INTERNATIONAL MONETARY FUND




© 1995 International Monetary Fund

November 1995

IMF Staff Country Report No. 95/110

Argentina-Recent Economic Developments

This paper on recent economic developments was prepared by a staff team
of the International Monetary Fund as background documentation for the
periodic consultation with this member country. As such, the views
expressed in this document are those of the staff team and do not
necessarily reflect the views of the Government of Argentina, or the
Executive Board of the IMF. In releasing this document for public use,
confidential material has been removed at the request of the member.

Copies of this report are available to the public from

International Monetary Fund ¢ Publication Services
700 19th Street, N.W. ¢ Washington, D.C. 20431

Telephone: (202) 623-7430 » Telefax: (202) 623-7201
Telex (RCA): 24833] IMF UR
Internet: publications@imf.org

Price: $15.00 a copy

International Monetary Fund
Washington, D.C.



This page intentionally left blank



INTERNATIONAL MONETARY FUND

ARGENTINA

Recent Economic Developments

Prepared by Messrs. Figuerola (Resident Representative), Gerhaeusser and

Traa (both WHD), Pifion-Farah (PDR), and Schwartz (FAD)

Approved by the Western Hemisphere Department

September 18, 1995

Contents Page
Basic Data iv-v
I. The Real Economy 1
l. Aggregate demand 1
2. Apgpregate supply 4L
3 Wages, prices, and employment 7
I1. Public Finances 9
1. Recent developments 9
a. Federal Government 10
b. Provincial governments 10
2. Fiscal reform 12
a. Revenue 13
b. Expenditure 15
I11. Financial Intermediation and the Restructuring of the

Banking System 18
1. Introduction 18
2. Recent developments 19
3. Financial sector restructuring 20
a. Restructuring of official national and provincial banks 20

b. Restructuring and consolidation of the private
banking system 21
4. Repulatory reform and prudential regulations 22
a. Capital adequacy standards 23
b. Deposit insurance 23
c. Quality of the loan portfolio and provisioning 24
d. Capital market reform 25




- iy -

Contents Page
IV. External Sector 25
1. Policy framework 25
2. Recent developments 27
a. Current account 27
b. Capital account 28
3. External debt 29
1. GDP and Prices 30
2. Consolidated Nonfinancial Public Sector, 1990-94 31
3. Federal Government Revenue, 1990-95 32
4. National Taxes and levies Abolished During 1990-95 33
5. Provincial Bank Restructuring 34
6. Minimum Capital Requirements 35
7. Quality of loan Portfolio 36
8. Extermal Trade Taxes 37
Appendices
1. Economic Reform in Argentina, 1989-95 38
I11. Labor Market Issues 45
endix b
9. Urban Labor Force, Employment and Unemployment 50
10. Relative Cost of Capital and Labor 51
11. Empioyment by Main Sectors 52
12. Public Sector Employment 53
Statistical Appendix Tables
13. National Accounts in Constant Prices 54
14. National Accounts in Current Prices 55
15. Sectoral Origin of Gross Domestic Product 56
16. Index of Agricultural Production 57
17. Selected Data on Planted and Harvested Area, Production,
and Yield St
18. Industrial Production Index 60
19. Automobile Production, Domestic Demand, Exports, and lmports 61
20. Price Indices 62
2l. Rates of Price Increase 63
22. Employment, Wages, and Productivity 64
23. Unemployment and Labor Force Participation 65
24. Summary of Federal Government Operations, 1990-95 66
25. Federal Government Operations, 1990-95 67
26. Provincial Finances, 1990-94 69




- 111 -

gontents Rage
Statistical Appendix Tables (continued)
27. Registered Outstanding Debt of the Nonfinancial Public 70
Sector at Year-End

28. Interest Rates 71
29. Summary of Operations of the Financial System 72
30. Accounts of the Financial System 73

31. Legal Reserve Requirements on Domestic and Foreign
Currency Deposits 75
32. Financial Assets 76
33. Balance of Payments 77
34. Detailed Balance of Payments 78
35. Exchange Rates 79
36. Exports by Principal Product Category 81
37. Principal Agricultural Exports 82
38. External Trade by Principal Countries and Regions 83
39. External Trade: Value, Volume, and Price Indices 84
40. Imports by Economic Classification 85
41. International Reserves of the Central Bank 86
42. International Bond Issues 87
43. Outstanding External Debt by Creditor 88

Sharcs

1. Economic Indicators 2a
2. Automobile Production, Exports, and lmports 6a
3. Real Vages in Selected Sectors 8a
4. Inflation Indjicators 8b
S. Labor Market Indicators 8c
6. Selected Financial Indicators -20a
7. BCRA Gross International Reserves and Monetary Liabilicies 20b
8. Real Effective Exchange Rate - Unadjusted and Adjusted 26a
9. Urban Unemployment Rates 4L6a
10. 46b

Urban Labor Force, Employment, and Participation Rate




Seociel and desoxraphic jpdicators
Area

Populstion (1993)

Annual rete of population growth (1980-93)
Crude birth rate (1992)

Crude death rate (1992)

Infent mortality (1993)

Population per pbysician (1990)
Populstion per hospital bed (1990)
Access to electricity (1989)

Energy consumption per capita (1993)
Per capits intake of calories (1982-83)
Per capita protein intake (1990)

Adult literacy rate (1993)

Primary school earollment (1991)
Unemployment rate (May 1995)

GDP_(199¢)

P 99%4)

Oxigin of GOP

Agriculture, livestock and fishing
Mining '

Manufacturing

Construction

Electricity, gas, and water
Commezce

Transport and commmicetions
Tinance and banking

Other services

Ratios to GPP

Ixports of goods and nonfactor services
leports of goods end nonfactor services
Factor services (opet)

Curzrent account of the balance of psyments
Nbdlic sector revenues )}/

Public sector expenditures 2/

Prisary balance of public sector
Overall balance of public sector })/)/
External debt (end of yesr)

Gross national savings

Gross damestic investaent

-"-

E
i

wc [ ~
- SO NVLVING
W OrOO,ruw

’ e ri S
PP LNOLNULNOMOV
crovewEmNLE

- b LD

funuel changes in selected economic variables

Real GDP per capita

Real GDP ot constant prices

GOP at curremt prices

GOP deflator

Wholesale prices (annual average)
Consumer prices (eannusl evezage)
Wholesale prices (end of period)
Consumer prices (end of peraiod)

-~

162.5
141.0
110.5
171.7
56.6
84.0

Financial systed liabilities to private sector 104.1

Monetary Liabilities &/
Other liasbilities
et domestic sssets 3/
Of which: credit to private sector
credit to public sector

146.2
8s5.2
48.0 6/Y/
139.1 ¢/
10.7 ¢/

2,780.4 thousand sq. km.

33

.8 million

1.4 percent
20 per 1,000
9 per 1,000
23.6 per 1,000 live births

3
217

95 percent of population
of oil equivalent
119.2 percent of requirement
101 grams per day

1,351 kg.

~

[ 4
L Y RV N WV IRV SIS
© s e e e e e s .
ONMO VYOS OOUS

[l ot

- N e bo

P W B OV INO® S
. . M
VeUNIE~DONS

~ uu
N s L [ ")
R
[V ISR I N RV Y]

-

30.4
8.5
s1.
68.8
-9.7

96.3 percent
100 percent
18.6 percent
SDR 197.5 billion
USS$281.6 billion
Args281.6 billion
SOR 5,826
Usss, 501
Prel.
1993 193¢
(pexcept)
7.3 7.1
2.3 2.4
26.6 25.8
5.8 6.3
2.0 2.0
16.4 16.5
5.0 5.0
16.3 17.1
18.2 17.8
6.3 6.8
8.2 9.2
-0.7 -0.8
-2.8 -3.3
17.4 17.3
15.4 16.5
2.0 0.8
0.9 -0.8
26.4 27.0
15.3 16.4
18.2 19.9
4.8 6.0
6.0 7.4
13,7 9.4
7.2 1.8
1.6 0.6
10.¢ 4.1
0.1 5.8
7.4 3.7
47.7 17.9%
3.8 13.0
$4.6 19.7
2/ 39.2 20.7
3.2 20.9
9.9 2.8



Merchandise exports (£.0.b. in U.S. dollars)
Merchandise imports (c.i.f. in U.S. dollars)
Real eoffective exchange rate (depreciatiom -)
Average
Year-end

Balance of paYmenss

Mezrchandise exports, f.o0.b.
Hezchandise imports, c.i.f.
Interest payments (net)

Other factor income (net)

Other services and transfers (met)

Balance on current accoumt

Dizect investment

Other capital (met)

Overall balance

Change in officiel sssets (ibncrease -)

Central Bank (gross)
Central Bank (ne:)

URYS 993)
Article VII1 scatus
Intervention currency and rate
Quota
Fund holdings of currency
From Fund resources
Credit tranche purcbases (including SBA)
Extended Fund Facility
Prom enlarged access resources
Fund holdings under tranche policy
Total Fund holdings
Cumulative SDR sllocation
Bet acqQuisition or utilization (-) of SDRs
Boldings of SDRs

Prel.

1992 1293 1994
(pezcent’

2.3 7.2 20.6
79.7 12.9 28.8
13.8 ’.8 -1.3
17.1 5.7 -5.3

(Rillions of V.S, dollars)
12.2 13.1 15.8
-14.9 -16.8 -21.6
-2.? -2.0 -2.%
-0.8 -0.9 -1.2
-0.2 -0.7 -0.5
-6.3 -1.3 -10.0

6.2 6.3 1.9

5.0 3.9 8.1

2.9 2.9 0.1
-2.9 -2.9 -0.1

_Decemder 31
1992 1993 1994
)
1.4 15.9% 16.0
8.6 11.% 11.4

U.S. dollar et Arg$1.000
SOR 1.537.1 million
SDR 5,275.9 atllaon

SDR 322.) aillion

SOR 1,990.7 maillion

SDR 1,425%.8 million

34.2 percent of quota
343.2 pezcent 0f Quota

SDR 318.4 million

SOR 93.]1 million

129.2 percent of allocation

1/ Excludes revenue from privatization.
&/ [Excludes ipterest payments.
3/ 1lncludes qQuasi-fiscal bslance of BCRA.

4/ Currency ip circulation and demand depoeits.

3/ Change a3 » percentage of liabilities to the private sector at the beginning of the peraod.

§/ Adyusted for changes in the sxchange rate.
2/ Adjusted for changes in the 1992 Central Bank balance sheet.



This page intentionally left blank



1. The Real Economy

Since the implementation of the Convertibility Plan in early 1991, real
- GDP grew by more than 7 percent a year (or by a cumulative 35 percent over
the years 1991-94), after stagnating for more than a decade. At the same
time, consumer price inflation, which had peaked at 3,000 percent in 1989,
declined to 4 percent (average) in 1994 (Chart 1 and Table 1). Gross fixed
investpent, which had fallen from nearly 25 percent of GDP in 1980 to

14 percent in 1990, recovered to nearly 20 percent of GDP by 1994,
reflecting a real growth rate of 22 percent a year during the period.

During this period, there was a marked shift to more capital intensive
production and the economy recorded strong productivity gains. Government
policies spearheaded this transformation through fiscal restraint, increased
public saving, structural reform and privatization, deregulation of domestic
markets, and accelerated integration into the world economy through external
trade liberalization. The improvement in policies led to large capital
inflows which supported the economic recovery.

By contrast, in the first half of 1995, the Mexico crisis prompted an
outflow of capital, a major decline in deposits of the Argentine banking
system, and a credit crunch. During the first quarter, economic growth
slowed abruptly and became negative in the second quarter. This slowdown
contributed to a sharp increase in unemployment, which, after rising
steadily from 6.5 percent at the beginning of the decade to 12.2 percent in
October 1994, jumped to 18.6 percent in May 1995.

1. Aggregate demand

As in other exchange rate based stabilization programs, in the years
immediately following the adoption of the Convertibility Plan, there was a
strong fnitial expansion in domestic absorption and an appreciation of the
real effective exchange rate which is now being followed by an adjustment in
dopestic demand and a partial recovery in external competitiveness. Real
sonsumpcion grew by 12 percent a year in 1991-92 and by 5 1/2 percent a year
in 1993-94 (Statistical Appendix Table 13) helped by increased confidence,
gains in real incomes, and renewed access to credit, following the
remonetization of the economy.

The upsurge in consumption in turn had an accelerator effect on
invescment as business firms modernized and improved productivity to meet
the surge in demand. Higher investment was made possible by recovering
profit margins, renewed access to domestic and international credit, and by
government policies opening the economy to domestic and foreign competition
vhich lowered the relative price of capital goods. The restoration of
solvency in the public sector accounts, which provided credibility to
economic policy, the privatization process, and the elimination of domestic
and external arrears, further stimulated foreign direct investment and
portfolio capital inflows.



During the period 1991-94 gross fixed investment more than doubled in
real terms, contributing just over one-fifth of the cumulative increase in
real GDP during the period. Investment in residential dwellings and
construction increased by over 80 percent, while investment in machinery and
equipment almost tripled as import tariffs on capital goods were reduced and
then eliminated, real interest rates declined, and access to domestic and
external credit was restored. Imports of capital goods increased by more
than eleven-fold from US$0.6 billion in 1990 to USS$7.4 billion in 1994,
indicating the scale of the re-equipment that took place in the economy
during the period.

Argentina: Real Domestic Demand

(Annual percentage change)
Prel.
1991 1992 1993 1994
Cross domestic expenditures 14.5 14.6 6.7 8.5
Consumption 12.6 11.4 5.1 6.0
Gross domestic investment 25.1 30.9 13.9 18.2

Source: Ministry of Economy.

The upsurge in investment was facilitated by a strong improvement in
profits of enterprises. The Buenos Aires stock market index (Merval)
doubled in real terms (deflated by an average of CPI and WPl indices)
between early 1991 and end-1994. The restoration of access to international
financial markets was helped by the restructuring of commercial bank debt.
Direct foreign investment inflows rose from US$300 million in 1990 to USS6
billion in 1993 before dropping back to USS$2 billion in 1994. 1In part, this
upsurge reflected the privatization of public enterprises which brought in
an estimated USS$12 billion during this period as direct foreign investors
accounted for a large share of all privatizations.

Real domestic depand increased by a cumulative 31 percent in 1991-92,
and by 16 percent in 1993-94 (Statistical Appendix Table 13). The boom in
demand, combined with the lowering of tariffs and the real appreciation of
the peso (see Section IV) found their counterpart in a very substantial rise






in net imports of goods and nonfactor services, and a deterioration in the
foreign balance which swung from a surplus of nearly Arg$4 billion in 1990
to a deficit of some Arg$6.5 billion in 1994 (Statistical Appendix

Table 14). After rising sharply in 1991 and 1992, jimgports seemed to be
moderating in the course of 1993 and early 1994, when an easing of financial
policies in the second half of 1994 contributed to a new increase in import
demand. - Exports which stagnated at the beginning of the Convertibility
Plan, gradually gathered strength as the relative cyclical position abroad
improved, the structural transformation of the economy intensified, and the
economy regained competitiveness. Thus, real exports of goods and nonfactor
services grew by 5 percent in 1993 and by nearly 15 percent in 1994.

Coming on the heels of the weakening of financial policies in the
second half of 1994, the Mexico crisis in December sharply affected
confidence in Argentina, and led to an outflow of capital in early 1995.
The withdrawal of deposits from the banking system in turn forced banks to
raige interest rates and call in loans. As a result, domestic demand
declined in real terms by an estimated 4 percent in the first half of 1995
compared with the first half of 1994, with consumption declining by
3 percent and investment by an estimated 9 percent.

Argentina: Saving-Investment Performance

2nd. lgt.
Prel. half half
1991 1992 1993 1994 1994 1995

(In_percent of GDP)
¢ross domestic investment 14.6 16,2 18,2 19.9 20,3 19.4
Private 13.7 15.9 17.6 19.4 20.0 19.0
Public )/ 0.9 0.8 0.6 0.5 - 0.5 0.4
COross national saving 16,4 13.9 5.3 16,4 17.4 18.3
Private 15.9 13.5 13.8 15.4 16.4 17.4
Public 1/ -1.5 0.4 1.5 1.0 1.0 0.9

X
E
t’:
3
t

External current account 0.1

Source: Statistical Appendix Tables 14 and 33; and Fund staff estimates.

1/ National Administration and public enterprises.

The decline in domestic demand in 1995 helped to further reduce
inflationary pressures, depreciate the real effective exchange rate, and



release resources for exports. Helped also by strong demand from Brazil, in
the first half of 1995 real exports of goods and nonfactor services
(especially agricultural products, automobiles, and manufactured goods)
increased by 42 percent, while real imports of goods and nonfactor services
dropped by 5 percent, sharply improving the foreign balance.

2. Aggregate supply

Reacting to the strong growth of domestic demand, the response of
aggregate supply over the period 1991-94 shows that growth was heavily
concentrated in the nontradable sectors. Tradable sectors such as
agriculture and manufacturing declined as a share of GDP whereas strong
gains in GDP shares were recorded in nontradable sectors such as
construction, and in finance and banking as a result of re-intermediation.

The agricultyral sector came under pressure at the beginning of the
Convertibility Plan with the reduction in import restrictions, the weakening

of world growth, the decline in international commodity prices, and the
appreciation of the real exchange rate. As a result, the growth rate of
aggregate real value added in agriculture weakened steadily after 1990 and,
together with the negative effects of flooding, turmed negative 1 percent in
1993 (Statistical Appendix Table 15). These developments initiated a strong
process of adaptation in the sector during this period as land holdings were
consolidated and the scale of operations expanded. Moreover, the sector
benefitted from tariff reductions which lowered prices for imported inputs
(including fertilizer and pesticides), leading to improved yields; lower
transportation costs owing to the deregulation and privatization of ports
and railways; and special credit facilities to help farmers purchase
tractors and agricultural machinery.

As a result, the agricultural sector was in a relatively good position
to benefit from the firming up of international commodity prices in 1994-95
(especially for wheat), and also enjoyed good climatic conditions in the
1994/95 crop year (Statistical Appendix Table 17). Output growth recovered
to nearly 4 percent in 1994 and is projected at 8 percent in 1995.

The mining (including oil) and utilities sectors {gas, vater, and
electricity) take up a small combined share of GDP (4 1/2 percent) but have
performed strongly in recent years, with average growth rates of around
8 percent a year since 1992. Deregulation and privatization played a key
role in re-invigorating these sectors, particularly the oil and gas sectors.
The privatization of the oil and gas industry began when private operators
took over areas previously reserved for the national oil company (YPF). YPF
was privatized in 1993 after a restructuring and rationalization. O0il and
gas pipelines, power stations, electric transmission facilities, telephone
and water utilities were all privatized during these years (the last few
renmaining installations--nuclear power stations and binational hydroelectric
dams--are currently in the process of privatization).



The privatization of the energy sector attracted considerable foreign
investment, in part because of its good export potential. There are plans
for gas pipelines to Chile and for expanded electricity transmission
facilities to Brazil, Uruguay, and Paraguay. During the first half of 1995,
the mining and utilities sectors. continued to grow strongly, with output of
electricity increasing despite the economic slowdown, in part because heavy
electricity users, such as the aluminum industry, boosted their exports.

Argentina: Production of 0il, Gas, and Electricity

lst, half
1991 1992 1993 1994 1995
(¥olumes, as indicated)
Crude petroleun (thousands of .
cubic meters) 28,621 32,246 34,468 38,732 20,433

Natural gas
(willions of cubic meters) 24,643 25,043 26,663 27,697 14,006

Electricity generation

(GWH) 50,205 52,406 58,395 62,736 30,638
(Annual percentage changes)

Crude petroleum 2.0 12.7 6.9 12.4 10.2

Natural gas 7.1 1.6 6.5 3.9 3.5

Electricicy 4.4 11.4 7.4 4.9

Source: Ministry of Economy.

The panufacturing sector declined as a share of GDP during the period
1991-94 with the opening up of the economy to increased competition from
abroad. However, as one of the sectors most exposed to competition, it has
undertaken significant adjustment through upgrading and modernizing plant
and equipment and rationalizing labor costs through shedding labor and
improving labor productivity. Real wages in manufacturing remained
relatively stable since early 1991, and employment declined significantly
during 1991-94.



The gutomobile sector continued to be shielded from foreign
competition. Despite very strict import restrictions, the industry had

weakened steadily during the 1980s, because of depressed demand and the
absence of economies of scale (the industry comprises several major
producers and each attempted to maintain a wide diversity of models).
Production of automobiles reached a low of 99,000 units in 1990 compared to
282,000 in 1980 (Statistical Appendix Table 19 and Chart 2).

In April 1991, representatives of the automobile industry, unions, and
the government reached an agreement calling for specialization in a
restricted number of models in which the sector could develop a comparative
advantage; an import regime to supplement model availability not produced in
Argentina, involving tax benefits for automobile imports by manufacturers
with plants located in Argentina; limits on wage increases and on pricing
for automobiles and domestically produced autoparts; minimum investment
requirements; and commitments to expand exports.

The agreement restricted imports by allowing domestic manufacturers to
supplement domestically produced models with imported models at a reduced
tariff of 2 percent (against the normal 18 percent) up to a maximum of
13 percent of the value of their production in Argentina in the previous
year. Such imports would have to be compensated over time with an
equivalent value in exports to maintain balance in external automobile
trade. The surge in domestic sales during 1991-94, however, caused
manufacturers to fall short on (compensatory) export performance and
Argentina registered a trade deficit in this category. As a result, in
February 1995, the sector was assessed a retroactive tariff of 18 percent on
uncompensated imports for a total amount of some Arg$lé0 million. A
separate quota was established for automobiles imported directly by
households for personal use. Licenses under these quotas are auctioned,
with the imported automobiles assessed the normal 18 percent import tariff.

With the boom in consumption and reappearance of consumer credit, the
automobile sector made a strong recovery in the period 1991-94. Output
quadrupled to 408,000 units in 1994, exports increased from some 5,000 units
in 1991 to nearly 38,000 units in 1994, and imports increased sharply from
29,000 units in 1991 to more than 147,000 units in 1994. The industry
recorded very large productivity gains during this period and relatively
modest employment growth (from 18,000 employees in 1991 to almost 26,000
employees in 1994). ‘

Domestic sales fell by 21 percent in January-June 1995, compared with
the corresponding period of 1994, and automobile output declined by
16 percent as producers were able to shift part of their production into
exports, especially to Brazil which applies no restrictions on automobiles
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produced within MERCOSUR. 1/ The challenge for the industry is to use the
MERCOSUR expanded market as a springboard to update its model line and to
achieve full international competitiveness by the year 2000 when the special
domestic market arrangements are to be phased out. Automobile companies
have pledged to carry out about US$5 billion in direct investment during the
remainder of the decade.

Other sectors that have achieved considerable adjustment since the
fixing of the exchange rate are the steel industry, which has partially
closed down and rationalized the former state-owned plants and integrated
them with the private steel plants; and the food processing industry, which
has attracted considerable foreign direct investment from multinationals
based in Brazil, Europe and the United States, because of its excellent
growth potential.

Output of construction and services sectors rose sharply during
1991-94. Constructiopn activity benefitted from the increase in business and
residential investment, and output increased 20 percent and some 13 percent
a year, respectively, in the two-year periods 1991-92 and 1993-94. With the
downturn in early 1995, however, construction activity declined and real
value added in the sector is projected to fall by 8 percent in 1995.

Developments in the gervices sector parallel those of the construction
sector--strong growth through mid-1994 and a gain in GDP share, with a
gradual slowdown in the second half of 1994 and a sharp drop during the
first half of 1995. Finance and banking was especially hard hit during the
first half of 1995 in the aftermath of the Mexico crisis, and the sector is
now restructuring, reducing its labor force, consolidating branches, and
seeking to raise its productivircy.

3. VYages, prices, and emplovment

Sectoral wage developments have been uneven since early 1991, and
reflect the relative pressures on the tradable and nontradable sectors
already noted. Since around ®id-1994, there have been downward wage
pressures in the nontradables sectors as employment in those sectors started
to weaken. '

Real wages (as estimated by FIEL) in the manufacturing sector fell by
some 10 percent from early 1991 through March 1992 and have remained about
stable since then (Chart 3). Real wages in the nontradable sectors moved
very differently: in construction rising by nearly 60 percent from early
1991 to end-1993; in commerce by 20 percent during this period; and in

l/ 1In the MERCOSUR agreements, automobile trade will be made subject to a
common regime and common external tariff by end-1999. In the meantime,
Brazil has agreed that no import restrictions will be imposed on imports
from Argentina during the remainder of 1995. The negotiations on automobile
trade with Brazil are continuing.



domestic services by nearly 40 percent. With the reduction in employment
since ©id-1994 and emergence of the recession in the second quarter of 1995,
nominal wages incurred downward pressures. In some sectors nominal wages
have declined, including for upper-income employees in the central
governnent whose wages were cut by 5-15 percent as part of the package of
aeasures of March 1995. However, with prices relatively stable or (for some
sectors) declining, the adjustment in real wages in the nontradable sectors
in general appears to have been relatively small.

