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The prolonged recession initiated in the second half of 1998

was noticeably deepened from mid 2001 onwards with seasonally

adjusted GDP falls that averaged 5% in the last quarters of the year.

The argentine economy sunk again in the first quarter of 2002

continuing the line of the mentioned recession trend. This was the

first quarter after abandoning the peso convertibility scheme that

was prevailing during most  of the 90s decade and until 2001.

Leaving the convertibility regime was already conside-

red a very difficult experiment in the half way of the past deca-

de; moreover, in the middle of a confidence crisis like the one

that went deepening during 2001 and that turned exponen-

tial towards the end of that year, in the middle of the limitations

to cash withdrawals from the bank accounts instrumented to

avoid a systemic crisis that could generate tremendous damage

to the savers and to the economic activity in general.

In that context, the freeing of exchange controls was not

an easy task, since it changed many of the contractual economic

relations derived from the previous scheme. The financial crisis,

provoked by the unanimous decision of most savers to withdraw

their savings from the financial system, gave rise to several and

prolonged bank holidays, generating difficulties in the payment

chain and in the normal development of real activity. It was not

strange then, that in a context of this nature the provisional

estimation of the GDP in the first quarter of 2002 had showed a

negative variation of 16.3% y/y, being the strongest quarterly fall

of the historical series. In this way, from the beginning of 1998

until the start of 2002, the GDP has accumulated a fall of 20%,

and the investment retracted 60%, which represents average

annual falls of 5.5% and 20.8%, respectively. As a consequence

of such fall, the real GDP of the first quarter of 2002 reached a

similar level to that of the first quarter of 1993.

When comparing with the forth quarter of 2002, the

figures of GDP adjusted by seasonal variation reveal  a fall of

6% in the first quarter of the current year, adding to two pre-

vious very strong falls (-5% in average). Nevertheless, certain

preliminary indicators corresponding to the second quarter allow

to think that the economy could be finding a floor after the

collapse occurred. For this second period a much more mitiga-

ted  fall in seasonally adjusted terms could be expected, that is

estimated even lower to 1% q/q.

The great depreciation of the real exchange rate should

stimulate a change in the relative production of the internatio-

nal tradable and non-tradable sectors. Initially an improvement

of the productive sectors of tradable goods could be expected,

while the recovery of the production of the non-tradable sec-

tors might be delayed to a later stage of more consolidated

economic recovery.  In fact, what can already be slightly obser-

ved in the composition of the GDP of the first quarter of the

year is a relative worsening in the tradable sectors (agriculture,

mining, fishing and industry) in respect with non-tradable sec-
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tors (construction and services). In the monthly series, like the

“Estimador Mensual Industrial” (EMI) (Monthly Industrial

Estimator) two consecutive months (April and May) with po-

sitive variations y/y can be observed when they are seasonally

adjusted.  At the same time, a small relative improvement of the

more labor-intensive sectors starts to be observed within the

tradable productive sectors. From the analysis of the EMI bloc-

ks, the more labor-intensive sectors (like the metallurgical and

textile industries) are the ones that show symptoms of larger

recovery in seasonally adjusted terms. These are the sectors that

had suffered the most during the Convertibility and that, con-

sequently, still present the lowest levels of production.

Although the non-tradable sectors are initially the more

harmed with the real depreciation of the currency, signs are

appearing that would indicate that these sectors too are re-

aching the floor. In this respect, the cement sales to the internal

market (good indicator of the evolution of the construction,

traditional non tradable sector) reproduce, although with more

oscillations, a similar evolution to the one the EMI has being

showing1 . They are still weak signals  but, if confirmed, would

allow encouraging the possibility that the floor of this recessive

phase of the economic cycle has been reached.

On the other hand, as well as the activity level, the

social indicators also showed an important deterioration in the

beginning of the year. At the closing of this economic report,

the INDEC (National Institute of Statistical and Census) was a

few days from  reporting the employment figures of the Perma-

nent Household Survey of May 2002, but it is discounted that

the unemployment rate will be very superior to the one already

very high 18.3% that presented last October.

