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OUTLOOK & COMMENTARY

The Central Bank of Argentina (BCRA) will continue to conduct monetary policy within a gradual
and flexible framework -- currently based on quantitative targets for monetary aggregates -- in the
near future. The introduction of an inflation-targeting mechanism remains unlikely for the time
being, although it has not been ruled out. Accumulation of international reserves will continue in
2007, which reached 30 billion US dollars during the past year.

The return to an active monetary policy, after a number of years under a hard peg, has renewed
the debate on the relationship between monetary growth and inflation. In this sense, potential
inflationary trends due to the combination of a de facto semi-fixed exchange rate policy and the
accumulation of international reserves should be closely maintained. Even though the banking
system has made some progress in terms of capitalisation, the latter should reduce gradually in
the next few years and further mergers are likely to occur.
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EXECUTIVE SUMMARY

3.50 Enacted

The Central Bank of Argentina (BCRA) regulates dneount of money in circulation, and the level afdang within

the economic system, and issues monetary, finaacidlforeign exchange rules. The duties and obgstdf the
BCRA are legally established. The BCRA's chartapdses on the central bank the obligation to dés;ldefore
the start of each fiscal year, a monetary programmieh includes information on inflation targetsdafiorecasts of
total money supply variations. The BCRA is ledaoard of Directors composed of a president, a piesident
and eight directors. Board meetings must be callekkast once every 15 days, but neither an a@évareeting
schedule nor records of the meetings are publichjiable.

Even though the BCRA is legally independent frora tientral government, current monetary policy gtege
recently been perceived as imposed by the governmi@nJanuary this year, the government decidechaie an
early repayment to the IMF of the country’s entirgstanding obligations using central bank reseraed ten-year
Treasury bonds -- with a market interest rate velaeen issued to compensate.

The central bank’s main goal is to make significamtchases of US dollars in order to prevent therepation of
the Argentine peso. The system of ‘managed flotatias allowed the BCRA to keep the exchangeirali@e with

the government’s broad economic policy. Howevie, lack of information disclosure by the centrahlbdo the
markets, and the fact that the reference exchasmgecan be changed without any required policy ancement,
precludes the consolidation of a fully transparegstem. Even though the central bank believes that
accumulation of reserves constitutes a suitableham@sm to reduce the country’s external vulnerghiltoncerns
have been raised regarding the inflationary presstirat this strategy could generate in the medarm- Central
bank authorities have indicated that a fully operatl inflation targeting system is not the bestnetary policy
given the country’s current position. BCRA’s magt policy is based on quantitative targets for atary

aggregates -- without any real interest rate goal.

The BCRA's system of communication is both efficiamd reliable, with regular publications on initett trends,
monetary policy, and financial institutions. Additally, information on interest rates, monetarygmegates and
liquidity, loans, financial indicators, and foreigixchange and capital markets is regularly releasElde central
bank submits to Congress -- on a quarterly basiafermation on inflation expectations andvionetary Policy
Progress Report The financial system has consolidated in the year and timely information is publicly available
through the BCRA. The BCRA board’s efforts now fmeused on expanding access to the financial sys@anks
have returned to profitability, and credit in pedasn local financial institutions to the privatector grew by 56%
between June 2003 and June 2006.

Argentina’s overall score has been downgraded 8046 in 2005 to 3.50.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVESOF CENTRAL BANKS

oo Enacted

The objectives and institutional framework of monetary policy

Central bank objectives and responsibilities

The objectives of the Central Bank of Argentina {BX) are set out in its chartdraw 24.144 of 1992. Article 3
charges it with preserving the value of legal tendehe BCRA is empowered to regulate the amourtireilating
money and the level of lending within the econogyistem and to issue monetary, financial and exaharngs:

The central bank monitors the performance of tharfcial market, acts as a financial agent for tag2sand acts as
depository and agent for the country in its obligad to international monetary and banking entitifhe BCRA
stores and manages Argentina’s gold reservesgiorsichange and other external assets; it fodterddvelopment
of capital markets; and implements the exchange paficy. The 1991 Convertibility Plan had refodnthe
exchange rate system, and the central bank’s chddeder the exchange rate reforms, the peso wggaa to the
US dollar, the stock of monetary liabilities wasttito central bank foreign exchange reserves, alhddnvertibility
of the peso for both current and capital transastiovas established. Prior to the economic crisi2éf1-02, the
central bank acted in a similar way to a currenzgrt, leaving monetary policy essentially passive.

In January 2002, after ten years of convertibéitpangements, the central bank regained an aaileerr monetary
policymaking. The BCRA is involved in exchangeergiolicy as a market maker in determining rules and
restrictions.  Although predictability and transpecy were impaired in 2002 (mainly owing to polfic
circumstances), the disclosure of information ometary policy has been improving since then.

Under the central bank’s charter -- last amendedaimuary 2002 — BCRA must disclose a monetary progre
before the start of the fiscal year, which shoultlude information on inflation targets and fordasas total money
supply variations. This last objective was hamgdreth in 2002 and 2003 by the amount of provinbi@hds in
circulation, which undermined the BCRA's controleoymonetary liquidity. In September 2003, the BC&trarter
was modified to reinforce its exclusive powersdsuie legal tender. As a consequence, provincisrgments can
no longer issue bonds to act as quasi-curreAci@siasi-currencies were converted into pesos, aipwhe central
bank to prepare more accurate forecasts on thergtaimoney supply variations.

