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Argentina's Transition to a Post-Peronism Economy is in Flux
 
Summary
In resounding fashion, political parties associated with the left-leaning Peronist ideology 
defeated candidates associated with President Milei's La Libertad Avanza (LLA) Party 
at Buenos Aires Province elections this past weekend. While the Province is a Peronist 
stronghold, the margin of defeat for Milei and LLA raises concerns around the longevity 
of Argentina's current reform agenda, and ultimately, the transition to a post-Peronism 
economy. Midterm elections in October are the true test of whether Argentina can pave 
a new economic future, but recent developments certainly raise questions about whether 
appetite for long-lasting change exists.

Following a trip to Argentina earlier this year, we flagged that markets were too optimistic 
on Milei and LLA's ability to dominate midterm elections. We left Buenos Aires feeling 
market participants had priced Argentina to perfection, and believed that there was 
a more elevated likelihood Argentina backslides into another period of currency crisis 
and sovereign default than we initially thought. In response to our visit, we reduced our 
probability of Milei/LLA success at the midterms sharply, and following the Province 
election results, we are once again cutting the likelihood of LLA winning a sizable number 
of seats at the midterms. Our base case scenario is still centered around Milei and LLA 
performing well, but our confidence in that scenario unfolding has taken another hit. In 
this report, we update our scenario analysis for Argentina, and would direct readers to 
focus on the higher likelihood of Peronism returning.

While we have not wavered off our outlook for a weaker Argentine peso over the 
course of our forecast horizon, the balance of risk is now firmly tilted to the downside. 
The Argentine peso is under pressure in response to the Province elections, and while 
Argentina's Treasury is likely to intervene in FX markets in an attempt to stabilize the 
currency, a lack of reserve firepower should limit the effectiveness of any currency 
defense. Our base case long-term USD/ARS exchange rate forecasts may be hit earlier 
than we expected, while we cannot rule out crisis conditions, especially now that most 
capital controls are lifted. In addition, we will update our scenario analysis and forecasts to 
reflect our latest thoughts and market moves as the October midterm approaches.

We also added links to recent research reports focused on Argentina, including our travel 
takeaways publication from a few months ago.
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