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10/21/68 
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10/22/68 
(B. A.) 
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10/19/68 
(B. A.) 

10/19/68 
(Rio Negro) 

10/20/68 
(Mar del 
Plata) 

10/20/68 
(Balcarce) 

10/21/68 
(B. A.) 

ARGENTINA 

Dr. Pedro Eduardo Real, President of the Central Bank 
Hernando Campos Menendez, Vice President 

Bernardo J. Loitegui, Secretary of Public Works 
Other urban officials 

Dr. Fernando M. Morduchowicz, Director, Analisis 

Dr. Jose Alfredo Martinez de Hoz, Director, Aceros Industria Argentina 

Emilio F. van Peborgh, Minister of Defense 

Dr. Guido di Tella, Vice President, Siam di Tella, Ltd. 

Dr. Krieger Vasena, Minister of Economy and Labor 
Dr. Francisco Soldati, Adviser, Ministry of Economy and Labor 

Dr. Roberto Alemann, Director Delegado, Alemann & Cia; former 
Minister of Economy and Ambassador to the U.S. 

President Juan Carlos Ongania 
Dr. Krieger Vasena, Minister of Economy and Labor 

Dr. Carlos M. Llerene, Lawyer and Economic Consultant 

Dr. Carlos C. Helbling, Presidente, Promotora de Finanzas (industrial 
finance) 

Dr. Jorge Rosner, population expert; director of an institute for 
research, a part of the Jesuit University in Buenos Aires 

Prof. Dr. Julio H.G. Olivera, Director, Instituto de Investigaciones 
Economicos, University of Buenos Aires 

Pablo Larreta, Estancia Acelein-Tandil (overnight at the ranch) 

Senor Comisionado Municipal de la Ciudad de Cipolletti 

Gen. Juan Carlos de Marchi, Presidente Ferro Carrilles, Argentinas 

Prof. Gaston Bordelois, President of - INTA 

Luis M. Gotelli, Secretary of Energy and Mining 
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Friday, October 18 

0900 

1030-1100 

I( 1115-1315 

/ ,..,,., 
1315-1.43'0 

1430-1730 

1730 
,.,~ 

2030 

PROPOSED SCHEDULE FOR 
MR. McNA}UffiA's VISIT T GENTINA 

October 18-22, 1968 

Arrival at Ezeiza Airpor t (Buenos Aire ); proceed to suite 
at Plaza Hotel. 

Meeting with the President of the Central 
Republic (Dr. Pedro Real) and Governor of 

nk of the Argentine 
e IBRD at the Central 

Bank. I'?~·. Y~ F:> 

Briefing from urban development officials at S cretariat of 
Public Works. ~"- · t"' E I v_ ~ /( • J 

Free time. 

Helicopter to outskirts of Buenos Aires ; t ence by car to view 
urban development project and access roads to Buenos Aires . 
Helicopter tour of Buenos Aires harbor (wi h wife) . 

Hotel; fr ee time. 

Reception and dinner by courtesy of Socied I nt 
(organization, recepti on an transportatio to b 
Inter-American Press Association). (Black tie). 

mericana de Pren a 
ndled by SIP -

Saturday, October 19 

0745 

0800 

1130 

1345 

Leave Plaza Hotel for city airport (Aerop rque • 

Leave Aeroparque (mil t ary apron) in Presiden ·ial vro. 

Fly over Colonia Catriel and Neuquen oilfiel ,. 
Cerros Colorados hydropower complex, and irriga · 
Upper Rio Negro Valley. 

Land at Neuquen a i rport . 

C ocon
of 

Leave by car from airport for Cipoletti (v s·t t "C'-_. .:a\... .... " or 
"Tres Ases" fruit packing plant and cold-s tor g c.-1 ....... ~r ; 
Rear Admiral Cordero dam; and "Mono Azul" f ) . 

Lunch at "Mono Azul" farm. 

Tour of "Mono Azul" farm. Conversations i"" loc l p'!"od ~ rs • 
.,.~~ 
Leave "Mono Azul" for Neuquen airport. 

Depart by air from Nequen airport. 

Fly over Bahia Blanca. 

Arrive at Tandil Military air base. 

Travel by car to "Acelain" ranch. This ranch is ow by a 
prominent Argentine family by the name of Larre a . Mr . Pablo 
Larr ta will be at the ranch. 

v-<---.._..._ _. 
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Saturday, October 19, cont'd 

Sun'ay, October 20 

0800-1.030 

1030 

1330 

415- 1445 

1445 

16~5 

705 

2215 

.onday, vc tober 21 

0745 

0800-0930 

0930 

.y' 
0945-1110 

/ 
11.}0 

1200-1300 

1301 

13~ 

13~ 

Dinner and overnight at "Ace ain" ranc 

Breakfast at "Acelain"Ranch. 

Tour of main installations of "Acela"n" ranch . 

Leave "Acelain" ranch by car fo !NT Institute Naciona e 
Tecnologia Agropecuaria - ~at·onal Insti e gric ltur 

Pl.-.i! : • 
A small farmstead will be visited during p . 

Lunch at INTA in Balcarce. 

Talk with farmers. 

Leave by car for Mar del Plata. A small farmstead w 1 be 
visited en route. 

Arrival at Mar del Plata and rapid tour of he city . 

Leave by train for Buenos Aires . 

Arrive in Buenos Aires and travel by c r to Pla a otel . 

Leave Hotel for Aerop rque (military apron) . 

Leave by air·, flying over La Plata (Propulsora s ee 
construction), industrial belt of Buenos Airs, nd 
E~cobar-Campana-San Ni~cl. ... .::;- V ..:.lla •• ""\ ,.. V"' ·?l'"• .. --- -- --II 
land in San Nicolas. 

Travel by car from t e San Nicolas landing s ip to OM S. 
Mixta Sideru.rgia Argentina) • 

Visit to SOMISA (briefly discussions witl management; an 
labor leaders). 

oci 

0 

Leave SOMISA by jet helicopter (Huey) for Olivet i factory, ·n ~~ 

Visit to Olivetti. 

Leave Olivetti by he i copter . 

Arrive at Buenos Aires Aeropa que (military apron • 

Return to Plaza Hotel. 

y 

o . 
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Monday , October 21, cont'd 

1600 

1645 

1730 

1815 

1930 

2030 

2130 

Tuesday , October 22 

0900 

0945 

1030 

1115 

1315 
II 

13j 

Dr. Rober t o Alernann~ Direc o Delegado, Ale anp & Cia . (pub . , 
f ormer Minister o ~c no y and U.S . as or) 

Dr. Guido di Tella, Vice sidente Ejecu iva, Siam di Tella, 
Ltd. (diversified rna facturing) . 

Dr. Fernando M. Mar uchow cz, Direc or, Analisis (friend of Clark) . 

Dr . Jose Alfredo Ma 
Argentina ·(ACIND ) • 

inez de Hoz, Hijo, Di ector, Acero Industri 
(Former Finance inisterj 

1 
I"'_ .. ,v 1 )~ 

Meeting wi t h Minister of Economy and Labor, Dr. d 1 ert Krieger 
Vasena, and other me her of the economic staff . 

R2t urn t c Pl aza Eot l . 

Dinner as guest of Minister of Economy and Labor, Dr . Adalbert 
Krieger Vasena, at the Circulo de Armas (with wif ) . (Black Tie) 

<: • 

Prof. Dr. Julio H. G. Olivera, Director , Instituto de Investigaciones 
Economicos, Universi y of B enos Air (He preferred meeting a 
hotel.) 

Dr. Jorge Rosner, population expert . 

Dr. Carlos C. Hel bling , Presidente, Promotora e F·n nzas (industrial 
finance) 

Dr. Carlos Consultant~~ 

Lunch with His Excellency, the President of Argentina (at Government 
House). 

Leave from Plaza Ho el to zeiza Airport . 

Leave Ezeiza Airport f or Brazil . 



September 4, 1968 

PROPOSED SCHEDULE FOR 
Mr . McNAMARA ' S VISIT IN .ARGENTINA 

Friday, October 18 

Early morning 

During day 

October lB- 22 , 1968 

Arrive Buenos Aires by non-stop Aerolineas flight 

.from New York . 

Meeting with Dr . Pedro Real, President of Central Bank 

and Governor of IBRD . Even if invitation to lunch with 

Dr . eal is not accepted , a meeting is essential for 

courtesy reasons . Dr . Real may wish to review Bank 

activities in Argentina . The Argentines have also 

suggested a drive through the city in the course of 

Friday . 

Dinner of Inter- American Press Association followed 

by Mr . McNamara ' s address . 

) These t1vo days might be devoted to field trips outside 
( 
) Buenos Aires, one on each day . The follow-ing three 

possibilities are suggested from which two might be 

selected: 

1 . Visit to Balcarce livestock project, financed by Bank . 

Travel to Balcarce by car across pampa {about five hours) 

and return by plane - or both ways by plane . Lunch at 

Balcarce . Visit to Balcarce experim~ntal station of INTA 

(research, extension and training agency) and to two 

ranches ( one with improved pasture and the other not) . 
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Trip might be in company of Mr . Pedro Bordelois , President, 

INTA and Mr . Saturnine Llorente , President of Banco de 

la Nacion, and some ranchers . INTA and Banco de la Nacion 

are jointly carrying out the Bank- financed project . 

Ailiairal Francisco Castro, Secretary of CONADE (planning 

and coordinating agency) might also accompany. 

2. Trip to Rosario- San Nicolas , northeast of Buenos Aires . 

Travel one way by recently reconstructed road, return 

by train . Visit one or two factories (possibly SOMISA 

(government) or ACINDAR (private) steel mills ; PETROSUR 

fertilizer factory) . Suggest road journey in company of 

Secretary of Public 1 orks Loi tegui, and Administ r ator of 

Vialidad, Mangonnet . Visit to ACINDAR and/ or PETROSUR 

should be in company of :Hr . Martinez de Hoz , former 

Minister of Finance and now President of both companies . 

Visit to SOI'-!ISA -vrould doubtless be with Director General 

of Fabricaciones Militares , General Aguilar Benitez . 

Journey by rail s~ould be in company of General de Marchi , 

President , and other senior officials of the railway. 

Interesting discussion of railway problems could be arranged 

during lunch or dinner in private railway car . 

General de Marchi does not speak English, but some of his 

aides do . 

J . Visit to Mesopotamia region (area bounded by Parana River , 

Brazil, Paraguay and Uruguay) . Travel to and from 



Honday, October 21 

Morning and 

early afternoon 

() J; 7 • 30 p .m. 

J) ~ 9.00 p .m. 

Tuesday, October 22 

- 3 -

Concordia by plane . This is an area containing many 

quite recent European settlers; agricultural potential 

(e. g . citrus) is supposed to be gr eat . Argentines intend 

to ask the Bank to finance road development in the area. 

Visit should be in company of high transport officials, 

and representatives of Secretariat of Agriculture and 

ll\JTA. Access to region planned by proposed new lower 

Parana bridge for which Bank finance is not sought . 

N.Bo None of the plane trips proposed here exceed 

Talks vJith business, financial and intellectual leaders 

and directors of Bank-financed projects chosen from 

attached list . 

Meeting with Minister of Economy and Labor Krieger Vasena 

and secretaries of economic departments who report to him . · 

Dinner given by Dr . Krieger Vasena . 

Yt--?~~orn;~~~ther talks with people selected from attached list . 

'/1-d _ =~~Visit to factory or power station in Buenos Aires might 

also be arranged if desired. 

Y 1--<1 1. 30 p .m. 

~m • ..........._ 

Lunch with President of the Republic Ongania . -1-_ f ,.__---.1 * ('} C"~ . •. jJ .J- ') ,,_ Press ConfereRee-. "-..A ~"-- · ...-.... - --o..v- 1 ~ L.. ~ 

Departure for Brazil. ~ Early evening 

An early opportunity should be taken to go over the tentative progr~a with 
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a Government representative, at the Annual Meeting or before, in 

order to make sure that none of the private appointments scheduled 

would cause embarrassment to the Government . 



PRINCIPAL PARTICIPANTS AT THE DIFFERENT FUNCTIONS 

Friday, October 18 

Saturday, October 19 

Sunday, October 20 

At Central Bank: Mr. McNamara and party, and President 
of Central Bank and Directors. 

At Secretariat of State for Public Works and on afternoon tour: 
Minister of Social Welfare, Mr. Conrado Bauer, 
Secretary of Public Works, Mr. Bernardo 
Loitegui, and government specialists, 
Secretary of Transport, Mr. Armando Ressia. 

Trip to Upper Rio Negro Valley and "Acelain" ranch: 
Mr McNamara, accompanied by wife and party 
(Messrs. Alter, Steckhan and Clark). 
Vice President of Central Bank, Dr. Hernando 
Campos Menendez and wife. 
Secretary of Mining and Power, Mr. Luis 
Maria Gotelli. 
Under-Secretary of Mining and Power, 
Mr. Juan Pedro Thibaud. 
Under-Secretary of Electric Power, 
Mr. Carlos Robertson Lavalle. 
President of Hidronor, Gen. Manuel Olascoaga 
(returning from Neuquen to Buenos Aires). 
Dr. Francisco Soldati (Ministry of Economy) 
(At Neuquen Mr. Raul Ondarts, Vice President 
of Hidronor, will be waiting, accompanied 
by provincial representatives of INTA, 
bankers and local producers). 

(It is envisaged that Mrs. Gotelli and 
Mrs. Thibaud may accompany Mrs. McNamara, 
but this will be decided later). 

In the morning ("Acelain" and INTA) 

Mr. McNamara and wife and party. 
Vice President of Central Bank, Mr. Hernando Campos Menendez 
and wife. 
Secretary of Mining and Power, Mr. Luis Maria Gotelli. 
Secretary of Agriculture, Mr. Rafael Garcia Mata. 
One of the Under-Secretaries of Mining and Power. 
President of INTA, Mr. Gaston Bordelois. 
Dr. S turnino Llorente, President of Banco de la Nacion. 
Dr. Francisco Soldati. 
Technicians. 

In the afternoon at INTA or Mar del Plata the party will be 
joined by the Secretary of Transport, Mr. Armando Ressia, 
and the President of the Argentine Railroads, Gen. Juan 
Carlos De Marchi. 
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Trip to industrial zone 

Mr. McNamara (wi bout wife) and party. 
Minister of Defense, Mr. Emilio van Peborgh. 

At the Ministry of Economy 

Mr. McNamara and party (without wife). 
Minister of Economy, Dr. Adalbert Krieger Vasena. 
Dr. Francisco Soldati. 
Officials to be named later. 



Private 

People whom Mr. McNamara might like to meet, 
in addition to those referred to in the schedule 

(* especially recommended) 

*Ur. Roberto Alemann, former Minister of Finance and Ambassador to 
the U.S. during Kennedy administration, now a publisher. One of 
Argentina's chief economists. 
He was a Minister of Economy and Ambassador to the United States 
during the Frondizi Government. He "represents" the Swiss Banking 
Company for all of Latin America and is highly regarded in business 
and political circles. He is also the owner of a widely circulated 
German language newspaper and is involved in a variety of business 
interests. He is currently in contact with IFC in connection with 
a publishing project, Editorial Codex, sponsored by a Mr. Gibelli. 
This project involves expansion of the company's publishing business 
with installation of printing machines and provision of working 
capital and is estimated to cost about $10 million, of which about 
$6 m. is being sought from IFC. The present status of this project 
is that IFC has informed the company that IFC involvement is predi
cated upon (a) the Company's obtaining a meaningful commitment from 
one or more leading domestic financial institutions (b) further 
strengthening of management (c) essential completion of the re
organization of the group's structure (d) a satisfactory consol
idated audit on that basis. The Company has indicated its intention 
to comply with these requirements as soon as possible, but expects 
that this will take a few months. 

Mr. Carlos Arturo Coll Benegas, Minister of Economy for brief period 
in 1962, older, one of the more distinguished financial people. 

Mr. Adolfo Burlich is an interesting businessman with important 
cattle, real estate and industrial interests. 

*Mr. Guido Di Tella, head of important Di Tella industrial group, 
young (in his thirties) and articulate. 

*Dr. Felix G.M. Elizalde, former President of the Central Bank, and 
a political opponent of the present Government. 

Dr. Aldo Ferrer, a private economic consultant who at one time was 
Minister of Finance of the Province of Buenos Aires. 

Mr. Carlos Helbling, a former executive of Roberts & Co. (private 
bank) who is now head of a new private finance company in which 
Bank of America and Credit Suisse are participating. 
He is President of Promotora de Finanzas, S.A., a leading private 
investment house, and we are discussing the Dalmine and oil refinery 
projects with him. He was formerly Economic Attache of the Argentine 
Embassy in London and one of the promoters of the Club de Paris --
a leading European investment group in Argentina. 

Mr. Rudolfo Katz, editor of widely-read weekly, Economic Review. 

Mr. Fernando Morduchewicz, editor of the periodical Analisis. 
Friend of Mr. William Clark. 
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Ing. Enrique Oteiza, Executive Director Toreuato Di Tella Institute, 
recommended by Mr. Wilhelm of Ford Foundation, heads social science 
sections in economics, social research, urban and regional planning, 
and public administration, and arts sections in music and plastic 
arts. 

Dr. Luis Baudizzone or Dr. Federico A. Pena of the Chamber of 
Commerce (Bolsa de Comercio) which, together with ADELA, is spon
soring the establishment of a new private industrial development 
finance institution. 
Dr. Pena is President of the Bolsa de Comercio de Argentina (Stock 
Exchange). Together with a number of business and financial organ
izations and in conjunction with ADELA, he is presently studying 
the possibility of setting up an investment finance institution in 
Argentina. Dr. Pena is also a member of the Board of Directors os 
Dal~ine-Siderca, which is referred to under Dr. Rocca. 

Mr. Federico Pinedo, an articulate, older-school, conservative; 
many times Minister of Economy. 

!~ Dr. Jorge Rosner, Director, Laboratory of Endocrine Research, 
Faculty of Medicine, University of El Salvador, recommended by 
Mr. Wilhelm. According to the latter, Dr. Rosner is "administrator 
of a collaborative training enterprise in reproductive biology and 
population dynamics among institutions in Argentina, Uruguay and 
Chile." 

Dr. Oberdan Sallustro, Director General of Fiat Concord. Fiat 
plays a prominent part in Argentine industry. 

Closely associated with Fiat is a consulting and industrial promo
tion company known as Techint. -Mr. Roberto Rocca is in charge. 
Techint's financial advisor is Mr. Arnalda Musich, former close 
advisor to President Frondizi. 

In the banking community, one possible._ contact is Mr. Oscar Braun 
Menendez, Vice President of the Banco de Galicia. Foreign banks 
are quite active, notably the First National Bank of Boston (Mr. 
Clark Burton), the Bank of London and South America (Mr. H.E.~ 
Plant), and several continental banks. 

Dr. Augustin Rocca. An Italian national who came to Argentina at 
the end of 1945, Dr. Rocca has developed his extensive business 
interests in Latin America and the Mediterranean area by means of 
a Panamanian holding company San-Faustin-Techint; he is recognized 
as being one of the outstanding businessmen in Argentina. He heads 
a group of Italian interests which now is believed to have assets 
of over $80 million in Argentina. As President of Dalmine-Siderca, 
one of the three leading seamless tube manufacturers in Latin America, 
he is currently in contact with IFC regarding a possible underwriting 
transaction. Dalmine is in the process of completing the installation 
of a new continuous casting machine for small diameter billets and is 
planning to add a new electrical furnace and to increase permanent 
working capital. The Company needs $3-4 million and at the moment 
Mr. Kneip of IFC staff is in Argentina discussing the details of the 
project with the sponsors and the proposed financing jointly with 
local financial institutions. 
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Dr. Francisco Soldati is the Chairman and principal officer of La 
Italo, one of the two largest electrical power generating companies 
in the country. He is also Chairman of Astra, the largest of a 
group of five independent domestic oil companies which are planning 
to build an oil refinery and to merge their independent distribution 
operations to form a single privately controlled concern, that can 
effectively compete with the state owned YPF and foreign companies. 
IFC is having preliminary discussions with Dr. Soldati and the 
current status of the project, estimated to cost about $70 million, 
is that a pre-feasibility study is being prepared and is expected 
to be ready for discussions shortly. 

Mr. Enrique Roberts is a Vice-Chairman of one of the better known 
private financial houses, Roberts S.A. de Finanzas in which Baring 
Brothers have a leading interest. Roberts' directors have been and 
are in contact with IFC on the Editorial Codex project, the Dalmine 
project, and a hotel project sponsored by Intercontinental. He was 
a special guest at this year's Annual Mee ing. 

Dr. Martin A. Coho is Director Delegado of another highly regarded 
finance house, Banco Tornquist, S.A., with whom IFC has held a 
number of discussions, particularly with respect to Editorial Codex, 
the oil refinery project and the Intercontinental hotel project. 

Dr. Luis Firpo Mir6 is President of Sociedad Rural, one of the oldest 
and more powerful organizations in the country representing the big 
land owners and cattle interests and is believed to have considerable 
influence in the economic and political life of the country. Mr. 
Firpo himself has extensive land and cattle holdings and is one of 
the more important personalities in business circles. 

*Engineer Luis Maria Gotelli, Secretary for Power and Fuels, was 
General Manager of SEGBA during the Frondizi administration and has 
been a good friend of the Bank ever since. He is now in a responsible 
post just under Krieger (at times reporting directly to Ongania). 
He will be in the meeting scheduled with Dr. Krieger, but would be 
worth having a separate talk with. 

Minister of Defense van Peborgh, a liberal who was previously 
President of the Industrial Bank. Minister of Defense has an 
important voice in industrial policy and direct supervision over 
steel industry. 

Top officials of agencies who have borrowed from the Bank, or hope 
to, will probably seek to pay courtesy calls on Mr. McNamara. These 
include Ing. Butty and Ing. Meoli, President and Executive Vice 
President, respectively, of SEGBA, and General Olascoaga and Ing. 
Ondarts, President and Executive Vice President, respectively, of 
Hidronor (El Chocon). 
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~qU!AS DE LOS FUNCI0~1~IOS PART~;~PANTES DE LAS DIVEi{S .. S ~APA~· 
1 

• 

. • ~- .... S ... l~ DE ECONOMIA Y TRABAJO 
_:_·IS·l'. ~O D. l3IENESTAR SOCIAL 

·1 __:.• I 

a Dr. Adalbert KRIEGER V~SENA - 7 
. 

, 1 Int;o • Conrado :BAUER t . -..,_ ~ ) \( :. • : ; · 

J ~~J ~ ,:,. • l· • 1 7 '· 

1 Sr. Emilio VAN PEBORGH "' 1 
..--. • , •·• • ..:-. ', ; ; •• r-, - ·. ~ . '\ ' .. : .-# ~·,..'·:" ' I 

v . . · .... s"'~ .. v D-CJ DEFENSA NACIOnAL 
{ p ~ .!i ,'-.., ·-

·:.: I Dr • . Pedro E. REAL-.:::...,: . . ';: .._, rv .' <; ·-· ' i ~ . 
.) . s. • 

~;::, -r BNTE DEL BANCO CENTRAL 
.. : ·~-~ .. ~ ~\. IDE1 TE DEL BANCO CENTRAL . . , Dr. Erneato MALACCORTO ·- -· ~ ., . 

T ..... ;EPRE .. ,IDb"'NTE 2° DEL BANCO CENTRAL a ~ng0 • He~ando,)C;U?'O~ -~rm:~;~z,.. \' .. ~ .. · · 
DIREC'l'Oh. ·DE.lt BANCO CENTRAL y PRESI- .~..,..t... ~c'' l' /o--',.l~ ~LA \ I ~ • • • ._.J ... '~)oN· .: .. 

