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Abstract

Many financial crises during the last decade have derived more directly from
political than purely economic problems. When democratic institutions, government
transparency, regulatory oversight or the rule of law break down, the likelihood that
politicians will implement unsustainable economic policies rises. The economics literature
analyzes the role of poorly-functioning government institutions in allowing a nation to slip
into financial crisis. However, the literature on the effectiveness of post-crisis reforms
focuses almost exclusively on whether the stated post-crisis policies are appropriate from
an economic viewpoint. Oddly, that literature fails to examine the status of the underlying
governmental deficiencies, assuming implicitly that they have been remedied. Because
economic reforms are feasible only with wide political and social consensus, two important
post-crisis issues are essential to the success of such reforms; namely, the political situation
and politicians’ management of economic policy.

Political failures are particularly relevant to the Argentine financial crisis that began
in December, 2001. This paper identifies those political issues, which derived from an
unstable political structure characterized by corruption and fragmented power between
provinces and the federal government. Critically, the rule of law had been undermined in
1991. Interestingly, these same shortcomings still pervade Argentina in 2004. The resultant
lack of political consensus continues to delay implementation of the structural reforms
necessary to return to sustainable economic growth. Social confidence in the government is
low; the independence of the Supreme Court has been shattered; and the rule of law
continues to be eroded, as the government tramples on the property rights of private firms
and public debtholders. Because it seems unlikely that Argentina can overcome its political
deficiencies in the near future, its prospects for full economic recovery are limited,

regardless of which economic reforms it implements.



. Introduction

The economic and political causes and effects of financial crises have been widely
studied, beginning with Krugman’s (1979) seminal work. The issue gained popularity after
the Latin American debt crisis in the early 1980s. During the 1990s, a new wave of
financial capital inflows to developing countries generated the conditions for a series of
financial crises characterized by sudden capital flight (Reinhart and Reinhart, 1998; Calvo,
1998). The first was the 1994 Mexican peso crisis, which generated the so-called Tequila
Effect that spread serious financial problems to other developing nations (Calvo, 1996;
Gavin and Hausmann, 1996; Summers, Ortiz and Mancera, 1996; Heath, 1999; Ortiz
Martinez, 1998; Sharma, 2001; Thacker, 1999). In 1997, a regional crisis devastated several
Southeast Asian countries through sudden outflows of financial capital that resulted in
severe currency devaluations (Aghevli, 1999; Higgins, 2000; Hoenig 1998; Kawai, 1998;
Lee, 1998; Leightner, 2000; Moreno, 1999; Radelet, 1998; VVan Wincoop, 2000). In 1998,
the Russian crisis extended its effects to many developing countries, even affecting Wall
Street markets (Astapovich, 2000; Boettke, 1999; Cherniavskii, 2000; Gaidar, 1999;
Kingston-Mann, 1999; Calvo, 1998; Reinhart and Kaminsky, 1998). Brazil, suffered a
financial crisis in 1999 (Fraga, 2000; de Paula, 2000). Finally, in late 2001, Argentina
succumbed to its own crisis.

These crises exhibited several common characteristics, especially weakness and/or
instability in the financial sector and rapid outflows of international capital. Although the
Argentine crisis also shared most of these characteristics, it included additional
idiosyncratic characteristics, both positive and negative. On the positive side were an
apparently well-functioning currency board and a sound banking sector that enjoyed the
confidence of domestic depositors. On the negative side were an unstable political situation
characterized by a lack of leadership, waning social consensus on the reforms that had been
applied during the 1990s and poorly-functioning political and economic institutions.
Together, these factors created the environment that turned Argentina’s prosperity of the
early 1990s into a devastating financial crisis (Corrales, 2002; Manzetti, 2002; Remmer and
Wibbels, 2000; Baer, et al., 2002).

The research question in this paper is, “How has Argentina’s political environment

affected its ability to recover from its crisis?” The first step in answering that question is to



compare Argentina’s pre- and post-crisis economic variables with those of other nations
that suffered financial crises during the past decade. The Appendix does this by presenting
the evolution of sixteen important economic variables for Brazil, Singapore, the Republic
of Korea, Malaysia, Thailand, the Philippines and Mexico. Each variable appears in a
separate table, with each nation’s crisis year labeled t (e.g., t=1999 for Brazil), in order to
simplify comparisons. Variable values are reported for the three pre-crisis and three post-
crisis years.

Clearly, Argentina’s recession was much stronger both in the years preceding the
devaluation and in its aftermath. Argentina’s GDP declined by 5.0% during the period of
analysis, while other economies’ average growth was 22.9%". Argentina’s per capita GDP
declined by 16.1%, in contrast to 12.2% growth for the rest of the countries. The failure of
aggregate GDP and per capita GDP to return to pre-crisis levels distinguishes Argentina’s
experience from that of the others. Furthermore, despite the devaluation, Argentina’s
unemployment rate (15.2%) continues to be high relative to the average (4.8%) for the
other countries. The government’s default on public debt has stifled confidence in the
country. Monetary indicators, such as M2 (27.0% of GDP versus 75.8%) and M3 (32.0%
versus 91.5%), are much smaller than in the Asian countries (Appendix). As will be
discussed below, they would be even lower if the immediate pre-crisis policy known as the
Corralito were properly reflected in the data.

On the positive side, the sharp peso devaluation has helped Argentina’s trade sector
more than others; specifically exports increased 127.8% versus 52.0%, imports increased
only 39.8% versus 20.5%, and the current account deficit improved by 227.2% versus
134.3% (Appendix)?. Argentina’s favorable current account statistics disguise a critical
problem, however. Of all sixteen statistics, Argentine investment compares least favorably
to the recovery of investment in other crisis countries. Foreign investment is negative (-
0.2% of GDP versus 2.0%), capital formation is low (16.0% of GDP versus 23.1%), and
private sector credit is much smaller (10.8% of GDP versus 65.5%) for Argentina than for
these other countries (Appendix). Importantly, other countries enjoyed quick recoveries on

post-crisis investment indicators, fueling their recoveries.

1 We took averages from t-3 to t+3, the period before the crisis and its aftermath.
2 The changes in exchange rates, imports, exports and current account deficits were made considering the
period t to t+3, i.e., the crisis and its aftermath.



Why has Argentina’s investment performance been dismal? Both internal and
external reasons exist. Internal sources to fund investment are virtually non-existent. In
addition to having lost a third of domestic savings due to devaluation, and the Corralito’s
having eliminated access to much of the remaining savings, Argentina’s financial structure
precludes domestic funding sources. During the recovery most investment has been
financed by domestic savings, which grew from 14.0% to 17.0% of GDP (Ministry of
Economy). However, domestic savings can help recovery only in the short run, since the
economy needs credit to finance long-term investment. The bankruptcy of the pension fund
system prohibits its use to finance investment. Furthermore, the miniscule Argentine stock
market (trading value is a mere 0.5% of GDP (Ministry of Economy)) has left businesses
without any financing options outside the banking system.

Externally, the crisis did not help the country to reduce its large foreign debt
(139.9% of GDP versus 59.8% average for the other countries), which is dollar-
denominated (Appendix). Moreover, the government’s default on external debt, together
with its unwillingness to negotiate seriously with its international creditors, has effectively
cut off any possibility of new foreign investment. Even though the unilateral resolution of
the default could bring some relief, credibility cannot be restored overnight and will take
some time before foreign investors return to the country.

