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Global Economic Outlook
Real GDP growth forecast 2007f Interest rates and oil price Feb. 2007
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moderation in US economic growth. However,
relatively brisk demand growth in major European
and Asian countries should help to reduce the
imbalance in the world economy created by
structural external savings in Asia and the US’ high
level of external debt. While this could reduce the
medium-term potential for volatility in currency
markets, the narrowing of interest rate differentials
between the major currency areas points to a
depreciating trend in the US dollar during 2007.
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US and Euroland Interest Rates

US: Stronger-than-expected economic data have
significantly reduced market expectations for
interest rate cuts in the first half of 2007. However,
with the wider economy exposed to the housing
market slowdown and with lower oil prices
expected to help the inflation outlook, D&B
believes a rate cut could occur as early as May
2007.

Euroland: Owing to recent euro appreciation and

20 the fact that inflation is currently below its informal
1.0 2% target, the ECB decided to pause its tightening
§ g5 ;3’ 8 § ';03 g5 ;3’ 8 § § policy in January 2007, keeping the interest rate at
L i i 3.5%. However, D&B expects one further rise to
Sources: US Federal Reserve; European Central occur in Q1 2007 taking into account strong money,
Bank; D&B credit and demand growth.
USD/b (ave.) Actual price Of'l Prjce (Brent Crude)
80 + _ Oil prices fell by around 15% at the start of 2007 to
""" Forecast price reach their lowest point for 20 months. Mild
BT weather in the US reduced demand, while supply
70 remained firm. In addition, doubts remained
whether OPEC countries would adhere to further
65 + cuts aimed at reducing supply by 500,000 barrels
] per day (b/d) from 1 February (Saudi Arabia also
801 B 5° stated that there is no need to call a meeting to
55 | et Tl L - implement additional cuts). Forecasts of an increase
in non-OPEC supply later in 2007 of 1.7-1.8m b/d
50—+t are optimistic given shortages of drilling rigs and
§ é:l § ;3’ 8 § E ;‘,;3' _g, 5’ 8 § § drill pipe. As a result, we forecast some upturn in
& & & oil prices from mid-2007, but we are lowering our
Source: D&B average forecast for 2007 to USD55.8 per barrel.
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Country Risk Indicator

Argentina

DB4d
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For Country Risk Indicator Definition see page 57

DBj

DB

DB3

Moderate Risk

Significant uncertainty associated with expected returns.
Risk-averse customers are advised to protect against potential
losses. .

DBs The DB indicator is a comparative, cross-border assessment
DB of the risk of doing business in a country. The indicator seeks
BEE to encapsulate the risk that country-wide factors pose to the
- predictability of export payments and investment returns over

Highest Risk a time horizon of two years.

Overall Outlook

Argentina’s country risk environment has improved substantially since the 2001-
02 economic and political crisis with a sharp resurgence in economic growth.
President Nestor Kirchner has fostered political stability; he is expected to
contest and win the presidential election on October 2007. Nevertheless,
economic and institutional weaknesses persist. The current policy direction is
not likely to overcome these problems, posing uncertainty to the country’s
medium- to long-term outlook.

Positive Risk Factors

+

Economic growth is broad based with an important recovery of investment.
Positive prospects in the labour market will continue to boost private
consumption. Good conditions in external markets will secure a further
expansion of exports.

The political environment has continued to improve. Kirchner’s arrival in office
in 2003 has helped to restore power in the presidency.

The commercial environment has made a healthy recovery. There has been an
upturn in business activity and a reduction in public perceptions of incidents of
corruption; in addition, trends in Argentinean companies’ payments
performance have improved.

The monetary policy followed by the central bank is consistent with the
macroeconomic goals of the government. High accumulation of reserves and
strict sterilisation policies has helped to boost solvency in the external sector
and mitigate inflationary risks.

Argentineans enjoy the highest per capita income in Latin America and
comprise the most highly educated and skilled workforce in the region.

