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Argentina: Extended Arrangement 

Attached hereto is a letter* with an annexed Memorandum of 
Economic Policy ("the Memorandum") dated March 4, 1992, from the Minister of 
Economy and Public Works and Services and the President of the Central Bank 
of the Argentine Republic, requesting an extended arrangement and setting 
forth: 

(a) the objectives and policies that the authorities of Argentina 
intend to pursue for the period of this extended arrangement; 

(b) the policies and measures that the authorities of Argentina intend 
to pursue for the first year of this extended arrangement; and 

(c) understandings of Argentina with the Fund regarding reviews that 
will be made of progress in realizing the objectives of the program and of 
the policies and measures that the authorities of Argentina will pursue for 
the second and third years of this extended arrangement. 

To support these objectives and policies the International Monetary 
Fund grants this extended arrangement in accordance with the following 
provisions: 

1. For a period of three years from March 31, 1992, Argentina will 
have the right to make purchases from the Fund in an amount equivalent to 
SOR 2, 149 .25 million, subject to paragraphs 2, 3, 4 , 5, and 6 below, without 
further review by the Fund. 

2. (a) Purchases under this arrangement shall not, without the 
consent of the Fund, exceed the equivalent of SOR 166.25 million until 
June 1, 1992, the equivalent of SOR 341.025 million until September 1 , 1992, 
the equivalent of SOR 535.8 million until December 1, 1 992, the equivalent 
of SOR 730.75 million until March 1 , 1993, and the equivalent of SOR 925. 35 
million until June 1, 199 3. 

(b) Until June 1, 1994 purchases under this extended arrangement 
shall not, without the consent of the Fund, exceed the equivalent of 
SOR 1, 593.15 million. 

(c) The right of Argentina to make purchases during the second 
and third years shall be subject to such phasing as shall be determined. 

(d) The amount that would be available in accordance with 
paragraphs 1 and 2(a),(b), and (c) above, before June 1 , 199 2 shall be 
reduced by an amount equivalent to 90.977 percent, and each of the amounts 
that would be available after June 1, 19 92 during the remaining period of 
this arrangement shall be reduced by an amount equivalent to 25 percent. 
The amount equivalent to corresponding reductions in the purchases made by 

* See EBS/92/40 (3/4/92). 
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Argentina under this extended arrangement shall be made available subject to 
the following conditions: 

(i) Argentina represents that it has a need to make a 
purchase because of use of its reserves or impending 
payments for the discharge of liabilities under debt 
reduction transactions; 

(ii) the Fund, after examination of the request, has 
determined that the requested purchase is needed for the 
replenishment of Argentina's reserves or for the making 
of payments in connection with Argentina's debt 
reduction operation; and 

(iii) the Fund, upon a review of the financing of Argentina's 
program supported by this extended arrangement, has 
determined that the debt reduction involved is 
consistent with the objectives of the program. 

(e) Pursuant to a review under (d) (iii) above and if requested by 
Argentina, the Fund may decide to make available to Argentina, 
notwithstanding the phasing specified under (a) , (b) and (c) above, and 
subject to the conditions specified in (d) (i) and (ii) above, an amount 
equivalent to 25 percent of the total of purchases that may be made by 
Argentina during the remainder of this extended arrangement. In that event, 
the right of Argentina to make purchases under this extended arrangement 
shall be subject to such phasing of purchases and designation of amounts for 
debt reduction, as shall be determined. 

(f) If requested by Argentina, the Fund may decide to discontinue 
the designation of amounts for debt reduction, under (d) and (e) above, if 
the Fund determines that the objectives of Argentina's program supported by 
this extended arrangement can be achieved. 

3. Purchases under this extended arrangement shall be made from 
ordinary resources until the outstanding use of ordinary resources in the 
upper credit tranches and under the Extended Fund Facility equals 
140 percent of Argentina's quota in the Fund of SDR 1,113 million. 
Thereafter, purchases shall be made from borrowed resources, provided that 
any modification by the Fund of the proportions of ordinary and borrowed 
resources shall apply to amounts that may be purchased after the date of 
modification. 
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4. Argentina will not make purchases under this extended arrangement: 

(a) throughout the first year, during any period in which the 
data at the end of the preceding quarter indicate that 

(i) 

(ii) 

the limit on the combined deficit or surplus of the 
nonfinancial public sector and the Central Bank, or 
the limit on overall deficit or surplus of the 
nonfinancial public sector, or 

(iii) 

(iv) 

(v) 

(vi) 
(vii) 

the limit on cumulative change in the net domestic 
assets of the Central Bank, or 
the target on cumulative change in net international 
reserves of the Central Bank, or 
the limit on external arrears of the public sector, or 
the limit on external debt of the public sector, or 
the limit on cumulative net disbursements of short-term 
debt, 

respectively, specified in Table 2 of the Memorandum annexed to the attached 
letter, is not observed; or 

(b) 
June 30, 1992, 
pub 1 ic sec tor 

if Argentina incurs any new external payments 
other than debt service arrears on medium and 

debt to commercial banks; or 

arrears after 
long-term 

(c) if, after June 30, 1992 and December 31, 1992, respectively, 
Argentina has not implemented satisfactorily the reform of the tax system 
and the social security system as described in paragraphs 13 and 14 of the 
Memorandum annexed to the attached l etter; or 

(d) after May 31, 1992, August 31, 1992, November 30, 1992, and 
February 28, 1993, until the respective quarterly reviews contemplated in 
paragraph 4 of the attached letter are completed, provided that no such 
reviews shall be necessary after the Fund determines that satisfactory 
arrangements with commercial banks for the financing of the program have 
been reached; or 

(e) after November 30, 1992, until the review has been completed 
as contemplated in paragraph 4 of the attached letter and suitable 
performance criteria for the period of the arrangement after 
December 31, 1992 have been established, or after such performance criteria 
have been established, while they are not being observed; or 

(f) if Argentina 

(i) imposes or intensifies restrictions on payments and 
transfers for current international transactions; ot 

(ii) introduces or modifies multiple currency practices; or 

:· .. -·-· �-., .. -,--,·�-·� ...... ,.,,..,......, ... ,..-, .... r.,,�·.;''7_'...,'.
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(iii) concludes bilateral payments agreements which are 
inconsistent with Article VIII; or 

(iv) imposes or intensifies import restrictions for balance 
of payments reasons. 

When Argentina is prevented from purchasing under this extended 
arrangement because of this Paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Argentina and 
understandings have been reached regarding the circumstances in which such 
purchases can be reswned. 

5. Argentina will not make purchases under this extended arrangement 
during any period of the arrangement in which Argentina has an overdue 
financial obligation to the Fund or is failing to meet a repurchase 
expectation pursuant to the Guidelines on Corrective Action with respect to 
a noncomplying purchase, or pursuant to Decision No. 9331-(89/167), as 
amended 

6. Argentina's right to engage in the transactions covered by this 
extended arrangement can be suspended only with respect to requests received 
by the Fund after (a) a formal ineligibility, or (b) a decision of the 
Executive Board to suspend transactions, either generally or in order to 
consider a proposal, made by an Executive Director or the Managing Director, 
formally to suppress or to limit the eligibility of Argentina. When notice 
of a decision of formal ineligibility or of a decision to consider a 
proposal is given pursuant to this Paragraph 6, purchases under this 
arrangement will be resumed only after consultation has taken place between 
the Fund and Argentina and understandings have been reached regarding the 
circumstances in which such purchases can be resumed. 

7. Purchases under this extended arrangement shall be made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made in SDRs if, on the request of 
Argentina, the Fund agrees to provide them at the time of the purchase . 

8. The value date for purchases under this extended arrangement 
involving borrowed resources will be determined in accordance with Rule G-
4(b) of the Fund's Rules and Regulations. Argentina will consult the Fund 
on the timing of purchases involving borrowed resources in accordance with 
Rule G-4(d). 

9. Argentina shall pay a charge for this extended arrangement in 
accordance with the decisions of the Fund. 

10. (a) Argentina shall repurchase the amount of its currency that 
results from a purchase under this extended arrangement in accordance with 
the provisions of the Articles of Agreement and decisions of the Fund, 
including those relating to repurchases as Argentina's balance of payments 
and reserve position improves . 
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in Argentina's currency held by the Fund shall 
repurchase under (a) above in accordance with 
Fund for this purpose at the time of the 

(c) The value date of a repurchase in respect of a purchase 
financed with borrowed resources under this extended arrangement will be 
normally either the 6th day or the 22nd day of the month, or the next 
business day if the selected day is not a business day, provided that the 
repurchase will be completed not later than seven years from the date of 
purchase. 

11. During the period of the extended arrangement Argentina shall 
remain in close consultation with the Fund. These consultations may include 
correspondence and visits of officials of the Fund to Argentina or of 
representatives of Argentina to the Fund. Argentina shall provide the Fund, 
through reports at intervals or dates requested by the Fund, with such 
information as the Fund requests in connection with the progress of 
Argentina in achieving the objectives and policies set forth in the attached 
letter and its annexed memorandum. 

12. In accordance with paragraph 4 of the attached letter, Argentina 
will consult the Fund on the adoption of any measures that may be 
appropriate at the initiative of the Government or whenever the Managing 
Director requests consultation because any of the performance criteria in 
paragraph 4 above have not been observed or because he considers that 
consultation on the program is desirable. In addition, after the period of 
the arrangement and while Argentina has outstanding purchases in the upper 
credit tranches, the Government will consult with the Fund from time to 
time, at the initiative of the Government or at the request of the Managing 
Director, concerning Argentina's balance of payments policies . 
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FOR 

AGEr'\JDA. 

To: 

From: 

ZOCCALI, A. Guillermo 
R00l·J 11- 320 

Members of the Executive Board 

The Secretary 

D-151 

EBS/92/40 

CONFIDENTIAL 

March 4, 1992 i 

Subject: Argentina - Request for Extended Arrangement - Letter of 
Intent and Memorandum on Economic Policv 

Attached for consideration by the Executive Directors is the 
letter of intent from the Argentine authorities requesting an extended 
arrangement equivalent to SDR 2,003 million, together with a memorandum on 
economic policy. The staff paper describing and analyzing the economic 
program will be circulated shortly. 

This subject is tentatively scheduled for discussion on Tuesday, 
March 31, 1992. 

Mr. Hardy (ext. 8500) or Mr. DeMilner (ext. 8606) is available to 
answer technical or factual questions relating to this paper prior to the 
Board discussion . 

Att: (1) 

\ 

\ 
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Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Dear Mr. Camdessus: 

Ministry of Economy and 
of Public Works and Services 

Buenos Aires, Argentina 
March 4, 1992 

1. The attached Memorandum on Economic Policy contains a description 
of the economic policies the Government of Argentina intends to follow in 
the period from January 1, 1992 to December 31, 1994. The policies are 
aimed at maintaining prices in line with international inflation, sustaining 
strong economic growth, restoring external viability and at freeing the 
economy from the remaining constraints of decades of over-regulation and 
excessive state intervention. 

2. The Government of Argentina would like to obtain continued support 
of the International Monetary Fund for its economic program, under an 
extended arrangement. The Government, therefore, hereby requests 
cancellation of the present stand-by arrangement on the date of completion 
of the current review of the stand-by arrangement, and approval of an 
extended arrangement for the period through March 1995 in an amount 
equivalent to SDR 2,003 million. The Government also requests that on 
approval of the extended arrangement, set-aside amounts equivalent to the 
accumulated but unused set-asides from the current stand-by arrangement be 
added to the extended arrangement for use in future operations involving 
debt reduction, and that 25 percent of any further purchases also be set 
aside for similar use. 

3. Discussions in progress with Argentina's commercial bank creditors 
have led to the presentation by Argentina to the Bank's Advisory Committee 
on January 30, 1992 of its proposal for a comprehensive voluntary market­
based debt and debt service reduction package compatible with the 
requirements for medium-term external viability envisaged under the program. 
Once an appropriate restructuring arrangement has been agreed with 
Argentina's creditors, the Government intends to request that the extended 
arrangement be augmented by an amount equivalent to 30 percent of 
Argentina's quota of SDR 1,113 million in accordance with Fund guidelines. 
It is the intention of the Government to complete the aforementioned debt 
and debt service reduction package by end-1992. 
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4. The Government of Argentina believes that the policies described 
in the attach�d memorandum are adequate to achieve the objectives of the 
economic program but will take any additional measures that may be 
appropriate for this purpose. During the period of the arrangement the 
authorities of Argentina will consult with the Fund on the adoption of any 
measures that may be appropriate, in accordance with the Fund's policies on 
such consultations. During the first year of the program quarterly reviews 
with the Fund will be carried out covering the implementation of the i 
economic program described in the attached Memorandum on Economic Policy and \ 
the progress in negotiations with commercial banks, pending completion of 
arrangements with the commercial banks consistent with the financing 
requirements of the program. In any event, the Government will undertake a 
general review with the Fund before December 31, 1992, in order to establish 
suitable performance criteria for 1993, and to establish the frequency of 
further program reviews during the second and third years of the 
arrangement. 

/S/ 

Roque B. Fernandez 
President of the 

Sincerely, 

Central Bank of the Argentine Republic 

/S/ 

Domingo F. Cavallo 
Minister of Economy and of 

Public Works and Services 

, . 
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Argentina; Memorandum on Economic Policy 

1. Since 1989 the Government of Argentina has been pursuing a strong 
and comprehensive program of economic adjustment and structural change aimed 
at correcting financial ,imbalances· and promoting sustained economic growth. 
While considerable advances were made in 1989-90 in liberalizing and 
privatizing the economy and in removing impediments to growth, progress in 
dealing with financial imbalances was interrupted by episodes of 

-.::: .. instability. Following one such episode, . in February 19.91 the Government 
launched a new stabilization and reform program that was supported by a \ 
stand-by arrangement with the Fund approved in July. In the course of the 
past year the Government introduced far-reaching and broadly based policies 
to consolidate the stabilization effort, seek long-term external viability 
and stimulate private investment and growth. Building on the substantial 
progress that has been made to date in reforming the economy, the Government 
of Argentina has now developed a comprehensive medium-term program for 
1992-94 and w�uld like to-request the support of the Fund through an 
extended arrangement. 

Performance under the current stand-by arrangement 

2. The program which began in February 1991 was broader and more 
radical in scope than earlier efforts and has been described in our 
Memorandum of Economic Policy dated June 28, 1991 (EBS/91/107). Fiscal 
policies were adopted to. eliminate -the public sector deficit, the Argentine 
currency was made,convertible on April 1, 1991 at 10, 000 australes to the 
U. S. dollar (the free market rate at the time), 1/ indexation was 
prohibited, and a number of structural reforms was undertaken. In the 
external sector, import tariffs were simplified and lowered, quantitative 
import restrictions were eliminated except on motor vehicles, 2J and most 
export taxes--as well as the obligation to surrender export proceeds--were 
removed. In the fiscal area, tax administration was greatly improved, the 
program to reduce employment in the public sector was accelerated, and 
central bank lending to provincial. banks and to the Social Security System 
was stopped. Privatizat.ion continued at.a rapid pace with the sale of 
exploitation rights to oil· fields, the long-term lease of a major railroad 
freight line, the sale of real estate and .of government shares in 
telecommunications companies, and -the signing of toll collection and 
maintenance contracts for certain road networks. 

3. Largely as a result of a major improvement in tax and social 
security administration, fiscal revenues increased from 17.1 percent of GDP 
in the first quarter of 1991 to 24. 2 percent of GDP in the fourth quarter, 

1/ In January 1992, the Government introduced a new currency, the peso, 
equivalent to 10,000 australes or one U.S. do_llar. 

1/ In December 1991, a special regime for the motor vehicle industry was 
announced involving a liberalization of import quotas and restrictions, tied 
to exports and restructuring programs of the sector. 
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with revenue collection from the principal tax, the VAT, increasing from 
3. 3 percent of GDP to 6. 7 percent of GDP in just over nine months. 
Monitoring and computerized on-line checking has been expanded to cover 
30,000 taxpayers, accounting for 85 percent of tax revenues. Fines for 
noncompliance have been increased and temporary business closures are being 
used much more frequently as an enforcement tool. Collection of social 
security and wage taxes has been centralized and enforcement strengthened, 
and the social security declarations of more than 50,000 enterprises are � 
being included in an on-line computerized information system that permits \ 
cross-checking with tax administration data. 

4. The program has been successful so far in achieving its principal 
aims. Inflation and interest rates have dropped dramatically. Monthly 
inflation, measured by the Consumer Price Index, declined from 27 percent in 
February to 2. 6 percent in July and to 0. 5 percent in December and the 
cumulative increase in wholesale prices between April and December was 
2. 7 percent, commensurate with the increase in prices of foreign tradables. 
Industrial production increased by 30 percent in nine months; liquid 

. official international reserves, excluding gold holdings, rose from US$2. 5 
billion in March to about US$6 billion in December. Most of these reserves 
are backing the monetary base as required by the Convertibility Law that 
went into effect on April l, 1991. A rescheduling of pre-cutoff date debts 
owed to Paris Club creditors through end-June 1992 was agreed in September 
on terms similar to those obtained in the previous rescheduling round. 
While some problems emerged during the third quarter necessitating 
corrective action by the authorities, all of the end-of-year quantitative 
targets under the stand-by arrangement were observed. 

The medium-term program 

5. The goals of the 1992-94 program are to maintain prices in line 
with international inflation, to sustain strong economic growth, to restore 
external viability and regularize the external debt situation, and to free 
the economy from the remaining constraints of decades of over-regulation.and 
excessive state intervention. The instruments to achieve these objectives 
include a fiscal stance consistent with the recovery of long-term fiscal. 
solvency, and a monetary policy that avoids domestic lending by the Central 
Bank and remains constrained by the convertibility law. The privatization 
of public enterprises and other state assets will be a tool for improving. 
efficiency, expanding the role of the private sector, and reducing debt. 
The peso is to remain pegged to the U. S. dollar at the rate of one peso per 
dollar, supported by the opening of the economy and structural reforms tha.t 
reduce costs and encourage investment. Despite some real appreciation of 
the Argentine currency since March 1991, exporters have benefited from the 
significant decline in real interest costs, the removal of export taxes, and 
the reduction in other costs as a result of deregulation. 

6. Achievement of the planned rates of growth will require an 
increase in domestic savings and investment from the low levels of recent 
years. The efficiency of investment is expected to improve as a result of 
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the deregulation of the economy. Before debt service reduction, 
nonfinancial public sector savings (including provinces) are projected to 
rise from -1.0 percent of GDP in 1991 to 3.4 percent of GDP in 1994, while 
public investment (including provinces) is targeted to rise from 2.0 percent 
to 3.6 percent of GDP over the same period; Improved economic policies and 
a stable economic environment are expected to facilitate an increase in 
private savings from 10.4 percent of GDP in 1991 to 11.4 percent of GDP in 
1994 and in private investment from 9.5 percent to 13.8 percent of GDP. U�e 
of foreign savings would amount to 2.7 percent of GDP a year during the 
program period, but the Government of Argentina is seeking to lower this 
through debt ·service reduction. 