In the authors’ view, Argentina’s ability to attract new investment funds is the key
factor that has prevented it from recovering in a manner analogous to that of other financial
crisis nations. Sustainable economic growth requires investment. Business can resort to
retained earnings and current profits to finance limited investments in the short-run,
particularly when capacity utilization rates are quite low (71.1 % in 2004 (Ministry of
Economy)), but further business expansion require access to well-designed credit
institutions.

The poor performance of Argentina relative to that of other crisis countries leads to
the obvious question, “What makes Argentina different?” This paper argues that the
political fragility that doomed Argentina’s stabilization program remains endemic to post-

crisis Argentina, continuing to threaten its prospects for recovery®. In particular, political

3 Corrales (2002, p.39) summarizes the viewpoint of most authors when he claims after Duhalde’s withdrawal
from the presidential election in 2003 that, “Perhaps we are seeing the beginning of a positive trend here in
that Argentina’s politicians are finally beginning to retire when they have outlived their usefulness.” In



tensions akin to those existing before the crisis persist, delaying or preventing successive
governments from implementing the structural reforms required for a return to sustained
economic growth. Subsequent sections discuss Argentina’s political-economic environment
in the pre-crisis and post-crisis years, describing how political problems created the
collapse of the Argentine system in 2001. Disturbingly, those same political deficiencies

remain today, implying a pessimistic outlook for Argentina.

1. Argentina’s Political-Economic Environment, Late 1980s-1994

At the root of Argentina’s economic problems lies an irresolvable conflict between
the nation’s federal and provincial political powers. Congressional elections involve voting
for a list of candidates. A party winning, say, 40% of the vote places the top 40% of its list
into Congress. Since provincial governors determine the order of candidates in the lists,
persons elected to Congress are beholden to the governors. Argentina’s federal government,
therefore, is typically at odds with the Congress, making cooperation virtually impossible,
particularly during difficult economic periods. This political conflict has been fought on
various economic battlefields over time. For example, during the late 1980s and into the
early 1990s, the conflict was financed through a cycle of hyperinflation (Baer, et al., 2002).

Upon becoming President, Carlos Menem and his Minister of the Economy
Domingo Cavallo launched a successful stabilization program to halt inflation that rested
upon two pillars. The first pillar was the so-called Convertibility Plan introduced in April,
1991. Its key feature was a currency board that provided a hard peg of the peso to the dollar
at parity. The second pillar, essential for a return to prosperity, was the significant
restructuring of the economy. Privatization and deregulation dominated the government’s
approach. Once its credibility had been established, the Convertibility Plan quickly ended
hyperinflation and stabilized the economy (Cavallo and Mondino, 1995; Table 1).

Table 1: Economic Indicators

The Menem administration’s adoption of what was essentially an IMF-style

austerity model certainly caused significant socioeconomic hardship for most Argentines.

contrast, this paper claims that Argentina remains immersed in a political crisis that hinders the
implementation of rational economic policies.



For instance, a necessary condition for the currency board was fiscal policy restraint.
Initially, Argentina was able to abide by fiscal restrictions, despite the fact that the terrible
initial economic situation of most Argentines was exacerbated by the widespread layoffs
associated with privatization. However, the memory of hyperinflation and its effects was
fresh in the minds of citizens. They both understood and accepted that significant pain was
a prerequisite to economic recovery, and they were willing to bear that burden temporarily.

President Menem, though, realized that such complacency was unlikely to persist,
and he worked to solidify his ability to impose whatever economic policies he thought
appropriate. When the Supreme Court seemed likely to overturn his policies in 1991, he
threatened dissenting justices with impeachment. Eventually, he appointed additional loyal
judges to the Supreme Court and governed through executive decrees, rather than in
cooperation with the Congress. Therefore, Menem could rely on an automatic majority
whenever the constitutionality of its economic policies was questioned, allowing him to
implement unpopular measures. However, Menem’s strong-arm tactics undermined the rule
of law, a prerequisite to a well-functioning economy. This moved Argentina onto the fast
track for political abuses that allowed the events of 2001 to occur.

Nonetheless, in the short-run, Menem’s wholehearted commitment to market-
oriented reforms and a pegged exchange rate transformed the collapsing economy into a
healthy, stable, growing economy in just a few years. Under the stabilization plan,
Argentina enjoyed GDP growth of 35.8% during the first half of the 1990s, controlled
inflation and attracted foreign investment. The banking sector gained strength and
credibility among domestic depositors, with deposits rising from $4.0 billion to $80.0
billion. Thus, Argentina experienced one of the most spectacular economic turnarounds in
history.

The strong economic performance during the first few years of the Convertibility
Plan faced a test resulting from a severe external shock in 1995. Argentina succumbed to
the Tequila Effect, suffering a large, unexpected capital outflow in early in the year (Calvo,
1996; Calvo and Mendoza, 1998; Caprio, Doolwy, Leipziger and Walsh, 1996; Fernandez
and Schumacher, 1998; Ganapolsky and Schmukler, 1998; Garcia-Herrero, 1997; Garcia,
1997; Ramos, 1995). Fortunately, adequate management of monetary policy by the Central
Bank allowed the government to avoid devaluation (Fernandez and Schumacher, 1998),

paving the way for Menem’s reelection in 1995.



I11.  Argentina’s Pre-Crisis Political-Economic Environment, 1995-2001

The Tequila episode marked the beginning of the end of Argentina’s economic
recovery. Menem had already begun to undermine the rule of law through manipulation of
the Supreme Court. The remainder of this section explains how Argentina’s slide continued
down that slippery slope, with the government simply changing the rules first on domestic
depositors, then on international creditors as it defaulted on its external debt. As the rule of
law deteriorated, provincial governments began to cheat on the fiscal constraints required
by the Convertibility Plan, eventually forcing its downfall. Civil unrest caused by poor
economic conditions and frustration with increasingly bold government corruption and the
unwillingness of elected officials to solve problems. The post-crisis populist backlash
against privatized firms was an inescapable consequence.

During the latter half of the 1990s, Argentina’s economy stagnated, and then
worsened. The austerity imposed by the Convertibility Plan, incomplete market reforms,
foreign shocks and recession cum depression left their marks on the economy. Problems
included increasing fiscal deficits and rapidly accumulating national debt. The resultant
increasing social unrest stifled further economic reforms, and politicians lost any incentive
to attempt to balance budgets or to continue with economic reforms (Baer, et al., 2002).

Another foreign shock struck Argentina in 1999, when its largest trading partner
and the regional economic engine, Brazil, fell into financial crisis. Argentina immediately
experienced a strong recession and commercial deficit that eventually brought about the
end of the Convertibility Plan. Compounding the difficulties of recovery, the new de la Rua
government, inaugurated in 1999, faced tough challenges, including a rapidly-deteriorating
fiscal situation (which violated a pre-condition for the success of the Convertibility Plan),
fleeing foreign capital, growing current account deficits, and mounting interest payments
on foreign debt. The belt-tightening reforms that were needed to deal with Argentina’s
economic woes would have been problematic for any government.

In 2001 Argentina's weak financial situation was aggravated by the lack of
confidence in the Convertibility Plan (Figure 1). In March, 2001, depositors started a bank
run that eroded 10% of deposits. The government tried to implement a set of measures to

control the situation, but the lack of political support made them ineffective. The provinces



refused to control their expenditures (Remmer and Wibbels, 2000 and Manzetti, 2002)*,
resorting to monetary emission (by the end of 2001 there were 15 quasi-monies in the
country). The local political uproar was very loud, as public discontent became increasingly
frequent and visible. Riots and highway blockades resulted from rising unemployment and
poverty (Table 2). The final blow was the refusal by the international financial system (both
international banks and the IMF) to continue financing Argentina’s debt (Figure 1). These

factors ensured that the government lost the national legislative elections in October, 2001.

