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Head	  winds	  from	  Brazil	  and	  low	  commodity	  prices	  
(with	  impact	  on	  trade	  and	  manufacturing	  produc9on)	  
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SOYBEAN,	  CORN,	  WHEAT	  and	  Oil	  Prices	  (current	  USD)	  
(2004:100)	  
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Exports,	  Imports	  and	  Trade	  Balance	  
Billion	  of	  USD	  

EXPORTS	  

IMPORTS	  

Trade	  Balance	  

-‐28	  BUSD	  (Exports	  Goods)	  

Exports	  (value)	  down	  28	  BUSD	  in	  4	  years	  
(33%	  in	  value,	  21%	  in	  volume)	  



Infla9on:	  in	  spite	  of	  strong	  repression	  (tariffs,	  regulated	  prices	  and	  ER)	  	  
monthly	  infla9on	  	  crawling	  above	  2%	  (=decelera'on	  is	  over)	  
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Infla9on	  in	  tradable	  goods	  and	  ER	  devalua9on	  
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Real	  Wages,	  Wage	  Bill	  and	  Pensions	  
Wage	  Bill:	  joint	  change	  in	  employment	  and	  real	  wages	  

Wage	  Bill	  

Real	  wages	  
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Expected	  recovery	  in	  real	  incomes	  in	  Q2	  &	  Q3	  	  
(lagged	  dynamic	  of	  wages	  and	  pensions)	  –	  But	  Q4	  looks	  different	  (infla'on	  up)	  



Consumer	  confidence	  is	  rebounding	  
(just	  for	  small	  appliances	  –	  strong	  credit	  subsidy	  and	  change	  in	  real	  incomes)	  



Manufacturing:	  close	  to	  a	  turning	  point	  (for	  how	  long?)	  
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Deepening	  recession	  in	  real	  estate:	  transac9ons	  down	  55%	  	  
(since	  generaliza9on	  of	  repression	  in	  real	  estate	  and	  financial	  markets)	  
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City	  of	  BA	  -‐	  Real	  estate	  transac`ons	  (lef)	  and	  	  
average	  transac`on	  in	  constant	  pesos	  (right)	  

Seasonally	  adjusted	  (Cyclical	  Trend)	  
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Overstaffing:	  Employment	  growth	  (totally)	  driven	  by	  the	  public	  sector	  

Changes	  in	  private	  and	  public	  employment	  

Year	  

Private	  employment	   Public	  Employment	  

level	  (eop)	   Yoy	  %	  change	  
(average)	   level	  (eop)	   Yoy	  %	  change	  

(average)	  

1990	  	   100.0	   	  	   100.0	   	  	  

2000	  	   124.5	   2.2%	   94.3	   -‐0.6%	  

2010	  	   147.7	   1.7%	   127.6	   3.1%	  

2015	  	   147.6	   0.0%	   156.7	   4.2%	  



The	  dual	  of	  ER	  apprecia9on:	  Unit	  Labor	  Costs	  follow	  an	  explosive	  path	  
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Macro	  outlook:	  short	  term	  

Variable	   Unit	   2004-‐07	   2008-‐11	   2012-‐15	   2015	  
K1	   K2	   K3	  

GDP	  growth	   average,	  Yoy	  %	  ch	   8.83	   4.04	   -‐0.10	   -‐1.3	  
Investment/GDP	   average	   20.4	   22.5	   20.4	   18.8	  
Exports	  (Goods,	  USD)	  Yoy	  %	  change	   average,	  Yoy	  %	  ch	   17.0	   12.5	   -‐9.1	   -‐22.0	  
Imports	  (Goods,	  USD)	  YoY%	  change	   average,	  Yoy	  %	  ch	   35.0	   18.2	   -‐7.0	   -‐18.0	  
InflaQon	   average	   10.5	   20.6	   29.0	   30	  
Real	  ER	  (2001:1.0)	   average	   2.06	   1.54	   1.21	   1.08	  
Wages	  (Private	  Formal)	  in	  USD	   average	   470	   876	   1406	   1494	  

Wages	  (Private	  Formal)	  Blue	  USD	   average	   470	   862	   965	   999	  
Reserves	  (gross)	   average	   27725	   48625	   34490	   20400	  
Current	  account	   average	   2.4	   0.9	   -‐1.0	   -‐2.0	  
Fiscal	  balance	  (%	  of	  GDP)	   average	   1.3	   -‐1.4	   -‐4.9	   -‐7.0	  
Loans	  Private	  Sector/GDP	   eop	   8.3%	   10.3%	   12.9%	   12.8%	  
SOURCE:	  FIEL	   	  	   	  	   	  	   	  	   	  	  
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Introducing	  Frankenstein	  
•  A\er	  the	  largest	  	  induced	  drop	  (in	  recorded	  history)	  of	  prices	  of	  

natural	  gas	  and	  electricity,	  subsidies	  soared	  	  with	  large	  fiscal	  and	  
external	  impacts	  
–  The	  “nuts”	  argument	  was	  that	  this	  would	  spur	  growth.	  It	  did	  exactly	  the	  
opposite.	  

•  Supplying	  both	  sectors	  “costed	  ”	  in	  2014	  about	  10	  billion	  dollars	  
each,	  with	  demand	  “paying”	  only	  4	  billion	  in	  natural	  gas	  and	  2	  
billion	  in	  electricity.	  This	  added	  up	  to	  more	  than	  3%	  of	  GDP.	  
–  About	  50%	  of	  this	  goes	  to	  households	  and	  70%	  of	  this	  (i.e.	  35%)	  goes	  to	  
non-‐poor	  families.	  

