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1. Monetary Policy: Evaluation and Outlook
The Central Bank of the Republic of Argentina (BCRA) is implementing its monetary policy so
that within a reasonable time-frame it can reach an annual rate of inflation of 5%. As an interim
target, the monetary authority is seeking to ensure that inflation in the last quarter should be no
higher than 1.5% per month. Until such time as there is a nationwide indicator, the index against
which this objective is to be measured is the Consumer Price Index for Greater Buenos Aires
(IPC-GBA)1 that the National Institute of Statistics (Instituto Nacional de Estadística y Censos INDEC) began to publish in June.
Inflation in the second quarter of 2016 was higher than expected, mainly because of the high levels
in April and May linked to increases in regulated prices, particularly in the Autonomous City of
Buenos Aires. The rate of increase in the general level slowed in June, although there were mixed
signs in the case of the core component. In particular, according to the IPC-GBA inflation in May
was 4.2% and 3.1% in June, while core inflation was up 2.7% and 3.0%, respectively.
This performance does not alter the analysis of the inflationary dynamic described by the BCRA
in its Monetary Policy Report for May: acceleration in price levels since the end of 2015 has been
due to adjustments of relative prices driven by the central government, and once this effect has
passed, a disinflation process will begin, encouraged by monetary policy. In effect, this process
already appears to have begun in June. This outlook is also being validated by high-frequency
indicators, as well as the inflation expectations of a consensus of economic analysts, which
remain anchored at levels close to 1.5% per month for the end of the year, and at levels close to
this institution’s targets in the longer term. The recent re-launching of the Market Expectations
Survey (Relevamiento de Expectativas de Mercado – REM) by the Central Bank now provides a
measure of these expectations on a monthly basis.
Publication of reliable data on Gross Domestic Product (GDP) by the INDEC has revealed that
growth has been lower in recent years and output volatility had been greater than had been
indicated. In particular it revealed a decline in activity levels as from the third quarter of 2015
that grew stronger at the start of 2016. Various activity level indicators suggest that this
contraction has continued to deepen in the second quarter, although showing signs of recovery
towards the end of the period in several sectors. Looking forward, the Central Bank continues to
expect that the economy will begin to pick up in the second half of the year, driven by continued
recovery in foreign trade flows, increased public and private sector investment, and gradually
greater increases in real family income.
In this context, the Central Bank has been maintaining an anti-inflationary bias in is policy since
December. This policy is implemented by means of interest rates that are positive in real terms.
In particular, with the conclusion of the restructuring of relative prices and the consolidation of
declining inflation expectations, the Central Bank sets its monetary policy rate, the 35-day
LEBAC bill rate, so that it is higher than the trend expected in inflation for that period
(discounting transitional factors). In the second quarter, this policy was reflected in a cut in the
Greater Buenos Aires, made up of the Autonomous City of Buenos Aires and 24 metropolitan districts of the province of Buenos
Aires.
1

1

CENTRAL BANK OF ARGENTINA

reference rate from 38% at the start of May to the current rate of 30.25%. This has been a
consequence of the fact that as the monetary authority has put behind it the impact of the
relative price adjustments and is now facing lower inflation expectation levels, it has
accompanied these lower expectations with a reduction of a similar magnitude in its nominal
rates (see Chart 1).
Chart 1 | Nominal and real monetary policy rate
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Looking forward, the Central Bank will maintain this anti-inflationary bias in order to achieve
its 5% annual inflation target.

2

