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August 11, 1965,
David C. Redding.

Developments in Argentina, January-June 1965

Precis

Economic activity remained vigorous in Argentina during the
first half of 1965. During the first quarter, GNP increased at an
annual rate of 7.5 per cent. Industrial production was maintained at
the level of fourth quarter 1964 and sales were brisk. Both business
profits and tax receipts increased. An outstanding wheat harvest was
a major feature of successful agricultural developments., Argentina
continued to run a surplus on its foreign trade account, but it was
smaller than in the comparable period of 1964, when an exceptional
surplus was achieved. Imports rose considerably in early 1965, due
largely to the raw material needs of industry. 1In response to the
deterioration of the trade surplus and a rapid credit expansion, the
Central Bank established a prior deposit requirement for imports.

Despite apparent prosperity, the country was plagued with con-
tinuing basic economic problems. The budget deficit remained high,
inflation was generally unabaced, foreign debt maturities approached,
and the foreign exchange picture remained serious. The Government
anticipated a 1965 budget deficit of about 115 billion pesos. The
prices of public services were advanced during the first quarter, adding
to Government revenues but boosting the cost of living. Predictions on
the rate of inflation for 1965 ranged upward from 20 per cent. The
expansion of the means of payment was projected by the Government at
26 per cent for the year; this would compare favorably with the 39 per
cent increase experienced in 1964,

Argentina's external problems in the first half of 1965 revolved
around the need for refinancing of the foreign debt due this year and
in 1966, and the continuing foreign exchange pressure upon the peso,
On June 24 an agreement was reached with the Paris Club of creditor
countries on refinancing a portion of 1965 maturities. Earlier, Argen-
tina had achieved a postponement of payments due to international insti-
tutions and U. S. and European commercial banks. On April 19 the Central
Bank ad usted its support points for the peso, thereby allowing a modest
devaluation in an attempt to encourage exports and discourage imports,
Retenticns, or export taxes, were placed on certain export commodities
so as to divert windfall profits to the Treasury. There has been con-
siderable criticism of the retentions by Argentine producers who feel
that these taxes will inhibit exports in general and offset the effect
of the devaluation.

March elections in Argentina indicated growing Peronist sen-
timent and a polarization of political strength., Approximately one-
half of the seats in the National Chamber of Deputies (99) were subject
to contest. The Union Popular Party (UPP), a pro-Peron entity, won
50 of these, and the Government UCRP party took 34. The remaining 15
seats were divided among several groups. Although the Government still
has a plurality of 70 in the lower house, the UPP is now the second
strongest voting bloc
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Trade and External Financial Position

4rgentina experienced a deficit of $11.3 million in its overall balance
of payments in 1964, as compared with a surplus of $144.1 million in 1963 and an
average deficit of about $36 million for the period 1960-63. The current account

was in surplus by about $129 million in 1964, while the capital account showed a
deficit of $140 million.

The Argentine trade picture in 1964 was dominated by rising imports, due
primarily to increasing demand for raw materials deriving from the general economic
upturn. Second half 1964 imports were $601 million, as compared with $477 million
for the first six months of the year. The import expansion continued in 1965 but
did not include machinery. This is because the Central Bank regulations on capital
goods imports (November 1964) had earlier discouraged potential demand. At that
time, the Bank sought to strengthen the Argentine balance of payments by requiring
-specified deferred payments conditions and long-term credits for equipment imports;
but Argentine firms were later largely unsuccessful in obtaining such terms. How-
ever, the picture is changing, and significant machinery purchases by the steel
and electric power industries may be negotiated, Further, the Government-owned
petroleum company, YPF, issued a call for tenders on 0oil well drilling equipment
on February 22, and Aerolineas Argentinas is negotiating for the purchase of
commercial jet aircraft.

