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Preface 
 

 

As established in its Charter, the goal of the Central Bank of the Argentine Republic “is to promote monetary 

and financial stability, employment, and economic development with social equity, to the extent of its 

powers and within the framework of the policies implemented by the National Government”.  

 

Without prejudice to the use of other, more specific instruments for complying with the rest of its mandates 

—such as financial regulation and oversight, exchange market regulation, and innovation in savings, 

credit, and means of payment instruments—, the main contribution that the monetary policy may offer to 

fulfill the monetary authority’s mandates is to focus on price stability. 

 

When inflation is low and stable, financial entities are able to better estimate their risks, which ensures 

higher financial stability. Moreover, higher predictability allows producers and employers to create, 

endeavor, produce and hire, which fosters investment and employment. Lastly, low income families may 

preserve the value of their income and savings, which enables economic development with social equity. 

 

The contribution of low and stable inflation to these objectives is never as evident as when it does not exist: 

the flight from local currency may disrupt the financial system and lead to a crisis, the destruction of the 

price system hinders productivity and genuine job creation, the inflation tax hits the most vulnerable 

families and brings about redistribution of wealth that favor the most affluent segments of society. Low and 

stable inflation, on the other hand, prevents all of these problems. 

 

In line with this vision, the BCRA is adopting an inflation targeting regime. As part of this new regime, the 

BCRA now releases its quarterly Monetary Policy Report. The report’s main objectives are to communicate 

to the society the BCRA’s perspective of the recent inflationary dynamic and its projection of price evolution, 

as well as to explain in a transparent manner its monetary policy decisions. 

 

 

 

Ciudad Autónoma de Buenos Aires, July 18th, 2016.
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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 

                                                             
1 Greater Buenos Aires, made up of the Autonomous City of Buenos Aires and 24 metropolitan districts of the province of Buenos 
Aires. 
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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 Figure 1). 
 

 
Looking forward, the Central Bank will maintain this anti-inflationary bias in order to achieve 
its 5% annual inflation target. 
 
 
 
 
 
 

Figure 1 | Nominal and real monetary policy rate 
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2. International Context 
 
 
The international context remained favorable to Argentina during the second quarter of the year. 
Prices for the country’s exportable commodities rose, and the conditions and cost of external 
financing continued to improve. Argentina’s main trading partners showed greater dynamism 
than in the three previous months, with a notable slowing of the year-on-year decline in activity in 
Brazil – the partner with the greatest weight in Argentina’s foreign trade. This performance 
represented a slight improvement on the projections contained in our previous Monetary Policy 
Report. On the other hand, the referendum on June 23, 2016 to decide whether the United 
Kingdom was to remain in the European Union led to a considerable increase in uncertainty 
regarding European economic integration, and because of this, growth expectations declined for 
that region, which accounts for around 22% of global GDP. This adverse event had an immediate 
effect on Argentina through depreciation of the peso.    
 
2.1 External demand 
 
2.1.1 Global and trading partner growth 
 
Forecasts for world economic growth indicate that it will rise at a moderate rate of 2.6% this year, 
reflecting a downward adjustment of 0.1 percentage points (p.p.) on the outlook one quarter earlier (see 
Box 1 / Growth Forecasts: Cautious Optimism). This development was mainly a consequence of the 0.6 
p.p. deterioration in forecasts for the United Kingdom following the vote to leave the European Union2 
(Brexit; see Figure 2.1).  
 
 

                                                             
2 The European Union includes the 19 countries making up the euro zone and a further 9 countries: the United Kingdom, Sweden, 
Romania, Poland, Hungary, Croatia, Denmark, Czech Republic and Bulgaria. 

Figure 2.1 | Global growth. Advanced and emerging economies 
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This modest global economic performance is taking place in the context of weak output trends for 
advanced economies, with low levels of investment that indicate the likelihood of weak long-term global 
growth. Preliminary figures show that global trade volumes have expanded only slightly in the second 
quarter.  

In this context, Argentina’s main trading partners posted higher rates of year-on-year growth than in the 
three previous months, above the forecasts of our previous Monetary Policy Report   (see Table 2.1). This 
development has mainly been a reflection of the lower decline in year-on-year activity in Brazil. This 

Table 2.1 | Growth forecasts for Argentina’s main trading partners  

 

Figure 2.2 | Economic growth and growth of trading partners (weighted by 
manufactured exports) and volume of global trade

 

 

IPOM 
estimation** 

May-16

Current 
estimation

Brazil 2.4 19.2 -3.9 -3.4

Euro area 15.8 11.7 1.5 1.5

United States 24.5 6.3 2.0 1.9

India 2.9 5.3 7.5 7.5

Chile 0.3 4.9 1.8 1.8

Switzerland 0.9 3.0 1.2 1.2

Canada 2.1 2.7 1.5 1.4

Venezuela 0.3 2.7 -7.2 -9.0

China 15.0 2.7 6.5 6.5

Uruguay 0.1 2.5 1.0 0.6

Trade partners*** 0.6 0.8

*Based on market nominal exchange rates

**BCRA Monetary policy report

Share of Argentinian 
manufactured 

exports (%)

Expected growth 2016

Source: BCRA from IMF, INDEC, FocusEconomics and Focus Survey of the Central Bank of Brazil data

Trade partner Share of world total 
GDP (%)*

***Weighted by the main 22 Argentina´s trading partners, which in total represent 75% of the manufactured 
exports. 

-1

0

1

2

3

4

5

6

Q2-11 Q1-12 Q4-12 Q3-13 Q2-14 Q1-15 Q4-15 Q3-16f Q2-17f

y.o.y. % chg.
World
Argentina´s main trading partners
World trade volume (3-months m.a.)**

* Weighted by manufactured argentine exports´shares, totalizing 75%.;                       
** Data up to May-16.
Source: BCRA from FocusEconomics,  Survey Focus of the Central Bank of Brazil, IMF, 
Datastream and INDEC data                                                                      f: forecast



Monetary Policy Report | July 2016 

9 
 
 

improvement is expected to strengthen in coming quarters (see Figure 2.2). 
 
In the particular case of Brazil, growth for 2017 is forecasted at a positive 1.0% (see Figure 2.3). This 
improved outlook is based on the sharp adjustment to domestic spending that has taken place, and the 
incipient recovery in its terms of trade (see Box 1 / Growth Forecasts: Cautious Optimism). 
 

 
In the case of the euro zone, concern has focused on the potentially negative effects of Brexit. Although it 
is expected that the main economy affected by this decision will be that of the United Kingdom (the 
destination of only of 1.6% of Argentina’s manufactured exports) it is also likely to have a negative impact 
on activity in the rest of Europe by increasing uncertainty surrounding agreements on trade, finance and 
the mobility of workers at the very moment when the economic cycle is beginning to gain strength. 
Nevertheless, analyst forecasts have not yet begun to reflect this risk.   
 
Meanwhile, China —which accounts for 15% of global GDP— has continued to record a slowing growth 
rate, in line with its growth target for 2016 of between 6.5% and 7%. Nevertheless, there has been a 
significant increase in investment by state companies, offsetting lower private sector investment. This 
measure has acted to revitalize the dynamism of total investment in the short term – representing close to 
43% of that country’s GDP – although uncertainty remains regarding its future development (see Figure 
2.4). 
 
The main risks of the international scenario are linked to the impact of the rise in uncertainty and global 
risk aversion, which could have a negative effect on the dynamic of the global economy. These risks are 
added to the already high levels of public and private sector borrowing for which both advanced 
economies and many emerging economies are noted, which will continue to present significant challenges 
to global financial stability in the medium term.    
 
 
 
 
 

Figure 2.3 | Brazil. Economic growth 
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2.1.2 Multilateral real exchange rate 
 
In addition to the conditions of the global economy, the capacity of the Argentine economy to penetrate 
international markets depends on the relative price of its tradable goods and services. The performance of 
the Multilateral Real Exchange Rate (ITCRM), which captures this relative price, has shown a real 
appreciation of the local currency during most of the second quarter (see Figure 2.5). 
 

Figure 2.4 | China. Investment 

 

Figure 2.5 | Real multilateral and bilateral rates of exchange with Brazil 
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Towards the end of June, once the decision by the United Kingdom to leave the European Union (Brexit) 
became known, it was possible to see one of the main advantages of a flexible exchange rate regime: it 
enables the exchange rate to absorb external shocks that could have a negative impact on the local economy 
(see Figure 2.6). 
 

 
This feature of the exchange rate adopted by the Central Bank contrasts with what happened in the past in 
the face of events of a similar or greater magnitude, when use of the exchange rate as a nominal anchor for 
the economy meant that external shocks had a direct impact on real variables such as activity and 
employment levels (see Box 2 / Advantages of a Flexible Exchange Rate).  
 
On the basis of market forecasts3, in coming months the real bilateral rate of exchange with the United 
States will remain at around current levels, approximately 30% above the levels that were in effect prior to 
the exchange rate unification (see Figure 2.7). 
 

                                                             
3 This can be determined from the Market Expectations Survey (REM) carried out by the Central Bank and forecasted inflation in the 
United States using FocusEconomics estimates.   

Figure 2.6 | Argentina. Response by the real multilateral rate of exchange 
(RMER) to external shocks 
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2.1.3 Commodity prices 
 
International prices for commodities —which account for close to half of Argentina’s exports – have 
continued to recover.  
 
The Commodity Price Index (IPMP) — which reflects the development of the international prices of the 
main primary products exported by Argentina – has risen by 23% in the year to date, to levels similar to 
those of the same period of the previous year  (-1% y.o.y.). By category, agricultural goods have 
accumulated a rise of 24% (-1% y.o.y.), metals were up 18% (+5% y.o.y.) and oil increased 32% (-21% 
y.o.y.; see Figure 2.8). 

Figure 2.7 | Real rates of exchange 

 

Figure 2.8 | Central Bank commodity price index (IPMP) and main groups 
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In the case of agricultural products, soybean and wheat prices were up 34% and 5%, respectively, while 
corn prices were slightly lower (down 2%) in the first half of the year. 

It should be noted that in general the scenario continues to show signs of abundant supply for most of 
these goods. Taking a long-term view and considering values in real terms, prices are in line with average 
levels over the last 25 years (see Figure 2.9). 
 
2.2 Argentina’s foreign trade 
 
The development of international commodity prices is not necessarily reflected immediately in the prices 
of Argentina’s foreign trade. To begin with, there is the influence in the variation over the year in the 
composition of the basket of goods traded with the rest of the world. Second, part of the foreign trade 
volume is carried out at pre-determined prices, which can differ from current prices in the short term.   
 

Figure 2.9 | Prices of raw materials according to a basket of currencies in real 
terms* 

 

Figure 2.10 | Terms of trade, foreign trade prices and IPMP 
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Based on partial data for the second quarter, terms of trade have posted an improvement (see Figure 
2.10). Export prices remained at levels similar to those of December 2015, although they are still below 
the levels of the same period of the previous year. In contrast, the Central Bank’s commodity price index 
(IPMP) has seen a significant increase that will probably be reflected in upcoming data to be published on 
Argentina’s foreign trade. Prices of imported products have shown significant drops, influenced in 
particular by the lower price for hydrocarbon imports.  
 
This performance by prices was the main reason for the year-on-year drop in the values of Argentine foreign 
trade, despite a context in which volumes traded have risen  (see Table 2.2). 
 

Figures available for the second quarter on the performance of export sales indicate a reduction of close to 
3% y.o.y. in export values.  
 
In April and May the rate of growth in overseas shipments of Primary Products (PP) and Manufactured 
Goods of Agricultural Origin (MOA) stabilized, after a first quarter of extraordinary growth because of the 
selling off of stocks accumulated from previous seasons. The agricultural sector continued to benefit from the 
unifying and freeing of the exchange market, the elimination or reduction of withholdings, and the scrapping 
of quantitative restrictions on exports.    
 
The value of sales of Manufactured Goods of Industrial Origin (MOI) fell compared with the same period 
of 2015, although at a lower rate than in the first quarter, in a context that continued to affected by weak 
demand from Brazil (the main destination of such products). In the case of fuel and energy, the increase 
in volumes exported was unable to offset the sharp year-on-year drop in the prices of these goods. 
 
According to the partial data available for the second quarter, the value of purchases abroad has fallen 
again, despite the fact that import volumes continued to grow at a rate of close to  10% y.o.y. There was a 
notable increase in the volume of consumer goods imports and those linked to investment, partly offset by 
lower purchases of fuel and lubricants.   
 
 
 

Table 2.2 | Foreign trade in goods (var. % y.o.y.) 
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2.3 International financial markets: favorable to borrowing 
 
2.3.1 Global financial markets 
 
For much of the second quarter, growth expectations and a lower impact from certain risk factors enabled 
international financial markets to perform in a mainly positive manner (see Figure 2.11). 
 

At the end of June, however, the result of the Brexit referendum had an immediate negative impact on the 
main global markets. The main effects were a collapse in the pound sterling, which dropped to a 30-year 
low, a marked decline in developed economy bank shares, and a greater global risk aversion  (see Figure 
2.11). The US dollar, Swiss franc and the yen appreciated significantly, reflecting this “flight to safety.” 

Figure 2.11 | Stock market indices in advanced economies and expected 
volatility 

 

Figure 2.12 | 10-year sovereign debt yield in advanced economies 
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It is expected that after this Brexit decision both the Bank of England and the European Central Bank and 
the Bank of Japan will lean towards a more expansive bias in their monetary policy. At the same time, the 
US Federal Reserve will probably delay new interest rate rises, which would help maintain the favorable 
financial conditions for external borrowing by emerging economies. These expectations of  a more relaxed 
monetary policy, added to the search for assets with a lower perceived risk, were reflected in the yields on 
10-year bonds of the leading economies, which reached their lowest levels for at least 50 years (see Figure 
2.12). 
 
Riskier assets suffered adverse effects from the Brexit decision, although more recently international 
financial conditions have tended to stabilize. This can be seen from the performance of the return on US 
high-yield debt and the risk premiums on corporate and emerging market debt  (EMBI+ and CEMBI+4; 
see Figure 2.13).  
 

The stock market aggregate indexes for emerging economies fell in the second quarter in dollar terms, 
although in the case of Latin America there was a rise of close to 5%.  On average, emerging market 
currencies did not show any major changes against the dollar during the quarter. On secondary markets the 
spread required on dollar-denominated bonds issued by these countries was cut back, and this contraction 
was more marked in the case of Latin America. Emerging country debt placements on international markets 
improved in the second quarter in both quarterly and year-on-year terms (even after deducting the effect of 
the placement by Argentina in April as a result of the agreement with the holders of unpaid debt).   
 
