N
1

INTERNATIONAL MONETARY FUND o,
WASHINGTON, D.C. 20431 ﬁ

CABLE ADDORESS
INTERFUND

Gentlemen:

I am enclosing herewith the text of the stand-by
arrangement for Argentina approved by the Executive

Board on December 28, 1984,

Sincerely yours,

s f
_,‘/J/;’/Z 7/5{' {,’-/ é 2Ll *//'ﬁc/{(;?.ff‘// 1A ZC’A T——

A. M., Al~-Samarrie
Senior Operations Officer
Operations Division
for General Resources

Enclosure

Banco Central de la Republica
Argentina

Buenos Aires

Argentina



EBS/84/251
Supplement 2

CONFIDENTIAL
January 2, 1%85

Stand-By Arrangement-—-Argentina

Attached hereto are a letter with an annexed memorandum dated
September 25, 1984 and a supplementary letter dated December 26, 1984
from the Minister of Economy and the President of the Central Bank of
the Republic of Argentina requesting a stand-by arrangement and setting
forth the objectives and policies that the authorities of Argentina
intend to pursue for the period of this stand-by arrangement.

To support these cobjectives and policies the International
Monetary Fund grants thils stand-by arrangement in accordance with the
following provisions:

1. For the period from December 28, 1984 to March 27, 1986
Argentina will have the right to make purchases from the Fund in an
amount equivalent to SDR 1,419 million, subiect to paragraphs 2, 3, 4,
and 5 below, without further review by the Fund.

2. (a) Purchases under this stand-by arrangement shall not,
without the consent of the Fund, exceed the equivalent of SDR 236.5 mil-
lion until February 20, 1985, the equivalent of SDR 473.0 million until
May 20, 1985, the equivalent of SDR 709.5 willion until August 20,

1985, the equivalent of SDR 946.0 million until November 20, 1985, and
~ the equivalent of SDR 1,182.5 million until February 20, 1986.

(b) None of the limits in (a) above shall apply toc a purchase
under this stand-by arrangement that would not increase the Fund's
holdings of Argentina's currency in the credit tranches beyond 25 per-
cent of quota or Increase the Fund's holdings of that currency resulting
from purchases of borrowed rescurces beyond 12 1/2 percent of quota.

3. Purchases under this stand-by arrangement shall be made from
ordinary and borrowed rescurces in the ratio of 1 to l, provided that
any modification by the Fund of the proportions of ordinary and borrowed
resources shall apply to amounts that may be purchased after the date
of modification.

4, Argentina will not make purchases under thls arrangement, other
than the initial purchase equivalent to SDR 236.5 million that it may
request not later than within 15 days of the effective date of this
arrangement, that would increase the Fund's holdings of Argentina's
currency in the credit tranches beyond 25 percent of quota or increase
the Fund's holdings of that currency resulting from purchases of borrowed
resources beyond 12 1/2 percent of quota:

{a) during any period in which the data at the end of the
preceding calendar quarter indicate that the ceiling for the preceding
quarter on the net domestic assets of the Central Bank described in
paragraph 21 and Table 3 of the Memorandum of Understanding annexed to
the attached letter of September 25, 1985 has been exceeded or during
any period in which the ceiling for the end of the current gquarter has
been exceeded; or



(b) during any period in which the data at the end of the
preceding calendar quarter indicate that the limit on the combined
deficit of the nonfinancial public sector and the Central Bank, or the
sublimit on the cash deficit of the nonfinancial public sector, or the
limit on treasury outlays described in paragraph 16 and Table 2 of the
Memorandum of Understanding annexed to the attached letter of September 25,
1984 has been exceeded, or during any period in which any limit for
the current quarter has been exceeded; or

(¢) during any period in which the data at the end of the
preceding calendar quarter indicate that

(1)

(11)

(111)

the understandings on regulated interest rates
described in paragraph 19 of the Memorandum of
Understanding annexed to the attached letter of
September 25, 1984 have not been observed, or

>

the targets for net Iinternational reserves des-—
cribed in paragraph 25 and Table 4 of the Memo-
randum of Understanding annexed to the attached
letter of September 25, 1984 have not been met, or

the schedule for the phased elimination of external
payments arrears described in paragraph 26 and
Table 5 of the Memorandum of Understanding annexed
to the attached letter of September 25, 1984, as
modified by the attached letter of December 26,
1984, has not been observed; or

.(d) during any period after March 15, 1985 in which the Central
Bank is not providing foreign exchange automatically at the official

exchange rate and BONEX for the transfer of the proceeds from the sale
of travel services as was the case prior to November 15, 1984; or

(e)

nbgserved; or

(f)

during any period after March 31, 1985 in which the first
review referred teo in paragraph 31 of the Memorandum of Understanding
annexed to the attached letter of September 25, 1984 has not been con-
cluded or the understandings reached in that review are not being

during any period after June 30, 1985 in which

(1)

(11)

the individual agreements on the rescheduling of
public sector debt referred to inm paragraph 26 of
the Memorandum of Understanding annexed to the
attached letter of September 25, 1984 have not
been concluded, or

the Central Bank is not providing foreign exchange
automatically at the officlal exchange rate for
the payment of interest on private sector finan-
clial debt; or