Figure 1: Country Risk

Table 2: Unemployment and Poverty

In early December 2001, Argentines became convinced that devaluation of the peso
was imminent and began withdrawing their deposits from banks (Table 3). In order to
stymie the bank run, the government launched a program that became known as the
“Corralito,” or “Playpen.” Under the Corralito, depositors could not withdraw cash from
bank accounts. Partly in response to the Corralito, the IMF ceased its support for
Argentina, ostensibly because it did not approve of freezing bank deposits, but also due to
the fact that it had not been consulted about the plan. It was clear that without the IMF’s
support the situation was completely uncontrollable.

Congress designated as Interim President a provincial Peronist leader, Rodriguez
Saa, who declared the end of the neo-liberal economy and defaulted on public debt. His
actions were celebrated merrily by the whole Congress. However, Saa exhibited his desire
to remain in power without calling for elections. He was removed and two other single-day
presidents were nominated before the current president, Eduardo Duhalde, came to power

with the full support of the two main parties: Peronists and Radicals.

Table 3: Deposits and Interest Rates

4 “The government faces a heavy amortisation schedule for 2001, with total medium- and long-term debt
amortisations of US$14.2bn (US$19bn if short-term Letes are included), and new borrowing requirements
originally estimated at US$6.5bn. However, the sharp increase in the fiscal deficit during the first quarter of 2001
(50% higher than the target agreed with the IMF)—which raises doubts over compliance with the IMF targets on
which the emergency financial package is conditioned—fuelled fears of a debt default. If the emergency financial



Despite the Convertibility Plan’s weaknesses (appreciation of the currency,
recession, unemployment), it was the political confrontation between the federal
government, provincial governors and the Peronist party that made it impossible to reach a
consensus about viable solutions to the crisis. Even worse, this dissent accelerated the crisis
(Taylor and Della Paolera, 2003). This political disunity was the main reason for the
government’s continuing mismanagement of the economy and its inability to impose fiscal
restraint in the immediate aftermath of the crisis (Baer, et al., 2002; Manzetti, 2002).
Unfortunately, this political fragmentation continues to plague the nation and plays a key

role in delaying the implementation of critical structural reforms.

IV.  Argentina’s Post-Crisis Political-Economic Environment, 2002-2004

The financial and political crisis dramatically altered every aspect of life in
Argentina. Unsurprisingly, Argentina’s economic performance in 2002 was even worse
than in the pre-crisis recession years (Table 1). Real GDP fell 10.9%. Inflation resurfaced
early in 2002, but was controlled by year’s end, averaging 25.9% that year. However,
inflation on producer prices was 77.1%. Investment was a mere 11.3% of GDP and imports
12.8% of GDP. At 24.9% of GDP, exports were the only bright spot for the year, because
of the favorable exchange rate for agricultural products (Table 1). The social situation
became critical with more than half the population and 39.4% of total households below the
poverty level (Table 2). Initially, the government tried to calm markets by negotiating a
new agreement with the IMF. However, no agreement could be reached, forcing the
minister of the economy to resign. As for the health of the banking system, one of the main
tasks was to solve the problems created by the Corralito. In early 2002 the government
decreed that all loans would be transformed to pesos at the rate of one dollar per 1.40 pesos.
Simultaneously, loans were translated at the rate of 1 dollar per peso (EIU, January 2002).
Unsurprisingly, depositors challenged the constitutionality of this asymmetry in the courts.
Many judges declared the Corralito unconstitutional and forced banks to return deposits at

the current exchange rate.> Moreover, the pesification model generated an extraordinary

package collapses, Argentina will be unable to raise voluntary financing in international capital markets and a
default will be inevitable.” (EIU, Country Report, June 2001, at 24)

5 “Four months of policy improvisation, widespread violation of contracts and an unstoppable deposit drain
has brought most banks to the brink of insolvency. The corralito (deposit freeze) has been successfully
challenged in the courts, leading to a supreme court resolution declaring it unconstitutional. This decision
paved the way for a myriad of individual legal actions that found many receptive judges. As a result of these

10



transfer of wealth from debtors to creditors within the banking system, shattering
confidence in it. Interestingly, the favoring of borrowers benefited the government, which
had been highly indebted in the banking system. That is, the government bailed itself out.
In December 2001, government debt in the banking system was 20.8 billion dollars plus 1
billion pesos, whereas in December 2002 the debt was just 0.2 billion dollars plus 29.9
billion pesos (Ministerio de Economia). Sustainable economic recovery requires banking
reform that restores the confidence of depositors and borrowers in the system.

The government faced several fiscal problems in the aftermath of the crisis. Tax
revenue was free falling. Despite imposing a moratorium on debt interest payments, the
government could not stabilize public accounts (EIU, June 2002). During most of 2002 this
problem was circumvented by the creation of provincial quasi-currencies to pay wages. In
the first quarter of 2002 these quasi-currencies amounted to 25% of the total monetary base.
This situation reflected the continuing problems between the federal government and the
provinces, exacerbated by the lack of a long-term agreement on tax sharing (EIU,
December 2002). Despite the IMF’s insistence on introducing rationality into the system,
there are still no rules governing revenue- or responsibility-sharing between the federal
government and the provinces (EIU, March 2004; Baer, et al., 2002). Concurrently, the
government faced strong opposition to the IMF’s policies from the provinces. In particular,
provincial governments again ignored the policies of the federal government, and continued
paying salaries and other current expenditures by issuing their own currencies.® These
inappropriate fiscal and monetary policies dropped the peso’s value to 4 pesos/dollar in late
March 2002. The danger of a return to high inflation rates gave rise to the fear of a return to
the hyperinflation of a decade earlier (EIU, June 2002).

Negotiations with foreign debt-holders continued, with some failed attempts to
resolve the issue. Since devaluation, the level of total debt has reached alarming
proportions, growing from 53.8% in 2001 to 139.9% of GDP in 2004 (Table 4).

Alarmingly, total defaulted debt is not only held by foreign investors—maost bondholders

legal challenges, the daily average rate of deposit withdrawals rose from Ps51m in December 2001 to Ps230m
in April 2002, placing the banking system under an unsustainable strain.” (EUI, Country Report, June 2002)

6 «Although Buenos Aires is the most powerful and densely populated district, smaller provinces wield
substantial power in the legislature. Without broader regional support, governability is severely impaired.
With a strong Partido Justicialista (PJ or Peronist) government at the centre —as was the case under Carlos
Menem (1989-99)- greater national PJ discipline is possible. The current weakness of the national leadership
has prompted the re-emergence of a traditional fragmentation of power between the centre and the provinces.”
(EIU, Country Report, June 2002, at 13)

11



are nationals (Ministry of Economy). The fight for government resources and the political
impossibility of creating or enforcing rules for rational behavior have led the government to
pass the cost to bondholders of government debt (Baer, et al., 2002). As a result, the
government was trying to obtain a massive reduction of public debt in an attempt to avoid
further fiscal adjustment by delaying debt interest payments.