Simultaneously, according to an INDEC estimation,

starting from the information of the Permanent Household

Survey of October 2000, and updating the basic needs basket

to March 2002 prices (excluding any hypothesis of income

variation that might have elapsed between both periods) the

percentage of homes of Gran Buenos Aires that was under the

line of poverty would have raised to 29.2%, and  among them,

9.6% would be in indigenous state. The number of persons

under these levels was estimated in 39.7% and 14.3%, respec-

tively.

The trigger of such deterioration in these indicators

(that adds to that already being experimented during the last

years) was the fact that the depreciation of the peso  was stron-

ger than expected, and in spite of the fact that its transfer to

prices (pass-through) was in a very small proportion, the mag-

nitude of  the latter determined a sensible deterioration of the

real income of workers.

These effects continued taking place in the next quar-

ter. Near May, the nominal accumulated increase of the ex-

change rate (227.5% in the first five months) has practically

tripled the increase of wholesale prices (81%). At the same

time, the wholesale prices have approximately tripled the in-

crease of the retailers (26%).

Beyond certain real factors, the reasons for a strong de-

preciation of the peso should be searched in the inevitably

unsettled situation of the financial system. In fact, the moneta-

ry aggregates have registered an important growth due to the

savers sought to get rid (within the existing limitations) of their

assets in national currency in the institutionalized system and

get assets in foreign currency out of such system2 .

1 The evolution of the  seasonally adjusted series of the collection of the Added Value Tax (IVA) (deflated by  CPI) is another indicator that shows the same
pattern in the decrease rates that the previous indicators, even though the trend in 2002 is still with negative rates (although to a much minor level that the
one it was carrying), unlike the stability the previous show. The mayor level of evasion would explain this difference of behavior.

2 Savers’ attitude was a reaction to the abandonment of the convertibility and the breaking of preexisting contracts (in particular, the compulsory
“pesification” at an exchange rate of $1.40).
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The flight of  savings towards the US dollar was parti-

cularly eased by judicial sentences that made possible for the

savers to withdraw their deposits, which the banks had to com-

ply in pesos but at the free exchange rate.

During that quarter the  monetary circulation grew more

than $3 billon (27.9%) while the on call deposits3  (that had

rose until the end of February due to the “pesification” at $1.40

and because of dispositions that allowed to transfer part of the

unavailable fixed rates certificates to these accounts) begun to

register in March (past that effect) a fall of nearly $1.7 billion (-

5.1%).

Also, the deposits with due dates reprogrammed by the

Government fell in March, not only for the norms that made

possible to transfer part of those to on call deposits and the

acceleration of judicial sentences in favor of the savers, but also

due to the transitory disposition that gave the savers the possi-

bility to buy cars and houses with those funds. In this way, the

total deposits of the system showed in March a fall of near $4.2

billion.

The new situation generated after the abandonment of

the Convertibility policy  together with the non-completion of

the external obligations also had a significant effect over the

fiscal accounts and the balance of payments. In the first case,

although a decrease of the global deficit of the Non Financial

Public Sector occurred in the first quarter of 2002 cash base y/

y; this could be explained mostly by the arrears of the interest

payments. Nevertheless, the decrease of this last concept, near

to 2 billion pesos, was very inferior to the reduction in the

current incomes, which was close to 3 billion pesos.

The impact of the new scenario over the balance of

payments was seen especially in the merchandise account and

in the formation of assets abroad. In fact, the commercial sur-

plus of the first quarter was of U$S 3.75 billion (against U$S

478 million  one year ago), with a slight fall of exports (-3.2%

year-on-year) but virtual collapse of imports (-64%). At the

same time, the reserves fell U$S 2.133 billion along the first

quarter of 2002, and together with the biggest commercial

surplus and to the accumulation of arrears in the financial pay-

ments of the public sector, determined in compensation a strong

formation of external sector assets of the private sector (for al-

most U$S 2.6 billion) andthe cancellation of private debts.

