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	BASIC STATISTICS OF ARGENTINA, 2016

	(Numbers in parentheses refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	43.8
	 
	Population density per km2
	15.8
	(35.4)

	 Under 15 (%)
	25.1
	(18.0)
	Life expectancy (years)
	76.9
	(81.0)

	 Over 65 (%)
	11.1
	(16.5)
	 Men 
	73.2
	(78.4)

	
	
	
	 Women
	78.1
	(80.6)

	Latest 5-year average growth (%)
	1.0
	(0.6)
	Latest general election
	November 2015

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	545.7
	
	 Primary sector
	12.6
	(2.5)

	 In current prices (billion ARS)
	8 050.2
	
	 Industry including construction
	25.6
	(26.6)

	 Latest 5-year average real growth (%)
	-0.2
	(1.8)
	 Services
	61.8
	(70.9)

	 Per capita (000 USD PPP)
	20.0
	(42.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditurea
	39.5
	(40.9)
	Gross financial debta
	52.0
	(112.1)

	Revenuea
	33.7
	(38.0)
	Net financial debta, b
	25.0
	(72.8)

	EXTERNAL ACCOUNTS

	Exchange rate (ARS per USD)
	14.751
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	9.194
	
	 Food and live animals
	41.5
	

	In per cent of GDP
	
	
	 Machinery and transport equipment
	13.5
	

	 Exports of goods and services
	12.7
	(53.9)
	 Crude materials, inedible, except fuels
	10.6
	

	 Imports of goods and services
	13.4
	(49.3)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	-2.8
	(0.3)
	 Machinery and transport equipment
	44.7
	

	 Net international investment position (2014)
	8.3
	
	 Chemicals and related products, n.e.s.
	18.9
	

	
	
	
	 Manufactured goods
	12.1
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	61.7
	(67.0)
	Unemployment rate, Labour Force Survey (age +14 and over) (%)
	7.6
	(6.3)

	 Men
	72.8
	(74.7)
	 Youth (age 15-24, %)
	23.9
	(13.0)

	 Women
	51.4
	(59.3)
	
	
	

	Participation rate for 15-64 year-olds (%)a
	67.6
	(71.3)
	Tertiary educational attainment 25-34 year-olds (%, 2015)
	18.2
	(40.7)

	
	
	
	Gross domestic expenditure on R&D (% of GDP, 2014)
	0.6
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2014)c
	2.0
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	4.5
	(9.3)

	 Renewables (%, 2014)
	8.7
	(9.6)
	
	
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	44.2
	(75.2)
	
	
	

	SOCIETY

	Income inequality (Gini coefficient)c, d 
	0.36
	(0.31)
	Education outcomes (PISA score, 2012e)
	
	

	Relative poverty rate (%)c
	16.6
	(11.1)
	 Reading 
	396
	(496)

	
	
	
	 Mathematics
	388
	(494)

	Public and private spending (% of GDP)
	
	
	 Science
	406
	(501)

	 Health care (2014)
	4.8
	(9.0)
	Share of women in parliament (%)
	38.9
	(28.7)

	 Pensions (Publicc)
	8.1
	(9.1)
	
	
	

	 Education (primary, secondary, post sec. non tertiary, 2013)
	4.4
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	a. 2015 data for the OECD.

	b. Excludes public debt held by public sector entities including the Central Bank and the Social Security Administration ANSES.

	c. 2013 data for the OECD.

	d. For Argentina, based on household data for the thrid quarter of 2016, using the new OECD income definition.

	e. For PISA 2015, only results on capital city of Buenos Aires.

	Source: Calculations based on databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
	Further reforms will have significant pay-offs

	Raising investment and productivity is the basis for sustainable income gains

	Protecting the poor and ensuring that growth is inclusive and sustainable are key priorities



Further reforms will have significant pay-offs
Expected GDP gains over ten years in percent
[image: graphic]StatLinkhttp://dx.doi.org/10.1787/888933541605

Following years of unsustainable economic policies, Argentina has recently undertaken bold reforms and a turnaround in policies that has helped to avoid another crisis and stabilise the economy. Reforms such as those already implemented and those currently planned should help lay the foundations to raise the material living standards and well-being of all Argentinians, including the most vulnerable. Continuing the structural reform agenda to deliver better material living standards for all Argentinians will be crucial. Aligning key policy settings with the OECD average could increase GDP per capita by 15% in 10 years. Bringing down inflation and the fiscal deficit is necessary for these pay-offs to materialise. 

