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BACKGROUND 
Argentina, one of Latin America's economic success stories in the 1990s, is now in a deep crisis. The country's economic situation deteriorated sharply during 2001. The extended economic recession, lack of competitiveness in export markets resulting from the currency's peg to the dollar, and wide-scale tax evasion have led to a sharp drop in tax revenues associated with significant international debts.

In February 2002 the government began renegotiations of all concession contracts, in a process with no clear solution.  Argentina then changed the elected government and made an important devaluation, breaking all concession contracts in transmission and distribution, while transforming all the existing contracts from dollars to pesos, thus affecting wholesale electricity markets and gas contracts.
Argentina was one of the first Latin American countries to privatize state-owned companies and follow IMF-backed austerity measures. Most public utilities are now in the hands of the private sector, including telecommunications, airlines, power generation and distribution, natural gas transportation and distribution, water systems, and railways. The country has committed itself to further spending cuts, in accordance with regulations connected to the new IMF funding. 

OIL 
Argentina, with around 3.1 billion barrels of proven oil reserves, is a significant player in Latin American oil markets. It was the 4thlargest oil producer in Latin America in 2000, behind Venezuela, Mexico, and Brazil. The country was the region's 3rdlargest oil consumer, after Mexico and Brazil, and also the 3rdlargest exporter, behind Venezuela and Mexico. Exports go primarily to Chile, Brazil, Uruguay and Paraguay, with small amounts also bound for the U.S. Gulf coast. 

Sector Organization
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Argentina's oil sector is completely privatized. Repsol-YPF, Argentina's largest oil company, was formed in 1999 when Spanish oil company Repsol bought Argentina's formerly state-held YPF. Although exploration and production activity in Argentina are completely open to the private sector, Repsol-YPF retains a position of dominance. Pressure to reduce its presence has resulted in several asset swaps with other major Latin American oil companies, including Brazil's Petrobras, Chile's ENAP, and Argentina's (historically privately owned) Pérez Companc. After Repsol-YPF, Pérez-Companc and Petrolera San Jorge are Argentina's largest oil producers. 

NATURAL GAS
Argentina has the 3rd largest proven reserves of natural gas in Latin America (after Venezuela and Mexico), at over 26 trillion cubic feet (Tcf), and probable reserves are much higher. Argentina overtook Venezuela to become the region's second-largest gas producer in 1999 (Mexico is the largest producer). The largest producing basins are Neuquén, Austral, and Noroeste, with the Neuquén basin alone accounting for about 60% of Argentine gas production. Production in the Austral basin is constrained by the capacity of its pipeline to Buenos Aires. Supply of Argentine gas currently exceeds combined domestic and export demand, although demand is expected to increase rapidly in the coming decade. 

Industry Organization
Argentina's natural gas industry -- production, transportation, distribution, and marketing -- is in the hands of the private sector and is operated within a competitive market structure. There are no restrictions on imports or exports. In the early 1990s, then-state monopoly Gas del Estado was split into two pipeline companies, Transportadora de Gas del Sur (TGS), and Transportadora de Gas del Norte (TGN), along with eight distributors operating within a regulated monopoly. The company was then privatized in accordance with the 1992 Gas Law, which restricted cross-ownership in production, transmission, and distribution activities. The law also created a regulatory body, ENARGAS, for the downstream sector. ENARGAS sets rates for natural gas transmission and distribution carriers operating under a non-discriminatory "open access" system. Although the downstream sector of the natural gas industry is now highly competitive, Repsol-YPF retains a dominant position in the upstream sector. 

TGS is South America's largest pipeline company. The company delivers 2/3 of the nation's total gas consumption (to southern Argentina and greater Buenos Aires) and was 70%-owned by U.S.-based Enron and Pérez Companc. Transmission activities are carried out by TGS and TGN, which cannot sell gas, but must guarantee free access to their pipelines. Large users can purchase gas from transmission and distribution companies or negotiate prices directly with producers. Metrogas is the country's largest distributor. 

Pipelines
Chile is the largest export customer for Argentine gas, with significant exports starting in 1997. The Neuquén basin is the source for all four Argentina-Chile pipelines. The GasAndes pipeline in central Chile is majority owned and operated by TotalFinaElf and has been in operation since 1997. There are plans to extend this pipeline to the city of Rancagua, to be completed by the summer of 2002. The Gasoducto del Pacifico opened in November 1999, transporting 140 million cubic feet per day (Mmcf/d) over 330 miles (530 kilometers) to the Bio region in southern Chile. Gasoducto del Pacifico is owned by a consortium of TotalFinaElf (operator), El Paso International, Chile's Gasco, ENAP, and Repsol-YPF. The pipeline services various industrial consumers. Presently, there is not enough demand to satisfy the pipeline capacity. The consortium reportedly is searching for new clients for the pipeline's gas. 

