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ANNEX CHAPTER 1I: PUBLIC ENTERPRISES

A. Main Issues

1.01 The public enterprises in Argentina have, in the aggregate, con-
stituted the most persistent and impcrtant source of deficit spending in
the public sector. About half of the fiscal deficit can be attributed to
the largest public enterprises (PEs). Repeated attempts to improve their
performance have failed due to a combination of adverse political and eco-
nomical circumstances, partially within the state enterprise sector but
also related to the broader macroeconomic environment. The Government has
been trying to reduce the financing needs of the PEs but has continued to
impose a number of noncommercial objectives and to use the price of public
production in the pursuit of its anti-intlationary policy. At the same
time special interests have created a regulatory environment that paralyses
the PEs and that gives rise to a complex system of inefficient transfers.

The Deficit of the PEs

1.02 In the last eight years, the deficit of the PEs before transfers
ranged between 2.2 and 6.9 percent of GDP. These deficits represented
between 40 and 60 percent of the overall nonfinancial public sector (NFPS)
deficit (Annex Figure 1.1 and Annex Tabie 1.1). The magnitude of these
deficits should be interpreted against the size of the major PEs. Annex
Table 6.2 shows that the total value of public production has averaged
around 11.5 percent of GDP. Its share in GDP has been declining during the
last two years. The output of YPF (the State Petroleum Company) equals
about 5 percent of GDP while the electricity companies represent 2 percent
and the communications and transportation sector each around 1.5 percent of
GDP.

1.03 In the recent past, the deficit of the PEs has fallen in absolute
value due to some cost reductions but, more importantly due to cuts in
capital spending. 1In the period 1986-88, the deficit averaged at 2.6 per-
cent of GDP while in the period 1980-85, its average was 5.4 percent.

1.04 The fuels sector has been responsible for the observed changes in
the total deficit. Since 1986, both YPF and the gas company (GdE) have
reduced their deficits to below 0.4 percent o’ GDP from more than 2 percent
in 1984 (Annex Table 1.3). The three electricity companies (AyEE, SEGBA,
and HIDRONOR) have had a constant deficit of 1 percent of GDP. 1In the
transport sector, Ferrocarriles (the railroad company) is responsible for a
deficit of 1 percent of GDI as well. A striking observation is the fact
that the deficit of Ferrccarriles is twice as high as its operational
income. Though most of the other companies’ financial borrowing require-
ments are due to investment Ferrocarriles’ total operational expenditure
has been twice as high as its revenue.

Institutional Environment

1.05 Public enterprises in Argentina are present in almost all areas of
the domestic economy. In addition to the 13 most important enterprises
under the supervision of the Public Enterprise Board's (DEP) and the
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Annex Figure 1.1
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Annex Teble $1.1: ARGENTINA - PUBLIC ENTERPNISE ACCOUNTS AND THE FISCAL DEFICIY o/

(Percont of WOP)
1980 1081 1982 1983 1984 1988 1988 1997 1988by
Current Account -1.24 -1.01 -3.87 -2.687 ~1.44 -1.51 0.46 0.00 0.87
Revenue 8.64 10.27 9.72 11.08 10.63 13.87 12.08 11.48 11.46
Expenditure 9.87 12.1¢ 13.6¢ 13.60 11.98 18.08 1t1.601 11.48 10.58
Personnel . 8,38 2.98 2.20 3.08 . 8.08 2.91 2.1 2.62
Good snd Services 3.77 4.86 6.11 7.22. 6.30 8.91 e.78 6.43 5.88
Interest 1.68 3.62 4.09 2.48 2.08 2.82 1.64 1.20 1.40
Other 1.19 1.18 1.19 1.07 9.80 0.68 0.78 Q.60 0.50
Capital Account -3.38 -3.88 -8.04 ~3.78 -8.48 -2.78 -2.68 -3,.88 -3,19
Revenue 0.21 0.16 0.86 0.16 0.14 0.19 0.11 0.10 0.08
Expendliture 3.87 8.49 3.41 3.88 3.87 2.94 2.7 3.45 3.28
Financing Requirement (1) 4.59 8.24 e.0 6.30 4.97 4.20 2.20 3.38 2.22
Fiscal Deticit (2) 7.48 13.28 16.11 16.08 12.64 6.09 4.30 T7.48 §.00
1)/ c.61 0.40 0.48 0.39 0.39 0.70 0.51 0.46  0.44
Transfers from:

Tressury 0.72 0.77 1.24 8.20 2.97 1.88 1.63 1.59 1.11
Special funds 0.78 0.78 0.67 0.8% 0.67 0.81 0.68 0.80 0.90

Source: Ministry of Economy and DEP.

Includes 13 DEP enterprises and binationsls

5
3/ Preliminary

03-Mer-89



Anpex Table 1.2:

ARGENTINA - TOTAL NUTPUT OF DEP ENTERPRISES

(Percent of GDP)

1984 1985 1986 1987 1988

Combustibles 5.44 7.80 6.23 6.29 6.12
YPF 4.26 6.10 4.68 4.97 4.76
GdE 1.16 1.62 1.48 1.27 1.29
YCF 0.02 0.08 0.07 0.05 0.07
Electricity 1.91 2.17 1.95 1.92 1.92
AyEE 0.73 0.87 0.78 0.73 0.68
SEGBA 1.06 1.14 1.03 1.03 1.07
HIDRONOR 0.12 0.16 0.14 0.16 0.17
Communications 0.94 1.27 1.75 1.41 1.48
ENTEL 0.70 0.96 1.40 1.07 1.23
ENCOTEL 0.24 0.31 0.35 0.34 0.25
Transportation 1.65 1.78 1.58 1.59 1.64
FA 0.50 0.49 0.43 0.34 0.40
AA 0.72 0.85 0.81 0.89 0.84
ELMA 0.32 0.31 0.27 0.29 0.32
AGP 0.11 0.13 0.07 0.07 0.08
TOTAL 9.94 13.02 11.51 11.21 11.16

Source: DEP and company accounts.



Annex Table 1.3:

ARGENTINA - SELECTED PUBLIC ENTERPRISE DEFICITS

(Deficit=+)
1984 1985 1986 1987 1988
Percent of GDP
YPF 1.25 1.57 0.17 0.08 0.15
GdE 0.7% 0.44 0.24 0.28 0.09
AyEE 0.37 0.5 0.44 0.46 0.33
SEGBA 0.26 0.26 0.16 0.40 0.20
HIDRONOR 0.24 0.23 0.18 0.15 0.18
Ferrocariles 1.42 1.02 0.98 0.96 0.81
ENTEL 0.14 -0.07 -0.19 0.33 0.32
Percent of enterprise revenue

YPF 29 26 4 2 3
GdE 66 27 16 22 7
AyEE 51 57 56 63 48
SEGBA 25 23 16 39 18
HIDRONOR 200 144 129 94 105
Ferrocariles 284 208 228 282 200
ENTEL 22 8 14 31 26

Source: DEP and company accounts.

03-Mar-89
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bi-national entities, the Central Government owns nearly 100 smaller enter-
prises including radio and television, hotels and airlines. Provincial and
smunicipal governments own about 80 enterprises, and naticnal and local
governments share the ownership of other 30 enterprises. Some of these
enterprises were acqui~ 1 to prevent their liquidatio.., while others were
acquired for social and political reasons which may have long since Jost
relevance.

1.06 It has been difficult for the Government tc improve control over
the public enterprises. Most of the changes in the institutional environ-
ment have been short-lived and did not lead to a durable improvement in the
performance of the public enterprises. Since the beginning of 1988, DEP
operates as & holding for the 13 largest public enterprises and controls
the execution of the budgets of these i3 enterprises. This iastitution
revives the idea of the Corporation of Natiocnal Enterprises (CEN) that
functioned between 1974 and 1979. A political struggle with the different
Secretariats in the Ministry of Public Works ultimately led to the abolish-
ing of the CEN. The DEP faces the same problem, but has the additional
disadvantage that it was established by executive decree rather than by
law. The DEP has functioned independently in the first half of 1988, but
thereafter became subordinate to the macroeconomic policy of the Central
Government.

1.07 Although the creaticn of the DEP in its present form has helped to
improve the efficiency of the PEs, it has not led to financial autonomy
because of the continuing application of inefficient rules and regulations
governing operations. Many of the public enterprises must keep a large
amount of workers on their payroll, disregarding changes in business condi-
tions under which they operate. They all must comply with the Compre
Argentino law that regulates procurement :-nd amounts to a subsidy of the
private domestic industry. Sccial cor :rations keep prices of some
public production deliberately low to . .“sidize particular consumer groups
and there is a complex scheme of inter-enterprise subsidies and transfers
within the public sector generally leading to inefficient investment deci-
sions.

Links with Macroeconomic Policy

1.08 Oon top of the intrinsic inefficiencies created by the over-regu-
lated environment and the problems with budgetary control, the Government
has been using the public enterprises for two macroeconomic objectives:
(i) balance of payments financing, and (ii) lowering inflation. Public
enterprises incurred large amounts of foreign debt during the period
1978-82 in order to satisfy the Government need for foreign exchange. The
burden of the ensuing debt service becam:® so overwhelming that the Govern-
ment decided to take over the debt service in 1983. Unfortunately, this
foreign debt is still present in the enterprises’ accounts, preventing them
from obtaining independent financing and distorting their financial
picturec. Repeatedly the Government used the price of public production to
mitigr e accelerating inflation. As a result real prices have been very
vola' .le and their manipulation is linked to the size of the operational
deflcits of the public enterprises. Consequently, sources of deficit can
be found on both revenue and expenditure side of the PE accounts.



B. Revenues: Pricing Policy

1.09 The Central Government has often overruled the price setting power
of other iiastitutions within the framework of its attempts to lower infla-
tion. Under normal circumstances, the Secretariat of Energy sets energy
prices while the DEP makes recommendations for all other companies under
its purview. The Ministry of Public Works subsequently endorses the recom-
mendations of the DEP. This implies that the Secretariats of transport and
communication have lost their role in the pricing policy concerning the
enterprises in their sector.

1.10 Even if one abstracts from periods in which prices of public pro-
duction are used as an instrument of anti-inflationary policy, prices do
not adequately reflact the cost of efficient resource allocation in the
Argentine economy. They are often set to obtain specific targets related
to the PE deficites or %o a particular subsidy policy of the Government
rather than in relation to costs. As such, these prices are not adequate
to guide investment decisions in the domestic economy.

1.11 The anti-inflationary policy of the Government has induced a
cyclical pattern in the real price evolution over the period 1980-88 {(Annex
Figure 1.2). After a period of falling real prices of public production,
the need to mitigate the PE deficits or the failure of the anti-
inflationary program led to a recuperation of these prices. The period
1980-1988 is marked by three such episodes (Annex Figure 1.2): (i) in
1982, real prices fell by almost 2. percent below their average 1981 lavel
and took more than two years to recover; (ii) in the second half of 1936
and throughout the first three quarters of 1987, prices of the public
enterprises were used once again to try to reduce inflation. In the first
half of 1988, real prices were allowed to recoup their past .oss and in the
second quarter of 1988 reached again their average 1985 level; and

(iii) since the implementation of the Plan Primavera in August-September of
1988, real prices have deteriorated again during the Government's renewed
attempt to reduce inflation. The Government anticipates a substantial
increase in the real output price in mid-1989 to correct the current situa-
tion. In terms of the enterprises’ own cost, real prices fell in 1987 by
about 5 percent and started to fall again in the third quarter of 1988
(after recuperating by 10 percent) as a result of the Plan Primavera (Annex
Table 1.4).1/

1.12 These fluctuations in real prices translate almost by definition
into similar fluctuations in the PE current account. The real price reduc-
tion of 1982 is associated with a fall in PE savings by 2 percent of GDP,

1/ The real price index computed in Annex Table 1.3 overstates the
volatility of the actual real output prices because it uses the
nonagricultural wholesale price index as a proxy for the cost evolution
in the public enterprises. A large part of these costs, inter-company
deliveries, interest payments and salaries, do not evolve according to
that index. Unfortunately, comparable data using this weighted cost
index are available only for 1987 and 1988.



Arnex Figure 1.2

ARGENTINA PUBLIC ENTERPRISES
REAL OUTPUT PRICE (Net of Taxes)
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Asnen Tohis 1.4: AMODTDA - REAL PRICH OF WALIC MCDUCTION 7
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and that of 1987 with a reduction in savings by 0.5 percent of GDP. 1In
1988, the impact of the Plan Primavera price reduction was offset by the
rise in the price during the first half of the year and by cuts in real
wages. Since the investment prcgram is determined independently, these
manipulations of the real price modify the overall deficit of the public
enterprises in a straightforward manner.

1.13 These strong fluctuations in the real price of public production
induced by policy considerations unrelated to the objectives of the PEs
provide for a highly unstable environment and prevent the PEs from pursuing
strategies aimed at improvements in efficiency. Together with other
inefficiencies in the regulatory environment this policy induces the need
for transfers from the Treasury to cover operational losses.

C. Ezxpenditures

Interest Burden

1.14 External Debt. The public enterprises were used as magnets to
attract foreign capital needed to equilibrate the overall balance of pay-
ments and to support the exchange rate. From 1978 to 1983 the public
enterprises were strongly encouraged to borrow in foreign currency even as
the peso was becoming increasingly overvalued. 1Initially, this was done to
reduce the burden on the Treasury of financing enterprise deficits. Later
it was used to defend the peso against a wave of capital flight induced by
fears of a major devaluation. When the peso devalued in 1981-82, the
service of the external debt became a threat to the solvency of the PEs.
This policy had ultimately an adverse effect on the financing needs of the
PEs as the total deficit before contributions increased from 3.3 percent of
GDP in 78 to 6.9 percent in 82 while at the same time investment fell. 1In
September 1983, the Treasury assumed full responsibility for servicing all
of the then outstanding stock of external debt of the public enterprises.

1.15 The total stock of foreign debt rose from US$3 billion at the end
of 1977 to US$11.7 billion at the end of 1983. Since 1983, the external
debt has increased at a lower rate, the increase being due to investment
projects in gas, oil and hydropower, and recently, also in telephone
services (the MEGATEL plan). 1In June 1988, the total foreign debt amounted
to US$14.9 billion (Annex Table 1.5). In absolute terms, YPF and GdE hold
about half of the total stock, while Hidronor and AyEE together hold one
fourth of it. The public enterprises, in the aggregate, would need about
23 months of sales to pay off the outstanding external debt.

1.16 Recently, rising international interest rates have increased the
burden of this debt service to both the enterprises and the Treasury. The
total stock of outstanding debt represented an interest obligation of USSL
billion in 1988. The Treasury assumes US$890 million while the enterprises
themselves owe US$110 million on suppliers’ credits. No amortization of
this stock took place in 1988.




Anmnex Table 1.5:

ARGENTINA - EXTERNAL DEBT OF DEP ENTERPRISES 23/
(US$ millions, end of period)

1979 1980 1983 1986 1987 1988b/

TOTAL 5,389 7,870 11,715 13,641 14,875 14,884
Financial 4,035 6,417 9,929 11,383 12,968 13,182
Commercial 1,354 1,452 1,786 2,258 1,907 1,702
Fuels and Energy 4,097 5,916 9,202 10,376 11,6353 11,677
Fuels 2,426 3,476 5,810 6,605 7,504 7,627
YPF 1.937 2,906 4,366 4,554 4,840 4,927
GdE 423 452 1,264 1,878 2,470 2,522
YCF 66 118 180 173 185 178
Energy 1,671 2,440 3,392 3,771 4,149 4,050
SEGBA 532 661 781 717 732 678
AyEE 873 1,497 2,221 2,201 2,366 2,392
Hidronor 266 282 390 853 1,051 980
Transp.& commun. 1,292 1,953 2,514 3,265 3,222 3,207
Transport 1,143 1,653 1,930 2,600 2,529 2,521
FA 257 440 712 1,197 1,161 1,075
AA 316 316 713 840 867 786
AGP 26 a3 20 10 8 7
ELMA 544 664 485 552 543 653
Communication 149 302 584 665 693 686
ENTEL 149 293 576 656 688 679
ENCOTEL 0 9 8 9 S 7

Source: SIGEP

8/ Reported numbers follow accounting practices of individual enterprises,

and are not entirely comparable.

b/ June 30.
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1.17 In addition, the foreign debt assumed by the Government still
appears in the financial statements of the public enterprises. This makes
it virtually impossible for any of the enterprises to obtain credits in
international markets. In the case of YPF the transfer mechanism for the
interest payments is particularly inefficient. The amount of transfers is
denominated in australes and YPF is allowed to deduct this amount from its
tax liabilities to the Government. However, the tax deduction is budgeted
whereas the actual payments correspond to the austral equivalent of the
dollar obligation. In 1987, the austral depreciated faster than was
budgeted and YPF has a corresponding gap in its financial statements
resulting in their non-ratification by the audit company. Recently, a
decree has been drafted that would give YPF a government bond paying the
exact equivalent of the foreign interest payments. This would avoid recur-
rence of the present situation, but it would not significantly improve
YPF's chances to obtain independent financing.

1.18 Domestic Debt. Although public enterprises are no longer allowed
to borrow from the domestic financial market, they still have a large
amount of domestic debt outstanding. On March 31, 1988, total domestic
debt amounted to US$3 billion representing 161 days of sales of the PEs.
Recent preliminary data on the evolution of arrears of the PEs show a
dramatic increase from US$85 million at the end of 1987 to US$1.1 billion
at the end of 1988 (Annex Table 1.6). Among the reasons for this evolution
are the fall in the real price of public output, the cutoff from foreign
and domestic financial markets and the Government's decision not to finance
operational deficits any longer.

1.19 The PEs owe more than US$1 billion to the private sector and
UsS$356 million to the national Govermme~t. On the other hand, the pro-
vincial Governments owe the PEs US$302 million. Since September 1988 total
arrears have increased by US$632 million. All of these claims are adjusted
for inflation and most of them bear interest as well. The recent increase
in interest rates in Argentina aggravates the arrears problem. All enter-
prises are net debtors to the private sector and the National Government
except Aerolineas, ELMA (the international shipping company) and OSN (water
and sewerage). These three are net creditors to the National Government
and OSN and ELMA are also net creditors to the private sector. All com-
panies except SEGBA are net creditors to the provincial governments.

1.20 The picture becomes even more complicated if one includes the
inter-PE arrears. On December 31, 1988, these amounted to US$371 million,
an increase by US$220 million over Decemher 1987. These claims gave rise
to litigations between the public enterprises as the result of different
inflation adjustment and interest imputations between different enter-
prises. YPF, Gas del Estado and AyEE have been the largest creditors among
the public enterprises, while SEGBA, YCF and Ferrocarriles have been the
largest debtors.

Wages and Employment

1.21 The public enterprises determine neither the quantity of labor nor
the real wage rate paid to their employees. Both are largely set by polit-
ical factors.
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Annex Table 1.6: ARGENTINA - DEP ENTERPRISES DOMESTIC ARREARS a/

(US$ Millions)

1987 ve= 1988 -c--- 1988/87
12/31 9/30 12/3z % change
Credits
Intra-Co Debt b/ 152.9 266.9 371.4 142.9
National Adm. 168.3 107.9 177.4 5.4
Provincial Adm. 122.3 265.3 318.5 160.3
Private Sector 166.2 41.3 42.6 -74.4
Total 609.7 681.4 909.8 49.2
Debts
Intra-Co Debt b/ 152.9 266.9 371.4 142.9
National Adm. ¢/ 215.5 286.4 533.0 147.4
Provincial Adm. 0.1 1.5 16.0 18197.5
Private Sector 326.5 616.0 1111.6 240.5
Total 694.9 1170.7 2032.0 192.4
Net Indebtedness d/
National Adm. ¢/ 47.2 178.4  355.6 653.5
Provincial Adm. <122.3 -263.8 -302.5 147.4
Private Sector 160.3 574.6 1069.0 566.9
Total 85.2 489.3 1122.1 1216.7

Source: Public Enterprise Board (DEP)

a/ Preliminary estimates.

b/ Debt owed to other DEP public enterprises;
figure taken from debtor company.
¢/ Includes debt with specific investment funds,
disbursed primarily to DEP enterprises.

d/ Debts - Credits.

03-Mar-89
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1.22 The absolute level of employment reflects the social orientation
of the ruling political party or the type of government. Under the
Peronist Government the PE labor force reached a peak of 424,000 in 1975.
The military Government reduced the amount of workers drastically, but
under the new democratic Government total employment increased again since
1983 and now stands at 293,000 (Annex Table 1.7). The Government
recognized the need to reduce the labor force, but the effort stagnated in
the light of the 1989 eslections. Especially the railroad company, which
employs one third of the total, has an excessive amount of workers. Its
wage bill is almost twice as high as its total operational revenue.

1.23 Efforts to improve productivity through layoffs have been hampered
by the application of a law that guarantees lifetime employment in civil
service to a substantial number of PEs. Given the size of this labor force
and its importance to the labor unions it will take a lot of political
courage to modify the existing law.

1.24 Wages in the PEs are often negotiated in the same macroeconomic
package that reduces real output prices in order to miiigate inflation.
This is a necessary condition to keep a handle on the PE deficit during
periods of anti-inflationary policy. However, labor unions are quite
sensitive to cuts in the real wage. As a result this part of the austerity
package is often the first to give way due to social tension and strikes.
Real wages rebound faster than real prices and prevent a positive response
of PE saving to a recovery of their real output price (Annex Figure 1.3j.
The evolution of the PE’s current account in 1983 and 1987 clearly reveals
this tendency.

1.25 As a consequence, total labor cost fluctuates beyond control of
the PEs. It ranges between 2.2 and 3.2 percent of GDP and its share in
total cost is largely determined by the level of employment (Annex Table
101)0

Goods and Services: The Compre Argentino Law

1.26 Almost 25 percent of the purchases of goods and services relate to
transactions among the PEs themselves at regulated prices. These prices
are often set by political authorities disregarding the economic cost of
production. This system gives rise to an intricate network of cross sub-
sidies and large outstanding claims among PEs. At this stage no compre-
hensive overview of the cross-subsidy system and its implications exists,
but some typical examples indicate the nature of the problem. YPF is
required to sell gas to Gas del Estado below its own production cost and it
buys coal from YCF at a price three times the international price of coal.

1.27 The claims resulting from these transactions often give rise to
litigations among public enterprises. The DEP reports many non-matching
claims between debtor and creditor companies resulting from different
inflation adjustment and imputation of interest rates. This may be one of
the reasons why half of the outstanding debt among public enterprises is
more than six months overdue.

1.28 Purchases of the remaining inputs are regulated by the Compre
Argentino law whick favors the domestic private industry. Since most of
the private industry is of an oligopolistic nature, sales to public enter-
prises are often executed at a premium and imply subsidies to private
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ARGENTINA - DEP ENTERPRISES:
(Number of Workers)

LEVEL OF ENPLOYMENT

1970 1976 19% 1983 1984 1088 1986 1987 1988%/

YPF 33,618 60,666 33,602 32,772 33,726 82,465 32,488 84,780 34,800
GdE 8,044 10,9068 10,469 9,912 10,238 9,928 9,404 9,261 9,680
YCF 2,738 6,249 3,949 3,722 3,868 3,828 3,878 3,682 3,401
AyEE 13,034 26,044 19,468 10,667 11,249 11,445 11,266 11,074 11,280
SEGBA 23,809 26,334 21,774 20,130 21,3368 21,667 20,999 21,536 21,764
HIDRONOR 84 769 811 1,067 1,260 1,428 1,662 1,680 1,706
ENTEL 44,398 60,543 46,280 47,838 48,200 47,100 46,300 48,900 48,667
ENCOTEL 50,426 64,608 44,508 42,968 42,843 41,484 40,292 39,816 37,874
FA 147,476 158,808 96,936 103.102 107,887 102,941 99,897 97,218 97,300
AA 6,688 8,238 10,096 9,022 10,308 10,698 10,328 10,283 10,400
AGP 5,604 6,127 6,219 6,046 5,024 4,926 4,820 4,566 4,130
ELNA 4,864 5,268 5,204 6,387 5,234 5,008 4,808 4,728 4,842
OSN 21,693 26,296 13,298 9,434 9,202 9,608 9,374 9,346 9,360
TOTAL 363,764 424,127 311,248 301,761 £10,209 302,391 296,268 298,765 293,143
% of Active 4.2 4.68 3.10 2.90 2.90 2,78 2.67 2.62 2.68

Source: Company response to the questionnaires snd company financial
statements.

3/ Dsts on September 31.

For 1988:

SIGEP.

Preliminary for SEGBA, MIDRO, NOR, ENCOTEL.
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Annex Figure 1.3

ARGENTINA PUBLIC ENTERPRISES:
REAL WAGES AND OUTPUT PRICES
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industries. Although it is difficult to quantify this phenomenon the fol-
lowing observations may indicate the nature of the problem. In 1983,
political authorities decided to contract out a large fraction of the main-
tenance work that was traditionally done by the PEs and decided to reduce
the own production of intermediate inputs by the enterprises themselves,
The share of goods and services in total recurrent expenditure immediately
increased from 45 percent in 1983 to 52 percent in 1984 and reached 68
percent in 1985 (Annex Figure 1.4). Since then, the share has declined to
53 percent, but still remains higher than any period before 1983. A
measure of the intermediate input per unit of production rose from 136 in
1982 to 165 in 1987. Under normal circumstances, this measure should fall
indicating the presence of economies of scale in highly capital intensive
industries, a characteristic of most of the PEs.

Investment

1.29 The political decisions on investment are made in the respective
Secretariats of Energy, Transportation, Communication and Industry. The
often ambitious programs are financed through a system of special funds and
by means of foreign and domestic borrowing. In recent years both sources
of foreign and domestic financing have almost dried up. Public enterprises
are no longer allowed to borrow in the domestic market and foreign private
banks are unwilling to increase their exposure to the debt-burdened
Argentine economy.

1.30 Special taxes on combustibles and electricity replenish special

. 2counts from which funds are drawn for various investment projects.
Unfortunately, only a fraction of the revenue is reinvested in the sector
of the public enterprises. 1In addition, there is a substantial earmarking
of funds so that efficiency concerns are not the primary criteria to decide
on various investment projects. The revenue of the special funds fluctuates
with the price of output, and is, therefore, heavily influenced by the
episodes of anti-inflationary policy of the Government. On average, the
special funds generate an amount of investment between 0.75 and 1 percent
of GDP, about a third of total investment.

1.31 Because of the reduction in available financing, real fixed
investment fell from an average of 3.2 vnercent of GDP in 1981-84 to

2.5 percent in 1985-86. In 1987, some international institutions financed
large projects for gas, hydropower and telephone services. Real investment
picked up to 3.1 percent of GDP in 1987, but fell again to 2.8 percent of
GDP in 1988 (Annex Table 1.8). The sectoral distribution of investment is
shown in Annex Figure 1.5.

D. Transfers

1.32 The public enterprises are linked with other sectors of the
private economy and of the public administration through a complex system
of transfers. Some of these transfers are implicitly reflected in low
prices to consumers of public output or high prices to suppliers of goods
and services, and consequently, difficult to quantify.




- 18 -

Annex Figure 1. 4

ARGENTINA DEP ENTERPRISES a/ :
SELECTED COST SHARES

Percent of total production value
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Annex Table 1.8:

ARGENTINA - REAL PIXED INVESTMENT IN DEP ENTERPRISES

- 19 =

(Percent of GDP)

1981 1982 1983 1984 19835 1986 1987 1988
TOTAL 2.99 3.17 3.32 3.18 2.75 2.25 3.11 2.76
Fuels and Energy 1.99 2.29 2.38 2.09 2.13 1.60 2.13 1.72
Fuels 1.03 1.34 1.33 1.32 1.53 1.14 1.59 1.19
Energy 0.96 0.95 1.05 0.77 0.60 .46 0.53 0.53
Transp. and Commun. 0.94 0.83 0.89 1.05 0.58 0.62 0.95 1.02
Trarsport 0.40 0.46 0.51 0.69 0.31 0.27 0.25 0.24
Communication 0.54 0.37 0.38 0.36 0.27 9.36 0.70 0.78
Industry and Services
OSN 0.06 6.05 0.05 0.04 0.04 0.03 0.04 0.02

Source: SIGEP



‘8[eUOljuTg OPN[ST} j0u seoq 78
'd90 PU® JEHIS waImog

woneodsTel ] UOReI[UN WMoY
VAR Al W ' son] I

8 %8 €8 28 I
o 0°0

I 20

----------------------------------------

F#o

L]
.......................................................................... L9

veve

SRS &

ooooooooooooo

' 8‘0

™01

..... 2'1

........ ?"t

9’1

g8l

ddh jo juedied

LNINLSIANI 40 NOILNHIILSIA TVHOLOES
‘SISIIdYTINT JIAd VNLLNIDYV

G°1 °aInBIy xouuy

-oz-




-21-

1.33 The tax administration, the social security, and the investment
funds are major recipients of taxes tha:. weigh most heavily on the fuel

sector. Elect.icity and tz2lephone services also provide revenue for the
rest of the economy. Nevertheless, market prices are biased towards the
use of electricity rather than combustibles as a source of energy. As a
result of these differences between consumer and producer prices, it is

difficult to base investment decisions on efficiency criteria.

1.34 On the other hand, the Treasury used to finance operational
deficits and has been servicing a large part of the outstanding stock of
foreign debt of the public enterprises.

1.35 Due to the lack of accurate data on the various transfer mechan-

isms, it is very difficult to accurately describe the overall net position
of the different entities that are part of the system. Nevertheless, the

degcription of some mijor aspects of the transfer system is sufficient to

indicate the nature and magnitude of the problem.

1.36 First of all, a large number of earmarked investment funds are
financed by means of taxes on fuels and electricity. Revenue from these
two categories amounted to 1.5 and 0.2 percent of GDP, respectively in 1987
(Annex Table 1.9). However, only 0.8 percent of GDP is invested in the
public enternrises themselves and only 0.6 percent in the sectors that
generate this revenue. Large amounts of these funds are channeled through
to the bi-national enterprises, the provinces and the rest of the public
sector. In the last two sectors, they are primarily used for road con-
struction. The sectoral bias of these transfers is even worse; the fuel
sector, contributing 1.5 percent of GDP to the funds receives only 0.6 per-
cent. The reverse is true for the electricity sector that receives twice as
much financing as it contributes.

1.37 The State Petroleum Company also pays royalties on the extraction
of oil and gas to the provinces. Although thie is a common feature of
extraction industries in many countries, in Argentina the price on which
the royalties are computed is artificially determined and does not reflect
international prices. Since this artificial price has been much higher
than the current international price in the recent past, the Government
decided to compensate YPF for the excess payments. However, in 1988, the
Government decided to change its policy and YPF now has to pay all royal-
ties. The total payments implied a revenue for the provinces of 0.57 per-
cent of GDP in 1988. Of this amount 0.33 percentage points is due to the
difference between the artificial price and the actual well-head price of
the products. YPF has refused to pay this excess amount and deducts this
transfer to the pruvinces from the taxes it owes to the Central Government.

1.38 In January 1988, the Government issued a decree in order to raise
revenue for the social security system by imposing a tax on fuels, 24 per-
cent on naphtha and kerosene and 17 percent on natural gas and gasoil and
telephone services (24 percent). This surcharge generated an estimated
1.1 percent of GDP in 1988 and its contribution is likely to increase in
1989 to a budgeted 1.6 percent.
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Annex Table 1.9: ARGENTINA - PUBLIC SECTOR INVESTMENT FUNDS
SOURCES AND USES
(Percent of GDP)

1985 1986 1987
Sources
Fuels a/ 1.98 1.61 1.48
Electricity b/ 0.19 0.24 0.24
Total 2.17 1.85 1.73
Uses
Public enterprises 0.81 0.66 0.80
Fuels c/ 0.14 0.02 0.06
Electricity d/ 0.52 0.50 0.52
Binationals 0.16 0.14 0.22
Naticnal public sector e/ 1.21 1.04 0.80
Provinces 0.12 0.12 0.09
Private Sector 0.01 0.02 0.01
Other £/ 0.01 0.02 0.03
Tozal 2.17 1.85 1.73
Net use
Fuels -1.84 -1.359 -1.42
Electricity 0.33 0.26 0.28
Rest of Economy 1.52 1.32 1.14

Source: DEP and Ministry of Public Works

a/ 10 percent tax on crude oil, 50 percent on nafta, 10 percent on
kerosene, fuel and diesel oii, 30 percent on gas oil and 10 perceat on
fraction of natural gas.
b/ 21 percent tax on total sales of electricity.
c/ YPF,YCF,Gas del Estado
d/ AyEE, SEGBA, HIDRONOR
e/ Includes transfers to other national investment funds for projects
mainly contracted out to the private sector.
£/ Includes net use of loans, net transfers to/from
previous/future periods.
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1.39 In June 1980 the Government decided to limit its transfers to the
public enterprises to the foreign debt service and it gave the DEP the
power to organize an internal transfer scheme among the public enterprises
to finance the wage bill of Ferrocarriles. This enterprise received

0.15 percent of GDP from the rest of the 13 DEP enterprises that were
obliged to deposit a percentage of their variable cost into a forced sav-
ings account (Decree 683/80). Not all enterprises were able to deposit the
required amount so that this scheme could lead to a net transfer of
resources out of the more efficient companies where money could have been
invested in profitable projects.

1.40 In the other direction, the Treasury has transferred on average

1 percent of GDP to the public enterprises in the period 1984-88 primarily
for foreign debt service and to cover operational deficits (Annex Table
1.10). The Government recognized that these transfers were due to some
noncommercial objectives imposed on the enterprises. One example is the
payment for gas to Bolivia at a price three times above the cdomestic end-
user price. However, in mid-88 the Government decided not to finance oper-
ational deficits any longer. This explains the fall in transfers for oper-
ational deficit from 1 percent of GDP in 1987 to 0.7 percent in 1988,

E. Budgetary Process and Control

1.41 The budgetary process for the public enterprises has involved the
Ministry of Economy, the enterprises themselves and the different institu-
tions that existed between those two levels at various points in time.
Traditionally, individual Secretariats were responsible for the designated
enterprises under their jurisdiction. An aggregate budget found its way
down from the Ministry of Eccnomy to the Budget and Planning Directorate of
the Ministry of Public Works where it was divided among the Secretariats.
The individual enterprise budgets were reconciled with the aggregate budget
at the Secretariat level. The control on the execution of the budget pro-
ceeded along similar lines. Consequently the overall process of drafting
and controlling the budget was a lengthy and inefficient one. At various
points in time the Government attempted to shorten and depoliticize the
process in order to gain control over the public enterprises. These
attempts have been hampered by the alisence of an integrated information
system.

1.42 The Corporation of National Enterprises (CEN) was the first
attempt to consolidate the budgetary process and control. However, the CEN
soon became a buresucracy of its own and the Secretariats criticized the
concentration of power within the CEN. After a short life of five years
the CEN was dismantled in 1979. Only the State auditing company (SIGEP)
survived and became an independent entity. However, it only audited the
financial statements of the public enterprises. SIGEP is not involved in
the budgetary control process.

1.43 The Public Enterprise Board is the second attempt to simplify the
budgetary process. Initially the DEP lacked decision making power and an
inter-ministerial committee consisting of the Ministers of Public Works and
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Annex Table 1.10: ARGENTINA - TRANSFERS FROM TREASURY
TO PUBLIC ENTERPRISES a/
(Percent of GDP)

1384 1985 1986 1987 1988

Operational Deficit b/ 1.21 1.02 1.09 1.03 0.72
Debt Service 0.90 0.60 0.44 0.56 0.39
Other €/ 0.26 0.22 0.0 0.0 0.0
TOTAL 2.37 1.86 1.53 1.59 1.11

Source: Ministry of Economy and DEP.
a/ 13 DEP enterprises and binational entities.

b/ Includes compensation to gas del Estadc for purchases from Gas
Bolivia.

¢/ Includes repayment of domestic loans quaranteed by the government and
not itemized transfers.

03-Mar-89
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Economy made final decisions. Since the beginning of 1988 the DEP started
to work as an independent holding company and was vested with the power to
make decisions on management, procurement and personnel of the public
enterprises. The DEP is also responsible for the reconciliation of the
consolidated public sector budget with those of the individual enterprises.
Although there has been an improvement in efficiency it still takes four to
five months into the budget year before a final budget is agreed upon.

1.44 The DEP attempts to follow the budget execution on a monthly basis
and has established its own independent information system. Unfortunately,
this information system is not linked to the financial reporting of the
public enterprises. The public enterprises merely respond to the informa-
tion requests from the DEP.

1.45 The Ministry of Econcemy constructs a quarterly cash budget and
monitors its execution independently from the DEP and other institutions.
It has established its own cash reporting system since 1984. This informa-
tion system is an extra-accounting process without links to the financial
statements of the enterprises or the DEP system. As such it also suffers
from the lack of independent control. The SIGEP was supposed to audit the
cash reporting by the public enterprises, but has been unable to perform
this task due to a lack of resources. The information on the cash execu-
tion is often reported with a 3-4 month lag notwithstanding the legal
obligation to report within 15 days after the end of each quarter.

1.46 The SIGEP has been the only independent control agency for the
public onterprises. Its task has been limited to the auditing of the
financiul statements of the enterprises. The audits are often performed
with lags of more than a year due to late reporting by the public enter-
prises. For many years and for about half of the public enterprises under
its supervision, the SIGEP reports an audit "with reservations" or simply
refuses to affix its signature to the company accounts.

F. Performance Issues in 1988-89

1.47 Financial Autonomy. The performance of the public enterprises in
1988 was governed by the dilemma between the long-run goal of improvement
in efficiency and financial autonomy on the one hand, and the short-run
macroeconomic goals of reducing inflation combined with the continued use
of the public enterprises to serve noncommercial objectives.

1.48 During the first half of the year the Government took energetic
measures to achieve more financial autonomy for the PEs. It granted more
power to the DEP and decided to clarify the financial relations between the
public enterprises and the Treasury. The Treasury would no longer finance
the operational deficits of the public enterprises and limit its transfers
to interest payments on foreign debt. At the same time real prices of
public production recovered their losses from the 1987 level. Although
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these measures were certainly dictated by the need to lower the overall
fiscal deficit, they improved the efficiency of the public enterprises and
constitute a first step on the way to deep restructuring of the public
sector.

1.49 Unfortunately, the restructuring effort was stalled in the second
half of 1988 when the Government was once again looking for a nominal
anchor for the Argentine economy in order to mitigate accelerating infla-
tion. Prices of public production have been falling in real terms since
the Plan Primavera was enacted.

1.50 Compre Argentino. The real price reduction squeezed revenues of
the public enterprises while at the same time very little effort was made
to implement institutional changes that would lower the costs of the public
enterprises. The amendment to the Compre Argentino law was not implemented
so the public enterprises continued to subsidize the private domestic
industry. Rules governing employment remained rigid and the wage guide-
lines of the Government led to unrealistically low real wages. Social
tension and strikes during the last quarter provoked increases in real
wages in the last months of 1988.

1.51 Cross-Subsidies. The Government continued to impose the pursuit
of noncommercial objectives on the public enterprises and tried to reduce
its own deficit by increasing the burden of royalty payments on YPF. It
did not relax its stance on operational deficit financing so that the com-
panies had to finance the wage bill of Ferrocarriles by means of a forced
savings scheme. Other aspects of the macroeconomic policy, rising real
interest rates and an overvaluation of the exchange rate increased the
financial burden on the public enterprises. In addition, public enter-
prises were virtually cut off from domestic and foreign financing.

1.52 The logical outcome of this sjituation is a reduction in investment
and a build up of arrears with other sectors of the economy. The crisis in
the electricity sector in the last quarter of 1988 shows the contradiction
between the need to improve the quality of the capital stock and the cuts
in the jnvestment program as a result of the precarious financial situation
of the Central Government. Arrears with the rest of the domestic economy
more than doubled in the last quarter of 1988. Annex Table 1.11 shows the
steady deterioration of the accounts of the PEs since the second quarter of
1988: a fall in savings, capital revenue and fixed real investment.

G. Policy Recommendations

1.53 The Government has rightfully perceived the need to grant more
financial autonomy to the public enterprises and to improve their effi-
clency. 1Its decision to severe the link with the Treasury for the finan-
cing of operational deficits and the establishment of the DEP in its cur-
rent format seem to have been taken primarily to reduce the impact of the
PEs’ financing needs on the Treasury's deficit and are not accompanied by
structural changes that address the underlying inefficiencies. The Govern-
ment still uses the price of public production for short-run macro-stabili-
zgtion attempts disregarding its distorting effects on the allocation of
resources.



- 27 -

Annex Table 1.11: ARGENTINA - DEP PUBLIC ENTERPRISES
BUDGET EXECUTION 1988
(Millions of 1988 Australes)

Quarter Annual
1 11 111 v
Current Account
Revenue 22,457.1 27,483.5 24,296.9 22,748.3 96,985.9
Expenditure 21,058.4 24,806.4 21,723.0 21,920.2 89,508.0
Savings : 1,398.7 2,677.1 2,573.9 828.1 7,477.8
Capital Account
Revenue 473.3 340.8 278.9 182.9 1,375.9
Expenditure 5,991.0 7014.8 5,802.8 6,716.9 25,525.5
Real Fixed Invest. 5,918.5 6,970.0 5,769.9 5,453.2 24,111.6
Deficitd/ 4,019.0 3,996.9 2,950.0 5,705.9 16,671.8

Source: MEP
8/ After contributions from the rest of public sector.

03-Mar-89
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1.54 In the short term, the Government needs to correct the level of
real prices of output, address the arrears problem and take measures to
enhance control and prepare institutional reform. In the medium term the
Government should enact a structural and institutional reform that will
allow the public enterprises to operate autonomously in a competitive
environment.

1.55 Prices. The Government needs to correct the level of real prices
of output. In the near term, these should be raised in real terms at least
up to the average level of the second guarter of 1988. By 1990, tariffs in
the sector should be sufficiently high relative to costs so as to generate
a surplus on their noninterest current account equal to ahout 3 percent of
GDP, thereby covering roughly half of their investment after interest
expenses. Improvements over 1988 levels could be made up of a combination
of either expenditure reductions or real tariff increases.

1.56 As it adjusts prices, the Government should formulate the new
pricing policy to reflect an efficient resource ailocation, at least in
terms of producer prices.

1.57 Royalties. The issue of royalty payments to the provinces on
petroleum and gas entails a heavy implicit tax on the sector to support
provincial finances. The current reference price on which these royalties
are paid dates from the early 1980s and is too high; it should be reduced
to international levels as soon as possible.

1.58 Budgetary Control. The Government needs to enhance budgetary
control over the public enterprises. The respective roles of the DEP (or
its successor, if any), the Ministry of Economy, the SIGEP and the various
Secretariats in the Ministry of Public Works should be clearly delineated.
If the DEP is to perform its budget control task effectively, it should be
equipped with the necessary means to verify the information received from
the individual enterprises. The DEP budget, the Ministry of Economy’s cash
and commitment budgets and the financial statements should all be drawn up
within the framework of a uniform information system.

1.59 A uniform information system that would integrate the budget con-
trol mecharism with the financial accounts of the companies needs to be
designed and implemented. It will facilitate the control of the execution
of the budget, increase the speed of reporting and make the various inform-
ation sets consistent. At the same time, it could make the aggregate oper-
ational and investment budgeting compatible with the planning at the level
of the individual enterprise.

1.60 Enterprise Restructuring. Without enacting internal reforms
within each enterprise to induce managerial responsibility, accountability,
and autonomy, changes in the regulatory and competitive environment will
not have their full desired effects. The Government should therefore con-
tinue and accelerate restructuring programs currently under discussion to
strengthen management, improve personnel policies, and enhance financial
controls. Management could be strengthened by restricting political
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appointments to boards or a few senior level posts as well as improved
salaries, attention to qualifications, and sound training. These efforts
could permit considerable reductior in expenditures and improvements in
long-term efficiency.

1.61 Institutional Framework. The market structure and regulatory
framework of each sector requires definition so that enterprises are sub-
jected either to the discipline of the market or well-defined regulations
regarding pricing. Fcr those enterprises designated to function as regu-
lated monopolies, the regulatory framework should be clearly established in
the law so as to permit maximum managerial autonomy within a carefully
elaborated legal framcwork, thus minimizing the imposition of political and
noncommercial objectives.