7. Fiscal policy will aim at generating a primary surplus excluding 
privatization proceeds in the next three years averaging Arg$3.3 billion a 
year, or 2 percent of GDP, sufficient to provide for planned debt service 
payments and for a steady decline in public debt (Table 1). Fiscal 
revenues, which were 21.8 percent of GDP in 1991, excluding the operating 
surplus of the public enterprises, would rise to 24.3 percent of GDP in 1992 
and remain around 24 percent of GDP thereafter. The improvement in 1992 is 
to be achieved on the basis of proposed tax reforms and the continued 
strengthening of tax administration. Noninterest &xpenditure of the 
nonfinancial public sector, which reached 21.6 percent of GDP in 1991, would 
rise to 22.5 percent of GDP in 1992 and remain at similar levels thereafter. 
Expenditure policy will be based on maintaining the central government wage 
bill constant as a share of GDP, while transferring central administrative 
expenditures to the provinces as their resources rise as a result of 
revenue-sharing arrangements. Pension benefits will rise in relation to GDP 
in 1992 and remain level thereafter in relation to GDP. Capital expenditure 
is targeted to rise from 1.5 percent of GDP in 1991 to 2.3 percent of GDP in 
1994. Revenue from asset sales is expected to be Arg$1.9 billion in 1992 
and Arg$350 million in 1993, and will be used for debt reduction. The 
quasi-fiscal outcome for the Central Bank would be a deficit of Arg$335 
million (0.2 percent of GDP) in 1992 and Arg$270 million (0.1 percent of 
GDP) a year in 1993-94. The overall balance of the public sector (before 
debt reduction operations) would be a surplus of Arg$970 million 
(0�6 percent of GDP) in 1992, and deficits of Arg$250 million (0.1 percent 
of GDP) in 1993 and Arg$740 million (0.4 percent of GDP) in 1994. 

f:. 

n, The Government intends to cover domestic arrears to pensioners and 
suppliers outstanding as of April 1, 1991 through the issuance of long-term 
domestic bonds, The bonds will be denominated in foreign or domestic 
currency at the option of the recipient and carry a grace period of 6 years 
arid' final maturity of 10 and 16 years. After these or similar obligations 
have been quantified more precisely and documented, their implications will 
be·'·assessed in the context of the program reviews. 

8. Planned external debt service payments include continued partial 
payment of interest to banks pending a comprehensive debt operation with 
banks in 1992. Argentina also plans to seek further relief from the Paris 
Club on pre-cutoff date debt during the extended arrangement. The primary 
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surpluses that will be generated under the program will permit full payment 
of all internal debt servicing obligations falling due and all external debt 
obligations, after rescheduling by Paris Club creditors and a planned 
commercial bank debt and debt-service reduction operation. The Government 
of Argentina intends to eliminate existing nonrefinanceable arrears and will 
avoid incurring new external arrears, excluding arrears to commercial banks 
pending a restructuring agreement. 

9. Monetary policy will continue to be restrained by the \ 
convertibility regime, and the Central Bank will not expand domestic credit 
except through limited open market operations designed to meet temporary 
liquidity needs. Except for the use in the framework of the envisaged debt 
reduction operation of certain treasury deposits accumulated in 1991 from 
privatization proceeds, no central bank credit will be extended to the 
public sector. Reserve requirements on commercial banks will be reduced 
gradually. The 1992 monetary program is based on the assumption of 
continued remonetization; broad money in local currency is projected to 
increase from 9 percent of GDP in the last quarter of 1991 to 9. 9 percent in 
the last quarter of 1992, and including foreign currency deposits would 
increase from 14. 1 percent to 16 percent of GDP. Net domestic assets of the 
Central Bank are targeted to decline by Arg$308 million in 1992 (Table 2). 

10. The external current account deficit before debt and debt-service 
reduction is expected to increase from US$2. 8 billion in 1991 (2. 2 percent 
of GDP) to US$4.9 billion in 1994 (2.7 percent of GDP). Exports are 
expected to grow by 6 percent a year in volume, as a result of improvements 
in competitiveness from deregulation and associated productivity gains. 
However, import volumes are expected to increase faster than both output and 
exports in 1992-94 as a result of the opening of the economy and the 
recovery of investment. Accrued interest payments before rescheduling and 
debt reduction are projected at US$5 billion a year during 1992-94. Net 
private capital inflows are expected to increase from US$3.l billion in 1991 
to US$3. 9 billion a year during 1992-94 mostly as a result of higher direct 
investment and repatriation of flight capital. Taking into account 
projected disbursements from multilateral agencies (apart from those related 
to debt and debt service reduction operations) and new bond issues, net 
international reserves are targeted to increase by US$881 million in 1992:· 
Consistent with this objective, the Government intends to seek debt relief 
from commercial banks and officiai' bilateral creditors, and has requested 
the support of the Fund. 

11. Argentina is seeking the full normalization of relations with its 
external bank creditors through a voluntary market-based debt and debt 
service reduction operation. To that end the authorities met on January 30, 
1992 with the advisory committee of commercial bank creditors and presented 
a proposal aimed at securing a comprehensive restructuring and reduction of 
commercial bank debt and debt service. The proposal covers past-due 
interest and includes a number of refinancing options. The debt package 
would be supported by a pool of enhancements from Argentina's own resources, 
resources from multilateral financial institutions and bilateral official 
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sources, and accumulated set-asides from the current stand-by and from the 
proposed EFF. Additional access to Fund resources for these purposes would 
be requested, in line with Fund guidelines, once an appropriate 
restructuring arrangement has been agreed with Argentina's bank creditors. 
Progress in negotiations with commercial banks will be monitored through 
quarterly financing reviews pending completion of arrangements consistent 
with the financing requirements of the program. 

Structural reforms 

12. The Government of Argentina is implementing a broad range of 
structural reforms. A deregulation decree issued on November 1, 1991 laid 
the groundwork for eliminating a host of regulations affecting competition 
and introduced measures to lower domestic costs and further open the 
economy. Another decree issued in November 1991 established a timetable for 
the sale of most of the remaining public enterprises during 1992 . To 
develop the capital market, taxes on the issuance and transactions of 
financial and stock instruments were removed, stock market commissions were 
deregulated and capital gains by foreign investors on the sale or transfer 
of stocks were exempted from the income tax. Also, a long debated law on 
employment was passed in November that will make labor markets more 
flexible. 

13. In 1992 the Government intends to carry out a major tax reform 
designed to simplify the tax system, encourage investment, and reduce the 
tax burden on labor relative to other factors of production. The reform, on 
which Congressional action is expected before midyear, would gradually 
replace the existing income tax (which yielded 1 percent of GDP in 1991) by 
two new taxes--the tax on distributed profits and the tax on the primary 
surplus of firms (IEPE). The latter would be levied at a rate of 18 percent 
on nonwage value added, with 83 percent of proceeds allocated to the unified 
Social Security System, and the remaining 17 percent to the provinces. The 
employers' social security contribution--16 percent of payroll--will be 
credited against IEPE until December 31, 1992 and eliminated thereafter. 
Other tax changes include a reduction in the tax on gross assets of business 
enterprises from 2 percent to 1 percent in February 1992 , a lowering of the 
tax on bank transactions from 1. 2 percent to 0.3 percent in March 1992 and 
to zero in June 1992 , and an increase in the VAT rate from 16 percent to 
18 percent in March 1992. The planned elimination of the tax on bank 
transactions may be delayed if revenue performance is less than expected. 
As a result of these various reforms, revenue collection will be 
concentrated on broad taxes such as the VAT, the IEPE, social security 
contributions, and certain major excise taxes. 

14. The Government is planning a major reform of the Social Security 
System during 1992 and 1993. Financial equilibrium of the existing pay-as­
you-go system on both a cost and accrual basis will be sought through 
various measures and the finances of the system strengthened with the tax 
reform and improved administration. With effect from January 1993, the 
existing system will be complemented by a new mandatory capitalized 
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privately administered system, and a voluntary private supplementary system. 
Workers 45 years or younger would be incorporated into the capitalized 
system, while older workers could choose to remain in the existing pay-as­
you-go system which is financed by contributions and by the IEPE. 
Implementation of the reforms listed in this paragraph and paragraph 13 
above are considered performance criteria of the program. The Government 
will implement the aforementioned measures or equivalent measures by 
June 30, 1992 (tax reform) and by December 31, 1992 (social security i 
reform). \ 

15. The deregulation decree of November 1991 made the Social Security 
System responsible for the collection of those wage levies (9 percentage 
points) that were funding family allowances, and required employers to 
account for all wage-related contributions, including the 9 percent 
contribution that funds health insurance and medical assistance programs 
(Obras Sociales), when filing their social security return. These reforms 
will reduce costs and evasion. While the Obras Sociales programs will 
remain outside the Social Security System, the Government plans to give 
workers free choice in designating which of the Obras Sociales they wish to 
affiliate with. This action is expected to result in improved efficiency in 
delivering health and related services. 

16. A major share of tax revenue is transferred by law to the 
provinces under revenue-sharing arrangements. Transfers to the provinces 
increased from 5. 3 percent of GDP in 1990 to 7 percent in 1991' as a result 
of the significant increase in tax revenue. In order to improve efficiency 
in the provision of basic services, in 1992 the Central Government 
transferred to the provinces expenditure programs in the areas of health and 
education that represent outlays of Arg$1. 2 billion or 0. 8 percent of GDP. 
Other measures have been taken that will reduce the share of revenue 
assigned to the provinces, including (i) the earmarking of 11 percent of VAT 
proceeds to the Social Security System in September 1991; (ii) the 
substitution of the IEPE for coparticipated income and asset taxes in 1992, 
with only 17 percent of IEPE collections assigned to the provincial social 
security systems; and (iii) the elimination of provincial energy taxes as a 
condition for allowing deductibility of turnover and real estate taxes from 
IEPE. The Government will also reduce other transfers to the provinces 
starting in 1992. These changes are expected to improve financial 
discipline in the provinces. The efforts by the Central Administration are 
being supported by a number of reform initiatives at the provincial level in 
the context of programs supported by the World Bank. 

17. Privatization of public enterprises is being accelerated. The 
Government will sell majority stakes in virtually all remaining public 
sector enterprises by the end of 1992, including the Greater Buenos Aires 
Electricity Company SEGBA (July), the transportation and distribution 
facilities of Gas del Estado (November), the shipping company ELMA and the 
steel company SOMISA (September), and the electricity companies Agua y 
Energia and Hidronor (also September). The oil company YPF will sell 
exploitation rights to three major oil fields, as well as three refineries, 
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pipelines, and other assets. Long-term leases will be signed for seven 
railroad long-distance freight and passenger lines and six railroad 
passenger lines in the Buenos Aires metropolitan area. The General Port 
Authority will lease six ports and transfer the remainder to the provinces 
during 1992, and the National Postal Service and the Water and Sewage System 
of Greater Buenos Aires will also be leas�d. The privatization program has 
resulted in a reduction of 42, 415 jobs to date, including 28,300 voluntary 
rc:irements, and is expected to result in further job reductions of 103, 000 

i in l992 and 45, 000 in 1993, leaving only 30, 000 workers in the public 
enterprises by the beginning of 1994, \ 

18. The government-wide civil service reform program also covers the 
Ministry of Defense, which in 1991 released about 8, 000 of its 50,000 
civilian workers, and will release an additional 9, 000 in 1992. Mainly as a 
result of lower use of conscripts, the total size of the military has been 
reduced from about 190, 000 in 1984 to 117, 000 in 1990 and 98, 000 in 1991. 
Military expenditure, including armed forces pensions and retirement 
outlays, decreased from 3.3 percent of GDP in 1988 to 2. 5 percent of GDP in 
1990-91 as a result of lower equipment purchases, decreased operational and 
maintenance expenditures, and stricter control of wages. Further decreases 
in troop strength are expected, and the privatization of 30 out of 33 public 
enterprises controlled by the Ministry of Defense is scheduled for 
completion in 1992. Revenues from the sale of these enterprises will 
finance the restructuring of the armed forces, including capitalization of 
the armed forces pension programs. 

19. In the external area, the November 1991 deregulation decree 
introduced a number of changes that should improve export competitiveness. 
The 3 percent statistical tax on exports was removed, as was a one-half 
percent fee to fund export promotion programs. Customs procedures were 
streamlined and further improvements in customs administration are planned. 
The cumbersome, costly, and rigid management of port services was 
deregulated. The decree reduced tariff dispersion and slightly raised the 
average tariff rate by increasing the tariff on raw materials imports from 
zero to 5 percent and raising the tariff on intermediate goods imports from 
11 to 13 percent. The resulting structure of import tariffs is as follows: 

Capital goods 
Domestically produced 
Not domestically produced 

Raw materials 
Intermediate goods 
Consumer goods 

General 
Electronics 
Automobiles 

22 percent 
0 percent 
5 percent 

13 percent 
22 percent 
22 percent 
35 percent 
18-22 percent (additional 

surcharges may apply) 
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20. A number of reforms are underway and planned to improve financial 
intermediation and develop the capital market. As noted, taxes on the 
issuance and transactions of financial and stock instruments have been 
removed and commissions in the stock market deregulated. The official banks 
are being downsized and restructured, and employment in this sector will be 
reduced by more than 5, 000 out of 30, 000 by early 1992. This involves the 
closing of many branches of Banco de la Nacion or their merging with 
provincial banks. Activity of the National Mortgage Bank has been 
restricted to the management and recovery of its loan portfolio. Retail ✓ 
operations of the development bank, BANADE, have been suspended and the bank\ 
is being reorganized and downsized for privatization. Export financing will 
be undertaken by a new bank with private sector participation (BICE), which 
is expected to begin operations during 1992. In addition to the constraints 
imposed on the Central Bank by the National Economic Emergency Law and the 
Convertibility Law which led to the elimination of central bank lending to 
the public sector and restricted other central bank lending operations, the 
Senate has approved a new Central Bank Charter that provides it with full 
institutional autonomy and establishes limits to the Bank ' s holdings of 
government securities. This law is now being considered by the lower house 
and enactment is expected during 1992. Bank supervision has been 
strengthened and banks not meeting legal reserve requirements are being 
excluded from the clearing arrangement. A scale of minimum capital 
requirements has been established for private banks as an increasing 
function of loan interest rates, which serve as a proxy for risk in 
accordance with Basle capital-adequacy standards. Also, a self-funding 
deposit insurance scheme has been established, removing the Central Bank 
from this activity. 

21. Legal reserve requirements on private local currency deposits 
currently range from 9 percent for savings deposits to 79 percent for demand 
deposits, resulting in a weighted average of 38. 1 percent. These high 
reserve requirements discourage financial intermediation and contribute to 
high spreads. The strengthening of the public finances is expected to 
permit a gradual reduction of reserve requirements during the program period 
in a manner compatible with achieving the inflation and external targets of 
the program. 

22. A wide range of regulations governing private sector activity was 
eliminated by the November 1991 deregulation decree. Transportation was 
completely deregulated and the Supreme Court will be petitioned to rule that 
all restraints on interprovincial trade are unconstitutional. Ten control 
boards and support schemes for grain, meat, forestry, fish, and other 
products were dissolved or privatized, and their sanitary and health 
supervision functions are being taken over by the relevant government 
ministries. Restrictions on milk marketing were eliminated and on the 
import and sale of pharmaceuticals were liberalized. Government 
determination of professional fees and norms for honoraria was discont inue d .  

23. With regard to labor markets, the deregulation decree specifies 
that industry-wide collective bargaining can be decentralized to the firm 
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level at the request of one of the bargaining parties. In addition, the new 
Employment Law capped the limits on indemnizations for involuntary 
separations and created an unemployment compensation system funded by 
diverting 1 1/2 percentage points of the charges on wages that previously 
were assigned to the family allowance programs. The Employment Law also 
liberalized the restraints on temporary employment, so that up to 30 percent 
of employees of a given establishment can be hired on a temporary basis or 
on contracts of up to two years. These changes are designed to increase 
flexibility in the labor market and facilitate the absorption of excess i 
labor from the public sector. The Government will continue to introduce \ 
measures to improve the flexibility of the labor market during the program 
period. 

Concluding remarks 

24. The Government believes that the policies described above will 
result in a resumption of sustainable growth with price stability and 
external viability, based on the unimpeded allocation of resources according 
to market- based economic incentives. The Government affirms its intention 
to consult with the Fund concerning performance with respect to the program 
targets and in respect to a prospective debt settlement. Should conditions 
require any adjustment of policies, this will be undertaken with the aim of 
maintaining economic performance on its intended track. 

