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Noverber 24, 1950
To: tembers of the Executive Board
Froms The Secretary

Subject: Argentina - Reouest for Stund-by Arvanzoment

Attached for consideration by the Executive Directors is =
request Irom Argentinn Tor a stenG-by arrangement, tegether with the
stzfl's analysis and reccumendetion., The text of the preposed stand-by
errencerent ls annexed,

Tuis subject will be placed on an early agcnda,

Att:(1)
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CONFIDENTIAL

LINTERNATIONAL MONETARY FUND

Argentina--Request for Stand-hy Arrangemeqﬁ

Prepared by the Vestern Hemisphere Depertment

(In concultation with the Legal Department
and the Office of the Treasurer)

Approved by G. A, Costanzo

November 24, 1959

uested a stand-by arrengement
for an emount eguivalent to US$L00 million, augmented by the amount of
any repurchases of purchases under the stand-by arrangement, for a
reriod of' one year. The stand-by arrangement is requested for the sup-
rort of the stabilization policies Tor Tiscal 1956-60, described in the
Jetter annexed to the proposed stand-by arrangement (see Attachzent).

he Government of Argentina has rea

Argenting became & member of the Fund with an original quota of
US$150 million on Scptember 20, 1956. 7The first transaction with the
Fund was in April 1957, when the Fund acreed %o a draving ol USSTS mil-
lion, In April 1958, the Fund agreed to a postponement of & repurchase
obligation equivalent to USZG2.2 million incurred by Argentina as of
April 30, 1957, under Article V, Section 7(b). The repurchase schedule
thus agreed was as follows: US$10 million before Aprild 30, 1960;
US4T7.5 million before October 31, 1960; USR5 million in 1961; and the
balance of approximately US$20 million before April 30, 1982, 1In
Decenber 1953, Argentina entered into a stand-by errangement vith the
Fund in the amount of US&75 million for one year. A total of US339,
million has been purchased under this arrengement and & further Usa#3
million hes been requested and is expected to be drawm prior to the
effective date of the proposed new stend-by arrangement. On Noveuber 20,
1959, Argentine consented to an increase in its Fund quota to Uss280
million under the Fourth Resolution of the Board of Governors. The ad-
ditional gold and currency subscription payment under the inereased
quota is expected to have been eempleted prior to the Executive Board's
consideration of the proposed stand~by arrangement, The proposed
stond-by arrangement could increase the Fuad's holdings of Argentine
pesos to a maximum of 152,7 per cent of the new guota, Vith the
scheduled repurchases for 1960, the Fund's holdings of Argentine pesos
could increase to a meximum of 146.k4 per cent of such quota.

The draft of the proposed stand-by arrangement, which is accep-
table to Argentine, is set forth in the Attachment. Under paragraph
L or the proposed arrangement, Argentina would heve the right for a
period of one year to purchase currencies of Fund members up to an
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amount of $L00 iwillion, augmented at Argentina's option by amcunts equiv-
alent to repurchases in respect of purchascs under the propesed stond-by
arrangement. The utilization of the §1CO million is phased as fcllovs:

©30 million in the first 60 days of the stand-by arranccment and there-
after $7 wmillion per month. 'the phasing o' drawings under the stond-by
rrangement is on a cumulative basis, so that any amounts not drawn in
any period are carried forward. For example, if Argentina malies no L
dravings in the first 60 days, it would have the right to draw $37 wmil-

lion in the third menth. -

Arpgentina's basic econcmic situation and the main elements of the
1959-60 finenciel program are discussed in SM/SQ/YH. The policies and
intentions of the Argentine Government, in support o which a stond-by
arrangement is beling requested of the Fund, are set forth in the letter
to the Meneging Director from the Minister of Iconomy of Argenting,
w¥iich, as elready indicated, is annexed to the proposed stand-by
arrangenent,

Argertina requires foreign balance of payments loans of approxi-
metely $225 million to support its stabilizabion progzran in the liccal
year 1959-C0 (i.e., Hovember 1, 195G--Cetober 31, 1960). Ac indicated
nbove, under the proposed stand-by arrangerent Argentina, suvjcet to the
terns of the stand-by arrencement and the annexed letler, would have the
right to drav up to 5LCO million., Other balance of paynents loans are
being negotiated with private cormercial tanks in Durope cad the United
GEtlates, In addition to these foreign banks, Argenting is seeXing an #
exchange stabilizotion eredit from the United States Treasury and long-
ternm credits ircw the United States Fxvort- Import Bank and Levelopment
Loan Fund to finance specifie investment projects inecluded in the Cen-
tral Government's budget for 1959-360.

