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GENERAL BACKGROUND
A founding member of the Organization of Petroleum Exporting Countries (OPEC), Venezuela is one of the world's largest oil exporters. Not historically known for its adherence to OPEC production quotas, Venezuela under Chavez produces amounts very near to its quota levels. Venezuela's stronger position in OPEC helped the oil producing pact to cut back production and engineer the oil price recovery of 1999. 

Venezuela has endured difficult economic conditions in recent years, but strong world oil prices beginning in 1999 helped the country to achieve positive gross domestic product (GDP) growth. 

The Venezuelan economy is extremely oil-dependent, despite efforts at diversification. Oil accounts for roughly 3/4 of total Venezuelan exports, about 1/2 of government revenues, and about 1/3 of GDP. The country's positive economic outlook for 2001-2002 is widely considered to be reliant on world oil markets supporting strong prices for Venezuelan crude oil. 
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Venezuela is home to the western hemisphere's largest oil reserves at 77 billion barrels. In 2000, Venezuela produced an estimated 3.1 million barrels per day (bbl/d). Venezuela exported about 2.6 million bbl/d, of which about 1.5 million bbl/d went to the United States, about 58% of net Venezuelan exports. The United States has become increasingly reliant on oil imports from Venezuela in recent years. EIA estimates that Venezuelan oil consumption in 2000 amounted to 476,000 bbl/d, up 14,000 bbl/d from 1999. The Venezuelan government subsidizes this consumption. 

Sector Organization 
Venezuela nationalized its oil industry in 1975-76. Petroleos de Venezuela (PdVSA), one of the world's largest oil companies, is by far the largest business and employer in the nation. In an unexpected response to a labor dispute in October 2000, Chavez replaced Hector Ciavaldini, PdVSA president since August 1999, with Guaicaipuro Lameda Montero. Lameda is a military general and engineer who had headed the government budget office. The company experiences periodic labor disputes and strikes. 

Privatization of the company is banned by the 1999 Venezuelan constitution. PdVSA has, however, established "strategic alliances" and "production sharing agreements" (PSAs) with international oil companies.  Since 1996, auctions and investments in oil and gas rights have earned PdVSA billions of dollars in joint venture agreements through these alliances. However, political uncertainty and disappointing returns on investments have worked against increased private involvement in the sector. 

Since 1996, private oil companies from around the world have participated in rounds of bidding for "operating services agreements." The new strategic alliances and service agreements are part of Venezuela's reopening to foreign companies under former PdVSA head Luis Giusti, that were designed to help PdVSA attain its goal of increasing production capacity. In a third round of bidding in 1997, over 100 foreign companies pre-qualified for bidding on 20 blocks.  Reserves and production capacity at these fields proved to be lower than the winning companies had hoped, and the 1998 oil price collapse further cut investment at the fields. Analysts believe that only 3 of the 18 marginal fields awarded in 1997 have proven valuable. 

In the past, PdVSA has adjusted its own production to ensure that Venezuela as a whole meets its OPEC production targets. Thus, during periods of OPEC production cuts, private companies operating in joint ventures with PdVSA could maintain steady output. Energy and Mines Minister Alvaro Silva now plans to include in the cuts some joint venture projects in the Orinoco extra-heavy crude belt that were previously exempt. While most joint venture contracts prohibit cuts, the government believes that some are unprotected. 

NATURAL GAS 
Venezuela has proven natural gas reserves of about 146.8 trillion cubic feet (Tcf), the most in Latin America and among the largest in the world. Current plans call for exploration to increase Venezuela's proven reserves. The country produced only about 1 Tcf in 1999. Domestic demand is relatively low (about 1 Tcf was consumed in 1999), largely because Venezuela's highly developed hydropower industry thus far has precluded the use of gas for power generation. About 60% of the country's gas production is consumed by the oil industry, which either re-injects the gas into oil fields or flares it; about 10% is consumed for power generation; 6% is used in petrochemical production; and the rest is used mainly by industrial or commercial customers in large cities. The Chávez administration plans to increase gas production and consumption.

Pipelines

Venezuela operates an expanding network of pipelines transporting crude oil and natural gas from the fields to distribution and refining sites. Most of the pipelines in western Venezuela converge on Punto Fijo. Caracas is the distribution center for pipelines in central Venezuela, while pipelines from the vast eastern oil fields extend to Puerto La Cruz. As a whole, the infrastructure includes 3,956 miles of crude oil lines, 298 miles of petroleum product lines, and 2,490 miles of natural gas lines. Added to this is a 113-mile crude oil pipeline from Orinoco to Jose (scheduled for completion in mid-1998). The 36-inch pipeline will enable efficient transport of heavy crude from the huge Orinoco belt to the Jose distribution center and the Jose refinery, which is scheduled to open in 2002.
Venezuela is interested in connecting its gas distribution network to that of neighboring Colombia. Through Colombia, Venezuela could connect to much of the South American continent. It also is interested in connecting with northern Brazil. 