(g) during any period after September 30, 1985 in which

(1) the Central Bank is not providing foreign exchange
automatically at the official exchange rate for
payments and transfers related to nonfinancial
services other than tourism and royalties, or

(11) the second review referred to in paragraph
31 of the Memorandum of Understanding annexed to
the attached letter of September 25, 1984 has not
been concluded or the understandings reached in
that review are not being observed; or

(h) during any period after November 1, 1985 in which the
Central Bank is not providing foreign exchange automatically at the
official exchange rate for the transfer of profits, dividends, and
royalties; or

(1) during any period prior to the time that foreign exchange
is provided automatically at the official exchange rate for the transfer
of profits, dividends, and royalties in which the Central Bank does
not permit the payment of obligations in respect of profits, dividends,
and royalties through the delivery of BONEX; or

() during the entire period of this stand-by arrangement,
while Argentina has any overdue financial obligation to the Fund, or
i1f Argentina

(1) exceeds the limits on rhe total and the short
term external debt of the public sector described
in paragraph 27 and Table 6 of the Memorandum
of Understanding annexed to the attached letter
of September 25, 1984, or

(11) lmposes or intensifies restrictions on payments
and transfers for current international trans-
actions, or

(111) introduces or modifies multiple currency practices
except as referred to in paragraph 30 of the Memo-
randum of Understanding annexed to the attached
letter of September 25, 1984, or as the result of
the elimination of restrictions referred to in
this arrangement, or

(iv) concludes bilateral payments agreements which are
inconsistent with Article VIII, or

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



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

5. Argentina's right to engage in the transactions covered by this
stand~by arrangement can be suspended cnly with respect to requests
received by the Fund after (a2) a formal ineligibility, or (b) a deci-
sion of the Executive Board to suspend transactions, either generally,
or in order to consider a proposal, made by an Executive Director or
the Managing Director, formally to suppress or to limit the eligibility
of Argentina. When notice of a decision of formal ineligibility or of .
a decision to consider a proposal is given pursuant to this paragraph 5, s
purchases under this arrangement will be resumed only after consultation
has taken place between the Fund and Argentina and understandings have
been reached regarding the circumstances in which such purchases can be
resumed.

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

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

8. Argentina shall pay a charge for this stand-by arrangement
in accordance with the decisions of the Fund.

9. (a) Argentina shall repurchase the outstanding amount of its
currency that results from a purchase under this stand-by arrangement,
in accordance with the provisions of the Articles of Agreement and
decisions of the Fund, including those relating to repurchases as
Argentina's balance of payments and reserve position improves.

(b) Any reductions in Argentina's currency held by the Fund
shall reduce the amounts subject to repurchase under (a) above in
accordance with the principles applied by the Fund for this purpose
at the time of the reduction.

(¢) The value date of a repurchase in respect of a purchase
financed with borrowed resources under this stand-by arrangement will
be normally either the 6th day or the 22nd day of the month, or the
next business day if the selected day 1s not a business day, provided
that the repurchase will be completed not later than seven years from

the date of purchase.
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10. During the period of the stand-by arangement Argentina shall
remain in close consultation with the Fund. These consultations may
include correspondence and visits of officials of the Fund to Argentina
or of representatives of Argentina to the Fund. Argentina shall
provide the Fund, through reports at intervals or dates requested by
the Fund, with such information as the Fund requests in connection
with the progress of Argentina in achieving the objectives and policies
set forth in the attached letters and annexed memorandum.

l1.  In accordance with paragraph 4 of the attached letter of
September 25, 1984, Argentina will consult the Fund on the adoption
of any measures that may be appropriate at the initiative of the
Government or whenever the Managing Director requests consultation
because any of the criteria in paragraph 4 above have not been observed
or because he considers that comsultation on the program is desirable,
In addition, after the period of the stand-by arrangement and while
Argentina has outstanding purchases in the upper credit tranches, the
Government will consult with the Fund from time to time, at the
inititative of the Government or at the request of the Managing
Director, concerning Argentina's balance of payments policies.
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September 25, 1984

Mr. Jacquas de Larosiére
Managing Director
International Monetary Fund
Washington, D.C. 20431

U. Sl Al

Dear Mr. de Larosiére:

1. Annexed is a Memorandum of Understanding on Economic Policy
describing the economic program that the Government of Argentina
intends to pursue in the coming 15 months to correct the major imbalances
affecting the economy and to lay the basis for sustained economic
growth. -

2, In support of this program, we request herewlth a stand-by
arrangement for 15 months from the International Monetary Fund
in an amount of SDR 1,419 million. We believe that our request for
access to Fund resources in this amount 1s fully justified on the
basis of the difficult situation facing our country and the extent of
the adjustment effort that we are undertaking.

3. The Government of Argentina intends to enter Into discussions
with the international financial community to secure a restructuring
of its debt and to obtain new external financing, and attaches great
importance to any assistance the Fund could lend in this effort.