\ 
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Tabh 1 .  Argent11,a:  fiscal Bal ant•• 

--
1992 

llll___ I JI  2 JJJ  V 19'2 ''" ---'-'-" 

t t t ' 
Hillion ,, HU lion o! Million ., Million ., Million ., Hillicm o! HUllon o! Hlllion 

Ar&S GDP "''' GOP ArgS GOP "''' GDP ArgS GDP ,.,,, GDP ArgS GOP ""' 

General ioverTIIIIUlt. !i:ic:111  revenue 28,030 21. 8 8,653 24 . 1  8,891 23.1 9 , 6H .  2 4  - •  9,898 24.9 3 7 , 119 24 .3 40,065 23.8 lJ,t.38 

Gen<'ral ,:nvernm■nt. c:urrent erpendlt.ur• . 
u: c lud1n,: 1nt•tes.L payments 25,876 20.  l 1 ,577 2 1 . 6  1 , 509 19. 5 8,495 21.5 8,U6 21.2 32, 02) 20. 9 34 , 3'9 20. 4 36,90, 

Operat.in,: surplull o{ pll.blii; ent.etprh•• m 0 . '  117 0 .  3 -198 -o.s 1•• 0 . '  138 0 . 3  2'1 0.2 8 .. 0 . '  1,244 

Current. ptilll4ry bale.nca 2,1118 2 . 1  1 , 194 3 . •  l ,  185 3 . 1  1 , 364 3 . •  1,590 • •• 5 , JJJ 3 . 5  , .  559 3.' 7,773 

Cap1t.11l revenue 2,268 1 ' m I . '  "' I .  3 3'9 0 . '  "' 1 . 2  1 , U S  1 . 3  350 0 , 2  
O f  which· pnvet.1z11 ttc,o 2, 19lo 1 . 1  "' 1 . 1  .,, 1 . 2  32' 0 , 8  .,, 1 . 2  1 . eu 1.2 ,,. 0.2 

Capital u:pendlt.uu 1 , 896 1 ' .,, ' - '  "' 1 . 8  '" , . . .,, ' - '  2,451 1.6 3 , Ul ' - '  , . no 

Primary balance 3 . 120 2 • l .328 3 .8 1,015 2. 6 1,01' 2.6 1.505 3, 8 .\ , 86' 3 ,2 3,718 2.2 3 ,603 
exclud1ng pt1vat1zet.1on 926 0 , 126 2 . 1  ,., '-' "' 1 . 1  1,0"6 2 , 6  3 , 002 2.0 3,3'9 2. 0 3 , 603 

Int.erest. peyment.a NTPS, 
eccrual besia l/ 4 , }U 3 - ' 813 2., l ,020 2 , 6  "' 1 . S  '" 2 -•  3 .560 2 .3 3 , 7" 1  Z. 2 4,056 

Ext.ernal 4 , 360 3 . •  "' 2 . 2  ... ,. ' "' 1 .  6 "' 2.3 l.Ui. 2. l J , 475 2 . 1  3 , 10, 
Domeat.lc 38' 0 , 3  .. 0 . 3  " 0.2 " 0.2 " 0.2 "' 0.2 ... 0 . 2  m 

NFPS overall balanca !/ -1.  62' -1.  3 .,, 1 . 3  -, 321 0 , 8  m 1 . 3  1 . 306 0 . t  , •454 

Balance on quasi-Uacal operationa !I -710 -o .  6 �22, - o .  6 1' -156 -o · '  " 0 . 1  -335 -0.2 -2sz -0.1 -285 

Ovarall balanc• o[ public eact.or ,!/ -2. 334 - l . 8  m 0 , ,  12 -- "' 0. • "' . .. 911 0 . ,  -24' -0.1 -731 

Mlll!IOranda items 
NFPS ovarall balance ,!/,!/ m 1 . 0  310 1.0 121 1 . 8  1,306 3. 3 1 , 306 0 . •  , -4:U 
Ovanll balanca o! publ ic aect.or !f'!J 13J 0 . ,  163 0 . ,  ,.. 0 . ,  "' 2 . ,  "' 0 . ,  •24' -0.1 -738 

General iovernment. expenditure it!/ 2B, 703 22.3 8,071 23.0 a. t.2i. 21.'  9,204 21 . z  , . 121 22.9 3 4 , 827 22.8 37.01• 22.0 ,0.211 
General �overnment revenue ll11 2s.10, Zl. 9 8,653 24. 7 8,891 23. l 9,616 2, . '  ,.en 2,. ,  3 7 , 119 2' .l ,o.o&5 23,8 4J,'38 

)J AdJust.ed for a!'IY [\1t.ure debt. reduct.ion operation or rescheduling. 
2/ Perfonnance criteria ir: 1992, indicative targets 1993-1994. 
j1 Genud Covarnment. includes social securit)", special accounts, decentralized agencies, and the Ireaauey. 
:;t lnd1cat.ive target: includes current. and capital expenditure end t.rans!ars to the public enterpriaas. Th••• levels will be adjusted 1,1pward to !.be extent that 1eneral 1ov•n-.nt. r--•-

exceeds the indicative targets set. out in thiS table. 
11 lnd1cat.1ve target. :  1ncl.udes tot•l. current. t•v•nues o! t.h• N1t.ion1l Admini$Ll'•t.lcn, including tran,fer and tax pay1Hnt11 by the public ent.erptbes. and th• Soc:iel Secw:ity Sy•t-. 
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Table 2 .  Argentina: Quantitative Perforrnanc• Crttotta 

Fo:- form1mca Crlt.ftrJa 1/ 

In millions o! pesos 
O,.•crall deficit ( - )  or surplus of 

•:,, non!lnancial public sector Z/'J/ 

Combim."' ·1':.'ficlt. ( - )  or surplus cf the 
non!inancial public sector and the 
Central Bank 1/A/ 

Cumulative change in the net domestic 
assets of the Central Ban}: it!l. 

In millions or U . S .  dollars 
Cumulative change in net international 

reserves or the Central Hanle l/!/ 

., 
External arrears of the public sector 11 

• 
External dP.bt of  the public sector !/ 

Total outstanding disbursed external 
debt !/ 

Cumulative net disbursements of 
short-term debt lQ/ 

!/ Targets for 1993 and 1994 are indicative. 

Stock 
Dec, 91 

59 , 495 

Dec . 91-
Har. 92 

350 

130 

113 

113 

150 

60,000 

700 

Dec, 91-
Jun, 92 

370 

160 

155 

-204 

6 0 , li00 

700 

Dec . 91-
Sep. 92. 

720 

350 

-131 

·33 

60, 800 

700 

1 , 300 

970 

-308 

BBi 

6 0 , 800 

700 

Dec .  9 2 ·  
Dec . 9 3  

-250 

Dec. 93-
D•c . 94 

-460 

i 

,. ,., 

ll The limits �n the deficit will be reduced and the floors on the surplus will be raised for any reduction in interest 
obl!gntions resultini !rom debt reduction operations . 

�/ The limits on the deficit will be reduced and the floors on the surplus will be raised by the am�unt of government 
esset sales in excess of the p:togrenmed levels . If the sale of assets is less than progrMmed, sur_pl1.1s will be reduced by a 
maximum of $300 million for the period January-March 1992, by a maximum or $200 million for the period January-June 1992, by 
a tn!!Ximum of S150 million !or the period January-September 1992, and by a maximum of $100 million for the period Januarr­
December 1992. 

it The net dome�tie assets of the Central Bank ere defined as the difference between the monetary base end net 
international reserves ,  both measured et the end or the quarter. The net domestic asset ceilings take into account the 
planned reduction in the everege level of bank legal reserves from ArgSJ .2  billion in March 1992 to Arg$3 . l  bi llion in June 
1992 ,  Arg$2. 95 billion in September 1992, and Arg$2 . 85 billion in December 1992. Reductions larger than those progranmed 
would requJre an �quJvalent downward adjustment of the corresponding net domestic assets celling. 

l/ Negative sign signifies loss of net reserves , For measuring balance of payments performance, changes in international 
reserve assets and liabilities will not be affected by changes in gold prices nor, in the case of currencies other than the 
U . S .  dollar, by changes in cross rates. The net international reserve target will be adjusted for any changes in the value 

•
of re�erve assets and liabilities that result from factors other than balance of payments flows . This target will be 
adjusted downward by the equivalent of purchases subject to set-asides to the extent that Argentina ' s  net international 
reserves are used to finance debt reduction operations . 

§I Target for 1992 assumes a progranmed level of asset sales of USSl , 865 mlllJon as shown ln Table 3 .  The tarset will be 
adjusted upward for revenue from asset sales from the enterprises included in Table J in excess of the progranmed level net 
o[ any use of revenue from these sales for external debt reduction operations over end above those contemplated in the 
program. In the event these assr-t sales are below progranmed levels, the target will be adjusted as follows : downward by a 
maximum of USSJOO million in March 1992 , downward by e maximum of USS200 million in June 1992, downward by a maximum of 
USS!SO million in September 1992, and downward by a maximum of US$100 million in December 1992 . The corresponding 
adjustments will be made ln net domestic assets of the Central Bank . Any revenues from privatization not contemplated in 
Tnble 3 ,  except those from defense enterprises,  will be utilized to reduce domestic or e�ternal debt or to increase public 
investment beyond the amounts included in the program or for one-time expenditures associated with restructuring of public 
enterprises . 

11 £,:eludes debt service orrA�rs on medium· and long-term public sector debt to conmercial banks and related debt. 
�/ Data on eY.ternal debt that will be used for the monitoring of external debt developments will be taken from the 

extern�! debt reporting system and the balance of payments accounts. The stock of debt will be valued at end-DAcember 1991 
e,:chang!! r3tes . These ceilings will be modified to reflect changes in the stock of debt resulting from debt reduction 
operaticn$ , including those resultin& from privatization. 

21 The definition of total outstanding ext•rnal debt of the public sector includes all external cblig3tions of the public 
sector, including the Central Benk of the Republic of Argentine (BCRA) end the official bank s ,  as well as ell domestic 
obligations issued in foreign currency. It includes loans covered by swap arrangements undertaken by the Central Bahk, but 
excludes export prefinancing operations end domestic deposits in foreign currency . The limit will be adjusted upw3rds for 
Consolidation Bonds (BQCQlfa ) ,  and up to US$1 .5  billion in other securities issued for the consolidation of domestic arrears 
in er.ist€nce as of April 1, l99l ,  and for related subsequent arrears of the Social Security System. The cei lings will be 
adjusted for any revisions to the initial stock of debt. 

10/ Includes accumulated disbursements, net of repayments of debt with a maturity up to one year, contracted by public 
sector er.titles after December 31, 1991, other then obligations classified as reserve liabilities. The limit will be 
adjusted upward by up to US$300 million for short-term borrowings by the Investment and toreign Trade Bank (BICE) . 

• 
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Table 3. Argentina: Reve nues from Sales  of Assets 1992 

Asset 

Area Cue nca Austral 
Area Cue nca Noroe ste 
Camp o Duran 
P oli d.C. Duran/Monte cri sto 
Dock Sud 
S an Lorenzo 
Allen R. Rosales Pipe line 
R. Rosales/La Plata Pipeli ne 
Dri lling Equipment 
Ge ophysical Equipme nt 
Fleet 

Transp ortation 
Distribution 

Puerto Nuevo-Nuevo Puerto 
Costanera 
Dock S .  Dique , P. de Me ndoza 
North and S outh Distribution 

Futaleufu 
Lujan de Cuyo 
Gue mes 
S orre nto 
San Nic olas 

Ge neration 

Ship Enterprise 
Sanatorium 

TELECOM Shares 

Exp ected r evenue (millions of Arg$) 

To s ell 
(i n p erc ent) 

70 
70 

100 
100 
100 
100 
so 

50 

100 
100 
100 

5 1  
5 1  
5 1  

5 1  
5 1  
5 1  
51 

51 
5 1  
5 1  
51  
51  

51  

51  
100 

100 

1 865 . 0  
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CONFIDENTIAL 

December 28 , 1992 

From : 

.Subject : 

The Acting Secretary 

Argentina · Extended Arrangement • Review and Second Year Program 
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In the attached letter dated December 24, 1992 the Minister of 
Economy and of Public Works and Services of Argentina explains the status of 
congressional consideration of social security reform proposals and requests 
a waiver and modification of the performance criterion applying to the 
timing for congressional approval of this reform, to have it approved before 
the next program review by end-March 1993. The delay will not adversely 
affect the fisca� program for 1993. Accordingly, changes have been made in 
the proposed decision that appeared on pages 12-15 of EBS/92/210 (12/15/92) 
and a revised draft decision is attached. 

Mr. Hardy (ext. 37158) or Mr. Guzman (ext. 38606) is available to 
answer technical or factual questions relating to this paper prior to the 
Board discussion scheduled for Wednesday, December 30, 1992 . 
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Att : ( 1 )  

' 

O ther D istr ibut ion : 
Depa rtment Heads 
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Bueno s Aires, Argentina 

Mr. Michel Camdessus 
Managing D irector 
International Monetary Fund 
Washington, D .C .  20431 

Dear Mr. C amdessus: 

D ecember 24 , 1992 

As yo u know, the Government of Argentina submitted p roposals fo r the 
refo rm of  the Social S ecurity S ystem to Congress in mid-1992 and has been 
making strong efforts to o btain their approval befo re the end of this year . 
Because of congres sional p rocedures whereby draft legislation must first be 
examined by the approp riate co ngressional committees, and because of  the 
time needed to reach a co nsensus o n  the key elements of this far-reaching 
refo rm, Co ngress has not yet acted o n  the p roposals. This delay, however, 
will not a dversely affect the fiscal p rogram fo r 1993. 

The Budget and Social S ec urity Committees of  the Chamber of  D ep uties 
are expected to report o n  the p roposals by December 2 9, 1992 , and based o n  
o ur discussio ns with members of  these Committees we are confident that they 
will recommend a favorable vote o n  the draft bill. If amendments a re 
offered, our o bjective will be to ensure that the overall eco nomic impact of 
the reform will not be less favorable than under the o riginal p roposal. 

Fo llowing the reports of the Committees, we exp ect that the Chamber of 
Deputies will consider the refo rm when Congress reco nvenes in the second 
ha lf of February 1993 , and the S enate shortly thereafter. A favo rable 
outcome is exp ected . 

I n  light of these developments, the Government of Argentina requests a 
waiver and mo dificatio n  of the p erfo rmance criter io n applying to the timing 
fo r Congressional app roval of the Social S ecurity refo rm, to have it 
app roved befo re the next p rogram review by end-Ma rch 1993. 

S incerely 

Do mingo F. Cavallo 
Minister of Economy and of P ublic 

Works and S ervices 
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VI. Proposed Decision 

The following draft decision is proposed for adoption by the Executive 

Board : 

1. Argentina has consuited with the Fund in accordance with paragraphs 

4(d) and (e) of the extended arrangement for Argentina (EBS/92/46 

• 

Supplement 1) and paragraph 4 of the letter of March 4 ,  1992 from the 

President of the Central Bank and the Minister of Economy and of Public 

Works and Services of the Argentine Republic, in order to review the 

negotiations with commercial banks and establish suitable performance 

criteria for 1993, and to establish the frequency of further program reviews 

during the second and third year of the arrangement. 

2. The letter dated December 10, 1992 from the President of the 

Central Bank of Argentina and the Minister of Economy and of Public Works 

and Services , together with its attached Memorandum on Economic Policy, and 

the letter of December 24, 1992 of the Minister of Economy and of Public 

Works and Services, shall be annexed to the extended arrangement and the 

letters dated March 4, 1992 , with its attached memorandUm, and June 18 , ., 

1992 , shall be read as supplemented and modified by the letter dated 

. December 10, 1992 and its attached memorandum , and by the letter of 

December 24 , 1992. 

3 .  Accordingly, the limits referred to in paragraphs 4(a)(i),  

: fl  

4(a)(ii),  4(a) (iii) ,  4(a)(iv) , 4(a) (v) , 4(a) (vi) and 4(a)(vii) of the : 1  

\ extended arrangement shall be as specified in Table 3 of the Memorandum ._,1 
l 
attached to the letter dated December 10 , 1992. 

4. Paragraphs 4(c ) ,  4(d) and 4(e) of the extended arrangement shall 

read as follows : "(c) if after March 31, 1993 Argentina has not implemented 



• 

•• 

satisfactorily the reform of the social security system as specified in the 

letter of June 18, 1992; or 
�e..\,n.,0''1 zs 

(d) after � .  1993, and June 30, 1993, until the reviews 
1n l'c'l<c'l<\fdp"1 '-\ o-\ t""'- l..e:tler oj M .irc.'·1 ',, 1 '1 'l  z. d fl d  

contemplated ._Aparagraph 3 of the letter dated December 10, 1992 are 

completed; or 

(e) after December 31 , 1993, until the review contemplated in 

paragraph 3 of the letter dated December 10, 1992 has been completed and 

suitable performance criteria for 1994 have been established ,  or after such 

performance criteria have been established, while are not being observed ; 

or" 

5. The Fund decides that the third review contemplated in paragraph 

4(d) and the review contemplated in paragraph 4(e) of the extended arrange ­

ment for Argentina are completed and that notwithstanding paragraph 4 (c) of 

the same, Argentina may proceed to make purchases under the arrangement. 

6. Argentina has requested that the Fund : 

(a) augment the amount of the extended arrangement by the equiv­

alent co SDR 333. 90 million, and make this amount available for use by 

Argentina for interest support and collateralization of principal in con-

• nection with its debt and debt service reduction operations; 

(b) make available, in accordance with paragraph 2(d) of the 

arrangement, an amount equivalent to SDR 292. 374262 million corresponding to 

the set- aside amounts involved in the reductions which , pursuant to para­

_.ograph 2(d) of the arrangement, (i) were made in the purchases already made 

under the arrangement and (ii) to be made in the purchase scheduled to 

become available upon completion of the current reviews under the 
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arrangement, to be used "in -the support of operations involving principal 

reducti on ; and 

(c) make available, in accordance with paragraph 2(e) o f  the 

arrangement, an amounc- equivalent to SDR 90. 3875 million corresponding to 

the set -aside amounts involved in the reductions to be made, pursuant to 

paragraph 2(d) of the arrangement , in the purchases ·scheduled to become 

available under the arrangement on -March 1 and June 1, 1993,· respectively, 

to be used in the support of operations involving principal reduction, with 

corresponding adjustment to the phasing and discontinuance of the setting 

• aside of amounts for debt reduction with respect to the purchases scheduled 

to become available after August 31, 1993 . 

. (d) In the light of these requests and the representation of 

Argentina , · the Fund has reviewed the financing of Argentina's program 

supported by the extended arrangement and determines that the debt and debt 

service reduction operations involved are consistent with the objectives of 

the program and with the guidelines on Fund involvement in the debt 

strategy , adopted May 23, 1989, as amended, and that the purchase of the 

amounts 

-aking 

referred to in subparagraphs (a), (b) anc;I (c) above is needed fol!: 

payments in connection with Argentina ' s  debt and debt service 

reduction operations. 

(e) Accordingly, the Fund decides that 

(i) The extended arrangement for Argentina is augmented by 

t!J.<i equivalent of SDR 333 .90 million. Thus, paragraph 1 of the extended 
... 

arrangement is amended by substituting "SDR 2,483. 15 million" for 

"SDR 2 , 149. 25 million . "  For purposes of the purchase of the augmented 

amount, the Fund waives the limitation in Article V, Section 3 (b)(iii) ; 
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(ii) Notwithstanding paragraph 4 of the extended arrangement 

with respect to the nonavailability of data for end-December 1992 perfo.r­

mance criteria, Argentina may purchase the amounts referred to in subpara-

graphs (a) ,  (b) and (c) above not later that February 15, 1993 , and 

thereafter, in accordance with the provisions of the arrangement. 

(iii) Paragraphs 2(a) ,  (b) and (c) of the extended arrangement 

shall be modified to read: "(a) Purchases under this arrangement shall 

not, without the consent of the Fund, exceed the equivalent of SDR 166. 25 

million until June 1, 1992, the equivalent of SDR 341. 025 million until 

September l, 1992, the equivalent of SDR 535.8 million until December l, 

1992, the equivalent of SDR 1, 155. 0375 million until March 1, 1993, and the 

equivalent of SDR 1, 300.9875 million until June 1, 1993. (b) Purchases 

under this arrangement shall not, without the consent of the Fund, exceed 
\ 

the equivalent of SDR 1, 426.20 million until September 1, 1993, the 

equivalent of SDR 1,593. 15  million until December 1, 1993, the equivalent of 

SDR 1, 760. 10 million until March 1, 1994 and the equivalent of SDR 1, 927. 05 

million until June 1, 1994. (c) The right of Argentina to make purchases 

after June 1, 1994 shall be subject to such phasing as shall be determined. " 

(iv) In accordance with paragraph 2(f) of the extended 

arrangement, the designation of amounts for debt reduction under paragraphs 

2 (d) and (e) of the extended arrangement is discontinued. 

(f) For purposes of Decision No. 9331-(89/167) adopted 

December 19, 1989, as amended, Argentina is to use, within 120 days of this 

decision, the amount referred to in subparagraph (a) for interest support 

and collateralization of principal for the reduced interest par bond 
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Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Dear Mr. Camdessus: 

- 28 - ATTACHMENT I 

Buenos Aires 
June 11, 1993 

I wish to inform you of the decision of the Government of Argentina to 

sterilize the impact of the injection into the economy of the net proceeds 

obtained from the forthcoming sale of shares in the state oil company YPF 

abroad. This operation will be reflected in an increase in international 

reserves by the amount of such proceeds. Decisions on the specific means to 

be employed to absorb the liquidity injected into the economy as a result of 

the privatization are still pending. The implementation of this policy will 

be covered in future reviews of the program. 

