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I. 
Economic Developments in South America: Venezuela, Colombia, and Venezuela


In spite of the political crisis in Venezuela, the rebound of the oil sector has induced significant economic growth over the past ten months. Because Venezuela’s economy is so heavily dependent on oil exports, it is likely that the current economic growth will not be sustainable once the oil rebound has subsided.  In spite of the ongoing civil conflict, the Colombian economy is currently expanding at its fastest pace in ten years, and following Brazil’s worst economic contraction in more than a decade in 2003, the country’s macroeconomic conditions are also forecasted to improve significantly throughout 2004.

	Figure 1: Venezuela’s Macroeconomic Indicators,

2001-2004

	Indicator
	2001
	2002
	2003
	2004

	Real GDP Growth (%)
	2.8
	-8.9
	-9.2
	12.1

	GDP per head ($ at PPP)
	6,161
	5,610
	4,800
	N/A

	Consumer Prices (avg. %)
	12.5
	22.4
	31.1
	29.3

	Budget Balance (%)
	-4.4
	-4.8
	-5.8
	N/A

	Current Account Balance (as a % of GDP)
	1.60
	7.90
	11.3
	12.0

	Foreign Exchange Reserves ($ billions)
	9.234
	8.49
	16.04
	22.0

	Public Debt (% of GDP)
	30.41
	38.35
	38.60
	N/A

	Exchange Rate (bolivar per US dollar, avg.)
	763.0
	1,401
	1,600
	1,920

	Recorded Unemployment (%)
	13.3
	15.9
	21.0
	15.6

	Source: International Monetary Fund and Economist Intelligence Unit


A.  Macroeconomic Performances

The Venezuelan economy contracted severely in 2002 and 2003; however, Venezuela’s economic performance has strengthened considerably in the first half of 2004. The recovery of oil production, combined with the concurrent rise in oil prices, has contributed to stronger economic growth in 2004 (see Figure 1).  Following a 27 percent drop in real GDP per capita between 1998 and 2003, it appears that Venezuelan GDP should experience significant yet possibly shallow improvements in 2004. The IMF’s 12.1 percent growth prediction for real GDP in 2004 is substantially higher than the earlier expectations of the Venezuelan government (“Statistical Appendix,” 23). The Chávez administration had predicted only a 6.5 percent growth rate for this year.             Venezuela’s GDP surged by 29.8 percent in the first quarter of 2004, a large improvement compared to the same period a year ago (see Figure 2). A significant rebound in [image: image1.png]


the oil sector has supported Venezuela’s output growth. While unemployment remains high, statistics indicate that it has dropped to 15.6 percent in March 2004 from an average of 21 percent in 2003 (“Country Briefings: Venezuela,” 1). However, President Chávez’s expansionary fiscal policies will likely keep inflation high. Year after year since March 2002, inflation in Venezuela has consistently exceeded 20 percent.


President Chávez continues to impose tight foreign exchange controls in Venezuela. These restrictions prohibit individuals from buying dollars to travel abroad or holding dollars in foreign accounts. These restrictions also require companies to exchange dollars they acquire from exports for Venezuelan bolivars at the Central Bank of Venezuela (BCV). These controls have caused problems for large multi-national corporations such as General Motors (GM), whose Venezuelan unit reduced output in May 2004 because of insufficient dollar holdings to pay for imported parts.

	Figure 3: Colombia’s Macroeconomic Indicators,

2001-2004

	Indicator
	2001
	2002
	2003
	2004

	Real GDP Growth (%)
	1.39
	1.76
	3.74
	4.00

	GDP per head ($ at PPP)
	6,244
	6,368
	6,465
	N/A

	Inflation  (CPI, ann. var. in %)
	7.60
	7.00
	6.50
	5.50

	Budget Balance (%)
	-5.94
	-5.47
	-4.80
	-3.90

	Current Account Balance (as a % of GDP)
	-1.53
	-2.02
	-2.20
	-2.5

	Foreign Exchange Reserves ($ billions)
	10.154
	10.732
	10.784
	10.546

	Public Debt (% of GDP)
	44.31
	50.33
	52.30
	52.5

	Exchange Rate (peso per US dollar, avg.)
	2,291.2
	2,864.8
	2,778.2
	2,697.4

	Recorded Unemployment (%)
	16.40
	15.65
	14.70
	16.9

	Source: International Monetary Fund and Economist Intelligence Unit


Despite ongoing civil strife, the Colombian economy is currently expanding at its fastest pace in ten years. The economy is benefiting from interest rates near historic lows, rising investment, and growing exports as domestic security continues to strengthen. The Colombian economy suffered a significant recession in 1999 and 2000. However, it rebounded to post steady gains over the past three years. The economy flourished during the last quarter of 2003 and has continued to grow at a considerable rate in 2004 (see Figure 3). As long as internal security threats are minimized, Colombia’s macroeconomic performance will likely remain strong. The likelihood of continuing violence hinders long-term economic growth and stability. 

The IMF currently forecasts that the Colombian economy will grow by four percent in real GDP during 2004 (“Statistical Appendix,” 23). The Colombian economy expanded by 3.82 percent in the first quarter of 2004, following 4.79 percent growth in the last three months of 2003 (“Country Briefings: Colombia,” 1). The Colombian economy has now grown for eight consecutive quarters.  In April 2004, Finance Minister Alberto Carrasquilla reported that the Colombian economy should grow at least four percent for the year and may expand to almost five percent as foreign investment pours into the country.  Under the terms of a $2.2 billion IMF standby loan accord, the Colombian government originally called for a 2004 fiscal deficit of 2.5 percent of GDP. However, on June 24, 2004, Mr. Carrasquilla announced that the government plans to raise the budget deficit target to 2.8 percent of GDP in order to increase spending on health, roads, and schools (“Country Briefings: Colombia,” 1).  

In May 2004, Colombia’s inflation fell to a six-month low of 5.37 percent as rising education, entertainment, and transport costs slowed. The IMF predicts that inflation will remain near 5.50 percent through the rest of 2004 (“Statistical Appendix,” 31).  In April 2004, Colombia’s currency and stock indices were among the world’s top performers for the year. Nonetheless, the Finance Ministry and the Central Bank of Colombia (El Banco de la República–BR) have purchased dollars in order to slow the rally of the peso. The speed with which the currency rebounded in 2004 has actually hurt many Colombian exporters in the flower and textile businesses.  Colombia’s rates of unemployment have oscillated over the past several years, but in April 2003 unemployment peaked at almost 18 percent. However, by the end of that year unemployment had dropped to 14.7 percent. In the last two months, unemployment has risen once again to 16.9 percent (“Country Briefings: Colombia,” 1). On June 9, 2004, President Uribe announced his government’s plans to create 840,000 new jobs by the end of the year.  In recent months, the Colombian economy has followed the trend of its neighbors and continued to experience moderate macroeconomic growth.


In addition, the Brazilian economy has shared some of the misfortunes of the Colombian and Venezuelan economies over the past several years, however, like the other two nations, Brazil appears to have started the path to recovery. Since President da Silva assumed office in January 2003, administrative divisions and government scandals have adversely affected the Brazilian economy. During the first 10 months of 2003, his tumultuous presidency and economic policies contributed to a significant economic recession. Unemployment levels in Rio de Janeiro and São Paulo reached record highs, inflation rates soared into double digits, and industrial output suffered in 2003. However, in the first half of 2004, the Brazilian economy has rebounded at a brisk pace. In recent months, President da Silva has loosened his fiscal policy and encouraged more foreign investment in South America’s largest economy. The extent to which the Brazilian economy will successfully recover remains dependent on President da Silva’s ability to overcome political divisions and reduce internal violence, especially in rural regions.

