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Preface
As established in its Charter, the goal of the Central Bank of Argentina “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 has formally adopted an Inflation Targeting Regime, effective as from
January 2017. 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.

Autonomous City of Buenos Aires, July 19th, 2018.
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1. Monetary Policy: Assessment and Outlook
In the second quarter of 2018, the inflation rate accelerated against the figure recorded in the
first quarter, reaching a monthly average of 2.8%. This increase was mainly due to the
depreciation of the peso as from late April. In fact, the price of goods went up 4.6% on a monthly
basis, while services rose 2.2%, thus evidencing that goods are more tradable than services.
After a greater degree of stability in the foreign exchange market, due to a decisive monetary
policy response, the Central Bank of Argentina (BCRA) considers in its baseline scenario that
inflation will start to moderate in July, with a forecasted figure for the third quarter standing at
around a monthly average of 2%. This context envisages a protracted reduction of the foreign
exchange volatility and an ongoing contractionary bias in the monetary policy.
The depreciation of the peso in the second quarter of the year was mainly due to a capital
outflow from emerging countries, which was even deeper in the case of Argentina due to its
vulnerable situation, resulting from its present fiscal and current account deficits and from the
drought that impacted adversely on the soybean sector exports. Vis-à-vis this situation, at the
beginning, the monetary authority raised the monetary policy rate and allowed for an increase of
the Central Bank Bills (LEBACs) interest rate. In addition, Argentina decided to speed up the
fiscal deficit reduction schedule and received a support for US$55.6 billion from the
International Monetary Fund and other multilateral agencies under the format of a Stand-By
Agreement. As from mid-June, the new authorities of the Central Bank focused on a more
stringent control of monetary aggregates, resulting in the increase of minimum cash
requirements for financial entities in order to reduce the liquidity of the system. Rates were also
let to rearrange in the LEBACs secondary market in line with a higher monetary astringency.
The combination of these measures was instrumental to a greater stabilization of the foreign
exchange market after several weeks of strong instability.
Regarding the economic activity, the abovementioned drought resulted in a significant
contraction of the agricultural sector in the second quarter, probably leading to a drop of the
GDP in this quarter. The pattern followed by previous droughts (2009 and 2012) anticipates
that, in the third quarter, the level of the agricultural output should return to that of the first
quarter of 2018, thus contributing significantly to GDP. The baseline scenario of the BCRA
shows that the non-agricultural sectors will contract in the third quarter, as result of the income
effect from a higher inflation, while the agricultural sector will offset such drop.
As mentioned above, the BCRA’s baseline scenario signals that inflation will moderate as from
the third quarter. Anyway, the current contractionary bias will be kept until the inflation path
and the expected inflation are in line with the 17% inflation target in December 2019. In
addition, the BCRA considers that, in the transition towards a one-digit inflation rate, the
inflation targeting regime with interest rates as single monetary policy instrument will be
supplemented by a more careful follow-up of monetary aggregates. Lastly, the BCRA considers
that monetary policy decisions must reflect the monetary authority’s perspective about inflation
rather than a reaction to high-frequency events. As a result, it decided to adopt a monthly
frequency for the definition of the monetary policy rate, but keeping the possibility of trading in
the LEBACs secondary market in order to reinforce the monetary policy signal, when
appropriate, between monetary policy decision dates. The BCRA will operate with this new
monetary policy scheme and will keep the contractionary bias required to reach the 17% annual
inflation target in December 2019.
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2. International Context
Emerging economies’ conditions of access to international financial markets deteriorated in the
second quarter of the year. The main factors behind this deterioration include: the rise of the
United States’ interest rates and the expectation of a lower monetary stimulus by both the
Federal Reserve (Fed) and the European Central Bank (ECB); new trade restrictions among
larger economies; and political and economic uncertainty in some European countries. These
factors resulted in capital outflows from emerging countries and a depreciation of their
currencies.
Nevertheless, there was a positive performance in the economic activity worldwide, including
Argentina’s main trading partners, even though a deceleration was observed in Brazil. This
means that, despite the deterioration of financial conditions, the external context as a whole
continues to be favorable in historical terms for Argentina.
The main risks posed by the international context Argentina is currently facing are even more
contractionary financial conditions, added to a deepening of protectionist measures. If these
risks held true, they would entail a greater deterioration of the global economic conditions,
especially in emerging countries, which would impact on the economic activity level of our main
trading partners and, consequently, on that of Argentina.
2.1 The global economic activity keeps its growth pace
Argentina’s trading partners keep their growth trend at rates similar to those recorded in the last quarters
(see Figure 2.1). However, the economic growth forecast of these countries fell relative to the estimates of
the previous Monetary Policy Report (IPOM), basically due to an estimated drop in Brazil’s expansion
pace.

Figure 2.1 | Principal Argentina's trade partners growth
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Source: FocusEconomics, IMF, BCB, Datastream and INDEC
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The activity leading indicators of the main economies show, in almost all cases, levels that are consistent
with an economic activity expansion, with some deceleration observed on the margin. According to the
latest available data, inflation continued to go up (except for Japan), thus rendering a higher-thanexpected monetary policy tightening more likely. Specifically, the US inflation rate is standing 0.9
percentage points (p.p.) above the target while, in the United Kingdom, it exceeds the target by 0.4 p.p.,
and in the Euro zone it is on the limit of the target (see Figure 2.2).

Figure 2.2 | Manufactured Purchasing Managers Index in main economies and inflation
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The most recent data confirms that Brazil, our main trading partner, will keep its growth path during
2018, despite the drop in the activity level recorded in May, which is related to a specific fact: a strike that
paralyzed the transportation services. As a result, the growth rate of the Economic Activity Index prepared
by the Central Bank of Brazil (BCB) was negative in May (see Figure 2.3). The most recent projections of
the Focus Survey —made by the BCB among market analysts— anticipate a 1.5% GDP growth for 2018.
Consequently, the estimated growth rate for the current year stands 1.1 p.p. below the forecast considered
at the time of publication of the previous IPOM.
In turn, after lowering its monetary policy rate (the target for the Selic rate) by 7.75 p.p. —in less than two
years— the BCB left the rate unchanged in a context of an increase on the margin of the inflation rate and
of exchange rate instability. The most recent inflation forecasts anticipate a price change rate of 4.1% for
2018, i.e. close to the midpoint of the 4.5% ± 1.5% target. The analysts surveyed by Focus do not
anticipate a new reduction of the Selic rate for the rest of 2018 (while in the previous IPOM a 0.25 p.p.
reduction was expected). In real terms, the monetary policy rate continued to go down.
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Figure 2.3 | Brazil. Macroeconomic indicators
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In the Euro zone, second destination of Argentine exports, the economic growth pace slowed down in the
first months of 2018, according to the European Central Bank (ECB), due to some temporary factors, such
as adverse climate conditions, a series of trade union conflicts and an influenza outbreak which resulted in
high labor absenteeism. Consequently, the GDP growth rate went down to 0.4% in the first quarter of 2018
(against the previous quarter), after growing 0.7% for five quarters in a row. However, according to the latest
forecasts, the economic activity level of the Euro zone would stabilize at a quarterly growth rate of around
0.5% for the rest of 2018 and 2019. Lastly, May labor market data show an unemployment rate of 8.4%, the
lowest Figure since December 2008.
As expected, the ECB left its monetary policy interest rate unchanged (applied on its Main Refinancing
Operations), which continues to be at its historical minimum of 0%, and did not change its rates corridor
either, thus leaving the interest rate of its credit facility at 0.25% and the interest rate of its deposit facility
at -0.4%. According to the ECB staff projections, these interest rates are not likely to be changed during
the rest of 2018 and well into 2019. In addition, the ECB raised the inflation estimate for 2018 by 0.3 p.p.
to 1.7%, due in part to the increase in the oil price. Lastly, the ECB has kept its decision to end its
quantitative easing program by the end of the year, which it will cut by half in September 2018 (from €30
billion to €15 billion per month)1.
In the United States —third destination of Argentine exports— the growth rate decelerated in the first
quarter of 2018 down to 2% (seasonally adjusted and annualized) against 2.9% of the previous quarter.
This was mainly due to a decline in private consumption growth —from a contribution to growth of 2.8%
down to 0.6%— and in exports. Regarding the labor market, the unemployment rate stood at 4% in June.
As widely expected by the market, the Federal Open Market Committee (FOMC) of the Fed raised the
benchmark interest rate once again in the meeting held in June to a range of 1.75-2%. The Fed plans new
increases of 0.5 p.p. during 2018, 0.25 p.p. more than expected when our previous IPOM was published. In
turn, by the end of 2019, the FOMC projects a monetary policy rate standing 0.75 p.p. above the rate by the
end of 2018. This had been already anticipated by the market, and therefore impacted on the expectations
1 It must be taken into account that in the meeting held in October 2017, the ECB decided to reduce by half its assets purchase
program as from January 2018 (from €60 billion to €30 billion per month).
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about global liquidity conditions in mid-May, taking temporarily the US 10-year bond yield rate of the US
Treasury above 3%, and leading to the appreciation of the dollar worldwide. In turn, the Fed kept its growth
forecasts for 2018 and 2019 almost unchanged, while it slightly raised the expected inflation Figure. This
means that it anticipates a 2.1% increase of prices (measured by the core deflator of households’ spending)
for the current year (up 0.2 p.p. against the forecast estimated in the previous IPOM).
Lastly, China, main destination of Argentine commodity exports, recorded a 6.8% year-on-year (y.o.y.)
increase of its GDP during the first three months of the year, mainly driven by consumption, residential
investment and exports. The most recent projections for 2018 show a 6.6% expected growth of GDP,
slightly below the increase in the economic activity level of 2017. Finally, the Chinese yuan, which had not
followed the trend of some emerging countries’ currencies until early June, experienced a marked
depreciation against the US dollar in the days before the publication of this IPOM (4.4%).

2.2 The external financial context became less favorable: reversal of capital flows
into emerging countries and higher country risk premiums
The risks pointed out in the previous report finally held true, leading to a more tightened external
financial context. Even though the external liquidity conditions at global level continue to be expansionary
in historical terms, they have worsened remarkably for emerging countries in general and for Argentina in
particular. Economies with external imbalances and high indebtedness levels (see Figure 2.4) were
especially affected. Consequently, there was a reversal of capital flows into emerging economies (see
Figure 2.5), their currencies depreciated and their sovereign risk premiums rose.
Figure 2.4 | Nominal Exchange Rate, Current Account Deficit and Debt
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During the second quarter of 2018, emerging countries faced higher country risk premiums than in the recent
past. In turn, corporate risk premiums of these countries also went up in the last months, even though they
still stand at their minimum levels of recent years. In a context of increasing external financing cost, the
amount of gross debt issues of emerging countries in the international markets contracted 8% y.o.y., in the
second quarter. Especially affected were corporate debt issues (-20% y.o.y.), since sovereign debt issues went
up 23% y.o.y.
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Figure 2.5 | Flows to emergent market funds
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The external credit conditions of several countries deteriorated if compared to the conditions of the first
quarter of the year and of late 2017 (see Figure 2.4). Country and corporate risk premiums of Argentina
have increased relative to the rest of the emerging economies (see Figure 2.6). In this context, there were
no sovereign debt issues abroad in the second quarter, among other reasons because of the decision to
make some issues earlier, in the first quarter, such as the issue for US$9 billion in January 2018.
Meanwhile, corporate issues amounted to US$500 million (against US$1.3 billion in the second quarter of
2017), mainly related to a liability refinancing transaction before the beginning of the turbulences by the
end of April.
Figure 2.6 | Sovereign and corporate risk indicators
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As it happened with most emerging countries’ currencies, the Argentine peso depreciated against the
dollar at a faster pace in the second quarter of the year. As a result of the evolution of these currencies and
of a domestic inflation rate higher than that of our trading partners, the Multilateral Real Exchange Rate
Index (ITCRM) went up 5.9% on average in this period (see Figure 2.7). Consequently, by the end of June,
the ITCRM was standing at around 15% above the level in place immediately after the removal of foreign
exchange controls and unification of the foreign exchange markets, reaching records similar to those of
late 2011, when the country had a trade surplus of 1.7% of GDP.

Figure 2.7 | ITCRM change by component
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On the other hand, international prices of commodities, measured in dollars, which had gone up until late
May, started to drop. As of late June 2018, they were standing around 2% below the levels recorded in the
same period of 2017. Prices of agricultural products and metals went down in June, except for oil which
continued to stand at around the maximum levels of recent years (see Figure 2.8).
Figure 2.8 | International commodity prices
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Source: INDEC and Datastream
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Lastly, the terms of trade (ratio between Argentine export and import prices) rose 4.3% in the April-May
period, because of a higher increase in export prices relative to import prices. The evolution of these
prices was impacted by the reaction of international prices of soybean and corn to the reduction of the
Argentine production. Currently, the terms of trade are standing at the highest level since early 2013 (see
Figure 2.9). It is likely that the decrease in agricultural commodity prices that started to be seen as from
June2, added to a sustained rise of oil price, will result in a reduction of the terms of trade in the next few
months.

