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How Economic Freedom Can Be Restored

in Argentina

James M. Roberts and George A. Margulies

Abstract

Argentina ranked 169th of 178 countries in the 2016 Index of Economic Freedom, one of the worst performances
in the world. That is a tragedy for the hard-working Argentine population. Steep declines have been registered in
all of the country’s economic freedom indicators, including control of government spending, labor freedom, and
business freedom. Argentina is mired in a climate of corruption and economic repression. Severely hampered by
state interference, the formal economy has grown increasingly stagnant as informal economic activity expands.
Monetary stability is particularly weak and, despite extensive price controls on almost all goods and services,
actual rates of inflation have surged. Argentina’s investment profile has been badly damaged by monetary and
fiscal mismanagement, rising protectionism, and expropriations during the Kirchner years. The 2001 sovereign
debt default remains unresolved, economic growth has weakened, and poverty has increased. Capital controls have
spurred capital flight. Argentina’s new president, Mauricio Macri from the pro-free-market political opposition,
took office on December 10, 2015. This Heritage Foundation Special Report explains how Argentina lost so much
economic freedom—and what the new government can do to restore it. A good start will be to correct the many

mistakes made by the previous government.

A;gentina’s economic freedom score in the 2016
ndex of Economic Freedom—43.8 out of 100, its
lowest score ever—placed it in 169th place of 178
countries measured.! Argentina also ranks near the
bottom (27th) of the 29 countries in the South and
Central America/Caribbean region. That is a stun-
ning decline from its highest score of 74.7, which was
recorded in the second edition of the Index in 1996.>
Since then, it has been downhill for Argentina.
Steep declines have been registered in all 10 of the
country’s economic freedom indicators, including
control of government spending, labor freedom, and
business freedom. Argentina continues to be mired
in a climate of corruption and economic repression.
Severely hampered by state interference, the formal
economy has grown increasingly stagnant as infor-
mal economic activity expands. Monetary stability

is particularly weak and, despite extensive price con-
trols on almost all goods and services, the Economist

Intelligence Unit reported that inflation surged to 40

percent in 2014° (although the Kirchner administra-
tion repeatedly underreported it via the official Argen-
tine statistics agency INDEC— El Instituto Nacional

de Estadisticay Censos de la Republica). Government

interference in the financial sector further distorts

price levels. In the past decade alone, Argentina’s eco-
nomic freedom score has dropped by nearly 10 points,
plunging the economy into the lowest—“repressed”—
category of the Index.

President Cristina Fernandez de Kirchner of the
Peronist Party, elected in 2007, re-elected in 2011,
and preceded in office by her late husband Néstor,
was constitutionally barred from seeking a third
term. Argentina’s investment profile was badly dam-
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CHART1

Argentina Falls Into “Repressed” Category in Economic Freedom
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aged by monetary and fiscal mismanagement, rising
protectionism, and expropriations during the Kirch-
ner years. The 2001 sovereign debt default remains
unresolved, and a U.S. court decision in favor of
“holdouts” who did not accept previous restructur-
ing offers sent the country into default again in 2014.
Economic growth weakened, and the poverty rate
increased. Capital controls spurred capital flight.
Formerly the mayor of Buenos Aires, Mauricio
Macri of the pro-free-market Cambiemos opposition
coalition, won the 2015 presidential election because
the Argentine public was fed up with the populism
and poor performance of the Kirchner government.
This Special Report explains how Argentina lost so
much economic freedom—and what the Macri gov-
ernment can do to restore it. A good start will be to
correct the many mistakes made by the Kirchners.

A History of Political Instability

Between 1880 and 1930, Argentina was one of the
wealthiest nations in the world. Today, despite having
the world’s 23rd-largest economy as ranked in 2014
by gross domestic product (GDP),* Argentina is con-
fronted with many challenges, including the continu-
ingriseininflation that creates difficulty in attracting

investors, a history of corruption, political uncertain-
ty, debt defaults, and the nationalization of companies.

