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Another IMF bailout in Argentina

Argentina is experiencing another recession, this time under right-wing president
Mauricio Macri, who has once again turned to the International Monetary Fund
(IMF) for help. Will this time be different?

Alan Cibils

THREE and ahalf years after Mauri-
cio Macri came to power in Argenti-
nain December 2015 on the promise
of fixing the country’seconomy, it has
instead fallen into a deep recession.
In response, the government has
turned to the International Monetary
Fund (IMF) for help, with memories
of the last IMF bailout still fresh in
the minds of Argentinians.

Today, what little credit existed
inMacri’searly dayshasdried up, and
sky-high interest rates are encourag-
ing financial speculation over produc-
tive investment. Unemployment and
poverty rates have risen sharply, as
has the number of people with basic
needs unmet. Plunging economic ac-
tivity has negatively affected fiscal
revenue, so meeting the zero-deficit
target requires new spending cuts. To
topit all off, inflation hasrisen, reach-
ing almost 50% in 2018. Economic
growth and development are terms
that have been virtually erased from
official public discourse and policy
objectives.

This panoramaliesin stark con-
trast to Macri’s campaign promises,
which included reducing inflation to
asingledigit and a ‘ downpour of in-
vestments' that would arrive from
abroad when investors saw how busi-
ness-friendly the new government
was. Thisinturn would lead to great-
er stability, economic growth and
more jobs, and all would be well
again, he clamed.

Macri’s election followed 12
years of centre-left rule under Per-
onists Néstor Kirchner (2003-07) and
Cristina Fernandez de Kirchner, of-
ten known as CFK (2007-15). Inthe
first yearsunder the Kirchners, Argen-
tina's economy had improved steadi-
ly. Thefirst two Kirchner administra-
tions were marked by a strong eco-

nomic recovery from the 1998-2002
recession and massive 2001-02 crisis,
with high rates of economic growth,
sharp reductions in poverty and un-
employment, and asubstantial upturn
in real wages and consumption. This
resulted from a heterodox economic
policy framework aimed at develop-
ing the domestic market using expan-
sionary monetary and fiscal policy,
and a managed exchange rate that
favoured domestic consumption and
production.

During CFK’s second term, how-
ever, problemsbeganto crop up. First,
international commodity pricesbegan
to decline, increasing pressure on
Argentina’s foreign sector accounts.
In response, CFK implemented ex-
change controls, or government-im-
posed limits on foreign currency op-
erations, which led to the develop-
ment of ablack-market exchangerate
where Argentines traded pesos with
dollars and other currencies as the
value of their money depreciated.
Second, inconsistencies in the man-
agement of monetary and exchange
rate policies resulted in inflation and
appreciated exchange rates. Third,
New York Judge Griesa's 2012 rul-
ing infavour of holdout vulturefunds
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Argentine President Mauricio Macri meeting IMF Managing Director Christine Lagar-
dein Buenos Aires, March 2018. In June 2018, Argentina signed a three-year stand-by
agreement for $50 billion, the largest loan in the IMF's history.

suing Argentinatemporarily interrupt-
ed debt service payments and access
toforeign capital markets, prompting
fears of a government default. The
government struggled to respond to
challenges requiring policy adjust-
ments until it was too late. Further-
more, sectorsof the el ectorate became
discontented with exchange controls
and inflation, decisively influencing
the outcome of the 2015 presidential
election.

Big business, and especidly fi-
nance, were optimistic in the face of
Macri’s electoral victory. Bloomberg
welcomed Macri with a revealing
headline: “Wall Street Isin Chargein
Argentina (Again).” They wereright.
From hisfirst day in office, Macri im-
plemented typical neoliberal tradeand
finance liberalisation policies — re-
moving most barriers to the free
movement of goods and servicesand,
more importantly, finance, including
eliminating exchange controls. The
government’s hope was that by
‘neoliberalising’ the economy, foreign
investment would flow in and thus
correct external imbalances. For a
country experiencing a shortage of
foreign exchange, this move risked
making external imbalances worse.



