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Abstract 
Argentina’s economy has been afflicted by periods of upheaval, hyperinflation, and currency instability. In 
1991, to get hyperinflation under control the Argentine government implemented a quasi-currency board, 
better known as the Convertibility Plan. The Convertibility Plan fixed the peso to the U.S. dollar at a 
constant rate. As a consequence, inflation decreased tremendously in Argentina. After some time of 
economic prosperity, the current account turned into a large deficit due to spillover effects from other crises, 
a high federal budget deficit, and an overvalued exchange rate. As a result, end of 2001 Argentina declared 
its sovereign default and the country experienced one of its worst financial crises. Consequently, the 
Convertibility Plan had to be abandoned and the peso had to be devaluated. 
On the one hand, after the financial crisis of 2001 and the associated implementation of strict capital 
controls, the Argentine economy grew significantly until 2014. On the other hand, recently Argentina 
defaulted a second time on its debt of 2001 just within 13 years. Thus, this study examines the effectiveness 
of Argentina’s capital controls in terms of how successful they achieved their intended policy objectives until 
the second default in 2014. Additionally, this study looks at the microeconomic costs associated with the 
capital controls. 
The study identifies four main policy objectives that the Argentine government pursued with the 
implementation of capital controls. These objectives were to maintain a certain degree of monetary and 
exchange rate policy, to prevent international foreign reserves from exhaustion, to reduce fluctuations in 
short-term capital inflows and to contribute to a stable economy. An extensive macroeconomic analysis is 
carried out to examine the effectiveness of the capital controls. 
The preliminary results of the research show that the government did not achieve autonomy of monetary and 
exchange rate policy with the implementation of capital controls. International foreign reserves could not be 
stopped from falling either. However, there is some evidence that capital controls reduced the inflow of 
short-term speculative investments and that capital controls contributed to economic stability to some extent, 
even though inflation remained high. Given that two policy objectives, including the most important one to 
prevent international reserves from falling, were not achieved, the overall effectiveness of the Argentine 
capital controls to accomplish their main policy objectives was quite low. 
Moreover, the Argentine capital controls were associated with substantial administrative and microeconomic 
costs. Taking these costs into consideration, the study concludes that the overall effectiveness of the 
Argentine capital controls to accomplish their intended policy objectives was quite low. 
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1. Introduction 
From 1800 to 1989 Argentina’s economy has been characterized by periods of upheaval, hyperinflation, and 
currency instability. Since its independence from Spain, Argentine governments used to finance the 
country’s budget deficits by printing new money for nearly over 50 years. As a result, the country had to 
cope with persistent inflation. However, in the late 1900s the country experienced an economic boom 
through advances in technology such as railroads and refrigerator ships that made exports of wheat and beef 
to Europe possible. 
High inflation became a problem in Argentina from 1945 onwards. The reason for this was that the country’s 
frequently changing governments used to pursue inflationary policies to manage their deficits. Over the past 
years from 1950 to 2002 annual inflation ranged from close to zero to several thousands of percent and real 
GDP growth per capita was less than one percent. After the dictatorship of a military junta in 1976 and a war 
against guerilla groups (“dirty war”), the country was in terrible economic conditions. Finally, inflation 
reached its highest point of 4,923 percent per annum which resulted in an economic chaos. From that point in 
time president Carlos Menem took over and governed the country from 1989 to 1999. 
President Menem implemented plenty of new macroeconomic reforms to decrease the exorbitantly high 
inflation. Starting in 1989 the president liberalized and deregulated the economy, which was rather closed 
before. Later in 1991 Menem appointed the economist Domingo Cavallo as Minister of Economy. Cavallo is 
widely known as the architect of the centerpiece of Menem’s macroeconomic policies, which is the 
Convertibility Plan. 
The Convertibility Plan, which was a quasi-currency board arrangement, fixed the austral, and later the peso, 
to the U.S. dollar (USD) at parity. The austral was the currency of Argentina between June 15, 1985 and 
December 31, 1991. The aim of the Convertibility Plan was to bring down inflation by giving up the 
possibility of inflationary financing. After the implementation of the plan, annual inflation dropped from 
1,344 to 29 percent after a very short time. One year later in 1992 real GDP growth per person equaled more 
than 10 percent. Extensive foreign direct investment was attracted, which led to a modernization of the 
infrastructure in Argentina. Furthermore, Argentines enjoyed the free usage and convertibility of USDs and 
it became common to raise loans and open bank accounts denominated in the North American currency. 
Nevertheless, several financial crises happened during the 1990s which had substantial spillover effects on 
Argentine's economy. During the Mexican Tequila Crisis in 1994 Argentina’s economy entered a sharp 
recession because of uncertainties of conterminous effects of the Mexican crisis on the Argentine economy. 
After a short period of economic growth, the country got affected by the Asian, Russian, and Brazilian 
currency crises in 1998. Especially the Brazilian crisis affected the Argentine economy because Brazil 
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represented the most important trading partner of the country. Thus, Argentina went into another recession 
end of 1998. 
Owing to the devaluation of the real, the Brazilian economy recovered quickly after a short time of economic 
stagnation. Since Argentina and Brazil were part of the same sub-regional custom union, called Mercado 
Común del Sur, Brazil achieved a huge export advantage over Argentina. At the same time, president Menem 
neglected reforms that would have benefitted the overall country because of opportunistic behavior to be able 
to run a third consecutive term. 
In 1999 the next president Fernando de la Rúa took over with the election pledges to fight the ongoing 
corruption and end the economic recession. The primary concern of the new government was to reduce the 
high federal budget deficit. To finance the deficit, tax rates increased substantially, which led to tax evasion 
and a growing black economy. In addition, the country saw politicians coming and going resulting in 
political instability. After three Ministers of Economy within only three weeks, president de la Rúa 
reappointed Domingo Cavallo who resigned from his last position in 1996. 
Since the USD reached its highest value within 15 years in 2001, Argentine exporters were suffering from a 
strong peso and the confidence in the currency gradually declined. Cavallo suggested changing the Argentine 
Convertibility Plan several times before he was reassigned. After he sent a bill to the congress to replace the 
parity between the peso and the USD with a basket consisting of a 50:50 combination of the dollar and the 
euro, fears of a devaluation of the Argentine currency increased. As a result, a first “silent” bank run started. 
Furthermore, owing to another announcement of Cavallo to implement a dual exchange rate for all exports, 
the confidence in the Argentine economy declined further. The outcome of the elections of October 2001 
worsened the outlook of the country due to a political deadlock. As a consequence of fears of devaluation 
and a freeze of bank accounts among people living in Argentina, more than USD 20 billion was withdrawn 
from private bank deposits during 2001. 
In December 2001 limits on bank accounts were implemented because of the huge amounts that were 
withdrawn before. The restrictions implied the end of the Convertibility Plan and an unavoidable devaluation 
of the peso. The country went from a recession into a depression. Consequently, many Argentines went out 
on the streets to show their anger about the reforms and situation. The crisis intensified after the IMF 
announced that it does not make any further disbursements of a loan, which was approved in September 
2001. Moreover, the restrictions outraged many Argentines which ended in a state of emergency and more 
than 22 people died in Buenos Aires because of protests. As a consequence, Menem and Cavallo resigned 
end of December 2001. Thereafter, the governing party changed and the new president declared a sovereign 
default on December 23, 2001. 
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From January 2, 2002 Eduardo Duhalde served the rest of de la Rúa’s term as a president. Duhalde expressed 
strong opposition to Menem’s free-market reforms and the Convertibility Plan because he argued that these 
reforms caused recession. In addition, the peso was highly overvalued which resulted in uncompetitive 
exports. Thus, on January 6, 2002 the government of Argentina ended the Convertibility Plan and devaluated 
the peso by 40 percent. Later the exchange rate depreciated even more at a rate higher than 300 percent. 
Argentina ended in one of the worst crisis the country has ever experienced. After a recession of more than 
four years and the end of the Convertibility Plan, the economy declined by 4.4 and 10.9 percent in 2001 and 
2002, respectively. Furthermore, in 2002 the unemployment rate rose to 18.3 percent and real wages, 
supermarket sales, national construction activity and sales of new automobiles decreased tremendously. 
Shortly after the end of the Convertibility Plan, monthly inflation rose back to more than 10 percent. The 
country entered a deep depression with more than half of the population living under the official poverty line 
in 2002. On top, many national and international companies entered default or suffered from liquidity 
problems because of the new reforms imposed by the government. 
In the last quarter of the year of the sovereign default, USD 5,776 Million of capital left the economy of 
Argentina because residents wanted to bring their savings into safe havens. Since its default Argentina has 
been abandoned from international financial markets and has been dependent on its international reserves to 
serve its international creditors. In order to stop capital flight and the depletion of its international reserves, 
the government has fallen back to foreign-exchange, import and capital controls, as well as ad hoc 
interventionism. 
Foreign exchange controls are only one of the many restrictive measures that have been implemented by the 
Argentine government. In order to stop capital outflows as well as speculative capital inflows, the state 
implemented additional restrictions and constantly tightened existing capital controls over the period from 
2002 to 2014. There are surcharge taxes for purchases abroad on credit cards issued in Argentina and 
restrictions on online shopping through international websites. Furthermore, there are import controls 
meaning that importing companies are required to balance their imports with exports in order to obtain 
foreign currencies to keep their businesses running. Moreover, in 2011 the current government ordered oil, 
gas and mining companies to repatriate all of their investments and funds held abroad to slow down the 
depletion of the international foreign reserves. 
On the one hand, since the financial crisis of 2001 and the implementation of strict capital controls, the 
Argentine Gross Domestic Product (GDP) increased by more than 600 percent and the unemployment rate 
fell significantly until 2013. On the other hand, expansionary policy also produced significant imbalances in 
the economy in the form of high inflation, real peso appreciation and a deterioration of the current account. 
In January 2014, accompanied by declining reserves and signs that the economy was moving into recession, 
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the authorities devaluated the peso by 15%. Moreover, as a result of Argentina's failure to comply with a US 
court ruling which favored holdout creditors from the 2001 default, the country defaulted a second time on 
its debt within 13 years. The second default is known as the “technical” default. 
The second sovereign default within 13 years leads to the questions whether the implementation and constant 
tightening of capital controls in Argentina has been a success or not. Therefore, the aim of this paper is to 
examine the effectiveness of Argentina’s capital controls which have been implemented after the country’s 
sovereign default in 2001. The effectiveness is measured in terms of how successful capital controls 
achieved their intended policy objectives. In order to examine the effectiveness of the capital controls a 
comprehensive macroeconomic analysis is conducted. In addition, the paper looks at the microeconomic 
costs associated with the capital controls. 
At the time of the authorship of this paper capital controls were still in place. Hence, for research purpose 
this paper sets the end line of the research on the day of the Argentine technical default, which was on July 
31, 2014. Previous to the section about the effectiveness of capital controls, the paper describes the financial 
crisis of 2001 because it led to the implementation of the analyzed capital controls. The paper explains how 
the crisis led to the implementation of capital controls, and elaborates on the causes for the crisis of 2001 and 
its implications on the Argentine economy. 
The rest of the paper is organized as follows: Section 2 provides background information on the Argentine 
crisis in 2001, outlines the economic evolution of the country, briefly describes the major drivers of the crisis 
in 2001, and other reasons why the crisis emerged. Furthermore, this section looks at the implications of the 
crisis on the Argentine economy. Section 3 investigates the restructuring process of outstanding debt 
Argentina defaulted on in 2001 and outlines the technical default of 2014. Section 4 outlines the history, 
different types, and objectives of capital controls. Moreover, it includes a discussion about the effectiveness 
of capital controls, for both in- and outflows of capital. Section 5 looks at the capital controls that have been 
implemented in Argentina after the financial crisis of 2001. Moreover, it outlines their motivations and 
objectives as well as common approaches how people circumvent the controls in Argentina. Section 6 
analyzes the economic development of the Argentine economy after the crisis until the technical default in 
2014. Section 7 examines the effectiveness of the capital controls in Argentina implemented and constantly 
tightened after the financial crisis of 2001. Moreover, the section looks at the microeconomic costs of the 
Argentine capital controls. Finally, Section 8 concludes. 
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2. The financial crisis of 2001 
This section describes the recent financial crisis of Argentina and its drivers. It starts first with the Argentine 
economic evolution from 1800 to 1989 in order to understand Argentina’s history of upheaval, 
hyperinflation, and currency instability that largely contributed to the recent crisis. Thereafter, a section 
about one of the major contributors of the Argentine crisis of 2001 follows, which is the Convertibility Plan. 
Then a subsection about financial crises in the 1990s follows and their spillover effects on the Argentine 
economy. Finally, this section outlines the crisis of 2001, the resulting breakdown of the Convertibility Plan, 
and the implications of the crisis on the Argentine economy. In addition, it gives reasons why the financial 
crisis of 2001 happened. 
2.1 Argentine economic evolution 1800 – 1989 
Argentina’s economic history is characterized by periods of upheaval, hyperinflation, and currency 
instability. Until 1862 Argentina had been divided into several regions, each region being more or less 
autonomous. Up to the present day heavy differences can therefore be noted in the development of the 
various regions. The capital of Argentina is Buenos Aires, which is part of a region called the Pampa. 
Buenos Aires has always been richer than the rest of Argentina and the Pampa has always been richer than 
the other provinces of the country. Besides, since the independence from Spain in 1816 Argentina had to 
cope with persistent inflation because both its provinces and its national government used to finance their 
budget deficits by printing new money for nearly half a century. 
In the late 1800s new technologies, such as railroads and refrigerator ships, made exports of wheat and beef 
to Europe possible and Argentina experienced an economic boom. As a result of increasing exports the gross 
domestic product (GDP) per person grew by 2.5 percent annually from 1870 to 1913. However, budgetary 
problems of the federal government lead to a short financial crisis in 1890/91. From 1895 onwards the 
country experienced almost 20 years of growth again. During this period a lot of FDI entered the country, 
especially from Britain, as well as foreign labor mainly from Spain and Italy. An industrial base was 
established in and around the capital of Argentina. Furthermore, due to the economic boom Argentina 
became one of the richest countries of the world. Later from 1902 until the outbreak of the First World War 
Argentina implemented a “currency board” system that pegged the peso to the gold price at a constant 
exchange rate and also a certain amount of bank notes that had been issued by the government were backed 
one hundred percent by gold or other securities denominated in gold (Davis & Gallman, 2001). 
With the start of the First World War and the heavy difficulties the national economy was experiencing as a 
result of collapsing financial world markets, Argentina abandoned the currency board system in 1914. 
Nevertheless, two years after the end of the war Argentina’s economy started to grow and a new currency 
board was implemented in 1927, which was abandoned again during the great depression in 1929. Later, in 
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1935 Argentina decided to replace its currency-issuing office with a central bank. During the 1930s 
important trading partners of Argentina boycotted Argentinean exports and the government introduced an 
“import substitution” as reaction to the discrimination. This meant that the economy was characterized by 
high tariffs, was largely closed and self-sufficient with extensive government direction. As a result, the 
economy was only slightly affected by the Great Depression in the 1930s but later Argentina experienced 
reduced economic growth because of the import substitution (Paolera & Taylor, 2001). 
From 1945 onwards high inflation became a problem in Argentina. Unresolved political pressures resulted in 
higher government spending that was not sustainable through tax income and borrowing from international 
financial markets alone. Thus, the government was depending on printing money in order to finance its 
deficits. As a result of this financing habit the country’s annual inflation ranged from a little below zero to 
thousands of percent from 1950 to 2002 and the real GDP growth per person was less than one percent. 
Later in the 1960s during a booming world economy Argentina managed to keep inflation below 100 
percent, which resulted in an accelerated growth of the economy. In 1974 Isabel Martínez de Perón became 
president but she was, like her husband who was president before, a poor manager of economic policy, 
which led to an annual inflation of 335 percent in 1975. One year later the military junta took over. The 
dictatorship was not able to implement good economic reforms either and the war against national guerilla 
groups (“dirty war”), as well as the Falkland war against Britain contributed to the terrible economic 
development of Argentina during this period. In 1983 the power was transferred to a civilian president, Raúl 
Alfonsín, who was a member of the Radical Civic Union Party and not more successful in bringing the 
economy back into growth. Annual inflation skyrocketed to 4,923 percent, which resulted in an economic 
chaos and the resignation of Raúl Alfonsín in 1989. With almost no transition period Carlos Menem of the 
Justicialist (Peronist) Party began to take over governing the country in 1989 (Saxton, 2003). 
To put real GDP per capita into a perspective: In 1913 the real GDP per person in Argentina was higher than 
in many other European countries, such as France, Germany and Sweden and represented 72 percent of the 
U.S. level. Later, after World War II in 1950 the real GDP per capita was 52 percent of the U.S level and 
higher than in Germany, which was suffering from the consequences of the war. However, by 1990 the 
Argentinean economy experienced stop-growth and real GDP per capita was far behind all Western 
European countries and just represented 28 percent of the U.S. level. From 1913 to 1990 real GPD per capita 
in Argentina increased by only 0.7 percent annually, whereas other South American countries’ real GPD per 
capita grew at a rate of almost 1.6 percent and almost 1.9 percent in the United States (U.S.) (Maddison, 
2001). 
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2.2 The ‘Convertibility Plan’ 
When President Carlos Menem took over control in 1989 there was great political support for implementing 
new reforms to decrease the extremely high inflation. Therefore, Menem radically converted the economy 
from a rather closed one to a free-market approach by adopting plans for economic stabilization and 
liberalization (Van de Wiel, 2013). Those plans were directly derived from the Washington Consensus. 
Amongst other reforms, Menem started to eliminate import barriers and capital controls, to privatize public 
services, the pension system and to reform the state, to cut the budget by fiscal austerity and to deregulate the 
total economy (Lazzarini, 2009). Several institutions, like the IMF, and the Wall Street welcomed the 
implementation of these reforms. As a result Argentina had relatively cheap access to loans and other 
financial products denominated in USDs (Van de Wiel, 2013). 
In 1991 Menem appointed the economist Domingo Cavallo as Minister of Economy (Saxton, 2003), who is 
known as the architect of the centerpiece of Menem’s economic policies: a quasi-currency-board 
arrangement (Law No. 23,928), better known as the Convertibility Plan (Teunissen & Akkerman, 2003). The 
aim of the Convertibility Plan was to stop Argentina’s hyperinflation of more than 3,000 percent (1989) by 
fixing the exchange rate to the USD and backing two-thirds of the monetary base with international reserves. 
Moreover, according to Quispe-Agnoli and Kay (2002) the idea of the Convertibility Plan was to eliminate 
“the possibility of inflationary financing of fiscal deficits” and to limit “the role of the central bank as lender 
of last resort” (Quispe-Agnoli & Kay, 2002). In other words it meant that monetary policy was no longer 
among the instruments of economic policies (Quispe-Agnoli & Kay, 2002). On the other hand, for the first 
time in many years, holders of Argentine currency had a property right to the dollars backing the currency 
(Saxton, 2003). 
The currency board took effect on April 1, 1991 and in the beginning 10,000 Argentine australes equaled one 
USD. Later the peso was implemented at a rate of 10,000 australes equal to one peso and one peso equal to 
one USD. In the year of the implementation of the Convertibility Plan annual inflation dropped from 1,344 
percent the year before to 29 percent. Three years later, in 1994, inflation was below 4 percent and kept 
decreasing with every following year of the currency board. The Argentinean monetary system emerged to a 
“bimonetary” one that allowed Argentines the free usage and convertibility of dollars and it became common 
in Argentina to raise loans in dollars and to deposit money in dollar-denominated bank accounts. 
As a consequence of the Convertibility Plan the growth rate of real GDP per person rose to more than 10 
percent in 1991 and 1992, before it reached a more normal rate above 4 percent in 1993 and 1994. 
Furthermore, extensive foreign investment was attracted to the country, which enabled the modernization of 
Argentina’s utilities, ports, railroads, and other sectors. However, the unemployment rate was still a problem, 
since the number of people who wanted to enter the workforce grew faster than the creation of new jobs 
between 1989 and 1999. Strict labor laws and high rates of taxation on formal employment contributed to the 
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unsatisfactory unemployment situation and hindered the creation of new workplaces in the above-ground 
economy. People therefore tried to find employment in the more flexible but also more precarious “black” 
economy (Saxton, 2003). 
Menem experienced strong opposition to many reforms. One example is the process of privatizing certain 
government-owned companies, in such processes there was often a lack of transparency and they maintained 
monopolistic elements that profited entrenched interests (Manzetti, 2002). That is why the president 
implemented many reforms by emergency decree, instead of passing laws through Argentina’s Congress, 
which would have been the normal but also slower process. From the 1900s onwards, corruption in 
Argentina increased even more and became a problem. Nonetheless, the government managed to reduce 
some of the inefficiencies in economic activities that were prevailing in the country during that period. The 
installation process of new telephone lines could be named as one of the positive examples: the process 
became much faster, from months to a few days, after the government privatized the government-owned 
telephone company (Saxton, 2003). 

