Single Free Exchange Market (MULC) Transactions and the Foreign Exchange
Balance in the Second Quarter of 2007
Highlights
 In the second quarter of 2007, transactions by authorized institutions with their customers in the
MULC showed a USD 5.745 bn surplus, against a backdrop of record harvests and favorable
international prices for agricultural commodities. This was record high since the inception of the
MULC in February 2002 and almost doubled the surplus for the second quarter of 2006.
 External revenues in the second quarter of the year are seasonally high, mainly due to exports
of coarse grains and, to a lesser extent, to the residents’ surrender of foreign exchange to pay
taxes.
 The y.o.y. increase was mainly due to higher net income from goods traded and financial loans,
and to the reversal in the flows of nonfinancial private sector (NFPS) unrestricted foreign assets,
that went from a net demand for to a net supply of funds.
 With the quarter surplus, authorized institutions’ transactions with their customers in the MULC
have shown positive results for twenty quarters in a row, and trading transactions are still the
main source of foreign currency.
 The record surplus in the MULC was offset by an unprecedented quarterly growth of BCRA
international reserves. BCRA net foreign purchases in the MULC were the main driving force
behind that growth.
 The volume traded in the MULC was record high for the third quarter running, adding up to USD
81.767 bn —27 percent above the record figure for the previous quarter and 45 percent higher
y.o.y.
 The foreign exchange balance current account also showed a record surplus since the inception
of the MULC, with USD 4.68 bn of net income, i.e., 23 percent higher y.o.y.
 Goods export receipts amounted to USD 13.93 bn (19 percent higher y.o.y.), while goods import
payments totaled some USD 8.607 bn (21 percent higher y.o.y.). They were both record high in
quarterly terms.
 The foreign exchange capital and financial account yielded USD 1.669 bn worth of net income.
This surplus originated in both public and private sector net income.
 The NFPS foreign exchange capital and financial account increased by some USD 750 m y.o.y.,
mainly due to the reversal in net flows of unrestricted foreign assets, that went from a net
demand for to a net supply of funds, and the higher net disbursements of financial loans,
especially on account of income from the placement of negotiable instruments.
 The placement of BONAR by the Federal Government and the issuance of public securities by
local governments resulted in public net capital inflows.
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I) Single Free Exchange Market (MULC) Transactions
I) a. Foreign exchange transactions by authorized institutions with their customers
and change in BCRA international reserves
In the second quarter of 2007, transactions by authorized institutions with their
customers in the MULC showed a USD 5.745 bn surplus, against a backdrop of record
harvests and favorable international prices for agricultural commodities. This was record high
since the inception of the MULC in February 2002 and almost doubled the surplus for the
second quarter of 2006 (USD 3.876 bn).
External revenues in the second quarter of the year are seasonally high, mainly due to
exports of coarse grains and, to a lesser extent, to the residents’ surrender of foreign
exchange to pay taxes.
Against this backdrop, the goods trade surplus reached a record high level in the
quarter. Furthermore, in addition to the usual income from services and nonresident direct
investment, it is worth mentioning the repatriation of NFPS unrestricted foreign assets and
the new disbursement of financial loans,1 especially through the placement of negotiable
instruments.
These inflows were partly offset by the net outflows to build up NFPS foreign assets for
specific purposes,2 income, and the Ministry of Finance purchases of foreign exchange in
the MULC.3

As can be seen in the preceding chart, and just as in the first quarter of the year, the
significant y.o.y. (USD 1.87 bn) increase in the surplus was basically due to higher net
income from goods traded and financial loans, and to the reversal in the flows of NFPS
unrestricted foreign assets, that went from a net demand for to a net supply of funds.