4, The Government of Argentina believes that the policies set
out in the annexed Memorandum of Understanding on Economic Policy are
adequate to achieve the objectives of its program but will take any
further measures that may become appropriate for this purpose. The
Government will consult with the Fund on the progress made in the
implementation of its program and any policy adaptations that may be
appropriate for the attainment of its objectives, in accordance with
the Fund's policies on such consultations.

Yours sincerely,

/s/ /s/
Enrique Garcia Vazquez Bernardo Grinspun
President of the Central Bank Minister of Economy

of the Republic of Argentina

Annexed (1) Memorandum of Understanding on Economic Policy



Mr. Jacques de Larosiare.
Managing Director
International Monetary Fund
Washington, D.C. 20431
U.5.A.

Dear Mr. de Larosiare:

negotiated by Argentina. It
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December 26, 1984

was understood that the arrears schedule

might need to be revised on the basis of the balance of payments financing
actually arranged. It is clear by now that the timing of financing flows
will be different from that assumed in late September and, therefore,

there 1is a need to modify the schedule for the phased reduction of external
payments arrears (which amounted to US$3,222 million at the end of 1983),
while maintaining the objective of their elimination by the end of September
1985, Accordingly, Table 5 of the Memorandum of Understanding on Economic

Policy should be replaced by

the table attached to this letter.

2. On November 15, 1984, the Central Bank suspended the provision of

exchange for the transfer of

income derived from the sale of travel ser-

vices (mainly airline tickets). Until that date, the provision of foreign

Central Bank. This System gave rige to certain problems, as tickets were
priced in pesos at the official exchange rate of the day the tickets were

sold while the peso proceeds

were transferred up to two weeks later (the

time needed to complete clearing arrangements between travel agents and
airline companies). Under the present’ system, U.S. dollar ticket prices

are converted into pesos on t
Peso price of BONEX in Argent
abroad and it is possible to

he basis of a coefficient thar reflects the
ina and the U,S. dollar price of BONEX
transfer ticket receipts through the BONEX

market. This system for transferring ticket proceeds is to be maintained

restriction are being designe
by not later than March 15, 1

es that do not give rise to an exchange
d. The Government in any case will retumn
985 to a system whereby at least S0 percent

. of the proceeds from the sale of travel services will be made available
tin foreign exchange and the remainder in BONEX, and will fully eliminate

the restriction by not later

/s/

than September 30, 1985,

Yours sincerely,

/s/

Enrique Garcia Vazquez
President of the Central Bank
of the Republic of Argentina

Bernardo Grinspun
Minister of Economy
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Memorandum of Understanding on Economic Policy

1. The Constitutional Government that assumed office on December 10,
1983 was faced with an extremely difficult economic situation, which
was the result of years of economic mismanagement characterized by
frequent turns in the orientation of policies. This inherited situa-
tion can be summed up as follows: (a) an external debt (including
US$3.2 billion of external payments arrears) five times larger than
the annual value of merchandise exports; (b) a monthly inflation rate
that had fluctuated between 15 and 20 percent for several months;

(c) a level of real GDP in 1983 similar to that of 1975 and 15 percent
lower on a per capita basis; (d) a cash deflcit of the nonfinancial
public sector equivalent to about 14 percent of GDP in the second

half of 1983; (e) a sharp decline in private investment, a deteriora-
tion in the fixed capital stock and a depletion of business inventories
(including livestock) over the previous several years; and (f) an
external trade and payments system that was encumbered by severe
restrictions. One bright spot in this somber picture was an expanded
capacity for agricultural production, based on technological improve-
ments over the past two decades.

2. The Government is convinced that restoration of satisfactory
economic performance and sustained growth will not be possible unless
inflation 1s brought under contrcl and external imbalances are corrected.
A lasting economic expansion requires a revival of private investment,
in order to rebuild the country's productive apparatus after the
deterioration that occurred in the last decade. In turn, a revival of
investment requires a marked reduction of the uncertainty generated by
high and rising inflation. Moreover, the problems stemming from supply
rigidities due to deficiencies in infrastructure and to inefficiencies
in the production and distribution of goods and services must be
addressed. Since taking office, the Government has followed an economic
strategy geared to overcoming the country's difficult situation, based
on efforts on two fronts: (a) an incomes policy that has sought a
progressive reduction in the growth rates of key prices in the economy,
while 1imiting as much as possible fluctuations in relative prices;

and (h) a reduction in the public sector deficit and in the rate of

monetary expansion.

3. In the past nine months, there have been Improvements in certain
aspects of the economic situation. The moderate economic recovery that
had started avound mid-1982 but stopped in the latter part of 1983 has
resumed. At the same time, the current account of the balance of pay-
ments improved in the first half of 1984, and measures have been taken
to facilitate the flow of imports and import financing by eliminating
private external trade arrears. Also, there has been a reduction in

the cash deficit of the nonfinancial public sector to about 8 1/4 per-
cent of GDP in the first half of 1984. Monetary expansion has continued
to be rapid, however, and inflation has not come down, as the struggle

i
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of various groups for higher income shares has not abated. The l12-month
rate of increase in the consumer price index was 615 percent in July
1984, up from 434 percent in December 1983. The annual rate of infla-
tion was even higher in August.