Oper ational autonomy

The central bank charter states that it is notexiltp any order or instruction given by the coyistpresident as
regards the preparation and implementation of newpeind financial policy. Nevertheless, many bai¢hat the
central bank’s autonomy has remained damaged £ii6&é, when the BCRA president was forced out amd th
Ministry of Economy nominated his replacem@nt.

In December 2002, Alfonso Prat-Gay was appointeB@RA president. As an independent expert, heahsitlong
commitment to reinforce the BCRA’'s autonomy and stoengthen its ability to formulate monetary policy
However, in 2004, President Nestor Kirchner decidetto reappoint Prat-Gay, and nominated a fosaeretary of
international economic relations -- Martin Redrad®ince the new BCRA president took office, a cozhpnsive
restructuring of the central bank’s executive ldvat taken place.
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Prat-Gay was widely acknowledged for his handlirfgnmnetary policy, the gradual introduction of atfbn
targeting and his efforts to stabilise the banlksagtor, so the decision to replace him and foueroBCRA directors
with officials closer to the government raised amcover the central bank’s operational autondmince then,
there has been unease about the independence dtanprpolicy goals which are aimed at preventing th
appreciation of the Argentine peso against the bl

Institutional relationship between monetary and fiscal operations

L ending to gover nment

During the convertibility years, the BCRA's charteas rewritten to prevent it from financing the rfarancial
private sector and to limit its scope for providorgdit to either the public sector or state-owhedks.

As a general principle, the central bank must ntére loans to the national government, banks, ipoe¢ and
municipalities. However, following the amendmetasts charter in early 2002 and September 2008 ¢tlre now
exceptions to this principle. The BCRA is now empoed to grant temporary advances to the natioomatmment
as long as they do not exceed 12% of the monetsg b which consists of money in circulation phus financial
institutions’s demand deposits with the centralkbhald in current or special accounts. These athamust be
reimbursed within twelve months and the only oreg tan exceed the 12% monetary base limit aresttieg are
exclusively allocated for payment of obligationsnaltilateral credit agencies. In addition, theB&is allowed to
grant advances as long as they do not exceed 1@P& éfinds obtained by the government in the l2sinbnths. If
they are not repaid, the BCRA is barred from uding facility until reimbursement occurs. Infornwat on the
BCRA's loans to the government is publicly avai@bl

In January this year -- earlier than expected -gefitina paid its entire outstanding obligationsthe IMF,
amounting to 9.6 billion US dollars. The paymenthie IMF was made through BCRA reserves, as thealdank
was requested to lend the money to the governmklotwever, in order to avoid breaching its lendingits, the
BCRA received in exchange ten-year bonds from tteagury, with biannual interest payments at an alnrate
equivalent to the yield obtained by the BCRA foe thlacing of its reserves. Some commentators baggested
that the government’s disposal of central bank rvese does not exactly reinforce the idea of an peddent
institution® The government's delay in paying the first instaht has highlighted these sentiments, although no
information is available from the government orstiésu€. Since paying the IMF, the government has been
pursuing a strategy of debt repayment without camising BCRA reserves -- mainly through the issfieew
bonds.

Central bank involvement in therest of the economy

The central bank’s involvement in the rest of theremy is minimal. The BCRA is involved only witie banking
system -- the Banking Supervisor operates undeBRA. Most provincial banks have either been gised or
had their size and scope reduced during the 1990& Banco de la Provincia de Buenos Air@apro), a major
non-privatised provincial bank, does not recogrifse central bank’s authority, claiming that Bapredates the
BCRA and is not subject to its norms.

In line with IMF recommendations, the governmens Barategically reviewed operations of both Baprd Banco
Nacién (BN), the two major non-privatised public banks,thwihe objective of strengthening their roles and
functions® The auditing firm for Bapro delivered its repdrring 2005. The assessment identified severabamea
be strengthened to improve Bapro’s performanceaebgsk-assessment and monitoring systems, mdictesit loan
collection mechanisms, and improvements in govaragoractices. Thé&trengthening and Efficiency Plan for
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Banco Naciorwas conducted and final results were deliveredpril this year. This comprehensive review of BN's
operations (including its business profile, humasources capabilities, and assessing its insuraapdal markets
and pension areas) praised the recovery of the’déinkancial position after the crisfs.The profile of BN loans to
small and medium-size enterprises has been commendghortcomings noted in the report include manaant
procedures and client relations.

In the past year, former Bapro directors have liedicted for granting loans to several companiessghexecutives
were arguably linked to the political power baséoans that could not have been obtained from pib@nks and
that in some cases were not repaid. Controls haea strengthened in order to avoid the recurrefisach ‘string-

pulling’, yet institutionalising these managemenbqedures would be desirable, especially sinceipiltanks are
increasing their profit margin$.

