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EBS/62/59
Supplement 2

CONFIDENTIAL

June 6, 1962

To: Members of the Executive Board
From: The Acting Secretary

Subject: Argentina - Stand-By Arrangemrent

Attached for the records of the Executive Directors is the
text of the stand-by arrangement with Argentina as agreed at Executive
Board Meeting 62/25, June 6, 1962.
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Stand-By Arrangement with Argentina

1. Annexed hereto is a letter dated May 14, 1962 from the Minister
of Economy and the President of the Central Bank of Argentina which sets
forth the policies and intentions which the authorities of Argentina will

pursue.
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2: In consideration of the policies and intentions set forth in
the annexed letter, the International Monetary Fund agrees to a stand-by
arrangement to support these policies and intentions.
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i 3. Argentina will avoid excessive variastions of the rate in the
| exchange warket arising from temporary factors, but will not counter the
fundamental trend of the market.

; P L. TFor a period of one year from June T, 1962, Argentina will have

i : the right, subject to paragraph 15 of the annexed letter, to purchase

. from the Fund the currencies of other members in exchange for its own cur-
rency in an amount equivalent to $100 million, provided that purchases
under this stand-by arrangement shall not, without the consent of the Fund,
exceed the equivalent of $50 million in the first six months and $75 mil-
lion in the first nine months. The amounts prescribed in this paragraph 4
shall be augmented by amounts equivalent to repurchases in respect of
purchases under this stdnd-by arrangement, unless when any such repurchase
is made Argentina informs the Fund that it does not wish the stand-by
arrangement to be augmented by the amount of that repurchase.

d 5. Argentina will pay charges for this stand-by arrangement in
accordance with the decisions of the Fund of December 23, 1953 and April 27,

1959.

6. Argentina and the Fund will remain in close consultation during
the period the stand-by arrangement is in effect. This consultation may
teke the form of correspondence and visits of officials of the Fund to
Argentina or of representatives of Argentina to Washington, D.C. 1In addi-
tion, Argentina will keep the Fund informed of developments in the exchange,

. trade, credit, and fiscal situation through reports at intervals or dates
requested by the Pund during the period the stand-by arrangement is in
» effect.

T Subject to paragraph U above, Argentina will have the right to
engage in the transactions covered by the stand-by arrangement without
further review by the Fund. This right can be suspended only with

3 respect to requests received by the Fund aftey (a) a formal ineligibility,
L goor (b) a decision of the Executive Board to suspend transactions, either
¢ generally (under Article XVI, Section 1{a)(ii)) or in order to consider a
proposal, made by an Executive Director or the Mgsnaging Director, formally
to suppress or to limit the eligibility of Argentina. When notice of a
decision of formal ineligibility or of a decision to consider a proposal
is given pursuant to this paregraph 7, purchases under this stand-by



arrangement will be resumed only after consultation has taken place be- ’.
tween the Fund and Argentina and agreement has been reached on the terms
for the resumption of such purchases.

8. Not later than three years after each purchase of exchange by
Argentina under this arrangement, Argentina will repurchase an equivalent
amount of Argentine pesos from the Fund, provided that; if the pesos held
by the Fund as a result of transactions under this arrangement are reduced by
repurcheses under Article V, Section 7, or otherwise, such reductions
shall be credited against the earliest amounts that become payeble under
this paragraph 8. Repurchases shall be made in gold or convertible cur-
rencies acceptable to the Fund.

9. The rate of exchange at which Argentina will purchase currencies
from the Fund in exchange for Argentine pesos and at which the Fund will
return pesos in repurchase opergtions and make all other computations
involving pesos will be such rate as the Fund may determine from time to
time under Article IV, Section 8, of the Fund Agreement.
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Annex to Stand-By Arrangement

Poder Ejecutivo Nacional
MINISTERIO DE ECONOMIA

Buenos Aires, May 1k, 1662

Mr. Per Jacobsson

Managing Director
International Monetary Fund
Washington 25, D. C.

Deaxr Mr. Jacobsson:

1. Since November 2, 1961 when the Argentine Government requested
a stand-by arrangement with the International Monetary Fund, there have
been serious unforeseen economic and political changes. Substantial
parts of the program described at that time could dot be implemented.
Consequently, the authorities decided not to reqiest any drawings under
the stand-by arrangement.agreed to by the International Monetary Fund to
support that program. Moreover, as it is now impossible to return to
the planned objectives, the authorities request) the cancellation of the
existing stand-by arrangement.

2. The Argentine Government is currently faced with very serious
economic problems. The country's gross reserves of gold and convertible
foreign exchange have declined from $478 million at the end of September
1961 to $233 million as of April 7, 1962. During the same period &
serious fiscal imbalance appeared which required financing from the
Central Bank amounting to MPN 16.k billion, while unpaid commitments are
estimated to have more than doubled. The financial imbalance was further
increased by a deterioration of the position of the government-owned
Banco de la Nacidn, which developed a deficiency with respect to required
reserves wvhich amounted to MJN 6.% billion during the first fortnight of
March, besides an overdraft in its current account with the Central Bank
of MPN 5.0 billion on April 7.

5. To rectify the situation, the authorities have undertaken a
hew program involving substantial new measures. To support this program,
which is described in this letter, the Argentine Government wishes to

_enter into a new one-year stand-by arrangementlwith the Fund for $100
‘million. Argentina will discuss with the Managing Director the particular

currencies to be purchased from the Fund prior to any purchase under the
proposed stand-by arrangement.



L. Currencies drawn from the Fund will be used to maintain an
orderly exchange market free of restrictions. Excessive variations in
the exchange market arising from temporary factors will be avoided, but
the fundamental trend of the market will not be countered.

2. The most intractable immediate problem has arisen with the very
serious fiscal deficit. After three years of progress in reducing the
deficit, the fiscal deficit financed from the Central Bank in the first
five months of fiscal 1961-52 has almost equalled the total financing
received in the previous three years. Drastic measures are essential to
control this problem. To have an jmmediate impact, the authorities have
already taken the following measures:

(a) Imposed a new 20 per cent surcharge on most imports, a
measure expected to yield annually about M3N 15 billion, equal to some
1k per cent of estimated total central government receipts for 1951-62.

(b) Increased the sales tax from 10 to 13 per cent, the maximum
permissible by law..

