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After four years of recession and a year of open crisis since December 2001, 

Argentina is confronted by the dizzying tailspin of its GDP, spiralling unemployment and 

poverty, a disturbing rise in prices, a fourfold decline in its exchange rate in less than one 

year, and a foreign debt which, as a percentage of its PIB in dollars, has become untenable.1 

The financial system—destabilised by the partial freezing of  assets (el corralito), their 

conversion into pesos and the transformation of domestic debts from dollars to pesos at a one-

to-one rate—has been destroyed by the inability to find a coherent way out of this freeze. The 

transformation of part of the liquid assets into fixed-term deposits in the form of vouchers 

(corralón) and their partial liberalisation (with the risk that they be converted into dollars and 

weigh on the evolution of the exchange rate and the country’s reserves) have given rise to a 

four-way confrontation between the government, the Central Bank, the Supreme Court and 

the IMF. A parallel system of quasi-money has emerged at the same time: lecops (government 

bonds) presently serving to finance the assistance programme for the poorest citizens (who 

receive the sum of 150 lecops, equivalent to 150 pesos), barter tickets used by the most 

destitute, the “wheat” money used by farmers to pay their inputs in kind and thus avoid the 

freezing of their assets, at the very time when the public authorities can barely repatriate the 

dollars earned by the major exporters (wheat, soybeans, livestock, energy) and keep them 

from overly increasing their domestic prices, and when the same authorities are attempting to 

impose part of the manna represented by devaluation for products priced in dollars.

This crisis did not begin yesterday. Many Argentine economists place its origin in the 

1 . Main data sources are indicated at the end of this article.
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economic policy followed by the government of the dictatorship (1976). This was 

characterised by its extreme liberalism, which constituted an abrupt break with State 

interventionism. Others, without denying this responsibility, consider that the deep roots of 

the crisis lie in the more recent policy followed to get out of the recessive, hyper-inflationist 

period of the 1980s. After an undeniable period of success, the ten-year currency board (1991-

2001) gradually came to constitute a kind of strait jacket: the “economic miracle” vaunted by 

President Menem and the IMF at the time turned into a mirage a few years later, and then into 

a nightmare. This is the  position we maintain.  

1. The 1991 currency board is quite similar to the system of the same name imposed 

during the nineteenth century in certain countries by England, the colonial power of the time. 

This system exists today in a few small Eastern European countries and in Hong Kong; in 

contrast to Hong Kong, however, in Argentina, two currencies coexist for all transactions—

the peso and the dollar. The currency board imposes a sharp constraint on monetary issues, 

which must be strictly indexed to the inflow of hard currency. The monetary base (banknotes 

and bank deposits with the Central Bank) must be counterbalanced by dollars: each peso 

created must have its counterpart in dollars and if the inflow of dollars declines, the issuing of 

credit, whether public (budget deficit) or private (credit to companies and individuals) origin, 

must follow. Thus, the Central Bank is no longer the lender of last resort and refuses to 

refinance (rediscount) the credits extended by the banks when the inflow of dollars is not 

sufficient. In other words, if the Argentine banks can, like any other banks, create money by 

granting credit, their refinancing by the Central Bank depends on the entry of dollars, and 

unless they are willing to take considerable risks, this situation can put a brake on their desire 

to issue credits to the economy when the hard currency entries are insufficient. Structurally, 

the banks are thus faced with a problem of capitalisation and cannot meet demands for 

liquidity when there are not enough new dollars and savers demand the conversion of their 

deposits into cash.
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The invariability of the real exchange rate necessarily implies a very great workforce 

flexibility because what cannot be obtained in terms of competitiveness by the manipulation 

of real exchanges (devaluation) must come from the reduction of labour costs when the 

productivity level is too low relative to that of the United States and the growth of this 

productivity, while elevated, remains insufficient with respect to the constraint of 

competitiveness. This constraint also weighs heavily on borrowing possibilities and will push 

the government to seek a “zero budget deficit”.