2.3 Spillover effects from international financial crises in the 1990s 
Due to the Mexican tequila crisis in December 1994, when Mexico devaluated its national currency, 
Argentineans feared that it could have the same implications on the value of the peso and would also lead to 
a devaluation of their national currency, albeit both countries had no strong economic link with each other 
and their currency systems differed substantially (Saxton, 2003). Nevertheless, down to the uncertainty and 
fear in the Argentine market, interest rates increased to its highest point in 1995 until the government 
mitigated concerns of devaluation or default by obtaining funds from private local investors and international 
financial institutions (Hanke, 1999). Since the Argentine economy entered into a sharp recession, the federal 
government closed and privatized many inefficiently managed provincial government-owned banks in order 
to strengthen the overall financial system and banking sector (Saxton, 2003). 
In 1996 and 1997 the economy experienced an upturn and grew again, only to get affected by the Asian, 
Russian, and Brazilian currency crisis later in 1998. Especially the Brazilian crisis hit the Argentinean 
economy because the country was one of the most important trading partners of Argentina during that time 
(Van de Wiel, 2013). Therefore, as in 1995, interest rates in Argentina increased again, but at a lower rate 
than three years before. Additionally, a benchmark indicator the prime rate, which is the rate best business 
customers are charged for 30-day loans in Pesos, increased from below 8 percent to 19 percent in the period 
from August to September 1998. A month later in October 1998 the Argentinean economy went into 
recession again (Saxton, 2003). 
Unlike Argentina, Brazil recovered from the crisis after a short period of economic stagnation. The main 
reason for the recovery is that the Brazilian government ended the peg to the USD in January 1999 and 
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allowed the real to depreciate in order to return to economic growth. As Brazilian exports suddenly became 
more competitive through the depreciation of the Brazilian real, the country achieved a huge export 
advantage over Argentina, especially in the sub-regional custom union called Mercado Común del Sur 
(Mercosur) that both countries were members of (Van de Wiel, 2013). Owing to the loss in competitiveness 
of Argentinean producers, the prime rate in Pesos increased for another time in January 1999 to almost 16 
percent. Nevertheless, three month later it decreased again to below 8 percent (Saxton, 2003). 
Aside from the economic problems, Argentina also had political ones. In order to be able to run for a third 
consecutive term, President Menem tried to change the Argentinean constitution in 1999. Menem attempted 
to obtain support from special interests groups, which would have allowed for a constitutional change and 
thus neglected reforms, which would have benefited the overall Argentinean population. As a consequence, 
the implementation process of economic reforms, that would have been required, slowed down. Furthermore, 
the government failed to adjust too optimistic tax revenue estimates downwards, which became obvious to 
be incorrect later in 1999 because of new estimates calculated by private-sector forecasters (Saxton, 2003). 
2.4 The Argentine crisis of 2001 
In December 1999 Fernando De la Rúa, a member of the center left alliance coalition, became president of 
Argentina. His election pledges were to fight the ongoing corruption in the country and to end the economic 
recession. Even though the two constituent parties Frente País Solidario and De la Rúa’s Radical Civic 
Union formed an alliance, they had conflicting opinions on economic policy. To demonstrate the frustration 
about this conflict as well as the progress regarding economic policies and bribery investigations of officials, 
the vice president of De la Rúa resigned in October 2000. 
The primary concern of De la Rúa’s government was to reduce the high federal budget deficit of 2.5 percent 
of GDP (in 1999) in order to increase the trust in government finances, to decrease interest rates, and to fuel 
the national economy. There were several options for the government to reduce the federal budget deficit; 
however, the following options were rejected. First, the government did not want to cut spendings to reduce 
the federal budget deficit, since it was difficult to implement from a political point of view. Second, the 
government did not want to cut tax rates because it questioned that the resulting short-term growth would 
offset forgone revenues. Third, the government neither wanted to terminate the Convertibility Plan and print 
money nor considered lending an option because it doubted that financial markets would be willing to 
finance more debt, although Argentina received a loan from the IMF in March 2000. As all of the 
possibilities mentioned above were declined by the Argentinean government, the only option left was to raise 
tax rates (Saxton, 2003). 
Even though taxes in Argentina were already high compared to e.g. U.S. taxes, the Argentinean congress 
passed three laws, effective from January 2000, April 2001 and August 2001, to further raise taxes in order 
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to balance its federal budget. The highest rate of personal income tax became similar to the one in the U.S. 
with nearly 35 percent. However, the related income for that group was about USD 50 – 60,000 (102,300 
Pesos) in Argentina whereas in the US it was about USD 300,000. Other tax rates became higher than rates 
in America. For example the combined rate of federal payroll tax, paid by employer and employee, was 
about 15.3 percent in the U.S. and was lifted to 32.9 percent in Argentina. Furthermore, the state sales taxes 
in the U.S. ranged from 0 to 11 percent, whereas the standard rate of value-added tax (VAT) in Argentina 
was raised to 21 percent. Additionally, Argentina implemented taxes on financial transactions and exports of 
products, which were types of taxes that did not exist in the U.S. As a result of the heavy tax burden the 
number of Argentineans who went into the underground economy to evade taxes dramatically increased 
(Hanke & Schuler, 2002). Through high tax rates in Argentina tax evasion was encouraged: In 2001, it was 
estimated that 23 percent of the economy operated in the “black” economy and 30 to 50 percent of all 
transactions avoided paying taxes (Gasparini, 2000). 
Not only the high rate of tax evaders contributed to the decline of the Argentinean economy in 2000, but also 
the political instability that prevailed in the country. Because the Minister of Economy José Luis Machinea 
could not find solutions to several political problems, he resigned on March 9, 2001. Ricardo López Murphy 
was appointed as his successor. Murphy proposed to cut government spending by more than 4.5 billion 
Pesos, in order to decrease the federal budget deficit. That had been the deepest cut ever presented by the 
government of De la Rúa. Consequently, the announcement led to public protests among interest groups that 
would have been affected by the cut. Some of the ministers of the coalition party Frente País Solidario 
resigned to demonstrate their disagreement with the announcement. Severe protests and the strong opposition 
to his policies made it necessary for Murphy to leave his position on March 18, 2001 - only nine days after 
he had been appointed as Minister of Economy (Saxton, 2003). 
After Murphy was forced out of office, the third Minister of Economy within three weeks was appointed by 
President De la Rúa. On March 20, 2001 De la Rúa reappointed Domingo Cavallo, now leader of a minor 
conservative party, who had already been Minister of Economy in the previous administration (The 
Guardian, 2001). After Cavallo’s first resignation in 1996, Cavallo repeatedly suggested to change the 
Argentine Convertibility Plan, that was designed and implemented by him in 1991 (Lapper, 1999). Cavallo, 
being back in the office, sent a bill to the Congress that proposed a replacement of the one-to-one dollar peg 
of the Convertibility Plan with a link to a currency basket consisting of a 50-50 combination of the dollar and 
the Euro on April 17, 2001 (Druckerman, 2001). 
At the time, many of Argentinean exporters suffered from the strongest U.S. dollar in about 15 years which 
caused an overvaluation of the peso. Thus, Argentinean exports became less competitive on the world 
market. That is why investors interpreted the bill as a possible action towards a devaluation of the peso, even 
though the new law would not be in force before the Euro did not appreciate to parity with the USD. After 
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the announcement of the replacement of the fixed parity between the peso and the USD, short term interest 
rates went up directly and a first “silent” bank run started (Saxton, 2003). 
The confidence in the peso declined even more, when Cavallo announced a preferential exchange rate – i.e. a 
dual exchange rate – for all exports, except oil on June 15, 2001. This was a contradiction to the underlying 
principles of the Convertibility Plan: The Convertibility Plan had a commitment to only a single currency 
and allowed Argentines the free convertibility of Pesos into dollars. At the same time, the congress approved 
the proposed switch of the exchange-rate link of the Convertibility Plan, but only if and when the Euro 
appreciated to one dollar, which happened in July, 2001 (Hanke & Schuler, 2002). At this point of time the 
Euro was worth 90 cents. As a result of the implementation of a preferential exchange rate for exports and 
the approved switch to a combined exchange link in the Convertibility Plan, several bond rating agencies 
downgraded Argentina’s government debt in the period from July 11 to July 26, 2001. In addition a political 
deadlock, which left De la Rúa without the ability to obtain approval for legislations, resulting from the 
outcome of the elections on October 14, 2001 worsened the outlook of Argentina (Saxton, 2003). 
On November 1, 2001 Cavallo agreed on a swap of USD 132 billion of public debt to reduce debt 
repayments in the short-term in return of higher repayments later. As a result, local financial institutions had 
to cope with higher and less liquid forms of government debt than they really wanted. This caused further 
concerns among Argentines (Saxton, 2003). A controversial loan from the IMF in September, 2001 
contributed to the concerns and uncertainty in the market. Some observers argued that additional loans would 
only lead to a delay in economic policies that might be necessary to bring back economic growth (Goldstein, 
2001). 
As a result of rising concerns among people living in Argentina about a possible devaluation of the peso and 
a bank deposits freeze, deposits went down from almost 90 billion to less than 70 billion Pesos during the 
year 2001. Later on November 30, 2001 large amounts of money were withdrawn and another, bigger bank 
run started (Van de Wiel, 2013). According to Powell (2003) the bank run was triggered by the 
announcement of the central bank to limit interest rates on new deposits communicated on November 26 
(Powell, 2003). Furthermore, interested rates in pesos spiked after the following two events: First, in the 
beginning of November 2001, when Cavallo announced several new measures to fight the financial problems 
of the government. Second, on the day the second bank run started because of fears of devaluation and a 
possible deposit freeze. As a response to the bank run and the high volatility in the Argentinean market, 
Cavallo announced a bank deposit freeze on December 1, 2001, better known the “corralito”, which literally 
means little corral (Saxton, 2003). 
Many Argentines feared an economic crash in 2001 and lost trust in the national government. As a result, 
more than USD 20,000 billion was withdrawn from private bank deposits (Kidd, 2011). After rumors of a 
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potential bank deposit freeze, a bank run was triggered on November 30 (Litterick, 2001). Consequently, 
Minister of Economy Cavallo announced that withdrawal of money from bank accounts will be restricted 
from the next Monday onwards on Saturday, December 1, 2001 (Kidd, 2011). The objective of the 
restrictions on bank accounts, which was informally known as the corralito, was to stop people from 
withdrawing large amounts of dollars from their accounts and sending it abroad (Ares, 2002). This measure 
implied that the Convertibility Plan would no longer be in place and a devaluation of the Peso (Kidd, 2011). 
Given that bank account withdrawals were limited to USD/pesos 250 a week and international transfers to 
USD/pesos 1000 a month (Litterick, 2001), the Argentine economy went from a recession into a depression, 
because businesses and people had less money to spend. Besides, Argentines were reminded of similar bank 
account restrictions in 1982 and in 1989, which led to big losses in their savings as a result of high inflation. 
Many people went out on the streets to show their anger (Saxton, 2003). 
The crisis intensified on December 5, the same year, when the IMF announced that no further disbursements 
of the loan, approved in September 2001, would be made. Since Argentina’s government failed to reach the 
budget deficit target that it agreed upon with the IMF, the IMF declared it would not disburse the next 
tranche of the loan in the amount of USD 1.3 billion to the Argentine government (Krauss, 2001). From this 
point in time, Argentina had almost no chance to obtain further loans from other foreign sources, because the 
country had a huge debt burden (Litterick, 2001). 
The corralito enraged many Argentines so that they went out on the streets in order to express their 
disagreement with the bank deposit freeze. In the beginning, the protests were simply noisy, people were 
protesting with pots and pans, they banged on, known as the cacerolazo. But soon the protests became more 
aggressive and conflicts between the police and demonstrators got out of control, mainly in the capital 
Buenos Aires. Eventually, De la Rúa declared a state of emergency, but the situation between the police and 
demonstrators got worse and became even more violent. More than 22 people lost their life in Buenos Aires 
on December 20 and 21, 2001. Following the tragic protests, Cavallo, Minister of Economy, and De la Rúa, 
President of Argentina, resigned on December 19 and December 20 respectively (Goni, 2001). 
After De la Rúa’s resignation, three interim presidents had been appointed in the period from December 20 
to December 31; namely Ramón Puerta, Adolfo Rodriguez Saá and Eduardo Camaño. Two important events 
occurred during the interim period. Firstly, a switch of party control of the presidency to the Justicialist 
Party. And secondly, Adolfo Rodriguez Saá decided to let the country default on USD 50 billion government 
debt, which it owed to foreign private-sector lenders, on December 23, 2001. Even though the default had 
great support in Argentina, Adolfo Rodriguez Saá had to resign a couple of days later because his 
government made huge mistakes in domestic policy before that led to further protests (Saxton, 2003). 
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2.5 The breakdown of the ‘Convertibility Plan’ 
The runner-up of the presidential election in 1999 and the former governor of the capital Buenos Aires, 
Eduardo Duhalde, served the rest of De la Rúa’s term. Duhalde was the Vice President of Menem in the 
period from 1989 to 1990. Back then Duhalde expressed strong opposition to Menem’s free-market policies 
and the convertibility system, because he thought that the policies caused recession and therefore eventually 
broke with Menem (Saxton, 2003). Additionally, criticism on the Convertibility Plan also grew outside 
Argentina. For example, Paul Krugman (2002) pointed out, that the exchange link to the USD made the peso 
overvalued resulting in uncompetitive exports, which prevented the economy from recovery (Krugman, 
2002). Among other economists inside and outside Argentina, the IMF staff also agreed on the criticism on 
the convertibility system and favored an end of the exchange system (Anthony, 2002). 
On January 6, 2002 the government of Argentina ended the Convertibility Plan which was in effect since 
1991. The main reasons were the international criticism and Duhalde’s personal averseness to the 
Convertibility Plan. Under the Law of Public Emergency and Reform of the Exchange Rate Regime (Law. 
No. 25,561, hereafter: The Public Emergency Law) the government devaluated the Pesos from USD 1 to a 
provisional “official” exchange rate of USD 1.40 (40% devaluation). Later the peso depreciated even more 
and reached its yearly peak of USD 3.65 in October 2002, when it floated freely (see chart 1). By ending the 
Convertibility Plan, the government effectively confiscated more than USD 14.5 billion, that were hold in 
trust for national and international holders of Pesos. In addition to the corralito, the government dictated a 
“pesofication”, where bank deposits and loans denominated in dollars were forcibly converted into Pesos at a 
rate of one peso per dollar in order to save the Argentine banking system from a collapse. Furthermore, the 
government forcibly extended time deposits, known as the corralón, which literally means the big corral, and 
“pesofied” contracts denominated in dollars at the same rate as bank deposits. 
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Chart 1: Nominal exchange rate (USD/ARS): 2001 - 2003 

 Own editing, Data Source: (OANDA, 2015) 
The new policies implemented under the Public Emergency Law contrasted the policies of the previous 
quarter-century, because Duhalde’s policies emphasized more government direction of the economy, had 
less respect for property rights and were less predictable. Furthermore, with the new policies the government 
expropriated many people of billions of dollars and transferred even more billions from some public groups 
to others, especially from creditors to debtors. After the expropriations, people asked the government for 
compensation, but Duhalde’s government left the task to its successor, Néstor Kirchner, who became 
president in May 25, 2003 (Saxton, 2003). 
2.6 Implications of and reasons for the crisis 
After almost ten years with the Convertibility Plan and the implementation of other major reforms that had 
been directly derived from the Washington Consensus, Argentina ended up in the worst economic and 
political crisis the country has ever experienced. The questions arises which factors led to the dramatic 
situation and climaxed in the sovereign default on December 23, 2001. 
According to Lazzarini (2009) one of the reasons, why the Argentinean crisis happened, can be attributed to 
the currency board that had been implemented in 1991, because the administration of the currency board 
forfeited the Central Bank as a last resort lender. This limited the Central Bank’s ability regarding monetary 
policy, because the change of the money supply base in Argentina was now dependent on the inflow of 
USDs. Thus, in combination with the market friendly economic policies that were derived from the 
Washington Consensus, as outlined in section 2.2, the overall structure of the currency system was tied to a 
permanent inflow of foreign currency to function correctly. 
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In order to obtain the required foreign currencies the government of Argentina privatized almost all of the 
country’s public utilities. From 1991 onwards, the large majority of public services was sold to foreign 
investors, regardless of strong regulatory conditions. The government liked to emphasize the benefits of 
private efficiency over public action. The fact that a lot of companies repatriated their income, which 
originated mainly from local activities, because of the favorable exchange rate, was however concealed. 
Hence, in the period from 1992 to 2000, profit remittances increased tremendously, which eventually 
undermined the architecture of the currency system and, among other factors, contributed to the crisis. 
Another reason why the crisis occurred can also be accredited to the currency board and its underlying peg to 
the USD. This peg eventually led to an overvaluation of the peso, because the USD became too strong for the 
Argentinean economy. The resulting uncompetitive exchange rate evoked a lag in exports because Argentine 
products were too expensive aboard and foreign products became more affordable for Argentineans; which 
led to a strong increase in imports (Lazzarini, 2009). Especially, after the devaluation of the Brazilian Real in 
1999 Argentina got affected by huge competition through Brazilian imports, which had a rigorous impact on 
agricultural businesses and manufacturing companies (Cavallo, 2003). Eventually this situation caused a de-
industrialization of the Argentine economy and contributed to a high unemployment rate (Lazzarini, 2009). 
Additionally, given that Argentina had a currency board in place, it was neither possible to devaluate the 
peso in order to increase the competitiveness of the country and to improve exports, nor to provide economic 
stimulus through a fiscal injection (Congressional Research Service, 2013). Therefore, through the 
overvalued exchange rate that caused a de-industrialization of the economy and the inability to devaluate the 
peso, the currency board crucially contributed to the decline of the Argentine economy. 
Furthermore, as O’Connell (2002) pointed out, the reliance on financial capital inflows increased the 
economy’s sensitivity to external shocks of the 1990s international financial crises, such as the Asian, 
Russian and Brazilian crises, mentioned before (O’Connell, 2002). Czékus (2014) argues that spillover 
effects could be seen in soaring interest rates, for example in the 30-day loans rate (see section 2.3), which 
marked the beginning of a recession that lasted four years and ended in a sovereign default, when real GDP 
was declining by 18 percent between 1998 and 2002. As alluded in the previous paragraph, Brazil accounted 
for more or less one third of the Argentina’s trade since the augmentation of the Common Market of the 
South, the Real’s devaluation therefore had harmful effects on the Argentine economy (Cavallo, 2003). 
Hence, spillover effects from other financial crises during the 1990s were another contributor to the 
Argentine sovereign default in 2001 (Czékus, 2014). 
Eventually, the current account turned into a large deficit, which became unsustainable for the country at 
some point and increased the likelihood of a sovereign default. In the period from 1992 to 2000 the current 
account increased to USD 85 billion and as a consequence interest payments increased. In total interest 
payments and profit remittances amounted to USD 72.9 billion from 1992 to 2000 and actually offset 
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currency inflows which contributed to the unsustainable situation, because there was a huge external 
imbalance in the economy (O’Connell, 2002). Given that after 1995 Argentina’s exports were inadequate 
and the country had been affected by international financial turmoil, the only way for the government to 
sustain the currency board, according to Lazzarini (2009), was to increase foreign debt (Lazzarini, 2009). By 
then, almost all of the state-owned companies had been privatized. Hence, selling state-owned companies 
was not among the options to obtain foreign capital anymore (Ocampo, 2003). 
In the year of the sovereign default interest payments on public debt equaled 20 percent of public revenues 
and consequently gave rise to a persistent public deficit. Moreover, as a consequence of the recession, which 
had begun in 1998, state revenues were declining at a constant rate (Ocampo, 2003). Nonetheless, the IMF 
and the World Bank expected the public sector to make further budget cuts, so they would fulfill the 
requirements of the refinancing programs and receive new loans. Sometimes the requirements, that the IMF 
and World Bank demanded, were even stricter than Basel standards recommended. As a result, the ratio of 
government debt to GDP increased from 38 percent to 166 percent in the period from 1998 to 2002 (see 
chart 2). The official policy however, was to maintain the exchange rate link to the dollar at whatever cost 
(Lazzarini, 2009). 
Chart 2: Government debt to GDP (in percent): 1998 - 1997 

 Own editing, Data Source: (Mecon, 2015) 
Ultimately, Argentina’s administration, “partly because of the strictures of the convertibility regime, became 
increasingly constrained in its ability to use standard macroeconomic policy tools to engineer a recovery. As 
the economy slowed and international investors became nervous, the country’s already high external debt 
service burden grew to a point where the debt became unsustainable” (IMF, 2003, p.1). As shown in chart 3, 
between 1993 and 2001 the cost of financing public expenditures more or less doubled and besides that in 
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2001 the average annual risk premium peaked at 14.8 percent (Czékus, 2014, see chart 3). As a result of this 
unsustainable economic situation, the government of Argentina had to declare a sovereign default on 
December 23, 2001. 
Chart 3: Total public interest payments and sovereign risk premium (annual averages): 1999 - 2001 

 Own editing, Data Source: (Czékus, 2014) 
Due to a recession that lasted for more than four years and the end of the Convertibility Plan, Argentina 
experienced the worst economic and political crisis in its history. As shown in chart 4, the economy shrank 
4.4 percent in 2001 and a further 10.9 percent in 2002. Besides this, the unemployment rate, as a percentage 
of the total labor force, increased from 15 to 18.3 percent in the period from 2001 to 2002 (see chart 4). 
Furthermore, in 2002 real wages (adjusted for inflation) decreased by 23.7 percent, real supermarket sales by 
26 percent, national construction activity by 28.1 percent (INDEC, 2015) and sales of new automobiles by 
53.4 percent (ADEFA, 2015). In 2002, shortly after the Convertibility Plan was abandoned, monthly 
inflation increased from 4 percent in March to 10.4 percent in April (see chart 5). Additionally, the 
percentage of Argentines living on less than one USD a day (i.e. the officially defined poverty line) increased 
by 19.2 percent to a total of 57.5 percent from 2001 to 2002 (INDEC, 2015). Moreover, according to 
Bermúdez (2003) 18 children died of malnutrition in the northwestern province of Tucumán in 2002 
(Bermúdez, 2003). 
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Chart 4: GDP growth and unemployment rate: 1997 - 2003 

 Own editing, Data Source: (The World Bank, 2015b) 
Chart 5: Monthly inflation: 2002 

 Own editing, Data Source: (INDEC, 2015) 
Apart from that, from March 2002 onwards a great amount of companies entered default or suffered from 
liquidity problems. Owing to the economic policies of Duhalde’s government, a lot of national and 
international companies suffered from the pesofication. Bank liabilities were converted from USD into peso 
at 1.40 pesos per USD, whereas assets were converted at only 1 peso per USD. This wiped out much capital 
from many companies and banks. Many international companies left Argentina rather than to give up more 
capital to the Argentine government. Especially, utility companies suffered from the pesofication since most 
of their contracts had been denominated in USDs. Furthermore, utility companies imported a lot of 
equipment to Argentina in order to enlarge Argentina’s telephone, electrical, gas, water, and sewer systems. 
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Most of them paid the equipment in foreign currencies, sometimes on credit. Therefore, the pesofication 
extremely hurt utility companies, leaving them with liquidity problems or default (Saxton, 2003). 