DENTE JY£L :B.ANCO NACION · -' .- ; IngO .A.g.ron. Saturnino LUJRENT..:. 
GERENTE GENERAL DEL BANCO CENTRAL a Sr. Egidio IANNELLA 
SECR.E"l, IO DEL DIRECTORIO : a Sr. Erneato MARCELO 

GE c~ .. "-" DEPARr.AMENTAL ADSCR.GCIA.ONALO a Sr. Padro C. IDPEZ . '). <' .-f:.· ~-~.r- ~ 
v\ ., · v ~ V..u"..O DE ENERGI.il. Y COJAllUSTil3LE . a In(f Luls QOTP:I~I ..., t\f- \'{j> .. 

' S · , ·· ;"·'> :UO DE OBllifs-·:PUBLICAS . ·. .. :·. 1 IngO :Bernardo LOITEOUI 

1 ._ · ... -J . ·~- -.IO E TRANSPORTES · .'.' .. 1 InB0 Armando RESSIA_ • 
Sh . .J~..T} RIO DE IND. y COM. INTERIOR .. · a Dr. RaUl PEYCERE -

1 
SEL. ~. ·~ ::W:O .DEL CON SEJO llACIOlrAL DE 
:0ES~"' .... lD _: ·.a Contra.lmirante Francisco OAST .• :tC 

SEC REI' .b.RIO DE AGRICUL~URA Y GANADERIA . a IngG Rafael GARCIA MATA 

v SUESECRL~~~~O DE ECONOMIA 1 Lio. • 
SUBSEc4· ·r A:. I O DE OBRJ;.S PUBLICAS . 1 Ing0 

Enrique FOLCINI ~~
Victor MANGONNEU' , 

,__ f-. . SUBS ·· i'f;t\RIO DE MINERIA Y:· COMBUSTD3L. :a Ine;0 
; ' _v " 

Juan THD341JD ~~ ~ -.~_;;. - ~" 
Carlos ROBERTSON ·Lr.~ r,.:,.LLE 

~~~> ·-::.. ·~....;, 
: v / StmSlJIJ ~:TARIQ DE ENERGIA Y COMBUSTIBL •. J Ing0 

. . ~ PRESID~.~ ,TE DEL CONSEJO DIRECTIVO DEL- '. 
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Transportation Mission Report 

Letter to Dr. Krieger Vasena advising of Bank's interest in sending 
transport mission to Argentina, from Mr. Knapp, dated April 24, 1968 

Memorandum to Files re Mission to Discuss Bank Assistance to Transport Sector 
from B. Chadenet, Warren Baum and R.F. Skillings, dated May 23, 1968 

Letter to Dr. Krieger Vasena following return to Bank of transport mission, 
from Mr. Knapp, dated June 13, 1968 

Letter to Mr. Knapp in reply to his letter of June 13, from 
Dr. Krieger Vasena, dated July 5, 1968, accepting suggestion of 
further transport mission. 

Letter to Dr. Krieger Vasena in reply to letter of July 5 and referring 
to transport mission in September, from Mr. Knapp, dated July lZ. 

Letter to Mr. Knapp giving Government's views on various points in letter 
of June 13, from Dr. Krieger Vasena, dated August 8, 1968. 

Letter to Dr. Krieger Vasena acknowledging his letter of August 8, 
from Mr. Knapp, dated August 15, 1968. 

Transport Policy and Coordination 



ARGENTINE TRANSPORT 

POINTS FUR DISCUSSION WITH MR • McNAMARA 

The preliminary reports of the Argentine transport mission bring 
out the following issues that will call for further discussion within the 
Bank: 

a. Level of Road Investment 

The mission found that the level of road investment whiCh the 
Argentines are seeking to achieve is probably greater than can be justified 
on economic grounds. While we shall want to review this finding carefully, 
if it is substantiated it will have serious implications for our future road 
lending in Argentina, especially in view of Argentina• s budget difficulties. 
The mission suggests a reconnaissance survey of new roads proposed for 
construction, that would include roads within the current three-year program 
that have not yet been started (whose start would be postponed). This would 
have the effect of reducing the overall level of investment as well as help 
ensure that only economic projects are carried out. These are matters of 
the greatest importance and we should seriously consider making aQY future 
road loan conditional upon a satisfactory understanding about overall road 
investment. 

b. Organizational Questions 

The mission has also identified a number of needed organizational 
changes, of which the most important is probably the need for a revised 
relationship between Vialidad Nacional and the provincial road administrations. 
After these conclusions have been considered, we may well want to make them 
also conditions for future road lending. 

c. Amount of Proposed Second Loan 

The projects appraised by the mission for the proposed second loan 
would call for a Bank loan of about $18 million if we financed only the 
estimated foreign exchange cost (about 35% of total costs). The Argentines 
have requested that we cover 50% of the cost in order to bring the loan up 
to $25 million and Mr. Loitegui, the Secretary of Public Works, has said that 
such increased Bank participation would provide him with backing to strengthen 
Vialidad 1 s ability to execute and plan future road projects. We shall have 
to consider very carefully whether any local financing would be justified 
in this case. 

d. Access Roads to Buenos Aires 

Secretary Loitegui pressed upon the mission the view that the 
most urgent transport problem was that of access roads to Buenos Aires. 
He intends to bring this up with Mr. McNamara. So far we have taken the 
line that any plarming of new access roads should be done only in the context 
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of a broader survey of development of the metropolitan area of Buenos Aires. 
While this no doubt would be the ideal approach, we should consider whether 
the problem is not so urgent that certain things ought to be done (conceivably 
with our assistance) even before such an overall survey is undertaken. 
We should also consider whether we could help the Argentines organize and 
carry out such a survey. 

e. Railways 

The mission has drawn up a detailed list of things which the 
railways should do to rehabilitate their service and their finances. 
Management staff of the railways are in agreement. It is doubtful, however, 
whether the Government at the highest level is preparedto launch such a 
program promptly. The mission still has to prepare an estimate of the year 
by year reduction in the deficit over the next few years, in order to enable 
us to see more clearly the impact of the plan on the general budget. As a 
first step, we should be able to identif.Y a target deficit for 1969 upon 
which to seek an understanding with the Argentines. 

cc: Mr. McNamara 
Mr. Cbadenet 
Mr. Sadove 
Mr. Geolot 
Mr. Wright 
Mr. Skillings 
Mr. Dosik 

Western Hemisphere Department 
RFSkillings: j d 

October 16, 1968 



IN 'flliNA 'IION/\1. 11/\N I< f(\1( I INl !<NAtiONAl. ~~lt·~:/3/zq 
R CCON ::iTRUCr'l ON f,ND DC VCLOPM EN T CORPOHAT I ON 

IN ll i\N/\ I lllN i\1 Ill VI Ulf 1MI N'l 
A SOL. I/\ Tl ON 

E MEMORANDUM 
TO: ¥~. Ro Sadove//:t' / 

1 /, l , / / 

A .F. · G olot ,1 ~ ,y' I 

DATE:. October 15, 1968 

FROM: 

suBJECT: .ARGENTI TA: Transportation Mission 
Back-to-Office Report 

The Mission that worked in ArgentL~a from September 16 to October 11 
~'laS conposed of 1"..essrs. Geolot (Chief); Kess on, Loven and Ti vy (Rail1-1ay 
Engineers); Alexar.~.der (F.ighlvay Engineer); Chapman (Financial Analyst); and 
Haker, T alw"i tz and Siret (Transport Economists). Hr. Dosik, Area Depart
ment Economist, assisted the Mission. The results of this fission are given 
belo1·r with so e background information. 

S1L'Tl.mary 

The principal matters that result are: 1) to ·establish the rail-
rays as a commercial enterprise and to plan to achieve physical and financial 
goals by 1973; 2) for the highHays, to proceed with the second high-vray loan, 
to reduce the level of road investments, and to have Vialidad control the 
provincial inves~ments; and 3) for transport coordination, to get the 
proper institutional arrangements, to screen investments for economic 
productivity and to have competition based on transport costs . 

The Rail ways 

• The Argentine Railways (EFA) has about 42,000 lan of lines and 
158,000 euployees divided mnong six railway systems. It is managed as a 
utate enter rise under the Secretary of Transport. The Government is con-

- G ~, sidering legislation (the new terprise law), now with the Secretariat of 
~ -~ransport, to establish EFA as a cow~ercial enterprise which would enable 
~~ to manage the railways on sound commercial lines. The law should be 
~ , promulgated ~dthout delay with certain amendments ~defining the respon

sibilities of .EFA, among \·Il:Eh should be one on its financial viability. 
~~~-~.... ......... _,; t . . " 

2. L""l January 1967, the Army assu.'1led the direction of EFA, and made 
Gen. De Marchi its President. There was a general strike during March 1967 
vmich was brokon by government action. In September 1967, the gove~~ent, 
concluding that EFA's civilian persormel was not able to plan and carry out 
the task of revitalizing the railvlays, installed army officers in the senior 
positions in headquarters and in the rail~ay systems. Discipline has been 
restored, much house cleaning has been done and a large ru ount of planning 
has bem1 carried out. On October 1, 1968, n n0w and satisfactory organiza
tion as put into effect; assignlllent of staff to the various posts is still 
being comple d. 

3. The operating deficit, before depreciation charges and interest on 
debt, was Ps 52 billion (US$150 million equivalent) in 1966, and ~vas reduced 
to Ps 45 billion (US$128 million) in 1967. T~~· .figures have been · 
pproximately 50% of Arg&"'ltina 1.s total budgetAo~rent account. The rail-

vmys forecast a further reduction in deficit t o Ps 35 billion (US$ ion) 
in 1968 but results to date indicate that it may be Ps 42 billio (US$120 
million). · 
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4. The 1967 1vage bill amounted to 76% of total vrorking expenses. 
There is a large excess of labor which the railways have not yet identified 
L.i detail. Removal of staff is also held up awaiting the enactment of a 
la1-r making adequate provision for separation benefits; this law is expected 
to be enacted at an early dateo· The Government is considering the possibility 
of putting these benefits under the social security system, with wider applica
tion than railways. 

5. However, there is a shortage of qualified and skilled technical 
staff, mainly because salaries are much below the market level. vlnen the new 
enterprise law becomes effective EFA should remedy this situation. In the 
meantime to help fill the gap, teclLnical cooperation with consult~~ts (Sofre
rail, France) is being arranged. 

6. In operating terms is erative to eliminate uneconomic lines 
and services (possibly up t 14,000 out of 42,000 km), complete the eli-
mination of steam traction an e the number of workshops. In addition, 
improvements are needed in the maintenance of track and rolling stock. 

7. In 1967, passenger and freight rates were increased substantially. 
Yhis brought freight rates to a generally satisfactory level but the new 
enterprise law is needed to provide flexibility to deal vdth specific cases 
in competitive situations. For passengers, however, the revenues cover less 
than half the costs; these services and particularly the suburban, are res
ponsible for a large proportion of the operating deficit. Therefore, further 
substantial increases in passenger fares are needed. · 

8. The accow1ting system is generally satisfactor,r but does not 
provide sufficient data for costing. In particular, the costing of equip
ment maintenance needs to be extended rapidly. 

9. EFA has prepared an investment program for 1969 which is considered 
reasonable. A medium term (5 years) plan has not yet been completed. This 
should concentrate principally on the renevral of freight cars and track 
improvements. A rehabili tatian investment of about Ps 25 million (US$75 mil
lion equivalent) per year would seem to be appropriate. 

lOQ Based on the traffic forecast for 1973 and on feasible targets for 
staff reductions, closure of lines, improved availability of equipment, eli
mination of steam traction, increased passenger tariffs, and with some 
provision for higher supervisory salaries, a tentative budget forecast in
dicates that operating revenue could cover e:xpenses plus an allowance for 
depreciation by that year. 

lle The Mission emphasized to EFA the :L-uportance of bringing about by 
:L973 all the major changes in staff, operations, railway systems, etc., and 
urged that these should be the basis of the 5-Year Plan that is in preparation; 
rather than 1978, 1-1hich appears to be the goal for some EFA policies. 

12o The information obtained a.."1d the conclusions of the Mission have 
been set out in more detail in an · .n.Aide Memoire", a copy is attached, which 
1;-Jas used in an oral statement to EFA and to the Ministry of Economy and the 
Secretariat of Transport4 
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The Second High~-ray Project 

13. The project Which is .recommended consists of 

i) the construction of four road sections totalling 796 km 
at a cost of US$39.0 million including consulting services 
for the supervision of construction; 

(ii) consulting services for identifying a future road program 
and for carrying out pre- investment studies totalling 
US$6.5 million; and 

(iii) technical assistance amounting to US$4.0 million. 

14. The total cost of the project is US$49.5 million, with a foreign 
exchange component of US$18.0 million . 

15. A large proportion of consulting services would be provided "'r:r.J 
Argentine firms in collaboration with foraign firms. It has not been pos
sible to estimate the effect o~ the recent decision to allow a proportion 
of foreign exchange for Argentine consulting services; this matter is 
".Jeing gone into but a rough estimate is US$2 million, 1v-hich -vmuld increase 
the foreign exchange component to US$20 million. At the last meeting 1dth 
In.g. Loi tegui, the Secretary of Public Works, he remarked that the amount 
of the proposed loan was small, and that he would take this matter up 1-ti.th 
:tir. HCJ.\Tamara with the hope of increasing Bank participation to US$25 mil
lion. Ing. Loitegui considers that participation at this level would give 
him the support needed to ca~J through t he major administrative reforms 
that he expects to introduce, -vrith vlhich we agree o 

The four road sections have rates of return of bet~.;een 10-15%. 
The future road program and related pre- investment studies will lay the 
foundation for a five-year highway develo>ment plan for 1971-197 5 a"ld a 
possible third higm-ray project for Bank financi.."1g of some 2,000 km of roads 
amo~"1ting to US$100 - 120 million (for a possible l oan of US$40 - 50 mil
lion) to be appraised towards the end of 1970 . 

17. The tecm1ical assistance program is geared to ease the present 
strain on Vialidad caused by the recent great acceleration of its invest
ment activities and to produce basic cl.ata which is required to solve its 
long-tenn managerial problem. It comprises the consulting servlce3 for 
supervision of ongoing constructicn vTOrks under the Three- Year Plan 1968-70, 
a road inventor,y stuqy, the installation of a traffic counting system and 
assistance to improve Vialidad1 s accounting system and procedures. 

18., The Vialidad management has recently adopted the decentralization 
of its planning, execution and maintenance activities. In view of the ex
panded activity and expected·future growth of the highway sector, this is a 
sound policy and the recent setting up nf seven Vialidad Nacional regionql 
administrations is a first step to implementation. The aim is eventually 
to transfer all the executive functions to the provincial administrations. 

~~/ 
) ~ 
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Considerable time will have to elapse before a satisfactor,y and efficient 
relationship is evolved bet-vmen the newly established regions and head
quarters on one hand and the provinces on the other. Once the traffic a.nd 
the road inventory data vr.ill be available from the studies f:inanced under 
technical assistance, a further step, possibly with the help of UNDP financing, 
~-~muld be to launch a pilot project in one of the new regions to define the 
best organizational and operational arrangements for tm attainment of the 
objectives of the new regional policy. 

19o A different dimension of the problem concerns the relationship 
bet,ween Vialidad Nacional and the independent provincial administrations. 
Lack of action by Vialidad in exercising its right to revimv and decide 
1-Jhether roads proposed by the provincial administrations for ~ construction 
;;nth co-participation funds {'t.;hich are made available by the National and 
Provincial Government) are to be constructed, has resulted :in instances of 
duplicate road investments 'and wastage. The Mission informed the Secretary 
of Public Works that the Bank, in considering highway loan operations, would 
wish to see Vialidad exercise this right of decision. 

20G As explained later, there does not appear to be need to ma~1~~ 
the high &."'ld increasing level of investment in roads. The present highway 
system is generally sufficient for traffic requirements. The need to restrain 
e:·~.:p enclitures for hightvays &"1.d to ' level off investments ;::was discussed with 
the Secretary of Public Works, with reference to the deferment of projects 
i.~ the last two years of the Three-Year Plan to 1971-74. He agreed in prin
ciple. This matter is dealt with further in the Transport Coordination 
Section below. 

21 The f'inclin gs of the Mission are dealt with in detail in the attached 
memorandum - Report of the Second High1.;ay .Appraisal Mission. 

Transport Coordination 

22o Argentina has not developed a consistent transport policy. TI1ere 
exist measures which affect transport coorclination but they have not been 
integrated into a system, and they are not being tested for their effective
ness ~~ achieving the economic objectives of transport coordinationo The 
¥dssion believes, however, that the Govenwlent is ready to correct this 
situation and develop a set of policies aimed at providing transport services 
at the lowest total cost to the countr,1 in terms of resource consumption. 

23 . Efforts are being made to concentrate responsibility for the for-
.1ulation and implementation of transport policies ·in one secretariat. In the 
}fission's opinion this responsibility should rest 1dth the Secretary of 
Tra."lsportQ At present the Secretary o Transport is responsible for both 
infrastructure and operations in the case of railways; in road transport 
his responsibility is limited to the road transport industry, -vihile the 
respo!lsibili ty for the infrastructure lies 1rl. th the Secretary of Public 1vorks. 
A first attempt towards improving this situation has been made 1dth the 
creation of a sectoral development office within the Secretariat of Transport. 
The latter is charged with the supervision of investment pla..Tlning for both 
rail~ray and highway. Tllis office, ho'toTever,does not yet function due to the 
lack of qualified staff. As there are no personnel available in the Secretariat, 
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the }fission recommends that the Bank consider financing, as part, of the forth
coming highway loan, e:xpenditure for the employment of tr,ro consultants to start 
the · operation of the office, to advise the Secretary on transport policy and 
effective coordination, and to tram personnel. Two advisers to the Secretary 
of Transport 1-iho have been principally involved in tre discussions with the 
}fission are expected to visit the Bam: for further briefing on the subject. 

24. mhe riission emphasized tht the present data gathering system does 
now allo1..r the formuJation of policies, control of imp..- entation and possible 
corrective adjustments. Major gaps in data collection for road traffic and 
road inventory would be filled by the technical assistance proposed for 
financing in the Second High~ray Loan. 

25o .Allocations of public i..7lvestment, the most direct instrument for 
transport coordination, are presently not based on studies of economic pro
&uctivity of particular investments. A large expansion is currently lli~der
way in road infrastructure investments. In the past five years an average 
of Ps 50 billion ( e:xpressed in 1968 prices) 1..ra.s disbursed annually. Present 
plans would call for at least a doubling of this amount for the next three 
years The Mission believes that this level of expansion is not justified as 
t h e road net1..rork appears generally adequate and prelirninar-.r economic tests 
show that it would be difficult to find sufflcent projects with satisfactory 
economic returns, to justify the very high level of capital ·~investment. The 
Mission therefore suggested delaying projects in the Third-Year Plan for which 
contracts have not yet been made and subject them to economic feasibility 
studies to be provided for under the second highway loan. 

26e As i ndicated in the section, The Railways, investments should pre
s ently be cnnfined to rehabilitation and modernization to increase the oper
ating efficiency without adding new capacityo Preliminary estimates would 
place ru1nual investment requirements at about Ps 25 billion during the next 
f e\-v years, mainly for renewal of freight wagons and -track on principal lines'. 

·At t he s ame t;.me the disinvestment program for abandoning uneconomic lines 
should be substantially acceleratede T'ne Mission finds the railway approach 
to this question to be too timid and recommends against retaining branch lines 
with reduced service ( 11 Rationalizationn) as in most cases operating ratios 
remain at a high level even after rationalizationo 

27 Current Government pr~cing policies in respect of resources used 
i n tr:msport services do not reflect the scarcity of these resources. The 
aegrogate contribution by ro~d users more than covers annual expenditures for 
highway inf ras tructure. HoHbvor, due to the very low r ate of taxation in 
dies el oil, long distance freight traffic accounts for about 75% ton/km 
t ravelled but contributes only 15% of total revenues collected from freight 
t r wisport ~J road The Mission therefore recommends that diesel tax be raised 
gradually to eliminate the present distortion. 

28 o Rail1·1ay user s make no contribution to i...i1frastructure costs at allo 
A further distortion as compared to road transport erlsts, sinee on the basis 
of operations costs alone in 1967, passenger traffic was subsidized to the 
extent of Ps 42 blllia..YJ. while freight traffic received only about PS 2 billion. 
The Mis·sion therefore recommends that passenger fares be substantially increased. 

29o The overall railway deficit would in effect be higher than at pre-
s ent if distortions in taxation and price of fuel did not exist. Ideally, 
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these distortions should be eliminated immediately and rates and fares 
should be raised to mru(e users contribute to new infrastructure costs. 
However, the ~issio~ is conv.L1ced that it would not be correct to compare 
the econo 1 ic costs and the tax contribution of t1-a-o modes of transport which 
operate at ver<J different levels of efficiency. As the rehabilitated and 
reduced railway system 1dll have a role to play :1n the future the railway 
should enjoy protection througn preferential treatment, on a declining 
scale, lvhile the renabilitation process is taking place. 

30. In J:ts conversations 1dt: tbe Government, the !fission argued that 
restri.cti ve r egulations in tra.'1sport 1-JOuld be unnecessary if :investments 
1ere made on the basis of cost/be efit studies and if prices to users re
flected the econonic cost of r esources consumed. After discussion 1iLt~ the 
Goverrunent, the Mission vias satisfied that the new transport la"tv, which is 
being drafted, 1iLLl not be used to introduce restrictive regulations for 
traffic, rates and fares. 

31. The G-overnment indicated its readiness to continue the dialogue 
1-Jith the Bank on matters of transport policies and coordination in order to 
provide a basis upon 1vhich the Ba:nk could assist Argentina :in financing 
transport facilities. 

32. The paper ·that was used as the basis for an oral statement to the 
Hinist1·-y ol Economy, the Secretariat of Transport and other agencies concerned, 
is attached. 

Action 

V.Je propose during the coming 't-Ieek to send: 

A copy of the Aide Memoire on the Rail1.rays to Gen. De Harchi, the 
~ill".J.stry of Economy and the Secretary of Transport • . 

A copy of the Transport Policy and Coordination Paper to the H:inistry 
of Economy and the Secretary of Tra.n::po rt. 

A letter to Secreta~ Ressia inviting two of his staff members to 
the Bank for further briefing _on transport coordination matters. 

1'Jhen agreement has been reached wi ibi..n the Bank, a letter would be sent 
to Ing. Loi tegui on the project content for the Second Highvray Loan. 

AFGeolot: gh 
Bank 

cc: Hr. s. Aldewereld, Messrs. G • .Alter, B. Chadenet, 1~. Baum, 
R. Skillings (2) 

(*) Haps of the railway and road systems are being prepared and should be 
available October 16th. 
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OFFICE MEHCRANDUM 

Tot Files Date: May 23, 1968 

From: B. Chadenet, Warren Baum and R.F. Skillings 

Subject: ARGENTINA - Mission to Discuss Bank Assistance to Transport Sector 

1. We spent May 13 - 16 in Buenos Aires in order to acquaint the 
Argentine authorities with the Bank's thinking about possible assistance 
to the transport sector, and to explore the present thinking of the 
Government vli th respect to high'tvay and railway organization and transport 
coordination. We emphasized that the Bank wished to concentrate its 
lending in the transport sector provided agreement could be reached on 
the means necessary to develop the sector as a whole. 

2. On the whole, we believe that the Government is receptive to 
our approach, and that a climate exists in which the Bank can render 
substantial technical assistance in the organization of Vialidad Nacional 
(the high-v-;ay department) and in the rehabilitation and reorganization of 
the railways. The new railtvay management is tackling its problems vrith 
vigor, but it remains to be seen "tvhether it will be possible to prepare 
and implement the drastic reforms necessary to make the railways a viable 
enterprise. The higm~ay department has also made prog~ess: it has im
proved its procedures for supervising construction and is starting to 
develop a road planning mechanism, but here again much remains to be done. 
The problems of transport investment planning and transport coordination 
will be difficult and will require further discussions before the Bank's 
position is fully understood in Argentina and before effective institu
tions can be devised to deal viith these matters. We believe, however, 
that there are enough Government officials -vrho understand and share the 
Bank 1 s objectives in this area to -vrarrant our adopting the overall sec
tor approach and helping the Argentines to formulate suitable policies 
and institutions. 