Theresult of these policies
was to flood the local mar-
ket with imported goods,
killing local jobs and busi-
nesses and worsening the
trade balance, while for-
eigninvestments never ma-
terialised.

For thefirst two years,
the Macri administration
issued massive amounts of
public debt to service the
country’s external deficit,
most of it denominated in
foreign currency. Howev-
er, by February 2018, for-
eign capital markets had
largely stopped bankrolling Argenti-
na, setting off arun on the peso, re-
sulting in devaluation and a surge in
inflation. The lack of access to for-
eign credit meant that Argentinawas
headed for another default, or aforced
debt restructuring at best.

Enter the IMF

At that point, Argentine authori-
tiesturned to the IMF in desperation.
It wasn't the first time: Argentina
turned to the IMF in 2000 when, &f-
ter three years of recession, it was
unableto serviceitsmassivedebt. The
IMF conditioned its loans on fiscal
spending cuts, accelerating Argenti-
na’s economic downturn and making
the massive December 2001 crisis
that followed inevitable.

Not much haschanged at theIMF
in the 18 years since Argentina’s last
experience. In mid-June 2018, Argen-
tinahad signed athree-year stand-by
agreement for $50 hillion, the largest
loaninthe IMF shistory. With aseri-
ously flawed diagnostic of Argenti-
na’s problems asapoint of departure,
the conditions attached to the loan
were vintage IMF: fiscal austerity
with a zero-fiscal-deficit target ex-
cluding debt service payments; are-
newed commitment to an inflation-
targeting monetary policy; afloating
exchange rate regime; and ending
central bank financing of thetreasury,
among others.

However, by mid-August 2018,
after another run on the peso con-
sumed most of the IMF's first dis-
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negotiations with the IMF. Memories of the IMF bailout in 2000 —
which accelerated the country’s economic downturn —are still fresh
in the minds of Argentinians.

bursement of $15 billion, Argentina’'s
authorities once again turned to the
IMF to request a larger loan. By the
end of September, the IMF had ap-
proved a$6.3 billion extension to the
original loan, with new conditions
attached and, moreimportantly, asub-
stantially accelerated disbursement
schedule: 90% of the loan would be
disbursed before December 2019.
With presidential elections in Octo-
ber 2019, many interpreted thismove
as a clear show of IMF support for
Macri’s re-election.

Among the new conditions was
a180-degree changein monetary and
exchange rate policies. The obvious
failure of targeting inflation through
afreely-floating exchangerate frame-
work led the IMF to implement a
zero-growth target for the monetary
base — or no inflation, a very reces-
sionary tool. The Argentine central
bank increased its nominal interest
rate to more than 70% in order to
withdraw pesos from circulation and
meet the target. 1t aso implemented
afloating exchangerate, limited to an
inflation-adjusted range. If the ex-
change rate moves outside of that
range, the central bank is allowed to
intervene in the foreign exchange
market. All of this implies that IMF
lenders see exchange rate stability as
key to lowering inflation in Argenti-
na.

What have been the results of
Argentina s new engagement with the
IMF? In the foreword to the April
2019 World Economic Outlook re-
port, the IMF noted that macroeco-
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nomic instability in Ar-
gentina (and Turkey)
and numerous other fac-
tors ‘have all contribut-
ed to a significantly
weakened global expan-
sion, especially in the
second half of 2018’.
Since consumption, in-
vestment and economic
activity dropped signifi-
cantly and inflation a-
most doubled since the
agreement was signed,
theIMFisimplicitly ac-
knowledging that itspol-
icy recommendationsin
Argentinahavefailed and are contrib-
uting to the slowdown in global eco-
nomic growth.

