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Abstract

This research analyses the impacts of Argentina’s last military dictatorship on economic
growth. It is framed within what some authors call the “Argentine failure” the divergence of
Argentina’s per capita output from that of some countries that are today developed. The
second chapter of this thesis systematises this discussion according to the characteristics of the
economic theory underlying the different hypotheses on the determinants of the divergence.
The third chapter analyses, from a classical-Keynesian theoretical framework, how the
economic policies and institutional reforms carried out by the dictatorship combined with the
international context to produce a break in the economy’s growth trend. The magnitude of the
growth divergence produced by the dictatorship’s policies is estimated in the fourth chapter,
using an econometric method known as “synthetic control”. Finally, the implications of these

results for the discussion on the “failure” are assessed.

The explanations for the divergence surveyed here assume that economic growth is determined
by the supply of productive factors, on the assumption that market mechanisms exist which
guarantee a tendency towards the full employment of these factors. In contrast, the analysis
proposed here sheds light on the channels through which the military dictatorship constrained
the growth of demand, mainly through its persistent impacts on the current account, public
spending and wages. Without the profound changes brought about by the military
dictatorship, Argentina could have reached a per capita output between 43% and 59% higher in
1991, growing at an average annual rate of between 1.4% and 1.9%, in line with countries such
as Brazil, Australia, Mexico or Uruguay. These results are robust to a wide range of sensitivity
analyses. The estimates suggest that the country did not undergo a break in its growth trend
before 1976, so that these impacts of the policies of the last military dictatorship are the main

factor behind the divergence in Argentina’s economic growth during the twentieth century.
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1. Introduction

“Frustration at the failure of a destiny of greatness may
be a consequence not so much of that failure as of the
initial decision that such a destiny of greatness did in fact
exist. [..] The end of all that caused a very
understandable bitterness, but it does not pose an overly
complicated historical problem.”

Tulio Halperin Donghi, in Trimboli (2023)

The discipline of history warns us about the risks of venturing counterfactuals when searching
for causes and effects from a long-run perspective. In a deliberate methodological effort,
historians tend to avoid asking questions such as: what would have become of history had
events unfolded differently? Indeed, in the epigraph above Tulio Halperin Donghi maintains
that the discussions on what in chapter 2 we will call “the Argentine failure” are of no particular
interest to historians, because of their focus on a destiny that never existed. The absence of
counterfactual scenarios, however, prevents the quantification of the implications of particular
actions or policies, which explains a certain irreverence on the part of economists, statisticians
and other scientists in resorting to them despite the warnings. This thesis is an effort to walk
the fine line between understanding the long-run effects of a given set of policies and rejecting
reckless counterfactuals. Its aim is to assess the impacts of the economic policies of Argentina’s
last military dictatorship on economic growth. Specifically, it seeks to estimate the magnitude
of the divergence caused by the dictatorship and to shed light on the channels through which its

policies structurally conditioned growth.

The object of research is framed within multidisciplinary discussions on the trajectory of the
Argentine economy during the twentieth century, which are reviewed in chapter two. While
some authors have rejected the search for turning points in growth, others have identified
critical junctures at which the actions of particular groups —especially the state, through
economic policy— had persistent implications that outlasted a single government. One of these
critical junctures opened with the 1976 coup d’état by the Armed Forces and the establishment
of a military regime that suppressed political freedom and, with it, the resistance that the rest
of society might have offered to its economic policies. The remaining chapters concentrate on

this period and its consequences.

The dictatorship explicitly set out to inflict major transformations on the economic, social and
political structure, in an attempt to refound the nation (Aguila, 2023). In fact, despite the
contradictions and overlapping projects that characterised its administration, the reforming
drive subordinated other policy objectives, in particular the attempts at stabilisation (Zack &
Pryluka, 2022). The economic policies and institutional reforms formulated with that objective
interacted with changes that were taking place simultaneously in the international division of
labour and the international financial architecture. The main impacts of this neoliberal

economic programme arose from trade liberalisation, the reform of financial institutions and
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the structural change in the political power of workers, as discussed in chapter three in the light

of a model of classical-Keynesian inspiration.

These persistent effects that the military government sought to bring about in society, the state
and the economy had severe consequences for economic growth. The fourth chapter quantifies
the divergence in long-run economic growth produced by the policies reviewed, drawing once
again on the classical-Keynesian theoretical framework as the theoretical foundation for the
empirical estimation. This estimation is carried out by applying a synthetic control, a method
that makes it possible to approximate the dynamics the Argentine economy would have
followed in the absence of these reforms, even after taking global transformations into account.
The exercise thus seeks to gauge the extent to which Argentina’s economic performance in the
last quarter of the century can be attributed to the military dictatorship and to its specific
behaviour relative to other governments in the region (democratic or not) during the same

period.

The proposed itinerary aims to offer a new perspective on an aspect already assessed by
historians using other methodologies: the implications of the last military dictatorship for the
subsequent period in economic terms, and the channels through which these materialised. It is
hoped to make a contribution “from economics” as a discipline, based on the formulation of a
counterfactual which, as is argued, is not “neutral” but rests on a theoretical framework, made
explicit here. Quantifying the break in the long-run growth trend also makes it possible to place
the results in the broader context of the discussion on the “Argentine failure”. These discussions
are addressed in the fifth and final chapter of this thesis.

Only one reflection remains to conclude this introduction. These pages could never suffice for
an economist such as the present author to convey the gravity of the atrocities committed by
the military regime and the depth of their social implications. In this space we confine ourselves
to estimating their consequences in one particular dimension —economic growth as measured
by per capita output—. Although, as will be seen, the economic results entailed a considerable
deterioration in living conditions and persistently restricted the possibilities of progress under
democracy, no positive effect could ever have justified the systematic repression and the
suppression of political activity witnessed between 1976 and 1983. Memory, truth and justice

cannot be renounced.



2. Breaks in Argentine economic growth during the

twentieth century

2.1. A framework for interpreting the discussion

As anticipated in the introduction, one of the recurring topics in Argentine economic
historiography is the discussion around a stylised fact known as “the Argentine failure”
(Miguez, 2005): the divergence of its growth from that of the core countries. While, according
to data from the Maddison Project Database (2020), at the beginning of the twentieth century
the country was among those with the highest per capita income in the world, with levels
similar to those of Austria and higher than those of countries such as Finland or Japan, by the
end of the century those countries had twice Argentina’s per capita output. Moreover, had the
country sustained a growth rate equal to that of supposedly comparable countries, such as
Australia, it would have ranked among the highest incomes in the world by the end of the

period.

Figure 1. The “Argentine failure”. Per capita GDP of selected countries as a

percentage of that of the United States
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Source: Author’s elaboration based on Maddison.

The “stylised fact” itself, or at least its formulation in terms of failure, has not been free from
controversy. On the one hand, some authors argue that at the beginning of the century
Argentina was going through a boom favoured by unrepeatable factors (the recent development
of the railways and the availability of land with which to expand its agricultural frontier), so
that its income level did not adequately reflect its potential to keep growing (Llach, 2013). New
data show that the improvement in the terms of trade experienced up to that point was even
greater than previously thought, which reinforces the argument that Argentina was never a
developed country like the European ones, but rather that its high level of per capita output
was explained by conjunctural factors (Francis, 2013). As Francis shows, although the

country’s per capita wealth stood at high levels, other indicators of the level of development in
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dimensions such as education, health, political institutions and wage levels lagged behind those
of the core countries. This author has also critically analysed the available estimates of
Argentine per capita GDP (including those of the Maddison project), concluding that they may

be significantly overestimating the country’s income level (for further detail see section 4.5.7).

On the other hand, it could be the case that Argentina was part of a group of countries which,
similarly affected by changes in the global economy, suffered a decline in their growth
regardless of their individual idiosyncrasies. In that case, the divergence from other countries
would be explained by these global changes, and one could not speak of a “failure”. Assessing
the country’s growth therefore requires establishing some point of comparison —or
counterfactual—, which raises the question of which country could be considered comparable to
Argentina. Part of the discussion centres on this question, opening up a range of comparative

studies with Australia, other countries in the region, and so on.

The greatest controversies, however, have centred on the causes of the “Argentine failure”, and
consequently on the date at which the trend break occurs. While some authors conceive
Argentina’s relative stagnation as the outcome of an unfolding of multiple factors and decisions
(Gerchunoff & Hora, 2021; Gerchunoff & Llach, 2019), others have pointed to different specific

moments at which breaks in the growth trend are said to have occurred.

As detailed in the following section, one of the candidates singled out by various authors is
1914, when the outbreak of the First World War interrupted international economic flows,
against the backdrop of the fall of Great Britain as the leading world power —in favour of the
United States, a country which, instead of demanding Argentina’s export products, competed
with them—. This change at the global level coincided with the passing of the Sdenz Pefia Law
of 1912, which made the secret ballot universal for men and which, as we shall see, some

authors identify as the beginning of the divergence.

The combination of these external and internal factors brought to an end a period of dizzying
growth under a single pattern of development —the Agro-Export Model (MAE, by its Spanish
acronym)—, politically marked by the hegemony of a liberal elite organised in the Partido
Autonomista Nacional (PAN). Between 1880 and 1914 the national state was consolidated on
the basis of a liberal constitution and a pattern of specialisation centred on the export of meat
and cereals from the humid pampas (Hora, 2010). Some authors mark the abandonment of this
model as the beginning of the divergence. But the date of the MAE’s demise is also part of the

historiographical controversies.

The Saenz Peiia Law put an end to the oligarchic order, while the world war ended the
favourable terms of trade that had financed the expansion of the export model. But it was only
in 1930 that the “forced industrialisation” brought about by the collapse of world trade during
the Great Depression began. That year coincided with the coup d’état against the Yrigoyen
government and the beginning of the “Infamous Decade”, a period in which conservative
military governments succeeded one another through elections marked by fraud. The

succession of coups d’état and military governments would continue until 1983, an aspect
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emphasised by the hypothesis that the institutional instability of the period opened in 1930 was
the cause of the divergence. Some historians interpreted 1930 as the beginning of an attempt at
conservative restoration by the traditional privileged classes associated with the earlier export
model, while others emphasised the state and societal innovations that would be the prelude to
a new order (Hora, 2018). In economic matters, a public and later historical discussion arose
over the characterisation of this interregnum between the MAFE and that new order associated
with industrialisation (Llach, 1985), and its implications for the rest of the twentieth century.
Alejandro Bunge, a contemporary of the interwar period, put forward the hypothesis that the
exhaustion of the MAE from 1914 onwards required a change in the role of the state —more
favourable to deliberate industrialisation—, which did not materialise owing to political and
institutional factors, in particular the opposition of the main economic groups (which were
importers and landowners, rather than agrarian and industrial capitalists). Later, Di Tella and
Zymelman (1967) christened this hypothesis the “theory of the delay”: the delay in starting

industrialisation between 1914 and 1930 would explain the Argentine divergence.

Following the chronological order, the third major candidate is reached around 1946. During the
post-war period there was, at the global level, a retreat of economic liberalism, the creation of the
European welfare states and the “thirty golden years” of capitalism. In Argentina, the salient
development was the rise of Peronism, a social and political movement that would condition
politics up to the present day. Peronism would inaugurate “import-substitution industrialisation”
as state policy. For some authors, as we shall see, it is the characteristics of Peronism itself and its
consequences for the politics of the rest of the century that explain the divergence. For others, the
crux lies in industrialisation, its stop € go economic cycles and its intention of moving away from
Argentina’s “comparative advantages”. With heterogeneous strategies, state-led industrialisation
would not be abandoned until 1976.