3. The Minister of Economy and Labor, who occupies a uniquely 
important position in the formulation and execution of Argentina's 
econanic program, welcomes the proposed concentration of Bank assistance 
in the tra.Jlsport sector (provided it does not stop altogether lending 
for other sectors - notably power). He reiterated to the mission that he 
had great hopes that the Bank's technical assistance could reinforce his 
~ efforts to bring order to the railways and other transport agencies. 

4. The r-iinister also stated that vrhile necessary policy changes and 
institutional reforms were being planned and carried out it was necessary 
to proceed with investment projects (particularly in ~tghways) of obviously 
high priority. It would be wrong to hold these up pendi.l'lg the formulation 
of policies and the establishment of new institutions. The mission e~ 
pressed sympathy with this view and agreed that the Bank would appraise 
for lending the proposed improvements to Routes 3 and 7, and would con
sider incorporating into the same loan finance for feasibility and 
engineering studies for highways that might be eligible for lending later. 
Other projects would probably be ready for financing before policies had 
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crystallized and institutional reform completed. In considering such 
projects, the Bank would judge whether the momentum of progress toward 
the agreed objectives was being maintained. We added that if all went 
well the Bank's association \·Ti th the Argentine transport sector might 
b~come a vehicle for seeking joint financing of projects in this sector 
with other external lending institutions, The Minister said he would be 
very pleased if this proved possible.}/ 

5. We informed the Minister that, as the next step, the Bank would 
forthwith send him a letter setting forth in some detail its proposed 
approach to the Argentine transport sector, recording areas in which 
agreement appeared to have been reached during the mission's discussions, 
and outlining a further program of work. vle would eA-pect a specific 
reaction from the Government to this letter indicating agreement (or 
areas of possible disagreement). If it then appeared that there was 
substantial agreement between the Bank and the Government on the appro-

1 priate policies to be follmved in the transport sector, the Bank would 
organize a mission. around September to (1) study the railways' problems I 
in detail and help in the preparation of the rehabilitation and invest-
ment program on vrhich it is noH ~rorking; (2) review· the organization and 
operations of Vialidad Nacional with particular reference to its capacity J 
for highway planning and project execution; (3) further explore the sub-
ject of transport coordination vli th a vie~v to helping the Government 
define its policies and consider what institutions should administer them; 
(4) appraise a higm~ay project consisting of Routes 3 and 1 and feasibil
ity and engineering studies for other highways. The Minister agreed with 
this program. 

6. During the mission's stay, several Argentine officials brought 
up plans for transportation investment in the Buenos Aires metropolitan 
area, namely plans for e.xpandi..""lg the Buenos Aires subvJay, and building 
new access roads into the city (including a super-highHay from La Plata 
to Buenos Aires). The Secretary of Public Works requested that a study 
of access roads be one of those to be fu3nced under the proposed next 
road loan. The mission expressed the view that the planning of the metro
politan transport system was inextricably tied in ~rlth plans for urban 
development in general, and suggested that there should be a special study 
of overall metropolitan development in Buenos Aires. The United Nations 
Development Programme would be the most suitable agency to finance such 
a study. ·If asked to do so, the Bank could consider whether it would act 
as Executing Agency for such a study. 

1. The Secretary of Transport told the mission about plans for a 
new deep water port southeast of Buenos Aires. The mission offered the 
Bank's services in commenting on the terms of reference of the feasibility 
stud,y that is proposed to be made soon. 

l( He said that he had hoped that a similar arrangement might have 
been worked out for El Chocon. 

/ 
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B~ The Argentine authorities are preoccupied with drafting certain 
transport coordination legislation. It is apparent that their minds are 
turning to legislation of a restrictive nature. The mission questioned 
this approach and suggested that one or two Argentine experts in this 
field might spend one or t'tvO 'tveeks in the Bank in the near future talking 
with various Bank staff members who have experience in this area. It also 
offered to have the legislation reviewed by the forthcoming transportation 
mission. 

cc: l-1r. Knapp 
Mr. Alde~<Tereld 
Mr. Alter 
Mr. Bell 
Mr. Chaufournier 
J.!r. Wright 
Mr. Geolot 
Mr. Mackay 
Mr. Alexander 
Mr. Wouters 
Mr. Fajans 
Mr. Dosik 
Mr. Riley (see paragraph 6) 
Mr. Cancio 
Mr. Keltie 
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June 13, 1968 

Dr. Aaalbert Krieger Vasena 
J.Iinister o£ Eco 1omy and Labor 
Hinistry of Econoruy ~nd Labor 
Hipolito Irigoy · 2 50 
Buenos Aires, Argentina. 

Dear Hr. Hi.."lis-tors 

I t ave lie3n nost, i.~t3rested to l earn of tn .... eon versa. tions 
that 1-1r. C!m .;;;ne·h; rlr. But!.il1 m1d Hr . Skilli~ss held in uenos Airas 
during the wesk of l a:y 13 'tif: t.h you 3-:"'ld your colleagues associated 
with the transport s~ctor . ?hey hn.v' ) ash.e:l ue to cxtznd to yo~.1 thoir 
warm t.-ppreoia.tion for ths tim.~ rihich you you.rsC\l:t' ~vo:.,ed to th9ltl• 
and for tha many k:L'1d..'lesses wit.h which th'3y tv-era received by all 
concsrned. 

I am uriting to inform yotl. that those discussions ha.7e 
confir--med our .feeling that t :.le B 8.;~1k should L! the na.A-t fe-w yaars 
seek to focus a large part of its lending to Argen·'-ina L.~ t 11e t:rans
p;)rt sector. There nay well be other oppo:rtu.nities, for e.r..ample in 
electric po-~1er, in agriculture ~:.d in telecvm!!rt..url.cation.s, 1-1 ~ .... re sor:1e 
Ban.l< assista.Tlca may also prove feasible. 

In reachi.ng this conclusion we h!l.ve ba·an inf'luenced by the 
Ti.gor~1s action "tdU.ch th3 Govcrr~"a.C!"lt has ~.:cen to L71prove the organiz
ation a.11d operations or Vialidad Uacional and o£ the Argentina rail'S·ra.y 
system, a..11d by the pla.~s t:hat are contempla tad for further inprovament . 
Wa were also glad to l earn or the importance vhieh the Government 
attaches to the sound planning of transport investment and to the 
formulation o£ coordinated policies with respect to the transport 
sector as a whol9. 

I ~.:t s1.'C.ll:w.a.rizing below the mission t a .findings. I should ba 
Yery grateful if' you would con.firm to ma "t-lhather or not the mission 1 s 
understanding of the Argentine Goverrnent • s pla.11s and objectives in the 
transport .field is accurate, or whether there are individual aspects on 
wbieh .tu.rther ezy-.a..~ent is called for. I think it is Ll"llportant that, in 
launching this CO!!\.:llon endeavor, lia ba satisfied in advo.nca that there 
is indeed a meeting of the minds. 
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In the field of high rays "t1e are impressed by the· i mprovements 
t hat tha present, ma.?lagooen.t of Vialidad has been abla to acco.uplish. 
Indeed, lie bad alr~a.c!J' obsax ed t his in the a minis·-- ration of tha Eank ' a 
~ast road loru and th::l- recent mission confir.-ned this prog-.cess . ia.liclad1 s 
ea.pacit.y to execute road con&truction tork efficiently noa ppecu .. s to be 
greatel.~ thaJ.""l at any tins during Om' association . hatiever, the nt.:r-,1 three
year r i f'l'huey co:Jst e~.~ion plan is v ry C!.ffibj.tious, nd there a.l"'a a n :n.ber 
of areas in u d~h t he organization of - ialidad (e. g . accounts and .finance) 
\rill neod to be stre::1gthc·1ed to rileet the challen6 e of t 1'3 plan, as 
Mr . 1!n.n!70nnet - nself is 1·rell a-r.-1 ~e . Alno, tL.e t' -Aae-yea.r phl'l tvas 
necessarily so::a~-Jha.t :tnprovis~d (:;iven the limite:l t:une ava.:.lable for its 
.to~":lul.-:l.tion ) and, looKing ~1en.d to the next p!'o<:tr~, it is ve1.7 desirable 
th.a t a sO"'mder basis for l'l.:igh~·m.y plE~nn.:.nci be esta.blis .... d. L"'l this respect 1 
wre uere v ry pleased to l ea o · t ha :Lnt.e tion of the r.'latJ.3.6e:ne~t of' 
Viali<lad to est~ bl .. sh a. adsqu3.ts pl.a.~1t1ing c . .. ~ · ~:..a:&ion ,., _d of" the h~gin
nings tba.t have be·en ~ace :tn t ... lis ··..: 1 ... \Jction . ,Je shall follo~l 11it great 
interest ViaJ..i~ ed 1 

(! c:·for·' o to e:::-~an i ...,z ca.zJaci ty to a ·..::r·· ~1ister co! str'Uc
tion · ox ks U!li to e~rt2.blish tha hi~.c;s.y plc:..n.:.1ing r1 ~ t on a S01.1.4"'1d fo-~ting, 

a.."ld be pleas.-.::d to prond<;;i or halp to a.rranJe 1ill.~;37 advice ~nd as.~ist n\,;e 
you TIJ'-V think appro riate to .t\.t.rth~~ th se objectives. 

As a · first. step toaard assisting tha hlehH&y sector, 1-ra have 
been revi~nng tba infor:natio th:tt nas s nt to us 1<1~th regard to the 
reconstruction of s .... tic; s o '> Routes 3 and 7. \'Ja have also held co-nversa
tions with ~Iessrs . i ngonnet and Aguero i.."f'l l3uel'lOS Aires about the 
possibility o£ includbg J-'1. t.~ proposed lo.~.n finance ·to eo er t he foreign 
excn-St."lge cost ot foo. :Jibility and cl,.:tailad engineering st1..:.aios o£ selected 
roads, rhose construction 'tli;ht later be fiJtnlced by the "C-J"llt m1dcr a. 
eubsequent lo~ . lle were plsased to continue these cen."l~~ersations during 
their r ecent visit to KasP...L"lZton at l'Thich ti.T"ts 1:1 revi~~.; .... d the proced':lres 
tor sel 3oting roads s"Jit~bla 1·or st;udy, a~ well .s t .... ddition 1 info¥> ... lg,. 

tiol'l required i.'<l co~'lectio uith t h recons~ruction wc7.'ks . J.!essrs . r~~neonnet 
and Aguero indicated teat oost of the fo egoing infoz1 tion could ba sent to 
ths Bank in a sllort ti e and th:lt t he rest CO'lld be availabla b0fore 
Septezaber 1968 . The7 also i ndica. tad that priority woul.d be given tos 
(i) coopleting a fcasihili ty study for sectio.ns of P..outes 3 and ~51, ,bieh 
are being proposed as substitutes for t he 1iorthern Sactor of Route 3 
originally included in tlm proposed project but which appears to lnve lml 
economic priorit~-; and (ii) preparino a list of the r oads to be th3 . subject 
of feasibi li-ty and e~:,.in-sering studies' and a d3ta.iled program for carrying 
out such studies . 

\1e expact to appraisa the above. p:roje~t in September, in the hopa 
that a l oon might ba signed earzy in 1969. l·Iessrs . !angon.net and Agaero 
agreed thu t , 1n the me~"ltime, they would seek t he B.ank1 s concurrence on tha 
various steps necessary to proce~d ~~th tha e:1gin:~erin5 a..:.1.d put 011t to 
contract the sections of Rou-4e .., 3 and 1 which no-r;~ appear to ba eoononiea.J.l.y 
justilied. If our Q:>praisal o t!.'!a nro 1os --d project. ~J.:' s o t to be 
fa· orable, the p oposed l oan sb.CPlld be avall..i.ble . so enou~'l to cootribu4 a 
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t o construction costs almost tram t1a start . In dition, aa soon as 
agreeoent is r eached on a pr ozram for ca..t"rylng out tha feasibility ru d 
engineering s t\1 ,. 0s of selactnd a ... ditio:1al ro~ds, Viilld;!d could i nitia te 
these studies and th ... loan wou.l CO"lCl~ thm~ foreign e~cha.: ge cost • 

. Turni.ng to t e railt.rays, the mission l-Ias ir!prassed, bot.:1 from 
its .eet;in.,_;)s wi-th Gen. oral da H;w.~ch · a d v.is colles.::;ues, ru.1d i'rm 111 dt~pend""' 
ent r eports a~d ob s~rvations, by the inpro~cm nt in efficiency and dis• 
cipline o£ tl...v rail~ra- s U...'"Vt:J ~ its p.L. .. t:.Ze:'lt ma ngeme:lt . ~lfe uere also interested 
to learn of t he rail; .. ays 1 pll.ns for th:; futu.l."e 9-!"ld heartily e_.:dorsa the 
JilaL"lagem-::.: ·~ 1 a objectives of p·~ovid"i ng economic and. e f·x .:..ciont sorv:i.ce :i..n 
e.ecordance wi-th t he nea · s o:.t its cus-"ti ruers . As you are t1ell a.war1J this is 
a task oi tha hicl...est natlorw.l L'ilportance, if only because a.ll•Yriation of 
the burden Yhic.l t he r a:lluays ro~-1 place on .Argenti:n;l.f a natio a.l fin~nc ... s 
is. in our vie~;, a s -i. a o 1. no::t o... t.h3 su.c!3ass of the Go-ttcrnne 1t t a o·verall 

~ .......... ~~ 
stabilization plans . 

Like G3neral de 1!B.rc£li.J ~!e 8.!'.'3 CO.lfident tb.c1t the objec&iVes or 
better and more econo:-d cal s~rvice ctul be achiev0\..., ir par ·~. by carr·ing 
out a large r o·· UC~(iion in th l abor f orce e:1pl oyed by t :1 .. e r ailJ.rays and a 
l arge rec.uction in tho leng-th of t hs rail1ray n.~ t:-ror~: . F~~1ever, 
Mr. Ohadcn t discus"3ed wi th G~'l'l'3ral del archi his c ncern that the rail'T,1ays t 
objectives, iihila in th.a rigl ·. clire ..,tion, mignt turn out to be i..'lsu:fficient 
in magnitude. I ~'l ~rs~-a..VId t .at t · s has b3en your conccr tl)o . I hopa 
that we ~"l he1p to dispoll a false brprBssion which sesu.s to pr ..... vail L11 
s ome co:L'1tries, n3.:;1cly that rail·1ay opara'!iio:.'ls m:1st n~csssari.ly be l'un at 
a deficit . In .fact, thsre ara nore tlun 15 coun ~r · es i.!.1 i!hich t .. e Horld 
Ba.11k has ma.da rail~:Jay l o2ns wh~re too rail-:1fo.ya fl..av;... achiev.;;;d a.l'l operati..llz 
ratio ( the ratio· o.r O:)er~.ting e~::p~n~ns, includ.L.'"lg c8prcciation, to 
operating ravenuc3) of le>;ls t~w ..... 'l one., and are fin3.n.cially viabl . .., . Ir the 
burden· of tha railuays on the public .t'ina.:lces is to b lif'"~ed, tlds should 
be t he objective t~h.a.t Arzan~ina fixes a3 the basis for it3 planning. 

General de Harchi told us tlu.t the r ail-: rays t ru:1agement is now 
vorl'..ing on a detailed r eorga.."'lization, investuen-t, and rehabilitation pro.z:ra--n 
a..~d he invited the Ba.l'lk to becooe acquainted with tr.ais pr~Jra.n d:l.~no tba 
course of its pre,aration and to assist L,. thg CO!:'lpletion of its f'lna1 
version . I a:!l happy to confirm that ~1a are prepared to extend iihatever 
asslsta.?lce we ca.& in this i.':'l.porta.nt- ta3k . I would hope that the progr~ 
thus adopted by the r a.il:l(?ays and al' p.roved by the Govei·nr:lent could form the 
basis for tm Ba..r1k to provide hslp in its i!rlple.menta.t.ion. 

Turning to too S"lbj,ct o! general tra.J131X>rt i..nvestnent pla..rmi.'lg 
a.lld th .... !ornulation of transport cooi~dination policies, I must say that 
our mission round this subject , in Argentina as in many oth..c;,r C<1'.J...1'ltrics, 
somewh3. t more diificul:t to deal rl th. 

... 
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\lith responsibility tor :i.rrvestment p n.trl.ng for individllal 
transpor-t mo .es necessru.~ily disperse. among s veral ~.goncies - the 
Seer taria.ts of Transport a.nd Pu.blic l orl):s_,. th., Rail m.ys, Vialid~d Hac1.o al, 
ro1d th>;... ProvL11cial Hig~".&.ray Depart::1en·ts., there should be good co~tt,~unica-t.ion 
araong the::1 in t~.:.a pr apa:.."'a·~icn of i n "a.stmont plans. vle fo.tnd evidonco that 
this cc.1~VJ1ic ... t ·on leaves so:ret.1in~ to be desired. 1::-Jhile th9 S cretarlat 
of CO/.A E i atter.1ptlng to prepxc•e tra.'lsport plans, it lnc1.:s both the 
technical ~v "!) f and tlle \lOig'J.t to have i ts idOO.S transln.t3G int o decisions . 
In th3 licht or t~1esa shoJ•tco~lings, ~HJ feel i·iJ rrould b uesira lo to select 
a central plac ... in t . e gov~rn:no"''ltal organ.iz!) tion uh.ere the coordinatio of 
transport in-.;est:nent pla.11n.ing can ba un· ert'='."en on th3 basis of consistent 
cri·~erla for the v~rioas tra.t1sport mo los. 'l1his office should be staffed by 
a tsa-n of 1'"\.t.llctio a.l e.:. e.1-t s who a.ra not specially inte!"e _.ted in any p~.rt.ic
ular mode . Eore i'luld3.ril:}nta.lly, so·~u i , nvestme.nt pla.."lnLng should ba a.ccom
~~ied by a concert~1 effort to place the v ioua transport modes on an 
equal co;npat~.tive ~ooti...11g. ?rc?.n~pol't cool"'dL."J.ation does not, in our vi~-r, 
mean ext.ensive regulD:tion of tru:n;r:x)l·t but r ather: 

1 . freedom of CllOice by COi1SUtacrs, on, . ths basis of prices 
t'b..at refle ..,t, real cos ts, q~o.lity of s rvice and other 
characteristics; 

2. co~etition among transport tlOdos, but on a.."l eqt~ ba.sis, 
to ensure th3.t c:;sts ar e not clistor+ed bacause of direct 
or indirect su.bsidies or discr · · ina tory rule a . 

An i1nportant elenent of this policy is that th'3 rates charged by each mod--3 
( i.."1cluding ths l.evel of ro:l. -user c~1.rsas collact~d lTJ the G.)v e:-m1ent to 
cover the costs of provid:tng t u3 hi.:?Jr.-iaJ i:J.fra.str-.;.cture} s: .. ould be s1.1ch that 
users pay t ..... e econo:1ic coat of th3 f~oiliti0s th~y are usi.'1J• To do othcr
lti.C!e, "tiill result in ovor-u.tillza:•·ion o~ one or more noaes o ... trans~ort end 
under-utili~ation of ot . ...ers ... bo•·+l creating s~rious econo .. lc bu.rdeng for the 
coun.trJ as a -fhole . ;!a t~~lid hopa tb.a.t the C'"O'"i~~r..:a..,nt ldll s on make t'..!"l 

overall Lrt:ve.sti3ation to deterwl..'1e w'wther its policies are L"'l. i'aet in line 
with this general a~proac~. ArgentL~a is for~~nate in that it has a7oided 
mistakes l1ade by soma other countries in restricting oor.tpati tion U...tldtily 
among various tl .. ansport modes , t\1rough usas-~es fr..lcn as limitation on entry 
into truc~inJ, ti:rlnti of tr"J.cidJlg rates or a.roi tr:J.J..-y li';'li ts on nov<J:.1ent of 
goods by ~le transport node or ~~other. It should, the-afore, be easier 
1n .ArgentL"'la tha."'l in other eoUL"'ltries to achieve proper tra~S!)Ort pol:cies . 

Our mis.sio:l was told that basic legislation is no1t bd?t;.J prepared 
in Aroentina to set th.a tr~"':laYork fo:: futura tran~9ort coordL."lation . . I 
·should lika to repast the invitation uhich t e mi..,.;:)ion e.rlen""'~' n.:rmol;r, 
that one or two o~ the f>$ople most closely associated wit~l the preparation ot 
t his l egislation coma to ~;ashL 6ton to talk with staff of th3 Bank t.1ho have 
devoted r;rJ.ch tit'le and thou.iht to this qu.es·tion~ I would hO"~e th3t this 
could help ArQ~ntina f~ul to and. adopt a sound tran-spo~t coord3nation 
poli~y. 

./ ' 

l , 
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Much of ths foregoing has necess.ar1-'l.y bean couched in general 
t erms, for Ur . Chadenet, nd his eoll9a~u.es cU .. l not, in tho fe;t days thoy 
spent i.'\1 Buenos Aires, h..~vo ti.":le "Cto discuss a':..tails . In or .er for us to 
beeorrre better ac'""uninted WJ~t- the. 'J proble-1s, we proposed that a specia.l
iz d nission f"ro:'ll the Bank s. ould visi·t Argent.L11a to study the.:Yil in detail . 
If' you e..~-ree ·t-ri th this approach, we vrould expa~t t.o ba able to bring t gather 
the staff necessary for such a m.is3ion :i..n the tionth of Sspte!:lber . 'T1e 
mis io 1-1ou.ld rovi~1l not ok1.ly t,h p o;ra-ns for inve~"'!lent a..11d insti t".1tional 

1 ... rove~ ent in higlMaJ s and rail:-rays and the GovernmE>.nt 1 a ~encral trans-_vort 
investmen:.- o.nd coordin/ltio:n policies, CPJ.t i.-ro-u.ld also Make a. datailed 
appra:t;;al of th'Z). sections or Rotttes 3, 1 ~'1d 251 that are being proposed 
tor Banl,. t:L."'~cing . . 

We would hDpe th:tt, tollo;dng this dssion, the Goite:rn..~ent lrould ~ 
proceed to reV'is¥T and re£in3 its policies in th\J transport s0ctor, that ~ 
Vialidad !Jacional would tal-c st3ps neodsd to e!lL"lrge its c:tp:.city to 
administer hizh:iG..Y consJvru.c-tio-;'1 and to il1p~o ·rs his~ .::~:.r pla..."121iJ1Ch snd that 
tha rail~~ays 1:-Tou.ld i'L"lalize a de~ tnil9cl, ti:!le-phn.r-3-d, r ehcb5.li tation and / 
investm~n-'c. pro,z-~D..1--n for the ru-ture, -:bi ch the D".L'1k coald snpport . ~...fter 
these measu.res are adopted, \Te ;ould ope to keep i.11 clos3 touch with 
th ir exec·ution, Dnd .xayaine detail3d i..Yl .. vest::lJnt proj.3cts proposed :fro .. 
Bank finance as e.nd 'fjfhen t~my are fomulatsd. If, as I am confidant d11 
b e the case, th"" ge~eral rooo.n· ·,.lnl i~ nainJ.,ained in th.e future try.·Tard th~3 

objective of an. efficient and viable transp-~rt syst-~m :L'l .Argentina., wa 
t-rould envisage .lnrther ~ i'i.nanci.."'l~ trcm the Ba..n!t even though attain.'n.ant of 
t he final objectives may still be s ~e years ahaad. 

In sun, tfl..is is the appro~::h l-:hich }·Te uoul.d liKe to sagr;est to 
enabl e us to su;>port the transport sector in J..r 0 .... ntina. I vould htjpa very 
much that it ia an approach wbich rneeta L"ith the approval of the Argentine 
Goverm:tent . I l ook forraard to reooivinJ your vie'.JS . 

