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Executive Summary

After nine months, Milei's administration has reduced inflation and balanced the budget, but
this has come at the cost of a significant recession.

While there are promising prospects, the present remains challenging. Inflation is still high,
Argentina's macroeconomic imbalances and capital controls are still in place, and overall,
the institutional framework remains weak.

A new law has introduced reforms, including a tax amnesty and incentives for foreign
investments. For now, Milei enjoys strong support, but it is unclear how long this will last,
especially if the recession persists.
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Introductory Remarks by the Editors

Josef Demergis & Marios Efthymiopoulos

With Javier Milei taking the reins of a deeply in trouble Argentinian state in
December 2023, both the world and the Argentinian people were not really sure of the
repercussions such an election of a mercurial personality would have in the fate of
Argentina.

It was and still is, more than obvious that old state and political practices that broke
Argentina’s financial back cannot possibly go on and that a truly new approach was
needed, no matter how painful in the beginning.

It is the nature of the beast that the political electorate may well seem keen to some
hardship, if there is a promise of something better in the end, but such keenness and
the ability to endure in order to change has been proven to be fickle in its duration.

Matias Salord has extensively researched and written something both practical and
keen in its observation of the popular mood in Argentina, along with the change that
is happening and the challenges ahead.



Introduction

In December 2023, Javier Milei took office as the president of Argentina. He is a self-
proclaimed libertarian liberal who gained fame for appearing on television promoting "the
ideas of freedom." [1] [2] He came to power in a country marked by high inflation, currency
controls, multiple exchange rates, bureaucracy, high taxes, restrictive regulations, a
bankrupt central bank, low wages, and an unsustainable fiscal deficit. Nine months later,
several things have changed. Milei aims to restore Argentina to a position it once held long
ago. Foreign investments could be key to this effort, as he seeks to normalize the Argentine
economy.

The economic backwardness of Argentina is reflected in a simple fact: the GDP per capita in
2023 was lower than in 2007. After reaching its peak in 2011, income per person began to
decline, resulting in a new lost decade for the country, which led to the poverty rate rising to
50%.
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Argentina is one of the few countries in the world where the GDP per capita has decreased
compared to fifteen years ago. [3]

A Challenging Start

Milei won the second round of elections with broad support. However, he was by far the
president with the least legislative backing in history. This political weakness was
counterbalanced by significant social support for implementing his measures, which persists.

The first actions of the Milei administration included a sharp devaluation of the official peso,
which had been significantly undervalued, and getting rid of price controls. This decision



added fuel to uncontrolled inflation. At the same time, he faced a complex challenge in
monetary management. The central bank had to increase the monetary base to cover the
fiscal deficit and to pay off its own bonds, all of which was poised to further exacerbate
inflation. This created a scenario ripe for hyperinflation.

As months went by, the depreciation of the peso translated into higher prices. However, the
most important development was that the dollar price in the black-market (blue dollar)
remained under control and even saw a decrease (abrupt appreciation of the peso). In just a
few months, Argentina went from being an extremely cheap country in dollar terms
(measured by most exchange rates) to an expensive one. For example, a lunch at a
restaurant that cost five dollars (black-market value) back in October rose to twenty dollars
in March. This abrupt change, which typically occurs over the years, was usually
accompanied by a recovery in real wages, but that was not the case in Argentina. While
salaries in dollars have increased, they did not improve in terms of purchasing power. It
wasn't until the second quarter that a slight recovery began. The persistence of low wages
largely explains the severe recession the country is experiencing.

Milei introduced reforms aimed at reducing bureaucracy, streamlining the state, eliminating
public agencies, and promoting investments. This included the privatization of state-owned
enterprises.[4] [5] Many of these reforms transitioned from being just ideas, met with
skepticism, to being approved by the Parliament. However, their actual implementation is
still pending, which may take time and is at risk of complications and obstacles. The Milei
administration shows determination and is willing to move forward.

From the complex situation when Milei took office, the situation seems calmer, but the
country is far from being in good shape. Two key variables reflect Mllei’s successes: inflation
and public finances. Monthly inflation was 25% in December (measured by the Consumer
Price Index) and 20% in January; between May and July, it stabilized just above 4% [2]. While
this is still high, it is an achievement compared to previous levels in Argentina. The annual
rate reached 289% in April and was at 269% in July, with prospects for continued decline.
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Argentina — Monthly inflation from August 2023 to July 2024. Report by the official statistics
agency of Argentina (INDEC). [6]
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The overwhelming fiscal deficit was addressed starting in January. Quickly, Milei managed to
fix public finances. Since 2011, Argentina has had a budget deficit every year, averaging 4%
of Gross Domestic Product (GDP). In 2023, Argentina experienced a deficit of 4.4% of GDP.
During the first seven months of 2024, the administration accumulated a surplus of 0.4% of
GDP [7]. This came at a significant economic cost, making the recession harsher. Public
spending on infrastructure and subsidies was sharply reduced, and inflation eroded pensions
and retirement benefits. These factors have adversely affected economic activity. This fiscal
tightening meant that the central bank stopped issuing pesos to finance the national
government. However, the Treasury's debt increased significantly as the central bank
transferred its debt to the national Treasury. This will lead to a larger interest burden in the
future and is noted as a risk for fiscal sustainability. However, if the financial surplus is kept,
there should be no issues with rolling over the debt.

