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· Uncertain Elections

· A Weak New Government


· ECONOMIC POLICY OUTLOOK

· Risk of default in official loans
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· External and Internal Debt

· ECONOMIC FORECAST

· Exports
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RECOMMENDATIONS

OPPORTUNITIES
           for

KEY ECONOMIC SECTORS

HINTS

1. If you are risk-adverse, do not maintain argentine bonds in your investment portfolio.

2. If you have not visited Argentina, do it in the near future.

The country has nice places to visit (www.turismo.gov.ar/eng/menu.htm)

and prices are at bottom-level.  South American tourists are invading Buenos Aires during weekends with empty luggage to shop until they drop and to enjoy beef (a complete meal with wine in one of the best restaurants in Buenos Aires can cost between 5 and 10 dollars).




BACKGROUND

POLICY ISSUES


There is the risk of political violence and increased tensions during the primaries and the election campaign itself.





Surveys indicate that, today no candidate would have more than


20% of votes. Elections will take place before May, 2003.





The heavy agenda of reform needed to raise political effectiveness


and promote a sustainable recovery will be extremely difficult for 


the incoming government.





An IMF agreement has remained elusive as a result of lack 


of progress towards resolving  the deposit freeze and other issues.


Unless the government secures an IMF agreement, there will be a


risk of default on official loans. If Argentina pays, the Central Bank reserves could be exhausted during middle 2003.  This transition 


government will prefer the default to the danger of no having reserves.





Continued issuance of quasi – currencies, means inflation in the future.





Argentina needs unprecedented growth rates and extraordinary Budget


Balanced surplus to pay some of the external debts.





Exports will be lifted by the devaluation and decreased consumption.





Little prospect exists of a significant recovery before the second


half of 2003. Downward revisions to the forecast for global growth


provide a less promising backdrop to Argentina’s economy


in the medium term.





Companies will continue to limit their investment and marketing efforts 


and increase cost reduction measures.





  Exporters





  Tourism  industry





  Companies that manufacture previously imported goods





  Investors that want to buy cheap (at high risk)





  Agriculture





  Oil, energy and mining





  Food manufacturing





  Tourism





Protectionist and populist economic policies in 


the post-war era led to economic stagnation and 


hyperinflation in the 1980s.


Carlos Menem of the Partido Justicialista


(Peronist Party), who was elected president in


1989, abandoned the party’s statist ideology in favour of market economics and liberalization, resulting in a period of rapid growth.  


Mr. Menem´s  failure to deepen fiscal and 


structural reforms in his second term


(1995-99) left the economy vulnerable to a 


series of external shocks in 1997-99.  


Fernando de la Rua’s centre-left government, 


which was unable to halt the economic decline,


collapsed after two years in office in December


2001 amid violent protests.  A Peronist,


Eduardo Duhalde, was elected president by 


Congress at the start of 2002.





A new policy framework needs to be formulated 


following the abandonment of the Convertibility Plan,


the currency board introduced in 1991, at end-2001 


and the shift to a floating exchange rate in February 2002.


A disciplined fiscal stance will be important if the


authorities are to stabilize the economy and to 


secure the support of the IMF, so paving the way 


for a formal restructuring of defaulted debt and a 


recovery of confidence. A collapse in tax revenue will 


complicate fiscal policy, leading the government to 


rely on heterodox measures such as taxes on exports.


The currency board having been abandoned, the Banco 


Central (BCRA, the Central Bank) has


reassumed responsibility for monetary policy,


including the functions of lender of last resort. 


Concerns exists that because it lacks independence 


the Central Bank will print money to finance the 


fiscal deficit.  The heavy issuance of quasi-currencies


by provinces to meet salary payments is also 


causing concern.