The Argentine trade surplus for 1964 was $334 million, compared with $385
million in 1963. Exports amounted to $1,410 million, the highest since 1946-48,
and imports totaled $1,077 million. Argentina ran a $165 million bilateral trade
deficit with the United States in 1964; imports from the U, 3. were $255 million,
and exports to the U. S. were $90 million. Imports from the U, S. were up $12
million from 1963, while exports were down by $60 million. The 1964 Argentine
deficit with the U. S. was almost twice that of 1963, but it was still considerably
under those of 1960-62, when U, S. direct investment in Argentina was heavy. Argen-
tina earned a trade surplus with most other major trading areas of the world in
1964, including $311.2 million with the EEC, $53.8 million with the EFTA, $47.6
million with the other LAFTA countries and over $135 million with the Communist Bloc,

Argentina experienced an $83 million trade surplus during the first four
months of 1965, compared with $218 million for the same period of 1964, Official
predictions for the whole year of 1965 call for exports of $1.4 billion and imports
of $1.1 billion, figures close to those of last year. In recent months, imports
rose markedly and exports declined slightly. There is an exportable grain surplus .
deriving from the bumper crop of 1964-65, but Argentine port facilities are jinade-
quate to acaieve prompt shipment. Declining production of the Government-owned o0il
company, Yacimientos Petroliferos Fiscales (YPF) has led to increased petroleum
imports. Further, foreign-owned o0il firms have suspended their development efforts
due to protiacted negotiations with the Argentine Government. The controversy was
initiated in 1963 when the Government suspended all exploration contracts with
foreign firms.

Argentina is expected to conclude foreign sales of some 5 million tons of
wheat this year. Sales activity was slowearly in the first quarter, but it has since
accelerated. Satisfactory commercial disposition of most surplus wheat is antici-
pated, although a significant portion of the crop may not be actually shipped during
1965. One million metric tons of wheat was sold to Communist China during the first
quarter, anc a like amount was purchased by the Soviet Union in a partial barter
transaction. Another 250,000 tons is involved in a barter agreement between Argen-
tina and Italy. Argentine trade missions toured Africa and the Near East and held
discussions with Chile, A Yugoslav-Argentine trade agreement was renewed on June 9,
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The marketing of cattle turned upward during the quarter and prices were
good, but meat exports did not respond. Producers und traders cite National Meat
Board controls as the reason. Overall, exports of agricultural products in first
half 1965 were disappointing, and the meat packing plants have been laying off
many workers., The packers claim that the current exchange rate and prevailing
production costs together make operations unprofitable.

By the end of March 1965, Argentina's gold and foreign exchange reserves
had fallen to something under $150 million, including approximately $45 million in
inconvertible currencies. Convertible currency holdings at the end of April were
estimated at about $30 million. However, since the peso devaluation of April 19
the Central Bank has purchased some additional foreign exchange. In view of the
declining reserves and maturing external obligations, the Government presented a
refinancing proposal to the United States, Japan and ctter Paris Club countries on

- April 26 in Buenos Aires. An Argentine refinancing mission visited the creditor
countries prion to consultations with the Paris Club in June. Argentina has been
scheduled to pay foreign creditors approximately $533.3 million in 1965 and $414.3
million in 1966,

While in the United States, the Argentine delegation obtained a rollover
of a total of $107.5 million due the International Monetary Fund, the World Bank,
and European and American commercial banks in 1965, The Paris Club (France,
Germany, United Kingdom, United States, Italy, Japan, Switzerland, Netherlands)
agreed, severa. weeks later, to refinance some 60 per cent of certain Argentine
obligations falling due in 1965. A few creditors with small claims declined to
join in the refinancing agreement. The debts involved are largely Government-
guaranteed and other suppliers' credits and direct Government or Government agency
project obligations. Although bilateral negotiations between Argentina and each
of the participating Paris Club members are yet to be concluded, it is estimated
that the relief provided will approximate $90 million. Thus, the total debt roll-
over would be near $200 million. The Paris Club may consider refinancing of Argen-
tine obligations falling due in 1966 at a meeting later this year, in the light of
subsequent Argentine performance in the realm of exchange rate policy, reduction of
the import application (for foreign exchange) backlog, and control over the expan-~
sion of new short- and medium-term obligations. The Argentine Government made
commitments in these areas which were basic to reaching agreement with the Paris
Club. However, Argentina may have to take steps adequate to warrant consideration
for an IMF standby before the Paris Club will agree to consider the country's
external obligations maturing in 1966.

During early 1965, private businesses had increasing difficulty in achiev-
ing external money transfers other than for current import payments, No official
figures have been issued, but private sources speculate that current pending
applications mey total $150 million or more.