The uncertainty as to the way that the  Brexit will be implemented and its consequences, together with the 
likelihood of changes in expectations in relation to  monetary policy actions in developed economies (for 
example, the possibility of further rate rises by the Fed) will remain the focus of investor interest in 
coming months. Further episodes of financial market volatility cannot therefore be ruled out, and 
depending on their intensity and duration, they could generate a change in risk appetite at global level. 
 
 
                                                             
4 Emerging Market Bond Index and Corporate Emerging Market Bond Index 

Figure 2.13 | Perceived risk, US high yield debt and risk premium on emerging 
countries sovereign debt 
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2.3.2 Argentina’s integration to financial markets 
 
In the second quarter of the year the process of integration by the various sectors of the country to global 
financial markets continued.  Following the settlement by the Government of its conflict with bondholders 
in April, disputes with foreign creditors continued to be resolved, and new agreements were reached with 
companies holding favorable arbitration rulings (usually referred to as “ICSID5” lawsuits).  
 
This process for a return to normality by international financial relations has helped ensure that the 
spread on Argentine public and private sector debt in relation to that of other emerging nations has 
continued to narrow. This correction has taken place in both absolute and relative terms against the 
emerging country aggregate (see Figure 2.146).  
 

As  a result, corporate and sovereign placements abroad have gained significant dynamism: in the first 
half of the year the amount of these issues set a record for at least the last 10 years (see Figure 2.157). 
Issues notable for their size  included the net US$10.0 bn placement by the National Treasury for 
compensation under the agreements with holdouts8) and those of certain sub-national districts, and in the 
case of the private sector, those of companies such as  YPF, Cablevisión, Arcor and IRSA. 
 
The inflow of capital was also reflected in the Single Free Exchange Market (MULC), which saw a 
considerable increase during the first six months in foreign investments in the country compared with the 

                                                             
5 The International Centre for Settlement of Investment Disputes. 
6 On April 27, 2016, once the date for payment of the uncollected coupons  (on the bonds affected by the injunctions in New York) 
was announced , Argentine bond prices in that market fell, because until that moment they had been listed with the uncollected 
coupons included in the price. As a result there has been a technical adjustment to the EMBI+  and the  EMBIG indexes (a rise of 
over 140 b.p. and 100 b.p. respectively). On May 31, 2016 the  EMBIG for Argentina was rebalanced with the inclusion of the new 
bonds issued in April and due in 2019, 2021, 2026 and 2046 which began to form part of the index together with the  Discount 2005 
and 2010 and the Par 2005 bonds. 
7 Excludes transactions for direct exchanges and debt refinancing. In the case of Federal Government placements, it includes 
placements of dollar bonds  subject to domestic legislation made on the market by public auction, which may include a portion of 
local investors. 
8 Includes the recent issue of bonds for the buyback of GDP-linked coupons for US$2.75 bn 

Figure 2.14 | Argentine risk premium relative to that of other emerging 
countries 
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last two years. An increase of 44% has been recorded in foreign direct investment compared with the 
average for 2014-2015 (see Figure 2.16).   

In the medium term it is estimated that the process of financial integration by the Argentine economy will 
deepen. This will facilitate access to funds on international markets by large companies, freeing up resources 
for other companies in the domestic market.  The cost of funding for economic agents in Argentina could 
continue to decline if the low interest rate situation on international markets persists, as long as the  process of 
local macroeconomic  reorganization continues to progress. In the medium term the additional impact of 
technical factors could begin to be recorded,  in the case of both bonds (from increased weighting of Argentine 
paper in indexes such as the  EMBI+ or the EMBIG) as well as for shares (if Argentina is again considered as an 
emerging economy for the MSCI index). 

Figure 2.15 | Sovereign and corporate debt issuance on international markets 

 

Figure 2.16 | Foreign investment in Argentina (MULC* basis) 
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 Exhibit 1 / Growth Forecasts: Cautious Optimism 
  
It is commonly asserted in the profession that economists are quite good at predicting what is going to 
happen, but quite poor at predicting when.  This idea leads to caution regarding the prospects for global 
economic recovery that are currently being forecasted (and have been for some time now) by the 
consensus of market analysts. 
  
Figure 1 shows growth global forecasts for an horizon of several quarters, based on analysts surveyed by 
FocusEconomics at different times since 2011. With the benefit of hindsight, it is now possible to confirm 
that the median analyst was systematically optimistic in all recent years: specifically, in July of each year 
between 2011 and 2015 median growth expected for the last quarter of the subsequent year was 3.4% on 
average. In contrast, average year-on-year growth achieved throughout the entire period through to the 
present has been 2.7%. Only at the latest measurement point in July 2016 did the median analyst appear 
to have moderated optimism somewhat, lowering growth expectations for the fourth quarter of 2017 to a 
less ambitious 3.0%. 
 

 
Nevertheless, if global economic analysts have been mildly optimistic, those analyzing the Brazilian 
economy have been positively panglossian. Figure 2 shows the previous exercise applied to the Brazilian 
economy, based on the Focus survey by the country’s central bank. In this instance, year-on-year growth 
expectations are forecasted over a five quarter horizon, that is to say, through to the same quarter of the 
year following the measurement.    
 
On average, the median growth expectation for this period, measured between January and July of each 
year, was 2.1%; on the other hand, average actual growth recorded in each quarter of recent years has 
been slightly negative.  
 
 
 
 

Figure 1 | Global growth forecasts 
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In the case of Argentina, the expected global economic recovery, from growth of 2.6% in the first quarter 
rising to a growth rate of 3.0% as from the second quarter of 2017, is less critical than the rebound 
expected for the Brazilian economy – the destination of 40% of Argentine exports of manufactured goods 
of industrial origin – which shrank at a rate of 5.4% in the first quarter.  Is it possible to state that “this 
time it will be different” and that there is more justification for optimism regarding Brazil than there has 
been in recent years?  
 
 

 

Figure 2 | Brazil. Growth forecasts 

Figure 3 | Brazil. Exports, imports and terms of trade  
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At the risk of repeating the same excess, two elements suggest that the worst could have passed for Brazil. 
To begin with, the economy has already experienced a strong adjustment to domestic spending, as can be 
seen from the sharp decline in its imports in real terms; in line with this development and the strong 
depreciation of the currency that accompanied it, a recovery in exports has taken place (see Figure 3). In 
second place, recent months have brought relief to the Brazilian economy thanks to the recovery (if 
incipient) in its terms of trade.  
 
This having been said, forecasting errors in the past advise caution. Nobel economist Paul Samuelson 
once said that “Wall Street indexes predicted nine out of the last five recessions”. In recent years, and 
particularly in the case of Brazil, the same could be said of the forecasts for its economic recovery. 
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 Exhibit 2 / Advantages of a Flexible Exchange Rate 
  
At the end of last April, when outlining its monetary policy for 2016, the Central Bank formally announced 
its migration towards an inflation targeting regime and a flexible exchange rate scheme.  Although in 
many countries such regime has shown to be the most effective and lasting mechanism to achieve price 
stability, to smooth the macroeconomic cycle and to reach tidy growth processes, it should be noted that 
the choice of the most appropriate monetary and exchange regime is not a trivial matter.  
 
For the choice of an appropriate regime, in general the specialized literature identifies three criteria 
associated with different dimensions of macroeconomic performance: a) reduction in transaction costs; b) 
facilitation of adjustment by the economy to external shocks; and c) capacity to establish a credible 
nominal anchor and ensure long-term price stability.     
 
On the whole, it would seem obvious that a fixed exchange rate scheme lowers the cost of carrying out 
transactions between different economic areas (for example, foreign exchange risk and the cost of 
conversion of monetary units), and so facilitates flows of trade and foreign investment. These 
considerations are relevant when the economic areas being considered meet certain conditions that 
theory has identified as among the criteria of the so-called “optimum currency areas” (high levels of 
integration, synchronicity of the economic cycle, significant factor mobility, compensatory fiscal 
mechanisms9). In such circumstances the adoption of a single currency (an extreme form of exchange rate 
fixing) among such areas can be justified. In other cases the microeconomic gains to be obtained from the 
fixing of the nominal rate are less obvious and must be weighed against the costs that could derive from 
the rigidity inherent to a regime of this type. 
 
The ability to respond to external shocks is another criterion that theory identifies as a critical factor 
favoring the adoption of flexible exchange rate schemes. In effect, fixed exchange rate schemes 
demonstrate considerable inability to accommodate the disturbances that typically affect small, open 
economies.  This inability became plainly evident, for example, during the financial crises suffered by 
numerous emerging economies in the nineties, outstanding among which was the case of the end of 
Convertibility in Argentina10. The reason for this is that under a fixed exchange rate regime, these 
disturbances require deflationary adjustments with serious repercussions on activity and employment 
levels (see Figure 1). On the contrary, a flexible exchange rate provides a far more efficient stabilization 
mechanism in such circumstances, making it possible to soften the adverse effects of any shock on the real 
economy.  
 
Something similar tends to happen in the presence of shocks of a positive nature. In the presence of an 
improvement in terms of trade and/or the conditions for access to external financing – which would serve 
to achieve a reduction in the real equilibrium exchange rate - any effort by the Central Bank to fix the 
nominal exchange rate could simply shift pressure onto domestic prices without preventing the process of 
real appreciation of the equilibrium rate, at the cost of introducing inflationary pressures. Such a dynamic 
was experienced by the Argentine economy during the second half of the last decade. Monetary policy was 
charged with offsetting the trends towards real appreciation. However, a nominal policy is incapable of 
affecting relative prices in a permanent manner. The result of this episode was that the real appreciation 
took place anyway, at the cost of compromising nominal internal stability11.  
 
 
 
 
 

                                                             
9 Mundell, R.(1961): A Theory of Optimum Currency Areas, The American Economic Review, Vol. 51, 4, pages 657-665. 
10 Calvo, G. (2005): Emerging Capital Markets in Turmoil: Bad Luck or Bad Policy?, Cambridge, MA: The MIT Press.   
Schmitt-Grohé, S. and Uribe, M. (2010): Pegs and Pain, NBER, Working Paper 16847.   
11 Schmitt-Grohé, S. and Uribe, M. (2010): Pegs and Pain, NBER, Working Paper 16847.   
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In this regard, and contrary to what is sometimes stated, fixed exchange rate schemes are far from being 
the most suitable one for ensuring the third criterion mentioned in literature on the relative desirability of 
alternative exchange rate regimes: the ability to ensure long-term price stability and macroeconomic 
sustainability over time. In effect, there is a wealth of theory showing that stabilizations based on fixing 
the exchange rate as a nominal anchor tend to provoke stabilization that is usually temporary, with 
pronounced economic activity cycles that frequently end in severe balance of payments crises12. 
 
As a result of these difficulties with stabilizations based on fixed exchange rates, and given the benefits of 
flexible rates when it comes to dealing with external shocks, a significant consensus began to form in the 
profession in favor of floating exchange rates.   In the context of a transition to formal inflation targeting 
schemes, these regimes began to be adopted by most emerging market economies at the start of the new 
millennium, with very positive results in the area of growing nominal stability. 

                                                             
12 Calvo, G. and Vegh (1999): Inflation Stabilization and BOP Crisis, NBER, Working Paper 6925. 

Figure 1 | Argentine experience with a fixed exchange rate regime during the emerging 
country crises that began in 1997   
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Ensuring that market participants and the public in general become accustomed to the operation of a 
floating scheme is also key to help to disassociating the behavior of domestic prices from the dynamic of 
the nominal exchange rate, as has been seen in several countries in the region that have adopted inflation 
targeting regimes in recent years and currently demonstrate environments of growing nominal stability. 
Recent Colombian experience illustrates this point. In the face of a sharp drop of close to 60% in the price 
of oil since 2013, the Colombian peso depreciated in nominal terms by around 35%. Nevertheless, thanks 
to a credible inflation targeting regime, the internal impact of the negative shock was relatively minor: the 
economy continued to grow at a high rate (going from 4.9% in 2013 to 3.1% in 2015), at the same time as 
the transfer to domestic prices of the currency depreciation was low (inflation rose temporarily from 1.9% 
in December 2013 to 6.8% in the same month of 2015, with a drop to 6.0% expected by the end of this 
year). As a result, the inflationary impacts of the external shock will tend to dissipate without major 
impact, and the real depreciation of the currency performed as the theory indicated, softening the 
contractive effects of the adverse shock (see Figure 2). 
 

 

Figure 2 | The Colombian experience with a flexible exchange rate following the sharp
drop in oil prices in 2014 
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3. Economic Activity 
 
 
New official GDP estimates have revealed that the Argentine economy fell into a period of economic 
recession in mid 2015. Activity levels in the first quarter of 2016 recorded a cumulative decline of 
1.2% compared with the second quarter of 2015. The Central Bank continues to consider that there 
will be a recovery in economic activity over the remainder of the year. The policy package that has 
been implemented will continue to have an expansive impact on the exporting sector. Improved 
access to international financing and its lower cost will facilitate investment, both public and 
private. Private sector consumption will increase following a recovery in real household income as 
the predicted drop in inflation takes place in coming months.   
 
3.1 The economy in the second quarter of 2016 
 

 
At the end of June the INDEC published the new series of national accounts13. As we anticipated in the 
Monetary Policy Report (IPOM) for May, the Argentine economy has posted zero growth since mid-2011. 
In the third quarter of 2015 the economy entered into its third period of recession since the global financial 
crisis in 200914 (see Figure 3.1). In the first quarter of 2016, GDP fell 0.7% seasonally adjusted (s.a.), 
standing 1.2% below its trend.  
 

                                                             
13 Within the context of the emergency in the National Statistical System (Decree  55/2016), at the time of writing there is insufficient 
statistical information available for any detailed monitoring of economic activity and the labor market.  As a result, use has been made of 
several partial indicators that are available, prepared by public and private bodies (the latter including indicators compiled and published 
by various business sector chambers). 
14 The term economic activity cycle is used to indicate the recurring swings between an expansion phase and a recession phase, and 
vice-versa.  These swings are measured in relation to the long-term trend. This trend was obtained by applying the Hodrick-Prescott  
filter, and the cyclical component was calculated as the deviation by the seasonally-adjusted series in relation to the trend.  

Figure 3.1 | Seasonally adjusted GDP and long-term trend 
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The new series for aggregate demand show that in the last twelve years the Argentine economic cycle has 
recorded a behavior typical of emerging economies: private sector consumption, investment, exports and 
imports all moved in line with the cycle, while net exports were negatively correlated with income15. 
 
During the first quarter of 2016, the drop in GDP was associated with a reduction in private consumption 
and investment, corroborating the regularity that has been observed. Private sector consumption stood at 
1.3% below the trend, public sector consumption was 0.8% below, and investment, 5.3% (see Figure 3.2).  
 
