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Argentina
“Why are you in a crisis?”

Argentina has had a hard governmental history in the last 35 years. Hit by two military governments, totaling 15 years, and several democratic ones in between, Argentina has tried to fix the situation left by the previous legislation. Each administration has made major changes in the constitution and policies to turn the situation around, but rarely that action has succeeded. This time is not different. Three are the principal causes heard for what is happening to Argentina: corruption, accountability, and lastly, the unusual system of convertibility. 

In the last 35 years Argentina has had 17 presidents. In the last two weeks of the year 2001, Argentina saw five presidents trying to take control of the country. Over the history, nine have resigned before finishing the term and only five have been democratically elected. Armed forces have taken over the power when democrats have not been able to control the corruption, and the same armed forces have turned over the power when they have not been able to control an economic crisis. These repeated events in the last four decades have shaded Argentina with social, economical, and political instability, which ultimately took the country to its worse crisis. However, on the contrary to what many people think, Argentina has never been well. 

In 1966 the military strike helped to stop the communism and corruption, but during the 7 years of administration it had to deal with the responsibility of human rights abuses. This created the discontent of the population. Also, it took control of the universities and a big mass of energetic students, a big segment of the population, became unhappy. The situation turned unsustainable. In 1973, Argentina went back to democracy for 2 years. In his third term, and after being exiled, the president Perón reestablished the civil government and made big reforms to help the victims of abuse and those with economic problems. Unfortunately, corruption took place in the country and another military strike occurred in 1975. Another 8 years of dictatorship worsened the relations between citizens and government, yet many people attribute to this administration the cease of the economic chaos. However, that is when the external debt took off to monstrous levels. Moreover, in this term the Trade Policy was reverted and imports and exports were terminated. But what disturbed the population the most was the fact that the record of political prisioners was destroyed; leaving many families with significant others disappeared. At the end, in 1982, the external debt had increased 364% to the amount of $1,500 dollars per person. Because the situation turned incontrollable, the cabinet decided to call for elections. Since 1983, Argentina has had a democratic government. Nonetheless, the fight against corruption was present again and the country has been paying the consequences. Even more, the financial situation got out of control. In 1989, when Carlos Menem ended his term, the external debt per person jumped to $3,800 dollars.

Now, Argentina is facing the biggest crisis ever. The unemployment rate is over 23% in the country. In the capital, Buenos Aires, 6 million citizens are in poverty and 49% are jobless; the inflations has set a value of 103 pesos for the family basket, which was 61 pesos in September 2001 and it is expected to increase a 50% more this year; the devaluation of the Peso is 68%, from a relationship of 1 dollar to 1 peso to 1 dollar to 3.2 pesos in March 2002. Only one day the Peso was 3.8 (March 26th) and then it went down, which also has its flaws.
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Corruption

It is hard to explain how such a rich country can be in trouble for so long. The history shows intermittent types of governments trying to fix the problems that the previous one left. It does not seem to be a pattern that can cause this situation. However, there is something in common during the democratic government terms: corruption. In 1998 the Transparency International's Corruption Perception Index (CPI) for 85 countries set Argentina in the number 61 with an index of 3.0. In 2001 the index was assessed amongst 91 countries and Argentina scored higher (3.5), ranking number 57 and therefore it lowered its corruption perception. The table below shows where Argentina is located within a set of countries and related to the US.


* Transparency International's Corruption Perception Index (CPI). The CPI Score relates to perceptions of the degree of corruption as seen by business people, risk analysts, and the general public and ranges between 10 (highly clean) and 0 (highly corrupt).

Corruption in Argentina has happened at all levels: from governmental employee to presidents. In a northern province, Tucumán, for instance, out of a labor force of 400,00 people 25% are government employees. Some high officials have salaries of $300,000 dollars. The ex-president Menem, whose reforms stabilized the currency, was latter accused of gun trafficking in 2001. Argentina's former minister of economy, Domingo Cavallo, was arrested on Wednesday 3rd, April 2002, in connection with the Ecuador-Croatia arms-smuggling scandal that led to ex-president Carlos Menem being held under house arrest for five months last year
.

Accountability

Another important issue to consider is “accountability”. According to the professor of economics in the College of Liberal Arts at the University of Minnesota, Timothy Kehoe, accountability leaves the country with no tracking system. In this arena, accountability is referred to the lack of an effective accounting system, which would allow recording and following up governmental income and expenses. Even worse, since the constitution does not call for this system, it is not illegal not to do it. Whenever Argentina receives funding, it is difficult to know how much is being distributed and where the money is going to end up. 

It is becoming easer now to see why Argentina has been suffering so much and for so long. Now, what makes this crisis so strong and different? In addition to what has been said before, there is another factor:  the system of convertibility. First, we need to know what type of crisis Argentina is having. There are two types: real and apparent. The guru of the economic theory, Sir John R. Hicks (1904-1989), Nobel Prize winner in 1972 said: “Most of what I see in academic papers has little or nothing to do with practical problems of people.” The general balance sheet was for him essential to understand the process of the financial situation and to forecast possible backlashes. An so he added;” I prefer to see the general balance
.”