The rate of increase in consumer prices dropped sharply following the
fixing of the exchange rate in March 1991, but still remained marginally
above ponthly levels in industrial countries until end-1993 (Chart 4 and
Statistical Appendix Table 21). During 1994, consumer prices rose by
3.7 percent, slackening to 2.8 percent in the year ended August 1995,
despite the imposition of a 3 percentage point VAT surcharge in April 1995.
During 1994 and the first half of 1995, prices for food and beverages,
clothing, and household consumer durables rose by less than the average of
consuner prices, whereas rents and other housing costs, prices for health
care and education, and especially prices for transportation (bus and metro
fares) and telecommunication services increased faster than average.

WVholesale ‘prices slowed more quickly than consumer prices following the
fixing of the exchange rate, and wholesale price inflation remained below
that in consumer prices until late 1994. This reflected the higher weights
in this index, compared to the CPI, of manufactured products and
agricultural commodities, whose prices on average have risen less than
prices for domestically traded goods (and services). By contrast, since
late 1994, vholesale price inflation has been somewhat faster than consumer
price inflation suggesting a relative improvement in prices for producers as
compared to retailers. This also suggests that the cyclical downturn is
increasing the adjustment pressure on the nontradable goods sectors relative
to tradable goods sectors.

Despite GDP growth of some 7 percent a year on average during 1991-94,
overall employment increased by only 1.6 percent a year between early 1991
and early 1994. 1/ Moreover, from around mid-1994 onward, employment
started to decline and by May 1995 was 3 1/2 percent lower than in May 1994
(Chart 5). Over the period as a whole, employment declined in manufacturing
and agriculture. Employment increased in construction, commerce, and
services during 1991-93 but also started to decline in these sectors since
late 1994, particularly in construction and banking.

Labor force participation has steadily increased during the
Convertibility Plan, and the average annual growth of the labor force was
3 percent, or nearly 2 million individuals from 1991 to 1994 while
employment increased by only 800,000 (see Chart 5). The main factors appear
to have been the increase in real wages and job opportunities during 1991-92

1/ See Appendix 11 for a more detailed discussion of labor market issues.
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(relative price effects), followed by efforts to preserve the gains in real
family incomes as employment conditions tightened and then deteriorated for
breadwinners in 1993-94 (income effects). With the recession in 1995, the
incentive to help boost the family income appears to have been particularly
strong, and the participation rate increased sharply from 41 to nearly

43 percent of the urban population from 1994 to May 1995 (600,000 persons).
Immigration (attracted by the increase in U.S. dollar wages) also has played
a role in the labor markets as immigrants tend to have a very high
participation rate, and illegal immigrants absorbed jobs in the construction
and services sectors, which may be distorting the statistics.

As participation increased faster than job creation, the number of
unemployed increased from 700,000 in the early 1990s to 2.2 million in May
1995, and the rate of unemployment rose from 6.4 percent in October 1990 to
12.2 percent in October 1994, and further to 18.6 percent in May 1995.

II. Public Finances 1/
1. e velo

The overall balance of the consolidated nonfinancial public sector
(NFPS), including the provinces, 2/ shifted from a deficit of 4.1 percent
of GDP in 1990 to a surplus of 0.1 percent in 1993, before falling to a
deficit of 1.2 percent of GDP in 1994 (Table 2). Total revenues, excluding
privatization proceeds, increased by almost 5 percentage points of GDP, from
16.5 percent of GDP in 1990 to 21.3 percent of GDP in 1994, while expendi-
ture increased from 20.6 percent to 22.5 percent of GDP in the same period.
These data exclude from expenditure outlays debts issued to regularize
domestic arrears to pensioners, suppliers, and provincial governments that
had been accumulated through end-March 1991, (i.e., prior to implementation
of the Convertibilicty Law) as well as additional arrears to pensioners which
accumulated through end-August-1992. 1In the accounting, these arrears were
considered pre-existing but unregistered debt.

Much of the improvement in the overall public finances during 1990-94
was due to the strong revenue performance of the Federal Covernment brought
about by tax and tax administration reform (see below). Total revenue of

l/ The public sector in Argentina comprises the Federal Government
(National Administration, decentralized agencies, and special accounts, the
national social security system, and the Central Bank), national public
enterprises, and the provincial governments. The municipal govermment,
provincial banks, provincial social security funds, and the quasi-public
health funds (obras sociales) are not included for lack of comprehensive
data. The nonfinancial public sector excludes the Central Bank.

2/ The operations of the provincial governments are included in the
nonfinancial public sector data presented in this chapter only where it is
explicitly mentioned. All data are on a cash basis.
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the Federal Government increased from 13.8 percent of GDP in 1990 to

17.3 percent of GDP in 1994. Approximately half of domestic tax revenues
are automatically transferred to the provinces under revenue-sharing
arrangenments. While the provinces benefitted from the improved revenue
performance at the national level through these arrangements, they did not
reduce their deficit substantially, nor did they increase their own revenue
effort to the same extent as the Federal Govermment. As a result, provin-
cial public finances remain a major focus of fiscal reform (see also below).

a. Federal Government

Tax revenue increased from 8.4 percent of GDP in 1990 to 11.3 percent
of GDP in 1992 and leveled off at about 1l percent of GDP during 1993-
95 (Table 3). Social security revenue (wage and payroll taxes) performed
strongly, notwithstanding the reform of the social security system in amid-
1994, which shifted resources equivalent to 0.8 percent of GDP from the
public to the private system, as well as reductions in payroll taxes in
1994,

Primary expenditures increased from 12.5 to 15.8 percent of GDP during
1990-92 and remained st around 16 percent of GDP during 1993-95. To a large
extent, the increase during 1990-92 reflected a decision to pay pension
obligations in full (previously the systea had been incurring arrears).
Also, the Federal Government absorbed certain provincial social security
systems (equivalent to 0.4 percent of GDP) fn 1994. Transfers to the
provinces increased by 2 percentage points of GDP during 1990-92, to a peak
of 5.6 percent of GDP, but declined to 4.4 percent of GDP in the first half
of 1995 (Statistical Appendix Table 24). 1In part, this reflects allocation
of a greater share of tax revenue to the social security system in 1993.

The primary balance of the Federal Goverrment weakened from a surplus
of 2 percent of GDP in 1993 to a surplus 0.7 percent of GDP in the first
half of 1995. The explicit goal of the Argentine authorities, to achieve at
least overall balance in the federal government accounts, was only achieved
in 1993, when a surplus of 1 percent of GDP was registered. During 1994,
however, a deficit of 0.5 percent of GDP emerged.

b.  Provincial governments 1/

As noted, the provincial governments benefitted from the improved
revenue performance at the national level. This windfall initially was used
to improve their financial position, as provincial deficits declined from
1.4 percent of GDP in 1990 to 0.2 percent of GDP in 1992; subsequently,
however, the deficit of the provinces increased to 0.8 percent of GDP in
1994. Provincial expenditures rose from 8.5 of GDP in 1990 to 10.6 percent
of GDP in 1993 before declining slightly to 10.1 percent in 1994. Wages

l/ Data on the provincial government finances are provided in aggregate
form with considerable delay, and are of poor quality.
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make up over 50 percent of total provincial government expenditure, and
since 1990, the total wage bill of provincial governments has increased
significantly in relation to GDP (Statistical Appendix Table 26). To some
extent, this growth reflected the transfer of health and education
expenditure responsibilities from the Federal Government to the provinces,
although the provinces have also transferred some expenditures to the
national level, such as certain provincial social security programs.
Educational and health care services were transferred in 1991 and 1992,
shifting to the provinces more than 200,000 workers. The provinces were
compensated for this shift by additional annual transfers equivalent to
0.4 percent of GDP. 1/ Also, in 1992, the government transferred to the
provinces the National Housing Fund (FONAVI), which provides affordable
housing for low income families. 1In 1993, the provinces agreed that

15 percent of shared tax revenue would be earmarked for the social security
system to help cover its deficit.

In recent years, the Federal Government has encouraged reform of the
provincial finances, including privatization and deregulation at the
provincial level. The fiscal pact of 1992, in addition to transferring
expenditure responsibilities from the federal to the provincial govermments
in the areas of public health, education, and housing, also sought to
promote tax reform at the provincial level. The second fiscal pact of 1993
carried these policies further by encouraging the provinces to carry out
deregulation and privatization, and to shift their social security systems
to the national systea. 2/ In particular, the Argentine authorities
encouraged provincial governments to reduce or eliminate local taxes that
impinge directly on enterprise costs or impede the development of financial
markets. Provinces adhering to the two fiscal pacts committed themselves to
eliminate stamp taxes on checking, provincial taxes on the transfer of fuel,
gas and electricity, and the cascading provincial turnover tax, replacing
the latter by a tax on final retail sales.

Although the own-revenue efforts of the provinces have improved
somewhat since 1990, as noted the provinces rely very heavily on the
federal-provincial revenue-sharing arrangement (the "coparticipation®
scheme), and discretionary and earmarked transfers, and their own tax bases
remain relatively weak. With the slowdown in revenue collections in the
second half of 1994 and early 1995, the provinces have been under heavy
pressures to cut expenditure. A number of provinces have incurred arrears
on civil service wages in 1994-95, which led to civil unrest in various
provinces, and have begun to undertake significant expenditure reform in
1995.

l/ Provinces receive a transfer of Arg$l00 million per month for
education responsibilities taken over from the central administration, and
in addition, were given a monthly minimum transfer guarantee of Arg$740
million under the 1993 federal-provincial fiscal pact.

2/ See SM/94/177 for a more detailed description of the two pacts.
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Provincial civil service employment grew rapidly during the 1980s when
the provincial governments tended to operate as an employer of last resort
in the prevailing conditions of macroeconomic instability. During that
decade provincial civil service employment (including the Municipality of
Buenos Aires) expanded by 47 percent (Appendix Table 12), and has apparently
remained about unchanged since that time (after adjusting for the effect of
positions that were transferred from the national government). Thus, in
many provinces the public sector payroll remains bloated. Provinces with
the lowest level of own revenue mobilization (relative to total expenditure)
tend to have the highest level of civil service employment (in proportion to
population), and vice versa. 1/

In support of provincial civil service reform, the national authorities
launched a number of initiatives that still have to bear fruit. One of the
schemes, the BOCEP program, functions as a marginal employment subsidy that
helps provinces implement civil service reduction programs. In June 1995,
eight provinces announced plans to reduce public sector employment by a
total of 70,000 workers, and another four provinces stated their intentions
to reduce their civil service. At least one province cut wages by up to
30 percent and others are contemplating salary and eaployment reductions.

2. Fiscal reform

Since the early 1990s, the fiscal policy framework has been designed to
support the economic reform effort and to restore confidence in the
Argentine economy. It aimed at increasing public savings and achieving
fiscal equilibrium while improving efficiency and reducing the role of the
public sector in the economy.

These objectives were to be achieved through reforms in the area of tax
policy, tax administration, expenditure policy and management, a sweeping
privatization program, public enterprise reforms, and changes in inter-
governmental fiscal relations. On the revenue side, policy reforms aimed at
simplifying the tax system by eliminating distortionary taxes, and shifting
it avay from taxes on foreign trade and production in favor of consumption
taxes, by widening the base of the VAT and personal income taxes. By
removing the anti-export bias of the system and improving the cost structure
of the economy, these efforts were also designed to help Argentine producers

l/ Of the four provinces that in 1992 raised less than 10 percent of
their total expenditures through own revenues (Catamarca, Forwosa, La Rioja,
Santiago del Estero), the first three ranked highest with regard to the
level of public employees per inhabitant. Similarly, the four provinces
that raised more than 30 percent of their total expenditures through own
revenues (Buenos Aires, Cérdoba, Mendoza, and Santa Fé), were also the only
ones that had less than 10 public employees per 100 inhabitants. Across all
provinces, the correlation coefficient between these two variables is minus

0.70.
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compete more effectively in international markets. )}/ These efforts were
supported by a modernization of the tax administration to improve efficiency
and reduce evasion. On the expenditure side, reforms included, inter alia,
reform of the social security system, decentralizing responsibilities for
social expenditure in health and education to the provinces, and reductions
and redeployment of the national civil service.

a. Revenue

(i) Iax reform: during 1991-95 some 21 distortionary federal
taxes and levies with a yield of about 3 percent of GDP were abolished.
These included taxes on bank debits, assets, financial services and exports
(Table 4). At the same time, the tax base was broadened through the removal
of exemptions and subsidies, notably exemptions from the VAT and subsidies
to companies under regional incentive program.

Tax reform in 1994 continued to focus on reducing production costs and
improving equity. Effective January 1, 1994, the 33 percent payroll taxes
(eaployer social security contributions) were reduced by between 30-80 per-
cent on the traded goods sectors depending on the region, with economically
veak provinces receiving larger reductions than more advanced provinces.
The service and tourism sectors were excluded from the reductions, so that
only about half of total output was affected. In August 1994, with the
introduction of the new privatized pension system, employee social security
contributions were increased by one percentage point, to 1l percent of
vages.

In March 1995 a series of tax measures were taken to bolster the budget
and help restore confidence, these included: (i) a temporary 3 percentage
point increase in the VAT rate to 21 percent that is to expire at end-March
1996 and is exempted from the normal revenue-sharing arrangements with the
provinces; (ii) a temporary 3 percent import surcharge 2/ (excluding
capital goods, data-processing and telecommunications equipment, and fuels);
(1ii) & 10 percent tariff on imports of non-MERCOSUR capital goods, data-
processing and telecommunications equipment (this was part of the conver-
gence process in MERCOSUR); (iv) tariffs on MERCOSUR imports on 70 items
(completing the possible maximum of 200 items) were temporarily exempted
from the no-tariff stipulations within MERCOSUR; (v) unifying payroll tax
rates across sectors at 16 1/2 percent, depending on provinces. This
involved rate reductions for the services and tourism sectors, and a partial
rollback of previous reductions in all other sectors; (vi) further
broadening the base of the VAT and income taxes, mainly by eliminating
deductions and exemptions; (vii) broadening the base and lowering the rate
of the wealth tax; and (viii) new facilities for regularizing tax arrears,

1/ See SM/93/137 and SM/94/177 for a description of the tax system and
earlier tax reform measures.

2/ 1n December 1994, the previous 10 percent import surcharge (or
statistical services tax) has been abolished.
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and a number of smaller measures, largely in the area of social security.
These measures were expected to generate some 2 percentage points of GDP in
revenue in 1995.

Vealth tax payments, initially scheduled for September 1995, were
brought forward to June 1995, and the Government began a phased reduction of
payroll taxes by 30 percent, starting in September 1995 to help boost

employment.

(1ii) Iax administration: during the 1980s Argentina’s tax

administration had deteriorated dramatically, largely as a result of high
inflation, and evasion, always a problem, became rampant. The tax
administration has been modernized since 1991, with the introduction of new
systems in about 230 regional and local offices of the national Directorate
General of Taxes (DGI). The DGI has invested heavily in computer equipment,
software and personnel training, and expanded its processing capacity to
about 600,000 tax returns from enterprises annually, and expanded the tax
net to 150,000 enterprises from which wage and payroll taxes are now
collected. Also, new tax offices were established to tighten control of
medium size and small taxpayers. The number of large taxpayers subject to
on-line control has increased dramatically, providing direct monitoring of
the activities of taxpayers accounting for two-thirds of total tax revenue.
By end-1994, the DGI was also in a position to process electronically the
approximately 2.8 million non-enterprise tax returns that are filed
annually.

The National Tax Office also assumed responsibility for collecting
social security contributions in 1993, and it became possible to cross-check
information, increasing benefits from efforts and resources invested in
control tasks. There are about seven million individual social security
accounts maintained by DGI for the purpose of social security tax collec-
tions, but only 4.3 million are actually contributing. Efforts are underway
to strengthen the administration of this system. At the same time,
computerization of all areas of the customs services resulted in better
valuation and control of imports. The introduction of a new Tax Code in
1991 that allowed the closing of delinquent business establishments and
established fines and prison terms for tax offenders also helped reduce tax
evasion.

Although the advances in computerizing the tax office undoubtedly
increased the effectiveness of tax adainistration, as evidenced by the
increase in tax collections as a percent of GDP, evasion and noncompliance
remain widespread. Noncompliance of social security contributions, for
example is of the order of 40 percent (see below) and evasion of income
taxes is believed to be as high as 50 percent. Evasion of the VAT is also
significant--the VAT, currently at a rate of 21 percent, is generating only
some 6 percent of GDP in gross revenues. Similarly, the new wealth tax that
was introduced in 1995 was paid by only 70,000 (14 percent) of the estimated
500,000 people with assets in excess of Arg$l00,000 who are subject to this
tax.
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b. Expenditure

Key areas of expenditure reform undertaken during 1990-95 involved
national civil service reform, reform of the social security system, and,
more recently, the social safety net. 1In early 1995, the Government made
broad-based cuts in virtually all ministries to cut Arg$2 billion (0.7 per-
cent of GDP) from the original budget.

(i) National civil gservice reforp: since 1990, the Argentine

Government has undertaken steps to downsize and improve the efficiency of
the national civil service, as well as transferring to the provinces
responsibilities for health and education. Downsizing national civil
service employment involved hiring freezes, elimination of vacancies, early
retirement, dissolution of entire administrative units, reductions in
temporary personnel and cutbacks in the number of political appointments and
posts. These reforms achieved a net reduction of about 40,000 positions in
the National Administration, aside from the transfer of some 200,000
employees in the education and health sectors to the provincial jurisdic-
tions; as a result during 1990-94, core employment at the national
administration was reduced from about 526,000 to about 300,000 employees
(Appendix Table 12).

Despite these steps, the wage bill of the national authorities remained
fairly constant as a percent of GDP, implying s significant increase in real
wvages from their depressed levels at the end of hyperinflation. In March
1995, nominal wages were reduced by 5-15 percent for some 24,000 national
civil servants with earnings over Arg$2,000 a month. Also, since June 1995,
wage paynents for civil servants have been delayed from the end of the
current month to the beginning of the following month as permitted by law.

(i1) Socia)l security: the reform of the social security system
in 1993-94 aimed at redressing the critical situation faced by the public
pay-as-you-go system (provincial social security systems were not affected
by the reform). The reform, adopted in October 1993, kept the old system in
place with streamlined benefits including a gradual increase in retirement
age, but gave workers a one-time upfront option of joining a newly-created
fully-funded private pension system. 1/ This was expected to boost
private savings while maintaining an adequate flow of resources to the state
systemn. :

The new integrated pension system (SIJP) became operational in July
1994 with the optional private capitalized pension system alongside the
public pay-as-you-go system. The statutory retirement age was to be
increased gradually by five years, to 65 years for men and 60 years for
women. Participants have a choice between joining either the pay-as-you-go

1/ All new entrants in the pension system automatically are allocated to
the private systen.
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public system or the funded private system, with participation in one or the
other system compulsory for all workers, including the self-employed.

Workers currently are required to contribute 11 percent of their income
(27 percent if self-employed) and employers 16 1/2-33 percent of wages,
depending on location (prior to recently announced reductions that will
lover them to 11 1/2-23 percent by January 1996). Benefits have three
components: (a) a basic universal pension to which every worker has a
right; the amount of this pension depends on the average contribution to the
system, on a pure pay-as-you-go basis; (b) an additional pension that
depends on the average of the last ten annual salaries, and the years of
contributions 1/ in the case of those who remained in the state system, or
the yield obtained from the 11 percent contribution deposited in the funded
system, in the case of those joining the new pension funds; and (c) a
benefit ("compensatory pension”) for those who switched to the private
system to compensate for their contributions made to the old PAYG system.

The public systen is financed by employer and employee contributions,
and by earmarked taxes and transfers from general revemue. A 1994 law
strengthened the state system by limiting the pay-out of compensation for
past obligations under the old state system to the amount of available
resources.

The privgte systen is operated by private pension funds (AFJPs), and
functions as a defined-contribution scheme with individual capitalization
accounts. The old-age pension from this system is to be paid in the form of
a life annuity or scheduled withdrawals based on the accumulated balance in
each account. The system also pays disability and survivors pensions in the
form of defined-benefit payments, on the basis of group disability and term
life insurance. It is financed by the 1l percent wage tax (employee
contribution); about 70 percent of this (7.7 percent of wages) will go
towvard capital accumulation and the remainder covers administrative expenses
and insurance premia for group disability and term life insurance. The
AFJPs that manage the ‘private system are supervised by the newly-created
Superintendency for Pension Funds, and are subject to a number of
(prudential) restrictions in terms of the types of investments they
undertake. If, in a given year, the return on investment of any AFJP falls
below 70 percent of the average return on investment for the group of all
AFJPs, the particular AFJP will be merged with other AFJPs.

Compliance remains a major problem in the Argentine social security
system. From September 1994 to June 1995 the number of people insured under
the SIJP increased by 22 percent, from 5.7 million to 7 million, with the
private system covering 55 percent of all persons enrolled at the latter
date. However, while in November 1994 contributions were received for
73 percent of all insured, by June 1995 this had dropped to 63 percent. in

l/ 0.85 percent of the average individual salary over the last 10 years
of employment for every year of service under the new system.
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part as a result of the credit squeeze. Compliance in the private system
was particularly veak: in June 1995 contribution payments were received for
only 54 percent of those insured under the private system, as compared to
71 percent of those insured under the public system.

Looking further ahead, there are other concerns to be addressed, namely
benefit levels and possible budgetary contingent liabilities. The level of
benefits that has been promised under the public system appears high
compared to what has been found to be sustainable in other economjies. 1/
Also, as regards gontingent liabilities, the existence of parallel public
and private systems that have significantly different funding regimes is
likely to give rise to benefit levels that will differ significantly over
time. At some stage, therefore, the government may need to intervene to
reduce the divergence of pension levels between the two schemes.

(1i1) The soclal safety net: with the increase in the

unemployment rate, the adequacy of the social safety net has become a
pressing issue. In response, the Government recently announced plans to
shift budgetary expenditure toward social spending at the expense of other
expenditure categories and involve the private sector in developing certain
programs.

(iv) .o [ :
the Government in recent years created an integrated financial information
system (SIDIF) that covers the government budget, public debt management,
public investment control, the treasury, and public-sector accounting. All
previously separate accounts, including extrabudgetary accounts that had
been maintained in the 1980s, were integrated into the SIDIF, which can
provide information on budget execution, credit operations, expenditure
commitments, payment orders, and actual payments. The system also provides
up-to-date information on public sector domestic and external debt.

(v) Rublic debt: registered outstanding domestic and foreign
debt of the national public sector (Federal Governaent and Central Bank)

increased by nearly Arg$22 billion, to Arg$80 billion or the equivalent of
28 percent of GDP, between 1991 and end-June 1995 (Statistical Appendix
Table 27). During this period, debt with a face value of some Arg$l7
billion was reduced through privatization as the Government received part of
the privatization proceeds in the form of bonds, and was reduced further and
as the result of debt transfers to the private sector in this process. The
1992 debt restructuring under the Brady Plan resulted in some US$4 billion
in debt forgiveness. Debt increased by US$? billion on account of program
support by the Fund, the IBRD, and the IDB; by Arg$8 billion as the result

l/ See, for example, Dimitri Vittas, "The Argentine Pension Reform and
Its Relevance for Eastern Europe®” draft, (Washington DC: the World Bank,
April 1995), and Monika Queisser, "Chile and Beyond -- The Second Generation

Pension Reforms in Latin America® International Social Security Review
(forthcoming).
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of new Euronote and other bond placements; and by some Arg$2l1.4 billion
(gross) owing to the regularization of arrears with pensioners, suppliers,
and provinces by issuing consolidation bonds (including capitalization of
interest, BOCONs) and hydrocarbon bonds (BCRHs). BOCONs trade at a discount
and have been used as a means of payment in the privatization process and to
settle tax obligations. At the-June 1995 the stock of BOCONs was Arg$l3l
billion.

Despite the achievements in reducing inflation, strengthening fiscal
discipline, and implementing wide-ranging reforms, there is still a
significant yield differential between securities in foreign currency or
pesos. In mid-1995, U.S. dollar-denominated bonds with some five years
remaining to maturity yielded 10-14 percent a year, and the August 1995
placements of Yen- and DM-denominated Euronotes yielded around 9 percent a
year, while peso-denominated BICs and BOCONs with comparable remaining
maturities yielded 20-30 percent a year.