1

Including loans granted by international agencies through the MULC.
Funds used for specific purposes, such as the payment of external liabilities, the primary subscription of
Treasury securities, or direct investment abroad.
3
A breakdown of transactions in the MULC can be found at the BCRA website (www.bcra.gov.ar) under
“Exchange market” within “Statistics > Exchange.”
2
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In turn, the Ministry of Finance increased its foreign exchange purchases in the MULC
on a y.o.y. basis, going from USD 80 m to USD 309 m, although the figure dropped by
approximately 50 percent from the USD 619 m recorded in the first quarter of 2007.
With the quarter surplus, authorized institutions’ transactions with their customers in the
MULC have shown positive results for twenty quarters in a row and, as evidenced by
previous reports, trading transactions are still the main source of foreign currency.
The record surplus in the MULC was offset by an unprecedented quarterly growth of
BCRA international reserves. In line with previous periods, BCRA net foreign purchases in
the foreign exchange market (amounting to some USD 5.38 bn) were the main driving force
behind international reserve growth (USD 6.308 bn).

The growth of international reserves —37 percent higher than the previous record, in
the first quarter of 2007— was record high in quarterly terms. By the end of June, the stock
of international reserves reached a new record at USD 43.157 bn. This was approximately
USD 17.7 bn higher y.o.y. and virtually five times the minimum levels of mid-2002.
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I) b. Volume traded in the Single Free Exchange Market
In line with growing activity and trade flows, the total volume traded in the Single Free
Exchange Market was record high for the third quarter in a row at USD 81.767 bn,4 that is,
USD 17.2 bn (27 percent) higher than the previous quarter record and USD 25.45 bn (45
percent) higher y.o.y.The daily average volume traded in the quarter hovered around USD
1.386 bn. This entailed a USD 500 m growth in daily exchange transactions against the
second quarter of 2006.
As can be seen in the following chart, this significant growth was reflected in every type
of transaction, including two new records —transactions by authorized institutions with their
customers and among financial and exchange institutions.

4

Includes the volume traded by institutions authorized to trade in foreign exchange with their customers,
among authorized institutions, and between these institutions and the BCRA.
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The volume traded by authorized institutions with their customers (USD 49.2 bn) was
33 percent (USD 12.21 bn) higher y.o.y. These operations accounted for 60 percent of the
total volume traded, decreasing by 8 percentage points, as a result of a higher share of
transactions among authorized institutions. The top 10 institutions, accounting for only 7
percent of the 135 institutions authorized to trade in foreign exchange, concentrated almost
70 percent (USD 34.73 bn) of the volume traded with customers.
These transactions between institutions and their customers entailed a daily average of
USD 834 m and a transaction average of around USD 10,000 (USD 9,943), excluding the
sale of financial institutions’ securities (Communication “A” 4308 and supplementary
communications). This average was almost 32 percent higher y.o.y.
Broken down by institution type, 63 percent (USD 31.515 bn) of the volume traded with
customers was concentrated by foreign private banks, with a share 5 percentage points
smaller y.o.y. The difference was attracted by domestic private banks, with 25 percent (USD
12.17 bn) of the volume, and by public banks, with 9 percent (USD 4.19 bn), increasing their
shares by 3 and 2 percentage points, respectively. Exchange houses continued to have a 3
percent relative share (USD 1.33 bn) in the total volume traded.

Transactions among financial and exchange institutions hit a new record in the second
quarter of 2007 at around USD 26.43 bn —72 percent (USD 11.062 bn) above the record in
the second quarter of 2006 (USD 15.364 bn). Thus, their share in total transactions
increased 7 pp y.o.y. The daily amount traded among authorized institutions averaged USD
450 m.
Finally, the volume traded between authorized institutions and the BCRA reached 8
percent in the quarter under review, a similar percentage to that recorded in the second
quarter of 2006.