Sincerely , 

Domingo F. Cavallo 
Minister of Economy and Public 

Works and Services 

\ 
\ 
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Dear Mr. Camdessus : 

ATTACHMENT I 

Buenos Aires 
Argentina 

December 22 , 1993 

This letter describes the policies of the Government of Argentina for 
1994, for which continued support is requested from the IMF under the 
Extended Arrangement approved by the Executive Board on March 31, 1992. 

The program for 1994 seeks to consolidate the progress made in curbing 
inflation (which declined to 7 1/2 percent as measured by the consumer price 
index in 1993, from 17 1/2 percent the previous year) , improving efficiency 
and achieving sustained economic growth. A major focus of the program is to 
raise domestic saving, to make room for higher investment while gradually 
reducing Argentina ' s  reliance on capital inflows from abroad. This is to be 
achieved mainly by additional structural reforms aimed at improving the 
external competitiveness of the tradeable sector, particularly through a 
further restructuring of the tax system to lower tax rates on labor and 
other taxes on production, and reduce evasion. The creation of capitalized 
private pension funds should also assist in raising overall saving in the 
economy. The program envisages an increase in national saving of 
1. 3 percent of GDP and a narrowing of the external current account deficit , 
as measured by the IMF, from an estimated 3. 2 percent of GDP in 1993 to 
2.9 percent · of GDP in 1994. 

Fiscal oo licy 

• 

In addition to the improvement in the tax structure chat is planned, 
fiscal policy will contribute directly co the increase in national saving by 
generating a primary surplus more than sufficient to cover cash interest 
obligations after the transfer of workers' social security contributions to 
the new capitalized private pension funds, which are expected to become 
operational by mid-1994. It  is expected that 70 percent of contributors 
will J oin the private system as it becomes fully operational. 

Excluding these contributions from the public sector accounts and 

\ excluding privatization proceeds, the primary surplus of the non-financial 
public sector is targeted at Arg$4. l billion, or 1. 5 percent of GDP in 1994. 
:6n a consistent definition of the public sector i.e. , including all employee 
social security contributions but excluding privatization proceeds , the 
primary surplus would be Arg$5. S billion or 2. 0 percent of GDP , compared 
with a proj ected outcome of Arg$4.4 billion or 1. 7 percent of GDP in 1993. 
Cash privatization proceeds are projected to amount to Arg$600 million 
(0.2 percent of GDP) in 1994 , largely from the sale of shares in previously 

. . •' · ' 
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pri vatized companies i n  the gas and ele ctricity s ectors ; up to US$500 
million of any excess in privati zation proceeds o ver this amount may be used 
to cover provinci al restructuring costs and any remainder will be used to 
reduce public  debt . The quantified targets of the program are shown i n  
Tabl es 1 and 2 ,  and the fis cal program in Tabl e 3 (attached). 

With the reform of the soci al s ecurity system, whi ch redefines benefits 
and raises the retirement age, the stage has been set to begin to lower the 
high taxes on  l abor whi ch presently amount to 49 percent of take-home pay--
33 percent paid by employers and 16 percent by employees , of which 

• 

16 percent and 1 0  percent respectively go to the social security system and 
the remai nder goes to fund unemployment benefits , family allowances and 
health plans . The reduction i n  contribution rat es will improve resource 
allocatio n, enhance enterprises ' competitive ness and savings , promote 
employment, and create conditions for a reduction i n  evasion. The l atter 
will also be encouraged by the creation of the capitalized pri vat e pe nsion 
funds (which will increase the incentives for employees to make sure their 
contributions are i n  order), and the opening of a facility where by 
enterpris es and s elf-employed perso ns can regularize their situation by 
paying past due co ntributions. 

Employer wage tax rates will be reduced by 3 0- 80 percent for certain 
sectors (agriculture , manufacturing, mining, construction, and tourism) in  
those provi nces that accede to the new fis cal pact that was concluded in 
August 1 993 ,  which commits them to introduce certai n tax reforms designed to 
reduce costs in the goods -producing sectors . Contribution rat es will be 
reduced most in the provi nces farthest from Buenos Aires. Although this 
me asure is li kely to result in a loss of revenue, much of this effect is 
e xpected to be offset by a reduction in e vasion. 

Under the above -me ntioned fiscal pact ,  provi nces will immediately 
elimi nate stamp taxes on  financial transactions , e nergy taxes,  taxes on  bank 
debits and i nteres t  e arni ngs , and the turnover tax, pari passu with the 
reduction in social co ntri bution rates . The provinces will also lower real 
estate taxes gradually, and repl ace the turnover tax with a s ales tax by 

•
mid- 1995 . All of these changes are to be carried out i n  such a way as not 
to weaken the provi nce s '  o verall fis cal position, so that they will have to 
compe nsate for thes e  changes through modifications i n  other taxes and 
improved administration or reduced e xpenditure. So far, 17 out of 22 
provinces and the Munici pality of Bue nos Aires have i ndi cated that th ey will 
adhere to the new arrangeme nt. Most of the remai ning pro vinces are expe cted 
to act on this issue in the ne ar future.  

1 Under the new fiscal pact , the Federal Government has offered to take 
eyer and reform the provincial so cial s ecurity syst ems if the provinces so 
decide. This would invol ve scaling back in many cases the o verly ge nerous 
benefits of the pro vinci al systems that pres ently are resulting i n  deficits 
of the order of Arg$1.2 billion ( 0.4 perce nt of GDP) a year, and threaten to 
rise rapidly over the medium term. However, impleme ntation of this me asure 
is li kely to be delayed and gradual , and is not expected to involve 
significant fiscal costs to the Governme nt i n  1994. 

.•, , . 
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The fiscal plan for 1994 involves strict expenditure restraint. Tight 
control will be exercised on outlays on goods and services as well as on 
current transfers (other than automatic revenue transfers to the provinces 
that are governed by the revenue sharing arrangements). Current 
expenditures (excluding shared revenues )  are set to rise by 10 percent, 
roughly in line with nominal GDP. Investment outlays are projected to 
decline slightly in relation to GDP in 1994, reflecting the effect of the 
privatization of public enterprises (mainly YPF, the state oil company). 
Expenditures, excluding mandatory revenue transfers and social security 
outlays (which are governed by a formula linking pensions to average 
contributions), are subject to a ceiling under the program (see Tables 1 and 
2), with a small margin for unforeseen restructuring outlays for the 
provinces if financed by higher-than-programmed privatization receipts. 

On the revenue side , improved administration of social security taxes 
is expected to have a spill-over effect on collections of the value-added 
and corporate income taxes. Collections from the personal income tax are 
expected to be boosted as a result of the effective lowering of exemptions 
( the personal exemption was eliminated but a certain amount of social 
security contributions may be offset against income tax obligations). In 
addition , in 1994 it is the intention of the Government to incorporate 
financial assets in the base of the wealth tax as interest earnings and 
dividends are exempt from the personal income tax. 

Monetary policy 

Monetary policy will continue to be governed by the Convertibility Law, 
which requires full backing of the monetary base by international reserves. 
The growth rate of the money and credit aggregates is expected to slow down 
as the process of remonetization tapers off. Broad money is programmed to 
rise by around 14 percent in 1994,  raising the ratio of M4 to GDP to 
20 percent by end-1994, as agains t an estimated 19 percent of GDP at end-
1993. Base money is proj ected to grow at a lower rate (of 8 percent) 
reflecting the increase in the money multiplier produced by the cont inued 
shift in the compos ition of depos its towards longer maturities, which are 
subj ect to lower reserve requirements , and by the planned reduction in 
reserve requirements (which currently average 22 percent of deposits) by 
1 percentage point on all depos its in June 1 994 and a further 2 percentage 
points on time deposits and 3 percentage points on demand and savings 
deposits in December 1994. The latter plan will be evaluated further at the 
time of the mid-year review. Consistent with this scenario, the Central 
Bank's net international reserves are targeted to increase by US$2. 3 billion 
during 1994. 

' 
i:he 
the 
the 
the 

The authorities are moving to strengthen the supervisory capacity of 
Superintendency of Financial Ins titutions to protect the soundness of 
financial sys tem. This effort is directed at ensuring compliance with 
new capital adequacy standards issued in August 1993, and enforcement of 
standards for provisioning against impairment of the loan portfolio. 

- . ';:: .:: 
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The Central Ban k  will continue the policy of gradually r aising the 
reserve requirements o n  public sector deposits in the provincial banks  to 
achieve uniformi t y  o f  treatment across financial institutions . It  will al so 
seek ,  i n  conjunction with the Treasury, to develop instruments and 
capabilities for ope n-market operations in the course of the year to deal 
with seasonal fluctuations i n  the demand for money, and will continue to 
give pri ority  to improving its accounting s ystem and data base, as well as 
the balance of p ayments statistic s .  

Exchange rate and tr ad e  policy 

• 

Exchange rate policy will continue to be governed b y  the Convertibility 
Law of March 199 1, which fixed the exchange rate at Arg$ 1 per U.S .  dollar. 
The fiscal and credit policies described above are expected to result  in an 
even clos er convergence between domestic and international i nflation, an 
improveme nt in Argentina' s international competitivenes s  and a further 
reduction in  the external current account deficit in  relation to GDP. 
I nternational competitiveness is being enhanced b y  the reduction i n  
provi ncial taxes , the lowering of wage- related contribution rates ,  the 
i ncrease i n  investme nt, and continued productivity gains. Exports are 
expected to rise more strongly i n  199 4, increasing b y  7-8 percent in volume. 

The trade regime was liberalized in 1993 through the elimin ation  of 
import duties (including the statistical tax) o n  capital goods and tariff 
reductions under the MERCOSUR arrangements. The trade s ys tem will b e  
further liberalized in  199 4  i n  the context of MERCOSUR. Tariff preferences 
in  MERCOSUR will be increased from 7 5  to 82 percent in  January 1994, and 
further to 89 perce nt in  June. The temporary quota on imports of selected 
p aper products is expected to be removed by  end-1994. 

Structural reforms 

In addition to the restructuri ng of the tax s ystem and the reform of 
the provincial finances, the Government plans to concentrate o n  the fi nal 
details of the Social Security reform, increasing labor market flexibility, 

.
improveme nts in the health system and reform of the bankruptc y law i n  1994 . 

The reform of th e social security s ystem as approved b y  the Congress in 
September 1993 included a provi sio n  that required the Banco de la Nacion to 
set up a pension fund that would have a government guaranteed rate of return 
in  both US dollars and p esos . The Government has already submitted a bill 
to Co ngress that would prohibit any guarantees expre ssed in US dollars, and 
makes clear that no government guarantee s-- explicit or implicit-- will be 

.granted. The Government expects that this proposal will have b ee n  passed by  
1both houses of  Congress before end-June 199 4. 

The Government is se eking to promote increased employme nt not onl y 
through reducing the rates of taxes applied to wages ,  but al so through 
reforms to introduc e greater fl exibility in  the labor market .  Propo sal s 
have b ee n  submitted to Congress to reform the labor legi slation and are 
expected to be approved by earl y 199 4. These propo sal s include facilitating 

' 
J 
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fixed term contracting, full or partial exemption from social sec urity 
contributions for hiring of youths and women, allowing comple te flexibility 
to collective agreements in specifying working conditions, extending the 
probation period to 90 days, and linking severance pay strictly to time of 
service b y  e l iminating the existing minimum severance pay of two months' 
salary. The reform would enab le collective bargaining c ontrac ts to 
modify the provisions of previous agreements and to take precedence over 
general labo r legi slation. The legi slation i s  de si gned to facilitate 
decentralization of collective bargaining. 

The plan to reform the health system (obras sociales) , which would 
allow for the entry of new health plans, set minimum standards of heal th 
care delivery and give workers freedom of choice as to which plan to 
affi liate with ,  i s  expected to be approved in the fi rst half of 1994. Thi s  
wil l  b e  facilitated b y  the imminent completion o f  the centrali zed system 
that permits the tracking of individual soc ial  sec urity contrib uti ons. 
These reforms are expected to improve the de livery of se rvices and incre ase 
efficiency in thi s  area . 

In o rde r to al low greate r flexibility fo r enterpri se s to adj ust to 
changing economic c onditions, the bankruptcy law wi l l  be refo rmed in 1994 by  
e stab l i shing procedures invo lving the partici pation of  a l l  invo lved parties, 
and introducing provi sions to al l ow enterprise s  to continue ope rating during 
re structuring unde r court pro tec tion and supervi sion. 

In view of the impressive progress made to date unde r the p rogram and 
the associated resto ration of access to the international capital market, i t  
i s  the intention o f  the Government of Argentina , i f  circumstance s  pe rmi t, t o  
forego the final two purchase s scheduled unde r the arrangement. 

The Government of Argentina believes the above de scribed policies are 
adequate to achieve the obj ective s of the economic program b ut wi l l  take any 
additional measure s that may be appro pri ate for thi s  purpo se .  During the 
pe ri od of the arrangement the authorities  of Argentina wi l l  c onsult with the 
Fund on the ado ption of any me asure s that may be appro priate , in ac co rdance 
wi th the Fund' s po licies on such c onsultations. Reviews of the program wi l l  
b e  carried o ut with the Fund before J une 3 0, 1994 and December  3 1, 1994 . 

/s/ 

Roque B. Fe rnande z 
P re sident of the 

Central Bank of the Argentine 
Re public 

Sincere l y, 

/s/ 

Domingo F. Cavallo 
Mini ste r of Finance 

and of Pub lic Works and Servi ce s  
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Table 1 .  Argentina: Quantitative Pertormance Crit•ria 

Performance Criteria 

In mflliona o! paaoa 
Overall deficit ( • )  or surplus of the 

nonfinancial public aactor 1/ 

Combined deficit (-) or surplus of the 
nontinancial public sector 
and the Central Bank 1/ 

Cumulative change in tba nat domaatic 
aaaata of tba Central Bank ill/ 

Cumulative diacretionary expenditures 
of the nonfinancial public sector if 

In millions of u,s, dollars 
Cumulative change in net international 

raae:tvea of the Central Bank Y11 

External debt of the public sector §/1/ 
Total outstanding disbursed external 
debt .§./ 

Cumulative net diabur■emanta of 
abort-tar= debt !/ 

External urea.re of the public aactor 

Stock 
Dec. 1993 

60 , 100 

Dec. 1993-
Harcb 1994 

110 

210 

298 

3 , 477 

-856 

60 ,855 

700 

Dec. 1993-
June 1994 

645 

810 

214 

6 , 817 

-352 

61, 415 

700 

Dec. 1993-
Sep. 1994 

2 , 020 

2,295 

-457 

10,  591  

284 

61 , 865 

700 

ATTA� I 

Dec. 1993-
Dec. 1994 

2, 970 

3 , 330 

-942 

14 , 146 

2 , 282 

62,375 

700 

l/ Includ•• 1arploy•• •oci•l ■acurity contribution• di•tribut•d to th• pen■ion tW1d1 . Th• tloor■ on the 
•urplu• will be raiaed by th• amowtt ot goverraiant caab aaa■t aalea in ■zca■■ ot the prograamad lev■la, 
exc•pt by up to Arg$1Z5 million p■r quarter of ■xcea■ privatization proceed• uaad tor unprograamed 
provincial r■■tructurift3 arpan■••• If th• ca■b ■ala• from privatisation are l■■a thaa prograamad, th• 
limit■ Will be lowered by up to th• pro1raa1Dad inflow of tha quarter. 

it Tba net domestic ••••ta ot tha C•ntral B� ar• datined a■ th• diff■ranc• betwaan the monetary ba•• 
and the nat international r■■arv■■ (NIR) a■ datinad in toot.note 5 ,  both me■■ur■d at th■ end of th• quarter. 
R•■•rv• depo■ita held in the Central Bank on foreign currency danominat•d damand d•po•ita ara includ•d in 
th■ monetary ba■e, and in the net international r•••rv•a of th■ Central Banir:. Th■ net dom■atic a•a■t• 
cai lin1■ will ba lowarad ( incr■aa■d) for th■ ■!fact■ of any downward (upward) adjuatm■nt ot th■ r■a■rv■ 
requir■lllant beyond the pro1rM1D■d r■■•rv• r■quiram■nt poller. ?'ha ll=tta may ha r■iaed by up to ArgS200 
million in June and in December 1994 on account of ■wap operation■• 

11 Th• NIR target■ will be raiaed for ravanua from ca■h ••••t aal■a and from conversion• of external dabt 
included in t.he �IR in •xc••• of the programmed Leval of USS600 million. Up to an additional USS125 million 
par quarter of ca■h privatization proceed■ in axe■•• ot progr11111111ad l■val■ may ba uaad for unprograamed 
provincial raatructuring •XJ>•n•••• and would not require adjuatmenta in the tug■ta. I f  th• caah ■al•• !rom 
privatization ar■ l••• than program:ned, th• limit■ will ba lowered by up to th■ prograi:rmad inflow of th■ 
quarter. Corra■pondin& adjuatm■nt■ will b• mad• in th• net domestic ••••ta ot the Central Bank . 

�/ Defined •• in Table 2. 
11 Neg•tiv■ ■ign ■ignifi•• loa■ of NIR. For maa■uring balance of payment■ performance ,  changes in HIR 

will not be affected by chang■a in gold pricaa nor, in th■ caaa ot curr■nci■■ other than tha U .S .  dollar, by 
change■ in croa■ rat■■ , NIR exclude■ reduction• in public debt bond• and in■trum•nta reaultins from debt 
converaiona on •ccount ot privatization. Tha NIR target will ba adju■ted tor any change■ in the valu• of 
r•••rv• ••eat■ and liabilitiaa that ra■ult from factor■ other than balance of paymanta Clow■ . 

ii Haa■urad at and of period. 
ZI Data uaad to monitor ■xtarnal dabt devaloi:-ant■ will be taken !rc:a th■ external debt reporting ■yatem 

and tha balance o! payment■ account■ • Tb■ ■tock ot debt will b• valued at ■nd-1993 exchange rataa. Tb■■• 
cailin&a Will be modified to raflact change• in t.ha ■tock ot dabt reaultin& from dabt reduction operations, 
including tho■■ re1ultin& tram pr1vat1zat1on. 

!/ Th• d■Cinition of total outatandin& external debt of tha public •actor include■ all external 
obligations of the public ■actor, including th■ Central Bani: of the Republic of Argentina (»c:RA) ,  tha 
official bank■ and th■ provincial govarnmenta, •• wall •• all dc:aeatic obligations iaaued in foreign 
currency. Tb■ increa■a in debt for 1994 includes borrowing by BICE and official banta, and loans cov■rad by 
1wap arrangement■ undertaken by tha Central Ban.Ir: , but axcludaa asport prafinancing oparattona and dome■tic 
depoait■ in foraign currency. Tb■ limit will be adjuatad up,arda !or Con■olidation Bonda (BOCONa) i■auad 
tor tha conaolid•tion of domaatic arraara in n:i•tanc• •• of April 1, 1991, and !or auhaequ•nt ■rraara ot 
tha Social Security Syateai incurred up to Auau■t 1992. Tb■ c■ilinga will be adjuatad for any raviaiona to 
tha initial ■tock of debt. 

