Argentina in crisis

Commenting on Argentina’s default on paying its $132bn debt, a Bank of England spokesperson stated, ‘Everybody was expecting this, or something like this, to happen’, you know that the current crisis in Argentina was inevitable. It was a question of when, not if.

The severity of Argentina’s predicament was summed up by a 2001 report from Jubilee Plus, which states:


Argentina has to pay $75.3bn in foreign debt payments between now (September 2001), and the first quarter of 2003. This represents 27 per cent of her GDP; and 322 per cent of her annual export earnings. To repay these debts Argentina has to triple exports; halt all imports and divert one quarter of GDP away from domestic consumption to foreign creditors. As this cannot conceivably be achieved, Argentina is effectively insolvent. [1]

Argentina’s debt problem stretches back over many decades. Argentina joined the IMF in 1956. In 34 of the following 45 years, it has had to borrow money. Debt growth began to escalate with the military regimes of the 1970s and early 1980s Foreign debt increased from $7.8bn in 1975 to $46bn in 1984. In more recent times, the rate of debt increase may have declined but it has invariably continued to grow. In 1991 foreign debt stood at $65bn; in 2001 it had reached $160.2bn. 

In attempting to control its debt growth, and instigate conditionality imposed by the IMF, the prosperity of the economy has collapsed, and inequality and poverty have dramatically increased.

According to Argentine economists, if 1975 is set as a benchmark of 100 for wages, then real wages had fallen to 66 per cent of their 1975 level by 1976. By 1993 wages had fallen to 49 per cent of the 1975 benchmark; and by 2000 to 30 per cent of the 1975 benchmark. Under the presidency of Peron, employees’ share of national income reached 49 per cent; by 1989 it had fallen to 30 per cent. By 1994 the employee share of national income was a mere 18 per cent. [2]

The question might be asked, where is the economic growth that the policies of austerity promised over the longer term? Why does it seem to have deserted Argentina? The current crisis may offer evidence to explain why.

Underpinning the current crisis is a national debt that has spiralled out of control at a time when growth in the Argentine economy has been in decline. Much of the spending has gone on welfare and improving wages. However, many analysts argue that a significant amount has gone in corruption.

The slowdown in the Argentine economy has been largely blamed upon the fixed link between the Argentine peso and the US dollar. The inability to devalue and lower prices in order to boost exports has limited the economy’s ability to grow. In addition, while inflation has remained stable, wages have continued to be cut, as part of the government’s austerity programme. Consumer spending has inevitably collapsed. As unemployment rises, estimated at 29 per cent in 2000, controlling public spending becomes increasingly difficult. In the first half of November 2001, tax receipts dropped by 17 per cent.

In the face of Argentina’s overvalued peso, its main international rivals, such as Brazil, took the opportunity to capture Argentinean export markets, which will not only impinge upon Argentina’s export earnings in the short term, but make it very difficult for the Argentinean economy to expand through export growth in the future. With declining foreign currency from export earnings, debt management becomes progressively more difficult to the point of default.

Argentina’s default on its debts in December 2001 is the biggest default in history. In a series of dramatic measures, the Argentine peso was unpegged from the dollar and was devalued by nearly 29 per cent. On the free market, the peso sunk by over 40 per cent. Although this should clearly bolster exports, analysts are fearful that higher import costs will feed into higher inflation, a problem that had been largely brought under control with the dollar peg. In addition, with so much borrowing within the Argentinean economy (by consumers as well as business) being denominated in dollars, the devaluation of the peso will substantially increase the peso cost of interest payments, enhancing the possibility of widespread bankruptcy within the economy.

Argentina’s future is as uncertain as ever. Although default on its loans might offer a stop-gap, it is no long-term solution to its problem. It is likely that private lenders will be reluctant to extend any level of credit to Argentina in the near future. The IMF may be Argentina’s only hope in the short term. Longer term, it would seem that only through some process of debt forgiveness might Argentina’s destiny be turned around.
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Want to find out more? 

The debt position of developing countries is comprehensively discussed in Sloman Economics (4th ed) Chapter 26 section 26.4. A shorter review of the issues can be found in Sloman Essentials of Economics (2nd ed) Chapter 12 section 12.8. A visit to the IMF web site, http://www.imf.org or http://www.oneworld.net will offer a wealth of information on developing country debt and the various proposals presented to help solve the problem. See also news item 19 in the January 2002 issue of this site’s Economics News Articles, including the series of articles in the Financial Times Special Report.