II) The foreign exchange balance5
There was also a historical record surplus in the foreign exchange balance current
account, with net income amounting to USD 4.68 bn, 23 percent higher y.o.y. Just as in the
first quarter, this considerable growth is largely due to a higher net income from the trade in
goods.
The foreign exchange capital and financial account yielded USD 1.669 bn worth of net
income, offsetting the net USD 45 m outflow of the second quarter of 2006.
5

Includes transactions conducted through the MULC and the Central Bank.
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All in all, the record foreign exchange current account surplus for this quarter, plus the
considerable capital and financial income, resulted in a record quarterly growth of BCRA
international reserves.
II) a. The foreign exchange current account
The foreign exchange current account surplus for the last twelve months at the close of
the second quarter of 2007 represented 5.2 percent of the Gross Domestic Product (GDP).
This ratio is still above the one obtained when taking the current account of the balance of
payments into consideration,6 which would represent around 3.5 percent of GDP.7

III) a.1. Trade in goods
In the second quarter of 2007, with record export receipts and import payments, net
foreign exchange inflows resulting from the trade in goods totaled USD 5.323 bn, a record
figure that grew by 15 percent (some USD 700 m) y.o.y.
6

The adjusted current account of the “Current Account of the Balance of Payments” chart represents the
current account result considering interest that would have accrued on the public debt if the restructuring
process had been closed on December 31, 2003.
7
See “Main differences between the balance of payments and the foreign exchange balance,” available at the
BCRA website, under Statistics and Indicators > Foreign Exchange Variables > Foreign Exchange Market.
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II) a.1.1. Goods export receipts
In line with historically high goods exports, in the second quarter of 2007, goods export
receipts came to USD 13.93 bn, the highest level in quarterly terms, growing by 19 percent
y.o.y. and entailing foreign exchange inflows USD 2.2 bn higher y.o.y.

During the second quarter, when the largest part of the season’s harvests is exported
(basically, soy and its by-products, and the remainder of corn and sunflower harvests), the
grain and oilseed sector exhibited record revenues amounting to USD 5.543 bn, which
implied a major growth from previous years (25 percent y.o.y., 20 percent against 2005 and
37 percent against 2004).
These record settlements are in line with historically high domestic harvests, estimated
at 94 million tons for the 2006-2007 season8, with favorable international prices for
agricultural commodities.

8

As estimated by the Secretariat of Agriculture, Livestock, Fisheries and Foodstuffs.
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In addition, it is worth mentioning that in the first half of 2007, sectoral exports grew (by
29 percent) more than settlements in the foreign exchange market (22 percent), and
therefore the ratio between both came to “1 to 1,” unlike the previous 2 years. The sectoral
trade debt also exhibited some stability in the period under review.

Taken together, the other sectors also showed the highest level of goods export
receipts —USD 8.387 bn in the quarter—, growing by 14 percent y.o.y.
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The second most important sector was the food, beverage and tobacco sector, with
some USD 1.3 bn worth of income (and a 18 percent y.o.y. growth). Thirdly, in line with the
significant dynamism of its exports both of finished vehicles and spare parts, especially to
the rest of Latin America, the automotive industry recorded USD 1.24 bn worth of receipts,
with 23 percent y.o.y. growth.
The oil sector, however, had the lowest level of export receipts in the past year and a
half —some USD 1.15 bn—, dropping by 17 percent y.o.y.This figure corresponded to
around 70 percent of shipments made in the quarter. It is worth remembering that the oil
sector, partly exempt from statutory repatriation and settlement of foreign exchange, had
recorded USD 1.4 bn worth of receipts in the first quarter of 2007, a record figure that was
similar to the value of its external sales for that period.
Export receipts for the other exempt sector, the mining industry, came to USD 563 m,
thus doubling the figure y.o.y. This figure, which is considerably higher than its goods
exports (some USD 200 m) was due to specific income to meet the period’s taxes.
New pre-export financing granted by local banks amounted to USD 1.555 bn, USD 70
m lower than the record in the first quarter of 2007 and almost USD 250 m higher y.o.y.

