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Argentina adopts
emergency measures

hrough Law 25,561 (‘the Emergency Law’), Argentina has formally declared a public emergency in economic,

administrative, financial and exchange control matters and has vested its new President with broad powers to
regulate these areas with a view to restructuring the financial system, reviving the economy and reducing
unemployment. These powers include the power to impose price controls.

Among the new economic measures approved in the Emergency Law is the elimination of the $1 = US$1 exchange
rate convertibility which had been in force since the enactment of the Convertibility Law in 1991, and authorisation
for the National Executive Branch (ie the government, headed by the President) to establish the system which will
determine the new exchange rate between the peso and foreign currencies. Under the powers given to it, the
government has established two different exchange markets: (i) an ‘official’ exchange market with fixed rates
applicable to foreign trade transactions (including exports and imports approved by the regulatory authority) which
has been established at $1.40 = US$1; and (ii) a ‘free’ exchange market with an exchange rate freely determined by
the market, applicable to all other foreign exchange transactions.

The Emergency Law has eliminated the requirement that the Central Bank’s reserves of gold and foreign currency
at all times be equivalent to not less than 100 per cent of the monetary base (eg currency in circulation and peso-
denominated deposits). This means that the monetary base (and, therefore, the money supply) will not necessarily be
fully backed by foreign currency-denominated reserves, which could have an inflationary impact on domestic prices.

Under the new regime imposed by the Emergency Law, escalation clauses and other means of adjusting
monetary obligations in pesos are forbidden and monetary obligations can continue to be agreed and discharged in
foreign currency.

Certain outstanding dollar-denominated indebtedness assumed with Argentine financial entities such as mortgage
loans whose proceeds were used for the acquisition of the borrower’s home, loans borrowed for construction, repair
and/or expansion of the borrower’s home, personal unsecured loans, chattel mortgage loans the proceeds of which were
used to purchase automobiles, and loans of borrowers qualified as miero-, small or medium-sized businesses are
converted to pesos at a $1 = US$1 rate provided that the original principal amount of such indebtedness does not
exceed US$100,000.

The President is also empowered to adopt measures such as issuing foreign currency-denominated collateralised
public bonds in order to compensate the losses inflicted upon financial entities due to the mandatory conversion
described above. For purposes of such collateral, the Emergency Law creates a five-year term export duty on oil and
gas exports at a rate to be fixed by the Executive Branch. This is the first time since the deregulation of the industry in
1989 that the Argentine government has imposed taxes or duties on oil and gas exports.

Utility tariffs and other government contracts priced or calculated in foreign currency or providing escalation clauses
on the basis of foreign currency exchange rates and foreign price indexes have been repealed, and the tariffs converted
. into pesos at a $1 = US$1 exchange rate. The President is vested with the authority to renegotiate such contracts.

The price of all types of agreements governed by private law (other than loans assumed with Argentine financial
entities) which provide for payment in dollars or other foreign currency or contain dollar or other foreign currency
escalation clauses shall be renegotiated between the parties during a period of 180 days, and if no agreement is reached
any party may submit the dispute to a competent court. While renegotiation takes place and no agreement is reached,
the debtor shall satisfy its monetary obligations in pesos at the exchange rate of $1=US$1 subject to final
reconsideration resulting from this renegotiation process, and the other party may not reject any such payments.

The ‘intangibility’ of deposits in the financial system which prohibited the government from modifying the terms
and conditions agreed upon between the depositor and the financial entity has been suspended until December 10,
2003 or such earlier date on which the National Executive Branch considers that the financial emergency has passed.

With respect to employment matters, dismissals without valid cause have been suspended for a period of 180 days.
Any breach of this prohibition renders the employer liable to pay twice the severance payment payable to the dismissed
employee in accordance with the applicable laws.

The restrictions established in respect of foreign exchange payments in December remain in force and hence, as a
general rule, all payments abroad continue to require the prior approval of the Central Bank.

Implementing regulations are still pending. We expect that such regulations will clarify some doubtful aspects of
the Emergency Law and resolve certain inconsistencies which may lead to differering interpretations and in some
cases affect constitutional rights. LL
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