
THE WORLD BANK GROUP ARCHIVES

PUBLIC DISCLOSURE AUTHORIZED

Folder Title: Economic Adjustment Programs - Argentina

Folder ID: 1085761

ISAD(G) Reference Code: WB IBRD/IDA DEC-03-82

Series: Records Relating to Adjustment Programs

Sub-Fonds: Records of the Office of the Vice President, Development Economics and Chief
Economist and later Senior Vice President, Development Economics and Chief Economist (DECVP)

Fonds: Records of the Office of the Chief Economist

Digitized: 12/19/2018

To cite materials from this archival folder, please follow the following format:
[Descriptive name of item], [Folder Title], Folder ID [Folder ID], ISAD(G) Reference Code [Reference Code], [Each Level
Label as applicable], World Bank Group Archives, Washington, D.C., United States.

The records in this folder were created or received by The World Bank in the course of its business.

The records that were created by the staff of The World Bank are subject to the Bank's copyright.

Please refer to http://www.worldbank.org/terms-of-use-earchives for full copyright terms of use and disclaimers.

M

THE WORLD BANK
Washington, D.C.

@ International Bank for Reconstruction and Development / International Development Association or
The World Bank
1818 H Street NW
Washington DC 20433
Telephone: 202-473-1000
Internet: www.worldbank.org



1086701

ECONOMIC ADJUSTMENT Argentina
PROGRAMS

Argentina



December 22) 1985

ARGENTINA: BAKER INITIATIVE COUNTRY STUDY

I. Initial Conditions

Economic Performance w A v

1. Argentina's economy has been adversely affected by a poor politi-
cal milieu and inappropriate economic management since the early 1950s.
Over the last decade, abrupt shifts and inconsistencies in policies weak-
ened Argentina's productive capacity and exacerbated structural imbal-
ances. Economic mismanagement led to an increase of the country's external
debt, which, as a share of GDP, has multiplied almost seven-fold (from 10%
to 67%) during the last decade. Interest payments on the external debt now
absorb about 40% of gross domestic savings compared to less than 5% in the
early 1970s. While the external debt increased, domestic production
declined. In 1985, real GDP per capita was 13% below its 1974 level.
Investment declined to 13% of GDP, from an average of 21% during the early
seventies.

2. The productive sectors, particularly manufacturing, are beset by
thorny structural and financial problems. More than 40% of capacity in the
construction industry now stands idle. Significant underutilization of
capacity also exists in many manufacturing industries; and most firms also
lack sufficient working capital. Financial intermediation is costly and
inefficient, interest rates are high in real terms, and oversized banking
institutions are suffering severe difficulties. Argentina's self-suffi-
ciency in oil has deteriorated as the ratio of oil reserves to annual out-
put has declined. Proven reserves of gas have increased, but the process-
ing and transport infrastructure to exploit them is deficient.

3. Unfavorable changes in the external environment during 1979-82
further aggravated domestic problems. Argentina suffered external shocks
equivalent to 4% of GNP owing primarily to deteriorating terms of trade and
high interest rates. This situation was compounded by a deterioration in
export competitiveness and a rapid increase in imports as the peso became
increasingly overvalued. The policy response was primarily to resort to
additional external borrowings. This was accompanied by some contraction
of economic activity. The unfavorable external shocks and the poor policy
response were further compounded by the 'South Atlantic war and subsequent
political instability.

Stabilization Efforts

4. A democratic Government took office in 1983. The Alfonsin admin-
istration confronted a difficult situation: the economy was in poor shape
following the 1982 military adventure, inflation was running at close to
20% per month, the fiscal deficit was about 16% of GDP, and the external
debt exceeded US$45 billion. Nevertheless, most social groups greeted the

new Government with strong expectations for an improvement in their living
standards. The Government first used a gradualist approach to tackle
Argentina's problems, but with little success. There was a modest gain in

real output led by real wage increases but, in order to finance a seemingly
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chronic public sector deficit, the Government was obliged to resort to
domestic financing, which produced a steady increase in inflation. The
Government entered into a stand-by agreement with the Fund but was unable
to meet the agreed targets. As the economy came perilously close to com-
plete chaos, the Government changed gears and moved to shock treatment in
mid-June 1985 with the Plan Austral and then reached agreement with the
Fund on revised targets.

5. The Plan's main features were: (a) introduction of a temporary

wage-price freeze to be supervised through spot-checks. However, before
that a number of critical prices were adjusted. These included various

public sector prices and an 18% devaluation; (b) a drastic cut in the over-

all public sector cash deficit, with the purpose of reducing it from 12.5%

of GDP in the first half of 1985 to 2.5% in the second half of 1985. This

was to be accomplished by increasing tax revenues, reducing real wages, and

from falling interest payments resulting from lower inflation. The Govern-

ment committed itself not to resort to Central Bank credit and to finance

the deficit through capital inflows; and (c) a monetary reform introduced a

new currency, the Austral, pegged to the U.S. dollar at a fixed rate.

6. The initial results have been impressive: monthly inflation has

fallen from about 30% in May to 6% in June and about 2% per month on

average during July-November; the overall public sector cash deficit has

been cut down to slightly above 3% of GDP in the second half of 1985 with-

out Government recourse to Central Bank credit; the deficit of the current

account of the balance of payments has been reduced from 3.5% of GDP in

1984 to an estimated 2% of GDP in 1985. However, the stabilization program

is encountering difficulties. First, the Government has been unsuccessful

in containing the spending of some public enterprises and provincial

governments. Unless additional measures are taken, the public sector

deficit will exceed the Fund targets. Second, interest rates, although

lower, now stand at 3% per month and discourage private investment. Third,

the deficit in the current account of the balance of payments is expected

to widen again in 1986, primarily because of continued deteriorating terms

of trade and recent floods which have hampered agricultural production.

II. Objectives of the Medium-Term Program

7. In the design of a program for the medium-term recovery and

development of the economy, it is important to recognize that the continua-

tion of the Plan Austral is a necessary precondition for any program.

Thus, even a base case scenario will require a continuing series of policy

steps building upon and strengthening the program initiated in mid-1985.

In laying out the scenarios of the medium-term program, three objectives

have been established. First, recovery of Argentina's growth performance

to the traditional 4-1/2%. Second, that a modest but steady improvement

in real per capita consumption is a necessity for the social and political

maintenance of the consensus behind any economic program. Third, that the

ratio of debt to exports must be brought down to levels where the normal

role of foreign capital in the Argentine economy can be reestablished.

8. Real per capita consumption has been declining for some time and

in 1985 was lower than any time in the past 15 years. With interest pay-

ments on foreign debt currently absorbing almost 40% of savings and 7% of
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GDP, it will be difficult to find much scope for improvements in real con-

sumption. Nevertheless, the base case scenario explores the costs of pro-

viding a steady but modest improvement of 1% per year within a 3% real

growth rate, while the high case explores the possibilities of accelerating

this to 2% per year within the next decade in the context of a 4-1/2% real

growth rate. On the external side, the objective is to reduce the burden
of debt from its current high ratio of 5 times exports to more manageable,

but still high levels of roughly 3 times exports by 1990, with the further

objective of approaching ratios significantly below this during the follow-

ing decade. Finally, it should be emphasized that the magnitude of the

difficulties that the economy is currently experiencing is such that the

differences between the base case--maintenance of the Plan Austral--and the

high case--maximum effort--are fairly small in terms of results until

1989-90.

III. Implications of the Objectives of the Medium-Term Program

9. In assessing the implications of the objectives of the medium-

term program, two key structural characteristics of the economy must be

explicitly recognized. First, the economy is a relatively mature one with

relatively small increases in population and labor force which, over the

past half century, it has never exhibited the high growth rates character-

istic of more normal developing countries. Thus, it would be unrealistic

to expect growth rates of GDP to exceed 5% over a sustained period, even

under conditions of maximum policy efforts. The second factor is the

immense size of the external debt, equivalent to two-thirds of GDP and

five times the size of exports. Even under the Plan Austral the economy

does not generate enough surplus on the balance of payments to cover the

interest on its debt. Thus, any program, even under the best of policy

conditions, will require net lending to Argentina (either as fresh money or

as capitalization of interest) for at least the next 3-4 years.

10. It is also important to point out that in our judgement it is

necessary that the Plan Austral, in itself a bold and significant policy

effort, be maintained, except for the wage price freeze, which should be

phased out during 1986. Thus, we have taken this as our base case rather

than setting forth the very dismal scenario that would emerge if we were to

extrapolate the performance of the 1980-84 period, which would involve a

stagnation in real growth, a continued decline in real per capita consump-

tion, a highly protected and inefficient domestic economy, continued high

debt to export ratios, and, in all likelihood, continued political instab-

ility. Thus, there is perhaps a less striking difference between our base

and high cases than in other countries where similar analyses have been

made.

11. Investment in Argentina has in recent years been an extremely low

share (13%) of GDP and has been characterized by inefficiency with high

ICORs. The program for the future does not call for massive new invest-

ments across the board, but rather selective investment in key areas, both

public and private, with a focus on increased efficiency. Thus, it is pro-

jected that in the base case investment might productively be increased to

about 15% of GDP by 1990 and about 17% by 1995 with private sector invest-

ment (currently 60% of the total) increasing about twice as fast as
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public. In the high case, the ratios to GDP are only slightly higher (16%

and 18%) but the ICORs are significantly lower as policy reforms, for

example in the energy sector, are implemented allowing a significantly more

efficient use of capital stock.

12. Roughly 40% of domestic savings is now being used to pay interest

on external debt. Even under the best of policies it is not likely that

this can be reduced to less than 20% before 1990. Saving itself, under

either scenario, should show a modest improvement in its share of GDP in

response to measures to reduce the public sector deficit and encourage
private sector savings. The latter could be supported by the financial

sector reform as well as by the improved investment climate generated by

the policy package.

13. The exchange rate established in the June 1985 measures repre-

sented a more than competitive parity for the Austral. While there has

been a modest domestic inflation since that time, the currency has not, in

the opinion of the IMF, yet moved to a non-competitive position. It is
expected, however, that during the period covered by our projection, the

authorities will take the required policy measures, including--if

necessary--periodic adjustments of the exchange rate in order to maintain

the approximate competitiveness of the currency that existed during the

latter half of 1985.

14. The key to Argentina's recovery and to the reduction of the heavy

debt burden is the performance in the export sector. This is made all the

more difficult by the relatively small degree of openness of the economy;

exports are currently only 14% of GDP. In addition, the current weak posi-

tion of the commodities that make up most of Argentina's exports does not

augur well for rapid improvements in earnings in the short-run, even with

maximum productive efforts by the country itself. Given that beef, wheat,

soybeans, and sorghum are key commodities, it is unlikely that after

1985-86 improvement in production there will be more than 2-3% long-run

real growth in exports. In the high case, full implementation of our

policy recommendations in agriculture, trade, and more importantly in the

energy sector, could result in real growth of exports in the 5% range.

15. On the import side the projections imply different assumptions on

opening up the economy and, thus, on the share of GDP, given a competitive

exchange rate and the phasing out of import restrictions. Under the base

case, because of the necessity to have a modest improvement in per capita

consumption, total external debt rises until 1992; in the high case this

peak takes place until 1990, when the country begins to pay its debt. In

the high case, the projection also assumes that there will need to be a

significant opening up of the economy, and in particular, an acceleration

of the value of capital goods imports, reflecting a capital deepening.

16. External debt, including short term, is currently just under

US$50 billion. The debt service ratio, including short-term interest pay-

ments, is currently over 100% of exports.Not only does this debt present a

serious impediment to the resumption of normal international financial

relations for Argentina, but it also represents a heavy burden on domestic

resource mobilization. At the present time, the interest payments on all

of Argentina's debt are over US$5 billion, while the resource surplus on
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the trade account is only slightly above US$3 billion. Thus, not only must

exports grow, but efforts need to be made to reduce the size of the debt in

relation to the economy. The implication of the current situation is that

as there is an insufficient resource surplus to pay interest on the debt at

least for the next two to three years, Argentina will have to arrange for

lending to cover this requirement. Reschedulings, whether officially or de

facto, will be required throughout the rest of the 1980s with the possibil-

ity of some potential for repayment of commercial bank lending during the

1990s.

17. The projections are based on the assumption that all debt to com-

mercial banks as of the end of 1985 is serviced on interest with amortiza-

tion being fully rolled over, and all other debt is fully serviced includ-

ing all new debt from commercial banks. When the projections reach the

point that all such payments can be made without fresh borrowing, the

surplus is assumed to accumulate in reserves. At that point four choices.

will be available to the Argentine authorities by 1992 in the base case and

by 1990 in the high case to: (i) repay principal on pre-1986 commercial

bank borrowing; (ii) increase imports with a view to accelerating growth;

(iii) increase imports so as to improve consumption levels; and (iv)

accumulate foreign exchange reserves and earn interest on them. There is

no clear-cut case for preferring any one of these alternatives. It is

quite probable that increased investment in the Argentine economy, beyond

the point where growth is in the 4-1/2% range, would not increase growth

further, but rather lead only to increased inefficiency in the use of

capital. Repaying the principal of the pre-1986 commercial bank debt is

certainly possible, but would only be desirable if it would enhance

Argentina's creditworthiness. Increasing reserves is not an end in itself,

it simply increases the resources available to be spent and the temptation

to spend them on large projects. If higher consumption levels than those

projected in the above analysis are politically necessary, then the

external resource requirements to effect full recovery will be higher.

Finally, the authorities could certainly use the resources to increase con-

sumption even earlier than projected, which while certainly attractive,

could lead to increased inflationary pressures on the non-tradeable sectors

of the economy. Clearly, the authorities, when the time comes, will

utilize a mix of the four alternatives; the point is that this should be

done in a careful and balanced fashion. The purpose of the present

exercise is to indicate at what point in time such an option might be

available rather than to specify exactly what choices should be made.

Thus, the choice of repaying debt has been adopted in our projections 
on a

purely notional basis.

18. In recent years, Argentina has been characterized by high fiscal

deficits and, as stabilization was set in place, by very low ratios of

money to GDP--M1 to GDP was as low as 3% and will probably 
finish 1985 at

about 6%. The dilemma facing the authorities is how to increase the avail-

ability of money in the economy without raising inflationary pressures.

Accordingly, the money expansion must be very modest and in both scenarios

we have assumed that the policy packages are consistent with an expansion

of the money to GDP ratio to 10% of GDP over the next four years. The

fiscal deficit will be very difficult to reduce over the short run given
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the high debt servicing burden placed on public finances and the structural
problems in state enterprises, particularly YPF (Yacimientos Petroliferos
Fiscales). We have thus assumed that the deficit can be reduced to 3% of
GDP during 1986, but that in the base case it will fall no further. In the
high case the policy reforms, particularly in YPF, should allow a further
drop to 2% of GDP, but this, we believe, is a reasonable and attainable
long-run structural ratio of the deficit.

IV. Policies, Institutions, and Priorities

19. Argentina has the potential to reverse the current recessionary
trends in economic activity and gradually achieve respectable growth rates
while reducing its debt to exports ratio. Fulfillment of this potential in

a high case scenario is predicated on the adoption of comprehensive policy
reforms.

20. In a first stage, the Government has put into place a comprehen-
sive program to stabilize prices, reduce the fiscal deficit and strengthen
the external accounts. The next hurdle that needs to be overcome is the
transition from a wage and price freeze (where, in effect, not all prices
and wages have been frozen) to a regime of price flexibility. To proceed
on this course without once again destabilizing the economy, the Government

needs to undertake measures which should permanently reduce the fiscal
deficit and avoid using Central Bank credit to finance it, so as to create

an environment for breaking medium-term inflationary expectations as it
implements a concerted and gradual phasing out of the freeze. Such a
phasing out should be done gradually and with sufficient support from
producers, retailers and trade unions to avoid a rekindling of inflation.

21. The Government has stated its intention to address the root
causes of Argentina's economic woes through comprehensive medium-term pro-
gram of structural reforms. At the moment though it is still seeking its
way,- the elements for an integrated program have not yet been put
together. It is considering to eliminate most quantitative restrictions on

imports and replace them by tariffs. It is also planning to reduce state
participation in the industrial and petroleum sectors. Further, it has
indicated interest in Bank support for the privatization of its petrochem-
ical holdings in the Fabricaciones Militares complex. However, the Govern-

ment is moving only slowly in opening up petroleum exploration and exploit-

ation for the private sector; likewise, in telecommunications, it has

decided to entrust the expansion of the seriously defective telephone net-
work to a public sector company (ENTEL) that has been unable to operate the

existing systems satisfactorily. The Government needs to act on several

fronts simultaneously: improve the incentive system for the private

sector, define a policy for the public sector, streamline public expendi-

tures, eliminate distortions in the financial sector, and strengthen the

infrastructure required to support exports. The following paragraphs sum-

marize our judgment on the relative importance of the policies and measures

required to achieve the objectives mentioned above.

22. The Government should give first priority to eliminating export

taxes and quantitative import restrictions. As of October 1984, the aver-

age import tariff was about 23%. A comprehensive trade policy reform,
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including lower rates of effective protection only seems feasible once the
economic recovery is well under way. Meanwhile, a gradual process of rati-
onalizing the trade regime should support a concerted major drive to pro-
mote industrial exports. We have estimated that such a program, which
could be supported by Agricultural Sector, Trade Policy and Export Promo-
tion Loans, could generate incremental foreign exchange earnings of about
US$1.2 billion from agricultural exports and of US$1.3 billion from indus-
trial exports by 1990; however, this would require new offsetting fiscal
measures.

23. Policy reforms in oil and gas are crucial for the high case
scenari to materialize. The Government has indicated its intention to
allow for a broader role of the private sector, both foreign and local, in
the development of Argentina's hydrocarbon resources. However, it has been
slow in defining specifics and in taking concrete action. Key among the
requirements for the promotion of gas and oil developments are more attrac-
tive and stable incentives for the private sector, award of attractive new
exploration and exploitation contracts, limitation or elimination of con-
-vertibility risk, access to domestic credit (i.e., "apex" financing
arrangements) and rationalization of the price structure of hydrocarbon
products in line with economic costs. There are also possibilities to
enhance the participation of the private sector in the gas transportation
and distribution system. We have estimated that Argentina has the poten-
tial to export around 70,000-120,000 barrels per day amounting to US$0.6 to
US$1.0 billion of crude oil/petroleum (at US$24 per barrel) products by
1990. Moreover, annual investment requirements during 1986-90 of about
US$1 billion for petroleum and US$0.5 billion for gas cannot be met by the
public companies. At the same time YPF is the single major source of the
public sector deficit, because it keeps for itself the taxes it collects
for the Central Government, since its expenditures are much larger than its
revenues. Bank lending in support of rational hydrocarbon development
policies could include Refinery, Supplemental Oil an Gas Sector (policy-
based), Gas Pipeline and Oil and Gas Private (project financing) Loans.

24. Eliminating the existing distortions which do not allow capital
markets to operate efficiently will be a key to stimulating investment for
capacity expansion. However, because of the risks of a financial crisis
involved in a comprehensive financial sector reform, the needed reform has
to proceed in stages. First, real interest rates could be reduced sharply
if longer-term inflationary expectations were to be broken. A fall in real
interest rates would also become possible by removing present surcharges,
shifting the burden of reserve requirements to sight deposits with very low
requirements on time deposits, and reducing controls to direct credit. The
Government would also need to strengthen the supervisory role of the
Banking Superintendency. In particular, the Government should not give
preferential treatment to government banks. Second, the Government should
initiate a program to restructure the sector through mergers and
acquisitions by means of increasing minimum capitalization requirements and
temporary fiscal measures to promote consolidation. However, the
Government needs to proceed with caution, perhaps first concentrating on
public sector banks, particularly the provincial banks that are inefficient
and close them down.. A proposed Financial Sector Reform Loan has
tentatively been included in our program.
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25. A framework for reforming the public sector should include the

medium-term role of the public sector in the productive areas; namely, to

both restructure (oil and gas, railways and telecommunications) and

privatize public sector enterprises (petrochemicals and steel). Moreover,

its share of public sector investment in total investment should gradually

decrease. The public sector should not have preferential access to

credit. Budgetary policy should be such that only transfers for equity

take place and that operating losses of enterprises or the public banks not

be financed by either the Central Bank or the budget, except on a temporary

basis. At the same time, the public sector should have freedom to set its

prices within certain regulatory limits for monopolistic services.

Finally, enterprises should be managed as commercial entities, including

policies over wages, recruitment and dismissals. A proposed Technical

Assistance Loan would assist in formulating the above framework.

26. In the context of implementing the reform of the public sector,

the Government also has to place emphasis on reorganizing its own house.

The thrust of this effort should be to reduce public sector employment

(through attrition) and to improve the efficiency of public sector

enterprises including adequate cost recovery policies. Analytical work to

improve the efficiency of public enterprises [especially YPF, ENTEL, Rail-

ways, SOMISA (steel)] has been initiated. Preliminary results indicate

that restructuring (technical, financial and organizational/management) of

these enterprises could lead to major gains in their efficiency and compet-

itiveness, while at the same time strengthening public sector finances.

The Bank could support restructuring, which would be a lengthy and diffi-

cult endeavor through sector loans in transport, energy and enterprise

specific loans for SOMISA and ENTEL.

27. Similarly, the Government will need to prepare and review care-

fully the priorities of a medium-term public investment program. Our re-

cent review of a preliminary investment program has indicated the following

priorities in the transport and energy sectors, which account for about

half of public sector investment: (i) improvement of port services; (ii)

reconstruction/maintenance/graveling of high-trafic roads; building of

feeder roads for the main export corridors; (iii) enhanced oil recovery/

liquid extraction and gas gathering projects, acceleration of oil and gas

pipeline construction; (iv) reinforcement of power transmission/distribu-

tion lines. The Government has to strike a better balance between new

investment and maintenance; to introduce uniform investment criteria;

define priority projects; and establish a central review for all public

investment projects. In this connection, a central project processing/

monitoring unit would go a long way in helping to implement the criteria

and investment priorities that are agreed upon. As regards investment

financing, improvements in tax administration and rationalization of public

tariffs should be undertaken simultaneously with the elimination of ear-

marked funding (special funds) which are not conducive to efficient

resource allocation. The Bank could support government efforts in this

context through Technical Assistance, Bahia Blanca Ports I/II, Yacyreta

supplemental, Power Distribution and Transport Sector Loans.
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V. Scenarios

28. This section is a description of the type of e lution of the
economy that we expect to see under the two different policy scenarios.
The differences in the scenarios are essentially a matter of degree in
timing and intensity of implementation of policy reforms, which would con-
dition, again as a matter of degree, a return of confidence and, conse-

quently, direct private investment (both domestic and foreign). As was

pointed out earlier, the base case requires the maintenance of the Plan
Austral and thus needs a significant degree of continued policy action on

the part of the authorities. As noted, a true base case would imply a

return to the chaotic and disastrous policies of the early 1980's and would

be characterized by escalating debt, high inflation, declining per capita

consumption, and stagnant GDP. The Plan Austral represents a bold repudia-

tion of these policies on the part of the Argentine people and an implicit

assertion that the Plan, even with its present and future sacrifices repre-

sents a minimum acceptable state of the economy.

29. The central sequence of policy actions and responses in the econ-

omy centers on the necessity at first on increasing exports as rapidly as
possible so as to address the overriding balance of payments and debt con-
straints. Thus the policies in the immediate future are aimed at export-

ables and at the incentives to export. As the economy has a moderate de-

gree of unutilized capacity in most sectors, the initial thrust will be on

pricing. To this end the agriculture policies are directed at a reduction

in export taxes and a reformation of credit policies. Similarly in the

manufacturing sector where trade policy reform is an early priority. In

both these sectors there is enough capacity that it will be several years

before new investments need come on stream. In order to effect this how-

ever, it will be necessary for a reform of the financial sector to have

taken place, ideally by early 1987, so as to lower the real cost of capital

to investors while simultaneously increasing the incentives to savers. A

second key to the recovery will be the oil and gas sector. Here the

country has a substantial potential, not only for natural gas, but also for

petroleum. In the short-run the issues can best be addressed by the

encouragement of the private sector in the industry, by allowing the

private sector into the exploration and development phases, by reducing

part of YPF's investment program (drilling and exploitation) and giving the

private sector the responsibility to undertake it, and by encouraging

technical developments in the extraction of existing wells. Finally, there

are issues that affect the fiscal strength of the country including an

early start on attaining adequate pricing in natural gas, power, and water

and sewerage, improved planning, the scaling down of the public investment

program, and monitoring of public sector investment. This latter program

should not only be aimed at allowing the private sector greater participa-

tion in productive sectors, but also in focussing the investment of the

public sector in key infrastructural areas (such as ports and transport

corridors).

30. In the high case scenario, a very significant policy measure con-

cerns the building of gas pipelines and this requires an early settlement

of the COGASCO issue. This policy initiative will allow a dramatic change
in the energy accounts of the balance of payments, by allowing the gas

associated with petroleum deposits to be taken off and thus allowing a sub-

stantial increase in petroleum output. In addition this scenario will
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require high levels of private investment in the sector. In both cases, it
would be necessary to improve extraction from existing wells, private
sector participation in exploration and development and moderate private
sector investment. In the agricultural sector, while the base case would
only envision export taxes being dropped to the May 1985 level, the high
case would phase out most of them and would focus on public investment in
the transport infrastructure between the producing areas and the ports. In
the trade field, the base case will require policy actions. The high case
assumes a significant opening up of the economy and may require further
improvements in the competitiveness of the exchange rate, but will
certainly require coherent and stepped-up efforts on export promotion and
improved management and recapitalization of enterprises. In the base case
scenario, adequate pricing policies will be requiredin the power sector.
In the high case scenario, the power sector will require expanding the
transmission and distribution network and the completion of ongoing power
generation projects (including Yacyreta) based on adequately projected
demand requirements. Finally the distinguishing characteristic of the high
case scenario will be the expanded and enhanced role that the private
sector must play in the economy. Private investment must double in real
terms within the next seven years. This can only take place with a
coherent and productive environment for the private sector coupled with an

efficient financial system.

VI. Action Program

31. The policy reform proposals included in the high case scenario
should be implemented on the basis of annual action programs. This section

outlines in detail the annual action program for 1986. A summary of the

annual action programs for 1987-90 is outlined in the attached Policy
Matrix (Annex I) These of course would be reviewed and modified to take

into account the results of the implementation of " each annual action
program and changes in the external environment. Discussion of the policy
requirements under the base and high case scenarios for 1986-90 is included

in Section V above. A summary discussion of sector policies is included in

the attached Sector Policies (Annex II).

1986 Action Program

32. The 1986 program would focus on: (a) agreement on a medium-term

macroeconomic program; (b) preparation of a medium-term public sector
investment and financing plan and external borrowing programs; (c) adoption

of revenue and expenditure measures required to meet the targets under the

Government's stabilization program; (d) gradual phase-out of the wage and

price freeze; (e) exchange rate measures to maintain Argentina's interna-

tional competitiveness as required; (f) improvement of the effective

exchange rate in agriculture; (g) gradual elimination of about half of all

import prohibitions and quantitative restrictions; (h) improving the admin-

istrative mechanisms of trade management; (i) facilitate financing for

exports; (j) initiate support of export services as part of export promo-

tion; (k) initiate reforms in the financial sector, and (1) introduce

measures which will produce a structural reform in the operation of enter-

prises in the energy sector. More specifically, this would require the

implementation of a number of sectoral actions.
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33. Agriculture: (i) removal of the temporary increases in export
taxes imposed in June 1985 (see para. 36 for offsetting revenues); (ii)
removal of the temporary increases in import tariffs on agricultural inputs
imposed in June 1985 and redesignation of tractors and agricultural
machinery from the "prohibited" to the "free" classification for imported
goods; and (v) initiation of studies to promote exports and improve
efficiency in the sector.

34. Trade: (i) import liberalization through the elimination of most

import licensing requirements: (a) reclassification of about 50% (2,000)
tariff positions from prohibited to free /and partial replacement by

tariffs; and (b) reclassification of about 50% (650) tariff positions from

prior consultation to free and partial replacement by tariffs; (ii)

achievement of free trade status for export industries, through the reform
of the temporary admission regime for imported inputs, along the following
lines: (a) simplification of administrative procedures; (b) guarantee of
automatic access for any products; (c) coverage of indirect exporters; (d)
extension to capital goods used for export production; and (e) extension of

the tax reimbursement scheme to exports processed under the temporary
admission regime; (iii) simplification of export procedures, eliminating
all unnecessry interventions by public sector agencies; and (iv) prepara-
tion of terms of reference for studies needed to support the adjustment
process: (a) study of tariff. protection with a view to actions that will
reduce tariff dispersion; and (b) study on the indirect tax content of
exports, with a view to actions to rationalize the system of tax rebates to

exports, as well as strengthening it vis-a-vis trading partners that might
be tempted to impose countervailing duties; (v) removal of the exclusive
linkage of pre-shipment financing with dollar-indexed or dollar deposits;
(vi) facilitate financing (pre- and post-shipment) by banks; and (vii)
develop a common integrated data base on markets and products for

exporters.

35. Financial System: (i) lowering reserve requirements; (ii) reduce

controls to direct credit; (iii) preparing a program for rebuilding of the

financial sector; and (iv) strengthen the supervisory role of the Banking

Superintendency.

Public Sector

36. Fiscal System: (i) identification of alternative sources of

fiscal revenues and taking appropriate measures as needed to maintain the

fiscal deficit at levels commensurate with the ceilings of the Government's

stabilization program (estimated at about 3% of GDP for 1986); (ii) satis-

factory progress on a program for preparation and implementation of federal

land tax; and (iii) tax administration: (a) initiate the improvement of

information flow by unification of taxpayer identification for each

separate tax collecting entity; phase out expensive visit system in favor

of distribution of information on cross-compliance; increase penalities for

evasion; and concentrate audit efforts on VAT; (b) eliminate tax amnesties;

and (c) focus excise tax collection on commodities where the Government has

direct control over the collection.

37. Public Enterprises: (i) decision to restructure and privatize;

(ii) initiate reduction of employment through attrition; (iii) introduce
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managerial accountability and cost accounting; (iv) initiate real tariff
increases in electricity and water supply enterprises; (v) minimize coal
investments; (vi) postpone major hydroelectric projects (Yacyreta); (vii)
cancel the expansion of the petrochemical production capacity in Bahia
Blanca, of the SOMISA new sheet steel rolling mill and the shipyards expan-
sion; and (viii) establish clear criteria for public enterprise management
on a commercial basis.

38. Energy: (i) reduction of YPF budget deficit (from projected
US$1.1 billion to US$0.4 million) through: (a) cuts in the investment
program. Cut proposed program of US$1 billion to US$600 million (with the
private sector undertaking these investments) by reducing exploration and
production activity from a proposed 130 exploration and 850 production
wells to 50 exploration and 250 production wells, focussing on high-
yielding fields and secondary recovery projects making maximum use of
existing shut-in wells and well repairs. New oil production contracts with
private companies would supplement YPF's production efforts. Continue
infrastructure investment, mainly refinery conversion, which should be com-
pleted on time and could not be farmed out to the private sector at this
stage; (b) cuts in the operating budget. Establish action plan to achieve

operating cost reductions estimated at about US$0.3 billion through savings

due to reduced drilling activity (US$0.2 billion) and efficiency improve-
ments (US$0.1 billion); and (c) introducing a monitoring mechanism.
Establish independent monitoring body reporting to the Ministry of Economy
which supervises YPF's budget programs on a continuous base and approves/
countersigns major decisions/expenditures; (ii) private sector oil explora-

tion and production: (a) new private oil production contracts. Establish

action plan to farm out explored areas to local and foreign oil companies
under production contracts. Achievable private sector investment estimated

at US$200-300 million annually; (b) private oil exploration contracts.
Complete first bidding round for 32 areas (of 164 already defined areas)
for new risk contracts by February 1986. Complete second round for another

30 areas during 1986. Estimated investment possibilities: about US$200
million annually once drilling phase of awarded contracts starts; and (c)
financing of private sector operations. Allow export of crude oil or
petroleum products for limited recourse financing schemes. Improve dis-
bursement procedures for World Bank funds managed by BANADE. Utilize IFC

funds as matching funds to mobilize additional on-lending loans from com-
mercial banks; (iii) YPF organization improvement: (a) Establish action
plan to implement accounting and financial management systems to allow cost

control by activity and clarify accountability of YPF managers; and (b)
institute a high-level government committee to prepare options and

approaches to restructure YPF and to introduce workable competition in the

petroleum sector; (iv) gas sector: (a) begin Northern Pipeline expansion

with clear schedules and budget provisions; (b) prepare transmission pipe-

line expansion program (Central West and new Western Pipeline); (c) resolve

the COGASCO dispute in 1986; and (d) introduce new financing schemes such

as limited resource financing guaranteed by petroleum export revenues; and

(v) power sector: continuation of real tariff increases.

39. Water and Sewerage: Continuation of real tariff increases.
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VII. Difficulties in Implementing Policy Reform

40. The proposed policy reform program outlined in the preceding sec-
tions constitutes a major -task. With the exception of privatization, the
proposed policy reforms in the agriculture, trade, energy and financial
sectors are necessary for the high case scenario to become viable.

41. The reform of agricultural sector policies will be criticized by
the conservative agricultural producers who are dead set against a land
tax. Within the Government, at a time of great fiscal stringency, the
Secretary of the Treasury is justifiably uneasy about the elimination of
taxes that are very easy to collect (export taxes) and their replacement by

a new tax that may prove harder to collect (the land tax).

42. Trade policy reform is an extremely sensitive area. The previous

import liberalization attempt was a bitter disappointment: entire indus-

tries disappeared, industrial employment declined in absolute terms, and
small and medium scale industries were particularly hard-hit; and the

country had nothing to show for it. Thus, any effort perceived as reviving

the "Martinez de Hoz policies" would be doomed to failure now. For this

reason, the proposed program of policy reforms focuses on achieving free

trade status for export industries, shying away from a comprehensive tariff

reform that would decrease the already low average effective protection and

its dispersion. This would be a way of maintaining the dialogue open on an

issue whose sensitivity might diminish in a few years. Proceeding differ-

ently--that is to say, raising the issue of decreases in average effective

protection at this point--would be extremely counterproductive. Business

and labour leaders would present a united opposition front. The better
investment climate that the Government is painfully trying to reconstruct
would deteriorate sharply and the Bank's policy dialogue would be seriously

jeopardized. Yet it must be recognized that so long as the import regime

remains restrictive, additional external financing under the Baker proposal

or repatriation of Argentine assets now held abroad might have inflation-

ary consequences.

43. The major reforms proposed in the energy sector are likely to

provoke opposition from several sectors. Drilling contractors which now

execute about half of YPF's annual drilling program, will vehemently oppose

any cuts that jeopardize their service contracts. This would be supported

by provincial governments in oil-rich areas if reduced state production

activity resulted in a loss of royalty payments and reduced employment of

workers in the oil service industries. 'These concerns could be addressed

by awarding a substantial amount of production contracts to private sector

firms, which would shift risk and financing burdens to the private sector.

In particular, foreign firms would be able to service capital more easily

and could improve production efficiency more quickly than local firms.

Moreover, any privatization of oil production, introduction of more com-

petition or the restructuring of YPF, are likely to encounter resistance

from YPF's management, unions, and political forces within the Radical

Party (traditionally supporting public sector dominance of oil and gas

activity). This could be addressed by the creation of new private

sector. jobs through the increase in private sector activity and by

improving performance incentives within YPF. Basically, however, these

groups will have to be convinced that the proposed policy reforms will
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improve the Government's fiscal deficit and the balance of payments
prospects.

44. The reforms proposed in the transport sector will receive strong
opposition from the Transport Secretariat (within the Ministry of Public
Works and Services) which does not concur with policy recommendations
originating from development institutions. In addition, major changes in
the railways will be difficult, given that these inevitably will require a
massive reduction in personnel.

45. Financial sector reform is likely to be resisted by the owners and
managers of those financial institutions that are least likely to survive
and by the public sector-owned provincial banks. Since restructuring will
unavoidably imply the closing down of some institutions and branches, it
must be expected that, the banks' employees unions will agitate to defend
their members' jobs. Pressure will be applied on the Government to absorb
the redundant employees (about 30,000) which it will not be in a position
to employ.

46. Privatization efforts in all sectors are likely to be resisted,
even by some groups within the Radical Party. The issue is complicated,
moreover, by the administration's reluctance to antagonize the armed forces
unduly, and the fact that some of the more obvious privatization cases are
the Defense Ministry's steel and petrochemicals industries. Even in the
event that privatization could take place, the availability of buyers and
lack of financing could pose a serious constraint to divestiture.

VIII. Monitoring of Policies

47. The Bank would follow the Colombian model to monitor the progress
of the Government's medium-term program. However, different from the
Colombian case, we would expect that the Government enter into formal
standby agreements with the Fund. Such monitoring would be implemented
through yearly assessments of a medium-term macroeconomic and public sector
investment programs. This would include the adoption and direction of
policies to ensure the programs' future viability. Consideration of policy
based loans which would include specific agreements on agricultural, trade,
energy and -financial sector policies and public sector reforms, and on a
successful implementation of the above mentioned programs. We would push
to reach an agreement with the Government on the above before we present a
proposed Trade Policy Loan to the Board. We would also include in the
programs specific agreements on the adjustments of prices of public
utilities to appropriate levels, together with corrective actions on the
overall economic program as required, and actions to increase the role of
the private versus the public sector, including foreign investment. On the
basis of the above, we would undertake regular supervisional exchange of
views with the Government. The Bank's yearly assessment of the macro-
economic program would take into account the IMF's review of its stand-by
agreement with the country, particularly as it relates to targets on net
international reserves, the fiscal deficit, total credit of the Central
Bank, net credit of the Central Bank to the public sector and the level of
public sector debt on a quarterly basis. The Bank's overall assessment
would incorporate the IMF's view on progress with respect to achieving and
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maintaining export competitiveness in the current stand-by, and in subse-

quent ones, to be negotiated once the current one expires in March, 1986.

As part of this process, we will propose to the Government that it prepare

and send to the Bank two reports on a yearly basis, summarizing the status

of implementation of the medium-term program to be agreed with the Govern-

ment. The first status report would also serve as a basis for a mid-term

review. These reviews would also form the basis for the release of the

tranching under new policy based lending.

IX. Stabilization: Relationship with the IMF

48. The principal aim of our relationship with the Fund will be to

develop an operationally effective understanding before their next stand-by,

negotiation (March 1986). The purpose of the proposed relationship will be

to: (a) agree on a medium-term framework necessary for the country to

become creditworthy and resume real economic growth; (b) agree on a stabi-

lization approach that is compatible with growth objectives; (c) receive

their input and support to ensure that the Government's medium-term invest-

ment program will be financially viable; (d) define the respective roles in

monitoring; and (e) incorporate the IMF's view in progress with respect to

stabilization and maintenance of export competitiveness in the Bank's over-

all assessment of the adequacy of the Government's medium-term macroecono-

mic program. Consistency between stabilization and medium-term growth will

be essential, and thus the Bank's and Fund's programs should be worked out

concurrently. The IMF would be responsible for the stabilization aspects

of the medium-term program; the Bank would be responsible for the growth

and efficiency aspects (Section VIII above). Continuous consultations

would take place to ensure that stabilization and growth objectives are

compatible with each other. In this connection, Fund/Bank consultations

would also focus on the stabilization issues to be covered by Fund missions

and on the issues which Bank economic missions and policy based lending

operations would cover. The Fund's expertise in the fiscal area would be

sought to complement our analyses regarding the introduction 
of new taxes

in our policy based lending and for the supervision of the tax policy and

tax administration activities in the proposed Technical Assistance Loan.

X. Financing Requirements

49. Given the above objectives, policies, and constraints, it is

estimated that between 1985 and 1990, even with the best achievable policy

package, the Argentine economy will require net flows (excluding 
IMF and

direct foreign investment) of some US$8.7 billion, the bulk of which would

have to be concentrated in the 1985-87 period. With the more modest policy

package the flows would be more in the range of US$9.5 
billion. It is

envisioned that this would require gross disbursements of about US$18

billion and commitments of about US$14-15 billion in either case. 
The

Argentine economy itself has not been characterized as 
one with large trade

deficits. The country's indebtedness increased during 1979-82, mainly

because of a misguided policy experiment which was followed by a huge

capital flight and because of an unfortunate military 
action. For this
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reason Argentina may develop the capability to repay its external debt if
policies appropriate to fully utilize the country's potential are imple-
mented, provided the Government does not opt for substantially higher con-
sumption levels. In the base case, longer maturities for fresh money from
the commercial banks would be required as compared with the high case where
such borrowings could be repaid over a shorter period of time. In the base
case, some 60% of the net flows would have to come from the commercial
banks, concentrated mainly in the early years of the program. In the high
case, the commercial banks' share would be somewhat lower (about 50%) as
the potential to service the debt fully would appear sooner (1988 as
compared the base case (1990). World Bank commitments for 1986 would amount
to about US$630 million in both cases, since the level of commitments would
be significantly firmed-up. From 1987 onwards, commitments would average
US$500 million per year in the base case; and in the high case, US$800
million in 1987 and US$900 million per year during 1988-90. In the base
case the World Bank share of debt outstanding and disbursed would be under
4% while in the high case, the World Bank share would go up to 5%.
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ARGENTINA - PROPOSED MEDIIH-EM ADJUS'1MEN' AND GROWIH PROGRAM

High-Case Scenario

Main Goals: (1) To restore and sustain real economic growth of 4% on average during 1986-90, and 4.4% during 1991-95.

(2) To expand exports in real terms by 5.4% on average during 1986-90.

(3) To mintain a sound balance of payments position consistent with a reduction
in the debt to exports ratio from 5% in 1985 to 3 in 1990.

Note: * indicates actions to be implemented in one year; indicates actions coverirg several years.

Kecent Actions Proposd nffrg
Area Pblicy Objectives Taken by Covernment Further Measures Pecomejnded No0 0/ W 01 W

A. 'IADE, INDUSTRY

AND AGRICULTURE

1. Exchange Rate Maintain international Crawling peg devaluations Maintenance of competitive
Policy competitiveness during irst half of 1985 exchange rate policy through

18% devaluation in June 1485; periodic adjustments which are
continuing depreciation of equal to the difference between
the real exchange rate domestic and international
vis-a-vis major trade inflation.
partners

Improve the effective Export tax on wheat reduced Phased reduction of export
exchange rate in from 26.5% to 15% (September taxes on agricultural
agriculture 1985); smaller reductions in commodities by 1988 to no more

other comodities than 50% of te rate in force
on May 1,1985; by 1990 to 5% of
agricultural exports; and 1y
191 complete elimination.

Inprove the effective Export taxes on agroindus- Mall rebates on direct and
exchange rate in industry trial exports eliminated indirect taxes paid by

(August 1985) exporters. *

2. Import/Export Eliminate prohibitions and Phased elimination of most
Regine quantitative restrictions imprt licensing requirements:

(i) reclassification of 4,000
(10/.) tariff positions from
prohibited to free list and
partial replacement by
tariffs (ii) reclassification
of 1,300 (100%) tariff
positions from prior approval
to free list and partial
replacement by tariffs
(iii) redesignation of
tractors and agricultural *
machinery from the prohibited
to free list.
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Recent Actions Propsed Timing
Area Policy Objectives Taka by Government Further Measures Recommended 00 / W

3. Export Provide inputs for Reform of the temporary
Incentives exporters at world prices admission regime for imported

inpu- ts:
Reduction of import tariffs (i) guarantee of automatic *

access to any input; (ii)
Improve the administrative gradual coverage of first-line *
mechanism of trade suppliers of exporters; (iii)
management gradual extension to capital *

goods used for export
Provide export support production
services and adequate and
timely information Removal of the temporary *

increases in import tariffs on
agricultural inputs imposed in
June 1985

Preparation of studies needed
(i) to rationalize the import
tariff structure
(ii) to rationalize the
structure of tax rebates for
exports

Implementation of reccuenda-
tions of above studies

Simplification of export
procedures, unification of
agencies authorized to review
and approve export applications

Formation of a joint
organization to provide institu-
tional support for marketing,
storage, quality guarantee,
legal assistance lobby. De-
velopment of an Integrated data
base.

4. Export Expand available resources Removal of the exclusive *
Financing linkage of pre-shipuent

financing with dollar-indexed
or dollar deposits; and
encouragent of joint
financing by banks

Review the level of financing
subsidies.
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Recent Actions
Area Policy Objectives Taken by Government Further MKasures Recomended

Allowance of export plans by *
firms as a basis to determine
the amount of Central Bank
credit lines for financing.

Broadening risk coveraW- of *
exporting firms.

5. Agricultural Provide narketing Provision of market places andnarketing infrastructure information for non-traditional

Expand transport and agricultural products.

storage facilities Promotion of private sector
participation.

6. Agricultural Financing increases in Increase availability of short- *Credit . production. and long-term credit.

B. FINANCIAL SYSiTM

1. Interest Rates Reduce real costs of lowerirg reserve ruirements
financing for investnents. on time deposits and sight

deposits.

2. Sector Create a healthier Increasing minimum capital
Restructuring financial sector. requirements for financial

institutions.
Temporary stock purchasing to
faellitate adjustment and
consolidation.

Institutionalization of deposit
and esployment insurance
systems.

Prepare a progran for
rebuilding of the financial *
sector.

Removal of the 2% ISSBE
(Institute of Social Services
for Bank employees) surcharge
and its coverage by alternate *
fiscal measures.
Renoval of the CRM (a device to *
reallocate differential reserve
re uirenents).
EAMnation of credit *
subsidies.
Redume controls to direct *
credit.
Strengthen the supervisory role *
of the Banking Superintendency.
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Recent Actions Proposed Timng
Area Policy Objectives Taken by Government Further Measures Peommended 191M ?/ W M W

C. FISCAL SYSThN

1. Tax Structure Broaden the corporate tax Inclusion of rural properties Include profits on the sale of *
base to capital gains tax property

Improve the buoyancy of tax Elimination of ust industrial
systen, shift the burden to incentive exemptions fran VAT.
direct taxation

Focusing excise taxes on
commodities where Government
has direct control over the *
collection

Eliminate anti-export bias Introducirg a federal lan: tax
of the tax system as export taxes are phased out *

2. Tax Administration Improve the effectiveness Unification of tax payer -
of tax administration identification for each

separate tax collecting entity

Phasirg out expensive visit
systen in favor of distribution
of informatio on cross-
-compliance

Increased penalties for evasion
and tax delinquency

Concentratirg audit efforts on
VAT

Elimination of tax anesties
*
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Recent Actions Ppsed idg
Area Policy Objectives Taken by Government Further Measures Recomnended w /kl

D. PUBLIC SECIOR

1. Central Govt., Definition of medium-term [kcison to restructure and *
Public Enterprises public/private sector roles privatize public enterprises.
and Investment

Establish clear criteria fcr *
Improve efficiency of A coanission for the public enterprise management on
operations privatization of a group of a conuercial basis.

public enterprises has been
Eliminate bottlenecks established. Reduction of public employment
constraining trade through attrition.
expansion A set of studies to guide

public sector reform has been Wage differentiation and
initiated. productivity bonuses.

Introduction of managerial
accountability and cost
accounting.

Phase-out public sector Phasing out the production of
investment in non priority goods and service lines.
areas

Phasing divestiture of those
enterprises that are not
producing a true public good
and/or service.

Elimination of budgetary
support to enterprises and of
preferential credit.
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Recent Actions Propsed Timing
Area Policy Objectives Taken by Government Further Measures Recommended ?5/ W W ai

Mobilize and allocate National Development Council Elimination of earmarked funds *
resources to priority (CONADE) was reestablished to for non-priority projects.
investments redirect public investment

Allocatirg to enterprises a
higer percentage of tariffs

ty users, as the Treasury
rebuilds its own revenue
sources; continuation of real
increases in water and
electricity tariff revenues;
and preparation of a *
medium-term public sector
investment program and
financing plan and external
borrowing program.

2. Energy Sector Better use of energy Major cuts and postponements Government decision on the *
resources in several energy projects expansio of the gas

transportation system through
private participation
Solution of the CDGAS(D
dispute.

Enhance the private A five-year investment Award new exploitation and *
sector's role and program for the sector is exploration contracts for oil
improvement of oil being prepared and gas to private firms.
export possibilities
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Recent Actions Proposed Timing
Area Iblicy Objectives Taken by Government Further Measures Recommended 195t $/ wS MS Wi

Provision of safeguards against *
the risks of convertibility for
foreign investors.

Reduction of investnent and
operating costs, financial

Isprove the operations of strengthening and streamlining
state oil and gas companies of organizational structures,

accounting and control system,
preparation of the

1 bbilize potential restructuring options for YPF.

financial resources Adjustnent of the price of
natural gas takirg its long run
opportunity cost as a guide.

Adjustment of the price of *
diesel as a function of the
gasoline price, preparation of

Promote energy conservation the deregulation of oil and
petroleum products.

Design and inplementation of
an energy conservation progran
including price and taxation
aspects.

Reviews of the energy
efficiency of the power sector
and of the possibilities for
conversion and savings.

Minimization of coal *
investments and postponement of
major hydroelectricity
projects.
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Recent Actions Propsed Tining
Area Policy Objectives Taken by Government Further Measures Recomnended 19fm 1/ W

3. Transport Sector Reduce deficits Assurance of adequate cost
recovery in ports, channel

Provide adequate facilities dredging, and railroads and the
for export trade introduction of road user

charges.

Strengthening of transport
pl rg and intermodal
coordination.

Consolidation of agencies
workirg in the sane sector.

Railways: Overhauling company,
cutting uneconomic lines,
providing bulk freight,
'rovinj maintenancefcto

elInat o of electrification
schemes.

Highways: Better maintenance
a 5ffMn traffic corridors,
concentration on feeder roads
with higher traffic.

Ports and Maritime Transport: *
Deregulation or ortstore
storage/shipping,
containerization, tugboat
services.

4. Restructuring Restructuring to improve S(NISA: cut costs, balanoe
efficiency and production lines and strengthen
competitiveness of basic management/administrative
industries practices.

IEL: improve operation and
managerial efficiency.

5. Privatization Programs for privatization Petrochemicals: (i) identify
of public enterprises potential investors;

(ii) negotiate the sale price
value of assets;
(iii) define the vehicle of
transfer of assets to private
investors.



ANNEX II

SECTOR POLICIES

1. This section identifies the major sectoral features that are
necessary for policy reform to resume and sustain medium-term growth in
Argentina. The purpose of the policy framework is to identify factors that
have constrained growth, define policy objectives to eliminate such con-
straints, recommend specific policy changes, and indicate the possible
effects of the proposed policy changes.

2. There are two major constraints for the resumption of sustained
growth in Argentina: (a) the underlying distortions in the economy and (b)
the inefficiencies in the operation of the public sector. Elimination of
these constraints requires improving the incentives system necessary for a
more intensive use of resources to increase production and exports, and
undertaking a series of actions to improve the efficiency of the public
sector. Carrying out these tasks will require the removal of distortions
in the trade regime, the phase-out of the price freeze, restoration of
domestic financial markets, the strengthening of the tax system and an
overall improvement of the machinery of government, notably, sound public
investment screening mechanisms, requiring public enterprises to operate
like commercial entities, and defining an adequate framework for an

expanded private sector role. Thus, this section is divided into two
parts. Part I deals with the incentives system necessary for the resump-
tion of growth and focusses on the elimination of distortions, reformation
of domestic financial markets, and increasing the effectiveness of the tax

system. Part II deals with improving the efficiency of the public sector,

and focusses on the public sector investment program, with special emphasis

on the energy and transport sectors which comprise over half of the public

sector investment program. It also examines the possibilities of

restructuring and privatization of public sector industrial enterprises as
a means to help reduce the Government's financial burden and public sector

deficits, and to increase industrial efficiency, competitiveness and

exports.

I. IMPROVING THE INCENTIVES SYSTEM

AGRICULTURE

A. Analysis

3. The agricultural sector has been growing below potential as a

result of pricing policies that have: (a) depressed domestic prices for

outputs through export taxes; and (b) artificially raised the costs of some

key farm inputs through import tariffs and quantitative restrictions. As a

consequence, most farmers have opted for low-risk; lower-input technologies

which led to a significant underutilization of production and export

potential. Also, the inadequacy of transport, storage, information and

marketing facilities has raised the final costs of agricultural products

and discouraged the production of new commodities.
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4. The total agricultural sector credit portfolio in each of the
last few years has been less than 50% of the portfolio registered in 1980.
The economic uncertainty has negatively affected the demand for investment
credit. In the case of short-term production credit, inadequate supply by
the Banco de la Nacion and provincial banks has been a constraining factor.
The Government's stabilization program has restricted credit further. Yet,
maintenance of the growth of the agricultural sector will require
substantial increases in both production and investment credit.

5. Policy objectives in agriculture should focus on: (a) reducing
export taxes on agricultural products,. providing alternative sources of
fiscal revenue to compensate for the export tax reduction so as to maintain
the overall fiscal deficit at satisfactory levels; (b) rationalizing import
laws and regulations on agricultural inputs, (c) strengthening marketing
efforts; and (d) providing sufficient credit resources to the sector.

B. Policy Recommendations

6. Specific changes recommended include:

(a) phased reduction of export taxes on agricultural commodities. The

timetable of such an export tax reduction should include by:
(i) January 1986, the removal of temporary increases imposed in
June 1985; (ii) end-1986, the reduction of export taxes to no more
than 70% of the rates in force on May 1, 1985; (iii) January 1988,
the reduction of export taxes to no more than 50% of the rates in
force on May 1, 1985; (iv) January 1990, the reduction of export
taxes to 5% of the FOB value of agricultural exports; and (v)
January 1991, complete elimination;

(b) introduction of a federal land tax and of alternative tax provi-
sions to compensate for the revenue losses resulting from the
export tax reduction program;

(c) removal of the temporary increases in import tariffs on agricul-
tural inputs imposed in June 1985;

(d) redesignation of tractors and agricultural machinery from the
"prohibited" to the free imported;

(e) marketing policies should be geared to: (i) promote the

participation of the private sector, especially cooperative organ-
izations, marketing; and (ii) provide marketing infrastructure
to promote the development of new agriculture commodities; and

(f) make adequate resources available to financial institutions to

meet the demands for both long-term and short-term credit in the

sector.
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C. Potential Results

7. The policy reforms would stimulate increases in agricultural pro-
duction and exports by: (i) increasing -domestic producer prices, bringing
them closer to international prices and improving benefit-cost ratios for
investment and production inputs; (ii) reducing the subsidy from producers
to consumers; and (iii) improved marketing and increased credit. The
introduction of a production-neutral federal land tax substituting for
production-negative export taxes would represent a structural change in
Argentina's taxation system.

MANUFACTURING

A. Analysis

8. Argentina's manufactured exports have been influenced substan-
tially by the overall trade regime, which has, in the last five decades,
been largely protectionist, creating a strong inward-looking bias in the
economy. Industrial export promotion has been generally seen as secondary
to import-substituting industrialization. As a number of incentives and
disincentives for different products were introduced, a multiplicity of
effective exchange rates emerged, with exports of traditional goods
receiving the lowest rates. The system ultimately succeeded neither in
eliminating the anti-export bias in the highly protected industries nor in
sustaining the traditional manufacture and agriculture. The incentives
regime was rendered particularly inadequate during the 1977-81 import
liberalization attempt. Argentina's manufacturing sector is still badly
shattered by that unfortunate import liberalization experience, adopted
concurrently with a revaluation of the domestic currency.

9. The present tariff regime has been in place since January 1984.
As of October 1984 (the last date for which detailed information is avail-
able), the range of tariff duties was 0-38%, with an average rate of
22.8%. The average tariffs for the major sectors of the economy were, in
fact, quite close to that mean, and they point to little dispersion of
average tariffs across major economic sectors: in the agriculture and
-mining sectors, they are, respectively, 19.9% and 25.2%, while in the manu-
facturing sector, 22.9%

10. Manufacturing has the potential for export-oriented output growth,
with attendant foreign exchange earnings and employment creation. The
sector lacks a clear development strategy, institutional support and con-
sistent policy signals. The main issue is how to redress the strong anti-
export bias built onto the complex systems of tariff and non-tariff protec-
tion while maintaining an exchange rate adequate enough to restore export
competitiveness. Policy objectives in manufacturing should focus on the
implementation of an outward looking development strategy by introducing
reforms to reorient the economy towards export promotion. This should
include: (a) phased elimination of import prohibitions and quantitative
restriction, 'and of export restrictions; (b) reorientation of export
policies so as to reduce the discretionary element and provide automaticity
and uniformity of access to incentives and foreign exchange in order to
provide free-trade status for export industries; (c) improvement of the
administrative mechanisms of trade management; and (d) preparation of
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studies on tariff protection and rationalization of the system of tax
rebates to exports as a basis for further policy reforms.

B. Policy Recommendations

11. Specific changes recommended include:

(a) the gradual elimination of most import licensing requirements as
follows: (i) reclassification of about 4,000 (100%) tariff posi-
tions from prohibited to free and partial replacement by tariffs;
and (ii) gradual reclassification of about 1,300 (100%) tariff
positions from prior consultation to free and partial replacement
by tariffs.

(b) achievement of free trade status for export industries, through
the reform of the temporary admission regime for imported inputs
as follows: (i) simplification of administrative procedures; (ii)
guarantee of automatic access for any input; (iii) coverage of
indirect exporters; (iv) extension to capital goods used for
export production; and (v) extension of the tax reimbursement
scheme to exports processed under the temporary admission regime;

(c) simplification of export procedures, eliminating all unnecessary
interventions by public sector agencies;

(d) preparation of the following studies needed to support the adjust-

ment process: (i) tariff protection, with a view to reducing

tariff dispersion; and (ii) the indirect tax content of exports,
with a view to rationalizing the system of tax rebates to exports,

as well as to strengthen it vis-a-vis trading partners that might

be tempted to impose countervailing duties;

(e) extension of export financing: (i) removal of the exclusive link-

age of pre-shipment financing with dollar-indexed or dollar

deposits; (ii) facilitating joint financing by banks; and (iii)
reviewing the level of financing subsidies; and

(f) establishment of an export assistance and information system: (i)
allowance of export plans by firms as a basis to determine the

amount of Central Bank credit lines for financing; (ii) broadening

risk coverage of exporting firms; (iii) formation of a joint

organization to provide institutional support for marketing,

storage, quality guarantee, legal assistance, lobby; and (iv)
development of a common, integrated data base.

C. Potential Results

12. The following projections for 1986-90 reflect the potential impact

of the proposed policy changes, predicated on the basis of a timely imple-
mentation and supported by massive export promotion efforts and by improved

management and recapitalization of enterprises in the private sector: (a)

exports of manufacturing goods are projected to grow on average by about

4.9% in real terms during 1986-90, from 0% in 1985; (b) imports of goods
are projected to grow on average by about 4.7% in- real terms on average

during 1986-90, from a drop of 3% in 1985; and (c) the current account



-5-

deficit of the balance of payments is projected to fall from an estimated
US$2.2 billion in 1984 to an estimated US$2.1 billion in 1986 and turn into
surplus of US$1.2 billion in 1990.

FINANCIAL SYSTEM

A. Analysis

13. The efficiency of the financial system will be a key element in
the speed and effectiveness of the recovery in Argentina. Once the economy
has reached capacity in the productive sectors, the availability of credit
at realistic interest rates will be the key to stimulating investment in
future productive capacity. The financial sector, having been severely
battered over the past decade, is in a poor position to provide the type of
efficient service that the economy is going to need. It is currently
characterized by substantial overexpansion, poorly run banking institu-
tions, almost inexisting supervision by the Banking Superintendency, and by
intermediation spreads of as much as 4% real per month reflecting not only
an overall scarcity of funds, but more importantly, substantial inefficien-
cies in the system itself. Even with more normal levels of money supply in
the economy, it is estimated that financial institutions would need spreads
of 1.5% to 2% per month to break even. In effect, the system has operated
like an oligopoly, despite the large number of participant institutions,
protecting the least efficient ones and guaranteeing large economic rents
to the more efficient ones. Analysis of the sector also indicates that low
productivity is not confined solely to small institutions and that a policy
of encouraging mergers will not, in itself, solve the problem. Other
factors working to increase interest rate spreads include the 2% surcharge
used to finance the Institute of Social Services for Bank Employees
(ISSBE), the CRM (a device to reallocate the burden of differential reserve
requirements) and various mechanisms to direct credit.

14. The goal of the reform. of the financial sector should be to
eliminate distortions and allow the market to define the spreads between
the deposit rate and the lending rate. The increased monetization of the
economy will then be reflected in declining interest rates.

B. Policy Recommendations

15. While a return to more normal levels of money supply in relation
to GDP will certainly help to create a more healthy financial sector, there
are a number of specific policy measures that must be taken within the
sector itself:

(a) restructuring of the sector by means of (i) increasing the minimum
capitalization required for financial institutions; (ii) temporary
fiscal measures to encourage consolidation; and (iii) a program
aimed at public as well as private banks and at large as well as
small;

(b) removal of the ISSBE surcharge and its coverage by alternate
fiscal measures;
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(c) removal of the CRM, recognizing that its allocative function has
never worked efficiently;

(d) shifting the bulk of reserve requirements on sight deposits with a
very low requirement, say 10%, on time deposits;

(e) elimination of credit subsidies.

(f) reduce controls to direct credit; and

(g) strengthen the supervisory role of the Banking Superintendency.

C. Potential Results

16. The above reforms should be sufficient for the market to function,
lowering real intermediation spreads and allowing the development of an
interest rate structure that would attract deposits while not discouraging
investment in new plant and equipment. The restructuring of the banking
system is bound to be gradual, however, and the economic and political
costs of required adjustments may be high.

TAX ISSUES

A. Analysis

17. Argentina's basic tax structure is sound and appropriate for its

level of development, including taxes on income, wealth, and value added.
The revenue generated by the tax system, however, has been characterized in

recent years by high volatility. Poor tax administration and widespread
leakages through exemptions have led to a serious deterioration of govern-
ment tax revenues. Total taxes collected are less than 20% of GDP. Income

taxes amount to only 1.5% of GDP, and the value added tax (VAT) yields, in

spite of the 18% rate, only 3.5% of GDP. Customs and excises are too high

a share of revenues for a country of Argentina's level of development and

create significant distortions both on the supply and on the demand side of

the economy.

18. Policy objectives in the tax area should focus on increasing the

yield from the existing structure through better administration of income,

value added, and wealth taxes. There is strong evidence that tax adminis-

tration has been hampered by poor information, frequent tax changes,
repeated amnesties, and by penalty interest rates substantially below the

taxpayer's cost of capital. Argentina's goal should be to raise tax

revenue within the existing tax structure with emphasis on the elimination

of tax exemptions and loopholes.

B. Policy Recommendations

19. Specific changes recommended include:

(a) taxes on foreign trade: to be significantly phased out for agri-

cultural exports;

(b) property taxes: introduce a production-neutral federal land tax,

including an accurate cadastre;
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(c) tax administration: (i) unification of taxpayer identification
for each separate tax collecting entity; (ii) phasing out of
expensive "visit" system in favor of distribution of information
on "cross compliance"; (iii) concentration of audit efforts on
VAT; (iv) sharply increased penalties for evasion; (v) penalty
interest for delinquency to be set significantly above taxpayers'
cost of capital; and (v) elimination of amnesties;

(d) income taxes (corporate): to be left largely as is except to: (i)
broaden tax base; and (ii) include profits on the sale of agricul-
tural properties;

(e) wealth taxes: (i) to be extended (due to run-out in 1985) as is;
and (ii) to eliminate deduction of 50% of assessed value of
agricultural property;

(f) taxation on goods and services: (i) turnover tax to remain
unchanged; and (ii) in VAT eliminate most of exemptions given for
industrial incentives purposes; and

(g) excise tax: (i) not to be broadened; and (ii) focus on commodities
where government has direct control over the collection (e.g.,
gasoline).

C. Potential Results

20. The overall target would be for tax revenues to gradually reach
25% of GDP by 1990, a level which would be adequate to allow for real
increases in public services and an increasing contribution of government
savings to investment.

II. IMPROVING THE EFFICIENCY OF THE PUBLIC SECTOR

21. A framework for reforming the public sector should include the
medium-term role of the public sector in the productive areas; through
restructuring and divesting public enterprises. Public sector's share in
total investment should also gradually decrease. Public enterprises should

not have preferential access to credit. Budgetary policy should be such
that only transfers for equity take place and that operating losses of
enterprises not be financed by either the Central Bank or the budget.
Finally, enterprises should be managed as commercial entities, including
policies over wages, product prices, recruitment and dismissals.

PUBLIC SECTOR INVESTMENT AND FINANCING

A. Analysis

22. Since 1977, public investment has declined by 60% in real terms.
In recent years, the Government has encountered difficulties cutting

current expenditure and has resorted to sharp cuts in investment. The cuts

have been made haphazardly, and essential services have deteriorated. The

critical areas where deterioration has reached a scale to constrain the

expansion of trade are the following.
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(a) Port services are not adequate for an expanded volume of grain
exports. The bottlenecks are likely to become even more serious
if exports continue to expand.

(b) Exploration and exploitation of hydrocarbon resources have fallen
behind the country's estimated potential. As soon as the economy
recovers, consumption will increase and the country may face the
danger of becoming an importer of hydrocarbons.

(c) Roads feeding main transport corridors are either lacking or have
deteriorated seriously. The agricultural export potential
(especially fruits/vegetables) is not being fully exploited
because of high transport costs/quality deterioration resulting
from incomplete/bad feeder roads.

(d) The telecommunications network is inadequate to meet the needs of
business and residential users. Waiting lines for telephone
installation stretch to 5-7 years, raising operating costs
significantly.

B. Policy Recommendations

23. Policy reforms are extremely difficult to achieve in this sector.

Some of the proposals outlined below have been previously recommended, as
far back as 25 years ago. Specific changes proposed include:

(a) rapid completion of dredging and the reconstruction of hinterland
services at the Bahia Blanca port; and encouragement of private

sector to build river ports;

(b) concentration of YPF's (the State Oil Company) resources on oil

exploitation and liquid extraction, gas gathering and enhanced oil

- recovery projects; and accelerating the projects of oil and gas

pipeline construction, particularly those for Formosa oil fields

and for Lujan de Cuyo;

(c) increased emphasis on road reconstruction and maintenance and

gravel surfacing on roads with more than a minimum (e.g., 100)
average daily traffic; shifting railway transport operations to

bulk freight with unit trains over a basic network of 16,000 km;

emphasis on railway track renewal and bridge/culvert repairs; and

(d) encouragement of private sector participation in the provision of

telephone services.

24. The public investment budget will continue to be tight in the

foreseeable future. At the same time, average public tariffs for users

have already reached--with the exception of water supply and electricity--a

level above which Argentine producers' international competitiveness could

be negatively affected. Therefore, priority investments should increasing-

ly have to be financed from increasing productivity, revenue sharing and

cuts on non-priority investments. These are highly desirable but difficult

to achieve.
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(i) productivity increases: (i) reduction of public employees
through attrition; (ii) provision of adequate wage differen-
tiation and production incentives; (iii) reinforcement of
managerial accountability and introduction of cost account-
ing in public enterprises; (iv) cutting uneconomic produc-
tion lines and transport losses; and (v) restructuring of
some enterprises to expose them to competition;

(ii) revenue sharing: (i) elimination of earmarked funds for non-
priority projects; (ii) allocating to enterprises a higher
percentage of tariffs paid by users, as the Treasury
rebuilds its own revenue sources; and (iii) real increases
in water and electricity tariff revenues;

(iii) actions on non-priority investments: (i) in the energy
sector minimization of coal investments and postponement of
major hydroelectricity projects; (ii) in road transport,
reduction of investments in upgrading/capacity, and
decreases in "strategic" roads with very low traffic and in
new paving; (iii) in railway transport, elimination of new
electrification schemes, and reduction of investments in
passenger traffic; (iv) in maritime transport slowing down
the expansion of the merchant fleet; and (v) in industry,
cancellation of the expansion of the petrochemical produc-
tion capacity in Bahia Blanca, of the new sheet steel roll-
ing mill by SOMISA, and of the expansion of shipyards.

ENERGY

A. Analysis

25. Falling proven oil reserves and heavy reliance on petroleum as the
primary energy source jeopardize Argentina's self-sufficiency in liquid
fuels. Substantial new drilling is needed to maintain production in order
to avoid imports. Proven and potential reserves of gas are almost twice as

important as those of oil, but increased use of gas (including its
possible export) is constrained by the limited transport infrastructure.
Rationalization of oil and gas development requires more attractive and
stable incentives for the private sector, clarification of the latter's
role vis-a-vis the Government's, bringing absolute as well as relative

prices of hydrocarbon products more in line with the economic cost of
fuels, and strengthening public sector agencies in the energy sector,
notably their financial condition and planning framework.

26. The Government's past efforts in the oil and gas sector focussed
on exploration and production of oil to assure self-sufficiency and substi-

tution of relatively abundant, gas for liquid fuels. Energy conservation

received little attention. The petroleum sector has the potential not only
to assure the country self-sufficiency in oil but also to produce signific-

ant surpluses for export. At the same time, it has the potential to con-

tribute significantly to reducing the overall fiscal deficit. It would be

possible to continue to substitute gas for liquid fuels if a significant

expansion of gas transmission infrastructure can be achieved during the
next three to four years. Over the medium and longer term, Argentina's oil

and gas reserve base could be expanded and important energy conservation

efforts should be supported.
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27. Policy objectives on oil and gas should focus on the following
areas: (a) developing the infrastructure for oil and gas transport; (b)
defining an adequate framework for an expanded private sector role; (c)
rationalizing price structures and taxation; (d) financial and institu-
tional restructuring of major public enterprises in the energy sector; and
(e) launching of an energy conservation program.

B. Policy Recommendations

28. Specific changes recommended include:

(a) infrastructure: (i) government decision on the expansion of the
gas transportation system (and corresponding gas gathering, treat-
ment, and distribution through significant private sector (local
and foreign) participation. Specifically, whether to expand the
Central-West pipeline or to construct a new pipeline from Neuquen
via Bahia Blanca to Buenos Aires; and (ii) solution of the COGASCO
dispute would also be an integral part of this decision;

(b) private sector role: (i) encourage private sector participation
by awarding new exploitation and exploration contracts to private
firms which have the financial and managerial capabilities to
supplement YPF's efforts in order to expand oil and gas reserves;
and (ii) limit or eliminate convertibility risks (i.e., exports of
products as guarantee for foreign currency obligations) and facil-
itate access to domestic credit (i.e., "apex" financing arrange-
ments to support private sector borrowing needs); '

(c) public enterprises: strengthen financially YPF and gas del Estado

and reorganize their accounting and control systems;

(d) pricing and taxation: (i) adjust the price of natural gas, taking
its long-run opportunity cost as a guide; (ii) adjust the price of

diesel as a function of the regular gasoline energy equivalent;
(iii) review the level and structure of prices of other energy

products; (iv) review relationship with energy conservation incen-

tives; and (v) review the costs and benefits of the existing
structure of taxation of the energy sector with a view to increas-

ing efficiency; and

(e) conservation: (i) design and implement an energy conservation
program including pricing and taxation aspects; and (ii) study of
the energy efficiency of the power sector and of the possibilities

for end-user conversion and savings.

C. Potential Results

29. Official reserve estimates assume that only 19% of the oil in the

ground may be recovered. This appears low by international standards. It

may well be that a recovery rate of around 25% or more is possible. This

would increase proven reserves fron around 370 million cubic meters to over

600 million cubic meters of oil and would allow exports of crude oil or

petroleum products of around 70,000 - 100,000 barrels per day amounting to
US$0.6 - 1.0 billion (at US$24 per barrel). New resource discoveries com-

bined with energy conservation efforts should allow Argentina to maintain

self-sufficiency in energy use for the next two or three decades.
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30. Over the next five years, annual investments of US$1 billion or
more would be required in the petroleum sector and around US$500 million in
gas transmission and distribution. Under the foreseeable constraints on
government investment funds, neither YPF nor GdE will be able to finance
such programs on their own, nor would they have the capacity to implement
them. However, by involving the private sector and by using new financing
instruments such as limited recourse financing and funds from international
development banks, implementation of such investment programs would be
feasible even in the present environment of tight public investment funds.
The efficiency of these undertakings could be significantly improved by
restructuring YPF and by deregulating the present pricing policy framework
in the petroleum sector. YPF's investment program which was already
reduced from a high of US$1.8 billion in 1980 to about US$900-1000 million
(including dry wells) in 1985 could be further reduced to around US$600
million by the late 1980s. Offering areas for exploration to private
sector firms could reduce investment needs for YPF by US$100-200 million
per annum. New exploration contracts could decrease YPF's investment
requirements for production and provide the capacity to achieve the export
targets mentioned above before the end of the decade. US$200-300 million

of investments per year appear to be an achievable target for private
sector production activities.

TRANSPORT SECTOR

A. Analysis

31. Public enterprises in the transport sector are an important drain
on the Treasury's financial resources on account- of their operating

deficits and their investment programs. At the same time, their efficiency

has an important bearing on the profitability of export-oriented domestic
production and on reducing the cost of bringing imports into the country.

32. The sector is beset by bottlenecks and idle capacity which go
side-by-side as a result of poor resource allocation and disinvestment,
serious deterioration of infrastructure, poor maintenance, and obsolescence

of rolling stock and fleet. There is little intermodal coordination;
responsibilities of transport agencies are unclear, and the roles of the

public and private sectors remain largely undetermined. Funds are ear-

marked for specific modes of transport or institutions without taking into
account demand and rate of return criteria. Planning systems, staffing and

information are inadequate. The Ministry of Public Works and Services

lacks systematic information on project preparation and monitoring. There

has been a major loss of experienced and trained staff while underemploy-
ment of lower level personnel has increased.

33. Policy objectives in transportation should focus on: (i) measures

necessary to allow public enterprises to operate like commercial entities,

including increased prices for public services, and adequate cost recovery;

and (ii) policies to improve sector planning, investment follow-up, reduce

public sector investment requirements through increased private sector

participation, and deregulate and privatize transport sector activities.

B. Policy Recommendations

34. Policy reforms are extremely difficult to achieve in this sector.

Some of the proposals outlined below have been previously recommended as

far back as 25 years ago.
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(a) increased prices of public sector services to ensure adequate cost

recovery in, ports dredging, and railroads, and the introduction

of road user charges;

(b) improvement of efficiency of operation of the railways. Since

this is an area where all previous efforts have failed, it would

represent a major task. It should include: (i) reduction of man-

power (currently 108,000), closure of uneconomic lines, generation

of operation/line-specific economic information to allow the

assessment of the merits of expenditure programs; (ii) an overall

reduction of the 1986-90 investment expenditures by 60%; and

shifts in investment priorities: from passenger traffic to bulk

freight (using unit trains over a basic network of 16,000 km);

from the expansion of rolling stock (limiting purchases to

replacement needs) and new electrification schemes to track

renewal and bridge and culvert repairs; and to investments to con-

trol of operations, including the coordination of broad-gauge

lines;

(c) improvement of efficiency of operation of maritime and air trans-

port. This should include: (i) reduction in total investment

expenditure; introduction of a toll system to cover major reequip-

ment costs; efficiency improvements of import dredging operations;

and elimination of legal obligations to buy from domestic ship-

yards; and (ii) shifts in investment priorities from the expansion

of the merchant fleet to dredging and port support services and

elevators, and from a possible air fleet standardization invest-

ment to the improvement of air traffic control systems;

(d) strengthening of MOSP planning and follow-up including the

restoration of national transport planning as part of the global

public investment planning mechanism, and the elimination of

earmarked funds. In most road transport, priorities need to be

shifted (i) from upgrading/capacity increases to reconstruction

(current investment projects allocate 73% and 26%, respectively,

to the former and the latter); (ii) from projects that are not

likely to yield acceptable rates of return (due to expected

traffic levels below minimum), that are allocated 52% of total

investment expenditure, to higher traffic corridors; and (iii)

from new paving projects with expected average daily traffic (ADT)

of less than 100 to gravel surface projects with higher ADT;

(e) initiation of institutional reforms such as consolidation of port

agencies and urban rail authority, and agreement on studies to

implement action programs in the sector; and

(f) deregulation and privatization in areas of offshore storage/ship-

ping facilities, containerization, tugboat service, and highway

maintenance.

C. Potential Results

35. Action on the above areas would result in a more efficient and

less costly transport operation in support of Argentina's export promotion

efforts. At the same time, the negative effects on the overall public

sector deficit will be significantly reduced.
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RESTRUCTURING AND PRIVATIZATION

A. Analysis

36. Restructuring and privatization of public sector industrial enter-
prises provide a further means to help reduce the Government's financial
burden and public sector deficits and to increase industrial efficiency,
competitiveness and exports. These are important areas of policy consider-
ation because future growth possibilities of the economy may hinge critic-
ally on the ability of the Government to keep down public sector deficits,
which otherwise could lead to uncontrollable upward pressures on inflation,
interest rates and/or taxes.

37. Policy objectives in restructuring and privatization should focus
on: (a) restructuring of public sector enterprises which often have large
potential for cost reductions or which, through their linkages, could have
a significant impact on the efficiency and competitiveness of other parts
of the industrial sector as well as the rest of the economy; and (b) priva-
tization of select state-owned enterprises.

B. Policy Recommendations

38. Specific actions recommended include:

(a) technical, financial and organization/management restructuring of
selected public enterprises or subsectors to improve the effi-
ciency and competitiveness of basic industries. The most signifi-
cant benefits from restructuring can be expected in steel (mainly
SOMISA) and telecommunications (ENTEL). Systematic restructuring/
rationalization should focus on improvements in: (i) organiza-
tional structures and management and administrative processes,
including the degree of the enterprises' autonomy and the nature
of their relationship with the Central Government; (ii) balancing
and/or modernization of existing production lines; (iii) produc-
tion management techniques (e.g., inventory and other working
capital management, appropriate balance between production capa-
city and size and composition of work force; (iv) financing; and
(v) pricing/cost recovery techniques;

(b) mounting a comprehensive program for privatizing public enter-
prises especially in the productive sectors (e.g., petrochemicals)
which should include: (i) the identification of potential local
and foreign private sector investors who would be interested in
the purchase of state-owned assets; and (ii) the determination of
vehicle of transfer of assets to private investors, e.g., stock
market, international competitive bidding, etc.

C. Potential Results

39. Benefits of restructuring/privatization programs are likely to be
significant for other productive subsectors through cost reductions and
efficiency components, as well as through linkage and potential impacts on
competitiveness. In the near term, the efforts toward privatization could
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help reduce the public sector deficit and support the Government's stabili-
zation objectives. In the longer term, through better exploitation of the
benefits of private initiative and entrepreneurship, they could also lead
to significant efficiency improvements in many segments of the economy,
help stimulate direct foreign investment, and facilitate export
development.
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Table 1: ARGEN'INA - Summary of Key Macroecononic Aggregates, 1978-1985

(percentages)

Estimated
1978 1979 1980 1981 1982 1983 1984 1985

GDP Growth Rate -3.4 6.7 0.7 -6.2 -5.2 3.1 2.0 -3.0

Debt/Export Ratio 1/ 1.62 2.0 2.5 3.1 4.6 4.8 4.7 4.7

Interest/Export Ratio2/ 1.69 14.6 20.4 33.0 51.6 56.8 55.8 50.6

Total Debt/GDP 3/ 23 28 31 40 63 61 62 69

Interest Payents/GDP4/ 2.4 2.1 2.5 4.3 7.0 7.2 7.0 7.0

Debt Service Ratio 5/ 38 24 31 43 65 71 64 61

Terns of Trade 78 83 94 107 92 88 93 89

Import Growth Rate6/ -4.9 45.4 45.4 0.4 -41.2 -2.4 1.5 -5.3
Export Growth Rate 12.2 -3.0 -4.9 5.9 -2.4 11.5 -1.2 11.6

Current Account Balance 1,833 -537 -4,767 -4,714 -2,357 -2,461 -2,492 -1,280

_/ Total debt including short-term/exports goods and NFS; absolute ratio.
2/ Total interest payments to exports goods and NFS.
/ Total debt including short-tenn/GDP.

4/ Total interest payments/GDP.
5/ Total interest and amortization on MLT divided by exports of goods and non factor services.
6/ Real growth rates in 1970 prices.