Argentina has vast natural resources, with over
375,000 square kilometers of arable land,® significant
gas and petroleum reserves, as well as sizable mineral
deposits.® Literacy is nearly universal.” The United
Nations Human Development Index, which measures
education, life expectancy, and wealth, ranks Argen-
tina 49th of 187 countries in the world.® These advan-
tages, coupled with Argentina’s youthful demograph-
ic (see Chart 2), would seem to make it an optimal
destination for foreign direct investment (FDI).

Yet, Argentina’s economic performance has been
inconsistent. (See Chart 3.)° Argentina’s political
history has swungbetween periods of constitutional
democracy and military dictatorships. In 1943, a mil-
itary coup led by Colonel Juan Domingo Perén oust-
ed the constitutionally elected government. Peron,
an early admirer of fascism, was elected president
in 1946 based on his promises of higher wages and
social benefits. Under Perdn, presidential powers
were increased and news media were suppressed.'”
Ironically, in September 1955, another military coup
forced him into exile. In subsequent years, multiple
administrations attempted to deal with a deteriorat-
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CHART 2

Argentina's Age Demographics
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ing economy and social upheaval. In 1973, Peron was
again elected president, but he died the following
year. He was succeeded by his third wife, Isabel, who
was subsequently ousted in 1976 by a military coup
led by Jorge Rafael Videla, who ruled until 1981 and
was succeeded by other military dictators until 1983.
Videla’s reign was marked by serious abuses during
the so-called Dirty War, including disappearances
and torture."

In a desperate attempt to survive politically, the
military junta launched an ill-advised war in 1982
against Great Britain over control of the Falkland
Islands. After a decisive victory for the British, then-
President Leopoldo Galtieri was removed from power,
setting the stage for a transition to democracy.'

The election of Raul Alfonsin, who succeeded Gal-
tieriin 1983, marked the first time that Peronism was
defeated in a free election. Alfonsin put the former dic-
tatorsontrial and set up acommission tolook into the
violence and repression of the 1970s. These trials were
halted, however, after several coup attempts. Hyper-
inflation related to ongoing political instability soon
followed, and Alfonsin was ejected from office just five

months shy of completing his term.* In fact, neither of
the non-Peronist elected presidents of Argentina has
been permitted to serve a full term in office."

Stunted Economic Development

Alfonsin was succeeded by a Peronist—Carlos
Menem—who implemented a neo-liberal and market-
friendly reform program. When he entered office in
1989, Menem initiated a program to privatize many
state enterprises and to liberalize trade. In 1990, the
economy experienced inflationary episodes. Menem
responded with the Convertibility Plan of 1991. This
plan simplified the tax code, enforced it better, and
established an independent central bank; it also lib-
eralized markets and encouraged privatization. Later,
these reforms expanded to include pension reform,
privatization of some provincial banks, and the cre-
ation of greater flexibility of the labor market."

The most dramatic and consequential of Menem’s
reforms, the Convertibility Law, fixed the exchange
rate between the Argentine peso and the U.S. dollar at
one-to-one. Initially, the peg was tremendously suc-
cessful, greatly reducing Argentina’s very high infla-
tion rate and stimulating growth. However, as budget
deficits and sovereign debt rose, Argentina also began
running a trade deficit. Eventually these factors, com-
bined with an over-valued and steadily appreciating
dollar-pegged peso, resulted in a severe decline in
exports that were no longer priced competitively for
global markets. Meanwhile, neighboring Brazil had
devalued its “real” currency in response to the Asian
financial crisis 0f 1997."° That had the effect of increas-
ing Brazilian exports, including to Argentina.”

After Menem’s relatively successful tenure, there
followed a series of presidents who had to navigate
these increasingly choppy financial waters. The eco-
nomic storm crested in late 2001, when President
Adolfo Rodriguez Saa announced that Argentina
would default on its debt. Sad was forced to resign and
his successor, Eduardo Duhalde, ended the peso—dol-
lar parity. In 2003, Néstor Kirchner was elected presi-
dent with just 22 percent of the popular vote.’® Term
limited, Néstor was succeeded in 2007 by his wife,
Cristina, who dominated Argentine politics after
Néstor’s early death from a heart attack.