The currency board has been a veritable trap which became increasingly costly—in 

social terms—to abandon with the passage of time: work flexibility, with increasingly 

precarious work situations, part-time work and the reduction of real wages in its train, has 

imposed itself in an almost caricatural way; the economy has been sharply internationalised 

and capital outflows have multiplied all the more easily as the real exchange rate increased 

and the rentier behaviour of entrepreneurs was stimulated by arbitrations increasingly 

favouring financial investments over productive ones.2

2.  According to Frenkel and Rozada, for industry as a wholre, the 1996 real wage, in 

constant dollars, was 40 percent higher than that of 1991 because of the appreciation of the 

exchange rate in real terms.3 Although productivity rose sharply, it did not manage to 

compensate for this rise in real wages expressed in constant dollars. The unit cost of labour in  

1996 was 7 percent higher than that of 1991. The reduction of wages in the so-called “open” 

sector (i.e., subject to international competition) began in mid 1998, while labour productivity 

increased sharply from mid 1999 on. This situation led to a considerable decline in the unit 

cost of labour in pesos, which went from 92 (1993 = 100) to 83 in 2001, which amounts to a 

reduction of just under 10 percent since the devaluation of the réal. Indeed, Argentina’s 

2 . The increase in the real exchange rate is explained by the significant difference in prices between the US and 
Argentina during the first months preceding the end of the hyper-inflation. This inflationary gap between the two 
countries and the stable 1:1 nominal exchange rate provide a mechanical explanation for the rise in the real 
exchange rate. 
3 . R. Frenkel and G. Rozada (2000), “Apertura, productividad y empleo. Argentina en los años 90”, CEDES 
document, Buenos Aires.
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competitiveness relative to Brazil plummeted when the réal was heavily devalued relative to 

the dollar in 1999 while the peso remained high in real terms (see note 2).  

This study shows that the currency board reduced the options for increasing 

competitiveness. Such an increase can come from the reduction of real wages with the 

objective of lowering the real wage in constant dollars—which was done—but this is not very 

efficient because of its recessive effect. Indeed, notwithstanding a considerable increase in 

Argentina’s exposure rate over the past fifteen years, the economy remains relatively closed, 

with growth above all “pulled” by domestic demand.4 This is also what basically explains the 

“primarisation” of economic activity—the industrial sector is tending to be eradicated and 

small- and medium-size enterprises face growing difficulty in resisting foreign competition. 

Exports are concentrated where their prices are expressed directly in dollars (raw materials of 

agricultural and mineral origin, including oil) and where little labour is needed.

The appreciation of the currency in real terms is leading to a reinforcement of rentier 

behaviours among Argentina’s entrepreneurs. The rate of gross capital formation remains 

ridiculously low—especially if we do not take into account investments in construction—

compared to the emerging Asian economies.5 In the 1990s, capital inflows in the form of 

direct foreign investments, following the massive privatisations and the attraction effect 

provoked by the creation of Mercosur, was considerable, as were the resulting profits.6

3. Between 1993 and 2000, the country’s 200 largest companies earned $28.441 

trillion, with 57 percent of these profits coming from 26 privatised companies (FLACSO 

data). Over the past five years, while deflation was at 4 percent, the rise in prices for public 

services was 22 percent. According to the recent research of D. Azpiazu, from 1992 to 2000, 

4 . From 1985 to 2000, exports increased threefold (fivefold in Mexico) but the exposure rate nonetheless 
remains modest: at the end of 2001, exports plus imports constituted nearly 18 percent of the GDP. 
5 . With the crisis of 2002, it plunged to 10 percent.
6 . According to the calculations of the FLACSO (Facultad Latinoamericana de Ciencias Sociales), for the 
companies privatised between 1994 and 1999, profits from sales averaged 12.3 percent and from stocks, 15.4 
percent.
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for each dollar earned by the 500 largest privatised companies, 80 cents left the country.7 In 

2000, over $1.6 billion were expatriated under the heading of repatriated profits and dividends 

alone, and from 1992 to 2000, $8.9 billion went to the parent companies—55 percent of the 

inflows from privatisations. If we consider the whole of the net repatriations of these profits 

and dividends, and not just the 500 largest privatised companies, the figures are the following: 