(c) Increased the price of gasoline by an average of about 30
per cent, the increased receipts to be primarily devoted to the road fund,
although part will be devoted to improving the financial position of the
government-owned petroleum corporation.

In addition to these measures, the Gpvernment has initiated
action to reduce expenditures as rapidly as possible. In particular, a
strict economy program has been undertaken to eliminate MPN 10 billion
of programed administrative expenses from the current budget. Moreover,
quick action is being taeken to reduce the operating deficits of state
enterprises both by raising charges and increasing the efficiency of
operation.

6. With the aid of these measures, the authorities expect to reduce
the deficit for the remaining seven months of the fiscal year to relatively
small proportions. However, ipasmuch as it will take time for even emer-
gency measures to take effect, the authorities believe that they may be
forced to have some limited further recourse to the Central Bank. This
recourse will only be made if it is absolutely unavoidable and will at no
time during the period of the stand-by arrangement raise the total Central
Bank loans to the Government by more- then MPN 5 billion over the level
outstanding on May 2, 1952. The Government is fully determined that there
will be no further financing of the public sector through the Central Bank
in the next fiscal year. .

3

T To improve the longer-term position of the government's [inances,
the authorities are determined to implement an effective program to end
the very large deficit of the government-owned railroads, which accounts
for most of the budget deficit. To reduce and eventually to eliminate
this deticit, the authorities Plan to work closely with the experts of
the IBRD Transportation Study Group, under whose auspices a major survey
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of the problems has already been made. The Government has already started
the implementation of the recoumendations of this group. For example, the
authorities have promlgated new work rules substantially in accordance
with the recommendations of that survey, have reduced personnel employed
by some 25 per cent, have ceased operations on 4,000 kilometers of uneco-
nomic lines, and have closed or transferred to private enterprise several
auxiliary services. The authorities are determined to continue implemen-
tation of this program, in order not only to reduce the deficit but also

to improve the service to the rublic, which has now reached deplorable
levels.

8. The Government intends to reduce current government expenditure
as rapidly as possible in order to increase resources devoted to critical
fields of public investment. It is hoped especially that more resources
can be made available in this way which, supplemented by the expected
increased foreign assistance, will permit substantial provision for low
cost housing, the completion of the new road. network, and the development
of adequate electricity supplies.

9. The authorities are determined to maintain a bank credit policy
which will create stable and orderly monetary conditions. Thus, the
growth of the value of bank credit will be limited to that compatible with
price and exchange rate stability and will thereby ensure that the basis
is laid for the meximum sustained growth of the economy. To this end it
is planned to maintain the present reserve requirements on the commercial
banks. However, the Central Banlk may, if it id necessary to limit the
spread of severe financial crisis occasioned by withdrawal of foreign
financing for internal working capital, grant up to a total of MFN 3 bil-
lion in selected short-term rediscounts. It is expected that confidence
in the peso will shortly recover and that the present monetary stringency
will thus end. In the period of recovering confidence, the Central Bank
will review the bank credit increase closely and will, if it deems the
growth to be unduly rapid, increase reserve requirements to limit the
growth of bank credit to a rate which is compatible with wmonetary stabil-
ity in the long run.

10.  The credit policies of the Banco de la Nacidn have in the recent
past been the cause of a substantial part of the monetary imbalance. The
credit program of this bank is currently being reviewed in detail and it
is the firm policy of the Government that the present bhorrowing of this
bank from the Central Benk will be steadily reduced and, in particular,
that at no time during the term of the stand-by arrangement will there be
any net addition to the total financing of this bank from the Central Bank
in any form over the level existing on May 2, }952-

11. In summary, the policy of the Central Bank with respect to the
over-all credit increase will be designed to ensure that there will be no
recurrence of the recent instability of the peso. To this end the total
expansion of central bank credit will be kept under continual review to
ensure that as little expansion as possible takes Place until the rise in
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prices 1s clearly checked. 1In no event will the net increase in the total
resources of the Central Bank made available to the economy, i.e., any
increase in gross domestic assets of the Central Bank plus any reduction
of legal reserve requirements, exceed MPN 8 bvillion in the period between
May 2 end November 15, 1962. The Government will consult with the Fund
and agree on the appropriate central bank credit program for the remain-

~ ing period of the stand-by arrangement after November 15.

12.  The policy introduced at the beginning of 1959 of prohibiting
central bank financing of medium-term and long-term credit operations
will continue unchanged. Accordingly, the new operations of the National
Mortgage Bank and the Industrial Bank of the Argentine Republic will be
financed without recourse to the Central Bank.

13. It is considered unfortunate that at this time additional taxes
have had to be imposed on international trade. The Covernment considers
These Laxes to be damaging to the interest of Argentina over the longer
run. However, there was no suitable alternative available which could
raise the substantial amount of revenue immediately required to meet the
very serious budget deficit. Also, there is a large imbalance of trade
which clearly has to be reduced ag quickly as possible. It is the firm
intention of the Government to lower the taxes on trade as soon as Pos-
sible. In particular, the Government plans an early review of the high
surcharges on imports, as 1t is believed that these are seriously affect-
ing the development of the country by promoting high cost inefficient
industry. )

1h. In view of the very seriocus external payments position of the
country, all purchases abroad on credit by government agencies and enter-
prises will be subject to prior approval by the Ministry of Economy and
the Central Bank. It will be the policy in this review not to approve
any further use of medium-term financial and suppliers' credits beyond
the amount of repayments currently made. Moreover, the Central Bank has
decided to restrict severely the capacity of commercial banks to guarantee
obligations payable in foreign exchange. With respect to the officisl
banks, there will be no increase in the total outstanding level of guar-
entees provided for foreign financing nor any increase in the outstanding
level of short-term and medium-term foreign indebtedness.

15. If at any time during the period of the stand-by arrangement
the limits specified in or pursuant to paragraphs 6, 10 and 1l of this
letter are exceeded, Argentina will consult with the International Mone-
tary Fund and agree on new terms prior to making any further drawings

under the stand-by arrangement. .
' A

/3/ /Bf
E. A. Mendez Delfino Alvaro C. Alsogaray

President, Central Bank of Argentina Minister of Economy
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DCCUMENT O INTERNATIONAL MONETADY FUND
AND NOT FOR PUBLIC U3E FOR
) rL
AGENDA
AA
EBS/63/37
CONFIDENNTIAL
¥
. March 18, 1963 ¥
To: Yembers of the Executive Board
From: The Secretary

Subject: Argentina - Request for Bxtension of Stand-By Arrangement

The attached request from Argentipna for extension of the
present stand-by arrangement, together with the staff's analysis and
recomyendation, is circulated for consideration by the Executive
Digectors ot & meeting tentatively scheduled for Wednesdsy; March 27,
1963.