The followingz decision is recommended by the staff for the con-
sideratlon of the Executive Board:

Argentina has requested a stand-by arrangement with the
Fund., The Tund agrees to the request, arproves the stand-by
grrangement attachsd o EBS/59/105,and grants the necessary
valver under Article V, Section &, of the Articles of '
Agreement,

T e rrtm . s
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Stend-by Arvoncemeni--Arrenting

1. Annexed hereto is a letter doted Novenber 18, 1959, frem the
Minister of Econemy of Argenting whicii scts forth the policies and
intentions which the authorities of Argentina will pursue,

2. In consideration of the policies end intentions set Torth in

the amnexed letter and the need for fincneial asgsistance for the smooth

operation of the present exchance systen and for temporary bolonce of
payments purncses, the International moretory fund agrees to a stond-
by arrangement to support these policies end inventions,

3. The Central Bank of thce Argentine Republic will avoid exces-
sive varigtions in the exchange merket arising from temporary factors,
bus Wikl not counter the fundemental trend of the market.

h., Tor o reriod of onec year from Decenber ; 1959, Argeontina
will have the right, unless the Fund cives Argentine notice to the
contrary, to purchuse the currencies of othcr members from the Fund in
exchange for its own currency in an anount of 5100 nillion, susrented
oy cwounts equivelent to repurchases in respect ol purchases under
this. stend-by errangement, unless when any such repurchase is made
Argentina inforns the Fund that it does rot wish the stand-by arrange-
ment to be auguonted by the emount of that repurchase; provided that
purchases under this stend-by arrongement shall not, without the con-
sent of the Fund, exceed ithe equivalent of $30 million in the first
€0 days and thercafter a culative total equivelent to $30 millicen
plus $7 million per month, augnented by the amounts of any repurchases
in respect of purciasses under this stend-by srrangement,

5. Argentina will pay charges for this stand~by arrangerent in
accordance with the decisions of the Fund of' December 23, 1953 and
&pril 27, 1939,

6. (a) Argentine and the Fund will remain in close consultation
during the period the stand-by arrangenent is in effect, This consul-
tation may take the form of correspondence and visits of officizls of
the Fund to Buenos Aires or of representetives of Argentina to
Vashington., In eddition, Argentine will keep the Fund informed of
develorments in the exchange, credit, and fiscal situation throush re-
rorts at intervals.

(b) 17, at eny time during the vericd of the stand-by arrenge-
ment, (l) the limit on the total domestic assets of the Centrsl Benk

-specified in paragraph 7 of the annexed letter are exceeded, or (2) the

existing legal rescrve requirements on ban: deposits are lowered, the
Government of Argentina will consult with the International Monetary
Fund and agree vith it on the terms on which further drawings may be

. made,

ey
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7. Subject to paragrarhs & and 6(b) above, Argentina will have
the risht to engage in the transactions covered by this arrangemnent
without further review by the Fund, This right can be suspended only
with respect to requests received by the Fund after: (a) a formal
ineligibility, or (b) a decision by the Executive Doard to suspend
transactions either generally under Article XVI, Secticn L(a)(ii), or

in order to consider a proposal made by cn Fxecutive Divector nr the 5
Managing Director formally to suppress or limit the eligivility of , %
Argentina, L

8. Three years after each purchase of exchange by Argentina
under this arrangement, Argentina shall repurchase an equivalent
amount of pesos {rem the Fund; provided that, if th: pzsos held by the
Fund as a result of transactions under this arranpement are reduced by
repurchases under Article V, Section 7, or otherwise, such reductions
shall be credited egainst the earliest amounts that beccme payable
under- this paragraph 8. Repurchases shall be made in gold er cenvertiltle
currencies acceptable to the Fund,

9. The rate of exchange at which Argentina will purchase curren-
cies from the Fund in exchange for pesos and at which the Fund will
return pesos in repurchase operaticsng and make all other computations
involving Argentine pesos will be such rate ag the Fund may determine
froim time to time under Article IV, Section 8, of the Fund Azreement, e

S g eyt
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Annex to Stand-by Arrancement

Poder Ejecutivo Nacional

MINISTERIO T ECONCMIA

| Buenos Aires, November 18, 1959

TRANCLATION

To the Manaming Director of the
INTERNATIOEAL MQUETARY TULD

Dr. PR JACORSSON

WASHINGTO!, D.C.