 

 
For their part, net exports also recorded a behavior typical of economic cycles in emerging countries: they 
increased as output fell. Nevertheless, a phenomenon was recorded that is less frequent in the typical cycle: 
both exports and imports increased simultaneously in a context in which output was shrinking (see Figure 
3.3). As explained in the first quarter IPOM, this increase in flows of trade was a response to the normalizing 
of the exchange market and the elimination of significant restrictions on foreign trade transactions. Exports 
were also boosted by the measures adopted by the new government that encouraged the offloading of 
agricultural stocks that had been accumulated from previous seasons.  
 
 
 
 
 
 
 
 
 

                                                             
15 See for example, Neumeyer, Pablo A. and Perri, Fabrizio (2005) Business cycles in emerging economies: the role of interest rates, 
Journal of Monetary Economics, Elsevier, vol. 52(2), pages 345-380. Also Mark Aguiar and Gita Gopinath (2007) Emerging Market 
Business Cycles: The Cycle Is the Trend Journal of Political Economy, University of Chicago Press, vol. 115, pages 69-102. 

Figure 3.2 | GDP cycle and demand components 
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3.1.1 Nowcast for economic activity 
 
3.1.1.1 Performance of the Nowcast prediction published in the May IPOM  
 
The Nowcast for economic activity published in the IPOM for May predicted for the first quarter of 2016 
growth in economic activity of 0.8% year-on-year (y.o.y.) and 0.5% for the quarter s.a. (see Exhibit 3 / Central 
Bank Economic Activity Nowcast). Given the lack of reliable official statistics at the time that prediction was 
made, the evolution of the Quarterly Economic Activity Estimator (ETAE)16 was used. The data for the ETAE, 
published at the end of May, showed a slight increase in economic activity in the first quarter of 2016 in year-
on-year terms (0.3% y.o.y.) and a slightly negative variation in the quarter (-0.1% s.a.). 
 
The national accounts revised by the INDEC have shown that GDP rose by slightly more than was indicated 
in the ETAE (0.5% y.o.y.) in the first quarter of the year in year-on-year terms, with a sharper contraction 
in relation to the fourth quarter of 2015 (-0.7% s.a.). The discrepancy between the two indicators is due to 
the different dynamic that they both ascribe to economic activity during 2015  (see Figure 3.4). In particular, 
according to the ETAE, the quarterly drop in the two last quarters of 2015 (-0.4% in III-15 and -0.8% in IV-
15) was greater than that reflected in the INDEC GDP indicator (-0.1% and -0.4%, respectively). 
 
 
 
 
 
 
 
 
 
 

                                                             
16 The ETAE indicator is produced jointly by private consultants FIEL, Estudio Broda and Abeceb. 

Figure 3.3 | GDP cycle,  exports and imports 
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As can clearly be seen from Table  3.1, the prediction generated by the Central Bank Nowcast for the first 
quarter of 2016 compared with the forecasts from the main consensuses in the market has been the most 
accurate, and more importantly, it was right in relation to the mathematical sign of the year-on-year growth. 
Unlike quarterly variations, when the data from different sources is hard to compare because the 
methodologies used for seasonally adjustment may differ, year-on-year variations can be compared 
between forecasts. In effect, market consensuses do not publish quarterly seasonally-adjusted variations.    
 

Figure 3.4 | INDEC and ETAE GDP 

 

Table  3.1 | Predictions for the first quarter of 2016. Y.o.y change in GDP (%) 
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From now on the Nowcast predictions prepared by the Central Bank will be fully comparable to those 
generated by the REM, because both the projected activity indicator (INDEC GDP) and the data series 
available (given the monthly frequency of the REM) will be common for all forecasts.  
 
3.1.1.2 Central Bank Nowcast forecast for economic activity in the second quarter of the 
year  
 
Since publication of the revised national accounts by the INDEC, the ETAE has been replaced by the official 
GDP, base 2004, in the Nowcast forecast. This replacement meant redoing the exercise as from 2004, 
including estimates of the new factors, the generation of all past predictions and evaluation of the predictive 
capacity of the factors model in relation to the INDEC GDP17.  
 
The fifth Nowcast forecast —as at July 15— indicates a drop in the output of goods and services in the second 
quarter of 2016 of  1.3% year-on-year —y.o.y.— and a smaller quarterly reduction in seasonally adjusted 
terms—o.11% s.a.— (see Figure 3.5). 
 

3.2 The economy as from the second quarter 
 
It is estimated that in the second quarter the recession begun in the third quarter of 2015 will have 
continued. Private sector consumption probably declined from lower real incomes and stalled employment 
levels; investment has continued to send out mixed signals; exports performed well, despite a drop 
compared with the previous quarter, when the sale of stocks that had been accumulated previously took 
place, and last, imports rose.   
 
3.2.1 Consumption remained weak 
 
Private sector consumption continued to fall in the second quarter according to the partial indicators with 
the widest coverage. Consumption-linked tax revenues  (Value added tax —IVA— gross) was down 3.6% s.a. 

                                                             
17 The results established for the estimate based on the INDEC GDP continue to show that the Nowcast outperforms in predictive 
ability an AR(1) model as a basis for comparison according  to the Giacomini and White (2006) test of  conditional predictive ability. 

Figure 3.5 | Nowcast of the year-on-year variation in INDEC GDP 
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compared with the first quarter in real terms18, at the same time as deflated supermarket sales measured 
by the CAME were down  2.8% s.a. (see Figure 3.6). 
 

 
Nevertheless, there were some positive signs.  Volumes of imported consumer goods continued to rise in 
the quarter (9.4% s.a.), as did the sale of cars in the domestic market (1.6% s.a.). Furthermore, there were 
signs of recovery in mall sales measured in real terms (1.7% s.a.).  
 
During the quarter, private sector consumption continued to be affected by the drop in real family income. 
Utility rate adjustments in particular led to a reduction in disposable income, although certain tax measures 
helped moderate the impact. According to information from the Federal Administration of Public 
Revenue—AFIP— registered worker wages were down 0.6% s.a. in real terms in relation to the first quarter 
of the year.  
 
Registered private sector employment fell slightly in April and May compared with the first quarter. Data 
from the Labor Indicators Survey (EIL) prepared by the Ministry of Labor, Employment and Social Security 
have recorded a seasonally-adjusted drop in the period of 0.3% for the quarter (see Figure 3.7). 
 
 
 
 
 

                                                             
18 Throughout the chapter an index with a nationwide scope was used as a deflator for nominal variables (see Section 4. Prices).  

Figure 3.6 | Private consumption and real wages 
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The slowdown in inflation that is expected to take place in the next few months should improve wage 
purchasing power. In the case of workers in the formal sector, on the basis of the bargaining agreements 
that have already been reached (see Section 4. Prices), the behavior that is anticipated for consumer prices 
will mean an increase in their income in real terms (see Figure 3.6). In addition, the social measures that 
have been introduced19 will favor recovery in real household income. This could result in a recovery by 
consumption towards the end of the year. 
 
3.2.2 Mixed performance by components of investment 
 
In the second quarter indicators for the investment component again recorded a mixed performance. 
Investment in durable production equipment grew again during the period, while construction continued 
to decline following a drop in private sector investment.  
 
As in the first quarter, increased investment in durable production equipment can be explained by increased 
purchases of imported machinery and equipment, in particular, purchases abroad of capital goods 
measured by volume were up 3.1% s.a. In the case of domestically manufactured capital goods, data from 
the Fundación de Investigaciones Económicas Latinoamericanas (FIEL) show a rise of 5.6% s.a. 
 
There were several factors behind the rise in durable production equipment investment in the quarter, and 
they will continue to prevail during the remainder of the year.  First, the agreements reached with holders 
of bonds in litigation at the start of the second quarter enabled increased access to foreign markets for the 
financing of investment, at a time of considerable international liquidity. Second, policies implemented by 
the new government gave rise to a change in the expectation of agents in the economy, reflected in an 
increase in commercial credit in dollars. In particular, in the agricultural sector these measures, together 
with higher international grain prices, will encourage new investment.   
 

                                                             
19 These measures have included exemption of the mid-year statutory bonus from Income Tax and an increase in the minimum wage 
and unemployment benefits.  New pensioners will have their real income increased following the enactment of the Historical Repara-
tion Law, which will correct the manner in which benefits are calculated to reflect the decision of the courts. 

Figure 3.7 | Levels of private registered employment (seasonally adjusted) 
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Construction investment will probably have seen a further decline in the quarter as a result of the fall in 
works linked to the private sector, while investment by the public sector has shown an increase on levels at 
the beginning of the year.      
 
Indicators for the sector20 such as the “Construya” index and those for cement shipments fell in the second 
quarter by 6.6% s.a. and 4.6% s.a., respectively, mainly impacted by the number of rainy days in April. This 
performance by the sector was reflected in a drop of 10.3% y.o.y. in registered construction industry 
employment in the April-May period according to the AFIP. In May and June however the “Construya” index 
has recorded an increase in activity, leading to a positive outlook for the third quarter (see Figure 3.8).  
 

 
Unlike the situation in the first quarter, there has been an increase in public works in the second quarter. 
National public sector spending measured in real terms21 has risen by 21.1% s.a. In a similar manner, there 
has been a sharp increase in public works tenders (highways, hydraulic, civil and architectural), with a 
threefold increase in the amounts assigned for the works. According to a survey carried out at national, 
provincial and municipal level by C&T Asesores Económicos, whereas in the first quarter a total of 95 public 
works projects were put out to tender, in the second quarter such public works tenders totaled 241, with 
136 in June alone (see Figure 3.9). 
 
 
 
 
 
 
 
 

                                                             
20 On May 31 the INDEC once again began to publish the Summarized Construction Sector Index (ISAC). It has only provided infor-
mation on the year-on-year variations as from January, there is no series available for the index, and no breakdown by type of project 
has been published as was done in the past.   
21 The Construction Costs Index published by the INDEC since January 2016, which was previously prepared by the Argentine Con-
struction Chamber, has been used as a deflator.  

Figure 3.8 | Construction investment 
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Likewise, considering the National Administration alone, capital expenditure accumulated from January to 
June has represented only 28% of the total annual budget allocation, compared to an execution rate of 50% 
in the case of current expenditure. This indicates that for the rest of the year there remains a total of some 
$130 billion pending disbursement, equivalent to 2% of GDP. To this amount will be added the budget 
extensions at the end of June as part of the infrastructure program that has been announced22, a portion  of 
which will be executed in 2016.  
 
Private construction is expected to benefit from the slowing rate of cost increases and from investments 
by residents and non-residents in the context of the opening up of the capital account and the 
implementation of a tax amnesty (asset disclosure)23. There are already certain indications of improved 
performance by the private construction sector during the rest of the year.  
 
Surface areas in private sector building permits issued in 41 municipalities nationwide surveyed by the 
INDEC have increased on average in relation to those recorded in the first quarter. In the real estate sector, 
which is the main source of construction demand, there has been an increase in the number of sale deeds 
granted in the city and province of Buenos Aires of around 20%, although starting out from historically low 
levels (see Figure 3.10).  
 
 
 
 
 
 
 
 
 
 

                                                             
22 Decree 797/2016 plans for disbursements totaling $ 98.674 billion between 2016 and 2019. 
23 The Tax Amnesty Regime establishes a voluntary and exceptional mechanism for declaration of holdings of domestic and foreign 
currency in Argentina and abroad, and is commonly known as a capital whitewash. 

Figure 3.9 | Tenders for public works 
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Activity in the sector is also expected to benefit from the re-launching of the Procrear housing program with 
an initial fund of $5 billion, the first loans being planned for September next.   
 
Furthermore, as was mentioned in the May IPOM, the opening of the capital account together with the 
normalizing of profit remittances abroad have encouraged greater inflows of foreign direct investment 
(FDI). In the first half of the year over US$1.3 billion entered the country under this heading, an amount 
similar to that recorded over the whole of 2015 (see Figure 3.11). 
 

Figure 3.10 | Property deeds and construction permits 

 

Figure 3.11 | Foreign investment (Based on the MULC) 
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3.2.3 Exports and imports continue to show a positive performance 
 
In the second quarter the foreign trade sector continued to record a good performance. The exporting sector 
responded favorably to the policies that have been introduced, with export volumes higher than those of 
the previous year (see Figure 3.12), although they were down 6.9% s.a. compared with the exceptional 
previous quarter. 

Analysis of the main export headings shows a change in weighting compared with the beginning of the year 
(see Figure 3.13). Sales abroad of Primary Products and of Manufactured Goods of Agricultural Origin 
(MOA) fell during the quarter by 9.5% s.a. and 12.1% s.a. respectively, probably affected by the exceptional 
rainfall levels. Nevertheless, sales under these headings remained higher than those of the fourth quarter 
of 2015, and there continues to be a favorable outlook for coming months as a result of the investments 
being made in the agricultural sector, which will lead to greater exportable balances.  

Figure 3.12 | Exports and imports 

 

Figure 3.13 | Export volumes 
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Exports of Industrial Goods of Industrial Origin (MOI) improved in the second quarter, rising by 8.8% s.a. 
and reversing the drop in the first quarter (levels are 7.8% s.a. higher than those of the last quarter of 2015). 
Nevertheless, this improvement was not reflected in a widespread recovery in the manufacturing sector. 
The number of vehicle exports in particular fell by 5.5% s.a. in the quarter, with a negative impact on 
domestic output (-3.7% s.a.).  
 
Imports continued to rise in the second quarter at a rate similar to that of the beginning of the year, as the 
more flexible trade conditions introduced last December continued to prevail. Increased import volumes 
were recorded across the various categories, with a notable increase – because of their share in the volumes 
traded – in imports of intermediate goods (5.3% s.a.) and capital goods (3.1% s.a.). Imports of consumer 
goods continued to rise (9.4% s.a.), particularly in the case of vehicles (9.5% s.a.). 
 
Looking forward, following the normalizing of the exchange market and the elimination of restrictions it is 
expected that the recovery of both exports and imports will become consolidated. The latter will also receive 
a boost from the recovery by the economic activity.   
 
 
3.3 Outlook 
 
Although both the Central Bank and market analyst consensus foresee recovery by the Argentine economy, 
it will not take place immediately. The Leading Activity Indicator (ILA) prepared by the Central Bank still 
does not make it possible to anticipate when economic growth will turn positive  (see Figure 3.14). For its 
part, the Market Expectations Survey (REM) predicts a drop in GDP of 2% in the third quarter compared 
with the same quarter of the previous year and 1.4% for 2016 as a whole.    
 