	Figure 4: Brazil’s Macroeconomic Indicators,

2001-2004

	Indicator
	2001
	2002
	2003
	2004

	Real GDP Growth (%)
	1.29
	1.91
	-0.20
	4.0

	GDP per head ($ at PPP)
	7,480
	7,640
	7,710
	N/A

	Inflation  (CPI, ann. var. in %)
	6.84
	8.45
	14.72
	6.40

	Budget Balance (%)
	-3.25
	-9.80
	-4.90
	N/A

	Current Account Balance (as a % of GDP)
	-4.55
	-1.67
	0.90
	0.30

	Foreign Exchange Reserves ($ billions)
	35.739
	37.684
	48.628
	51.612

	Public Debt (% of GDP)
	52.57
	55.93
	57.40
	63.6

	Exchange Rate (real per US dollar, avg.)
	2.320
	3.533
	2.889
	3.045

	Recorded Unemployment (%)
	11.27
	11.68
	12.32
	12.00

	Source: International Monetary Fund and Economist Intelligence Unit


In the wake of Brazil’s worst economic contraction in more than a decade in 2003, the country’s macroeconomic conditions are forecasted to improve significantly in 2004 (See Figure 4). Early in 2003, President da Silva raised interest rates in an attempt to curb soaring inflation. The high interest rates had a strong negative impact on domestic competition and forced thousands of Brazilians into unemployment. In recent months, the Brazilian government has leveled interest rates, and both the agricultural and industrial sectors have rebounded in response.  The IMF predicts a 4.0 percent increase in real GDP for 2004 (“Statistical Appendix,” 23). However, on July 7, 2004, Minister of Financial Planning Guido Mantega announced that the Brazilian government expects GDP growth to exceed four percent in 2004.  Following several years of rising inflation, the IMF forecasts a significant decrease in inflation rates for 2004. Inflation consistently exceeded double-digits during 2003. However, the IMF expects inflation to approach six percent through 2004 (“Statistical Appendix,” 31). From April to June 2004, unemployment rates in Brazil’s six largest cities fell from over 13 percent to 12.2 percent (“Country Briefings: Brazil,” 1). Since May 2004, the automobile industry alone has created hundreds of new jobs and has increased vehicle production by 11.4 percent since January 2004.  Brazil’s trade surplus surged to a record $3.8 billion in June 2004, as companies such as textile maker Companhia de Tecidos Norte de Minas took advantage of greater domestic and regional economic growth to boost exports (“Country Briefings: Brazil,” 1). The surplus grew from a previous record of $3.1 billion in May 200. Exports achieved a record $9.3 billion, while imports rose to $5.5 billion.  Thus, similarly to much of South America, Brazil has enjoyed an overall boost in its economy that is reflected in its macroeconomic performance.

B.  Oil Sector Developments
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Venezuela holds significant importance for world energy markets because it possesses oil reserves in excess of 77.8 billion barrels. It currently ranks among the top ten crude oil producers in the world (“EIA: Venezuela,” 1). Venezuela also ranks among the top four oil suppliers to the United States, along with Canada, Mexico, and Saudi Arabia. However, since 1997, Venezuela’s imports have decreased; with a market share of 11.3 percent in 2003 (see Figure 5). Venezuela remains highly dependent on the oil sector: Venezuelan oil production currently accounts for about one-third of GDP and 81 percent of export earnings. Venezuelan oil output averaged about 2.5 million barrels per day (bbl/d) during the first three months of 2004, up significantly from as low as 150,000 bbl/d in January 2003, in the midst of the PDVSA strike (“EIA: Venezuela,” 1). In the first quarter of 2004, oil production expanded by 72.5 percent and finally achieved oil revenues equal to pre-strike levels (see section II. A. and Figure 11). 

The Bolivar Coast of Venezuela remains the third largest oil field in the world. The field contains about 30-32 billion barrels of crude oil. High oil prices along with production increases have also spurred the country’s output growth by boosting government spending. The price of Venezuelan oil averaged $28.73 per barrel in the first quarter of 2004, higher than the $18.50 per barrel average price the government used to calculate this year's budget (“EIA:Venezuela,” 3). In 2004, the government should receive between $5 billion and $7 billion in oil revenue over the budgeted account.


The state oil monopoly Petróleos de Venezuela, SA (PDVSA) plays an important role in Venezuelan politics because it is the nation’s largest single employer, and because President Chávez appoints its board of directors. In recent months, top-level delegations from China have visited Venezuela to negotiate supply contracts with the South American nation. If successfully concluded, these contracts would relieve Venezuela of its dependency on North American service markets. PDVSA has already collaborated with China National Petroleum Corporation (CNPC) on several projects in the coastal oilfields.  Currently, a joint Venezuela-China commission is meeting to explore further areas of potential cooperation such as natural gas, repairing crude oil carriers, and possible exports of Orimulsion fuel oil to China. 
In June 2004, Venezuelan Foreign Affairs Minister Jesus Arnaldo Pérez has stated that “Venezuela will make every effort to guarantee the Orimulsion fuel oil supply to China” (qtd. in “China, Venezuela Shipping,” 1).  Pérez also said that President Chávez is scheduled to visit China early next year to sign a number of cooperation agreements between the two countries.  Somewhat surprisingly, Venezuela's shipments to China, the world's second largest oil consumer, remain relatively minor.  In the first seven months of 2004, Venezuela exported only 61,061 tons of crude oil to China (“China, Venezuela Shipping,” 1). During the same period, China imported at total of 70.6 mm tons of crude oil, mostly from Oman, Saudi Arabia and Angola. 


Over the past month President Chávez has reinvigorated his country’s efforts to nationalize the oil industry and to establish an entirely self-sufficient oil sector.  On October 11, 2004, during his weekly television program Alô Presidente, President Chávez announced that oil companies that were paying royalties of between zero percent and one percent in the Orinoco Oil Belt for extracting extra heavy crude, would be raised to 16.6 percent, in accordance with Venezuela’s Hydrocarbons Law of 2001 (Wilpert 1).  According to President Chávez and Minister of Energy and Mines Rafael Ramírez, Venezuela has been loosing $1.2 billion dollars of revenue per year due to the low level of royalties for oil production in the Orinoco Oil Belt. The new income due to the increase in royalties would go straight towards social programs.  In his television address, President Chávez remarked that “This is going straight to the state because this is the money of the people and it is to be distributed among the neediest” (qtd. in Wilpert 1).  Throughout his tenure, President Chávez has frequently used increased government revenues to revamp many of the needy social programs that benefit the large number of Venezuelans who live in poverty.  
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Colombia possesses over 1.84 billion barrels of oil reserves, and remains one of the top 15 oil suppliers to the United States (see Figure 6). Over the next several years, Colombia is preparing to sell up to $8.9 billion worth of assets owned by state companies such as Ecopetrol and stakes in state companies such as Interconexión Eléctrica SA (ISA). According to Uribe’s government, these sales should help ease the public debt load equal to about 52.5 percent of the country's GDP. 

Ecopetrol, the state oil industry, accounts for nearly one-quarter of Colombia’s exports. On April 22, 2004, over five thousand members of the oil industry workers’ union (Unión Sindical Obrera–USO) launched a 37-day strike against Ecopetrol. The strike resulted from a failed campaign to prevent Colombia’s state-run oil company from being sold off to foreign investors such as Chevron and Texoco. As a result of the strike, the government signed an accord May 26, 2004 under which it agreed to downscale the new contracts with foreign corporations. Moreover, the government pledged to continue state control over the oil fields of central Colombia in accordance with the workers’                                                  

	Figure 7: Comparing the Top Four South American Exporters of Crude Oil to the US, August 2004

	
	US Crude Oil Imports (barrels per month) 

	Venezuela
	41,171,000

	Colombia
	4,071,000

	Argentina
	2,564,000

	Brazil
	648,000

	         Source: EIA


 The US maintains a significant interest in the Brazilian oil sector. Brazil remains the fourth largest South American exporter of crude oil to the United States behind Venezuela, Colombia, and Argentina (See Figure 7). Brazil also possesses the second largest oil reserves in South America (after Venezuela), at 8.3 billion barrels (See Figure 8). The continuing discovery of inland and offshore petroleum reserves has amplified Brazil’s oil production over the past 20 years (See Figure 9). 
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As part of President da Silva’s energy policy, the country continues to strive for self-sufficiency in oil production by 2006
. In recent months, Brazil has made positive steps that will help achieve this goal. Petroleo Brasileiro (Petrobras) SA, Brazil’s state-controlled oil company, expects to increase oil reserves by 37 percent through 2010 as part of a $53.6 billion expansion of its exploration activities (“EIA: Brazil,” 2). Petrobras predicts that oil and gas reserves in Brazil will rise to 17.3 billion barrels in 2004 from 12.6 billion barrels at the end of last year. Successful oil exploration in offshore Atlantic basins has increased Petrobras’ estimates of Brazil’s proven oil and natural gas reserves. Petrobras plans to sell $16.1 billion of bonds through 2010 to finance the expansion (“EIA: Brazil,” 3). 
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Over the past several years, the vast majority of Brazilian oil exploration has concentrated on deep-water offshore basins in the Atlantic Ocean. For the next six years, most of Brazil’s crude oil will come from deep-water oceanic basins, instead of inland oil fields (See Figure 10). However, poor environmental records have plagued Petrobras’s offshore drilling campaigns and have tarnished its image both domestically and internationally.   

