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IEEFA Argentina: Government cannot afford subsidies for
Vaca Muerta oil and gas producers

Failure to achieve energy plan likely

The Argentine government’s plan to develop the massive Vaca Muerta oil and gas reserves in northern Patagonia has hit a major obstacle. The success of the plan requires
the Argentine government to subsidize most of the development costs initially. But the Argentine government is in fiscal distress and has recently made it known that it
plans to cut subsidies (http://www.kallanishenergy.com/2019/02/06/argentina-changes-unconventional-gas-subsidy-program/). As a result, the oil and gas companies whose involvement the
plan depends on are reconsidering.

The Macri government’s ambitious energy plan calls for doubling production of both oil and gas in five years, primarily through fracking at Vaca Muerta. To this end, the
government is actively seeking foreign investment and partnerships. Since 2013, its majority state-owned oil and gas company, Yacimientos Petroliferos Fiscales
Sociedad Anonima (YPF), has formed joint ventures with a global cast of oil and gas stakeholders that includes Chevron, BP, Exxon, Tecpetrol, Shell, Wintersall, Vista Oil
and Gas, Schlumberger and Equinor, as well as Argentine-based companies like Pampa Energia.

YPF, Pampa Energia and Tecpetrol have all stated that the change in the rules of the subsidy program will require them to reevaluate their investments in Vaca Muerta.
Some are making formal complaints (https://www.rionegro.com.ar/energia/plan-gas-techint-le-reclama-a-nacion-2-mil-millones-de-pesos-IF6351903) against the national government for
changing the subsidy rules.

Recently, labor unions and local government officials held a rally in Anelo to protest the
proposed change. Part of the government’s promise in promoting Vaca Muerta has been
to increase jobs. As many workers now face layoffs, this promise is in question.

Need to rethink energy plan

THE ARGENTINE ENERGY PLAN IS ALREADY MISSING ITS
increase by 14% in both 2018 and 2019, and to double over the next five to six years, as shown in the charts below. Most of tile gro&fl is expected to come from increases
in unconventional oil and gas production, the area shaded in green in each chart.

The subsidy cutbacks come on the heels of 2018, a year when production of both oil and gas was targeted to rise by 14%. During 2018, production levels were well below
those goals. With the expected economic slowdown in 2019 and the announcement of the subsidy cutbacks, Argentine production is again unlikely to achieve its 2019
goals.

(http://ieefa.org/ieefa-argentina-government-cannot-afford-subsidies-for-vaca-muerta-oil-and-gas-producers/oil-production/) (http://ieefa.org/ieefa-argentina-government-cannot-afford-subsidies-for-vaca-
muerta-oil-and-gas-producers/natural-gas-production/)

Argentinian leaders have pledged to reduce fossil fuel subsidies as part of the recent cash infusion by the International Monetary Fund (IMF), which has agreed to lend
the country $57 billion, the largest loan in its history.
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THE CHANGE IN SUBSIDIES UNDERMINES MARKET STABILITY AND INCREASES THE RISK FOR %M%Ek%yJMERESTS
IN VACA MUERTA. And the subsidy cuts weaken the investment case among international oil and gas investors, who are already facing substantial losses globally.
The oil and gas industry had the worst performance of any sector in the Standard and Poor’s 500 last year, following a decade of lagging stock market performance.

New investments in oil and gas are likely to be near existing fields, with access to rail and ports, refinery capacity, safe waste disposal infrastructure, supplies and services.
Vaca Muerta offers none of these much-needed resources and infrastructure. Add in fiscal instability and political disruptions, and oil and gas interests are likely to look
elsewhere.

As one official from Shell said of the Vaca Muerta investment: “It will take many other ingredients than the rock to make it a global super basin.”

YPFs weakness is another challenge. The company has struggled financially. Last year, YPF lost more than half its stock value. Since the beginning of the year, the stock
had recovered slightly, but lost 4% of value in the last week.

Although Argentina is currently subsidizing the majority of the costs of development for its joint venture partners, the long-term plan

Argentine government. The pace of Argentina’s Energy Plan requires a substantial near-term outlay from the government, an outlay it cannot afford.
The failure now — six years after YPF signed its first joint venture to develop Vaca Muerta — should cause the country’s leaders to rethink an energy plan that depends so
heavily on fracking in Vaca Muerta. The country is unable to meet stated production goals. It has weakened its majority state-owned lead partner. And it faces rising

disaffection from international oil and gas interests.

Tom Sanzillo (tsanzillo@ieefa.org._(http://www.smashing-winery.com/mailto:tsanzillo@ieefa.org)) is IEEFA’s director of finance.

Kathy Hipple (khipple@ieefa.org. (http://www.smashing-winery.com/mailto:khipple@ieefa.org)) is a financial analyst at IEEFA.

