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Argentina: Lingering Vulnerabilities in the Face of Uncertainty 

At its origin, the volatility in Argentina that began in a pronounced way in April has both idiosyncratic and global 

contagion components.  Clearly, the Macri government is suffering from a confidence crisis: in spite of the announced 

$50B plus IMF program that would be front loaded to cover a significant part of Argentina’s external financing needs 

through 2019, financial assets have continued to selloff and underperform.  What does this tell us about Argentina’s 

ability to successfully manage through the current challenges beyond its 2019 presidential election?  

It is a situation where Argentina’s continued commitment to orthodox reforms—aimed at correcting the distortions and 

imbalances during the 13 years of the Kirchner government—are at stake.  While the IMF program was designed to 

help Argentina replace its external hard currency funding needs with offic ial funds for 2018 and 2019, the program  

requires local debt funding and rollovers.  As pressure on the peso has mounted, it has become more difficult to 

comfortably rollover debt and finance Argentina’s fiscal deficit and local maturities.  With the presidential election 

approaching, the political and policy uncertainty has boosted the demand for dollars and contributed to the currency 

pressure, as observed in Figure 1.  In addition, with EM seemingly out of favor in the current environment, extreme FX 

weakness reflects markets skepticism as it pertains to financing large current account deficits.  Indeed, steps by the 

Argentine government to hike rates to 60% and sell reserves to support the currency have been ineffective thus far.   

Yet, the markets appear too pessimistic in their assessment of Argentina’s solvency and external liquidity health, and 

value exists in select assets.  We remain invested in short maturity hard currency sovereign and quasi -sovereign 

bonds, as well as in longer-maturity euro denominated bonds that trade very wide to dollar bonds. Importantly, these 

are not local law bonds.  Given the more uncertain outlook for local bonds, we continue to underweight this asset 

class, and we remain very cautious toward the ARS, even at these levels.   

To stabilize the situation, the central bank (BCRA) needs to limit efforts to prop up the currency, and the government 

needs to convince the market to rollover local debt by further reducing the deficit  and signal broad political support for 

the IMF program.  To that end, the Ministry of Finance made a strong statement on September 3 by stating that the 

primary fiscal deficit for 2018 would be tightened to -2.6% and would be balanced in 2019.  As it proceeds towards 

these targets, the Macri administration needs to be very clear in articulating their goals so as to diminish concerns 

about implementation risk. 

FIGURE 1: THE SLIDE IN THE ARGENTINE PESO SPOT PRICE 

Source: Bloomberg as of September 5, 2018  
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From Market Darling to the Headlines: After President Macri’s election in 2015, his Cambiemos government initiated 

a series of reforms that aimed at correcting the unorthodox policy regime of the previous government.  This included 

eliminating capital controls, reducing subsidies and narrowing the f iscal deficit, and correcting for price distortions in 

several markets, including those in the energy and utility sectors.  The administration’s most important achievment 

was the agreement with creditor holdouts on the country’s previously defaulted debt, thereby giving the country access 

to the external debt markets, which it approached in earnest.  From April 2016 to January 2018, the government 

issued more than $45B of hard currency sovereign debt globally.   

Meanwhile, inflation receeded, but not quickly enough relative to initial inflation targets.  Therefore, after the 

government fared well in mid-term elections in October 2017, the administration and the BCRA unveiled a higher 

inflation target. Even though actual inflation was 25%—significantly above the new target—the central bank 

subsequently cut rates in January 2018, resulting in a negative confidence shock. The perceived lack of credibility 

ultimately led to leadership changes at the central bank and the MOF in Q2 2018.  

As Argentina was issuing dollar denominated debt after its market hiatus of nearly 15 years, the exchange rate 

became increasingly overvalued.  Its fiscal program was also too loose as Macri’s gradualist approach did not 

accurately anticipate the change in global financial conditions.  A severe drought that negatively impacted activity and 

agricultural exports exacerbated the situation, and the current account, which was already large at -4.6% at the end of 

2017, encountered further pressure.  When these developments were coupled with broadly diminished risk appetite, 

the dramatic selloff in the currency, hard currency bonds, and local debt commenced.  For reference, hard currency 

dollar bonds are off almost -24% this year, the currency -50% (spot), and hedged local bonds -27.8%. 

The Global Context:  With the Argentine peso already overvalued, it is no coincidence that the selloff gained 

momentum in mid-April as the U.S. dollar rallied amid the differentiation in monetary policy and economic growth 

relative to other developed market countries, which exceeded market expectations.  In addition, uncertainty regarding 

U.S. trade policy began to spill over into EM growth expectations.  Furthermore, the Fed’s rate hiking trajectory/policy 

normalization underscored that tighter global liquidity and financing conditions would potentially challenge countries 

with higher financing requirements, thus highlighting the vulnerabilities in  Argentina and Turkey amid their external 

imbalances and fiscal funding needs.   