The other two Argentine-Chilean pipelines run parallel to each other and supply a market that does not fully utilize the pipelines' capacities. The GasAtacama pipeline, with a 300-Mmcf/d capacity, came onstream in July 1999 and is co-owned by U.S.-based CMS and Endesa. GasAtacama's main customer is the Nopel power plant of the same owners. The NorAndino pipeline has a capacity of just over 280 Mmcf/d and came onstream in November 1999. It is owned by Belgium's Tractabel and U.S.-based Southern Company. It supplies two power plants. 

One Argentina-Brazil pipeline came onstream in early July 2000. The 273-mile, $250-million, 88-Mcf/d pipeline connects Paraná, Argentina, to Uruguaiana, Brazil, and provides gas to a $350-million, 500-megawatt (MW) AES power plant in Uruguaiana. Plans to extend the pipeline to Porto Alegre, Brazil, are underway and are slated to be complete in 2002. 

Additional Argentina-Brazil pipelines are in various stages of the planning process, although recent natural gas discoveries in Bolivia and potential Brazilian discoveries could prevent development of the pipeline projects. These potential Argentina-Brazil pipelines include the Cruz del Sur, Trans-Iguacu, and Mercosur pipelines. The Cruz del Sur would extend to Brazil an Argentine-Uruguayan pipeline that currently is under construction (construction began in March 2001, with the first deliveries slated for early 2002). The Trans-Iguacu pipeline would cross from northern Argentina's Noroeste basin into southern Brazil. The Mercosur pipeline would tap northwestern Argentina's Neuquén basin to Curitiba, Brazil, and could extend to Sao Paulo. 

There is one gas import pipeline into Argentina. Bolivia sold gas to Argentina through the Yacimientos-Bolivian Gulf (Yabog) pipeline until 1999, when the contract under which the gas had been sold expired. It remains unclear if or how the pipeline's spare capacity might be used. 

COAL
Argentina has very limited coal resources, and coal is not a major component of the country's fuel mix. With only 143 million short tons of coal reserves, the country produced 0.37 million short tons and consumed 1.7 million short tons in 1999. There is a small coalfield at Río Turbio in southern Patagonia. Imports come from Australia, the United States, and South Africa. 

ELECTRICITY 
Argentina has the third-largest power market in Latin America, behind Brazil and Mexico.  Argentina relies mostly on hydropower and natural gas to fuel its electricity sector. In 1999, the country had 23.3 gigawatts (GW) of installed generation capacity, of which about 55% was fossil fuel-based (primarily natural gas), 40% hydroelectric, and about 4% nuclear. Electric generation in 1999, which totaled 77.1 billion kilowatt-hours (bkwh), was 60% thermal, 31% hydropower, and 9% nuclear. 

Industry Organization
Argentina has one of the most competitive deregulated power sectors in South America. Since 1991, the government has pursued an aggressive privatization program in tandem with the creation of an open electricity market. These market changes, along with the economic growth in the country, have attracted foreign investors and project partners. Today, power generation capacity generally satisfies domestic demand, but there remain some remote areas that have yet to be connected to the national grid. 

The Argentine electricity sector consists of a variety of distinct generation, transmission, distribution, commercialization and central load dispatch entities.  Cross-ownership in these activities is strictly limited, with the transmission entities being forbidden from owning any part of a generating or distribution enterprises.  Additionally, cross-ownership of distribution and generating assets is limited to 10% of the entire market.  Most of these companies are in private hands, with only a minor participation of the federal government in the generation sector.  The majority of provincial utilities undertook only distribution activities and the remaining vertically integrated utilities have unbundled their distribution and generation activities.

Generation is carried out by independent companies, including some state-owned companies. Generators earn income from the sale of electricity and from providing reserve capacity to the system. The transmission function is carried out by six primary distribution companies and one high-tension transmission company, Compañía Nacional de Transporte Energética en Alta Tensión (Transener). In July 2000, the government sold its 25% stake in Transener fully privatizing the company. Electricity experts have warned that without any new investment in the transmission sector however, Argentina could face serious energy supply problems in the next few years. 