Table 4: Total Debt Public Sector by Instrument and Term

Since mid 2002 monetary policy has been one of the brightest spot of the economic
program. The policy of the Central Bank concentrated on maintaining the price of the US
dollar around three pesos, accumulating important reserves from the current account
surpluses. This policy of accumulation of reserves increased the money supply and fueled
economic recovery. Inflationary pressures were contained by the depressed economic
activity and high unemployment, the lack of adjustment on salaries and public services
tariffs. Furthermore, the default on public debt (held primarily by foreigners) facilitated the
task of reserves accumulation, because the Central Bank did not have to use reserves to pay
for debt service, eliminating any associated exchange rate pressure.

On the political front, the government reacted strongly to the Supreme Court’s
resolution declaring the Corralito unconstitutional, threatening the Court with
impeachment. Moreover, Congress passed a law stopping the drainage of funds from the
banks. The Court accepted the law and rescinded the declaration of unconstitutionality,
although one Justice resigned (EIU, December 2002). Conversion of loans at 1.40 and
deposits at 1.00 pesos per dollar eventually occurred.

In order to solve the judicial problems generated by the Corralito, the asymmetric
pesification and other economic measures, the government successfully impeached two
Supreme Court justices and forced the resignation of two others loyal to Menem, thus
ending the “automatic majority” that Menem had enjoyed at the expense of the Peronists
during the 1990s (EIU, December 2003 and March 2004). The resultant perception of a
less-independent Supreme Court has increased uncertainty over whether the rule of law can
protect investors. As a result, the renovation of the Supreme Court paid for the government
since, in October 2004, the Supreme Court declared the constitutionality of the pesification

and stopped the judicial claims of depositors.
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V. Argentina’s Political-Economic Situation in 2004 and 2005

The economy reached bottom by mid-2002. Recovery followed soon after and took
full force throughout 2003. Economic growth was fueled by the favorable exchange rate
and concentrated in two sectors: agriculture and import-competing industries.” Inflation
partially eroded the advantages the exchange rate had given to industry and reduced the
purchasing power of wages, especially in the fixed-wage public sector (Figure 2). Wages in
the private sector recovered in 2003 and 2004 as a consequence of the economic growth
and federal government decrees establishing compulsory increases in wages. However,
public employees and unregistered workers have not received the same gains. The sharp
devaluation and the lack of wage adjustments have led to a strong decline in wages in
dollars increasing the competitiveness of the Argentine economy, fostering the recovery in
import-substitution industries. The government also froze rates for public services at pre-
devaluation levels in order to fight inflation, crippling private firms that operated public
utilities (Table 5).

Figure 2: Index Real Wages and Real Gross Wages and Dollar Gross Wages

Table 5: Services Price Indexes

The banking system showed some signs of recovery in 2003 and 2004. However,
total lending to the private sector dropped from 20.4% of GDP in 2001 to 7.9% in 2004.
Furthermore, the latter figure is misleading, since the majority of these loans were old loans
affected by the Corralito. Growth in new loans from the second quarter of 2003 to the first
quarter of 2004 was a paltry 0.51%. Because exports provide most of the foreign reserves
to the Central Bank and the government was in default with foreign lenders, the balance of
payments accounts appear to be in order.2 Moreover, the nation’s debt default makes

government fiscal accounts seem much better than they would be if debt were accounted

" “Manufacturing’s recovery has been buoyed by domestic consumption spending, rather than by exports.
Domestic consumption has been stimulated by modestly higher real incomes and low inflation.” (EIU,
Country Report, December 2003, at 35)

8 A sizeable trade surplus and the depressed private-sector demand for foreign exchange allowed the Central
Bank to build up its international reserves during the first four months of 2004, and by the end of April

13



for properly. When unpaid interest for 2002 and 2003 is included, the fiscal deficits reached
5.5% and 4.1% of GDP, respectively (Figure 3). Accordingly, a prompt agreement with
defaulted debt holders is necessary to decrease fiscal pressure. In short, the main structural
reforms needed to promote confidence in the economy are being neglected.® Investment is
very low, and foreign investors are absent in the recovery process. Furthermore, the
fragility of the financial and banking system prevents it from being a source of financing

for the new investment that is needed in key sectors.

Figure 3: Federal Government Global Deficit (Percentage of GDP)

In the aftermath of the crisis, society was challenged to generate a new political
consensus as well as to sort out the economic debacle. However, the lack of political
consensus led people to doubt the nation’s leadership. Democratic institutions were
severely damaged by the social unrest. The increasing fragmentation of the Peronist party
and the confrontation with the Governors left President Duhalde with no option but to call
an anticipated presidential election in March 2003 (EIU, September 2003). Late 2002 and
early 2003 were dominated by the presidential race with most of the candidates from the
Peronist party. The political disintegration of the Peronist party was evident: Congress
passed a new electoral law which allowed all the candidates from the Peronist party to be
part of the general election (Ley de Lemas) (EIU, March 2003)*. This political
fragmentation led to the postponement of long-run solutions to economic issues like
defaulted public debt, creation of a stable tax-sharing system with the provinces, the

Corralito, reform of the financial system and rationalization of tariffs for privatized public

international reserves amounted to US$15.8bn. This is a level similar to that reached in January 2002, but still
40% lower than the peak recorded at the end of 1999. (EIU, Country Report, June 2004, at 26)

% “Despite the recent rapid growth in real GDP, we have to remember that the cumulative decline in output
between 1999 and 2002 was around 20%. Much of what we are seeing so far is part of the recovery to pre-
crisis levels of activity. But for Argentina, what matters most is the medium and longer term outlook. To
make significant progress in reducing unemployment and poverty, Argentina needs to see sustained expansion
over the longer term. New investment will soon be essential for longer-term job creation, and to ease
bottlenecks as capacity utilization reaches a high level.” (Krueger, 2004)

10 Before this law the electoral rules required only one candidate for each political party or coalition. As a
result, each party held its own primary election to decide among the multiple candidates. The Ley de Lemas
makes primary elections unnecessary, since multiple candidates for each party can run in the general election.
Under this law the party with the greatest number of votes is the winner, and the winning-party candidate with
the most votes becomes President.

14



utilities. As in the case of the government coalition prior to the crisis, Duhalde’s
government lacked the political consensus needed to implement these reforms.

In 2003 Duhalde’s candidate, Nestor Kirchner, won the May presidential
elections.!! His victory allowed an orderly transition of power, a continuation of the
previous administration, and the legitimization of the new government. Politically, the new
government tried to build support beyond the structure of Duhalde’s Peronism in an effort
to become more independent in policymaking. As a result, the government concentrated its
efforts on promoting new candidates for the Deputies election in October and numerous
elections in various Provinces, generating a new division inside the Peronist party (EIU,
December 2003). As a result, far from reaching a cohesive majority in the Chamber of
Deputies, the government faced a tough situation with the many subgroups inside the
Peronist party. Furthermore, provincial governors controlled the Senate, enabling them to
block key legislation to codify the fiscal relationship between the provinces and the federal
government. Provincial fiscal constraints are as loosely-defined as before the crisis, because
provincial governments know that the federal government must ultimately bail out
provincial budget crises. In late 2003, the federal government rescued all provincial quasi-
currencies, easing the political pressure from governors. Furthermore, the budget surplus
gives the government some power in containing political demands from the provinces.
Nonetheless, the power of provincial governors in the Senate has blocked the possibility of
passing a definitive tax-sharing agreement with the federal government. These
entanglements continue to destabilize the federal government’s economic reform
programs.*2

In addition to continuing most of Duhalde’s policies, Kirchner’s government has
increased its confrontation with investors, especially the operators of public utilities. The

government has obliged with overt hostility toward privatized firms, disrupting economic