More broadly, the strong dollar thesis has again exposed vulnerabilities in a number of currencies, and the stress on 

the EMD sector means that it does not take a lot for bond prices to move lower.  Indeed, market technicals are not in 

Argentina’s favor as many investors  still hold overweights in hard currency bonds, which was evident as the selloff in 

hard curency bonds and the peso continued even after the recent announcement that the IMF was considering front 

loading more of the program through the 2019 presidential election. 

Political Uncertainties:  The Argentine peso’s selloff entered a more dramatic stage as the Turkish lira tumbled in 

August amid Turkey’s confidence crisis and debt rollover concerns.  The revelation of Argentina’s “Notebook” scandal 

in early August added to the negative sentiment. The scandal pertains to allegations of corruption that occurred during 

the previous Kirchner administration and is similar to the Brazilian Car Wash (Lava Jato) scandal in that it involves 

alleged bribes between government officials and the private sector.  It is thought to be much smaller in scale than 

what happened in Brazil and, importantly, is much more negative for the former government than the current 

administration.  However, in the context of Argentina’s fragile situation, the market is extrapolating that growth will not 

recover next year and could further hurt Macri’s re-election chances.  If Macri, whose popularity has fallen to low 

levels as a result of the economic contraction, or another Cambiemos candidate does not win, we believe a moderate 

Peronist, who would likely continue with the IMF program, could be elected.  The market is also extrapolating 

disruption from former President Cristina Kirchner ’s participation in the election, which would make it that much more 

difficult to anchor confidence and expectations. That being said, Cristina Kirchner has a very low probability of 

winning, so, in the end, we believe the likelihood of policy continuity is high. 

For its part, the BCRA implemented another emergency hike on August 30, increasing the policy rate by 15 

percentage points to 60%.  The latest move followed hikes of  +300 bps, +300 bps, +675 bps, +500 bp this year.  Still, 

the peso’s decline of more than 52% has underscored the challenges of stabilizing the currency in the context of a 

broad dollar bid and unanchored inflation expectations.  Inflation is running faster than 31.2% as of the latest year-

over-year print in July—above levels envisaged in the IMF program—and the government anticipates it will be above 

https://www.pgim.com/wps/wcm/connect/db7a2082-0a63-43c8-af6e-a4d60a07f01d/FreeFallingTurkishLira.pdf?MOD=AJPERES&CVID=mlxTZw6
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40% by the end of the year. However, inflation should moderate once the currency stabilizes and tight monetary and 

fiscal policies take hold. 

The Math:  The IMF program announced in June envisaged upfront funding of $15B in 2018, $12B in 2019 and 2020, 

and $3B in 2021and 2022.  The program allowed for $5B to be used by the BCRA to help support the currency.  As 

the crisis mounted, officials indicated that the program would be even more front loaded,  not only allowing for 

coverage of next year’s external funding requirements, but also helping with coverage for local maturities.  In turn, the 

government has to commit to a balanced budget next year and a surplus in 2020.  

The financing needs of the government for the remainder of this year and next year amount to $54B.  The uses and 

sources for the government are displayed in Figure 2.  We assume various levels of rollover rates of short-term 

government securities (letes) denominated in both ARS and USD.  Most letes are owned by the local public sector, 

private sector institutions, and mutual funds. 

FIGURE 2: ARGENTINA’S FINANCING NEEDS IN 2018 AND 2019 (IN USD: SEPT. 2018—DEC. 2019) 

Total Uses:  $53.9B = 

primary deficit:  $6.5B +   

HC interest payments: $11.9B +  

LC interest payments: $8.8B +  

HC amortizations: $15.6B (includes $2.8B global 2019, $3.7B repo with 
banks, $4.4B International Financial Institutions, and 
$4.7B of dollar pay bonds issued in local market) +  

Letes (short-term government securities): $11.1B (USD: $9.1B; ARS: $2.1B) 

 

Total Sources:   $53.9B = 

IMF and other multilaterals: $48B (assumes front loading of 2020 into 2019) + 

Repo with international banks:   $2.9B + 

Letes: $3B (additional local funding if 100% rollover) OR 

Letes: $8.55B (additional local funding if 50% rollover) 

Source: Ministerio de Hacienda (Ministry of Finance), September 3, 2018 

The assumptions made in these calculations matter.  Official estimates put growth this year between -1% to -2% and 0 

to + 0.5% next year.  Private sector growth forecasts for next year vary from +2% to -2%.  The government also 

assumes success in balancing the primary budget next year (potentially allowing more IMF funds to be front-loaded), 

which sounds like an insurmountable task on the surface given that 2019 is an election year.  However, the 

government remains committed to stabilization and the IMF program as it has demonstrated a willingness to cut 

subsidies and levy export taxes on an agricultural sector that is long dollars and benefits from the recent extreme 

weakness in the currency.  The administration is taking efforts to mitigate the negative impact on the poorest 

segments of the population given how they are disproportionately affected by the 31.2% inflation rate, which will 

accelerate in the short term amid even higher inflation expectations.   The government assumes inflation of about 40% 

this year and about 25% next year amid the economic contraction and fiscal tightening. 

