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Blackwell Global is a global brokerage, aiming to be
the most trusted financial service provider. We are
committed to transparency, integrity and service
excellence.

Founded in 2010, we now have global presence in
over 90 countries, with main offices in the separately
regulated markets of Australia, Cyprus, New Zealand
and the United Kingdom.

We believe that sound investment and trading decisions
begin with a strong grounding in financial education.
Our goal is to make this available to everyone - and this
free eBook is part of that commitment.

To find out more about Blackwell Global, please visit:
www.blackwellglobal.com
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FOREWORD

Argentina is no stranger to a financial crisis. For the last
60 years, the country has been subject to an economic
rollercoaster ride.

Its last financial crash happened back in 2002 - and
it looks like it could be set for another, as the peso
(Argentina’s currency) continues to fall.

In this eBook, we'll look at the cause of what some are
calling the ‘peso crisis" and what it means for Argentina.
We'll also analyse the wider implications for the financial
markets.

Patrick Latchford
CEO, Blackwell Global Investments (UK) Limited
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HE PESO
CRISIS
-XPLAINED

A CURRENCY IN DECLINE

The Argentina peso has already fallen 52% against the dollar this
year.

The recent crisis began back in May this year. Why? Well, the
world’s emerging markets suffered as a stronger US dollar broke
through and US interest rates increased.

But the peso’s problems go beyond US monetary policy.

Problems stem from the previous administration, run by former
President Cristina Kirchner. This administration essentially cleaned
the Central Bank of the Argentine Republic (BCRA) of its foreign
exchange reserves.

These reserves went on to be sold for non-transferable letters of
credit. As these were essentially worthless, the administration was
getting money in return for unsellable I0Us.
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As well as this, the administration chose to use transitory advances
to finance public spending. They decided to distribute 12 month
IOUs, rather than a formal government debt.

These two things alone make up around 45% of the BCRA balance
sheet. That means almost half of its sheet is extremely toxic.

REACTION OF BRCA

In a bid to improve the performance of the Peso, the BCRA did
everything that any monetary economics textbook would say.

It chose to raise interest rates and sell foreign-exchange reserves.
This was a way to try and defend the exchange rate.

At the same time, the new Argentine President, Mauricio Macri,
has not made a significant effort to force change. The large public
deficit is still running and the administration is financing this using
the same strategy as its predecessors.

The most recent selloff of the peso came on 29th August this
year after President Mauricio Macri spoke with the International
Monetary Fund. His goal was to secure $50 billion in credit earlier
than initially agreed.
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REACTION
OF THE
MARKETS

EMERGENCY MEASURES

In response to the first signs of downward pressure (back in May
2018), the BCRA raised interest rates from 30.25% to 40%.

More recently, rates have been increased to as much as 60%.
Despite the central bank's best efforts, the rapid decline of the
peso only seems to continue.

As mentioned, the International Monetary Fund was approached
to help move things forward by providing credit. This move,
however, has not been widely accepted. Many people blame

the International Monetary Fund for contributing to the 2001
recession in Argentina.

The prospect of this deal still didn't change market sentiment. After
the announcement of talks with the IMF, the peso still opened
down at 0.89%. This left it at 39.4 against the US dollar.
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President Macri also announced several measures to try and
eliminate Argentina’s fiscal deficit by next year. This includes new
taxes on exports like grains, large spending cuts and cuts to the
number of government ministries.

On 4th September, the BCRA sold $358 million of its reserves at
auction. This was done to try and build up the peso. Despite these
efforts, the currency still fell by another 2.18%.

Economists believe that, as a result of this selloff, Argentina’s
economy could shrink by 1.9% this year. Originally, it was only
suspected to shrink by 0.3%, according to a central bank poll.

The President has also warned that poverty levels are likely to
increase. This is down to inflation rising by 30%.

HOW IS IT AFFECTING THE MARKETS?
As expected, the financial markets are reacting with anxiety.

In Argentina, the Merval stock index has been directly affected

by the peso crisis. Why? Essentially, traders doubt the Argentine
government's ability to implement the required fiscal discipline to
alleviate the crisis. As a result, the Merval stock index fell 3.72%.

Globally, the full effect of the peso crisis is still playing out - but it's
potentially troubling in the context of emerging economies.

For instance, Turkey has also seen its currency collapse in 2018.
Combined with Argentina’s current problems, investors fear that
turmoil could spread through other economies such as South
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Africa or Russia.

We've already seen hints of this, with the Indian rupee and
Indonesian rupiah facing downward pressure. It's fuelling investor
fears that the economic challenges facing Argentina and Turkey
could be a pattern.

Investors exposed to bad debt in Argentina and Turkey could
also be tempted to shift investments away from other emerging
economies, as they look to protect their capital from potential
future crises. This dynamic can also apply to other banking and
financial institutions.
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WHY
SLACKWELL
GLOBAL?

We can't pretend that is easy to become a successful trader. But
we are here to help and support you as you make your trading
journey, providing dedicated resources such as our demo trading
accounts and regularly published research materials.

Founded in 2010, Blackwell Global was established to offer
brokerage solutions for private and institutional clients. Blackwell
Global is a Straight Through Processing or STP broker who provide
their clients with superior liquidity and price feeds from top
international banks. These are offered alongside 24-hour technical
support, market research tools, educational materials, professional
partnership programmes and fully integrated trading platforms.

We offer access to multiple asset classes including more than
60 currency pairs, precious metals and other contracts for
differences. As a global broker, we are always striving to achieve
excellence in our customer service, as well as developing
innovative technology to support our customers needs.
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Today, the Blackwell Global group of companies has a presence in
over 90 countries, with its main offices situated in the individually
regulated markets of Australia, Cyprus, New Zealand and the
United Kingdom.

To find out more about Blackwell Global please go to:

www.blackwellglobal.com

Or contact Customer Support:

Tel: +44 (0)203 695 0898
Email: cs@blackwellglobal.com

Risk Warning: Forex and CFDs are leveraged products and involve a high level of risk and can result
in the loss of all your invested capital. 71% of retail investor accounts lose money when trading CFDs
with Blackwell Global Investments (UK) Limited. Therefore, Forex and CFDs may not be suitable for
all investors, so please consider your investment objectives, level of experience, financial resources,
risk appetite and other relevant circumstances carefully. Seek independent advice if necessary.
Please consult our full risk disclosure and make sure you understand the risks before entering any
transaction with Blackwell Global Investments (UK) Limited.

Disclaimer: The report provided by Blackwell Global Investments (UK) Ltd is meant for informative
reading and should not be relied upon as a substitute for extensive independent research and is
no guarantee of a successful trading outcomes. The opinions expressed in this eBook are do not
take into account any particular individual's investment objectives, financial situation, or needs,
and should not be interpreted as financial advice nor an encouragement to trade any investment
product.
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