

[image: image]




Globalization, the IMF,
and International Banks
in Argentina


Globalization, the IMF,
and International Banks
in Argentina

Christian Hernandez 

LEXINGTON BOOKS

Lanham • Boulder • New York • London


Published by Lexington Books

An imprint of The Rowman & Littlefield Publishing Group, Inc.

4501 Forbes Boulevard, Suite 200, Lanham, Maryland 20706

www.rowman.com

6 Tinworth Street, London SE11 5AL, United Kingdom

Copyright © 2019 by The Rowman & Littlefield Publishing Group, Inc.

All rights reserved. No part of this book may be reproduced in any form or by any electronic or mechanical means, including information storage and retrieval systems, without written permission from the publisher, except by a reviewer who may quote passages in a review.

British Library Cataloguing in Publication Information Available

Library of Congress Cataloging-in-Publication Data Is Available

ISBN 978-1-7936-0769-0 (cloth : alk. paper)

ISBN 978-1-7936-0770-6 (electronic)

[image: ] The paper used in this publication meets the minimum requirements of American National Standard for Information Sciences—Permanence of Paper for Printed Library Materials, ANSI/NISO Z39.48-1992.

Printed in the United States of America


For Brock, Hugh, Jessica, and Jennifer.


Contents

Introduction: Argentina as the Prototypical Crisis, the IMF, International Banks and Beyond

SECTION I: Neoliberal Globalization: An Introduction and Competing Theories

1 Globalization and Argentina

2 Globalization and Ideas Still Matter . . . and so do Material Factors

SECTION II: IMF-Argentine NEGOTIATIONS: An Historical Analysis (1976–2006; 2016–2017

3 From Dictatorship to Democracy: Analyzing IMF-Argentine Negotiations Between 1976 and 1989

4 The Great “Globalizer”: IMF-Argentine Negotiations under Carlos Menem (1989–1999)

5 IMF Policy Biases during Argentina’s Great Depression & Beyond (2000–2006; 2016–2017)

SECTION III: THE DISCOURSES OF GLOBAL FINANCE IN ARGENTINA (1997–2006)

6 From Mergers to Early Fissures: The Case of Scotiabank and Citibank (1997–2001)

7 The Argentine Great Depression’s Discourses: Capital Controls and Scotiabank’s Default

8 Discourses in Default: Chronicling the Collapse of Scotiabank and Crédit Agricole

Conclusion: The Implications of Neoliberal Globalization’s Neoliberal Continuity

Appendix 1: Methods for Section Two (chapters 3–5)

Appendix 2: Methods for Section Three (chapters 6–8)

References

Index

About the Author


Introduction

Argentina as the Prototypical Crisis, the IMF, International Banks, and Beyond

Why Argentina? Moreover, Why Now?

The choice of Argentina is important for many reasons—both empirical and theoretical. Once touted as the International Monetary Fund’s (IMF) “model state” and a net positive recipient of foreign direct investment (FDI), Argentina now serves as an axiom of the vicissitudes of modern neoclassical economics (Camdessus, 1998; ECLAC, 1998). Furthermore, this book will demonstrate that Argentina’s recent economic history also serves as a quintessential test case and source of reference for debates and theories on globalization, neoliberalism, as well as modern-day monetary and financial crises. 

Since the mid-1970s, Argentina has gone through several bouts of inflation, deflation, mass unemployment, and political turmoil. Furthermore, the responses to these instances of instability were met with a wide variety of initiatives—including liberal reforms, bailouts, capital controls, and bail-ins, which ultimately brought about a return to policies that were more nationally focused.1 This latter policy reversion to a hybrid from of Keynesianism not only spurred the devaluation and delinking of the peso from the US dollar, but it led Argentina to severe ties with the IMF.2 As a direct consequence of the economic failures and its policy decisions (both of the 1990s and 2000s), Argentina was also forced to reorganize its financial sector. The parallels are quite clear, especially for Southern and Eastern European states, now grappling with the deflationary macroeconomic effects of using the Euro as a means of exchange, which is compounded by the IMF’s apparent overreliance on austerity vis-à-vis industrial development. Further buttressing the importance of the IMF’s policy biases and what it could mean for European States at the margins is the news that its managing director, Christine Lagarde will be taking over as president of the European Central Bank.

Ultimately, the relevance of globalization is linked to how its logics continue to operate within different spaces, structures, institutions, and actors; and how these ideas are both internalized and projected. Take, for instance, how Argentina’s state of affairs relate to current world politics. Paradoxically, with many G7 nations rallying behind (for better or worse) populist figures promising economic de-globalization, Argentina, under the administration of Mauricio Macri—has sought to re-globalize its economy. Taking a step back, what this all suggests is that globalization, as discourse, and as a subject of inquiry, continues to grow in complexity.

