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ARGENTINA: PERSISTENT OPPORTUNITY IN SPITE OF 
CHALLENGES AND VOLATILITY   
Albright Capital’s current perspective on Argentina and a brief summary of our 
substantial experience there will reinforce the following high-level points made in EM 
Insights #4: Navigating Political Risk and Opportunity.  

1. “Be wary of summary judgement of any given country.” 

2. “While prevailing approaches start with the strategic country or regional selection, 
our first stage is a bottom-up micro assessment.”  

Macro Overview 

History. Argentina’s historical economic mismanagement and mistreatment of 
foreign investors is so well understood that few, if any, investors who utilize top-
down screens pro-actively select the country as an attractive investment destination.  
Indeed, few countries have suffered more from misguided policies than Argentina, 
which began the 20th century as one of the wealthiest countries in the world. 
Nevertheless, Argentina remains the third-largest economy in Latin America, with a 
highly educated, urbanized population. Like most jurisdictions, it is included in 
Albright Capital’s investment universe, with care to mitigate risks and earn an 
appropriate return.  

Argentina Highlights1 

 

                                                      
1 Trading Economics, World Bank, MIT OEC Atlas, Statista  

Information Statistic Rank in LatAm 
Population 43.8mm (13.6mm in 

Greater Buenos Aires) 
4 

Urbanization Rate 91.9% 2 
Labor Force Participation 46.4% - 
Unemployment Rate 7.20% 8 
GDP USD 545.9bn 3 
GDP per Capita PPP USD 19,939 4 
Inflation Rate 25.60% 2 
Benchmark Interest Rate 40.00% 1 
Argentine Peso FX Rate USDARS = 27.24 - 
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Macri Government. Following the election of Mauricio Macri in 2015, Argentina 
returned to favor among foreign investors. Indeed, Macri’s policies have offered a 
refreshing change from previous administrations, including pension reform, tax 
reform, rationalization of provincial fiscal policies, liberalization of price and capital 
controls, and a normalization of monetary policy.  

These policies, including final resolution with all creditors from Argentina’s 2001 
default, allowed a resumption of sovereign, provincial, and corporate access to the 
international capital markets. Capital inflows in 2016 and 2017 caused the local stock 
market to sky-rocket by ~160%, while sovereign CDS credit spreads tightened by a 
stunning ~230 basis points.  

2016-2017 Performance2  
 

 
But the market response was too much too fast, a frequent phenomenon across the 
volatile emerging markets (EM) landscape, as investors failed to appreciate the 
woeful state of affairs that Macri inherited. Understandably leery of “shock therapy,” 

                                                      
2 Bloomberg & Albright Capital. CDS data begins in September 2016. 
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he attempted a gradualist path— but a seamless transition to sustainable growth was 
probably always unrealistic.   

When liquidity conditions recently tightened across all EM, caused in significant part 
by the U.S. Federal Reserve’s interest rate hikes and withdrawal of quantitative 
easing, Argentina was particularly vulnerable given its large current account deficits 
and need for external financing. The worst drought in 40 years and monetary policy 
missteps exacerbated these external dynamics. To defend the peso in May 2018, the 
Central Bank was forced to hike rates to 40% from 27.25%, and the government 
initiated discussions with the IMF to secure a Stand-by Arrangement.   

US Dollar – Argentine Peso FX Spot Rate3 

 

IMF Agreement. On June 7th, the IMF and Argentina announced a three-year $50 
billion Stand-by Arrangement.  The size of the facility exceeded market expectations 
and essentially covers all of Argentina’s net external financing needs until the end of 
2019.  As usual, the terms of the agreement require Argentina to implement certain 
reforms and policies. Since Albright Capital believes that Macri was inclined to 
implement these policies over time anyway, including elimination of its primary 
deficit by the end of 2020, the IMF program really represents an acceleration of 
reform, essentially the “shock therapy” Macri had previously tried to finesse.   

Fiscal tightening, credible inflation targeting, and implementation of structural 
reforms will be initially contractionary, but will also necessarily provide a solid 
foundation to further restore Argentina’s credibility and competitiveness, and 
potentially lead to sustainable long-term growth.   

Political Risk. The risk to this positive outlook is political. The near-term economic 
contraction — as well as the stigma attached to an IMF agreement in the Argentine 
context — could impact Macri’s re-election prospects in 2019.  That said, Albright 
Capital believes that, regardless of who the next President is, a reversion to 
unorthodox economic policies is unlikely because Argentines now widely believe that 
such policies have damaged the country.  

