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ABSTRACT

Much of the existing literature on Argentina has emphasized the
liberal nature. of the economic reforms introduced during the 1976-1981
military government. A major purpose of this paper {8 to present evidence
that contradicts this interpretation. In particular, I emphasiz: the
{mplementation of pervasive government controls and argue that the intensity
and instability of these controls resulted in historically high short-run
fluctuations of relative prices of commodities and factors.

The raper also addresses some political-economy {ssues. This
aralysis, I hope, should help to understand better why policies were what they
were. A couple of {mportant conclusions come out cof this discussion. First,
the fluctuations in relative prices resulted {n increased social tensions, but
given the repressive nature of the government, demands put forward by differ-
ent groups for taking corrective actions were simply ignored. As a conse-

cuence, the disequtlibrium of the economy = .which {n turn was-the. result of,
. “y : q l, .. ,f.n'\ Ve . O

- the government, contrbls - continued growing, aﬂﬁﬂcou i1 last only-as iong as -

the financlal communlty supplied the furds that were needed to finance the

v 'w}

+
. «
r' ,14

resulting imbalances.
A second conclusion {s that. the long-rhn economic interests of. those. -
who held effective political control were not favored by 1theralization

policies. As a matter of fact, the economic_interests of the military were -

sheltered from the competitive forces faced By other parts ct the economy.



Helpful comments have been received from Vittorio Corbo, Kutlay Ebiri, Jaime
de Melo and Peter Wopart. I also appreciate comments from paviicipants at the
25th Meeting of the International Studies Association (Atlanta, Georgia),
March 27-31, 1984 where a preliminary version of this paper was presgented.
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I. Introduction

The purpose of this paper is to present a critical overview of
policy reforms implemented i~ Argentina during 1976-1981. Argentina's attempt
with thesé reforms, which many have interpreted as liberal policies, failed.
This failure has been taken as an argument by many people not only in
Argentina, but also in other developing countries of why liberalization
policies should not be attempted. '

Any gkven set of policies can fail for several reasons. A necessary
condition for policies to be successful is that they be internally congistent
and credible. On the other hand, if policies depart radically from past
trends, then it is very likely the case that old administrative arranéemehts
for managing and implementing them will have to be adapted to the new
conditions. Fxnally, polxcxes can fa 1 because the political arrangements to

- - 2t

mansgo powerful preaaure groups that stand»

o lose are in some sense.

..\ . LD
j«“, ",::‘:1 \_‘n,:_x‘. T _Q;

1napp|opr1ate.

L D AR]

“The thesxi of the paper is €

:sxons, Argentxnn ' economxc polxcxes éad 1hportant shortcomings. -The paper.
spelld ouL .t ﬁatu?e of the major‘ecddoaic”refbims, and also pregents some-
thoughts oﬁ the policy decision mechangim'égd'the political economy that
&ccompanied thené reforns. ~ These thoughta;';‘hépe, will help to understand
petter why polizies were what they were. I also analyze in this paper the

effects of these policies on gbsolute and relative prizes, but I do not
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lower import barriers

-and'appropriateness:of ‘these- policie

discrss the impact of these changes on quantities, i.e., on the real structure
of the economy. 1/

Section II is a brief analysis of the initial economic conditions
prevailing before the shift in political power that took place in March of
1976. Section I1I presents some brief comments on the 1976-77 devaluation
episode, Such a devaluation was necessary for restoring equilibrium in the
balance of payments and eliminating many of the controls used during the
period of severe payments imbalances. Despite the good start with exchange
rate policies, very soon policymakers became conce-rred with the parvasive
inflationary trend of the ezonomy. The initial response to this problem was
not different from the traditional one, i.e., the implementation of
macrorconomic controls for stabilization purposes. Section IV describes these
controls and the effect they had on absolute and relative macro-prices. The
point here is to argue that the set of dadro-p&ticies adopted during these
years were inconsistent with the publicized government cbjectives of

liberalizing the economy.

[R YIS “ran . o .. - s ae B R N . . . RS
te “In’'a very uUncertain macr-~-ehvifonment,- some policies-leading to_  .x"
K - p AR SR AR

' .. % Vo, N

. »~Whén viewed in isolation,
o ¥ R . PR
Y’-'.S wd b 3 ‘r_i 5 By

these |
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L
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- Many’politicians and economists-hav

?A‘r‘ .

Doggsh v AT, ' s s
poliicies had important’ shortcamings e,

s

R .. P .
attributed the coscs associated .with™import /‘penetration and, the huge 1980,

]
h]

trade deficit to these import liberslization-policies. A point of,this
section is to emphasize that import penetration was the result of currency,
. : hialad &

f

1/ Corbo, et al (1985) presents a su-vey of findings related to the

liberalizazion episodes in the Southern Cone including effects on the real

economy.

i L N “
"teresimplemented.’Section. V. analyzes the extent, depth:
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overvaluation as well a3 lower import barriers. I also emphasize here how
trade policy instruments were used to achieve different government

objectives. This in turn led %o policy instability and increased uncertainty.

Firnally, section VI presents some preliminary thoughts on questions
referring to administrative arrangements and some charactecistics cf the
underlying political-cconomy. In this section I make four points. First, the
underlying exchange rate models of the period under study differed quite
drastically from the one which some authors have used to interpret the
economic events Auring the previous Peronist government. l/ Nevertheless, the

natural tendency to use the exchange rate as an anti~inflation instrument did

not disappear. In a sease, economists' models have not been able to sell to

the Argentine body politic the importance of following "realistic" exchange
rate policies,

Se.ond, the rarift and cxchange rate rule which characterized the
last two years of the economic program put important constraints on policy-
makers that were in different government offices and managing different

“instrubents. “This led toféribng"ihég?4ﬁg¢hEiT§§éflicts which were:-adt the:

1 [ .- Y

' B . R Y
government' level” the reflection of social’tensions that developed.from-

inappropriate macro-policies. Because of the dictatorial form by which.
P| e pojicies 3 €, et . ‘
. ! Pt .

N RPN

bt ' o, T o

‘economit-policied were-designéd and ‘implemented, these tensions could not.be.
. - NIEER N ; :

S . . )

s e
. - IR 4 N

: "l oy .. . -
addressed”apprgpriately, and -as a consequence ‘corrective actions :-ere
(stubbornly) delayed.

The third point is simple but a very important one. The managers, of

a liberalization attempt should ideally be free'of the economic interests and

1/ see Canitrot (1979). : .



pressures associated with highly pr.tected and inefficient industries. An
important ::rt of the manufacturing sector is the property of military
industries. Here I show how, by resorting to quantitative restrictions (QRs),
these industries managed to escape the pressures to adjust to increased import
competition that was being imposed on many other industries.

In che final point I stress the importance of institution-building

that should accompany a liberal policy reform.

II. Initial Conditions

During 1975, the Argentine economy was ance again suffering the
consequences of populist-protectionist policies. Expansionary government
policies and a reduction in public revenues led "2 a fiscal deficit ‘hat was
in the neighborhood of 151 of GNP. This implied an increase of 1002 from the
1974 figure, and in spite of generalized price controls, the-annual inflation
rate measured by the wholesale price index (WPI) reached a record high cf
1922, 1/

By 1975, ‘the" wage price" agreements reached by labor unlonsgand‘\

entrepreneurs in 1973 and enforced by, governmental controls had broken_

apart. DL Tella, vho was a promxnenc member of the econom1c team in 1975,

v - N

also gives to inter- sectoral conflxcts~a central role in expla1n1ng

intlation: ".., The attempt by dxfferent gtoups of ucrkers to maintain thair,
c)( RN -
"

relative position ... were the principal cause %f inflation" and +.. Cech

1/ For this year, the consumer price index (CPI) showed an infiation rate of
183X. Recorded wholesale inflation rates during the 70's have beenu: 1971:
39%; 1972: 77%; 1973: 50%; 1974: 20%; 19753 192X; 1976: 4995 1977: 149%;
1978: 146%; 1979: 149%; 1980: 752. '



-9 -

industry tried to increase the prices of their products through higher import
tariffs and lower tariffs on their imported inputs." (Di Tella, 1983, p.
269). To & great extent, the pub!ic sector deficit was a reflection of the
incapacity of the leadership elite to manage pressures put forwvard by
different groups.

This inflationary trend plus errors in designing and managing
exchange rate policies led to an increasing overvaluation of the domestic
currency. The extent of this overvaluation can be assessed from data
presented in Table 1, whicn shows alternative exchsonge rate measures (column 1
through column 8), for the period '369-1981. B8y 1975, and in relation to 1969
(a year for which there is every reason to believe that the exchange rate was
at an appropriate level 1/), the real exchange rat: (column 8) had declined
33z, 2/ .

The currency overvaluation increased excess demand for foreign
exchange. These pressvrcs on foreign exchange markets were initially con-
fronted with traditional methods of drawing down resecrves, and also increasing

¢ the degree of reibricgiohs;qn,international'cransactions. -In December 1974, .- -
- ' I R ttr o - - T

1/+ In conlrolled exchange rate e;onomxes, 1: is impossible.to+know- hou‘close o,
the official rate”is .to the equlllbrlum rake.’ Nevertheless, there, are . -,
some eloments backxng the assertion in the text. First, a black markec
quotation in:line‘with tne official rate is- an xndxcatlon that .no s’gn1f1~
cant excess demand on foreign exchange markets was present. Second,.per-i
forming a PPP e:1luation of the 1969 official . exchange rate using years in,
the early 60s vhen the exchange rate was floating shows that they are:
similar (Noguds 1985). Also note in Table’ l that in 1969 the Lradex.¢ .
balance was very .lose to equxlxbrxum. ) e e,

2/ Alte-natively, using 1969 as the base year, a simple purchasing power
parity estimato (TPP) of the exchange rate (column 1) shows that in 1975
this value was 49 higher than the rate implicit in import.flows (column

2). See Officer (1976) on PPP exchange rates.



international reserves were US$1.3 billion. One year later, they were down to
USS.6 billion. This was mainly as a consequence of a sharp increase in the
trade d=ficit, which in 1975 was equivalent to 33% of exports. This deficit
in turn resulted from a significant decline in exports of both traditional
(mainly primary goods), and nou-traditional (mainly manufactured) goods. 1/

As exciss demand pressures on foreign exchange mounted, authorities
increased the restrictionist character of the t-asde and payments regime. The
arsenal of controls introduced and/or reinforced at that time included tight
Central Banl. controls on international payments, increased reliance on
quantitative restrictions and import licenses, increased numbers of goods in
lists affected by outright import prohibitions Z/. previous import deposits,
multiple exchange rates, etc, etc.