Moreover, these recent developments provide new and uncharted terrain for IPE that can either challenge or support past assumptions. Argentina’s past and present also serves as an illuminating microcosm for the present and future events taking place in Eastern and Southern Europe, and even several of those in the G7. In turn, this book sets out the case for the continued importance of globalization—and specifically, what can be learned from the study of the Argentine case, which appears further along (although not any better for it) in the struggle for balance between “global” and “national” interests.

In June of 2018, Argentina returned to the open arms of the IMF after twelve debt-free years. The IMF’s record-breaking, $50billion USD loan to Argentina demonstrates that it remains the world’s dominant lender of last resort (IMF, 2018). Moreover, recent IMF-Argentine agreements appear to commit Argentina to a deflationary monetary policy based on fiscal retrenchment. Reaching new lows, September (2018) saw the peso trading at a ratio of $1ARS: $40USD. In October, the Argentine Central Bank’s (ACB) overnight interest rate crept just above 70 percent, ostensibly as a means to control hyperinflation (ACB, n.d.). However, the ACB’s tight money strategy has not only failed to halt the peso’s freefall, but has resulted in a preposterously prohibitive, and usurious, rate of interest. Perhaps even worse than Argentina’s inflationary woes has been the compounding effect on economic activity stemming from setting interest rates north of 50 percent; which certainly played a central role in Argentina’s official unemployment rate reaching a twelve-year high of 9.6 percent (INDEC, 2018). 

Indeed, the last time the official unemployment rate hovered around double digits was in 2006. However, unlike in 2006, the December (2018) unemployment rate underscored a negative point of inflection in the Argentine economy. Precisely, in 2006 Argentina’s unemployment rate stood at 9.6 percent, which ironically marked the end of the country’s relationship with the IMF and the culmination of the financial fallout stemming from the reverberations of the Argentine Great Depression (see chapters 5–7). The year 2006 also marked the technical end of Argentina’s financial liquidation, as domestic institutions successfully reabsorbed assets that had been abandoned by international banks. Interestingly, the various defaults of international banks were not due to the crisis itself, but rather regulatory reforms along with a shift in the ACB’s policies, which led to receiverships rather than bailouts, and the return of a monetary and fiscal policy that would also consider stimulating demand, rather than persistently focusing on appreciating or sustaining the relative value of the peso (see chapters 7–8). 

Perhaps, still cognizant of the political and economic pains endured en route to successfully “de-globalizing,” attempts to re-globalize Argentina (particularly the IMF’s return) have been met with popular resistance in the form of nation-wide strikes (Otaola & Squires, 2018). The irony here is that while the Argentine populace appears weary of a full-on return to austerity measures and IMF conditionality agreements, its government officials, along with the IMF Board and Staff, could be setting the country on course for a collapse that may rival the Argentine Great Depression of 2001. In turn, this study’s two-pronged analysis, beginning with a detailed historical analysis of IMF-Argentine negotiations (its once model state), which is combined with a second set of cases interrogating the discourses of finance, could help reveal the space for alternatives and the likely outcomes for its economy going forward. The findings herein also serve as a test case for other “at-risk borrowers,” in the Global South, as well as those in Eastern and Southern European states facing similar two-pronged [monetary and financial] economic disturbances (Camdessus, 1998). 

Another important facet to account for within the Argentine political economy is the role and dynamics of the financial sector. In other words, it is simply inadequate to analyze these governmental international financial institutions, such as the IMF and World Bank (WB) without also accounting for the power dynamics of private financial institutions and other bondholders outside of the IMF and WB charter. Moreover, while Claudia Kedar (2013) traces the liberalizing tendencies of the IMF in Argentina as far back as 1958, the literature on Argentine banking reveals that foreign finance capital has even deeper roots in the country. Precisely, Adrian Murano (2004) chronicled one of the earliest bouts of Argentine capital flight to London as occurring in 1891. Herein, Argentine banks such as Hippotecario, Banco Nacional, and Banco de la Provincia all suffered heavily losses, which ultimately spiraled into a currency run causing the devaluation of the Peso (2004: 23–25). Additionally, Zlotogwiazda and Balaguer trace the entry of American finance into Argentina in 1914, which marked the opening of the first Citibank branch within Argentina (2003: 13).3 Altogether, these works highlight the critical role of both international institutions (the IMF) and private banks in, both the “globalization” of Argentina, as well as within the dynamics of monetary and fiscal policy, liberalization, capital flight, and of course—collapse. 