Raising investment and productivity is the basis for sustainable income gains
Barriers to entrepreneurship are high
[image: graphic]StatLinkhttp://dx.doi.org/10.1787/888933542308

Structural and institutional reforms encompassing regulation on product markets, labour markets, competition, taxes, infrastructure, education, trade policy and financial markets can raise investment and productivity, which is the basis for sustainable income gains. Such reforms will involve adjustment costs as jobs will be lost in some firms and sectors and created in others. But well-designed policies can protect the poor and vulnerable from the burden of adjustment. A current focus on strengthening the social safety net and efforts to improve the quality of education are part of such policies, as is labour market support for affected workers. 

Protecting the poor and ensuring that growth is inclusive and sustainable are key priorities
Income inequality is high
[image: graphic]1. 2014 or latest year available, 2016Q2 for Argentina.
StatLinkhttp://dx.doi.org/10.1787/888933541624

The benefits of stronger growth will depend on improving the distribution of income, which is currently very unequal and leaves one third of the population in poverty, and one out of five Argentinians at risk of falling into poverty. Reforms and a recovery of growth are expected to provide better job and income opportunities, although some current jobs may be lost in the transition. Efforts are also underway to reduce inequalities in the access to quality education. Public transfers to reduce inequality and poverty will continue to play an important role, together with stronger efforts to curb labour market informality toimprove productivity and job quality for all Argentinians. 
	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Macroeconomic policies

	The fiscal deficit has increased substantially over the last years. Maintaining access to external finance and debt sustainability will require a credible plan to reduce the deficit. 
	Ensure fiscal sustainability by continuing to pursue planned fiscal targets but allow temporary deviations in either direction from the targets if growth disappoints or surprises on the upside.

	Public expenditures have risen strongly over the years, but not all of this spending has contributed to stronger inclusiveness or growth. Spending efficiency could be improved by reallocating spending while ensuring a strong social safety net. 
	Phase out energy subsidies. 
Rationalise public employment, particularly in the provinces. 
Achieve further cost savings in state-owned enterprises and improve their governance.
Undertake an expenditure review.

	The tax system is complex and few people pay income taxes. It also contributes comparatively little to reducing inequalities and creates strong incentives for informality. 
	Undertake a revenue-neutral tax reform, including
	Lowering the income threshold where taxpayers start paying personal income taxes.

	Phasing out the provincial turnover tax and financial transaction tax.

	Broadening the base of value added taxes.

	Introducing progressivity into social security contributions.

	Lowering social security contributions temporarily for low-paid workers whose jobs are brought into the formal sector.



	Recent setting of multi-year deficit targets constitutes noticeable progress, but is not yet locked into legislation.
	Introduce an expenditure rule and consider implementing a debt target over time. 
Use an independent fiscal council to assess compliance with the rules.

	The central bank lacks formal independence and its mandate lacks clarity. This reduces monetary policy effectiveness. 
	Limit dismissal of the Central Bank governor to severe misconduct. 
Simplify the Central Bank’s mandate, prioritising price stability. 

	The rule of law has been weakened in the past and corruption has affected the investment climate. 
	Strengthen the capacities and independence of bodies investigating corruption, reorganise and strengthen courts and enact the corporate liability bill to prosecute bribery. 

	Strengthening productivity and investment

	Barriers to entry and weak enforcement of rules weaken competition on product markets. 
	Simplify administrative procedures and licensing requirements to start an activity. 
Implement a one-stop-shop approach to business regulation. 

	
	Ensure that the competition authority has autonomy and adequate resources.

	The economy, shielded from international competition, has not been able to reap the full benefits of international trade and global value chains.
	Lower import tariffs and further reduce the application of non-automatic import licenses. 
Expand labour market support for affected workers.

	Rigid labour market regulations hamper job creation, raise labour costs and curb productivity growth. 
	Protect workers with unemployment insurance and training rather than strict labour regulations. 
Introduce out-of-court procedures for labour disputes.

	Skill shortages are holding back productivity growth and the creation of high quality jobs. 
	Develop the vocational education system by increasing the involvement of employers and workplace education.
Better align tertiary curriculums with jobs.

	Making growth more inclusive

	Educational attainments are low. Grade repetition and drop-out rates are high. 
	Strengthen mechanisms to identify and support students at risk of dropping out through tutoring and individualised support.