With kindest regards~ 

cet Ambassador llsvgaray 
Dr. Dani el Fernandez 

Sineere:Q- yours, 

J. Burke Knap·D. . 

J. Burke Knapp 
Vice President 

Cleared 1rri th and cc: Hessrs . Al ter, Chadenet 
cc: !vf.r . McNamara , Hr . Alde~·rereld _ 
cc: Messrs . Hacl{ay, North, Alexander , \-Jouters, Fajans, D::>sik , Cancio , Kel tie 
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( 12-61} 

Ministry of Economic Affairs and Labor 
Buenos .Aires 

Mr. J. Burke Knapp 
Vice President 
IBRD 
Washington, D.c. 

Dear Sir, 

· Mr. Skillings 

Room 584 

July 5, 1968 

I have pleasure in writing to you in reference to your memorandum of 
June 13, summarizing the important conclusions the World Bank has reached 
as a result of the mission which visited us last May. 

As I read it I was able to feel once again, and with profound grati
~ication, the great and meaningful spirit of cooperation that has animated 
the Bank in its relations with Argentina. 

I am especially pleased to note the accurate analysis which the Bank \ 
mission made of different -aspects of the transportation sector during its 
short stay in our country. Together with the various bodies concerned 
the Ministry of Transportation, the Ministry of Public Works and the 
Secretariat of the National Development Council -- we have embarked on 
an analysis of the means at our connnand and how they can be utilized to 
achieve the objectives outlined in your memorandum. I shall thus be in 
a position to reply very shortly. 

In regard to your proposal that a specialized Bank mission should 
come to Argentina to study in greater detail programs of investment and 
institutional improvement relating to highways and railroads, Government 
policy on investments in and coordination of transportation, and other 
special aspects of the same sector, I agree with you that such a mission 
would be desirable and give you my formal assent that it should take place 
during September next. I look forward to receiving your confirmation of 
the date set. 

In closing, I wish to repeat my thanks for the Bank's valuable cooper
ation in the process of modernization in which we are at present engaged. 

Yours very truly, 

(sgd~) Adalbert Krieger Vasena 

TRANSLATION SECTION E-976/68 
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Dr. Adalbert Krieger Vasena 
Minister of Economy and Labor 
Ministry of Economy and Labor 
Hipolito Irigoyen 250 
Buenos Aires, Argentina 

Dear Mr. Minister: 

July 12, 1968 

I was very happy to receive your letter of July 5, 
reinforcing as it does my confidence in the potential for 
fruitful cooperation between the Bank and your Government 
in the transport sector. We are looking forward to receiving 
your detailed reactions to the mission's findings and to its 
understanding of the Government's plans and objectives, as 
set forth in my letter of June 13. 

Your acceptance of my suggestion that a mission to 
study transport problems in greater depth visit Buenos Aires 
in September was most welcome. Preparationsfor this mission 
are now well advanced and Mr. Alter will infonn you of our 
specific staffing and timing plans as soon as these can be 
made definite. 

Sincerely yours, 

S/ J. Burke Knapp 
Vice President 

Cleared with and cc. Messrs. Skillings 
Baum 
Alter 

RDosik:agr/mdk:mh 



National Executive Branch 
Ministry of Economic Affairs and Labor 
Buenos Aires 

Mr. J. Burke Knapp 
Vice President 
IBRD 
Washington, D.c. 

Dear Sir, 

August 8, 1968 

I have pleasure in writing to you to let you know my Government's 
views on the various points in your memorandum of June 13 concerning the 
transportation sector. 

Broadly speaking, I am gratified to note the extent to which the 
plans and objectives of my Government coincide with those suggested in your 
memorandum. I should now like to examine certain aspects of thiso 

In regard to the National Highways Department (Vialidad Nacional), this 
agency's chief concern is that a planning office be set up and that the 
Department's administrative capacity be strengthened. As you indicate in 
your memorandum, the authorities in the Ministry of Public Works and the 
National Highways Department are alive to this need and have drawn up plans 
for a new structure of the Highways Department which we believe adequately 
meets both requirements. 

We also agree with the priority which has with a view to -Bank financ
ing, been assigned to various sections of Routes 3, 7 and 251. Moreover, 
the Highways Department is initiating feasibility studies, and your offer 
to finance the foreign exchange costs involved will be most useful. 

I saw with satisfaction that the Mission concurred with EFA's manage
ment on methods to operate the railroad system more efficiently and eco
nomically. With respect to your misgiving as to whether the targets may 
have been set too low, I should be happy to see this matter cleared up by 
talks between the experts on the mission that is to visit us in September 
and the EFA officials responsible for preparing the plano 

EFA's officials are looking forward to the assistance of these experts 
in making adjustments, on a joint basis, to the plan now in course of prepa
ration, as they suggested to the mission led by Mr. Chadenet. We are pleased 
that the Bank also approves of this approach, instead of waiting to receive 
the finished plan for study and comments, and accordingly I am anxious that 
the railroad experts on the mission in September be able to work together 
with EFA for as long as possible. 
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In connection with the transport coordination policy, the Ministry 
of Transport has been busy collecting and sorting domestic and foreign 
statistics and records and sounding out the opinions of the transport 
sectors and users, and has not yet begun to prepare the bill. I under
stand that exhaustive discussions took place with the mission on this 
subject, and I agree with the Bank's view that the modes of transport 
should compete on a basis of equality and that their costs should not 
be distorted by subsidies or discriminatory ruleso 

We are also pleased to accept the Bank's official invitation, tendered 
by the mission, for two officials to travel to Washington to confer with 
Bank experts on -the bases that could be adopted to ensure that this prin
ciple is upheldo The Ministry of Economic Affairs will be naming them soon, 
and the Bank will be informed of their date of arrival in Washingtono 

I am similarly convinced of the need to set up an office, composed of 
experts without any bias toward a particular mode of transport, to analyze 
all aspects of transport coordination. We have been studying where we can 
best locate it in order to enhance its effectiveness, and before the mission 
a.rri ves in September we shall have made up our minds on this point. 

I feel that the foregoing answers the misgivings the Bank expressed 
concerning the transport sector, in addition to showing how anxious my 
Government is to bring about an improvement in the efficiency and secure 
the more economical operation of our transportation system. Such an improve
ment will make it possible -to remove one of the chief obstacles to the further 
development of our economy. In this endeavor we are already counting on 
suitable and long-range assistance from the Bank, which will undoubtedly be 
of the standard for which your institution has become renowned. 

Yours very truly, 

(sgd.) Adalbert Krieger Vasena 
Minister 
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Dr. Adelbert Krieger Vasena 
Minister of Econoll\V and Labor 
Ministry of Economy and Labor 
Hipolito Irigoyen 250 
Buenos Aires 
Argentina 

Dea.r Mr. Minister: 

August 15, 1968 

I am grateful for your letter of August 8 conveying 
your reaction to the conclusions of Mr. Cha.denet' s mission of 
last May and confirming the broad simila.ri ty of views between 
your Government and the Bank on matters of transport. The 
specific points covered in your letter are being studied by the 
sta.ff a.nd w.ill form the subject of detailed discussions with the 
Argentine officials auring the forthcoming transport mission. 
We shall do our best to comply w.i th your desire for close and 
lasting collaboration between your Government and the Bank in the 
interest of sound development of the Argentine transport system. 

With kindest regards, 

Cleared by and cc : Mr. Ba.um 

Sincerely yours, 

{S®.) J. Burke Knapp 
Vice President 

cc: Messrs. Skillings/Dosik o/r 
MacKay /Hardy 
Cancio 
Keltie 

JFajans:md.k/mmt 



A. Objectives 

1. Argentina so far has not developed a consistent transport ' coordination 1 

policy. There are of course measures which affect transport coordination but 

they have not been integrated into a system, and measures are not tested as to 

their effectiveness in achieving the economic objectives of transport coordination. 

2. Public transport policy is concerned with the allocation of scarce 

economic resources for investments and operation of transport facilities to meet 

the nation's transport requirements. It must be the objective of public 

transport policy to ensure that transport services are provided at the lowest 

total cost to the economy in terms of resource consumption. This implies that 

transport policies provide the signals to channel resources tewards that mode 

of transport which can use them most efficiently and that each mode handles the 

type and volume of transport to which it is best suited. 

3. The Government has started work on a legal framework for transport 

coordination. The drafts for the relevant law were not reaqy for review by 

the mission. Under these circumstances the mission can only recommend that 

the objective of minimum resource consumption in the provision of transport 

services be clearly stated as a guiding rule for the entire system of transport 

coordination. The following recommendations deal in more detail with measures 

which should be adopted to achieve the economic objectives of transport policyo 

B. Data Collection 

4. For a country of Argentina's degree of economic development, it has 

a suzprisingly weak system of data gathering and intezpretation in the field 

of transport, especially road transport. It will be one of the pre-requisites 

for the implementation of a rational transport policy that the data collection 

system be improved. Only then will it be possible to have policy decisions 
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based on adequate knolvledge of existing facilities and requirements. A 

continuous flow of information will be required to control the effects of 

implemented measures and to initiate corrections. 

5. Specifically, the data gathering system needs improvement in the 

following fields: 

(i) Road Vehicle Fleet: total size; composition by capacity, 

power, fuel type, age composition. On some of these items 

information does exist, but completion is required which could be 

achieved by a system whereby registration data from the provinces 

are promptly transmitted to a central statistical office. 

(ii) Road Traffic: Total traffic divided between freight and 

passenger traffic; identification of long dis tance and urban traffic; 

identification of traffic flows in specific regions and on specific 

routes . 

At present, traffic estimates are based on evaluations of the 

available capacity of the vehicle fleet and some rough judgments 

of annual capacity utilization. This is highly inaccurate and 

does not permit judgments on the spatial distribution of traffic. 

The mission therefore recommends that comprehensive traffic counts, 

combined with origin - destination checks be introduced. A 

beginning towards such a census has been made and the mission dis-

cussed the suggested methods with the responsible authorities. So 

far, the forms lack detail and require interpretation by the inter-

l 

viewer; they can therefore not be used for mechanical or electronic 

processing. The mission recommends that Argentina adopt one of the s,ystems 

suitable for machine processing which are available and the Bank would 

be prepared to provide the necessary infonnation. 
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(iii) Highway investments and maintenance e;xpenditures: Total 

size and composition by federal, provincial and urban roq>endi tures. 

It is presently easy to ascertam e:xpenditures in the federal 

highway sector. However, large gaps exist in the mformation 

available on e:xpenditures by provinces and, especially, by munici-

palities. In order to measure the entire resource consumption for 

the provision of road infrastructure in the nation, provinces and 

municipalities should be asked to transmit relevant data to the 

federal authorities. 

(iv) Railway rolling stock and shop equipment: while traffic data 

i 

are satisfactory as in most raill-m.ys ,(jFA does not have an 

inventory of rolling stock and shop equipment by condition and 

serviceability of the equipment. J it is extremely difficult to 

estimate future investment requirements without an inventor, which 

would permit a judg m nt on the possibility and cost of salvaging 

existing equipment. 

(v) Railway costs: at present EFA cannot accurately determine 

the cost of specific operation on specific routes. This prevents 

accurate judgments on the profitability of particular services and 

J 

makes comparative studies of road and rail transport difficult. The 

mission therefore recommends that a system of analytical accounting be 

introduced in the railways. The lack of adequate costing in the 

railways and the lack of traffic data for road transport make it 

impossible to identifY to what extent railaand road are actually 

cornpetmg. It would be important from the po:int of transport 

coordination to delineate the area of competition between the two 

modes and to identify that traffic which by type of conunodi ty 
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and distance of shipment are so clearly sui ted for either road 

or rail that its distribution between the different modes is 

unaffected by ~ coordination measures. At present it appears that 

this type of traffic is smaller in Argentina than in most other 

countries and that transport coordination policies affect a large 

part of total transport requirements. 

C. Institutional Arrangements 

6. At present, the institutional arrangments in Argentina are not well 

suited to permit the formulation, implementation and control of coordination 

policies. The fact that the responsibility for the entire transport sector 

rests with a single Ministry should facilitate the implementation of a 

consistent coordination policy. HOwever, at the execution level the present 

institutional set-up is not well geared to implement and control new policies. 

The Secretariat of Transport is responsible for transport coordination but 

controls directly only the railways and the road transport industry, whereas 

planning for the road infrastructure is done in Vialidad whicp reports to the 

Secretary of Public Works. An important part of transport coord:ination -- the 

balancing of investments for different modes of transport -- can therefore not 

be handled by the institution which is charged with the responsibility for 

transport coordination as a whole. 

7. The Sectoral Development Office recent~ created within the 

Secretariat of Transport is to be directly responsible for transport coord:ination. 

The mission believes that this office should be effectively involved in the 

preparation and control of investment planning for roads in the same manner as 

it is to control the railway investment program. This would end the isolated 

investment planning for roads and facilitate the application of common criteria 

for all types of transport investmen ts. 
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a. The mission agrees in general with the terms of reference and proposed 

functions of the Sectoral Development Office. HOwever, the law which marked 

the creation of this office should be amended to establish as the prime guiding 

rule for its operating the objective of minimum consumption of economic resources. 

9. At present, the Office does in practice not funct:ion. It has less 

than five professional staff, none of whom have any training in the field of 

transport coordination. There is no other personnel available in the Secretariat who 

could make this office function. Since the execution of transport coordination 

policies is not possible without this office the mission suggests that 

two consultants be employed -- and fully integrated -- into the administrative 

structure to build up the office, advise the Secretary on matters of transport 

coordination, to help in the drafting of a transport coordination law and to 

train available personnel who would Jaier replace the consultants. The minimum 

time required for their assistance is one year, during which the senior 

consultants should head the Sectoral Development Office. The Bank would be 

ready to help recruit sui table candidates and would consider financing the 

cost of this assitance. 

10. It had earlier been suggested that two officials of the Secretariat 

spend some weeks at Bank headquarters to a·cquaint themselves with the Bank's 

thinking on 12"ansport coordination. In G>rder to ensure continuity in the build 

u.p of an institution capable of handling transport coordination, the mission 

recommends that at least one of these officials be a permanent employee in the 

secretariat. 

11. As soon as the Office starts functioning it should become the controlling 

agency of resource allocation, not only for the Federal highway investment program, 

but also for provincial investments which are now entirely outside central an~sis. 



-6-

12. Part of the responsibility for transport coordination rests presently 

with the Economic Development Council (CONADE), especially in the preparation 

of investment plans. There are a few ver,y competent people in the Secretariat 

of CONADE but the Secretariat cannot be charged with the entire responsibility 

for transport coordination. It will have a useful role in the collection and 

interpretation of data, general economic research and the working out of 

appropriate methodologies for investment analysis. 
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D. Investments 

13. The allocation of resources is a strong instrument to influence the 

relative growth of different modes of transport by public policy. In the 

past few years a strong effort has been made to improve the highway system. 

Investments by the federal and provincial administrations averaged around 

50 billion pesos per year (expressed in constant 1968 prices) : 

Year 1963 1964 1965 1966 1967 

Total Investment 
i'or Highways 49.0 65.5 48.0 

of which for National 
Highways 26.6 32.2 21.0 / 24.6 27.0 

; 

) 

14.- During the past five years about 1,500 Ian paved roads were added each 

year to the national and provincial network • For the 1968-1970 period the 

Goverrnnent intends to s ep up road in ~ents considerably. For the national 

highway s.ystem alone disbursement are expected to reach 46 billion pesos in 1968, 

71 billion pesos in 1969 and billion pesos in 1970 (including investments on 

federal access roads). luding proposed Qpendi tures on provincial roads 

total capital eJCpend.i ures would amount ,. 88 billion pesos in 1968, 113 billion 

in 1969, The proposed level of expenditures implies 

doubling the rate of disbursements as compared to the 1963-67 period. 

15. The mission gained the impression that the investment plans i'or highways 

are exceedingly ambitious and could be reduced. This j udgment is based on the 

following evidence: 

(i) sample inspection of the road network tenes to show that the 

system is adequate in general, and signs of over-investments 

existed in some cases. 

(ii) available traffic data indicate that the degree of utilization is ./' 

far from critical. 
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(iii) preliminary economic tests show that it would be difficult to find 

sufficient projects with satisfactory economic returns to justify 

a high level of capital investment. 

/ 

16. The mission is convinced that on economic grounds the 3-ye r program should be 

reduced but realizes that more than two thirds of this program have already been 

committed. It therefore recommends that the remainder be studied for economic 

!easibiJ.ity and scheduled for construction over a J.onger period. 

17. The major problems with which the railways are faced relate to improvement 

of operating efficiency and reduction of the railway network. Rail investments 

are therefore geared at rehabilitating and moderni~ing the existing system without 

adding new capacity. The tentative pro gram prepared by the mission shows the 

immediate requirements per year to be as follows: 

-freight wagon r~lacements 

-passenger coaches 

-track renewal 

-track improvement 

-workshop equipment 

-communication equipment 

-plant equipment 

-miscellaneous 

Total 

bill. pesos 
10.50 

3.50 

7.70 

2.80 

0.17 

0.17 

0.3$ 

25.55 y 

18. The size of the major item, freight car replacements can only be accurately 

determined when more is known on the optimum dimension of the networks, composition 

of traffic, and improvements in equipment utilization. The mission's estimate is 

a minimum to avoid over-investment now and yet to permit the initiation of a re-

habilitation progr~ 

Y Figures represent actual investments, not cash disbursements. 
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19. At the same time the disinvestment program for abandoning uneconomic railway 

lines should be appreciably accelerated. In 1966 the total system extended to 

45,281 km. Since then, 2,994 km of line have been closed while service on 208 km 

have been reduced (Rationalization). At present
1
studies on 5,462 km are well under 

way and the railways• preliminary conclusions are that only 27% of these would 

ultimately be closed while the rest would be rationalized. In the mission's view 

rationalization makes little sense in view of the fact that the operating ratio ~ 

for those lines even after rationalization would remain unacceptably high, in many 

cases exceeding 5.0. Most of the lines proposed for rationalization should 

immediately be abandoned. In addition, the entire study program so far concerns 

only relatively u~important branch lines. The total savings to be derived from 

abandoning or rationalizin~6,556 km (5,462 + 886 + 208) are expected to amount to 

1.7 billion pesos per year (US$4.85 million) or about 4% of the annual operating 

deficit. The real problem is to eliminate parallel rail trunk lines which would 

make a substantially higher contribution to the reduction of the annual deficit. 

20. In general the mission believes the railways are far too timid in tackling 

the prob~em of redimensioning of the entire system. The studies presently under 

way use only financial criteria from the standpoint of the railways alone and, 

as has been pointed out above, these criteria are not stringent enough. The 

mission saw no reason to repudiate the conclusions of the Larkin report which on 

the basis of economic comparative studies of incremental rail and road cost on 

specific routes recommended abandoning 14,000 km of line by 1970. However, if 

the present rate is maintained and service is discontinued ·on only 27% of lines 

studied, the railways will fail to achieve the goals set by the Larkin report. 

The mission therefore recommends the railways adopt the Larkin report as a basis 

for future line closing. Only in those cases where important changes have intervened 

since the Larkin report was prepared, should the studies be redone. Since there is 

no staff available in the railways, or in the Government, which could conduct these 

new economic and financial studies, the mission recommends that external assistance 
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be secured. For this purpose a consultant could be employed; perhaps RENFE or 

SOFRERAIL or alternatively a Bank transport economist could be seconded to the 

Argentine railways for a few weeks to work exclusively on these matters. 

21. The central government investment program for ground transportation proposed 

by the mission would imply expenditures of about 30 billion pesos for railways and 

60 billion pesos for highways (excluding the vehicle fleet) during the next 3 years. 

22. These estimates of future investment requirements had to be established without 

the benefit of adequate economic analysis of particular projects. So far, programs 

in the transport sector have been determined without prior analysis of the producti-

vity of proposed investments. A beginning has been made to use the tool of cost/ 

benefit analysis for preliminary selection of roads for feasibility studies. The 

mission believes that all major investments for road and rail transport should be 

subjected to such studies to arrive at rational judgments of the absolute 

productivity of transport investments and the priority of particular investments. 

23. Economic highway studies could to a large extent be standardized and the 

mission agrees with the format which has recently been used by Vialidad, supported 
1/ 

by consultants TA]S.- This would permit to have the preparatory work done directly 

by Vialidad, despite the shortage of qualified personnel. The mission also 

discussed the railway studies on rolling stock requirements and track renewal. 

The methodology of these studies is adequate although the present results cannot 

be used for investment planning since all parameters, except traffic, reflect the 

present operational efficiency of the railways. Excellent work bas been done on 

the establishing of a framework of studies and in collecting data; now it is 

urgently required that the actual calculations be redone to reflect reasonable 

efficiency targets instead of present efficiency coefficients. 

24. In general, the railways and Vialidad would be capable of doing the pre-

paratory work for economic studies. However, the final economic analysis and 

comparative studies on major investments should be done in the Sectoral Deve-

lopment Office of the Secretariat of Transport. (See C above.) 
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1( The mission has also been informed of, but could not discuss in detail -

a model for traffic forecasts and investment analysis being used in the 

Province of B.A. 
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E. Prices and User Charges 

25. The Mission believes that the objectives of transport coordination 

can best be achieved if the users of transport facilities have an unrestricted 

choice between the available modes of transport and if transport industries 

can freely compete. This can only be achieved if the prices for resources used 

in the provision of transport services reflect the scarcity of these resources in 

the economy. It also implies that the .price paid for transport services by the 

ultimate user includes a compensation for the economic cost of resources 

required to provide the infrastructure. The Mission has reviewed to what 

extent present price structures of the transport sector in Argentina meet these 

requirements. 

26. Road users in Argentina contribute to the economic cost of the 

road infrastructure through five different types of taxes and fees: taxes on 

fuel, lubricants and tires, purchase and transfer of vehicles; license fee. 

The incidence of all these taxes and fees in operating costs of vehicles is 

relatively low compared with the levels observed in other countries. 

27. The entire tax component of vehicle operating costs amounts to 15% 

in the case of passenger cars, 12% for gasoline trucks and 8.5% for diesel 
1/ 

powered truck/trailers, made up as follows:-

Taxes on Passenger cars Gasoline trucks 

Fuel 7.8 7.4 
Lubricant 0.1 0.1 
Tires 1.5 3.4 
Purchase/transfer 

& vehicle production 3.5 0.6 

* 
License fee 2.1 

15% 

1/ See Table 1 for detail. 

Diesel trucks/trailers 

o.5 
0.1 
6.9 

0.7 
0.3 
8.5% 
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28. The relatively low incidence of taxes in total vehicle operating costs 

is explained by the moderate tax rates on fuel, especially on diesel fuel. 

Present rates are as follows: 

Price 
Pesos 

Gasoline 33.0 

SUper 38.0 

Diesel 16.0 

1/ 
Fuel Taxes-

Tax 
Pesos 
16.5 

19.0 

1.16 

..L 
50 

50 

7.3 

as for tires the rates are 424.8.5 Pesos per kilo which corresponds to about 

30% of the market prices for tires. 

29. The level of taxation of the vehicle manufacturing industry is quite 

high in Argentma. An analysis of the industry sholis that about 36% of production 

cost plus sales cost represent taxation; this consists mainly of import duties 

on parts and sales tax. In order to calculate the specific road user charge it 

would be necessary to deduct the taxes levied on manufactured products in 

general; no accurate infonnation on this item is available. A rough estimation 

prepared by the Mission wotii show that, incJ!uding the purchase and transfer tax 

(which is specific for road vehicles), the differential between taxation of 

road vehicles and other manufactured products would amount to about 10% of 

the retail price. 

30. The aggregate cont ~bution by road users for 1968 is difficult to 

estimate due to the lack of data on quantities. The estimate prepared by the 

Mission uses 1967 physical quantities, but 1968 tax rates have been applied. 