Lastly, it appears that identifying and mapping the role of global finance’s normative constructions within the Argentine case is an area that has been less developed and thus, less understood. Moreover, insights gleaned from Argentina’s veritable smorgasbord of economic dysfunction, as well as how it handled bank failures can serve as a point of reference for the Western states facing similar circumstances. As a result, this empirical account aims to glean greater insights into how globalization’s logics are internalized and projected by institutions and financial agents. In other words, interrogating how ideas affect policy outcomes and broader understandings held by “globalizing” institutions and agents, as well as the broader public understandings of issues and events is the central task at hand.

Why the IMF?

The IMF’s relationship to globalization itself has been the focal point of prominent IMF scholars (see Stiglitz, 2003; Woods, 2006). Indeed, the idea of the Fund serving as a “globalizer” (Woods, 2006) and debates surrounding its ostensible shift toward (or away from) neoliberalism (Abbott, Andersen, & Tarp, 2010; Chwieroth, 2007; Chorev & Babb, 2009) have become well-worn ground. However, increasingly less attention has been afforded, especially in a systematic manner, to the actual discourses and ideas trafficked within these deliberations—and how they might contrast with its reputation as a “globalizer.” Therefore, accounting for the range of ideas within the deliberations of the Fund may allow for a clearer understanding of any potential biases.

Nevertheless, one of the main criticisms of the IMF is the charge that it has consistently relied on standardized templates that impose liberal market policies, which rely on deficit reduction, austerity, deregulation, and privatization (Chorev & Babb, 2009; Momani, 2004; Pagliari, 2008; Panitch & Gindin, 2013a; Stieglitz, 2002). Following heterodox, or Keynesian demand-side logics, critics have argued that the IMF’s overreliance on what amounts to a deflationary economic policy mix can exacerbate downturns (Stieglitz, 2002; Thacker, 1999; Wade & Veneroso, 1998).4 Other critics of the global financial order posit that this obstinate focus on currency appreciation can actually lead to instability as it facilitates the entry of short-term capital from developed states, which can exacerbate the inflationary pressures they sought to curtail (Panitch & Gindin, 2013a; Edwards, 1990). However, these Keynesian logics are largely left out of the “global” or “globalized” conceptualization of markets, which in their absence makes adhering to neoliberal policies a rational imperative. In other words, in this scenario the Fund’s neoliberal policies are founded on the presumption that—rather than being an ideational construct—globalization is a material reality or constraint, which is irrespective of their silence on the term itself. 

Moreover, the shortcomings of Argentina’s liberal policies during the 1990s also shed light on the origins of these purportedly immutable “global” capital flows.5 For instance, critics of the 2001 Argentine collapse posit that the state’s embrace of liberal policies during the 1990s is what ultimately opened the economy to the type of short-term speculative investments that thrive off market instability (Cafiero & Llorens, 2002; Murano, 2004; Zlotogwiazda & Balaguer, 2003).6 In turn, this “legislated” or state-enabled fickleness is itself a construct, which the ideas or logics of globalization’s discourse explain as a natural, rather than political phenomenon. In a sense then, it is the state’s prerogative to decide on whether to actively manage instability via a focus on endogenous growth or adhere to the hyperglobalist logic, wherein their role would be to enable, entice, and placate these global capital flows via neoliberal or neoclassical policies. Ultimately, this is where understanding the IMF’s role as a “globalizing” institution—and the degree to which they have promoted neoliberal policies within different spaces and times—becomes important.

Lastly, while the works of Kedar (2013) as well as that of Cooper and Momani (2005) offer rich chronicles of the IMF-Argentine negotiations, the actual biases of the Fund, or rather how their discourses and ideas ultimately effected policy outcomes was not covered in any type of systematic manner. However, works such as those from Broome and Seabrooke (2007, 2008) have put together a methodological framework that can be specifically used to test for discursive biases within the Fund. Yet, Broome as well as Seabrooke have put forth findings suggesting that the Fund has indeed shown signs of “flexibility,” which has opened the door for a reexamination of the Fund’s role as a either a “globalizer” or “neoliberal” institution (Broome, 2015; Broome & Seabrooke, 2007, 2008).

A “Flexible” IMF in the Face of an Existential Crisis or Neoliberal Adaptation? 