Another success has been the partial stabilization of the central bank. It stopped transferring
money to the Treasury due to a balanced budget. It effectively addressed a significant
problem of overdue commercial debt owed to foreign creditors for imports. Another issue
was its interest-bearing liabilities, which were replaced by Treasury bonds.[8] This
normalization of the central bank and the financial system (banks stopped obtaining their
gains from the interest on the central bank's bonds) has led to an increase in the availability
of credit, including mortgage credit. In this context, the central bank was able to buy dollars
and increase its international reserves.[9]

The exchange rate in Argentina is a major issue, not just economically but also politically.
When devaluations occur or there is a feeling of a lack of control over the exchange rate,
economic turbulence is exacerbated, often leading to a political crisis and further
fluctuations in the exchange rate. In this context, Milei has proven relative success.
Following the devaluation of the official dollar, the government implemented a 2% monthly
crawling peg. The black-market exchange rate has risen, and the gap with the official
exchange rate has widened in recent months compared to January, but this has not shown a
loss of control.

Controls and restrictions in the exchange market—known as "cepo" in Argentina—remain in
place. The government claims to intend to end these restrictions but argues that the
necessary conditions have not yet been met. Some recognized economists warn of the need
to fully drop these restrictions and free the market to facilitate the accumulation of
international reserves. Domingo Cavallo, former Minister of Economy of Argentina, suggests
that the government should advance the liberalization and reunification of the exchange
market, even if it results in a depreciation of the peso [10]. He believes this could bring
significant improvements, provided it is accompanied by a definitive stabilization plan.

Since Milei won the election, Argentine public debt bonds have seen significant increases,
exceeding 100%. One of the most notable bonds, maturing in 2030, rose from 25 cents on
the dollar in November to as high as 60 cents in May [11]. This is also reflected in the
improvement of Argentina's risk index, the Emerging Markets Bonds Index, which decreased
from 2,700 points to 1,200 [12]. However, their quotation still reflects an elevated level of
risk and limited confidence, keeping the doors closed to the possibility of issuing public debt
in international markets. Despite the measures and changes, the Argentine economy
continues to face macroeconomic imbalances: distorted relative prices, multiple exchange



rates, capital controls, and more. This configuration is far from normal and does not
resemble those of its neighbors. Argentina's economy is positioned somewhere between
Chile and Venezuela.

The significant cost of Milei’s achievements is a severe economic recession. The economy
recorded a GDP contraction of 2.6% in the first quarter, following a drop of 2.5% in the
previous quarter [13]. In the first quarter, activity was 5.1% below the same quarter of the
previous year. The activity indicators do not suggest a rebound in figures for the second
quarter [14]. For the third quarter, based on data from July and August, a slight recovery is
expected, but it is far from a V-shaped recovery; rather, it resembles a decline followed by
stabilization. The reality resembles an L shape: a drop followed by stabilization, without
recovery. There are few positive indicators of economic activity.

The expectation of a default by Argentina has decreased dramatically, reflected not only in
the price of bonds but also in credit default swaps, which have seen a sharp decline. Milei's
relationship with the International Monetary Fund (IMF) has not faced major problems, but
there are divergences. While the President explicitly states that they will not let the peso
depreciate, the IMF is calling for a more flexible exchange rate.

After nine months of Milei's administration, most Argentinians are more at ease, but not
necessarily better off. The population still faces low wages and high prices. It's worth noting
that being calm in Argentina is significant, especially after several years of high inflation and
the urgency to consume due to rising prices. For an Argentine, seeing the same price for a
good in March as in July is a novel experience. The question is whether this positive novelty
can persist until the focus shifts to economic activity and income.

Projection: Doing poorly but on the right track?

“There is a very strong recovery, with some sectors seeing double-digit growth, but it will
take months to reach the people because it is starting from a very low base,” said the
Minister of Economy, Luis Caputo, at the end of August.

Economic activity continues to be in a poor state. The government's engines for recovery are
based on confidence, normalization, and investments. To sustain confidence, the
government will need to keep a balanced budget and avoid devaluing the currency. Caputo
consistently denies any possibility of devaluation, saying that “there will be a shortage of
pesos” and “an excess of dollars. [15]”

The slow exit from the recession is due to the lack of engines to drive the recovery.

Consumption is a key factor and is still depressed. Only an increase in salaries could
stimulate it, yet even the government is not raising them. Additionally, sharp cuts in
government spending are not helping economic activity either.

Investment is another driver of the economy, which is slow to respond and materialize but
could be crucial. Government reforms aim to improve the country's productivity and
encourage investments. Daily announcements are made about the elimination of
restrictions, procedures, or controls that were implemented in Argentina for fiscal purposes
or to favor certain less productive sectors in previous years. Increased productivity could
contribute to real wage increases, in addition to incentivizing further investments.