C.  Economic Outlooks
In April 2004, the IMF released its World Economic Outlook report for 2004. This report forecasts that Venezuela’s economy will grow by 12.1 percent in 2004, the largest projected growth rate in the western hemisphere this year (Statistical Appendix, 23).  According to the IMF, the long-term rebound of the Venezuelan economy is critically dependent on an orderly resolution of the current political crisis. The report also indicates that consumer and business confidence will likely return if a democratic and lasting solution to the current political instability is achieved.  However, high projected growth in 2004 is largely due to the recovery of the oil sector and is likely not sustainable. The IMF forecasts that the Venezuelan economy will grow by only 3.5 percent in 2005 (Statistical Appendix, 23). Finally, Venezuela is overcoming its financial difficulties independently of the IMF and currently does not hold any IMF loans. Although Venezuela’s economy has expanded considerably in the first half of 2004, it would have to grow another 8 percent in 2005 to completely recover from the devastating recession of 2002-2003. Neither the IMF nor the Venezuelan government forecast such a substantial turnaround by the end of 2005. 

The IMF and the Colombian government both predict sustained economic growth through 2005. By the end of 2005, the IMF foresees another four percent growth in real GDP and inflation rates reduced to five percent (Statistical Appendix, 23 and 31). The government’s ability to curb internal violence will greatly affect whether these positive economic forecasts will materialize.  Finally, Brazil’s economic indicators suggest that South America’s largest economy will continue to rebound from its 2003 contraction.  The Brazilian industrial sector has grown for nine consecutive months, the country has a record trade surplus, and interest rates remain level. The Brazilian Finance Ministry is optimistic that the current economic growth will be sustainable. Furthermore, the IMF predicts that the Brazilian economy will continue to grow by another 3.5 percent in 2005 (“Statistical Appendix,” 23). If the Brazilian government can effectively reduce administrative corruption, legislative divisions, and rural violence, then it is likely that Brazil will maintain its current pace of economic growth. 

II. Venezuelan Political Developments: The Recall Referendum and its Aftermath


Ever since President Chávez was elected to office in December 1998, his regime has been subjected to considerable domestic and international scrutiny. Social polarization continues in Venezuela, where President Chávez remains a divisive political figure. 
A.  Domestic Opposition to Chávez

Chávez’s supporters believe that he is a populist leader of the poor and disadvantaged. In contrast, his opponents criticize him for consolidating his presidency into a dictatorship. In 2002, several opposition political parties joined to form the Democratic Coordinator (Coordinadora Democrática–CD). Currently, the CD comprises over 20 political parties and over 20 non-governmental organizations (NGOs), all of which oppose the rule of President Chávez. Over the past several years, the CD and other independent opposition forces have relentlessly attempted to remove the former military commander from the presidency. 
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Over the last three years, opposition leaders have either initiated and/or supported four major national strikes. On December 11, 2001, the Fedecamaras business association (the largest Venezuelan employers’ association) organized a twelve-hour nationwide strike to protest the then-new economic decrees of President Chávez. On April 9, 2002, trade unions and Fedecamaras declared a general strike to protest the appointment of a new board of directors to PDVSA. In October 2002, opposition leaders organized a general industrial strike to press President Chávez to either resign or call early elections.  On December 2, 2002, the opposition movement initiated a nationwide strike that brought the oil industry to a halt (“EIA: Venezuela,” 2-3). This strike lasted nine weeks, and it proved to be very damaging to the Venezuelan economy (see Figure 11). 

On April 12, 2002, opposition forces and the National Guard coordinated a coup d’état that removed President Chávez from office and held him in military custody. However, 48 hours later, the interim government of Pedro Carmona, who had previously headed Fedecamaras, collapsed and Chávez promptly reassumed control of the presidency (Birns and Volberding, 1).  Prominent members of the Bush administration, such as former National Security Adviser Condoleeza Rice, endured significant criticism for overt support of the coup d’état and their evident disappointment over President Chávez’s swift return to power (see section IV).        

In 2003, the opposition began exploring constitutional ways to oust President Chávez. Nevertheless, many opposition leaders still encouraged violent insurgency movements against the Venezuelan president.  Furthermore, some opposition leaders have attempted to remove President Chávez from power with the aid of Colombian right-wing paramilitary groups. In May 2004, the Venezuelan government reported that 86 Colombian paramilitary fighters were arrested on a country estate near Caracas. The estate belongs to Robert Alonso, a prominent Chávez opponent. On June 20, 2004, police captured 21 more insurgents along the Colombian border in western Venezuela.



B.  Recall Referendum Process

Some opposition leaders had been demanding a recall on President Chávez for years, and in February 2003, they began drafting petitions for his removal. In May 2003, the Organization of American States brokered a deal between the Venezuelan government and the CD that outlined the framework for a referendum on President Chávez’s rule as provided for under the country’s constitution. 

In order to demand a recall referendum against Chávez, the opposition needed to collect the signatures of 2,436,083 voters (i.e. 20 percent of the electorate) who would vote to recall the president (“Venezuela Recall,” 2). In early August 2003, opposition leaders began the process of collecting all the petitions signed since February 2003 in support of the recall. On September 12, 2003, the Venezuelan National Electoral Council (el Consejo Nacional Electoral–CNE) ruled that the collected petitions comprising over 3.2 million signatures were invalid, because most of them had been collected prior to August 19, 2003, the midpoint of President Chávez’s term (“Venezuela Recall,” 2). Under Venezuela’s constitution, passed by Chávez’s government, any elected official can only be recalled after the halfway point of the term. Therefore, the CNE ruled that all signatures collected before the midpoint of Chávez’s term were constitutionally invalid. Since most of the signatures were collected before August 19, 2003, the opposition was forced to start anew collecting signatures. 

In September 2003, reports surfaced that the government had committed numerous improprieties during the course of the recall process. It reportedly raided the offices of the CNE, published the names of those who signed the petitions, intimidated signatories, disciplined military officials who signed the petitions, and ordered PDVSA to fire all those who signed petitions against the president (“Venezuela Recall,” 2). On December 19, 2003, the opposition forces delivered new petitions to the CNE containing over 3.4 million signatures. On March 2, 2004, the CNE declared that only 1.8 million of these 3.4 million signatures were valid. The CNE rejected over 140,000 signatures outright and ordered the reconfirmation of over 1.2 million signatures. After close examination, the CNE alleged that thousands of signatures appeared as if they were copies or forgeries. The CNE’s decision launched violent protests in Caracas that killed at least eight people. Protesters crowded the streets for a week to persuade the CNE and the government to proceed with the recall. 

Following the CNE’s ruling in March 2004, the opposition promptly appealed the decision to the Electoral Chamber of the Venezuelan Supreme Court (two chambers comprise the Venezuelan Supreme Court: the Electoral Chamber and the Constitutional Chamber). This chamber of the court reinstated over 800,000 of the disputed signatures, bringing the total to 2.6 million, well above the over 2.4 million needed to authorize the referendum (“Venezuela Recall,” 2). However, on March 23, 2004, the Constitutional Chamber of the Venezuelan Supreme Court overturned the Electoral Chamber's ruling, alleging that the latter did not have proper jurisdiction for that ruling. Consequently, the Constitutional Chamber ordered that the 1.2 million questionable signatures be re-verified. During the first four months of 2004, the CNE has conducted a signature re-verification process or “repair” process, in which those persons who signed the petition against President Chávez were required to individually confirm the validity of their signatures. Both the OAS and the Carter Center (headed by former US President Jimmy Carter) have monitored the re-confirmation process.

On June 3, 2004, the CNE announced that the opponents of President Chávez had collected enough valid signatures to initiate the recall referendum. The opposition ultimately collected 2,451,821 valid signatures (“Q&A,” 2). During the reconfirmation process, President Chávez accused the OAS and the Carter Center of infiltrating the reconfirmation process on behalf of the US government. He alleged that these two organizations overstepped the boundaries of their observer roles, however, both organizations maintain that they acted objectively and in the best interest of the Venezuelan people.   

C.  Timing of and Concerns about the Referendum

On June 8, 2004, the CNE officially announced that the referendum on the presidency of Hugo Chávez will occur on August 15, 2004. Soon after the CNE announced the final date, both Chávez and the opposition leaders initiated significant campaign efforts throughout Venezuela.

President Chávez’s current six-year term will expire in 2006. The Venezuelan constitution states that if a president is rendered “permanently unavailable” within the last two years of his term, then the vice president automatically assumes the office of the presidency (“Venezuela Recall,” 2-3). After August 19, 2004, President Chávez would have completed four years in office, thus leaving him with only two years remaining in his term of office. Therefore, if the recall referendum were held after this date, and Chávez were to lose, then his loyal Vice President José Vicente Rangel would serve out the remainder of Chávez’s current term (i.e. until August 2006). This situation would be unacceptable to the opposition leaders who would view Rangel as a Chávez puppet. Consequently, the CNE chose August 15, 2004 as the date for the recall referendum. If Chávez loses the referendum on this date, then Venezuela will have 30 days to elect a new president.