 
Nevertheless, for 2017 the REM is predicting a 3.2% rise in economic activity, in line with other optimistic 
expectation indicators. For example, consumers remain optimistic regarding the future, despite the 
deterioration they perceive in the current situation (see Figure 3.15). 
 

Figure 3.14 | Leading activity indicator 
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For their part, 70% of business persons surveyed for IDEA by consultants D’Alessio IROL considered that 
the economic situation would improve in the second half of the year, an increase over the 53% who 
considered that the first half of the year was positive  (see Figure 3.16). This optimism is reflected in areas 
such as net investment expectations, sales, and in particular the development of employment:  50% of those 
surveyed expected that their payroll numbers would increase, and only 14% considered there would be a 
reduction.   
 
 
 

Figure 3.15 | Consumer confidence 

 

Figure 3.16 | Business leader expectations 
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Other surveys have recorded a more cautious position by business persons with regard to employment. 
According to the latest Manpower survey, during the third quarter, 80% of those surveyed stated that they 
would keep their staff numbers steady, while net employment expectations were slightly positive (1 percentage 
point). Similar results arise from the Ministry of Labor’s Labor Indicators Survey (EIL) carried out in May: 
88% of companies responded that they would hold their employment steady, while 3% were expecting to see 
positive change.   
 
The main factors leading the Central Bank to continue to predict economic recovery are the following:   first, 
the exchange market  normalization, lower withholdings on exports and the elimination of restrictions  will 
continue to shore up the recovery in foreign trade flows; second,  the increased competitiveness of the 
exchange rate compared to the previous year will provide an additional boost for exports; three, the return to 
normality  of the country’s financial relations with the rest of the world will attract foreign direct investment, 
facilitating access to financing and lowering its cost  for investment in general. To these factors one could add 
a gradual rise in consumption as household income recovers.   
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 Exhibit 3 / BCRA Economic Activity Nowcast  
  
What is a Nowcast? 
 
Nowcast basic principle is the exploitation of the valuable information content embodied in a large 
number of business cycle indicators that are available at higher frequencies than GDP. These indicators 
provide information on the state of the economy and can be used to generate early GDP estimates (within 
a quarter), updating them as new information becomes available.   
 
The data set considered includes real economic activity and financial indicators as well as forward looking 
or expectation indicators. As already mentioned, they all possess relevant information on the cyclical 
condition of the economy and public perceptions regarding it.   
 
Nowcast allows for very early estimates of GDP, i.e. just a month after the start of a quarter (for instance 
in Argentina official figures are only published ten weeks after the end of a quarter). 
 
The US Federal Reserve and the European Central Bank, among other central banks, apply Nowcast as an 
economic growth forecast tool. 
 
Which methodology should we apply? 
 
We currently apply a common factor methodology. First, we extract underlying factors to a series of 
relevant cycle indicators, and later we make use of those factors to predict GDP growth. In a nutshell, this 
methodology assumes that the dynamic of the target variable is explained by a limited number of non-
observable factors control the cyclical behavior of the economy.   
 
Predictions are updated as new information on high-frequency indicators becomes available. Thus the 
“news” on the state of the economy are incorporated into the forecast.   
 
Furthermore, our Nowcast is based on a statistical model that is updated automatically, without expert 
judgment. Its results complement the forecasts made by consensus, including those of the Central Bank.   
 
 Which indicators does the BCRA Nowcast currently use? 
 
Given the statistical emergency that Argentina experienced, the GDP estimator used for predictions until 
June 2016 was the Quarterly Economic Activity Estimator (ETAE according to its Spanish acronym) 
published jointly by private consultants FIEL, Estudio Broda and Abeceb.  
 
Since INDEC released revised National Accounts (NA) on June 29, the ETAE has been replaced by the 
official GDP - with 2004 as base year.    
 
In terms of our Nowcast exercise, we re-estimated the factors taking into account the 2004 NA series. 
Using the new figures of GDP, we also re-evaluated the predictive capacity of the factors model. 
 
It is worth mentioning that the activity indicators used to calculate factors are in general terms the same 
as those followed by market analysts to monitor the cyclical position of the economy.    
 
The series that could potentially be included in the Nowcast comprise production indexes —which in some 
cases are components of GDP—, industrial output, financial variables, labor market indicators (all of the 
previous are “hard” indicators) and confidence indicators based on surveys of producers and consumers 
(“soft” indicators). While the latter are considered less precise or more subject to noise, they can 
significantly contribute to different economic agents perceptions on present and future economic 
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conditions. “Hard” indicators provide strong signals (less subject to disturbance) on very short-term 
developments (see Table 1). 
 

 
The selection criteria for the series is based on contemporaneous correlation between each series and the 
level of economic activity. 
 
The indicators are grouped into two sets, depending on the availability of new information.    
 
The following calendar describes the updating sequence for the monthly indicators. It is possible to 
produce a first Nowcast only six weeks after the start of a quarter, and then to update it every 15 days (see 
Table 2). 
 
 

Table 1 | Indicators included in the Nowcast 
 

 

Serie Source Group Seasonality

Domestic production of vehicles ADEFA 1 yes

Export of vehicles ADEFA 1 yes

Sales to dealers ADEFA 1 yes

Sales to national dealers ADEFA 1 no

Provisory cement dispatches AFCP 1 yes

Primary iron production CIS 2 no

Production of crude steel CIS 2 yes

Production of hot‐rolled flat CIS 2 no

IPD general level Fiel 2 yes

IPD durable consumer goods Fiel 2 yes

IPD intermediate use goods Fiel 2 yes

IPD capital goods Fiel 2 yes

IPD textile inputs Fiel 2 yes

IPD fuel Fiel 2 yes

IPD chemical and plastics Fiel 2 yes

IPD metalmecanic Fiel 2 yes

IPD cars Fiel 2 yes

Poultry slaughter CEPA 2 yes

Used car sales CCA 1 yes
Source: BCRA

All series were differentiated to achieved stationarity

Group 1 corresponds to the series that are updated up to 15 days
of the end of each month. Group 2 includes the rest.
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How should we read the results? 
 
Figures 1 and 2 report the six Nowcast for GDP growth (year-on-year —y.o.y.— and quarterly) generated 
within a quarter. Each of them incorporates the "news" from the sequential updating of the indicators.   
 

 

Table 2 | Publication schedule for Nowcast indicators 
 

 

Figure 1 | Nowcast and GDP 
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Year-over-year average GDP growth and quarterly growth are reported for the six sequentially updated 
predictive values, and also the observed quarterly values, as they become available. 
 
The forecast at July 15 for the second quarter of 2016 indicates a slight fall in output of -1.3% —y.o.y.— 
and a seasonally adjusted quarterly reduction of o.11% s.a.  
 
 
Visual inspection of Figures 1 and 2 -in which we also report a confidence interval for the Nowcast at 68%- 
suggests a good predictive ability in both y-o-y and quarterly growth rates. In the first case, in 6 of the 9 
quarters the confidence interval for the y-o-y GDP variation includes the observed value. In the second 
case, the interval includes the observed quarterly GDP variation in 7 of the 9 quarters.    
 
Why should we trust the model? 
 
The predictive accuracy of this methodology has been tested in many economies, including the Eurozone, 
the United States, Japan, Canada, Australia, Brazil, Mexico and China among others, and evidence 
indicates that its forecasting performance is better than that of rival models. 
 
In the case of Argentina, through an extensive evaluation of its predictive ability, we might conclude that 
this model performs very well.  We have found that the forecasts are at least as accurate as those 
generated by the best market analysts, with the advantage that they provide more timely forecasts for 
decision-making purposes.  
 
Figure 3 shows the forecasting performance of the GDP growth Nowcast during 2014-2016 compared with 
the first order autoregressive model—AR(1)— taken as a benchmark. The graph displays the six sequential 
updated predictions for GDP. Using Giacomini and White test (2006) we can confirm that on average the 
Nowcast outperforms the AR(1)  in terms of predictive capacity. 
 

Figure 2 | Nowcast and GDP 
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Performance monitoring also includes a regular assessment of the group of series included and the 
predictive capacity of the model. 

Figure 3 | Nowcast performance 
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4. Prices 
 
 
During the second quarter several regions reported higher than planned inflation as a result of 
the sharp increases in regulated prices, concentrated in the months of April and May. Various 
price indexes show that at the end of the quarter an incipient disinflation process had begun, 
with deceleration in the general price level, although there were mixed signs in the core 
component. The Central Bank expects that this disinflation process will continue in coming 
months. This is confirmed by various high frequency indicators, as well as by the inflation 
expectations of a consensus of market analysts, which remain anchored at levels close to a 
monthly 1.5% towards the end of the year.    
 
4.1 Second quarter inflation 
 
In June the National Institute of Statistics and Census  (INDEC) once again began to publish its Consumer Price 
Index for Greater Buenos Aires24 (IPC-GBA) (see  Exhibit 4 / The GBA Consumer Price Index). As informed by 
the Central Bank in one of its monetary policy communications, the institution will base its inflation targets on 
this index until there is one available that has a nationwide scope.    
 
According to the IPC-GBA, inflation in May was 4.2% and 3.1% in June, while core inflation25 was 2.7% 
and 3%, respectively (see Exhibit 5 / Core Inflation Measurements).  
 
Indicators prepared in three other districts using prices indexes approved by the INDEC complete the 
official information available on the matter of prices. These indicators show a clear deceleration in the 
general price level, at the same time as an uneven performance by the core component (see Figure 4.1).  
 

                                                             
24 Formed by the Autonomous City of Buenos Aires and 24 urban districts in the province of Buenos Aires. 
25 The Core CPI component represents 69.9% of the total CPI basket and is the result of excluding regulated goods and services and 
those with a high tax component, as well as goods and services with a seasonal behavior. 

Figure 4.1 | Consumer price indexes. Headline 
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The CPI core components for the City of Buenos Aires and for Córdoba averaged rises of 3.2% and 2.9%, 
respectively, during the second quarter26. In both districts, the increases in core CPI were lower than 
those of the General Level (see Figure 4.2). 
 
 

 
 
A summary of the inflation dynamic is provided by a national indicator prepared by the Bank  (IPC-NP)27, 
that includes the CPI indexes for the City of Buenos Aires, Córdoba and San Luis. It is estimated that the 
variation in this indicator was 4.1% per month in the second quarter, in June reaching  around 2.6%28 (see  
Figure 4.3). Core inflation was in the order of 3.0% on average in the quarter. 
 
 
 

                                                             
26 The IPC BA and the IPC for Córdoba report core CPI as IPC Resto. 
27 The IPC-NP is calculated on the basis of the consumer price indexes for the City of Buenos Aires, San Luis and Córdoba, weighted 
according to the National Household Spending Survey for the 2004-2005 period (ENGHo 2004/05). Taking as a reference the 
distribution of consumer spending by region from that survey, to build the IPC-NP the IPCBA has a weighting of 44% (being used as 
representative of price changes in the GBA) and the remaining 56% is assigned to the interior of the country. On the basis of the 
participation of the Pampean Region, the Córdoba IPC has a weighting of 34% and the rest of the country is represented by the 
development of the San Luis IPC (22% of the IPC-NP).   
28 The June estimate for San Luis was impacted by a Federal Court injunction in that province that restricted the rate increase for 
network gas to 70%, which meant a reduction in the index for this service of 79% (-1.4 p.p.). 

Figure 4.2 | Consumer price indexes. Core 
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In addition to these indexes, the Central Bank monitors other high-frequency price indicators, such as the 
daily State Street PriceStats Aggregate Inflation Series29 price index. Over its lifetime this series has shown 
high correlativity with the monthly core inflation indexes (Figure 4.4). This could anticipate any change in 
price trends before the publication of official statistics. It has shown a rise in the high-frequency inflation 
rate at the end of May, with a slowing during the month of June (see Figure 4.5). 

                                                             
29 State Street PriceStats Aggregate Inflation Series attempts to capture the main changes in price trends on the basis of daily real-
time online measurements. In the case of Argentina, its coverage is nationwide.   

Figure 4.3 | Consumer prices and inflation expectations 

 

Figure 4.4 | Core inflation 
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4.2 Prices by district, category and heading30 
 
According to INDEC data, within the Greater Buenos Aires region31 the general level price index rose by 
an aggregate 7.4% in the months of May and June.    
 
In June there were notable increases under the food and beverages heading (3.2%); housing and essential 
services (7.1%); household equipment and maintenance (4.7%) and medical care and healthcare expenses 
(7.0%). These four headings account for 87% of the price change for the month. These headings had also 
been the most significant during May, together with transport and communications (see Table 4.1). 

                                                             
30 Consumer price indexes can be broken down into three categories: 1) “seasonal” that record prices mainly subject to seasonal 
factors (such as tourism-related services), 2) “regulated” that include those with a strong tax or regulatory component (such as 
public utility rates) and 3) “others” that identifies the underlying or core inflation rate, those more permanent changes in prices.   
31 Includes the City of Buenos Aires and 24 districts of Greater Buenos Aires. 

Figure 4.5 | High-frequency consumer price index 

 

Table 4.1 Monthly variations. IPC-GBA.  
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The updating of public utility tariffs was reflected mainly in May in the increase in the Regulated sub-
index (8.7%) which accounted for 46.4% of the inflation for the month. In June the increase under this 
category (3.4%) accounted for 25.8% of the variation in the general level of the index. Seasonal price rises 
slowed from 4.3% in May to 2.7% in June. 
 
In the City of Buenos Aires retail prices rose by an accumulated 15.5% in the second quarter, with 44.3% 
of this increase explained by the increases in regulated goods and services (13% of the basket), while  
50.2% was explained by the remaining goods and services captured by core inflation32 (78% of the 
basket). The remaining 5.5% of the price increase has been due to the behavior of seasonal components 
(see Figure 4.6). 

The Regulated component was the category that increased the most in the quarter (54.7%) with an impact of 
6.87 percentage points. Within this sub-group, the greatest increases took place in network gas (195%), water 
(283%), train fares (79%) and urban bus fares (85%), which accounted for almost 80% of the behavior of the 

                                                             
32 Unlike in the methodology adopted by the INDEC, formal education and health systems form part of the core or “other” inflation 
category. 

Figure 4.6 | Monthly weights in IPCBA 

 

Table 4.2 | Incidences in April-June. IPCBA.        
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Item
Incidence

(en p.p.)

Contribution inside 

Regulated (%)

Network gas 1.9 27.1

Water 2.0 28.6

Urban bus 1.5 21.7

Train 0.1 0.8

Fuels 0.7 9.5

Cigarettes 0.7 9.8

Telephony 0.2 3.2

Total 6.9 100.0

Source: Statistical office of Buenos Aires city and Bank 

estimates
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Regulated components category. There were also significant increases in cigarettes (57%) and telephone 
landlines (33%; see Table 4.2). 
 