Negative Risk Factors

Argentina’s inflation environment is a primary downside risk. Inflation reached
a high of 9.8% year on year at the end of 2006 as strong demand-side pressures
and capacity constraints pushed up consumer prices.

The government’s increasingly unorthodox policy direction, which includes the
maintenance of distortionary taxes and price controls, as well as lax fiscal
policy, creates uncertainties as to economic stability and the outlook for
sustained economic growth over the medium to longer term.

Exports continue to have a low level of added value being very dependent on the
external market conditions.

The lack of institutional reforms and increasing discretionary use of public
resources ahead of the October presidential election, combined with a
deteriorating regulatory and contractual environment, cast serious doubt on the
sustainability of the current economic growth.

3 © Dun & Bradstreet Limited
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Key Information

Economic and Development Information

2004 2005 2006e 2007f 2008f
GDP (nominal)
ARS bn 447.6 531.9 656.3 696.8 709.2
USD bn 152.2 182.0 213.8 223.3 225.1
Breakdown of GDP
Agriculture (%) 11.2 11.5 11.3 11.2 11.0
Industry (%) 34.8 34.9 35.0 34.9 35.1
Services (%) 541 53.6 53.7 53.9 53.9
Economic indicators
Real GDP grow th (% change) 9.0 9.2 8.4 7.4 47
Inflation, annual average (%) 4.4 9.6 11.1 12.0 13.0
Government balance (% GDP) 3.5 15 11 0.7 0.6
Unemployment (%) 121 10.1 10.2 8.5 7.8
Current account balance (% GDP) 2.1 3.0 3.7 1.6 0.7

Long-term real GDP grow th potential, annual average, 2007-16: 3.0-5.0%

Development indicators Argentina Brazil Mexico Uruguay us
Population, 2005 (m) 39.2 180.6 105.3 34 294.9
Population, 2015 (m) 42.9 190.9 120.6 3.6 318.0
Population, 2050 (m) 53.0 247.6 162.9 42 354.1
Internet users (per 1,000 people) 100.8 46.6 36.2 119.0 501.5
GDP per capita (PPP) 11,200 7,600 9,000 12,800 37,800
GNI per capita (USD) 4,060 2,830 5,910 4,340 37,610
Life expectancy (years) 75.7 714 74.9 75.9 77.4
Adult literacy (%) 97.1 86.4 92.2 98.0 97.0
Dependency ratio, 2005 0.57 0.47 0.57 0.58 0.49
Dependency ratio, 2015 0.52 0.46 0.48 0.54 0.53
Dependency ratio, 2050 0.60 0.59 0.57 0.63 0.68

Political Information

Head of state President Nestor Kirchner

Political system Multiparty democracy

Present constitution adopted 1853 (Last reformed in 1994)

Ruling party Peronist Party

Last elections Presidential: April 2003; Legislative: October 2005
Next elections Presidential: October 2007; Legislative: October 2007

Miscellaneous Information

Religion(s) Roman Catholic (90%); Protestant (2%); Other (8%)
Capital (population) City of Buenos Aires (2.8m)
Timezone GMT -3/4 hours

Sources: International Monetary Fund, International Financial Statistics; World Bank, World Development Indicators;
UN Development Programme, Human Development Report, D&B
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Executive Summary

Political Risk

Political instability in Argentina has been reduced under President Nestor Kirchner’s
leadership. Since coming to office in 2003, he has overseen the recovery of the
Argentinean economy and successful conclusion of the sovereign’s debt exchange in
2005. Overall he has proven a capable leader and has restored presidential authority.
His political leadership has strengthened with his party’s victory on the October
2005 congressional election, his high levels of popularity, his discretionary
management of financial resources and the co-opting of political leaders from
different parties.