3. Debt restructuring and technical default 
Given that this paper looks at the effectiveness of the capital controls implemented by the Argentine 
government between the crisis of 2001 and the sovereign technical default in 2014, it is important to 
understand the reasons of the recent sovereign default. Thus, this section outlines the two restructuring 
processes of 2005 and 2010 of the public debt Argentina defaulted on in 2001. Furthermore, it explains how 
the previous restructuring processes contributed to the second default of Argentina on its public debt in 13 
years, which is widely known as the technical default. 
3.1 Restructuring public debt 
In order to provide sustainable funding for the Argentine state after the sovereign default on December 23, 
2001 restructuring public debt became one of the key issues for the IMF as well as for the creditors involved. 
At the beginning of the restructuring process in 2003 the IMF played a key role in the negotiations over 
restructuring public debt which was mainly due to two reasons. Firstly, one of the reasons for the 
participation of the IMF was the volume of public debt that should be restructured (see chart 6). The second 
reason was the specific formation of the groups of creditors (international organizations, investment funds 
and their home countries). Besides, the IMF wanted to emphasize the importance to avoid contagion to any 
other emerging countries. As illustrated in chart 6, part of the renegotiations were loans in the amount of 
USD 104.1 billion (see chart 6). Not considered in the restructuring process was debt held by international 
organizations (Czékus, 2014). 
  



Chart 6: Composition of Argentine public debt according to restructuring, 2004 (in USD billions) 

Own editing, Data Source: (Congressional Research Service, 2004)
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In February 2005, the Argentine government passed the Ley Cerrojo (Lock-in Law) with which the President 
and his government gave investors an ultimatum to restructure their bonds until February 25, 2005 by 
prohibiting the reopening of the negotiations with those investors that rejected the proposed swap of the 
outstanding debt plus accrued interest (BBC, 2005). As a result, bonds worth USD 61.8 billion were 
swapped for bonds equal to USD 35.2 billion at interest rates between 2.08 and 5.96 percent (Shapiro & 
Pham, 2006). However, only 76.2 percent of investors had accepted new bonds in exchange for their old 
ones. According to Edwards (2015) it represented a rather low participation rate compared to other sovereign 
debt restructurings that happened in the time from 1999 to 2010, which was on average 96 percent (Edwards, 
2015). Nevertheless, Argentina managed to force bondholders to accept a 70 percent haircut in face value of 
its initial government bonds at a time its economy was growing by almost nine percent per year (Bickel, 
2005). In addition, a “rights upon future offers” (RUFO) clause was introduced in the restructured bonds 
which should have stipulated that these bondholders must be offered the same terms as the holdouts (Evans-
Pritchard, 2014). The clause was to expire on December 31, 2014 (Edwards, 2015). 
Five years after the first restructuring Argentina reopened the bond exchange and offered the same terms 
than five years ago to the holdout creditors. According to Edwards (2015) the main reason why the holdout 
creditors accepted the same offer five years later in 2010 was that they knew the Argentine Congress was not 
going to amend the Ley Cerrojo (Edwards (2015) refers to it as “ley candado”) which prohibited the 
government to offer them any better terms (Edwards, 2015). Under a new deal USD 18.3 billion were 
swapped for USD 7.831 billion of debt (Czékus, 2014), these renewed bonds had interest rates between 2.5 
and 8.28 percent, with maturities of 2033 and 2038 and included securities tied to GDP growth. Overall with 
the exchange offers in 2005 and 2010 Argentina restructured 92.4 percent of its creditors holding bonds that 
were affected by the default in 2001 (Congressional Research Service, 2013). 
3.1 The technical default 
The remaining 7.6 percent of creditors decided to keep the initial bonds and to press for better terms. Among 
these holdout creditors there were two different types of investors: retail investors and funds specialized in 
distressed debt. The latter buy defaulted bonds in secondary markets, sometimes at deep discounts. Two of 
these funds, NML Capital and Aurelius Capital, argued that compared to other sovereign debt restructurings 
the haircut of the debt swap in Argentina was excessively high. According to the investors the country had 
the ability to make higher payments to its creditors; therefore they took Argentina to court. In mid-2014 the 
case reached the US Supreme Court which (Edwards, 2015) decided to reject hearing Argentina’s appeal of 
an order requiring it to pay holdout creditors in full when it makes payments to the creditors that accepted the 
new offers in 2005 and 2010 (Stohr, Porzecanski, & Russo, 2014). 
After the rejection of the US Supreme Court to hear the case, the case went to a lower court in the US. The 
verdict of the case was that Argentina has been mandated by the lower court to pay the funds, which hold un-
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restructured bonds, at full principal plus accrued interest, which is in total equal to USD 1.5 billion (Hartly, 
2014). The argument of the lower court was based on the pari passu clause which required Argentina to treat 
all investors, non-holdouts and holdouts, in the same way. So if Argentina wants to make a coupon payment 
to investors holding restructured bonds, it also has to make a payment to investors holding old bonds 
(Edwards, 2015). Therefore, the US district in charge blocked further interest payments to non-holdout 
creditors until Argentina pays USD 1.5 billion to NML Capital and Aurelius Capital (Hartly, 2014). It was 
possible to stop the coupon payment to restructured bondholders because Argentina makes its interest 
payments to most of the non-holdout creditors through a bank located in New York City (Öncü, 2014). 
Because Argentina and the investors of the funds failed to reach an agreement until the deadline when the 
next interest payment to restructured bondholders was due (Hartly, 2014) the country entered, according to 
the International Swaps and Derivatives Association, a “technical” default on its restructured debt on July 30, 
2014 (Edwards, 2015). 
According to Hartly (2014) there were basically two reasons that Argentina did not pay the USD 1.5 billion 
to the holdout funds as was requested by the US court ruling. Firstly, if the country would have made the 
payment to the holdouts it could have set precedent for further lawsuits and payments to other holdout funds. 
These other holdout funds hold approximately USD 15 billion of defaulted debt. Thus, payments of USD 15 
billion could have followed if Argentina had paid the holdout funds. Since this could have almost exhausted 
the central bank’s foreign reserves of USD 29 billion the country refused to pay the holdout investors. 
Secondly, as mentioned in the previous section, a RUFO clause was incorporated into the restructured bonds 
of 2005 and 2010 which prohibited Argentina to offer any better deal to the holdout creditors without 
offering the same deal to the non-holdout creditors. Therefore, as depicted in chart 8, a payment to the 
holdout creditors (NML and Aurelius Capital) who sued Argentina would trigger claims of other holdouts 
and restructured bondholders by more than USD 120 billion (see chart 8). If Argentina would have been able 
to agree on delayed payments to the two holdout funds for 2015, the additional obligations triggered by the 
RUFO clause could have been avoided (Hartly, 2014) since it was to expire on December 31, 2014, as 
mentioned above. 
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Chart 8: Argentina’s hypothetical debt obligations after triggering rights upon future offer clause 

 Own editing, Data Source: (Hartly, 2014) 

4. Capital controls: History, types, objectives, and effectiveness 
Having outlined the recent Argentine technical default, it is vital to be familiar with the theoretical definition 
of capital controls in order to examine their effectiveness in Argentina, which is the aim of this paper. Hence, 
this section first looks at the historical evolution of capital controls and then gives the definition of both, 
direct and indirect capital controls. Moreover, to evaluate the objectives of the Argentine capital controls 
later in the paper, this section covers the theoretical objectives of capital controls. Lastly, as Barry 
Eichengreen (2001) writes in one of his many papers on capital account liberalization: 

“Capital account liberalization, it is fair to say, remains one of the most controversial and least 
understood policies of our day […] Empirical analysis has failed to yield conclusive results” 
(Eichengreen, 2001, p. 341) 

Therefore, this section discusses the effectiveness of capital controls and the relating empirical evidence. 
This part is as well important to judge the effectiveness of Argentina’s capital controls that were imposed 
after the crisis of 2001. 
4.1 History of capital controls 
Before World War I capital controls were rarely used due to the low level of international trade and low 
financial integration of the world’s economies (Ravenhill, 2014). With the outbreak of World War I in 1914 
some countries started to implement highly restrictive control mechanisms in order to increase revenue, 
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capital controls increased and reached its peak during World War II (Eichengreen, 1998). An example of 
capital controls during this period was the Reich Flight Tax in the Weimar Republic, which was introduced 
in 1931 by Chancellor Brüning. The objective of the tax was to limit the flow of capital from wealthy 
residents out of the republic into other countries (GERMANY: Profitable tax.1938). 
After World War II capital controls were endorsed by many mainstream economies for the first time. Later 
during the Bretton Woods era, which lasted from 1945 to 1971, strong and wide ranging restrictive 
mechanisms were introduced. The reason for the implementation of controls was that in this time period the 
overall belief was that capital controls protected the financial interests of ordinary people and the whole 
economy (Grabbe, 1996), which nearly led to the full elimination of capital mobility (Moffett, Stonehill, & 
Eiteman, 2014). John Keynes, who was one of the major architects of the Bretton Woods agreement, even 
pictured capital controls as a permanent mechanism of the international monetary system. However, on the 
other hand he argued that free current account convertibility should be implemented as soon as international 
conditions had improved sufficiently (Rodrik, 2010). Other important architects of the Bretton Woods 
agreement, such as Harry Dexter White and Henry Morgenthau, had less radical views on capital controls 
than Keynes but they also emphasized the need for permanent mechanisms (Grabbe, 1996). Yet, in the 1950s 
the opinion on capital controls changed because of the declining effectiveness of such control mechanisms 
which was mainly triggered by innovations, such as Eurodollar markets, that allowed to open bank accounts 
in institutions located outside the U.S. denominated in USD (Helleiner, 1996). During this time period most 
capital controls were aimed mostly at international financiers and banks and only some at individual citizens 
(Wolf, 2009). 
Throughout the 1980s a consensus among policy makers and economists emerged that benefits associated 
with free capital flow, mainly caused by a more efficient allocation of resources, prevail over their associated 
costs. Therefore, most European countries gradually started to lift their capital control mechanisms during 
this period and in the 1990s the concept of free capital movement was included into the Washington 
Consensus. Furthermore, the European Union made the free movement of capital part of the Maastricht 
Treaty which was signed two years later and the International Monetary Fund (IMF) recommended to its 
members the omission of any capital control mechanisms in the financial system from that point in time 
(Østrup, 2012). 
After the Asian financial crisis in 1997 the desirability for capital controls increased among developing 
countries. The reason for this was the good economic situation in India and China after the crisis, which both 
had capital controls in place during the crisis (Reinhart & Rogoff, 2009). Other countries without controls, 
which seemed to have strong economic fundamentals, were struggling during the financial crisis and 
experienced huge currency devaluations due to attacks on the financial systems and national currencies 
(Østrup, 2012). Due to these outcomes many emerging economies gradually started to question the 
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attractiveness of capital account liberalization, whereas western nations’ resistance towards capital controls 
was still remaining (Helleiner, 1996). 
The experiences of the Global Financial Crisis in 2007 contributed to a change in the mindset of many policy 
makers and economists regarding capital controls. At the peak of the financial crisis from 2008 to 2009 many 
countries experienced large capital outflows because investors tried to redirect their money into safe 
placements, especially U.S. Treasury Bills. As a result two years later a lot of emerging economies suffered 
from capital inflow surges which led to sharp increases in asset prices. Accordingly, the viewpoint of the 
IMF regarding capital account liberalization changed. In addition, some control mechanisms were re-
implemented in a number of developing countries, such as Brazil and India, in order to protect their 
economies from capital flows (Østrup, 2012). 
In 2010 the economist Jonathan D. Ostry and his team from the IMF published an important staff position 
note that has been regarded as a fundamental change in the IMF’s viewpoint on capital controls. From then 
on the IMF did not support its position anymore that capital controls should only be used in extreme 
economic situations, as last financial policy mechanisms, and only for a certain and restricted time period 
(Gallagher, 2011). Later in the same year also The Financial Times (FT) reported on the growing support for 
capital controls in several of their articles. According to the FT several Asian countries, such as Indonesia 
and South Korea, tightened their control mechanisms. Nevertheless, the FT also emphasized the potential 
negative impacts capital controls can have on attracting funds in the future and that “people often find ways 
around the restrictions” (Brown, 2010, p.1). 
One year later in 2011 the support for capital controls became even stronger so that a group of economists, 
represented by Joseph Stiglitz, wrote a letter to the American president administration asking them to remove 
some articles of U.S. trade agreements with other countries. These articles allowed the penalization of a trade 
partner who introduces any form of capital restrictions. The group referred to a staff paper that was also 
published by the IMF’s economist Jonathan D. Ostry and other scientists of the institution who argued that 
restrictions on short-term capital inflow could decrease financial stability risks in developing nations and 
therefore trade partners should be allowed to implement them (Hausmann, Rodrik, Stiglitz, & Subramanian, 
2011). However, a few American business lobbyists argued that trade partners should not be allowed to 
implement capital controls since it would be “counterproductive and unjustified” (Palmer, 2011). 
Later in 2011 several events contributed to the consensus that capital controls might be useful under certain 
economic circumstances, especially for emerging markets. For instance, in 2011 the IMF published a paper 
that included the first official set of guidelines for the deployment of capital controls drafted by the 
institution (Harding, 2011). A few months later, the participants of the G20 Cannes Summit agreed that 
developing countries should have even greater freedom in the deployment of capital controls than recently 
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outlined in the IMF’s guidelines (Gallagher, 2011). This proposition has been supported by the Bank of 
England as well. However, the English National Bank also emphasized that it may be harder for advanced 
economies to implement useful control mechanism than for developing countries (Bush, Farrant, & Wright, 
2011). Notwithstanding, Chinese authorities, against the international consensus, had a desire for more 
financial liberalization and lifted their control mechanism during that time period (Rabinovitch, 2011). 
4.2 Different types of capital controls 
Having covered the history of capital controls in the previous section, in this section the paper describes two 
different types of capital controls: (1) direct and (2) indirect capital control mechanisms. Since it is hard to 
find a sound general definition of capital controls in the academic literature, it might be useful to have a look 
at a definition of the very reverse in order to understand the general concept of capital controls. Thus, a 
definition of free capital mobility follows given by Obstfeld (2006) in a paper on international capital 
mobility in the 1990s: 

“Capital is freely mobile within a multi-country region when its residents face no official obstacles to 
the negotiation and execution of financial trades anywhere and with anyone within the region, and 
face transaction costs that are no greater for parties residing in different countries than for parties 
residing in the same country” (Obstfeld, 1993, p.2). 