Controls on domestic capital markers wcra equally severe. Peso

dencminated deposits were subject tn a 100X reserve requirewmerts and credit

allocations were centrally planned by the Central Bank. Ccntrolled nominal
interest rates resulted in significantly subsidized real interest ratecs. The

nominal offi;ial savxngs interest rate was 17.5% in 1975, which compares with

N - - i B -
-t ¥ e il 0o AR < J"i‘;n!. W v ¥ o 4
3 CR . . . Lo

an xnflatxon rate of 183Z accordxng to- the consumer prlce index. "PI). These

2 I .
N . :_N,,_t .ﬂ‘
¥ - -

differentials represenced a record hxgh.

1/ According to Central Bank statistics theé; declxne wags 23X and 29 for,
rraditional and non-traditional exports~respect1ve1y. Nevertheless,
caastion should be taken when interpreting offxcxal trade statistics in an’
economy where the black market ‘exchange rate (Table 1, column 4) is T
significantly different from. the off1c1a1 ‘ccmmercial exchange rate.

"
v

2/ The Gula Prdctica del Exportador e Impdrtidor (cifferent issues) includes
& detailed listing of the payments and import controls that were
implemented during the Peronist government. Restrictions on international
payments are listed in the Mgﬁorias Anuales del Banco Central.

4

-
’



Not suvrprisingly, the ratio of M2 to CONP dropped from 25X in 1670 t
17X in 1975. This repregsented a record low. Quotations in the black market
for foreign exchange soared. Cn an annual basis this quotation was during
1974, 83X higher than the implicit import rate. During 1975 the average
differential increased to more than 3002 (Table 1, columns 2 and 43! T[his
came close to being an historical record that has only been surpassed by trad
and payments distortions observed in th2 early 50s. 1/

More generally, black markets of an increasiag number of marketable
products also developed rapidly due to the severity of price contrela.
Scarcity margins have unfortunately not been documented, but the lengths and
number of the queues that Argentines had to make in order to nbtain essential
consumer goods at controlled prices will not be forgotten.

Althcugh not easily documented, it is reasonable to hypothesize tha
problems for obtaining crucial imports of intermediate inputs must heve
developed., Given that Argentina sta:ted its payrents problems from a closed
economy pohig}oﬁ;?%twcould'only cqfsail imggfgéjpha§‘were‘q}rgaqykeggeptig!u{;
These coréeé}gﬁﬁ'wiﬁh’intérmediate‘And cgbitalwgééds'impofts.qbi:h,”invggéqga

are used in productive processes of the manufacturing sector.
. N ot e * P t

.

1/ It is also not far fiom being an internstional record. -See. Krueger, ., .
(1978), Table 6.4, for a cross-country comparison of black market exchang:
rates, prevailing before a devaluation episode. In this table, out cf 17
observations, only two presented a greater discroocsncy between official
and black marke! rates than the estimates presented for Argentina.

2/ Imports of conrumer goods represented 3.7% and 3.3% of the import bill
during 1974 and 1975 respectively.



On the demand side, and in addition to the decline in exports (Tab
1, column 9), real wages stopped rising, 1/ and the unemployment rate began
increasing. Therefore, it might be asserted that both supply bottlenecks an
demand considerations help to explain the negative growth rate of -1% observ

during 1975. 2/

I1I1. Devaluation Episcde

In late March 1976 the Peronist government which had been
democratically elected was cverthrown by a military ccup. 3/ The objective
economic liberalization was emphasized by the new economic minister in his
inagugural! cpeech.

Several policies impiemented during the initial months aimed in th
direcrtion. First, the process of real devaluation which had started during
the last months of the Pevonist government was deepened and on average, the

real eacnange rate increased 24% during 1976 (Table 1 column 8). The quick

response .of exports’to the higher real .exchdnge rate and reduced rate of.
3 oo , Ty ".;‘.,,. h N by T

1/ Accordfng to official statistic- and using the CPI, real wages of un-
skilled workers were 7% higher in 1975 than in 1969, and did not change
relation to 1974 (Table 2).

2/ The corresponding rate for the manufacturing sector was -3%.

3/ In this month the WPI inflation rate reached an historic mark of 54X.
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expart taxation allowed a fast reduction of exchange ccntrols. 1/ Also; the

differentials among the relevant multiple exchange rates were gradually

reduced, and in Dacember of 1976 the Central Bank implemented a unified

exchange rate regime.

Partial dismantling of quantitative restrictions on imports was als

undertaken., ™hig, to a gr2ac extent, represented a reduction in the number o

gocds on the import list aff.cted by outright import prohibitions which, as

said,

were part of the policy package designed to c(ope with balance of

payments problems during 1975. 2/

The gradual liberalization of the payments regime was accompanied b

almost total remcval of price controls in domestic markets. The decision,

given the severity of the controls, cannot be sufficiently emphasized.

All this helped to restore the confidence oan the market mechanism

which had been se -erely damaged. Perhaps, because of this initial move, many

observers have characterized economic policies cf the military regime as bLein

1iberal. in ‘what follous, I show evxdence that casts serlous ,doubts on the

H ,( ‘. ‘. Lo ~‘.¢,, .:;," v“,'\

extent 'to uhxch Atgen:xne economic polxcxes”dunxng tHese ‘years, :dhdbem

hy , v
) A SwtTEE
X

classified as Liberal. In esgence, the stagnanc behavior of the economy afte

<

1976 and fhe’f

- n,;ﬂ.m: -
oo v A L e e I - .

hre of the new economxurpolxcles must be attcxbuted to{the.

- B n‘&*

3

pevvasive effects of xnapproprxate governmenc controls.

lSee Memorias Anuales del Banco Central. .Some of the 1ncrease 1n recorded

experts could be attributed to lower margins of underxnvoxc:ng as oxport
taxes were being reduced and the difference between the black.market and
the official exchange rate was narrowing. "

It is -important to stress, that these initial changes did rot represent a
significant depachre from the structure of QRs that had characterized th
Argentine economy since at least the early 60s. In partzcular,has will t
discussed, the regime of import licenses was not modified.
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IV. The Changing Nature of Macroeconomic Confrols 1/

I. Introduction

The Economic  Minister that came to power in March of 1976 concluded
his administration in March 1981, whan the President was also changed. For
aAalyLical purposes, it is useful to divide this period into two subperiods.
Tue first ext2nds from March 1976 to the end of 1978. I call this the unanti-
cipated period, because in relation to the second period, economic policies
were highly unpredictable, and not announced in advance. The second period
extends from the end of 1978 to March 1981. This is the period when exchange
rate and tariff policies were preanrdunced, and I have therefore labeled it

the preannounced period.

2. The unanticipated period: 1976-1978

2.1. Wage policy

From 1976 to late 1978, there: existed’at different points in, time;y
N LI R DR - e e ' D

P N TR, T LT S IEO
3

I b 7
. R D L
severe controls on one or more of the followirg variables: wages, interecsr,
C . rest,
. .
rates, pricesiand:-probably the most important.of them all,.on the exchange..,
.- LS ere e w0 ‘ B Troo JUREN SR E

ES

rate.
+ Initially after the coup, the decision :o liberalize domestic.

markets and eliminete the regime of price controls was accompanied by the

imposition of severe wage controls. According to official statistics, during,

1/ Since this paper was completed in late 1983, several articles analyzing
the economic policies and economic performancz of the military regime have
been pubtished. These include among others Calvo (1985), Dornbusch
(1984), and Fischer et. al. (1984).
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1976 these controls resulted in a record reduction of real wages that for
relatively unskilled workers was 492 in relation to 1975 (Table 2). These
wage controls pui the real wage well belcw historical levels.

After the wage freeze had been imposed, the monthly inflation rate
measured with the CPI which had reached a record high of 38X in March of 1976
shnwed the following trend: 34X in April, 12X in May, and 3% in June. G:ven
that price controls had by then been eliminated and a process of resl
devaluation was taking place, it is difficult to explain such a drastic
reduction in the inflation rate without relating it to the wage freeze.

The wage freeze distorted the undérlying trend inflation rate for a
shoct time. This in turn confused policymakers, and the subsequent rebound of
inflation was taken by many 29 a firsr failure of the eccncmic team to
stabilize the price level. This then led policymakers to implement new
controls. This experience therefore suggests that, in addition to the well-
known negative economic effects of wege controls, maintaining relatively free

labor markets dur}ng a stebilization attempt’ would have provided more accurate

- LRI o
A e
e A

Lt [N L eraba et . L - - [T ) .. - ’ . L ,
sxgna}s to policymakers regarding the macroeconomic ‘impact of the new.sét,ofl.

policies.
Why were wage controls impdsed?:fA” popular nypothesis has lirnked..

these cohtrols to government objectives:regarding unemployment. The social
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and political tensions of that time 1/ should not, according to a hypothesized
official view, be permitted to increacte. It was feared that iator unrest
could be triggered by increased unemployment. Therefore, reducing real wages
while at the same time maintaining Ligh legal layoff costs, would help to hold
employment levels and keep the unemployment rate low. 2/

An alternative but non-conflicting hypothesis is that just as price
controls had been used by the previous government, the new economic adminis-
tration resorted to wage controls as an anti-inflation device. If so, the
couclusion is that the _hift in the struccure of political power led the
government to change the group whose economic behavior was directly
controlled.

The wage freeze was gradually relaxed and apparently was =2t binding

after 1977. 2/ Nevertheless, while the labor market was gradually freed from

I3

1/ It is important to recall that strong labor unions and the leadership
which they held within the labor movement provided the main polxtxcal basge
of the’ Peronxst government. Therefore, the power of labor union leaders’
-gained’ momentum during thess years. rCertnrnly one of the polxt1Cal f':ﬁ
otJectxves o the"coup was to breax the polxtxcal and economic power ot
these unions. The 'leaders that could. not escape were 1mprlsoned thh0ut
trial for‘years., Alsc, the economic activities of these unions were

"~ ‘terminated:.

