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ARGENTINA: A LESSON EUROPE HAS LEARNED 

Berenberg Macro Flash 

 

 

For the second time in 13 years, rating agencies had to put Argentina in technical default last night, after the country 

could not make an interest payment on its sovereign bonds. The government had run an emotionally charged campaign not 

to pay out to a number of hold-outs from the previous debt restructurings in 2005 and 2010. These investors, dubbed “vul-

ture funds” by the Argentinian government, had insisted on full payment of the bonds under international law they had 

required cheaply. An American judge had forbidden Argentina to pay funds to those investors who had agreed to the re-

structuring without agreement with the hold-outs. After failing to reach a compromise, Argentina was forced into default. 

 

The default could still be temporary if Argentina and its creditors do find a belated solution. However, it will trigger 

credit insurance pay-outs and could cause some volatility in South American bond markets. Damage to wider markets 

should be limited: Argentina has been largely frozen out of capital markets since 2001 and with a GDP the size of Austria’s, 

it is not systemic enough to cause major ripples in global financial markets. The default will hurt the Argentinian economy. 

Funding costs, not just of the government, could rise considerably, investment could plunge and confidence will take a 

serious hit. The weak currency and extremely high inflation are further obstacles to stabilisation. The 0.5% GDP growth the 

IMF had last projected for Argentina are likely to be undershot significantly. 

 

The Argentina saga should be a reminder that debt restructurings are by no means a straightforward short-term-

pain-long-term-gain solution for countries in trouble. Beyond the legal difficulties, they cause long-term damage to inves-

tor confidence and artificially reduce the pressure on governments to reform the economy and live within their means. This 

vindicates the Eurozone’s strategy to avoid these events as much as possible. The Eurozone demands that countries adjust 

the hard, but in the long-term sustainable way, combining fiscal austerity and structural reforms. As we can see from the 

current economic rebound at the Eurozone periphery, this strategy is bearing fruit 
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