In a televised address on June 4, 2004, President Chávez publicly accepted the CNE’s announcement that the required number of valid signatures had been gathered. Politically motivated violence surrounding this announcement left at least one person dead in Caracas. On June 21, 2004, both President Chávez and the opposition leaders committed to pre-referendum negotiations in an attempt to avoid further political violence.  In the end, both parties agreed to instruct their constituents and supporters that any forms of violence during the referendum would be unacceptable.  

Separately, on June 17, 2004, Human Rights Watch (HRW) published a 24-page report that condemned a new law signed by President Chávez last month, which expands the Supreme Court from 20 to 32 members. The new law, passed by Chávez’s governing coalition’s slim majority in the legislature, allows Chávez to control an even larger majority of seats on the Supreme Court (Vivanco and Wilkinson, 1). The law also gives the governing coalition the power to nullify existing judges’ appointments to the bench. HRW claims that this law essentially strips the Venezuelan Supreme Court of its autonomy. This new law is a significant development, because the fate of this political crisis could be decided in the courts if the referendum produces ambiguous results.

Furthermore, other concerns surrounding the referendum emerged in the days following the CNE’s announcement. On June 15, 2004, the opposition forces launched an official complaint against the wording of the question on the ballot. They allege that the phrasing of the following question may create confusion in voters’ minds: 

Do you agree with rendering ineffective the people’s mandate given through legitimate democratic elections to the citizen Hugo Rafael Chávez Frías as president of the Bolivarian Republic of Venezuela for the current presidential period? (qtd. in “Venezuela Recall,” 3)


According to the CD, some voters could be confused by the use of the phrase “rendering ineffective,” rather than “revoking.” Some opposition leaders claim that President Chávez pressured the CNE to purposefully phrase the question in a confusing manner. In the end, the following question was selected for the final ballot and thus posed to the Venezuelan electorate:


Do you agree to revoke, for the current term, the popular mandate as President of the Bolivarian 
Republic of Venezuela conferred on citizen Hugo Rafael Chávez Frías through democratic and 
legitimate elections? NO or YES? (qtd. in “Venezuela Recall,” 3)


Thus, if a citizen wanted to vote against President Chávez, he/she would actually have to vote yes.  Although somewhat counterintuitive, this question remained on the ballot in this exact form.  Additionally, it should be noted that nine other lawmakers, each representing opposition parties, were subject to the August 15, 2004 referendum. Chávez supporters were successful in collecting the minimum number of verified signatures to warrant a referendum on their tenure as well.

D.  Pre-Referendum Outlook
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Interestingly enough, several published polls showed that a majority of Venezuelan citizens were dissatisfied with President Chávez’s rule (see Figure 12). According to a poll of 1,300 Venezuelan residents taken from May 10-19, 2004 by the Datanalisis polling agency, 57.4 percent of the people sampled would vote to recall Chávez, while 42.6 percent would vote for him to remain president (Sanchez, 1). However, these polls did not accurately predict the outcome of the August 2004 referendum, because a simple majority against President Chávez would not necessarily be enough to oust him from power. According to the Venezuelan constitution, the exact number of votes that the president received in the most recent presidential election is the minimum number that must be cast against him in the referendum for him to be recalled. In the 2000 presidential election, President Chávez received 3.75 million votes; therefore, 3.75 million or more people must vote against Chávez in the referendum for him to be recalled (“Venezuela Recall,” 4). 

In addition, for the presidential recall referendum to be valid, at least 25 percent of the Venezuelan electorate must vote. Preliminary numbers indicated that voter turnout for the August 2004 referendum would be around 60 percent. Approximately 14 million people comprise the Venezuelan electorate; consequently, about 8.4 million Venezuelans were expected to vote in the referendum. If the Datanalisis polls held true during the actual referendum, and about 57 percent of these 8.4 million voters choose to recall Chávez, then he would have received almost 4.8 million votes against him and would have been recalled. 

Prior to the referendum, President Chávez publicly vowed that if he lost the vote, he would run again for the presidency in the next election. According to the Venezuelan constitution, if President Chávez lost the referendum on August 15, 2004, then the country would have 30 days to elect a new president. On June 16, 2004, the Venezuelan Supreme Court ruled that President Chávez could compete in the elections regularly scheduled for 2006, but left unresolved whether he could be a candidate for the possible special election in September.  The Supreme Court chose to wait until the results of the referendum were official before they decided whether or not Mr. Chávez would be allowed to participate in the potential runoff election in September 2004.  

E.  Pre-Referendum Scenarios
The following represent possible scenarios that could have resulted from the recall referendum on August 15, 2004.

Scenario 1: President Chávez loses the August 2004 referendum, and the Venezuelan Supreme Court rules that he can participate in the new presidential election to be held within 30 days. 

President Chávez has many domestic adversaries, but he still may be the most popular single political figure in Venezuela, especially among the lower classes. In contrast, the CD will probably divide into different political parties that would each produce their own candidates, thereby splitting the anti-Chávez vote. Thus, due to Chávez’s remaining popularity base and the likely lack of a unified opposition candidate, it is probable that Chávez would win the special presidential election. The following details the five most probable contenders for the special presidential election other than Chávez:

· Enrique Mendoza is the leader of the CD and is currently serving his second term as governor of Miranda, the industrialized state that surrounds Caracas. He has reinvented himself as a dynamic politician, and he is often seen talking to the electorate and participating in protest marches against President Chávez. Mr. Mendoza remains the opposition frontrunner despite criticism over the rising crime rates in Miranda.

· Julio Borges is an Oxford-educated lawyer and current leader of the First Justice Party (el partido de Primero Justicia–PJ). He has gained popularity through his television program Justice for All. In November 2002, he led a march to recall Chávez through a crowd of pro-government supporters in central Caracas.

· Juan Fernández is an economist who heads the civil association Oil People. He was one of the first dissident petroleum executives to be fired from the PDVSA board of directors when the general strike began in December 2002. Mr. Fernández has since entered politics to represent the interests of PDVSA workers.

· Enrique Salas Römer is the leader of the Project Venezuela Party (el partido Proyecto Venezuela–PV). In the presidential election of 1998, Chávez defeated this economist and former governor of Carabobo State. In that election, Mr. Römer received almost 40 percent of the popular vote.
· Henry Ramos Allup is the leader of the Democratic Action Party (el partido de Acción Democrática–AD). Although he does not rank very high in current public opinion polls as a viable presidential candidate, his political skills and experience have earned him much support. 

Venezuela’s relations with the US, foreign exchange controls, ways to sustain the current economic growth, the future of PDVSA, and support for President Castro of Cuba would all have been important, and controversial, topics in the special presidential elections.

Scenario 2: President Chávez loses the August 2004 referendum, and the Venezuelan Supreme Court rules that he is ineligible to compete in the new presidential election to be held within 30 days. 

Historically, President Chávez has shown that he will do whatever possible to remain in power. In 1992, six years before being elected to his first term in office, the former lieutenant colonel, and “tough guy” paratrooper, masterminded an unsuccessful military coup against President Carlos Andrés Pérez (“Venezuela Recall,” 1). However, if President Chávez loses the referendum, he would likely forego any coup attempts in favor of running for president again in 2006 (in accordance with the Venezuelan Supreme Court ruling of June 16, 2004). Once ousted from power, it is unlikely that President Chávez would attempt another coup, because he no longer has the unilateral support of the military. 

Scenario 3: President Chávez wins the August 2004 referendum. 

The opposition appears as determined as Chávez to win the presidency. They will continue to exhaust all democratic means at their disposal to remove Chávez from power. Therefore, if Chávez is declared the winner of the referendum, the opposition would likely demand multiple recounts of the votes. The opposition will inexorably attempt to cast doubt on the validity of the referendum. In addition, the opposition would probably solicit help from the Venezuelan Supreme Court. However, Chávez’s new court-packing law would likely render such an effort futile (see Section 2). In the event that the Venezuelan Supreme Court declares Chávez the winner, the opposition would spend the following year gathering as much support as possible to defeat him in the president in the 2006 election.  


F.
Referendum Results and the Aftermath

Before analyzing the results of the August 15, 2004 recall referendum in Venezuela, let us recap the three necessary conditions for the recall to have succeeded:

· A turnout of at least 25% of the country’s 14.027 million registered voters;

· The voters must have cast more anti-Chávez votes than the number of votes he received in the 2000 presidential election (about 3.75 million); and, 

· More “yes” votes cast than “no” votes (remember that “yes” in this case means that the voter wanted Chávez to be recalled).