2/ The implicit. assimption regarding social.-behavior is that labor unrest

would not develdp’ from low wages. ' Thxs, in fact. occurred but’ t“e reaaon :
i3 to a great extent also related to the repression that was takxng place

a that time. Official statistics show that the open unemployment rate LR.
the major industrial areas declined during 1976. In Gran Buenos Axres, Y
Cordoba and Rosario, the open unemployment rates declined from 4. 82,,6,52
and 5.37 in April to 4.1X, 5.4%, and 2.6X in Uctober. On the other hand
manufacturing output declined between the last quarter of 1975 and ;he 2
first quarter of 1976. The behavior of these variables is in'line with
the hypothesized expectation of government officials in regard to the
effects that the wage freeze would have on employment levels.

tw

3/ See, for example, Meier et al (1977).
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direct government interferences, sipnificant taxes on wages were maintained
during practically cthe whole period. Elsewhere I have shown that in 1973 the
implicit tax rate on wages was equivalent to 22X of gross wages. 1/ These
distortions, which had grown during the initial months of the Peronist regime,
were only reduced towards the end of 1980 when the collapse of the economic
program was evident. 2/ Clearly f;om a resource-allocatioral gsint of view,
it would have been preferable to reduce labor costs by reducing these taxes as

an alternative to having frozen wages. 3/

2.2. Price contrels

As said, after June 1976 the inflation rate began increasing and
according to the WPI reached a monthly rate of 142 i; January 1977. This led
policymakers to reintroduce price controls which, as said, had been abolished
in the early months following the c;up. These'controls were implemented from
February ~ less than a year from the date they had last been abolished - to
July 1977. They were rigorously enforced.u1th relatxvely big. enterprxscs in,

. RS me :“ﬂ~

the manufhcturxng sector. . While these controls were lLfted in July: and were

SR

not reintroduced thereefter, they clearly compOunded the negative economic .

.effects of. theqyagejfregze. Summing qp}fié:uzénrl976 and 1977 the. mxl ary.

SO TN

governrment introduced severe wage and price; controls.

1/ Nogués (1985).

2/ A reform of the value added tax (VAT) was implemented in October of
1980. Along with this reform several taxes on wages were eliminated.

3/ Obviously, together with this pelicy shift, other less distortionary taxes
and/or reduced government spending messures should be implemented.
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2.3. Interest ratc policies, capital inflows and exchange rate control

By the end of 1976 the process of exchange rate unification and real
devaluation had been completed. Following libe;slization of exchange
controls, the Central Bank implemented a monetary reform, The regime of 100%
reserve .equirements for peso deposits, direct credit allocation and
controlled interest rates was substituted by one of fractionary minimum
reserve requirc.ents in a context of nearly complete freedom of interest
rates. 1/ It is of interest to emphasize that this financiai liberalization
was introduced at the same time when wage-price controls were enforced. It is
difficult to rationalize this incensistent jpolicy behavior.

Real interest rates increased significantly {Table 2). These
interest rates, coupled with the liberalization of the capital account of the
balence of payments fueled short-term capital inflows, which together withl
positive trade balances, increased foreign exchange reserves. These reserves
went from US51.8 billion in 1976 to US$4.0 and US$9.0 billion in December 1977
and 1978 respectively.

.Probably’because the inflation rate’continued to be high-in_a,
situation of increasing foreign exchange rererve: and trade balance surpluces,

economic authoritigsiled by the Central Bank decided to reduce the rﬁggﬁof}

B

devaluation dugxpg:hffa. This policy was not announced in advance, and

3

i/ It is usually overlooked that interest rates for financing non-traditional
exports were never eliminated. Thig control implied high interest rate
subsidies per peso exported. (Neguds 1983).



_15_

implied a radical departure from the policy followed during 1977 of

maintaining relatively constant the real exchange rate. 1/

As seen in Table 1 (column 8), the real exchange rate dropped 14%
during 1978, In addition to its effects on the price level, another objective
of the new exchange rate policy during 1978 was to create exchange rate
uncertainty. It was thought at the Central Bank, that this uncertainty would
reduce incentives to capital inflows due to the high level of domestic
interest rates.

It should be stressed, and this is important to emphasize in order
to understand what was going on, that instability in the rates of
minidevaluation was a policy favored by the strong beliefs held by Central
Bank decisiormakers regarding the lack of effectiveness of direct controls on
capital movements. 2/ Clearly an important dilemma was being faced at that
time by policyﬁékérs in the Central Bank. They perceived capital inflows as
being iuflationary, and financial controls to be ineffective. Unfortunately,

such n ptxotx thoughts which help to understand the nature of polxcxes

M [N 1: '
e b i t, oWy,
£ e Grosp D i

xmplemented durzng 1979-81 have been very costly. I now turn.to a brief,
! A . S At

descrtptxon of these policies.

1/ By then, Argentina had repaxd its loans“to the IMF.

1~
S—

For example, Arriazd (1983), has asserted that. ‘...It is possible that
for some countries the answer (to the question of whether capital move-
ment3 can be controlled) would be positive but in my opinicxz a2t for
Argentina....”
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‘ 3. The preanncunced period: 1979-1981

As said, after the liberalization of nominal interest rates in June
of 1977, real interest rates remaincd abnormally high during 1978 (Table 2).
Unfortunately, the level of interest rates during this period remains as yet
one of the most important unexplained effects of the economic program. It is
true that not all barriers to international capital movements had been
lifred. But it is dsubi.ful that thuse remaining could go a long way in
explaining the difference between domestic and international interest rates,
in presence of high mobility of short-run financial capital. Part of the
explanation of high real interest rates must be attributed to government
deficits, which as a proportion of GDP were 3.207 and 3.75% during 1977 and
1978 respectively. These dcficits were financed by borrowing.

An hypothesized view suggests that preannouncement of the future
path of the exchange rate was seen as the solution to several economic
problems. 1/ First, preannouncement of a declining rate of devaluation would

dampen inflationary expectations, thus‘helpingﬁto impart a downward trend on
R e N for g TR S PRSI

o

the rate.of inflation. It was also thought that preannouncement-would:reduce,
R U ‘ AR o

. - *

-

uncertainties associated with a managed exchange rate policy and therefore, - |

. N

) "!‘<’-‘A
help to reduce real interest rates.

t

This implied another radical departure fror points of view;that;the,
: o LES e

3

same policyﬁakers'had held in previous moﬁthsé. Policymakers, I hypothesize,:-

concluded that 1978 exchange rate uncertainty, had negative-effects on,real

1/ Preannouncement of the future price of the exchange rate was also
accompanied by similar announcements of minimum wages and prices of goods
and services supplied by public enterprises,
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domestic interest rates, and they decided to change exchange rate policy once
again. Preannouncement was thought to provide certainty thus helping to
reduce real rates of interest and dampen inflztionary expectations.
Policymakers in the Centi-al Bank were, therefore, expecting that

prearnouncement of the exchange rate path would be the instrument by which

they would achieve the double goal of reducing the inflation and real interest
rates. 1/

Between January 1979 and March 1981 when this policy was fortunately
discontinued, and contrary to pclLicymaker's expectaticns, domestic prices had
aot converged to international inflation plus devaluation. Estimates of the
discrepancies between these two ceri.:s are presented in Table 3. Even in the
last quarter of 1980 the inflation rate, as measured ty the WPI, continued to
increase -~ although at a declining rate -~ in spite of reductions in both
interngtional inflation and the rate of-devaluation. Table 3 shows that
between the tirst quar-er of 1979 and the last quarter of 1980, domestic
accumulated inflation had reached 260Z. In contrast, international inflation

plus ‘devaluation summed 1342-during thersamépericc. 2/°' The result.was a.

1/ The methodology used for determiniﬁg'the preannounced rates, of, devaluation
is r.resented in Arriazd (1983).

2/ Later, I present some hypothesis which explain this lack of convergence.
These hyporhesis refer mainly to the characteristics of the structure of
protection that scccmpanied the stabilization package.

1
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significant drop in the real exchange rate of 31X between 1978 and 1980 (Table
1 column 8). 1/

The objectivse of r~ducing the real interest rate was psartially
achieved during 1979 (Table 2). Nevertheless, by th; end of the year the real
exchange rate coupled with lower import barriers, triggered an upsiarge in
imports. In current dollars duriag 1980 these were up 57X from 1979, and the
trade deficit reached a record high level of $2.5 billion. This represented
31X of that year's exports. This percentage is in the same order of magnitude
as that observed in the crisis year of 1975, just before the military
government came tLO power.

Real interest rate) increased pari passu with the increased
uncertainty regarding tiie maintenance of exchange rate policy. In turn, high
interest rates and the elimination of the relatively minor contrc’s on capital
flows that were still in effect in July 1980 2/ attracted additional short-
term capitul inflous.

But the social profitability of these capital inflows has been
negative. For domestic residents, it was bbwidq}Athat.the:L980 real exchange
rate was u%shsiainablgi 'Theréforg, thése ?Egigéhts decided to increase their

hnoldings of foreign exchange, and _eventually send an important.gortion of
N . A s N ok i Qe - -

e T T

gt

1/ Tue role played by persistent fiscal deficits and capital inflows in-
expiaining this currency overvaluation is discussed in Corbo et. al.
(1985).

2/ Essentially a one year minimur maturity period.
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these abroad. l/ This process was financed by foreign banks who at that
time, overlooked basic indicators that were signalling future balarnce of
payments problems to Argentina. The inte-national financial community was
expecting to reap important profits from Argentina's high real interzst rates,
when in fact, the level of these rates were to a great extent the consequence
of disequilibrium exchange i1ates. Clearly, the international financial
community made serious judgmental errors regarding the medium term repayment
ability of Argentina.

The consequencs of disequilibrium macroeconomic policies and of the
international “inancial community overlooking these policies has been a
tremendzus jump in Argentina's foreign debt. +his deot increased from US$5.6
tillion in 1977 to US$37.0 billion in 1981. Solutions to the consequences of
macrc-policy errors of the magnitude that has been pointed have not yet been
found. For the time bLeing, the lurden of Argentina's policy mistakes is lying
exclusively on this country's future generations.

I hope that the material presentec¢ in the previous discussion puts

some doubt on' these who might -still think that 5rgentiﬁa'sxmacroecopogic'

Ftn T s v . . o '
poiicies during 1976-1981 were liberal in a meaningful economi: interprgghtion
: . R a . ! s T

4 1
P {

" Coa.

the inappropriate macroeconomic setting which I have

of the word. In
v & el e wio v vy - Lo
z L b o

v ' L
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described, some trade liberalization-policies were implemented. Nevertﬁeleés,A
s B - L RN

. T e, %
P . ’ ‘ at

when viewed in a broad context, these policies had numerous errors, and the

i B
- d

next section is an attempt to point out some of , them.

1/ The relation between Argentina's exchange rate policies and capital
flights has beer studied by Cuddington-(1985). See also Dornbusch._
(1984)., . .

4 .

[ L] ' A



V. A Quantitative Astescment of Trade Liberalization.

1. Indicators of trade liberelization

Ideally, a dynamic evaluation of the extent of trade liberalization
cculd be approximated empirically by time series estimates of nominal and
effective rates of protection. But because careful estimates of these
variables are expensive and time-consuming, thev are usually not available.
At least, this is the case in the Argentine economy.