The October 2007 presidential election dominates the political environment.
Although he is yet to announce his candidacy, Kirchner (or his wife, Cristina
Fernandez) is expected to win the election due to the lack of a united opposition to
the government. The attempts of the opposition to build a more pro-business
coalition ahead of the October election may create incentives to radicalise (or at least
maintain) Kirchner’s unorthodox economic policies and continue with his political
strategy of power accumulation.

D&B expects the policy agenda of the government during the two-year forecast
period to remain characterised by strong interventionism in the economy. We do not
expect that needed political and institutional reforms will be implemented over the
outlook period. Macroeconomic policy will continue to be characterised by the
government’s attempts to control inflation in the economy, the central bank’s active
intervention to both keep a competitive exchange rate and accumulating international
reserves, and the lack of any agreement with international organisations such the
IMF that may lead to some loss of economic sovereignty. Kirchner is unlikely to
reopen negotiations over the government debt default, despite pressure to do from
the international investment community.

Macroeconomic Risk

Argentina’s economy continued to recover in 2006, posting estimated real GDP
growth of 8.4%, and by the end of 2006 the GDP in volumes was 39% higher than
the lowest level of the 2001-2 crisis. The economic expansion was supported by all
the components of domestic demand and a robust expansion of exports. Price
controls along with the sterilisation policy pursued by the central bank have
maintained the inflation rate at moderate levels (it averaged 9.6% between 2003 and
2006). The real depreciation of the peso has boosted investment, while increasing
exchange rate stability has reduced macroeconomic uncertainty. The financial system
has been revitalised by the elimination of provincial government-issued quasi-
currencies as well as a sequential normalisation of banking activity. Interventions by
the Central Bank have kept the exchange rate at competitive levels supporting robust
foreign reserve accumulation. The fiscal situation is solid in the short term with
constant increases of revenues. Moreover, a favourable external situation has
boosted the exports.

D&B expects economic growth to continue during the forecast period, albeit at a
lower rate more consistent with the long-term growth trend of the economy. During
2007, private consumption and investment will expand at high rates, while external
conditions will remain favourable; however, government spending is expected to
increase significantly ahead of the October presidential election. During 2008, D&B
believes the positive conditions will continue, although we expect that economic
growth will slow markedly. The economic prospects for 2008 are dependent on
political developments arising after the October 2007 presidential election.

Country Risk Services 5 © Dun & Bradstreet Limited
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Despite the general improvement of the economy in recent years, we remain
uncertain about the sustainability of the Argentinean recovery over the medium and
longer term. A weak business environment and price controls have reduced the
attractiveness of Argentina for long-term investments. As a consequence of the lack
of investment in strategic sectors, we cannot rule out future supply bottlenecks in
sectors such as energy. The government’s anti-inflationary policy has been
successful so far, but there is a high probability that the current policies will become
less effective in the medium term. Moreover, the combination of (albeit historically
relatively moderate) inflation with a tight labour market may start to harm external
competitiveness by creating conditions for even higher inflation in the future.

External Economic Risk

In 2006, strong global demand for Argentina’s agricultural products and a recovery
in manufactured goods exports supported robust current external receipts reducing
external sector risks. The current account registered an estimated surplus of 3.7% of
GDP, while the financial and capital account posted a 1.7% deficit (due mainly to
the voluntary repayment of liabilities owed to the IMF). During 2006, foreign
currency reserves climbed to USD32.0bn, although foreign investment fell, with
estimated net inflows reaching about USD2.5bn. Although strong intervention by the
central bank in the foreign currency market has kept the nominal exchange rate
stable, this strategy represents an inflationary risk factor.