Att:(L)
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b CONFIDENTIAL
INTERNATIONAL MONZTARY FUND
Argentina--Request for Extension of Stand-By Arrangement
Prepared by the Western Hemisphere Depertment
(In consultation with the Exchange Restrictions
Department, the Legal Department, and

‘the Office of the Treasurer) ¥

Approved By Jorge Del Canto
March 18, 1963

. Introduction

.\1‘,‘, The Government of Argentina entered into a stand-by arrangement with
the Fund on June 7, 1962 for a period of 12 months for an amount equal to
$100 million. Under this stand-by errangement Argentine has purchased
the equivalent of $50 million and has pursued policies which have allowed
it to maintain a free exchange merket and to meet its foreign debt obliga-
tions to date. Hotwithstanding these efforts, the economic cituation has
remained difficult., In order to provide a basis to face future problems,
‘the Argentine Government has taken additional corrective measures and has
requested that the Fund continue its support under the present stand-by

- arrangement beyond June 6, 1963 by extending the arrengement for a period
of four months. A letter @ated March 13, 1663 from the Minister of Economy

- and the President of the Central Bank (sece Apbendix 1) indicates the
reasons for the request and sets out Argentina's finanecial program and
policies in support of which the extension of the stand-by arrangement is
requested. ' '

Argentina became s member of the Fund on September 20, 1956, Its
initial quote of $150 million was increased in December 1959 to $280 mil-
%ﬁlion under the Fourth Resolution of the Board of Governors on the Enlarge-

‘% ment of Fund Resources Through Increases in Quotas.

Argentina has made extensive use of the Fund's resources, with gross
dravings totaling $%27.5 million. Repurchases have totaled $99.5 million,
end Argentina's net outstanding drawings on the Fund, after taking into
consideration purchases of its currency by other members, emount to $212

" million. The Fund's present holdings of Argentine pesos, therefore, are
150.7 per cent of guota. ‘

The four-month extension of the stand-by arrangement requested by
the Argentine authorities would also involve a change in the phasing of
the amounts which are still available under paragraph 4 of the arrange-
ment. Under the extended stand-by arrangement, Argentina would have the
right to dravw the undrawn balance of $50 million as follows: up to $25
million prior to May 31, 1963, and thereafter a cumlative total equiva-
lent to that $25 million plne $5 million per month. These amounts would



be augmented at Argentina's option by amounts equivalent to repurchases in
respect of purchases under the stand-by arrangement. Argentina undertakes
to discuss with the Managing Director, prior to making purchases under the
proposed arrangement, the particular currencies to be purchased trom the
Fund. In view of Argentina's repurchase commitments amounting to $3 mil-
lion per month and the phasing of drawings under the proposed extension of
the stand-by arrangement, Fund holdings of Argentine currency will at no
time during the period of the stand-by arrangement exceed 161.5 per cent
of quota.

1
II. Recent Economic Develorments

Since the stand-by arrangement with the Fund was approved at the
beginning of June 1962, the immediate difficulties facing the country have
changed, even though the fundamental problem has continued unaltered. At

.. that time the imrediate problem was to check the decline in Torcign exchonge

) areserves of the Central Bank. Now reserves have been stabilized at a very

" low level and it is the immediate problem to obtain a revival of industrial
activity under ac orderly finanecial conditions as possible. But throughout,
the basic problem has been the massive deficits incurread by the inefficient
government sector, and particularly those of the state agencies.

Between October 1961 and April 1962 the size of the fiscal deficit
increaced vhich led to substantial recourse by the Government to the Central
Bank. The irmediate cause of the increase was a sharp rise in programed
expenditures, principally due to higher wages but also to higher foreign
debt cervice pamyments at e time when revenues were stagnating. Despite the
attempts of the Government to correct this situation, the deficit continued
at e high rate through the end of 1962, The new taxes on imports and sales
introduced in April 1962 were not Tully enforced and plans to improve the
opcration of the state agencies were not effectively implemented. The
operating deficit of the railroads in particular continued to rise until
recently it has been estimated at M3 30 billion or $230 million annually.,
Even this figure does not fully indicate the cost imposed on the National

) Government budget by the railroads for it does not include the full amount

230l railroad pensicn payments, which are now equal to more than 30 per cent
of the wage bill. The gevernment petroleum agency, despite its right to
muich. of the income from the rich natural petroleum resources of Argentina,
bus continued to have a cash deficit Tinanced by the nonpayment of suppliers
and by the diversion to its owm use of taxes collected for other purposes.

Throughout the past year the Govermment has been very reluctant to

use direet Central Bank credit to finence the public sector deficit,
realizing that this would accelerate the inflation and cause severe prob-
lems din the exchange market. Thus, in 1962 the authorities chose to delay
yugmonts until cash resources were available, and graduslly even wage and
:rl”fx pnymen?s fell as much as two months into arrears. So as to limit
”fWh?ﬁcgnmlatlon of arrears, payments were partly made in debt. certificates,
lglnit‘ zf the payment of taxes, and in bonds carrying a gold clause.
llf}l ¢ these endeavors, the Government has been forced to borrow substan-

Ly from the Centyal Bank, particularly in recent months,
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The over-ell expansion of Central Benk credit was limited through
November 15, 1962 to cpproximately the rate indicoted to the Fund at the
time of the request for the srvand-by arrangement. However, the margin
of expansion was almost all used by the public sector, desplite the orig-
inal plan to direct o major part to the private sector. After November 15,
during a period of sgeaconal exponcion for vhich no limits had been announced,
Central Bank credit increased more rapidly. Ageln, the abnormal growth was
dircetzd exclusively to the public sector.