During the first quarter, the Government, which took

office replacing the Administration that resigned in December

2001, adopted several measures. The most important ones were

discussed in detail in the previous “Economic Report” Nro. 40

(in Spanish).

After that first quarter, the difficult economic situation

requested new measures. First, the President received a greater

political support from the Governors of most of the provinces,

who signed an agreement of 14 items, which set the guidelines

of the economic policy. Basically, that agreement ratified two

main aspects of the economic policy: 1) To reaffirm the decision

to respect the international agreements, and the vocation to

integrate the Nation to the world, and 2) To ratify measures of

the economic policy which will facilitate the agreement with

the IMF.  Among these, it’s important to point out the abolition

of the Economic Subversion Law, the modification of the

Bankruptcy Law, and the signature of bilateral agreements bet-

ween the Federal Government and the provinces aimed at ful-

filling the  fiscal pact signed at the end of February.

The modification of both the Bankruptcy and Econo-

mic Subversion Law, and the signature of agreements with most

of the provinces happened very quickly, and they paved the

3 These deposits were of free availability through banking means (checks and credit and debit cards) but of limited availability in cash.
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way to start the negotiations with the IMF in order to reach a

new agreement of financial assistance.

One of the most pressing problems that the new Admi-

nistration had to deal with was the reorganization of the finan-

cial system, which was affected by the fact that the banks did

not have enough liquidity to face the constant loss of deposits,

a situation that was made worse by the proliferation of judicial

appeals. As it was mentioned before, this led the Central Bank

to issue money to grant rediscounts to the banks, which had a

direct impact on the exchange rate and the prices, affecting

mainly the lower income population.

This greater need of financial assistance from the Cen-

tral Bank to the banks reached levels which were incompatible

with the monetary program and with the budget of the present

fiscal year, which led the Government to improve the conditio-

ns of the exchange of bonds with which people could cancel

their deposits, so as to protect their rights over their savings, and

at the same time preserve the performance of the financial sys-

tem in general.

Therefore, instead of a mandatory exchange of bonds,

which would have meant a step backwards in terms of the

juridical security of the depositors, and also a greater obstacle to

the recovery of the confidence in the financial system, the De-

cree Nro. 905/2002 set the conditions for an optional exchan-

ge for Government issued bonds. But the mentioned Decree

also set the basis to regulate the creation and operation of new

checking accounts, savings accounts and other accounts, desti-

ned to receive new  fund inflows in the financial system coming

from deposits in cash or checks, or electronic transfers from this

kind of accounts. The above mentioned accounts will be inde-

pendent from the accounts that were in existence before the

date the Decree started to be in force.

The Government issued bonds offered in exchange are

three: The BODEN 2005 in US dollars, the BODEN 2007 in

pesos and the BODEN 2012 in US dollars.

At the same time, the Central Bank defined a monetary

program for the remainder of the year which foresees, for the

period June-December 2002, a loss of deposits of  $ 14,600

millions ($ 11,100 from checking and savings accounts, and $

3,500 millions from judicial appeals) mainly during the first

four months. On the other hand, the estimated help to the

banks amounts to $ 6,800 millions. If we add onto that the

foreseen monetary issue to finance the National Treasury (around

$ 300 millions), and a drop of $ 700 millions in the monetary

base, the level of absorption would be around $ 7,800 millions

and it will be met with the issuing of  Central Bank Notes

(LEBAC) for $ 2,900 millions, and an intervention in the

exchange rate market for the remaining amount ($ 4,900 mi-

llions). In the end, we reach the goal of a net  monetary issue of

4,200 millions for the period, as a result of subtracting the

LEBACs from a gross emission of $ 7,100 millions ($ 6,800

millions of help to banks plus $ 300 millions of help to the

Treasury).