Over the two-year forecast period, external conditions will remain favourable,
although less beneficial than during 2006. The overall balance of payments will
remain in surplus in both years and the central bank will continue with its policy of
international reserve accumulation. Despite this optimistic outlook for the forecast
period, D&B remains concerned about external vulnerabilities into the medium-to-
long term. Robust export earnings have mainly been the result of favourable external
conditions and do not necessarily represent increased competitiveness or a
diversification towards more value-added products. Export taxes and price controls
implemented by the government during the 2001-02 crisis have been sustained and
represent a serious disincentive to greater investments in export-oriented sectors.
Combined with other discouragements to investment such as high inflation and
contractual and regulatory risks, it remains uncertain whether the dynamism of the
external sector can be sustained if global growth moderates. Finally, we expect the
real exchange rate to continue to appreciate over the short to medium term, which
will begin to hurt some tradable sectors.

Commercial Risk

The commercial risk environment has improved substantially since 2003. Payments
performance by Argentinean firms has recovered to almost pre-crisis levels,
initiation of commercial litigation have decreased, and the rate of non-honoured
cheques has fallen to adequate levels. Underlying the improvement in the
commercial environment has been strong economic growth, robust FX liquidity and
an appreciation in the real exchange rate, which reduces the cost of servicing foreign
liabilities.

We expect these positive factors to continue supporting payments over the short
term, although a sharper-than-expected slowdown in real GDP growth could
undermine this outlook. Over 2007 and 2008, the largest risks facing the commercial
environment will emanate from the regulatory sphere (increasing controls over the
business activities) and still fragile banking sector. Moreover, importance of lobby
groups to shape government policies signal the tendency towards the lack of
consensus in the decision-making process; more recently, the fact that the Supreme
Court upheld the legality of the so-called ‘peso-ification’ of 2002 signals the low
cost of both unilaterally breaking contracts and disregarding property rights.

Country Risk Services 6 © Dun & Bradstreet Limited
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Political Risk

Key Point: The political environment is dominated by the October 2007
presidential election. President Nestor Kirchner (or his wife, Cristina
Fernandez) is expected to win the election. The policy agenda is likely to
continue as in recent years, with strong concentration of power in the
presidency and the use of unorthodox market solutions together with a heavy
state presence in the economy.

Recent Developments

Argentina has a long tradition of political volatility and severe difficulty in
consolidating a republican institutional framework. For many decades the political
system was characterised by a persistent alternation between military and civilian
governments and a partially-free electoral game from which the Peronist Party (PJ)
was frequently excluded. Democracy returned to the country in 1983 after the
collapse of the military Junta. President Raul Alfonsin from the Union Civica
Radical (UCR) defeated the PJ for the first time in open elections. After years of
violent dictatorship the new democratic cycle opened with strong optimism.
However, within a few years Argentinean society discovered that the path was more
complicated than previously imagined.

Alfonsin’s political capital evaporated as the economy underperformed, culminating
in bouts of hyperinflation, while his weak punishment for the Junta’s human right
abuses disappointed much of society; consequently, Alfonsin renounced the
presidency in 1989. With the election of President Carlos Menem, the PJ regained
power for the first time since 1974. The fragile macroeconomic situation allowed
Menem to start a radical economic change characterised by external openness, a
privatisation programme and financial liberalisation

Menem’s political style seriously undermined the already weak checks-and-balances
system and reinforced the tendency to centralise power in the presidency. Non-
accountable discretionary use of resources for partisan purposes, high levels of
clientelism, the intensive use of decrees, and the use of corruption as a political tool
became part of what has been called ‘low-intensity’ democracy of Argentina. With
record unemployment rates, high social discontent and generalised distrust of voters
in politicians, Menem concluded his second term in 1999 helping de la Rua from the
opposition UCR to come to power. The precariousness of Argentina’s political
institutions again became apparent when de la Rua resigned in December 2001 amid
an economic crisis, widespread social protests and political violence. Over a period
of ten days, three new leaders came and went, unable to win sufficient political
support to form a government.

After the 2001 collapse

In early 2002, amid the most severe economic crisis of the Argentinean history and
most important legitimacy crisis of the political class, Eduardo Duhalde was
appointed president as a result of a congressional agreement between the PJ and the
UCR. Duhalde, a PJ leader from the powerful Province of Buenos Aires and critic of
Menem, led a low-key caretaker government with the goal of suppressing the
political chaos until a fresh government could be elected and the economy could
begin to recover after the abandonment of the Convertibility plan (see The
Convertibility Plan).