With the stabilization of the economy and decline of inflation
following the introduction of the Convertibility Plan in 1991, there was a
marked recovery in financial intermediation, funded by large capital
inflows. The ratio of broad money to GDP, which had declined from
25 percent of GDP at end 1980 to less than 6 percent of GDP at end-1990,
rose to 19.5 percent of GDP at end-1994. However, there was a sharp
reversal in early 1995 as the Mexican crisis triggered an outflow of capital
from the country. This was reflected in a decline of some Arg$8 billion or
18 percent of deposits of the domestic banking system from late December
1994 to mid-May 1995 and a loss of over one-third of the Central Bank'’s
gross international reserves during the first quarter of 1995.

In the face of this crisis, in mid-March the Government implemented
measures to strengthen the public finances and accelerate structural
reforms. Trust funds were set up to facilitate the restructuring of the
banking system, a deposit guarantee scheme was introduced, and several banks
with seriocus financial problems were suspended. While these actions
effectively stemmed the deposit loss, the reversal of capital outflows got
underway only after the reelection of President Menem in May 1995 confirmed
the continuity of the Convertibility Plan. Between May and August 1995, the
banking system recovered almost half of the deposit outflow, easing the
liquidity situation of the banks and lowering interest rates. However,
credit to the private sector has recovered only modestly.

The financial crisis in early 1995 revealed the structural weakness of
some segments of the financial system, and accelerated the trend toward
privatization of provincial banks and the restructuring and consolidation of
the private banking system.
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2. Recent developpents

The process of remonetization initiated with the stabilization and
reform of the Argentine economy in 1991, slowed down in 1994 as the ratio of
broad money to GDP increased by only 1 percentage point to 19.5 percent, and
the ratio of foreign currency deposits to total deposits increased further
from 47 1/2 percent in 1993 to S1 percent in 1994 (Chart 6). Credit to the
private sector increased by only 7.4 percent in 1994 as against 48 percent a
year during 1991-93. Interest rates remained stable in 1994 at levels
similar to those during the last quarter of 1993. Deposit rates in pesos
and U.S. dollars averaged 8 percent and 5 3/4 percent, respectively; and
prime lending rates were 9 1/4 percent for peso loans and 8 1/4 percent for
loans in U.S. dollars during the year while rates on consumer loans in local
and foreign currency averaged 37 percent and 19 percent, respectively.

In late December 1994 and the first few months of 1995, the financial
system came under severe pressure as a massive outflow of deposits led to a
surge in interest rates, a sharp fall in asset prices, and declining
profitability of financial institutions. From mid-December 1994 to end-
February 1995, deposits declined by over Arg$3 billion (or 7 percent), and
the decline accelerated in early-March, when deposits fell by a further
Arg$3.5 billion (8 percent). The interbank rate peaked at 70 percent, and
prime rates for loans in pesos and U.S. dollars reached 49 percent and
33 percent, respectively. Deposit rates averaged some 20 percent for peso
deposits and 10 percent for U.S. dollar deposits compared to 9 percent and
6 percent, respectively, in December 1994,

The Central Bank (BCRA) accommodated the capital ocutflow by lowering
reserve requirements on demand and savings deposits in stages from
43 percent to 30 percent, and those on time deposits by 2 percentage points
to 1 percent. In March 1995, banks also were allowed to count up to half of
cash-in-vault as reserve requirement as well as resources used to purchase
assets frop banks in difficulty. As a result, the average legal reserves
holdings, including cash-in-vault, declined from 21 1/2 percent in December
1994 to 15 percent in March 1995. The BCRA also created s facility for
assisting distressed banks (administered by the Banco de la Nacion-BNA), and
facilitated interbank transactions by allowing the trading of excess legal
reserves positions (“numerales®) among banks. These measures released
liquidity equivalent to more than Arg$s4 billion into the economy. 1In
addition, the BCRA extended about Arg$l.7 billion of rediscounts and swaps
to the financial system. 1/ Several banks with serious financial problems
vere suspended, and a limited deposit guarantee scheme introduced (see
below).

l/ Certain provisions in the Central Bank law were modified in early 1995
to permit the BCRA to provide liquidity assistance to financial institutions
for prolonged periods by allowing monthly renewal of rediscounts and for
amounts in excess of the banks' capital,
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Nevertheless, by mid-March, the BCRA had lost about US$5 billion of
gross international reserves and the ratio of gross intermational reserves
to monetary liabilities was only slightly above 80 percent (Chart 7). The
margin for further BCRA support was virtually exhausted without violating
the Convertibility Law. 1/ It was at this point that the government
implemented a new program with the Fund (extending the EFF arrangement to a
fourth year) and sought large scale financial assistance from multilateral
organizations and the international financial community to set up trust
funds as a backstop to the Central Bank and a way to facilitate the
restructuring of the banking system.

Following the announcement of this program and accompanying measures,
the decline in peso deposits halted, and after the Presidential elections in
mid-May, a strong reflow of deposits began. From mid-May to end-August
deposits had recovered by some Arg$sé billion, or half of the previous
withdrawal. This allowed cancellation of some Arg$0.5 billion of Central
Bank swaps and rediscounts, and some recovery in average liquidity holdings.

The events of early 1995 weakened the profitability of financial
institutions, raised the share of nonperforming loans and led to severe
difficulties in some segments of the banking system, particularly wholesale

"banks, small private and cooperative banks, and provincial and municipal
banks, some of which experienced deposit losses of 50 percent or more. Most
of the deposit reflow accrued to the 15-20 largest banks, other banks have
recovered only modestly and remain heavily dependent on BCRA rediscounts and
loans from the safety net administered by the BNA. Thus, the system has
become highly segmented.

3. Einancial sector restructuring

The events of early 1995 highlighted the need to move expeditiously in
restructuring the financial system. As of end-December 1994, the banking
system in Argentina consisted of 33 public banks and 172 private financial
institutions, of which 66 domestic wholesale and retail banks, 31 foreign
banks, 38 cooperative banks, and 37 nonbank institutions (mainly savings and
loan organizations and credit unions). The private financial institutions
accounted for some 58 percent of total assets and 61 percent of deposits of
the total financial system.

a. Restructuring of official national and provincial banks

Between 1991 and 1994, the National Savings Bank was privatized, the
National Development Bank was liquidated, and a new investment and foreign
trade bank (BICE) was established. The BNA reduced its workforce by more

1/ According to the Central Bank law, up to one-third of base money may
be covered by holdings of U.S. dollar-denominated domestic debt. - However,
during the first term of the new Board of Directors, this coverage may not
exceed 20 percent except in an emergency.
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than 20 percent, closed several branches, and implemented a comprehensive
program of computerization to link the branch network with the main office.
Also, the National Mortgage Bank was converted to a wholesale bank after
reducing staff and closing branches. 1In all, staffing at the official
national and provincial banks has been reduced by 20,000 workers (25 percent
of the workforce).

Most of the 27 provincial banks emerged from the hyperinflation period
at the end of 1980s with serious problems, and only few provincial banks
(Corrientes, Chaco, Entre Rios, and La Rioja) were privatized prior to end-
1994. A number of provincial banks were hit hard by the financial crisis in
early 1995, and given the difficult budgetary situation in the provinces,
several provincial governments accelerated their plans for full or partial
privatization. In March 1995, a Trust Fund for Provincial Bank
Privatization was established, funded by loans from the World Bank and the
Inter-American Development Bank totalling US$1.25 billion, ]}/ to support
the restructuring and privatization or closure of the provincial financial
institutions. Financial assistance from the Trust Fund could range from
US$50 million to US$240 million, depending on the assets of the respective
provincial bank. Through August 1995, 11 provincial banks with Arg$s
billion of combined assets (equivalent to about 5 percent of the assets of
the financial system) have received commitments amounting to US$860 million
from the Trust Fund in support of their privatization plans (Table 5).
Actual disbursement totalled US$225 million, used mainly to cancel
outstanding rediscounts with the BCRA and liabilities to the BNA associated
with transactions of the banks’' safety net. At the end of this process only
a few provincial and municipal banks, such as the Banco de la Provincia de
Buenos Aires and the Banco de la Ciudad de Buenos Aires, are likely to
remain in full public ownership.

b. vate bank system

From end-December 1994 to mid-August 1995, four banks (representing
about 0.6 percent of total assets of the banking system) were closed and
some 45 financial entities representing about 5 percent of total assets had
been merged or taken over. As of end-August, only two private banks (with a
market share of less than 0.4 percent of total assets) remained suspended.
The number of private financial institutions declined from 172 in December
1994 to some 125 in August 1995. The combined market share of financial
entities involved in restructuring and consolidation amounted to some
14 percent of the total assets of the financial system.

To assist in this process, a Trust Fund ("Bank Capitalization Trust
Fund®) was set up in March 1995, funded by a USS500 million loan from the
World Bank and the proceeds from a US$2 billion placement of bonds with
domestic and foreign banks and enterprises.” The Trust Fund provides

1/ To be disbursed in three tranches; the first tranche of US$417 million
was disbursed in May-June 1995.



- 22 -

financial assistance to acquiring banks by offering subordinated convertible
loans and other loans to refinance the acquired banks’ outstanding
obligations to the BCRA and the BNA. The subordinated loans, with maturity
up to eight years, may only be used to meet capital shortfalls in the
acquired banks. The loans are provided in amounts not exceeding 25 percent
of the risk-weighted assets for assets being acquired and 15 percent of
risk-weighted assets for assets involved in the case of a merger. The Trust
Fund also provides secured loans of up to three years to refinance the
outstanding debt to the BCRA and the BNA.

Through mid-September 1995, US$255 million had been disbursed in
support of the restructuring of the private banking system. A further
US$S0.4 billion may be required during the remainder of 1995, some of which
will cancel BCRA rediscounts.

4. Regulatory reform and prudential regulatcious

Over the past few years, the BCRA maintained relatively high reserve
requirements on bank deposits and tightened prudential regulations and
minimum capital requirements. Although this policy had an impact on banking
spreads and costs, it proved invaluable during the recent crisis as it
enabled the banking system to withstand a large liquidity shock without
major bank failures.

In recent years, the Central Bank introduced new prudential regulations
adopting the Basle framework and tightening minimum capital requirements,
including a risk factor related to the interest rate level to reflect
default risk; revising loan classifications and loan-loss provisioning
standards, including periodic review of the loan portfolio, a higher level
of provisioning against nonperforming loans, and a 1 percent provision
against normal (i.e., unimpaired) loans; limiting banks‘’ operations with
affilijated companies; and restricting credit exposure of large borrowers.
It also issued regulations on internal and external auditing, and improved
banking supervision by restructuring the Superintendency of Financial
Institutions, and establishing a timetable for on-site inspections. 1/

In response to the events in early 1995, several modifications to the
regulatory framework were introduced, and a deposit insurance scheme was
established. In August 1995, a new system of liquidity requirements was
introduced which effectively remunerates the reserve requirement and applies
it more uniformly. The new gystem will be phased in during a three-month
period beginning in September 1995. As a result of these changes, the

1/ The Superintendency of Financial Institutions (SFIl) is a department of
the Central Bank headed by a Superintendent and a Deputy Superintendent,
both of whom are directors of the BCRA. In recent years, the SFI was
restructured and the number of trained inspection staff increased. During
1994 and early 1995, more than 80 banks received a full inspection and a
furcther 20 inspections were underway when the financial crisis intervened.
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overall average liquidity requirement as a ratio of total deposits is
expected to rise from 14 percent in June to some 16 percent by December
1995--still about 1 percentage point below the pre-crisis level. 1/

The new liquidity requirements eliminate the previous high reserve
requirements on demand and savings deposits in local and foreign currencies,
which discouraged financial institutions from promoting the use of checking
accounts and provided incentives in favor of the more volatile term
deposits. The liquidity requirements can be satisfied through the purchase
of Bank Liquidity Certificates issued by the Treasury that currently yield
5.65 percent. The proceeds of these certificates are to be placed in
international reserves of the Central Bank. Banks also have the option to
place part of the liquidity requirements in a special account abroad or in
the form of reverse repurchase agreements with the Central Bank.

a. Capital adequacy standards

The minioum capital requirements were raised gradually from 3 percent
in mid-199]1 to 8 1/2 percent by end-1993 and further to 10.5 percent in July
1994 and to 11.5 percent in January 1995. As a result, the level of
required capital was raised from Arg$6.7 billion in December 1993 to Arg$7.9
billion at end-1994 and to Arg$8.7 billion in May 1995 (Table 6). These
requirements are considerably more stringent than under the Basle formula
(8 percent), and incorporate into the weighting scheme a risk factor related
to the interest rate level. 1In practice, the financial institutions have
continued to maintain substantial excess capital (compared to requirement)
throughout .the period, though the difference as a percentage of required
capital declined from 83 percent in December 1993 to SO percent in May 1995.

b. Deposit insurance

To help restore small-savers' confidence in the financial system a
deposit insurance scheme ("Deposit Guarantee Fund") was established on April
17, 1995. The scheme covers local and foreign currency deposits with
maturities of less than 90 days up to an amount of Arg$l0,000 and term
deposits exceeding 90 days up to Arg$20,000 i.e., about 80 percent of
accounts and a quarter of deposits. ‘

The Deposit Guarantee Fund will be managed by a special joint stock
company ("Seguro de Depoésitos S.A" (SEDESA)) comprising the financial
institutions as majority shareholder and the Govermment of Argentina with a
0.0001 percent ownership. Participation in SEDESA is not mandatory and, so
far, some 60 banks (i.e., less than one-half of the financial institutions)
have joined. The Guarantee Fund is funded by mandatory contributions from
the financial institutions, with monthly contributions equivalent to
0.03 percent of the average daily level of the banks’ deposits (equivalent

1/ 1Including cash-in-vault, the average liquidity requirement would
increase to 18-19 percent by December 1995.
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to Arg$ll million per month) with an additional contribution of up to

0.03 percent of the level of deposits levied on banks according to a set of
risk indicators. It is also authorized to request advance payment of up to
12 months of contributions, if needed. By August 1995, the Guarantee Fund
had accumulated about Arg$60 million.

c. Quality of the leoap portfoljo and provisjoning

Also, in mid-June 1994, the system of loan-loss provisioning was
revised linking provisioning to the qualicty of the loan portfolio (i.e., the
risk category of the loans), and the quality of the collateral. The
provisioning requirements now range from 5 percent for loans with potential
risks to 100 percent for nonrecoverable loans (without guarantees) and from
3 percent to 50 percent, respectively, with guarantees. Moreover, a general
provisioning against normal (i.e., unimpaired) loans was introduced
initially at 0.5 percent, and raised to 0.75 percent in January 1995. This
will be further increased to 1 percent by January 1996.

Given the share of nonperforming loans in banks’ portfolios, for the
financial system as a whole, provisioning imposes a cost equivalent to 300
basis points in the banks’ lending rate, and almost 500 basis points for the
provincial and municipal banks and nonbank financial institutions. Given
that interest spreads averaged some 14 percent in local currency and
6 percent in foreign currency in the second half of 1994, 1/ for the
financial system as a whole the cost of provisioning was equivalent to about
one third of the interest differential.

From mid-1991 to end 1994, the financial institutions as a group

lowered the share of nonperforming loans in the loan portfolio from

37 percent to 16 percent and increased the level of provisioning against
nonperforming loans (Table 7). This improvement mainly reflected a
reduction in the share of nonperforming loans of national official banks due
to the closing of the National Development Bank and the lowering of
nonperforzing loans in the National Mortgage Bank. The quality of the loan
portfolio of provincial banks remains seriously impaired with more than one
third of the portfolio classified as nonperforming in December 1994.

Nonperforming loans increased from 16 percent at end-1994 to
18.5 percent in April 1995 for the financial system as a whole, mainly
reflecting the increase in nonperforming loans in the portfolios of
provincial and municipal banks (from 37 1/2 percent at end-1994 to
44 percent in April 1995), private domestic banks in the interior (from 11
1/2 percent to 16 percent), and the nonbank financial institutions (from 8

l/ Compared to interest differentials of 41 percent and 4 percent,
respectively, in 1991.
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1/2 percent to almost 15 percent). 1/ Some 5 percent of total loans of

the financial system was classified as nonrecoverable, which must be written
off in six months according to a new directive of the BCRA issued in August
1995. Preliminary information indicates that the share of nonperforming
loans increased further in May-June 1995.

d. Capital market reform

In recent years the government also implemented a number of capital
market reforms to facilitate the financing of working capital and
investments, improve trading transparency, and increase safeguards for
domestic and foreign investors. Trading activities were deregulated,
allowing commission rates to be set freely, step and transfer taxes on
shares have been abolished, and stock and market dues were reduced. Llimits
were established for daily fluctuation in share prices, information of all
the country’s exchanges was standardized, new risk-rating requirements were
introduced, and new Exchanges were authorized. These actions led to a
deepening of domestic capital markets. The volume of shares traded rose
from US$l billion in 1989 to US$60 billion in 1994, while corporate bond
issues rose from less than US$50 million in 1989 to close to US$4 billien in
1994

IV. [External Seqgtor
1. Policy framework

Competjitiveness The cornerstone of the Convertibility lLaw enacted in
March 1991 is the maintenance of parity between the U.S. dollar and the
Argentine peso, and the full coverage of the monetary base with gross
international reserves. While the adoption of this nominal anchor combined
with a strengthening of the public finances, was instrumental in bringing
down inflation to international levels over a relatively short period, it
also was associated with a 34 percent appreciation of the real effective
exchange rate (REER) during April 1991-January 1994 (Chart 8 and Statistical
Appendix Table 35) and & pronounced widening of the external current account
deficit which by 1994 reached a level of US$10 billion, or 3.5 percent of
GDP. However, the real effective exéhange rate depreciated by almost
10 percent from February 1994 to May 1995, and during the first half of
1995, as the economy entered into recession, the current account deficit
narrowed to US$1.5 billion, from US$5.4 billfon in the corresponding period
of 1994.

1/ Nonperforming loans, net of provisioning, increased from 6.9 percent
at end-1994 to 8.3 pércent in April 1995 for the total financial system,
mainly reflecting an increase of 3 1/2 percentage points to 21.3 percent in
the portfolio of provincial and municipal banks, and a 2.1 percentage points
increase in the portfolio of private banks in the interior.
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A nunber of factors have tended to mitigate the impact on
competitiveness of changes in the real exchange rate, particularly the
restructuring of the tax system noted in Section I1, and the lowering of
import tariffs. According to staff estimates, a significant part of the
cumulative appreciation of the REER between April 1991 and May 1995 has been
offset by the effects of structural reforms, changes in taxation and by
improvements in relative productivity, helped by large investments. Simply
adjusting the REER for the elimination of most export taxes, for example,
the cumulative appreciation during April 1991-May 1995 would be around
11 percent, compared with 21 percent for the unadjusted REER (see Chart 8).

Irade policy In recent years Argentina has opened up its economy to
competition, lowering import duties, abolishing quotas and integration into
MERCOSUR, a free trade area with a population of over 200 million. Also, in
recent years domestic trade was liberalized by eliminating price controls
and marketing boards, deregulating ports and maritime transportation, and
privatizing roads and railroads (for further information, see Appendix I).
In May 1993, capital goods were exempted from both import tariffs and the
statistical tax, but in March 1995, import tariffs on capital goods were
increased from 0 to 10 percent.

While generally free of restrictions and special arrangements, the
Argentine system has included certain transitory arrangements to deal with
particular sectoral issues. During the second half of 1993 specific import
duties were levied on textiles and apparel, and in line with safeguards
allowed under GATT, temporary quantitative restrictions ("cupos™) were
imposed on imports of paper products. These safeguards are to expire by
end-1995. 1In addition, the automobile sector remains subject to a special
import regime with quotas equivalent to about 10 percent of the domestic
market (see also Section I).

During 1991-94, under the MERCOSUR agreement, import tariffs for
transactions between Argentina, Brazil, Uruguay and Paraguay were gradually
eliminated. Argentina was granted a list of 200 possible exemptions, to
which intra-regional tariffs may be applied, that will be phased out in four
years. Initially Argentina drew up a list of some 130 exemptions, and in
March 1995, a further 70 products were included in the list, thereby
completing the 200 positions allowed under MERCOSUR.

As of January 1995, the import tariff structure in Argentina was
changed to conform with the common tariff structure of MERCOSUR, and the
statistical tax of 10 percent was eliminated. As a result, the effective
tariff rate fell from 12.8 percent in 1994 to 9.2 percent during the first
half of 1995 (Table 8). Capital goods are to converge to a 14 percent
tariff by 2001; and telecommunications to 16 percent by 2006. Special
regimes continue in effect for the automotive and sugar sectors but are
subject to further negotiation and discussion; in principle, trade
arrangements for these sectors are to be harmonized by end-1999. 1In March
1995, Argentina reimposed the statistical tax at a rate of 3 percent, with
fuels and capital goods (and all intra-MERCOSUR trade) exempted.
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2. Recent developments

With the upsurge in domestic demand following stabilization, the
current account moved from a surplus of US$4.8 billfon (2.8 percent of GDP)
in 1990 to a deficit of US$7.3 billion (2.9 percent of GDP) in 1993 and
US$10.0 billion (3.5 percent of GDP) in 1994 (Statistical Appendix
Table 34). This deterioration reflected the effects of strong domestic
demand, trade liberalization, and the appreciation of the real effective
exchange rate from 1989 through early 1994. The deficits were more than
financed by large inflows of private capital, in substantial part associated
with privatization. Gross international reserves increased from USS$6.4
billion in 1990 to over US$16 billion at end-1994, or 9.3 months of imports.

In the wake of the Mexico crisis, private capital flows turned negative
in the early part of 1995. The resulting credit crunch and economic slow-
down led to a pronounced turnaround on the trade account and a sharp
reduction in the current account deficit, which narrowed to US$1.5 billion
during the first half of 1995 from US$S.4 billion during January-June 1994.
Central Bank net international reserves declined by USS$S billion during the
first half of 1995.

a. Current account

The trade balance moved from a surplus of US$8.3 billion in 1990 to a
deficit of US$5.8 billion in 1994, with most of the deterioration resulting
from the strong expansion of imports, which quintupled berween 1990 and ’
1994. Exports, after stagnating in 1991-92, showed sizable increases from
1993 onwards. During the first half of 1995, the trade balance shifted into
a surplus of USS1 billion, compared with a deficit of US$2.9 billion during
January-June 1994, as export growth accelerated very strongly and imports
declined as a result of the slowdown in domestic demand.

Exports in U.S. dollar terms increased by 7.2 percent in 1993,
20.6 percent in 1994, to US$15.8 billion with exports of manufactures of
industrial origin rising by close to 30 percent a year during the two year
period. Exports of petroleum products also rose strongly in 1994. During
January-June 1995, exports reached US$10.8 billion, 47 percent above their
level a year earlier. This performance is explained by a more than doubling
of exports to Brazil and an increase by over 30 percent in exports to other
markets.

Imports in U.S. dollar terms expanded by 12.9 percent in 1993 and by
28.8 percent in 1994, to USS21.6 billion, or over five-times their level of
1990. Imports of capital goods increased by almost 50 percent in 1994,
while imports of consumption goods and intermediate goods increased by
10.5 percent and 22.7 percent respectively. Over the period 1990-94 imports
of capital goods rose more than eleven-fold, or from US$0.6 billion in 1990
to US$7.4 billion in 1994, increasing as a share of total imports from
16 percent to 34 percent (Statistical Appendix Table 40).
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During the first half of 1995, imports totaled US$9.7 billion, some
5 percent below their level in the same period of 1994. This decline--the
first since the implementation of the convertibility plan--mainly reflected
the tightening of credit conditions and the decline in domestic demand. The
10 percent depreciation of the real effective exchange rate during January
1994-May 1995 may also have contributed.

The balance of nonfactor services deteriorated steadily over the period
1990-93 to a deficit of USS1.2 billion, owing mostly to an increase in
travel expenditures, but narroved to US$0.8 billion in 1994. During the
first half of 1995 the deficit of nonfactor services narrowed further to
US$0.4 billion as compared to a deficit of US$0.8 billion during January-
June 1994. On the other hand, the deficit in the balance on factor services
narrowed somewhat from 1990 to 1993 to a level of US$2.9 billion, but
widened to US$3.7 billion in 1994, in line with movements in international
interest rates.

b. Ca c

Following the adoption of the exchange rate peg, during 1991-94
Argentina recorded large capital inflows, boosted by the privatization
program, the regularization of Argentina’'s position with external creditors
through the Paris Club and Brady operations, and the renewal of access of
developing countries to the international capital markets in these years.
In 1993, foreign direct investment increased to US$6.3 billion (mainly
privatization), and net financial loans to the private sector totalled
almost US$4.6 billion. In addition, the government received net loans for
US$4.3 billion in 1993, reflecting to a large extent bilateral and mulci-
lateral disbursements associated with the cost of Brady plan guarantees
restructured US$27.6 billion of commercial bank debt (principal and past due
interest).