Lear Mr, Jacobsson:

1. At the end of 1953 the Government of the Republic of Argentine
adopted a policy of menetary stabllization, the fundamentsl basis for
the achicvement of orderly ceconciic development together with the pro-
motion of private investments, In line with this policy, the program
Tor 1959 included the reduction of inflationary wressures thrceugh de-
creasing the fiscal defielt; the removel) of controls nan prices, imports
and exports, ond exchange; the elimination of subzidies; the adoption
of a single exchange rate, free and fluctuating at reelistic levels;
the development of the capital merket and the re-establishnent of the
foreign credit of the country.

The first phase of this policy, end in particular the program for
1959, has been successfully carried out. A serious effort has been
made to contain the expansion ef public expenditures, and & fundaren-
tal change hos been made in the investment pclicy of the Governmeut,
by accepting the cocperation of private financing and direct invest-
ments. loreover, strong inflationary pressures have been checked, the
loss of Central Bank foreign exchange reserves hes been stopped, the
external indebtcdness of the country hes been kept within prudent
limits, and a beginning has been nade in re-establishing a market for
government securities,

The Argentine Covernment is firmly determined to continue this
policy of stabilization and to encourage domestic and forsign private
capital investments., The progrem to be implemented in 1260 in accord
with this policy will consist Ffundomentally of consolidating the real
progress maede in 1959 in limiting public expenditures and credit ex-

pensicn, The Government intends to finance with neninflationary

led
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resources ites investmwents now in brocress and'the nperating delicits
of state enterprises, and to permit the private sector of the gconcny
to muke other investments and expand production ta the extent deter-
mined by morket forces and by the availability of domestic ond for-
eign resources. A substantial pert of the 19€0 prograa is a strength-
ening of Argentina's foreirn eXchange market to permit a greater lib-
erelization of external trade and payments. It igs for this reazcen ,
that the Argentine Republic is seeking stand-by arrangements with the*
International Monetary Fund end other finencial inatitutions which
have supperted the program since its beginning in 1959,

- 2. The Government of the Republic of Argentina reguests the
International Monetary Fund to agree to o stand-by arranzement for a
rericd of one year in an arount of US$1CO million., This amount will
be increased only by repurchase by the Argentine Republie of Arpentine
pesos {rom the International lienetary Fund in resvect of purchases
under the new stand-by arrangement. The Argentine Republie intends
to drav approximately 50 per cent of the stand-by in currcncies of
the Furopean countries and the remaining 50 per cant in U, S, dollars.

3. Currencics drawn from the Fund will be used for general
balance of payments Suppert purposes and Tor the maintenance of an
orderly exchange markel, Ixeessive variations in the exchange market
arising frem temporary factors will be avoided, but the fundomental
trend of the market will not be countered.

k. The Government budset for the fiscal year Wovewber 1, 1959
througll Qetober 31, 1960 is belanced for the Central Administration,
In order to achieve such equilibrium the Government has already be-
gun to reduce the administrative personnel, has postponed investments,
and has substantially reduced other expenditures.

Nevertheless, -the inerease in internal ‘prices and the greater
cost of external debt service arising prirarily from investments
undervay in the fields of petrcleum, power snd transportation, and the
structurel operating deficits of certain state enterprises which ccn-
tinue despite the efforts to eliminate them, will cause a deficit in
the over-zll publie secter tudget in 19€0. This deficit in reel terms
is lees than the deficit of the previous fisccal year and substantially
belov the deficits which resulted frem the high level of public ex-
penditures prior to the intreduction of the stabilizetion policy at
the end of 1958,

The Government intends to cover the fiscal 1959-1960 deficit with
current revenues or noninflationary borrow.ng, extending the policy
already successfully introducsd of issuing government securities in
the derestie capital market. In due time this policy will be extended
to foreign markets to finance eventual new investments of the Goverr-
ment in those {ields vhere Frivete capital is not Tortheoming, but
these investments will be strictly in conformity with the araount,
duration, and terms of resources obtained for these purposes,
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5. Concretely, the Gevernment will continue to pursue a policy of
avoiding recourse to inflationary borrowing from tiae Central Banlk,
Govermment cash expenditures in the fisecal year 1956-1960 will not ex-
ceed ordinary and extreordinary budget rcvenues, noninflationary domes-
tic borrowing, direct foreign financing of specific projects, and
Central Dank loans ifully covercd by net ioreign borrowving, During
fiscal 1959-1960 Government net berrowing frém the Central Bank will
not exceed MjN 11,7 billion. OF this amount, a maximum of MM 4,2 bile
lion will be used by the end of 1959 and the remaining amount will be
used gradually in 1960. The Government will contiive during the preg.
ent ficcal yea¥ to take measures to improve its budgetary position in
order to avoid recourse to the Central Bank in the next fiscal year.