Smaller distribution companies that share part of Transener’s distribution lines operate under a separate organization—the Technical Additional Service of the Transportation Function (PFTT), which reports to CAMMESA. CAMMESA establishes expansions and modifications of the distribution networks, ensuring maximum stability and security within the system. Transmission companies operate as a regulated monopoly with regulated prices, and are not allowed to sell power. Distribution companies also operate as regulated monopolies within concession areas that are awarded on a competitive basis for 95 years. ENRE regulates tariffs, which include grid connection and usage charges. While most distribution companies have been privatized, some remain in the hands of the provincial governments. 

Regional Interconnections
Argentina has electricity interconnections with Chile, Brazil, and Uruguay. The InterAndes Transmission Line links an Argentine power station to Chile's northern electric grid. A connection to Brazil has been used more heavily since the onset of Brazil's electricity shortage in 2001, with increased Argentine exports expected. A new transmission line linking the two countries is planned for summer 2002 by TotalFinaElf. The new line will transmit power from the Yacyreta dam. 

Yacyreta
The Argentine and Paraguayan Yacyreta hydroelectric project originally was intended to have an installed capacity of 4,050 MW, but was later scaled down to 2,700 MW. The project is significantly over-budget and years behind schedule. Disagreements between Paraguay and Argentina, as well as financing difficulties and management irregularities, have led to repeated delays. A debt-financing controversy between the dam's administrator and builder was solved by international arbitration in September 2001. 

Yacyreta generates a fraction of its intended capacity. Raising the water level in the dam from its current 251 feet above sea level to the intended 274 feet above sea level would increase output and profitability, but lack of funds has prevented the necessary construction. In August 2001, the Argentine and Paraguayan governments came to an agreement to raise the water level within 90 days. 

Paraguay and Argentina are planning to build jointly another hydroelectric dam on the Paraná, the 3,000-MW Corpus Critsi dam. The dam would be built about 124 miles upriver of the Yacyreta. The dam is to be constructed after international public bidding on the project. There has been considerable opposition to the project among the local community and among environmentalists. 

Nuclear Power
Argentina has the most advanced nuclear energy program in Latin America. The 350-MW Atucha I and 650-MW Embalse facilities are fully operational. For the last decade, Argentina has been in the process of building an Atucha II plant. The project is 80% completed, but would require an estimated $800 million to finish the job. Construction currently has been halted. The government had intended to privatize all three plants as one unit. As of July 2000, privatization had been put on hold indefinitely.



REGULATORY FRAMEWORK

The federal government has restricted its participation in the electricity market to regulatory, oversight, and policy-making activities.  These activities have been assigned to different agencies, which share a close working relationship and sometimes even overlap in their responsibilities.  The federal government has limited its holdings in the commercial sector to the operation of the international hydropower project and to the nuclear plant.
· Secretariat de Energia (SE) /Under-Secretariat of Electricity formulates national energy policy and defines dispatch criteria for the wholesale power market (Mercado Electrico Mayorista- MEM).  The SE is also in charge of overseeing the electricity sector and proposing any changes to improve the market’s operation.
· National Regulatory Entity for Electricity (ENRE) defines the technical, safety, and operating standards, and determines the basis for and approves tariffs for the sector’s transmission and distribution enterprises.  It supervises the compliance of regulated transmission and distribution entities with established laws, regulations, and operating criteria, including quality of service and environmental standards, and guards against monopolistic behavior in the market.  It also undertakes dispute resolution among stakeholders and protects consumer interests. 
· Wholesale Power Market Administrative Company/Compañía Administradora del Mercado Mayorista Electrico S.A. (CAMMESSA) is a corporation in charge of the administration and coordinated operation of the MEM according to established guidelines.  Its members are the national government and four associations representing the generators, the transmissions companies, the distributors and the marketers.
Many of the provincial governments are engaging in electricity/energy sector privatization and have recently established or are in the process of establishing quasi-independent (politically and financially) regulatory bodies.  Previously, the utilities themselves had played a major role in making energy sector policies and setting tariffs for the provinces.

Due to the characteristics of the power market in Argentina, entrance of new plants is based primarily on the market rules. While he SE has assumed a minor role in sector planning, there is no specific central planning or indicative planning entity.  Thus, new investment is left entirely up to the private sector.  ERE approves expansion plans for the distribution concessions created from SEGBA and sets physical criteria and reviews proposals for new transmission lines.  New generation projects do not require concessions, but must register with the SE.
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