
Argentina: Economic and political conditions combine to raise risk
Event: On August 12, the peso depreciated by 25% and the stock market lost a third of its value
 third following an unexpectedly heavy political defeat for President Mauricio Macri.
Significance: President Macri's poor showing in the country’s simultaneous open primaries
(PASO) held on August 11 has prompted a sharp rise in market volatility. Although eight polling
firms had suggested a narrow edge for opposition candidate Alberto Fernandez over Macri, the
final result showed a difference of over 15 percentage points (pp). Fernandez has former
president Cristina Fernandez de Kirchner as his high-profile running mate. While the market
reaction has further undermined Macri’s options as he seeks re-election in October, the
likelihood of a default has risen sharply regardless of the outcome.
Analysis: The PASO, in which voting is obligatory and participants must vote in only one party
primary, are in theory designed to select each party’s presidential and gubernatorial candidates.
On this occasion, however, the main parties had already chosen their candidate and so the
voting was largely a dress rehearsal for the October elections.
Although nearly all opinion polls gave the advantage to the opposition Frente de Todos
presidential ticket of Alberto Fernandez and Cristina Fernandez de Kirchner (CFK) over the
incumbent Juntos por el Cambio ticket of Macri and Peronist Senator Miguel Angel Picchetto, the
provisional result was far more unequal than predicted.  The Frente de Todos ticket won 47.7%
of the overall vote, a percentage that would imply a first-round election victory in October, while
Juntos por el Cambio took 32.1%.
The Consenso Federal ticket of former Economy Minister Roberto Lavagna and Salta Governor
Juan Manuel Urtubey received 8.2%. Although only in single digits, Lavangna  may pick up
middle-class votes in October, further worsening Macri's prospects. Other presidential primaries
each attracted less than 3% of the vote. The misleading opinion polls has been attributed to the
fact that national polls are less accurate than local surveys conducted face-to-face.
In the presidential primaries, Macri's Juntos por el Cambio won only in the city of Buenos Aires
and in Cordoba province. The Frente de Todos won the presidential vote in every other
jurisdiction, in some cases by a margin of over 30 pp. In the largest province, Buenos Aires, the
margin was over 20 pp, and substantially higher in many districts of the Greater Buenos Aires
area (including those governed by Macri allies, where he lost in five of eight). Lavagna and
Urtubey performed well only in areas of Urtubey's home province of Salta.
The result in the Buenos Aires province gubernatorial election was even more of a reverse for
the governing party. Governor Maria Eugenia Vidal, the only provincial governor belonging to
Macri's coalition and widely reputed to be a more popular and palatable candidate than the
president, lost the vote by 17 pp to the Frente de Todos candidate.
Macri and Vidal both attributed the market reaction that followed the results to a global distrust of
the likely economic policies of a Fernandez-CRK government. However, Macri's suggestion that
voters who backed the Frente de Todos were thus partly to blame for the subsequent economic
turmoil was widely criticised and will rebound against him.
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Indeed, Macri's apparent strategy of deepening polarisation within the country is dubious, given
his considerable disadvantage, and the expected cabinet changes are unlikely to alter popular
perceptions of a government in which Macri has clearly centralised policy-making in his own
hands.
Frente de Todos supporters have criticised the government’s economic policy, and stressed that
Fernandez is not planning either a default or exchange controls. However, the key questions for
both voters and investors is what policies Fernandez would follow and, in particular, how
independent he would be from CFK. As CFK's cabinet chief, Fernandez resigned over the
protracted dispute with the agricultural sector in 2008 and subsequently became highly critical of
CFK and some of her allies. However, those criticisms have now evaporated.
In practice, Fernandez, who has little charisma or electoral base, is unlikely to have much
autonomy. However, in the current global scenario a Fernandez government could not
automatically repeat the policies of earlier Kirchner administrations as the policy choices
available to the next government will be highly limited. Exchange and capital controls and an
eventual economic restructuring may become unavoidable regardless of the election outcome in
October.
The market reaction to the PASO has been predictably negative. Argentine bonds have fallen by
up to 59% and the currency has weakened sharply, losing 11 pesos to the dollar despite the sale
of Central Bank reserves. However, the vast majority of voters do not prioritise the reaction of
investors. For many of those that do, foreign investors tend to be associated with the 'vulture
funds' that rejected the 2005 bond swap and tied the government up in litigation. Thus investor
rejection of Fernandez-CFK may be seen as confirmation that they will defend Argentina against
foreign interests once in power.
Voters are far more swayed by their personal situations. With real wages falling behind inflation
and housing costs, unemployment and poverty rising and the options for additional income
diminishing, many feel that they have not been helped by the Macri government.
Nor will some of the political international reactions bolster Macri in other respects. For example,
strong statements by Brazilian President Jair Bolsonaro and his suggestions that he and
President Trump should visit Argentina to support Macri, and that Brazil might receive an influx
of Argentine economic 'refugees' if Macri loses, will hurt rather than help Macri. The relatively
narrow range of voters who see alliance with Bolsonaro and Trump as positive would vote for
Macri in any case; the majority who do not would see the 'friendship' of Bolsonaro and Trump as
a liability.
Looking ahead: While losing the PASO by a small margin might have helped Macri to rally
support ahead of October, the magnitude of his defeat will energise the opposition and make it
difficult for him to boost his support despite a persistent degree of distrust of Fernandez and
CFK. The negative impact on economic performance, and his own misjudged reaction, will
reinforce Macri’s difficulties.
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