4. In recent weeks, the Government has been reassessing its economic
policies in light of the experience of the past several months and has
decided to strengthen the anti-inflation policies. The authorities have
designed a plan aimed at reducing inflation progressively to no more
than 300 percent in the year ending in September 1985 and to an annual
rate of approximately 150 percent during the last quarter of that year.
To this effect, the Government has decided to tighten 1ts fiscal and
monetary policies, and to replace the monthly setting of key variables
by an approach based on a longer time horizom. The Government 1is
convinced of the importance of trying to avoild recessionary conditions
if the economic program is to succeed and, in preparing its financial
program, it has provided for moderate growth of output next year. In-—
comes and demand policies will be carefully harmonized to minimize the
short-term effects of a slowing of the rate of increase of nominal
demand on the level of economic activity and employment.

54 The Government is aware that attainment of the Inflation objective
referred to in the previous paragraph will require a major slowing in
the pace of increase In costs, including nominal wages. 1In this respect,
~ the Government has been re-examining the various arrangements (including
indexation schemes) that have been used in the setting of wages since
last December. Given the prevailing high rate of inflation, for the
time being the Government will continue to decree monthly wage adjust-
ments for the public and private sector, with catch-up increases from
time to time to provide a measure of protection for real wages. The
size of the mounthly and catch-up increases and the length of the period
between catch-up adjustments will be determined with a view to ensuring
that they are consistent with the Government's price objectives. It Is
the intention of the Government to adopt, as soon as circumstances
permit, a policy under which wage determination in the private sector
would be left to direct negotlation between management and labor.

Be The intensification of the inflationary process in August 1984,
when consumer prices rose by 22.8 percent, led the Government to adopt
emergency measures. The fiscal and monetary program for September was
designed to be compatible with a rate of inflation of 16 percent, which
represents a significant effort to break the inflationary spiral.
Moreover, there was a generalization of the system of price controls,
as an extraordinary and short—-term measure. The system that has been
adopted allows increases of up to 16 percent in controlled prices in
September, in line with the norm applied to wages, public sector prices,
and fuel prices. It is the intention of the Govermnment to apply the
price controls flexibly in order to avoid adverse consequences for
private investment and economlc growth and with a view to preventing
the emergence of shortages. Controls will be progressively phased out
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as Inflationary expectations become less volatile and competitive
conditions in the economy are improved with the liberalization of the
import system. It is expected that the emergency measures Introduced
in September will be eliminated before the end of the year.

7. The Government believes that the intensification of inflationary
pressures and the decline in private investment in recent years have
been the result--inter alia--of the sizable public sector deficits
registered since 1980 and the rise in government expenditure that has
occurred over the past decade. The fiscal situation worsened markedly
in the period leading to the October 1983 elections and the transfer of
power to the Constitutional Government in December 1983. During that
period, spending rose sharply owing in part to large wage 1Increases
while adjustments in public sector prices lagged and there was growing
tax evasion. Thus, the fiscal situation inherited by the elected
Government was extremely difficult; the cash deficit of the nonfinancial
public séctor amounted to 1l.4 percent of GDP in 1983 and 16.5 percent
of GDP in the fourth quarter of the year.

3. The Government 1s convinced that, if inflation is to be curbed ,

the deficit of the public sector will have to be brought down markedly.
Accordingly, the Government has designed a fiscal plan that would reduce
the cash deficit of the nonfinancial public sector to 8.1 percent of

GDP in 1984. Furthermore, it is the intention of the Government to
bring the deficit down to 5.4 percent of GDP in 1985. Quarterly
projections of the cash deficit of the nonfinancial public sector in
relation to GDP are presented in Table 1.

9. Containment of public sector expenditure is a major objective of
government policy. In the first half of 1984, while the budget that

was submitted to the National Congress in June was being prepared, the
Government acted to put a cap on budgetary allocations. Central
administration spending (except for wages, transfers, and interest
payments) was limited to a proportion of the 1983 budget that implied a
low level of expenditure in real terms. In addition, there was a freeze
on the filling of vacancies, and treasury transfers to the public enter-
prises and to the provinces were curtailed. In the first half of 1984,
treasury transfers (except for the payment of interest and guarantees)
to provinces, public enterprises, special accounts, and decentralized
agencies were reduced by 28 percent in real terms, relative to the

level in the second half of 1983. At the same time, the outlays of the
Central Administration for goods and nonpersonal services and for
Investment fell by more than 30 percent in real terms.

10, The expenditure policy contained in the budget proposal now being
considered by the Congress allows for a reallocation of resources, with
military expenses being cut back while outlays for social services,
health, housing, and education are expanded. Treasury transfers to the
other segments of the National Administration and to the provinces are
to be strictly limited. It is expected that the provinces will rely

o

oy

1
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increasingly on their own sources of revenue to meet their requirements;
accordingly, treasury transfers to the provinces would be substantially
reduced in 1984 and 1985 in relation to the level of 2.9 percent of GDP
observed in 1983, Likewise, it is projected that the social security
system will reduce its financing needs in 1984 below its 1983 level, in
terms of GDP, and that it will be in equilibrium in 1985.