In this section, I will assess approximately the extent o” trade
liberalization by analyzing the behavior of effective exchange rates. 1/ For
ease of exposition, I define the following four categories of effective
exchange rates 2/ (EERs):

EER;  corresponds tc import-gubsritute industries

EERimp correspords to non-comnpetiiive imports

EER,, corresponds to traditional erports

EER ., corresponds to non-traditional exports

A typical import substitution (IS) country is characterized by the
- v - P .

Voa g

- following escalatioﬁ of EERs:

-
EER. _~
185 LLit 7 LLK: 7 LLK

onte’,, | CTimp te

e

1/ The effective exchange rate on any given product is defined as the nominal,
‘exchange rate times one plus (minus) the ad-valorem tariff equivalent of
all taxes levied on it before it is landed (exported) into (from) the.
country. - ’

2/ Js3ing only four categories of goods does not allow a close examination of
the variance of incentives that typically characterize import=-substitution
economies. Nevertheless, some comments in this respect will be made.
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In Jords: the EER provided to IS industries for their sales in the domestic

market (EER;_) is higher than that provided for its export sales (EER ), 1/

nte
which in turn is in general higher than the effective exchange rate applied on
imports of Lﬁtermediate inputs and capital goods not domestically prcuuced
(EERimp)‘ 2/ Finally, this last rate is‘in turn higher than that rzceived by
exporters of traditional goods (EERte) which in general are taxed.

A necessary condition for there to be trade liberalization is to

observe 2 reduction in the difference between EERis and EER as a

te’
consequence of both a reduction in EER;_ and an increase of EER, . On the
export side, it is also important to observe a reduction in the difference

between EtRnte and EERte

2. Export barriers and effective exchange rates on exports

Several major changes of export trade policies were introduced. In
the first place, in early 1976, the rates of export taxation on traditional
exports were extremely high. Major grains were affected by export tax rates
in the neighborhood of 50%. The corresponding rate for wool was 33X, while .
lthet of meat was’ 121’“3/

o During 'late’ ]976 and 1977, the tatesﬂof'export taxation were reduced
‘drastically excepc forﬁmeat. In pa:ficub&?ﬁwthe”rates applied;on mgéo;.g;gipg

were reduced to 161 1" 1977 and to5-6% theredafter. Tax rates on.exports made

1/ In prntectionist countries such as Argentxnaﬁ the height of export e

- incentives for non-traditional exports is lower than the helght of imy ort
protection for domestic szles.

+

In many cases, these imports enter duty free or pay a very low tariff.

(18]
S~

3/ Export tax rates increased significantly as the fiscal deficit soared
during the latest period of the Peronist governmen:.
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by exportable manufacturing industries were also reduced. For example, tax
rates on exports of vegetable oils were reduced from values ranging from 48%
in 1975 to 3% in 1977. Processed meats, hides, and wool were also atfected by
significant reductions in export taxes.

Therefore, agriculture and exportable manufacturing industries
received the full impact of real devaluation. The resulting increase in real
effective exchange rates was particularly high for these sectors because of
the elimination of the multiple exchange rate regime, and the reductions in
rates of export taxarion.

Between 1975 and 1977 the real exchange rate (defined as the nominal
exchange rate deflated by the WPI) increased 292 (Table 1, column 7)., In
contrast, the price~level-deflated EER (PLD-EER) of the primary sector
increased more than 60X except for meat, and that of manufactured exportables

by 392 (Table 4).

On the other hand, PLD-EERs of non-traditional exports increased

. - 1a - . . g 13
3ot VT e 0T ” "

during che same period only 9Z. Nchrtheless, these estimates do not

1ncorporace interest rate subsidies forthcomxnngrom credxt 11nes grantpd by
R & e _-:‘_,\4', . e . e ‘, ..4,““ . C

the Central Bank for export fxnanc1ng. I have estxmated elsewhere (Nogués

t
o

1983) that foréthe great majority of non:tradxcxonal exports,)potentxal

; u X

1‘“".

interest rate subsxdxes per peso exported were’not hxgher than 201-—‘:n

Thezrefore> xt'can be concluded that fiscal and;fxnancxal export pglxcxes._
i i
" ALY .
. » I3 » - . . L\,w" * . 3
initially implied a reduction in the bias between incentives. granted to, .

different typés of exports. Export policies wete therefore initially moving

in the right direction.
After 1977, PLD-EERs for exports closely followed the path-of the

real exchange rate. Letting 1976, the devaluation year, take a value of 100,
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by 1978 the PLD-EERs of meat and exportable manufacturing industries had
dropped to 60 and 62 respectively (Table 4). Except for grains, where export
taxes were further lowered during this year, reductions of PLD-EERs were alsgo
considerable in other exporta“le industries.

I know of no other experience that in such p short time~span has
gore through such drastic changes in real incentives. 1/

The Argentine experience ig in this regard quite unique. Pemoval of
export barri..c and real devaluation led to trade surpluses. While the
country did eugage in some external borrowing, this was more the result of
market forces than of governmént efforts to rebuild foreign exchange
reserves. While other countries reducing trade barriers initially had to
borrow externally, Argentina could have done for some time without additional
borrowing. By the end of 1977 policymakers had an important decision to
make. In order to achieve a trade balance they could either appreciate the
domestic currency, 2/ or alternatively, dismantle import barriers more
rapidly. As said, policymakers chose the first glternative. The failure to
“initially ‘liberalize -imports 'is central .to the éxplanation of the collapse.of,
the ﬁrogram gt“éﬁﬂtﬂér~siage. -1f Yéﬁo?ﬁéﬁgaﬂiﬁgén libérali;ed faster, foreign

exchange reserves would not have increased:as fast, and therefore, so the
. . . N "‘.“7), Ao - + it . e~

-8

1/ Krueger (1978) analyzes the behavior.of PLD-EER (Table 5.3) for ten,...
different countries in twenty-two different devaluation episodes. 'In that
sample there is not one single case‘of reduction in PLD-EERs within wy -
adjacent two years from the time of devaluation such as the extreme, ones.
observed in Argentina. ‘

2/ Some economists argue that the dismantling of export barriers and
liberalization of the capital account implied a lower exchange rate than
that observed in 1977. Sjaastad and Rodriguez (1979).
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hypothesis goes, policymakers would have been less inclined to follow real
appreciation policies.

The further deterioration of the real exchange rate that followed
preantouncement of this variable after 1979 was accompanied closely by similar
reductions of PLD-EERs. Table 4 shows that by 1979 the PLD-EERs of all export
categories were lower than the value observed in the crisis year of 19751 It
might be concluded that the price effects of export liberalization and
devaluation that took place during 1976 and 1977 had been eliminated by
currency overvaluation as early as 1979. Unfortunately, effective exchange

rates continued declining in 1980.

3. Tariff policy and price divergence in import-~substitute industries

If all goods in the economy were tradables it would be imposgsible to
observe in the long run significant diversions of domestic from international
prices adjusted by the exchange rate. If commodity arpitrage takes place
through competi%ive markets, the duration of whatever discrepancy might appear

would be a" funccion of the duration of:the-iarbitrage process.:

i -

- Table 3:shous that during the périod when the exchange rate was @ : .
preannounced, the change in domestic priceg did not equal the.sum of devalua- ..

va gl -
"n : vﬁ ¢

-‘i_: I ,.I N T R = . u,‘,»-’,}?},:w -1 . . . . b
tion plus international inflation. 1/ Even:in the last quarter of.1980.when: - .
. . Sy PP ; . R A - .
the rate of devaiuation and international:*inflation were decreasing, domestic
e

inflation was still increasing. The puzzle is:still more astonishing.when

0

B L ’
account is taken of the fact that import ‘tariffs were declining, -and also-that,

1/ The economic program lasted until March 1981, Nevertheless, an unexpected
10X devaluation was made in February of t!at year, so in essence the
program ended in January 1981.
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commodities included in the WPI are tradables in the traditional definition of
not being protected by yrohibitive transport cost barriers. Table 5 shows
that price divergence was most pronnounced in importable goods.

Broadly speaking, there are three hypotheses explaining why there
was such a difference between actual price behavior and the one forecasted by
the exchange rate rule. 1/ The first hypothesis of why prices behaved
sluggishly points to the existence of lags and market imperfections that do
not-disappear rapidly, even after an important reducticn of import barriers
has been implemented. The second hypothesis is based on the credibility that
agents put on the economic program and the economic behavior that this
credibility might have triggered. Finally, a third non-conflicting hypothesis
is that import barriers were not reduced that much, and that, therefore, there
never existed a generalized potential threat to domestic producers of
competitive imports. I comment briefly on each of these hypotheses.

The first hypothesis is built from different lines of reasoning.
First, there are some ad hoc stories that stress the existence of lags in the
arbitrage pri- 288, There is first a lag until agents realize thét“prgfit§‘gan
‘be made- by éqgagfng in fhté?natibnalst;mmgdiFy”?rbitrsge activipies.‘ A second

lag is explained by the duration of the search process through which the

. '

. - st mrée
would-be importer must go. ' Recall that in ‘'a typical! import substitution . .t-

economy, a greatnhajority of goqd?}iand'particularly consumer. goods, have not,

1/ To the extent that capital inflows and fiscal deficits increased the.
relative price of non-tradable, some aiscrepancy between the price
behavior of domestic import-competing and imported goods would have been
observed anyhow (see Corbo et. al. 1985). The discussion that follows
analyses other reasons for the discrepancy between domestic and inter-~
national prices of importable goods.
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been introduced to the country for decades. It is therefore not obvious at
the beginning of the liberairization episode which goods to introduce and which
foreign suppliers to approach.

Closely.related stories also have some appeal for other types of
goods. In particular, in an I-S economy, the bulk of imports are non-
competing. These usually include intermediate imports and capital goods.
These imports ace generally made by the same enterprises that use them in the
productive process. For our purposes, this implies that initially the economy
1s characterized by the lack of importers-wholesalers who presumably would act
promptly when opportunities for profit from importing appear.

This hypothesis suggests that liberalization attempts cf I-S
economies must face rigidities and imperfections of the price mechanism, which
can be attributed to the nature of I-S policies and the structural economi-

charucteristics that result from suzh policies, and which do not disappear

rapidly when import liberalization occurs.
A second hypothesis for explaining price divergence is related-.to

. the degree of agents' confidence in policies. We have already preseated_ e

T [ - Y N

evidence on the uncertainty that surrounded policymaking and implementation., .
Al R T Y 2nee a1 ntation.. .

i

In I-S countries in general and Argentina in particular, the greatest.macro-

bers - . Boate % e 4 3

LA t ‘e

“uncertainty has historicilly originated from instability of .the real.exchange;

* y ’ N - o < ’ “ - .
_rate. [t is reasonable to hypothesize that-unless agents were shortysighted,

from past history they would have forecasted a:ﬂigh likelihood of being, again

'



subjected to exchange rate variability. 1/ In this environment, agents would
have second thoughts before investing heavily in international tradable
activities. This being the casz, chances are that the international price
arbitrage process could be severely impaired when economic policies are not
credible. I have pointed above to several characteristics of policy reforms
which suggest that this lack of credibility might have characterized agents'
expectations during these years.

