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An economic outlook

The most significant news of year 2005 was probably the fact that 
Argentina settled the whole of its outstanding debt with the 
International Monetary Fund in a single payment of us$ 9.81 billion in 
December. The country made use of its Central Bank´s liquid 
reserves for the purpose, bringing forward payments due in the next 
three years and saving close to us$ 1 billion in interest. The payment 
was made among  criticism by  the Argentine government against the 
IMF, charging it   with having backed failed political regimes and 
monetary systems, while the government simultaneously asserted  
that the decision to pay was possible because of the reserves it had 
built up for some us$ 27.5 billion as well as the continued fiscal 
surplus and the economy recovery, now into its third year. The 
announcement of this payment came two days after Brazil made a 
similar announcement that it was cancelling its outstanding debt of 
us$ 15.5 billion with the IMF, the reaction to which was that the 
decision had a political rather than an economic impact, and also that 
the debt with the IMF was the cheapest one and it would have been 
advisable to cancel more expensive ones. Other observers noted 
also that the Argentine government may have been induced to take 
the decision to pay, by the fact that Venezuela had bought in the last  
few  months nearly us$ 1 bil lion in Argentine debt and had apparently 
offered to purchase a further us$ 1.4 billion of such debt.

Another good news by the end of January was the announcement 
that the Argentine economy had grown 9.1 percent in 2005, notching 
a third straight year of growth. The 37 months of consecutive growth 
have now beaten the record set in 1998 and were accompanied by a 
peak in industrial production, which grew 7.7 percent last year. 
Argentine exports,  that reached a record 40 billion in 2005, may have 
possibly helped those results. A strong recovery by the automovile 
manufacturing sector driven to a large extent by exports- as well as a 
boom in the construction sector (35 % of which were luxury houses) 
were other main forces behind this recovery in industrial production. 
As for 2006, the government forecasts that the GDP growth will be 4 
percent while the Central Banks puts it at a 6.2 percent. 

And the third good news of  the year could was the fact that 
Argentina´s “country risk” investment index, which peaked at 7,222 in 
mid 2002, following default on debt payments and devaluation, 
settled at approximately 350 points by the end of 2005. This index, 
calculated by the JP Morgan investment bank, takes into account the 
performance of sovereign debt, which is now similar to that of Brazil.

But nothing is perfect and the bad news in this case is inflation, an 
issue of which Argentines have painful memories. As the economy 
heated up and consumer demand increased, the government has 
tried to protect low-income people from inflation by negotiating price 
agreements with producers, supermarkets and other suppliers of 
staple goods and basic services. Even so, the rate of inflation was 
12.3 % for year 2005 and 1.3 % for January last. The government 
attributes inflation to the gap between surging demand fuelled by 
economic growth and limited supply, but other analysts are of the 
opinion that inflation is caused by the Central Bank´s daily purchase 
of dollars in the foreign exchange market to prevent the local currency 

from strengthening and thereby favouring exports on which heavy 
taxes are levied, a pillar of the government´s growth strategy.  These 
analysts warn that by keeping the peso artificially low the government 
is running an inflationary risk.                 

Hotels & Tourism 

A number of  tourism projects have been completed in the last few 
months. The GBH Group  announced the construction of two hotels 
in Salta, in Northwestern Argentina, operated by Starwood under the 
brand of  The Luxury Collection  and is analysing a third similar 
project for the provinces of Mendoza or Neuquén in 
Western/SouthWestern Argentina. The hotels include spa and other 
recreational services and facilities and the concept is to sell products 
based on grapes and wineyards, the predominant industry of the 
region. The alliance GBH/Starwood  also built and is operating the 
five-star Sheraton Hotel in the city of Salta, capital of the Province.