	The quality of education and in particular teacher quality is low, related to shortcomings in teacher training. 
	Merge teacher training institutions and strengthen their quality standards, governance, accounting requirements and transparency.

	A lack of skills and incentives is reducing employment. A high share of youths is neither in training, employment nor education.
	Scale up training, employment services, and incentives for small business development.

	Female employment is low although women are on average better educated than men.
	Expand early childhood education, promote flexible working time arrangements and extend paternity leave.

	A third of the workforce is in informal employment, with low wages and no job protection. 
	Enforce formalisation and compliance with more labour inspections, in conjunction with other measures to strengthen incentives for formalisation mentioned above.

	Pension spending is high and population aging threatens the long-term sustainability of the pension system. 
	Index pension benefits to consumer prices. 
Align retirement ages for women to those for men.

	Social protection programmes reduce poverty and inequality, but are fragmented with substantial overlaps.
	Integrate existing social protection programmes and allow them to share registries and targeting tools. 






Assessment and recommendations


	Wide-ranging structural reforms are the key to strong, sustainable and inclusive growth


	Comprehensive macroeconomic, structural and social reforms have been initiated


	Improving productivity and investment to raise well-being


	Making growth more inclusive


	Green growth challenges






Wide-ranging structural reforms are the key to strong, sustainable and inclusive growth

The Argentinian economy has been through many ups and downs over the past 50 years, and has been affected by several severe economic crises (Box 1). As a result, Argentina lost substantial ground in incomes and wellbeing relative to Latin American and other countries over time (Figure 1). 



Box 1. A glance at Argentina’s economic history

Argentina’s per capita incomes were among the top ten in the world a century ago, when they were 92% of the average of the 16 richest economies (Bolt and van Zanden, 2014). Today, per capita incomes are 43% of those same 16 rich economies. Food exports were initially the basis for Argentina’s high incomes, but foreign demand plummeted during the Great Depression and the associated fall in customs revenues was at the root of the first in a long row of fiscal crises. The economy became more inward-focused as of 1930 when the country suffered the first of six military coups during the 20th century. 

This inward focus continued after World War II, as policies featured import substitution to develop industry at the expense of agriculture, nationalisations and large state enterprises, the rising power of unions and tight regulation of the economy. The combination of trade protection and a significant state-owned sector lessened somewhat in the mid-1950s, in a succession of brief military and civilian governments. 

However, the weakness of both the external and fiscal balances continued into the 1960s and early 1970s, leading to an unstable growth performance and bouts of inflation, including a first hyperinflation in 1975. The military dictatorship of the 1970s and the democratic government of the 1980s continued to struggle with fiscal crises, resulting from spending ambitions exceeding revenues and exacerbated by the Latin American debt crisis starting in 1982, and the lack of a competitive export sector after decades of import-substituting industrialisation. The country fell into a fully-fledged hyperinflation in 1989-90. Between 1970 and 1990, real per capita incomes fell by over 20 percent. 

While the economy returned to growth after 1990 in the context of lower import tariffs, foreign investment, a currency pegged to the US dollar and falling inflation, volatility did not recede. Export competitiveness faltered following the Asian crisis and the devaluation of the Brazilian Real and by the late 1990s the economy was facing a severe recession. Rising fiscal imbalances led to the 2001 debt default and the end of the currency peg. The impoverishing effect of the crisis was exacerbated by the subsequent devaluation which wiped out large amounts of household savings. Despite the recurrent crises, the growth performance of Argentina between 1990 and 2010 allowed it to begin a process of convergence with the developed world. 





Figure 1. Argentina has lost ground relative to other countries

GDP per capita

[image: graphic]1. Western Europe includes: Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland and United Kingdom; Latin America includes: Brazil, Chile, Colombia, Mexico and Peru.

Source: OECD calculations based on Bolt and Van Zanden (2014) (see www.ggdc.net/maddison/maddison-project/data.htm).
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Argentina’s traditionally more equal income distribution, with its fairly strong middle class, has also dissipated and inequalities across households and regions are now closer to the rest of Latin America. Since 2003, income inequality has fallen, as average income growth was negative during 2009-14 and that of the bottom of the distribution modestly positive (Figure 2). Poverty now affects close to a third of the population and a third of employment is informal. Indicators of well-being are below the OECD average, particularly with respect to skills, life expectancy, employment quality and incomes. This calls for improvements in education and health policies, but also for creating new and quality jobs. 