Growing Hostility to Western Values
and Neoliberal Economics

Under President Cristina Fernandez de Kirchner,
Argentina strengthened ties to governments in the
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CHART 3

Argentina's Economic Performance Swings Amid Political Turmoil
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region that are hostile to Western values and again

challenged the right to self-determination of citizens

of the Falkland Islands. The government’s seizure of
nearly $30 billion in private pension funds in 2008,
its failure to settle with a small group of “hold-out”
creditors from the 2001 default, and its 2012 expro-
priation of Yacimientos Petroliferos Fiscales (YPF), a

subsidiary of Spanish oil company Repsol, all severe-
ly damaged Argentina’s investment profile. In addi-
tion, Kirchner’s centrally planned economic policies

removed the independence of the central bank."

A Lack of Economic Freedom. Argentina today
is mired in a climate of economic repression. Severe-
ly hampered by state interference, the formal econ-
omy has stagnated and informal economic activity
has expanded. Monetary stability has been particu-
larly weak, and extensive price controls have been
imposed on almost all goods and services. Govern-
ment interference in the financial sector has further
distorted price levels.

Weak Rule of Law

Argentina’s scores on the Index of Economic Free-
dom’s Rule of Law indicators have been in a steady
decline for more than a decade due to the increasing

levels of corruption and attacks on private property
rights that have accompanied growing state inter-
ference in the economy.

Transparency International ranked Argentina
107th of 175 countries in its 2014 Corruption Perception
Index (see Chart4),2° which reported that the country’s
judicial system is increasingly vulnerable to political
interference and that corruption is prevalent.*

Not surprisingly, public confidence in the govern-
mentand the judiciaryreached record lows during the
Kirchner years. Endemic corruption in Argentina’s
government and business climates became a major
concern for the Argentine people and foreign inves-
tors, and figured large in the Macri victory. Between
1995 and 2013, polls indicate a 40 percent increase in
perceived corruption. (See Chart 5.)?2

Itis not hard to understand why the public became
so jaded. While instances of corruption abound, here
are some of the most notorious recent examples: In
January 2015, Argentine federal prosecutor Alberto
Nisman was found dead the day before he was to tes-
tify about official corruption.?® According to press
reports, businessman Lazaro Baez and others were
allegedly involved in a scheme with President Néstor
Kirchner to funnel money out of Argentina.?* Fashion

4
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CHART 4

Corruption Prevalent in Argentina, Ranks 107th of 175 Countries
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designer Ralph Lauren admitted to paying bribes to
Argentine officials between 2005 and 2009 to expe-
dite the importation and customs clearance of his
products.? Aerolineas Argentinas, the national air-
line, paid $4.3 million over list price for each of the
20 Embraer E-190 aircraft it purchased. The airline
claimed that the price included spare parts and pilot
training,?® but suspicions of bribery abound because
airlines typically pay below list price for aircraft.?”

External influences, such as narco-trafficking,
have also negatively affected economic freedom.
Argentina’s porous borders make it an attractive way-
station for criminals transporting drugs to Europe.
The fact that Argentines enjoy the right to visa-free
travel to the European Union and many hold Europe-
an passports facilitates these crimes, which are on the
rise. Narco-traffickers even “infiltrated law enforce-
ment agencies, politics and the judiciary,”*® and the
Kirchner government’s response was feeble.?’

Instead of taking steps to strengthen the rule of
law, in 2013 the Kirchner government rammed leg-
islation through the Argentine congress that weak-
ened the judiciary, which was already vulnerable
to corruption. While supreme court justices are
appointed by the president with the consent of the
senate,®® under the 2013 law, the executive branch
gained more influence through a new provision to
mandate election of provincial judges.