1.62 Procurement . The Compre Argentino law gshould be modified to allow
foreign competition in the bidding for contracts of the public enterprises.
This would effectively abolish the implicit subsidy system to the privat~=
sector and reduce the operating costs of the public eaterprises.

1.63 Cross-Subsidies. The Government needs to redefine the mechanisms
and degree of cross-subsidization among the public enterprises and needs to
establish a transparent scheme for rescurce transfers. If the Government
wants selected loss-making enterprises to maintain uneconomic activities
and to keep a given number of workers on its payroll, it should set up a
mechanism for this that would subject these expenditures to the budgetary
review process. Highest priority should be given to reducing the demand
for expenditures in Ferrocarriles, which absorbs most of the cross-sub-
sidies and accumulates losses of nearly one percent of GDP annually.

1.64 Divestiture. The Government should announce its program of
privatization. This should accelerate planned privatizations and review
for possible inclusion remaining enterprises and activities that could be
privatized. In the process, it should establish clearly defined legal
procedures to ensure an unbiased selection of private investors and com-
petitive bidding.
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ANNEX CHAPTER II: PROVINCIAL GOVERNMENT FINANCE

A. Overview

2.01 The efforts to control Argentina’s excessive fiscal deficit will
not succced unless they include the provincial governments. Provincial
expenditures rose rapidly over the 1970-86 period, reaching 11.2 percent of
GDP in 1986; meanwhile provincial tax revenues were only 5.0 percent of GDP
in 1986, and had actually fallen from 5.6 percent of GDP in 1980 (Annex
Figure 2.1). The fiscal deficit of the provinces in 1986 before transfers
from the Central Government was 6.3 percent of GDP (about US$4 billion).
After transfers, the provinces showed a slight surplus, but at the expense
of helping transform the National Administration’s before transfer surplus
of 5.4 percent of GDP into a deficit of 4.6 percent of GDP after transfers
(Annex Figure 2.2).

2,02 The provincial governments have resisted reforms and stopped send-
ing data on their finances to the Ministry of Economy. Thus, national
macroeconomic planning has been "flying blind" with respect to this
important part of the public sector since 1986. Data from case studies of
six provinces show that their combined fiscal deficit more than doubled in
1987 to US$1.1 billion (or 1.8 percent of GDP) after transfers, as own-
source revenues declined and expenditures, especially for salaries, con-
tinued to rise.l/ For all 22 provinces and the Municipality of Buenos
Aires, the total fiscal deficit after transfers was over US$2.8 billion or
about 4 percent of GDP.2/ The decline in own source revenues stems partly
from the rise of inflation, but also from the increasing inefficiency of
the provinces in collecting taxes, as well as the reticence of taxpayers to
pay taxes and fees for services of ever deteriorating quality. This
reduced fiscal effort by the provinces has made them more dependent on
transfers from the Central Government to cover their ever rising current
expenditures.

2.03 Prior to 1988, incentives facing provincial officials favored
deficit spending since transfers took the form of discretionary grants of
the central administration. The heavy reliance on these grants bad
generated a perverse competition among the provinces to run up large
deficits to get a larger share of total grants. The implementation of the

1/ These data were collected as part of the World Bank’s forthcoming study
on provincial government finance. Field studies in six sample
provinces (Buenos Aires, Chubut, Cordoba, Salta, Santa Fe and Santiago
del Estero) were done in late 1988 in order to obtain finance data for
1987. These six provinces accounted for 69 percent of the 1985
national populations, 63 percent of households with unsatisfied basic
needs in 1980, half of the floating debt in 1986, and 71 percent of
total gross provincial product in 1980,

2/ Estimated using the results of the six case studies and the proportions
of total revenues and expenditures in these six provinces during the
1981-86 period.
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new revenue sharing law (Ley de Co-Participaci6n) in 1988 restricts dis-
cretionary grants from the Central Government to the provinces. Under the
new revenue sharing law, grants are limited to only 1 percent of total
transfers and sharing is done according to criteria fixed in the law. It
is not clear, however, how long the Central Government can hold the pro-
vinces to the distribution criteria of this law, unless efforts are under-
taken to reduce the explosive rise of provincial fiscal deficits. 1In 1988,
the Central Government was compelled to ask Congress to provide some extra
resources for the provinces in March and then again in December.

2.04 The fact that provinces borrow on a very short-term basis (mostly
through suppliers and overdrafts on the provincial banks) accentuates their
need to go to the Central Government for transfers. Short-term debt in
1987 more than doubled for the six sample provinces to US$B842 million,
accounting for about three quarters of all borrowing. A rough estimate of
this short-term borrowing for all 22 provinces and the Municipality of
Buenos Aires is about US$2 billion in 1987, more than twice that of the
previous year.

2.05 Provinces are using short-term basis through suppliers and over-
drafts to finance their substantial capital investments. The provincial
governments invested almost US$1.6 billion in 1986 (2.6 percent of GDP),
slightly more than the public enterprises in 1986 and about 60 percent more
than the National Administration.

B. Intergovernmental Fiscal Relations

2.06 The new revenue sharing law that was passed in 1987 and became
effective in January 1988 evolved from the previous revenue sharing law of
1973 (20.221). Not only did it increase the amounts shared with provinces,
it also fixed the criteria for distribution among the provinces by law.
Responsibility for the provision of many services was also transferred to
the provinces in the late 1970s and early 1980s, such as primary education,
medium-size hospitals, water, irrigation and electricity. The formal
revenue sharing system was interrupted from the end of 1984 when revenue
sharing law expired, until January 1988, when the current law was imple-
mented. From 1985-87, a series of ad hoc agreements substituted the
revenue sharing law.

2.07 However, even in the period before the previous law expired, a
chief means of transfers to the provinces was Discretionary Grants (Aportes
del Tesoro Nacional). For example, in 1984 (the year that the previous
revenue sharing law expired) an amount equal to 4.30 percent of GDP was
transferred to the provinces via both revenue sharing (1.8 percent of GDP)
and discretionary grants (2.5 percent of GDP).

The Prevailing Revenue Sharing Law

2.08 The prevailing revenue sharing law represents an important step
towards more responsible fiscal federalism in Argentina: Not only doees it
limit discretionary grants to only one percent of total shared taxes, but
it also fixes the percentages of total revenues from shared taxes going to
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the provinces as a whole (i.e., primary distribution), and to each individ-
ual province (i.e., secondary distribution). 1In primary distribution, the
percentage of shared or ("co-participated”) taxes going to the provinces
rose from 48.5 percent to 57.66 percent under the new law. Furthermore,
taxes to be shared are deposited directly into the accounts of the pro-
vinces in the Banco de la Nacion Argentina in accord with the percentages
used in secondary distribution within 72 hours of their collection.

2.09 Equally important, any additional transfers to the provinces must
now be approved by Congress. This makes the revenue sharing system trans-
parent, and raises the political cost to provinces of requesting financial
assistance of the Central Government. The law is valid for two years, but
will be extended automatically until a new one is adopted. As passage of
revenue sharing laws has been difficult in Argentina, the current law could
well stay in effect for some time to come.

2.10 The total amount transferred under the new law was projected to
increase by about US$345 million over the 1984-86 average to US$$2.5 billion
in 1988. Total revenues of shared taxes dropped by about 11.5 percent in
real terms for the first nine months of 1988 as compared to the same period
of the previous year, thereby precipitating in part the crisis that will be
discussed below.

2.11 The criteria used in dividing the total revenues of shared taxes
among the provinces are very heavily weighted against Cordoba, Santa Fe and
especially Buenos Aires whether the measure is population, output, or popu-
lation with unsatisfied basic needs. Annex Table 2.1 shows that Buenos
Aires received only 44 percent of its share relative to population and

51 percent relative to ite share of the nation’s poor.

The Recent Political Confrontation over Revenue Sharing

2.12 In December 1988, the provinces requested A$4 billion (US$260
miilion) to help them meet their payrolls and the second half of the
annual bonus (aguinaldo) for public employees as well as other expendi-
tures. Several governors organized demonstrations in Buenos Aires to
underscore their claims. At stake in this confrontation was the integrity
of the existing revenue sharing law. Finally compromising to additional
transfers, the Central Government adeptly negotiated as a quid pro quo a
major tax reform and measures to reduce and make more transparent the huge
fiscal loss caused by the Industrial Promotion Program.

2.13 The final agreement involves two bonds: The Bono para El
Saneamiento Financiero Provincial (hereafter, Bono Provincial), and Bono
Federal:

(a) Bono Provincial. The Bono Provincial of A$3 billion (about
US$200 million) was a non-negotiable bond of the Central
Government transferred to the provinces using the same per-
centages established for secondary distribution in the
revenue sharing law. The provinces will pay the loan back to
the Central Government in two years with one year of grace at
an interest of 2 percent per year plus a monetary correction.
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Annex Table 2.1

Secondary Distributien in Revenue Sharing and Dletribution of Populstion, Greoss
Provinclal Product and Houssholds with Unaatistied Basic Needs by Prevince

% for Groze Househelde with
Provinces Secondary Populctien Perovinelal Unsatleflied
Distribue Prodush Rasic Nesds
tion
(o) A/8 AP AJE
1988 1988 1080 1600
w O ®m® © ® ® ® ©
TOTAL 100.00 108.0 1.00 100.0 1.00 100.0 ».00
Buencs Alrss 19.98 48.4 0.44 44.0 0.48 20.4 0.51
Catamarca 2.68 0.2 .54 0.8 4.99 1.3 2.88
Chaco s.18 2.9 1.7 1.7 2.00 4.7 1.11
Chubut 1.38 1.2 1.19 2.4 0.8 1.3 1.07
Cordaba 9.22 9.8 0.94 10.8 0.8 8.2 1.18
Carrientas s.88 2.7 1.48 2.0 1.8 3.9 0.98
Ehtre Rics .07 3.8 1.40 3.8 1.48 4.2 1.19
Foracss 3.76 1.2 3.08 0.8 3.99 2.0 1.90
Jujuy 2.98 1.8 1.68 1.8 1.68 2.7 1.10
e Panpe 1.98 0.9 2.27 1.2 1.69 0.7 2.04
Ls Riojs 2.18 0.7 8.17 0.4 8.0 0.0 2.08
Mendoze 4,33 8.0 0.87 6.0 0.78 .9 3.12
Uislonee 3.4 2.8 1.38 1.7 2.08 3.8 0.8
Neuquen 1.84 1.1 1.3 1.8 0.08 1.2 1.2¢
Rio MNagro 2.68 1.7 1.8 1.7 1.5 2.3 1.28
Ssita 3.9¢ 2.0 1.4 2.1 1.90 4.0 0.99
San Juen 3.8 1.9 1.62 1.4 2.88 1.0 1.97
Sen Lulz 2.87 0.9 s.72 0.9 2.68 1.0 2.48
Sants Crus 1.38 0.8 2.78 1.1 1.27 c.4 3.38
Sants Fe 9.20 10.0 .93 13.3 0.70 9.2 1.0
S“o del Eatere 4.2 2.8 1.78 1.4 3.18 3.9 1.10
Tucuman 4.94 4.1 1.20 8.0 1.28 8.0 0.99

SOURCES: Lol ds Ceperdiclipecion, Capitulo 1, Ars. 4, Diclenbre 22, 1907,
INDEC, »ACENTINA BN CIFRAS: TERRITORIO, Poblsclion Ectimads ol 30/8/88.
Conseje Paderal de Inversienss, Estimstes of Gross Previnglisl Preduct, xerexn.

INDEC, LA POBREZA EN LA ARGENTINA, Suenes Alres, 1968.

NOTES: (s) Percentages used ia secendaty distributien.
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Payments will be automatically deducted from the shared
revenues of the provinces. The provinces transferred the
bonds at face value to the provincial banks in payment of
their debts.

{(b) The Bono Federal. This bond of A$2 billion (US$130 million)
was to have been issued by the government, which was to
receive 42.34 percent and the provinces 57.66 percent. The
provincial share was then to be divided in accord with the
percentages established in the revenuc sharing law. However,
due tc¢ the economic crisis, the bond was never issued by the
Central Goverament,

The total face value of the two bonds (A$5 billion or US$33C million or
about 0.5 percent of GDP) would represent only about 4 percent of total
provincial expenditures, 11 percent of projected revenue sharing and 7 per-
cent of all transfers.

2.14 The Central Government managed to maintain the integrity of the
revenue sharing law through these measures. However, its inability to
issue the Bono Federal is proof of its limited ability to transfer
resources to the provinces, and, therefore, of the urgent need for reforms
to make them more fiscally autonomous.

C. Provincial Revenues

2.15 Total provincial revenues from all sources tended to rise steadily
during the 1970-86 period. The top line of Annex Figure 2.3 is total
revenue from all sources, and the second, provincial own-source revenues.
The gap between the two is the amount covered by transfers of all types
from the Central Government, which increased greatly after 1980. Case
study data shows that this positive trend in revenues reversed in 1987,
when own-source revenues declined by 14.7 percent (discussed below). As
this drop was partially compensated by a 2.7 percent rise in transfers from
the Central Government, total revenues from all sources for the six pre-
vinces in 1987 suffered a real decline of 8.5 percent.

2.16 Tax Revenues. Total provincial tax revenue skyrocketed from only
1.0 percent of GDP in 1975, peaking at 4.4 percent of GDP in 1980, then
dropping to 2.7 percent of GDP in 1983, before beginning a steady recovery
to 3.8 percent in 1986 (Aunex Figure 2.4). Total real tax revenues
dropped by over 11 percent from the previous year, with all taxes showing
losses in real terms.

2.17 The primary "motor" in this improvement was the turnover or gross
sales tax, shooting from only 0.1 percent of GDP in 1975 to 2.1 percent of
GDP in 1980, before dropping back down to 1.5 percent in 1983. However,
the real estate tax and the automobile tax also showed positive trends
until 1986, with only the transfer tax (i.e. stamp tax) losing ground in
recent years (Annex Figure 2.5). This temporal instability in fiscal per-
formance can be explained by the Olirera-Tanzi effect in times of -ising
inflation, but also by shifts in the efficiency of collection and billing
procedures. There is a wide margin for improvement.
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2.18 Nontax Revenues. The performance on nontax revenues from fees,
tariffs, etc. has been quite weak, with their total mure or less stable at
around 1 percent of GDP in the 1980s. This low importance is partially due
to the exclusion of the public utility ccmpanies from these Ministry of
Economy data, as these are precisely the entities that charge user fees.
For Buenos Aires, adding the utility companies boosts nontax revenues from
10.4 percent of total own-source provincial current revenues in 1987 to
22.7 percent. These nontax revenues including public utilities dropped by
almost 38 percent in 1987 for the six provinces, adding to the longer-term
negative slide. Clearly, there is a need for improvement to recuperate
tariffs and user fees for public services. User fees are widely perceived
as unfair because they are not closely related to services and many do not
pay at all.

D. Provincial Expenditures

Total Expenditures

2.19 Expenditures for all provinces and the Federal Capital rose
rapidly over the period from 7.5 percent of GDP in 1970 to 11.2 percent of
GDP (or about US$8 billion) in 1986 (Annex Figure 2.6). The case study
data shows that these expenditures rose in 1987 by 7.4 percent, even though
total revenues declined. Current expenditures have risen much more rapidly
in recent years, while capital expenditures have remained stable at about

3 percent of GDP.

Current Expenditures

2.20 The driving force in the increase of current expenditures was
clearly personnel, but transfers to municipalities and other entities were
also important.

2.21 Personnel. Payments for personnel varied widely over the period,
ranging from 3.13 percent of GDP in 1977 to a high of 5.8 percent of GDP in
1984 (see Annex Figure 2.7). Provincial public employment in only the
consolidated central administration increased by over 230,000 (34 percent)
in all 22 provinces during the 1983/86 period to 913,000 in 1986 (Annex
Figure 2.8). This trend continued in 1987 for most of the six provinces
studied. For this reason, total real provincial expenditures on personnel
for the General Administration alone rose by slightly over 33 percent dur-
ing the 1983-86 period to over US$3.9 billion, excluding the semi-autono-
mous entities.

2.22 The provinces argue that this great increase in employment was
necessary to meet social needs in health and education, which had been
ignored during the military regime. Employment in health and education did
in fact increase, but that employment in other areas of public admin-
istration grew at almost exactly the same rates. The total public employ-
ment in these six provinces increased by 123,000 over the 1983/87 period.
The area of health and education increased at rates equal to those of the
"other" category, including general administration.
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2.23 This growth of employment varied greatly among the six provinces.
In Salta, total provincial public employment catapulted frcm 26,000 in 1983
to 55,000 in 1987, an increase of 29,000 or 111.5 percent in only four
years. Of this, about 12,000 or 40 percent was in health and education
with the other 17,000 in the general administration. The Province of Salta
declared itself an "employer of last resort," and is now considering a
number of policies to reduce the payroll, including assistance in opening
small businesses, and "privatizing" services such as transport, copying,
etc. In 1987, 90 percent of total expenditures in Salta went for the pay-
roll, which exceeded total current revenues by over 30 percent.

2.24 Rapid increases in employment could mean that the efficiency in
the provincial public sector has declined, if it has produced inefficient
mixes of inputs in the production of public goods (e.g., the teacher with-
out chalk and the doctor without any medical supplies).3/ The gross indi-
cators available show the need for much more detailed and careful analysis
of the efficiency of the social sectors in the provinces to determine how
they might be more efficient producers of these important services.

2.25 Goods and Services. The expenditures on goods and services
amounted to about 1 percent of GDP (about US$700 million) over most of the
1980s. Most provincial administrators interviewed agreed that improved
purchasing procedures could cut at least 10 percent from expenditures with
no loss in quality or efficiency. Implementing such procedures, however,
is no mean task. Provincial governments not only adhere to the Buy
Argentina program, but also often have their Buy Provincial programs.

2.26 Interest Payments. Interest payments account for less than 1 per-
cent of total expenditures in &all of the provinces, except Santa Fe where
they reached almost 2 percent. The reason for this is that provinces "bor-
row" mainly through suppliers. The interest payments are, therefore,
implicit and are included in the price of the goods and services received.
Just how much the suppliers charge for implicit interest cdepends on their
perception of risk for late and nonpayment.

2.27 Transfers to Municipalities and Other Entities. Provincial gov-
ernments transfer resources to municipal governments via revenue sharing
and discretionary grants, as well as to provincial enterprises and to
social security entities. Of these, transfers to municipalities are
normally by far the most important item.

2.28 Current transfers to municipalities, provincial enterprises and
special organisms such as social security increased from less than 1 per-
cent of GDP in the early 1970s to a peak of 2.6 percent of GDP in 1981, but
tended to declirz over the 1983-86 period, reaching 1.9 percent of GDP in
1986. In 1987, these transfers accounted for 22 percent of total expendi-
tures in Santa Fe and about 16 percent in Buenos Aires.

3/ David L. Lindauer, Government Pay and Employment Policies and
Government Performance in Developing Countries, Background Paper for
the World Development Report of 1988, Washington, the World Bank, pp.
7-12.
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E. Deficit/Surplus and Sources of Credit

2.29 The contribution of the provinces to the consolidated public
sector deficit is high and probably rising. The fiscal deficit of the six
provinces studied {excluding the non-consolidated entities and enterprises)
jumped from US$554 million in 1986 to US¢1.1 billion in 1987 (106 percent)
due to both the decline of total revenues and grants of 8.5 percent and an
increase in total expenditures of 7.4 percent. Including the non-con-
solidated entities would increase the total need for borrowing to US$1.5
billion (by about 35 percent) in 1987 for the six provinces studied.

The Importance of Short-Term Credit

2.30 Almost all of the debt of these six provinces is financed through
the variation of short-term assets and liabilities, which explains why the
floating debt is so large and apparently growing. For example, of the
total need for borrowing in 1987 of US$1.1 billion, US$842 million was
financed through variations in short-term assets and liabilities.

2.31 This short-term credit can take a number of forms, including:

(i) unpaid payment orders that are not cverdue (voluntary credit); (ii) un-
paid payment orders that are in arrears (involuntary credit); (iii) unified
checking accounts; and (iv) bank overdrafts, usually on the provincial
bank. The unified checking accounts (Fondo Unificado de Cuentas Oficiales)
involve combining the balance of all the provincial checking accounts. The
province can then use up to a stipulated limit of the balance of this
unified account. Finding out the distribution of the floating debt among
these different forms is not easy, as shifts often occur daily. However,
in Salta the breakdown was estimated as follows: unpaid bills (both within
the established payback period and in arrears), 83 percent; overdrafts on
the provincial bank, 14 percent; and other sources, 3 percent.

2.32 The provinces are now "financing" their capital investments with
short-term credit. The estimates of the floating debt for each expenditure
item for Cordoba showed it to be highly concentrated in the capital expend-
itures.

2.33 One form of "borrowing" currently being used by some provinces
(Salta, Jujuy, Catamarca, Tucuman and La Rioja) is very close to the emis-
sion of money, in that it consists of issuing "bonds" that have all of the
practical characteristics of money.

F. Recommendations

The Need for Provincial Financial Reform

2.34 Although the Central Government managed to maintain the integrity
of the new revenue sharing system in the recent controversy over the float-
ing of bonds to assist the provinces, it is unclear how long it will be
able to do 30 unless urgent reforms are undertaken to reduce the provincial
public sector deficits, as well as to provide the provinces with longer-
term financing for their capital investments. The goal should be not just
to reduce the deficits, but to transform the provinces into agents of
development which generate surpluses that they can invest wisely to
increase total provincial product, thereby augmenting their future tax
revenues.
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2.35 The recommendations for developing such a strategy will involve:
increasing own-source revenues, reducing expenditures and raising their
efficiency, borrowing to finance capital investment, and improvements in
the information system to allow adequate macroeconomic planning at the
national and provincial levels.

2.36 Ways of implementing such a strategy in provinces that are
extremely heterogeneous by almost any indicator must be developed. One wsy
to deal with this diversity would be to provide technical assistance for
the provinces to do their own financial and economic planning.

Increase Own-Source Revenues

2.37 Improve the Efficiency of Tax Collection. Improving the effi-
ciency of tax billing and collection procedures should receive top prior-
ity, as this would produce high fiscal returns in a short period of time.
All six provinces studied could substantially increase their own-source tax
revenues without raising nominal tax rates. This could be achieved through
improving cadastres, information systems and general tax administration.

In many cases, own-source tax cevenues could be increased by over 25 per-
cent with just these basic management refurms. More efficient tax collec-
tion would also be more equitable, as it would reduce the very high 2xist-
ing levels of tax evasion and free-riding. Tax legislation, especially
that regarding exemptions, should be reviewed. Tax administration should
not be understaffed, as is currently the case in some provinces. Qualified
staff should be recruited as soon as possible either within the Government
or by new hiring. Where feasible and cost effective, billing and collec-
tion should be privatized (e.g., the collection of delinquent property
taxes in the province of Santa Fe). These measures to improve fiscal per-
formance should be linked to those which improve the quality of services
(see the section on improved efficiency below). This should, in turn, help
increase the willingness to pay taxes and fees.

2.38 Increase Nontax Revenues. To the extent possible, the cost of
providing local services should be recovered from charges on the benefi-
ciaries. Such charges should be related to individual consumption or,
where this is not possible, to a measure of individual benefit received.
This is clearly not the case in most of Argentina'’s provinces, where the
"decentralized agencies" such as the public utility companies (e.g., Water
and Sewerage, Electricity, etc.) often represent a importarnt drain on
public finance. Water is rarely metered, and delinquency in payment is
high due to inefficient collection procedures, and also to the perception
that the amounts charged are unfair, given that they are based on con-
structed area, rather than actual consumption.

Reduce Expenditures and lncrease Their Efficiency

2.39 Personnel Policy. Clearly, personnel policy is of highest prior-
ity in the provincial government in any effort to increase efficiency and
lower expenditures. Provinces must make efforts to shed excess labor hired
over the last half-decade; this could be done with systematic programs of
transitional income maintenance and vouchers for vocational or other truin-
ing. If the number of unproductive workers were reduced, remaining civil
servants might be granted needed pay increases to regain some of the lost
competitiveness with the private sector, while still reducing the overall
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wage bill. Each provincial government should receive technical assistance
to do detailed studies on how to improve its efficiency in these and cther
ways.4/

2.40 Procurement Procedures. The case studied revealed that improved
procurement procedures could reduce expenditures for goods and services by
at least 10 percent, and would also be helpful to the modernization of
industry. Buy-Provincial legislation should be eliminated, and the Buy-
Argentina law modified in the same way as suggested for public enterprises
in Chapter IV and Annex Chapter 1I.

2.41 General Organization and Management. Elementary improvements in
organization and management could save a lot of time and money for both the
government and those needing services. None of the six governments studied
were investing more than token effort in these kinds of improvements. The
use of computers could dramatically increase productivity in many areas.

Analyze the Impact of Access to Longer-Term Financing on Total Expenditures

2.42 Longer-term borrowing would certainly reduce the need for pressur-
ing the Central Government to cover the borrowing needs for capital invest-
ments, but would have to be tied to the general structural adjustment
already discussed. Provinces could be provided with technical assistance
to not only do a financial action plan which would show how they could
raise their revenues or lower their expenditures to create a surplus suffi-
cient to amortize longer-term loans. They should also receive assistance
for doing a medium-term investment plan which would identify areas of high-
est return for public sector investment in the province.

Improve the Information Systems on Provincial Public Finance

2.43 T+ is impossible to do macroeconomic planning without information
on the provinces, when they are spending well over 12 percent of GDP and
running up deficits of over US$1 billion per year. A first step in improv-
ing provincial financial management, and also the consolidated public
sector accounts for general macroeconomic planning should be to establish
an efficient information system for the collection and analysis of the
provincial budget data.

2.44 Provincial Governments. The entire provincial public sector
should be seen as a whole, including both the nonfinancial (that we have
discussed here) and the financial subsectors (i.e. the provincial banks).
The nonfinancial subsector must cover both the central administration and
the decentralized entities and enterprises.

2.45 National Level. The provinces and the Central Government should
be strongly urged to reach an agreement on how to set up an efficient
information system for providing the consolidated public accounts as soon
as possible after each exercise, as well as preliminary results during the
exercise. This should be part of any new revenue sharing agreement.

4/ The Bank has been involved in numerous efforts to improve public sector
employment policies. For a review, see: Barbara Nunberg, Public
Sector Pay and Employment Reform, Policy Planning and Research Working
Papers, WPS 113, World Bank, Washington, D.C., October 1988.
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ANNEX CHAPTER III: SOCIAL SECURITY

A. Introduction

3.01 The solvency of pension and health care funds has been eroding in
the 1980s, and prospects for sustaining benefits without recourse to gen-
eral Treasury revenues are poor. The average pension has already fallen
far below levels specified in the law, and the prospect is uncertain that
even these levels can be sustained without recourse to general Treasury
resources. Social security deficits in the medium-term could undermine
efforts to put public finances into balance.

3.02 The social security system in Argentina is in reality a heteroge-
neous group of loosely coordinated accounts, some in reasonable balance
(for example, the insurance fund for federal employees, where pensions are
virtually a form of deferred compensation), others with histories of finan-
cial distress (the fund for autonomous workers, many provincial employee
funds). Retirement programs (including survivors®' and disability benefits
are separate from the health programs, which are financed through social
funds (obras sociales) which are discussed separately in this chapter.
There are about 300 industry-associated funds that finance health-care
services delivered in large part by private hospitals and physicians.

3.03 The many funds and social furds differ in clientele, financial
soundness, the benefits they offer, and in the efficiency of their opera-
tions. However, they do share a lack of regulition and monitoring. The

pension funds are overseen by the Secretariat for Social Security; the
social funds by the Secretariat of Health. The major provincial retirement
funds are linked to the Federal Government only by the latter’s fiscal
obligation to cover deficits they may incur.

B. Pension Program

Affiliates and Beneficiaries

3.04 About six million Argentine workers are affiliated to one or more
of the pension and disability funds. Over three million inactive persons,
including retirees, the disabled, and survivors of deceased contributors,
receive payments from these funds (Annex Table 3.1).1/ The industry and
trade fund has three million contributing affiliates; the fund for
government employees 0.8 million, and the fund for the self-employed has
1.5 millicn. There are about 1.4 million persons receiving benefits.
Uncounted additional thousands of affiliates are associated with provincial
pension funds.

1/ None of the systems has personal accouats, nor does any ii.dividual have
an account number that would reveal whether he or she pays into, or
receives benefits from, more than one of the many funds. An employee
might avuoid payment into a fund by claiming that, through another job,
he is paying into a different fund. Beneficiaries can simultaneously
receive checks from, for example, a military pension, a civil service
pension, and a self-employed worker pension, depending on past career
service. There are currently no means available to the Social Security
Secretariat to measure the frequency of such occurrences.
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Annex Table 3.1: ARGENTINA - NUMBER OF AFFILIATES AND RETIREES,
1983 MAJOR RETIREMENT FUNDS
(Millions of Persons)

Number of Number of
Fund Affiliates Retirees
Industry and Trade 3.0 0.67
Public Employees 0.8 0.19
Self-Employed 1.5 0.54
Total 5.3 1.40

Source: Golbert and Lo Vuolo. ‘"Aportes para un debate sobre prevision
social” Mimeo. Buencs Aires: UNDP and Ministerio de Salud y
Accién Social, 1988: p.19.

Benefits

3.05 Argentine social security funds dispensed over 5 percent of GDP in
1989 through pension and disability benefit programs. Retirement ages in
Argentina are generous by world standards, and even more so in light of the
country’s relatively long life expectancy: women can retire at age 55 and
men at 60. Argentine legislation provides for pension benefits equal to

70 percent to 82 percent replacement of an employee’s last working salary.
Nonetheless, for most of the 1980s, actual benefits paid have been well
below legally prescribed levels (Annex Table 3.2).2/ These data do show an
unmistakable deterioration in the real value of pensions that government
must be under considerable pressure to correct.

Annex Table 3.2: ARGENTINA - RATIO OF PENSIONS TO WAGES, 1980-87

Year Average Pension/
Average Wage
1980 .65
1931 .64
1982 .62
1983 .58
1984 .46
1985 .50
1986 Est. .20
1987 Est. .38

Source: Golbert and Lo Vuolo, op cit, p.25.

2/ Data for the two most recent years must be regarded as provisional
because underlying statistical data have not been published in recent
years.
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Contributions

3.06 Wage taxes are extraordinarily high and amount to about 32 percent
of the wage bill in the formal sector of the economy; 23.5 percent is
assigned to pension benefits, 7.5 percent or more assigned to health care
financed through the social funds. However, there is a high rate of avoid-
ance by rejection of formal-sector employment to work in the informal
sector: Evasion is estimated to be one-third of the obligated enterprises
and employees in 1986, the latest year for which government estimates are
available. Some 2.6 million workers and their employers manage to avoid
contributing.3/

Deficit Finance for Pension Benefits

3.07 Wage-bound revenues are not adequate to finance the legally-
mandated benefits of retirees, their dependents, and disabled benefi-
ciaries. Spending as a share of GDP rose through the 1970s from under
eight percent to cver ten percent. The crisis then brought on a precipi-
tous decline to less than 5 percent of GDP for these services by 1984, this
despite the fact that in the years 1981-84, Treasury payments to the re-
tirements funds accounted for over 40 percent of the funds' total revenues
(Annex Table 3.3).

Annex Table 3.3: ARGENTINA - SOURCES OF PENSION FUNDS® INCOME, 1979-87
(Percentage Distribution)

Affiliate Special
Year and Employer  Treasury Laws Other
1979 95.7 0.0 3.6
1980 86.4 8.0 4.2
1981 40.4 45.8 13.5
1982 40.9 47.9 12.0
1983 37.4 42.7 10.5
1984 45.2 43.0 4.1
1985 66.8 25.4 9.0 3.8
1986 63.3 23.3 6.4 8.0
1987 Est. 73.9 13.3 8.0 4.8
Source: Golbert and Lo Vuolo, op cit, p.24.
3.08 In the 1980s, the gap between system revenues from currently

employed workers, and system expenses for retired and disabled beneficia-
ries, grew to several peircentage points of GDP. That gap was filled by
resort to general-purpose revenues from the Treasury and a serious erosion-
-about 55 percent--in the real vaiue of payments to beneficiaries. The
Treasury sought to extricate itself from the high level of obligations,
during what was perceived to be a temporary situation, through special

3/ Golbert and Lo Vuolo, op cit, p.1e.
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budgetary legislation that paved the way for nonwage taxes on fuel to be
used to pay for pension obligations. The funds have become more obviously
dependent on general revenues since 1986, when 1.4 percent of GDP was
transferred to the Social Security Secretariat to pay for pension benefits.
Special taxes on fuels are now earmarked to pay for pension benefits.
Increasing the wage tax to close the deficit is not feasible because higher
quotas will probably lead to greater tax evidence and evasion.

3.09 The new tax on fuels and certain public services will imply addi-
tional resources equivalent to two percent of GDP for the pension system,
and the new health insurance law, ready for passage by Congress and execu-
tive approval, raises employer contributions from 4.5 percent to S percent
of the aggregate salary bill. These taxes will not be enough to assure
that no further general revenues will be necessary in the next five years.
This is because pension payments are still below those provided by existing
legislation (Law 18.037), so there will be growing pressure to restore
benefits to levels required by law. Technical staff of the Social Security
Secretariat estimate that an increment of 17.2 percent in social security
funds® revenues, beyond those already at hand, would be needed to pay for
the legally-mandated benefits package.

Long-Term Financial Viability

3.10 The changes enacted to-date have not established an equilibrium
between pension obligations and the income from wage taxes. The aging of
the Argentine population, with its implications for an increasing depen-
dency burden on the labor force indicates that wage taxes will be too
narrow a base for expanding pension obligations. The dependency ratio, in
this case the over-60 population divided by the population aged 20-59
multiplied by 100, is expected to rise from 24.1 percent in 1980 to

28.6 percent in 2020. Imbalance between wage-based revenues and pension
payments are certain to plague the systems because the burden per worker
must grow.

3.11 The problems of financing benefits for the elderly will be consi-
derable in the next century, but it will already be a serious burden in the
1990s. Nearly 19 percent of all Argentines will te eligible for pension
and related benefits in 1990. There will be about 2.4 workers obligated to
pay wage taxes to finance the benefits of each retiree. But because of the
potential for evasion, even fewer workers can he expected to contribute to
pay for benefits. Further recourse to general revenues or special, addi-
tional taxes are inevitable if the Government desires to maintain benefit
payments.

Inequality of Fund Resource Distribution

3.12 Political demands to extend coverage of social security benefits
to poor and vulnerable groups, who now face health care costs and old age
with no effective safety net, are likely to intensify. About 40 percent of
the potentially eligible population, i.e., those old enough to retire and
ill enough to require health care services, are outside the existing
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pension funds and social funds. They are eligible for public health care,
but these services are widely regarded as inferior to those available
through the social funds; most of these people come from the same poverty
groups that do not qualify for retirement benefits.

3.13 Extension of the current Argentine system to provide 100 percent
coverage could cost an additional three percentage points of GDP, increas-
ing public-sector obligations for pension benefits and health care by

25 percent over current levels. The achievement of equity in caring for
the elderly cannot be based on a simple extension of the current system.

3.14 Because there are three main funds, each with its own system of
pensions and benefits, there is unequal distribution of payments and bene-
fits. According to Annex Table 3.4 below, the Industry and Trade Fund
subsidizes those covered under the self-employed fund. The industry and
trade fund collected about 66 percent of all revenues collected by the
three funds but paid out, in 1983 only 44 percent of the benefits paid by
the three funds. The fund for the self-employed collected 17 percent of
revenues but received 29 percent of benefit payments. These differences
may reflect cross subsidization that achieves some equity objectives, but
there are no data addressing such a possibility. Moreover, such large
cross subsidies may in part explain efforts by many workers to avoid or
evede the wage taxes that pay for heavy cross-subsidy burdens on those who
do pay.

Annex Table 3.4: ARGENTINA - DISTRIBUTION OF INCOME AND EXPENDITURES
BETWEER FUNDS
(Percentage, for 1982)

Payments to Revenues Beneficiaries
Industry & Trade 64 48
Public Employees 17 26
Self-Employed 19 26
Total 100 100

Source: Golbert and Lo Vuolo, op cit, p.28.

Options for Pension Reform

3.15 Future governments can be expected to search for new sources of
revenie, to consider means to reduce cobhligations to currant and future
beneficiaries, and to assess options for new approaches to providing basic
suocial security protection on terms that are sustainable without excessive
recourse to the limited power of the state to tax its citizenry. The
Government might be attracted to adjustments aimed at mobilizing more
resources for the current system: increasing formal-sector employment,
increasing the wage tax on the self-employed, and reducing the current
transfer of 10 percent of social security income to the health insurance
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fund for retired persons. None of these options, nor some combination of
them, offer much hope for increasing system revenues. And even if they
did, they would leave the system with its current features of inefficiency
and inequity that at some point will have to be addressed.

3.16 A different pattern of benefits, based perhaps on a different
theory of the function of social security, with shar»ly reduced pension
obligations at higher income levels, may have to be introduced at some
point, to substitute for entitlements that will be unsustainable in the
future.

3.17 Beriefits could be reduced in a way that could actually increase
both the efficiency and equity of the benefits package, the following
options could be considered:

(a) Increasing retirement age by 5 or 10 years, so that years of
contribution would rise relative to years of receiving
benefits;

(b) Reducing the rate of salary replacement from 82 percent to
aknout 40 percent or, as an alternative, to a low, basic rate
of salary replacement, with voluntary purchase of additional
coverage; and

(c) Using an extended modest salary base for calculating pension
rights (not the last salary but, for example, a ten-year real
average).

A gradual phasing in of benefit changes for future beneficiaries, as was
done in the United States’ social security reform of the early 1980s, might
offer an acceptable way of reducing otherwise unsustainable obligations.

An Alternative Pension System

3.18 Another option would be to de-link pensions from wage; to offer a
basic stipend only, and to enact legislation to facilitate private con-
trectual savin -~ institutions under public regulation.4/ According to a
recent report, chis alternative would provide a monthly benefit of about
US$100 to each of 3.6 million qualifying persons because of age, dis-
ability, or widowhood.5/

4/ A cut in wage-based taxes could reduce the bias against use of labor in
manufacturing and could also encourage production of tradeable gouds.
System changes could also favor provision of basic benefits to poor and
vulnerable groups now left outside prevailing arrangements. These
medium-term operational changes would of course be dependent upon more
broad-based reforms of the macroeconomic setting. These options are
discussed among Arger.cine experts who favor a mixed system of a basic
benefit and voluntary complementary insurance such as has been
recommended by C. Mesa-Lago for Costa Rica (Schultess 1988; Golbert and
La Vuolo, op cit).

5/ (Golbert and Lo Vuolo, op cit, pp.36-45).
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3.19 The estimated cost in 1990 would be about 5.2 percent of a GDP of
US$80 billion compared to the current system costing over 8 percent of GDP,
yet leaving 40 percent of the aged poor without coverage. Under the pro-
posed arrangement, a basic stipend could be provided to all the elderly,
and that stipend could be financed with a wage tax (assuming no evasion) of
16 percent of the salary bill. The current system, as noted above, col-
lects 23.5 percent of the salary bill, but it suffers from high rates of
evasion, inequity, and low coverage of those most in need of a social
safety net of income security.

3.20 In converting from the present arrangement, which provides pension
entitlements to many persons at a level far above the assumed basic monthly
stipend of US$100, the Government would presumably have to finance transi-
tion costs of an estimated US$720 million in 1990 (and even larger amounts
in subsequent years) to provide for these higher acquired benefits that,
for public employees at least, are virtual deferred compensation. But even
with these additional costs, this more equitable package would demand less
public resources than the present arrangement.

C. The Social Funds and Health Services

3.21 Health insurance operated by the social funds is separate from the
pension funds, except for transfer from those funds that pay for health
care provided to retirees. The disparate programs offer variable benefit
packages depending on their financial capacity, but they offer at least
minimal coverage to three out of four Argentines, i.e., including eligible
retirees, survivors, and the dependents of affiliated workers. Some so:ial
funds are powerful entities with more than a million affiliates, such as
those of commerce employees, rural workers, and metal workers, and others
cover only a few thousand members. The 12 largest social funds account for
half of all social funds’ affiliates. A government institute, INOS, pub-
lishes some data on the social funds, but has limited supervisory authority
over them.

3.22 Social security health care is, unlike pension benefits, almost
entirely financed by wage taxes; the Treasury's only contribution is an
earmarked subsidy for retiree health care, equivalent to 5 percent of total
financing. A tax of 7.5 percent (3.5 points deducted from the employee’s
salary packet, 4 points added to the employer’s wage bill) is levied at the
source, and paid to the employee’s social funds. An additional one percent
or more of vages is deducted for employees who have dependents, (depending
on the number of dependents). A further one percent is deducted to finance
retirement health care. An amount equal to 2.9 percent of wages is trans-
ferred from social security revenues to the designated social funds. Each
social fund is required in turn to transfer a share of its revenues to
PAMI, the social fund created especially for retired persons and pen-
sioners.

3.23 About two-thirds of receipts of the social funds are used to pay
for the current health care of workers and their dependents; one-third of
the receipts flows through PaMI to pay for the health care of retired per-
sons and pensioners. There are about three million affiliates of PAMI.
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This large group, a tenth of the population but possibly a third of all
voters, obviously constitutes an important interest group that presses for
maintenance of a high level of benefits.

3.24 The National Health Insurance proposal recently enacted by the
Argentine Congress seeks to extend minimum coverage to all; currently, one
in four Argentines is not covered by this prepaid health insurance system.
This new law will centralize the monitoring of premiums to improve account-
ahility through banks by assigning separate accounts for the inflow and
outflow of resources; it will consolidate the resources available and
transfer a greater share of those resources to the poor.

3.25 The burden of health care costs will grow faster than income
because of the rise in the incidence of chronic diseases, such as cancer,
stroke, and heart ailments. Argentina spends about 7 percent of GDP or. all
public and private health care, perhaps the highest percentage in Lati:
America and higher, as a percentage of GDP, than the UK. The burden of an
aging population could be noted especially in growing costs for health care
through the social funds.

Recommendations

3.26 The burden of rising health care costs in the 1980s fell pro-
gressively more heavily on the social funds as they gradually replaced
private sector funding o+ health services. Without further change, the
burden will grow further in the 1990s, eventually forcing the Government of
Argentina, which has ultimate responsibility for funding public health
care, to consider some system to ration health care services. The rising
incidence of chronic disease and its high cost will in any case pose diffi-
cult choices in resource allocation, especially between the needs of essen-
tial basic health care for all citizens and the claims of social securit
beneficiaries on curative hospital services.

3.27 The Government's decision to incorporate INOS into the Health
Secretariat late in 1988 was a useful step toward a rational process of
obtaining value for money in health care in the future. Further steps
could include the introduction of co-payments and deductibles to make users
of health services aware of the costs of treatment and hence to curtail
unnecessary demand.

3.28 Extension of health insurance to all people may be the only way to
assure adecuate basic care to poor and vulnerable groups. Argentina
already sp2nds more on public health care than many countries so that
coverage extension should be traded for cuts in nonessential services,
particularly costly curative care that middle-income groups could finance
from their own resources. In extending coverage, policies could be
developed that would encourage the social funds to compete among themselves
for additional clientele by varying their benefit packages and payment
schemes. Currently, each social fund has a designated, industry-based
clientele, so that the change to a more ovpen system of choice would repre-
sent a major shift in institutional arrangements. Despite the difficulties
that such changes would present, the injection of consumer choice and com-
petition into health insurance could have mure than adequate compensating
benefits.
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ANNEK CHAPTER IV: FINANCIAL SECTOR

A. Overview

4.01 Argentina’s industry and agriculture need an efficient financial
sector to mobilize and allocate financial resources to modern, job-creating
capital formation. The productive economy requires flexible access to
modern, cost-competitive financial services, including commercial and work-
ing capital credit and investment finance. Because of Argentina’s heavy
external debt burden, international financial markets are unlikely to pro-
vide any significant part of these services in coming years. An efficient
domestic financial system will therefore be more necessary than ever to
meet the productive economy'’'s needs.