Credit to the private sector was quite sharply restricted during 1962. ) ¥
Such growth as did occur during the cecond half of the year was largely
involuntary, arising from the meeting of foreign exchange commitments by
the banks which they nad guarauteed for the private sector. In particular,
the government-owned Banco de la Nacidén, which in 1961 had expanded credit
very rapidly and had incurred serious deficiencles against its legal reserve
requirerients, recently has conducted its operations with more restraint, and
after the middle of 1962 it reduced its relience on the Central Bank until
it was calied on, toward the end of the year, to provide additional financing
for the Government. OSome of the private commerelal banke also developed
reserve deficiencies during 1962, but for tlhese banks as & group there is
still a small net excess of reserves.

The tightness of bank credit during 1962 was directly related to the
serious loss of confidence in the currency and to an associated cutflow of
capital. In 1962 the real value of the money supply in Argentina dcclined
by about 25 per cent, vhich reflected increased misgivings as to the ctabil-
ity of the value of the pese, due both to the continuing depreciation ir the
exchange market and to prolonged political uncertainties. Recently, how-
ever, there have been some signs of a limited recovery of confidence and an
increasing willingness on the part of the public to hold money.

The clearest indication of this improvement in confidence has been

given by the exchange market. After the wnpegging of the peso in April 1962
the rate followed a depreciating trend until early December, despite the
indirect support provided by the Central Bank which provided foreign exchange
to meet the debts of state agencies from its own resources. In Deccmber 1962
the situation changed, the exchange rate strengthened, the state sgencies
began again to cover their needs in the exchange market, and the Central Bank
was able to buy moderate emountsto add to its working balances, so checking
the spprecidtion of the peso. However, this improverent has been in part due
to seaconazl factors, as well as to an improvement in short-run expectations.

The easier situation in the exchange market also reflects a substantial
luprovement in the foreign trade balance of Argentina during 1962. The
depreciation of the exchange rate and more rectrictive credit policiles have
stimulated exports and have led to a marked decline in imports. For the
year as a whole the trade deficit was reduced by more than $250 million.

Vhile t?e external position has improved recently, the internal eco-
nom.i:c s‘i_tuatlon has deterioreted gravely. Under the impact of the adjust-
hents forced by the depreciation of the exchange rate and by the accumulation
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of internal payments arrezars by the Covernment, industrial activity has
declined substantially, particularly during the second halfl of 1962.
During the third quarter of 1962 industrial production was almost 13 per
cent below the equivalent period of 1961, and while later estimates of
production and unemployment are not available there have been no indica-
tions of any recent improvement in the level of activity.

IIT. The Financial Program
L

The Argentine authorities fully intend to continue to pursue the objee-
tives of the stabilization programs which they have endeavored to follow
during the past four years. In particular, they intend to maintain an ex-
change market frece of direct restrictions, to continue with strict monstary
policies, and to improve the budgetary situation as rapidly as possible.
The policies that they intend to follow are described below. In the short

: time available before the change of administration, however, at best only

limited progress can be made toward the solution of the dbudget problem and
In iwproving the efficlency of the state enterprises. For these rcacons
and because of the gravely depressed state of the domestic economy, it is
felt that external assistance for Argentina, mainly in the form of debt
refinancing, will be essential in the next few months to permit a holding
operation to prevent any further deterioration and if possible to ease the
strain on the econcmy during this period of political decision.

1. Piscal policies

In February 196% the budget estimates for fiscal 1962-63 were reviewed
in the light of experience gained during the first three monthe of the fis-
tal year. On this basis it appeared that Treasury cash expenditures would

each MyN 174 billion for the year, while revenues, at existing rates of
taxation, would not exceed MEN 118 billion, leaving an over-all deficit for
the year of M$N 56 billion. Allowing for certain long-term operations, the
Prospective deficit, to be financed through the banking system, was of the
order of M$N 50 billion. In fiscal 1961-62 the comparsble deficit,
financed through the banking system, was about M3 30 billion.

In the light of these estimates, the authorities have undertaken a
series of measurec intended to reduce the uncovered deficit to an annual
rate of about M 24 billion, which would limit borrowing through the bank-
ing system to about M$N 2 billion a month for the rest of the fiscal year.
From Noverber 1962 through January 1963, by contrast, bank financing aver-
aged M$N 3.4 billion a month. :

An initlal effort to increase revenues had already been made in Novem-
ber 1962, when a 5 per cent tax was imposed on the value of most agricul-
tural and liventock producticn, and the price of ordinary gasoline was
raised from Ml T per liter to M$N 10 per liter, with comparable increases
for other petroleum products. In February and March 1963 the Government

introduced further revenue measures estimated to yield M3N 14.3 billion in a

full year. These included nevw taxes on cigarettes, gasoline, lubricants,
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tires, and lcttery prizes, an increase in import surcharges and the elimi-
netion of some exemptions from existing import surcharges. The Government
has decided to terminate certain arrengements whereby customs duties and
other taxes pay be paid in installments, and has decided to grant no
further tax reliefs or reductions. Steps have also been taken to increase
the number of tax inspectors and to improve the tax collection machinery.

As repards expenditures, the scope for economies in the Central Admin-
istration is limited, as at present rost payments are for salaries and pen- ¥
sions or for debt servicing. A full review of these outleys has been under~ ' %
taken, however, and it is hoped té effect some new economies. In addition,
it has been decided that there will be no wage or salary increases for gov-
ernment employees during the term of the present administration, and that
there will be no increcases in the scele of social security pensions. A
further step looking toward an ultimate overhaul of the pension cystem has
been the decision to end the arrangements under which a contributor to the

.} social security scheme can elect voluntary retirement after 20 years of
# active employment.