Table 2.A: ARGENTINA - Projections of Key Variables, 1985-1994, Base Case Scenario
(percentages and 1985 U. S. Dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

GDP growth rate -3.0 2.7 3.5 3.3 3.3 3.2 3.3 3.3 3.4 3.4
GDP/capita 2,049 2,066 2,101 2,131 2,163 2,194 2,225 2,257 2,292 2,328
Debt/Exports 4.8 5.0 5.0 4.5 4.1 3.7 3.3 3.3 2.8 2.5
Total Debt Outstanding and

Disbursed (billions) 48.6 50.1 51.6 52.4 53.2 53.2 53.6 52.6 51.0 48.7
Debt/GDP) 69 69 69 68 66 64 62 59 55 50
Interest Payments/GDP 7 6 6 5 5 4 4 4 3 3
Debt Service ratio
(exclud. short term) 61 67 50 44 43 42 43 39 39 38

Public Investment a/ 2,451 2,426 2,523 2,624 2,729 2,839 2,952 3,070 3,193 3,321
Public Investment/GDP 4.9 4.8 4.8 4.8 4.8 4.9 4.9 5.0 5.0 5.0
Private Investment a/ 3,827 4,264 4,5% 4,964 5,356 5,774 6,207 6,672 7,173 7,711
Private Investment/GDP 7.7 8.4 8.7 9.1 9.5 9.9 10.3 10.8 11.2 11.6
Public Savings/GDP 6.9 7.9 8.2 8.8 9.0 9.3 9.6 10.0 10.2 10.5
Private Savings/GDP 12.2 10.6 11.1 10.9 11.1 11.1 11.1 11.1 11.2 11.4
Exports Growth Rate 11.6 -3.0 6.7 3.0 3.4 2.4 3.0 3.0 3.5 3.6wxports/GDP 15.1 14.2 14.7 14.6 14.6 14.5 14.5 14.4 14.5 14.5
np)orts Growth Rate -5.3 4.8 3.8 3.7 3.7 3.7 4.0 4.0 4.1 4.1

hnports/GDP 8.6 8.8 8.9 8.9 8.9 9.0 9.0 9.1 9.1 9.2
Consuption/Capita
Growth Rate -5.2 1.5 0.7 1.0 1.0 1.0 1.0 1.0 1.0 1.0GNP Growth Rate -2.8 3.3 4.0 4.1 3.6 3.7 3.8 3.6 3.7 3.8

GNP/Capita 1,898 1,926 1,967 2,012 2,048 2,086 2,128 2,165 2,206 2,249

a/ In thonsand billions of 1984 pesos.

Notes:
1. Debt includes public and publicly guaranteed, private non-guaranteed and short term debt.
2. Exports and imports include that of gpods and non-factor services.
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Table 2.B: ARGENTINA - Projections of Key Variables, 1985-1994, High Case Scenario

(percentages and 1985 US dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

GDP growth rate -3.0 2.6 4.3 4.6 4.8 4.4 4.3 4.3 4.4 4.4
GDP/capita 2,049 2,066 2,117 2,176 2,241 2,297 2,355 2,412 2,474 2,537
Debt/Export 5.1 4.8 4.4 3.9 3.4 2.9 2.8 2.6 2.4 2.2
Total Debt Outstanding
and Disbursed 48.6 50.1 51.9 52.5 52.6 53.2 53.9 54.3 54.8 55.2

Debt/GDP 69 65 60 54 48 42 38 34 29 25
Interest Paymnts/GDP 7 6 6 5 5 4 4 3 3 3
Debt Service Ratio
(exclud. short term) 61 67 49 41 39 45 43 48 36

--Pubtlc-TV-fismna/ 2,451 2,426 2,5% 2,765 2,931 3,092 3,246 3,409 3,579 3,758
Public Investient/GDP 4.9 4.8 4.9 5.0 5.0 5.1 5.1 5.1 5.2 5.2
PE-at I3,827 4,264 4,690 5,253 5,830 6,413 6,991 7,550 8,154 8,806
Private Investment/GDP 7.7 8.4 8.8 9.4 10.0 10.5 11.0 11.4 11.8 12.2
Public Savings/GDP 6.9 7.9 9.2 9.8 10.0 10.3 10.6 11.0 11.2 11.5
Private Savings/GDP 12.2 10.6 10.1 10.3 10.9 11.0 11.1 11.0 11.2 11.3
Exports Growth Rate 11.6 -3.0 8.6 6.3 6.7 (g15 4.6 4.3 5.2 5.1
Exports/GDP 15.1 14.2 14.8 15.0 15.3 15.3 15.3 15.3 15.4 15.5
Imports Growth Rate -5.3 4.8 9.3 5.8 6.2 6.0 5.9 5.6 5.5 5.5

1lprts/GDP 8.6 8.8 9.2 9.3 9.5 9.6 9.7 9.9 10.0 10.1
COnSuqption/Capita Growth

Rite -5.2 1.5 1.5 1.75 2.0 2.0 2.0 2.0 2.0 2.0
GNP Growth Rate -2.8 3.3 4.9 5.6 5.2 4.9 5.0 4.7 4.8 4.8
GNP/Capita 1898 1925 1985 2059 2127 2193 2261 2324 2393 2464

a,'In thousand lbllions of 1984 pesos.

Notes:

1. Debt includes public and publicly guaranteed, private non-guaranteed and short term debt.
2. Exports and imports include that of goods and non-factor services.
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Table 3.A.1: ARCENTINA - Projections of COmiltments, 1985-1990: Base Case

(in nitltions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 240 630 500 500 500 500 2,870
IDB (or other uultilateral) 400 400 300 200 200 200 1,700
Bilateral Official Exp. Credit
Suppliers' Credits 1,100 1,200 900 800 800 700 5,500
Canwrcial Banks 2,992 1,865 1,334 727 929 209 8056
IUrAL 4,732 4,165 3,034 2,227 2,229 1,409 18,056



ANNEK I1

Table 3.A.2: ARGENITNA - Projections of Disbursements, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 146 478 462 470 425 400 2,381
IBD 236 470 157 189 192 196 1,440
Bilateral/Official Exp. Credit
Suppliers' Credits 695 826 375 375 325 275 2,871
Commercial Barks 2,992 '1,865 1,334 727 929 209 8,056

IUfAL 4,069 3,639 2,328 1,761 1,871 1,080 14,748
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Table 3.A.3: ARGEJNTNA - Projections of Repayments, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A 1.

World Bark 116 149 161 159 178 198 961
1DB 76 100 35 50 68 118 447
Bilateral
Official Exp. Credit 143 249 168 222 388 413 1,583
Suppliers' Credits
Camercial Banks 765 982 - - - 466 2,213

TRTAL (including IMF) 1100 1480 364 431 634 1195 5204



ANEK III

Table 3.A.4: ARGENINAT - Projections of Net External Flows, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 30 329 301 311 247 202 1,420
IDB 160 370 122 139 124 78 993
IMF 702 400 -150 0 -300 -300 652
Bilateral
Official Exp. Credit 552 577 207 153 -63 -138 1,288
Suppliers' Credits
OGmErcial Banks 2,227 883 1,334 727 929 -257 5,843
Direct Foreign Investment (net) 214 246 285 330 384 447 1,906

TOTAL (incl. IF and DFI) 3,885 2,805 2,399 1,660 1,321 32 12,102
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Table 3.B.1: ARGENTINA - Projections of Commitments, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 240 630 800 900 900 900 4,370
IDB 400 400 500 500 500 500 2,800
Bilateral )
Official Exp. Credit) 1,100 1,200 700 500 400 400 4,300
Suppliers' Credits )
Commercial Banks 3,423 1,859 1,293 0 0 0 6,575

TOTAL 5,163 4,089 3,293 1,900 1,800 1,800 18,045
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Table 3.B.2: ARGENTINA - Projections of Disbursements, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 146 478 600 670 670 600 3,164
IDB 236 470 157 189 192 196 1,440
Bilateral )
Official Exp. Credit) 695 826 375 325 275 247 2,743
Suppliers' Credits )
Commercial Banks 2,992 1,865 1,293 432 303 0 6,885

TOTAL 4,069 3,639 2,425 1,616 1,440 1,043 14,232
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Table 3.B.3: ARGENTINA - Projections of Repayments, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 116 149 161 159 178 198 961
IDB 76 100 35 50 68 118 447
Bilateral )
Official Exp. Credit) 143 249 168 222 388 413 1,583
Suppliers' Credits )
Commercial Banks 765 982 0 0 0 805 2,552

TOTAL (including IMF) 1,100 1,480 364 431 634 1,534 5,543
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Table 3.B.4: ARGENTINA - Projections of Net External Flows, 1985-90: High Case

(in milliQns of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 30 329 439 511 492 402 2,203IDB 160 370 122 139 124 78 993IMF 702 400 -150 0 -350 -300 -602Bilateral)
Official Exp. Credit) 552 577 207 103 -113 -166 1,160Suppliers' Credits )
Commercial Banks 2,207 883 1,293 432 303 -805 4,333Direct Foreign Investment (net) 269 214 246 285 330 384 1,728

TOTAL (including IMF and DFI) 3,940 2,773 2,457 1,470 1,136 -107 11,019
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Table 4.1: ALENIINA - Projections of Debt Outstanding and Disbursed, 1985-90: Base Case

(in millions of US dollars, end of period)

1985 1986 1987 1988 1989 1990 (iange
1984/1990

World Bark 579 985 1,286 1,597 1,844 2,046 1,420
IUB 1,104 1,465 1,587 1,726 1,850 1,928 993
IMF 1,800 2,200 2,350 2,350 2050 1750 652
Bilateral
Official Exp. Credit 5,535 6,112 6,319 6,472 6,409 6,271 1,288
Suppliers' Credits
Commercial Banks 35,860 37,174 38,391 39,118 40,047 39,790 5,843

Total Mediun & Iong Term DOD 44,878 47,936 49,933 51,263 52,200 51,785 10,196

Short Tern Debt 5,005 4,500 4,000 3,500 3,004 3,175 -3,395

IUrAL 49,883 52,436 53,933 54,763 55,204 54,960 6,801
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Table 4.2: ARGENTINA - Projections of Debt Outstanding and Disbursed by Source, 1985-90: High Case

(in millions of US dollars, end of period)

1985 1986 1987 1988 1989 1990 Change
1984/1990

World Bank 579 985 1,424 1,935 2,427 2,829 2,203
IDB 1,104 1,465 1,587 1,726 1,850 1,928 993
IMF 1,800 2,200 2,310 2,310 2,050 1,750 652
Bilateral

Official Exp. Credit) 5,535 6,112 6,319 6,422 6,309 6,143 1,160
Suppliers' Credits )
Commercial Banks 35,860 37,174 38,350 38,782 39,085 38,280 4,333

Total Medium & Long Term DOD 44,878 47,936 50,030 51,175 51,721 50,930 9,341

Short Term Debt 5,005 4,500 4,000 3,500 3,165 3,383 -3,187

TOTAL 49,883 52,436 54,030 54,675 54,886 54,313 6,154



ANNEX IV

COUNTRY: ARGENTINA
FY86-FY90 PROPOSED LENDING PROGRAM - PROJECT DETAIL

NOVEMBER 27, 1985

High Case

PLAN/ACT. US$ Million
MANAGING PROJECT / STATUS APPRAISAL
UNIT __DEPARTURE BANK

FY86
LCEPB PA041-TAI-B L 11/85 20.0
LCPWS PA025-Water Supply-B L 02/85 60.0
LCPAC PA036-Agric. Sector-C L 05/85 350.0
LCPEN PA042-Power Eng.-B M 11/85 10.0

FY86 Totals: Lending Amount 440.0
Number of Projects 3

FY87
LCPTI PA024-Bahia Blanca I-C S 12/84 40.0
LC2PB PA050-Trade Policy-C L 06/86 350.0
EGYD2 PA047-Refinery Supp Ln-S M 11/85 110.0
LCPI2 PA046-Sm. & Me. Ind. B L 06/86 100.0
EGYD2 PAO -Oil & Gas Private D L 06/86 100.0

FY87 Totals: Lending 700.0
Number of Projects 4

FY88
LCPI2 PAO -Financial Sector D S 06/86 350.0
LCPEN PA051-Power Distrib. D L 09/86 150.0
LCPI2 PA046-Export Promotion C S 06/86 200.0
EGYD2 PAO-Gas Pipeline D L 09/86 200.0

FY88 Totals: Lending Amount 900.0
Number of Projects 4

FY89
LCPI2 PA027-Industrial Cr.III-D S 03/87 150.0
LCPI2 PAO-Financial Sector II D L 07/87 350.0
EGYD2 PA028-Oil & Gas Infrast.D S 06/87 100.0
LCPI2 PAO -Trade Policy II D L 06/87 350.0

FY89 Totals: Lending Amount 950.0
Number of Projects 4

FY90
INDD3 PAO -SOMISA Restruct. -D S 06/87 50.0
LCPEN PA051-SEGBA V C S 06/88 150.0
LCPWS PAO Water Supply D L 06/89 80.0
LCPI2 PA053-Export Promot. II-D S 06/88 100.0
LCPURB PAO Housing D L 06/89 75.0
LCPURB PAO Harket Town Impr.-D L 05/88 75.0
LCPTR PAO Transp. Sector II-D L 06/89 350.0

FY90 Totals: Lending Amount 880.0
Number of Projects 7

TOTAL LENDING AMOUNT 3,870.0

NUMBER OF PROJECTS 22

Reserve Projects:

FY87
LCPAC PAO -Agric. Sector II C L 09/86 350.0

FY88
LCPTR PAO -Bahia Blanca II C L 09/86 160.0
LCPEN PAO -Yacyreta C L 09/86 200.0

FY89
LCPTR PAO -Transport Sect. I-D S 06/86 350.0
LCPI2 PAO -Financial Restruc.D L 06/87 100.0

FY90
INDD4 PA055-ENTEL Restruct. -D S 06/88 150.0
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OFFICE MEMO'RANDUM

DATE: December 20, 1985

TO: Mr. E. Stern, SVPOP

FROM: S. Shahid Husain, OPSVP

SUBJECT: Argentina: Medium-Term Adjustment Program

1. Attached for your review, is the revised draft of the medium-term

economic adjustment program for Argentina. 
It reflects the discussion of the

OVPs' meeting and has been cleared by the region. If you agree, I will begin

discussions with the Fund after I return.

2. The current status of the other adjustment programs is as follows:

Country Draft Due Date

Morocco Final 1/ Jan. 8

Colombia First Completed Dec. 10

OVP Discussion Draft Jan. 31 (date to

be confirmed) 2/

Chile First 3/ Jan. 2

Brazil First Jan. 2

Mexico First Jan. 2

Nigeria [Delayed, see para. 4]

Yugoslavia First Jan. 31

3. For each country, the first drafts of the adjustment programs is

reviewed by members of Finance, PBD, ERS and CPD. Incorporation of the

relevant comments leads to the OVP discussion draft.

4. The completion of the Nigeria adjustment program will be delayed

until early next year because of imminent changes in the government's budget

policy. Yugoslavia has recently volunteered to prepare an adjustment program

by end-January.

1/ Final draft refers to drafts that reflect the OVPs' discussion.

2/ Because of travel and holiday plans of regional staff, the OVP

discussion draft will be delayed to end of January.

3/ The expected date of OVP discussion drafts for Chile, Brazil and

Mexico will be around January 15.

P- 186
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5. If you find the current format for Argentina suitable, we will also

follow it for the other adjustment programs.

6. The overview paper being prepared by CPD on Adjustment Programs in

Heavily Indebted Countries, will draw on the individual country adjustment

programs and will focus on adjustment policies in these countries and on the

role the Bank can play in assisting them. This paper, which is being prepared

for internal management discussion, is due to you by the end of January. It

is currently under preparation and parts of it will form inputs in the

Development Committee paper being coordinated by ERS.

-7.4



December 22, 1985

ARGENTINA: BAKER INITIATIVE COUNTRY STUDY

1. Initial Conditions

Economic Performance

1. Argentina's economy has been adversely affected by a poor politi-
cal milieu and inappropriate economic management since the early 1950s.
Over the last decade, abrupt shifts and inconsistencies in policies weak-
ened Argentina's productive capacity and exacerbated structural imbal-
ances. Economic mismanagement led to an increase of the country's external
debt, which, as a share of GDP, has multiplied almost seven-fold (from 10%
to 67%) during the last decade. Interest payments on the external debt now
absorb about 40% of gross domestic savings compared to less than 5% in the
early 1970s. While the external debt increased, domestic production
declined. In 1985, real GDP per capita was 13% below its 1974 level.
Investment declined to 13% of GDP, from an average of 21% during the early
seventies.

2. The productive sectors, particularly manufacturing, are beset by
thorny structural and financial problems. More than 40% of capacity in the
construction industry now stands idle. Significant underutilization of
capacity also exists in many manufacturing industries; and most firms also
lack sufficient working capital. Financial intermediation is costly and
inefficient, interest rates are high in real terms, and oversized banking
institutions are suffering severe difficulties. Argentina's self-suffi-
ciency in oil has deteriorated as the ratio of oil reserves to annual out-
put has declined. Proven reserves of gas have increased, but the process-
ing and transport infrastructure to exploit them is deficient.

3. Unfavorable changes in the external environment during 1979-82
further aggravated domestic problems. Argentina suffered external shocks
equivalent to 4% of GNP owing primarily to deteriorating terms of trade and
high interest rates. This situation was compounded by a deterioration in
export competitiveness and a rapid increase in imports as the peso became
increasingly overvalued. The policy response was primarily to resort to
additional external borrowings. This was accompanied by some contraction
of economic activity. The unfavorable external shocks and the poor policy
response were further compounded by the South Atlantic war and subsequent
political instability.

Stabilization Efforts

4. A democratic Government took office in 1983. The Alfonsin admin-
istration confronted a difficult situation: the economy was in poor shape
following the 1982 military adventure, inflation was running at close to
20% per month, the fiscal deficit was about 16% of GDP, and the external
debt exceeded US$45 billion. Nevertheless, most social groups greeted the
new Government with strong expectations for an improvement in their living
standards. The Government first used a gradualist approach to tackle
Argentina's problems, but with little success. There was a modest gain in
real output led by real wage increases but, in order to finance a seemingly



chronic public sector deficit, the Government was obliged to resort to
domestic financing, which produced a steady increase in inflation. The
Government entered into a stand-by agreement with the Fund but was unable
to meet the agreed targets. As the economy came perilously close to com-
plete chaos, the Government changed gears and moved to shock treatment in
mid-June 1985 with the Plan Austral and then reached agreement with the
Fund on revised targets.

5. The Plan's main features were: (a) introduction of a temporary
wage-price freeze to be supervised through spot-checks. However, before
that a number of critical prices were adjusted. These included various
public sector prices and an 18% devaluation; (b) a drastic cut in the over-
all public sector cash deficit, with the purpose of reducing it from 12.5%
of GDP in the first half of 1985 to 2.5% in the second half of 1985. This
was to be accomplished by increasing tax revenues, reducing real wages, and
from falling interest payments resulting from lower inflation. The Govern-
ment committed itself not to resort to Central Bank credit and to finance
the deficit through capital inflows; and (c) a monetary reform introduced a
new currency, the Austral, pegged to the U.S. dollar at a fixed rate.

6. The initial results have been impressive: monthly inflation has
fallen from about 30% in May to 6% in June and about 2% per month on
average during July-November; the overall public sector cash deficit has
been cut down to slightly above 3% of GDP in the second half of 1985 with-
out Government recourse to Central Bank credit; the deficit of the current
account of the balance of payments has been reduced from 3.5% of GDP in
1984 to an estimated 2% of GDP in 1985. However, the stabilization program
is encountering difficulties. First, the Government has been unsuccessful
in containing the spending of some public enterprises and provincial
governments. Unless additional measures are taken, the public sector
deficit will exceed the Fund targets. Second, interest rates, although
lower, now stand at 3% per month and discourage private investment. Third,
the deficit in the current account of the balance of payments is expected
to widen again in 1986, primarily because of continued deteriorating terms
of trade and recent floods which have hampered agricultural production.

II. Objectives of the Medium-Term Program

7. In the design of a program for the medium-term recovery and
development of the economy, it is important to recognize that the continua-
tion of the Plan Austral is a necessary precondition for any program.
Thus, even a base case scenario will require a continuing series of policy
steps building upon and strengthening the program initiated in mid-1985.
In laying out the scenarios of the medium-term program, three objectives
have been established. First, recovery of Argentina's growth performance
to the traditional 4-1/2%. Second, that a modest but steady improvement
in real per capita consumption is a necessity for the social and political
maintenance of the consensus behind any economic program. Third, that the
ratio of debt to exports must be brought down to levels where the normal
role of foreign capital in the Argentine economy can be reestablished.

8. Real per capita consumption has been declining for some time and
in 1985 was lower than any time in the past 15 years. With interest pay-
ments on foreign debt currently absorbing almost 40% of savings and 7% of
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GDP, it will be difficult to find much scope for improvements in real con-
sumption. Nevertheless, the base case scenario explores the costs of pro-

viding a steady but modest improvement of 1% per year within a 3% real
growth rate, while the high case explores the possibilities of accelerating

this to 2% per year within the next decade in the context of a 4-1/2% real
growth rate. On the external side, the objective is to reduce the burden
of debt from its current high ratio of 5 times exports to more manageable,
but still high levels of roughly 3 times exports by 1990, with the further

objective of approaching ratios significantly below this during the follow-

ing decade. Finally, it should be emphasized that the magnitude of the

difficulties that the economy is currently experiencing is such that the
differences between the base case--maintenance of the Plan Austral--and the

high case--maximum effort--are fairly small in terms of results until

1989-90.

III. Implications of the Objectives of the Medium-Term Program

9. In assessing the implications of the objectives of the medium-
term program, two key structural characteristics of the economy must be
explicitly recognized. First, the economy is relatively mature with only

small increases in population and labor force over the past half century.

Thus, it would be unrealistic to expect growth rates of GDP to exceed 5%
over a sustained period, even under conditions of maximum policy efforts.

The second factor is the immense size of the external debt, equivalent to

two-thirds of GDP and five times the size of exports. Even under the Plan

Austral the economy does not generate enough surplus on the balance of

payments to cover the interest on its debt. Thus, any program, even under

the best of policy conditions, will require net lending to Argentina

(either as fresh money or as capitalization of interest) for at least the

next 3-4 years.

10. It is also important to point out that in our judgement it is

necessary that the Plan Austral, in itself a bold and significant policy

effort, be maintained, except for the wage price freeze, which should be

phased out during 1986. Thus, we have taken this as our base case rather

than setting forth the very dismal scenario that would emerge if we were to

extrapolate the performance of the 1980-84 period, which would involve a

stagnation in real growth, a continued decline in real per capita consump-

tion, a highly protected and inefficient domestic economy, continued high

debt to export ratios, and, in all likelihood, continued political instab-

ility. Thus, there is perhaps a less striking difference between our base

and high cases than in other countries where similar analyses have been

made.

11. Investment in Argentina has in recent years been an extremely low

share (13%) of GDP and has been characterized by inefficiency with high

ICORs. The program for the future does not call for massive new invest-

ments across the board, but rather selective investment in key areas, both

public and private, with a focus on increased efficiency. Thus, it is pro-
jected that in the base case investment might productively be increased to

about 15% of GDP by 1990 and about 17% by 1995 with private sector invest-

ment (currently 60% of the total) increasing about twice as fast as
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public. In the high case, the ratios to-GDP are only slightly higher (16%
and 18%) but the ICORs are significantly lower as policy reforms, for
example in the energy sector, are implemented allowing a significantly more
efficient use of capital stock.

12. Roughly 40% of domestic savings is now being used to pay interest
on external debt. Even under the best of policies it is not likely that
this can be reduced to less than 20% before 1990. Saving itself, under
either scenario, should show a modest improvement in its share of GDP in
response to measures to reduce the public sector deficit and encourage
private sector savings. The latter could be supported by the financial
sector reform as well as by the improved investment climate generated by
the policy package.

13. The exchange rate established in the June 1985 measures repre-
sented a more than competitive parity for the Austral. While there has
been a modest domestic inflation since that time, the currency has not, in
the opinion of the IMF, yet moved to a non-competitive position. It is
expected, however, that during the period covered by our projection, the
authorities will take the required policy measures, including--if
necessary--periodic adjustments of the exchange rate in order to maintain
the approximate competitiveness of the currency that existed during the
latter half of 1985.

14. The key to Argentina's recovery and to the reduction of the heavy
debt burden is the performance in the export sector. This is made all the
more difficult by the relatively small degree of openness of the economy;
exports are currently only 14% of GDP. In addition, the current weak posi-
tion of the commodities that make up most of Argentina's exports does not
augur well for rapid improvements in earnings in the short-run, even with
maximum productive efforts by the country itself. Given that beef, wheat,
soybeans, and sorghum are key commodities, it is unlikely that after
1985-86 improvement in production there will be more than 2-3% long-run
real growth in exports. In the high case, full implementation of our
policy recommendations in agriculture, trade, and more importantly in the
energy sector, could result in real growth of exports in the 5% range.

15. On the import side the projections imply different assumptions on
opening up the economy and, thus, on the share of GDP, given a competitive
exchange rate and the phasing out of import restrictions. Under the base
case, because of the necessity to have a modest improvement in per capita
consumption, total external debt rises until 1992; in the high case this
peak takes place until 1990, when the country begins to pay its debt. In
the high case, the projection also assumes that there will need to be a
significant opening up of the economy, and in particular, an acceleration
of the value of capital goods imports, reflecting a capital deepening.

16. External debt, including short term, is currently just under
US$50 billion. The debt service ratio, including short-term interest pay-
ments, is currently over 100% of exports.Not only does this debt present a
serious impediment to the resumption of normal international financial
relations for Argentina, but it also represents a heavy burden on domestic
resource mobilization. At the present time, the interest payments on all
of Argentina's debt are over US$5 billion, while the resource surplus on



the trade account is only slightly above US$3 billion. Thus, not only must
exports grow, but efforts need to be made to reduce the size of the debt in
relation to the economy. The implication of the current situation is that
as there is an insufficient resource surplus to pay interest on the debt at
least for the next two to three years, Argentina will have to arrange for
lending to cover this requirement. Reschedulings, whether officially or de
facto, will be required throughout the rest of the 1980s with the possibil-
ity of some potential for repayment of commercial bank lending during the
1990s.

17. The projections are based on the assumption that all debt to com-
mercial banks as of the end of 1985 is serviced on interest with amortiza-
tion being fully rolled over, and all other debt is fully serviced includ-
ing all new debt from commercial banks. When the projections reach the
point that all such payments can be made without fresh borrowing, the
surplus is assumed to accumulate in reserves. At that point four choices
will be available to the Argentine authorities by 1992 in the base case and
by 1990 in the high case to: (i) repay principal on pre-1986 commercial
bank borrowing; (ii) increase imports with a view to accelerating growth;
(iii) increase imports so as to improve consumption levels; and (iv)
accumulate foreign exchange reserves and earn interest on them. There is
no clear-cut case for preferring any one of these alternatives. It is
quite probable that increased investment in the Argentine economy, beyond
the point where growth is in the 4-1/2% range, would not increase growth
further, but rather lead only to increased inefficiency in the use of
capital. Repaying the principal of the pre-1986 commercial bank debt is
certainly possible, but would only be desirable if it would enhance
Argentina's creditworthiness. Increasing reserves is not an end in itself,
it simply increases the resources available to be spent and the temptation
to spend them on large projects. If higher consumption levels than those
projected in the above analysis are politically necessary, then the
external resource requirements to effect full recovery will be higher.
Finally, the authorities could certainly use the resources to increase con-
sumption even earlier than projected, which while certainly attractive,
could lead to increased inflationary pressures on the non-tradeable sectors
of the economy. Clearly, the authorities, when the time comes, will
utilize a mix of the four alternatives; the point is that this should be
done in a careful and balanced fashion. The purpose of the present
exercise is to indicate at what point in time such an option might be
available rather than to specify exactly what choices should be made.
Thus, the choice of repaying debt has been adopted in our projections on a
purely notional basis. A similar result to the above could take place
without as much increased borrowing if the commercial banks were prepared
to write-off part of the interest payments due to them.

18. In recent years, Argentina has been characterized by high fiscal
deficits and, as stabilization was set in place, by very low ratios of
money to GDP--M1 to GDP was as low as 3% and will probably finish 1985 at
about 6%. The dilemma facing the authorities is how to increase the avail-
ability of money in the economy without raising inflationary pressures.
Accordingly, the money expansion must be very modest and in both scenarios
we have assumed that the policy packages are consistent with an expansion
of the money to GDP ratio to 10% of GDP over the next four years. The
fiscal deficit will be very difficult to reduce over the short run given
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the high debt servicing burden placed on public finances and the structural

problems in state enterprises, particularly YPF (Yacimientos Petroliferos

Fiscales). We have thus assumed that the deficit can be reduced to 3% of

GDP during 1986, but that in the base case it will fall no further. In the

high case the policy reforms, particularly in YPF, should allow a further

drop to 2% of GDP, but this, we believe, is a reasonable and attainable

long-run structural ratio 
of the deficit.

IV. Policies, Institutions, and Priorities

19. Argentina has the potential to reverse the current recessionary

trends in economic activity and gradually achieve respectable growth rates

while reducing its debt to exports ratio. Fulfillment of this potential in

a high case scenario is predicated on the adoption of comprehensive policy

reforms.

20. In a first stage, the Government has put into place a comprehen-

sive program to stabilize prices, reduce the fiscal deficit and strengthen

the external accounts. The next hurdle that needs to be overcome is the

transition from a wage and price freeze (where, in effect, not all prices

and wages have been frozen) to a regime of price flexibility. To proceed

on this course without once again destabilizing 
the economy, the Government

needs to undertake measures which should permanently reduce the fiscal

deficit and avoid using Central Bank credit to finance it, so as to create

an environment for breaking medium-term inflationary expectations as it

implements a concerted and gradual phasing out of the freeze. Such a

phasing out should be done gradually and with sufficient support from

producers, retailers and trade unions to avoid a rekindling of inflation.

21. The Government has stated its intention to address the root

causes of Argentina's economic woes through comprehensive medium-term pro-

gram of structural reforms. At the moment though it is still seeking its

way, the elements for an integrated program have not yet been put

together. It is considering to eliminate most quantitative 
restrictions on

imports and replace them by tariffs. It is also planning to reduce state

prtspatn rin the industrial and petroleum sectors. Further, it has

participation nhe nds h rvizinofisprce-
indicated interest in Bank support for the privatization of its petrochem-

ical holdings in the Fabricaciones MilitareS complex. However, the Govern-

ment is moving only slowly in opening up petroleum exploration and exploit-

ation for the private sector; likewise, in telecommunications, it has

decided to entrust the expansion of the seriously defective telephone net-

work to a public sector company (ENThEL) that has been unable to operate the

existing systems satisfactorily. The Government needs to act on several

fronts simultaneously: improve the incentive system for the private

sector, define a policy for the public sector, streamline public expendi-

tures, eliminate distortions in the financial sector, and strengthen the

infrastructure required to support exports. The following paragraphs sum-

marize our judgment on the relative importance of the policies and measures

required to achieve the objectives 
mentioned above.

22. The Government should give first priority to eliminating export

taxes and quantitative imort restrictions. As of October 1984, the aver-

age import tariff was about 23%. A comprehensive trade policy reform,
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including lower rates of effective protection only seems feasible once the

economic recovery is well under way. Meanwhile, a gradual process of rati-

onalizing the trade regime should support a concerted major drive to pro-

mote industrial exports mainly by reducing import restrictions, applying

temporary admissions automatically and facilitating export financing. We

have estimated that such a program, which could be supported by

Agricultural Sector, Trade Policy and Export Promotion Loans, could
generate incremental foreign exchange earnings of about US$1.2 billion from

agricultural exports and of US$1.3 billion from industrial exports by 1990;

however, this would require new offsetting fiscal measures.

23. Policy reforms in oil and gas are crucial for the high case

scenario to materialize. The Government has indicated its intention to

allow for a broader role of the private sector, both foreign and local, in

the development of Argentina's hydrocarbon resources. However, it has been

slow in defining specifics and in taking concrete action. Key among the

requirements for the promotion of gas and oil developments are more attrac-

tive and stable incentives for the private sector, award of attractive new

exploration and exploitation contracts, limitation or elimination of con-

vertibility risk, access to domestic credit (i.e., "apex" financing

arrangements) and rationalization of the price structure of hydrocarbon

products in line with economic costs. There are also possibilities to

enhance the participation of the private sector in the gas transportation

and distribution system. We have estimated that Argentina has the poten-

tial to export around 70,000-120,000 barrels per day amounting to US$0.6 to

US$1.0 billion of crude oil/petroleum (at US$24 per barrel) products by

1990. Moreover, annual investment requirements during 1986-90 of about

US$1 billion for petroleum and US$0.5 billion for gas cannot be met by the

public companies. At the same time YPF is the single major source of the

public sector deficit, because it keeps for itself the taxes it collects

for the Central Government, since its expenditures are much larger than its

revenues. Bank lending in support of rational hydrocarbon development

policies could include Refinery, Supplemental Oil an Gas Sector (policy-

based), Gas Pipeline and Oil and Gas Private (project financing) Loans.

24. Eliminating the existing distortions which do not allow capital

markets to operate efficiently will be a key to stimulating investment for

capacity expansion. However, because of the risks of a financial crisis

involved in a comprehensive financial sector reform, the needed reform has

to proceed in stages. First, real interest rates could be reduced sharply

if longer-term inflationary expectations were to be broken. A fall in real

interest rates would also become possible by removing present surcharges,

shifting the burden of reserve requirements to sight deposits with very low

requirements on time deposits, and reducing controls to direct credit. The

Government would also need to strengthen the supervisory role of the

Banking Superintendency. In particular, the Government should not give

preferential treatment to government banks. Second, the Government should

initiate a program to restructure the sector through mergers and

acquisitions by means of increasing minimum capitalization requirements and

temporary fiscal measures to promote consolidation. However, the

Government needs to proceed with caution, perhaps first concentrating on

public sector banks, particularly the provincial banks that are inefficient

and close them down. A proposed Financial Sector Reform Loan has

tentatively been included in our program.
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25. A framework for reforming the public sector should include the

medium-term role of the public sector in the productive areas; namely, to

both restructure (oil and gas, railways and telecommunications) and

privatize public sector enterprises (petrochemicals and steel). Moreover,

its share of public sector investment in total investment should gradually

decrease. The public sector should not have preferential access to

credit. Budgetary policy should be such that only transfers for equity

take place and that operating losses of enterprises or the public banks 
not

be financed by either the Central 
Bank or the budget, except on a temporary

basis. At the same time, the public sector should have freedom to set its

prices within certain regulatory limits for monopolistic services.

Finally, enterprises should be managed as commercial entities, including

policies over wages, recruitment and dismissals. A proposed Technical

Assistance Loan would assist in formulating the above framework.

26. In the context of implementing the reform of the public sector,

the Government also has to place emphasis on reorganizing its own house.

The thrust of this effort should be to reduce public sector employment

(through attrition) and to improve the efficiency of public sector

enterprises including adequate cost recovery policies. Analytical work to

improve the efficiency of public enterprises [especially YPF, ENTEL, Rail-

ways, SOMISA (steel)] has been initiated. Preliminary results indicate

that estructurig (technical, financial and organizational/management) of

these enterprises could lead to major gains in their efficiency and compet-

itiveness, while at the same time strengthening public sector finances.

The Bank could support restructuring, which would be a lengthy and diffi-

cult endeavor through sector loans in transport, energy and enterprise

specific loans for SOMISA and 
ENTEL.

27. Similarly, the Government will need to prepare and review care-

fully the priorities of a medium-term public investment program. Our re-

cent review of a preliminary investment program has indicatedthe following

priorities in the transport and energy sectors, which account for about

half of public sector investment: (i) improvement of port services; (ii)

reconstruction/maintenance/graveling of high-trafic roads; building of

feeder roads for the main export corridors; (iii) enhanced oil recovery!

liquid extraction and gas gathering projects, acceleration of oil and gas

pipeline construction; (iv) reinforcement of power transmission/distribu

tion lines. The Government has to strike a better balance between new

investment and maintenance; to introduce uniform investment criteria;

define priority projects; and establish a central review for all public

investment projects. In this connection, a central project processing/

monitoring unit would go a long way in helping to implement the criteria

and investment priorities that are agreed upon. As regards investment

financing, improvements in tax administration and rationalization 
of public

tariffs should be undertaken simultaneously with the elimination of ear-

marked funding (special funds) which are not conducive to efficient

resource allocation. The Bank could support government efforts in this

context through Technical Assistance, Bahia Blanca Ports 1/11, Yacyreta

supplemental, Power Distribution 
and Transport Sector Loans.
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V. Scenarios

28. This section is a description of the type of evolution of the
economy that we expect to see under the two different policy scenarios.
The differences in the scenarios are essentially a matter of degree in
timing and intensity of implementation of policy reforms, which would con-
dition, again as a matter of degree, a return of confidence and, conse-
quently, direct private investment (both domestic and foreign). As was
pointed out earlier, the base case requires the maintenance of the Plan
Austral and thus needs a significant degree of continued policy action on
the part of the authorities. As noted, a true base case would imply a
return to the chaotic and disastrous policies of the early 1980's and would
be characterized by escalating debt, high inflation, declining per capita
consumption, and stagnant GDP. The Plan Austral represents a bold repudia-
tion of these policies on the part of the Argentine people and an implicit
assertion that the Plan, even with its present and future sacrifices repre-
sents a minimum acceptable state of the economy.

29. The central sequence of policy actions and responses in the econ-
omy centers on the necessity at first on increasing exports as rapidly as
possible so as to address the overriding balance of payments and debt con-
straints. Thus the policies in the immediate future are aimed at export-
ables and at the incentives to export. As the economy has a moderate de-
gree of unutilized capacity in most sectors, the initial thrust will be on
pricing. To this end the agriculture policies are directed at a reduction
in export taxes and a reformation of credit policies. Similarly in the
manufacturing sector where trade policy reform is an early priority. In
both these sectors there is enough capacity that it will be several years
before new investments need come on stream. In order to effect this how-
ever, it will be necessary for a reform of the financial sector to have
taken place, ideally by early 1987, so as to lower the real cost of capital
to investors while simultaneously increasing the incentives to savers. A
second key to the recovery will be the oil and gas sector. Here the
country has a substantial potential, not only for natural gas, but also for
petroleum. In the short-run the issues can best be addressed by the
encouragement of the private sector in the industry, by allowing the
private sector into the exploration and development phases, by reducing
part of YPF's investment program (drilling and exploitation) and giving the
private sector the responsibility to undertake it, and by encouraging
technical developments in the extraction of existing wells. Finally, there
are issues that affect the fiscal strength of the country including an
early start on attaining adequate pricing in natural gas, power, and water
and sewerage, improved planning, the scaling down of the public investment
program, and monitoring of public sector investment. This latter program
should not only be aimed at allowing the private sector greater participa-
tion in productive sectors, but also in focussing the investment of the
public sector in key infrastructural areas (such as ports and transport
corridors).

30. In the high case scenario, a very significant policy measure con-
cerns the building of gas pipelines and this requires an early settlement
of the COGASCO issue. This policy initiative will allow a dramatic change
in the energy accounts of the balance of payments, by allowing the gas
associated with petroleum deposits to be taken off and thus allowing a sub-
stantial increase in petroleum output. In addition this scenario will
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require high levels of private investment in the sector. In both cases, it

would be necessary to improve extraction from existing wells, private

sector participation in exploration and development and moderate private

sector investment. In the agricultural sector, while the base case would

only envision export taxes being dropped to the May 1985 level, the high

case would phase out most of them and would focus on public investment in

the transport infrastructure between the producing areas and the ports. In

the trade field, the base case will require a gradual elimination of

quantitative import restrictions. The high case assumes a significant

opening up of the economy and may require further improvements in the

competitiveness of the exchange rate, but will certainly require coherent

and stepped-up efforts on export promotion and improved management and

recapitalization of enterprises. In the base case scenario, adequate

pricing policies will be required in the power sector. In the high case

scenario, the power sector will require expanding the transmission and

distribution network and the completion of ongoing power generation

projects (including Yacyreta) based on adequately projected demand

requirements. Finally the distinguishing characteristic of the high case

scenario will be the expanded and enhanced role that the private sector

must play in the economy. Private investment must double in real terms

within the next seven years. This can only take place with a coherent and

productive environment for the private sector coupled with an efficient

financial system.

VI. Action Program

31. The policy reform proposals included in the high case scenario

should be implemented on the basis of annual action programs. This section

outlines in detail the annual action program for 1986. A summary of the

annual action programs for 1987-90 is outlined in the attached Policy

Matrix (Annex I) These of course would be reviewed and modified to take

into account the results of the implementation of each annual action

program and changes in the external environment. Discussion of the policy

requirements under the base and high case scenarios for 1986-90 is included

in Section V above. A summary discussion of sector policies is included in

the attached Sector Policies (Annex II).

1986 Action Program

32. The 1986 program would focus on: (a) agreement on a medium-term

macroeconomic program; (b) preparation of a medium-term public sector

investment and financing plan and external borrowing programs; (c) adoption

of revenue and expenditure measures required to meet the targets under the

Government's stabilization program; (d) gradual phase-out of the wage and

price freeze; (e) exchange rate measures to maintain Argentina's interna-

tional competitiveness as required; (f) improvement of the effective

exchange rate in agriculture; (g) gradual elimination of about half of all

import prohibitions and quantitative restrictions; (h) improving the admin-

istrative mechanisms of trade management; (i) facilitate financing for

exports; (j) initiate support of export services as part of export promo-

tion; (k) initiate reforms in the financial sector, and (1) introduce

measures which will produce a structural reform in the operation of enter-

prises in the energy sector. More specifically, this would require the

implementation of a number of sectoral actions.
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Agriculture: (i) removal of the temporary increases in export

33. June 1985 (see para. 36 for offsetting revenues); (ii)
taxes imposed in i mport tariffs on agricultural inputs

imposed in June 1r985 and redesignation of tractors and agricultural

machinery from the "prohibited" to the "free" classification for imported

goods; and (v) initiation of studies to promote exports and improve

efficiency in the sector.

34. Trade: (i) import liberalization through 
the elimination of most

import licensing requirements: (a) reclassification of about 50% (2,000)

tariff positions from prohibited to free and partial replacement by

tariffs; and (b) reclassification of about 50% (650) tariff positions from

prior consultation to free and partial replacement by tariffs; (ii)

achievement of free trade status for export industries, through the reform

of the temporary admission regime for imported inputs, along the following

lines: (a) simplification of administrative procedures; (b) guarantee of

automatic access for any products; (c) coverage of indirect exporters; (d)

extension to capital goods used for export production; and (e) extension of

the tax reimbursement scheme to exports processed under the temporary

admission regime; (iii) simplification of export procedures, eliminating

all unnecessry interventions by public sector agencies; and (iv) prepara-

tion of terms of reference for studies needed to support the adjustment

process: (a) study of tariff protection with a view to actions that will

reduce tariff dispersion; and (b) study on the indirect tax content of

exports, with a view to actions to rationalize the system of tax rebates to

exports, as well as strengthening it vis-a-vis trading partners that might

be tempted to impose countervailing duties; (v) removal of the exclusive

linkage of pre-shipment financing with dollar-indexed or dollar deposits;

(vi) facilitate financing (pre- and post-shipment) by banks; and (vii)

develop a common integrated data base on markets and products for

exporters.

35. Financl Sys (i) lowering reserve requirements; (ii) reduce

controls to direct credit; (iii) preparing a program for rebuilding of the

financial sector; and (iv) strengthen the supervisory role of the Banking

Superintendency.

Public Sector

36. Fiscal stem: (i) identification of alternative sources of

fiscal revenues and taking appropriate measures as needed to maintain the

fiscal deficit at levels commensurate with 
the ceilings of the Government's

stabilization program (estimated at about 3% of GDP for 1986); (ii) satis-

factory progress on a program 
for preparation and implementation 

of federal

land tax; and (iii) tax administration: (a) initiate the improvement of

information flow by unification of taxpayer identification for each

separate tax collecting entity; phase out expensive visit system in favor

of distribution of information on cross-compliance; 
increase penalities for

evasion; and concentrate audit efforts on VAT; (b) eliminate tax amnesties;

and (c) focus excise tax collection on commodities 
where the Government has

direct control over the collection.

37. Public Enterprises: (i) decision to restructure and 
privatize;

(ii) initiate reduction of employment through attrition; (iii) introduce
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managerial accountability and cost accounting; (iv) initiate real tariff

increases in electricity and water supply enterprises; (v) minimize coal

investments; (vi) postpone major hydroelectric projects (Yacyreta); (vii)

cancel the expansion of the petrochemical production capacity in Bahia

Blanca, of the SOMISA new sheet steel rolling mill and the shipyards expan-

sion; and (viii) establish clear criteria for public enterprise management

on a commercial basis.

38. Energy: (i) reduction of YPF budget deficit (from projected

US$1.1 billion to US$0.4 million) through: (a) cuts in the investment

program. Cut proposed program of US$1 billion to US$600 million (with the

private sector expanding investments to compensate for the reduction) by

reducing exploration and production activity from a proposed 130

exploration and 850 production wells to 50 exploration and 250 production

wells, focussing on high-yielding fields and secondary recovery projects

making maximum use of existing shut-in wells and well repairs. New oil

production contracts with private companies would supplement YPF's

production efforts. Continue infrastructure investment, mainly refinery

conversion, which should be completed on time and could not be farmed out

to the private sector at this stage; (b) cuts in the operating budget.

Establish action plan to achieve operating cost reductions estimated at

about US$0.3 billion through savings due to reduced drilling activity

(US$0.2 billion) and efficiency improvements (US$0.1 billion); and (c)

introducing a monitoring mechanism. Establish independent monitoring body

reporting to the Ministry of Economy which supervises YPF's budget programs
on a continuous base and approves/countersigns major

decisions/expenditures; (ii) private sector oil exploration and production:

(a) new private oil production contracts. Establish action plan to farm

out explored areas to local and foreign oil companies under production

contracts. Achievable private sector investment estimated at US$200-300

million annually; (b) private oil exploration contracts. Complete first

bidding round for 32 areas (of 164 already defined areas) for new risk

contracts by February 1986. Complete second round for another 30 areas

during 1986. Estimated investment possibilities: about US$200 million

annually once drilling phase of awarded contracts starts; and (c) financing

of private sector operations. Allow export of crude oil or petroleum

products for limited recourse financing schemes. Improve disbursement

procedures for World Bank funds managed by BANADE. Utilize IFC funds as

matching funds to mobilize additional on-lending loans from commercial

banks; (iii) YPF organization improvement: (a) Establish action plan to

implement accounting and financial management systems to allow cost control

by activity and clarify accountability of YPF managers; and (b) institute a

high-level government committee to prepare options and approaches to

restructure YPF and to introduce workable competition in the petroleum

sector; (iv) gas sector: (a) begin Northern Pipeline expansion with clear

schedules and budget provisions; (b) prepare transmission pipeline

expansion program (Central West and new Western Pipeline); (c) resolve the

COGASCO dispute in 1986; and (d) introduce new financing schemes such as

limited resource financing guaranteed by petroleum export revenues; and (v)

power sector: continuation of real tariff increases.

39. Water and Sewerage: Continuation of real tariff increases.
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VII. Difficulties in Implementing Policy Reform

40. The proposed policy reform program outlined in the preceding sec-
tions constitutes a major task. With the exception of privatization, the
proposed policy reforms in the agriculture, trade, energy and financial
sectors are necessary for the high case scenario to become viable.

41. The reform of agricultural sector policies will be criticized by
the conservative agricultural producers who are dead set against a land
tax. Within the Government, at a time of great fiscal stringency, the
Secretary of the Treasury is justifiably uneasy about the elimination of
taxes that are very easy to collect (export taxes) and their replacement by
a new tax that may prove harder to collect (the land tax).

42. Trade policy reform is an extremely sensitive area. The previous
import liberalization attempt was a bitter disappointment: entire indus-
tries disappeared, industrial employment declined in absolute terms, and
small and medium scale industries were particularly hard-hit; and the
country had nothing to show for it. Thus, any effort perceived as reviving
the "Martinez de Hoz policies" would be doomed to failure now. For this
reason, the proposed program of policy reforms focuses on achieving free
trade status for export industries, shying away from a comprehensive tariff
reform that would decrease the already low average effective protection and
its dispersion. This would be a way of maintaining the dialogue open on an
issue whose sensitivity might diminish in a few years. Proceeding differ-
ently--that is to say, raising the issue of decreases in average effective
protection at this point--would be extremely counterproductive. Business
and labour leaders would present a united opposition front. The better
investment climate that the Government is painfully trying to reconstruct
would deteriorate sharply and the Bank's policy dialogue would be seriously
jeopardized. Yet it must be recognized that so long as the import regime
remains restrictive, additional external financing under the Baker proposal
or repatriation of Argentine assets now held abroad might have inflation-
ary consequences.

43. The major reforms proposed in the energy sector are likely to
provoke opposition from several sectors. Drilling contractors which now
execute about half of YPF's annual drilling program, will vehemently oppose
any cuts that jeopardize their service contracts. This would be supported
by provincial governments in oil-rich areas if reduced state production
activity resulted in a loss of royalty payments and reduced employment of
workers in the oil service industries. These concerns could be addressed
by awarding a substantial amount of production contracts to private sector
firms, which would shift risk and financing burdens to the private sector.
In particular, foreign firms would be able to service capital more easily
and could improve production efficiency more quickly than local firms.
Moreover, any privatization of oil production, introduction of more com-
petition or the restructuring of YPF, are likely to encounter resistance
from YPF's management, unions, and political forces within the Radical
Party (traditionally supporting public sector dominance of oil and gas
activity). This could be addressed by the creation of new private
sector jobs through the increase in private sector activity and by
improving performance incentives within YPF. Basically, however, these
groups will have to be convinced that the proposed policy reforms will
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improve the Government's fiscal deficit and the balance of payments
prospects.

44. The reforms proposed in the transport sector will receive strong
opposition from the Transport Secretariat (within the Ministry of Public
Works and Services) which does not concur with policy recommendations
originating from development institutions. In addition, major changes in
the railways will be difficult, given that these inevitably will require a
massive reduction in personnel.

45. Financial sector reform is likely to be resisted by the owners and
managers of those financial institutions that are least likely to survive
and by the public sector-owned provincial banks. Since restructuring will
unavoidably imply the closing down of some institutions and branches, it
must be expected that, the banks' employees unions will agitate to defend
their members' jobs. Pressure will be applied on the Government to absorb
the redundant employees (about 30,000) which it will not be in a position
to employ.

46. Privatization efforts in all sectors are likely to be resisted,
even by some groups within the Radical Party. The issue is complicated,
moreover, by the administration's reluctance to antagonize the armed forces
unduly, and the fact that some of the more obvious privatization cases are
the Defense Ministry's steel and petrochemicals industries. Even in the
event that privatization could take place, the availability of buyers and
lack of financing could pose a serious constraint to divestiture.

VIII. Monitoring of Policies

47. The Bank would follow the Colombian model to monitor the progress
of the Government's medium-term program. However, different from the
Colombian case, we would expect that the Government enter into formal
standby agreements with the Fund. Such monitoring would be implemented
through yearly assessments of a medium-term macroeconomic and public sector
investment programs. This would include the adoption and direction of
policies to ensure the programs' future viability. Consideration of policy
based loans which would include specific agreements on agricultural, trade,
energy and financial sector policies and public sector reforms, and on a
successful implementation of the above mentioned programs. We would push
to reach an agreement with the Government on the above before we present a
proposed Trade Policy Loan to the Board. We would also include in the
programs specific agreements on the adjustments of prices of public
utilities to appropriate levels, together with corrective actions on the
overall economic program as required, and actions to increase the role of
the private versus the public sector, including foreign investment. On the
basis of the above, we would undertake regular supervisional exchange of
views with the Government. The Bank's yearly assessment of the macro-
economic program would take into account the IMF's review of its stand-by
agreement with the country, particularly as it relates to targets on net
international reserves, the fiscal deficit, total credit of the Central
Bank, net credit of the Central Bank to the public sector and the level of
public sector debt on a quarterly basis. The Bank's overall assessment
would incorporate the IMF's view on progress with respect to achieving and
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maintaining export competitiveness in the current stand-by, and in subse-
quent ones, to be negotiated once the current one expires in March, 1986.
As part of this process, we will propose to the Government that it prepare
and send to the Bank two reports on a yearly basis, summarizing the status
of implementation of the medium-term program to be agreed with the Govern-
ment. The first status report would also serve as a basis for a mid-term
review. These reviews would also form the basis for the release of the
tranching under new policy based lending.

IX. Stabilization: Relationship with the IMF

48. The principal aim of our relationship with the Fund will be to
develop an operationally effective understanding before their next stand-by
negotiation (March 1986). The purpose of the proposed relationship will be
to: (a) agree on a medium-term framework necessary for the country to
become creditworthy and resume real economic growth; (b) agree on a stabi-
lization approach that is compatible with growth objectives; (c) receive
their input and support to ensure that the Government's medium-term invest-
ment program will be financially viable; (d) define the respective roles in
monitoring; and (e) incorporate the IMF's view in progress with respect to
stabilization and maintenance of export competitiveness in the Bank's over-
all assessment of the adequacy of the Government's medium-term macroecono-
mic program. Consistency between short-term stabilization and medium-term
growth will be essential, and thus the Bank's and Fund's programs should be
worked out concurrently. The IMF would be responsible for the short-term
stabilization aspects of the medium-term program; the Bank would be
responsible for the growth and efficiency aspects (Section VIII above).
Continuous consultations would take place to ensure that stabilization and
growth objectives are compatible with each other. In this connection,
Fund/Bank consultations would also focus on the stabilization issues to be
covered by Fund missions and on the issues which Bank economic missions and
policy based lending operations would cover. The Fund's expertise in the
fiscal area would be sought to complement our analyses regarding the intro-
duction of new taxes in our policy based lending and for the supervision of
the tax policy and tax administration activities in the proposed Technical
Assistance Loan.

X. Financing Requirements

49. Given the above objectives, policies, and constraints, it is
estimated that between 1985 and 1990, even with the best achievable policy
package, the Argentine economy will require net flows (excluding IMF and
direct foreign investment) of some US$8.7 billion, the bulk of which would
have to be concentrated in the 1985-87 period. With the more modest policy
package the flows would be more in the range of US$9.5 billion. It is
envisioned that this would require gross disbursements of about US$18
billion and commitments of about US$14-15 billion in either case. The
Argentine economy itself has not been characterized as one with large trade
deficits. The country's indebtedness increased during 1979-82, mainly
because of a misguided policy experiment which was followed by a huge
capital flight and because of an unfortunate military action. For this
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reason Argentina may develop the capability to repay its external debt if
policies appropriate to fully utilize the country's potential are imple-
mented, provided the Government does not opt for substantially higher con-
sumption levels. In the base case, longer maturities for fresh money from
the commercial banks would be required as compared with the high case where
such borrowings could be repaid over a shorter period of time. In the base
case, some 60% of the net flows would have to come from the commercial
banks, concentrated mainly in the early years of the program. In the high
case, the commercial banks' share would be somewhat lower (about 50%) as
the potential to service the debt fully would appear sooner (1988 as
compared the base case (1990). World Bank commitments for 1986 would amount
to about US$630 million in both cases, since the level of commitments would
be significantly firmed-up. From 1987 onwards, commitments would average
US$500 million per year in the base case; and in the high case, US$800
million in 1987 and US$900 million per year during 1988-90. In the base
case the World Bank share of debt outstanding and disbursed would be under
4% while in the high case, the World Bank share would go up to 5%.
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ARENfINA - PROPOSE) MEDIL?--fTER ADJUSTEN AND GRDWI11 PROGRAM

High-Case Scenario

Main Goals: (1) To restore and sustain real economic growth of 4% on average during 1986-90, and 4.4% during 1991-95.

(2) To expand exports in real term by 5.4% on average during 1986-90.

(3) To naintain a sound balance of payments position consistent with a reduction
in the debt to exports ratio from 5% in 1985 to 3% in 1990.

Note: * indicates actions to be implemented in one year; indicates actions covering several years.

ecent Act ming
Area Pblicy Objectives Taken by Government Further Measures Recommended -T) . w 89 "9

A. 'IRADE, INDUSY

AND AGRICULTURE

1. Exchange Rate Maintain international Crawling peg devaluations Maintenance of competitive
Pblicy competitiveness during frst half of 1985 exchange rate policy through

18% devaluation in June 1485; periodic adjustments which are
continuing depreciation of equal to the difference between
the real exchange rate domestic and international
vis-a-vis major trade inflation.
partners

Improve the effective Export tax on wheat reduced Phased reduction of export
exchange rate in from 26.5% to 15% (September taxes on agricultural
agriculture 1985); smaller reductions in comuodities by 1988 to no more

other commodities than 50% of the rate in force
on May 1,1985; by 1990 to 5% of
agricultural exports; and by
1991 complete elimination.

Improve the effective Export taxes on agroindus- Full rebates on direct and
exchange rate in industry trial exports eliminated indirect taxes paid by

(August 1985) exporters. *

2. ITport/Export Eliminate prohibitions and Phased elimination of most
Regime quantitative restrictions import licensing requirements:

(i) reclassification of 4,000
(10%) tariff positions from
prohibited to tree list and
partial replacement by
tariffs (ii) reclassification
of 1,300 (100%) tariff
positions from prior approval --
to free list and partial
replacement by tariffs
(iii) redesignation of
tractors and agricultural *
machinery from the prohibited
to free ist.
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Recent Actions ProposedTiming
Area Policy Objectives Taken by Government Further Measures Reconmended __01 0/ W

3. Export Provide inputs for Reform of the temporary
Incentives exporters at world prices admission regine for imported

inputs:
Reduction of inport tariffs (i) guarantee of automatic *

access to any input; (ii)
Improve the administrative gradual coverage of first-lie *
mechanism of trade suppliers of exporters; (iii)
management gradual extensin to capital *

goods used for export
Provide export support production
services and adequate and
timely information Removal of the temporary *

increases in import tariffs on
agricultural inputs imposa in
June 1985

Preparation of studies needed
(i) to rationalize the import
tariff structure
(ii) to rationalize the
structure of tax rebates for
exports

Implenentatio of recomenda-
tions of above studies

Simplification of export
procedures, unification of
agencies authorized to review
and approve export applications

Formation of a joint
organization to provide institu-
tional support for marketing,
storage, quality guarantee,
legal assistance lobby. De-
velo t of an Integrated data
base.

4. Export Expand available resources Removal of the exclusive *
Financing linkage of pre-shipment

financing with dollar-indexed
or dollar deposits; and
encouragement of joint
financing by banks

Review the level of financing -
subsidies.
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Recent Actions Timing
Area Policy Objectives Taken by Government Further Yleasures Recommended

Allowance of export plans by *
firs as a basis to determine
the awunt of Oentral Bank
credit lines for financing.

Broadenirg risk coveraW- of *
exporting firms.

5. Agricultural Provide marketing Provision of market places and
marketing infrastructure information for non-traditional

agricultural products.

storage facilities Promotion of private sector
participation.

6. Agricultural Financing increases in Increase availability of short- *
Credit production. and long-term credit.

B. FINANCIAL SYSEEI

1. Interest Rates Reduce real costs of Lowering reserve requirements
financing for investments. on time deposits and sight

deposits.

2. Sector Create a healthier Increasing minimum capital
Restructuring financial sector. requirements for financial

institutions.
Temporary stock purchasing to
fac litate adjustment and
consolidation.

Institutionalization of deposit
and employment insurance
systems.

Prepare a program for
rebuilding of the financial *
sector.

Removal of the 2% ISSBE
(Institute of Social Services
for Bark employees) surcharge
and its coverage by alternate *
fiscal measures.
Renoval of the CM (a device to *
reallocate differential reserve
requirenents).
E lmination of credit *
subsidies.
Reduce controls to direct *
credit.
Strengthen the supervisory role *
of the Banking Superintendency.

a
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Recent Actions Proeosed Timing
Area Policy Objectives Taken by Government Further Measures Recommended Vim ?/ zz 19 W

C. FISCAL SYSTEM

1. Tax Structure Broaden the corporate tax Inclusion of rural properties Include profits on the sale of *
base to capital gains tax property

Improve the buoyancy of tax Elimination of nst industrial
system, shift the burden to incentive exemptions fron VAT.
direct taxation

Focusing excise taxes on
commodities where Government
has direct control over the *
collection

Eliminate anti-export bias Introducirg a federal lard tax
of the tax system as export taxes are phased out *

2. Tax Administration Improve the effectiveness Unification of tax payer
of tax adinistration identification for each

separate tax collectirg entity

Phasirg out expensive visit
system in favor of distribution
of information on cross-
-compliance

Increased penalties for evasion
and tax delinquency

Concentratirg audit efforts on
VAT

Elimination of tax amnesties
*
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Recent Actions Proposed Timing
Area Policy Objectives Taken by Government Further Measures Recommended 19M ?/ w b9 9U

D. PUBLIC SECIR

1. Central Govt., Definition of medium-tenn Decison to restructure and *
Public Enterprises public/private sector roles privatize public enterprises.
and Investment

Establish clear criteria for *
Improve efficiency of A comnission for the public enterprise management on
operations privatization of a group of a comercial basis.

public enterprises has been
Eliminate bottlenecks established. Reduction of public employment
constraining trade through attrition.
expansion A set of studies to guide

public sector reform has been Wage differentiation and
initiated. productivity bonuses.

Introduction of managerial
accountability and cost
accounting.

Phase-out public sector Phasing out the production of
investnent in non priority goods and service lines.
areas

Phasing divestiture of those
enterprises that are not
producing a true public good
and/or service.

Elimination of budgetary
support to enterprises and of
preferential credit.
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Recent Actions Propsed Timing
Area Policy Objectives Taken by Government Further Measures Recormended 1900 / M z" U

Mebilize and allocate National Development Council Elimination of earmarked funds *
resources to priority (iXNADE) was reestablished to for non-priority projects.
investments redirect public investment

Allocating to enterprises a
higher percentage of tariffs
paid by users, as the Treasury
rebuilds its own revenue
sources; continuation of real
increases in water and
electricity tariff revenues;
and preparation of a *
medium-term public sector
investment program and
financing plan and external
borrowing program.

2. Energy Sector Better use of energy Major cuts and postponements Government decision on the *
resources in several energy projects expansion of the gas

transportation system through
private participation
Solution of the CXGAS(W
dispute.

Enhance the private A five-year investment Award new exploitation and *
sector's role and program for the sector is exploration contracts for oil
improvement of oil being prepared and gas to private firms.
export possibilities
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Recent Actions Proposed Timing
Area Policy Objectives Taken by Government Further Measures Recommended 198b b/ -8K b -U

Provision of safeguards against *
the risks of convertibility for
foreign investors.

Reduction of investment and
operating costs, financial

Inprove the operations of strengthening and streamlining
state oil and gas companies of organizational structures,

accounting and control system ,
preparation of the
restructuring options for YPF.

Ibbilize potential
f inancial resources Adjustment of the price of

natural ps takirg its long run
opportunity cost as a guide.

Adjustment of the price of *
diesel as a function of the
gasoline price, preparation of

Promnte energy conservation the deregulation of oil and
petroleum products.

Design and inplementation of
an energy conservation program
including price and taxation
aspects.

Review of the energy
efficiency of the power sector
and of the possibilities for
conversion and savings.

Minimization of coal *
investments and postponement of
major hydroelectricity
projects.
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3. Transport Sector Reduce deficits Assurance of adequate cost
recovery in ports, chanel

Provide adequate facilities dredging, and railroads and the
for export trade introduction of road user

charges.

Strengthening of transport
plan r and internrdal
coordination.

Consolidation of agencies
working in the sane sector.

Railways: Overhauluin company,
EUTETng uneonomic lines,
providing bulk freight,
inproving naintenance,
elininatio of electrification
schenes.

Highways: Better naintenance
W manin raffic corridors,
concentration on feeder roads
with higher traffic.

Ports and Maritime Transport: *
Dereguiation or ottshore

e/siping,
c r ion, tugboat
services.

4. Restructuring Restructuring to improve SCMISA: cut costs, balance
efficiency and production lines and strengthen
competitiveness of basic management/administrative
industries practices.

ENTEL: i rove operation and
managerial efficiency.

5. Privatization Program for privatization Petrochemicals: (i) identify
of public enterprises potential investors;

(ii) negotiate the sale price
value Of assets;
(iii) define the vehicle of
transfer of assets to private
investors.



ANNEX II

SECTOR POLICIES

1. This section identifies the major sectoral features that are
necessary for policy reform to resume and sustain medium-term growth in
Argentina. The purpose of the policy framework is to identify factors that
have constrained growth, define policy objectives to eliminate such con-
straints, recommend specific policy changes, and indicate the possible
effects of the proposed policy changes.

2. There are two major constraints for the resumption of sustained
growth in Argentina: (a) the underlying distortions in the economy and (b)
the inefficiencies in the operation of the public sector. Elimination of
these constraints requires improving the incentives system necessary for a
more intensive use of resources to increase production and exports, and
undertaking a series of actions to improve the efficiency of the public
sector. Carrying out these tasks will require the removal of distortions
in the trade regime, the phase-out of the price freeze, restoration of
domestic financial markets, the strengthening of the tax system and an
overall improvement of the machinery of government, notably, sound public
investment screening mechanisms, requiring public enterprises to operate
like commercial entities, and defining an adequate framework for an
expanded private sector role. Thus, this section is divided into two
parts. Part I deals with the incentives system necessary for the resump-
tion of growth and focusses on the elimination of distortions, reformation
of domestic financial markets, and increasing the effectiveness of the tax
system. Part II deals with improving the efficiency of the public sector,
and focusses on the public sector investment program, with special emphasis
on the energy and transport sectors which comprise over half of the public
sector investment program. It also examines the possibilities of
restructuring and privatization of public sector industrial enterprises as
a means to help reduce the Government's financial burden and public sector
deficits, and to increase industrial efficiency, competitiveness and
exports.

I. IMPROVING THE INCENTIVES SYSTEM

AGRICULTURE

A. Analysis

3. The agricultural sector has been growing below potential as a
result of pricing policies that have: (a) depressed domestic prices for
outputs through export taxes; and (b) artificially raised the costs of some
key farm inputs through import tariffs and quantitative restrictions. As a
consequence, most farmers have opted for low-risk; lower-input technologies
which led to a significant underutilization of production and export
potential. Also, the inadequacy of transport, storage, information and
marketing facilities has raised the final costs of agricultural products
and discouraged the production of new commodities.



4. The total agricultural sector credit portfolio in each of the

last few years has been less than 50% of the portfolio registered in 1980.

The economic uncertainty has negatively affected the demand for investment

credit. In the case of short-term production credit, inadequate supply by

the Banco de la Nacion and provincial banks has been a constraining factor.

The Government's stabilization program has restricted credit further. 
Yet,

maintenance of the growth of the agricultural sector will require

substantial increases in both production and investment credit.

5. Policy objectives in agriculture should focus on: (a) reducing

export taxes on agricultural products, providing alternative sources of

fiscal revenue to compensate for the export tax reduction 
so as to maintain

the overall fiscal deficit at satisfactory levels; (b) rationalizing import

laws and regulations on agricultural inputs, (c) strengthening marketing

efforts; and (d) providing sufficient credit resources to the sector.

B. Policy Recommendations

6. Specific changes recommended include:

(a) phased reduction of export taxes on agricultural commodities. 
The

timetable of such an export tax reduction should include by:

(i) January 1986, the removal of temporary increases imposed in

June 1985; (ii) end-1986, the reduction of export taxes to no more

than 70% of the rates in force on May 1, 1985; (iii) January 1988,

the reduction of export taxes to no more than 50% of the rates in

force on May 1, 1985; (iv) January 1990, the reduction of export

taxes to 5% of the FOB value of agricultural exports; and (v)

January 1991, complete elimination;

(b) introduction of a federal land tax and of alternative tax provi-

sions to compensate for the revenue losses resulting from the

export tax reduction program;

(c) removal of the temporary increases in import tariffs on agricul-

tural inputs imposed in June 1985;

(d) redesignation of tractors and agricultural machinery from the

"prohibited" to the free imported;

(e) marketing policies should be geared to: (i) promote the

participation of the private sector, especially cooperative organ-

izations, marketing; and (ii) provide marketing infrastructure

to promote the development of new agriculture commodities; and

(f) make adequate resources available to financial institutions to

meet the demands for both long-term and short-term credit in the

sector.
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C. Potential Results

7. The policy reforms would stimulate increases in agricultural pro-

duction and exports by: (i) increasing domestic producer prices, bringing

them closer to international prices and improving benefit-cost ratios for

investment and production inputs; (ii) reducing the subsidy from producers

to consumers; and (iii) improved marketing and increased credit. The

introduction of a production-neutral federal land tax substituting for

production-negative export taxes would represent a structural change in

Argentina's taxation system.

MANUFACTURING

A. Analysis

8. Argentina's manufactured exports have been influenced substan-

tially by the overall trade regime, which has, in the last five decades,

been largely protectionist, creating a strong inward-looking bias in the

economy. Industrial export promotion has been generally seen as secondary

to import-substituting industrialization. As a number of incentives and

disincentives for different products were introduced, a multiplicity of

effective exchange rates emerged, with exports of traditional goods

receiving the lowest rates. The system ultimately succeeded neither in

eliminating the anti-export bias in the highly protected industries nor in

sustaining the traditional manufacture and agriculture. The incentives

regime was rendered particularly inadequate during the 1977-81 import

liberalization attempt. Argentina's manufacturing sector is still badly

shattered by that unfortunate import liberalization experience, adopted

concurrently with a revaluation of the domestic currency.

9. The present tariff regime has been in place since January 1984.

As of October 1984 (the last date for which detailed information is avail-

able), the range of tariff duties was 0-38%, with an average rate of

22.8%. The average tariffs for the major sectors of the economy were, in

fact, quite close to that mean, and they point to little dispersion of

average tariffs across major economic sectors: in the agriculture and

mining sectors, they are, respectively, 19.9% and 25.2%, while in the manu-

facturing sector, 22.9%

10. Manufacturing has the potential for export-oriented output growth,

with attendant foreign exchange earnings and employment creation. The

sector lacks a clear development strategy, institutional support and con-

sistent policy signals. The main issue is how to redress the strong anti-

export bias built onto the complex systems of tariff and non-tariff protec-

tion while maintaining an exchange rate adequate enough to restore export

competitiveness. Policy objectives in manufacturing should focus on the

implementation of an outward looking development strategy by introducing

reforms to reorient the economy towards export promotion. This should

include: (a) phased elimination of import prohibitions and quantitative

restriction, and of export restrictions; (b) reorientation of export

policies so as to reduce the discretionary element and provide automaticity

and uniformity of access to incentives and foreign exchange in order to

provide free-trade status for export industries; (c) improvement of the

administrative mechanisms of trade management; and (d) preparation of



- 4 -

studies on tariff protection and rationalization of the system of tax

rebates to exports as a basis for further policy reforms.

B. Policy Recommendations

11. Specific changes recommended include:

(a) the gradual elimination of most import licensing requirements as

follows: (i) reclassification of about 4,000 (100%) tariff posi-

tions from prohibited to free and partial replacement by tariffs;

and (ii) gradual reclassification of about 1,300 (100%) tariff

positions from prior consultation to free 
and partial replacement

by tariffs.

(b) achievement of free trade status for export industries, through

the reform of the temporary admission regime for imported inputs

as follows: (i) simplification of administrative procedures; (ii)

guarantee of automatic access for any input; (iii) coverage of

indirect exporters; (iv) extension to capital goods used for

export production; and (v) extension of the tax reimbursement

scheme to exports processed under the temporary admission regime;

(c) simplification of export procedures, eliminating all unnecessary

interventions by public sector agencies;

(d) preparation of the following studies needed to support the adjust-

ment process: (i) tariff protection, with a view to reducing

tariff dispersion; and (ii) the indirect tax content of exports,

with a view to rationalizing the system of tax rebates to exports,

as well as to strengthen it vis-a-vis trading partners that might

be tempted to impose countervailing duties;

(e) extension of export financing: (i) removal of the exclusive link-

age of pre-shipment financing with dollar-indexed or dollar

deposits; (ii) facilitating joint financing by banks; and (iii)

reviewing the level of financing subsidies; and

(f) establishment of an export assistance 
and information system: (i)

allowance of export plans by firms as a basis to determine the

amount of Central Bank credit lines for financing; (ii) broadening

risk coverage of exporting firms; (iii) formation of a joint

organization to provide institutional support for marketing,

storage, quality guarantee, legal assistance, lobby; and (iv)

development of a common, integrated data base.

C. Potential Results

12. The following projections for 1986-90 reflect 
the potential impact

of the proposed policy changes, predicated on the basis of a timely imple-

mentation and supported by massive export promotion efforts and 
by improved

management and recapitalization of enterprises in the private sector: (a)

exports of manufacturing goods are projected to grow on average by about

4.9% in real terms during 1986-90, from 0% in 1985; (b) imports of goods

are projected to grow on average by about 4.7% in real terms on average

during 1986-90, from a drop of 3% in 1985; and (c) the current account
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deficit of the balance of payments is projected to fall from an estimated
US$2.2 billion in 1984 to an estimated US$2.1 billion in 1986 and turn into
surplus of US$1.2 billion in 1990.

FINANCIAL SYSTEM

A. Analysis

13. The efficiency of the financial system will be a key element in
the speed and effectiveness of the recovery in Argentina. Once the economy
has reached capacity in the productive sectors, the availability of credit
at realistic interest rates will be the key to stimulating investment in
future productive capacity. The financial sector, having been severely
battered over the past decade, is in a poor position to provide the type of
efficient service that the economy is going to need. It is currently
characterized by substantial overexpansion, poorly run banking institu-
tions, almost inexisting supervision by the Banking Superintendency, and by
intermediation spreads of as much as 4% real per month reflecting not only
an overall scarcity of funds, but more importantly, substantial inefficien-
cies in the system itself. Even with more normal levels of money supply in
the economy, it is estimated that financial institutions would need spreads
of 1.5% to 2% per month to break even. In effect, the system has operated
like an oligopoly, despite the large number of participant institutions,
protecting the least efficient ones and guaranteeing large economic rents
to the more efficient ones. Analysis of the sector also indicates that low
productivity is not confined solely to small institutions and that a policy
of encouraging mergers will not, in itself, solve the problem. Other
factors working to increase interest rate spreads include the 2% surcharge
used to finance the Institute of Social Services for Bank Employees
(ISSBE), the CRM (a device to reallocate the burden of differential reserve
requirements) and various mechanisms to direct credit.

14. The goal of the reform of the financial sector should be to
eliminate distortions and allow the market to define the spreads between
the deposit rate and the lending rate. The increased monetization of the
economy will then be reflected in declining interest rates.

B. Policy Recommendations

15. While a return to more normal levels of money supply in relation
to GDP will certainly help to create a more healthy financial sector, there
are a number of specific policy measures that must be taken within the
sector itself:

(a) restructuring of the sector by means of (i) increasing the minimum
capitalization required for financial institutions; (ii) temporary
fiscal measures to encourage consolidation; and (iii) a program
aimed at public as well as private banks and at large as well as
small;

(b) removal of the ISSBE surcharge and its coverage by alternate
fiscal measures;



(c) removal of the CRM, recognizing that its allocative function has
never worked efficiently;

(d) shifting the bulk of reserve requirements on sight deposits with a
very low requirement, say 10%, on time deposits;

(e) elimination of credit subsidies.

(f) reduce controls to direct credit; and

(g) strengthen the supervisory role of the Banking Superintendency.

C. Potential Results

16. The above reforms should be sufficient for the market to function,
lowering real intermediation spreads and allowing the development of an
interest rate structure that would attract deposits while not discouraging
investment in new plant and equipment. The restructuring of the banking
system is bound to be gradual, however, and the economic and political
costs of required adjustments may be high.

TAX ISSUES

A. Analysis

17. Argentina's basic tax structure is sound and appropriate for its
level of development, including taxes on income, wealth, and value added.
The revenue generated by the tax system, however, has been characterized in

recent years by high volatility. Poor tax administration and widespread
leakages through exemptions have led to a serious deterioration of govern-
ment tax revenues. Total taxes collected are less than 20% of GDP. Income

taxes amount to only 1.5% of GDP, and the value added tax (VAT) yields, in
spite of the 18% rate, only 3.5% of GDP. Customs and excises are too high

a share of revenues for a country of Argentina's level of development and

create significant distortions both on the supply and on the demand side of

the economy.

18. Policy objectives in the tax area should focus on increasing the

yield from the existing structure through better administration of income,

value added, and wealth taxes. There is strong evidence that tax adminis-

tration has been hampered by poor information, frequent tax changes,

repeated amnesties, and by penalty interest rates substantially below the

taxpayer's cost of capital. Argentina's goal should be to raise tax

revenue within the existing tax structure with emphasis on the elimination

of tax exemptions and loopholes.

B. Policy Recommendations

19. Specific changes recommended include:

(a) taxes on foreign trade: to be significantly phased out for agri-
cultural exports;

(b) property taxes: introduce a production-neutral federal land tax,

including an accurate cadastre;



(c) tax administration: (i) unification of taxpayer identification
for each separate tax collecting entity; (ii) phasing out of
expensive "visit" system in favor of distribution of information
on "cross compliance"; (iii) concentration of audit efforts on
VAT; (iv) sharply increased penalties for evasion; (v) penalty
interest for delinquency to be set significantly above taxpayers'
cost of capital; and (v) elimination of amnesties;

(d) income taxes (corporate): to be left largely as is except to: (i)
broaden tax base; and (ii) include profits on the sale of agricul-
tural properties;

(e) wealth taxes: (i) to be extended (due to run-out in 1985) as is;
and (ii) to eliminate deduction of 50% of assessed value of
agricultural property;

(f) taxation on goods and services: (i) turnover tax to remain
unchanged; and (ii) in VAT eliminate most of exemptions given for
industrial incentives purposes; and

(g) excise tax: (i) not to be broadened; and (ii) focus on commodities
where government has direct control over the collection (e.g.,
gasoline).

C. Potential Results

20. The overall target would be for tax revenues to gradually reach
25% of GDP by 1990, a level which would be adequate to allow for real
increases in public services and an increasing contribution of government
savings to investment.

II. IMPROVING THE EFFICIENCY OF THE PUBLIC SECTOR

21. A framework for reforming the public sector should include the
medium-term role of the public sector in the productive areas; through
restructuring and divesting public enterprises. Public sector's share in
total investment should also gradually decrease. Public enterprises should
not have preferential access to credit. Budgetary policy should be such
that only transfers for equity take place and that operating losses of
enterprises not be financed by either the Central Bank or the budget.
Finally, enterprises should be managed as commercial entities, including
policies over wages, product prices, recruitment and dismissals.

PUBLIC SECTOR INVESTMENT AND FINANCING

A. Analysis

22. Since 1977, public investment has declined by 60% in real terms.
In recent years, the Government has encountered difficulties cutting
current expenditure and has resorted to sharp cuts in investment. The cuts
have been made haphazardly, and essential services have deteriorated. The
critical areas where deterioration has reached a scale to constrain the
expansion of trade are the following.
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(a) Port services are not adequate for an expanded volume of grain
exports. The bottlenecks are likely to become even more serious
if exports continue to expand.

(b) Exploration and exploitation of hydrocarbon resources have fallen
behind the country's estimated potential. As soon as the economy
recovers, consumption will increase and the country may face the
danger of becoming an importer of hydrocarbons.

(c) Roads feeding main transport corridors are either lacking or have
deteriorated seriously. The agricultural export potential
(especially fruits/vegetables) is not being fully exploited
because of high transport costs/quality deterioration resulting
from incomplete/bad feeder roads.

(d) The telecommunications network is inadequate to meet the needs of
business and residential users. Waiting lines for telephone
installation stretch to 5-7 years, raising operating costs
significantly.

B. Policy Recommendations

23. Policy reforms are extremely difficult to achieve in this sector.
Some of the proposals outlined below have been previously recommended, as
far back as 25 years ago. Specific changes proposed include:

(a) rapid completion of dredging and the reconstruction of hinterland
services at the Bahia Blanca port; and encouragement of private
sector to build river ports;

(b) concentration of YPF's (the State Oil Company) resources on oil
exploitation and liquid extraction, gas gathering and enhanced oil
recovery projects; and accelerating the projects of oil and gas
pipeline construction, particularly those for Formosa oil fields
and for Lujan de Cuyo;

(c) increased emphasis on road reconstruction and maintenance and
gravel surfacing on roads with more than a minimum (e.g., 100)
average daily traffic; shifting railway transport operations to
bulk freight with unit trains over a basic network of 16,000 km;
emphasis on railway track renewal and bridge/culvert repairs; and

(d) encouragement of private sector participation in the provision of
telephone services.