In June 2003, the government introduced a systecoritrol inflows of speculative capital, which egulated by the
BCRA. The measure is designed to curb sharp sbort-increases in the quantity of dollars in thekag which
have contributed to exchange rate volatility. [@2ec285/03 requires that foreign portfolio investitadre registered
with the BCRA, and remain in the country for a minim of 180 days. Foreign trade operations, foreigact
investment, and capital repatriated by residerdaseaempt. The BCRA must establish and apply samstin cases
of non-compliance. In 2005, Decree 616/05 hashéurstrengthened control of speculative capitath whe aim of
limiting speculative capital inflows and avertinguather strengthening of the exchange ratd&:he measure, which
does not apply to foreign direct investment, tréidance or investment in primary bond issues, nexsuB0% of
foreign short-term inflows to be held in non-intgrbearing deposits for twelve months. This rezpient acts as a
tax, deterring short-term capital inflows. Addially, the BCRA has implemented a system to inaeagporting
and registration of inward foreign investment -tthof companies and individuals. Information islafed every six
months, including movements of capital, revenuesexpenditures.

Central bank profit allocation

BCRA's profits (that are not used to increase #@pital) must be allocated to the general and spezsarve funds,
for up to 50% of the BCRA's capital. Once thisilins reached, the profit that has not been capédlor allocated
to reserve funds can be freely transferred to thBoNal Government Account. Losses borne by thdraebank
during a fiscal year have to be deducted from #senves made in previous years and, if this ispogsible, they
must be deducted from BCRA capital. In such catbesBoard of Directors may assign any profits #réde from
subsequent fiscal years to restore the capitatesetve levels recorded prior to the original loss.

Detailed information on the Financial System Instional Reserves and Central Bank Financial Liaédiare
publicly disclosed on a daily basis on the certteaik’s websité?

Agency roles performed by the central bank on behalf of the gover nment

Under the terms of its charter, the BCRA chargesNhtional Government Account for the amount of detic and
foreign debt servicing that it carries out, togetiwith any expenses incurred. The central banls@sthe Ministry
of Economy in placing official borrowings and prdes the ministry with detailed information abostperformance
as the fiscal agent of the state.

There is no legal provision establishing the dutéshe BCRA as an advisor to the national goveminan its
relations with international organisations. Thisrehowever, an informal committee of the natiog@ernment that
discusses relations with international organisati@md the president of the BCRA is usually pathf committee.
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In the past year, the anti-money laundering legainEwork has been strengthened -- including theovaimof
secrecy without judicial authorization for some @stigations conducted by the Financial Informatigmit (FIU).
However, concerns have been raised over the revisfiothe FIU legal framework aimed at pursuing mone
laundering offences. According to Law 26.119,regke director appointed by the President will noadh the FIU,
and the established council will only have ‘conatie status’. Following these legal modificatipims/estigations
could be politically biasetf
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2. OPEN PROCESS FOR FORMULATING AND REPORTING MONETARY PoLICY DECISIONS

oo Enacted

The framework, instruments and tar gets of monetary policy

Framework and monetary tar gets

The BCRA must disclose its monetary programme &mhefiscal yeat? The official monetary policy goal during
Prat-Gay’s central bank presidency was to implermantinflation-targeting mechanism, but this applodas
gradually been abandoned. Central bank authotiiee indicated that a fully operational inflatitargeting system
is not the best suited mechanism for the countytsent position -- where a consolidated fiscaligyoand a solid
financial system are still developing. They hawessed, however, that inflation control is onetlod prime
objectives of the central bank, whether or not falrimflation targeting is adopted. In additiongtBCRA’s
president has assured the public that monetargy@i based on quantitative targets for monetaryregptes --
without any real interest rate goal. Monetary @pls conducted within a gradual and flexible fravoek, in order
to encourage saving without affecting the investnervironment and avoiding speculative inflofvsThe BCRA
remains committed to establishing an inflation ¢drgt the beginning of each fiscal year, in ordefaster price
stability. However, the Ministry of Economy tigittontrols inflation through price controls, dinghing the central
bank’s role in this are¥. There is an increasing perception that monetafigyis only structured to defend the
government’s economic modgl.

Until 2005, the monetary programme was based ajetang monetary aggregates, but monitoring wassedwon

the monetary base -- due to the small size of #king system and scarce credit activity. Meangayiment as a
share of GDP are in line with other Latin AmerieGamonomies, but are lower than in several emergiog@mies in

Asia and Eastern Europe. Starting this year, t6®B has decided to change the target for the progra to the

means of payment included in the definition of M2gh held by the public, current accounts heldhieypiublic and

private sector in pesos, and savings accounts sospef the private and public sector) and thisalde has been
guiding monetary policy decisions throughout tharye

According to the IMF, monetary policy, while beirgghtened, remains accommodative. The adminigiati
measures adopted to dampen inflation provide aryporary benefits. Suppressing prices in regulatedstries,
selective price agreements, and export restraiotddwltimately exacerbate capacity constraintkep sectors and
undermine the business climate. The Fund hasaredithat delaying the policy response to theagessould
significantly increase the economic costs of redgdnflation and may risk leaving the economy vudide to
shocks:®

The current goal of BCRA officials is to build exfise in order to achieve internal consistency.e Bhank is taking
different measures to achieve this, including ttaening of central bank employees. As of Deceni@®d5, the
BCRA had a headcount of 2,322 people (including Superintendence of Financial Institutions and BExcfe
Bureaus), of whom 60 % were university graduatesmuch higher rate than other public sector affic?’