This provides an estimate of what tax collection would have been in 1967 

had the law regulating the tax structure been in force during 1967. Excluding 

"J! For nationally produced fuel, which accounts for 8.5-90% of consumption. 

See Table 1 for detail. 
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specific taxes of vehicle production the overall contribution of road users 

would have amounted to 127 bil.Jhn P'esos. The Mission 1 s rough estimate of the 

revenue from specific taxes on vehicle production is about 15 billion Pesos, 

which brings the total of road user charges to about 140 billion Pesos, di vi died 

as follows: Y 

Gasoline 
Super 
Diesel 
Tires 
Lubricants 
License 
Transfers 
Tax on production 

Billion Pesos 

48.6 
30.0 
2.1 

20.5 
1.6 

17.6 
6.9 

15.0 

31. Due to the extremely low rate of tax on diesel fuel long distance 

freight traffic makes a ver.y small contribution to total r oad _u~er charges; 

2/ 
Total- Passenger Cars Pick-ups Buses Gasoline trucks Diesel trucks Others 

(Billion pesos) 

127.1 39.4 1.9 11.7 

This distribution of revenues from road users corresponds in no way to the 

distribution of traffic carried by the different types of vehicles. Diesel 

powered trucks account for 75% of ton/km traveled but contribute only 15% of 

total revenues from freight :liransport by road. As the low rate on diesel fuel 

mainly concerns freight traffic and since the gasoline taxes are relatively much 

higher, passenger traffic carries the main burdeft of road user charges. 

~ See Table 2 for details 

y Excluding tax on production 
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32. This distribution between the revenues from long distance freight 

traffic and passenger traffic (of which urban traffic has by far the major 

share) would be acceptable if the economic cost of the infrastructure were to 

be understood as short term marginal cost, covering only the variable maintenance 

expenditure and congestion costs. In this case the bnrden should indeed be 

carried by passenger traffic. HOwever, the Argentine road system is still 

expanding, especially in the long distance connection outside urban areas. 

The Mission therefore believes that each group of users sho d be charged for 

the incremental cost incurred for infrastructure; this would include the entire 

maintenance and new construction expenditures on a pay-as-you-go basis. These 

expenditures amounted to 93.5 billion Pesos in 1967 (express in 1968 prices) 

divided as shown in Table 3. For 1968 the total expenditures are expected to 

~proach 120 billion Pesos. Although total revenues would adequately cover these 

expenditures1distortions exist in the distribution among the various classes of 

road users and the fuel taxes on diesel should be substantially increased. 

While this would further increase the excess of revenues over expenditures the 

mission would consider a large part of the revenue received from passenger 

traffic as general taxation for budgetary purposes and as a compensation for 

congestion in urban areas. If this were not acceptable the Mission would still_ 

recommend an increase in diesel taxes, while other taxes affecting passenger 

transport could be reduced. 

33. Railways' users presently make no contribution to infrastructure costs at 

all. In effect, the large operating deficit could be regarded as a negative con

tribution. The latter is unevenly distributed between freight and passenger 

traffic. In 1967 freight revenues were 38.0 billion Pesos as against costs of 

approximately 40o0 billion Pesos (excluding depreciation). Revenues from 
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passenger traffic were 28•3 billion Pesos against cost of 70.2 billion Pesos. 

Consequently passengers contributed to the deficit with 41.9 billion while only 

a deficit of 2 billion was incurred on account of freight traffic. 

34. Expressed in terms of resource consmnptial at economic cost the railway 

deficit would in effect be higher than it appears in financial terms, due to the 

fact that railways purchase certain types of fuel at prices below manufacturing 

cost subsidized by the Government; in addition there is no taxation on the 

manufacturing of railway equipment, and interest rates for capital borrowed from 

the Government are b ow the opportunity cost of capital. 

35. Theoretically it would be required to correct these distortions immediately. 

Ibwever, the mission is convinced that it -would not be correct to compare the 

factor costs and the tax contributions of two modes of transport which function 

at very different levels of efficiency. The mission is convinced that the railways 

with a substantially reduced network, have . a role to play in Argentina and will be 

capable of rehabilitation with the result of improved efficiency and reduced costs. 

This process will take time - in the mission's judgement perhaps five years. During 

this period the railways are protected due to the fact that the road users are 

paying for t he incremental cost - especially if diesel taxes are raised, but it. 

must be the objective to make rail users fdlly pay for the incremental cost of 

rail infrastrucuure consisting of armual eJCpend.itures for new investments at 

economic cost, i.e. after elimination of government subsi~es for fuel and other 

resources used. The railways should not be exempted from general taxation on . 

equipment and income taxes. Apart from the cost reduction to be achieved during 

the rehabilitation process rates and fares will have to be increased to eliminate 

gradually the operating deficit and to permit contributions to infrastructure at 

economic costs. 
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F. Regulation of Transport 

36. Argentina has been fortunate enough to avoid the mistakes of other 

countries to regulate administratively the distribution of traffic between modes. 

If in fact new investments are decided ~on economic cost benefit studies and if 

financial indicators to the users reflect economic costs of resource consumption, 

restrictive regulation of transport is unnecessar,y. The mission accepts of course 

the necessity of normative regulations which are based on safety and technical consider

ations. 

31. The mission therefore recommends the proposed transport coordination law 

do a~ with existing restrictive regulations which concern the assessment of need 

in the ease of passenger and freiglrli transport. There should be completely free 

entry and the licensing system should be limited to normative requirements. The 

road transport industry and the railways should have the freedom to set rates and 

tariffs. In general rail rates should reflect costs of particular services. The 

Sectoral Development Office in Secretariat of Transport should make its approval 

of rail rates and tariffs conditional upon the enforcement of this principle. This 

is intended to avoid excessive cross-subsidization between various types of services 

made possible by the very size of the railway enterprise. 
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.. . . .. TARLE I - ARGEN'l•INA ROAD ·vEHICLE·s -OP~RATirrG . COST ··- --(1.968 pesos) f . ·~ · -f - - - ·· ~ 

- I 

.Passaa-,er Car (Gas. Super) Truck ·6.5 Ton (Oas. regular) . . . . . . - .T.ruck .6.-5 Ton (Dies el) r .. -- Truck/Trailer ·~ 2o:8T(Diesel) 
I 

' · W/o With % lf/o % 1 W/o i;itJ I f. lf/o With % 
Tax. 'fax T·ax Tax Tax · Tax With Tax . . Tax Tax Tax, , Tax Tax Tax Tax Tax 

_ , _ _ __ f I 

I ~EL 2.28 2.28 . 4.56 50 _% 4.341 4.341 8.682 50% 4.452 .348 4.800 (.3 4.897 .383 5. 28° 7.3 

LUBRICANT .50 .03 ·. .53 6 % .511 .033 .544 6 % .511 .033 .544 6 % 1.022 .066 1.088 6. 

TIRES .87 .43 1.30 33 j.~% ~. .; 4~9Z3 1.915 6.838 28% 4.923 1.915 6.838 28% 12.218 5.050 17.268 2.8 . , 

1 
· ~ TUBES .247 - . • 241 0 % .247 - .247 0 · • 738 - • 738 0 

i MAINTENANCE 4.28 - 4.28 ro % 1.903 - 1.903 0 % 1.903 - 1.903 0 3.221 - 3.221 ~ I 

I 
I 

Li EQUIP VEHICLE - - - .,30 - .530 0 .530 - .530 0 583 - .583 0 I 
~~ • , • I 

:f _ REPAIRS .. ~.)~:J-52 .- 3.152 0 3.152 - 3.152 0 2.918 - 2.918 0 

~--~·.:.:_. __ AJIIORTIZATION ___ .. __ 9.0. -- ·- · · --~- _1._0 _ · 10.0 10% .· . , 3.782 .420 4.202 10 % 3.782 .420 4.202 10% 3.502 .389 3.891 10 . j 
! - . . ---- . - . . - · -·- .· . ·-- -· ... ·- . . . ,. ---·---·- ·- -- --.-:---· ::-~------ -·· ... ·- -- -.----.,.--.~-.- ~---....... ~-----~·- -· ·-.-,.. ·-
! . -. . INTEREST . -5.43 - 5.43 0 . 3.927 - 3.927 0 3.733 · ~---- -· .:: ·-- ..... 3~733 0 4.737 - 4.737 0 
'I . . . . 
~ . - ~ICENSE - .67 . . • 67 100% - .333 l.333 106 - .333 .333 100 - - .183 .183 100 : 

I INSURANCE. 2,08 - 2,08 0 6.421 - 6.421 0 6.421 - 6,421 0 4.539 - 4.539 0 ~ 

l
. WMES . - : - - - 17. 691 - 1 .. 1. _691 0 17. 691 - 17. 691 0 23. 200 - 2.3. 200 0 I 

• OVERHEADS - - - :- . ' ~~523 - ~.523 0 4.523 - 4.523 0 3.840 ~ 3.840 0 I 

t . TOlRAL VEH/Km 24.44 4.41 28.85 15% 51.951 1.042 58.993 12% 51.868 3.049 54.911 5.5% 65.415 6.071 71.486 8.5 

~ TOTAL Ton Cap(Km 9,0 8.5 3,4 I 
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' 
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Gas . Regul.{mi1lion 
liters) 

Gas . Super (million 
li tars) 

Diesel oil (million· 
liters) 

Quantity 

3,148 

1,580 

3,132 

Auto 658,000 

Pick up 1,210,000 
co 
CD 

f.t 

Bus 120,000 

Truck(Gas) 2201 000 
- . -rt 

E-4 Truck(Die sol) 375,000 

Others 

Lubricants 

Transfers 

Sub total 

Licenses 

eo, 280 

-·~l .. :. ~ ... . -
' 

TABLE 2. 
.. . . . . . - .. .. - .. . ... .; . .. .. . . ,. 

ARGENTINA. Road user charges (1) 

(Million pesos) 

Tax rate Total Auto Pick up ' Bus T1~ck Truoks Other ~oad Non road 
_am~®_'l~ _ _ _ _ . (Gasoline) (Diesel) use~s usora 

.. 
16.50 51,942 27,050 935. 19,750 ... 883 3,324 

19.00 30,023 28,913 ... ' · ' 1,110 9 ---
t:, 

1.16 3,570 - €t 307 - 1,774 7. 1,482 

4,390 2,880 2,880 

4,290 5,160 5,160 

19,10~ _229 229 

19,100 4,200 4, 200 - ~- ,·--~-,--;- ~·--:-:.•--.·.,.-·----· , .. ~ , -·-••·>•r•--·-··.,.-··-··.-·-;---·-~-~~--- .. ..-~----
' . 

19,100 7,150 7,150 

1,116 931 931 

2,169 198 360 . 72 . 260· 440 . 26 813 

6,924 3, 270 2,000 ~ ,) 1000 537 118 

115,148 35,261 34,570 1,543· 25,210- 9,901 3,075 5,619 

17,613 7,648 4,800 418 2,700 1,778 270 ' 8 

Total - - ~-- _ ___!_)_g_, 761___ ___ 4Zt_9_Q9_~~ _33_,JlQ__ __ 1,_9_6}_- --- _27~_1(.__ 11' 679 3, 345 s, 619 

Aggregate Road User Contribution: 132,761- 5,619 • 127,142 

(1) Estimates based on 1967 physical quantities and 1968 tax rates• 
S~ecifio taxation of manufacturing industry is not aocountad for in this table. 

t""' 
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TABLE 3 

Argentina: FEDERAL GOVERNHEN•r AND PROVINCIAL ADMI NISTRATION , 
HIGnwAY EXPENDITURES 

(In million of pesos) 

CURRE1~ T ~ PRICES 

A. Current Exnenses 

1. Administration Federal Government 
2. Administration Provincial Administration · 

Total Administration 

3o Maintenance Federal Administration 
lt. Haintenance Provincial Administration 
5..o Equipment .Purchase.s (Federal Govt.) 

~ .. ·:--::.,..--_,.-·---- · - To tal ria in tenanc e ---- -----~~---~-.....,._---~--- ·· · --~---.. -- --··7-.....,...~-., . ·- --~·-- -~·· ··~_ 

Total Current .Expenses 

Bo Investments 

National Highway System t :. 
_Provincial Primary System 
Other Provincial Roads 
Federal Access Roads 
Total Investments 
Total Expenditures 

Constant 1968 urices 
Total Investments 

Total Expenditures 

:..; 

~ 196lt . . 1965 

1,178.9 1, 891t·.o 2,ltOOo6 
--

2,592~9 J,7f33ol 5,376.7 
3,771.8 5,671.1 7,777,3 

1,942.9 3,066.0 3,571·7 
2,23lt.l 3,061.6 • 5, 7~lo0 

530.1 l,Olt9o8 780o3 
. ·I;.' 707 ~- i .. - - 7,177~B - ~ l0,093o0 

s;Lt-78.·.9 12·, 8lt8. 9 l7;870o3 

t 

6, 956.o2 8,2ltlo3 . 6,626.3 
6,749.1 9,5?2o6 B,685o5 

lt-20.1 1,996o6 .3,510o6 
1, _595o0 . 2,96lo5 2,877o2 

·152720olf 222722.0 212699o6 
2lt,l99o3 35, 57l ·o 9 39,569.9 

lr.92000o0 652500.0 482000.0 
15,500.0 102,500.0 87,500.0 

1966 12.§1 

. 
4,017.lt . 5,082.6 
7,5lt2.7 8,72lol 

11,560.1 13,803·7 

5,8ll?lt 7,735o5 
7,8.72.6 8, 930o8 . 

864o9 
I 

2, 28~ 0 9_ -· ··- .... -. ~- -------.- ..... -. 
14, 5Y-8 ·~ 9" 18,9lt7o3 
26,109.0 32,751.0 

; . 
10,083.5 17,320o6 

7,02lo3 9,707o9 
8.?296.9 12,29Lrolt 
lt-,230o6 5,002.5 

292632·3 41t-o325olt 
55,74lo3 77,076olt 

51,000.0 53, 500o0 
95,800o0 9J.,500o0 





FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mro Robert S. McNamara DATE: October 15, 1968 

FROM: Ao Broches 

SUBJECT: Argentina - Convention on the Settlement of Investment Disputes 

1. As you lmow, the Latin American countries have abstained as a 
group from participation in the S.I.D. Convention. The formation of 
this negative bloc in 1964 (at the Latin American caucus preceding 
the Tokyo Annual Meeting) was in large part due to accident rather 
than design, and in addition based on a partial misunderstanding of 
the nature of the Convention which was still in the drafting stage at 
the time. Nevertheless, 11El 'No' de Tokyo", as it became lmovm in the 
Latin American press, had a great deal of political sex appeal, being 
presented as a heroic joint defense of Latin America's inalienable 
sovereignty. 

2. Thanks to the fact that the Bank (a) accepted this Latin American 
"ganging up" without the slightest indignation, (b) quietly continued 
work on the Convention which shortly thereafter entered into force and 
(c) as it happened increased its lending in Latin America, the political 
excitement over the Convention has died do-wn. The fact remains, however, 
that the absence of Latin America from the Centre continues to be noted 
and commented on in capital exporting circles; that it has somewhat 
harmed our prestige in the eyes of those who -- foolishly -- think that 
we should have applied sanctions to the recalcitrants; but mainly, and 
most importantly, that it has been bad for Latin America's image as a 
host area for foreign investment. 

3. Consistent with our position that the Convention is intended as 
a service to member countries, and not something to be imposed on them 
by the Bank, we have observed great restraint in trying to persuade 
countries to joino At the same time the operational staff of the Bank 
raises the question from time to time with countries and when a suitable 
occasion has presented itself the President of the Bank has brought the 
question up in his contacts with high officials of member countrieso 

4. Of all the Latin American countries Argentina is at the moment 
the one most likely to reconsider its earlier attitude (adopted under 
the Illia Government). Argentina seeks new foreign investment in new 
productive facilities; the present government is well disposed to private 
investment in general; arbitration, at least of private disputes, is well 
accepted in Argentina in distinction to some other Latin American countries; 
and, finally, Argentina has agreed to arbitration in some of the settle
ment agreements it has made with the foreign oil companies. 
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S. Mr. Krieger Vasena is sympathetic to the idea of Argentina's 
adhering to the Convention. The matter was last raised with him by 
Mr. Woods in March of this year at which time Mr. Krieger Vasena told 
him that he was planning to move ahead. 

6. The opposition in Argentina is said to come from the Foreign 
Office which does not like the departure from tradition which the 
Convention embodies, namely to permit private citizens and States to 
appear before an international jurisdiction on a footing of procedural 
equalityo I have the feeling, however, that this view could be over
ruled if the economic sector of the government, headed by Mr. Krieger 
Vasena, would take a strong stando 

7. As stated above, the atmosphere in Argentina is more favorable 
than that in other Latin American countries. At the same time adherence 
to the Convention as the first member of the Latin American group would 
pose less of a problem to Argentina than it would to some of the smaller 
countrieso Adherence to the Convention does not obligate a State to re
sort to conciliation or arbitration of any particular dispute unless the 
State has previously consented to do soo Argentina is strong enough to 
make this optional character of the Convention a reality. It has the 

))

power to be selective and to agree to an arbitration clause in investment 
agreements only in cases where the proposed investment is regarded as 
being in the national interest. 

Bo Mro Krieger Vasena's statement to Mr. Woods will give you a per
fectly legitimate reason for bringing the subject up in your talks with 
Mr. Krieger Vasena and other Argentine leaders. If Argentina decided to 
move a number of other Latin American countries would undoubtedly follow. 
I believe that this would be a most constructive development in the one 
area of the world where private investment is permitted to play an impor
tant role and foreign private investment is urgently neededo 

h. 
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ARGENTINA 

f .. !t t '!'·ends -- -
l . Argentinats economic history over the past 20 years has been 
c .. <'\r :Lc t c!<izcd by slo1v and uneven growth and chronic inflation. GDP in 
r<:-11 t cn ao a: ... ±sen since l95'o · an average rate of 3 percent a year, 
or j us t ovc 1 percent on a per capi basis. The average conceals 
nharp ye ffi~-to-year fluctuations re ecting variations in agricultural 
au put and the stop-go character of the economic policies with ~-1hich 
r.-ucccssive governments r~EJ'7e attempted to halt inflation and deal -vrith 
r ecurring balance of payn1ents difficultie e,r the same period the 
co~~ of living has risen by an average of 28 percent a year, a~d in none 
of the last 10 years lvas the rate of in ~tion less than 14 percent. 
Since 1961 al0ne the external value of the peso has dropped by over 
three-quarters from approximately 1.2 US cents to under 0.3 US cents. 

2. The level of investment during this period has been quite high. 
According to official national income estimates, gross fixed capital 
formation has averaged close to 20 percent of GDP. Although these 
estimates probably overstate the real level of investment because of 
the high prices of locally produced capital goods,r there is good reason 
to believe that investment has been out of all proportion to the groHth 
of output, indicating poor use of capital in many sectors of the econorr~, 
particularly in manufacturing industry and rail transport nhere :rruch 
investment has obviously been misdirected. The level of investment l·ras 
particularly high during the years 1960-6 when there was a large 
expansion of industrial capacity maLily financed from abroad. Since 
then, private inv·estment has dropped off a't'ld total investment has averageci. 
17-18 percent of GDP over the years 1963-67. 

3. Forced industrialization at the expense of agriculture in the 
Peron era led to the stagnation of exports during the 19.50s, but in 
recent years export performance has greatly improved, with a more than 
50 percent expansion in dollar values between 1961 and 1967. MUch of 
this increase in export ec--rnings has been absorbed by the growth of 
external debt service resulting from massive borrowing abroad during the 
years 1959-62; part has also been used to rebuild foreign exchange 
reserves. Imports have not risen at all; indeed, expenditure on imports j 
during the past three years, in dollar terms, has been 16-17 percent less 
than in 1960-62. It has been a conscious objective of government policy 
in recent years to keep the balance of payments in surplus on current 
account so as to repay external debt, and private consumption has been 
held dovm below the levels reached in 1960-61. Domestic savings have in 
consequence been maintained throughout the past five years at close to 
20 percent of GDP (somer..rhat less, of course, if inv·estment has been over
stated). 

4. Many factors have helped to keep production dm·m afld to push 
prices up. During the Peron era there was a sharp shift in the distribution 
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of income in favor of wage-earners, and since that time the workers 
have been engaged in a constant struggle to maintain their position, 
keeping up pressure on wages and resisting efforts made by successive 
governments to increase the efficiency of the public services by 
eliminating excess labour. Feather-bedding has been carried to extremes 
in both the private and the public sectors. Heavy financial losses 
incurred by the railw~s, the failure of other public undertakings to 
generate adequate su1~luses and weaknesses in tax administration have / 
undermined the fiscal structure and forced the Government to borrow 
heavily from the ba..'Ylking system. The Government t s policy of promoting 
industrial development through import substitution at almost any cost, 
in an environment that has offered almcst complete protection against 
imports, has led to high-cost production, vrhich in large part reflects 
excessive product diversification and minimal opportunities for taking ;' 
adv·a11tage of economies of scale. The expansion of agriculture, vThich 
still produces 90 percent of Argentina's exports, has been impeded by 
constant unce~~ainty over exchange rates, and over export taxes which 
have been used to provide finance for the b.udget and to help keep the 
cost of livL~g down. The particular~ close interaction of domestic 
prices and the exchange rate has been an important factor in keeping 
the inflationar,y ~iral on the move. 

Key Problems and Policy Issues 

5. .Argentina has a quite exceptionally fav·orable resource endowment 
in relation to its population, and there is no obvious reason why the 
countr.y should not in time succeed in ccntng close to European levels 
of economic efficiency and thereby greatly increase its present national 
output. What is most needed to achieve this is a sense of national 
purpose capable of galvanizing the people into a sustained effort to 
exploit the economic possibilities open to them. ~vith this must be 
combined a sufficient degree of political stabilit~ to avoid the 
continual changes in government admi~stration an policies which have 
been one of the most serious obstacles to efficient economic management 
during the past 10 years; and a sufficient degree of internal financial 
stabili to enable the price mechanism to function normally. 

6. · Apart from these general pre-conditions of more rapid growth, 
there are many specific structural problems that require attention if 
Argentina is greatly to improve its economic performance in the years 
ahead. Some of the key problems, and the nature of possible policy 
solutions, are indicated in the follo"tdng paragraphs. 

7. !zlcreasing_ A~icul tural Production. This is first and foremost 
a problem of establishing and maintaining remunerative prices for 
agricultural producers and minimizing the uncertainties inherent in heavy 
reliance on ro..-port taxes as a source of government revenue. Flexibility 
in adjusting the excha."'lge rate to movements in internal prices is part 
of the answer. Greatly improved enforcement of the income tax in the 
agricultural sector, and a national agricultural land tax, · could be 
substituted, at leaet in large part, for a"q))rt retentions. Given 
improved incentives, and a consistency in poli~ which would give confidence 
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in their maintenance over time, private farmers can be expected to shmv 
greater interest in modernizing their production methods, investing more 
in machinery, fertilizers, improved seeds and other key inputs and 
generally improving their efficiency. The Government can help by expanding 
the supply of medium and long-term credit, by reducing the tariffs 
applied to imports of farm requisites, by improving its research and 
extension services in selected fields, by promoting the more efficient 
marketing of perishable crops, by encouraging the immigration of farm 
workers and in various other 't'lays. But there is no need for any major 
increase in government expenditures on agriculture, with the possible 
exception of irrigation and land settlement in the Rio Negro valley. 
Transport as such is not a major problem in the Pampas or in the South , 
but agricultural producers in Mesopotamia and some other parts of 
Northern flxgentina are seriously handicapped by poor communications with 
Buenos Aires, and new investments are planned for the next few years to 
take care of this situation. 