24. The public investment budget will continue to be tight in the
foreseeable future. At the same time, average public tariffs for users
have already reached--with the exception of water supply and electricity--a
level above which Argentine producers' international competitiveness could
be negatively affected. Therefore, priority investments should increasing-
ly have to be financed from increasing productivity, revenue sharing and
cuts on non-priority investments. These are highly desirable but difficult
to achieve.
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(i) productivity increases: (i) reduction of public employees

through attrition; (ii) provision of adequate wage differen-

tiation and production incentives; (iii) reinforcement of

managerial accountability and introduction of cost account-

ing in public enterprises; (iv) cutting uneconomic produc-

tion lines and transport losses; and (v) restructuring of

some enterprises to expose them to competition;

(ii) revenue sharing: (i) elimination of earmarked funds 
for non-

priority projects; (ii) allocating to enterprises a higher

percentage of tariffs paid by users, as the Treasury

rebuilds its own revenue sources; and (iii) real increases

in water and electricity tariff revenues;

(iii) actions on non-priority investments: (i) in the energy

sector minimization of coal investments and postponement of

major hydroelectricity projects; (ii) in road transport,

reduction of investments in upgrading/capacity, and

decreases in "strategic" roads with very low traffic and in

new paving; (iii) in railway transport, elimination of new

electrification schemes, and reduction of investments in

passenger traffic; (iv) in maritime transport slowing down

the expansion of the merchant fleet; and (v) in industry,

cancellation of the expansion of the petrochemical produc-

tion capacity in Bahia Blanca, of the new sheet steel roll-

ing mill by SOMISA, and of the expansion of shipyards.

ENERGY

A. Analysis

25. Falling proven oil reserves and heavy 
reliance on petroleum as the

primary energy source jeopardize Argentina's self-sufficiency in liquid

fuels. Substantial new drilling is needed to maintain production in order

to avoid imports. Proven and potential reserves of gas are almost twice as

important as those of oil, but increased use of gas (including its

possible export) is constrained by the limited transport infrastructure.

Rationalization of oil and gas development requires more attractive and

stable incentives for the private sector, clarification of the latter's

role vis-a-vis the Government's, bringing absolute as well as relative

prices of hydrocarbon products more in line with the economic cost of

fuels, and strengthening public sector agencies in the energy sector,

notably their financial condition and planning 
framework.

26. The Government's past efforts in the oil and gas sector focussed

on exploration and production of oil to assure elf-sufficiency and substi-

tution of relatively abundant gas for liquid fuels. Energy conservation

received little attention. The petroleum sector has the potential not only

to assure the country self-sufficiency in 
oil but also to produce signific-

ant surpluses for export. At the same time, it has the potential to con-

tribute significantly to reducing the overall fiscal deficit. It would be

possible to continue to substitute gas for liquid fuels if a significant

expansion of gas transmission infrastructure can be achieved during the

next three to four years. Over the medium and longer term, Argentina's oil

and gas reserve base could be expanded and important energy conservation

efforts should be supported.
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27. Policy objectives on oil and gas should focus on the following
areas: (a) developing the infrastructure for oil and gas transport; (b)
defining an adequate framework for an expanded private sector role; (c)
rationalizing price structures and taxation; (d) financial and institu-
tional restructuring of major public enterprises in the energy sector; and
(e) launching of an energy conservation program.

B. Policy Recommendations

28. Specific changes recommended include:

(a) infrastructure: (i) government decision on the expansion of the
gas transportation system (and corresponding gas gathering, treat-
ment, and distribution through significant private sector (local
and foreign) participation. Specifically, whether to expand the
Central-West pipeline or to construct a new pipeline from Neuquen
via Bahia Blanca to Buenos Aires; and (ii) solution of the COGASCO
dispute would also be an integral part of this decision;

(b) private sector role: (i) encourage private sector participation
by awarding new exploitation and exploration contracts to private
firms which have the financial and managerial capabilities to
supplement YPF's efforts in order to expand oil and gas reserves;
and (ii) limit or eliminate convertibility risks (i.e., exports of
products as guarantee for foreign currency obligations) and facil-
itate access to domestic credit (i.e., "apex" financing arrange-
ments to support private sector borrowing needs);

(c) public enterprises: strengthen financially YPF and gas del Estado
and reorganize their accounting and control systems;

(d) pricing and taxation: (i) adjust the price of natural gas, taking
its long-run opportunity cost as a guide; (ii) adjust the price of
diesel as a function of the regular gasoline energy equivalent;
(iii) review the level and structure of prices of other energy
products; (iv) review relationship with energy conservation incen-
tives; and (v) review the costs and benefits of the existing
structure of taxation of the energy sector with a view to increas-
ing efficiency; and

(e) conservation: (i) design and implement an energy conservation
program including pricing and taxation aspects; and (ii) study of
the energy efficiency of the power sector and of the possibilities
for end-user conversion and savings.

C. Potential Results

29. Official reserve estimates assume that only 19% of the oil in the
ground may be recovered. This appears low by international standards. It
may well be that a recovery rate of around 25% or more is possible. This
would increase proven reserves fron around 370 million cubic meters to over
600 million cubic meters of oil and would allow exports of crude oil or
petroleum products of around 70,000 - 100,000 barrels per day amounting to
US$0.6 - 1.0 billion (at US$24 per barrel). New resource discoveries com-
bined with energy conservation efforts should allow Argentina to maintain
self-sufficiency in energy use for the next two or three decades.



30. Over the next five years, annual investments of US$I billion or
more would be required in the petroleum sector and around US$500 million in
gas transmission and distribution. Under the foreseeable constraints on
government investment funds, neither YPF nor GdE will be able to finance
such programs on their own, nor would they have the capacity to implement
them. However, by involving the private sector and by using new financing
instruments such as limited recourse financing and funds from international
development banks, implementation of such investment programs would be
feasible even in the present environment of tight public investment funds.
The efficiency of these undertakings could be significantly improved by
restructuring YPF and by deregulating the present pricing policy framework
in the petroleum sector. YPF's investment program which was already
reduced from a high of US$1.8 billion in 1980 to about US$900-1000 million
(including dry wells) in 1985 could be further reduced to around US$600
million by the late 1980s. Offering areas for exploration to private
sector firms could reduce investment needs for YPF by US$100-200 million
per annum. New exploration contracts could decrease YPF's investment
requirements for production and provide the capacity to achieve the export
targets mentioned above before the end of the decade. USS200-300 million
of investments per year appear to be an achievable target for private
sector production activities.

TRANSPORT SECTOR

A. Analysis

31. Public enterprises in the transport sector are an important drain
on the Treasury's financial resources on account of their operating
deficits and their investment programs. At the same time, their efficiency
has an important bearing on the profitability of export-oriented domestic
production and on reducing the cost of bringing imports into the country.

32. The sector is beset by bottlenecks and idle capacity which go
side-by-side as a result of poor resource allocation and disinvestment,
serious deterioration of infrastructure, poor maintenance, and obsolescence
of rolling stock and fleet. There is little intermodal coordination;
responsibilities of transport agencies are unclear, and the roles of the
public and private sectors remain largely undetermined. Funds are ear-
marked for specific modes of transport or institutions without taking into
account demand and rate of return criteria. Planning systems, staffing and
information are inadequate. The Ministry of Public Works and Services
lacks systematic information on project preparation and monitoring. There
has been a major loss of experienced and trained staff while underemploy-
ment of lower level personnel has increased.

33. Policy objectives in transportation should focus on: (i) measures
necessary to allow public enterprises to operate like commercial entities,
including increased prices for public services, and adequate cost recovery;
and (ii) policies to improve sector planning, investment follow-up, reduce
public sector investment requirements through increased private sector
participation, and deregulate and privatize transport sector activities.

B. Policy Recommendations

34. Policy reforms are extremely difficult to achieve in this sector.
Some of the proposals outlined below have been previously recommended as
far back as 25 years ago.
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(a) increased prices of public sector services to ensure adequate cost
recovery in, ports dredging, and railroads, and the introduction
of road user charges;

(b) improvement of efficiency of operation of the railways. Since
this is an area where all previous efforts have failed, it would
represent a major task. It should include: (i) reduction of man-
power (currently 108,000), closure of uneconomic lines, generation
of operation/line-specific economic information to allow the
assessment of the merits of expenditure programs; (ii) an overall
reduction of the 1986-90 investment expenditures by 60%; and
shifts in investment priorities: from passenger traffic to bulk
freight (using unit trains over a basic network of 16,000 km);
from the expansion of rolling stock (limiting purchases to
replacement needs) and new electrification schemes to track
renewal and bridge and culvert repairs; and to investments to con-
trol of operations, including the coordination of broad-gauge
lines;

(c) improvement of efficiency of operation of maritime and air trans-
port. This should include: (i) reduction in total investment
expenditure; introduction of a toll system to cover major reequip-
ment costs; efficiency improvements of import dredging operations;
and elimination of legal obligations to buy from domestic ship-
yards; and (ii) shifts in investment priorities from the expansion
of the merchant fleet to dredging and port support services and
elevators, and from a possible air fleet standardization invest-
ment to the improvement of air traffic control systems;

(d) strengthening of MOSP planning and foLlow-up including the
restoration of national transport planniig as part of the global
public investment planning mechanism, and the elimination of
earmarked funds. In most road transport, priorities need to be
shifted (i) from upgrading/capacity increases to reconstruction
(current investment projects allocate 73% and 26%, respectively,
to the former and the latter); (ii) from projects that are not
likely to yield acceptable rates of return (due to expected
traffic levels below minimum), that are allocated 52% of total
investment expenditure, to higher traffic corridors; and (iii)
from new paving projects with expected average daily traffic (ADT)
of less than 100 to gravel surface projects with higher ADT;

(e) initiation of institutional reforms such as consolidation of port
agencies and urban rail authority, and agreement on studies to
implement action programs in the sector; and

(f) deregulation and privatization in areas of offshore storage/ship-
ping facilities, containerization, tugboat service, and highway
maintenance.

C. Potential Results

35. Action on the above areas would result in a more efficient and
less costly transport operation in support of Argentina's export promotion
efforts. At the same time, the negative effects on the overall public
sector deficit will be significantly reduced.
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RESTRUCTURING AND PRIVATIZATION

A. Analysis

36. Restructuring and privatization of public sector industrial enter-
prises provide a further means to help reduce the Government's financial
burden and public sector deficits and to increase industrial efficiency,
competitiveness and exports. These are important areas of policy consider-
ation because future growth possibilities of the economy may hinge critic-
ally on the ability of the Government to keep down public sector deficits,
which otherwise could lead to uncontrollable upward pressures on inflation,
interest rates and/or taxes.

37. Policy objectives in restructuring and privatization should focus
on: (a) restructuring of public sector enterprises which often have large
potential for cost reductions or which, through their linkages, could have
a significant impact on the efficiency and competitiveness of other parts
of the industrial sector as well as the rest of the economy; and (b) priva-
tization of select state-owned enterprises.

B. Policy Recommendations

38. Specific actions recommended include:

(a) technical, financial and organization/management restructuring of
selected public enterprises or subsectors to improve the effi-
ciency and competitiveness of basic industries. The most signifi-
cant benefits from restructuring can be expected in steel (mainly
SOMISA) and telecommunications (ENTEL). Systematic restructuring/
rationalization should focus on improvements in: (i) organiza-
tional structures and management and administrative processes,
including the degree of the enterprises' autonomy and the nature
of their relationship with the Central Government; (ii) balancing
and/or modernization of existing production lines; (iii) produc-
tion management techniques (e.g., inventory and other working
capital management, appropriate balance between production capa-
city and size and composition of work force; (iv) financing; and
(v) pricing/cost recovery techniques;

(b) mounting a comprehensive program for privatizing public enter-
prises especially in the productive sectors (e.g., petrochemicals)
which should include: (i) the identification of potential local
and foreign private sector investors who would be interested in
the purchase of state-owned assets; and (ii) the determination of
vehicle of transfer of assets to private investors, e.g., stock
market, international competitive bidding, etc.

C. Potential Results

39. Benefits of restructuring/privatization programs are likely to be
significant for other productive subsectors through cost reductions and
efficiency components, as well as through linkage and potential impacts on
competitiveness. In the near term, the efforts toward privatization could



- 14 -

help reduce the public sector deficit and support the Government's stabili-
zation objectives. In the longer term, through better exploitation of the
benefits of private initiative and entrepreneurship, they could also lead
to significant efficiency improvements in many segments of the economy,
help stimulate direct foreign investment, and facilitate export
development.



ANNEX IH

Table 1: ARGENI'INA - Summary of Key Macroeconomic Aggregates, 1978-1985

(percentages)

Estimated
1978 1979 1980 1981 1982 1983 1984 1985

GDP Growth Rate -3.4 6.7 0.7 -6.2 -5.2 3.1 2.0 -3.0

Debt/Export Ratio 1/ 1.62 2.0 2.5 3.1 4.6 4.8 4.7 4.7

Interest/Export Ratio2/ 1.69 14.6 20.4 33.0 51.6 56.8 55.8 50.6

Total Debt/GDP 3/ 23 28 31 40 63 61 62 69

Interest Paynents/GDP4/ 2.4 2.1 2.5 4.3 7.0 7.2 7.0 7.0

Debt Service Ratio 5/ 38 24 31 43 65 71 64 61

Terns of Trade 78 83 94 107 92 88 93 89

Import Growth Rate6/ -4.9 45.4 45.4 0.4 -41.2 -2.4 1.5 -5.3
Export Growth Rate 12.2 -3.0 -4.9 5.9 -2.4 11.5 -1.2 11.6

Current Account Balance 1,833 -537 -4,767 -4,714 -2,357 -2,461 -2,492 -1,280

1! Total debt including short-term/exports goods and NFS; absolute ratio.

2/ Total interest payments to exports goods and NFS.
3/ Total debt including short-tenn/GDP.

4/ Total interest paynents/GDP.
5/ Total interest and amortization on MLT divided by exports of goods and non factor services.

6' Real growth rates in 1970 prices.



ANNEX III

Table 2.A: ARGENTINA - Projections of Key Variables, 1985-1994, Base Case Scenario
(percentages and 1985 U. S. Dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

GDP growth rate -3.0 2.7 3.5 3.3 3.3 3.2 3.3 3.3 3.4 3.4
GDP/capita 2,049 2,066 2,101 2,131 2,163 2,194 2,225 2,257 2,292 2,328
Debt/Exports 4.8 5.0 5.0 4.5 4.1 3.7 3.3 3.3 2.8 2.5
Total Debt Outstanding and

Disbursed (billions) 48.6 50.1 51.6 52.4 53.2 53.2 53.6 52.6 51.0 48.7
Debt/GDP) 69 69 69 68 66 64 62 59 55 50
Interest Payments/GDP 7 6 6 5 5 4 4 4 3 3

Debt Service ratio

(exclud. short term) 61 67 50 44 43 42 43 39 39 38
Public Investment a/ 2,451 2,426 2,523 2,624 2,729 2,839 2,952 3,070 3,193 3,321
Public Investnent/GP 4.9 4.8 4.8 4.8 4.8 4.9 4.9 5.0 5.0 5.0
Private Investment a/ 3,827 4,264 4,596 4,964 5,356 5,774 6,207 6,672 7,173 7,711
Private Investment/GOP 7.7 8.4 8.7 9.1 9.5 9.9 10.3 10.8 11.2 11.6
Public Savings/GDP 6.9 7.9 8.2 8.8 9.0 9.3 9.6 10.0 10.2 10.5
Private Savings/GDP 12.2 10.6 11.1 10.9 11.1 11.1 11.1 11.1 11.2 11.4
Exports Growth Rate 11.6 -3.0 6.7 3.0 3.4 2.4 3.0 3.0 3.5 3.6
Exports/GDP 15.1 14.2 14.7 14.6 14.6 14.5 14.5 14.4 14.5 14.5
1mpxorts Growth Rate -5.3 4.8 3.8 3.7 3.7 3.7 4.0 4.0 4.1 4.1
Imports/GDP 8.6 8.8 8.9 8.9 8.9 9.0 9.0 9.1 9.1 9.2
Consumption/Capita
Growth Rate -5.2 1.5 0.7 1.0 1.0 1.0 1.0 1.0 1.0 1.0

GNP Grqowth Rate -2.8 3.3 4.0 4.1 3.6 3.7 3.8 3.6 3.7 3.8
GNP/Capita 1,898 1,926 1,967 2,012 2,048 2,086 2,128 2,165 2,206 2,249

a/ fn thousand billions of 1984 pesos.

Notes:
1. Lebt includes public and publicly guaranteed, private non-guaranteed and short term debt.
2. Exports and imports include that of goods and non-factor services.
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Table 2.B: ARGETIINA - Projections of Key Variables, 1985-1994, High Case Scenario

(percentages and 1985 US dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

GDP growth rate -3.0 2.6 4.3 4.6 4.8 4.4 4.3 4.3 4.4 4.4
GDP/capita 2,049 2,066 2,117 2,176 2,241 2,297 2,355 2,412 2,474 2,537
Debt/Export 5.1 4.8 4.4 3.9 3.4 2.9 2.8 2.6 2.4 2.2
Total Debt Outstanding

and Disbursed 48.6 50.1 51.9 52.5 52.6 53.2 53.9 54.3 54.8 55.2
Debt/GDP 69 65 60 54 48 42 38 34 29 25
Interest Payments/GDP 7 6 6 5 5 4 4 3 3 3

Debt Service Ratio
(exclud. short term) 61 67 49 41 39 40 45 43 48 36

Public Investmenta/ 2,451 2,426 2,5% 2,765 2,931 3,092 3,246 3,409 3,579 3,758
Public lnvestrent/GDP 4.9 4.8 4.9 5.0 5.0 5.1 5.1 5.1 5.2 5.2
Private Investmenta/ 3,827 4,264 4,690 5,253 5,830 6,413 6,991 7,550 8,154 8,806
Private Investment/GDP 7.7 8.4 8.8 9.4 10.0 10.5 11.0 11.4 11.8 12.2
Public Savings/GDP 6.9 7.9 9.2 9.8 10.0 10.3 10.6 11.0 11.2 11.5
Private Savings/GDP 12.2 10.6 10.1 10.3 10.9 11.0 11.1 11.0 11.2 11.3
Exports Growth Rate 11.6 -3.0 8.6 6.3 6.7 4.1 4.6 4.3 5.2 5.1
Exports/GDP 15.1 14.2 14.8 15.0 15.3 15.3 15.3 15.3 15.4 15.5

Tiiports Growth Rate -5.3 4.8 9.3 5.8 6.2 6.0 5.9 5.6 5.5 5.5
Inports/GDP 8.6 8.8 9.2 9.3 9.5 9.6 9.7 9.9 10.0 10.1
Consuuption/Capita Growth

Rate -5.2 1.5 1.5 1.75 2.0 2.0 2.0 2.0 2.0 2.0
GNP Orowth Rate -2.8 3.3 4.9 5.6 5.2 4.9 5.0 4.7 4.8 4.8
GNP/Capita 1898 1925 1985 2059 2127 2193 2261 2324 2393 2464

a/In thousand bullions of 1984 pesos.

Notes:

1. lebt includes public and publicly guaranteed, private non-guaranteed and short term debt.
2. Exports and imports include that of goods and non-factor services.



ANNEX M

Table 3.A.1: ARGENTINA - Projections of Cannitments, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 240 630 500 500 500 500 2,870
IDB (or other inultilateral) 400 400 300 200 200 200 1,700
Bilateral Official Exp. Credit
Suppliers' Credits 1,100 1,200 900 800 800 700 5,500
Comercial Banks 2,992 1,865 1,334 727 929 209 8056
lI'AL 4,732 4,165 3,034 2,227 2,229 1,409 18,056



ANEX II

Table 3.A.2: ARGENTINA - Projections of Disbursemfents, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bark 146 478 462 470 425 4UW 2,381
IBD 236 470 157 189 192 196 1,440
Bilateral/Official Exp. Credit
Suppliers' Credits 695 826 375 375 325 275 2,871
Comnwrcial Banks 2,992 1,865 1,334 727 929 209 8,056

'IUTAL 4,069 3,639 2,328 1,761 1,871 1,080 14,748
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Table 3.A.3: ARGENTLNA - Projections of Repaynents, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 116 149 161 159 178 198 961

IDB 76 100 35 50 68 118 447

Bilateral
Official Exp. Credit 143 249 168 222 388 413 1,583

Suppliers' Credits
Caarercial Banks 765 982 - - - 466 2,213

TOTAL (including IT) 1100 1480 364 431 634 1195 5204
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Table 3.A.4: ARGENTINA - Projections of Net External Flows, 1985-1990: Base Case

(in udllions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

Wurld Bank 30 329 301 311 247 202 1,420
1AB 160 370 122 139 124 78 993
IMF 702 400 -150 0 -300 -300 652
Bilateral
Official Exp. Credit 552 577 207 153 -63 -138 1,288
Suppliers' Credits
Copmercial Banks 2,227 883 1,334 727 929 -257 5,843
Direct Foreign Investnent (net) 214 246 285 330 384 447 1,906

TOlAL (incl. IMF and DFI) 3,885 2,805 2,399 1,660 1,321 32 12,102
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Table 3.B.1: ARGENTINA - Projections of Commitments, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 240 630 800 900 900 900 4,370
IDB 400 400 500 500 500 500 2,800
Bilateral )
Official Exp. Credit) 1,100 1,200 700 500 400 400 4,300
Suppliers' Credits )
Commercial Banks 3,423 1,859 1,293 0 0 0 6,575

TOTAL 5,163 4,089 3,293 1,900 1,800 1,800 18,045
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Table 3.B.2: ARGENTINA - Projections of Disbursements, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 146 478 600 670 670 600 3,164
1 B 236 470 157 189 192 196 1,440
Bilateral )
Official Exp. Credit) 695 826 375 325 275 247 2,743
Suppliers' Credits )
Commercial Banks 2,992 1,865 1,293 +32 303 0 6,885

TOTAL 4,069 3,639 2,425 1,616 1,440 1,043 14,232
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Table 3.B.3: ARGENTINA - Projections of Repayments, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 116 149 161 159 178 198 961
1)B 76 100 35 50 68 118 447

BLlateral )
Official Exp. Credit) 143 249 168 222 388 413 1,583

Suppliers' Credits )
Commercial Banks 765 982 0 0 0 805 2,552

TOTAL (including IMF) 1,100 1,480 364 431 634 1,534 5,543



ANNEX III

Table 3.B.4: ARGENTINA - Projections of Net External Flows, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A 1,

World Bank 30 329 439 511 492 402 2,203IDB 160 370 122 139 124 78 993IMF 702 400 -150 0 -350 -300 -602
3ilateral )
Official Exp. Credit) 552 577 207 103 -113 -166 1,160
Suppliers' Credits )
Commercial Banks 2,207 883 1,293 432 303 -805 4,333
Lirect Foreign Investment (net) 269 214 246 285 330 384 1,728

TOTAL (including IMF and DFl) 3,940 2,773 2,457 1,470 1,136 -107 11,019



ANEX IM

Table 4.1: A1WIE'HNA - Projections of Debt Outstanding and Disbursed, 1985-90: Base Case

(in millions of US dollars, end of period)

1985 1986 1987 1988 1989 1990 Qvange
1984/1990

World Bark 579 985 1,286 1,597 1,844 2,046 1,420
IDB 1,104 1,465 1,587 1,726 1,850 1,928 993
IMF 1,800 2,2) 2,350 2,350 2050 1750 652
Bilateral
Official Exp. Credit 5,535 6,112 6,319 6,472 6,409 6,271 1,288
Suppliers' Credits
Ccxrmercial Banks 35,860 37,174 38,391 39,118 40,047 39,790 5,843

Total Mediun & Long Term DOD 44,878 47,936 49,933 51,263 52,200 51,785 10,196

Short Term Debt 5,005 4,500 4,000 3,5W0 3,004 3,175 -3,395

LUrAL 49,883 52,436 53,933 54,763 55,204 54,960 6,801



ANNEX III

Table 4.2: ARGENTINA - Projections of Debt Outstanding and Disbursed by Source, 1985-90: High Case

(in millions of US dollars, end of period)

1985 1986 1987 1988 1989 1990 Change
1984/1990

World Bank 579 985 1,424 1,935 2,427 2,829 2,203
IDB 1,104 1,465 1,587 1,726 1,850 1,928 993
IMF 1,800 2,200 2,310 2,310 2,050 1,750 652
Bilateral

Official Exp. Credit) 5,535 6,112 6,319 6,422 6,309 6,143 1,160
Suppliers' Credits )
Commercial Banks 35,860 37,174 38,350 38,782 39,085 38,280 4,333

Tocal Medium & Long Term DOD 44,878 47,936 50,030 51,175 51,721 50,930 9,341

Short Term Debt 5,005 4,500 4,000 3,500 3,165 3,383 -3,187

TOTAL 49,883 52,436 54,030 54,675 54,886 54,313 6,154



FY5t-FY9: PRP SED LNDING PROGRAM - PRoJEC DETAIL
NOVEMBER 2-, .985

HigO Case

PLAN/ACT. USS Million
MANAGING PROJECT / STATUS APPRAISAL
UNIT DEPARTURE BANK

FY86
LC2PB PA041-TAI-B L 11/85 20.0
LCPWS PA025-Water Supply-B L 02/85 60.0
LCPAC PA036-Agric. Sector-C L 05/85 350.0
LCPEN PA042-Power Eng.-B N 11/85 10.0

FY86 Totals: Lending Amount 440.0
Number of Projects 3

FY87
LCPTI PA024-Bahia Blanca I-C S 12/84 40.0
LC2PB PAO50-Trade Policy-C L 06/86 350.0
EGYD2 PA047-Refinery Supp Ln-S M 11/85 110.0
LCPI2 PA046-Sm. & Me. Ind. B L 06/86 100.0
EGYD2 PAO -Oil & Gas Private D L 06/86 100.0

FY87 Totals: Lending 700.0
Number of Projects 4

FY88
LCPI2 PAO -Financial Sector D S 06/86 350.0
LCPEN PA051-Power Distrib. D L 09/86 150.0
LCPI2 PA046-Export Promotion C S 06/86 200.0
EGYD2 PAO-Gas Pipeline D L 09/86 200.0

FY88 Totals: Lending Amount 900.0

Number of Projects 4
FY89

LCP12 PA027-Industrial Cr.III-D S 03/87 150.0
LCPI2 PAO-Financial Sector II D L 07/87 350.0
EGYD2 PA028-Oil & Gas Infrast.D S 06/87 100.0
LCPI2 PAO -Trade Policy II D L 06/87 350.0

FY89 Totals: Lending Amount 950.0
Number of Projects 4

FY90
INDD3 PAO -SOMISA Restruct. -D S 06/87 50.0
LCPEN PA051-SEGBA V C S 06/88 [50.0
LCPWS PAO Water Supply D L 06/89 80.0
LCPI2 PA053-Export Promot. II-D S 06/88 100.0
LCPURB PAO Housing D L 06/89 75.0
LCPURB PAO Market Town Impr.-D L 05/88 75.0
LCPTR PAO Transp. Sector II-D L 06/89 350.0

FY90 Totals: Lending Amount 880.0
Number of Projects 7

TOTAL LENDING AMOUNT 3,870.0

NUMBER OF PROJECTS 22

Reserve Projects:

FY87

LCPAC PAO -Agric. Sector II C L 09/86 350.0

FY88

LCPTR PAO -Bahia Blanca II C L 09/86 160.0
LCPEN PAO -Yacyreta C L 09/86 200.0

FY89
LCPTR PAO -Transport Sect. I-D S 06/86 350.0
LCPI2 PAO -Financial Restruc.D L 06/87 100.0

FY90
INDD4 PA055-ENTEL Restruct. -D S 06/88 150.0
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December 19, 1985

ARGENTINA: BAKER INITIATIVE COUNTRY STUDY

I. Initial Conditions

Economic Performance

1. Argentina's economy has been adversely affected by a poor politi-
cal milieu and inappropriate economic management since the early 1950s.
Over the last decade, abrupt shifts and inconsistencies in policies weak-
ened Argentina's productive capacity and exacerbated structural imbal-
ances. Economic mismanagement led to an increase of the country's external
debt, which, as a share of GDP, has multiplied almost seven-fold (from 10%
to 67%) during the last decade. Interest payments on the external debt now
absorb about 40% of gross domestic savings compared to less than 5% in the
early 1970s. While the external debt increased, domestic production
declined. In 1985, real GDP per capita was 13% below its 1974 level.
Investment declined to 13% of GDP, from an average of 21% during the early
seventies.

2. The productive sectors, particularly manufacturing, are beset by
thorny structural and financial problems. More than 40% of capacity in the
construction industry now stands idle. Significant underutilization of
capacity also exists in many manufacturing industries; and most firms also
lack sufficient working capital. Financial intermediation is costly and
inefficient, interest rates are high in real terms, and oversized banking
institutions are suffering severe difficulties. Argentina's self-suffi-
ciency in oil has deteriorated as the ratio of oil reserves to annual out-
put has declined. Proven reserves of gas have increased, but the process-
ing and transport infrastructure to exploit them is deficient.

3.' Unfavorable changes in the external environment during 1979-82
further aggravated domestic problems. Argentina suffered external shocks
equivalent to 4% of GNP owing primarily to deteriorating terms of trade and
high interest rates. This situation was compounded by a deterioration in
export competitiveness and a rapid increase in imports as the peso became
increasingly overvalued. The policy response was primarily to resort to
additional external borrowings. This was accompanied by some contraction
of economic activity. The unfavorable external shocks and the poor policy
response were further compounded by the South Atlantic war and subsequent
political instability.

Stabilization Efforts

4. A democratic Government took office in 1983. The Alfonsin admin-
istration confronted a difficult situation: the economy was in poor shape
following the 1982 military adventure, inflation was running at close to
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20% per month, the fiscal deficit was about 16% of GDP, and the external

debt exceeded US$45 billion. Nevertheless, most social groups greeted the

new Government with strong expectations for an improvement in their living

standards. The Government first used a gradualist approach to tackle

Argentina's problems, but with little success. There was a modest gain in

real output led by real wage increases but, in order to finance a seemingly

chronic public sector deficit, the Government was obliged to resort to

domestic financing, which produced a steady increase in inflation. The

Government entered into a stand-by agreement with the Fund but was unable

to meet the agreed targets. As the economy came perilously close to

complete chaos, the Government changed gears and moved to shock treatment

in mid-June 1985 with the Plan Austral and then reached agreement with the

Fund on revised targets.

5. The Plan's main features were: (a) introduction of a temporary

wage-price freeze to be supervised through spot-checks. However, before

that a number of critical prices were adjusted. These included various

public sector prices and an 18% devaluation; (b) a drastic cut in the over-

all public sector cash deficit, with the purpose of reducing it from 12.5%

of GDP in the first half of 1985 to 2.5% in the second half of 1985. This

was to be accomplished by increasing tax revenues, reducing real wages, and

from falling interest payments resulting from lower inflation. The Govern-

ment committed itself not to resort to Central Bank credit and to finance

the deficit through capital inflows; and (c) a monetary reform introduced a

new currency, the Austral, pegged to the U.S. dollar at a fixed rate.

6. The initial results have been impressive: monthly inflation has

fallen from about 30% in May to 6% in June and about 2% per month on

average during July-November; the overall public sector cash deficit has

been cut down to slightly above 3% of GDP in the second half of 1985 with-

out Government recourse to Central Bank credit; the deficit of the current

account of the balance of payments has been reduced from 3.5% of GDP in

1984 to an estimated 2% of GDP in 1985. However, the stabilization program

is encountering difficulties. First, the Government has been unsuccessful

in containing the spending of some public enterprises and provincial

governments. Unless additional measures are taken, the public sector

deficit will exceed the Fund targets. Second, interest rates, although

lower, now stand at 3% per month and discourage private investment. Third,

the deficit in the current account of the balance of payments is expected

to widen again in 1986, primarily because of continued deteriorating terms

of trade and recent floods which have hampered agricultural production.

II. Objectives of the Medium-Term Program

7. In the design of a program for the medium-term recovery and

development of the economy, it is important to recognize that the continua-

tion of the Plan Austral is a necessary precondition for any program.

Thus, even a base case scenario will require a continuing series of policy

steps building upon and strengthening the program initiated in mid-1985.

In laying out the scenarios for recovery and growth, two objectives have

been established. First, that a modest but steady improvement in real per

capita consumption is a necessity for the social and political maintenance

of the consensus behind any economic program. Second, that the ratio of

debt to exports must be brought down to levels where the normal role of

foreign capital in the Argentine economy can be reestablished.
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8. Real per capita consumption has been declining for some time and

in 1985 was lower than any time in the past 15 years. With interest pay-
ments on foreign debt currently absorbing almost 40% of savings and 7% of

GDP, it will be difficult to find much scope for improvements in real con-

sumption. Nevertheless, the base case scenario explores the costs of pro-

viding a steady but very modest improvement of 0.75% per year, while the

high case explores the possibilities of accelerating this to 2% within the

next decade. On the external side, the objective is to reduce the burden

of debt from its current high ratio of 5 times exports to more manageable,
-- but still high levels of roughly 3 times exports by 1990, with the further

objective of approaching ratios significantly below this during the follow-

ing decade. Consistent with these two objectives, the base case indicates
that Argentina should be able to achieve a 3% rate of growth of GDP while

the high case implies rates in the range of 4-4 1/2%. Finally, it should

be emphasized that the magnitude of the difficulties that the economy is
currently experiencing is such that the differences between the base case--
maintenance of the Plan Austral--and the high case--maximum effort--are
fairly small in terms of results until 1989-90.

III. Implications of the Objectives of the Medium-Term Program

9. In assessing the implications of the objectives of the medium-
term program, two key structural characteristics of the economy must be
explicitly recognized. First, the economy is a relatively mature one with

relatively small increases in population and labor force which, over the

past half century, it has never exhibited the high growth rates character-
istic of more normal developing countries. Thus, it would be unrealistic
to expect growth rates of GDP to exceed 5% over a sustained period, even

under conditions of maximum policy efforts. The second factor is the

immense size of the external debt, equivalent to two-thirds of GDP and

five times the site of exports. Even under the Plan Austral the economy
does not generate enough surplus on the balance of payments to cover the

interest on its debt. Thus, any program, even under the best of policy
conditions, will require net lending to Argentina (either as fresh money or
as capitalization of interest) for at least the next 2-3 years.

10. It is also important to point out that in our judgement it is

necessary that the Plan Austral, in itself a bold and significant policy
effort, be maintained. Thus, we have taken this as our base case rather
than setting forth the very dismal scenario that would emerge if we were to

extrapolate the performance of the 1980-84 period, which would involve a
stagnation in real growth, a continued decline in real per capita

consumption, a highly protected and inefficient domestic economy, continued

high debt to export ratios, and, in all likelihood, continued political
instability. Thus, there is perhaps a less striking difference between our

base and high cases than in other countries where similar analyses have
been made.

11. Investment in Argentina has in recent years been an extremely low

share (13%) of GDP and has been characterized by inefficiency with high
ICORs. The program for the future does not call for massive new invest-
ments across the board, but rather selective investment in key areas, both

public and private, with a focus on increased efficiency. Thus, it is pro-

jected that in the base case investment might productively be increased to
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15% of GDP by 1990 and 17% by 1995 with private sector investment (current-

ly 60% of the total) increasing twice as fast as public. In the high case,

the ratios to GDP are only slightly higher (16% and 19%) but the ICORs are

significantly lower as policy reforms, for example in the energy sector,

are implemented allowing a significantly more efficient use of capital

stock.

12. Roughly 40% of domestic savings is now being used to pay interest

on external debt. Even under the best of policies it is not likely that

this can be reduced to less than 20% before 1990. Saving itself, under

either scenario, should show a modest improvement in its share of GDP in

response to measures to reduce the public sector deficit and encourage

private sector savings. The latter could be supported by the financial

sector reform as well as by the improved investment climate generated by

the policy package.

13. The exchange rate established in the June 1985 measures repre-

sented a more than competitive parity for the Austral. While there has

been a modest domestic inflation since that time, the currency has not, in

the opinion of the IMF, yet moved to a non-competitive position. It is

expected, however, that during the period covered by our projection, the

authorities will take the required policy measures, including--if

necessary--periodic adjustments of the exchange rate in order to maintain

the approximate competitiveness of the currency that existed during the

latter half of 1985.

14. The key to Argentina's recovery and to the reduction of the heavy

debt burden is the performance in the export sector. This is made all the

more difficult by the relatively small degree of openness of the economy;

exports are currently only 14% of GDP. In addition, the current weak posi-

tion of the commodities that make up most of Argentina's exports does not

augur well for rapid improvements in earnings in the short-run, even with

maximum productive efforts by the country itself. Given that beef, wheat,

soybeans, and sorghum are key commodities, it is unlikely that after

1985-86 improvement in production there will be more than 2-3% long real

growth in exports. In the high case, full implementation of our policy

recommendations in agriculture, trade, and more importantly in the energy

sector, could result in real growth of exports in the 5% range.

15. On the import side the projections imply a relatively unchanged

share of GDP given a competitive exchange rate. This reflects the fact

that tariff levels in Argentina are relatively low already and are unlikely

to fall significantly in the near future (see para. 41). Under the base

case, because of the necessity to have a modest improvement in per capita

consumption, total external debt rises until 1991; in the high case this

peak takes place in 1989. In the high case, the projection also assumes

that there will need to be an acceleration of the value of capital goods

imports, reflecting a capital deepening.

16. External debt, including short term, is currently just under

US$50 billion. The debt service ratio is currently over 100% of exports.

Not only does this debt present a serious impediment to the resumption of

normal international financial relations for Argentina, but it also

represents a heavy burden on domestic resource mobilization. At the

present time, the interest payments on all of Argentina's debt are over
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US$5 billion, while the resource surplus on the trade account is only

slightly above US$3 billion. Thus, not only must exports grow, but

but efforts need to be made to reduce the relative size of the debt in

relation to the economy. The implication of the current situation is that

as there is an insufficient resource surplus to pay interest on the debt at

least for the next two to three years, Argentina will have to arrange for

lending to cover this requirement. Reschedulings, whether officially or de

facto, will be required throughout the rest of the 1980s with the

possibility of some potential for repayment of commercial bank lending

during the 1990s.

17. The projections are based on the assumption that all debt to com-

mercial banks as of the end of 1985 is serviced on interest with amortiza-

tion being fully rolled over, and all other debt is fully serviced includ-

ing all new debt from commercial banks. When the projections reach the

point that all such payments can be made without fresh borrowing, the

surplus is assumed to accumulate in reserves. At that point four choices

will be available to the Argentine authorities by 1994 in the base case and

by 1990 in the high case to: (i) repay principal on pre-1986 commercial

bank borrowing; (ii) increase imports with a view to accelerating growth;

(iii) increase imports so as to improve consumption levels; and (iv)

accumulate foreign exchange reserves and earn interest on them. There is

no clear-cut case for preferring any one of these alternatives. It is

quite probable that increased investment in the Argentine economy, beyond

the point where growth is in the 4-4 1/2% range, would not increase growth

further, but rather lead only to increased inefficiency in the use of

capital. Repaying the principal of the pre-1986 commercial bank debt is

certainly possible, but would only be desirable if it would enhance

Argentina's creditworthiness. Increasing reserves is not an end in itself,

it simply increases the resources available to be spent and the temptation

to spend them on large projects. Finally, the authorities could certainly

use the resources to increase consumption even earlier than projected,

which while certainly attractive, could lead to increased inflationary

pressures on the non-tradeable sectors of the economy. Clearly, the

authorities, when the time comes, will utilize a mix of the four

alternatives; the point is that this should be done in a careful and

balanced fashion. The purpose of the present exercise is to indicate at

what point in time such an option might be available rather than to specify

exactly what choices should be made. Thus, the choice of accumulating

reserves has been adopted in our projections on a purely notional basis.

18. In recent years, Argentina has been characterized by high fiscal

deficits and, as stabilization was set in place, by very low ratios of

money to GDP--M1 to GDP was as low as 3% and will probably finish 1985 at

about 6%. The dilemma facing the authorities is how to increase the avail-

ability of money in the economy without raising inflationary pressures.

Accordingly, the money expansion must be very modest and in both scenarios

we have assumed that the policy packages are consistent with an expansion

of the money to GDP ratio to 10% of GDP over the next four years. The

fiscal deficit will be very difficult to reduce over the short run given

the high debt servicing burden placed on public finances and the structural

problems in state enterprises, particularly YPF (Yacimientos Petroliferos

Fiscales). We have thus assumed that the deficit can be reduced to 3% of

GDP during 1986, but that in the base case it will fall no further. In the

high case the policy reforms, particularly in YPF, should allow a further
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drop to 2% of GDP, but this, we believe, is the long run structural ratio

of the deficit.

IV. Policies, Institutions, and Priorities

19. Argentina has the potential to reverse the current recessionary

trends in economic activity and gradually achieve respectable growth rates

while reducing its debt exports ratio. Fulfillment of this potential in a

high case scenario is predicated on the adoption of comprehensive policy

reforms.

20. In a first stage, the Government has put into place a comprehen-

sive program to stabilize prices, reduce the fiscal deficit and strengthen

the external accounts. The next hurdle that needs to be overcome is the

transition from a wage and price freeze to a regime of price flexibility.

To proceed on this course without once again destabilizing the economy, the

Government needs to undertake measures which should permanently reduce the

fiscal deficit and avoid using Central Bank credit to finance it, so as to

create an environment for breaking medium-term inflationary expectations as

it implements a concerted and gradual phasing out of the freeze.

21. The Government has stated its intention to address the root

causes of Argentina's economic woes through comprehensive medium-term pro-

gram of structural reforms. At the moment though it is still seeking its

way, the elements for an 'integrated program have not yet been put

together. It is considering to eliminate most quantitative restrictions on

imports and replace them by tariffs. It is also -planning to reduce state

participation in the industrial and petroleum sectors. Further, it has

indicated interest in Bank support for the privatization of its petrochem-

ical holdings in the Fabricaciones Militares complex. However, the Govern-

ment is moving only slowly in opening up petroleum exploration and exploit-

ation for the private sector; likewise, in telecommunications, it has

decided to entrust the expansion of the seriously defective telephone net-

work to a public sector company (ENTEL) that has been unable to operate the

existing systems satisfactorily. The Government needs to act on several

fronts simultaneously: improve the incentive system for the private

sector, define a policy for the public sector, streamline public expendi-

tures, eliminate distortions in the financial sector, and strengthen the

infrastructure required to support exports. The following paragraphs sum-

marize our judgment on the relative importance of the policies and measures

required to achieve the objectives mentioned above.

22. The Government should give first priority to eliminating export

taxes and quantitative import restrictions. As of October 1984, the aver-

age import tariff was about 23%. A comprehensive trade policy reform, in-

cluding lower rates of effective protection only seems feasible once the

economic recovery is well under way. Meanwhile, a gradual process of rati-

onalizing the trade regime should support a concerted major drive to pro-

mote industrial exports. We have estimated that such a program, which

could be supported by Agricultural Sector, Trade Policy and Export Promo-

tion Loans, could generate incremental foreign exchange earnings of about

US$1.2 billion from agricultural exports and of US$1.3 billion from indus-

trial exports by 1990; however, this would require new offsetting fiscal

measures.
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23. Policy reforms in oil and gas are crucial for the high case

scenario to materialize. The Government has indicated its intention to

allow for a broader role of the private sector, both foreign and local, in

the development of Argentina's hydrocarbon resources. However, it has been

slow in defining specifics and in taking concrete action. Key among the

requirements for the promotion of gas and oil developments are more attrac-

tive and stable incentives for the private sector, award of attractive new

exploration and exploitation contracts, limitation or elimination of

convertibility risk, access to domestic credit (i.e., "apex" financing
arrangements) and rationalization of the price structure of hydrocarbon

products in line with economic costs.There are also possibilities to

enhance the participation of the private sector in the gas transportation

and distribution system. We have estimated that Argentina has the

potential to export around 70,000-120,000 barrels per day amounting to

US$0.6 to US$1.0 billion of crude oil/petroleum (at US$24 per barrel)

products by 1990. At the same time YPF is the single major source of the

public sector deficit. Moreover, annual investment requirements during

1986-90 of about US$1 billion for petroleum and US$0.5 billion for gas
cannot be met by the public companies. Bank lending in support of rational

hydrocarbon development policies could include Refinery, Supplemental Oil

an Gas Sector (policy-based) and Oil and Gas Private (project financing)
Loans.

24. Eliminating the existing distortions which do not allow capital

markets to operate efficiently will be a key to stimulating investment for

capacity expansion. However, because of the risks of a financial crisis

involved in a comprehensive financial sector reform, the needed reform has

to proceed in stages. First, real interest rates could be reduced sharply

by removing present surcharges, shifting the burden of reserve requirements

to sight deposits with very low requirements on time deposits, and reduce

controls to direct credit. Second, the Government should initiate a pro-

gram to restructure the sector through mergers and acquisitions by means of

increasing minimum capitalization requirements and temporary fiscal

measures to promote consolidation. However, the Government needs to pro-
ceed with caution, perhaps first concentrating on public banks that are

inefficient. A proposed Financial Sector Reform Loan has tentatively been
included in our program.

25. A framework for reforming the public sector should include the

medium-term role of the public sector in the productive areas; namely, to
both restructure and privatize public sector enterprises. Moreover, its

share of public sector investment in total investment should gradually dec-

rease. The public sector should not have preferential access to credit.

Budgetary policy should be such that only transfers for equity take place
and that operating losses of enterprises not be financed by either the

Central Bank or the budget. At the same time, the public sector should

have freedom to set its prices within certain regulatory limits for

monopolistic services. Finally, enterprises should be managed as

commercial entities, including policies over wages, recruitment and

dismissals. A proposed Technical Assistance Loan would assist in

formulating the above framework.

26. In the context of implementing the reform of the public sector,

the Government also has to place emphasis on reorganizing its own house.

The thrust of this effort should be to reduce public sector employment
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(through attrition) and to improve the efficiency of public sector

enterprises including adequate cost recovery policies. Analytical

work to improve the efficiency of public enterprises [especially YPF,

ENTEL, Railways, SOMISA (steel)] has been initiated. Preliminary results

indicate that restructuring of these enterprises could lead to major gains

in their efficiency and competitiveness, while at the same time

strengthening public sector finances. The Bank could support restructur-

ing, which would be a lengthy and difficult endeavor through sector loans

in transport, energy and enterprise specific loans for SOMISA and ENTEL.

27. Similarly, the Government will need to prepare and review care-

fully the priorities of a medium-term public investment program. Our re-

cent review of a preliminary investment program has indicated the following

priorities in the transport and energy sectors, which account for about

half of public sector investment: (i) improvement of port services; (ii)

reconstruction/maintenance/graveling of high-trafic roads; building of

feeder roads for the main export corridors; (iii) enhanced oil recovery/

liquid extraction and gas gathering projects, acceleration of oil and gas

pipeline construction; (iv) reinforcement of power transmission/distribu-

tion lines. The Government has to strike a better balance between new

investment and maintenance; to introduce uniform investment criteria;

define priority projects; and establish a central review for all public

investment projects. In this connection, a central project

processing/monitoring unit would go a long way in helping to implement the

criteria and investment priorities that are agreed upon. As regards

investment financing, improvements in tax administration and

rationalization of public tariffs should be undertaken simultaneously with

the elimination of earmarked funding (special funds) which are not

conducive to efficient resource allocation. The Bank could support

government efforts in this context through Technical Assistance, Bahia

Blanca Ports I/II, Yacyreta supplemental, Power Distribution and Transport

Sector Loans.

V. Annual Action Programs

28. The policy reform proposals included in the high case scenario

should be implemented on the basis of annual action programs. This section

outlines in detail the annual action program for 1986. The annual action

programs for 1987-90 are outlined in the attached Policy Matrix (Annex I)
These of course would be reviewed and modified to take into account the

results of the implementation of each annual action program and changes in

the external environment. Discussion of the policy requirements under the

base and high case scenarios for 1986-90 is included in Section VI below.

1986 Action Program

29. The 1986 program would focus on: (a) agreement on a medium-term

macroeconomic program; (b) preparation of a medium-term public sector

investment and financing plan and external borrowing programs; (c) adoption

of revenue and expenditure measures required to meet the targets under the

Government's stabilization program; (d) phase-out of the wage and price

freeze; (e) exchange rate measures to maintain Argentina's international

competitiveness as required; (f) improvement of the effective exchange rate
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in agriculture; (g) elimination of import prohibitions and quantitative

restrictions; (h) improving the administrative mechanisms of trade

management; (i) extend financing for exports; (j) initiate support of

export services as part of export promotion; (k) initiate reforms in the

financial sector, and (1) introduce measures which will produce a

structural reform in the operation of enterprises in the energy sector.

More specifically, this would require the implementation of a number of

sectoral actions.

30. Agriculture: (i) removal of the temporary increases in export

taxes imposed in June 1985 (see para. 33 for offsetting revenues); (ii)

removal of the temporary increases in import tariffs on agricultural inputs

imposed in June 1985 and redesignation of tractors and agricultural

machinery from the "prohibited" to the "free" classification for imported

goods; and (v) initiation of studies to promote exports and improve

efficiency in the sector.

31. Trade: (i) import liberalization through the elimination of most

import licensing requirements: (a) reclassification of about 50% (2,000)

tariff positions from prohibited to free and partial replacement by

tariffs; and (b) reclassification of about 50% (650) tariff positions from

prior consultation to free and partial replacement by tariffs; (ii)

achievement of free trade status for export industries, through the reform

of the temporary admission regime for imported inputs, along the following

lines: (a) simplification of administrative procedures; (b) guarantee of

automatic access for any products; (c) coverage of indirect exporters; (d)

extension to capital goods used for export production; and (e) extension of

the tax reimbursement scheme to exports processed under the temporary

admission regime; (iii) simplification of export procedures, eliminating

all unnecessry interventions by public sector agencies; and (iv)

preparation of terms of reference for studies needed to support the

adjustment process: (a) study of tariff protection with a view to actions

that will reduce tariff dispersion; and (b) study on the indirect tax

content of exports, with a view to actions to rationalize the system of tax

rebates to exports, as well as strengthening it vis-a-vis trading partners

that might be tempted to impose countervailing duties; (v) removal of the

exclusive linkage of pre-shipment financing with dollar-indexed or dollar

deposits; (vi) facilitate joint financing by banks; and (vii) develop a

common data base for exporters.

32. Financial System: (i) lowering reserve requirements; and (ii)

preparing a program for rebuilding of the financial sector.

Public Sector

33. Fiscal System: (i) identification of alternative sources of

fiscal revenues and taking appropriate measures as needed to maintain the

fiscal deficit at levels commensurate with the ceilings of the Government's

stabilization program; (ii) satisfactory progress on a program for prepara-

tion and implementation of federal land tax; and (iii) tax administration:

(a) initiate the improvement of information flow by unification of taxpayer

identification for each separate tax collecting entity; phase out expensive

visit system in favor of distribution of information on cross-compliance;

increase penalities for evasion; and concentrate audit efforts on VAT; (b)

eliminate tax amnesties; and (c) focus excise tax collection on commodities

where the Government has direct control over the collection.
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34. Public Enterprises: (i) decision to restructure and privatize;

(ii) initiate reduction of employment through attrition; (iii) introduce

managerial accountability and cost accounting; (iv) initiate real tariff

increases in electricity and water supply enterprises; (v) minimize coal

investments; (vi) postpone major hydroelectric projects; (vii) cancel the

expansion of the petrochemical production capacity in Bahia 
Blanca, of the

SOMISA new sheet steel rolling mill and the shipyards expansion; and (viii)

establish clear criteria for public enterprise management on a commercial

basis.

35. Energy: (i) reduction of YPF budget deficit (from projected

US$1.1 billion to US$0.4 million): (a) investment program. Cut proposed

program of US$1 billion to US$600 million by reducing exploration and pro-

duction activity from a proposed 130 exploration and 850 production wells

to 50 exploration and 250 production wells, focussing on high-yielding

fields and secondary recovery projects making maximum use of existing shut-

in wells and well repairs. New oil production contracts with private com-

panies would supplement YPF's production efforts. Continue infrastructure

investment, mainly refinery conversion, which should be completed on time

and could not be farmed out to the private sector at this stage; (b)

operating budget. Establish action plan to achieve operating cost

reductions estimated at about US$0.3 billion through savings due to reduced

drilling activity (US$0.2 billion) and efficiency improvements (US$0.1

billion); and (c) monitoring mechanism. Establish independent monitoring

body reporting to the Ministry of Economy which supervises YPF's budget

programs on a continuous base and approves/countersigns major

decisions/expenditures; (ii) private sector oil exploration and production:

(a) new private oil production contracts. Establish action plan to farm

out explored areas to local and foreign oil companies under production

contracts. Achievable private sector investment estimated at US$200-300

million annually; (b) private oil exploration contracts. Complete first

bidding round for 32 areas (of 164 already defined areas) for new risk

contracts by February 1986. Complete second round for another 30 areas

during 1986. Estimated investment possibilities: about US$200 million

annually once drilling phase of awarded contracts starts; and (c) financing

of private sector operations. Allow export of crude oil or petroleum

products for limited recourse financing schemes. Improve disbursement

procedures for World Bank funds managed by BANADE. Utilize IFC funds as

matching funds to mobilize additional on-lending loans from commercial

banks; (iii) YPF organization improvement: (a) Establish action plan to

implement accounting and financial management systems to allow cost control

by activity and clarify accountability of YPF managers; and (b) institute a

high-level government committee to prepare options and approaches to

restructure YPF and to introduce workable competition in the petroleum

sector; (iv) gas sector: (a) begin Northern Pipeline expansion with clear

schedules and budget provisions; (b) prepare transmission pipeline

expansion program (Central West and new Western Pipeline); 
(c) resolve the

COGASCO dispute in 1986; and (d) introduce new financing schemes such as

limited resource financing guaranteed by petroleum export revenues; and (v)

power sector: initiate real tariff increases.
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VI. Scenarios

36. This section is a description of the type of evolution of the

economy that we expect to see under the two different policy scenarios.

The differences in the scenarios are essentially a matter of degree in

timing and intensity of implementation of policy reforms, which would

condition, again as a matter of degree, a return of confidence and,

consequently, direct private investment (both domestic and foreign). As was

pointed out earlier, the base case requires the maintenance of the Plan

Austral and thus needs a significant degree of continued policy action on

the part of the authorities. As noted, a true base case would imply a

return to the chaotic and disastrous policies of the early 1980's and would

be characterized by escalating debt, high inflation, declining per capita

consumption, and stagnant GDP. The Plan Austral represents a bold

repudiation of these policies on the part of the Argentine people and an

implicit assertion that the Plan, even with its present and future

sacrifices represents a minimum acceptable state of the economy.

37. The central sequence of policy actions and responses in the econ-

omy centers on the necessity at first on increasing exports as rapidly as

possible so as to address the overriding balance of payments and debt con-

straints. Thus the policies in the immediate future are aimed at export-

ables and at the incentives to export. As the economy has a moderate de-

gree of unutilized capacity in most sectors, the initial thrust will be. on

pricing. To this end the agriculture policies are directed at a reduction

in export taxes and a reformation of credit policies. Similarly in the

manufacturing sector wherie trade policy reform is an early priority. In

both these sectors there is enough capacity that it will be several years

before new investments need come on stream. In order to effect this

however, it will be necessary for a reform of the financial sector to have

taken place, ideally by early 1987, so as to lower the real cost of capital

to investors while simultaneously increasing the incentives to savers. A

second key to the recovery will be the oil and gas sector. Here the

country has a substantial potential, not only for natural gas, but also for

petroleum. In the short-run the issues can best be addressed by the

encouragement of the private sector in the industry, by allowing the

private sector into the exploration and development phases, by reducing

part of YPF's investment program (drilling and exploitation) and giving the

private sector the responsibility to undertake it, and by encouraging

technical developments in the extraction of existing wells. Finally, there

are issues that affect the fiscal strength of the country including an

early start on attaining adequate pricing in natural gas, power, and water

and sewerage, improved planning, the scaling down of the public investment

program, and monitoring of public sector investment. This latter program

should not only be aimed at allowing the private sector greater

participation in productive sectors, but also in focussing the investment

of the public sector in key infrastructural areas (such as ports and

transport corridors).

38. In the high case scenario, a very significant policy measure

concerns the building of gas pipelines and this requires an early settle-

ment of the COGASCO issue. This policy initiative will allow a dramatic
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change in the energy accounts of the balance of payments, by allowing the

gas associated with petroleum deposits to be taken off and thus allowing a

substantial increase in petroleum output. In addition this scenario will

require high levels of private investment in the sector. In both cases, it

would be necessary to improve extraction from existing wells, private

sector participation in exploration and development and moderate private

sector investment. In the agricultural sector, while the base case would

only envision export taxes being dropped to the May 1985 level, the high

case would phase out most of them and would focus on public investment in

the transport infrastructure between the producing areas and the ports. In

the trade field, the base case will require policy actions. The high case

may require further improvements in the competitiveness of the exchange

rate, but will certainly require coherent and stepped-up efforts on export

promotion. In the base case scenario, adequate pricing policies will be

requiredin the power sector. In the high case scenario, the power sector

will require expanding the transmission and distribution network and the

timely completion of ongoing power generation projects (including Yacyreta)

based on adequately projected demand requirements. Finally the

distinguishing characteristic of the high case scenario will be the

expanded and enhanced role that the private sector must play in the

economy. Private investment must double in real terms within the next

seven years. This can only take place with a coherent and productive

environment for the private sector coupled with an efficient financial

system.

VII. Difficulties in Implementing Policy Reform

39. The proposed policy reform program outlined in the preceding sec-

tions constitutes a major task. With the exception of privatization, the

proposed policy reforms in the agriculture, trade, energy and financial

sectors are necessary for the high case scenario to become viable.

40. The reform of agricultural sector policies will be criticized by

the conservative agricultural producers who are dead set against a land

tax. Within the Government, at a time of great fiscal stringency, the

Secretary of the Treasury is justifiable uneasy about the elimination of

taxes that are very easy to collect (export taxes) and their replacement by

a new tax that may prove harder to collect (the land tax).

41. Trade policy reform is an extremely sensitive area. The previous

import liberalization attempt was a bitter disappointment: entire indus-

tries disappeared, industrial employment declined in absolute terms, and

small and medium scale industries were particularly hard-hit; and the

country had nothing to show for it. Thus, any effort perceived as reviving

the "Martinez de Hoz policies" would be doomed to failure now. For this

reason, the proposed program of policy reforms focuses on achieving free

trade status for export industries, shying away from a comprehensive tariff

reform that would decrease the already low average effective protection and

its dispersion. This would be a way of maintaining the dialogue open on an

issue whose sensitivity might diminish in a few years. Proceeding differ-

ently--that is to say, raising the issue of decreases in average effective

protection at this point--would be extremely counterproductive. Business
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and labour leaders would present a united opposition front. The better

investment climate that the Government is painfully trying to reconstruct

would deteriorate sharply and the Bank's policy dialogue would be seriously

jeopardized. Yet it must be recognized that so long as the import regime

remains restrictive, additional external financing under the Baker proposal

or repatriation of Argentine assets now held abroad might have

inflationary consequences.

42. The major reforms proposed in the energy sector are likely to

provoke opposition from several sectors. Drilling contractors which now

execute about half of YPF's annual drilling program, will vehemently oppose

any cuts that jeopardize their service contracts. 
This would be supported

by provincial governments in oil-rich areas if reduced state production

activity resulted in a loss of royalty payments and reduced employment of

workers in the oil service industries. These concerns could be addressed

by awarding a substantial amount of production 
contracts to private sector

firms, which would shift risk and financing burdens to the private sector.

In particular, foreign firms would be able to service capital more easily

and could improve production efficiency more quickly than local firms.

Moreover, any privatization of oil production, introduction of more com-

petition or the restructuring of YPF, are likely to encounter resistance

from YPF's management, unions, and political forces within the Radical

Party (traditionally supporting public sector dominance of oil and gas

activity). This could be addressed by the creation of new private

sector jobs through the increase in private sector activity and by

improving performance incentives within YPF. Basically, however, these

groups will have to be convinced that the proposed policy reforms will

improve the Government's fiscal deficit and the balance of payments

prospects.

43. Financial sector reform is likely to be resisted by 
the owners and

managers of those financial institutions that are least 
likely to survive.

Since restructuring will unavoidably imply the closing down 
of some insti-

tutions and branches, it must be expected that, the banks' employees unions

will agitate to defend their members' jobs. Pressure will be applied on

the Government to absorb the redundant employees (about 30,000) which it

will not be in a position to employ.

44. Privatization efforts in all sectors are likely to be resisted,

even by some groups within the Radical Party. The issue is complicated,

moreover, by the administration's reluctance to antagonize the 
armed forces

unduly, and the fact that some of the more obvious privatization cases are

the Defense Ministry's steel and petrochemicals industries. Even in the

event that privatization could take place, the availability of buyers and

lack of financing could pose a serious constraint 
to divestiture.

VIII. Monitoring of Policies

45. The Bank would follow the Colombian model to monitor the progress

of the Government's medium-term program. Such monitoring would be imple-

mented through yearly assessments of a medium-term macroeconomic and public

sector investment programs. This would include the adoption and direction

of policies to ensure the programs' future viability. Consideration of
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policy based loans which would include specific agreements on

agricultural,trade, energy and financial sector policies and public sector

reforms, and on a successful implementation of the above mentioned

programs. We would push to reach an agreement with the Government on the

above before we present a proposed Trade Policy Loan to the Board. We

would also include in the programs specific agreements on the adjustments

of prices of public utilities to appropriate levels, together with

corrective actions on the overall economic program as required, and actions

to increase the role of the private versus the public sector, including

foreign investment. On the basis of the above, we would undertake regular

supervisional exchange of views with the Government. The Bank's yearly

assessment of the macroeconomic program would take into account the IMF's

review of its stand-by agreement with the country, particularly as it

relates to targets on net international reserves, the fiscal deficit, total

credit of the Central Bank, net credit of the Central Bank to the public

sector and the level of public sector debt on a quarterly basis. The

Bank's overall assessment would incorporate the IMF's view on progress with

respect to achieving and maintaining export competitiveness in the current

stand-by, and in subsequent ones, to be negotiated once the current one

expires in March, 1986. As part of this process, we will propose to the

Government that it prepare and send to the Bank two reports on a yearly

basis, summarizing the status of implementation of the medium-term program

to be agreed with the Government. The first status report would also serve

as a basis for a mid-term review. These reviews would also form the basis

for the release of the tranching under new policy based lending.

IX. Stabilization: Relationship with the IMF

46. The principal aim of our relationship with the Fund will be to

develop an operationally effective understanding before their next stand-by

negotiation (March 1986). The purpose of the proposed relationship will be

to: (a) agree on a medium-term framework necessary for the country to

become creditworthy and resume real economic growth; (b) agree on a stabi-

lization approach that is compatible with growth objectives; (c) receive

their input and support to ensure that the Government's medium-term invest-

ment program will be financially viable; (d) define the respective roles in

monitoring; and (e) incorporate the IMF's view in progress with respect to

stabilization and maintenance of export competitiveness in the Bank's over-

all assessment of the adequacy of the Government's medium-term macroecono-

mic program. Consistency between short-term stabilization and medium-term

growth will be essential. The IMF would be responsible for the stabiliza-

tion aspects of the medium-term program; the Bank would be responsible for

the growth and efficiency aspects (Section VIII above). Continuous con-

sultations would take place to ensure that stabilization and growth objec-

tives are compatible with each other. In this connection, Fund/Bank con-

sultations would also focus on the stabilization issues to be covered by

Fund missions and on the issues which Bank economic missions and policy

based lending operations would cover. The Fund's expertise in the fiscal

area would be sought to complement our analyses regarding the introduction

of new taxes in our policy based lending and for the supervision of the 
tax

policy and tax administration activities in the proposed Technical

Assistance Loan.
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X. Financing Requirements

47. Given the above objectives, policies, and constraints, it is

estimated that between 1985 and 1990, even with the best achievable policy

package, the Argentine economy will require net flows (excluding IMF and

direct foreign investment) of some US$9 billion, the bulk of which would

have to be concentrated in the 1985-87 period. With the more modest policy

package the flows would be more in the range of US$11 billion. It is

envisioned that this would require gross disbursements of about US$16

billion and commitments of a similar magnitude in either case. The

Argentine economy itself has not been characterized 
as one with large trade

deficits. The country's indebtedness increased during 1979-82, mainly

because of a misguided policy experiment which was followed by a huge

capital flight and because of an unfortunate military action. For this

reason Argentina may develop the capability to repay its external debt if

policies appropriate to fully utilize the country's potential are

implemented, provided the Government does not opt for substantially higher

consumption levels. In the base case, longer maturities for fresh money

from the commercial banks would be required as compared with the high case

where such borrowings could be repaid over a shorter period 
of time. In the

base case, some 60% of the net flows would have to come from 
the commercial

banks, concentrated mainly in the early years of the program. In the high

case, the commercial banks' share would be somewhat lower as the potential

to service the debt fully would appear sooner (1988 as compared the base

case (1990). World Bank commitments for 1986 would amount to about US$630

million in both cases, since the level of commitments would be

significantly firmed-up. From 1987 onwards, commitments would average

US$500 million per year in the base case; and in the high case, US$800

million in 1987 and US$900 million per year during 1988-90. In the base

case the World Bank share would be just under 20%, while in the high case,

the World Bank share would go up as the need for new commercial bank

lending diminishes. Finally, if higher consumption levels than those

projected in the above analysis are politically necessary, then the

external resource requirements to effect full recovery would be higher.
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ARGENTINA - PROPOSED MEDIIM-TE1M ADJUS'INENr AND GRIH PROGRM

High-Case Scenario

Main Goals: (1) To restore and sustain real economic growth of 4% on average during 1986-90, and 4.4% during 1991-95.

(2) To expand exports in real ternm by 5.4% on average during 1986-90.

(3) To maintain a sound balance of payments psition consistent with a reduction
in the debt to exports ratio from 5% in 985 to 3% in 1990.

Note: * indicates actions to be implenented in one year; indicates actions covering several years.

-- eettTcfi ! Iroposed Tuning

Area Iblicy Objectives Taken by Governnent Further Measures Recomended 19b6 M ?5I I

A. TRADE, INDUSTRY

AND AGRICULTURE

1. Exchange Rate Maintain international Crawling peg devaluations Maintenance of competitive
Policy competitiveness during first half of 1985 exchange rate policy through

18% devaluation in June 1485; periodic adjustnents which are
continuirg depreciation of equal to the difference between
the real exchange rate domestic and international
vis-a-vis major trade inflation.

tners
Improve the effective xrt tax on wheat reduced Phased reduction of export
exchange rate in from 26.5% to 15% (September taxes on agricultural
agriculture 1985); smaller reductions in commodities by 1988 to ro more

other conmwdities than 50% of the rate in force
on May 1,1985, and by 1990 to
5% of agricultural exports

Improve the effective Exort taxes on agroindus- Full rebates on direct and
exchange rate in industry trial exports eliminated indirect taxes paid by

(ALgust 1985) exporters.

2. Import/Export Eliminate prohibitions and Fhased elimination of most
Regine quantitative restrictions import licensing requirements:

(i) reclassification of 4,000
100%) tariff positions from

prohibited to free list and
partial replacement by
tariffs (ii) reclassification
of 1,300 (100%) tariff
positions from prior approval
to free list and partial
replacement by tariffs
(iii) redesignation of
tractors and agricultural *
machinery from the prohibited
to free list.
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Recent Actions Proposed Timing
Area Policy Objectives- Taken by Government Further Measures Recommended 1900 0/ 00 09 tU

3. Export Provide inputs for Reform of the temporary
Incentives exporters at world prices admission regime for imported

inpUts:
Reduction of import tariffs (i) guarantee of automatic *

access to any input; (ii)
Improve the administrative gradual coverage of first-line *
nechanism of trade suppliers of exporters; (iii)
management gradual extension to capital *

goods used for export
Provide export support production.
services and adequate and
timely information Removal of the temporary *

increases in import tariffs on
agricultural inputs imposed in
June 1985,

Preparation of studies needed
(i) to rationalize the import
tariff structure
(ii) to rationalize the
structure of tax rebates for
exports.

Implementation of recomenda-
tions of above studies

Simplification of export
procedures, unification of
agencies authorized to review
and approve export applications.

Formation of a joint
organization to provide institu
tional support for marketing,
storage, quality guarantee,
legal assistance, lobby. De-
velprnt of an integrated data
base.

4. Export Expand available resources Rearval of the exclusive *
Finanzing linkage of pre-shipment

financing with dolar-indexed
or dollar deposits; and
encouragement of joint
financing by banks.

Review the level of financing
subsidies.



Annex I
1eember 19, 1985

Recent Actions Proposed Timing
Area Policy Objectives Taken by Government Further Measures Recomnended 16 ?/ W W W

Allowance of export plans by *
firms as a basis to determine
the amount of (hntral Bank
credit lines for financing.

Broadenirg risk coverage of *
exporting firms.

5. Agricultural Provide marketing Provision of market places and

narketing infrastructure information for non-traditional
agricultural products.

Expand transport and
storage facilities Promotion of private sector

participation.

B. FINANCIAL SYSTEM

1. Interest Rates Reduce real costs of lowering reserve requirements
financing for investments on tine deposits and sight

deposits.

2. Sector Create a healthier Increasirg mininum capital

Restructuring financial sector requirements for financial
institutions
Tanporary stock purchasing to
facilitate adjustment and
consolidation

Institutionalization of deposit
and employment insurance
systems

Prepare a program for *
rebuilding of the financial
sector

Renoval of the ISSBE surcharge
and its coverage by alternate *
fiscal neasures
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Recent Actions , ped Tlmlng
Area Iblicy Objectives Taken by Government Further Measures Recom~neded 6 00 n I

C. FISCAL SYSTEI

1. Tax Structure Broaden the corporate tax Inclusion of rural properties Include profits on the sale of *
base to capital gains tax property

Itprove the buoyancy of tax Elimination of nst industrial
system, shift the burden to incentive exemptions from VAT.
direct taxation Focusing excise taxes on

commodities where Government
has direct control over the *
collection

Eliminate anti-export bias Introducing a federal land tax
of the tax system as export taxes are phased out *

2. Tax Administrat to Improve the effectiveness Unification of tax payer
of tax administration identification for each

separate tax collectirg entity

Phasirg out expensive visit
system in favor of distribution
of information on cross-
-compliance

Increased pnalties for evasion
and tax de nquency

Concentrating audit efforts on
VAT

Elimination of tax amnesties
*
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Recent Actions Paed Timing
Area Iblicy Objectives Taken by Covernment Further Measures Recommended 11J0 o/ 00 01 w

D. PUBLIC SECIOR

1. Central Govt. Iefinition of medium-term Decison to restructure and *
Riblic Enterprises public/private sector roles privatize public enterprises.

and Investment Establish clear criteria for *

Improve efficiency of A commission for the public enterprise management on

operations privatization of a group of a comnercial basis.
public enterprises h ben

Eliminate bottlenecks established. Reduction of public employment
constraining trade through attrition.

expansion A set of studies to guide
public sector reform has been Wage differentiation and
initiated. productivity bonuses.

Introduction of managerial
accountability and cost
accounting.

Phase-out public sector Phasing out the production of

investment in non priority goods and service lines.
areas Phasing divestiture of those

enterprises that are not
producing a true public good
and/or service.

Elimination of budgetary
support to enterprises and
preferential credit.
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Recent Actions .Pro ed Timing
Area Iblicy Objectives Taken by Governuent Further Measures Recommended 1*1130 o 00 M U

Mobilize and allocate National Development Council Elimination of earmarked funds *
resources to priority ((XNADE) was reestablished to for non-priority projects.
investments redirect public investment

Allocatirg to enterprises a
higher percentage of tariffs
paid by users, as the Treasury
rebuilds its own revenue
sources; continuation of real
increases in water and
electricity tariff revenues;
and preparation of a *
medium-term public sector
investment program and
financirg plan and external
borroing program.

2. Energy Sector Better use of energy Major cuts and postponements Government decision on the *
resources in several energy projects expansion of the gas

transportation system through
private participation
Solution of the COGASOX
dispute.

Enhance the private A five-year investment Award new exploitation and *
sector's role and program for the sector is exploration contracts for oil

improvement of oil being prepared and gas to private firms.

export possibilities
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Recent Actions Pr sed Timing
Area Iblicy Objectives Taken by Government Further Measures Recommended 1960 0/ 00 ZW !U

Provision of safeguards against *
the risks of convertibility for
foreign investors.

Reduction of investment and
operating costs, financial

Improve the operations of strengtheni and streamlining
state oil and gas companies of organizat onal structures,

accounting and control systems,
preparation of the
restructuring options for YPF.

Mobilize potential
financial resources Adjustment of the price of

natural gas takirg its long run
opportunity cost as a guide.

Adjustment of the price of *
diesel as a function of the
gasoline price, preparation of

Pronnte energy conservation the deregulation of oil and
petroleum products.

Design and implementation of
an energy conservation program
including price and taxation
aspects.

Reviews of the energy
efficiency of the power sector
and of the possibilities for
conversion and savings.

Minimization of coal *
investments and postponement of
major hydroelectricity
projects.
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Recent Actions .ped Timing
Area Policy Objectives Taken by Government Further Measures Reconnended 1 0/ on o'

3. Transport Sector Reduce deficits Assurance of adequate cost
recovery in ports channel

Provide adequate facilities dredging, and railroads and the
for export trade introduction of road user

charges.

Strengthening of transport
plannirg and internuda
coordination.

Consolidation of agencies
working in the same sector.

Railways: Overhaulir company,
cutta uneconomic nes,
providng bdlk freight,
improving uintenance
elimination of electrification
schemes.

Highways: Better nmintenance
or faln traffic corridors,
concentration on feeder roads
with higher traffic.

Ports and Maritime Transport: *
oeregulatton or ortsire
storage/shipping,
containerization, tugboat
services.

4. Restructuring Restructuring to improve S(OISA: cut costs, balance
efficiency and production lines and strengthen
competitiveness of basic manageent/administrative
industries practices.

99fE: improve operation anid
managerial efficiency.

5. Privatization Programs for privatization Petrochemicals: (i) identify
of public enterprises potential investors;

(ii) negotiate the sale price
value ot assets;
(iii) define the vehicle of
transfer of assets to private
investors.



ANNEX II

SECTOR POLICIES

1. This section identifies the major sectoral features that are

necessary for policy reform to resume and sustain medium-term growth in

Argentina. The purpose of the policy framework is to identify factors that

have constrained growth, define policy objectives to eliminate such con-

straints, recommend specific policy changes, and indicate the possible

effects of the proposed policy changes.

2. There are two major constraints for the resumption of sustained

growth in Argentina: (a) the underlying distortions in the economy and (b)

the inefficiencies in the operation of the public sector. Elimination of

these constraints requires improving the incentives system necessary for a

more intensive use of resources to increase production and exports, and

undertaking a series of actions to improve the efficiency of the public

sector. Carrying out these tasks will require the removal of distortions

in the trade regime, the phase-out of the price freeze, restoration of

domestic financial markets, the strengthening of the tax system and an

overall improvement of the machinery of government, notably, sound public

investment screening mechanisms, requiring public enterprises to operate

like commercial entities, and defining an adequate framework for an

expanded private sector role. Thus, this section is divided into two

parts. Part I deals with the incentives system necessary for the resump-

tion of growth and focusses on the elimination of distortions, reformation

of domestic financial markets, and increasing the effectiveness of the tax

system. Part II deals with improving the efficiency of the public sector,

and focusses on the public sector investment program, with special emphasis

on the energy and transport sectors which comprise over half of the public

sector investment program. It also examines the possibilities of

restructuring and privatization of public sector industrial enterprises as

a means to help reduce the Government's financial burden and public sector

deficits, and to increase industrial efficiency, competitiveness and

exports.

I. IMPROVING THE INCENTIVES SYSTEM

AGRICULTURE

A. Analysis

3. The agricultural sector has been growing below potential as a

result of pricing policies that have: (a) depressed domestic prices for

outputs through export taxes; and (b) artificially raised the costs of some

key farm inputs through import tariffs and quantitative restrictions. As a

consequence, most farmers have opted for low-risk; lower-input technologies

which led to a significant underutilization of production and export

potential. Also, the inadequacy of transport, storage, information and

marketing facilities has raised the final costs of agricultural products

and discouraged the production of new commodities.
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4. The total agricultural sector credit portfolio in each of the
last few years has been less than 50% of the portfolio registered in 1980.
The economic uncertainty has negatively affected the demand for investment
credit. In the case of short-term production credit, inadequate supply by
the Banco de la Nacion and provincial banks has been a constraining factor.
The Government's stabilization program has restricted credit further. Yet,

maintenance of the growth of the agricultural sector will require
substantial increases in both production and investment credit.

5. Policy objectives in agriculture should focus on: (a) reducing
export taxes on agricultural products, providing alternative sources of
fiscal revenue to compensate for the export tax reduction so as to maintain

the overall fiscal deficit at satisfactory levels; (b) rationalizing import

laws and regulations on agricultural inputs, (c) strengthening marketing
efforts; and (d) providing sufficient credit resources to the sector.

B. Policy Recommendations

6. Specific changes recommended include:

(a) phased reduction of export taxes on agricultural commodities. The

timetable of such an export tax reduction should include by:
(i) January 1986, the removal of temporary increases imposed in
June 1985; (ii) end-1986, the reduction of export taxes to no more

than 70% of the rates in force on May 1, 1985; and (iii) January
1 1988, the reduction of export taxes to no more than 50% of the

rates in force on May 1, 1985; and (iv) January 1990, the

reduction of export taxes to 5% of the FOB value of agricultural

W exports;

(b) introduction of a federal land tax and of alternative tax provi-
sions to compensate for the revenue losses resulting from the
export tax reduction program;

(c) removal of the temporary increases in import tariffs on agricul-
tural inputs imposed in June 1985;

(d) redesignation of tractors and agricultural machinery from the
"prohibited" to the free imported.

(e) marketing policies should be geared to: (i) promote the
participation of the private sector, especially cooperative organ-
izations, marketing; and (ii) provide marketing infrastructure
to promote the development of new agriculture commodities; and

(f) make adequate resources available to financial institutions to
meet the demands for both long-term and short-term credit in the
sector;
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C. Potential Results

7. The policy reforms would stimulate increases in agricultural pro-

duction and exports by: (i) increasing domestic producer prices, bringing

them closer to international prices and improving benefit-cost ratios for

investment and production inputs; (ii) reducing the subsidy from producers

to consumers; and (iii) improved marketing and increased credit. The

introduction of a production-neutral federal land tax substituting for

production-negative export taxes would represent a structural change in

Argentina's taxation system.

MANUFACTURING

A. Analysis

8. Argentina's manufactured exports have been influenced substan-

tially by the overall trade regime, which has, in the last five decades,

been largely protectionist, creating a strong inward-looking bias in the

economy. Industrial export promotion has been generally seen as secondary

to import-substituting industrialization. As a number of incentives and

disincentives for different products were introduced, a multiplicity of

effective exchange rates emerged, with exports of traditional goods

receiving the lowest rates. The system ultimately succeeded neither in

eliminating the anti-export bias in the highly protected industries nor in

sustaining the traditional manufacture and agriculture. The incentives

regime was rendered particularly inadequate during the 1977-51 import

liberalization attempt. Argentina's manufacturing sector is still badly

shattered by that unfortunate import liberalization experience,. adopted

concurrently with a revaluation of the domestic currency.

9. The present tariff regime has been in place since January 1984.

As of October 1984 (the last date for which detailed information is avail-

able), the range of tariff duties was 0-38%, with an average rate of

22.8%. The average tariffs for the major sectors of the economy were, in

fact, quite close to that mean, and they point to little dispersion of

average tariffs across major economic sectors: in the agriculture and

mining sectors, they are, respectively, 19.9% and 25.2%, while in the manu-

facturing sector, 22.9%.

10. Manufacturing has the potential for export-oriented output growth,
with attendant foreign exchange earnings and employment creation. The

sector lacks a clear development strategy, institutional support and con-

sistent policy signals. The main issue is how to redress the strong anti-

export bias built onto the complex systems of tariff and non-tariff protec-

tion while maintaining an exchange rate adequate enough to restore export

competitiveness. Policy objectives in manufacturing should focus on the

implementation of an outward looking development strategy by introducing

reforms to reorient the economy towards export promotion. This should

include: (a) phased elimination of import prohibitions and quantitative

restriction, and of export restrictions; (b) reorientation of export

policies so as to reduce the discretionary element and provide automaticity

and uniformity of access to incentives and foreign exchange in order to

provide free-trade status for export industries; (c) improvement of the

administrative mechanisms of trade management; and (d) preparation of
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studies on tariff protection and rationalization of the system of tax

rebates to exports as a basis for further policy reforms.

