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ARGENTINA

CHEAP STEAKS,
HIGH STAKES

IT'S SUMMER IN BUENOS AIRES, AND
revelers are spilling onto city streets. Holels
in seaside Mar del Plata bulge with busi-
nessmen, many of whom made big money
on distressed-asset buys last year, taking
their first summer break since a near melt-
down in 2002. “Crisis? What erisis?” asks
British expat Rob Elding, lured to the city
by its $5 steaks and rock-bottom prices.

Indeed, Argentina looks to be rebound-
ing in style from a cataclysm that toppled
several Presidents and left millions jobless
and destitute. Riots sparked by blocked
bank accounts and decimated savings af-
ter a $132 billion debt default have given
way to cautious optimism,

Against long odds, Néstor Kirchner, who
became President eight months ago, has
managed to stabilize the peso, bring down
inflation, and buy some breathing room
from the IMF. Unemployment is down, and
savings are creeping back inlo banks, Most
impressive is the country’s 8.4% economic
growth rate last year, fueled by booming
agricultural exports.

March 8,200 FORTUNE = 19



o [ [HIOrTL
|en Gatha Nnciun.ll.

GDPmupBA%Iastyw' mrwuﬂsmmmmmmmmgkm

But everything is not as rosy as it appears.
Kirchner inherited a host of problems that
other administrations pushed off for
decades—and that ke too is either unwill-
ing or unable to tackle. He has yet to pre-
sent an cconomic roadmap or offer hope
to the half of the population living below the
povesty line, Without hard work on issucs
rclating to jobs, debt, and banking, an-
other bust or outburst is likely this decade,

“Marginalized areas arc growing,”
warns a doctor at a children's clinic in the
bascment of an abandoned high-sisc in
Buenos Aires’ Ciudad Oculta stums, as the
sounds of tecnapers breaking off bricks for
resale ccho through the building. Shoe-
Jess children play in the barrio’s kinder-
garten. At a shantytown outside the city,
soup kitchen administrator Andres Esco-
bar reckons that the kitchen serves 500
meals a day, up from 340 two months ago.
“Things really aren't any better,” he says.
“There's no work.”

Uncmployment, though dawn from its
peak of 24%, still tops 16%, and recent
gains have little sticking power, since most
new work is short term or informal. That's
crimping spending by Argentina’s middlc
class, once Latin America's largest. “No
* onc’s buying homes on credit, since they
may not have a job tomorrow,” says Hér-
nan Sarzabal, a struggling archlicct.

1t’s not surprising that lines outside for-
cipn embassies are still fong. Take Camilo
Kejner. The Argentine marketing consul-
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tant [or New Linc Cinema recently re-
turned from a two-month Lord of the Rings
I tour but is cycing job opportunitics in
Mexico City and Atlanta, His dollar con-
tract ended in December. Why chase a
two-thirds salary cut?

Little progress has been made luring back
investors and entreprencurs who could sced
future job growth. And not much is likely to
happen until Argentina figures out haw to
compensate multinationals and bondhold-
ers bumed by the cconomic implosion, fix
its broken banking system, cstablish rule
of law (o protect private asscts, and shiflt the
culture of cynicism and denial

triggering long-term growth. But whilc
bank- and dcbt-restructuring tatks lan-
guish, many multinationals are walking
away. Net foreign direct investment was
negative in 2003, France's Carrefour, for ex-
ample, said store expansions arc contingent
on judicial reform. Qil major Total has filed
a suit at the World Bank over losses linked
to capped ulility rates. Money managers
are also disillusioned. Though inflows
surged in 2003, holdings are 207 of their
2000 highs. “Risks outweigh rewards,” says
Hong Kong moncey manager Mare Faber.

Tor the time being, Kirchner can indulge
Argentines with anti-IMF talk and $50-a-
month weifare handouts, financed largely
by taxes on agricultural exports. But the re-
covery could stall without [resh capital or
credit. Supermarket sales are sluggish, and
industrial production slipped in December
from the previous month. Builders note
threc-month waits for windows.

Kirchner is tinkering with the banking sys-
tem through small-busincss loan schemes
and a morigage debt fund to stem home re-
possession. But borrowers are skiltish about
credit. *This is catch-up growth,” says Al-
berto Bernal, an economist at ldeaGlobal,
New York City think tank. “Starting the
enpine is casy; keeping it running is difficult.
You kill your banks, you kill (he cconomy”

Today's agricultural export engine is
also a wild card. Values in 2003 surged on
a low peso and booming Chincsc demand
for soyheans, But high taxes eroded prof-,
its, and fulure currency, commodity-price,
or interest-rate shifts could reverse flows.
*Without an open cconomy, stable rules,

compclitive exports, and healthy

to one of accountability. “Things really public finances, Argentina will
So far Kirchner has suc- aren'tany be at the mercy of the next in-

cecded mainly in offending in-  better,” says ternational adverse event,” cau

vestors, In January he stripped  Andres Escobar.  tions Templeton fund manager

French defense firm Thales of  “There's Mark Mobius.

its radio-spectrum manage-  no work.” Argentina's First World as-

ment contract, saying it had

failed to invest, and he chastiscd a Sucz
subsidiary for the same regarding the wa-
terworks it manages. He has also been un-
wavering on an offer of 25 cents on the dol-
lar to holders of $88 billion in defaulted
bonds, many of whom arc launching law-
suits. “Investors are fed up with Arpentine
arrogance,” says John Price, president of
martket intelligence firm InfoAmericas in

- Miami, who cites ncar-zero interest in Ar-

pentina from bluc-chip clicnts.
Kirchner is squeezed between sustain-
ing a life-support system for the masscs and

pirations arc rooted in rich in-
telicctual and natural resources, which
drove its cconomy to rival that of the US.
100 years ago. The country brielly tasted
glory again during the go-go "90s and stil
cdges out other Latin Amcrican natlons en
cducation, bandwidth, and acsthetics. But
Arpenlina’s problems cry out for long-term
solutions, not today's short-term fixes, "Il
glnnng wealth gaps are not nddrcsscd
now,” warns Lioyd Nlmclz, who hicads now
profit HelpArgentine in Bucnos Aires,
“warsc social protests could erupt at th
next downturn.” — Carolyn Whelan