!I Include■ acctaulatad di■buraemant■ , n■t of repayment■ of dabt with a maturity up to one year, 
contractad by public ■actor antiti■• attar Dac■mbar 31, 1993, othar than obligation■ claaai!iad a■ r■••rv• 
Uahi liti■■. 
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DOCUMENT OF INTERNATIONAL MONETARY FUND 

AND NOT FOR PUBLIC USE 

To : 

SAITO, Car los 
ROot1 1 1  - 320 

Members of the Executive Board 

From : The Secretary 

045 1  

IMMEDIATE 

ATTENTION 

EBS/95/43 

CONFIDENTIAL 

March 17, 1995 

Subj ect :· Argentina - Extended Arrangement - Extension of Period 

It is not proposed to bring the attached memorandum to the agenda 
of the Executive Board for discussion unless an Executive Director so 
requests by noon on Friday, March 24, 1995. In the absence of such a 
request, the draft decision that appears on page 1 will be deemed approved 
by the Executive Board and it will be so recorded in the minutes of the next 
meeting thereafter. 

Mr. Linde (ext . 36465) is available to answer technical or factual 
questions relating to this paper . 

Att : ( 1) 

Othzr Distribution : 
Department Heads 
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INTERNATIONAL MONETARY FUND 

ARGENTINA 

Extended Arrangement: Extension of Period 

Prepared by the Western Hemisphere and 
Policy Development and Review Departments 

(In consultation with the Legal Department) 

Approved by Claudio Loser and Desmond Lachman 

March 17, 1995 

CONFIDENTIAL 

The extended arrangement for Argentina, approved on March 31, 1992 
(EBS/92/46, Supplement 1) will expire on March 30, 1995. Discussions 
between the Fund staff and the Argentine authorities are continuing, with a 
view to possibly requesting an extension to a fourth year of the current 
extended arrangement and augmenting access under it, in support of a program 
for 1995 to be agreed shortly. In order to allow time for the preparation 
of the necessary Board papers and for Board discussion of this proposal in 
April, it is recommended that the period of the present arrangement be 
extended by one month. Accordingly, and as requested by the Argentine 
authorities ( see attached), it is proposed to extend the period of the 
extended arrangement to April 30 ,. 1995. 

The following draft decision is proposed by adoption by the Executive 
Board : 

• "Paragraph 1 of the extended arrangement for Argentina 

Attachment 

(EBS/92/46 , Supplement 1, as amended), shall be partially amended 

to read : 

"l. For a period from March 31, 1992 to April 30, 1995, 

Argentina . . . 11 
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Buenos Aires, March 16, 1995 

Dear Mr. Camdessus : 

I hereby request on behalf of the Republic of Argentina an extension of 

the period of the current Extended Arrangement from March 31 to April 30. 

I remain, 

Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Yours sincerely, 

\s\ Domingo Cavallo 
Minister of Economy 

and of Public Works and Services 
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To: Members of t he E xecutive Board 

From: The Secretary 

0451 

EBS/ 95/51 

CONFIDENTIAL 

March 23 , 1995 

Subject : Argentina - Req uest for Extended Arrangement - Letter of Int ent 

• Attached for cons ideration by the E xecutive Directors is a letter 

• 

f rom the Pres ident of t he Central Bank of the Republic of Argentina and t he 
M inister of Economy and Public Works and Services request ing waivers of 
nonobs erved performance criteria under the extended arrangement and an 
extens ion of the arrangement in an amount eq uivalent to SDR 1 . 5 3  bill ion, 
together wit h t he memorandum of economic policies of the Government of 
Argentina. 

This s ubject,  toget her wit h the staff paper des cribing and 
analyz ing Argentina's economic program ( to be circulated s hortly) , is 
t entatively scheduled for discuss ion on Thurs day, April 6 ,  1995 . 

Mr. Hardy ( ext . 3715 8 )  or �r. Kreis ( ext. 386 02) is a vailable to 
answer technical or f actual q uest ions relat ing to t his paper prior to t he 
Board discussion . 

Att: ( 1) 

Ot her Distribution :  
D epartment Heads 
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Buenos Aires, March 23, 1 9 95 

Dear Mr. Carndessus : 

The attached policy memorandum and annexed tables describe the 
objectives and program of the Government of Argentina for 1 995, for which 
support from the IMF is requested under an extension of the current extended 
arrangement for a fourth year, and an increase in the amount of the 
arrangement to the equivalent of SDR 1.53 billion. On the basis of this 
program and actions that have been taken, the Government also requests 
waivers of nonobserved performance criteria to permit the purchase of 
undrawn balances under the arrangement. 

The Government of Argentina believes that its program is adequate to 
achieve the objectives of maintaining economic growth in conditions of low 
inflation and external viability, in the present unsettled international 
financial markets, and deepening the process of structural transformation. 
During the period of the arrangement, the authorities of Argentina will 
consult with the Fund on the adoption of any measures that may be 
appropriate, in accordance with the Fund' s  policies on such consultations. 
Reviews of the program will be carried out with the Fund before end­
September and end-December 1 9 95, and end-March 1 996. 

/s/ Roque Fernandez 
President 

Central Bank 

Sincerely , 

of the Republic of Argentina 

Attachment : 
Memorandum of Economic Policies 
of the Government of Argentina 

Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D. C. 20431 

/s/ Domingo F. Cavallo 
Minister of Economy and 

Public Works and Services 
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Policy Memorandum 

The economic program of the Government of Argentina for 1995 seeks to 
maintain economic growth in conditions of low inflation and external 
viability , in the present unsettled international financial markets, and , at 
the same time , to deepen the process of structural transformation begun in 
1989. 

Over the past few years, Argentina has undergone a profound economic 
and social transformation. Inflation declined from close to 5 , 000 percent 
in 1989 to 3 . 9  percent in 1994, and GDP expanded by over 7. 5 percent a year 
on average in the period 1991-94 , following a decade of declining output. 
Gross fixed investment rose from 14 percent of GDP in 1990 to over 
20 percent in 1994. Domestic savings fell in 1991 owing to the initial 
expansionary effect on domestic absorption of stabilization and renewed 
confidence, but increased from 13 percent of GDP in 1992 to over 17 percent 
in 1994. 

During these years , Argentina attracted foreign direct and portfolio 
investment on a large scale, which helped to finance a substantial increase 
in imports, especially imports of capital goods, which rose to almost 
US$6 billion in 1994 from US$0. 6 billion in 1990. Exports, which had been 
depressed by declining international prices in 1992-93 , picked up strongly , 
rising by 20 percent in 1994, with exports of manufactured goods rising by 
27 percent a year during both 1993 and 1994. 

• 

The achievements of the past few years result from the profound social 
and economic reforms implemented by the Government of Argentina since 1989. 
These reforms, which have been supported since 1991 by a stand-by 
arrangement from the IMF , and since 1992 by an extended arrangement under 
the Extended Fund Facility arrangement or EFF , have opened up the economy ; 
restructured the tax system and tax administration; reduced the size and 
improved the efficiency of the public sector through a comprehensive program 
of privatization of public enterprises, reform of the social security system 
and other measures ; strengthened the public finances ; and restored 
Argentina ' s  domestic and international creditworthiness .  

In 1994, economic growth remained strong at more than 6 percent and 
inflation was lowered to less than 4 percent. However, the overall surplus 
in the nonfinancial public sector (excluding provinces) targeted in the 
program supported by the extended arrangement was not achieved. The 
shortfall with respect to the program mainly reflected a slowdown in revenue 

·'and expenditure overruns in the second half of the year , that were 
concentrated in the social security system. The revenue shortfall emerged 
in part because tax evasion declined less than initially hoped. 

In response to the weakening trend in the public finances, the 
Government eliminated unfilled vacancies in the public sector ,  and 
uncommitted authorizations for expenditure on goods and services . 

cut 
In early 
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March 1995 Congress passed a law that makes payments of p ensions ( including 
j udicial awards) s ubj ect to the budgetary p rocess , and suspended payments on 
judicial awards during 1995.  This law will eliminate o ne of the main ca uses 
of the exp enditure overrun in 199 4 .  

The external environment for Argentina deteriorated significantly in 
the wake of the Mexican crisis that emerged in late 1994. The repercuss ions 
on Argentina were manifested in a capital outflow ( reflected in a decline of 
more t han Arg$ 5 billion or 12 p ercent in commercial bank dep osits from mid­
December to mid-March 1995 ) , a cumulative fall in the stock market of as 
much as 50 p ercent, and declines in bond p rices of up to 45 p ercent a t  their 
low p oint on March 8 ,  1995. O n  March 13 the Government announced a revised 
economic program for 1995 and a series of meas ures to s trengthen the p ublic 
financ es, as well as  its intention to seek an extension of the extended 
arrangement from the IMF. From their low point through March 17 , 1995 the 

• stock and bond markets recovered by 30 and some 1 6  p ercent, respectively. 

The outflow of bank deposits led to s harp increases i n  interes t rates, 
with p rime rates rising to 3 3  p ercent in U. S. dollars and 49 p ercent in 
Argentine p es os in mid-March (increases of 25 -33 p ercentage p oints since 
December) , and call-money rates which at times reached over 70 p ercent. 
Difficulties emerged in certain segments of the banking s ys tem (mainly 
wholesale banks, p rovincial banks and credit unions) which are being 
addressed through restructuring and mergers . I n  response to the outflow of 
deposits and res ulting tightening of liquidity, the Central Bank lowered 
legal reserve requirements in s everal stages from an average of 21 p ercent 
of deposits in December to some 1 4  percent by mid-March (releas ing resources 
equivalent to more than Arg$ 4 billion) and extended some Arg$1 . 3  billion in 
swaps and rediscounts, using the margin of excess international reserves 
over the monetary base. At the same time, s trict adherence to the 
Convertibility Law by the monetary authorities was reflected in a 
significant decline in both the gross international reserves and the 
monetary liabilities of the Central Bank from end-December to mid-March . 

• The 1995 Economic Program 

l 

The guiding p rinciples of economic policy for 1995 will continue as in 
the past, namely: maintenance of fiscal and financial equilibrium, and 
strict adherence to the Convertibility Law of Ma rch 1991 ,  which establis hed 
a fixed exchange rate for the Argentine pes o  at par with the U. S. dollar, 
and requires full backing of the monetary base by international res erves . 

The Government believes that the impact on Argentina of the external 
,·'s hock that is affecting Latin America will be contained and trans itory in 

nature, as the fundamentals of the economy remain strong. The reform 
process is deep ly rooted, fiscal and monetary p olicies are sound and the 
country's medium- term p rosp ects have been strengthened. E xp orts ros e by 
35 percent in January-February 1995 , compared with the same months of the 
previous year and are expected to grow by 20 -25 p ercent over the year as a 
whole, help ed by record outp ut in the agricultural s ector, strong 
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international prices and the increasing integration of the economies of 
Argentina, Brazil, Paraguay and Ur uguay in the MERCOSUR, which came into 
full effec t in J anuary 1995 . Foreign direct investment is buoyant, with 
m ajor pr ojects underway in many sectors, particularly in the food­
processing, m ining and automobile industries, and in infrastr ucture. 

N ever theless, the Government recognizes that the international 
situation rem ains unsettled, and the significant decline in private capital 
inflows has complicated the prospects for GDP growth at r ates recorded in 
recent years . The Government has recast its plans for 1995 so as to be able 
to withstand a substantial reduction in capital inflows , and to leave no 
doubt as to the ability of the pub lic sector to service its maturing 
obligations. 

For this purpose, fiscal policies have been adjusted so as to generate 
an overall surplus in the national nonfinancial public sector ( excluding 
pr ov inces) of Arg$2 billion, a surplus that will be used to amortize public 
debt. In addition, the Government expects to r aise US$2. 4 billion during 
1 995 fr om privatization. This will include sales of its remaining share 
holdings in a number of already privatized enterprises and the sale of 
petr ochemical plants and hydroelectric and nuclear power plants. In 
addition, the Government is requesting US$ 8 00 m ill ion fr om the EXIMBANK of 
Japan as parallel financing under the fourth y ear extension of the extended 
arr angement fr om the IMF. The Government may also arr ange br idging loans on 
the security of its remaining holdings of shares in the oil company (YPF) 
against disbursements fr om m ultilateral agencies for the purpose of the 
restructuring of the financial sy stem, as explained below. The resources 
raised fr om pr ivatization and pledging of shares will not be used to 
finances higher Government expenditure. I f  a shortfall emerges in proceeds 
fr om privatization because of adverse market conditions, the authorities and 
the Fund staff wil l  consider alternatives to address thi s  problem. 

To ensure achievement of the planned overall surplus in the 
nonfinancial public sector in 1995 , and in light of the changed short -term 
economic outlook , in late Febr uary and mid-March the Government announced a 
series of measures estimated t o  yield some Arg$ 6. 3  billion or 2 percent of 
GDP in the remainder of 1995 , or Arg$8 . 5  billion ( 2  3/4 percent of GDP) on 
an annual basis. These measures were pr esented by the Executive and 
appr oved by the Congress in only two weeks, in a clear demonstrati on of 
decisiveness and political consensus . 

The fiscal measures include: 

--further cuts in e xpenditure, including a reduction of 5-15 percent in 
salaries of public employees earning more than Arg$2, 000 a m onth (expected 
together to yield in the remainder of 1995 Arg$ 1. 0  billion, or 0. 3 percent 
of GDP); 

- -a temporary increase of 3 percentage points to 21 percent in the r ate 
of the Value Added Tax ,  under special provi si ons  that exclude the proceeds 
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from revenue- sharing with the provinces (expected yield Arg$2. 2 billion, or 
0.7 percent of GDP). The nonshared element of the increase in the VAT is to 
expire on April 1, 1996 ; 

- - increases in import tariffs, including a transitory 3 percent import 
surcharge (excluding capital goods, data-processing and telecommunications 
equipment, and fuels) , a 10 percent tariff on imports of non-MERCOSUR 
capital goods, data-processing and telecommunications equipment, and 
increases of tariffs on an additional 69 items allowed as exemptions under 
the MERCOSUR arrangements (yield Arg$0 . 7  billion or 0. 2 percent of GDP) ; 

--a partial roll-back of previous reductions in employer social 
security contributions for certain sectors, coupled with a lowering of 
contribution rates in the services sector, as a result of which contribution 
rates will be the same for all economic activities although they would 

• 
differ among provinces (net yield Arg$ 0. 4 billion or 0. 1 percent of GDP) ; 

• 

l 

--a broadening of the base of the VAT and income taxes, mainly by 
eliminating deductions and exemptions, a broadening of the base and lowering 
of the rate of the wealth tax , new facilities for regularizing tax arrears, 
and a number of smaller measures, largely in the area of social security 
(yield Arg$2. 0  billion or 0. 7 percent of GDP). 

In recent years , the increase in provincial government expenditure has 
exceeded the rise in revenues received from the Treasury under the revenue­
sharing arrangements and from the ir own resources, resulting in annual 
deficits in the provinces of some 0 . 7  percent of GDP in 1993 and 1994 which 
were largely financed by the regularization of debts owed by the National 
Administration to the provinces, their share of the proceeds from the sale 
of YPF, and in 1994 by issues of Treasury bonds amounting to 
Arg$0. 6 billion, secured by shared revenues. With the ending of these 
sources of financing, a maj or adjustment in the provincial government 
finances is expected in 1995, as the provinces do not have access to 
domestic or foreign financing. Apart from Arg$0 . 6  billion already issued, 
which completes the regularization of arrears with the provinces, the 
Treasury will issue no bonds from now onwards on behalf of, or directed to, 
the provinces nor will the Central Bank approve any domestic borrowing by 
provinces, including loans guaranteed by shared revenues. The adjustment 
effort in the provinces is being facilitated by restructuring loans from the 
World Bank and Inter-American Development Bank (IDB) .  Issues of debt for 
regularization of arrears will be limited to an amount that does not exceed 
reductions in outstanding debt via the new tax moratorium, discharged with 
public bonds, and debt-equity swaps from privatizations in excess of the 

:--US$2. 4 billion mentioned above. 

The reduction in bank depos its has led to difficulties in certain 
segments of the banking system, particularly certain small wholesale banks 
and credit cooperatives, and some provincial banks, which have long- standing 
problems of insufficient capital and non-performing loans. These 
difficulties are being addressed through various measures. The Central Bank 
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temporary assigned 2 percentage points of the reserve requirements to the 
state-owned Banco de la Nacion to be used to purchase assets from financial 
institutions with liquidity problems , and later allowed commercial banks to 
deduct purchases of assets from banks with liquidity problems from the 
reserve requirement. 

To address the problems that have emerged in the domestic financial 
system on a more comprehensive basis , the Government plans to set up two 
funds , the first to capitalize, restructure and privatize the provincial 
banks in the context of World Bank and IDB loans for this purpose , and the 
second to assist in the restructuring of the private financial system and to 
co-finance with the private sector a future deposit insurance scheme. In 
addition to the World Bank and IDB financing , and resources expected from 
the EXIMBANK of Japan parallel financing , these funds will be capitalized 
through bonds (Bonos Argentinos) in the amount of US$2 billion that are 
being floated in the domestic market and abroad , and possibly by bridge 
loans obtained through pledging YPF shares. The Bonos Argentinos , which 
will have a maturity of three years , with quarterly amortizations starting 
April 1996, and an interest rate of 3 percentage points over LIBOR , may also 
be used to discharge tax obligations after each maturity. None of these 
resources will be used to finance any other public sector operations. Any 
resources remaining in the fund for restructuring the provincial banks , once 
the restructuring is complete and the loans have been recovered , will be 
gradually transferred to the provinces. 

Monetary policy will continue to be governed by the Convertibility Law , 
which requires full backing of the monetary base with international reserves 
(according to the law, U. S. dollar-denominated Government bonds held by the 
Central Bank can be used to cover up to 20 percent of the monetary base). 
The Government is confident that with the measures that have been taken to 
strengthen fiscal policies--and the support from the International Monetary 
Fund and other institutions--confidence will be restored and capital 
outflows reversed, strengthening bank liquidity. During the remainder of the 
year (April-December) , broad money is expected to recover by around 
18. 5 percent , raising the ratio of M4 to GDP to 20. 4 percent by the end of 
the year, approximately the level at the end of 1994. In this context , the 
Central Bank during the balance of the year expects to reduce outstanding 
swaps and rediscounts , and gradually restore legal reserve requirements so 
as to recover an adequate margin of liquidity , which would be reflected in a 
recovery in its holdings of gross international reserves. It is expected 
that the recent measure allowing banks to hold part of the reserve 
requirement in the form of cash-in-vault will be reversed partly by end-
June, and fully by end-November. 