In addition to these measures, scme irmediate steps have been taken to
reduce the deficits of the state enterprises and other agencies, which are
respansible for the greater part of the Treasury deficit. In particular,
the deficit of the State Railways, which was estimated at almost MEN 35
billion (including pension payments for the year), is to be reduced by MIN T
billion. Of this reduction, M$N 5 billion will be secured through the re-
negotiation of debts to foreign and domestic suppliers, and a further MyN 2
billicn from incrcases in fares and rates and from operating economies.
Arrangements have also been made for the State Petroleum Company (YPF).to

- make regular payments to the Road Fund as required by law. Since the Road
Fund will not let any more contracts during the term of the present adminis-~
tration, except for roads financed by IBRD or AID loans, some part of thesé
receipts will be temporarily available for investment in government securi-
ties,

It is recognized that the immediate steps described sbove to reduce
the deficits of the state enterprises are only interim measures of limited
significance. The eventual reorganication cnd revitalization of these
agencies so as to put them on a sound financial footing would require far-
reaching decisions and reforms which would only mature slowly. Some first
steps, however, have been teken in this direction. In perticular, some of
the recommendations of the Transport Planning Group, vhich are based on &
study uwndertaken jJointly with the IBRD, have been put into effect. The
managenent structure of the railroads has been reorganized, giving greater
independence to the managers of the individual lines, and a general manager
for the system and other key personnel have been appointed. It is the
intention o the new managers to maske a start with closing unprofitable
lines this ycar, and to release some redundent labor provided the employment
situation peimits. A new appointment has been made to the presidency of YFF,
which has recently been vacant, and the management of this institution too
has been reorganized so as to give more authority and independence to the
responsible anthorities.
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2. Credit policy

The steps already taken to reduce the fiscal deficit, together with
the relief which it is hoped will be obtained from the refinancing of
foreign debt and from other sources of external assistance, have made it
rossible to develop a credit program for the next scven months covering
the remainder of the term of the present administration which will be
consictent with encouraging the revival of economic activity while limit-
ing inflation and permitting the maintenance of orderly and stable condi-
tions in the free exchange market. Under this program, the net expansion
of Central Bank credit from March through September 1063 will be limited
to MYN 2.5 billion a month, which would give & cumulative total of M3 17.5
billion in the seven monthe. This expansion is equivalent to almost 11 per
cent of the existing total of the monetary liabilities of the Central Bank
or to an annual rate of increase of about 20 per cent and is thus substan-
tielly higher than has been programed under previous stabilization plans
in Argentina. As indicated above, it will not be possible, despite the
cf{orts of the authoritics, to reduce the credit needs of the public sector
below MSN 2 billion a month. Deficit financing on this scale means that
the governuent sector will absorb the greater rart of the permissible
credit expansion. This in turn will require the continuvation of very
tight credit policies vis-a-vis the private sector, a development that the
authorities regard as unfortunate but inevitable in view of the very low
level of international reserves in the Central Bank. The private sector
will benefit direetly from the improved rate of rayments by the Government
and additional relief should come from "secondary expansion” of commercial
bank lending based on the increased deposits reswlting Trom the Central
Benk finencing of the Government. Vithin the available margin of expan-
sion, the authorities intend to meet the secasonal credit needs of agricul-
tural producers, and to pay special attention to the requirenents of the
cectors suffering from drought. Every effort will be made to counter the
effects of the industrial recession. In particular, it is hoped to develop
a special scheme for the partial financing of selected nontraditional
exports. As in the past, however, the Central Bank will not extend any
credits to the Mortgage and Industrial Banks for the purpose of financing
their mediun-term or long-term operations.

The problem of resexve deficiencies on the rart of certain commercial
banks has also caused the authorities concern. Recently the position of
the Zanco de la Nacidn has improved, but a number of private banks are
still in @ifficulties on account of the nonpayment of loans extended to
otherwise sound firms which have themselves been unable to collect debts
owing to them. In order to relieve these banks of the extremely heavy
burden of penalties for their deficiencies, the Central Bank is planning
to permit some deficiencies of this sort to be funded over & period of
years, providing that the relief is passed on to the debior firms. S0 as
to avoid & repetition of the experience of 1962 vhen a number of banks
found themselves overextended by reason of their foreign exchange guaran-
tees, the Central Bank has taken steps to insure the reporting of all such
contingent liubilities in the future and has probiblted new bank guarantees
of short-term foreign credits not related to imports. The Banco de la
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Nacién and the Banco Industrial, morcover, have uadertaken not to allow
their outstanding guerantces of foreign loens on behalf of the private
sector to rise above the present level, end to submit guerantees in cxcess
of $50, 000 for prior cpproval by the Central Bank. The Central Bank itself
will continue with its present policy of avoiding exchange rate guarantees
or of assuming exchenge risks of this kind, including those arising frem
swap transactions.

3. External indebtedness .

The heavy volume of shori-term and medium-term debt payments falling
due in 1963 and the rising burden of interest payments cn the balaonce of
peyments have shown the need to coatrol future borrowing of this type by
the various government enterprises and agencies. Under existing regula-
tions all such borrowing must be registered with the Ceatral Bank. It bhas

.-«% nov been decided that for the remainder of the term of the present adminis-
-+ tration new suppliers' credits to the public sector, that is, credits with
& term of more than 180 days and less than eight years, will be limited to

& total of %25 million. :

L.,  Exchange policy and the restrictive system

1t is the firm intention of the authorities to maintain an exchange

- system free of direct restrictions. Since April 1962 the exchange rate
has been free to move in response to changing merket conditions, and the
authorities do not intend to depart from this policy. Central Bonk inter-
vention will be confined to preventing excessive day-to-day fluctuations
in the exchange rate. The Centrsl Bank may buy exchange from time to time
when market conditions permit, in order to meet its obligations and to
maintain an adequate reserve. In no circumstances, however, will the
suthorities intervene to counter the fundamentel trend of' the market.

The authorities regret the recent increase in certain import sur-

charges, which was dictated only by the weskness of the balance of poyments

.Q% situation end by the urgent need to obtain an immediate increase in tax
revenues. The increases have been made on a selective basis, with & view
to obtaining revenue and not to increasing the already excessive margin
of protection accorded to some industries. Cne important step is being
taken toward liberalizatior, bowever, with the removal of import sur-
charges on fertilizers and pesticides. Owing to a serious shortfall in
the harvest, exports of wheat were temporerily prohibited in November
1962, The Goverament has now indicated its intention to remove this
prohibition as soon as possible. The authorities have also indicated
that certain administrative measures which resulted incidentally in aa
increased degree of flag discrimination in the Argentine import trade
will be terminated as soon as possible.

1L
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5. Payments procpects and external assistance P

The authorities remain concerned sbout the payments outlook for the
current calendar year in view of the heavy schedule of debt payments and
the smaller private capital inflow. It is recognized that the decline in
foreign exchange recerves has been checked during the past three months,
but it is believed that this improvement is partly due to the seasonal rise
in exports. More importantly, they believe it has been due to monetary and »
fiscal policies vhich have imposeq an irpossibly heavy burden on the demes- ' 1
tic econory. For example, while foreign debts have been paid on schedule,
domestic suppliers in some cases have waited for as much as three years to
be paid. If there is to be eny relaxation of this severe rectraint, it is -
regarded as inevitable that pressure on the foreign exchange reserves will
recur and the Central Bank will need further support. Finally, due to
adverse crop conditions it is considered unlikely that the high level of ‘:>

.-_«%_‘agricultural exports reached in 1962 will be sustained.