The Annual Monetary Programmeare posted on the BCRA’s website as soon as theyapproved, and are
submitted with a detailed assessment of the cehimak’s performance in the previous period. A ntane
programme monitoring system has been establishiéd, pgriodic reports being published on the BCRAbgite.
The targets of the annual Monetary Programme dtewfed and updated through quarterly reports. Maine
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programmes are submitted with detailed assessnmamscomparative tables on the macroeconomic segnari
inflation forecasts, and monetary projectiéhs.

M onetary instruments

The current BCRA monetary policy is based on loterest rates, a competitive exchange rate and altaar
inflation. The accumulation of international reses -- currently at around 30 billion US dollarssa key element
of the economic polic§* The accumulation of reserves constitute a swtabkchanism to reduce the country’s
external vulnerability -- especially since multdedl organisations have lost some credibility aslées of last resort
-- creating an anti-cyclical mechanism and redu@mghange rate volatility. BCRA officials suppdine current
policy, highlighting that it is complemented by tharrent account surplus, which precludes the actation of
public deb?? The central bank makes use of different monetestyuments for sterilisation purposes.

The BCRA president, in consultation with his adwésand technical staff takes decisions on the exghaate
targets. Even though this is the BCRA official ipp] some analysts maintain that the Ministry ob&amy has
strong influence in these decisidis.From a government perspective, maintaining a @ditipe exchange rate
could help to sustain the current trade surplusstinaulate local production and job creation.

The monetary base -- growing since 2004 -- hasimoed to be the monetary anchor in the past ye#hjmthe
framework of a ‘managed flotation’. According tonse analysts, the combination ofi@ factosemi-fixed exchange
rate policy -- within a range suggested by the gowent -- and the accumulation of internationaleress is
incompatible with plans to keep inflation targetsdar control and could in the medium term geneiritationary
trends** BCRA officials have tried to temper argumentsiasfathe current exchange rate policy as a soufce o
inflation, owing to the expansion of the monetaagéf> Some commentators have suggested that in theefudn
administered flotation could be implemented, whigkuld be more coherent than the current policyntérivening in
the market to increase reserves and maintain ttieaexe rate within the government’s unofficial &t

Transparency practices in central bank operatideng gn important role, as annual inflation targa®s an important
part of the monetary policy framework. The disal@sof goals and indicators is transparent andiefft, and the
BCRA website provides high quality and reliableoimhation.

The monetary policy-making body

Monetary board

The BCRA is headed by a Board of Directors compaxfea president, a vice president and eight dirsctall of
whom are appointed by the national president ireagent with the Senate. The composition, structume
functions of this board are clearly specified ia ttentral bank’s chartéf. The minister of economy, or a designated
deputy, is permitted to attend and speak at boaetings, although he/she has no voting rights.

The new BCRA board received Senate approval inli@ectd004. All board members received Senate agraeefor
the legal period, constituting an improvement frpast practices. However, its lack of monetaryqyo$ipecialists
has been a source of criticism. In addition, nafsthe members are linked to the government in semag or
another.

In August 2005, the government, following recommagiwhs from Congress, removed BCRA Director Ricardo
Branda from the board. The move was fostered jugigial ruling accusing nine former governmenticéls and
senators -- including Branda -- of giving and res®j bribes. Luis Corsiglia, whose nomination bagn approved
by Congress, has taken over Branda’s position efthard of Directors until the end of 2007.

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@ oxford-analytica.comWeb: www.oxan.com 9



Monetary Transparency December 2006
Argentina

The ‘Inflation Targeting Committee’ (ITC) -- origafly established in 2003 to develop inflation tasgend
forecasting models for inflation-targeting -- ismbmited to producing inflation forecasts.

Advance meeting schedule

The president of the BCRA is obliged to call forabth meetings at least once every 15 days. Boardbmes
typically hold weekly meetings, usually on ThursslayNeither an advance-meeting schedule nor reawirdise
meetings are publicly available. Moreover, thexend established practice of issuing press releasedecisions
taken by the board, although these can be obtainedquest through the central bank’s offices. drtamt decisions
are reported in the press.

Public statements on monetary policy

The central bank prepares its own macroeconom@césts -- placing particular emphasis on monetajggtions --

and sometimes seeks to achieve consistency witfoteeasts prepared by the Ministry of Economy.oi@mation

between these two institutions on the most impéresonomic indicators has increased in the past years.

Developments in the main macroeconomic indicatoxduding time series for prices, output and empient, the

external sector, public finance, and monetary amahtial variables, are updated on a monthly basds posted on
the central bank’s website.

Periodic publications

The BCRA has an efficient and reliable communigastrategy, with information publicly available iwth Spanish
and English. The central bank disclosesAitmual Monetary Programmeeport in December each year, which is
then monitored through thaflation Report In addition, the BCRA publishes a montiNMonetary Reporiwith
information on monetary policy developments andaitied figures regarding its financial position. hig report
outlines the core objectives of the central bank@netary policy. Analysis available in tiMonetary Report
provides detail on interest rates, monetary aggesgand liquidity, loans, financial indicators, @odeign exchange
and capital market€. Additionally, theWeekly Monetary Repoprovides timely information on the monetary base,
international reserves, inflationary trends, anddieg activities. Daily figures of the main mongtavariables
(monetary base, international reserves, depos#ssland interest rates) are also publicly avalabl

The Inflation Reportshows the aggregate supply and demand analysizrmed daily by the central bank in order
to anticipate inflation trends. The Spanish versib the report is published quarterly on the BCR@bsite in the
third week of January, April, July and October, amdollowed by a summary in English. The full-{gh report is
published in English a month later.