Figure 2.9 | Terms of trade
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In short, the main feature of this quarter was a deterioration of the international financial conditions of
the emerging countries in general and of Argentina in particular. However, the positive economic activity
level of our main trading partners as a whole (despite the lower growth rate expected for Brazil) signals
that the external context continues to be, all together, favorable for Argentina. The main risks posed by
this context are a higher-than-expected tightening of international financial conditions and a potential
deepening of protectionist measures. This scenario would deteriorate the global economic situation, and
would affect the emerging countries in particular, with an impact on the activity level of our trading
partners.

2 As already explained in the previous IPOM, soybean prices went down more markedly in the international markets than in the
domestic market, as a result of the tariffs imposed by China to soybean exports from the United States.
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3. Economic Activity
Even though in the first quarter of 2018 the economic activity grew across the board, during the
second quarter it experienced a sharp drop. The drought that affected the agricultural production
—already anticipated in the previous Monetary Policy Report (IPOM)—, the deterioration of the
international financial conditions for emerging economies as well as the income effect caused by
the recent acceleration of the inflation, were the main causes of this drop. Foreign demand was
weaker than expected as a result of the change in the international context, which also impacted
on Brazil. Vis-à-vis this more challenging context, the National Government reached an agreement
with the International Monetary Fund (IMF) to support its economic program. The measures
adopted within the framework of the agreement, added to the response of the monetary policy,
will slowly result in an improvement of local financial conditions and the investors’ economic
perspectives. The baseline scenario of the Central Bank of Argentina (BCRA) foresees a slight
economic growth for 2018, which would resume its expansion pace in 2019.
3.1 Growth forecasts have been revised downwards
During the second quarter of 2018, GDP experienced a sharp drop mainly due to the impact of the drought
on the agricultural sector. Apart from the direct effect of the drought on the agricultural GDP, the industrial
activity went down as a result of the reduction in soy milling and its impact on transport and commercial
services. Within this context, the economic activity has had a performance similar to that of 2009 and 2012
(see Figure 3.1). In fact, the first indicators available for the second quarter are signaling such performance.
The General Activity Index (IGA) prepared by O.J. Ferreres dropped sharply in April (-5.1% seasonally
adjusted) and then in May (-0.5% seasonally adjusted) while, according to the Monthly Economic Activity
Indicator (EMAE) prepared by National Institute of Statistics and Censuses (INDEC), the economic activity
went down 2.7% seasonally adjusted in April.

Figure 3.1 | Monthly evolution of economic activity in drought years
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In turn, the agricultural sector is expected to improve in the third quarter due to the regularization of harvest
activities after the drought3, while the “non-agricultural” productive sectors will be impacted by a lower
domestic demand and the tightening of financial conditions (See Chapter 2. International Context).
The three conditions that must be met to have a conclusive signal of a change of phase in the Leading
Indicator of Economic Activity (ILA - BCRA) towards a recessive phase are: length (3 consecutive months of
drop in the ILA), spread (percentage of ILA components with drops standing below 52.5%) and depth
(accumulated decline of ILA in the last six months below 4.8%). These three criteria were met in May, thus
evidencing that there will be at least two consecutive quarters of drops in the economic activity (see Figure
3.2). On this occasion and considering that the agricultural sector experienced a temporary but sizable shock
(drought) that will revert in the third quarter, ILA anticipates the evolution of “non-agricultural” sectors
rather than total GDP4.

Figure 3.2 | Leading indicator of economic activity
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3.1.1 Domestic demand was affected by the deterioration of financial conditions as from
the second quarter
During the first quarter of 2018, GDP went up 3.6% year-on-year (y.o.y.), at an annualized quarter-onquarter rate of 4.7% seasonally adjusted, above the expansion pace of 2017 and the GDP Contemporary
Forecast of the BCRA (PCP-BCRA) anticipated in the previous IPOM, thus recording seven uninterrupted
quarters of growth for the first time since 2011. Domestic demand went up 2.2% quarter-on-quarter
seasonally-adjusted (5.9% y.o.y.), mainly boosted by the rise of investment (3.3% seasonally adjusted and

3 As from June, the planting activities of wheat, barley, rye, oat and sunflower are in progress and the forecasts are promising. In the
case of wheat, the Ministry of Agribusiness foresees a 4% rise of the sown area against the previous agricultural cycle, the Rosario
Grain Exchange foresees an 11% hike while the Buenos Aires Grain Exchange estimates a 7% increase.
4 ILA exhibited a turning point alert in November 2017 and this allows to foresee that the local maximum in the “non-agricultural”
EMAE would occur 3 or 4 months later. The purpose of this indicator is to give an alert about a turning point in the activity from an
expansionary phase to a recessive phase or vice-versa. For more details, see Exhibit 3 / BCRA Leading Activity Index, Monetary
Policy Report (IPOM) - January 2017.
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18.3% y.o.y.). In turn, private consumption went up 2.3% seasonally adjusted (4.1% y.o.y.) while public
consumption fell 0.8% seasonally adjusted (1.4% y.o.y. growth).
As from the second quarter, a contraction of private investment is expected due to the deterioration of
financial conditions and a lower-than-expected profitability of the assets against the replacement cost of
capital captured in the Tobin’s Q ratio. Private consumption will be negatively affected by the income
effect of the inflation acceleration and the increase of domestic interest rates.
The Q ratio, which relates the market value of assests linked to construction and durable equipment with
their replacement cost, recorded a sharp decrease in the second quarter. The BCRA Gross Domestic Fixed
Investment Indicator (IBIF-BCRA)5 went down 1.5% seasonally adjusted between April and May against the
previous quarter (see Figure 3.3), and the Contemporary Investment Index prepared by the
Undersecretariat of Macroeconomic Planning, under the Ministry of Treasury, exhibited a 1.7% seasonallyadjusted drop. It is worth mentioning that the investment rate had reached 22.1% of GDP in the first quarter
of 2018, the highest percentage of the series started in 2004, due to an increase of spending in durable
equipment (14.2% of GDP), particularly from imported origin6.
Figure 3.3 | Evolution of investment
levels s.a., 2015=100
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Quarterly changes of the IBIF-BCRA Indicator are a weighted average of seasonally-adjusted quarter-on-quarter changes of the
Summarized Construction Activity Indicator (ISAC) (INDEC) in capital goods imports (INDEC) and in the national production of
capital goods (FIEL). The weights correspond to the incidence of construction and investment in durable production equipment
(EDP) both imported and national in the IBIF corresponding to the previous quarter. Between April and May, ISAC fell 2.6%
seasonally-adjusted against the first quarter, imports of capital goods went down 1% seasonally-adjusted, while national production
of capital goods lost 0.5% seasonally-adjusted.
6 Since our objective is to assess the impact of the capital factor accumulation on labor productivity and growth, the most
appropriate method consists in analyzing the investment rate performance using the ratio between the seasonally-adjusted series of
IBIF and GDP in real terms. As a result, the investment rate measures the amount of capital goods demanded against the total
amount of goods and services produced by the economy. On the other hand, the investment rate calculated with the series at current
prices quantifies the percentage of the income devoted to increase or sustain the capital stock. In the first quarter of 2018, it
accounted for 15.5%. The difference of around 6.6 p.p. between both calculation methods results from the sizable drop in capital
relative price since the base year of national accounts (2004).
5
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As regards consumption, the Contemporary Private Consumption Index prepared by the UnderSecretariat of Macroecomic Planning exhibits a 2.8% drop seasonally-adjusted in the second quarter (with
data as of May). In turn, the BCRA’s Leading Indicator of Private Consumption7 suggests that the
contraction of consumption would continue in the next few months (see Figure 3.4).

Figure 3.4 | Private consumption
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The Consumer Confidence Index revealed a lesser proclivity to purchase durable goods and real property
between April and June. This drop, similar to the one observed in previous depreciations of our currency,
anticipates a contraction in the real estate activity and in the demand for durable goods in general (see
Figure 3.5). The number of title deeds performed in the City of Buenos Aires and the Province of Buenos
Aires declined in May (-4.7% seasonally-adjusted) and car sales in the domestic market contracted 4.1%
seasonally adjusted on average in the second quarter.

7 Monthly Frequency Index that includes traditional and non-traditional indicators of goods and services consumption. For more
details, see Exhibit 1 / Private consumption, a difficult variable to monitor in real time, Monetary Policy Report (IPOM) - July 2017.

16

Monetary Policy Report | July 2018

Figure 3.5 | Confidence consumer index - durable goods
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3.1.2 Exports dropped as from April affected by the drought, and deteriorated the current
account deficit in the second quarter
During the first quarter of 2018, the exported volumes of goods and services went up 5.8% seasonallyadjusted but, between April and May, a sharp drop of 10.7% was recorded against the same period of 2017
and of 19.8% seasonally-adjusted if compared to the first quarter of 20188. Even though the contraction in
the volumes exported was widespread in terms of items, primary products led this fall, going down 28.6%
y.o.y. and -45.7% seasonally-adjusted. The deceleration of Brazil’s growth was a key factor behind the
performance of non-agricultural exports (see Chapter 2. International Context).
The quarterly changes in exports and imports of goods and services published in the National Accounts –
broken down by demand in terms of GDP– are similar to the changes observed when the Argentine
Foreign Trade (ICA) data are seasonally adjusted (see Figure 3.6). Data show a strong negative
contribution of net exports to the economic growth in the second quarter from the demand viewpoint,
which evidences the negative temporary shock of the agricultural supply.
The imported volumes of goods went up 2.4% seasonally-adjusted from April to May relative to the first
quarter, posting an increase of 12.5% against the same period of 2017. Fuels and Lubricants was the only
item exhibiting a decrease in year-on-year terms (-12.6%) and this contraction partially results from a
high comparison basis. A contraction in total imported volumes is expected for the coming quarters due to
the rise of the real exchange rate and to a lower-than-expected activity in “non-agricultural” sectors.

8

It only includes the exported volumes of goods. Data from Argentine Foreign Trade (ICA), INDEC, own seasonal adjustment.
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Figure 3.6 | Exports and imports
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Due to the impact of exports and imports evolution, the current account of the Balance of Payments would
have posted a deficit that continued to be high in the second quarter. The recent change in relative prices –
favorable for the tradables sector– and the lower demand for imports to be expected due to the income effect
will impact on the future evolution of external accounts. The baseline scenario of the BCRA foresees that the
trade deficit of goods and services would go down by US$2.8 billion by late 2018, if compared to the figure
recorded one year ago.
3.1.3 On the productive sectors side, the agricultural sector is affected by the temporary
shock caused by the drought while the remaining sectors experience a contraction that will
last beyond June
The drought that affected soybean and corn impacted directly on the agricultural sector’s GDP and indirectly
on related sectors such as transport and commerce. Soybean production of the current cycle went down 32%
y.o.y., standing at 37.2 million tons9, a fall that was higher-than-expected in the previous IPOM. In turn,
corn cycle contracted 14% y.o.y. to 42.4 million tons. In terms of the direct impact of this temporary shock
on the activity so far this year, the value added by the agricultural sector fell 13.8% y.o.y. from January to
April according to EMAE, subtracting 1.2 percentage points (p.p.) to total GDP growth measured at basic
prices (which was 1.8% y.o.y. during the period).
As it was the case in 2009 and 2012, the drought affected the production of soybean and corn, which
concentrates in the second quarter10. On the basis of the harvest estimates, the baseline scenario shows a
seasonally-adjusted contraction of 30% of the agricultural GDP in the second quarter, in line with EMAE’s
April information. If we take into account that the harvest of soybean and corn has no incidence in the
GDP measurement of the sector in the third quarters of any year and that the sowing activities of other
agricultural crops with good perspectives are considered, the baseline scenario foresees that the

9
10

According to the estimate of the Ministry of Agribusiness in June 2018.
It includes agricultural crops (71%), animal breeding (18%) and other activities such as services, hunting and forestry (11%).
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agricultural output will recover in seasonally-adjusted terms in the third quarter and that it will have a
level similar to that of the first quarter11 (see Figure 3.7).