B. Policy Recommendations

11. Specific changes recommended include:

(a) the gradual elimination of most import licensing requirements as

follows: (i) reclassification of about 4,000 (100%) tariff posi-

tions from prohibited to free and partial replacement by tariffs;

and (ii) gradual reclassification of about 1,300 (100%) tariff

positions from prior consultation to free and partial replacement

by tariffs.

(b) achievement of neutral status for export industries, through the

reform of the temporary admission regime for imported inputs as

follows: (i) simplification of administrative procedures; (ii)

guarantee of automatic access for any input; (iii) coverage of
indirect exporters; (iv) extension to capital goods used for

export production; and (v) extension of the tax reimbursement

scheme to exports processed under the temporary admission regime;

(c) simplification of export procedures, eliminating all unnecessary

interventions by public sector agencies;

(d) preparation of the following studies needed to support the adjust-

ment process: (i) tariff protection, with a view to reducing

tariff dispersion; and (ii) the indirect tax content of exports,

with a view to rationalizing the system of tax rebates to exports,

as well as to strengthen it vis-a-vis trading partners that might

be tempted to impose countervailing duties;

(e) extension of export financing: (i) removal of the exclusive link-

age of pre-shipment financing with dollar-indexed or dollar

deposits; (ii) facilitating joint financing by banks; and (iii)

reviewing the level of financing subsidies; and

(f) establishment of an export assistance and information system: (i)

allowance of export plans by firms as a basis to determine the

amount of Central Bank credit lines for financing; (ii) broadening

risk coverage of exporting firms; (iii) formation of a joint

organization to provide institutional support for marketing,

storage, quality guarantee, legal assistance, lobby; and (iv)

development of a common, integrated data base.

C. Potential Results

12. The following projections for 1986-90 reflect the potential impact

of the proposed policy changes, predicated on the basis of a timely imple-

mentation and supported by massive export promotion efforts and by improved

management' and recapitalization of enterprises in the private sector: (a)

exports of manufacturing goods are projected to grow on average by about

4.9% in real terms during 1986-90, from 0% in 1985; (b) imports of goods
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are projected to grow on average by about 4.7% in real terms on average

during 1986-90, from a drop of 3% in 1985; and (c) the current account

deficit of the balance of payments is projected to fall from an estimated

US$2.2 billion in 1984 to an estimated US$2.1 billion in 1986 and turn into

surplus of US$1.2 billion in 1990.

FINANCIAL SYSTEM

A. Analysis

13. The efficiency of the financial system will be a key element in

the speed and effectiveness of the recovery in Argentina. Once the economy

has reached capacity in the productive sectors, the availability of credit

at realistic interest rates will be the key to stimulating investment in

future productive capacity. The financial sector, having been severely

battered over the past decade, is in a poor position to provide the type of

efficient service that the economy is going to need. It is currently

characterized by substantial overexpansion and by intermediation spreads of

as much as 4% real per month reflecting not only an overall scarcity of

funds, but more importantly, substantial inefficiencies in the system

itself. Even with more normal levels of money supply in the economy, it is

estimated that financial institutions would need spreads of 1.5% to 2% per

month to break even. In effect, the system has operated like an oligopoly,

despite the large number of participant institutions-, protecting the least

efficient ones and guaranteeing large economic rents to the more efficient

ones. Analysis of the sector also indicates that low productivity is not

confined solely to small institutions and that a policy of encouraging

mergers will not, in itself, solve the problem. Other factors working to

increase interest rate spreads include the 2% surcharge used to finance the

Institute of Social Services for Bank Employees (ISSBE).

14. The goal of the reform of the financial sector should be to

eliminate distortions and allow the market to define the spreads between

the deposit rate and the lending rate. The increased monetization of the

economy will then be reflected in declining interest rates.

B. Policy Recommendations

15. While a return to more normal levels of money supply in relation

to GDP will certainly help to create a more healthy financial sector, there

are a number of specific policy measures that must be taken within the

sector itself:

(a) restructuring of the sector by means of (i) increasing the minimum

capitalization required for financial institutions; (ii) temporary

fiscal measures to encourage consolidation; and (iii) a program

aimed at public as well as private banks and at large as well as

small;

(b) removal of the ISSBE surcharge and its coverage by alternate

fiscal measures;

(c) shifting the bulk of reserve requirements on sight 
deposits with a

very low requirement, say 10%, on time deposits; and
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(d) elimination of credit subsidies.

C. Potential Results

16. The above reforms should be sufficient for the market to function,

lowering real intermediation spreads and allowing the development of an

interest rate structure that would attract deposits while not discouraging

investment in new plant and equipment. The restructuring of the banking

system is bound to be gradual, however, and the economic and political

costs of required adjustments may be high.

TAX ISSUES

A. Analysis

17. Argentina's basic tax structure is sound and appropriate for its

level of development, including taxes on income, wealth, and value added.

The revenue generated by the tax system, however, has been characterized in

recent years by high volatility. Poor tax administration and widespread

leakages through exemptions have led to a serious deterioration of govern-

ment tax revenues. Total taxes collected are less than 20% of GDP. Income

taxes amount to only 1.5% of GDP, and the value added tax (VAT) yields, in

spite of the 18% rate, only 3.5% of GDP. Customs and excises are too high

a share of revenues for a country of Argentina's level of development and

create significant distortions both on the supply and on the demand side of

the economy.

18. Policy objectives in the tax area should focus on increasing the

yield from the existing structure through better administration of income,
value added, and wealth taxes. There is strong evidence that tax adminis-

tration has been hampered by poor information, frequent tax changes,
repeated amnesties, and by penalty interest rates substantially below the

taxpayer's cost of capital. Argentina's goal should be to raise tax

revenue within the existing tax structure with emphasis on the elimination

of tax exemptions and loopholes.

B. Policy Recommendations

19. Specific changes recommended include:

(a) taxes on foreign trade: to be significantly phased out for

agricultural exports;

(b) property taxes: introduce a production-neutral federal land tax,

including an accurate cadastre;

(c) tax administration: (i) unification of taxpayer identification

for each separate tax collecting entity; (ii) phasing out of

expensive "visit" system in favor of distribution of information

on "cross compliance"; (iii) concentration of audit efforts on

VAT; (iv) sharply increased penalties for evasion; (v) penalty

interest for delinquency to be set significantly above taxpayers'

cost of capital; and (v) elimination of amnesties;



-7-

(d) income taxes (corporate): to be left largely as is except to: (i)
broaden tax base; and (ii) include profits on the sale of
agricultural properties;

(e) wealth taxes: (i) to be extended (due to run-out in 1985) as is;
and (ii) to eliminate deduction of 50% of assessed value of
agricultural property;

(f) taxation on goods and services: (i) turnover tax to remain
unchanged; and (ii) in VAT eliminate most of exemptions given for
industrial incentives purposes; and

(g) excise tax: (i) not to be broadened; and (ii) focus on commodities
where government has direct control over the collection (e.g.,
gasoline).

C. Potential Results

20. The overall target would be for tax revenues to gradually reach
25% of GDP by 1990, a level which would be adequate to allow for real
increases in public services and an increasing contribution of government
savings to investment.

II. IMPROVING THE EFFICIENCY OF THE PUBLIC SECTOR

21. A framework for reforming the public sector should include the

medium-term role of the public sector in the productive areas; through
restructuring and divesting public enterprises. Public sector's share in

total investment should also gradually decrease. Public enterprises should

not have preferential access to credit. Budgetary policy should be such
that only transfers for equity take place and that operating losses of

enterprises not be financed by either the Central Bank or the budget.
Finally, enterprises should be managed as commercial entities, including
policies over wages, product prices, recruitment and dismissals.

PUBLIC SECTOR INVESTMENT AND FINANCING

A. Analysis

22. Since 1977, public investment has declined by 60% in real terms.

In recent years, the Government has encountered difficulties cutting
current expenditure and has resorted to sharp cuts in investment. The cuts
have been made haphazardly, and essential services have deteriorated. The

critical areas where deterioration has reached a scale to constrain the
expansion of trade are the following.

(a) Port services are not adequate for an expanded volume of grain
exports. The bottlenecks are likely to become even more serious
if exports continue to expand.

(b) Exploration and exploitation of hydrocarbon resources have fallen
behind the country's estimated potential. As soon as the economy

recovers, consumption will increase and the country may face the
danger of becoming an importer of hydrocarbons.
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(c) Roads feeding main transport corridors are either lacking or have
deteriorated seriously. The agricultural export potential

(especially fruits/vegetables) is not being fully exploited
because of high transport costs/quality deterioration resulting
from incomplete/bad feeder roads.

(d) The telecommunications network is inadequate to meet the needs of
business and residential users. Waiting lines for telephone
installation stretch to 5-7 years, raising operating costs
significantly.

B. Policy Recommendations

23. Policy reforms are extremely difficult to achieve in this sector.

Some of the proposals outlined below have been previously recommended, as
far back as 25 years ago. Specific changes proposed include:

(a) rapid completion of dredging and the reconstruction of hinterland
services at the Bahia Blanca port; and encouragement of private
sector to build river ports;

(b) concentration of YPF's (the State Oil Company) resources on oil
exploitation and liquid extraction, gas gathering and enhanced oil

recovery projects; and accelerating the projects of oil and gas
pipeline construction, particularly those for Formosa oil fields
and for Lujan de Cuyo;

(c) increased emphasis on road reconstruction and maintenance and
gravel surfacing on roads with more- than a minimum (e.g., 100)
average daily traffic; shifting railway transport operations to
bulk freight with unit trains over a basic network of 16,000 km;
emphasis on railway track renewal and bridge/culvert repairs; and

(d) encouragement of private sector participation in the provision of
telephone services.

24. The public investment budget will continue to be tight in the
foreseeable future. At the same time, average public tariffs for users
have already reached--with the exception of water supply and electricity--a
level above which Argentine producers' international competitiveness could
be negatively affected. Therefore, priority investments should increasing-

ly have to be financed from increasing productivity, revenue sharing and
cuts on non-priority investments. These are highly desirable but difficult
to achieve.

(i) productivity increases: (i) reduction of public employees
through attrition; (ii) provision of adequate wage differen-

tiation and production incentives; (iii) reinforcement of
managerial accountability and introduction of cost account-
ing in public enterprises; (iv) cutting uneconomic produc-

tion lines and transport losses; and (v) restructuring of
some enterprises to expose them to competition;
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(ii) revenue sharing: (i) elimination of earmarked funds for non-

priority projects; (ii) allocating to enterprises a higher

percentage of tariffs paid by users, as the Treasury

rebuilds its own revenue sources; and (iii) real increases

in water and electricity tariff revenues;

(iii) actions on non-priority investments; (i) in the energy

sector minimization of coal investments and postponement of

major hydroelectricity projects; (ii) in road transport,

reduction of investments in upgrading/capacity, and

decreases in "strategic" roads with very low traffic and in

new paving; (iii) in railway transport, elimination of new

electrification schemes, and reduction of investments in

passenger traffic; (iv) in maritime transport slowing down
the expansion of the merchant fleet; and (v) in industry,
cancellation of the expansion of the petrochemical produc-

tion capacity in Bahia Blanca, of the new sheet steel roll-

ing mill by SOMISA, and of the expansion of shipyards.

ENERGY

A. Analysis

25. Falling proven oil reserves and heavy reliance on petroleum as the

primary energy source jeopardize Argentina's self-sufficiency in liquid

fuels. Substantial new drilling is needed to maintain production in order

to avoid imports. Proven and potential reserves of gas are almost twice as

important as those of oil, but increased use of gas (including its

possible export) is constrained by the limited transport infrastructure.

Rationalization of oil and gas development requires more attractive and

stable incentives for the private sector, clarification of the latter's

role vis-a-vis the Government's, bringing absolute as well as relative

prices of hydrocarbon products more in line with the economic cost of

fuels, and strengthening public sector agencies in the energy sector,

notably their financial condition and planning framework.

26. The Government's past efforts in the oil and gas sector focussed

on exploration and production of oil to assure self-sufficiency and substi-

tution of relatively abundant gas for liquid fuels. Energy conservation

received little attention. The petroleum sector has the potential not only

to assure the country self-sufficiency in oil but also to produce signific-

ant surpluses for export. At the same time, it has the potential to con-

tribute significantly to reducing the overall fiscal deficit. It would be

possible to continue to substitute gas for liquid fuels if a significant

expansion of gas transmission infrastructure can be achieved during the

next three to four years. Over the medium and longer term, Argentina's oil

and gas reserve base could be expanded and important energy conservation

efforts should be supported.

27. Policy objectives on oil and gas should focus on the following

areas: (a) developing the infrastructure for oil and gas transport; (b)

defining an adequate framework for an expanded private sector role; (c)

rationalizing price structures and taxation; (d) financial and institu-

tional restructuring of major public enterprises in the energy sector; and
(e) launching of an energy conservation program.
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B. Policy Recommendations

28. Specific changes recommended include:

(a) infrastructure: (i) government decision on the expansion of the

gas transportation system (and corresponding gas gathering, treat-

ment, and distribution through significant private sector (local

and foreign) participation. Specifically, whether to expand the

Central-West pipeline or to construct a new pipeline from Neuquen

via Bahia Blanca to Buenos Aires; and (ii) solution of the COGASCO

dispute would also be an integral part of this decision;

(b) private sector role: (i) encourage private sector participation

by awarding new exploitation and exploration contracts to private

firms which have the financial and managerial capabilities to

supplement YPF's efforts in order to expand oil and gas reserves;

and (ii) limit or eliminate convertibility risks (i.e., exports of

products as guarantee for foreign currency obligations) and facil-

itate access to domestic credit (i.e., "apex" financing arrange-
ments to support private sector borrowing needs);

(c) public enterprises: strengthen financially YPF and gas del Estado

and reorganize their accounting and control systems;

(d) pricing and taxation: (i) adjust the price of natural gas, taking

its long-run opportunity cost as a guide; (ii) adjust the price of

diesel as a function of the regular gasoline energy equivalent;

(iii) review the level and structure of prices of other energy

products; (iv) review relationship with energy conservation incen-

tives; and (v) review the costs and benefits of the existing
structure of taxation of the energy sector with a view to increas-

ing efficiency; and

(e) conservation: (i) design and implement an energy conservation
program including pricing and taxation aspects; and (ii) study of

the energy efficiency of the power sector and of the possibilities

for end-user conversion and savings.

C. Potential Results

29. Official reserve estimates assume that only 19. of the oil in the

ground may be recovered. This appears low by international standards. It

may well be that a recovery rate of around 25% or more is possible. This

would increase proven reserves fron around 370 million cubic meters to over

600 million cubic meters of oil and would allow exports of crude oil or

petroleum products of around 70,000 - 100,000 barrels per day amounting to

US$0.6 - 1.0 billion (at US$24 per barrel). New resource discoveries com-

bined with energy conservation efforts should allow Argentina to maintain

self-sufficiency in energy use for the next two or three decades.

30. Over the next five years, annual investments of US$1 billion or

more would be required in the petroleum sector and around US$500 million in

gas transmission and distribution. Under the foreseeable constraints on

government investment funds, neither YPF nor GdE will be able to finance
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such programs on their own, nor would they have the capacity to implement

them. However, by involving the private sector and by using new financing

instruments such as limited recourse financing and funds from international

development banks, implementation of such investment programs would be

feasible even in the present environment of tight public investment funds.

The efficiency of these undertakings could be significantly improved by
restructuring YPF and by deregulating the present pricing policy framework

in the petroleum sector. YPF's investment program which was already

reduced from a high of US$1.8 billion in 1980 to about US$900-1000 million

(including dry wells) in 1985 could be further reduced to around US$600

million by the late 1980s. Offering areas for exploration to private

sector firms could reduce investment needs for YPF by US$100-200 million

per annum. New exploration contracts could decrease YPF's investment

requirements for production and provide the capacity to achieve the export

targets mentioned above before the end of the decade. US$200-300 million

of investments per year appear to be an achievable target for private

sector production activities.

TRANSPORT SECTOR

A. Analysis

31. Public enterprises in the transport sector are an important drain

on the Treasury's financial resources on account of their operating

deficits and their investment programs. At the same time, their efficiency

has an important bearing on the profitability of export-oriented domestic

production and on reducing the cost of bringing imports into the eountry.

32. The sector is beset by bottlenecks and idle capacity which go

side-by-side as a result of poor resource allocation and disinvestment,
serious deterioration of infrastructure, poor maintenance, and obsolescence

of rolling stock and fleet. There is little intermodal coordination;

responsibilities of transport agencies are unclear, and the roles of the

public and private sectors remain largely undetermined. Funds are ear-

marked for specific modes of transport or institutions without taking into

account demand and rate of return criteria. Planning systems, staffing and

information are inadequate. The Ministry of Public Works and Services

lacks systematic information on project preparation and monitoring. There

has been a major loss of experienced and trained staff while underemploy-

ment of lower level personnel has increased.

33. Policy objectives in transportation should focus on: (i) measures

necessary to allow public enterprises to operate like commercial entities,

including increased prices for public services, and adequate cost recovery;

and (ii) policies to improve sector planning, investment follow-up, reduce

public sector investment requirements through increased private sector

participation, and deregulate and privatize transport sector activities.

B. Policy Recommendations

34. Policy reforms are extremely difficult to achieve in this sector.

Some of the proposals outlined below have been previously recommended as

far back as 25 years ago.

(a) increased prices of public sector services to ensure adequate cost

recovery in, ports dredging, and railroads, and the introduction

of road user charges;
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(b) improvement of efficiency of operation of the railways. Since

this is an area where all previous efforts have failed, it would

represent a major task. It should include: (i) reduction of man-
power (currently 108,000), closure of uneconomic lines, generation

of operation/line-specific economic information to allow the

assessment of the merits of expenditure programs; (ii) an overall
reduction of the 1986-90 investment expenditures by 60%; and

shifts in investment priorities: from passenger traffic to bulk

freight (using unit trains over a basic network of 16,000 km);

from the expansion of rolling stock (limiting purchases to

replacement needs) and new electrification schemes to track

renewal and bridge and culvert repairs; and to investments to con-

trol of operations, including the coordination of broad-gauge
lines;

(c) improvement of efficiency of operation of maritime and air trans-
port. This should include: (i) reduction in total investment

expenditure; introduction of a toll system to cover major reequip-

ment costs; efficiency improvements of import dredging operations;

and elimination of legal obligations to buy from domestic ship-

yards; and (ii) shifts in investment priorities from the expansion

of the merchant fleet to dredging and port support services and

elevators, and from a possible air fleet standardization invest-

ment to the improvement of air traffic control systems;

(d) strengthening of MOSP planning and follow-up including the

restoration of national transport planning as part of the global

public investment planning mechanism, and the elimination of

earmarked funds. In most road transport, priorities need to be

shifted (i) from upgrading/capacity increases to reconstruction
(current investment projects allocate 73% and 26%, respectively,
to the former and the latter); (ii) from projects that are not

likely to yield acceptable rates of return (due to expected
traffic levels below minimum), that are allocated 52% of total
investment expenditure, to higher traffic corridors; and (iii)

from new paving projects with expected average daily traffic (ADT)

of less than 100 to gravel surface projects with higher ADT;

(e) initiation of institutional reforms such as consolidation of port
agencies and urban rail authority, and agreement on studies to
implement action programs in the sector; and

(f) deregulation and privatization in areas of offshore storage/ship-

ping facilities, containerization, tugboat service, and highway

maintenance.

C. Potential Results

35. Action on the above areas would result in a more efficient and
less costly transport operation in support of Argentina's export promotion

efforts.' At the same time, the negative effects on the overall public

sector deficit will be significantly reduced.
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RESTRUCTURING AND PRIVATIZATION

A. Analysis

36. Restructuring and privatization of public sector industrial enter-

prises provide a further means to help reduce the Government's financial

burden and public sector deficits and to increase industrial efficiency,

competitiveness and exports. These are important areas of policy consider-

ation because future growth possibilities of the economy may hinge critic-

ally on the ability of the Government to keep down public sector deficits,

which otherwise could lead to uncontrollable upward pressures on inflation,

interest rates and/or taxes.

37. Policy objectives in restructuring and privatization should focus

on: (a) restructuring of public sector enterprises which often have large

potential for cost reductions or which, through their linkages, could have

a significant impact on the efficiency and competitiveness of other parts

of the industrial sector as well as the rest of the economy; and (b) priva-

tization of select state-owned enterprises.

B. Policy Recommendations

38. Specific actions recommended include:

(a) technical, financial and organization/management restructuring of

selected public enterprises or subsectors to improve the

efficiency and competitiveness of basic industries. The most sig-

nificant benefits from restructuring can be expected in steel

(mainly SOMISA) and telecommunications (ENTEL). Systematic

restructuring/rationalization should focus on improvements in:

(i) organizational structures and management and administrative

processes, including the degree of the enterprises' autonomy and

the nature of their relationship with the Central Government; (ii)

balancing and/or modernization of existing production lines; (iii)

production management techniques (e.g., inventory and other work-

ing capital management, appropriate balance between production

capacity and size and composition of work force; (iv) financing;

and (v) pricing/cost recovery techniques;

(b) mounting a comprehensive program for privatizing public enter-

prises especially in the productive sectors (e.g., petrochemicals)

which should include: (i) the identification of potential local

and foreign private sector investors who would be interested in

the purchase of state-owned assets; and (ii) the determination of

vehicle of transfer of assets to private investors, e.g., stock

market, international competitive bidding, etc.

C. Potential Results

39. Benefits of restructuring/privatization programs are likely to be

significant for other productive subsectors through cost reductions and

efficiency components, as well as through linkage and potential impacts on

competitiveness. In the near term, the efforts toward privatization could
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help reduce the public sector deficit and support the Government's stabili-

zation objectives. In the longer term, through better exploitation of the

benefits of private initiative and entrepreneurship, they could also lead
to significant efficiency improvements in many segments of the economy,
help stimulate direct foreign investment, and facilitate export

development.



Table 1: ARGENTINA - Summary of Key Macroeconomic Aggregates, 1978-1985

(percentages)

Estimated

1978 1979 1980 1981 1982 1983 1984 1985

GDP Growth Rate -3.4 6.7 0.7 -6.2 -5.2 3.1 2.0 -3.3

Debt/Export Ratio _/ 1.62 2.0 2.5 3.1 4.6 4.8 4.7 5.1

Interest/Export Ratio2/ 1.69 14.6 20.4 33.0 51.6 56.8 55.8 47.5

Total Bbt/GDP 3/ 23 28 31 40 63 61 62 66

Interest Payments/GDP4/ 2.4 2.1 2.5 4.3 7.0 7.2 7.0 7.0

Debt Service Ratio 5/ 38 24 31 43 65 71 64 66

Ternm of Trade 78 83 94 107 92 88 93 89

Import Growth Rate6/ -4.9 45.4 45.4 0.4 -41.2 -2.4 1.5 -0.3

Export Growth Rate 12.2 -3.0 -4.9 5.9 -2.4 11.5 -1.2 4.6

Current Account Balance 1,833 -537 -4,767 -4,714 -2,357 -2,461 -2,492 -2,200

1/ Total debt including short-term/exports goods and NFS; absolute ratio.

2/ Total interest payments to exports goods and NFS.

~/ Total debt including short-tern/GDP.

4/ Total interest payments/GDP.

5/ Total interest and anortization on MLT divided by exports of goods and non factor services.

6/ Real growth rates in 1970 prices.
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Table 2.A: ARGENTINA - Projections of Key Variables, 1985-1994, Base Case Scenario

(percentages and 1984 U. S. Dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

GDP growth rate -3.3' 3.4 2.9 3.1 3.1 3.0 3.1 3.1 3.2 3.2

GDP/capita 1,986 2,001 2,016 2,031 2,046 2,061 2,077 2,092 2,108 2,124

Debt/Exports 5.1 4.8 4.5 4.1 3.7 3.4 3.4 2.9 2.6 2.4

Total Debt Outstanding and
Disbursed (billions) 48.6 50.1 52.1 53.4 54.5 54.9 55.8 55.3 53.9 53.2

Debt/GDP) 66 62 58 54 50 45 43 39 35 32

Interest Payments/GDP 7 6 6 5 5 4 4 4 3 3

Debt Service ratio
(exclud. short term) 66 65 50 44 43 42 39 40 41 34

Public Investment a/ 2,477 2,576 2,679 2,786 2,897 3,013 3,134 3,259 3,389 3,525

Public Investment/GDP 5.0 5.0 5.1 5.1 5.2 5.2 5.3 5.4 5.4 5.4

Private Investnent a/ 3,827 4,114 4,443 4,799 5,183 5,597 6,017 6,468 6,954 7,475

Private Investment/UDP 7.7 8.0 8.4 8.8 9.2 9.7 10.1 10.5 11.0 11.4

Public Savings/GDP 6.9 6.4 6.2 5.7 5.7 5.5 5.2 5.0 4.9 4.7

Private Savings/GDP 10.9 12.1 12.6 13.5 14.0 14.5 15.2 15.8 16.3 17.0

Exports Growth Rate 4.6 6.5 2.5 3.0 3.4 2.4 3.0 2.9 3.5 3.6

Exports/GDP 14.2 14.6 14.5 14.5 14.5 14.4 14.4 14.4 14.5 14.5

Imports Growth Rate -1.0 4.3 3.6 3.6 3.6 3.6 4.0 4.0 4.1 4.1

Imports/GDP 9.1 9.1 9.2 9.2 9.3 9.3 9.4 9.5 9.6 9.7

Consumption/Capita
Growth Rate -4.0 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8

GNP Growth Rate -3.2 4.2 3.5 3.8 3.3 3.5 3.6 3.3 3.5 3.6

GNP/Capita 5,513 1,549 1,575 1,606 1,630 1,657 1,686 1,711 1,740 1,771

a/ In thousand billions of 1984 pesos.

Notes:
1. Debt includes public and publicly guaranteed, private non-guaranteed and short term debt.

2. Exports and imports include that of goods and non-factor services.
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Table 2.B: ARGENTINA - Projections of Key Variables, 1985-1994, High Case Scenario

(percentages and 1984 US dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

GDP growth rate -3.3 3.6 3.4 4.3 4.6 4.5 4.4 4.3 4.4 4.4

GDP/capita 1,986 1,9% 2,011 2,036 2,066 2,108 2,150 2,193 2,237 2,281

Debt/Export 5.1 4.8 4.4 3.9 3.4 2.9 2.8 2.6 2.4 2.2

Total Debt Outstanding
and Disbursed 48.6 50.1 51.9 52.5 52.6 53.2 53.9 54.3 54.8 55.2

Debt/GDP 67 62 58 52 46 42 39 36 36 33

Interest Payments/GDP 7 6 6 5 5 4 3 3 3 2

Debt Service Ratio
(exchjd. short term) 66 64 49 42 47 39 31 30 28 26

BibLic Investnenta/ 2,477 2,650 2,836 3,020 3,201 3,377 3,546 3,723 3,909 4,105

PubLic Investment7/GDP 5.0 5.2 5.3 5.4 5.5 5.6 5.6 5.6 5.7 5.7
Private Investmenta/ 3,827 4,210 4,631 5,187 5,757 6,333 6,903 7,455 8,051 8,696
Private Investment/CP 7.7 8.2 8.7 9.4 9.9 9.9 10.5 10.9 11.3 12.1

Piblic SavIngs/GDP 6.9 7.6 7.3 6.9 6.8 6.5 6.1 5.8 5.6 5.3

Private Savings/GDP
Private Savings/GDP 10.9 11.2 12.1 13.4 14.4 15.2 16.0 16.7 17.3 18.1
Exports Growth Rate 4.6 7.1 3.8 6.3 6.8 4.0 4.3 4.1 5.0 4.9

Exports/GDP 14.2 14.7 14.7 14.9 15.2 15.2 15.2 15.1 15.2 15.3
hIorts Growth Rate -1.0 4.7 4.2 4.8 4.9 4.8 5.0 4.8 4.9 5.0

Iprts/GDP 9.1 9.1 9.2 9.2 9.3 9.3 9.3 9.4 9.4 9.5
Gnsumption/Capita Growth

Rate -4.0 0.5 0.8 1.3 1.5 2.0 2.0 2.0 2.0 2.0

GNP Growth Rate -3.2 4.5 4.1 5.2 4.9 5.2 5.1 4.7 4.9 4.9

GNP/Capita 1513 1552 1587 1640 1690 1746 1802 1854 1911 1%9

ln thousand blillos of 1984 pesos.

N~tes:

1. Debt includes public and publicly guaranteed, private non-guaranteed and short term debt.

2. Exports and imports include that of goods and non-factor services. k l



Table 3.A.1: ARGENTINA - Projections of Cammitments, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 240 630 500 500 500 500 2,870

IDB (or other nultilateral) 400 400 300 200 200 200 1,700
Bilateral Official Exp. Credit

Suppliers' Credits 1,100 1,200 900 800 800 700 5,500
Commercial Banks 3,423k 1,989 1,871 920 344 0 8547
TOTAL 5,163 4,219 3,571 2,420 1,844 1,400 18,617
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Table 3.A.2: ARGENTMNA - Projections of Disbursements, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 146 478 462 600 568 523 2,777

IBD (or other nultilateral) 236 470 157 227 262 269 1,621

IF 702 650 - - - - 1,352

Bilateral Official Exp. Credit

Suppliers' Credits 695 826 375 494 445 321 3,156

Conmercial Banks 3,423 1,989 1,871 920 344 0 8,547

TOTAL 5,202 4,413 2,865 2,241 1,619 1,113 17,453
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Table 3.A.3: AR(LNrINA - Projections of Repayments, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 116 149 161 159 178 198 961

IDB (or other nultilateral) 76 100 35 50 68 118 447

IMF 0 331 485 186 97 400 1,499
Bilateral
Official Exp. Credit 143 249 168 222 388 413 1,583

Suppliers' Credits

Camiercial Banks 765 982 - - - 345 2,092

Direct Foreign Investment -- - - -

Other - -- - - -

TOfAL (including IF)



Table 3.A.4: ARGENTINA - Projections of Net External Flows, 1985-1990: Base Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 30 329 301 441 390 325 1,816

IDB (or other nultilateral) 160 370 122 177 194 151 1,174
IMF 702 319 -485 -186 -97 -400 -147
Bilateral
Official Exp. Credit 552 577 207 272 57 -92 1,573

Suppliers' Credits
Cammercial Banks 2,658 1,007 1,871 920 344 -345 6,455

Direct Foreign Investment (net) 214 246 285 330 384 447 1,906

'1UFAL (incl. IMF and DFI) 4,316 2,848 2,301 1,954 1,272 86 12,777
.- #
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Table 3.B.1: ARGENTINA - Projections of Commitments, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 240 630 800 900 900 900 4,370

IDB (or other multilateral) 400 400 300 200 200 200 1,700

Bilateral )
Official Exp. Credit) 1,100 1,200 900 800 800 700 5,500

Suppliers' Credits )
Commercial Banks 3,423 1,859 1,406 0 0 0 6,688

TOTAL 5,163 4,089 3,406 1,900 1,900 1,800 18,258
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Table 3.B.2: ARGENTINA - Projections of Disbursements, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 146 478 672 970 968 923 4,157

IDB (or other multilateral) 236 470 157 227 262 269 1,621

IMF 702 650 - - - - 1,352

Bilateral )
Official Exp. Credit) 695 826 375 494 445 321 3,156

Suppliers' Credits )
Commercial Banks 3,423 1,859 1,406 - - - 6,688

TOTAL (including IMF) 5,202 4,283 2,610 1,691 1,675 1,513 16,974



ANNEX III

Table 3.B.3: ARGENTINA - Projections of Repayments, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 116 149 161 159 178 198 961

IDB (or other multilateral) 76 100 35 50 68 118 447

IMF 0 331 485 186 97 400 1,499

Bilateral )
Official Exp. Credit) 143 249 168 222 388 413 1,583

Suppliers' Credits )
Commercial Banks 765 982 0 80 1,337 755 3,919

TOTAL (including IMF) 1,100 1,811 849 697 2,068 1,884 8,409
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Table 3.B.4: ARGENTINA - Projections of Net External Flows, 1985-90: High Case

(in millions of US dollars)

1985 1986 1987 1988 1989 1990 T 0 T A L

World Bank 30 329 571 811 790 725 3,196

IDB (or other multilateral) 160 370 122 177 194 151 1,174

IMF 702 319 -485 -186 -97 -400 -147

Bilateral )
Official Exp. Credit) 552 577 207 272 57 -92 1,573

Suppliers' Credits )
Commercial Banks 2,65.8 877 1,406 -80 -1,337 -755 2,769

Direct Foreign Investment (net) 214 246 285 330 384 447 1,906

TOTAL (including IMF and DFI) 4,316 2,718 2,046 1,324 -9 76 10,471
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Table 4.1: ARGENINA - Projections of Debt Outstanding and Disbursed, 1985-90: Base Case

(in millions of US dollars, end of period)

1985 1986 1987 1988 1989 1990 Change
1984/1990

Vkrld Bank 579 985 1,286 1,727 2,117 2,442 1,893

IDB (or other nultilateral) 1,104 1,465 1,587 1,764 1,958 2,109 1,165

IM 1,800 1,519 1,034 848 757 351 -747

Bilateral
Official Exp. Credit 5,535 6,112 6,319 6,591 6,648 6,556 1,573

Suppliers' Credits
Campercial Banks 36,291 37,298 38,928 39,848 40,192 39,847 6,214

Total Madiun & Lixg Term DOD 45,309 47,379 49,154 50,778 51,558 51,305 10,098

Short Term Debt 5,005 4,5(0) 4,000 3,500- 3,578 3,995 -2,575

'IUrAL 50,314 51,879 53,154 54,278 55,244 55,300 7,523
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Table 4.2: ARGENTINA - Projections of Debt Outstanding and Disbursed by Source, 1985-90: High Case

(in millions of US dollars, end of period)

1985 1986 1987 1988 1989 1990 Change
1984/1990

World Bank 579 908 1,419 2,230 3,020 3,745 3,196

IDB (or other multilateral) 1,004 1,465 1,587 1,764 1,958 2,109 1,165

IMF 1,800 1,519 1,034 848 751 351 -747

Bilateral

Official Exp. Credit) 5,535 6,112 6,319 6,591 6,648 6,556 1,573

Suppliers' Credits )
Commercial Banks 36,291 37,168 38,463 38,383 37,046 36,291 2,658

Total Medium & Long Term DOD 45,309 47,172 48,822 49,816 49,423 49,056 7,845

Short Term Debt 5,005 4,500 4,000 3,500 3,855 4,375 -2,195

TOTAL 50,314 51,672 52,422 53,316 53,278 53,427 5,650
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ARGENTINA
SELECTED ANALYTICAL VARIABLES FOR ECONOMISTS AND MANAGERS

ATLAS PER CAPITA GNP (CUR) (1983) =2.070
POPULATION IN MILLIONS (1983) =29.627

LT DEBT OUTSTANDING AND DISBURSED IN MILLIONS (CUR)(1983) =35.469.00

BALANCE ON CURRENT ACCOUNT IN MILLIONS (1983) =-2.439

------------------------------------------------------------------------------------------------------------------------------------
REFERENCE

HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

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

1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986
------------------------------------------------------------------------------------------- ----------- --------

GROWTH OF GDP AGGREGATES (CONST) GROWTH RATES

1 .GDP 4.30 1.84 54.409 -6.24 -5.20 3.07 2.04 0.00 2.91

2. AGRICULTURE 1.34 1.50 4,806 2.41 7.32 0.72 2.54 0.99 3.57

3. INDUSTRY 5.49 1.54 20.615 -13.09 -6.21 7.22 0.83 -0.52 3.99

4.GDP OUTPUT DEFLATOR 23.63 175.71 100 103.30 196.23 384.75

5.IMPORTS GNFS (NAT. ACCTS.) 2.88 9.05 13.947 -3.83 -42.09 -4.66 2.78 -1.52 3.63

6.EXPORTS GNFS (NAT. ACCTS.) 4.32 10.38 10.622 5.87 -0.98 8.38 -1.09 6.10 5.95

7.MERCHANDISE EXPORTS (1) 3.03 12.56 8.021 12.00 -1.79 -3.09 3.75

8.DOMESTIC ABSORPTION 4.09 1.94 57.734 -7.81 -11.08 1.41 -3.37 -1.20 2.71

9.INVESTMENT 4.80 3.66 14,530 -23.10 -15.33 -8.42 -18.19 -5.80 10.01

10.PER CAP TOTAL CONSUMPTION 2.31 -0.24 1.530 -4.22 -11.38 2.22 -1.68 -1.95 -0.14

11.POPULATION (MIL) 1.53 1.64 28 1.62 1.62 1.61 1.61 1.61 1.61

TRADE PRICE INDICATORS (1980=100) INDICES

12.TERMS OF TRADE OF AGR/IND 126.15 102.88 100.00 89.28 103.64 104.42

13.TERMS OF TRADE 107.87 99.85 100.00 116.34 90.92 98.61

14.TERMS OF TRADE (UNCTAD) 154.72 126.59 100.00 102.00 91.30 91.03 ..

15.NOMINAL EFFECTIVE EXCHANGE RATE(2) .. 115.28 100.00 57.69 14.96 3.42 0.85 0.21

16.REAL EFFECTIVE EXCHANGE RATE(2) .. 88.04 100.00 92.28 51.30 43.36 5.1.13 50.05

INVESTMENT AND SAVINGS RATIOS

17.INVESTMENT/GDP (CURRENT) 20.0 25.2 25.7 18.6 17.9 13.4 ..

18.INVESTMENT/GDP (CONSTANT) 23.0 24.2 25.7 21.1 18.8 16.7 13.4 12.6 13.5

19.DOMESTIC SAVINGS/GDP (CURRENT) 21.1 24.7 23.5 18.3 20.9 18.3 ..

20.DOMESTIC SAVINGS/GDY (CONSTANT) 25.0 26.7 23.5 21.6 24.0 23.9 ..

21.GROSS NAT. SAVINGS/GDP (CURRENT) 20.1 23.9 22.7 15.8 14.8 11.2 .. ..

22.RESOURCE BALANCE/GOP (CONSTANT) 1.1 -0.5 -2.2 -1.5 2.5 3.3 3.0 3.6 3.8

23.MARG PROPENSITY TO SAVE (CONSTANT) 30.5 2.2 -168.0 59.5 -9.9 20.9 .. ..

24.TERMS OF TRADE ADJ./GDP (CONSTANT) 0.4 0.2 0.0 1.3 -0.7 -0.1 .. --

25.ICOR (CONSTANT) 5.6 11.2 32.4 -4.0 -4.2 5.7 7.9 ..

------------- ----------------------------------------- EPO 07/16/85
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------------------------------------------------------------------------------------------------------------------------------------
REFERENCE

HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

---------------------------------------------------------------------------------------------------------------
1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986
---------------------------------------------------------------------------------------------------------------

TRADE AND BALANCE OF PAYMENTS AT

26.SHARE OF MANUF IN EXPORTS (CUR)(1) 12.6 24.2 23.2 19.7 24.2 17.3 18.5 19.9

27.IMPORT GDP ELASTICITY 0.7 4.9 57.6 0.6 8.1 -1.5 1.4 * 1.2

28.CUR ACCT BALANCE/GDP (CURRENT)(3) 0.1 -0.6 -8.8 -8.0 -4.1 -3.4

29.RESERVES IN MONTHS OF IMPORTS OF 3.9 8.1 7.0 3.7 4.5 2.8 2.5

GOODS AND SERVICES(3)

DEBT INDICATORS (4)

30.LT DEBT SERVICE TO EXPORTS RATIO 45.2 30.4 29.5 33.8 38.6 42.8 34.3 34.5

31.LT INT. SERVICE TO EXPORTS RATIO 14.6 10.8 12.9 17.3 25.0 30.8 27.2 24.2

32.LT DEBT SERVICE TO GNP RATIO 4.6 4.8 5.9 6.6 6.1 5.5

33.DO. LT PUB DEBT AT VIR/ 4.5 39.5 57.1 59.4 64.9 80.0

DOD. TOTAL LT PUB DEBT
34.NET TRANSFERS/TOTAL DISB -10.4 25.1 29.9 52.1 21.1 -74.8 -39.6 19.5

35.WORLD BANK DEBT/TOTAL LT DEBT .. .. 2.4 2.1 1.9 1.5 1.4 1.7

MONETARY INDICATORS (CURRENT)

36.CHG IN CLMS GOV/GOV BUDGET BAL .. .. .. -- - -.

37.CLMS GOV/CLMS PRIV SECT(6) 35.3 19.6 18.4 37.7 37.2 67.9.

38.MONEY SUPPLY/GDP 25.7 29.4 29.2 32.6 30.5 30.6

GOVERNMENT ACCT (CURRENT)

39.DIRECT TAXES/GDP(5) 4.6 6.0 6.4 4.1 3.5 ..

40.TOTAL REVENUE/GDP(5) 13.2 16.9 17.4 17.2 15.5 ..

41.GOV. BUDGET BALANCE/GDP(5) -3.9 -3.3 -3.6 -8.2 -7.0 .. ..

42.PUBLIC/TOTAL CONSUMPTION 13.3 17.5 19.0 16.4 14.9 14.9 .
------------------------------------------------------------------------------------------ EPO 07/18/85

NOTE: ALL REFERENCE YEAR VALUE DATA IN USS 1980 MILLIONS, EXCEPT PER CAP TOTAL CONSUMPTION WHICH IS IN USS.

LEGEND: .. INDICATES NOT AVAILABLE
M INDICATES DATA IN MILLIONS
* INDICATES INFINITE

FOOTNOTES:
(1) SERIES STARTS IN 1962.
(2) USS/LOCAL CURRENCY. SERIES STARTS IN 1979. INCREASES INDICATE APPRECIATION; DECREASES INDICATE DEPRECIATION.

(3) SERIES STARTS IN 1965.
(4) SERIES STARTS IN 1970; STOCK AND DEBT SERVICE PAYMENTS ARE BASED ON PROJECTED CONTRACTUAL

OBLIGATIONS AT END 1983 PLUS ESTIMATED NEW COMMITMENTS IN 1984-86. FLOWS ARE NET OF RE-

SCHEDULING TRANSACTIONS.
(5) SERIES STARTS IN 1970.
(6) SERIES STARTS IN 1966.



MANAGEMENT SUPPLEMENT
SAVEM TABLES

SELECTED DEBT INDICATORS
1975-1985

ARGENTINA

1975 1980 1981 1982 1983 1984 1985

I. VALUES (in current US$, billions) /a

1. Long-Term Debt (LT) 6.58 16.79 22.76 27.11 35.47 38.20 43.50 /b

2. Short-Term (ST) .. 10.53 10.98 14.46 8.22 8.50 5.00

3. Total Debt (DOD) 6.58 27.32 33.74 41.57 43.69 46.70 48.50

4. Interest (INT) /c 0.49 2.66 3.80 4.13 4.44 3.87 3.26

5. Amortization 0.97 1.86 1.95 1.32 1.40 0.73 1.10

6. XGS, (nominal) 3.59 11.20 11.82 9.73 9.76 10.16 10.74

II. RATIOS (percent)

7. DOD/XGS 183.4 243.9 285.3 427.4 447.6 459.6 451.6

8. TDS/XGS 40.9 40.3 48.7 56.0 59.8 45.3 40.6

9. INT/XGS 13.8 23.8 32.2 42.4 45.5 38.1 30.3

III. GROWTH RATES (nominal)

10. DOD (% change) -1.9 30.4 23.5 23.2 5.1 6.9 3.9

IV. VULNERABILITY COEFFICIENTS

11. VIR/DOD (%) 42.5 75.6 74.6 77.1 80.0 85.0 85.0

12. Concessional/DOD (W) 3.0 1.4 1.0 0.9 0.8 0.6 0.5

13, Preferred Creditors/DOD (M) 9.2 4.0 3.6 3.2 3.2 3.4 3.4

14, Average Cost of Funds (V) 7.4 11.0 12.5 11.0 10.4 8.6 6.8

15, ST/DOD (%) .. 38.5 32.5 34.8 18.8 18.2 10.3

16, Average Maturity (yrs) 11.3 5.4 9.5 7.3 7.5 7.4 8.3 /d

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

Memorandum Item:
Use of IMF Credit (in US$. millions) 292.8 0.0 0.0 0.0 1173.2 1098.4

Service Charges: 74.2 89.6 87.2

(Repurchases) 0.0 0.0 0.0

(Charges) 74.2 89.6 87.2

a. Data after 1982 are estimates since detailed loan-by-loan data are not available;

flows are net of rescheduling transactions.
b. Includes refinancing of short-term into long-term debt and capitalization of interest in arrears.

c. Estimated actual payments. These differ from CPP estimates which are on an

accrual basis as reported by the Government of Argentina.

d. Assumes rescheduling and the associated lengthening of maturities.



Argentina

Economic Indicators

Growth of Gross Domestic Overall Deficit of the PublicProduct Sector Relative to GDP
1o (Per Cent) (Per Cent)

8- 18-

6- 16-

4- 14-

2- 12-

0- 10-
-2- 8_

-4- 6

-6- 4_

-8-

1981 1982 1983 1984 : p 3 1984

Balance of Payments: Current
Account Deficit Total External Debt

5 (Billions of US Dollars) (Per Cent)

4140

2- 120-3

40-20-

0

1981 1982 1983 1984 1981 1982 1983 1984

Debi/GDP Ratio

Debt Service/Exports Ratio



ITS 0 79

Statistical Profile* Argcnfin.

Area (Krn-) 2,776.656

Population: Total 1984 (83.3% urban) 30,097,000
Annual growth rate 1970-84 17
Birth rate (1984) 24,6
General mortality (1984) . . . . 8.7
Infant mortality (1984 .. 36.0
life expectancy (1984) . 69.7
Literacy (1982) .. . 94.2

Labor force by sector (1980) (Percentages) Recent Economic Trends
Agriculture 15.2
M ining , . .. . . . . . . . . . . ... . 0,5
Manufacturing 210 The distinietuishin- features of the Argentine economy in 1984 wxere a col-
Construction 8. .inn.at i( .n. d8 uarinft 12 tIle hirs half o the year of the trends cincendcrcd by the
Others ..... . 54.5

SV 1moderate recovery in 1983, then i a period of transition, and, il the latter part of
1982 1983 1984** the year, the beinni)i- of a process of internal adjustment hased on an

Real production (Growth rates) 201econ1mic suabili/ation plait. ThcbackgrtOUnd to this process was a marked
Total GDP (market prices) 5 1 2.9 20
Agricultural sector' .......... ... .......... 7.3 0 26 acceleration of inflation, notitarydie14Itrium. fisci Imb ancC (although
Minin sector . . 07 3.2 0.9 it has t
Manuacturing sector ......... 47 10.9 43 it hlt imroved somttwhat since), and difficulties with the payment of the
Construction sector ... ...................... 19.8 6.8 20.7 external debt servicc.

Public Sector 1 (Percentages of GDP) In these circumstances, the real gross domestic product (GDP) grew by
Current revenues'2  

............ 32.5 34.2 33 1
Current expenditures 40.8 41.1 383 about 2 per cent in 1984 compared with 2.9 per cent in the previous year, and

Current savings 8.3 6.9 52 an avera0e annual fall of 5.6 per cent in 1981- 82. As a result it (100d weather
Capital expenditures 8 3 8.8 7 2

Deficit or surplus 16.6 157 124 and abundant harvests, the a ricultillural Nectir cxpanded 2.0 per cent. After
Domestic financing .. . . . . . .135 15,13 11.7 expanding I I per cent in 1983. manuuacturini citined to crow mnoderately

Money and prices (Growth rates) in response to the virtua lii m ination of iiports that competed with national
Consumer prices . 1648 3438 626.7
Money supply 2475 362.0 626.6 production. These developments were reflected in greater use of the idle
Domestic credit 224.0 400.8 565.7 installed capacity of the benefited enterprises, although the level of industrialPublic . .204 8 670 7 549 5-- --

Private 2308 3089 576.1 output was still 15 per cent below that achieved in 1974. On the other hand.

Exchange rate, average theconsru-cihn Lusiry aiain contracted appreciably. and the financial sector
(units of national currency per dollar) ..... 2.59 10.53 67.65 was distorted by increasing speculation.

Balance of payments (Millions of dollars) On the domestic demand side, the improvement in real wages and
Merchandise exports (FOB) . .. 7.157 7,834 8,701
Merchandise imports (FOB) 4,573 4,123 4,199 salaries, t the expectation of a high rate of iflation, led to an

Merchandise balance .................. 2,583 3,711 4,502 increase in the level if consumption, especially of durable goods. However,
Net services .... .......................... 4,858 - 6,166 6,655

Current account balance -2,241 2,439 - 2,154 investment, especially the gross fixed capital formation of the private sector,Official capital . . . .. _. .. _ _ . . . . .. 2,488 289 7084 1
Private capital . _1,089 235 2,310 11 continued to be depressed: should that trend continue, it could adversely affect
Change in net reserves ( increase) ................ 641 2.473 617 the future development of productive activities.

Total external debt (Millions of dollars) In the external area, the efforts of the Government to keep the exchange
Total .. ...._ . ..... .. n.a. n.a. n.a.
Disbursed ............. 43,634 45,071 48,000 rate at a level that would make Arentina's exports competitive produced a
Debt service (interest and amortization) ............ 9,202 11,546 12,324 surls in the merchandise balance that far surpassed expectations, since

(Percentages)Debt service coefl cent 107.7 127.0 116.8 exports were up II per cent from the previous year. As a result of the
Interest coefficient .......................... 56.8 58.2 54.5 continuation of quantitative restrictions, imports were held to the low level of

Were necessary, the items of ifornation presented in this table are defined in the list of sources appearing e previous year. Nevertheless, large service payments, especially debt inter-
On Page 183 Any clarification o interpretation of the data should be referred directly to the pertinent source. est-.--which came tio represent around 60 per cent of the value of merchandise
Preliminary estimate

Al fato cost. I Inlud aital revenue, exports an( non factor servic:s-poQdeJ.~ retacutdfcto ap-
n a Not avaiable pr1 imatel bi n slightly lower than in the previous year.

The external debt is the central problem of Argentina's econonic crisis.
More than 50 per cent of the balance of the total debt, which at year-end 1984



80 AR(;ENTINA RECENT ECONOMIC TRENDS, POLICIES AND OIJTL(X)K 181

This trend was reversed only at the end of 1984 when the rate of monetary

amounted to approximately_$48 billion. falls due in 1985. About 60 per cent growth declined. This decline, however, affected the cost of creditto the

of the obligations payable in that year represent public sector debt. Sine the since the limited financial resources available werelargely
private- sector sich_ lmtdfnacaesucsaaialeragl

service on that debi was notlinancialy viable, negotiations for refinancing itabsorbed by the publector.
had to be opened at a time when the economic situation of the country was a by - -- -ec-o--

becoming critical. Only at the end of 1984 and the beginning of 1985 were the

authorities able to agree on a debt refinancing plan with international private Economic Policies

banks and bilateral creditors, in the framework of the Stand-by Arrangement The Constitutional Government that took office in late 1983 faced an ex-

signed with the International Monetary Fund (IMF). However, because of the

partial abandonment of the economic adjustment process in the first quarter of tremely difficult economic situation. In view of the marked internal and
_______________external 

disequilibria. economic policy was initially aimed at reestablishing
1985 and failure to achieve some ofite goals established, disbursements of domestic confidence. To that end, efforts were made simultaneously to lower

the second tranche of the stand-by credit were suspended in late March 1985. the high rate of inflation, reaciaeheroductive sectors, imp al

That suspension caused uncertainty about the implementation of the external wh hit, andutreecters, setr.

debt refinancing program. which is conditional upon the execution of the waereduce th bi ector deficit, and strengthen the external sector

financial program with the IMF. 
To begin with, the Government adopted an "incomes poicy" that con-

Depia1rate of wiah by sisted in strengthening the price control instituted in 1982, and was essentially

Despite the efforts made in 1984 to remduce the high ro inflation by based on price-fixing agreements with the most important enterprises in the

controlling prices and adopting measures aimed at improving the financial industrial sector. At the same time, it endeavored to improve real wages

position of the public sector and moderating monetary expansion. the au- through monthly retroactive adjustments in the legal minimum wage levels.

thorities were unable to halt the spiraling growth of prices. That acceleration To lower the public sector deficit, the Central Government took steps to

was due to the strong impetus given to demand b the increase in real wages reduce spending by imposing a limit on Central Bank credits for financing the

and tor. To these factors were added certain budget. It also froze vacaLposjons and reduced transferpaymentto public

supp lyigidities, for example of meat. and especially high inflationary expec- enterprises and the provinces. In addition, it reallocated resources to such

tations. Thus, the monthy inflationary rate, which fell to 12.5 per cent in snteaprsecs as theproies.In, anddtion rloc esose to seh
Janury 984 aceleate'toa mnthy rae o bewee 17and27 er entsocial sectors as health, housing, and education from non-essential defense

Janry 1984, accelerated to a monthly rate of between 17 and 27 per cent and security items. On the revenue side, itlevied on employers additional

during the rest of the year. and the average annual growth rate of inflation taxes of r cent on wages and increased their sociasgurity contributionby

amounted to 627 per cent compared with 344 per cent in 1983. Since from 7.5 per cent. Furthermore, fuel prices were raised by 70 per cent in real terms.

February 1984 onwards the inflationary rate exceeded the expectations of the The exchange policy followed in the external sector was one of sue-

Government, real iniere st rates were negative. cessive devaluations based on the expected rate of inflation, which, when it
As regards public f nances, the efforts of the Government to contain the differefrom the real rate, produced a slight exchange lag, particularly in the

high fiscal deficit were reflected in a lowering of the expenditure level. The first eight months of the eardtche same time, quantitative restrictions were

most drastic reductions were in purchases of goods and non-personal services imposed on imports, which largely reduced the relative openness of the

and in investment outlays. There was also a sharp cutback in transfer pay- economy in earlier years.

ments from the Central Government to public enterpises and the provimces. In September 1984 after lengthy and arduous negotiations the Govern-

TotWa-v ienueremamned at the level of the previous year, despite the adoption of ment submitted a memorandum of understanding to the IMF with a view to

tax -measures, such as the additional tax on wages and a larger employer mn umte eoadmo nesadn oteIFwt iwt

coaxmesont, scial seudritan inrease in fel pndries. Howev yerthe obtaining from that institution a stand-by credit agreement that was condi-
coirution to social security, and increases in fuel prices. However, the in pothexcinofaecomcsbizaonpga.

additional revenue produced by these measures was offset by the fall in the tional upon the execution of an economic stabilization program.
On the basis of that agreement, the national authorities announced, in

-of othertaxes such as the value added tax. Thereforehih t December 1984, a short-term economic program for 1984-85 that was basi-

expenditure measures adopted at the beginning of the year had to be strength- cally aimed at the international financial community. The objectives of that
ened later on. Those measures and. beginning in 1983, the transfer of the cost pormicueitraisbtnilrdcin ntefsa eii n h

othineeton the internail debt to the Central Bank accounts, succeeded in program included, inter alia. substantial reductions in the fiscal deficit and the

of the interest thnen e hCerinflation rate, and an adjustment of the external sector compatible with the

reducing the deficit of the non-financial public sector from the equivalent of refinacing of adebt. Also proposed was a moderate increase in

16 per cent of GDP in 1983 to an estimated 12 per cent in 1984. GDPiand the external e bt eAlso progsd as, ahe og erawas inreae th

The results of these fiscal efforts, however, were not paralleled by the GDP and the maintenance of real wages. Thus, the goal was to reduce the

Therf r esnc of thesonetarsaggeg ts, asiweshr, w the one hand, by the inflation rate to 300 per cent for the year ending September 1985, and to an

performance of the monetary aggregates, as is shown, on the oe, by e annual rate of approximately 150 per cent during the final quarter of the year.

above-mentioned distortion of the financial system and, on the other, by a less The deficit of the non-financial public _sector was to be lowered to the
restrictive monetary policy, which was incompatible with the other measures. -
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CtUivalelt of 8.1 per cent of' GDP in 1984 and to 5.4 per cent in 1985. In prodUcc a m toC tistA )Ihl' ein iroii nt tir c ii nc iimilt.an iri S xpc iions.

addition, the deficiT on current account of the balance of payments was to be Ilowever, in the irst - int mohths o1 1nNe. nin'n hji heco nmt It htchci than

slightly reduced, primarily by an improvement in the trade account. In expected. Cons'qucniIx despite the clitorts being madt to iedtu intlation in

adlition. limits were fixed for the growth of the external debt, and a refinanc- the rest of the year. its lccl ws ill be higher than the tarect estahlished in the

ing proposal was submitted to the creditors of the debt due since April 1982, economic adjustment program,

and of that maturing up to December 1985. As it was, a credit in the amount of In turn, short-term economic prospects will be determined by the satis-

$4.2 billion was obtained from the international private banks for covering the factory conclusion of agreements for refinancing the external debt, since by

external gap, and payments for the amortization of public and private debt itself the trade surplus will not permit the country to meet its existing debt

totaling $13.4 billion were rescheduled. In addition, an agreement was con- service obligations.

eluded with the Paris Club for refinancing $2.1 billion in bilateral debts with Despite the short-term difficulties, the Argentine economy has many

govemments. important features that make its medium and long-term growth potential

Subsequently, in January 1985. the Government announced the main promising. The country is endowed with skilled human resources and a wide

tarnetsof a medium-term strategy of economic growth for 1985-89. The goal ran ge of natural resources. is sclf-sufficent in energy. and has a food surplus.

of that strategy was an average real GDP _ of_6_ r cent annually It also has a well-diversified industrial base. Consequently, it is not so

between 1986 and 1989 as a result of the expansion of the external sector, both vulnerable to adverse external efIkcts. that is, it can generate larger export

of exports and imports. and an increase in the share of investment relative to surpluses without having to significantly compress domestic consumption.

consumption. To obtain trade surpluses that can cover the payment of debt The five-year development plan for 1985-89 considers investment and

interest and finance the necessary imports of intermediate and capital goods external trade the motors of economic growth. However, a rise in investment is

for improving the efficiency of the productive sectors, investment will be to some extent dependent upon a reduction in the high rate of inflation. On the

directed towards sectors that generate forei change other hand, even if the process of refinancing the external debt is successfully

However, the suspension of the Stand-by ,rrangement with the IMF in concluded, sustained export growth and access to international capital markets

late March 1985 led to a new round of negotiat ons designed to safeguard the are essential if external equilibrium is to be reestablished.

refinancing of the external debt described above.

Sources of Data in the Statistical Profile:

Outlook' Area:
Organization oi American States. Aimrica ell ('i/ ras /1072 \iIitacon Demc orafica: Estado

The economic stabilization program entails the adptoof sritical and miena dit' i to la an
monetary discipline and the achievement of a larger trade surplus. In the
present economic circumstances oft e country this means, at least in the short The information or the follown itm was furnished to the 11[ by ntituto Nacional de
term, a further reduction in pulic investmn lays and the continuation of F tatiia y Censos INDEC). tebruary 1985:

importestrictions. Therelore, the prospects nom growth in I98S are Birth Rate (per ane thousand inhabiianis)

lems proising. General Mortality Rate (per one thousand inhabitants)
Intani Mortality Rate (per one thousand live births)

Furthermore, the slowing of the high rate of inflation will require a Years of Life Ixpectancy
substantial reduction in the rate of increase of costs, which will also help Iimeracy Rate

tabar Force:
PR EA LC, International L abor Office. Aercado del DThbajo en Cifiras. /950- 8.

Real GDP:
On June 14. 1985. while this report was in production, the Governienit of Argentiina announcei 1982: Information furnished to the 1DB by the Banco Central de la Republica Argentina.

a stringent economic stabitiiation plan designed to contain inflation, which amnouned to approx- October 1984.
iiiately 100( per cent annually in May 1985. The measures announced are drastic and cover the 1983 54: Information furnished it the IDI by the Banco Central de la Repiblica Argen-
following main aspects: (a) a fieeze ian prices and wages for an indefinite period: (h) monetary tina, March 1985.
retomi and the issue of a newi monetary unit, the "austral". whose parity is fixed at 0.90 australes ubit Seciar:
to the dollar; (c) a reductioin ithe regulated nomninal interest rate. to 4 per cent a mnonih in Information furnished to the IDB by the Ministerio de Econoina and the Hanco Cential de ]a
deposits and 6 per cent a ummith on loans: (d) a steep decrease in the public sector deficit, to ihe Republica Argentina, January. 19 5.
equivalent of 2-5 per cent of GtP in the second half of 1995 (from around i per cent of GDP in Money and Prices:the first half through expenditure control and setf-financing of expenditure 0 with taxes anton furnished to the IDB by the Minierio de Economa, January 1985.
and financing with external, not with domestic credits. The impact of these measures will be more
cleart\ visible in the months ahtad, and will probably alter both the short-term and the long-term Exchange Rate:

prospects of the Argentine ec uonomy. International Monemary Hind, International financial Siatistics. March 1985.
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Balance of Payme'nts:\
1982-83: International Monetary Fund. Balance qf Payments S.atistics. (magnetic tapest
984: Information furnished to the IDB by the Banco Central de la Republica Argentina,

December 1984.

Total External Debt: Econ ic Indicators
The information for the following items was furnished to the IDB by the Banco Central de la
Republica Argentina, January 1985, except 1984 data which were estimated by the IDB:

Disbursed debt
Debt-service (interest and amortization) Growth of Gro Domestic Overall Deficit of the Central

Debt-service ratio Product Government Relative to GDP
Debt-interest ratio(PrCn (rCn)

Debt-service (interest and amortization) as percentage of exports and goods and non-factor 5(Per Cen to Per Cn

services
Interest as percentage of exports of goods and non-factor services.
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June 11, 1986

N 0 T E

Vinod:

Re: Status of Medium Term Adjustment Paper

I would like to keep you posted on progress, or lack thereof, in

our recent discussions with the Argentine Government.

The Government agrees with the thrust and sequence of the reforms

we have proposed in the Medium Term Adjustment Paper. While it will use

the Bank's paper as a basis for its strategy, the Government wants to

present a version to the commercial banks that takes 
appropriate account of

the political dimension and has the clear imprimatur of the

Administration. A draft exists but has not been judged satisfactory by

Mr. Canitrot, the Deputy Minister of Economy, who intends to take 
a direct

hand in rewriting it. He recognizes that delays have occurred; he

explained that they are a consequence of the 
heavy involvement of senior

officials in the budget and external debt discussions in 
Congress and in

wage and price negotiations with the labor 
unions and industrial

federations. Mr. Canitrot mentioned in our discussions that he wants to

give greater specificity to some of the reform initiatives for the trade

regime, the financial sector and privatization, and to put them in more of

an operational context. This would require further discussions within 
the

Government, and with the respective domestic interest groups to ensure that

the document had broad internal support before it was 
presented to the

commercial banks.

Messrs. Canitrot and Brodersohn (the Secretary of Finance) made

it clear that the Government intended to approach the 
commercial banks

immediately after it had agreed with the Fund on a 
Letter of Intent for a

Stand-by (probably 18 months'). Government officials expect that an

agreement could be reached by mid-July. 
We again emphasized that it would

be very important to have some reform initiatives 
already in place before

approaching the banks; this would enhance the Government's credibility and

make a convincing case for additional borrowing. Government officials

agree; they want to make a well orchestrated 
presentation in which the Bank

would play a major role. They also confirmed that the Government would

discuss the paper with the Bank before presenting 
it to the public and the

commercial banks.

Peter R. S erer

cc: Mr. Sokol



To remove the inflationary
pressures so ingrained in the economy
and to contribute to change A substantial reduction in the fiscal
expectations, all written contracts deficit has been made through an
were to be changed at maturity from increase in revenues. (see Chart 1).
pesos into australes and a conversion

Inflation, which has been a factor, which decreases every day on
pervasive phenomenon in Argentina a given schedule, was to be applied.
for many years, accelerated rapidly This procedure, popularly known as
in the first semester of 1985. "desagio", was introduced to eliminate
Simultaneously, uncertainty was from the contracts already in
growing and the level of activity was execution the compensation for the
declining. June's 30% monthly expected rate of inflation foreseen at
inflation rate is a good indicator the time of the signing of those f
of how close the economy was to contracts. As inflation was to be . .
hyperinflation. unexpectedly reduced, fairness and

the need to break "inertial" inflation a o *
needed a reduction in nominal terms
in the financial charges implicit in GV IQII V

On June 14, 1985 the government each contract.
decided to give a shock treatment
to inflation. A stabilization program
to reduce "inertial" inflation and
cut down the fiscal deficit was put The price freeze was enforced both
into practice. at the producer's and at the retailer's

A few days before launching the level. The control of these prices is M3 i

program the government devalued carried out by specific offices in each
the peso and took measures to correct province, which process consumer
relative prices, in particular the prices complaints and inspect retail shops
of meat which is an important to check compliance. Although lists
component of the worker's basket may differ from province to province,
and an important factor in controlled prices at the retailer's level
determining inflation expectations. include some items such as food and Government expenditures were kept
The program also included the some standard clothes. At the same approximately at the same level as
adoption of a fixed exchange rate and time, the government also imposed they were before the launching of the
a freeze on both prices and salaries. a freeze on public utility rates and plan. Fiscal revenues rose because of

An announcement was made that prices. increased taxes on foreign trade and
the total public sector deficit was While compliance has not been on oil derivatives as well as from a
to be reduced from 13.1 to 2.5% of uniform, the implementation of the reduction in the cost of the fiscal lag.
GDP. This remaining deficit was to freeze has not encountered serious As inflation went down, the loss of
be entirely financed by external loans. problems; except for a few real tax collection that comes from
The government made a commitment bottlenecks. Uncertainty as well as the difference between the timing of
not to issue money to finance the financial costs were reduced by the tax accrual and tax collection was
fiscal deficit. A new monetary unit plan without affecting profitability. reduced.
was adopted, the austral (*) Authorities established reasonable Before launching the stabilization
*ivalent to 1,000 pesos and controlled ceilings for most prices and showed program, 40% of the total deficit had

rest rates were reduced from levels some flexibility in granting adjustments come from the Central Bank, due to
of approximately 30% per month for the most evident cases in which the use of interest-bearing instruments
to 6% per month. prices did not cover costs. of monetary control.Although the



deficit of the Central Bank was inflation rate was still low, but a bit salaries. Labor leaders, in essence, are
reduced substantially because of the higher than the previous month more concerned with employment
change in controlled interest rates, reaching 2.4% (see Chart 2). However than with salaries. W
this deficit has remained somewhat stabilization has not been firmly Monetary policy has been tight and,
larger than planned. established yet, since underlying consequently, interest rates have

inflationary forces such as salary remained high in real terms (the
pressures, changes in relative prices, effective rate has been around 40%
and fiscal deficit are still present. per year). The total fiscal deficit

To a substantial extent, the plan The level of activity has remained was reduced from the level of 13.1 %
succeeded in bringing down inflation, low: the index of industrial of GDP in June to approximately
The inflation rate computed from production shows that the economy 5% in the third quarter of 1985.
the official cost of living index was was in October 10% below the level The Central Government's deficit
6% in July. In the following months, attained in the same period of 1984. appears to be under control and
it kept going down till it reached Unemployment and underemployment could be lower than projected, but
1.9% in October. In november, the are high compared with 1984 levels. the Central Bank's deficit, as

But signs of a mild recovery have mentioned above, is substantially
already surfaced. The index of higher than planned. An increase in
industrial production, for example', the demand for financial assets
indicates a turning point in August dampened the inflationary pressures
with a very modest upward that said deficit could have caused.
movement continuing in September In the near future no major changes

40. and October. are foreseen. Prices are expected to
35. * " Industrial wages which increase at moderate rates. The

declined all along 1985 deteriorated expansion of the economy will be,
even further after the plan was at best, very modest not only because
implemented, and were in October of a tight monetary policy but also
20% below the level attained in because of the uncertainties related
December, 1984. The decline in real to the price setting mechanism which
salaries is even higher in the public will replace the price freeze. The fall
sector and in construction. Labor in Argentine export prices may reduc

t unrest has increased, but divisions the trade balance surplus, which will
in the opposition party of which probably make the balance of
organized labor is part, have payment targets difficult to reach in
weakened the labor demand for higher 1986.

Dr. Domingo Cavallo, director of /EERA L, was appointed as Chairman
of the Organizing Committee for the 6th Latin-American Meeting of the
Econometric Society, which will take place on July 22-25, 1986. This is the
second time the regional -neeting is held in Argentina and the first in the
province of C6rdoba.

The meetings are open, as in the past, to all economists and
econometricians, including those who are not currently members of the
Econometric Society.

The deadline for the submission of the abstracts is January 30th, 1986
and for the final papers April 30 th, 1986.

The program will include contributions and special invitations in
economics and econometrics, both theoretical and applied.

Further information may be obtained from:

Domingo F. Cavallo
President Organizing Committee

Juan del Campillo 394
Casilla de Correo 1311
5000 Cordoba - Repdhlica Arqentina
Telephone: (051) 72-6523/ 72-6525/ 71-3885
Telex 51811 IERA L A R



Monetary Unit (LAMU), and c) a Each country will be obliged to accept
Financial Cooperation Fund, the LAMUs up to an amount of

SAL " B The most important change of 100% above the original allotment.
this proposal with respect to the The null cost and the inconvertibility

A.S' CT current functioning of the system is of the LAMUs with respect to other
that part of the resulting balance currencies will induce to spend the
differences could be paid with a LAM Us quickly. The effect of the
money (the LAMU) distributed among initial stock of currencies received
the member countries. These original will then be diluted in the subsequent
LAMU holdings will be balanced on commercial flow, since all the
an annual basis: the countries that countries will try to spend the LA&IUs
possess fewer LAMUs than their by buying goods and services from
initially alloted quantities will have one another.
to make purchases from those which A fundamental aspect of the system
accumulated an excess of LAMUs. is that the private operators

A newly elaborated proposal The payment will be made in (exporters, importers, and bankers) of
destined to radically change the dollars and other currencies. In order each country will know on a daily
attitude of the member countries in to overcome the difficulties a country basis the LAMU balances of all the
ALADI commercial negotiations is may have in paying its annual other member countries. In this way
analyzed in this paper. Should this balances, that country could resort they will be aware of the capacity
idea be implemented, each country to credit lines of the Financial and the interest of each central bank
would be highly motivated to buy Cooperation Fund. The Fund will to operate in LAMUs. When a country
goods and services from its partners grant succesive credits on increasingly has low reserves of LAMUs its foreign
in the Agreement. restrictive terms. This could possibly importers and national exporters

In order to understand the require a "Stabilization Program" will be motivated to trade. Similarly,
modification proposed here, it is to attain pre-determined levels of when a country has a level of LAMU
important to briefly describe the credit assistance. close to its maximum limit, its
current functioning of the system. The modification proposed here national importers and foreign
There are several bilateral lines of entails a change in the attitude exporters will pursue commercial
credit among the countries, and mentioned above. It is fundamental negotiations. In all such instances theS ery four months multilateral that ALADI member countries banks will be interested in promoting

mpensations of the balances of recognize the impossibility of these operations and in publicizing
these credits are realized. This obtaining large balances of commonly possible opportunities among its
tri-annual compensation implies accepted currencies from the clients.
currency payment of the balances. intra-regional exchange. If the only restriction to the

The system has grown rapidly: A multi-lateral reciprocal credit acceptance of LAMU were the
the amount of dollars negotiated will be granted through the proposed limit of 200% over the
through the Convention surged from distribution of LAMUs (which will be original allotment, the payment
$ 106 million in 1966 to 9.3 billion inconvertible into hard currencies). schedules of the foreign debts will be
in 1981. With the subsequent debt endangered by receiving LAMUs
crisis this value dropped substantially in payment for exports instead of
mainly due to the attitude adopted normal currencies, or by receiving
by the majority of the member exports with imported parts.
countries, which attempted to restrict Therefore, to avoid such inadmissible
imports and increase exports; in some deviations, "negative lists" will be
cases even removing exports from Period Actual Estimated drawn up. These lists will include
the Convention. Their intention was to values Trend products for which a country will
obtain currencies with which to pay 1970 1.2 1.2 not accept automatic payment in
their debts; this, however, did not 1971 1A 1.5 LAMUs.
take place being the majority of the 1972 1.6 1.9 To sum up, the granting of1973 2.3 2.3
countries greatly in debt there were 1974 3.9 2.9 multilateral credits through the
no large holdings of dollars in the 1975 4.0 3.6 distribution of LAMU and the
region. The measures taken only 196 46 dynamic effect encouraged by itsrein h esue ae ny1977 5.7 5.6
achieved a reduction in the 1978 5.9 7.0 use, plus the revitalization brought
intra-regional commerce as well as 1979 8.7 8.7 about by the incorporation of the

in hecovetin tanacios.1980 10.9 10.8in the convention transactions. 13.5 private sector to this new mechanism
In response to this situation, a 1982 10.0 16.7 will provide the necessary energy to

Monetary Agreement for ALADI has 1983 7.1 20.8 launch the intra-regional commerce.
een proposed. The Agreement 1984 8.1 24.9 Furthermore, the level of trade

ntains three central mechanisms: previously achieved will be quickly
a) a Multilateral Compensatory reg..*ied and projected toward a new
Chamber, b) a Latin-American horizon.
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Novedades Econo6micas, published monthly by Fundaci6n Mediterrinea - IEERAL, presents non-technical
analysis of current economic conditions and short articles on major Argentine issues. The periodical contains special
sections devoted to the study of the main economic regions of the country where the Fundacion offices are located,
A statistical section presents updated information on international price comparisons for selected goods and
purchasing-parity estimates of -the Argentine currency in terms of the currencies of both industrialized and
developing Latin-American countries.

The issues included in the editions of October, November and December of 1985 are the following:

economic policies. The case of the Other issues of Novedades Econ6micas
viticultural sector Regional Economies

- The Plan Austral gets ground - Toward a new investment plan for the Evolution of the Real Exchange Rate
- Monetary and fiscal targets three electricity sector International price comparison

months after the launching of the - The key to growth is improved Institutional news
Plan Austral investments

- Unequal effects of the Argentinian
Uruguayan commercial agreement

- Livestock: toward a redimensioning
of the stock?

- The dollar's drop improves - Argentinian economy in 1986
Argentinian position - Stability and growth in Argentina

- Do the air-transport regulations
benefit the provinces?

- The economic effects of the floods
- The dangers faced by the Plan Austral - Tea home market: increase of
- How should the Argentinian exchange general welfare due to the

market be organized? interaction between national
- Integration of regional and national production and imports.

Real Exchange Rate! December 1976 = 100
Foreign currencies against argentine monetary unit (Austral).
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*Estudios
Estudios, now in its eighth year, is a quarterly journal of Fundacion Mediterranea - IEERAL whose principal

purpose is to present the research findings of the IEE RAL staff. These studies cover a wide range of topics, but a
high proportion of them are in the fields of monetary and financial policy, international trade and Latin-American
integration; energy, regional development and labor economics.

This section includes abstracts of the works published in the edition of the first quarter of 1986:

these empirical results, the the Argentine economy has increased
authors have formulated fifteen during the last years. In 1984 the value
tentative hypotheses and they have of that relation is 0.42 implying a
made a qualitative evaluation of the discrimination higher than 130% in
observed spreads (that is the absolute favor of importables vis a vis
differences between Argentine exportables.
ex-work prices and U.S. ex-work Taking account of the situation

The purpose of this work is to prices). On the one hand, the main of the commercial policy existing
compare industrial Argentine causes of negative spreads are dollar in 1984 and of the equilibrium
ex-work prices with those of U.S.A. overvaluation and low Argentine variations on the real exchange rate
and formulate hypotheses on the relative labor costs. On the other, related to changes in that policy,
observed discrepancies. The period of the principal cause of positive spreads this paper presents estimations of
the analysis is the third quarter of are inflationary expectations. the changes in relative prices that
1983, and the selected products are: would take place with the,
cold rolled steel sheets, cars, introduction of new schemes of
harvesters, family refrigerators, commercial policy. The elimination
'tchen stoves, lathes, eccentric shaft of only export taxes (retenciones)
esses, bending presses, and shears. has a minor impact on relative prices.
All relative prices differences are But the elimination of both export

found to be less than 20%. To explain taxes and protection to importables
would imply extremely large
reaccomodation of relative prices.
Exportable prices would increase

This paper comments upon the around 60%vis a vis domestic goods
effects of commercial policy on and around 130% vis a vis importables.
internal relative prices, on the This situation appears as a sharp
"equilibrium" real exchange rate and dilemma for Argentine economic
on the level of its international trade, policy. On one side, the high

+is +is in an open economy with three "antitrade bias" should be reduced.
+* -- sectors -exportables, importables On the other, such reduction requires

and domestic- Including results got, substantial changes in relative prices
in a previous work, several quantitative and so the possibility of strong
conclusions are obtained for the resistance to accept them.

.12- +12 Argentine experience along
1960-1984. During this period
commercial policy strongly
discriminated against exportables
vis a vis importables. Average export

+ 6 etaxation was 14%, while average
implicit tariff protecting importables

+3 was 61%, implying that the relation
between internal terms of trade and
external terms of trade between
exportables and importables had an
average value of 0.54 for that period.
This measure means that the relative
price of exportables has been almost
50% below its international relative
price. This "antitrade bias" of
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Fundaci6n Mediterrinea is a non-profit
organization presently sponsored by a large Fulvio Pagani Pedro Astori Dino Pagani
group of Argentine entrepreneurs interested Sebastian Bag6 Juan Carlos Ferretti
in improving the study, discussion and Jorge Berro Madero Josd Lienes
design of Argentine economic policies. In HEctor Massuh Carlos Herminio Blaquier Juan Carlos Negrini
1977, a group of entrepreneurs from Arnaldo Etchart Edgardo Palmero
C6rdoba organized Fundacl6n Mediterranea Haroldo Grisanti Leandro Flamarique
and in 1982 entrepreneurs from Buenos josi I. Castro GarayzibaJ Ricardo Hughes
Aires joined the institution. In recent Enrique Kolton
years branches of the Fundaci6n have Adolfo Navajas Artaza
been established In Mendoza, Posadas, Jaime Ndez
Salta, and Comahue. Moreover, private Matfas Ord6nez Edgardo Fugante
firms currently support the institution: AndrEs Pefalva Fernando ArgUello Pitt
125 as founders, 68 as full members, and Carlos Pulenta Filiberto Riccardi
42 as adherents. Ndstor Scaraf (a

Fundacl6n Mediterrinea sponsors the Adran Urqu(a
Instituto de Estudios Econ6micos sobre la Pedro Venturi
Realidad Argentina y Latinoamericana Kirlacos Zonnaras
(IEERAL).