The above problems and ;xplanacions of dynamic price divergence are
independent of the existence of water in the tariff. 2/ On the other hand,
the generalized existence of tariff redundancy and the absence of competitive
imports provides an additional explanation for the lack of convergence of
domestic to international prices. In presence of water in the tariff, there
1s no reascn why changes in domestic prices should follow changes in tariff
rates, or for that matter, changes in the exchange rate. This explanation is
independent of market structures and c;edibilit; factors and therefore

reinforces the above explanacions.

1/ As seen, the’ real exchange rate- declxned all“along the period of .
< preannouncement.- This continued the.trénd that had already started in X
1978, and therefore it is reasonable to hypothesxze that agents were.., '
already in early 1979 forecasting an exchange rate crisis, See, Kam1nsky
(1983) for an econometric analysis showing that agents did not believe in

the maintenance of the Central Ban. preannouncement of the exchange )

rate. See also Dornbusch (1984),

i

2/ There is vater in the tariff or tariff redundancy when the value of the
legal tariff rate is higher than the value that makes competitive imports
prohibitive.



I will now describe critically tariff policy and comment on the
magnitude of tariff redundancy. 1/ The record on dismantling import Larriers
shows that the first and unexpected move was made in November 1976, 1.e., six
months after thre new government had taken power. Even though the new tariff
structure was still highly escalated, 2/ the most significant change made in
this octasion was in regard to maximua rates, which was reduced from values
that were higher than 200X to a new maximum of 100%. 3/

These rates correspond generally to consumer goods. Nevertheless,
the impact of these changes was not reflected in the structure of imports.
The percentage participation of consumers goods in the import bill was still
very low during 1977. 4/

Thi; was to some extent, as I will show, the consequence of the
generalized ec<istence of redundant protecticn, i.e., water ia the tariff.
This observation, coupled with the relatively high value of the real exchange
rate makes it very doubtful to assert that-this initial move had any
significant irnipact on competitive imports, and therefore on domestic producers
of protected zoods. In any case, this was the first but also the last

unexpected move.. After this the government moved extreémely.cautiously. .
’ wLer | nment moyec .

B

. cUp_Lo“Decé&pér:1978.~ more than two-yéars after the first tariff -
reform - several..partial tariff changes took place. These reforms were. .,

negoLiated'direcgJyE?x}:he Secrztary of Commerce 'with representatives.of .
7 e *

different industries. My own estimates, and what I have been told of how; .

1/ Also, the next section will show that import licenses were never totally
dismantled. T

2/ Berlinski (1978) for some estimates.

3/ This initial tariff reform was not accompanied by any major move of
lifring very protective quantitative restrictions.,

4! The participaticn rate increased from 2.17 in 1976 to 3.3% in 1977,



these negotiations took place, show that the net result of all these partial
tar1ff reforms was a reduction in the degree of redundant protection,

The Secrctary of Commerce used these partial tariff reforms to put
pressures on protected entrepreneurs to limit price increases, and tar:ff
reductions were negotiated with this objective in mind. This was a sign.l
showing that the tariff was being used as a stabilization instrument. The
result of these numerous partial tariff negotiations was not only a reduction
in the margins of tariff redundancy, but also an increase in the variance of
the legal tariff structure.

As to the quantitative estimates backing my assertions, [ have
measured elsewhere the average tariff redundancy. 1/ Table 6 reproduces some
of my earlier findings. These estimates compare legal tariff structures with
the percentage price differentials between domestically produced and foreign
CIF prices. The price differentials were estimated for February of 1377. The
legal tariff structures correspond to October 1976 (before tariff reforms had
started) and December 1977 (after the Secretary of Commerce had completed the
bulk of partial tariff reforms). These estimates show that on average the
ratio of.'legal ﬁ?giffs‘to gr;ceréiffg;gqg%é15;4eclined from 2.5 to 1.4 between,

October 1976 and. December 1977.-2/

1/- - Nogués (1978).

2/ Legal tariffs and price dxfferentxals are wexghed by gross value of
production. The reader might’ be puzzled by the relatively low level of
protection that comes from the estxmates of price dlfferentxn s.. A couple
of comments are in order. First, che hlghireal exchange rate durxng 1977
reduced these differentials. Also, as® argued the severe wage controls in
effect at that time kept the domestic price level relatively low, These
comments imply that in a less controlled environment, price differentials
might have been higher and, therefore, ‘our ‘estimates of water in the
tariff would have been lower.



Also, the rank correlation coefficient between price differentials
and legal tarifts observed in October 1976 way -6X. If, irstead, price
differentials are compared with the structure of legal tariffs of December,
1977, the correlation coefficient takes a value of 56%. l/ Clearly,
therefore, the structure of legal tariffs moved more in line with the
structure of relative prices observed in a set of industries producing goods
that were at that time protected from international competition. Because the
variability _f price differentials was initially higher than the variability
of the tariff structure, the implementatior. of partial tariff reforms implied
an increase in the variability of legal tariffs. Therefore, the role
attributed to tariff policies during the first two and a half years of
military government were quite different from the role of resource allocation
and import competition that economists usually attribute to them.

In practice, it took nearly three years for the economic team to
formulate and implement a relatively more consistent tariff policy. Such a
policy was announced in December 1978. Several characteristics of the reform
should be stressed. First, this was a gradual preannounced quarterly

. T . RIS . . . .
reduction of:legal tariffs to be implemented.during five years, i.e.j wel, ==~

ey,

Lo N BRI ISP ] Lo C . N o ¥ KRN - .t -
after 'the government actuilly starting the réform*was scheduled at .that times °

to-end its term.: . 3;: the rates of tarifﬁdxeduciions were -initially low ands
accelerated in tHe. I'dSt ‘yedrs. Table 7 showsithe'structure of legal rtariffs

prevailing at thé beginning of the program, and the proportional reductions

scheduled to go into effect up to 1981 and from here to 1984. . It is clear

1/ Statistically significart with a 5% confidence level.



that if the tariff reform was going to be implemented, the burden of the
implementation costs was passed over to the next government.

In the second place, the target and interim tariff structure had an
escalation not very different from the historical one. Simulation analysis
presented in FIEL (1980) shows that with the target tariff atructure, the
level of ERPs computed from legal tariff rates was high and variable. 1/

One important question to raise at this stage is why it took <o long
to design the tariff program just described. One simple answer is that
policymakers were concerned with the transition costs associated with the
implementation of import liberalization policies. This might be part of the
answer but is not compatible with policymaker's behavior in other areas. An
alternative hypothesis and one that is more consistent with the nature of
policymaking that has been described, is that tariff policy was esgentially
geared by anti~inflation objectives. In fact this role was legally built into
tariff policy only four days after the preannounced tariff schedule was
implemented! In fact, Resolution 6/79 of the Ministry on Economy gave power

to the Secretary of Commerce to apply tariff reductions on products whose

~ '
f

‘monthly ‘rate of price incréase‘exceededythe'pééﬁpnounced rate of devaluation.
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Following the 'guidelines of ‘this"resolution numerous tariff , -

"reductions ugrgnﬁmplemented. This obviouslysexacerbated entrepreneurs, at a
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time 'when, because of the overvaluation of 'the.peso, competitive lmporty were
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teginning to grow .rapidly. Even though 'imports introduced as a contequence of
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the application of Resolution 6 vere not of magnitude, the associated uncer-

1/ These estimates for 45 manufacturing sectors show a simple average ERP of
431.



tainties accompanying these tariff redisctions must have produced negative
economic effects. The uncertainty came 3imply from the fact that after
Resolution 6, the confidence of the entrepreneurs on the extent to which the
. preannounced tariff schedule was going to apply to their productive process
had been severely reduced.

The tariff was also thought as an instrument to foster investment
and technological change. Here there are two pieces of evidence. First, in
the preliminary remarks of Resolution 1634/78 that implemented the program of
quarterly tariff reductions, it is said that "

objective of facilitating the acquisition of industrial equipment, capital

goods imports not domestically produced will be allowed duty free during

1979." 1/

...as an exception, and with the

Second, tariff protection to domestic producers of capital goods was

drastically changed four months after the policy of preannounced tariff reduc-

tions had started. 2/ The new tariffs applied on these goods was equal to the:

one that had initially been scheduled to go into effect in January 1984.

Given that the rest of the tariff program remained unchanged, and that as we
" shall see the basic metals industriés‘contiﬁdedfpo be highly protected, this
.'ﬁglicy sh{fg‘};;fied-a drasti'c and qnéx;écééa';éduccion of effectiyejﬁroéec-.
-gion to producgra of these- goods. 3/

N . . T
.If anyone did believe in the policy of: preannounced tariff .

Author's translation.

-
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Resolution 493/79.
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Simulation of the effect of these policies on ERP is presented in FIEL
(1980).



reductions when it was first implemented, this lack of stability of import
policies, associated with the inappropriate roles assigned to the tariff in
general, and in particular its anti-inflationary objectives, must have
affected seriously the credibility of the whole program. The growing
overvaluation of the domestic currency that was taking place must have
reinforced agents' expectations that the whole economic program was going to
be running into increasing difficulties.

The extent o which tariff redundancy affected the behavior of
domestic prices in late 1979 and 1980 cannot be accurately assessed from this
data. Tae evidence suggests that in some cases this might have provided at
least part of the explanation of price divergence in Argentina. 1/

Finally, it is of interest to note that the failure to dismantle
some significant Q%s during the liberalization attempt also helps to explain
the lack of convergence of domestic price changes to international inflation
plus devaluation. This will be discussed more Earefully in the next section,

*

where I take up some political-economy considerations.

VI.: Some Political-Economy Consideralions et
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The earlier aectxons have attempted to tackle with one of the

traditional tasks of economxsts: i.e. to analyze the appropriateness of
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economic policies. Bu[ socxetxes do not determxne their polxcxes by reference
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to the costs and benefxts that have convxnced many economists, Trade and

exchange rate polxcies are the result of the~hqderlying political
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institutional characteristics of societies.

1/ See Machinea (1983).