In 1994, foreign direct investment decreased to US$1.9 billion
reflecting lower privatizations, and net financial loans to the private
sector decreased to US$S1.8 billion. Lower access to external financing was
explained in part by changes in international capital markets, including
higher international interest rates. Excluding amortization payments of
compulsory bonds, the Government continued to be a large net borrower
raising US$3.4 billion in 1994.

Argentina’s access to the international capital market became much more
difficult in the months following the crisis in Mexico, and there was a
large outflow of short-term capital. During the first half of 1995, direct
foreign investment totaled only US$S0.8 billion and net credit to the private
sector (including errors and omissions) registered a deficit of some US$5.6
billion. The outflow in private capital, however, was offset to some extent
by an increase in official disbursements. In April, in the context of the
extension of the EFF arrangement with the Fund, Argentina was able to place
two USS1 billion bond issues, with domestic investors and with intermational
banks, respectively. It also received large disbursements from the World
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Bank and IDB. In August 1995, the Government of Argentina was able to place
a DM 1 billion five-year Eurobond and a ¥ 100 billion five-year Eurcbond,
evidence of a renewal of access to the market (Statistical Appendix

Table 42). Private gector international issues during January-August 1995,
totaled only US$150 million, compared to over US$1l.5 billion during January-
August 1994,

3. External debt

External debt of Argentina’s public sector at end-December 1994 is
estimated at US$61.2 billion at end-1990 or 22 percent of GDP, compared to
US$56.7 billion or 34 percent of GDP (Statistical Appendix Table 43).

During the period 1990-94, debt to multilateral organizations increased by
US$3.3 billion to US$11.8 billion, including US$4.2 billion in Fund credit.
Public sector eurobonds and other public sector bonds increased from US$8.4
billion in 1990 to US$11.8 billion in 1994. Debt to commercial banks,
including bonds resulting from the Brady Plan, declined from US$31.2 billien
in 1990 to US$25.1 billion in 1994, but continued to be the largest
individual component of the external debt. Arrears to commercial banks,
which in 1992 amounted to US$8.6 billion, were cleared in the context of the
Brady Plan in 1993. Debt to the Paris Club members rose from US$6.6 billion
'in 1990 to US$B.9 billion in 1992, before declining to US$8.0 billion at
end-1994. The last rescheduling agreement with the Paris Club in July 1992
consolidated an estimated US$2.7 billion of external debt, including all
pre-cut-off maturities not previously rescheduled through March 1995.

During the first half of 1995, external public sector debt increased by
US$5.8 billion to an estimated US$67 billion, reflecting higher disburse-
ments and the effects of the depreciation of the U.S. dollar. Debts to
international organizations increased by US$3.0 billion to US$14.8 billion
as a result of large scale support from the Fund, the IBRD and the IDB for
the government’s emergency measures in March/April 1995. Debt to Paris Club
countries increased by US$0.7 billion, mainly reflecting a disbursement from
the Japan Eximbank in support ‘of the government's program.

In 1994, public sector external debt service (interest payments and
amortizations, excluding compulsory bonds) totalled US$6.9 billion, or over
36 percent of exports of goods and nonfactor services. Debt service
payments are expected to increase to US$8.6 billion in 1995, and to an
average of US$10.6 billion a year during 1996-97. As a result, notwith-
standing the recent increase in exports, the debt service ratio is expected
to remain around 36 percent of exports of goods and nonfactor services
during 1995-97.



Table 1. Argentina: GDP and Prices

(Percentage changes from preceding year)
Prel.
1989 1990 1991 1992 1993 1994
GDP at 1986 prices -6.2 0.1 8.9 8.7 6.0 7.4
Real GDP per capita -7.6 -1.2 7.5 7.7 4.8 6.0
GDP deflator 3,013.7 2,023.7 141.0 15.3 7.2 1.8
Consumer prices
Average 3,080.5 2,314.7 171.7 24.9 10.6 4.1
End of period 4,928.6 1,344.5 84.0 17.5 7.4 3.7
Wholesale prices
Average 3,431.4 1,606.0 110.5 5.9 1.6 0.6
End of period 5,386.7 797.5 56.6 3.1 0.1 5.8
Nom{nal GDP
(billions of pesos) 3.2 68.9 180.9 226.6 257.6 281.6

-OC-

Sources: Statistical Appendix Tables 13, 14, 20, and 21.
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Table 2. Argentina: Consolidated Momfinancial Public Sector, 1990-94 )/

(lo_percent of GDR)
Prel.
1990 1991 1992 1993 1994
i3 PUR ] 2.0 2L.¢ 203
Federal Government and enterprises 2/ 1.8 15.8 17.2 17.4 17.9
Provincial goveroments }/&/ 2.7 3.0 3.8 4.2 4.0
Lzpenditure a0 2.0 1.4 s st
Fedezal Govermment 3/ 16.5 18.3 17.4 16.4 17.8
Provincial goveraments &/ 4.1 3.7 4.0 5.1 4.7
Wages 6.6 7.4 7.8 8.1 8.1
Pensions 4.0 5.0 5.6 5.1 S.4
Interest §/ 3.3 2.6 1.8 1.1 1.2
Other current 3.9 4.7 4.6 4.9 4.9
Capital 2.8 2.3 1.9 2.3 2.9
-’ ] -a z -o & m -] z
Federa. Governmsnt and enterprises -2.7 2.5 -0.2 0.9 0.5
Provincial govermments &/ 1.4 0.7 -0.2 ~0.8 -0.8
Clearing of domestic expenditure arrears 1/ e .- 2.3 4.3 1.8
Privcipal e .- 2.3 3.7 1.9
Capitalisgsed interest on BOCOMs e - -- 0.6 0.3
Privetization receipts in cash 0.4 1.2 0.8 1.3 0.3

Sources: Statistical Appendix Tables 24 and 26; Ministry of Iconamy; and Fund steff estimates.

1/ Prior to 199¢, only the balance of various social security operations, e.g. the Medical Fumd for
Peosioners (PAMl), family allowances, and various other operstions, is included on the revenue side of the
pational nonfinsncial public sector. Since 1994, revenue and expenditure of these Operations are included
sepearately. Similarly, prior to 1994, the National Employment Fund is excluded from the accounts, but it
A8 tncluded sisce 199 . From 1994 ooward, cootributions to private pension f{unds (AFSPs) are excluded.

&/ 1ncludes eoterprises’ opersting result; excludes privetigation receipts.

3/ Own-zreveoue ocnly, excludes revedue transfers received from Federal Govermment.

A/ 1994 dats for the provincial goveroments &re Prelimipary estimates.

3/ 1ncludes federal government transfers to provimces.

§/ Does not include capitalized interest on BOCOMs.

2/ 1o pensiomers., suppliers, and provinces; includes arrears clearance operatiovs with BOCONs and
hydrocezrbon bonds (BCRBs): excludes arrears clearance operations with cash or via stock distribution.
These arreers clearance operations are excluded f{rom expenditures reported in this table.
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Table 3. Argentina: Federal Govermmenot Revenue, 1990-95
(In_percent of GOP)

Proel.
January-
Prel. June
1990 1991 1992 1993 199% 1995
Isx zevenype )/ 2.4 0.1 a3 pUN ] PYURY 0.8
Dizect taxes 0.8 1.0 1.5 1.8 2.2 2.4
Income tax 0.4 0.6 1.1 1.7 2.1 2.3
Other 0.4 0.4 0.3 0.2 0.1 0.1
Indirect taxes 7.6 9.1 9.8 9.0 9.0 8.2
Value-added taxes 2.1 3.7 5.9 6.3 6.2 6.1
Excise tax 0.7 1.1 1.0 0.8 0.8 0.7
Tax oo bank debts 0.3 1.1 -~ - -- --
Ixport tazes 1.0 0.1 - - -- .-
Isport taxes 0.2 0.3 0.9 1.0 1.0 0.6
Fuel Tax 0.5 1.8 1.1 0.8 0.7 0.7
Other 2.8 1.2 1.0 0.1 0.3 0.2
Sellection of taxes in srresrs 2/ — —-— ('R %] 03 2.3
Bontax revenye (excludink privatization) P} i.2 92 PV ] 10 L2
oct b v FI 43 9% e T ] &3

Operatips surplus of the nonfinsncial
Zipapcial public enterprises o .3 2.2 2.3 = =
Iotsl pER } 3.8 priv 123 prn pUN ]

Heporsndyr jteqs

Tax expenditure ot export rebstes . .. 0.3 0.4 0.5
Privatization receipts ip cash 0.4 1.2 0.8 1.9 0.3 0.1

Source: Ministry of Economy.

1/ 4adjusted for differences Detwean face and market values of bonds received as e psyment of tax

liabilities.

2/ 1Included under other direct snd indirect taxes during 1990-91.

3/ Praor to 199¢, only the net revenue (revenue minus expenditure) of various social security
operstions, e.g.. the Medical Fund for Pensioners (PAMI) is included.
private pension funds are excluded, amounting to 0.8 percent of GOP on s smnusl besis.

From Jupe 1994,

contributions to



- 33 .

Table 4. Argentina: National Taxes and Levies Abolished During 1990-95 1/

Eoreign trade caxes and levies

Agricultural export withholdings

Consular levies

Statistical services tax on exports

Export promotion fund contributions

Freight tax (National Merchant Marine Fund)

Tax on the sale, purchase, exchange, and barter of foreign exchange

National Grape and Wine Institute

National Meat Board

National Grain Board

National Consolidated Fish Market of the port of Mar del Plata
-National Sugar Directorate

Mate Production and Trade Regulation Commission

National Equestrian Institute

National Forests Administration

e
Tax on securities transfers and surcharges
Provincial Deficit Financing Fund
Tax on current account debits and other procedures
Tax on gas oil, diesel oil, aviation fuel, solvents, oil and turpentine,
kerosene, and natural gas
Stamp taxes (except in the City of Buenos Aires)
Tax on enterprise assets
An electricity tax

Source: Tacchi, C.M., Iax Revolution in Argentina, 1994.

1/ Some of the taxes and levies that were abolished were replaced by
other, more efficient and equitable tax instruments, that essentially
utilize the same tax base.



Teble S, Argentine: Provinclael Benk Restructuring

Shere to be Trust Fund
Privetized Remaining Shares Coomitment
(in percent) (in percent) (in millions of Status of Privstization
uss) )/
Cetemarce 70 30 percent provincial govermment 50 2/ Privatizetion law epproved in Jenuary 199%; conlultahcy
report being prepered; privetization expected before
ond-1998
Formosa (1] 20 percent provincisl 80 Privetization law approved in Februsry 1993; transfer of
government; 10 percent privete ownership in September/October 1993
shereholders; 10 percent
employee perticipation

Jujuy 70 20 percent provincial b1) In June 1993, provinciel perlisment spproved
goverrsment; 10 percent employee trensformation to & stock company; privatization plen
perticipation and bid documents to be prepered within 3 months;

privetization to be completed before end-1993

Hendoze more than 3% PPN 260 )/ Privetizetion spproved by provinciel parlisment;
consultancy is essessing the banks portfolios;
privatization expectesd before end-November 1998

Mistlones 100 N 80 Privetization lew passed in August 1994; bids for
privatizetion opened in August 1993
Rio Negro 134 34 percent provincial 80 Deadline for bide Auguet 21; trensfer of asjority
goverrment; 9 percent employee owmership i{n Septesber/October 1993
perticipetion
Salta 70 20 percent provincisel s0 Process ongoing
government: 10 percent employes
participation
San Juen more than 51 . 60 The Benk is slready a stock compeny with 30 percent

private sector psrticipation. In mid-July, the general
assembly egreed to majorjity owmership of private sector;
privatitation expected in November 1993

Sen Luis more then 91 e so Consultancy report being prepared
Santiego del
Estero 9" S percent employee participetion S0 Privetizetion lew epproved in March 1993; process
ongoing
Tucumen ¢0 38 percent provincisl goverrment 80 Privatizetion lew passed in Merch 1995; auction ongoing;
for e period of 360 days; 3 transfer of ownership scheduled for mid-October 1993

percent employee participstion

Sources: Ministry of Lconomy; end Ministry of Interlor.

]/ Depending on the size of the provinciel bank, renging from US$30 million for provincial benke with totsl eesets below US3200 million to US$240
willion for benks with total eesets exceeding USS$1.2 billion.

2/ WMot yet epproved by Trust fund.

3/ US$160 million for Banco de Mendoze end US3100 siliion for Benco de Prevision Sociel.



Teble 6. Argentine: MHinimm Capitel Requirements

( [ 1) )
___December 1993 December 1994 Yoy 1993
Required Actuel Excese Required Actusl Excess Required Actual Excess
(in percent of (in percent of (in percent of
tequired cepital) required capitsl) tequired capitel)
Iotsel finenciel system [32] 12,233 2.1 PN 1 14 12,621 $0.3 2.232 1182 0.3
Officiel benks 2,007 6,57¢ 131.0 2,078 3,088 103.4 3,073 $,802 88.8
Privete domestic banks 2,992 y,020 ar.? 3,408 4,749 3.6 3,862 4,982 29.0
Foreign banke l,!l‘ 1,619 3.9 1,370 1,788 30.5 1,661 2,189 31.8
Monbenk finencisl
institutions 140 232 €s.7 201 283 ae 13¢ 169 24.9

-ge-

Source: Central Benk of Argentine,



-3‘-

Table 7. Argentina: Quality of Loan Portfolio

June 1/ June December April
1991 1994 1994 1995
Nonperforming losns s: percentaxe of total josns
Jotal financial sYstem 2.0 2 161 183
Naticnal official banks $3.? 23.6 21.9 22.2
Provincial and mumnicipal banks 39.9 38.5 37.6 44.2
Private banks
Duenos Aires 6.8 5.9 6.3 8.2
lnterzior 10.7 10.9 11.4 15.9
Foreign banks $.? 6.9 6.8 7.2
Nonbank financial institutions 7.0 8.9 8.4 147
Nomperforming losns (pet of provisioning) as percentare of total loans
Jotal Lipancisl systep ri9%] 8.4 {35 83
Neticoal official banks 46.3 11.2 8.5 9.5
Provincial end smmnicipal banks 19.3 20.2 17.9 21.3
Private banks
Buenos Aizes 3.3 2.4 2.9 3.4
Intezior S.4 6.3 6.2 8.3
Foreign banks 3.4 3.8 2.8 2.9
Bonbank fipancial institutions 4.9 1.8 1.0 2.0
Bonperforging losns (pet of provisioping) a: peIcentege of cepitel
Iotel financisl systep 202 20 2.8 p1 N
Bational official banks 191.3 39.4 29.9 3.2
Provincial and smicipal banks. 77.3 181.4 140.2 168.2
Privete banks
Buenos Aires 6.2 14.0 14,0 16.7
Interior 10.5 36.5 32.5 40.0
Foreign banks 9.5 20.9 16.2 14.2
Boobank financial institutions 5.8 1 4.7 7.3

Source: Central Bank of Argentina.

1/ Based oo the classification of nonperforming loans prior to June 1994.
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Table 8. Argentina: LExternal Trade Taxes

Preliainery
Prel. -
1990 1991 1992 1993 1994 1994 1995
(Jpmilliong of U.S, dollers)

A f 11 213 y ST} 2.168 29
Tariffs 27 622 1,438 1,289 1,563 768 823
Statistical tax 106 246 $40 1,152 1,208 sss 113
Export rebetes. Det of texes 1122 a2 r¥23 292 847 312 3902
Taxes 1,177 238 50 28 n 23 16
Rebates s ”" 274 792 878 400 518

(lo_pegcent of esrchandisg importy)

43 0.8 0.2 .l p -] A8 A2 22
Tariffs 8.0 7.% 9.6 7.7 7.2 7.8 8.9
Statistical tax 2.6 3.0 3.6 6.9 $.6 5.7 0.8

(In_percent of parchandige exports)

Expors rebates. Det of taxes %] > W] pW } $.2 2.8 2l a2
Tazes ’.$ 2.0 0.4 .2 0.2 0.3 0.1
Rebates - 0.8 2.2 6.0 5.8 L) 4.8
Memorandup items

Trede balance (in U.S5. dollars) 8,275 3.703 -2,63? -3,666 -5.791 -2,919 1,019
Merchendise exports 12,354 11,978 12,238 13,117 13,821 7,333 10,750
Merchandise imports 4,079 8,278 14,872 16,783 21,612 10,252 .70

Source: Ministry of Economy; and Fund staff estimates.
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This note describes the main reforms that have been implemented since
1989 and some of their economic implications. Several areas of public
sector reform, such as the reform of the tax system and tax administration,
as well as the reform of the social security system, have already been
described in Section I1. 1In addition, wide-ranging reforms are being
carried out in the financial sector, which were noted in Section III. This
section deals with the reform and privatization of the public enterprise
sector, the deregulation of the domestic economy, the opening of the economy
to foreign competition and the clearing of domestic and external arrears.

1. Privacization of public enterprises

The reform and privatization of the public enterprise sector has been a
major component of the reform effort. In the past, this sector had been a
source of fiscal imbalances and a focus of govermment intervention in the
economy. By the end of the 1980s, there were 93 major state enterprises,
including state monopolies in telecommunications and oil and gas, and a
major public enterprise presence in a wide range of sectors. The combined
sales of the enterprises exceeded 15 percent of GDP. Over the past six
years, the government closed down 18 public enterprises and privatized 67
others. These included electric power plants, the oil and gas sector, water
and sewerage plants, airlines, railroads, ports, grain elevators, petrochem-
icals plants, shipyards, steel mills, telecommunications companies, and
television and radio stations. 1/ By 1995, the remaining eight enter-
prises that are wholly-or majority-owned by the public sector, include the
post office, the national mint, three nuclear power plants, and two bi-
national electric power projects (Yacyreta and Salto Grande).

Prior to or subsequent to privatization, almost all of the enterprises
have undergone restructuring and reforms. Excess employment was eliminated
and investment in these companies rose more than four-fold to average US$2
billion a year in 1991-95, helped by the terms of privatization contracts.
This led to major technological improvements, a significant increase in
productivity, and a turnaround in their operational results. After running
deficits of about 5 percent of GDP in the 1980s, the privatized companies as
a group had become profitable by 1994.

Total employment in privatized enterprises was reduced from 302,000 in
1989 to 138,000 in 1994 with particularly large reductions in the railways,
and the oil and steel sectors. The social impact of this labor reduction

1/ See SM/S4/177.
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wvas alleviasted by voluntary redundancy programs, which included early
retirement (about 50,000 workers) and indemnization for loss of employment.
The total cost of these programs exceeded USS2 billion during these years.

The privatization process provided substantial resources for the public
sector, vhich were used mainly to cancel debt or reduce domestic arrears.
These proceeds totalled over US$15 billion during the period 1991-96--US$9.3
billion in cash and US$6 billion (cash equivalent value) in the form of
governaent debt redeamptions which canceled US$17 billion of debt at face
value. 1In addition, US$2.5 billion of goverrment liabilities were trans-
ferred to the new owners or concession-holders. Overall, foreign and
domestic holding companies acquired about 50 percent of the equity of the
privatized companies, with small investors buying the equivalent of 23 per-
cent. UWorkers of the enterprises were awarded 7 percent and 20 percent
remains in the hands of the federal and provincial governments, which still
retain substantial ainority interests in some of the privatized enterprises.

The bulk of the privatization transactions was concentrated in a few
sectors: petroleum (39 percent), telecommunications (23 percent),
electricity (16 percent), and natural gas (12 percent). 1/

Cash privatization proceeds amounted to Arg$0.6 billion (0.3 percent of
GCDP) in 1994 compared to Arg$5.7 (2.3 percent of GDP) in 1993, vhen YPF was
privacized, but are expected to increase again in 1995 as various companies,
particularly in energy sector (gas, electricity, nuclear power), are slated
for privatization and the government sells its remaining inventory interest
in a number of enterprises. In June 1995, the Government signed an agree-
ment with Paraguay to privatize the binational Yacyreta hydroelectric energy
project.

Most privatized companies operated in a monopoly or seai-monopoly
environment. Privatization was therefore accompanied by the establishment
of a comprehensive regulatory framework. 1In this context, a detailed set of
operating rules was established to provide protection for consumers and
encourage competition. Also, a number of regulatory agencies was set up.

2. Deregulation

Over the past six years the complex and pervasive system of yegulatjions
affecting various markets has been dismantled. 1In 1989 price controls. some
of which had been in place for decades, were eliminated, and fuel prices
vere freed in 1991. Also, in 1991, the main agricultural markets were
deregulated with the scrapping of market regulatory bodies, including the

l/ See also SM/94/177 for further details.
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National Grain Board, the National Meat Board, the National Forestry
Institute, the Wholesale Fish Market, Liniers National Livestock Market,
Yerba Mate Production and Marketing Regulatory Commission, the National
Sugar Board, the Milk Policy Agreement Commission, and the Dairy Activity
Promotion Fund.

In 1992 the government completed the deregulation of wholesale and
retail trade by removing remaining restrictions on retail trade development,
such as those blocking the establishment of shopping malls or affecting the
pharmaceutical market, and for the first time in decades, granted authoriza-
tion to establish new wholesale markets for fresh produce. In 1993 a number

of restrictions regulating access to professional services markets were
removed.

In 1989, domestic and foreign capital was put on an equal footing as
regards taxation, and the requirement for foreign investors to obtain
permission from the Executive to carry out capital investments in Argentina
was eliminated.

Progress toward the deregulation of the labor market, has been much
more limited. The national employment law of 1991 tried to foster the
creation of new job vacancies by reducing direct and indirect labor costs,
such as insurance requirements and taxes. In 1995, a new law for small- and
wedium-sized enterprises (i.e., up to 40 workers) granted them flexibility
in collective bargaining agreements and employment conditions. Also in
1995, & nmev bankruptcy law allowed the renegotiation of labor contracts in
bankrupt firms, and a new job-related-accidents law reduced significantly
their incidence in firm costs. Finally, a recent lav created more flexible
conditions of employment for women, younger workers and the elderly. 1/

3. QOpening the Econogy teo Intermational Competjtion

To open up the economy to international competition, since 1989 the
government has carried out a comprehensive unilateral reduction of extermal
trade tariffs and barriers, and joined MERCOSUR (a free trade area
encompassing Argentina, Brazil, Paraguay and Uruguay). The maximum trade
tariff rate was reduced from 50 percent in 1989 to 20 percent in 1995 and
the average tariff rate declined from 40 percent to 12 percent over this
period (or to an effective average rate of 9.2 percent in the first half of
1995; see Section IV for further details). Nontariff restrictions, which
affected close to one third of domestic production in the late 1980s, had
been eliminated by 1993, except in the car industry and in areas related to
health and the enviromment.

l/ See Appendix 11 for further details.
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At the same time, duties on agricultural exports which until 1990 had
been used extensively for fiscal purposes, were largely eliminated (at
present, only a few products, mainly oilseeds and ravhide, remain affected
by these duties). The statistical tax on exports was eliminated and all
quantitative restrictions, permits, authorizations and pre-shipment
requirements on exports were removed. Subsidies for industrial exports,
which had reached high levels in the 1980s, were replaced by a system of
export rebates. These rebates in general are the inverse of the import
tariff i.e., for each item in the trade classification the rebate on exports
is set at the same rate as the import tariff. Rebates presently amount to
over USS$1 billion a year.

In 1991, Argentina, Brazil, Paraguay, and Uruguay signed an agreement
(MERCOSUR) to liberalize intraregional trade, to establish a common external
tariff, and to coordinate macroeconomic and investment policies. During
1992-94, most tariffs on intraregional trade were gradually removed and on
January 1, 1995 member states adopted a common external tariff on extra-
regional trade ranging from 5-20 percent. Certain products traded within
MERCOSUR are still subject to duties, but they are being gradually phased
out by common agreement.

4. Restructuring public sector debt

Regaining access to the international capital markets and restoration
of the domestic financial system was an important objective of the reform
program. In this context, the government eliminated remaining restrictions
on foreign investment and implemented a comprehensive program of
consolidation and restructuring of the massive domestic and external public
debt obligations that had accumulated during the hyperinflation period.

To regularize obligations vis-a-vis external creditors, the government
sought -and reached rescheduling agreements that refinanced the outstanding
external payments arrears and restructured maturities. In 1992, an
agreement was reached with Paris Club creditors to refinance, over a period
of 16 years, part of the interest and all principal falling due during the
period 1992-94. Also, in 1992 the government reached an agreement within
the framework of the Brady initiative for the refinancing of its debt with
foreign banks. This agreement restructured, over a period of up to 30
years, interest in arrears and principal, involving a net reduction in debt
or debt servicing amounting to about US$6 billion.