11 “Mr. Kirchner won the presidency against most expectations. He was assumed to be taking part in the 2003
contest in order to become a competitive candidate in 2007. He gained the decisive support from Mr. Duhalde
only after the president had failed to convince Carlos Reutemann (Governor of Santa Fe) to run and after Jose
Manuel De la Sota (Govenor of Cordoba) had entered the race but failed to make such of a showing in polls.”
(EIU Country Report, June 2003, at 15)

12 Placing Argentina’s public finances on a sound footing will require the government to implement tax
reform and achieve a significant increase in the efficiency of government spending. It is committed to
negotiating a new revenue-sharing pact with provincial administrations, but achieving this will require
politically difficult institutional changes. (EIU, Country Report, June 2004, at 9)
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growth and significantly impeding investment.!? Initially, it targeted previously-privatized
public utilities, a politically weak sector, in order to contain the inflationary pressure after
the devaluation. Freezing utility tariffs checked inflationary pressure reduced demands
from unions. The government then accused these firms of failing to meet contractual
investment targets. The government even revoked some concessions, including the postal
service, some train lines and the management of telecommunication radio waves. It also
declared that all contracts are subject to revision. During the energy crisis of the first
quarter of 2004, the government allowed some power tariffs to increase, but simultaneously
created a public enterprise to provide cheaper energy to industry and consumers (EIU
Country Report, June 2004). This short-term solution is unlikely to prevent future power
shortages and conflicts with the companies.'* As a result, even if the worst of the crisis is
over and the economy seems stabilized and growing, there are important unresolved issues
that cast doubts on the sustainability of the economic program.*® The same political forces
that led to high indebtedness in the years leading up to the crisis are generating a situation
in which lenders and foreign investors, which lack political clout in the present
government, are forced to bear disproportionately the consequences of the crisis.

It was unsurprising that the solution to the financial crisis has been at the cost of the
depositors. However, in order to pass the asymmetric pesification legislation that
redistributed wealth by ignoring property rights, the government had to change the
composition of the Supreme Court. The justices appointed by Menem were disinclined to
declare the legislation constitutional and were accused of being loyal to Menem’s policies

in the 1990s. The government’s response was to impeach two justices and force the

13 «Although the private firms that operate in the sector and the Ministry of the Economy warned in late
2003 of the risk of shortages and the need to accelerate the renegotiation of contracts with public utility
firms, other parts of the government did not respond quickly enough. The authorities were finally forced to act
after supply constraints became evident at the end of 2003, and they had no choice but to implement increases
in public utility rates.” (EIU Country Report, June 2004, at 21)

14 «This is clearly not the case in Argentina. The pesoization of utility contracts following the 2001
devaluation, combined with the regulator's refusal to allow the utility companies to adjust their tariff structure,
has sharply curtailed new investment. There has been some modest movement in the right direction: the utility
companies were recently permitted to raise tariffs for some large industrial users. But this by itself is not
sufficient. If the problem is not confronted now, there is a risk of further and more serious supply
interruptions which will inevitably undermine growth projections.” (Krueger, 2004)

15 “However, in 2005 sustained economic growth will lead to the emergence of supply bottlenecks, as has
already happened in the energy and industrial sectors. Moreover, investment growth will be constrained by
continuing policy uncertainties stemming from the slow pace of reform. Another factor restraining growth in
2005 will be the heavy repayments that the government will face on non-defaulted bonds. Its ability to roll
these over on reasonable terms will depend on the outcome of negotiations with the holders of defaulted
bonds.” (EIU, Country Report, June 2004, at 11)
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resignation of another pair, effectively destroying the automatic Menem majority (EIU,
March 2004). The new court has supported the government’s resolution of issues such as
the Corralito, the renegotiation of existing privatization contracts with owners, the
measures of necessity and urgency that prohibited evictions and protected debtors, etc. As a
result, investors have no confidence in the rule of law, particularly with respect to property
rights, particularly since most of the laws established in the 1990s have been overruled by
the government.*® Furthermore, Argentina has reverted to the policies of the 1990s, leading
to a more closed economy.

The policy with respect to the renegotiations of the defaulted debt was strongly
apposed by bondholders. The government offered a new bond with cuts up to 75% of the
nominal value. The government proposed several packages of debt reduction, which were
rejected by bondholders because of the disadvantageous deal and the unilateral decision of
the government about the debt reduction.!’ The last proposal, in early 2005, drew enough
bondholders to be declared a success. However, the credibility of the government has been
damaged, and the high cost on bondholders will eventually generate reticence to invest in
the country.*®

The government has also used the lack of judicial independence to implement some
populist policies that favor supportive political groups like piqueteros—jobless people
whose movement is financed by the government and whose goals are politically akin to

its.?® Piqueteros disrupt traffic on highways, take over private firms and urge the

16 <1t is also important to restore public confidence in Argentina's institutions. After the traumatic economic
and social shocks of 2001 and 2002, this was badly shaken. Some judicial decisions and some of the
wrangling in Congress have undermined public trust. Yet without a strong legal framework and an equally
strong judiciary, progress on other fronts will inevitably be limited.” (Krueger, 2004)

17 “Investors including Hans Humes, co-chairman of the Global Committee of Argentina Bondholders, said
yesterday's proposal fails to compensate bondholders enough for the 2001 debt default. The government also
may have overstated the value of the offer, said Christian Stracke, an emerging-market debt analyst at New
York-based CreditSights, Inc.”

“No one has a clue if the numbers are right," said Raphael Kassin, who manages $1.5 billion of emerging-
market debt, including Argentine bonds, at ABN Amro Asset Management in London. “"Everyone is waiting
for something more concrete. The longer the bondholders wait, the longer the uncertainty."

Stracke said the new offer -- as measured by the discounted present value of the bonds' payments -- is worth
about 21 cents per $1 of face value, compared with the government's estimate of 25 cents.” (Bloomberg, June
2" 2004, “Argentine Bonds Drop after Creditors Reject Restructuring Offer,” at www.bloomberg.com)

18 «A successful debt restructuring is a critical component of Argentina’s economic recovery and will be a
measure of the overall success of the IMF program. Argentina will need substantial investment to generate
economic growth and raise its living standards over the long term. While Argentina grew robustly last year,
the sustainability of the recovery will depend increasingly on restored financial market access, especially
access to international capital markets, in order to finance Argentina’s investment needs.” Quarles, 2004.

19 “piquetero groups are heterogeneous and lack functional relations with traditional party structures, except
with some extreme left-wing organisations. As the authority of piquetero leaders depends on their distribution
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government to renationalize public utilities. In this atmosphere, it is unsurprising that
private firms have become the targets of populist policies, regardless of their legal rights.
Summarizing, the government has resorted to resolve the crisis using a pragmatic
approach. Those groups with enough political clout, like the governors, political elite,
piqueteros and the IMF (which never faced default from the Argentine government) have
been bailed out of the crisis, while sectors with lower level of political influence over the
government, i.e. depositors, bondholders, foreign capital and the Supreme Court, had to
bear most of the economic and political cost of the crisis. It is interesting that the same
power relationship between the Federal government and the provincial governors continue

to play the same role as before the crisis.