4.02 The current macroeconomic crisis has subjected Argentina’s fragile
financial system to severe stress. Deposit withdrawals have generated
liquidity problems throughout the financial system. Because many firms are
finding it difficult to service their debt, doubts have arisen about finan-
cial institutions’ solvency. The monetary authority has found itself com-
pelled to maintain liquidity to the banking system at a time when hyper-
inflation would prescribe monetary contraction. Depending upon its evolu-
tion, the crisis could severely decapitalize the financial system, The
system may then be forced to consolidate and reorganize in ways that cannot
easily be predicted.

4.03 The crisis is partly the consequence of the financial system's
structural problems. Persistent macroeconomic instability has distorted
and impeded financial development. High, fluctuating and uncertain infla-
tion, devaluation, and interest rates; the public sector’s demand for
credit; and lack of external finance have all combined to discourage finan-
cial applications, so that the financial system is now small relative to
the economy’s size. Frequent policy changes have compounded the problem.
The narrow base of the financial system has meant that monetary policy has
had little room for maneuver, and this has contributed in turn to macro-
economic instability. This vicious cycle has frustrated financial reform
efforts.

4,04 The financial system’s core structural problem is the peculiar
Central Bank intermediation arrangement that has evolved to channel sub-
sidies and to fund the public sector. 1In effect, the Central Bank borrows
funds through the "forced-investment" mechanism from the private commercial
banks, and passes these on through "rediscounts" to public sector financial
institutions--mainly to the National Mortgage Bank (BHN), the National
Development Bank (BANADE). and to the provincial banks. In recent years
this problem has been aggravated because the Central Bank has been using
the same mechanism to provide credit to the Treasury, to enable the
Treasury to retire its maturing bond issues. This intermediation arrange-
ment is the central obstacle to the financial system’s medium-term develop-
ment. Its alleviation is a prerequisite for other financial reforms.
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4.05 This arrangement works badly for the following reasons:

(a) The resources forcibly lent by the commercial banks to the
Central Bank are diverted from the productive private
sector. The consequent shortage of commercial and working
capital credit contributes to high real interest rates, and
is detrimental to productive activity;

(b} The intermediation process--which channels funds from com-
mercial bank depositors to BHN and BANADE borrowers--is
inefficient, since it takes resources away from high-yield-
ing production credit applications to subsidized, generally
inefficient (and loss-making) housing and investment appli-
cations; and

(c) The Central Bank’s intermediation stance compromises its
capacity to carry out monetary policy, since it has
virtually no assets that it can use for monetary absorption.

Not only is it inappropriate for a central bank to hold so large a quantity
of unmarketable assets; the assets in question appear in fact to be value-
impaired.

4.06 The Central Bank was called upon to provide crcuit to the public
banks because the macroeconomic instability has made it impossible for them
to raise sufficient funds to finance their activities. Longer-term housing
and investment finance have become unprofitable: because of the unstable
macroeconomic conditions, most borrowers cannot pay the higher real
interest rates that the same conditions induce wealth-holders to demand.
While the private sector therefore withdrew from these activities, the
public banks continued in them, decapitalizing themselves as a result, and
effectively subsidizing their borrowers. The problem was compounded by the
inefficiency of the public banks’ operations. Once the macroeconomy is
firmly stabilized, private financial institutions would provide more, if
not all, of the housing and industrial finance activity. Even before then,
however, BHN, BANADE, and the provincial banks need to be restructured and
reduced in scope, so that they carry on no activities beyond what they can
finance without draining resources from the Central Bank and the commercial
banks.

4.07 The Alfonsin Government has carried out a number of fundamental
financial system reforms. The liberalization of interest rates in
October 1987 implied that interest rates now reflect the true cost of
credit. This will encourage financial applications and, once the Central
Bank reduces its demand for credit, promote better allocation of credit
resources. The Central Bank has curtailed the flow of new credit to public
sector banks (although it has had to capitalize the interest owed it).
Since early 1987, the Central Bank has acted more resolutely in dealing
with problem banks, quickly intervening in bankrupt private banks and sus-
pending overdraft facilities to provincial banks that abused them.
Important steps have been taken to introduce a deposit insurance system.
These steps should more rapidly cleanse the system and reduce the costs to
the system of bank failures. The Government has also taken initial steps
to improve portfolio management in BHN and BANADE. In addition, the man-
agements of these institutions have begun to consider restructuring.
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Macroeconomic instability, fiscal imbalance, and th¢ Central Bank's inter-
mediation role prevented these reforms from having immediate positive
effects, but they will contribute to financial sector effectiveness over
the medium-term.

B. The Present Structure of the Financial System

4.08 The banking system constitutes the bulk of Argentina’s institu-
tional financial system. The number of commercial banks seems relatively
large for the size of the market, although in recent years there has been
some consolidation of privately-owned banks (the fall in the number of
privately-owned institutions between March 1987 and September 1988 shown in
Annex Table 4.1 reflects this trend). Seeking to clear up problem bank
portfolios and to promote efficiency, the Central Bank has supported con-
solidation. The decapitalization resulting from the present crisis is
likely also to hasten this consolidation process. As of August 31, 1987
there were 20 financial institutions under intervention and another 180 in
liquidation.

4.09 In March 1988, the 36 publicly owned banks accounted for 45 per-
cent of the banking system’s total deposits and provided 71 percent of ail
bank credit. They include two national commercial banks. Of these the
Banco de la Nacion is the nation’s largest, accounting in September 1988
for 15 percent of total deposits. There are 24 provincial banks, of which
the Banco de la Provincia de Buenos Aires alone accounted for more than

9 percent of total deposits. The Banco de la Nacion and the Banco de la
Provincia de Buenos Aires have the nation’s largest branch networks.

4.10 The BHN (National Mortgage Bank) was founded in the late 1800s to
provide term finance for industry, agriculture, and housing through mort-
gage bonds. Through the first four decades of this century BHN was a
prestigious institution capable of raising finance in international finan-
cial markets. In the 1940s, however, BHN was drawn into financing lower
cost housing, and it slipped into increasing reliance on Central Bank fund-
ing. This was because its loans came to incorporate substantial subsidies
that made it unable to pay for funds from the financial markets. BHN held
5 percent of total deposits in September 1988, although public institutions
account for a large proportion of these deposits. BHN is now virtually the
only source of housing finance for the middle class. In addition, the
Government's National Housing Fund (FONAVI) provides subsidized housing
finance intended for the poorest 40 percent.

4,11 BANADE was formed in 1970 from the Banco Industrial (originally
founded 1944), to serve as an autonomous government-owned industrial
development bank. It is now the only significant domestic source of term
lending for Argentine industry. BANADE has been chronically troubled since
its establishment, partly because macroeconomic instability has made it
difficult to secure finance and has made its assets excessively risky, but
also because its management has never succeeded in streamlining and modern-
izing its operations. 1In addition, successive governments have used the
institution to channel subsidies and "to rescue" failing industrial enter-
prises. In recent years it has come to rely on Central Bank rediscounts
for its funding, since it has been unable to secure a sufficient quantity
of deposits or foreign credit.
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Annex Table 4.1: ARGENTINA - FINANCIAL INSTITUTIONS

March 1987 September 1988
Banks: l89 172
Commercial Banks: 183 166
Publicly Owned: 31 30
Federal (BNA) 2 2
Provincial 25 24
Municipal 5 5
Privately Owned: 151 135
Domestic Capital 121 103
Foreign Capital 31 33
Investment Banks: 2 2
Publicly Owned: 1 1
Federal 1 i
Privately Owned 1 1
Development Banks: 2 2
Publicly Owned: 2 2
Federal 2 2
Mortgage Banks: 1 1
Publicly Owmed: 1 1
Federal (BHN) 1 1
Savings and Insurance Bank: 1 1
Publicly Owned: 1 1
Federal 1 1
Finance Companies 64 40
Savings and Loan Associations 11 7
Credit Unions 30 23
Total 294 242
Total Branches 4,471
of which Commercial Banks 4,377
of which, BNA 543
of which, BPBA 330
Total Employment 144,000 142,000
Percentage Employed by:
Official Banks 56 58
Private banks 42 40
Other Institutions 2 2

Source: Central Bank of the Republic of Argentina, Departmento de
Expansion y Servicios de Entidades
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4.12 Non-bank financial institutions, including finance companies,
savings and loan associations, and credit cooperatives, accounted for

2.6 percent of the system's total deposits and 2.2 percent of the system's
total credit. There were 70 such institutions in March 1988, compared with
100 in June 1987 and 243 in December 1981.

4.13 Apart from banks, there are several other kinds of financial
intermediaries, including finance companies and insurance companies. They
are quantitatively relatively unimportant. There are five stock exchanges.
There is also an active inter-firm financial market, in which firms with
spare resources lend to other firms. This disintermediated market arose
largely as a consequence of the formal financial system's inability to meet
corporate credit needs, partly because of interest-rate regulations, and
partly because the publir sector takes a large proportion of the system’s
available resources. Furthermore, there are informal markets that carry on
over-the-counter trading in securities and provide various other kinds of
financial services, such as linking companies with excess funds to others
requiring funding and providing guarantees.

C. Financial Liberalization and Centralization

Background

4.14 Over the past decade and a half Argentina's financial policy has
shifted between a centralized, controlled approach and a liberalizing
approach. From 1973 to 1976, the Government effectively nationalized the
banking system’s deposits by means of a 100 percent reserve requirement.
Under the system that resulted, commercial banks effectively passed their
deposit proceeds to the Central Bank and provided credit on the basis of
Central Bank rediscount allocations, all at regulated interest rates. The
Government intended to use the Central Bank to direct financial mobiliza-
tion and allocation. This approach wcrked poorly, because the credit allo-
cation had no rational price basis and because the Authorities could not
control inflation, which discouraged financial applications.

4.15 Since 1976, Argentina’s governments have generally intended to
liberalize, but have succeeded only partially. This was essentially
because the persisting financial shallowness and the public sector’s heavy
borrowing requirement meant that anti-inflationary measures either tended
to force real interest rates excessively high or required the Government to
force the financial system to lend to it. In 1977 a new government enacted
a liberalizing reform that returned banking to a fractional reserve system,
freed interest rates in the formal financial system, removed barriers to
entry into the banking system, and liberalized foreign financial inflows.
The required reserve ratio was 45 percent at first, because the Authorities
feared that a lower ratio would prove too inflationary. The Authorities,
therefore, instituted payment of interest on bank reserves, to enable banks
to maintain relatively low spreads between asset and liability rates.

4,16 Beginning in 1977, the banking system expanded its operations in
response to the policy liberalization. The private sector took on growing
volumes of external debt. Unfortunately, the macroeconomic policies at

this time--centered on the maintenance of an unsustainably overvalued . s
exchange rate (see Chapter 1)--required high domestic interest rate levels.

In March 1980 a bank crisis took place as a result of the excessively rapid
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expansion of bank activities. In mid-1982 a deeper crisis resulted from
the combination of the sharp devaluations carried out over the preceding
fifteen months, persisting high interest rates, uncertainties resulting
from the 1982 conflict with Great Britain, and finally the onset of the
world debt crisis. The devaluations and high interest rates drove
domestically and externally indebted private firms--and consequently their
banks--into virtual bankruptcy. The financial system had to provide fund-
ing for the public sector deficit, which had widened under the same pres-
sures.

4.17 To cope with the crisis, the Authorities reluctantly took policy
measures that effectively reversed the liberalizing reforms. To relieve
the pressure on the private sector, the Central Bank effectively assumed
the private sector’s external debt. The Government enacted a blanket
rescheduling of private sector loans to domestic commercial banks for a
sixty-month period at negative real interest rate. To ensure that this did
not decapitalize the banks, controls were reintroduced on deposit interest
rates. These measures permitted the private sector to recover financially,
and enabled the banking system to maintain its capitalization. The cost,
howevi r, was that the financial system was reestablished with high reserve
requirements and interest rates inadequate to attract new deposits. The
private banking system had to narrow its lending activities. Disintermedi-
ation resulted, taking the form of a reinvigorated inter-firm financial
market.

4.18 The Aifonsin Government tried to resume financial liberalization,
and undertook a number of fundamental reforms, including the complete
liberalization of interest rates in October 1987. Unfortunately, the
public sector’s credit needs remained substantial. In particular, the
large public sector banks--the BHN, the BANADE and some of the provincial
banks--came to require heavy financing after 1985. In the absence of other
funding sources, the Central Bank was called upon to supply financing to
the public banks, through such mechanisms as provision of "rediscount"
credit to public sector banks, advances for social security payments, and,
during 1988, amortization of the Government's outstanding bond issues.

4$.19 After 1985, the Central Bank came to rely on "forced investments"
of the commercial banks as its principal tool of monetary absorption. The
Central Bank's heavy use of forced investments has contributed to the com-
mercial banks illiguidity, and has severely impaired the commercial banks’
capacity to lend. Over 1987 and 1988, the Authorities made determined
efforts to reduce both the provision of rediscounts and hence the forced
investments. However, despite the liberalization of interest rates, the
Authorities failed to relieve the strain on the banking system caused by
the public sector's heavy demand for credit.

4.20 Despite the banking system's central role in the system, inflation
and macroeconomic uncertainty generally have discouraged the Argentine
public from holding monetary assets. Annex Table 4.2, which provides basic
monetary indicators, indicates the unusually low money holding with which
the economy has operated in recent years. Holdings of narrow money (Ml),
have been on the order of only 5 percent of GDP since early 1986. They
rose to 7 percent of GDP only when the 1985-1986 Austral Plan repressed
inflation temporarily. During 1988 holdings fell below 4 percent of GDP.
Holdings of M4, the broad money aggregate incorporating remunerated
deposits, reached 19 percent in early 1987, but then slipped to 14 percent
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in the third quarter of 1988. Holdings of M4 rose slightly toward the end
of 1988, when the stringent monetary policy associated with the Primavera
Plan elevated real interest rates to unprecedented heights. For the most
part, M4 holdings have fluctuated between 14 and 18 percent of GDP, follow-
ing a pattern brovadly similar to that of Ml.

Annex Table 4.2: ARGENTINA - MONETARY AGGREGATES: 1986:1IV - 1989:1
(Billions of Dec. 1988 Australes, Percent of GDP)

1986 IV 1987 IV 1988 I 1988 II 1988 III 1988 IV 1989 1

Billions of December 1988 Australes
(average of daily values)

Ml: 88.7 62.8 61.2 50.3 43.8 51.7 57.9
M2: 157.9 89.7 85.8 69.8 60.6 7¢.8 78.7
M3: 260.9 211.7 222.0 204.8 192.2 226.4 257.6
M4 262.8 212.9 222.7 204.9 192.3 226.5 257.7
M5: 264.4 213.2 223.0 205.1 192.5 226.7 258.0
M6: 264.4 213.2 223.0 205.1 192.5 226.7 258.0

As a percentage of GDP:

Ml1: 6.32 4,52 4.42 3.6% 3.22 3.6%
M2: 11.2% 6.42 6.22 5.02 4.42 4.92
M3: 18.62 15.22 16.12 14.72 14.02 15.62
Mé4: 18.72 15.32 16.12 14.72 14.02 15.72
M5: 18.82 15.32 16.12 14.72 14.02 15.72
M6: 20.12 18.12 19.02 16.92 15.92 17.02
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M1l = Currency plus demand deposits,

M2 = Ml plus regulated time deposits,

M3 = M2 plus unregulated time deposits and acceptances,
M4 = M3 plus adjustable deposits,

M5 = M4 plus private bills,

M6 = M5 plus Austral-denominated bonds.

Source: Carta Economica

4.21 Annex Table 4.3, which shows the monetary structure of the Central
Bank’'s liabilities, indicates the degree to which the Central Bank absorbs
commercial bank resources. While the reserve ratio of the basic liquidity
aggregate, M4, to the conventionally-defined monetary base is relatively
low, the implicit reserve ratio against the Central Bank'’s overall monetary
liabilities--virtually all of which are the "forced investments® of the
commercial banks--is debilitatingly high.
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Annex Table 4.3: ARGENTINA - CENTRAL BANK MONETARY LIABILITIES
(Billions of December 1988 Australes)

Dec 87 Mar 88 Jun 88 Sep 88 Dec 88 Mar 89

Billions of December 1988 Australes

Conventional Monetary Base a/ 65.0 51.4 45.5 43.1 58.0 51.5
Effective Monetary Base b/ 74.9 57.9 51.0 47.2 60.9 54.4
Monetary Liabilities c/ 155.8 140.1 132.1 141.6 170.8 157.3
Conventional Bank Reserves 25.8 21.1 21.0 19.9 24.2 20.1
Forced Investments 80.9 82.2 81.1 94.4 109.9 102.9
Broad Monetary Lisbilities d/ 155.8 143.6 136.3 151.4 170.9 157.3
Conventional money multiplier e/ 3.5 4.3 4.4 4.7 4,2 4.9
Conventional reserve ratio f/ 13.97 11.17 12.1% 11.1Z 11.52 9.12
Broad money multiplier g/ 1.4 1.5 1.5 1.3 1.4 1.6
Broad "reserve" ratio h/ 62.62 59.87 64.47 71.1%7 65.27 57.22
a/ Currency plus bank reserves.
b/ Conventional monetary base plus
"imputations, " mainly advances for
social security payments.
¢/ Conventional monetary base plus
"forced investments."
d/ Including Central Bank bills.
e/ M4/ (conventional monetary base).
£/ (M4-currency)/Conventional reserves.
g/ M4/ (monetary liabilities).
h/ (M4-currency)/(res. + fcd. invmts.).
Source: Carta Economica
4.22 The figures in Annex Table 4.4 regarding deposits and loans are also

relevant to the financial sector’s central issue. Because of the heavy "forced
investments" private banks are required to make in the Central Bank, their
lending capacity is considerably below their deposit base. Their loan-deposit
ratios have fallen from 64 percent in the third quarter of 1985 to 42 percent
in the third quarter of 1988, On the other hand, the.loan-deposit ratio of all
publicly owned banks taken together rose over the same period from 77 to

121 percent. These figures are heavily influenced by the BHN: largely because
of its Central Bank support, the BHN managed to have a loan-deposit ratio
exceeding 800 percent in mid-1988.

[\
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Annex Table 4.4: ARGENTINA - BANKING SYSTEM LOANS AN DEPUSITS
(Billions of December Australes)

1985 IV 1986 IV 1987 IV 1988 I 1988 II 1988 III

Loan-deposit ratio: 69.52 79.12 90.32 92.0% 81.82 78.42
Privately-owned banks 62.42 57.02 52.2% 50.92 44.12 42.32
Publicly-owned banks 74.52 96.22 130.82 139.27 124.87 120.82

Billions of December 1988 Australes.

Banking-system deposits 200 234 198 203 200 188
Privately-owned banks 83 102 102 109 107 101
Publicly-owned banks 117 132 96 95 93 86

Banking-system loans 139 185 178 188 165 147
Privately-owned banks 52 58 53 56 47 43
Publicly-owned banks 87 126 125 132 118 104

Source: G.F. Macroeconomia

D. Principal Financial Sector Policy Issues

Hyperinflation

4.23 The hyperinflation will inevitably damage the financial system's
liquidity and its solvency. Uncertainty regarding inflation, devaluation and
interest rates will encourage deposit withdrawals, inducing illiquidity.

Demand for money and other financial assets is likely to erode further from
already low levels. The deteriorating economy is not only making it
increasingly difficult for borrowers to make cash payments on their loans,
thereby contributing to financial system illiquidity; it is also impairing the
value of the loans, thereby contributing to financial system insolvency. At
the same time, the monetary authority is likely to have no choice but to create
money in order to relieve illiquidity and to prevent financial panic.

4.24 The financial system’s illiquidity has been aggravated by the fact
that deposits have been growing at much a slower rate than the interest paid by
banks on deposits. The increase in deposits was only 50 percent in April 1989
and 30 percent in May of the total interest capitalized into bank deposits.
Time deposits grew 23 percent in April and 36 percent in May, against average
interest rates of 35 and 103 percent respectively. As a result, the
Authorities announced restrictions on cash withdrawals from banks. In addi-
tion, toward the end of May the monetary authority announced that it would
inject funds into the system by releasing almost 10 percent of the stock of
forced investments.
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4.25 The financial system’s assets have also become increasingly illiquid,
since private debtors have found their repayment capacity deteriorating. Many
have found it necessary to draw down their deposit balances. Rising real
interest rate levels have added to the pressure on private firms, particularly
in view of the sharply diminishing real economic activity. At present the
economy’'s real indebtedness to commercial banks remains relatively low in real
terms, perhaps 50 percent of its record level in early 1981 and 70 percent of
its level in early 1982. MNevertheless, real interest rates are so high that
the real indebtedness level could reach a record level through interest cap-
italization by the end of July. Moreover, dollar-denominated indebtedness is
believed already to be near an historic high. This would matter to the debtors
if the interest on the debt were fully capitalized, but that would leave the
banks extremely illiquid.

4,26 In an effort to reduce the pressure on financial institutions’
solvency, the Central Bank has increased the rate of return on :‘emunerated bank
reserves. Nevertheless, independent analysts in Buenos Aires estimate that the
typical Argentine bank may have suffered the loss of 10 to 20 percent of its
capital position in April and May. The monetary authority is clearly hoping
that, by releasing funds into the system in early June, it will succeed in
reducing interest rates, and thereby reduce the pressure on bank solvency. The
risk, of course, is that inflationary pressures will intensify.

4.27 While the precise outcome of the crisis cannot be predicted. it is
clear that the financial system will emerge in worse condition. Pub.ic as well
as private financial institutions are likely to find themselves severely
decapitalized. If the hyperinflation persists, the financial system could be
so decapitalized that it will require complete recapitalization and reconstruc-
tion when the hyperinflation finally "burns out." It is therefore useful to
look beyond the crisis, to consider the kinds of reform (or reconstruction)
that will be required for the medium-term development of an effective financial
system. The three core issue areas will be (i) the role of the Central Bank,
(ii) the public sector banks, and (iii) prudential regulation. The Central
Bank’s intermediation role is discussed in Chapter IV; the present discussion
is therefore confined to the two remaining issue areas.

Public Banks

4.28 The same circunstances that discourage private long-term finance have
contributed to decapitalization of the public sector’s louger-term financial
institutions, the BHN and the BANADE. Savers have been unwilling to place
funds with the BHN because it could not remunerate them competitively, essen-
tially because its mortgage holders have not been paying sufficient debt
service to cover the institution’s funding costs. Loan arrears have become
significant. The BANADE, which has relied on puhlic sector and external
finance, has also had difficulties with arrears, partly because the economy has
performed poorly. In addition, both BHN and BANADE have had difficulties
effectively managing loan recovery. Both the BHN and the BANADE have received
substantial Central Bank financing.



- 61 -

4.29 BHN is now insolvent by reasonable standards. 1Its losses totalled
US$367 million in 1987, US$329 million more than the previous year. Net equity
was negative US$216 million. This recorded performance was better than the
actual performance, since BHN has tended to accrue interest on many loans that
are not geauinely performing. Even where loans are placed on ron-accrual, the
BHN has tended to avoid making provisions against them on the presumption that
recovery will be possible through foreclosure, BHN's charter allows fore-
closure without BHN having to go through the regular judicial process. Never-
theless, BHN has been reluctant to initiate foreclosure proceedings. BHN’s
basic problem is that the interest and adjustment on its loan portfolio, which
is relatively old and incorporates considerable subsidies, is insufficient to
pay current Argentine market interest rates, (This problem is worsened by the
fact that adjustment indices applied to loans tend to lag behind actual infla-
tion rates.) BHN's performance is worsened by its current overstaffing:
almost three fourths of BHN's operating budget of US$52 million during 1987
went to staff. The staff totalled 4,200 (1,000 of whom were over the age of
50).

4,30 At the end of 1987 BHN's lcan portfolio, constituting 78 percent of
its total assets, amounted to about US$1.3 billion. There were about 250,000
borrowers, so the average loan was about US$5,200. The average contractual
real interest rate was only about 2 percent per year and the average maturity
about 30 years. (In fact, given the way in which BHN interest charges are
calculated, the real interest rates are negative on average.) Loan delinquency
was nonetheless severe: about 25 percent of the loan portfolio was in arrears
exceeding three monthly payments. In view of the context of high interest
rates, this amounts to a subsidy that no one has authorized BHN to provide. To
the extent housing subsidies are regarded as justified for poorer people, it is
appropriate that they be channelled through the National Housing Fund (FONAVI),
which was created with the intention of providing such a subsidy.

4.31 The Central Bank was BHN's principal funding source. Credit out-
standing by the Central Bank to BHN totalled about US$1.7 billion at the end of
1987. The pressure on BHN intensified over 1988, since it had made a large
number of new loan commitments during 1987. BHN's competitive disadvantage in
attracting deposits sharpened after October 1987, when commercial bank deposit
rates were freed. Interest rates due the Central Bank were on the order of

8 percent, well above rates of return on the loan portfolio. Since BHN lacked
the cash flow with which to pay the Central Bank, what it owed was capitalized,
which was one of the main causes of the high growth rate of BHN's obligations
to the Central Bank.

4.32 Like BHN, BANADE has effectively been decapitalized through a com-
bination of the troubled macroeconumic context and inadequate management of its
loan portfolio. BANADE’s present management recognizes this problem, and has
made a preliminary restructuring proposal. BANADE is now Argentina’s only
source of term credit for the private sector, because the macroeconomic
instability has made such activities impossible for the private sector. Like
BHN, BANADE effectively channels a disguised subsidy to industrial enterprises
fortunate enough to secure access to its credit, since long-term industrial
credit would cost far more if it were available from private sources. Never-
theless, BANADE's recent performance indicates that it is unable to serve this
function adequately. Despite several organizational restructurings and
recapitalizations undertaken by the Alfonsin Government, BANADE has been unable




- 62 -

to reduce its reliance on inappropriate Central Bank financing. With the sus-

pension of Central Bank rediscounts during 1988, BANADE was forced to halt its

lending operations. Since at least 1985, BANADE's cash flow has been negative

in real terms and the institution has been insufficiently profitable to reverse
its decapitalization.

4.33 At present its staff numbers approximately 3,000, spread through a
main office, 33 branch offices and 8 mining area offices. Its assets total
approximately US$S billion and jts loans about US$3.5 billion to a total of
4,300 different clients, although provisions total about 10 percent of the
portfolio. In mid-1988, external funding accounted for about 70 percent of
BANADE's resources, Central Bank rediscounts about 20 percent, and private
deposits only about 5 percent. Since private domestic deposits are only avail-
able at high interest rates for relatively short terms, such deposits are an
inappropriate source of finance for BANADE.

4.34 BANADE'’s difficulties revolve around its loan portfolio problems,
which derive in part from the troubled macroeconomic conditions. BANADE’s loan
portfolio quality is also affected by political interference in lending deci-
sions, a pervasive perception by borrowers that they need not repay, lack of
financial standards for BANADE managers to follow, and lack of an effective
supervisory agency to monitor BANADE performance. The total value of BANADE’s
loan portfolio as of June 30, 1988 was US$3.4 billion. About 38 percent of the
loan portfolio is to public enterprises and 58 percent to private enterprises,
with the remaining 9 percent going to mixed enterprises. About 52 percent of
this loan portfolio is classified as problem loans, 21 percent being in arrears
of more than one year. There is an inadequate level of provisions for the bad
debts, in the sense that problem loans not covered by guarantees net of pro-
visions are about twice the institution’s equity position.

4.35 In the years 1986-1988, BANADE failed to achieve a positive cash flow.
Over the first six months of 1988 thke cash flow deficit was about US$136 mil-
lion, which had to be covered through borrowing at high short-term interest
rates. New lending operations ceased when the Central Bank refused further
rediscount credit. The share of cash income to capitalized (i.e., accrued
only) financial income was only 5.37 percent in the first six months of 1988,
down from about 10 percent in 1987. Collection efforts have been relatively
unsuccessful, in part because few uncollectable loan cases go to judicial
action, fewer are quickly resolved in BANADE's favor, and fewer still are
executed. These problems are undoubtedly affected by the concentration of
BANADE’s portfolio: the fifty largest debtors accounted for about 75 percent of
total loans and 75 percent of all the problem loans. BANADE’s equity position
is clearly deficient: long-term unsecured debt was 8.8 times equity; total
unsecured debt was 11.6 times equity; and total long-term debt was 27.1 times
equity.

4.36 The provincial banks have received substantial quantities of "redis-
count" finance (in many cases, through overdraft facilities) from the Central
Bank, particularly since 1982. 1In this way, the provincial banks have often
served effectively to channel Central Bank resources to provincial governments.
The Central Bank has tried to curb this credit flow, and largely succeeded in
doing so during 1988, although the outstanding credit of provincial banks to
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the Central Bank continues to grow through the effects of inflation adjustment
and interest capitalization. Toward the end of 1987, for example, in the face
of political opposition, the Central Bank temporarily suspended some provincial
banks® overdraft facilities on the grounds that they had abused them.

The Rcgulatory Environment

4.37 Prudential regulation of Argentina’s financial institutions is less
vigorous and efficient than it could be. A superior regulatory system would
help instill public confidence in financial institutions. In recent years, a
better bank examinations system would assuredly have resulted in siguificant
savings for the Central Bank, since it would have permitted speedier identifi-
cation of problem banks, hence timely corrective measures or intervention at a
less costly stage.

4.38 The Central Bank carries out the superintendency function for all
financial enterprises. Broadly speaking, it appears to have the laws and regu-
lations it requires tc set and enforce regulatory standards, with the important
exception that the Central Bank's legal capacity to regulate provincial banks
is unclear. Banks are subject to conventional rules governing such matters as
the largest allowable loans (as ratios to callable capital), lending to enter-
prises judged to be "linked,” minimum capital requirements, appropriate asset
portfolio composition, and so on. In addition, banks must meet the Central
Bank’s minimum reserve and forced investment requirements. The Central Bank's
examinations staff is charged with verifying compliance with these standards.

4.39 The Central Bank has a standard loan classification system for finan-
cial institutions. There appears to be a generalized view that the criteria
for incorporating loans in the categories are insufficiently precise. A more
important problem is that, in reality, it is the banks themselves who determine
the classification of their assets. Moreover, the banks themselves determine
whether loans should be placed on nonaccrual status. This is because the
Central Bank's overstretched examinations strati »~s generally been able to do
no more than verify that banks are complying with reserve requirements. It has
been unable adequately to examine loan classification, nor whether lending
limits to linked institutions have been exceeded.

4.40 The Central Bank has the power to (i) require that banks present plans
to regularize reserve deficiencies, (ii) authorize fusions and consolidations;
and (iii) carry out "interventions"--i.e., appoint delegates to substitute for
a troubled banking institution’s board of directors. It may initiate judicial
bankruptcy and liquidation proceedings. In order to facilitate a particular
bank restructuring, the Central Bank Directcrate has the power to permit excep-
tions to its normal rules for temporary periods. An important problem with the
iutervention proceeding is that, once initiated, it requires the Central Bank
to cover all deposits, whether insured or not. A further problem is that the
judicial proceedings have tended to be lengthy, stretching in certain instances
over several years.
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4.41 The Central Bank has been more willing to initiate interventions in
recent years. WNevertheless, since the public has concluded from experience
that intervention is followed sooner or later by liquidation, announcement of
intervention tends to induce deposit runs. Liquidation also imposes severe
costs on the Central Bank, since the Central Bank is required to assume the
payroll, legal proceedings, severance pay, and so on, as well as the funding
for depositor compensation. Central Bank "rediscounts” to intervened institu-
tions have accordingly tended to be quite substantial in recent years.

4.42 The Central Bank has considerable difficulty regulating publicly owmed
banks, especially the banks owned by provincial governments. The provincial
banks are often established legally under provincial legislation, and in some
instances this is understood to limit the Central Bank's regulatory power.

(The looser regulatory environment for public banks amounts to discrimination
against private banks.)

4.43 Relief of macroeconomic instability is a prerequisite to reestab-
lishment of longer-term financial markets. Once the public believes that
stability has been attained, private longer-term financial activity may develop
spontaneously, beginning with housing finance. Until then, the management of
the public sector banks will be an issue of critical importance, because the
macroeconomic instability makes their activities almost inherently loss-making.
In addition, relief of macroeconomic instability and restoration of control
over the public sector deficit is the only ultimately sound basis for reducing
the high real interest rates now burdening the financial system.

E. Recommendations

4.44 It is essential that, while the Government deals with the present
crisis, it also look beyond it to work out a medium-term financial development
strategy. If the hyperinflation persists, the financial system will have to be
reconstructed; in any case, it will need to be restructured, to ensure that it
meets the needs of development over the coming decade and that it becomes a
force for stabilization rather than destabilization. The restructuring process
will be easier, of course, to the extent macroeconomic performance improves and
to the extent the external constraint is relieved--in particular, the more
closely the public sector borrowing requirement can be limited and monitored,
and the more external financing can be obtained for the public sector.

4.45 The essential core reforms can be grouped simply in three categories:
those involving the Central Bank and the commercial banks, those involving the
large public sector financial institutions, and those involving prudential
regulation, First, a package of reforms is needed simultaneously (i) to remove
the value-impaired assets from the Central Bank's balance sheet, in exchange
for a genuinely marketable asset that the Central Bank can use in open-market
operations, i.e., use to back its currency issues; and (ii) to relieve the
commercial banks®' forced investment burden. The Central Government could carry
out this recapitalization by gradually issuing bonds to buy the value-impaired
assets gradually from the Central Bank. The reconmended reforms involving the
Central Bank and the commercial banks are discussed in more detail in the mone-
tary policy chapter.




- 65 -

Public Banks

4,46 Where the BHN and the BANADE are concerned, it is increasingly clear
that the public sector can no longer maintain these costly institutions. Since
any serious stabilization effect must involve elimination of Central Bank
credit flows to these institutions, it is likely that they would be forced into
some sort of receivership, during which they would be drastically restructured
or even liquidated. Current macroeconomic conditions make it impossible for
the private sector, let alone the public sector, to carry on housing and indus-
trial finance activities profitably. Eventually, once stabilization takes
hold, the private sector should gradually begin to carry on efficient longer-
term financing.

4.47 This suggests a restructuring strategy that would sharply reduce their
size and improve their operating profit flow to the point of making them self-
financing, at least until the macroeconomy stabilized sufficiently to restore
the profitability of longer-term financial operations. The two institutions
could do this by acquiring relatively small "core" portfolios of high-yield
assets whose yield covers their operating expenses. This would require that
their operating expenses be reduced to the minimum necessary to manage the
"core"” portfolio and to reduce losses on the existing portfolic. Recapitaliza-
tion ought to be carried out only to the extent necessary to enable them to go
into this "survival mode." Such recapitalizastion ought to be conditioned on
thorough independent audits of assets and liabilities, agreement with the
Central Bank regarding their obligations to that institution, more vigorous
loan collection efforts, and measures to improve operating efficiency. At the
same time, the Government needs to take hard decisions about these institu-
tions’ future role. To the extent private initiative becomes willing to carry
on their functions, it should be allowed and encouraged to do so.

4.48 The provincial banks’ future role needs to be examined more closely,
although given the nation’s federal structure this will have to be accomplished
largely on a province-by-province basis. Provincial governments should be
encouraged to re-examine the role their banks play in their economies. The
provinces’ specific circumstances vary considerably, and there is scope for
different approaches and objectives. 1In any case, the Central Bank's future
relationships with provincial banks will have to be re-examined. While it is
legitimate for provincial banks to have access on the same basis as any other
bank to Central Bank liquidity rediscounts, the Central Bank cannot permit its
funds to be used by provincial banks to finance their provincial government
deficits. In any case, provincial governments should regard it as in their
interest to have their banks take advantage of high-quality prudential regula-
tion (see below). This could be made a condition of future access to Central
Bank liquidity rediscounts.

The Regulatory Environment

4.49 Along with the need to revitalize the private financial system, there
is a collateral need to strengthen both the superintendency and deposit-
insurance functions. It is advisable that both be made independent of the
Central Bank. Independence of the superintendency would ensure that its
determinations are not influenced by considerations of the short-run interven-
tion costs. An independent superintendency, with full powers to examine finan-
cial institutions as necessary and carry out interventions as required on tech-
nical grounds, would go a long way toward reestablishing public confidence in
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the financial system and ensuring that small problems are dealt with expedi-
tiously hefore they become large problems. In any case, the superintendency
function needs to be strengthened by providing it with the personnel and com-
puter resources to enable it to monitor all aspects of bank activity. 1In par-
ticular, loan classification needs to be made fully technical. Establishment
of a separate deposit-insurance fund should eventually make it possible to deal
with bank failures without the Central Bank directly having to create money.

4.50 Even before 1989, many financial enterprises were severely weakened,
and the current hyperinflation has worsened this tendency. The regulatory
staff may therefore be compelled to increase its activity. Since the financial
crises of the early 1980's, many banks and non-bank financial institutions
suffered decapitalization and weakened loan portfolios. Lax regulation has
implied, among other things, that many financial institutions have made inade-
quate provisions and have accrued too much income from doubtful assets. A
large number of institutions continue under Central Bank intervention. The
weakness of the system has made it vulnerable, and increased the dangers and
costs of tightened monetary policy. The Central Bank®'s recent policy of
encouraging consolidations will almost certainly have to continue.
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ARGENTINA - FINANCIAL INSTITUTIONS® NET ASSET POSITION WITH
THE CENTRAL BARK

March 87 September 88
Public National Banks, B. Prov. de B.A.
Net Liabs. to the Central Bank/Deposits -20.32 -11.22
= Rediscount Credit/Deposits 53.22 68.12
- Reserves/Deposits -20.62 -25.02
- Forced Investments/Deposits -52.92 -54.32
Deposits/Total System Deposits 35.42 25.02
Provincial and Municipal Banks
Net Liabs. to the Central Bank/Deposits 64.82 9.02
= Rediscount Credit/Deposits 65.72 62.32
- Reserves/Deposits 0.02 -22.12
- Forced Investments/Deposits -0.8% -31.22
Deposits/Total System Deposits 10.32 14.12
Private Banks, Argentine Capital
Net Liabs. to the Central Bank/Deposits -50.02 -49.52
= Rediscount Credit/Deposits 23.12 16.02
- Reserves/Deposits -15.¢2 -11.5%
- Forced Investments/Deposits -57.22 -54.02
Deposits/Total System Deposits 28.72 32.42
Private Banks, Foreign Capital
Net Liabs. to the Central Bank/Deposits ~54.62 =51.12
= Rediscount Credit/Deposits 12.52 18.72
- Reserves/Deposits -15.22 -15.8%
- Forced Investments/Deposits -51.92 -54.02
Deposits/Total System Deposits 14.32 17.02
Cooperative Banks
Net Liabs. to the Central Bank/Deposits -75.7% -52.82
= Rediscount Credit/Deposits 5.52 16.62
- Reserves/Deposits -18.82 -19.02
- Forced Investments/Deposits -62.52 -50.52
Deposits/Total System Depousits 8.72 9.12
Other Financial Institutions a/
Net Liabs. to the Central Bank/Deposits -43.0% -34.82
= Rediscount Credit/Deposits 34.52 12.72
~ Reserves/Deposits -5.62 -7.02
- Forced Investments/Deposits -71.82 -40.62
Deposits/Total System Deposits 2.72 2.42

Source: BCRA

and investment banks.

a/ Finance companies, savings and loan associations, credit companies
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ANNEX CHAPTER V: EMPLOYMENT AND LABOR

A. Introduction

5.01 The most important medium-term objective of Argentine economic
policy is to ensure adequate employment and to increase wage levels.
Average wage rates have fallen since the mid-1970s: 1987 real wages were
only 60 percent of their 1975 value and 75 percent of their 1980 value
(Annex Table 5.1). Because of anemic growth in the 1980s, employment
growth has stagnated and unemployment has begun to drift up in recent
years.

5.02 Two related features duminate employment and labor patterns.
Fivst, labor productivity growth has been extremely disappointing.

Although overall productivity rose more than 7 percent between 1985 and
1987, it has apparently stagnated since then, and is now only 18 percent
above its 1962 level and is still 9 percent below its 1980 level (Annex
Table 5.1). Second, during the 1980s the public sector has been the
principal source of net employment creation. Public sector employment rose
16.5 percent between 1980 and 1988, while the overall labor force partici-
pation rate remained roughly unchanged at just under 40 percent. The
present crisis clearly indicates, however, that the public sector will have
to reduce its employment over coming years. That is, labor must be effi-
ciently reallocated, out of the public sector and into what must become an
increasingly productive private sector.

5.03 A genuine increase in labor productivity is the only basis on
which private sector employment and real wages can increase over the medium
term. In order for the private sector to increase its demand for labor,
private capital formation must increase and labor markets must be made more
efficient. Wages need to be flexibly associated with productivity at the
level of each firm. In particular, wage setting needs to be decentralized,
8o that wage determination is associated more directly with productivity.
The job tenure system needs to be relieved, to enable employers to hire
workers without having to assume that they must keep them indefinitely, and
to permit workers to move freely in response to changing conditions and
incentives. Provision of labor security must become less of a burden to
private firms. More precisely, taxation of labor use must be relieved.

B. Productivity, Wage Trends, and Wage Determination

5.04 The overall stagnation of labor productivity (Annex Table 5.1)
masks some differences across industries (Annex Table 5.2). 1In agricul- i
ture, productivity has risen despite declining growth rates. In manu-
facturing labor productivity has remained broadly constant over time, with
output variations apparently not reflecting technical changc nor changes in
capital intensity. In the non-tradeable construction and services sectors
there has been a declining productivity trend. However, from 1983 through
1987 productivity rose in the services sectors, mostly because of slowing
employment growth.
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Annex Table 3.1: ARCENTINA - LABOR MARKET INDICATOKRS

LFE E U U+ WP RERWI/W LG  PRO
1962 45 42 7.3 n.a. 83 125 0.83 96 100.0
1970 44 42 5.3 n.a. 100 100 0.89 100 106.2
1975 40 39 3.5 6.5 115 82 0.92 128 120.0
1980 39 kY:] 2.8 5.1 93 46 0.89 121 126.4
1984 38 36 4.8 7.4 99 107 0.96 122 117.7
1985 38 36 6.4 9.8 81 133 0.97 124 110.9
1986 39 35 5.2 8.9 76 106 0.96 132 118.4
1987 39 35 5.6 9.9 67 107 1.04 137 119.0 °
1988 39 34 6.5 10.4 70% 111 1.03* 141 117.5

Source: Sanchez (1988); Lopez & Riveros (forthcoming)

LFP = Labor force participation rates;

E = Total employment divided by total population (1986-1988 are prelimi-
nary);

U = (Urban) open unemployment rates;

U* = Underemployment rates (see text);

W/P = Real consumption wages (deflator: CPI) Index 1970 = 100;

RER = Real exchange rate: nominal exchange rate adjusted for changes in
domestic and foreign prices (increase denotes depreciation);

WT/WW=Ratio of wages in tradeables (Agriculture and Manufacturing) to wages in
non-tradeables (Services and Construction, excluding government):

LG = Employment in the Public Sector (Central and Local Governments and
Parastatals) Index 1970 = 100;

PRO = Overall labor productivity (Real GDP divided by LFP times estimated
population).

* Provisional (based on first quarter data). For tradeables we used
wages in manufacturing and for non-tradeables, wages in construction.

Annex Table 5.2: ARGENTINA - CHANGES IN SECTORAL OUTPUT AND EMPLOYMENT
(Percent p.a.)

1970-1975 1975-1983 1983-1987

GDP (Factor Costs) 2.9 0.1 1.5
Employment 2.4 0.8 0.5
Agriculture

Output 2.8 2.2 0.2

Employment -0.6 -1.1 -0.7
Manufacturing

Output 3.4 -1.6 0.9

Employment 3.9 -1.8 0.9
Construction

Output 1.0 -2.8 -4.1

Employment 2.1 -2.7 2.8
Services

Output 2.6 0.3 2.4

Employment 2.7 2.7 G.3

Source: IBRD (1988)
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5.05 The poor productivity performance is the underlying reason for the
poor growth rates of real wages. Between 1940 and 1985 real wages never
rose nor fell for more than three consecutive years (Annex Table 5.3). 1In
general, periods of decline tended to follow brief periods of increase.
Real wages were only 61 percent higher in 1985 than in 1945, implying
annual growth of only about 1 percent. This poor longer run real wage
performance has been characterized by intense short-run fluctuations.