8. Industrial Re£-.e:r::loyment.. Industry has been promoted in the 
past with little regard for efficiency. An entirely different policy 
is called for in future, oriented towards export expansion and with 
domestic producers increasingly exposed to competition from imports. 
The process obviously has to be a gradual one taking many years to 
accomplisl1. MUch the most important contribution which the Government 
can make to1vards industrial efficiency is to bring inflation under 
control. Apart from this, industrial promotion and tariff policies will 
be the main instruments at the Government's disposal for bringing about 
the necessary changes in the industrial structure. Ttfuile the Bank 
Group has not been deeply enough involved in Argentine industry to be 
able to identify in detail the measures that need to be taken, a thorough 
review of the present multiplicity of fiscal ~~d other devices for 
promoting investment in specific industries and/or regions would appear 
to be an urgent first step toward developing a more effective means of 
promoting industry·, and one less costly to the Treasury. A principal 
objective of tariff policy should presumably be to follow up the across
the board cuts made in 1967 with a ph&sed reduction of effective tariffs 
on selected items, based on objective and recognizable criteria and 
linked ldth the understandings already reached in ALALC. 

9. Oil and other Mineral Development. Argentina's mineral resources 
have as yet been very inadequately mapped and explored, and a vigorous 
program of exploration and development is called for over the next five 
to ten years, concentrated mainlY in the petroleum sector (Argentina has 
recently been spending around $100 million a year on petroleum imports), 
but extending also to other minerals such as copper which have been 
found in large quantities :on the other side of the Andes. The prime 
requisite of policy is that private enterprise should be given all 
reasonable encourag~ent to participate in the development of the 
countr,y's natural resources. The present Government has recently taken 
an importait step in this direction by opening up certain areas to 
exploration by foreign oil companies and by inviting private companies 
to explore in other areas as contractors for the State petroleum corporation 
(YPF). 
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10. Rationalization of the Public Sector. Public payrolls, 
particularly in State enterprises, wer a m~ollen out of all proportion to 
economic requirements over a period of many years in which government 
enployment served as a means of absorbing unemployment in a slowly 
growing econo:rzy. Whil t.b :wn r of redundant workers can be only 
roughly estimated i the absence o omprehensive manpower studies, 
possibily as many/ as 100,000 workers about one-thir bo 
employed in the m ·or State e · _ s) may be superfluou The worst 
offender is the rail t-rays, fo l1med by YPF, the ephone company CENTEL) 
and SEGBA. Public finances will remain precarious so long as the budget 
must support so many non-productive e~loyees, and a major reduction in 
the labor force is an essential part of any program for improvLng the 
efficiency and financial performance of the public sector. There is also 
great scope for improving the organization and management of State 
enterprises (a prime requirement here being the introduction of new 
pay scales) and for the modernization of techniques in such fields as 
cost accounting, purchase and inventory control and rate fixing. On 
the railtvays the problem goes vJell beyond this and involves cutting the 
railway system down to a size conunensurate with the more limited and 
specialized role it has to play in a modern econonv in competition with 
other modes of transport. Relations bet-vreen the trade unions and the 
Government will be a key factor in the success of any program for the 
rationalization of the public sector • 

11. !_ax Reform. Tax revenues in Argentina, exclud · local taxes 
·and social security contributions, constituted less tha 10 ercent of 
GDP over the years 1962-65. In 1967 and 1968 thi.s prop ·ion has been 
raised to about 13 1/2 percent, but at least part of this increase is 
due to psychological factors and may prove ten:porary (tax receipts 
typically rise in Argentina during the first year or two of a new 
Government and then fall off). It is of first importance in dealing 
with the fiscal problem and contaLning inflation that the public revenue 
should be more responsive to increases in national income. Stricter en
forcement of existing taxes may contribute more in the short run than 
the introduction of new taxes, and there is clear need to strengthen 
iinrnediately the branches of the revenue service employed in auditing 
tax returns and proceeding against delinquent taxpayers. In add.i tion, 
peualties for evasion should be more strictly enforced. Apart from 
finding ne'tv agricultural taxes (something which, at best, will take two 
or three years to work out), the Government should cast its net tddely 
in looking for additional sources of revenue (e.g. the special taxes on 
electricity and crude oil authorized by the law for El Chocon) and should 
be particularly careful to ensure that adequate returns are obtained on 
the capital invested in State enterprises, 1-1hether in the form of taxes 
accruing to the Government or of profits retained by the enterprise~ 

12. Incomes Policy. Time and again in the past, attempts to contain 
inflation in Argentina have been undermined by wage increases out of all 
relation to increases in labor productiv·ity. An incomes policy designed 
to limit wage and salary increases in both public and private sectors 
to levels consistent with the maintenance of reasonable price stability 
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is, in Argentine conditions, a sine qua non of any realistic government 
economic program. The present Governmentts success in maintaining a 

. firm incomes policy has been a major factor in the progress so far 
under its stabilization program. However, even for a military government 
the task is one of extreme delicacy, requiring the exercise of great skill 
in all aspects of public relations, including particularly relations 
with labor leaders. 

13. Public Expenditure Policies. The problem of public expenditures l 
in Argentina has in the past been more a problem of excess government 
errployment and constantly rising wages and salaries than a problem of 
excessive expenditures on any particular function of government. Neither 
expenditures on social services nor military expenditures have moved 
seriously out of line wl th the growth of the P.conontV, and total Treasury 
expenditures, including transfers to the social security system, to 
the provinces and to certain State enterprises, have been fairly constant 
over the past five years at around 11 percent of GDP. Defense expenditures, 
which currently absorb about 2 percent of GDP, could become a problem 
under a militar.Y government. In both education and housing - with 
neither of which sectors has the Bank any great familiarity - there is 
probably a need for expenditures to be redistributed and for the quality 
of expenditures to be improved rather than for any major changes in the 
allocations to the two sectors as a whole. In education, the bias 
should be shifted away from the general arts tm-rards more specialized 
training in technical and scientific subjects, including agriculture, 
and in housing the public authorities should focus more on the needs of 
the lower paid workers and spend less on subsidizing the middle income 
groups. 

14. Overtaking A..""!'ears of Public Investment. The eccnomic infra-
structure of Argentina is suffering at present from certain serious 
deficiencies resulting from many years of mismanagement and neglect. / 
The highw~ s.ystem has in places failed to keep pace with the needs of v 
the economy, and major investments will be required over the next few 
years in improving the access roads to Buenos Aires, in moderniz i.11g 
the highways linking the capital with important centers of activity in 
the provinces (e.g. Cordoba, Rosario and Mar del Plata), in dcveloping 
road conmnmications between ~Iesopotamia and the capital and in opening 
up agricultural areas in the North. On the railtv-ays the main task will 
be to reduce rather than to enlarge the network, but substantial sums ~ 
will have to be invested in modernizing equipment. The telephone system / 
is urgently in need of modernization and expansion. There are also 
serious arrears of investment to be made good in water supply and 
sanitation in the Buenos Aires area. 

15. Decentralization of Economic Activity. The population of greater 
Buenos Aires is now in the region of 8 million, or about one third of 
the toteJ.. population of Argentina, a.."'ld more than three-quarters of all 
manufacturing industry in the country is located in the Buenos Aires-Rosa
rio area. Encouragement should continue to be given by the Government 
to the creation of new poles of development outside the capital. The 
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grm~th of Cordoba during the past ten years as a center of the automobile 
industry is an illustration of what ca.11. be done along these lines, and · 
the El Chocon project, which is doubtfully justifiable if used simply as 
a source of poHer, should be used to give a stimulus to the development 
of the Rio Negro valley and the port of Bahia Blanca, which is a natural 
location for neH industrial activity in the South. 

16. Immigration Policy. Argentina, where the present rate of 
population gro-vrth is under 2 percent a year, is a country which badly needs 
more people to open up ne1v areas outside the capital. Although there is 
considerable under- in Buenos Aires those who have become 
accustomed to ~fe in a big city cannot easily be attracted to rural 
occupations. At present some additional labour is being provided for 
agriculture through migration, part seasonal, part permanent, from 
neighboring countries _such as Chile, Paraguay and Bolivia, but there has 
been no significant net ir~~~gration into Argentina in recent years. There 
are strong res::.stances to adnn. t/t~ng poorly educated unskilled ~vorkers 
from the more backi.vard areas of Latin America, and it is probably un
realistic to expect Argentina to provide an outlet for the surplus 
population of other Latin ftJnerican countries. But there is no similar 
prejudice -vtith respect to European immigrants, and the Government should ~ 
make a real effort to attract ·more immigrants from Europe (and possibly r 
also from sorr.e parts of Asia). tittle, if anything, is at present being ' 
done about this. 

17. Mobilization of Private Savings. Inflation has tended to 
divert private savings into uses which contribute little to economic 
grotith. A major objective of policy in the coming years should be to 
revive the private capital market and mobilize private savings for 
financing investments of high priority in both private and public sectors. 
Apart from general financial and economic policies, this raises a whole 
range of complicated legal and institutional problems relating to such 
matters as company law, supervision of the stock market, organization of 
investment banks and finance companies, indexing of loans, taxation of 
income earned abroad, exchange controls and so forth. The Bank Group 
has rather limited knowledge of these problems, and no attempt_ is there
fore made here to suggest detailed solutions. 

18. External Debt Management. Service of external public debt alone I 
will this year absorb over one quarter of all Argentina's external 
receipts on current account. This high debt service is largely a 
reflection of the unfavorable terms on which debt was incurred in the 
past (the terms on which the public sector has borrowed abroad in 
recent years have been amongst the least favorable reported to the Bank 
by any Latin American country). Prudent debt management requires that 
in future as large a proportion of public sector borro'\rlng as possible 
should be shifted from medium term suppliers' credits and commercial 
bank loans to loans from international development institutions and other 
sources of long-ter.m credit. This will require a major effort at project 
preparation on the part of Argentina and a readiness on the part of the 
capital-exportL"lg countries to make new credits available on better terms. 
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If the role of project financing in meeting Argentina's external \ 
capital requirements is to be signifl.cantly expanded, it will be 
necessar.y to include a substantial element of local cost financing, 
since only about 10-15 percent of gross domestic investment is 
accounted for by imports of capital equipment. 

~yguired Changes in Policy 

19. The lines of policy indicated in the preceding paragraphs 
are for the most part brcadly consistent with the announced intentions 
of the present economic team in Argentina, headed by Dr. Krieger Vasena, 
which took over at the beginning of 1967. They do not by any means, ho1-T
ever, represent the unanimous vieHs of the Ongania Government in tvhich 
economic "nationalists" exercise strong influence. There is likely to 
be a sharp division of opinion within the present regime as between the 
"liberals" and the nnationalists" (and between the Government and other 
political groups such as the Peronists) on such key issues as the role 
of foreign capital in the development of the economy, the protection 
of domestic industry, the priority to be accorded to agriculture, the 
use of direct controls, the reduction in the size of the railways and 
other measures for rationalizing the public sector. Nationalist 
influence is also felt in key investment decisions which seem to place 
more Wtight on a project's contribution·to the country's prestige and 
defense than to economic considerations. Moreover, organized labor, 
though apparently divided and much less potverful than it '\vas under the 
lllia Gov ernrnent, is still a force to be reckoned with in the determina
tion of eco~omic policy. 

20. There are L~dications of a tv.idespread feeling in Argentina 
that something must be done to put an end to the grosser forms of waste 
and inefficiency from which the econonv has suffered during the past 
tw·enty years, and many people are evidently fed up -vlith inflation. 
These attitudes have been reflected in a significant improvement in 
attitudes to work, 1-rhich by all accounts is evident in the private 
sector as well as in many public enterprises (most notab~ in the 
ports arrl merchant marine). There is therefore some basis for the 
belief that the recent improvement in Argentina's economic 
performance may be maintained ov-er the next fevT years. HmTev·er, the 
inherent difficulties of putting an end to chronic inflation and 
the historical divisions in Argentine society both justify a note of 
caution in arry prediction concerning the country's longer term gro-vrth 
prospects • . 
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Five-Year Projections 

21. Agricultural production, because of its impact on the balance 
of payments, will probably be the most important single determinant of 
economic growth over the next five years, and of year-to-year fluctuations 
in GDP during this period. Argentina has usually in the past managed to 
find a market abroad for all the grains and livestock that it has produced 
in excess of domestic requirements, and supply rather than demand is assumed 
to be the limiting factor on agricultural exports. Assuming a fairly flex
ible exchange rate policy and other policies generally favorable to the 
promotion of agriculture, including a substantial reduction in export taxes 
_(but not necessarily the total abandonment of these taxes, which may not be 
feasible l'li thin so short a perio , ve projected the rate of growth of 
tot icult ra reduction 3.5 ercent a year, compared with an aver
C\ge 2 pe cent growth rate in recen years. Domestic consumption of food i .s 
a~e to rise by about 2 • p rcent a year, and the volume of exoorts of 
·agricultural r uction -b 5 rcent a year. This would imply only a modes·t 

crease in per capita foo consumption - a result that would be consistent 
with the present high level of consumption in Argentina, and with a policy 
~f stimulating agricultural production by permitting food prices to rise 
_somev-1hat faster than prices . of other goods. With · ·cultural production 
-rising at the projected rate, an incr of abou 7 ercent a year in 
industrial out ut, compared with the 4-5 ercent ra e of expansion recorded 

- ----in recent years, would be required to . · ·eve an a-cceleration of the overall 
~ growth rate to 5 percent, a reasonable target for the period. 

22. In projecting the major components of the balance of payments 
(Table JA), a 25 percent increase in the value of agricultural exports by 
1973 was estimated, allowing for some decline in commodity prices in line 
with projected trends in world markets. A $100 million, or 7 percent per 
year, expansion of non-agricultural exports was assumed as an ambitious, 
but not unrealistic, target over the period. This would give v~ 11 
~crease in e ort earnin s of 30 percent, or an average of som 4.5 er-
_cent yearly. Im orts are projected to rise at an average per 

I 

year, a rate which should be sufficient to permit a sizeable expansion of 
capital goods imports and the growth in imports of raw materials and inter
mediate products that would be required for the maintenance of a 5 percent 
growth rate. - The need to reduce the external · debt burden has been taken as M 
a primary objective of policy and projections for borrowing abroad have II 
been limited accordingly, with the terms of borrowing assumed to be sub
stantially better on average than in the past. In this way, we come out 
~nth a long-te~ gross capital inflow requirement (distur~ements) averag-
ing some $225 million annually over the period, compared with an estimated 
$400 million in 1968. A bout $130 million of the gross capital inflow would 
be for the public sector. Private direct investment, increasing at a 
moderate rate, might provide an average $55 million yearly, while disburse
ments from the existing pipeline of long-term loans would average some 
$45 million, leaving $125 million or so of the gross foreign exchange inflow 
required each year to come from net-r loans. It is assumed that reserves, now 
ample, would be drawn dm-Tn to help cover foreign .e~change requirements in 
the earlier years while the pipeli.11e of long-term idans ·is being built up, 
but that the reserves would be reconstituted again in later years. 
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23. The Government is presently en~aged in preparing a public \ 
investment program for the next five years, but even the macro-economic I 
framework for this is still far from com~lete, while sectoral programs 
are in the process of being worked out in a preliminary way. In Table 4A 
we have attempted to suggest, for illustrative purpoDes the overall level 
and possible sectoral composition of the public investment that would be 
desirable during 1969-1973 to meet basic infrastructure needs and support 
an acceleration of the grov1th rate. It should be emphasized that the 
nrequirements" shown in the table have been neither built up from a system
atic study of individual projects, nor derived from aggregate input-output 
relationships;rather, the estimates are based on the existing, tentative 
future investment plans of some of the principal Government agencies sup
plemented by our own rough guesses as to Hhat may be needed in other areas. 
Given the character of the projection, it should be regarded as indicating 
what would be desirable in the vlay of public investment, subject to a care
ful review of actual needs and sectoral priorities and, most importantly, 
to the availability of adequate financing through increased public saving. 
As the table shot-rs, public investment at the national level would average ) 
some M$N 545 billion (about $1.5 billion) per year, an increase of about 
40 percent over the planned 1968 level. The sectoral pattern of public 
investment would differ from that in recent years, principally in that 
the petroleum sector would be taking a significantly smaller share of the 
total (assuming, as the Government does, that the private sector can be 
counted on to provide most of the necessary increase in investment in this / 
sector), while proportionally [more would be invested in electric power and 
transport. The telephone system and water and sewerage works would also 
be playing a more important role in investment. Assuming that provincial 
and municipal investment increases pari pasu wi h that at the national 
level, total public investment during 1969-1973 would average about 10 per
cent of GDP, compared with an estimated 8.5 percent in 1968 and 5.6 percent 
in 1965!1. 

24. To the extent that output in Argentina over the next five years 
is directly related to investment undertaken during this period, private 
investment in agriculture and industr,y is likely to be much more signifi
cant than public investment, which (petroleum apart) is mainly concentrated 
on economic and social infrastructure. Official estimates of past private 
investments are based on rather unreliable calculations -relating to domestic 
output and imports of capital goods, (fran which public investment is 
deducted), and quantitative projections in this field would be subject to 
so r.~~~ qualifications as to be virtually meaningless. The same goes, 
of course, for private savings. 

1/ The public investment figures used here are not comparable with those 
in the national accounts, which are substantially lower, presumably 
because the investments of all or most of the state enterprises are 
included in private investment. 
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25. Public finances in Argentina lend themselves more easily to 
quantitative projections 1.-rhich can serve as a useful guide to policy. 
Table 4B illustrates how public fmances might be managed to generate 
sufficient public savings to make it possible to finance the projected 
level of investment without undue recourse to foreign borrowing or excess
ive pressure on the domestic banking system. For this purpose, public \ 
savings would have to be raised to cover 90-95 percent of public invest
ment, compared with the 80 percent savings-investment ratio reached in 
1967, and the 85 percent planned for this year. To achieve this savings 
target, it would be necessary to (1) reinforce tax structure and adminis
tration along the lines already indicated; (2) hold the increase in govern
ment current expenditures to about 3.5 percent per year; (3) restore sav
ings generation by the social security system to at least the level achieved 
in past year~ and (4) substantially improve the financial performance of the 
State enterprises, which in the past have been the weakest link in the public 
savings effort. A doubling of state enterprise savings over the next five 
years would be essential to the fiscal performance envisioned here; this 
seems a reasonable goal in the light of 't·lhat has been acccmplished recently, 
but it is one which can probably only be achieved if the railway deficit is 
very substantially reduced over the period. 

External Capital Requirements 

26. With a public savings effort of the magnitude just indicated, 
ArgEntina should not need to borrow abroad more than will be required to 
fill the projacted foreign exchange "gap" over the period. To obtain the 
capital inflow required for balance of payments equilibrium, it will pro
bably be necessary to undertake new long- term borrowing (commitments) 
totalling $850 million, or $170 million per year. Of this amount, rather 
over $100 million a year might be provided by the World Bank group and the 
Inter-American Development Ba~k, ~dth the remainder to come from private 
sources, mainly in the form of suppliers' credits. If the terms of IBRD 
and IDB lending remain as at present and the terms of suppliers' credits 
can be improved to an average of seven years' maturity, including two years 
of grace, with interest at 7 percent, the total cost of servicing the 
external debt in 1973 can be limited to $320 million or the· equivalent of 
14 percent of projected external receipts on current account. 

27. It should be emphasized that the "modelrr sketched here of economic 
development over the next five years reflects an optimallevel of performance 
which, while we believe it to be within the country's capabilities, is un
likely to be fully achieved in practice and will in any case . depend in part 
on circumstances beyond the Gove1·nment' s control (e.g. weather, world 
commodity market conditions), as well as on the basic changes in economic 
policy and administration that have been discussed. It will be d.ifficul t 
to attain the high levels of invcstnent assumed, and even more difficult 
to generate the proje-cted amounts of public savings. levels of public 
invest:r.cnt nnd savinc:s ~:hich fill soncr:hnt short of the tnr[;cts uc have 
indic:ttcd. T!ould still be n dictinct inpravc.:r-icr!t on p~st performance and 
reflect a sa-iisfactor:,·· dcvclopnent effort. A uider rsap bet-!·rccn public 
savings and investment than we have projected liould require greater 

'' 
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recourse to foreign borroHing. This ~vould be feasible, if kept within 
reasonable bounds, but it ~ould mean le~s rapid progress toward reduction 
of the debt service burden. 

BMllC/IDA STRATEGY 

Conclusions Relevant for Bank Operations 

28, Policies: Of the problem areas identified in the previous 
sections, five have been selected as of critical importance to be 1..;atched 
by the Bank closely: 

i; 
ii; 

iii.; 
iv; 
v. 

Inflation 
Economic revival and structural reform 
Public sayings 
~crt incentives 
Foreign borro1~g terms 

It is not appropriate at this particular stage to tr.y to fix exact 
performance tests in these areas (for-one thing, the Government's own 
objectives are on the ambitious side). This may be possible toward the 
end of 1968, when we formulate criteria for judging the 1969 program. 
;Vhat is important is that the progress in key areas made in 1967 and 

.. .. , 1968 no~;v opens the possibility of a transformation that tvithin a few 
years should enable Argentina to pursu.e its economic growth on a self
sustaining basis. 

29. In this light - and assuming the continuation of suitable 
policies by Argentina - the Bank should be able to play an important role 
in promoting Argentina 1s transformation and helping to re-establish the 
country's credit in international capital markets. ~ve could do this by 
(1) making available long-term capital on a significant scale - $100 
million a year or more - and thus give visible and strong support to the 
Government's present economic policies as long as they are pursued; and 
(2) by directing Bank assistance to sectors where w-re can help the -
Gov·ernment in tackling difficult institutional and structural problems. 

30. Priorities. In line 1dth the foregoing, priority in expanding 
Barik operations Should be given to the transport sector, since the rail
ways' huge deficit is one of the principal obstacles to increased public 
savings, lvhile the inadequacy of the road system is perhaps the major gap 
in the countrff 1S economic infrastructure. The transport, and especially 
the railH·ay problem, is so important that the Government 1 s success or 
failure in overcoming it tvill play a large role in- determining whether 
its entire stabilizati'on program succeeds or fails. Progress (or the 
lack of it) in carrying out suitable transport policies should thus 
trigger a larger or smaller volume of Bank lending. In addition to 
contributing to the resources necessary for transport development, the 
Bank can plan an iniportant role in advising on the necessary restructuring 
of the rail"t-rays, on improving the planning and management capabilities 
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of both the r .ailvrgys and the Hightr;ay Department, and on transport 
coordination policies in general. 

31. The existing loans to SEGBA and the one now in preparation 
for E1 Chacon mean that the po1-;er sector tdll remain an important focus 
of Bank operations, at least over the next year or t -r-ro. Additional 
lending for po1ver will enable us to continue to support the necessary 
instituti9nal changes in the sector and to maintain Bank operations at 
a high level in the years iwmediately ru1ead. However, power is a sector 
in which a reduction in Bank activities over the longer-run is indicated, 
as opportunities for .expanded operations in transport and other sectors 
are developed and as SEGBA becomes increasingly able to tap private 
capital resources, at home and abroad. 

3.2. 1!Jhile agriculture merits high priority in Argentina 1 s overall 
development effort, the problem in this sector is basicaly one of providing 
incentives for Argentina•s generally well-off and quite sophisticated 
farmers, rather thru1 one of lack of resources or of serious institutional 
shortcomings to uhich the Bank might make a major contribution. IDB has 
been helping meet general agricultural credit needs, and plans to continue 
to do so, and ~the most appropriate role for the Bank 1-1ould appear to be ~ 
in such specialized areas as livestock, especially if by doing so our -
.weight could increase the chances of maintaining adequate price incentives. ] 
Special opportunities to aid agricultural development may also open up 
in the area of El Chacon ( Comahue). 

33. Gross deficiencies in telephone service, side-by-side with an 
equipment manufacturing industry operating \vell beloH capacity, make it 
appear worthwhile to study carefully the possibility of Bank lending in 
the telecommunications sector, since such lending might serve the dual 
purpose of helping meet basic infrastructure needs and of pro~~ting 
in~~strial efficiency. 