At 6:00 AM local time on August 15, 2004, polling stations across Venezuela opened to voters.  All registered Venezuelan citizens over the age of 18 were permitted to vote, including those citizens residing in embassies and consulates around the world (“Venezuela Recall,” 3).  By midnight of August 15, former US President Carter proclaimed, “This is the largest turnout I have ever seen.”  His comment reflected the nearly 70% turnout for the recall referendum.  This number proved considerably higher than most pre-referendum estimates.

	Figure 13: Final Venezuela Recall Referendum Results

	
	Voters/Votes
	% of Electorate
	% of Valid Votes

	Eligible Voters
	14,027,607
	X
	X

	Total Votes Cast
	9,815,631
	69.97%
	X

	Total Valid Votes
	9,789,637
	69.79%
	X

	Total Invalid Votes
	25,994
	X
	X

	Total Yes Votes
	3,989,008
	X
	40.74%

	Total No Votes
	5,800,629
	X
	59.25%

	Source: CNE



At around 4:00 AM local time on August 16, 2004, the president of the CNE Francisco Carrasquero announced the preliminary results of the recall referendum over the national media.  At this point, President Chávez held a commanding lead with 58% of the votes cast in his favor (“Venezuela Recall,” 4).  The apparent magnitude of this victory eased the concerns of much of the Venezuelan populous, but enraged the opposition leaders who immediately cried foul.  On August 26, 2004, the CNE published its final results, which are summarized in Figure 13.  These results show that the election satisfied the requirements for it to be considered valid, and they also indicate President Chávez’s overwhelming support to remain in office for the remainder of his presidential term.


In the aftermath of the recall election, both the opposition and President Chávez’s government have claimed that the other side committed fraudulent acts.  The Chávez government has accused the opposition of forging a tape recording of CNE president Carrasquero asserting that the opposition won with 11,436,086 votes to recall the president (“Venezuela Recall,” 4-5).  Even Carrasquero denies the tape recording, and prominent journalists such as Fausto Malavé claim that the audio parody had been circulating the streets of Caracas for more than two months.  As a result of these apparent improprieties, President Chávez has ordered the attorney-general to conduct a full investigation and inquiry into the fake recording.  On the other hand, many Chávez opponents have protested that they were illegally prevented from voting in the August 15, 2004 recall referendum. For example, 300 Venezuelan citizens in Colombia claim that they were not allowed to vote, because their names were omitted from the “official” list of registers voters (“Venezuela Recall,” 5).  They claim that this official list, drawn up by the Chávez regime, was doctored in order to disenfranchise thousands of Chávez opponents.  However, most of the opposition claims have been unsubstantiated, and both the OAS and the Carter Center have officially endorsed the election results.     

G. 
Role of the Media 


Throughout the entire recall referendum process and its aftermath, the media has frequently inflamed hostilities between the opposition leaders and the Chávez regime.  It is imperative to note that most of the Venezuelan media is privately-owned.  Furthermore, the vast majority of the Venezuelan media is controlled by wealthy, right-wing opponents of President Chávez.  For example, media tycoon Gustavo Cisneros owns Venevision and Venezuela’s Playboy Channel, and he has strong ties with the Coca-Cola Corporation and other multinational ventures.  Along with Marcel Granier, the owner of Radio Caracas Television (RCTV), they own over 60% of Venezuela’s TV market (Landau 1).  Not surprisingly, these two men are staunch opponents of President Chávez and maintain strong relations with the Bush administration.  


On the other hand, President Chávez and his government run the public television station VTV (Venezolana de Televisión).  Interestingly enough, the privately-owned media predicted that Chávez would be soundly defeated, while the state-run VTV forecasted a landslide victory for the incumbent leader.  Thus, the media has contributed significantly to the polarization of Venezuela.  As Miguel Tinker Salas, a native Venezuelan and Associate Professor of History and Latin-American Studies at Pomona College noted, it “is like seeing two different countries” (qtd. in  Marrero 1).  Both sides continue to use the media to accuse one another of electoral improprieties, and there appears no end in sight to the bickering that further divides Venezuela. 

III. 
Regional Political Developments:  Security and Trade Issues
A.  Colombia: Civil War and Narcoterrorism  


For over 55 years, Colombia has been devastated by civil war and political violence. Colombia’s long history of free elections and civilian government has been overshadowed by assassinations, terrorism, and state corruption. The continuing existence of guerrilla armies, paramilitary forces, and drug cartels undermines the authority of the Colombian government and threatens the security of the Colombian people.  

1.  Background


The ongoing civil war traces its history back to the assassination of populist leader and liberal presidential candidate Jorge Eliécer Gaitán on April 9, 1948. Gaitán’s assassination ignited riots throughout the country, but primarily in the capital city of Bogotá, where thousands of people were killed in a series of riots known as the Bogotazo. The assassination launched Colombia into La Violencia (The Violence), a 10-year period of concentrated civil war that 

killed over 300,000 people (“History of Colombia,” 2-3). In 1953, Colombia experienced its only military coup of the 20th century, when General Gustavo Rojas Pinilla assumed the presidency. Over the next four years, General Rojas Pinilla’s regime managed to reduce domestic violence through the brutal suppression of his opponents. After he was deposed in 1957, various left- and right-wing rebel groups began to form throughout the country. After civilian government returned to power, the emerging guerrilla movement began to reinvigorate the civil war. 
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2.  Guerrillas and Paramilitaries
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The ongoing violence between the left-wing guerrillas and the right-wing paramilitary groups has claimed the lives of hundreds of thousands of people over the past 20 years and has displaced over 2 million people. These rebel groups have carved out significant regions of Colombia to form enclaves that function outside the control of the national government (see Figure 14). These groups conduct kidnappings, orchestrate political assassinations, commit massacres of each other’s supporters, and terrorize the cities and municipalities of Colombia. As a result, Colombia still has one of the highest rates of domestic terror in the world. Currently, two principal leftist guerilla groups and one large right-wing paramilitary force are responsible for most of the internal violence. These groups are detailed below:

a)  FARC



Between 1964 and 1966 Manuel Marulanda and other members of the Colombian Communist Party founded the Revolutionary Armed Forces of Colombia (las Fuerzas Armadas Revolutcionarias de Colombia–FARC). The FARC is one of the oldest surviving insurgency organizations in the world and the largest one in the western hemisphere, with around 16,500 troops. It was created to defend the interests of the lower and rural classes of Colombia under the banner of Marxism. The FARC claims to oppose American influence in Colombia (particularly Plan Colombia), the privatization of natural resources, multinational corporations, and rightist paramilitary violence that they argue is still supported by the Colombian government and military. During its inception, the FARC was concentrated primarily in southern Colombia, but current estimates suggest that the FARC now controls almost 40 percent of the country (“CNN: Colombia,” 1). These estimates include a formerly demilitarized region of 18,600 square miles that was ceded to the FARC in 1998 by former President Andrés Pastrana as an incentive to start negotiations with the government (see Figure 14). During the 1980s, the FARC began to encourage and tax coca cultivation by farmers within their regions of control (“History of Colombia,” 4) . Some current reports suggest that the FARC earn half of their annual income, or $200-$400 million, from drug trafficking and cultivation. Ransom payments from kidnappings and extortion comprise most of the other half of the FARC’s income. 


The FARC remains at war with the Colombian government, after peace talks broke down in February 2002, and former President Pastrana subsequently re-militarized the FARC safe zone. Since the breakdown of negotiations, the FARC have coordinated 16 unsuccessful assassination attempts on the life of current President Uribe. Since his inauguration in August 2002, President Uribe has vowed to wage war on the leftist rebels. His government has launched “Plan Patriota” (Patriot Plan), whose first phase began in April 2004 with the deployment of 14,000 Colombian troops towards the formerly demilitarized zone. On June 15, 2004, the FARC killed 34 peasant workers on a farm in La Gabarra, a town in northeast Colombia near the Venezuelan border (“History of Colombia,” 6). This marked the worst single FARC massacre of Uribe’s presidency. The FARC claim that the owner of the farm is a supporter of right-wing paramilitaries responsible for killings and kidnappings in the region. Peace talks with the FARC, or even an official cease-fire, appear unlikely for the foreseeable future.