These result in part from the interplay of Argentina’s macroeconomic con-
straints and a centralized wage determination system (discussed below) that
fails to reflect productivity conditions.

5.06 Nominal wages in most industrial sectors are determined either by
institutionalized procedures for bargaining at the national level or set by
the Government. Since the late 1960s the Government has generally
announced the periodic wage adjustments applicable to must workers under
formal contracts.l/ The Government's wage adjustments are compulsory for
virtually all workers and firms in the formal sector.

5.07 The centralized power of the trade unions, job security regula-
tions, and the protectlon granted certain industries from domestic and
external competition have together meant that the wage adjustment has
become an influential macroeconomic policy instrument, with a significant
effect on prices, short-term economic activity, and the balance of pay-
ments. Unfortunately, it has limited infiuence on medium-term real wage
levels. Whenever wage rates have exceeded their productivity basis, the
consequence has tended to be additional inflationary pressure and balance
of payments problems. For example, the broad real wage increase that took
place in 1984 contributed to the burst of inflation that preceded the
Austral Plan. The more modest real wage increase that took place in 1986
contributed to the resurgence of inflation (although there was an accom-
panying short-term productivity increase as a result of higher capacity
utilization). The broad lesson appears to be that, while the centralized
wage determination process is capable of increasing wages in the short-
term, long-term productivity improvement is the only genuine basis for a
sustained increase in real wages.

5.08 Moreover, centralized wage setting has troublesome microeconomic
consequences. It is probable that the inability of firms to set their own
wage Increases has contributed to a longer-term tendency to more capital-
intensive investment. Since the wage adjustments apply essentially to
formal activities in urban centers, the .ystem effectively sustains a

1/ From 1958 through 1966 nominal wages were increased every year through
national bargaining between unions and employers. In mid-1967 this
system was suspended in the context of a stabilization plan. An
attempt to restore national bargaining was made in 1975, which resulted
in wage increases of more than 100 percent and contributed to
hyperinflation. The Government returned to dictating wage adjustments
until 1979, when a short-lived system of wage bargaining at the level
of the firm was created. This ended in the 1982 crisis, and the
Government returned to dictating the adjustments.
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Annex Table 5.3: ARGENTINA - REAL WAGES
(Index 1970=100)

Real Real -
Unskilled Skilled W Skilled/ Minimum W/ Real
Wages Wages W Unskilled W Unskilled Minimum W
1970 100 100 100 100 100
1971 103 97 99 102 108
1972 91 90 929 96 96
1973 99 97 98 103 112
1974 i1l 108 96 111 137
1975 99 101 102 90 103
1976 61 61 101 72 53
1977 64 65 102 75 51
1978 67 76 113 62 42
1979 75 90 121 67 47
1980 95 116 123 68 56
1081 81 100 123 68 64
1982 52 72 138 97 57
1983 72 75 104 97 85
1984 77 80 105 97 92
1985 60 63 104 80 62
1986 59 61 104 78 59
1987 61 66 105 85 65

Source: Sanchez (1987); Lopez & Riveros (forthcoming) and IBRD data (BESD)

Note: Wages of unskilled and skilled labor correspond to manufacturing and
are deflated by the price of tradeable goods (weighted average of
the GDP deflator for agriculture, mining and manufacturing). The
nominal monthly minimum wage is deflated by consumer prices.

Figures for 1986 and 1987 are provisional.
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protected segmeat in the labor market. Because wage adjustment applies to
the nation as a whole, relative wage movements fail to reflect differential
regional labor market conditions. Finally, the fact that wage adjustments
tend to apply more rigorously in urban centers has encouraged internal
migration.

5.09 Wages set through a centralized process obviously cannot reflect
labor productivity, since labor productivity is a matter for each
individual firm. A firm that must adjust its wages according to 2 govern-
ment guideline and follow restrictive job tenure policies (see below) can-
not adjust its staff to changing conditions; this partly explains why the
slow employment growth noted above has accompanied erratic output growth
since 1970.

C. Employment and Unemployment Trends

5.10 Despite huge fluctuations in economic activity, Argentina’s open
unemployment has remained relatively low. The main reason for this has
been that the public sector has continued to create employment. From 1974
to 1980, while GDP grew at a real average annual rate of only 1.9 percent,
average unemployment (for Buenos Aires, 20 capital cities and 5 non-capital
cities) remained at only 3.4 percent. GDP fluctuations in the 1980s pro-
duced an average unemployment rate of 5.1 percent, the same level observed
ip 1981 and 1982, two consecutive years in which real GDP declined.

5.11 Annual employment growth averaged only 0.7 percent from 1975
through 1987. In manufacturing and agriculture total employment declined
over that period. There was no significant change in the construction
sector. Employment expanded in services, particularly in the public
sector; it undoubtedly expanded as well in the economy’'s extensive informal
sector.

5.12 Labor force participation rates2/ have been falling and the
working age population has declined as a share of total population, and
these have contributed to keeping unemployment relatively low. Public
sector employment is nevertheless the main reason why unemployment has
remained relatively low. Public sector employment grew at an annual
average rate of 3.5 percent from 1960 to 1980 and 3.3 percent from 1980 to
1987. By comparison, wage employment grew in the 1960-198C period at a
yearly average of only 1.4 percent and total employment (wage plus non-wage
employment) grew at 1.3 percent (Llach and Sanchez 1984); from 1980 to 1987
total employment grew at an annual average rate of only 0.8 percent.

5.13 The most rapid increases in public employment have been in
regional and local governments: employment was 28 percent higher in 1988
than in 1983 (see Annex Table 5.4). The central administration’s employ-
ment was 20 percent higher. Employment in state enterprises was 6 percent
higher in 1988 than in 1983.

2/ The labor force participation rate is defined as the number of employed
plus unemployed divided by working age population (15 years and older).
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Annex Table 5.4: ARGENTINA - EVOLUTION OF PUBLIC EMPLOYMENT, 1971-1988
(In Thousands)

Public  Regional, Local

Administration Enterprises Government Total
al b/ cl

1971 572.7 399.4 483.7 1455.8
1972 581.7 407.5 500.9 1490.1
1973 601.5 414.3 518.0 1533.8
1974 625.2 429.1 364.5 1618.8
1975 637.4 441.0 630.8 1709.2
1976 638.0 476.7 646.7 1761.4
1977 643.1 438.2 661.1 1742.4
1978 582.7 418.9 688.6 1690.2
1979 564.5 387.4 726.9 1678.8
1980 557.1 374.4 721.7 1653.2
1981 573.5 350.1 724.2 1647.8
1982 574.5 334.7 725.0 1634.2
1983 548.3 325.8 747.2 1621.3
1984 605.5 348.8 720.1 1674.4
1985 622.4 360.3 752.3 1735.0
1986 637.5 351.0 795.2 1783.7
1987 650.2 341.5 910.5 1902.2
1988e 658.0 346.1 956.2 1960.2

Source: Secretaria de Hacienda

a/ Central Administration, Special Accounts, and Decentralized Agencies.
b/ Including the official Banking System.
c/ Permanent Staff in Provinces, MCBA and Tierra de Fuego.
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D. Labor Market Regulation and Efficiency

5.14 Excessive labor market regulation and intervention has contributed
to the disappointing wage trends as well as to inflexible intersectoral
labor mobility. The centralized wage setting discussed above is, of
course, one aspect of labor market regulation. Three additional aspects of
labor regulation influence labor market efficiency: the job tenure system,
heavy payroll taxation and the minimum wage legislation.

5.15 Employees are entitled to prior notice of dismissal and to a
severance indemnity, both scaled to length of service. The severance
indemnity now amouuts to one month’s current salary, up to a maximum
equivalent to three times the officially established minimum wage, for each
year of service. Seniority in formal sector firms averages about 12 years.
For an average worker, accordingly, the total maximum dismissal indemnity
is about 36 times the monthly minimum wage. This is not high (given the
current real level of the minimum wage), although it adds to the problems
of firms undertaking adjustment that need to reduce staff. Probably more
important, businessmen find they must deal with powerful labor unions and
undertake intricate legal procedures in ¢-' r to carry out such dismissals.
In all, th's effectively increases labor costs, discourages employment and
encourages m. "e capital intensive investment than would otherwise be
warranted over the long run. '

5.16 Like other Latin American countries, Argentina has a system of
payroll taxes that fund a variety of welfare programs. Employers’ con-
tributions go to pensions (12.5 percent of monthly earnings), housing

(5 percent), family allowances (9 percent), unemployment (8 percett), and
health (4.5 percent). In addition, there is a "thirteenth month’s" wage
payment each year and legal minimum vacations (which add another 3 percent
to total wage costs. 1In total, non-wage labor costs to employers amount to
46 percent of wage costs3/ This ratio is high relative to other developing
countries, particularly if compared in terms of per capita income.
Employees pay part of their pension (another 11 percent), health insurance
(another 3 percent), and certain other levies (about 2 percent), .o that
payroll levies on wages now total 58 percent.4/ There is a large difference
between what firms pay for labor and what employees receive, which inevit-
ably produces inefficiency. The benefits provided by the social security
system are considered extremely deficient, particularly in view of their
high cost. Workers who can afford to do so make supplementary contribu-
tions to private pension plans.

5.17 The real minimum wage has fluctuated considerably during the past
15 years (see Annex Table 5.3). Real levels are lower in the 1980s than
they were previously. The wage structure in formal sectors is generally
substantially above the minimum wage. Given the fact that the minimum wage

3/ These data have been obtained from the Price-Waterhouse report: "Doing
Business in Argentina" (1984).

4/ 1In 1985, the non-wage costs as a percentage of per capita income was
64 in Argentina, 42 in Brazil, 50 in Mexico, 24 in Chile, 21 in Korea,
44 in the United States and 17 in Japan.
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is a "floor" for formal sector wages, and that it still serves in some
measure as an indicative index, its increase may shift the entire wage
structure up, thus affecting inflationary trends.S/

5.18 The increasing importance of the informal sector, which is partly
a response to the burden of labor regulation, has reduced the effective
coverage of the regulation in the economy.

E. Protective Regulations and Equity

5.19 As noted earlier, Argentina’s labor market comprises protected and
an unprotected sectors. The protected sector is covered by mandated wage
adjustment and labor regulations. It comprises government, formal
services, import substituting industries, large agricultural firms and some
export industries. The unprotected sector, which comprises small firms,
informal activities and producers of agricultural goods for internal con-
sumption, is not covered by mandated wage adjustments and labor regula-
tions.

5.20 The simultaneous existence of protected and unprotected sectors
has the obvious distributional implication that workers in the unprotected
sectors are in a relatively poorer position than those in the protected
sectors. This is supported by the observed ratio of wages of skilled labor
to unskilled labor (see Annex Figure 5.4 and Annex Teble 5.3), which dis-
plays a clear increase between the mid-19708 and 1952 amid huge fluctua-
tions in aggregate real wages.

F. Recommendations

5.21 The Government should consider vigorously cutting its inefficient
activities and dismiss workers as necessary, not only with the severance
pay to which they are entitled, but with programs of income maintenance,
retraining, and placement. Private sector industrial federations might be
asked to participate in these programs. In addition, early retirement
programs might be introduced. The short-term costs to the public sector
can be expected to be compensated by lower public sector costs and higher
operating efficiency; over th¢ medium term, as workers are hired in more
productive private sector jobs, their increased productivity should ulti-
mately provide the public sector with more tax revenue.

5.22 The present centralization of wage-setting needs to bhe reversed,
so that wage rates can be set by each firm in accord with its own pro-
ductivity conditions. That is, some loosening must be permitted of the
present system under which firms revise their wage scales up with the cen-
tralized wage indicator.

5.23 The present system of wage taxation needs to be relieved. The
privece sector must be allowed to provide a larger share of the benefit
programs, since it could assuredly do so more effectively at lower cost.
This would in turn reduce the Government’s costs. The heavy labor taxation

S5/ This argument has been empirically substantiated in Paldam & Riveros
(1988). See also Sanchez & Giordano (1988).
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burde: must gradually bhe worked down over time, to reduce the cost to the
private sector of hiring workers. Measures to relieve the stringency of
job tenure would also be helpful to encourage the private sector to hire
workers.

5.24 More innovative approaches that might usefully be considered over
the medium term would include encouraging profit-sharing between owners and
their labur forces. This would permit labor costs to vary with firms’
performance. It should also have the effect of giving the labor unions and
their members a more direct stake in the profitability of the enterprises
in which they work.
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ANNEX CHAPTER VI: TRADE PCLICY

A. Trade Perfurmance

6.01 Argentina's postwar experience of persistent macroeconomic insta-
bility and a declining rank among countries according to per capita GNP was
preceded by the closure of its economy to foreign trade. Prior to the
Great Depression the share of imports (GNFS) in GDP kept close to 50 per-
cent. This indicator of openness fell to 5 percent at the end of VWorld War
II, and again in the mid-1950s. Since then, the import share has remained
near 10 percent without ever exceeding 11.5 percent in a single year (Annex
Figure 6.1). Exports as a share of GDP have followed the general trend of
imports, but have fluctuated heavily as a result of volatile international
commodity markets, stochastic shifts in domestic agricultural eutput supply
and variations in domestic aggregate expenditures. Since the onset of the
debt crisis, export earnings have exceeded import expenditures in all
years, but have continued to oscillate. As a result, the resource balance
has moved between a high of 7.5 percent of GDP in 1985 and a low of

.2 percent in 1987. A new upswing occurred in 1988 (3.2 percent) and
appears to continue into 1989.

6.02 The structure of Argentina’s imports and exports reveals the dom-
inating influence of the import substitution strategy (Annex Table 6.1).
Tariff and nontariff protectior has kept consumer good imports at less than
6 percent of total import expenditures, except for an average of 14 percent
in 1979-81, when a trade liberalization episode coincided with a period of
easy access to foreign credit. The remainder is taken up by primary
inputs, intermediates and capital goods. Reflecting lower investment, the
share of capital goods imports has declined from 20-24 percent before the
debt crisis to 12-16 percent since. On the export side, primary products
and agro-based manufactures contribute about 75 percent to the country's
export earnings. The policy of promoting the exports of non-agro-based
manufacturers ("industrial manufactures”) has not until recently been suc-
cessful in diversifying exports. Their export share has hovered between

13 percent and 21 percent before, in 1987, it jumped to 27 percent as a
result of tumbling agricultural earnings. In 1988, however, the share
increased further despite a strong recovery of agricultural export prices
and supplies. While some of this improvement may stem from the recession
beginning in mid-1988, this growth in nontraditional exports is also a
response to a substantive reform of the export regime that began in early
1987.

B. Import-Substitution Strategy

6.03 The overall contraction of international trade resulting from the
Great Depression and World War II was largely responsible for the initial
loss of Argentina’s exports and imports. Of more lasting importance, how-
ever, were the inward oriented trade and industrial policies initiated
during the 1930s, but maintained and intensified in the 1950s, when other
countries were increasingly removing their external trade barriers and e
rapid expansion of international trade flows took place. Successive
governments opted for the import-substitution strategy hoping to:

(1) foster investment and productivity growth through accelerated domestic
industrialization; (ii) achieve a higher degree of macroeconomic stability
by reducing the country’s exposure to volatile world commodity markets; and
(iii) support both targets with a policy of selective industrial export
promotion. These hopes have been frustrated.
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Annex Figure 6.1 - ARGENTINA~EXPORTS AND IMPORTS (GNFS), 1925-1987

{Percantage of GOP)
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X Exports v imports
Sources: 1. (1928 - 1984) Y. Mundisk, D. Cavaiio and R. Domenech, Agricuiture and
Economic Growth, Argentina 1913 ~ 1384. Forthcoming.
2. (1988 - 1887) World Bank, World Tables, 1288 - 1889 Edition.
Table 11.1 ARGENTINA - COMPOSITION OF EXPORTS AND IMPORTS, 1977-82
(in Parcent)

1977 1978 1979 1980 1991 1962 1983 1984 1985 1986 1887 .988°
EXPORTS 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 100.0 1000
Primary Products 40.8 41.1 404 398 488 398 48.6 . 463 438 38.9 s 4.0
Agro-based Manutactures 39.0 368 410 36.8 3.8 326 37 354 309 39.2 444 213
Industrial Manutactures 19.6 203 17.9 18.8 16.1 204 13.3 138 184 2.7 268 30.0
Fuels 0.5 08 0.6 s (X} 7.2 4.4 4.3 6.7 2.1 1.4 1.7
Unclassified 0.1 0.0 0.1 1.9 0.1 0.0 0.0 00 0.2 0.1 0.2 0.0
IMPORTS 1000 1000 1000 1000 1000 1000 1000 100.0 1000 1000 1000 100.0
Capital Goods 20.8 2.7 199 Qa8 23 147 14.2 13.2 18.7 "z 4.7 187
Intermodiates 604 892 8538 503 8538 659 708 724 636 733 683 690
Fuels 163 123 164 101 104 128 102 108 119 89 113 109
Consumes Goods 28 47 102 180 1128 X ] 3.3 38 s 6.0 (%] 44
Unclassified 0.0 0.1 0.0 [:A] 0.9 0.4 1.8 0.1 0.3 0.1 0.2 0.0
Source: INDEC
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(a) The first, easy stage of inward-oriented industrialization
(foodstuffs, textiles, clothing and leather products) was
already completed in the late 1940s. Import substitution in
the second, more capital intensive stage, would have required
substantial dynamism to avoid foreign exchange shortages.
Instead, recurrent external crises, followed by recessions
have stifled industrial expansion. As a share of GDP, manu-
facturing in the 1980s has returned to where it had been four
decades earlier. Investment has reached high levels
(28-30 percent of GDP) only in the late 1970s, but is
hovering between 10 percent and 13 percent since 1983, Most
disappointing has been the contribution to productivity
growth. A forthcoming study indicates that, over the long
run, total factor productivity in the nonagricultural sectors
(excluding government) has grown at less than two thirds of
the rate achieved in the agricultural sector.l/ 1Indicators
for the industrial sector suggest that total factcr
productivity has actually declined during the 1970s and early
1980s (para. 1.11). The momentum of industrial productivity
has stalled as: (i) scale economies which tend to become
increasingly important beyond the first phase of
industrialization could not be realized on the narrow
domestic markets; and (ii) import protection and domestic
industrial policies have relaxed the pressures of competition
that force managers to allocate resources efficiently and
that tend to drive the process of innovation.

(b) The closure of the Argentine economy, instead of reducing
macroeconomic instability, has arguably contributed to the
secular increase in the inflation rate and to the instability
of the real exchange rate. The share of exports and imports
in GDP turnea out to be less important for the country’'s
exposure to trade shocks than the mechanisms that enable the
open economy to cope with them. A price elastic aggregate
import demand and capital flows tend to absorb a good part of
the shock impact on the real exchange rate and thus on
relative prices, while the discipline of intense competition
keeps relative price changes from turning into a source of
inflation. These mechanisms have been weakened. Increasing
the import share of non-substitutable primary inputs and
intermediates rendered aggregate import demand price
inelastic; intermittent balance of payments crises impaired
the country’s access to external credit; and the creation of
sheltered domestic markets fostered a pricing behavior that
has added an inertial component to inflation. To overcome
the inertial forces, governments have repeatedly and
unsuccessfully, in the context of stabilization programs,
relied on fixing the nominal exchange rate, and have in the
end increased the instability of the real exchange rate.

1/ Y. Mundlak, D. Cavallo and R. Domenech, Agriculture and Economic
Growth: Argentina 1913-1984, forthcoming.
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(c) To relax the import capacity constraint and to reduce the
instability of export earnings, Argentine governments have at
various times since 1963 applied industrial export promotion
incentives. Until 1987, however, neither the share of
exports in total industrial production (fluctuating between
6 percent and 10 percent with the exception of 1985 when it
reached 13 percent) nor the share of industrial manufacturers
in total export earnings (8-9 percent) have exhibited an
upward trend. Two major reasons can be distinguished: (i) A
selective promotion policy faces inherent difficulties that
consecutive administrations have found impossible to solve:
(a) iite Government lacks the information to clearly identify
the potential winners on export markets and, in the Argentine
political environment, is unai iz to forge a lasting public
consensus on the selection meu:e. The incentives, therefore,
remain subject to change, i.e. cannot influence the 'ong-term
investment decisions required for the expansion of export
capacity and the access to export markets; and (b) selective
promotion measures invite countervailing duties (CVD) on the
side of importing countries, particularly the United States
and the European Community. (ii) Equally important for the
reluctance of Argentine industrialists to undertake irrevers-
ible export investments has been the volatility of the real
exchange rate for exporters which, in turn, has resulted from
the interaction of inappropriate trade and macroeconomic pol-
icies.

In addition, trade and industrial policies have contributed to macro-
economic instability through their impact on the public sector deficit.
Trade tax revenues have been an unstable part of the budget while the
revenues foregone through industrial promotion incentives and overcharging
on public sector purchases resulting from the "buy national" obligation of
public procurement have added up to 5 percent of GDP to the deficit. To
regain macroeconomic stability, therefore, the Government has correctly
emphasized that trade and industry reform not be postponed. The reform can
support the stabilization as it impinges both on the underlying fiscal
cause and on the inertial forces that have worked to give inflation a life
of its own.

C. Policy Reform

6.04 A political consensus has finally been estabiished in Argentina
that the import-substitution strategy has run its course. Beginning in
early 1987, the Government has transformed the consensus into an active
reform policy. To have started and continued the reform is a major
achievement considering not only the resistance of powerful vested
interests, but also the legacy of an aborted previous liberalization
attempt caught in the collapse of the 1979-81 stabilization program. The
experience of the previous export promotion and import liberalization
policies is reflected in characteristic elements of the cuirrent reform:
(1) a strong emphasis on the free trade status for exporters early in the
reform process, coupled with a phase-out of various specific export promo-
tion measures; (ii) a negotiated sector-by-sector approach to import
liberalization; and (iii) an attempt, not always successful, to maintain a
competitive exchange rate for trade transactions. 1In addition, recognizing
the complementary relation between foreign trade and domestic industrial
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policy instruments, the Government has taken care to coordinate the trade
reform with changes in the industrial policy. These will be discussed in
Annex Chapter VII.

The Export Regime

6.05 The supply of Argentine products to world markats has in the past
been restrained by the export regime, in particular: (i) export taxes and
equivalent differentials in the exchange rates for export and import trans-
actions; (ii) export license requirements aimed at giving domestic market
supplies priority over export supplieg; (iii) tariffs and quantitative
restrictions on imported inputs and capital goods used for export produc-
tion; and (iv) the imposition of domestic indirect taxes on exports which
amounts to double taxation as generally importing countries raise domestic
indirect taxes in addition to import duties. Since late 1987, the Govern-
ment acted on these barriers as follows:

(a) The average export tax rate (on a production weighed basis)
was reduced for agricultural goods from 18.2 percent to
4.1 percent, and for manufacturing goods from 9.5 percent to
0.6 percent. The production share of positions of the export
nomenclature (NADE) which are subject to export taxation was
reduced from 85.9 percent to 34.5 percent in agriculture and
from 43.4 percent to 6.3 percent in manufacturing. However,
after August 1988 the export tax equivalent of the multiple
exchange rate system for trade transactions more then compen-
sated for the direct export tax reduction. In the fourth
quarter of 1988 the export tax equivalent came to 17.4 percent
for agricultural commodities and to 12.7 percent for manu-
factures (including agro-based manufactures).

{(b) The Government has simplified the export licensing process
through a one-stop-window arrangement for exports (except
grains) shipped through Buenos Aires. However, it has not yet
reduced the number of NADE positions that are subject to
license requirements. The production coverage for these posi-
tions stands at 54.5 percent for agricultural commodities and
17.7 percent for manufactures. These controls continue to
cause both uncertainty and resource costs for exporters.

(c) The duty free admission of imported goods for use in export
production (temporary admission regime-TAR) has been extended
to all primary inputs and intermediates with small exceptions.
At the same time, the general import liberalization measures
have removed the control of domestic producer associations
over the import licensing process of these goods, and have
made import authorization fully automatic for about 85 percent
of the imports affected by the TAR. The new TAR complements
the older drawback scheme under which exporters can apply for
the reimbursement of duty payments after exports have been
shipped. 1In the inflationary environment of Argentina, a
comprehensive and automatic ex-ante TAR is the key instrument
for removing the direct effects of protection for imported
inputs. The duty exemption part of this measure has reduced
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the average production cost of manufactured exports by 3 per-
cent, while the cost equivalent of the automatic access is
possibly higher. 1In addition, the Government has introduced a
TAR for capital goods called ARGEX. Under this regime, appli-
cants have to enter multi-year contractual export commirments
with the Government. Almost all firms have chosen to avoid
such commitments, and have instead taken advantage of Decree
515/87 under which the Secretary of Industry and Foreign Trade
can grant duty exemptions on capital goods on a case-by-case
basis.

(d) The reimbursement of indirect domestic taxes has been extended
to the export of most industrial manufactures, though not to
agricultural and mineral commodities and to agro-based manu-
factures. The average rate of reimbursement (export-weighted)
for industrial manufactures increased from 6 percent to
13 percent, but stayed below 1 percent for all other goods.
While agricultural production is generally exempt from the
value-added tax, a substantial share of mineral and agro-based
production is not, i.e. the extension of indirect tax reim-
bursement has stopped short of being complete.

6.06 Before the turmoil in the foreign exchange market rate put a halt
to further reform measures in February 1989, the Government had been work-
ing on a sweeping reform of export licensing for industrial goods (includ-
ing agro-based manufectures). The reform would have removed all license
requirements that currently enable the Authorities to give domestic sup-
plies priority over export supplies, except for purposes of national
defense which are specified by law. Export licenses would only have been
required for goods that are subject to: (i) quality and sanitary controls;
(ii) environmental restrictions; and (iii) international agreements on
export restraints like the Multi-Fiber Agreement and bilateral voluntary
export restraints.

6.07 The Government has reduced the selective export promotion granted
through: (i) subsidies on incremental exports in the context of the PEEX
program that calls for multi-annual contracts between the Government and
the exporting firms; and (ii) Central Bank rediscounts of first-tier banks
pre-shipment loans and of foreign trade bills (post-shipment financing) at
subsidized interest rates. Since end-1987, the Government is grandfather-
ing the PEEX program, i.e. neither entering new nor extending old con-
tracts. The Central Bank has raised the interest rates on rediscounts in
several steps from 1 percent (pre-shipment) and 4.5 percent (post-shipment)
to 8 percent for both in August 1988. Commercial banks offer pre-shipmeant
financing at LIBOR plus about 2.5 percent. The measures of the Central
Bank have thus substantially reduced, but not removed the subsidy element.

6.08 Abstracting from the tax equivalent of the exchange rate, by end-
1988 the Guvernment had made impressive progress towards extending free
trade status to Argentine exporters:; it has already started to move away
from inefficient selective export promotion policies. The reform of the
export regime, however, is less than complete. The major issue is the
extension to agricultural and agro-based industrial exports. The export
taxation for these goods to some extent compensates for a weakness of
domestic indirect taxation (Chapter II1I), and this needs to be addressed.
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Beyond that, previous arguments for a general discrimination against agri-
cultural exports have been discredited by Argentina’s experience: (i) the
country’'s vulnerability against terms of trade fluctuations has increased
rather than abated in the wake of reduced agricultural exports; (ii) the
rate of productivity growth in the agricultural sector has been higher than
in the rest of the economy; and (iii) the static optimal tax argument for
commodities has lost relevance, as the country's share in the world exports
of its major commodities has fallen below 10 percent. In a number of
specific cases, furthermore, prohibitive export tax rates (up to 38 per-
cent) have served to create rents in user industries. Such rents are
costly for the economy as a whole.

6.09 Since February 1989, *he Government has been faced with a run out
of the national currency, which has rapidly been transmitted into hyper-
inflation. The Government has taken a succession of short-term exchange
rate and export tax measures and has temporarily suspended the reimburse-
ment scheme and the export financing facility of the Central Bank. Despite
the various tax and tax-equivalent measures, however, the short-term
incentives for exports have dramatically improved due to the nominal
devaluation of more than 1,000 percent within three months. These are, of
course, side effects of a hyperinflation that will eventually be stopped.
It is important that the disinflation package not undo the reform of the
export regime already achieved, but set the stage for the completion of the
reform.

Recommendations

6.10 Recommendations for the export component of the stabilization
package include:

(a) the imposition of an across-the-board export tax be used to
abolish all product-specific export taxes;

(b) export tax payments and indirect tax reimbursement claims be
credited against value-added tax payments if and when made;

(c) imports and exports be transacted at the same exchange rate,

Recommendations for the further reform steps, once the inflationary pres-
sure has abated, include that:

(d) the reform measures prepared for early 1989 be enacted;

(e) the subsidy element in the export financing facility of the
Central Bank be removed; allowing new exporters and small and
medium-scale firms access to the facility while charging an
adequate spread to cover the higher risk;

(£) the access of indirect exporters to the TAR, the indirect tax
reimbursement and to export financing be improved; and
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(g) the GATT code on subsidies and countervailing duties be signed
as would become possible with the phase-out of the PEEX and
other minor export subsidy programs and the removal of the
subsidy element in the Central Bank export credit facility; as
a signatory to the code, the Government would be able to con-
test the countervailing duties currently imposed by the United
States and the European Community against a number of imports
from Argentina.

The Import Regime

6.11 The Argentine import regime has in the past ascribed to the execu-
tive branch ample discretion over the issuance of import licenses. changes
in the tariff schedule and duiy exemptions on a project-by-project basis.
The discretionary element has been complementary to the corporatist
character of govermment-industry relations, most visibly in the work of
honorary commissions through which domestic producer associations advise
the Government on the issuance of import licenses to the private sector.
The "prior intervention" of these commissions has developed into the
equivalent of quantitative import restrictions (QRs) for goods that compete
with domestic supplies. Importing by the public sector (including public
enterprises) has only been possible with the approval of the Coumpre
Argentino Commission that has been dominated by domestic suppliers. The
Cumpre Argentino law stipulates that import requests are to be denied when
domestic substitutes are available at "reasonable prices." In reforming
the import regime the Government has rightly emphasized the reduction of
the discretionary element. However, the Government has not considered it
feasible to impose its concept of an ontimal reform. Instead, it has nego-
tiated the reform sector-by-sector, gaining leverage by bringing to the
table the organized interests of both sides, i.e. the competing domestic
supp.iers and the industrial users, though not the unorganized consumers.
The Government has in this way made impressive progress towards a more
rational import regime, though the outcome, as had to be expected, leaves
much room for improvement.

6.12 Between the second quarter of 1987 and the fourth quarter of 1988,
the Government has:

(a) abolished the prior intervention of honorary commissions
required for the issuance of licenses for the import of goods
under all but 2,033 of the 11,780 positions of the import-
tariff nomenclature (NADI); thereby reducing the production
coverage of QRs from 62 percent to 18 percent for manufactures
and from 29 percent to 2 percent for agricultural commodities;

(b) made the import authorization process fully automatic for
8,029 NADI positions (out of 9,747 positions that are no
longer subject to -the prior intervention of Honorary Commis-
sions) by rescinding the discretion of the Secretary of Indus-
try and Energy Trade, asnd transferring the authorization pro-
cess to the commercial banks;
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(¢) implemented the GATT code on import valuation, abolishing
official reference prices, rescinding the discretion of the
National Customs Administrator to set normal prices and,
instead, basing the calculation of duty payments on the
invoice;

(d) dissolved the supplier dominated Compre Argentino Commission
without, however, appointing a new Government dominated com-
mission; meanwhile "urgent" import requests are decided by the
Secretary of Industry and Foreign whereas "non-urgent” imports
are delayed;

(e) reduced the level of tariff protection by abolishing the
15 percent across-the-board surcharge of the Plan Austral and
installing a new schedule with the following characteristics
(0old regime in parentheses): (i) average production weighted
tariff rate for manufactures of 28 percent (43 percent) and
for agricultural goods of 20 percent (29 percent); (ii) tariff
band of 0-40 percent for NADI positions with 98 percent pro-
duction coverage (0-53 percent for positions with 95 percent
production coverage); (iii) maximum tariff rate of 50 percent
(115 percent); and (iv) the dispersion of effective protection
(standard deviation of effective rates of tariff protection at
the five digit ISIC level) has come down from 39 percent to
28 percent;

(f) abolished the discretion of the Secretary of Industry and
Foreign Trade to grant duty exemptions for capital goods
impor: 3 on a project-by-project basis, and, instead, appointed
a commission to advise on permanment tariff rate changes on a
position-by-position basis.

6.13 In addition, prior to the turmoil on the foreign exchange market,
the Government had been planning for the second quarter of 1989 to:

(1) further reduce the production coverage of QRs for manu-
factures from 18 percent to 15 percent; and

(ii) expand the fully automatic import authorization process to
all NADI positions not subject to QRs; this would also
increase the share of fully automatic TAR positions from
85 percent to 100 percent.

These measures were postponed as the Government became absorbed by the
unfolding crisis.

6.14 After the core measures had bLeen enacted in October 1988, the
Government weakened the reform with three steps:

(i) The Government imposed specific tariffs on 300 NADI posi-
tions with a production coverage of 2 percent. Since these
tariffs have been set at import prohibiting levels, they
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have the same effect as QRs, thus directiy undoing a part of
the October 1988 reform. Perhaps more importantly, intro-
ducing specific tariffs has compromised the credibility of
the program in the eyes of the Argentine public.

(ii) In the context of the tax reform law of December 1988, the
Congress reestablished the discretionary power of the
Secretary of Industry and Foreign Trade to grant duty exemp-
tions on capital goods imports on a project-by-project
basis. This distortion has in fact become more serious than
it had been before the reform because the tariff reform had
placed the rates for a large number of capital goods at the
upper end of the tariff band, expecting that the Tariff
Commission (para 10.10 (f)) would soon revise the wlrole
schedule for capital goods. 3So far the Commission is inop-
erative.

(iii) The Government has opened six anti-dumping cases, thus
departing from its long established and well-founded policy
of utmost reservation against this instrument. Since the
injury test under Article 717 of the Codigo Aduanero is
particularly undemanding (and inconsistent with the GATT
anti-dumping code), the experience of successful anti-dump-
ing cases could easily lead to a flood of new applications.

6.15 In less than two years, the import reform has come a long way
considering the political constraints under which the Government had to
operate. Though superior to the previous regime, the new regime is not
fully consistent with the Government’'s target of integrating Argentina into
the world economy, allowing the citizens to detect and capture their
dynamic comparative advantages. That target would be best served by a
fully automatic import regime, for both the private and the public sector,
without quantitative restrictions and with a flat moderate import tariff
except for goods used in export production. The reform process, however,
has had a distinct influence on the public debate, raising the awareness in
all major political parties that the remaining QRs, the new specific
tariffs and the procurement practice under the Compre Argentino law do not
serve the national interest well. The Government has thus opened the way
for further progress that might eventually lead to the comj:lete removal of
QRs and to the repeal of the Compre Argentino law.

Recommendations

6.16 The priority for disinflation requires that elements of the trade
reform process be strengthened that can support the stabilization process.
In addition, further reform steps should be planned so as to aid the
private investment response to the trade reform. Recommendations include
that:

(a) the structural reform package include the removal of all QRs
(including fully automatic import authorization) that were
exempted from the 1987-88 reform in conjunction with a
temporary tariff surcharge; and a subsequent tariff adjust-
ment bring ad valorem tariff rates into the band established
in 1988, 1IV;
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(c)

(d)
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the structural reform package include the removal of specific
tariffs; only for seasonal products should specific tariffs
at non-prohibitive levels be considered;

the tariff band be narrowed immediately from 0-40 percent to
10-40 percent; and work commence on a further narrowing of
the band to 10-20 percent together with a much lower average
tariff of about 15 percent; and

the Government use its decree power to restrict the applica-
tion of the Compre Argentino law to the miuimum required by

the law, i.e. preference for local suppliers at prices equal
to import prices including duties and domestic taxes; and

To support the private investment response to trade reform, attention
should be given to the import and domestic production of capital goods. It
is recommended that:

(e)

(f)

(g)

(h)

all capital goods not produced in the country be placed at the
lower end of the tariff band;

specific tariffs on components and inputs of capital goods
produced in the country be replaced by ad valorem tariffs at
the lower end of the tariff band;

the "Informatica Program" (Resolutions ME 978/85 and ME
418/86) be repealed; the program has severely hampered the
technological development of the country, particularly of the
domestic capital goods industry; and

a program to unify the tariff rates for capital goods produced
and not produced in the country be developed.
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ANNEX CHAPTER VII: INDUSTRIAL POLICY

A. Sector Performance

7.01 Rapid industrialization has been the central target of the twin
policies of import protection and industrial promotion. For nearly two
decades, however, the policies hav failed to even prevent the relative
decline of the industrial sector (Annex Table 7.1). Domestically, indus-
trial value added has grown dismally slow and at a lower rate than GDP at
factor cost. Internationally, the sector’s coptcribution to GDP growth has
been significantly lower than the average of relevant country groupings
(Latin America, middle-income and highly indebted countries). Though the
stock of fixed capital has apparently grown rapidly before the negative
trend shift of domestic investment that occurred in 1982, industrial
employment has fallen dramatically. implying a rapid increase in capital
intensity. The value added, labcr and capital stock figures in Annex
Table 7.1 strongly suggest that total factor productivity has declined
through the 1970s and early 1980s and has since recovered slowly from a low
level.

Annex Table 7.1: ARGENTINA - SELECTED INDICATORS OF INDUSTRIAL PERFORMANCE
(Average Annual Growth Rates in Percent)

1970-82 1982-87 1970-37

GDP (at factor cost) 1.06 1.60 1.22
Value Added a/ -0.52 2.85 0.46
Employment &/ -2.59 -0.47 -1.97
Fixed Capital b/ 5.97 0.35 4.29
Contribution to GDP growth c/ 0.13 0.74 0.31

Memo items

Contr. to GDP growth c/

- LAC d/ 1.90 0.64 1.53

- MIC e/ 2.25 1.24 1.95

- HIC £/ 2.33 0.42 1.76

a/ Meunufacturing sector.

b/ Stock of nonagricultural machinery and equipment.
c/ Industrial sector.

d/ Latin American and Caribbean.

e/ Middle-income countries.

£/ Highly-indebted countries.

Sources: World Bank, World Tables 1988-89 edition.
INDEC.
S. Goldberg and B. lanchilovici, "El Stock de Capital en
Argentina." Desarrollo Economico, No. 110 (July-September
1988).
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7.02 The failure of the industrialization drive is recognized by all
political forces in Argentina. The conclusions for industrial policy,
however, are a matter of debate because industrial policy impacts on indus-
trialization only in an indirect way and in interaction with other policies
and external events. Particularly, it is asked whether an active promotion
policy would not be successful in Argentina as it is perceived to have been
in several East Asian countries, if only the macroeconomic environment were
more stable and the measures of promotion would be planned more com-
petently. A growing evidence, “owever, supports another view, namely that
the policies of protection and promotion have contributed to macroeconomic
instability by: (i) fostering amn export-shy but import-craving industrial
scctor (Annex Chapter V); (ii) allowing the fiscal burden of promotion to
run out of control; and (iii) bringing about a non-competitive market
structure inducive to inflation inertia and to cost-push dynamics. The
State, furthermore, appears to have been weakened to an extent that invest-
ment incentives are bound to be appropriated by the incumbents of protected
industries, allowing them to raise rents, expand market shares and avoid
the need for adjustment and productivity enhancement.

B. Policy Impact

7.03 Fiscal Burden. Estimates of the fiscal costs of the numerous
industrial promotion regimes are difficult to come by. 1In 1987, the so-
called theoretical cost as a share of GDP amounted to 0.f percent for the
general promotion regime and 1.8 percent for the special regimes of four
provinces (La Rioja, Catamarca, San Luis and San Juan). The true revenue
foregone has probably been higher because the theoretical cost calculation
is based on the downward-biased estimates at the time of approval. The
fiscal cost for the Tierra del Fuego regime is estimated at close to 1 per-
cent of GDP. No estimates are available for the small sector regimes (min-
ing, forestry, fishery, shipbuilding, production and processing of wine,
sugar, tobacco, yerba mate and cotton, and production of internal combus-
tion engines). The core promotion instruments are tax exemptions and
deferments that can last for up to 15 years. The practice of approving new
projects on a massive scale has, for the foreseeable future, eroded the
base for the value added tax and the profit tax. The temporary suspension
of new project approvils under the general promotion regimes and the spe-
cial regimes for four provinces, which is part of the tax law approved by
the Congress in December 1988, has failed to restore the tax basis. The
same is true for limits on the open-ended tax benefits which the tax admin-
istration found difficult to enforce. In addition, the December 1988 law
has not been effective in preventing new project approvals as late as

May 1989.

7.04 Market Structure and Macroeconomic Instability. A recent Bank
Study on the Industrial Sector has shown that import protection and indus-
trial promotion have been instrumental in bringing about a dualistic market
structure, most commonly in subsectors producing irtermediate goods, but
also in various capital and consumer goods industries. The pattern is one
of a small group of large firms that collude more or less openly in matters
of price setting and sharing of investment incentives and supply contracts
with the public sector. The oligopolists coexist with a fragmented fringe
of small firms. The large firms enjoy substantial cost advantages, partly
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due to scale economies and partly to their ability to block the access of
fringe firms to the investment incentives granted under the various indus-
trial promotion regimes.

7.05 Without import competition, vutput prices under a colluding
oligopoly tend to be more rigid downward than upward: a slack in demand
might even push prices upwards as marginai costs increase because of scale
economies or as firms follow a full-cost pricing rule. Frequent inter-
sectoral demand shifts, which are typical for a country like Argentina
exposed to veclatile terms of trade, them ratchet inflation upwards. 1In
additiun, a colluding oligopoly tends to interact with strong unions in
triggering wage-push inflation. In both cases, the Government is faced
with the choice >f either choking off the inflationary pressure through a
severe recession or validating more inflation.

7.06 For the same reason, a policy of disinflaticn threatens to be
"extremely costly. The Government recognized this fact in the design of the
Plan Austral when it complemented orthodox stabilization measures with
direct price controls. 1In the Plan Primavera, the Government went a step
further by directly soliciting the cooperation of industry leaders in the
setting and overlooking of industrial output prices. The agreements, how-
ever, turned out to be inherently fragile as the industry leaders asked for
concessions (inter alia, on public sector prices and on tax rates) that
tended to undermine the orthodox component of the package. It is different
to envisage how the Government can avoid such inconsistencies without
exposing the key subsector to the potencial entry of competing imports.

C. Recent Developments

7.07 In September 1988, the Congress passed a new industrial promotion
law to replace the old general promotion regime and the regimes for La
Rioja, Catamarca, San Luis and San Juan, though not the regime for Tierra
del Fuego and the numerous small-sector regimes. The new law, which has
not yet been enacted, would replace open-ended tax exemptions with a fixed
amount of tax credits. The low-value added bias would be removed and the
capital-intensity bias reduced. The fiscal effect would be uncertain.
Most importantly, the acquired rights of beneficiaries of the old regimes,
that last for up to 15 years, would not be curtailed. In the context of
the December 1988 tax reform, the Government suspended the approval of new
projects under the old regimes and imposed limits on the tax exemptions.
These measures appear to have been circumvented.

