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PROJECT SUMMARY

ARGENTINA
CONDITIONAL CREDIT LINE FOR INVESTMENT PROJECTS (CCLIP) FOR THE
PROVINCIAL MANAGEMENT STRENGTHENING PROGRAM
(AR-00007)
FIRST INDIVIDUAL LOAN OPERATION UNDER THE CCLIP
PROVINCIAL MANAGEMENT STRENGTHENING PROGRAM I

(AR-L1285)
Financial Terms and Conditions

i , ) Flexible Financing Facility®
Borrower: Argentine Republic Amortization period: 25 years
Executing agency: Ministry of the Interior, Public Works, and | Disbursement period: 5 years
Housing (MIOPyV), through the Secretariat for Provinces and Grace period: 5 5 vears ©
Municipios (SPM) P : =Y

Source CCLIP 15t operation % Interest rate: LIBOR-based
(US$) (US$) ? Credit fee: @

?aii(tglr)‘?"”ary 450,000,000 | 150,000,000 75 | Inspection and supervision fee:| @
Local . . .
counterpart:® N/A 50,000,000 25 Weighted average life (WAL): 15.25 years
Total: 450,000,000 200,000,000 100 Currency of approval: U.S. dollars

Project at a Glance

Objective of the CCLIP: Contribute to provincial fiscal sustainability with a view to fostering growth by improving the
management of provincial revenue, expenditure, and public investment, designing Argentina’s fiscal federalism, and
implementing investment projects. The interaction between strengthening actions and public investment projects will help to:
(i) create incentives for improving fiscal management by linking it with project financing; and (ii) ensure that improvements in
provincial investment management are implemented.

Objectives of the first individual operation: The operation’s general objective, in keeping with the goal of the CCLIP, is to
contribute to provincial fiscal sustainability and growth by improving revenue, expenditure, and public investment and
implementing investment projects. Its specific objectives at the provincial level are to increase: (i) less distortionary revenue as
a share of total revenue; (ii) the efficiency of public expenditure management; and (jii) public investment.

Special contractual conditions precedent to the first disbursement of the loan proceeds: Entry into effect of the
program Operating Requlations under the terms previously agreed upon with the Bank, including technical and strategic
eligibility criteria, both for the implementation of the initial and add-on funds under Component Il and for the activities under
Component Ill, and the responsibilities of each subexecuting agency to be included in the framework participation agreements
(paragraph 3.7). For special contractual conditions precedent to the first disbursement related to social and environmental
issues, see Annex B of the environmental and social management report (ESMR).

Special contractual condition for execution: As a special condition for execution of Components | (Subcomponents 1.1.
and 1.2) and Il, evidence will be provided to the Bank’s satisfaction that FPAs have been signed with each of the eligible
provinces, whereby these provinces commit to fully executing the program in accordance with the terms and conditions in the
program Operating Regulations (paragraph 3.8). For special contractual execution conditions related to social and
environmental issues, see Annex B of the ESMR.

Exceptions to Bank policy: None.

Strategic Alignment

Challenges:® si [ Pl [v El [

Crosscutting themes:® GD |v cc [ IC [+«

@)

Will be financed through a loan (joint parallel financing) to the Argentine Republic with resources from the French Development Agency
(paragraph 2.1), which has been recognized by the European Central Bank as a financial institution since 2017.

Under the terms of the Flexible Financing Facility (document FN-655-1), the borrower has the option of requesting changes in the
amortization schedule as well as currency and interest rate conversions. The Bank will take operational and risk management
considerations into account when reviewing such requests.

© Under the flexible repayment options of the Flexible Financing Facility, changes to the grace period are permitted provided that they do
not entail any extension of the original weighted average life of the loan or the last payment date as documented in the loan contract.

The credit fee and inspection and supervision fee will be established periodically by the Board of Executive Directors as part of its review
of the Bank’s lending charges, in accordance with applicable policies.

Sl (Social Inclusion and Equality); Pl (Productivity and Innovation); and EI (Economic Integration).

®  GD (Gender Equality and Diversity); CC (Climate Change and Environmental Sustainability); and IC (Institutional Capacity and Rule
of Law).