Argentine Foreign Commercial Policy

In late 1964, Government determination to lessen imports led to new
Central Bank restrictions on the financing of machinery and other capital goods,
In January 1965, the Bank also decided to discourage speculative stockpiling.
It did this by establishing a 100 per cent prior deposit requirement for imports
other than capital goods. Under its terms, 180-day peso deposits equal to the
value of the import had to be placed when the letter of credit was opened. When
the April peso devaluation occurred, the deposit requirement was lowered to 75 per
cent of the cost and freight value. Thus, importers benefitted from a modest
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net reduction in the amount of necessary advance peso deposits. The
protests of Argentine businessmen have led to various exemptions from the
prior deposit rules (mainly for necessities such as drugs), and to an
improvement in the rate of pProcessing applications for capital goods

imports, since specific capital goods lists were issued by the Central
Bank,

The official exchange rate for the peso was changed from 151
to 173 (selling) to the dollar on April 19, in partial recognition of
actual market conditions as reflected in the declining reserves. This
devaluation was widely anticipated, and some economists and producers
viewed the adjustment as inadequate. The current unofficial (black market)
rate is in the vicinity of 280 pesos per dollar. In order for the devalu-
ation to be successful, domestic prices must be held down to enable the
rate to stimulate exports and dampen import demand, However, some
agricultural producers argue that the increases in government retentions
{export taxes) on export profits will materially sap the potential benefits
to be derived from the April devaluation. It remains to be seen whether
the retentions system will facilitate the officially anticipated increase
in exports of previously slow-moving products, such as wool and various
manufactures, without damaging the foreign sales of those commodities
which havs been moving well. The effect of retentions is to maintain
the old exchange rate with consequent lower peso proceeds for some exporters,

Fiscal and Monetary Developments

In February, the Argentine Congress approved a Government budget
for the current calendar year which anticipated a cash deficit of about
115 billion pesos., If achieved, this would compare favorably with fiscal
1964 (November 1963 through October 1964), in which Argentina experienced
a deficit of 144 billion pesos. Expenditures for 1965 are budgeted at
318 billion pesos, a 54 billion rise over 1964. The Government has since
sought to reduce expenditures and has promulgated a decree calling for a
16 billior peso cut in official spending, which is designed to reduce
the projected budget deficit. Expenditures for January-March 1965 were
75 billior pesos, while revenues were 31.4 billion. The Treasury deficit
for the January-March period was 43.6 billion pesos, or 1 billion pesos
below the corresponding period in 1964. Public revenues for first-
quarter 1965 were markedly above those of a year earlier, chiefly because
of business expansion and improved tax collection, including customs,
However, the size cf the first-quarter deficit indicates that it may be
difficult to keep the 1965 budget deficit at the 114.9 billion peso
estimate,

The estimated 1965 budget deficit of 114.9 pesos is expected
to be financed approximately as follows: (1) 17.4 per cent through
foreign debt refinancing; (2) 5.2 per cent through certificates issued
to suppliers; (3) 15.2 per cent via bond sales to social insurance
funds and the public; (4) 16.5 per cent by means of social insurance
funds savings funnelled to the Government by the banking system; (5)
45.3 per cent (52 billion pesos) from the banking system, chiefly the
Central Bank (of which 12 billion pesos are to be offset by increasing




-5«

non-Treasury, non-social insurance fund public sector deposits in the
banking system). In comparison, the FY 1964 budget deficit of 144 billion
pesos was financed more heavily by the banking system (about 70 per cent)
with the Central Bank alone covering some 50 per cent of the deficit,
while Government debt certificates issued to suppliers and personnel
accounted for most of the remainder. Thus, if the 1965 deficit is held

to the amount budgeted, its financing should be less inflationary in
effect than the comparable operations for the preceding year. Commercial
bank reserves should experience a smaller expansion due to Central Bank
extension of credit to the public sector in 1965, From early April to
mid-June, the Central Bank made no new loans to the Government. Long-
term fiscal reform is being sought through renewed attempts to rationalize
the administration of the publicly-owned Argentine railways.

The 1965 Argentine budget law authorized the Central Bank to
loan the Treasury up to 50 billion peéos. Last yeart Central Bank
credit to the Government rose by about 70 billion pesos. 1In the budget,
Congress also authorized the Bank to rediscount, without limit, paper
acquired by the Natiomal Grain Board in the course of the latter's
purchases and marketing of the current crop. At least temporarily, this
may partially offset the relatively non-inflationary financing of the
1965 budget deficit,

The growth in the Argentine money supply slowed down in the first
quarter of 1965 to 7.6 per cent, compared to 11.0 per cent in the previous
quarter., But the expansion of credit was still sizeable. This was par-
tially a result of a continuing Government budget deficit. Also in early
1965, the Central Bank rapidly expanded credit to commercial banks. The
National Grain Board was a major recipient of this new credit, which was
used to finance the purchase of the 1964-1965 wheat crop. Incomplete
data indicate a partial slackening in the rate of money supply growth
in the second quarter of 1965. The Government hopes that the expansion
in the money supply for this year can be held to only 26 per cent, as
compared with one of 39 per cent in 1964, and that the increase in
the level of prices will be only 20 per cent in 1965, as compared with a
22 per cent rise in the preceding year.