7.08 At this point, policies of industrial promotion have been
thoroughly discredited in Argentina as instruments of fostering the indus-
trial contribution to growth and of raising productivity. 1In addition they
have prominently contributed to the fiscal collapse of the State. A
radical departure from the promotion policies is, therefore, in order.
Indeed, it is difficult to imagine that a package for stopping hyperinfla-
tion could be credible without the cancellation of acquired rights.
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Recommendations
7.09 It is recommended that:
N (a) a stabilization package include (i) the cancellation of

acquired rights under the old industrial promotion regimes
(Laws 21608, 22021, 22702 and 22973), and (ii) the restric-
tion of the Tierra del Fuego regime (Law 19640) to trade tax
exemptions; to lend credibility to these measures, the
Government might seek a constitutional amendment;

(b) the industrial promotion law of September 1988 not be
enacted, but a more efficient approach be taken to the
regional and national targets of that law as well as of the
Tierra del Fuego law: (i) the approach would assign the task
of regional promotion to the system of financial co-partici-
pation, leaving it to the Provinces to decide strictly within
their budget limits on the allocation of resources between
industrial promotion and public services; (ii) the approach
would recognize that trade reform is essentially removing the
rationale for the promotion of "priority projects®" on a
national level, except for the rare industrial cases of
strong positive external effects; resources for the promotion
of such exceptional projects could be sought in the Federal
budget on a case-by-case basis, rather than by establishing
ex-ante the amount of tax credits to be allocated annually to
new projects;

{c) to study the implications of the small-sector promotion
regimes (mining, forestry, fishery, shipbuilding, production
end processing of wine, sugar, tobacco, yerba mate and cot-
ton, and manufacture of internal combustion engines) with the
aim of integrating these sectors into the general system,

Regulations

7.10 Barriers to Entry and Exit. Opening the industrial sector to
international competition, it becomes increasingly important to enable
entrepreneurs to rapidly respond to new opportunities and allow firms to
exit operations that have become unprofitable. The suspended promotion
laws had virtually preempted new entries by concentrating benefits on
incumbents. In addition, they included capacity restrictions in the spe-
cial sector regimes. Continuing these policies would compromise the flex-
ibility of the industrial sector. The investment response of entrepreneurs
to new opportunities would be delayed as they would wait for the approval
of benefits, lest they be surprised by tne cost advantage of a competitor.
On the exit side, firms are hampered by labor and by bankruptcy regula-
tions. Compensation requirements add to the cost of giving up a production
line or a location. More restrictive appears to be an extended bankruptcy
procedure that binds resources in non-profitable activities. The dif-
ficulty to exit discourages entrepreneurs from investing into export pro-
duction which tends to be more risky than the production for a sheltered
domestic market. Managers then tend to expand operations by incremental
steps only, unwilling to shift resources to areas characterized by rapid
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demand changes and short product cycles. Furthermore, trapped in a certain
activity, entrepreneurs are highly motivated to seek protection against
changes in internatjomal market conditions.

7.11 Price Repulations. The Government has far-reaching powers of
regulating prices ané of intervening in the production and distribution of
goods and services . .uer the so-called supply law (Ley de Abastecimiento).
Except for drugs and a small number of focd items, however, these powers
have not bheen used to pursue industrial policy targets. Price controls
have intermittently been applied in the context of stabilization programs,
though the controls appear to have been handled flexibly allowing for rela-
tive price adjustments.

7.12 Public Procurement aznd Public Supplies. Heaknesses in public
procurement planning and internal procedures have led to a situation in
which a small number of large domestic firms share the market for goods
purchased by the public sector. The rents obtained by colluding suppliers
have not only added to the public sector deficit, they have also increased
the leverage of these suppliers in the respective domestic markets  YPF
and Gas del Estado have been obliged to give priority to domestic customers
without being allowed to freely negotiate prices. 1In genezal, the movement
of their domestic supply prices has not reflected changes ZIn internationail
prices, resulting at times in substantial implicit input price suvhsidies to
domestic user industries. The continuation of such sulsidies would not
only bear on the public sector deficit, it would also create new allocative
distortions as the protection and the investment promotion of v-her sectorvs
is reduced.

Recommendations

7.13 It is recommended that the Government:

(a) study, as a matter of urgency, possibilities for expediting
bankruptcy procedures;

(b) strengthen public sector procurement planning and internal
procedures to emphasize cost effectiveness and accountability
concepts; and

(c) phase out the subsidy element in the supply prices of YPF and
GDE.

As stated before (para. 10-16 (d)), it is further recommended that the
Government use its decree power to restrict the application of the Compre
Argentino law to the minimum required by the law, i.e. preference for local
suppliers at prices equal to import prices including duties and domestic
taxes.



- 93 .

ANNEX CHAPTER VIII: THE ENERGY SECTOR

A. Overview

8.01 Argentina’s energy resources are abundant and diverse, and include
oil, gas, hydropower and uranium. Since 1984, about half of the energy
produced was from oil, one-third from ge&s, six percent from hydropower and
nuclear, and the rest from biomass, coal and other sources. These
resources have been d2v:2loped primarily by the public sector. Because of
inadequate pricing and taxation, distorted investment and regulatory
policies which have compounded inefficiencies within the State owned energy
institutions, energy sector development has placed a heavy financial burden
on the public sector

8.02 Energy prices are generally set by the Government and are without
the discipline of linkage to international prices (for hydrocarbon fuels)
and marginal costs (for electricity). The Government is continually being
pressured by many different special interest groups (private companies,
labor unions, the provinces, public companies, etc.) to receive favorable
prices to resolve their financial problems. 1in attempts to accommodate all
these interests on an individual basis, complex distorted pricing, regula-
tory and taxation policies have evolved. Since prices are set by the
Government, these interest groups have little incentive to reduce costs or
save energy, but rather have a strong incentive to negotiate favorable
prices and special treatment.

8.03 Energy prices received by producers have not reflected economic
cost nor have they been high enough to cover financial costs. Public
energy producing companies have not been able to recover their capital
investments, to pa, their operating costs or to receive a reasonable
profit. Although producer prices are low, the high level of taxzation on
energy (particularly on oil products) tends to force final consumer prices
of oil products above econcmic cost, while most consumer prices for gas and
electricity remain below economic cost. Enesgy taxation is characterized
by a high level of taxation, a complex system of specific taxes, inflexible
earmarked funds, and multiple taxation at many stages. The overall impact
of the pricing and taxation system is to create severe distortions for both
producers and consumers, to create financial problems for public energy
companies and to lead to wasteful energy use.

8.04 Erergy demand is unusually high, reflecting wasteful consumption
encouraged by low consumer prices for electricity, natural gas, and until
the last few years, very low prices for oil products. Following the global
0il price shocks of the early and late 1970s, most countries increased
energy prices which promoted energy conservation. Argentina did not take
these measures and continues to have an elasticity of energy consumption to
real GDP greater than unity. (Countries which did adjust prices have
elasticities less than unity).

8.05 The most notable structural shifts in demand have been the steady
increase in final energy consumption of gas from 3 percent in 1960 to 27
percent in 1985 and the doubling of electricity use. Eleven percent of
final demand for energy in 1985 was electricity, 27 percent gas, 50 percent
petroleum products and 12 percent other fuels.
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8.06 Energy investment has be»n undertaken primarily by the public
sector and has been biased in favor of large scale power investment and
generally against o0il and gas investments. Although self-sufficieacy in
energy has been a major government objective, this goal has not been
achjeved. While production of electricity and gas has increased, oil pro-
ducrion has fallen steadily since 1981, leading Argentina to become a net
importer in 1987. Production rates in recent years have exceeded additions
to the resource base; the ::cuntry has depleted this most essential resource
to a critical level from which it will be difficult to recover. A recent
reassessment of gas reserves has shown that reserves are only three
quartexrc of former official estimates. Future supply will be seriously
limited if reserves are not discovered in the near future. Significant
potential exists to increase oil production and find additional low cost
natural gas, but fulfillment of this potential is frustrated by low natural
gas prices, lack of financial resources, distortions in the regulatory
framework that discourage private sector investment, and inefficiencies in
the State enterprises.

8.07 Investment in electric power supply to ieet ranidly growing
electricity demand has been based heavily on hydropower. This strategy has
been financially costly because of high capital cost and delays in con-
struction of large hydropower (and nuclear) projects. It has left the
country vulnerable to power shortages during periodic droughts, as occurred
this past year. Efforts to control the public sector deficit have com-
pounded the distortions in investment by cutting the smaller, more flexible
oil, gas, and rehabilitation investments while continuing to fund large
ongoing power projects. Unfortunately, the end result of the energy
investment strategy over the last decade has been to increase the share of
investment in large inflexible power generation schemes, which have had low
productivity for the macroeconomy, end t. decrease the share of investment
in oil and gas exp.ioration and production which could have provided valu-
able exports during the period of high world oil prices.

8.08 Regulatory Policies and Institutional Structure of the sector has
resulted in overlapping responsibilities of many government agencies
governing operations of the State energy enterprises. This has prevented
the development of clear and consistent guidelines for operations and has
discouraged public and private entities from pursuing the most profitable
activities.

8.09 These pricing, investment and regulatory policies have imposed a
heavy cost on the economy and will continue to do so, unless urgent reforms
are undertaken. It is estimated that $10 billion in potential revenue for
the Government and economy will not be realized over the next seven years,
if no action is taken to: (i) restructure energy pricing and policies;
(ii) redirect investment priorities; and, (iii) change the regulatory
environment. Of primary importance is the need to reduce subsidies,
increase producer prices and explicitly link hydrocarbon prices to inter-
naticnal prices. To do this properly requires reform of the energy tax
system in order to simplify struccure and adjust tax rates. These reforms
are crucial to reducing wasteful energy consumption. They will also
improve the financial position of State energy companies, so that important
ongoing investments can be completed (such as the Yacyreta hydropower dam)
and productive oil and gas investments can be made. Concurrently with the
price and tax changes, certain regulatory and institutional changes are
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needed to eliminute overlapping regulatory functions and, within each sub-
sector, to: (1) improve operational efficiency; (ii) increase private
sector investment; and, (iii) encourage competition. Described below are
issues and recommendations to reform the system of subsidies, pricing and
taxation, to increase oil and gas supply, to ‘mprove gas utilization, to
improve refinery operations and improve operations and investment strategy
in the power sector.

B. Energy Subsidies, Pricing, and Tazation

8.10 Many of the inefficiencies and problems in the energy sector, for
both producers and consumers, derive from the current complex system of
subsidies, pricing and taxation. Most producer prices received by State
companies for crude oil, gas and electricity are helow financial and
economic cost; this exacerbates the fimancial problems of both these enter-
prises and the public sector. There are large subsidies to private sector
entities and the provinces. The heavy taxation of energy fuel. is overly
complex and is misapplied; this creates financial as well as economic dis-
tortions. Accelerating inflation in 1989 has unfortunately reduced real
energy price levels. However, the current crisis situacvion does provide an
opportunity to make urgently needed reforms in the energy pricing, taxa-
tion, and subsidy system.

Subsidies

8.11 iMany private sector entities that sell equipment and inputs to
state enterprises, receive favorable prices above economic and financiai
costs. Those which obtain feedstock from state enterprises (such as
private petrochemical compsanies and private refiners) pay prices below
economic and financial cost. Financial distortions are particularly large
in the hydrccarbons subsectur, where it is estimated that subsidies cost at
least $2,200 million per year. This figure includes approximately $1,390
million in subsidies to privete sector entities, $327 million to the
provinces as excess royalty payments, and $500 to 670 million for costs of
the "Compre Argentino” policy. This financial drain has contributed to the
severe financial problems nf YPF and GJdE and, 3s a result, the country.

Pricing

8.12 Retail prices paid by the final consumer for petroleum products
during the fourth quarter of 1988 were generally much above economic cost
(varying from 5 percent to 222 percent above, with gasoline being the high-
est) due to large taxes on petroleum products. Natural gas and electricity
are also taxed, but final consumers pay prices which are significantly
below economic cost (particularly residential gas consumers, residential
electricity consumers, and other gas consumers). As shown in Annex Table
8.1, in the fourth quarter of 1988 all gas prices (without taxes) were very
low, 41 percent to 57 percent of economic cost, while residential electric-
ity prices were 51 percent to 63 percent of economic cost. These consumer
price distortions encourage wasteful consumption of electricity and gas and
distort oil product demand patterns lending to costly refinery imbalances.
Unfortunately, the accelerating inflation and sharp devaluations in 1989
have eroded the real energy price levels and reduced ratios of domestic to
international prices. A permanent erosion of real prices will have serious
economic and financial consequences for the sector.
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8.13 The indirect and direct costs of pricing distortions to the
economy have been large, in excess of $3 billion over the last 10 years.
This is additicnal net revenue which could have been earned through:

(1) increased oil and gas production; (ii) reduced waste of energy,
improved production incentives; and, (iii) more efficient energy use.

Taxation

8.14 Argentina imposes very high taxes on the energy sector. Taxes
collected and paid by the energy sector have risen in the 1980s to account
for a full 20 percent of national government tax revenue. This is unusual
for a country that is not a significant exporter of energy. The rise in
energy taxes has resulted in part from the deterioration in the collection
of broad based taxes, such as VAT and income taxes at a time when the need
to re. «ce to the consolidated public sector deficit is urgent. In addition
to this high overall level, the structure of taxation has many serious
problems. Numerous taxes at various levels distort incentives throughout
the production process. There is a very complex inflexible system of ear-
marked taxes. Little or no reliance is placed on corporate income tax.

8.15 This high level of taxation (which in most cases has not been
completely passed on to the consumer) has had a negative financial impact
on the public sector energy enterprises. The public ¢nergy sector (YPF,
GdE, and national power companies) had an aggregate operating income of
US$3.6 billion in 1987 and US$4.8 billion in 1988. However, after sub-
tracting a myriad of sales taxes, fuel taxes, provincial taxes, federal
taxes and royaltie. the sector had a consolidated net loss of around US$2
billion each year. The cash flow for 1987 and i588 is a negative US$0.9
billion. This has affected the ability of these companies to make invest-
ments and has forced the Central Government to increase transfers to the
sector., For example, in 1987 the Government received US$2.6 billion in
taxes and royalties, but it also provided compensation to the sector of
US$2.76 billion, leading to a net transfer to the sector of $0.16 billion.
In 1988, after imposing large taxes on gasoline, the net transfer was a
positive US$1.4 to 1.7 billion to the Government.

Recommendation on Subsidies, Pricing and Taxatioa

(a) Remove the subsidies to private sector entities as quickly as
possible through a phased program of feedstock price
increases and reduction in "Compre Argentino" costs.

(b) 1Increase prices of crude oil, natural gas, and refined pro-
ducts as quickly as possible to cover economic costs, and-
explicitly link these prices to the international value of
these products. (This implies elimination of preferential
industrial diesel and fuel oil prices, increases in natural
gas prices (before tax) of about 50 percent, and increases in
LPG prices (before tax) by about 20 percent to reach economic
levels). Increase electricity prices (before tax) to cover
marginal cost (this implies an increase of about 20 percent).
Preserve lifeline rates for poor consumers of gas and
electricity. (The price increases refer:.d to here are
approximate increases, above inflation, from prices prevail-
ing fourth quarter of 1988).
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{c) Restructure the taxation of energy by: (i) merging all
existing taxes (except VAT) into one ad valorem tax applied
to the commercial price; (ii) reducing tax rates so as to
create a more efficient and equit-ble structure; and
(iii) applying VAT uniformly to all fuels. New ad valorem
tax rates (as percent of commercial price, and also shown as
"new taxes" in Annex Table 8) are as follows:

Present Proposed
Gasoline
-Extra 193 165 to 180
-Regular 156 135
Gas-o0il 105 105
Diesel 45 30
Kerosene 46 30
Fuel 0il 48 30
LPG 20 30
Natural Gas 44 30
Electricity 38 30

(d) All fuels would be subject to an ad valorem tax of 15 per-
cent, for a single Energy Fund, a VAT of 15 percent, a road
user charge for road funds of about 35 percent on transport
fuels, and extra taxes on gasolines and gas-oil.

(e) Commercial prices, on which taxes are based would be: ex-
refinery international prices for oil products, 90 percent of
international fuel o0il equivalent for natural gas and long
run marginal cost (LRMC) for electricity. 0il products and
gas prices should be explicitly tied to international prices,
The ad valorem tax should apply to electricity to cover the
higher financial costs of electricity (about 15 percent
higher than LRMC), to contribute to investment and limit
interfuel distortions. Also, income taxes and possibly an
income surcharge tax should be applied to YPF, which will
earn more income.

8.16 The potential net fiscal impact of the combined tax, price and
subsidy recommendations would be $1,300 million per year, which should go
to urgently needed investment and help reduce the fiscal deficit. (It
would be proportionally less if subsidy reduction and price increases were
phased in more slowly). While tax rates would decline, producer prices

" would increase and more tax revenue would be collected from i...ome and
windfall profits taxes. Revenues going to Energy and Road funds would be
preserved at.their present level. The impact on consumers would be
minimized by the new lower tax rates and lifeline rates for poor consumers.
Energy price increases should have a small impact on poor households due to
the small monthly energy expenditures by the lower income groups.

8.17 In addition to numerous improvements in efficiency and incentives,
that could lead to large savings for the country, the price increases would
dampen demand for energy. The immediate short-run effect of raising prices
(above inflation from fourth quarter 1988 levels) is estimated to be an
annual savings in oil equal to about $70 million/year increasing to savings
of $200 million/year by the mid-1990's. Energy prices have fallen in real
. terms during the rapid inflation in mid-1989. If, for example, all energy
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prices were instead reduced permanently to 30 percent below the levels of
fourtlL quarter 1988 in real terms, the subsequent increase in demand is
estimated to entail a loss of $180 million per year in the short run, grow-
ing to §560/million per year by the mid-1990°'s. Argentina simply cannot
afford to pursue such a costly strategy of low real energy prices.

Anaex Toble 8 -1: ARENTINA - CONPARISON OF SERQY PRICES AD CITS

PERCENTAQGE RAT10S e PERCENT OWUNGE
{Increase+ Dacrease-) to
Commercia! Price Commercisl Price Commercisi Price Commerciei Price go from Commercial Price
wfc tanes w/tazes w/tanes w/new texes (=z/taxes)
FUEL to Economic Price to Economic Price to Economic Price to Economic Price to Economic Price
w/o taxea w/o tenes 2inew _taxes w/o Saxes {w/new taxes)
PETROLEM PRODUCTS
(A/cubic meter,10/68)
Qsoline
-Reguisr 118 08 118 250 -18%
~Preniye 109 322 118 280 -13%
Kerosene Q6 140 107 130 ~-6%
Qesoi ! o4 104 92 210 - ]
Diesef
~-Industry/Other 7% 118 ) 180 13%
-Poser Sector 52 78 a7 15 40
Fuel
~Industry/Other 123-149 a8-108 68-8C 130 50 to 24
-Pomer Sector 78- 94 59-71 51-62 115 95 to 61
LPG (A/48 kg) o4 100 7 180 20
NATURAL, QAS (USS/MCF, 08/68)
~Residentis| /Commercinl 48-41 71-82 54-49 130 83 to 103
~Industrial e7 100 79 130 k14
~Power 62 4 62 118 2
-Refining 56 as es 130 50
ELECTRIC POWER (USc/Ksh)
Segbs
~Residentist .3 72 58 130 79
~Commerciot 158 247 190 180 -52
~Industrisl 76 119 92 130 %
Average of 10 Major Utilities
~Residontist 63 a7 67 130 S0
-Commercial 182 289 207 © 180 -48
~Industrist [-14 128 97 130 3

Coemercisl prices snd tax rates ms of October 1988; economic prices of ges linked to ite opportunity value of the merginal fuel (fuel oif)
plus difforentinl distribution coste for residential; econcmic prices of electricity sre based on marginal cost. New tsxes refer to proposed
new tax rates. Econocaic prices w/o taxes for petrofeum products based on spproximeste international petroieum product prices plus

distribution cost in fourth quarter 1988.
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C. Petroleum and Gags Supply

8.18 Production of crude oil fell 14 percent from 1981 to 1987, and
continues to decline (excluding a short-term surge in gas liquids produc-
tion in 13288;. YPF's production, which accounts for two-thirds of all
crude oil production, fell 17 percent from 1983 to 1987. Fewer development
welly were drilled during the period 1981-1987, largely because of lack of
funds for new investments, although the total number of actively producing
wells was higher by 1987 (up 18 percent), which meant that per well produc-
tion had dropped about 27 percent between 1981-1987. Consequentls,
increasing investments would be requireu to maintain the same crude oil
production, as per well production rates probably will continue to decline.
If YPF's actual exploration and development investment continues to be only
about US$§500 million per year, oil production is likely to decline at 3
percent per year, leading to increasing crude oil imports (Minimum Supply
Scenario as shown in Annex Figure 8.1). While new oil exploration and
production contracts under Plan Houston have recently been signed, any
additional o0il production from Plan Houston is likely to occur only in tle
mid-1990's and is likely to be moderate. Petroplan, if implemented, would
make only marginal additions to production.

8.19 Additional investments in oil and gas exploration are urgently
needed to maintain and, if possible, expand production to avoid costly oil
imports and gas shortages in the early to mid-1990’s. Additional invest-
ments of about $300 to §500 million per year could lead to increasing oil
production and even oil exports (Maximum Supply Scenario, Graph 13.1).
Such an expanded program would have large benefits for the economy; even
under very conservative assumptions (i.e., assuming a low world oil price
projection of $11/bbl, and relatively high production costs), the net
present value of such a program is near $1 billion. The net present value
is substantially higher, over $6 billion, if projected future world oil
prices are at higher levels ($16/bbl) and local production costs can be
reduced by 40 percent. Production costs could feasibly be reduced by

40 percent through a combination of: (i) efficiency improvements; (ii)
lower local costs, due to a lower real exchange rate; (iii) higher effi-
ciency of private sector investment; and (iv) reduction in "Compre
Argentino®” (which alone adds extra costs of 40 percent).

8.20 Mobilizing such large additional investments is very difficult, if
not impossible, from scarce public investment f-nds. More private sector
investment is needed. Since the o0il sector has an advantage over other
sectors in mobilizing domestic and foreign private investment, petroleum
policies should be oriented toward attracting as muchk private sector
investment as possible. Investment undertaken by the private sector is
also like to be lower cost and more efficient than public investment.

Recommendations on Increasing Petroleum and Gas Supply

(a) Increase investment in exploration and development for oil
and gas, above levels of the last several years, through a
combination of increased public and private sector
investment.
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(b) Adopt incentives for increased private sector participation
in petroleum exploration and production operations, as
follows: (i) 3ncrease the prices to be paid at the wellhead
for newly found crude o0il and natural gas and for any incre-
mental production of these hydrocarbons; (ii) eliminate
obstacles for more rapid approval of coatracts for erplora-
tion and production under the Houston Plan; (iii) increase
exploration in new areas by offering additional technical
information: (iv) implement the so-called Petroplan, thus
allowing the private sector to operate some of the YPF
marginal areas; (v) move towards wider private sector
participation in YPF's operations, through jecint venture or
traditional service contracts.

(c) Improve efficiency of operations within YPF and GdE. YPF has
already begun to undertake organizational changes and effi-
ciency improvements. Key recommendations include:

(i) Change organizational structure to allow
operating departments to function as true
cost/profit centers.

(ii) Establish clear transfer prices between
various operating departments.

(iii) Improve strategic planning capabilities and
prepare a long-term investment program.

(iv) Improve efficiency in upstream and down-
stream operations through selected invest-
ments and corresponding technical
assistance.

(v) Install management information system and
increase training.

(d) Establish an effective regulatory mechanism for setting and
implementing petroleum policy which: (i) eliminates the
preseut unproductive overlap of responsibilities, (ii) sets
clear guidelines for operations of public and private enter-
prises; and, (iii) provides equal treatment for both YPF and
private companies.

D. Natural Gas Utilization

8.21 Natural gas is playing ar increasingly important role in Argentina
as a source of energy for power generation and industrial production and as
a residential and commercial fuel for cooking and space heating. Over the
past ten years, production has increased 5 percent per year, and it is
projected to grow 4 percent per year through 2000. However, the policy of
rapid development of natural gas was based on an overly optimistic estimate
of proven natural gas reserves. A recent review of the proven reserve base
reduced natural gas reserves by about 25 percent and brought into question
the advisability of promoting natural gas use. Argentina’s proven natural
gas reserves are adequate to meet current needs, but as consumption
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increases new reserves must be discovered to maintain an adequate
inventory. The existing pricing structure provides little incentive to
explore for and develop natural gas. If the nation's goal of increasing
the use of gas to replace exportable liquid fuels is to be fulfilled,
incentives to explore for natural gas must be provided and an accelerated
explorat.’ 1 and development program must be initiated.

8.22 An accelerated program to develop additioral gas resources will
have significant benefits for the national economy. Net benefits of such a
program over the next 10 years are estimated to be USS$4 to 6 billion
through the substitution of gas for more expensive oil products and
electricity. Analysis indicates that the economic cost of producing and
delivering gas to consumers is less than the economic net-bac* value for
all projected uses, except for methanol and fertilizer production. Natural
gas is more efficient and lower cost than many other fuels. More use of
gas in the residential sector would be desirable, as the cost per unit of
useful energy is lower than substitute fuels (e.g. one third that of
2lectricity). The financial cost of producing gas, including royalties,
VAT, and income taxes, as well as a reasonable return on equity invested in
gas production, is less than the internationally-based price of liquid
products. An appropriate pricing structure based on the international
value of the fuels that natural gas could replace would generate sufficient
revenue to attract investment in gas exploration and develcpment.

8.23 If no new rererves were developed, the economic cost of supplying
natural gas for some petrochemical projects would exceed the net-back
value. Therefore, gas should not be used for these purpose unless addi-
tional reserves are discovered (as seen in Annex Table 8.2). The existing
pricing structure for petrochemical feedstocks is complex and the retention
price received by the feedstock supplier may not be sufficient to encourage
development of new natural gas reserves. Even if gas reserves are
increased by 40 percent over the next ten years, the economic benefits of
some petrochemical projects, notably the methanol project in the Austral
region, are marginal. 1If proved gas reserves are increased by about 8
percent (40,000 MCM) there will be enough gas supply for all the power
sector thermal stations which are scheduled for installation through 2000.

Annex Table 8.2: ARGENTINA - COMPARISON OF ECONOMIC COST
AND NET-BACK VALUE ON

AIC

Supply Depletion Economic Net-back
Sector Cost Allowance (5) Cost Value

§/MCM $/MCM S$/MCM S /MCM
Residential 85 25 110 200
Comm/Inst. 83 25 108 203
Genl.Ind. 41 25 66 121
Cement 30-50 25 55-75 92
Power 38 25 63 79
Fertilizer 17 25 42 30

Methanol 17 25 42 15-25
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8.24 Excess gas transport capacity is likely to become available in the
NEUBA pipeline in the early to mid-1990's, so it is urgent to first
accelerate exploration for gas in the Neuquen area (which is close to
NEUBA). Policies must be implemented to accelerate exploration and produc-
tion of gas in other regions as well. 1In addition to developing new
reserves, the delivery infrastructure must be expanded to meet growing
demand. The timing of the expansion of the north (and possibly the south)
gas lines, is dependent on the size of potential resources in Neuquen. If
the pipeline system is not expanded, the capacity of the system, including
the expanded Neuba II pipeline, will reach a limit in 1996. Even with
assumptions on relatively low growth in gas demand, there would be no
opportunity for further growth in gas supply, and the available gas would
have to be conserved for the highest value users. An interruption or slow-
ing of the pipeline expansion program would have significant economic costs
since the value of the fuels that additional gas could replace would be
much higher than production and new pipeline costs. If the expansion pro-
gram were delayed five years, the cost of the extra liquids fuels burned
during the 1996-2000 period would be about $200 million in present value
terms. This clearly illustrates the benefits of expanding the pipeline
system to keep pace w.+h the growing demand.

8.25 An additional problem of gas utilization is the utilization and
pricing of natural gas and natural gas liquids (NGL’s) in petrochemical
projects. The current pricing system is inflexible and producer prices are
too low to encourage development of new gas reserves. A new pricing
formula is needed. A new formula could index the producer price to the
international price of alternative feedstocks such as naphtha. This is
somewhat similar to the method now used, but instead of the retention price
and rebate structure, the supplier would negotiate directly with the buyer.
A floor price for natural gas would have to be established, as well as the
appropriate base price and indexation factors. For projects such as
methenol or MTBE production, where dry natural gas is the feedstock, a
product price based system would be preferred. The focmule could provide
for a fixed price during the start-up and market development period. Sub-
sequently, if earnings exceeded a fixed level, the feedstock supplier would
receive a share of the "excess" earnings.

Recommendations on Improving Natural Gas Utilizatjon

(a) Implement a controlled transition to a new pricing system.
During this transition period a new system of coatrolled
prices would be put in place while needed studies and insti-
tutional arrangements are completed. This would entail:

(1) gradually increasing the controlled price to just below
the international level of fuel oil, for the industrial
sector, plus additional distribution costs for the other
sectors; (ii) eliminating arbitrary transfer prices for
natural gas and natural gas liquids; (iii) establishing a
system for regulating downstream gas operations as public
utilities; and (iv) ultimately eliminating retail price
controls except the margin for delivering gas from the well-
head to the consumer. The tax regime will have to be
modified to assure that all types of energy which compete
with natural gas are subject to the same unified energy tax
(on an energy equivalent basis) as natural gas. The
Government should also capture a larger share of the economic
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share of the economic rent from the producer in the form of
an income tax and windfall profits tax.

(b) Set the retail price of natural gas in the industrial and
power market equivalent to, or nearly equivalent to, the
price of fuel o0il, the next best substitute and the marginal
fuel displace’ by incremental gas production The price in
the residential and commercial sectors should be set to cover
the additional incremental trarsmission and distribution
costs plus an excise tax, if needed, to reach kerosene
equivalent.

(c) Unless addi%;onal gas is discovered, do not use gas for
methanol or fertilizer production.

{(d) Set up a regulatory system for natural gas transmission and
distribution. Increase competition in gas supply by allowing
producers to sell gas directly to consumers.

(e) Expand YPF exploration in the Neuquen area. Prepare a
strategic plan for optimal least cost gas exploration/pro-
duction and pipeline expansion options.

(f) Establish and implement a new pricling formula for natural gas
and natural gas lignids used in the petrochemical industry
based on alternative feedstock and profit sharing principles.

(g) Undertake studies on:

(1) Gas demand, which account for different
demand growth rates, different price assump-
tions and cost/benefit a~+lysis of gas use
in each sector.

(ii) Cost of service and tariffication to
establish long-run marginal cost of pro-
ducing, transporting and distributing gas.

(iii) 1Institutional structure to regulate gas
distribution and transmission.

(iv) Pricing options for NGL's used in petro-
chemical sector.

E. Refining Operations

8.26 In recent years large investments in refinery conversion have been
made to convert lower value fuel oil into more valuable diesel and gas-
oline. It had been hoped that increasing gas production would displace
fuel oil which could be refined in the new conversion units. However,
declining invcstment in oil production has reduced oil supply for refining
and deman for gasolines has gone down sharply due to higher retail prices
(from new t ses). Therefore, because of both reduced crude supply and a
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distorted demand pattern for oil products, the refinery sector cannot
operate in an optimal manner. At present there is an excess of refinery
capacity: there are surpluses of gasoline (which cannot be exported due to
low quality and logistical problems) and shortages of fuel oil. Steps need
to be taken to profitably utilize excess refinery capacity, improve opera-
tional efficiency in refineries, and restructure the demand pattern for oil
products.

8.27 The large installed capacity of Argentine refineries, almost twice
domestic requirements, can be considered a resource waiting to be
exploited. A US$1 per barrel marginal profit might be obtained frem pro-
cesging additional crude oil and exporting the products, which could earn
US$35 million pe: year in revenue. In addition, the lack of optimization
causes opportunity losses, worth possibly US$50 million per year, which
could be earned if the products were to be brought up to international
market quality and then exported. Marginal refinery capacity could be
economically employed for generating exports and for arranging third party
(foreign) processing agreements. However, the existing 10 percent tax on
refined crude oil effectively kills the incentive to optimize this
resource, in much the same way that unrealistic and unnecessary price con-
trols distort demand and stifle efficiency of operations for the domestic
market. Thus, a pre-requisite for optimizing the Argentine refining
industry is to link crude oil and ex-refinery product prices to interna-
tional values and eliminate of distortionary taxes, which reduce the
effective use of this industry’s potential.

8.28 Although the Argentine refining industry has moved to higher value
production, there is further scope for improving yields, efficiency and
profitability. Refining capabilities to produce these higher valued yields
have not been fully utilized. The basic reasons for a consistent lack of
optimization include the following: (i) import and export controls, which
have reduced the refi~eries ability to balance crude slates and >roduct
yields with international market requirements and standards; (ii, industry
reliance on government protected refinery margins; (iii) domestic price
controls, which maintain overall prices at low levels relative to interna-
tional markets, and which distort price spreads between different product
grades; (iv) strategies by the private refiner to overcome, both the local
regulations and distorted price structures, to increase private company
profitability at the (partial) expense of YPF refineries; and (v) inability
of YPF to act promptly as a profit seeking entity.

8.29 One solution to overcome these problems is to create an adequate
operating environment for all the refineries, which would encourage better
economic use of existing facilities, both to increase production to satisfy
the domestic market and, at the same time, be able to export substantial
volumes to maximize foreign revenue. These objectives may be reached by a
combination of adequate regulatory changes and price and tax changes.

Recommendations on Refining Operations

(a) Improve refinery utilization. Options could include the
award to refineries of throughput licenses o allow the
utilization of various different kinds of domestic crude
oils, to obtain the crude slates that can be utilized to
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maximize profits. The comhbined value of putential optimiza-
tion of domestic product qualities is estimated at US$60
million per year.

(b) Expand physical port facilities and control infrastructure to
expand import/export of crude oil and products. Upgrade
marine terminals.

(c) Take measures to improve rei{inery efficiency, reduce losses,
improve product blending, handle high sulfur crudes, handle
heavier crudes and export excess naptha.

(d) Take steps to allow further increase of private sector
participation in downstream operations, where the main
options that can be considered include the following:

(1) selling off specialty producing refineries and plants;
(ii) disposal of the transport fleet; (iii) selling shares in
the large YPF refineries and petrochemical plants; (iv) con-
tracting out more of the drilling, well service and wcrkover
services; and (v) privatizing the pipeline transportation
system for both crude oil and products.

F. Electric Power Sector

8.30 Argentina has traditionally enjoyed reliable and extended
electricity service, provided originally by private companies and. since
1960, with increasing participation of the national ucilities. In the last
16 years the country has increased its total installed capacity at a rate
of 6.4 percent p.a. and developed a large National Interconnected System
(NIS) which covers a substantial part of the country supplying about

90 percent of public electricity services. Currently, about 95 percent of
the total population has access to electricity. Past investment has been
biased toward large hydropower investments. This bias has put a heavy
financial burden on the sector and has resulted in power supply being
excessively vulnerable to power shortages during droughts (as in 1988/89).
Some large plants are not yet completed but are near completion. One major
issue is how to make the power sector more financially self sufficient
(through tariff increases and cost reduction) so as to be able to finish
ongoing projects. However, the sector faces importan: problems arising
from: (i) an inadequate legal/institutional frameworlk, (ii) lack of con-
sistent planning, (iii) deterioration of generation and distribution facil-
ities as a result of the reduction in investment and pocr operating and
maintenance practices, and (iv) a weak financial situation characterized by
a heavy foreign debt burden and low level of internal cash generation, cue
mainly to rate levels which Go not reflect costs. The economic difficul-
ties now faced by the country call for an increased effort to conduct power
activities efficiently and economically, thus reducing the sector’s
reliance on government support. To achieve this objective corrective
measures should be promptly taken to: (i) improve the sector organization,
(ii) ensure that the sector expansion follows prirciples of economy and
efficiency, (iii) improve the efficiency in the operation of the existing
facilities, (iv) promote energy conservation, (v) reduce technical losses
and electricity theft, arnd (vi) reduce the level of investments and improve
sector finances.
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8.31 In the context of the Bank's lending for power, the Government is
carrying out a program of reforms which will address the main sector
issues: (i) a study on the sector organization and efficiency of public
utilities, expected to provide recommendations to improve the institutional
structure, is underway, (ii) the SE has committed itself to adhering to
least cost principles in the updating of the expansion plan, (iii) the SE,
SEGBA and AyE atre preparing a program for the rehabilitation of thermal
facilities, (iv) SEGBA, the largest national utility, is carrying out a
program for reducing losses and electricity theft, and (v) the Government
began to implement a Financial Rehabilitation Program (FRP) to recover the
gector’s financial health. The following recommendations are possible ways
of addressing issues which are not fully covered in the existing Bank/Gov-
ernment agreements.

.
13

Recommendations on Improving Power Sector Supply

(a) Expansion Planning:

(1) On the basis of Bank analysis of forecast
methods, the SE should improve forecasting
models.

(ii) Expansion plaa should be based on a low
demand scenario. (Potential economic sav-
ings in investmert plus operation costs due
to a lower level of demand may amount to
about USS$2 billion in the period 1990-2000.)

(iii) Expansion should be based on more flexible,
robust solutions which could save invest-
ments and adapt better to demand
fluctuations.

(iv) Reliance on large capital intensive hydro-
projects should be reduced.

{(b) Improve development program:

(i) Government policies should reflect least-
cost principles. Consideration should be
given to the use of Combined Cycle Plants
and Rehabilitation of existing thermal
facilities., Complete ongoing study on
thermal generation options on time and
implement recommendations.

(ii) Eliminate new nuclear plants (after Atuchas
I1) from development plan. Reinforce
planning team at the SE.

{iii) Priority should be given to completion of
ongoing works.

{(c) Improve Operations:
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(1) Complete ongoing studies on status of
thermal installations and prepare rehabili-
tation plans. Speed up implementation of
SEGBA's loss reduction program. This could
reduce losses in SEGBA’s system from 22 per-
cent currently to 13 percent by 1992.

(ii) Expedite execution of the SEGBA V Project.

(iii) Evaluate the actual market for coal in power
generation, to define whether expansion of
YCF's mine in Rio Turbio is justified.

(d) Improve organizational and institutional structure:

(1) Complete study under preparation by the
special commission on sector organization
and efficiency of power utilities and imple-
ment recommendations.

(i) Increase private sector participation by
modifying regulatory framework to provide a
sound environment to private investors.
{There is a potential for substituting
US$200 million to US$400 million from public
to private investment.)

(e) Complete LRMC study and apply recommendations and increase
electricity prices up to economic rost. (Impact on utilities
finances of a cost recovery pricing policy could reduce
financial deficit of national utilities from US$600 million
in 1987 to zero by 1993).

G. Energy Planning

8.32 The 1986 Energy Plan was a very useful integration of supply,
demand and investment. However, the Plan is now out of date and many
objectives have not been fulfilled. At present there is no official inte-
grated investment program. Approximate investment levels in oil, gas,
refining, and power for 1989-2000 based on analysis in this report range
from a low of USS15 billion, to a high of US$27 billion for the 1989-2000
period. Power investment should be based on the low demand scenario. 0il
and gas exploration and development investment figures for 1989 through
2000 range from an investment level to reach the Minimum Supply Projection
of US$6 billion (assuming a continuation of recent investment trends) to an
investment level of US$14 billion (from increased public and private
investment), to reach Maximum Supply Projection. The other investments in
gas and petroleum infrastructure are partially dependent on the level of
oil and gas investment and optimal planning. The potential role of the
private sector is large, between US$4 to USS12 billion of total energy
investment from 1989 through 2000.
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Recommondations on Energy Planning

{a)

(b)

(c)

Update annually the Energy Plan, including alternative
investment plans to meet different energy demand growth pro-
jections, impact of price changes and interfuel substitution.

Evaluate the costs and benefits of each investment program
and rank investment priorities according to economic
criteria.

Evaluate energy conservation options, to complement price
changes in each subsector.
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ARNEX CHAPTER IX: AGRICULTURE

4. Apriculture in the Econowy 1/

9.01 Agriculture is crucial to the recovery of Argentina's economy.
Historically, export earnings from agricultural and agroindustrial products
have ranged from 70 to 80 percent cf total export earnings. Though this
percentage has fallen somewhat in recent years (Annex Table 9.1), the
capacity of the agricultural sectcr to generate increased export earnings,
far exceeds that of any other sector.

Annex Table 9.1: ARGENTINA - KEY AGRICULTURAL STATISTICS

Level of Direct Argentine
Ag.Exports aind Indirect Grain Exports
Agriculture as 1 of Taxation of as I of
as X2 of Total Agric.Sector as World Grain
Period GDP a/ Exports b/ 2 of Ag. GDP ¢/ Trade
1971-75 13.2 76.2 18.0 11.7
1976-80 13.5 76.5 25.4 10.6
1981-85 15.1 74.2 45.6 10.9
1986 14.8 67.2 - 9.0 d/
al Source: Table 2.1-A, CEM *85
b/ Source: Table 3.6, CEM '87, Categzorie: I -- VI, VIII, & X
c/ Source: Stutznegger, Background Paper, Table 17b
d/ Average for 1985-87.

9.02 Agriculture contributes to GDP approximately 15 percent, and agro-
industry approximately 20 per cent. In contrast to the pattern observed in
many countries, agriculture’'s share in GDP has actually increased in the
last 15 years. While industry stagnated during this time, agriculture and
agro-industry expanded despite declining real prices for foodstuffs in
international markets. In 1970, agriculture contributed about 13 percent
of GDP; by 1985, this share had increased to about 15 percent despite an
adverse movement in the agricultural terms of trade. By contrast,
industry’'s share declined from about 36 percent to under 30 percent during
the same period.

B. Agricultural Potential

9.03 The potential for rapid expansion both in the area planted and the
productivity of Argentine agriculture, given favorable incentives, is
enormous. Most agricultural products are produced in the central-eastern
region of the country, one of the most fertile regions in the world for

1/ A comprehensive review of the Argentine agricultural sector is
contained in the recent World Bank report Argentina Apricultural Sector
Review, Report No. 7733-AR, June 26, 1988.
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temperate agriculture. Over 56 percent of the soils of this region are
clagssified as Type I or Type II, that is, requiring little fertilizer under
normal crop rotation and demanding only normal conservation measures. This
natural productivity contributes to some of the lowest production costs in
the world. Variable production costs in 1987 were US$35 per ton for wheat,
Us$27 for corn, and US$80 for soybeans, or roughly two-thirds to one-half
the production costs in the United States.

9.04 The strong comparative advantage of Argentine agriculture is
demonstrated in Annex Table 9.2. Using economic prices, estimates have
been made of the domestic resource costs of production, or the amount of
resources necessary to generate a dollar of foreign exchange. These
estimates indicate the high economic returns associated with agricultural
production: the foreign exchange genarated is 2 to 3 times the cost of
domestic resources used in rroduction.

Annex Table 9.2: ARGENTINA - COEFFICIENTS OF COMPARATIVE ADVANTAGE a/
IN GRAIN PRODUCTION

Product 1981/82 1982/83 1983/84 1984/85 October 1986
Wheat 0.38 0.34 0.43 0.48 0.76
Corn 0.34 0.31 0.35 0.36 0.65
Grain Sorghum 0.43 0.41 0.50 0.39 0.64
Soybeans 0.31 0.14 0.32 0.18 0.32
Sunflower 0.33 0.41 0.31 0.31 0.60

Source: F. Cirio and M. Regunaga, 1986

a/ Domestic resource cost-coefficients divided by the official exchange
rate.

9.05 Although the fertile plains of the pampa will most likely remain
the center of Argentina’s productive base in agriculture, a great diversity
of micro-climates and soils permits the production of a range of crops from
wheat, rice, and oilseeds to grapes and other fruits and even tropical
products. Many of these crops can be produced at costs competitive with
production costs elsewhere,

9.06 Though agriculture has grown faster than the economy as a whole,
its performance has been substantially below potential. Investment in the
sector has been minimal over recent years. Furthermore, its share of total
world trade in grains has gradually declined (Annex Table 9.1). The
unavoidable uncertainty arising from dependence on international markets
has for many years been compounded by excessive explicit and implicit taxa-
tion. Domestic policy has tended to use the agricultural surplus to
finance industrial development. Estimates of this transfer indicate that,
in the early 1980s, the agricultural sector conferred on average 45 percent
of its GDP to the public sector and to other parts of the economy.2/

2/ See World Bank, loc. cit.
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C. Disincentives to Agri<ultural Investment

9.07 This has been brought about by a combination of export taxes,
price controls at the wholesale and retail levels, official prices for
exports and export quotas. Indirect negative effects on the sector have
resulted from an overvalued currency and protection afforded the industrial
sector. Some compensatory mechanisms have been in effect at various times
through subsidized credit and tax exemptions on the purchase of machinery.
However, these compensatory subsidies have been insufficient by far to
redress the high level of explicit and implicit taxation on output.

