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Political Consolidation before Fiscal Consolidation
By David Austerweil, Deputy Portfolio Manager

Deputy Portfolio Manager David Austerweil visited Argentina 

the week of May 9 and met with key policy makers in the public 

sector along with private sector analysts. Here are some of his key 

takeaways:

•	 	The	Mauricio	Macri	government	must	now	turn	its	focus	

to	generating	growth	in	order	to	manufacture	a	victory	

in	next	year’s	mid-term	elections.	If	it	is	unable	to	win,	

questions	of	governability	and	political	continuity	could	

limit	future	foreign	direct	investment	(FDI)	and	key	private	

sector	reforms.

•	 	There	are	no	major	growth	drivers	in	the	near	term:	

real	personal	incomes	are	declining	due	to	subsidy	

reductions	and	this	could	limit	consumption	growth;	FDI	

and	private	sector	investment	are	being	crowded	out	by	

high	real	interest	rates	and	concerns	over	the	longevity	

of	Macri’s	administration;	and	infrastructure	investment	

spending	may	come	too	slowly	due	to	a	lack	of	shovel-

ready	projects.

•	 	We	feel	the	central	bank	demonstrates	an	admirable	

commitment	to	rebuilding	its	credibility	and	should	be	

successful	in	bringing	inflation	down,	despite	the	need	

to	finance	the	treasury	for	2%	of	GDP	due	to	the	slow	

pace	of	fiscal	adjustment.	An	overvalued	exchange	

rate	can	help.

•	 	After	almost	four	years	of	being	very	overweight	

Argentina,	we	are	reducing	exposure	in	our	portfolios.	

We	plan	to	focus	on	high-carry	positions	in	short-dated	

provincial	bonds	and	local	market	debt	that	could	

benefit	from	a	successful	disinflation	of	the	economy	

and	exchange	rate	stability.

Since	the	Macri	administration	took	office,	Argentina	has	

exceeded	almost	every	analyst’s	expectations	in	solving	the	legacy	

distortions	in	the	economy	left	by	Cristina	Kirchner’s	(former	

president)	administration:	lifting	the	Cepo	Cambiario	(draconian	

foreign	exchange	controls	restricting	the	purchase	of	USD)	and	

freely	floating	the	exchange	rate,	resolving	the	default	by	settling	

with	holdouts	and	regaining	market	access	by	issuing	$16.5B	in	

government	bonds,	and	reducing	subsidies	for	utilities	mainly	in	

electricity	and	gas.	The	government	also	presented	targets	for	a	

fiscal	and	monetary	adjustment	that	gradually	brings	down	the	

primary	balance	from	4.8%	of	GDP	in	2016	to	zero	by	2019	and	

inflation	to	the	low	single	digits	by	2019	down	from	over	30%.	

Until	INDEC	(National	Statistics	and	Censuses	Institute)	begins	

publishing	inflation	statistics	(expected	in	June)	there	is	no	official	

measure	of	inflation	at	the	national	level.	During	meetings,	the	

government	referred	to	the	slow	pace	of	adjustment	as	a	possible	

solution	to	maintain	the	governability	of	Macri’s	administration	

while	it	remains	a	minority	government.	In	the	October	2017	

legislative	elections,	Macri	will	have	a	chance	to	gain	a	majority	

in	congress	and	so	now	he	must	focus	on	winning.

While	the	initial	concerns	over	governability	were	valid	ones	

(no	Argentine	president	from	outside	the	Peronist	party	has	

ever	completed	a	full	term),	the	slow	pace	of	adjustment	risks	

undermining	popular	support	as	further	subsidy	reductions	

and	expenditure	cuts	could	be	required	in	2017	and	2018.	

Next	year’s	subsidy	reductions	will	boost	inflation	again	for	

unsuspecting	voters	and	risk	labeling	Macri	as	the	president	of	

perpetual	adjustment.	Additionally,	a	majority	of	next	year’s	1.5%	

fiscal	adjustment	is	expected	to	come	from	growth	of	tax	revenues	

which	will	only	be	feasible	if	the	government’s	FY2017	expected	

growth	estimate	of	above	3%	is	met.	If	it	is	not,	we	believe	future	

subsidy	reductions	will	need	to	be	even	larger	(further	increasing	

inflation)	or	expenditure	cuts	more	dramatic	(at	the	expense	of	

Please	note	that	the	information	herein	represents	the	opinion	of	VanEck	and	these	opinions	may	change	at	any	

time	and	from	time	to	time.



Van Eck Securities Corporation, Distributor

666 Third Avenue | New York, NY 10017

vaneck.com | 800.826.2333

VanEck Funds  VanEck VEctors EtFs/Etns  InsurancE Funds  sMas  altErnatIVEs

Argentina Trip Notes  May 2016

THIS	MATERIAL	MAY	ONLY	BE	PROVIDED	TO	YOU	BY	VANECK	AND	IS	FOR	YOUR	PERSONAL	USE	ONLY	AND	MUST	NOT	BE	PASSED	ON	TO	
THIRD	PARTIES	WITHOUT	THE	PRIOR	EXPRESS	WRITTEN	CONSENT	OF	VANECK.	IF	YOU	HAVE	NOT	RECEIVED	THIS	MATERIAL	FROM	VANECK,	
YOU	ARE	HEREBY	NOTIFIED	THAT	YOU	HAVE	RECEIVED	IT	FROM	A	NON-AUTHORIZED	SOURCE	THAT	DID	NOT	ACT	ON	BEHALF	OF	VANECK	
AND	THAT	ANY	REVIEW,	USE,	DISSEMINATION,	DISCLOSURE,	OR	COPYING	OF	THIS	MATERIAL	IS	STRICTLY	PROHIBITED.