Finally, then, the years 1975/1976 are singled out as a new critical juncture. In a reading more
centred on macroeconomics, the “Rodrigazo™ is identified as the breaking point, for having given
way to a regime of high inflation and high economic instability that would last some 15 years.
Other authors, in line with this thesis, focus on the beginning of the last military dictatorship and
the abandonment of state-led industrialisation. The events of this period are presented in greater

detail in chapter 3.

Some studies have systematised the available works in different ways, with a view to identifying
alternative explanations. Both Miguez (2005) and Sanchez (2018) draw a first distinction
between structural or secular explanations and explanations centred on economic policy decisions
in conjunctural circumstances. Sanchez then groups, among those that emphasise secular causes,
those based on the relationship between factor endowments and institutions, and those based on

the relationship between factor endowments, the distribution of wealth and distortionary trade

! “Rodrigazo” is the name by which the economic programme implemented by Celestino Rodrigo, Economy Minister
during the government of Estela Martinez de Peron, is popularly known; it was characterised by a sharp increase in
the exchange rate and in the prices under public-sector control, which gave rise to an unprecedented increase in the
rate of inflation.
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policies. Among the conjunctural explanations, he distinguishes between those that centre on
channels operating through effects on saving and those that centre on channels mediated by
macroeconomic instability. For his part, Miguez (2005) argues that both among the structural or
deterministic explanations and among the conjunctural or “historical” ones, some are based on
neoclassical theories and others on dependency /structuralist theories. The author uses these two
divisions to survey the explanations based on the colonial legacy, institutions, the international

division of labour, saving, the ruling classes, economic policies and the state.

Taylor (2018) also attempts a synthesis, empirically assessing the relative importance of different
explanations. First, he acknowledges that there are narratives centred on “deep determinants”
such as geography, colonial heritage and the legal system, which according to the author do not
fit the Argentine case adequately. He then classifies the “proximate determinants” into those that
affect trade and those that affect investment. Finally, Glaeser, Di Tella and Llach (2018) organise
their review according to four categories: the perspectives that question whether there is an
Argentine exceptionality, those that centre on the absence of growth-friendly institutions, those

that focus on external shocks, and those that emphasise policy decisions.

For the purposes of this chapter, it is worth stressing that the explanations put forward to
account for the transformations in each of these episodes make use, explicitly or implicitly, of
theoretical models that make it possible to arrange the multiple factors in a causal chain.
Identifying the economic theories underlying the different explanations is central to assessing
their internal consistency, and to shedding light on the kind of theoretical assumptions involved
in their narrative. It is therefore proposed to classify these explanations on the basis of diagram
1, which shows four possible theoretical configurations according to how the determination of
the functional distribution of income and of the level of output in the long run is conceived (for
further detail on these cleavages see Duménil & Lévy, 1999; Petri, 1989; and Vernengo, 2020).
A similar classification can be found in Blecker and Setterfield (2019, p. 7).

Diagram 1. Classification of economic theories”

Level of output
in the long run
Supply Demand
Conventional Neo-Keynesians
Endogenous .
Functional frameworks (Cambridge)
distribution of income Classical, Classical-Keynesian
Exogenous )
Marxist framework

Source: Author’s elaboration.
* The diagram contains exzamples of each category; it is not an exhaustive list.

The diagram seeks to illustrate that views on the determination of distribution can be

schematised into two broad groups. On the one hand, there are the perspectives in which the
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distributive variables (in particular, the wage and the rate of profit) are regarded as two prices
like any other, determined by market mechanisms. In that sense, they could be said to be
endogenous variables. This is the case of conventional economic theory, the marginalist or
neoclassical one, in which the “normal” remunerations of capital and labour clear the markets
for these factors. By contrast, distribution can be described as exogenous if its determination is
not the result of a necessary’ market mechanism within the corresponding theory. Without
denying the influence that economic variables such as the level of employment may exert on the
wage, for example, in the view of the classical economists the wage is determined by the cost of
the basket required to reproduce the labour force, whose composition depends in turn on
historical, political and institutional factors, which do not necessarily bear a direct relation to

the situation of the labour market in a given period.

Views on how the quantities produced at the aggregate level are determined can also be
classified into two groups. Some of them hold that the level of output is determined, ultimately,
by the available supply of factors of production. Such is the case of neoclassical theory, where,
thanks to the mechanisms of substitution in consumption and production, the quantities of
labour and capital actually supplied tend to coincide with their respective endowments. In this
framework, aggregate demand adjusts in the long run to supply, a proposition known as “Say’s
Law”, and in particular to the full-employment position of the productive factors. Other
positions, recovering the thought of John Maynard Keynes and Michat Kalecki, propose that,
conversely, it is supply that adjusts to demand, a postulate known as the “principle of effective
demand”. This framework does not deny that constraints associated with the supply of
productive factors may exist, but postulates that economies tend to operate at levels of activity
below the full utilisation of those factors. Once full utilisation is reached, the constraints
associated with the scarcity of those resources would begin to operate. Moreover, the principle
of effective demand is also compatible with the existence of obstacles to the expansion of
activity other than the full utilisation of productive factors, such as technical dependence
(Dvoskin & Feldman, 2018).

In this way, an explanation of the course of the economy could be classified into these four
quadrants. At the theoretical level, the conventional frameworks are located in the upper left,
with endogenous distribution and quantities governed by the supply of factors. In the upper
right quadrant, where output is assumed to be determined by the principle of effective demand
but distribution is determined endogenously, we can place, by way of example, the authors
known as “neo-Keynesians™, such as Nicholas Kaldor or Joan Robinson. These authors analyse
the relationship between growth and distribution in the light of the “Cambridge equation™
g=s/v, where g is growth, given by demand, S the saving rate and V the capital-output ratio,

which is assumed to be given. In this approach the saving rate must adjust to the other two

® On the distinction between necessary relations, of a general character within classical theory, see
Garegnani’s (1984) notion of the theoretical “core”.

* The term “neo-Keynesians” refers, following for example Lavoie (2015, p. 31), to authors of the
“Cambridge school” of the 1950s, and must be distinguished from the so-called New Keynesians, whose
school would be classified among the “conventional frameworks”.
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variables. Since the capitalists’ propensity to save is higher than that of workers, this
adjustment takes place through the distribution of income. The latter is therefore endogenous,
determined by the level of growth (Petri, 2002).

In the lower left quadrant we can place the classical authors such as Adam Smith and David
Ricardo. In classical theory distribution is exogenous, with the wage given by the cost of
reproduction of the labour force or by subsistence, as the case may be. But, having written
before Keynes and Kalecki introduced the principle of effective demand, they maintain a
supply-led growth: given wages and technique, the rate of profit is determined, and this —
through saving and investment— determines the rate of growth (Salvadori, 2003). Some
Marxist authors also belong to this category, in so far as they assume that the level of output is
determined by saving. Such is the case of Duménil and Lévy (1999), who argue that in the long
run investment converges towards the supply of saving. Whether Marx’s own theory belongs in
this quadrant is subject to controversy, in that it contains elements such as crises of
overaccumulation or the reserve army which contradict Say’s Law (which he himself rejected),
but it does not offer a satisfactory alternative, such as the principle of effective demand (Petri,
2021, p. 60).

Finally, the classical-Keynesian framework adopted in this work and outlined in the next
chapter is located in the lower right quadrant’, since it adopts an exogenous determination of
the distribution of income (like the classical authors) and holds that the principle of effective
demand (as in Keynes and Kalecki) applies in the long run. In this approach, the growth trend
is determined by the autonomous components of effective demand, through the multiplier effect
of expenditure and the accelerator effect of investment, jointly known as the Sraffian
supermultiplier (Serrano, 1995). Distributive variables such as the level of wages and the rate of
profit are regarded as exogenous, and although they do not alter the growth rate of output,
they can affect its level in so far as they impact on aggregate demand (Freitas & Serrano, 2015).
A model with these characteristics is fully developed in the Appendix (Dvoskin & Torchinsky
Landau, 2023).

2.2. The academic discussion on Argentina’s growth in the twentieth

century

What follows is a systematisation of articles that discuss the divergence in Argentina’s growth
during the twentieth century, or that argue in favour of a change of trend at one of these breaks
in particular. The survey seeks to place the explanations of the causes of the break in

Argentina’s growth trend within the quadrants of the diagram, setting aside for the moment

* This is not the only theory that could be placed in this quadrant. For example, neo-Kaleckian models
such as that of Bhaduri and Marglin (1990) are also characterised by an exogenous distribution and
quantities determined by effective demand.
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the methodological differences between the various works. To that end, in each case the
explanations given by the authors for the divergence are surveyed, highlighting the main
factors involved and the causal chain between them. The reading is intended to be analytical,
not merely descriptive: the aim is to reconstruct, from an analysis of the mechanisms implicit in
their argument, which position corresponds to each in the classification. This implies that the
literal word of the articles will not necessarily be taken at face value, so there is a clear
possibility that other readings, including those of the authors themselves, may disagree with
the classification presented here. A final methodological consideration is that the survey was
restricted to articles published from 2000 onwards, so that their authors would have a complete

retrospective view of the century.

A first set of works emphasises the role of the endowments of productive factors. Such is the
case of Engerman and Sokoloff (2002), who argue that the divergence among the countries of
the Americas is explained by institutional structures inherited from colonisation, which in turn
respond to the heterogeneity in the distribution of productive factors across the continent.
According to the authors, the unequal distribution of productive factors translated into
inequalities in wealth, human capital and political power, which generated institutional
structures that favoured the elites to the detriment of growth. For the Argentine case,
Gerchunoff and Llach (2003, 2009) focus on how the unequal distribution of factors (not only
among individuals, but also across the territory) gave rulers an incentive to adopt protectionist
policies that turned out ex post to be harmful. For these authors, the availability of natural
resources guarantees a more equitable distribution of income than in other countries and a
lower relative industrial productivity, owing to the relative scarcity of capital, which would
condition growth during the twentieth century. Tafunell and Ducoing (2015) also start from
productive factors to explain the divergence between Argentina and Australia, two “similar”
countries of late colonisation (settler economies’), arguing that the abundance of minerals in
Australia encouraged early investment in machinery, which translated into higher growth rates
after the fall in the availability of external financing in 1913. In other words, in this view,
growth rates during the century are explained by the fall in the saving rate caused by the

reduction in international capital flows after the First World War.

Gerchunoff and Fajgelbaum (2006) also compare the country with Australia by focusing on
their factor endowments, taking up aspects common to both countries that are highlighted in
the literature: they are countries with a similar geography (similar distance from the Equator,
low prevalence of tropical diseases and direct access to two oceans), which produced and
exported raw materials, and with a similar configuration of social conflict. In the authors’
explanation, differences in factors (greater abundance of minerals in Australia, fertile land in
Argentina) combined with differentiated movements in international prices (larger increases in
minerals), on the one hand, and with a different processing and institutionalisation of social
conflict, on the other, to give rise to divergent growth trajectories. Along similar lines,

Brambilla and others (2018) argue that, given Argentina’s factor endowment, changes in

® The settler economies are: Argentina, Australia, Canada, the United States, New Zealand and Uruguay.
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international prices generated a political conflict around the protection/trade openness axis,

which resulted in distortionary trade (and other) policies that affected growth.

Several works position distortionary economic policies as the ultimate cause of the slowdown in
growth. For Buera and others (2011) the effect is direct: fiscal and monetary policies,
particularly from 1974 onwards, led to a regime of macroeconomic instability in which
incentives for unproductive behaviour are generated. Hopenhayn and Neumeyer (2004) add
trade policies to monetary and fiscal ones (as do Ertola Navajas, 2020, and Gadea and Sanz-
Villarroya, 2020), and point, besides the direct effect on output, to an indirect effect through
weaker incentives to invest. Finally, Cortes Conde (2005) argues that distortionary policies
combined with social conflict, which was in turn aggravated by the impossibility of sustaining
higher wages owing to the distortions, to give rise to institutions that negatively affected
investment, and with it growth. For Marzetti and Spruk (2023), from 1943 onwards
distortionary policies combined with institutional reforms that restricted economic freedom,
damaging property rights and contracts, which affected productivity and therefore growth. In a
similar argument, Spruk (2019) proposes that democracy (brought by the Saenz Pefia Law)
encouraged the redistribution of income and wealth and the erosion of property rights, affecting
capital accumulation and growth. In this view it is democracy itself that explains the

divergence in economic growth.