Hence, capital controls or capital restriction in general are any mechanism that impedes the free movement 
of capital across countries’ borders (Durlauf & Blume, 2008). A definition of (1) direct or administrative 
controls and (2) indirect or market-based controls follows below. 
4.2.1 Direct controls (Administrative controls) 
According to Ariyoshi et al. (2000) direct or administrative controls are defined as mechanisms that “restrict 
capital transactions and/or the associated payments and transfers of funds through outright prohibitions, 
explicit quantitative limits, or an approval procedure” (Ariyoshi et al., 2000, p.7). A typical attribute of 
administrative controls is that they normally have a direct effect on the volume of the related cross-border 
financial transactions and that associated administrative duties are imposed on national banks in order to put 
controls into execution (Ariyoshi et al., 2000). 
4.2.2 Indirect controls (Market-based controls) 
The second type of capital controls are indirect or market-based controls which are defined as controls that 
“discourage capital movements and the associated transactions by making them more costly to undertake” 
(Ariyoshi et al., 2000, p.7). Indirect controls or capital controls can take different forms, including dual (two-
tier) or multiple exchange rate systems, explicit or indirect taxation of international financial flows or other 
indirect regulatory controls. These types of controls can have an effect on both the price and volume or only 
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on the price of a given transaction which depends on the specific form of the control mechanism, as outlined 
below. 
Firstly, two-tier or multiple exchange rate systems are markets that have normally been implemented in 
situations when governments felt that high short-term interest rates put an unacceptable weight on people 
living in the affected country. In these systems domestic financial institutions are requested or instructed by 
local authorities to denominate different types of transactions in different exchange rates to divide the market 
for domestic currency. The purpose is to raise the price for speculative investors that need domestic credits in 
order to establish net short domestic currency positions. On the other hand, the demand of non-speculative 
domestic investors is covered at regular market rates. Not all transactions are restricted in multiple exchange 
rate systems, for example foreign direct investment (FDI) and usually equity investments are considered as 
trade flows and therefore not included in the two-tier system. Furthermore, multiple exchange rate systems 
can regulate excessive capital inflows which can avoid an overshooting effect of the exchange rate for 
transactions in the current account. This type of capital control mechanism influences not only the price of 
the capital transaction but also the volume. 
Secondly, another form of indirect or market-based controls is the explicit taxation of cross-border flows 
which “involves imposition of taxes or levies on external financial transactions” or “on income resulting 
from the holding by residents of foreign financial assets or the holding by non-residents of financial assets” 
(Ariyoshi et al., 2000, p.7). The overall aim of explicit taxation is to limit the attractiveness of external 
financial transactions and to discourage investments in financial assets by a reduction in their rate of return 
or an increase in their cost both caused through the implementation of taxes or levies. If there is any 
discrimination between residents and non-residents or between domestic and external assets such taxation 
could be regarded as restriction on international activities. 
Thirdly, the most-frequently used form of indirect controls is indirect taxation of cross-border flows. Mostly, 
indirect taxation of cross-border flows encompasses obligatory reserve or deposit requirements without any 
interest payments, which are also called unremunerated reserve requirements (URR). Authorities require 
banks and nonbanks that deal on their own account to open deposit accounts in the central bank of the 
banking system and to reserve an amount in the central bank that is equivalent to a part of the inflow or net 
positions in nondomestic currency. By increasing the sensitivity of capital outflows to domestic rates, direct 
URR may seek to restrict the outflow of capital; nevertheless, they can also limit capital inflows by making 
certain types of transactions less attractive through a reduction in their effective rate of return. 
Lastly, there are various other indirect regulatory controls that can be both price- and quantitative measures 
that discriminate different types of transactions or investors. Even though most of the other indirect 
regulatory controls can have an influence on the flows of capital and their respective volume they may rather 
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be motivated by national monetary control considerations or prudential concerns. According to Ariyoshi et 
al. (2000) such controls include “provisions for the net external position of commercial banks, asymmetric 
open position limits that discriminate between long and short currency positions or between residents and 
nonresidents, and certain credit rating requirements to borrow abroad” (Ariyoshi et al., 2000, p.7). Reporting 
requirements for certain financial transaction have been used by governments as monitoring tools and control 
mechanisms for specific types of transactions which can be listed as another example of indirect regulatory 
controls (Ariyoshi et al., 2000). 
4.3 Theoretical objectives of capital controls 
After the previous section has outlined the different types of capital controls, this section covers the 
theoretical objectives of them. As Ostry et al. (2010) point out in an IMF staff paper “the effectiveness of 
capital controls needs to be judged against the objectives in imposing them” (Ostry et al., 2010, p. 11). Thus, 
in order to examine the effectiveness of the Argentine capital controls, this section outlines the main 
theoretical objectives of capital control mechanisms. 
There is sometimes some overlap between the different motivations for the implementation of capital 
controls, but according to Johnston and Tamirisa (1998) it is possible to classify them into four groups: First, 
balance of payment and macroeconomic management; second, underdeveloped financial markets and 
regulatory systems; third, prudential; and fourth, other motivations for capital controls. A more detailed 
discussion of these reasons follows below (Johnston & Tamirisa, 1998). 
4.3.1 Balance of payments and macroeconomic management 
In the past, it has been common that capital controls were mostly justified as one of the parts of the toolkit 
for balance of payments (BOP) and macroeconomic management. Therefore, the classic reasoning for the 
usage of capital controls has made a reference to countries with weak BOPs which imposed capital controls 
in order to seek a stop of capital outflow. Besides, capital controls are sometimes implemented with the 
objective to reduce the domestic debt-servicing costs and to preserve the domestic inflation base through 
artificially maintaining domestic interest rates low. For example, in a situation when a country has problems 
to finance its fiscal and BOPs deficits (Johnston & Tamirisa, 1998). 
Moreover, according to Cordero and Montecino (2010) in some cases governments implement capital 
controls in order to control inflation. Uncontrolled capital flows can make it more difficult for countries to 
control inflation because if a central bank raises the interest rate in order to reduce inflation, a capital inflow 
can be stipulated through the resulting differential between domestic and international interest rates. This 
would create a downward pressure on the domestic interest rate and offset the effects of the monetary policy. 
Therefore, some governments have adopted inflation-targeting regimes in order to deal with the problem. 
These regimes have the objective to maintain a target inflation rate but they make it more difficult or even 
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not possible to sustain a stable and competitive exchange rate. This could have negative impacts on the 
growth rate and development of the economy. For countries with floating exchange rate regimes, or a “hard-
peg” fixed exchange rate regime, capital controls can be an alternative to inflation-targeting regimes. Since 
there might be a possibility for governments to maintain more stable and competitive exchange rates, while 
keeping inflation on track, some countries implement capital controls for this reason (Cordero & Montecino, 
2010). 
Another macroeconomic objective for capital controls is the concern to maintain or achieve a certain degree 
of autonomy in monetary and exchange rate policy. Essentially, capital controls are used in order to try to 
align the use of interest rates and the use of exchange rates to follow up on internal and external balance 
objectives that are at least partially inconsistent. Generally, controls on capital outflows are implemented in 
order to try to avoid depreciation pressures on the nominal exchange rate without the intensification of 
monetary conditions or the tightening of any other complicated measure that would be otherwise necessary. 
Conversely, controls on capital inflows are used as a mean to reduce or minimize the pressures on nominal 
exchange rate appreciation during periods of large capital inflows, without giving up power over domestic 
monetary conditions. However, often policy makers need to sacrifice policy discipline in order to achieve 
policy autonomy (Johnston & Tamirisa, 1998). 
Besides the benefits associated with the capital inflows, such as having abundant access to funds at low 
costs, there are also some negative effects. Policy makers fear that capital inflows put pressure on the 
nominal exchange rate and can lead to a loss in competitiveness of domestic manufacturers, especially for 
manufactures that are not among the prime target of investors. As a result of the desire to avoid such a 
currency appreciation, typically the accumulation of foreign reserves increases. Since after some time it 
becomes more difficult to sterilize such reserve accumulation, more direct intervention, such as capital 
controls, become more tempting (Magud, Reinhart, & Rogoff, 2011). 
Moreover, capital controls are implemented in order to reduce the fluctuations in short-term capital flow as 
well as the associated fluctuations of exchange rates. Sometimes these implementations are caused by 
asymmetric information problems and herding behavior in capital markets, which can lead to volatile short-
run capital flows (Johnston & Tamirisa, 1998). In addition, Mathieson and Rojas-Suarez (1993) report that 
capital controls have been used in order to limit short-term capital flows by taxation on short-term capital 
transaction. The authors point out that volatile short-term capital flows can lead to an excessively volatile 
exchange rate driven by investors who ignore market fundamentals and that react to market rumors. 
Therefore, authorities sometimes try to limit speculative capital flows by implementing capital controls 
rather than change financial and macroeconomic policies that could achieve the same objectives (Mathieson 
& Rojas-Suarez, 1993). 
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Free short-term movements of capital can initiate large fluctuations in interest rates, international reserves 
and even cause a breakdown of a fixed exchange rate regime, which is when an exchange rate is linked to 
another currency. Thus, capital controls are sometimes implemented for the objective to protect fixed 
exchange rate regimes because they can serve as a short-term defense mechanism. 
According to Johnston and Tamirisa (1998) another motivation for capital controls in finically repressed 
economies can be the overall framework for macroeconomic and BOPs management. Characteristics of such 
economies are generally “widespread restrictions on interest rates, high reserves requirements, credit 
ceilings, government direct credit, weak financial sector competition, and capital controls” (Johnston & 
Tamirisa, 1998, p. 14). 
Another macroeconomic reason for the implementation of capital controls is a government’s intention to 
retain domestic savings. As outlined by Mathieson and Rojas-Suarez (1993) especially developing countries 
want to ensure that their scarce domestic savings are used to finance investment in the domestic market 
rather than for acquisitions of assets in markets abroad. Since developing countries are often associated with 
an unstable macroeconomic and political environment, which can reduce the expected private returns of 
acquisitions of domestic financial instruments and in that way the return on savings. Therefore, investors that 
are risk-averse would rather like to invest their capital into financial instruments abroad that are perceived 
with higher or more certain real returns. Thus, governments, especially in developing countries, implement 
capital controls that aim to reduce the return on foreign assets and limit the access to foreign assets in order 
to retain domestic savings (Mathieson & Rojas-Suarez, 1993). 
In addition to controls on domestic savings, domestic governments want to limit the foreign ownership of 
local factors of production, real estate, industries, and natural resources. Partially, these controls are regarded 
as avoiding either the appearance of a monopoly in a certain industry or an unwarranted exhaustion of a 
country’s natural resources. Moreover, another justification that is mentioned in the literature for limitations 
on ownership of domestic factors of production and real estate are considerations of the distribution of equity 
and income (Mathieson & Rojas-Suarez, 1993). 
Furthermore, Mathieson and Rojas-Suarez (1993) mention that governments implement capital controls in 
order to maintain the domestic tax base. They argue that stamp duties and taxes on securities transactions 
have often represented important revenue streams for governments in countries with large securities markets 
(e.g. Switzerland). In addition, key components of most tax systems are income taxes on interest and 
dividend income. Besides these explicit taxes, capital controls can make it possible for governments to 
implement monetary policies that enforce an “inflation tax” on holders of domestic financial instruments. 
Since domestic residents want to avoid these taxes mentioned above, there is a natural incentive for them to 
shift some part of their financial activities and portfolio holdings abroad. Thus, governments implement 
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capital controls to limit holdings of foreign assets in order to maintain their domestic tax base. Further, 
governments try to obtain information on the scale of residents’ external asset holdings in order to tax them 
appropriately (Mathieson & Rojas-Suarez, 1993). 
Lastly, it has been argued that in developing countries an opening of the capital account should happen after 
the stabilization and structural reform programs to avoid capital flows that would make the reform 
unsustainable. The characteristic of such threatening capital flows would depend on the trustworthiness of 
the reform program as well as the degree of the differences in the rapidity of adjustment in goods, factor and 
financial markets. For instance, if a program that aims at the stabilization of an economy lacked 
trustworthiness, too early capital account liberalization could lead to a substitution of the domestic currency 
and capital flight. This would contribute to the possibility of a BOP crisis, devaluation, and inflation. In 
contrast, capital inflow could be triggered if investors anticipated that the reform program will be 
maintained. This would lead to an increase in expected returns on domestic assets, which would lead to an 
appreciation of the real exchange rate. As a result, the effects of the trade reform on domestic traded goods’ 
prices could be offset. Even if there were different expectations about the success of the reform, a capital 
inflow could be triggered if residents sent their savings home from abroad in order to benefit from the high 
real interest rates. Thus, capital controls might be in place until the successful implementation of stabilization 
and reform programs (Mathieson & Rojas-Suarez, 1993). 
4.3.2 Market and institutional evolution 
A second rationale for the use of capital controls can be connected to general underdevelopments of financial 
markets and institution in some countries. Sometimes countries rationalize their use of capital controls on 
inflows by the objective to protect newly created industries and underdeveloped financial markets. There are 
mainly two arguments for the protectionism of new industries that try to justify temporary tariffs: First, 
through the implementation of tariffs, newly created industries will gain economies of scale and 
consequently will be able to produce more output at lower unit costs. Second, as a result of tariffs, firms will 
be able through “learning by doing” to lower their production costs. 
The rationale to implement trade barriers in order to protect infant industries can be categorized into the 
group of second-best solutions in welfare economies. According to Johnston and Tamirisa (1998) the idea 
behind second best solutions is that “if an economy is assumed to suffer from one distortion and it is difficult 
to tackle this distortion directly, it might be possible to increase welfare by adding another, off-setting 
distortion” (Johnston & Tamirisa, 1998, p. 15). The first best solution would be to implement reforms that 
address the elementary distortion. In less developed economies “sources of distortion may include 
information problems, weak or insolvent banking systems, moral hazard problems related to official 
guarantees and the absence of developed financial markets” (Johnston & Tamirisa, 1998, p. 15). 
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Another objective why capital controls are introduced is that the free movement of capital decreases the 
effectiveness of direct credit and interest rate controls. These controls are kept for monetary policy objectives 
and free capital flows can increase the scope for the circumvention of direct credit and interest rate controls. 
Therefore, sometimes countries implement capital controls “when its indirect monetary control instruments 
are nascent and time is needed to develop the instruments, markets, and institutional capacity to rely on 
indirect measures” (Johnston & Tamirisa, 1998, p. 15). 
4.3.3 Prudential concerns 
A role as prudential measures is a third rationale for the usage of capital controls. For example, the use of 
capital controls as a prudential measure is sometimes justified in international transactions by the generally 
recognized risk that may be involved in such transactions, such as transfer risk, sovereign risk, and country 
risk. Furthermore, the preservation of systemic stability is another reason why policy makers use capital 
controls for prudential reasons. It is argued that capital controls help to limit the exposure of institutions to 
excessive foreign exchange, or help to extend maturity dates of financial institutions’ liabilities, and that 
capital controls could preserve the stability of the financial system (Johnston & Tamirisa, 1998). 
4.3.4 Other motivations for capital controls 
There are also other motivations that lead to the implementation of capital controls. According to Magud, 
Reinhart and Rogoff (2011) other reasons why policy makers decide to implement capital controls on capital 
inflows is to deal with external forces that some policy makers believe are unacceptable for their economy. 
Thus, policy makers’ fear of these external forces can lead to implementations of capital controls. 
Magud et al. (2011) mention the fear of “Hot Money” which can contribute to the implementation of capital 
controls on capital inflows. Hot Money is capital that is frequently transferred between countries in an 
attempt of investors to maximize their interest or capital gain. According to Magud et al. the sudden inflow 
of capital, especially in small markets of developing countries, can lead to an initial dislocation of funds that 
is reflected by the damage it causes by sudden removals (reversals) of the capital into other markets. 
Therefore, policy makers sometimes implement taxes in order to avoid the initial inflow of capital and in 
order to prevent the pain that is associated with its anticipated outflow. 
Moreover, especially in emerging market economies, policy makers fear large capital inflows which can lead 
to implementations of capital controls. Sometimes only the absolute volume of capital flow matters, since 
large flows of capital, in particular motivated by the investor’s desire of higher returns, can lead to 
displacements in the financial system. For example, large inflows can cause asset price bubbles and can 
encourage wealthy domestic intermediaries to take excessive risk. Thus, policy makers fear large inflows of 
capital and sometimes implement control mechanisms, for example in form of taxes, in order to prevent 
them. 
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Lastly, Magud et al. (2011) mention the fear of loss of monetary policy which can motivate policy makers to 
implement capital controls on inflows. It is not possible to have (1) a fixed exchange rate, (2) free capital 
flow and (3) an independent monetary policy at the same time, which is known as the impossible trinity. 
Thus, if policy makers do not want to give in their autonomy in monetary policy and additionally fear the 
consequences of a free floating currency, the only option left is to give up capital mobility. Therefore, the 
authors argue that the fear of loss of monetary policy can contribute to the implementation of capital controls 
(Magud et al., 2011). 
Moreover, Fratzscher (2012) finds that there is no “systematic evidence” (Fratzscher, 2012, p. 20) for a 
connection between the implementation of capital controls and a large amount or high volatility of capital 
flows as such. Instead a country’s policy decision to implement capital controls is motivated by a high 
degree of financial market stress or volatility, Fratzscher argues that over the last decade a country’s choice 
about capital flow restrictions rather has been motivated by the intention to prevent an overheating of the 
local economy, such as high credit growth, inflation or output volatility. 
Additionally, Fratzscher (2012) states that in absence of autonomous and independent monetary policies in a 
country, capital controls are frequently used to compensate for it. A country with a fixed exchange rate 
regime and a weak financial market is limited in its ability to use monetary policy in order to prevent its 
economy from overheating. Therefore, policy makers may use capital controls even when the inflow of 
capital is relatively modest since it poses a serious challenge to them in the absence of autonomous and 
independent monetary policies (Fratzscher, 2012). 
Overall, as outlined above, there are mostly three main reasons prevailing in the academic literature why 
countries implement capital controls. Firstly, capital controls are implemented because policy makers are 
concerned over the impact of large exchange rate fluctuations on the real and financial economy. These 
movements are in form of appreciation or depreciation of the currency and policy makers want to offset the 
associated pressure by the implementation of capital controls. Secondly, policy makers are concerned about 
large and volatile short-term capital flows (“hot money”) which could have disruptive effects on the 
economy. Lastly, sometimes policy makers are concerned about a potential loss of monetary control which 
could be triggered through large capital flows (Binici, Hutchison, & Schindler, 2009). 
4.4 Discussion on effectiveness of capital controls 
Having outlined the different objectives of capital controls in the section before, this section looks at the 
academic literature on effectiveness of capital controls. This section examines separately the effectiveness of 
capital controls on inflows and outflows. Furthermore, it outlines the potential microeconomic and 
administrative costs that are associated with capital controls. 
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4.4.1 Effectiveness of capital controls on inflows 
Especially in emerging markets capital controls have been used in order to handle large, short-term capital 
inflows. However, the effectiveness of such controls is a controversial issue since the reaction of capital 
flows and exchange rates varied substantially across countries. Differences in outcomes were mainly 
dependent on the motivation for and nature of the controls. Moreover, the specific characteristics of the 
country, such as its administrative capacity to employ capital controls influenced the outcome (Ostry et al., 
2010). 
As Clements and Kamil (2009) point out in their paper “Are capital controls effective in the 21st century?”, 
the overall impact of capital controls on the volume of capital inflows and on a corresponding currency 
appreciation is rather low. For instance, in the 1990s Brazil, Chile, and Columbia all implemented 
restrictions on the inflow of capital which had no significant effect on the volume of capital inflows. 
Furthermore, the pressures on the countries' exchange rate did not lighten. The annual real effective 
exchange rate appreciated by approximately 5 percent in Brazil and 4 percent in Chile. Another example for 
ineffectiveness of capital controls can be seen in the implementation of controls on short-term capital flows 
in Thailand in December 2006. Clements and Kamil argue that the controls neither reduced the volume of 
non-FDI inflows nor moderated the appreciation of the Thai currency. Besides, there is more evidence on the 
inefficiency of capital controls on altering the volume of short-term capital inflow given by the 
implementation of controls in Colombia during 2007 and 2008 (Clements & Kamil, 2009). 
In addition, Cardarelli, Elekdag and Kose (2009) review studies about the effectiveness of capital controls on 
inflows. Even if it is difficult to draw general conclusions since most of the studies are based on individual 
country cases, they suggest that overall inflow controls did not alter the volume of net flows in most of the 
economies. Nevertheless, they find that in a few cases controls were able to tilt the composition of inflows in 
the direction of longer maturities. Thus, both findings are in line with the findings of Clements and Kamil 
(2009), as mentioned above. Noteworthy, even in cases where some of the capital controls’ objectives were 
met, these controls had only temporary effects since most of the market participants figured out ways to 
circumvent the controls (Cardarelli, Elekdag, & Kose, 2009). 
However, controls on short-term capital inflows may change the composition and maturity structure of the 
capital inflow. As indicated by Ostry et al. (2010) there is some evidence that capital controls have an effect 
on the composition of inflows. The authors examined the composition of foreign liabilities, which is short-
term debt, the stock of FDI and portfolio equity. When Chile implemented an URR on inflows in the period 
from 1991 to 1998, the proportion of short-term debt of total foreign liabilities decreased. Further, there was 
an increase from 34 to 53 percent in the stock of FDI during the period aforementioned (Ostry et al., 2010). 
Another effect on the composition of inflows was observed by De Gregorio, Edwards, and Valdes (2000). 
The authors state that through the introduction of Chilean URR the composition of inflows effectively tilted 
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away from short-term maturities (De Gregorio, Edwards, & Valdes, 2000). In 1993 a similar effect was 
observed after the implementation of URRs in Colombia because there was a significant change in the 
maturity structure of the private external debt stock: The proportion of medium- and long-term debt of the 
total external debt stock increased from 40 to 70 percent in the period from 1993 to 1996 (Ariyoshi et al., 
2000). 
Further evidence that capital controls appear to influence the composition of inflow is given by Montiel and 
Reinhart (1999) in their paper “Do capital controls and macroeconomic policies influence the volume and 
composition of capital flows? Evidence from the 1990s”. In their study the authors group different types of 
capital inflow into three categories, namely (1) portfolio inflows, (2) short-term inflows, and (3) FDI inflows. 
Their findings suggest that capital controls reduce the share of portfolio and short-term flows in total capital 
inflows. Thus, they conclude that capital controls influence the composition of capital inflows. However, 
there was no evidence that capital controls do affect the volume of inflows (Montiel & Reinhart, 1999). 
In their paper “Capital Inflows: Macroeconomic Implications and Policy Responses” Cardarelli et al. (2009) 
investigate 109 episodes of large net private capital inflows to 52 countries in the period from 1987 to 2007. 
The authors mainly look at the impact of the temporary use of capital controls on capital inflows during 
periods of surges of capital in countries that are capital account wise fairly liberalized. Cardarelli et al. find 
that in periods with tighter control mechanisms in place inflation rates have been significantly higher among 
the 52 countries that are in the focus of the study. In addition, as reported by other recent studies (see Glick, 
Guo, & Hutchison, 2006), Cardarelli et al. point out that countries which employ capital controls are actually 
more vulnerable to crises. Even studies that control for a “selection effect” find that the probability of a 
currency crisis and sudden stop is higher for a country with controls in place. A “selection effect” is the 
effect that most studies select countries with weaker macroeconomic fundamentals because these countries 
implement capital controls to insulate themselves from crises (Cardarelli et al., 2009). 
Cardarelli et al. (2009) further look at the effectiveness of another policy to cope with large net inflows, 
which is the removal of controls on capital outflows. Some countries remove outflow controls in order to 
better cope with large inflows and thereby reduce net capital inflows. However, there is some evidence based 
on the wave of inflows during the 1990s that the removal of controls on capital outflows lead to even larger 
capital inflows (Cardarelli et al., 2009). Binici et al. (2009) argue that countries which remove their capital 
controls on outflows become more attractive for investors because it is easier for them to repatriate future 
profits (Binici et al., 2009). Nevertheless, the findings of Cardarelli et al. suggest that in almost half of the 
periods between 2003 and 2006 when increasing gross outflows offset gross inflows, countries in fact had 
lightened capital controls on outflows (Cardarelli et al., 2009). 
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As pointed out by Fratzscher (2012) it may be the case that the implementation of capital controls will help 
domestic policy makers to gain more time in order to address the principal economic, institutional and policy 
imperfections at home. However, there might be the risk that policy makers will not address the real root 
causes of domestic weaknesses towards volatile capital flows anymore due to a reduction in urgency and 
lower incentives. Fratzscher argues that through the persistence and permanent re-implementation of capital 
control mechanisms over the past years the risk that policy makers do not address the true root causes of 
domestic vulnerabilities anymore may become a reality (Fratzscher, 2012). 
Finally, Cardarelli, Elekdag, and Kose (2007) look at the effects of policy responses on exchange rate 
pressure and GDP growth during episodes characterized by large (net) capital inflows. The authors conclude 
that capital controls do not seem to be effective in reducing a country’s vulnerability to inflow reversals 
(Cardarelli, Elekdag, & Kose, 2007). However, because the sample of the study begins in the late 1980s the 
authors cannot significantly distinguish between capital inflows and outflows. The reason for this is that the 
author used the IMF’s Annual Report on Exchange Arrangements and Exchange Restrictions (AREAR), 
which later started to distinguish between inflows and outflows of capital (Binici et al., 2009). 
4.4.2 Effectiveness of capital controls on outflows 
The previous section discussed the academic literature about the effectiveness of capital controls on capital 
inflows. This section is going to deal with the effectiveness of capital controls imposed on capital outflows. 
As indicated in a recent paper published by Brockmeijer, Marston, and Ostry (2012) there are only few 
countries that significantly tightened their control mechanisms to address large capital outflows in the past 
decade. Furthermore, in contrast to the amount of literature covering the effectiveness of capital controls 
implemented on capital inflows, the amount of academic research examining the effectiveness of outflow 
controls is relatively low. Another shortcoming is that the few studies that look at the efficacy of controls 
implemented on capital outflows are mainly case studies (Brockmeijer, Marston, & Ostry, 2012). 
Nevertheless, one case study worth mentioning, that has been covered frequently in the academic literature, 
is the study of Malaysia's implementation of capital controls imposed on outflows in the period from 1998 to 
2001. Magud et al. (2011) find relatively strong evidence for the effectiveness of tightening outflow controls 
in Malaysia because the amount of outflows was reduced and more independent monetary policy was made 
possible. However, in other countries that are part of the author’s study there is only weak evidence for a 
success regarding controls. According to Magud el al. there was neither a strong evidence for a change in 
volume of capital outflow nor that governments regained their monetary policy independence by tightening 
restrictions on outflows (Magud et al., 2011). These outcomes are similar to findings of earlier studies on 
capital flight (see Mathieson & Rojas-Suarez, 1993) and dual parallel exchange markets (see Kiguel & 
O'Connell, 1995). 
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Moreover, Binici et al. (2009) point out that the effectiveness of outflow controls seems higher in advanced 
economies than in less developed emerging market economies. According to the authors controls appear 
more effective in advanced economies partly because of the better institutional ability to put capital controls 
into effect and a higher regulatory quality in these countries (Binici et al., 2009). 
In addition, a recent IMF staff analysis found some evidence for the effectiveness of outflow controls in 
countries with favorable macroeconomic conditions. Saborowski, Sanya, Weisfeld, and Yepez (2014) look at 
the effectiveness of restrictions on capital outflows in a sample of 37 emerging market economies in the time 
period from 1995 to 2010. The authors especially focus on the impact of a tightening of outflow restrictions 
on the volume of net capital outflows. By the addition of an interaction term to their model the authors find 
that a tightening of outflow controls can effectively lead to a reduction in net capital outflows. However, in 
order to make a tightening of capital controls on outflows effective strong macroeconomic fundamentals or 
good institutions in the country are required or the existing restrictions already need to be fairly 
comprehensive (Saborowski, Sanya, Weisfeld, & Yepez, 2014). 
Ultimately, sometimes policy makers impose foreign exchange controls in order to prevent capital from 
leaving the country and to maintain overvalued exchange rates. However, as noted by Agénor (1990) in the 
long run, these type of capital controls are rather ineffective in preventing an exchange rate from 
depreciating. Furthermore, when foreign exchange restrictions are in place, parallel markets tend to emerge. 
According to the author parallel markets might help to increase the speed of capital flight and have huge 
implications for domestic prices (Agénor, 1990). 
4.4.3 Costs of capital controls 
As discussed before, the evidence that capital controls, both on inflows and outflows are effective at 
achieving their macroeconomic objectives beyond a limited period of time is quite mixed. However, there is 
strong evidence that capital controls are associated with substantial microeconomic costs, especially when 
they are maintained for a longer period of time (Dell'Ariccia et al., 2008). 
In her study “The Microeconomic Evidence on Capital Controls: No Free Lunch” Forbes (2007) points out 
that there is compelling microeconomic evidence on the negative effects of capital controls by analyzing a 
series of microeconomic studies. The author looks at the effects of capital controls on the supply and cost of 
capital, on the market discipline and on the behavior of firms and individuals. One of the author’s findings 
suggests that capital controls make it more expensive for firms to raise capital. Especially, relatively small 
firms that operate in less distorted financial markets and that can neither access international financial 
markets nor have preferred access to credit are negatively affected (Forbes, 2007). In addition Forbes, Desai, 
Foley, and Hines (2006) point out that affiliates of multinational companies that are located in countries with 
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capital controls face higher local borrowing costs than affiliates of the same company borrowing locally in 
countries without controls (Desai, Foley, & Hines, 2006). 
Another finding of Forbes (2007) is that capital controls can isolate an economy from competitive forces, 
reduce its market discipline in financial markets and lead to an inefficient allocation of capital through 
various channels. Furthermore, capital controls can lead to distortions in behavior of multinational firms, 
domestic companies, and individuals. According to Forbes the reason for that is that firms and individuals try 
to minimize their costs of the controls or even try to circumvent them completely. For example, U.S. 
multinationals adjusted their trade patterns, profits and preferred repatriations of dividends in order to avoid 
capital controls. 
Forbes (2007) also indicates that capital controls can come with significant administrative costs. As 
mentioned above companies and individuals try to adjust their behavior in order to minimize their costs of 
the controls. Therefore, governments face administrative costs in order to enforce the controls and to ensure 
their effectiveness. According to Forbes the implementation of capital controls is a dynamic process. People 
and companies find ways to evade controls which decreases their effectiveness over time. Hence, 
governments need to adopt their controls and regulations regularly in order to close loopholes and to answer 
to the adjustments in behavior of firms and individuals caused by the initial implementation of controls. In 
particular, countries with weak institutions, which have inefficient law enforcement mechanisms and high 
levels of corruption, have a lower likelihood to implement and enforce capital controls successfully. Overall, 
Forbes concludes that capital controls have limited economic benefits but are predominantly associated with 
substantial costs and are no “free lunch” (Forbes, 2007). 
Moreover, Ostry, Ghosh, Chamon, and Qureshi (2011) point out that it is important to consider the 
distortions and implementation costs which capital controls may entail. Besides the microeconomic concerns 
described above, capital controls implemented on inflows can also have toxic effects on the efficient 
allocation of financial inflows, in form of investments across countries. As Ostry et al. (2011) argue in their 
paper “Capital Controls: When and Why?” capital controls can have harmful effects on the allocation of 
investments across countries and hurt the perspective for global recovery as well as growth. Furthermore, 
according to Ostry et al. other policies, which are less destructive policies to manage inflows, could be 
replaced through a greater use of capital controls. A greater use of capital controls could contribute to a 
contagion across countries which could lead to the implementation of controls by countries whose individual 
circumstances do not justify the use of such a mechanism. Global imbalances could widen through the 
widespread implementation of controls, especially when countries with undervalued currencies implement 
controls in order to prevent appreciation (Ostry, Ghosh, Chamon, & Qureshi, 2011). Thus, substantial 
macroeconomic costs and spillover effects should be considered before the implementation of capital 
controls. 
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Ultimately, capital controls lower international trade because they make it more expensive to engage in trade 
between foreign countries. Costs are expected to increase even for firms that do not intend to evade the 
capital controls because of additional expenses in order to meet inspection and reporting requirements that 
are associated with the controls (Wei & Zhang, 2007). 
Overall, the evidence on macroeconomic effectiveness of capital controls is rather mixed, their impact has 
been temporary at most and they are associated with considerable microeconomic costs. According to 
Cardelli et al. (2007) controls might play a role in certain cases, but policy makers should not see them as a 
substitute for well-grounded macroeconomic policies that “include a prudent fiscal stance and a supporting 
exchange rate and monetary policy framework, as well as appropriate prudential measures” (Cardarelli et al., 
2007, p. 12). 