6. With respect to bank credit to the prrivate sector, it is the
policy of the menctary authorities o continue in 1960 its present
prudent, pelicy until the stability of domestic prices and the exchange
rate have been firmly established, maintaining the volume of bank
credit at a level ceompatible with economic growth and prize stability.
The existing lepal reserve requirements vill be maintained, The legal
reserve requirements will continue 4o consist of cash-in- vault and
deposits at the Centrai Bank,

f. In order to carry out the progran and to achieve the cbjec-
tives steted in poragraphs 5 end 6, the monetary authorities will main-
taln the domestic assets of the Central Bank, including exchange loss
accounts, at a level not greater than MBI 120 billion by the end cf
December 1959 and M 132 billion by the end of lovember 1960, with
increases not in execess of M3 3 billion in each of the rirst two quar-
ters of 1900, The avove limits will be increased by the amount of any
net losses arising from the revaluation of the gold and foreign ex-
change asscts and liabilities of the Central Bark end reduced by the
amcunt of' eny substitution of Treasury obligations for the Fund's hold-
ings of Argentine currency in its No. 1 Account at the Central Bani.

8. The policy introduced at “he beginning of 1959 of prohibiting
Central Bonk financing of medium- and long-term credit operations re-
meins a fundamental part of the financial policy of the Government.
Accordingly, the Central Bank will provide to the National Mortpane
Bank only a part of the amounts approved prior to December 1958; the
new operations of this bank and of the Industrial Benk of the Argentine
Republic will be financed frem their own deposits, borrowing frem the
capitel maclet, and foreign loans.

9. The existing single fluctuating exchange market free of all
direct restrictions will be continued. It is the Intention of the
Govermment, however, to proceed to a fixed unitary rate and to declare
& nev par velue as soon as the internal financial situation has bee
consolidated and external equilibrium attained, '

10. In accordance with the general policy of trade liberalization
introduced in early 1959 and in view of the improved exchange position,
the Government intends to reduce at an opportune time the import sur-
charges above 100 per cent, Most of the advaonce import deposit

-
R T TO,  np m, p a —a tme - o .
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reguircieents in forec at the beginning of 1959 were removed in May.
IThe remaining advance import deposits have been eliminated on November
€th, 1959,

1l. 1In viev of the incempatibility of bilateral rayments arrange-
ments with free exchange system adopted by the Argentine Republic and
in accordance with the recent Fund resolution on discrimination, the
Governweut of the .,rgentine Republic intends during the next 12 menths
to eliminate most of its bilateral poyments arrangements, In particu-
lar, the Governmznt expects during 1960 to terminate its bilateral
payments arrangements with all but a fev of the Buropean countries, In
Latin America, the bilateral payments arrengements with Leuador and
Paraguey have already been denounced and those with counbtries maintain-
ing free exchange systews will be eliminated at an early date,

12, In view of the amount of the external debt service in the
pericd 1960-156k, and in order not to burden the balance of peyuents
and the national tudget in the next few years, the CGovernment has de-
cided to subject to the prior approval of the Ministry of Economy and
of the Central Bark purchases abroad by Government agencies and enter-
prises, and to accept only financing on terus ccopatible with the objee-
tives stated above, The policy of the Covernment will be extrenely
restrictive with respect to the use of suppliers' credits (i.e., credits
for imports payable within & period greater than 180 days and less than
8 yeers). The private sector will be able as at present to negotiate
and to use Treely foreign credits of any terw, but the Governmeni and >
the Central Pank will continue their policy of net granting guaranties
cn such eredits.,

13. I, at any time during the period of the stand-by arrangement,
the Covernment of the Argentine Rewublic is nct able to inplement its
policy within the limits and intentions indicated in this letter, it
vill call upon the Internaticnal [fonetary Fund Tor consultations and
vwill agree with it on the terms on which the relations herein estab-
liched will continue,

Sincerely yours, .

/s/

Alvero Alscmaray
Minister of Econcmy

-
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