A similar behavior was observed in the consumer price index for San Luis during the months of April and 
May, in which the housing and essential services and transport and communications categories accounted 
for  3 p.p. of the rise in the IPC-SL of 7.6% in the period (see Figure 4.7).  
 

In line with the above, the Córdoba CPI recorded a rise of 12.3% in the second quarter. The property, fuel, 
water and electricity and transport and communications headings had an impact of 5.5 p.p. in the quarter, 
explaining 45.2% of the increase recorded (see Figure 4.8). 
4.3 Costs and wages 

Figure 4.7 | Monthly weights in San Luis CPI 

 

Figure 4.8 | Monthly weights in Córdoba CPI 
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4.3.1 Wholesale prices and construction costs 
 
In May the INDEC presented its new Wholesale Price Indexes System with data as from January 2016. In 
the April-May two-month period a slowing was noted in the rate of increase in wholesale prices compared 
with the first quarter (see Figure 4.9). 
 

The domestic wholesale price index (IPIM) measures average changes in the prices of domestic products 
and imported products offered on the domestic market33. The basic industrial price index (IPIB) has the 
same coverage as the IPIM, but prices do not include the tax effect34. The producer price index (IPP) 
measures the average change in prices received by local producers35.  
 
According to this survey, during the first quarter wholesale prices increased by a monthly average of 
5.47%.  The headings showing the greatest increases were electricity, up 78.8%, imported goods, up 26.8% 
and oil and gas, up 26.0%. 
 
Following the rise that took place in the first quarter of the year in response to the exchange rate 
unification and the elimination of restrictions on the purchase and sale of foreign currency, wholesale 
price indexes have shown deceleration. In the April-May two-month period the IPIM posted a monthly 
average increase of 2.55%, while the IPIB rose by 1.95%. This difference can mainly be explained by the 
increase in the tax on cigarettes in May, with an impact of 1.35 p.p. in the IPIM and -0.19p.p. in the IPIB 
in that month.  In the accumulated total for the year (January-May), the headings with the greatest rises 
and impact have been electricity (81.5%), refined petroleum products (30.2%) and only in the case of the 
IPIM, because of its high tax component, tobacco (65.2%).  
 

                                                             
33 The IPIM includes Value Added Tax, excise taxes and taxes on fuel, net of explicit subsidies. 
34 The IPIB provides an alternative analysis to that of the IPIM by separating price movements from changes in tax policy from those 
that are decided by the producer. 
35 The IPP excludes imported goods and the weighting for each activity includes exports.  

Figure 4.9 | Wholesale price indexes system (SIPM) 

 

9.0

5.0

2.4

1.5

3.6

9.2

5.2

2.3
1.6

2.3

9.3

5.1

2.4
1.8

2.7

0

2

4

6

8

10

Jan-16 Feb-16 Mar-16 Apr-16 May-16

m.o.m. % chg.

Wholesale price index (IPIM)

Basic industrial price index (IPIB)

Producer price index (IPP)

Source: INDEC and Bank estimates



Monetary Policy Report | July 2016 

51 
 
 

In the case of construction costs, the increase in the April-May two-month period was greater than in the 
first quarter, mainly due to the impact of the wage increase for the sector in April36. During May the index 
compiled by the Construction Chamber (ICC-CAC) returned to the monthly rate recorded in March (1.0%) 
while the index for Córdoba (ICC-Córdoba) in fact saw a decline in its rate to 1.2% (0.6 p.p lower than in 
that month). Only the Construction Costs Index prepared by the INDEC (ICC-INDEC) increased its 
variation in relation to March to a monthly 2.2%. Unlike these other indexes, the ICC-INDEC includes the 
cost of sub-contracted labor, a sector in which there was a wage adjustment in May (see Figure 4.10). 
 

 
4.3.2 Foreign trade prices 
 
In the first months of the year the prices in dollars of imported products declined, helping to hold down 
the cost of manufactured goods (see Figure 4.11). In May the prices in dollars of imported goods recorded 
a drop of 7% compared with December 2015, behavior seen across all categories of imports (see Section 2. 
International context). 
 
 
 
 
 
 
 
 

                                                             
36 In April the construction sector reached agreement on a collective bargaining deal that established a 22% increase for six months. 
Negotiations will be held in September for the subsequent six months.   

Figure 4.10 | Construction costs 
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4.3.3 Wages 
 
The elimination as from December 2015 of the distortions faced by the Argentine economy has opened the 
way for wages to keep pace with increases in productivity without placing pressure on prices.    
 
The monitoring of wages in the economy and productivity (measured as the ratio between GDP and the 
number of employed workers or hours worked) is fundamental for a thorough analysis of the relationship 
between wages and prices. At the time this report is being published however there is insufficient 
information to perform such an analysis, although the normalizing of the issue of GDP figures together 
with the publication once again as from May of wage development in the formal sector of the economy 
(both public and private) represents a significant advance in the information provided by the INDEC. 
 
Wage agreements announced to date37, covering around 90% of the registered workers in the private 
sector with wages defined by collective bargaining, have settled on average for 21% in the case of six-
month agreements and 34% in the case of one-year agreements. These results lead to estimates that wages 
will have evolved at below the rate of inflation recorded in the IPC-NP during the first half of the year, 
while a slight recovery in wages in real terms can be expected during the second half of the year (see  
Table 4.3). 
 
The size of the recovery will depend on the success by monetary policy in lowering the monthly rate of 
inflation and the results of the collective bargaining agreements that envisage a second round of 
negotiations during the second half of the year.   
 
 
 

                                                             
37 According to the INDEC 67% of waged workers are registered, of whom 43% establish their wages by means of collective 
bargaining agreements.   

Figure 4.11 | Import prices, foreign exchange rate and wholesale prices 
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Table 4.3 1 Wage agreements reached in 2016 

 

 

Expiration of 

previous 

agreement

Wage rise (%) Detail Lump sum

Public administration 

(SINEP)
UPCN Mar-16 31

7% to Jun-16

9% to Jul-16

12% to Aug-16

Agriculture UATRE Nov-15 28 Dec-15 to Sep-16

Alimentation STIA Apr-15 36.5
22% to May-16

11.9% to Nov-16

Banking Bancaria Dec-15 33

Vegetable oil workers FTCIODyARA Mar-16 38

Truck drivers FEDCAM Jul-16 37

Teachers
Paritaria 

nacional
Dec-15 52

$7,800 since Feb-16

$8,500 from Jul-16

Province of Buenos

 Aires teachers

Federación de 

Educadores 

Bonaerenses 

(FEB)

34.6

$7.904 in Feb-16 

$8.846 in Mar-16

$9.801 in Jul-16

Univiersity teachers CONADU 35

Metallurgic UOM Apr-16 33

20% in Apr-16

7% in Aug-16

6% in Oct-16

$ 2,600

Plastic UOYEP Jun-16 24
20% Jul-16

3.33% to Aug-16

$1,500 in Apr-16

$1,500 in May-16

$2,000 in Jun-16

Chemical and Petroch. FESTIQyPRA May-16 37.5

Transportation 

(short/medium 

distance)

UTA Feb-16 29 Apr-16 to Mar-17
$2,000 in Apr-16

$1,500 in Aug-16

Petroleum workers SPGPChubut Jun-16 30

18% to Jul-16

5% to Nov-16

7% to Jan-16

$15,000

Jul-16 to Mar-17

Footwear UTICRA May-16 22 Jun-16 to Dec-16

Meat FGPICD Apr-16 20
Apr-16 to Sep-16 

20% 
$2,000 in 6 fees

Commerce FAECyS Apr-16 20 Apr-16 to Sep-16 $2,000 in two fees

Construction UOCRA Apr-16 22 Apr-16 -Sep-16

Filling station workers. SOESGIP Mar-16 17  Abr-16 to Sep-16
$740 Jul-16 

$740 Aug-16

Doorman SUTERH May-16 25 Jun-16 to Nov-16

$1,800 in Mar-16

$1,800 in Abr-16

$2,000 in May-16

Graphic workers of 

Buenos Aires
FGB Apr-16 25 Abr-16 a Sep-16 $2,000 in two fees

Paper workers FOEIPCyQ Apr-16 20

Apparel workers SOIVA Apr-16 21 Abr-16/Sep-16 $ 1,500

Automotive workers SMATA Dec-15 18.5
7,5% to Mar-16

11% tobr-16 a Jun-16

Source: BCRA from union and journalism data

Unions

Anual agreements 2016

Semestral agreements
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4.4 Outlook 
 
Once the period of greatest inflationary impact from the adjustments to relative prices has passed, the 
Central Bank will use its monetary policy to ensure that the deceleration in the monthly rate of inflation 
that began in June gains strength during the third and fourth quarters (see Section 5. Monetary policy). 
 

 
According to the Market Expectations Survey (REM), re-launched by the Central Bank in June, the mean 
for monthly inflation expectations shows a downward trend, from 2.2% for July to 1.6% for December (see  
Figure 4.12). Looking forward, during the first six months of 2017 a sharp drop in the year-on-year 
inflation rate is anticipated to 21.5% y.o.y. in June 2017, with continued slowing until reaching 15.9% 
y.o.y.  in June 2018 (see Exhibit 6 / Market Expectations Survey).  
 
These forecasts are in line with the Latin American Consensus Forecasts (LACF) survey for June, which 
shows that the mean for year-on-year inflation is expected to slow from 38.3% in December 2016 to 20% 
towards the end of 2017. The results of the Universidad Torcuato Di Tella (UTDT) survey, held among 
consumers nationwide, indicate that average 12-month inflation expectations have fallen to 25%, 5 p.p. 
below the figure for April (see Figure 4.13). 
 
The Central Bank will continue to seek to slow inflation in coming months to 1.5% or less in the last 
quarter, as an intermediate step on the way to achieving an annual rate of inflation of 5% within a 
reasonable time-frame.   
 
 
 
 
 
 
 
 
 

Figure 4.12 | Monthly nationwide inflation expectations (REM) 
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Figure 4.13 | Inflation expectations. Various surveys 
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 Exhibit 4 / The GBA Consumer Price Index 
  
In June the INDEC published the first figures for the Consumer Price Index (CPI) since release was 
discontinued in December 2015 within the framework of the statistical emergency declared at the start of  
201638.  
 
The CPI is a relevant macroeconomic indicator for decision-making by economic agents, as well as 
representing an essential tool for directing economic policy. In particular, it is used as a target by most 
central banks when an inflation targeting regime is adopted.  For this reason, the quality and precision with 
which these indicators are prepared are of vital importance, as is their international comparability.   
 
The new series had as its starting point the estimating of variations in prices recorded in the month of May 
compared with those for April. The reference population is that historically used by the INDEC, and covers 
the Greater Buenos Aires region (GBA)39.  
 
In order to re-establish the IPC-GBA it was necessary to carry out a wide-ranging revision of all the tasks 
and methodological procedures involved in estimating the indicator, including the field work, definition of 
the basket, structure of weighting factors, calculation methodology and estimation of indexes for public 
utilities. The aim has been to ensure the quality of the results by following best international practice on the 
matter. 
 
In view of the precarious conditions detected in the field work for the CPI and the dismantling of the devices 
for quality control of the information, initial efforts focused on resolving these shortfalls. It should be noted 
that price survey tasks are of fundamental importance, as the quality of the indicator depends on prices 
being adequately observed and recorded. To this end, training was reintroduced for the various work teams, 
supervision was restored and control procedures on basic information were reinforced.    
 
In the case of the basket of goods and services in the CPI, the basket used for the National Urban Consumer 
Price Index (IPCNu) for the metropolitan area was taken as a starting point.  This basket was subjected to 
thorough revision, with the inclusion of articles significant in the consumer spending of the reference 
population. As a result, the basket was broadened to include 609 varieties40. At the same time, the 
specifications of the products surveyed were updated according to their current commercial presentations and 
the point of sales sample was adjusted.   
 
The primary source of information for calculation of the CPI weightings is the Household Spending Survey 
(ENGHo). In the case of this indicator the Institute has chosen to use the survey corresponding to the 
2004/05 period. Consumption structure has been estimated considering the monetary consumer spending 
of GBA residents, with no exclusions of any kind.   
 
 
Given the timing lag between the reference period for the ENGHo and the base for the index, it was decided 
to carry out an updating of the weightings from that moment until December 2015 using the development of 
relative prices41. This modifies the relative importance of each article in the CPI basket compared with the 
original details of the ENGHo. Those varieties for which prices increased at above the average rate during this 
                                                             
38 On January 7, 2016 the National Statistical System (SEN) and its governing body, the INDEC, were declared to be in a state of 
administrative emergency until December 31, 2016. 
39 Formed by the Autonomous City of Buenos Aires and 24 metropolitan districts of the province of Buenos Aires. 
40 A variety is the minimum level of aggregation for which an index is calculated to which an explicit weighting is assigned, and is 
representative of a sub-set of goods or services belonging to a single product.   
41 Spending and its development can be broken down into price and volume.  The concept of quantity and volume is differentiated because 
the latter can refer to a mix of quantities of goods and/or services with different physical or chemical characteristics and/or units of 
measure. As there is no up-to-date information available on physical volumes, the decision to update the weightings means that they are 
calculated on the basis of “hybrid” spending values, in which the implicit quantities correspond to the reference period of the ENGHo and 
prices correspond to the CPI base period.  Previous indexes in Argentina that have followed this dynamic were:  the IPC-GBA base 
1999=100 based on the ENGHo 1996/1997 and the IPC GBA base April 2008=100 based on the ENGHo 2004/2005. 
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period gained weight at the expense of the rest. On a complementary basis, information was used from 
alternative sources to break down the spending in some groups42. 
 
When comparing the results of the ENGH0 2004/05 with the current structure of the IPC-GBA basket, it 
can be seen that the greatest losses of share were recorded by the housing and essential services and 
transport and communications headings because of the high participation by regulated services with prices 
that lagged in comparison to the basket as a whole. On the other hand, food and beverages, and to a lesser 
extent clothing, gained in significance (see Figure 1). 
 
 

 
To classify household consumer spending and rank goods and services, use was made of the nomenclature 
corresponding to the IPC-GBA 1999=100 base. This classifier is a modified version of the Classification of 
Individual Consumption According to Purpose (COICOP) with the aim of maintaining comparability with 
historical series.    
 
On the matter of the calculation methodology, the prices compiled from the various informants are 
averaged geometrically, obtaining an average price for each variety. This variety or elementary index is 
estimated on the basis of extrapolating the base index with the geometric mean of price relatives in 
successive periods. For upper levels a Laspeyres-type formula43 is used, which for practical and timing 
reasons is habitually used to prepare CPIs. As a result, varieties are aggregated into products, sub-groups, 
groups, divisions, chapters and all-items (see Table 1). 
 