As dsbt payments on account of the official sector, including the
Central Bank, will amount to over 3400 million in 1963, a major part of
the cupport was requested in the form of debt refinancing. During 1962
the Export-Import Bank agreed to 100 per cent refinancing of principal
payments due from Argentina to an aggregate amount of $72 million, suffi-
cient to cover all maturities for about 22 months beginning November 15,
1962. The Federal Republic of Germany, Italy, the United Kingdom, Japan,
France, Switzerland, and the Netherlands have also agreed in principle to

refinence 50 per cent of the maturing principal paymente for 1963 and 1964 -
on most suppliers' credits, assistance equivalent to about $1%5 willion.
Readjustrent of quotas of payment in the old Peris Club debts also pro- ~

vided a reduction of $15 million in payments in 1963.

: In view of the deteriorating economic situation, the Argentine author-

ities have requested financial assistance from the U.S. Government in addi-

tion to the refinancing already provided by the E:xyort-Import Bank and the

remaining $25 million of the U.S. Treasury sband-by arrangement. It is ¢

. hoped that up to $40 million additional assistance may be made available by \)

& the U.S. Governmeni. There has also teen a request that the European coun-
tries and Japan consider increasing the refinancing provided for suppliers'
credit maturities in 1963 above the 50 per cent previously agreed in prin-
ciple. Finally, it is also planned to approach the Buropean and U.S. banks
to extend the maturities of repayments due in 1965 on loans contracted in
1960. With this support for their policies, the Argentine authorities ~
bellaeve that it will be possible, as described above, to promote some
measure of economic recovery and to maintain orderly conditions in the free
exchange market until the new administration takes office in October 1963.
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Corrected: 3/26/6%

IVv. staff Appraisal

The serious economic difficuliies currently faced by Argentina are &
clear indication that the efforts of the authorities over the past four

_years to overcome the country's economic problems have not yet been suc-

e
-

cessful. There have been considerable achievements in some areas. The
exchange system is now free from direct restrictions and most domestic
contrels have been dismantled. In another direction, there has been
extensive industrial re-equipment. Nevertheless, it is evident that there
are very serious continuing weaknésses. Much has clearly yet to be done
if Argentina is once again to achieve the rate of economic growth of which
it is inherently ceapable.

An examination of the program outlined by the authorities discloses
thet it is designed primarily to meet the immediate teask of checking the

- deterioration of the situation and thet relatively little progress is
# expected toward overcoming the more basic problems in the next seven

months. Although efforts are being made to strengthen the railway manage-
ment, the crippling deficit of the railways, by itself equivalent to 20
per cent of the total exports of the country, will undoubtedly continue
close to the same level as last year, apart from some relief coming from
debt refinancing. The petroleum industry, wvhich in every other country
with rescurces similar to those of Argentina contributes heavily to finan-

“eing the publie sector, will at best cease to absorb tax revenues. The

clvil service, due to an undue distortion of pay scales, will continue to
be very seriously understaffed at policy-making and executive levels vhile
maintaining excessive numbers in the lower grades. Pensions will continue
at scales far beyond the capacity of even wealthier economies. High cost
and inefficient industries will continue to be encouraged by protection,
thus inhibiting the development of agriculture and competitive export

_manufactiures.

The policies outlined by the authorities must thus be Judged as a
first attempt to cope with the problems that present themselves. It is
adaitted that much remains to be done in the over-all attack on the problem
of financial instability. But the efforts made must be viewed in the light
of present political conditions. At this moment of serious political dif-
ficulties and with general elections scheduled for June 23, 1963, it does
not seem feasible for the major economic problems to be solved by the present
administration. Thus, the suthorities are confining their efforts primarily
to providing &s stable an economic basis as possible while a political solu-
tion is being reached. .

By this tect, the efforts are substantial and the program can be
Judged favorably. It provides for increased taxation on luxury goods
and on imports to provide the revenues needed to avoid the accumulation
of further arrears of internal payments. It is strongly felt by the
authorities that this disorderly practice has sharply reduced the author-
ity of the Government and cannot be allowed to persist indefinitely. From
this decision logically follows the policy of denying further wage and
Dension increases during the term of this administration, as it would be
foolish to grant increases when present remunerations are not being paid.
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though the Argentine Government is making a substantial effort
through cconomies and new tex meosurcs, & more substontial contribution
to the easing of the immediate ‘difficulties is expected to come from
foreign assistance, especially foreign assistance in the form of debt
refinancing. It is unfortunate that a country of Argentina's resources
should be in a posltion where such help is nccessary, but in present
circumstances full servicing of the external dcbt would almost certainly
lead to serious economic difficulties, with especially severe impact on
the exchange market. It will only be by courageous policies that any
substantial amount of debt service can be mzintained. The willingness
of the creditors to show forbearance in this period will be invaluable.
Jt is in the interects of both Argentina and the creditors for the prob-
lems to be faced realistically at the negotiating table and not by dis-
orderly defaults in payments. But, it is also important at this time
that the origins of the problem are understood and that steps are teken
to prevent their recurrence. It is necessary toth for creditor countries
to be less fortheoming with credits designed prirarily to sell exports,
and for Argentins tc institute much more effective controls over the con-
traction of foreign debts. The ceiling imposed on supplicrs' credits by
the authorities is a useful first step, but if it is to succeed in the
longer run it must be followed up by effective and detailed planning of
the borrowing programs of the state enterprises.

The credit program of the authorities provides for an unusually
large amcunt of cradit for the public sector. This is most unsatisfac-
tory since 1t diverts capital to unproductive uses. However, in circum-
stances where the Government is not able to reduce its commitments, &
refusal to use this source of financing would inevitably lead to further
arrears of payments to suppliers and this is more damaging to the private
sector than any lack of new bank credit.