The projections of this program (basically, the stock of

reserves at the end of the year), should be considered in relation

to the needs of future sterilizations, taking into account that, if

the depositors showed little support to the bonds discussed in

the previous paragraph, the monetary program of next year

could face an important stock of deposits reprogrammed to be

sterilized.

Next, as it’s customary in this Chapter, a summary of

the specific chapters of the Economic Report is offered4 .

4 Chapters can be obtained at http://www.mecon.gov.ar/informe/informe41/indice.htm, only in Spanish.
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Economic activity

The macroeconomic development in the first quarter

of 2002 determined, according to provisional estimations, a

negative variation in the global supply of 21.2%, measured in

prices of the year 1993, compared to the same period of the

previous year. This decrease was the result of a negative varia-

tion of 16.3%  of the Gross Domestic Product, and a decrease

of 58.0% in the imports of goods and services.

Regarding the global demand, there was a negative va-

riation of 46.1% in the gross domestic investment, and an

increase of 5.4% in the exports of goods and services. The

decrease of private consumption was 20.9%, while public con-

sumption showed a decrease of 7.5%. In particular, the  good-

producing sectors experienced a negative variation of 20.1%

during the last quarter of 2001, determined basically by the

decrease of the level of activity in the manufacturing industry (-

22.8%) and construction (-41.5%). The  service-producing

sectors registered a decrease of 13.5% y/y.

The provisional variation of the  seasonally adjusted

GDP  of the first quarter of 2002 compared to the last quarter

of 2001 shows a decrease of 6.0%.

The Monthly Industrial Estimator (EMI) showed drops

in the months of April (-12.6%) and May (-12.3%), compa-

red to the same period of the previous year, after having decrea-

sed without interruption since August 2000, and following a

negative tendency since 1999.

However, the variation in May compared with the pre-

vious month in seasonally adjusted terms, shows a slight reco-

very (0.6%).

In the last month surveyed, generalized drops in diffe-

rent kinds of products are noted, with the exception of tobac-

co, which grew by 6.5%. The most noticeable drops happened

in motor vehicles (-46.5%), textiles (-39.6%), non-metal mi-

nerals (-25.6%), rubber and plastics (-19%), metalmechanic

industry (-15.7%), and food products and beverages (-8.9%).

The Utilities Indicator also showed drops in con-

sumption in April (-9.5%) and May (-9.4%). The variation

compared to the previous month was slightly positive, if we

consider the  seasonally adjusted series  (0.7%). During this

month, a drop in the use of almost all services was noticeable.

Only the cargo transportation in domestic commercial flights

showed an increase, the rest of the services showed a decrease.

Investment

In the first quarter of 2002, the Gross Domestic Invest-
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ment measured at constant prices showed once more a mini-

mum historic value, with a record drop of 46.1% y/y.

The noticeable drop was due to very sharp decreases in

investment in equipment (-55.7%) and in construction (-

40.4%). During the quarter, the decrease in investment beca-

me more evident in  imported equipment than in locally made

equipment, as a consequence of the depreciation of the peso.

While the imported one dropped 72.6%, the locally made one

dropped 35.6%. The price increase of the imported equip-

ment plus the drop in disposable income and the low activity

in several industries due to the lengthy recession, brought about

a dramatic drop in investment. The lack of financing, both

external and domestic (a result of the financial crisis), contribu-

ted to hinder investments which were necessary to mitigate the

amortization or aging of equipment.

Measured at current values, the investment in the first

quarter was $ 24,735 millions, the lowest value historically.

The drop in investments knocked down the ratio GDFI (Gross

Domestic Fixed Investment)/ GDP (Gross Domestic Product)

to minimun values (10.6%).

During the months following the first quarter, the cons-

truction continued to show negative values, like the  SICA

[Synthetic Indicator of Construction Activity], which in April-

May decreased 35.4%, because the sales and production of

several key products were also noticeably reduced. In the case of

cement,  the sales were 35.4% lower than a year before, and also

the sales of glass (-32.8%), pipes (-25.4%), and the production

of iron (-24.8%) decreased.

