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An economic outlook

Argentine risk: The drop in Argentine sovereign risk is normally
perceived by the economists as a benefit for both the country and
private business, as it allows the country to get credit at lower rates
among other benefits. According to J P Morgan Bank, the Argentine
risk index fell by the beginning of November to 278 basis points, the
lowest rate since August 1997. Experts have also pointed out that
such fall was a result of fiscal surplus, one of the key factors in the
current economic policy of the Administration and remarked the
convenience that such status be maintained, so that investments
continue to flow into the country. This notwithstanding,Argentina has
not yet been able to regularly place its foreign debt in the
international markets.

Rise in spending: Sales in supermarkets and shopping centers
rose by 21.6 percent and 26.5 percent in September if compared to
the same month in 2005, according to the National Statistics Office
(INDEC).

Energy production also rose by 7.9 percent in September if
compared to the same month in 2005. Nevertheless, the domestic
market is currently facing a situation of tight energy supply.
New car registrations: The number of new car registered increased
by 19.2 percent in October if compared to the same month in 2005,
as reported by the Association of Car Dealers. The upward trend in
new car registrations began in 2003 and has been increasing ever
since.

Inflation was 10.5 percent in the twelve months through October
compared with 10.4 percent in the 12-month period to September.
Capital controls :  Since June 2005 the government has ordered
banks to freeze 30 percent of funds entering Argentina for one year,
in a measure aimed at discouraging speculation that could affect the
foreign exchange rate. In spite of rumours to the contrary, the
authorities have recently confirmed that this measure is going to be
maintained for the time being.

Domestic Air Transport now open to foreign
investment

In 1944, the Transit Agreement of the Chicago Convention ruled that
Contracting States could deny permit to airlines of other Contacting
States to fly to/from their territories where the former consider that
the majority of capital of said airlines was not owned by nationals of
the State where the airline is incorporated. It was the end of 1l World
War, when nationalism and flag airlines were prevailing issues.
Argentina, like many other countries, adopted such policy and
Section 99 of its Aviation Code rules that onlyArgentines domiciled

in this country may own the majority stock of airlines that operate
domestic flights in Argentina.

In 1991, Aerolineas Argentinas , the flag airline, was privatized and
Iberia, the Spanish airline, was the only bidder and consequently
bought same. It was then necessary to find a way to elude the
obstacle of Section 99 and the solution came with the enactment of
Decree 52/94 which defined the word “Argentines” in Section 99, as
comprising both individuals and legal entities. So, a corporation
incorporated in Argentina could hold the majority stock of a local
airline, even though that newly organized local company was wholly
owned by foreigners.

However, as LAN Chile was seeking to operate domestic flights
through an Argentine subsidiary in 2000, the government
suspended the application of Decree 52/94 in order to prevent the
Chilean airline’s plans. In this way, only one foreign investor from
Spain has succeeded in holding a majority stake in an Argentine
airline for the last 6 years.

Recognizing the emergency status the domestic transport is going
through in Argentina, the government decided in last August to
reinstate Decree 52/94, which is now fully in force. It is expected that
this action will promote foreign investment in domestic air transport
and will help to expand those services in a way that they can reach
tourist destinations where a large unsatisfied demand exists.

In this way, any foreign investor willing to incorporate a wholly-
owned subsidiary in Argentina or to hold a majority stake in an
existing airline to operate domestic flights is now authorized to do so,
with the only prerequisite of organizing an Argentine holding
company which will then be the shareholder of the airline.
However, Section 99 of the Aviation Code will have to be amended to
reflect this principle, and the government has instructed its officers
to proceed accordingly.

Updating Air T_raffic Control in Argentina

The air traffic control has been traditionally in the hands of the
Argentine Air Force.

During the last twenty years or so, there have been talks at private
and governmental level to have these services transferred to a yet-
to-be-created civil governmental entity, though the initiative could
not be achieved until now. More recently, as a consequence of a
couple of major aviation accidents, there have been claims of a
deterioration in aviation safety-related matters and therefore said
initiative of change has again come to the fore. The government has
yet to announce how, to whom and when the responsibility for those
services will be transferred but it is expected that a substantial
investment and know-how support will be required.
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A new contract for Argentine Privatized _ Airports

The conflictin which airlines and airports are engaged worldwide had
its local battlefield in Argentina on the occasion of the public hearing
held on October 27 for re-negotiation of the contract between the
government and Aeropuertos Argentina 2000 (AA2000), the
concessionaire of the 33 major airports privatized in 1998.