5. Capital controls in Argentina and their motivations 
After the crisis in 2001, the degree of financial integration changed in Argentina because the country 
implemented strict control mechanisms on foreign exchange transactions. These restrictions put a ceiling on 
the acquisition of foreign currency by residents and non-residents of Argentina. Besides, the government 
introduced controls on the inflow and outflow of capital to and from Argentina in 2002. Since the crisis, 
existing control mechanisms have been tightened and tightened all over again. For example, for 2005 alone 
the central bank of Argentina released more than 46 communications regarding new reforms for the local 
exchange market and capital controls (BCRA, 2015). Hence, the complexity of current control mechanisms 
in Argentina is very high and it would be out of the range of this paper to present and discuss all of them. 
Thus, this section lists only the most important capital controls and other restrictive mechanisms that have 
been implemented by the government after the crisis of 2001. 
In addition, the section also outlines the motivations for the implementation of capital controls and its 
corresponding objectives. Moreover, this part describes the most common approaches to circumvent existing 
control mechanisms in Argentina because it gives an indication of their effectiveness in general. 
5.1 Exchange regulations and capital controls 
As mentioned in section 2.2, on April 1, 1991 Argentina implemented the Convertibility Plan (Law No. 
23,928) which obligated the Central Bank to sell USDs at a fixed rate of one Peso per USD. After the 
government ended the Convertibility Plan under the Public Emergency Law it abandoned the dollar-peso 
parity. As a result, it simultaneously eliminated the requirement that the central bank’s reserves in gold, 
foreign currency and foreign currency denominated debt had to equal at least 100 percent of the monetary 
base. The Public Emergency Law, which has been amended until December 31, 2015 (Law No. 32,748), 
authorizes the executive branch of the Argentine government with the control over the exchange rate 



41 
 

between the peso and other foreign currencies as well as the power to regulate the related foreign exchange 
market. Pursuant to the Public Emergency Law a brief period of a temporary dual exchange rate system 
followed and since February 2002 the peso has been floated against other foreign currencies (Avellaneda, 
Besanson Tuma, & Caneva, 2011). 
Argentina has been banned from international financial markets since its default on approximately USD 95 
billion in 2001 (Gould, 2013). The resulting shortage but high demand of USD caused the peso to 
significantly depreciate further. Consequently, since Argentina got abandoned from international financial 
markets, the central bank intervened several times in the foreign exchange market by selling USDs to 
strengthen the peso’s exchange rate (Avellaneda et al., 2011). However, the ability to support the Peso is 
limited by the amount of international reserves held by the central bank (Avellaneda et al., 2011). 
Furthermore, as mentioned in the section before, most of Argentina’s outstanding debt is denominated in 
USD. This is another reason why the country is depending on USDs to pay off its international debt 
obligations. 
5.1.1 Exchange regulations 
On February 2, 2002 the Argentine central bank announced that from February 11, 2002 an exchange 
market, called Mercado Único y Libre de Cambios (MULC, single and free-floating foreign exchange 
market), will be established through which (1) all foreign exchange transactions in foreign currency must be 
executed. Moreover, (2) all “foreign exchange transactions in foreign currency must be conducted at the 
foreign exchange rate to be freely agreed upon contracting parties, subject to the requirements and 
regulations imposed by the central bank” (Avellaneda et al., 2011, p. 3). 
Foreign exchange transactions must be conducted by authorized entities, which are subject to certain 
regulations, such as exchange agencies, banks, or financial companies (Avellaneda et al., 2011). All foreign 
exchange transactions that are not conducted through official channels are considered as illegal and are 
prosecuted by the “foreign exchange penalty regime” (Régimen Penal Cambiario), which was established 
together with the MULC (BCRA, 2002). 
The implementation of the MULC implicates a great deal of administrative matters. All in- and outflows of 
currencies from the MULC must be registered with the Argentine Central Bank, which assigns a “Foreign 
Exchange (FX) Trader” for every single transaction in the market. In addition, an exchange contract must be 
signed between the FX Trader and the party that wants to conduct the exchange transaction. In this contract 
the purpose of the transactions needs to be disclosed and a copy of the contract needs to be submitted to the 
central bank. The central bank is authorized to analyze the transactions and to investigate whether the funds 
have been used for the requested purpose that was disclosed in the contract. These contracts are considered 
sworn statements. No exchange transaction may be made without the authorization by these regulations and 
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without relevant supported documentation that allows the FX Trader, involved in the transaction, to prove 
whether the transaction is in line with exchange regulations. As mentioned above, exchange transactions that 
do not comply with the regulations are prosecuted by the foreign exchange penalty regime (Avellaneda et al., 
2011). A noncompliance with the exchange regulations may be fined with penalties up to ten times the value 
of the transaction made (Bulló, Tassi, Estebenet, Lipera, & Torassa, 2012). 
Furthermore, with the implementation of the MULC Argentines are subject to strict exchange controls when 
travelling abroad and are required to obtain authorization from the Administración Federal de Ingresos 
Públicos (hereafter: AFIP, federal tax agency) before they can purchase foreign currency in the exchange 
market. Tax payers in the country need to apply for foreign exchange at the AFIP at least one week before 
they want to go abroad. As from 2011, the applicant needs to specify the reason for travelling abroad and the 
agency will review the last annual tax declarations of the applicant. The AFIP also proofs whether the 
applicant has declared an income which covers the expenses for the journey. 
In case the screening by the AFIP is positive, an amount of foreign exchange for the applicant will be 
determined by the agency. However, there are neither official nor transparent criteria how the agency 
determines the amount of foreign exchange for each applicant (WKO, 2015). In most cases, the permitted 
amount does not exceed USD 200 for a day-trip or USD 400 for a few days (Webber, 2012). Generally, the 
AFIP only allows one foreign exchange per person per year. 24 hours before the journey starts the applicant 
can collect its foreign currency and in case the trip will be canceled, the applicant needs to return the foreign 
exchange within five working days. Otherwise there will be a threat of punishment and the required data for 
the inspection is provided by the immigration office (WKO, 2015). 
On October 25, 2011 when Fernandez was reelected as president, the Argentine government tightened 
existing foreign exchange controls. From that point in time, authorized banks and exchange houses have 
been required to ask individuals who seek to buy as little as USD 100 to provide identification and 
verification of their income and savings (Raszewski, 2013). In addition, investors who want to buy real estate 
or other assets abroad have been required to deposit the equivalent of the sale’s volume in the country. 
Besides, individuals need to verify the origins of their funds, in case it exceeds the amount of USD 250,000 
per year (Avellaneda et al., 2011). Moreover, investors who transfer capital into the country and fail to 
register the funds in the MULC beforehand need the permission of the central bank in order to repatriate 
their funds (Raszewski, 2013). 
In Argentina there are credit card surcharge taxes for holders of cards issued in the country. As of end of 
August 2012, the government mandates banks to communicate credit card purchases of Argentines to the 
AFIP. In addition, the AFIP implemented a surcharge tax of 15 percent on credit cards issued in Argentina 
(Matonis, 2012) which was increased to 35 percent with General Resolution No. 3550/2013 on December 3, 
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2013 (Ernst & Young, 2013). This surcharge tax applies to the following payments: “(1) purchases made by 
Argentine residents, using credit or debit cards issued in Argentina, of goods or services outside of the 
country; (2) purchases made in foreign currency through websites or internet connections; (3) purchases of 
services abroad hired through Argentine travel agencies; and (4) purchases of passenger transportation 
services to foreign destinations by land, air, and water” (Ernst & Young, 2013, p. 1). Moreover, the amount 
that can be withdrawn abroad with credit cards issued in Argentina is very limited (WKO, 2015). 
In addition to the implementation of a credit card surcharge tax, Argentina has restricted online shopping for 
residents and non-residents in 2014. From then on, anyone who lives in Argentina and buys products through 
international websites is required to fill in a declaration. Products ordered through international websites are 
not delivered to the domicile but to a customs office. Argentines have to produce the declaration at the 
customs office, which they have filled in beforehand, to be allowed to collect their packages. The tax free 
limit for online purchases from abroad is USD 25 per year and when the limit is exceeded people have to pay 
50 percent tax on each item bought from international websites (BBC, 2014). 
5.1.2 Foreign trade payments 
With the implementation of the MULC all exporters were required to repatriate and sell the proceeds from 
the exports of goods and services in the market within a specific time frame. So if a company wants to export 
its product to a country abroad it has the obligation to sell the foreign currency received for the good or 
service (“liquidar las divisas” in Spanish) in the MULC at the official exchange rate in a given time period. 
The time period in which the exporter has to sell the foreign currency in the MULC usually ranges between 
60 and 360 days, depending on the industry the exporting company operates in (Avellaneda et al., 2011). 
Moreover, since the implementation of the MULC also importers need to conduct the payment of imports 
through the corresponding authorized entities like banks or exchange houses, at the official exchange rate. It 
has been allowed to pay imports in advance but proof must be given within a specified time frame that the 
related goods or services have entered the country (Avellaneda et al., 2011). Most importers were free to 
bring goods or service into the country. However, car importers were forced by the government to balance 
their imports with exports because according to the government they do not produce anything in the country 
(Webber, 2011). 
As of February 2012, the government further tightened the foreign trade restrictions regarding imports. From 
then on, all importers were required to file a “Declaración Jurada Anticipada de Importación” (DJAI, Early 
Import Sworn Statement) prior to issuing a purchase order – or comparable document – to the supplier 
located abroad. After the importer has filed a DJAI, the corresponding governmental agency will decide 
whether the transaction in the MULC will be permitted or not. If the transaction is approved, the importing 
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company has the obligation to verify that the purchased good or service has entered the country within a 
given time frame after access was authorized to the MULC (Jaca-Otaño & Tuccillo, 2013). 
Besides, residents and non-residents are not allowed to leave the country with cash in excess of USD 10,000. 
Amounts exceeding this volume need to be approved by the central bank. Furthermore, the consent of the 
central bank is required for sales of foreign currency to non-residents exceeding USD 5,000 per month. 
5.1.3 Capital transactions 
During the 1990s capital transactions were liberalized in Argentina. However, after the crisis in 2001 
restrictions on capital transactions were re-introduced. Since the beginning of 2002, foreign transactions of 
currency and transfers to and from the local market must be conducted through the MULC. Shortly after the 
implementation of the MULC the central bank communicated on June 26, 2003, that all residents and non-
residents of Argentina are required to (1) register transfers of foreign exchange in and out of the local market 
with the central bank of Argentina, (2) and capital transactions are subject to a minimum period of 180 
calendar days for which funds entering the country must remain in the country before they can be repatriated 
(InfoLEG, 2003). 
In 2005, the existing capital transfer restrictions have been tightened several times. For example, on May 24, 
2005 with the resolution No. 292 the government extended the minimum time before funds entering the 
country can be repatriated from 180 to 365 calendar days. Furthermore, in June 2005 with decree 616/2005 
the Ministry of Economics and Public Finances imposed an unremunerated reserve requirement (URR) for 
residents and non-residents. This implied for capital entering Argentina a mandatory non-interest bearing 
bank deposit denominated in USD must be opened with a local financial institution. In the account an 
amount equivalent to 30 percent of the total investment has to be deposited for a minimum period of 365 
calendar days (InfoLEG, 2005). The following operations are subject to a URR: 

“(1) financial and non-financial private sector financial liabilities (namely, loans from foreign 
residents to the private sector); […] (2) primary issues of shares of resident companies that are 
neither listed nor traded in regulated markets,[…] (3) specific non-resident portfolio investments; 
(4) external assets sales by private sector residents, for the surplus exceeding the equivalent to USD 
2,000,000 per calendar month (such as the inflows of proceeds from the sales of assets located 
abroad by local companies); […] ; and (5) inflows to the local foreign exchange market allocated to 
subscribe primary issues of securities […] , debt instruments […] , and certain share certificates 
issued by a trust fund trustee” (Avellaneda et al., 2011, p. 5).  