In this section I stress some issves of the political--economy of
trade and exchange rate policies. Point 1 calls attention t» the fact that
traditionally in Argentina exchange rate policies have been shaped by income-
distribution effects. This is in sharp con*rast to the role that the exchange
rate plays in monetary and neoclassical models. These models, it has been
argued, are the ones that pclicymakers had in their minds during 1976-16981,
The point heré is to emphasize that des)ite the very different roles that the
exchange rate plays in these abstract modele, there has been a pervasive
tendency of the policy decision-mechanism to use the exchangw zz:2 as anti-
inflation instrument. The lesson to extrect from this is clzar and
straightforward: until we are not sure that thz political-zconomy understands
" the central role that the exchange rare and the tariff plays in the long-run
resource allocation characteristics of the economy, there will he a real
danger of implementing trede liberalization policies in an inflationary
economy. Indecrd, the Argentine experience suggests thit for policymakers
these instruments might be used soconer or later for stabilization purposes

with costly consequences’.

f
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- A gecond consideration refers to the fact that traditionally,-dif-
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ferent government-agencies manage -different :tradde:instruments. --But because of -

the rature and relative importance of diiferent coutrols, some goverament
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egencies - che~followgrs.-?adjusc the instruments’ they control to cope wich "4y
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the effects of ‘financial and exchange rate policies implemented by the leasding
agencies. This agency segmentsation was not changed during the period under

study and becsuse of this, inter-agency 4i1sputes developed. This argumea: 13-

developed in point 2,



The role of the military and the economic interest they held as
owners of verv inefficient and key industrial sectors producing intermediate
goods makes it quite unlikely that governments under their influence w.ll
actempt across-the-board liberalizatio» poiicies. Point 3 argues that the
msde-tc-measure protection to the military-industrial complex during this
period is clear evidence on this hypothesis,

The final point stresses the importance tha* new institutions are
expected ro play when policy reforms in effect give competitive forces a

greater role in the resource allocation process.

1. Exchange rate views and policies

Many acholars have concluded that sArgentira is a sectoralized
society. 1/ A wajor characterization of this sectoralization would include &
rural-irban dichotomy. A sumnary view of the underlying political-economy
concludes that because Argentina is a vesource-rich country, it is reasonable
to radistribute income from the rural to the growing urban sector. Also,
because land ownership is very concentrated,. such a redistribution is

“ H »
equitudble.-

In this inter-sectoral struggle, some: powerful urban groups have

cphei .
IR

.
Ipe~s

Cogeas e S - -
*shown'great.politicsl abiiity to organrge?ghemselves. These groups which. |
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could be classified as the winners fr:m:tbe distcrted eco.aomy would:jpciudq 8

hendful of strong and powerful labor unions on the one hand, and a fcw. mono-

r

1/ See among others, Brodershon (1963), Canitrot (1979), Di Tella (1983), an
Mallon & Sourrouille (1973). Political scientists have snalyzed some
aspects of the dynamics of Argintine sectoralization. See, for example,

Wynia (1978). '
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polistic manufacturing encerpr.ises producing the bulk of protected
manufacturing output on t-he other.

The effectiveness of these urban groups has been such that, in fact,
they have come to pow2r on many occasions. As a consequence, the government
has many times identified the national interest with sectoral interests to an
extent that must be quite unparalleled in other countries. 1/

Mary economists have abstracted from this political economy when
constructing their medels. Among these, those including an analysis of the
income distribution effects of exchznge rate policies are important for under-
standing sor of the pressures that policymakers might face when designing
their policies. The best-known and most influential theoretical construct of
the exch .ge rate-income distribution-output nexus has been worked out by Diaz

Alejandro (1965). In one of his influential works on the Argentine economy he

concludes that "...by introducing explicitly income redistribution considera-

tions into devaluation theory, it has been possible to view devaluation as

just another weapon in the struggle of different sectors in the economy for

larger shares in' the national income."
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:~ . This"conc¢lusidn ‘comes from the fact-that the price of food --
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Argentina';’exportable - faced by urban workers is tied to the level of the
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exchange rate.”.Also,’ the demand for urban indistrial products,:which' because
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of the very high protection they enjoy can bé;ctreated as non-tradables;’ ils - -
positively related to the real wage. In this'contex. a devaluation by
increasing the price of food reduces real wages, and because the price'’.’

elasticity of food demand is low, the devaluation ‘also reduces aggregate

1/ Di Tella (1983). '



demand for industrial products and, therefore, urban employment. It is
usually assumed that the rural sector responds slowly to price incentives. 1In
these circumstances, it is also possible for a devaluation to trigger
recession.

[t is reasonable to quarrel with each cune of the assumptions that
are necessary for this result to hold true, but such an exercise escapes the
objective of this paper. On the other hand, these madcls show the economic
logic behind some characteristics of the Argentine political-economy that help
to explain why a devaluation can be strongly resisted by policymakers. 1/ Ir
fact, Dlaz Alejandro’'s exchange rate model has been used to interpret economic
policies and consequences of the 1973-1976 Peronist government. 2/

A major and persistent shortcoming of the Argentine policy decision
mechanism is that few policymakers believe that in the long-run the exchange
rate does not determine income distribution, and that in the short-run it is
an inappropriatf instrument for this purpose and for stabilization objectives

as well., - ’

i

Thus, the.natural tendency of che polltxcal economy has been to fxx
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the exchange'rate and overvalue the domestxc currency. This tendency Ts.rexn-
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forced by the strcng inflationary bxas of the economy and the temptatxon uhxch
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policy instruments are deemed approprzate, 1nc1ud1ng exchange rate polxcxes.

.
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1/ To be sure Dlaz Alejandro policy recommendations were to "...divorce
exchange rates and other relative prxces as much as possible from the
determination of income distribution...”" (1965, p.192). '

2/ See Canitrot (1979).
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During the years of the military government, exchange rate policies
find their theoretical backgrounds in the 'monetary approach to the balance of
payments.” In the recent literature, this point has been stressed by Machinea
(1983) and Ferndndez (1985).

This approach i3 based on a highly aggregative model that focuses
attention on the balance of payments adjustment process of an open economy
under fixed exchange rate policies. The model does not distinguish between
consumer groups nor between economic sectors and, therefore, income distribu-
tion considerations are omitted from the analysis. Also, because these models
assume a competitive neoclassical mechanism to be working, full employment is
guaranteed, and thus output effects are usually excluded from the analysis.
Because of these differences, monetary models stand in sharp contrast to
Keynesian constructs such as the one developed by Dlaz Alejandro.

Paradoxically, because of the fact that the inflationary trend of
the economy had not vanished, one can also rationalize the adoption of a
preannounced exchange rate policy as an anti-inflation instrument through an
attempt to inf;gence gxpectations. In f§ct!fR01riguez (1979) developed a |

L e E il Hew e ) iy UL SR TR
stylized’ tﬁ ggetrcal model showing how the’adjustment process- associated 'with

ot CE TN

preannounced exchange rate could work.
b RN
éldsion, the Argentxne experlence shows that its petsrstent~

)

inftétioﬁhﬁaa tempted policymakers of diffgrént poritical regimes*anq;holding

. RN . . A<.-l iy * 3 . .
different economic views to use the exchange rate as a stdabilizing instru-

ment. But "realistic' exchange rate policies are key to a successful 'trade

1/ Ferndndez (1985) has asserted that this model "... can be considered a
very close approxlmatxon of what the economic team m1ght have had in mind
at the time of announcing the devaluation schedule."



liberalization attempt. Thus, unless the natural tendency of policymaking is
modified, and/or the inflation rate is significantly reduced, the Argentine
experience shows that a liberalization attempt in an inflaticnary economy
m{ght fail not because of the inflation per se, but because of the natural
tendency of the policy decision mechanism to misuse policy instruments for

stabilization purposes. .

2. Policy segmentation, administrative rules and inter-agency disputes

The Central Bank is probably the most powerful governmental office
in Argentina. Such power comes from the crucial role it has historically
played in implementing economic policies. Such economic policies have
traditionally been based on the importance of the government for determining
the allocation of resources, In this context, the Central Bank has played a
key role in controlling: a) the exchange rate; b) international payments; c)
nominal interest rates; and d) credit alloc;tion. Control brings power, and
those exercised by the Central Bank are key to explaining historical economic

developments of the Argentine economy.

K I »‘.‘,x: I;S.x\ , - . K er N . .. .
.'Biut because these controls afe nat:-always sufficient to achieve
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with the 'Secretary’ of Commerce. TﬁﬁS?*xn'the past when the country payments
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problemsdégrsened this government:officélfncreaséd trade barriers by:‘ g)
prohibiting specific imports, b) ;aisihg"tariffs, ¢) introducing import
licenses, and quotas, etc. It is important to stress that this bghayigr is
not constrained by rules. This can be most ciearly appreciated from quoting

the first article of the Argentine trade law (20545): "... protection of



workers and national output includes tariff and fiscal procedures whose aim is
to strengthen the output of enterprises of nationals with the objectives of:
finishing with the cultural, technological and economic dependence of the
country; seeking autarky in the production of strategic and/or fundamental
goods and services ..., and to assure a supply of goods that would guarantee
an adequate standard of living to the Argentine nation.'" The statement shows
quite clearly the nationalistic spirit that guides the application of trade
policies.

An important change of this policy segmentation among government
offices occurred as a result of the policy reforms. This time policy behavior
of the Secretary of Commerce was constrained by the new trade rules. Nca-
tariff barriers we;e not allowed to be changed, and the path of the tariff
structure had been preannounced.

But because of the low real exchange rate and resulting surge of
import penetration, the Secretary of Commerce received increasing
protectionist requests. Initially, the reaction was for this Secretary to

favor a real devaluation. The most important pxece of evidence that this
Secretawxat prepcredffor arguing in favor of thxs policy was purchasxng power

.
)

parity PPP) estimates of the exchange rate.’

- Whatkpoald have these‘estxmates{

‘ Table .8 ,shows, one*among,theswwv

sets of’ PPP exchange rate series that’ can ‘even ually be constructed:i Here I
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take‘1918 as the base period and compute:mopthly PPP estimates by;using -

domestic -and U.S. WPI. The estimates show that starting in.January 11979 the
o~ .

domestic currency followed an appreciating trend, and in December 1980, the

PPP exchange rate was 81Z higher than the official exchange rate.” Had we

chosen another reasonable base period the discrepancy would have been higher,



simply because in earlier years high export barriers and severe restrictions
on capital flows were in effect, and the equilibrium exchange rate was higher
than the 1978 rate. 1/ Clearly, the economic minister had to decide between a
devaluation or a continuation of policies. His decision was to persist with
the Central Bank policies. Inter—-agency disputes continued, but became
irrelevant after this decision had been made.

