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Provinces Strategy Flash 
 PBA suffers yet another blow to its fiscal position 

Earlier today, the national 
government eliminated 
PBA’s Fiscal Strengthening 
fund, in a move that strains 
the province's fiscal 
position even further.  

Earlier today, the national government eliminated PBA’s Fiscal Strengthening fund, in a 
move that strains the province's fiscal position even further. This fund has been a controversial 
issue since its creation. Originated in 2020, amidst the COVID crisis, the national administration 
decided to take away a portion of the City of Buenos Aires coparticipation revenues, granting them 
to the province of Buenos Aires. This decision came on the back of police and security force 
strikes against PBA governor, Mr. Kiciloff, demanding for improved wages, and the fund was 
created to satisfy these claims, that is, to pay for operating expenditures of the province. The 
funds totaled nearly 3.5% of the revenues of the province in 2023, which represents around 
ARS250bn (USD846mn at the 2023 average official FX). The news could not have come at a worse 
time for the province, as just last week it phased in the newly created Municipal Strengthening 
Fund, which, as its name suggests, provides additional freely available funds for the PBA munis. 
This fund is bound to total ARS116bn (1.6% of revenues), with the first payment made on the 15th 
of February, while the rest of the fund is bound to be disbursed in 3 other installments, 30% before 
the 30th of April, 30% before the 31st of July and 30% before the 30th of October of the current 
year. In addition, the province must face, by the end of this week, the payment of its Eurobonds, 
having to service USD235mn in interest and USD118mn in amortization payments. 
 

 Figure 1: The news compound with massive cuts in discretionary transfers 
 

  
 Source: TPCG Research based on Finance Ministry. 
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making them increasingly 
credit negative. 

This news compounded with an enlarging series of measures that are detrimental to the 
health of PBA’s fiscal position, including a heavy trim in discretionary transfers, making 
them increasingly credit negative. While the latest news weighs heavily on the PBA’s fiscal 
position, the administration is trying to get the entire provincial space in line with its austerity 
program, as it needs the entire balance of the consolidated public sector to be hawkish, to cleanse 
the fiscal position of the national government and to tame inflationary pressures going forward. In 
this context, discretionary transfers to provinces in January collapsed in real terms, shrinking by -
79%yoy. While the effect was not even throughout the space, extrapolating the current reduction 
in transfers vs the relative weight of these in each of the province’s balances, we find the most 
affected regions to be La Rioja (-17.8% of income sources) Santa Cruz (-9.2%) and PBA (-8.4%). 
This adds up with the income tax law, instated in 2023, which will also dent provincial balances. 
In addition, the jury is still out regarding the effect of the cuts in fiduciary funds and activity levels 
in provincial income. Compounding the mentioned factors above, in a scenario where the hostility  
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 between the province and the national government continues, PBA is bound to lose 2.3% of its 
revenues due to the income tax law, 3.5% of its revenues due to the cuts in the Fiscal Strengthening 
fund, and another 8.4% due to cuts in discretionary transfers, if Mr. Milei does not decide to cut them 
off completely, as the province only suffered a -66% drop in real terms in January. 
 

 Figure 2: All of the major provincial income sources are bound to suffer 

 