Other studies seek to explain the determinants of policies and political institutions on the basis
of exogenous factors. For both Taylor (2018) and Galiani and Somaini (2018), the international
shocks that hampered international trade gave rise to the political conflict and the institutions
that encouraged the adoption of policies harmful to growth. In a different argument, Miguez
(2005) and Campante and Glaeser (2018) identify the availability and generation of human
capital as the factor behind the institutions and, in the second article, the political stability
that would have fostered higher growth. Lastly, there are also other explanations, which point
to direct effects of adverse trade shocks or to lower saving and investment rates (Sanz-
Villarroya, 2005).

In all the analyses presented up to this point, the ultimate or immediate causes of growth are
supply-side factors. These are interpretations that could be placed within conventional or
neoclassical theory: the level of output and distribution are determined by the endowment of
productive factors, at most mediated by distortions or institutional rigidities that move the
economy away from its potential output by affecting the efficiency with which factors are
employed or their pace of accumulation, giving rise to the trade-off between growth and
distribution (consumption) characteristic of neoclassical theory. Other theories may stress the
relevance of supply-side factors, such as the availability of fertile land and its implications for
international integration, without this, in itself, implying the assumption of a conventional
theory. The implicit neoclassical character of these explanations is given by the fact that there
is some market mechanism which, in the absence of political or institutional factors, would lead
the economy to a path of growth and distribution given by the supply of productive factors.
What moves the economy away from this path are forces that are not strictly economic,
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although perhaps also influenced by factor endowments. What allows them to be classified as
theories of “supply-led” growth is the direct influence of factors on growth, so that denying the
general validity of this theory does not imply denying that endowments may be relevant for

other reasons.

The work of Gerchunoff and Rapetti (2016) is harder to categorise. In their view, the course of
the Argentine economy during the twentieth century is explained by a structural distributive
conflict arising from the discrepancy between workers’ wage aspirations and the economy’s
capacity to satisfy those needs. This conflict leads to macroeconomic policies which, with the
aim of satisfying social demands, generate recurrent balance-of-payments crises. For the
purposes of this work, it should be noted that the authors make an exception to their
explanation for the period 1983-2000, arguing that during this time the structural distributive
conflict was suspended. Until 1991, the level of external indebtedness is said to have placed the
exchange rate beyond its level of macroeconomic equilibrium, causing exceptionally low real
wages. During Convertibility (1991-2001), real appreciation is said to have been accompanied
by high levels of unemployment, preventing the satisfaction of social demands (or at least of all
of them).

Beyond the exceptions, the difficulty in classifying this perspective lies in the fact that it
combines expansions of activity caused by improvements in the real wage and demand policies
with supply constraints (such as the low productivity of the tradable sector) that prevent wage
aspirations from being met. One argument for placing it among the supply-side explanations is
that its model assumes a labour demand curve with a negative slope that is sufficiently elastic
for lower real wages to allow an increase in employment, through improvements in
competitiveness that boost exports. On closer inspection, this relationship implies that the
economy can only deviate from its full-employment level because of more or less transitory
“rigidities™ institutional or political factors that do not allow market forces to function
properly. If these factors were removed and the market could function freely, the economy
would tend by itself towards full employment, as neoclassical theory assumes. Wages would fall
until reaching the exchange rate of macroeconomic equilibrium, where competitiveness boosts
exports until full employment is reached. The authors themselves characterise distributive
conflict as a phenomenon that occurs at full employment (Gerchunoff and Rapetti, 2016, p.
258). As regards distribution, although it may vary according to exchange-rate policy,
equilibrium is only reached when the wage equals the one compatible with macroeconomic
stability’. That is, there is a tendency for the wage to gravitate around the one determined by
market equilibrium, although the authorities may divert it from that level at the cost of
destabilising the macroeconomy (a behaviour described as the “populist paradox” (Gerchunoff
et al., 2020).

Although less numerous, alternative proposals explain the Argentine divergence on the basis of

an exogenous treatment of distribution in the sense set out above, that is, as determined by

° For a critique of this perspective see Alvarez and Brondino (2024).

15



political and institutional factors, historically determined, and not amenable to
characterisation by a general economic dynamic. In the interpretation of Basualdo (2006;
2001), for example, the military dictatorship of 1976 gave rise to a turn in economic policies and
a profound change in institutions, persistently altering the balance of forces under a new “mode
of accumulation”. This perspective belongs to a vast body of interpretations that attribute the
country’s economic stagnation and political instability to the nature of its dominant classes
(Castellani & Heredia, 2020; Gerchunoff, 2019; Nochteff, 1994; Sabato & Schvarzer, 1985). As
Libman et al. (2022) point out, this interpretative framework comes from critical economics
and economic sociology, and emphasises the emergence of a “new economic power” after the
dictatorship (the authors refer, specifically, to Azpiazu et al., 1987; Basualdo, 2010; Castellani,
2006; Ortiz and Schorr, 2006; among others). Although they do not necessarily focus on
economic growth over the whole twentieth century, there are several works that take up this
interpretative framework to analyse different aspects of the period opened in 1976 (Azpiazu &
Schorr, 2010; Gonzalez, 2012; Kulfas & Schorr, 2003; Manzanelli et al., 2015; Pucciarelli, 2004)
For example, Gonzélez (2012) maintains that the change in the mode of accumulation meant,
for workers, the beginning of a process of deterioration in their living and working conditions.
Bona and Barrera (2021) and Ortiz and Schorr (2021) focus on financial aspects, highlighting
that external debt constrained growth and how external creditors and the IMF (new actors
emerging from financial liberalisation) prevented the choice of an alternative development
model. For her part, Castellani (2021) analyses how trade liberalisation, the industrial crisis
and the spheres of accumulation privileged by the dictatorship led to a concentration of capital
in local economic groups (the new economic power), which attained veto power over economic
policies. The lower growth rates, in the view of these authors, are explained by a mode of
accumulation with financial predominance, established and defended by the elites, which
favours deindustrialisation, the regressive redistribution of income, external indebtedness and
capital flight. This rentier behaviour works like an endowment, which fundamentally

conditions the trajectory of output without demand policies being able to reverse it.

Finally, an alternative interpretation of Marxist origin (Carrera, 1998; Kennedy, 2018)
proposes that the specificity of the Argentine economy in the international division of labour,
given by its abundance of fertile land, ties its economic cycles to the evolution of international
commodity prices (and, therefore, of ground rent). This specificity entails the necessity of a
conflictive process of accumulation, in which falls in ground rent weigh on the conditions of
reproduction of the labour force. In the face of these contractions, the real wage falls, the
distribution of income deteriorates, and the pace of accumulation slows. It should be noted that
this perspective criticises the use of GDP at constant prices as an indicator of long-run growth.
In Kennedy’s (2011) alternative indicator, the “new social wealth” performs significantly worse
than GDP from 1976 onwards, with a fall in output (in levels, not in per capita terms) of 22%
between 1975 and 2000". Within this theoretical framework one could place the works of
Kennedy (ed., 2018a), Kennedy and Aguila (2021), Grafia (2015), Cazon et al. (2016) and

" GDP at constant prices grew by 49% in the same period. Given the methodology, this difference is explained by the
deterioration in Argentina’s productivity relative to the world frontier.
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Grinberg (2022), among others. Grinberg (2022), for example, emphasises that agricultural
prices entered a phase of decline that would last three decades, and which coincided with the
incorporation of low-cost labour in East Asia. This forced accumulation to be sustained through
external indebtedness, which in the long run would compete with industry in appropriating
ground rent. In a complementary analysis, Grana and Kennedy (2017) focus on how advances
in automation and telecommunications deepened the productive lag of Argentina, which had
neither a domestic market attractive to foreign investment nor firms developing frontier

technologies.

In so far as, in this perspective, the distribution of income is not determined by labour
productivity, it is an explanation with exogenous distribution. On the other hand, larger
inflows of foreign exchange are associated (automatically, or at least in a “socially necessary”
way) with increases in domestic expenditure: a greater degree of external space is necessarily
used by domestic absorption, so that it is demand that adjusts to supply, not vice versa. The
increase in external space generated by a rise in ground rent is used —for example, by a growth

of industry— without increases in effective demand necessarily having to intervene.

Table 1 summarises the account of the explanations for the Argentine divergence. In the first
column they were classified according to whether the immediate determinants of growth are
supply-side factors (factor endowments, the supply of saving and its distortions) or demand-
side factors (components of autonomous demand or the distribution of income). In the second,
according to whether the distribution of income is conceived as endogenous or exogenous. The
last column sets out the causal chain that explains growth, and the legend can be consulted at
the end of the table. Each arrow runs from a cause to its effect, and parentheses indicate that

the variables act jointly to affect another and have common causes.

Table 1. Explanations of Argentina’s decline during the twentieth century

Level of o Causality
Distribution Study
output (Y: Growth)
Supply Endogenous Engerman and Sokoloff (2002) B-E-Y
Tafunell and Ducoing Ruiz
B-D-Y
(2015)
Gerchunoff and Fajgelbaum
B,F)-Y; (BEI-Y
(2006)
Cortes Conde (2005) (A GI)-E-D-Y
Miguez (2005) CoY;CoESY
Galiani and Somaini (2013) Fo(EI)-G-Y
Brambilla et al. (2013) (B,F)-I-(AG)-Y
Sanz-Villarroya (2005) D-Y;F-Y
Gad d Sanz-Vill
adea and Sanz-Villaroya (AG)oY
(2020)
Campante and Glaeser (2013) C-Y;C-(E)-Y
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Ertola-Navajas (2020) (AG)-Y

Taylor (2018) F-(EID-(AG) -D-Y
Gerchunoff and Rapetti (2016) I-(AF)-Y
Buera et al. (2011) A-Y
Gerchunoff and Llach (2003;
B-(AG)-Y
2009)
Hopenhayn and Neumeyer
penhay Y (A,G)-Y; (A,G)=D=Y
(2004)
Spruk (2019) E-(D,C)-Y
Marzetti and Spruk (2023) (E,G,A)-D-Y
Exogenous Kennedy (2018) (BF)-I-H-Y
Grafia and Kennedy (2017) (B,FH) - (D,F)-Y
Grinberg (2022) (B,F)-»(AHD,F)-Y
Basualdo (2006; 2001) (AJE.G)-H-Y
Gonzalez (2012) (A,G) -(D,H) -Y
Castellani (2021) (A,G)-(ADF)-Y
Ortiz and Schorr (2021) (A\JE)-(EFH)-Y
Bona and Barrera (2021) (AJEH) - (D,F)-Y
Demand Endogenous No works on the "Argentine failure" were found
Exogenous No works on the "Argentine failure" were found
Fiscal and Saving and =
A . D | G Trade policies
monetary policies mvestment
o Wages or
B Factor endowments | E Institutions o
distribution
Foreign trade and
C Human capital F  balance of I Conflict

payments

Source: Author’s elaboration.

As a first conclusion of this review, then, the available explanations have tended to locate the
causes of growth in supply-side factors, such as the supply of saving (capital) or the endowment
of productive factors such as land and labour. A considerable group of authors accounts for the
divergence on the basis of a trade-off between growth and distribution, which arises from the
political will to apply measures that “distort” relative prices, generating inefficiencies that affect
production. This is a trade-off characteristic of neoclassical theory which is not necessarily
found within the classical approach, where prices (including the remunerations of labour and

capital) and quantities bear no necessary relation to one another.

