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Low Leverage
Over the last decade, Argentinian provincial debt has constantly declined as a percentage
of current revenues, closing 2015 at an estimated aggregate 29.8%. According to Fitch
Ratings’ criteria, this metric is considered a strong indication of the debt burden and
capacity to pay. Although there is no solvency risk at the consolidated level, the market
constraints and difficulties accessing long-term financing have been constantly pressuring
liquidity, leaving provinces exposed to refinancing risk. Provincial debt as a percentage
of GDP remains very low, closing 2014 at 4.7%, which compares favorably with Latin
American countries, such as Mexico (3.1%), Colombia (1.4%) and Brazil (11%).
High Inflation and Currency Depreciation
High inflation presents a challenge to healthy fiscal performance. Provinces have rigid
expenditure structures, where personnel expenses represent close to 60% of current
revenues. Salary and price adjustments have pressured operational expenditures,
driving volatile operating margins since 2009. Debt service and growth in debt stock
have also been affected by currency depreciation, as 64% of the consolidated provincial
debt is denominated or linked to foreign currency (USD). Some provinces with revenues
linked to commodities and royalties have a natural hedge to some extent. Despite these
challenges, Fitch believes Argentinian provinces’ fiscal performance is manageable.

Provinces Debt

2016 Provincial Financing Needs
Provinces’ 2016 borrowing requirements amount to ARS66 billion (USD4.6 billion),
which could be higher, as some provinces also have authorization to refinance existing
debt to get better terms and conditions. Fitch recently assigned an expected rating of
‘B(EXP)’ to a bond issuance from Neuquen of up to USD526.2 million, which will be
backed by a share of gas and oil royalties.
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LRG – Local and regional government. Note: As of
2014, Argentina includes only provincial debt.
Source: Fitch.
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Ratings Constrained at the Country Ceiling
Compared with international peers, the key debt and fiscal metrics of the majority of
Argentinian provinces suggest an intrinsic credit profile higher than the country ceiling of
‘B’. Fitch currently rates two provinces — Salta and Neuquen — and the cities of Buenos
Aires and La Plata at long-term foreign and local currency Issuer Default Ratings of ‘B’.
Positive Outlook for Federal Transfers, but Negotiation Still in Progress
Fitch believes the devolution of the 15% federal transfer share from Argentina to the
provinces is a credit positive. Decree 408/2016 establishes a gradual devolution over
five years. Negotiations are underway regarding the progressive nature of the devolution
and debt recognition in years the withholding was effective. Federal transfers currently
represent 50% of provinces’ consolidated revenues. Other topics under negotiation
include a new coparticipation system; using funds to increase investment in education
and basic infrastructure; establishing a regime to sustain fiscal and financial recovery for
the national and local governments; and transferring assignments, goods and services.

LRG Debt/GDP

45
30

22.2

15
0

Source: Ministerio de Economia y Finanzas.

Operating Margin

(%, Consolidated Provinces)

Inflation and FX

40

Consumer Prices (Annual % Change)
ARS per USD (Annual Average)
(ARS)
20

30

15

10

20

10

5

10

5

0

0

0

25
20
15

E – Estimate.
Source: E&R, Fitch calculations.

(%)

F – Forecast.
Source: Fitch.

May 11, 2016

Argentinian Provinces Dashboard
Disclaimer
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS.
IN
ADDITION,
RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES
ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS
SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR
ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD
ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY
PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
Copyright © 2016 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY
10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in
whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and
in making other reports (including forecast information), Fitch relies on factual information it receives from issuers
and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation
of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verification of that information from independent sources, to the extent such sources are available for a given
security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party
verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements
and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the management of the issuer and its advisers,
the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the
availability of independent and competent third-party verification sources with respect to the particular security or
in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should
understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of
the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately,
the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the
market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work
of experts, including independent auditors with respect to financial statements and attorneys with respect to legal

www.fitchratings.com

International Public Finance / Latin America

and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking
and embody assumptions and predictions about future events that by their nature cannot be verified as facts.
As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or
conditions that were not anticipated at the time a rating or forecast was issued or affirmed.
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the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a
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publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an
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Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due
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