, .• 
In the present circumstances , it is important to move even more 

decisively in implementing structural reforms to increase the flexibility 
and efficiency of the economy and reduce costs. The Government has already 
presented to Congress proposals to modify the regulations on collective 
bargaining contracts and associated employment risks . including work-related 
accidents, and improve the procedures for the reorganization of enterprises 

• 
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in bankruptcy proceedings . I n  mid-March 1995 ,  Congress approved a law which 
a l lows s mall and medium-s ized enterpris es (of up to 40 employees ) more 
f lexibility as regards employment conditions and us e of temporary workers . 
The newly a pproved S ocial S ecurity S ol idarity Law will put the system's 
finances on a s ounder bas is , and the program of provincial reforms s hould 
reduce distortions in the tax sys tem and res ult in a permanent reduction in 
the s ize of the public s ector that woul d improve the a l l ocation of res ources 
and increase the overall  efficiency of the economy. Looking f urther ahead, 
the Government plans to promote reforms in the labor l egis lation to help 
res olve the problem of unempl oyment, and to s eek improvements in the 
efficiency and del ivery of health s ervices . 

Despite the iss ue of s ubs ta ntial a mounts of cons ol idation bonds during 
1992-9 4 to cons ol idate domes tic arrears accumulated during the 19 8 0s ,  
registered publ ic debt decl ined from 33 percent of GDP in 199 0  to the 
eq uival ent of 26 percent of GDP in 1994 .  Neverthel ess ,  even though the 
stock of s hort-term debt remains s mall ,  debt s ervice obl igations will be 
high later in the decade as the grace period on the cons ol idation bonds 
expires . Agains t this background, the Government wil l continue s eeking to 
rais e domes tic savings in the coming years ,  and wil l continue to make 
a dequate fiscal provisions and reduce debt through debt-equity s wa ps or 
asset sales s o  as to be able to manage its external and internal debt 
s ervice, and wil l make efforts to improve the maturity profile of the debt 
as conditions in the international capital markets permit. The l imits on 
net borrowing under the program are intended to facilitate achievement of 
thes e objectives .  

T he main parameters of the 1995  program are s hown in the attached 
tabl es ,  which also detail the performance criteria . 

The G overnment is determined to mai ntain its c ommi tment to the fixed 
exchange rate under the C onvertibility Plan, and to ens ure the abil ity of 
the publ ic s ector to meet its obligations , and stands ready to adopt, in a 
timely way, whatever meas ures are required to achieve the goals of the 
program. Reviews of the program will be carried out with the F und before 
end-S eptember and end- December 1995 ,  and end-March 1996.  
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Table 1 .  Argentina: Quantitative Performance Criteria and Indicative Targets for 1995 

l. Quantitative performance criteria 

Overall deficit ( - )  or surplus of the 
nonfinancial public sector �/ 

Combined deficit ( - )  or surplus of the 
nonfinancial public sector and 
the Central Bank i; 21 

Cumulative change in the net domestic 
assets of the Central Bank i; 

Cumulative 

• 
national 
Bank 2_/ 

change in the free inter­
reserves of the Central 

Total debt of the public sector 

Total outstanding external and 
domestic debt &/ 11 

Cumulative net increase of domestic 
debt 

Cumulative net increase in short.­
term external debt �/ 

2 .  Indicative target 

Cumulative change in the net 
international reserves of the 
Central Bank 2./ 

1/ Indicative. 

Stock 
Dec. 1994 

80 , 340 

Dec. 1994 -
March 95 !/ 

- 1 , 260 

-1 ,260 

2 , 690 

Dec. 1994 -
June 95 

Dec . 1994 -
Sept. 95 

( In millions of Pesos) 

-835 745 

-835 745 

3, 370 2 , 870 

(In millions of U .S .  dollars)  

-2, 790 -1, 990 -1, 190 

80 , 220 83 , 730 83 , 505 

600 600 300 

700 700 700 

- 5 , 340  - 5 , 940 - 4 , 785 

Dec. 1994 -
Dec. 95 

2, 000 

2 , 000 

2 , 315 

-390 

82,890 

700 

-2,290 

ZI The nonfinancial public sector, as defined under the program, excludes the provincial nonfinancial public 
sector. Excludes receipts from privatization. 

1/ The deficit ( - )  or surplus of the Central Bank of Argentina (BCRA) is defined as net interest earnings less 
transfer payments to the Govenunent and net operating expenses . 

• The net domestic assets (NOA) are defined as the difference between the monetary liabilities and the net 
i ational reserves (NIR) of the BCRA, both measured at end period. The monetary liabilities includes currency 
issue and legal reserve deposits held in the BCRA. The NIR are defined in footnote 9 .  

2/ The free international reserves of the BCRA are defined a s  the difference between gross international reserves 
and the monetary liabilities (the latter as defined in footnote 4 ) .  Gross international rese:i:-ves include BCRA 
holdings of gold, foreign currency in the form of cash and deposits abroad, and Argentina ' s  net balance within the 
Latin American Trade Clearing System (ALADI ) ,  and exclude central bank holdings of government debt instruments. 

f/ Data used to monitor external and domestic debt developments will be taken from the debt reporting system and 
the balance of payments accounts . The stock of debt will be valued at end-1994 exchange rates and measured at end of 
period. 

ZJ Total outstanding debt of the public sector includes all U . S .  dollar-denominated and Argentine-peso denominated 
obl�ations of the national nonfinancial public sector, including funds obtained for constituting trust funds , U . S .  
dollar-denominated obligations o f  provincial governments, and the national financial public sector, including the 
BCRA, �CE. and other official banks.  The limit includes all new debt issued for the consolidation of domestic 
arrears (BOCONs ) .  It excludes any adjustments , during the period, to the stock of BOCONs resulting from the 
capitalization of interest. The ceilings will be adjusted for any revisions to the initial stock of debt resulting 
from the discovery or registration of old debt . 

�/ Excludes bridge loan by BIS. 
!/ The net international reserves (NIR) are defined as the gross international reserves of the BCRA less 

liabilities of the BCRA, including net bridge loans and the net IMF position . A negative sign signifies a loss of 
NIR. For measuring balance of payments performance , changes in NIR will not be affected by changes in gold prices 
nor, in the case of currencies other than the U . S .  dollar, by changes in cross rates. The NIR target will be adjusted 
for any changes in the value of reserve assets and liabilities that result from factors other than balance of payments 
flows . 

/1� 

,; ;} 
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Table 2 .  Atqentina:  Summary of Public Sector Operatione, 1 9 9 4 - 9 5  

• 
( I n m i l l ione of Argentine peso. 

- ---------------------------- ----------------------------------- -- ---------------------------
1 9 9 4  

Prog. 

Jan-June 
1 9  94 

Prel . 1 /  

July-Dec 
1 9 9 4  

Pre l .  1 /  

1994  

Pre l .  1 /  

1 9 9 4  

Pre l .  2 /  o, QU 

1995 
Program 2/  

QlII  Q,V 

199S  
Frog, - - ----- ------------------------ ----------------------------·----------------------------------------- -- -- -- -- -

Revonu e 4 8 , 95 7  2 3 , 6 7 3  

General government current revenue 4 8 , 75 1  2 3 , 6 6 7  - - - - - - - - - - - - - - - - - - - - - - - -- - - - -- ----
Nat i o n a l Admin i s t r a t ion tax es " 3 2 , 3 3 3  1 5 , 9 0 3  
Social  .... ourity 4 /  1 4 , 051  6 ,  4 89  
Nontax revenue 2 , 3 6 7  1 ,  275 
Operating surplus of pub l i c  ent e rpriaea 123 ( 2 1 )  
Capi t a l  revenu e ,  nonpriva t i:ation 83 " 
Expand iture,  excluding intereBt payment• 5 /  ,t 3 ,  • s o  2 1 , 48 2  - - - - - - - -- - - - - - - - - - - - - - - - - - - - - -- -- - - - - - - -
Nationa l  adminietration wagea 7, l 7 1  3 , 635  
Goode and 11 e rvicea 2,  24  S '" 
Pensions l . ,  890 7,  3 3 3 
Tran9f era 1 6 , 245  8 , 0 8 2  

T o  provinces 1 3 , 6 6 8  6 , 73 9  
Other 2 , 5 7 7  l ,  34  .3 

Oth er current expenditure 5 1 7  
Capital expenditure 2 , 89 4  l ,  4 1 8  

Primary balance 6 , 10 7  2 , 6 7 4  - - - - - - -- - - - - - - -
Exclud ing priv at i z at i o n  5 , 5 0 7  2 , 19 1  
Privati zation ,oo '" 

IntereDt { accrual ba11 i a )  3 , 1 3 7  l ,  6 4 9  
- - - - - - - - - - - - - - - - - -

Ove ra l l  bal ance ( NFPS) 2 , 9 7 0  1 , 025 
- - - - - - - -- - - - - - - -- - - - -

Balance on qua a i - f i9cal operations "' ( 1 7 6 )  
- - --------------- ------------

Overal l balance of pub l i c  11ector 3 , 329  "' ------ ----------------------- -
Excluding privatization 2 , 7 2 9  3" 

2 4 , 1 2 5  

2 4 , 0 7 3  

1 5 , 687  
6 , 800 
1 , 58 6  

5 
4 7  

2 3 , 6 3 0  

3 , 829 
1 , 23 8  
8 ,  66  S 
8 , 46 7  
6 , 828 
l ,  6 3 9 

" 
l ,  361  

7 4 5  

4 ' 5  

2 5 0  

l ,  82 6 

( 1 ,  08 l ) 

1 4 2  

l 9 3 9 l 

( l ,  189 ) 

4 7 , 7 9 9  

4 7 , 7 4 1  

3 1 , 590 
1 3 , 290 

2 , 8 6 1  
( 1 6 )  

7 4  

4 5 ,  1 1 2  

7 , 4 6 4  
2 , 2 33  

1 6,  00  l 
1 6 , 55 1  
1 3 , 5 68 

2 , 98 3  
8 3  

2 , 7 8 0  

3 , 4 2 0  

2 , 68 7  
7 3 3  

3 , 1 5 0  

2 7 0  

( 3 3 )  

2 3 7  

( 4 9 6 )  

4 8 , 605 1 1 , 829 

4 8 , 5 4 7  1 1 , 7 6 9  

3 2 , 090 7 , 80 6  
1 3 , 59 6  3 , 1 7 3  

2 ,  SE';  l 7 9 0  
( 1 6 )  " 

7 4  2 4  

4 6 , 2 8 6  1 2 , 256  

7 , 778  2 , 23 4  
2 , 32 4  7 1 2  

1 5 , 3 1 1  3 , 86 4  
1 6 , 9 € 9  4 , 4 2 6  
1 2 , 5 3 5  3 , 163  

4 , 4 J 4  1 , 26 3  
" ., 

3 , 8 1 9  , 1 0  

3 , 05 2  { 4 2 6 )  

2 , 3 1 9  ( 4 2 7 )  
1 ' 3  1 

3 , 150  8 3 3  

( 9 8 )  ( 1 , 259 I 

( 3 3 )  0 

( 1 3 1  l ( l ,  259 ) 

( 8 6 4 )  { 1 , 26 0 )  

·-----------------------------------------------------------------------------------------------·------------------------------
Source s :  Hini etry o f  Economy; Central Bank of Argenti n a ;  and Fund nt a f f  eetima t es .  

1 /  On 1 9 9 4  progr a m ba11 i 11 .  
2 /  o,i t !i e t,n o l a  o t  t i,� 1,nw dn t 1 11 1 t io1> w h i ,:!, i 1 ,clu<leu va r 1 oua uoc i a l  e e cu r i t y  ope r a t 1nnu on n g r o u u  h,ui i 11 ,  

wh1 cl1 )ind pr ev i ou 11 l y  hee,, include<l on a net ba o i e .  

1 3 , 3 5 5  

1 3 , 308  

9 , 5 4 3  
3 , 1 2 2  
,., 
" 
" 

1 1 , 8 7 3  

1 , 94 4  
5 5 8  

3 ,  7 7 3  
4 , 5 8 7  
3 , 508 
1 , 0 7 9  

3 
1 ,  008  

1 , 68 1  

1 , 48 2  
1 ' 9  

1 , 0 5 7  

'" 

0 

6 2 4  

4 2 5  

1 4 , 507 

1 4 , 4 3 6  

9 ,  830 
3 , 9 1 3  
'" 
" 
31 

1 2 , 0 1 4  

1 , 927  
5 1 5  

4 ,  2 2 1  
4 , 3 8 3  
3,  3 6 5  
1 , 01 8  

3 
'" 

3 , 493  

2 , 49 3  
1 , 000  

'" 

2 , 5 7 8  

0 

2 , 5 7 8  

1 , 5 7 8  

1 4 , 654  5 4 , 345 

1 4 , 5 8 2  5 4 , 2 1 1  

1 0 , 1 2 2  3 7 , 3 0 1  
3 , 7 1 8  1 3 , 926  

7 4 2  2 , 8 6 7  
3 1  l H  

., 1 1 7  

1 2 , 1 1 7  4 8 , 260  

1 , 92 5  8 , 030 
558 2 , 3 4 3  

4 ,  1 6 0  1 6 , 0 1 8  
4 , 5 3 1  1 7 , 933 
3 , 4 8 8  1 3 , 5 2 4  
1 , 0 4 9  4 , 409 

' 59 
9 3 3  3 , 8 7 6  

3 , 7 3 8  8 , 485 

2 , 53 8  6 , 085 
l,  200 2 , 40 0  

1 , 275  4 , 080 

2 , 4 6 3  4 , 405 

0 

2 , 4 6 3  4 ,  405 

l,  263 2 , 005 

----·- -- ~  

3 /  Excl,1de11 i n  1 9 9 4  ( o n  the 1 9 9 4  program bas i o )  Arg$SOO  m i l l io n  for the issu e of bonds a gainat de ferred i n come tax deduct ion11 t •quebrantoa " ) .  
4 /  r n clud e11 i n  1 9 9 i  { o n  the 1 9 9 4  program ba11 i s )  Arg$ 8 7 9  m i l l i o n  t ha t went to the newly e n t a b l i u h e d private penn ion fundn (AFJPs ) .  

Contribution payments in the form of  bond11 ar e includ ed nt  ma rket value.  
5/  Excludee expenditure for a r r ea ra c l e a rance to pens i one rs , supp l i e r s ,  a nd provinci a l  governments of Arg$4 . 2  b i l l ion i n  1994.  Aleo 

excluded from expenditure ar e  advanc es on transfers to provinces under the revenu e -shar ing arra ngement of Arg\611  mi l l ion that were f i n anced wit�  
bond s ;  ca sh payments to pens ioners of Arg $ 2 2 3  m i l l ion resulting  from judicial awards ; and payments by the government f o r  provincial employment 
reduction schemeG, financed by bonds, in the amount of  Arg$27 m i l l i o n .  

• 
• 
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Table 3 .  Argentina: Summary of Public 

.. . • ( I n  percent of GDP ) 

&oo,o< Op
.

,iono, 1 0 0 4 - 0 5  

·. 
-------------------------------------------------------------------------------- ----------------------------------------------- ----------------------------------------

1 9 9 4  
Jan-June 

1 9 9  4 
July-Dec 

1 9 9 4  1 9 9 4  1 9 9 4  
1 9 9 5  

Program 2 /  
----------------------------------------· 1 9  9 5 

Prog.  Pre l .  1 /  Pre l .  1 /  Pre l .  1 /  P re l .  2 /  Q3 QU QIII ------------------------------------------------ --------------------------------------------------------------------------------------------- - -- -

Revenue 

General government current revenue 

National Administration taxes 3 /  
Social aecurity 4 /  
Nontax revenue 
Operating eurplua of public anterpriaee 
Capital  revenue, nonprivatization 

�xpenditure , excluding interest payments 5/ 

National administration wag•s 
Goode •nd ••rvio•• 
Pensions 
Transfers 

To provinces 
Other 

Other current expenditure 
Capi t a l  expenditure 

Primary balance 

Excluding privatization 
Privatization 

Intereat (accrual baaiaJ 

Overa l l  balance (N�PS ) 

Balance of quasi-fiacal operatione 

Overa l l  balance 

Excluding privatization 

1 7 . 5  

l 7 .  5 

1 1 . 6  
5 . 1  
o . ,  

- -
- -

l 5 .  6 

' . '  
o . ,  
5 .  4 
5. 8 . . . 
0 . '  ---
1 . 0  

, . ,  

2 . 0  
0 .  2 

l .  1 

1 . 1  

0 .  l 

1 .  2 

1 . 0  

1 8  . 1  

1 8 . 1  

1 2 . 1  
5 .  0 
1 . 0  
- -
- -

1 6 .  4 

L 8  
0 .  8 
5 . '  . . , 
5 .  l 
1 . 0 - - -
1 .  1 

, . o  

1 .  7 
0 . •  

l .  3 

0 .  8 

-0 . 1  

0 . ' 

0 .  3 

1 6 . 4  

1 6 .  4 

1 0 . 7  
4 . '  
1 . 1  

1 6 .  l 

, . ,  
0 . 8  
5 . '  
5 .  8 
4 .  7 
1 . 1  

0 . '  

0 . 5  

0 .  3 
0 ,  2 

l . '  

- 0 . 7  

0 . 1  

- o  . 6 

- 0 . 8  

Sourc e o :  Hinistry o f  Economy; Central Bank o f  Argent i n a ;  and Fund staff eetimates ,  

1 /  On 1 9 9 4  program basi s ,  

1 7 . 2  1 7 . 5  

1 7 .  2 1 7 . S  

1 1 . 4  1 1 - 6  
4 .  8 4 . '  
1 . 0  1 . 0  
--
--

1 6 . 2  1 6 . 7  

, . ,  ' .  8 
0 .  8 0 .  8 
5 .  8 5 , 5  
, . o  6 .  l 
4 . '  4 .  5 
1 . 1  1 . ,  --- ---
1 . 0  1 . 4  

l .  2 1 . 1  

1 . 0  0 . 8  
0 .  3 0 .  3 

l .  1 1 . 1 

0 .  1 - o . o  

0 . 1  - 0  . o  

- o .  2 - 0 . 3  

2 /  o n  the baoia of the new d e f i n i t i on which includea var1ouo social security operatione o n  a grooa bae i s ,  
which had previoualy been inc luded on a net baa i a .  