Information	contained	in	this	presentation	is	for	information	purposes	only	and	should	not	be	construed	as	an	offer	or	solicitation	for	the	purchase	or	sale	
of	any	financial	instrument,	product,	or	service	sponsored	by	VanEck	or	its	affiliates.	This	material	does	not	constitute	an	offer	to	sell	or	solicitation	to	buy	
any	security,	including	shares	of	any	fund.	An	offer	or	solicitation	will	be	made	only	through	the	fund’s	official	offering	document	and	will	be	subject	to	
the	terms	and	conditions	contained	therein.	

Investments	in	foreign	securities	involve	a	greater	degree	of	risk,	including	currency	fluctuations,	economic	instability,	and	political	risk.	Changes	in	
currency	rates	and	differences	in	accounting	and	taxation	policies	outside	the	U.S.	can	raise	or	lower	returns.	Investing	in	emerging	markets	involves	a	
heightened	degree	of	risk,	including	smaller	sized	markets,	less	liquid	markets,	and	other	risks	associated	with	less	established	legal,	regulatory,	and	
business	infrastructures	to	support	securities	markets.	Due	to	these	factors	and	others,	the	risks	associated	with	emerging	markets	could	be	increased.	
Bonds	and	bond	funds	will	decrease	in	value	as	interest	rates	rise.

Please	note	that	the	information	herein	represents	the	opinion	of	the	author,	and	these	opinions	may	change	at	any	time	and	from	time	to	time,	and	
portfolio	managers	of	other	investment	strategies	may	take	an	opposite	opinion	than	those	stated	herein.	Not	intended	to	be	a	forecast	of	future	events,	a	
guarantee	of	future	results,	or	investment	advice.	Current	market	conditions	may	not	continue.

The	information	herein	reflects	prevailing	market	conditions	and	our	judgments	as	of	the	date	of	this	document,	which	are	subject	to	change.	In	preparing	
this	document,	we	have	relied	upon	and	assumed,	without	independent	verification,	the	accuracy	and	completeness	of	all	information	available	from	
public	sources.	Opinions	and	estimates	may	be	changed	without	notice	and	involve	a	number	of	assumptions	that	may	not	prove	valid.	There	is	no	
guarantee	that	any	forecasts	or	opinions	in	this	material	will	be	realized.	Past	performance	is	not	a	guarantee	or	a	reliable	indicator	of	future	results.

All	investments	contain	risk	and	may	lose	value.	This	information	should	not	be	construed	as	investment	advice.	This	information	should	not	be	construed	
as	sales	or	marketing	material	or	an	offer	or	solicitation	for	the	purchase	or	sale	of	any	financial	instrument,	product,	or	service	sponsored	by	VanEck	
Associates	Corporation	or	its	affiliates.	©	VanEck.	All	rights	reserved.

public	sector	jobs).	Since	the	entire	adjustment	plan	hinges	on	

strong	real	economic	growth	and	because	the	government	needs	

congress	to	implement	its	reform	plans,	the	government	appears	

to	be	shifting	its	focus	to	growing	the	real	economy	before	next	

October’s	mid-term	elections.	The	likely	result	of	any	fiscal	slippage	

would	be	even	more	sovereign	external	debt	issuance,	making	

current	prices	less	attractive.	

We	believe	the	outlook	for	local	rates	is	more	compelling,	even	

with	the	slower	fiscal	adjustment	making	it	necessary	for	the	central	

bank	to	partially	finance	the	government	deficit	in	2016	and	

2017.	While	the	central	bank’s	policy	rate	of	36.75%	is	most	likely	

inconsistent	with	the	above	3%	real	GDP	growth	in	2017,	as	high	

rates	depress	economic	activity	and	crowd	out	the	private	sector,	it	

is	consistent	with	a	strong	disinflation,	making	next	year’s	target	of	

25%	inflation	feasible	and	the	resulting	11.75%	future	real	interest	

rates	very	attractive.	The	central	bank	expressed	discomfort	with	

the	overvaluation	of	the	Argentine	Peso	(ARS),	but	it	was	unwilling	

to	entertain	a	large	rate	cutting	cycle	that	could	jeopardize		

disinflation	in	the	near	term,	and	was	almost	ideologically	opposed	

to	purchasing	U.S.	dollars	to	accumulate	reserves.	Without	the	

central	bank	intervening,	the	ARS	should	remain	strong	against	the	

USD	for	the	next	few	months	due	to	seasonal	grain	exports,	large	

portfolio	inflows	to	local	fixed	income,	a	stronger	Brazilian	Real	

and	the	potential	for	a	tax	amnesty	for	Argentine	offshore	savings	

by	year	end.	Expected	returns	for	unhedged	local	rates	look	very	

compelling	and	any	sell-off	in	ARS	would	be	an	opportunity	to	

increase	our	position.