9.08 Other factors have contributed to reduce incentives to the sector.
The infrastructure that supports agriculture has deteriorated and the price
differential between FOB and farmgate price is excessive. This differen-
tial reflects an inefficient transport system, high storage costs and a
lack of transparency in the cash and forward grain markets. Furthermore,
margins between Argentine FOB and international prices have been wide
during the 1980s (Annex Table 9.2). Part of this is due to the ending of
the US grain embargo on the USSR which had given Argentina‘'s grain a
premium. Another part of it is explained by the high cost of shipping
grain from Argentine ports and the necessity to use smaller ships.

9.09 High margins can also be explained by the fact that the incentive
system and the financial power in the market weigh heavily in favor of the
major buyers. The bulk of agrarian exports are shipped by companies whose
profits are maximized on a global basis, and the existence of export taxes
(recently reduced), combined with foreign exchange controls and relatively
easy access to pre-export finance by registered exporters, creates strong
incentives for these companies, both national and muitinational, to mini-
mize declared prices in the FOB market. It is common practice for grain
shipments to be traded several times off-shore before reaching their final
destination. Of the 100 or so operators in the FOB market, no more than 15
are major on-shore purchasers of grain.

9.10 The financial power of the major grain buyers is strengthened by
their access to pre-export finance. This is available to exporters up to
210 days before the harvest and is seen by the Authorities as a significant
positive inflow of foreign resources into the financial system. Approxi-
mately US$2-3 billion are brought into Argentina annually for this purpose,
but only a small proportion actually enters the forward purchase market.
Financial resources for post-harvest storage by producers are equally
scarce. Consequently, the bulk of the grain crop is sold for cash at har-
vest time, a situation which confers enormous market power on the major
buyers.

9.11 The consequence of the disincentives described above has been the
development of a low-cost extensive form of agriculture, with little
capital stock (the average age of the tractor fleet is 18 years) and little
debt. Of all the major agricultural producers in the world Argentina’s
agriculture is by far the least protected (in fact, it suffers strong nega-
tive net protection). Nevertheless, it has continued to grow. The impli-
cation is that with stronger incentives, the potential for new investment
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and growth is exceptional. Given the importance of the sector in GDP and
exports and the positive coefficients of comparative advantage shown in
Annex Table 9.2, a strategy of maximum growth for agriculture is clearly
called for.

Annex Table 9.3: ARGENTINA - DIFFERENCES IN PRICE OF EXPORT
BETWEEN FOB ARGENTINA AND FOB GULF a/

Year Wheat Maize Sorghum Soya
1980 27 38 22 -24
1981 24 -11 =21 -31
1982 4 -7 -21 -14
1983 -17 -4 -17 -14
1984 -18 -6 -18 -18
1985 -32 -10 -11 -17
1986 =27 -16 -14 -3
1987 -24 -2 -13 2

Source: National Grain Bosard

a/ In US$ 1980 per ton, at peak commercial periods.

D. Principal Policy Requirements

9.12 Macroeconomic Framework. The single mnst important element in the
incentive framework for agriculture is the exchange rate. This applies to
all subsectors (traditional and nontraditional) and to agro-industry.
Growth depends exclusively on the export markets. Maintenance of a stable
competitive real exchange rate is crucial. There is also the potential for
substantial macro shocks from price changes.

9.13 Cost Reduction. Investment incentives are adversely affected by
the high costs associated with marketing agricultural copmodities., These
can be broken down into four categories, in all of which the Government has
a key role to play:

(a) Transport costs. Action by the Government in this area would
include direct investment. At the same time, it is necessary
to encourage a process which is already taking place whereby
private, integrated systems of storage and transport are
developing, covering the shipment of grain from farmgate to
export terminal. Key elements in encouraging this process
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would be demonopolization of port facilities, privatization
of rail car operations and privatization of storage
facilities.

(b) Storage costs. The Junta Nacional de Granos charges US$5 per
ton for terminal storage. The private sector can perform the
same service for US$2 per ton. The modernization of the
Junta’s terminal port facilities, their privatization and the
demonopolization of the facility at Bahia Blanca are urgent
priorities. Recommendations to that end have been made by a
joint private/public sector commission and these have been
endorsed by the Government. Intensive discussions are cur-
rently under way among the Government, the JNG, the exporters
and the country elevator operators to create an independent
entity capable of taking over and operating the port ele-
vators currently owned by the JNG.

(c) Marketing margins. Reduced marketing margins require a low-
ering of perceived risks throughout the trading system and an
increase in the market power of producers vis-a.vis the main
buyers. Key to mceting these ends are develcnment of more
transparent forward markets, development of t:adeable forward
purchase securities, expansion of the operaticns of the
Bolsas, enhanced access to futures markets (both foreign and
incipient domestic markets) for hedging price risks, and
increased flows of pre-export finance to producers. The
Government has a powerful regulatory influence over all these
possible developments. A reorganized Junta Nacional de
Granos (see para. 14.15) below would also have a key role to

play.

(d) Financial costs to farmers could be reduced by ensuring a
much larger flow of dollar-denominated pre-export financing
to producers through forward purchase markets. This implies
direct interventicn to regulate use of pre-export funds by
exporters and also requires development of more transparent,
forward purchase markets themselves, as proposed above.
Specific proposals to this end are currently under discussion
in Argentina and should be given high priority.

9.14 The Junta Nacional de Gramos. Restructuring the Junta is a
critical element in improving the grain marketing system. There is wide-
spread acceptance of the need to divest the Junta of its role as an oper-
ator of terminal elevators. At the same time, proposals are well advanced
for restructuring the Junta based on an a priori acceptance of the need for
a public sector institution involved in the grain trade. It is essential
that the new Junta created be professionally strong and financially inde-
pendent. This would be a dramatic change from the present situation, but
there is an emerging view in Argentina that such a change is necessary.
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9.15 Such an institution should be autarkic and self-governing. 1Its
management should be professional, appointed and promoted on merit, and
remunerated competitively with the private sector. It would act as an
independent export trader, with access to financing on its own strength.

As a pre-condition for this, it would operate under conditions that make it
competitive, in principle, with private traders. This applies in par-
ticular to its relation with off-shore companies and external sources of
financing. It would play a major role in the development of a market for
traded forward purchase instruments referred to above and in the use of
futures markets.

9.16 A continued role for the Junta as an executing agency for govern-
ment programs (support for marginal farmers; domestic wheat purchases etc.)
should be considered only under conditions of contract. Program offices
should be established with contract ,ersonnel, hired temporarily for the
management of the program in question. The Junta should account to the
Government for its management, and should be able to refuse programs it
considers flawed, for instance because of insufficient funding.

9.17 Agricultural Taxation. The substantial lowering of export taxes,
which occurred in 1986, was a very positive move. As suggested in

Chapter II, export taxes, while justifiable in the context of a short-term
stabilization effort, need to be phased out over time. In the interim, any
use of export taxation should be uniform across products and sectors, and
accordingly not discriminate against agriculture as in the past. At the
same time a reexamination of the overall agricultural tax issue is needed.
The introduction, as an emergency measure in 1988, of a dual exchange rate
penalizing agricultural exports once again gave strong disincentive signals
to the agricultural sector. A more stable, production-neutral system of
agricultural taxation remains an urgent priority. The difficulties
encountered in introducing a Federal Land Tax in 1987-88 should not deter
efforts to reform the fiscal role of agriculture. These efforts should
concentrate on the strengthening of the Provincial Land Tax (with possible
Federal revenue sharing) and on improving income tax collection in both
rural and urban sectors.
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ANNEX CHAPTER X: ANALYTICAL APPENDICES

A. PROJECTIONS AND MACROECONOMIC CONSISTENCY

10.01 The projections that form the basis of Chapter V are derived from
a two gap model that integrates a public sector and financial secter with
the Bank’s revised minimum standard model (RMSM). The model consists of:
(i) a set of consistent macroeconomic statistics for the base year 1987
that includes national income accounts, balance of payments, the financial
sector, and external debt commitments; (ii) a series of exogenous variables
and parameters, which consist of assumptions based on past performance or
targets; and (iii) equations describing the relations among the variables
that permit the computation of a consistent set of accounts.

General Description

10.02 The general purpose is to project requirements for external
financing any financing of the public sector, given targets for GDP, growth
in monetary aggregates and inflation, and increases in international
reserves. The model contains several characteristics that differ from the
conventional RMSM, and these are the focus of the discussion that follows.

Prices

10.03 Selected prices are given exogenously as part of the Bank’s global
projections exercise. These include movements in LIBOR, the manufacturing
unit values, and the prices of commodities. Prices of both exports and
imports are given by the World Bank's Commodity Division on the basis of
global supply and demand models.

10.04 The model establishes targets for increases in the domestic price
level in the form of the combined index of monthly inflation (page 120).
After the hyperinflation of 1989, it was assumed that the price level under
strong economic management could drop rapidly as given in the text.

10.05 With the benefit of the changes in external inflation given by the
MUV and domestic price movements, it is possible to project a nominal
exchange rate. A change in the real exchange rate can be entered exoge-
nously as was the case for 1988 to reflect the slight appreciation that
year against the US dollar; for 1989, we have assumed that the massive real
devaluation already evident involves overshooting, and will end the year
with a 40 percent movement. This real rate would then prevail for the pro-
jection period.

Balance of Payments

10.06 As with the RMSM, the model exogenously assumes that for a given
policy regime and growth in the world economy export volumes can be

expected to expand by the amounts shown on page 121. These were discussed
in detail with sectoral experts in the Bank and in Argentina. Imports are

L N TR
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projected on the basis of exogenous sectoral growth rates of the economy;
import elasticiti:s, shown on page 122, are consistent with the experience
of the 1970-87 period, if somewhat lower to reflect the higher exchange
rate. The ensuing trade balance, together with the assumed LIBOR times the
debt stock to produce interest expenses, produces a current account account
balance. The current account plus assumed changes in reserves and net
capital flows is then balanced through the unidentified finance line.

10.07 Arrears through 1988 are assumed to be capitalized as part of the
loans from unidentified finance (the gapfill loan). In line with the rest
of the capital account presentation, the unidentified finance line is shown
on a net basis, so that future amortizations (assumed to begin in the fifth
year after the loan is made) are assumed to be rescheduled,

10.08 Note the Government is assumed to have a sufficient number of
future standbys with the IMF that its net exposure positicn remains con-
stant.

Public Sector Accounts

10.09 The base year numbers for the public sector, were adjusted forward
insofar as Bank staff Lkad information, and are reasonably accurate through
198%. 9ne problem is the lack of consistency with past time series because
of the absence of recent information on the provinces, which the Government
has assumed to be in balance since end-1987. A second problem is the
absence of budget basis accounts for 1988; the cash accounts were used to
estimate the budget accounts for 1988, by adjusting expenditures up by the
same proportion as in 1987 (about 1 percent of GDP). A third problem is
that the inflation of 1989 and changes in tax regime make it difficult to
obtain accurate estimates of the worsening of the public sector deficit in
that year.

10.10 The projected financing needs of the public sector are then
derived by assumed strong policy actions in the nonfinancial public sector
that would reduce financing requirements to those consistent with available
foreign finance. By specifying targeted levels of domestic credit to the
public sactor consistent with expansion of monetary aggregates and hence
inflation, and knowing the foreign credit to the public sector available
from the balance of payments, it is possible to formulate a view on the
necessary degree of deficit reduction for Lhe combined public secter to
achieve the inflation reduction target. The exact apportioning of the
improvements as between revenues, the noninterest operating surpluses of
the public enterprises, and expenditure reductions is a matter of judgment;
the objectives were specified based on policy changes suggested in Chapters
I11, Vv, VI, and VII, and allowing for a modest increase in public invest-
ment .

10.11 The external financing component is derived from the flows
expected to the public sector as coming from the balance of payments plus
100 percent of the unidentified finance. This includes 100 percent of
disbursements of bonds, IDB, IBRD, and financial markets minus 100 percent
of amortization to these creditors as well as commercial banks and bi-
laterals. (Short-term and nonguaranteed private flows were assumed to
finance the private sector). These are then converted at the nominal
exchange rate,
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10.12 A new feature of this model is the illustration of the impact of
increased foreign debt, changes in international interest rates and real
devaluation on public finances. The foreign interest bill of the public
sector is given by consolidating the interest of the central administration
and public enterprises into the current expenditure account of the non-
financial public sector. The projected external indebtedness of the public
seccor as taken from below the line in the public sector accounts and from
the balance of payments is then incorporated into the fi ure public sector
accounts.

10.13 The model also permits some treatment of the quasi-fiscal deficit
of the Central Bank. This includes the external component of the quasi-
fiscal deficit, given by the net foreign interest earnings on the Central
Bank’s foreign assets; the internal component of the quasi-fiscal deficit
is assumed to be in balance, a fairly conservative assumptions under the
presumption of medium-term price stability in the model. The net foreign
interest earnings are equal to earnings on reserves as derived from reserve
stocks in the balance of payments less 22 percent of the total non-IMF
interest bill (the 1988 share of the Central Bank in the total public
secicr debt) plus IMF charges. Consolidating the quasi-fiscal deficit with
the nonfinancial public sector allows for a consistent view of total
financing requirements of the public sector. It also provides for sim-
plicity in modeling since it circumvents the problem of apportioning the
increases in debt stocks to the various sectors of government, including
the Central Bank.

National Accounts

10.14 National accounts are determined in the fashion of the RMSM.

Given the growth in GDP, an investment parameter determines investment
levels. Private investment is the residual of the total minus public
investment. Subtracting total investment and public consumption from GDP
produces private consumption. Gross national savings of the private sector
are derived from investment less foreign savings (the current account) and
public savings.

10.15 In a purely technical sense, the long-term growth prospects of a
country are determined by its ability to improve its capital formation and
productivity. Present levels of investment are among the lowest in the
last 20 years, and must be reversed for output growth to resume and accel-
erate; this requires adequate foreign savings and increasing domestic sav-
ings. The model has taken incremental capital outputs ratios consistent
with those of the 1970s (although the ICOR concept has limited application
in an economy dcainated by agriculture). Growth rates in GDP are con-
sistent with historical experience, allowing for some improvement in the
efficiency of investment associated with recommended policy changes toward
the real sector and with price stability.

Financial Sector and Monetary Aggregates

10.16 The financial system on the asset side is given by changes in net
internaticnal reserves as taken from the balance of payments, and the
expansion in domestic credit is determined as the residual of the combined
public sector deficit less available foreign financing. On the liability
side, the change in Ml plus other interest bearing liabilities are given by
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an assumption about projected remonetization consistent with past
experience under conditions of medium-term price stability; to this are
added net increases in private foreign liabilities, which are the residual
of increased indebted as shown in the balance of payments less external
financing to the public sector. The balancing item is domestic credit to
the private sector.

External Debt

10.17 Stocks of external debt and amortization schedules were adjusted
with information from the Government of Argentina through end-1988, and
from the pipeline of amortization and interest flows. To these were added
new conmitments as described in the text. These amounts are those reason-
ably expected under conservative assumptions about expected flows under
conditions of medium-term price stability.
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438.2 28291.8 31004.2 31010.5 351024.8 51011.2 31005.%5 204£3.2 27002.8 20610.0 285¢8.3
9.4 §40.0 663.8 ¢6s.8 483.9 ess.e 883.8 830.4 599.0 889.8 5894
0.1 0.0 0.0 0.0 0.0 Q.0 0.0 0.0 0.0 0.0 Q.0
0.8 0.8 0.8 0.5 0.8 0.8 0.8 0.8 0.8 0.8 0.8

1.%08 1.20% ©.00% 0.52% 0.47% 0.49% 0.468% C.44% 0.43% .48 0.38%
811.08 4519.08 89.5% 15.18 10.3% 10.6% 10.2% 9.0% 2.8 9.68 .28
e.5% 9.08 9.08 9.1 e.o% .18 8.7% 6.4% 8.4 9.1% T7.7%
8.1% Q.88 o.88 8.48 9.28 8.¢% 848 8.4% 8.58 7.9% 7.48
1.5% 1.5% 1.68 1.5% 1.58% 1.5% 1.4% 1.4% 1.4% 1.4% 1.48
81.980 32,449 82.938 33.4%0 33.93f1 34.440 34.922 35.411 98.907T 30.410 38.910
2,362 2,240 2,988 2,310 2,881 2,407 2,47 2,847 2,610 2,899 2,787

8.0% 2.9% 11.88 4.4% 4.5% 4.5% 4.5% 4.8 4.4% 4.6% 4.3%
108.0 111 128.9 120.3 134.8 140.8 146.7 182.9 189.8 188.7 ~14.0

14.08 38.08 2.08 0.4% 0.4% 0.4% 0.48 Q.4% .48 0.4% 0.4%
424.0% 3903.7% 26.0% 4.48 4.3% 4.8% 4.3% 4.3% 4.48 4.5% 4.2%
824.0 20979.6 20807.9 27779.7 28989.2 S0209.6 S81503.1 82082.0 342.9.7 3%654.0 37389.2
424.08% 39%03.78 26.08 4.4% 4.3% 4.3% 4.3% 4.98 4.48 4.58 4.3%
§24.0 20970.6 26607.3 27779.7 28989.2 80200.6 JI1503.1 326852.0 34299.7 9S5834.0 3r399.2




1087 Resl Exgorts (Annus! <) 1988 1089 1000 1891 1902 1903 199 1998 1968 1997 1998
Exports of Goods 18.08 -13.7% 8.85% 8.9 8.6% 8.18 s.58 5.8% 8.3% 8.48 5.4%
Exports of GMNFS 0. -to.88 8.2 8.4% 8.2% 4.93 8.18 5.0% 8.08 8.1% 8.18

1. Livestock Q.08 -27.3% 2.0% 2.0 2.09 2.08 2.08 2.08 2.08 2.08 2.0%
2. Corests -33.08 -33.6% 6.0% 1.0% .08 1.08 1.08 1.08 1.08 1.0% 1.0%
8. Other Agriculture Goods 4.8 -%.5% 15.0% 4.0 5.8 8.0% a.5% 8.5% 8.5 3.5% 3.5
4. Fota § Oile 17.5% .68 8.08% s.0% acs 0.5% 3.58 8.2 3.5% 3.58 3.5%
6. Wanufec., Foo' & Bever. 4.08 1.5% 8.0% 8.08 a.08 8.0% 6.08 3.08% s.08 s.08 4.08
8. Petroleum 79.98% -4, 4% s.o% 85.0% 8.08 2.08 2.08 2.08 .08 2.08 2.0%
7. Chemicals & Plastics 48.48% 3.8 10.08% 8.0% 8.0% e.08 8.0% 8.0% 8.0% 8.08 8.0u8
8. testher & Vool -2.48 -9.68% 8.0% 8.0% 5.08 8.0% s.08 5.08 5.0% 8.0% s.08
9. Gther Manufsctures 45.08 -12.4% 10.08 8.0% 8.0% 7.08 7.08 7.0% 7.08% T7.0% 7.0%
Non Fector Services -5.0% 2.28 8.08 4.08 4 4.08 4.08 4.08 4.08 4.08% 4.08
16.1%
Esporte in 1087 Win, USS

1. Livestock 55 714 519 [ 340 883 362 573 885 898 908 620
4. Caresls 747 606 401 428 430 a4 A28 443 447 452 456 481
3. Other Agricultyre Goodo [ ] 156 212 a3 1.4 3 899 413 420 443 458 474
4. Fate & Olle 848 842 2] 738 e 80?7 803 eass L) 8% 9%2s 958
8. Manufac., Food & Bever. 1.3%7 1.898 1,419 $,822 1,024 1,72 1,025 3,935 2.031 2,183 2.280 2,851
4. Patroleus 12 23 218 226 2 240 25¢ 289 208 209 28 20
7. Chonicala & Pinstice 488 692 e 7% 4338 22 NS 1,078 1,181 1,224 2,384 1,403
8. Lesther & Yoot 419 409 889 ges 407 527 449 (22} 438 519 S48 878
Q. Other ¥anufactures 1,439 2,102 1.640 2,04 2,108 2,861 2,827 2,708 2,803 8,008 3,82 3,544
Non Factor Servicee 2,112 £,007 2,081 2,28 2.904 2,39 2,402 2,59 2,608 2,809 2,08 8,08

Expart Price Indicen (Annvel )

1. Livestock 4.2 bR -1, 28 6.18 8.1% a8 6.1% a.1% .18 6.1% 0.1
2. Corenle as.48 0.9% -13.8% 4.5% 4.5% 4.58 4.5% 4.5% 4.5% 5.3% 5.88
3. Other Agriculture Coode 48.38 -1.08% -9.98 4.98 4.9% 4.9% 4.9% 4.9% 4.9% -1.8% -1.9%
4. Fats A Dils 43.1% 1.7% -1.2% 12.1% 12.18% 12.18% 12.1% 12.1% 12.18 0.2% 0.2%
8. Manufac.., Food & Bevor. 39.7% 3.0 -4.1% 3.3% a.9% 3.3% 3. 3.3% 3.28% 2.0% 2.08
8. Petroloun -18.6% 10.7% 7.18 5.88 8.6% .08 s.6% 8.6% .68 .78 Q.78
7. Chenicale A Plestics 8.3% 8.5% 1.08 3.6% 3.6% 3 o8 3.8% a.6% 3.88 4.6% 4.6%
&. Leather & Wool 8.2% §.3% 1.58 3.8 3.c8 a.6% a.en a.6% 3.6% 4.6% 4.6%
9. Other tanufoctures 8.3% 6.5% 1.52 3.68 8.6% 8.6% 3.6% 3.68 a.68% 4.0% 4.6%

Exzport Price Indices (1997=100)

1. Livestock 100.0 104.2 107.8 108.2 312.7 119.6 123.9 134.& 142.9 151.6 160.8 170.6
2. Corssio 100.0 198.4 138.8 118.0 123.¢ 128.9 134.7 140.6 147.1 153.7 181.9 170.4
3. Other Agriculture Goods 100.0 148.3 144.8 130.8 138.9 143.6 130.¢ 158.0 1e5.0 173.9 171.6 189.4
4. Fote & Olls 100.0 143.1 148.5 143.0 181.2 180.7 202.6 2272 254.8 26%.3 285.9 2868.8
5. Henutfec., Food & Bever. 100.0 139.7 143.9 138.0 142.8 147.2 1£2.1 187.1 162.3 187.7 171.0 174.4
6. Petroloum 100.0 81.4 90.1 9.8 Yi.9 107.8 113.8 120.0 i20.7 133.8 148.8 161.0
7. Chemicuis & Plestics 100.0 109.3 118.1 118.8 121.1 128.4 129.9 184.8 139.5 144.5 151.1 159.1
8. Leother & Wool 100.0 106.3 118.1 116.8 .1 128.4 129.9 184.6 139.8 144.8 181.1 158.1
9. Othar Manufzcturss 100.0 108.3 118.1 118.8 $21.1 125.4 129.9 184.6 189.5 144.8 182.1 188.1

Exports in Current Min. USS

3. Livestock ass 744 558 862 60e 659 718 e 83s cod 9713 1,080
2. Ceresle 747 821 se0 802 530 559 594 823 658 894 738 v8s
3. Other Agriculturs Goods 626 1,047 A51 488 510 554 [ 22 653 709 769 766 803
4. Fots B Oife 848 918 s 1,082 1,2% 1,430 1,634 1,895 2,19 2,551 2,646 2,744
8. Manufec., Food & Bever. 1,337 1,953 2,042 2,114 2,318 2,838 2,773 3,040 2,297 3.576 3,830 4 102
8. Petroloum 125 183 194 218 241 248 <88 311 235 350 403 451
7. Chenicsls & Pleatics 468 749 827 923 1,033 1,188 1,263 1,447 1.6 1,812 2,047 2,312
8. Leather & Woo! 419 443 425 453 493 536 583 634 £ 150 g24 90r
9. Other Manufactures 1,439 2,276 2.119 2,365 2,647 2,961 8,283 3,639 4, 1,472 5,005 5,601

Export Totsls in Min. USS
Exports of Goods (Conatant) 6,380 7. 8,477 7,012 7.428 7.854 8,25% 8,707 9,187 9,655 10,173 10,723
Exporte of GANFS (Conatant) 8,472 9,500 8,528 9,227 9,729 10,249 10,747 11,208 11,862 12,458 13,088 13,758
Exporte of Goods (Current) 6,380 9,134 8,159 8,668 9.624 10,678 11,762 13,013 14,375 15,839 17,257 18,762
Exports of QGANFS (Current) 8,472 11,301 10,438 11,412 12,606 13,907 15,265 16,813 18,496 20,362 22,117 24,038




Isport Elasticities 1907 1908 1989 19% 1991 1902 1093 1994 1998 1998 1997 1998
Iwporte of Goods (Annual ©) -18.68 -17.18 6.08 ¢.9% 6.18 8.68 a.es 8.1% a a.48 8.5%
Isporte of GRFS (Annusl ©) ~11.08 -17.18 8.8 6.18% 8.68 7.68 7.6% 7.48% 7.68 7.68 T7.9%

laport Elusticity (lw. wre GDP) 3.6 1.8 2.3 2.2 2.0 2.0 2.0 2.0 2.0 1.9 1.9
1. Focd & Consuwes Qoods QP 1.0 1.0 1.0 1.0 1.0 1.1 1.1 1.1 1.1
2. Petrotyun e 0.1 0.1 0.1 el 0.1 0.1 0.3 0.1 0.1
8. Intersedinte Goode Induah 1.0 1.8 1.8 1.3 1.8 1.8 1.8 1.8 1.8
4. Copitat Goods Inv. 1.8 1.8 1.8 1 1.8 1.8 1.5 1.8 1.8

Mon Factor Services e 1.8 1.8 1.8 1.4 1.4 1.8 1.8 1.8 1.8

Isports in 1987 Nin. USS

1. Food & Conauxer Qoods o o 188 192 198 203 212 219 28 297 2@ 280
2. Petroteun 687 472 890 891 92 304 s 398 338 400 401 408
3. Intermsdinte Goode 8,y 3,428 2,638 2,918 3,078 8,23% 8,818 3,017 4,143 4,497 4,688 8,314
4. Capltal Qoode .- Q08 780 e 1.059 1,178 1,30 1.479 1,63 1,781 1,901 2,158

Non Fector Sorvicea 2 7 2,263 1,992 1,987 2,030 2,128 2,287 2,888 2,489 2,60 2,748 2,m

Isport Price Indices (Annual O}

1. Fond & Convumer Goods 15.6% €.08 1.3 4.08 4.00 4.0 4.08 4.02 4 0% 4.0% 4.0%
2. Pabroleun -18.88% 10.78 1.8 8.3% 5.6% 5.4 6.6% 5.6% s8.6% 9.7% .78
3. Internediste Goodr. 8 3% 6.3% 1.5% 3.6% 3.6% 3.68 8.6 3.6% 3. 4.0% a.6%
4. Cepitat Nooda 8.8% 8.3% 1.5% a.08 5.8% a.6% 3en 3.6% 3.6% 4.6% 4.6%
Isport Price Indices (1967a2100)
1. Food & Consuwer Goode 100.0 110.8 118.2 i10.7 121.4 1268.3 121.3 138.6 142.0 147.7 183.6 1599
2. Patrolese 100.¢ 81.4 0.1 98.8 10t.9 107.8 1i3.6 120.0 126.7 183.¢ 148.8 18t.0
8. Internsdinte Coods 100.0 106.3 115.1 116.8 121.1 125.4 129.9 184.6 189.85 144.5 151.1 158.1
4. Tspital Ooods 160.0 104.3 5188 118.8 121.1 1258.4 120.9 134.8 189.8 144.8 151.1 188.1
laports in Current Min. USS
1. Faod & Conauwer Quads 320 31 216 24 240 a8 k144 09 24 351 381 415
2. Petroleum L2 383 as2 are 400 424 449 L] 504 838 L 649
3. Intervedinte Goods 3,997 8,79 3,268 3,407 3,72 4,082 4,588 5,187 8,17 6,497 7.3a7 0,899
4. Capitel Ooods 858 %00 E: 1 1,074 1,202 1,478 1,718 1.9 2,264 2.5712 2,963 8,411

Import Totals in Min. USS
1aporte of Goods (Constant) 8,820 8,028 4,167 4,418 4,722 5,012 8,442 5,911 8,392 6,915 7,498 9,134
Isports of GANFS (Corcatant) e,17 7,810 6,08¢ 8,978 8,781 7.197 7,679 8,286 8,801 9,546 10,29¢ 11,104
Imports of Goods (Current) 8,820 8,824 4,700 5,088 5,642 6,217 7,009 7,903 8,889 9,055 11,321 12,874
Iayorts of GANFS (Current) 8,217 7,789 7,274 7,807 8,218 9,081 10,184 11,358 12,6753 14,155 15,982 18,042

Teraa of Trade Index (1007=1060) 1987 1988 1089 1990 1991 1992 1993 19%4 1998 196 1997 1998
Export Price Index 100.0 1.7 126.0 123.8 120.7 188.0 142.8% 1495 156.8 164.6 169.6 175.0
Inport Price Index 100.0 108.¢ 112.0 118.0 119.8 124.1 128.e 183.7 138.8 144.0 pLIN] 186.9
Termn of Trade Indes 100.0 118.0 1.7 107.8 108.5 109.¢8 110.8 11t.8 113.0 114.3 112.4 116.5

Teras of Trade Irdex (Annusl <)

Export Price Indew 21.7% 3.5% ~1.9% 4.9% 4.9% 4.0% 4 9% 4 9% 4.9% 3.8 8.1%

Import Price Indax 5.9% 6.9% 2.0% 3.9% 3.6% 3 8% 3 8% 2 8% 3.8% 4.9% 4.6%8

Teras of Trade Indes 18.08 -2.9% -3.8% 1.0% 1.0% 0.9% 115 118 1.1% -1 78 -1.6%
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B. MACROECONOMIC CONSISTENCY FRAMEWORK

10.18 This appendix analyzes the consistency between the demands on the
domestic financial system generated by the consolidated public sector
deficits and the desired reduction in the rate of inflationm.

The Budget Constraint of the Public Sector

10.19 Public sector deficits give rise to an increase in government
financial liabilities; if the growth of the liabilities is inconsistent
with the increase in the demand that can be expected of the public once
external financing is discounted, then the underlying assumptions on
growth, inflation or real interest rates are unlikely to be realized. The
demand for money is a function of, among other things, expected inflation;
given a desired (or feasible) accumulation of external and domestic debt, a
target for the rate of inflation will, in the long run, be compatible with
only one value of the consolidated public sector deficit. In the short and
medium run, of course, cost-push shocks are probably a dominant factor in
determining the dynamics of the rate of inflation.

10.20 The budget constraint facing the consolidated public sector pro-
vides the starting point to assess the internal consistency of a macro-
economic program. A deficit can in fact be financed in essentially three
different ways: (i) issue of monetary base; (ii) increase in net external
liabilities; and (iii) increase in voluntary and involuntary domestic bor-
rowing. The latter two include any increase in domestic and foreign
arrears., .or ease of discussion, one can start from the financing of the
non-financial public sector (NFPS):

1) DEFy + r(l + M)By_3 + ei*B* = Ob + eAB* + ACR8

where DEF is the primary deficit, r is the interest rate on real domestic
debt (thus equal to (i-¥)/(1+47)), By_j is the outstanding (beginning-of-
period) stock of domestic debt, Ab is the real change in government debt
(equal to By - B&_1(1+t)).1 e is the exchange rate, i* is the foreign
interest rate, B” is the outstanding stock of net foreign liabilities of
the NFPS, and CR8 is the credit of the Central Bank to the NFPS (a cross
product term #rB is ignored for simplicity).l/ Eq. (1) follows the
current Argentine methodology, i.e. including in the definition of the
deficit only the real part of the domestic interest bill, on the grounds
that the inflation adjustment only represents accelerated repayment of
principal, and should not thus be included in the financing needs of the
Government.2/

1/ Throughout the appendix, lower letters indicate real changes of the
capitai letter variables, i.e. Ax = Xp - X¢_1(1+M).

2/ As argued by Olivera-Tanzi et al. (1988), this is only legitimate if
the Government can indeed roll-over its stock of real debt at unchanged
real interest rates. This has not been the case in Argentina during
1988 and 1989, but the issues will not be pursued any further here.
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10.21 To arrive at the consolidated public sector financing needs, one
must also include any profits/losses borne by the Central Bank. As dis-
cussed in detail in chapter 4, the deficit according to eq (1) has a
logical counterpart in a definition of the quasi-fiscal deficit of the
Central Bank encompassing the operating result (for simplicity net of
operating costs that can be disregarded) minus the loss in value of net
domestic assets:

2) QFD = iFD - ei*NFA - iCR8 - iCRES .x/(1+m) (NW - eNFa)

where NFA are the net foreign assets of the Central Bank, CR8 is credit to
the Government, CRES is credit to the financial sector, MB is the monetary
base, egual to currency in circulation CU plus unremunerated reserves of
the banking system, FD are involuntary investments of the banking system
and NW is the net worth. This iz equal to interest received minus interest
paid minus the adjustment for inflation of the net worth (equal to net
assets). The latter term is of particular importance, as it represents the
inflation profit net of redistribution within the financial sector. Thus,
defining the deficit in real terms implies considering the profits from the
inflation tax as a revenue for the consolidated public sector, rather than
a source of financing.3/

The deficit defined in (2) can be financed as follows:

3) QFD = Afd - eANFA - Acr8 - AcrfS + Amb

i.e. through an Increase in net external liabilities or in real net
domestic liabilit:es (gross liabilities minus increases in assets). Note

that this does not include non-operating changes in the balance sheet, such
as valuation changes on ths existing debt.

10.22 The consolidated public sector budget constraint (real definition)
is obtained by aggregating (1) and (2):

4) DEF + (i-m)/(1+%)B + ei*B* + QFD = Ab + eAB* + Acr8 + Afd
- eANFA - Acr8 - Acrfs - Amb

or:
Primary deficit NFPS + real domestic interest payments

+ external interest payments
+ nominal quasi-fiscal deficit

Continued from previous page
real interest rates. This has not been the case in Argentina during
1988 and 1989, but the issues will not be pursued any further here.

3/ See L. Barbone and P. Beckerman, "Inflation, Monetary Policy and Quasi-
fiscal Deficits: A Simple Model with Application to Argentina" dated
March 20, 1989 for a discussion of the economic properties of
alternative definitions of the quasi-fiscal deficit.



- 125 -

- net inflation tax/profit
equals
change in real domestic bonds in the hands of the
public
- change in consolidated NFA of public sector
+ change in real monetary base
+ change in real net interest bearing liabilities of
the Central Bank vis-3-vis the financial system.

Note that the term Acr8 disappears, since it represents only an intra-
public sector transfer, i.e. it does not invalve a net creation of finan-
cial liabilities.

Argentina, 1%38: How was the Deficit Financed?

10.23 The first application of the above framework consists in reconcil-
ing the ex-post accounts of the public sector. This is done in Table 1,
where both the nominal and real definitions of the deficit are presented.
The primary deficit (total revenues minus total non-interest expenditures)
of the non-financial public sector amounted, for the whole year, to

0.9 percent of GDP. Real domestic interest of the non-financial public
sector amounted to 0.6 percent of GDP, and (accrued) external interest
payments of the total public sector (including interest payments of the
Central Bank) would have amounted to 4.3 percent of GDP. Finally, the
Central Bank is estimated to have registered a (nominal) surplus of

1.7 percent of GDP on account of interest operations. The sum of the above
yielded a financing requirement of about 4.1 percent of GDP.

10.24 On the financing side, the inflation tax provided by far the larg-
est source of support: it is estimated that, after correcting for the
Central Bank's exposure to the financial system, the loss of real value of
net monetary and quasi-monetary liabilities yielded the Government 4.9 per-
cent of GDP, a tax equivalent to 23 percent of total revenues of the
general government, or more than four times the total income tax collection
for the year. The dounside of this was of course the fact that, in order
to collect the tax, the economy had to endure an average rate of inflation
of over 12 percent monthly throughout the vear.

10.25 Other sources of financing contributed positively on a net basis.
Public external debt rose by about 1.7 percent of GDP (before valuation
changes), representing about 50 percent of interest due on foreign debt.4/
The monetary base contracted sharply in real terms (minus 1.3 percent of
GDP), as a result of the increased opportunity cost for holdings of
domestic currency. Similarly, real holdings of government bonds with the
public fell by 0.7 percent of GDP, despite increasingly higher real
interest raters offered, and deep discounts granted. Central Bank liabil-
ities, on the other hand, rose (albeit marginally). It should be remem-
bered that moust cf the Central Bank's interest bearing assets are on an
involuntary basis.

4/ The financing was, for the most part, involuntary, as Argentina
suspended servicing of external debt to non-preferred creditors in
April 1988.
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10.26 As Table 1 shows, there remains a sizable unexplained statistical
discrepancy (0.9 percent of GDP). Several factors may contribute an
explanation, ranging from differences in recording of foreign credits, and
the attendant changes in the real exchange rate, to the possibility that
the deficit of the consolidated public sector may have been larger than
reported. There are indications, in fact, that additional financing was
accruing during the year to the Treasury via the none-payment to the Central
Bank of australes corresponding to certain external interest payments made
on behalf of public enterprises, for which the public enterprises had paid
the Central Government.

10.27 The quarterly data shown in the table also offer interesting
insights on the reasons why the Plan Primavera may have failed. As can be
seen, the inflation tax fell sharply at the outset of the plan. From a
high of 7.7 percent of GDP in the second guarter of the year, it was in
fact reduced to less than i.4 percent in the fourth quarter. However (in
sharp contrast to what had occurred in the initial phase of the Plan
Austral in 1985) the fall in the inflation tax was not compensated for by
an increase in "legal" revenues. Indeed, if anything, tax and non-tax
revenues registered a shatp fall, on the order of almust two percentage
points over the second quarter. As a result, given the seasonal increase
in expenditures associated to the end of the year, the financing require-
ments of the consolidated public sector (after collection of the inflation
tax) rose by almost nine percentage points of GDP between the third and the
fourth quarter, setting the stage for the subsequent hyperinflationary
explosion.

Using the Model for Design of Stabilizat'on

10.28 The above consistency equations can be used for assessing the
internal consistency of stabilization programs. In order to do so, how-
ever, the model needs to be supplemented with a model of the dynamics of
the Central Bank’s balance-gheet, as well as with an estimate of the
determinants of the non-interest deficit of the non-financial public
sector. This section presents a re-evaluation of the design of the Plan
Primavera, based on a minimal set of endogenous relationships. The intla-
tion targets of the plan are taken as exogenous, as well as the expected
NFPS deficit, the planned increase in net external debt and in domestic
NFPS debt with the public, and, what is most important, the expected real
rate of interest. On the other hand, the monetary sector’s behavior is
entirely endogenized, following the model discussed in Barbone and
Beckerman (1989). In synthesis, this part of the exercise consists in
checking whether sufficient allowance had been made for (voluntary) finan-
cing of the expected public sector deficit that would have prevailed during
1989.

10.29 The next section briefly discusses the main features of the model.

Demand for Assets and Evolution of the Quasi-fiscal Deficit

10.30 The starting point for the analysis is the assumption that the
demand for money is a stable function of the rete of inflation; that there
exists a feasible or desirable path for the growth of external




- 127 -

indebtedness, and that there are limits to the (voluntary or involuntary)
recourse to domestic bond markets for given real rates of interest. This
sets a maximum to the financing sources of the deficit. The deficit, in
turn, is a function of inflation and real interest rates. Lack of cor-
respondence between the two sides of the equality indicates an incon-
sistency in some of the assumptions of the macroeconomic program.

Money Demand Function

10.31 The demand for monetary base is derived from the demand for
various monetary aggregates, and the aprlicable reserve coefficients. For
simplicity, the demand for base derived from aggregates other than Ml is
disregarded.5/ The velocity of M1, in turn, has exhibited an upward trend
througheut the 1970s and 1980s, as a result of financial innovation and of
the secular dollarization of the economy. For purpose of the estimation of
the model, the following regression for M1 was run with quarterly data over
the period 1973-1 1988-I, constraining the income elasticity of the demand
for money to one and proxying the secular increase in velocity through a
trend (t-statistics in parentheses):

In(M1/GDP)¢ = -0.32 - 0.218*INFL, - 0.0043+*TREND +

(2.27) (3.43) (2.47)
+ 0.75%(M1L/GDP)¢.q
(9.84)
+ Seasonal Dummies
AdjR2=,926
Durbin’s H =-,.837
SEE = .112

The value of the long-run semi-elasticity with respect to infla-
tion implied by the above estimates is 0.83.6/

In order to derive the demand for monetary base from the demand
for M1, the simulations utilized a historic value of the Ml multiplier
(approximately 0.8).

5/ The marginal reserve coefficients for aggregates other thau M1 are
negligible; the assumption made in the text is not utterly unrealistic.

6/ The value of semi-elasticity is more or less in line with other

T  estimates, and it implies a unitary elasticity with respect to the rate
of inflation at approximately 114 percent per quarter, or 29 percent
per month. The unitary elasticity also maximizes the inflation tax;
gsome authors have suggested even higher values for the revenue-
maximizing inflation. Cf, for instance, Melvick (1988), Rodriguez
(1989).
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Annex Table 10.1: ARGENTINA - THE FINANCING OF THE PUBLIC SECTOR OEFICIT, 1988
(Percent of GDP - Real Definition)

Domestic NFPS Ext. Other Domestic Net Additional
Total Non-Int. Primary Interest Interest Interest qQFD Inflation Financing
Revenues Expend. Deficit Payments Payments Payments Nominal Tax Requirements
[
QI 28.95 28.98 2.03 1.21 3.16 1.30 1.49 -8.11 3.08
()84 28.79 27.48 -1.32 0.68 4.26 -0.41 -1.74 -7.86 ~5.48
QlI 26.43 27.08 0.66 0.01 2.08 1.76 -4.80 -4.69 -4.91
q1v 26.92 29.17 2.26 0.49 3.17 1.17 -1.61 -1,39 4.09
1988 27.27 28.17 0.90 0.57 3.17 1.16 -1.686 -4.94 0.80
Equals rea! change in:
Public Contrsal Other
External Monetary Bank Govt. Credit
Debt Base Liab. Bonds to Govt.b/
Q1 5.48 ~5.67 3.03 0.93 -0.79
qQIl 1.26 -3.00 ~0.88 -0.63 -2.43
QIII -2.686 -3.01 2.54 -3.48 1.70
qIv 2.58 6.30 -3.39 0.66 -1.94
1988 o/ 1.67 -1.33 0.38 -0.686 -0.87

Source: Secretaris de Haciends; BCRA; Bank Staff estimates

a/ Adjusted for intra-snnusi infletion.
b/ Includes statistical discrepancy.
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Table 1.1: ARGENTINA - POPULATION, 1860-1988

Caensug Mid-year Population Annual Five-year
Population a/ (Thousands) Growth Rate Growth Rote
) in the Projection
1860 20014 b/ 20816 1.66 1.71
19686 22283 1.562 1.66
1970 23380 ¢/ 23962 1,64 1.45
1971 24362 1.63
1972 24764 1.69
1973 26189 1.72
1974 26621 1.71
1876 28062 1.68 1.67
1976 26480 1.6
1977 26912 1.63
1978 27348 1.62
1979 27789 1.61
1980 27947 28237 1.61 1.61
1981 28694 1.62
1982 29168 1.62
1983 29627 1.61
1984 30097 1.59
1986 30684 1.56 1.58
1988 81030 1.62
1987 31497 1.80
1988 31889 1.60

Source: INDEC.

a/ 1980 census dsta. Next census will be held in 1980,
b/ Census omissions are not included.

c/ Results obtained "rom sample.