Public hearings

The central bank is required to report to parliaim@anits operations and policies every three mantimsaddition,

the BCRA's press office holds regular meetings wlith media to keep the public informed about nelicigs. The
BCRA website also contains information regarding tbutcome of the 2005 sovereign debt restructuring
programme.
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Regulations on data reporting by financial institutionsto the central bank

The BCRA's Superintendence of Financial Institusicand Exchange Bureaus is responsible for maingitiie
stability of the financial system and inspectingaficial institutions. The monthlyinancial Institutions Report
includes information on financial system profitalyil the net worth of private banks, and foreigabliities.
Information on non-performing portfolios and bankquid assets level is also publicly availablen the past year,
the quality and timeliness of this report improvallpwing for better monitoring of the financial gsgm overall.
The comprehensive auditing process of financiditirt®ons undertaken following the 2001-2002 cris&és enabled
a better understanding of the strengths and vubilgies of the financial sector.

Publicly available information on financial instilons includes assets and liabilities, accumulatecome,
memorandum accounts, and audit observations. rhaton on individual financial institutions -- inaing their
balance sheets -- is also available and updatethencentral bank’s website. Commentators agree ttha
information is reliablé® The financial system portfolio continues to imgeo Even though exposure has decreased,
judicial claims filed against financial entitiestetf the abandonment of convertibility still represa source of
concern. The Supreme Court has still not issuedreclusive resolution, although a ruling declarthg issue
‘abstracted’ could be released in the near futaycing legal insecurity on this issife.

The introduction of Basel Il has been informallgalissed in the past year, but little progress jieeted in the near
future. However, efforts are being made to streaigicurrent operations under the Basel | framework.

The central bank has drawn guidelines setting fipdainits on the financial system’s exposure te thational,
provincial, and municipal public sector. Ceilingave been established according to the financstitirtion’s

capital and the relevant public sector jurisdictiaioreover, a maximum ceiling of 40% of the bantdtal assets
was enforced since the beginning of this year. diieless, this reduction has been partially offsetncreased
holdings of BCRA Letters and Notes (LEBACs and NGB, issued in order to absorb increases in theetaon
base. Banks’ stock of LEBACs reflects efforts teriise the expansion of the money supply resglfiom central
bank interventions in the foreign exchange mar&girevent further appreciation of the peso. Chpéquirements
for financial institutions have been gradually eased. Additionally, banks have reduced theirifore&xchange
exposure by operating almost completely in Argenfyesos. Efforts are currently directed at indngaaccess to
long-term credits and some progress has been mate past year.

After the 2001-2002 financial crisis, the governt®approach has focused on a gradual recoverhiefihancial

system, avoiding comprehensive reforms. Opinidmerde on whether a sustainable recovery is feasibthout

any in-depth banking reform. To date, banking mefthas been mainly market driven, with some bahkmselves
reforming by reducing their branch networks, orotigh mergers and acquisitiofls. Rigidities in the legal
framework have complicated this process, and tble ¢ exit mechanisms for banks remains a problétowever,

there is widespread agreement that the bankingrsyst despite some advances in its capitalisatiomould be

consolidated in the next few years, and that furthergers are likely to occur. In order to avoydtemic risks,
public banks should be redefined either as commketoanks or should offer specific services withacks

guidelines® In order to allow a steady recovery, banking péedisation will be ongoing until 200%. Banks have
returned to profitability, and credit in pesos frdacal financial institutions to the private sectpew a real 56%
between June 2003 and June 2006.

Starting in September 2004, the central bank hgdeimented a compulsoryransparency Information System
through which financial entities have to publicigaose information about their products and sewicTransaction
costs for current accounts, credit cards issuitegt®nic transfers, legal specifications to opankbaccounts, rates
and lending requirements are among the issueslhioatd be publicly disclosed. The rationale behims system is
not only to bring clarity to a previously obscunedacomplex system, but also to provide comparadiza and to
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prevent customers from being misinformed about an&harges? About 350 variables are publicly disclosed on a
monthly basis through the central bank website addition, the BCRA can apply sanctions in caseroission or
defective information. This system has increasespetence and reduced the costs of banking traosact All
four banking associations have welcomed the cettaak initiative, and have prepared a non-mandaBegt
Practice Codein order to establish clear regulatory procedusfinancial institutions. In addition, a self-
regulating council has been establisfied.
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3. PUBLIC AVAILABILITY OF INFORMATION ON MONETARY PoLIcy

eeee Compliance in progress

Release of central bank data

Argentina subscribes to the IMF Special Data Dissation Standard (SDDS), and meets its requiremiemtthe
release of a range of monetary and fiscal inforomati Data on the analytical accounts of the ceriealk are
compiled and published. The BCRA website discloBewly information on international reserves, lidjty
facilities, monetary base, cash deposits in firg@riostitutions, financial institutions’s loansttee private sector, and
reference exchange rate. In the past year, thiststal section of the central bank’s website aproved, now
including information on BCRA’'s LEBACS, referencdalsilisation coefficient (CER), and salary variatio
coefficient (CVS). In addition, data on monetdigancial, and foreign exchange variables has iatgwoved.