There are some articles which, without explicitly alluding to the “Argentine failure”, analyse
Argentina’s economic growth in the twentieth century from alternative views in which some
distributive variable is exogenous. Broadly speaking, they can be grouped under the
interpretations of Basualdo (2001), on the one hand, and Kennedy (2018), on the other. These

alternative explanations are largely absent from the literature reviews available so far, such as
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those of Sanchez (2018), Taylor (2018) or Glaeser, Di Tella and Llach (2018), although they are
taken up by works that analyse the period, such as that of Libman and co-authors (2022).

None of the articles surveyed, including in particular those that propose explanations from
views alternative to conventional economic theory, simultaneously adopts an exogenous
distribution of income and demand-led growth in order to explain, specifically, economic
growth. This implies that the positions adopted in the available works assume that the
economy is governed by mechanisms that lack general validity (Garegnani, 1970, 1978, 1984;
Petri, 2004), and this work seeks to remedy this shortcoming.

The absence of classical-Keynesian works on the breaks in Argentina’s economic growth in the
twentieth century does not imply that there are no studies of Argentine development from this
perspective. Classical-Keynesian analyses have provided interpretations and empirical evidence
in favour of the applicability of this perspective to the Argentine case, but with an emphasis on
other research questions. Alvarez and Brondino (2024) analyse the scope of, and possible limits
to, income redistribution in the Argentine case. The authors also identify two strategies for
analysing the evolution of income distribution in Argentina in the literature, part of which
coincides with that surveyed for this work. On the one hand, the strategy based on a model of
two equilibria (social and macroeconomic), such as that of Gerchunoff and Rapetti (2015). On
the other hand, the theory of factor proportions based on the Heckscher-Ohlin model, within
which works such as those of Taylor (2018) or Gerchunoff and Llach (2009) are framed. The
authors offer critiques of both views from a classical-Keynesian framework and propose an
alternative reading of Argentine political economy. Along similar lines, Alvarez and Dvoskin
(2023) study the dynamics of income distribution during the last military dictatorship,
concluding that the government’s class interests correspond only partially to the distributive

outcomes.

Amico (2015) focuses on wages, covering much of the twentieth century and emphasising how
the abandonment of the state-led industrialisation model entailed a deterioration in the power
of the trade union movement and a break in the trend of real wages. Fiorito (2015) reconstructs
a journey through Argentine economic history since 1930, presenting the main facts and their
interpretation from a Sraffian perspective. In addition, he estimates autonomous demand, the
supermultiplier and other parameters using cointegration techniques and time-series
regressions. Along these lines, Médici (2010) carries out a cointegration analysis to assess
whether Argentina’s productive capacity is determined by effective demand, and finds evidence
in favour of that hypothesis by validating a conditional model of output using the Johansen
method. Similar evidence can be found in Dvoskin and Médici (2023), who estimate that
growth depends on the growth rate of autonomous expenditures, and that productive capacity
adjusts to demand. Other empirical analyses can be found in Amico and others (2011), who
survey the available evidence on the stationarity of output and provide regressions for the
Okun relation and Verdoorn’s law, the endogeneity of labour supply and the investment

accelerator, among others. Finally, Fiorito (2018) estimates impulse-response functions for
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investment in the face of changes in autonomous expenditure using a VEC model, and finds

empirical support for the main predictions of the supermultiplier model.

In a historical interpretation based on theoretical models, Alvarez (2020) covers the second half
of the twentieth century, analysing distributive conflict and inflation also from a classical-
Keynesian framework. To that end he employs an open-economy model, a monetary and
financial theory of distribution, a demand-led growth model based on the supermultiplier, and
the formalisation of the financial sector and capital account regulations. Amico and others
(2011) also discuss how different elements of alternative growth theories are reflected in
Argentine time series. The formulation of an explanation of the course of the Argentine
economy with exogenous distribution and the principle of effective demand aspires to continue

along the path set by these contributions.

Beyond their theoretical differences, the works surveyed also differ in their methodological
approaches. Table 2 below summarises the empirical strategies used, the countries employed as

a point of comparison and the breaks identified in each case.
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Table 2. Studies on breaks in the trend of Argentine economic growth during the

twentieth century

Metodologia Trabajo Paises comparacién Quiebre
Narrativa Engerman y Sokoloff (2002) Americanos Siglo XIX
Tafunell y Ducoing Ruiz (2015) Austalia 1913
Gerchunoff y Fajgelbaum (2006) Austalia 1930
Cortes Conde (2005) Latinoamericanos, Australia, otros 1945, 1974
Miguez (2005) Latinoamericanos Siglo XX
9 Narrativa-analitica Galiani y Somaini (2013) Australia 1930, 1945, 197
-é Brambilla, Galiani y Porto (2013) Latinoamericanos y otros Siglo XX
1
8, Grinberg (2022) Brasil, Colombia, México 1973
§ Grana v Kennedy (2017) EEUU 1976
Turning points Sanz-Villarroya (2005) Australia, Canada 1896, 1899, 1913, 197
Calibracién Gadea y Sanz-Villaroya (2020) Australia, Canada 1945
Campante y Glaeser (2013) EEUU 1930
Control sintético/DD Ertola-Navajas (2020) Suiza, Dinamarca, otros 1945
Spruk (2019) Chile, Alemania, EEUU, otros 1912, 1930, 1946, otros
Marzetti y Spruk (2023) Meéxico, Suiza, Eslovenia, otros 1853, 1943
Narrativa Basualdo (2006; 2001) - 1976
Narrativa-analitica Gerchunoff y Rapetti (2016) - 197
Kennedy (2018) - 1976
4 Gonzalez (2012) - 1976
'é Castellani (2021) - 1976
é‘ Ortiz v Schorr (2021) - 1976
g Bona v Barrera (2021) - 1976
“~ Gerchunoff y Llach (2003; 2009) - Siglo XX
Contabilidad del crecimiento Hopenhayn y Neumeyer (2004) - 197
Calibracion Taylor (2018) - 1929
Buera, Navarro y Nicolini (2011) - 1974

Source: Author’s elaboration.

As can be seen, the literature has employed various methodologies to provide evidence for or
against the presence of breaks in the growth trend at different moments, and for or against
particular causal explanations of the divergence. While some authors have inquired into
Argentine history in itself, which the table describes as “non-comparative” methodologies,
others have employed comparative methodologies. Within each of these sets, some studies
consist of a historical narrative of the main facts, actors and interpretations of the period. For
example, Engerman and Sokoloff (2002) offer an interpretation of the course of the countries of
the Americas, including Argentina, while Basualdo (2006; 2001) provides an interpretation of
Argentine history since 1976. Other studies offer an “analytical narrative”, anchored in a
specific theoretical framework (Kennedy, 2018; Gonzalez, 2012; Gerchunoff and Llach, 2003;

2009) or in a formally specified economic model (for example, Galiani and Somaini, 2013).

In some cases, in addition to employing an explicit economic model, data are used to calibrate
the main parameters or to contrast them with simulations. Such is the case, for example, of
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Buera and others (2011), who simulate the trajectory of output under two parameterisations of
the Solow model and look for which of them is compatible with its actual evolution, concluding
that the differences between the observed and the simulated series are due, precisely, to the
different parameters (in particular, from 1974 onwards the fit is better in a model with stagnant
productivity). A similar approach is that of growth accounting, which starts from a theoretical
model to derive an accounting decomposition of output, which is then calibrated with data (as
in Hopenhayn and Neumeyer, 2004). There are also works that employ time-series econometrics
to identify structural breaks (turning points) in series of per capita output and relative per

capita output, among others (Sanz-Villarroya, 2005).

In so far as the estimate of the magnitude of the divergence depends crucially on the point of
comparison (the counterfactual), part of the discussion on the “failure” and its causes is also
methodological. Which counterfactual is plausible for Argentina, had the factors that led to the
divergence not intervened? Is it a country, or the rest of the world as a whole, summarised for
example in an average growth rate? Is it reasonable to employ a single point of comparison
throughout the century? If the reference is a country, is it one from the region, or one with an
apparently similar economic structure, such as Australia? And, of course, there arises the meta-
question of the criteria that legitimise the choice of one point of reference or another, the
answer to which depends crucially on the economic theory used to explain the growth of
countries. From this literature review it emerges that only three of the studies surveyed have
used statistical techniques to establish an adequate point of comparison for Argentina (Ertola
Navajas, 2020; Marzetti and Spruk, 2023; Spruk, 2019), by means of difference-in-differences
(DD) or the synthetic control method, which will also be adopted for this work.

Two conclusions thus emerge from the literature review. On the one hand, studies of the
“Argentine failure” from “heterodox” perspectives have been scarce, and none has adopted a
framework with exogenous distribution and effective demand in the long run. The analyses that
adopt a classical-Keynesian approach have addressed the question of growth in Argentina both
theoretically and empirically, but they have not explicitly discussed the causes of the
divergence between countries at particular historical moments, nor have they quantified it. On
the other hand, empirical analyses of the Argentine divergence in the twentieth century have
employed various methodologies, but only some have used statistical techniques to construct

an adequate counterfactual, and they have done so with a focus on the 1945 break.

This work sets out to contribute simultaneously to both agendas by means of empirical
evidence, starting from a classical-Keynesian framework. In particular, it sets out to study the
1976 break, offering an interpretation alternative to those available, and applying a synthetic
control method. Unlike others, which capture relations of correlation, this strategy makes it
possible to quantify the extent to which the country’s growth was affected by the policies
implemented by the military dictatorship, identifying a causal effect. In addition, quantifying
the divergence at each specific trend break would make it possible to assess the relative
importance of each for Argentina’s performance during the century. Future research could
advance in this comparison by inquiring into the other breaks.

22



As in any estimation, economic theory plays a central role in the synthetic control method. The
theoretical framework will make it possible to identify the key variables in the determination of
growth. These variables will then enter the estimation as “controls”, making it possible to
distinguish the effect attributable to economic policies from that arising from changes in
international factors and their (potentially heterogeneous) impacts on structurally different
countries. In parallel, a narrative account of the dictatorship’s economic policies will make it
possible to reconstruct which of these variables were affected, something that can also be
corroborated in the data thanks to the synthetic control, producing evidence on the channels
through which the policies constrained growth. In this way, the aim is not to validate economic
theory (in particular, classical-Keynesian theory) on the basis of the evidence but, on the

contrary, to use theory to inform the generation of evidence.
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3. The structural transformations of 1976-1991

This chapter analyses the economic policies of the military regime and their consequences for
growth during the period 1976-1991. The measures adopted by the dictatorship and their
effects on structural features of the Argentine economy are what make it possible to
hypothesise the existence of a break in economic growth from 1976 onwards, the magnitude of
which is estimated in chapter 4. The aim is thus to complement the empirical estimation set out
in the following chapter with a necessary conceptual understanding of the reasons for the

divergence.

To that end we draw on the model for small open economies of Dvoskin and Torchinsky
Landau (2023), which is presented in the appendix, with some slight adaptations. In terms of
the interpretative framework of the previous chapter, this model belongs to the classical-
Keynesian perspective, where the distribution of income is exogenous (that is, determined by
political-institutional factors) and the level of activity is determined by the autonomous
components of aggregate demand —that is, those that do not depend on the income generated

during the period and that do not create productive capacity—.

