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1.  Overview

Energy subsidies may be, without apology, transitory or permanent components of actual policy in many countries, both developing and developed. In some cases the decision to subsidize energy may come from an objective to cushion economies from external shocks. In others it may be a byproduct of macroeconomic crises that require some muddling through of domestic prices for a while, such as the case of Argentina in 2002 or in many previous episodes (see Navajas, (2006b)). Yet in other cases, energy price interventions may be part of a non-transitory policy that exploits price departures from opportunity costs in order to make transfers to consumers (voters) at the expense of firms. “Shortermism”, political opportunism to extract economic quasi-rents and so to set unsustainable transfers through low prices are ingredients of what we label energy populism. The economic view of this policy is usually skeptical, to say the very least. The economy is only transferring to the future the bill of adjustments and the consequences may not just be returning to higher break-even prices but rather jump at higher opportunity cost if production efficiency and policy credibility are damaged. Second, transfers through (usually uniform) energy prices will have a poor distributional incidence as will imply large transfers to the non-poor. This second fact has made populist policies rather puzzling, in terms of the dissonance between discourse and consequences. 

In this paper we assess the consequences of a movement in energy prices that fits into a populist policy cycle. End-user prices of natural gas and electricity in Argentina went severely down in real terms after a macroeconomic crisis and a devaluation of the peso in 2002, were kept frozen for many years in an inflationary context and then started to be partially or selectively unfrozen since 2008 with the introduction of multi-block (quantity dependant) prices. In section 2 we made more precise the setting of the energy populism and explore some requirements for this to arise as equilibrium. We see energy populism as a policy of subsidies designed to gain secure support from the median voter. Then we move to our main empirical enquiry, developed in section 3 and implemented in section 4, which is to provide a measurement of the transfers and welfare consequences for households in the Buenos Aires Metropolitan Region (AMBA) of the fall and rise of natural gas and electricity prices. Section 5 concludes the paper and comments on further issues that deserve future research.

2. Methodology
A price cycle characterized as a populist policy give rise to income transfers perceived by voters and to welfare impacts on households that need not be identical. In fact, we exploit theses differences by first exploring voting decisions by households on perceived transfers and then move to compute welfare transfers to society depending on prices and opportunity costs. The two main methodological tools of the paper are the development of a simple model to explain how a populist cycle arises and the empirical implementation of measure the welfare consequences of the recent populist cycle in Argentina. In the first case we develop a an equilibrium model where N households (voters) h=1,…N, assess the present value consequences for their utility of a populist cycle of prices characterized by an initial period of pricing below long run opportunity cost (LROC) to a second period of prices return to higher prices. Once interventionism is implemented, we assume that LROC rise as the supply side is damaged by inefficiencies and a higher capital cost. In the second part we adapt a formulation due to Newbery (1995 (see also Navajas, 1999; 2004) and use micro data from the  National Household Expenditure Survey (NHES) to assess the welfare consequences of the pricing of electricity and natural gas in the metropolitan region of Buenos Aires Argentina (40% of the households of the country).

3. Results

The simple model of section 2 states that if the median household (M) perceives a net benefit of the intervention policy on her utility, the incumbent will have room to implement the interventionist policy. This is expressed as a comparison between the discount factor δ (assumed equal for all households) and a critical discount factor δM*, defined by the ratio between transfer gains (when prices are subsidized) and losses (when prices adjust). This critical discount factor in turn depends on a parameter θh reflecting the expected adjustment of prices. A suggested line of future research is to polish the strategic behavior of the incumbent to implement (and of society to vote for) energy populism; in particular exploring the inconsistencies for choosing the populist path given that consequences may end up being quite different from discourse or narrative is an interesting topic. Another extension is the interplay between the adoption of energy populism and the policy-technology for dealing with transfers; in particular the absence of (or lack of incentives in) adopting focalization of subsidies, which will reduce the costs of policy. Exit conditions from heavily subsidized prices poses a problem for society given that at the new energy prices a larger proportion of agents will have serious difficulties in coping with the energy price shock. 

Evaluating subsidies and welfare impacts we found that about 4 million households in the Metropolitan Region of Buenos Aires (about a 40% of population) received in total more than 8 billion dollars in subsidies between 2003 and 2010, or in annual terms about 0.3% of the (average) GDP of that period. The distributive incidence of these transfer gains is very weak, particularly for the case of natural gas, as incomplete access to the network means that 40% of the poorest 50% of households do not have natural gas and buy LPG at opportunity costs. For both natural gas and electricity, the distribution of subsidies is significantly biased towards the non-poor, as the share in the total subsidies of the richest 20% households doubles that of the poorest 20%. 

Welfare impacts for society as a percentage of total welfare are quite significant (between 3.5% and 7% for gas and electricity, with an inequality aversion coefficient of 0.5 for an additive welfare-cum-isoelastic utility specification). As expected, percentage welfare gains for the poorest households are considerable larger compared to the equivalent gains for the well being, due to the large differences in income.  

We do not elaborate on the transition from subsidized prices to a new equilibrium. This move has partially began, albeit slowly and with difficulties due to poor focalization associated with multi-part prices (associated with consumption levels) that implemented large price hikes for a small group of large consumers. We make a simple calculation of transfer losses on the assumption that the gap is closed and every household pays opportunity costs. These are distributed in a similar fashion as transfer gains, given the assumed proportional (to consumption) adjustment for all households. However, the same is true with percentage welfare losses, that is, the poor receives the largest negative impacts. 

From the previous results it is clear that one drawback of following interventionist policies is the transmission of income and welfare instability to society and in particular the poor. What else can we say, based on our measurement on AMBA households subsidies, about the costs of energy populism? The answer depends on auxiliary assumptions, in particular on what can be said on the magnitude and duration of excess costs to be borne as a consequence of a decade of interventionism. While it is clear that the energy-bill for the household sector in Argentina will rise substantially, the proper “excess cost” borne by households is the “premium” that Argentina had before embarking into energy populism, such as enjoying a competitive up-stream natural gas sector that could sustain supply with prices below border prices. For example, assuming that this gap is only 20% of the computed jump from current prices to opportunity cost values, and a discount rate of 5%, the present value of the excess cost borne by households in the AMBA can be estimated in about 6 billion dollars or more than 1.3% of current GDP.
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