Figure 2. Inequality has fallen but well-being is below the OECD average in some areas

[image: graphic]1. For Argentina, the latest estimate for the GINI coefficient is based on data from the third quarter of 2016. 

2. Due to data limitations, not all components of well-being usually shown in OECD Economic Surveys could be reflected in this chart.

3. Skill and competencies are measured as the PISA combined mean score. 

4. Air cleanliness is an inverted measure of the mean annual exposure to PM2.5 (micrograms per cubic meter).

Source: World Bank World Development Indicators database, World Bank World Development database; OECD PISA database; OECD Society at a Glance 2016; and OECD calculations.
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The economy revived temporarily following the collapse of the currency board and debt default in 2001, initially supported by rising commodity prices, global liquidity conditions and subsequently by an unsustainable policy-led expansion of consumption. Income inequality and poverty declined following the crisis. However, important underlying issues of high fiscal deficits, high inflation, low productivity, declining competitiveness, low quality of education and weak institutions were not addressed and prevented growth from being sustainable (Figure 3). With imbalances building up, policy interventions were introduced in both real and financial markets, including capital and currency controls. These interventions, which intensified after 2007, created distortions and prevented the flow of resources to their most productive uses, thus dragging down productivity and growth. 



Figure 3. Macroeconomic imbalances have built up

[image: graphic]1. Based on Congressional CPI index, Greater Buenos Aires area only. 

Source: CEIC, Thomson Reuters, Ministerio de Hacienda, INDEC, Diputados del Congreso Nacional.Index. 
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Between 2011 and 2015, growth was virtually zero (Figure 4). The fiscal deficit widened to almost 6% of GDP by 2015, despite an unusually high tax burden for the region. As Argentina did not have access to international financial markets, deficits were financed increasingly through printing money, export taxes and seizures of private assets. Inflation rose to 40%. The overvalued fixed exchange rate vis-à-vis the US dollar, maintained through capital controls, import restrictions and foreign currency rationing, implied a substantial gap between the official and parallel exchange rates and the depletion of foreign exchange reserves. Investment fell to 16% of GDP by 2015, compared to 20.5% in the OECD, while supply-side bottlenecks and poor public services reduced growth. Institutions were weakened by political interference, a highly visible symptom of which was the loss of confidence in official statistics and the IMF declaration of censure against the national statistics institute (Box 2). 



Figure 4. Real GDP has been volatile and stagnated in recent years

[image: graphic]Source: INDEC.

StatLink  http://dx.doi.org/10.1787/888933541700





Box 2. The quality of official statistics in Argentina (see also Chapter 1)

Argentina’s statistics deteriorated over 2007-15 amid growing political pressures to show more “positive” data about the economy and society. The number and quality of underlying censuses, surveys and procedures declined and data on international trade, inflation, GDP and poverty levels became unreliable. In July 2011, the IMF found Argentina in breach of its minimum reporting requirements because of inaccurate provision of CPI and GDP data (IMF, 2013). 

Since 2016, the national statistics institute INDEC has been completely overhauled and its leadership changed. Argentina is now working with the OECD to improve the quality of its statistics. A statistical emergency was declared at the end of 2015, putting the production of some indicators on hold until capacity was rebuilt, which limits the scope for drawing comparisons across time. For some series, the quality of historic data could not be improved and therefore remains subject to reservations. This is particularly the case for household data, which are considered unreliable for 2007 to 2015 as the sample composition may have been altered to obtain desired outcomes. For some series, reliable data are really only available as of mid-2016, preceded by a 6-months data gap due to the statistical emergency. For some variables, notably inflation, making recourse to non-official series for which a longer history is available is the only option. Moreover, poor statistics at the provincial level make comparisons across regions more difficult. 






Comprehensive macroeconomic, structural and social reforms have been initiated

The new government elected in November 2015 inherited an economy at risk of suffering another severe crisis, but set out to correct the various imbalances. These reforms helped stabilise the economy and rekindle inclusive growth. The main structural reforms undertaken include:


	Currency controls were abolished. 


	Export taxes were eliminated except for soy beans, for which they are being phased out.


	The scope of application of the cumbersome system of import licensing was significantly reduced.


	An agreement with holdout creditors from the 2001 debt default restored access to international capital markets in 2016. 


	National statistics were completely overhauled. 


	Multi-year fiscal targets were announced. 


	Large and untargeted subsidies have been curtailed substantially and are being phased out.


	Social benefits, including child benefits, unemployment benefits and pensions, were expanded. 


