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Argentina: Another confidence crisis, another IMF agreement

The worsening of the currency rate crisis in Argentina in recent weeks must be viewed in a broader

context of increased risk aversion to emerging markets. The scenario of increasing geopolitical uncertainty,

trade tensions and greater growth divergence in different regions (with shrinking growth expectations for

the global economy as a whole) led to a reduction in the risk appetite for emerging markets. Countries with

more fragile fundamentals and greater external borrowing requirements have been the most affected, and

Argentina stands out in that regard.

In the most explicit questioning of the markets since April, the gradualism of Argentina’s macroeconomic

adjustments once again generated mistrust among economic agents, leading to a new wave of Argentine

peso depreciation in late August. With the inauguration of Mauricio Macri in late 2015, Argentina entered a

process of reorganization of its economic policy after more than a decade of interventionist policies, with

the public sector in control of important allocation decisions, including sectoral and price controls. That

policy mix gradually isolated the country from the international market, in addition to promoting a

misalignment of relative prices, which resulted in accelerated inflation.

Considering that no democratically elected non-Peronist president of Argentina (as is the case with Macri)

reached the end of their term in office since Juan Perón came to power in 1946, it is politically

understandable that the administration opted for gradualism in implementing the more unpopular

macroeconomic adjustment measures, such as reducing subsidies for power or public transport, which had

been frozen for years.

Chart 1: Argentine Peso (ARS/USD)

Source: Bloomberg and Bradesco
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The government hoped that economic growth generated by gradual economic normalization and the

country’s reintegration into global markets would facilitate the implementation of unpopular measures

over time. This, in turn, would signal continuity of macroeconomic policy with the prospects of the re-

election of President Macri in 2019. In practice, the government adopted a closely managed exchange-rate

to anchor inflation expectations.

The strategy worked as long as the abundance of liquidity conditions in the international capital market

held steady. International markets initially gave the government the benefit of the doubt and reopened

their doors to Argentine issues, to the point that the country issued USD 2.75bn in 100-year bonds in June

2017. Funds raised abroad were converted into Argentine pesos to finance the public deficit, while also

satisfying the domestic demand for foreign currency assets.

However, once emerging economies began to face more restrictive liquidity conditions, Argentina was

among the economies most affected by the markets. This is because the significant deficit in the external

accounts (worsened in 2018 by the drought and its effects on agricultural exports), rising inflation and

dependence on external resources to finance the high fiscal deficit were taken into account. For a more

detailed discussion on the vulnerabilities of Argentina, see DEPEC Highlight Argentina’s economic policy and

its impact in Brazil of May 9, 2018.

After the first crisis, Argentina sought a program with the IMF on June 7 (approved by the fund’s

Executive Board on June 20). The program provided short-term resources for public funding in return for

the government’s promise to accelerate the pace of fiscal adjustment and disinflation. Tighter global

liquidity conditions, however, were inconsistent with the implementation of accelerated but still gradual

fiscal adjustment.

In the original agreement, Argentina had promised not only to accelerate fiscal adjustments, strengthen

its commitment to inflation targets but also to reduce intervention in the foreign exchange market and

gradually end Treasury financing by the Central Bank. In particular, an important aspect of the latter would

be achieved with the gradual redemption of Letras Intransferibles and Adelantos Transitórios from the BCRA

balance-sheet (the instruments that enabled BCRA fiscal deficit-financing), as well as a reduction to the stock

of Lebac (BCRA-issued 30-45 day peso bills used to manage liquidity, whose rollover has been a source of

constant volatility).

The economic program agreed with the IMF faced difficulties almost immediately, as inflationary pressure

from the peso depreciation in the second quarter cast doubt on Argentina’s ability to meet inflation targets

as early as 2018. The external environment was also more adverse than anticipated, marked by rising risk

aversion in emerging markets.

Internally, efforts to accelerate redemption of the Lebac as of early August also contributed to the strong

pressure on the ARS in recent weeks. Reducing the stock of Lebac was a key goal of the IMF agreement, as

virtually the entire stock of these bonds (just over ARS 900 billion, or about USD 30 billion in early August)

had to be rolled over on an almost monthly basis. There was a persistent concern that difficulties in the

monthly rollover could flood the market with liquidity and trigger demand USD to the point of destabilizing

the economy. In short, Argentina remained very vulnerable to mood swings (both domestic and in the

international market) due to the need for major refinancing of short-term debt.
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A new rule announced by the BCRA on August 13 barred banks from rolling Lebac held for their own

account. In the rollover auctions, banks were only allowed to submit orders for the rolling of third-party

bills. The Lebac held by the banks would have to be exchanged for 1-year Central Bank notes (Nobac) or

liquidity bills (Leliq) – or redeemed in pesos. Non-bank Lebac holders will have until the end of the year to

exchange their securities for other instruments. In the 30 days leading up to September 13, the stock of

Lebac in the market fell from ARS 970bn to ARS 594bn, while the stock of Leliq expanded from ARS 97bn to

just under ARS 250bn.

Reducing the stock of Lebac is a prudent debt management measure because it reduces the rollover risk

that made Argentina hostage to investors at times of increased market stress. But the turbulent external

context and internal difficulties caused some of the Lebac liquidity to fuel demand for USD, helping to

generate the currency crisis of August, when the peso set the record low of almost ARS/USD 40 (on

September 4), despite raising the policy interest rate to 60% and increasing bank reserve requirements to

contain liquidity.