Moreover, in 2005 with decree 616/2005 restrictions for capital market instruments have been implemented. 
Firstly, non-residents are required to open an unremunerated deposit in a national institution in the amount of 
30 percent of the total investment when they want to purchase shares or bonds in the local market. Secondly, 
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there are restrictions for residents that want to buy shares or bonds abroad. Thirdly, residents have to 
repatriate revenues from bonds issued abroad within 365 calendar days. In addition, the authorities request a 
minimum maturity time of 12 months (InfoLEG, 2005). 
A few months after the reelection of Cristina Fernandez de Kirchner in 2011, the daily use of cash in the 
country’s financial markets was limited to 1,000 pesos (USD 231) per person, down from 10,000 pesos. 
Activities subject to the stock and bond markets, investment funds and the futures markets were affected by 
the restrictions. Cash operations above the implemented limit needed to be conducted through authorized 
Argentine bank accounts (Russo, 2012). 
Besides that, as of 2007, communicated by the central bank with notice A 4662 and A 4692, foreigners were 
allowed to send up to USD 500,000 in total abroad per month on interest and liquidation of portfolio 
investment. This amount was the overall monthly limit for all entities authorized to deal in foreign exchange 
taken together (BCRA, 2007). 
5.1.4 Other ad hoc measurements 
The government of President Cristina Fernández de Kirchner also came up with other ad hoc interventions, 
which are strictly speaking no capital control mechanisms. However, as these measures disrupt the free flow 
of capital, this section shortly elaborates on them. 
On November 21, 2008 Argentina's senate approved a plan to nationalize 10 private pension funds which 
were worth approximately USD 24 billion (The Economist, 2008). Moreover, after the re-election of the 
president in 2011, one of her first moves was to change a 2002 decree that required oil, gas and mining 
companies, such as Repsol YPF SA, Total SA, Petroleo Brasileiro SA and Pan American Energy LLC, to 
keep at least 30 percent of their export revenue in the country (Topf, 2011). As from October 2011, these 
companies were ordered to bring back all their investments and funds held abroad. In addition, insurance 
companies received the order to repatriate all their future export revenues (Raszewski, 2013). 
5.2 Objectives of Argentine capital controls 
The previous section described the exchange and capital restrictions in Argentina. In order to be able to 
judge the effectiveness of the Argentine capital controls, this section identifies the most important objectives 
of the capital restrictions. 
5.2.1 Objectives of exchange regulations 
As described in the last section, Argentina implemented strict foreign exchange restrictions. The primary 
objective of the single exchange market, the MULC, is to give the central bank the ability to control capital 
flows. Moreover, it enables the central bank to control the exchange rate of the peso to other currencies, 
especially to the USD. To enable the control of capital flows, foreign exchange is only permitted through 
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authorized institutions of the central bank, as outlined above. It is important to understand that all 
individuals, companies, and importers have to go through the MULC to acquire foreign currency. 
Theoretically, the objective of this market is to enable the central bank to control the flow of foreign 
exchange (Bulló et al., 2012). 
Since the government wants to stop capital outflow from the country which has started after the crisis in 
2001, individuals are subject to strict foreign exchange restrictions imposed by means of the MULC. 
However, as follows in the next section, an unregulated foreign exchange market emerged in Buenos Aires. 
Therefore, in 2012 foreign exchange controls have been tightened for individuals to reduce foreign-exchange 
trading outside the regulated market. People who buy foreign exchange in the official market are monitored 
more closely to hinder them from selling the foreign currency in the unregulated market at a profit. This is 
possible because of the higher price for USDs paid by dealers outside official channels. Therefore, as of 2011 
AFIP reviews identification and income of individuals that seek to buy as little as USD 100. According to the 
head of Argentina’s anti-money laundering agency this is necessary to clear out investors who use other 
people to buy dollars for them in the unregulated market (Raszewski, 2013). Nevertheless, the Argentine 
government relaxed foreign exchange restrictions after the peso had to be devaluated by the central bank in 
January 2014. The currency experienced a plunge of 11 percent, which has been the sharpest fall in 12 years. 
The objective of the lifting of restrictions was to reduce the gap between the official and the black market 
rate by relaxing foreign exchange restrictions (Ro, 2014). 
Moreover, the government tries to stem capital flight by requiring investors who want to buy real estate or 
other assets abroad to deposit the equivalent of the sale’s volume in Argentina. According to section 4.2.2, 
this control mechanism can be classified as indirect control since the Argentine government makes a capital 
transaction more expensive. Thus, it can be argued that the objective is to discourage investors to buy real 
estate or other assets abroad and to keep capital in the country. 
Argentines made regular use of loopholes to circumvent foreign exchange restrictions on cash. In order to 
elude controls residents used their credit cards issued in Argentina for purchases abroad or international 
online purchases. Because of the strict limitations on access to USDs in the local exchange market, in April 
2012 USD 310 million were withdrawn by Argentines with credit cards abroad. Furthermore, due to the high 
inflation rate in Argentina online shopping (Webber, 2012), especially on Amazon and eBay (BBC, 2014), 
peaked because most people preferred consumption over keeping their savings in the bank account. Hence, 
an explicit credit card taxation measure has been implemented with the objective to limit access to foreign 
exchange and to prevent capital from leaving the country (Webber, 2012). 
As outlined in section 4.2.2, explicit taxation theoretically limits the attractiveness of external financial 
transactions and discourages investments in financial assets. In this case, the government increased the costs 
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of Argentine credit card holders through the implementation of surcharge taxes and tried to make the 
circumvention of the official exchange market less attractive. Furthermore, according to BBC (2014) the 
government imposed restrictions on online shopping in order to stop international reserves from falling any 
further (BBC, 2014). 
5.2.2 Objectives of foreign trade payment restrictions 
Since the implementation of the MULC exporters are required to repatriate their proceeds from exports. As 
mentioned before, Argentina has no access to international financial markets since the default in 2001. 
Therefore, the obligation for exporting companies has been implemented to repatriate their export proceeds 
within a certain time limit. The objective of this measure is that the central bank gets access to foreign 
currencies. Besides, it has been used as a tool to maintain the value of the peso against the USD (O'Farrell, 
2011). 
Furthermore, with the implementation of the MULC in 2002 all importing companies were required to 
purchase foreign exchange in the single foreign exchange market. The objective of this measure has been to 
keep track of the volume of foreign exchange used by importing companies and to protect sectors that the 
Argentine government believes to be sensitive for imports (Office of the US Trade Representative, 2013). 
Another implicit objective of the government that importers need to apply for foreign exchange in the 
MULC is to prevent international reserves from depletion. In addition, the authorities want to ensure that 
more foreign exchange enters than leaves the country. After the implementation of the DJAI, an Early Import 
Sworn Statement, the EU challenged Argentina’s import restrictions at the World Trade Organization 
Geneva in 2012. The EU claimed that Argentina systematically delays or refuses imports on non-transparent 
grounds. In addition, importers stated that to be able to import goods or services into Argentina, they have 
been required by authorities to “balance imports with exports, or to increase the local content of the products 
they manufacture in Argentina, or not to transfer revenues abroad” (European Union, 2012, p. 1). These 
requirements are unwritten and non-transparent. However, importers report that these practices seem to be 
the condition in order to be allowed to import goods or services (European Union, 2012). Even though the 
control mechanisms rather encompass trade restrictions than capital controls, they are subject to the single 
foreign exchange market. Further, it can be argued that the requirement for importers to balance their imports 
with export serves to prevent the international reserves of the central bank from exhaustion. The argument is 
derived from a statement of the Argentine government, it mentioned that companies which do not have any 
goods or services to export in order to fulfill the trade balancing requirement, could also contribute capital to 
bring dollars into the country (Webber, 2011). Thus, another objective of the foreign trade payment 
restrictions is to prevent international reserves from exhaustion by balancing the amount of imports and 
exports. 
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5.2.3 Objectives of capital transaction restrictions 
The overall objective of the restrictions on capital transactions, as outlined above, has been to discourage 
investors from making speculative, short-term investments. According to the Argentine central bank this 
measure has been implemented as a response to a higher confidence of investors in the Argentine market. 
The higher confidence resulted from the economic policies implemented in 2002. As a consequence, the 
central bank registered a trend towards external capital inflows in various forms. Therefore, the central bank 
implemented a minimum investment time of 180 calendar days for capital entering the country. These capital 
restrictions have been implemented with the objective to discourage investors from speculative investments 
(InfoLEG, 2003). 
In 2005 the minimum investment time was extended from 180 to 365 calendar days. As aforementioned, 
through the minimum investment time the government wants to discourage short-term and speculative 
investments. Furthermore, in June 2005 with decree 616/2005 an unremunerated reserve requirement (URR) 
on capital inflow for residents and non-residents has been imposed. By definition the objective of an URR is 
to increase the sensitivity of capital flows. In this specific case, the government tried to limit capital inflows 
by making certain types of capital transactions less attractive through a reduction in their effective rate of 
return (see section 4.2.2). It is important to note that long term investments, like FDI, and foreign trade 
transactions, are exempt from an URR (Kent, n.d.). So the government has not been trying to discourage 
long-term capital inflows, which are less speculative, but rather short-term investments. 
Furthermore, in 2005 with decree 616/2005 the central bank tightened existing capital transaction restrictions 
and other controls. The reason for this was that the central bank recorded higher capital inflows into the 
country. This was attributed to a higher confidence in the national market, the positive development of the 
exchange market and the improvements of the economic situation in Argentina. Therefore, the central bank 
argued that it would be necessary to continue with policy measures that aim at the retention of stability and 
economic recovery, and regulate the movement of capital to and from Argentina. Thus, with the objective to 
stabilize the economy and further discourage speculative short-term investment, the central bank extended 
the minimum investment period from 180 to 365 calendar days (InfoLEG, 2005). 
Apart from that, the central bank imposed a ceiling on income from foreign investments capital outflows in 
order to stop capital from leaving the country. Later, after the reelection of the president the central bank 
restricted the amount of the daily limit of cash that can be used in the country’s financial markets 
substantially. The objective has been to regulate cash transactions as it is argued that they permit investors a 
higher degree of irregularities than electronic transactions. Moreover, with these measures dividends should 
be limited and the pace of capital flight should be decreased (Russo, 2012). 
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5.2.4 Objectives of other ad hoc measurements 
The objectives of the other ad hoc measurements conducted by the Argentine government seem to be mostly 
motivated by the desire of the central bank to get access to foreign currency in order to stop the international 
reserves from depletion. 
Officially, pension funds have been nationalized to rescue the investments from volatile foreign equity 
markets, in which about 13.5 percent of the funds were invested. However, according to an article in The 
Economist (2008) this measure was an attempt to generate foreign exchange because the government had to 
repay USD 23 billion of expiring bonds over the next two years (The Economist, 2008). 
In addition, the president ordered oil, mining and gas companies to repatriate all their investments and funds 
held abroad from 2011 onwards. According to Raszewski (2013) the objective of this measurement has been 
to delay capital flight and to get access to foreign currency (Raszewski, 2013). Moreover, the president 
defended her ad hoc controls mechanisms as a way to keep USDs in the country and to make sure that 
national companies can get foreign exchange to import goods for production (Burke, 2012b). 
5.2.5 Main policy objectives of Argentine capital controls 
Overall, it seems that the Argentine government pursues four main objectives with the implementation of 
capital controls. Firstly, capital controls in Argentina have been implemented to maintain a certain degree of 
monetary and exchange rate policy autonomy. As mentioned above, the MULC has been implemented to 
grant the central bank the ability to control capital flows and the exchange rate of the peso to other 
currencies, with specific focus on the USD. The nominal exchange rate of the peso experienced huge 
downward pressure after the end of the Convertibility Plan in 2002 due to a loss in confidence in the peso. 
Hence, capital controls on outflows have been implemented to avoid, or rather mitigate, depreciation 
pressures on the nominal exchange rate and to limit the overall volume of capital outflows. Otherwise, 
without the implementation of controls an intensification of monetary conditions or the tightening of any 
other complicated measure would have been necessary to avoid depreciation, as mentioned in section 4.3.1. 
Secondly, another macroeconomic objective why the government introduced capital controls is to prevent 
international reserves from depletion. As Argentina has been banned from international financial markets 
since its default in 2001, the country depends on international reserves to pay its foreign debt. Thus, with the 
intention of reducing outflows and maintaining central bank reserves, capital controls have been introduced 
(Raszewski, 2012b). Furthermore, to stop foreign reserves from decreasing, the government has tightened 
existing controls several times. For example, controls have been tightened through the implementation of 
surcharge taxes on credit cards and stricter requirements for purchases of foreign currency in the exchange 
market. Besides, the president stated various times in public speeches and interviews that Argentina cannot 
afford to sell USDs to the average saver because the country needs USDs for companies that want to import 
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goods for production (Gambarotta, 2012). At the same time while limiting outflows, since the 
implementation of the MULC in 2002 exporters have been required to repatriate export proceeds and sell 
them in the foreign exchange market. The objective is to get access to foreign currency and maintain a 
constant level of international reserves. As argued above, later in 2012 to prevent foreign reserves from 
depletion the government required importing companies to balance their exports with imports. Thus, in order 
to maintain a decent stock of international reserves in the central bank, the government limited purchases of 
foreign currency for individuals and companies, in addition to this, they imposed trade restrictions. 
Thirdly, as described in section 4.3.1, the government has been trying to reduce the fluctuations in short-term 
capital inflows which could theoretically lead to variations of the exchange rates. These fluctuations can, for 
example, be caused by herding behavior and asymmetric information. As the government recognized higher 
capital inflows due to more confidence in the Argentine economy in 2003, the country’s policy makers most 
likely feared inflows of “hot money”. As argued by Magud et al. (2011), "hot money" is one of the fears of 
policy makers which leads to the implementation of controls on inflows because inflows of “hot money” can 
lead to dislocations of capital and a resulting reversal can damage the economy. Thus, in 2003 a minimum 
investment time for funds entering the country of 180 days was implemented, in 2005 it was extended to 360 
days, and in addition, an URR of 30 percent of the total amount of the investment has been implemented. 
Overall, these measures have been imposed with the objective to limit short-term capital inflow by altering 
the maturity composition of the inflows towards longer maturities. 
Ultimately, with the implementation of the MULC, the minimum investment requirement in 2003 and 2005, 
and the URR in 2005, the central bank communicated that these measurements have the objective to 
contribute to the overall development of the Argentine economy. In addition, the central bank intended to 
contribute to economic stability as well as exchange market stability with these policies (see BCRA, 2002; 
InfoLEG, 2003; InfoLEG, 2005). Thus, another important objective of the central bank is to support the 
macroeconomic development of the Argentine economy. 
5.3 Common approaches to circumvent the capital controls in Argentina 
Having outlined the most important capital control mechanisms that were implemented after the Argentine 
crisis and its corresponding objectives, this section looks at the most common approaches among residents 
and non-residents to circumvent the controls in Argentina. As mentioned before, Forbes (2007) argues that 
over some time people and companies find ways to evade controls which decreases their effectiveness. 
Given that by definition an effective set of capital controls could not be circumvented, it is important to look 
at common approaches how controls are eluded. However, to identify all mechanisms that Argentines uses to 
circumvent restrictions would be out of scope of this paper; therefore, only five common approaches to elude 
controls in Argentina are described below: 
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Firstly, one popular and legal mechanism to elude capital controls in Argentina is the “Contado con 
liquidación” which is called “Blue Chip swap” (BCS) in English. A domestic investor purchases a peso-
denominated security onshore, transfers the purchased asset to a domestic bank branch that is located 
offshore and sells it for USDs. The funds from the foreign asset are later transferred to a domestic bank 
account. This is a legal way to circumvent the capital controls and is known as the BCS. As depicted in chart 
9, investors are willing to pay a substantial premium on BCSs in order to convert their capital into USDs and 
circumvent the official currency market (Chodos & Arsenin, 2012, see Chart 9). In 2008, the government 
implemented regulations of a minimum holding period of the bonds transferred aboard, so that the seller of 
BCSs is required by authorities to hold the security for at least 72 hours (BCRA, 2008). A similar strategy to 
generate USDs was to buy Argentina's Boden 2012 (Bonos del Gobierno Nacional, National Government 
Bonds) that matured in August 2012. The proceedings of the bonds could be deposited in offshore accounts 
denominated in USD (Burke, 2012a). 
Chart 9: Premium blue chip swap (USD/ARS): 2013 - 2014 

 Own editing, Data Source: (ámbito.com, 2015) 
Secondly, probably the most popular approach among residents, non-residents and especially tourists to 
circumvent the official MULC is the black market in Buenos Aires. After Kirchner was reelected in 2011 
and foreign exchange restrictions have been tightened, a black market emerged in the city centre of the 
capital of Argentina. As outline in section 5.1.1, it became more difficult for Argentines and required a great 
amount of paperwork to purchase foreign exchange in the official market. Thus, people searched for other 
opportunities to protect their savings against inflation or to get foreign exchange to travel abroad. The black 
market was initiated by tourists traveling to Buenos Aires bringing hard currencies into the country. Even 
though according to Argentine foreign exchange laws it is illegal to buy or sell foreign currency outside the 
official exchange market (Herzbach, 2014), it is estimated that the black markets moves approximately USD 
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10 million every day (Lopez, 2014). Furthermore, the black market has emerged to an established market 
over the years, so that even large Argentine newspapers, such as La Nación and Ambito, publish the black 
market exchange rate, which is called Dólar Blue, every day. 
Due to the tight restrictions on foreign exchange, high inflation and the recent technical default Argentines 
are willing to pay high premiums in order to convert their savings into hard currency (Herzbach, 2014). As 
depicted in chart 10, the premium on the Dólar Blue developed at a constant rate from 2011 to 2014. The 
unofficial exchange rate reached its peak on January 29, 2014. On that day one USD was sold for 12.95 ARS 
on the black market compared to 8.2 ARS in the official market (Dólar Oficial). Thus, people accepted to 
pay a substantial premium for one dollar on the black market because of the tight restrictions (see chart 10). 
Chart 10: Premium dólar blue (USD/ARS): 2010 - 2014 

 Own editing, Data Source: (ámbito.com, 2015) 
One reason why Argentines turn to the black market is that it is easier and, in the long run, possibly safer to 
obtain dollars, albeit it is more expensive to go through the black market than through official channels. 
Another reason why Argentine citizens have been turning to the black market for USDs is that they can keep 
transactions off the books, which means away from the reach of the federal tax agency. Noteworthy is that 
Chinese supermarkets, which are all over Buenos Aires, are some of the largest players in the black market. 
They convert huge volumes of pesos that they receive from their operations in order to pay debt or send 
money home to China (Herzbach, 2014). 
Thirdly, another common approach to circumvent foreign exchange transactions was to travel, mostly by 
boat, to the neighboring country Uruguay in order to withdraw USDs. Mostly Argentines went to Colonia de 
Sacramento, which is approximately half an hour by boat from Buenos Aires, and withdrew USD with their 
credit cards. In Uruguay foreigners can get USD at ATMs, even if they do not have American bank accounts. 
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Argentines used to come to Uruguay with several credit cards from their friends and relatives and queued in 
front of ATMs to withdraw USDs, especially on weekends (De los Reyes, 2013). As mentioned in section 
5.1.1, the government imposed a surcharge tax on credit cards to close the loophole by end of 2012. In 
addition, the president ordered credit card companies to enforce stricter limits in 2013. Therefore, the 
Colonia dollar, as Argentines used to call it, became less attractive by end of May 2013 (Visan, 2013). 
Fourthly, another common option to elude capital controls in Argentina is to use exchange agencies like 
Azimo Ltd. or Mobile Wechselstube (mobile exchange office). This option is popular among tourists, expats, 
and foreign companies since the only requirement is to hold a foreign bank account (Hoffman, 2014). For a 
small administration fee money can be transferred from an international bank account to these companies. 
One day after the transfer, customers can pick up Pesos, exchanged at a close black market rate, in one of the 
branches in Buenos Aires and other major cities (Azimo Ltd., 2015). 
Ultimately, in order to get a hand on hard currencies most local people exchange money at the unofficial 
rate. Furthermore, some landlords charge exchange students, expats and tourists in USDs or EURs since they 
prefer hard currencies over the peso for saving purposes because of high inflation (Pisarenko, 2014). 
Overall, there are several common possibilities for residents and non-residents to bypass the official market 
in Argentina but to list them all would exceed the scope of this paper. However, in general these few 
examples listed above show that people tend to change their behavior in the long run and adjust to controls in 
order to minimize their costs of capital controls, as outlined in section 4.4.3. 

