COUNTRY REPORT

ARGENTINA
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1.- General Economic and Financial Outlook. 

Introduction. The argentine economy continued showing strong economic growth in the July 2006 to June 2007 period. In 2006, GDP grew 8.5%, thus achieving the fourth consecutive year of expansion, and the trend continued during the first half of 2007. According to preliminary figures, during the period July 2006 - June 2007, GDP kept expanding at an annual 8.5% rate. That way, Argentina’s product is now 21.3% higher than in mid-1998, the previous peak of the cycle. According to market projections, 2007 will finish with a 7.5% over 2006’s end.

There are some differences in recent growth from the demand side. Private Consumption gained more relevance as an explaining factor of economic activity. Public Consumption has also accelerated. Meanwhile, Gross Investment has reduced its pace, particularly in Construction. From the supply side, services sectors are now growing faster than goods sector. Noteworthy are Financial services (19.5% yoy), Transport and Telecommunications (13.3% yoy) and Retail (10.3% yoy). Among the goods sectors, a record agriculture season counterbalanced a less dynamic Manufacturing sector, partially limited by energy restrictions.

Labor Market. Employment situation continued improving, in 2007 Q2, unemployment fell to 8.5%, down from 10.4% the year before. Adjusting for social benefit plans, it was 9.5%, a 3.3% fell since 2006 Q2. Underemployment fell accordingly to a 10.2% rate. Employment grew at a 4% annual rhythm. Wages, according to official figures, rose 19.7% on average between July 2006 and June 2007, without significant differences between formal private (18.1%), informal private (20%) and public (24%) employees.

Prices. Methodological changes were made to Buenos Aires Metropolitan Area’s CPI since January 2007, affecting the credibility of this index. According to that index, consumer prices inflation was 9.8% in 2006. The index felt steadily since, down to 8.8% yoy increase in June 2007. On the contrary, other official indexes for the rest of the country rose from 10.3% on 2006 to more than 13% yoy in June 2007. The control of inflationary pressures appears as one of the main challenges for the next administration.  Meanwhile, the Government has continued with its policy of price accords, but fiscal and monetary policy have turned to a more expansive path.  

Fiscal Situation. Fiscal Policy continued showing a high primary surplus in 2006, reaching 3.5% of GDP. Although fiscal income kept growing at high rates (36%) in 2007, public spending rose faster (41%). Nevertheless, extraordinary social security income from private pension funds (AR$ 7.5 billon) will make possible to achieve previous year surplus level. But excluding those extraordinary incomes, the primary surplus of the Federal Government is showing a decreasing trend to 2-2,5% of GDP in 2007, according to market consensus. Provinces public sector reduced its primary surplus to 0.5% of GDP in 2006, 0.2% below 2005 level. There were no relevant tax reforms in the period. 

External Accounts. External surplus, both in trade and the current account remained at high levels. Between July 2006 and June 2007, exports amounted to $ 49.155 million, (a 14.3% increase from the preceding 12 months), growing both by more quantities and by higher international prices. Meanwhile, imports totalized $ 37.971 million (+23.5%), leaving a trade surplus of $ 11.184 million (-8.9%). Current account surplus was $ 7.258 million between 2006Q2 and 2007Q1 (last official report available), 10.2% more than the previous four quarters. Trade surplus amounts to 5.0% of GDP and current account excess is at 3.3% of GDP. Despite the high level external surpluses, latest figures are showing a decreasing trend due to the increase in imports. 

Monetary and Financial Situation. Central Bank’s policy stayed on supporting the AR$, accumulating foreign reserves and controlling monetary aggregates. For that, made heavy daily foreign currency market purchases and then sterilized through local debt issues. Foreign currency flows to the market were especially strong in the period, approaching $ 17.000 million, because of trade surplus and financial flows, which lead to stronger market intervention and sterilization.

Foreign exchange rate, remained stable during the whole period, with the wholesale rate fluctuating in the AR$/$ 3.05 – 3.11 range. As a result of the intervention policy, foreign reserves increased $ 17.667 million in the period, reaching $ 43.157 at the end of June 2007. 

Interest rates over deposits showed an upward trend until December 2006 and a downward trend in the first half of 2007. 30 days wholesale deposit rate from private banks (BADLAR private banking) started at a 9% annual yield in July 2006, rose to 10% in December and then fall to 8% in June 2007. Consumer level deposit rate shared the trend but with softer movements, closing at 6.7%, about the same level of 12 months before. The downward trend in 2007 can be explained by excess liquidity in local financial markets. Private sector deposits accelerated to a 26% growth rate in the period (18% the 12 months before). At the same time, private sector lending kept rising at a 37% annual rate, while borrowing rates were stable in most segments.