The building permits decreased noticeably in the two

months mentioned earlier (-52.2%). Only the executed deeds

of conveyance ) increased in April and May (45.3% and 65.7%

respectively), given the flexibility to purchase property with

locked up deposits (“corralito”). The prospects for the month of

June continued to be unfavourable. More than 40% of the

companies in the construction business (whether dedicated to

the construction of private buildings or to public works), ex-

pected a decrease in the level of activity, and consequently, of

the employment.

In the second quarter, the sales of locally made motor

vehicles in the domestic market continued to decrease. The

sales of  freight and passenger vehicles decreased 46.9% and

the sales of automobiles decreased 45.2%.

With regard to the import of capital goods, in April-

May the variation shows an important decrease of 75%.

Labor Market

According to the basic information provided by the

companies to the Integrated  System of Retirements and Pen-

sions, the monthly average of declared jobs during the first

quarter of 2002 reaches 4,379,656 jobs, which means a de-

crease of 10.1% compared to the same period last year. At the

same time, the average monthly salary was $ 905 for the quar-

ter, that is, 1.9% below the average recorded in the first quarter

of 2001.
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The  good-producing sector showed a decrease of 15.6%

of the number of jobs declared compared to the same quarter of

last year. The activities that showed the greater decreases were:

Construction, with 39.7% fewer jobs, and Industry, which

showed a drop of 12.7%. Within Industry, three sectors stand

out: Machinery and equipment, with a decrease of 19.4%,

Metal industries,  with a decrease of 18.6%, and Textiles and

leather, with a decrease of 17.4%.

As for the average salary, the sectors which had the hig-

her increases were the producers of goods, like Construction,

with an increase of 18.5%, and Agriculture, with an increaseof

15.1% in the number of jobs. The Manufacturing industry

also showed an increase, even though more moderate, of the

average salary (5.4%). In this last case the increase was driven

by the Oil and Chemical Products sector.

Prices

At the beginning of 2002, the sudden depreciation of

the Argentine currency marked an abrupt change to what had

been the usual functioning of the economy during the previo-

us decade. As a consequence of the new macroeconomic fra-

mework, during the first months of 2002 the nominal exchan-

ge rate increased sharply, while the price index started to reflect

the effect of the  peso depreciation on the internal costs as well

as a noticeable modification of the relative prices.The wholesale

prices (which show the performance of the  good-producing

sectors for foreign transactions), increased much more than the

retail prices (where the  service-producing sectors that are not

for foreign transactions have a big impact). At the same time,

among the wholesale prices, the prices of the imported goods

increased much more than those of the locally made goods, and

among the retail prices,   good prices increased more than those

of the services.

It is to be noticed that, overall, the effect of the depre-

ciation of the peso on the prices was relatively low, contrary to

previous forecasts of many economic analysts.

During the fist quarter of 2002 GDP implicit prices

index increased at a rate of 6.3 % annually, consumer price

index increased at 7.9%, wholesale at 27.8% and the one rela-

ted to construction increased at 10.8%. Thus, combined prices

index increased 17.7% annually in the first quarter. The increa-

se of internal prices were motorized by the strong rise of the

nominal exchange rate, which increased 140% till last March,

because of this situation the real multilateral exchange rate im-

proved notably (approximately 90% in the first quarter defla-

ted by the combined price index). Contrary, foreign  trade

terms rate decreased 9.7% annually, because of  a strong reduc-

tion in  export prices, weakly compensated by a decrease of the

import prices. Average prices of the commodities decreased 6%

during the first quarter 2002, reductions for oil and metals

were higher, while some raw agricultural materials began to

increase.