Aceitera General Deheza Agrometal Arcadia Arcor Arnaldo Etchart Astori Estructuras Astra - Compaita Argentina de Petr6leo Bagley Bridas Bodegas y
Videdos Petaflor Carlos Mainero y Cfa Cive Ceramica Cruz del Eje Compaita Naviera Perez Companc Cerimica San Josd Construcciones Metaldrgicas Zanello Corporaci6n
Cementera Argentina Cova Dac Delta Editors Juan Romero Establecimiento Las Marlas Expreso MaipO Fate Franco Hnos. Fundiciones Norte Gatic Georgalos Hnos. ideal

Industrias Metalurgicas Pescarmona Ingenio y Refinerla San Martin del Tabacal Ingersoll Agrometal Jose Llenes Laboratorios Bag6 La Industrial Alimenticia Lars Gas
Ledesma Mastellone Hnos. Massub Noel y Cia Ord6fez, Matias Lucas Palmar Palmar Bs. As. Schcolnik Tres Ases Tubos Trans Electric Venturi Hnos. Viluco

Mendoza Founder members: Banco Agrario Bodegas y Vinedos Pascual Toso Bodegas y Viledos Pentaflor Carbometal Compadfa Financiera LujAn Williams Empresa Constructora
San Martin industnas J. Matis Industrias Metaldrgicas Pescarmona Kolton Inmobiliaria La Princess Mfilan Montemar Companta Fmnanciera Multicrddito Compats fainanciers

Palmar Mendoza Patricio Palmero Pedalva Hnos y Gil Pdrez Cuesta Profim
Comabue Founder members: Ceramica Cunmalleu Compania Financiera Cruz del Sur Corrubox Editorial Rio Negro Elosegut Hnos. Establecimiento Humberto Canale Expofrut

Ferrari Monasterio Gabriel y CIa Galassi Gasparri Hnos. Gordon Mc. Donald e Hijos Industris Cipoletti Los Alamos de Rosauer Maquisur Moo Aal- PAl SA (Productos
Argentines Integrados) Papelers Rfo Negro Tres Ases Vlctory Cesar Zanellato
North west Founder members: Atahualpa Camara del Tabaco de Salta Celulosa Jujuy Ceramica del Norte Cooperativa de Productores Tabacaleros de Salta Ltda. Dinar Eduardo R.
Butler F. Atilio Mosca Frigorifico Arenales Giacomo Fazio Hipermercado El Chango Humberto D'Andrea Industrias AgromecAnicas Salta Ingenio San Isidro Los Parrales Mar-Hel

Modesto y Manzur Chiban Pussetto Salta Samaq Televel Uni6n Industrial de Jujuy
North east Founder members: Astilleros Corrientes Banco de Is Provincia de Corrientes Carsa Conarsa Constructors Evisa Cooperativa de Oleaginosas Ltda. Diano El Territorio

Establecimiento Santa Cecilia Empress El Zonda F J.W Sociedad An6nima de Transportes Hreliuk M rB M Pech Hnos & Cia. Rati Constunociones Siter Tracmaq Transchaco

Juan del Campillo (0) 394 Telephone: (051) 72-6523/72-6525
Casilla de Correo 1311 71-3885
5000 C6rdoba TElex: 51811 IERALAR
Rep'blica Argentina

IEERAL is also a non-profit
organization, whose purpose is to carry Domingo F. Cavallo Josd Luis Arrufat Hernin Carminattl
out policy-oriented research on economic Rafael Conejero Ricardo Dominguez
problems of Argentina and Latin-America. Joaqu(n Cottani Daniel Efkhanlan
IEERAL maintains a staff of 13 senior Victor Garcia Pareja Osvaldo Giordano
economists, all of whom have received El(as Antonio Baracat Juan Carlos Kusznir Jorge Ingaramo
post-graduate training in leading universities; Aldo A. Dadone Javier Merino Mario Tomba
20 economists and 6 junior economists. Carlos Givogri Gustavo Parino*
Half of IEERAL resources come from Roberto Guzmin Angel Pefa
Fundaci6n Mediterrinea and the other half Carlos V. Kesman Walter Schulthess Jorge Caminottl*
from contracts with private and public Wylian Otrera Alfredo Visintini Rosendo Fraga
organizations as well as international A. Humberto Petrel Ricardo Tappatd Felipe R. Murolo
institutions. Carlos E. Sinchez Filix Pefia*

Ed mundo del Valle Soria Jorge Fernandez Pol
Juan A. Zapata
Miguel A. Elena Carlos Bastos
Adolfo C. Sturzenegger** Jorge Devalls * with a leave of absence

Alberto Diaz Cafferata ** visiting researcher
Roberto Domenech
Alberto Figueras
Ral Garcia
Sumi Gladys Kato de Shiromizu
JosE Jorge
Carlos Swoboda

Fundacl6n Mediterranea Newsletter is a free quarterly publication. It Is not copyrighted and can be reproduced with appropriate attribution
of source.
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OFFICE MEMORANDUM
DATE: February 24, 1986

TO: Files

FROM: Vinod/ ubey, Director, CPD

EXT.: 60061

SUBJECT: Argentina Medium-Term Growth Framework Study - Minutes of the OPSC

Meeting, January 9, 1986

Present: Members: Messrs. Stern (Chairman), Burki, Dherse, Husain, Jaycox,

Karaosmanoglu, Lerdau, Knox, Ohuchi, Thalwitz,
Wood

Others: Messrs. Carter, Choksi, Clements, Donovan, Dubey, Gue,
Huang, Jansen, Jay, Lysy, Picciotto, Scherer,
Sokol, van der Tak

1. The meeting agreed with the thrust and conclusions of the paper.

The paper was explicit on the implications of accelerating growth while
holding the line on modest per capita consumption growth in an attempt to

obtain a turning point on Argentina's debt, where repayment could be possible.

The meeting concluded that once such a turning point was reached and all

external payments were made without fresh borrowing, the choices available on

what to do with the foreign exchange surplus should be discussed in the paper,

i.e. either repay principal on pre-1986 commercial bank borrowing, increase

imports with a view to accelerating growth, increase imports so as to improve

consumption levels, or accumulate foreign exchange reserves and earn interest

on them. The meeting agreed that the eventual repayment of the principal of

the pre-1986 commercial bank borrowing be included in the projections.

2. The meeting also requested that an explanation on the limits to grow

beyond 4.5-5% in real terms on a sustained basis be included in the paper,

particularly since in the growth experience of Argentina over the past 50

years, though levels of 4.5-5% had been occasionally achieved, they were

rarely exceeded, and have never proven to be sustainable over any length of

time. More important, it was recognized that 4.5-5% real growth was fairly

respectable since population grew only at about 1.5% per annum and large

productivity increases would be required in the economy to make this growth

possible. In this connection, one speaker indicated that Argentina is a

relatively industrialized country with a mature, albeit distorted industrial

structure. Consumption levels are relatively high, income distribution is not

highly skewed, and most basic needs are, even in the current slump, being met.

Furthermore, Argentina is also an agricultural country, dependent on foreign

markets for much of its growth momentum. These same markets show only limited

potential for Argentina as the century draws to a close. While it is not

unreasonable to assume that for a brief period the country could achieve an
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average growth of real gross domestic product in excess of 5%, particularly in

response to marked improvements in efficiency, such growth, for the reasons

outlined above, would not be sustainable.

3. One speaker stated that the paper provided guidance on what needs to

be done, in the Bank's perception, in terms of sectoral policies to promote

growth. Several speakers indicated concern for the high level of real

interest rates prevailing in Argentina. However, the meeting concluded that

while medium-term inflationary expectations continued and distortions in the

financial system remained, real interest rates would continue to be high.

4. The meeting agreed that the next step was to discuss the paper in

the Management Committee and following that with the Fund. After completing

such discussions, the paper should be discussed with the Government and

presented as the Bank's view of a reasonable medium-term framework and, if

possible reach an agreement on the paper. Out of this would evolve a

Government medium-term economic program for growth. The paper would then

become the basis for discussions of medium-term financing arrangements with

the financial community.
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DRAFT
DATE: February 12, 1986

TO: Files

FROM: Vinod Dubey, Director, CPD

EXTENSION:60061

SUBJECT: ARGENTINA--Minutes of the Operations Policy Sub-Committee Meeting

on Argentina Medium-Term Growth Framework Study, January 9, 1986

Present Members: Messrs. Stern (Chairman), Burki, Dherse, Husain, Jaycox,

Karosmanoglu, Lerdau, Knox, Ohuchi, Thalwitz, Wood.

Others: Messrs. Carter, Choksi, Clemens, Donovan, Dubey, Gue, Huang,

Jansen, Jay, Lysy, Piccioto, Scherer, Sokol, van der Tak

1. The meeting agreed with the thrust and conclusions of the paper.
It was pointed out that the paper was explicit on the implications of

accelerating growth. This was combined with explicit attention to obtain a

turning point on Argentina's debt, where repayment could be possible, while

holding the line on modest per capita consumption growth. The meeting

concluded that once the projections reach a turning point where all

external payments can be made without fresh borrowing, the choices

available on what to do with the surplus of foreign exchange should be

discussed in the paper, i.e. repay principal on pre-1986 commercial bank

borrowing, increase imports with a view to accelerating growth, increase

imports so as to improve consumption levels, and accumulate foreign

exchange reserves and earn interest on them. The meeeting agreed that the

eventual repayment of the principal of the pre-1986 commercial bank

borrowing be included in the projections.

2. The meeting also requested that an explanation on the limits to

grow beyond 4.5-5% in real terms on a sustained basis be included in the

paper, particularly since in the growth experience of Argentina over the

past 50 years, levels of 4.5-5% had been occasionally achieved and rarely

exceeded, and have never proven to be sustainable over any length of

time. More important, it was recognized that 4.5-5% real growth was fairly

respectable since population grew only at about 1.5% per annum and large

productivity increases in excess of 3% per annum would be required in the

economy to make this growth possible. In this connection, one speaker

indicated that Argentina is a relatively industrialized country with a

mature, albeit somewhat distorted industrial structure. Consumption levels

are relatively high, income distribution is not highly skewed, and most

basic needs are, even in the current slump are being met. Furthermore,

Argentina is essentially an agricultural country, dependent on foreign

market for much of its growth momentum. These same markets show only
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limited potential for Argentina as the century draws to a close. While it
is not unreasonable to assume that for a brief period the country could
achieve an average growth of domestic product in excess of 5% particularly
in response to marked improvements in efficiency, such growth, for the
reasons outlined above would not be sustainable.

3. One speaker stated that the paper provided guidance on what needs
to be done, in the Bank's perception, in terms of sectoral policies to
promote growth. Several speakers indicated concern for the high level of

real interest rates prevailing in Argentina. However, the meeting

concluded that while medium-term inflationary expectations continued and
distortions in the financial system remained, real interest rates would

continue to be high.

4. The meeting agreed that the next step was to discuss the paper

in the Management Committee and following that with the Fund. After

completing such discussions, the paper should be discussed with the

Government and presented as the Bank's view of a reasonable medium-term
framework and, if possible reach an agreement on the paper. Out of this
would evolve a Government medium-term economic program for growth. The

paper would then become the basis for discussions of medium-term financing

arrangements with the financial community.

JSokol:mac/mad
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OFFICE MEMORANDUM
DATE: January 28, 1986

TO: Mr. Jose Sokol, Acting Division Chief, LC2AR

FROM: F. Desmond McCa thy, Sr. Economist

EXT: 76254

SUBJECT: ARGENTINA - Back-to-Office Report

1. I visited Buenos Aires between January 9 and January 20 1986
with Kutlay Ebiri to update our knowledge of the economic situation and to
prepare for an economic mission scheduled to depart late March 1986.

Political Situation

2. President Alfonsin continues to enjoy popular support. The
Plan Austral has now been in place since June 1985. There is a steady
stream of outside visitors extolling the Plan. They included such diverse
figures as Messrs. Volcker, Mulford, Galbraith, Clausen and during our trip
Messrs. Draper, Rockefeller and Kennedy. One effect of the laudatory
comments of these influential visitors has been to raise expectations for
more tangible assistance from the outside especially now as the Plan
Austral moves to its expected growth phase. Domestically there is
satisfaction with a number of outcomes of the Plan to date, in partiuclar
the fall in inflation from near hyperinflation rates of 25% per month in
May 1985 to close to 2% in the last quarter of 1986. However, there is
also increasing dissatisfaction among significant segments of the
population. This may be attributed to a fall in real wages, increases in
some prices such as those of fresh fruits and vegetables and certain
services and to the absence of much evidence of a resumption in growth.
This dissatisfaction is reflected in industrial action by work slowdowns
and sporadic strikes especially in the public sector. A general strike on
January 24 was much more successful than previous attempts during the
Alfonsin regime.

3. The Government feels mounting pressure to take some actions in
the immediate future to help arrest the rising tide of disillusionment.
Some mid course corrections to the Plan Austral may be announced in the
next few weeks. These will probably be geared towards reactivation of the
economy with particular emphasis on the industrial sector. That sector has
been particularly hard hit in the last year, and is also perceived to have
the best potential for rapid export growth. In line with these new
Initiatives, there have been a number of changes in personnel. One of the
principal ones has been the appointment of R. Lavagna to the cabinet as
Secretary with the combined portfolios of Industry and Commerce.

4. The issue of the external debt is quite pervasive not only among
government officials but among the public at large. Argentina's capital
stock has deteriorated in recent years so that a resurgence of investment
levels is essential. A restoration of historic saving levels to around 20%
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of GDP, together with a continuation of its traditional surplus on external
merchandise accounts, would normally augar well for development in most
countries. However, an interest burden of 6% to 7% of GDP creates a
dramatically different scene. As the economy struggles to restore its
depleted capital stock, additional resources are needed at this critical
juncture. Many feel the country is not reaping too many benefits from its
current approach. It is facing strong resistence in external markets,
particularly for agriculture. Russia is now taking close to 75% of wheat
exports. The E.E.C. subsidy on beef is close to Argentine domestic
production costs. The government has made a heroic effort to bring
up-to-date payments on both its own debt and that contracted by the private
sector and assumed by earlier governments. Many are hoping for some
alternate approach to the debt problem rather than the current approach
which many see as little more than a reordering of the cash flow.

Economic Situation

5. National Accounts: The GDP fell 4.6% in 1985. This brings a
reduction in per capita income by 6.4%. Manufacturing is the hardest hit
sector with its output falling 19%. Agriculture was affected by untimely
rains. The wheat losses alone are estimated at 30%. Overall, agricultural
production remained stagnant, with only a slight growth in the livestock
sector. Both consumption and investment fell about 7%. On the other hand,
exports rose 10% while imports declined 10% in 1984 prices. The trade
balance for the first nine months was US$3.8 billion while that for the
year is expected to be close to US$4.2 billion. Total gross investment
level is 11% to 12% of GDP with about half of it provided by public
sector. Signs of resurgence in private investment have yet to materialize.
Following the recent situation of rear hyperinflation entrepreneurs are
somewhat cautious. Many feel they are waiting to see the measures proposed
for the second stage of the Plan Austral.
6. Prices: Under the Plan Austral, wages and prices for processed
goods have been tightly controlled. More than half of the CPI increases
may be attributed to two areas - fresh foods and services. In Buenos Aires
much of the vegetables and fresh fruits come through small outlets and many
of these retailers have sought to protect their real income by increasing
their markups. The supermarkets, which provide about 40% of the food
purchases in Buenos Aires, have been quite cooperative in holding the line

on prices. The WPI has exhibited modest increases of .6%, 0.7%, 0.7%, 1.0%
for each of the last four months of the year. However, the CPI continued

to show low monthly increases of 2.0%, 1.9%, 2.4% in September, October,

November, but then rose by 3.2% in December. The fall in real wages is

estimated at 15% to 20% in the last six months. This was quite disturbing
for the authorities and has led labor leaders to intensify their demands

for wage increases. As in most price control schemes, anecdotes are

rampant - some days chickens (price controlled) vanish from the markets
only to reappear the following day in parts (not controlled); the computer

of the central market seems to be suffering chronic maLfunctions etc. The
service component exhibits a rather different phenomenon. The official CP[
is based on 1974 figures. \t that time, a much larger share of the
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population used medical doctors for health care. Many of these
professionals have increased their fees by 50% to 100% since June. This,
in turn, contributes a major increment to the calculated CPI growth.
Doctors fees today do not play as important a role in health care costs so

that the increase in this component of the index may be overstated.

However, the time is not politically expedient to modify this seeming

anomaly.

Other prices, wages, interest rates and exchange rates:

7. Wages are controlled in nominal terms for most wage and salaried

workers with only a modest number of firms providing sub rosa increments.

The unemployment rate is 5.1%. Some estimates suggest a modest increase in

the demand for labor during the last 3 months. However with average levels

of capacity utilization 10% below that of 1984 there is a lot of

underemployment.

8. Starting with a virtually demonetized economy (before the

introduction of the program in May MI had fallen below 2% of GDP and M2

to 6.4% of GDP), the Central Bank set the monthly deposit rate at 4% per

month and lending rate at 6% for the regulated segment of the market. Such

high rates eliminated the possibility of an initial massive capital flight

and diverted deposits from the so-called "interfirm" market to the banking

system. These rates have gradually been lowered and reached, towards the
end of the year, 3% and 4.5% for deposits and lending, respectively. By
December 1985, real Ml had risen close to 100% above the May level.

9. Interest rates applied in the interfirm market, as well as those

applied by the banks in their non-regulated operations have been well above

regulated rates. Since a large part of the deposits in the financial

system have been absorbed by the Central Bank, the private sector's

borrowing needs have been met partly by the interfirm market. Although

there are not many firms whose operating surpluses are high enough to cover
the rates applied in the free market (they ranged between 5.5% and 6.3% per

month, towards the end of 1985), distress borrowing has sustained the

demand for credit.

10. Interest rates for 7 day deposits were 4.6%, 5.3% and 5.6% for

the months October, November, December. These positive real deposit rates

together with various reserve and pseudo reserve requirements used by the

authorities to keep a tight rein on the money supply results in high real

rates for borrowers. The "call money" rate in October was 5.4% but then

rose to 9.2% and 9.9% in November and December. Medium-term financing, is

virtually non-existent, which stymies investment.

11. The real exchange rate continues to show strong resilience. In

the Plan Austral, the new currency was pegged to the US dollar. (0.8A =

ISUS.) A sharp devaluation of 18% before the plan provided some cushion.
However, with a continual inflation rate differential, it is evident that
this rate cannot be main aaned indeinitely, although the mark-up in the

parallel market rate contiines to stay i the 1 5%-I5' range. This may be
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partly explained by the fact that the fall of the US dollar has provided an
automatic devaluation. This is especially true as the U.S. accounts for

less then 20% of Argentine trade.

Public Finances

12. Public expenditures on a cash basis for 1985 are estimated to be

equivalent to 30% of GDP, close to the ratio in 1984, but down from 32.3%

in 1983. Wages in the public sector have been held constant. The deficit

of the consolidated non-financial public sector in 1985 is estimated to be
around 3% of GDP with perhaps an additional 1% for losses by the Central

Bank.

13. On the revenue side, tariffs and receipts from public utilities

are up, while improvements in the administration of VAT and income taxes

have resulted in modest increases. It has been decided to increase the YPF

share of its sales revenues to 60 percent.

14. Public investment continues to remain low (5% of GDP) in

1985, mostly reflecting the lack of counterpart funds. For 1986, it is

estimated that minimal external financing should be related to a fiscal

deficit of 3%. This appears to be a minimum figure to avoid creating
tensions in the market and aggravating arrears while, at the same time, not

perturbing expectations unduly.

15. Financing for the public sector would need approximately US$2

billion with most of this expected from the IAF, World Bank and IDB and the
remainder from the commercial banks.

Relations with IMF/Creditors

16. Argentina is currently under a standby agreement with the IMF.

This expires on March 31st 1986. For the 1985 year end targets there were

some differences primarily with the public sector current account levels

and the deficit of some public enterprises. This in turn means that

revisions of 1986 targets have not yet been completed. Negotiations for

the 1986 economic programs remain in a state of flux with public sector

deficit, being central.

17. Disbursements by the external commercial banks are linked to the

IMF program. They were to provide US$4.2 billion of "new money". US$3

billion has already been released. The remaining US$1.2 billion is

expected to be released with the last two tranches of the Fund standby.

The Government estimates 1986 maturities at US$9.3 billion. On the basis

of an agreed economic program with the Fund, the banks expect to start

negotiations shortly.

18. Changes/New Emphasis on Policy: The course of economic policy in

the near future is quf te uncertain, despite a general agreement both withIn

and outside of Government that some expansion of the economy would be

required in the near future. The budget for 1986 is expected to be
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finalized in the coming weeks. Negotiations with the IMF appear to have
reached a critical stage. Policy areas targetted for particular attention
include:

- Industry and Trade. The government expects to put together an
export promotion and investment plan involving 30 or more private
companies. These companies would be typically in the high-tech
areas with proven export potential in many instances but also
identified as prospective leaders in an eventual recovery. These
would include numerically controlled machine tools,
bio-technology, agriculture equipment and possibly an export
oriented fishing industry. It is expected to contribute an
additional US$1.7 billion annually to the trade balance at the
end of 3 years. Main bottlenecks are the lack of adequate
financing at appropriate rates and an inadequate institutional
backup. Details of the required incentives are currently being
developed.

- Privatization. The government seems determined to move beyond
the talking stage. Early candidates are SOMISA and
petrochemicals.

- New Housing Policy. This will involve the Banco de la Provincia
de Buenos Aires and be dependent on whatever liquidity

constraints deemed essential by the Central Bank. It is expected
to provide finances to private purchasers by issuing bonds.

- Oil Policy. The policies announced in Houston will be
implemented. These now seem to be acceptable to the
international community. The gas pipeline from Lomo de la Lata -
Bahia Blanca - Buenos Aires will go ahead at an estimated cost of
US$1 billion, externally financed.

- Communications. The auto-financing scheme of Megatel will be
maintained to strengthen its success in its initial period.

Bank Involvement

19. The Government expects the Bank to help in a number of areas.
The Government expressed appreciation of the assistance provided by the

Bank recently. They made particular mention of the public sector

investment review, including the analyses of the energy and transportation

sectors. They Indicated that many ideas in this latter report helped
illuminate their policy deliberations.

20. The PPR funds related to the Technical Assistance Loan are now
being used in a wide range of areas to help facilitate many pressing policy

issues. It is expected that the loan itself will be finalized shortly to

help maintain this momentui.

21. The agri culture loan 's - iided .n the fUiancial plan. Revenues
from the envisaged Land ti ire uicluded n .this yeaC's budget. Although
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the amount will not be significant this year, the GOA considers it
important to establish the principle. While there is some confidence that
measures will pass in the congress it is expected that senate passage will
be much more difficult.

22. On the industrial promotion plan, the availability of financing
is critical. The issue arose as to whether the Banade load might be of use
here to provide financing in the near term.

23. With respect to the overall reactivation package, there are a
number of issues which need some Bank consideration. Many industries seem
to be facing a bottleneck as they are unable to provide adequate credit in

the domestic market to potential customers. In a free trade milieu they
would be unable to compete with external vendors who could provide
financing. The government wondered whether the Bank could be of assistance
here? This issue becomes increasingly important as the economy seeks a

broad based recovery. Exports form a small portion of the overall demand
while disbursements against imports may not be the most pressing need in
some instances and indeed may aggravate the debt situation and place some

domestic companies at a disadvantage.

24. Manpower/Training. As the economy is restructured, significant
disequilibrium in the manpower/skills market is expected. The government
is interested in any ideas we might have on how this transition might be
eased. It seems that any schemes in this general area should involve the
private sector at an early stage as they would eventually provide the
jobs.

Economic Mission

25. An economic mission has been tentatively scheduled for
March/April 1986. The mission would address the issues of reactivation of
the economy. It would pay particular attention to macro-situation and the
industry/trade sector. The mission would be based in the Ministry of
Economy. An issues paper will be made available shortly. A Development
Committee Brief (DCB) is scheduled by June.



PEOPLE MET BY THE MISSION INCLUDED:

Ramon da Bouza Director of External Finance Ministry of

Economy

Dario Braun Assistant Director of External Finance,

Ministry of Economy

Adolfo Canitrot Secretary of Economic Coordination,

Ministry of Economy

Luis Beccaria Director of INDEC, Sec. Plan.

Simon L. Guerberoff Director of Research and Economic

Statistics, BCRA

Roberto Lavagna Secretary of Industry and Trade

Dra Maria Beatriz Nofal Subsecretary of Industrial Development

Roberto Frenkel Advisor to Ministry of Economy

Hector L. Dieguez IDES, Desarrollo Economica

Juan Sommer Director of Domestic and External Debt,
Ministry of Economy

Alberto Sojit UNDP Technical Assistance Consultant

Alan Rausch UNDP Technical Assistance Consultant

Adalberto Rodriquez-Glavarini Subsecretary of Public Sector

Programming and Coordination.

cc: Messrs. Knox, Gue, (LC2); van der Meer, (LCP); Pfeffermann,

Jazpersen, (LCNVP); Carter, (LC2DR); Scherer, (o/r); Nankani

(LC2DR); Balassa, (CON); Schultz, (LCPIDF2); Voljc, (IDF);

Martinez, (LCFTR); Paz Estenssoro, (LCPTR); Israel, (PPD);

Hanson, (INDFD); Dubey, (CPD); Kapur, (INDRE); lope,
(EPDED); Keare, (LCPED); Batzella, (EGY); Ms. Garcia De

Truslow, (LCPUR)



Annex 1
Page 1

Actions Needed

Subject Actions Time Frame

1. BANADE Loan Decide on whether modification 1-2 weeks
makes sense.
Advise Government on action
needed for modification.

2. Industrial Promotion - Accelerate Bank dialogue ASAP
Plan of Government - develop flexible approach

- provide economic analysis in
parallel

3. Privatization - Facilitate the ongoing Mission
process see back-to-office scheduled
report of A. Kapur, INDRE of for March
Jan. 1986

4. Manpower/Training Advise government on possible
approaches

5. Provide support to - improve level of economic ongoing,
government for MACRO analysis in the division particularly
policy analysis - transfer analytical during

capability to government economic
mission

6. Market/Data Base Provide timely information on ongoing
markets and commodity price
forecasts



Annex 2
Table 1

Macro Indicators

1983 1984 1985 1/

GDP
(A bill. of Dec. 1985) 55.1 56.5 53.9

BOP ($US billion)
Exports (FOB) 7.8 8.1 8.4
Imports (CIF) 4.5 4.6 4.1
C-A Def. -2.5 -2.5 -1.3

Public Sector-Non-Financial
% GDP (cash basis)

Expenditures 32.1 30.7 28.9 2/
(wages and salaries) (8.65) (9.75) (8.62)
(capital exp.) (7.32) (5.95) (6.37)

Revenues 21.7 22.5 25.4 2/

Deficit -10.4 -8.2 -3.5 2/

I/ Estimated.
2/ As contemplated in July 22, 1985 IMF Letter of Intent.
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Table 2

Selected Data

Prices (1985)

May June July August Sept Oct Nov Dec

CPI 1/ 25.1 30.5 6.2 3.1 2.0 1.9 2.4 3.2

WPI 1/ 31.2 42.3 -0.9 1.5 0.6 0.7 0.7 1.0

Exchange Rate per $US

Official .525 .737 .801 .801 .801 .801 .601 .801
Parallel .621 .802 .946 .953 .941 .925 .903 .855

Interest Rates 2/ (Monthly)

Regulated 32.0 18.0 5.0 5.0 5.0 - - -

Free 34.1 21.4 8.1 8.2 7.7 - - -

Wages Real 3/

84.6 79.4 74.8 72.6 71.1 69.8 68.2 66.1

BCRA, percentage change during period, CPI (1974=100), WPI (1981=100).

2/ Commercial Banks, 30-day money lending rates.

3/ INDEC, Industrial Wages (Base 1983=100), average of office and blue-collar series.



January 16, 1986

Mr. Ernest Stern

Ernie,

Discussions with the Fund on Argentina are not concluded,

in fact, they have not even begun. Finch says that he has had to

consult with MD and while he would like to make an input to the

paper, he cannot promise that this would be done before the end

of January. Apparently, Mr. Beza cannot find time to focus on it.

The paper has been with the Fund for three weeks.

Finch says that he has little problem with the substance

of the paper and its thrust. He, however, recognizes that while

we start with a growth premise, they want to start with the balance

of payments and there may be some differences in nuances and analysis.
I have told Finch that at all cost we want to avoid separate papers

from the Bank and the Fund. I also told him that we cannot begin

discussing things unless they put the issues on the table which

they have not.

Finch also says that they are opposed to giving a paper
to the Argentines. Their preference is to have the paper from

which we ca'n talk to the Argentines. I think we need something

very concrete on the table for the Argentines to react to. I have

told Finch that Clausen would raise these issues at his meeting

with de Larosiere on January 21. Choksi was present at the meeting.

If you wish further details, please call him. He is also liaising

with the Fund, so please let him know the conclusions of the meeting

between Clausen and de Larosiere.

cc: Messrs. Dubey, Choksi
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TH: WORLD BANK INTERNA TIONAL I-NANCE CORPORA "ION p

OFFICE MEMORANDUM
DATE January 16, 1986

TO Mr. S. Rajapatirana, VPERS

FROM Nicholas G. Carter, LC2DR)P

EXTENSION 72013

SUBJECT Argentina Baker Initiative Projectionp

1. Attached, as discussed, are the detailed printouts of the
projections we used in writing our "Baker" paper for Argentina. As
I pointed out, the model is a standard RMSM with the exception that
real per capita consumption is specified as a target and thus GDP
is determined endogenously, from the expenditure side, by the model.

2. The notion that the "export growth rate must be greater
than the interest rate" in order to overcome a debt problem, is a
perhaps useful, but certainly not universal rule of thumb. It also
suffers from dimensional problems (debt is a stock, exports are a
flow). The Argentine case is an instance where the "rule" does not
hold. Consider the following very simple model of debt:

1. dD = M - E + iD

where M, E, and D are imports, exports and debt, and
i is the interest rate. This yields:

2. dD/D = M/D - E/D + i

3. The problem is then to look for conditions such that
dD/D<0. In the Argentine case, there is a large resource surplus,
equivalent in 1985 to 8.5% of the total stock of debt, leaving a
shortfall of only 1.5% when compared to the roughly 10% interest rate.
Given that the interest rate is projected to be approximately constant
over the projection period, all that is necessary to overcome the debt
problem is for the resource surplus to debt ratio to grow until it
exceeds the interest rate, and this is in fact what happens in the
Argentine projections. Note that in the short run it is not even
necessary to require that exports grow faster than imports provided
that they are sufficiently larger than imports. Once the resource
surplus exceeds interest payments, debt can be paid off and the"problem" collapses very quickly. This is an interesting variation
on the debt problem and one that not surprisingly, has not been
explicitly dealt with before.

Attachments

cc: Messrs: Sokol LC2PB, Hwa EPD

NGC:pw

P 1866
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ARGENTINA: BAKER INITIATIVE PAPER

A Proposed Agenda

STAB ILIZATION

1. For a long time there has been consensus that stabilization is a sine

qua non for the country's future growth and development. In June 1985, the

Argentine Government finally reacted to the threat of hyperinflation by

implementing the "Plan Austral". In the following months, inflation dropped

to around 2% per month and new agreements have been reached with the IMF and

foreign bank creditors. However, given the experience with previous

stabilization programs, it is too early to claim that the Austral Plan has

been successful. Furthermore, in the next four to six months, the Argentine

Government will have to face very difficult choices to consolidate

stabilization. The Region may like to elaborate on the current state of the

Austral Plan, on the possibility that the program might fail and on the

alternative strategies that the Argentine Government will have to follow to

consolidate stabilization. The Region could then discuss the implications of

stabilization for structural policy reform, and consequently for the prospects

of growth.

POLICY REFORMS FOR SUSTAINED GROWTH

2. The long-run stagnation of Argentina can be explained by a clear
declining trend in the productivity of capital and labor (Only in recent years

the accumulation of capital has been very low). But this declining trend can

be explained by underlying distortions in the economy and inefficiencies in

the operation of the public sector. However, these distortions and

inefficiencies have in turn been the product of the political system over a

long period of time. After the civilian Government assumed office in December

1983, there has been some changes in the political situation. The Region may
wish to clarify if these changes have had a significant impact on the

political system and, therefore, if the suggested institutional and policy

reforms can be expected to follow realistically from it without being later

reversed as had previously happened. The Region might then wish to elaborate

on the best timing of the proposed reforms from the point of view of the

political feasibility.

3. Leaving aside the political feasibility of the institutional and

policy reforms, the pervasiveness of distorsions and inefficiencies imply a

large number of reforms. These are very difficult to assess and to implement

(even assuming the political will to effect them). The Region might care to

elaborate on the merits and technical feasibility of an approach based on

partial agreements on "packages" of specific reforms, vis a vis an approach

based on a general, long-run agreement on specific objectives and mechanisms

to monitor progress towards their achievement.
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PROJECTIONS

4. The paper provides two scenarios for the period 1986-90, one of which

is based on the continuation of current policies. Regarding this scenario,
could the Region clarify the meaning of these policies as well as their

economic and political feasibility?

5. The other scenario, the high-growth one, is based on the policy

reforms discussed in the paper. Could the Region elaborate on the likely

impact of these reforms and on the timing of the effects?

6. In both scenarios the evolution of two external variables -- interest

rates and the terms of trade -- has a significant effect on the growth of

output and on the balance of payments. Could the Region elaborate on the

effects of different values of these variables on output growth and external

financing requirements? In particular, could the Region clarify the

implications of the recent decline in the terms of trade?



DRAFT

ARGENTINA, 11/26/85

1. Argentina has the potential to reverse the current recessionary
trends in economic activity and gradually achieve respectable growth rateswhile reducing its debt service burden. Fulfillment of this potential ispredicated on the adoption of radical and comprehensive policy reforms.

2. The Government has recently initiated a bold program to stabilize
prices, reduce the fiscal deficit and strengthen the external accounts.
The results have been spectacular: monthly inflation has fallen from
about 30% in May to 1.9% in October; the overall budget deficit has beencut down from 12% of GDP in 1984 to about 2% of GDP in the second semesterof 1985; the deficit of the current account of the balance of payments wasreduced from 3.5% of GDP in 1984 to about 2% of GDP in 1985. However, thestabilization program has encountered difficulties. First, while the
Government has performed very well in raising revenues, it has been lesssuccessful in containing the spending of some public enterprises andprovincial governments. The fiscal deficit is therefore likely to exceedthe targets set by the Fund. Second, while-nominal rates of interest havefallen dramatically, real financing costs remain as high as 3% per month.As a consequence, bad loans and credit risk are on the rise. Third, thedeficit of current account of the balance of payment is expected to widenagain in 1986, primarily because of recent floods which have hamperedagricultural production and of a continued deterioration of the terms oftrade.

3. The first hurdle that needs to be overcome is the transition fromwage and price freeze and a tight credit policy to a regime that wouldprovide flexibility and adequate liquidity for growth. To proceed on thiscourse without once again destabilizing the economy, the Government needsto undertake measures which should permanently reduce the fiscal deficit asit implements a concerted and gradual phasing out of wage and price
controls.

4. The Government has stated its intention to address the root causesof Argentina's economic woes through comprehensive structural reforms.
At the moment it is just probing its way. It is considering to eliminate
most quantitative restrictions on imports and replace them in a firststage, by equivalent tariffs. The Government is also moving to reduce
state participation in some sectors to reduce pressure on the fiscal
deficit. It has also normally indicated interest in Bank support for theprivatization of its petrochemical holdings in the Fabricaciones Militarescomplex. However, the Government's actions have not been swift and wellorganized. For example, in petroleum exploration and exploitation it hasnot defined a clear note for the private sector; in telecommunications, ithas decided to entrust the expansion of Argentine's seriously defective
teJlephone network to a public sector company that has been unable tooperate the existing systems satisfactorily. More generally, influential
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groups in the Ministry of Public Works, the labor unions, the
Peronist Party, and even some groups within the Radical Party lobby against
reforms that the Ministry of Economy promotes.

5. The Government needs to act on several fronts simultaneously:
improve the incentive system, streamline public expenditure, restructure
the financial sector, and strenghten the defficient infrastructure. The
attached matrix details the policies and measures and their sequencing,
that are, in our view, required to achieve the objectives mentioned above.
The following paragraphs summarize our judgment on their relative
importance.

6. The Government should give first priority to eliminating export
taxes and quantitative import restrictions. A comprehensive trade policy
reform including uniform low rates of effective protection, only seems
feasible once the economic recovery is well under way. The disastrous
results of the attempts during 1977-81 to open up the economy are still
fresh in the memory of all Argentines. Meanwhile, the gradual process of
rationalizing the trade regime should support a concerted major drive to
promote industrial exports. We have estimated that such a program (Annex
II), which could be supported by Agricultural Sector, Trade Policy and
Export Promotion Loans (Annex I), would generate incremental foreign
exchange earnings of about US$1.2 billion from agricultural exports and of
US$1 billion from industrial exports.

7. While putting the private sector under increasing competititve
pressure, the Government has to put reorganize its own house. The thrust
of this effort should be to improve the efficiency of public sector
enterprises with a view to assuring their operation as commercial
enterprises, including adequate price and cost recovery polices. This
should be based on a clear definition of the public sector's future role in
the Argentine economy, and should also include the divestiture of public
enterprises as required. Among the measures that should be taken are:
reduction in public sector employment through attrition and restructuring
of major public enterprises (especially YPF, ENTEL, Railways, SOMISA).
Hoever, restructuring, and possibly privatizing public enterprises will be
a lengthy and difficult endeavor. The program of action in proposed Annex
II would contribute significantly to strengthening public sector finances,
improve the efficiency of investment and enhance the competitiveness ofindustry. Preliminary analytical work to improve the efficiency of public
enterprises has been initiated. The Bank could support such a reform
program through sector loans in transport, energy and restructuring loans
for SOMISA and ENTEL (Annex IV).

8. The definition of the public sector's contribution to the growth
of -the economy should also indicate the priorities of the public investment
program. Our recent review of the investment program has shown that thesepriorities are (i) improvement of port services, (ii) reconstruction/
maintenance/graveling of high traffic roads; building of feeder roads for
main export corridors; (iii) enhanced oil recovery/liquid extraction and
gas gathering projects, acceleration of oil and gas pipeline construction;(iv) reinforcement of power transmission/distribution lines. Furthermore,
a central project processing/monitoring unit should be established to
implement the criteria and investment priorities that are agreed upon. As
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regards the financing of public projects, improvements in tax
administration and public tariff structure should be undertaken
simultaneously with the elimination of earmarked funds which often lead to
an inefficient allocation of resources.

9. Argentina has the potential to export around 70,000 - 100,000
barrels per day of crude oil or petroleum products, amounting to US$0.7 -
1.0 billion, by increasing the recovery rate of petroleum extraction and
substituting oil for gas. Annual investments of US$1 billion or more would
be required in the petroleum sector and around US$500 million annually for
gas transmission and distribution over the next five years. Under the
foreseeable constraints on government investment funds, neither YPF nor GdE
will be able to finance such programs on their own, now would they have the
capacity to implement them. However, by involving the private sector and
by using new financing instruments such as project financing and funds from
international development banks, implementation of such inestment programs
could be feasible even in the present environment of tight public
investment funds.

10. Because of the risks involved, the needed reform of the financial
system has to proceed in stages. There may ultimately be no alternative
but to let a few private banks fail. It is equally important, if not more

6o, for the Government to bear down hard on the public banks which require
:xcessive operating spreads and are saddled with bad portfolios; a
comprehensive drive to increase efficiency in the banking system through
mergers and bankruptcies should be initiated soon. The Government will
have to proceed gradually and with caution, however, in order to avoid a
financial crisis. The Bank could assist the adjustment process through a
financial sector loan (Annex I).

11. If the above reforms are undertaken, most economic indicators,
such as the debt service ratio, would not show a significant change by
1990. However, real GDP growth is projected to reach a 5-6% range and
exports would be expanding on a faster and sustainable track with buoyant
export performances by agriculture, industry and hydrocarbons. Moreover,
the debt service ratio and growth performance would show significant
improvements during the coming decade. If many of these reforms are not
undertaken expediently on the other hand, one can expect growth rates to
hover around 3% per annum, but even this may be overly optimistic given the
current debt burden.



ANNEX I

COUNTRY: ARGENTINA
FY86-FY90 PROPOSED LENDING PROGRAM - PROJECT DETAIL

NOVEMBER 27, 1985

PLAN/ACT. US$ Million
MANAGING PROJECT / STATUS APPRAISAL
UNIT DEPARTURE BANK

FY86
LC2PB PA041-TAI-B L 11/85 20.0
LCPWS PA025-Water Supply-B L 02/85 60.0
LCPAC PA036-Agric. Sector-C L 05/85 350.0
LCPEN PA042-Power Eng.-B M 11/85 10.0

FY86 Totals: Lending Amount 440.0
Number of Projects 3

FY87
LCPTI PA024-Bahia Blanca I-C S 12/84 40.0
LC2PB PA050-Trade Policy-C L 06/86 350.0
INDD2 PA047-Refinery Supp Ln-S M 11/85 110.0
LCPI2 PA046-Sm. & Me. Ind. B L 06/86 100.0
EGYD2 PA038-Oil & Gas Sector D L 06/86 200.0

FY87 Totals: Lending 800.0
Number of Projects 4

FY88
LCPI2 PAO -Financil Sector D S 06/86 350.0
LCPEN PA051-Power Distrib. D L 09/86 150.0
LCPI2 PA046-Export Promotion C S 06/86 200.0
LCPEN PAO -Yacyreta-C S 06/86 200.0
LCPAC PAO -Agric. Sector II D L 09/86 350.0

FY88 Totals: Lending Amount 1,250.0
Number of Projects 5

FY89
LCPI2 PA027-Industrial Cr. II-D S 06/87 150.0
LCPI2 PAO -Financial Restruc.D L 06/87 100.0
LCPI2 PAO -Financial Sector D L 06/87 350.0
EGYD2 PA028-Oil & Gas Private D S 06/86 100.0
LCPI2 PAO -Trade Policy II D L 06/87 350.0
LCPEN PAO -Transport Sector I D 06/86 350.0

FY89 Totals: Lending Amount 1,400.0
Number of Projects 6

FY90
INDD3 PAO -SOMISA Restruct. -D L 06/87 50.0
LCPEN PA051-SEGBA V C L 06/88 150.0
INDD4 PA055-ENTEL Restruct. -D L 150.0
LCPWS PAO Water Supply D L 06/89 80.0
LCPI2 PA053-Export Promot. II-D L 100.0
LCPURB PAO Housing D L 06/89 75.0
LCPURB PAU Market Town Impr.-D L 05/89 75.0
LCPTR PAO Transp. Sector II-D L 06/89 350.0

FY90 Totals: Lending Amount 1,030.0
Number of Projects 8

TOTAL LENDING AMOUNT 4,920.0

NUMBER OF PROJECTS 26
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ARGENTINA - PROPOSED MEDIUM-TEHM ADJUS'1!W4 ' AND GROWfI PROGRAM

High-Growth Option

Main Goals: (1) To restore and sustain real economic grwth of 4% on average during 1986-90.

(2) To expand exports in real terms by 6% on average durLng 1936-90.

(3) To maintain a sound balance of ents ition consistent with a reduction
in the debt service ratio from 85 in 1985 to 63 in 1990.

(4) To reduce domestic inflation to about 20% per year an average during 19B6-90.

Area Policy Objectives Actions Taken by Governent Further Measures Recomended 1m0( M

A. TADE (including
agrcult-r and
indus tryf,

1. Exchange Rate Maintain international Crawlng pI g devaluations Maintenance of competitive * * * * *
Policy competitiveness during first half of 1995; exchane rate licy through

18% one step devaluation in periodic adjus ts which are
June 193 at least equal to the

difference between domestic and
international inflation;

Improving the effective Export tax on wheat reduced reduction of export
ex rate in fom 26.5% to 15% (September e on agricultural
agricture i ) gcgnodities:

ratem increases *

red June 1986;
~i ~ereduct m of rates to no *

more than 70$ of the rates in
frein May 1, 1985;JI. reduction of rates to no *

mom than 50% of the rate in
force on May 1, 19B5 *

Improving the effective Export taxes on indu trial
exchange rate in industry e ts eliminated August

2. Import/Export Elimination of Phased elimination of most
Policy prohibitions and iprt licensing requirements:

quantitative restrictions classification of 4,000 * *
1 tariff stions fro

prohibited to ithsfa
troductica of additional

eg valent) tariff protection
i) rclassification of 1,300 * *
1( ) tariff positions fran

prior consultatimn to free withFtroductin of additional
valent) tariff protection

iredesigtion of
r tors and gricultural

machinery fro the prohibited
to prior approval list.
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Area Policy Objectives Actions Take by Government Further Measures Reconnended f > M Ci W

A. 'IMADE (including
agriulture and
industry)-

1. Exchange Rate Maintain international Crawling peg devaluations Maintenance of competitive * * * * *
Policy competitiveness during first half of 19; exchange rate licy throg

1 one step devaluation in periodic adjusemnts which are
June 1% at least equal to the

difference between domestic and
international inflation;

Improving the effective Export tax on whea reduced pased reduction of export
exchang ratefrom 26.5% to 15% (September taxes on agricultural
agricture 19) odities:

i temporary increases*
ed in June 1986;
reduct.pn of rates to no *

more than 70. of the rates in
force in May 1, 1935;
(iii) reduction of rates to no *
more than 50% of the rate in
force on May 1, 19 *

Improving the effective Export taxes on indu trial
exchange rate in industry exprt eliminated (August

19)

2. Import/E!xport Elimination of Phased elimination of most
Policy prohibitions and rt licensing requixements:

quantitative restrictions i clasification of 4,(XX)
1 tariff sitions frim

prohibited to with
introductii of additional

alnt) tariff protection
ii) reclassification of 1,30D * *
(is) tariff p*aitions from
prior consultatton to free with

r duction of additional
quivalent) tariff protection

ii) redesignation of *
trac tors and agricultural
machinery from the prohibited
to prior approval list.
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Area Policy Objectives Actions Taken by Government Further Measures Recomnend I> rx Of M lai

Achievenent of neutral Refonn of the temporary
status for export admission iegime for imported
industries iT pots:

(i simplificatio of *
Zd.1-nistrative procedures
ii guarantee of autonatic *
Scess to any prducts
iii) covemge of indirect *

Z xporters
iv) extension to capital *

goods used for export
rod uction

(v) extension of the tax *
reimbursenent schae to exports
processed under the tanporary
admissions schem

Reduction of import tariffs Renoval of the tem rary *
increses in iqpo tariffs on
agricultural inputs imposed in
Jue 1905

Preparation of studies needed
to support the adjustment
rocess:

ti) to rationalize the import * *
tariff structure
ii to rationalize the * *

structure of tax rebates for
exports
Implmetation of recomenda- * * *
tions of above studies

Improving the Simplification of export * *
administrative mechanisas producers, eliminatir" all
of trade management unnecessary interventions by

public sector agencies

3. Export Rationalize and extend Remove the exclusive linkage of *
Financing financing for exports pre-shignent financing with

dollar-indexed or dollar
deposits
Facilitate joint financing by *
banks
Review the level of financing * *
subsidies with a view to reduce
then
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Area Policy Objectives Actions Taken by Goverinent Further Measures Recommended lim Of M C" W

Allow export plans by rting * *
finrm as a basis for bank to
detenine the amount of Central
Bank credit lines for pre- and
pxst-shipment financing
Broadenirg risk coverage of * *
exporting firms

4. Infonnation Adequate and timely Develop a conon, integrated * * *
System availability of foreign data base

trade and export market
infonnation

B. FINANCIAL SYSTEM

1. Interest Fates Reduce in real terns Loweriig reserve reuiranents
on sight and timed deposits * *
Reduce reads between deposit
and leQ rate to no more
than 46
Eliination of credit subsidies * * *
Removal of mechanisms to * * *

2. Sector Create a mom healthy increasing the mininun
Restructuring financial sector capitalization required for a

financial institution
Temporary fiscal masures to * * *
encourage consolidation
Reduction of runber of banks * * *
and employees

3. Tax System Significantly phase out Introduce a federal based lard *
export taxes in agriculture tax
and mpLce by production
neu taxes

Improve tax administration Improve information flow by * * *
unification of tax payer
identification for each
separate tax collecting entity
Phase out expensive visit
system in favor of distribution
of information on cross-
-comp liance
Penalties for evasion to be * *
sharply increased
Concentrate audit efforts on * * * * *
VAT
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Ara Policy Objectives Actions Taken by Goverment Further Measures Recommended C> C" W

Ensure that penalty interest * * * * *
remains significantly above
taxpayers cost of capital
Eliminate amnesties * *

Increase the yield from the Income taxes (corporate): to be
existin structure and jeft largely as is except to:
shift tt burden to income, i broaden the base; * *
value added and wealth U.) include profits on the * *
taxes sale of rural properties

Welth taxes:
i) to be eftended (due to run *
t in 195) as is;

(4) to eliminate deduction of *
of assessed value of

agricultural property.
Taxation on gpods and services
(i) turnover tax to remain *

(ii VT eliminate most of * *
exptions given for industrial
incentives proses.
Excise ta: inot to be broad * *
ened; (ii) focus ci commoditiE *
where Government has d'-et con
trol over the collection (e.g.~
gasoline)

C. FUBLIC SEC7R

1. Public Sector Improving efficiency of uctivity increases:
Invesbent operations i reduct.on of public

Employees throug attrition (as
as 10% per year)

( adequate wage
differentiation and production
incentives
(iii) reinforcement of * * * * *
managerial accountability and
introduction of cost accounting
in plblic enterprises
(iv) cuttir uneconomic * * * * *
production and transport loses;

v restructuring of soe * *
enerprises to expose then to
copetition
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Pr sdTiming
Area Policy Objectives Actions Taken by Goverment Further Measures Recoinded I im O C W

evenue Sharing:
i) eLiminatico of earmarked*
undis for non-priority projects
(ii) allocatirg to enterprises
a higher percentage of tariffs
paid by users, as the Treasury
rebuiLds its own revenue
sources; ;ad
(iii) real increases in water * * * * *
and electricity tariff revenue
Actions on non-priority
investments:
(i) in energy: minimization of * *
coal invesbients and
postponement of major

poelectricity projects
M) in mailwayfs: elimination**

of electrificatim schenes and
reduction of investment in
pass W-r traffic
kiii) in maritime transport: * * *
slowirg down the expansicn of
#he merchant fleet; and
(iv) in industry: cancellatim *
of the expansion of the
petrochemical prductin
capacity in BhiaBlanca of
the new sheet steel rolling
mill by S)MISA, and of the
shipyards expansion

2. Energy Sector Infrastructure development Goverment decisin on the *
expansion of the gas
t prtatim systen thrmugh
sign icant private
pricipation
lution of the COGASCO *

dispute

Enhance the private sectors Award new exploitaticn * * * * *
role contracts for oil and gas

to private firm
Award new oration contracts * * * * *
to expN M gas reserves
Increase private sector * * * * *
participatim by reducing YF
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Area Policy Objectives Actions Taken by Government Further Measures Recziamended I

Limit or eliminate
convertibility risks (i.e.
exports of products as
guarantee for foreign currency
obliation)
Facilitqte access to domestic * *
credit (i.e. apex financi
arrangements support private
sector borrowing reed-s

Improving the operations of Financial strengthening and * * *
public enterprises treawlining of YPF and GdE

including reviews of their
organizational structure,
accounting and control systans

Improve pri.cing and Adjust the price of natural gas * *
taxation as a function of its long nrin

rtunity cost
AUSt the price of diesel as a
fuction of the regular gasoline
energy equivalent
Review the level and structure *
of rces of other energy

p ucts
Revi the costs ad bnfits *

of the existing structure of
taxation of the sector with a
view to increasing efficiency

Increase conservation Design and implenent an energy * *
conservatim progran including
price and taxation aspects
Study the energy efficiency of * *
the power sector and of the
possibilities for end-used
conversion and savings

3. Transport Sector Allow piblic enterprises to Increased prices of blic * * * *
operate like corercial services to assure uate
entities cost recovering in such areas

as road user costs, port
tariff' dredging costs, and
raili Al and airline tariffs
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Area Policy Objectives Actions Taken by Government Further Measures Reconmended t 0 

Improvenent of efficiency Reduction ofn r * * * * *
of operation of railways (currently 108,000)

Closure of uneconomic lines * * *
Generation of operation/lie * *
specific economic infonnation
to allow assessnent of
expenditure programs
Overall reduction of 19-9 * * *
investment expenditures by 60%

Shift in investment priorities: * * *
i) from passenger traffic to

bulk freight * * *
i frn the expansion of

rollin stock to track renewal
r dge culvert construction

(iii from administrative * * *
investnent to contml of
operations, includ the
coordination of bro gauge
lines
Reduction in total investment

Improvement of efficiency expenditure * *
of operation of maritime Introduction of a new systen to
and air transport cover major reequipnent cost *

Efficiency improvements in port
dredging operationsElimination * * *
of legal obligation to
from domestic shipaxdsifts *
in investment priorities:(i)
fron the expansion of the
ercbant fleet to dredging and
ii) frm airfleet

standandization investment to * *
extension of landing stops and
the impovement of air traffic * 4
control systems
Shifting of priorities in road

fan rmugaing/ aaity
incmeases 'msrcion

3trengthening of road
ransport planning
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Area Policy Objectives Actions Taken by Goverment Further Measures Recomended I M o M C w

(ii) frxn projects th low * * *
rates of return (M of
expenditure) to higher traffic

(i-iir new paving projects * * *
wi th low traffic to gra
surface projects

Initiation of institutional Consolidation of port agencies * *
eform and urban rail authority

Studies to implement action * *
programi

4. Restmeturing Restructuring to improve SOMISA: cut costs, balance * *
efficiency and production lines and strengthen
competitiveness of basic manaoanent/administrative
indus tries p tices

improve Operation and * *
managerial: efficiency
~etrochemicals:

5. Privatization Programs for privatization i) identify potential
of public enterprises nvestors *

(ii) ngotiate the sales price
value of assets
(ai) define the vehicle of
transfer of assets to private * *
investors
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Argentina Paper

I. ECONOMIC PERFORMANCE IN RECENT YEARS

1. Argentina in most of this century has suffered more than most
countries from a poor political milieu and inappropriate economic
management. This has continued into recent decades. In Table 1.1 data
suggest the roller-coaster nature of selected economic aggregates.

Table 1.1: Historic Data

1978 1979 1980 191 1982 1963 1984 195*

Real GDP Growth Rate Per Annuz -3.4 6.7 0.7 -6.2 -5.2 3.1 2.0 -1.0

Debt to Export Ratio 1/ 1.62 1.96 2.52 3.09 4.58 4.84 4.91 5.0

Interest Payments to Export
Ratio (%) 2/ 18.38 22.92 24.18 17.17 25.55 45.35 39.71

* Total Debt to GNP 3/ 0.19 0.18 0.18 0.30 0.67 0.71 0.69 0.70

Interest Payment to GNP (%) 4/ 2.18 2.06 1.73 1.70 3.76 6.36 5.59

Debt Service Ratio () 5/ 45.54 52.57 48.27 34.62 39.41 58.06 47.17

Term of Trade 78.3 82.9 93.8 106.7 92./4 88.3 93.0 89.3

Growth Rates of Imports -4.9 45.4 45.4 0.4 -41.2 -2.4 1.5 -10.0
and Exports 12.2 -3.0 -4.9 5.9 -2.4 11.5 -1.2 4.6

Current Account Balance
(US$ Millions) 1833 -537 -4767 -4714 -2357 -2461 -2492 -1700

Capital Flight (ctnlative in US$ mill-ton) 25,000 (estimate for 1985)

1 / Total debt including short-te!/exports goods and NFS
2/! Interest pmymnts in MLT/BFS
3/ Total debt including short-term/WGNP
/ Interest pyrments an M&LT/GWP

5/ Debt service m, M&LT debt/exports goods and NMS
Estimate
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II. THE ECONOMIC STABILIZATION PROGRAM

A. The Austral Plan

The Alfonsin government took office in 1983. They first used a
gradualist approach with little success. As economic activity seemed to be

perilously close to complete chaos, the Goverment changed gears and moved
to shock treatment in mid-June 1985. President Alfonsin has staked his
reputation on the success of the Austral Plan to break inflationary
expectations. The main features were:

- Temporary wage-price controls. A number of critical prices were
adjusted in advance. These included various public sector prices
and a sharp devaluation to ensure a large surplus in the trade
balance.

- The budget deficit was reduced significantly by increased tax
revenues and lower Government expenditures. Much of the real
increase in tax revenues came from the sharp fall in inflation
(see Attachment 2).

- A monetary reform to defuse the possibility of large transfers
from debtors to creditors on outstanding contracts. This would
result as real interest rates would surge on the outstanding
contracts after a fall in the inflation rates. A new currency,
the Austral, was introduced pegged to the US dollar (0.8 Austral
US$1). This is expected to break inflationary expectations. The
results of the plan to date are given in Attachment 2.

Projections

Two projections for 1985-90 are presented. The base case
represents the best estimate of economic aggregates under the current
policy milieu. A high case alternative is then discussed. The base case
is what might be expected if current policies continue and external
financing is available at moderate levels (estimated values are given in
Attachment 4). The assumption for both scenarios are given in Attachment
3. In particular, it is assumed that all interest payments are made on
schedule and amortization rolled over (except short term). The growth
rates in the base case are close to the average annual rates Argentina
achieved in the previous 20 years--about 3 percent.

The principal assumption for both scenarios is, that the stable
political situation should be reinforced so that the policy
initiatives of June can be maintained.

The main difference is that for the high case extra capital flow
(shown as SHRTERM) permits a higher current balance. This in turn
results from higher import levels. These together with improved
policies help put the economy on a faster growth track. The
conceptual framework may be outlined as follows. Prospects for
sustained higher growth levels together with improved financial
resources available to cope with external debt burden require a
stronger export performance. Some improvement may be expected
from wheat exports, particularly in non-OECD markets but the major
improvement will eventually have to come from manufactured
exports and hydrocarbons in the medium term. These in turn will
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require easier access to imports for industry to be upgraded.

This high case seeks to model the stylized facts by introducing a
strong boost for imports in 1986 and then falling to historic

import elasticity levels by 1988 and onwards. This new money for

higher import levels may be also interpreted as providing funds to

offset some of the factor service burden and through this avenue

releasing additional resources for investment.

Table 1.2: Results Base/High Cost

Base High
1986 1990 1986 1990

GDPMP--Growth Rate 2.5 3.3 2.4 6.0

GNP Per Capita (US$ 1983) $2215 $2409 $2209 $2610

Government Revenue (% GDP) 24.3 24.1 24.4 23.4
Government Investment (% GDP) 6.5 7.4 6.6 7.5
Government Deficit (% GDP) 1/ -2.4 -2.0 -2.4 -2.0

US$ Current Billions
Exports 9.2 14.1 9.2 15.4
Current Balance -1.5 -0.5 -2.2 -0.9
Debt Outstanding and Disbursed 51.1 53.6 51.2 55.2
Short term (net) 2/ .1 .5 .8 .9

DS/XGS percent (all percent) 85 65 85 63

Additional Financing Needs
Above the Base Case
US$ Current Millions
Gross 653 1020
Net 653 363

1/ Overall deficit of the non-financial public sector.
T/ Terms assumed 9/3 at 12.3 percent interest.

The results are summarized in Table 1.2 further policy details are

given in Attachment 5.

For the high case larger import levels would be associated with
lower GDPMP growth in 1986 than in the base case, but by 1990 would move to

higher level over 6 percent annual. This in turn should help realize some
of the heretofore unfulfilled expectations. The public sector deficit
would still be held to current level.

The current account balance would show some deterioration in 1986

compared with the base case, but by 1990 would have recovered to the
anticipated level of the base case. Debt service requirements would
increase but the DS/XGS ratio would vary little because of higher export
levels. The high case would require additional financing of about US$653
million net in 1986, changing to US$363 million net (US$1020 million gross)
in 1990. This additional flow would then be reduced rapidly if exports
(net of imnorts) continued to show the improvement anticiDated.
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Economic Mismanagement and External Shock

A. Economic Mismanagement

Successive mistakes and inconsistencies in the conduct of economic
policies have weakened Argentina's productive capacity and exacerbated
structural imbalances. In particular, the country moved too rapidly from
high protection and government intervention to liberalization and
deregulation without an adequate exchange rate policy and then moved back
to more interventionist policies. Over the last decade, the country's
external debt as a share of GDP has multiplied sevenfold (from 10% to
70%). Today, interest payments on the external debt absorb nearly half of
gross domestic savings compared to less than 5% in the early 1970s.
Instead of being used to strengthen export capacity, foreign borrowings
were largely dissipated on consumption and military purposes, or simply
financed capital flight. Argentina's private sector holdings in foreign
banks are estimated to amount to nearly one-third of the public and
publicly guaranteed debt outstanding. While external debt has grown,
domestic production has declined. In 1984, real GDP per capita was 13%
below its 1974 level. Investment has fallen to 11% of GDP, from an average
of 21% during the early seventies. Annual net additions to the stock of
buildings and physical infrastructure are only one-third of their levels in
the early 1970s and the value of investment in equipment has been below the
cost of depreciation since 1981.

With the exception of agriculture, which has been increasing its
output and productivity, the productive sectors are beset by increasingly
thorny structural and financial problems resulting from distortions, lack
of incentives and excessive government intervention. More than 40% of
capacity in the construction industry, rapidly expanded during the
construction boom of the late seventies, now stands idle. At the same
time, a large unfulfilled demand for housing for the middle and low-income
groups exists. Capital equipment is also idle in many manufacturing
industries and is becoming increasingly obsolete. Most firms are short of
working capital. Firms that did relatively well in the recent past were
typically not those with a genuine comparative advantage; rather, they were
the ones with the close links to the public sector, often with high levels
of protection against foreign competition, and the easiest access to
foreign (initially cheap) credit. "Good management" became synonymous with
skill modernization and reorganization of the real economy took a back
seat. Intermittent gains in competitiveness (labor productivity increased
by 25% between 1974 and 1982) were lost to an increasingly overvalued
exchange rate and adverse changes in the incentives system. Proven
reserves of gas have increased, but the processing and transport
infrastructure to exploit them is deficient.

B. External Shocks

These domestic problems were aggravated further by an adverse
external economic climate. During the period 1979-82 Argentina suffered
external shocks equivalent to 4 percent of GNP. These were due primarily
to deterioration in terms of trade and a rapid increase in interest rates.
The policy response was primarily to resort to additional net external
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financing. This was accompanied by some contraction of economic activity.

This effort was more than offset by deterioration in export promotion and a

rapid increase in imports ("import promotion"). These external shocks and
the poor policy response were further compounded by the Malvinas war and
the concomitant political instability which eventually left the economy in
tatters.

Table 1.2: External Shocks

External Shock Policy Response
% of GNP As a percentage of GNP

Add Net Import Macro TOTAL
External Export Substi- Policy

Average 1979-82 Financing Promotion tution Effects

4.0 6.5 -1.5 -2 1 4

The Alfonsin democratic government took office in 1983. They
faced a difficult political situation following the recent military
adventures together with an economy in disarray. Inflation was running at
close to 20 percent per month, the fiscal deficit was about.16 percent of
GDP, while the external debt was in excess of US$45 billion. Debt was 70
percent of GDP, total interest payments were 9 percent of GDP (including
short-term). Most social groups greeted the democratic government with
strong expectations for improvement in their living standard after a period
of economic stagnation. The Government first sought to address the
situation with a gradualist approach. There was a modest gain in real
output. However, in order to finance a seemingly chronic public sector
deficit, the Government was obliged to resort to domestic sources. This in
turn produced a steady increase in inflation.
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Results to Date/Transition to Growth

The program has now been in operation over four months and the
results to date have been quite spectacular. Some indicators are given in
Table 2.1.

Table 2.1: Selected Macroeconomic Indicators

1962 1963 1964 1995

I II III M J J A S 0

Real GDP 89 92 93 95

Industrial Prod. 80 8B 91 5 83 89 5 79 77 81 84

Real Wage (period aveg.)8O 100 120 136 131 112 138 123 115 112 109

Open Urban Unemploy-
ment (percent) 4.7 4.0 3.8

jParallel $ Premium 61 41 31 27 19 19 18 8 18 19 19 15.5
Percent above Offical Rate

Budget Deficit 12 11 11 12.5 2.0*

Inflation 187 380 659 25 31 6 3 2 1.9

Real Interest Rate 0.2 3.1 1.1 1.7 -5.4 5.7 2.6 -14.8 5.8 5.2 6.0 4.2

Real Effective Exchange
Rate (19802=100) 75.9 71.2 79.9 76.7 75.6 68.1 67.1 67.8

*Target'

Notes: Real GDP, Index 199D=100; Ind. Production, 19ED=100; Real Wage, Index 1983=100; Real Aonetary
Base, Index 1983=100; Parallel Dollar Preium, percent of Official Rate; Budget Defit, including
Central Bank, percent of GDP; Inflation Rate of the CPI, annual rate except for 1985 where monthly rate
is given; Real Interest Rate, percent per month, using WPI as deflator.

See Dornbuscb/Morgan Guarantee

Perhaps even more important is the political impact of the plan.
Opinion polls suggest overwhelming support. In the elections of
November 3, President Alfonsin's party made strong gains in some
provinces. However, the share of the overall vote fell to 44 percent from
48 percent, suggesting that economic progress is required if the current
political support is to be sustained. In essence, this means that growth
and real wages must soon achieve forward momentum while ensuring that
achievements on the inflation front are consolidated. The official
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unemployment figures tend to be low in Argentina because of the particular
institutional arrangements in that country so that the pecipitous fall in
the real wage is a better indicator of the burden of the adjustment program
on some groups.

C. The Transition to Growth

Given the recent (and not so recent) history of Argentina one
cannot overemphasize the political dimension in designing a viable economic
policy package. It is essential that the current fragile political
consensus be strengthened quickly. In economic terms this includes the
need to resume growth without the destabilizing effect of inflation. This
in turn requires a two-track approach combining a judicious modification in
fiscal, monetary and price (including exchange rate) policy with the
initiation of a structural reform program. The stabilization policies
should be pursued in a pragmatic manner such as has been shown in the
application of wage-price controls since June. Thus as monetary policy is
moved to an expansionary mode, to provide adequate liquidity for growth,
inflationary signals must be acted on promptly and policie" modified
rapidly.

Fiscal Policy. In the short term much of the offset in revenues
will be taken up by the Agriculture Loan (World Bank). This will provide
room to introduce broad based taxes such as a wealth/land based tax. At the
same time, administrative reform of other revenue sources, such as
value-added tax, income and social security must proceed.

Monetary Policy. During the high inflation period preceding the
June 1985 initiative the monetary base shrunk to 1 percent of GDP, thus
removing the possibility of a viable source of financing. Since the June
plan this real money supply has about doubled. However, to avoid any
deterioration in inflationary expectations this growth must be kept under
tight control. The real annual interest rate is still (October) around 40
percent. This in turn is a major deterrent to productive investment.

The dilemma is that the Government must avoid any deficit
financing by resorting to the printing press. However, if credit is too
tight real interest rates will remain high. Most government financing will
have to be done by monetizing capital inflows. As the program gains
increasing credibility some of the other factors keeping real interest
rates high may recede. These include: general confidence in the system
which though improving is still not high enough to trigger major investment
expenditures by the private sector: current banking operating costs are
estimated at 2 percent per month; the anticipated financial sector reform
should reduce this component of real costs to 0.5 percent. There are also
some "disguised" reserve requirements used by the Central Bank to control
credit which also pushes up the cost of money to the banks. If real
interest rates do not fall soon (and realistically one cannot count on it)
then some vehicle must be provided to channel investment funds to the
private sector at lower rates.

Prices/Exchange Rate/Wages. Present wage-price controls are not
accompanied by a major institutional/bureaucratic network and this should
facilitate their removal. However, there is still the difficulty of
avoiding a resurgence of the wage/price spiral. The sharp devaluation (18
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percent) which preceded the June 14 planprovided some cushion but further

measures are needed. Rationalization of the import regime could help while

a trade loan (see Section 4) would ease the transition for the industrial

sector from its privileged import subtituting status. Hopefully, this will

avoid the excesses of the Martinez de Hoz "import promotion" period. Much

of the "danger" of a fixed exchange rate has been reduced by the adoption
of a pragmatic price/incomes policy. This provides an excellent counter-

vailing instrument to any destabilizing price increases. Much of the
potential inflation can be avoided if real wages are contained, however,
this will also pose political difficulties. Hence productivity growth is

needed.

In summary, what is needed is higher growth financed by monitizing
external capital flows. This should be done while continuing with low
budget deficits and concomitant low inflation rates. Increased productiv-

ity and hence sustained high rates of economic growth and enhanced debt
servicing capacity can be achieved if the reform program outlined in the
following section is adopted.
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Assumptions for Projection

The principal external assumption are given in Table 4.1. These
are common to both scenarios. Selected assumptions for the domestic
economy for both the base and high cases are given in Table 4.2. In each

scenario it is assumed that interest payments are made on schedule while
amortization is rolled over (except short term).
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lable 4.1 Assumaption--Ex ternal Common to Both Scenarios- - - - - -------------------------------- ----------- _ _ - - - - - - - - - - - -- - - - - - - - - - - -
1970-80a/ 1981 1983 1985 19H6 1987 1988 1989 1990 85-90 90-95 85 95

------------------------------------------------------------------- 
--------------------------------------------- ------Percentage Crange per year

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

GOP Growth in industrial
Countres (Real) 3 2 I 6 2 3 2 7 2 7 3 3 3 I 3 I 3 2 3 I 3 4 3 2Europ 29 0 1 9 2 3 2 4 2 5 2 6 2 7 2.5 2 9 2 7

Asia 4 6 39 28a 48 3aa 4 0 3 9 39 40 39 4 2 4 1North America 3.1 2 6 3 5 2 6 26 39 34 a3 33 3.3 35 34

US$ GOP Det lator for
Industrial countries 10.1 -1.6 0 2 I 0 8 I 8 8 6 8 3 8.3 4.5 6 4National Currency GDP Deflator
for Industrial Countries 7.8 6.9 4 0 3 3 3 4 3 6 3.9 4 0 4 3 3.8 5.0 4 4MUV Index (in US$) 12.3 0 5 -1 2 -o 5 7 0 7 0 7 5 7 7 7.6 7.4 4 5 5 9

Exchange Rate b/ 3.2 -10.8 -3 6 -2 5 4 0 3.6 3 7 3 1 3 3 3 5 0 I S
GOP Deflator for the U.S- 6 9 92 3 8 3 5 4 0 4 5 5.0 5 5 5 ) 4 S 4 5 4 6
Non-oil Commodity
Prices (Nominal) 12 3 -12 0 7 3 9 I 2 9 9 0 9 0 9 1 9 3 1 a 4 1 G 4
Non-oil Commodity
Prices (Real) C/ 0 -12 5 8 6 -8 6 3.9 18 1 3 1 4 I 6 ) 4 0 6 0 5
Oil Prices (Nominal) 36 8 12.5 -12 3 3 ) : 3 5.2 5.2 5.3 5 0 3.4 8.6 6.0Oil Prices (Real) c/ 22.1 11.9 -1i 3 310 9 7 -1.7 -2 I 2.2 -2 4 -3.7 4.O 0.1

Average Annual Rate

US Nominal Interest
Rate d/ 8.6 16.6 98 90 9.0 90 90 90 85 8.9 80 8 5

US Real Interest C)Rate e/ Iit--------------------.----.- 14 6 0 5 5 5 0 4 5 40 3.5 3 5 4 1 3 5 38------------------------------------------------------- --------------------------- -------------- 3a0r
a/ Average rates for the period 1970-80 were calculated usmng geometric averages.b/ Ithe rate of change of the US$ GOP Deflator mitus t e rate of cr"a9ie of lhe US GOP Det latur ihas represents

the Change In the real dollar exchange rate relative to all Industrial COW"Iirie curreticissIc/ Deflated by the MUV Index '_ Unit Value Index of manufaclured .poris from fidstral to developing countries)
d/ Six-month dollar IBOR. Owing to the lack of historical data. the 1970-80 aveidge uses tide eoith dollar LIOR.e/ The US nominal interest rate minus the rate of change of the US GOP deflator
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External Financing

A preliminary estimate is given in Table 5.1 of external

financing needs for the years 1986 and 1990 for both the base and the high

cases. The principal difference between the two is that current balances

are larger in the high case and this requires additional financings. This

is shown under SHTERM as (net).

Table 5.1: External Financing Requirements Estimated, 1986-1990

(US$ millions current)

Base Case High Case
1986 1990 1986 1990

Res Bal 4093 6250 3441 5886
Net FSY -5615 -6761 -5615 -6761

Current Balance -1522 -511 -2173 -874

Capital Required
CHRES -50 -50 -50 -50
Direct Invest. 250 390 250 390

IMF Net 800 -400 800 -400

Net Official 423 416 423 416

Net Private1/ -21 -336 -21 -336

SHTERM (net) 1 / 120 491 771 855

1522 511 2173 874

1/ Note much of the SHTERM could be private.
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What Is Needed

This summarizes some of the main points underlying viable
scenarios.

Base Case

1. Continuation of stable socio-political environment in order to
sustain the Austral plan initiative.

2. External: OECD annual growth rates of 3 percent real, interest
rates to remain at current levels or fall.

3. Domestic: Public sector deficit must remain at current levels
less than the 2% of GDP and for the interim any deficits should be
financed by monetizing external capital flows. As inflationary
expectations are reduced, the Government might be able to move
towards a more expansionary monetary policy to reduce real
interest rates. This will have to be done on a gradual
test and-see basis. This combined with adequate imports of
capital and critical intermediate imports should facilitate
growth. Alternately, reduced factor service payments could be
used to free up resources for investment. An appropriate
financing plan could possibly reduce factor service payments in
the short term. Each percentage point reduction in interest
charges would help increase funds available for investment (or
alternate uses) by 0.6 percent of GDP.
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4. Price/Wages/Exchange Rate: The current pragmatic approach to
wage/price controls should continue, especially as a more
expansionary monetary policy is introduced. This will be coupled
with a reform of the banking system to reduce real interest

rates. Wage increases should be linked to productivity
increases. These in turn will come from improved sectoral
policies (see Section 3 for details) and easier access to critial
inputs.

5. Capital flows: The net capital flows required for the base case
scenario are US$1.53 billion in 1986. This would drop to US$0.49
billion in 1990.

What is needed--High Case

1. In order to stimulate exports one needs to provide further
incentives. These could include export insurance, forward
exchange markets. In addition, one might give some thought to
strengthening the export promotion institutions. In Argentina the
production activities are much stronger than the marketing in a
number of sub-sectors, and in such areas a specialized marketing
operation, possibly trading houses, would be needed as part of
overall improvement in the commercial policy. This can be helped
by providing sufficient funds for working capital and adequate
financing to cover the intervening period between production and
export receipts.

2. Investment levels should be increased by providing increased
credit at lower interest rates and focusing on those areas with
high anticipated rates of return. This would include the energy
and telecommunications sectors which could strengthen both public
sector finances and infrastructure for the private sector. This
might require substantial lending to the private sector with
obvious implications for IBRD/IFC operations and also perhaps
needing some sterilized intervention to avoid overheating of the
economy.

3. Capital flows: There is also the possibility that direct
investment flows may resume at higher levels. Preliminary data
indicates that some of the capital flight may have been reversed.
One has to seek measures to avoid the destabilizing effect of
short term parking. It is possible that longer term capital flows
might be stimulated by appropriate incentives/gurantees. The
additional gross capital flows required will exceed the base case
by US$653 milion in 1986. This figures would be US$1020 million
in 1990.

4. Currently Argentina is under an IMF program (up to March 1986).
It is the only major debtor country currently in compliance with
an IMF program and also eligible for IBRD loans. This program
places stringent limits on a number of macro variables. The
scenarios in the study are in line with IMF public sector
policies. However, IMF monetary guidelines may cause some
problems if growth is to be resumed. It will also require some
easing of IMF constraints on new external financing possibly
before the end of the current program in March 1986.



GLOBAL/STRUCTURAL POLICY REFORM FRAMEWORK

1. This chapter identifies the major features that are necessary for
a global/structural policy reform to resume and sustain medium term growth
in Argentina. The purpose of the policy framework is to identify factors
that have constrained growth, define policy objectives to eliminate such
constraints, recommend specific policy changes, and indicate the possible
effects of the proposed policy changes.

2. There are two major constraints for the resumption of sustained
growth in Argentina: (a) the underlying distortions in the economy and (b)
the inefficiencies in the operation of the public sector. Elimination of
these constraints requires improving the incentives system necessary for a
more intensive use of resources to increase production and exports, and
undertaking a series of actions to improve the efficiency of the public
sector. Carrying out these tasks will require the removal of distortions
in the trade regime, appropriate liberalization of domestic pricing,
restoration of domestic financial markets, the strengthening of the tax
system and an overall improvement of the machinery of government,
notably,sound public investment screening mechanisms, requiring public
enterprises to operate like commercial entities, and defining an adequate
framework for an expanded private sector role. Thus, this chapter is
divided into two sections. Section I deals with the incentives system
necessary for the resumption of growth and focusses on the elimination of
distortions, reformation of domestic financial markets, and improvement of
efficiency in the tax system. Section II deals with improving the
efficiency of the public sector. It focusses on the public sector
investment program, and on the energy and transport sectors which comprise
over half of the public sector. It also examines the possibilities of
restructuring and privatization of public sector industrial enterprises as
a means to help reduce the Government's financial burden and public sector
deficits, and to increase industrial efficiency, competitiveness and
exports.

Phasing

3. Although the Government of Argentina has shown the courage and
determination to adopt a serious and far-reaching shock-treatment
stabilization program, a medium-term policy reform program will not be an
easy task to undertake. Thus, the sequencing of policy reform will be
important to focus first on those areas where the pay-off for policy reform
is faster and larger. On the production side, output and export growth
would mainly originate in three sectors: agriculture, manufacturing and
energy. Policy reforms in these sectors should be pursued as rapidly as
possible. In addition to macroeconomic considerations, setting these
sectors in export oriented growth path will require substantial adjustments
in policies.



4. However, trade policy reform is an extremely sensitive area. The
previous import liberalization attempt was a bitter disappointment: entire
industries disappeared, industrial employment declined in absolute terms,
and small and medium scale industries were particularly hard-hit; and the
country had nothing to show for it. For this reason, the proposed program
of trade policy reforms focuses on achieving neutral status for export
industries, shying away from a comprehensive tariff reform that would
decrease average effective protection and its dispersion. This would be a
way of maintaining the dialogue open on an issue whose sensitivity might
diminish in a few years. Proceeding differently--that is to say, raising
the isue of decreases in average effective protection at this point--would
be extremely counterproductive. Argentine business and labour leaders
would present a united front against. The investment climate, that the
Government is painfully trying to reconstruct, would deteriorate sharply
and the Bank's dialogue with the Government of Argentina would be seriously
jeopardized.

5. Financial system reform has a very high priority and should
follow. However, it is more difficult to implement and likely to be
strongly resisted by the institutions least likely to survive, since
restructuring will require bringing down the size of the banking system.
Reforms of the public sector investment program planning process and of the
tax system would follow those of the financial sector, except for the
removal of export taxes on agriculture which should be undertaken as soon
as possible. Measures to improve the efficiency of tax administration
should be set in progress at an early date. Reforms of public enterprises
in the transport sector should then follow. These are related to the
Government's global adjustment efforts because these enterprises are an
important drain on the Treasury's financial resources on account of their
operating deficits and their investment programs; but, additionally,
because their efficiency has an important bearing on the profitability of
export oriented domestic productions (i.e. ports, railways). However, the
institutional impediments to reform are substantial in the transport
sector, and reform of necessity would be a drawn out process. Finally,
privatization efforts in all sectors will be difficult. First, all
enterprises are experiencing financial difficulties. Second, the private
sector has been hard hit during recent years and does not have the
resources for the acquisition arq)peration of these enterprises. Third,
privatization is likely to resisted by some government groups. On the
other hand, restructuring of the public sector industrial enterprises is
likely to have a high payoff initially. This could then be followed at a
later stage by privatization of some enterprises.

I. IMPROVING THE INCENTIVES SYSTEM

AGRICULTURE

A. Analysis

6. The agricultural sector has been growing below potential as a
result of pricing policies that have: (a) have depressed domestic prices



4AM4: soKoL (R)P: u3

for outputs through export taxes; and (b) artificially raised the costs of
some key farm inputs through import tariffs and quantitiative
restrictions. As a consequence, most farmers have opted for low-risk;
lower-input technologies that have translated into a significant
opportunity cost to the economy in terms of foregone production and export
earnings.

7. Policy objectives in agriculture should focus on: (a) reducing
export taxes on agricultural products; (b) providing alternative sources of
fiscal revenue to compensate for the export tax reduction so as to maintain
the overall fiscal deficit at satisfactory levels; and(c) rationalizing
import laws and regulations on agricultural inputs.

B. Policy Recommendations

8. Specific changes recommended include:

(a) phased reduction of export taxes on agricultural commodities. The
timetable of such an export tax reduction should include by:
(i) January 1986, the removal of temporary increases imposed in
June 1985; (ii) end 1986, the reduction of export taxes to no more
than 70% of the rates in force on May 1, 1985; and (iii) January
1988, the reduction of export taxes to no more than 50% of the
rates in force on May 1, 1985;

-(b) introduction of a federal land tax and of alternative tax
provisions to compensate for the revenue losses resulting from the
export tax reduction program;

(c) removal of the temporary increases in import tariffs on
agricultural inputs imposed in June 1985; and

(d) redesignation of tractors and agricultural machinery from the
"prohibited" to the "prior approval" classification for imported
goods.

C. Quantification

9. The policy reforms would stimulate increases in agricultural
production and exports by: (i) increasing domestic producer prices,
bringing them closer to international prices and improving benefit-cost
ratios for investment and production inputs; and (ii) reducing the subsidy
from producers to consumers. The introduction of a production- I j 7,1
federal land tax substituting for production negative export taxes would
represent a structural change in Argentina's taxation system. The
following projections result from the proposed policy changes:

(a) under the programmed reduction in export taxes of 50% of the May
1985 levels by 1988, an incremental 5.4 million tons of the five
commodities produced and an incremental 3.9 million tons exported
annually by 1990. With the exception of sorghum exports, both
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production and exports of all major commodities are projected to
increase as export tax rates are reduced;

(b) the incremental net foreign exchange earnings from the five
commodities under the programmed export tax levels would be about
US$1.2 billion per annum by 1990 compared to the earnings at the
higher tax rates. With the export tax rates held at 70% of the
May 1985 levels, the incremental net foreign exchange earnings
would be about US$800 million; and

(c) the reduction in export taxes would reduce the implicit subsidy
from producers to consumers. The increase in consumer
expenditures brought about by the reduction of export taxes would
be about 1% for the highest income group and about 1% for the
lowest income group. As only about 27% of the five major crop
commodities are consumed locally, the total income transfer from
consumers to producers would be limited. The effect on consumer
prices would not be important.