                                                      
3 Last six months ending July 13th, 2018. Data source: Bloomberg.  
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Albright Capital’s Navigation of Volatility in Argentina  

While we do have an essentially positive view of Argentina’s long-term macro 
prospects, as outlined above, we never take these sorts of macro assessments as the 
basis for any medium- or long-term private investment. Moreover, we do not make 
private investments that hinge on any particular electoral outcome.4   

Our private investment program is driven by bottom-up micro assessments of a 
particular management team and the market inefficiency they seek to capitalize upon. 
A second step incorporates top-down macro assessments, integrating a realistic 
appraisal of both unique and commonly-found jurisdictional challenges. We give 
preference to investments that are inherently aligned with host governments by 
contributing to the resolution of a social problem. As we argued in EM Insights #4, 
“the best EM private market investors have always been impact investors. Solving 
important problems is the single best way to reduce political risk.” Finally, we give 
preference to investments where a tangible capital shortage provides sufficient 
negotiating leverage to structure customized deals that mitigate sovereign risk and 
insulate the outcome from the persistent volatility of EM.   

Oil and Gas Services. In 2014, well before Argentina had regained access to global 
markets, we identified that the country had recently become an energy importer 
after a century of energy independence, despite having arguably the second-best 
shale resources in the world in the Vaca Muerta basin.  

Then and now, importing energy from Bolivia (among other sources) was an 
unnecessary drain on fiscal resources. Moreover, the country faced the opportunity 
cost of not exporting natural gas to Chile (among other neighbors).   

An extreme scarcity of oil and gas services — and particularly horizontal drilling 
equipment and expertise — inhibited the urgently-needed development of these 
formidable sources of domestic energy. We found an experienced, and 
environmentally sensitive, management team who had developed the necessary 
expertise in North America and had extensive local and industry networks.  

We backed this team, headquartered in Houston, Texas and subject to U.S. law, 
assessing that the political risk was manageable. However, we also knew we were 
taking considerable execution risk. When we structured the investment, we followed 
our mantra of seeking an asymmetric return profile: return of original capital in 
adversity, and private-equity level returns when things go well.  

Fast forward, we chose to exit in 2017 and, by design, our customized deal structure 
provided the necessary tools to achieve that outcome. We recovered nearly all of our 
original capital in adversity, an acceptable outcome in light of persistent challenges 
and a collapse in the price of oil from ~$100 to ~$50 per barrel during the investment 
period.  

                                                      
4 Please see EM Insights #2: The Perils of Chasing Emerging Markets Growth and EM Insights #3 The Power of Compounding, 
both of which caution against market timing.   

https://www.albrightcapital.com/s/Topic-2_Oct2017_Perils-of-Chasing-EM-Growthv2.pdf
https://www.albrightcapital.com/s/Topic-3_Dec2017_Power-of-Compounding.pdf
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In fact, highlighting the degree to which we were insulated from Argentine risk, we 
believe we did better in this period than if we had made a plain vanilla PE shale 
investment in Texas.  

Investment Period: 2014 – 2017 5 

 

 

Telecommunications Infrastructure. Leveraging our knowledge of the cell tower 
industry, we observed before Macri’s election that Argentina had never developed 
the independent tower company model prevalent in many jurisdictions globally. 
Then and now, the overriding reason for this circumstance is capital scarcity since 
foreign investors remain wary of Argentina.  

Once again, we identified a strong management team fortuitously based in Puerto 
Rico (subject to U.S. law) and created a customized quasi-equity security combining 
best practices from structured credit, mezzanine, and private equity. We have been 
successfully building cell towers in Argentina since 2016, carefully insulated from the 
recent devaluation by local contracts that are indexed to inflation. Because our deal 
structure carefully mitigates macro risks, we have staying power, with recent events 
potentially prolonging our first-mover advantage.   

Power. The persistent capital shortage in Argentina has also contributed to a material 
shortfall in electricity generation. To fill that gap, one of our portfolio companies has 
been delivering power to Argentina since 2008 and, following Argentina’s successful 
global bond offering, entered into a large new contract in June 2016 to provide 
350MW of power over a five-year term.  

Sovereign risk is mitigated by (1) the critical need for power (just like people, 
sovereign nations tend to pay their utility bills even when finances get tight); (2) the 
contracts are dollar-based and time-tested; (3) we have Political Risk Insurance 
covering the value of equipment in country; and (4) the company’s assets in the 

                                                      
5 (1) 5/16/2014 - 3/17/2017. Data from Bloomberg, Albright Capital. Oil services index, crude oil series normalized to 
5/16/2014. Oil company publicly-traded securities series normalized to 7/7/2014 (the first date for which data is available). 



 
 

Page 6 

country are mobile in nature and have been successfully removed from other 
countries in the midst of extreme adversity.  

It should be noted that this company did recently experience significant politically-
related adversity in Argentina, but the company’s careful diplomatic engagement 
appears to have successfully resolved the issues.   

Conclusion  

The foregoing discussion of Albright Capital’s investment activities in Argentina may 
illustrate that investors with the right navigational skills and an opportunistic, flexible 
mandate can effectively mitigate EM risks on a deal-by-deal basis, allowing them to 
transcend conventional wisdom related to any given country or region.   

EM private markets offer considerable opportunity. There are certainly assets across 
jurisdictions that can deliver genuine alpha (steady, uncorrelated or asymmetric 
return profiles). But they require value-based deal sourcing, careful selectivity, 
realistic assessment of execution challenges, creative deal structuring, and informed 
macro insight.   