Internal prices´ increase continued till May, when the

monthly inflation rate began to slow down. Till the end of the

month nominal exchange rate increased 230% annually, so

international power purchase  of the peso reduced 70% in only

one semester.
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In May, consumer prices index accumulated an increa-

se of 23% annually, wholesale 72.3% and the rise of the com-

bined prices index was up to 46.1%. The real exchange rate

increased about 125%, over its level of the last 11 years and also

the average level  of the ́ 80s. It should be emphasized that the

convertibility period was characterized by a relatively low ex-

change rate, but the  current depreciation led it to a relatively

high level.

External Sector

During the first quarter of 2002 the current account

estimate of the balance of payments registered a positive balan-

ce of US$  1,511 millions, compared to a deficit of US$  3,078

millions during the first quarter of 2001. Meanwhile, the capi-

tal and financial  account balance during the first quarter was

negative, US$  2,963 millions (include arrears), so there was a

net capital outflow.

The trade surplus was of  US$  3,750 millions compa-

red to US$ 478 millions of the same period last year. Imports

decreased 64% year on year, reaching US$  1,950 millions,

while exports were of US$  5,705 millions, 3.2% lower y/y.

The strong quantitative imports decrease was verified in all of

the components, and affected uniformly all the originating in

markets. Prices of exports reduced 11.1% compared to the

same period of last year, and the decrease was in all of the com-

ponents. The exported volume increased 9.1%, due to the

positive evolution in fuel, MAO and primary products, in less

quantity  MIO.

Export value decreased 7.1% q/q, due to a price reduc-

tion of 9.5% because the volume increased 2.6%. Imports

during the fourth quarter were similar to the ones reached du-

ring the fourth quarter of 1992, when the openness of the

economy was beginning.

Due to political and economic crises, the increase of

trade surplus during the first quarter and the cumulative arrears

of public sector due to the  postponements of payments were

not channeled to the accumulation of international reserves.

On the contrary, they have fallen (-US$  2,133 millions). This

money was channeled to increase private sector´ external assets

for an amount of   US$  2,600 millions, approximately, and a
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little part to the cancellation of private liabilities.

It is supposed that a big part of the remaining debt

would be refinanced. Under the uncertainty, a big part of the

trade surplus and the reserves were directed to the accumula-

tion of assets abroad. It was estimated that this stock increased

about US$  2,600 millions. In the other hand, incomes from

direct foreign investment during the first quarter practically

disappeared of the Balance of Payments.

Public Finance

During the first semester of 2002 the global result of

Non Financial National Public Sector (NFNPS) cash based

registered a deficit of $ 2,518.3 millions. Compared to the first

quarter of 2001 the deficit registered an increase of $ 499.4

millions, mainly due to the decrease on expenditures was hig-

her than the one accounted on the income side. The results of

the quarter do not vary significantly if it is taken into account

income from privatizations, which are marginal.

On the contrary, primary deficit (excluding public debt

interest payments), discounting income from privatizations, is

over the one registered during the first quarter of last year for

about $  1,508.8 millions, due to the inclusion of Fiduciary

Funds, specially the one of Provinces Development. If Road

and Hydrical Infraestructure and  Provincial Development Fi-

duciary Funds were excluded, the primary deficit would conti-

nue exceeding the one of the previous year for $ 326.8 millio-

ns, it could be concluded that the effort to reduce primary

expense was surpassed by the reduction on the income side.

The decrease on current income during the quarter (- $ 2,962.8

millions) was due mainly to the development of  tax revenue,

followed by the contributions to the Social Security, properties

rentals and operation income. Taxation income reduced for $

2,080.2 millions (- 22.4%).