 
 
 
 

                                                             
42 In the case of spending on telephone services it was used updated information from the National Communications Authority (Ente 
Nacional de Comunicaciones - ENACOM) based on fixed and mobile telephone market share. 
43 The formula is of the Lowe type, where the quantities refer to a reference period that precedes the price reference period.   

Figure 1 | Household consumer spending by purpose 
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The additive property of the aggregation formula enables the estimation of alternative groupings without 
altering the result of the General Level (All-items). The classification according to Goods and Services has 
begun to be published once again. In addition, the following categories, which are mutually exclusive, have 
been published: Core CPI, Regulated prices and Seasonal Prices. Core CPI (IPC Núcleo) is a proxy for the 
measurement of underlying inflation that reflects price trends in the medium term by excluding goods and 
services with more volatile prices.   
 
In general, calculation formula, the treatment of missing observations, seasonality and changes in quality 
follow the methodology of the IPC-GBA 1999 base (INDEC Methodology No.13).  
 
Looking ahead, the INDEC will work to expand the geographic area of the CPI coverage to the rest of the 
country, returning to the original agenda of the first stage of the National CPI, 2003=100 base. This will 
provide a national index, with provincial disaggregation. In addition, a new ENGHo will be prepared to 
provide updated information on the consumer spending structure of the population. At the conclusion of 
these two processes, the CPI will undoubtedly become the most representative indicator of the development 
of prices in the Argentine economy.    

Table 1 | IPC-GBA basket disaggregation breakdown 
 

Opening
Opening 

name
Quantity Example

Level 0 Headline 1 IPC GBA

Level 1 Chapter 9 Food and beverages

Level 2 Division 26 Food and beverages at home

Level 3 Group 63 Meat

Level 4 Sub-group 116 Beef

Level 5 Product 173 Front cuts of beef

Level 6 Variety 609 Roast

Source: INDEC
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 Exhibit 5 / Core Inflation Measures  
  
Core inflation is a measure designed to eliminate transitory price changes from the aggregate measure of 
inflation. It is an important tool for monetary policy decisions. Although central banks may differ in their 
monetary policy approaches and their specific inflation targets, all of them need to distinguish permanent 
from transitory price variations44. 
 
Core inflation attempts to capture persistent movements in the consumer price index, whether by 
excluding the most erratic and transitory of its components or by assigning them a lower weighting.  Thus, 
this approach considers that in the short run aggregate inflation may be driven by temporary supply 
shocks, changes in relative prices and seasonal or regulatory effects that do not have a lasting impact and 
therefore do not need a monetary policy response45. 
 
A timely identification of the persistence of price changes has led to the development of various statistical 
methods, which when applied to price information in Argentina have enabled the calculation of the 
measures described in this exhibit.  
 
The simplest and most widespread measure of core inflation is obtained by applying the exclusion 
method, so called this way precisely because it excludes from the aggregate price index those components 
that are more subject to short-term supply shocks or that have a strong seasonal component.  In 
Argentina this measure  corresponds to the so-called “Other” (“Resto”) component of the consumer price 
indexes (CPI) calculated by  the Argentine National Institute for Statistics and Census (INDEC)46, the 
Center for  Statistics of the City of Buenos Aires, the Institute for Statistics of  San Luis and the General 
Directorate for Statistics and Census in Córdoba.  
 
One alternative exclusion measure is that resulting from the application of the trimmed mean criterion. In 
this method, headings are excluded in each period when their price change has exceeded a given extreme 
variability percentage, thus trimming the most erratic components47. An alternative criterion to the 
trimmed mean is the one known as K-core48, which consists of evaluating price changes of components 
relative to the all-items index, restricting them to a maximum “K” value.   
 
Another group of statistical methods includes those that attempt to extract the persistent or core trend of 
inflation. They are known as signal extraction method, and weight each component of the index according 
to the strength or quality of the inflationary “signal” that each component provides. 
 
In this sense, signal extraction measures can weigh the components according to their volatility or to their 
persistence. In calculating core inflation weighted by volatility, the most volatile series participate less in the 
construction of the index. Under the persistence criterion those components whose changes or alterations 
persist over time have a higher weighing49. 
 
Relatively more sophisticated signal extraction methods are those calculated using principal components 
analysis and Kalman filter. Principal component analysis is a technique that uses static analysis to transform 
a broad set of variables (the components of the inflation index in this case) into a limited group of factors 
assimilated to the core inflation trend.  The calculation resulting from the application of the Kalman 

                                                             
44 Steindel, C. and Rich R. (2007). Economic Policy Review. Federal Reserve Bank of New York. 
45 Chamberlin, G. (2009). Core Inflation Economic and Labour Market Review. Vol 3, Nº 3. Blinder, A. (1997): Measuring short run 
inflation for central bankers. Federal Reserve Bank of St. Louis. 
46 See INDEC Consumer Price Index, April 2016. 
47 Bryan, M. F., Cecchetti, S.G. (1994): “Measuring core inflation” in N.G. Mankiw, ed., Monetary Policy: NBER Studies in Business 
Cycles, Vol. 29, 195-215. Chicago and London: University of Chicago Press. 
48 Wolman, A. (2011). K-Core Inflation. Vol 97. Nº4 Federal Reserve Bank of Richmond. 
49 Cutler, J. 2001: “Core inflation in the U.K.”. Bank of England External MPC Unit Discussion Paper No. 3. 
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recursive algorithm incorporates dynamic analysis to the extraction of a non-observable element that 
contributes to inflation in a permanent or tendential basis. 
 
The measures described above have been applied to the monthly information derived from the IPC-
INDEC for the period from 1993 to 2006with a three-digit breakdown. As can be seen, the calculations 
reveal a similar development for the core inflation measures in relation to the headline inflation observed 
in the period (see Figure 1). 
 

 
In the interest of establishing an order of preference among the core inflation measures concerning their 
capacity to estimate the trend component of inflation, it was evaluated their ability to predict aggregate 
inflation for 6 to 24 months.  It was determined that the weighting according to volatility, K-core and 
trimmed means methods showed the best relative performance.  
 
The same methodology was applied to evaluate the robustness of the calculation methods but this time 
based on information available as from July 2012 for the City of Buenos Aires price index50. As a result, it 
can be concluded that on the one hand, core measures of the monthly inflation rate have evolved below 
the inflation rate since February 2016, and that the greatest difference between the core inflation 
measures and the aggregate inflation (3.5 percentage points) was recorded in April, precisely at a time 
when a significant change in relative prices was observed  (see Figure 2).  
 
 
 

                                                             
50 Items were matched to the headings to three digits of the CPI for comparability of results.  

Figure 1 | Development of core inflation 
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In general terms it can be concluded that as there is no consensus on the preferred method for calculating 
core inflation, and as each of the measurements contributes in a different manner to an understanding of 
the inflationary process, it is extremely useful for the monetary authority to be able to count on the 
calculation of a series of measures —such as those detailed above— for a better approximation to the 
medium-term component of the inflation rate. 
 
 

Figure 2 | Recent evolution of core inflation  
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Exhibit 6 / Market Expectations Survey (REM)  
 
In June 2016 the Central Bank re-launched its Market Expectations Survey (Relevamiento de 
Expectativas de Mercado - REM). 
 
This survey, generated on the basis of a questionnaire circulated among local and foreign specialist 
analysts, provides a systematic monitoring of the principal short and medium term macroeconomic 
forecasts on the development of the Argentine economy.  
 
Its purpose is to contribute to the policy for transparency in communication, essential for any bank 
following an inflation targeting scheme.   
 

The publishing of the results of the REM makes a contribution to consumption and investment decisions 
by private agents of the economy, and constitutes a public good by providing the community with the best 
possible information regarding the estimates made by specialists on the future behavior of the main short 
and medium-term variables. 
 
Design of the tool has taken into account the best experiences with such surveys carried out by other 
monetary authorities, as well as the Central Bank’s own learning process from its experience with the 
REM between 2004 and 2012.  
 
Although there are several surveys that currently provide information with these characteristics 
(FocusEconomics, Latin American Consensus Forecasts, Bloomberg, Thomson Reuters, among others), 
the handling of a survey of its own allows the Bank to define the desired frequency of publication of the 
estimates (rather than having to depend on a frequency set by others) and to determine with greater detail 
the updating status of each forecast.  
 
 

Table 1 | REM. Variables surveyed (June 2016) 
 

Variable Consulted periods Reference

-6 monthly periods m.o.m % chg.

-2 annual periods y.o.y. % chg.; dec. 

-Next 12 months y.o.y. % chg.

-Next 24 months y.o.y. % chg.

-6 monthly periods Net annual rate; %

-2 annual periods Net annual rate; %

-Next 12 months Net annual rate; %

-6 monthly periods $/US$

-2 annual periods $/US$

-Next 12 months $/US$

-2 quarterly periods y.o.y. % chg.

-2 annual periods a.a. % chg.

Primary result of the National Non-Financial Public Sector 

(SPNF)
-2 annual periods billion $

Source: REM

GDP at constant prices

Nominal exchange rate

(monthly average)

Retail prices

CPI GBA (INDEC); National CPI

Monetary policy rate: Lebac $ 35 days

(last auction of each month)
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The new  REM is performed during the last three business days of every month, based on expectation for 5 
key variables that reflect the development of retail prices, the Central Bank monetary policy rate, the 
nominal exchange rate, the level of economic activity and the primary result for the national non-financial 
public sector51. 
 
Monthly estimates and their development for the upcoming 12 months are surveyed for price indexes, the 
monetary policy rate and the nominal exchange rate. In addition, in the case of retail prices, estimates are 
also requested for their development over the next 24 months. For all variables forecasts are requested for 
two annual periods (see Table 1).  
 
Survey results are published on the Central Bank webpage on the second business day of each month52. 
For each variable/period only statistical aggregates (median, average, standard deviation, maximum, 
minimum, 90, 75, 25 and 10 percentiles and number of participants) are made known53.  
 
It should be noted that the median is considered to be the most representative statistic for analysis of the 
development of expectations because it shows the central value of the distribution, eliminating the impact 
of outlying forecasts. In any case, however, a thorough analysis of the data requires complementary 
consideration to be given to all available statistical information.  
 
The first survey, performed between June 28 and 30, was able to count on 46 participants, of which 37 
were local (12 financial institutions and 25 consultants) and 9 were international analysts. Furthermore, a 
constant effort will be made to encourage participation by specialized professionals with proven 
experience in economic analysis and the performing of projections based on the variables surveyed. It 
should be noted that participants are not required to project all the variables, forecasting only those 
making up their specialization54. 
 
 
 
 
 
 
 
 
 
 

                                                             
51 Definition of the variables surveyed is a dynamic concept and could be modified in the future, according to circumstances. 
52 http://www.bcra.gob.ar/Estadisticas/estser030900.asp 
53 For greater detail on the definition of the statistical data see “Comments on the Market Expectations Survey (REM) 
http://www.bcra.gob.ar/Pdfs/Estadisticas/Consideraciones%20del%20Relevamiento%20de%20Expectativas%20de%20Mercado%
20(REM).pdf. 
54 For any questions, please consult rem@bcra.gob.ar. 

http://www.bcra.gob.ar/default.asp
http://www.bcra.gob.ar/PublicacionesEstadisticas/Relevamiento_Expectativas_de_Mercado_i.asp
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5. Monetary Policy 
 
The Central Bank pursues its monetary policy with the aim of steering the rate of inflation 
downwards so that it reaches an annual rate of 5% within a reasonable term. In a context of 
declining inflation expectations, this is compatible with a gradual decline in the nominal policy 
interest rate. Otherwise, real interest rates would steadily become more contractive. In line with 
this aim, the Central Bank lowered its policy rate from 38% at the start of the second quarter to 
30.25% at the end of June. In addition, the Central Bank continued to adopt measures to improve 
its balance sheet: a) it used the abundant offer of foreign currency to rebuild its international 
reserves; b) it increased bank reserve requirements to spread the sterilization effort; and c) it 
capitalized some of the profits for 2015 and it set up additional capital and legal reserves. The 
transfer of resources from the Central Bank to the Treasury continued to be carried out according 
to plan (with a cap of $160 billion for the year, around $40 billion per quarter). 
 
5.1 Monetary policy objectives, targets and instruments 
 
During the second quarter the Central Bank continued its transition towards an inflation target scheme 
that is expected to be formally adopted in September 2016 and will begin to take effect as from January 
2017. There will be explicit targets for coming years and mechanisms for correction and explanation of 
deviations (see Figure 5.1). In this context, during the current year the Central Bank will attempt to bring 
the annual rate of inflation at December 2016 down as close to 25% as possible, with monthly variations 
of 1.5% or less during the last quarter of the year. 
 

As stated in the Monetary Policy Report for May, the Central Bank has migrated from a scheme based on 
control of quantities (the rate of growth of the money supply in its various definitions) to the adoption of 
the interest rate as the principal policy instrument. At the end of February it established that the interest 
rate for monetary policy should be that for the shortest-term bills that it auctions every week, the 35-day 
LEBAC bills. 

Figure 5.1 | Targets, expectations and inflation evolution  
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At the same time, it began to trade in these bills on the secondary market to manage liquidity conditions and 
moderate interest rate volatility (see Figure 5.2).  

 
In addition, it realigned the interest rates on its reverse repo and repo transactions, establishing an 
interest rate band within which interbank market rates are expected to fluctuate most of the time (see 
Figure 5.3). 
 

Figure 5.2 | Policy rate (35-day LEBAC) 

 

Figure 5.3 | BCRA interest rate band 
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5.2 How the Central Bank sets its reference rate 
 
In setting its policy rate, the Central Bank seeks to influence the interest rate for other terms and those of 
all the financial instruments in the market. What is most important however is the extent to which real 
interest rates are affected (the rates that arise from discounting the expected inflation trend), as these are 
the rates that impact on saving and spending decisions.   
 
To assess the anti-inflationary bias of monetary policy it is necessary to compare the nominal interest rate 
of its instrument, the 35-day LEBAC bill, with inflation expectations for that same period55. Nevertheless, 
in order to avoid generating volatility, and given the lags with which monetary policy operates, 
movements in the policy rate respond to changes in the expectation of inflation trends, without taking 
into account transitory factors.   
 
As a result, the Central Bank’s policy consists of setting an interest rate which when compared to expected 
inflation is sufficiently positive to gradually reduce the rate of inflation in line with the course that has 
been planned.  
 