By way of summary, figure 2 below presents the structural and reduced forms of the model.
While panel A represents the set of causal relations involved in the determination of the level of
activity (Y), panel B shows the exogenous variables, so that it could be interpreted as the
directed acyclic graph (DAG) of the model. These relations are given by functional forms made
explicit in the model together with their associated parameters. It can be seen there that,
ultimately, the level of output depends on the level of public spending (G), the level of exports (
X) and the wage (W)". In the determination of the growth rate of output, the only exogenous

determinants are the growth rate of public spending and that of exports.
Figure 2. Causal diagrams of the Dvoskin and Torchinsky Landau (2023) model®

A. Structural form B. Reduced form

Source: Author’s elaboration based on Dvoskin and Torchinsky Landau (2023).

*Y: level of output. G: public spending. X : exports. w: wages. C : consumption. ' ; external asset formation.

M : imports. I: investment. U: utilisation of installed capacity. R: investment accelerator.

s Therefore, the level of per capita output depends on the levels of public spending and exports per capita.
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On the other hand, changes in the structural parameters of the model can affect the level of
output. A fall in the wage share of income, a reduction in the employment or capital
requirements per unit of output (V;, V), an increase in the propensity to import in response to
increases in income (M), a rise in the demand for external assets per unit of income (f) or an
increase in the interest paid on external liabilities (l'z’) would reduce the level of activity. The
propensity to import, for example, besides reducing the multiplier by affecting the proportion of
demand that is directed to domestic production, also determines a maximum level of output
compatible with a sustainable level of external indebtedness. This is because the technical
dependence assumed in this model implies that an increase in the level of activity will be
associated with an increase in imports, deteriorating the balance of payments. Given a
maximum level of external indebtedness, the balance-of-payments deficit is bounded and
therefore determines a maximum level of output. A corollary of this aspect of the model is that
a de-substitution of imports, caused for example by a process of deindustrialisation, reduces the

maximum level of output.

Finally, it should be noted that, for a country with a negative net external position, an increase
in the interest rate paid on external debt above the growth of export demand (i"'>g x) would
render the trajectory of external debt unsustainable. As discussed in this chapter, the changes
in these parameters and in the determinants of growth caused by the dictatorship affected the
economy’s growth path persistently. That is, besides affecting the variables and parameters
during the period of government, these transformations endured beyond 1983, producing
structural changes in the productive structure (variables M,V;,V,X) the wage (W) and the
sustainability of external debt (f, i, D), which would limit growth and the space for boosting
public spending (G). At the time of the estimation in chapter 4, these determinants of economic

growth will have to be taken into account in the specification of the econometric model.
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3.1. Structural changes during the last military dictatorship

“This is a change in the structure of financial
institutions, a small revolution that goes much
further than people can see. We are going to change
them all and change the mentality, which is what
matters”

Alfredo Martinez de Hoz’

The authorities, military and civilian, who took over the government after the civic-military
coup had their own view of “the Argentine failure”, a view they sought to put into practice. This
perspective acted as the guiding thread of their efforts and in particular of their economic
policies, so that grasping it is a first central point for understanding the government’s

motivations.

On 24 March 1976, the Military Junta took power with one central objective, which would end
up subordinating other aspirations: the refounding of the nation. Ultimately, it sought to
“correct” the —in its eyes— imperfect incorporation of the popular masses into politics
(Sidicaro, 2004), a process said to have begun with Hipolito Yrigoyen (the first government
after the secret ballot was made universal for men) and to have deepened from 1943 onwards
with the emergence of Peronism. This view was shared by groups of intellectuals and liberal-
conservative think tanks such as the Sociedad de Estudios y Accion Ciudadana (SEA) —to
which the dictatorship’s economy minister, Alfredo Martinez de Hoz, belonged—, which
advocated “reorganising” the nation after the Saenz Pefia Law of 1912 had frustrated the so-
called “National Organisation Process” of the Argentine elites of the second half of the
nineteenth century (Blaum & Romaéan, 2022). From this reading comes the name “National
Reorganisation Process”, with which the coup leaders christened their new project, whose
priority was therefore the disappearance of populism as a national political culture (Semén,
2021, p. 198). This shared ideological substratum, liberal and conservative, made it possible to
reconcile the heterogeneous interests of the different groups within the government beyond the
basic agreement on the fight against “subversion” (Morresi, 2010). As the quotation that opens
this section illustrates, the authorities of the economic team shared this objective of a

comprehensive reform of society, and placed economic policies at its service.

This orientation of the regime had three implications worth highlighting. First, the success or
failure of its project, if it is to be assessed on its own terms, must be analysed according to
whether it managed to put an end to the development model in force until 1975 (Mesyngier,
1998). Second, the consensus within the civic-military coalition extended to the will to reform,
but not necessarily to the shape of the model that would replace the previous one. This
indeterminacy would be reflected in the lack of a development model for the subsequent period,

with consequences for economic growth. The state-led industrialisation model would not be

! Speech before the Legislative Advisory Commission, 1977.
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recovered, but neither would it be replaced by a new one, beyond a new prominence of the
financial sector which some authors characterised as “financial valorisation”. Lastly, for the
purposes of our research objective it should be noted that economic growth appears as a
secondary objective on the military government’s agenda. Although allusions to growth as an
expected result of their programme can be found in officials’ statements, the promotion of
growth is not at the centre of the objectives, but subordinated to the reform of the economy and

to social disciplining™.

Without growth being among its highest priorities, the dictatorship thus sought a structural
change. And various authors agree that this did indeed take place (Aguila, 2023; E. M.
Basualdo, 2001; Blaum & Romaén, 2022; Bona & Barrera, 2021; Castellani, 2021; Cuesta &
Trupkin, 2022; Mesyngier, 1998; Miiller, 2001; Rappoport, 2008; Zack & Pryluka, 2022). The
policies and reforms that led to that structural transformation can be classified into three
groups: (i) trade liberalisation, (ii) the structural reduction of the real wage, and (iii) financial

liberalisation.

Trade liberalisation was one of the pillars of the dictatorship’s economic programme, with
tariffs on imported products and their dispersion falling sharply until 1979 (Brambilla et al.,
2018). Besides disciplining entrepreneurs through competition, in the economic team’s
conception liberalisation would contribute to raising productivity and to reducing inflation
through the convergence of domestic prices with external ones, an aspect that would be
complemented by the introduction of the “tablita cambiaria”. This policy, based on the then
novel Monetary Approach to the Balance of Payments introduced by the Chicago School
(Blaum & Romén, 2022; Heredia, 2004), set a series of pre-announced and decreasing
devaluations with the aim of making domestic inflation expectations converge with
international inflation. Since it was assumed that relative prices would be determined by “real”
variables, while inflation would be determined by nominal variables, the advance
announcement of a nominal price (the exchange rate) would cause both the money supply and
the remaining prices to adjust their variation to that of this price. The gradual reduction of the

rate of devaluation would allow domestic inflation to converge with international inflation'’.

In practice, the tablita did not manage to eliminate inflation, and price increases remained
above the programmed rates of devaluation. This gave rise to a strong exchange-rate
appreciation, which combined with the reduction of tariffs sharply reduced the competitiveness
of the local economy. The joint effect of these measures was an increase in imports per unit of
output (a de-substitution of imports, which in the model would be reflected in a rise in the
parameter M) and a severe deindustrialisation, which affected the economy’s productive

capabilities.

" This is an example of Kalecki’s (1943) hypothesis that in certain historical contexts capitalists might prefer the

disciplining of the working class to an increase in the mass of profits.

" For further details on the link between the “tablita” and the monetary approach to the balance of payments, see
De Pablo (1983), Zack and Pryluka (2022), Blaum and Romén (2022) or Heredia (2004).

27



Figure 3. Imports and manufacturing industry as a percentage of GDP
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Source: Author’s elaboration based on Kidyba and Suarez (2020).

As a consequence, a period of marked productivity stagnation began (Buera et al., 2011, figure
4), driven by the shift of employment from sectors of high labour productivity to sectors of low
productivity (Cortes Conde, 2005; Hopenhayn & Neumeyer, 2004). Although these effects were
not those expected within the Monetary Approach to the Balance of Payments, they are an
expected result according to the model described in the introduction to this chapter. The model
is compatible with the Kaldor-Verdoorn law, which postulates that a reduction in economic
growth has a negative impact on productivity growth. This fall in relative productivity would
affect the external competitiveness of the economy, increasing the requirements of imported
inputs and reducing exports (CEPAL-OIT, 2023). The export profile also deteriorated, as its
concentration in primary products increased (Rappoport, 2008). Both the fall in productivity
and the fall in the diversity of exports (in particular, towards products of lower technological
content) generate, in terms of the model, a reduction in the income elasticity of exports,
affecting both exports (X) and their growth rate (9x).

Figure 4. Labour productivity and manufacturing exports® (1975 = 100)
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Source: Author’s elaboration based on Grafia and Kennedy (2008) and World Bank.
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For its part, the structural reduction of the real wage (W in the model) found a first expression
immediately after the coup. On 2 April 1976 nominal wages were frozen for 120 days,
suspending every form of wage bargaining under threat of criminal prosecution. At the same
time export duties were reduced (Brambilla et al., 2018), raising the domestic cost of food. In
the month of the announcement inflation reached 33%, accumulating 54% after three
months'?. In this way, the real wage fell by 36% in 1976, and by 1983 the share of the wage bill
in income had fallen to 27% (from 45% in 1974, Rappoport, 2008). The peaks in the real wage
and in the wage share of output (those of 1974) would not be recovered during the rest of the
century (Graia & Kennedy, 2011). This marked volatility of real wages and their reaction to
administrative acts illustrate the political-institutional character of their determination,
reinforcing the relevance of the theoretical model developed in the introduction to this chapter
for the study of this period. The fall in productivity would constrain the growth of the real wage
under the new growth pattern (Grafia & Kennedy, 2011). Again, within the framework of the
model described, although the wage (W) is exogenously determined, productivity growth
determines the maximum real wage that the economy can reach without entering a balance-of-

payments crisis, through its impact on foreign trade (Cimoli & Porcile, 2013).

Figure 5. Wage share of output and real wage (1975 = 100)
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In addition to the short-run changes, the multiple reforms of labour institutions and the
systematic plan of repression and extermination deployed by the dictatorship converged in a
curtailment of workers’ bargaining power, which would leave scars for the subsequent period. A
new ceiling on the real wage was established (Bona & Barrera, 2021), inaugurating a stage of
structural deterioration (Kennedy, 2018b). The set of reforms to labour institutions included
the prohibition of trade union activity or any political activity by workers’ organisations,
including the government takeover of the CGT (the General Confederation of Labour) and the
suspension of the right to strike, and the modification of labour laws (collective wage
bargaining, the Employment Contract Law, collective agreements, professional associations,

union-run health funds, the law on trade union immunities, and the law allowing the dismissal

" Data calculated from the IPC-GBA (consumer price index for Greater Buenos Aires), INDEC.
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of public employees) (Aguila, 2023). By modifying the Basic Legal Regime of the Civil Service,
the dictatorship also sought to dismantle opposition groups within the state bureaucracy
(Mesyngier, 1998). Although these measures did not prevent trade union organisation from
carrying decisive weight with the return of democracy, they undoubtedly affected workers’
wage bargaining power. All these institutional changes, then, contributed to structurally
reducing the real wage (W) (Amico, 2015), which according to the model would limit the level

of per capita output.

The repression of the political cadres of workers’ organisations through state terrorism also
acted in this direction, resulting in the forced disappearance of some and the demobilisation or
exile of others. The disappearance of a generation of activist and trade union cadres led to a
scant capacity for activism (Grimson, 2020). During the period after 1983, the annihilation of
“organic intellectuals of the popular camp” prevented the formation of a leadership class
(Basualdo, 2001). The “fight against subversion” was particularly effective in putting an end to
what was called “the age of youth”, a period of intense political mobilisation by young students,
whose alliance with industrial workers had been decisive for the fall of the previous
dictatorship, headed by Ongania, especially in the so-called “Cordobazo” of May 1969
(Manzano, 2017, p. 21).

