
At a glance
October 2017

EPRS | European Parliamentary Research Service

EN

Author: Gisela Grieger, Members' Research Service
PE 608.751
Disclaimer and Copyright: This document is prepared for, and addressed to, the Members and staff of the European Parliament as background material to assist them in
their parliamentary work. The content of the document is the sole responsibility of its author(s) and any opinions expressed herein should not be taken to represent an
official position of the Parliament. Reproduction and translation for non-commercial purposes are authorised, provided the source is acknowledged and the European
Parliament is given prior notice and sent a copy.© European Union, 2017.

eprs@ep.europa.eu – http://www.eprs.ep.parl.union.eu (intranet) – http://www.europarl.europa.eu/thinktank (internet) – http://epthinktank.eu (blog)

Argentina ahead of the 2017 mid-term elections
Since his election in 2015, Argentina's centre-right President, Mauricio Macri, has pursued sweeping
domestic and foreign policy reforms, although his 'Let's Change' (Cambiemos) coalition of centre-
right and centre-left parties holds only a minority of seats in the bicameral Congress. His presidency
has marked a major shift from left-wing populism under his predecessors, Néstor Kirchner (2003-
2007) and Cristina Fernández de Kirchner (2007-2015), to economic neoliberalism. The mid-term
vote on 22 October 2017, to renew one third of the Senate and half of the Chamber of Deputies, will
reveal whether President Macri has a strong mandate to press ahead with his pro-business policies.

Surviving short-term adjustment costs while seeking long-term economic gains
Argentina has embarked on a set of far-reaching and painful structural reforms to address macroeconomic
imbalances inherited from the previous government. Major goals have been to reduce the fiscal deficit, curb
double-digit inflation, enhance low productivity, competitiveness and predictability, attract more foreign
investment and open a protectionist economy to international trade. While parts of the population, and
notably those in lower income brackets, find it difficult to see early results from policy changes expected to
generate long-term welfare gains, they have been hard hit by the short-term costs of adjustment such as
high inflation, slashed subsidies, higher unemployment and poverty rates. This has stoked unrest which may
fuel a populist backlash. Yet, Cambiemos performed well in the August 2017 primary election and President
Macri's approval rating is around 50 %, suggesting that he still enjoys the benefit of the doubt.

Tracking progress on Argentina's broad domestic reform agenda
Implementation of the government's reform agenda is at various stages. A few items have been completed,
including some anti-corruption initiatives, but most reforms are still work in progress. As one of its first
steps, the government lifted currency exchange controls and eliminated regulation hindering the
repatriation of profits made by foreign firms. As a result, a backlog of non-repatriated funds left the country,
outpacing the inflow of foreign direct investment (FDI) and leading to
a decline in FDI flows from 2015 to 2016 (see Figure 1). Prospects for
2017 look better. Another major step was to put the Argentine peso
on a managed float, which resulted in its one-time depreciation by
30 % and removal of the 'parallel blue dollar rate'.
While these steps have improved Argentina's international
competitiveness, they have also spurred inflation. The latter has
dramatically eroded the population's purchasing power, thus not only
slashing domestic consumption which had been a key element of GDP
growth in the past but also increasing inequality and social tensions.
The Central Bank's tight monetary policy has curbed inflation, which
reached a peak of 40 % in 2016, but with a rate of 21.5 % in July 2017
the 12.0 %-17.0 % target for the year is not within easy reach. As a
result of this policy, domestic investment contracted in 2016. This in
turn delayed economic recovery. As Argentina has now left the 2016
recession behind, GDP growth in 2017 is estimated to reach 2.4 %.
To restore foreign investor confidence and regain access to
international capital markets, President Macri settled the claims of
hold-out creditors ('vulture funds') of the Argentinian sovereign bonds
that defaulted in 2001. This allowed Argentina to launch a bond worth