(b

d

(e
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|. DESCRIPTION AND RESULTS MONITORING

Background, problem to be addressed, and rationale

In an international financial context that puts pressure on emerging economies as
a whole, Argentina faces macroeconomic risks associated with high public
financing needs, liquidity surpluses, and a high current account deficit. The
government has taken significant actions to mitigate these risks, including entering
into a Stand-by Arrangement (SBA) with the International Monetary Fund (IMF) for
US$57.1 billion that covers the country’s short-term financing needs and will
contribute to the goals of reducing inflation and financial vulnerability.

In tandem with the IMF arrangement, other multilateral lending institutions have
committed to presenting programs for fast-disbursing operations within a period of
12 months to their Boards for approval. These commitments total US$5.65 billion,
of which US$2.5 billion would be provided by the IDB, US$1.75 billion by the
World Bank, and US$1.4 billion by the Andean Development Corporation. This
program supports efforts to strengthen the fiscal sustainability of the provinces and
boost their contribution to economic growth and, therefore, is consistent with the
SBA with the IMF.

Beyond the short-term macroeconomic challenges, the Argentine economy faces a
structural challenge in terms of increasing its medium-term economic growth.
Since 1960, the Argentine economy has had average annual growth rates of
roughly 1.1%, well below the average rates of other countries in the region.t The
slow pace of growth is due to limited private and public investment (IDB, 2016).23

Argentina is a federal country with 23 provinces and the Autonomous City of
Buenos Aires (CABA) and more than 2,000 municipal governments. The Argentine
Constitution establishes areas of authority exclusive to the national government;
shared between the national government and the provinces; or reserved to the
provinces. Based on the allocation of responsibilities to the different levels of
government, the provinces execute nearly 45% of public social expenditure and
25% of investment expenditure, both of which are key in determining growth,
welfare, and quality of life of residents.*

Over a similar period, average growth was 2.1% in Brazil, 4.6% in Chile, and 2.2% in Mexico (Country
Development Challenges (CDC), Argentina).

Investment declined from 19.5% of gross domestic product (GDP) in 2007 to 14.8% of GDP in 2016. This
investment level is significantly lower than in other countries in the region, such as Brazil (18%), Mexico
(22.7%), and Chile (22.7%). Crecimiento y produccién en Argentina en el siglo XX (Gabriel Sanchez,
2014).

Source: Institute for Studies on Conditions in Argentina and Latin America (IERAL), based on data from the
Ministry of Finance and the Ministry of Labor.

See optional link 3. For a more extensive discussion, see Avila (2000), FIEL (1993), Porto (1990, 2004),
and Porto and Sanguinetti (2001). The source for the data on investment is the National Directorate of
Public Investment (DNIP).
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15 The problem and its causes. In this low-growth environment, the ability of the

provincial governments to foster private investment and carry out public investment
without undermining fiscal sustainability is limited by: (i) distortionary provincial
taxes that discourage private investment; (i) expenditure management
weaknesses and budgetary rigidity; and (iii) a low level of public investment and
inefficient management of this investment.

a. Distortions of the provincial tax system. The provincial tax system includes
several highly distortionary taxes that hinder business productivity,
investment, and competitiveness (IDB, 2016; and Organization for Economic
Cooperation and Development, 2017). Chief among these is the provincial
gross income tax (IIBB).

b. The IIBB has an impact not only on investment but on productivity and
exports (IDB, 2016) since it taxes intermediate sales, creating a cascade
effect.

c. The lIBB accounts for more than three quarters of provincial tax revenue and
approximately 4.1% of gross domestic product (GDP).6 The distortionary
impact of the IIBB is particularly noticeable in the provinces of Misiones and
Tierra del Fuego, where IIBB revenue collection respectively amounts to
11.7% and 7.2% of gross geographic product (GGP), followed by the
provinces of Jujuy, Entre Rios, Chaco, and Rio Negro, where it amounts to
roughly 5% of GGP.

d. Reducing the high dependence on the I|IBB without undermining fiscal
sustainability requires replacing the revenue from this tax with real estate tax
(IBI) revenue, which has declined as a share of GDP from 0.6% in 2004 to
0.4% in 2016.7 This decline is partly due to obsolete cadastral systems;
failure to cross-reference data with real estate property records and with
income tax payer lists;® failure to coordinate with municipal governments,
which in some cases are responsible for collecting this tax; and lack of
incentives in the provinces for updating assessments.® In the provinces of
Misiones, Tierra del Fuego, Jujuy, Rio Negro, and Chaco, real estate taxes
collected as a percentage of GGP are below the national average. In all
provinces, IBI revenue accounts for less than 5% of total provincial revenue.
The principal factors affecting real estate tax performance in these provinces
notably include: (i) inconsistency in the cadastral data because the different

10

The cascade effect means that products with greater intermediate inputs will be taxed at a higher effective
rate, thus distorting consumption and investment decisions.