Figure 3.7 | GDP agricultural sector. Comparison with previous droughts
s.a. series
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Note: f(a) and f(b): fall projection of 20% s.a. in Q2‐18 and 30% s.a., respectively. The projections of
Q3‐18 are based on a conservative scenario in which the agricultural product recovers the level of I‐
18 instead of overcoming it as it happened in the previous drought episodes.Source: INDEC

With respect to the “non-agricultural” sectors, leading partial indicators show a contraction during the
second quarter. The Summarized Construction Activity Indicator (ISAC) went down 2.6% seasonallyadjusted (with data available as of May) and evidences a decrease in cement shipments (-6.3% seasonallyadjusted). The Monthly Industrial Indicator (EMI) contracted 0.4% seasonally-adjusted, while FIEL’s
Industrial Production Index fell 1.4% seasonally-adjusted. When breaking down the figures of the
industry, the drop of the automotive production stood out (-6.3% seasonally-adjusted) after an excellent
performance in the first quarter (13.2% seasonally-adjusted). As regards the main service activities,
EMAE’s April data signal a contraction against the first quarter in Commerce (-1.2% seasonally-adjusted)
and Transport (-1.6% seasonally-adjusted).
For the second quarter, the penultimate GDP Contemporary Forecast of the BCRA (PCP-BCRA) showed a
quarterly fall of 0.85% seasonally-adjusted that, in this case, gives a more accurate view of the evolution of
the “non-agricultural” sectors but not of total GDP (due to the shock that affected the agricultural sector).
The baseline scenario foresees a 3.1% seasonally-adjusted fall of total GDP in the second quarter (see
Table 3.1).
In the third quarter, the regularization of the agricultural activity would make up for the deterioration of
the rest of the economy. The baseline scenario of the BCRA foresees a strong recovery of the agricultural
GDP and a 1.8% seasonally-adjusted contraction of “non-agricultural” sectors, thus contributing to a 0.6%
seasonally-adjusted growth of total GDP.

11 In 2009 and 2012, the seasonally-adjusted agricultural GDP –through the program X-13 ARIMA SEAT developed by the US
Census Bureau 2016, multiplicative model (1,0,0) (0,1,1)— exceeded in the third quarter the level of the first quarter; in 2018,
forecasts indicate it will return to the level of the first quarter even though this will depend on the evolution of the remaining
components of the sector: livestock, other crops, associated services and forestry, among others.
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The following table shows potential scenarios of total GDP at basic prices for the second and third
quarters of 2018, deriving from the expected paths of the agricultural and “non-agricultural” GDP. The
shaded area indicates the scenario considered as the baseline scenario.
Table 3.1 | GDP scenarios for Q2-18 and Q3-18
Q2‐18
agicultural
sector GDP

non‐agriculatural
GDP

Q3‐18
Total GDP

‐0.5

‐2.2

‐1.0

‐2.7

‐1.5

‐3.1

‐25

‐1.0
‐0.5

‐3.1
‐3.1

‐30

‐1.0

‐3.5

‐1.5

‐4.0

‐20

agicultural
sector GDP

non‐agriculatural
GDP

Total GDP

‐1.0

0.8

‐1.8

0.1

‐2.5

‐0.6

+33

‐1.8
‐1.0

0.6
1.8

+43

‐1.8

1.1

‐2.5

0.4

+25

With this scenario, and in a context of financial markets returning to normal, a reduction of the expected
monthly inflation and a better agricultural activity as from the third quarter, the BCRA foresees a low but
positive economic growth for the 2018 average figure.

Box. Why does the effect of the drought have a concentrated and transitory impact
on the agricultural sector GDP of National Accounts?
Posting grain production in GDP/Gross Value Added (GVA) in real terms has some special characteristics
related to the concentration and aggregation of crops and to the period of planting/harvesting (seasonal
factors) inherent in this activity. The Argentine System of National Accounts (SNA) uses standardized and
internationally-accepted concepts, definitions and classifications12.
The Gross Value Added (GVA) is defined as the value of output minus the value of intermediate
consumption and represents the contribution of labor and capital to the production process13. The sum of
the GVA of all resident units —remunerations to production factors— plus taxes minus subsidies to
products gives the value of GDP.
For most goods, the GVA is determined in each period by the end of the production cycle. However, when
producing an unit takes a long time, as it happens with agricultural products, the criterion of “work in
progress” is used, thus recognizing that production is generated on a permanent basis. In each period, an
incomplete production is recorded, which is not tradable yet and continues in the following period. When
For more details, see https://unstats.un.org/unsd/nationalaccount/docs/SNA2008Spanish.pdf. In Argentina, the calculation
basis of the National Accounts is far away in time (year 2004); therefore, the weight allocated to agricultural production in total GDP
would be undervalued. In 2017, the direct share of agricultural crops GDP in the agricultural GDP was 70.5% and in total GDP, 6.3%
(not including taxes and subsidies).
13 The reduction in the fixed capital value due to its use in the production process is considered part of the value added. Once taxes
on production are deducted from, and subsidies on production are added to, the value added, the remunerations to production
factors (land, capital and labor) are obtained.
12
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the final product is obtained (at the end of the harvest), the gross value of production is recorded, at the
FAS prices informed by the Ministry of Agribusiness. Intermediate consumptions —remunerations— are
netted from such production value, which is taken to the prices of 2004 in order to obtain the GVA in
constant terms.
In our country, agricultural production includes four main products: soybean, corn, wheat and sunflower.
In the last 10 years, they accounted for 90% of the total production. Consequently, in each year, the
agricultural GVA varies according to the production performance of such crops (see Figure 3.8).
Figure 3.8 | Agricultural production
annual % chg.
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The distribution of the agricultural production throughout the year is not homogenous. Sunflower is
harvested in the first quarter of the year, corn and soybean in the second, and wheat in the fourth. For
each product, posting the GVA starts at the time of sowing and includes activities such as soil movement,
application of fertilizers, planting of seeds, among others, according to Table 3.1. In the case of soybean,
these activities start in the fourth quarter and continue in the first, and the harvest takes place in the
second; this is how most of the GVA of this crop is completed. In the third quarter, the GVA
corresponding to the sowing of wheat and sunflower is posted, and so on.
Table 3.2 | Planting and harvesting periods
quarter
seeding
crop

I
soybean
sunflower

II
wheat
corn soybean

III
wheat sunflower

IV
soybean corn sunflower
wheat

Source: Ministry of Agriculture

In all cases, estimates of sown areas, harvested areas, yield and production by the Ministry of
Agribusiness are used. The calculation of the intermediate consumptions to be allocated to the GVA in
each quarter is based on the remunerations and on ratios/technical requirements considering the use of
machinery, fertilizers and any other task performed for the conservation and care of the natural resources
(soil, water, etc.).
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In this way, a GVA harmonized series of agricultural crops is obtained, and its main characteristic is that
it is highly concentrated in the second quarters of each year, when soybean and corn production is
completed (these two crops account for 75% of the agricultural production of the last 10 years). The
quarter-on-quarter comparison of this series has no value if the seasonal effect is not removed, since
usually the agricultural GVA of the second quarter is three times that of the first quarter. Instead, the
seasonally-adjusted series allows for the clear identification of other components of the series such as, for
example, the remarkable irregular nature of the second quarters of 2009 and 2012, when the productions
of soybean and corn affected by episodes of drought were computed. Similar evolutions are expected in
2018 (see Figure 3.9).
Figure 3.9 | Gross value added agricultural crops
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3.1.4 Contraction of the pace of wage-earning jobs creation
During the first quarter of 2018, economic growth (3.6% y.o.y.) ran concurrently with a significant yearon-year increase of total employed population (3.8% y.o.y.) and labor supply (3.7% y.o.y.), leaving the
unemployment rate unchanged, according to the data from the Permanent Household Survey (EPH).
Against the previous quarter, the seasonally-adjusted unemployment rate went up around 0.4 p.p.,
reversing the unemployment drop seen in 2017. This evolution resulted from the fact that the pace of total
job creation was not fast enough to meet the rise in the labor force participation rate, particularly women.
In turn, employment expansion exhibited improvements in the conditions of the labor market. On the
other hand, registered workers ratio contracted 0.5 p.p. against the previous quarter. In the same line,
within formal employment, there was a change of composition in favor of private wage-earning jobs,
which expanded, since October and seasonally-adjusted, by 28,200 positions while non-wage-earning
jobs contracted by 26,300 (see Figure 3.10).
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Figure 3.10 | Formal employment
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During the first four-month period of 2018, the creation of formal wage-earning jobs in the private sector
slowed down. This performance mainly resulted from a lower expansion of employment in the
construction sector and from the contraction of employment in the agricultural sector –due to the serious
drought that affected the whole segment– and also in the industrial sector (see Figure 3.11).

Figure 3.11 | Formal salaried employment
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The forecasts of job creation for the next three months deteriorated in line with the expected contraction of
the economic activity for the coming months. Data from the Labor Indicators Survey (EIL)-Ministry of
Labor, Employment and Social Security corresponding to May showed a reduction of job creation net
expectations of 3.4% (-1.4 p.p. against the previous month). Nevertheless, it is expected that the depreciation
of the domestic currency may help reduce the increase of unemployment (see Exhibit 1 / Labor Market and
External Shocks).

3.2 Prospects
After the contraction of the activity in the second quarter, the baseline scenario of the BCRA foresees a
gradual recovery of GDP as from the third quarter of 2018 on the basis of the performance expected for
the agricultural activity, the financial markets conditions return to normal and the rise of real income as a
result of a lower monthly inflation anticipated for the second half of the year. In turn, the baseline
scenario of the BCRA foresees a growth pace of around 0.4% y.o.y. for 2018, and a gradual strengthening
of the economy for 2019 (see Figure 3.12).

Figure 3.12 | GDP scenarios
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The prospects for the agricultural production and exports in general are promising due to the expected
growth of our trading partners and to more favorable relative prices. Soybean and corn harvest will reach at
least the levels of the 2016/17 cycle, entailing increases of around 60% and 20% y.o.y., respectively. In turn,
the baseline scenario of the BCRA estimates a sustained reduction of external deficit (see Figure 3.13).

24

Monetary Policy Report | July 2018

Figure 3.13 | Export and import of goods and services (4-quarter m.a.)
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Within the framework of the agreement with the IMF, the National Government committed to make
progress in the fiscal consolidation process in order to reduce the financing needs of the national
government and, consequently, to correct the external imbalance (see Exhibit 2. Fiscal Consolidation and
Current Account Result). The broad set of measures included in the agreement considers an ambitious fiscal
effort –with reductions in capital spending, subsidies to public utility rates and other expenses– that will
allow to gradually reduce the financing cost and facilitate a rebalancing of domestic demand towards a
higher share of private investment and consumption.
Finally, the enactment in May 2018 of the Productive Financing Act14 will allow to promote the development
of the domestic capital market15 and facilitate access to SMEs. In the same direction, the inclusion of
Argentina in the Emerging Markets Index prepared by MSCI16 last June will allow to expand the supply of
foreign funds available for Argentine companies. The possibility of having better access to these flows might
imply a reduction of the financing cost and, at the same time, it would free up space for the local financing of
smaller companies.

Law No. 27440.
Argentina has one of the less developed capital markets of Latin America since its market capitalization amounts to only 18% of
GDP while that of Brazil is 46% and of Chile, 112%.
16 Morgan Stanley Capital Investor. Inflows of around US$3 billion are expected to come from international investment funds.
14
15
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Exhibit 1 / Labor Market and External Shocks
The recent deterioration of the external financing conditions that emerging economies in general, and
Argentina in particular, are currently facing, due to the rise of the interest rate by the US authorities,
reignites the debate about the policy mechanisms available to lessen the effects of external shocks on the
economy. The countries of the region, and to a larger extent Argentina, responded with a depreciation of
their currencies against the US dollar. In the domestic environment, these events raised new fears about
an acceleration of inflation, which also reignited the debate about resorting to the exchange rate as
nominal anchor or continuing to sustain a floating exchange rate regime. In this Exhibit, we will explore
how the adoption of each of these alternatives impacts on the labor market dynamics.
There is a vast body of literature dealing with the study of how labor market behaves during
macroeconomic stabilization processes after an external shock17. The debate mainly revolves around two
issues: 1) downward nominal wage rigidity; 2) the exchange rate regime adopted by the monetary
authority.
The downward nominal wage rigidity is an empirical regular event, which has been widely documented
for both developed and emerging countries (Schmitt-Grohé & Uribe, 2016)18. When there is a contraction
in labor demand, the existence of downward nominal wage rigidities transfers the burden of the
rearrangement to the number of jobs, given the price level. In other words, excess supply of labor
translates into a remarkable increase in the unemployment level.
The stylized fact described in the previous paragraph gives relevance to the foreign exchange regime
adopted by the monetary authority because the exchange rate would turn out to be a potential instrument
to solve wage rigidity. Under a flexible exchange rate regime, the likelihood that the domestic currency
will depreciate vis-à-vis a contraction of aggregate demand may result in a drop of the wage, measured in
foreign currency. On the one hand, this reduces rearrangement through unemployment and, on the other
hand, it increases the external competitiveness of firms. Conversely, the adoption of a currency peg
regime precludes the reduction of the wage in foreign currency, which takes us to the situation described
in the previous paragraph where the adjustment falls entirely on the amounts (i.e. the number of jobs).
A short review of some recent episodes of crisis and stabilization helps illustrate with examples how
dissimilar labor market dynamics may be in both cases. The experience of the most vulnerable countries
of the Euro Zone after the Great Recession is a clear example in which the combination of downward
nominal rigidities and a currency peg regime responds to the crisis with a strong and persistent increase
of the unemployment rate. Conversely, the main South-American emerging countries that, in the face of
the same adverse context in late 2008, responded to the crisis by depreciating their currencies managed,
in most cases, to attain a recovery of their labor markets which was less costly in terms of unemployment.
The following table summarizes these examples:

Calvo, G., F. Coricelli & P. Ottonello. 2014. “Labor Market, Financial Crises and Inflation: Jobless and Wageless Recoveries”. NBER
Working Paper 18480. http://www.columbia.edu/~gc2286/documents/CalvoCoricelliOttonello2014.pdf
Ottonello, P. 2015. “Optimal Exchange-Rate Policy Under Collateral Constraints and Wage Rigidity”. Columbia University Academic
Commons. https://academiccommons.columbia.edu/catalog/ac:162449
Schmitt-Grohé, S. & M. Uribe. 2011. “Pegs and Pain”. NBER Working Paper No. 16847. http://www.nber.org/papers/w16847.
18 Schmitt-Grohé, S. & M. Uribe. 2016. “Downward Nominal Wage Rigidity, Currency Pegs, and Involuntary Unemployment”. Journal
of Political Economy, Vol. 124, No. 5. http://www.columbia.edu/~mu2166/dnwr_pegs_iu/paper.pdf
17
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Table 1 | Evolution of the labor market after the fall of Lehman Brothers

Country
Greece
Ireland
Portugal
Spain
Brazil
Chile
Colombia

Unemploymet (p.p.)
6‐month
12‐month
1.5
2.3
3.5
5.8
1.0
2.3
5.3
6.6
0.7
1.9
0.1

0.2
2.3
0.8

Wages in foreign currency (%)
6‐month
12‐month
‐3.9%
0.8%
1.0%
3.6%
2.5%
6.2%
2.7%
5.6%
‐15.9%
‐2.8%
‐10.7%

0.5%
4.9%
4.6%

Source: Nominal wages (Eurostat, CEPAL, INE, DANE, BCRP), effective exchange rate (BIS),
Unemployment (IFS).

The foregoing confirms that it is possible to choose between two alternatives for recovery, which in
literature are known as: 1) jobless, i.e. loss of jobs; or, 2) wageless, i.e. reduction of wages in foreign
currency (Calvo et. al., 2014). The second path allows for reducing job loss to a minimum and plants the
seeds for a later economic recovery via the increase of external competitiveness. In addition, it prevents
the harmful effects of unemployment for any economy in the long run (Yellen, 2016)19. Summing up, the
adoption of a flexible exchange rate regime, within a context of downward nominal wage rigidity, allows
for absorbing external shocks via prices, thus containing unemployment under adverse scenarios.

19 Yellen, J. 2016. “Macroeconomic Research After the Crisis”. Speech available in "The Elusive 'Great' Recovery: Causes and Implications for Future Business Cycle Dynamics", 60th annual economic conference sponsored by the Federal Reserve Bank of Boston, Boston,
Massachusetts. https://www.federalreserve.gov/newsevents/speech/yellen20161014a.htm
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4. Prices
According to the Consumer Price Index (CPI) at national level, the average monthly inflation
stood at 2.8% during the second quarter of 2018. The increase of headline inflation was driven
by the depreciation of the Argentine peso, particularly in May and June, and, to a lesser extent,
by the direct and indirect impact of public utility rate rises. In year-on-year (y.o.y.) terms, retail
prices went up at a rate of 29.5% by the end of the second quarter of the current year. In turn,
core inflation gained momentum relative to the previous months and averaged a monthly rise of
2.9% between March and June. The baseline scenario of the Central Bank of Argentina (BCRA)
estimates a reduction of monthly inflation as from July and a marked deceleration of inflation
for the next two years, a trend that is also evident in the inflation expectations reported in the
Market Expectations Survey (REM).
4.1 Prices accelerated in the second quarter of 2018
From April to June, inflation gained momentum to rates close to a monthly average of 3%. As a result,
prices went up 16% so far this year. The recent evolution of inflation was directly related to the
depreciation of the Argentine peso, which impacted mostly on goods and, to a lesser extent, to the
adjustments in relative prices of regulated public utility services. Consequently, the momentum observed
in the first months of the year was more marked in the second quarter of 2018 (see Figure 4.1). The
ongoing price acceleration of the first half of the year resulted in an increase of the CPI-headline year-onyear change rate up to 29.5% in June.

Figure 4.1 | CPI and nominal exchange rate
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As from late April, several changes in the international context paved the way for a global appreciation of
the US dollar, resulting, consequently, in a depreciation of emerging countries’ currencies (see Chapter 2.
International Context). In turn, some domestic factors contributed to fuel this performance in Argentina,
giving rise to a more marked depreciation of the peso if compared to the currencies of other emerging
countries (see Chapter 5. Monetary Policy; see Figure 4.2).

Figure 4.2 | Nominal exchange rate (currency/US$; 7d mov. avg.)
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Core inflation has accelerated since the beginning of 2018, driven by the depreciation of the peso and the
direct and indirect impact of the strong price adjustments to regulated public utility services as from
December 2017. As a result, core inflation evidenced average monthly increases of 2.9%, up 0.9 p.p.
against the average rate of the first quarter of 2018.
Goods included in core inflation, particularly food, were the main factors behind the recent price
acceleration (see Figure 4.3). Due to the tradable nature of these products, they are more sensitive to
currency depreciation. In turn, the dynamics of private services was more related to the evolution of
wages. Services were also impacted by the rise in public utility rates20, even though to a lesser extent.

During the second quarter, condominium fees also went up, evidencing the impact of public utility (electricity) rate increases and the
wage readjustment of janitors on the basis of the review clause of the 2017-2018 bargaining agreement.

20
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Figure 4.3 | Core inflation desagreggated by goods and services
m.o.m. % chg.
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In year-on-year terms and after going down from mid-2016 and along 2017, core inflation went up to 26.9%
y.o.y. in June. The highest rise was recorded in the second quarter of the year, standing 4.6 p.p. above March
y.o.y. rate. If inflation is broken down per component, the information from the Statistics Office of the City
of Buenos Aires suggests that the items that accelerated the most in year-on-year terms against March 2018
were those with a high component of tradable goods (see Figure 4.4).

Figure 4.4 | Core inflation by components
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In turn, if we analyze the link between the exchange rate and core inflation in the first four months of 2018,
it is seen that the exchange rate nominal increase translated into prices at a pace similar to that observed
during the peso depreciation at the beginning of 2014 (blue line in Figure 4.5). Instead, it is worth
mentioning that as from May a lower exchange rate pass-through to prices became noticeable, evidencing a
more moderate performance even if compared to the situation after the regularization of the foreign
exchange market by late 2015 (orange line in Figure 4.5).
According to the forecasts of the latest Market Expectations Survey (REM), this less marked exchange rate
pass-through to prices would continue, if compared to previous episodes with similar characteristics.

Figure 4.5 | Nominal exchange rate and core inflation
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The prices of regulated items also impacted significantly on inflation during the period, despite some
regulatory/tax changes aimed at mitigating the increases. During the second quarter of 2018, these goods
and services adjusted at an average rate of 2.8%, largely due to rises in public passenger transport, gas
distributed by network, water and electricity21. Additionally, rises were seen in the prices of cigarettes, prepaid medical services, telephony and fuels for vehicles. In turn, the exemption of some taxes in public
utility rates in some districts and the temporary reduction of the gas rate for users included in the
Subsidized Rate Category22 had the opposite effect. In year-on-year terms, the rates of goods and
regulated services continued to go up around 41% y.o.y. (see Figure 4.6).

In the case of public passenger transport, the increase concentrated in the City of Buenos Aires and Greater Buenos Aires (AMBA) as
well as in some urban centers of the provinces. As regards gas, the increase was widespread throughout the national territory. In turn,
the increase in the price of water corresponds to the rate established by AySA, which impacts only on Greater Buenos Aires (GBA).
Finally, in the case of electricity, hikes were only observed in some urban centers of the provinces.
22 Resolution 218/2018 of the Ministry of Energy and Mining set a 100% rebate on the price of Natural Gas or Propane Gas for users
under the Subsidized Rate Category defined in Articles 4 and 5, Resolution 474, dated November 30, 2017 by the Ministry of Energy and
Mining, and the regime for the subsidized rate with the scope foreseen in Article 5 of Resolution 28, dated March 28, 2016 of this
Ministry is to be applied to this consumption.
21
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Figure 4.6 | Interannual inflation
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Wholesale prices went up higher than consumer prices and also higher than the rises recorded in the first
months of 2018, averaging a monthly hike of 5% between April and June (up 1.5 p.p. against the monthly
increase of the first three months of 2018). Peso depreciation pass-through to wholesale prices was higher
than pass-through to retail prices due to the high tradable component of wholesale price indices. The latter
mainly reflect the changes in the prices of goods while, in the CPI basket, services have a larger share. The
characteristics inherent in the construction of both indicators turn the Domestic Wholesale Price Index
(IPIM) into a more sensitive index to foreign exchange movements (see Figure 4.7).
Figure 4.7 | IPIM by components
m.o.m. % chg.
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IPIM acceleration in the second quarter of 2018 resulted mainly from the price performance of
Manufactured and Imported products, while Primary Products averaged increases similar to those of the
first quarter of the current year. The increases in Food and Beverages, Chemical Substances and Products,
Refined Petroleum Products, Automotive Vehicles and Machinery and Equipment had a stronger impact
on the rises of manufacture prices. Besides, there were new increases in Agricultural Products in pesos, on
which the depreciation of our domestic currency impacted severely. The crude oil and gas component also
averaged high rises during the period, mainly due to the increase of crude oil price (at an average monthly
rate of 4% in dollars), which was compounded by the depreciation of the domestic currency. Imported
products recorded the highest increases in prices and were directly affected by the evolution of the
exchange rate. Nevertheless, its impact is more limited in the IPIM due to the low weight of this
component in this index. The monthly acceleration of wholesale prices during the second quarter of 2018
resulted in changes in the year-on-year rates, which went up to figures close to 47% in June 2018 (see
Figure 4.8).

Figure 4.8 | Wholesale prices and nominal exchange rate
y.o.y. % chg.
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4.2 Wage guidelines are being revised upwards
During the first half of 2018, the year-on-year growth rate of the registered private sector’s wages evidenced
a rise due to the payment of compensations related to the collective bargaining agreements settled in 2017.
On the other hand, the first tranches of increases corresponding to a large part of the 2018 collective
agreements became effective. Since the annual inflation target at the beginning of 2018 was 15%, the
collective bargaining agreements tended to be closed around such figure, and increases concentrated mainly
in the first months of the year. Nevertheless, these rises will not be sufficient to make up for inflation
acceleration in the second quarter (see Figure 4.9).
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Figure 4.9 | Interannual nominal wages
y.o.y. % chg.
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Within this framework, wage guidelines are being revised upwards in line with a higher estimated annual
inflation. New increases of around 7% would be added to the original 15% guideline, a percentage to be
calculated on the minimum wage of the collective bargaining agreement. This increase would be paid in
tranches during the second half of 2018 and the first months of 2019.

4.3 The baseline scenario of the BCRA foresees a reduction of inflation in the
second half of 2018
The depreciation of the peso in May and June of 2018 postponed the slowdown anticipated for the second
quarter. As a result, the inflation forecasts included in the BCRA’s baseline scenario were revised
upwards. The expectations of market analysts changed in the same direction. For December 2018, the
REM estimates that inflation would be around 30%, up 10 p.p. against the analysts’ forecasts in March.
On the basis of the information available, with the monetary policy bias adopted, and in the absence of
new shocks, the BCRA anticipates a moderation of inflation rate in the coming months, with an average
increase of consumer prices close to 2% for the third quarter of 2018. The expectations of market analysts
signal a similar evolution, foreseeing a disinflation process for the second half of the year (see Figure
4.10).
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Figure 4.10 | Market Expectations Survey (REM) for core inflation
m.o.m. % chg.
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New increases in fuels for vehicles might be expected in the following months since their retail price
stands at around 20% below the import parity price, with data available as of July 1623 (price reference for
the industry). On the other hand, the removal of minimum prices for tourist passenger transport tickets is
being analyzed, though this item has a lower impact on the CPI. This new scenario could result in more
competition among the providers of these services and may contribute to containing price increases of the
sector.
Last June 7, 2018, the National Government announced an economic program intended to strengthen the
monetary policy framework with a view to lowering inflation (see Chapter 5. Monetary Policy). This
program defined new inflation targets in line with the new fiscal program. The inflation targets for the
coming years are: 17% for 2019, 13% for 2020, 9% for 2021 and 5% for 2022. Additionally, the
Memorandum of Understanding with the International Monetary Fund (IMF) set deviation bands from
the target. If inflation stands above or below some of these limits, potential corrective measures should be
consulted with different instances of the IMF.