As shown in the above chart, 41 percent was granted by foreign private banks
(reducing their share by 8 pp y.o.y.), while 33 percent and 26 percent were concentrated by
domestic public and private banks, respectively.
9

The sector that most benefited from this type of financing continued being the grain and
oilseed sector, with USD 670 m. The next sectors were the oil sector and the food and
chemical industries, with USD 190 m, USD 180 m, and USD 140 m, respectively, accounting
for over 75 percent of pre-export financing from local banks.
II) a.1.2. Goods import payments
In the framework of growing activity and in line with the upward trend in shipments
reflected in foreign trade statistics, goods import payments through the foreign exchange
market totaled a record USD 8.607 bn, growing by 21 percent y.o.y.

The considerable y.o.y. growth of total payments was reflected in virtually all importing
sectors, in line with higher foreign purchases of all types of goods.
The automotive industry continued to lead import payments with almost USD 2 bn (30
percent higher y.o.y.), consistently with the significant dynamism exhibited by its purchases.

The next two sectors in terms of share in total payments, i.e., trade and the chemical,
rubber and plastic industry, also showed considerable growth, reaching record sectoral
levels (USD 1.672 bn and USD 1.291 bn, respectively). As mentioned in previous reports,
the major recovery in consumer goods inflows and the purchase of different supplies for the
domestic industry, whether chemical or plastic products, account for these sectors’
considerable flows.
10

II) a.2. Services
In the second quarter of 2007, net services income totaled USD 138 m, a similar figure
to that of the second quarter of 2006. There was a significant decrease of almost USD 270 m
from the previous quarter, with drops in all net items, especially tourism and travel.

II) a.3. Income
In the second quarter of 2007, income transactions resulted in net outflows worth USD
965 m, as a consequence of net interest payments worth USD 369 m (around USD 150 m
less than in the second quarter of 2006) and net profit and dividend payments amounting to
USD 596 m.

As can be seen in the following chart, higher income from interest of the public sector
and the BCRA, basically resulting from the higher income from the yield of Central Bank
reserve assets, were the main reason for the lesser net interest payments against the same
quarter of 2006.
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The public sector made interest payments worth USD 440 m, broken down into
payments to international agencies (USD 150 m) and payments on coupons on the debt in
foreign currency that was issued after the exchange, among which are April payments on
BODEN 2015 (USD 45 m) and BODEN 2013 (USD 29 m), and June payments on Discount
bonds (USD 134 m).
In turn, the private sector made payments amounting to some USD 400 m, virtually the
same as in the second quarter of 2006. These payments represented almost three fourths of
interest due in the period, as reflected in the sector's survey on debt securities.9
The sector that paid more interest in the quarter was the communications sector, with
USD 103 m, that were almost wholly settled through the foreign exchange market. In
addition, payments by financial institutions stood out at USD 83 m (also settled through the
foreign exchange market) and by the oil sector, that paid almost USD 50 m, both through the
foreign exchange market and with funds abroad.

Lastly, profit and dividend and other income payments were made in the quarter
through the foreign exchange market. Among these payments, payments by the
metalworking sector (worth almost USD 230 m, largely matched with export receipts), by
chemical companies (worth 105 m), and by companies in the paper industry (worth some
USD 50 m).
II) b. The foreign exchange capital and financial account
9

Survey of debt securities and other external liabilities regulated by Communication “A” 3602.
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As in the first quarter of the year, the considerable surplus of the foreign exchange
capital and financial account originated in both private and public sector/BCRA net income.
The change of around USD 1.7 bn from the USD 45 m deficit in the second quarter of
2006 was mainly due to higher NFPS net income and the net placement of public sector debt
securities.

II) b.I. The nonfinancial private sector foreign exchange capital and financial account
In the second quarter of 2007, the NFPS capital and financial account surplus came to
some USD 747 m, mainly due to the net disbursement of financial loans and the net income
from nonresident direct investment and unrestricted foreign assets, partly offset by the
demand for foreign assets for specific purposes.