b)  ELN


The National Liberation Army (Ejército de Liberación Nacional-ELN) was formed in 1964 by a group of Colombian Marxist-Leninist students trained in Cuba. It also remains one of the oldest surviving insurgency groups in the world, but it is much smaller and less prevalent than the FARC. The ELN is mostly concentrated in northeast Colombia, with some pockets of influence in the southeastern mountains (see Figure 14). Nicolás Rodríguez Bautista leads the ELN forces that number around 4,000 (“CNN: Colombia,” 1). Over the last several years, the ELN has bombed the Cano Limón-Covenas oil pipeline in the northeast over 100 times, causing millions of dollars in damages and killing hundreds of people (see Figure 6). In May 2004, the ELN expressed interest in engaging in peace talks with the Colombian government. The government and the ELN are currently negotiating a demilitarized zone and prisoner exchanges with the help of Mexican mediators. However, continuing acts of terrorism have hindered the development of peace talks. Although these negotiations represent a major step towards peace, a lasting truce between the ELN and the government is unlikely to be reached in the near future.               

c)  AUC


The United Self-Defense Forces of Colombia (Autodefensas Unidas de Colombia–AUC) were founded in the early 1980s officially to protect rural villages from narcoterrorists and leftist guerrillas. Current reports suggest that the AUC paramilitaries kill about 2,000 people every year, and over the past decade, they have been responsible for more civilian deaths than any other single rebel group in Colombia (“CNN: Colombia,” 1). In March 2004, former AUC leader Carlos Castaño entered preliminary peace talks with the Colombian government. However, on March 31, 2004, he mysteriously disappeared. Rumors abound that he was killed, but the FARC allege that the US, in an attempt to protect the right-wing leader, secretly relocated Mr. Castaño to Israel. The AUC’s current leader, Salvatore Mancuso Gómez, has decided to continue peace negotiations with the Colombian government. Formal peace talks started on July 1, 2004, and are expected to continue for several months. As a condition for beginning peace talks, the government demilitarized a 142-square mile area in northwest Colombia and ceded the safe haven to the AUC paramilitaries. Although these negotiations represent a major step towards peace, a lasting truce between the AUC and the government remains unlikely for the foreseeable future.               

	Figure 15: Overview of the Principal Civil War Combatants in Colombia

	
	Government
	FARC
	ELN
	AUC

	Leader
	President Álvaro Uribe Vélez
	Manuel Marulanda Vélez
	Nicolás Rodríguez Bautista 
	Salvatore Mancuso Gómez

	Troops
	170,000
	16,500
	4,000
	13,000

	Fighting Force Type
	National Army, Special Forces
	Leftist 

Guerrillas
	Marxist Guerrillas
	Rightist Paramilitaries

	Chief Location
	Strongest around Bogotá; bases surrounding former FARC safe zone.
	Strongest in south and northeast; pockets all over.
	Strongest in the northeast; pockets in southwest.
	Strongest in the northwest and near FARC areas of the south.

	Political Bias
	Conservative
	Left-wing
	Left-wing
	Right-wing

	Peace Process Status
	Currently conducting peace talks with AUC and ELN leaders.
	No current or imminent peace talks with the government.
	Conducting peace talks with government since June 2004.
	Conducting peace talks with the government since July 2004. 


d)  Other Rebel Groups



Colombia has at least three other, much smaller insurgent groups. The Popular Liberation Army (el Ejército Popular de Liberación–EPL) comprises an army of several hundred guerrillas that refused to disarm when the original EPL, a Maoist-inspired group, negotiated a peace accord with the government in 1991. The group's leader, Francisco Caraballo, remains in prison. The Guevarist Revolutionary Army (el Ejército Revolucionario Guevarista–ERG) and the Popular Revolutionary Army (el Ejército Revolucionario Popular–ERP), with perhaps a few dozen members each, carry out occasional kidnappings and terrorist attacks (“History of Colombia,” 5). The Colombian government is not currently involved in peace negotiations with any of these rebel groups.  
3.  Drugs: Trafficking and Narcoterrorism

Colombia currently produces about 75 percent of the world’s cocaine. Ninety percent of the cocaine entering the US originated in or passed through Colombia. Moreover, Colombia remains the source for over one-third of the world’s heroin (“History of Colombia,” 6). The Colombian drug industry is no longer dominated by large cocaine cartels from Medellín or Cali, which gained notoriety in the 1980s for their brutality and efficient drug trafficking. Following the shooting death of drug lord Pablo Escobar in 1993 and the subsequent breakup of the Cali cartel, drug cultivators and growers now operate in smaller, yet equally profitable, groups. 


The dangerous security forces of the large cartels have largely disassembled. However, guerilla and paramilitary forces now protect many of the smaller cartels. The rebel forces have integrated hundreds of these smaller cartels into their ranks in order to finance their operations. Since drug trafficking has proved to be so lucrative, the leftist guerrillas and the rightist paramilitaries violently compete for control over thousands of acres of cocaine and opium poppy fields throughout the mountainous regions of Colombia. Drug-related terrorism (i.e. narcoterrorism) has decreased over the past decade. However, current reports suggest that the decline in narcoterrorism may be deceiving, because many narcoterrorists have simply integrated into the competing rebel forces. Reports estimate that nearly 30,000 narcoterrorists still operate in Colombia.              

B.  Brazil: President da Silva and Rural Violence


Although Brazil continues to emerge as the dominant power in South America, the political authority of President da Silva remains quite tenuous. In October 2002, da Silva, representing theWorkers’ Party (PT–Partido dos Trabalhadores), won the presidential election over his political rival José Serra of the incumbent Brazilian Social Democracy Party (PSDB–Partido da Social Democracia Brasileira). On January 1, 2003, he became the first left-wing president of Brazil in more than 40 years, and the first popularly-elected left-wing president in Brazilian history (“Luiz Inácio,” 1). 


Having risen from the poverty of lower-class Brazil, President da Silva pledged to reform the corrupt political system, eradicate hunger, and redistribute land to the poor. During his first month in office, he inspired the masses of Brazil to support his economic reforms. Consequently, his personal popularity rating soared to over 83 percent (“Luiz Inácio,” 1). However, political scandals, allegations of corruption, continuing rural violence, a serious economic recession in 2003, high unemployment, and unfulfilled promises have significantly decreased President da Silva’s approval ratings over the past few months.

Despite President da Silva’s campaign pledge to eradicate corruption, political scandals have plagued the President’s administration thus far in 2004.  On February 16, 2004, the Brazilian Congress launched an investigation that charged presidential aide Waldomiro Diniz with soliciting campaign contributions for two PT gubernatorial candidates from Carlos Ramos (i.e. Carlinos Cachoeira), the head of an illegal lottery (jogo de bicho) operating in Rio de Janeiro (DeJuana, 1). A videotape of Diniz’s meeting with Ramos was aired on national news programs throughout Brazil. The day after the scandal emerged, President da Silva fired Diniz.  In April 2004, the mentor of Diniz and chief presidential aide José Dirceu de Oliveira e Silva was accused of permitting fund-raising improprieties. Although Dirceu was not removed from office, he has spent considerable time defending himself from congressional allegations.  In an attempt to repair the tarnished image of his government, President da Silva proposed a constitutional ban on the illegal lottery that is immensely popular among the poorer classes of Brazil. However, on May 5, 2004, President da Silva’s government suffered a legislative blow, when the Senate voted against his proposal. 


On May 9, 2004, New York Times reporter Larry Rohter published an article alleging that President da Silva had a drinking problem, and that his alcoholism was a matter of national concern for Brazil (Feder, 1). This article infuriated the Brazilian president, and on May 13, 2004, Brasília revoked Lohter’s visa and ordered him to leave the country (Feder, 1). The political opposition in Brazil criticized the government’s decision to expel Lohter, suggesting that it was a dictatorial move. However, Lohter submitted a formal apology to President da Silva the following day, and the Brazilian government reinstated his visa. Although the crisis subsided, the article and Brasília’s vindictive response combined to further damage the president’s waning public image.       


Even though Lula’s approval ratings have dipped somewhat in his own country, his immense popularity throughout the South American continent must not be overlooked.  Lula has gained significant notoriety for his involvement in promoting regional cooperation and peacekeeping.  Under President da Silva, Brazil has led the UN peacekeeping mission in Haiti and offered help to President Chávez in his struggles against the ruling elites.  Moreover, Lula has offered to mediate the peace talks between the Colombian government and the rebel groups.  His commitment to regional peace and development has often put him at odds with the US government.  However, it appears that Lula is willing to sacrifice some of his popularity with the Bush administration in order to pursue progressive policies that will promote development and cooperation throughout South America.   


In spite of Lula’s commitment to regional peace and security, rural violence remains prevalent in Brazil.  Rural violence in Brazil stems from the radically unequal distribution of land and money that has stratified the Brazilian people into a rigid class system. According to current estimates, about one percent of the Brazilian population owns almost 50 percent of the land in the country. Furthermore, reports indicate that over 60 percent of the large ranches in Brazil are unproductive and unused (“MST,” sec. 1). Since Brazil is the world’s fifth-most-populous country, this inequality has left millions of people with no property rights. The continuation of rural violence in Brazil undermines the authority of President da Silva’s government and threatens the security and stability of the entire South American continent.  