Import parity fluctuates on the basis of the oil price and the exchange rate. Specifically, this includes the cost of importing, adjusting
and trading refined fuels in the domestic market. To calculate this import parity, the price of the Brent crude oil barrel on July 16, 2018
was used.
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Figure 4.11 | Inflation. IMF consultation bands and REM
y.o.y. % chg.
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The baseline scenario of the Central Bank of Argentina anticipates that the disinflation process will
continue to stand in the following years within the first consultation bands of the Monetary Policy
Consultation Clause for 2019. The market analysts’ estimates, captured in the REM, anticipate a rise of
20.2% y.o.y. for 2019 and of 15% y.o.y. for 2020, both within the outer consultation bands (see Figure
4.11).

36

Monetary Policy Report | July 2018

5. Monetary Policy
The exchange rate turbulence starting by the end of April was the consequence of a combination
of external and internal factors. To respond to pressures on the foreign exchange market, the
Central Bank took actions on a progressive basis with all tools at hand to face this type of events:
sale of international reserves, foreign exchange flexibility and increases of monetary policy rates
and of Central Bank securities rates.
In addition, negotiations were started with the International Monetary Fund which were
concluded in June 2018 upon the agreement on a three-year Stand-By arrangement for US$50
billion and the commitment to intensify the economic reform commenced in December 2015, by
accelerating the reduction of public accounts imbalance and doubling efforts for inflation
reduction.
Under the agreement with the multilateral agency, the inflation targeting regime was
maintained, but new targets were defined for the next few years: 17% in 2019, 13% in 2020, 9%
in 2021 and 5% year-on-year in 2022 (as of December each year). Also, the flexible exchange
rate regime remained jointly with the possibility for the Central Bank to intervene with limits in
order to moderate any exchange market disruptive activity which may affect either financial
stability or the disinflation path.
Taking into account the strengthening of the inflation targeting regime, several measures were
defined which are intended to deepen the Central Bank’s operational and financial autonomy, to
repair its balance and to encourage greater transparency in the preparation of financial
statements. The most relevant changes include the elimination of transfer of funds from the
Central Bank to the Treasury, the commencement of a program to reduce the stock of nontransferable bills (which will be used, in turn, to reduce the stock of outstanding LEBACs), and
the draft for the amendment of the Charter of the Central Bank to provide the monetary
authority with greater autonomy, to improve accountability and to increase transparency.
Upon the return of the exchange rate turbulence by mid-June, the newly appointed authorities
of the Central Bank took additional measures to moderate the exchange rate increase; these
measures consisted in absorbing liquidity in pesos (by raising the minimum reserve
requirement for banks), allowing for an interest rate rise consistent with the new monetary
astringency, and providing the market with US dollars upon any illiquidity or disruption events
(through the auction of Central Bank’s foreign currency). Simultaneously, the National Treasury
announced a schedule for US dollar daily auctions resulting from the agreement with IMF to
cover current spending.
With the conclusion of the exchange rate episode in early July, the multilateral real exchange rate
stood above the maximum level as from the abandonment of exchange restrictions in March 2016,
and came close to a level not recorded since November 2011. This facilitates the adjustment of
external accounts and has a lower impact on the level of activity than the impact required in case
of a more rigid foreign exchange policy. At the same time, the real interest rate (ex ante) reached
maximum levels, and in June more than doubled the level recorded in March 2018, thus showing
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the contractionary bias of the monetary policy intended to moderate the impact of the exchange
rate increase on domestic inflation.
Both borrowing and lending interest rates of the financial system accompanied, to dissimilar
extents, the rise of benchmark interest rates. Bank deposits showed remarkable resilience, thus
reflecting the strength of the financial system, while bank loans started to decelerate, a trend
anticipated to continue hand-in-hand with the rearrangement of aggregate demand.
The new authorities of the Central Bank announced changes in the implementation of the
monetary policy, within the inflation targeting scheme with flexible exchange rate. The most
significant change is that, during the transition towards one-digit inflation rates, the scheme with
the interest rate as the only monetary policy instrument will be reinforced with a more careful
follow-up of monetary aggregates. In this respect, both the private M2 in pesos and a measure of
broad monetary base (also considering net repos, LELIQs and LEBACs held by banks) are
showing deceleration signals in terms of year-on-year changes.
The acceleration of inflation in June and the rise of inflation expectations in the latest Market
Expectation Survey (REM) showed the direct and indirect effects of the exchange rate increase
in recent months. Even though the latest high-frequency data available show some inflation
deceleration as from July, consistent with the Central Bank’s forecast, the current
contractionary bias of the monetary policy will be maintained until tangible signs are noticeable
that both inflation for future months and inflation anticipated for 2019 begin to go down.
The new decreasing inflation targets are introduced under circumstances which are very
different from those prevailing when the scheme was originally launched in 2016, and this
improves the Central Bank’s capability to succeed in complying with the disinflation path. The
monetary policy bias is much more contractionary; the level of Central Bank’s international
reserves is higher; new transfers from the Central Bank to the Treasury are eliminated; the
monetary authority’s balance sheet will be strengthened; much more progress has been made in
the process for adjustment on public utility rates; and the fiscal deficit will be lower in terms of
GDP, with a faster reduction pace in future years than initially estimated.
5.1 Foreign exchange turbulence in April and May
5.1.1 Triggering factors
The exchange rate turbulence commencing as from April 25 was explained by a combination of external
and internal factors.
In the international context, the interest rate rise in the United States, due to perspectives for a stronger
than expected recovery of the US economy, resulted in a capital outflow from emerging economies (see
Chapter 2. International Context). This international rate rise occurred in a context in which according to
some fiscal indicators and some external sector indicators the Argentine economy seemed weaker than
other emerging countries; all this as a result of the gradual adjustment of macroeconomic imbalances as
from late 2015.
As regards internal factors, a drought occurred that, according to the Ministry of Economy’s estimates,
reduced the supply of US dollars by US$ 8.5 billion. In addition, the coming into force of the tax on
financial income for nonresidents and the debate on public utility rates at the Argentine Congress, which
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cast doubt on the feasibility of the fiscal convergence planned by the Executive Branch, were stated as the
factors reducing investors’ eagerness for Argentine assets.
As a consequence of the above, the impact of the capital outflow was even greater in Argentina than in
other emerging economies, which was mirrored in an increase of the country risk premium and of the
expectation for the peso depreciation. Even though the change of portfolio by investors affected Argentine
assets both in dollars and in pesos, it focused on Central Bank Bills (LEBACs), first through sales by
nonresidents and then, to a greater extent, through the settlement of fixed income mutual investment
funds (T+1) (see Figure 5.1).

Figure 5.1 | Investment funds equity and holdings of LEBAC
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5.1.2 Central Bank’s response
To respond to pressures on the foreign exchange market, the Central Bank took action on a progressive
basis using all tools at hand to face this type of events. Upon the first exchange rate pressures, the Central
Bank decided to intervene in the foreign exchange market to deal with the depreciation of the peso, in
order to assure the disinflation process. As days went by, and with evidence that the activity observed
reflected a deeper shock on the exchange market rather than an isolated volatility event, the Central Bank
gradually reduced the magnitude of interventions allowing for a greater exchange rate mobility. Whereas
during the first five days of turbulence the intervention in the exchange market accumulated US$ 4.66
billion and the exchange rate rose 7.4%, in the rest of the period, until May 15, the Central Bank used US$
2.44 billion of reserves and the peso depreciated 14.0% (see Figure 5.2).
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Figure 5.2 | Foreign exchange interventions, exchange rate and interest rates
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At the same time, the Central Bank raised the monetary policy rate (the mid-band of the 7-day repo rates
corridor) 1275 basis points on three occasions outside the meeting schedule, up to an annual 40%, in
order to moderate the pass-through of exchange activity to other prices of economy. It also widened the
rates corridor so that the yield of domestic assets might respond more freely to high-frequency shocks.
The first rise occurred on April 27, when the monetary policy interest rate reached an annual 30.25%.
Later, on May 3, the Central Bank increased such rate up to an annual 33.25%, expanding the distance
between the monetary policy interest rate and the repo rate by 500 basis points, so that the latter was
established at 38.25%. Finally, on May 4, the BCRA decided to increase the monetary policy rate up to
40%, expanding again the corridor (an annual 47% rate for repos and 33% for reverse repos), and defining
a 57% annual rate for overnight transactions for repos and 28% for reverse repos (see Figure 5.2).
To assure the pass-through of the policy interest rate to the other market rates, the Central Bank also
traded in the secondary market of LEBACs, through the purchase and sale of its securities (part of these
transactions were intended also to reduce LEBAC maturities in mid-May). The bills yield curve rose
between 13 and 14 percentage points on average from the end of April to mid-May, with the maximum
levels on May 11, especially the short section of the curve, in which increases were recorded near 20 basis
points against the days before the commencement of foreign exchange turbulence (see Figure 5.3).

40

Monetary Policy Report | July 2018

Figure 5.3 | LEBAC yield curve in April-May, secondary market
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In addition, the monetary authority restricted the positive foreign currency net global position of financial
entities up to a maximum of 10% of the adjusted stockholders’ equity (RPC) in order to increase the
supply of dollars (effective as from May 7); and, as from May 8, it started to trade in the futures market to
reduce interest rates implied in these transactions.
All this was supplemented by an announcement made by the Ministry of Economy on May 4 regarding a
reduction of 2018 primary fiscal deficit greater than originally anticipated (from 3.2% of GDP down to
2.7% of GDP); and by another announcement made by the Executive Branch on May 8, of the
commencement of negotiations with the IMF to assure financing for the national public sector in future
years.
Against this backdrop, the market started to feel uncertain as to the LEBAC auction on May 15, because of
the possibility of non-renewal of a significant portion of bills maturity, with an NV of $ 615.88 billion,
equal to approximately half the stock of such securities. The Central Bank’s strategy to deal with such
doubts was to reach the day of the auction with yields on shortest-term LEBACs around an annual rate of
40% and implicit rates of futures at consistent levels of arbitrage. In addition, it submitted to the market
an offer of US$ 5 billion at $25 to contain the exchange rate increase, and relaxed the minimum cash
requirement of May for financial entities, by making a quarterly calculation instead of monthly calculation
and by eliminating the daily minimum compliance in pesos during such month in order to facilitate the
renewal of LEBACs. During the auction, finally all maturities were renewed with cut-off rates at the levels
of the secondary market.
This result jointly with the monetary policy actions and the announcements made in previous days eased
the tension of the foreign exchange market, which was calm during the negotiations with IMF. During
such period, the Central Bank maintained the offer of US$ 5 billion at $25 without selling international
reserves and, at the same time, it kept the monetary policy interest rate and the interest rate corridor
unchanged. In parallel, it engaged in relieving pressure from the maturity of LEBACs on June 21, through
an active intervention in the LEBAC secondary market, mainly through the purchase of the shortest-term
security, and to a lesser extent, through bill swap transactions.
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5.2 Strengthening of the inflation targeting regime
Negotiations with the International Monetary Fund started in early May and were concluded on June 7
with a 3-year Stand-By agreement for US$ 50 billion, with a commitment to intensify the economic
reforms started in December 2015, to accelerate the reduction of public accounts imbalance and, as
regards monetary aspects, to include several measures aimed at doubling efforts to reduce inflation.
Tables 5.1 and 5.2 show the quantitative and structural measures agreed with the multilateral agency,
respectively.
5.2.1 The inflation targeting regime is maintained with a flexible exchange rate
Under the new economic arrangement, the inflation targeting regime with flexible exchange rate is
maintained but new targets were defined for the next few years. The change in the international context,
resulting in a depreciation of the peso and in an increase of the energy price globally, prevented
compliance with the inflation target in force. This led to redefining inflation targets for the next few years,
namely: 17% in 2019, 13% in 2020, 9% in 2021 and 5% y.o.y. in 2022 (as of December each year) (see
Figure 5.4). To assure consistency of the fiscal convergence program set forth in the agreement with the
IMF with the disinflation path, the election of new targets was coordinated with the Ministry of Economy;
this was due to the fact that some expenses are adjusted according to past inflation whereas income grows
at the pace of current inflation.