As a result of these measures, but also of the restructuring of the productive fabric and the
slowdown in economic growth, the labour market underwent profound transformations. The
social structure thus began a stage of fragmentation, driven by a deterioration of industrial
employment, whose workforce was absorbed by sectors of lower productivity, such as the
tertiary sector and construction (Castellani, 2021). Unemployment, underemployment,
informality and self-employment increased, worsening working conditions (Carregal et al.,
2015). Besides the migration of wage earners towards informality and self-employment, low-
quality outsourcing increased (Gerchunoff & de Leon, 2018). Although the dictatorship sought
to prevent unemployment from growing, employment fell and hidden unemployment rose
(Rappoport, 2008). A stage of growing heterogenisation of the working class thus opened,
which among other consequences entailed a fragmentation of its interests, weakening its

capacity to organise.

Lastly, as a result of the changes at the productive and institutional levels, industrial
entrepreneurs and their relationship with workers were also affected. Economic policy
functioned as a disciplining device for both groups, whose association had found, during the
previous stage of industrialisation, a confluence of interests in the expansion of the domestic
market (Canitrot, 1980). Breaking the material basis for that “multi-class alliance” was a
central objective of trade liberalisation, and it entailed a hardening of the political conditions
for raising the real wage from then on. Taken together, the transformations eroded the
economic power of trade unions and of firms oriented towards the domestic market, and gave
greater weight to the banking sector, traditional exporters and large conglomerates in the
determination of economic policies (Mesyngier, 1998). Within local business, the large groups
gained weight, above all those linked to the military-industrial complex, increasing the

30



concentration of economic power (Castellani, 2004). The strengthening of this corporate sector
—what came to be called the “patria contratista”, the state-contractor establishment— and its
market power may have favoured an increase in the rate of profit, to the detriment of the real
wage. Likewise, the capture of the state and the veto power of these new actors conditioned the
orientation and level of public spending from then on, as detailed in the following section. In
short, the set of actions and institutional changes concerning the position of the working class
tended to erode its political power, which in turn affected the real wage. Although the wage
followed a non-monotonic dynamic, in which the distribution of income corresponded only
partially to the dictatorship’s class interests, a new structural level for W was consolidated,

markedly lower than that of the previous period (Alvarez & Dvoskin, 2023).

The last pillar of the dictatorship’s policies and reforms, and probably the most relevant for
long-run growth, was financial liberalisation. The cornerstone of the financial reform was the
enactment of the Financial Institutions Law in 1977, which transformed the institutional
framework of the financial sector in a way that proved difficult to reverse (Mesyngier, 1998).
The law removed every significant restriction on capital flows and the regulations on domestic
interest rates, and introduced other modifications such as the reduction of bank reserve
requirements. A first effect was the increase in the economic weight of the banking sector
(Canitrot, 1981). The financial sector as a whole became more important than in the past, and
international financial capital emerged as a new actor in Argentine political economy,
analogously to the way in which the so-called “international bourgeoisie” had gained weight in
the capital goods sector during the developmentalist period (Alvarez, 2020, p. 70). External
creditors thus consolidated themselves as a new actor in the distributive struggle (Gerchunoff
and Hora, 2021).

Second, the resulting increase in the domestic interest rate, combined with a high degree of
international liquidity and the exchange-rate cover implied by the pre-announced devaluations
of the “tablita”, encouraged the inflow of short-term speculative capital. The inflow of portfolio
funds sought to take advantage of the high returns on local assets, far above the pre-set
devaluations (Zack & Pryluka, 2022), and was made possible by the free outflow of capital
(financed in turn by the Central Bank, with the aim of sustaining the exchange-rate target).
The reversal of capital flows was triggered by a change in expectations about the sustainability
of the tablita after the increase in US interest rates in 1981, which would give way to a “lost
decade” not only in Argentina but in the region (D’Amato & Katz, 2018). Both trade
liberalisation and financial deregulation had eroded the state’s capacity to control the exchange
rate, raising devaluation expectations and inflation (Alvarez & Dvoskin, 2023). Inflation in turn
encouraged the formation of external assets by residents, by weakening the capacity of the
domestic currency to fulfil the function of store of value (Corso, 2021). This increase in the
proportion of income allocated to external asset formation would be reflected, in the model, in a
rise in the parameter f, and it reached very significant levels: in 1981, 13% of exports.
International reserves fell rapidly, as figure 6 shows, both because of the payment of liabilities

contracted with non-residents (which in 1982 reached 20% of exports) and because of the
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formation of external assets by residents. The fall in reserves could only be halted through

public borrowing.

Figure 6. International reserves and capital flows
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Beyond the short run, financial liberalisation imposed a new constraint on interest-rate policy,
in that local returns would now have a new floor, given by international interest rates and
devaluation expectations. Given the inverse relationship —for a given exchange rate— between
the interest rate and the wage, this new constraint may have contributed to the structural

reduction of the real wage (Alvarez, 2020, p. 71).

More importantly still, the turn in the global financial cycle left behind an extremely vulnerable
external sector, in that external liabilities had grown while, owing to capital outflows, reserve
assets had diminished. The military government sought to counteract the financial fragility of
the private sector by means of exchange-rate insurance schemes, de facto nationalising private
liabilities, a debt that would condition the Argentine economy for decades (D’Amato & Katz,
2018). The public sector would have to face an external debt that could not be refinanced in
global markets and that reached an unprecedented magnitude: the dictatorship accumulated
liabilities equivalent to 150% of exports (figure 7). This increase in principal maturities and
interest payments (reflected in the term i* D of the model) persistently conditioned the balance
of payments (Gerchunoff & Rapetti, 2016) and entailed a need to achieve trade surpluses in
order to cope with the new levels of indebtedness. The margins for growth during the following
decade would thus be severely restricted, in that this required reducing imports and

consequently investment (Gerchunoff & Llach, 2019).
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Figure 7. Accumulated external debt” as a percentage of exports
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* Owing to data availability, the figure shows the debt accumulated since 1976, not the total outstanding stock.

3.2. Consequences for economic growth, 1983-1991

The consequences for the first democratic government were dramatic, severely limiting its
capacity to stabilise the economy, boost activity and raise wages. Economic policy would be
constrained by the need to preserve democracy (Gerchunoff & Llach, 2019, p. 453) in a context
of permanent threats of a new coup d’état and of the marked restrictions inherited from the de
facto government on meeting society’s demands and aspirations (see Torre, 2021). The
impossibility of resolving this dilemma would lead to the hyperinflation of 1989, which would
not be fully subdued until after a second hyperinflationary episode in 1991.

As regards wages, their dynamics were shaped by the stabilisation attempts that characterised
the period, given the high inflation rates inherited. Wage aspirations, until then contained by
dint of unprecedented repression, resurfaced with democracy, as did other sectoral demands
(Libman et al., 2022). The government’s first economy minister, Bernardo Grinspun, sought to
satisfy these aspirations through favourable incomes policies and expansionary fiscal policies.
But he came up against the new veto power of the new local economic groups, now under the
name of the “group of 8” and later the “group of 20” (Castellani, 2021; Ortiz & Schorr, 2021). As
mentioned in the previous section, with the multi-class alliance around the expansion of the
domestic market broken, these actors no longer had incentives to support the expansion of
wages or of public spending, unless the latter was channelled directly towards their corporate
interests. In addition to these political constraints on the growth of wages and public spending,
the need to achieve trade surpluses in order to meet debt maturities imposed additional
“economic” limits. Indeed, one of the reasons behind the return of inflation after the initial
success of the Austral Plan was the increase in import demand brought about by the recovery

of economic activity.

Another factor that limited growth during the first democratic government was the state’s

inability to guarantee exchange-rate stability, which gained weight in the determination of
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inflation as the indexation of contracts initiated by the dictatorship expanded and deepened
(Alvarez, 2020, p. 118). The capacity to control the exchange rate was conditioned by two
processes inherited from the dictatorship: very high inflation and external indebtedness. The
persistence of inflation fed the demand for external assets as a store of value, in a context of lax
monetary policies, which would only be tightened after José Luis Machinea took office at the
Central Bank (Gerchunoff & Llach, 2019, pp. 465-467). This implied greater pressure on the
international reserves of the Central Bank, which established exchange-rate regimes with

multiple exchange rates, whose management proved difficult.

But the main constraints came from external indebtedness. In 1983, interest payments on the
external debt reached 58% of exports (Libman et al., 2022 and figure 8), and principal
maturities had to be faced throughout the period. In the absence of external financing —
explained by the explosive trajectory of the debt and the high interest rates prevailing
internationally—, the current account balance had to be high enough to meet the payments,
which limited fiscal and/or wage expansion, in open tension with the political needs of the

democratic restoration.

Figure 8. Interest on external debt as a percentage of exports
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As a result of the dictatorship’s economic programme, then, the first democratic government
was severely constrained in restoring wages, boosting public spending, promoting exports,
controlling foreign-exchange outflows and carrying out other structural changes that could
have boosted growth. In terms of the model, the impacts during both the democratic and the
pre-democratic period would be reflected at three levels: the multiplier of autonomous demand
(and, consequently, the long-run level of per capita income YL), the rate of change of public

spending (9¢) and the constraints on the growth of exports (Gx).

The conjunctural reduction of, and the new structural ceiling on, the real wage (W) lowered the
level of per capita income. Deindustrialisation operated in the same direction: by affecting the
composition of output in favour of labour-intensive sectors, it reduced the capital requirements
per unit of output (V). The consequent de-substitution of imports raised imports per unit of

output (m), reducing the external space for the expansion of demand. Finally, exchange-rate
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volatility raised devaluation expectations, so that the dollar returns on local-currency assets fell
significantly, giving rise to a marked tendency towards the dollarisation of portfolios. The
increase in the propensity to form external assets resulting from financial liberalisation, in a
context of high inflation and exchange-rate volatility, thus also operated to reduce the long-run

level of output.

With regard to the impulse to public demand (9¢), it was discussed how the democratic
authorities faced considerable political and external constraints. International creditors,
strengthened after the dictatorship, and especially the International Monetary Fund, watched
over fiscal austerity in order to guarantee the repayment of the debt. As argued, the logic of
fiscal austerity operates through its impact on economic activity (according to the model,
though not according to the IMF'), which would induce an increase in the trade balance and in
the availability of foreign exchange. Consequently, the successive stabilisation plans included a
component of fiscal adjustment, which also responded to the need to increase the trade surplus
in order to service the external debt. The economic authorities of the dictatorship, although
they sought to limit public spending and dismantle part of the state apparatus, also responded
to demands from sectors of the army, giving rise to a change in the composition of spending
rather than to an absolute cut. During the democratic government, trade union and social
pressures over the purchasing power of public employees’ wages operated in the same direction,
in that this expenditure represented a significant proportion of the total. Torre (2021, pp. 80-
86) recounts how the IMF’s fiscal adjustment proposals at the beginning of the government
would have required a 30% fall in public-sector wages, a fall that the economic team and the

President judged to be socially and politically unacceptable.

Finally, the external constraints were the most acute. The deterioration of the productive
apparatus and the reprimarisation of the export basket affected the elasticity of exports,
affecting export dynamics (9x). But, above all, external indebtedness worsened the balance of
payments via the increase in interest payments (i‘"D). Interest rose because of the increase in
the external debt contracted by the dictatorship (D), but also because of the increase in the
interest rates paid on Argentine debt in the new international context (i‘;), already at a high
level that fed the perception that the country’s liabilities were uncollectable. The debt thus
entered an explosive dynamic in which the interest burden far exceeded the growth of exports (
i£’>g x). Refinancing during the Alfonsin government, while it could be sustained, only

increased the debt burden to more than 250% of exports.