Protection of intellectual property rights—copy-
rights, trademarks, and patents—has also been prob-
lematic. Since 1996, for example, Argentina has been
on the U.S. Trade Representative’s intellectual prop-
erty rights (IPR) “Special 301” Sanctions Priority
Watch List, which is an annual review of the state of
IPR protection and enforcement among U.S. trading
partners worldwide.*

Government Too Big

Accordingto International Monetary Fund (IMF)
data, annual government spending consumes more
than 40 percent of GDP,*> and public debt currently
also amounts to nearly 40 percent of the economy.>*
To pay for this spending the government gobbled up
more than one-third of GDP. Taxation in Argentina
ishigh and is biased against private business and the
poor. The top individual and corporate tax rates are
35 percent. Other taxes include a value-added tax, a
wealth tax, and a tax on financial transactions.

While Argentina ostensibly has a progressive tax
structure, distortions within the tax code ultimate-
ly create a regressive tax system due to a mismatch
in deductions and marginal tax rates, aggravated by
the government’s intentionally false consumer price
index statistics.®*

There are a number of ways the next government
canreform the taxsystembut, perhaps the best, would
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CHART 5

Corruption Persists in Argentina
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be to adopt a flat tax. While multiple variations of the
flat tax have been proposed, each recommends the
following: a single, low rate on personal and business
income, no taxation on death or savings, immediate
expensing of business investments, and the removal
of unwarranted credits, deductions, and exemptions.

Doing Business: Increasing Difficulty

Regulatory encroachment on private businesses
increased under the Kirchners, with government
interference discouraging entrepreneurship and
raising regulatory uncertainty. The government
regulates the prices of electricity, water, and gaso-
line, and brings pressure to bear on private compa-
nies to fix prices and wages.

It takes 14 bureaucratic procedures and 25 days
to open a business in Argentina.*® Next door in
Chile, the comparable figures are seven procedures,
and five and a half days.?¢ Not coincidentally, Chile
has the highest level of economic freedom in Latin
America.*”

Rigid and ineffective bureaucracy complicates the
task of starting a business. The necessary steps and
time frame for approval, illustrated by Table 1, are
greater than the Organization for Economic Coop-
eration and Development (OECD) average. Obtaining
construction permits can take a year; obtaining elec-

tricity service can take 30 days. These state-imposed
burdens add additional costs to doing business in
Argentina that can deter a potential entrepreneur.®®

Closing a business is even harder, given the com-
plex Argentine bankruptcy procedures. Accord-
ing to the World Bank’s “Ease of Doing Business in
Argentina” report, it takes an average of nearly three
years to navigate the country’s bankruptcy proceed-
ings, and typically costs 12 percent of the value of the
estate to do so. The average recovery rate for the typ-
ical failed business in Argentina is only about 29 per-
cent of pre-bankruptcy asset levels.* As if the laby-
rinthine bankruptcy laws were not difficult enough,
the problem is aggravated by the absence of specifi-
cally designated courts for bankruptcy and reorga-
nization hearings.*°

Rocky Labor Relation
and Crippling Strikes

The labor market lacks flexibility, and a rising
mandated minimum wage has driven more econom-
ic activity into the informal sector.

Notwithstanding the crucial role of organized
labor in the Peronist coalition, since 2011 (when
wage caps were imposed to try to control inflation),
the Kirchner government’s relationship with labor
became increasingly strained. In 2012, trade unions
opposing Kirchner’s economic policies called strikes
that created transportation bottlenecks and hin-
dered grain exports.*' In April 2014, a general strike
crippled the economy, shutting down all transpor-
tation, many businesses, schools, some hospitals,
and sanitation.** Strikes have continued: June 2015
saw a 24-hour walkout by its transport unions. The
second such strike in three months,*® it affected the
entire transport sector, as well as solid waste collec-
tion, forcing many schools and businesses to close.

Flawed Monetary Policies

Another area of concern, and one where the rule of
law has palpably weakened in Argentina, was exem-
plified by the Kirchner government’s decision in 2012
to take direct control of the formerly independent
central bank.** It is vitally important for the health of
any country’s financial system that the central bank
be immune from interventions by self-serving poli-
ticians who have their own short-term interests in
mind, not the long-term needs of the country.