Figure 5.4 | Inflation targets for 2018-2022.
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For the period until December 2019, bands were defined for the inflation target that may trigger various
consultation instances with the IMF (see Table 5.1). If the inflation rate would stand outside the inner
band, the Central Bank must discuss with the IMF staff the appropriate policy response, whereas if it
would stand outside the outer band, the consultation on the appropriate policy response must be
addressed to the IMF executive board before having available the funds under the agreement. In addition,
to reinforce the commitment to the disinflation process a ceiling was established for the change in net
domestic assets (ADNs), defined as the difference between the monetary base and the net international
reserves (RINs) of the Central Bank, with respect to the level in late May 2018 ($432.9 billion) (see Table
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5.1).24 If ADNs would exceed the established ceiling, the Central Bank must consult the IMF executive
board with respect to the economic policy response to be implemented before using the funds under the
agreement.
Table 5.1 | Quantitative Performance Criteria, Indicative Targets and Consultation Clauses
billion $ unless otherwise stated
Indicative Targets
Proposed Performance Criteria
End Jun‐18
End Sep‐18 End Dec‐18 End Mar‐19 End Jun‐19
Monetary targets
Change in net international reserves (floor) (in billions of U.S. dollars. The change is measured against the value
on June 4, 2018) (1)

5.5

5.5

5.5

5.5

7.5

Change in stock of non‐deliverable FX forwards (ceiling) (n billions of U.S. dollars. The change is measured against
the value on June 4, 2018)

1

0

‐0.5

‐1

‐1.5

Change in central bank credit to government (ceiling) (the change is measured against the value on end‐May
2018)

0

‐78

‐156

‐234

‐312

Central bank financing of the government (ceiling)

0

0

0

0

0

Outer Band (upper)

32

32

32

28

26

Inner Band (upper)

29

29

29

26

24

27

27

27

24

22

25

25

25

22

20

22

22

22

20

18

15

64

166

173

184

Inflation Consultation Clause (Inflation bands, in percent, y.o.y.)

Center inflation target
Inner Band (lower)
Outer Band (lower)
Change in net domestic assets of the central bank (ceiling) (1)

(1) Targets subject to adjustors as defined in the TMU.
(2) Continuous performance criterion.
Source: BCRA and IMF

Table 5.2 | Argentina Structural Program Conditionality
Structural Benchmarks

Date

Publish a regulation to introduce a foreign exchange auction for BCRA intervention in the spot and forward markets

Jun‐18

Establish a senior‐level debt management coordinating committee between Treasury‐Finance‐BCRA that would meet weekly and
coordinate activities linked to sterilization and debt issuance plans.

Sep‐18

Submit to Congress a new charter for the central bank that will ensure operational autonomy, strengthen the BCRA’s monetary policy
mandate, enhance decision‐making structures, and buttress transparency and accountability.

Mar‐19

Limit the BCRA’s counterparties for sale of LEBACs, open market operations and repos to domestic banks.

Sep‐19

Recapitalize the central bank to ensure it has the adequate level of capital as percent of the monetary base plus the outstanding stock
of LEBACs.

Dec‐19

Source: BCRA and IMF

As regards the foreign exchange policy, the flexible exchange rate regime was maintained together with the
possibility for the Central Bank to make limited interventions to moderate any disruptive activity of the
exchange market that may affect financial stability or the disinflation path.
Net international reserves: it corresponds to the gross value in dollars of official international reserves of the BCRA less official
gross liabilities maturing within one year (definition of the Sixth Balance of Payment and International Investment Position Manual
- BPM6).

24

43

CENTRAL BANK OF ARGENTINA

In addition, the medium term objective was maintained to take international reserves to prudent levels
given Argentina’s exposure to global shocks in the current and capital account, but with a strategy different
from the previous strategy of reaching a level of international reserves of 15% of GDP. For such purpose, it
was defined that net international reserves (RINs) should not fall below an established floor, which in turn,
provides space for foreign currency decumulation in case of eventual market volatility periods. Starting at a
level of US$ 23.1 billion as of June 4, RINs should show an accumulated increase of US$ 5.5 billion by the
first quarter of 2019 and of US$ 7.5 billion by the end of June 2019 (see Table 5.1), after incorporation of the
contribution by the International Monetary Fund to the BCRA. A ceiling was also defined for evolution of the
stock of non-delivery forwards as from the level on June 4, standing at US$ 2.3 billion (see Table 5.1). In
case the intervention required in the foreign currency market (spot and futures) is above the level consistent
with this path, the appropriate economic policy response must be agreed with the IMF staff.
Besides, the Central Bank undertook to introduce a mechanism for foreign currency auction to intervene
in the spot and futures markets to be implemented in cases where clear signals are observed of
dysfunctionality in terms of price differential, volume or volatility in the foreign exchange market
(structural target for the IMF agreement; see Table 5.2). In addition, it was agreed that the Central Bank
would be the executor of a program to sell in the market part of the budget support of the IMF to finance
Treasury liabilities denominated in pesos, under the modality of previously announced foreign currency
daily auctions.
In parallel, to strengthen the inflation targeting regime, several measures were defined that are intended to
intensify the Central Bank’s operational and financial autonomy, to repair its balance and to encourage
greater transparency in the preparation of financial statements; these measures are described in detail
below.
5.2.2 Central Bank’s operational and financial autonomy
The monetary authority must let the people trust on the fact that its decisions are credible and stable in the
long and medium run. An important factor contributing to achieve such credibility is the institutional,
functional and financial independence of the monetary authority. There is consensus as to the relevance of
independence as one of the fundamental institutional features for the proper implementation of the
economic policy. In fact, in recent years, a remarkable number of countries have changed the rules and
regulations of their central banks in terms of independence and strengthening of autonomy.
A relevant aspect, which has already started to be implemented, is the elimination of any direct or indirect
financing of the Treasury by the Central Bank (temporary advances, transfer of profits, purchase of
government securities in the primary market or through purchases from public institutions), limiting the
transfer of profits only to transfers that have been made and when the Central Bank has an appropriate
level of capitalization. This will be consolidated in the draft for the amendment of the Central Bank
Charter that the Executive Branch will send to the Congress before March 2019 (structural target for the
IMF agreement; see Table 5.2).
In addition, the draft for amendment will include the following items: a) reinforcement of price stability
as the main mandate of the Central Bank, b) establishment of inflation targets by the monetary authority
three years in advance and upon previous consultation with the Ministry of Economy, c) creation of an
instance for explanation by the Central Bank authorities before Congress and the President of Argentina
through a public letter whenever a deviation is recorded with respect to the objectives set, d) definition of
strict limits regarding the grounds for removal of the Governor, the Deputy Governor and Members of the
Board of the monetary authority, e) reestablishment of accounting international standards to assure
transparent reporting of the Central Bank’s balance sheet, and f) determination that international
reserves may only be used to implement exchange rate or monetary policies.
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5.2.3 Strengthening of the Central Bank’s balance sheet
The Central Bank’s balance sheet includes a stock of interest-bearing liabilities (LEBACs, LELIQs and net
repos) that, by the end of May, stood at 10.8% of GDP. These liabilities resulted from the sterilization of
fiscal deficits until December 10, 2015, the sterilization of monetary surpluses from exchange restrictions
and losses from sales of dollar futures contracts prior to December 10, 2015, and the acquisition of
reserves by the monetary authority as from December 10, 2015.
In the recent foreign exchange turbulence episode, this level of stock of interest-bearing liabilities created
concern among economic agents as regards the risk for renewal, and therefore, the Central Bank will seek
to reduce the weight of these liabilities in its balance sheet, basically through three actions: elimination of
direct and indirect financing from the Central Bank to the Treasury, which will result in lesser needs for
sterilization, the gradual cancellation of non-transferable bills by the Treasury, which will provide the
monetary authority with funds to purchase LEBACs, and the use of other genuine resources for such same
purpose when they are available.
As regards the first action, for this year, the transfers agreed with the Treasury in terms of temporary
advances and transfers of profits amounted to $ 140 billion (1.1% of GDP), in 2019 such transfers would
be for $ 70 billion (0.5% of GDP) and, as from 2020, an amount equal to the real growth of cash demand,
which, in practice, equaled to a seigniorage rule based on multiplying the economic growth times the
monetary base (0.3% of GDP in 2020). Against this backdrop, on June 7, the BCRA decided to eliminate
transfers to the Treasury for temporary advances and transfer of profits (a quantitative execution criterion
under the IMF agreement; see Table 5.1), and therefore, the remaining $ 70.1 billion for this year will not
be transferred. This will contribute to reducing the needs for sterilization of the Central Bank and,
consequently, to moderate the increase of the stock of interest-bearing liabilities.
The government undertook to provide the Central Bank, by December 2019, with financial autonomy,
with an appropriate level of capital (see Table 5.2). As part of this process, the Ministry of Economy
intends to gradually repurchase, according to the financial conditions prevailing at the time, a significant
portion of the non-transferable bills held by the Central Bank for up to US$ 25 billion as of May 2021 (see
Table 5.1). These bills are liabilities of the Treasury denominated in dollars; they pay a low interest rate
(the rate accrued by BCRA’s international reserves for the same period and up to a maximum of the
annual LIBOR minus 1 p.p.) and are illiquid, given the fact they cannot be traded in the market. They are
disclosed in the Central Bank’s balance sheet as a result of the transfer of international reserves to the
Treasury through successive Debt Reduction Funds created between 2010 and 2015. They accumulated a
maximum amount of US$ 65 billion in the Central Bank’s assets in November 2015. In December 2015, a
swap was made of US$ 16 billion for BONAR due 2022, BONAR due 2025 and BONAR due 2027 to
strengthen the balance sheet (upon the incorporation of instruments with better conditions of issue which
could be traded in the market), so that by May 2015 they amounted to US$ 49 billion (7.8% of GDP).
For early cancellation of part of these bills, the Treasury will issue short and medium term debt in pesos.
With the pesos obtained from cancellation of these bills, the BCRA will acquire LEBACs in the market,
therefore the stock of outstanding securities will go down. Thus, the Treasury will become a significant
source for monetary absorption and the Central Bank’s short term debt will transform into Treasury debt
for a longer term. To facilitate this process, a committee will be set up for coordination of debt
management with top executives of the Ministry of Economy and of the Central Bank; this committee will
meet on a weekly basis and will coordinate activities related to sterilization and debt issue plans (a
structural target under the IMF agreement; see Table 5.2). Besides, the Central Bank will limit the
counterparties of its debt securities with local banks only by late September 2019 (another structural
target under the IMF agreement; see Table 5.2).
Under the IMF agreement, these measures were set forth in two execution quantitative criteria, one of
them reflecting the elimination of net financing to the government (temporary advances, anticipated and
unrealized profits, purchase of debt in the primary market or purchases from other public entities) and a
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desired path for the reduction of the stock of credit from the Central Bank to the government, including
government securities, non-transferable bills and temporary advances, for an amount in pesos equivalent
to US$ 3.13 billion per quarter until late June 2019 and, afterwards, the same amount per half-year period
until late April 2021, up to accumulating US$ 25 billion by the end of May 2021 (see Table 5.1).

5.3 The foreign exchange turbulence continued during June-July
Following the announcement of the agreement with the IMF, in early June, the Central Bank withdrew
the offer of US$ 5 billion at $ 25 from the market and kept the monetary policy interest rate at 40% in the
meeting held on June 12 (even though the band for the 7-day repo rates corridor was reduced from 1,400
down to 600 basis point, and the corridor for overnight transactions, from 2,900 down to 1,000 basis
points). However, the return of the foreign exchange turbulence in subsequent days led the Central Bank’s
new authorities to take additional actions to moderate the exchange rate increase, to absorb liquidity in
pesos through higher bank minimum reserve requirements, to allow for consistent increases in LEBAC
rates, and to provide the market with dollars through auctions in case of episodes of evident illiquidity or
disruption.
First, the BCRA let the LEBAC rate go up in the secondary market in order to make speculative financing
more expensive, and this resulted in an increase of the yield curve of Central Bank securities, especially in
the shortest section (see Figure 5.5). Thus, the return of 35-day LEBACs went from an annual rate of 40.0%
up to 51.1% from June 7 to July 12, and accumulated an increase of 25 p.p. as from commencement of the
exchange volatility episode at the end of April (see Figure 5.12).

Figure 5.5 | LEBAC yield curve in May-July, secondary market
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In turn, the monetary authority implemented a mechanism for foreign currency purchase and sale
transactions in cash through auctions, as agreed with the IMF, and this mechanism started with the

46

Monetary Policy Report | July 2018

proposal of two daily auctions of US$ 400 million.25 In addition, the BCRA reduced the limit of the
foreign currency positive net global position from 10% down to 5% of the institutions’ adjusted
stockholders’ equity (PGN), in order to increase the supply of dollars in the exchange market, thus
allowing the PGN to increase up to 30% if the surplus is satisfied with National Treasury Bills in foreign
currency.26
Also, the Central Bank decided to increase the minimum reserve requirements by 5 p.p. for sight and time
deposits in pesos (3 p.p. on June 21 and 2 p.p. on July 18), in order to absorb liquidity from the market,
allowing financial institutions to satisfy such increase with cash or with National Treasury Bonds in pesos
at a fixed rate and maturing in November 2020. Later on, in early July, the BCRA resolved an additional 3
p.p. increase of bank minimum reserve requirements on the same types of deposits, but to be satisfied
only with current account funds. The total anticipated effect of liquidity absorption would be around $
160 billion.27
In parallel, on June 20, the IMF’s executive board approved the Stand-By agreement, and this facilitated
the disbursement of the first US$ 15 billion, out of which US$ 7.5 billion were allocated to budget support
and the rest was used to strengthen the Central Bank’s assets (the remaining loan tranches constitute
precautionary lending). Thus, the BCRA’s international reserves, which had fallen US$ 15.35 billion as
from early 2018, mainly due to foreign exchange interventions (US$ 11.14 billion) and sales of currency of
the Treasury (US$ 4.17 billion), went up to US$ 63.27 billion on June 22, with the first tranche of the
multilateral loan (see Figure 5.6).