Commercial Bank claims on the Government and other official
entities rose by some 40 per cent in the first four months of 1965, com-
pared with an increase of 36 per cent for the same period in 1964, The
expansion of bank credit to the private sector was about 6 per cent and
5 per cent in the first four months of 1965 and 1964, respectively,

The imposition of a 180 day prior deposit requirement for non-
capital goods imports in January 1965 helped dampen inflationary tenden-
cies by sterilizing a portion of the expanding money supply. In May the
Bank also altered minimum reserve requirements of non-bank financial
institutions; effective June 1, 1965, required reserve levels were
determined by the type of deposits received, and short-term deposits
backed by larger reserves (16 per cent as compared with the previous
10 per cent).
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A Government press release of April 18 indicated that there
were differences between it and the IMF with respect to Argentina's
internal economic policy. The Fund has called for a more stringent anti-
inflationary policy than the Argentine Government has been willing to
accept; the latter feels that such measures as the Fund advocates would
likely trigger a recession and disrupt the country's development efforts.
However, negotiations with the Fund are continuing,

Output, Prices and Wages

Business was good in the first half of 1965, with overall
industrial cutput sustained at about the level of the fourth quarter of
1964, Wholesale and retail sales were strong while most corporate pro-
fits held at the prosperous level achieved in 1964, The Argentine Govern-
ment optimistically forecast a 5 per cent increase in real gross domestic
product 1in 1965. There are indications that real GNP was rising somewhat
more rapidly than this in the first quarter,

The May, 1965, cost of living index stood 18.8 per cent above
the May, 19€4, level. From December, 1964, to March, 1965, the index
rose by only 3.4 per cent, but price increases for public services and
products approved during the first quarter are expected to come into
play and accelerate price increases during the remainder of 1965. To
bolster its fight against inflationary forces, the Government extended
its "state of economic emergency" which was due to expire in February.
The current session of the Argentine Congress must decide whether to authorize
the maintenance of related extraordinary measures, such as price controls
on necessities,

Some business investment decisions appear to have been withheld
pending the outcome of the foreign debt negotiations and the presentation
of the details of the economic development plan hitherto available
only in outline form. Expectations of a peso devaluation may also have
inhibited decision-making,

Certain public sector wage agreements reached in the first
quarter of 1365 have set the stage for renewed upward pressure on prices,
Despite a previous Government declaration that it would seek to hold
wage increases for employees of state enterprises to about 22 per cent,
union pressures resulted in settlements calling for larger pay hikes.

After two months of strenuous negotiations, the state railway and telephone
company workers signed a 15-month contract including a pay increase of

25 per cent during the first eight months and an additional 17 per cent

for the next seven months, Other settlements with public employees
resulted in wage increases in the 30 per cent range.

Rel.atively speaking, there was little strife between manage-
ment and labor early in the year. The fact that January and February
are traditional vacation months probably contributed to the calm. On
the basis of tentative figures, it appears that workers' real wages
rose during the first quarter, and that unemployment declined significantly,




;,‘f"the m:lnimun monthly wage for workers was revised upward by
t (over July 1964) in line with the change in the officixl
v:lng i.ndex, as’ prescribed by lav S




ARGENTINE GROSS DOMESTIC PRODUCT, 1964

General Total

‘Agriculture, Forestry, Hunting and
Fishing

Mining
Manufactures
Construction

Electrical, Gas, Water and Sanitary
Services

Transportation

Communications

Commarce

Banking, Insurance and Housing
Government Services

Other Services

Base Year

1960 = 100

108.1

107.8
147 .1
112.2

98.5

149.6
103.8

97.4
104.8
109.9
100.4

102.6

% Increase

over 1963

8.4

——

8.0
4.9
14.4

8.8

10.2

3.6

5.6

1.2
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