The Kirchner monetary policies created rampant
inflation. The labor problems noted above are a direct
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CHART 6

Argentina Reports False Inflation Statistics

The official Argentine government statistics agency has been deliberately underreporting inflation in
order to reduce the amount of coupon interest paid by domestic bondholders.
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result of this inflation. Unrelenting inflation threatens
to consign many workers to the impoverished life of the
“working poor.” An economy constantly under threat
of wildcat strikes does not operate efficiently nor does
it bode well for attracting FDI. The issue of wages not
keeping pace with inflation must be addressed by the
new president, because the inflation that has caused the
value of the after-tax wages to lose purchasing power is
adirect result of Kirchner’s erroneous policies.
Historically proudly independent, the Banco Cen-
tral de la Republica Argentina’s (BCRA—Argentina’s
central bank) primary mission had been to preserve
the value of the country’s currency. Under Cristina
Kirchner that changed in 2012, when its mission was
restated “to promote, to the extent of its ability and in
the framework of policies established by the nation-
al government, monetary stability, financial stabil-
ity, jobs and economic growth with social fairness.”®
Translated into Kirchnerista realpolitik that meant
for all practical purposes that a political component
was added to the BCRA’s mission allowing the govern-
ment to establish direct access to central bank funds.
False Official Figures on the True Inflation
Rate. Under Kirchner the official Argentine gov-
ernment statistics agency, the Instituto Nacional

de Estadistica y Censos (INDEC), deliberately and
repeatedly underreported inflation, despite numer-
ous warnings by the IMF not to do so. From 2007 to
2014, for example, private-sector economists esti-
mated the actualinflationratein Argentinaasdouble
or even triple the rate reported by the INDEC. (See
Chart 6).*° In February 2014, the INDEC attempted
to obfuscate this under-reporting by announcing a
new, “more credible” consumer price index.*”

By manipulating official inflation statistics, the
government significantly reduced the amount of
coupon interest paid to its domestic bondholders,
many of whom were forced to accept the new bonds
as part of the debt-restructuring “haircut” imposed
by the government in 2005.

Under the Kirchner governments, relations with the
IMF, the world’s “lender of last resort,” became increas-
ingly tense, with Argentina blaming the IMF for bad
advice that led to the 2001 debt default (not entirely
true),*® and the IMF (accurately) accusing Argentina
of misrepresenting economic and inflation data.*

Currency Controls, Black Markets, and Capi-
tal Flight. After decades of inflation, hyperinflation,
and more inflation, Argentines have understand-
ably become reluctant to hold pesos. When the gov-
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TABLE1

The Bureaucracy Behind Opening a Business in Argentina

It takes 14 steps and approximately 25 days to start a business in Argentina. These, along with additional
state-imposed burdens, such as obtaining construction permits and electricity services, greatly deter

potential entrepreneurs.

STEP PROCEDURE DAYS TO COMPLETE
1 Verify the company name with the Office of Corporations 1
(Inspeccién General de Justicia) (ICJ)
2 Certify signatures of partners by a notary public 1
3 Deposit initial capital in National Bank (Banco de la Nacién 1
Argentina) and obtain proof of payment
4 Publish the new company's notice in the official paper (Boletin Oficial) 1-3
5  Pay the incorporation fee 1
6  Register with the Public Register of Commerce of the City of Buenos Aires 5-10
7  Buy special books 1
8 Acquire form from the Public Notaries College, have a notary public submit the 5
company books for validation by the General Inspection of Justice (ICJ)
9  Corporate manager must obtain a fiscal code (Clave Fiscal) 1
10 Obtain a tax identification number (CUIT) from the National Tax Office 4
(Administracion Federal de Ingresos Publicos, AFIP) and register for social security
Register turnover tax at local level at the Direccién General
1 de Rentas (DGR) in the City of Buenos Aires Less than 1
12 Register with the Sistema Unico de Seguridad Social (SUSS) Less than 1
13 Contract an insurance policy for employees with a risk-labor 1
company (ART, Aseguradora de Riesgos del Trabajo)
14 Rubricate books of wages in the Ministerio de Trabajo (Ministry of Labor) 1