See optional link 3.

See optional link 3.

Real estate tax is widely acknowledged to be less distortionary for investment decisions, since the taxable
base (properties) is not very movable. Effective collection of the real estate tax requires three pillars: a
cadastral system with updated values and maps; a link between the cadastre and the property registry,
making it possible to connect the property to the taxpayer; and an adequate linkage to the revenue
collection system, to be able to collect the tax liability.

El potencial oculto: factores determinantes y oportunidades del impuesto a la propiedad inmobiliaria en
América Latina (Bonet, Pineda, and Mufioz, 2015) and Property tax in Latin America, A Comparative Study
(Lincoln Institute of Land Policy, 2014).

Source: IERAL.
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systems for administering them are not interconnected; (ii) limited records of
informal housing arising from state plans, cooperatives, and other
developments on public lands;*? and (iii) insufficient linkage among cadastres,
income records, registries, and entities that manage territorial information.23

e. Weaknesses in expenditure management and budgetary rigidity. The
growth in current expenditure has been the biggest constraint on reducing
distortionary taxes and maintaining public investment levels. Between 2006
and 2016, provincial payroll costs grew by 4.8 percentage points of GDP
(Galliani and Afonso, 2017). Payroll expenditure in the provinces of Rio
Negro, Jujuy, Tierra del Fuego, and Entre Rios is respectively 63%, 58%,
58%, and 55% of total expenditure, exceeding the national average. The
growth in payroll expenditure adds significant budgetary rigidity, since this
expenditure is difficult to reduce. In addition, they have:* (i) weaknesses of
institutional capacity and systems for processing and providing accurate
information on the number of people employed and their distribution;
(ii) integration of information on attendance and leave with the payroll system;
(i) lack of systems to record attendance and leave; and (iv) out-of-date
payroll systems. Other factors include: (i) weaknesses in the financial
administration systems as well as asset administration systems;® and
(i) weaknesses and disparities in public procurement systems (in terms of
regulatory frameworks and standardization of documents and e-portals),
affecting transparency as well as efficiency and the use of public funds.

f. Low level of public investment and inefficiencies in its management.
Provincial public investment declined as a share of total provincial
expenditure from an average of 17% in 2005 to 11.9% in 2016, despite
persistent gaps in regional infrastructure.’® In Entre Rios, Tierra del Fuego,
Rio Negro, and Jujuy, investment as a share of total expenditure was
respectively 7.6%, 7%, 5.8%, and 9%.Y The impact of provincial investment
is limited by the following: (i) the provinces have no formal methodology for
project formulation; (ii) there is no formal process for project evaluation;
(i) the budget integration process is based on political criteria and
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In Jujuy, Misiones, Tierra del Fuego, Rio Negro, and Entre Rios, cadastral data are administered in
separate systems. Each plot’s principal data and attributes are administered in an alphanumeric system,
while the plot mapping is administered in separate GISs that are not consolidated into a single GIS/TIS.

Jujuy is estimated to have 9,000 unregistered occupants.

Updates to the cadastre are performed on a batch basis and updating of owners and properties is done in
parallel with the registry. There is no link between the cadastre and records such as those on irrigation,
mining, and statistics.

The human resource systems of these four provinces were graded using PEFA-style indicators, with the
following results: Jujuy, C; Entre Rios, C; Misiones, C; Rio Negro, C; and Tierra del Fuego, C. See optional
link 3.

Principal weaknesses: the multiplicity of accounting and budget systems that had difficulty interacting with
one another, combined with technological obsolescence and the absence of debt management systems.
See optional link 3.