Figure 9A summarises the dynamics of the main sources of demand over the whole period.
During the dictatorship, public spending expanded significantly, only to stagnate from 1982
onwards. Despite the initial fiscal expansion, consumption (and consequently GDP, in that in
1975 consumption represented 71% of Argentine output) contracted, anchored by the drastic
fall in real wages and the consequent reduction in the multiplier. Export volumes expanded
strongly in the first two years, but their effect on demand did not manage to offset the fall in
the wage, while the external space gained was soon reversed, as a result of growing interest
payments on the debt (panel B). Exports remained practically stagnant from 1978 onwards,
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with real wages oscillating around their new level constrained by the balance of payments.
Thus, by 1990 the level of output was 3% below that reached in 1974.

Figure 9. Main sources of demand at constant prices and current account
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Source: Author’s elaboration based on Kidyba and Suarez (2020), Grafia and Kennedy (2008) and IMF.

3.3. The international and regional context

The policies described and their consequences cannot be analysed in isolation from the
international context in which they took place. Especially bearing in mind that changes at the
global level also affect the growth of countries, so that identifying an effect of the dictatorship’s
policies requires distinguishing their specific effects from global changes. As we shall see, many

of the dynamics described in this chapter are shared by other countries.

There are multiple conceptualisations of the transformations that took place internationally
from the mid-1970s onwards, which Boyer (2000) classifies into five hypotheses. According to
the first, the exhaustion of the Fordist growth regime based on mass consumption and mass
production ran into limits to the increase of productivity, giving rise to a regime based on
product differentiation. According to the second, based on analyses of industrial revolutions in
the long run, the diffusion of information and communication technologies gave rise to a new
productive paradigm. A third hypothesis suggests that a new knowledge-based paradigm was
established, which allowed a better articulation between scientific knowledge and production.
The fourth hypothesis set out by Boyer emphasises the development of services and
tertiarisation, while the fifth focuses on the shift towards greater openness in trade, finance and
migration. Finally, there is the fifth and last hypothesis —to which the author subscribes— of a
new financialised regime. Boyer’s review serves to illustrate, beyond the characterisation of the
new regime, the multiplicity of structural transformations that became evident at the global
level from the mid-1970s onwards, both in productive terms and in the structure of the financial

sector and its relationship with the rest of the economy.
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As regards the changes in the international financial architecture, the institutions established
in the post-war period by the Bretton Woods agreements were abandoned, giving way to a
global system based on flexible exchange rates (Eichengreen, 2008). The post-war international
monetary system had been based on the fixing of exchange rates against the US dollar, which
would have a fixed parity with the price of gold. This scheme was sustained by interventions in
the foreign-exchange market, at times supported by IMF assistance, and by regulations that
limited international capital flows. The growing mobility of these flows eroded the system,
making exchange-rate arrangements harder to sustain, until the United States abandoned the
parity in 1971 and other countries with weight in international capital markets, such as Japan,

followed in its footsteps.

In the context of the stagflation produced by the oil shocks of the 1970s, existing ideas and
institutions seemed unable to respond to the problems of the time, and were replaced by new
ones. At the institutional level, “embedded liberalism” (the commitment of states to full
employment and welfare policies characteristic of the post-war period) began to be resisted by
business sectors, and was gradually replaced by a set of institutions that in retrospect would be
characterised as neoliberal (Blyth, 2002, pp. 3-8). In the realm of ideas, the growing influence of
intellectuals and think tanks clustered around the Mont Pélerin Society stands out (see
Mirowski and Plehwe, 2015). Monetarism, rational expectations theory and public choice
theory gained ground; besides dominating academic discussions within the field of economics,
they served as the basis for the turn in economic policies””. The very functioning of the Bretton
Woods multilateral organisations shifted, with the IMF promoting trade liberalisation,
financial liberalisation and other “structural adjustment” policies through the conditionalities of
its loans, and the World Bank leading the intellectual dispute over development policies
(Polanyi-Levitt, 2013).

How did these global changes manifest themselves in Latin America? In the productive sphere,
these transformations gave rise to a new international division of labour, in which countries of
South-East Asia specialised increasingly in industrial activities, to the detriment of Latin
American industry (Grafia & Terranova, 2022). The tensions emerging from this global process
were superimposed on criticisms of the state-led industrialisation model prevailing in the
region, both from economic orthodoxy and from the political left (Bértola & Ocampo, 2013, p.
243). In the first case, criticising macroeconomic instability and state interventionism. In the
second, warning about the model’s limitations in overcoming external dependence and
transforming the social structure, in the context of struggles for emancipation from oppressions
structured around gender, race and the global North-South divide (Fraser, 2020). But the former
were more successful in reaching state power. In a systematic and repressive response to the
initiatives of emancipation, the region witnessed a wave of right-wing military regimes which in
some cases shared with the Argentine one ideological traits such as economic liberalism
(Hobsbawm, 1994, pp. 440-441).

" Mark Blyth (2002, pp. 164-247) gives an account of this process for the cases of the United States and Sweden.
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In the financial sphere, the oil price increases of 1973 and 1979 favoured a rise in global liquidity
that translated into more attractive interest rates for debtors. The countries of Latin America,
affected by the oil shocks and driven by the context of the growing dismantling of restrictions on
capital flows, contracted external debts with international creditors, while experiencing rapid
increases in current account deficits and, in some cases, strong exchange-rate appreciations
(Frenkel & Rapetti, 2010). But those flows were reversed with the change in the monetary policy
cycle of the US Federal Reserve, which under Paul Volcker raised interest rates sharply in 1979
and 1981. Exchange-rate tensions were added to the high costs of oil, feeding inflation and
deepening economic stagnation (Zack & Pryluka, 2022). The countries of Latin America faced
renegotiations of the debt inherited from the crisis, with international banks and the IMF, and
had to make substantial payments (Frenkel & Rapetti, 2010). As a result of these processes,

Latin America’s economic stagnation lasted a decade, christened the “lost decade”.

From a medium-term perspective, “peripheral financialisation” emerged in Latin America during
the 1970s, hand in hand with the deregulation of national financial systems and the growing
international mobility of capital (Abeles et al., 2018). Since then, the financial sector has grown
faster than the rest of the economy at the global level, a discrepancy that was even greater in
Latin America (Beck et al., 2014). The financial transformations are far from unrelated to the
processes of deindustrialisation mentioned above: in Latin America, investment and growth rates
were affected, and never recovered (CEPAL, 2018).

As shown in this section, in the period analysed in this thesis other countries —besides Argentina
— also suffered the effects of global transformations, with heterogeneous results. Any assessment
of a country’s economic growth during this period must therefore take into account that part of
economic growth is explained by these changes common to all countries, and not by factors of its
own. Are these differences explained by the dictatorship’s policies? The review in this chapter of
the secondary sources that have analysed the period suggests that they are, but in order to
produce a divergence the measures adopted would have to have been different from those of other
countries, whether in qualitative terms (different kinds of measures) or quantitative terms
(different intensity of the same measures). Miiller (2011), for example, puts forward the
hypothesis that the main factor behind the break in growth was the increase in external debt, but
that the historical importance of the dictatorship’s policies is qualified by the fact that external
indebtedness was not a peculiarity of Argentina, but a manifestation of international financial

conditions. A contribution to this debate may therefore come from the empirical evidence.

As panel A of figure 10 below shows, Argentina’s performance during the period that began in
1976 was even weaker than that of other countries in the region, such as Brazil and above all
Chile, and more in line with that of Bolivia. Panel B shows how the divergence from some core
countries also becomes more pronounced from that year onwards. This explains why a certain
consensus is found in empirical works regarding the existence of a break in 1975/1976 (Sanchez,
2018), even though this fact is sometimes overlooked when discussing the causes of the “Argentine

failure”.

38



Figure 10. Per capita GDP of selected countries

A. Relative growth, 1975=100" B. Settler economies, logarithmic scale
50.000 1

200 1 30.000 A

10.000 1

5.000 1

1975 1980 1985 1990 1995 2000 1900 1925 1950 1975 2000
= Argentina == Bolivia == Brasil Chile == Argentina Australia == Canada

=== Estados Unidos MNueva Zelanda
Source: Author’s elaboration based on Maddison.

* The grey lines show the growth of other South American countries, Mexico, the United States, Canada, New

Zealand and Australia.

But this observation is not enough to reach a consensus on its causes. As far as the evidence is
concerned, observing a divergence in the per capita output series is not sufficient: growth trends
could differ by country, according to their different structural characteristics and independently
of the dictatorship’s policies. Second, given its structural characteristics, did twentieth-century
Argentina find a good point of comparison in countries such as Bolivia, or in countries such as
Brazil? If Bolivia were an adequate point of comparison, it could not be said that the Argentine
military dictatorship caused the decline', in that both countries followed a similar trend without
Bolivia having had an “Argentine dictatorship”. Lastly, even if there were an effect of the
dictatorship on growth from 1976 onwards, can it explain Argentina’s divergence during the

twentieth century? In the following chapter we set out to answer these questions empirically.

" Provided it is assumed that the impacts of the Argentine dictatorship on Bolivia’s growth are negligible, as they
can be expected to be. Within the framework of the model described, for this assumption not to hold, Bolivian
exports to Argentina would have to represent a significant fraction of Bolivia’s autonomous demand.
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4. Estimating the impact on growth

This chapter quantifies the impact of the policies described in the previous chapter on economic
growth during the last quarter of the century. The first section describes the synthetic control
methodology, the second presents its application to the estimation of the impact of the
Argentine military dictatorship’s policies on economic growth, and the third sets out the results
obtained. The fourth section inquires into the channels through which the policies affected

growth, and the last presents the robustness exercises.

4.1. Methodology: the synthetic control

In order to estimate the impact of the military dictatorship on long-run growth, a synthetic
control research design is employed (Abadie & Gardeazabal, 2003; Abadie et al., 2010). This is
a strategy for the quantification and empirical identification of causal effects in comparative
case studies, in which the absence of a control group to act as a counterfactual for the group
under study is addressed by constructing (“synthesising”) that counterfactual. This method is
particularly suitable for studying the effects of an intervention at the aggregate level (such as a
macroeconomic policy or, in our case, a dictatorship), because it allows estimation and
inference even if the number of units affected by the intervention (the “treatment group”) is

reduced to 1 unit.

In such cases, as shown in chapter 2, many studies use other untreated units as a control group,
on the basis of bilateral comparisons. That is, comparative studies establish a counterfactual by
comparing Argentina with another country. But it may happen that none of the untreated
units constitutes a good reference, in that each is subject to idiosyncratic aspects of its own". In
our case, it may be that none of the countries is by itself a good counterfactual for Argentina, or
at least not the best one. A synthetic control seeks to construct a more adequate counterfactual
than these bilateral comparisons, on the basis of a weighted average of the untreated units, that
is, those that act as “candidates” for a possible point of comparison. Thus, for our estimation a
“synthetic Argentina” is constructed, which arises from an average of other comparable
countries, and which seeks to be more representative of Argentina’s specificities than any one of
these countries. A more detailed explanation of how synthetic control methods work can be

found in Abadie (2021), whom we follow below in the formal description of the method".