In the domestic area, as part of its efforts to halt inflation, in
December 1989, the government decreed a forced conversion of time deposits
and public sector debt into U.S. dollar denominated government securities
(the BONEX plan). Subsequently, the government consolidated unregistered
debts to suppliers and provinces, and to pensioners who had been receiving
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benefits that were less than those accorded by the law. To settle these
obligations in an orderly manner, during 1992-94 the government issued local
and foreign currency denominated consolidation bonds (BOCONs) with

10-16 year maturities for the equivalent of around US$21 billion. These
bonds include capitalization of interest for the first six years.

These steps eliminated intermal and external arrears and helped the
public sector regain access to the domestic and intermational capital
market. Since 1993, the public sector has placed notes in domestic and
international capital markets for more than US$8 billion, with maturities
ranging from 3-10 years and spreads of up to 350 basis points over U.S.
Treasury bonds of similar characteriscics.

With the creation of the Integrated Financial Information System
(SIDIF), public debt management became an integral part of the new system.
Up to 1993, there was no systematic register of public debt, and it was
necessary to approach individual creditors in order to obtain an overview of
outstanding public debt. Moreover, large amounts of debt to pensioners,
suppliers, and provinces remained to be documented and funded. At present,
information on public sector debt is up to date and reported regularly,
although it is still difficult to piece together a complete historic picture
‘of outstanding public debt for the years before 1993.

5. Impact of deyegulatjon and privatizatiop

Deregulation and privatization has spurred major changes in a number of
economic gsectors. In the 9i]l and gas sectors, privatization opened
exploration and production to private sector initiative, including small
independent operators and by mid-1995 more than 50 percent of production was
already in the hand of independent producers. O0il and natural gas
production rose by 38 percent and 20 percent, respectively, over the past
five years, and exports trebled since 1990.

In the electricity sector, the dismantling of the state electricity
company opened distribution and generation to private sector initiative,
both domestic and foreign. Prices were liberalized (although transmission
remained regulated) and private distributors now are allowed to negotiate
with private producers for the supply of electricity. These changes have
contributed to an increase of 30 percent in electricity generation and a
lowering of electricity tariffs over the past three years.

The elimination of the state monopoly and privatization also opened the
telecogmunications sector to competition, especially in the areas of
satellite services, telex and data transmission. Deregulation of telephone
services is scheduled to be completed by the year 2000 with the full
liberalization of tariffs and the removal of remaining restrictions on



<43 - APPENDIX I

market entry. In the meantime, the newly privatized companies have
increased the number of telephone lines from 2.4 million in 1990 to 6.4
million in 1994 and reduced the waiting period for a new line from six
months to Iess than a week. Also, the cost of installing a new line has
been cut in half.

In the transportation sector, the quality of railway transportation has
improved significantly following its transfer to the private sector. 1In the
area of road freight, steps were taken to streamline cumbersome regulations
and eliminate taxes as well as quotas and restrictions on international and
interprovincial transport. A free access system was introduced, allowing
road passenger cowpanies to offer services in all traffic corridors. These
actions contributed to a reduction in tariffs of 10-20 percent and an
increase in traffic levels of about 30 percent in 1991-94.

The government also opened to private initiative the national highway
network. A system of public work concessions through tolls for the
construction, repair, and maintenance of national highway corridors was
established in 1992, covering nearly 9,000 kilometers for a period of 12
years. In addition, in 1993 construction and maaintenance of the road access
network to the city of Buenos Aires was granted on concession for a period
‘of 22 years. '

With the deregulation of port activities, operating hours of ports were
extended, navigation conditions and rules regulating stowage services were
relaxed, vessel classification conditions were made more flexible, and the
setting of crew levels was liberalized. As a result, port costs were
reduced by 8-20 percent between 1989 and 1995.

6. Pending Reforms

Despite the accomplishments, of the past six years, the process of
reform is by no means completed. In the fiscal area, high tax rates still
constitute a heavy burden on private initiative and encourage evasion, which
highlights the need to reduce public sector expenditure, particularly in the
provincial governments. The provincial governments also need to complete
the privatization of their banks and enterprises, and to reduce provincial
social security benefits to those at the national level and integrate the
provincial social security regimes into the federal systenm.

In the area of financial intermediation, the outflow of deposits in
early 1995 has left a significant segment of the banking system in a
seriously weakened condition, and the restructuring of provincial banks and
the private banking system needs to be completed expeditiously. Finally, in
the labor market, significant rigidities remain as evidenced by the record
high level of unemployment. The market continues to be burdened by
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cumbersome regulations that undermine the operation

raise the cost of labor, and discourage new hirings.

decentralize collective bargaining negotiations and
reduce dismissal costs, and rationalize the present

health care benefits and family allowances.

of competitive forces,
There is a need to

liberalize work rules,

welfare net, fncluding
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Labor Market Issues

The Convertibility Plan introduced in March 1991 has encouraged
important structural changes, particularly in the tradeable goods sectors.
With the current slowdown in domestic activity, adjustments are now
accelerating in the nontradable goods and services sectors. These changes
have had a pronounced effect on labor markets. The rate of urban
unemployment jumped to 18.6 percent of the labor force in May 1995 from
12.2 percent in October 1994 (Chart 9), 1/ with unemployment in the
Greater Buenos Aires area at just over 20 percent (up from 13 percent in
October 1994) and in other urban areas at 15 percent (up from nearly
11 percent in October 1994). This note describes some factors that have
contributed to the increase in unemployment, discusses the short term
outlook and the policy responses under consideration by the authorities to
alleviate the problem, particularly policies aimed at to improving the
flexibility of the labor markets.

1.  Background

The increase in unemployment since early 1991 is mainly related to an
increase in supply of labor by some 2 million persons between 1991 and early
1995--the result of an increase in labor force participation and
immigration--and virtual stagnation in overall employment, despite the rapid
expansion of output (Table 9).

In the 1980s, a period of low growth and real wage erosion caused by
high and variable inflation, the unemployment rate had remained at around
5.5 percent of the labor force and the labor force participation rate
remained at around 38-39 percent of the urban population (Chart 10), wicth
relatively low participation rates among women and youth. By contrast,
during the 1990s the participation rate increased sharply from 39.5 percent
in early 1991 to 41 percent in 1994 and 42.8 percent in early 1995,
increasing the supply of labor by almost 2 million--1.3 million during 1991-
1994, and a further 600,000 from October 1994 to May 1995.

From 1991 to mid-1994, the unemployment rate increased from 6.5 to over
10 percent of the labor force. This reflects an increase in structural
unenployment. 2/ With the drop in bank deposits, credit squeeze and
recession in the first half of 1995, structural unemployment became
complemented with eyclical unemployment.

1/ The unemployment rate is compiled twice yearly, normally in May and
October, by the National Institute of Statistics (INDEC), and is based on
the Permanent Household Survey (EPH) of the 25 largest urban areas.

2/ An often noted symptom of the increase in structural unemployment is
the increase in unemployment for breadwinners from 1.5 percent prior to 1991
to 6-7 percent in 1994-95.
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2. a ..

Labor force participation has been boosted by several effects of the
Convertibility Plan. Real wages in the nontradable sectors and all wages in
U.S. dollar terms increased during the first few years of the Convertibility
Plan. At the same time, increased optimism about economic prospects and the
chances to find a job drew additional labor resources into the market.

Also, the opening up of domestic markets to domestic and foreign competition
made available new products, and improved product quality in general, which
led to supplementary “demand” for income. However, around early 1993, the
nature of the increase in participation appears to have changed from one
related to the increased opportunity cost of leisure to one related to
sustaining the gains in average real disposable incomes attained during the
first two years of the Plan, which had formed the basis for renewed access
to consumer credit and stepped-up purchases of consumer durables and
automobiles that had been deferred during the hyperinflationary period.

The strong increase in wages in U.S. dollar terms gave rise to
increased immigration from abroad particularly for neighboring countries
such as Bolivia, Paraguay and Perii. The participation among immigrants is
nearly 100 percent which further increased the overall participation rate.
For example, immigration in 1993 was estimated at 87,000 persons while
domestic (natural) rate of increase of the labor force was about 380,000 a
year. Internal migration from the provinces and rural areas to urban areas
within the provinces, and to Buenos Aires also has contributed to raise the
peasured participation rate, as labor surveys are conducted only in the
urban areas.

3. Changes in labor demand

While the supply of labor was boosted by increased participation, the
economic transformation set in motion by the Convertibility Plan required
the economy to become more efficient and less labor intensive. In
particular, the pegging of the exchange rate and the subsequent real
appreciation of the peso, and the simultaneous opening up of product markets
to competition from abroad through the reduction in quancitative and cariff
restrictions on trade (including through MERCOSUR), pushed the traded goods
sectors into making strong efforts to enhance their competitiveness and
increase labor productivicy.

At the same time, between 1990 and 1994 the price of capital relative
to labor in manufacturing industry decreased by 30 percent during 1990-94
(Table 10). 1/ This resulted from the elimination of tariffs and the
statistical tax on capital goods, the effect on relative prices of the
appreciation. Also, real interest rates fell significantly as confidence in
the sustainability of the plan increased, and the increased availability of

l/ This measurement may understate the relative price effect because it
excludes the impact of the improvements in tax administration and the better
collection of labor related taxes which raised the de-facto price of labor.
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CHART 9
ARGENTINA

Urban Unemployment Rates
(In percent of the urban labor force)
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domestic and foreign credit enabled greater access to capital goods. As a
result of these factors, employment in manufacturing industry declined by
300,000 persons between 1990-94 while employment in agriculture fell by
77,000 during the same period. On the other hand, there was a sharp-
increase in employment in the nontradable sectors, which benefitted from the
consumer boom and the gains in real incomes that followed the fixing of the
exchange rate. For example, employment in commerce increased by 400,000
persons during 1991-94, in construction by nearly 120,000 persons, and in
services (including financial services) by some 316,000 persons (Table 11).

The process of privatization of state enterprises also involved a net
reduction in employment. During 1990-95, the national oil company (YPF),
the railroads, ports, the national airline, telephone companies,
petrochemical companies, utilities, grain elevators, gas companies, military
industries, toll roads, shipping companies, the Buenos Aires subway, and
agricultural markets were privatized. In preparation for, or following
privatization, many of these companies were restructured and rationalized
their operations, thereby making visible some previously "hidden”
unexployment, and leading to downsizing of the workforce.

In addition, the pyblic sector (including the provinces) ceased to
function as an employer of last resort, and reduced employment in contrast
to the 1980s when general government employment had increased from 1.4
willion persons in 1980 to more than 2.1 million persons in 1990 (Table 12).
The recent tightening of financial conditions appears to have accelerated
the process of labor shedding in the provinces.

4. Prospects

Unemployment is likely to remain a difficult issue. Despite the
considerable investment in plant and equipment in recent years, the capital
stock in Argentina is estimated to be still of relatively old vintage with
an average age of installed machinery of around 10 years. The continued
modernization of the capital stock, coupled with the high productivity of
nev equipment, is not likely to permit a major rebound in employment in the
near future. At the same time, the participation rate may increase further
as it is still below the participation rate in comparable middle income
countries. 1/ '

5. Poligy issues

The government is working in several areas to ameliorate the
unemployment problem. These initiatives seek to improve the administration
of unemployment benefits and employment programs and make them available to
a larger number of participants, and to improve the flexibility of the labor
market and reduce labor costs.

l/ Adjusting for differences in measurement and definition, the
participation rate in Argentina appears to be some 2 percentage points below
that in Chile and ltaly, and about 1 percentage point below that in Spain.
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Uneaployment and employment programs are supported by the Central
Government from the Employment Fund, based on payroll deductions (1.4
percent, paid by employers) which amounted to some Arg$500 million in 1994.
Unemployment benefits are available to individuals who have become
involuntarily unemployed after having been employed for a minimum of 12
months in the formal labor market. To register, persons have to be current
on social security and tax obligations, register to receive benefits, and
obgserve a two-month waiting period. However, employees in some sectors with
high turnover rates such as construction and some rural activities do not
qualify for the benefits. Benefits depend on the length of employment, with
a maximum of Arg$300 a month for up to of 12 months. Due to its restricted
nature, only 120,000 persons at present are receiving une<mployment
compensation, with an average benefit of Arg$l20 & month. To improve the
services provided by this scheme, the govermment is strenghtening benefits
administration to limit fraudulent claims, extending medical insurance
coverage to unemployed heads of households, and expanding the maximun
duration of unemployment benefits by an additional three months.

To increase the number of beneficiaries of public employment programs,
which at present are carried out mostly by municipal governments, without
increasing the budgetary cost, remuneration per employee is being reduced
from Arg$350 a month plus family allowances, to Arg$200 a month without
family allowances, and vacation allowances would be eliminated. Under a
similar scheme for the private sector, employers would be able to recover
Arg$300 per vorker per month from the central government for a maximum
duration of three months for qualifying new hires, with an option to extend
the subsidy to a fourth month at an additional Arg$200. Also, a program in
the armed forces is to provide 30,000 jobs of a minimum of four hours a week
in military or civil support services paying up to up to Arg$l00 a month,
and a program in the forestry sector aims at providing 10,000 new jobs. The
existing gpprentice program is to be expanded to 100,000 youths, for at
least two months for each apprentice. The Government will cover accident
and health insurance costs for beneficiaries of this program, and has
exempted participants in the program from social security contributions and
indemnmization payments.

A number of longer-term structural initiatives have been implemented or
are under consideration to improve the flexibility and functioning of the
labor markets. The most important are the reforms of the Law on Work
Accidents, the Law on Small and Medium-Sized Enterprises (PYMES), the Law on
Collective Bargaining, the Bankruptcy Law, the Labor Reform Law, and the
lowering of employer social security contributions.

The existing Law on Work Accidents has given rise to a burgeoning

industry of disability litigation, with average settlements that in some
industries increased labor costs by as much as 12-13 percent. These costs
are expected to be lowered to about 3 percent of the wage bill by converting
the existing disability legislation into a compulsory insurance scheme for
all enterprises, with optional supplemental insurance coverage. The
insurance system would provide caps on litigation settlements depending on
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the type of injury. The new Law has been approved in the lower House and is
expected to be fully sanctioned and become effective before the end of 1995.

The Lav on Small and Medium-Sized Enterprises which has already been

approved by Congress, covers enterprises with fewer than 40 employees and
allows such enterprises to deviate from sectoral collective labor
agreements. It also reduced the notification period for layoffs from 90 to
60 days, and, under certain circumstances, provides waivers for
indemnization paynents in case of layoffs.

The authorities intend to introduce a new bill in Congress that would:
(a) allow for geographically decentralized collective labor agreements in
recognition of productivity differentials and cost of living conditions
across the provinces and regions; and (b) would determine that collective
labor agreements expire on their anniversary date. The existing l[aw on
Collective Bargaining., which was approved in 1975, makes collective labor
agreements binding at the enterprise and sectoral level throughout the
country. The 1975 law also introduced the principle of "ultra-actividad",
vhich implies that upon expiration of the existing agreement, its provisions
remain in place until a new agreement {s reached between employer and
employee representatives. In practice, this has meant that labor agreements
have become cumulative; i.e. labor representatives may negotiate to increase
benefits, but are under no pressure to agree to reduced benefits. The
reform of this law is likely to meet with considerable opposition in
Congress, and it is not expected to be considered before late 1995.

The Bankruptcy law that was recently passed by Congress permits
collective labor agreements to be suspended during bankruptcy proceedings,

wvhile safeguarding acquired rights of existing employees; it also expands
the rights of creditors to force enterprises into bankruptcy and allows
enterprises under bankruptcy protection to be administered by a panel of
experts, rather than by the courts, as was previously the case.

A labor Reforn Law which passed Congress, but still needs to be
regulated, further improves the flexibilicy of employment conditions, by
allowing proportionality in the payment of selected social security '
contributions for part-time work. At present, part-time employment is
discouraged as contributions for health care coverage have to be paid on a
full-time equivalent basis.

The authorities also are implementing in three equal steps a reduction
in the emplover social security contributions (aportes patronales), which at
present, range from 33 percent in Buenos Aires to 16.5 percent in the
outlying provinces. These contributions will be reduced by 10 percent each
in September and November 1995, and January 1996, which is expected to
reduce labor costs by some 7 percent on average.



Table 9. Argentinas:

-so-

Uzdban Labor Force, Imployment and Unesmployment

(Ihousands of persons)
Labor Force Esployment Unemployment

1980

April 8,672 8,433 239

October 8,778 8,531 247
1981

April 8,852 8,459 393

October 8,926 8,440 486
1982

April 9,012 8,447 565

October 9.19 8,73 462
1983

April 9.160 8,636 $24

October 9,068 8,644 424
1984

April 9,29 8,813 478

October 9,338 8,870 465
19685

ey 9.477 8.852 623

Bovember 9,662 9,044 619
1986

April 9,828 9.19% 631

Noveaber 9,946 9,384 562
1987

April 10,184 .93 649

October 10,185 9.573 612
1988 .

May 10,32¢ 9,634 692

October 10,484 9.820 664
1989

May 10,73 9,788 32

October 10,621 9,865 756
1990

May 10,684 9,784 900

October 10,783 10,064 689
1991

June 11,061 10,262 799

October 11,138 10,437 703
1992

May 11,332 10,538 794

October 11,546 10,212 834
1993

May 11,877 10,73 1,138

October 11,866 10,788 1,078
1994

May 12,084 10,813 1,273

October 12,071 10,650 1,421
1995

May 12,638 10,426 2,209

Source: Ministry of Economy.
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Table 10. Argentina: Relative Cost of Capital and Labor 1/

(1930 = 100)

Price of capital/Price of labor

1980 84.3
1981 78.3
1982 118.8
1983 106.3
1984 91.7
1985 95.9
1985 85.5
1987 95.3
1988 97.1
1989 122.5
1990 100.0
1991 85.9
1992 72.5
1993 66.2
1994 70.3

Source: Ministry of Economy.

l/ Manufacturing sector.



Table 11. Argentina:

Employment by Main Sectors

(1n_thousands)

Agriculture Manufacturing Construction Commerce Services ]/ Other 2/ Total
1985 1,207 1,971 768 2,100 3,705 721 10,472
1986 1,173 1,952 720 2,276 3,977 739 10,837
1987 1,178 1,963 156 2,148 4,028 737 10,811
1988 1,157 2,016 765 2,153 4,042 736 10,869
1989 1,137 1,889 735 2,204 4,201 762 10,928
1990 1,117 1,801 701 2,248 4,348 785 10,999
1991 1,097 1,665 805 2,462 4,551 811 11,390
1992 1,077 1,648 772 2,556 4,536 863 11,453
1993 1,058 1,632 804 2,659 4,719 896 11,768
1994 1,039 1,503 818 2,648 4,664 935 11,607

Source: FIEL.

Y
2/

Includes financial services and government.
Includes mining and utilities.

-zg.



Table 12. Argentins: Public Sector Employment

(1o thoygends)
Federsl Goverpment Provinces and General Central Publie
Nationel Decentrelized City of Government Govermment Sector
Administretion Organitetions Total Buenos Alres Municipelities Totel Enterprises Totel
1980 256 238 494 72) 149 1,367 324 1,692
1981 256 23 49 724 151 1,367 307 1,673
1982 252 25 484 24 151 1,3%0 312 1,659
1983 2686 240 sos 713 157 1,300 312 1,69
1984 272 249 s21 76$ 169 1,481 3 1,766
1988 27¢ 26) 33 799 169 1,506 304 1,810
1986 286 248 $34 856 171 1,562 30?7 1,869
1987 276 254 bR 3 171 1,876 308 1,882
1968 mn b1}, 364 1,017 171 1,793 308 2,050
1909 29 267 369 1,087 172 1,784 302 2,087
1990 26% 260 326 1,438 172 2,10 mm 2,044
1991 267 32 609 1,004 )/ 38 )/ 1,962 239 2,202
1992 266 114 kLT 1.011 348 1,740 17¢ 1.91¢
199) 248 74 3 1,013 38 1,601 176 1,837
1994 228 76 0! 1.01) 348 1,683 138 1,801

Source;: Hinistry of Zconowmy.
1/ As of 1991, the City of Buenos Alres is cleseified under Municipelities.

Mote: date for 1989-91 are subject to inaccurscies owing to reclassification and shifte of employees between the Federal Government and the
provincisl government. Dete prior end sfter this period sre considered relisble.

- ¢S ~
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Tadble 13. Argentina: MNational Accounts in Constant Prices
Prel.
1989 1990 1991 1992 1993 1994
( 986
27 10,050 4 7 12.297.% [
Consumption )/ 7.,669.1 7.,438.9 8,378.5 9,31.9 9,804.0 10,393.2
Gross domestic investoent 1,483.5 1,336.2 1,671.9 2,188.8 2,493.9 2,9472
4717 655,64 219.6 -362.9 -466.0 -$30.4
Exports of goods and
ponfactor services 990.1 1,177.1 1,079.9 1,066.0 1,119.0 1,285.1
lsports of goods and
nonfactor services $518.4 $2..7 860.3 1,428.0 1,585.0 1,915.5
Gross domestic prodyuct 2.42¢.3 2404 20,2700 21,1380 1819 1270
Net factor paywents abroad -311.5 -155.7 -175.8 -156.8 =130.4 ~149.9
Gxoss national product 211z2.e 2,228 10,0942 11.001.9 A2005 A2.960.2
(Razcentage changes)
Gross dopestic expendityre 8.2 2.0 P p UK [ T 8.3
Consumption )/ 4.1 ~0.4 12.6 11.4 5.1 6.0
Gross damestic investment ~24 .6 -9.9 25.1 30.9 13.9 18.2
Ecreixn balance 2/ 1.0 PN, a2 5.2 0.9 o Ve |
Exports of goods and
bonfactor services 6.3 18.9 -8.) 1.3 5.0 a8
laports of goods and
ponfactor services -18.1 0.6 6.9 66.0 11.0 20.9
Gross domestic prodyct 62 [0} 2.9 7 £.0 PR
Source: Mipistry of Economy.

1/ 1lncludes changes in inventories.

&/ Percentage points contribution to growth.



Table 14, Argentine:

Rational Accounts in Current Prices

(In »illiong of pesos)
Prel,
1909 1990 1991 1992 1993 199
Grose domestic expenditure 2.032 $3.973 122,228 229,99 262,202 200,170
Consumption }/ 2,529 53,328 151,2%0 192,1) 215,23¢ 232,068
Gross domestic investment $0) 9,687 26,470 37,854 46,966 56‘113
(1] ® 211 .98 3.1¢9 23,333 8,603 -$,33%
EZxports of goods and
nonfactor services @24 7,140 13,084 15,271 16,232 19,167
Imports of goods and '
nonfector services 21) 3,192 10,713 18,626 20,870 23,702
s d c u 2283 $9,92) 180,892 226,638 237,369 201.68)
Net factor payments abroed -141 -948 -2,19 -2,102 -1,819 -2,148
Gross_petionsl product .102 £2.313 128,703 228 306 233,230 279,498
GDP deflator R 1YY 7,309 17,614 20,310 21,769 22,199
Percentage chenge 3,013.? 2,023.? 141.0 13.3 v.2 1.8

Bource: Minletry of Zconomy.

1/ Includes chenges in inventories.

- ¢¢ -



Table 15.