On December 15 Crowne Plaza  was opening a us$ 22 million hotel in 
the Córdoba hills, in central Argentina. The Crowne Plaza San 
Miguel Golf, Spa & Convention Hotel  was built on an old Jesuit site 
in the Calamuchita Valley, has 74 rooms, 4 meeting rooms holding up 
to 400 people each, an 18-hole golf course and a range of other 
facilities and services associated with a five-star hotel.                                                        

According to figures made public by the Argentine Association of  
Travel & Tourism Agencies 3.5 million tourists came into Argentina in 
2005. Revenues from tourism represent almost 8 % of the GDP, i.e. 
twice those from meat exports and almost equal to those from grain 
exports, according to the same source. This notwithstanding, in last 
December Aerolíneas Argentinas  went through a 9 day strike by its 
pilots and other staff, with some 80,000 passengers stranded in 
airports and other calamities, such as strikers cutting highway to the 
international airport, etc. Travel-industry lobby estimated damages to 
the tourism industry very high by reason of this strike.                                                          

Argentine trainer jet to compete in Israel´s tender

Argentina is to compete in a tender called by Israel to supply a trainer 
aircraft for its air force in a deal that will be worth some us$ 200 million. 
An Argentine Air Force spokesman announced that its AT-6 Pampa 
will be competing in the Israel tender process with the T6 Texan II 
produced by Raytheon Aircraft Company in the USA. According to 
that spokesman, the plane has a good chance due to its low cost 
maintenance and its operational range when compared with other 
advanced trainers, as it enables pilots to easily pass to fighter aircraft. 
If Argentina wins the tender it will lead to the export of 20 to 25 
Pampas  at a price of some us$ 8 million each, although the final cost 
will depend of the equipment chosen. Israel should decide on this 
acquisition by June. The Pampa has also been invited to take part in 
the FIDAE air show in Chile this year, as the Chilean Air Force, which 
is in a process of modernizing much of its military hardware,  has 
shown interest in the plane, which was originally built by the Argentine 
Air Force in the 1980s at the Córdoba Aircraft Factory with technical 
assistance from Germany´s Dornier, until budgetary problems halted 
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production. Production was resumed after Lockheed Martin 
Argentina  took over the Córdoba facilities in the 1990s and delivered 
the first new Pampa in 1999.                                                         

Airports

Argentina´s airports were recently raised to operational Category 1 by 
the US Federal Aviation Administration, a category that this country 
had lost in 2001 over safety and security failings. Operating under 
category 2 for the last four years severely restricted airline traffic 
between the USA and Argentina and had an impact on aviation costs 
such as leasing and insurance. The measure was announced jointly 
by the US Ambassador to Argentina and local officers who said that  it 
would lead to more flights, more routes and lower costs. It is indeed 
expected that this re-categorization of  airports should lead to an 
increase in the number of USA destinations for Aerolíneas 
Argentinas and other airlines operating from Argentina and also see 
a reciprocal  increase in the number of carriers and flights out of the 
USA to Argentina.

Furthermore, the Secretary of Transport recently announced a  
project to be undertaken by the concessionaries of the Ezeiza  
international airport and the Metropolitan railway company for the 
renovation of the passenger rail service between Constitution Square 
in downtown Buenos Aires and the town of  Ezeiza and the extension 
of this line to the international airport,  with an estimated investment of 
some us$ 25 million. The project will use the existing electric railway 
line and an extension from Ezeiza´s main train station to the airport, 
through some 9 kilometres of existing rail lines from the Belgrano Sur 
service which allow getting to the international airport in only 35 
minutes. The works should commence by the middle of this year.                                      

Domestic airlines

Different sectors have highlighted the crisis presently faced by the 
domestic air transport in Argentina. In this respect, it has been 
mentioned that many hotels and related facilities have been built in 
the last few years, but this growth in the supply of beds and 
destinations is not accompanied by a growth in the supply of aircraft 
.seats. The fact is that 6 local airlines have gone bankrupt and 
disappeared since 2001 (still another formed by the government in 
2002 never started to fly) and currently only Aerolíneas Argentinas  
and Lan Argentina  can be considered as carriers effectively 
operating scheduled air services over trunk domestic routes. In order 
to try to cover this deficit, a number of new carriers appeared in last 
December at a hearing held by the Secretary of Transport, applying 
for authorizations and concessions to operate charter, scheduled and 
non-scheduled air services (mostly domestic and regional). Besides 
Aerolíneas  and Lan Argentina , the applicant were American Jet, 
Andes Líneas Aéreas, CAT A Línea Aérea, Líneas Aéreas del Sud, 
Milenium Air, Safe Flight s, SEAFSA, Silver Sky, Sol Líneas 
Aéreas, Sud America Air  and Transportes Aéreos Petroleros . 
Most of these are small, recently formed carriers that have still to get 
the planes with which to operate the air services they have requested.
On the other hand, the creation of an air ticket levy to provide a fund to 
protect passengers when airlines go bankrupt was called for in the 
last International Tourism Fair recently held in Buenos Aires                                               