The question of whether or when the IMF turned toward neoliberalism (Babb, 2012; Nelson, 2014; Pete, 2009; Saad-Filho & Johnston, 2009; Stiglitz, 2002) has been a topic of debate over the past two decades. Moreover, while respected and heavily circulated works have characterized the Fund as a “globalizer” (Stieglitz, 2001; Woods, 2006) or an instrument of the United States’ foreign policy (Babb, 2012; Grugel, Rigirozzi, & Thirkell‐White, 2008; Momani, 2004; Stiglitz, 2002), a more recent intuitionalist counter posited that the Fund has in fact demonstrated outward signs of “experimentalism” or flexibility (Broome, 2010; Broome & Seabroke, 2007; Chweiroth, 2009; Dieter, 2006; Graham & Masson, 2002; Grabel, 2017, 2011). Moreover, this wave of institutionalist authors has effectively constructed a “flexible thesis,” which has attempted to roll back the debate by providing a basis for other more tempered interpretations. Effectively, what has been erected upon this revisionist foundation is a body of literature, which argues that the IMF is a much more complex and flexible institution (Ban, 2015; Chweiroth, 2014; Clift, 2018; Grabel, 2011; Lütz & Kranke, 2014). In other words, this second wave of literature has suggested the existence of a “nuanced flexibility” within the Fund. 

Chwieroth and Pinheiro (n.d.) have suggested that an equilibrium of sorts has been reached between international nongovernmental organizations (INGOs) insofar as these INGOs have moderated the effects from both the “coercive influences accompanying IMF loan programs” as well as “normative influences” that are imported by neoliberal economists. Similarly, Ilene Grabel (2011) posited that—since the GFC—the IMF has operated in a state of “productive incoherence,” wherein advocacy for public safety nets has been incorporated within its liberal policy mix (2011: 807, 824). While Grabel does admit that this newfound flexibility has “failed to move beyond rhetoric,” she believes it could perhaps usher in a “Bretton Woods moment” (2011: 825–826). This last point suggests that policy “incoherence” was not a material reality for Grabel (2011) and that ideas or the discourse within the IMF had changed. Yet, Grabel’s doctrinal analysis does little in the way of providing a rigorous or comprehensive examination of the said discourse, let alone explain how exactly it has veered away from its neoliberal tendencies.

While Grabel (2011) emphasizes the IMF’s “incoherent rhetoric,” herein she does cite its acceptance of the use of capital controls as a sign of its newfound flexibility (Grabel, 2011: 811–813). However, these assertions become quite problematic when held up to the Argentine case. This is particularly so in terms of how the IMF negotiated Argentine capital controls, such as the “corralito” and the more recent “cepo” (see chapters 4–5). More recent works also have Grabel finding a tangible “transformation” in more policy-related areas—which she describes as, “experimental, messy, ad hoc, uneven, and inconsistent” (2017: 231). However, this description uncannily resembles the two-decade-old concept of a variegated neoliberalism (Peck & Tickell, 1994, 2004: 403; 2010: 184, 208). Perhaps more puzzling is that Grabel’s work attempts to reconcile or straddle both the ideational and material domains—just as critical and historical materialists have done, yet her organization of the literature appears incomplete as it fails to either acknowledge or take their work into account (Bailey, 2008; Jessop, 1991, 1997, 2000; Marsh, 2009; also see Cox, 1987; Burnham, 2014, 2006, 2000).

Lastly, Lütz and Kranke (2014), and Ben Clift (2018) have comparatively delineated the biases found within the European troika’s debt negotiations, finding that, in a relative sense, the IMF has demonstrated more flexibility than its European counterparts.7 However, this is a quite conservative claim, as it simply resituates the IMF within its postwar role, which is to rebuild Western Europe (see Bordo, Capie, & Redish, 1995; IMF, n.d. [b]; Kolko & Kolko, 1972; Kunz, 1997; Wood, 1986). Curiously, this harkens back to Nestor Kirchner’s unmet pleas for Washington to provide Latin America with a modern iteration of the Marshal Plan (Stone & Hanley, 2009). In addition—and perhaps inadvertently, these findings lend credence to the rise of this new wave of anti-EU and anti-global sentiment spreading across Europe (Blyth, 2016; Davis & Dunaway, 2016; Mason, 2015). It may also tell us more of the future of geopolitics and the positional jockeying between Brussels and Washington. On these grounds, the suggestion of IMF flexibility may, again, have more to do with spatiotemporal variegation of neoliberalism. 