34. Lending Terms. Argentina is not eligible for IDA credits because 
of its relatively high income level, but is credituorthy for Bank lending. 
Although debt service obligations are heavy over the next few years, 
export- prospects are promising and the balance of payments fundamentally 
strong. There is no reason for special lending terms. 

Five-Year lending Program 

35. The projected Bank lending program for·l969-1973 by major 
sectors is sho~vn in the attached table (Annex 1). The $435 million of 
new Bank lending under this program, together lT • ing loans, would 
result in estimated disbursements averaging so ion per year 
aver the period. This would be equivalent to al3 ne third of Argentina's 
gross capital inflow requirements, as indicated in the b~ance of payments 
projection, and·to an estimated SO percent of the public sector 1s external 
financing needs. The projected program Hould increase the net Bank stake 
in Argentina from $102 million on April 30, 1968 to about $480 million 
on June 30, 1973. 
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36. lve do not expect project readiness to be an important constraint 
on the Bank1 s program, particularly if the measures no~v under way to 
improve planning and project preparation in the Rail\vays and the Highway 
Department are successfully pursued. In addition, under the present 
Govermnent CONADE has been playing an increasing important role in 
organizing and coordinating project preparation throughout the public 
sector. Early Bank participation in the shaping of projects, through 
such rnean.s as the transport mission scheduled for later this year, Hill 
put us in the best position to process projects as rapidly as possible. 

37. If the Ba~'s role in meeting Argentina's external capital 
requirements is to be expanded significantly, it would be desirable to 
include a substantial element of local cost financing in our projects. 
Argentine industry is capable of meeting the bulk of the country's 
capital goods requirements, as reflected in the facts that imported 
equipment has accounted for only 10-15 percent of domestic-investment 
and less than 20 percent of total imports in recent years. Argentina's 
relatively modest requirements for imported capital goods, together with 
the heavy debt service burden over the next fe1v years, makes a case for 
lending uhich will provide "free n foreign exchange and on terms which 
will help significant~ to lengthen the structure of the debt. 

Alternative lending 

38. If it should prove necessary to scale back lending in Argentina 
because of a shortage of Bank resources, the reduction or elimination of 
the loans for power and telephones planned for 1969/70 and 1970/71, 
respectively, should be contemplated first - particularly if this transport 
sector exercise is going well and there are good prospects for lending 
in that sector. In transport, any lending cutbacks that might become 
necessary could probably be best accomplished by reducing the size of 
the proposed loans, rather than by eliminating any of them completeJy, 
this being feasible because road and railway loans will, in fact, finance 
"programs" in those sectors rather than single, indivisible projects. On 
the other hand, if scaling back becomes necessar.1 because of short-
comings in general economic performance, we shall probably be led to 
cut back transport lending first because, as alrea~ indicated, sectorial 
and general performance are so closely interjoined. 

39. In v iEnt of the importance of improving efficiency and reducing 
costs in Argentina's already highly developed manufacturing industr.y, 
the Bank should be alive in all of its operations to opportunities to 
contribute to this objective. The problems besetting Argentine industry 
represent, in advanced form, the difficulties most developing countries 
face in this sector and there is, therefore, particularly fertile ground 
for further case studies of industrial policies, and of the development 
of particular lines of industry along the lines of studies the Bank has 
already done. 

l-lestern Hemisphere Department 
June 14, 1968 
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Five-Year Forecasts 

~vestern Hemisphere Department 

Argentina 

(a = Amount; b = Number of projects) 
($ million) 

1968/69 1969/70 1970/71 1971/72 
' 

Bank 

70 so 
1 1 

20 so so so 
1 1 1 l 

30 

1 

40 

1 

90 100 120 so 
2 2 3 1 

1972/73 Total 

120 

2 

60 230 
I 

~ ~ 

1 5 

15 45 

1 2 

40 

1 

15 435 

2 10 
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Population - growth rate 
birth rate 

Price Change - c . o . 1. index . . . • • • • 
exchange rate (pesos per US$) 

GNP at Factor Cost; 1961. prices - Total 
per capita 

GDP - at current market prices, Total 
r eal growth rate 

Production Growth (real r ates) - agriculture 
food per cap . 
manufacturing 

GOP by Branch - agriculture 
mining 
manufacturing , 
construction 
transport & collllllUilication 
public admin . & defense 
other branches 

Resource Gap 

National Saving - private 
public 

Total 

Marginal Saving Rate 

Consumption - private 
public 

Total 

Exports of Goods and Services 
Imports of Goods arrl Services 

Not Goods and Services 

Interest on Public Debt, Gr oss : Outflow (- ) 
Other Investment Income, Net: Outflow ( - ) 

Not investment income: Outflow (-) 

CURRENT SURPLUS(+) DEFICIT( - ) 

Long Term Private Capital, Net inflow 
Long Term Public Capital, Gross inflow 

less: amortization 
Not long term pub. cap . inflow 

Other Capital Inflow, Net (incl. err ors , etc .) 

!lET BALANCE • , • • • • • 
IMF Drawings ( +) Repayments (- ) . . . • 
Foreign Exch . Reserves, Inc . (+) Dec . ( - ) 

Foreign Exch. Reserves, Gross - govt . entities 
comm. banks 

Total 
For eign Exchange Reserves, Net - Total 
External Debt 
Debt Service Ratio 
Net Factor Payments to Abr oad 

Central Government - Current revenue 
Current expenditure 

Saving 

Capital revenue 
Capital expenditure • • • 

Budget Surplus ( .. ) Deficit( - ) 

Military expenditure • • • , • • . , • • 
Education - expenditure (generol government) 

school enrol., primary & second. 
11 teracy rate, adult • • , • • 

Tax Revenue (general government) /2. . .••• 
Public Saving (% of public fixed investment) 

Gross Inves tment - private fixed 
public fixed 
increase in stocks 

Total 

Finance of Investment - National saving 
Foreign capital 

private 
public 

Total 

Public Inves tment by Purpose - agriculture 
ind~stry 

power 
housin;: 
transpor-r.ation • 
telecommun. 
education 
health 
other 

5 - YEAR ECONOMIC DEVELOPMENT PROGRAM 

% 
per 1000 

$mil. 
$ 

$mil. 
% 

% 
% 
% 

% 
% 
% 
% 
% 
% 
% 

%of GDP 

% of GDP 
% of GDP 
%of GDP 

% of GDP 
% of GDP 
% of GDP 

$mil. 
$mil. 
$mil . 

$mil. 
$mil. 
$mil. 

$mil. 

$mil. 
$mil . 
$mil. 
$mil. 
$mil. 

$mil. 
$mil. 
$mil . 

$mil. 
$mil. 
$mil. 
$mil . 
$mil . 

% 
% of GDP 

$mil. 
$mil . 
$mil. 
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$mil. 
$mil. 

% of GDP 
% of GDP 

% 
% 

% of GDP 
% 

% of GOP 
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% of GDP 
% of GDP 

% 

% 
% 
% 
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% 
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22l· 

- 99 
139 

94 
45 
10 

136 
-L4 

83 

236 

236 

0 . 4 

1 , 811. 
1,910 

-96 

35 
-131 

2. 0 
3.1 

5.8 

19. 2 
) .4 

- 0 . ) 
22 .3 

11. . 7 13 . 7 11. . 3 
3.0 
1.8 

19. 1 

3.5 2 . 8 
-1.2 1.2 
17 . 0 17 . 7 

90. 1 112 . 4 

8. 6 - 19 . 2 
1. .3 6 . 8 
9. 9 -12 .4 

101. 1 105 . 2 

0 . 7 -6. 2 
-1.8 1.0 
-1.1 -5 . 2 

0 . 7 

52 . 3 

18. 1 
3.5 
3. 3 
0 . 5 

21.6 

1 , 784 
1,376 

408 

- 152 

256 

-11 
168 
110 

5L 
-193 

130 
24 

-20 

1,561 
1,26) 

298 

-109 

181· 

)16 
19 
70 

-51 
- 73 

328 
-48 
511 

216 727 

216 727 

1 , 852 

0. 8 0 .7 

l, 739 
1,808 

-69 

36 
-105 

1.7 

15 . 3 
2.5 

- 0. 1 
17.7 

106.8 107 .5 

- 8.2 -5.1. 
l.L - 2 .1 

-6 . 8 - 7.5 

0. 9 2.0 
5 . 1 

51.0 46. L 

26.1 19 . 2 
3.1 6 . 0 
1· .0 5.9 
0.6 1.0 

14.3 ll• . 4 

-1.2 

27 

12. 1 
8 .5 

20 , 6 

2.) 
).1 

43 . 7 

21.6 
6 . 0 
5. 7 
0.8 

16. 8 

1 , 610 
1 , 328 

282 

-130 
-65 

- 195 

87 

-36 
206 
357 

-151 

-100 

- 100 

42 . 8 

2L . l 
6 .5 

1,710 
1 , 416 

294 

-114 
-75 

- 189 

105 

-38 
163 
280 

-117 

-50 

-50 

38.5 

26 . 8 
6 . 9 

1,810 
1 , 509 

301 

-98 
- 85 

-18) 

118 

-18 
106 
206 

-100 

37. 2 

26. 7 
7.9 

1,910 
1 , 597 

313 

-92 
-95 

- 187 

126 

-I. 
97 

169 
- 72 

50 

50 

35.4 

26 . 2 
8 . 9 

-1.2 

64.8 
10 . 9 
75 . 7 

2, 015 . 
l , 706 

309 

-65 
- 110 
- 175 

13u 

12) 
157 
-Ju 

100 

100 

13. 0 
10. 1 

2) .1 

34.5 

25 . 7 
8. 9 

f.! Converted into US$ at 333 pesos . L£ 1962-65. ft 1960. L!! Includes goverrunent Enterprises and Decentralized Agencies . 

Period Growth Rates 

1962-66 1969-73 

1.5 

26 . 6 

3.0 
1.5 

3. 0 

-0 . 9/b 
-2. 47b 
6. 32:§: 

. 18 

6 . 8 
- 3 . 4 

1.5 

5 . 0 
) .4 

5 . 0 

4. 6 
3 .5 
u.4 

8. 7 
6 . 5 

7.5 



I Economic Diagnosis 

_t\.RGEriT INA 

Population: 
Per Capita 

Income: 

22.8 · lion 
$750 

1. Argentina's rich p.ysical and h~~n esources have, g·ven itt e 
second hig est income per head in I.a.tin rica (after Ve ezuela) and a. 
degree of development comparable to many pa.· ts of Europe. Ho"ii e'IJ'er, several ; · 
decades of financial and institutional mis:rr..ana e ent have led to sta.g ation 
of output, chronic · nflation and · sallocation of investment and ma. po1-1er 
esom ces. A c bersome, expensive bureaucracy has been allo1-Jed to g O'tv up ·./ 

in t _e ba.: d· .g system and state enterprises - no ably t e railways ... and 
st~ated effo_ts t o put the publ"c fin .ces in orde , a est · fl t· o 

sto·e co fidence t o what ought to at · · g p ivate sector. 

·he present gove nmenta economic team headed by Dr 6 Kr · eger Vase a 
bette start at tacldi g t e co t y 1 s main economic prob ems t n 

ot2r governme s of the past few decades T e stabilization program has 
l e dy s arply reduced the budget deficit and increased public savings an 

a sig if ··ca t slo1dng of inflation seems li ely this year There a.s bee 
a notable improve ent in the top management of many public sector entities 
an t _e Go G appears to have atte uated t e pO'~ er of the labo unions 
to the po e i t can now begin to t ckle the problem of over- employment 
in t e .nd other state e terprises 

In the private sector, industry is now capable of producing virtually 
of the country's consumer goods and of meeting the bulk of its capital goods / 

qui eme ts, but Argentine industry has g O't Up behind high ta iff 1 alls and '/ 
.. uch of it is ine..t'ficient and high-cost by international standards. .Agriculture, { 

"Ihich Arge tina depends for nearly 90 percent of its foreign exchange earn-
nas been the slo1est grovring sector of the economy, largely due t o exchange 
~ax and price policies which l<Bpt eturns t o farmers f om keeping pace wit h 

the consta t cost inflation. Government policies ai ed at providing more a.de-
q ate economic incentives have been reflected in a better performance by the 
agricultu~.:·e sector in recent years, but a real revival of Argentine agric ture / 
1dll requi_e continuing efforts to improve and stabilize farmers 1 price incen
tives~ t o lover the costs of machinery, fe tilizers and other modern ·nputs, and 
to expand ese ch and extension services Looking beyond he immediate eeds 
to i ~~P.!'O e .!~he evel of public sa ings a d ~ est inflation, the long ru aim 
of ~b~ic po_·cy ought to be to restore the :ncenti es for g owth ·n the p ·vate 
sec o_ ' lis in t n should absorb excess . or in the p blic secto 

_j l~. __ spe cial featu e of .Argenti a.'s financial problem is its eavy external / 
debt serv e i the next few years, c _e s t of past f oreign bor o · ng on 
u us ~ y onerous terms . The pasv fe years ave seen a reducti on in the ebt, 
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but the burden is still such that 1:.. ~-- ::::.ina. dl :need to continue to borrow 
abroad heavily on a gross ba.sis fo a -v::: e i or e to eet its obligat,io s 
and to permit accelerated econo ic gro ·rth We estimate tha.t Argentina. 
1-rould need to bor o-v1 abroad an a e age of some $325 mil ion annually dur· g 
1968-71. In ·ts current borrowing Argentina is trying to i mp ove the te 
of fo e gn orro g so as to relieve t e bal .nee of payments in the fut eo 

5o In the longer run, Argentina should be able with good economic 
management to finance its development very largely from its own savings, 
obtaining the long-term capital it "'d 1 need f om broad by bor o ~ing in he 
private m.arket. To reach this goal rlll require at least four or five years 
of reasonable political and financial stability, and consiste t p suit of 
economic policies designed to increase the nation's productivity. If these 
conditions are present, loans from the Bank an other international lending 
agencies on a substantial scale could make an important contrib tion to the 
tra sition of the Argentine economy ove t e next five years or so. 

6 I the light of this diagnosis, e formulated in late 196 7 five / 
ite ia fo gauging the success of the Gove me t 1 s efforts in t edium 

and so informed the Government: 

i A slowing of the rate of inflatio o 

i~. Progress in stimulating a revival of economic activity, 
and in setting in otion the str ctural refo ms in both 
public and pri va.te sectors t hat ar necessary to put the 
econo~ on the road to ~re r .p" d and sustained growtho 

ii ". An ade uate public s avings effort, giving high priority 
to appropriate tax easures a d to the ·mplementation of 
the program for r tionalizi g employment in the public 
sector, particularly in the 

iv mhe maintenance of adeq ate export incentives through 
the progressive reduction of retentions in line ~rlth the 
trend of domestic costs. 

v. Improvement of the terms upon hich Argentina borrows 
abroad. 

IIe I.endirg Strategy 

7 l'...::cJentina joined t .e Bank on y in -9.56 and egula.r relations were not 
deve ...... o~Gd 1:.~ t.i t e li'x'ondizi Gover rt too _ office in 958~ T e <: v1as tv-ell 
i..'T!p;:-te e, :iv:1 the econo:-n· c policies uhich t e ... o izi Government pu_sued at 
fist .nd decide to ~e a major effo t to supply capit tote co ~: t y. Through 
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its role as executing agency for soc·cor s·~ ~: .. ~es financed by ·the United 
ations Special :fund, t e B.s.~~~~ ·_ .. .::c.:.:.9 ::.: .. ~ly acquainted "tdth the · 

tra.nsnort and power sectors , ........ ~: t!'..is o:.·- --. =·~.t • o v1as evidenced by two 
large loans in 1961-2, $48 5 ·· · ion fo:. _o ... ds . d then $95 million to 
SEG. for power in Buenos ~~res~ U fortunately, subsequent political 
eire stances and economic policies coup_ed at times 1· ith project p·~o
b e.~ made new lending impossible until 1967-8, after the Ongania. Gove 

.. ent had taken office and the economic program of n-~ Krieger Va.sena. had 
been started. The first loan was in the livestock sector, $15.3 million, 
where v, e f lt that our assistance could help the Government pursue policies 
that v1ould restore adequate incenti es to 1.:. vestock producers and exporters o 

A;."'lot er loan, $55 million to SEGBA, marked our re-entering the po1-1er sector. 
1~e Bank delayed for over two years the second loan to SEGBA, mainly to 
satis y itself that the management w s in competent hapds and that steps 
v. ere being taken gradually to reduce the ov :r-g o :r labor force. 

Bo T ere is now a reasonab e possibility that~ if consistent economic 
po_ic.:.es a e follovred over a long enoug _ period Argentina uill be gra.dua~ly 
transfer .. e into a country v1hose gro-tvth will be largely self-sustaining The 
next three or four years could be a critical pe iod from the poin·v of vie't-J" 
of catc:hing up with arrears of develop. en·t and m.oder ising the eco orrry a.nd 
the Bank ma.y be able to play a.n important ole · n getting this process n:oving 
and i helping to re-establish .Argentina's credit in international capital / 
markets. We could do this by (1) making available long .... term capital on a v 
signiiic.a.nt scale in the order · of $1.00 · lion a yea , or more if the Bank's 
resources pe· ·t, and thus give visible an strong support to the Government's 
prese t economic policies as long as they are pursued; and (2) by directing . 
B- 1k assistance to sectors where vre can he p the Government in tackling diffi-
cult instit t.ional and structural problems A large part of ou lending should 
be d · rected to those problem areas, such as transportation, -r1here the success 
or f ilure of the Government in tackling difficult problems would thus trigger 
a la er or smaller volume of Bank lending. 

9. In the current year we are we 1 able to give visible a. d strong 
support GO the Government's policies by our association with the El Chocon 
p oject, to v1hich 't-Je a.re planning to contribute $70 million, a.nd also g "i1e 
some a.ssi-'·a.nce in mobilizing a.n additional $100 million from supplying coun-
t · es '.e may also "t·Jish to make · another loa.n to SEGBA_, even thoug SEGBA 
should be encouraged to turn in the futu_e to other sources of funds, including 
tra domestic capital market. If e did lend to SEGBA, it should be in recognition 
of sign·ricant p ogress in ratio alizing ~o k rules and employment p actices. 
SEGru is regarded as a test case for the application of the Government's policies 
in this v · ta~ area.. 

lOo ·i ven the i mportance of tr~nsport to t e economy as a "t-Jhole, and the 
burden ... ::..::.c... the p· esent rail-v1ay deficit i; poses on C-ove· nrrJ.Snt 1 s fi ances, tha.t 
is t .. :1e s~ .. ;.:.or where a priori v18 should be able to make our most signific nt 
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contrib:.Ition 1rJe are planning to sen a t _ '"'· ~ s:~o:.. ~ missio to Argenti a in 
Septem er of this yeax to · vrie ·J 1 ·t_ -G' e z...p_lop· ia·c a ... G o ities their pla. s 
for action ·n the transport sector, an He find tha.t t ... ese pla. s p ovide 
a satisiactory basis for Ba.nk lending to this sector, 1ve would t y to identify 
projects for fina.ccing over the next tv o OJ! ·t ee yea.rs v,hich .yould enable us 
to t_ ro o~ 1\Teig t behind the right, policies Although our mowledge of the 
telephone sector is still preliminary the e is some evidence that this ma.y also 
be a sector where the Bank could exte d use ul assistance, not only financial 
but in terms of policies and institutions. Finally, if experience with the 
first livestock loan is satisfactory, the Ba. k should be able to continue to 
exe t influence in the direction of prope agricult al polic1es through further 
lending in that sector. 

III. Prosnects for FUture Qperations 

11. I line ~ith the foregoing lendi 
forec st c n very tentatively be ma.de: 

Possible 

strategy the follo-vrlng operational 

Fiscal Years 

1968/1969 1969/1970 1970/1971 

Power (SEGBA) 

E Chocon 

Ro s (Vial"dad) 

R ·1ways 

Telephones 

~ icultural credit 

0 

70 

15 

125 

(in $ million) 

-
50 

50 

100 

35 

40 

30 

105 

A fev: o the entries in this table (El Chocon, for example) represe t projects 
at an advanced stage of discussion, but othe_s should be taken as no more t an 
an in icatio that lending in the secto ma.y e desi able. 

12a 1 Chocon is a very large h~ oelectric p eject located 700 "les to the 
south- ·;est of B' ..... e .. os Aires. It 't• ould take about ten ye s to buil , :1ave a genera-
ti c:..;ac · t,y of 1650 ~ , p ovide flood co trol and, in due course, make poss · ble 
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cor.siderable extension of settlem.e::t ar.d i~..:~igo.ted ag·~icultu e in the Rio Negro 
Valley. The full cost o v~1 dams, e_ect: - i nstal ations and transmission 
line to Buenos Aires is es"Gimate at $525 . --~ -_:.o .. , of Jhich about $365 million 
't·Jould be spant on a. first stage to :..~ com~.J=-..;·ued in 1973/74o The fore· gn a.nd 
local cost of the first stage would be ro g y equal The Bank has infor ed the 
Gover rr~ nt that it is ready to consider a loan of $70 mill:on to cover the f9reign 
exch .ge cost. of vhe civil 't·JOrks contract for the El Chacon dam and f of the 
fees of the co sultants, Sir .Alexander Gibb a.nd Partners of IDndon Eidronor, S.A., 
the Government aO'ency established to b ild a.n operate the project, are presently 
seeking finance for imported equip!1 ent in the main capital exporting countries. The 
Governnent ·11 finance at least the local cost of the project from earmarked spe
cial taxes. 1.Ve have urged that the Governmen·v cove some part of the foreign cost 
as 1·e • The project appraisal mission is scheduled for July:, and, subject to a 
completion of the financing plan, ve would p ese t the loan to the Executive irec
tors i December. 

13o In the transport sector the next step is to send a. mission to examine 
the Government's policies and investme t prog am for roads and rai ays. The 
timing of trds mission rill be linked to some beginnings of progress in reducing 
the railwa.y s deficit, through reductions in labor force and the net-vrork. If' the 
Gove nment accepts our general approach to the transport sector, we vrlll, on the 
s ame occasion, appraise a small road project which is nearly ready for execution 
(and rr.ay i nvolve a Bank loan of up to $20 million), a.s well as identify other 
projects in oads and rail't.J"ays 11hic re mig_ t assist if policies develop su ·ta.bly. 

14 T e following table shows the status of past loans to Argentina as of 
Fe axy 29, 1968 : 

Year 

1961 
1962 

1967 
1968 

Borrower Purpose 

The .. gentine Republic Roads 
Servicios Electricos Poler 

de Gran Buenos Aires, 
SoAo (SEGBA) 

The Argentine Republic Livestock 
Servicios Electricos del Power 

G an B~enos Aires, 
s. (SEGBA) 

Total (less cancellations) 
of vL "ch has been repaid 
to Bank and others 

Total now outstanding 
Amo r:t sold 
of ~ hich has been repaid 

Tot no1-1 held by Bank 
Tot undisbursed 

Western Her.~sphere Department 
Ap il 4.., :.958 

Amount Undisbursed 
(US$ million) 

32 0 6 2 
93.3 

15.3 
55.0 

195.6 

14.4 
1 1.2 

15.3 
55.0 

7 • 
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1. There have been two phases in Bank lending to Argentinao The 
first, which consisted of two major loans for highways and power, occurred 
in 1961-62 during the closing period of the Frondizi Government. The 
second began in 1966 with the advent to power of the militar.y government 
led by General Ongania and has so far included a livestock loan of $15 
million and a power loan of $55 million, work on both of which was initiated I 
before the present Government took office. The Bank now stands on the 
brink of a major expansion of its lending activities in power and transport 
and possibly other sectors. Indeed, in the preliminary draft of the Bank's 
Five-Year Plan, the amount suggested for lending to Argentina over the next I 
five years is in the region of $350-$450 million. The Government has 
already been informed that we are ready to consider a loan of $70 million 
for El Chacon (in certain circumstances · be larger), and a mission 
will be going to appraise the project i Au Discussions have been 
initiated with the Government on a sectoral approach to tran rt lending, 
and a trans ort missio is tentatively scheduled for eptembe , with the 
possibility of an interim road project being appraise e same time 
as a stuqy is made of the future development of the transport system as 
a lrJ'hole. Other sectors in which the Bank is exploring the possibility of / 
lending are agriculture and telecommunications. 