See note on regional indicators in the Country Development Challenges (CDCs) for Argentina, approved
along with the country strategy with Argentina 2016-2019 (document GN-2870-1).

See optional link 3.
The management of provincial investment was graded on the basis of PEFA-style indicators, where A is the
highest grade and D the lowest, and the provinces obtained grades approaching a D. See optional link 3.
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case-by-case judgments; (iv) there are no formal processes for measuring
the quality and cost of services provided; and (v) the data in the budgets are
not sufficiently disaggregated to gauge the impact that a cutback or increase
in a given item may have on gender equality, including in relation to areas or
programs targeting women.2°

In this context, in 2017, the Government of Argentina undertook an ambitious
reform agenda to reduce restrictions on private investment and strengthen public
investment at both the national and provincial levels. At the provincial level, this
agenda envisages:

Provincial tax reform. In 2017, the provincial governments and the national
government agreed on a fiscal consensus? that: (i) reduces IIBB rates within a
period of five years, exempting the primary production industries; (ii) eliminates
differentiated treatment based on place of domicile; and (iii) phases out taxes on
income from export activities.

Fiscal responsibility. To finance the reduction in the [IBB, the government
initiated reforms designed to consolidate current expenditure and increase the
collection of less distortionary taxes:

a. Reform of the Fiscal Responsibility Law.?! Stipulates that the primary current
expenditure of the provinces may not rise above inflation.

b. Strengthening of the IBI.?2 The provinces undertake to create a federal
agency to perform tax valuations of real estate properties in line with market
values.

Strengthening of the public investment process. In late 2017, the duties related
to national public investment and the National Directorate of Public Investment
(DNIP) were transferred from the Ministry of Production to the Office of the Cabinet
Chief, and the Undersecretariat for Budget Evaluation and Public Investment was
established as the authority responsible for enforcing the National Public
Investment System (SNIP). This reform reintroduces the SNIP into the national
budget process in Argentina.

Rationale. The national government requested Bank support for the design of a
conditional credit line for investment projects (CCLIP) to strengthen their fiscal
management capabilities, specifically by improving real estate tax collection and
expenditure efficiency, while rewarding improvements in management by providing
investment resources, ensuring that robust preinvestment processes are used in
managing them. The following factors justify the intervention under the proposed
CCLIP: (i) it enables standardizing the common aspects of the line in all
operations, promoting economies of scale; (ii) it encourages the achievement of
strategic, country-level targets under the fiscal consensus while offering solutions
to address the particular needs of each participating province; (iii) in terms of

19 See Bill S-4473/17, introduced by the Argentine Senate and Chamber of Deputies, promoting the
introduction of the concept of a gender-sensitive budget and the creation of a Gender Equity Technical Unit,
and providing a diagnostic assessment of budget-related gender gaps and inequalities.

20 Law 27,429.
21 Law 24,428.
22 Law 27,429.
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design, it makes it possible to approve several operations under a single set of
objectives and outcomes, components, priority outputs, and evaluations; (iv) it
provides a long-term vision for the provincial management strengthening actions
that require continuity in order to contribute to fiscal sustainability and economic
growth; (v)it offers a streamlined mechanism for preparing and approving
operations, with low processing costs for both the Bank and the government,
allowing all provinces to be included; (vi) the Bank’s experience in Argentina with
programs to strengthen subnational management (loans 3835/0C-AR,
1855/0C-AR); and (vii)the Bank’s experience in formulating and executing
infrastructure projects, with particular emphasis on the dimension of sustainability
across the project cycle.z

Complementarity with previous operations. This operation will make it possible
to consolidate and expand strengthening actions undertaken under loan
3835/0C-AR in the provinces of Corrientes, Mendoza, Neuquén, and Salta. The
first operation under the new CCLIP is aimed at extending the strengthening
actions to six more provinces, on the expectation that the CCLIP can encompass
all provinces in the medium term. In addition, it will make it possible to solidify
advances in designing the apex agencies of the country’s fiscal federalism system,
particularly by creating a federal real estate property valuation agency. This
operation also complements the taxpayer facilitation actions undertaken under loan
4500/0C-AR.