Lan Argentina  began domestic flights in Argentina on September 3, 
2005, and since then it rapidly increased its operations to 9 
destinations from/to Buenos Aires. The airline was also quick to 
announce the launching of its international flights on the route Buenos 
Aires/Miami scheduled to start in October last, but the Secretary of 
Transport following an opposition  filed by Aerolíneas Argentinas  
and based on regulations of the Aviation Code- denied authorization 
on the grounds that Lan would not fly aircraft registered in Argentina 

but other planes licensed in other countries of the region where the 
parent airline also operates domestic flights, i.e. Chile, Perú or 
Ecuador. In fact, prior to the raising of Ezeiza airport to Category I no 
further flights with Argentine licensed aircraft were allowed to the 
USA, but now that this re-categorization has taken place, Lan has 
been deprived of a good reason on which to base an exception and 
will have to use Argentine licensed planes, a fact that will probably 
delay its direct flights to Miami for some more time.       

In the last few months Aerolíneas Argentinas  (and all other local 
airlines) has been seeking an increase in flight fares. The last such 
increase took place in 2002 and Aerolíneas argue that in the time 
elapsed since then their costs has risen significantly, mainly because 
of recent wage hikes and higher crude oil prices. Even worse, with 
their last labour conflict, now on hold for 90 days, until the beginning of 
March, the airline alleges that it badly needs an updating of fares, a 
measure that the government is reluctant to grant (just as with all 
other utility fares) by  fear of inflation. It is expected, though, that 
some adjusting of fares will be considered shortly. 

Perhaps the time has come for the government to analyze 
suppressing certain regulations of the Aviation Code that restrict the 
interest  foreigners can hold in national airlines in order to reserve 
control of same to Argentine hands. This, as a measure to facilitate 
the setting up of new airlines, owned not just by national shareholders 
who have so far proven to be able to structure really sound carriers.                        
                                                                                     
International airlines

Continental  finally received the green light from the USA Department 
of Transportation and the approval of the Argentine Secretary of 
Transport and started its daily non-stop flights between the airline´s 
hub at George Bush International Airport in Houston and the Ezeiza 
airport in Buenos Aires on December 14. These flights include a 
through flight service to/from Continental ´s hub at New 
York/Newark.                                                                               

thAir Madrid  announced that as from March 13   two of its weekly  
flights from Buenos Aires to Madrid will have an immediate 
connection  to Tel  Aviv . 

Gol Linhas Aereas  began daily air services between Buenos Aires 
and Asuncion (Paraguay) in February. The airline already flies from 
Brazil to three cities in Argentina and its flights to Asuncion  will be its 
sixth international destination.

2001 Cape Town Convention now in effect

In November 2005 Malaysia  became the eighth country to ratify the 
2001 Cape Town Convention  on International Interests in Mobile 
Equiment and its Protocol on Aircraft Equipment, in this way 
triggering the entry into force of these two instruments on March 1st. 
Other contracting States of the Convention are Ethiopia, Ireland, 
Nigeria, Oman, Pakistan, Panamá, the USA  and Senegal . 
Together with the Convention, Aviareto  a joint venture between SITA 

stand the Government of Ireland - was also launched on March 1 . 
Aviareto  is an electronic database to record sales and financial 
interests in aircraft, helicopters and engines involving the nine (to 
date) contracting States of the Convention.

Argentina has not yet ratified Cape Town due to inconsistencies 
existing between principles and proceedings of the Convention and 
the Argentine legal system. This situation should be reviewed by 
Argentina, as airlines located in countries that have ratified the 
Convention can probably expect increased availability of better 
aircraft as well as more attractive terms for their financing.
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