Broome and Seabrooke, two of the forerunners of this “flexible” or “experimentalist” IMF thesis have also suggested that the IMF’s advice itself—as well as its efficiencies in monitoring and rating, both the implementation of policies and the macroeconomic trajectory of states—are more reason for both borrowers and non-borrowers to seek out its expertise (2008: 223).8 In terms of advice, Broome and Seabrooke suggest that the Fund’s experience provides its member states with a global “pool of comparative knowledge on ‘experimentalist governance,’” which “small states can tap to increase their understanding of the probable outcomes of alternative reform options” (2008: 223). However, the suggestion that member states can pick and choose policy alternatives à la carte underestimates the influence of the deliberation process that their work analyzes. Moreover, as Broome and Seabrooke themselves note, the stakes for borrowers are raised, as they remain susceptible to coercive action (see Broome & Seabrooke, 2008). Ultimately then, it is the disposition and what is borne out of the Article IV deliberation process itself, which is indicative of the degree of “experimentalism” or “flexibility” afforded to a state. In a logical sense, if the deliberative discourses show that the IMF’s dual role—as an economic advisor and forecaster—consistently insinuates a neoclassical policy mix on member states; does it not reinforce the arguments, which peg it as not just a “globalizing institution,” but a conduit of neoliberalism? 

The case of Argentina may also run counter to Broome’s broad view of the Fund’s efficacy, wherein he ascertains that there are “negative effects for states when they fall out with the IMF or deviate from an ‘IMF friendly’ policy stance” (2008: 222). In a paradoxical twist, Momani (2004) put forth evidence showing that unmet calls for liberalization, fiscal retrenchment, and other orthodox measures can still lead to a positive standby agreement (SBA) with the IMF. However, the caveat is that these instances the “flexibility” found herein did not stem from the IMF’s own volition, but was due to external, political factors (e.g., the Washington Consensus) or as a result of states (like Argentina) who are able impose their will within hostile negotiations (Momani, 2004; Cooper & Momani, 2005). 

In addition, revisionist claims of IMF “flexibility” have not gone unchallenged (Abbott, Andersen, & Tarp, 2010; Güven, 2012). For instance, Abbott et al. found that not much had changed within the Fund, despite its purported shift away from conditional lending (Abbott, Andersen, & Tarp, 2010). Perhaps a more cynical reading of the “flexible thesis” would conclude that the idea of a reformed IMF itself could be best understood as public relations overhaul in the face of its waning credibility as an effective lender of last resort. Here, Güven does agree with the initial premise of the “flexible thesis”—which is that there was in fact a steep decline in the IMF’s portfolio from 2004 to 2007.9 However, he also notes that lending quickly returned to peak levels with the onset of the 2008 GFC, which according to Güven, allowed the Fund to keep its neoclassical playbook intact (2012). In concurrence, a more recent paper by Broome (2015), which—in a de facto sense—temporally caps the IMF’s “experimentalism,” suggests that the post-GFC surge in demand for loans did in fact allow it to revert to a policy mix centered on fiscal consolidation.10 

The lack of consensus regarding its alleged neoliberal policy bias within the abovementioned debates throws into question the concept of the IMF as a “neoliberal” institution or “globalizer.” However, rather than focusing on a binary argument on whether or not the Fund held a rigidly neoliberal bias, a discursive analysis could instead focus on the degree to which the Fund served as a “neoliberalizing” or “globalizing” institution. In other words, this book’s empirical analysis is focused on gauging the range of ideas within the Fund, giving a much more nuanced and therefore rigorous account of the Fund’s role in Argentina’s policy outcomes. Perhaps another issue within above debates was the lack of consensus on an operational definition on what “neoliberalism” might look like within the Fund. This obviates the need for a more refined conceptualization of the term (see chapter 1; also see appendices 1 & 2). Thus, the key question within debates on the IMF’s biases is whether policy flexibility actually exists or if what is being sensed is more accurate described as neoliberal adaptation. That is, the ability of popular neoliberal logics and paradigms to reflexively adapt to different circumstances and times (Hernandez, 2019). 

Why Focus on Private Banks?

At the cross section of globalization and finance is the question of ideas. And more precisely, how certain ideas or economic logics can come to dominate mainstream understandings—in effect, essentially becoming “reality.” The Argentine case is quite important to this discussion as there are some quite important works delving into the role of these intersubjective dynamics and who has been able to harness them (Cafiero & Llorens, 2002; Murano, 2004; Zlotogwiazda & Balaguer, 2003). In fact, there are some telling empirical accounts specific to the Argentine case that provide evidence of the financial sector’s acknowledgment of the power of these sort of intersubjective dynamics. Further, these accounts even interrogate the extent of their participation in the business of ideas. 

One of the major Argentine works that inspired this undertaking was Zlotogwiazda and Balaguer’s 2003 book, which chronicles Citigroup’s aggressive acquisitions of Argentine mass media throughout the late 1990s. Within this period, Citibank drastically reorganized its stake in Argentine assets by divesting from nearly all its nonfinancial holdings in order to
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