During the quarter current expenses experienced a de-

crease of $  3,103.6 millions q/q. The decrease was a conse-

quence of a strong reduction in all of the components. The

decrease was stimulated mainly by a reduction on property

rentals, with a decrease of $  1,982.6 millions on  interest pay-

ments on external debt. Consumption and Operation expen-

ses were cut by 17,1 % interannually ($ 435.4 millions), com-

posed by a decrease of 10,7% on Salary Payments and 33% on

Goods and Services Expenses. While the cut on Current Trans-

fers (45,2% of Current Expenses) reached $  350.6 millions,

explained by lower transfers to states. It was also remarkable the

decrease on Social Security during the quarter, with a cut of $

308.2 millions (-7%).
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-4,000

-3,000

-2,000

-1,000

0

1,000

I qtr. II qtr. III qtr. IV qtr.

m
il

li
on

s 
of

 p
es

os

1999 2000 2001 2002

Primary Surplus before Privatizations

-2,000

-1,500

-1,000

-500

0

500

1,000

1,500

2,000

2,500

I qtr. II qtr. III qtr. IV qtr.

m
il

li
on

s 
of

 p
es

os

1999 2000 2001 2002



���

� � � �� � � � � � 	 � � �� 
 � � � � 


The global deficit of $  2,518.5 millions for the quarter

is composed by a misalignment between costs and income of $

1,154.3 millions of National Management, due to former Pro-

vincial Pension Schemes deficit of $ 261 millions and Public

Companies (including the the execution of  Provincial Develo-

pment Fiduciary Fund) for $ 1.103,2 millions.

Capital Markets

During the first quarter of 2002 economic and finan-

cial Argentine crises was deepened. As a consequence, financial

asset prices continued decreasing, following 2001 trend. The

value of  shares stock that participate in the MERVAL index

(expressed in dollars) reduced till 203 points in average, with a

decrease of 13% compared to 233 points during 2001. Never-

theless, because of the peso  depreciation, the index increased

36% in pesos compared to December 2001, reaching a value

of 402 points last March.  Government bonds also decreased

(Brady and Globales), because the sovereign implicit risk re-

ached 4400 bp in average, approximately 50% higher q/q. In

a context where the outflows of capital from the banking sys-

tem continued generating international reserves loss, economic

and financial crises provoked a severe contraction in real activi-

ty, and GDP of first quarter decreased 16,3% (historic record),

with a much higher decrease on investment.

The peso  depreciation on January 2002 was a conse-

quence of a strong liquidity restriction and the high increase of

internal interest rates. At first, an orderly exit from convertibili-

ty was intended through an official dollar for external trade

transactions of 1,40 pesos and other free. This policy was aban-

doned on February, when the exchange market was liberated

and unified. Domestic financial assets and liabilities denomina-

ted in dollars were transformed to pesos, at a conversion rate of

1,40 pesos per dollar for liabilities. Besides, banking deposits

were reprogrammed. The crisis provoke a strong increase of

rediscounts to the financial system because of the constant

withdrawals of deposits, generating a pressure to the exchange

rate due to the lack of savings instruments.

In this context, negotiation with IMF to refinance the

public debt was extremely difficult, even after Argentina com-

ply with the conditions asked. The new economic authorities,

who took the office up on April, applied an increase to  export

taxes for primary products. On June the possibility to recover

reprogrammed savings in pesos and dollars through a volunteer

swap to newly issued Government bonds (BODEN) at 3, 5

and 10 years was implemented.  The argentine peso have fallen

in six months below the brasilian real, with an accumulated

devaluation of more than 70%, only comparable to the russian

rublo  at the end of 1998. During the first weeks of June the

domestic Stock Market have fallen till the minimum of 80

points measured in US dollar, with a loss of 60% q/q. The JP

MERVAL Index
In US$ - (Weekly closing)
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Morgan index that measures sovereign risk increased to  7,000

bp, while negotiations with international organizations were

held to get an agreement for a global public debt refinancing

for this year.

International scene was characterized by contradictory

signals from United States, that anticipated a moderated reces-

sion. The down turn of American Stocks Markets was deepe-

ned on June, as a reflect  of the decrease on earnings in high tech

sectors (telecommunications, semiconductors, internet and com-

puting), while the consumption increase was stopped. The

Federal Reserve in its meeting on June 2002 decided to keep

short run interest rates at 1.75% annually (historic minimum),

due to the down turn on stock markets and existing difficulties

to reinitiate the growth.