1 7 .  0 1 8 . 0  1 8 .  7 

1 6  . 9  1 8 .  0 18 . 6 

1 1 . 2  1 2 . 9  1 2 .  7 
4 . '  4 .  2 5 . 0  
1 . 1  o . ,  o . ,  

1 7 ,  6 16 . 1  1 5 . 5  

3 . '  ' . '  2 .  5 
1 . 0  0 .  8 0 .  7 
5 .  5 5 .  l 5 .  4 
, . . ' .  2 5 .  7 
4 .  5 . .  7 4 .  3 
1 . 8  1 . 5  1 .  3 --- --- ---
1 .  4 1 .  4 l . '  

- 0 . 6  2 .  3 4 .  5 

- 0 . 6  , .  0 3 .  2 
0 .  3 1 . 3  

l . '  1 . 4  1 . ,  

- 1 .  8 0 .  8 3 ,  3 

-1 . 8 0 .  8 3 .  3 

- 1 . 8  0 . '  2 . 0  

Q,V 

1 8 . 6  

1 8 .  7 

1 3 . 0  
4 .  8 
1 . 0  

1 5 . 5  

' .  5 
0 .  7 
5 .  3 
5 .  8 
• .  5 
l .  3 - - -
1 . 2  

4 .  8 

3 . 3  
1 . 5  

, . ,  

3 .  2 

3 . 2  

, . ,  

prog. 

16 . 1  

1 8  . 1  

1 2 . 5  
4 .  7 
1 . 0  

1 6 . l  

'l - 7  
0 ,  8 
5 .  4 
' • 0 
4 .  5 
1 . 5  
---
1 .  3 

2 . 8  

2 . 0  
0 . 8  

1 .  4 

1 . 5  

1 . 5  

0 .  7 

3/ Excludes in 1 9 9 4  (on the 1 9 9 4  program basi s )  0 . 2  percent of GDP for the issue of bonds against deferred income tax deductions ( Mquebrantos " } ,  
4 /  lncludes i n  1 9 9 4  (on the 1 9 9 4  program basi s )  0 , 3  percent of GDP that went t o  the newly established private pension funds (AFJPs ) .  

Contribution payments i n  the form of bonds arc  included at market va lue . 
5/ Excludes expenditure for arrears clearance to pensio�� -? , supp l iere , and provincial governments of 1 . S  percent of GDP in 1 9 9 4 .  Aleo 

excluded from expenditure are advances on tran11fero t,  �evinces under the revenue-eharing arrangement of O .  r,: �cent of GDP that were financed with 
bonds;  cash payments to pensioners of O . l  percent of G.,-.,• r"sult1ng from jud1cial awards; and payments by the Vi .. }!.rnment fot provincial employment 
reduction ochemes ,  f i nanced by bonds , in the amount of  0 . 0 1 per�ent nf  �OP 
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EBS/95/146 

CONFIDENTIAL 

August 30, 1995 

Subject : Argentina - Letter of Intent and Memorandum of Economic Policies 

• Attached for consideration by the Executive Directors is a letter 

• 

of intent from the President of the Central Bank of Argentina and the 
Minister of Economy and Public Works and Services of Argentina requesting a 
waiver and modification of performance criteria under the extended 
arrangement, together with a memorandum on economic policies of the 
Government of Argentina . 

This subj ect , together with the staff report for the 1995 
Article IV consultation with Argentina and its request for a waiver and 
modification of performance criteria under the extended arrangement (to be 
issued) , is tentatively scheduled for discussion on Wednesday, September 27, 
1995 . 

Mr. Hardy ( ext . 37158) or Mr. Traa (ext. 36876) is available to 
answer technical or factual questions relating to this paper prior to the 
Board discussion . 

Att : (1)  

Other Distribution : 
Department Heads 
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Buenos Aires, August 29, 1995 

Dear Mr. Ca.mdessus: 

The attached policy memorandum and annexed tables describe developments 
under the program of the Government of Argentina in the first half of 1995 
and the revised objectives and targets that are proposed for the rest of the 
year. In view of the greater-than-expected slowdown in domestic absorption 
(reflected not only in a stronger adjustment in the external current account 
but also in a sharp increase in unemployment and a drop in public sector 
revenue) , and the reopening of access to international credit markets , the 
Government is requesting a waiver of the application of the nonobserved 
performance criterion of the program in June 1995 as well as certain 
modifications of the performance criteria of the program for September and 
December 1995. 

that the 
program. 
with the 

measures taken are 
The Argentine 

Fund and will consult 

The Government of Argentina believes 
adequate to achieve the objectives of its 
authorities will maintain close relations 
the adoption of any measures that may be 
Fund ' s  practices on such consultations. 

needed, in accordance with the 

/s/ 
Roque Fernandez 

President 
Central Bank 

of the Republic of Argentina 

Sincerely, 

/s/ 
Domingo F. Cavallo 

Minister of Economy and 
Public Works and Services 

on 
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Policy Memorandum 

In the wake of the crisis in Mexico, during the firs t half of 1995 
Argentina experienced a substantial capital outflow and a sharp decline in 
bank deposits. Direct foreign financing to the private sector was severely 
restricted and there was a sharp contraction in credit available to 
consumers and small and medium-sized enterprises. Even though the loss in 
bank deposits was accommodated largely by the Central Bank through a 
reduction in reserve requirements and special rediscounts and swaps , this 
could not prevent a credit squeeze that led to a s lowdown in the growth of 
real GDP in the first quarter and a moderate recession in the second 
quarter, compared with the corresponding periods of 1994. The effects of 
the contraction in domestic demand were attenuated by record agricultural 
production and a major adjustment in Argentina's external accounts. 
Merchandise exports rose by 45 percent and imports declined by 5 percent in 
the first half of 1995 , compared with January-June 1994, and the trade 
account shifted from a deficit of US$3 billion to a surplus of US$1 bill ion 
over the same period. At the same time , during the firs t half of 1995 
consumer prices rose by only 1 percent and wholesale prices by 4. 4 percent, 
while urban unemployment j umped to 18. 6 percent of the labor force in May 
1995, from 12. 2 percent in October 1994, largely as a result of a sharp 
increase in  the labor force participation rate. 

For the year as a whole, the external current account deficit as 
measured by the IMF is now projected to decline to US$3. 7 billion 
( 1. 3  percent of GDP), from US$10 billion (3. 7 percent of GDP) in 1994- ­
about 0.7 percent of GDP lower than programmed. 1/ 

The sharp adjus tment in the external current account ,  the reversal of 
capital outflows ( reflected in the recovery by early August of half of the 
loss in bank deposits that took place between December 1994 and early May 
1995 ) ,  the recovery of stock and bond prices to the pre-crisis levels, and 
the recent reopening of access to the international capital markets with the 
successful placement of a five-year DMl billion bond in Augus t at favorable 
terms are evidence that Argentina' s  economic program is succeeding in its 
basic obj ective of assuring external viability over the medium term. 
Furthermore, the problems that emerged in the financial sector are well 
under way to being resolved, requiring less resources from the Trust Funds 
than originally expected, and the financial sys tem is emerging stronger and 
more efficient. 

• These economic developments, however, have also had a strong impac t 
' the public finances. In particular, the sharp contraction in domestic 
consumer demand and increased tax evasion combined to produce a revenue 

1/ As measured by the authorities, the 1995 current account deficit is 
proj ected at US$2. 0 billion (0. 7 percent of GDP) , compared with 
VS$8 . 2  billion ( 2. 9  percent of GDP) in 1994. 

on 
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shortfall of about Arg$1.6 billion (2 percent of quarterly GDP) in the 
second quarter of 1995 compared to program- - a  trend that is continuing in 
the third quarter. In order to meet the program fiscal targets for June , 
payment of the wealth tax was advanced and wage and other current payments 
were delayed. However, it is now estimated that there will be a revenue 
shortfall of more than Arg$6 billion (over 2 percent of GDP) for the year as 
a whole ,  that will be only partly compensated by lower transfers of shared 
revenues to the provinces. Even though the Government expects to hold 
noninterest expenditures some Arg$2 billion (0. 7 percent of GDP) below 
original program targets , and is making additional efforts to reduce tax 
evas ion and encourage employment , as described further below , it will be 
possible to attain a balanced overall fiscal position (excluding 
privatization receipts) only in the fourth quarter of 1995 , and a deficit of 
Arg$2.4 b illion in the nonfinancial public sector is now projected for 1995 
as a whole , which will be covered by privatization receipts. This compares 
with an overall surplus of Arg$2 billion under the original program , 
excluding privatization receipts. 

At the same time, the financing constraint on the public sector that 
was foreseen in March 1995, when the program was adopted , has eased 
significantly. Moreover, as noted , the restructuring of the commercial 
banking system is expected to require less resources than programmed. 
Indeed , with the resources already received and the expected proceeds from 
privatizations , the Government of Argentina will have more than sufficient 
resources to cover the required amortization of the public sector debt and 
the restructuring of the banking system without a need for generating the 
budgetary surplus that was programmed. 

As financial conditions return to normal and the economy picks up 
momentum , tax collections are expected to recover. To encourage this 
process , in mid-August facilities were introduced to encourage payment of 
tax arrears and improve compliance. The first covers tax liabilities  
( including arrears to the social security system) accrued prior to December 
1994 which may be discharged with public sector bonds or cash in 48 monthly 
installments, and the second facility covers tax liabilities accrued in the 
first half of 1995 which will be converted into notes , payable in 30 monthly 
installments. These notes will be discounted by the Government with the 
banks , an operation which is expected to yield at least Arg$1 billion in 
revenue in the last quarter of 1995. Other initiatives to improve tax 
compliance include the introduction of a requirement for shareholdings to be 
identified and for the dividends to be made subject to withholding against 
the income tax , introduction of a personal fiscal compliance card , that will 
be required for most significant economic transactions , introduction of an 

:1ncentive for middle and upper income consumers to ask for receipts , and 
introduction of nonerasable cash registers at the point of sale for the VAT. 

The Government of Argentina is deeply concerned by the rise in 
unemployment , which has affected men and women of all ages in virtually all 
areas of the country , and is doing all within its power to alleviate and 
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overcome this problem. The administration of the unemployment fund is being 
improved to permit an increase in the number of beneficiaries ; conditions 
have been made more flexible for part-time employment ;  a new apprentice 
program set up; and job training programs and incentives are being 
strengthened. In this regard, the Government considers that the high level 
of taxation on labor is a disincentive to employment and a cause of 
widespread tax evasion , and has therefore decided to lower employer social 
security contributions, that currently range from 33 percent in Buenos Aires 
to 16 1/2 percent in outlying provinces, by 30 percent in three equal steps , 
for all sectors , in September and November 1995 and January 1996. The 
initial revenue loss from this measure is expected to be recovered during 
1996 through improved coverage and better administration of the social 
security system , in which evasion and noncompliance is currently estimated 
to be around 40 percent. All considered, using comparable tax rates, tax 
collection in 1996 as a share of GDP is expected to be higher than the 
proj ected level for 1995 but still lower than in 1993 and 1994, further 
indicating the scope for reducing tax evasion. 

The Government of Argentina remains fully committed to the maintenance 
of fiscal and financial equilibrium as the guarantor of the Convertibility 
Plan and the prerequisite for maintaining confidence, encouraging capital 
inflows and resuming economic growth. For that purpose, the nonfinancial 
public sector will be in overall equilibrium on a cash basis in 19 96, 
excluding privatization receipts. To achieve this goal, total expenditure 
(in nominal terms) will not exceed the level of outlays agreed for the 1 9 95 
program and all necessary measures will be taken to assure the required 
level of revenue. 

The Government of Argentina intends to press forward with key 
structural reforms to improve the flexibility and efficiency of the economy. 
A new Bankruptcy Law was approved in Congress recently , and a new Work­
related Accidents Law , which is expected to reduce labor costs 
substantially, has been passed by the Lower House and is expected to receive 
full Congressional sanction shortly. A new law has been approved that 
allows significantly more flexibility to enterprises with up to 40 employees 
as regards employment conditions and the negotiation of collective 
contracts. A new Collective Bargaining Law is to be submitted shortly to 
Congress which will contribute to decentralized labor negotiations , greater 
flexibility in labor practices, and increased employment opportunities. 

The Government also has decided in recent days to transfer honorary 
pensions from the social security administration to the Social Development 
Secretariat, with the obj ective of ensuring that they are awarded 

.·'henceforward exclusively on the basis of need. Similarly , medical attention 
for such pensioners will be handled henceforward by the Social Development 
Secretariat , on the basis of competitive bids, rather than through the 
Medicare system (PAMI) as at present. At the same time, PAMI will cease its 
involvement in providing ancillary services (such as tourism) and 
concentrate only on providing health care to pensioners , reducing costs and 
improving efficiency. The Government has also set up a system of automatic 
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distribution of funds to health plans (obras sociales) , and plans to 
undertake further reforms in this area with assistance from the World Bank. 

Substantial progress is being made by the provinces in reducing their 
fiscal deficits. With assistance from the World Bank and IDB, the 
privatization of some 8 ·out of the 27 provincial banks is expected to have 
been completed by year ' s  end, and a further 6 provincial banks are well on 
the way to privatization. Several provinces are already privatizing their 
electric and water companies, and the province of Buenos Aires has announced 
its intention to privatize its electric utility. Reflecting these reforms , 
including reductions in wages and in special pensions, the cash deficit  of 
the provinces , which was estimated at 0. 7 percent of GDP in 1994, will 
decline substantially in 1995. 

Given the external and domestic financing framework, the stronger- than­
expected adjustment taking place in the economy, and the changed external 
prospects of the country, the Government of Argentina is convinced that its 
current policy stance is appropriate , and that the above described policies 
and measures are sufficient to maintain the viability of its program. In 
light of the overall evolution of the program, and the measures that have 
been adopted, the Government of Argentina therefore is requesting a 
modification of the targets and performance criteria under the p rogram for 
September and December 1995 as indicated in the attached table. The 
Government of Argentina also intends to reques t  a successor arrangement from 
the Fund in 1996 in support of its economic program and stands ready, as 
necessary and in a timely way, to adopt whatever measures are required to 
achieve the program ' s  objectives of fostering sustained economic growth in 
conditions of internal and external viability , 
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Table 1 .  Argentina: Quantitative Performance Criteria and Indicative Targets for 1995 

1. Quantitative performance criteria 
Overall deficit (- )  or surplus of the 
nonfinancial public sector l/ 

Combined deficit (- )  or surplus of the 
nonfinancial public sector 
and the Central Bank 1/ ii 

Cumulative ceiling on noninterest expendi­
ture of the National Administration V 

Cumulative change in the net domestic 
assets of the Central Bank i/ 

Original Program 
Stock Dec. 1994-

Dec.  1994 June 1995 

(In millions of pesos} 

-835 

-835 

3, 370 

(In millions of U.S. dollars )  

acumulative change in the free inter­

w,iational reserves of the Central Bank .2f 

Total debt of the public sector 

Total outstanding external and 
domestic debt £/ ll �/ 

Cumulative net increase of domestic debt �/ 

Cwnulative net increase in short-
term external debt �/ 2/ 

2 .  Indicative target 
Cumulative change in the net 
international reserves of the 
Central Bank lQ/ 

80 , 805 

- 1 , 990 

84 , 195 

600 

700 

- 5 , 940 

Prel. Outturn 
Dec. 1994-
Jtllle 1995 

-862 

-794 

22,570 

2 , 379 

-802 

82, 923 

- 1 , 414 

-78 

- 5 , 007 

Revised 
Dec . 1994-
Sept . 1995 

-2,400 

-2 , 350 

34 , 730 

2 , 870  

- 1 , 190 

83, 970 

300 

700 

-4 , 540  

Program 
Dec. 1994-
Dec.  1995 

-2 , 400 

-2,350 

4 6 , 230 

2 , 210 

-190 

83 , 355 

700 

-2 , 745 

1/ The nonfinancial public sector, as defined under the program, excludes the provincial nonfinancial public 
sector, Excludes receipts from privatization. 

�/ The deficit (- )  or surplus of the Central Bank of Argentina (BCRA} is defined as net interest earnings less 
transfer payments to the Government . 

]I The ceiling will be adjusted up or down for any excess or shortfall from the program level in automatic revenue 
transfers to the provinces under the revenue sharing arrangements . 

• The net domestic assets (NOA) are defined as the difference between the monetary liabilities and the net 
i national reserves (NIR) of the BCRA, both measured at end period, The monetary liabilities includes currency 
issue and legal reserve deposits held in the BCRA. The NIR are defined in footnote 1 0 .  

11 The free international reserves of the BCRA are defined as the difference between gross international reserves 
and the monetary liabilities (the latter as defined in footnote 4 ) .  Gross international reserves include BCRA 
holdings of gold, foreign currency in the form of cash and deposits abroad, and Argentina ' s  net balance within the 
Latin American Trade Clearing System CALADI) , and exclude central hank holdings of government debt instruments .  

�/ Data used to monitor external and domestic debt developments will b e  taken from the debt reporting system and 
the balance of payments accounts . These ceilings have been adjusted upwards by $465 million to take into account 
revisions to the end-1994 stock of debt. The stock of debt will be valued at end-1994 exchange rates and measured at 
end pf period. 

Z/1 Total outstanding debt of the public sector includes all foreign currency-denominated and Argentine-peso 
denominfted obligations of the national nonfinancial public sector, including funds obtained for constituting trust 
funds, -'foreign currency-denominated obligations of provincial governments , and the national financial public sector, 
including the BCRA and other official banks . The limit includes all new debt issued for the consolidation of domestic 
arrears (EOCONs } .  It excludes new borrowing by the foreign trade bank (BICE) and any adjustments, during the period 
to the stock of BOCONs resulting from the capitalization of interest. The ceilings will be adjusted for any revisions 
to the initial stock of debt resulting from the discovery or registration of old debt. 

�/ The limit will be adjusted for borrowing to compensate for any shortfall in privatization receipts relative to 
program. 

2./ Excludes bridge loan by the BIS. 
J]./ The net international reserves (NIR) are defined as the gross international reserves of the BCRA less foreign 

liabilities of the BCRA, including BIS bridge loans and the net IMF position. A negative sign signifies a loss of 
NIR . For measuring balance of payments performance, changes in NIR will not be affected by changes in gold prices 
nor , in the case of currencies other than the U .S .  dollar, by changes in cross rates. The NIR target will be adjusted 
for any changes in the value of reserve assets and liabilities that result from factors other than balance of payments 
flows . 



.le 2 .  Argentina: Sumnary of Public  Sector Operat ions , 1992-95 

( In millions of pesos)  

� 
Taxes 
Social Security 

Contributions it 
Nontax revenue 
Capital revenue 
Operating surplus of 

public enterprises 

Noninterest expenditQre 
Wages 
Goods and services 
Pensions 
Transfers 

Provine es 
Other 

Other current 
Capital expenditure 

Interest {Accrual basi s )  

Statistical discrepancy 1/ 

Balance of quasi - fiscal 
operations 

Overall balance of public 
sector 

Privatization 

Overall balance including 
:e_rivati�Mlo� 

1992 

38 844 
2 6 , 454 

9 , 833 
2 , 029 

105 

423 

35 737 
5 , 652 
2 , 482 

12 , 653 
1 3 , 112 
12, 620 

492 

1 , 838 

3 324 

(274 ) 

illli 

1 867 

1 376 

1993 

44 275 
28, 811 

1 1 , 8 74 
2 , 690 

145 

755 

39,721 
6 , 695 
2 , 893 

13 , 136 
1 4 , 501 
12 , 595 

1 , 906 

2 , 496 

2 917  

190 

1 827 

3 740 

5 567 

1994 .!/ 

4 8  761  
3 2 , 089 

1 3 , 608 
3 , 134 

74 

( 14 4 )  

4 6  631 
7 , 794 
2 , 295 

1 5 , 24 1  
1 7 , 3 3 1  
12 , 535  

4 , 796 
83 

3 , 887 

3 150 

( 3 3 )  

.lL.!ill.J. 