1l. Notwithstanding the efforts to control expenditure, it 1s probable
that there will be a pickup in the ratio of expenditure to GDP following
approval of the budget by the National Congress. However, cash expendi-
ture of the nonfinaneial public sector (excluding the current expenditure
of the public enterprises and including their current account deficit)
will not exceed 32.9 percent of GDP in 1984, compared with 33.9 percent
in 1983 and 36.5 percent in the second half of that year. In preparing
the budget proposal for 1985, the Government will aim at rolling back
further the relative weight of government expenditure in the economy,
with the 'intention of containing the ratio of general government spending
to GDP to no more than 32 percent in the first half of the year and of
bringing it down to no more than 31 percent in the second half. As

part of that effort, the Government will identify areas in which it

would be appropriate to reduce the size of government, including through
the divestment of publicly owned companies.

12, The improvement in the fiscal position that is being projected for
1984 results from tax measures that are expected to have a total revenue-—
ralsing effect equivalent to some 4 percentage points of GDP by the end
of the year. A 5 percent employer tax on wages (earmarked for housing)
was enacted in April and a 7.5 percent employers' contribution to social
security in August. In addition, revenues have been boosted by an
increase of about 80 percent in real terms in the tax on gasoline from
December 1983 to August 1984. The Government also 1s giving high prior-
ity to a tightening of tax administration procedures to curb tax evasion.

13. A partial offset to the measures just mentioned has been a reduc-—
tion in real terms of about 6 percent since the beginning of 1984 in

the prices charged by public enterprises, which has weakened the operat-
Ing position of many enterprises. The Government will implement a
policy aimed at achieving a recovery in the real level of public sector
prices at the same time that the operating efficiency of the enterprises
is improved, avoiding that the recovery in rates be translated into
higher current spending. 1In any event, the prices charged by the enter-
prises will not be allowed to decline in real terms. Moreover, treasury
transfers to the enterprises will be strictly limited, and the fiscal
program provides for a reduction of about 20 percent in the ratio of
such transfers (including current and capital transfers, and payment of
interest and of guarantees) to GDP from 1983 to 1984; this ratio will
not rise in 1985, The budget proposal for 1984 contains a clause that
for the first time requires the enterprises to submit their annual
budgets to the Executive Branch for approval, which 1s expected to
constitute an important Instrument of control over the expenditure of
the enterprises.
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14, 1In addition to the weakening of the finances of the nonfinancial
public sector, in 1983 a substantial imbalance of a fiscal nature
emerged in the Central Bank. ‘The Central Bank assumed the financing, at
very low interest rates, of public sector operations previously covered
by the financial sector and the nonfinancial private sector. Moreover,
the interest rate paid by the Central Bank on part of its deposits was
higher than the average interest rate that the Bank received on its re-~
discounts. The operating deficit of the Cemtral Bank, including the
interest cost on the Bank's net international liabilities, averaged
about 1 percent of GDP in 1983 and rose to 3.5 percent of GDP in December
of that year. The Central Bank has taken certain steps to strengthen
its operating results, and its losses have started to decline and are
projected to be completely eliminated by early 1985. The interest
spread at which the Bank operates in the regulated financial market has
been widened from 1 to 1.5 percentage points and the Bank has raised

its income by applying indexed rates to an increasing proportion of its
rediscounts, Furthermore, the reduction in the financing requirements
of the nonfinancial public sector has worked to lower the Bank's
operating losses.

15. The cash deficit of the nonfinancial public sector plus the
operating position of the Central Bank i1s projected to decline from

about 12.5 perceat of GDP in 1983 (and nearly 18 percent in the fourth
quarter of the year) to 10.2 percent in 1984 and 5 percent in 1985.

Such a decline would facilitate a tightening of monetary policy without
unduly squeezing the private sector, and would make room for a needed
improvement in the current account of the balance of payments. Quarterly
projections of the global deficit referred to in this paragraph, as

well as those of the operating results of the Central Bank, are presented

in Table 1.

16. Consistent with the objectives of reducing the deficit of the
public sector and curbing public spending, the Government has set limits
in current pesos, presented in Table 2, for the combined deficit of the
nontinancial public sector and the Central Bank; a sublimit on the cash
deficit of the nonfinancial public sector; and a limit on treasury
outlays (excluding interest payments). In setting the limits on treasury
outlays, it has been assumed that there will be no significant changes
in the prcsent arrangements regarding the financing of the rest of the
public sector. If such arrangements were modified, the effect of the
changes would be taken into account in estimating treasury outlays.
Changes in outstanding treasury drafts (libramientos impagos) are
included in the definition of treasury outlays.