	A new capital markets law to develop financial markets and improve corporate governance was submitted to Congress.


	A large infrastructure investment plan with a focus on the Northern provinces was put in place.


	A tax amnesty programme led to the declaration of almost 20% of GDP in previously undeclared assets held by residents and raised extraordinary tax revenues of 1.6% of GDP. 


	A new entrepreneurship law and a new SME law reduced entry restrictions and improved financing for entrepreneurs and SMEs. 


	New programmes to promote PPPs and investment in renewable energy were launched.




After these bold initial measures, reforms have been more gradual, reflecting the need to support the recovery and build a broad consensus to pass legislative measures. Given the extent of remaining imbalances in the economy, a challenging reform agenda still lies ahead to deliver better material living standards for all Argentinians. This agenda encompasses a wide range of policy areas such as regulation on product and labour markets, taxes, infrastructure, education, innovation, trade policy and financial markets, all of which could have large pay-offs. Estimates based on the OECD Going for Growth framework of policy indicators suggest that policy reforms that would align Argentinian policy settings with the OECD average could increase GDP per capita by 15% in 10 years. Reforms to align Argentina with Chile, Colombia and Mexico, would raise per capita incomes by 8.5% over 10 years. These estimates represent a lower bound since some areas, such as improving education or access to finance, fall outside the scope of this quantification framework, but evidence suggests that they also have significant growth effects over time (Egert, 2017 and Melguizo et al., 2017). 


	
Table 1. Additional reforms are projected to pay off1



	If fully implemented, reforms would raise GDP per capita by 15% over a period of 10 years



	Accumulated effect on GDP per capita over 10 years from:

	
Scenario 1:

Convergence to selected Latin American peers2


	
Scenario 2:

Convergence to OECD average






	Product Market Reforms

	3.8

	 4.4




	 Barriers to entrepreneurship

	1.7

	 2.0




	 Governance of SOEs

	0.9

	 0.9




	 Competition framework

	1.2

	 1.5




	Lower trade barriers

	3.2

	 4.1




	Labour market reform

	0.5

	 1.4




	Tax reform

	1.0

	 3.4




	R&D business expenditure

	0.0

	 1.9




	Total 

	8.5

	15.3




	Corresponding average annual growth increase:

	0.8%

	1.5%




	1. Estimated impact on GDP per capita over a 10-year horizon, in percentage points. These estimates are subject to uncertainty with respect to their size and timing. See Annex to Chapter 1 for the methodology used to estimate the impact of reforms. 


	2. Peer Latin American countries include Chile, Colombia and Mexico.


	Source: OECD calculations.





Making growth more inclusive is crucial. The recent expansion of social transfers will support vulnerable families during the adjustment period and help reduce inequalities and poverty. While transfers can go a long way in alleviating poverty, improvements in the provision of such public services as education and health, which have suffered from inefficient and sometimes corrupt governance in the past, will play a key role in improving income opportunities for poor people and those at risk of falling into poverty. In addition, structural and macroeconomic policies should be designed in ways that improve employment and job quality. Regional disparities, which have exacerbated since 2002, will also need to be reduced (World Bank, 2016b).

Meeting these challenges calls for a long-term vision with a strong focus on evidence-based policy design. Fortunately, in this respect Argentina is in a good position to benefit from international best practice and the experiences of other countries, both in Latin America and elsewhere. Finding the right sequencing and the appropriate pace of progress, while improving the well-being of all Argentinians, and especially the poor and the vulnerable, is an essential part of the current challenges. 

Against this background, the main messages of the Survey are: 


	Macroeconomic policies should foster sustainability, including bringing down inflation and reducing the fiscal deficit, while setting the basis for higher incomes and widespread improvements in well-being. 


	Structural and institutional reforms should sustain rising incomes, with a specific focus on competition, product market regulations, trade policy, innovation and skills. 


	Stronger efforts to reduce inequalities in the access to quality education and reduce labour market informality will extend the benefits of growth to all Argentinians.




The outlook has improved

 Some of the reforms that were necessary to avoid a major crisis caused domestic demand to decline in 2016 (Table 2). Still, the short-lived recession bottomed out in the second quarter of 2016 and was less severe than what could have happened without these reforms. Quarterly growth, expressed in annual terms and with seasonal adjustment, rebounded to 2.8% during the fourth quarter of 2016 and to 4.2% in the first quarter of 2017. 