As can be seen in the preceding chart, the y.o.y. surplus increase was basically due to
the reversal in net flows of NFPS unrestricted foreign assets, that went from a net demand
for to a net supply of funds, and the higher net disbursements of financial loans, especially
on account of income from the placement of negotiable instruments.
Nonfinancial private sector net foreign asset accumulation in the foreign exchange
market
In the second quarter of 2007, NFPS net foreign asset accumulation came to around
USD 400 m, due to a demand for USD 608 m worth of funds that must be regulatorily
13

applied to specific purposes, partly offset by a net supply of unrestricted foreign assets worth
USD 209 m.

As in the first quarter of the year, this net supply of unrestricted foreign assets was
channeled through the net repatriation of resident investment abroad, worth approximately a
record USD 1.1 bn, which continued to be the reason for the reversal in the net demand
throughout 2006.
The significant increase in the net supply of foreign exchange for foreign assets was
due to the increased gross repatriations by residents which, as shown in the following chart,
reached a record figure of almost USD 2.1 bn in the quarter.

In turn, there was a continued net demand for foreign currency notes by residents
(some USD 882 m), partly cushioning the net supply of unrestricted foreign assets. It is worth
mentioning that, as pointed out in previous reports, part of the demand for bills in the MULC
returns to the financial system in the form of domestic deposits in foreign currency.
As regards the purchase of foreign assets that must be regulatorily applied to specific
purposes, the purchase of foreign currency by the electricity sector to make future import
payments (some USD 200 m), by the oil sector (around USD 190 m) in the framework of
14

more flexible exchange rates to purchase foreign companies,10 and by the insurance sector
(USD 120 m) sectors, and by other residents (some USD 200 m), mainly institutional
investors, for the primary subscription of federal government securities (see section II.B.III).
Furthermore, some companies in the communications sector used USD 220 m to make both
principal and interest payments on their liabilities, having purchased USD 93 m in the
quarter.
Financial loan flow s
As observed since late 2005, in the second quarter of 2007 there were net
disbursements through the MULC related to the sector’s financial debt. New income totaled
some USD 2.2 bn, which, together with principal settlement of around USD 1.68 bn, resulted
in USD 520 m worth of income.
As pointed out in previous reports, the structure favoring domestic credit in foreign
currency (record high in the MULC) and medium- and long-term foreign financing continued
to be kept.

Among new disbursements, there were record inflows from the primary issuance of
negotiable instruments, totaling USD 1.344 bn, USD 790 m of which were matched with debt
settlements.

10

Communication "A" 4669.
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Outstanding income from the placement of negotiable instruments related to a gas
company —USD 500 m— (simultaneous settlement of liabilities), a paper company —USD
216 m— (matched with a USD 200 m payment) and the oil sector —USD 200 m.
Other outstanding principal settlements in the quarter related to the communications
sector —around USD 180 m—, which used funds already accumulated abroad.

Income from securities transactions
As to financial institutions’ purchase and sale of securities payable in foreign currency
in the framework of Communication “A” 4308 and supplementary communications, in the
second quarter of 2007 net inflows amounted to USD 131 m.11

In turn, the volume traded was similar to the previous quarter, and remained below the
record volume traded in the first quarter of 2006.
Nonresident investment
11

These transactions relate to nonfinancial private sector residents or nonresidents. In the MULC, they are
recorded under the institution’s name.
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Net income from NFPS nonresident direct investment in the quarter amounted to USD
483 m, growing by USD 140 m (41 percent) y.o.y. and continuing the quarter-over-quarter
increasing trend of last year.
The most outstanding investment in the quarter were made by the foodstuff industry
(USD 43 m), trade (USD 42 m), and the mining industry (USD 40 m).