The Bank’s experience and lessons learned. The Bank’s previous experience in
strengthening subnational governments demonstrates the advantages of designing
programs that have investment incentives tied to improvements in management,
as well as the importance of a long-term relationship in actions to strengthen
management. The Subnational Infrastructure, Institutional Strengthening, and
Public Services Program (ME-X1002) in Mexico and the Fiscal and Public
Investment Expenditure Strengthening Program for Subnational Entities
(CO-X1018) in Colombia, both of which are CCLIPs, together with the investment
projects Program to Improve Municipal Management (loan 1855/0C-AR) in
Argentina and Subnational Development and Management Program
(loan 2668/0C-UR) in Uruguay, demonstrate the positive results of this strategy,
encouraging the tax effort and a more efficient use of public resources.2 The Fiscal
Management Modernization Program (PROFISCO I, CCLIP BR-X1005) in Brazil
demonstrates the positive impacts of this type of credit line on improving tax
collection. Lastly, the Bank has experience executing road infrastructure projects
financed in Argentina since 2000 that highlight the importance of financing
preinvestment studies.

This operation incorporates the following lessons learned from the Program to
Improve Municipal and Provincial Management (loans 1855/0C-AR and
3835/0C-AR) to heighten impact and facilitate execution: (i) target improvement to
provincial fiscal and financial systems so as to address the provincial and
municipal level through a single system more efficiently; (ii) establish an execution

23 What is sustainable infrastructure? A framework to guide sustainability across the project cycle.

24 For example, the project completion report for loan 2550/0C-ME shows that simultaneous actions in the
areas of revenue collection and urban infrastructure improvements in the State of Mérida made it possible
to surpass the outcome targets for own revenue by 45%.
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and program participation mechanism that does not require approval by provincial
legislatures; (iii) establish an execution mechanism that centralizes the majority of
the bidding processes at the national level; and (iv) tie access to investment
resources to progress on management strengthening projects in order to create
greater incentives to completing these reforms.

Strategic alignment. The program is consistent with the Update to the Institutional
Strategy 2010-2020 (document AB-3008) and is strategically aligned with the
development challenge of productivity and innovation by expanding the use of less
distortionary taxes, distortionary taxes being one of the principal challenges to
investment and productivity, and by improving the efficiency of public investment.
The program is also strategically aligned with the crosscutting areas of: (i) gender
equality and diversity, by fostering the quantification of provincial programs that
promote gender equity; and (ii) institutional capacity and rule of law, through the
objective of strengthening the tax and public resource management and
planning systems. In addition, the program contributes to the Corporate Results
Framework 2016-2019 (document GN-2727-6), particularly the indicators:
(i) percentage of GDP collected in taxes; (ii) subnational governments benefited by
decentralization, fiscal management, and institutional capacity projects;
(ii) countries benefited by IDB projects aimed at improving domestic resource
mobilization; and (iv) government agencies benefited by projects that strengthen
technological and managerial tools to improve public service delivery. Furthermore,
the program is aligned with the Strategy on Institutions for Growth and Social
Welfare (document GN-2587-2), in particular the area of public sector
management and finance, through improvements in the management of revenue
and expenditure. The program is also consistent with the Decentralization and
Subnational Governments Sector Framework Document (document GN-2813-3) in
the dimensions of: (i) improving the efficiency and quality of expenditure and
service delivery; (i) improving own revenue collection and access to finance; and
(iii) working with greater transparency and accountability; with the Fiscal Policy and
Management Sector Framework Document (document GN-2831-3) in the
dimension of improving fiscal equity and social inclusion; and with the Gender and
Diversity Sector Framework Document (document GN-2800-8) by fostering the
guantification of provincial programs that promote gender equity. Lastly, the
program is aligned with the Bank’s country strategy with Argentina (2016-2019)
(document GN-2870-1), particularly the strategic objective of institutional
strengthening of the government, with the expected outcome of improving the
efficiency of public management.

Objectives, components, and cost

Objective of the CCLIP. The objective of the CCLIP is to contribute to provincial
fiscal sustainability with a view to fostering growth by improving the management
of provincial revenue, expenditure, and public investment, designing the country’s
fiscal federalism, and implementing investment projects. The interaction between
strengthening actions and public investment projects will help to: (i) create
incentives for improving fiscal management by linking it with project financing; and
(i) ensure that improvements in the management of provincial investment are
implemented. The term for using the CCLIP is 15 years.
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Borrowers eligible to participate in the CCLIP. Since 4 provinces (Corrientes,
Salta, Mendoza, and Neuquén) are already included in loan 3835/0OC-AR, the
country’s 20 other jurisdictions will be eligible to participate as borrowers under this
CCLIP. The jurisdictions have been selected on the basis of geographic
representativeness,? financial deficit levels,2 and the commitment of their
authorities to improving administration.