•  But	  costs	  of	  supply	  are	  expressed	  in	  dollars	  ,	  while	  demand	  prices	  
are	  in	  pesos.	  A	  30%	  real	  devaluaQon	  adds	  about	  5	  billion	  dollars	  to	  
the	  previous	  figure.	  
–  Lower	  import	  prices	  (net	  of	  higher	  domesQc	  prices	  to	  producers)	  in	  
2015	  help	  a	  bit	  but	  do	  not	  change	  this	  landscape.	  	  

•  Purposed	  legacy:	  Removing	  subsidies	  will	  be	  costly	  in	  terms	  of	  
incidence,	  price	  stability	  	  and	  poliQcal	  costs	  in	  the	  short	  run.	  	  
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ArgenQna:	  Energy	  subsidies	  across	  households	  
2003-‐2014	  	  

Distribution of natural gas subsidies and electricity  
subsidies across households between 2003-2014 

Decile Natural Gas Electricity Total 
1 3.5% 6.7% 5.0% 
2 5.8% 8.1% 6.9% 
3 7.1% 9.6% 8.3% 
4 8.4% 9.4% 8.9% 
5 10.0% 9.8% 9.9% 
6 11.9% 10.5% 11.2% 
7 12.6% 10.7% 11.7% 
8 13.8% 10.8% 12.3% 
9 13.8% 11.4% 12.6% 
10 13.2% 13.0% 13.1% 

	  

Source:	  Hancevic,	  Cont	  and	  Navajas	  (2015)	  

83.6%	   75.6%	  
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Macroeconomics	  of	  subsidy	  reform	  

•  ¿What	  impact	  on	  inflaQon	  of	  eliminaQng	  subsidies?	  	  
–  2	  effects:	  “Impact	  effect”	  vs.	  “Fiscal	  stabilizaQon	  effect”.	  
– Which	  dominates	  in	  the	  short	  run?	  	  

•  A	  price	  equaQon	  where	  inflaQon	  depends	  on	  money	  
(deficit,	  i.e.	  subsidies)	  	  and	  shocks	  in	  the	  exchange	  rate,	  
wages	  and	  energy	  prices.	  
–  SimulaQon	  with	  coefficients	  “imported”	  from	  past	  history	  
(70s,80s)	  

•  Results:	  Even	  without	  exchange	  rate	  or	  wage	  
adjustments,	  a	  sharp	  eliminaQon	  of	  subsidies	  raises	  
inflaQon	  in	  the	  short	  run	  (by	  11%	  yoy)	  and	  reduces	  by	  
the	  end	  of	  2016.	  
–  Thus,	  sharp	  subsidy	  reducQon	  requires	  a	  comprehensive	  
stabilizaQon	  framework.	  

25	  



Impact	  effect	  vs.	  Fiscal	  stabilizaQon	  
effect	  of	  eliminaQng	  energy	  subsidies	  

Infla`on	  

Devalua`on	  

∆	  Energy	  prices	  

	  	  	  ∆	  Wages	  

Déficit	  	  &	  
money	  
emission	  	  	  

Deficit	  &	  money	  
emission	  by	  
subsidies	  
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Dismantling	  Frankenstein	  
•  Context	  suggests	  a	  gradual	  adjustment	  towards	  well	  designed	  

energy	  policy	  
–  Historic	  evidence	  on	  energy	  price	  cycles	  is	  not	  much	  in	  favor	  of	  a	  shock	  
terapy	  

–  Fiscal	  stabilizaQon	  effects	  will	  not	  dominate	  in	  the	  short	  run	  over	  impact	  
effects.	  

–  Incidence	  of	  large	  adjustments	  will	  create	  social	  and	  poliQcal	  problems	  
•  SQll,	  the	  million	  dollar	  quesQon	  remains:	  Is	  there	  a	  reform	  package	  

that	  can	  be	  accepted	  by	  society	  and	  moQvate	  large	  investments?	  
•  The	  answer	  is	  yes.	  The	  design	  and	  details	  will	  emerge	  soon.	  
•  Some	  central	  ingredients:	  

–  Clear	  long	  run	  or	  end-‐point	  condiQons	  that	  restore	  economic	  raQonale,	  
supported	  by	  new	  insQtuQonal	  environment	  inspired	  in	  rule-‐driven	  and	  
market	  driven	  mechanisms	  for	  price	  formaQon.	  

–  Smooth	  but	  steady	  transiQon	  towards	  regional	  (border)	  prices	  of	  
energy.	  

–  MiQgaQon	  mechanisms	  that	  reorganize	  focalized	  subsidies	  at	  a	  much	  
lower	  level.	  

–  Aggressive	  energy	  efficiency	  program	  in	  households	  and	  small	  firms.	  
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The	  challenges	  	  

•  Overvalued	  currency	  

•  High	  Fiscal	  Deficit	  

•  Low	  energy	  prices	  

•  High	  inflaQon	  	  

•  Low	  foreign	  reserves	  
	  

























The	  opportuni`es	  ahead	  

•  Large	  non-‐convenQonal	  gas	  and	  oil	  resources	  

•  Output	  gap	  

•  RelaQvely	  low	  public	  debt	  

•  Genng	  back	  to	  “normal”	  	  



•  Ranking	  out	  of	  
148	  countries.	  

	  	  
•  Looks	  at	  12	  

indicators	  of	  
compe``viness	  

	  
•  Average	  of	  

Brazil,	  Chile,	  
Colombia,	  
Mexico,	  Peru	  &	  
Uruguay	  is	  60	  