1.  Landless Rural Workers Movement (MST)


In 1984, the Landless Rural Workers Movement (MST–Movimento dos Trabalhadores Rurais Sem Terra) was born when 1,500 representatives of the poor from 16 of Brazil’s 27 states met in Cascavel, Paraná state. The MST was organized under the banner of “land for those who work it,” and established three primary goals: 

· The immediate struggle for land for landless families through the non-violent occupation of unproductive land; 

· Agrarian reform in Brazil, defined not only by the redistribution of land but also through policies that would develop and sustain rural families; and, 

· The development and realization of a more just society (“MST,” Quem Somos, sec. 6). 


Following the Zapatista uprising in Chiapas, Mexico, on January 1, 1994, governments across Latin America began to evaluate the strength of both violent and non-violent protest movements within their borders. Consequently, the government of former Brazilian President Fernando Henrique Cardoso decided to suppress MST activities. The Brazilian government’s suppressive policies led to the killing of 19 members of the MST at Eldorado dos Carajás in April 1996 (“MST,” Quem Somos, sec. 1). This massacre gathered significant international attention and represented the culmination of the persistent and escalating violence by local police, private militia, and military forces toward rural workers. In response to this violence, the MST decided to internationalize its struggle. The MST began to organize conferences with other landless workers movements from around the world. Additionally, in September 1996, the MST collaborated with the US-based Center for Justice and International Rights (CEJIL) to submit an official complaint to the Organization of American States (OAS) against the state of Brazil. The OAS’s Interamerican Commission for Human Rights did not open the case until March 2003. 


At the end of 2003, reports estimated that over four million landless families were still hoping for resettlement as part of the Brazilian government’s agricultural reform program. As a result, the MST, led by João Pedro Stédile, has recently embarked on a wide-scale land occupation campaign designed to pressure President da Silva to accelerate the settlement process. The MST still seeks effective agrarian reform to redistribute land for rural workers to live and work on. At the same time, it also opposes many free trade agreements and foreign investments in the Brazilian economy (“MST,” Quem Somos, sec. 2). The slow pace of reform during the first year of President da Silva’s government has incited the new wave of occupations thus far in 2004.  Recent data from the Catholic Church’s Pastoral Land Commission show that the number of land conflicts reached 1,690 in 2003, the highest since the Commission began keeping records in 1985 (Davidson, 2). The Commission also recorded 71 assassinations of peasant activists and peasant rights defenders in 2003 (“MST,” Quem Somos, sec. 3).  


During his campaign for the presidency, Lula pledged to redistribute plots of farmland to 400,000 families during his four-year term in office, which ends in 2006.  In 2003, however, only 37,000 families were settled (Davidson 1). The goal for 2004 is to reach 115,000 families, however, only half of these families have received land so far this year.  The MST estimates that 200,000 families currently live under precarious conditions in the Brazilian countryside, on occupied or publicly-held lands, as they await officially-sanctioned lands to settle.  In April 2004, the MST launched a campaign known as “Red April,” during which it invaded over 135 rural estates across 20 of Brazil’s 27 states (Davidson, 2). Over 33,000 families participated in these takeovers. In response, the Brazilian government has vowed to fulfill its promise of resettling 115,000 families by the end of 2004. 
2.  Movement of Dam-Affected People (MAB)


The Movement of Dam-Affected People (MAB–Movimento dos Atingidos por Barragens) was created in the 1980s to aid the thousands of lower-income Brazilians who were displaced by the construction of hydroelectric dams. During the military regimes of the 1960s and 1970s, the Brazilian government constructed hundreds of dams along Brazil’s extensive river basins in order to produce most of the country’s electricity (“Brazil’s Movement,” 1). As a result of flooding during construction, hundreds of thousands of families were forced to relocate during those two decades.  There are approximately 2,000 dams in Brazil, and hydroelectric power provides around 79 percent of Brazil’s energy.  The government plans to construct almost 500 additional dams by 2015 (“Brazil’s Movement,” 1).  Around 3.4 million hectares of land have been flooded by dam reservoirs. Over the past 20 years, these floods have displaced over 1.5 million people.  The MAB claims that for every 100 families that are dislocated, 70 receive no compensation from the government.   


The inauguration of the left-wing President da Silva in January 2003 brought greater hope to the plight of the dam-affected people. However, the lack of effective reforms to support the dam-affected people has disenchanted the MAB from Lula and the PT. This movement currently organizes conferences and non-violent protests to raise awareness about the adverse effects of dam construction on the rural poor of Brazil.    

C.  Brazil: Regional Trade


As the largest country in area, population, and total economy in South America, Brazil plays an integral role in the development of trade among the nations of the southern cone of South America. Brazil has developed a trading bloc with other South American nations (Mercosur), and in recent years, the Brazilian government has sought to increase trade flows throughout the Western Hemisphere. In addition, President da Silva has declared that his government will lead Brazil to greater economic self-sufficiency and enhance the country’s role in the global economy.  Furthermore, President da Silva’s government is developing stronger relationships with new trading partners such as the European Union and China.

1.  The Southern Common Market (Mercosur)


The Southern Common Market (Mercosur–El Mercado Común del Sur) was formed in 1991 by nations in southern South America in an attempt to ease tariffs and spur cross-border commerce (“Mercosur,”1). Brazil and Argentina, the largest two economies in South America, are full members, along with Paraguay and Uruguay. Peru, Chile, and Bolivia have joined as associate members in recent years (“Mercosur,” 1). The four full members of Mercosur have agreed to a common regional tariff on external goods and have pledged to lower trade barriers among themselves. Associate members do not have to comply with as all of Mercosur’s trade rules, but they are encouraged to open their markets to Mercosur’s full members in exchange for preferential trading status with those countries. 
Mercosur is currently the third-largest trading bloc in the world, behind the North American Free Trade Agreement (NAFTA) and the European Union (EU). However, Mercosur suffers from internal problems that have impeded its development into a true common market (“Mercosur,” 1). The four full members have all experienced recent economic recessions. These downturns exposed Mercosur’s fragile infrastructure, as member states remain mired in trade disputes that obstruct progress towards common market unity. 

Last year, at the 25th Mercosur Summit in Montevideo, Uruguay, the presidents of Brazil, Argentina, Paraguay, and Uruguay approved a timetable for the following two targets to be reached between 2004 and 2006: 

· Consolidate the customs union among Mercosur members, so as to permit the free circulation of goods under mutually agreed-upon common rules; and, 

· Improve the block’s Common External Tariffs (TEC), which consist of import surtaxes levied on goods from countries other than the member nations (Pereira, 2). 
On July 8, 2004, the presidents of the Mercosur member and associate nations convened in Puerto Iguazú, Argentina, for the 26th Mercosur Summit. Tensions were high entering this conference due to ongoing disputes regarding Argentine import restrictions on Brazilian exports (see below). Nonetheless, this conference accomplished the following: 

· Mercosur welcomed Venezuela as a new associate member and outlined a plan to incorporate Mexico as an associate member in the near future; and,

· The Mercosur leaders authorized the creation of a Mercosur Permanent Review Tribunal (Tribunal Permanente de Revisão) based in Asunción, Paraguay, to resolve trade disputes among Mercosur members and associates. For example, if Argentine import restrictions continue to strain relations with Brazil (see below), then the new Mercosur judiciary body would likely be responsible for resolving the current dispute (Pereira, 1).    

Since 1995, Mercosur and the EU have been working towards an inter-regional trade agreement. Following over three years of preparations, both sides began negotiations in November 1999. The EU is offering Mercosur’s agricultural exporters better access to European markets. In return, the EU seeks a more open market for its manufacturing and service exports (“Mercosur,” 1). Additionally, the EU is asking the South American states to discontinue existing discriminatory practices against European investors and bidders for government contracts in the southern cone of South America. 

President da Silva has been very supportive of the ongoing negotiations with the EU. The fourteenth round of negotiations between Mercosur and the EU took place in Buenos Aires, Argentina on June 7-11, 2004.  At this meeting, it was clear that Mercosur and the EU remain divided over such major issues as agricultural subsidies, services, and transparency in government procurement. During the following round of negotiations, which began on July 19, 2004 in Brussels, Belgium, it appeared that little progress had been made. Prior to the summer of 2004, both parties hoped to conclude a successful free trade agreement by October 2004.   However, both parties have yet to reach an agreement, and negotiations are scheduled to continue well into the spring of 2005.