VI. Conclusions

It is impossible to blame the entire Argentine crisis on the pre-2001 economic
model. At first glance, the crisis is especially difficult to understand because, compared to
other countries that experienced such crises during the 1990s, Argentina’s economic
situation was much better when the crisis hit. In particular, the financial system was sound,
having consisted mainly of international banks with adequate oversight and without
systematic problems in lending practices. However, in the lead-up to the crisis, the lack of
reforms, deteriorating fiscal situation and increasing public debt and current account
deficits were undermining public confidence in the economy. These problems persisted
because the Argentine political environment made it difficult to implement necessary
reforms. Political problems included the existence of several powerful groups, particularly
the federal and provincial governments, who were at odds with one another. This political
environment was clearly the main determinant of the economic imbalances that led to the
crisis in 2001.

of subsidies, many have found it in their interest to negotiate with the federal executive in order to secure
official funds. At present, the most important social aid programme is the Programa Jefes y Jefas de Hogar
(the heads of household programme for low-income families), which was introduced at the start of 2002. This
programme distributes Ps150 (around US$50) a month among about 2m unemployed beneficiaries. The
subsidies are essentially distributed by local governments and NGOs linked to the piquetero movement,
which has made this programme its prime vehicle of patronage. Deficient oversight has allowed clientelistic
practices to flourish. As it stands, the heads of household programme is scheduled to be maintained until the
end of 2004. The executive wants to redirect the funds into employment subsidies or financial assistance to
set up micro-businesses, but achieving this switch will not be easy owing to resistance from local political
networks.” (EIU, Country Report, March 2004, at 15)
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Unfortunately, the post-crisis political environment remains disturbingly similar to
that which existed before the crisis. The ruling party is divided into factions. Provincial
leadership blocks any fiscal or political reform that threatens their power (Manzetti, 2002;
Corrales, 2000),20 to the nation’s detriment. The inability of political leaders to reach
consensus has generated post-crisis economic policies that have been inconsistent with
sustained economic growth. Instead, politicians have produced a set of policies that
generate significant income redistribution while institutionalizing disincentives for
investment. Recovery and economic growth are therefore unlikely. Furthermore, these
policies have put the burden of the crisis on those sectors with low degree of access to
power, such as depositors, privatized firms and bondholders.

Sustainable recovery requires at least five reforms in Argentina. First, the
government must alter its position of defaulting on public debt and must reach an
agreement with creditors. The most recent proposal of debt swapping is encouraging,
although the unilateral decision to cut bondholder receipts impairs the chances to enhance
international markets’ confidence in Argentina. Second, the government’s populist policy
of mistreating privatized companies must be reversed. Privatized firms are likely to be the
main engine of economic recovery in Argentina through increased investment, especially in
infrastructure, and improved service quality. Stifling them in order to win votes continues
to have strong negative effects on the economy. In particular, firms must be allowed to
adjust prices based on market forces and to invest. Contracts must not be rescinded without
cause. Third, the rule of law must be restored quickly and permanently. Moreover, its return
must be heralded and supported, so that citizens and international investors believe that the
days of impeachment and forced resignation of Supreme Court justices in favor of pro-
government replacements are over. Fourth, political cohesion between the federal
government and the provincial governors must be created, in order to ensure that provincial
fiscal policies cannot force the nation into a new crisis. Perhaps the only path to such a

solution is if President Kirchner successfully creates an independent movement inside the

20 The PJ’s commanding position in both houses of Congress (parliament) and across the state governorships
represents the largest accumulation of political and institutional power in the hands of a single party since the
restoration of democracy in 1983. However, as Mr Kirchner lacks a firm support base within the PJ, which is
fractious and divided, his authority depends heavily on the inherently volatile foundation of public opinion.
This could pose a significant risk to the outlook, since the president is facing tough policy choices that could
undermine his popularity. In the absence of a unifying leadership, the PJ resembles more a confederation of
local political organisations built around clientelistic networks and access to public-sector resources, rather
than a coherent political organisation with a nationwide theme. (EIU, Country Report, June 2004, at 7 and 14)
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Peronist party. However, the political and economic costs of this task can be prohibitive,
especially during election years. Fifth, acute social problems remain, such as high levels of
poverty and worsening income distribution. These must be addressed with a sound set of
economic policies. Indeed, a strong, sustained economic recovery offers the best prospect
for alleviating social pressures. Unfortunately, the reallocation of public funds in a way that
addresses economic growth and social needs is constrained by the Congress’ political
support for the President. Rather, politicians continue to be more inclined to pursue populist
policies that antagonize the international community than to fix the economy.

It is clear that the political problems that allowed Argentina’s economy to
deteriorate into hyperinflation during the 1980s and financial collapse in 2001 continue to
dominate the country in 2005. Therefore, it is probable that discussion about which
economic reforms Argentina should implement is moot. Unless the country restructures its
political system to ensure that provinces and the federal government work together, root out
corruption, and re-establish the rule of law, any economic policies are doomed to fail.

Argentina’s case offers lessons for other countries. Developing nations must
restructure their political systems and vigorously root out corruption at all levels, so that
their governments can take proper actions when financial storms descend upon them. The
international community, especially the IMF, must support young democracies and
emerging economies either financially or by setting up rules of economic exchange that
avoid throwing them into turmoil—a situation that benefits no one and generates

uncertainty among foreign investors.
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Appendix

Inflation Rate (Consumer Prices)

Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina 0.9 -1.2 -0.9 -1.1 259 134 5.3
Brazil 15.8 6.9 3.2 49 7.0 6.8 8.4
Indonesia 85 9.4 8.0 6.7 57.6 20.3 45
Korea, Rep. 6.2 4.4 5.0 4.4 7.5 0.8 2.2
Malaysia 3.7 3.5 3.5 2.7 5.3 2.7 1.5
Mexico 22.7 15.5 9.8 7.0 35.0 344 20.6
Philippines 8.4 8.0 9.0 5.9 9.7 6.7 4.4
Thailand 5.0 5.8 5.9 5.6 8.1 0.3 1.6
Percentage Change in GDP
Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina 3.9 -3.4 -0.8 -4.4 -10.9 8.7 7.0
Brazil 2.7 33 0.1 0.8 4.4 14 15
Indonesia 7.5 8.4 7.6 4.7 -13.1 0.8 4.9
Korea, Rep. 8.3 10.4 7.0 4.7 -6.9 9.5 8.5
Malaysia 9.2 9.8 10.0 7.3 -1.4 6.1 8.5
Mexico 4.2 3.6 2.0 4.4 -6.2 5.1 6.8
Philippines 4.4 4.7 5.8 5.2 -0.6 3.4 6.0
Thailand 9.0 9.2 5.9 -1.4 -10.5 4.4 4.8
Percentage Change in GDP per Capita

Country t-3 t-2 t-1 t+1 t+2 t+3
Argentina 2.8 -4.3 -1.7 -5.2 -11.7 33 3.0
Brazil 13 2.0 -1.2 -0.5 3.1 0.1 0.3
Indonesia 5.9 6.9 6.2 33 -14.3 -0.5 35
Korea, Rep. 7.3 9.1 5.7 37 -7.5 8.7 7.6
Malaysia 6.5 7.1 7.3 4.7 -9.5 3.7 59
Mexico 2.3 1.7 0.1 2.6 -7.8 35 52
Philippines 21 2.3 35 2.8 -2.8 1.0 35
Thailand 8.1 8.6 5.2 -2.0 -111 37 3.9

Gross Fixed Capital Formation (% of GDP)