Figure 1 – FDI flows in Latin America and
the Caribbean 2015/16, in US$ million

Data source: ECLAC, 2017, p. 51.
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US$16.5 billion, thus changing its pattern of financing. To provide incentives for the return to Argentina of
massive offshore funds, a Tax Amnesty Law was enacted. By April 2017, funds worth US$116.8 billion had
been reported, but the funds repatriated, largely used to pay pensions, were much smaller. Credible
national statistics were re-established, allowing the International Monetary Fund (IMF) to lift its censure on
Argentina's statistical agency INDEC for having manipulated statistics during the 2008-2013 period.
A significant number of workers were laid off to reduce public spending and increase productivity, with
President Macri vetoing an 'anti-layoff law' in May 2016. Due to the serious impact of the recession and
inflation in 2016, further layoffs were halted temporarily until spring 2017. As subsidies accounted for the lion's
share of the fiscal deficit, utility subsidies have been slashed, with vulnerable users benefitting from social
tariffs and tax brackets. Finally, in a departure from the Kirchner government's policy of funding energy and
transport subsidies as well as social and infrastructure projects through high export and import tariffs,
export taxes for agriculture and mining were scrapped, or will be phased out gradually in 2018, to increase
the share of external trade in Argentina's GDP. In 2016, exports in goods and services still accounted for only
12.7 % of GDP, contrasting sharply with the OECD (Organisation for Economic Co-operation and Development)
average of 53.9 %. Slashing export tariffs is a tectonic policy change for Argentina's agriculture and main
export sector, boosting its competitiveness on global markets. Import tariffs were cut, too. A new import
licensing regime was introduced, installing an automatic procedure for about 90 % of imports, with a non-
automatic procedure for imports of sensitive items such as automobiles, footwear, textiles, and steel.
Since Argentina trails most of its Latin American peers in infrastructure development, the government has
announced two investment programmes: one worth US$33 billion concerning transport, to be completed by
2019, and another worth US$36 billion in the power sector, to be finalised by 2025. A new Public-Private
Partnership Law aims to attract private infrastructure investment. It mandates transparent and competitive
bidding processes, and at least 33 % of local content for every public project. A Renewable Energy Plan was
launched, which reflects the government's energy policy and commitment to the Paris Agreement to combat
climate change. It sets a 25 % target for renewable sources of Argentina's energy requirements by 2025. The
challenge is to expand the existing weak transmission system in parallel with new generation capacities.

A new direction in foreign policy in an era of mounting protectionism
President Macri has put emphasis on re-establishing Argentina's role on the global stage by committing to
hosting the 11th Ministerial Conference of the World Trade Organization (WTO) in December 2017, and the
G20 Summit in 2018. Argentina hosted the World Economic Forum's Latin America summit in April 2017 and
aims to become a fully fledged OECD member. President Macri has revived foreign relations with traditional
partners such as the EU and the USA, reversing the previous government's privileging of left-wing governments
and non-traditional players in Latin America, like Russia and China, with which he has remained pragmatic.
Given the uncertainties about the recovery of the Brazilian economy and the new protectionist trade policy
of the USA, Argentina's fourth trading partner (9.1 %), after Brazil (20.5 %), the EU (15.6 %) and China
(13.8 %), Macri has pursued a broad diplomatic outreach policy to diversify Argentina's trading partners.
While holding the pro tempore presidency of Mercosur, which includes Argentina, Brazil, Paraguay, Uruguay
and, currently suspended, Venezuela, he gave new momentum to the long-standing EU-Mercosur
negotiations on a bi-regional association agreement. He has pushed for opening up Mercosur to new
partnerships, including with the dynamic Pacific Alliance bringing together Chile, Colombia, Mexico, and Peru.

Implications for the European Union
Although Argentina has embraced ambitious reforms, international
investors have taken a 'wait and see' stance, as the country's business
climate still features major weaknesses, such as barriers to entrepreneurs
as can be seen in Figure 2. A 2017 Norwegian business survey, however,
shows the reforms are bearing fruit. A strong mandate, in the October
elections, for President Macri to continue with structural reforms would
increase Argentina's long-term attractiveness for investors and ability to
exploit its huge untapped potential. Confirmation of this policy direction
would also have a positive impact on the negotiations of the EU-Mercosur association agreement. Both the
EU and Mercosur have a vital interest in using Mercosur's unity, which unlike in the past is now backed by
pro-business governments in Argentina and Brazil, to finalise a political agreement by the end of 2017.

Figure 2 – Barriers to entrepreneurship
in 2016; 0=lowest

Data source: OECD, 2017.
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