Financial markets have also shown two distinct phases during the period, with a very benign behavior until January 2007 and a strong reversal starting in February that continued through June 2007. Foreign debt spread to Treasuries (according to JP Morgan’s EMBI+ index) began at 385bps and reached historical low levels of 185bps at the end of January 2007, only to rise  again, closing June 2007 at 325bps. The turnaround came amid a context of high volatility at first, with higher risk aversion in international financial markets afterwards, felt more in Argentina than in other similar emerging markets. A similar pattern can be found in equity markets, with a 30% rise in the main local index between July 2006 and the February 26, 2007, the day before a period of strong external volatility began, leading to a less dynamic performance with June 2007 closing 1% below February’s peak. During that period, a record high was reached on June 1st. 2007.

It has to be mentioned that the global financial context has changed dramatically since July 2007. According to that, the favorable local macroeconomic situation observed up to june 2007 would be under stress and should be closely monitored in the coming months. 

2.- Key trends in flows and assets under management.

As of June 2007, assets managed by the Mutual Funds Industry in Argentina reached U$S 7.428 

MM, an increase of 62,57% as compared to June 2006, showing the following distribution:

MONEY MARKET: U$S 1.590 MM, an increase of 8,98 % as compared to June 2006.

BALANCED: U$S 184 MM, an increase of 20,26 % as compared to June 2006.

FIXED INCOME: U$S 1.764 MM, an increase of 123,86 % as compared to June 2006.

EQUITY: U$S 3.890 MM, an increase of 79,51 % as compared to June 2006.
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Thirty five Managing Companies (all of them associated to the Argentine Mutual Funds Association) managed at that time 236 open end Mutual Funds (24 more than in June 2006), with the following distribution
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3.- Regulatoty Developments.

Argentine Mutual Funds are regulated by the COMISIÓN NACIONAL DE VALORES ( “CNV” -local SEC-). This is a National Organism who has extensive survillance powers on industry activities, including prior to launching approval and on going survillance of Mutual Funds.

There have not been major regulatory developments.

4.- Others. None
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		Fondo						Variación		%

				June ´05		June ´06		Absoluta

		Equity		867,022,143.66		2,167,362,078.62		1,300,339,934.96		149.98

		Balanced		114,092,635.54		153,711,626.97		39,618,991.44		34.73

		Fixed Income		541,611,903.56		788,444,159.21		246,832,255.65		45.57

		Money Market		1,255,696,617.17		1,459,506,285.20		203,809,668.03		16.23

		TOTAL GENERAL		2,778,423,299.92		4,569,024,150.00		1,790,600,850.08		64.45

		Number of Funds

		Tipo Fondo		June `05		June ´06		Diferencia

		Equity		59		68		9

		Balanced		22		27		5

		Fixed Income		71		75		4

		Money Market		41		42		1

		TOTAL FCI		193		212		19

		Cantidad Sociedades Gerentes

				Jun-06		Jun-07

				37

		Fondo		June '06		June '07		Variación		%

								Absoluta

		Equity		2,167.00		3,890.00		1,723.00		79.51

		Balanced		153.00		184.00		31.00		20.26

		Fixed Income		788.00		1,764.00		976.00		123.86

		Money Market		1,459.00		1,590.00		131.00		8.98

		TOTAL GENERAL		4,567.00		7,428.00		2,861.00		62.65
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		Fondo						Variación		%

				June ´05		June ´06		Absoluta

		Equity		867,022,143.66		2,167,362,078.62		1,300,339,934.96		149.98

		Balanced		114,092,635.54		153,711,626.97		39,618,991.44		34.73

		Fixed Income		541,611,903.56		788,444,159.21		246,832,255.65		45.57

		Money Market		1,255,696,617.17		1,459,506,285.20		203,809,668.03		16.23

		TOTAL GENERAL		2,778,423,299.92		4,569,024,150.00		1,790,600,850.08		64.45

		Number of Funds

		Tipo Fondo		June '06		June '07		Diferencia

		Equity		68		84		16

		Balanced		27		22		-5

		Fixed Income		75		99		24

		Money Market		42		31		-11

		TOTAL FCI		212		236		24

		Cantidad Sociedades Gerentes

				Jun-06		Jun-07

				37

		Fondo		June '06		June '07		Variación		%

								Absoluta

		Equity		2,167.00		3,890.00		1,723.00		79.51

		Balanced		153.00		184.00		31.00		20.26

		Fixed Income		788.00		1,764.00		976.00		123.86

		Money Market		1,459.00		1,590.00		131.00		8.98

		TOTAL GENERAL		4,567.00		7,428.00		2,861.00		62.65
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