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1. General trends

[bookmark: _GoBack]Argentina’s economy resumed growing in 2011, driven by all of the components of aggregate demand. Maintaining a number of the expansionary policies introduced in response to the international crisis yielded 8.9% GDP expansion for the year, according to data from the National Institute of Statistics and Censuses (INDEC). Weaker growth in the second half of the year means that GDP growth in 2012, which is projected to be 3.5% if the pace is the same as in the second half of 2011, will include a 1.6% carry-over effect. On the back of this economic activity trend, the unemployment rate came down to 6.7%. The official inflation rate was 9.5% according to the consumer price index and 17.3% according to the variation in the GDP implicit price index. The balance-of-payments current account was in positive territory but close to the break-even point, down from the surplus of nearly 1% of GDP reached in 2010. 


2. Economic policy

(a)	Fiscal policy

	The government maintained an expansionary fiscal policy stance in 2011 based on a 32.1% increase in primary spending for the year, which outstripped the 24.1% growth in revenue during the period. Cumulative figures for the year show that national public sector revenue rose by 28% and revenue from social security contributions surged 32.4% owing to wage increases and a higher registered employment rate. The 36.5% year-on-year jump in current expenditure was due chiefly to increased social security benefits and current transfers to the private sector, which were up by 37.4% and 36.5%, respectively, for the year. The latter include some of the areas of spending that have seen the sharpest growth in recent years, such as subsidies for public transport and residential gas and electricity consumption (especially in the metropolitan area of Buenos Aires), which together account for more than 4% of GDP. Late in the year the government announced cuts in these subsidies, starting with certain sectors of economic activity and residential areas with the highest purchasing power.

	Changing national public sector revenue and expenditure patterns drove the financial balance down from a surplus equal to 0.2% of GDP in 2010 to a deficit of nearly 1.7% of GDP in 2011. As in 2010, the government again opted to draw on public-sector resources to meet national treasury funding needs. A large part of the funds came from the Central Bank of Argentina, with transfers covering slightly more than 90% of the public sector funding gap. Over the year, the central bank transferred 20.950 billion pesos (approximately 1.1% of GDP) as temporary advances to the national treasury, mainly for servicing the public debt. It also transferred 38.412 billion pesos (2.1% of GDP) in reserves in order to meet external commitments. Besides these funding operations, transfers of central bank profits totalled some 8.936 billion pesos (0.45% of GDP). 

	According to data for September, the public-debt-to-GDP ratio was down from year-end 2010 and stood at 42.7%. With public sector resources being used as a source of funding, the proportion of public debt held by the private sector fell by 7.4 percentage points during the period. National treasury debt held by other public sector agencies represents approximately half (52.5%) of total national treasury liabilities. 


(b)	Monetary and exchange-rate policy

	According to the inflation report published at the beginning of the year, the central bank’s objectives were based on seven general lines of action: (1) control of monetary aggregates; (2) build-up of credit; (3) managed exchange-rate float; (4) accumulation of international reserves; (5) macroprudential regulation of short-term financial capital flows; (6) financial system regulation and oversight; and (7) universal access to financial services, by expanding the reach of the banking system. 

	In practice, in line with the general economic policy goal of keeping domestic demand expanding at a healthy clip, central bank action took the form of a nearly 37% annual expansion of the monetary base, although this pace eased off during the second half of the year to an average in the area of 35% in the fourth quarter. A comparison of the central bank’s year-end balance sheets shows that primary expansion during 2011 was fuelled chiefly by public sector financing, which more than offset the contractionary monetary effect of the drop in international reserves. Likewise, monetary aggregates M2 and M3 rose at an average yearly rate of 33% and 37%, respectively, although they also fell back towards the end of the year.

	National-currency-denominated lending to the private sector posted a nominal increase of 49.2% between December 2010 and December 2011, reaching the equivalent of 13.9% of GDP (that is, a 2.2- percentage-point increase). Half of the increase in lending in terms of GDP was in commercial lending. By contrast, foreign-currency-denominated lending to the private sector (mainly for financing the export segment) was held back by the decline in dollar deposits during the last quarter of the year and posted weaker growth (31.3%).