733 

illQJ. 

Sources : Ministry of Economy ; and Central Bank of Argentin a .  

Jan. -June 
Prag. 

25 180 
17, 349 

6 , 295 
1 , 433 

45 

58 

24 126 
4 , 178 
1 , 276 
7 , 637 
9 , 012  
6 , 671  
2 , 34 1  

46 
1 , 977 

1 889 

ilill 

1 

ill!!.]_ 

Jan. -June 
Prel. 

23 550 
15 , 778 

6 , 046  
1 , 756 

16  

( 4 6 )  

22,570 
3 , 575 
1 , 100 
7 , 297 
8 , 701  
6 , 216 
2 , 485 

167 
1 , 730 

1,932 

90 

68 

1l.2il 

125 

i..e.e2.l 

1995 
Jan. -Sept. 
Rev. Frog, 

35 294 
23 , 506 

9 , 262 
2 , 478 

56 

( 8 )  

34 ,725 
5 , 816 
1 , 745  

1 1 , 477 
12, 938 

9 , 244 
3 , 694  

167 
2 , 582 

2,964 

68 

ibEZ1. 

lli 

l..Llill 

Jan. -Dec . 
Rev. Prag. 

48  166 
32 ,851  

12, 030 
3 , 156 

108 

21 

46,228 
7 , 769 
2 , 193 

15 , 573 
17 , 128 
12 , 321 

4 , 807 
167 

3 , 398 

4 ,333 

68 

lbEll 

2,396 

fi 

192.L.!.L 
Original 

Prag. 

54  345  
3 7 , 301  

13 , 926  
2 , 867 

117 

134 

48,259 
8 , 030 
2 , 34 3  

16 , 018 
1 7 , 933  
13 , 524 

4 , 409 
59 

3 , 876  

4 ,080 

2,0.06 

2 400 

4 406 

Revised 
Prag . 

48 166  
32 ,851  

12 , 03 0  
3 , 15 6  

108 

21  

4 6  228 
7 , 76 9  
2 , 193 

15, 573 
17 , 128 
12 ,321 

4 , 807 
167 

3 , 39 8  

4 333 

6 8  

l..Llill 

2 396 

fi 

]j On the basis of the new definition which includes various social security operations on a gross basis ,  which had previously been included on a 
net b.l� i ::; .  

'?:_/ Excludor. i n  1994 Arg$879 million that went to tho nowly established private pension funds (AFJPs ) .  

2/ Statistical discropancy between above-the-line and below-tho-lino measurement .  

� 
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Table 3 .  Argentina: Surrrnary of Public Sector Operations, 1992-1995 

( In percent of GOP) 

1995 1 1995 ll 
Jan. -June Jan. -June Jan. -Sept. Jan. -Dec . Original Revised 

1992 1993 1994 11 Prag. Pre!. Rev. Prag. Rev, Prag, Prag. Frog. 

Revenue 1L.l 11..:.l 11..:1 17 . 4  1 6 . 8  li.:.1 16 , 6  1 8 . 2  
Taxes 1 1 .  7 1 1 . 2  1 1 .  4 12 . 0  1 1 . 2  10 . 9  1 1 . 3  12.5 1 1 . 3  
Social security 

contributions it 4 . 3  4 . 6  4 , 8  4 . 3  4 , 3  4 . 3  4 . 1  4 . 7  4 . 1  
Nontax revenue 0 .  9 1 . 0  1 .  l 1 . 0  1 .  2 1 . 2  1 . 1  1 . 0  1 . 1  
Capital revenue - - 0 . 1  
Operating surplus of 

public enterprises 0 , 2  0 . 3  -0 . l  

Nonlnterest exEenditure 1 5 . 8  15 . 4  16 . 6  16 . 7  16 . l  Ll 1 5 . 9  ll.....! 15, 9 
Wages 2 . 5  2 . 6  2 . 8  2 .  9 2 , 5  2 ,  7 2 .  7 2 . 7  2 . 7  
Goads and services 1 . 1  1 . 1  0 . 8  0 . 9  0 , 8  0 . 8  0 . 8  0 , 8  0 , 8  
Pensions 5 , 6  5 . 1  5 . 4  5 . 3  5 . 2  5 . 3  5 , 4  5 . 4  5 . 4  
Transfers 5 . 8  5 . 6  6 , 2  6 , 2  6 . 2  6 . 0  5 , 9  6 . 0  5 . 9  

Provinces 5 . 6  4 . 9  4 , 5  4 . 6  4 , 4  4 , 3  4 . 2  4 . 5  4 . 2  
Other 0 , 2  0 . 7  1 .  7 1 .  6 1 . 8  1 .  7 1 .  7 1 . 5  1 .  7 

Other current -- -- - - -- 0 , 1  0 . 1  0 . 1  -- 0 . 1  
Capital 0 , 8  1 . 0  1 .  4 1 . 4  1 . 2  1 . 2  1 . 2  1 . 3  1 . 2  

Interest {accrual bas is )  Ll Ll Ll Ll Ll Ll Ll Ll Ll 
Balance of quasi-fiscal 

operations - 0 . l  0 , 1  

Overall balance of Eublic 
sector :..Q..d Ll - 0 , 4  .:..Q_,_§_ - 0 . 6  - 1 .  1 - 0 . 8  Ll :.!LJ!. 

Privatization .Q..J! Ll Ll -- Ll Ll .9...J! Q..,J! Ll -

Qverall balance includins 
Qrivatization !L& Ll -0 , 1  - 0 . 6  - 0 . 5  - 0 .  8 -- Ll -

Sources : Ministry of Economy ; and Central Bank of Argentina.  

ll On the basis of the new definition which includes various social security operations on a gross basis,  which had previously been included on a 
net basi s .  

'lJ Excludes in 1994 0 , 3  percent of GDP that went to the newly established private pension funds (AFJPs ) .  

j 

' • 
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Buenos Ai res , 5 de diciembre de 1995  

Estimado Sr.  Camdess us :  

1 .  Las energicas medidas adoptadas par el Gobierno para reforzar las 
f inanzas pdbl icas , fortalecer la con ve rtibi l idad y respaldar el s i s tema 
bancario - -medidas que se describen en la carta di rigida a Ud. con fecha 
2 9  de agosto de 1995 - - han permitido lograr nue vamente la estab i l idad tras 
l a  crisis  de confianza y la consiguiente sal ida de capitales que tuvieron 
l ugar a principios de 1 9 95 . Se han observado, y s upe rado per margenes 
holgados , todos las c ri te rios de ejecuci6n fij ados para septiembre de 1995 . 
Segdn l as proyecciones ,  la inflaci6n de precios al cons umidor sera de 
a l rededor del 2% en 1 9 9 5 .  Se p re ve que e l  deficit de l a  cuenta corriente 
externa se reducira mas de 2 , 5  p untos porcentuales del PIB , s i tuandose en un 
ni ve l  inferior al 1 %  del PIB. El fortalecimiento del saldo en cuenta 
corriente , s umado a l a  recuperaci6n del acceso a las mercados 
inte rnacionales de capi ta l ,  dan p ruebas de la viabi l idad externa del 
p rograma econ6mico de Argentina. Se ha p roducido una s igni ficati va 
recuperaci6n de los dep6si tos y de las reservas de liquidez del s i s tema 
financiero .  Sin emba rgo , debido a la pers i s tence de ince rtidumbre , y a  una 
grave sequia , la react i vaci6n iniciada en agosto se desaceler6 en 
septi embre . La reacti vaci6n del c redito al secto r  p ri vado ha side mas lenta 
de lo previsto, y la tasa de desempleo l leg6 a un ni vel muy elevado . Dado 
que la recesi6n result6 mas p rofunda y prolongada de lo anticipado , es 
p robable que el crecimiento del PIB real sea negati ve durante este ano . Mas 
rec ientemente , se han obse rvado s ignos alentadores de una f i rme reacti\.•aci6n 
econ6mica , y esperamos que el PIB real regis tre un crecimiento del 5% coma 
minima en 1996.  

2 .  Como se  senal6 en  la  ca rta del  2 9  de agosto , la  reces i6n econ6mica ha 
tenido efectos negativos en las finanzas pdbl icas . Estos efectos han ido 
mas alla  de lo previsto en la re visi6n del p rograma acordada en agosto 
debido a que la desaceleraci6n econ6mica se ha p rolongado mas de lo 
esperado . El  Gobierno sigue firmemente res ue l to a alcanzar la tota l idad de 
las metas f i j adas para el final de diciembre de 1 9 9 5 ,  a cuyo efecto se estan 
redob lando esfuerzos . En lo que respecta al ingreso fiscal , la Di recci6n 
General Impos i t i va ha acelerado cons iderablemente sus tareas de mejoramiento 

•de la administraci6n tributari a .  Los resul tados obtenidos e n  una morat oria 
impo s i t i va concluida recientemente superan ampliamente las expectativas ya 
que ha generado un total del o rden de los Arg$ 4 . 000 mil lones . En lo que 
respecta a l  gasto,  la Tesoreria ha remplazado el s istema de autorizaciones 
trimestrales de desembol sos presupuestarios par autori zaciones mensua les  a 
fin de mantener un control mas es tricto de los egresos . 

3 .  El gobierno esta res uelto a lograr e l  equi libria es tructural de las 
finanzas pdblicas .  En l o  que atane a la pol i tica fiscal para 1 9 9 6 , hemes 

• p resentado ante el Congreso un proyecto de p res upuesto equi l ib rado . 
'As imi smo , para reafirmar e l  compromise del Gobierno con la discipl ina 

H scal . el Peder Ej ecuti vo ha presentado reci entemente ante el Congreso un 
proyecto de ley per el que se a uto riza con ca racter temporal al Peder 
Ej ecut ivo a poner en pr�ctica ,  en caso necesario , medidas adicionales para 
alcanzar los obj e ti vos f iscales f i j ados para 1996 . La legislaci6n p ropuesta 
sentaria las bases para p rofundizar la reforma del sector pdbl ico fede ra l ,  
con consecuencias de vasto alcance e n  l o  que respecta al  aumento de l a  
eficiencia y l a  reducci6n de las cas tes en e l  mediano plaza . Esta p ropuesta 
entrana la fusi6n y reestructuraci6n de organismos publicos y la e l iminacicn 

. :·· ' ,  - . 
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de entidades o programas publ icos superfluos .  Al mismo tiempo, permiti rfa 
al Peder E j ecutivo introducir en forma r8pida , en caso necesario , medidas 
imposit ivas tales como la eliminaci6n de e xe nciones del impuesto sobre el 
valor agregado y del  impuesto a las ganancias , asf como otras medidas para 
fortalecer la recaudaci6n fiscal a traves de los impuestos a la riqueza y 
los impuestos especfficos sabre el consume . 

4 .  Como se me ncion6 anteriormente ,  ha habido u na impo rtante recuperaci6n de 
dep6s i tos en  el  sistema bancario, y hacia e l  f i nal de noviembre habfan 
rei ngresado en el s i stema mas del soi de los dep6s itos retirados 
i nicialment e .  Para reforzar la liquidez del sistema f i na nciero ,  y a  la vez 
reducir las distors iones , acrecentar la eficiencia y reducir los margenes de 
las tasas de i nteres , el Ba nco Central ha remplazado a partir  de agosto de 
1 9 9 5  e l  regimen de e ncaj e legal no remunerado por requisites de l iquidez 
u niformes que puede n cumplirse mediante la compra de Letras de Liquidez 
Bancaria ,  acuerdos de pase pas ivo o la reali zaci6n de dep6s itos e n  el  
exterior e n  condiciones especfficas. Segun las  proyecciones , en  1 9 9 6  la 
l iquidez global de los bancos se elevara a niveles similares a los 
existentes a fines de 1 9 94 . Tarnbien se esta reforzando el respaldo de 
reservas dispo nibles e xistentes en el Banco Central , y a  tal f i n  e n  e l  mes 
de septiembre se estableci6 un programa de reducci6n de los redescuentos 
pendientes . 

5 .  El  Gobierno de la  Republica Argent i na ,  junta con las gobernadores y 
otras autoridades provi nciales , esta elaborando un plan para sanear las 
finanzas de las provincias . Recient emente , varies gobiernos provinciales 
han rebajado las sueldos , reducido el personal , racionalizado las 
operaciones y privatizados bancos y ot ras empresas publicas . E l  proceso de 
ajuste se orienta a lograr el  equi libria estructural de las f i na nzas 
publicas provi nciales y una cons iderable reducci6n del deficit e n  1 9 9 6 . El 
BIRF y el BID estan prestando asistencia a fin de preparar las programas 
provinciales de seguridad social para su posterior incorporaci6n al sistema 
nacional de seguridad social . Las provi ncias tambien estan tratando de 
reso lver sus problemas de endeudamiento recurriendo a tal  efecto a las 
fondos obtenidos mediante la privatizaci6n de los bancos y empresas 
provinciales . 

6 .  La persistencia de un  alto nivel de desempleo es motivo de profunda 
i nqu ietud para el Gobierno raz6n oar la cual se ha asi gnado la maxima 
importuncia a las medidas encaminadas a resolver este probl ema . En la carta 
del 2 9  de agosto ,  el  Gobierno describi6 u na serie de medidas adoptadas a tal  
fin. Dichas medidas estan comenzando a producir efecto y coadyuvaran a la 
i ncipi e nte  recuperaci6n de la act iv1dad econ6mica y de las nive les de 
empleo. El  Gobierno sigue procurando i ntroducir carnbios estructurales en 

.las mercados de trabaj o para lograr mayor eficiencia en la asignaci6n de la 
ma no de obra y reducir las costos labora les. Entre las nuevas medidas 
contempladas para 1996  a fin  de lograr este obj et ivo pueden mencionarse la 
reforma del regimen de negociaci6n colect iva y la flexib i l i zaci6n de los 
convenios colectivos en lo que respecta a su renegociaci6n . El Gobierno 
tarnbien ha iniciado co n el BIRF y el BID una reforma del s i s t ema de salud 
encaminada a reducir los costos laborales e intens i f icar la competenc i a  
e ntre las entidades que prestan servicios medicos . 

) 7 . El Gobierno de la Republica Argent i na considera que el e nergico ajuste 
qve se esta l levando a cabo en la economia , el mej oramiento de las 
p'erspectivas externas del pafs y las medidas que se estan po niendo e n  
practica para lograr un saldo fiscal equi l ibrado e n  los pr6ximos afios 
ofrecen bases s6l idas para el nuevo acuerdo del FMI que el Gobierno se 
propane sol icitar para 1996 . Debido a las carnbios i nt roducidos en la 
definici6n de las pas ivos monetarios del banco central ,  a las que se hizo 
referencia e n  el parrafo 4 ,  el  Gobierno sol icita la  mod i f icaci6n de la 
de f i nici6n establecida en el  programs para los act ives i nternos netos y las 
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res ervas i nt ernaciona les disponib l es en lo que respecta a dici embr e  de  1995 , 
s egun lo i ndicado en el cuadro adj unto. 

8 ,  El  Gobi erno de  la Republ ica Argentina cons idera que las medidas ya 
adoptadas y las q ue s e  ha p revisto int roduci r en 1996 cont ribuiran al  logro 
d e  los obj etivos de  s u  programa. Las autoridades a rgentinas s e  mant end ran 
en est recha relaci6n con el FMI y lo cons ultaran sabre la adopci6n de  toda 
medida que p ueda s er n ecesaria , conforme a las disposicio nes de  esa 
instituci6n sabre dichas consultas . 

Anexo 

At entamente, 

/ f .  I 
Domingo F .  Cavallo 

Ministro de Economfa y 
Ob ras y S ervicios Publ icos 
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Argentina : Algunos criterios de ej ecuci6n 
para diciembre de 1995 

enero-sentierobre 
Limite Resultado Resultado 

(Definici6n (Nueva 
anterior) definici6n )  

ANEXO I 

enero-dj c 
Limite 

Variaci6n acumulada de los activos 
internos netos del Banco Central i!ZI 
(en mil lones de pesos ) 2 , 870  1 , 6 1 4  2 , 4 0 8  2 , 2 1 0  

Variaci6n acumulada de las reservas 
d isponibles del Banco Centra l �/ 
(en mil lones de d6lares de EE. UU .  - 1. 190  1 0 3  - 6 9 1  - 190  

1/  Los activos internos netos (AINI del Banco Central de  l a  Republica 
• Argentina (BCRA) se definen como la diferencia entre los pasivos monetarios 

del BCRA y las reservas internacionales netas ( RIN) del BCRA , ambos medidos 
a l  f in  del perfodo. En lo que respecta a las metas para diciembre de 1995 ,  
en  l a  definici6n de  pasivos monetarios quedan comprendidos la emis i6n 
monetaria, los dep6sitos de los bancos en el BCRA, los pases pas ivos con el 
BCRA que superen los Arg$480  mil lones y las letras de liquidez bancaria. 
Los pases activos con el BCRA no se deducen de los pas ivos monetarios. En 
lo que respecta a las metas para el  periodo enero- septiembre de 1995,  en la 
definici6n de pas ivos monetarios quedan comprendidas la emisi6n monetaria y 
los dep6sitos de encaje  legal en poder del BCRA, segun s e  describe en el 
documento EBS/95/51 .  Las res ervas internacionales netas se definen en la 
nota 2. 

. · · • ·  

Z/ Las reservas internacionales netas (RIN) se definen como las reservas 
internacionales brutas del BCRA menos los pasivos externos del BCRA, 
incluido el valor neto de los prestamos puente y la pos ici6n neta en el FMI. 
El s igno negativo indica una perdida de RIN. A los efectos de medir el 
resul tado de la balanza de pagos , la variaci6n de las RIN no se  vera 
afectada por la variaci6n del precio de ! oro ni , en el caso de otras monedas 
dist intas del d6lar de EE. UU. , por la variaci6n de los t ipos de cambio 
cruzados. La meta con respecto a las RIN se aj ustara teniendo en cuenta 
toda variaci6n del valor de los activos y pas ivos de reserva resultante de 

•factores no relacionados con los flujos de la balanza de pagos. 
�/ Las reservas internacionales disponibles del BCRA se definen como la 

di ferenci a  entre las reservas internacionales brutas y los pas ivos 

l 

monetarios del BCRA ( segun se definen en la nota 1 ) .  Las reservas 
internacionales brutas incluyen las tenencias de oro en poder del BCRA, las 
divisas mantenidas en efectivo y en dep6si cos en e l  exterior y e l  saldo neto 
de Argent ina en el  si stema latinoamericano de compensaci6n de pagos 
comerciales de la ALADI. Se excluyen de dichas reservas las tenencias de 
instrumentos de deuda publica en poder del Banco Central. 
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