In our July Newsletter we reported the planned takeover by the
government of a 30 percent of AA2000 's stock. After months of talks
and negotiations between UNIREN, the governmental body in
charge of renegotiating concession contracts, and AA2000, a letter
of intent (LOI) containing the guidelines of a future contract between
the two parties was made public at the abovementioned public
hearing. Under the original concession contract, the concessionaire
committed to pay a yearly royalty of us$ 171 million and to make
investments for some us$ 1 billion throughout the term of the 30 year
concession. Now, the royalty and the investment commitments were
later reduced by two-thirds as a consequence of the so-called
“pesification” of debts that took place in 2002. On the other hand, as
aresult of the re-negotiation of the concession contract, the royalty of
171 million pesos was further reduced to a variable charge of 15
percent of the concessionaire’s revenues. Notwithstanding such
gains, AA200 has continued to charge airport fees in US dollars.
Officers from both UNIREN and ORSNA, the entity in charge of the
administration of airports in Argentina, praised the terms of the new
contract outlined in the LOI, saying that they are reasonable given
the socio-economic conditions currently prevailing in the country and
the aviation sector, and also that those terms provide the certainty
and feasibility required to ensure that the concessionaire’s
commitments are now achievable.

Nevertheless, the Ombudsman, Consumer Defense Entities and
airline representatives have criticized a number of aspects of the
future contract.

The Ombudsman Office questioned the fact that the royalty was
cut from its original rate in US dollars to pesos and then further
reduced to a variable charge on AA2000’s revenues. Harsh criticism
also came from IATA, whose CEO (this is the first time that a head of
IATA has visited Argentina in 25 years) demanded the rescission of
the concession contract on the grounds that the concessionaire had
failed to meet the terms of the original contract in terms of royalties
and investments to a point that the government should not ignore.
Perhaps the most serious concern for the future is the objection
raised by both IATA and JURCA, the local board of airline
representatives, which pointed out that if the government becomes
a shareholder of AA2000, an anomalous situation will occur, in which
the government will be a part of both the supervisory and supervised
entities, there consequently arising a clear conflict of interests.
Argentine Congress has still to approve the new contract with
AA2000.

Assistance to local airlines

Decree 1012, enacted in August last, extended the emergency
situation of the local aviation market originally declared in 2002, set
new price bands to be applied in the sector and established a
subsidy for jet fuel. Under the emergency status, airlines that operate
domestic air transport services are also exempted from contracting
insurance cover with local companies and from paying VAT on
aircraft purchases and leases and on the purchase of fuel. The
decree also instructs the Ministry of Economy to enact a bill that will
grant the airlines a number of other tax releases. A 20 percent hike
in domestic air fares, already implemented in two stages in August
and September last, was also authorized for domestic airlines.
On the other hand, Resolutions 806 and 812, enacted on September
28 and October 6, respectively, by the Secretary of Transport, set
forth the preconditions domestic operators must meet in order to
receive subsidy for jet fuel, and approved payments to Aerolineas
Argentinas and one of its subsidiaries, Austral, for some us$ 2.6
million.

Biofuel for planes

Argentina is developing an alternative fuel for aircraft propulsion
through a project headed by the Air Force, the Science Technology
and Productiv Innovation Secretary (SECYT in its Spanish
acronym), the National Technologic University and the Formosa
National University, as announced in September. The project aims
to obtain “Biojet ", an alternative fuel for aviation turbines with a high
biofuel component derived from soybean oil . A demonstration was
held in September at an Air Force Base in the vicinity of Buenos Aires
with a Hercules 130 aircraft on the runway, fuelled by a mix of 80
percent special kerosene and 20 percent biofuel.

Mobile Radar Stations

The news was released on November 8 that an emergency decree
had been passed, approving the acquisition of 11 mobile radar
stations.

The decree authorizes the Defence Ministry to contract out the
radars to the Bariloche-based firm INVAP, a company owned by the
Province of Rio Negro, which jumped into the spotlight for building an
experimental nuclear reactor for Australia, a few years ago.
The radars will be used to control commercial air traffic throughout
the country and are expected to improve air traffic control by 350
percent, according to the government press release.

If interested on further information, contact us at the following address: aviationnews@mna.com.ar
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