	
Table 2. Macroeconomic indicators and projections




	2014

	2015

	2016

	2017

	2018



	Percentage changes, volume





	GDP at market prices

	-2.5

	2.6

	-2.2

	2.9

	3.2




	Private consumption

	-4.4

	3.5

	-1.4

	2.5

	3.7




	Government consumption

	2.9

	6.8

	0.3

	3.4

	2.3




	Gross fixed capital formation

	-6.8

	3.8

	-5.1

	4.5

	5.8




	Total domestic demand

	-3.9

	4.0

	-1.6

	3.6

	3.9




	Exports of goods and services

	-7.0

	-0.6

	3.7

	7.1

	6.6




	Imports of goods and services

	-11.5

	5.7

	5.4

	9.1

	8.5




	 Net exports1

	0.7

	-0.9

	-0.3

	-0.3

	-0.4




	Memorandum items




	Current account balance2

	-1.5

	-2.7

	-2.8

	-3.0

	-3.2




	Central government primary fiscal balance2

	…

	…

	-4.5

	-4.2

	-3.4




	General government fiscal balance2

	-4.0

	-5.6

	-5.8

	-6.1

	-4.9




	Unemployment rate

	...³

	…

	8.5

	8.0

	7.5




	GDP deflator

	41.7

	23.6

	 41.0

	22.3

	14.7




	CPI inflation4

	38.4

	27.7

	40.7

	21.8

	14.3




	1. Contributions to changes in real GDP.


	2. As a percentage of GDP. 


	3. Not comparable with later data (see Figure 5A). 


	4. Greater Buenos Aires only. End-of-period. Year on year changes.


	Source: OECD projections, OECD Economic Outlook Database, INDEC, Central Bank.





A substantial tightening of monetary policy to bring inflation under control was part of the initial measures taken. Household real disposable incomes contracted as a result of the initial spike in inflation and the partial withdrawal of utility subsidies, although rising social expenditures offset some of this. Employment has shown mixed signals, but has been falling since the second half of 2016. The projected recovery of growth should bring down the unemployment rate, which currently stands at 9.2% (Figure 5). The decline in real wages, which fell by approximately 5% during the first half of 2016, tapered off in the second half of that year. Consumer confidence is still showing mixed signals. 



Figure 5. The labour market and consumer confidence are showing mixed signals

[image: graphic]Note: Data on employment and unemployment between 2007 and 2015 are based on household surveys that are subject to methodological reservations. 

Source: INDEC and Universidad Torcuato di Tella. 
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As some of the forces that reduced growth in 2016 recede and the reforms begin to bear fruit, activity is projected to recover during 2017 and 2018 (Table 2). Investment, already strong in the first quarter of 2017, is projected to be a key driver of growth during 2017, supported by plans to raise infrastructure outlays, an improving business climate and rising inflows of foreign direct investment. In the energy sector, the removal of price distortions and improvements in the legal framework are likely to encourage the implementation of overdue investment plans. With import demand outpacing projected improvements in export performance in 2017 and rising debt service payments by the public sector, the current account is projected to remain in deficit. 

Macroeconomic policies need to reduce the large imbalances built up in the past. This is particularly the case for monetary policy, which will need to remain restrictive with the objective of bringing down inflation. Fiscal policy will need to be moderately contractionary to reduce the large deficit, but in a gradual manner. This policy mix reflects the need to show determination in the fight against inflation, while low public debt levels allow the needed fiscal adjustment to be smoothed over the next few years.

Risks are related to the implementation of structural reforms and the external environment

Risks to this outlook exist both on the upside and the downside. On the upside, the reforms already undertaken could boost investment and lead to stronger-than-projected productivity improvements. Downside risks include political uncertainty, which could affect investment. This could affect the ability to implement structural reforms or meet fiscal targets. Difficulties in limiting nominal wage growth in collective bargaining agreements could lead to sustained inflationary pressures. In turn, higher inflation could require a tighter monetary policy that may in turn slow down investment growth. Moreover, sluggish world trade growth or a delayed recovery in Brazil could lead to lower export demand and a higher current account deficit. 

Medium-term vulnerabilities are largely external (Table 3). Like many emerging market economies, Argentina is vulnerable to external shocks and currency mismatches, particularly as two thirds of the public-sector financing needs have been covered by external financing since the country regained access to international credit markets in 2016. Public finances would become more challenging in the event of sharp movements in foreign interest rates, rising risk premiums on international capital markets or a large depreciation of the domestic currency.


