
BUENOS AIRES: Argentina’s peso ended a tumul-
tuous week Friday having shed 20 percent in its value
against the US dollar as both Fitch and S&P cut the
South American country’s long-term credit rating, cit-
ing increased uncertainty and a rising risk of default.

The peso gained 2.75 percent to trade at 58.12 to
the dollar on Friday, after several days of freefall were
halted Thursday following a joint appeal for calm by
President Mauricio Macri and his center-left rival
Alberto Fernandez. But the outlook remains uncertain
after markets went into turmoil following Macri’s
crushing defeat by the populist Fernandez in nation-
wide primary polls on Sunday.

“The Argentine peso has stabilized over the past
few trading days but the collapse earlier this week has
made a sovereign debt default highly likely,” said ana-
lysts Capital Economics in a note. Ratings agency
Fitch downgraded the crisis-hit government’s credit
rating two notches to “CCC” from “B.” Standard &
Poor’s dropped it a single grade from “B” to “B-.”

“The pronounced turbulence of the financial mar-
ket, with a significant depreciation of the Argentine

peso and a rise in interest rates... has significantly
weakened the already vulnerable financial profile,”
added S&P.  “The downgrade of Argentina’s ratings
reflects elevated policy uncertainty... a severe tighten-
ing of financing conditions and an expected deterio-
ration in the macroeconomic environment that
increase the likelihood of a sovereign default or
restructuring of some kind,” Fitch said in its
announcement.

Increased risk 
Fitch said the center-right’s crushing political defeat

in the primaries “increases risks of a break from the
policy strategy of the current administration of
Mauricio Macri guided by a program with the IMF.”
Fernandez, now the clear favorite to unseat Macri in
October’s presidential election, has questioned the
reform program backed by a $56 billion rescue pack-
age from the International Monetary Fund.

The country is currently in a recession and posted
22 percent inflation for the first half of the year-one of
the highest rates in the world-but the IMF said

Macri’s reform program was beginning to yield
results. Macri reacted on Wednesday by announcing
salary hikes and tax cuts in a bid to win back voters
with the October 27 presidential election looming.

Macri said the measures would “benefit 17 mil-
lion workers and their families and all small and
medium-sized businesses, formal and informal, state
and private.”

He also announced an unspecified increase in the
monthly minimum wage-currently 12,500 pesos, or
$208 — saying it would benefit two million workers.
In Buenos Aires, the sudden crisis left many business-
es reeling. “It took us by surprise,” said Juan Manuel
Bujia, commercial manager of the Rodo home appli-
ance chain that employs 400 people.

“A lot of people anticipating the increases have
been coming in to buy knowing prices are going to be
higher next week and next month,” Bujia told AFP. He
said his suppliers had already priced in 10 percent
increases on Argentine products and up to 15 percent
on imports. “We are trying to pass on as little as pos-
sible” to customers, he said. US retailer Walmart,

which has 92 branches in Argentina, said it had seen a
15-20 percent hike in sales volumes between Monday
and Wednesday and had not yet increased prices. “It
happens to us when there is a foreign exchange
movement and people want to beat any price shift,
especially with essentials like oil, sugar, flour, yerba
mate and some dairy products,” Walmart official Juan
Pablo Quiroga told AFP. 

Quiroga said some suppliers had notified the retail-
er of price increases “from the end of this week or
next week.” Buenos Aires has a fraught history with
the IMF, and Fitch said “policy credibility and market
access could still be severely tested amid weak eco-
nomic conditions, high public debt and inflation.”

Argentina defaulted on its debt in 2001 during the
worst economic crisis in its history, and it took years
before it could restore its credibility in world financial
markets. Fernandez said this week he considered an
exchange rate of 60 pesos to the dollar as “reason-
able” and said it should no longer fluctuate wildly.