17. The large increase in the fiscal deficit and the difficulties
«<encountered by financial intermediaries starting in 1980 gave rise to a

" loss of mounetary control, with the monetary aggregates expanding at

ever higher rates. To achieve the Government's inflation and balance
of payments objectives, there must be a sustained reduction in the rate
of growth of credit and money. It is expected that to the extent that
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stabilization policies take hold and expectations about inflation abate,
real money balances will increase; indeed, such an increase would be an
indication of the success of policies. However, in the early stages of
the anti-inflation program, monetary policy will be based on a cautious
projection of the growth in the monetary aggregates. As part of this
policy, the rate of expansion of M-4 for the month of September was
targeted at 14 percent, compared with rates of adjustment in other key
policy variables of 16 percent. The Central Bank's credit program will
continue to be based on a reduction in the rate of increase of the
monetary aggregates, in accordance with the Government's objectives
regarding inflation,

18. In 1982-83 the Central Bank introduced major changes in the working
of the financial system, which came to operate with high reserve require-
ments and long~term central bank rediscounts. This situation gave rise

to an imbalance between the average maturities of private sector deposits
and loans, which created a great deal of inflexibility in the management
of the traditional instruments of monetary control. Since December

1983, the Central Bank has taken measures to improve the efficiency of
financial intermediation. To this effect, the recovery of principal

and interest on rediscounts was accelerated, and these resources were
returned to the private sector through reductions in reserve requirements,
giving priority to the interior of the country; the scope of these

changes was constrained by the existence of prior commitments to refinance

. loans to the private sector. Moreover, the Central Bank gave priority

to the expansion of medium—term credit at indexed rates and of short-term
credit through bankers' acceptances; the Central Bank intends to continue
with this policy. The Government is undertaking a reform of the financial
system, as a result of which the lending capacity of financial inter-
mediaries .will come to depend mainly on their deposits; thus, these
Institutions will assume the risks resulting from the difference between
deposit and loan maturities.

19. 1t 1is important that interest rates in Argentina be managed flex~
ibly, so that financial saving be encouraged and credit be allocated
efficiently. Even though the share of financial transactions at regulated
Interest rates has been declining, regulated deposits still represent
more than one half of all interest-bearing deposits. Regulated deposits
are the only liquid instrument that is not subject to limits on the
amounts that can be received by financial intermediaries and the only
liquid instrument available to small savers. The objective of the
Central Bank as regards the regulated financial market is to ensure

that the interest rate on deposits be approximately zero In real terms
and that the interest rate on loans be moderately positive. Thus far
this year, regulated interest rates have been fixed monthly on the basis
of projected inflation and, in fact, they have been lower than the rate
of inflation by wide margins, as inflation turned out to be higher than
projected. The Central Bank will determine regulated interest rates in
accordance with the evolution of prices, using as a reference point the
interest rate on bankers' acceptances, which will continue to be
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determined freely in the market. The Central Bank will adopt the
measures needed to ensure that, starting in the fourth quarter of 1984,
the quarterly averages of the regulated interest rate on deposits do
not fall short of the quarterly averages of monthly rates of increase
of a combined index of prices by more than 1/2 percentage point a
month, and that regulated interest rates on loans be mailntained above
rates on deposits.

20. An important objective of credit policy is to provide for an
increase of financing to the private sector to make possible an in-
crease in economic activity, while avoiding the validation of rates of
inflation higher than those established in the economic program. For
September 1984, the rate of increase of credit to the private sector

has been set at 14 percent; this result would come from a contraction

in nominal terms in credit at regulated interest rates (as a consequence
of an average Increase in reserve requirements of 4 percentage points) o
and a rise in credit through bankers' acceptances and indexed loans.

2l1. In line with the Central Bank's monetary program, quarterly targets
have been established for the net domestic assets of the Central Bank
(defined as currency issue minus the net international reserves of the
Central Bank), as shown in Table 3. For subsequent quarters, the
Central Bank's credit policy will be based on a projection of monetary
liabi)lities consistent with the Govermment's inflation and belance of

- payments objectives and taking into account the behavior of money
balances in the coming months.

22. Argentina has already achieved a major adjustment in its external
accounts, as is evidenced by the shift in the balance on goods and
nonfactor.services from a deficit of US$3 billion in 1980 to a surplus

of US$3 billion in 1983. Over that period, however, interest on the
external debt rose from about US$2 billion to almost US$5.5 billion,

and the current account has remained in deficit. Upon taking office in
December 1983, the Government was faced with an external debt of

US§45.5 billion, an amount equivalent to two thirds of GDP, The interest
alone on that debt represents about 8 percent of GDP and is equivalent to
more than one half of receipts from exports of goods and services.

23. The Government is committed to servicing the external debt, while
limiting new borrowing so as not to compound the problem for the future.
At the same time, the Govermment intends to set the economy on a path

of sustainable growth, and considers that these objectives can be re-
conciled only through a strong expansion of exports. As part of the
export-oriented strategy, the import duty on fertilizers has been lowered,
a significant step toward reducing the cost/price distortions that re-
strain the expansion of agriculture in Argentina. Moreover, the Govern-
ment is encouraging the formation of trading companies so as to promote
the growth of industrfal exports. Such efforts can, however, be
successful only if foreign markets are open to Argentine products.
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24. A strong increase In exports will require domestic prices suffi-
ciently remunerative to encourage an expansion of production. Exchange
rate policy must, therefore, play a central role. From the outset, the
Government has sought to maintain Argentina's competitiveness by adjust-
ing the exchange rate in line with projected inflation for each month;
however, actual inflation has in fact exceeded the monthly projections
and during the first eight months of 1984 the peso has appreciated in
real terms. In order to reverse this trend, the Government has started
to adjust the exchange rate by more than the increase in prices. The
Government intends to adjust the exchange rate as necessary to attain
the balance of payments objectives of the program. At a minimum, the
exchange rate will be adjusted in line with the evolution of domestic
prices vis-a-vis international prices.