Argentina: Sectoral Origin of Gross Domestic Product

Prel.
1989 1990 1991 1992 1993 1994
(lp thousands of pesos at 190¢ prjices)
Iotal 9.424,3 2,430.4 2 8.7 12,7101
Primary sector 991.9 1,091.) 1,109.2 1,129.2 1,135.7 1,200.7
Agriculture, livestock,
and fishing 753.2 839.2 871.6 872.2 863.2 896.4
Mining 238.7 252.1 237.6 257.0 272.5% 304.3
Secondary sector 3,144.9 3,132.1 3,526.1 3,854 .4 4,081.8 4,336.2
Manufacturing 2,461.2 2,511.5 2,810.8 3,012.0 3,152.8 3,284.6
Construction 501.6 422.6 512.7 623.9 692.0 800.3
Electricity, gas, and water 182.1 198.0 202.6 213.5 237.0 251.3
Service sector 5,281.2 5,254.6 5,630.4 6,066.7 6,3501.2 7,069.1
Commezce 1,4372.6 1,464.0 1,705.3 1,862.5 1,946.3 2,102.6
Transport and commxmicsations 497.3 476.1 496.9 $52.5 590.6 636.95
Finance and banking 1,443.8 1,410.3 1,551.5 1,7%6.5 1.932.3 2.179.4
Othexr services 1,902.8 1,904.2 1,876.? 1,895.2 2,032.0 2,130.6
Plus: Import taxes ainus imputed
finsncial services 6.3 -47.6 4.3 108 .4 113.2 1241
(Rercentage cbange)
Iotel 5.2 (79 2.2 8 $.0 24
Primary sector 6.4 10.0 1.6 1.8 0.6 5.7
Agriculture, livestock,
and fishing -9.2 11.4 3.0 0.3 -1.0 3.8
Maning 3.8 S.6 -5.8 8.2 6.0 11.7
Secondary sector -10.3 0.4 12.¢ 9.3 5.9 6.2
Manufecturing -7.1 2.0 11.9 7.3 4.9 4.2
Construction 244 -15.7 21.) 21.7 10.9 15.7
Electricity, gas, and water ~4.8 8.7 2.0 S.4 11.0 6.0
Service sector -3.2 -0.5 7.2 2.7 7.2 8.4
Commerzce -10.1 1.8 16.5 9.2 4.5 8.0
Trensport and commmications 3.0 -4.) 4.6 11.2 6.9 7.8
Finance end banking 3.4 2.3 0.0 13.2 10.0 12.8
Other servaices 1.2 0.1 -1.4 1.0 7.2 4.9
(Rezcentage distribution)
JTotel 1000 90,0 1000 1000 90,0 100.0
Primary sector 10.5 11.6 10.8 10.1 2.6 9.4
Agriculture, livestock,
and fishing 8.0 8.9 8.5 7.8 7.3 7.1
Mining 2.% 2.7 2.3 2.3 2.3 2.4
Secondary sector 33.4 33.2 33 3.8 3.8 3
Manufacturang 26.1 26.6 27 .4 27.0 26.6 2%.8
Construction 3.3 4.9 5.0 5.6 5.8 6.3
Electricity, gas, and water 1.9 2.1 2.0 1.9 2.0 2.0
Servace sector 6.0 5.2 4.8 $4.4 S4.9 95.9%
Commecce 15.3 158.5 16 .6 16.7 16.4 16.5
Transport end commmmicetions 5.3 $.0 ..8 5.0 $.0 5.0
Finance and banking 15.3 15.0 15.1 15.7 163 17.1
Other services 20.2 20.2 18.3 17.0 17.2 16.8
Plus: Import taxes Ainus imputed
finencial services 0.1 -0.5 -- 1.0 1.0 1.0

Source: Mipistry of Econooy.
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Table 16. Argentina: Index of Agricultural Production
(1986 = 100)

Prel.

1989 1990 1991 1992 1993 1994

ITotal L/ 2.3 1037 107.4 106.5 109.1 1133
Agriculture 9.4 1104 7.5 118 4.2 1231
Cereals 72.8 83.6 94.1 90.3 108.7 106.9
Oilseeds 100.5 148.7 155.8 146.3 141.7 156.2
Industrial crops 112.1 119.8 125.3 111.2 94.6 109.1
Fruits 109.2 121.5 121.5 132.0 128.4 141.0
Vegetables 95.7 86.5 90.6 99.7 109.0 120.3
Flowers 85.7 67.5 74.9 84.1 72.6 75.6
Livestock 97,3 29,3 8.1 N8 282 N3
Cattle 98.4 101.0 99.3 93.8 92.4 91.7
Other livestock 2/ 91.4 87.3 88.7 94.2 99.4 98.4
Hool 9.2 8.6 11.7 9.4 6.1 £9.0
Milk 1123 106.5 106.2 116 .6 1218 1325
Foxestry 15,8 1135 122.0 i22.8 100.2 100.2
Eishing 17,6 136.8 150.9 229.6 306.9 291.6

Source: Ministry of Economy.

1/ Includes hunting and agricultural construction.

2/ Includes sheep, goats, pigs, and horses.
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Table 17. Argentina: Selected Data on Planted and
Barvested Azea, Production, and Yield

(Ares ip thousgnds of hecteres; production An thousends of
sakiic tona. vields AD Lon3 Dper hectere)

Prel.
1989/90 1990/91 1991/92 1992/93 1993/94 1994/98
Cezeals
Wheat
Planted area 5,650 6,178 4,751 4,548 4,087 5,146
Barvested area 5,421 8,797 4,547 4,285 4,7% 5,042
Yield 1.90 1.9 2.17 2.32 2.02 2.20
Production 10,294 11,016 9,867 9,874 9,604 11,092
Corn
Planted ares 2,211 2.1 2,686 2.98) 2,756 2,8%
Barvested ares 1,672 1,918 2,367 2,503 2,420 2,516
Yield 3.02 6.0S 4.52 4.36 4.23 4.50
Production 5,047 7.770 10,699 10,901 10,246 11,322
Oats
Planted ares 2,100 1,813 2,180 2,006 1,97 1,970
Barvested ares 428 458 456 372 303 259
Yseld 1.45 1.54 1.34 1.61 1.44 1.38
Production 620 695 610 600 436 3s?
Barley
Planted area 257 147 23] 285 242 186
Sarvested area 173 146 230 228 198 148
Yield 1.81 2.22 2.487 2.5¢ 2.32 2.0
Production 313 324 S68 s83 459 342
Rye :
Planted eres 578 642 390 463 460 473
Barvested ares 84 101 ”2 48 6? 56
Yield 0.83 0.95 0.80 0.71 0.9% 0.9
Production 70 % 8 34 64 S4
Race
Planted ares 132 ” 148 144 148 192
Harvested area 116 86 18] 140 141 191
Yield 3.69 4.0) $.21 4,34 4.30 5.20
Production 428 k1% 735 608 60?7 LA 2]
Sorghum
Planted arxse 824 752 823 810 672 623
Barvested area 688 (Y3 764 72) 614 13
Yield 2.9 .33 3.62 3.9 3.51 J.29
Production 2,016 2,251 2,766 2,860 2.158 1,688
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Table 17. Argentina: Selected Deta on Planted and
Barvested Area, Producticn, and Yield (Concluded)

(Ares ip_thousands of hectares: productiop in thousands of

estric tons: Yie)ds in tops Der hactere

Prel.
1989/90 1990/91 1991/92 1992/93 1993/94 1994/95
Oilseeds
Linseed
Planted ares 39 590 43 215 148 148
Barvested ares 566 $73 416 206 142 145
Yield 0.9 0.80 0.82 0.85 0.79 1.00
Production 514 458 R 7D 176 112 145
Sunflower seeds
Planted area 2,7% 2,372 2,693 2,187 2,13 2,837
Barvested arees 2,59% 2,301 2,562 2,136 2,002 2,482
Yield 1.48 1.78 1.9 1.38 1.87 1.9
Production 3,758 4,027 3,407 2.956 3,903 4,752
Soybeans
Plented ares 5,093 4,967 5,013 $,320 S,665 S, 090
Barvested ares 4,918 4,783 4,9 9.116 $,9% 5,834
Yaield 2.17 2.20 2.29 2.6 2.02 2.19
Production 10,667 10,905 11,30 11,049 11,312 12,77
Groundnuts
Planted ares 167 198 183 110 134 164
Barvested ares 162 17¢ 18 110 134 164
Yield 1.41 1.74 1.44 2.12 1.5% 1.6%
Production 228 il 220 23 208 n
lpdustrial crops
Cottan
Plented ares $70 621 613 378 304 7%?
Barvested ares 340 334 329 302 483 (%4}
Yield 1.72 1.46 1.23 1.4) 1.46 1.%0
Production 27 751 651 43 706 1,01
Tobacco
Plepted area 54 63 80 70 39
Barvested ares 47 58 71 68
Yield 1.45 1.64 1.54 1.69 ..
Production (1) ”» 109 112 82
Sugarcane
Planted ares 34 W) 332 30?7 312
Barvested area 255 292 25S 256 239
Yield 47.4% 49.38 30.3) 40.27 43.43
Production 12,100 34,420 12,834 10,310 10,857 .
Source: Ministry of Economy.



Teble 18. Argentine: Industriel Production Index

Bese 1908i=100

1983 1984 1903 1986 1907 1988 1989 1990 1991 1992 1993 1994 1998
(Hith Seesonsiity)
Januery 89.3 9.0 08.2 "0 9.0 %7 9.3 . ¢ 80.1 92.) 9.9 106.7 9.3
Februery 70.3 .8 9.0 73.3 78.2 8.0 88.4 na 78.8 82.7 80.0 85.3 103.1
Mazch 9.0 9”9 92.8 9.0 107.3 108.7 103.4 81.3 83.0 105.0 107.8 113.8 1189
April "’ 7.9 9.2 101.8 109.¢ %% .9 101.¢ 82.3 89.¢ 106.) 107.3 110.8 106.3
Moy 9% .9 102. 6 .1 106.?7 106 2 108.9 90.9 9.2 .1 106.2 108.9 117.7 113.6
June 7.3 10%.0 799 9.1 112.% 106.1 89.5 2.7 9] 110.2 113.1 1149 109.0
July L1 106.7 849 109.3 1191 10089 87.4 8.4 106.5 109.¢ 116.0 11%.7
August 101.¢ 108. 6 87.1 1141 1144 108.? 92.9 106.? 106.1 103.? 1147 120.9
Septenber 1044 102.9 95.3 115.¢ 113.¢ 100.2 9.6 101.2 104.5 111.0 116.3 121.9
October 7.6 111.) 101.7 118.9 113.¢ 100.98 8.4 105.0 108.6 109.1 11%.1 120.6
Movember 10).2 104.0 100.9S 109.9 103.3 102.4 9.1 100.8 106.2 106 .4 1149 120.1
December 1.6 9.0 9.0 109.9 102.) 8.4 93.08 9.4 102.2 105 .4 110.4 113.3
Aversge n.? 100.0 9.0 103.4 106.9 101.¢ "0 9.0 9.0 104.2 108.4 113.5 .
Percent chenge S.¢ -10.0 140 3.3 -4.9 -1.5 2.1 3.4 7.8 4.0 4.7 .
(Deseasoneliged)

Jenusry 89.9 9.2 09.4 9.3 103.¢ 100.4 9.6 86.7 "% 6 101.2 104.0 115.7 106.6
Februery 8.3 92.% 83.? 2.1 102. 8 1183 118.4 2°".6 101.0 103.3 9.9 106.93 128.8
Merch ’”"n.s 2.3 9.0 9.3 106.9 106 .1 103.3 1.4 82.9 110.9 1139 120.2 122.1
April 9.0 %%.0 9.3 104.6 110.2 9% .6 9.0 8).0 87.3 108.0 109.1 112.3 108.1
May %.? 102.3 9.0 107.9 105.4 108.2 87.9 87.8 96.6 102.9 108.93 114.0 110.1
June 9.7 106 .6 o1.1 9.0 113.3 111.1 3.3 9”21 .6 107.7 110.3 112.2 106.8
July 9.0 106.0 84.) 105.0 116.) 105.08 8.3 82.4 101.0 101.) 107.3 107.0
August 98.? 10%.9 84 ¢ 106.0 109.9 103.2 88.2 9.4 .7 9.9 108.4 1143
September 9.4 9.0 9.0 109.93 106.8 LR ) 84 .8 9.8 101.1 103.0 108.80 1141
October L 108 ] 107.9 9.) 111.0 104.) 0%.¢6 88.7 0.9 101.6 101.8 107.9 112.6
November 9% .0 9.8 9.5 102.9 5.9 9% .2 9.2 9.1 101 .4 102.3 110.5 115.4
December 90.0 9%.) 9.1 106.9 101.9 9.1 9" 6 100.7 9.6 104.3 109.4 112.2
Averasge 9.4 9.7 89.? 102.8 106.3 101.6 "N ”.’ 96.6 104.0 107.9 113.1
Percent cheange 5.6 -10.0 146 3.4 4.4 -7.2 -2.7 $.4 7.6 3.8 4.8

- 09 -

Source: FIEL.
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Table 19, Argentina: Automobile Production, Domestic Demand,
Exports, and laports

(In units)
Total Domestic
Year Production Demand Exports Imports
1980 281,793 343,419 3,607 68,361
1981 172,363 238,974 285 60,126
1982 132,117 137,144 3,234 5,339
1983 159,876 151,640 5,202 1,075
1984 167,323 165,578 4,243 519
1985 137,675 146,271 774 747
1986 170,490 166,621 357 1,049
1987 193,315 192,357 460 1,530
1988 164,160 163,896 1,662 1,369
1989 127,823 133,563 1,841 642
1990 99,639 95,960 1,126 1,173
1991 138,958 165,806 5,205 28,631
1992 262,022 349,245 16,353 105,882
1993 342,354 421,006 29,976 109,793
1994 408,777 508,152 37,858 147,431

Source: Argentine Automobile Manufacturer’'s Association.
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Table 20. Argentina: Price Indices

(Rexcentage change during the vear)

Wholesale Price Index

Consumer National

Prices for Agri- Nonagri -
Buenos cultural cultural Imported

Alres General Goods Goods Goods

1985 385.4 363.9 336.3 364.2 405.6
1986 81.9 57.9 83.7 55.9 53.4
1987 174.8 181.8 153.3 182.8 216.0
1988 387.5 431.4 456.1 430.3 412.9
1989 4,928.6 5,386.7 5,023.6 5,138.0 7,600.3
1990 1,344.5 797.5 656.7 879.5 406.5
1991 84.0 56.6 62.0 54.8 69.5
1992 17.5 3.1 9.5 2.0 4.4
1993 7.4 0.1 0.1 0.6 -5.4
1994 Prel. 3.7 5.8 7.9 5.2 19.5

Source: National Institute of Statistics.
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Argentina: Rates of Price Increase

Table 21.

Change over
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Table 22. Argentina: Esployment, Wages, and Productivity

(AnDual gYerage percentage change. \unless otherwise ppecified)

-~ 64 -

Prel.
1989 1990 1991 1992 1993 199%
I. Hagey
(ln_pomingl terms)
Central Administration 1,917.4 2,641.1 189.5 74.4 20.1
Public enterprises 2,385.0 094.7 188.9 1.2
Average bourly ipdustrial
wage 2.369.1 2,641.2 140.2 27.5% 11.8
Minimun wage 1,396.4 2,062.1 242.8 11.7 52.0
Contractusl wages }/
Industry (average) 2,484.3 2,508.6 143.0 10.9 8.5 11.1
Textile 2,356.1 2,496.1 147.6 9.3 -- --
Chemical 1,945.4 2,787.3 114.9 15.8 1.9 --
Metallurgical 2,505.2 2,555.9 133.9 s.2 0.5 20.0
Construction 2,812.2 2,003.4 1471 4.6 17.0 20.4
(In_resl terms) 2/
Central Administration -36.6 13.5 6.6 39.¢ 8.6
Public enterprises -21.9 -9.1 6.3 $.0 T
Average hourly industriasl
wage -22.4 1.9 -8.% 2.0 1.1
Minisame wage -$3.0 -10.5 26.2 -10.6 37.4
Contractual wages }/
Industry (everage) -18.? 8.0 ~10.6 -11.2 -1.9 6.7
Textile -22.8 7.8 -8.9 -12.9% -9.6 3.9
Chemical -3s.7 19.¢6 -20.9 -7.6 -7.9 -3.9
Metallurgical -18.1 10.0 -13.9 -15.8 -9.1 15.3
Construction -8.4 -12.9 -9.1 -16.3 $.8 15.7
I1. Popyletion, Emplovwent, and Prodyctiwity
Population (in aillions) 31.9 32.4 2.6 N 33.8 36.2
Uzrdban employment 3/ 9,788 9,784 10,262 1C, 538 10,739 10,813
Urben labor force 3}/ 10,739 10,684 11,061 11,332 11,877 12,0084
Urban unesployoent 3/ 951 200 799 . 794 1,138 1,271
Public sector employment
(in thousands) 2,034 2,069 1,880 1,807
Productivity growth 4/ -6.7 -0.6 5.2 8.0 3.2 8.9

Sources: HNstionsl Institute of Statistics; Minsstry of Ecooomy; and Ministry of Labor.

1/ Contrectual wages of qualified persounel.

%/ Deflated by the consumer price index.

3/ In thousands. Based on bousehold survey in May of eack year.

4/ Calculated as change 1o real GOP per person employed.
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Tadble 23. Argentina: Unesployasent and Labor Force Participetion

(In pexsept of active popuylation)
Labor Force Participation
- ate __Rate 2/
Greater Greater Greater
Buenos Other Buenos Other Buenos Other
Total Alires Areas Total Adxes Areas Total Aires Areas
1082
April 6.0 s.7 6.7 6.7 6.4 7.3 38.2 9.1 3%.8
October 4.6 3.8 6.0 6.4 5.6 7.7 38.5 39.2 37.4
1982
April 5.5 5.2 6.1 5.9 4.6 8.0 37.4 38.0 37.4
October 3.9 32 5.8 5.9 4.9 8.0 37.3 37.5 36.5
198¢
April 4.2 6.1 5.9 S.4 4.5 6.9 37.8 38.4 3¢.8
October 4.4 3.6 6.0 .9 4.7 8.0 3r.9 38.4 3.5
1983
Mey 6.3 S.$ 7.4 7.5 s.S 8.6 3.9 3.9 36.4
Noveaber 5.9 4.9 7.5 7.1 6.6 7.9 38.2 38.8 N
1986
Nay 5.9 4.8 7.6 7.2 6.4 9.7 38.6 39.6 A
Sovembaer 5.2 4.5 6.5 7.4 6.1 L %) 8.7 40.0 36.9
Apral 6.0 S.4 7.1 8.2 8.0 8.7 9.9 40.9 37.3
Octobqr 5.7 5.2 6.6 8.5 2.8 9.6 38.9 40.0 37.3
pe 1]
May 6.3 6.3 7.0 8.9 2.7 8.7 38.7 40.4 37.2
October 6.1 5.7 6.0 8.0 7.4 ?.0 39.4 40.5 37.6
1980
May 8.1 7.6 ’.8 8.6 8.5 10.8 40.2 41.9 37.9
Octoder 7.1 7.0 7.2 8.6 8.0 .3 3.3 A0.8 3.0
1990
May 8.6 8.6 8.3 9.3 8.4 10.9 3. 40.9 3¢6.6
October 6.d 6.0 6.7 8.9 8.1 10.4 3%.0 40.) 36.9
199]
June 6.9 6.3 7.9 8.6 2.7 9.9 3.3 40.9 37.5
October 6.0 5.3 7.0 7.9 7.0 %.4 3.5 40.8 37.¢
1992
May 6.9 6.6 7.3 8.3 7.6 .95 39.0 41.4 37.6
Octaber 7.0 6.7 7.6 8.1 7.3 ?.4 40.2 41.7 3s.1
1993
May 9.9 10.6 8.8 8.8 8.2 %9 41.2 4.2 37.¢
October L ] 9.6 3.7 "3 %.1 9.9 4.0 43.3 37.6
]990
April 10.8 1.1 10.1 10.2 10.2 10.3 4.1 43.4 38.0
October 12.2 13.1 10.8 10.4 10.1 10.9 AC. 0 4.1 37.¢
1993
May 18.6 20.2 15.4 11.3 10.7 12.4 42.8 45.9 3s.1

Source: National Institute of Stetistics.

1/ Detfined as workers amployed for less than 35 hours & week desiring to work more hours.

2/ 1o percemt of total urban population.
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Table 24. Argentina: Summary of Federal Govermment Operations, 1990-95

(Iz_pezcent of GDP)
Prel.
January-
Prel. June
1990 1991 1992 1993 1994 1995
129 s 17,0 130 13 6.6
Teaxes }/ 8.4 10.0 11.7 11.4 11.4 11.1
Social security comtributions 2/ 3.5 4.3 4.3 4.6 4.8 4.3
Rontax revenues 1.0 1.2 0.9 1.0 1.1 1.2
Capital revenus excluding privaetization -- .- - 0.1 - --
Expenditure (excluding interest peyments) 3/ 123 d3.3 5.8 2.8 6.3 139
Wages 2.2 2.7 2.5 2.6 2.8 2.5
Goods and sarvices 0.7 1.0 0.9 1.1 0.8 0.8
Pensions 4.0 5.0 5.6 5.1 S.4 S.1
Rational administraticn 0.3 0.4 0.5 0.1 0.1 0.1
Social security administration 2/ 3.7 4.6 5.0 5.0 5.3 5.0
Transfer to provinces 3.7 5.1 5.6 4.9 4.5 LI
Other noncapital expenditure 0.6 0.4 0.4 0.7 1.7 1.8
Cepita. expenditure 1.8 1.1 0.8 1.0 1.4 1.2
Opezating surplus of pyblic enterprises [ ] 23 9.2 o3 01 =
Revenue 6.7 5.2 4.0 1.9 0.5 0.4
Expenditure S.8 5.0 3.8 1.7 0.6 0.4
krimery Dalsnce (excluding privatigation) iz 2 i.s a0 2.9 ‘I
lnterest paymssots A/ 3 2.6 1.5 1.1 1.2 1.4
Oversll belance (excl. pzivetization) 24 24 24 [N ] 02 02
Central Bank Quasi-fiscal balance -0.7 -0.4 -0.1 0.1 - -
Qverall balspce plus quesi-Liscal balence 3/ 2.2 2.2 2.2 e 0.2 0.8
Memporsndum itens
Clearing of expsnditure arrears 3/ -- -- 2.3 A 1.8 0.9
Privatization receipts in cash 0.4 1.2 0.8 1.9 0.3 0.1
Military expenditure 2.0 1.8 1.8 1.6 1.7 1.%

Sources: Statistical Appendix Iable 25; Ministry of Economy,; and Fund staff estimates.

1/ Afjusted for differences between the face value and market valus of boods received as peyment of tax
liabilities.

2/ Prior to 1994 includes, under social security cootributions, only the balance of various social
security operstions, o.3. the Medical Fund for Pensiovers (PAMI). Since 1994, revenue and expenditure of
these operstions are included separately.

3/ Excludes clearing of expenditure arrears to pensiocoers, suppliers, and provinces, financed by bonds
(BOCONHs and DCRAs), and compensslion payments to enterprises f£or the eliminstion of loss carry-forward
provisions oo losses accumulated before March 31, 1991, f{inanced by bonds (“quebrantos”).

&/ Accrual basis.