Figure 5.6 | International reserves of the Central Bank
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For further detail, see Communication “A” 6527.
For further detail, see Communication “A” 6526.
27 For further detail, see Communication “A” 6526, as amended by Communication “A” 6532.
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Simultaneously, the daily auctions program was implemented, as agreed with the IMF, to sell the total of
US$ 7.5 billion received by the Treasury while it also obtained resources in domestic currency to deal with
its needs. The initial schedule contemplated the sale of US$ 100 million per day during 75 business days,
which was increased to US$ 150 million on certain occasions taking into account the Treasury’s needs of
cash (see Figure 5.2).
These measures helped stabilize the foreign exchange market. Thus, as from the beginning of the
exchange turbulence in late April, the nominal exchange rate rose 36%, accumulating a 47% increase in
year to date terms. Thus, the level of the multilateral real exchange rate stood above the maximum level as
from abandonment of the exchange restrictions in March 2016 and came close to a level unseen since
November 2011 (except for the devaluation peak in early 2014, see Figure 5.7). This real exchange rate
increase facilitates the adjustment of external accounts, with a lesser impact on the level of activity than
required in case of a more rigid exchange policy scheme.

Figure 5.7 | Real effective exchange rate index
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In turn, the real interest rate (ex ante) reached the maximum levels during the exchange episode (see
Figure 5.8).28 In June, it more than doubled the level of March 2018 and exceeded the peak recorded in
December last year, showing the contractionary bias of the monetary policy intended to moderate the
impact of the exchange rate rise on domestic inflation.

28 The real interest rate corresponds to the interest rate of 3-month LEBAC resulting from the monthly auction on which the
expected inflation is discounted (specifically: ((1+i)) ⁄ ((1+πe)-1)), the latter represented with the average of the monthly expectation
of general inflation of the next three months (as per the REM - BCRA). The use of the average of the three months of the expected
monthly inflation seeks to moderate this variable of possible temporary shocks on prices.
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Figure 5.8 | Real interest rate (ex ante) 3 months LEBAC (primary market)
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5.4 Changes in the monetary policy implementation
In early July, the Central Bank’s new authorities defined several changes in the monetary policy
implementation, within the scheme of inflation targets with flexible exchange rate. In the transition to
reach one-digit inflation rates, the inflation targeting regime with the interest rate as the only monetary
policy instrument will be reinforced by following up monetary aggregates more carefully. In this respect,
recent decisions to increase the legal minimum reserve requirements and to gradually reduce the weight
of interest-bearing liabilities of the Central Bank (net repos, LELIQs and LEBACs) are intended to create
greater control on liquidity in a broad sense.
Thus, in June, the private M2 in pesos recorded a 23.6% y.o.y. rise, below the inflation of the past twelve
months, whereas in June 2017 it expanded to 35.3% y.o.y. (see Figure 5.9). Another relevant aggregate to
be controlled is the monetary base, since it is a liquidity measure on which the Central Bank has the
capacity to exert greater control. Even though this aggregate posted a growth pace of 31.5% y.o.y. in the
same month, it must be taken into account that such evolution was impacted by the minimum reserve
requirement increase recently determined by the Central Bank. Therefore, the monetary authority started
to control a broad monetary base, including all the BCRA’s liabilities with banks (net repos, LELIQs and
LEBACs held by banks), which posted a remarkable deceleration in recent months from 38.3% y.o.y.
growth in June 2017 down to 25.0% in June 2018 (see Figure 5.9).

49

CENTRAL BANK OF ARGENTINA

Figure 5.9 | Monetary aggregate growth
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As regards interest-bearing liabilities of the Central Bank, the stock started to decline mainly as a result of
purchases made by the monetary authority in the secondary market and of recent LEBAC auctions. Thus,
such stock fell $ 323.45 billion in nominal terms from late March to early July and this, in terms of
international reserves, resulted in a contraction from 1.15 down to 0.64, and, in terms of GPD, from 12.5%
down to 9.2% (see Figure 5.10).

Figure 5.10 | Non-monetary liabilities in terms of international reserves and GDP
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In addition to a more careful follow-up of monetary aggregates, the monetary authorities defined other
changes in the monetary policy implementation. In order to consolidate the operation of the Monetary
Policy Council, it was established that such council will no longer be an advisory body but a resolutory
body. At the same time, the monetary policy communications will include the result of the vote of Council
members to intensify the communication to the public of the Central Bank’s vision. The frequency for
monetary policy decisions was also changed from every two weeks to every month. This change shows the
understanding that monetary policy decisions must reflect certain persistence consistent with a
perspective on inflation trends for the following months. Nevertheless, in high-volatility situations, the
Central Bank will maintain an active intervention in the LEBAC secondary market in order to reinforce
the monetary policy signal, whenever required, between policy rate meetings.

5.5 Outlook
The inflation acceleration in June and the increased inflation expectations in the latest Market
Expectations Survey (REM) reflected the direct and indirect effects of the foreign exchange rate rise in
recent months (see Chapter 4. Prices). Even though the latest high-frequency data available show an
inflation deceleration as from July, consistent with the Central Bank’s projections, the current
contractionary bias of the monetary policy will be maintained until signals are tangible that both the
inflation for the next months and the inflation expected for 2019 start to go down.
The new decreasing inflation targets are introduced under circumstances which are very different from
those prevailing when the scheme was originally launched in 2016, and this improves the capacity of the
Central Bank to succeed in complying with the new inflation target path. On the one hand, the monetary
policy bias is more contractionary, with the real interest rate at maximum levels and the monetary
aggregates decreasing their growth pace in nominal terms.
On the other hand, the level of international reserves of the Central Bank is higher than in 2016, there will
be no transfers from the Central Bank to the Treasury, the monetary authority will have more financial
autonomy and its balance sheet will be repaired.
In the fiscal area, much more progress has been made in the process to correct public utility rates,
whereas this year the fiscal deficit will be lower in terms of GDP than in 2016, with a reduction path in the
next years faster than initially estimated.

5.6 Impact of the exchange episode and of the economic policy change on the
financial system
5.6.1 Monetary market interest rates
Interest rates in the monetary market, pressured by outflows from assets in pesos, followed the rise of the
monetary policy rate and the changes in bands of the corridor (see Figure 5.11). The latter action sought
that the market interest rates would buffer the shocks generated by the exchange turbulence to prevent an
exacerbation of the upward pressure on the exchange rate. Thus, overnight call rates and overnight thirdparty repo rates recorded two peaks, one in mid-May and one in mid-June, when such rates came close to
an annual 50%, which amounted to an approximate rise of 25 p.p. against the level prior to
commencement of the volatility episode. In the second half of June, interest rates of the monetary market
started to go down to reach an annual rate of 40%, in values close to the economic policy rate, to rise again
in early July up to levels close to an annual rate of 60%.
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Figure 5.11 | Interest rates
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5.6.2 Deposit and loan interest rates
Borrowing interest rates of financial institutions followed the effects of the exchange rate turbulence and of
the monetary contraction established by the BCRA. Thus, TM20 and Private Banks BADLAR increased 12
p.p. and 11 p.p. from April 24 to mid-July up to an annual rate of 35% and 34%, respectively, whereas the
interest rate of retail time deposits went up 9 p.p. up to 30%, within the same period (see Figure 5.12). 29 In
turn, interest rates for UVA deposits stood relatively stable around an annual rate of 4.3%, on average.
Figure 5.12 | Banking deposits interest rates and LEBAC interest rate
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29 The interest rate of retail time deposits corresponds to the interest rate for 30-day to 44-day time deposits in pesos of up to
$100,000; BADLAR is the interest rate for 30-day to 35-day time deposits over one million pesos; and TM20 is the interest rate for
30-day to 35-day time deposits over twenty million pesos.
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Lending interest rates of financial entities also posted an upward trend, with interest rates associated with
loans in pesos to companies recording the highest increases (see Figure 5.13). Thus, rates of advances in
current account, discounted documents and unsecured promissory loans rose by 34 p.p., 14 p.p. and 11
p.p. as from late April, to reach annual rates of 61.5%, 39.9% and 38.0% in early July, respectively. Rates
of personal and pledge-backed loans went up to a lesser extent: 7 p.p. to annual rates of 47.3% and 25.1%,
respectively, in the same period. In turn, rates of UVA mortgage, pledge-backed and personal loans also
grew, between 1.4 p.p. and 1.7 p.p. from April to June, to reach a monthly average of annual rates of 6.1%,
13.3% and 12.9%, respectively.

Figure 5.13 | Banking credit interest rates
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5.6.3 Deposits, loans and bank liquidity
During the exchange volatility episode, the financial system showed remarkable soundness, since deposits of
the private sector in pesos grew in nominal terms (2% monthly average seasonally-adjusted in May and
June, similarly to the monthly growth of the first quarter of 2018) and posted a slight contraction in real
terms (-0.4% monthly average seasonally-adjusted in the same period, also similar to the dynamics observed
in the first quarter of the year). Time deposits, which better mirror savings decisions, grew at an average
pace of 2.5% in nominal terms seasonally-adjusted (slightly above the growth observed in the first quarter of
2018) and they seemed to be stabilized in real terms (see Figure 5.14). In turn, deposits in dollars remained
stable at around US$ 26.2 billion (see Figure 5.14). These dynamics of bank deposits may be explained due
to the strength of financial entities in their main solvency, liquidity and risks indicators: low delinquency
rate levels, high liquidity ratios, high levels of capital compliance, and a low currency mismatch (see
Financial Stability Report –First Half 2018).
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Figure 5.14 | Private sector deposits in financial institutions, monthly averages
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Besides, the growth pace of bank loans to the private sector in pesos decelerated in May and June. Thus,
following an average monthly increase of 1.4% in real terms seasonally-adjusted in the first four months of
the year, they recorded an expansion of 0.6% in May and of 0.3% in June (see Figure 5.15). All credit lines,
except for credit card loans, posted a lesser expansion against the first quarter of 2018, with deceleration
in growth of current account advances and mortgage loans and a drop in promissory notes, pledge-backed
and personal loans (in real terms). For the next few months, it is estimated that the growth of bank loans
will be more moderate than in previous months, adjusting to a lesser aggregate demand.

Figure 5.15 | Bank loans to private sector
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Among commercial loans, in the first quarter of 2018 (latest information available) it was observed that
while the growth pace of loans to larger companies decelerated in real terms, loans to medium and small
businesses started to decrease, a trend estimated to have continued in May and June with the financial
turbulence (see Figure 5.16).
In order to relieve credit conditions and to reduce the level of interest rates faced by micro, small and
medium businesses (mipymes), the Central Bank defined several measures:30
-

Easing minimum capitals: increase from $10 million up to $30 million of the limit up to which
banks must keep $6 out of every $100 given to mipymes in credits, to encourage banks to give
loans currently requiring higher requirements.

-

Redirecting minimum reserve requirements: the possibility was defined to use funds from
allowances of minimum reserve requirements to apply them to credit lines for mipymes and to
the “Ahora 12” plan, as supplemented.