Spanish translation: IEEFA Argentina: El Gobierno no puede sufragar los subsidios a productores de petrdleo y gas de Vaca Muerta (http://ieefa.org/ieefa-argentina-el-

RELATED ITEMS:

IEEFA Argentina: Setbacks in plan to use Vaca Muerta oil and gas reserves to kickstart economy, (http://ieefa.org/ieefa-argentina-setbacks-in-plan-to-use-vaca-muerta-oil-and-gas-
reserves-to-kickstart-economy/)

IEEFA: Red Flags on U.S. Fracking Disappointing Financial Performance Continues (http://ieefa.org/wp-content/uploads/2018/10/Red-Flags-on-U.S.-Fracking_October-2018.pdf)

IEEFA: More Red Flags on Fracking: Weak Third-Quarter Results as Cash Losses Persist Even With Production and Price Increases (http://ieefa.org/wp-
content/uploads/2018/12/More-Red-Flags-on-Fracking_December-2018.pdf)

SUBSCRIBE
Sign Up for the IEEFA Daily Dispatch (or the Weekly)

Email Address

Recent Commentary

IEEFA and environmental groups warn CalPERS/CalSTRS about climate risk

IEEFA report: Advances in electricity storage suggest rapid disruption of U.S. electricity sector

News

S&P: New U.S. coal plant retirements likely to hit 28GW through 2023

26 June, 2019

Coal trader tells industry low prices are here to stay for a while

26 June, 2019

00863

ieefa.org/ieefa-argentina-government-cannot-afford-subsidies-for-vaca-muerta-oil-and-gas-producers/ 2/3


http://www.energia.gob.ar/contenidos/archivos/Reorganizacion/planeamiento/argentina-energy-plan_.pdf
mailto:tsanzillo@ieefa.org
mailto:khipple@ieefa.org
http://ieefa.org/ieefa-argentina-el-gobierno-no-puede-sufragar-los-subsidios-a-productores-de-petroleo-y-gas-de-vaca-muerta/
http://ieefa.org/ieefa-argentina-setbacks-in-plan-to-use-vaca-muerta-oil-and-gas-reserves-to-kickstart-economy/
http://ieefa.org/wp-content/uploads/2018/10/Red-Flags-on-U.S.-Fracking_October-2018.pdf
http://ieefa.org/wp-content/uploads/2018/12/More-Red-Flags-on-Fracking_December-2018.pdf
http://ieefa.org/category/geography-2/argentina/
http://ieefa.org/category/subject/commentary/
http://ieefa.org/category/subject/energy-investment-trends/
http://ieefa.org/category/subject/energy-policy/
http://ieefa.org/category/subject/natural-gas/
http://ieefa.org/category/subject/newsletter-daily/
http://ieefa.org/category/subject/subsidies/
http://ieefa.org/category/subject/transition/
http://ieefa.org/ieefa-update-kenya-and-bangladesh-can-turn-to-renewables-as-coal-plans-stall/
http://ieefa.org/ieefa-u-s-renewables-will-likely-outpace-coal-for-the-entire-second-quarter-of-2019/
http://ieefa.org/ieefa-update-bangladeshs-coal-expansion-plans-stir-criticism/
http://ieefa.org/ieefa-and-environmental-groups-warn-calpers-calstrs-about-climate-risk/
http://ieefa.org/ieefa-report-advances-in-electricity-storage-suggest-rapid-disruption-of-u-s-electricity-sector/
http://ieefa.org/sp-new-u-s-coal-plant-retirements-likely-to-hit-28gw-through-2023/
http://ieefa.org/coal-trader-tells-industry-low-prices-are-here-to-stay-for-a-while/

6/27/2019 IEEFA Argentina: Government cannot afford subsidies for Vaca Muerta oil and gas producers - Institute for Energy Economics & Financia...

Kenyan environmental tribunal cancels license for contested Lamu coal DOW&%M?&ONFIDENTIAL

26 June, 2019

Nevada utility announces another round of massive solar-plus-storage projects

26 June, 2019

African Development Bank launches $500 million fund for small-scale renewables

26 June, 2019

Industry officials admit financing issues slowing coal development in Asia

25 June, 2019

25 June, 2019

New Jersey utility to take $415 million hit to exit coal generating business

25 June, 2019

Mining firm BHP says its Australian, Chilean power tenders could be a ‘game changer’

25 June, 2019

Britain’s leading asset manager to divest ExxonMobil, Korea Electric from some of its funds

25 June, 2019

More News

Institute for Energy Economics and Financial Analysis

3430 Rocky River Drive
Cleveland OH 44111
216-688-3433
staff@ieefa.org

Connect With Us

Home

Site Map

About

Commentary

News

Research Topics

Contact

© 2019 Institute for Energy Economics & Financial Analysis.

00864

ieefa.org/ieefa-argentina-government-cannot-afford-subsidies-for-vaca-muerta-oil-and-gas-producers/ 3/3


http://ieefa.org/kenyan-environmental-tribunal-cancels-license-for-contested-lamu-coal-power-plant/
http://ieefa.org/nevada-utility-announces-another-round-of-massive-solar-plus-storage-projects/
http://ieefa.org/african-development-bank-launches-500-million-fund-for-small-scale-renewables/
http://ieefa.org/industry-officials-admit-financing-issues-slowing-coal-development-in-asia/
http://ieefa.org/illinois-deal-with-vistra-will-close-2gw-of-coal-capacity-in-the-state-by-years-end/
http://ieefa.org/new-jersey-utility-to-take-415-million-hit-to-exit-coal-generating-business/
http://ieefa.org/mining-firm-bhp-says-its-australian-chilean-power-tenders-could-be-a-game-changer/
http://ieefa.org/britains-leading-asset-manager-to-divest-exxonmobil-korea-electric-from-some-of-its-funds/
https://www.facebook.com/IEEFAinstitute
https://twitter.com/ieefa_institute
https://www.linkedin.com/company/10217784/
https://www.youtube.com/channel/UC4WqsrBHw2eRoz1cMcZDMUA
http://ieefa.org/
http://ieefa.org/site-map/
http://ieefa.org/about/
http://ieefa.org/category/subject/commentary/
http://ieefa.org/category/subject/news/
http://ieefa.org/research-topics/
http://ieefa.org/contact/
http://ieefa.org/category/subject/news/