During the first months of the year many bankruptcies

and audit frauds were known. These facts generated doubts

over the transparency of account statements and American re-

gulatory framework, affecting consumer confidence. In Latin

America, argentine crises and difficult situation of Brazil provo-

ked an increase in financial volatility in Mercosur, where Uru-

guay was the most damaged by a banking crises and a strong

international reserves loss. Both countries were helped by IMF.

The consequences were felt by the rest of Latin America, contri-

buting to a US dollar  depreciation compared to euro and yen.

Money and Banking

During the first five months of 2002, monetary and

financial variables have evolved under the new monetary and

exchange system  and financial restrictions imposed on Decem-

ber 2001 and modified along 2002.

The lack of confidence on financial system and the

local currency generated that people take out their deposits

from banks and pressured exchange market. Between January

and may of 2002, the total of private deposits (in pesos plus

dollars pesoified at $1,40/U$S) decreased $ 11,321 millions,

with a daily average variation of $ 114 millions.

To stabilize the dollar price, the BCRA [Central Bank

of Argentine Republic] intervened exchange market, with the

consequent international reserves loss. At the end of May, BCRA

had U$S  10,185 millions on reserve, with a decrese of U$S

4,361 millions compared to December 2001.

The liquidity level of the system relied on the policy to

create money implemented by BCRA. The availability of  do-

Interest Rates for 30-day deposits in pesos
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mestic money relied on BCRA net internal assets movements

and the issuing of BCRA notes (LEBAC) since the middle of

March. Rediscounts and active repos to financial sector increa-

sed by $  10,343 millions during the first five months 2002,

and payments in advance to the  National Government were $

700 millions.

Lending to Non-financial Private Sector
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The evolution of interest rates was affected by financial

restrictions and pesoified deposits, these two factors prevented

to find a representative market interest rate. The LEBAC bidding

tried to absorb pesos, to establish a  market interest rate in pesos,

these events began to occur since the end of March (average

rate for  7-day term notes reached  83.4% in May).

Liquid International Reserves
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Selected Macroeconomic Indicators
I. Quarterly and Annual Indicators
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(4) Secretariat of the Treasury - Ministry of Economy

(5) BCRA [Central Bank of the Argentine Republic]

(6) National Bureau of Credit Information and Negotiation - Ministry of Economy

(7) Association of Portland Cement Manufacturers
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(*) These tables are based on the latest information available at the printing date of this ECONOMIC REPORT. Therefore,

      some figures may differ from those included in other chapters since they were prepared at different closing dates.
(**) Spread on US Treasury bonds - Last Friday of each period.
(***) Corresponds to the official exchange rate quotation. The free market monthly closing was 1,94 $/US$. From next month 

(February 2001) up today, a single and free market is in rule.
(#) Since January 2002 the rules and regulations of the exchange rate arrangement disposed of by Law Number 25,561 
stated the report $ 1,40 = U$S 1
      Thus and in accordance with Decree Number 214/02 about rearrangement of the financial system, since January 2002 all deposits 

are presented as the sum of the deposits in pesos and of those in dollars converted
       into pesos according to the relation $1,40=U$S1. Same method was used in the case of  M3* aggregate.
(##) By the time being there is no possibility to have up to date information because the informing entities have not predetermined 
a policy of  interest rates for this kind of loans

Sources: (1) National Bureau of National Accounts
(2) National Bureau of International Accounts
(3) INDEC [National Institute of Statistics and Census]
(4) Secretariat of the Treasury

(5) Central Bank of the Republic of Argentina
(6) National Bureau of Credit Information and Negotiation
(7) Association of Portland Cement Manufacturers

Selected Macroeconomic Indicators (*)
II. Monthly Indicators