June 1989
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Table 1.2: ARGENTINA - DISTRIBUTION OF POPULATION BY JURISDICTION, 1980 a/

Population Area Density

(Thousands) (Thousands of sq. kms.)
TOTAL b/ 27947 2780.2 10.1
Capital! Federsl 2923 0.2 14616.0
Buenos Alres 10866 307 36.4
Catamarcs 208 101 2.1
Cordoba 2408 169 14.2
Corrientes 662 88 7.6
Checo 701 99 7.1
Chubut 263 226 1.2
Entre Rios 808 79 11.6
Formosa 296 72 4.1
Jujuy 410 53 7.7
Ls Pampa 208 143 1.6
La Rioje 1684 20 1.8
Mendoze 11668 149 8.0
Migiones 689 30 18.6
Neuquen 244 24 2.8
Rio Negro 383 203 1.9
Salts 663 166 4.3
San Juan 466 80 5.2
Sen Luis 214 77 2.8
Santa Cruz 116 244 0.6
Senta Fe 2466 133 18.6
Santisgo de! Estero 11 186 4.4
Tucuman 973 23 42.3
Tierra del Fuego 27 21 1.3

Source: INDEC.
a/ 1980 censys data. Next census will be held in 1890,
b/ Not including Falikiend Islands (Malvinas) and dependenc’es, South Sandwich Islands
South Georgia, and Antarctic Argentina.

July 1987



Toble 1.3: ARGENTINA - UNDMPLOYMENT AND UNDERDWPLOYMENT RATES, 675-31989 ~/
(Porcent of Economically Active Population)

1975 1978 1977 1978 1979 19680 1981 1082 1988 1964 1985 1966 1087 1088 1989

Apr. Oct. Apr. Cct. Apr. Oct. Aor. Oct. Apr. Oct. Apr. Dct. Ape. Oct. Apr. Oct. Apr. Dct. Apr. Det. Apr. Och. Apr. Det. Apr. Oct. dor. Oct. ey
TOTAL UNEMPLOYMENT b/ 3.8 5.2 44 390 2.7 42 23 26 24 26 28 42 58 60 46 6585 3.9 47 44 &3 59 8.2 6.0 8.7 685 b2 .
Cr. Busnos Aires 2.4 2.8 4.8 4.3 3.4 2,2 39 1.7 20 20 23 2.2 40 850 57 3.8 52 31 40 3.8 57 490 48 44 54 52 63 B7 7.7
Gran Rossrio 5.8 57 53 41 3885 26 55 2.3 81 27 43 24 40 65 65 80 6.3 . 70 8.2 109 102 68 7.2 73 83 7.8 7.0
Cordobs 6.1 7.2 65 54 590 40 S51 27 26 1.8 2.1 27 29 4.7 48 8.9 44 BS 44 51 53 4.7 64 531 49 55 50 8.9 .
Gr. San Migue! B.4 6.9 74 56 7.3 43 68 49 59 49 6.3 6.3 8.8 106 11.0 8.7 8.1 752/ 81306 12.2 11.4 313.6 125 15,2 9.8 11.3 103
de Tucuman
Mendoza 4.1 44 590 4B 44 A4 29 3.5 2.8 3.4 14 3.1 42 58 48 3.3 45 45 3.3 37 36 8.7 46 33 36 8.1 €7 40 ..
TOTAL UNDEREMPLOYHENT c/ .. 8583 41 3.8 55 3.8 3¢ 3.6 45 58 50 60 87 &4 59 50 54 BO 7.5 7.2 .. 7.3 82 81 78 7.9 .

Source: INDEC.

8/ Includes 27 urban centers in 1979 to 1081, snd 26 since 19062.

b/ Includes Teji-Viejo.
Pergons employed less than 30 hours per week.

&/

Auguet 1989

- 91 -
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Table 1.4: ARGENTINA - POPULATION AGE GROUPS AND SETTLEMENTY STRUCTURE, 1990 a/

(Thousands)
Urban Rural

Age Group Total Male Fomale
Total % Male Female Total % Male Ferale
Tousl 27947 18766 14101 23198 83.0 11216 11978 4764 17.0 2641 2213
0-4 3241 1640 1601 2691 79.9 1311 1280 660 20.1 329 321
6 -6 2784 1407 1377 2213 79.8 1117 1096 571 20.6 290 281
10 - 14 2466 1240 1216 1946 79.2 973 872 611 20.8 207 244
16 - 19 2342 1174 1168 1918 81.¢ 941 97?7 424 18.1 233 191
20 - 24 2224 1100 1124 1866 83.9 909 968 369 16.1 191 168
26 - 29 2124 1060 1074 1791 84.3 870 921 833 18.7 180 163
30 - 84 1976 980 996 1672 84.7 816 867 803 16.3 166 138
36 - 39 1726 866 869 1466 84.3 709 746 270 16.7 147 123
40 - 44 1649 773 778 1301 84.0 636 666 248 18.0 137 111
45 - 49 1497 748 749 1287 84.68 619 648 280 16.4 129 101
60 - 64 1468 709 742 1243 86.3 689 854 216 14.7 120 96
66 - 68 1281 621 660 1098 86.7 518 680 1683 14.3 103 80
80 - 64 1002 470 632 864 85.2 387 467 148 14.8 83 85
85 ~ 89 074 398 476 761 85.9 329 422 128 14.1 89 54
70 - 74 834 279 3E6 549 86.6 232 317 85 13.4 47 38
76 - 79 428 181 246 370 85.9 161 219 56 13.1 30 26
80 - 84 224 8¢ 138 196 87.5 72 124 28 12.6 14 14
86 and more 131 44 87 114 87.0 37 77 17 13.0 7 10

Source: iNdEC.
a/ 1980 census date. Next census wiil be held in 1980,

May 1887
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Teble 1.6: ARGENTINA - ENROLLMENT BY LEVEL AND TYPE OF EDUCATION, 1886
(Thousands)
Tota! Nationat Provincial Municipal Private

Level Ne. .4 No. x No. % No. X No. %
Pre-Primary and 6608 100 143 2.6 4038 78.4 242 4.4 1082 19.7

Primery
Secondary and 1684 100 756 44.9 433 26.7 2 0.1 492 29.3

Post-Secondary
Non-University 182 100 68 31.9 63 84.8 1 0.6 60 33.0
University 664 100 588 88.3 2 0.3 .o 0.0 76 11.4

s;urco: Minigstry of Education and Justice, Argentina.

May 1987



Table 1.6: ARGENTINA - SCHOOL ENRGLLMENT AND LITERACY BY AGE GROUP, 1980 a»/

(Thoussnds)
Populstion: Currently Enrolled Not % of Attendsnce
Ago and Sex 6 yeoars Total Gradusted b/ Attended Il)iterates % of Literscy
and more Pre~schoo! Elementary Secondary Higher Curront ¢/ Tota! df

TOTAL 24708 8374 482 4132 1338 447 16948 1389 1264 26.8 94.4 .9
§~-9 2784 2376 462 1014 0 0 58 262 1] 86.3 87.4 100.2
10 - 14 2456 2205 ) 1829 376 0 24 27 80 89.8 98.9 98.7
16 - 19 2342 o84 (] 132 778 84 1809 88 70 42.4 98.3 97.0
20 - 24 2224 338 0 31 88 224 1839 47 72 15.2 $7.9 6.8
26 - 29 2124 148 ‘ 0 29 30 86 1919 13:] 83 6.8 7.2 08.1
30 ~ 24 1976 74 0 29 18 27 1834 ee 93 3.7 968.6 6.8
86 - 89 1728 51 0 27 12 12 1608 1] 91 3.0 98.1 .7
40 - 44 1649 40 4] 25 9 8 1438 70 87 2.8 95.4 4.4
46 - 49 1497 26 0 18 7 3 1393 75 88 1.9 94.9 o4.1
60 and more 6030 123 0 98 20 5 5326 586 800 2.0 90.3 $0.0
lsles 12116 3201 282 792 648 221 8260 838 689 28.4 84.8 $8.1
Femailes 12690 3173 230 2030 687 226 8ge3 754 876 26.2 94.0 ™“.6

Source: INDEC.
a8/ 1980 census data. Next census will be held in 1990,
b/ Includes those who have not completad.
¢/ Current enroliment/age group population.
d/ Current enroliment plus gradustes/age group population.

April 1987
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Teble 1.7: ARGENTINA - EDUCATION LEVEL OF POPULATION BY AGE GROUPS, 1980 o/
(Percent)
14 ¢ AGE GROUPS
Education Population e S
Level Attending /
Attended School 14-19 20-24 26-290 30-84 B85-80 40-44 456-49 G60-64 §56-59 60 & wmore
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Elementary 64.7 46.2 48.9 64.8 59.9 85.0 69.6 74.9 78.2 80.3 84.2
Incomplete 81.6 22.0 17.8 20.9 25.4 20.68 38.0 87.8 41.2 44.2 50.8
Complete 8.2 24.2 8.8 88.9 84.6 36.4 8s.6 87.6 a8r.0 38.1 33.4
Secondery 27.68 50.8 86.1 80.9 20.8 26.2 23.68 19.7 17.1 16.7 12.6
Incomplete 17.8 48.8 20.9 16.7 14.7 18.8 11.8 9.7 8.1 7.8 6.9
Conmplete 1.3 3.7 _18.8 14.8 14.1 12.7 11.8 10.0 9.0 8.4 e.8
Superior 1.7 1.1 4.0 8.0 2.8 1.6 1.1 1.1 1.0 0.9 0.7
Incomptlete 0.7 1.1 2.6 1.0 0.8 0.4 0.3 0.2 0.1 0.2 0.1
Complete 1.0 0.0 1.4 1.9 1.7 1.2 0.9 0.8 0.9 0.8 0.6
University 6.0 2.2 11.0 11.2 9.0 7.2 5.6 4.4 3.6 8.0 2.4
Incomplete 3.6 2.2 10.2 7.1 4.0 2.9 2.8 1.7 1.8 1.0 0.7
Complete 2.8 0.0 0.8 4.2 8.0 4.8 3.3 2.7 2.3 2.0 1.7
‘Source: INOEC. o -

s/ 1880 census dats.

Aprit 1967

Next census will be held in 1990,
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Table 1.8: ARGENTINA - ECONOMICALLY ACTIVE POPULATION, 1980 s/

(Thousands)

14 « Economicelly Economically not Active Activity

Age Population Active Ratio

Total Retired Students House-care Other

Total 19936 10034 8901 1944.3 1618 6449 990 60.3
14 470 67 403 .1 ase 27 a8 14.3
16 481 122 369 0.1 280 39 40 26.4
16 473 166 307 0.2 224 46 37 34.9
17 470 192 277 0.2 180 54 33 40.9
18 473 229 244 0.1 133 66 48 48.4
19 446 222 2723 0.1 ] 72 66 48.8
20 447 268 178 0.2 65 83 30 0.0
21 482 278 168 0.3 48 87 23 68.7
22 447 207 169 0.3 38 100 21 84.2
23 456 297 158 0.3 29 110 19 66.1
24 443 289 164 0.4 22 116 16 66.2
256 - 29 2124 1388 738 3 45 622 68 66.3
30 - 34 1976 1287 887 B 9 620 63 686.2
36 ~ 39 1726 1117 807 10 4 649 44 64.8
40 - 44 1649 990 560 19 2 488 43 83.9
45 - 49 1497 917 580 43 2 489 46 61.8
50 ~ 54 1468 812 648 95 2 496 66 66.7
56 - 89 1281 598 683 192 1 433 87 46.7
60 - 64 1002 296 708 324 0 328 64 29.85
66 -~ 69 873 138 738 419 0 267 62 16.6
70 - 74 634 63 681 362 0 71 48 8.4
76 + 780 27 763 470 0 179 104 3.

Source: ”iNDEC.

a/ 1980 census data.

May 1987

Next census will be held in 1990.




Table 2.1: ARCGENTINA - \ROSS DOMESTIC PRODCT 8Y SECTORAL ORIQGIN, 1970-1988
(1970 Australoa)
1970 1971 1872 1973 1974 1978 1976 1977 1978 187¢ 1980 1981 1982 1983 1984 1985 1086 1487 1988
P AT MARXET PRICES 877% 9108 0294 9542 10163 10108 10102 10747 10400 11130 11208 10543 10021 10321 10585 10105 10856 108563 10531
NET INDIRECT TAXES 1000 1038 1081 1100 1189 1182 1152 1226 1186 1269 1268 1203 3142 1177 1207 1152 1218 1238 1201
GDP AY FACTOR COST T4 8067 8283 6542 9004 6951 8950 9522 9214 S861 10008 $340 8876 44 9378 8983 9441 9624 9330
Agriculture 1028 103¢ 1059 1173 1205 172 1227 12587 1292 132 1258 1280 1370 1403 1446 1421 1375 1418 1421
Mining 178 192 197 192 196 108 198 215 219 233 248 248 249 250 248 242 232 233 2585
MWnufecturing 2049 228 2317 2409 2550 2485 2410 2598 2325 2556 2488 2076 1970 2170 22583 2020 2260 2267 2109
Construction 803 534 529 487 504 44 606 680 647 644 852 567 437 380 304 284 311 as7 805
Clectricity, Cuo and Water 183 198 217 234 248 268 272 285 205 326 351 347 ase 387 412 418 a49 476 459 1
Commurco, Restaurants and Hotels 1183 1221 1242 1273 1340 1342 1297 1401 1314 1491 1619 1464 1261 1318 1374 1260 1370 13% 1808
Tranaport and Communicstion 881 895 893 942 67 959 953 1004 982 1054 1061 1019 93 1034 1000 1049 1102 1131 1070 =
Banking 592 598 88 61 692 634 607 692 738 797 898 847 750 698 707 698 747 768 %2 o
Public and Privete Servicoes »/ 1188 1163 1193 1242 1298 1376 1380 1890 1403 1431 1462 1491 1490 1508 1545 1562 1574 1587 1605

Source: Centra! Bunk of the Republic of Argentiny (BCRA)
o/ 1970-1975 figures for public and privote services aro estimates.

Auvgust 1989




Table 2.2: ARGENTINA - CROSS DOMESTIC PRODUCT BY SECTORAL ORIGIN, 1970-1988
(Growth Retes)

1970 1971 1972 1973 1974 1975 1978 1977 1978 1979 1980 1981 1982 1983 1084 1985 1988 1967 1968

QDP AT MARKET PRICES 3.8 2.1 3.7 5.4 -0.6 0.0 6.4 -3.2 7.0 1.8 -6.7 -5.0 3.0 2.6 -4.5 5.5 1.9 -3.1
NET INDIRECT TAXES 8.7 2.2 3.6 5.4 -0.7 0.0 6.4 -8.8 7.0 1.8 -8.8 -5.0 3.0 2.8 -4.5 5.8 1.9 -3.0
QDP AT FACTOR COST 8.8 2.1 8.8 5.4 -0.8 0.0 6.4 -3.2 7.0 1.8 -8.7 -4.9 3.0 2.6 -4.5 5.8 1.9 -3.1
Agriculture 1.8 1.9 10.7 2.7 -2.7 4.7 2.4 2.8 2.9 -5.8 1.9 7.0 2.4 3.1 -1.7 ~8.2 3.0 0.4
Mining 7.8 2.9 -2.8 2.4 -1.8 2.4 8.8 1.9 6.3 5.8 0.6 0.6 0.2 -0.6 -2.6 -3.8 0.2 9.5
tanufecturing 6.1 4.0 4.0 59 2.6 -3.0 7.8 -10.5 10.0 -8.8 -15.68 -5.1 10.2 8.8 ~10.3 12.9 ~0.6 -7.0
Construction 6.3 ~1.0 -11.7 7.9 4.6 14.9 12.2 -4.8 -0.5 1.1 ~13.0 -22.9 -13.1 -20.0 -8.7 0.7 14.7 -14.8
Efectricity, Qas and Vater 9.3 9.¢ 7.8 5.9 6.1 3.7 4.6 8.3 10.7 1.8 ~1.1 3.1 8.0 6.5 1.4 7.4 6.1 4.9
Commerce, Restaurants snd Hotels a.2 1.7 2.8 6.0 0.5 -3.4 8.0 -8.2 1.8 8.8 -9.8 -18.9 4.3 4.5 -8.8 8.7 1.4 -8.1
Transport and Communication 1.6 -0.2 58 2.7 -0.8 -0.7 5.4 -2.2 7.8 0.7 -4.0 -2.6 4.1 5.8 -3.8 5.1 2.7 -5.4
Banking 1.1 -2.2 4.5 13.2 -8.4 ~4.2 13.8 6.7 8.0 12.8 -5.8 ~11.8 -7.0 1.2 -1.2 7.0 2.8 89.8
Public snd Private Services »/ 2.4 2.6 4.1 4.1 6.4 0.3 ©.8 0.9 2.0 2.2 2.0 -0.1 1.2 2.5 1.1 0.8 0.8 -52.0

Source: Table 2.1

a3/ 1970-1975 figures for public and private services are satimstes.

August 1989
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Table 2.3: ARGENTINA - QROSS DOMESTIC PRODUCT BY SECTORAL ORIGIN, 1970-1988
(Percent of GDP at Factor Cost, 1970 Prices)

1970 m 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1988 1988 1087 1088
CDP AT MARKET PRICES 112.9 112.9 12.9 112.9 129 112.% 112.9 112.9 112.9 112.9 112.9. 112.¢ 112 ¢ 112.9 112.¢ 112.9 112.9 112.9 112.9
NET INDIRECT TAXES 2.9 12.9 12.9 12,9 129 12.9 12.9 12.9 12.9 12.9 12.9 12.9 12.9 12.9 2.9 12,9 12.9 12.9 12.9
QDP AT FACTOR COST 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agriculture 13.2 12.¢ 12.9 18.7 134 13.1 18.7 18.2 14.0 8.8 12.5 18.7 15.4 15.3 15.4 18.9 314.8 14.7 15.2
Mining 2.3 2.4 2.4 2.2 2.2 2.2 2.2 2.3 2.4 2.4 2.5 2.7 2.8 2.7 2.6 2.7 2.5 2.4 2.7
Henufecturing 2.0 .6 28.1 2.2 2.3 7.8 2.9 27.3 5.2 2%.9 24.8 2.2 22.2 2.7 24.0 2.8 24.2 3.8 2.6
Construction 8.5 6.6 8.4 5.8 8.8 5.9 .6 7.1 1.0 8.8 8.5 6.1 4.9 4.2 32 a.2 8.3 3.7 3.3
Electricity, Qas and Water 2.3 2.8 2.6 2.7 2.8 2.9 3.0 3.0 3.2 8.3 3.5 8.7 4.0 4.2 4.4 4.7 4.8 4.9 5.3
Commarce, Restaurants and tHotels 18.2 15.1 5.1 14.9 2180 18.0 14.5 14.7 14.3 18.1 16.2 18.7 14.2 4.4 4.6 4.1 314.5 4.4 4.0 t
Transport and Communication 11.3 1. 1.8 1.0 0.7 10.7 10.8 10.8 10.7 10.7 10.8 10.9 1.2 1.3 1.6 1.7 1.7 11.8 1.8
Banking 7.6 7.4 7.1 7.2 7.7 7.1 6.8 7.8 8.0 8.1 a.9 9.1 8.4 7.6 7.5 7.8 7.9 8.0 1.8 :
Public and Private Services »/ 4.8 34.4 4.5 14.5 14.4 15.4 15.4 14.8 18,2 14.8 14.8 16.0 16.8 6.5 16.5 17.4 16.7 16.5 82 ™

Source: Tebie 2.1.

8/ 1970-1975 figures for public and private services sre estimates.
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Table 2.4: ARGENTINA - GROSS DOMESTIC PRODUCT BY SECTORAL ORICIN, 1970-1988 a/
(Thousands of Australes)

1970 1971 1972 1973 1974 1978 1976 1977 1978 1979 1980 1681 1982 1983 1984 1988 1086 1987 1988 b/
CROSS DOMESTIC PRODUCT 8.775 12.518 20.690 35.485 48.647 143.0 758.7 2083.4 5234 14251 28336 54752 147618 682652 5281000 39592600 74309000 173109400 821468000
Agriculture 1.068 1.797 3.070 5.610 5.604 12.7 83.3 20.3 531 1504 2436 4989 17383 86377 668214 5010694 9404274 21908089 103961967
Mining 0.176 0.246 0.368 0,721 1.028 2.8 14.8 25.8 101 843 669 1590 4514 26955 208857 1565842 2088836 684627y 32488115
Menufacturing 2.641  3.781 6.349 10.119 13.929 46.4 250.5 650.1 1613 3951 7082 13147 41918 210154 1625994 12190368 2287937¢ 53299540 252926990
Construction 0.507 0.749 1.183 1.794 2.7483 11.2 54.8 147.6 381 M1 2000 3306 7208 42344 327210 2453152 48604176 10725835 50898047
Electricity 0.204 0.266 0.429 0.743 1.08% 2.¢ 19.1 8§5.8 145 304 718 1632 2513 17216 133050 997499 1872147 4361382 20696132
Comzmerce 1.464 2.002 3.474 B5.299 7.440 22.4 132.0 351.5 884 2522 5106 9716 24499 112820 B70239 6524341 12245148 28526157 135367145
Transport 0.840 1.064 1.733 2.783 38.808 11.2 60.0 175.8 443 1143 271 4414 9244 38661 209362 2244373 4212331 0812998 46566208
Banking 0.706 0.990 1.590 3.492 4.549 11.8 58.56 234.1 562 16859 3888 7583 21883 43522 836493 2522745 4734791 11030114 52841963
Government 1.169 1.628 2.494 4.924 7.511 22.0 85.7 224.4 674 1838 4270 8426 18952 104903 B1i450 6083585 11417920 26599057 126202342

Sgurce: Central Bank of the Republic of Argentina (BCRA),
8/ GDP distribution by sector for 1984-1988 sre estimates.
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Table 2.5: ARGENTIN/ - CROSS DOMESTIC PRODUCT BY SECTORAL ORIGIN, 1970-1968 o/
(Percent)

1970 1971 1972 1978 1974 978 1976 w7 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1983

GROSS DOMESTIC PRODUCT 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 98.6 100.0 100.0 100.0 100.0 100.0

Agriculture 12,2 4.4 14.8 15.8 13.6 8.9 1.0 11.0 10.1 10.6 8.6 9.0 11.8 12.7 12.7 12.7 12.7 2.7 12.7
Mining 2.0 2.0 1.8 2.0 2.4 2.0 2.0 1.2 1.8 2.4 2.4 2.9 8.1 3.9 4.0 4.0 4.0 4.0 4.0
Manufacturing 30.1 30.2 30.7 28.5 28.6 82.4 88.0 31.1 28.9 2r.7 25.0 24.0 28.4 80.8 80.8 30.8 30.8 80.8 8.8
Construction 5.8 8.0 5.7 8.1 5.6 7.8 7.2 7.0 7.8 7.0 74 6.0 4.9 6.2 6.2 6.2 6.2 6.2 6.2
Eloctricity 2.3 2.1 2.1 2.1 2.1 1.8 2.8 2.6 2.8 2.1 2.5 3.0 1.7 2.5 2.5 2.5 2.5 2.5 2.5
Commzarce 16.7 16.0 16.8 14.9 15.8 15.7 17.4 16.8 6.9 17.7 8.0 17.7 16.6 16.5 16.5 16.5 16.5 18.5 16.5
Transport 9.8 8.5 8.4 7.8 7.8 7.8 7.9 8.4 8.5 8.0 7.7 8.1 6.8 5.7 5.7 5.7 5.7 8.7 5.7
Banking 8.0 7.9 7.7 9.8 9.4 8.2 7.7 1.2 10.7 11.6 18.7 13.8 14.5 5.0 6.4 6.4 6.4 6.4 6.4
Government 13.3 13.0 12.1 13.9 15.4 15.4 11.8 0.7 129 12.9 15.1 15.4 12.8 15.4 16.4 15.4 15.4 15.4 15.4

Source: Table 2.4,
a/ ODP distribution by sector for 1984-1988 arc eaticates.
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Table 2.6: ARGENTINA - GROSS DOMESTIC PRODUCT BY EXPENDITURE, 1970-1988
{1970 Australes)

1970 1973 1972 1

3

1974 1978 1976 77 1978 197¢ 1980 1981 1982 1983 1984 1088 1986 2987 1988

Gross Domeatic Product o778 9108 9294 9642 10183 10108 10102 10747 10400 11130 11300 10542 10018 1C311  10S65 10102 10548 10870 1058)
Terms of Trade Effect ] 107 134 302 138 ~26 - 2 -84 R 258 328 33 2 145 ~-11 -117 -479 ~-404
Groes Domeatic Incose 87758 12 0428 9944 10301 10077 9084 10749 10318 11168 11558 10670 10051 10833 10710 10091 10531 10801 10427
Isporte of Goods snd NFS e/ T8¢ 83 840 820 o724 a%0 708 964 924 1413 2068 1869 wor 1026 1089 982 1101 161 1024
Exports of Goods and NFS e/ 810 729 744 848 850 m 1014 1291 1406 13861 1201 1362 1410 1519 1508 1698 1880 1563 1752
Exports Adjusted by Terme of Trade 810 ass 878 1150 L) 745 898 1208 1822 1419 1549 1690 1443 1541 1653 1687 1442 1084 1348
Rescurce Gap b/ 21 47 -38 -821 ~114 48 -108 -32¢ ~408 -6 519 179 -366 ~515 -564 -758 -342 n” -S2¢
Total Expenditures 8784 9250 9628 10187 10222 9701 10420 9908 11182 12077 11049 9685 9818 10146 9336 10189 10468 88502
Consumption 6643 7308 7305 7686 e1re e177 7608 7778 7688 8738 9408 9000 8043 8348 8839 8201 8954 9038 6488
Public 908 49 32 902 1089 1070 118 1167 1204 uwn 1288 1308 1218 1248 1274 1252 1318 .-
Private 935 6247 63738 8644 7110 7107 6486 4600 8481 7462 8135 7602 €826 7100 7565 7039 7636
Gross Domeatic Investaent 1860 3 2085 1087 2000 2045 2188 2644 223 2480 2676 2049 1645 1470 1306 1046 1235 1430 1816
Changes in Inventories ~1 5 50 100 48 78 14 18 -67 B 99 -73 107 12 -20 -126 -28 -21 59
Qross Domestic Fixed Investment 1861 02 2038 1887 1963 1967 arz 2626 20 2445 2576 2122 1838 1458 1326 1r2 1268 1451 1258
Public T08 780 708 661 884 778 980 12:9 1068 017 1010 907 72 671 491 410 518 P
Private 1153 1282 1240 1228 1279 1189 1es 1407 1222 1428 15866 1215 826 787 83s 762 248 ..
OGroas Domestic Savings ¢/ 1862 2016 2123 2308 2123 1900 2379 2073 2631 2456 2156 1870 2011 1985 1870 1801 1577 1354 1641
Net Factor Income Payments -9 -39 -120 ~148 -117 ~124 =127 ~143 -174 ~200 ~308 -620 -766 -854 -8s7 -712 -574 -578 -£6%
Net Transfers -1 -1 -1 3 [} 1 4 ? 10 ] 4 -3 4 2 ° o o ~1 o
Gross Nations! Savings 1704 1978 2002 2168 2006 1778 2288 2838 2486 2283 1851 1247 1249 1183 1018 1089 1003 s 02
Groas Nationsl Product 744 9088 917rs 9500 10048 $980 9979 10811 10238 10027 10098 9918 9256 9459 9708 9390 10074 10201 8562
Gross Nations! Income 8678 nurz 9807 9802 10364 954 G881 108°) 10152 1000 11258 10248 0280 9481 98853 9379 957 9812 0458

- &% -

Source: Central Bank of the Republic of Argentina (BCRA) snd IBRD staff eatimates.
s/ Balence of Payments figures deflated by respective price indices snd converted st 1970 exchange rate (3.6 pesce per LSS)
b/ - (Exports sdjusted by terms of trade - imports).
c/ Gross domestic investasnt - resource gwp.
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Table 2.7: ARGENTINA ~ QROSS DOMESTIC PRODUCT BY EXPENDITURE, 1970-1988
(Growth Rates)

1971 1972 1978 1974 1978 1978 wn 1978 979 1980 1981 1962 1968 1984 1988 1986 1987 1988

Groas Domsstic Product 8.8 2.1 8.7 5.4 -0.8 0.0 R.4 ~3.2 7.0 1.8 -6.7 -5.0 2.9 2.5 -4 4 6.4 2.1 -8.1
Terma of Trade Effect 25.5 124.8 -54.3 -118.8 -353.8 101.7 -4800.0 169.0 344.8 27.1 -89.9 -333 5591 -107.6 -963 6 -300.1 15.6
Gross Domestic Income 5.0 2.8 5.5 3.6 -2.2 0.9 1.7 -4.0 8.5 3.8 -6.0 -7.5 2.8 3.7 -5.8 4.4 -1.3 -2.5
Isporte of Coods snd NFS 1.9 -4.9 ~-1.8 8.4 1.8 -21.0 87.1 -5.2 84.8 45.4 -9.8 -42.4 -4.7 6.1 -14.4 18.1 54 -1.8
Exporta of Goods and NFS ~10.0 2.1 14.0 0.2 -9.3 3.8 7.8 a.¢ -3.2 -5.1 5.6 3.5 7.7 -0.7 12.6 -8.1 0.2 121
Exports Adjusted by Terms of Trade 3.2 s.1 80.9 ~i4.1  -24.8 20.3 44.3 2.2 7.8 9.2 9.1 -l4.6 6.8 7.3 2.1 -14.% -24.9 24.4
Resource G-p 2.3 -181.6 -~737.4 64.5 227.2 -283.1 -70.5 -24.0 $9.5 675%.0 -65.5 -304.5 -40.7 -9.5 -33.9 54.7 1224 5227
Tots! Expenditures 5.8 1.4 2.5 5.9 0.3 -4.2 6.4 -4.9 2.9 8.0 -8.6 -12.8 1.4 3.2 -8.0 9.1 2.7 -6.4
Consumption 8.2 1.8 4.5 7.1 0.0 -7.0 2.2 -1.2 13.6 7.7 -4.3 -10.7 3.8 5.9 -8.2 8.0 0.9 ~-6.1
Public 4.5 -1.8 6.4 7.8 0.1 4.8 4.3 3.2 5.8 1.8 1.6 -7.1 2.7 2.1 -1.7 5.3 .- e
Private 5.3 2.0 4.3 7.0 0.0 -8.7 1.9 -1.9 15.1 6.8 -5.2 -11.3 4.0 €.5 -7.0 8.8 .- .a
Groes Domestic Investesnt 10.9 11 -4.7 1.1 1.8 6.¢ 20.9 -15.9 10.2 9.2 -23.4 -19.7 -20.6 -11.1 -19.9 18.1 1%.8 -8.0
Changes in Inventorics 8616.7 -2.2 0.2 -54.8 72.8 -81.9 25.4 -478.7 107.3 1914.3 -173.8 246.4 -89.1 -272.4 -830.0 7.8 26.1 382.6
Cross Domastic Fixed Investment 8.1 11 ~7.8 4.0 0.2 10.4 2.9 -12.8 6.8 54 -17.6 -27.5 -5.2 -9.1 -11.6 7.e 4.0 -13.8
Public 10.2 1.9 -is.9 3.8 18.7 @3 2.3 -12.4 -4.8 0.7 -10.2 -21.5 -5.8 -26.8 -18.5 25.6 .. ..
Private 8.9 0.6 -1.1 4.3 -7.0 -0.6 8.9 -13.3 16.9 9.7 -22.4 -82.0 -4.7 6.1 -8.7 -1.8

Gross Domestic Sevings 7.2 5.2 8.7 -8.0 -10.5 5.2 4.9 118 -86.6 -12.2 -13.2 7.5 ~-1.3 -5.8 -3.7 -12.4 -24.2 2.2
Net Factor Income Paysents £9.4 -27.7 -20.8 19.8 -6.0 -2,.4 -126 -21.7 -20.1 -47.4 -300.3 -23.5 -11.5 -0.4 16.9 194 -0.7 -15.7
Net Transfers 3.2 -27.7 343.2 -100.0 0.0 244.4 62.2 43.6 -35.2 -42.4 -187.7 242.4 -50.7 -81.8 -100.0 0.0 -489.8 -100.0
Grosa Nations! Savings 10.7 1.8 8.2 -7.4 ~11.4 26.9 8.7 -18.3 -8.6 -17.8 -82.8 0.2 -9.3 -10.5 7.5 -7.9 -22.8 2.8
Gross Nations! Product 4.5 1.2 3.8 8.7 -0.7 0.0 6.8 -8.8 6.8 0.8 -9.8 -6.7 2.2 2.6 -3.3 7.8 2.2 -4.2
Gross Nationsi Income 5.7 1.8 8.8 3.0 -2.3 -0.9 7.6 ~4.8 8.2 2.4 -8.9 -9.3 2.1 3.9 -4.8 6.2 -1.8 -8.6

- 991 -

Source: Teble 2.8.
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Table 2.8: ARGENTINA - GRDSS DOMESTIC PROCUCT BY EXPENDITURE, 1970-1988
(Percent of QOP, 1970 Prices)

* 1970 wn 1072 1973 1974 1978 1978 1977 1978 1979 1980 1981 1982 19683 1984 1985 1988 1987 1988

Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 1000 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Torms of Trade Effect 0.0 1.2 1.4 8.3 1.4 -0.3 -1.2 0.0 0.8 0.5 2.3 3.1 0.3 0.2 1.4 ~0.1 -1.3 -4.4 -8.8
GCroes Domsetic Income 100.0 101.2 101.4 108.1 101.4 "7 8.6 100.0 9.2 100.5 102,83 108.1 100.3 100.2 101.4 9.9 8.9 9.5 9.2
Isports of Coods and NFS 9.0 9.7 0.0 8.6 8.8 0.8 7.0 9.0 3.8 12.7 18.3 17.7 10.8 10.0 10.8 Q.2 10.3 0.7 .7
Exporta of Coods snd NFS 0.2 8.0 8.0 8.8 8.4 1.8 10.0 12.0 18.5 12.2 1.4 12.9 4.1 14.7 14.3 16.8 14.7 4.4 16.8
Exporte Adjusted by Terms of Trade 9.2 9.2 9.5 1.9 .7 7.4 6.9 12.0 12.7 2.7 1.7 18.0 14.4 14.9 15.6 16.7 13.¢ 10.0 28
Rasource Gep -0.2 0.5 -0.4 -3.3 ~1.1 1.4 -1.9 -3.1 -8.9 «0.1 4.6 1.7 -8.7 -5.0 -5.3 -7.5 -3.2 0.7 -9.1
Tota! Expenditures .86 101.7 103.0 9.8 100.2 101.2 6.9 7.0 95.8 100.5 106.9 104.8 98.7 5.2 98.0 2.4 9.7 9.3 3.1
Consumption 78.0 79.0 76.8 .2 80.5 80.9 7.3 72.4 78.9 78.5 3.2 5.4 60.3 81.0 8s.7 62.1 84.1 8.1 80.6
Public 10.8 10.4 10.0 10.3 10.5 10.6 na 10.9 11.8 1.4 1.4 12.4 121 121 12.1 12.4 12.4 . .
Private 87.8 €8.6 68.8 8.9 70.0 70.3 4.2 61.8 82.3 7.0 7.8 73.0 88.2 68.9 721.8 689.7 7.7 .. -
Gross Domestic Investaent 2.2 2.7 2.4 2.6 19.6 20.2 2.8 24.8 2.4 2.0 23.7 19.4 16.4 14.3 12.4 10.4 11.8 18.2 12.8
Changes in Inventoriem -0.01 0.8 0.8 1.0 0.4 0.8 0.1 0.2 0.6 0.0 0.9 -0.7 1.1 0.1 -0.2 ~-1.2 ~0.3 0.2 0.6
Gross Domestic Fized Investaent 2.2 2.1 2.9 19.8 10.3 10.8 2.8 24.4 2.0 2.0 2.8 20.1 15.4 4.1 12.6 11.8 1.9 13.3 11.9
Public 8.1 8.6 6.6 8.9 6.7 7.7 °.8 11.3 10.3 9.1 8.9 8.6 7.1 6.5 4.6 4.1 4.9 .. ..
Private 18.1 13.5 18.3 12.7 12.8 1.9 1.7 13.1 11.8 12.8 18.9 11.5° 8.2 7.6 7.9 7.8 7.0 s .
Gross Domastic Savings 21.4 2.1 2.8 2.9 2.9 18.8 23.8 a7 «5.3 21 19.1 17.7 20.1 19.2 17.7 17.8 14.8 2.8 15.6
Net Factor Income Paysents -1.1 -0.4 -1.8 -1.8 -1.2 ~2.2 -1.8 -1.3 -1.7 -1.9 -2.7 -5.9 -7.6 -8.3 -8.1 -7.0 -5.4 -5.8 ~6.8
Net Transfers -0.01 -0.01 ~-0.02 0.04 0.00 0.01 0.04 0.08 0.0¢ 0.08 0.9 -0.03 0.04 0.02 0.0 0.0 0.0 ©.0 0.0
Gross Nations| Savings 20.3 a.7 2.5 2.5 19.7 17.6 2.8 26.4 »n.7 20.2 18.4 13.8 12.5 11.0 9.6 10.8 9.4 7.3 9.2
Groms Nationw! Product 8.9 .6 %8.7 8.5 98.8 06.8 8.8 98.7 8.4 8.2 97.3 94.2 92.4 9.7 n.9 93.0 4.6 4.7 3.7
Gross Nations) Incowe $8.9 100.7 100.1 101.7 300.2 8.5 7.8 9%.7 9.8 9.7 «w.6 9.2 92.7 92.0 $3.3 2.8 $3.5 90.3 89.8

Source: Table 2.6.
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Tuble 2.9: ARGENTINA - GROSS FIXED INVESTMENT, 1970-1088
(3970 Australes)

1970 97 1972 1973 1974 19756 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1686 1987 1988
Gross Fixed Investment, by sector 1661 2012 2038 le87 1963 1967 2172 2626 2290 2445 2576 2122 1538 1458 1326 1171 1263 1451 1258
Public 708 780 795 661 684 778 989 1214 1068 1017 1010 907 712 671 491 410 815 331 274
Private 1153 1233 1240 1226 1279 1189 1184 1412 1222 1428 1566 1215 828 787 835 761 748 13120 984
Gross Fizxed Investment, by sector 1861 2012 2085 1887 1963 1067 272 267 2290 2445 2576 2122 1538 1458 1328 1172 1264 1481 1268
Construction 1161 1244 221 1089 1172 1228 1398 1881 1452 1449 1457 1279 998 838 738 670 716 818 6%8
Public A€S 816 529 440 469 412 598 70 709 623 603 511 399 361 219 197 280 331 74
Privote 698 729 692 649 703 814 798 741 743 a26 854 768 599 524 5§19 472 438 488 424
Machinery and Equipment 700 768 814 798 791 743 779 1008 838 ()] 121¢ 843 540 578 589 502 548 633 560

Public 245 264 266 221 25 368 394 424 359 394 407 896 313 310 272 213 235 .

Private 488 504 548 724 576 ars 38s 672 479 602 712 447 27 263 316 289 a3

of which:

Machinery, tools and furnitu 482 827 542 -2 0 548 -23 873 798 504 680 808 634 411 417 425 363 292 455 407
Dameatic 274 305 322 ass 388 344 416 500 388 3s8 308 204 187 254 281 211 260 273 27
Isported 208 P ] 29 183 156 177 157 205 259 22 500 430 224 164 144 153 18 182 181

Transport Equipmont 219 240 72 279 249 21 07 300 245 317 818 200 128 155 163 139 156 178 183
Domestic 215 230 257 269 240 109 106 244 209 250 262 147 115 138 144 128 154 i73 147
Isported 4 10 15 10 9 2 1 86 36 67 63 62 14 18 19 11 3 5 6

Memo item:
Residential Construction 498 486 457 426 47¢ 596 567 802 502 548 558 488 a9 39 337 a5 .
Non-residentisl Construction 668 788 784 663 €96 630 826 1029 950 904 89¢ 71 €07 846 401 358

Source: Centra) Bank of the Republic of Argentina (BCRA) and IBRD estimates.
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Teble 2.10: ARGENTINA - GROSS FIXED INVESTMENT. 1970-1988
(Qrowth Rates)
1971 1972 1973 1974 1975 1976 1977 1978 1979 198¢C 1981 1982 1683 1984 1965 1786 1987 1088
Groes Fixed Investment, by sector 8.1 1.1 -7.3 4.0 0.2 10.4 20.9 -12.8 6.8 5.3 -17.86 -~27.5 ~5.2 ~-6yv -117 79 149 -18.3
Public 10.2 2.0 -18.9 3.5 13.8 27.0 2.8 ~12.0 -4.8 -0.7 -10.2 -21.% 5T -5 e -16.5 25 6 -35.8 -317.3
Private 8.9 0.6 -1.1 4.3 -7.0 ~0.4 19.83 -18.§6 16.9 9.6 -2.4 -320 -4.8 6.2 -8.9 -1.7 49.7 -12.1
Gross Fized Investment, by sector 8.1 1.1 -7.3 4.0 0.2 10.4 20.9 -12.8 §.8 5.8 -17.6 -2/.% -5.2 -$.0 -11.6 7.8 4.8 -183
Construction 7.2 -1.9 «10.8 7.6 4.6 13.6 2.9 -5.1 -0.2 0.6 -12.2 -22.0 -11.3 ~-16 6 -2.3 6.9 243 147
Public 11.4 2.7 -16.9 6.6 ~12.1 44.2 32.9 -10.3 -12.1 -3.2 -15.2 -2i.9 -9.5 -36.3 -10.0 42.1 38.1 -17.3
Private ‘.4 -5.1 -6.2 8.2 5.8 ~1.9 ~7.2 0.3 11.2 3.4 -10.1 ~22.0 -12.5 -1 0 -B.9 -7.8 11.9 -13.0
Machinery snd Equipment 9.7 6.0 -2.0 -0.9 -~6.3 5.1 40.7 -23.5 18.9 12.83 -24.7 -35.9 6.1 2.8 -14 6 9.0 5.5 -11.8
Public 7.8 0.8 -16.9 -2.7 70.2 7.7 7.6 -15.8 8.7 3.8 -2.7 -21.0 -1.0 -12.3 -21.7 10.3 .
Private 10.8 8.7 5.3 -0.2 -34.9 2.7 74.5 -28.7 25.7 18.8 -87.2 -49.2 15.9 20.2 -8.5 8.3
of which:

Machinery, tools ond furniture 9.4 2.7 -4,1 4.6 -4.1 10.0 38.7 -25.3 14.5 18.2 -21.0 -35.2 1.5 1.9 -14.6 7.8 16.2 -10.8
Domestic 11.4 5.6 10.6 9.0 -11.8 20.9 20.2 -33.0 6.9 -15.4 -82.7 -8.2 35.6 107 -25.0 23.6 4.8 -16.9
Imported 6.7 ~-1.4 -25.6 -4.9 4.2 -11.3 87.9 -12.2 24.3 55.4 ~14.0 -47.9 =27.0 -11.9 5.8 -14.0 38.8 ~0.9

Transport Equipment $.6 13.6 2.4 ~10.7 -51.4 71.1 44.9 -18.3 29.4 -0.5 -33.8 -38.6 21.1 5.2 -14.8 12.4 13.7 -14.0
Domestic 7.0 12.0 4.5 ~10.7 -54.6 79.8 24.5 -14.3 .8.5 1.0 -41.8 -21.9 19.9 4.7 -~110 pUN -] 12.8 -15.4
Imporsed 150.0 5.0 -33.3 -10.0 383.3 -8.3 409.1 -35.7 5.9 -6.4 ~1.¢ -78.2 3¢ 8.4 -43.5 -75.2 66.7 40.0

Momo i tem:
Repidential Construction -~1.4 -6.0 -6.8 11.7 25.2 -4.9 -11.5 0.0 8.6 2.4 -12.5 -19.9 -13.38 ~-0.6 -6 6
Non-residential Construction 13.6 0.8 -13.2 4.9 -0.4 31.0 24.5 -7.7 -4.9 -0.5 -12.0 -23.2 -100 -26.6 -11.6

Source: Table 2.9
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Table 2.11: ARGENTINA - CROSS FIXED INVESTMENT, 1970-1968
(Percent of GDP, 1970 Prices)

1970 1071 1972 1973 1974 1975 1976 1977 1978 1079 1980 1681 1982 1983 1984 1985 1986 1987 1988
Groas Fixed Investment, by sector 2.2 2.1 21.9 19.6 19.3 19.5 2.5 24.4 22.0 2.0 22.8 20.1 16.4 14.1 12 6 11 6 1.9 13.3 11.%
Public 8.1 8.6 8.6 6.9 6.7 7.7 9.8 11.8 10.8 9.1 8.9 8.6 7.1 6 & 4.6 4.3 4.8 3.0 2.6
Private 13.1 13.5 13.8 12.7 12.6 11.8 11.7 13.1 11.8 12.8 18.9 11.5 8.2 7.6 7.9 7.5 7.0 10.3 9.8
Gross Fixed Investment, by sector 21.2 22.1 21.9 19.6 1$.3 18.5 21.5 24.4 220 220 2.8 20.1 154 141 126 11.6 11.§ 13.3 11.9
Construction 13.2 18.7 13.1 11.3 11.8 12.1 13.8 14.2 4.0 18.0 12.9 12.1 10.0 8.6 7.0 6.6 6.7 7.5 €.6
Public 5.8 5.7 5.7 4.6 4.6 4.1 5.9 7.3 6.8 5.6 5.3 4.8 4.0 3.5 2.1 2.0 2.6 3.0 2.6
Private 8.0 8.0 7.4 6.7 8.9 8.1 7.9 6.9 7.3 7.4 7.6 7.3 6.0 5.1 4.9 4.7 4.1 4.5 4.0
Machinery and Equipment 8.0 8.4 8.8 8.3 7.8 7.3 1.7 10.2 8.1 8.9 9.9 8.0 5.4 5.6 5.6 .0 5.1 5.8 5.8

Public 2.8 2.6 2.9 2.3 2.1 3.s 3.9 8.9 3.5 3.5 3.6 8.8 2.1 3.0 2.6 2. 2.2

Private 5.2 5.6 5.9 8.0 5.7 3.7 8.8 6.3 4.6 8.4 6.8 4.2 2.3 2.6 3.0 2.9 2.9

of which:

Machinery, tools snd furniture 5.8 5.8 5.8 5.4 5.3 5.2 5.7 7.4 8.7 6.1 7.1 8.0 4.1 4.0 4.0 3.6 3.7 4.2 3.9
Doaesatic 3.1 8.3 3.5 3.7 3.8 3.4 4.1 4.7 3.2 3.2 2.7 1.9 1.9 2.5 2.7 2.1 2.4 2.5 2.2
Imported 2.4 2.4 2.4 1.7 1.5 1.8 1.6 2.7 2.5 2.9 4.4 4.1 2.2 1.6 1.4 1. 1.2 1.7 1.7

Transport Equipment 2.5 2.6 2.9 2.9 2.5 1.2 2.0 2.8 2.4 2.8 2.8 2.0 1.8 1.5 1.5 1.4 1.8 1.6 1.8
Domestic 2.4 2.5 2.8 2.8 2.4 1.1 1.9 2.3 2.0 2.2 2.2 1.4 1.1 1.8 1.4 1.8 1.4 1.6 1.4
Imported 0.0 0.1 0.2 0.1 0.1 0.1 0.1 0.5 0.3 0.6 0.6 0.6 0.1 2 0.2 0.1 0.0 0.0 0.1

Mermo item:
Residantis! Conatruction 5.8 5.8 4.9 4.4 4.7 5.¢ 5.6 4.7 4.8 4.9 4.9 4.6 3.9 3.3 3.2 3.1
Non-residentisl Construction 7.6 8.3 8.2 6.9 6.8 6.2 8.2 9.8 9.1 8.1 8.0 7.5 6.1 5.8 3.8 3.8 .