While the first stand-by agree-
ment enabled Argentina to avoid a
default and foreign creditors to get
paid, the second agreement incen-
tivised capital flight by providing ad-
ditional dollars to short-term specu-
lators, not unlike the capital flight that
led up to the 2001-02 crisis. In other
words, Argentinais again at the edge
of the abyss, facing a potentialy ex-
plosive economic and social situation
just ahead of presidential electionsin
October.

What to expect

Will Argentinaend up going over
the edge, or turn around and find its
way back to growth and develop-
ment? The answer dependsin part on
the outcome of the upcoming elec-
tions, where there will likely be two
clear aternatives.

Thefirstiseither Macri or anoth-
er candidate from within his political
party. Macri’s support and approval
ratings have plunged since mid-2018.
Asaresult, many are suggesting that
MariaEugeniaVidal, governor of the
province of BuenosAires, should run
in his place. Regardless of who the
candidateis, the policy programmeis
clear. In a recent interview, when
asked what his economic programme
would beif re-elected, Macri said he
would continue with the same poli-
cies but at a faster rate. One can ex-
pect greater austerity, areprivatisation



of the social security system, labour
flexibilisation (i.e., further erosion of
workers' rights), and deeper cuts in
public sector wages and empl oyment.
In other words, an accel eration of the
downward spiral aready in place,
with a major crisis as a likely out-
come. This would be the ‘over the
edge’ option.

The alternative is a candidacy
centred around former president CFK,
who announced on 18 May that she
would run for the primary elections
of the Peronist party as a vice-presi-
dential candidate to her former chief
of staff, Alberto Fernandez. CFK re-
mains the opposition politician with
the most support, but while her ap-
proval rating has increased in recent
months, she still faces aconsiderable
portion of the electorate who do not
want her back in office. While the
Fernandez team has not spelled out
an economic programme in detail,
they have spoken of the need to reac-
tivate economic growth, job creation
and consumption, and to control in-
flation through a ‘social pact of citi-
zen responsibility’. Should they or a
similar candidate win, they will al-
most certainly haveto negotiate apri-
vate debt restructuring. But perhaps
the most difficult negotiation will be
with the IMF, since almost the entire
loan as it stands must be paid off by
the end of 2023. This will most cer-
tainly be the trickiest aspect of an
opposition victory, given how inflex-
iblethe IMF has provento beinthese
kinds of negotiations. As IMF Man-
aging Director Christine Lagarde re-
cently stated: ‘It would be foolish on
the part of any candidate [in the Ar-
gentine elections] to turn their back
to the work that is underway.’

But hopefully, Argentinawill do
just that: leave IMF austerity and
neoliberalism behind and, more im-
portantly, learn the lesson, once and
for all, that neoliberalism and the IMF
are antithetical to development. &

Alan Cibils is an Argentine economist and
Chair of the Political Economy department
at the Universidad Nacional de General
Sarmiento in Buenos Aires, Argentina. This
article is reproduced from nacla.org, the
website of the North American Congress on
Latin America.
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THE multilatera trading system centredin the
World Trade Organization (WTO) faces no
less than an existential threat stemming from
the United States’ blocking of new
appointments to the WTO's Appellate Body
(AB) — a standstill which could effectively
paralyze the entire mechanism for resolving SANEHBKIE Kansind
trade disputes between countries.

Whilethe US stance has been seen asa
means to force through a reshaping of the
WTO in Washington’'s own interests, it has
also cast a spotlight on longstanding flawsin
the WTO dispute settlement system. As this
paper points out, dispute panels and the AB TWN
havein several cases been perceived asunduly e
altering the balance of WTO member states'
rights and obligations, often to the detriment
of developing countries.

The priority now, asserts the paper, isto “call the US bluff” and address
the AB impasse at the highest political decision-making level of the WTO.
Separately, areview of theWTO dispute settlement regime, whichislong overdue,
should be undertaken in order to ensure that the system enshrines principles of
natural justice.
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