Source: World Bank Group, “Ease of Doing Business in Argentina,” Doing Business, 2015,
http://www.doingbusiness.org/data/exploreeconomies/argentina/#starting-a-business

(accessed December 18, 2015).
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ernment stopped pegging the peso to the dollar in
January 2002, the peso’s purchasing power fell dra-
matically,®® going from parity (one-to-one) to more
than three-to-one within a year. In the years since,
the peso has kept falling and now is at more than
nine-to-one.

In an attempt to prop up the peso and prevent
additional foreign currency from leaving the country,
Kirchner imposed a series of controls on foreign cur-

rency transactions, enacting more than 30 regulations
since 2011. These included curtailing most foreign
currency purchases, taxing Argentines on the esti-
mated value of their foreign vacations and on Internet
purchases, preventing foreign companies operating
in Argentina from paying out dividends, and restrict-
ing imports® (which have meant higher input costs for
import-dependent local companies). By 2013, facing a
deteriorating balance of payments, the government




SPECIAL REPORT | NO.179
MARCH 17,2016

CHART 7
Money Stock Unsteady in Argentina

MONEY STOCK CHANGE,
ANNUAL PERCENTAGE
40%

30%
20%

10%

0% 1
-10%

-20%

1995 2000 2005 2010 2014
Source: The World Bank, Data, “Money and Quasi Money
Growth (Annual %)," 1995-2014, http://data.worldbank.org/

indicator/FM.LBL.MQMY.ZG (accessed January 8, 2015).

SR179 W heritage.org

imposed truly draconian bans on foreign-currency
transactions to protect dwindling dollar reserves.

Despite these measures, capital flight accelerated.
A recent and telling example has been the purchase
of U.S. real estate by Argentines to circumvent capi-
tal controls. Millie Sanchez, executive vice president
for real estate developer Douglas Elliman Florida,
reports that almost 50 percent of all new condomin-
iums built in Miami are sold to Argentines.**

Trade Distortions. As the world’s third-largest
producer of soybeans,*® Argentina’s trade surplus was
its sole positive economic indicator during the Kirch-
ner years. Predictably, since it was cut off from glob-
al capital markets, the government tried to exploit
the soybean windfall by imposing high export tar-
iffs (taxes) on soybeans and other agricultural com-
modities to rebuild the country’s foreign exchange
reserves. Soy and its derivatives bear the largest taxes,
at rates around 35 percent, whereas wheat and corn
are taxed at around 20 percent.** Additionally, limits
were imposed on wheat exports to contain domestic
prices,® and exporters were permitted to exchange
dollars for pesos only at the official exchange rate.

Another flawed and trade-distorting policy the
Kirchner administration imposed with the goal of
preserving central bank reserves for its own politi-
cal use was a government regulation requiring auto-

CHART 8

Argentina’s Top Trade Partners
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mobile importers to match the value of their imports
with an equal value of exports. The importers were
forced to adhere to the regulation by exporting agri-
cultural products, which diverted them from their
main business expertise.*®

Argentina’s average weighted tariff rate of 5.6 per-
cent is not particularly high, but the government’s
21st-century version of the old “import-substitution’
policy from the 1950s—a failed attempt to stimulate
the economy by forcing the substitution of domesti-
cally manufactured products for similar imported
products—has created onerous non-tariff barriers.
Kirchner used the import-substitution policy peri-
odically to ban imports on such products as French
cheese, iPhones, Apple computers, BMW cars, and
Barbie dolls. The government also used the policy
to coerce companies to produce goods in Argentina.
Some companies gave in, such as Research in Motion
(now Blackberry) which, in July 2011, announced
that it was partnering with Bright Star Corp. to
assemble some of its devices in the Tierra del Fuego
region (the Kirchners’ home area).””

