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Government measures taken to slow the rate of transmission will hinder economic growth in 
the near term. Yet the major long-term impact could come from the effect the outbreak is 
having on financial markets.   
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As is the case all around the world, Argentina's economy will suffer due to the impact of the ongoing coronavirus outbreak. The 
number of confirmed COVID-19 cases in Argentina had reached 79 by Wednesday, a low number compared with other countries 
but still in a phase of rapid expansion. As a result, the government has taken several measures aimed at slowing down the rate of 
transmission. These include closing schools, partially closing borders, restricting movement within the country, suspending sports 
leagues and other entertainment activities, and limiting retail activity. These measures alone will hinder growth in the near term. 
Yet the major long-term impact could come from the effect the outbreak is having on financial markets. Also, the crisis will 
prompt a deterioration in the country’s fiscal health at a time when financing options remain limited. 

Debt restructuring will now take longer 

The Argentine government faces interest and principal payments of about US$60 billion in 2020, sharply up from US$17 billion in 
2019. Even before the coronavirus outbreak, the new government had deemed 2020 debt service payments unattainable. Debt 
payments remain elevated through 2023—heavy payments of the International Monetary Fund loan are to kick in in 2022. So, in 
the near term the government is seeking to restructure about US$100 billion in debt with private bondholders. In late February, 
the government gained the support of the IMF to restructure its debt, a positive step. 

The government initially set end-March as the deadline for debt negotiations. Unfortunately, the coronavirus outbreak has likely 
made that deadline unrealistic—although the government has yet to make any announcement in this regard. The outbreak has 
disrupted international financial markets, making restructuring negotiations almost impossible at this time. 

Markets had already priced in a debt reduction following the victory of the Peronist party in last year’s presidential election. The 
yield spread between Argentine bonds and comparable U.S. Treasuries jumped to about 2,000 basis points by late February, 
sharply up from 800 basis points in mid-2019. As a result of the coronavirus outbreak, the spread has now jumped to over 4,000 
basis points, which implies an even larger discount if negotiations were to take place. This could be a positive, since it gives the 
government more leverage. It could also backfire, as some investors might be willing to engage in a long legal battle, rather than 
accept a larger discount. 

 

Debt negotiations remain the single most important issue facing the new government. The success or failure of these negotiations 
will go a long way in determining the government’s capacity to restore investor confidence and lift the economy out of recession. 
Unfortunately, the virus outbreak has made those negotiations more difficult. 

Merval stock index plummets 

Following other global stock price indexes, the coronavirus outbreak prompted a sharp decline in Argentina’s Merval benchmark 
index. At Wednesday's close, the Merval index was down 46% since the beginning of the year. The Buenos Aires stock market, 
which includes several large energy companies, has been battered by the sharp decline in international oil prices. Financial and 
agricultural stocks have also dropped amid the deteriorating economic outlook. 

https://www.economy.com/economicview/geography/IARG
https://www.economy.com/economicview/analysis/378643/COVID19-Darkening-Global-Outlook
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The stock market selloff will hinder business confidence and investment plans. On the positive side, the selloff will have limited 
impact on private consumption; the wealth effect is lower in Argentina compared with more developed markets, because only a 
small number of households have direct exposure to the stock market. Nevertheless, the selloff will hinder investment and growth 
in the near term. 

Peso under pressure 

Despite strict capital controls, the Argentine peso has also come under pressure in recent weeks. The peso has depreciated at a 
faster pace in the informal market, where it had reached ARG88.25 per USD by Wednesday. The central bank has allowed the peso 
to weaken at a slightly faster pace in the official market but not nearly enough to close the gap with the informal market. Indeed, 
that gap has now reached 25%. 

 

As opposed to other countries in the region, Argentina has been able to limit capital flight thanks to strict capital controls imposed 
in the second half of last year. Yet the widening gap between the informal and official exchange rates brings concerns. The 
widening gap will increase expectations about future depreciation as the official exchange rate tends to adjust to the informal rate 
in the medium to long term. This, in turn, will lead to an increase in inflation expectations as well. 

Inflation has come down faster than expected in recent months, as the new government froze many regulated prices and even 
rolled back some previous adjustments made to tariffs for public services. Annual inflation closed February at 50.3%, down from 
53.8% at the end of 2019, and the lowest level since January 2019. This trend might continue for the next two or three months 
but may prove hard to sustain over time amid the ongoing crisis. 

https://www.economy.com/economicview/indicators/r/arg_cpi
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Worst-case scenario might materialize 

The outlook for the world economy continues to deteriorate as the coronavirus outbreak intensifies. As the situation worsens, 
governments have begun to implement economic policies to stimulate demand and limit the economic damage. The Argentine 
government announced this week a package of measures aimed at helping businesses and households weather the crisis. These 
measures include delaying tax deadlines; suspending payroll taxes for some sectors; increasing direct government transfers; 
extending subsidized credit for some businesses; making consumer credit available at subsidized rates; increasing infrastructure 
spending; and freezing prices for some basic food, household items and medicines. 

The government did not mention the cost of the aid package or how it plans to finance it. Given the government’s already 
precarious fiscal situation and lack of financing options, these measures raise concerns about their long-term impact on the 
economy. The government will have to finance its growing deficit by borrowing from the central bank. This might help in the short 
term but will bring long-term pain, mostly in the form of higher inflation. 

 

Argentina’s poor macroeconomic fundamentals, ongoing debt default, and nil fiscal space make the economy particularly 
vulnerable to the massive disruption created by the coronavirus outbreak. The crisis will deepen and prolong the ongoing 
recession. The magnitude and length of the downturn will depend on the evolution of the coronavirus outbreak in coming months. 
We revised down our GDP growth forecast for this year in our March baseline, but the rapidly changing external and domestic 
environment already makes those projections outdated. We expect more downward revisions in upcoming months as new 
information becomes available about the impact of COVID-19 on the global and local economies. Recent events suggest that our 
COVID-19 Severe Pandemic scenario might become reality after all. 

 

 

 

 

 

 

   

https://www.economy.com/economicview/analysis/378643/COVID19-Darkening-Global-Outlook
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