2.  Recent Trade Difficulties with Argentina


On July 6, 2004, Argentina announced a decision to halt certain Brazilian electronic goods from entering the country in an effort to avoid “certain asymmetries” in their bilateral relations.  Argentine Economic Minister Roberto Lavagna announced that Argentina would cease importing Brazilian-made refrigerators, washing machines, and stoves to help raise production levels at home and create manufacturing jobs (Gentile, 1).  Brazil’s National Association of Electronics Manufacturers announced that the measures are unjustifiable and hurt the established free trade rules between Brazil and Argentina (Pereira, 1).  On July 7, 2004, Argentine President Néstor Kirchner voiced his support for the import restrictions, and hinted that his government might expand the import ban to include Brazilian textiles as well.  This threat surprised President da Silva’s government, considering that Brazilian textile manufacturers signed a 2003 agreement with Argentina to voluntarily restrict Brazil’s exports to Argentina

In the first half of 2004, Brazilian imports to Argentina rose over 75 percent, compared to last year. In addition, Brazilian exports of washing machines climbed by 176 percent, of refrigerators by 126 percent, and of stoves by 121 percent (Pereira, 1). Argentina maintains that such an unconstrained surge of Brazilian products is a threat to its economy. The Argentine Industrial Union (UIA–Unión Industrial Argentina) has strongly supported the government’s decision to impose restrictions on Brazilian imports. Despite President Kirchner’s firmness, President da Silva remains optimistic that the crisis will be resolved soon. 

3.  Free Trade Area of the Americas (FTAA)


The Free Trade Area of the Americas (FTAA) was first proposed at the December 1994 Summit of the Americas in Miami, FL. At this meeting, the leaders of 34 western hemisphere democracies
 agreed to construct a free trade zone across the Americas, where trade and investment barriers would be progressively eliminated (“Free Trade,” 1). Formal FTAA negotiations began in April 1998 at the Second Summit of the Americas in Santiago, Chile, and they remain ongoing. Since November 2002, Brazil and the United States have been co-chairs of the Trade Negotiations Committee (TNC), which is in charge of the FTAA negotiations process. Both nations will remain co-chairs until the negotiations are completed (“Free Trade,” 1). The 34 FTAA sponsor nations aim to conclude an agreement by January 2005. However, the slow pace with which the negotiations are progressing suggest that this goal may not be achieved. 


The challenge of developing a regional trade agreement between so many nations with such disparate economies has proven to be very difficult. In addition, large labor groups such as the American Federation of Labor-Congress of Industrial Organizations (AFL-CIO) have vocally expressed their opposition to the FTAA. Environmental and indigenous rights activists have also expressed their concerns over the FTAA, because they believe such an agreement would give too much power to multinational corporations (MNCs) with histories of exploiting Latin America’s natural and human resources. In order to move the negotiations along in spite of these challenges, the TNC has divided the discussions into nine negotiating groups, each focusing on a particular aspect of the FTAA.
 

On May 21, 2004, Brazil and the US announced that they held informal consultations with one another in Washington, DC regarding the development of a common and balanced set of rights and obligations for the negotiators. Both parties admit that the negotiations remain currently at an impasse.  President da Silva is seeking to conclude an agreement that allows his country greater agricultural market access in the US (“Free Trade,” 1).  However, the Bush Administration insists on debating this issue under the auspices of the Doha round of trade talks in the World Trade Organization (WTO).  The US is seeking stronger regulations to govern foreign investment and services in Brazil and the rest of Latin America (“Free Trade,” 1). Washington is also pursuing lower tariffs on US industrial exports.  In an attempt to put pressure on Brazil, the US is separately negotiating free trade agreements with Central American and Andean states.
 The US-Central American free trade agreement has already been concluded and is awaiting Congressional consideration in the US. Meanwhile, the US-Andean free trade agreement remains in the midst of negotiations. The USTR hopes to reach an agreement with the Andean states by the end of 2004.  

Despite their disagreements, Brazil, the US, and the other 32 nations have emphasized their commitment to the FTAA and to continued work towards an effective agreement. Brazil has a great deal of influence over the negotiations considering its size and current leadership position, and President da Silva’s government wants to utilize the FTAA to assert greater authority in the regional and global economy. Therefore, the successful development of a balanced FTAA remains in the best interest of Brazil. The next summit of trade ministers will be held in Brazil later in 2004, or early in 2005. Even though President Bush was elected to a second term, it appears highly unlikely that the FTAA will be concluded by the end of this year.               

IV. 
Developments in US Policy Towards Venezuela


After publicly supporting the failed 48-hour coup against President Chávez in April 2002, the Bush Administration has downgraded its level of involvement in Venezuelan affairs. Former National Security Adviser Condoleeza Rice received much criticism over her inopportune comments in the aftermath of the April 2002 coup.  When interviewed by Tim Russert from NBC's “Meet the Press” on April 14th 2002, after Chávez was returned to power by massive popular demonstrations against the coup plotters, Rice stated the following:


“I hope that Hugo Chavez takes the message that his people sent him that his own policies are not 
working 
for the Venezuelan people, that he's dealt with them in a high-
handed fashion.  And I hope what he said 
in his speech this morning, that he understands that this is a time for national reflection, that he recognizes 
it's time for him to reflect on how Venezuela got to where it is.  He needs to respect constitutional 
processes.....” (qtd. in Solo, 2)

Many scholars and journalists around the world viewed Ms. Rice’s comments as hypocritical and ill-timed, considering the well-known assumption that the Bush administration and the CIA had supported the 48-hour coup that ousted a democratically-elected leader and installed a short-lived dictatorship by unconstitutional means.  Nonetheless, the Bush administration remained steadfast in their support for Chávez’s resignation.  

However, the US government has once again taken a more vocal stance in recent months.  Throughout the referendum process, the United States made no indication that it would intervene in Venezuela if the referendum process would have collapsed. Nonetheless, the US intensified its rhetoric in early 2004 in support of the recall referendum.


The Bush Administration has frequently compared President Chávez to Cuban president Fidel Castro. Moreover, the US vehemently criticizes Chávez’s avowed allegiance to the Cuban leader. Coupled with President Chávez’s public insults directed at President Bush, and the apparent personal offense taken by the US president, the Bush Administration’s policy towards Venezuela continues to assume personal, anti-Chávez tones. Several of President Chávez’s policies and decisions have at times angered the US government.  For example, in 2000, President Chávez became the first foreign head of state to visit Iraq since the 1991 Gulf War, despite strong opposition from the US.  Additionally, in February 2002, President Chávez appointed a new board of directors to state oil monopoly PDVSA in a move opposed by the US government and by US petroleum executives. Finally, the US is also concerned that Chávez has offered sanctuary and possible support to leftist Colombian guerrillas, who threaten to destabilize the upper tier of South America. 

          In March 2004, the Chávez regime filed a complaint with the OAS accusing the United States of interfering with domestic Venezuelan affairs. This interference includes possible funding and training of Colombian paramilitaries to overthrow President Chávez. The US has repeatedly denied all of these claims.


The security of the Venezuelan oilfields remains a top priority for the Bush Administration. The United States purchases 2.6 million barrels of oil per day from Venezuela.  President Chávez has threatened to cut off crude oil supplies to the US in the event of any US-sponsored attempts to destabilize his government.  Although the Bush Administration admits disdain for many of the policies of the Chávez government, Venezuela’s importance as an oil supplier outweighs US aversion to the Venezuelan leader.  As such, in his second term, President Bush will probably retain openly cautious relations with Venezuela.    
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Figure 11: Effects of December 2002 Strike on the Venezuelan Oil Sector
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Figure 14: Areas of Rebel Activity in Colombia
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       Figure 8: Geography of Brazil’s Oil Reserves
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�  As of May 2004, Brazil still imported 300,000 barrels of oil per day. In June 2004, Brazil produced about 2 million barrels per day. President da Silva seeks to eliminate all imports, and become completely self-sufficient in oil production by 2006





� The FTAA participants include all countries in North and South America with the exception of Cuba, which is not a democracy.


� The nine FTAA negotiating groups cover the following topics: market access; investment; services; government procurement; dispute settlement; agriculture; intellectual property rights; subsidies, antidumping, and countervailing duties; and competition policy.


� The Central American Free Trade Agreement (CAFTA) comprises Guatemala, El Salvador, Honduras, and Nicaragua. An additional agreement between the US and the Dominican Republic has been attached to CAFTA as well. The Andean Free Trade Agreement (AFTA) comprises Colombia, Ecuador, and Peru. Bolivia is currently observing the AFTA negotiations and is expected to join the agreement within the next few months. 
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