  
 Source: TPCG Research based on Finance Ministry. 
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of the national 
government’s 
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In this context, we believe the composition of provincial income suggests provinces are bound 
to suffer the brunt of the national government’s adjustment plan, portraying a bleak outlook 
going forward. Dissecting the composition of provincial income, the three main sources of revenue 
the provinces receive include: (i) Automatic Government transfers, originating from the Copa scheme 
and fiduciary funds, (ii) discretionary government transfers, and (iii) provincial tax revenues. We 
believe all three will suffer significant strain going forward. On automatic transfers, the national 
government is bent on trimming fiduciary funds, which support a significant portion of the provincial 
salary mass, including teachers and security forces, leaving the provinces to handle inflated payrolls, 
which they cannot fund, on their own. In addition, even if the National government does have some 
revenue lines indexed, such as export taxes, most coparticipable taxes are not, and are very sensitive 
to activity metrics, which have been suffering massively since December, meaning whatever the 
provinces are bound to receive from the copa scheme will be depressed relative to inflation. On the 
discretionary transfers side, as discussed above, the administration has the ability, and intention, to 
cut off a significant portion of them, while provincial revenues are also heavily reliant on activity levels, 
which will be hammered during 1H24. Furthermore, in relative terms, the provinces are bound to 
suffer some balance sheet effects, which will bloat their debt services in USD in relation to their ARS 
income sources, at least until inflation, and then tax revenues, catch up to the official FX devaluation. 
All in all, with all income sources bound to suffer significantly, most provinces will be faced with the 
unpleasant task of dialing back expenditure. While there have been some movements in that direction 
since the start of the year, it will come down to each governor to choose which lines to trim, in a 
context where the provinces have picked a row with the national government, one it is not certain 
they can win. For an in-depth view of the current state of the dispute between the national 
government and the provinces, please click here. 
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Important Disclaimer 

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG 
Valores SAU to provide its customers with general information regarding the date of issue of the report and are subject to 
changes without prior notice. TPCG Valores SAU is not liable for giving notice of such changes or for updating the contents 
hereof. The document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any 
securities or other instruments, or to undertake or divest investments. Neither shall the document nor its contents form the basis 
of any contract, commitment or decision of any kind.  

Investors who have access to the document should be aware that the securities, instruments or investments to which it refers 
may not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not 
been taken into account to prepare the report. Therefore, investors should make their own investment decisions considering the 
said circumstances and obtain such specialized advice as may be necessary. 

The contents of the document are based upon information available to the public that has been obtained from sources 
considered to be reliable. However, such information has not been independently verified by TPCG Valores SAU, and therefore 
no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. TPCG Valores SAU. accepts no 
liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note 
that the past performance of securities or instruments or the historical results of investments do not guarantee future 
performance. The market prices of securities or instruments or the results of investments could fluctuate against the interests of 
investors. Investors should be aware that they could even face a loss of their investment.  

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every 
investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such 
circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking any transaction 
with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the 
same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited 
or even not exist. 

TPCG Valores SAU. and/or any of its affiliates, as well as their respective directors, executives and employees, may have a 
position in any of the securities or instruments referred to, directly or indirectly, in the document, or in any other related thereto; 
they may trade for their own account or for third-party account in those securities, provide consulting or other services to the 
issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or 
employees, or may have interests or perform transactions in those securities or instruments or related investments before or 
after the publication of the report, to the extent permitted by the applicable law. 

TPCG Valores SAU or any of its affiliates’ salespeople, traders and other professionals may provide oral or written market 
Commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. 
Furthermore, TPCG Valores SAU, or any of its affiliates’ proprietary trading and investing businesses, may make investment 
decisions that are inconsistent with the recommendations expressed herein. 

No part of the document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted 
without the prior written consent of TPCG Valores SAU. No part of the report may be copied, conveyed, distributed or furnished 
to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to 
comply with these restrictions may breach the laws of the relevant jurisdiction. 

For U.S. persons only: 

This report is a product of TPCG, which is the employer of the research analyst(s) who has prepared the informative report. The 
research analyst(s) preparing this report is/are resident(s) outside the United States (U.S.) and is/are not associated person(s) of 
any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer and is/are 
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or 
regulations. 

This report is intended for distribution by TPCG only to U.S. Institutional Investors and Major U.S. Institutional Investors, as 
defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the 
U.S. Securities and Exchange Commission (SEC), in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a a US 
Institutional Investors nor a Major U.S. Institutional Investor, as specified above, then he should not act upon this report and 
return it to the sender. Further, this report may not be copied, duplicated and/or transmitted to any U.S. person, which is not a 
U.S.  Institutional Investor, nor a Major U.S. Institutional Investor. 

In order to comply with the US regulations, our transactions with US Institutional Investors and Major US Institutional Investors 
are effected through the US-registered broker-dealer Marco Polo Securities Inc. (“Marco Polo”). Transactions in securities 
discussed in this report should be effected through Marco Polo or another U.S. registered broker dealer. 
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