Because devaluation was resisted, the Secretary of Commerce avoided
the constrained behavior implicit in a program of preannounced tariff
reductions and began granting "import relief" by raising official prices and
imposing anti-dumping and countervailing duties. Also, a 15% across-the-board
countervailing tariff on imports from Brazil was imposed. Finally, increased
export subsidies to different industries including beef were granted!

In this regard the trade liberalization attempt made even more
ingppropriate the trade lesson given by the traditional trade policy
mechanism, The experiment taught th;c countervailing and anti-dumping duties
could be used for granting protection.

Several other changes 1mp11ed 1mportant departures from tradxtxonal
“ﬁ‘ ,"5. ,‘:
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1/ For‘example 1969. See Nogués (1985) for ‘justification of this base.



consequence, inter-agency disputes between the Central Bank and the Secretary
of Finance developed. These are referred to in Arriazd (1933).

I have already suggested that given the problems associated with the
sluggishness of the commodity price arbitrage process, which in turn could be
attributed to some extent to characteristics of import policies, the
underlying model behind preannounced exchange rate policies could not work in
practice., But even if these problems had not been present, the underlying
model required a great deal of coordination among government agencies thet
were managing different instruments. This was not the case in the period
under study.

It is important to emphasize a final point. There is unanimous
agreement and abundant evidence that the military government was dictatorial and
socially repressive. The dictatorial description also characterized the
economic policy decision mechanism. Economic policies were designed by a
handful of persons - not more than five ;‘whicﬁ held absolute power and who
were not prepared to discuss and hear criticism to their policies either from

inside or outside the government.
3 .

- S e S e s . .
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rate and other distortionary policies would 'have. been given a higher weight,

and probably corrective actions would have been taken sooner.
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3. Trade liberalization and the military industrial complex

In Argentina, the military own the bulk of output produced by the
steel industry. Because of its economic importance and the strong
interrelationship it has with oth;r sectors, the efficiency with which this
industry operates determines to a great extent the competitiveness of other
sectors. Unfortunately, this industry in Argentina can be characterized as an
inefficient protected monopoly.

The steel market is shared by two enterprises: SOMISA (Sociedad
Mixta Siderdrgica Argentina), and PROPULSORA. The first is owned by the
military and is in practice administered by DIRECCION GENERAL DE FABRICACIONES
MILITARES (DGFM). PROPULSORA is owned by an Italian group: TECHINT.

During several years SOMISA was the sole producer of basic metal
products of iron and steel and grew thanks to a myriad of both open and hidden
subsidies. After ten years of negotiating with the military, PROPULSOBA began
in the early 70s producing coils and other steel products for the domestic
market. Since then, legal barriers created by numerous decrees have served to

A S A T H:xu“!

- eliminate potentxal competxtlon from domestxc output.
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granted whken domestxc output ... does not-cover domestic demand ....".“;Ihe;e

licenses are administered by DGFM. Thergfore, the market is ccmpletg;y‘

segmented, and no other enterprise has been able to produce at a significant
:scale the most important products elaborated by SOMISA and PROPULSORA. This

market can very well be defined as a "sanctuary of protection.”



In 1980, of the tocal value of intermediate steel products imported,
52X entered the country with a license. Only one ten-digit Brussels Trade
Nomenclature (BTN) position (coils) accounted for 64X of licensed imports, and
3 BTN positions accounted for 90X. SOMISA and PROPULSORA actually imported
64X of these licensed imports.

Not only are licensed imports highly concentrated, but their
associated rents are apparently quite significant. For example, in 1977
domestic ex-factory prices of coils exceede& international CIF prices by
62%. In lete 1980, the Argentine domestic price exceeded the international
price by more than 200X (Table 9). The domestic enterprises were, therefore,
collecting the bulk of the rents associated with the licenses they themselves
were managing.

Finally, according to the most recent ERP's estimates, the basic
metal industry was receiving in 1977 above average rates of protection (Nogués
1978). For example, the basic industries of non-ferrous metals (SIC 372) and
iron and steel (SIC 371) had corresponding weighted average estimates of ERP's
of 88X and 85% respectively. They ranked second snd third among fifteen
chéee;digif.§ib'iﬁaﬁgirfes. 1/

LA Suﬁ#&ng upi 4 hdndfil of enterprises:in the Argentine basic metal
industry-are goypletsly“protectedvfrom aom%sgég%$ompetition by,bggal.bafrigrg;;
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‘enterfprises are assessed by the military and have been osut of the influence of

economic ministers. In effect during the military government, the military

1/ The non-ferrous basic metal industry is essentially aluminum, which is
also protected with import licenses.



reserved for themselves an economic instrument - licenses - to protect their
industry. Regall, that during 1979 and 1980 protection to all other import
substitute industries was granted exclusively thiough tariffs.

For our purposes, it is also important to stress that in a
liberalization process, the steel industry was going to be sffected, even if
it could escape the tariff rule that had been set for the other import-
subtituting industries. This is because demand for its products come from
other protected industries such as cars and capital goods that were in all
likelihood going to be hurt by lower import barriers. 1/ Thus, in the long
run, and in an across the board liberalization process, it appears that the
military industrial complex had little chance of sursiving unless its managers
showed the capacity to adjust to import competition. The evidence suggests
that they were not willing to confront this challenge. The econcm.c interests
of the political power structure were not compatible with import liberaliza-

tion policies.

4, Role of Institutions

: The quote in point' 2 of thii"éégtiohjfpom the Argentine trade law
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1/ This might be one reason explaining why the car industry was excluded from
the tariff program and, in fact, received above average protection during
the military government. See FIEL (1980) for a description of import

~policies protecting the car industry.



the economic decision mechanism, i.e., to create new institutions. 1/ At this
stage I will suggest the importance of two characteristics that should
accompany a major shift in trade policies.

The first is obvious, and probably bzcause of this it is
important. The new decisioa mechanism must have a clear understanding of the
role played by different policy instruments, particularly in regard to their
approoriateness for resource allocation, ;s well as income distribution and
stabilization objectives. The paper has offered evidence showing that the
economic cabinet of the military government did not show a clear understanding
of the role played by the major.policy instruments under their control.

The second suggestion is to balance the power held by different
groups participating in the policy decision mechanism. It is a balanced and
more democratic mechanism - one where corsumers', exporters' and importers'
interests have approximately similar weiglits - that is expected to result in a
leng lasting liberalization. The major risk of not attempting to introduce
these changes is that when bad times reappear, policy reforms will be
concluded and protectionist policies reintroduced.

Attempting to cohstfdcha balanced policy decision mechanism is a,
‘major challenge which has not bééﬁ taken Jﬁffsi.decades. Obviously it is not
expected for a repressive military dictatorship to do this anyhow, This, L

N N
typothesizé; explains that when internétiogglé;;yments problems reappeared; :
during 1981-82, ic proved easy and politicail}.costless to.close the

economy. This was done by another military government.

1/ Hamilton defines institution as "...connotes a way of thought or action of
some prevalence and permanence, which is embedded in the habits of a group
or the customs of a people" (Hamilton, 1936, p. 84).



VIT. Final Remark

This paper has analyzed the nature of economic controls that were
imposed by Argentina's military government between 1976 and 1981. Behind
these controls was an attempt to bring down the inflation rate. But the
government was unable to balance the budget, and as a consequence, the
fundamental cause of the inflation pcoblem remained present.

Tre first characteristic of controls studied in this paper was their
instability. Because of this, the absolute and relative prices of macro
variables such as real wages, real interest rates and the real exchange rate
fluctuated significantly.

A second characteristic refers to the severity of the distortions
which these controls created. For example, there does not appear to be in the
post-World War [I history of Argentina, nor of other developing countries,
fluctuations in real effective exchange rates as great as the one recorded f{or
Argentina.

The nature of these policy-induced distortions was such, that they
could only be sustained with important capital inflows. Therefore, the

severity of the controls-lasted as long “as the'international -financial
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community supplied the necessary financial resources. Unfortunately, this

process went too far, and by the time when policy reversals began to be
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implemented, Argentina’s foreign debt had increased to historical high "levels,
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“i.e., a level that will be a major economic problem for years to come.,
Tn this environment, policiec resulting in reductions of import
ot

barriers were intrnduced., But given the severity of the macro-economy

disequilibrium, these policies could not b~z sustained. In any case, I have

stressed that these policies were also t~ ¢ preat extent driven by anti-



inflation cbjectives. I have also argued that the long-run economic interest

of those who held effective political control at that time were not compuatille

with trade liberalization policies., The military industrial complex simply

escaped the trade policy rules that were imposed on other tradeable sectors.



Table 1: EXCHANGE RATES (pesos per dollar) AMD FREIGN TRADE, ARGENTINA, 1569-198;

Year Export Inport  PPP-FR Y Blak Mackzt  (3)%(2) wu2) PR Y e 2 Eqorts  Imorts Trade Balme
€D (2) . (3) (4) . (5) (6) )] 8) (9)(,mmmné‘qu))>f Dollnrs)(“)
1969 3.50 3.5 S350 38 Lo 1.00 3.5 3.5 1,612.1 1,576.1 6.0
19,0 3.67 379 --3.8%. 3.8 1.02 1.02 3.32 3.47 1,73.2 1,694.0 79.2
1971 4.58 4,59 5.25 6.14 - 112 1.31 2.95 3.21 1,740.3 1,868.1 -127.8
1572 7.95 8.21 8.82 11,52 ~ 1.07 1.0 2.9 3.27 1,941.1 1,904,7 36.4
1973 9.07 9.36 11.80 11,79 1.2 1.26 2.21 2,67 3,266.0 2,229.5 1,036.5
1974 9.10 8.89 11.9 16.25 1.3 1.83 1.75 2.5% 3,930.7 3,63.9 295.8
1975 25.80 21, 31.85 2.6 1.49 3.38 1.43 2.35 2,961.3 3,946.5 -985.2
1976 189.46 149,70 18;.9/ 257.79 1.22 1.72 1.68 2.92 3,9i6.1 3,033.0 383.1
1977 402.35 410.01 422,89, 423,13 1.05 1.03 1.85 3.43 5,651.8 4,151, 1,490.3
1978 792.38 805.%7 808.29 808.29 1.00 1.00 1.48 2.54 6,399.5 3,833.7 2,565.8
1979 1,316.52  1,361.83  1,794.40  1,239.92 1.32 0.98 1.00 2.25 7,809.9 6,700.8 1,109.1
1380 1,833.01  1,855.23  2,756.27  1,849.33 . 1.49 1, 0.78 2.03 8,028.0  10,540.6  -2,512.6
1981 4,3:8.62 — 5,29%4,3-  6,090.9 - — -— 0.87 —_ 9,190.0  9,i70.0 -20.0
- . r/1 ‘-~ \{'.5;,‘}}._,'.‘.!}
1/ The purchasing pewer parity is w\s‘t'fﬁc}:ed Jth wholesale price Indexes and using U.S. as the reference comtry. . ~0 19/7 we use 19%9

as the base year. Fr~m 1978 to 1981 We use 1978 as the base year.
2/ TImport exchange rate deflated by tie wholesale price index. Base 1969=1

3/ Import exchany> rate miltiplled by the ratio of U.S. to Argentine wholesale price indexes with 1969 as the base year.
. P - e -

(11) from trade tahilar

ey

ons of the Cintral Rark; colum (4) Techint (several issues).