In this regard, within the package of laws that were approved in Congress late in June (Ley
Bases) is the so-called Incentive Regime for Large Investments (RIGI) [16] [17]. This is a set of
laws designed to encourage foreign investments with extensive fiscal, exchange rate, and
customs advantages for 30 years. It is aimed at investments exceeding 200 million dollars in
the sectors of infrastructure, mining, technology, steelmaking, energy, oil, gas, and forestry.
A major uncertainty on the RIGI and foreign investments is what may happen if a
government with different ideas takes office in 2027.

Investments, both local and foreign, play a key role in the economy. Fewer regulations and
restrictions, along with greater economic freedom, can enhance the country's productivity
rather than relying solely on the exchange rate. The challenge is how long it will take to truly
see these improvements before public sentiment shifts. It’s important to keep in mind that
people's wallets have their limits of patience. Milei needs to show more achievements
before the legislative elections in 2025. At this point, a robust performance from the ruling
party, La Libertad Avanza (LLA), is expected. Even in such a scenario, LLA will still depend on
other parties for the approval of laws.

Obtaining dollars is key for the central bank to keep control over the exchange rate, ensure
funds for servicing external debt, and accelerate the elimination of currency restrictions. In
Argentina, keeping control over the currency market is also a necessary condition, though
not sufficient, for political stability.

The government needs to attract dollars and increase reserves to maintain confidence in the
economic plan. In this regard, the legislative package approved by Congress includes a new
tax amnesty regime for the voluntary disclosure of domestic and foreign assets.

Another source of dollars is foreign trade. The trade balance shifted to a surplus under Milei,
contributing to the increase in reserves since he took office. Part of the surplus is due to a
sharp decline in imports, reflecting initial restrictions and later the recession, which reduced
demand for imports. On exports, the agricultural sector is key in Argentina, accounting for
more than half of the dollars that come in from exports. A drop in agricultural commodity
prices would complicate the government’s plans.

There is speculation about a new loan from the IMF that could provide fresh funds, but
Argentina has used up all available resources from this lender of last resort.



Can Argentinians maintain their patience?

The path toward a more stable economy is showing visible results with falling inflation.
However, the journey toward a prosperous economy is still a long one. There is a certain
level of patience among a significant portion of society and support for several measures,
bolstered by recent results and a fragmented opposition. However, this could change quickly
if signs of losing control emerge or if the recession deepens.

According to opinion polls, Milei enjoys more support than opposition leaders among
Argentinians [18]. Although this support has declined in recent months, it remains strong
and has not been significantly affected by unpopular measures.

Years of economic decline have fostered a belief that this time, the cost of the adjustment is
aimed at achieving a better future. There is greater confidence compared to previous
administrations. However, this is still a relatively new government. Support is not solely
based on economic issues; it is also influenced by a certain control over social protests and
the scandals emerging from the previous government, along with the fragmentation of
political forces.

Poverty in Argentina affects approximately 50% of the population [19] [20] [21]. Among the
lower classes, support for Milei is not strong, but what stands out is a certain attachment to
his figure from a social sector that has historically been distant from liberalism and always
close to Peronism.

Higher-income classes appear to provide the most support for the government and show
greater patience compared to the support given to the Macri administration (2015-2019).
Currently, the comments reflect a more realistic outlook regarding expectations. Previous
governments were often asked for quick and significant results—“miracles” —while with
Milei, the focus is on “normalization” —an orderly economy that could eventually lead to the
miracle of becoming a richer country. While the upper classes may not doubt Milei's
economic capabilities, they are concerned about his political skills.

The lower classes and sectors of the informal economy are the most affected by the crisis.
Their incomes are always the last to recover. These groups suffer the most during any crisis,
and the current times under Milei are no exception. However, at the same time, they are the
ones who benefit the most from the decrease in inflation.

Milei brough a sense of calm to Argentinians regarding inflation and currency stability, but at
the same time, there is growing concern over declining wages. Hopes for results and
expectations of future change, clash with the reality of low incomes.

The upper classes are focused on the future and are waiting for Milei's measures to show
results in terms of investment and productivity. The middle and lower classes, however,
cannot afford such patience and are living in increasing urgency. The question of how long
support for Milei from these classes will last is one that many analysts in Argentina are
pondering.



Conclusion

The challenge for Milei’s administration is how to transition from this short-term complexity
to the desired long-term prosperity. The optimistic outlook for the medium and long term is
based on the idea that simpler economic rules, fewer restrictions, less government
intervention, orderly public accounts, deregulation, and lower taxes should lead to a more
productive country with increased investment, better wages, and, consequently, greater
global relevance.

In the short term, Milei needs a rebound in the economy that is both palpable and visible.
For now, he still enjoys broad social support to continue implementing economic measures,
including those that are clearly unpopular. If he loses this support, uncertainty will arise
regarding the success of his administration, along with pressures to adopt measures
contrary to the official narrative.

The path to long-term success is a lengthy one. To navigate this transition, Milei requires
dollars, stability in the exchange rate, a balanced budget, and increased political support to
address challenges from labor unions as well as other political parties.
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