$2.066 billion and $2.524 billion for 1997 and 1998, respectively (+6.8 %), to which must be 

added the net interest on the debt which went from $6.166 billion to $7.608 billion over the 

same period and the net services tied to the trade balance, which rose from $4.178 billion to 

$4.281 billion. The totality of these deficits roughly corresponds to a little more than half the 

value of exports. The reinvestment of profits by foreign investors corresponds to between 

one-third and one-fourth of the sums paid abroad in the form of repatriated dividends and 

profits. The raw figures are revealing: in 1997, payments abroad totalled $2.842 million, and 

in 1998, $3.353 million, while the reinvestment of profits for these same years amounted to 

$815 million and $697 million, respectively.8 The restrictions on price rises in the public 

services imposed in 2002—when prices were again rising rapidly—along with the obligation 

to continue foreign debt payments in dollars—when the peso was undergoing sharp 

depreciation—explain the heavy losses of these enterprises in 2002, losses which were far 

lower than the gains of the preceding decade.

4. According to Damill and Kempel, the cumulative balance of the finance and capital 

accounts of the balance of payments, which is attributed to the government, accounts for 

nearly 50 percent of the country’s total resources obtained over the 1992-1996 and 1997-1998 

periods, a sum superior to that obtained by the non-finance private sector which was at the 

7 . D. Azpiazu (2001), “Privatizaciónes y regulaciónes en la economía argentina”, FLACSO mimeo, Buenos 
Aires. If all things had remained equal, the sums paid for the nationalisations would have been surpassed by 
repatriations as of 2004.
8 . M. Damill and D. Kempel (1999), “Análisis del balance de pagos de la Argentina: cambios metodológicos y 
desempeño reciente”. CEDES documents, Buenos Aires. These data took a sharp negative turn in 2001 with the 
sudden transformation of the recession into open crisis and the subsequent abandoning of the currency board.
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origin of massive outflows in the form of income from investment and private indebtedness. 

In the years when the non-finance private sector did not manage to harness sufficient 

resources from abroad, public indebtedness made up for these deficiencies. This was clearly 

the case in 1995 and 1996, years of crisis and capital outflows. It was thus the international 

loans assumed by the State which permitted the “closing” of the gap between financing needs 

and the private sector’s ability to meet them. In the abstract, the improvement of the essentials 

of the economy, and notably its fiscal equilibrium, could have bolstered the government’s 

credibility in the eyes of the international institutions, lowered the “country risk”, reduced 

interest rates and constituted a source of capital inflows. But the recessive effect produced by 

this policy of containing public expenditures and the inability of the non-finance public sector 

to face up to its capital outflows were to make this situation impossible to resolve. In sum—

and this is the real paradox—the fiscal equilibrium came in conflict with the interests of the  

non-finance private sector, since the private sector needs State deficits in order to obtain the 

resources from abroad which it cannot do without. Obviously, this would not be the case if 

this sector reinvested its profits and developed productive activities aimed at increasing 

exports, or in other words, if the entrepreneurs were a little less rentier in their behaviour. This 

paradox may be explained in part by the currency board: the lack of industrial 

competitiveness, and the subsequent recessive context, hardly promoted investment in order 

to increase production capacities. And conversely, maintaining an appreciated real exchange 

rate encouraged capital outflows. 

Conclusion:

The liberalisation of the economy without seeking compensatory effects and the 

subsequent abandoning of the very idea of the State as a regulating institution have provoked 

a rise in inequalities and growing dependence in relation to international finance. The 

continuation of the currency board accentuated these effects and set up a real “no-win” 
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situation. On the one hand, maintaining the plan aggravated the circumstances, while on the 

other, abandoning it implied an immediate social and economic cost which was even greater 

than that of maintaining it. With the short term winning out over the medium term and 

overkill replacing policy, the abandoning of this schema could only take place in a climate of 

panic. This is exactly what happened at the end of 2001, bringing to an end the “chronicle of a 

crisis foretold”. 