The central bank balance sheet

The BCRA is required to publish annual balance shaad income statements. In addition, it alsoliphibs a
weekly summary statement of its assets and ligslitwith a one-week delay. These data are release
simultaneously to all interested parties througbuanmary Statement of Assets and Liabilifiestado Resumido de
Activos y Pasivgsand are available online in both Spanish and Eglis

The central bank regularly provides informationamnergency financial support, international researas liquidity,
which also is analysed in its annual balance shegte central bank’dnnual Reportncludes information on loans
made to the financial system, contributions torimi¢ional agencies made on behalf of the nationakmment,
temporary advance funds to the national governnaamt, nanagement of international reserves. It ldsodetailed
information on monetary instruments, current acteun foreign currencies, payments system, and rgovent
securities. Publication of thennual Reporis a legal requirement, and the report must bengitdd to parliament
for consideration.

The BCRA accounting records are prepared in acoeelawith the general principles established by the
Superintendence of Financial Institutions and ErgeaBureaus for all financial institutions. Thedncial
statements are comparatively presented with thbseeoprevious fiscal year. Basic financial sta¢eis are stated

in Argentine pesos.

Lender of last resort

Following the 2003 amendments to the central baokarter, the BCRA has re-established its powelsrager of
last resort. The central bank can now finance gbeernment and banking sector, although there arees
restrictions and reporting requirements for botleso In the past year, lender of last resort djpera have been
exercised within the limits established by the BCRéharter.

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@ oxford-analytica.comWeb: www.oxan.com 13



Monetary Transparency December 2006
Argentina

Public information services

The BCRA's website contains information on diversatters including the regulatory framework for firancial
system; the central bank&nnual Reportsdescriptions of its operating framework; targetel data on monetary
policy, including a daily and monthlylonetary Reporteconomic indicators; regulations; financial aray/ments
systems; text of speeches of past and presentiatdficeconomic research papers; seminars and confes
organised by the central bank; financial statemetd an index of available publications.

The user-friendliness of the BCRA website and dagbability are key characteristics of the centlznk

communication strategy. The website has a ‘Labdstvs’ section, allowing timely access to centrahkba
information, including BCRA communications and gresleases. The central bank’s website includesdaance
schedule reporting the dates when the differentigations will be available. Most of the centrark’s regular

reports are now available in both Spanish and Ehgli

The BCRA’s monthly and weekly reports contain imfiation on international reserves; the monetary ;bfaseign
currency deposits of financial entities; temporadvances to the government; financial indicators] mterests
rates. Information on loans granted to the noasffoial sector, public and private sector depositsfareign lines of
credit is also publicly availabfé. Information on banks is provided through the rhbnfFinancial Institutions
Report TheFinancial Stability Bulletinavailable twice a year contains a medium-termombtiof the financial
system and an overall assessment of financiallgyabi

During the past year, the central bank’s activiag focused on making significant purchases of UBdao prevent
the appreciation of the argentine peso, maintaitiiegexchange rate at around 3.08 pesos per U&rdafp from
last year, when the exchange rate was around pleses per dollar). The system of ‘managed flotatias allowed
the BCRA to keep the exchange rate in line with gowernment’s broad economic polity. However, the
asymmetry of information between the central banl the market within this framework, and the fawttthe
reference exchange rate could be changed withgupalicy announcement precludes the consolidatioa fully

transparent systefl. The 2006 Monetary Programmshows the accumulation of US dollars in orderebuild

BCRA's reserves following the early repayment te tMF. Exchange rates variations are recordetiénntonthly
Foreign Exchange Balance Report.

The BCRA conducts Market Expectations SurvgiREM). The REM -- publicly available on a monthdgsis -- is
based on the main short and medium-term macroedonfonecasts prepared by independent analysts and
consulting firms for the country’s economy. TheNREcts as a tool to communicate with economic astalgnd to
keep the public informed about market expectatidRarticipation in the REM is voluntary and operatorelevant
organisations. Approximately 50 organisations enily participate, including universities, researnhtitutions,
private consulting firms and investment banks. uki 20 variables have been selected, aiming teatefirice
evolution, the level of economic activity, employmhdrends, external sector forecasts, public fiean@and key
monetary aggregates. Its participants can updatd'®forecasts on a weekly basis through an ordiystem.

An advance release schedule for the REM is pubdigbilable on the central bank website. Informatio the REM
system has improved, and now includes its methagyplist of participants, and overall results.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY BY THE CENTRAL BANK

g Compliance in progress

Accountability before a designated public authority

Pursuant to the central bank’s charter and theriahlInstitutions Law, the BCRA president must sitha report to
Congress at least once a year. Each report desdtile evolution of the economy and the finangiatesn, as well
as the main activities performed by the centralkbduring the period reported. Two reports are lUgymepared,
one for the first semester and another for theremtalendar year. Annual reports are publicly lakéé on the
BCRA's website, but several months after their sisision. As of December this year, the 2004 repas the latest
available on the BCRA website.