Table 2: ABSOLUTE AND RELATIVE REAL FACTOR PRICES, ARGENTINA 1969-1980

Real Annual Interext '« ! ¢ -change Rate Ratio of Factor Price:

Year Real Wageo 1/ Rate 2 2/ ‘Lase 1369 = 100) (1) + (2) 3/ (1) + (3)
(base 1369 = 109}
(1) (2) (3) (4) (5)

1969 100 7.8 100 1.00 1.00
1973 101 -19.4 76 -- 1.33
1974 110 0.8 13 10.73 1.51
1975 107 -24.6 67 - 1.60
1976 55 -16.5 L3 -- 0.6
1977 59 3.1 98 1.48 0.60
1v78 68 13.7 84 0.39 0.81
1979 84 -0.0 64 - 1.31
1980 103 24.1 58 0.33 1.78

1/ For 1978, 1979 and 1980 real wages correspond to those observed in the last quarter of
each year.

- 2/ -Real igterest rates; jare nominal lending rateshdefba;ed by the HPD

:1 \«,: [y ,‘:»—,..

‘3/ Eutxmated by equatxng Lhe 1969 real- 1ncerest rate to 100 and dxsregardxng years 'wrth
negative values. *

- S S
Source: Column' (1): Machinea (1983) Table 2.9; Column:(2): Nogués (1983) Table :8;
. Column (3): - Table l-of the paper. ’ T



Table 3:

QUARTERLY ESTIMATES OF DOMESTIC INFLATION, INTERNATIO
INFLATION AND DEVALUATION (X), ARGENTINA 1979-198(

the Argontxnenn WPI,

Quarter Accumulat
Year I 11 III Iv (1979 + 19
A. Argentine Inflation as Measured by the Wholesale Price Index
1979 28.3 28.2 29.8 7.2
1980 12.8 17.5 8.8 9.0 260.0
B. International Inflation as Measured by the U.S. Wholesale Price Index
1979 3.8 3.8 4.4 3.7
1980 6.1 1.9 1.7 2.8 31.8
C. International Inflation 1/
1979 5.8 4.7 5.8 4.3
1980 2.9 2.8 3.9 1.1 35.8
D. Devaluation of the Peso-Dollar Exchange Rate
1979 15.2 13.8 11.8 9.9
1980 7.9 .1 4.3 3.1 98.3
1/ This series was estimated by applying anetnaCLonal prices to the wexghtxng schc

Essentlally, the prxcﬁ data used are quotatxons in- 1ntcrna

‘markets, for neveral primary exportab1° commodxtxen and the U.S. WPI for manufact

Source: Author's elpboratxon.



Table 4: EFFECTIVE EXCHANGE RATES FOR DIFFERENT CATEGORIES
OF EXPORTS, ARGENTINA 1975-1981 1/

Sector 1975 1976 1977 1978 1979 1980 1981

I.
A.

Nominal Values

Primary

1. Agriculture 2/ 14 101 340 134 1241 1749 4118
2. Bovine meat 17 176 322 652 1787 1880 4434
3. Raw Hides 13 138 327 656 1086 1425 4254
4, Raw Wool 13 134 318 722 1208 1014 4525

B. Exportables

Manufactures 3/ 18 185 374 775 1317 1979 4679

C. Non-Traditional

Manufactures 4/ 29 249 472 941 1709 2210 5751

II. Real Values 5/
A. Primary

1. Agriculture 519 620 846 7134 498 400 449
2. Bovine meat 630 1080 801 652 516 430 484
3. Raw Hides 481 847 813 656 436 326 464
4, Raw Wool 481 822 791 722 485 415 494

B. Exportable

Manufactures 667 1135 930 775 528 453 510

C. Non~traditional

Manufactures 1074 1528 1174 941 645 505 627

Except for 1981 the irdividual product estlmates are weighted by FOB . "-

export values to obtaxn sectoral estlmares.,xFor 1981 these eecxmates»are'
- simple averages of individual products. b

Includes wheat, maize, and sorghum.

Includes several types of vegetable oxis, corned bcef, vegetable- tannlng,‘
processed hides, washed wool and wbeac flour.

Does not anlude financial subsidies. THe underlyxng product sample
includes wire, mctors, general machinery, agricultural machlnery,
tractors, and synthetic rubber,

Deflated by the WPI with 1978=l1,

Us (wWpI)

Source: Nogués (1983) Table 18. (1 - Et) m"m



Table 5:

RATIO OF DOMESTIC TO INTERNATIONAL PRICES, ARGENTINA 1976-1981
Base 1978 1v=1.0

Year and Quarter Exportables Importables Ratio (1)X(2)
(L) (2) (3)
1976 I .59 .69 .85
1976 v o7 .70 1.04
1977 Iv .82 .84 .98
1978 v 1.00 1.00 1.00
1979 v .98 1.30 75
1980 v 1.13 1.58 .72
1981 I 1.07 1.61 .67
1981 v 1.02 1.13 .91

Source Machinea (1983) Table 3.7a



Table 6: LEGAL TARIFFS AND REALIZED PROTECTION:

DURING 1976 AND 1977

ARGENTINA

Realized
Legal Tariff Rates (%) Protection

Industry Code and Name October '76  December '77 Rates (1)
321 Textiles 107.17 57.4 41.1
322 Clothing 200.0 95.0 79.2
341 Paper and paper products . 28.9 29.0 30.8
351 Industrial chemicals 75.6 35.2 36.6
352 Other chemicals 98.8 17.0 0.0
355 Rubber products 110.0 45.0 29.6
362 Glass 94.3 41.8 12.3
369 Other non-metallic mineral

products 66.0 11.0 0.0
371 Basic ferrous metal

products 88.8 48.2 60.7
372 Basic non-ferrous metal

products 68.5 44.5 47.0
381 Metal products 132.9 45.9 10.0
382 Non-electrical machinery 98.3 65.5 19.7
383 Electrical machinery 89.1 61.3 55.7
384 Transport equipment 127.0 87.2 29.7
385 Scientific and other

equipment 80.0 50.0 73.3

Weighted Average 93.7 52.7 37.1

Source: fable:b~¥n»Nogués-(1978).



Table 7: SCHEDULE OF TARIFF REDUCTIONS, 1979-1984

Type of Goods 1/ Legal Tariff 2/ Proportional Reduction 3/ (%)
Structure 1979 (X) 1979-1981 1981-1984

Food, Beverages 1 39 21 6l
Tobacco 2 45 18 62
3 52 23 60
Consumer Goods 1 65 17 44
2 75 17 44
3 85 14 44
Intermediate 1 44 35 50
Products 2 46 17 45
3 48 20 40
Agriultural 1 21 19 41
Products of 2 25 16 43
Primary Origin 3 29 14 44
Other Primary 1 36 22 46
Inputs 2 39 21 45
3 42 19 41

Goods Not Produced
in Argentina 10 0 0
Capital Goods 1 46 17 47
2 48 20 43
3.z 50 16 6

"1/ There are“three classes within each .commodity classlfxcatxon. This has
trad1txonmlly served the purposes of pr0v1d1ng more protection to goods‘
with hxgh@r value added.

2/ First quarter 1979.
3/ Underlying observations correspond to first quarter of each year.

i

Source: GCuia Practica del Exportador e Imporﬁhdor (1979).



Table 8: MONTHLY PPP AND OFFICIAL EXCHANGE RATES, ARGENTINA 1479-81 l/
- (pesos per dollar)
1979 1980 1981

Month Exchanjje Rate Exchange Rate Exchange Rate

Offlcial PPP Officisl PPP Official PPP
January 1,055.50 1,254.51 1,663.50 2,436.18 2,031.00 3,714.63
Februarty 1,104.50 1,333.67 $,706.50 2,510.98 2,260.00 3,863.02
March 1,156.50 1,624.62 1,745.50 2,605.72 2,368.00 4,020.34
April 1,209.50 1,500.95 1,785.50 2,718.74 3,165.00 4,378.17
May 1,263.50 1,603.2% 1,821.50 2,845.43 3,279.00 4,688.74
June 1,316.50 1,747.25 1,854.50 3,004.57 4,425.00 5,287.92
July 1,369.50 1,852.59 1,884.50 3,093.10 4,887.00 5,844.16
August 1,6421.50 2,077.05 1,910.50 3,162.92 5,327.00 6,316.33
Septeaber 1,472.50 2,175.67 1,933.50 3,264.78 5,807.00 6,737.26
October 1,522.50 2,209.37 1,952.50 3,447.25 6,247.00 7,129.06
November . 1,571.50 2,285.85 1,972.50 3,551.67 6,774.00 7,764.31
December 1,618.50 ©2,363.17 1,992.50 ° 3,610.99 7,016.90 8,492.05

' J/ PPP corresponds to-an average of eatihbtegigpnchaping power parity exchangesrates -
constructed with WPI and CPI fndices ofArgentina and U.S.

Source:

Nogués (1983) Table 7.

1978 is_the base-period.



Table 9: DOMESTIC AND INTERNATIONAL PRICES OF INTERMEDIATE STEEL
PRODUCTS (current U.S. dollars per ton), 1976-1981

Coils laminated in hot Coils laminated in cold
Year Domestic International (1) (2) Domestic International (4)+(5)
(1) (2) (3 (&) (5) (6)
1976 l/ 441 . 223 1.98 445 290 1.53
1977 481 198 2.43 516 252 2.05
1978 5095 282 1.79 493 313 1.58
1979 626 3417 1.80 628 373 1.68
1680 306 333 2.72 828 3R3 2.16
1981 2/ 859 318 2.70 862 366 2.36

1/ Monthly averages between September to December.
2/ Monthly averages between January and June.
Source: Estimated from monthly data presented in Secretaria de Comercio (1982) Table 12.

International prices correspond to export prices of the European Community.
Domestic prices correspond to ex-factor: orice of the domestic monopolist.
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