Importantly, next year’s hard currency global bond market maturities of $2.8B appear manageable even without  

market access, provided the program is followed. Furthermore, we do not see an obvious “trigger” for a credit event on 

global bonds.  With five-year CDS trading close to 800 bps, long-term dollar bonds trading at $70, and an inverted 

hard currency spread curve, we believe the market pricing is overly pessimistic as it pertains to the potential for a hard 

currency credit event.  Most of the country’s external debt is government debt with longer-term maturity profiles, and 
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total public sector debt increases to 75% of GDP when adjusted for the currency selloff.  External debt that is 

governed by international law amounts to approximately 30% of the total, and the balance is Argentine law debt 

comprised of both dollar and peso denominated debt.  Notably, some of the dollar denominated debt is owned by 

locals and is easier to rollover.  Clearly, the weaker currency has an impact on external solvency calculations, but it is 

not at the level where solvency or sustainability comes into question if the targets are met. 

However, the local rollovers of $11B are more uncertain at first glance.  The prior table assumes a 100% rollover ratio 

and a 50% rollover ratio.  Most of this debt is held by the local market , which has the capacity to rollover the bonds as  

the banks appear healthy, and while balance of payment data indicate some capital flight, dollar deposits are 

increasing and ARS deposits remain stable.  Furthermore, the local rollovers are not as daunting as it seems if one 

considers the amount of local government paper held by public sector entities and other private entities that will  likely 

remain invested given the plans for fiscal consolidation.  

What Will Bring Stability?  While senior IMF officials continue to publically stand behind the Argentine government 

and trust its commitment to the adjustment program, Macri needs to demonstrate a broader buy-in to the program.  

The Macri team would get more mileage from their policies—and more of a positive confidence shock—if it formally 

opened up a dialogue with the opposition to demonstrate that they also embrace the policy agenda.  Such a united 

front would reduce concerns about implementation risk given next year’s tighter fiscal targets. This would also mitigate 

concerns about the upcoming election and the continuity of policies and programs. Still, the political uncertainty raises 

some questions: will investors want to rollover short-term securities past the election and keep capital in the country?  

This again demonstrates the importance of a broader political consensus to embrace the adjustment program. 

The impact of the adjustments on the economy are a key factor heading into 2019.  The level of rates—a policy rate of 

60%—and risk aversion will likely hinder the recovery, and shorter local bond maturities denominated in ARS are 

being issued at high levels close to the policy rate, which complicates the ability to meet fiscal deficit targets and 

raises the issue of debt sustainability.  An underlying assumption is that a market friendly political outcome next year 

will help with sentiment even beyond the life of the IMF program.   

On the positive side, the weaker exchange rate and the needed fiscal adjustments should make the economy more 

competitive.  Looking ahead to next year, the drought will likely ease, so the rebound in Q2 and Q3 could be strong.  

Also, the current account will probably be reduced from -4% this year to closer to -2% next year.  The weaker peso 

should significantly reduce resident spending abroad—a significant factor in the current account deficit as the peso 

became overvalued. Capital imports will also likely be reduced given the delay in the PPP (public-private partnership) 

program.  On the capital account, stabilizing the amount of capital leaving the country will be key and should be 

achievable as the currency level, interest rates, IMF support, and policy stance should go a long way in ultimately 

restoring confidence. To that end, if confidence does not stabilize, further rate hikes can not be ruled out.  The IMF 

funding should help balance the current account. 

With regard to the political outlook for next year, our view is based on the high probability of a market friendly 

candidate being elected.  It does not have to be Macri or someone from his Cambiemos party as there are a number of 

moderate opposition Peronist candidates who could continue with the stabilization program and vote in favor of the 

balanced primary budget for next year.  This could help with sentiment when the budget vote takes place in the near 

term.  There is a low probability that a more radical and unorthodox candidate, such as Cristina Kirchner, wins the 

election.  While the political rhetoric next year may cause volatility given the policy adjustments and inflation, the end 

result will likely be one of continuity.  The potential for protests and headline noise may make it seem like support for 

the adjustment program is limited and could weigh on sentiment. Even if this volatility might be considered politically-

motivated posturing, it underscores why the front-loaded IMF program is so critical. 

Investment Strategy: Given Argentina’s uncertain political dynamics, its investment outlook is likely to be a bumpy 

one on the way to elections in October 2019.  The Macri government has done many things right and the markets 

remain stressed.  However, we believe the markets are too pessimistic in their assessment of Argentina’s solvency 

and external liquidity health, and value exists in select assets.  We remain invested in short maturity hard currency 

sovereign and quasi-sovereign bonds, as well as in longer-maturity euro denominated bonds that trade very wide to 

dollar bonds. Importantly, these are not local law bonds.  Given the more uncertain outlook for local bonds, we are 

maintaining an underweight allocation to the asset class, and we remain very cautious toward the ARS, even at these 
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levels.  We will reconsider our FX exposure once we see stabilization in sentiment in the Argentine peso and broader 

dollar weakness. 
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