COAL 
Venezuela has recoverable coal reserves of approximately 528 million short tons (Mmst), most of which is bituminous. Venezuela is the third largest producer of coal in Latin America, after Colombia and Brazil. Production in 1999 amounted to over 8 Mmst, almost all of which was exported to other countries in the region, the eastern United States, and Europe. Domestic consumption in 1999 was only about 13 thousand short tons. 

ELECTRICITY
Venezuela has about 21.5 gigawatts (GW) of electric generating capacity. The country has one of the highest electrification rates in Latin America at over 90%, and Venezuelans are the highest per capita users of electricity in Latin America. Venezuela generated 81.2 billion kilowatt-hours of electricity generation in 1999, 68% of which was hydropower, while the remainder was oil- and to a smaller extent natural gas-fired. Increased demand in coming years will be met with a combination of natural gas and oil as well as hydropower. The proportions of hydropower to thermal power are expected to remain constant. Venezuela is home to the world's second largest operational hydroelectric dam (after Itaipu in Paraguay/Brazil), the 10,000-megawatt Raul Leoni dam on the Caroní River. Venezuela typically generates excess power. Venezuela's grid is joined with Colombia, allowing trade between the two countries, and connections with Brazil are under consideration. 

Sector Organization
The Venezuelan Chamber for the Electricity Industry plans to deregulate and privatize the sector. Currently, the Venezuelan electricity sector is a mixture of state-owned utilities, comprising the majority of the sector, and some private companies. The sector has been characterized by under-investment, heavy state control, controlled tariff rates, and frequent shortages. The rapid electricity demand growth and serious under-investment in the power sector have resulted in shortages and a need for private investment, at an estimated cost of $5 billion over the next five years. 

Venezuela began privatizing its regional power distribution companies in 1998-1999, when a consortium led by U.S.-based CMS Energy Corporation paid $90 million for a 50-year operating concession of the Electric System of Nueva Esparta (SENE) utility on the tourist resort of Margarita Island. The sales of utilities Enelven and Semda were due to take place shortly thereafter, but were postponed. Privatization plans were reactivated in the summer of 2000, this time with the aim of finding strategic partners for participation in the electricity sector. The new effort is targeted at finding companies to purchase majority interests in state utilities and to operate the companies rather than to find outright buyers for the utilities. 

As a final preparatory step before sales commence, the government plans to "unbundle" electricity companies by September 2001, separating firms into generation, transportation, distribution, and marketing units. Eight companies from the United States, Spain, Argentina and Venezuela have qualified to bid for controlling 51% stakes in two state-run regional power companies. The government has said it plans to carry out the privatizations of Enelven and Semda in 2001. Enelven was in the process of unbundling its assets as of early March 2001, in preparation for sale. Edelca is the country's largest utility and has been restructuring in preparation for privatization for two years. Break up of the company was expected in 2001.

Also in preparation for privatization, electricity rates across the nation increased in January 2001. Consumers historically have paid only a fraction of the cost of their electricity. Government controlled electricity prices have been well below market rates in most regions, and increases of up to 48% were permitted as of January 1. 

In June 2000 a U.S.-based company launched an unexpected and successful hostile takeover bid for Electricidad de Caracas (EDC), Venezuela's largest privately-owned power company, paying $1.7 billion. The Chávez administration is recorded as considering the sale a completely private affair in which the government had no interest, separate from overall deregulation and privatization plans. 

Regulatory Framework

According to the new Electricity Law of 1999, the State has the ultimate responsibility for the provision of service. It is charged with fostering private sector participation in the provision of the service, promoting competition in those activities in which it is feasible and desirable, and regulating those activities in which competition does not guarantee economic efficiency. 

· The Government of Venezuela (GOV), through the Ministry of Energy and Mines, has the role of energy planner and issues the advisory Development Plan of the National Electric Service.  

· The Comisión Nacional de Energía Eléctrica (CNEE) is in charge of regulatory and oversight functions of electricity production and distribution. CNEE has limited tariff-setting functions; it will establish the principles, methodologies and models defining the tariff regime for regulated customers but the GOV, through the Ministry of Energy and Mines and the Ministry of Industry and Commerce will establish the actual tariff rates. The government will also have the right to intervene to require use of local engineering, goods and services, and capital in the power sector activities in order to improve the competitiveness of these industrial sectors. Although normally autonomous in other regulatory structures, the appointment and tenure of CNEE’s board members are mainly in the hands of the Venezuela’s President.
· Drafting the regulations and performing other tasks required in setting up both CNEE and CNGSE, the National Center for Electricity System Management, will take some time.  During the interim, the Ministry of Energy and Mines, with the support of Foundation for Electricity Development (FUNDELEC) will fill the place of CNEE, and the existing system operator, OPSIS, will perform the operation and control of the generation and transmission activities.  
· Created in 1989, the Fondo de Inversiones de Venezuela (FlV) is the government agency in charge of the privatization of infrastructure.
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