The over-all expansion of Céntral Bank credit is much larger than
is consistent with the rebuilding of the forelgn assets of the Central
Bank that is eventually necessary for the proper management of the
exchange market. Inevitably with this expansion there will Ye a continu-
ation of price increases, perhaps at a rate slightly below the past year.
It is, hovever, the consequence of the unsolved budgetary problems des-
cribed above. Moreover, it is to be noted thatl, with the increased support
that is expected and with the consequent easing of the immediate payments
problem, an internal expansion of this magnitude should be possible with-
out it bearing heavily on the exchange market. TFurthermore, dues to the
depressed state of 1ndustry, there 1s a definite need for a certain amount
of expansion. There has been an undue contraction in peso holdings end it
should be possible, if political conditions improve, for these balances to
be at least partially rebuilt.

As indicated above, Argentina is not in this period making much head-
way toward a solution of its budgetary problems. This raises a question
concerning the Justification of further use of Fund regources. However,
it appearz to the staff that there are special circumstances in this case
vhich do justify drawings under the stand-by arrangement. Argentina has
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reintained close contacts with the Fund and has in fact made substantial
progress under the program on which this stand-by arrangement was origin-
ally granted in reducing its balence of payments deficit. At considerable
cost to the internal economy, Argentina has responsibly maintained external
debt service while reducing imports and expanding exports under the stimi-
lus of & depreciating exchange rate and relatively tight Central Bank
credit policies. Moreover, Argentina has maintained intact the Treedom of
the exchange market from direct restrictions, thus avoiding the serious dise ¥
tortions which would otherwise hgve ericen in this difficult period. At ' 1
this time, due to the imminence of a peclitical decision, it is not feasible

for more substantial progress to be made toward solving the budgetary

problerm.

It is therefore recommended that the stand-by arrangement be extended
to October 6, 1963, in consideration of the letter of March 13, 1963 from
the Minister of Economy and the President of the Central Bank. Under the
extended stand-by arrangement Fund holdings would not increase at any time
above 162 per cent of quote.

The following decision is submitted for the consideration of the
Executive Board:

1. Argentina has requested that its present stand-by
arrangement which expires on June 6, 1963 (EBS/62/59, Sup. 2,
6/6/62) be extended through October 6, 1963. The Fund agrees
to the request and grants the necessary waiver under Article V,
Section 4, of the Fund Agreement.

\ 2. In addition, Argentina has consulted the Fund on the
terms and conditions for further drawvings under the stand-by
arrangement. The letter of March 13, 1663 from the Minister of
Economy and the President of the Central Bank of Argentina
(EBS/63/37, 3/18/63) shall be annexed to the stand-by arrange-

- ment with Argentina and the references in the stand-by arrange-
ment to the policies and intentions of Argentina set forth in
the letter of May 1k, 1962 shall be understood to mean those
policies and intentions as modified by the letter of March 13,

1963,

3. The first sentence of paragraph 4 of the stand-by
arrangement with Argentina is amended to read as follows:
: "For the period ending on October 6, 1963 Argentina will
have the right, subject to paragraph 12 of the annexed letter
of March 13, 1963, to purchase from the Fund the currencies
of other members in exchange for its own currency in an amount
equivalent to $100 million, provided that the total amount of
all purchases under this stand-by arrangement shall not, with-
out the consent of the Fund, exceed the equivalent of $75 mil-
lion before May 31, 1963, and thereafter a cumulative total
equivelent to this $75 million plus $5 million for each month
after May 31, 1963." '

%. The Tollowing shall be added at the end of paragraph 8
of the stand-by arrangement with Argentina: "In accordance with
the Fund's decision of July 20, 1062."

v g i, coperin g IEF L SR
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Annex to Stand-By Arrangement

Peder Ejecutivo Nacional
MINISTERTO D& ECONOMTA
Buenos Aires, March 13, 1963

Dear Mr. Jacobsson: i

arrangement with Argentina for $100 million which enabled it to face g very
difficult balance of Peyments situation. Argentina has Purchased $50 mii-
lion from the Fund under this arrangement and has followed policies which
have permitteg consideragble PTrogress to be made in overcoming the problem.
The very large trade deficit is being rapidly eliminated, ang the decline
tﬁn the foreign exchange reserves of the Central Bank has beep checked, At
the sanme time, the Argentine authorities have Tacilitated the servicing of
all bank—guaranteed foreign debt ocbligations virtually without delay. How-
ever, the burden to the economy reswlting frem this adjustment of the bal-
ance of payments 4o the repayment op foreign debt has been substantisl,
while at the Same time Argenting has been passing through a period of po-
litical uncertainty. Buginess activity has declined, and in particular
there has been g substantial reduction in manufacturing output. For these
reasons, it has not been possible to carry through the fisecgl brogram as it
Was originally Planned. Tax receipts have fallen below expectations, and
it kas not ¥et been possible to improve the efficiency of the state enter-

dditional support 7or these efforts is algo expected from the U.5. Govern-
€4t in the form of debt relier and new ¢redits, and from European Govern-
ments (Paris Club) and Japan through dcbt peiier, Moreover, the authorities
Intend to approach other foreign suppliers with a viey to rencgotiating
additional debtg oWed by the publie sector.

3.  The most important immediate tause of the economic broblem of
Argenting hasg been the seriously unbalanceq budget of the National Govern-
nent. To improve thig situation the Government has taken a series of
measures during the rast few months. 1In Hovember 1962 the Price of gaso-
line was raised from M$N 7 to M$N 10 ber liter, and a new 5 Per cent tax
- Was Ilmposed on meat and cereal Products, notwithstanding the unsuitability
of this Lieasure from the standpoint of stimilating agricultural production.
More recently, in Pebruary 1963, the Government hes introduceq additional
taxes vhich are expected to yvield Mgy 1.3 billion & year, equivalent to
about 11 Per cent of estimated level of receipts in the current fiscal year,

.
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These include {(a) & new tax of MIN 1 per liter on gasoline, to yicld M$N %.8
biliion; (b) an increase in the price of cigareties, to yield MeIl 3 billion;
(c) increased surcharges on imports and the elimination of certain exemp-
tions from existing surcharges, to yield M3N 5 billion; (@) an incremsed tax
on lubricants, to yield M3 1.5 billion; and (e) miscellaneous minor taxes,
to yield M$N 1 billion. The railroads have increased suburbsn passenger
fares by 10 to 15 per cent, long distance passenger fares by 10 per cent,
and freight rates by up to 10 per cent. The state gas corporation has also
increased its charges, and increases have been authorized in road transport
fares and electricity charges in Btienos Aires. In addition, the Government
1s making a ccomplete review of its expenditures so as to introduce 211 pos-
sible economies. loreover, plans for new investment expenditures financed
from domestic sources have been postponed until the new administration takes
office. Thus, the road agency has virtually ceased to undertake new projects
except for those financed by foreign funds. The Government has alco decided
that no new tax reliefs or reductions will be made during the period of the

.Zgﬁtand-by errangement, and has implemented & program to improve tax collec-

tions. .