2/ To pensiovers, suppliers. and provinces financed by bond issues (consolidation bonds (BOCONs) and
bydrocarbon bonds (BCRAs)). Excludes cesh settlements, and settlements vias stock distributions.
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Table 25. Argentina: Federal Goveroment Operations, 1990-9S 1/

(In_percent of GOP)
Prel.
January-
Prel. June
19%0 1991 1992 1993 1994 199S
I. Eational Administration 32/
21 10 .2 109 102 10,6
Tax revenue 3/ 8.0 9.7 10.¢6 10.0 9.9 9.6
Bontax and capital revenue
(excluding privatization receipts) 1.1 0.? 0.6 0.9 0.8 1.0
Expenditures excluding interest payments 4/3/ $.6 82 23 8. -] 8.2
Wages 1.5 2.1} 2.3 2.1 2.2 1.9
Goods and services 0.5 0.? 0.8 0.9 0.6 0.6
Transters 3/ A4 .0 6.1 4.9 4.2 4.2
Provinces and Buenos Aires Mmicipality 3.6 S.0 $.5 4.8 L) 4.3
Pansions 0.4 0.6 0.5 0.1 0.1 0.1
Other transfers 0.4 6.2 0.1 -- 0.2 0.3
Other (including extrabudgetary) 0.1 -- - .- - 0.1
Capital Expenditure 0.1 0.1 0.1 0.4 1.0 0.9
Primary balance before transfers
(excluding privatization receipts) 3/ 2.3 1.2 2.0 ) 2.2 2.4
Net transfers from rest of public sector -0.5 -0.5 0.9 -1.6 1.6 1.4
Primary balance
(excluding privetization receipts) §/ 2.9 .2 Ll 0.9 2. p]
I1. DRecentralized Azencies
Revenue 2.2 [ 'K [N 0.6
Tax revenue 0.4 0.2 0.2 0.3 0.4 0.4
Bootax end capital revenue
(excluding pravatitatioo receipts) 0.4 0.3 0.3’ 0.2 0.2 0.2
Expenditure 3/ 0.8 19 2.8 o8 2.0 1.0
Weges 0.2 0.2 0.2 0.4 0.4 0.4
Other goods and services 0.2 0.2 0.2 0.1 0.1 0.2
Capital expenditure 0.3 0.3 0.2 0.2 0.2 0.3
Iransfers 3/ 0.2 0.2 0.2 0.1 0.1 0.1
Provinces - - .- -- - -
Brisary Delence before trensfers
) 3/ == 0.4 =03 =03 =03 -0 4
ket transfer from rest of public sector -0.5 0.4 0.3 0.7 0.6 0.6
Primary balence (excluding privstizstion) §/ d ‘2% =02 = 0.4 0.6 0.2
I11. s it
Iotal revenye F I T3} 3 32 6.9 5.3
Tax revenue -- 0.3 c.9 1.0 1.1 1.2
Social security comntributioms 3.5 4.3 4.3 4.6 .8 4.3
Nontax and capital revemue
(axcluding privetization) .- 0.1 - .- 0.1 -~
Iots] expendjture $/ k4 46 5.9 L0 (%]
Pensions 3.6 4.3 5.0 5.0 5.3 5.0
Transfers to provinces 0.1 0.1 .- 0.1 0.1 0.1
Other 35/ -- -~ 0.1 0.7 1.5 1.6
Erisery belence before trensfecs
ation) S/ -0.2 == == -c.2 -1.0 -1.2
Net transfers from rest of public sector -- - 0.2 0.7 0.8 0.?
Primary balance (excluding privatitation) §/ -0.2 = .2 o3 0.2 -0.6
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Table 25. Argentina: Federal Govenment Operations, 1990-9S 1/ (concluded)

(Ip_percent of GOP)
Prel
January-
Prel. June
1990 1991 1992 1993 1994 1995
IV. pationsl Public Enterprises

CuTremt _revenye s 2.2 a0 P 9.6 0.8
Corrent expendityre 3/ 28 20 N p 4 .6 2.8
Wages 1.8 1.4 1.4 0.7 0.3 0.2
Other 4.0 3.6 2.4 1.0 0.2 0.2
Qpersting surplus 2.9 L3 2 3 = =
C.plt..l ToOVenDus - - - - - -
Capital expenditure 1.0 0.8 0.5 0.4 0.1 0.1

Erimary belsnce befors transfers
Sexcludins privatizetion) 3/ jul 10 Y 0.6 03 0.1 01 0
Bet transfers from rest of public sector -~ 0.8 0.4 0.2 0.2 0.2
Erisary balance (excluding privetizstion) &/ =01 2.2 ol 02 = =

V. overall
Zrimary balance (excluding privatizstion) a2 o0 PO 2.0 LI 92
Interest payments 1/ 3.3 2.6 1.5 1.2 1.2 1.4
Overall bealance 2J 2.1 -o o o I8 02
Central bank quasi-fiscal balance ~0.? ~0.4 0.1 0.1 -- --
Overall belance plus quesi-fiscal balance -2.? 2.3 - 2.9 0.5 0.6
Hegorandus jteps

Clearing of expenditure arrears 8/ -~ - 2.3 4.3 1.8 0.9
Privetigation receipts ipn cash 0.4 1.2 0.8 1.5 0.3 0.1
Military expenditure 2.0 1.8 1.8 1.6 1.7 1.3

Sources: Ministry of Economy; and Fund staff estimstes.

1/ Also, prior to 1994, only the balance of various socisl security opereticns, e.g., the operations of
the Medicel Fund for Pensioners (PAMI), is included on the revenue side. Since 1994, revenue and
axpenditure of these operations are included separately.

4/ lncludes the operations of the special sccounts.

3/ Adjyusted for differences between face value and market value of bonds received as s payment of tax
lisbilities.

4/ Excludes clearing of expenditure arrears to pensioners, suppliers, and provinces, and compensation
peymeants to enterprises, financed by boads (“quebrantos”), for the elimination of loss-carry forward
provisions on losses sccumulated before March 31, 1991,

2/ Wot comsolidated for transfers within the nonfinancial public sector.

6/ Consolidated for transfers within the nonfinancial public sector

1/ I1nterest payments ou an accrual basis. )

8/ Yo pstsioners, suppliers, and provinces financed by bond issues (consolidation bonds (DOCONs) and
bydrocarbon bonds (BCREs)). Excludes caslh settlements, and settlements via stock distribution. These
arrears clearing operstions are axcluded from expenditures.
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Table 26. Argentina: Provincial Finances, 1990-94
(Comsolidated accounts of 23 provinces snd the
Municipality of Buenos Aires) )/

Est.
1990 1991 1992 1992 1994
(In_pezcent of GDP)
Iotal revenuss Ll 8.2 bR 2.8 2.4
Current revenues 7.1 8.2 9.7 9.5 9.3
From own sources 2.7 3.0 3.8 4.0 3.9
Federal transfers (Y 5.2 S.9 5.6 $.4
Coparticipation revenues 2.9 3.8 4.4 4.0 3.8
Otber tzansfers 2/ 1.8 1.4 1.4 1.6 1.7
National Bousing Fund (FOMAVI) 0.5 0.4 0.3 0.3 0.3
Tax sdvances 0.2 0.1 -- -- --
Other 0.8 0.9 1.1 1.3 1.3
Other current revenues - - - - --
Capital revenues L2 -- 0.1 0.2 c.1
Iote) expendigures [ -} 2.0 20 10,6 gl
Current expesnditures 7.2 7.8 8.8 9.3 8.7
Wages A4 4.7 5.3 5.5 $.3
Goods and services 0.9 1.0 1.0 1.1 1.0
. " Other 1.9 2.2 2.% 2. 2.3
Capital Expenditures 1.3 1.2 1.2 1.3 1.9
Overall bealance b= L3 =02 0.2 0.8 0.
(ln_percent of toval revenves or %otal expendityres)
1otal revenyes 100.9 00,9 1000 90,0 1209
Current revenues 9.7 9.4 7.4 .5 9.2
Fzom own sources 37.9 3.3 3.9 40.9% 41.5
Fedezal transfezs 61.8 63.1 60.5 7.0 $7.7
Other current revenues 0.1 0.1 bl -- .-
Capaital reveoues 0.3 0.6 0.6 2.5 0.8
Iotal expenditures 1000 200,0 1900 1000 100,90
Current expenditures 84.4 0.5 89.2 87.4 85.4
Slages 51.7 31.9 53.% $2.0 $2.%
Goods end services 10.2 10.6 10.4 10.3 9.8
Other 2.7 24.0 25.4 25.1 23.1
Capital sxpenditures 15.4 1.5 10.8 12.6 14.6
Hesorandun jtem

Overall balance excluding federal

transfers (in percemt of GOP) : -3.8 -5.9 -6.0 6.4 -6.2

Sources: Ministry of Economy; and Fund staff estimates.

1/ On e cesh basis; data for 1994 are estimates.
2/ 1bcludes earmarked and discretionery transfers. Also includes federsl royalty psyments to
provinces, which are excluded fros the presentation by the nstionsl suthorities.
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Table 27. Argentina: Registered Outstanding Debt of the National
Public Sector at Year-End

(In billions of U,S, dollars)

Prel.

end-June
1991 1992 1993 1994 1995
Foreign commercial banks 30.1 28.9 25.9 25.0 25.1
International organizations 1/ 7.7 7.6 10.9 11.8 14.8
Paris Club creditors 8.8 8.9 8.9 8.0 8.7
BONEX 4.6 4.0 3.6 2.7 2.8
New money bonds 0.1 0.1 0.1 0.6 0.5
Euronotes and other titles 0.5 0.8 2.5 5.5 6.8
BOCON -- 5.3 8.4 13.5 13.0
To pensioners ) -- 3.7 6.1 9.1 9.2
To suppliers - 1.6 2.3 4.4 3.8
Hydrocarbon bonds -- 0.4 0.4 0.2 0.1
Other 6.9 6.4 6.2 8.1 8.7
Ioctal 28.7 82,4 6.9 5.4 80.2
Local currency 1.5 4.0 5.0 6.3 5.1
Foreign currency 57.2 58.4 61.9 69.1 75.4
External debt 57.2 55.1 56.6 61.2 67.0
Domestic debt 2/ .- 3.3 5.5 7.9 8.4

Sources: Ministry of Economy; and Fund staff estimates.

l/ IMF, World Bank, and IDB.
2/ Consolidation and hidrocarbon bonds which are considered to be held
mostly by domestic residents.
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Table 28. Argentina: Interest Rates
(Annual ip percent)
in pesos in U.S. dollars in pesos in U.S. dollars
1202
Japuary 17.76 .
Febzuary 15.94 ..
Mazch 15.%7 .
April 15.69 .
May 15.82
June 14.60 N
July 14.9% .
August 15.33
Septembder 15.57 .
October 16.42
Rovember 18.37 .
December 25.31 .
PLl L]
Jenuary 20.07 . .
February 15.94 .
March 13.02 ..
April 11.61 6.62 10.680 8.20
May 10.8%1 6.49 1C.24 .
June ’rNn 6.30 1C.9) 7.80
July 11.01 6.36 11.94 8.4)
August 10.01 6.20 9.9 7.49
September 0.8 5.9 .05 7.48
~ October 8.3¢6 S.06 "™ 7.50
Noveaber 8.4 $.79 9.16 7.3
Decender 8.67 $.72?7 10.40 8.09
4298
January 8.07 $.65 9.12 7.48
February 6.48 5.6% .21 7.0%
March 7.03 S.48 .9 7.62
Apral 7.69 5.9 10.18 8.3
May 7.83 5.97 10.32 8.25
June 8.08 $.66 10.32 8.3¢
July 8.44 5.0 10.60 8.43
August 8.5% $.% 10.28 8.26
Septemder 8.33 5.67 *rn 8.06
Oc¢tober $.27 5.7 .8 8.15
November 8.72 S.82 10.00 8.33
December 9.5%5 6.14 13.56 9.80
100
January 10.6% 6.54 1n.n 11.34
February 11.64 6.88 19.0¢6 12.11
March 19.38 ”n 33.67 22.6¢6
April 19.07 311.09 26.04 19.88
May 15.54 10.84 22.1) 17.81
June 10.02 8.4% 16.19 13.61
Source: Central Bank of Argentinas.
1/ Weighted everage rate of time deposits ib a sample of banks io Grester Buenos Aires. Through mid-

August 199), the rates for time deposits correspond to those for 30-89 deys. theresafter, rates correspond
to 30-59 day time deposits.
2/ Prime lending rates for 30 days.
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Teble 29. Argentina: Summary of Operetions of the
Financial Systea

(Rercentege change duzing previoys g months)
Dgcember Prel.
Prel. April
1991 )/ 1992 1992 1994 1995
I. te st
Ret foreixn sssets 2/ 26,3 ¥ 0.6 3/ 8.3 2232 2
Bet dopestic assevs 2/ A8.0 Y/ 212 ¥ 9.2 207 189
Private sector 139.1 8.8 .2 20.9 .95
Public sector 10.7 -9.7 9.9 2.8 8.1
Other -101.8 -8.0 -1.9 -3.0 =3.6
v 1041 61.7 7.7 17,8 -32.6
Monetary liebilities 146.2 50.4 3.8 13.0 5.1
Other liabilities 85.2 68.5 54.6 19.7 -1.2
II. Centre. Bank
Yot internationsl reserves &/ 28 Y 2.2 ¥ 28.6 03 329
Het domestic ajpets &/ A22 2.2 PeILY 2.¢ 4.0
Credit to fioancial systea 94.) 70.1 -8.0 ~1.0 11.9
Public sector 6.1 0.3 19.9 11.1 21.3
Otber -115.2 -64.9 -0.% ~2.9 -7.4
e -] 1
gystep spd nopfanencisl
RIivete pectof 4163 s0/8 2,9 21 b0}
Nonfinancial private sector 1313 47.2 0.9 1.7 5.0
Rest of f{ipancial system 1) 27.8 54.0 -1.9 -24.0

Source: Statistical Appendix Table 30.

1/ Adjusted for changes in the exchange rate.

8/ Change as s percentage of liabilities to the private sector st the begimning of the period.
3/ #Adjusted for changes in the 1992 Central Bank balance sheet.

4/ Change as s percentage of liabilities st the beginning of the period.
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Table 30. Argentina: Accounts of the Financial Systes
(In_millions of pesos)
[ 4
Decomber December April
1990 21/ 1991 1992 199 1994 1995
Lonsolideted Financiel Sygtem
et foreixn ssasty 2929 123 a2 157 £.281 22,659
Central Bank (MIR) 1,738 5,786 8,541 11,468 11,385 4,912
Rest of system 2,664 -2,5%0 =3,419 -3,888 -5.,167 -7.576
Bey dopestic ersety 70 A 630 2219 3.7 a4
Credit .to public sector (net) 2/ 10,278 15,004 12,010 14,021 16,052 18,647
Local currency 5,467 5,189 282 -90% 476 204
Leanding 6,617 9,464 6,622 7,857 6,784 6,809
Deposits 1,150 4,27% 6,140 8,762 6.308 6,525
Foreign currency 4,811 9,818 11,728 15,775 15.57¢ 18,363
Central Bank 3,866 7,546 7,738 9.595 10.160 13,097
Lending 4,004 8,270 8,213 10,116 11,036 13,485
Deposits 138 724 497 321 876 3se
Other %S 2,269 3,99 6,180 5,416 5,266
Lending 59 2,412 4,221 6,631 5.891 5.701
Deposits 14 143 2 421 473 C> M
Credit to privete sector 7.1%7 22,046 34,281 43,2463 52,130 50,620
Privete captitel and surplus ~6,042 -9,362 -10,809 -12.,70% «13,628 -1),9%6}
Officsal capital and surplus
and unclassified assets (pet) -J,123 -12,91% =11.8%) =10,490 -10,821 10,338
Liapilities 10 privete sector .24 12.787 28.2¢? A2.49 49 943 42,000
Movetary liabilities 2.710 6,650 .99 13,476 15,222 13,326
Quas s woney 2.693 4,358 2.668 11,206 12.31) 9,640
Seving 1,490 2,013 2.96) 4,382 4,825 4,216
Fized temm 1,203 2,342 4,50% 6,826 7.488 5.430
Foreign axchange deposits 1,663 6,240 10,334 16,708 20,987 17,631
Other deposits 173 (Y1} 83¢ 954 1.247 1.50¢
Accrued interest 102 70 130 154 176 200
3. Censral Band 3/
RBet_internstionsl reserves &/ poesH] 2288 $.38) 21,463 11,383 Ao
s 1.882 2,037 2,472 2,228 4,082
Czedit to public sector (net) 5,178 9.14) 7,89% 10,095 11.788 14,85
Local currency 1,30¢ 1,998 1%¢ 499 1,628 1,7%?
Lending 1,326 2,609 1,07 1,316 1,69 1,879
Deposits 17 1,01 881 81?7 (19 122
Foreign currency 3,866 7.546 2.738 9,995 10,160 13,097
Lending 4,004 8,270 8,238 10,116 11,036 13,488
Deposits 138 724 49?7 521 876 ase
Credit to financial systes 14,516 17,928 23,412 22,532 22,382 24,325
Officiel capital and surplus
and unclassified assets (net) ~17,809 -25.032 -28,8)? -28,902 -29.2088 ~29,79%
Lisbilities o finenciel syssem L1361 s 2220 a2 2,033 s
Currency 781 1,677 1,966 2,112 2,083 1,658
Deposits 580 ”? 1,363 3.01¢ 2,950 3,230
1tie scto 2.25¢ 5219 Lee; 10,961 123 242
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Jable 30. Argentina: Accounts of the Finsncisl Systeas (Concluded)

(1o millsops Qf pegos)
—Rreliminagy
Recember December Apral
1990 ;/ 1991 1992 1993 1994 1995

eLAN 3 -2.668 -2.511 S3,.18 -3,.89s =5 134 =1,.5¢%
Begerves 220 FR114 FIC1 2.e00 ORI L322
c 17,9033 30,236 43,500 32,764 9.4
Credit to public sector (net) 2/ $,070 $.822 4,085 4,750 4,227 3,755
Local currency 4,136 J.872 109 ~1,409 -1,158 -1,484
Lending 5,269 6,833 5.368 6.536 5,084 4,919
Deposits 1,133 3,262 5,259 7,948 6,242 6,403
Foreign currency 234 2,250 3.976 6,159 5,385 5,239
Lending 948 2.39 4,207 6,630 5,860 S.674
Deposits 14 143 231 471 475 435
Credit to private sector 7.107 21,826 33,840 42,599 51,282 69,901
Local cuzrency 3,514 12,706 10,482 21,486 23,644 22.223
Foreign currency 3,593 9,120 15,358 21,113 27,638 27.678
Capital and surplus ~5.9%66 9,449 -10,642 ~12,503 -13,392 =13,738
Unclassified assets (net) 10.822 12,037 16,217 17,918 18,213 19,520
Lisbilities vo Centrsl Bank 10082 28125 22,850 22.33¢ 2909 23,39
to v ecte $.033 12 442 20.812 32.02) 8,211 32,393
Local currency 3,098 5,733 9,645 14,455 16,112 13,484
Damand deposits 445 1,431 2,317 J,418 3,988 3,914
Time deposits 1,172 2,29 4,326 6,682 7.329 5,369
Sevings deposits 1.481 2,003 2,952 4,399 4,800 4,202
Foreign currency 1,665 6,179 10,217 16,468 20,681 17,420
Demand deposits 329 i1 491 251 308 2%
Time deposits 1,336 4,524 7.874 12,843 16,339 13.67¢
Savings deposits -- 1,144 1,852 3,374 4,034 3,448
Other deposits 170 439 023 L 2% ] 1,24) 1,493
Accrued jinterest 100 76 125 149 170 1%
TV. Qther Fipsnciasl Institutions
Net forelgn assets s .4 2104 s %] =5 ¥
Resarves 3/ 2 12 & 13 2 20
s 2 180 20 FTM L] e
Credit to public sector (oet) 2/ p ] 41 AN 26 » 38
Local currency 22 2 17 H) 6 1
Lending 22 22 1?7 ) 3 11
Deposits -- -- .- .- .. --
Foreign curreoncy 11 19 1s 21 N 27
Lending 11 19 14 23 N 27
Deposits - .- .- -- .- --
Credit to private sector o0 220 LY} 644 848 719
Local curreacy S0 102 201 2680 324 21?7
Foreign currency .- 118 240 364 524 $02
Capiteal and surplus 76 -133 -16?7 -202 -23¢ -223
Unclassified sssets (met) 28 21 33 -81 =156 -216
Liabilities o Coentral Penk (] $ 2 H 2 13
3 v 13 adl 24 2 a 203
Time deposits J 4) 129 142 139 61
Sevings deposits 10 10 11 23 2% 13
Foreign currency deposits -- 61 117 23 304 21
Other deposits 1 S 1l S . 13
Accrued joterest 2 3 -] S ¢ 4

Sources: Central Bank of Argentine. and Ministry of Economy.

i/ Conversion st the end-of-period exchange rate.

2/ All public sector entities, including provincial govermments.

3/ lc September 1992. the Central Bank published ‘& pev balance sheet.

4/ The BCRA net intervational reserves comprise gold, foreign currency holdings, Aladi (pet) and IMF
ltabilities.

$/ Ibcludes deposits beld an the Central Bank and with commercial banks.
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Table 31. Argentina: Legsl Reserve Requirements on Domestic and Foreign Currency Deposits

(1o _pexcent)
—— _Torxeisn Curgency Depopits
Dopestic Currency Deposits Time Avazage
Savings Iime Deposits Deposits Reserve
Damand ——Deposits 7-29 30-89 90-119 120 Days Demand Sevings Up to Require-
Deposits Regular Special Deys Days ]}/ Days 2/ and More Deposits Deposits 1 Year aents
1993
January 71.0 26.0 3.0 23.0 3.0 2.0 2.0 40/71 3/ 30.0 5.0 2.9
Fabruary 40.0 &/ 40.0 s/ -7 -- -- -- 40.0 0.0 - 17.8
March 40.0 40.0 . -- -- -- 40.0 40.0 .- 15.7
April 40.0 40.0 -- - -- 40.0 40.0 =-- 16.0
May 40.0 40.0 . -- -- -- 40.0 40.0 - 15.7
June 40.0 40.0 -~ -- -- 40.0 40.0 - 15.9
July 40.0 40.0 v e -~ - -- 40.0 40.0 - 15.9
August 40/43 §/  40/43 §/ /3¢  -- -- 40/43 §/  40/43 §/ -~/3 8/ 16.8
Septeadber 43.0 43.0 - ven 3.0 -- b 43.0 43.0 3.0 18.0
Qctober 43.0 43.0 e v 3.0 -- -~ 43.0 43.0 3.0 18.0
Roveaber 43.0 43.0 e cen 3.0 - -- 43.0 43.0 3.0 17.8
December 43.0 43.0 . e 3.0 - - 43.0 43.0 3.0 18.2
129¢
January 43.0 43.0 .. ven 3.0 - -- 43.0 43.0 3.0 17.9
February 43.0 43.0 e PN 3.0 - - 43.0 43.0 3.0 17.9
March 43.0 43.0 e .o 3.0 - -- 43.0 43.0 3.0 16.1
April 43.0 43.0 - .. 3.0 -~ -- 43.0 43.0 3.0 18.4
May 43.0 43.0 - Ve 3.0 -~ -- 43.0 43.0 3.0 18.4
June 43.0 43.0 e ven 3.0 -~ -- 43.0 43.0 3.0 16.3
July 43.0 43.0 e een 3.0 .- -- 43.0 43.0 3.0 18.1
August 43.0 43.0 e e 3.0 -~ -- 43.0 43.0 3.0 17.¢
September 43.0 43.0 - e 3.0 -- - 43.0 43.0 3.0 17.4
October 43.0 43.0 “e e 3.0 - -- 43.90 43.0 3.0 17.0
Noveabet 43.0 43.0 3.0 - -- 43.0 43.0 3.0 17.0
December 43.0 43.0 3.0 -- -- 43738 2/ 43738 )/ 3/ 1/ 16.8
JUH
Jenuary 35730 8/ 35730 §/ 1.0 -- -- 35730 8/ 35730 &/ 1.0 13.1 %/
February 32.0 32.0 “en e 1.0 -~ - 32.0 32.0 1.0 12.¢ ¥
March 3.0 3.0 2.0 -- -- 33.0 33.0 2.0 13.7 9/
April .0 3.0 2.0 -- -- 33.0 3.0 2.0 14.4 9/
May N.0 33.0 - ve 2.0 -- - 33.0 33.0 2.0 144 9/
June 33.0 33.0 . e 2.0 -- -- N.o 33.0 2.0 13.8 9/
July 3.0 3.¢ . N 2.0 -- - N.o 3.0 2.0 13.9 8/
August 30.0 30.0 [ v -- 397/ -- 2%/ - / 30.0 30.0 -= 19/ 14,0 9/
Source: Central Bank of Argentica; and Fund staff estimates.
1/ Beginning on August 15, 1993 30-59 dsy time deposits.
2/ Degimning on August 15, 1993, 60-119 day time deposits.

3/ 40 pezcent for sight deposits, 71 percent for checking account.
inning in Fedruary 1993, excludes casd in veult for complisnce with reserve requirement.

A/ Beg
2/ Bag
&/ DBeg

ioning in February 1993, these deposits were no longer offered.
inning August 1S5, 1993,

o
1/ Beginning on December 16, 1994.
oo

§/ deg
3/ Est
10/ 1imt
deposits.

inning January 15, 1995,

imated.

roducticn of liquidity requirements of é percest for 30-59 day time deposits and 2 percent for 60-179 day time
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Table 32. Argentins: Financial Assets )/

(In_milliops of pe3os)
Foreign
Mopetary Currency
Base M-1 M-3 Deposits 3/ )}

1991

I 3.885.2 3,298.2 6,535.6 3,146 9.194.8

Il 5,246.3 4,843.5 8,634.1 4,183 12,761.2

I11 6,129.7 5,936.4 10,028.0 5,256 15,248.0

v 7,092.1 7,038.6 11,766.3 6,342 18,054.2

1992

1 8,369.¢6 8,466.0 13,988.1 7.438 21,362.6

11 9,186.3 9,263.2 16,070.4 8,345 24,341.5

111 10,292.5 10,427.3 18,586.2 .23 27,737.8

Iv 10,602.9 11,009.4 19,935.2 10,844 30,695.2

1992

I 11,8712 12,328.¢ 22,651.8 11,74} 34,389.1

11 . 11,9373 12,677.3 26,270.9 13,4487 37.710.3

III 13,872.6 14,048.9 26,628 .6 15,954 42,575.0
IV 14,3437 14,551.2 28,007.0 17,846 45,932.6

1994 (Prel.)

1 16,0759 16,038.1 30,638.7 19,208 49,8436

11 15,288 .6 16,115.8 30,474.2 20,457 50,931.0

111 15,953.0 16.569.8 31,583.9 21,609 $3,193.¢

v 15,816.2 16.673.9 32,0346 22,602 $4,636.3

1993 (Prel.)