6. Macroeconomic development of the Argentine economy since the crisis 
The previous section outlined the capital controls that have been implemented in Argentina after the crisis of 
2001 and its corresponding objectives. This section examines the post crisis macroeconomic development of 
the Argentine economy during the period capital controls have been in place. However, as capital controls 
are still in place at the time of the authorship of this paper, it is important to set an end line for the research of 
the economic development. Thus, for research purposes this paper only looks at data until the technical 
Argentine sovereign default on July 31, 2014. The section puts a specific focus on the years 2002, 2003, 
2005 and 2011 because during these years controls have been tightened, as outlined in previous sections. 
Further, the macroeconomic data which is analyzed in this section has been selected under the consideration 
of the overall objectives of the capital controls, as outlined in section 5.2. According to Ostry et al. (2010) an 
effective set of capital controls should fulfill its intended policy objectives, as already mentioned before. 
Analyzing the data with this definition in mind helps to reveal whether the Argentine capital controls were 
effective during the observed period. 
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As concluded in the previous section one of the four main policy objectives that the Argentine government 
has been pursuing with the implementation of capital controls is to achieve a certain degree of monetary and 
exchange rate autonomy. Furthermore, the government wanted to avoid downward pressure on the nominal 
exchange rate. Thus, the next paragraphs examine the nominal and real exchange rate of the peso, as well as 
annual inflation. As illustrated in chart 11, after the crisis in 2001 the nominal exchange rate to the USD has 
been under great pressure of depreciation. When the convertibility plan was abandoned in 2002, the peso 
depreciated to the USD and peaked in 2003 at 3.60 USD. However, until 2004 it appreciated to 
approximately 2.80 USD and was almost stable until August 2008. Nevertheless, from the end of 2008 until 
the technical default in 2014 the nominal exchange rate of the peso to the USD depreciated from USD 2.80 
to more than USD 9.10. According to chart 11, the nominal exchange rate substantially increased after the 
tightening of controls in 2011, especially from January 2014 until the technical default the peso depreciated 
by more than 16 percent to the USD (see chart 11). 
Chart 11: Nominal exchange rate (USD/ARS): 2002 - 2014 

 Own editing, Data Source: (OANDA, 2015) 
Another important indicator is the real effective exchange rate (REER) index, which shows the development 
of the real value of a country’s currency against a basket of the trading partners of the country (Durlauf & 
Blume, 2008). Before the financial crisis in 2001, the real value of the peso was above 250 points because of 
the peg to the USD, which reached its highest value within 15 years. However, after the Convertibility Plan 
was ended the REER index decreased significantly to 100 points, as can be seen in chart 12. Overall, over 
the period from 2003 to 2014 the REER index decreased, which made the Argentine peso less valuable 
compared to a basket of currencies composed of Argentina’s main trading partners. As a result, the country’s 
exports should have increased in competitiveness. However, there are no significant changes in the REER 
index in the years of the tightening of controls (see chart 12). 
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Chart 12: Real effective exchange rate (Index 2010=100): 2001 - 2014 

 Own editing, Data Source: (Federal Reserve Bank of St. Louis, 2015) 
Besides, before the implementation of the Convertibility Plan inflation had been a problem in Argentina. As 
shown in chart 13, after Argentina ended the Convertibility Plan and implemented capital controls, annual 
inflation rose dramatically. The year after the crisis annual inflation was more than 30 percent. However, 
after the implementation of the foreign exchange market in 2002 annual inflation dropped by more than 20 
percent in 2003 but in the next year it was even higher than in 2002. In 2005 it decreased to more or less 10 
percent again, from 2005 until 2008 annual inflation rose to more than 20 percent. Thereafter, it slightly 
decreased below 10 percent but constantly increased until the technical default in 2014. In 2014 annual 
inflation was more than 25 percent (see chart 13). 
Chart 13: Annual inflation in Argentina: 2001 - 2014 

 Own editing, Data Source: (The World Bank, 2015b) 
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Another main objective of the Argentine government has been to stop foreign reserves from falling. As 
demonstrated in chart 14, after the Argentine financial crisis, international foreign reserves were at a low 
level of USD 10.49 billion. However, with the implementation of the MULC in 2002 foreign reserves 
increased sharply until 2007 and more smoothly until 2010. Nevertheless, in the period from 2010 to 2013 
the stock of international reserves fell back to a similar level of 2005. Especially, after the tightening of 
controls in 2011 the stock of international foreign reserves decreased by more than USD 14 billion, even 
though there was a little increase from 2013 to 2014 (see chart 14). 
Chart 14: International foreign reserves: 2001 - 2014 

 Own editing, Data Source: (EIU, 2015) 
Furthermore, to maintain a stable stock of international foreign reserves, the Argentine government required 
exporters to sell their export proceeds in the local exchange market. Exports and imports substantially 
increased from the end of the crisis until 2008, as illustrated in chart 15. Since the volume of exports was 
always higher than the volume of imports between 2002 and 2008, the balance of trade (BOT) was always 
positive during that period. This contributed to an increase in international foreign reserves because foreign 
currency flew into the country. However, after the Global Financial Crisis exports and imports decreased in 
2009 but grew again until 2011. Since 2011 stricter import restrictions have been in place and importers are 
required to balance their imports with exports. In the following year, both imports and exports decreased. 
Furthermore, the BOT is expected to decrease significantly which might indicate that stricter import 
restrictions may have an impact on the volume of exports (see chart 15). 

14,55 10,49 14,15
18,88

27,18 30,90

44,68 44,86 46,09 49,73
43,23 39,92

28,14 29,02

0
10
20
30
40
50
60

in U
SD 

bill
ion



57 
 

Chart 15: Balance of trade Argentina: 2001 - 2014 

 Own editing, Data Source: (INDEC, 2015) 
The decrease in the trade balance contributed to the decline of the current account balance as a percentage of 
GDP. In the period from 2002 to 2010 the balance decreased from USD 7.2 billion to USD 0.3 billion, as 
shown in chart 15. In 2011, when Cristina Fernandez de Kirchner was reelected and controls tightened, it 
even turned into a deficit and further decreased from 2011 to 2014 from USD -0.4 to USD -0.9 billion (see 
chart 16). 
Chart 16: Current account balance: 2001 - 2014 

 Own editing, Data Source: (EIU, 2015) 
Furthermore, as mentioned in section 5.3, in order to prevent international reserves from falling tight foreign 
exchange restrictions were imposed. Thus, a black market for hard currency emerged in Buenos Aires in 
2011. Until the tightening of foreign exchange controls at the end of 2011 the official and unofficial 
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exchange rate were moving close to each other. However, as depicted in chart 10, after the tightening the 
spread between the official and unofficial exchange rate of the peso to the USD increased dramatically until 
the technical default in 2014. Noteworthy is that even when the nominal exchange rate depreciated heavily in 
January 2014, the unofficial rate peaked at approximately 12 USD at the same time which represented a 
premium of more than 50 percent (see chart 10). 
A third objective of the Argentine government to implement capital controls had been to reduce speculative 
investments by altering the maturity structure and composition of inflows. As outlined before, Ostry et al. 
(2010) also examined the composition of foreign liabilities in Chile from 1991 to 1998. Hence, this paper 
looks at the same data than Ostry et al. Chart 17 shows the composition of Argentina’s foreign liabilities, 
which includes portfolio equity, the stock FDI and short-term debt, in the period from 2001 to 2013. As can 
be seen in the chart, the proportion of portfolio equity inflows of foreign liabilities did not significantly 
change over the observed period, except in 2007 when it slightly increased to about 7 percent. Besides, after 
the crisis in 2001 until 2003 the proportion of FDI was about ten percent of foreign liabilities. During the 
same period, the proportion of short-term debt of total foreign liabilities was about 90 percent. However, 
from 2004, after a minimum investment time was implemented in Argentina, the proportion of FDI of total 
foreign liabilities gradually increased to more or less 30 percent until 2013. In contrast, as of 2004 the 
proportion of short-term debt of total foreign liabilities decreased constantly to approximately 70 percent 
until 2013 (see chart 17). 
Chart 17: Composition of foreign liabilities: 2001 – 2013 

 Own editing, Data Source: (The World Bank, 2015a) 
However, according to absolute numbers FDI was almost constant between 2005 and 2010, as illustrated in 
chart 18. This implies that the absolute number of short-term external debt decreased during the same period. 
As shown in chart 19, after the minimum investment time has been extended and URRs have been 
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implemented in 2005, short-term external debt stocks indeed decreased until 2010. Besides, long-term 
external debt stocks increased in the period from 2005 to 2009 (see chart 19). Hence, the change in the 
maturity structure of external debt might indicate that the minimum investment time and the imposition of 
URRs were effective in tilting the composition of inflows away from short-term maturities. 
Chart 18: Foreign direct investment – Net inflows: 2000 - 2013 

 Own editing, Data Source: (The World Bank, 2015a) 
Chart 19: External debt Argentina: 2001 – 2013 

 Own editing, Data Source: (The World Bank, 2015a) 
As can be seen in chart 20, capital flows varied over the period from 2001 to 2014. After the financial crisis 
until the end of 2003 capital flew out of the Argentine economy. However, after 2003 there was some inflow 
until the end of 2005, which was the reason why the central bank implemented URRs and extended the 
minimum investment time. In the first quarter of 2006 capital flows reverted and more than USD 7 billion 
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flew out of the economy. However, from the second quarter of 2006 to the second of 2007 capital entered the 
economy again. From the second quarter of 2008 until the last quarter of 2009 there was a period of outflow. 
Thereafter, capital entered again until the third quarter of 2011. However, overall there is no clear pattern, 
especially under the consideration of the years in which capital controls have been tightened, regarding the 
flow of capital over 2001 to 2014 (see chart 20). 
Chart 20: Capital flows (capital and financial account): 2001 – 2014  

 Own editing, Data Source: (Mecon, 2015) 
Ultimately, a fourth main objective why capital controls have been imposed in Argentina was to contribute to 
the overall macroeconomic development of the country. Hence, the following paragraphs examine the 
development of the GDP and put it into perspective by comparing it to Argentina’s neighbor countries. 
Furthermore, it looks at the unemployment rate and local stock index of Argentina. As illustrated in chart 21, 
after the year of the financial crisis, the gross domestic product (GDP) of Argentina decreased by more than 
60 percent in 2002. However, post crisis growth has been remarkable because the Argentine GDP grew 
almost at a constant rate over the years from 2002 to 2013. In absolute numbers, from 2002 to 2013 GDP 
increased from USD 102 billion to USD 622 billion, which represents a growth rate of more than 600 
percent. Though, in the year of the technical default, GDP decreased slightly to USD 540 billion. Still, GDP 
was five times higher than in 2001. In addition, as exemplified in chart 21, the unemployment rate in 
Argentina substantially decreased from more than 18 percent to less than 7 percent from 2002 to 2013 (see 
chart 21). 
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Chart 21: Argentine GDP and unemployment rate (until 2013): 2001 – 2014 

 Own editing, Data Source: (Mecon, 2015) 
Compared to its neighbor countries, such as Brazil, Uruguay and Chile, Argentina’s GDP grew at a higher 
rate between 2003 and 2007. After capital controls were implemented in 2003 the country’s GDP grew faster 
than the GDP of its neighboring countries. During the Global Financial Crisis Argentina’s GDP growth was 
just average but after the crisis it outperformed it neighbor in 2010 and 2011. However, from 2012 to 2014 
Argentina’s GDP growth was among the lowest rates (see chart 22). 
Chart 22: Argentine GDP growth compared to neighbor countries: 2001 - 2014 

 Own editing, Data Source: (The World Bank, 2015b) 
Furthermore, as depicted in chart 23, the Argentine stock index MERVAL (Mercado De Valores De Buenos 
Aires S.A., literally Stock Market), which is the most important index of the Buenos Aires stock exchange 
(MERVAL, 2015), increased from less than 1,000 to over 8,000 points over the period from 2001 to 2014. In 
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addition, compared to the American S&P 500 the growth rate of the MERVAL was substantially higher 
between the end of 2012 and the technical default in 2014. Under consideration of the implementation of 
capital controls in 2002 and the following tightening in 2003 and 2005 the MERVAL increased constantly 
until the Global Financial Crisis in 2007. After the Global Financial Crisis it slowly recovered until end of 
2010. However, after the elections of 2011 and the succeeding tightening of the capital controls, the index 
decreased slightly. But thereafter, as mentioned above, it increased significantly until the technical default in 
2014 (see chart 23). 
Chart 23: MERVAL index and S&P 500: 2001 – 2014 

 Own editing, Data Source: (Yahoo Finance, 2015) 