25. The Government believes these policies will permit an increase in
the surplus on account of goods and nonfactor services from US$3 billion
in 1983 to US$3.7 billion in 1984 and to USS4.3 billion in 1985. However,
the impact of recent rises in international interest rates will offset

a substantial part of this improvement. The authorities are projecting
a reduction of the current account deficit from US$2.4 billion in 1983
to US$2.2 billion in 1984 and 1985. Credit policy should ensure that
incentives to capital outflows do not arise, and it 1is expected thar by
1985 there will be a recovery of direct foreign investment and some
resumption of private capital inflows. In all, the Government has
‘targeted a reduction in the overall balance of payments deficit from
US$2.5 billion 1in 1983 to US$2.3 billion in 1984 and to USS$1.8 billion
in 1985. Quarterly targets for net international reserves are ser forth
in Table 4.

26. To finance these deficits and to provide for both the elimination
of external payments arrears and a needed increase in the gross reserves
of the Central Bank, exceptional financing from official and private
creditors will be required. The Government has stated Informally that
it intends to negotiate with the Paris Club the rescheduling of service
payments on medium~ and long-~term debt that were in arrears at the end
of 1983 and that come due in 1984 and 1985. The Government also will
seek to reach, as soon as possible, agreement in principle with creditor
banks on the rescheduling of public sector debt that has matured since
April 1982 or will mature through December 1985, and to conclude all

the {ndividual agreements by June 30, 1985. External payments arrears
are to be eliminated by the end of September 1985 and no new arrears
will be incurred after that date; a schedule for the phased elimination
of external payments arrears 1s included in Table 5.

27. A substantial portion of the exceptional financing that is required
will be used to repay arrears and other obligations, often to the same
creditors that are providing such financing. The total external deht,
Including obligations to the Fund, would increase by about USS$4.5 hi]—
lion, or about 10 percent, over the two years 1984 and 1985, Consistent
with this overall growth {n debt, limits have heen established for the
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total, and the short-term, external debt of the public sector; these
1imits are presented in Table 6.

28, 1In order to foster efficient resource allocation and economic

growth and to restore private sector confidence, the Government intends
to simplify the exchange and trade system and eliminate restrictions to
the extent permitted by the availabllity of foreign exchange. With a
view to allocating scarce exchange at a time of large payments arrears,
in September 1983 external payments and transfers were made subject to
prior central bank approval. It is the intention of the Government,

pari passu with the reduction of external payments arrears, to make
foreign exchange available for bona fide payments and transfers for
current international transactions; with respect to the private sector B
this will be done on an automatic basis. In pursuing this objective, )
priority has been attached to private sector import payments; by August
of this year all private sector import payments, other than those
expected to be rescheduled, were on a current basis and foreign exchange
is now being, and will continue to be, made available automatically for
such payments. On the basis of the expected improvement of the balance
of payments and the external financing to be obtained, the Central Bank
intends to provide, as soon as possible, foreign exchange for interest
payments and for transfers related to nonfinancial services, profits,
dividends, and royalties. In the meantime, the cancellation of obliga-
tions in respect of profits, dividends, and royalties will continue to be
. permitted through the delivery of BONEX. Moreover, the regulations
regarding the restructuring of loans with exchange rate guarantee which
mature in 1984 will be announced before December 31, 1984,

29. Shortly after taking office, the Government abolished the foreign
exchange allocation system for imports that had been introduced in
October 1983 and established a regime under which imports were divided
into three categories: prohibited, with licenses granted upon approval
by the Commerce Secretariat, or with licenses granted automatically.
Import items presently included in the automatic authorization regime
represented 63 percent of the total value of imports in the period from
July 1, 1981 to June 30, 1982; the Government intends to raise the pro-
portion of imports under automatic authorization. The measures taken
in this area and the Government's objectives will be considered on the
occasion of the review of the program that is to take place in the
first quarter of 1985.

30. Henceforth and during the period of the stand-by arrangement from
the Fund, the Government will not impose any new or intensify any
existing restrictions on payments and transfers for current international
transactions, conclude any bilateral payments agreement inconsistent with
Article VIII of the Articles of Agreement, or impose any new or intensify
any existing import restrictions for balance of payments reasons. More-
over, henceforth and during the period of the stand-by arrangement, the
Government will not introduce or modify any multiple currency practice,
except for the reclassification of exports eligible for export rebates
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within the existing range of rates, provided such reclassification does
not increase the weighted ‘average export rebate.