Argentina’s most important trading partners are
Brazil, China, and the United States. (See Chart 8.)°®
Its most important trade agreement, the Mercado
Comun del Cono Sur (Mercosur) of Argentina, Brazil,

>




HOW ECONOMIC FREEDOM CAN BE RESTORED IN ARGENTINA

Paraguay, Uruguay, and Venezuela, was designed to

promote the free movement of people, goods, and ser-
vices between the member states, but haslargely failed

inthat goal.” Mercosur has never fulfilled its potential

because its two biggest members (Argentina and Bra-
zil) clung stubbornly to the protectionist policies that

MERCOSUR was supposed to mitigate. Nevertheless,
Mercosur represents a potentially large market for

Argentina, butit should be re-shaped along the lines of
the more successful Pacific Alliance.®° President Macri

took an excellent first step to revitalize and reform

Mercosur when he said on November 23, 2015, that

he “would seek Venezuela’s suspension from regional

Mercosur trade bloc over rights abuses committed by
President Nicolas Maduro’s administration.”®

Hostile Investment Climate

Given Argentina’s track record, businesses and
investors have developed well-grounded and ratio-
nal fears of nationalization and loss of investment
capital. Néstor Kirchner re-nationalized the postal
service, and also nationalized a shipyard, the rail-
ways, a water company, and a mobile phone opera-
tor.5 In 2008, $30 billion in private pensions were
seized by the Cristina Kirchner government.%® She
also nationalized Aerolineas Argentinas. Perhaps
the most infamous re-nationalization in recent
years was that of YPF, a formerly state-owned entity
that had been privatized during President Menem’s
liberalization reforms in the 1990s.

Argentina’s long history of nationalizations has
hurt its climate for FDI. A common practice that
countries with spotty track records have used to
improve their FDI reputations has been to sign bilat-
eral investment agreements (BIAs). These agree-
ments provide a legal basis setting the terms by
which nationalizations can occur and allow equal
treatment of companies both inside and outside the
country. Argentina has 58 BIAs, the majority having
been signed in the 1990s under Menem.** Renegoti-
ating them and seeking new ones may help improve
Argentina’s reputation and attract more FDI.

The Way Forward

President Macri takes office in a country that
has lost much of its economic freedom over the past
decade by squandering its immense resources. His
task, for the good of the people of Argentina, the
region, and the world, will be to restore it. The fol-
lowing steps would help:

= Improve Argentina’s investment climate by
re-establishing the rule of law through an aggres-
sive campaign to root out corruption and re-
establish an independent judiciary.

= Control inflation by implementing a coherent
policy to limit the printing of money.

= Restore the independence of the central bank
so that the new government can execute effective
monetary policy.

m Resolve remaining issues connected to the
2001 default. With such a poor credit history, it
might be advantageous for the next government
of Argentina to issue short-term maturity debt
and denominate it in U.S. dollars, a strategy that
could allay investor fears.

m Streamline the regulatory structure to
encourage private business formation and over-
haul antiquated bankruptcy laws.

m Institute a flat tax and lower the 35 percent flat
tax on businesses.

= Eliminate export taxes on soybeans and
other agricultural commodities to gener-
ate increased exports of more competitively
priced products.

Conclusion

Argentina’s new president inherits a system of
political instability and restrictive policies that
has hindered economic growth. The downfall of
Argentina, once a great and wealthy country, began
under Juan Peron; the Kirchners merely perfected
the damage.

As noted economist and Argentina native Dr. Ale-
jandro Chafuen has written, it was Peron who put
Argentina on “the road to decay” by implement-
ing fascism, “one of the most powerful collectiv-
ist doctrines of the 20th century,” which was based
on “government-based economic management” that
“devastated the economic culture and rule of law.”*

President Macri must bury Perénism once and for
all, and announce the advent of a new day for Argen-
tina, a day when everyone can get back on the road to
market-based democratic principles, economic free-
dom, and prosperity.
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