MANUFACTURING

A. Analysis

10. Argentina's manufactured exports have been influenced
substantially by the overall trade regime, which has, in the last five
decades, been largely protectionist, creating a strong inward-looking bias
in the economy. Industrial export promotion has been generally seen as
secondary to import-substituting industrialization. As a number of
incentives and disincentives for different products were introduced, a
multiplicity of effective exchange rates emerged, with exports of
traditional goods receiving the lowest rates. The system ultimately
succeeded neither in eliminating the anti-export bias in the highly
protected industries nor in sustaining the traditional manufacture and
agriculture. The incentives regime was rendered particularly inadequate
during the 1977-81 import liberalization attempt. Argentina's
manufacturing sector is still badly shattered by that unfortunate import
liberalization experience, adopted concurrently with a revaluation of the
domestic currency.

11. Manufacturing offers good prospects for export oriented output
growth, with attendant foreign exchange earnings and employment creation.
The sector lacks a clear development strategy, institutional support and
consistent policy signals. The main issue is how to redress the strong
anti-export bias built onto the complex systems of tariff and non-tariff
protection while maintaining an exchange rate adequate enough to restore
export competitiveness. Policy objectives in manufacturing should focus on
the implementation of an outward looking development strategy by
introducing reforms to reorient the economy towards export promotion.
This should include: (a) phased elimination of import prohibitions and
quantitative restriction, and of export restrictions; (b) reorientation of



export policies so as to reduce the discretionary element and provide
automaticity and uniformity of access to incentives and foreign exchange in
order to provide neutral status for export industries; (c) improvement of
the administrative mechanisms of trade management; and (d) preparation of
studies on tariff protection and rationalization of the system of tax
rebates to exports as a basis for further policy reforms.

B. Policy Recommendations

12. Specific changes recommended include:

(a) the gradual elimination of most import licensing requirements as
follows: (i) reclassification of about 4,000 (100%) tariff
positions from prohibited to free, with introduction of additional
(equivalent) tariff protection; and (ii) gradual reclassification
of about 1,300 (100%) tariff positions from prior consultation to
free, with introduction of additional (equivalent) tariff
protection;

(b) achievement of neutral status for export industries, through the
reform of the temporary admission regime for imported inputs as
follows: (i) simplification of administrative procedures; (ii)
guarantee of automatic access for any products; (iii) coverage of
indirect exporters; (iv) extension to capital goods used for
export production; and (v) extension of the tax reimbursement
scheme to exports processed under the temporary admission regime;

(c) simplification of export procedures, eliminating all unnecessary
interventions by public sector agencies; and

(d) preparation of the following studies needed to support the
adjustment process: (i) tariff protection, with a view to actions
that will reduce tariff dispersion; and (ii) the indirect tax
content of exports, with a view to actions to rationalize the
system of tax rebates to exports, as well as to strengthen it
vis-a-vis trading partners that might be tempted to impose
countervailing duties.

C. Quantification

13. The following projections for 1986-90 reflect the potential impact
of the proposed policy changes: (a) exports of manufacturing goods would
grow on average by about 7.2% in real terms during 1986-90, from 4.3% in
1984; (b) imports of goods would grow on average by about 5.7% in real
terms on average during 1986-90, from about 4.4% in 1984; and (c) the
current account deficit of the balance of payments would fall from US$2.5
billion in 1984 to an estimated USS2.2 billion in 1986 and to about US$800
million in 1990.
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FINANCIAL SYSTEM

A. Analysis

14. The effectiveness and efficiency of the financial system will be a
key element in the speed and effectiveness of the recovery in Argentina.
Once the economy has reached capacity in the productive sectors, the
availability of credit at realistic interest rates will be the key to
stimulating investment in future productive capacity. The financial
sector, having been severely battered over the past decade, is in a poor
position to provide the type of efficient service that the economy is going
to need. It is currently characterised by substantial overexpansion and by
interest rate spreads of as much as 4% real per month reflecting not only
an overall scarcity of funds, but more importantly, substantial
inefficiencies in the system itself. Even with more normal levels of money
supply in the economy, it is estimated that financial institutions would
need spreads of 1.5% to 2% per month to break even. In effect, the system
has operated like an oligopoly, despite the large number of participant
institutions, protecting the least efficient ones and guaranteeing large
economic rents to the more efficient ones. Analysis of the sector also
indicates that low productivity is not confined solely to small
institutions and that a policy of encouraging mergers will not, in itself,
solve the problem. other factors working to increase interest rate spreads
include the 2% surcharge used to finance the Institute of Social Services
for Bank Employees (ISSBE), the CRM (a device to reallocate the burden of
differential reserve requirements) and various mechanisms to direct credit.

15. The goal of the reform of the financial sector should.be to
achieve conditions such that spreads between the deposit rate and the
lending rate should be no more than 4%. This then will allow interest
rates which are both attractive to depositors while not being so
prohibitive to producers so as to discourage investment in new plant and
equipment and in stocks.

B. Policy Recommendations

16. ~While a return to more normal levels of money supply in relation
to GDP will certainly help to create a more healthy financial sector, there
are a number of specific policy measures that must be taken within the
sector itself:

(a) restructuring of the sector by means of (i) increasing the minimum
capitalization required for a financial institution; (ii)
enactment of legal maximum spreads between the deposit and the
lending rate with a time phsed lowering of these limits; (iii)
temporary fiscal measures to encourage consolidation; and (iv) a
program aimed at public as well~s private banks and at large as
well as small;
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(b) removal of the ISSBE surcharge and its coverage by alternate
fiscal measures;

(c) focussing of reserve requirements on sight deposits with a very
low requirement, say 10%, on time deposits;

(d) removal of the CRM recognizing that its control function is only
required in periods of high instability and that its allocative
function has never worked efficiently; and

(e) elimination of all credit subsidies in any context.

C. Quantification

17. The above reforms should be sufficient to lower real interest spreads
and return them to levels where they make economic sense. Only the
restructuring of the banking system will take any time. Thus in
quantitative terms, real interest spreads should, by the end of 1986, have
fallen to the region of 6% annual. This then should reinforce the
consolidation trend in the industry which, when it is complete, say by late
1987 or early 1988, should allow the goal of a 4% maximum spread to be a
reality.

TAX ISSUES

A. Analysis

18. Argentina's tax structure is basically sound and appropriate for
its level of development, including taxes on income, wealth, and value
added. It has, however, been characterized in recent years by high
volatility with respect to GDP, poor administration, widespread leakages
through exemptions, and a buoyancy of less than unity with respect to GDP.
Total taxes collected are only about 20% of GDP and have been so for many
years. Income taxes amount to only 1.5% of GDP, and the value added tax
(VAT), in spite of the 18% rate, only 3.5% of GDP. Customs and excises are
too high a share of revenues for a country of Argentina's level of
development and create significant distortions both on the supply and on
the demand side of the economy.

19. Policy objectives in the tax area should focus on increasing the
yield from the existing structure and on shifting the burden to income,
value added, and wealth taxes. The most important area for improvement is
tax administration and there is strong evidence that it has been hampered
by frequent tax changes, repeated amnesties, and by penalty interest rates
often substantially below the taxpayer's cost of capital. Argentina's goal
should be to raise the tax ratio to 25% of GDP and this should be
accomplished within the existing tax structure with a major emphasis being
placed on sweeping elimination of exemptions to taxation. In addition,
effort needs to be placed on improved administration and information flows.
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B. Policy Recommendations

20. Specific changes recommended include:

(a) taxes on foreign trade: to be eliminated for industry,
significantly phased out in agriculture, and replaced by
production-neutral taxes;

(b) property taxes: to initiate the steps necessary for a
production-neutral federal land tax, including an accurate
cadastre;

(c) administration: (i) to improve information flow by unification of
taxpayer identification for each separate tax collecting entity;
(ii) phase out expensive "visit" system in favor of distribution
of information on "cross compliance"; (iii) concentrate audit
efforts on VAT; (iv) penalties for evasion to be sharply increased
(iv) ensure that penalty interest remains significantly above
taxpayers cost of capital; and (v) abolition of amnesties;

(d) income taxes (corporate): to be left largely as is except to
(i) broaden tax base; and (ii) include profits on the sale of
rural properties;

(e) wealth taxes: (i) to be extended (due to run out in 1985) as is;
and (ii) to eliminate deduction of 50% of assessed value of
agricultural property;

(f) taxation on goods and services: (i) turnover tax to remain
unchanged; and (ii) in VAT eliminate most of exemptions given for
industrial incentives purposes; and

(g) excise tax: (i) not to be broadened; and (ii) focus on commodities
where government has direct control over the collection (e.g.
gasoline).

C. Quantification

21. The overall target would be for tax revenues to gradually reach
25% of GDP by 1990, a level which would be adequate to allow for real
increases in public services and an increasing contribution of government
savings to investment. Key structural changes include an increase in
yields of income tax, the introduction of a land tax, phasing out of most
taxes on foreign trade, narrowing excise taxes, and strengthening the VAT.
In this connection, social security taxes have recently been raised.
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II. IMPROVING THE EFFICIENCY OF THE PUBLIC SECTOR

PUBLIC SECTOR INVESTMENT AND FINANCING

A. Analysis

22. Since 1977, public investment has declined by 60% in real terms.
In recent years, the Government has encountered difficulties cutting
current expenditure and has resorted to sharp cuts in investment. The cuts
have been made haphazardly, and essential services have deteriorated. The
critical areas requiring immediate attention are the following:

(a) port services are not adequate for an expanded volume of grain
exports. The bottlenecks are likely to become more serious if
exports continue to expand;

(b) exploration and exploitation of hydrocarbon resources have fallen
behind the country's estimated potential. As soon as the economy
recovers, consumption will increase and the country will face the
danger of becoming an importer of hydrocarbons;

(c) roads feeding main transport corridors are either lacking or have
deteriorated seriously. The agricultural export potential
(especially fruits/vegetables) is not being fully exploited
because of high transport costs/quality deterioration resulting
from incomplete/bad feeder roads; and

(d) the telecommunications network is inadequate to meet the needs of
business and residential users. Waiting lines for telephone
installation stretch to 5-7 years, raising operating costs
significantly

B. Policy Recommendations

23. Specific changes recommended include:

(a) rapid completion of dredging and the reconstruction of hinterland
services at the Bahia Blanca port; and encouragement of private
sector to build river ports;

(b) concentration of YPF's (the State Oil Company) resources on oil
exploitation and liquid extraction, gas gathering and enhanced oil
recovery projects; and accelerating the projects of oil and gas
pipeline construction, particularly those for Formosa oil fields
and for Lujan de Cuyo;

(c) increased emphasis on road reconstruction and maintenance and
gravel surfacing on roads with more than 100 average daily
traffic; shifting railway transport operations to bulk freight
with unit trains over a basic network of 16,000 km; emphasis on
railway track renewal and bridge/culvert construction; and



(d) encouragement of private sector participation in the provision of
telephone services.

24. The public investment budget will continue to be tight in the
foreseeable future. At the same time, average public Zariffs for users
have already reached -- with the exception of electricity -- a level above
which Argentine producers' international competitiveness could be
negatively affected. Therefore, priority investments will increasingly
have to be financed from:

(i) productivity increases: (i) reduction of public employees
through attrition (as much as 10% per year); (ii) adequate
wage differentiation and production incentives; (iii)
reinforcement of managerial accountability and introduction
of cost accounting in public enterprises; (iv) cutting
uneconomic production and transport losses; and (v)
restructuring of some enterprises to expose them to
competition;

(ii) revenue sharing: (i) elimintion of earmarked funds for
non-priority projects; (ii) allocating to enterprises a
higher percentage of tariffs paid by users, as the Treasury
rebuilds its own revenue sources; and (iii) real increases
in water and electricity tariff revenues;

(iii) actions on non-priority investments: (i) in the energy
sector minimization of coal investments and postponement of
major hydroelectricity projects; (ii) in road transport,
reduction of investments in upgrading/capacity, and
decreases in "strategic" roads with very low traffic and in
new paving; (iii) in railway transport, elimination of new
electrification schemes, and reduction of investments in
passenger traffic; (iv) in maritime transport slowing down
the expansion of the merchant fleet; and (v) in industry,
cancellation of the expansion of the petrochemical
production capacity in Bahia Blanca, of the new sheet steel
rolling mill by SOMISA, and of the shipyards expansion.

ENERGY

A. Analysis

25. Falling proven oil reserves and heavy reliance on petroleum
as the primary energy source jeopardize Argentina's self-sufficiency in
liquid fuels. Substantial new drilling is needed to maintain production in
order to avoid imports. Proven and potential reserves of gas are almost
twice as important as those of oil, but increased use of gas (including its
possible export) is constrained by the limited transport infrastructure.



Rationalization of oil and gas development requires more attractive and
stable incentives for the private sector, clarification of the latter's
role vis-a-vis theGovernment's, bringing absolute as well as relative
prices of hydrocarbon products more in line with the economic cost of
fuels, and strengthening public sector agencies in the energy sector,
notably their financial condition and planning framework.

26. The Government's past objectives for the oil and gas sector
focussed on exploration and production of oil to assure self-sufficiency
and substitution of relatively abundant gas for liquid fuels. Energy
conservation received little attention. However, the petroleum sector has
the potential not only to assure the country self-sufficiency in oil but
also to produce significant surpluses for export. At the same time, it
would be imperative to continue to promote the substitution of gas for
liquid fuels based on a significant expansion of gas transmission
infrastructure during the next three to four years. Over the medium and
longer term, Argentina's oil and gas reserve base could be expanded and
important energy conservation efforts should be supported.

27. Policy objectives on oil and gas should focus on: (a)
infrastructure development; (b) defining an adequate framework for an
expanded private sector role; (c) rationalization of pricing and taxation;
(d) financial and institutional restructuring of major public enterprises
in the energy sector; and (e) launching of an energy conservation program.

B. Policy Recommendations

28. Specific changes recommended include:

(a) infrastructure: (i) government decision on the expansion of the
gas transportation system (and corresponding gas gathering,
treatment, and distribution through significant private sector
(local and foreign) participation. Specifically, whether to
expand the Central-West pipeline or to construct a new pipeline
from Neuquen via Bahia Blanca to Buenos Aires; and (ii) solution
of the COGASCO dispute would also be an integral part of this
decision;

(b) private sector role: (i) encourage private sector participation by
awarding new exploitation contracts to private firms which hve the
financial and managerial capabilities to supplement YPFs efforts,
and new exploration contracts to expand oil and gas reserves; (ii)
avoid excessive reliance upon public enterprises for exploration
and production of energy products and increase private sector
participation by reducing YFP's investment program; and (iii)
limit or eliminate convertibility risks (i.e. exports of products
as guarantee for foreign currency obligations) and facilitate
access to domestic credit (i.e. "apex" financing arrangements to
support private sector borrowing needs);
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(c) public enterprises: (i) financial strengthening and organization
and streamlining of YPF and Gas del Estado (GdE), including
reviews of their organization structure, accounting, and control
systems;

(d) pricing and taxation: (i) adjust the price of natural gas as a
function of its long run opportunity cost; (ii) adjust the price
of diesel as a function of the regular gasoline energy equivalent;
(iii) review the level and structure of prices of other energy
products; (iv) review relationship with energy conservation
incentives; and (v) review the costs and benefits of the existing
structure of taxation and of the energy sector with a view to
increasing efficiency;

(e) conservation: (i) design and implement an energy conservation
program including pricing and taxation aspects; and (ii) study of
the energy efficiency of the power sector and of the possibilities
for end-user conversion and savings.

C. Quantification

29. Official reserve estimates assume that only 19% of the oil in the
ground may be recovered. This appears low by international standards. It
may well be that a recovery rate of around 25% or more is possible. This
would increase proven reserves fron around 370 million cubic meters to over
600 million cubic meters of oil and would allow exports of crude oil or
petroleum products of around 70,000 - 100,000 barrels per day amounting to
US$0.7 - 1.0 billion. New resource discoveries combined with energy
conservation efforts should allow Argentina to maintain self-sufficiency in
energy use for the next two or three decades.

30. Annual investments of US$1 billion or more would be required in
the petroleum sector and around US$500 million annually for gas
transmission and distribution over the next five years. Under the
foreseeable constraints on government investment funds, neither YPF nor GdE
will be able to finance such programs on their own, nor would they have the
capacity to implement them. However, by involving the private sector and
by using new financing instruments such as project financing and funds from
international development banks, implementation of such investment programs
could be feasible even in the present environment of tight public
investment funds. The efficiency of these undertakings could be
significantly improved by restructuring YPF and by deregulating the present
pricing policy framework in the petroleum sector. YPF's investment program
which was already reduced from a high of US$1.8 billion in 1980 to about
US$900-1000 million (including dry wells) in 1985 could be further reduced
to around US$600 million by the late 1980s. The offering of areas for
exploration to private sector firms could reduce investment needs for YPF
by US$100-200 million per annum. But even then, significant investments
would be required to achieve a rapid increase in oil production. New
exploration contracts could decrease YPF's investment requirements for
production and provide the capacity to achieve the export targets mentioned
above before the end of the decade. US$200-300 million of investments per
year would appear to be an achievable target for private sector production
activities.



TRANSPORT SECTOR

A. Analysis

31. Public enterprises in the transport sector are an important drain
on the Treasury's financial resources on account of their operating
deficits and their investment programs. At the same time, their efficiency
has an important bearing on the profitability of export oriented domestic
production (i.e. ports, railways).

32. The sector is beset by bottlenecks and idle capacity which go side
by side as a result of poor resource allocation and disinvestment, serious
deterioration of infrastructure, poor maintenance, and obsolescence of
rolling stock and fleet. Planning systems are inadequate and poor.
There is little intermodal coordination; responsibilities of transport
agencies are unclear, and the roles of the public and private sectors
remain largely undetermined. Funds are earmarked for specific modes of
transport or institutions without taking into account demand and rate of
return criteria. Staffing and information are inadequate. The Ministry of
Public Works and Services (WPSP) lacks systematic flows on project
information and follow-up actions. In recent years there has been a major
loss of experienced and trained staff while underemployment of lower level
personnel has increased.

33. Policy objectives in transportation should focus on: (i) measures
necessary to allow public enterprises to operate like commercial entities.
This includes increasing prices of public sector services, and ensuring
adequate cost recovery in such areas as road uses costs, port tariffs,
dredging costs, and railroad and airline tariffs, and (ii) policies to
improve sector planning, investment follow-up, reduce public sector
requirements through increased private sector participation, and deregulate
and privatize transport sector activities.

B. Policy Recommendations

34. Specific changes recommended include:

(a) increased prices of public sector services to ensure adequate cost
recovery in such areas as road user costs, port tariffs, dredging
costs, and railroad and airline tariffs;

(b) improvement of efficiency of operation of the railways. This
should include: (i) reduction of manpower (currently 108,000),
closure of economic lines, generation of operation/line-specific
economic information to allow the assessment of the merits of
expenditure programs; and overall reduction of the 1986-90
investment expenditures by 60%; and (ii) shift in investment
priorities: from passenger traffic to bulk freight (using unit
trains over a basic network of 16,000 km); from the expansion of
rolling stock (limiting purchases to replacement needs) and new
electrification schemes to tract renewal and bridge culvert
construction; and from "administrative" investments to control of
operations, including the coordination of broad-gauge lines;



(c) improvement of efficiency of operation of maritime and air
transport. This should include: (i) reduction in total investment
expenditure; introduction of a roll system to cover major
reequipment costs; efficiency improvements in ort dredging
operations; and elimintion of legal obligations to buy from
domestic shipyrds; and (ii) shifts in investment priorities from
the expansion of the merchant fleet to dredging and port support
services and elevators, and from a possible airfleet
standardization investment to the extension of landing strips and
the improvement of air traffic control systems;

(d) strengthening of MOSP planning and follow up including the
restoration of national transport planning as part of the global
public investment planning mechanism, and the elimination of
earmarked funds. In most road transport, priorities need to be
shifted (i) from upgrading/capacity increases to reconstruction
(current investment projects allocate 73% and 26%, respectively,
to the former and the latter); (ii) from projects that are not
likely to yield acceptable rates of return (due to expected
traffic levels below minimum), that are allocated 52% of total
investment expenditure, to higher traffic corridors; and (iii)
from new paving projects with expected average daily traffic (ADT)
of less than 100 to gravel surface projects between 100 and 400
ADT;

(e) initiation of institutional reforms such as consolidation of port
agencies and urban rail authority, and agreement on studies to
implement action programs in the sector; and

(f) deregulation and privatization in areas of offshore
storage/shipping facilities, containerization, tugboat service,
and highway maintenance.

C. Quantification

35. Action on the above areas would result in a more efficient and
less costly trnsport operation in support of Argentina's export promotion
efforts. At the same time, the negative effects on the overall public
sector deficit will be significantly reduced.

RESTRUCTURING AND PRIVATIZATION

A. Analysis

36. Restructuring and privatization of public sector industrial
enterprises provide a further means to help reduce the Government's
financial burden and public sector deficits and to increase industrial
efficiency, competitiveness and exports. These are important areas of
policy consideration because future growth possibilities of the Argentine
economy may hinge critically on the ability of the Government to keep down



IA :~R '.L 5

public sector expenditures and deficits, which otherwise could lead to
uncontrollable upward pressures on inflation, interest rates and/or taxes.

37. Policy objectives in restructuring and privatization should focus
on: (a) restructuring of public sector enterprises which often have large
potential for cost reductions or which, through their linkages, could have
a significant impact on the efficiency and competitiveness of other parts
of the industrial sector as well as the rest of the economy; and (b)
privatization of select state owned enterprises.

B. Policy Recommendations

38. Specific actions recommended include:

(a) programs to support technical, financial and
organization/management restructuring of selected parastatal
enterprises or subsectors would help to improve the efficiency and
competitiveness of basic industries. The most promising
candidates are: (i) steel (mainly SOMISA--to help cut costs,
balance production lines and strengthen management/administrative
practices); and (ii) telecommunications (ENTEL--to improve
operational and managerial efficiency). Systematic
restructuring/rationalization should focus on improvements in: (i)
organizational structures and management and administrative
processes (including the degree of their autonomy and the nature
of their relationship with the Central Government); (ii) balancing
and/or modernization of existing production lines; (iii)
production management techniques (e.g., inventory and other
working capital management, appropriate balance between production
capacity and size and composition of work force; (iv) financing;
and (v) pricing/cost recovery techniques; and

(b) mounting a comprehensive program for privatizing public
enterprises in the prodcutive sectors (e.g. petrochemicals) as
well as in services/infrastructure which should include: (i) the
identification of potential local and foreign private sector
investors who would be interested in the purchase of state owned
assets; (ii) the sale price value of the assets to be negotiated
between government and private sector buyers; and (iii) the
vehicle of transfer of assets to private investors, e.g. stock
market, international competitive bidding, etc.



C. Quantification

39. The steel and telecommunications sectors present the best
opportunities of potential benefits of restructuring/privatization
actions through cost reductions and efficiency components as well as
through linkage and potential impacts on the competitiveness of other
productive subsectors. The efforts toward privatization could, in the near
term, help reduce the public sector deficit and, thus, support the
Government's stabilization objectives. In the longer term, through better
exploitation of the benefits of private initiative and entrepreneurship,
they could also lead to significant efficiency improvements in many
segments of the economy, help stimulate direct foreign investment, and
facilitate export development.

JSokol:mad/mac
November 25, 1985
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ARGENTINA: IN SEARCH OF GROWTH

Edgardo Barandiaran
November 25, 1985

This paper discusses the current state of the Argentine economy with

the purpose of identifying the critical factors that are preventing

sustainable growth. In Section I the contraction of 1980-84 is analyzed from

a long-run perspective. I claim that the increasing disruption of the

political system since 1930 has been decisive for the poor long-run

performance of the Argentine economy. After 1970 that disruption took new

force and direction with major economic consequences.

In Sections II and III the analysis centers on two of those

consequences: the accumulation of debt and the acceleration of inflation. As

shown in Section II that accumulation has implied a severe burden to the

relatively closed Argentine economy and the service of the debt has become a

constraint on growth. Debt restructuring has been alleviating this burden,

but it still is too large. As discussed in Section III, inflation became the

main economic sympton of an unsettled political system, which has increasingly

failed to maintain some minimum fiscal and monetary discipline and exacerbated

the struggle over income shares. In June 1985, the Argentine Government

finally reacted to the threat of hyperinflation by implementing the "Plan

Austral". In Section III, I discuss the program and the results of the first

five months of its implementation.
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I conclude that the policy output from the unsettled political

system is the critical constraint for economic growth and that additional debt

relief is very likely to aggravate the burden of debt, with no significant

impact on growth. Only upon the settlement of the political system that

constraint can be removed and stabilization be durable. Immediately, the

Argentine political system faces the challenge of consolidating

stabilization. Steady progress in this direction will be an indicator that

Argentina is starting to settle her political system.

In the two appendices I analyze the second stage of the Austral

Plan, which must be implemented during the next four months, and some

quantitative projections of output growth and debt in different scenarios.

I. LONG-RUN STAGNATION AND THE CONTRACTION OF 1980-84

1. In 1980-84, the absolute decrease in output and the evolution of

other economic indicators point to some kind of collapse. This performance

has not parallel in the history of Argentina, even though it may be viewed as

the final stage of a long period of stagnation. A quick review of output

growth in this century (Table 1) indicates at least four periods:

(a) Up to 1930 Argentina could absorb a large immigration while output

per capita increased at a high rate relative to other countries. In

1929 output per capita was half of that in the United States and 3.6

times greater than in Brazil.

(b) Between 1930 and 1955, output per capita increased at a lower rate

than in the previous period, but the relative position of Argentina

did not deteriorate. Argentina suffered as much as other countries

during the Great Depression, but the war affected her very little.
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TABLE 1. ARGENTINA. GROWTH AND INFLATION

Total GDP GDP per Capita
% Annual Change % Annual Change
with Respect to with Respect to Annual Inflation (%)

1914 previous 1900- 1914 previous 1900- Consumer Wholesale
= 00 period 1904 =100 period 1904 prices prices

1900-04 i6.7 93.0
1905-09 33.8 8.12 8.12 115.6 4.44 4.44 -
1910-14 104.9 4.59 6.35 114.0 -0.27 2.06 - -
1915-19 IJO.8 -0.79 3.91 94.9 -3.60 0.13 9.92 -
1920-24 134.3 5.91 4.41 112.2 3.40 0.94 -2.60 -
1925-29 174.9 5.42 4.61 125.8 2.31 1.22 -1.34 -
1930-34 178.5 0.45 3.90 113.7 -2.01 0.67 -4.84 -
1935-39 209.5 3.26 3.80 122.4 1.49 0.79 3.54 -
1940-44 241.9 2.92 3.69 130.2 1.25 0.84 2.25 10.93
1945-49 300.5 4.43 3.78 147.9 2.59 1.04 18.87 13.18
1950-54 331.2 1.96 3.59 146.1 -0.24 0.91 20.77 22.02
1955-59 397.2 3.70 3.60 159.6 1.78 0.99 34.90 39.11
1960-64 456.3 2.81 3.54 168.7 1.12 1.00 22.90 21.55
1965-69 565.2 4.37 3.60 191.7 2.59 1.12 21.33 16.77
1970-74 664.6 3.29 3.58 212.0 2.03 1.18 38.14 38.38
1975-79 740.3 2.18 3.49 216.3 0.40 1.13 213.66 205.94
1980-84 ,36.8 -0.09 3.26 197.5 -1.81 0.95 222.82 232.51

1975 710.1 -0.39 216.8 -2.12 182.8 192.5
1976 712.8 -0.46 212.0 -2.21 444.1 499.0
1977 153.2 6.37 221.6 4.53 176.2 149.4
1978 132.6 -3.38 210.4 -5.05 175.4 146.0
1979 781.8 6.72 220.6 4.85 159.5 149.3
1980 787.3 0.70 218.4 -1.00 100.8 75.4
1981 733.5 -6.20 201.2 -7.88 104.5 109.6
1982 700.1 -5.20 187.3 -6.91 164.8 256.2
1983 721.8 3.10 189.7 1.28 343.8 360.9
1984 736.2 2.00 190.7 0.53 626.7 573.3

Source:
Prepared with data from M.A. Broda y Asociados.
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By 1955 growth was already lagging vis a vis the recovery of

industrial countries and the development of other Latin American

economies.

(c) Between 1955 and 1970, output per capita increased at a high rate in

comparison with the two previous periods, but that performance was

very poor in relation to the rest of the world. The relative decline

of Argentina, which has started around 1950, was substantial with

respect to other developing countries; for example, while in

Argentina output per capita increased 40% between 1950 and 1970, in

Brazil it doubled.

(d) Since 1970, output per capita increased first at a declining rate and

finally has decreased to its 1965-69 level. The deterioration vis a

vis other countries has been extraordinary. In 1981, output per

capita was only 20% of that in the United States and 15% higher than

in Brazil.

2. Between 1950 and 1980, the path of most economic aggregates was

consistent with the low growth in output, but there were some breaks first

after 1955 and then after 1970. Trends in income and absorption were in line

with the trend in output during 1950-80 (Table 2), but there were a number of

short-lived imbalances that called for stabilization programs. After 1955

growth in output accelerated and there was a significant change in the

composition of domestic absorption (Table 4). The increase in investment,

financed by domestic savings, was important and the marginal productivity of

capital did not decline (Table 13). The composition of output continued

shifting in favor of manufacturing industry, but agriculture and other primary

activities started to recover (Table 3). In the 1970s there was no change in



TABLE 2. ARGENTINA. NATIONAL ACCOUNTS: GROSS DOMESTIC PRODUCT (GDP),
GROSS NATIONAL PRODUCT (GNP) AND DOMESTIC ABSORPTION

GDP GNP GNP Domestic Absorption
Millions Millions % Millions % %
A$1970 A$1970 GDP A$1970 GDP GNP

1950-54 4766.5 4757.8 99.8 4815.9 101.1 101.2
1955-59 5713.3 5699.5 99.8 5747.9 100.6 100.8
1960-64 6576.1 6530.3 99.3 6592.5 100.2 101.0
1965-69 8132.5 8036.2 98.8 7973.9 98.0 99.2
1970-74 9397.1 9282.8 98.8 9398.5 100.0 101.2
1975-79 10446.8 10338.8 99.0 10220.0 97.8 98.9
1980-84 10397.1 9851.8 94.8 10239.6 98.5 103.9

1975 10105.3 10035.8 99.3 10275.0 101.7 102.4
1976 10058.4 9913.6 98.6 9762.4 97.1 98.5
1977 10699.5 10577.5 98.9 10339.7 96.6 97.8
1978 10338.8 10230.4 99.0 9800.0 94.8 95.8
1979 11032.2 10936.8 99.1 10922.6 99.0 99.9
1980 11114.2 11002.3 99.0 11565.0 104.1 105.1
1981 10421.2 10139.0 97.3 10708.9 102.8 105.6
1982 9878.6 9181.0 92.9 9461.6 95.8 103.1
1983 10182.0 9357.1 91.9 9606.8 94.4 102.7
1984 10389.5 9579.4 92.2 9856.0 94.9 102.9

Source:
Central Bank of Argentina.
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TABLE 3. ARGENTINA. GDP AND EMPLOYMENT: SECTORAL COMPOSITION

Agriculture Mining Manufacture Construction Services

GDP (%)

1950-54 18.8 0.7 27.7 4.5 48.3
1955-59 17.7 0.7 30.6 3.9 47.1
1960-64 16.3 1.1 31.2 3.7 47.7
1965-69 14.9 1.4 34.1 3.8 45.8
1970-74 13.2 2.3 27.9 6.1 50.5
1975-79 13.6 2.3 26.7 6.8 50.6
1980-83 14.3 2.7 23.5 5.7 53.8

EMPLOYMENT (%)

1960 20* 28 6 46
1970 16* 21 9 54
1980 13* 21 11 55

* All primary activities.

Sources:
Central bank of Argentina and INDEC.



TABLE 4. ARGENTINA. NATIONAL ACCOUNTS: CONSUMPTION, INVESTMENT, AND SAVINGS

Consumption Investment Domestic Savings Foreign Savings

Millions % Millions % Millions % Millions %

A$1970 GDP A$1970 GDP A$1970 GDP A$1970 GDP

1950-54 4035.8 84.7 780.1 16.4 722.1 15.1 58.0 1.3

1955-59 4834.5 84.6 913.4 16.0 864.9 15.1 48.5 0.9

1960-64 5265.2 80.1 1327.3 20.2 1265.1 19.2 62.2 1.0

1965-69 6401.3 78.7 1572.6 19.3 1636.7 20.1 -64.1 -0.8

1970-74 7406.0 78.8 1992.5 21.2 1876.9 20.0 115.6 1.2

1975-79 7943.2 76.0 2276.8 21.8 2395.5 22.9 -118.7 -1.1

1980-84 8456.8 81.3 1782.8 17.1 1395.3 13.4 387.5 3.7

1975 8233.2 81.5 2041.8 20.2 1802.6 17.8 239.2 2.4

1976 7589.0 75.4 2173.4 21.6 2324.6 23.1 -151.2 -1.5

1977 7745.0 72.4 2594.7 24.3 2832.2 26.5 -237.5 -2.2

1978 7599.5 73.5 2200.5 21.3 2630.9 25.4 -430.4 -4.2

1979 8549.4 77.5 2373.2 21.5 2387.4 21.6 -14.2 -0.1

1980 9020.7 81.2 2544.3 22.9 1981.6 17.8 562.7 5.1

1981 8752.4 84.0 1956.5 18.8 1386.6 13.3 570.0 5.5

1982 7804.7 79.0 1656.9 16.8 1375.5 13.9 281.4 2.9

1983 8090.1 79.5 1516.7 14.9 1269.4 12.5 247.3 2.4

1984 8616.0 82.9 1240.0 11.9 963.4 9.3 276.6 2.6

Source:
Central Bank of Argentina.
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the composition of domestic absorption but the marginal productivity of

capital declined substantially. In addition, the decline of manufacturing

industry implied a significant shift in the composition of output and

employment (Table 3). These changes were indicating that the declining trend

in output growth would continue in the 1980s, but there was no evidence about

the possibility of a sharp contraction.

3. Between 1950 and 1980, there were no major changes in the role of the

external sector at the aggregate level, regardless of the extensive discussion

about trade and financial policies. Only between 1955 and 1970, the ratios of

exports and imports to GDP increased slightly (Table 5), but they continued

being very low in relation to the 1920s. Exceptionally the current account

deficit was significant (in 1951 and 1961 and to a less extent in 1952, 1955,

1971 and 1975); in fact, the current balance did not show any trend (Tables 5

and 6).

4. Between 1950 and 1980, there was a significant increase in the size

of the public sector (defined broadly as in Tables 9 and 10). However, all

this increase took place after 1970. Between 1955 and 1965, there was some

contraction in the public sector as a reaction to its fast growth in the

previous 15 years. Since 1970, the increase in total expenditures has been

substantial, but not continuous. The immediate causes of this increase have

been the social security system (line "Transfer" in Table 9), the current

expenditures of public enterprises (most of "Goods and services" in Table 9),

and the capital expenditures of all the public sector. The growing

difficulties to finance the public sector resulted in a huge expansion of debt

and consequently in an increase in interest payments. In the 1950s the size
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TABLE 5. ARGENTINA. NATIONAL ACCOUNTS: EXPORTS, IMPORTS AND FACTOR INCOME

Exports Imports Net Factor Income Current Account

Millions % Millions % Millions % Millions %
A$1970 GDP A$1970 GDP A$1970 GDP A$1970 GDP

1950-54 470.5 9.9 519.9 10.9 8.7 0.2 -58.1 -1.3
1955-59 565.9 9.9 597.6 10.5 16.9 0.3 -48.6 -0.9
1960-64 708.9 10.8 734.6 11.2 36.6 0.6 -62.3 -1.0
1965-69 904.8 11.1 746.2 9.2 94.5 1.2 64.1 0.8
1970-74 788.1 8.4 807.4 8.6 96.2 1.0 -115.5 -1.2
1975-79 1110.6 10.6 883.7 8.5 108.0 1.0 118.8 1.1
1980-84 1374.8 13.2 1217.3 11.7 545.3 5.2 -387.8 -3.7

1975 737.4 7.3 907.1 9.0 69.5 0.7 -239.2 -2.4
1976 970.5 9.6 674.5 6.7 144.8 1.4 151.2 1.5
1977 1227.7 11.5 868.2 8.1 122.0 1.1 237.5 2.2
1978 1322.5 12.8 783.7 7.6 108.4 1.0 430.4 4.2
1979 1294.8 11.7 1185.2 10.7 95.4 0.9 14.2 0.1
1980 1242.1 11.2 1692.9 15.2 111.9 1.0 -562.7 -5.1
1981 1340.3 12.9 1628.1 15.6 282.2 2.7 -570.0 -5.5
1982 1359.1 13.8 942.9 9.5 697.6 7.1 -281.4 -2.9
1983 1476.1 14.5 898.5 8.8 824.9 8.1 -247.3 -2.4
1984 1457.8 14.0 924.3 8.9 810.1 7.8 -276.6 -2.6

Source:
Central Bank of Argentina.
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TABLE 6. ARGENTINA. BALANCE OF PAYMENTS: CURRENT ACCOUNT

(Millions of US Dollars)

Exports Imports Trade Balance Interest Current Account

FOB FOB FOB Goods and Payments Balance
NFS

1960-64 1206 -1084 122 -153

1965-69 1506 -1091 415 -157 395

1970-74 2530 -2006 524 -308 90

1975-79 5348 -3913 1435 1006 -616 390

1980-84 8145 -6213 1932 891 -4214 -3311

1975 2961 -3510 -549 -814 -430 -1284

1976 3916 -2744 1172 1155 -493 650

1977 5652 -3798 1854 1877 -569 1290

1978 6400 -3489 2911 2466 -681 1833

1979 7810 -6026 1784 348 -907 -537

1980 8021 -9394 -1373 -3259 -1531 -4767

1931 9143 -8391 752 -992 -3700 -4714

1982 7624 -4858 2766 2330 -4719 -2357

j9b3 7710 -4168 3542 2811 -5408 -2571

19E4 8100 -4253 3847 3567 -5712 -2145

Sou rce:
Central Bank of Argentina.
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TABLE 7. ARGENTINA. BALANCE OF PAYMENTS: CAPITAL TRANSACTIONS
(Millions of US dollars)

Current Change Change
Account in in Foreign Residual**
Balance Reserves* Debt (4)=
(1) (2) (3) (1)+(2)+(3)

1975 -1284 723 2571 2010
1976 650 -1154 195 -309
1977 1290 -2090 1398 598
1978 1833 -1966 2818 2685
1979 -537 -4310 6538 1691
1980 -4767 2850 8128 6211
1931 -4714 3569 8509 7364
1982 -2357 706 7963 6312
1983 -2571 -192 2372 -391
1984 -2154 -254 1815 -593

Accumulated
1975-79 1952 -8797 13520 6675
1980-84 -16563 6679 28787 18903
1975-84 -14581 -2118 42307 25608

* A minus sign indicates an increase in reserves. These are gross foreign assets (including gold) held by
the Central Bank.

** Even though the deficit in the current account may be underestimated and the direct foreign investment is
not considered, this residual is a good indicator of the accumulation of foreign assets by residents,
,except the Central Bank.

Source:
Central Bank of Argentina.



TABLE 8. ARGENTINA. FOREIGN DEBT
(Millions of US Dollars)

GDP in US Dollars
Official Parity Total Gross Exports Net
Exchange Exchange Foreign Reserves Mechandise Goods Trade Interest
Rate Rate* Debt and NFS Balance Payments

1975 53345 42462 8085 618 2961 3704 -814 430
1976 41574 43966 8280 1772 3916 4752 1155 493
1977 51077 49936 9678 3862 5652 6769 1877 569
1978 65525 52019 12496 5828 6400 7714 2466 681
1979 107975 62392 19034 10138 7810 9601 348 907
1980 153997 71970 27162 7288 8021 10765 -3259 1531
1981 122956 73488 35671 3719 9143 11545 -992 3700
1982 67074 71090 43634 3013 7624 9525 2330 4719
1983 66861 74393 46006 3205 7710 9386 2811 5408
1984 76233 78130 47821 3459 8100 9878 3567 5712

As % of GDP at Parity Rate As % of Total Exports
Total Net Trade Interest Total Net Trade Interest
Debt Debt** Balance Payments Debt Debt** Balance Payments

975 19.0 17.6 -1.9 1.0 218.3 201.6 -22.0 11.6
1976 18.8 14.8 2.6 1.1 174.2 137.0 24.3 10.4
1977 19.4 11.6 3.8 1.1 143.0 85.9 27.7 8.4
1978 24.0 12.8 4.7 1.3 162.0 86.4 32.0 8.8
1979 30.5 14.3 0.6 1.5 198.3 92.7 3.6 9.4
1980 37.7 27.6 -4.5 2.1 252.3 184.6 -30.3 14.2
1981 48.5 43.5 -1.3 5.0 309.0 276.8 -8.6 32.0
1982 61.4 57.1 3.3 6.6 458.1 426.5 24.5 49.5
1983 61.8 57.5 3.8 7.3 490.2 456.0 29.9 57.6
1984 61.2 56.8 4.6 7.3 484.1 449.1 36.1 57.8

* Using the parity exchange rate estimated by Carta Economica.

** Total foreign debt minus gross reserves

Source:
Central Bank of Argentina and Carta Economica.
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of the public sector was already considered detrimental to economic growth,

which motivated the subsequent contraction, while in the 1970s the public

sector was increasingly perceived as crowding-out the private sector and as

wasting large amounts of resources.

5. Output per capita declined 13.5% between 1979 and 1984 and there is

no reason to argue that the 1979 level was exceptionally high. The 1979 level

was in line with the declining growth trend and there is no evidence that it

was caused by an autonomous expansion in domestic absorption (Table 2). As

shown in the tables, there were two major changes between 1975-79 and 1980-84.

First, domestic absorption increased sharply with respect to income, as

measured by GNP, and this gap was financed with a loss of reserves and an

increase in debt. However, domestic absorption increased slightly with

respect to output, measured by GDP. Second, as result of the large increase

in interest payments to the rest of the world, income declined with respect to

output (Table 2). Given the sequence of events and the fact that output

increased very little in 1980 and declined substantially in 1981, it can be

concluded that initially there was a large expenditure switching from domestic

to imported goods and services which fed back the contraction of output via

the negative effect of larger interest payments on income. As a result of

this process--in addition to the sharp decline in output, income and domestic

absorption--the net foreign debt increased 35,466 millions of US dollars

(Tables 7 and 8). In the following section I analyze the details of the debt

problem.

6. In 1980-84, other economic trends were broke. First, there was a

significant change in the composition of domestic absorption. The fall in

investment--both in absolute terms and in relation to GDP--has continued up to
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1984. This fall has been aggravated by a negative marginal productivity of

capital. Second, employment has increased slightly, also with a negative

marginal productivity, but not enough to prevent an increase in unemployment

(Table 12). Third, the composition of output has finally shifted in favor of

agriculture and other primary activites. Fourth, there has been a large

increase in the ratio of exports to GDP, mainly as a result of the expansion

of exports (Table 5). Fifth, there was a sharp increase in total expenditures

of the public sector, from 47.9% of GDP in 1975-79 to 60.6% in 1980-84 as

measured in Table 9, to which it has to be added the quasi-fiscal expenditures

of the Central Bank. (These expenditures include subsidies to resident

debtors in foreign currency, subsidized rediscount lines, and payments of the

interest equalization fund or CRM. According to some estimates these

expenditures were as high as 20.9% of GDP in 1982 and 10.3% in 1983).

7. The long-run stagnation of Argentina cannot be explained by external

factors, as the performance of comparable countries in the last 40 years

indicates. The contraction of 1980-84 is said to have been caused by the

accumulation of foreign debt and by the increase in international interest

rates, which in turn was the result of a significant, exogenous change in

world capital markets. However, one has to question the rationality of a

policy that implied a large expenditure switching to imported goods and

services, without any expansionary effect on domestic output. I think this

expenditure switching was an unintended and unforeseen consequence of

inconsistent economic policies and the political system failed to react

promptly to change these policies.
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TABLE 9. ARGENTINA. PUBLIC SECTOR EXPENDITURES AND REVENUES
(as Percent of GDP)

1961 1965 1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

1. CURRENT REVENUES 33.5 29.3 37.0 31.4 34.5 39.0 43.6 41.2 43.6 45.5 42.2 43.9 44.0

1. Taxes 20.3 17.8 22.9 16.4 18.6 21.5 24.1 24.1 27.3 26.2 23.0 22.9 25.1

2. Others 13.2 11.5 14.1 15.1 15.8 17.5 19.5 17.1 16.3 19.3 19.2 21.0 18.9

II. CURRENT EXPENDITURES 27.6 26.9 30.7 36.7 32.3 30.7 37.4 36.9 41.8 52.9 51.4 51.5 48.6

1. Salaries 11.3 11.4 11.0 14.8 9.1 8.6 10.6 10.7 12.4 12.6 10.3 13.3 13.3

2. Goods and Services 7.7 6.0 6.8 9.0 10.5 9.8 10.4 9.6 9.3 10.9 13.3 13.5 12.5

3. Interest Payments 0.1 0.1 0.8 1.3 2.1 2.1 3.2 3.2 3.6 10.1 12.7 6.4 5.6

4. Transfers 8.4 9.4 12.2 11.6 10.5 10.2 13.2 13.5 16.5 19.2 15.1 18.3 17.2

ill. SAVINGS (=1-11) 5.9 2.4 6.3 -5.3 2.2 8.3 6.2 4.3 1.8 -7.4 -9.2 -7.6 -4.6

IV. CAPITAL REVENUES 0.5 0.5 0.5 0.5 0.4 0.8 1.3 0.8 0.8 1.4 1.4 1.2 1.1

V. CAPITAL OUTLAYS 10.2 5.7 8.8 10.8 13.2 14.1 14.2 11.7 11.2 12.0 10.9 11.4 10.3

VI. TOTAL REVENUES 34.0 29.8 37.5 31.9 34.9 39.8 44.9 42.0 44.4 47.0 43.6 45.1 45.1

(=I+IV)

VII. T)TAL EXPENDITURES 37.8 32.7 39.5 47.5 45.4 44.8 51.6 48.7 52.9 64.9 62.4 62.9 58.9

(=II+V)

VIII. BALANCE -3.8 -2.9 -2.0 -15.6 -10.6 -5.0 -6.7 -6.7 -8.6 -18.0 -18.8 -17.8 -13.8

(=VI-VII)

FINANCING

IX. CENTRAL BANK 0.3 0.7 0.6 8.3 3.5 1.5 0.0 0.0 3.4 5.1 4.8 16.6 6.1

X. DOMESTIC CREDIT 1.6 -0.2 -0.3 2.7 2.9 1.7 4.0 3.1 1.4 3.8 5.3 -0.3 0.0

XI. FOREIGN CREDIT 0.4 0.4 0.7 0.2 1.1 1.4 2.2 1.5 1.2 6.8 3.4 0.0 0.1

XII. OTHER FUNDS 1.5 1.9 1.1 4.4 3.1 0.5 0.5 2.1 2.5 2.3 5.2 1.4 7.6

Source:
Prepared with data from M.A. Broda y Asociados.



TABLE 10. PUBLIC SECTOR EXPENDITURE AND REVENUES, 1984 AND 1985
(as Percent of GDP)

Central Provinces and Social Security Enterprises Total Public
Government Municipalities System and Entities Sector
1984 1985 1984 1985 1984 1985 1984 1985 1984 1985

1. CURRENT REVENUES 12.5 13.8 7.6 8.3 9.4 9.2 14.4 16.7 44.0 48.0
1. Taxes 10.0 11.4 6.3 6.7 8.8 8.7 0.0 0.0 25.1 26.9
2. Others 2.5 2.4 1.3 1.6 0.6 0.5 14.4 16.7 18.9 21.1

II. CURRENT EXPENDITURES 10.7 9.2 9.7 8.4 12.8 12.2 15.4 15.3 48.6 45.1
1. Salaries 3.7 3.0 5.7 4.9 0.4 0.4 3.5 3.0 13.3 11.3
2. Goods and Services 2.0 1.7 1.4 1.4 0.0 0.0 9.1 9.1 12.5 12.2
3. Interest Payments 3.1 2.7 0.1 0.0 0.0 0.0 2.5 2.7 5.6 5.4
4. Transfers 1.9 1.8 2.5 2.0 12.4 11.8 0.4 0.5 17.2 16.2

111. SAVINGS (=I-II) 1.8 4.6 -2.1 -0.1 -3.3 -3.0 -1.0 -1.4 -4.6 2.9

IV. CAPITAL REVENUES 0.0 0.0 0.2 0.1 0.4 0.4 0.5 0.5 1.1 1.0

V. CAPITAL OUTLAYS 1.7 1.6 3.5 3.3 0.2 0.2 4.9 3.9 10.3 9.0

VI. TOTAL REVENUES 12.5 13.8 7.8 8.4 9.8 9.6 15.0 17.2 45.1 49.0
(=1+IV)

VII. TOTAL EXPENDITURES 12.4 10.7 13.3 11.7 13.0 12.5 20.3 19.2 58.9 54.1
(=II+V)

VIII. BALANCE 0.1 3.1 -5.5 -3.3 -3.2 -2.9 -5.3 -2.0 -13.8 -5.1
(=VI-VII)

Note:
The estimates for 1985 are based on the Budget approved in September 1985 and assume a decline of 2.5% in GDP.

Source:
Prepared with data from M.A. Broda y Asociados.
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8. The Argentine political system has been ineffective to respond both

to unsettling economic conditions and to new opportunities in the world

economy. The struggle over power and income has pervaded the policy output of

the political system. This output has experienced violent swings as shown,

for example, by the frequency and magnitude of changes in relative prices

(Table 11) and of changes in different revenues and expenditures of the public

sector (Table 9). Furthermore, the few long-term trends in that output have

been dysfunctional to efficiency; these trends imply:

(a) the expansion of the public sector as mentioned in paragraph 4;

(b) the politicization of the private sector, mainly as shown by the

regulation of prices and wages, by the intervention in labor markets,

and by public incentives and guarantees for private investment; and

(c) the closing of the economy, as shown by a bias against exports and

heavy protection to domestic producers.

9. The ineffectiveness of the political system can be traced to the

crises of participation and of legitimacy that led to the breakdown of

constitutional democracy in 1930. The institutional conciliation of mass

participation and democratic legitimacy failed then and has proved to be very

elusive in the last 55 years. This failure prompted a pervasive struggle over

power and income which in turn rendered the political system ineffective.

Lack of effectiveness in the management of the economy undermined successive

governments, feeding back the crisis of legitimacy and exacerbating the

struggle over power and income.

10. After 1970, as a result of the economic and political failure of the

Ongania Government, the disruption of the political system took new force and

direction. The new force, as shown by the passive acceptance of violence as
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part of political confrontation, resulted from defiance to the power of the

military, which could not longer oppose the participation of the Peronist

party. The new direction resulted from unbounded, non-responsible authority

as the form of government attempted first by the Peronist party and later on

by the military. These political developments had a major impact on the

economy, causing the crisis of 1980-84.

II. THE ACCUMULATION AND SERVICE OF FOREIGN DEBT

11. By 1975, foreign debt was not a burden, even though its level in

relation to exports was high (Table 8). Since then, three periods can be

identified in the development of the Argentine debt problem:

(a) up to 1979,,there was a significant increase in the dollar amount of

foreign debt, but it declined with respect to exports, and most of

the increase was paralleled by accumulation of reserves by the

Central Bank; furthermore, in this period there was a superavit in

the current account;

(b) between 1980 and 1982, the debt increased sharply both in dollar

amount and in relation to GDP and exports, and at the same time there

was a large loss of reserves; in this period there was a huge deficit

in the current account; and

(c) since 1982, the foreign debt has continued increasing in dollar

amount but not with respect to GDP and exports; the Central Bank has

been able to stop the loss of reserves and the deficit in the current

account has been reduced.
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TABLE 11. ARGENTINA. RELATIVE PRICES AND REAL WAGES
(1970=100)

Real
Exchange Agricultural Import Real

Rate Prices Prices Wages
(1) (2) (3) (4)

1970 100.00 100.00 100.00 100.00
1971 88.50 108.43 90.03 100.65
1972 102.22 126.33 108.05 95.60
1973 75.67 88.77 98.28 100.08
1974 69.84 104.26 126.76 110.50
1975 78.72 82.74 146.82 106.43
1976 107.16 91.52 203.87 76.63
1977 98.47 97.69 186.76 70.85
1978 80.07 91.98 128.03 69.30
1979 59.52 90.98 97.47 78.48
1980 47.20 82.20 94.26 88.45
1981 59.86 75.11 114.46 80.68
1982 105.55 88.27 163.12 69.98
1983 111.26 91.09 154.92 87.98
1984 102.48 110.38

Average 85.77 94.24 129.49 89.73
S.D. 19.50 12.30 35.10 14.26

Notes:
(1) Estimated by Carta Economica using the GDP deflator for Argentina and the WPI for USA.
(2) Agricultural prices relative to non-agricultural domestic prices according to WPI.
(3) Import prices relative to non-agricultural domestic prices according to WPI.
(4) Estimated by Carta Economica using the series of nominal wages from IOL-Ministry of Labor.

Source:
INDEC and Carta Economica.
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TABLE 12. ARGENTINA. EMPLOYMENT IN LARGE URBAN AREAS*

Labor Employment Employment
Force % 1970 Unemployment in

Participation Population =100 Rate Services

1966 44.9 42.6 92.8 5.1 55.3
1970 43.9 41.7 100.0 5.1 56.6
1974 39.3 38.1 111.4 3.0 49.7
1975 40.0 38.6 116.6 3.5 49.6
1976 38.9 37.2 110.5 4.3 51.5
1977 38.8 37.8 115.0 2.5 52.9
1978 39.5 38.7 113.5 2.0 53.3
1979 39.2 38.4 109.3 2.2 54.4
1980 39.2 38.2 117.7 2.4 53.3
1981 39.0 36.9 121.3 5.3 56.8
1982 39.2 37.5 123.2 4.3 61.3
1983 38.0 36.6 122.5 3.8 60.7
1984 38.6 36.6 124.9 5.3 59.5

*Greater Buenos Aires, Greater Cordoba, Greater Rosario, Mendoza and Tucuman.

Source:
INDEC.
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TABLE 13. ARGENTINA. MARGINAL PRODUCTIVITY OF CAPITAL
(Five Year Averages)

Investment in Fixed Change in GDP per

Capital as % GDP Unit of Investment
Gross Net Gross Net

1950-54 15.9 5.1 0.13 0.41
1955-59 16.1 6.4 0.18 0.46
1960-64 19.9 10.3 0.21 0.41
1965-69 18.9 9.3 0.27 0.54
1970-74 20.8 11.0 0.12 0.23
1975-79 21.7 11.9 0.08 0.15
1980-84 17.0 6.8 -0.07 -0.16

Source:

M.A. Broda and J.C. de Pablo < Por los Carriles Tradicionales la Argentina Esta Condenada al Estancamiento
Absoluto por Muchos Anos. Pero Hay Salidas > , Serie Seminarios, Instituto Torcuato Di Tella, November 1985.
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TABLE 14. ARGENTINA. MONETARY AGGREGATES AND INTEREST RATES

Real Interest Rates
Ml M2 M3 M4 % Annual

as percent of GDP Deposits Loans

1950-54 25.23 33.53 33.53 33.53
1955-59 21.26 28.13 28.13 28.13
1960-64 13.99 18.96 18.96 18.96
1965-69 12.74 19.91 19.91 19.91
1970-74 12.83 22.83 24.14 24.18
1975-79 7.29 16.65 17.48 19.89
1980-84 4.88 17.38 17.49 20.04

1975 10.13 16.30 17.98 19.05 -72.36 -68.57
1976 7.27 10.50 11.75 14.63 -65.14 -65.04
1977 6.79 15.24 16.32 19.30 -19.78 -0.66
1978 6.32 20.05 20.14 22.81 -14.61 11.92
1979 5.94 21.17 21.20 23.66 -9.43 2.58
1980 6.43 24.53 24.56 26.71 -4.38 25.91
1981 5.17 22.57 22.58 25.52 9.51 7.03
1982 5.03 19.31 19.31 22.34 -15.13 -12.42
1983 4.02 11.34 11.35 13.75 -9.56 -18.44
1984 3.74 9.16 9.67 11.90

Notes:
MI = Currency + demand deposits.
M2 = Ml + Savings and time deposits.
M3 = M2 + non-regulated deposits + acceptances.
M4 = M3 + Treasury's Indexed Bonds (VNA) + Treasury's Bills + Mortgage Bonds + Indexed Long-Term Deposits +

Dollar Deposits.

Sources.
Prepared with data from M.A. Broda y Asociados. Interest rates from World Bank << Argentina Economic
Memorandum >, 1985, p. 205.
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12. In 1976-79, economic policy was aimed at correcting the imbalances

inherited from the Peronist Government (May 1973-March 1976). After the

initial measures to correct the external imbalance, the stabilization program

was based on:

(a) a reduction in the deficit of the public sector, with the remaining

deficit being financed by domestic and foreign credit, but not by the

issue of money;

(b) a restrictive monetary policy, which implied that monetary expansion

to meet the demand for high-powered money was to come from the

accumulation of reserves; and

(c) expectations management, which relied upon direct and indirect price

controls (wage freeze, tariff reductions, price truces, voluntary

agreements, and finally, after the others failed, the preannouncement

of the exchange rate).

All the three components of the stabilization program were unsustainable:

(a) the deficit of the public sector continued being very high to be

financed with debt because interest payments would have created an

explosive path;

(b) the inflation rate continued being very high (Table 1) and so did the

flow demand for high-powered money to keep real balances constant;

the attempt to meet this demand by accumulating reserves, which in

turn called for a superavit in the current account and/or a large

inflow of foreign credit, implied a heavy burden for the private

sector; and

(c) expectations management just amounted to repress inflation by

controlling some prices, which created sectoral and income imbalances
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that sooner or later would have to be corrected (so-called

"sinceramiento" of prices).

13. The collapse of that stabilization program, which started in early

1980, was followed by a period of great economic and political unrest. The

program failed initially because of an autonomous expansion in the deficit of

the public sector and of the financial crisis of March 1980, but the

increasing perception of the incoherence of the program was decisive to give

rise to the large expenditure switching mentioned in paragraphs 5 and 7. The

collapse was aggravated by interest payments on the public debt and capital

flight, and later on by a decline in the revenues of the public sector. The

economic mismanagement of this period has some parallel with that of other

periods in which a stabilization program collapsed (1974-76, 1970-72, 1962);

the main difference is the legacy of a huge foreign debt.

14. By the end of 1982, the Argentine Government initiated negotiations

with the IMF and with foreign bank creditors to obtain additional funds and to

reschedule the debt. The Bignone Government reached an agreement with the IMF

which became effective in early 1983 and the Alfonsin Government reached a new

agreement with the IMF at the end of 1984. Access to resources under both

agreements was quickly interrupted, mainly because the Argentine Government

could not remain within the limits set for the major macroeconomic targets of

the programs. Both programs were based on a gradual reduction of the deficit

of the public sector; other measures were largely determined by the specific

circumstances of each situation. In 1983, revenues did not increase as

anticipated in the program which, together with the persistence of external

payments arrears, prompted a breakdown in the agreement. In the second

program, expenditures were significantly cut (Table 9) but with a minor impact
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on inflation, which prompted the Government to abandon it. In August 1985,

after the Austral Plan was implemented, there have been a new agreements with

both the IMF and bank creditors (see paragraph 32).

15. By the end of 1983, the total foreign debt of Argentina amounted to

46,005 millions of US dollars, of which 32,200 millions (70%) were due to

commercial banks, 5,000 millions to suppliers and other private sources, 4,200

millions to bond holders (other than Bonds and Promissory Notes that are

included in the debt with commercial banks), and the remaining 10% was due to

bilateral and multilateral institutions, including the IMF. It is estimated

that by the end of 1985 the total foreign debt will amount to 50,239 millions

of US dollars, which would imply an increase in the ratio to GDP up to 0.64,

in comparison with 0.61 in 1984 (Table 8). The debt burden is quite heavy,

even though relief has been important. At prices of 1970, according to the

national accounts (Table 5), the effective transfer as measured by the trade

balance amounted to 5.7% GDP in 1983 and to 5.1% in 1984, and to 39.1% and

36.6% of exports respectively. In 1985, at 1970 prices, this transfer may

increase up to 6% of GDP and up to 40% of exports, because the expansion in

the volume of exports will be largely compensated by a deterioration in the

terms of trade. At current prices, as shown in Table 8, the effective

transfer amounted to 3.8% of GDP in 1983 and to 4.6% in 1984; in 1985 the

transfer will be around 4.5% of GDP. Debt relief, measured by the difference

between interest payments and the trade balance, was 3.5% of GDP in 1983 and

2.7% in 1984 (Table 8).

III. INFLATION AND THE STABILIZATION PROGRAM OF JUNE 1985

16. Inflation started around 1945, and since then two main periods can be

distinguished (Table 1). Up to 1970 inflation was high in relation to other
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countries, but the average rate of inflation was not very high at 24% per

year. A major problem was the great variability of inflation -- there were a

couple of years in which inflation was as low as 3-4% and a year in which it

was as high as 113.7% -- which reflected successive periods of acceleration

and of stabilization. Since 1971 inflation has been accelerating, up to 60.3%

in 1973, to 444.1% in 1976, and to around 800.0% in 1985, which are the years

in which major stabilization programs were implemented. Of course, in this

second period the variability of inflation has been much larger than in the

previous one: the short-run success of the Peronist program implied an

inflation of only 24.2% in 1974, and that of Martinez de Hoz's program an

inflation of 100.8% in 1980.

17. One of the two major causes of inflation is the deficit of the public

sector. In paragraph 4, I have already referred to the expansion of this

sector, broadly defined as in Tables 9 and 10. Since 1970, current revenues

of the public sector have been increasing, but not pari-passu with

expenditures. Furthermore, they have shown large swings around that

increasing long-run trend, another indicator of the pervasive struggle over

power and income as well as of the erosion of the tax base when inflation has

been accelerating. The deficit of the public sector averaged only 3.6% of GDP

in the ten years 1961-70 and increased up to 8.7% of GDP in 1971-75.

Initially this increase was financed by the printing of money and later on, in

1977-79 when the deficit declined to 6.1% of GDP, by domestic and foreign

debt. In 1980-84, the deficit has averaged 15.4% of GDP without taking into

account the cuasi-fiscal expenditures of the Central Bank, and half of it has

been financed by printing money.
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18. The second cause of inflation has been the already mentioned struggle

over income shares, which has significantly affected the short-run behavior of

taxes and relative prices. Monetary policy has frequently accommodated

changes in relative prices resulting from increases in nominal prices.

Increases in nominal wages, in the nominal exchange rate, in the nominal

prices of petroleum and agricultural commodities, have largely been determined

by political forces. Regardless violent swings, domestic relative prices have

not shown well defined trends, even though it can be concluded that in the

last 15 years imports have become more expensive (Table 11).

19. Political adjustments in nominal and relative prices have been

complemented by formal and informal indexation. However, indexation has not

been as pervasive as in Chile, where a unit of account linked to the consumer

price index has been extensively used. Inflation-adjustment clauses have been

common in long-term contracts, while the nominal interest rates of financial

contracts have usually included some expectation of inflation. Government

attempts to index the exchange rate and nominal wages have been very

limited. The great variability of inflation has been closely associated to

the violent swings in relative prices, which has limited the value of

indexation.

20. Major stabilization programs were implemented in 1967-69, 1973-74 and

1976-79. As mentioned these programs had some temporary success in reducing

the rate of inflation, but they collapsed and inflation quickly accelerated.

These programs reduced initially the deficit of the public sector and

attempted to control monetary expansion, but they were aimed at "managing"

inflauionary expectations by direct or indirect control of some prices, and

thus after a new structure of relative prices was set. In the 1967-69 program
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the initial devaluation was followed by a fixed exchange rate, a wage freeze

and a price voluntary agreement. In the 1973-74 program the initial increase

in nominal wages was followed by a general freeze of prices and wages. In

both cases, neither the new structure of relative prices nor the reduction in

the deficit of the public sector were sustainable. In paragraph 12, I have

referred to the 1976-79 program.

21. In the first 18 months of government President Alfonsin failed to

implement a consistent stabilization program, even though the short-lived

agreement with the IMF at the end of 1984 revealed the intention of

sacrifycing the gains in real wages granted in the previous months (Tables 11

and 15). These gains contributed to the acceleration of inflation during

1984, from 18% per month in the last quarter of 1983 to 23% per month in the

third quarter of 1984. The breakdown of the IMF agreement implied a new

acceleration of inflation, up to 27% per month in the quarter from March to

May 1985. In the meantime, output was declining after the small recovery of

1483-84. In the first quarter of 1985 GDP declined 1.4% with respect to the

same period in 1984, and in the second quarter it declined 3.4% with respect

to the second quarter of 1984. It was in this context that the Argentine

Government decided to undertake a new major stabilization program. Some

measures were implemented at the end of May and others in early June, but the

core of the program was announced June 14th. The program is known as Plan

Austral because of the new unit of money.

22. The Plan Austral is based upon:

(a) A reduction in the deficit of the public sector and a commitment not

to finance the remaining deficit by printing money.
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(b) An initial realignment of relative prices and the subsequent freeze

of the new structure of relative prices.

(c) An attempt to break inflationary expectations by (a) as well as by a

general freeze of nominal wages and prices, including a fixed

exchange rate.

(d) A mechanism to adjust outstanding financial contracts to avoid the

distributive effect of the immediate and unanticipated cessation of

inflation.

23. The measures to reduce the deficit of the public sector included new

taxes and an increase in the prices of public utilities and of goods produced

by State enterprises as well as a non-discriminatory reduction in wages and

capital expenditures. New taxes included an increase in export and import

taxes and a forced saving tax. In addition, the average lag in the payment of

the value added tax was reduced so the Government will collect 13 months of

this tax in 1985. Tax revenues were also expected to increase as a result of

the recovery in the base, which was eroded by the acceleration of inflation.

As shown in Table 15 increases in the prices of petroleum and other goods

produced by State enterprises have been significant, but the increases have

been much larger when taxes are included. The increase in revenue since the

Plan was implemented has been extraordinary (Table 15). Annual figures on

expenditures and revenues as percent of GDP are presented in Table 10. The

deficit is expected to decline up to 5.1% of GDP for all 1985, even though in

the first semester of 1985 it was around 12.5% of GDP.

24. The Government'has committed itself not to finance the remaining

deficit by printing money and so far has complied. Before the announcement of

the program there was a large monetary expansion to finance the deficit in the



TABLE 15. ARGENAI ECONOMIC INDICAIRS

Year Year 1984 1985

Unit 1983 1984 Dic. Jan. Feb. Mar. Apr. May JunE July Aug. Sept.

NATI1AL AOXUNXIS
GDP, total 1970=100 116.4 119.2 114.0 114.3

CDP, agritulture 1970=100 136.3 141.3 139.5 136.8

GDP, annufacture 1970=100 113.3 117.8 99.0 107.7

Consumption 1970=100 122.4 130.2 127.4 117.4

Investment 1970=100 81.4 70.5 57.6 62.7

Industrial production 1970=100 104.1 108.6 100.9 101.4 97.3 104.7 100.2 101.5 94.4 91.7 94.4

PRICS
Wholesale prices % change period 360.9 573.3 23.2 21.1 17.8 27.7 31.5 31.2 42.3 -0.9 1.5 0.6

Consuner prices % change period 343.8 626.7 19.7 25.1 20.7 26.5 29.5 25.1 30.5 6.2 3.1 2.0

REAL WAGES
Manufacture 1982=100 124.7 150.4 152.1 143.5 133.7 132.3 132.1 134.9 128.1 120.6 111.5 109.3

Construction 1982=100 146.0 178.5 159.3 139.7 133.0 132.3 127.0 128.6 12.8 113.7 110.7 108.5

Public sector 1982=100 94.9 106.6 %.8 93.4 88.7 85.1 81.4 82.3 77.3 77.8 70.6 69.2

EXCiANCE RATE
Official exchange rate % change period 377.3 545.7 20.5 25.1 20.6 26.3 29.4 32.4 40.2 8.8 0.0 0.0

Spread Parallel/official % 40.6 31.3 13.1 19.3 30.8 31.6 29.6 18.1 9.2 18.6 19.3 17.4

Spread official/parity % 11.3 2.5 10.0 13.2 14.8 13.2 12.9 13.8 16.9 25.7 23.0 21.0

TRADE
Exports Millions US$ 7836 8102 476 626 531 647 829 836 934 83) 740

inports Millions US$ 4504 4581 424 373 265 335 342 333 249 350 32

Trade balance Millions US$ 3332 3521 62 353 266 312 487 473 685 480 420

RELIC SECTOR
Revenues, real husands A$1982 9265 9520 734 6% 442 638 800 669 1331 1514 1477

Expenditures, real Thousands A$1982 22418 17412 1506 1263 1450 1312 2020 1623 1770 1566 1497 1451

Revenues/expenditures 41.3 48.9 55.5 58.1 48.0 33.7 31.6 49.3 27.4 85.0 101.1 101.8

Real Prices
Of State Products 1982=100 109.2 127.5 136.6 136.0 131.4 128.6 124.8 135.2 146.9 154.3 150.7 148.9

Of Petroleum 1982=100 121.5 152.5 160.9 160.8 155.1 151.7 145.1 158.4 171.5 18).0 175.8 173.7

MUEY AN) INIERESI
Monetary base, average Millions A$ 87 489 935 1142 1292 1391 1478 1356 1952 2795 3071 3286

Monetary base, average, real 1982=100 112.0 86.4 72.2 72.5 69.1 58.7 48.2 40.3 41.3 60.0 64.4 68.1

M2, average Millions A$ 84 505 1048 1276 1506 1781 2091 2605 3759 4817 4931 5190

M2, average, real 1982=100 75.1 62.8 58.8 58.8 58.0 53.4 59.2 57.1 60.3 75.9 78.9

Ian interest rates
regulated % per noth 12.6 15.6 19.0 23.0 20.0 22.0 28.0 32.0 17.2 5.0 5.0

Free % per nonth 18.7 18.8 33.2 25.2 22.9 25.5 27.4 31.1 18.8 7.2 5.5

Source:
(irrn Fmnww1a.



TABLE 16. SCUICS (F EXPANSION AND (U"IRACfION F 'DE bUEARY BASE
(Monthly Flas, in Millions of A$)

June July AIgust September October

I. External Sector 549 427 310 4
2. External Financing

To Covernnent -168 71 0 -7
3. Government Sector 303 11 0 1
4. Financial System 660 -85 720 282

e. posits in Special
Accounts -394 -39 -715 -217

0. Interest Equalization
Fund (CM) 266 93 143 147

7. Others -42 46 -37 -46

netary Base 1172 522 423 165
Currency 491 409 90 82
Deposits 681 112 333 83

3ource:
Carta Economica.
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second half of June; in early June the Central Bank deposited the equivalent

to 25% of the monetary base as of May 31, in the Treasury account at Banco de

la Nacion. Since then the Government has been able to finance the remaining

deficit with foreign credit. However, there has been some issue of money to

finance the cuasi-fiscal expenditures of the Central Bank (Table 16).

25. The Plan included a change in currency but there was no commitment

with respect to monetary policy, except for the non-financing of the deficit

of the public sector. The monetary base has increased as a result of both the

accumulation of reserves and of domestic credit (Table 16). By September the

monetary base, in real terms, had increased around 60% with respect to June,

but it still was about 20% lower than the average of 1984 (Table 15). Because

of the high, ex-post real interest rates since the Plan was implemented, there

has been some discussion about how restrictive the monetary policy should

be. The Government has been very reluctant to expand the monetary base to

meet an uncertain increase in the demand for it. In fact, the possibility of

low and stable real interest rates continues depending upon a sharp break in

inflationary expectations and upon a larger portfolio shift than the one that

took place in June and July.

26. A significant realignment in relative prices took place just before

June 14th. First, there was a devaluation of 15% over the preset value for

June 11th, but this devaluation was largely compensated by export taxes.

Second, prices of imports were also affected by an increase of 10 percent

points in the tariff. Third, as mentioned, the prices of petroleum and other

goods produced by State enterprises were adjusted before June 14th. Fourth,

the adjustment in nominal wages was to partly compensate for the inflation

between the previous adjustment and June 14th. The impact of these changes
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can be observed in Table 15: in July the official exchange rate was 10.5%

over the May value of the parity rate (25.7% over the 1970 value of this

rate); the prices set by State enterprises increased 14% in real value between

May and July; and real wages in manufacturing declined 10.5% between those two

months.

27. The realignment of relative prices was followed by a general freeze

of wages and prices. The exchange rate has been fixed at 0.801 australes per

dollar and the prices of petroleum and of other goods produced by State

enterprises have also been maintained at their new nominal values. Nominal

wages have remained constant, but there is evidence of some adjustment in the

private sector via salary advances and other mechanisms. The freeze has been

successful in reducing inflation from 27% per month in March-May to 2.3% per

month in August-October.

28. The great innovation of the Austral Plan was the depreciation of the

old money in terms of australes according to a preannounced daily schedule.

This "tablita" was to be applied to outstanding financial contracts in which

the nominal interest rate included an expected inflation, otherwise the

immediate and unanticipated cessation of inflation would have implied a large

redistribution of income from debtors to creditors. This redistribution would

have in turn threatened the general freeze of prices. The "tablita" was a

temporary mechanism and it has already lost any significance.

29. The immediate internal reaction to the Plan Austral was very

favorable, reflecting a consensus about the critical situation that the

country was facing. That reaction implied a portfolio shift -- a substitution

of domestic monetary assets for foreign currency and assets -- and a low cost

to enforce the price freeze. After July, that portfolio shift was not enough
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to quickly reduce real interest rates (Table 16). More recently, the

enforcement of the price freeze has become more difficult. By now

inflationary expectations are very mixed and it is not clear to what extent

the high nominal interest rates are due to persistence of these

expectations. The results of the recent congressional elections (November 3)

do not indicate any strong position either in favor or against the Plan

Austral.

30. Given the previous experience with stabilization programs, the

possibility of a collapse cannot be ignored. Even if the Argentine Government

did not reverse its fiscal policy, the program could collapse because:

(a) the freeze of wages and prices will become repressed inflation if

there is monetary expansion to finance the cuasi-fiscal expenditures

of the Central Bank;

(b) there is an urgent need for flexibility in the structure of relative

prices to accommodate real shocks, like the recent deterioration in

the terms of trade (the prices of the main grain exports have

declined around 25 percent between the 1984 average and the third

quarter of 1985).

(c) real interest rates are too high, at least ex-post, and may create

expectations that the Government will bail-out debtors; and

(d) the new structure of relative prices -- in particular, real wages --

has not been politically validated yet.

31. Another critical issue is the possibility of a reversal in fiscal

policy that may again imply a large deficit. The concern refers both to

revenues and to expenditures. The increase in revenues derived from export

and import taxes is substantial and therefore it is difficult to substitute
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new taxes for them. The level of export taxes was high even before the Plan.

In addition, the prices of petroleum and goods produced by State enterprises

may be appropriate to finance these enterprises, but they seem to be too high

to be politically sustainable and in some cases they may even be too high vis

a vis international prices. With respect to expenditures, the Government has

attempted to minimize the contraction by emphasizing that the Plan intended to

substitute other taxes for the inflation tax. However, there has been a

reduction in wages and in the benefits of the social security system that may

be unsustainable. The decline in the real value of wages and of those

benefits has been too large vis a vis the decline in the incomes of other

groups. Finally, the level of public investment will be very low in 1985 as a

result of a general cut in programs, but not of applying economic criteria.

32. In August the Argentine Government reached a new agreement with the

IMF and subsequently with bank creditors. This agreement implied a break in

the strategy followed by both the Argentine Government and the IMF. The new

program was largely designed by the Government, with targets consistent with

the Austral Plan and more severe than targets set in the short-lived agreement

of early June. The targets set for September were met and the probability of

satisfying the targets set for March 1986, is high. In addition, the IMF

endorsed the general freeze on wages and prices implemented by the Argentine

Government, even though it was contrary to recommendations usually made by the

IMF. The agreement with the IMF and the subsequent one with bank creditors

allowed the Argentine Government to eliminate foreign payments arrears and to

pay all remaining bridge loans. The agreements also rescheduled the foreign

debt and provided additional funds until July 1987. I do not have all the

information to appraise the burden of debt after the agreements.
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33. Since the end of 1982, Argentina had been attempting to implement

some stabilization program, but only last June the Government finally

abandoned gradualism. The social costs of gradualism compounded the costs of

economic mismanagement in 1980-82 without any significant, durable gain over

inflation. The loss of income has been very serious for some sectors, like

government employees and the beneficiaries of the social security system.

Unemployment has increased, even though the regulatory system has prevented a

much larger increase in open unemployment. Furthermore, the public sector has

lacked the capacity to provide relief to the poor. The new stabilization

program is likely to impose an additional burden to those that have suffered

more in the last five years (public employees, beneficiaries of the social

security system and the unemployed), while other low income groups may partly

compensate their loss of factor income with the elimination of the inflation

tax.

IV. CONCLUSIONS

34. Three major constraints on growth were identified in the previous

sections:

(a) the unsettled political system, which has continuously failed to

provide effective responses to changing economic conditions and which

has become a major source of economic inefficiency;

(b) the heavy debt burden inherited from economic mismanagement in 1980-

82; and

(c) the inflationary pressures derived from the expansion of the public

sector and from the struggle over income shares.



- 37 -

35. Those constraints have resulted in a low investment ratio and in a

very low marginal productivity of capital, and consequently in the prospect of

stagnation or even decline. Numerical exercises based on extrapolating recent

levels of investment and productivity are conclusive (see Appendix B).

Additional debt relief may facilitate an increase in investment, but given the

large holdings of foreign assets by Argentinians it can be argued that

additional debt relief is neither sufficient nor necessary for growth. Only

the settlement of the political system may create the incentives both for

repatriation of that capital and for a substantial recovery in productivity.

36. Immediately, the Argentine political system faces the challenge of

consolidating stabilization. Very strong fiscal and monetary commitments and

some truce over income shares are called for getting rid of the general freeze

of wages and prices without a revival of inflation. The strength of those

commitments and the viability of that truce will depend largely upon the

political compromise that the Government is able to achieve with other

parties, and first within its own party. Success in getting this compromise

will be an indicator that Argentina is starting to settle her political

system. In Appendix A, I analyze some details of this second stage of the

Austral Plan.

37. The burden of debt is already very heavy and additional foreign

credits would increase this burden without contributing to settle the

political system. Which is the probability that those funds will be used to

finance investment rather than consumption? Which is the probability that, if

the funds are invested, productivity will be positive? Will a politicized

private sector and an inefficient public sector behave differently? These
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questions have to be answered by reference to Argentine history, at least

until there is strong evidence of a significant change in the political

system.

38. Debt relief is badly needed just to maintain the 1985 level of

domestic expenditure and output, and if the terms of trade do not improve in

1986 that relief will have to increase with respect to its level of 1983-85

(around 3% of GDP). This relief, which is increasing the burden of debt

without enhancing the prospect of growth, should continue being conditional

upon a strong commitment to stabilization. Only if stabilization succeeded,

what would be indicating some progress in the settlement of the political

system, additional foreign credits would be needed to support the growth of

the private sector.
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APPENDIX A

SECOND STAGE OF THE "PLAN AUSTRAL"

As discussed in the text the success of the current stabilization

program is critical for economic growth. The results of the program in the

first five months have been satisfactory, but endurable stabilization calls

for institutional and policy reforms that will take some time to be designed

and implemented. For those results to become permanent, the Argentine

Government will have to commit itself to build a strong political support for

the reforms. The next four months will be critical to build this support and

therefore to secure the success of the Plan.

The second stage of the Austral Plan should aim at securing:

(a) a sharp break in inflationary expectations on the basis of strong

commitments to fiscal and monetary discipline in the short and in the

long-run; and

(b) an increasing degree of flexibility in relative prices and wages.