31. In the first quarter of 1985, and again around mid-year, the
authorities will review with the Fund the progress in implementing
their economic program in order to reach comprehensive understandings,
if necessary, on additional measures to ensure achlevement of the
program's objectives. During the first review, stock will be taken of
the external financing secured in support of the Government's program,
and the objectives with regard to the balance of payments, external
arrears, external debt, and the exchange system will be re-examined
with a view to ensuring consistency between those objectives and the
timing and amounts of external financing. Import policy as described
in paragraph 29 also will be considered. In the second review, it

also will be considered whether, in the light of balance of payments
developments, more rapid progress might be made toward the Government's
objective'of placing external payments on a current basis and eliminat-
ing exchange restrictions and multiple currency practices. At the time
of the first review, limits will be set for an additional six-month
period for the varfables in current pesos referred to in paragraphs 16
and 21, During the second review, limits in current pesos will be set
for these variables for the remainder of the program period.
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Table 1. Argentina: Quarterly Projections of the Cash Deficit
of the Nonfinancial Public Sector, the Operating Result
of the Central Bank, and the Combined Deficit of the
Nonfinancial Public Sector and the Central Bank

(In percent of GDP)

Combined Deficit

Cash Deficit of the Non~-
of the Non- Operating financial Public
financial Result of the Sector and the

Public Sector (-) Central Bank Central Bank (~)

July-September 1984 -7.2 2.4 -9.6
October-December 1984 -8.7 -1.3 -10.0
January-March 1985 -5.9 - -5.9
April-June 1985 -7.1 ~0.4 -7.5
July-September 1985 -3.8 0.5 -3.3
October-December 1985 -5.3 G.9 -4.4
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Table 2. Argentina: Limits on the Cash Deficit of the Nonfinancial
Public Sector, the Combined Deficit of the Nonfinancial Public
Sector and- the Central Bank, and Treasury Outlays

(In billions of pesos argentinos)

Combined Deficit

Cash Deficit of the Non-
of the Non- financial Public
financial Sector and the Treasury
Period Public Sector Central Bank Outlays
July"December 1984 282.1 342.3 343-5

July 1984-March 1985 476.3 536.5 621.6
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Table 3. Argentina: Targets for Net Domestic Assets
of the Central Bank 1/

(In billions of pesos argentinos, end of period)

June 1984 507.2
December 1984 884.5
March 1985 1,006.2

1/ The net domestic assets of the Central Bank are defined as
currency issue at the end of the month minus the net international
reserves of the Monetary Authorities at the end of the month (valued at
the rate of exchange of $a 51.242 per U.S. dollar). The level for the
end of June 1984 15 included for purposes of defining the series.
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Table 4. Argentina: Targets for Net International Reserves
of the Monetary Authorities

(In millions of U.S. dollars, end of period)

December 1983 -6,383

June 1984 -6,769
December 1984 -8,850
March 1985 ~9,570
June 1985 -9,450
September 1985 -9,650
December 1985 -10,650

i] For measuring balance of payments performance, international
reserve assets and liabilities Iin currencies other than the U.S5. dollar
will be converted .to U.S. dollars at the market exchange rates of
June 30, 1984 and gold will be valued at US$325 per fine troy ounce.
The net f{nternational reserve targets will be adjusted for any other
changes Iin the value of reserve assets and liabilities that result from
factors other than balance of payments flows. The data for December
1983 and June 1984 are presented for purposes of defining the series.
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Table 5. Argentina: Revised Limits on Outstanding
"External- Payment Arrears 1/

(In millions of U.S. dollars, end of period)

December 1983 3,222
June 1984 3,778
December 1984 4,470
March 1985 2,760
June 1985 1,250
September 1985 -
December 1985 -~

l/ For purposes of these limits, external payments arrears are
defined to exclude: (a) principal amounts subject to rescheduling
- under general principles agreed between Argentina and its foreign bank
creditors; (b) principal on loans originally covered by swap contracts
with the Central Bank; (c¢) deposits placed with the Central Bank in
conformity with Circular A 404; and (d) principal on loans for which
the domestic private sector borrower obtained an exchange rate guarantee
from the Central Bank in 1981 or 1982. The data for December 1983 and
June 1984 are included for purposes of defining the series.



- 23 - ANNEX. to
ATTACHMENT I

Table 6. Argentina: Limits to the External Debt of the
Public Sector During the Program Period

{In millions of U.§. dollars)

Linit to the total

outstanding disbursed

external debt of the

public sector 1/ 39,700

Limit to cumulative

net disbursements of

short-term debt of the

public sector contracted

after September 30, 1984 2/ 2,500

1/ The definition of total outstanding disbursed external debt of
the public sector includes all external obligations of the public
sector, including the Central Bank of the Republic of Argentina (BCRA)
and the official banks. However, this definition excludes bonds and
notes issued in lieu of providing foreign exchange to meet prinecipal
payments falling due on private sector debt covered by exchange rate
guarantees, obligations deriving from the assumption by the public
sector of debt of private domestic borrowers after December 31, 1983,

" and those categories of obligations not subject to the Central Bank's

debt registration system as of September 15, 1984. It includes loans
covered by swap arrangements undertaken by the Central Bank.

2/ Includes cumulated disbursements, net of repayments, of debt with
a maturity up to one year, contracted by public sector entities after
September 30, 1984, other than obligations classified as reserve
liabilities.
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