The central bank also submits to Congress quarteprts on inflation expectations andMonetary Policy
Progress Report On at least one occasion during the parliamgrteam, the president of the BCRA is obliged to

attend public sessions of the Budget and TreasaryrGittees of both chambers. In addition, theseriitees may
ask the president to brief them on monetary paligylementation, and foreign exchange and finanmiéicies*

Financial statement

Audited financial statement

The BCRA's financial statements, detailing its newes and expenses, are published as part of thelabalance
sheet. As published on the central bank’s webiitsse sheets meet the auditing requirements sé the central
bank’s charter.

External and internal audit

Financial statements produced by the central baelkaadited by a trustee appointed by the counfyésident in
consultation with the Senate. Moreover, the cérteak’s charter requires financial statements e¢oelgternally
audited. Both the internal and the external atggibrts are publicly available online.

In addition, the National Audit Office (AGN), a tatical advisory body of Congress with functionalcmomy, also
carries out external audits of the central b&hKnnual audits conducted by the AGN are publicigitable.

Conduct of officials

The BCRA has an internal code of conduct that déisteds the rights and obligations of its staff. isThode is
distributed to employees but is not publicly avaléa In addition, the central bank’s charter setsregulations for
members of the Board of Directors in order to préx@nflicts of interest! Officials at managerial level or above
must report yearly to the Anti-Corruption Officecath their income and expenses.

According to BCRA officials, the lack of legal peation for central bank directors has adverselgciffd their
legitimate performance. This has always been diqally sensitive issue, as protection is gengrakkrceived as
impunity. Under the terms of the Financial Ingtdns Law, central bank officials have a certaigrée of legal

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@ oxford-analytica.comWeb: www.oxan.com 15



Monetary Transparency December 2006

Argentina

protection, even though their decisions can stlldhallenged in couff. However, the provision does not grant
complete legal immunit§?
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INTERVIEWS

Representatives ddxford Analyticainterviewed the following individuals during a itiso Argentina between 13
and 17 November 2006:

Central Bank of Argentina

17 November 2006

George McCandless Deputy Manager Economic amhEial Research
Department

Ministry of Economy (M Econ)

13 November 2006

Mario Saccone Senior Analyst National Budgdidef

ADDITIONAL INTERVIEWS

13 November 2006

Ernesto Ramirez Rigo Resident Representative rnatenal Monetary Fund

Luciana Diaz Frers Fiscal Policy Department DtivpecCentre for the Implementation of Public
Policies Promoting Equity and Growth

Paula Gosis Research Fellow Latin American Faaod Social Sciences
(FLACSO)

15 November 2006

Sergio Berensztein Professor University Torcizitdella
Tom Scheetz Independent Consultant UNDP/Oxfardlytica
Martin Kanenguiser Journalist La NacionNewspaper

16 November 2006

Laura Alonso Executive Director Citizen Poweundation - Argentine
Chapter of Transparency International

Daniel Oks Consultant World Bank Regional Dakimn

17 November 2006

Adrian Pérez Deputy National Congress
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NOTES

! Central Bank Charter, Chapter I, availablewtww.bcra.gov.ar

2 Central Bank Charter, Article 30, modified by L&#.780.

% Interviews in Argentina, 13-17 November 2006.

“ It should be noted that Prat-Gay was only appdittecomplete a six-year period started in 1998ng@quently,
his mandate legally finished in September 2004this sense, the decision not to re-appoint him measn violation
of BCRA autonomy, with Prat-Gay’s successor nongdainder the established procedures. Howeverndivat-
Gay’s competence in handling monetary policy iredipularly difficult period, BCRA changes appearadtivated
by political rather than technical reasons. Praj-®Gad some public disputes with Kirchner over excie rate
policy, and a series of disagreements with the $fiiyiof Economy.

> In the present scenario of fiscal surplus, theegoment can rely on various different sources oéricing.
However, in times of fiscal shortfalls or deficithe central bank’s autonomy and its policy towdfdancing the
government becomes highly sensitive.

® Interviews in Argentina, 13-17 November 2006.

" The payment of these instalments will be closeliofved by the country’s creditors because if theg cancelled
outside the established deadlines, it could baredethat they belong to the Treasury rather tloahé central bank.
If an interpretation of this kind is allowed -- theoncluding that reserves do not exactly belongheo BCRA
because the government can make a free dispogakof -- the money could eventually be confiscatedugh
judicial challenge.

® Due diligence procedures have been establishdabtbrBapro and BN.

° The increased reserves of BN could be use byakergment in case of financial emergency or seriioutidity
problems.

1% |nterviews in Argentina, 13-17 November 2006.

' Economic recovery and the completion of the debtructuring process during 2005 have encourageip rise
in capital inflows, rendering it increasingly difilt to maintain a competitive exchange rate tdasusecovery.

12 Central Bank of Argentina website, available atvw.bcra.gov.ar

13 Interviews in Argentina, 13-17 November 2006.

4 From 1991 until 2002, Argentina’s institutionatamgements curtailed the central bank’s monetaticyoole.
However, following the 2001-2002 economic crisisveral changes in the central bank’s charter haaenb
introduced, granting the BCRA broader monetaryqygtiowers.