1 14,8670 2/ 16,543.6 29,242.0 22,719 51,960.6

11 14,023.0 2/ 16.510.9 27,832.8 19,998 47,830.6

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

1/ Average stock ip the quarter. M-1 includes currency ip circulstion and locel currency demand
deposits; M=) comprises M-1 plus time and sevings deposits in pesos; and M-4 ip addition includes all
foreign currency deposits.

&/ DBeginning op January 12, 1995, the Central Bank unified the accounts for legal reserve holdings in
pesos and in U.8. dollars. The data include currency in circulation and the financial institutions’ legal
zeserves boldings denominsted ip U.S. dollars in the Central Bank.

3/ 1o millions of U.S. dollars.



Table 33. Argentina:

Balance of Payments

(In_billions of V.3, dollere)
1994 1993 Prel
1991 1992 199 qQ Q2 Q Q4 Yeer Q1 Q2

Cuctent saccount 1/ 0.3 263 213 233 : : z 210,0 -

Trade belance 3.7 -2.6 -3 -1.9 tff{ :{f% :ffg -39 :ﬁfg ¥‘$
Exports (f.0.b.) 12.0 12.2 131 3.1 4.3 4.3 4.2 15.0 (7% ] 6'3
Imports (c.i1.f.) -0.3 -14.9 -16.8 -4.9 -$.) -5.6 -3.7 -21.¢ -S.1 -"c

Nontector services -0.8 -0.9 -1.2 -0.8 0.1 - -0.1 -0.8 -0.8 0.1

Fector services 2/ -3.9 -3.3 -2.9 -0.7 -1.2 -0.6 -1.1 3.7 -1.0 -l.l

Transfers (net) 0.0 0.7 0.4 .- 0.1 -- 0.1 0.3 0.1 0:1

1.9 2.2 10.2 &3 2.3 13 -

Publie 3.2 -4.4 0.2 0.1 -0.3 0.2 %f% l%fg -%fi %‘g
Officlel loens and bonds 0.6 -S.3 1.7 0.4 0.1 0.6 1.6 2.8 0.3 2:2
Multileterale 0.3 -0.2 2.0 -0.1 -- -- 0.1 -0.1 0.3 0.6
Exceptional finencing )/ 2.4 1.2 -3.9 -0.3 -0.1 -0.3 -0.5 -1.4 -0.3 -1.2
Trust funds -- hid .- .- -- -- -- -- .- -0.4

Private -0.3 13.¢ 10.9% 2.2 2.6 1.3 2.6 8.7 -3.9 -1:0
Direct Investment 2.4 4.2 6.3 0.3 0.9 9.3 0.4 1.9 0.4 0.4
Other -2.¢ 9.4 4.2 1.9 1.7 1.0 2.2 6.0 -4.2 -1.4

Qverall bslsnce 2.8 &2 1.2 21,9 2.2 0.3 L3 2.2 3.8 2.8

[inancing -3.0 2.9 3.2 Lo 0.2 9.3 21,3 0l .8 0.0

Gross reserves -2.2 -2.8 -4.1 0.6 -- 0.1 -1.2 -0.¢6 s.8 -2.4

Reserve lisbilities -0.93 -0.1 1.2 0.4 -0.1 0.4 -0.2 0.3 -- 1.6
I -0.6 -0.1 1.2 0.4 -0.1 0.3 -0.2 0.3 -0.1 1.8

Purcheses 0.4 0.0 1.6 0.3 -- 0.4 .- 0.9 - 1.6
Repurchases 1.0 -0.9 -0.4 0.1 0.1 0.1 -0.2 -0.4 -0.1 -0.1
Other 1lisbilities b b b -- -- -- -- -- 0.1 0.1

Sources: Ministry of Economy; end Fund steff estimates.

1/ 1In an alternstive balance-of psyments presentstion, the suthorities use s different residency criterion which results in a lower deficit in

factor services end in the current account.

2/ Includes en estimate for interest esrnings on assets of Argentines abroad.
3/ This figure hes been edjusted dowrmerd to exclude net plecement of compuleory bonds during 1990-9), end includes refinancing related to the
Bredy operation and Peris Club sgreements and net chenges in erresrs.

-t -



Teble 4.

Argenting:

(In milliong of U .8, dollars)

Detailed Pelence of Peyments

1990 1991 1992 1993 1994

Credit Debit Balence Credit Debit Delence Credit Debit Balance Credit Debit Balence Credit Debit Balence
Current gcg¢ount 1}/ 18,117 13,2308 4,809 17,624 17,0883 -239 17,979 23,920 -6,341 18,461 23,761 - - )
Merchandise trade 2/ 12,354 4,079  8.275  11.978  8.27% 3,703 12,233 14.872 -2.637 13.117 16,783 RPN 19821 2612 3191
Nonfactor services 2,676 2,965 -291 2,762 3.877  -815 3,092  3.945  -913  3.113 4273  -1.138  3.340 4.171  -831
Freight end insurence b3 -- 857 506 -- s8¢ 699 -- (2] 686 . '686 '690 - 69
Other trensportetion 028 173 33 "7 201 6 1,064 1,08 ’ %S 1,09 -129 1,114 ””1 123
Travel 203 1,171 -2¢8 182 1,739 -937 782 2,211 -1,429 03? 2,483 -1,608 936 2,370 -1,638
Other goverrment 102 244 -62 234 238 -4 280 252 28 281 154 127 202 179 113
Royalties 4 409 -403 4 420 -416 1 192 -191 ? 187 -180 13 192 -179
Other services 200 173 -166 199 279 -80 210 238 -2 339 39 -34 29 238 56
Investment Income 2,004 6,247 ~4,17) 2,06) 6,003 -3,9%0 1,514 5,094 -3,3%400 1,632 4,334 -2,%22 1,91 3,593  -3,6%4
Profits end Dividends 2 37 -633 2 80?7 -803 -- 843 -848 29 96 ‘o1 "2 1,202 -1.200
Interest 2,072 3,610 -3,%38 2,061 3,19 -3,1) 1,914 4,209 -2,693 1,603 3,608 -2,008 1,939 6.393 -Z'lSl
Unregistered transfers 1,018 17 998 021 20 793 798 [} 749 sy 151 L1} .330 '221 '317
c o ... -4, 092 . .. 663 A ce 8,02¢ ... oo 14,098 cee 11,426
Long-term capital 2,074 1,630 1,244 4,018 813 4,002 7,888 2,862 $,02) 17,3%¢ 2,418 14,938 9.593 i;; G.All
Direct investment 1.83¢ 1,03¢ 2,43 2.4 41 .. 4,179 6,308 ces 6,305 1,882 ’ 1‘082
Of which: privetization 1,331 cen 1,9 1,974 - 1,974 3,661 Ce 3,661 5,700 . $,700 .COS : '605
Financial loans )/ 1,038 1,630 -392 2,376 813 1,363 3,206 2,862 8A4 11,081 2,418 8,633 7,111 ) ii; 4,362
Goverrnment &/ 35S 1,152 -19? 1,106 o1 80S 374 1,429 -85% 4,978 662 4,31) 3:729 '351 3.378
State enterprises 600 k1Y) 252 401 3% 11 79 563 -404 12 A 602 -233 210 779 1569
Privete sector | b ] 130 -8 869 122 ) 3,09 . 870 2,183 3,709 1,15 4,593 3,172 2,019 1,7%
Short-term cepitel -5,33¢6 -),3) Ce. 3,003 Ce v -842 e ' l.Olz

Trede Finence 3/ N . - . ’
Other publie sector -230 =30 -4,293 -;;i ;;i
Other privete sector ¢/ . -$,106 -3,309 7,236 -351 3,054

Allocation and FSDRe

Exceptional finencing 8/ 3,986 2,37 1,207 -3,928 -1 5;;

0t which: net change f
in errears 2,090 1,684 872 -9,279 e
Changes in NIR (increase -) -4,303 -2,171 -2,892 -2,867 -98

Source: Ministry of Economy; end Fund steff estimates.

3}/ In sn slternative belance-of-payments presentstion, the authorities use s different residency criterion which results in e lower deficit in factor
services and in the current account.

2/ Exporte f.o.b; lmports c.i.f.
3/ Includes Argentina goverrment bonde denominsted in foreign currency.
4/ Includes Centrel Goverrment end provinciel end municipal governments.

§/ 1Includes long-term trade finance.

§/ 1Includes errors and omissions.

1/ Changes {n net internetionel reserves due to exchenge rate movements end other edjustments.
§/ Thie figure was adjusted dowmwerd by USS1I8 sillion in 1990, USS?.6 billion in 1991, USS6.0 billion in 1992 end USS3.8 billion in 1993, to exclude net

placement of compulsory bonds.

-9 -
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Table 35. Argemtine: Exchange Rates
(ADDual sversses)
Parallel
Official Parallel Exchange Real Effective
Exchange Rate Exchange Rate Spread Exchange Rate
(A per .USS) 1/2/ Rate }/Y/ (In percent) (Indax 1980=100) &/

1984 0.06774 0.0883)1 30.2 49.72
1985 0.6015¢ 0.69423 15.4 44,127
1986 0.94150 1.05410 12.0 44.09
198? 2.14600 2.73300 27.3 40.85
1988 8.72100 10.98900 26.0 ».»
1989 397.1573%0 475.81250 1.8 32.724
1990 4,876.45480 . 48.68
1991 9,541.32270 66.42
1992 0.99065 75.56
1993 0.99%¢ . 82.9?
1994 81.91
1291

January 6,492 66.24
February 9,387 . 56.06
March 9,479 63.70
April 9,793 63.72
May 9,867 . ves 65.14
June 9,940 . . 67.64
July 9,93 . . 69.00
August 9,940 . 68.86
Septeabder 9,916 e 69.15
Octodber 9,915 . 70.04
November 9.9 68.9%¢
December 9,918 . 68.59
1992

January 0.99%10 . . 70.6)
February 0.9913 . PN 72.78
March 0.9%2) . e 75.18
April 0.9911 . . 75.96
My 0.9910 . 75.44
June 0.9913 . 74.22
July 0.9912 74.42
August 0.9911 . 74.91
Septeaber 0.991) - 75.10
October 0.9910 .. 77.5?7
Bovember 0.9940 80.10
December 0.9917 . . 80.33
pLLF]

January 0.999 . . 80.9%
February 0.9998 . 81.96
Mazch 0.999? . 82.00
April 0.9993 . 81.02
May 0.9998 . . 81.67
June 0.9993 83.00
July 0.99%0 . 84.13
August 0.9995 . v 83.72
Septemder 1.0000 . 83.03
October 0.9997 . 84.08
Noveaber 0.9992 85.05
Deceaber 0.9990 . 84.94



Table 3S. Argentina: Exchange Rates (Comcluded)

(AnDual sverages)
Parallel
Official Parallel Exchange Real Effective
Exchange Rate Lxchange Rate Spread Exchange Rate
(A per USS) 1/2/ Rate }1/3/ (In percent) (Index 1980=100) &/

pLITY

January 0.999%4 85.3
February 0.9994 .. cen 84.61
March 0.9999 83.29
Apzil 0.9992 . 83.59
May 0.9992 83.19
June 0.9990 82.35
July 0.9991 . 80.90
August 0.9997 80.44
September 0.999 e - 80.08
October 0.999¢ 79.18
Boveaber 0.9999 79.44
December 0.9992 . 80.48
piil]

January 0.999 80.99
February 1.0000 80.17
March 1.0000 78.27
April 1.0000 77.03
May 1.0000 77.07

Scurces: PMuinastry of Economy; IMF Information Motice System: and Fund staff estimates.

1/ On January 1, 1992 the peso (Arg$) repleced the Austral (A) et s ratio of 1:10,000.

2/ Period averages of selling rates.

2/ From June to Bovember 1981, July to November 1982, and from October 1987 to May 1989, the exchange
market was split into an officiel and & free market; for this period, the rate shown for the parsllel
exchange rate corresponds to the free market rate. On December 19, 1999, the foreign exchange market was
uwified under & floeting rate system. A fixzed rate system wes implemescted in late January 1991.

A/ Based Obp bomipsl exchange rates, price indices seascnally adjusted and trade sbares of most trading
partners; increase denotes appreciation. From August 1988 to Mey 1989, based on trade-weighted sversge of
axchange rstes in the official and free markets.
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Table 36. Argentina: Exports by Principsal Product Category
(Inmillions of U.S, dollscs)

Preliminary

1990 1991 1992 1993 1994 1994 1995

4339 230 e 2272 2% el 231

Live snimals 8 8 9 13 $0 13 48
Fish and seafood 300 200 312 439 456 204 233
Boney 3 43 32 S0 53 27 (Y
Freab fruits 204 262 282 215 276 119 213
Cereals 1,374 1,067 1,548 1,453 1,333 693 1,069
0Oil seeds and beans 828 1,00 7%0 696 933 427 k17 ]
Tobaccos 95 17 142 116 87 19 42
Wool L 1) b3 41 49 [ 13 LYY (%]
Cotton fibers 164 203 76 26 178 27 116
Other 241 245 246 219 330 108 143
Hanufacture of agricuitural orixin A 64 A2 A, 827 4,956 2.0 2,064 2243
HMest 873 892 767 748 909 322 457
Fish and seafood products 15 246 27 271 278 100 166
Milk and milk products 125 67 3 76 134 23 [ 1]
Othezr snimal products 10 [} 10 12 1 S 6
Dry Fruits 21 23 24 22 32 ¢ 1
Tea, berds, and spices 50 [} 47 62 61 27 29
Oils 1,151 1,221 1,110 1,078 1,83 549 797
Sugar and candies 151 74 [$) 4) b1 ] 11 21
- Beverages 66 s8 ' [ 79 26 [
Other food products 1,200 1,27 1,499 1,4%6 1,341 S01 438
Extrects s [ 40 'Y 43 17 13
Leather 488 14 (%4 618 762 291 %o
Refined wool 110 [ ¥4 2 % 113 49 $S
Other 366 37 402 366 411 1y 233

° 2364 2.983 2.82¢ 2.66% 6,632 1.509

Cheatcal products 522 504 $33 538 724 24? 410
Plestics m 146 148 130 179 [ 139
Rubdber products 79 [Y ] 40 S : 23 382
Leather products 70 7 79 118 156 60 'Y
Paper products 153 113 127 150 201 n 13?7
Textiles and textile products 212 148 121 163 209 (13 174
Shoes and shoe products 49 Se 32 92 [ 3} 40 38
Cezemics % 79 73 7 70 26 J8
Jewelry and precious stoves 2 A & $2 250 $) 1?
Metals and their msnufacture 1,162 912 643 69?7 8 209 401
Machinery and electrical products 486 561 518 753 [ b} 316 N
Izansportation equipment 223 266 4CS 718 903 29 $24
Others 138 (1) [ 3} 100 132 k) 259
Retroleun products 285 266 1.08¢2 L.22¢ L6 242 p11]
Iotal J2 334 21,978 12,230 LAl .62 2.02¢ 8318

Sources: National Ipstitute of Stetistics; and H.mht.ry of Econoary.
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Table 37. Argentina: Principal Agricultural Exports

(Yalue io millions of U5, dollaxs: volume in thousands

ef sons. unit price ap U.S, dollegs per top)
1990 1991 1992 1993 19%
ot r £.903 £.0% 2,29 8.20 2,57
Cereals 1,374 1,064 1,393 1,454 1,3
Wheat 868 466 €3S 723 670
Volume 5,008 $,345 6,047 5,685 5,172
Unit price 150 87 105 127 130
Corn 32¢ 401 545 516 492
Volume 2,995 3,882 6,055 4,064 4,154
Unit price 109 103 0 106 118
Sorghum 103 11% L 2] 74 a3
Volume 1,076 1,316 1,364 910 424
Unit price % [ 24 80 81 100
Other cezeals ” 8 120 141 128
Soy beans 686 917 568 545 690
Volume 3,204 4,430 3,108 2,418 2,190
Vnit price 214 207 183 228 237
Soy oil a4 513 LYY 600 [ 11]
Volume 977 1,233 1,186 1,372 1,802
Unit price 424 416 372 43?7 $72
Soy pellets 918 940 1,039 1,29 1,146
Volume 5,199 5,476 6,411 6,621 6,671
Unit price 177 172 162 187 172
Sunflower ofil 543 529 384 356 P25
Volume 1,224 1,222 981 765 ”1
Unit price [YY} 43 n 463 388
Sunflower pellets 141 132 107 124 120
Volume 1,456 1.597 1,254 1,182 1,286
Onit price ” 82 85 103 9
| TT34 488 416 68 38 628
Volume 190 119 118 138 217
Oait price 2,568 3,498 3,21 2.827 2,8%
Deef products 308 384 340 339 281
Yolume 129 132 12? 122 L )
Unit price 2,388 2,915 2.680 2,945 2,970
Other meat /3 91 6 80 €2
Fish and fish products 310 ala 549 707 734
Volume 252 29% Jse 308 337
Unit price 1,230 1.404 1,418 1,392 1,367
Fresd fruit 204 262 282 218 276
Volume 636 602 619 460 549
Unit price 321 438 4338 467 503
Wool 143 0 ] 7”7 199
Voluse S0 d 29 62 74
Unit price 2,860 2,323 2,412 1.242 2,763
Other agricultural exports (Value) 1,706 2.338 2,69 2,058 1.37m

Sources: Ministry of Econoey.
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Table 38. Argentina: External Trade by Principal Countries and Regions

(In millions of U.S, dollars)
J
19%0 1991 1992 1993 1994 1994 1995
Exports
Iotal 12,356 2QL978  12.205  1d11? As.82) L8786 BS)S
LAIA 3,128 3,369 3,918 5,262 6,880 1,525 2,879
Of which: DBraszil 1,423 1,489 1,671 2,814 3,996
United States 1,665 1,248 1,349 1,273 1.710 681 694
EEC 3,741 3,95 3,732 3,650 3,874 1,59 1,758
Former U.S.S.R. 499 224 103 108 43 Cee .
Japan 395 454 375 467 (1Y} 199 211
Other 2,925 2,730 2,758 2,358 2,861 1,878 2,973
laeorts

Totsl 4,079 8.22% ia 872 16,283 21612 §.40% 8.23?
LAIA 1,40} 2,748 4,901 S,434 6,575 1,868 1,812
Of which: Dresgil 718 1,832 3,3y 3,%¢8 4,268 v .
United States 862 1,0 3,226 3,8%9 4,926 1,816 1,772
EXC 1,119 2,00 3,60 4,14 6,168 2,1% 2.668
Former U.S.S.R. 12 13 3 [}3 (1]
Jepean 133 R ] X 69?7 (11} €27 406 299
Other 550 1,214 2,303 2,638 3,268 2,121 1.681

Sources: MNetiovnal Institute of Stetistics; and Ministry of Econoay.
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Table 39. Argentina: Extermal Trade: Value, Volume, and Price Indices

1990 1991 1992 1993 1994
(1980 = 1,00)
Export value 1.55 1.50 1.53 1.65 1.98
Export price 0.73 0.71 0.71 0.71 0.74
Export volume 2.12 2.12 2.16 2.33 2.68
lmport value 0.39 0.79 1.42 1.60 2.06
Import price 1.12 1.13 1.14 1.15 1.17
Import volume 0.35 0.70 1.24 1.39 1.76
Terps of trxade 0.65 0.63 Q.62 .61 0.63
(Bexcentage changes)
Export value 29.1 -3.0 2.1 7.2 20.6
Export price -10.0 -2.9 0.3 -0.7 5.0
Export volume 43.4 -0.1 1.8 8.0 14.9
Import value -2.9 102.9 79.7 12.9 28.8
Import price 2.5 1.0 1.0 1.2 l.4
Import volume -5.2 100.9 77.9 11.5 27.0
Memorandum items
Export value (in millions
of U.S. dollars) 12,354 11,978 12,235 13,117 15,821
Import value (in millions
of U.S. dollars) 4,079 8,275 14,872 16,783 21,612

Sources: Ministry of Economy; National Institute of Statistics; and Fund staff
estimates.
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Table 40. Argentina: Imports by Ecovomic Classification

1990 1991 1992 1992 1994 1994 1998
(1o millions of U.S, dollars)
Total, c.4.L 4,079 §,275 14,872 26,783 21,612 8,408 8.237
Consusption goods 330 1.514 3,205 3.52? 3,897 1,588 1,342
Capital goods 647 1,637 3,088 4,964 7.422 2,83 2,311
Fuels 316 482 416 386 991 203 284
Other intermediaste goods 2,784 4,671 7,363 7,906 9,702 3,780 4,300
(In_percent of total)

Tosal, 3. €, 1000 2000  J00,0 2000 3000 1000 1000
Consusption goods 8.1 18.3 21.5 21.0 18.0 18.9 16.)
Cepital goods 15.8 19.8 26.2 29.6 34.3 33.7 28.1
Fuels 7.7 S.S 2.8 2.3 2.7 2.4 d.4
Other interwmediste goods 68.4 56.% 49. 6 47.1 449 45.0 $2.2

Sources: Ministry of Economy. and Netional Institute of Statistics.



Table ' 41. Argentina: Intermational Reserves of the Central Bank

(lamillions of U.S, dollars: eud of pericd)

1990 1991 1992 1993 1994
Centzal bank pet international Ieserves 2,106 2,00 8,623 11,482 .22
Axsetsy §.409 2,562 15,460 16,029
Gold }/ 1,612 1,430 1,446 1,672 1,651
SORs 107 224 413 455 557
IMF reserve tranche -- -~ .- -- --
Foreign exchange 4,298 6,622 9,528 13,39 13,763
LAIA (net) 2/ 3% 287 -$ -$ 60
hisbilities 230 2.82¢ 2.7%9 2979 Ly
pe .13 3,302 2,824 2,75 3,979 4,641
Other -~ - - -- -

Source: Minister of Economy.

1/ Valued at market prices.

&/ Balances under the multilateral clearing system of the Latin Americen Integration Associstion

(LAIA) .
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Table 42. Argentina: International Bond Issues
—lan.-Aug.
1991 1992 1993 1994 1994 1995
(Inmillions of U. S, dollaxs)
Iocal bond placement 265  1.619  6.308 5,320 2,798 3,304
Public sector 500 389 2,406 2,740 1,268 3,156
Private sector 265 1,230 3,902 2,580 1,530 148
By currency
U.S. dollars 765 1,609 5,688 4,070 2,430 1,425
Deutsche marks - .. 620 300 300 725
Yen ce 352 . 1,031
Other 10 598 69 123
(ln_years)
Average maturity
Public sector
U.S. dollars 2.0 4.7 7.2 4.8 5.5 3.0
Deutsche marks 5.0 3.0 3.0 5.0
Yen 3.9 5.0
Private sector
U.S. dollars 5.0 3.9 5.2 4.5 3.8
(In_basis points) 1/
Average yield spread at launch
Public sector
U.S. dollars 375 324 313 257 198 300
Deutsche marks 250 220 220 kKYAA
Yen 281 315
Private sector
U.S. dollars 355 392 387 410 394

Source: Staff estimates based on Euromoney Database, Eyroweek, Financial Times.
and International Financial Review (IFR).

1/ Yield spread measured as the difference between the bond yield at issue and the
prevailing yield for industrial country govermaent bonds in the same currency and of

comparable maturity.

All figures are weighted averages.
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Table 4). Argentins: Outstanding External Dedbt by Creditor }1/

(In millicns of U.S, dollars)

Prel.

end-June
1990 1991 1992 1993 199% 1995
Bublic sector 56708 37239 55,053 56,39  $1.177  £6.939
International organizations . 8,425 7.704 7.610 10,903 11,773 14,0836
IMF 3. 20 2.408) 2,320 3,539 4,186 $.911
Other 9,194 9,213 5,290 7,364 7.%58?7 8,925
Paris Clubd 6,642 8,816 8,901 8,923 7.978 8,670
Commercial banks 31,172 30,13 28,870 25,887 25,060 25,098
Refinanceadle 2/ 23,243 22,2%9 19,397 - - --
Arrears 2/ 6,077 7.0880 8,583 ~ - -
Other 1,852 -- 890 25,887 25,060 25,098
Pudblic bonds )/ 8,408 8,528 8,541 9,809 11.79% 12,728
Other &/ 2,061 2,088 1,10 1,074 4,%70 5,627
Iotal £1.7790 $2.22¢ —— - a—_— —

Source: Ministry of Econamy.

1/ Ezcludes BONIX held by the Central Bank.

2/ Total debt eligible for rescheduling under the Brady Plan.

3/ 1locludes domestic bonds dencminated in foreign currency, but excludes consolidation and bydrocarbov bonds,
which are considezred to be held mostly by domestic residents.

&/ 1bcludes other debt with commercial banks noneligible for rescheduling under the Brady Plan.
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