Steve H. Henke
 agrees in that the Argentinean crisis is apparent, not real. Of course it has had real consequences, but a real crisis is caused by an “imbalance” of the general balance at the central bank. Consolidated General Balance of the central bank shows the Net Internal Assets (national component) and the Net Reserves of Foreign Exchange (foreign component). But, with the inefficient accounting system, who could have realized such imbalance? Even more, since Argentina has never been fine, that situation would not have been consider “irregular”. 

Convertibility

During the term of the president Menem, Domingo Cavallo, the Minister of economy, implemented a “system of convertibility”, sometimes incorrectly called “dollarization”. The dollarization applied in Argentina in 1991 was not such a thing. Economically speaking, the system of convertibility is different from an orthodox system of monetary conversion (real dollarization). The biggest difference between them is that the former requires a 100% back up for the monetary liabilities with the currency of reference, the dollar. The latter, requires a 100% back up for the monetary liabilities AND the national currency, with the currency of reference. This shows the loose restriction Argentina set in its monetary system. At the beginning it worked fine, the currency was stabilized, the external debt was reduced (See Graph), the GDP growth was 7%, but after the third year, in 1996, it boosted the inflation and the external debt enormously. Money was issued without restriction since it did not need to have foreign currency back up.

Because of its weak nature, this monetary system was very susceptible to external crisis. In 1995, the Mexican crisis affected it in a way that it could not keep the parity 1 to 1 with the dollar. In 1999, between elections and the Brazilian crisis, Argentina’s economy was falling rapidly to the bottom. Unfortunately, in the next term, the president Fernando de la Rua was not able to control the inherited situation and called the former Minister of Economy, Domingo Cavallo, to fix what he had started. In an attempt to stabilize the economy, Cavallo made two big additional economic reforms to the system that finally would increase the uncertainties of the people. First, he created a hybrid monetary regime in which imports and exports were transacted at different prices. All remaining transactions were made 1 to 1 with the dollar. Second, he created a foreign currency of reference different from the dollar, which consisted of a “basket containing euros and dollars”. This one would be effective when the euro reaches the dollar value. 

The market interpreted this as a preparative to abandon the convertibility. The panic exploited and the interest rates were shot to the sky.  All the countries that have abandoned a floating currency to adopt a fixed currency have improved their macroeconomic indicators. On the flip side, countries doing the inverse way have had serious crisis. Hong Kong, for example, in 1974 terminated its real dollarization and adopted a floating currency. After that, Hong Kong faced an uncontrolled fluctuation and in 1983, in a day known as the “Black Saturday”, the Hong Kong Dollar fell to HK$9.55 to $1 dollar from its HK$7.31 to $1 dollar in July the same year.

All this explains why the Argentinean crisis is classified as an apparent crisis. Yet its citizens are experiencing real problems. The banking system is completely collapsed. There are more people demanding their money than the money existing in the banks. Cash machines do not work and electronic cards are useless. People are not able to withdraw money from their bank accounts either because banks are afraid to open the doors and have the whole country withdrawing funds, causing a financial bankruptcy. This retention of money is known as “el corralito”. A corralito is a fenced-in-area where farmers enclose their animals in order to keep them from escaping. In this case the animals would be the money. But these problems are just the symptoms of the disease. 

Another big problem is actually intended to be a solution for the situation described above. Since people have no cash at all, banks decided to issue bonds in replacement for the money. But no store accepts bonds to buy groceries, for instance. So, the solution was worse than the problem. Moreover, after the bond’s maturity date, banks offer to exchange the bonds for another with later maturity date.

In South America, Argentina, Brazil and Chile were the three most powerful countries. Today, Argentina has been left behind. Poorer countries are now in a better situation such as Peru and Ecuador. Peru has one of the fastest growths of GDP for the same debt to GDP ratio amongst many countries. Ecuador has been able to stabilize the currency and yet with a high debt to GDP ratio, it has the second fastest GDP growth.


	Country
	GDP %
	Debt/GDP %

	Argentina
	-3.0
	52

	Brazil
	0.8
	42

	Chile
	-1.0
	50

	Colombia
	-4.3
	36

	Ecuador
	2.3
	96

	Mexico
	3.7
	34

	Peru
	3.8
	50

	Uruguay
	-2.8
	34

	Venezuela
	-7.0
	36

	Updated Jan, 2001. Modified form www.latin-focus.com


Conclusion

It is clearer now why Argentina is in an apparent crisis. Now the current administration needs to figure out the way to get Argentina out of this. Certainly, it is immensely helpful to know the reasons that drove Argentina to the situation in order to find a cure to it. Also, it is important to relate these events to other countries that have experienced the same or similar ones. 

Nonetheless it is unclear what actions would be the most appropriate at the moment, it is commonly understood that the solution is not immediate. It may take years to rebuild the trust Argentina needs from its fellow countries and financial organizations such us the IMF and the World Bank. Nobody would like to loan funds to be wasted.

But Argentina must something. First, Argentina needs to adopt a much detailed and affective accounting system so it can track down the expenses and avoid the misuse of it. Second, Argentina must stay with the convertibility system until the market regulates by it self when the panic decreases. This will ensure the stability in the long term. Another option would be a real “dollarization”, providing with foreign currency back up for monetary liabilities AND the national currency. However, the country is not in a position to make additional economic efforts and a new big change in monetary policy can be detrimental rather than helpful. What for sure Argentina does not have to do is to go back to the floating currency policy. This would definitively break the nation as it did in Honk Kong.
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