Unpopular measures taken by Duhalde to guarantee a transition to a new economic
plan, undermined his popular approval levels. After an outbreak of political violence

Country Risk Services 7 © Dun & Bradstreet Limited
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in August 2002, Duhalde was forced to bring the presidential election forward to
April 2003. As a consequence of political fragmentation, the election was contested
by two members of Argentina’s most popular political party, the PJ: Menem (from
the more conservative faction of the party) and the governor of Santa Cruz province,
Nestor Kirchner (Duhalde’s candidate and a representative of the nationalist/leftist
faction of the PJ). Although Menem won the first round, his low popularity among
the electorate forced him to withdraw his candidature for the second round and
Kirchner was automatically designated Argentina’s new president.

Table 1

Result of April 2003 Presidential Election'

Candidate % of vote
Carlos Menem (Peronist Party, conservative) 245
Nestor Kirchner (Peronist Party, nationalist/progressive)1 22.2
Ricardo Lopez Murphy (RECREAR, conservative) 16.4
Adolfo Rodriguez Saa (Popular Movement, nationalist) 14.1
Elisa Carrio (Alternative for a Republic of Equals, progressive) 14.1
Others 8.8

Note: 'Kirchner was elected president when Menem withdrew his candidature before the
scheduled second round.
Source: http://www.mininterior.gov.ar

Kirchner assumed office in May 2003 facing a very challenging situation. On the
economic front unemployment was high, more than half the population was living in
poverty, the agreement with the IMF was expiring and his previous rhetoric against
international banks, the IMF and the companies involved in the 1990s privatisation
process frightened conservative business and political circles. On the political front,
Kirchner, with little electoral support, was seen as a mere continuation of Duhalde’s
term. Kirchner’s lack of his own political base required him to seek the support of
Duhalde’s loyalist legislators in Congress during his initial months in office.

Kirchner’s construction of power

The improving performance of the economy since early 2003 boosted Kirchner’s
general popularity. Importantly, Kirchner also benefited from middle class support
(which had traditionally been ambivalent about the populist faction of the PJ) due to
his early campaigns against policies lacking ‘republican’ spirit. Kirchner’s
‘retrospective justice’ policy started with the abolition of forgiveness laws (passed
during Alfonsin’s presidency), while his removal of many of Menem’s appointees
from the judges of the Supreme Court of Justice boosted his support even among the
non-traditional PJ’s followers. The negotiation for the government debt reduction
also helped to increase his popular support. With high popularity (70% in mid 2005),
an affluent fiscal situation, and increasing discretionary use of public resources (due
to extraordinary powers obtained from the Congress), Kirchner started the
construction of a political wing within the PJ , the Front for Victory (FV), in a move
to wrest control away from Duhalde’s camp in the October mid-term congressional
elections.

To gain the electoral legitimacy that he did lacked in the 2003 election, Kirchner
announced that the by-election would be a ‘plebiscite’ on his leadership. Notably, the
president’s wife, Cristina Fernandez, who (was already an important political figure)
ran as the FV candidate against Hilda ‘Chiche’ Duhalde (Duhalde’s wife) for a
senatorial seat for Buenos Aires. Fernandez’ won the election by 25 percentage
points and Kirchner’s FV won 50 of the 127 contested seats in the lower chamber
and 14 of the 24 seats in the Senate. As is traditional in the Argentinean political
system, massive internal post-electoral realignments brought the total number of FV
legislators to 108 in the 257-member Chamber of Deputies and 43 in the 72-member
Senate. Kirchner has managed to gain support from politicians from other parties as
well. Powerful figures from centre-left parties and the UCR have become part of the
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Kirchner support base. The UCR was particularly affected by Kirchner’s strategy
and the party has split into two main factions: the Kirchner-supporting “Radical K”,
which includes several provincial governors, and the traditional body of the party.
By the end of 2005 the opposition to Kirchner had become completely fragmented; it
did not have a leader or dominant figure.