Country t-3 t-2 t-1 t t+1 t+2 t+3

Argentina 19.9 18.0 16.2 14.2 12.0 15.1 16.0
Brazil 19.1 19.5 19.6 19.1 218 20.6 19.0
Indonesia 27.6 28.4 29.6 28.3 254 20.1 21.8
Korea, Rep. 34.8 37.3 375 35.6 30.3 29.7 311
Malaysia 40.2 43.6 425 43.1 26.8 219 25.6
Mexico 18.7 19.6 18.6 19.4 16.1 17.8 19.5
Philippines 23.6 22.2 23.4 24.4 211 18.8 21.2
Thailand 40.0 41.1 41.1 33.8 22.4 20.8 21.9
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Unemployment Rate

Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina 12.8 141 15.0 18.3 17.8 16.6 15.2
Brazil 7.0 7.8 9.0 9.6 9.4
Indonesia 4.0 4.7 5.5 6.4 6.1
Korea, Rep. 2.5 21 2.0 2.6 7.0 6.3 4.1
Malaysia 2.8 25 2.5 3.2 3.4 3.1
Mexico 3.0 31 3.2 4.2 5.8 43 3.4
Philippines 8.4 8.4 7.4 7.9 9.6 9.6 10.1
Thailand 1.3 1.1 1.1 0.9 3.4 3.0 2.4
Net Foreign Investment Inflows (% of GDP)
Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina 24 85 3.7 0.8 0.8 -0.2
Brazil 14 24 41 5.3 5.4 4.4 3.6
Indonesia 1.2 2.2 2.7 2.2 -0.4 -2.0 -3.0
Korea, Rep. 0.2 0.3 0.4 0.6 1.6 21 1.8
Malaysia 5.8 4.7 5.0 5.1 3.0 4.9 4.2
Mexico 15 1.2 11 2.6 33 2.8 3.2
Philippines 25 20 1.8 15 35 23 1.8
Thailand 0.9 1.2 1.3 2.6 6.5 5.0 2.7
Current Account Balance (% of GDP)
Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina -4.9 -4.2 -3.1 -1.5 9.4 6.2 4.0
Brazil -3.0 -3.8 -4.3 -4.7 -4.0 -4.6 -1.7
Indonesia -1.6 -3.2 -3.4 -2.3 43 41 53
Korea, Rep. -0.9 -1.6 -4.1 -1.6 11.7 55 24
Malaysia -6.1 -9.7 -4.4 -5.9 13.2 15.9 9.4
Mexico -4.7 -6.7 -5.8 -7.0 -0.5 -0.8 -1.9
Philippines -4.6 -2.7 -4.8 -5.3 24 9.5 8.2
Thailand -5.6 -8.1 -8.1 -2.0 12.7 10.2 7.6
Exports % of GDP
Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina 10.4 9.8 10.9 115 2717 25.0 248
Brazil 7.1 75 73 10.3 10.7 13.2 15.5
Indonesia 26.5 26.3 25.8 27.9 53.0 355 42.9
Korea, Rep. 26.9 28.8 279 324 46.2 39.1 40.8
Malaysia 89.2 94.1 91.6 93.3 115.7 121.3 124.6
Mexico 16.4 152 152 16.8 304 321 30.3
Philippines 33.8 36.4 40.5 49.0 52.2 515 55.4
Thailand 38.9 41.8 39.3 48.0 58.9 58.3 66.8




External Debt (% of GDP)

Imports % of GDP
Country t-3 t-2 t-1 t t+1 t+2 t+3
Country t-3 t-2 t-1 t t+1 t+2 t+3
Argentina 47.3 51.2 51.3 50.9 149.4 139.9 141.2
Argentina 129 115 115 10.2 12.8 14.2 16.1
Brazil 234 245 30.6 454 39.7 445 49.5
Brazil 9.2 10.1 9.9 118 12.2 14.2 134
Indonesia 61.0 61.5 56.7 63.1 158.5 108.0 96.1
Indonesia 25.4 27.6 26.4 28.1 432 27.4 335
Malaysia 40.7 38.7 39.3 47.1 58.8 52.9 46.5
Korea, Rep. 28.0 29.9 313 33.0 333 32.4 37.7 .
Mexico 329 57.7 46.9 36.8 37.7 34.6 25.9
Malaysia 90.8 98.0 90.2 92.4 93.7 96.3 104.6
Philippines 62.8 53.1 53.1 61.6 82.1 76.2 75.7
Mexico 19.3 20.3 19.2 21.7 21.7 30.0 30.4
Thailand 45.3 59.6 62.1 72.7 93.8 79.1 64.9
Philippines 40.1 44.2 49.3 59.3 58.8 51.3 53.5
Thailand 437 486 455 466 430 457 581 M3 as % of GDP
Official Exchange Rate (per US$) Loty Lo u R
Argentina 28.8 315 32.0 27.2 279 30.1 32.0
Country t-3 t-2 t-1 t t+1 t+2 t+3
Brazil 284 30.0 31.4 31.4 289 29.7 325
Argentina 100.0 100.0 100.0 100.0 306.5 290.2 300.0
Indonesia 453 48.6 52.7 56.0 59.9 58.4 59.2
Brazil 55.4 59.4 63.9 100.0 100.8 129.9 161.0
Korea, Rep. 68.5 69.7 73.0 75.4 82.8 85.7 87.5
Indonesia 74.3 77.3 80.5 100.0 344.2 270.0 289.5
Malaysia 105.7 110.1 120.2 123.9 128.7 1374 130.8
Korea, Rep. 84.5 81.1 84.6 100.0 147.3 125.0 118.9 X
Mexico 26.0 27.1 284 30.2 30.7 28.3 35.4
Malaysia 93.3 89.0 89.4 100.0 139.5 135.1 135.1
Philippines 51.2 56.8 61.2 67.0 65.8 68.2 65.5
Mexico 89.4 91.7 92.3 100.0 190.2 225.2 234.6
Thailand 82.4 83.6 84.4 98.8 112.6 116.1 114.6
Philippines 89.6 87.3 89.0 100.0 138.8 132.6 150.0
Thailand 80.2 794 808 1000 1319 1206 1279 M2 as % of GDP
Domestic Credit to Private Sector (% of GDP) Loty Btz ! R
Argentina 273 30.8 316 30.4 25.6 26.6 27.0
Country t-3 t-2 t-1 t t+1 t+2 t++3
Brazil 26.2 27.0 29.3 29.9 27.9 27.8 29.2
Argentina 24.2 249 239 20.8 15.3 10.8
Indonesia 41.5 433 47.1 50.4 48.3 55.2 55.0
Brazil 32.1 331 36.1 359 34.7 34.3 34.8
Korea, Rep. 36.7 36.0 37.0 38.9 47.7 55.5 64.1
Indonesia 51.9 53.5 55.5 60.8 53.2 20.6 219
Malaysia 75.3 774 83.3 90.4 96.4 97.7 97.1
Korea, Rep. 63.3 61.2 65.0 72.7 80.3 85.3 91.1
Mexico 21.7 245 26.3 276 27.0 253 29.0
Malaysia 109.2 124.4 141.6 158.4 158.5 149.2 140.4
Philippines 422 46.9 50.9 56.2 58.9 59.5 59.2
Mexico 21.0 28.1 318 38.7 29.2 18.8 26.5
Thailand 73.5 73.3 76.3 85.2 98.4 105.5 103.7
Philippines 35.9 45.1 54.9 62.2 53.4 46.9 438
Thailand 127.7 139.8 147.2 165.7 155.9 131.9 108.3 Value Stock Traded as % of GDP
Total Debt Service (% Exports) Country e el t2 v
Argentina 53 2.7 21 16 13 0.5
Country t-3 t-2 t-1 t t+1 t+2 t+3
Brazil 145 25.1 18.6 16.3 16.8 12.8 10.5
Argentina 57.6 75.6 70.9 66.1
Indonesia 6.7 7.1 141 19.9 11.1 14.2 9.5
Brazil 422 62.7 79.4 117.8 93.5 75.4 68.9
Korea, Rep. 68.8 35.8 31.8 333 42.2 185.5 208.6
Indonesia 30.7 29.9 36.6 30.0 31.7 30.0 225
Malaysia 169.8 86.5 1721 153.0 41.4 61.3 64.9
Malaysia 8.9 7.0 8.9 7.4 7.2 4.9 5.6
Mexico 10.1 12.3 155 19.7 12.0 129 13.0
Mexico 23.6 338 35.7 25.7 27.0 35.2 31.9
Philippines 233 19.5 30.7 248 155 25.4 10.8
Philippines 19.0 16.1 13.4 9.3 10.9 13.6 13.8
Thailand 55.5 33.9 24.4 16.0 19.3 34.0 18.9
Thailand 134 116 12.6 155 184 218 16.3 Source: World Development Indicators and Ministry of Economy of Argentina