4. Turing the past year the difficult financial position of the Gov-
ernment has led to considerable delays in the payment of salaries, pensions,
and debts owing to suppliers, a situation which the authorities regard as
most undesirable and unjust. In view of the need to coucentrate aveilable
resources on achleving more regular payments in the future, it has been
decreed that during the teyxm of this administration no wage or salary
increases will be considered for employees in the public sector, and there
will be no increases in the existing scale of sccial security pensions.

As a longer term measure, directed towerd the reform of the social security
arrangements, the Government has also annulled the right of contributors to
the social security pension funds to elect voluntary retirement on part
_Pbension after 20 years of active employment.

5. In addition to the irmediate steps to reduce the cash budget defi-
cit, the authorities have taken measures designed to achieve over the longer
run an improvement in the operations of the state-owned enterprises. In

articular, many of the recommendations of the Transport Planning Group,
based on a study undertaken jointly with the IBRD, for a complete reorgani-
zation of the adwinistration of the raiircads have been implemented, and a
completely new structure of management has heen introduced, giving greater
authority to the managers of the individual lines. In addition, the menage-
wment of the State Petroleum Company (YPF) has been strengthened and reorgan-
ized. Moreover, the authorities have given close attention to the problem
of the disorderly acceptance ¢f foreign credits by state enterprises, and
for this and other reasons have decided to strengthen greatly the National
Development Council. Henceforward, all foreign borrowing by the public
sector will require prior suthorization of the Ministry of Economy on the
advice of the National Development Council ané the Central Bank. To perfect
the technique of these controls, the Government plans to obtain . technical
assistance {rom the IBRD. .
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6. Despite the substantial efforts of the authorities and the relief
rrovided by gebht refinancing from abroad, it will not be possible for the
Government to avoig Some financing for the public sector from the Central
Baak in the next rfey months. The total amount of such financing will at no
time exceed the cumulative total of MAN 2 billion monthly for the seven
calendar monthg Farch through September 1963,

i
T. The Central Bank finanéing o the public sector on the scale fore-
seen will lead to sope monetary expansion through the commercial banks.
This in turn should ease the tight monetary situation of the rrivate sector,
vhich has been que ip large part to the unsatisfactory state of the public
finances. In addition, the Central Bank will provide a small amount of
eredit to the private sector through normal seasonal rediscounts and export
~my, CTEA1%S, and whatever assistance is possible to the sectors affected by the
u% economic recession ang the drought. The amount of this expansion, however,
will be strictly limiteq in view of the low level of the resources of the
Central Bank. Thus, the total Goestic assets of the Central Bank, ineluding
export credits ang the amounts released by any reduction of reserve require-
merts against the liabilities of the commercial banks, will not at any time
exceed the level or February 28, 1965, increased on g cumulative basis by
M$N 2.5 billicn g month in each of the seven months Harch through September
1963, Moreover, the Central Bank will adhere strictly to the rolicy of not
entering into any new operations with the Industrial ang Mortgage Banks to
finance medium- and long-term transactions by thoge banks, :

e
%

 Bank will continue with its policy of refusing to grant exchange rate guar-
antees or to assume exchange risks arising from any type of contract.

9. The Government regrets that little progress has been made in

reducing the high level of taxes on imports, and that recently some addi-

ional increases have been imposed. Tt is recognized that the degree of
Protection affordeq by these taxes ig eXcessive and will lead to the undue
growth of high-cost inefficient industries, thus retarding the growth of
the economy. - In viev of the difficult Payments situation, it is necessary
at this time to limit imports ang also to obtain as much revenue for the
budget as Possible. An exception, however, has been made in the case of
fertilizers ang besticides, the surcharges on vhich were removed in March
1963, Upon the return of more normal circumstances, the Government plans
to review the entire system of import surcharges and to reduce these taxes
&s much as possible. '

10. Because of the effect of the drought on the volume of vheat pro-
duction it wag necessary to suspend exports after they had reached 1,300,000
tons, in order to insure the necessary minimum for domestie consumption.

This vas &n emergency measure which the government intends to re-examine ag
So0n as the means gre obtained to enable the domestic industry, with proper
financing, to make 1ts purchases in free competititon with exporters. In
addition, recent neasures intreasing shipping diserimination whieh were intyro-
duced primarily for administretive reasons wiil be terminated as soon as pos-
sible. c
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1l. As recent events have shown the need for tight control aver for-
eign borrowing by the public sector, the authorities have intrcduced strict
limits on new operations of this type. In particular, the Government has
decided that from February 28, 1963 until the new administration takes
office the total emount of new suppliers' credits for more than 180 days
for the public sector, all of which are registered at the Central Bank, will
not exceed $25 million. In addition, to insure that foreilgn cormitments on
behalf of the private sector do not again become unduly large, the Central
Bank has taken action to insure regular and prompt reporting of all guar-
antees of foreign loans made by the commercial banks. Regulations have been
1ssued prohibiting any new bank guarantees on short-term financing from
abroad not specifically related to imports and providing for the gradual
elimination of existing guaranitees of this type. Finally, the Industrial

- Bank and the Bank of the Nation have undertaken to keep all guarantees of
foreign loans to the private sector at their present level, and to submit
.:3 for prior Central Bank approval all such guarantees in excess of $50,000.

12. During any period in which {a) the limits specified in paragraphs
6, 7, and 11 of this letter are exceeded, or (b) any restrictions on
exchinge trensactions are meintained, Argentina will not request any further
drawing under the stand-by arrangement except after consulting the Fund and
egreeing with it on the terms on which further drawings may be made.

Sincerely yours,

/s ‘ ' - /s/
Iuis Otero Monsegur Eustaquio Méndez Delfino
President Minister of Econony

Central Bank of Argentina

% Mr. Per Jacohsson

Managing Director
International Monetary Fund
Washington 25, D.C.
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