Source: Table 2.9.
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Table 2.12: ARGENTINA - GROSS DOMESTIC PRODUCT BY EXPENDITURE, 1970-1088

(1970 Austraies Per Capite)

1970 197 1972 1478 1974 1978 1978 w7 1978 197¢ 1080 1083 1982 1983 19084 1985 1968 1967 1088
Groes Domestic Product ase 374 876 888 897 388 381 3% 380 401 400 3687 344 348 351 a3 343 348 ax
Terws of Trade Effect 4] 4 & 12 ] -1 -4 4] -8 2 ¢ 11 1 1 s -0 -4 -18 -18
Cross Domestic Income 366 878 881 808 402 a8y s 89 arr 403 400 870 s 349 358 830 339 330 817
Imports of Goods and NFS 88 38 34 83 84 k1) 7 38 a 81 73 85 7 3% 36 30 as a7 2
Exports of Goods snd NFS 84 a0 80 84 as 30 a8 48 81 49 46 47 48 51 50 56 0 50 55
Exporte Adjusted by Terms of Trade 34 34 35 48 8 2 34 48 48 53 58 59 49 52 58 85 47 3¢ 42
Rescurce Qup -1 2 -2 ~13 ~4 [] -7 -12 -185 -0 18 [] «13 17 -19 -25 ~11 2 -~30
Tots! Expenditures ass 380 are 382 398 a2 7 a7 362 402 428 385 332 asl as7 S0s a28 832 807
Consumption 288 25 295 S08 e 314 207 289 261 a4 883 814 b4 282 294 m 289 *: 285
Public - -} 8 88 » 42 41 42 43 4“4 48 48 48 42 42 42 41 42
Private 248 257 257 264 ave rs 245 248 237 269 287 268 234 240 2851 250 243
Grose Domestic Investaent 78 as 84 ks 78 79 83 L3 o1 es L 71 56 50 43 b ] 40 45 41
Changes in Inventoriss -0 2 2 4 2 3 1 1 -2 [} 3 -3 4 [} -1 ~4 -1 -1 2
Gross D ic Fized Ir tment 78 83 o2 ”n k4 78 82 [ ] o4 a8 9 74 53 49 44 a8 4 48 a9
Public 30 92 a2 26 L4 30 37 45 k- 14 36 32 24 2 18 18 17
Private 48 51 50 49 50 46 45 52 A5 51 3 42 28 27 28 28 24
Gross Dosestic Sevings 7 e 8 9 € 78 9% 110 o 8 78 6 6 6 62 & 5 4 5
Nat Factor Income Paymente -4 -2 -5 -8 ~8 -8 -8 -5 -8 -8 -11 -2 -26 -0 ~28 -28 ~-18 -18 -1
Net Transfers -0 -0 -0 ° ] ] 4] ) ° [} ] -0 o 4] ] (-] ° -0 ]
Qross National Savings 74 e a ] ™ &8 88 108 0 o 8 43 43 28 34 38 a2 -3 30
Qrogs Netional Product a2 arz a7 m 802 3as am 3% 874 03 389 846 817 s10 823 307 azs 14 09
Qroes Mations! Income 882 ' an 878 889 897 a2 an 804 87 ] 3% asr a0 20 = 807 - 12 296

Source: Tables 1.1 and 2.6,
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Table 8.1: ARGENTINA - NOMINAL EXCHANGE RATES, 1970-1988 a/
(Annual Averages; Australes/USS)

Exchange Rate

1970 0.00000038
1971 0.00000046
1972 0.00000060
1978 0.00000060
1974 0.00000060
1976 0.00000236
1976 0.00001400
1977 0.00004080
1978 0.00007980
1979 0.00013170
1980 0.00018560
1981 0.00044170
1982 0.00269000
1983 0.01063000
1984 0.08766000
1986 0.60408000
1986 0.94308000
1987 2.14509083
1988 8.77030000

Source: 1970-87 data are from IMF, International Financial Statistics (IFS)
and correspond to fines wf (rf), representing exchange rates of members
maintaining @ multiple exchenge rate system. 1988 data is from Central Bank
of the Republic c¢f Argentina (BCRA) and corresponds to the official exchange
market.
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Tebie 8.2:

ARGENTINA ~ NOMINAL EXCHANGE RATES, 1980-1989 a/

(Monthly Aversges; Australea/uUs$)

1980 1981 1982 1983 1984 1988 1986 1987 1988 1989
Annual Average 0.0001858 0.000441% 0.0021712  0.0105300 0.067¢ 0.6018 0.94389 2.15 8.77
Jenuary 0.0001670 ©.0002020 0.0009970  0.0051400 0.0249 0.1099 0.8005 1.29 3.90 13.67
February 0.0001710 0.0002250 0.0010050  0.0057200 0.0278 0.2424 ©.8005 1.39 4.33 14.49
March 0.0001750 0.0002340 0.0010870  0.0064000 0.0309 0.3063 0.8005 154 4.92 15.29
April 0.0001790 0.0003100 0.0011820 0.0071700 0.0850 0.8963 0.8280 1.5¢ 8.72 51.07
May 0.0001830 0.,0003280 0,0014020  0.0077700 0.0409 0,5247 0.8491 1.59 6.74 121 97
June 0.0001860 ©.0004400 0.0015160  ©.0085200 0.0476 0.7492 0.8731 1.70 8.07 211.14
duly 0.0001890 ©.0004710 0.0020670  0.0094400 0.0563 0.8005 0.9027 1.89 9.53 571.64
August 0.0001910 0.0005120 0.0023260 0.0106400 0.0684 0.6005 0.9650 2.1 12.00
September 0.0001940 0.0005580 0.0026620 ©.0121100 0.0834 0,8005 1.0500 2.44 12.00
Oetober 0.0001960 0.0006040 0.0080730 0.0145100 0.1042 0.8005 1.0038 8.28 12.22
November 0.0001980 0.0006510 0.0041150 ©.0178700 0.1318 0.8005 1.1800 3.5 12.67
Ducembur 0.0002000 0.0007680 0.0046020  0.0213700 0.1606 0.8005 1.2140 3.51 13.13

Source: 1980-87 dota are from IMF, Internstiona! Financinl n%~tiatics (IFS) and

correspond to lines wf (rf) in IFS, representing exchange ratas for members meintaining

» dua! hang

rate

t 1088-89 data nre from Central Bank of the Republic of

Y

Argentine and correspond to the officinl exchange market.
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Teble 3.3: ARGENTINA - REAL EFFECTIVE EXCHANGE RATE INDEX, 1970-1989
(1987=100; increase = deprecistion of Australes)
(continyes...)

Commercis! Frae Free Rate Aversge
Rute Index »/ Rate Index b/ Premium Rate Index ¢/
1970 1t 78.1 78.1 0.0%
I 78.9 79.0 0.1%
344 83.2 83.2 0.0%
v 76.4 a1.6 6.68
W 1 71.5 77.4 8.3%
It 71.0 81.4 14.6%
IIX 75.8 95.5 25.9%
v 78.1 129.1 76.6%
1912 1 61.6 121.9 98.0%
1z 55.1 119.4 116.6%
I 80.1 128.5 158.6%
v 45.8 115.5 152.2%
1973 1 41.4 100.1 141.6%
11 38.3 93.7 144.6%
111 39.9 87.0 118.0%
1v as.9 84.3 116.6%
1974 1 39.5 95.3 141.0%
11 39.8 108.0 173.4%
I1I 38.8 128.6 249.0%
v 33.4 141.5 323.0%
1978 1 7.5 161.4 1389.1%
11 88.6 201.6 132.8%
111 9.7 163.2 87.4%
v 122.1 231.2 89.4%
1976 1 95.0 245.0 157.68%
11 72.9 129.4 77.5%
111 63.5 113.2 78.1%
v 68.1 93.9¢ 3z.9%
1977 1 89.5 92.3 8.1%
1z 92.3 93.4 1.1%
11X 86.7 86,2 -0.6%
v 84.1 84.4 0.3%
1978 1 84.8 84.6 -0.3%
11 79.1 78.6 -0.7%
II1 73.0 72.5 ~-0.7%
v 67.3 67.6 0.4%
10979 1 61.5 60.9 ~1.0%
It 58.7 56.3 -0.6%
111 51.4 51.1 -0.7%

v 50.1 51.8 2.4%
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Table 3.3: ARGENTINA - REAL EFFECTIVE EXCHANGE RATE INDEX, 1970-1989
(1987=100; increase = depracistion of Australes)

Commercis! Free Free Rate Averasge
Rate Index af Rate Index b/ Premium Rate Index c/
1980 1 48.0 48.1 0.2%
11 45.3 45.4 0.2%
Il 48.8 43.9 0.2%
tv 40.0 40.1 0.2%
1981 I 39.8 39.9 o.2%
11 52.2 83.8 2.1%
111 52.2 75.9 45.4%
v 54.9 85.7 56.1%
982 I 65.9 65.0 -1.4%
II 73.3 114.4 56.0%
I 125.3 183.2 30.2%
v 9.9 134.0 41.3%
1983 I 90.3 12..8 34.9%
11 88.3 109.7 24.2%
IIx 78.6 125.4 59.6%
v 78.6 108.8 38.4%
1984 I 79.8 116.0 45.3%
11 71.7 109.6 52.6%
III 68.7 94.8 38.0%
v 75.8 89.8 18.5%
1986 I 1.7 9.5 25.4%
1z 81.5 93.0 14.1%
11X 89.4 105.9 18.5%
v 90.9 101.5 11.6%
1986 I %1.4 101.9 11.5%
I 89.3 95.3 6.7%
II1 88.8 97.5 9.0%
v 89.7 108.5 18.6%
1987 1 96.2 121.0 26.9%
II 97.2 124.5 28.1%
II1 95.8 129.0 34.78%
v 107.3 131.2 22.2%
1968 I 107.9 144.4 33.8%
11 104.7 129.9 24.1%
111 90.4 109.2 20.6% 9.9
1v 82.4 100.1 21.5% 91.38
1989 1 76.2 135.8 78.0% 88.6

Source: IBRD estimates bessed on dats from IMF, International Financis! Statistics.
Nominal free oxchenge rates from FIEL.

8/ Trade weighted geometric sversge of bilateral resl oxchangs rates with Argentina’s
teading trading partners, using commercial nominal exchsnge rates and combined
price indices.

b/ Trade weighted exchange rate hased on the free market rate.

c/ A trado-weighted aversge of the resl exchaenge rates applying to different types
of merchandise trade.
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Table 3.4: ARGENTINA - BALANCE OF PAYMENTS, 1970-1988 a/
(Mitlions of US dotlars)
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
«-_,: “ty (H0B) 1773 1740 1941 3266 3930 2961 3018 5651 6401 7810 8021 9143 7624 7836 8107 8396 6852 6360 9134
Toneotn (CIF) 1694 1868 1905 2230 3635 3947 3033 4162 3834 6700 10541 9430 5337 4505 4584 3814 4724 5820 5324
' s s Balance 79 -128 36 1036 295 -986 885 1489 2567 1110 -2520 -287 2287 3331 3523 4582 2128 540 3810
< Sarvices {nat) -12 -2 78 68 164 172 272 387 -100 -762 -739 -705 43 -341 -205 -231 -573 -285 -298¢
W aigts 424 as7 458 557 8861 743 836 1117 1314 1791 2744 2402 131901 1676 1921 1846 1865 2112 2167
Faysmonts 437 459 380 489 696 S$71 564 730 1414 2553 3483 3107 1858 2017 2125 2077 2438 2397 2465
Salance of Coads and NFS 67 -130 114 1104 459 -814 1157 1876 2467 348 -3259 -992 2330 2090 3318 4351 131858 255 8512
Vst Factor Servico Income -223 -256 -334 -394 -333 -475 -508 -618 -6B1 -920 -1531 -3700 ~4719 -5408 -5712 -5304 -4416 -4485 -5127
Net Intorest Payments . -273 -317 -298 -460 -4656 -370 -405 -493 -947 -2965 -4403 -4983 -5273 -4879 -3934 -3927 -4467
“nterest Receipts . 769 907 1228 8885 §23 440 264 253 357 218 211
interest Paymonts .. .. e .. .. .. 1174 1400 2175 3850 4926 S$423 5537 5132 4291 4145 4676
Direct Investment Income -60 -78 -36 -16 -27 -208 -276 -427 -584 -735 -316 -425 -439 -425 -482 -558 -660
Other Factor Services . . 1 -16 -40 . . . . . .. . . .
Current Tranafera (net) -3 -3 -4 11 (] s 13 3 48 as 23 -2 32 16 3 4] 2 -8 ]
Bslsnce on Current Account -169 -389 -223 721 126 -1284 667 1289 1334 -537 -4767 -4714 -2387 -2402 -2391 -953 -2059 -4238 -1615
Tota! MALY Losns (net) b/ 229 208 -1 -136 8 -12 1230 875 907 2648 3400 8557 7401 2610 -756 2798 5763 2653 446
Disbyrsoment . 1018 2311 2123 4265 4064 5809 11969 10981 10490 3595 7664 7437 . .
Amortization .. . 1030 1081 1248 3358 1416 2409 3412 3580 7880 4351 4778 1674
Putliec MELT Loars (net) 83 138 -87 -98 106 -83 1351 356 -332 623 2511 7088 5182 19027 2€52 673 1363 2676 565
Disbursement . 437 1956 1084 2509 1633 3425 8370 7202 7628 3518 980 1808 . .
Amortization 520 605 708 2841 810 914 1282 2020 5701 866 307 445 .. .
Private MALT Loans (not) 1486 80 86 -38 -97 71 -121 519 1239 1825 889 1469 2219 683 -3408 2113 4400 -23 -i19
Disbursment . 581 355 1059 1756 2431 2384 3599 3779 26862 77 6584 8629 ..
Amortization . . .. 510 476 540 517 608 1495 2130 1560 2179 3485 4471 1229 .. .
Total Short-term Losns (net) 185 -398 -74 157 -62 226 -923 31 -1215 1635 ~1780 -8093 -~5446 -935 2340 -2384 -4186 -720 -~1899
Diaburaement . . 3503 8690 19063 24833 8647 3978 3660 . . . .
Amortization . . 4718 7055 20843 32926 14093 4911 1340 .. . .. .
Pubtic ST Loans (net) .- . 341 187 829 432 -782 758 822 .. .. =238 -648
Disbursemant . .. - . . .- 691 813 824 2512 1027 1282 1495 . . . .
Amortization . . . . B .- . . 350 626 495 2080 1809 524 678 . . . .
Privete ST Loans (net) .. .. . .. ~1556 1448 -21090 -8525 -4664 -1693 1518 . . ~482 -1251
Disbursement . . .. 2812 7877 18239 22321 7620 2694 2185 .. . ..
Amortization . . . . .. 4368 6429 20348 30846 12284 4387 667 . . .
Direct Investment .. . . .. . . 18 274 265 788 927 257 183 268 919 574 -19 1147
Not Use of IMF Resources 216 235 -115 (o] [} 4] ] 0 1178 O 1007 145 614 18
Capits! Transactions n.e.i. ¢/ -253 -1244 -218 198 431 -437 -135 810 811 7468 496 0 609 409
Changoes in Oross Reserves -259 420 110 -B64 45 1107 35 -1998 -1998 -4442 2796 3458 755 -1445 -207 -1871 563 1111 -1785
(- = incresse)
VMamo lteas:
Total Net Public Borrowing 83 128 -87 -98 106 97 113 -23 9 1010 2840 2349 5489 6371 4052 3481 1782 8537 2718
Total Net Private Borrowing 331 -318 12 119 -159 95 -~220 1310 --317 3273 -1220 -1538 -1778 -537 -9 -762 -388 -505 -1370

Source:

Cantral Bank of the Republic of Argentina (BCRA); IBRD estimates.

o/ For 1970-1974, private sector trensactions include "banking® aector.
b/ 1985-1987 date on public mnd private disbursements snd amortizetions are IBRD estimates,

based on data provided by the Central Bank.

¢/ Valustion adjustments, SDRs, changes in arreors and errors and omissiona.
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(Millions of US dollars)

Table 3.5: ARGENTINA - EXPORTS BY COMMODITY GROUPS, 1970-1%88

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1683 1984 1985 1986 1987 1088
TOTAL EXPORTS (FDB) 1778 1740 1941 3266 3931 2961 30186 56852 6400 7810 8021 9143 7624 7836 8107 B396 6852 5360 9136
I~ Livestock and anics! products 349 340 624 712 350 240 478 621 798 1154 89 889 882 680 460 425 661 655 744
II- Coresla, oilseeds and other agricultural products 598 634 447 986 1846 1285 1465 2071 2200 2775 2688 8799 2612 8540 3475 3306 2205 1373 1868
I1I- Animal and vegetsble fsts and oils 104 82 &6 180 208 9N 176 871 391 840 524 895 428 538 930 993 656 846 918
IV- Food, beverages, and tobacco 2282 20 710 483 574 857 848 1014 1174 1084 885 1148 1115 855 11690 1337 1958
V- Mineral products 14 16 13 18 28 2 -] 38 74 69 315 658 581 372 35 657 1684 128 188
V1- Chemica) products 54 57 2 85 120 112 133 158 200 242 357 376 348 298 270 330 298 344 526
VII- Plastic products and rubber manufactures n 9 12 20 30 10 1 28 381 44 26 34 57 80 a7 92 74 122 223
VIII- Leather, fur and their menufsctures 111 ” 130 158 141 (21 201 807 4338 670 555 490 364 300 331 318 381 419 443
IX- Wood producta -] [v] o] [} 0 \] o [ 1 1 1 1 1 i 4 4 6 10 41
X~ Papar and paper products 1?7 17 21 39 61 29 32 130 54 89 69 58 47 39 43 52 53 79 188
Xi- Textiles ard clothing 121 e 9% 23 132 152 239 887 473 363 474 398 338 224 307 323 246 34 512
XIl- Footwear, etc. (] 1 8 21 ko] 5 7 2 22 9 ] 3 7 6 2 2 9 38 37
XIII- Nonmetsilic minersl products 2 8 4 9 13 8 12 24 35 34 28 23 21 9 10 12 20 38 45
XIV- Precious metals and products 0 1 2 1 [} ] 5 1 [ 6 24 27 6 [ [+} [ 0 [} 1
XV- Basic metal manufactures 39 47 56 138 179 61 181 129 302 308 825 450 K14 318 316 500 474 532 913
XVI- Machinery and clectrical equipment 58 83 82 148 208 2 202 244 288 304 345 307 295 181 211 268 280 270 384
XvII- Transport equipment 12 19 35 108 181 175 201 231 218 182 174 128 «@6 92 168 238 212 138 1
XVIII- Optic snd scientific instruments 3 4 & 10 12 11 18 19 22 47 k14 18 14 6 9 i0 14 14 F<
XIX~ Arma and ssmunition o ] ] 2 2 o] 2 4 1 1 2 2 1 1 0 3 1 1 2
X~ Other products NES (] ] 1 8 3 3 3 5 6 [ 7 3 4 2 3 2 & 14 1
XXI- Antiques and art objects 4] [ [ [} 4] [} [} 4] M) ] [+] ] ] ° o V] 0 ] 4]
W11~ Samples and amell packsges 1 1 1 1 1 1 i 1 1 2 2 2 2 1 1 1 4 2 2

Source: INDEC.
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Teble 3.6: ARGENTINA - EXPORTS BY COMMGDITY QROUPS, 1970-1988
{Percent)

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 198%F 1982 1983 1984 198BS 1986 1967 1988
TOTAL EXPORTS (FOB) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1300.0 100.0 100.C 100.0 13100.0 100.0 100.0 100.0
I~ Liveatock ond animal products 19.7 19.5 382.1 21.8 8.9 8.1 12,2 1.0 12,56 148 1.1 9.7 11.8 8.7 5.7 5.1 8.2 10.8 8.1
II- Cerenla, oiiseeda and other agriculturs! products 33.7 86.4 23.0 30.2 89.83 434 387.4 86,6 34,4 35,5 83.5 41.6 34.3 452 42.9 39.4 32.2 21.6 20.4
III- Animal and vegeteble fata and oils 5.9 4.7 2.9 4.8 5.2 3.1 4.0 6.6 8.1 8.6 6.5 4.3 5.6 6.9 11.56 1.8 9.6 B.6 10.0
Iv- Food, beverages, and tobacco 156.9 16.7 14,5 14.3 18.1 150 147 152 13.2 13.0 146 11.9 11.6 14.7 13.8 10.2 17.1 210 21.4
V- Mineral products 0.8 0.9 0.7 0.4 0.7 0.7 0.7 0.7 1.2 0.9 3.9 7.2 7.6 4.7 4.5 7.8 2.7 2.0 2.0
VI- Chemicatl products 3.0 8.3 3.7 2.6 3.1 3.8 3.4 2.8 3.1 3.1 4.6 4.1 4.6 8.8 3.3 3.9 4.3 5.4 5.8
VII- Plastic producta and rubber manufactures 0.6 0.5 0.6 0.6 0.9 0.3 0.3 0.4 0.8 0.3 0.3 0.4 0.7 1.0 1.1 1.1 1.1 1.9 2.4
VII1I- Leather, fur ond their manufactures 6.3 4.4 6.7 4.7 3.6 a1 5.1 5.4 6.8 e.s 6.9 5.4 4.8 3.8 4.1 3.8 5.6 6.6 4.8
IX- Wood products 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.4
X~ Paper ond paper products 1.0 1.0 1.1 1.2 1.6 1.0 0.8 2.8 0.8 0.8 0.9 0.6 0.6 0.5 0.5 0.8 0.8 1.2 1.5
XI- Toxtiles and clothing 6.8 4.8 4.9 6.8 3.4 5.1 6.1 6.8 7.4 4.8 5.9 4.4 4.4 2.9 3.8 8.8 3.6 4.9 5.8
XII- Footwesr, otc. 0.0 0.1 0.2 0.6 0.8 0.2 0.2 0.4 0.3 0.1 0.0 0.0 0.1 0.1 0.0 0.0 0.1 0.6 0.4
XIII~ Nonmets!lic minera! products 0.1 0.2 0.2 0.8 0.3 0.8 0.3 0.4 0.6 0.4 0.3 0.3 0.8 0.1 0.1 0.1 0.3 0.6 0.5
XIV- Procious metals and products 0.0 0.1 0.1 0.0 0.0 0.0 0. 0.2 0.1 0.1 0.3 0.8 0.1 0.0 0.0 0.0 0.0 0.0 0.0
XV~ Basic metal manufactures 2.2 2.7 2.9 4.2 4.8 2.1 3.3 2.3 4.7 8.9 4.1 4.9 8.7 4.1 8.9 6.1 6.9 8.4 10.0
XVI- Machinery and slectrical equipment 3.1 3.6 4.2 4.5 5.3 7.5 5.2 4.3 4.8 8.9 4.3 8.4 3.9 2.8 2.6 3.2 4.1 4.2 4.2
XVII~ Transport equipment 0.7 1.1 1.8 8.2 4.1 5.9 5.1 4.1 3.4 2.8 2.2 1.4 2.8 1.2 24 2.8 3.1 2.1 1.9
XVIII- Optic ond scientific inatruments 0.2 0.2 0.3 0.8 0.3 0.4 0.4 0.8 0.8 0.6 0.8 0.2 0.2 0.1 0.1 0.1 0.2 0.2 0.8
XIX~ Arms snd smmunition 0.0 0.0 ' 0.0 0.1 0.1 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
XX~ Other products NES 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.1 0.1 0.1
XXI~ Antiques and art objects 0.0 0.0 0.0 0.0 0.0 0.0 on 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
XXII- Semplos end saall packasges 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0

Source: INDEC.
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Table 3.7: ARGENTINA - IMPORTS BY COMMODITY GROUPS, 1970-1988
(Millions of US dollars)

1970 1971 1972 1973 1974 1975 1076 1977 1978 1979 1980 1981 1982 1963 1984 1985 1986 1987 1988
TOTAL IMPORTS (CIF) 1694 1668 1905 2230 38635 3947 3083 4162 3834 6700 10541 9430 5337 4564 4584 3814 4724 BB17 6324
I- Livestock snd animal products 12 9 6 5 14 17 4 25 80 69 108 76 29 31 2 20 40 85 27
II- Cereals, oilceedo and other sgricultural products 69 62 104 183 128 133 119 160 142 257 316 229 153 120 136 Led 245 176 160
III- Anima! snd vegetable fats and cile 2 8 3 4 -] 9 3 7 6 1 14 10 9 1] 10 6 7 6 ]
IV- Food, bevarsges, and tobacco 24 26 21 23 39 40 26 43 83 164 06 184 67 45 67 53 58 &0 a9
V- Miners! products 127 168 109 211 607 637 651 809 583 1202 1257 1174 816 600 614 570 x4} 708
VI~ Chemical producta 214 249 286 299 644 638 516 50 528 848 1125 1018 920 942 1001 799 1036 1040 1083
VII- Plastic producta pnd rubber manufectures 54 s7 65 75 168 166 130 144 169 a52 457 404 271 299 278 182 288 313 300
VIII- Leather, fur and their menufactures 1 4] 0 ] 4] 1 /] 1 2 1] 9 17 7 3 3 2 8 4 8
IX- Wood products T2 T2 &1 :74 L1 102 36 53 b4 123 198 184 &5 63 62 83 58 52 43
X- Paper and pmper producte 111 105 94 116 201 199 139 159 181 248 398 3710 198 150 91 75 123 142 106
XI~ Textilea and clothing 43 45 43 89 79 65 47 43 9 193 430 433 151 130 145 71 110 137 ]
XI11- Footwear, ote. 2 1 [+ o o 1 [ 1 2 19 57 41 6 2 2 1 1 2 1
XIII- Nonmetallic mineral products 22 24 23 22 27 36 34 - 4 41 88 170 123 46 50 42 35 47 56 s8
XIV- Precious metals snd products 8 24 K] 1 10 10 7 6 6 12 =3 16 8 7 10 5 [ § 1
XY~ Basic mete! manufactures 368 363 895 B49 802 997 505 516 880 608 971 6681 538 492 514 326 396 567 658
XVI- Machinery and eloctrical equippent 418 481 524 469 551 641 607 908 1097 1417 2994 2913 1478 1120 1061 1041 1197 1725 1528
XVII- Transport equipment 89 110 126 111 145 149 144 455 835 728 14 991 341 304 349 294 283 351 256
XVIII- Optic and scientific instruments 51 58 48 &2 108 98 85 104 154 199 5'8 487 196 172 157 1Ry 224 288 261
XIX- Arms and ammunition 4 [} o [} 0 o ) 4] [} 1 [ 5 2 1 4] [} 1 1 1
XX- Other products nes. 7 7 4 4 8 10 6 14 22 67 170 138 35 22 22 20 24 28 43
XXI- Antiques and art objocta ] [} [ [ [ [ [ [} [} [+ 1 14 (4] 1 1 3 o
XX11- Samples and smatl| packages V] 0 [+] 0 | 4] 1 [\ /] 1 4 4 1 1 1 0 3

Source: INDEC.
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Table 3.8: ARGENTINA -~ IMPORTS BY COMMODITY GROUPS, 1970-1988
(Porcent)

1970 1671 1072 1073 1974 1976 976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

TOTAL IMPORTS (CIF) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.C 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1300.0 100.0 100.0 100.0
I- Livestock and sniacs! products 0.7 0.5 0.3 0.2 0.4 0.4 0.1 0.8 0.8 1.0 1.0 0.8 0.5 0.7 0.5 0.5 0.8 0.9 0.5

II- Cereals, oilseeds and other pgriculturs! products 4.1 3.8 5.8 8.2 3.5 8.4 3.9 3.8 3.7 8.8 3.0 2.4 2.9 2.6 3.0 3.3 5.2 8.0 3.0

II1- Anims! and vegotsble fate and oils 0.1 038 0.2 02 02 02 902 02 02 0.2 0.1 0. 0.2 02 02 02 02 01 0.2
IV~ Food, beverages, snd tobacco 1.4 1.4 1.1 1.0 1.1 1.0 0.9 1.0 1.4 2.4 2.0 2.0 1.3 1.0 1.6 1.4 1.4 1.2 0.9
V- Minersl products 7.5 9.0 5.7 9.5 16,7 16.1 2056 194 152 19.3 11.9¢ 12,4 153 13.1 13.4 149 12.1 141 13.8
YI- Chenical products 12,6 13,8 15.0 18.4 17,7 16.2 17.0 14.2 13,8 12,7 10.7 108 17.2 20.6 21.8 209 21.9 17.9 9.4
VII- Plastic products and rubber manufactures 3.2 3.1 3.4 3.4 4.8 4.2 4.8 8.5 4.4 5.8 4.3 4.3 5.1 6.6 6.0 4.8 6.0 6.4 5.8
VIII- Leather, fur and their manufactures 0.1 0.0 60 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.2 0.1 0.1 0.1 ¢.1 0.1 0.1 0.1
IX- Wood products 4.3 3.9 2.7 2.6 2.7 2.6 1.2 1.3 1.4 1.8 i.8 1.4 1.2 1.4 1.4 0.9 1.2 0.9 0.8
X- Paper and paper products 6.6 5.6 4.9 6.2 5.8 5.0 4.6 3.8 4.7 3.7 3.8 3.9 3.7 3.3 2.0 2.0 2.6 2.4 2.0
XI~ Textiles and clothing 2.5 2.5 2.3 1.7 2.2 1.8 1.5 1.0 1.3 2.9 4.3 4.6 2.8 2.8 3.2 1.9 2.8 2.0 1.5
XII- Footwear, etc. 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.3 0.5 0.4 0.1 ©.0 0.0 0.0 0.0 0.0 0.0
XIII- Nonmetallic mineral producte 1.3 1.8 1.2 1.0 0.7 0.9 1.1 0.8 1.1 1.8 1.6 1.3 0.9 1.1 0.9 0.9 1.0 1.0 1.0
XIV- Pracious matais and products 0.5 1.3 0.2 0.0 0.3 0.3 0.2 0.1 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.1 0.1 0.1 0.0
XV~ Basic metal manufactures 21,7 19.4 207 24.6 22.1 253 16.7 12.4 9.9 9.1 9.2 7.2 10.1 0.8 11.2 8.5 8.4 9.7 123
XV~ Machinery and electrical equipment 24,7 26,7 27.5 21.0 152 16.2 20.0 24,0 286 21.1 28.4 80.9 27.7 24.5 23,1 27.8 253 2.7 28.7
XVII- Transport equipment 5.3 5.9 6.6 5.0 4.0 3.8 4.7 10.9 8.7 10.9 10.6 1.5 6.4 6.7 7.6 7.7 6.0 6.0 4.8
XVIII- Optic and scientific instruments 3.0 3.1 2.5 2.8 2.9 2.4 1.8 2.8 4.0 3.0 4.9 4.8 3.7 3.8 3.4 4.1 4.8 5.0 4.9
XIX- Arms and ammunition 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.0 c.0 0.0 0.0 0.0 6.0 0.0
XX~ Other products nes. 0.4 0.4 0.2 0.2 0.2 0.8 0.2 0.3 0.6 1.0 1.8 1.5 0.7 0.5 0.5 0.8 0.5 0.4 0.8
XXI- Antiques and art objects 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
XXII- Samples and smal! peckagen 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0

Source: INDEC.
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Table 3.9:

ARGENTINA - DIRECTION OF TRADE, 1970-1988

1970 1971 1972 1973 1974 1478 1976 1977 1678 1979 1980 1981 1962 1983 1982 £33 108¢ 1967 1988

EXPORTS (Percont of Total Exports)
LAFTA 20.6 21.0 24.9 24.4 23.7 25.8 26.3 24.8 23.6 25.8 2.6 19.9 19.9 13.2 7.1 17.7 22.8 20.7 18.7
EEC 46.7 45.8 48.3 40.2 33.7 28.9 32.4 31.4 33.5 32.7 1.1 2.4 21.0 19.9 24.1 20.9 28 7 7.4 30.2
u.s. 8.7 9.1 9.6 7.8 8.1 6.4 6.9 6.8 8.4 7.8 8.7 9.2 13.2 9.7 10.5 12.0 99 4.1 12.9
Jopan 8.2 5.1 8.0 4.1 4.5 4.8 5.3 6.4 6.0 5.0 2.6 18 3.7 4.8 3.3 4.2 5.7 3.5 3.8
Rost of the world 17.8 19.0 14.8 23.5 30.0 34.8 20.1 82.1 28.5 29.2 40.0 47.7 42.2 52.4 45.0 45.2 83.1 34.3 34.6

IMPORTS (Percent of Total Imports)
LAFTA 2.0 2.9 19.8 19.8 21.7 2.9 26.8 23.6 2.7 21.8 20.3 20.0 28.8 32.1 35.8 34.0 33 8 0.8 32.3
125N 80.8 80.6 385.8 30.0 27.3 7.4 7.8 26.8 31.1 26.8 25.9 25.8 2.1 23.8 22.8 26.5 28.8 31.8 5.0
u.S. 24.7 2.2 20.2 2.4 16.8 16.2 17.7 18.5 18.4 21.1 22.4 22.0 21.7 21.6 18.3 18.0 17.% 16.1 17.1
Japan 5.0 8.4 7.5 11.8 10.8 12.8 8.2 8.7 7.0 5.8 9.3 10.2 8.0 6.8 8.2 7.0 7.4 7.6 6.6
Reat of the world 17.% 17.9 16.9 17.6 23.4 21.0 20.0 2.9 21.8 25.2 2.1 22.0 19.4 15.7 15.1 14.5 12.8 15.0 14.0

Source: Central Benk of the Republic of Argentina.
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Table 3.10:

ARGENTINA - INTERNATIONAL RESERVES, 1971-1988
(Miitions of US dollars, end of period)

o 1972 1978 1974 1978 1978 1977 1978 1979 1%80 198. 1982 1983 FE-Y LSER 198¢€ 14987 1988
TOTAL NET INTERNATIONAL RESERVES 71.7 -84.5 S36.7 S587.2 -520.1 -556.2 1659.4 4905.3 9847.2 6724.3 3165 -3001 -SE73  -7317 -7673  ~994B -14049 -15429
Central Bank 194.1 135.6 801.3 858.4 -285.9 -86.1 2134.5 5284.0 0588.5 6737.8 2736 -1953 ~-42983 -5796 -6327 -8444 -13393 -15069
A. ASSETS 805.2 500.2 1864.4 1319.5 464.2 1623.9 3424.2 5305.4 9671.9 6743.8 3222 2507 2671 2632 4801 4287 3018 4979
Gold a/ 89.7 151.7 168.7 168.7 168.7 168.7 176.7 180.6 183.6 185.0 186 185 1421 1423 1421 1421 1421 422
SDRs 2.8 19.3 80.7 101.8 0.9 90.7 88.9 209.0 315.9 325.3 401 .. 23 26 13 6 38
Reserve Position in the IMF 110.0 . . 13.7 .. .. . 173.0 202.5 339.0 276 100 .. .. . . .. ..
Foreign Exchenge 69.8 298.7 1068.4 1027.7 246.8 1353.4 3063.4 4573.3 8878.7 6085.0 2584 2408 1372 3238 3273 2717 1410 3383
Bilsteral (LAFTA) b/ 32.9 35.5 46.6 7.8 7.8 11.1 95.2 169.5 91.2 -181.0 -224 ~184 55 -53 94 143 187 157
B. LIABILITIES 233.5 5BB4.7 827.7 732.3 984.3 2180.1 1764.8 400.1 324.7 100.0 502 6058 9054 10904 13386 14BS7 18637 21988
Coentral Bank Liabilities 112.1  364.6 563.1 461.1 750.1 1710.0 128%.7 21.4 86.4 6.0 487 4460 6964 8428 11128 12731 16411 20048
IMF .. 188.9 200.9 77.8 293.4 528.7 414.2 . . .. . .. 1173 1139 2289 279 3828 3578
Private Bankse 99.0 187.1 337.3 267.8 387.0 1008.1 858.4 [} [} [+] [+ [+) 1280 1880 350¢ 5059 €790 7479
US banks .. 62.0 137.3 105.9 69.6 £533.3 464.3 .. .. . .
Europesn banke . 80.1 200.0 161.9 104.7 454.8 392.1 . . . .
Dther banks 99.0 25.0 .. .o 2127 20.0 .. . . .. .. .. N .. . .. . .
Dther 2.3 2.7 3.1 3.6 3.9 1.2 0.8 0.2 .. 6.0 3 840 91 339 1178 1256 1744 25680
Export letters diascounted abroad e . .. 6.7 5.5 .o .. .. . .o . . B
Bilsteral (LAFTA) 9.8 5.9 12.8 105.2 60.3 172.0 18.5 21.2 88.4 .. .. . .. .. . .. . ..
Foreign Currency Seaps . .. . . .. . . .. . 484 1380 1228 937 730 639 571 235
Arresrs . . . . . . . . . . .- 2540 a2 4163 1718 544 583 2691
Paria Club .. e . .. ‘e . . . . 1617 2514 2898 3285
Treasury Ligbilities 122.4 220.1 2684.6 271.2 234.2 470.1 475.1 378.7 238.3 9.0 18 1598 2090 2476 2258 2128 2226 1940
External Bonds 79.8 166.3 244.6 285.1 222.0 461.8 470.5 876.1 236.6 9.0 15 1598 2090 2476 2258 2126 2226 1940
Other 42.6 53.8 20.0 18.1 12.2 8.8 4.6 2.6 1.7 0.0 . .- o
Vasluation end other adjustments ¢/ .. .. . .. .. .. .. .. .. 81.0 448 550 810 958 712 622 1570 1580
Source: Contrai Bank of the Republic of Argentina (BCRA), snd IMF,

a/ Before 1982, valued nt USS42 per fine troy ounce; after 1982, valued at USS 325 per troy once.

b/ Latin Amorican Free Trade Associstion (LAFTA).
e/ Currency revalustion and statisticsl diecrepancies.
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Table 8.11: ARGENTINA - INTERNATIONAL PRICES, TRADE VOLUME INDICES AND THE TERMS OF TRADE, 1970-1988

Export Import Export Import Torus Fuel L

Volume Volume Price Price of Index b/ Index c/f

Index a/ Index a/ Index a/ Index o/ Trade
1970 100.0 100.0 100.0 100.0 100.0 100 100.0
1971 §6.1 109.6 114.0 100.6 118.3 120 105.4
1972 83.8 107.9 180.6 104.2 126.3 140 116.1
1973 101.9 103.4 180.7 127.3 141.9 200 132.8
1974 7.7 107.8 226.8 200.0 113.4 800 162.2
1976 81.3 108.0 206.4 216.7 95.2 780 180.3
1976 117.3 86.1 188.3 210.86 89.8 840 183.0
1977 1684.8 118.7 193.7 207.0 93.6 920 200.8
1978 182.1 106.0 198.2 216.6 91.9 920 230.9
1979 173.7 166.2 263.6 263.2 100.2 1340 261.8
1980 149.8 242.2 802.3 266.9 117.7 2200 287.8
1981 166.8 228.0 311.0 249.6 124.6 2460 288.8
1982 166.6 128.4 268.2 245.4 106.2 2240 284.6
1983 189.9 118.4 232.7 228.4 101.9 2020 277.2
1984 186.9 121.4 246.0 228.0 110.3 1980 272.6
1986 216.8 97.5 219.4 281.0 96.0 1920 276.8
1988 199.1 116.1 194.0 240.1 80.8 280 326.9
1987 188.2 127.8 186.4 268.7 88.4 1240 367.6
1988 215.8 109.3 221.2 287.6 76.9 .e 386.1

Source: Central Bank of the Republic of Argentina (BCRA), and IBRD estimates.
s/ Indices refer to merchandise trade.
b/ Based on current USS petroleum index.
¢/ Manufecturing Unit Value index of manufactured exports from five
industrial market economies to developing countries on a cif basis.
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1: ARQENTINA - EXTERNAL DEBT BY BORROWER, 1975-1988
(Millions of US dotinrs; end of period)

1975 1976 1977 1978 1979 1980 1981 1962 1983 o/ 1084 1988 1986 1967 1968 ¢/
TOTAL EXTERNAL OEBT b/ 7875 8280 9678 12496 10034 27162 85671 43834 45087 46903 48312 51422 58299 58810
PUBLIC SECTOR 4021 5189 6044 a3s7 9960 14459 20024 28616 33175 35139 39860 4472