Note: Argentina t=2001; Brazil t=1999; Indonesia, Korea, Malaysia, Philippines and Thailand t=1997; Mexico t=1994.
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Table 1: Economic Indicators

Year Inflation Percentage  Percentage Investment Investment Machinery  Exports  Imports
Change in Change in % of GDP and Equipment
GDP GDP per (% of GDP)
Capita
Imported  National % of GDP % of GDP
1990 2314 -1.8 13.2
1991 1711 105 11.2 155 1.7 6.1
1992 24.9 9.9 105 18.7 6.6 8.1
1993 10.6 5.7 45 204 5.2 9.4 6.9 9.3
1994 4.2 5.8 4.4 22.8 7.1 9.5 7.5 10.6
1995 34 -2.8 -4.1 19.9 5.7 8.2 9.6 10.1
1996 0.2 55 4.2 20.7 6.8 8.2 104 111
1997 0.5 8.1 9.3 24.1 8.9 8.2 105 12.8
1998 0.9 3.9 2.8 24.8 9.6 8.1 104 129
1999 -1.17 34 -4.3 19.1 8.2 7.4 9.8 115
2000 -0.9 -0.7 -1.7 17.9 7.6 6.7 10.9 115
2001 -1.1 -4.4 -5.6 15.8 5.8 54 115 10.2
2002 25.9 -10.9 -11.6 11.3 2 5 21.7 12.8
2003 134 8.8 3.3 14.3 3.7 6.7 24.9 14.2
2004* 6.0 7.0 16.5
* Expected values
Source: Ministerio de Economia de la Nacion
Table 2: Unemployment and Poverty
Year Unemployment | Sub-employment | Total | Share of Households Share of People
Under under
Indigence  Poverty |Indigence Poverty

1998 13.2 135 26.7 43 18.0 6.1 25.1

1999 145 14.3 28.8 5.1 19 7.2 26.9

2000 15.0 14.6 29.6 5.5 21.0 7.6 29.3

2001 18.1 15.6 33.7 7.9 24.5 11.3 34.1

2002 204 19.3 39.7 16.5 39.8 23.7 52

2003 16.4 18.8 35.2 16.3 394 25.2 51.7

Note: GBA= Great Buenos Aires

Source: Encuesta Permanente de Hogares, INDEC
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Table 3: Deposits and Interest Rates

Fixed Term Total Deposits Interest Rates Deposits Interest Rates Loans
Deposits
Pesos Dollars| Pesos Dollars Total | Fixed Term Fixed Term | Pesos Dollars Dollars
Pesos 60 Dollars 60 30d. 30d. 90d.
days or more days or more
Crisis Period
August 2001 9,411 40,245| 24,180 48,578 72,758 28.05 11.01 38.57 23.82 24.37
September 9,370 41,607 24,295 50,128 74,423 24.66 10.83 3291 22.10 22.00
October 8,604 41,445| 22,284 49,718 72,001 26.54 11.31 32.62 19.79 20.58
November 7,652 38,545/ 20,320 46,797 67,118 27.90 11.95( 49.96 27.13 27.66
December 4,348 26,171| 18,867 46,734 65,601 8.05 8.35 n.d. 25.76 27.80
January 2002 2,761 10,228| 23,675 39,469 - 5.87 7.13 29.53 21.34 24.47
February 16,399  4,121| 48,193 18,106 - 10.43 7.27 31.92 19.76 23.89
March 37,629 872| 66,111 3,648 - 12.69 4.12 - - -
April 33,825 458| 61,454 1,914 - 34.70 2.89 - - -
Annual Average
2000 13,108.0 42,605.9 33,317.5 49,903.3 83,220.8 9.4 7.1 111 9.7 10.3
2001 9,999.0 41,257.5 26,493.1 50,257.7 76,750.8 17.2 8.9 24.3 17.7 18.4
2002 27,377.3 1,538.4 55,005.3 5,764.2 38.4 4.7 30.9 20.6 24.2
2003 36,577.4 680.3 69,836.0 1,396.3 73,944.5 134 1.0 194
2004 37,691.2 1,224.2 84,949.6 2,380.2 91,867.1 2.9 0.8 8.1

Source: Informe Trimestral, Ministerio de Economia de la Nacion

Table 4: Total Debt Public Sector By Instrument and Term

Millions of US Dollars

End of 1993 1999 2000 2001 2002 2003
Bilateral 9,653 5,918 4,561 4,477 4,256 4,571
Multilateral 11,005 20,311 21,764 32,362 30,359 32,118
Other Creditors 488 641 1,045 1,537 258 267
Commercial Banks 984 5,029 2,461 2,015 1,233 522
Loans 42,258 11,594 14,100
Public Bonds 47,496 85,804 93,079 55,057 65,339 87,022

Pesos 5,567 6,390 4,410 1,505 4,928 9,676
US Dollars 41929 79,414 88,668 53,552 60,411 77,346
Medium and Long Run 69,626 117,703 122,910 137,707 124,240 148,279
4,174 5,108 6,746 1,079 2,526

TOTAL 69,626 121,877 128,018 144,453 137,320 178,821
Arrears 12,001 28,015
Capital 7,715 18,041
Interests 4,286 9,974
Total Debt % GDP 29.4% 43.0% 45.0% 53.8% 149.4% 139.9%

Source: Ministerio de Economia de La Nacion
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Table 5: Services Price Indexes

Month Consumer Goods Total Services Public Services Private Services
Price Index —Goods Ratio  — Goods Ratio
Private Public
Average
2001 98.8 97.0 100.8 100.6 101.6 1.04 1.01
2002 124.3 139.6 107.0 109.0 105.0 0.77 0.80
2003 141.0 163.9 115.1 119.9 109.0 0.67 0.73
2004(*) 144.5 166.4 119.7 126.0 110.3 0.66 0.76

Notes: Private services include all services of the Consumer Price Index excepting the Public Services. The main items are:
meals consumed out of home, house rent, domestic service, prepaid health services, medical and dentist expenses and formal
education.

(*) first five months only

Public services include power, water and sewage, gas and other fuels for households, bus and train transportation (short
distance), taxi, subway, postal services and telephone.

Source: Secretaria de Politica Econémica and INDEC
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