Initially, at the end of February 2016, when the economy was still experiencing sharp corrections in relative 
prices (see Section 4. Prices), the Central Bank set its policy rate at 38% to anchor inflation expectations and 
prevent second round inflationary effects. 
 
Once the period of greatest price volatility had been overcome and there began to be signs that 
inflationary pressures were declining (see Figure 5.6), a process of gradual reduction in the policy rate 
began, reducing it  by a total of  7.75 p.p., to a level of 30.25% at the beginning of July (see Figure 5.2).  
 

 

                                                             
55 In fact, the term need not necessarily be the term of the policy instrument. If the Central Bank were to use an overnight rate as its 
policy instrument, the term for the relevant expected inflation would be that of the period between policy meetings, after which that 
rate could be modified.  

Figure 5.4 | Nominal and real monetary policy rate 
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This behavior did not represent any change in the focus of the policy: On the contrary, in a context of 
declining inflation expectations, keeping nominal interest rates unaltered would have implied granting 
monetary policy a progressively more contractionary nature. By means of a reduction in nominal policy 
rates at the same pace as the decline in inflation expectations, the Central Bank has been able to keep 
the anti-inflationary bias of its monetary policy relatively stable (see Figure 5.4). 
 
According to the Central Bank’s market expectations survey (see Exhibit 6 / Market Expectations Survey), 
over the rest of the year it is expected that monthly inflation rates will continue to decline to levels close to 
the Central Bank target of 1.5% or less in the fourth quarter of the year. In a similar manner, in coming 
months it is estimated that as long as the economy continues to experience a disinflationary process, 
nominal policy rates will accompany this decline (see Figure 5.4). 
 
Declining inflation expectations also explain the negative slope in the yield curve for the nominal interest 
rates on the LEBAC bills (see Figure 5.5). Nevertheless, real rates, considering the inflation expectations 
for the terms of each of the instruments have remained flatter, an indication that it is expected that in 
coming months the Central Bank will maintain the anti-inflationary nature of its monetary policy.   
 

 
Needless to say, although the monetary authority sets its policy rate to take into account expected 
inflation, it also monitors past inflation, in particular for early signs that allow it to confirm that the 
expected disinflation process is indeed taking place (see Figure 5.6). 
 

Figure 5.5 | LEBAC nominal and real interest rate curves 
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5.3 Strengthening of monetary policy transmission  

 
To normalize the operation of the financial system and strengthen the channels for monetary policy 
transmission, at the end of 2015, together with the elimination of the exchange rate market “clamp” the 
Central Bank scrapped the limits on interest rates on deposits and loans, allowing such transactions to be 
freely negotiated between the financial institutions and their clients.   
 

Figure 5.6 | Monetary policy interest rate and inflation 

 

Figure 5.7 | Monetary policy rate and deposit rates 
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Since then, changes in the Central Bank’s policy rate began to be transmited, although only partly, and 
with a certain lag, to financial institution lending and deposit rates, without generating any permanent 
increase in bank financial margins. The most notable example was the BADLAR of private banks, which 
after averaging 31% in May, declined gradually, ending June at below 27% (see Figure 5.7 and Figure 5.8). 
 

Improved yields from LEBAC and time deposits encouraged the strengthening of saving in pesos. 
Although there was a slowing in the year-on-year growth rate of time deposits, this behavior was due to a 
significant increase in non-financial private sector LEBAC holdings (see Figure 5.9). Taken as a whole, 
these peso saving instruments continued to record increases of between 50% and 60% year-on-year (see 
Figure 5.10). 

Figure 5.8 | Lending rates 

 

Figure 5.9 | LEBAC stocks by type of holder 

 

18

22

26

30

34

38

42

46

Jun-15 Sep-15 Dec-15 Mar-16 Jun-16

Personal Promisory notes Promisory notes (7 day moving average)
APR % 

Source: BCRA

0

20

40

60

80

100

Jun-14 Jun-15 Jun-16

%
Financial Entities Insurance companies Mutual Funds Other

Source: BCRA



CENTRAL BANK OF ARGENTINA 

70 
 
 

5.4 Improvement in the Central Bank’s balance sheet, coordination with fiscal 
policy and sterilization  
 
In the second quarter the Central Bank took advantage of the abundant supply of FX to rebuild its level of 
international reserves. In addition, it continued to transfer resources to the National Treasury as agreed 
(with a cap of $160 billion for the year, around $40 billion per quarter), and raised reserve requirements 
to distribute the sterilization effort.   
 

Figure 5.10 | Peso denominated term saving instruments 

 

Figure 5.11 | BCRA purchases and sales on the exchange market 
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5.4.1 Rebuilding of international reserves 
 
Together with the decision to adopt an inflation targeting regime, as from December the Central Bank has 
migrated to a flexible exchange rate system (see Exhibit 2 / Advantages of a Flexible Exchange Rate). 
Nevertheless the Central Bank has retained the possibility of operating in the exchange rate market on an 
occasional basis to manage the composition of its balance sheet and prevent excessive exchange rate 
fluctuations. 
 
In effect, in the period from mid-December 2015 and the end of April this year, the Central Bank played a 
limited role in the exchange rate market (see Figure 5.11). As from May, however, it took advantage of the 
abundant availability of FX derived from the coarse grain harvest proceeds and currency inflows following 
the placing of public and private sector debt (see Section 2. International context) to purchase foreign 
exchange currency on the market and strengthen its balance sheet (see Exhibit 7 / Strengthening of the 
Central Bank Balance Sheet).  Central Bank currency purchases from both the private and public sector 
totaled US$5.8 billion during May and June. As a result, international reserves at the end of June reached 
US$30.507 billion (see Figure 5.12). 
 

 
5.4.2 Coordination with the fiscal program 
 
As part of the program for fiscal organization and normalizing of access to voluntary credit markets being 
carried out by the Government, the Central Bank and the Treasury and Finance Ministry agreed to set a 
cap of $160 billion on transfers to the National Treasury in 2016, at a rate of approximately $40 billion 
per quarter.   
 

Figure 5.12 | International reserves 
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Within this framework, in June the Central Bank resolved to allocate part of its profit for the 2015 year to 
an increase in capital and the setting up of a legal reserve.  Out of the profit of $147.117 billion earned in 
2015, $25.0 billion were used for an increase in capital and $12.5 billion went towards increasing the legal 
reserve.  The remaining profit is to be transferred to the National Treasury, as established by Article 38 of 
the Central Bank Charter. Part of these profits ($30.0 billion) had been anticipated at the end of March, a 
further $15.0 billion were transferred at the end of June, and the rest will be transferred over the 
remainder of the year, in line with the mentioned agreement, (see Figure 5.13). 
 

 
5.4.3 Sterilization of liquidity surplus 
 
Since December 2015 the Central Bank has taken charge of the absorption of liquidity excesses generated 
by previous strong monetary expansion (see Figure 5.1456). In addition, it had to offset the expansive 
monetary effect of $53.719 billion from the losses arising from exchange rate futures contracts entered 
into in 2015, which it finished settling at the end of June 2016 (see Exhibit 8 / Results of the Central 
Bank’s US Dollar Forward Position). 
 
Once initial liquidity surpluses had been absorbed and the interest rate had been adopted as a monetary 
policy instrument, the monetary regulation tools (LEBACS and repos) automatically offset monetary 
growth generated by any other means not validated by an increase in the demand for money.  
 
 

                                                             
56 The "Others" category includes the results of forward exchange contracts, government security trading , the bicentennial loans and 
the settlement of rediscounts, among others. The year-on-year change in the monetary base is influenced by changes in reserve 
requirements.  

Figure 5.13 | BCRA transfers to Treasury and use of reserves 
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In addition, with the aim of ensuring the sterilization effort is shared by the remaining members of the 
financial sector, the Central Bank ordered two increases in reserve requirements to take effect in June and 
July for an amount equivalent to 2% of peso deposits in each instance.  
 
As a result, the Central Bank increased the demand for a monetary base component (the balance of the 
current accounts at the Central Bank that banks must maintain deposited for reserve requirement 
compliance). This was reflected in an increase in the rate of growth of the monetary base, so that once the 
variability associated with the quarterly minimum cash position for December-February57 had passed, the 
rate slowed from 29.5% y.o.y. in March to 24.8% y.o.y. in May, then increasing at a rate of 26.7% y.o.y. in 
June (see Figure 5.15). 

                                                             
57 For further detail, see the Monetary Report for February  http://www.bcra.gov.ar/Pdfs/Publicaciones/bol0216.pdf. 

Figure 5.14 | Change in monetary base and impact of explanatory factors 

 

Figure 5.15 | Change in monetary aggregates 
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This development of the monetary base has been in line with forecasts in the 2016 monetary program 
presented at the end of April, and close to the lower limit of the forecast bands, although with some minor 
deviations (see Figure 5.17). The reason for the deviations was mainly because the time profile for the 
increase in reserves that was required (2 p.p. as from June, and again in July) differed slightly from what 
had initially been forecasted (1 p.p. per month, starting in May). 

 
The path of private sector means of payment in pesos, private M258, was within the bands of a standard 
deviation forecasted at the end of April (see Figure 5.17). Private M2 thus posted growth of 21% year-on-
year in June (15.8 p.p. below the growth rate shown in December 2015). A similar situation has existed in 
the case of the broader monetary aggregate, M359, which recorded a year-on-year increase of  23.6% (13.4 
p.p. less than at the end of last year, see Figure 5.15). Therefore, in line with the disinflationary process 
under way, monetary aggregates have continued the downward trend in their year-on-year growth rate. 
 
Performance by the stock of Central Bank bills has differed from the projections included in the 
Monetary Policy presentation last April (see Exhibit 7 / Monetary policy interaction with the Treasury, 
published in the Monetary Policy Report for May).  Therefore, if we consider the LEBAC in pesos 
outstanding (which make up the bulk of all outstanding securities) as a proportion of the monetary 
base, this ratio can be seen to have increased from 73% in March to 87% in June, whereas forecasts 
showed a relatively stable ratio at around the starting level  (see Figure 5.18), based on a scenario in 
which the Central Bank intervenes by buying or selling currency to cover the projected surplus/shortfall 
in monetary base demand over and above the planned transfers to the Treasury for this year (for  
$160.0 billion). 
 
 
 

                                                             
58 Private M2 is made up of cash held by the public, settlement checks in pesos and private sector sight deposits in pesos. 
59 M3 is made up of cash held by the public, settlement checks in pesos and total public non-financial and private sector deposits in 
pesos. 

Figure 5.16 | Nominal monetary base demand 
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This difference can mainly be explained by the performance of factors for the creation of monetary base, 
and more specifically by FX purchases. Net Central Bank transactions in the exchange rate market 
generated emission for $90.239 billion in the April-June period, compared with a level of $4.129 billion 
foreseen in the projections for the same period (see Exhibit 7 / Strengthening of the Central Bank balance 
sheet). As a result, the need for sterilization using Central Bank securities increased with regard to the 
forecast for the April-June period, contributing to the divergent performance by the stock of monetary 
authority bills.  
 

Figure 5.17 | Nominal demand for money – Private M2  

 

Figure 5.18 | Peso denominated LEBAC  
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Exhibit 7 / Strengthening of the Central Bank balance 
sheet 
  
As from December 2015 the Central Bank has implemented a series of measures and actions intended to 
strengthen various aspects of its balance sheet by improving the composition of its assets, facing up to 
inherited liabilities without neglecting their potential impact on inflation, and shoring up its financial 
position.  
 
In the case of the Central Bank’s assets, it should be recalled that between 2006 and the end of 2015 the 
monetary authority financed the Treasury not only through the granting of Temporary Advances but also 
by means of the use of its international reserves, to make payments to International Agencies and other 
holders of public debt. For payments to be made to private holders, a series of transfers were made into 
the “Fund for Argentine Debt Settlement” set up in 2010. As a counterpart to the use of its international 
reserves, the Central Bank received non-negotiable public debt securities known as “Non-Transferrable 
Bills”. In addition, as from October 2011 limitations were placed on transactions on the local exchange 
market, with restrictions on access to the so-called Single Free Exchange Market (MULC) for the setting 
up of external assets without the obligation for a subsequent specific application, which also had a 
negative repercussion on the balance of international reserves. The counterpart between these factors in 
the composition of the Central Bank’s assets was a persistent increase in the share of lending to the public 
sector included under the “Temporary Advances” and “Non-Transferrable Bills” headings, to the 
detriment of the share accounted for by international reserves (see Figure 1) 
 

On December 17, 2015 the current Central Bank administration began a process for the normalization of 
the exchange market and carried out a series of initiatives designed to strengthen its balance sheet by 
means of an increase in its liquid assets in foreign currency:  
 
i) It arranged for a swap of National Treasury Non-Transferrable Bills for a total of US$16.0 billion for 
new issues of debt bonds. The new bonds received by the Central Bank were: a) BONAR 7.75% due 2022, 
issued for a nominal value of US$4.498 billion, b) BONAR 7.875% due 2025 issued for a nominal value of 
US$4.510 billion, and c) BONAR 7.875% due 2027 issued for a nominal value of US$4.690 billion. All these 
bonds are denominated in US dollars, will be repaid in full at maturity, and are listed on securities markets. 

Figure 1 | Composition of BCRA assets 
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The three Non-Transferrable bills handed over by the Central Bank included the one maturing in 2016 for   
US$9.53 billion and two others maturing in 2020 totaling US$6.569 billion. 
 
ii) It did reverse repo transactions in US dollars using as collateral some of the bonds received in the 
above-mentioned exchange. These transactions, which had seven banks as their counterparts, totaled 
US$5.0 billion and are for a term of approximately 1 year (with the possibility of accelerated maturity). 
 
iii) It purchased foreign currency from both the private and the public sector. In the context of the 
current monetary policy, as a general rule the Central Bank has only occasionally traded on the MULC to 
prevent unwarranted fluctuations in the value of the peso or to manage its balance sheet profile. As from 
May, the exceptional increase in the supply of foreign currency, encouraged by the placements of debt by 
provincial governments and companies in the private sector, gave rise to a scenario that was favorable to 
the purchase of foreign currency by the Central Bank to increase its international reserves. In a similar 
manner, the Central Bank purchased from the National Treasury part of the foreign currency resources it 
obtained from its debt placements. From May through to July 14 Central Bank foreign currency purchases 
totaled US$7.9 billion (see Figure 2). 

As a result, international reserves have risen not only in absolute terms but also as proportion of the Central 
Bank’s assets. In addition, bonds that are listed on securities markets and can be used to perform open 
market operations have increased their share of the Bank’s portfolio. 
 
At the same time the Central Bank has met the commitments it had inherited derived from future dollar 
contracts issued in 2015. These contracts caused a loss of $53.719 billion between December 2015 and June 
this year, with a monetary effect that was sterilized issuing LEBAC and by reverse repos (see Figure 3). 
 