	Exchange-rate policy was geared, in practice, towards taming inflation by devaluing the currency more slowly than the rate of increase in domestic prices. Indeed, the peso lost 7.8% of its value against the United States dollar (less than the official rate of inflation) while appreciating against the euro and the real. The currency price thus acted as a nominal price anchor, bringing the real exchange rate down.

	This goal was pursued steadfastly, although demand for foreign currency on the local financial market rose sharply during the final quarter of the year. The outcome was the aforementioned decline in foreign-currency deposits and a drop in international reserves as a result of government efforts to prevent a significant currency slide.

	This unfavourable currency position affected monetary policy, forcing the central bank to raise the monetary policy rate in order to check the plunge in demand for domestic financial assets. Central bank bills rose by 200 basis points between the second and third quarters of 2011, topping 13%; the rates on time deposits by individuals jumped 300 basis points during the same period.


3. The main variables

(a)	Economic activity

	According to official estimates, GDP expanded by 8.9% in 2011. This increase, similar to the one posted in 2010, was driven by growth in all of the components of demand, especially public and private consumption (which accounted for 73% of the increase in total demand in 2011 compared with 54% in 2010). By contrast, investment slowed during the second half of the year; its contribution to growth declined, just as happened with exports.
	Unlike the rebound in economic activity seen in 2010, in 2011 it was the service sectors that outperformed the goods-producing sectors (growing by 9.1% versus 7.4%). Of the goods-producing sectors, those that are natural-resource-intensive (agriculture and mining) were the only ones that saw a year-on-year decline. As for agriculture, soybean output in the 2010/2011 growing season was 7.2% lower than for the previous season, when production reached a record high following an intense drought that had hit all crops in 2009. The drop in soybean production can also be explained, in part, by a dramatic increase (68%) in wheat production in the last growing season.

	According to aggregate data published by INDEC, manufacturing grew by 7.7% in 2011. All branches of economic activity flourished, except oil refining, which declined by 4%. But more disaggregated data from the monthly estimator of economic activity puts annual growth at 6.5%, led by the metalworking industry (boosted, in turn by the automobile sector, which expanded by 13.1% in 2011 on top of the 41% growth it recorded during the 2010 recovery). As a result of the increase, 16% more vehicles were produced. Sixty-one percent of total output was exported (similar to the figure for the previous year). Brazil was the leading destination, receiving more than 80% of exports. The other branches expanded, too, albeit at a substantially slower pace, except for oil refining and the tobacco industry, which contracted by 4% and 1.7%, respectively.

(b)	Prices, wages and employment

	According to data made public by INDEC, consumer price index inflation was 9.5%, slightly below the 10.9% recorded in 2010. By contrast, the implicit GDP deflator rose by 17.3% during the year –up from the 15.4% estimated for 2010. Both levels are above the regional average. While the high level of economic activity and aggregate demand persisted throughout 2011, they were offset by nominal exchange rate and international food price trends that helped keep inflation close to prior-year levels. The nominal devaluation rate of the peso was, as mentioned earlier, less than 8% from December to December. The food price index fell by 5.6% during the same period, according to data from the Food and Agriculture Organization of the United Nations (FAO). 

	Average wages jumped by almost 30%, reinforcing the uptrend in real wages. A surge of some 36% in registered private sector wages was slightly higher than the rise for unregistered workers. The 9.7% jump in public sector wages accounted for nearly a third of the average increase.

(c)	The external sector

	The balance-of-payments current account posted a surplus for 2011 but was near break-even. The leaner current account surplus is attributable above all to the sharp upturn in imports (which showed year-on-year growth of 28% compared with 2010). Soaring gas imports accounted for much of the trade balance deterioration despite the 21% leap in exports during the same period. Investment payments, in particular profit and dividend remittances by foreign companies to their parent corporations (which fell to 8.7% of the value of exports versus 10.5% in 2010), also contributed to reducing the current account balance. 