II. Statement of Issues 

2. The issues before the Committee are: 

(a) Is the Bank justified in planning a major expansion 
of its lending activities in Argentina over the next 
five years? 

(b) vJhat should be the Bank's response to a failure on the 
part of the Argentine authorities to maintain adequate 
economic and financial policies? 
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III. Discussion of Policy Issues 

3. Argentina is not really, in the accepted sense of the term, an 
underdeveloped countr,y. Like Australia it has a highly productive agri
culture based on exceptionally favorable natural conditions, but only a 
comparatively small proportion of the labor force (around 20 per cent) is 
directly engaged in agriculture (c.f. around 50 per cent in Brazil and 
Mexico), and the contribution of manufacturing industry to GDP (just over 
30 per cent) is higher than in a~ other Latin American country (Mexico ~ 
comes next with about 25 per cent). Although a further ex ansion of r·
cultural production is vitally important for the promotion of exports, 
increa e eff~cienc in ~n u r , and in the public services supporting 
it, is an e uall~ indispensable •tion of satisfactory long-term growth. 
A high level of Bank lending to Argentina cannot easily be justified by 
the need to relieve poverty, because there is probab~ less poverty in 
Argentina, in relation to its size: than almost anYl~here else in the world 
apart from the industrialized countries. The main justification for such 
lending must therefore be found in the exceptional opportunities that exist, 
given improved economic management, for making more efficient use of the 
country's resources and thus greatly increasing national output. In my 
view lending on the scale indicated above can only be justified if the 
Government continues to demonstrate by its economic and financial policies, 
and by the way in which these are implemented, that it is seriously con
cerned to raise national productivity and has sufficient popular support 
to carry its program througho 

4. I do not draw any sharp distinction here between short-term and 
long-term performance. Failure to achieve at least some measure of success 
in stabilizing economy in the short run will surely defeat the lending-term 
objective of maintaining a satisfactory rate of growth. Failure to tackle 
long recognized structural problems such as the railway deficit or agri
cultural incentives will be reflected in short-term fiscal and balance of 
payments difficulties. The Government's policies and programs must be 
judged as a whole. 

5. The progress made during the past 18 months in tackling the 
country's problems, which is described in the attached Summary and Conclu
sions from the report of our most recent economic mission, does, I believe, 
justifY the Bank in going ahead with planning a substantial lending program 
over the next few years. However, to the extent that actual performance 
falls seriously short of what can be reasonably expected in the circumstances, 
the commitment of Bank funds should be restricted accordingly. 

6. As pointedoutin the last Economic Policy Memorandum on Argentina 
(EC/0/67 - 135), there are various tests which can be applied in judging / 
performance. The most single important measure of success or failure in 
carrying out the policies which the present Government has adopted will be 
movements in domestic prices, since there is very little prospect of 
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Argentina developing satisfactorily so long as inflationar,y expectations 
persist to the degree they have in the pasta However, the rate of infla
tion must noy only be brought down, it must be kept down, and it will take 
more than a single year 1s results to show that stabilization has really 
been achievedu Exchange rate policy, and the related questions of export 
retentions and import tariffs, will be another aspect of government policy 
which will need careful watching. It is also essential that public savings 
should be maintained at a high levelCJ In this connection the revenues 
obtained by the Central Government from taxes other than taxes on foreign 
trade will give some indication of the adequacy of tax administration, 
while progress made in reducing the railway deficit and in rationalization 
of other State enterprises will be crucial from the point of view both of 
the Budget and of the redeployment of the nation 1s resources towards more 
productive uses. The planning of public expenditures needs to be under
taken on a long-term basis and progress in formulating and implementing a 
well-balanced public investment program will be an important test of the 
Government's ability to get things done. Last but not least, the overall 
trend of production will indicate whether the Government is being success
ful in reviving the economy and establishing the conditions needed for a 
renewed advance in private investment. 

7. I do not think that it would be appropriate at this stage to 
attempt to establish precise quantitative tests of performance. The econom
ic team headed by Dr. Krieger Vasena has staked a great deal on achieving 
stabilization this year, and the latest economic indicators suggest that 
the rate of inflation in 1968 will be very much lower than in any recent 

However, there are still many things that could go wrong. The 
u ·ons are res ive and the Government appears to have been onl 

rtl successful in its -efforts to negotiate chan es in working rules 
which would perm~ a major improvement in a or productivity in rulic 
ut· · · s n a~ ·ses Demand for industrial goods has 
shown signs of picking up, but som sectors of indu are still de ress-
~ and there is a lot of short time working and under-utiliza i 
ca aci t Livestock production is currently threatened by serious drought 
in the Pampas. The meat trade is having considerable difficult.y in ex
panding the outlets for its exports, and the outlook for the balance of 
p~ents this year is none too promising, though foreign exchange reserves 
are still ver,y high. At the best of times, the management of an economy 
emerging from a long period of inflation is an extremely delicate task, 
and it is too early yet for stocktaking. The Bank will, however, be keep
ing in close touch with the situation, and we shall no doubt have some 
rather more precise policy objectives in mind towards the end of the year 
when the time comes for the Government to formulate its program for 1969. 

IV. Recommendations 

B. I recommend that the Bank should go ahead with planning a major 
expansion of its lending activities in Argentina, but that the actual 
commitment of Bank funds should be dependent to an important extent on 
what we judge to be the adequacy or inadequacy of the Government 1s economic 
and financial policies. 

Gerald Alter 
Director 

Atta~hment: Summa1~ and Conclusions of the draft econcmic report 
11Econcmic Position. a!ld P~osryests of Argont.ina -
l-JH-182 - dat6d May 29, 1968·: 



Attachment to EC/0/68-57/1 
S~~y AND CONCLUSIONS 

(from draft economic report "Economic Position and Prospects 
of Argentina") 

1. At the end of last year it was clear that the Government had 
been singularly successful in carrying out the far-reaching fiscal, 
monetary, incomes and foreign exchange policies which formed the core of 
its 1967 stabilization programo The rehabilitation of public finances 
through the sharp reduction of the budgetary deficit and the achievement 
of an even greater than planned increase in public savings was perhaps 
the most impressive of the year's accomplishments. The Treasury was able 
to keep borrowing from the Central Bank well below the ceiling fixed in 
the monetary program agreed with the IMF, and under the Government's 
incomes policy wages were effectively frozen following a round of increases 
granted early in the yearo The danger that stabilization might seriously 
aggravate the business recession which had begun in 1966 was averted, and 
GDP last year rose by some 2 percent, mainly reflecting advances in agri
cultural production and a rapid expansion of construction activityo How
ever, with consumer demand far from buoyant and businesses liquidating j 
inventories, indus·~·a o uctiQD showed np · t over the 1966 
level, and unem lo se mo atel • The cost of living increased 
over the year by 27 percent, or only a bit less than in 1966, but price 
trends in the later months indicated that the cost increases stemming 
from the devaluation, the increases in public services tariffs and the 
wage adjustment, had been largely absorbed. Despite a drop in exports, 
gross foreign exchange reserves increased by more than $500 million last 
year to about $750 million as a result of a massive inflow of f oreign 
exchange reflecting the repatriation of Argentine funds held abroad and 
an inflow of foreign short-term funds following the devaluatione 

2~ The program the Government has laid out for 1968 reflects a 
continuation of the major lines of policy pursued last year, but with a 
distinct shift in emphasis toward growth objectives which gives this year's 
program a new dimension. The strategy adopted stems from certain key 
assumptions: (a) that the decisive battle in the war against inflation 
was won in 1967, making price stability attainable this year; (b) that with 
wage and other costs stable, excess capacity in industry and ample foreign 
exchange reserves, demand can be stimulated to promote growth without gen
erating inflationary pressures, and (c) that with the private sector still 
maintaining a "wait and see" attitude, the increase in investment needed 
for sustained growth would have to be initiated by the public sector. The 
growth target £or 1968 is a 5 percent rise in real GDP based on projected 
output increases in the major sectors which, except for agriculture, would 
be sharp improvements over last year's performance. 

3. The 1968 public investment program calls for an increase of 
about 30 percent in real terms, with the bulk of the added expenditure to 
be in the transport and energy sectors, although investments in communica
tions and water and sewerage works are also to be boosted sharply. Fiscal 
policy aims at increasing public savings by 45 percent in real terms and, 
at the target level, public savings would cover 85 percent of planned in
vestments compared with 80 percent in 1967o The budget freezes current 
expenditures throughout the public sector at the 1967 level; increased 
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yields from existing taxes are expected to be the major factor on the 
revenue side, the principal new measure taken having been a sharp increase 
in gasoline prices and taxes. Large-scale borrowing from private sources 
at home and abroad, building on the initiatives taken in 1967 to revive 
the domestic capital market and to reopen foreign markets to Argentine 
public securities, is another major element in the Government's fiscal 
progr·am. As regards incomes policy, the wage freeze was maintained$ but 
employee social securit,r contributions were reduced by 6 percent on 
Januar.y 1, thus augmenting workers' incomes without increasing business 
costs. 

4. In deciding to focus its 1968 program on economic expansion and 
an increase in public investment, the Government was accepting the risk 
that this might prejudice the stabilization effort, and the course being 
followed clearly puts a high premium on the careful management of fiscal 
and monetary policy. ~Jhether the budget deficit can be held to the planned 
level will depend not only on the success of the Government's economy 
efforts, but on its ability to keep the revenue s,ystem performing at last 
year's high level, something which appears very much open to question given 

_ the past ups and downs in tax collections and the deficiencies in tax admin
istration. The trend of prices over the next several months will test the 
realism of the progra~o Actual price movements through April were encou~ag
ing, and if the prospects for a marked reduction in the rate of inflation 
this year are borne out, it should be possible to carr,y out the 1968 program 
with relatively minor adjustmentso If not, it will be necessary to tighten 
up the program substantially, especially on the fiscal sideo B~lance of 
payments prospects appear less favorable than in recent years owing to the 
rather unpromising export outlook, but it should be possible to maintain 
foreign exchange reserves at the high level reached last year. 

5. Argentina has a quite exceptionally favorable resource endowment 
in relation to its population, and there is no reason wh,y the countr,y 
should not in time succeed in coming close to European levels of economic 
efficiency and therefore greatly increase its present national output. 
The basic preconditions for achieving this are a sufficient degree of 
political stability to avoid the continual changes in Government adminis
tration and policies which have been one of the most serious obstacles to 
eff~ctive economic management during the past two decades; and a sufficient 
degree of internal financial stability to enable the price mechanism to 
function efficiently. Apart from these general preconditions, there are 
man,y structural problems in the various sectors of the economy that require 
attention if the prospects for greatly improved economic performance in 
the years ahead are to be realized. 

6. Agriculture has been the most laggard sector of the economy, 
and stimulating a more rapid and sustained growth in production is first 
and foremost a matter of rovidin fa rs with c nomic i tives, 
and the confidence in their maintenance over time, which they need to 
change their practices and invest in long-term improvements. Given the 
necessary incentives, much can be done to increase livestock production 
through pasture improvement and better herd management and to increase 
crop production by the wider use of fertilizers, introduction of new grain 

/ 
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varieties, and improved farm practices. If the Government adjusts its 
foreign exchange, tax and price policies to the need to increase agri
cultural output - particularly by eschewing export taxes (retentions) as 
a major source of revenue - the rate of expansion cou stepped up 
progressively from the present 2-3 percent a year t ercent a year 
by the middle 1970s. 

1. The promotion of industry through import substitution at almost 
any cost, and in an inflationary environment which has dulled incentives 
to improved efficiency, has resulted in high cost production reflecting 
excessive product diversification and minimum opportunities for taking 
advantage of economies of scale. Much the most important immediate con
tribution which the Government can make to industrial efficiency is to 
bring inflation under control. Apart from this, an entirely different 
policy of industrial promotion is required for the future, oriented towards 
e ort e ansion and with domestic producers increasingly exposed to com
petition from importso That the present Government recognizes this to a 
greater extent than its predecessors is reflected in the tariff reductions 
it has made and in the various incentives it has offered to private inves
tors, but much remains to be done in the way of a selective further lower-

I 

ing of protective barriers and the development of more effective, efficiency
oriented industrial promotion policieso 

8. Transport is one of the weakest sectors of the countr.y. The ~ ~ 
railways' need for huge Treasur,y subsidies is one of the principal obstacles 
to the further strengthening of public finances, while the inadequacy of 
the road system is perhaps the major gap in the country's economic infra
structure. Although great improvements have been made in the operation of 
the railw~s under the present management, there is little likelihood of 
anything like the present rail network being profitablY employed in the 
future. The restructuring of the railways in the light of their real 
economic possibilities is, of course, a long-run task, but the need to 
reduce the financial deficit of the railways is so pressing from the overall 
economic point of view that measures to step up the rate of reduction in the 
labor force, and to accelerate the closing of uneconomic branch lines, are 
clearly required on an urgent basis. Highway construction is being stepped 
up sharply in an effort to make good the long neglect of the roads, but 
if the massive investments required for this purpose are to be efficiently 
carried out, it will be necessary to strengthen the planning, project 
preparation and executive capabilities of the National Highway Department. 

9. High priorit.Y has been given to investment in the power sector, 
the major new departures being the Government's decisions to re~ mainly 
on nydroelectric power to meet Buenos Aires' needs in the 1970s through 
the construction of the El Chocon project, and to build a nuclear plant 
to meet interim requirements. The heav.1 investments being made to assure 
an adequate power supply underscore the need to attack the other major 
problem in this sector - high operating costs, mainly reflecting loss of 
management control over the size and utilization of the labor force, 
which have undermined the financial position of the electric utilities and 
put constant upward pressure on tariffs. The Government is looking to the 
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private sector for the bulk of the investment necessary to increase 
petroleum production; the initial response of investors to the aydro
carbons Law enacted last year to clear the way for private participation 
in exploration and production on a large scale a~peara ·Lo have been 
favo~able .. 

10$ A continuing large-scale public invest~ent effort w~ll be 
necessary in the coming years if Argentina's hopes for achteving more 
rapid and zustained economic growth are not afoul of wor sening inf:t\3.
structure bottleneckso For a public investment effort of the magnitude 
indicated by estilnated requirements in the major secto1·s over the next 
five years to be financially feasible, public savings will have to be 
raised sufiiciently to cover 90-95 percent of investment~ To acr~eve this 
target, it will be necessar,y to (a) reinforce tax revenues; (b) substan
tially uaprove the financial performance of the State enterprises; (c) hold 
the increase in Government current expenditures to 3-4 percent per year, 
and <d) restore savings generation by the social security system to at I 
least the levels attained in past years. The most pressing tax problem is 
to develop a permanent source of increased revenues from the agricultural 
sector to help replace the present high export retentions, but income tax 
reform is also essential i£ the revenue structure is to have the long-run 
elasticity needed to meet public savings requirementso And, whatever 
structural changes are made, greatly improved tax administration will be 
a crucial ingredient in maximizing the growth of revenues o The emphasis 
in improving the savings performance of the State enterprises chould be 
on raising operating efficiency through the vigorous implementation of 
the Government's nrationalizationn program. Progress so far in imple-
menting the rationalization program seems to have been slow and uneven, 
and the pace will clearlY have to be stepped up on an urgent basis if 
rationalization is to make a significant contribution to public sector 
savings in the years immediatelY ahead. 

llo With a modicum of good management, and in reasonably favorable 
circumstances (eog., as regards the weather and world commodity market 
trends), Argentina should be able to atta· 5 p~t average owth 
rate over the next 5 years. Underlying world demand for Argentina's 
traditional exports may be expected to grow rapidly, and the country's 
competitive position in world markets is fundamentally strong, so that 
there should be fj_rm support for accelerated growth on the balance of 
payments sideo With realistic exchange rate policies and a substantial 
reduction of export taxes, it should be possible to raise exports by 
more than 30 percent to the $2 billion level by 1973. OVer the 1969-1973 
period as a whole, a gross external capital inflow totaling something 
over $lol billion, or an average of about $225 million per year, will be 
required to maintain equilibrium in the balance of paymentso Taking 
loans presently in the pipeline into account, and allowing for a modest 
expansion of private direct investment, some $850 million in new loans 
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will probably have to be obtained to meet the gross capital inflow 
requirements. Reducing the burden of servicing the external debt will 
need to be a cardinal objective of policy, since amortization and inter
est payments are current~ absorbing an estimated 27 percent of total 
foreign exchange earnings on current account. Prudent debt management 
requires that in the future as large a portion of public sector borrow
ing as possible be shifted from medium-term suppliers' credits and 
commercial bank loans to loans from international development institutions 
and other sources of long-term credite If this is done, Argentina should 
be able to undertake the foreign borrowing necessar,y to its development 
efforts while substantially easing its debt service problem. 

From: Draft economic report "Economic Position and Prospects 
of Argentina n - WH-182, dated May 29, 1968. 

Western Hemisphere Department 
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of ~g~nti..119 ec ... ·:c . , be ausa t~ pl"' :z:'':\88 ~~e in tn P.!""tabilization 
.f.fort ~ ~s laid J.te nt-ia for a encC·=lSs.i'.ul a· -t.sev n the otru.ctural 

p ro lc~s ~--h..ich ~-and in t~ a l-:ay o£ .. .!:•.:.a -~~- t.:..t . d su~tcrl ~ed .:co ~ordc 
gro-;rt~1. I iT01ll·..:; liJ~e to ta}:e tbi9 c;;p-o:rt:mity to :-v:~ntion r;or:·H;, s.rlf.ias of 
econo ic polic-y, d_, __ ·-·lt oJith in det"'il ·n t1a ?:..S?Ort, that 1-1e .feel at---e of 

ecial L~crt~~ce. 

First, 't·re believ-e th ·t it is vital to -~ -~intaL"l ince.n :.. es to expa."'ld 
pro..::.tction nnd e:·::-orts of t:1 najor trndi t:~:1~l asrlcu.l t-ural co~cd. t..:.tD. 
This tl~"ls ·f;;nzentually eli!:1ir..~ting ~o t ret-· ·tion..,, o: r:~CIUe:lrl..g th~'il to 
a rel~tive..;.;y l cr.-.r, fi:~c l eovel ; in t J.le ir.:-.-diat .. eontet:<t, a ,.\ el7 on your 
aBSill'~"'lces tltn.t th. C~eiTJ':':ent is ke£? · g t' e l e7el of l'~etentiona unda.r 
conti.l'IDous rev:~:.;-, ~"')d !rlll ;;.~: st tJ ~ a~:rr.?a.rd if, as .ey r..!):.r be t he 
case, they are exerting a de~ressing c.ffect on ouwat. Sacond1 tax re£orm 
I EXl. s-ure yo-J. ~.sree, i~ a p~csoing probl~-:n. In acicit..l.on to the de-V'ele :r..ent 
of n ;i , ~!Ore e~f€ctive r-..:.ea'ls of ~arine azric!lltu.re , a"ld o ~-~r structural 
chtm~es, ua beli~.ze t~1~re is urg~·1t r:cro fo~ a a:. , r .Jl"io to imo 
~ -d.nistr~ti-o!'l, e:;:~aci:U.:ly y st:!."ergt -enL"1Z t~: - collec--~1 n an 
en.forc ·-1:t:;;nt ~ec .. 1 J . ... .:.s. mo.:-~ d , t:ore e.f:tectiv-s meas-J.res to "rs.tio:nal.izett 
fue l abor force L~ th.s public voetor a.'1d to zen,e:rall;y i.~r~v·e coer ti:nz 
e.fi'icien~y., parli~..J.~~J.:; i!: tbe S(.·~te cll."-'t;i::?rlC o' ro.~e n:ec 3""'~ for 

. budzet equi~il.)rium and f..;,r t.h.a C.Ovex·r::::.:.nt • s overall progra.~ f or re eploying 
sou.rcas to mr proe..tctiv,., u ... es . 'f • . o - ~i.e ie:r that yo-12 e=1'ress ·.,.4 

.-· 
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fi11an~inc 
l iei :;;s 

.ffect l·"e tt~J. .: '1!L i ,:::.1.i.:) 1-z~.tld op-:;:1 tb. 
ot ·' 13 gre3:tl.y !JBl">fc1:~, :..r.ct-) o ~. lJ:.Uch the Ai::;_,e-; ~l e ec· ·':.H:·':i!.y :t.B so 
clet.r y c~:n::ble , tilld .rou.ld 1 :re-i~~~ a ''1.:r:1 l.Mis fo2• s S"tJ.~~-~t~- _ti:U. a.1r 

. C0'1tirn: . .g t" ~i!-:: l c-r.:'C1 , 1. ~ v~'<~:r~?.::l in .:l.::e~ntl:n~l· I l'•·:t0-:1 
to ~v:::tc~'l OU :::11d .,·nY1r COll€::~,0.!"!'' :-t .2~:.Ve aJ.r-..<1~~'Y d fV(')tod a (;l:oet ·v d-:;- - o:f 
a.tt·~r.il;ion f..n I :. ·:...r&t3nd til!:t l ... IJ. a-re con:iderj"'10 i ;:"'.por+ ... :.. r, ac. .. di t ionl!t 

::lSUres in t he co.,1te:-\ of ~-;Jur 96? }.;!'03!'.:::.:'1• /e l oox f r7:rru;d .~.. ~10·· -v~:r 
O'~J ortuni,..vy to I...., i e11 pro::.:,r~~ wi th J {P.l ~o1md tha d f this yero:. 

J. Burke Knapp 

J . tu:r!'=e K'n~ 
Vice Presi~.:mt 

Cleared with and cc: l1I-. Chaufournier 

RDosik/RFSkillings/ agr. 
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MINISTRY OF ECONOMIC AFFAIRS AND LABOir 

Buenos Aires 

Mr. J. Burke Knapp 
Vice President, IBRD 

Dear Sir: 

Mr. Knapp 

Room 1220 

August 27, 1968' 

I have the honor to refer to your letter of July 23, 1968, in 'Which 
you enclosed the final report prepared by the Bank Mission that visited 
us in February. 

I have read the report with the utmost satisfaction, as it provides 
n effective dia osis of the present state of our economy. I wish to 

express my admira ~on for the high teChnical standards· maintained by the 
Mission composed of Messrs. Wright and Dosik, with Whom we discussed the 
main points of the report and who at a 11 times e.xhibi ted a broad under
stand.i...ng of our country and a desire to cooperate with us. 

I am pleased to say that I ag1:ee with the vie~rs on economic policy 
summarized in your letter and to assure you that all of o~ efforts in 
using the means at our disposal will be directed along ·these lines. As 
regards the external sector, we have constantly followed the trends in 
our exports so as to prevent any weakening of the incentives to stock
raising. Nevertheless, the situation on the foreign markets has not 
favored some of our chief export products because of restrictions imposed 
by the importing countries, which have recently become more severe, espe
cially in the European Common Harket, although we trust that these 
difficulties will prove to . be only ter.IpOrary. 

I believe that our perseverance in the efforts we have been making 
will enable our co1.mtry to achieve the place it merits in view of its 
human and material resources. The first positive results are already 
discernible in the field of stabiliz~tion, as the foundations have been 
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laid for sustained grov~h. I hope to continue analyzing these factors 
and also the 1969 program in association with another Bank Mission. 

---

Very truly yours, 

(signed) 

Adalbert Krieger Vasena 
Minister 

- ·--
~ ---
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