	
Table 3. Key vulnerabilities



	Uncertainty

	Possible outcome





	Tighter external financing 

	Higher costs of financing the fiscal deficit and servicing debt, tighter fiscal and monetary policies. In the case of a sudden stop to capital flows to emerging markets, a significant fiscal adjustment would be necessary, given the limited domestic financing options. 




	Rise of protectionism and a slowdown in global trade

	The benefits of integrating into the world economy will be lower if global protectionism were to rise. Export prospects would be lower. 




	Implementation of structural reform, including due to political divisions

	If the reform agenda were derailed, growth outcomes would likely be much weaker. Unemployment could rise, capital inflows could slow down and the currency could depreciate. 







Due to past restrictions on accessing foreign capital markets, the stock of total external debt amounts to only around 25% of GDP, and corporate external debt is significantly below the Latin American average, at 13% of GDP. Foreign currency reserves have increased recently to USD 48 billion or 9% of GDP, which at 12 months of imports is above the regional average. In addition, the freely floating exchange rate provides another buffer against external shocks.

Most banks are in a position to withstand substantial levels of stress, reflecting large capital and liquidity buffers, as well as the quality of their assets (Figure 6; BCRA, 2017; BCRA, 2016; IMF, 2016a). Bank capitalisation is above international standards and less than 2% of loans are non-performing, with provisions far exceeding the volumes of these loans. Only 20% of bank liabilities are denominated in foreign currency. Even in the most adverse scenarios, the capital shortfall in the banking system would be small relative to the size of the economy.



Figure 6. Financial stability indicators do not point to significant vulnerabilities for now

[image: graphic]Source: IMF Financial Soundness Indicators, BCRA. 

StatLink  http://dx.doi.org/10.1787/888933541738



This is partly a result of the small size of the financial sector (Figure 7). Overall credit to the private sector is below 12% of GDP and less than 70% of deposits. Maturity transformation is very limited as both deposits and lending are heavily focused on the short term. Household indebtedness is below 20% of incomes, reaching 23% for the lowest income decile, and debt service accounts for less than 12% of incomes. Corporate sector debt with the domestic financial system is around 7% of GDP, reaching up to 18% of sector-wide value added in the industrial sector (BCRA, 2016). The main challenge for financial stability will be to monitor and avoid vulnerabilities developing as the financial sector expands. 

A precondition for deeper financial markets is continuous macroeconomic stability. Previous economic crisis resulted in freezes on bank deposits and, in the high inflation environment of the last years, real returns on private savings have consistently been negative. This has changed by now as declining inflation and positive real rates have already helped to attract more domestic savings into the banking sector, which can in turn increase lending. However, building up the necessary confidence for savers to venture into longer maturity instruments, which would enable banks to lend more long-term, will probably take time. The additional resources flowing into the domestic financial system as a result of the tax amnesty are also likely to support the expansion of the financial sector.

The underdeveloped financial system reduces the efficiency of monetary policy transmission and makes access to finance very difficult for all but the largest companies, constraining investment and growth. Beyond the banking sector, the complete absence of domestic institutional investors, a legacy of the 2008 nationalisation of private pension funds, is a severe challenge. 



Figure 7. The financial sector is less developed than in other countries

[image: graphic]1. Data refer to 2015 for Colombia and 2016q2 for all other countries. 

2. Data refer to 2014.

Source: Bank of International Settlements; and World Bank Financial Development and Structure Dataset.

StatLink  http://dx.doi.org/10.1787/888933541757



 A recent initiative by the Central Bank to create an inflation-indexed accounting unit for credit contracts, principally designed for building a mortgage market, can be a useful tool, as long as it is only used in the transition and in combination with a sunset date. Mortgages account for less than 1% of GDP, as most homes are purchased with cash, suggesting that there is significant unused potential to provide a boost to the mortgage market and housing investment (Figure 8). At the same time, however, indexed loans increase financial risk as they transfer risks to borrowers. The Central Bank, who is in charge of financial stability, should stand ready to use macro-prudential tools, including limits on debt-service to income ratios, to ensure high asset quality as credit grows. Another initiative to develop the local mortgage market has been to use part of the public sector reserve fund endowment to create a trust which would securitise mortgages originated in banks.



Figure 8. Residential real estate loans are underdeveloped

2016q3 or latest available year

[image: graphic]Source: IMF Financial stability indicators database.
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