Table 2

Party Standings in Congress, October 2005

Party Chamber of Senate
Deputies (seats) (seats)

Front for Victory - Peronist Party 108 43

Radical Civic Union 38 13

Peronismo Federal 25 0

Others 86 16

Total 257 72

Sources: Latin News, http://www.latinnews.com

The ‘realignment culture’ is a consequence of the high degree of discretionary power
that the president enjoys under the Argentinean political system, particularly
concerning financial resources; it recently favoured Kirchner against Duhalde but
pervasive throughout the political system (and is particularly strong in the PJ). In
such a context, politicians aim to be close to the likely winner of the next election in
order to secure future political favours, regardless of their ideological position.
Those figures who are unable to win for any given reason (i.e. the constitutional bar
on re-election that constrained Menem’s second term) are abandoned by even their
most loyal supporters. Kirchner has developed his electoral strategy ahead of the
October 2007 election in response to this logic.

Political Environment
Kirchner’s strategy

Although the government has tried to preserve the status quo and maintain political
loyalties, the political environment has been dominated by October’s election. Even
though the constitution allows Kirchner a second term, he has declared that he will
not run for a second term in the coming election. In any case, D&B considers that
there is a high chance that Kirchner will change his decision and stand for re-
election. So far, Kirchner’s decision not to run responds to a long-term political
strategy given the “realignment culture” of Argentinean politicians.

Kirchner’s personal popularity may allow his wife, Fernandez, to win the presidency.
If Fernandez is president between 2007 and 2011, Kirchner may maintain power
during the next four years and return to the presidency for the 2011-15 term.
However, if Kirchner wins a second term in October, the constitutional bar on
serving a third consecutive term would lead to the dissipation of his power from the
first day of his new mandate. Kirchner knows that in such scenario, even his most
loyal politicians will try to find their own way to the 2011 election. Although
Fernandez has not announced yet her intentions to run for the presidency, recent
polls suggest that she has higher popular support than any opponent. However, since
Fernandez would require a second round to gain the presidency, D&B cannot rule
out that Kirchner will change his decision and run for re-election.

Movements in the opposition

So far, Kirchner (or his wife) does not face any united opposition that could threaten
the government candidate’s triumph. Although in late 2006 former Economy
Minister Roberto Lavagna announced that he will run for president, he needs to build
ties with the fragmented opposition. Lavagna is credited with the rebuilding of the
Argentinean economy after the crisis but he left the cabinet in 2005 after disagreeing
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with Kirchner's 'shift to the left'. Although Lavagna is an independent, he has already
managed to obtain the support of the main faction of the UCR which will give him
national presence. To start with the unification of the segmented political system, the
UCR president, Gerardo Morales, will try to woo UCR’s rebel party members:
“Radicals K” and radicals who want the UCR to choose its own candidate.

However, if the opposition wants to force a second round in the election, Lavagna
still needs to build closer ties with centre-right presidential candidate Maurucio
Macri. So far there have not been any signals of a potential alliance between them.
Despite his attempts to create a coalition with several politicians capable of defeating
the government, structural features of Argentinean politics have made the task
difficult. What is needed is a leader capable of keeping together different political
factions to defeat the PJ; however, only Alfonsin in 1983 has proved capable of
achieving this goal to date. Moreover, since the collapse of the governing coalition
Alianza in 2001, the party system has continued to fragment. Indeed, after the recent
Alianza experience, the Argentinean electorate has a clear understanding of the risks
associated with electoral coalitions that may not become effective governing
coalitions. D&B believes that if Lavagna and Macri oppose each other, the
government candidate will win in the first round.