Figure 2 | Net currency purchases by the BCRA since Dec-15 
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In turn, with the aim of ensuring that the sterilization effort being made by the Central Bank since the end 
of 2015 is shared by all the components of the financial system, increases were announce in the reserve 
requirements. In June these increases were equivalent to 2% of total peso deposits. An additional 
increment of a similar size came into force in July. In doing so, the Central Bank increased the demand for 
unremunerated liabilities —current accounts in the Central Bank for compliance with reserve 
requirements— and moderated the rise in interest-earning liabilities, LEBAC in particular.   
 
It should nevertheless be mentioned that these liabilities have evolved in a slightly different manner than 
expected in the forecasts included in the monetary program presented at the end of April last60. In view of 
the exceptional increase in the offer of foreign currency as mentioned above and the decision by the 
Central Bank to take advantage of this favorable situation to improve the quality of its assets, currency 
purchases were greater than initially anticipated. As the monetary base remained in line with forecasts, 
the issue of securities by the Central Bank was greater than had been foreseen (see Figure 4). 
 
 
 
 
 
 

                                                             
60 http://www.bcra.gov.ar/Pdfs/Prensa_comunicacion/PresentacionPoliticasMonetarias2016.pdf 

Figure 3 | Monetary base variation factors since Dec-14-15 
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Last, mention should be made to the fact that after a gap of five years, in 2016 the Central Bank has again 
begun to allocate part of its earnings to increase its capital and the setting up of legal reserves (see Figure 5). 

Of the $147.117 billion profit obtained in 2015, $25 billion were allocated to an increase in capital and $12.5 
billion went to increase the legal reserve. The remaining profits will be transferred to the National Treasury as 
established in Article 38 of the Bank’s Charter, in line with the total for transfers for this year agreed between 
this Institution and the Argentine Ministry of the Treasury and Public Finance.    
 
In effect, as a consequence of the mentioned initiatives, the Central Bank has increased the tools available 
to it to pursue its monetary policy with greater flexibility, increasing the availability of liquid foreign 
currency assets, ending contracts with a negative effect on local financial markets, and strengthening its 
balance sheet.   

Figure 4 | Monetary base variation factors projected in the monetary program vs. observed 
(accumulated April-16 to June-16) 

 

Figure 5 | Distribution of BCRA profits 
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Exhibit 8 / Results of the BCRA US dollar forward 
position  
  
On the last day of June, the Central Bank completed settlement of its sold US dollar forward position that 
had been entered into during 2015. At December 10 the open forward sale position totaled US$17,432.9 
million and consisted of contracts falling due between December 2015 and June 2016 (see Figure 1). 
 
 

 
The result of these transactions meant a cost for the Central Bank of $53.719 million (translated into a 
positive monetary base expansion spreaded out across several months; see Figure 2). It should be noted 
that the result from the holding of forward contracts is calculated on a daily basis according to the closing 
price for the corresponding forward rate. Figure 3 shows the results for each type of forward according to 
original maturity.  
 
 

Figure 1 | Detail of the US dollar forward sale position of the BCRA at Dec-10-15 
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It should be recalled that the settlement of the dollar forward position has coincided with other actions 
taken by the Central Bank designed to strengthen its balance sheet in recent months (see Exhibit 7 / 
Strengthening of the Central Bank Balance Sheet). 

Figure 2 | Monetary effect associated with mark-to-market of forward contracts   
settled between Dec-15 and Jun-16 

Figure 3 | Loss for BCRA from forward contracts settled between Dec-15  
and Jun-16 
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Abbreviations and Acronyms 
 
€: Euro  
Acum.: Acumulado 
ADEFA: Asociación de Fábricas de Automotores 
de Argentina  
ADIMRA: Asociación de Industriales metalúrgi-
cos de la República Argentina 
AFCP: Asociación de Fabricantes de Cemento 
Portland 
AFIP: Administración Federal de Ingresos Públi-
cos 
AHORA 12: Programa oficial de promoción del 
consumo interno mediante instrumentos financie-
ros  
AMBA: Área Metropolitana de Buenos Aires 
ANSeS: Administración Nacional de la Seguridad 
Social 
AT: Adelantos Transitorios 
AUH: Asignación Universal por Hijo para Protec-
ción Social 
BADLAR: Buenos Aires Deposits of Large 
Amount Rate (tasa de interés pagada por depósitos 
a plazo fijo de más de un millón de pesos en el tra-
mo de 30 a 35 días por el promedio de entidades 
bancarias) 
Bbl: Barriles 
BCB: Banco Central de Brasil 
BCBA: Bolsa de Comercio de Buenos Aires 
BCE: Banco Central Europeo 
BCRA: Banco Central de la República Argentina 
Bim: Bimestre 
BNDES: Banco Nacional de Desarrollo 
Bonac: Bono del Tesoro Nacional 
Bonad: Bono atado en dólares 
Bonar: Bono de la Nación Argentina 
BRIC: Brasil, Rusia, India y China 
BTU: British Thermal Unit  
CABA: Ciudad Autónoma de Buenos Aires 
Call: Tasa de interés promedio de las operaciones a 
1 día hábil del mercado interfinanciero no garanti-
zado 
CAME: Confederación Argentina de la Mediana 
Empresa 
CCBCRA: Cuenta Corriente del Banco Central de 
la República Argentina 
CEDIN: Certificados de Depósitos para la Inver-
sión 
CEMBI+: Corporate Emerging Market Bond 
Index plus 

CER: Coeficiente de Estabilización de Referencia 
CFI: Coparticipación Federal de Impuestos 
CGV: Cadenas Globales de Valor 
CNPHV: Censo Nacional de Población, Hogares y 
Vivienda 
CNV: Comisión Nacional de Valores 
Contrib.: Contribución 
DEG: Derecho Especial de Giro 
DGA: Dirección General de Aduanas 
DJVE: Declaraciones Juradas de Ventas al Exte-
rior 
DPN: Deuda Pública Nacional 
e: Estimado 
EDP: Equipo Durable de Producción 
EFSF: European Financial Stability Facility 
EIA: Oficina de Información de Energía de los 
Estados Unidos  
ELA: Emergency Liquidity Assistance 
EMBI+: Emerging Markets Bond Index Plus 
EMEA: Europa emergente, Medio oriente y África 
EMI: Estimador Mensual Industrial 
ENARSA: Empresa Energía Argentina S.A. 
ENERGAS: Ente Nacional Regulador del Gas 
ENGH: Encuesta Nacional de Gasto de los Hoga-
res 
ENRE: Ente Nacional Regulador de la Electricidad 
EPA: Agencia de Protección del Medio Ambiente 
de los Estados Unidos 
EPH: Encuesta Permanente de Hogares 
ERM: Exchange Rate Mechanism 
ETFs: Exchanged Traded Funds (fondos negocia-
bles) 
excl.: Excluyendo 
FBC: Formación bruta de capital 
FCI: Fondos Comunes de Inversión 
Fed: Reserva Federal de los Estados Unidos 
FFS: Fondo Federal Solidario 
FGS: Fondo de Garantía de Sustentabilidad  
FMI: Fondo Monetario Internacional 
FOB: Free on Board (operaciones de compraventa 
que se realiza por barco) 
FOMC: Comité Federal de Mercado Abierto 
FONDEA: Fondo de Desendeudamiento Argen-
tino 
FONDEAR: Fondo de desarrollo económico ar-
gentino 
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G-7: Estados Unidos, Japón, Alemania, Francia, 
Reino Unido, Italia, Canadá 
GBA: Gran Buenos Aires 
HOGAR: Programa de subsidios para adquirir la 
garrada social 
i.a.: Interanual 
IAMC: Instituto Argentino de Mercado de Capita-
les 
ICA: Intercambio Comercial Argentino 
ICC: Índice del Costo de la Construcción 
ICDCB: Impuesto a los Créditos y Débitos en 
Cuentas Bancarias 
ICV: Índice del Costo de Vida 
IED: Inversión Extranjera Directa 
IFS: Institute of Fiscal Studies (Instituto de Estu-
dios Fiscales) 
IGA-OJF: Índice General de Actividad de Orlando 
J. Ferreres 
ILA: Índice Líder de la Actividad 
INDEC: Instituto Nacional de Estadística y Censos 
INML: Índice de Novillos del Mercado de Liniers 
IOER: Interest on excess reserve balances 
IPMP: Índice de Precios de las Materias Primas 
IPC Nacional: Índice de Precios al Consumidor 
Nacional 
IPCBA: Índice de Precios al Consumidor de la Ciudad 
de Buenos Aires 
IPC GBA: Índice de Precios al Consumidor del Gran 
Buenos Aires 
IPCNu: Índice de Precios al Consumidor Nacional ur-
bano 
IPCSL: Índice de Precios al Consumidor de San Luis 
IPI: Índice de Precios Implícitos 
IPI-FIEL: Índice de Producción Industrial de la 
Fundación de Investigaciones Económicas Lati-
noamericanas 
IPIB: Índice de Precios Internos Básicos 
IPIM: Índice de Precios Internos al Por Mayor 
IPMP: Índice de Precios de las Materias Primas 
IPP: Índice de Precios al Productor 
ISAC: Índice Sintético de Actividad de la Cons-
trucción 
ISM: Institute for supply management (índice de 
perspectivas los gerentes de compras en el sector 
manufacturero) 
ISSP: Indicador Sintético de Servicios Públicos 
ITCRB: Índice de Tipo de Cambio Real Bilateral 
ITCRM: Índice de Tipo de Cambio Real Multilate-
ral 
IVA DGA: Impuesto al Valor Agregado Dirección 
General de Aduanas 

IVA: Impuesto al Valor Agregado 
kg: Kilogramo  
LAC: Latin American Consensus Forecasts 
LCIP: Línea de Créditos para la Inversión Produc-
tiva 
LEBAC: Letras del Banco Central (Argentina) 
LTRO: Long Term Refinancing Operation 
MAE: Mercado Abierto Electrónico 
M2: Billetes y monedas + cuasimonedas en circu-
lación + cuentas corrientes en $ y cajas de ahorro 
en $ 
M3*: Billetes y monedas + cuasimonedas + depó-
sitos totales en $ y US$  
M3: Billetes y monedas + cuasimonedas en circu-
lación + depósitos totales en $ 
MAGyP: Ministerio de Agricultura, Ganadería y 
Pesca 
MATBA: Mercado a Término de Buenos Aires 
Mbd: Millones de barriles por día 
MEM: Mercado Eléctrico Mayorista 
MERVAL: Mercado de Valores de Buenos Aires 
mill.: Millones 
Min.: Ministerio 
MIPyMEs: Micro, Pequeñas y Medianas Empre-
sas  
MOA: Manufacturas de Origen Agropecuario 
MOI: Manufacturas de Origen Industrial 
MRO: Main Refinancing Operations 
MSCI: Morgan Stanley Capital International 
Index 
MTySS: Ministerio de Trabajo y Seguridad Social 
NOBAC: Notas del Banco Central (Argentina) 
OCDE: Organización para la Cooperación y el 
Desarrollo Económico 
OEDE: Observatorio de Empleo y Dinámica Em-
presarial 
OFEPHI: Organización Federal de los Estados 
Productores de Hidrocarburos  
OIT: Organización internacional del trabajo 
OMA: Operaciones de mercado abierto  
ON: Obligaciones Negociables  
ON RRPs: Overnight Reverse Repurchase Agree-
ment Operations  
ONU: Organización de las Naciones Unidas 
OPEP: Países Exportadores de Petróleo 
p.b.: Puntos básicos 
p.p.: Puntos porcentuales 
p: Proyectado 
PAMI: Obra Social para Jubilados y Pensionados  
PEA: Población Económicamente Activa 
PIB: Producto Interno Bruto  
PII: Posición de inversion internacional 
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PIST: Punto de Ingreso al Sistema de Transporte 
PMI: Purchasing Managers’ Index 
PP: Productos primarios  
PROCER: Programa de Competitividad de Eco-
nomías Regionales 
PROCREAR: Programa de Crédito Argentino 
PROCREAUTO: Plan oficial para financiar la 
compra de vehículos 
PROGRESAR: Programa de Respaldo a Estudian-
tes de Argentina 
Prom. móv.: Promedio móvil  
Prom.: Promedio 
PyMEs: Pequeñas y Medianas Empresas 
P5+1: Consejo de Seguridad de las Naciones Uni-
das (Estados Unidos, Francia, China, Rusia y Reino 
Unido) más Alemania 
R$: Real 
REPO: Repurchase Agreement (Operación de 
Recompra) 
RIPTE: Remuneraciones Imponibles Promedio de 
los Trabajadores Estables 
ROFEX: Mercado a Término de Rosario 
ROE: Registros de Operaciones de Exportación 
Rueda REPO: Tasa de interés promedio de las 
operaciones a 1 día hábil entre entidades financieras 
en el mercado garantizado 
S.A: Sociedad Anónima 
s.e.: Serie sin estacionalidad 
SAC: Sueldo Anual Complementario 
SEDLAC: Socio-Economic Database for Latin 
America and the Caribbean 
Seg.: Seguridad 
SELIC: Sistema Especial de Liquidação e Custo-
dia (Tasa de referencia de Brasil) 
SENASA: Servicio Nacional de Sanidad y Calidad 
Agroalimentaria 
SIPA: Sistema Integrado Previsional Argentino 
SMVM: Salario mínimo vital y móvil 
SPNF: Sector Público Nacional no Financiero 
SSN: Superintendencia de Seguros de la Nación 
TCNM: Tipo de Cambio Nominal Multilateral 
TFF: Tasa de interés de los Fondos Federales  
tn.: Tonelada 
TN: Tesoro Nacional 
TNA: Tasa Nominal Anual 
Trim.: Trimestral / Trimestre 
UE: Unión Europea 
UOCRA: Unión Obrera de la Construcción de la 
República Argentina 
US$: Dólares Americanos 

USDA: United States Department of Agriculture 
(Secretaría de Agricultura de EE.UU.) 
UTDT: Universidad Torcuato Di Tella 
UTEDyC: Unión de Trabajadores de Entidades 
Deportivas y Civiles 
VAD: Valor Agregado Doméstico 
VAE: Valor Agregado Extranjero 
Var.: Variación 
VAR: Modelo de Vectores Autorregresivos  
VN: Valor Nominal 
VNO: Valor Nominal original 
Vol.: Volumen 
WTI: West Texas Intermediate  
WEO: World Economic Outlook 
YPF SA: Yacimientos Petrolíferos Fiscales Socie-
dad Anónima 
ZLB: Zero Lower Band (restricción de no negati-
vidad)  
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