The government’s responsibility here is twofold: for one thing, the regressive effects 

of this liberalisation appeared quite soon but the leaders permitted the impoverishment of the 

large majority of the population to spread while the minority grew increasingly rich; for 

another, perfectly aware of the trap, they preferred to deal with it on a day-to-day basis, 

multiplying both the liberal concessions to the IMF—concessions which the latter still 

considered insufficient—and also attempting to get around IMF requirements by allowing the 

proliferation of non-convertible provincial currencies with all the dangers these implied. The 

main responsibility for the actual state of the economy is not to be sought in the inflexible 

attitude of an international institution but in that of the government and the minority profiting 

from the economic policies instituted in the boom periods but also, and above all, in the 

periods of recession. The IMF’s interventions only accompanied a profoundly liberal policy. 

However, with the outbreak of the crisis in late December 2001 and the arrival of a new 

leadership at the IMF which was much more dogmatic than the preceding one, the remedies 

proposed with a high degree of cynicism were more likely to “kill the patient” than to cure 

him.

Directing the economy is not an innocent exercise for those in power. Indeed, the 

economic policies pursued may have disastrous effects on a considerable portion of the 

population. When these effects are not limited to a decline in purchasing power but take on a 

qualitative dimension by profoundly damaging the very conditions of survival, it is legitimate 

to consider that  economics, practiced in this way, can kill. And in this case, we may well ask 
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whether there should not be such a thing as criminal responsibility in economics when an 

entire series of social indicators point to a rapid and far-reaching deterioration. These 

indicators should measure the evolution of poverty (itself analysed on the basis of a battery of 

other indicators including income, health, life expectancy, infant mortality and so on), but also 

the deterioration of housing and public education and the rise in homicide.

At present, the law does not recognise this responsibility. Such a notion is easier to 

admit it when the governments in question have little or no legitimacy, as in the case of 

dictatorships; it is more difficult to accept when these governments have been lawfully 

elected, as is the case in Argentina. However, certain decisions in economic policy can lead to 

extreme situations and the democratic rejection of such policies, by means of elections, does 

not suffice. While it is essential, this rejection is insufficient when the effects of the policies 

are disastrous for the majority of the population, as we can observe today in Argentina. This 

responsibility should be assessed, or even judged before an international economic court, 

comparable to the Russell War Crimes Tribunal during the Vietnam War, in order to judge 

economic crimes. Even if they remain symbolic, these judgements could help to impede the 

implementation of such ultra-liberal policies elsewhere in the world.

Main Data

The GDP has been declining since 1999: -3.9 % in 1999, -0.8 % in 2000, -4.4 % in 

2001 and -16.3 % during the first quarter of 2002 relative to the first quarter of 2001. 

Investment fell 12.6 % in 1999, slowed its decline in 2000 (-6.8 %) and underwent another 

accelerated drop in 2001 (-15.7 %) before plummeting in 2002 (-46.1 %).

The trade balance will show a surplus of $12 billion in 2002, mainly owing to the 

collapse of imports (-66 %) and a slight reduction in exports (-5%). The ratio of debts (public 

and private, totalling $200 billion at the end of 2001) to GDP was 1.8 (1.3 for the public debt 

alone) at the end of the first six months of 2002.
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Real wages in the private sector decreased 30 percent during the first six months and 

employment declined drastically. In one year, 10 percent of the “formal” jobs have 

disappeared, especially in industry (notably the so-called modern sectors) and construction. 

Precariousness and informal employment are exploding (over 90 % of the jobs eliminated in 

2001 and 2002 were stable and formalised). 

Absolute poverty (calculated according to the poverty level) went from 27 percent in 

1998 to 53 percent at the end of the first six months of 2002 and during the same period, the 

proportion of those held to be destitute went from 6 percent of the total population to 24.8 

percent. In 2002 there are 18 million persons (half of Argentina’s population) without medical 

coverage and the cost of medications has risen 200 percent, while inflation reached 30 percent 

during the first six months of 2002.

Source: Argentine Ministry of the Economy
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