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Types of Fuel Pricing Mechanisms

* Pricing mechanisms can be defined as: De Facto Pricing Mechanisms for Fuels in LAC
(2008-2014)

Discretionary: Prices are set at government’s discretion

e Can deviate in practice from official fuel
pricing policy
* Canvary by fuel type within countries

M Import (Export) Price Parity M Price Stabilization ™ Discretionary



Trends in Fuel Pricing Mechanisms

* Correlation between Discretionary pricing mechanisms and divergence from international prices
e Countries with Discretionary mechanisms have higher subsidy rates

* Countries with Import (Export) Price Parity mechanisms have lower subsidy rates and, if present, subsidies
are explicit

» Existence of subsidies in countries with Price Stabilization mechanisms varies. If present, subsidies are also
lower



Trends in Pricing Mechanisms by Fuel Type

Fuel Subsidies in LAC
Tools generally used by countriesto (2008-2013)

subsidize or stabilize prices of %
particular fuels:
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Dispersion of consumption patterns

Household expenditure share by Income quintile
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Based on household surveys. 20 countries in the case of domestic gas, and 17 countries for transport fuels.
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Concentration on higher income groups

Share of the regional fuel expenditure
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Based on household surveys. 20 countries in the case of domestic gas, and 17 countries in the case of transport fuels for private transportation.
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Simulating a 5%
increase in
domestic gas prices

: Discretionary
: Price stabilization
. IPP
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Simulating a 5% increase ...
in gasoline
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Conclusions:

* Discretionary price mechanisms are common in oil and gas abundant
countries.

* Market disconnected pricing policies benefit the high income groups.
Pricing mechanisms are highly regressive.

* For domestic gas, high income groups get most of the subsidies. There
are significant challenges for adequately targeting beneficiaries.

* Due to the distributional characteristics of transport fuels, pricing
mechanisms are highly regressive.

* Eliminating subsidies on transport fuels would have greater impact on
the high income groups (household sector).
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WTI Real & Nominal

150
140

Qil price

130

fluctuations
(2011-2016)

120

110

100

90

80

70

60

50

40

30

20

10

| 91-das
- 9T-Inr
| 9T-AeN
| 9T-JeN
| 9T-uer
| GT-AON
| ST-das
| STAINS
| ST-Aen
| ST-JeiN
| GT-uer
| ¥T-MON
- p1-das
sl
| vI-Aein
| pT-1eN
| pT-uer
| €T-MON
| €1-dss
| €T-Inr
| €T-AeN
| €T-1eN
| €T-uer
| CI-AON
RAREDS
o cTenr
| ¢T-AeN
| CT-leN
| T-ver
| TT-MON
| T1-das
Rl
| TT-AeN

| TT-JeN

| TT-uer

em=wmNominal es=wReal

Source: EIA Short-Term Outlook, April 2016



