this route, allowing Petrobras to transport gas from the San Alberto and San Antonio fields that it operates in partnership with Repsol-YPF and TotalFinaElf. The new pipeline would require an investment of $300 million, which would be invested equally by the three firms. The pipeline could be completed by the end of 2002. 

Liquefied Natural Gas and Gas-to-Liquids
In July 2001, Bolivia's largest gas producers, Repsol-YPF, BG, and BP, decided to form a Pacific liquefied natural gas (LNG) export consortium in hopes of delivering Bolivian gas to the U.S. market. The project could involve constructing a 430-mile pipeline from Bolivia's Margarita field to a port in northern Chile, where a two-train liquefaction plant would be built. The gas could then be shipped to a regasification plant in northern Mexico, and piped to northern Mexican and U.S. destinations. The entire project would cost an estimated $6-$7 billion. 

The Bolivian government is promoting gas-to-liquids (GTL) technology as an alternative solution to bring its stranded gas to market. The technology converts natural gas reserves into liquid fuels, which can then be exported without pipelines. Unlike LNG, GTL does not require capital-intensive re-gasification terminals. The largest GTL operation in the country so far is a 10,000 bbl/d plant that will produce diesel fuel for the domestic market. Skeptics are concerned that GTL is not a cost-effective means of exporting Bolivian gas, especially as the country is landlocked and has under-developed road infrastructure. 

ELECTRICITY
Approximately 33% of Bolivia's installed electric capacity is hydroelectric and 67% is thermal. In 1999, the country generated about 3.6 billion kilowatt-hours of electricity, 57% of which was thermal and 42% of which was hydropower. The share of thermal generation has grown rapidly in recent years. 

Generation
The 1994 law also divided the assets of ENDE, the national electric company, and separated the responsibilities for electric generation, transmission and distribution. Any generating company operating on the SIN is prohibited from owning more than 35% of national installed generating capacity. The law also stipulated that companies on the SIN are only allowed to participate in one activity: generation, transmission, or distribution. However, power companies that do not operate on the SIN are allowed to be vertically integrated. 

There are four major generation companies in Bolivia: Guaracachi, Valle Hermosa, Corani and Cobee. Guaracachi, Valle Hermosa, and Corani are regional utilities that resulted when ENDE was split up. They are now 50% privately-owned (by U.S.-based Energy Initiatives, Constellation Energy, and Duke Energy, respectively) and the remaining 50% of each of the company's shares have been placed in private pension funds for Bolivians. The fourth generation company, Cobee, is owned by U.S.-based NRG Energy, and it operates in the La Paz and Oruro departments. It has always been privately owned and is subject to slightly different regulations than the other three generators. 

Eight hydroelectric plants power the SIN, with Corani and Cobee supplying the bulk of the power. The country's significant hydropower potential has not yet been fully exploited. Several new hydro plants are in various stages of the planning process. There are six thermal power plants on the SIN. Guaracachi and Valle Hermosa are the largest thermal generators. Thermal capacity has risen considerably in the last several years, and electricity supply now out-strips demand. 

Transmission and Distribution
The national grid, the SIN, accounts for the vast majority of Bolivia's installed electric capacity and power generation, reaching five of the country's nine "departments". The grid was privatized in 1997 and is owned and operated by Empresa Transportadora de Electricidad, itself owned by Union Fenosa of Spain. A plan to expand the grid received regulatory approval in March 2001. 

Although the SIN connects Bolivia's major cities, there are a few isolated systems. Furthermore, an estimated 77% of the country's rural population lives without electricity. The National Rural Electrification Program (Proner) will have increased rural electrification from less than 10% in 1998 to a target of 28% by the end of 2001. Bolivia has been developing alternative electricity sources for its isolated communities. Renewable energy sources such as solar and biomass fuel small power generators in the highlands. Also, grid connections are expanding to include areas previously not accessed by the grid. 

Currently, Bolivia has no international grid interconnections. However, in December 2000, construction on the first export facility was inaugurated. A joint venture between Duke Energy and Petrobras will build two new power plants, one on each side of the Bolivia-Brazil border. Both plants will be fired by Bolivian natural gas. They will connect to the Brazilian grid, and are slated to go into service in December 2001. 

As part of the restructuring of the electricity sector, Cobee and ENDE sold their distribution assets in 1996. Eléctropaz, CRE, and Elfec are the three largest distributors in Bolivia, together accounting for more than three-quarters of power sales. The government plans to offer several regional distribution companies for sale in the near future. In late 2000, the sales process for provincial electricity system Servicios Electricos Tarija SA (SETAR) was re-started by the solicitation of bids for the advisory contract to manage the privatization. 

Regulatory Framework

In 1994, Bolivia passed an electricity law that established the Superintendency of Electricity as the regulatory body for the Bolivian electricity sector. Its mandate includes protecting consumer rights; granting and amending concessions and licenses; approving international interconnections and stipulating the quantity of electricity exports and imports (should interconnections be established); supervising the activities of the National Committee of Load Dispatch, the body responsible for the coordination and administration of transactions on the national grid, the Sistema Interconnectado Nacional (SIN); and approving and setting prices and tariffs for the electricity industry. 
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