-

Discounting checks: elimination of the current 15% cap of the Adjusted Stockholders’ Equity
(RPC) to consider the discount of documents as preferred guarantee, which entails lesser
provisions for this type of transactions.
Figure 5.16 | Loans to legal persons in pesos
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Against this backdrop, the broad liquidity (deposits in current account with the BCRA, cash, net repos,
LELIQs, LEBACs and bond due 2020) relative to total deposits stood stable at around 41.5% for the
ensemble of the financial system in the second quarter of 2018. This performance was dissimilar among
different types of financial institutions. Whereas for private entities the liquidity ratio rose from 43.8% to
45.2% from March to June 2018, for public entities such ratio fell from 41.8% down to 38.1%. Among the
assets forming liquidity of the ensemble of financial institutions, a drop was observed of the share of
LELIQs upon an increase of the weight of LEBACs, the deposits in current account with the Central Bank

30

For further detail, see Communication “A” 6531.
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and the Bond due 2020 as a new asset admitted for compliance of minimum reserve requirements (see
Figure 5.17).
Figure 5.17 | Banking liquidity ratio
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Bills and coins
LELIQ
Total liquidity

% of
deposits
50
45
40
35
30

44.2

42.5

44.8 45.4 45.4 45.3 44.7

Other federal notes
Net repos
LEBAC

42.5 41.2
41.4 42.6 42.8 41.5 41.4 41.6
40.1 38.9
38.5 39.7

25
20
15

Jun‐18

May‐18

Apr‐18

Mar‐18

Feb‐18

Jan‐18

Dec‐17

Nov‐17

Oct‐17

Sep‐17

Aug‐17

Jul‐17

Jun‐17

May‐17

Apr‐17

Mar‐17

Feb‐17

Jan‐17

Dec‐16

10
5
0

Source: BCRA

56

Monetary Policy Report | July 2018

Exhibit 2 / Fiscal Consolidation and Current Account
Result
In the last two years, Argentina has undertaken a process of gradual reduction of the macroeconomic
imbalances inherited from the previous Administration. In order to sustain this gradual adjustment
process, the Argentine economy requires access to external financing during this period of transition. The
increase in the US reference interest rate in recent months resulted in a change in the conditions of access
to external financing by emerging economies, since it rendered funding cost more expensive.
Due to the contraction of the demand for Argentine assets by foreign investors, the nominal exchange rate
tended to depreciate as from last April, which will inevitably imply a faster convergence pace towards a lower
deficit of the current account balance.
Vis-à-vis these new conditions, and with a view to sustaining the gradual reduction of fiscal and external
imbalances, Argentina entered into a Stand-By Agreement for a 36-month period with the International
Monetary Fund (IMF), for the sum of US$50 billion. This agreement entails the fulfilment of a target path for
the primary budget balance in line with the gradual path towards fiscal balance.
In this new context, the following question arises: To what extent will the new fiscal convergence
path affect current account dynamics? The purpose of this Exhibit is to review the economic
literature dealing with the macroeconomic effects of fiscal consolidation measures. This review will
mainly focus on identifying the effects of such measures on the balance of the current account of the
balance of payments.
What does literature tell us?
In the last 30 years, there have been many experiences of fiscal programs tending to reduce the fiscal
deficit and the pace of indebtedness. The measures aimed at improving the sustainability of public
accounts are called “fiscal consolidation measures”—see Sutherland, Hoeller and Merola (2012)31. In the
case of emerging and developing economies, the literature shows mixed results regarding the size and
sign of the impact of fiscal consolidation measures on the main macroeconomic variables —see Leeper
(2010) and Alesina, Favero and Giavazzi (2018)32.
The mixed results offered by empirical literature are also evident when we analyze, on a comparative
basis, the effects of fiscal consolidation measures in developing and developed economies. Let’s take, for
example, the case of the effects of fiscal consolidation on the economic activity level. From a theoretical
perspective, it is possible to find opposing arguments in relation to these effects in developing economies.
For example, the liquidity restrictions faced by households and firms might endorse the hypothesis that
the contractionary effects of fiscal consolidation are more marked in this group of countries. However, it
is also possible to find arguments in the opposite direction. One example is the fact that a higher fiscal
consolidation reduces sovereign risk, with the resulting expansionary effects derived from a scenario of
greater confidence.
A highly relevant question in literature is whether or not fiscal deficit reduction will lower current account
imbalances. This is probably the case with the highest consensus in literature. In fact, there is extensive
evidence in the sense that a higher fiscal consolidation reduces the current account deficit. This question is
closely related to the twin deficits hypothesis, used to explain the experience of the United States during
Sutherland, D., P. Hoeller and R. Merola (2012), "Fiscal Consolidation: How Much, How Fast and by What Means?", OECD Economic
Policy Papers, No. 1, OECD Publishing, Paris.
32 Leeper E. M. (2010), “Monetary Science, Fiscal Alchemy”, NBER WP 16510.
Alesina, Alberto, Carlo Favero, and Francesco Giavazzi (2018). “What do we know about the effects of austerity?” Working Paper.
Harvard University.
31
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the 1980s, referring to the notion that fiscal deficit and current account deficit move in the
same direction.
One of the implications of the open economy macroeconomics models with non-Ricardian characteristics is
that fiscal consolidation might lead to a real depreciation of the exchange rate, accompanied by an
improvement in the current account balance. Conversely, fiscal expansions result in an appreciation of the
real exchange rate and a deterioration of the current account balance. These predictions are consistent with
the twin deficits hypothesis. On the basis of this perspective, fiscal consolidation measures
should reduce current account deficits. However, like in the case of the effects on the remaining
macroeconomic variables, evidence is inconclusive regarding the size of the effects. For example, in fiscal
consolidation processes driven by a decrease of public spending, a reduction of the current account
imbalance is likely to occur. However, this effect could be partially lessened if the implementation of the
fiscal consolidation measures resulted in greater confidence in the economic dynamics that may invigorate
real investment decisions.
As suggested in the previous example, there are many reasons why the size of the effects on the current
account is inconclusive. A first element to consider is the breadth of the factors affecting the size of the
fiscal multipliers such as, among others, the level of economic development, the foreign exchange regime,
the degree of trade openness, the level of public indebtedness and the size of the informal economy —see
Ilzetzki, Mendoza and Végh (2013)33.
A second element lies in determining whether the fiscal consolidation is driven by a reduction of spending
or an increase of taxes—see Alesina et al. (2018). Lastly, an element that limits the comparison of
empirical results is the diversity of methodologies used for both the identification of consolidation
experiences and the econometrics used to measure their impacts.
In a recent paper, Yan Carrière-Swallow and Leigh (2018)34 use a homogenized criterion for the
identification of fiscal consolidation experiences in the Latin American economies in the period between
1989 and 2016. Using the same criteria, they identify consolidation experiences in advanced economies.
With the sample obtained, the authors analyze, on a comparison basis, the accumulated effects during a twoyear term of the fiscal consolidation measures on a series of macroeconomic variables.
In the sample used for the Latin American countries, the authors have found that fiscal consolidation
improves the current account balance, in line with the results provided by the literature in the case of
advanced economies —see for example Bluedorn and Leigh (2011)35—, thus supporting the twin deficits
hypothesis. Regarding the size of the effects, they have found that the magnitude of the fiscal consolidation
effects on the current account is much larger in the Latin American economies sample than in the advanced
economies sample. According to the authors, for the economies of the region, a fiscal
consolidation of 1% of GDP entails an accumulated improvement of the current account
balance of around 0.8% in a two-year horizon. In the case of advanced economies, the
accumulated improvement for the same period amounts to around 0.5% of GDP.

Ilzetzki, E., E. Mendoza and C.A. Végh. 2013. “How big (small?) are fiscal multipliers?” Journal of Monetary Economics 60: 239–54.
Yan Carrière-Swallow, Antonio C. David, and Daniel Leigh (2018). “The Macroeconomic Effects of Fiscal Consolidation in Emerging
Economies: Evidence from Latin America”. IMF Working Paper. WP/18/142.
35 Bluedorn, J. and D. Leigh. (2011). “Revisiting the Twin Deficits Hypothesis: The Effect of Fiscal Consolidation on the Current
Account,” IMF Economic Review 59(4): 582–602.
33
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Abbreviations and Acronyms
€: Euro
AFCP: Asociación de Fabricantes de Cemento
Portland
AFIP: Administración Federal de Ingresos
Públicos. Federal Administration of Public
Revenues
APR: Annual percentage rate
AUH: Asignación Universal por Hijo. Universal
Child Allowance
Avg.: Average
BADLAR: Buenos Aires Deposits of Large
Amount Rate (Interest rates for deposits over 1
million pesos for terms of 30-to-35 days)
BCBA: Bolsa de Comercio de Buenos Aires. Buenos
Aires Exchange
BCRA: Banco Central de la República Argentina.
Central Bank of Argentina
b.p.: basis points
CABA: Ciudad Autónoma de Buenos Aires.
Autonomous City of Buenos Aires
Bontes: Bonos del Tesoro. National Treasury
bonds
CEMBI+: Corporate Emerging Market Bond
Index Plus
CEMBI+AR: Corporate Emerging Market Bond
Index Plus Argentina
CER: Coeficiente de Estabilización de Referencia.
Reference Stabilization Coefficient
Chg.: Change
CNV: Comisión Nacional de Valores. National
Securities Commision
CSJN: Corte Suprema de Justicia de la Nación.
National Supreme Court of Justice
DJVE: Declaraciones Juradas de Ventas al
Exterior. Export Sales Affidavit
ECB: Banco Central Europeo. European Central
Bank
ECLAC: Economic Commission for Latin America
and the Caribbean
EDP: Equipo Durable de Producción. Production
durable equipment
EMAE: Estimador Mensual de la Actividad
Económica. Monthly Economic Activity Indicator
EMBI+: Emerging Markets Bond Index Plus
EMBI+AR: Emerging Markets Bond Index Plus
Argentina
EMBIG: Emerging Market Bond Index Global
EPH: Encuesta Permanente de Hogares.
Permanent household survey

f: Forecast
Fed: United States Federal Reserve
FIEL: Fundación de Investigaciones Económicas
Latinoamericanas
FOB: Free on Board
FOMC: Comité Federal de Mercado Abierto.
Federal Open Market Committee
GBA: Gran Buenos Aires. Greater Buenos Aires
GDP: Gross domestic product
IAMC: Instituto Argentino de Mercado de
Capitales
IBIF: Inversión Bruta Interna Fija. Gross
domestic fixed investment
ICC: Índice de Confianza del Consumidor
elaborado por la Universidad Torcuato Di Tella.
Consumer Confidence Index computed by the
Torcuato Di Tella University
ICC-INDEC: Índice del Costo de la Construcción.
Construction Cost Index
IGA-OJF: Índice General de Actividad de
Orlando J. Ferreres. General Activity Index
released by Orlando J. Ferreres
ILA: Índice Líder de la Actividad. Leading Activity
Index
IMF: International Monetary Fund
INDEC: Instituto Nacional de Estadística y
Censos. National Institute of Statistics and
Censuses
INML: Índice de Novillos del Mercado de Liniers
IPC CABA: Índice de Precios al Consumidor de la
Ciudad de Buenos Aires. Consumer price index for the
City of Buenos Aires
IPC GBA: Índice de Precios al Consumidor del Gran
Buenos Aires. Greater Buenos Aires Consumer price
index
IPC-NP: Indicador Nacional Ponderado. Weighted
national consumer price index
IPC San Luis: Índice de Precios al Consumidor de la
Provincia de San Luis. Consumer price index for the
Province of San Luis
IPIB: Índice de Precios Internos Básicos. Basic
industrial price index
IPIM: Índice de Precios Internos al Por Mayor.
Domestic wholesale price index
IPMP: Índice de Precios de las Materias Primas.
Commodity price index
IPOM: Informe de Política Monetaria. Monetary
Policy Report
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ITCRM: Índice de Tipo de Cambio Real
Multilateral. Real Multilateral Exchange Rate Index
LAC: Latin American Consensus Forecasts
LEBAC: Letras del Banco Central. BCRA bills
LELIQ: Central Bank Liquidity bills
LFPIF: Línea de financiamiento para la
producción y la inclusión financiera
M2: Billetes y monedas + cuasimonedas en
circulación + cuentas corrientes en $ y cajas de
ahorro en $. Notes and coins + quasimonies + $
savings and current accounts
m.a.: moving average
MATBA: Mercado a Término de Buenos Aires
MERVAL: Mercado de Valores de Buenos Aires
MIP: Matriz insumo-producto. Input-output
matrix
MOA: Manufacturas de Origen Agropecuario.
Manufactures of agricultural origin
MOI: Manufacturas de Origen Industrial.
Manufactures of industrial origin
MSCI: Morgan Stanley Capital International Index
MTEySS: Ministerio de Trabajo, Empleo y
Seguridad Social. Ministry of Labor, Employment
and Social Security
MULC: Mercado Único y Libre de Cambios.
Single free exchange market
National IPC: Índice de Precios al Consumidor
Nacional. National consumer price index
NOBAC: Notas del Banco Central. BCRA notes
OPEC: Organization of the Petroleum Exporting
Countries
p.p.: Percentage points
PCP-BCRA: Predicción contemporánea del BCRA

PMI: Purchasing Managers’ Index
PP: Productos primaries. Primary products
R$: Brazilian Real
REM: Relevamiento de Expectativas de Mercado.
Market Expectations Survey
REPO: Repurchase Agreement
ROE: Registros de Operaciones de Exportación.
Export operations records
Rueda REPO: Tasa de interés promedio de las
operaciones a 1 día hábil entre entidades financieras
en el mercado garantizado
s.a.: Seasonally adjusted
TFP: Productividad total de los factores. Total
factor productivity
TN: Tesoro Nacional. National Treasury
UCI: Utilización de la capacidad instalada.
Installed capacity utilization
US$: United States Dollar
UTA: Unión Tranviarios Automotores
UTDT: Universidad Torcuato Di Tella. Torcuato
Di Tella University
UVA: Unidad de Valor Adquisitivo. Acquisition
Value Unit
VAR: Modelo de Vectores Autorregresivos. Vector
Autorregresive Models
VAT: Value added tax
VBP: valor bruto de producción. Gross production
value
y.o.y.: year-on-year
YPF SA: Yacimientos Petrolíferos Fiscales
Sociedad Anónima
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