With respect to (a), it should be noted that the commitments of the first

stage were limited to 1985 (even though the agreement with the IMF is up to

March 1986) and that they were not enough to completely break inflationary

expectations. With respect to (b), the first stage of the Plan is based on a

general freeze of prices and wages that cannot be maintained indefinitely:
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there is already the need of getting rid of it to avoid later on a sharp brake

in prices that would create a new inflationary process (as has happened with

previous stabilization programs).

The objectives of the second stage call for:

(a) fiscal commitments on the 1986 budget and on guidelines for a large

reform of the public sector in the next, say, three years;

(b) monetary commitments on the issue of high-powered money and on

exchange rate management in 1986, as well as on guidelines for the

reform of the Central Bank after 1986; and

(c) an agreement on nominal wages for 1986 and a commitment on guidelines

to reform the collective bargaining process.

Commitments on guidelines for reforms that will have effects in the medium and

long-run are as much important as the specific policies for 1986. Credibility

in commitments and in policies will depend upon the political support that the

government is able to build and in some cases upon the mechanisms to monitor

government's compliance. The general freeze of prices should be abandoned

simultaneously with the announcements of these commitments and policies.

Fiscal, monetary and wage policies and institutions should be

considered in the design of the second stage of the stabilization program.

The main issues in each of these areas are identified below.

1. Fiscal Policy and Institutions

For 1986, the key issue is how to implement some changes in revenues

and expenditures, (a) without increasing total expenditures as a percent of

GDP and (b) while keeping the deficit of the public sector at the low level of

the second half of 1985. It is very difficult to identify those changes, but
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one cannot ignore that in 1985, some critical problems may have developed

within the public sector that demand adjustments in either revenues or

expenditures.

With respect to commitments for reforms, the analysis should

distinguish between government (including provinces and municipalities), the

social security system and state enterprises. The key issues are:

(a) How to limit the size of government (at least in the sense of

freezing its current size)?;

(b) How to reallocate resources within government? Any freeze of the

size of government should be accompanied by a significant

reallocation of resources among activities;

(c) How to reform the tax system, to avoid taxation of foreign trade

because of expediency and to minimize evasion?;

(d) How to finance sustainable real values of social security benefits?;

(e) How to secure efficiency in state enterprises? (Is privatization the

only alternative?); and

(f) How to limit the expansion of state enterprises?

2. Monetary Policy and Institutions

For 1986 the Government will have to choose between (a) limiting the

expansion of high-powered money to a preannounced amount and let the exchange

rate float, and (b) committing to expand high-powered money only at the same

rate as the accumulation of reserves while maintaining a fixed exchange

rate. This is a very difficult decision, but to break inflationary

expectations it is necessary to persuade the public that the monetary regime

has definitely changed.
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To support that perception, Central Bank reforms must be undertaken

and in 1986 the Government should provide guidelines for this reform. Given

the large monetary power granted to the Central Bank, reform can only mean

less power. The possibility of reducing the Central Bank to an Exchange

Board, as before its creation in 1935, will have to be considered.

3. Wage Policy and Institutions

In 1986, some increase in nominal wages will have to be granted and

the problem is how to negotiate an agreement with labor unions to minimize the

amount of that increase. In addition, it is important to give clear signals

that wages will no longer be set by government. As part of this the

Government will have to provide some guidelines for the reform of the

collective bargaining law as soon as politically possible.
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Appendix B

Output and Debt in Different Scenarios

In a recent paper, M.A. Broda and J.C. de Pablo ("Por los Carriles

Tradicionales, la Argentina esta Condenada al Estancamiento Absoluto por

Muchos Anos. Pero Hay Salidas," Seminarios Internos, Instituto Di Tella,

November 1985) have projected the path of output, consumption and debt in

different scenarios. Their main results are summarized in Table B-1. Two

assumptions are common to the three scenarios. First, the effective transfer

to the rest of the world, measured by the trade balance, is always 5.7% of GDP

at prices of 1970 (see Table 5 and paragraph 15 in the text). Second,

consumption is extrapolated from 1950-82 according to a regression on GDP, but

it is adjusted to take into account some arbitrary, minimum level.

Differences between the scenarios are indicated in the upper part of

Table B-1 and refer to additional external funds and to the value of the

marginal productivity of capital. In scenario C it is assumed that additional

funds in the form of direct foreign investment, so foreign debt does not

increase, are entirely allocated to investment in fixed capital. In scenario

A it is assumed that the marginal productivity of capital is equal to the

1951-84 average, but the declining trend over this period should be noted (see

Table 13). In scenarios B and C it is assumed that this productivity

increases 100 percent with respect to the 1951-84 average.



-44 -

The projections of output are derived directly from the assumed

increase in the stock of capital and from the assumed value of the marginal

productivity. The projections of consumption are obtained from a simple

regression for 1950-82, taking into account some minimum level. Finally, the

projections of foreign debt result from the difference between contractual

interest payments and the current dollar value of the effective transfer.

This difference varies with the interest rate applied to project those

payments and with the terms of trade used to calculate the current dollar

value of the trade balance.

From the results of Table B-1 it can be concluded that either an

increase of 100 percent in the marginal productivity of capital with respect

to the 1951-84 average, or a large increase in investment (around 3% of GDP)

are required to secure a low rate of output growth of around 3% per year (1.4%

in output per capita). This growth rate would be similar to the 1900-80 rate

(see Table 1). However, both conditions represent major challenges. The

marginal productivity of capital has been declining in the last 35 years and

an increase in investment of around 3% of GDP will call for a significant

change in prospects, so either a repatriation of capital or direct foreign

investment finance that increase. For a substantial increase in the growth

rate of output, an extraordinary increase in investment will be required in

addition to some increase in the marginal productivity of capital (scenario C

in Table B-1).

In the lower part of Table B-1 some projections of total foreign

debt are included. For each scenario there are three cases, so the

implications of different interest rates and of different terms of trade can

be assessed. The rate of 11.1% per year is the implicit interest paid by
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Argentina in 1984 and "no change" in the terms of trade implies that the value

of 1984 is maintained over the next ten years. In other projections it is

assumed that the interest rate declined from 11.1% to 10% in 1986, 9% in 1987,

and 8% in 1988 and the following years. Also, in other projections it is

assumed that the terms of trade deteriorate at the rate of 4% per year, which

means that import prices increase at 4% and export prices remain constant in

nominal value.

The projections of foreign debt in Table B-1 are at current prices

and even in the worst case (that is, case 4 in scenario A) debt in relation to

GDP would decline from 0.64 in 1985 to 0.55 in 1994. However, only if

interest rates declined to 8% and the terms of trade remained in their 1984

value (case 1), the nominal value of total debt would decline in all the three

scenarios. In case 1, the effective transfer would increase at a rate equal

to the growth rate of total output compounded by the increase in nominal

prices (4% per year) and so eventually would be larger than interest payments,

which in turn would decline as a result of a lower interest rate. It should

be noted that the terms of trade deteriorated in 1985, an estimated 8% with

respect to 1984, and that the implicit interest rate has been around 11%.



TABLE B1 - ARGENTINA. PROJECTIONS OF OUTPUT AND DEBT
IN DIFFERENT SCENARIOS

UNIT A B C

ASSUMPTIONS
Direct Foreign Investment Millions US$ 0 0 5,000
MarginalProductivity of Capital Per A$ 0.1219 0.2438 0.2438

RESULTS (Annual Average)
Output, Total % Change 1.00 3.07 8.20

Per Capita % Change -0.65 1.40 6.44
Consumption, Total % Change 1.03 2.30 7.16

Per Capita % Change -0.62 0.63 5.42

TOTAL FOREIGN DEBT
1985 Millions US$ 50,239 50,239 50,239
Case 1: IR=8.0%; TT= No Change
1990 52,765 51,980 48,323
1994 48,172 43,885 26,918
Case 2: IR=8.0%; TT= -4%
1990 54,447 53,751 50,502
1994 55,412 52,000 38,375
Case ): IR=11.1%; TT= No Change
1990 57,902 57,109 53,414
1994 62,520 58,077 40,405
Case 4: IR=11.1%; TT= -4%
1990 59,603 58,900 55,615
1994 70,081 66,533 52,293

Source:
M.A. Broda and J.C. de Palbo < Por los Carriles Tradicionales la Argentina Esta Condenada alEstancamiento Absoluto por Muchos Anos. Pero Hay Salidas > , Serie Seminarios, Instituto Torcuato DiTeil, November 1985.
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Baker Initiative Paper: Argentina

1. Economic Performance in Recent Years

Argentina in most of this century has suffered more than most

countries from a poor political milieu and inappropriate economic

management. In Table 1.1 recent data suggest the roller-coaster nature of

selected economic aggregates.

-- During the period 1979-82 Argentina suffered external shocks

equivalent to 4 percent of GNP. These were due primarily to deterioration

in terms of trade and a rapid increase in interest rate. The policy

response was primarily to resort to additional net external financing.

This was accompanied by some contraction of economic activity. This effort

was more than offset by deterioration in export promotion and a rapid

increase in imports ("import promotion").

Tabel 1.2: External Shocks

External Shock Policy Response

% of GNP As a percentage of GNP

Add Net Import Macro
External Export Substi- Policy

Average 1979-82 Financing Promotion tution Effects

4.0 6.5 -1.5 -2 1

These external shocks and the poor policy response were further

compounded by the Malvinas war and the concomitant political instability so

that eventually the economy was left in tatters.
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Table 1.1: Historic Data

1978 1979 1980 1981 1982 1983 1984 1985*

Real GDP Growth Rate Per Annum -3.4 6.7 0.7 -6.2 -5.2 3.1 2.0 -1.0
Debt to Export Ratio 1' 1.62 1.98 2.52 3.09 4.58 4.84 4.91 5.0
Interest Paynnts to Export
Ratio (%) 18.38 22.92 24.18 17.17 25.55 45.35 39.71

Total Debt to GNP 3/ 0.19 0.18 0.18 0.30 0.67 0.71 0.69 0.70
Interest Paymnt to NP (%) -4 2.18 2.06 1.73 1.70 3.76 6.36 5.59

Debt Service Ratio (%) 5/ 45.54 52.57 48.27 34.62 39.41 58.06 47.17

Capital Fligth (cumulative)
(US$ Millions) 

25000
Terms of Trade 78.3 82.9 93.8 106.7 92./4 88.3 93.0 89.3
Growth Rates of Imports -4.9 45.4 45.4 0.4 -41.2 -2.4 1.5 -10.0and Exports 12.2 -3.0 -4.9 5.9 -2.4 11.5 -1.2 4.6

Current Account Balance
(US$ Millions) 1833 -537 -4767 -4714 -2357 -2461 -2492 -1700

1/ Total debt including short-term/exports goods and NFS
2/ Interest payments in MLT/EGNFS
3/ Total debt including short-term/VcP
4/ Interest payments on M&LT/GNP
5/ Debt service on M&LT debt/exports goods and NFS
* Estimate

2 2 4 /BakerInit/FDMcCarthy/ml/11/18/85



The Alfonsin democratic government took office in 1983. They

faced a difficult political situation following the recent military

adventures together with an economy in disarray. Inflation was running at

close to 20 percent per month, the fiscal deficit was about 16 percent of

GDP, while the external debt was in excess of US$45 billion (Debt

70 percent of GDP, interest payments 9 percent of GDP). Most social groups

greeted the democratic government with strong expectations for improvement

in their living standard after a period of economic stagnation.

The Government first sought to address the situation with a

gradualist approach. There was a modest gain in real output. However, in

order to finance a seemingly chronic public sector deficit, the Government

was obliged to resort to domestic sources. This in turn produced a steady

increase in inflation.

2. Economic Policy in 1985

As economic activity seemed to be perilously close to complete

chaos, the Goverment changed gears and moved to shock treatment in midJune

1965. President Alfonsin staked his reputation on the Austral Plan. The

main features were:

2.1 Austral Plan

- Temporary wage-price controls. A number of critical prices were

adjusted in advance. These included various public sector prices

and a sharp devaluation to ensure a large surplus in the trade

balance.
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- The budget deficit was reduced significantly by increased tax

revenues and lower Government expenditures.

- A monetary reform to defuse the possibility of large transfers

from debtors to creditors on outstanding contracts. This would

result as real interest rates could surge under falling inflation

rates. A new currency, the Austral, was introduced pegged to the

US dollar (0.8 Austral = US$1).

2.2 Results to Date

The program has now been in operation over four months and the

results to date have been quite spectacular. Some indicators are given in

Table 2.1.

- Inflation: Monthly inflation has falled from 30 percent in May to

1.9 percent in October.

- Budget Deficit: Budget deficit was 12 percent of GDP in 1984 and

is on track to fall to 2 percent for the last six months of 1985.
- Interest Rates: Nominal rates have fallen dramatically but real

rates are still high estimated at 4.2 percent during October.

Perhaps even more important is the political impact of the plan.

Opinion polls suggest overwhelming support. In the elections of

November 3, President Alfonsin's party made strong gains in some

provinces. However, their share of the overall vote fell to 44 percent

from 48 percent, suggesting that economic progress is required if the

current political support is to be sustained. In essence, this means that

growth and real wages must soon achieve forward momentum while ensuring

that achievements on the inflation front are consolidated. The official

unemployment figures tend to be low in Argentina because of the

2 2 4/BakerInit/FDMcCarthy/ml/11/18/85



Table 2.1: Selected Macroeconcmic Indicators

1962 1963 1984 1985

I II III M J J A S 0

Real GDP 89 92 9 95

Industrial Prod. 0 88 91 5 83 89 85 79 77 81 84

Real Wage 80 100 12D 136 131 112 138 123 115 112 109

Open Urban Unemploy-
ment (percent) 4.7 4.0 3.8

Parallel $ Premium 61 41 31 27 19 19 18 8 18 19 19 15.5
Percent above Offical Rate

Budget Deficit 12 11 11 12.5 2.0*

Inflation 187 380 659 25 31 6 3 2 1.9

Real Interest Rate 0.2 3.1 1.1 1.7 -5.4 5.7 2.6 -14.8 5.8 5.2 6.0 4.2

Real Effective Exchange
Rate (198D-8=100) 75.9 71.2 79.9 76.7 75.6 68.1 67.1 67.8

*Target

Notes: Real GDP, Index 19E0=100; Ind. Production, 198D=100; Real Wage, Index 1983=10C); Real Monetary
Base, Index 19E3=100; Parallel Dollar Premium, percent of Official Rate; Budget Defit, including
Central Bank, percent of GDP; Inflation Rate of the CPI, annual rate except for 1985 where monthly rate
is given; Real Effective Interest Rate, percent per month, using WPI as deflator.

See Dornbusch/ brgan Guarantee



particularly institutional arrangements in that country so that the

pecipitous fall in the real wage is a better indicator of the burden of the

adjustment program on some groups.

3. Major Problems and Policies Needed

In this section a number of major problems are identified. Given

the recent (and not so recent) history of Argentina one cannot

overemphasize the political dimension in designing a viable economic policy

package. It is essential that the current fragile political concensus be

strenthened'quickly. In economic terms this includes the need to resume

growth without the destabilizing effect of inflation. This in turn

requires a judicious blend of fiscal, monetary and price (exchange rate)

policy. These policies should be pursued in a pragmatic maaner such as has

been shown in the application of wage-price controls since June. Thus as

monetary policy is moved to an expansionary mode to provide adequate 2

liquidity for growth inflationary signals must be acted on promptly and

policies modified rapidly.

A broad outline of macro policy is now suggested. Details at the

sectoral level are given in Annex 2. There is no cut and dried optimal

policy package. Accordingly these policies may be modified to suit the

political milieu and the current and prospective institutional reality.

Accordingly they derive from and expand on recent policy initiatives which

seem to be quite well designed to meet short-term needs and even more

important have some political feasibility.

3.1 Fiscal Policy

Budget Deficit: The dramatic improvement in the budget deficit

was achieved by (a) increasing public sector prices and a sharp one-time



increase in real tax revenues due to fall in inflation; (b) introduction of

emergency taxes on exports and imports; (c) reduction of expenditures

including a 30 percent cut in real wage. In order to improve exports

performance and productivity these emergency export taxes must be removed

while taxes and non-tariff barriers on imports must be rationalized.

In the short term much of the s ortfall will be taken up by the

Agriculture Loan (World Bank). This will provide room to introduce broad

based taxes such as a wealth/land based tax. At the same time,

administrative reform of other revenue sources, such as value-added tax,

income and social security must proceed.

3.2 Monetary Policy

During the high inflation period preceding the June 1985

initiative the monetary base shrunk to 1 percent of GDP, thus removing the

possibility of a viable source of financing. Since the June plan this has

increased by about 100 percent. However, to avoid any deterioration in

inflationary expectations this growth must be kept under tight control.

The real annual interest rate is still (October) around 40

percent. This in turn is a major deterrent to productive investment.

The dilemma is that the Government must avoid any deficit

financing by resorting to the printing presa-.' However, if credit is too

tight real interest rates will remain hig. Most government financing will

ha-t-be--don'b-ymfionetizing capital inflows. As the program gains

increasing credibility some of the other factors keeping real interest

rates high may recede. These include: general confidence in the system

which though improving is still not high enough to trigger major investment

expenditures by the private sector: current banking costs are



estimated at 2 percent per month; the anticipated financial sector reform

should reduce this to 0.5 percent. If real interest rates do not fall soon

(and realistically one cannot count on it) then some vehicle must be

provided to channel investment funds to the private sector at lower rates.

3.3 Prices/Exchange Rate/Wages

Wage-price controls are not accompanied by a major

institutional/bureaucratic network and this should facilitate their

removal. However, there is still the difficulty of avoiding a wage/price

spiral. The sharp devaluation (18 percent) which preceded the June 14 plan

provided some cushion but M nrther measures are needeyd; Rationalization of

the import regime could help while a trade loan (WordBank) would ase-the-

transition for the industrial sector from its privileged import subtituting

status. Hopefully, this will avoid the excesses of the Martinez de Hoz

"import promotion" period. Much of the "danger" of a fixed exchange rate

has been reduced by the adoption of a pragmatic price/ini66mes policy. This

provides an excellent countervailing instrument to any destabilizing price

increases.

Much of the potential inflation can be avoided if real wages are

contained, however, this will also pose political difficulties. Here

productivity growth is needed. (. + s

In summary, what is needed is higher growth financed by monitizing

external capital flows. This should be done while continuing with low

budget deficits and concomitant low inflation rates. This can be

facilitated by a number of positive trends in certain key areas.
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3.4 Polic )Summary

Domestic

1. Improved fiscal performance to maintain total revenues at around

25 percent of GDP and overall deficits of less than 2 percent of

GDP.

2. Lower domestic real interest rates-these must be reduced to less

than 15 percent real (annual). Possible financinal sector reform

will help but may not be fast acting enough so that alternative

arrangement is needed for transition period.

3. Increased productivity. The historic record suggests that

Argentina can achieve 3 percent annual productivity growth

(compared to -0.5 percent over 1981-84).

External

1. Higher export levels--Ideally this can be achieved with better

access to OECD markets and improved terms of trade, but should be

accompanied by reduced export taxes) an attractive real exchange

rate )and generally stronger incentives.

2. Improved capital flows. This would require higher volume of net

transfers, preferably at lower costs. This is connected

intimately to the medium term development strateg . In recent

years Argentina has had gross domestic saving about 18 percent of

GDP. However, net factor service income currently requires around

8 percent of GDP. Thus the medium term growth prospects could be

improved either by increasing domestic savings substantially or

reducing the factor service payments. In the current political

situation it is extremely unlikely that domestic saving could be

2 2 4/BakerInit/FDMcCarthy/ml/11/18/85



increased by more than two or three percent as the resulting short

term economic contraction might prove to be untenable. Whether factor

service payments could be reduced is also a largely political

question. New money for increased imports might produce a similar

effect since it would be largely fungible and might be more

politically acceptable. The high case scenario in the next section

can be also interpreted in this manner. In the medium term one can

expect a resumption of direct investment flows and a reversion of at

least some of the estimated US$25 billion of capital flight.

We now proceed to quantify some of these paramenters and indicate

some of the orders of magnitude involved.

4. Projections

This section presents two projections (1985-95). The base case

represents the best estimate of economic aggregates under the current

policy milieu. A high case alternative is then discussed.

- Base Case

There are two sets of assumptions underlying the base case

relating to the external (world) and domestic economic. The

external assumptions are given in Table 4.1. Note in particular

the OECD growth rate is expected to be slightly over 3 percent

annual.

Domestic assumptions are summarized in Table 4.2. The principal

assumption is, that the stable political situation should be

reinforced so that the policy initiatives of June can be

maintained.



- Results -- Base Case

The results are summarized in Table 4.3. The GDP annual growth

rate goes from 2.7 in 1986 to reach a sustainable level of 3.5 in

1990. Continuation of the Austral plan policies locks in the

improved public sector performance. Improved collection of value

added, income and social security, and a broad based land tax

should help to offset removal of emergency trade tariffs, and

keep public revenues around 24 percent of GDP. Factor payments

as a share of GDP would show a slight fall, helping to

accommodate a modest rise in public investment share so that the

overall public sector deficit would remain close to -2 percent.

This is essential to sustain the recent strong performance in

controlling inflation. On the external side an yen keel policy

in exchange rates, together with a three percent OECD growth and

continuing success in extra OECD markets would enable exports to

increase to US$14.1 billion (current US$) by 1990. This would

help reduce the current account balance to US$-0.5 billion by

1990. Total debt outstanding would rise by US$2.5 billion over

the period, while the debt service ratio (DS/XGS) would improve

from 85 percent in 1986 to 65 percent in 1990. Estimate of the

financing needs are given in Annex 2.

High Case/Growth Scenario

The high case scenarios assumptions are summarized in Table 4.2.

The conceptual framework may be outlined as follows. Prospects

for sustained higher growth levels together with improved

financial resources available to cope with external debt burden



requires a stronger erport performance. Some improvement may be

expected from wheat exports, particularly in non-OECD markets but the

major improvement will eventually have to come from manufactured

exports. These in turn will require easier access to imports as

industry is upgraded. This high case seeks to model the stylized

facts by introducing a strong boost for imports in 1986 and then

falling to historic import elasticity levels by 1988 and onwards.

This new money for higher import levels may be also interpreted as

providing funds to offset some of the factor service burden and

through this avenue releasing additional resources for investment.

This interpretation may be seen by noting the identity (simplified)

Current balance = exports - imports - factQZservice payments

= net capital'needs

For a given current balance or equivalenly a given net capital

availability any increase in factor service payments must be

offset by reduced imports. Similarly imports may be increased

either by lower factor service payments or increased net capital

availability. This in turn can lead to higher exports in the

medium term. Estimates suggest that the elasticity of GDP with

respect tci total tapital stock is about 0.3. Consequenty well

directed investment can be quite rewarding in the medium term.

In the short run this will induce deterioration in the current

balance. The debt figures will also get worse during this



readjustment as the shortfall cannot be offset by monetary emission.

Otherwise the inflation cycle will be reactivated. This in turn

requires new money to effect the transition.

The results are summarized in Table 4.4. Because of larger import

levels GDPMP growth would initially be a little lower in 1986 than in the

base case, but by 1990 would move to higher level over 6 percent annual.

This in turn should help realize some of the heretofore unfulfilled

expectations. The public sector accounts would still be held to current

levels.

The current account balance would show some deterioration in 1986

compared with the base case, but by 1990 would have recovered to the

anticipated level of the base case. Debt service requirements would

increase but the DS/XGS ratio would vary little because of higher export

levels. The high case would require additional financing of about US$640

million net in 1986, rising to US$742 million net (US$991 million gross) in

1990. This additional flow would then be reduced rapidly if exports (net

of imports) continued to show improvement.
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Table 4.1 Assumption--External (Central Case)--------------------------------------------------------------------------------------------------------------

1970-80a/ 1981 1983 1985 1986 1987 1988 1989 1990 85-90 90-95 85-95

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

Percentage Change per year
----------------------

GDP Growth in Industrial
Countries (Real) 3.2 1.6 2.3 2.7 2.7 3.3 3.1 3.1 3.2 3.1 3.4 3.2Eurpe 2.9 0 1.0 1.9 2.3 2.4 2.5 2.6 2.7 25 2.9 2.7As ia 4.6 3.9 2.8 4.8 3.8 4.0 3.9 3.9 4.0 3.9 4.2 2.7

North America 263. 9 4.2 4.1Nrh meca3.1 2.6 3.5 2.6 2.6 3.9 3.4 3.3 3.3 3.3 3.5 3.4

US$ GDP Deflator for
Industrial countries 10.1 -1.6 0.2 1.0 8.0 8.1 8.7 8.6 8.3 8.3 4.5 6.4

National Currency GDP Deflator
for Industrial Countries 7.8 6.9 4.0 3.3 3.4 3.6 3.9 4.0 4.3 3.8 5.0 4.4

MUV Index (in US$) 12.3 0.5 -1.2 -0.5 7.0 7.0 7.5 7.7 7.6 7.4 4.5 5.9
Exchange Rate b/ 3.2 -10.8 -3.6 -2.5 4.0 3.6 3 7 3.1 3.3 3.5 0 1.8
GDP Deflator for the U.S. 6.9 9.2 3.8 3.5 4.0 4.5 5.0 5.5 5.0 4 8 4.5 4 6

Non-oil Commodity
Prices (Nominal) 12.3 -12.0 7.3 -9.1 2.9 9.0 9.0 9 1 9.3 7.8 5,1 C, 4
Non-oil Commodity
Prices (Real) c/ 0 -12.5 8.6 -8.6 -3.9 1.8 1.3 1 4 1.6 0 4 0.6 0 5
Oil Prices (Nominal) 36.8 12.5 -12.3 -3.5 -3.3 5.2 5.2 5.3 5.0 3 4 8.6 6.0
Oil Prices (Real) c/ 22.1 11.9 -11.3 -3.0 -9.7 -1.7 -2.1 -2.2 -2.4 -3.7 4.0 0.1

Average Annual Rate

US Nominal Interest
Rate d/ 8.6 16.6 9.8 9.0 9.0 9.0 9.0 9.0 8.5 8.9 8.0 8.5

US Real Interest
Rate e/ 1.7 7.4 6.0 5.5 5.0 4.5 4.0 3.5 3.5 4.1 3.5 3.8-------------------------------------------------------------------------------------------------------------------------------------

a/ Aerage rates for the period 1970-80 were calculated using geometric averages.b/ Tl-e rate of change of the US$ GOP Deflator minus the rate of change of the US GDP Deflator. Tis represents
the change in the real dollar exchange rate relative to all industrial countries currencies.

c/ Deflated by the MUV Index (= Unit Value Index of manufactured exports from industrial to developing countries
d/ Six-month dollar LIBOR. Owing to the lack of historical data, the 1970-80 average uses three-month dollar LIBOR.
e/ The US nominal interest rate minus the rate of change of the US GOP deflator
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Table 4.2: Selected Assumptions - Domestic

Annual Growth Rates
1986 1987 1988 1989 1990

Base Case

Government Consumption 0.5 0.5 0.5 0.5 0.5

Private Investment 374 6.0 8.0 8.0 8.0

Government Investment 4.0 5.0 7.0 7.0 7.0

Exports
Wheat 5.0 5.0 5.0 5.0 5.0Manufacturing 5.0 5.0 5.0 5.0 4.5

Imports
Inter. Goods Elasticity 1.0 1.0 1.0 1.0 1.0

High Case

Government Consumption 1.5 1.5 1.5 1.5 2.0

Private Investment 37401/ 7.0 9.0 9.0 9.0

Government Investment 5.0 7.0 9.0 9.0 9.0

Exports
Wheat 6.0 6.0 6.0 7.0 7.0Manufacturing 5.0 5.5 9.0 9.0 9.0

Imports
Inter. Goods Elasticity 2 1.5 1.0 1.0 1.0

_/ Private Investment level equal to 1984 level.

2/ Imports restored to 1984 level.

2 2 4/BakerInit/FDMcCarthy/ml/lI/18/85
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Table 4.3: Base Case--Results

1986 1990

GDPMP--Annual Growth Rate Real 2.7 3.5

GNP Per Capita (US$ 1983) $2220 $2440

Government Revenue (% GDP) 24.0 23.3Government Investment (% GDP) 6.5 7.4Government Deficit (% GDP) -2.5 -1.9

US$ current Billions
Exports 9.2 14.1
Current Balance -1.5 -0.5
Debt Outstanding and Disbursed 51.1 53.6

DS/XGS percent 
85 65

Table 4.4: High Case--Results

1986 1990

GDPMP--Growth Rate 2.3 6.3

GNP Per Capita (US$ 1983) $2207 $2602

Government Revenue (% GDP) 24.1 23.4Government Investment (% GDP) 6.6 7.5Government Deficit (% GDP) L' -2.4 -2.0

US$ Current Billions
Exports 9.2 15.4
Current Balance -2.2 -0.8
Debt Outstanding and Disbursed 51.9 55.2

DS/XGS percent 85 63

Additional Financing Needs
Above the Base Case
US$ Current Millions
Gross 

640 991Net (of interest) 640 516

1/ Overall deficit of the non-financial public sector.

22 4 /BakerInit/FDMcCarthy/ml/11/18/85



5. Conclusions

In this section we summarize some of the main features.

What is needed--Base Case.

1. Continuation of stable socio-political environment in order to

sustain the Austral plan initiative.

2. External: OECD annual growth rates of 3 percent real, interest

rates to remain at current levels or fall.

3. Domestic: Public sector deficit must remain at current levels

close to zero and for the interim any deficits should be financed

by monetizing external capital flows. As inflationary

expectations are reduced, the Government might be able to move

towards a more expansionary monetary policy to reduce real

interest rates. This will have to be done on a gradual

testand-see basis.) This combined with adequate imports of capital

and ritical intermedi)ate imports should facilitate growth.

Alternately, reduced factor service payments could be used to free

up resources for investment. Each percentage point reduction in

interest charges would help increase investment by 0.6 percent of

GDP.

4. Price/Wages/Exchange Rate: The' current pragmatic approach t9

wage/price controls should continue, especially as a more

expansionary monetary policy is introduced. This will be coupled

with a reform of the banking system to reduce real interest

rates. Wage increases should be linked to productivity



increases. These in turn will come from improved sectoral policies

(see Appendix 2 for details) and easier access to critial inputs.

5. Capital flows: The net capital flows required for the base case

scenario are US$1.53 billion in 1986. This would drop to US$0.49

billion in 1990.

What is needed--High Case.

1. In order to stimulate exports one needs to provide further

incentives. Thes culd include export insurance__ r

exchange markets. In addition, thought toonffiight give some togtt

strengthening the export promotion institutions. In Argentina the

production activities are much stronger than the marketing in a

number of sub-sectors, and in such areas a specialized marketing

operation, possibly trading houses, be neded, as part of

overall improvement in the commercial policy. This can be helped

by providing sufficient funds for working capital and adequate

financing to cover the intervening period between production and

export receipts.

2. Investment levels should be increasad-by providing increased

credit at lower interest-rates and focusing on those areas with

high anticipated rates of return. This would include the energy

and telecommunications sectors which could strengthen both public

sector finances and infrastructure for the private sector. This

might require substantial lending to the private sector with

obvious implications for IBRD/IFC operations and also perhaps



needing some sterilized intervention to avoid overheating of the

economy.

3. Capital flows: There is also the possibility tha'tdirect

investment flows may resume at higher levels. One has to seek

measures to avoid the destabilizing effect of short terkq parking.

It is possible that longer term capital flows might be stimulated

by appropriate incentives/gurantees. The net capital flows

required will exceed the base case by US$640 milion in 1986. This

net excess would be US$516 million in 1990.

4. Currently Argentina is under an IMF program (up to March 1986).

It is the only major debtor country currently in compliance with

an IMF program and also eligible for IBRD loans. This program

places stringent limits on a number of macro variables. The

scenarios in the study are in line with IMF public sector

policies. However, IMF monetary guidelines may cause some

problems if growth is to be resumed. It will also require some

easing of IMF constraints on new external financing possibly

before the end of program period in March 1986.
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Policy Objectives in Relation to the Bank's Lending Strategy

The Government has articulated a strategy to restore the

Argentine economy to a growth path. In connection with short term

stabilization policy, on June 15, 1985, it launched a severe adjustment

program, based on a temporary wage and price freeze accompanied by a

drastic reduction in the fiscal deficit from 12.5% of GDP during the first

half of 1985 to 2% of GDP in the last quarter of the year. Besides, the

Government committed itself to stop issuing money to finance the fiscal

deficit. At the same time it adopted a novel and ingenious disinflation

scheme to neutralize the distributional effects of a sudden--and largely

unanticipated--decline in the inflation rate. The immediate results of

this program were excellent; the inflation rate, that had hovered around

30-35% per month during the second quarter of 1985, declined abruptly to

around 2% per month in September-October.

The success of the stabilization program does not imply, however,

that the short term adjustment effort is over. Many economically difficult

and politically sensitive issues still have to be solved, the most

important of which are how to get out of the temporary wage and price

freeze without triggering a new inflationary spiral, and how to reduce

public expenditures without resorting to massive layoffs. As a resul.,

demand management policies will continue being tight for some tie. In

this respect, an IMF program is in effect, and the Government has been

complying with its targets. The Government's task is facilitated

considerably by the fact that the vast majority of the population is

solidly behind the austere economic program.
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The Government also has outlined the components of a medium term

strategy to resume economic growth while complying with debt servicing

requirements. The strategy, that has been dubbed "positive adjustment", is

based on two pivots: the rapid growth of private investment and exports.

Rapid growth of private investment is needed to restore and

expand the country's productive capacity, badly battered by many years of

economic mismanagement and swiftly changing economic policies. In this

respect, in a dramatic reversal of past economic policies, and surmounting

strong internal dissent, the Alfonsin administration wishes to make the

private sector the main engine of growth, and is in the process of defining

an expanded role for it, as well as clearer rules of the game, including a

program to privatize publicly-owned enterprises.

There are two main obstacles to the recovery of private

investment in Argentina. First, an appropriate business confidence climate

is still lacking, for the very same reasons identified in the preceding

- paragraph. There is, of course, no simple solution for lack of confidence

produced by decades of economic mismanagement; the best answer will be

found in the soundness and stability of the Government's own economic

program. Second, the extremely high level of real (lending) interest

rates, caused by an overextended financial system founded on unduly high

intermediation spreads, makes investment in fixed assets a relatively

unattractive proposition. The Government will address this issue creating

incentives for an orderly reduction in the number of financial institutions

in Argentina as part of an institutional reform package that would also

seek to make the system more competitive; the restructuring of the
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financial sector would be supported by two proposed financial sector

loans. Besides, there are specific issues pertaining to the level and

structure of incentives for private sector inaeotment that would be

addressed under several sector loans proposed in this document.

On the production side, output and export growth would mainly

originate in three sectors: agriculture, manufacturing, and energy. In

addition to the macroeconomic considerations outlined above, setting these

sectors in export oriented growth paths will require substantial

adjustments in policies. 4 ~ ~ i~

Agriculture has been recognized as a sector in which Argentina

has comparative advantage and a largely unrealized export potential,

especially in grains and cereals. In addition, Argentina's agricultural

ector could provide a solid foundation for an export oriented

agroindustries subsector. The development of Argentina's agricultural

output and exports has been hampered by unfavorable output/input prices

that led to underutilization of fertilizers and agrochemicals and

correspondingly low product yields. Unfavorable output/input prices, in

turn, have been the result of export taxes (imposed by fiscal expediency

considerations) and of protection for local producers of certain inputs.

The Government plans to address these policy issues through the gradual

phase-out of taxes on exports of agricultural products and of taxes on

imports of agricultural inputs. The loss of fiscal revenue will be

compensated by the introduction of a production-neutral tax on land. These

reforms would be supported through two proposed agricultural sector loans.
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Manufacturing also offers good prospects for export oriented

output growth, with attendant foreign exchange earnings and employment

creation. The main issue is how to redress the strong anti-export bias

built onto the complex systems of tariff and non-tariff protection

prevailing in Argentina. In this connection, one must remember that

Argentina's manufacturing sector is still badly shattered by the

unfortunate import liberalization experience of 1976-1981 (incoherently,,

adopted concurrently with a revaluation of the domestic currency).

Therefore, the proposed program of policy reforms focuses on achieving

neutral status for export industries through the adoption of a flexible

temporary admission regime for imported inputs. At the same time, import

licensing requirements will be significantly eased up, )and export

procedures will bie simplified. "Tariff reform would be limited to reducing

tariff dispersion in its first stage. These reforms would be supported

through two proposed trade policy loans.

Energy has been recognized as Argentina's "new frontier" after

significant discoveries of natural gas deposits in the last decade. This

expanded resource base could support significant exports of gas products

and, to the extent that gas substitutes for oil in domestic consumption,

petroleum products also. The Government wishes to make energy production

one of the leading sectors in Argentine economic recovery because it could

make a significant contribution to ease the balance of payments

constraint. But this will call for important policy reforms, including the

definition of an expanded role for the private sector, rationalizing the

pricing and taxation systems, streamlining the public enterprises operating

in the sector, and stepping up energy conservation efforts. These policy

reforms would be supported through an energy sector loan.
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Finally, reforms of public enterprises in the transport sector

are also crucial components of Argentina's development strategy. The

reforms are related to the Government's global adjustment efforts because

these enterprises are an important drain on the Treasury's financial

resources on account of their operating deficits and their investment

programs; but, additionally, because their efficiency has an important

bearing on the profitability of export oriented domestic productions (i.e.

ports, railways). The proposed program of reforms would include

rationalizing medium term investment programs, improving decision and

monitoring mechanisms, reducing investment requirements through increased

private sector participation, and deregulating and privatizing certain

sector activities. These policy reforms would be supported through two

transport sector loans.

During the last decade, a marked deterioration in Argentina's

educational system has become apparent. The reduction in the resources

made available to the sector resulted in the decay of its infrastructure as

well as in a decline in teachers' real salaries that led many of them into

other activities. As a result, the quality of the outputs turned out by

Argentina's educational system is no longer what it used to be two or three

decades ago. This situation compounds the problem created by the

emigration of Argentine professionals and technicians to an extent that,

some analysts feel, it may no longer be accurate to characterize Argentina

as a country "rich in human resources". At least not as much as it used to

be. At this point it would be premature to propose a lending operation in

education, both because our knowledge of the sector is limited and because

the Government is not likely to have the financial leeway to undertake a

major effort in this sector for some time to come. Nevertheless, it would
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make sense to start the groundwork for a possible lending operation in the

medium term. In this connection, a sector review might be an effective --

though deliberately unhurried -- way of reopening the sector dialogue with

the Government.

Profound, as well as deeply entrenched, are the problems that

have beset Argentina for so many years. The development strategy and

attendant policy reform programs outlined in the preceding paragraphs

constitute a consistent and formidable package. In the process of refining

and implementing its program, the Government of Argentina is likely to

encounter resistance by various political and social groups. What follows

is a capsule analysis of the main problem areas.

Privatization efforts in all sectors are likely to be resisted,

even by some groups within the ruling Radical Party. Mild e tatism has

been a component of this party's old ideological baggage, and it still

shows, especially in some of the older leaders. President Alfonsin,

however, has shown that he is determined to lead the way in this respect
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and is having a deep impact on some of the younger leaders in his party.

Resistance to privatization is likely to diminish as the Government

progresses down this road and the process yields its expected benefits

Financial sector reform is likely to be resisted by the owners

and managers of those financial institutions that are least likely to

survive. Since restructuring will unavoidably imply the closing down of

some institutions and branches, it must be expected that at several points

in time the bank employees' union will agitate to defend its members'

jobs. Pressure will be applied on the Government to absorb the redundant

employees and--of-course--the Government will not be in a position to

oblige. Social unrest and turmoil will probably be a permanent feature

surrounding this sector for some time.

The reform of agricultural sector policies will be supported by

the most progressive agricultural producers and criticized by the most

conservative, that are dead set against a land tax. Within the Government,

the Secretary of the Treasury is justifiable uneasy about the elimination

of taxes that are very easy to collect (export taxes) and their replacement

by a new tax that may prove harder to collect (the land tax), and whose

yield is to some extent indeterminate, at a time of great fiscal

astringency.

Last but not least, trade policy reform is an extremely sensitive

area. As mentioned before, the previous import liberalization attempt was

a bitter disappointment; entire industries disappeared, industrial

employment declined in absolute terms, and small and medium scale
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industries were particularly hard-hit. And the country had nothing to show

for it. For this reason, the program of trade policy reforms focuses on

achieving neutral status for export industries, shying away from a

comprehensive tariff reform that would decrease average effective

protection and its dispersion. In fact, the program is limited to

decreasing the dispersion in effective protection. This would be a way of

maintaining the dialogue open on an issue whose sensitivity might diminish

in a few years. Proceeding differently--that is to say, raising the issue

of decreases in average effective protection at this point--would be

extremely counterproductive. Argentine business and labor leaders would

present a united front against it. The investment climate, that the

Government is painfully trying to reconstruct, would deteriorate sharply.

And the Bank's dialogue with the Government of Argentina would be seriously

jeopardized.
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CPDTA/EB3/Tables/bb/11-12-85

TABLE 1. ARGENTINA. GROWTH AND INFLATION

Total GDP GDP per Capita
% Annual Change % Annual Change
with Respect to with Respect to Annual Inflation (%)1914 previous 1900- 1914 previous 1900- Consumer Wholesale

=100 period 1904 =100 period 1904 prices prices

1900-04 56.7 93.0
1905-09 83.8 8.12 8.12 115.6 4.44 4.44
1910-14 104.9 4.59 6.35 114.0 -0.27 2.06 -
1915-19 100.8 -0.79 3.91 94.9 -3.60 0.13 9.92 -
1920-24 134.3 5.91 4.41 112.2 3.40 0.94 -2.60 -
1925-29 174.9 5.42 4.61 125.8 2.31 1.22 -1.34 -
1930-34 178.5 0.45 3.90 113.7 -2.01 0.67 -4.84 -
1935-39 209.5 3.26 3.80 122.4 1.49 0.79 3.54 -1940-44 241.9 2.92 3.69 130.2 1.25 0.84 2.25 10.931945-49 300.5 4.43 3.78 147.9 2.59 1.04 18.87 13.181950-54 331.2 1.96 3.59 146.1 -0.24 0.91 20.77 22.021955-59 397.2 3.70 3.60 159.6 1.78 0.99 34.90 39.111960-64 456.3 2.81 3.54 168.7 1.12 1.00 22.90 21.551965-69 565.2 4.37 3.60 191.7 2.59 1.12 21.33 16.771970-74 664.6 3.29 3.58 212.0 2.03 1.18 38.14 38.381975-79 740.3 2.18 3.49 216.3 0.40 1.13 213.66 205.941980--84 736.8 -0.09 3.26 197.5 -1.81 0.95 222.82 232.51

1975 716.1 -0.39 216.8 -2.12 182.8 192.51976 712.8 -0.46 212.0 -2.21 444.1 499.01977 758.2 6.37 221.6 4.53 176.2 149.41978 732.6 -3.38 210.4 -5.05 175.4 146.0
1979 781.8 6.72 220.6 4.85 159.5 149.31980 787.3 0.70 218.4 -1.00 100.8 75.41981 738.5 -6.20 201.2 -7.88 104.5 109.61982 700.1 -5.20 187.3 -6.91 164.8 256.21983 721.8 3.10 189.7 1.28 343.8 360.91984 736.2 2.00 190.7 0.53 626.7 573.3

Source:
Prepared with data from M.A. Broda y Asociados.



TABLE 2. ARGENTINA. NATIONAL ACCOUNTS: GROSS DOMESTIC PRODUCT (GDP),
GROSS NATIONAL PRODUCT (GNP) AND DOMESTIC ABSORPTION

GDP GNP GNP Domestic Absorption
Millions Millions % Millions % %
A$1970 A$1970 GDP A$1970 GDP GNP

1950-54 4766.5 4757.8 99.8 4815.9 101.1 101.2
1955-59 5713.3 5699.5 99.8 5747.9 100.6 100.8
1960-64 6576.1 6530.3 99.3 6592.5 100.2 101.0
1965-69 8132.5 8036.2 98.8 7973.9 98.0 99.2
1970-74 9397.1 9282.8 98.8 9398.5 100.0 101.2
1975-79 10446.8 10338.8 99.0 10220.0 97.8 98.9
1980-84 10397.1 9851.8 94.8 10239.6 98.5 103.9

1975 10105.3 10035.8 99.3 10275.0 101.7 102.4
1976 10058.4 9913.6 98.6 9762.4 97.1 98.5
1977 10699.5 10577.5 98.9 10339.7 96.6 97.8
1978 10338.8 10230.4 99.0 9800.0 94.8 95.8
1979 11032.2 10936.8 99.1 10922.6 99.0 99.9
1480 11114.2 11002.3 99.0 11565.0 104.1 105.1
1981 10421.2 10139.0 97.3 10708.9 102.8 105.6
1982 9878.6 9181.0 92.9 9461.6 95.8 103.1
1983 10182.0 9357.1 91.9 9606.8 94.4 102.7
934 10389.5 9579.4 92.2 9856.0 94.9 102.9

Source:
Central Bank of Argentina.
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TABLE 3. ARGENTINA. GDP AND EMPLOYMENT: SECTORAL COMPOSITION

Agriculture Mining Manufacture Construction Services
GDP (%)

1950-54 18.8 0.7 27.7 4.5 48.3
1955-59 17.7 0.7 30.6 3.9 47.1
1960-64 16.3 1.1 31.2 3.7 47.7
1965-69 14.9 1.4 34.1 3.8 45.8
1970-74 13.2 2.3 27.9 6.1 50.5
1975-79 13.6 2.3 26.7 6.8 50.6
1980-83 14.3 2.7 23.5 5.7 53.8

EMPLOYMENT (%)

1960 20* 28 6 46
1970 16* 21 9 54
1980 13* 21 11 55

* All primary activities.

Sources:
Central Bank of Argentina and INDEC.



TABLE 4. ARGENTINA. NATIONAL ACCOUNTS: CONSUMPTION, INVESTMENT, AND SAVINGS

Consumption Investment Domestic Savings Foreign Savings
Millions % Millions % Millions % Millions %
A$1970 GDP A$1970 GDP A$1970 GDP A$1970 GDP

1950-54 4035.8 84.7 780.1 16.4 722.1 15.1 58.0 1.3
1955-59 4834.5 84.6 913.4 16.0 864.9 15.1 48.5 0.9
1960-64 5265.2 80.1 1327.3 20.2 1265.1 19.2 62.2 1.0
1965-69 6401.3 78.7 1572.6 19.3 1636.7 20.1 -64.1 -0.8
1970-74 7406.0 78.8 1992.5 21.2 1876.9 20.0 115.6 1.2
1975-79 7943.2 76.0 2276.8 21.8 2395.5 22.9 -118.7 -1.1
1930-84 8456.8 81.3 1782.8 17.1 1395.3 13.4 387.5 3.7

1975 8233.2 81.5 2041.8 20.2 1802.6 17.8 239.2 2.4
1976 7589.0 75.4 2173.4 21.6 2324.6 23.1 -151.2 -1.5
197" 7745.0 72.4 2594.7 24.3 2832.2 26.5 -237.5 -2.2
1978 7599.5 73.5 2200.5 21.3 2630.9 25.4 -430.4 -4.2
1979 8549.4 77.5 2373.2 21.5 2387.4 21.6 -14.2 -0.1
1980 9020.7 81.2 2544.3 22.9 1981.6 17.8 562.7 5.1
19E1 8752.4 84.0 1956.5 18.8 '386.6 13.3 570.0 5.5
1982 7804.7 79.0 1656.9 16.8 1375.5 13.9 281.4 2.9
1983 8090.1 79.5 1516.7 14.9 1269.4 12.5 247.3 2.4
1984 8616.0 82.9 1240.0 11.9 963.4 9.3 276.6 2.6

Source:
Certral Bank of Argentina.



TABLE 5. ARGENTINA. NATIONAL ACCOUNTS: EXPORTS, IMPORTS AND FACTOR INCOME

Exports Imports Net Factor Income Current Account

Millions % Millions % Millions % Millions %
A$1970 GDP A$1970 GDP A$1970 GDP A$1970 GDP

1950-54 470.5 9.9 519.9 10.9 8.7 0.2 -58.1 -1.3

1955-59 565.9 9.9 597.6 10.5 16.9 0.3 -48.6 -0.9
1960-64 708.9 10.8 734.6 11.2 36.6 0.6 -62.3 -1.0
1965-69 904.8 11.1 746.2 9.2 94.5 1.2 64.1 0.8
1970-74 788.1 8.4 807.4 8.6 96.2 1.0 -115.5 -1.2
1975-79 1110.6 10.6 883.7 8.5 108.0 1.0 118.8 1.1
1980-84 1374.8 13.2 1217.3 11.7 545.3 5.2 -387.8 -3.7

1975 737.4 7.3 907.1 9.0 69.5 0.7 -239.2 -2.4
1976 970.5 9.6 674.5 6.7 144.8 1.4 151.2 1.5
1977 1227.7 11.5 868.2 8.1 122.0 1.1 237.5 2.2
1978 1322.5 12.8 783.7 7.6 108.4 1.0 430.4 4.2
1979 1294.8 11.7 1185.2 10.7 95.4 0.9 14.2 0.1
1980 1242.1 11.2 1692.9 15.2 111.9 1.0 -562.7 -5.1
1981 1340.3 12.9 1628.1 15.6 282.2 2.7 -570.0 -5.5
1982 1359.1 13.8 942.9 9.5 697.6 7.1 -281.4 -2.9
1983 1476.1 14.5 898.5 8.8 824.9 8.1 -247.3 -2.4
1984 1457.8 14.0 924.3 8.9 810.1 7.8 -276.6 -2.6

Source:
Central Bank of Argentina.
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TABLE 6. ARGENTINA. BALANCE OF PAYMENTS: CURRENT ACCOUNT

(Millions of US Dollars)

Exports Imports Trade Balance Interest Current Account
FOB FOB FOB Goods and Payments Balance

NFS

1960-04 1206 -1084 122 -153
196f-69 1506 -1091 415 -157 395
1970-74 2530 -2006 524 -308 90
1975-d9 5348 -3913 1435 -616 390
198C-84 8145 -6213 1932 -4214 -3311

1975 2961 -3510 -549 -814 -430 -1284
1976 3916 -2744 1172 1155 -493 650
1977 5652 -3798 1854 1877 -569 1290
1978 6400 -3489 2911 2466 -681 1833
1979 7810 -6026 1784 348 -907 -537
1980 8021 -9394 -1373 -3259 -1531 -4767
1981 9143 -8391 752 -992 -3700 -4714
1982 7624 -4858 2766 2330 -4719 -2357
1983 7710 -4168 3542 2811 -5408 -2571
1984 8100 -4253 3847 3567 -5712 -2145

Source_
Central Bank of Argentina.
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TABLE 7. ARGENTINA. BALANCE OF PAYMENTS: CAPITAL TRANSACTION

(Millions of US dollars)

Current Change Change
Account in in Foreign Residual**

Balance Reserves* Debt (4)=

(1) (2) (3) (1)+(2)+(3)

1975 -1284 723 2571 2010

1976 650 -1154 195 -309

1977 1290 -2090 1398 598

1978 1833 -1966 2818 2685

1979 -537 -4310 6538 1691

1980 -4767 2850 8128 6211

1981 -4714 3569 8509 7364

1982 -2357 706 7963 6312

1983 -2571 -192 2372 -391

1984 -2154 -254 1815 -593

Accunulated
1975--79 1952 -8797 13520 6675

1960-84 -16563 6679 28787 18903

1975-84 -14581 -2118 42307 25608

* A minus sign indicates an increase in reserves. These are gross foreign assets (including gold) held by

the Central Bank.

** Even though the deficit in the current account may be underestimated and the direct foreign investment is

not considered, this residual is a good indicator of the accumulation of foreign assets by residents,

except the Central Bank.

Source:
Central Bank of Argentina.



TABLE 8. ARGENTINA. FOREIGN DEBT

(Millions of US Dollars)

GDP in US Dollars

Official Parity Total Gross Exports Net

Exchange Exchange Foreign ResErves Mechandise Goods Interest

Rate Rate* Debt and NFS Payments

1975 53345 42462 8085 618 2961 3704 430

1976 41574 43966 8280 1772 3916 4752 493

1977 51077 49936 9678 3862 5652 6769 569

1978 65525 52019 12496 5828 6400 7714 681

1979 107975 62392 19034 10138 7810 9601 907

1980 153997 71970 27162 7288 8021 10765 1531

1981 122956 73488 35671 3719 9143 11545 3700

1982 67074 71090 43634 3013 7624 9525 4719

1983 66861 74393 46006 3205 7710 9386 5408

1984 76233 78130 47821 3459 8100 9878 5712

As % of GDP at Parity Rate As % of Total Exports

Total Net Interest Total Net Interest

Debt Debt** Payments Debt Debt** Payments

1975 19.0 17.6 1.0 218.3 201.6 11.6

1976 18.8 14.8 1.1 174.2 137.0 10.4

1977 19.4 11.6 1.1 143.0 85.9 8.4

1978 24.0 12.8 1.3 162.0 86.4 8.8

1979 30.5 14.3 1.5 198.3 92.7 9.4

1980 37.7 27.6 2.1 252.3 184.6 14.2

1981 48.5 43.5 5.0 309.0 276.8 32.0

1982 61.4 57.1 6.6 458.1 426.5 49.5

1983 61.8 57.5 7.3 490.2 456.0 57.6

1984 61.2 56.8 7.3 484.1 449.1 57.8

* Using the parity exchange rate estimated by Carta Economica.

** TctJ foreign debt minus gross reserves

Source:
Central Bank of Argentina and Carta Economica.
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TABLE 9. ARGENTINA. PUBLIC SECTOR EXPENDITURES AND REVENUES
(as Percent of GDP)

1961 1965 1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

1. CURRENT REVENUES 33.5 29.3 37.0 31.4 34.5 39.0 43.6 41.2 43.6 45.5 42.2 43.9 44.0
1. Taxes 20.3 17.8 22.9 16.4 18.6 21.5 24.1 24.1 27.3 26.2 23.0 22.9 25.1
2. others 13.2 11.5 14.1 15.1 15.8 17.5 19.5 17.1 16.3 19.3 19.2 21.0 18.9

11. CURRENT EXPENDITURES 27.6 26.9 30.7 36.7 32.3 30.7 37.4 36.9 41.8 52.9 51.4 51.5 48.6
1. Salaries 11.3 11.4 11.0 14.8 9.1 8.6 10.6 10.7 12.4 12.6 10.3 13.3 13.3
2. Goods aid Services 7.7 6.0 6.8 9.0 10.5 9.8 10.4 9.6 9.3 10.9 13.3 13.5 12.5
3. Interest Payments 0.1 0.1 0.8 1.3 2.1 2.1 3.2 3.2 3.6 10.1 12.7 6.4 5.6
4. Transfers 8.4 9.4 12.2 11.6 10.5 10.2 13.2 13.5 16.5 19.2 15.1 18.3 17.2

III. SAVINGS (=1-II) 5.9 2.4 6.3 -5.3 2.2 8.3 6.2 4.3 1.8 -7.4 -9.2 -7.6 -4.6

IV. CAPITAL REVENUES 0.5 0.5 0.5 0.5 0.4 0.8 1.3 0.8 0.8 1.4 1.4 1.2 1.1

V. CAPITAL GJTLAYS 10.2 5.7 8.8 10.8 13.2 14.1 14.2 11.7 11.2 12.0 10.9 11.4 10.3

VI. TOTAL REVENUES 34.0 29.8 37.5 31.9 34.9 39.8 44.9 42.0 44.4 47.0 43.6 45.1 45.1
(=I+IV)

VII. TOTAL EXPENLITURES 37.8 32.7 39.5 47.5 45.4 44.8 51.6 48.7 52.9 64.9 62.4 62.9 58.9
(=II+V)

VIII. BALANCE -3.8 -2.9 -2.0 -15.6 -10.6 -5.0 -6.7 -6.7 -8.6 -18.0 -18.8 -17.8 -13.8
(=VI-VlI)

FINANCING

IX. CENTRAL BAK 0.3 0.7 0.6 8.3 3.5 1.5 0.0 0.0 3.4 5.1 4.8 16.6 6.1

X. DOMESTIC CREEIT 1.6 -0.2 -0.3 2.7 2.9 1.7 4.0 3.1 1.4 3.8 5.3 -0.3 0.0

Xl. FOREIGN CRE)IT 0.4 0.4 0.7 0.2 1.1 1.4 2.2 1.5 1.2 6.8 3.4 0.0 0.1

XII. OTHER FUNDS 1.5 1.9 1.1 4.4 3.1 0.5 0.5 2.1 2.5 2.3 5.2 1.4 7.6

Source:
Prepared with data from M.A. Broda y Asociados.
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TABLE 10. PUBLIC SECTOR EXPENDITURE AND REVENUES, 1984 AND 1985
(as Percent of GDP)

Central Provinces and Social Security Enterprises Total Public
Government Municipalities System and Entities Sector
1984 1985 1984 1985 1984 1985 1984 1985 1984 1985

1. CURRENT REVENUES 12.5 13.8 7.6 8.3 9.4 9.2 14.4 16.7 44.0 48.0
1. Taxes 10.0 11.4 6.3 6.7 8.8 8.7 0.0 0.0 25.1 26.9
2. Otheres 2.5 2.4 1.3 1.6 0.6 0.5 14.4 16.7 18.9 21.1

11. CURRENT EXPENDITURES 10.7 9.2 9.7 8.4 12.8 12.2 15.4 15.3 48.6 45.1
1. Salaries 3.7 3.0 5.7 4.9 0.4 0.4 3.5 3.0 13.3 11.3
2. Goods and Services 2.0 1.7 1.4 1.4 0.0 0.0 9.1 9.1 12.5 12.2
3. Interest Payments 3.1 2.7 0.1 0.0 0.0 0.0 2.5 2.7 5.6 5.4
4. Transfers 1.9 1.8 2.5 2.0 12.4 11.8 0.4 0.5 17.2 16.2

III. SAVINGS (=1-II) 1.8 4.6 -2.1 -0.1 -3.3 -3.0 -1.0 -1.4 -4.6 2.9

IV. CAPITAL REVENUES 0.0 0.0 0.2 0.1 0.4 0.4 0.5 0.5 1.1 1.0

V. CA'IrAL OUTLAYS 1.7 1.6 3.5 3.3 0.2 0.2 4.9 3.9 10.3 9.0

VI. TO"AL REVENUES 12.5 13.8 7.8 8.4 9.8 9.6 15.0 17.2 45.1 49.0
(=I+IV)

VII. TOTAL EXPENDITURES 12.4 10.7 13.3 11.7 13.0 12.5 20.3 19.2 58.9 54.1
(;=L+V)

VIII. BALANCE 0.1 3.1 -5.5 -3.3 -3.2 -2.9 -5.3 -2.0 -13.8 -5.1
(=VI-VII)

Note:
The eEti.mates for 1985 are based on the Budget approved in September 1985 and assume a decline of 2.5% in GDP.
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TABLE 11. ARGENTINA. RELATIVE PRICES AND REAL WAGES

(1970=100)

Real
Exchange Agricultural Import Real

Rate Prices Prices Wages
(1) (2) (3) (4)

1970 100.00 100.00 100.00 100.00
1971 88.50 108.43 90.03 100.65
1972 102.22 126.33 108.05 95.60
1973 75.67 88.77 98.28 100.08
1974 69.84 104.26 126.76 110.50
1975 78.72 82.74 146.82 106.43
1976 107.16 91.52 203.87 76.63
1977 98.47 97.69 186.76 70.85
1978 80.07 91.98 128.03 69.30
1979 59.52 90.98 97.47 78.48
1980 47.20 82.20 94.26 88.45
1981 59.86 75.11 114.46 80.68
1982 105.55 88.27 163.12 69.98
1983 111.26 91.09 154.92 87.98
1984 102.48 110.38

Average 85.77 94.24 129.49 89.73
S.D. 19.50 12.30 35.10 14.26

Notes:
(1) Estimated by Carta Economica using the GDP deflator for Argentina and the WPI for USA.
(21 Agricultural prices relative to non-agricultural domestic prices according to WPI.

(3' Import prices relative to non-agricultural domestic prices according to WPI.
(4) Estimated by Carta Economia using the size of nominal wages from IOL-Ministry of Labor.

Source:

INDEC and Carta Economia.
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TABLE 12. ARGENTINA. EMPLOYMENT IN LARGE URBAN AREAS*

Labor Employment Employment
Force % 1970 Unemployment in

Participation Population =100 Rate Services

1966 44.9 42.6 92.8 5.1 55.3
1970 43.9 41.7 100.0 5.1 56.6
1974 39.3 38.1 111.4 3.0 49.7
1975 40.0 38.6 116.6 3.5 49.6
1976 38.9 37.2 110.5 4.3 51.5
1977 38.8 37.8 115.0 2.5 52.9
1978 39.5 38.7 113.5 2.0 53.3
1979 39.2 38.4 109.3 2.2 54.4
1980 39.2 38.2 117.7 2.4 53.3
198L 39.0 36.9 121.3 5.3 56.8
1982 39.2 37.5 123.2 4.3 61.3
1983 38.0 36.6 122.5 3.8 60.7
1984 38.6 36.6 124.9 5.3 59.5

*Greater Buenos Aires, Greater Cordoba, Greater Rosario, Mendoza and Tucuman.

Scurce:
INDEC.
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TABLE 13. ARGENTINA. MARGINAL PRODUCTIVITY OF CAPITAL

(Five Year Averages)

Investment in Fixed Change in GDP per
Capital as % GDP Unit of Investment
Gross Net Gross Net

1950-54 15.9 5.1 0.13 0.41

1955-59 16.1 6.4 0.18 0.46

1960-64 19.9 10.3 0.21 0.41

1965-69 18.9 9.3 0.27 0.54

1970-74 20.8 11.0 0.12 0.23

1975-79 21.7 11.9 0.08 0.15

1980-84 17.0 6.8 --0.07 -0.16

Source:

M.A. Broda and J.C. de Pablo < Por los Carriles Tradicionales la Argentina Esta Condenada al Estancamiento
Absoluto por Muchos Anos. Pero Hay Salidas >> , Serie Seminarios, Instituto Torcuato Di Tella, November 198 .



TABLE 14. ARGENTINA. MONETARY AGGREGATES AND INTEREST RATES

Real Interest Rates

Ml M2 M3 M4 % Annual

as percent of GDP Deposits Loans

1950-54 25.23 33.53 33.53 33.53

1955-59 21.26 28.13 28.13 28.13

1960-64 13.99 18.96 18.96 18.96

1965-69 12.74 19.91 19.91 19.91

1970-74 12.83 22.83 24.14 24.18

1975-79 7.29 16.65 17.48 19.89

1980-84 4.88 17.38 17.49 20.04

1975 10.13 16.30 17.98 19.05 -72.36 -68.57

1976 7.27 10.50 11.75 14.63 -65.14 -65.04

1977 6.79 15.24 16.32 19.30 -19.78 -0.66

1978 6.32 20.05 20.14 22.81 -14.61 11.92

1979 5.94 21.17 21.20 23.66 -9.43 2.58

198) 6.43 24.53 24.56 26.71 -4.38 25.91

118L 5.17 22.57 22.58 25.52 9.51 7.03

1982 5.03 19.31 19.31 22.34 -15.13 -12.42

198P 4.02 11.34 11.35 13.75 -9.56 -18.44

198L 3.74 9.16 9.67 11.90

No-es:
11 Currency + demand deposits.

12 .Ml + Savings and time deposits.

M3 = M2 + non-regulated deposits + acceptances.

4= M3 + Treasury's Indexed Bonds (VNA) + Treasury's Bills + Mortgage Bonds + Indexed Long-Term Deposits +

Dollar Deposits.

Sou ces:
Prepared with data from M.A. Broda y Asociados. Interest rates from World Bank < Argentina Economic

Memorandum >>, 1985, p. 205.
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TABLE 15. ARGENTINA: ECOIIC INDICATORS

Year Year 1984 1985
Unit 1983 1984 Dic. Jan. Feb. Mar. Apr. May June July Aug. Sept.

NATIONAL AOCOUNI
GDP, total 1970=10O 116.4 119.2 114.0 114.3
GP, agriculture 1970=100 136.3 141.3 139.5 136.8
GDP, manufacture 1970=100 113.3 117.8 99.0 107.7

Consunmption 1970=100 122.4 130.2 127.4 117.4
Investnent 1970=100 81.4 70.5 57.6 62.7

Industrial production 1970=1(X) 104.1 108.6 100.9 101.4 97.3 104.7 109.2 101.5 94.4 91.7 94.4

PRLmS
Whlesale prices % change period 360.9 573.3 23.2 21.1 17.8 27.7 31.5 31.2 42.3 -0.9 1.5 0.6
Conisaer prices % change period 343.8 626.7 19.7 25.1 20.7 26.5 29.5 25.1 30.5 6.2 3.1 2.0

REAL WAS
Manufacture 1982=100 124.7 150.4 152.1 143.5 133.7 132.3 132.1 134.9 128.1 120.6 111.5 109.3
Construction 1982=100 146.0 178.5 159.3 139.7 133.0 132.3 127.0 128.6 120.8 113.7 110.7 108.5
Public sector 1982=100 94.9 106.6 96.8 93.4 88.7 85.1 81.4 82.3 77.3 77.8 70.6 69.2

EXUIANGE RATE
Official exchange rate % change period 377.3 545.7 2D.5 25.1 20.6 26.3 29.4 32.4 40.2 8.8 0.0 0.0
Sptead Parallel/official % 40.6 31.3 13.1 19.3 30.8 31.6 29.6 18.1 9.2 18.6 19.3 17.4
Spread official/parity % 11.3 2.5 10.0 13.2 14.8 13.2 12.9 13.8 16.9 25.7 23.0 21.0

l'RADE
xports Millions US$ 7836 8102 476 626 531 647 829 806 934 830 740
emports Millions US$ 4504 4581 424 373 265 335 342 333 249 350 320

Trale balance Millions US$ 3332 3521 62 353 266 312 487 473 685 480 420

A&B IC SECItR
Revenues, real Thgusands A$1982 9265 9520 734 696 442 638 800 669 1331 1514 1477
Lxpsnditures, real nhousands A$1982 22418 17412 1506 1263 1450 1312 2020 1623 1770 1566 1497 1451
Lavenues/expenditures % 41.3 48.9 55.5 58.1 48.0 33.7 31.6 49.3 27.4 85.0 101.1 101.8

leal Prices
f 'tate Products 1982=100 109.2 127.5 136.6 136.0 131.4 128.6 124.8 135.2 146.9 154.3 150.7 148.9

(f Petroleun 1982=100 121.5 152.5 160.9 160.8 155.1 151.7 145.1 158.4 171.5 180.0 175.8 173.7

HRlY AND INIEREST
1onetary base, average Millions A$ 87 489 935 1142 1292 1391 1478 1356 1952 2795 3071 3286
Y- tary base, average, real 1982=100 112.0 86.4 72.2 72.5 69.1 58.7 48.2 40.3 41.3 60.0 64.4 68.1
?1, average Millions A$ 84 505 1048 1276 1506 1781 2091 2605 3759 4817 4931 5190
M2, average, real 1982=100 75.1 62.8 58.8 58.8 58.0 53.4 59.2 57.1 60.3 75.9 78.9

Lan interest rates
regulated % per month 12.6 15.6 19.0 20.0 20.0 22.0 28.0 32.0 17.2 5.0 5.0
F ee % per nnth 18.7 18.8 33.2 25.2 22.9 25.5 27.4 31.1 18.8 7.2 5.5

S turce:
Carta Econoadca.
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THE ARGENTINE STABILIZATION: A PROGRESS REPORTT

Rudiger Dornbusch

Massachusetts Institute of Technology

It is difficult to date Argentina's decline. Conservatives place it

in 1916 when Hipolito Yrigoyen assumed the presidency, others go to Peron in

1946-55, or to Peronism in 1973-76. But nobody really doubts that Argentina

has been going downhill for as long as anyone can remember. There have been

40 Central Bank presidents in the past 40 years, countless finance ministers

and even more stabilisation programs than military coups. Income per capita

today is less than it was 15 years ago and emigration of educated 
people is

proceeding at an alarming rate. The country has become a betting 
parlor

where going short on the home currency is considered an honest day's work.

Argentinians are thought to hold as much as $US 30 billion 
in money abroad

and another $3 billion under the mattress. Argentina demonstrates that when

bad economics is practiced too long it actually puts in question the

political and social viability of a country.

Alfonsin was elected in Fall 1983 in a landslide vote for stability.

But to start with, things went wrong: There was little growth and the

inflation rate exploded,as shown in Figure 1, from only 250 percent per year

at the time he took office to well above 2000 percent this spring. Inflation

became the most important issue. Having put the country on the verge of

hyperinflation Alfonsin faced the prospect of losing in the upcoming

Congressional elections and worse, bringing back the military who are

always looking for a chance of being in office rather than in jail.
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The Plan of June 1985

Until June the government had tried to stabilize the economy 
using

gradualism. But the result of high real interest rates was a sharp slide of

industrial production and no brake to the accelerating 
inflation. Table 1

shows key macroeconomic data for Argentina since 1982. The table helps place

in perspective the stabilization task.

Table 1 Macroeconomic Indicators for Argentina

-------------------------------------------------------------------------------------
1982 1983 1984 1985

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

I II III K J J A S

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

Real GDP 89 92 93 95

Industrial Prod. 80 88 91 85 83 89 85 79 77 81 84

Real Wage 80 100 120 136 131 112 138 123 115 112 109

Parallel $ 61 41 31 27 19 19 18 8 18 19 19

Budget Deficit 12 11 11 12.5 2.0*

Inflation 187 380 659 25 31 6 3 2

Real Interest Rate 0.2 3.1 1.1 1.7 -5.4 5.7 2.6 -14.8 5.8 5.2 6.0

--- ---------------------------------------------------------------------------------
*Target
Notes: Real GDP, Index 1980=100; Ind. Production, 1980=100; Real Wage, Index 1983 =100;

Real Monetary Base, Index 1983 =100; Parallel Dollar Premium, percent of Official Rate;

Budget Deficit, including Central Bank, percent of GDP; Inflation Rate of the CPI, annua

rate except for 1985 where monthly rate is given; Real effective interest rate, percent

per month, using WPI as deflator.

The loss of confidence in gradualist policy, and an unwillingness 
to

accept IMF austerity per se, led to the conception of the Austral Plan. The

plan strikes an ingenious balance between the fundamentals: 
monetary and
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fiscal austerity and pragmatism that is absent from IMF-style 
programs. The

pragmatism resided in the adoption of wage-price controls 
as the central

feature of the disinflation program. Here are the key features of the plan:

1. The implementation of the plan is preceded by an increase in public

sector prices and a sharp devaluation. Export tariffs are imposed and import

duties.

2. Wage-price controls are imposed until further notice.

3. The government undertakes not to emit any money to finance the

treasury. The budget deficit is to be cut down by tax and spending measures.

4. A tablita is announced to adjust outstanding loan contracts for the

immediate and unanticipated cessation of inflation.

5. A new money is introduced--the Austral-- and the new currency is

fixed to the dollar at 0.8 Australs (also called Penguins) to 
the $U.S. The

old money is maintained and continues circulating, some of it being stamped

with the new Autral symbol.

6. The program is accepted by the IMF and rescheduling negotiation 
with

the creditor banks is started.

It is worth asking at the outset where the ideas for the plan came

from. There is little question that the economic team -- Sourrouille,

Brodersohn, Canitrot and Machinea-- are the principal architects. 
But what

is particularly interesting is the extraordinary care 
and attention for

historical experiences that went into the design of the plan. It is

certainly the case that in April studies were well advanced to 
the point of

being concerned with the precise measures that were taken 
in hyperinflation

stabilisation programs. The authors became intimately familiar with the
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experiences in Europe in the 1920. especially the stabilisation of the

German hyperinflation.

Not surprisingly most of the features of the plan can be traced to

the successful German experiment, and much less to recent ideas from Latin

America or elsewhere. In particular the idea of controlling the disinflation

via exchange rate fixing had been a key feature of the German program. But

the Argentinians, remembering the catastrophic experience under Martinez de

Hoz rightly supplemented fixed exchange rates with incomes policy-- control

of wages and prices. In fact the team had been most sceptical about price

controls because no formal control apparatus was available or could 
be set

up at short notice. Perhaps that also was good luck because, 
as it turns

out, the fact that prices have some possibility of adjustment removes 
the

threat of shortages or a catch-up explosion once the control policy is

abandoned.

In only three months the desperate outlook has changed completely.

Most impressive, the opinion polls show a near 80 percent approval rating

for the policies, foreshadowing yet another landslide victory in November

and with it a real chance to cement the stabilisation and to put Argentina

back on her feet.

Of course, it is much too early to predict ultimate success. So far

much of the stabilisation remains provisional and the most difficult choices

lie ahead. The budget stabilisation was achieved by increasing sharply all

public sector prices and by raising tariffs on exports and imports. 
These

measures raised rcienues and the freeze on prices helped increase the real

tax collection by eliminating the inflationary erosion of the tax yield
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between the time taxes are assessed and the time they are actually

collected. If tax collection is delayed by one month and the inflation rate

is, say 30 percent, then of course the real tax revernue, by the time it

gets to the treasury is worth only 70 percent of what it should be. Just as

in the German experience of the 1920s this proved a critical ingredient in

early success for Argentina. Real wages have been cut by more than 20

percent since last year. All these measures explain how the deficit in the

public accounts that was about 12 percent of GDP in early 1985 is expected

to decline to only 2.0 percent by next year.

Problems Ahead

Over the next six month the stabilisation program faces three key

challenges. The first is that much of the emergency taxation, in particular

export taxes, must come off. Table 2 shows the budget data for 1983-4 and

the 1985 perspective.

Table 2 The Public Sector Budget Deficit
(Percent of GDP)

-----------------------------------------------------------------------
1983 1984 1985

Year 1st 2nd Half
-----------------------------------------------------------------------

Public Sector:

Revenue 21.7 22.5 25.3 21.5 27.2

Expenditure 32.1 30.7 28.8 29.0 28.5

Deficit 10.4 8.2 3.5 7.5 1.3

Consolidated Deficit* 11.5 10.9 6.0 12.0 2.5

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

*Including operations of the Central Bank
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Export taxes on agricultural goods have long financed the entire

economy, but they do so to the detriment of productivity, growth and foreign

exchange revenue. Regular taxation, levied on a broad base such as wealth

must replace the ad hoc taxes that now fill the big budget gap. The November

elections provide a unique opportunity to undertake that indispensable step.

Without a broad-based tax that routinely finances the budget and dispenses

with the need for printing money stabilisation might last a year or two but

must ultimately collapse again.

In the context of taxation it is important to see what a terrible

havoc international capital mobility and inflation have played with the

government's ability to finance part of the deficit by revenue from money

creation. Capital flight has eroded the tax base in respect to income from

capital and substitution toward the dollar has eroded the ratio 
of

government money to GDP. Fiscal reform must therefore restore more normal

conditions in both respects. The government should most forcefully restore

its seignorage by abolishing and effectively prohibiting money substitutes.

There is, indeed, some cost and loss in efficiency but there are gains.

Surely it must be recognized that the government must finance its budget

either by taxes or by inflation. A much more restricted provision of money

substitutes means a much broader base for seignorage from inflation and

growth in real balances and hence the need for less onerous tax 
rates for

those who do pay taxes.

The same goes for an effective prosecution of those who have placesd

assets abroad and are thus avoiding natioa' taxation. Their capital flight

means that there is more inflation or higher tax rates for those who were
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unable to get their money out. Measures to avoid capital flight and enforce

equitable tax performance are entirely within the scope of a serious, 
non-

corrupt and democratic government.

The second problem is the real interest rate. Because the government

has undertaken not to print any money the real money stock is still 
at its

hyperinflation low and hence interest rates are extremely 
high. The real

lending rate is in the range of 40 to 60 percent. That is a serious problem

because the cost of credit exceeds the profitability of investments 
thus

leading to accumulation of bad debts, a deterioration of financial stability

and a decline in activity. If the high real rate persists there will

inevitably have to come inflationary liquidation, as in 1982, or outright

write-offs. The government sees no way out: money cannot be printed except

by monetizing capital inflows. But Argentinians have been shy to move their

money back and there is no serious chance that repatriation of capital will

solve the problem. The government must, of course, be careful not to

prejudice its credibility but it also cannot afford the high 
real rates.

Some money will have to be printed soon.

The high real interest rate poses an immensely difficult challenge

for the authorities. Table 3 helps understand what is at issue. The Table

shows the levels of the monetary aggregates and the cumulative percentage

increase since June. Considering the fact of a fixed exchange rate and wage-

price controls an increase in the money stock of 70 to 
80 percent seems

entirely out of line with a credible disinflation policy. One might be

tempted to think that the program must collapse within short time.
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Table 3 The Behavior of the Monetary Aggregates

(Million Australes)
- ----------------------------------------------------------------

Base K 1  K4
----------------------------------------------------

May 1355 927 3445

June 1950 1630 4877

July 2792 2589 6546

August 3070 2811 7398

September 3293 3010 8206

% Change
June-Sept. 69% 85% 68%

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

But that would be a misunderstanding of the monetary 
economics of

stabilisation. Figure 2 shows why. The real monetary base 
declined during

the period of escalating inflation. In that period rapid growth of money and

was outpaced by even faster growth of prices. But when the stabilisation

took place the free dynamics of money and prices changed: 
the fixed exchange

rate, fixed public sector prices and wage-price control substantially froze

the level of prices. The commitment not to emit money 
froze the monetary

base except for the possibility of foreign exchange 
inflows through foreign

borrowing or repatriation of Argentine assets 
abroad.

Under these conditions the real monetary base was the 
same the day

before and the day after the reform and so 
was the nominal interest rate.

But the disappearance of inflation implied 
that the real interest rate now

was sky-high. Moreover it would remain unless the government found a way of

expanding the money stock. But, of course, expanding the money stock

involves the risk of a loss in credibility, 
collapse of the parallel market

and hence a resurgence of inflation. The high real interest rates are

equally threatening. They imply that debts 
are rolled into mountains of
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claims much larger than the underlying value of productive assets. 
As a

result claims of the financial sector will turn bad and 
finally the sebts

will have to be written off or inflated 
away. The government therefore must

find a middle course betweeen the losses two ways of loosing credibility--to

much and too little credit expansion.

The German precedent is relevant here,too. The critical point is the

distinction between monetary conditions measured by 
the level of the real

money stock and by real interest on one hand and the growth 
rate of money on

the other. Even though moi.,y g. ;uta rates can be extremely high, money

remains terribly tight. In Germany the real money stock had declined even

further than in Argentina. Once monetary reform got underway, with 
a fixed

exchange rate, exactly the same problem emerged. The disappearance of

inflation turned the given nominal interest rate that had been 
perfectly

reasonable during high inflation into an extraordinarily 
large real rate.In

fact, in the first two months following stabilisation 
the real rate of

interest exceeded 1 percent per day.

Even four months after stabilisation the nominal rate 
was still more

than 50 percent per year. But in the German case the government,while

committed not to finance the Treasury, did expand private 
credit at a very

rapid rate, particularly in the immediate period following 
stabilisation. In

the first four months following stabilisation the money stock 
expanded by

200 percent. Over the same period the price level 
fell by nearly 20 percent

and the parallel exchange rate declined by far 
more. The point then is that

money can afford to expand without creating 
inflation. But the limits are

precarious. When the German government at one point overdid the expansion
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the exchange rate moved toward depreciation and a resumption 
of even tighter

money was necessary to maintain the stance 
of disinflation.

The policy prescription for Argentina would 
therefore seem to be the

following: to pursue a policy that agressively expands monetary 
aggregates

by private credit, subject to the provision 
that when the parallel market

turns markedly the expansion is immediately 
stopped. There is no irreparable

harm that comes from trying, day after day, 
to liquify the economy to the

largest extent possible. Certainly nobody would 
argue supply side shortages

are an active issue. The credit expansion is not risky 
because the very fact

that there is no effective price control system 
assures that inflation

pressure is quite open in goods prices and the 
parallel market. So far

inflation is still coming down and parallel market, 
if anything suggests too

little monetisation. But credibility is an issue. For 
that reason early

fiscal reform, and hence no further need to finance 
the government, would

free the hands for reflation through private 
credit.

The third issue is how to abandon wage-price controls 
without a

resurgence of inflation. Clearly these controls will 
have to go before major

shortages become a political headache. But when 
prices are liberalized the

problem is to lock in the cut in real wages 
that has already been achieved.