	Capital outflows picked up in 2011, as they had been to varying degrees since mid-2007. External asset formation by the private sector topped US$ 21.000 billion in 2011. Capital outflows were particularly heavy in the fourth quarter, leading the authorities to implement measures to restrict them late in the year. These measures included eliminating the mining and oil companies’ exemption from the obligation to sell the foreign-currency proceeds of their exports in the local market. They also required that all citizens seeking to exchange currency provide the Federal Public Revenue Administration (AFIP) with proof of the origin of the money.
	 By late December 2011, the lower balance-of payments current account balance, the use of international reserves to pay external public debt and rising capital outflows had driven international reserves down by 12% for 2011, to some US$ 46.376 billion (11% of GDP), which is still considerable in relation to the main economic aggregates. In fact, by December 2011, total external debt (public and private) was equivalent to 33.4% of GDP, representing a drop of 1.5 percentage points compared with the same period the previous year —the lowest level in the past 17 years. 


4. General trends for the first quarter of 2012 and outlook for the year

The partial data available on the performance of the main economic indicators during the first quarter of 2012 confirm that Argentina’s economic growth is slowing. The quarterly average for the monthly estimator of economic activity was 4.8% higher than for the first quarter of 2011 and up 0.1% over the fourth quarter of 2011, in seasonally adjusted terms. Both figures are the lowest since 2009. Foreign trade data also confirm the economic cooldown and the impact of restrictions on components of the demand for foreign exchange that started to be put in place in late 2011 and gained traction during the first quarter of the year.

	While there are no disaggregated data on the components of aggregate demand, the data on foreign trade referred to below suggest that, as at year-end 2011, the slowdown is largely attributable to investment patterns.

	Official estimates of the consumer price index put inflation at 8.9% for the first quarter. The behavior of home maintenance, food and transport prices (despite the January hike in the price per trip on the Buenos Aires subway) helped slow inflation. The other components, mostly services, rose more than the general level.

	On the fiscal front, the existing trends held as current revenue rose by 29.7% and primary spending climbed 38.7%, both compared with the same quarter of the previous year. Because of this uneven performance, the primary surplus shrank to less than half the level posted in the first quarter of 2011. Comparing the overall balance for the first quarters of 2011 and 2012 reveals a worsening position, with the fiscal balance going from near break-even to a deficit in excess of 1% of GDP. As has been the case since 2010, the fiscal imbalance has been funded mainly by central bank resources. The government has pushed for changes to the central bank’s charter in order to expand its capacity to make advances to the national treasury for paying the country’s financial debts.

	The government responded to weakening external accounts with a set of initiatives to restrict the outflow of foreign exchange and meet its external commitments without compromising its stock of international reserves. It tightened controls and restrictions on purchasing foreign currency on the foreign exchange market as the gap between the official and marginal market rates began to widen.

	New import license requirements act, in practice, as a mechanism for rationing imports based on the availability of foreign exchange coming primarily from exports. This strategy, on top of softening economic activity, put the brakes on imports (which fell by 0.1% in value and 3.5% in volume between the first quarter of 2011 and the first quarter of 2012). The contraction in capital goods imports was especially sharp, with the 16.7% decline in volume between the first quarter of 2011 and the first quarter of 2012 compounded by the investment pattern discussed above.

	The first quarter of the year saw a reversal of the downtrend in reserves, which stood at US$ 47.291 billion at the end of March.

	An array of exogenous and endogenous factors is expected to chill economic growth this year. Among the exogenous factors are a steep decline in agricultural output compared with 2011 owing to bad weather, and weaker industrial activity as global economic growth slows –especially in Brazil, which is the primary destination of Argentina’s manufactured exports. This more unfavourable external environment comes on top of the worsening exchange market situation already seen at year-end 2011 that led to measures restricting foreign trade and the operation of the foreign exchange market. The resulting heightened uncertainty has negatively impacted confidence indicators and risk premiums, which could have a contractionary effect on some components of aggregate demand, especially investment. Inflation is not expected to change significantly compared with recent years.





