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ARGENTINA

Economic growth is projected to rebound strongly in 2017 and 2018 as recent
reforms gain traction and exports strengthen. Investment will pick up, supported by an
improving business climate and infrastructure investment. Inflation remains high, but
will decrease in line with the central bank’s target, as monetary policy remains
restrictive and the effect of administrative price increases and the depreciation of the
peso are wearing off. Stronger growth will gradually reduce unemployment.

Monetary policy will remain restrictive to bring down double-digit inflation, and
fiscal policy will need to gradually tighten to ensure fiscal sustainability. Productivity
and incomes would be boosted by structural reforms in product and labour markets. A
comprehensive tax reform is needed to reduce distortions and improve fairness.
Stronger efforts to reduce inequalities in access to quality education and to curb labour
market informality are needed to make growth more inclusive.

The economy became increasingly isolated as trade barriers were erected in past
years. To restore Argentina’s position in global markets and value chains, the authorities
plan to reduce trade barriers gradually. Improving active labour market policies and
training can help workers to adjust to a changing economy.

The economy has exited recession

Economic activity started to pick up in the second half in 2016, driven by strong

exports in the agriculture sector, helped by recent reforms such as the elimination of

export taxes. Private consumption continued to be held back by a fall in real incomes due

to the currency depreciation and the partial withdrawal of subsidies, although rising social

expenditures offset some of this. Investment has remained restrained, but is starting to

Argentina

1. Blended spreads as per J.P. Morgan's Emerging Market Bond Index Plus (EMBI+). Instruments considered in EMBI+ are US dollar-
denominated Brady bonds, loans and Eurobonds. Spreads are calculated as the premiums paid by an emerging market country over
a U.S. Treasury bond with comparable maturity features.

2. LAC refers to blended spreads as per the LatAm EMBI+ index.
Source: Thomson Reuters; and OECD Economic Outlook 101 database.
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rebound. The labour market remains subdued. Unemployment still stands close to 8%, but

employment has started to grow, as the economy has begun to recover. Poverty affects one

third of the population. Inflation is declining, from very high levels, as monetary policy has

tightened and many one-off factors wear off.

Wide-ranging structural reforms would boost inclusive growth

Macroeconomic policies will continue to reduce large past imbalances. In particular,

monetary policy will need to remain restrictive to bring down inflation in a sustained way.

Fiscal policy will also need to be moderately contractionary to reduce the unsustainable

deficit, which amounted to 5.8% of GDP at end-2016, but in a gradual manner given the

incipient recovery and social needs.

Putting Argentina on a path to stronger, inclusive growth and higher employment

requires boosting productivity and investment through wide-ranging structural reforms.

Improving regulations in product and labour markets and strengthening competition

would stimulate investment and facilitate job and firm creation. Undertaking a

comprehensive tax reform, reducing barriers to trade and improving infrastructure would

enhance competitiveness of firms and the prospects for workers to move into better paying

jobs. Beyond changing laws, implementing reforms and improving institutions are equally

important.

Stronger efforts to expand access to quality education and reduce labour market

informality would extend the benefits of growth to more Argentinians. Improving active

labour market policies and training would support workers in acquiring new skills and in

getting ready for new jobs. Expanding early childhood education would open the door for

more women to take up paid work, improve school outcomes and reduce inequalities.

Argentina: Demand, output and prices
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2013 2014 2015 2016 2017 2018

Current prices 
ARS billion

GDP at market prices 3 348.3    -2.5 2.6 -2.3 2.5 3.1 
Private consumption 2 209.5    -4.4 3.5 -1.4 1.0 2.7 
Government consumption  562.7    2.9 6.8 0.3 1.6 1.8 
Gross fixed capital formation  545.4    -6.8 3.8 -5.5 9.0 6.9 
Final domestic demand 3 317.6    -3.5 4.2 -1.7 2.2 3.2 
 Stockbuilding1  34.0    0.0 0.0 0.3 0.0 0.0 
Total domestic demand 3 351.6    -3.9 4.0 -1.6 2.4 3.5 
Exports of goods and services  489.4    -7.0 -0.6 3.7 6.8 6.3 
Imports of goods and services  492.8    -11.5 5.7 5.4 5.4 7.2 
  Net exports1 - 3.3    0.7 -0.9 -0.2 0.1 -0.1 

Memorandum items
GDP deflator          _ 40.3 24.5 40.9 21.7 15.0 
Current account balance2                _ -1.5 -2.7 -2.8 -2.9 -3.1 

1.  Contributions to changes in real GDP, actual amount in the first column.                              
2.  As a percentage of GDP. 
Source: OECD Economic Outlook 101 database.      

     Percentage changes, volume           
(2004 prices)
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Growth will rebound

As some of the forces that reduced growth in 2016 recede and the reforms begin to

bear fruit, activity is projected to recover during 2017 and 2018. Investment will be a key

driver of growth, supported by stronger infrastructure investment, an improving business

climate and rising capital inflows. Exports will benefit from recent reforms, such as the

removal of export taxes, and the improving outlook in trading partners, especially Brazil.

Private consumption will pick up, driven by increases in real wages, as the labour market

improves and inflation falls.

The array of economic reforms might give a bigger boost to growth and incomes than

assumed in this projection. On the back of recent reforms to develop the mortgage market,

the construction sector could be stronger than anticipated. On the other hand, the

economy could be held back by an increase in political uncertainty, a more protracted

recession in Brazil and rising protectionism. Interest rate spreads have narrowed, but a

tightening of external financial conditions would mean higher financing costs and worse

debt dynamics.