Objectives of the first individual operation. The general objective of the first
individual operation under the CCLIP, in keeping with the goal of the CCLIP, is to
contribute to provincial fiscal sustainability and growth by improving revenue,
expenditure, and public investment and implementing investment projects. Its
specific objectives at the provincial level are to increase: (i) less distortionary
revenue as a share of total revenue; (ii) efficiency in public expenditure
management; and (iii) public investment.

Beneficiaries. In this first operation, the direct beneficiary provinces will be
Misiones, Jujuy, Chaco, Entre Rios, Rio Negro, and Tierra del Fuego. Since the
strengthening actions under Components | and Il will provide crosscutting benefits,
all residents of these provinces are expected to benefit.2” In addition, this operation
will benefit all provinces through Subcomponent 1.3 and Component Il by
supporting reforms in the design of the country’s fiscal federalism and by
strengthening its apex agencies.

These objectives will be pursued through the program’s components and principal
activities, which are described below:

Componentl. Strengthening of tax and financial administration
(US$46 million).2 The specific objective of this component is to increase the share
of less distortionary revenue in total revenue and boost the efficiency of public
expenditure and public investment. It will be broken down into
three subcomponents:

a. Subcomponent 1.1. Strengthening of tax administration and cadastral
systems (US$17 million). The program will seek to build the tax
administration capacity of the provinces, with an emphasis on the IBI. The
cadastral projects to be financed under this program will explicitly address
integrating the provincial cadastral systems with the real estate registries and
tax administrations.?? The subcomponent includes:®° (i) modernization of
territorial information systems; (ii) modernization of property records systems;
and (iii) modernization of tax administration systems.

25 Refers to ensuring that the various regions of Argentina are represented.

26 The financial deficit of the selected provinces averages 9% of total revenue, indicating their strengthening
needs.

27 Misiones has 1.2 million residents; Jujuy has 0.7 million; Chaco has 1.1 million; Entre Rios has 1.3 million;
and Tierra del Fuego has 0.2 million.

28 Efforts will be made to ensure that the systems developed under this component are aligned with the
technology standards for Argentina’s public administration.

29 Real estate tax collection will be improved through interventions on the pillars of the system: cadastre, real
estate registries, and revenue system, based on the specific weaknesses of each province.

30 Updating values and cadastral systems in Argentina has been associated with increases of 18% to 44%.
See Bonet, Mufioz, and Pineda (2015).
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Subcomponent 1.2. Strengthening of financial administration, public
expenditure, and provincial investment (US$17 million). To improve
expenditure effectiveness and efficiency, this subcomponent will support
optimizing the (current and capital) expenditure management procedures so
as to strengthen financial administration and the provincial investment cycle.
The subcomponent will seek to optimize all systems associated with the
administration of public resources. The outputs to be financed include:
() implementation and strengthening of human resources systems;3:
(i) modernization of financial administration and results-based and gender-
sensitive budgeting systems;32 and (iii) implementation and strengthening of
provincial public investment systems, including conservation and
maintenance actions and training in environmental and social management in
the public investment systems.

Subcomponent 1.3. Strengthening of the design of Argentina’s fiscal
federalism (US$12 million). This subcomponent will carry out activities
aimed at suggesting adjustments in the national-level institutional
arrangements that govern provincial management and at the same time
support provincial tax and public expenditure management and promote
coordination among the various levels of government, through: (i) design and
implementation of a socioeconomic data system for the regional economies;
(ii) design of indicators and measurement of the cost of service delivery;
(i) design and studies of provincial tax systems; and (iv) institutional
strengthening of the apex agencies to improve tax management and policy
coordination between the central government and the provinces and between
the provinces and the municipios, including a study of how GGP is calculated.

Component Il. Investments for development (US$95 million). The objective of
this component is to increase provincial public investment wh