7. Effectiveness of capital controls in Argentina and microeconomic costs 
As mentioned before in section 4.3, Ostry et al. (2010) argued that “the effectiveness of capital controls 
needs to be judged against the objectives in imposing them”. Having outlined the main objectives of the 
Argentine capital controls in section 5.2, an analysis of macroeconomic data followed in section 6. As stated 
before, the data was selected under the consideration of the main objectives of the capital controls that have 
been implemented after the financial crisis in 2001. Since the aim of this paper is to examine whether the 
Argentine capital controls were effective until the technical default in 2014, in this section a discussion about 
the effectiveness of the Argentine capital controls in achieving their main policy objectives follows. 
Furthermore, a discussion on the preconditions for effective controls in Argentina is incorporated into this 
section. As section 4.4.3 highlighted the importance to look at potential microeconomic costs that can arise 
when capital controls are implemented. This section examines the additional costs that arose for Argentine 
companies after capital controls had been implemented. 
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7.1 Effectiveness regarding main policy objectives of capital controls 
As discussed in the previous part of this paper, the Argentine government intended to avoid downward 
pressure on the nominal exchange rate with the implementation of capital controls on outflows. However, the 
nominal exchange rate constantly depreciated to the USD. This is a sign that downward pressure on the 
nominal exchange rate could not be avoided with the implementation of capital controls on outflows. 
Furthermore, in January 2014, the Argentine central bank had to devaluate the peso the most in 12 years 
because the institution reduced its intervention in the foreign exchange market to preserve international 
foreign reserves from falling (Porzecanski, 2014). Especially, after January 2014 until the technical default in 
June 2014, the nominal exchange rate depreciated substantially. Thus, overall the objective of the Argentine 
government to avoid downward pressures on the nominal exchange rate with the implementation of controls 
was not achieved. 
Besides, the REER index declined from 2003 to 2014. Hence, the peso not only depreciated against the 
dollar but also against a broad basket of other currencies, composed of Argentina’s main trading partners. 
Furthermore, since the implementation of capital controls, annual inflation only slightly dropped below 10 
percent once, which was in 2009. Given the developments of the nominal exchange rate, the REER index, 
and annual inflation, the government’s objective to gain a certain degree of monetary and exchange rate 
autonomy by implementing capital controls was not achieved. 
Moreover, the Argentine government did not manage to stop international foreign reserves from falling by 
implementing capital controls. This was one of the most important motivations why the Argentine 
government implemented controls because it had been unable to raise capital from international financial 
markets since the sovereign default in 2001. As described in the section before, until 2010 international 
foreign reserves significantly increased but from then on until the technical default reserves were dwindling 
at a rapid rate. To emphasize the importance of the objective, on November 18, 2013 when reserves declined 
to approximately USD 30 billion the former president of the central bank, Mercedes Marcó del Pont, was 
replaced by Juan Carlos Fábrega because of the former president’s inability to maintain the stock of foreign 
international reserves. However, with the new president of the central bank in office the stock of 
international reserves further decreased until January 2014. From then on until the technical default in 2014 
international reserves increased slightly. Nevertheless, in June 2014 the level of reserves was only similar to 
the one of 2005 (Cachanosky, 2015). 
Additionally, the development of the BOT had been worrisome until the end of 2014 and contributed to the 
decline in foreign reserves. In the year of the technical default, the BOT generated the least surplus 
throughout the entire Kirchner period and was similar to the amount of the year of the recent financial crisis. 
According to Cachanosky (2015) the decline in the BOT can be attributed to the controls on imports that 
were tightened end of 2011. Argentine domestic manufactures are mostly dependent on imported inputs for 
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the production of local goods. Therefore, the restrictions on imports also represent a risk for exports. For this 
reason, both imports and export began to fall after the tightening of controls in 2011 (Cachanosky, 2015). 
Because Argentina had no access to international credit markets since its default in 2001 the Fernandez 
administration depends on a trade surplus to maintain or increase the level of foreign reserves (Raszewski, 
2012a). 
On the one hand, the emergence of the parallel exchange market in Buenos Aires was a sign that foreign 
exchange controls were effective until the technical default. Due to tightening of foreign exchange 
restrictions in 2011, access to foreign currency was very limited. As outlined in section 5.1.1, the amount of 
foreign currency that could be purchased in the MULC was very limited since 2011. Traditionally, 
Argentines prefer to hold their savings in USDs because of the Convertibility Plan and resulting low 
confidence in the peso. Furthermore, Argentina has a continuing history of high inflation which contributes 
to the demand of hard currency. According to Raszewski (2012a) after the tightening in 2011, withdrawal 
from investors fell from USD 8.4 billion in the third quarter to USD 3.3 billion in the last quarter of 2011 
(Raszewski, 2012a). As a result of the effective foreign exchange controls people purchased foreign 
exchange at a premium on the black market. As pointed out in section 4.4.2, according to Agénor (1990) the 
appearance of parallel markets is a natural consequence of foreign exchange controls. The author indicates 
that in the long run foreign exchange controls are rather ineffective in preventing an exchange rate from 
depreciating (Agénor, 1990). As discussed above, the findings of the study are in line with the situation in 
Argentina because the nominal exchange rate as well as the REER depreciated significantly until the 
technical default. Certainly, with the tightening in 2011, the Argentine government successfully limited the 
access to foreign exchange and decreased the volume of capital leaving the country in the short-term. 
Nevertheless, the government neither succeeded in preventing the nominal exchange rate from depreciation 
nor international reserves from falling with the implementation or tightening of capital controls. 
On the other hand, the emergence of the black market in Buenos Aires means that foreign exchange controls 
were not effective in controlling all the capital that entered or left the economy. The Argentine black market 
represents a great incentive for tourists to travel to the country because Argentina becomes more affordable 
to them. For example, from 2013 to 2014 the number of Uruguayan and Brazilian tourists rose by 47 and 27 
percent, respectively (Tsang, Walsh, & Pimentel, 2014). These tourists brought a significant amount of 
foreign currencies into the country. As aforementioned in section 5.3, it is estimated that the black market 
moves USD 10 million per day. Assuming that a year has approximately 252 business days the turnover of 
the black market amounts to more than USD 2.5 billion per year. To put this into perspective, the yearly 
amount of exchange moved by the black market in Argentina represents almost ten percent of the stock of 
international foreign reserves in the Argentine central bank in 2014. Thus, every single year approximately 
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USD 2.5 billion is not exchanged through the MULC, which makes the foreign exchange market clearly 
ineffective. 
Besides, due to the high spread between the black market rate and the official rate there is an incentive for 
Argentines to purchase foreign exchange in the official foreign exchange market and sell the acquired 
exchange in the black market at a profit. This contributes to the decline in foreign reserves. However, after 
tightening the foreign exchange controls in 2011, the amount of foreign exchange purchased in the MULC 
declined from USD 8.4 billion in the third quarter of 2011 to USD 1.6 billion in the first quarter of 2012 (The 
Economist, 2012). Thus, this can be interpreted that the tightening of foreign exchange had an effect in the 
short-run. Nevertheless, in the long run the Argentine government was not able to hold back international 
foreign reserves from falling with the implementation of foreign exchange controls. Therefore, on the whole 
the second main policy objective of the implementation of capital controls was not achieved. 
However, there is some evidence that the Argentine capital controls on inflows altered the maturity structure 
and the composition of capital inflows. As the analysis in the earlier sections revealed, after a minimum 
investment time was imposed in 2003, the proportion of FDI of total foreign liabilities increased in the 
period from 2004 to 2013. In addition, the proportion of short-term debt of total foreign liabilities decreased 
constantly until 2013. Even though, in absolute numbers FDI was almost constant it seems that the 
composition of foreign liabilities changed. This finding is in line with Ostry et al. (2010) who examine 
controls in Chile between 1991 and 1998. Hence, there is some evidence that the minimum investment time, 
which was implemented in 2003 and further tightened in 2005, changed the composition of foreign liabilities 
effectively in Argentina. 
Moreover, after the implementation of URRs and the extension of the minimum investment time in 2005, 
short-term external debt decreased in absolute numbers during the period from 2005 to 2010. Besides, long-
term external debt stocks increased from 2005 to 2009. Thus, the results of this paper are in accordance with 
De Gregorio et al. (2000) and Ariyoshi et. al (2000). The authors examined the maturity structure of the 
external debt stock in Chile and Colombia after both countries introduced URRs. The authors observed a 
similar effect and concluded that the URR in both countries effectively tilted external debt towards a longer 
maturity structure (see Ariyoshi et al., 2000; De Gregorio et al., 2000). Hence, there is some evidence that 
the third of the four main objectives, which is to reduce speculative short-term investments by altering the 
maturity structure and composition of inflows with minimum investment times and URR, was achieved. 
Controls seem to have little effect on the volume of capital inflows. As mentioned before, the URR was 
imposed in the second quarter of 2005 because the central bank noted higher inflows. However, as analyzed 
in the preceding section, in the third and fourth quarter of 2005 the amount of inflows grew even further. 
Although, in the first quarter of 2006 there was a huge outflow, in the second and third quarter capital flows 
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were positive again. Thus, overall there is little evidence that neither the UUR nor the minimum investment 
time had a significant effect on the amount of inflows in the long-run. This finding is in line with the result 
of Clements and Kamil (2009) as well as with the findings of Cardarelli, Elekdag and Kose (2009). 
As communicated with the implementation of capital controls, another objective of the Argentine 
government was to achieve economic stability. During the period capital controls were in place, the overall 
macroeconomic development of the country appeared favorable until the technical default in 2014. The 
country’s GDP increased from 2002 to 2013 by more than six times. Compared to Argentina’s neighbor 
countries, the Argentine economy grew at a higher rate between 2003 and 2007. Moreover, after the Global 
Financial Crisis in 2007 GDP growth was higher than in Brazil, Uruguay and Chile in 2010 and 2011. 
However, after capital controls were tightened in 2011, the country’s GDP growth rate was lower than 
Chile’s and Uruguay’s growth rates. Nevertheless, during the period capital controls were in the place the 
unemployment rate fell from 18 to less than 7 percent from 2002 to 2013. Furthermore, the development of 
the most important stock index of Buenos Aires, the MERVAL, was generally positive during the period 
from 2002 to the technical default in 2014. However, considering the years when controls were tightened 
there were no significant changes in the index. In general, the macroeconomic development while capital 
controls were in place was positive until the technical default in 2014. But it is important to keep in mind that 
inflation had been a constant problem because it was mostly above 10 percent during the period from the 
financial crisis to the technical default in 2014. Hence, overall during the observed period the 
macroeconomic development of Argentina was positive and to some degree economic stability was 
achieved, even though inflation remained at a very high level. 
As discussed above, the Argentine government had four main policy objectives which led to the 
implementation and further tightening of capital controls. On the whole two of the four main policy 
objectives were not achieved. Firstly, the Argentine government did not manage to achieve a certain degree 
of monetary and exchange rate autonomy with the implementation of controls. Secondly, controls did not 
prevent international reserves from depletion. 
However, there is some evidence that the minimum investment time, which was implemented in 2003 and 
further tightened in 2005, changed the composition of foreign liabilities effectively in Argentina. 
Furthermore, the implementation of the URR effectively tilted external debt towards a longer maturity 
structure. Thus, there is some evidence that the government reduced the inflow of speculative short-term 
investments with the implementation of the minimum investment time in 2003 and the implementation of the 
URR in 2005. Hence, the Argentine government achieved the third main policy objective with the 
implementation of controls. However, important to note is that short-term external debt stopped decreasing 
after 2010. 
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Furthermore, the macroeconomic development of Argentina, in terms of GDP growth and the unemployment 
rate, was positive until the technical default in 2014. Apart from high inflation, it seems that the government 
achieved only some degree of economic stability with the implementation of controls. 
7.2 Preconditions for effective capital controls 
As indicated in section 4.4.2 on the effectiveness of capital controls implemented on outflows, Binici et al. 
(2009) concluded that the effectiveness of capital controls on outflows is higher in advanced economies than 
in less developed markets. Furthermore, Saborowski et al. (2014) indicate that tightening of capital controls 
on outflows can be effective in countries with strong macroeconomic fundamentals or good institutions. 
Therefore, especially because Argentina tightened its existing control mechanisms several times since the 
first implementation in 2002, a short examination of the institutional quality and competitiveness of the 
country will follow to see if the preconditions for effective capital controls were fulfilled in Argentina. 
According to the Global Competitiveness Report 2014 - 2015 Argentina’s rank in global competitiveness 
decreased from 84 (out of 142) in 2011/2012 to 104 (out of 148) in 2014/2015. The basic requirements in 
order to compete globally with other competitors, such as quality of institutions, infrastructure and the 
macroeconomic environment are evaluated far below average. For example, the quality of institutions has 
been ranked on place 137 out of 148 countries in 2014/2015 (Schwab, 2014). 
Thus, the very poor quality of Argentina’s institutions contributes to the inefficiency of capital controls on 
outflows, as argued in the earlier section. As indicated by Saborowski et al. (2014), the prerequisites for an 
effective tightening of outflow controls are strong macroeconomic fundamentals or a high quality of 
institutions (Saborowski et al., 2014), which has not been the case in Argentina. Furthermore, according to 
the Global Competitiveness Report Argentina is among the less developed nations which contributes to the 
ineffectiveness of capital outflow controls, as argued by Binici et al. (2009). 
7.3 Microeconomic costs of capital controls in Argentina 
For some policy makers the employment of capital controls may seem tempting because capital controls can 
buy them more time in order to address the principal economic, institutional, and policy imperfections at 
home, as pointed out by Fratzscher (2012). However, as indicated in section 4.4.3 of this paper, the 
implementation of capital controls can also lead to substantial microeconomic costs, especially when capital 
controls are implemented for a longer period of time, such as in Argentina. Therefore, this segment looks at 
the microeconomic as well as administrative costs of capital controls and its implications for businesses in 
Argentina during the period from 2002 until the technical sovereign default in 2014. 
As mentioned by Forbes (2007), capital controls can have negative effects on the supply and cost of capital. 
According to the Global Competitiveness Reports from 2006, 2008, 2010, 2012 and 2014, ‘Access to 
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financing’ had been among the biggest problems for businesses operating in Argentina. During this period 
‘Access to financing’ has been reported within the top 5 of the 16 most problematic factors for doing 
business in Argentina (see Schwab, 2006; Schwab, 2008; Schwab, 2010; Schwab, 2012; Schwab, 2014). 
Before the crisis in 2001, companies and individuals had free access to loans with good conditions and 
denominated in USDs due to the Convertibility Plan. Thus, as pointed out by Forbes (2007) in her paper 
about microeconomic costs of capital controls, during the time in Argentina capital controls were in place 
‘Access to financing’ became one of the major obstacles for firms doing business in the country. Hence, the 
Argentine capital controls are associated with substantial microeconomic costs because they made it harder 
for Argentine as well as foreign firms to access financing in Argentina. 
In addition, capital controls can lead to distortions in behavior of multinational firms, domestic companies, 
and individuals, as mentioned in section 4.4.3. Since companies were required to balance its exports with 
imports to receive permission to import goods or production inputs, in Argentina multinational firms started 
to export goods that are not related to their own business models. For instance, the Argentine affiliate of the 
German car producer BMW started to export rice in order to import its cars. Besides, because companies 
were not allowed to freely repatriate their profits due to the tightening of controls in 2011, some firms 
changed their behavior in order to avoid large accumulations of pesos due to high inflation. For example, the 
Argentine subsidiary of the American car producer Ford acquired an olive-oil factory in Argentina to 
decrease its stock of pesos and to balance car imports with olive-oil exports (The Economist, 2014). Thus, as 
indicated by Forbes (2007) capital controls can cause distortions in behavior of multinational firms since 
they come up with ways to evade capital controls to minimize their own costs of controls. Moreover, after 
the tightening of controls in 2011 until the technical default in 2014 more than 40 multinational companies 
left the country because of the tight restrictions and difficulties to import inputs for production (The 
Economist, 2014). 
Furthermore, as outlined by Forbes (2007) capital controls can have high administrative costs. One reason 
for this is that companies and individuals try to adjust their behavior to minimize their costs of controls. 
Thus, governments face administrative costs to ensure that controls are effective because they need to answer 
to the adjustment of behavior with closing loopholes. For example, in Argentina after controls were tightened 
in 2011, the federal tax agency was responsible to enforce controls. From then on it had to ensure that USDs 
are not leaving the country. In 2014, the tax agency suspended Procter & Gamble’s operations because they 
accused the company of overbilling imported products in order to send USDs abroad. The federal tax agency 
controls most of the companies that operate in Argentina and regularly proves their operations and financial 
statements. Hence, even though the Argentine tax agency is responsible for collecting taxes and keeping 
track of companies’ income statements, it can be assumed that the additional role of the agency may add 
substantial administrative costs (The Economist, 2014). Besides, as mentioned earlier, the federal tax agency 
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is also responsible to prove individuals’ income statements when private persons want to purchase foreign 
exchange in the MULC. These additional administrative tasks further increase the government’s costs of 
control enforcement. Therefore, the capital controls implemented after the financial crisis generate 
substantial administrative costs in Argentina, especially the tightening of controls in 2011 increased the 
administrative tasks of the federal tax agency. 
7.4 Research limitations 
There are some factors that limit the ability of this study to measure the effectiveness of the Argentine capital 
controls. This section is going to outline the main research limitations of this study. 
Firstly, mostly capital controls are implemented as part of a lager policy package. Therefore, it is difficult to 
see which effects can be attributed to the capital controls or to other implemented policies. For example, in 
2005 the Argentine government implemented a larger policy package which included among other 
macroeconomic and fiscal policies the extension of the minimum investment time and an implementation of 
an URR. The fact that capital controls were part of a larger policy package makes it very difficult to separate 
the causes and effects of capital controls from the other implemented policies. 
Secondly, the complexity of the Argentine capital controls is very high. As mentioned earlier in this paper, 
for example, in 2005 the central bank of Argentina released more than 46 communications concerning 
capital controls. Every single communication contained further tightening of controls that were implemented 
before or addressed new macroeconomic policies or restrictions. Therefore, the extent of capital controls in 
Argentina is very complex and due to space limitations it is hardly possible to look at all of the controls in 
one study. 
Thirdly, this study examined the effectiveness of capital controls over the long-term. However, the result 
regarding the effectiveness of the capital controls might be different when observed in a shorter time period. 
As revealed by this study, after some time capital controls have been implemented people find ways to evade 
controls which makes them ineffective in the long-run. However, mostly there is only yearly data available 
which makes it not to account for monthly effects of capital controls. 
Lastly, due to data limitations not all effects of capital controls on the composition on capital flows might 
have been examined. For example, the data of long-term flows refers only to direct investments, and the data 
of short-term flows comprises only portfolio investments. This might not present the complete picture of the 
effect that capital controls might have had on the composition of capital flows. Furthermore, there is no 
official data on the volume or composition of capital moved on the black market. In order to judge the 
effectiveness of controls it would be interesting to examine how and how many companies purchase foreign 
exchange in the black market. Since there is no official data of the black market it is difficult to investigate 
that matter. 



70 
 

Almost all studies of capital controls suffer from the problem that capital controls are rarely implemented 
without any other additional policies. Therefore, when examining the effectiveness of capital controls it is 
important to control to the highest extent for other elements of a reform package the research is focusing on. 
Nevertheless, this might be easier said than done. Furthermore, since the extent of capital controls in 
Argentina is so complex, this study tried to tackle the most important capital control measurements that were 
implemented in the period from 2001 to 2014. However, for studies in the future it might be more fruitful to 
concentrate on one single capital control mechanism, e.g. URRs, and examine it in more depth. Moreover, 
future studies that examine the effectiveness of the Argentine capital controls might rather gather extensive 
data of short-term capital flows because people and companies adjust to controls in the long run. Thus, on 
the long run capital controls might seem to be not effective. However, as data on capital flows and its 
composition is very limited, a more extensive data set should be collected to better examine the effects of 
capital controls on the composition on capital flows. 

8. Conclusion 
After the breakdown of the Convertibility Plan in 2002, which pegged the Argentine peso to the U.S. dollar 
for more than ten years, Argentina ended up in one of the worst crisis the country has ever experienced. 
Consequently, the Argentine government introduced capital controls on capital flowing into and capital 
flowing out of the country. The Argentine capital controls were tightened several times since their 
implementation, e.g. in 2005 and 2011. As a result of Argentina's failure to comply with a US court ruling 
that favored holdout creditors from the 2001 default, the country defaulted a second time on its debt within 
13 years. The recent event has led to the question whether capital controls have been effective from the 
financial crisis in 2001 until the technical default in 2014. Therefore, this paper has examined the 
effectiveness of the major Argentine capital controls in achieving their main policy objectives until the recent 
technical sovereign default. Moreover, the paper has looked at the administrative and microeconomic costs 
that are associated with the implementation of capital controls in Argentine.  
As has been argued in the body of the paper the effectiveness of capital controls needs to be measured 
against the objectives of imposing them. In Argentina the government pursued four main policy objectives 
with the implementation of capital controls. These objectives were maintaining a certain degree of monetary 
and exchange rate policy, preventing international foreign reserves from exhaustion, reducing fluctuations in 
short-term capital inflows and contributing to a stable development of the Argentine economy. In order to 
investigate whether capital controls have been effective in achieving their main policy objective this study 
has conducted an extensive macroeconomic analysis. In conclusion, the results of the study have been the 
following: 
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Firstly, the government’s objective to achieve a certain degree in autonomy of monetary and exchange policy 
with the implementation of capital controls was not successful. The Argentine government did not manage to 
avoid downward pressure on the nominal exchange rate until the technical default in 2014. Especially, in 
January 2014 the pressure became too high so that the central bank had to devaluate the peso the most in 12 
years. Besides, the real effective exchange rate gradually decreased between 2003 and 2014. Moreover, 
annual inflation was on average more than18 percent until the technical default in 2014. Undoubtedly, the 
first main policy objective of the Argentine government was not achieved with the implementation of capital 
controls. 
Secondly, the Argentine government did not stop international foreign reserves from exhaustion with the 
implementation of capital controls until the technical default in 2014. Even after the president of the central 
bank was replaced in 2013 because of his failure to maintain a sufficient stock of international reserves, in 
June 2014, the level of international foreign reserves was only similar to the level of 2005. Moreover, due to 
import controls the balance of trade decreased substantially and contributed to the decline in international 
foreign reserves. Besides, yearly foreign currency worth approximately USD 2.5 billion is not exchanged in 
the official foreign exchange market but on the black market. The circumvention of the official single foreign 
exchange market contributes to the decline of foreign reserves. Clearly, this indicates that the Argentine 
government was not able to prevent international foreign reserves from falling with the implementation of 
capital controls until the technical default in 2014. 
Thirdly, the study has found some evidence that the Argentine capital controls imposed on inflows fulfilled 
their intended objective to reduce the inflow of short-term, speculative investments. In 2003 the Argentine 
government implemented a minimum investment time which was further tightening in 2005. There is some 
evidence that the minimum investment time changed the composition of foreign liabilities in Argentina 
effectively. Furthermore, in 2005 an unremunerated reserve requirement (URR) for capital inflows, except 
for Foreign Direct Investment (FDI), was implemented. The study has found some evidence that the maturity 
structure of external debt tilted towards longer maturities after the implementation of the URR. Indeed, there 
is some evidence that through the implementation of a minimum investment time and an URR the inflow of 
speculative short-term investments was reduced in Argentina. Thus, the third policy objective of the 
Argentine government to reduce speculative short-term inflows into the country was achieved. 
Lastly, with the implementation of capital controls the Argentine government achieved some degree of 
economic stability until the technical default in 2014. During the era capital controls were in place the 
economic development of the country, in terms of total GDP and unemployment rate was very favorable. 
Moreover, the GDP growth rate was higher than in Argentina’s neighbor countries from 2001 until 2011. 
However, as mentioned before, annual inflation was on average more than 18 percent during the period from 
the financial crisis of 2001 to the technical default in 2014. Besides the high inflation, the macroeconomic 
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development of Argentina was positive during the observed period and with the implementation of capital 
controls economic stability was achieved to some degree. Arguably, the policy objective of the Argentine 
government to achieve economic stability with the implementation of controls was at least partially fulfilled. 
So, have Argentina’s capital controls that have been implemented after the sovereign default in 2001, been 
effective? Since in this paper the effectiveness of the capital controls has been measured by their success in 
achieving the intended policy objectives the evidence is mixed. In conclusion, it must be said that the 
Argentine government did not achieve a certain degree in autonomy of monetary and exchange policy with 
the implementation of capital controls. In addition, the Argentine government did not stop international 
foreign reserves from falling. However, the Argentine government reduced speculative short-term inflows 
into the country and achieved some economic stability, even though annual inflation remained high. Clearly, 
the effectiveness of the Argentine capital controls in terms of achieving their main policy objectives is 
mixed. Two out of four main policy objectives were not achieved with the implementation of capital 
controls. Part of these two objectives that were not achieved was the most important objective, which was to 
prevent foreign international reserves from falling because international foreign reserves were the only mean 
for the government to pay international creditors since its default in 2001. Therefore, it can be concluded that 
the overall effectiveness of the controls to achieve their intended policy objectives was low. 
Clearly, in Argentina a low rank in global competitiveness and poor quality of institutions contributed to the 
low effectiveness of capital controls. As has been argued in the study, the prerequisites for an effective set of 
capital controls or effective tightening of capital controls are strong macroeconomic fundamentals or a high 
quality of institutions. The study has not found any of these two prerequisites in Argentina which further 
explains the low effectiveness of capital controls in the country. Undoubtedly, the low quality of institutions 
in Argentina contributes to approaches to circumvent capital controls, such as the black market for foreign 
exchange in Buenos Aires. Besides, as people tend to find ways to evade controls after some time they have 
been implemented, there are numerous common approaches to circumvent capital controls in Argentina. 
Clearly, these common approaches to circumvent controls contribute to the low effectiveness of Argentina’s 
capital controls. 
Unmistakably, the implementation of capital controls caused tremendous microeconomic costs in Argentina. 
Clearly, compared to the situation before the crisis in 2001, access to financing became a problem for firms 
operating in Argentina. Furthermore, the Argentine capital controls caused distortions in the behavior of 
multinational firms. After the tightening in 2011 more than 40 multinational companies ended their 
operations in the Argentine market because of the strict controls. Besides the microeconomic costs, there 
were substantial administrative costs associated with the capital controls. Evidently, the Argentine 
government faced administrative costs to enforce capital controls because national institutions, such as the 
federal tax agency, were responsible to put capital controls into effect. These additional responsibilities add 
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further administrative tasks to federal agencies and increase the administrative costs. Thus, undoubtedly, the 
Argentine capital controls entailed substantial microeconomic and administrative costs. 
Clearly, the high microeconomic and administrative costs associated with the implementation of the capital 
controls in Argentina contributed to the overall low effectiveness of the capital controls to achieve their main 
policy objectives. Especially, the fact that foreign companies left the country as a result of the tight 
restrictions did not contribute to a stable economy, which was one of the main policy objectives of the capital 
controls. Therefore, on the whole it can be concluded that the effectiveness of the implemented capital 
control mechanisms to achieve its main policy objectives was quite low until the technical default in 2014. 
The Argentine capital controls are still in place of the time of the authorship of this paper. Overall capital 
controls have been in place in Argentina for more than 13 years from now. As indicated by Fratzscher 
(2012), policy makers can gain more time by the implementation of capital controls to address the principal 
economic, institutional and policy imperfections at home. However, there is the risk that policy makers will 
not address the real root causes of domestic weaknesses towards volatile capital flows (Fratzscher, 2012). 
Clearly, the real root causes of domestic weaknesses have not been addressed in Argentina because 
nowadays the Argentine economy is weak, inflation is high, and a balance-of-payments crisis is a risk. These 
issues could not be resolved with the implementation of capital controls. Today, according to the Global 
Competitiveness Report 2014 - 2015 Argentina ranks among the worst countries to do business in. 
However, there might be a chance that the real root causes will be addressed soon. In October 2015, a new 
government will be elected and take over office. The majority of the candidates are more market-friendly and 
it can be expected that the new government will address economic imbalances via fiscal adjustment. 
Hopefully, new economic reforms will set the stage for higher rates of growth in the medium and long term. 
Undoubtedly, now it is time to remove capital controls and implement sound economic reforms in order to 
pave the way for a strong development of the private sector and to attract FDI in the future. Argentina has 
just been another example that capital controls are second-best policies and do not address the real root 
causes of domestic weaknesses towards volatile capital flows but at best buy policy makers time to do so. 
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