The currency crisis was also fueled by inconsistencies between the government and the IMF on the

conditions for IMF disbursements that would have guaranteed the government’s financial program

through the end of 2019. This forced the administration to completely abandon gradualism and promise to

zero the primary deficit as early as 2019.

A new agreement with the IMF is still being negotiated based on new fiscal targets for 2019 and 2020, in

addition to the adjustment measures already announced by the government. Both sides, however, are

signaling that the negotiations have been productive and the expectation is that an agreement will soon be

reached that guarantees Argentina’s financing until the end of 2019.

With respect to the new fiscal program, Argentina promised to deliver a balanced primary fiscal balance

as early as 2019, against a primary deficit of 2.6%/GDP in 2018. The country also committed to generate a

primary surplus of 1%/GDP in 2020.

Table 1: Argentina – 2019 Fiscal Effort (% GDP)

Source: Ministry of Finance and Bradesco

% GDP Description

Social Expenditure +0.3 Social security expenses grow according to “Fórmula de 
Movilidad”, increase of 2% in beneficiaries, other 
expenses grow according to inflation

Expenses -1.6
Public Investments -0.7 50% cut (real)
Subsidies -0.5 Focused on electricity rates and public transportation
Operating Expenses -0.2 Hiring freeze, wage increase limited to inflation, 20% cut 

in actual costs with goods and services
Other expenses -0.2 20% cut in actual costs with goods and services

Income -1.3
Export Duties -1.1 ARS/USD 4 primary exports; ARS/USD 3 of other exports
Other income -0.2 Tax on Property Income, Capital Gains

TOTAL ADJUSTMENT -2.6
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Table 1 shows the Government’s plan to generate the fiscal effort necessary to meet the new primary

result goal. The adjustment is mainly obtained with the collection of the export tax and with cuts in public

investment. Public investments are in fact the most easily adjustable expenditure item in the budget. The

export tax is very negative for the competitiveness of Argentine exports, but it is a difficult tax to evade and

will likely generate a strong increase in short-term collection. Even if the other savings proposed by the

government, such as the real reduction of 20% with the purchase of goods and services and the freezing of

government employee hiring turn out to be overstated, the terms of the fiscal effort seems to be generally

credible. We believe the main challenge will be how to replace the export tax revenues with other revenues

(or expense cuts) in the medium term, assuming that this tax is eventually withdrawn because of the

negative impact on competitiveness.

The government’s estimate of 0.2%/GDP growth in other tax collection seems a bit too optimistic because

it does not take into account the likely impact of falling growth on revenue. The Brazilian experience

during the 2015-16 recession serves as an alert, as tax revenues fell in real terms during the recession faster

than GDP contracted (between 2013 and 2016, tax revenues fell from approximately 19%/GDP to

17%/GDP). It is evident that the elasticity of taxation on the GDP varies according to each country’s tax

structure, specifically: the weight of taxes on profits and dividends, which tend to have greater elasticity; the

restoration space of rates in each economy; the weight of export taxes that may be more elastic by

benefiting from the intense exchange rate depreciation, among other factors.

It is still too early to assess the impact of the confidence crisis on the Argentine economy. We initially

reduced our 2018 economic growth forecast from +1.0% to -1.5%, reflecting a contraction in consumption

and investment. Assuming the stabilization of the currency crisis and projecting an exchange rate of

ARS/USD 40 at the end of the year, we also raised our inflation forecast in 2018 to 40%. This scenario is

conditioned on the conclusion of an agreement with the IMF that allows the government to begin to regain

credibility in the economic policy.

The new inflation targets, adjusted for the effects of the Argentine peso depreciation, promise to be

another highlight of IMF-Argentina negotiations. It is worth remembering that meeting the inflation targets

was part of the assessment criteria of the IMF program approved in June. In fact, the agreement established

two bands of tolerance, requiring Argentina to consult the IMF technical staff if inflation went outside the

domestic band, and subjecting the agreement to a reassessment of the Fund's Executive Board if inflation

were above the external band. The new agreement should maintain an ambitious inflation target in order to

once again anchor expectations to the inflation targets set by the monetary authority. Meanwhile,

Argentina’s medium-term scenario involves the economic policy that will take effect after the October 2019

election and the success of the current adjustments.
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Chart 2: Consumer Inflation and Inflation Targets of the IMF Agreement in June/2018

Source: INDEC, IMF and Bradesco
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DEPEC – BRADESCO is not responsible for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Thus, we emphasize that all consequences and responsibility for the use of any data or analysis of this publication are
assumed solely by the user, exempting BRADESCO from all actions resulting from the use of this material. We also point out that access to this
information implies acceptance of this term of responsibility and usage. The total or partial reproduction of this publication is strictly prohibited,
except with authorization from Banco BRADESCO or full citation of the source (naming of the authors, the publication and Banco BRADESCO).

Director of Economic Research and Studies Fernando Honorato Barbosa

Economists Andréa Bastos Damico / Constantin Jancsó / Ellen Regina Steter Hanna Farath / Estevão Augusto Oller
Scripilliti / Fabiana D’Atri / Igor Velecico / Leandro Câmara Negrão / Mariana Silva de Freitas / Myriã
Tatiany Neves Bast / Priscila Pacheco Trigo / Rafael Martins Murrer / Robson Rodrigues Pereira / 
Thomas Henrique Schreurs Pires

Interns Ana Beatriz Moreira dos Santos / Camila Medeiros Tanomaru / Felipe Yamamoto Ricardo da Silva / 
Isabel Cristina Elias de Souza Oliveira / Lucas Maia Campos / Renan Bassoli Diniz / Thaís Rodrigues da 
Silva

economiaemdia.com.br


