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During 2011 GDP growth decelerated from 9.4% (H1 annualized) to 3.3% (H2)
Chances of zero/negative reading in Q2 (sa)



•Slump in Investment (Machinery) since late 2011
•Strong impulse through Public Consumption (employment)

•Slump in imports in late 2011 & 2012

ARGENTINA ‐ Supply and Demand

Yoy % change, unless stated
2011 2012

Year Half 1 Q3 Q4 Q1 Q2

GDP 7.1% 7.4% 7.3% 6.3% 4.3% 2.2%

GDPsa annualized ‐ 9.4% 2.8% 3.8% 2.4% ‐0.5%

GDFI (Investment) 13.0% 17.9% 11.6% 6.2% 3.6% ‐4.4%

Construc>on 8.9% 8.2% 11.4% 7.7% 3.5% 0.8%

Equipment 18.7% 29.3% 11.7% 4.5% 3.7% ‐9.1%

Consump>on 7.1% 7.6% 6.7% 6.7% 4.2% 2.7%

Public 10.9% 10.9% 10.3% 11.3% 8.2% 7.0%

Private 6.4% 6.9% 6.0% 5.7% 3.5% 1.8%

Exports (G&S) 4.3% 3.8% 3.4% 7.1% 7.8% 1.1%

Imports (G&S) 17.8% 22.7% 17.7% 9.8% 1.3% 1.8%

SOURCE: FIEL (FMF‐FIEL Macro Forecasts)



Other developments

1. Construction and real
estate transactions
2. Agriculture (drought)

3. Tourism (inflation and the
RER)



Signs of recession in
Manufacturing

FIEL manufacturing
index IPI: turning point in
third quarter (three
negative quarters sa)



Productivity
increase (60% in
the past 10 years)

was fully
transferred to

wages/labor costs

ULC: back to late
Convertibility levels

In spite of strong Brazilian
Real appreciation,

rising wage spread between
Brazil and Argentina

Average wages in current USD
1997 2002 2007 2012

ARGENTINA 893.4 316.1 667.6 1531.6
BRAZIL 619.1 257.3 517.6 851.5
spread 44.3% 22.9% 29.0% 79.9%



Inflation picked up in
2012 (23% relative to
21% in 2011)

Tariff hikes
Fiscal expansion
Monetary policy
Trade restrictions

Currency appreciation
accelerated with

domestic inflation and
recent devaluation (vis-
à-vis the USD) of
LATAM currencies



Falling imports: from 6.7 BUSD/month (August) to 5.4 BUSD (March).
To address dollar scarcity (capital flight / vanishing trade balance) new strict

administrative restrictions since early 2012



From import
deceleration in
late 2011 to a
slump in 2012
(imports and
investment)

Consumption goods
are a minor fraction
of imports. No
alternative but to
extend restrictions

Consumption goods: imports (BUSD) and Yoy % change
2011 Jan/March 2012

Billion USD % ch % change
Durable 0.9 ‐6% ­31%

Semi-Durable 2.5 33% ­7%
Non Durable 2.9 20% 5%

Food & Bev for households 1.2 23% ­14%
Non industrial vehicles 0.6 39% ­5%

Rest 0.2 44% 92%
TOTAL Consumption & rest 8.2 22% ­4%
Source: based on INDEC

Argentine imports: billion USD and Yoy % change

2011
Jan/March
2012

Billion
USD % ch Jan­June

Jul­
Dec

Nov­
Dec % change

Capital goods 14.5 24% 36% 15% 1% ­5%

Intermediate 21.8 23% 30% 18% 3% ­3%

Energy & Oil 9.4 110% 102% 117% 95% ­3%

Spare Parts 14.4 26% 35% 19% 7% 9%

Vehicles 5.6 25% 33% 19% 30% 9%
Consumption (&
Rest) 8.2 22% 27% 18% 6% ­4%

TOTAL 73.9 31% 38% 25% 11% 0%

Source: based on INDEC
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Summary
• Demand and Supply imbalances after a decade of
energy  populism  finally  created  a  formidable
burden to the economy.
• Fiscal and external balances experienced shocks
of 3% and 5% of GDP, respectively.
• Both are deepening, unless subsidies are reduced
and energy supply  recovers. The status quo has
finally revealed itself as unsustainable.
• Natural gas is the main driver of the dynamics and
will continue being so in the near future.
• The  seizure  of  YPF  will  not  solve  the  problem
unless it helps at delivering a U-turn in production
dynamics. This collides with keeping prices low.













Energy and external performance
• In 2011 alone energy added an effect of -5 billion dollars
to  the  trade balance. 4 out of 5 came –in almost equal
parts- from natural gas and diesel.

• From  9.6  billions  of  energy  imports  (2011)  diesel
accounts  for  almost  4  billion  and  natural  gas  for  3.2
billion.

• However, about half of  the  imported diesel  is made by
the  wholesale  electricity  market  operator  and  is
explained  by  the  “structural”  shortage  of  natural  gas.
Thus,  NG  explains  about  60%  of  the  effect  on  trade
accounts.

• ¿What can be expected in 2012?
– ¿Could we see another 5 billion jump? NO.
– An increase between 1.5 and 2.5 billions looks more likely.



7  countries  12%
of sample

26  countries, 45%

27 countries,
43.3%



The drop in production is a systemic, incentive-
driven, phenomenon

Barril and Navajas (2011) “What Drove Down Natural Gas Production in Argentina?” http://mpra.ub.uni-
muenchen.de/35726/



Energy and fiscal performance
• In  2011  direct  energy  subsidies  account  for  50%  of
total  subsidies,  i.e.  close  to  40  billion  ARS  (2.3%  of
GDP).

• Electricity explains 23 billion and NG 13 billion.
• In  December,  the  government  announced  a  new
policy of targeting reduction in subsidies to some firms
and households.

• This new policy is now being frozen on the basis that
it will hurt activity.

• But  the  status  quo  is  inconsistent  with  the  prices
required for new energy and with fiscal sustainability.

• A  return  to  a  program  of  dismantling  subsidies  is
unavoidable.





Fiscal burden is endogenous to NG
production fall

NG imports (and diesel too !) have NG production fall as a main
“driver” .

Imported quantities = Demand –  Production    (1)
 Import cost in ARS = border  (world) price *exchange
rate*imported quantities(m3)     (2)

Import costs are “covered” with fees on total demand
(consumption). Revenues = avg. fees * Demand    (3)

“Zero Deficit ” →  Revenues = Import costs     (4)
“Avg. break-even  fees (zero deficit )”=
world  price *exchange rate* (import quant. / total demand )    (5)

• Drivers:  a) world prices ; b) exchange rate; c)  Demand; d)
Domestic Production
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Short-term challenges



Medium-term concerns



Medium-term concerns



Medium-term concerns



Medium-term concerns





Federal Borrowing Needs are relatively low

• Net Federal Public Debt is only 24% of GDP (about US$ 113 billion)
• Provinces’ debt with IFI’s and private investors  is only 3% of GDP

• Inflationary tax and Seignorage cover about 80% of the borrowing
needs

• If growth is lower than 3.3% interest payments are reduced in US$ 4
billion in 2013



Has the nationalization of YPF a significant fiscal impact?