Perhaps the only chance is to liberalize imports and use effective import

competition to check price increases. That is 
a very risky strategy because

it may cost employment and scarce foreign exchange. But a renewed burst of

inflation and strikes to get a restoration of real wages 
are a much worse

prospect.
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Of course, import liberalisation and a fixed exchange rate in the

face of ongoing inflation-- cumulatively 11 percent since June-- are a very

touchy issue in Argentina. The experiment of disinflation under Martinez de

Hoz left the country in a mess and is doubtful that any policy maker is very

eager to renew the experiment. But there is an important difference. The

competitive position of Argentina has, indeed, been improved over the last

year. Especially the devaluation preceding the stabilisation created 
room

for some erosion. Removal of export taxes are a vehicle for improving

competitiveness without the need to move the exchange rate. 
The target of

zero wage increases and zero currency depreciation should remain the

paramount objective of policy. The budget and trade taxes, 
and stabilisation

loans that allow increased imports in areas that do not hurt employment 
but

foster cost reductions, should be the vehicles for this stance of price

stability.

The Outlook

With these nasty problems ahead why should this program not fail

just as earlier one always have? The argument is entirely political.

Alfonsin has achieved a historic support,and is changing Argentine politics

by splitting Peronism into two. The Frente de la Renovacion (the progressive

and socially responsible wing) of Peronism is now practically supporting

Alfonsin even as they are trying to reshape the movement. These Peronists

see themselves in the same position as post-Mondale Democrats in The U.S.,

recognizing that the game has changed completely and that the future is in

the middle of the road, with new ideas and under new management. A mark of



12

the support for Alfonsin is the complete failure of the the unions to bring

out a general strike last August. It simply was a flop. Of course that is

not to say politics are easy. The right-wing Is up in terrorism to stop the

land slide. But one must hope and can even expect that the broadly-shared

gains from stability, and the prospect of a longterm improvement in

Argentina's economic and social viability will carry the day and give

Alfonsin the mandate for prosperity with democracy.

So far Alfonsin has shown a brilliant sense of strategy: by putting

the military in jail, by waiting for the verge of hyperinflation before

embarking on stabilisation and by using wage-price controls to complement

fiercely orthodox monetary restraint. But there is an urgency now to move

ahead,exploit the success and shape events rather than be carried by them.

He needs to produce at least one good piece of news every month:

liberalizing the economy, cutting down the inefficient public sector and

instituting a broad-based, effective tax system. There is urgency because if

he misses this one, Argentina won't get another chance for years.

Economic stabilisation in Europe the 1920s and 1940s took place with

the aid of stabilisation loans from abroad. In the 1920a the League of

Nations, the U.S., and private capital markets provided the help. In the

1940s the U.S., through the Marshall Plan aided reconstruction while Europe

used regional compensation and trade restriction to cope with the dollar

shortage. In the aftermath of the international debt crisis today the

private capital market is far from rushing in with stabilisation loans. On

the contrary, debt servicing is perhaps the major part of the adjustment

difficulty. The major industrialized countries have so far found it
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preferable to stand on the side af the creditor banks, enforcing austerity

and debt service rather than efficient adjustment.

But there is some hope in the new pragmatic approach of the U.S.

Treasury. While still recognizing debt service as the basic premise there is

a recognition now that recycling must take larger proportions via increased

flows of "new money" and enhanced involvement of the World Bank, focussing

on growth rather than depressive IMF-style policies. Recycling of debt

service is essential because without it there will be yet more years without

investment which will yet further deteriorate the ability of the economy to

provide jobs and pay taxes.
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. THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE January 22, 1986

TO Mr. C. Obidegwu, EPDCO

FROM Nicholas Carter, LC2DR'&

EXTENSiON 72013

SuEJEur Argentina Projections

1. Thank you for your observations and suggestions on the projections
that were made for the Argentina debt workout paper. I appreciate the care
with which you checked the model and the data.

2. The export category "other goods" represents a group of semi-
manufactures, mainly of agricultural origin. For this reason, I used the
Food Price Index from the EPD projections. This index is shown at the
bottom of the first page of the printout of the model. The figure for 1991
was, in fact, a typo, and the result of correcting it is to improve slightly
the performance of the balance of payments in the base case during the 1990s.
The corrected "real index" is now shown in the attached tables; you should
ignore the manufactures line under the "real index" as manufactures use the
MUV directly. In addition, the lines labelled "MELAS" should be interpreted
with caution; they are ex ante elasticities which have been overridden in
1985 and 1986 by IMF estimates, and in the high case by specific additions to
import amounts.

3. Finally, a question was asked about the difference between public
savings and public investment. In addition to the definitional problems that
arise between fiscal and national income accounts, it should be noted that the
figures on saving are domestic and thus a substantial portion of public savings
in the early years is devoted to debt repayment. In the later years there is
correspondingly an implicit use of public savings by the private sector.

4. I hope this clears up any questions you might have. I would be happy
to discuss with you any further problems with the model or with the data.

Attachment

cc: Messrs. Sokol
Choksi
Rajapatirana
Armington

NCarter:pb



6:49PM Argentina-BIPProjection-Base 1/21/86

1984 1985 1986 1987 1988 1989 1990 199! 1992 1993 1994
GDP 51254 49705 51022 52814 54544 56366 58175 60072 62038 64126 66300
Investment 7391 6278 6690 7120 7588 8085 8612 9159 9742 10366 11031
-Public 2607 2451 2426 2523 2624 2729 2839 2952 3070 3193 3321
-Private 4784 3827 4264 4596 4964 5356 5774 6207 6672 7173 7711
Exports 6710 7489 7262 7745 7976 8245 8441 8695 8953 9269 9601
Imports 4529 4288 4494 4665 4835 5014 5198 5406 5625 5856 6098
Consumption 41682 40226 41564 42615 43815 45050 46320 47625 48967 50347 51766
Population 29789 30325 30571 31427 31992 32568 33155 33751 34359 34977 35607
Opercapita 1399 1327 1346 1356 1370 1333 1397 1411 1425 1439 1454
exch rate(bs) 0.6765 0.6765 0.6765 0.6765 0,6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765
CPC F$) 2068 1961 1990 2004 2024 2045 2065 2086 2107 2128 2149

YPC($) 2543 2423 2443 2484 2520 2558 2594 2631 2669 2710 2752
Don.Savings 9572 9479 9458 10200 10729 11316 11856 12447 13071 13779 14534
FIP -3859 -3651 -3467 -3352 -3046 -3013 -2849 -2604 -2526 -2393 -2245
GNP 47395 46054 47555 49462 51498 53353 55326 57468 59512 61733 64055
GNP per cap 1591 1519 1540 1574 1610 1638 1669 1703 1732 1765 1799
5NS 5713 5828 5991 6848 7683 8303 9007 9843 10545 11386 12289

ExportsGNFS 9856 10202 9939 11455 12862 14537 16275 17518 18842 20370 22029
Goods 8100 8400 8109 9418 10585 11987 13421 14416 15472 16707 18048
NFS 1756 1802 1830 2036 2277 2550 2854 3101 3371 3663 3981
ImportsGNFS 6639 6127 6795 7517 9345 9291 10331 11217 12181 13236 14387
Goods 4600 4049 4649 5140 5705 6353 7062 7647 8283 8980 9739
NFS 2039 2078 2146 2376 2640 2938 3269 3569 3898 4257 4648
Res.Balance 3217 4075 3144 3938 4517 5246 5944 6301 6661 7134 7641

imports
Food/Cons 239 162 175 205 241 285 335 358 381 407 434
Petroleum 507 432 403 409 415 420 425 456 489 525 564
Int'medite 3254 3041 3581 3966 4433 4902 5442 5872 6337 6845 7396
,apital 600 414 489 560 646 746 860 961 1075 1202 1345
NFS 2039 2078 2146 2376 2640 2938 3269 3569 3898 4257 4648

F 6639 6127 6795 7517 8345 9291 10331 11217 12181 13236 14387

Constant
Food/Cons 226.4 180 135 189.21 194,01 198.93 203,97 20915 2:4.45 219.39 225.47
Petroleum 434 425 441 456.49 471.45 487,19 502.83 519,23 536.21 554.26 573.05
Int'medite 3193,8 3000 3300 3415.9 3527.8 3645.7 3762,7 3885.4 4012.5 4147,5 4288.1
Capital 796,7 553 610 653.09 700,38 750.85 804.68 860.85 921.19 986.01 1055.7
NFS 2080 2126,9 2051,6 2123.7 2:94,3 2267.1 2344.8 2450.3 2560.6 2675.8 2796.2
GMFS 6780.9 6284.9 6587.6 6838.4 7087.9 7349.7 7619 7924.9 8244.9 8583.5 8938.5

Prices
Food/Cons 1.06 0.90 0.95 1,08 1,24 1.43 1.64 1.71 1.78 1.85 1.92
Petroleum 1.05 1.02 0.91 0.30 0,88 0.86 0,15 0.88 0.91 0,95 0.98
nt'medite 1.02 1.01 1.09 1.16 1.25 1.34 1.45 1.51 1.58 1.65 1.72

Capital 0.75 0.75 0.80 0.86 0.92 0.99 1.07 1.12 1.17 1.22 1.27
NFS 0.98 0.98 1.05 1.12 1,20 1.30 1,39 1,46 1.52 1.59 1.66
G&NFS 0.98 0.97 1.03 1.10 1.18 1.26 1.36 1.42 1.48 1.54 1.61

MW Index 98.2 97,7 104.6 111.9 120.3 129.6 1394 145.67 152.23 159.08 166.24
FOOD Index 88 75 79 90.3 103.7 119.3 137.1 142.5 148.2 154.1 160.3



6:49PM Argentina-BIPProjection-Base 1/21/86

Expor ts-Value
Beef 232 225 217 249 288 332 384 414 447 483 521
Wheat 1178 1241 933 1082 1170 1296 1258 1263 1277 1386 1507
Corn 760 756 914 1162 1268 1389 1531 1627 1729 1839 1957
Petroleum 446 460 409 465 490 518 546 593 643 698 758
Oils 945 945 967 1062 1172 1297 1432 1549 1675 1812 1960
Di!Seeds 624 481 465 596 657 729 806 849 895 942 992
Sorghum 490 541 545 571 617 667 743 784 829 876 925
Manufactures 1622 1730 1915 2132 2395 2708 3059 3357 3683 4042 4435
Other Goods 1804 2023 1743 2099 2529 3052 3662 3980 4292 4629 4992
Total:goods 8100 8400 8109 9418 10585 11987 13421 14416 15472 16707 18048
Volumes
Beef 217 217 219 224 228 233 237 243 249 255 262
Wheat 1184 1254 1000 075 1072 1093 978 945 919 960 1004
Corn 725 833 1055 1237 1239 1242 1256 1277 1299 1322 1346
Petroleum 447 478 441 478 478 478 478 478 478 478 478
Oils 793 911 947 985 1025 1066 1108 1153 !199 1247 1297
OiVSeeds 642 607 549 648 656 667 676 684 692 699 707
Sorghum 512 588 641 616 607 598 608 615 623 631 639
Manufactures 1540 1650 1708 1776 1856 1949 2046 2149 2256 2369 2487
OtherGoods 1772 2325 1900 2014 2125 2242 2354 2460 2551 2645 2743
Total:goods 7832 8863 8460 9053 9286 9567 9742 10003 10266 10606 10963
NFS 1600 1664 1747 1835 1926 2023 2124 2219 2319 2424 2533
a&NFS 9432 10527 10208 10888 11212 11589 11865 12222 12585 13030 13495
Prices
Beef 1.07 1.04 0.99 1.12 1.26 1.43 1.62 1.70 1.79 1.89 1.99
Wheat 0.99 0.99 0.93 1.01 1.09 1.19 1.29 1.34 1.39 1.44 1.50
Corn 1.05 0.,91 0.87 0.94 1.02 1,12 1.22 1.27 1.33 1,39 1.45
Petro'eum 1.00 0.96 0.93 0.97 1.03 1.08 1.14 1.24 1.35 1.46 1.59
Oils 1.19 1.04 1,02 1.08 1.14 1.22 1.29 1,34 1.40 1.45 1,51
OilSeeds 0.97 0.79 0,85 0.92 1.00 1.09 1.19 1.24 1.29 1.35 1.40
Sorghum 0396 0,92 0.85 0.93 1.02 1,12 1,22 1.28 1.33 1.39 1.45
Manufactures 1.05 1.05 1.12 1.20 1,29 1.39 1,50 1.56 1.63 1.71 1.78
OtherGoods 1.02 0.87 0.92 1.04 1.19 1.36 1,56 1.62 1,68 1,75 1.82
Total:goods 1.03 0.95 0.96 1.04 1,14 1.25 1.38 1.44 1.51 1.58 1.65

PealPrices
Beef 231 225 201 211 222 234 246 248 250 252 254

Wheat 168 168 148 149 150 152 153 152 151 151 150
Corn 138 120 107 108 110 111 113 113 113 113 113
Petroleum 29 28.1 25.3 24.8 24.3 23,9 23.4 24.3 25,2 26.2 27.2
Oils 737 645 593 585 578 570 563 560 558 555 553
OilSeeds 287 235 235 238 241 245 248 247 246 246 245
Sorghum 121 117 101 103 105 107 109 109 109 108 108
Manufactures 98 98 105 112 120 130 139 146 152 159 166
OtherGoods 104 89 88 93 99 105 112 111 111 113 109

MELAS:Food 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9
Pet 1 1 1 1 1 1 1 1 1 1
INT 1 1 1 1 1 1 1 1 1 1

ap1.1 1,1 1.1 1.! 1.1 1.1 1.1 1.1 1.1 1.1



6:49PM Argentina-BIPProjection-Base 1/21/86

Ratios
growth(GDP) -3.02% 2.65% 3.51% 3.28% 3,34% 3.21% 3.26% 3.27% 3.371 3.39%
I/Y 14.42% 12.63% 13.11% 13.48% 13.91% 14.34% 14.80% 15.25% 15,70% 16.16% 16.64%
Public 5.09% 4.93% 4.76% 4,78% 4.81% 4.84% 4.88% 4.91% 4.95% 4.98% 5.01%
Private 9,33% 7.70% 8.36% 8.70% 9.10% 9.50% 9.92% 10.33% 10.76% 11.19% 11.63%

COR -4.77 4.77 3.73 4.12 4.17 4.47 4.54 4.66 4.66 4.77
Exp/y 13.09% 15.07% 14.23% 14.67% 14,62% 14.63% 14.51% 14.47% 14,43% 14.45% 14.48%
IMp/>y 8.84% 8.63% 8.81% 8.83% 8.874 8.90% 8.93% 9.00% 9.07 9,13% 9.20%
TTI 1.06 0.97 0.93 0.95 0.97 0.99 1.02 1.02 1.02 1.02 1.02
Sd/y 18.68% 19.07% 18,54% 19,31% 19.67% 20.08% 20.38% 20.72% 21.07% 21.49% 21,92%
Sn/y 12.05% 12.66% 12.60% 13.84% 14,92% 15.56% 16.28% 17.13% 17.72% 18.44% 19.19%
growth Cons -3.49% 3.33% 2.53% 2.82% 2.82% 2.82% 2.82% 2.82% 2,82% 2.82%
-Inv.pub -5.98% -1,00% 4.00% 4.00% 4,00% 4,00% 4.00% 4,00% 4.00% 4.00%
-inv.pri -20.00% 11.40% 7.80% 8.00% 7.90% 7.80% 7.50% 7.50% 7.50% 7.:3%
-cons/pop -5.19% 1.48% 0.73% 1.00% 1.00% 1.,00% 1.00% 1.00% 1.00% 1.00%
-imports -5.33% 4.82% 3.81% 3.65% 3.69% 3,66% 4.02% 4,04% 4.11% 4.14%
-exports 11.61% -3.03% 6,66% 2.98% 3.37% 2.38% 3.01% 2.97% 3,53% 3.57%
-GNP -2.83% 3.26% 4.01% 4,12% 3.60% 3.70% 3.87% 3.56% 3.73% 3.76%
PublicSav 6150 3430 4031 4331 4800 5073 5410 5767 6204 6541 6961
PubSav/GDP 12.00% 6.90% 7.90% 8.20% 8.30% 9.00% 9.30% 9.60% 10.00% 10.20% 10.50%
PrivateSav 3422 6049 5427 5869 5929 6243 6445 6680 6867 7238 7572
PrvSav/GDP 6.68% 12.171 10.64% 11,11% 10.874 11.08% 11.08% 11.12% 11.07% 11.29% 11.42%



6:59PM ARGENTINA-BIP-B0P-8ASE 1/21/86

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
ExportsGNFS 9856 10202 9939 11455 12862 14537 16275 17517 18842 20370 22029
Goods 8100 8400 8109 9418 10585 11987 13421 14416 15472 16707 18048
NFS 1756 1802 1830 2036 2277 2550 2854 3101 3371 3663 3981
ImportsGNFS 6639 6127 6795 7515 8342 9287 10328 11212 12174 13227 14376
Goods 4600 4049 4649 5138 5702 6349 7059 7642 8276 8971 9727
NFS 2039 2078 214,t 2376 2640 2938 3269 3569 3898 4257 4648
Res.Balance 3217 4075 3144 3940 4520 5250 5947 6306 6668 7143 7653
FactorServices -5705 -5369 -5456 -5644 -5514 -5874 -5976 -5709 -5674 -5604 -5478
Receipts 297 277 271 288 304 323 340 349 362 376 391
Interest 264 244 236 251 264 279 293 300 311 323 335
Other 33 33 35 38 40 44 47 49 51 53 56
Payments 6002 5646 5727 5933 5818 6197 6316 6058 6036 5980 5869
Interest 5542 5160 5224 5403 5258 5602 5680 5376 5303 5189 5013
Directinv. 438 465 480 505 533 566 605 649 699 756 819
Other 22 22 23 25 27 29 31 33 34 36 37
Transfers a 15 12 17 13 20 21 22 23 24 25
Current~cct. -24_7 -1279 -2300 -1688 -975 -604 -8 619 1017 1563 2200

Directlnvst. 269 214 246 285 330 384 447 502 564 633 711

NetM&LT-OFF 91 742 1276 630 603 308 142 32 -51 -89 -125
Disbursements 437 1077 774 994 1034 942 871 847 821 310 315
IBRD 96 146 473 462 470 425 400 400 400 400 400
108 195 236 470 157 189 192 196 200 205 210 215
0th0ficial 146 695 826 375 375 325 275 247 216 200 200
Amcrtization 346 335 498 364 431 634 729 815 872 399 940
IBRD 80 116 149 161 159 i78 198 238 247 309 334

308 32 76 100 35 50 68 118 134 172 171 176
Oth0Cicial 184 143 249 168 222 388 413 443 453 419 430
Outstd.DEBT 6476 7286 8562 9192 9795 10103 10245 10277 10226 10137 10012
IBRD 549 656 985 1286 1597 1844 2046 2208 2361 2452 2518

944 10?5 1465 1587 1726 1850 1923 1994 2027 2066 2105
OthIfficial 453 5535 6112 6319 6472 6409 6271 6075 5838 5619 5389

NeM&LT-PV -386 2227 383 1334 727 Q29 -257 -368 --97 -1777 -2456
Disbursements 83 2992 1865 1334 727 929 209 0
4mortization 4 9 765 982 466 868 1197 '777 )4C6
Outstd.DEBT 33633 36291 37057 38391 39118 40047 39790 33922 37726 35949 33493

Net ShcrtT-m -307 -1565 -505 -500 -500 -496 171 120 124 136 142
Outstd.DEBT 6570 5005 4500 4000 3500 3004 3175 3295 3419 3555 3697
TargetST 2500 2475 2506 2676 2831 3004 3175 3295 3419 3555 3697

Capn e.i. 2891 0 0 0 0 0 0 0 0 0 0
Net IF 0 702 400 150 0 -300 -300 -300 -300 -300 -300
Reserve Chg. -71 -1041 0 -211 -186 -221 -194 -105 -157 -166 -173

Res.Level 2637 3678 3678 3889 4074 4296 4489 4594 4751 4917 50
Res/Imp 2.50 3.75 3.52 3.47 3.45 3.33 3.24 3.19 3.13 3.07 3.02
TotalDebt 46679 48582 50119 51583 52413 53154 53209 52494 51370 49641 47202
Debt/Exports 4.74 4.76 5.04 4.50 4.08 3.66 3.27 3.00 2.73 2.44 2.14
DSR 1317 1107 113. 85% 71% 64% 62. 557 57. 56% 55.
DSR.xST 641 61% 67. 50/ 44/ 43. 42/ 40% 39. 39% 387.



6:59Ptl ARGENTINA-8I P-80P-BASE 1/21/86

MN 100 99.5 106,47 113.92 122.46 131.89 141.91 148.3 154.97 161.95 169.24
Priv.Inv 4784 3827.2 4114.2 4443.4 4798.8 5182.8 5597.4 6017.2 6468,5 6953,6 7475,1
Int.rate-FI 10.5 10.85 10,9 10.3 10.8 10.8 10.2 10.2 10,2 10.2

--WBK/IDB 9.8 10.2 10.2 9.7 10.2 10.2 9.7 9.7 9.7 9.7

Interest-OFF 635 743 873 892 999 1031 994 997 992 983
-PRV 3531 3938 4039 3954 4225 4325 4059 3970 3848 3667
-SHTRW 993 543 491 412 378 324 324 336 349 363

TOTAL 5160 5224 5403 5258 5602 5680 5376 5303 5189 5013

IntCov.Ratio 61% 83% 63% 76% 91% 99% 110% 124% 134% 147% 164%
Debt/GDP 62% 66% 62% 58% 53% 48% 44% 40% 36% 32% 28%
'MFNet Pos. 1098 100 2200 2350 2350 2050 1750 1450 1150 850 550
Tot0ebtincIhlf 47777 50382 52319 53933 54763 55204 54959 53944 52520 50491 47752
TotDebt/GDP 63% 69% 65% 61% 55% 50% 45% 41% 37% 33. 29%
GDP(ps84) 51254 49705 51022 52814 54544 56366 58175 60072 62038 64126 66300
GDP($84) 75763 73474 75421 78070 80627 83320 85994 88799 91704 94791 98004
GDP($cur) 75763 73106 80296 88935 98737 109892 122039 131689 142117 153512 165858

GDS(Ps84) 9572 9479 9458 10200 10729 11316 11856 12447 13071 13779 14534
GDS($cur) 14149 13942 14885 17176 19422 22062 24870 27287 29942 32986 36359

Interest/GDS 371 35% 34% 30% 26% 24% 22% Ir 17, 15% 13%
interest/GDP 7% 7% 6% 6% 5% 5% 4% 4% 4% 3% 3%

Chg.Exposure 3% 3% 3% 2% 1% 0% -1% -2% -3% -5%

F:P(real) -5705 -5396 -5125 -4955 -4502 -4454 -4211 -3850 -3661 -3460 -3237
FIP(ps84) -3859 -3651 -3467 -3352 -3046 -3013 -2849 -2604 -2477 -2341 -2190



6:59PM ARGENTINA-BIP-BOP-BASE 1/21/86

1985 1986 1987 1988 1989 1990 TOTAL
Commitments
WORLD BANK 240 630 500 500 500 500 2870
IDB 400 400 300 200 200 200 1700
OFFICIAL-OTHER 1100 1200 900 800 800 700 5500
PRIVATE 2992 1865 1334 727 929 209 8056
TOTAL 4732 4095 3034 2227 2429 1609 18126

Disbursements
WORLD BANK 146 478 462 470 425 400 2381

AB 236 470 157 189 192 196 1440
OFFICIAL-OTHER 695 826 375 375 325 275 2871
PRIVATE 2992 1865 1334 727 929 209 8056
TOTAL 4069 3639 2328 1761 1871 1080 14748

Net Flows
WCRLD BANK 30 329 301 311 247 202 1420
IDB 160 370 122 139 124 78 993
CFFICIAL-0THER 552 577 207 153 -63 -138 1288
PRIVATE 2227 883 1334 727 929 -257.3 5842.8
TOTAL 2969 2159 1964 1330 1237 -115.3 9543.8

Amortization
WORLD BANK 116 149 161 159 178 198 961
B 76 100 35 50 68 118 447

OTHEROFFICIAL 143 249 168 222 388 413 1583
PRIVATE 765 982 0 0 0 466 2213.3
TOTAL 1100 1480 364 431 634 1195.3 5204,3

DOD Change 84-30 S RHARE
WORLD BANK 579 985 1286 1597 1844 2046 1420 15(
IDB 1104 1465 1587 1726 1850 1928 993 10
OFFICIAL-0THER 5535 6112 6319 6472 6409 6271 1288 131!
PpIVATE 35860 371-74 38391 39118 40047 39790 5842.8 61"
TOTAL 50765 51296 52730 53942 54681 55014 9543.8 100,

1985 1986 1987 1988 1989 1990 Tctal85-90
BASE CASE
CurrentDeficit -1279 -2300 -1688 -975 -604 -8 -6854

DirectForeignin 214 246 285 330 384 447 1906

Net OfficialSou 742 1276 632 603 308 142 3701
-WORLD BANK 30 329 301 311 247 202 1420
-108 160 370 122 139 124 78 993
-OTHER 552 577 207 ;53 -63 -138 1288

Net PrivateSour 662 378 834 227 433 -87 2447

Net IMF 702 400 150 0 -300 -300 652

Reserve Chg. -1041 0 -211 -186 -221 -194 -1852
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THE WORLD BANK INTERNATIONAL FINANCE CORPORA TION

OFFICE MEMORANDUM
DATE December 20, 1985

TO Mr. Jose Sokol

FROM Nicholas G. Carter)-

EXTENSION 72013

SUBJECT Argentina Baker Initiative Paper -
High Case Alternative Scenario

1. In order to test Peter Scherer's proposition that real consumptionwas not growing fast enough in our projections, I took another look at thehigh case scenario analysis. Real per capita consumption reached a peak inArgentina in 1974. In 1984 it was some 12% below that peak, with a further4% drop projected for 1985. I, thus, tested a scenario in which that peakis again achieved in 1990. This would require per capita consumption togrow at 3.3% per year during 1986-90.

2. The results are shown in the attached tables. While the date atwhich excess foreign resources begin to accumulate is put off until 1991,the basic issue is that during 1986-90 GDP growth has to be in the 5.5 to6% range in order to accommodate the required increases in consumption,while simultaneously producing goods to sustain the export drive and forthe investment necessary for such production. The basic problem is thatwe know the Argentine economy over the past half century has never beencapable of growth rates in excess of 4-4.5% over any extended period oftime. In the past, the. Argentines, when faced with this option, havechosen inflation and have lost out on exports. Given that we do not expectthe economy's fundamental structural relationship to change significantly,even under the best of policy scenarios, there is then a clear tradeoff
between the speed at which real consumption levels can be restored and thespeed at which export growth can restore creditworthiness. At the pointwhere real consumption is allowed to increase significantly, the exportdrive, of necessity, must lose some of its steam, with the danger thatexport promotion efforts may be abandoned and a return to the traditional
Southern Cone import protection schemes will take place.

Attachments

cc: Messrs. Gue, Pfeffermann (o/r), Dubey, Choksi, Scherer,
McCarthy, Ebiri

NGCarter: pb

P 1866



10:32PM Argent ina-BIPProject ion-High 12/19/85

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
GDP 51254 49570 52432 55266 58516 61954 65310 68803 72407 76287 80369
Investment 7391 6304 6860 7466 8206 8958 9710 10449 11178 11961 12800
-Public 2607 2477 2650 2836 3020 3201 3377 3546 3723 3909 4105
-Private 4784 3827 4210 4631 5187 5757 6333 6903 7455 8051 8696
Exports 6710 7017 7514 7803 8292 8853 9209 9609 10002 10497 11006
Imports 4529 4485 4778 5050 5354 5673 5993 6342 6703 7089 7499
Consumption 41682 40735 42837 45047 47371 49815 52385 55088 57930 60919 64062
Population 29789 30325 30871 31427 31992 32568 33155 33751 34359 34977 35607
-per capita 1399 1343 1388 1433 1481 1530 . 1580 1632 1686 1742 1799
exch rate 0.6765 0.6765 0.6765 0,6765 0.6765 0.6765 0.6765 0.6765 0,6765 0.6765 0.6765
CPC ($) 2068 1986 2051 2119 2189 2261 2336 2413 2492 2575 2659

YPC($) 2543 2416 2511 2599 2704 2812 2912 3013 3115 3224 3336
Dom.Savings 9572 8835 9596 10219 11145 12139 12925 13715 14477 15368 16307
FIP(ps84) -3859 -3698 -3429 -3257 -2950 -2915 -2670 -2389 -2234 -2038 -1824
GNP 47395 45872 49004 52009 55566 59039 62641 66414 70173 74249 78545
GNP per Cap 1591 1513 1587 1655 1737 1813 1889 1968 2042 2123 2206
ONS 5713 5137 6167 6962 8195 9224 10256 11326 12243 13330 14483

ExportsGNFS 9856 9621 10428 11718 13531 15721 17842 19444 21157 23202 25427
Goods 8100 7804 8405 9467 11015 12903 14688 16017 17433 19155 21028
NFS 1756 1817 2022 2250 2516 2818 3153 3427 3724 4048 4399
ImportsGNFS 6639 6385 7188 8093 9185 10445 11836 13071 14418 15917 17574
Goods 4600 4306 4849 5503 6306 7240 8267 9174 10163 11270 12500
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
Res.Balance 3217 3235 3240 3624 4346 5276 6006 6373 6739 7285 7853

Imports
Food/Cons 239 200 219 262 315 381 459 500 546 595 650
Petroleum 507 475 453 468 486 505 522 571 624 683 747
Int'medite 3254 3131 3584 4073 4662 5347 6094 6743 7452 8247 9125
Capital 600 500 592 701 843 1008 1193 1361 1541 1745 1978
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
G&NFS 6639 6385 7188 8093 9185 10445 11836 13071 14418 15917 17574

Constant
Food/Cons 226.4 221.77 231.5 241.65 253.49 265.92 278.95 292.62 306.97 322.01 337.8
Petroleum 484 468.1 495.13 521.88 552,57 585.04 616.74 649.72 683.76 720.39 758.94
Int'medite 3193.8 3088.9 3302.9 3508.1 3735.1 3976.5 4213.5 4461.3 4718.4 4996.5 5290.6
Capital 796.7 667.79 738.48 816.83 913.98 1014.4 1116.6 1218.6 1320.7 1431.6 1552.2
NFS 2080 2128.1 2236.2 2314.7 2392.9 2473.6 2559.7 2674.9 2795.2 2921 3052.5
G&WFS 6780.9 6574.6 7004.2 7403.2 7848.1 8315.5 8785.5 9297.1 9825 10392 10992

Prices
Food/Cons 1.06 0.90 0.95 1.08 1.24 1.43 1.64 1.71 1.78 1.85 1.92
Petroleum 1.05 1.02 0.91 0.90 0.88 0.86 0.85 0.88 0.91 0.95 0.98
Int'medite 1.02 1.01 1.09 1.16 1.25 1.34 1.45 1.51 1.58 1.65 1.72
Capital 0.75 0.75 0.80 0.86 0.92 0.99 1.07 1.12 1.17 1.22 1.27
NFS 0.98 0.98 1.05 1,12 1.20 1.30 1.39 1.46 1.52 1.59 1.66
G&NFS 0.98 0.97 1.03 1.09 1.17 1.26 1.35 1.41 1.47 1.53 1,60

MW 98.2 97.7 104.6 111.9 120.3 129.6 139.4 145.67 152.23 159.08 166.24
FOOD 88 75 79 90.3 103.7 119.3 137.1 142.5 148.2 154.1 160.3



10:32PM Argentina-BlPProjection-High 12/19/85

Exports-Value
Beef 232 225 217 249 288 332 384 414 447 483 521
Wheat 1178 1241 1200 1183 1343 1513 1625 1648 1642 1784 1938
Corn 760 756 1069 1187 1340 1551 1736 1846 1958 2077 2202
Petroleum 446 460 409 465 697 995 1113 1345 1559 1799 2041
Oils 945 945 967 1062 1172 1297 1432 1549 1675 1812 1960
OilSeeds 624 473 468 617 696 794 876 923 972 1023 1077
Sorghum 490 541 549 616 691 773 836 858 895 943 995
Manufactures 1622 1614 1788 1993 2248 2556 2924 3266 3669 4122 4631
OtherGoods 1804 1549 1739 2095 2540 3091 .3763 4167 4616 5112 5662
Total:goods 8100 7804 8405 9467 11015 12903 14688 16017 17433 19155 21028
Volumes
Beef 217 217 219 224 228 233 237 243 249 255 262
Wheat 1184 1254 1285 1175 1231 1277 1264 1233 1182 1235 1291
Corn 725 833 1234 1264 1309 1387 1424 1449 1471 1493 1515
Petroleum 447 478 441 478 680 919 974 1085 1158 1231 1287
Oils 793 911 947 985 1025 1066 1108 1153 1199 1247 1297
OilSeeds 642 598 552 671 695 726 735 743 751 759 768
Sorghum 512 588 646 664 680 693 684 672 672 680 687
Manufactures 1540 1540 1594 1661 1742 1840 1956 2091 2247 2416 2597
OtherGoods 1772 1780 1896 2009 2134 2271 2418 2575 2743 2921 3111
Total:goods 7832 8199 8815 9132 9725 10411 10800 11245 11673 12237 12814
NFS 1600 1664 1747 1836 1932 2034 2144 2262 2386 2518 2656
G&NFS 9432 9863 10562 10968 11656 12445 12944 13507 14059 14755 15470
Prices
Beef 1.07 1.04 0.99 1.12 1.26 1.43 1.62 1.70 1.79 1.89 1.99
Wheat 0.99 0.99 0,93 1.01 1.09 1.19 1.29 1.34 1.39 1.44 1.50
Corn 1.05 0.91 0.87 0.94 1.02 1.12 1.22 1.27 1.33 1.39 1.45
Petroleum 1.00 0.96 0.93 0.97 1.03 1.08 1.14 1.24 1.35 1.46 1.59
Oils 1.19 1.04 1.02 1.08 1.14 1.22 1.29 1.34 1.40 1.45 1.51
OilSeeds 0.97 0.79 0.85 0.92 1.00 1.09 1.19 1.24 1.29 1.35 1.40
Sorghum 0.96 0.92 0.85 0.93 1.02 1.12 1.22 1.28 1.33 1.39 1.45
Manufactures 1.05 1.05 1.12 1.20 1.29 1.39 1.50 1.56 1.63 1.71 1.78
OtherGoods 1.02 0.87 0.92 1.04 1.19 1.36 1.56 1.62 1.68 1.75 1.82
Total:goods 1.03 0.95 0.95 1,04 1.13 1.24 1.36 1.42 1.49 1.57 1.64

RealPrices
Beef 231 225 201 211 222 234 246 248 250 252 254
Wheat 168 168 148 149 150 152 153 152 151 151 150
Corn 138 120 107 108 110 111 113 113 113 113 113
Petroleum 29 28.1 25.3 24.8 24,3 23.9 23.4 24.3 25.2 26.2 27.2
Oils 737 645 593 585 578 570 563 560 558 555 553
OilSeeds 287 235 235 238 241 245 248 247 246 246 245
Sorghum 121 117 101 103 105 107 109 109 109 108 108
Manufactures 98 98 105 112 120 130 139 146 152 159 166
OtherGoods 98 98 105 112 120 130 139 146 152 159 166
Total:goods



10:32PM Argentina-BlPProjection-High 12/19/85

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
Ratios
growth(&DP) -3,29% 5.77 5.40% 5.88% 5.88% 5.42% 5.35% 5.24% 5.36% 5,35%
1/Y 14.42% 12.72% 13.08% 13.51% 14.02% 14.46% 14.87 15.19% 15.44% 15.68% 15.93%
Public 5.09% 5.00% 5.05% 5.13% 5.16% 5.17 5.17% 5.15% 5.14% 5,12% 5,11%
Private 9.33% 7.72% 8.03% 8.38% 8.86% 9.29% 9.70% 10,03% 10.3% 10.55% 10.82%
ICOR -4.39 2.20 2.42 2.30 2.39 2.67 2.78 2.90 2.88 2.93
Exp/y 13.09% 14.15% 14.33% 14.12% 14.17 14.29% 14.10% 13.97A 13.81% 13.76% 13.69%
IMp/y 8.84% 9.05% 9.11% 9.14% 9.15% 9.16% 9.18% 9.22% 9.26% 9.29% 9.33%
TTI 1.06 0.98 0.93 0.95 0.97 0.99 1.01 1.01 1.02 1.02 1.03
Sd/y 18.68% 17.82% 18.30% 18.49% 19.05% 19.59% 19.79% 19.93% 19.99% 20.15% 20.29%
growth Cons -2.27 5,16% 5.16% 5.16% 5.16% 5.16% 5.16% 5.16% 5.16% 5.16%
-Iny.pub -5.00% 7.00% 7.00% 6.50% 6.00% 5.50% 5.00% 5.00% 5.0 % 5.00%
-inv.pri -20.00% 10.00% 10.00% 12.00% 11.00% 10,00% 9.00% 8.00% 8.00% 8.00%
-cons/pop -4.00% 3.30% 3.30% 3.30% 3.30% 3.30% 3.30% 3.30% 3,30% 3.30%
-imports -0.97 6.53% 5.70% 6.01% 5.96% 5.65% 5.82% 5.68% 5.77 5.78%
-exports 4.57% 7.09% 3.84% 6.27 6.76% 4.01% 4.34% 4.09% 4.95% 4.85%
-GNP -3.21% 6.83% 6.13% 6.84% 6.25% 6.10% 6.02% 5.66% 5.81% 5,79%
PublicSay 6150 3420 3985 4034 4038 4213 4245 4197 4200 4272 4260
PNubSav/GDP 12.00% 6.90% 7.60% 7.30% 6.90% 6.80% 6,50% 6.10% 5.80% 5.60% 5.30%
PrivateSav 3421.5 5414.9 5610.8 6184.4 7107.3 7925.9 8680.1 9518 10278 11096 12048
PrvSav/GDP 6,68% 10.92% 10,70% 11.19% 12.15% 12.79% 13.29% 13.83% 14.19% 14.55% 14.99%



10:48PM ARGENTINA-8IP-BOP-HIGH 12/19/85

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
ExportsGNFS 9856 9621 10428 11718 13531 15721 17842 19444 21157 23202 25427
Goods 8100 7804 8405 9467 11015 12903 14688 16017 17433 19155 21028
NFS 1756 1817 2022 2250 2516 2818 3153 3427 3724 4048 4399
ImportsGNFS 6639 6385 7188 8093 9185 10445 11836 13071 14418 15917 17574
Goods 4600 4306 4849 5503 6306 7240 8267 9174 10163 11270 12500
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
Res.Balance 3217 3235 3240 3624 4346 5276 6006 6373 6739 7285 7853
FactorServices -5705 -5439 -5394 -5481 -5364 -5753 -5845 -5607 -5641 -5727 -5819
Receipts 297 336 360 375 389 412 . 432 446 465 486 509
Interest 264 303 325 337 349 368 386 397 414 433 453
Other 33 33 35 38 40 44 47 49 51 53 56
Payments 6002 5776 5754 5856 5753 6164 6278 6054 6106 6213 6328
Interest 5542 5289 5244 5320 5187 5563 5636 5366 5366 5415 5465
DirectInv. 438 465 486 511 539 572 611 656 706 762 825
Other 22 22 23 25 27 29 31 33 34 36 37

Trans4ers 1 15 16 17 18 20 21 22 23 24 25
CurrentAcct. -2487 -2189 -2138 -1840 -999 -457 182 788 1122 1583 2059

Directlnvst. 269 214 246 285 330 384 447 502 564 633 711

NetM&LT-OFF 91 742 1276 840 1260 1041 784 304 23 -59 -140
Disbursements 437 1077 1774 1204 1691 1675 1513 1149 965 950 950
IBRD 96 146 478 672 970 968 923 637 500 500 500
IDB 195 236 470 157 227 262 269 265 249 250 250
Othofficial 146 695 826 375 494 445 321 247 216 200 200
Amortization 346 335 498 364 431 634 729 845 942 1009 1090
IBRD 80 116 149 161 159 178 198 268 317 419 484
IDB 82 76 100 35 50 68 118 134 172 171 176
OthOfficial 184 143 249 168 222 388 413 443 453 419 430
Outstd,DEBT 6476 7286 8562 9402 10662 11703 12487 12791 12814 12755 12615
IBRD 549 656 985 1496 2307 3097 3822 4191 4374 4455 4471
108 944 1095 1465 1587 1764 1958 2109 2240 2317 2396 2470
OthOfficial 4983 5535 6112 6319 6591 6648 6556 6360 6123 5904 5674

NetM&LT-PRV -386 2658 1028 1690 374 -782 -1315 -733 0 0 0
Disbursements 83 3423 2010 1690 374
Amortization 469 765 982 782 1315 733 0 0 0
Outstd.DEBT 33633 36291 37057 38747 39121 38339 37024 36291 36291 36291 36291

Net ShortTrm -307 -1565 -505 -500 -500 465 554 440 473 557 611
Outstd.DE8T 6570 5005 4500 4000 3500 3965 4519 4959 5432 5989 6600
TargetST 2500 2384 2609 2947 3410 3965 4519 4959 5432 5989 6600

Cap n.e.i. 2891 0 0 0 0 0 0 -681 -1570 -2445 -2945
Net IMF 0 702 400 -300 -300 -372 -400 -450 -378
Reserve Chg. -71 -562 -306 -174 -165 -279 -251 -169 -234 -268 -296

Res.Level 2637 3199 3505 3680 3845 4124 4375 4544 4778 5046 5342
Res/Imp 2.50 3.16 3.25 3.17 3.09 2.98 2.90 2.85 2.79 2.74 2.68
TotalDebt 46679 48582 50119 52149 53283 54007 54030 54041 54537 55035 55506
Debt/Exports 4.74 5.05 4.81 4.45 3.94 3.44 3.03 2.78 2.58 2.37 2.18
DSR 131% 118% 108% 83% 671 70% 68% 61% 55% 54% 52%
DSRxST 64% 66% 64% 49% 42% 44% 43% 36% 3 % 28% 26%



10:48PM ARGENTINA-BIP-BOP-HIGH 12/19/85

MLN 100 99.5 106.47 113.92 122.46 131.89 141.91 148.3 154.97 161.95 169.24
Priv.Inv 4784 3827.2 4114.2 4443.4 4798.8 5182.8 5597.4 6017.2 6468.5 6953.6 7475,1
Int.rate%-FI 10.8 10.9 10.7 10 10.5 10.5 10 10 10 10

-WBK/ID8 9.8 10.2 10.2 9.7 10.2 10.2 9.7 9.7 9.7 9.7

Interest-OFF 635 743 873 912 1088 1194 1211 1241 1243 1237
-PRV 3632 3956 3965 3875 4108 4026 3702 3629 3629 3629
-SKTRM 1022 546 482 400 368 , 416 452 496 543 599

TOTAL 5289 5244 5320 5187 5563 5636 5366 5366 5415 5465

IntCov.Ratio 61% 65% 66% 73% 90% 102% 114% 1287. 136% 146% 157/
Debt/GDP 62% 67/. 62% 58% 53% 48% 42% 39% 36% 33% 31%
IMFNetPos. 1098 1800 2200 1900 1600 1228 828 378 0 0 0
TotDebtincIMF 47777 50382 52319 54049 54883 55235 54858 54419 54537 55035 55506
TotDebt/GDP 63% 69% 65% 60% 55% 49% 43% 35% 36% 33% 31%
GDP(ps84) 51254 49570 51305 53151 55555 58080 60674 63344 66062 68988 72043
GDP(384) 75763 73275 75840 78567 82121 85853 89688 93635 97653 101978 106493
GODP($cur) 75763 72908 80743 89502 100567 113232 127281 138862 151337 165151 180225

GDS(ps84) 9572 8835.3 9629.9 10301 11279 12331 13171 14018 14844 15805 16820
GDS($cur) 14149 12995 15155 17345 20418 24040 27629 30731 34006 37837 42077

Interest/GDS 37/ 38% 32% 29% 24% 22% 19% 16% 15% 13% 12%
Interest/GDP 7 7/ 6% 6% 5% 5% 4% 4% 3% 3% 3%

Chg.Exposure 4% 4% 4% 2% 1% 0% -1% -2% -4% -4%

FIP(real) -5705 -5467 -5067 -4812 -4380 -4362 -4119 -3781 -3640 -3536 -3438
FIP(ps84) -3859 -3698 -3428 -3255 -2963 -2951 -2786 -2558 -2462 -2392 -2326



10:48PM ARGENTINA-BIP-BOP-HIGH 12/19/85

1985 1986 1987 1988 1989 1990 TOTAL
Commitments
WORLD BANK 240 630 800 900 900 900 4370
108 400 400 300 200 200 200 1700
OFFICIAL-OTHER 1100 1200 900 800 800 700 5500
PRIVATE 3423 1859 1690 0 0 0 6972
TOTAL 5163 4089 3690 1900 1900 1800 18542

Disbursements
WORLD BANK 146 478 672 970 968 923 4157
JDB 236 470 157 227 262 269 1621
OFFICIAL-OTHER 695 826 375 494 445 321 3156
PRIVATE 3423 2010 1690 374 0 0 7497
TOTAL 4500 3784 2894 2065 1675 1513 16431

Net Flows
WORLD BANK 30 329 511 811 790 725 3196
IDOB 160 370 122 177 194 151 1174
OFFICIAL-OTHER 552 577 207 272 57 -92 1573
PRIVATE 2658 1028 1690 374 -782 -1315 3653
TOTAL 3400 2304 2530 1634 259 -531 9596

Amortization
WORLD BANK 116 149 161 159 178 198 961
IDB 76 100 35 50 68 118 447
OTHEROFFICIAL 143 249 168 222 388 413 1583
PRIVATE 765 982 0 0 782 1315 3844
TOTAL 1100 1480 364 431 1416 2044 6835

DOD Change 84-90 %SHARE
WORLD BANK 579 985 1496 2307 3097 3822 3196 33%
IDB 1104 1465 1587 1764 1958 2109 1174 12/
OFFICIAL-OTHER 5535 6112 6319 6591 6648 6556 1573 16%
PRIVATE 36291 37319 38747 39121 38339 37024 3653 38%
TOTAL 50765 51296 52730 53942 54681 55014 9596 100%

1985 1986 1987 1988 1989 1990 Total85-90
HIGHCASE
CurrentDeficit -2189 -2138 -1840 -999 -457 182 -7442

DirectForeignIn 214 246 285 330 384 447 1906

NetOfficialSou 742 1276 840 1260 1041 784 5943
-WORLD BANK 30 329 511 811 790 725 3196
-IDB 160 370 122 177 194 151 1174
-OTHER 552 577 207 272 57 -92 1573

Net PrivateSour 1093 523 1190 -126 -317 -761 1601

Net IMF 702 400 -300 -300 -372 -400 -270

Reserve Chg. -562 -306 -174 -165 -279 -251 -1738



10:49AM Argent ina-BIPProject ion-Base 12/9/85

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
GDP 51254 * 49776 51560 53171 54899 56673 58393 60169 61993 63955 65992
Investment 7391 6538 6934 7376 7849 8355 8896 9448 10036 10664 11334
-Public 2607 2711 2820 2933 3050 3172 3299 3431 3568 3711 3859
-Private 4784 3827.2 4114 4443 4799 5183 5597 6017 6468 6954 7475
Exports 6710 7017 7557 7827 8163 8492 8706 8959 9204 9529 9867
Imports 4529 4514 4710 4882 5062 5248 5439 5654 5878 6117 6366
Consumption 41682 40735 41779 42850 43949 45075 46231 47416 48631 49878 51157
Population 29789 30325 30871 31427 31992 32568 33155 33751 34359 34977 35607
-per capita 1399 1343 1353 1363 1374 1384 1394 1405 1415 1426 1437
exch rate 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0,6765 0.6765 0,6765 0.6765
CPC($) 2068 1986 2001 2016 2031 2046 2061 2077 2092 2108 2124
Dom.Sav ings 9572 9041 9781 10321 10950 11598 12162 12753 13362 14077 14835
FIP -3864
Nat.Savings 5708
InvrtFactor 1.049 1.049 1.049 1,049 1.049 1.049 1.049 1.049 1.049 1.049

ExportsGNFS 9856 9874 10801 11988 13466 15124 16734 18016 19362 20961 22697
Goods 8100 8057 8779 9737 10950 12306 13580 14589 15638 16913 18298
NFS 1756 1817 2022 2250 2516 2818 3153 3427 3724 4048 4399
ImportsGNFS 6639 6421 7081 7819 8683 9668 10748 11660 12652 13739 14924
Goods 4600 4342 4742 5229 5805 6462 7180 7764 8397 9092 9850
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
Res.Balance 3217 3453 3720 4168 4782 5456 5986 6356 6710 7222 7772
FIP -5712
Transfers 3
CurrentAcct -2492

Imports
Food/Cons 239 200 215 251 295 348 409 435 463 492 524
Petroleum 507 477 445 450 456 462 466 499 534 573 614
Int'medite 3254 3144 3487 3847 4270 4749 5263 5667 6101 6577 7092
Capital 600 521 595 681 784 904 1042 1163 1298 1450 1620
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
G&NFS 6639 6421 7081 7819 8683 9668 10748 11660 12652 13739 14924

Constant
Food/Cons 226.4 221.77 226.89 232.12 237.48 242.96 248.56 254.3 260.16 266.17 272.31
Petroleum 484 470.04 486.89 502.1 518.42 535.17 551.42 568.19 585.41 603.93 623.17
Int'medite 3193.8 3101.7 3212.9 3313.3 3420.9 3531.5 3638.7 3749.3 3863 3985.2 4112.2
Capital 796.7 695.61 741.9 793.91 849.89 910.14 975.03 1041.6 1112.9 1189.5 1271.7
NFS 2080 2128.1 2236.2 2314.7 2392.9 2473.6 2559.7 2674.9 2795.2 2921 3052.5
G&NFS 6780.9 6617.2 6904.8 7156.1 7419.6 7693.4 7973.4 8288.2 8616.7 8965.9 9331.8

Prices
Food/Cons 1,06 0.90 0.95 1.08 1.24 1.43 1.64 1.71 1.78 1.85 1.92
Petroleum 1.05 1.02 0.91 0.90 0.88 0.86 0.85 0.88 0.91 0.95 0.98
Int'medite 1.02 1.01 1.09 1.16 1.25 1.34 1.45 1.51 1.58 1.65 1.72
Capital 0.75 0.75 0.80 0.86 0.92 0.99 1.07 1.12 1.17 1.22 1.27
NFS 0.98 0.98 1.05 1.12 1.20 1.30 1.39 1.46 1.52 1.59 1.66
G&NFS 0.98 0.97 1.03 1.09 1.17 1.26 1.35 1.41 1.47 1.53 1.60

MWN 98.2 97.7 104.6 111.9 120.3 129.6 139.4 145.67 152.23 159.08 166.24
FOOD 88 75 79 90.3 103.7 119.3 137.1 142.5 148,2 154.1 160.3



10:49AM Argentina-BIPProjection-Base 12/9/85

Exports-Value
Beef 232 1 225 217 249 288 332 384 414 447 483 521
Wheat 1178 1241 1200 1183 1343 1495 1519 1540 1535 1667 1811
Corn 760 756 1069 1187 1336 1546 1693 1788 1890 1997 2110
Petroleum 446 460 465 503 546 594 645 722 807 902 1008
Oils 945 945 967 1062 1172 1297 1432 1549 1675 1812 1960
OilSeeds 624 473 468 617 695 773 854 899 947 997 1049
Sorghum 490 541 549 616 691 737 806 838 884 932 983
Manufactures 1622 1614 1788 1989 2235 2527 2855 3133 3438 3772 4139
OtherGoods 1804 1803 2055 2331 2643 3004 3393 3705 4015 4351 4715
Total:goods 8100 8057 8779 9737 10950 12306 13580 14589 15638 16913 18298
Volumes
Beef 217 217 219 224 228 233 237 243 249 255 262
Wheat 1184 1254 1285 1175 1231 1261 1181 1152 1105 1154 1206
Corn 725 833 1234 1264 1305 1382 1389 1404 1420 1436 1452
Petroleum 447 478 502 517 532 548 565 582 599 617 636
Oils 793 911 947 985 1025 1066 1108 1153 1199 1247 1297
OilSeeds 642 598 552 671 694 707 716 724 732 740 748
Sorghum 512 588 646 664 680 661 659 657 664 672 679
Manufactures 1540 1540 1594 1658 1732 1819 1910 2005 2106 2211 2321
Other Goods 1772 1780 1896 2009 2120 2237 2348 2454 2545 2639 2737
Total:goods 7832 8199 8876 9168 9549 9914 10114 10375 10618 10971 11337
NFS 1600 1664 1747 1835 1926 2023 2124 2219 2319 2424 2533
G&NFS 9432 9863 10623 11002 11475 11937 12237 12594 12938 13394 13870
Prices
Beef 1.07 1.04 0.99 1.12 1.26 1.43 1.62 1.70 1.79 1.89 1.99
Wheat 0.99 0.99 0.93 1.01 1.09 1.19 1.29 1.34 1.39 1.44 1.50
Corn 1.05 0.91 0.87 0.94 1.02 1.12 1.22 1.27 1.33 1.39 1.45
Petroleum 1.00 0.96 0.93 0.97 1.03 1.08 1.14 1.24 1.35 1.46 1.59
Oils 1.19 1.04 1.02 1.08 1.14 1.22 1.29 1.34 1.40 1.45 1,51
OilSeeds 0.97 0.79 0.85 0.92 1.00 1.09 1.19 1.24 1.29 1.35 1.40
Sorghum 0.96 0.92 0.85 0.93 1.02 1.12 1.22 1.28 1.33 1.39 1.45
Manufactures 1.05 1.05 1.12 1.20 1.29 1.39 1.50 1.56 1.63 1.71 1.78
Other Goods 1.02 1.01 1.08 1.16 1.25 1.34 1.44 1.51 1.58 1.65 1.72
Total:goods 1.03 0.98 0.99 1.06 1.15 1.24 1.34 1.41 1.47 1.54 1.61

RealPrices
Beef 231 225 201 211 222 234 246 248 250 252 254
Wheat 168 168 148 149 150 152 153 152 151 151 150
Corn 138 120 107 108 110 111 113 113 113 113 113
Petroleum 29 28.1 25.3 24.8 24.3 23.9 23.4 24.3 25.2 26.2 27.2
Oils 737 645 593 585 578 570 563 560 558 555 553
OilSeeds 287 235 235 238 241 245 248 247 246 246 245
Sorghum 121 117 101 103 105 107 109 109 109 108 108
Manufactures 98 98 105 112 120 130 139 146 152 159 166
OtherGoods 98 98 105 112 120 130 139 146 152 159 166
Total:goods



10:49AM Argent ina-BIPProject ion-Base 1 2/9/85

Ratios
growth(DP) -2.88% 3.58% 3.12% 3.25% 3.23% 3.03% 3.04% 3.03% 3.16% 3.19%
I/Y 14.42% 13.14% 13.45% 13.87% 14.30% 14.74% 15.23% 15,70% 16.19/ 16.67 17.1%
Public 5.09% 5.45% 5.474 5.52% 5,56% 5.60% 5.65% 5.70% 5.76% 5.80% 5.85%
Private 9.33% 7.69% 7.98% 8.36% 8.74% 9.14% 9.59% 10.00% 10.43% 10.87 11.33%
ICOR -5.00 3.66 4.30 4.27 4.42 4,86 5.01 5.18 5.12 5.23
Exp/y 13.09% 14.10% 14.66% 14.72% 14.87 14.98% 14.91% 14.89% 14.85% 14.90% 14.95%
IMp/y 8,84% 9.07 9.14% 9.18% 9.22% 9.26% 9.32% 9.40% 9.48% 9.56% 9,65%
TTI 1.06 1.01 0.96 0.97 0.98 0.99 1.00 1.00 1.00 1.01 1.01
Sd/y 18,68% 18.16% 18.97/ 19.41% 19.95% 20.46% 20.83% 21.20% 21.55% 22.01% 22.48%
growth Cons -2.27 2.56% 2.56% 2.56% 2.56% 2.56% 2.56% 2.56% 2.56% 2.56%
-Iny.pub 4.00% 4,00% 4.00% 4.00% 4.00% 4.00% 4,00% 4.00% 4,00% 4.00%
-inv.pri -20.00% 7.50% 8,00% 8.00% 8.00% 8.00% 7.50% 7.50% 7,50% 7.50%
-cons/pop -4.00% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0,75%
-imports -0.33% 4.35% 3.64% 3.68% 3.69% 3.64% 3.95% 3.96% 4,05% 4.08%
-exports 4.57/ 7,71% 3.574 4.30% 4.02% 2.52% 2.91% 2.73% 3.53% 3.55%



6:08PM Argent ina-BIPProject ion-High 12/8/85

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
GDP 51254 49776 51856 53864 56233 58747 61296 63895 66567 69444 72459
Investment 7391 6538 6934 7376 7938 8548 9213 9877 10530 11230 11980
-Public 2607 2711 2820 2933 3050 3172 3299 3431 3568 3711 3859
-Private 4784 3827.2 4114 4443 4888 5376 5914 6446 6962 7519 8121
Exports 6710 7017 7557 7831 8187 8590 8918 9251 9604 10060 10542
Imports 4529 4514 4726 4919 5140 5375 5621 5890 6167 6464 6777
Consumption 41682 40735 42090 43576 45248 46984 48786 50657 52600 54618 56713
Population 29789 30325 30871 31427 31992 32568 33155 33751 34359 34977 35607
-per capita 1399 1343 1363 1387 1414 1443 1471 1501 1531 1562 1593
exchrate 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765 0.6765
CPC($) 2068 1986 2015 2050 2091 2132 2175 2219 2263 2308 2354
Dom.Savings 9572 9041 9765 10288 10985 11763 12510 13237 13967 14826 15745
FIP -3864
Nat.Savings 5708
InvrtFactor 1.049 1.049 1.049 1.049 1.049 1.049 1.049 1.049 1.049 1.049

ExportsGNFS 9856 9874 10801 11991 13501 15279 17105 18541 20117 22010 24092
Goods 8100 8057 8779 9741 10985 12461 13952 15114 16393 17962 19693
NFS 1756 1817 2022 2250 2516 2818 3153 3427 3724 4048 4399
ImportsGNFS 6639 6421 7105 7880 8818 9898 11101 12139 13264 14508 15872
Goods 4600 4342 4766 5290 5939 6693 7533 8243 9009 9861 10798
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
Res.Balance 3217 3453 3696 4112 4683 5380 6004 6402 6852 7502 8219
FIP -5712
Transfers 3
CurrentAcct -2492

Imports
Food/Cons 239 200 216 255 303 361 429 461 497 534 575
Petroleum 507 477 448 456 467 479 490 530 574 622 674
Int'medite 3254 3144 3507 3897 4374 4922 5524 6018 6551 7142 7787
Capital 600 521 595 681 795 931 1090 1233 1388 1563 1762
NFS 2039 2079 2339 2590 2879 3206 3568 3897 4255 4647 5074
G&NFS 6639 6421 7105 7880 8818 9898 11101 12139 13264 14508 15872

Constant
Food/Cons 226.4 221.77 228.41 235.67 243.81 252.22 260.93 269.94 279.26 288.9 298.87
Petroleum 484 470.04 489.68 508.65 531.02 554.76 578.83 603.37 628.61 655.77 684.24
Int'medite 3193.8 3101.7 3231.3 3356.4 3504.1 3660.7 3819.5 3981.5 4148 4327.3 4515.1
Capital 796.7 695.61 741.9 794.38 862.13 937.09 1020.1 1104.7 1189.4 1281.9 1382.9
NFS 2080 2128.1 2236.2 2314.7 2392.9 2473.6 2559.7 2674.9 2795.2 2921 3052.5
G&NFS 6780.9 6617.2 6927.5 7209.9 7533.9 7878.4 8239.1 8634.4 9040.6 9474.9 9933.6

Prices
Food/Cons 1.06 0.90 0.95 1.08 1.24 1.43 1.64 1.71 1.78 1.85 1.92
Petroleum 1.05 1.02 0.91 0.90 0.88 0.86 0.85 0.88 0.91 0.95 0.98
Int'medite 1.02 1.01 1.09 1.16 1.25 1.34 1.45 1,51 1.58 1.65 1.72
Capital 0.75 0.75 0.80 0.86 0.92 0.99 1.07 1.12 1.17 1.22 1.27
NFS 0.98 0.98 1.05 1.12 1.20 1.30 1,39 1.46 1.52 1.59 1.66
G&NFS 0.98 0.97 1.03 1.09 1.17 1.26 1.35 1.41 1.47 1.53 1.60

MW 98.2 97.7 104.6 111.9 120.3 129.6 139.4 145.67 152.23 159.08 166.24
FOOD 88 75 79 90.3 103.7 119.3 137.1 142.5 148.2 154.1 160.3



6:08PM Argentina-BlPProjection-High 12/8/85

Exports-Value
Beef 232 225 217 249 288 332 384 414 447 483 521
Wheat 1178 1241 1200 1183 1343 1513 1625 1648 1642 1784 1938
Corn 760 756 1069 1187 1340 1551 1736 1846 1958 2077 2202
Petroleum 446 460 465 503 546 594 645 722 807 902 1008
Oils 945 945 967 1062 1172 1297 1432 1549 1675 1812 1960
OilSeeds 624 473 468 617 696 794 876 923 972 1023 1077
Sorghum 490 541 549 616 691 773 836 858 895 943 995
Manufactures 1622 1614 1788 1993 2248 2556 2924 3266 3669 4122 4631
OtherGoods 1804 1803 2055 2331 2661 3050 3494 3889 4328 4816 5360
Total:goods 8100 8057 8779 9741 10985 12461 13952 15114 16393 17962 19693
Vol umes
Beef 217 217 219 224 228 233 237 243 249 255 262
Wheat 1184 1254 1285 1175 1231 1277 1264 1233 1182 1235 1291
Corn 725 833 1234 1264 1309 1387 1424 1449 1471 1493 1515
Petroleum 447 478 502 517 532 548 565 582 599 617 636
Oils 793 911 947 985 1025 1066 1108 1153 1199 1247 1297
OilSeeds 642 598 552 671 695 726 735 743 751 759 768
Sorghum 512 588 646 664 680 693 684 672 672 680 687
Manufactures 1540 1540 1594 1661 1742 1840 1956 2091 2247 2416 2597
OtherGoods 1772 1780 1896 2009 2134 2271 2418 2575 2743 2921 3111
Total:goods 7832 8199 8876 9171 9577 10040 10391 10741 11114 11624 12163
NFS 1600 1664 1747 1836 1932 2034 2144 2262 2386 2518 2656
G&NFS 9432 9863 10623 11007 11509 12074 12535 13003 13500 14141 14819
Prices
Beef 1.07 1.04 0.99 1.12 1.26 1.43 1,62 1.70 1.79 1.89 1.99
Wheat 0.99 0.99 0.93 1.01 1.09 1.19 1.29 1.34 1.39 1.44 1.50
Corn 1.05 0.91 0.87 0.94 1.02 1.12 1.22 1.27 1.33 1.39 1.45
Petroleum 1.00 0.96 0.93 0.97 1.03 1.08 1.14 1.24 1.35 1.46 1.59
Oils 1.19 1.04 1.02 1.08 1.14 1.22 1.29 1.34 1.40 1.45 1.51
OilSeeds 0.97 0.79 0.85 0.92 1.00 1.09 1.19 1.24 1.29 1.35 1.40
Sorghum 0.96 0.92 0.85 0.93 1.02 1.12 1.22 1.28 1.33 1.39 1.45
Manufactures 1.05 1.05 1.12 1.20 1.29 1.39 1.50 1.56 1.63 1.71 1.78
OtherGoods 1.02 1.01 1.08 1.16 1.25 1.34 1.44 1.51 1.58 1.65 1.72
Total:goods 1.03 0.98 0.99 1.06 1.15 1.24 1.34 1.41 1.47 1.55 1.62

RealPrices
Beef 231 225 201 211 222 234 246 248 250 252 254
Wheat 168 168 148 149 150 152 153 152 151 151 150
Corn 138 120 107 108 110 111 113 113 113 113 113
Petroleum 29 28.1 25.3 24.8 24.3 23.9 23.4 24.3 25.2 26.2 27.2
Oils 737 645 593 585 578 570 563 560 558 555 553
OilSeeds 287 235 235 238 241 245 248 247 246 246 245
Sorghum 121 117 101 103 105 107 109 109 109 108 108
Manufactures 98 98 105 112 120 130 139 146 152 159 166
OtherGoods 98 98 105 112 120 130 139 146 152 159 166
Total:goods
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Ratios
growth(GDP) -2.88% 4.18% 3.87% 4.40% 4.47 4.34% 4.24% 4.18% 4.32% 4.34%
I/Y 14,42% 1 13.14% 13.37 13.69% 14.12% 14,55% 15.03% 15.46% 15.82% 16.171 16.53%
Public 5.09% 5.45% 5.44% 5.44% 5.42% 5.40% 5.38% 5.37 5,36% 5.34% 5.33%
Private 9.33% 7.69% 7.93% 8,25% 8.69% 9.15% 9.65% 10.09% 10.46% 10.83% 11.21%
ICOR -5.00 3.14 3.45 3.11 3.16 3.35 3.54 3.70 3.66 3.73
Exp/y 13.09% 14.10% 14.57 14.54% 14.56% 14.62% 14.55% 14.48% 14.43% 14.49% 14.55%
IMp/y 8,84% 9.071 9.11% 9.13% 9.14% 9.15% 9.17 9.22% 9.27 9.31% 9.35%
TTI 1.06 1.01 0.96 0.97 0.98 0.99 1.00 1.00 1.01 1.01 1.01
Sd/y 18.68% 18.16% 18.83% 19.10% 19.54% 20.02% 20.41% 20.72% 20.98% 21.35% 21.73%
growth Cons -2.27 3.33% 3.53% 3.84% 3.84% 3.84% 3.84% 3.84% 3.84% 3.84%
-Iny.pub 4.00% 4.00% 4.00% 4.00% 4,00% 4.00% 4.00% 4.00% 4.00% 4.00%
-inv.pri -20.00% 7.50% 8.00% 10.00% 10.00% 10.00% 9.00% 8.00% 8.00% 8.00%
-cons/pop -4.00% 1.50% 1.70% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%
-imports -0.33% 4.69% 4.08% 4.50% 4.57% 4.58% 4.80% 4,70% 4.80% 4.84%
-exports 4.57/ 7.71% 3.62% 4.56% 4.91% 3.82% 3.73% 3.82% 4,75% 4.79%



NCEHITWU DEBT PROJCItIM

($ Millions)

1m65 an 1667 1m68 1w0 1600 Total 05-0

Current Deficit 0 531 1268 t9 801 400 6854

Direct roreii mIestt 10 250 300 340 370 390 1640

net Off icial Source 287 423 660 668 610 416 3084
-wonLD Uw 112 15 185 51 11 845
-w3 4 50 122 192 241 251 860
-0HR I50 21 373 331 20 48 79

"et PrwatoSoure 400 8 458 1 343 33 513

met If 800 800 -300 -300 -372 -400 28

Riserue bcrease go 50 50 50 -50 50 380

HG CASE
Current DeficIt 171 273 2021 1756 1380 842 9660

Direct roreign Wvestat 10 250 300 340 370 390 1640

Net Official Source 287 423 60 68 61 416 3064
-WORLD DM 133 112 185 185 51 119 845
-1 4 50 122 192 241 251 860
-0HR 150 21 373 331 21 48 137=

Net Prwaae Source 502 850 1211 878 922 388 4540

Net "f 800 800 -300 -300 -372 -400 28

Reserve icreas 139 50 50 50 -150 50 389



RGD1 OI PROCUMOS

($ Millions)

85 18 1987 198 1989 1990 TOTAL
Coinitmsnts
WORLDBVI 175 535 350 325 300 50 a3 ~'
D 400 400 300 200 200 200 1700
mCrC EPORT 800 800 400 400 200 200 2400
O11 OPuu)

UPPLIERS CRMEIS 500 B00 500 400 800 500 3100
PSM 1E GUAKED 2422 3088 479 3m7 2563 2973 18402
PRJTE HNM-GLV*MD 500 500 500 400 500 500 2900
G"ILLER 0 129 237 337 503 874 1880

TOTIL 4597 5850 46 5241 488 517 32217

WORLD BAf 252 279 326 324 324 324 820
1 38 86 57 227 283 270 1039
(RICR CPtW 28 382 476 464 430 312 2182
O R (rpLm) 200 74 50 31 5 11 381
SLFPIZs CREITS 203 330 3e 460 52 51 24S
PRAIITE GVEfITED 2422 3086 4179 319 2563 2973 18402
PRWEr NO.-G viWiErD 500 500 500 400 SO 500 2000
GILER 0 129 237 337 503 674 1880

TOTAL 3751 4846 8321 5422 5111 5577 31026

WORLD Ot 133 112 *5 185 51 11 845
ID 4 50 122 192 241 251 860

OICfT [WORT 86 39 435 407 31 53 17
01m (PFELm) 64 -5 -62 -76 -101 -107 -me
90W LERS CREDITS -43 63 126 187 195 183 671
PRIUTE GLIARAE[D 312 -584 -89 -200 -768 -979 -2308
PRMWE NOMt-SV tTM 500 500 500 220 220 120 2080
GAMILLER 0 129 237 337 482 1 1796

TOTAL 105 531 1434 1212 739 333 5305

WORLD M 10 187 *1 so 173 205 984
O* 32 36 35 35 22 19 19
OmcM t EIPORI 52 45 41 57 m 150 465
Om R (PmUl) m 10 112 107 1m 118 719
SMIRS CREW$8 246 267 270 203 32 350 1744
PRUTE GQM ITEED 2110 3670 4268 3379 3331 3952 20710
PR1UTE MN-G4MTEED 0 0 0 180 280 380 840
GAFPfILLER 0 0 0 0 21 61 82

TOTAIL 2895 435 4087 4210 4372 5244 25723

om0 (Exposure) ChmW 84-90 % Share

WORLD Bft 785 677 ID42 1207 58 1477 845 16
ED 334 384 508 696 939 190 860 16

CIL 1372 186 205 263 3106 335 2050 39
W:3 & SPPLERS 48294 46339 4967 49344 49278 49032 550 29

TOTAL 5075 51296 52730 53942 54681 55014 5305 100



December 4, 1985

Mr. Stern:

Below, I have some brief observations for your consideration on the
Argentina and Morocco adjustment programs.

(i) It would be useful to have a very brief "initial conditions" of
these economies at the start. A table like that of Annex III
(Argentina) and a brief description is what I have in mind.

(ii) The objectives of the economic adjustment programs over the next
five years should follow. These objectives should be in terms
of a few key parameters such as growth rates (given in both
studies), debt/GDP; debt-service ratios; interest
payments/GDP. This should be followed by the implications for
public savings, private savings, public investment, private
investment and exports. The economic adjustment program and
policies could then be discussed in relation to each of these
areas.

(iii) The policy matrix presented in the Argentina case (Annex II?) is
a good idea. You might wish to encourage that approach in the
other studies. I believe most of the LAC studies will be doing
this. The "Policy Areas" could be standardized (to the extent
possible); most countries will probably have to focus on the
same set of policy areas, but with differing emphasis.

(iv) Within such a policy framework, priorities should be specified
much more than has been done in the case of Morocco. This
should fall out if annual action programs are carefully
specified.

(v) Neither program identifies the links between the policies. Will
undertaking Policy A make it easier to undertake Policy B?
Morocco does touch on this issue. In general, this will be
difficult to do, but it could provide a basis for identifying
priorities, the sequencing of reforms and annual action
programs.

(vi) The approach to the monitoring of reforms, the role of the IMF
and collaboration with the Bank in implementing and monitoring
the economic adjustment program, has not been spelled out in
Argentina. There is, however, some mention in the case of
Morocco.

(vii) The resource requirements, by amounts and source over the next
five years could be more explicitly discussed and usefully
presented in a tabular form in both cases.
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(viii) The Morocco study focuses too much in the text on the past; this
could be better done in the policy matrix as in Argentina. The
textual presentation "breaks up" an integrated adjustment

program.

(ix) It may also be useful to have a distinction drawn between what
is "necessary" to achieve the objectives specified in terms of
the key parameters, and what, in the judgment of the region, is
"likely" and why. This would be useful in formulating some
judgment about whether the countries will succeed in resuming
sustained growth and restoring their creditworthiness, and the
implications for the Bank's own lending program if what is
necessary is not undertaken.

(x) Finally, neither program, in my judgment, places adequate
emphasis on the importance of stabilization (and maintaining the
stabilization program in Argentina) as a precondition for the
success of the adjustment programs. This is also where the role
of the Fund could be woven in.

Hope you find some of these observations useful.

A eane

cc: Mr. Husain



}rA

6 PJ~f~

/?-

/4Ac 2v

A/



ARGENTINA--Medium-Term Economic Recovery Proposal

1. Initial Conditions (Background)
Economic Performance

-inappropriate economic management
-external problems

Stabilization policies
-Plan Austral
-overall fiscal deficit
-monetary reform

-wage and price freeze

2. Objectives of the medium-term program
-Debt/exports
-Increase in per capita consumption
-GDP growth

3. Implications of the objectives of the medium-term program
-public/private investments
-public/private savings
-exports
-imports
-debt rescheduling
-capitalization of interest
-fiscal and monetary
-exchange rate

4. Policies and institutions necessary

-agriculture

-trade and industry

-financial sector
-energy sector
-public sector
-transportation

5. Policy Priorities
-agriculture
-energy
-industry and trade
-financial sector

-public sector

-transportation

6. Annual Action Programs
1986 Policy emphasis, sectors, measures
1987 Policy emphasis, sectors, measures
1988 Policy emphasis, sectors, measures
1989 Policy emphasis, sectors, measures
1990 Policy emphasis, sectors, measures



7. Scenarios
Base Case High Growth

Agriculture Reduce export taxes to May Phase out export
1985 level taxes; adequate trans

port infrastructure

Manufacturing & Trade policy reform Export promotion and
Trade exchange rate improve

ment

Energy Oil & gas: improving ex- Oil & gas: Resolving
traction from existing COGASCO issue; buil-
wells; strong private ding pipelines; inten
sector participation in sive private sector
exploration and development investment;
of moderate private sector
investment;
Power: adequate pricing po- Power: completion of
licies; ongoing power genera-

tion;

Investment Scale down public invest- Expand private invest
ment ment

8. How realistic are policies:
-Trade Policy
-Agricutural Sector
-Energy Sector
-Financial Sector
-Privatization efforts
-Public sector management

9. Monitoring of Policies
-Follow Colombian model

10.Stabilization
-Role of the IMF

11.Financing Requirements
-base case
-high growth case

Annexes
1. Policy matrix

II. Sector Policies
III. Economic Indicators

-Economic performance in recent years
-Projections: Base Case and High Growth Case

-Key variables
-Financing requirements and sources
-Debt outstanding and disbursed by sources

JSokol:mac
12/11/85



ARGENTINA--ELEMENTS OF A POLICY REFORM PROGRAM

1. The new economic program has created confidence in the Government'smanagement of the economy by reducing dramatically the inflation rate, cuttingthe overall fiscal deficit sharply, and eliminating recourse to monetaryemission. Its objectives are to strengthen incentives to the private sector andstreamline the public sector. It is now essential to tackle the underlyingdistortions and constraints in the economy in order to resume sustained rates ofsatisfactory real economic growth. A reform package, therefore, ought toaddress the following issues in order of priority, taking into account theGovernment's technical and political constraints in implementing it
successfully.

2. Trade Regime: (a) phase out import licensing and replace it bytarI-fs; (b) rationalize the import tariff structure by reducing tariffdisperion; nc) sitrpplify import and export procedures; (d) introduceautomaticity in the temporary import drawback system and in foreign exchangeavailability for importing inputs for exports; and (e) phase out of axporttaxes and replace them by alternative sources of revenue such as a land tax.

3. Financial System: (a) streamline the financial system (i.e. reducethe number of banks and staff) to improve its operational efficiency; (b)strengthen the supervisory/regulatory capability of the Banking Superintendencyand reporting requirements of portfolio quality of financial institutions; (c)reduce Government intervention and eliminate segmentation of credit markets;and (d) provide for the recapitalization of viable financial institutions.

4. Public Sector Finances and Investment Program: (a) rationalize themedium-term investment program consistent with a viable financing plan andsustainable macroeconomic targets. This would require scaling ongoing andprospective investments, and strengthening the screening mechanism forinvestment projects (i.e. selection of projects based on economic and financialcriteria); strengthen tax collection and administration; and (d) reduce public
investment requirements through increased private sector pariticipation.

5. Public Enterprises Management: (a) increase real prices of publicservices to ensure cost recovery; (b) improve mechanisms to analyze, decide,and follow up the enterprises' investment programs; and (c) allow publicenterprises to operate like commercial entities.

6. Price Distortions: (a) adequate pricing of gas; and (b) improvedpricing and cost recovery in such areas as road user costs, port tariffs,dredging costs, and railroad and airline tariffs; and (c) develop a suitablephase out of the price freeze.

7Role of Public vs. Private Sector: (a) deregulation andprivatization of the transport sector activities; (b) containment and increasein efficiency of military industries; (c) continue policy of awardingexploratory rights in promising oil and gas areas; and (d) where possibleprivatize industries under the aegis of the Ministries of Defense and of BANADE.



AIWMNINA - Points for Discussionj

1. The reform process proposed is a leisurely one. Supposing we were
to propose a $1 billion SAL to Argentina, with $ 500 million each in 1986
and 1987:

a) What policy package would justify such action? How feasible is
this?

b) What is the probability of effective implenentation?

c) What is the Fund's reaction to a high-growth scenario?

d) How does the Region see the likely reaction of the banks?

2. The alternative scenarios seem to differ only in GDP growth rates,
exports and capital flows. Is this realistic? Is an identical public
investment program consistent with resurgent private investment? Why
should governent investment stay at 7-5% of GDP in the high-growth case?
What happens to danestic savings? What is total investment likely to be?
What are the different expectations on efficiency (c/o ratio)? What are
the assumptions on import elasticity. Additional external financing in
Table 1.2 suggests a modest annual increment to external capital flows of
$ 500 million per year, net. But growth is double in the high case. How
sensitive is the growth rate to the external capital assumptions?

3. The alternative scenarios (page 1, Attachnent IV) assumes no
impact of the different policies on foreign direct investment flows or
official flows. What is the explanation for that?

4. The trade policy proposals seem to consist of renoving QRs and
other import licenses. Why is this believed to have any impact in the
absence of agreenent on tariff levels, On tariff levels,
only studies are contmeplated with no action before 1989. What is the
current average level of protection? What are the peaks? Even if one
accepts the need for gradual reduction of protection, why is a uniform
maximum and minimum level not negotiable? Table 2.1 shows a m&st real
effective exchanige rate decline since 1982. But what is a reasonable
parity target?

5. There are several references to domestic price controls. What
do they cover? How do they operate? What bars are there, if any, to
their elimination?

6. What is the foreign private investment framework in Argentina?
What changes, if any, are desirable?

7. What work has been done on the public investment program? How
many years does it cover? Are we satisfied with its sectoral canposition?
The balance between new investment and maintenance? Are there agreed
investment criteria? If not, can they be negotiated? Is there central
review for all public investment projects-governmental and parastatal?
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Has the investment program been scaled back and, if so, on what-criteria?
What defines a priority project in current circumstances?

8. The reform of the public sector is said to be central issue. But,
all of the measures are project or organization-oriented. What policy
framework can, should be, negotiated? What is the medium-term role of the
public sector in productive areas? What is to be its share of total
investment? Is it agreed that it will have no preferential access to
credit? That the only budget tranfers will be for equity? That operating

Ao46s will not be financed by either the Central Bank or the budget? Will
the public sector have freedom to set its prices? Will management have
control over wages, recruitment and dismissals?

9. There are many unclear references to monetary policy and interest
rates. Is this consistent with Fund views, assig the external resour-
ces are in sight? At what point does a less accommodating monetary policy
became inc6nsistent with the investment and growth objectives of the High
Case? If real interest rates are 50% per year (p. 1), no investment is
likely to occur. Export products are unlikely to be able to earn a return
justifying such a cost of capital. Consistent with a stabilization
program, what measures are necessary to reduce the real rate of interest?
Should a timeframe for that objective not be established? In the absence
of sharply reduced real interest rates, what are the prospects for the
investment objectives? Reducing spreads is an efficiency measure. Why
should this be achieved by legislative diktat?