Movements towards the construction of a more pro-business opposition open two
main scenarios for the president in the coming months. Kirchner could moderate his
policy agenda to gain the support of urban middle-class voters. Some of Kirchner's
actions recently support this view: he nominated 'moderate’ candidates for the
elections in the two most important electoral districts later this year. However, D&B
believes that these were probably reactions to particular setbacks (such as the
government's failure to reform provincial constitutions) and considers a different
strategy more likely. Under this alternative, Kirchner could radicalise (or at least
maintain) his economic policies and continue with his political strategy of power
accumulation. Barring significant exogenous macroeconomic shocks, it is unlikely
that Kirchner will not change his economic or political strategy. D&B expects a
triumph from the government in October and that Kirchner or Fernandez will
become the next Argentinean president.

Political System

Argentina is a federal republic with 23 provinces and one federal district, the city of
Buenos Aires. Congress consists of two chambers: the Chamber of Deputies which
represents the electorate in a proportioned way (although with relatively high
minimum quantity of deputies per districts), and the Senate, which represents the
provinces (each province has three senators). The former has 257 seats and the latter
72. Half of the seats in the Chamber of Deputies and one-third of those in the Senate
are re-elected every two years.

The Executive: The office of the president dominates the political system. In 1994
the constitution was reformed to allow a second presidential term. Despite efforts to
achieve a wider distribution of political power, the Argentine system still relies
heavily on the president. Argentinean fiscal federalism is characterized by imbalance
between resources and spending at the different levels of government: the national
government undertakes a large portion of total spending and a small fraction of
taxation. The federal tax sharing mechanism allows for discretionary behaviour
generating recurrent political tensions between provinces and the national executive.

The Legislature: The Congress is responsible for drafting and passing laws, auditing
the national civil service and appointing an ombudsman to defend human rights. A
bill must be passed by both congressional houses and then approved by the executive
before enactment; committees are then responsible for drawing up the details of new
laws, which follow the same procedure. Constitutional amendments must be drawn
up by a constituent assembly and approved by two-thirds of Congress.
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Judiciary: The federal court system is headed by the Supreme Court of Justice,
consisting of nine judges appointed by the president with the approval of the Senate.
The president also appoints judges for the lower federal courts (from a list drawn up
by the Council of Magistracy) with Senate approval. At the local level, each
province has its own judicial system with a Supreme Court and several minor
chambers. Although the constitution establishes the framework for an independent
judiciary, in practice the system is weak compared with the other two branches of
government and is highly influenced by political power.

Policy Agenda

D&B expects that the government agenda during the forecast period will emphasise
policy continuity. We do not expect significant progress on institutional reform (i.e.
improvements in the accountability of the politicians, increasing the separation of
powers, etc) or political reform, beyond changes to the deputies’ elections.
Macroeconomic policy will continue to be characterised by the government’s
attempts to control inflation in the economy, the central bank’s active intervention to
both keep a competitive exchange rate and accumulating international reserves, and
the lack of any agreement with international organisations such the IMF that may
lead to some loss of economic sovereignty. Kirchner is unlikely to reopen
negotiations over the government debt default. Concerning international policy, we
expect Kirchner to deepen his ties with most radical presidents in the region.

Ahead of the October 2007 election we expect several changes in senior positions in
the government as long as they decide to run for different posts, although they will
not produce changes in policy orientation. In the political sphere we expect Kirchner
to continue with its policy of ‘retrospective justice’. More importantly, we expect
that the discretionary use of public resources and clientelistic methods will also
increase. D&B considers that one of the main risks of the coming election is that the
government may deepen its populist policies to differentiate its candidate from the
opposition. Finally, to secure victory, the government may minimise cuts in the
energy power (due to lack of investment in the sector since the end of the
‘Convertibility Plan’) and avoid increases in prices (especially in public utilities).
D&B expects that both goals will be achieved with non-friendly market strategies.
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