Going into last weekend’s primary elections, the
peso was trading at 46.5 to the dollar. — AFP 
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BUENOS AIRES: Household goods are displayed for sale at a warehouse in Buenos Aires on August 15, 2019. Argentine President Mauricio Macri reinforced his battery of relief measures in order to face an expected rise of inflation, by
eliminating the sales tax on some food products until the end of year, following a crushing defeat in party primaries over the weekend.  — AFP

US auto sector 
outlook is 
softening
LONDON: US motor manufacturing
has been a rare bright spot amid a
worldwide slowdown in the auto sec-
tor and a cooling in the rest of US
industry, but there are signs US
automakers could now be running
into headwinds as well.

US motor vehicle and parts pro-
duction was up by 3.7 percent in the
three months from May to July com-
pared with the same period a year
earlier, according to data from the
Federal Reserve.

By contrast, production in the rest
of the manufacturing was down by
0.3 percent in May-July compared
with a year ago, the fastest decline
since September-November 2016.
US automakers had a tough time in
the second half of 2018 and the first
four months of 2019, but output,
employment and sales all started to
pick up from the end of April.

US automakers and dealers suc-
cessfully pushed through further

price rises, extending a trend that
started in early 2018. New vehicle
prices were up 0.9 percent in the
three months from March to May
compared with a year earlier, the
fastest year-on-year increase since
September-November 2013.

But price increases have started to
run into consumer resistance. The
proportion of consumers saying now
is a “bad time to buy” a new vehicle
because “prices are high” has been
creeping up in the University of
Michigan’s monthly survey of con-
sumers. New vehicle sales were flat
in the three months May-July com-
pared with the same period in 2018,
according to the US Bureau of
Economic Analysis. Motor vehicle
and parts wholesalers have been left
carrying inventories equivalent to
1.77 months of sales at the current
rate in June, up from 1.55 months in
the same month a year ago.

Auto dealers have been left hold-
ing a stock of unsold vehicles from
previous model years and are resort-
ing to more aggressive discounting to
clear the glut. “The inventory glut
reflects a continued cooling of the US
auto market,” according to the Wall
Street Journal (“Dealers dangle deals
to move outgoing models”, WSJ, Aug.

16). “Sales remain relatively healthy,
but auto makers haven’t adjusted
their production schedules quickly
enough to account for slowing
demand, leading to a backup of out-
going model-year vehicles.” New
vehicle sales prices (including dis-
counts) fell sharply in July, as dealers
tried to shift ageing models.

US motor manufacturers will likely
have to slow production in the

remainder of the year to control
inventory and protect pricing. If
growth in auto manufacturing slows
or turns negative, it will have a knock-
on effect throughout the supply chain
and on employment. And if auto out-
put slows, the faltering economic
expansion will become even more
dependent on continued growth in
the services sector and a recovery in
the rest of manufacturing. — Reuters

Trump says Apple will
spend ‘vast sums’ in US
WASHINGTON: Donald Trump said Friday that tech giant
Apple would be spending “vast sums” of money in the US in a
tweet ahead of a dinner meeting with its CEO Tim Cook. The
men have had several informal meetings before, including at
Bedminster, New Jersey, where Trump is reportedly on a
working holiday at his golf course.

“Having dinner tonight with Tim Cook of Apple. They will
be spending vast sums of money in the US Great!” he tweeted
at around 7 pm local time. The meeting follows Thursday’s
announcement from Apple that it has invested roughly $60
billion in the US, and currently employs some 90,000 people
in the country.

Many of the tech giant’s products are assembled outside
US and the company opposes incoming tariffs-an issue Trump
is fixated on-due to come into force on September 1. Trump
has rejected Apple’s calls for an exemption on its products,
tweeting in July the company should, “Make them in the USA,
No Tariffs!”

But his administration announced Thursday tariffs on some
goods would be delayed until December. Apple did not imme-
diately respond to comment about the dinner, and Trump did
not tweet again about the meeting, or what was discussed. The
president’s latest missive comes after a gaffe in March when
he referred to Cook as “Tim Apple”. Trump later claimed the
naming was deliberate and a “time saving” measure. —AFP 

Default risk grows amid rising uncertainty

Fitch, S&P downgrade Argentina’s debt

SMYRNA: A finished Nissan Maxima followed by a Nissan Altima comes off the
line at Nissan Motor Co’s automobile manufacturing plant in Smyrna,
Tennessee. — Reuters