!> The BCRA uses monetary aggregates as monetagypoéitruments’ -- rather than signalling the hiés
monetary policy through the interest rate -- beeahe choice between prices (interest rate) ortifien(monetary
aggregates) is based on the relationship betweevetbcity of money and the volatility of the réatlerest rate. If
the demand for money is very unstable (that igelbcity is very volatile), exercising control ovie demand for
money produces too much interest rate volatilityoney and Banking Seminar-Concluding remarks bytivia
Redrado (President of the BCRA)’, June 2006, altglat:www.bcra.gov.ar/eventos/ev160200 i.asp

18 Official inflation figures are calculated exclusly on the basis of a limited basket of goods amdises subject to
government-imposed price controls. Inflation adesihis basket is substantially higher.

" Interviews in Argentina, 13-17 November 2006.

18 \MF Executive Board Concludes Article IV Consuitn with Argentina’, IMF Public Information Notic@6/93,
July 2006, available atwww.imf.org

19 still, concerns have been raised regarding thee@rse of high ranking BCRA officials in the pasasg without a
competitive recruitment process.

%0 Recent monetary programmes have been aimed atiringt the currency competitiveness, increasingraen
bank’s international reserves, the strengthenintheffinancial system and the re-establishmenooditerm credit.
Monetary policy remains committed to the continuasnsolidation of the financial system, promotingttb
financial stability and the increase of long-tenradit.

! Some analysts have suggested that 30 billion Urdas the recommended figure of reserves, gihensize of
the Argentinean economy. International reservege heecovered the January's early repurchase of ataou
outstanding to the Fund. However, an importantarhof bonds have been issued to achieve this-gaalsome
cases at an interest rate of 9.0%, about twiceatieeapplicable to the IMF loan paid off in January

22 The BCRA studyThe economic policy of accumulation of resenresy international evidencéla politica
econdmica de la acumulacién de reservas: nuevemsial internacional), released in August this weguports these
ideas, and is publicly available at the centralkbarbsite.
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2 Interviews in Argentina, 13-17 November 2006.

4 Interviews in Argentina, 13-17 November 2006.

% |n the last three years, the monetary base haaneegl at an average annual rate of 23%. The expang
monetary policy (reflected in negative real inténeges) is widely considered to be behind the esunginflation,
which rose from 3.7% in 2003 to 12.3% in 2005. sTWiewpoint is not shared by the government, whielieves
that recent inflation rates are largely accountediy the recovery of non-tradable goods pricesv(rising owing to
the recovery of domestic consumption), and by finternational commodities prices (which affect pree of some
basic goods such as food).

%6 Interviews in Argentina, 13-17 November 2006.

2" Article 7 of the Central Bank Charter allows teappointment of the president, vice-president arettbrs.

28 Monthly Monetary Reportsvailable at:www.bcra.gov.ar/polmon/pm020000_i.asp

2 Interviews in Argentina, 13-17 November 2006.

30 | awsuits presented by savers whose dollar depasits forcibly converted to pesos at a rate of to4the dollar
in 2002 allowed many to recover their deposithatrharket exchange rate. Banks were forced tarastie losses
arising from the difference between the officiatkeange rate of 1.40 and the market rate. Legalrigdas not
been strengthened following October’s 2004 Supr€mert decision that the ‘pesoisation’ of dollar dsits in 2002
was constitutional.

%1 There were around 200 banks in the late 1980somtrast, there are 90 banks currently operating.

%2 Interviews in Argentina, 13-17 November 2006.

% The Financial System Restructuring Unit -- create@002 in order to determine which banks couldytanted up
to ten years to pay their debts to the BCRA arising rediscounts or advances received during @842 crisis -
- could never start operating owing to the laclagfeement between the central bank and the MinidtBconomy.
Instead, informal talks on the strategy for redtiting the financial system have been preferred.

% Financial analysts have praised the availabilftgamprehensive and clear information through Trensparency
Information Systeras an important tool from a consumer perspective.

% Information on the self-Regulating council a@est Practice Codevailable atwww.cacpb.org

% Daily figures information, available atvww.bcra.gov.ar/polmon/pm020100_i.asp

3" The government’s economic policy is based on legthange rates in order to boost the country’s espnd
keep the economy competitive within an internatidremework. In line with this, a lower exchangee would
increase imports that in turn could affect natiqgmalduction.

% |Interviews in Argentina, 13-17 November 2006.it$2005 Article IV report, the IMF also called fargreater
degree of nominal exchange rate flexibility, whileting that the government’s foreign exchange ntariervention
policy should be transparent.

%9 Central Bank Charter, Article 10.

“0 Central Bank Charter, Article 40, modified by L&#.780.

“! Central Bank Charter, Article 8.

“2 Financial Institutions Law, Article 35, as amendigdLaw 25.780 of September 2003.

3 Some legal specialists believe that its ambigaityld enable future judicial prosecutions of cdritenk officials
for the legitimate performance of duties. No bahkse been closed by the BCRA since the econonsscas
bank closure could lead to lawsuits against dimscas individuals.
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