There were no significant settlements on account of nonresident portfolio investment —
they came to USD 10 m in the quarter, subject to the statutory interest-free one-year deposit
of 30 percent of their income pursuant to Executive Order 616/05.
II) b.II. The financial sector foreign exchange capital and financial account
The General Exchange Position and forw ard positions
In the second quarter of 2007, there was a record USD 406 m increase in the financial
sector’s liquid foreign asset holdings making up its General Exchange Position (GEP), which
absorbed part of the surplus from transactions with customers, as seen in section I.a).
Consequently, in late June 2007, the financial institutions' GEP stock was at its highest
—USD 1.018 bn, equivalent to around 42 percent of the ceiling set in current regulations
(USD 2.421 bn).
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It is worth mentioning that around USD 500 m (50 percent) is in the form of foreign
currency bills, which are used by institutions to meet the needs of exchange operations and
the fluctuations in domestic deposits in foreign currency.
As to transactions in forward markets,12 by the end of the second quarter all financial
institutions’ short position had totaled USD 310 m, over two and a half times higher than by
the end of the previous quarter (USD 84 m) and almost doubling the position exhibited on
06/30/06 (USD 106 m).

As shown in the preceding chart, this short position was due to the foreign banks' and,
to a lesser extent, to the public banks’ strong short position in the forward and
institutionalized markets (MAE and ROFEX), partly offset by the local private banks' long
position.
Lastly, as seen in the chart below, more than 75 percent of forward market transactions
performed by financial institutions mature in the immediately subsequent quarter.

Financial loans and other capital flow s

12

These data are derived from the reporting system implemented through Communication "A" 4196 and
supplementary communications.
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In the second quarter of 2007, financial institutions got the highest amount of net
financial loan disbursements in the MULC —some USD 420 m—, stopping the process of
net settlements through the foreign exchange market started in late 2005.
In the framework of sustained growth of domestic credit, both in pre-export financing
and other types of financing in Argentine pesos and/or foreign currency, several financial
institutions, as well as the NFPS, turned to the capital market for medium- and long-term
funding. Thus, they generated inflows into the foreign exchange market as a result of
settlements of funds from the placement of negotiable instruments worth around USD 370
m.13
Furthermore, the institutions received the highest quarterly amount of foreign direct
investment contributions —USD 115 m.
II) b.III. The public sector and BCRA’s foreign exchange capital and financial account
For the third quarter in a row, the public sector and the BCRA exhibited a surplus
foreign exchange capital and financial account, adding up to USD 1.505 bn.

This surplus was basically due to income from the federal government issuing debt
securities equivalent to USD 1.677 bn (actual value) and provincial securities for USD 425
m. These inflows were partly offset by the net payments to international agencies totaling
approximately USD 360 m14 and payments of coupons on the principal amount of public
securities for around USD 270 m.
The National Treasury resorted twice to the market to place BONAR X (in USD) bonds:
in April it received fresh funds amounting to USD 677 m, and in May, funds worth USD 682
m (both, actual value). In addition, in June it auctioned BONAR V (in ARS) bonds, managing
to place debt securities worth ARS 1.5 bn (nominal value). Out of that amount, nonresidents
subscribed the equivalent of USD 318 m (actual value).15

13

By virtue of Communication “A” 4604, and for a term not exceeding 365 days, financial institutions may hold
in their correspondent accounts funds from financial debt placements or shares issued abroad as third-party
outstanding transfers.
14
Including transactions directly performed by the BCRA and those through the MULC.
15
Investors had the possibility of choosing between subscription in foreign currency, converting the amount to
Argentine pesos at a specific exchange rate, and subscription in Argentine pesos. In the latter case,
nonresidents had to perform the exchange transaction for “portfolio investment exempt from the statutory
deposit established in Executive Order 616/2005.” However, there were no such cases.
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As in previous subscriptions of BONARs, the largest part of funds was contributed by
nonresident investors. During the auctions of dollar-denominated bonds, residents (basically
financial institutions and institutional investors) subscribed USD 387 m, USD 250 m of which
entailed a demand for foreign currency through the MULC.

CENTRAL BANK OF ARGENTINA
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