Suppose that information is available on J+1 units, where 1 of them is the unit affected by the
intervention to be studied (in our example, Argentina) and the remaining J, unaffected, are
called the “donor pool” (other a priori comparable countries). Data are available for T periods,
T, being the periods prior to the intervention (periods up to and including 1975). Each unit is

characterised by k predictor variables of the outcome variable Y, which in our case is the level

19 Indeed, there are no two countries in the world whose growth trajectory, for example, is identical.
"% The estimates were carried out using the ‘synth’ package for the R programming language, developed by the
pioneering authors in the use of synthetic controls (Abadie et al., 2011).
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of per capita GDP, such as characteristics of the productive structure, the level of development,
the level of schooling, trade openness, etc. These variables constitute a vector of characteristics
of the treated unit, X, and a matrix for the remaining units Xo=|X5,..., X 41|, which will be
relevant when defining the weights of the synthetic control and, in addition, make it possible to
assess the similarity between the latter and the treated unit'’. Finally, we define the causal
effect of the intervention Ty, as the difference between the level of Y that the treated unit has
after the intervention YL and the level it would have in the absence of the intervention Yﬁ.
The effect is indexed in time because the effects might not be instantaneous, and might

accumulate or be reversed over time.
. N
1= Ylt - Ylt

The aim of the synthetic control is to estimate levt’ the level of per capita GDP that the country
would have in the absence of the intervention, which is unobservable. The estimator of the
effect is then the difference between the observed level and the synthetic control,

fltZYit—Yﬁ. The estimator Yllvt is an average of the Y?i, the per capita outputs of the

untreated countries, whose weights W =|W,,...,W,,,| are usually chosen so as to make the
synthetic control resemble the treated unit as closely as possible during Ty. The similarity
between the synthetic control and the treated unit is measured by the predictor variables X.

Formally, the vector W is chosen that minimises:

1/2
2

k
||X1_X0W||: hz_:l Vh(Xh1_W2Xh2_---_WJ+1XhJ+1

subject to the weights W being positive and summing to 1. That is, the Euclidean distance is
minimised, but weighting each variable within X by a positive scalar v, € V. Each choice of the
weights V' is associated with a different synthetic control. Abadie et al. (2010) suggest choosing
the V' that minimise the mean squared prediction error (MSPE) of the variable of interest Y
during the periods prior to the intervention Ty. Finally, then, given the results of both
minimisations the weights W are obtained, and the estimator of the causal effect is determined
by:

J+1 )
t,=Y,— > WY,
j=2
The aim of both minimisations is to find a set of weights that make it possible to replicate the
trajectory that output would have followed in the absence of an intervention, an identification
assumption whose plausibility can be put into context by comparing the evolution of the
synthetic control and of the variable of interest before the intervention (that is, the periods in

which Y7, is observable). By construction, both the weights of the units (W) and those of the

" It should be noted that X may include values or averages of the variables of interest Y in periods prior to the
intervention, in so far as these are not affected by the intervention itself.
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variables (V') are chosen to minimise that (observed) difference', which is a reason not to
interpret the possible similarity between the synthetic control and the actual pre-intervention
evolution as conclusive evidence that the identification assumption holds”. In any case, even
with the optimal weights, differences of considerable magnitude might prevail between the
observed series and the control, which would weaken the plausibility of the estimates or, at
least, of their precision. In addition, Abadie et al. (2010) argue that this matching of pre-
intervention outcomes helps to control for unobservable factors and for the heterogeneity of the

effects of those factors (and of the observable ones) on the variable of interest.

Abadie and his co-authors (2010) show that one of the cases in which the synthetic control
estimator is asymptotically unbiased is when the variable of interest is determined by a factor
model. Factor models are a class of models in which the determinants of the variable of interest

can be expressed as:
Y. =f,yi+u,

Where Y is the variable of interest for unit i in period t, f is an unobservable vector of “factors”
and U; an also unobservable vector of “factor loadings’. The first of these vectors could be thought
of as a set of time fixed effects, while the second is similar to a set of country fixed effects, but in
this model the two terms interact. When assessing the level of output of different countries, fi
represents the set of shocks common to all countries in a given period, while V; captures the
structural (time-invariant) characteristics of the country that determine how those common
shocks affect output. This model thus captures the fact that the same shock can have

heterogeneous effects across countries, according to their structural attributes.

It turns out that the model described in chapter 3 can be rewritten as a factor model of growth,
which implies that the synthetic control estimator would be unbiased for estimating the effects
of an idiosyncratic shock in a given country. To see this, recall that, according to the model of

Dvoskin and Torchinsky Landau (2023) developed in the appendix, growth is determined by:
gczgzn:‘jigcir"'(1_01')9)(1':

where 0; is the share of public spending and exports in autonomous demand, which we assume
to be invariant over time. Let us suppose that exports are determined by external demand, with

an income elasticity of exports that we take as given (&;):

X. =

[

Y,

81- —
=Gxi =&y,

8 Strictly speaking, the weights of the units (W) arise from minimising the distance of the predictor variables (
X)), not of the variable of interest (Y'). But that measure of distance is mediated by the weights of the variables (
V), so it depends indirectly on Y. In addition, it is usual, and recommended by the literature, to include among the
X an average of Y for some period, which reinforces the fact that the differences between the synthetic control and
the observed Y are small by construction.
" A second reason, among others, is that similarity before the intervention is neither a necessary nor a sufficient
condition for it to hold afterwards, something that has already been pointed out for tests of pre-existing trends in
difference-in-differences studies (Roth, 2022).
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On the other hand, let us suppose that public spending is subject to political and institutional
determinants that may operate on a global scale —with differential impacts according to the

country’s structural political conditions 0;—:
96i=9:95

where 9, is the growth rate of public spending in country i, 9 the rate at which the common
determinants of public spending grow at the global level and 6; a parameter reflecting how
those global conditions affect domestic spending. This equation seeks to generalise the
determination of public spending, admitting that it may have global determinants. In the
particular case where 0,=0Vi, each country would determine its level of public spending
independently of the behaviour of the others, and we would observe zero correlation between
changes in fiscal policy. Other values of 8 capture the fact that global historical processes may
differentially affect the capacity or willingness of domestic authorities to expand or contract
public spending, which would induce a cross-country correlation in the stance of fiscal policy.
For example, we might conjecture that part of the synchronisation in the expansion of fiscal
policy during the “golden years” of post-war capitalism is explained by the threat posed by

communism and the USSR. Financial globalisation would operate in the opposite direction.
In this way, growth is determined by:

9.:=0,8,gc+(1-0,)€,gy,
Re-expressing in vector terms:

0,0,

1_Gl)£i)_ftYi

9:=(9e gy«vt)( :
This expression captures possible determinants of the components of autonomous demand that
are common to the different countries. Considering that, in a given country, the local
government has discretion to boost public spending, this expression could be modified to allow

for possible idiosyncratic shocks to growth. An additional term could thus be included:

i~

(1-0,)e

Where U, captures the discretionary changes in d¢, while 9s:0:0, captures possible changes

9:=\9¢ gY"t) +u,=f vy,

driven by determinants common to the different countries such as, for example, a tightening of
international financial conditions that restricts countries’ capacity to carry out expansionary
fiscal policies or, more indirectly, a rise of discourses unfavourable to state expansion at the

global level.

Note that the synthetic control estimator YL:Z w;Y . could be re-expressed as:

IA’FZij;Y,:f;Z WY,
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This implies that, if the estimator manages to approximate adequately the “factor loadings’ of
the treated unit, that is, if it holds that W;¥;¥V¥,, the synthetic control will have a growth
similar to that which the treated unit would have had in the absence of the idiosyncratic shock.
Shocks common to all countries will have an impact on the synthetic control similar to the one
they have on the treated unit, because the degree of exposure to those shocks, determined by
Yj, is similar. This illustrates the importance of W;Y;®V;, that is, of the structural
characteristics of the synthetic control resembling those of the treated unit. If they are similar,
the bias of the estimate is bounded by the scale of the idiosyncratic shocks U; and the sample

size (length of the pre-treatment period, T).

In short, the synthetic control seeks to estimate country weights that make it possible to
reproduce the trajectory of Argentine per capita output before 1976. A critical identification
assumption is then employed: that Argentina’s per capita output would have followed the
trajectory of that weighted average of countries had there been no dictatorship. Under this
assumption, the average per capita output (the “synthetic Argentina”) is used as a
counterfactual to estimate the long-run effects of the dictatorship’s policies. This synthetic
country shares with Argentina structural characteristics and a similar economic trajectory at
least until 1976, but it did not have a dictatorship or, if it did, it was not a dictatorship whose
policies had the same characteristics (whether in qualitative or quantitative terms). Therefore,
any divergence from 1976 onwards is explained by the policies of the Argentine dictatorship
itself. The robustness tests seek to lend plausibility to the identification assumption, but it
cannot be proved, nor can the effect of the dictatorship be distinguished from the effect of
another possible shock specific to Argentina that occurred in 1976. In this context, the
discussion based on historical arguments and on the economic model of the determination of
growth, presented conceptually in chapter 3 and developed in the Appendix, becomes relevant.
The hypothesis that the break occurred in 1976 arises from that discussion; it is not merely
extracted from the data by empirical methods®. For that reason, the results must be placed
within (i) a broader analysis of other possible breaks in the growth trend, and (ii) of other
possible causes of the break that might be contemporaneous with the dictatorship. After

presenting the results in this chapter, chapter 5 seeks to offer a view on these two discussions.

4.2. A synthetic control for twentieth-century Argentina

Turning now to our estimation, the donor pool must be made up of countries that could, a
priori, be considered similar to the Argentina of the last quarter of the century. At the
methodological level, it is recommended that this pool include units comparable to the case of
interest (Abadie et al., 2015), avoiding, for example, the inclusion of countries with a much

higher level of development, or with dissimilar historical trajectories. Including too many units

* For example, even if a break from 1976 onwards could be observed empirically, it could always be attributed to
events that took place earlier, whose effects only became manifest from 1976.
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in the donor pool runs the risk of generating overfitting and interpolation bias, giving rise to

spurious results.

Of course, the extent to which a country deserves to belong to this pool is open to discussion. In
this case, the choice of countries within the donor pool was made on the basis of the historical
literature that has already carried out comparative studies between Argentina and other
countries and argued for their similarity, surveyed in section 2. In particular, only countries
with which this historical literature has compared Argentina were included in the donor pool.
This pool is made up of the rest of South America, Mexico, and some English-speaking
countries outside the region, which together with Argentina and Uruguay make up what is
known in the literature as the “settler economies”’. the United States, Canada, New Zealand and
Australia. These are countries that share part of their history, cultural traits or institutional
heritage, and that are peripheral countries specialised in the export of raw materials, or at least
were so at the beginning of the century. Many of them had dictatorships or hyperinflations, as
Argentina did. In the case of Australia, New Zealand, Canada and the United States, they are
countries of “recent” colonisation, endowed with natural resources (some of them similar, such
as fertile grasslands and a temperate climate) and which at the beginning of the century had
relatively similar per capita outputs. All had a marked expansion of the primary export sector
at the end of the nineteenth century that attracted waves of European migrants, similarities
that were pointed out even by observers at the time (Ladeuix & Schiaffino, 2022). Table 3 sets
out the complete list of donor countries, although it should be stressed that not all of them
enter into the construction of the counterfactual, but only those that turn out to have a positive

weight.

Table 3. Donor pool for the synthetic control.

Donor pool

Bolivia Brazil Chile
Colombia Ecuador Mexico Paraguay
Peru Uruguay Venezuela Australia
USA Canada New Zealand

Source: Author’s elaboration.

The choice of these countries as the donor pool requires restricting the optimisation period of
the synthetic control to the years after 1939, given that sufficient data are available only from
that year onwards. It is a reasonable cut-off year, in that official per capita output data for
Argentina are available only from 1935. The estimates for earlier years have serious
methodological shortcomings, which are discussed in section 4.5.7, where a robustness exercise
is also carried out using alternative measurements for years after 1935. In any case, section
4.5.3 presents specifications in which the countries with missing data are excluded in order to

extend the optimisation period back to the beginning of the century.
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As figure 11 below shows, none of these countries is, by itself, a good counterfactual.
Throughout the century, Argentina’s level and growth rate differed considerably from those of
the countries that have been used as a point of comparison. This does not mean that any
comparative exercise between Argentina and one of these countries is in vain, but it does mean
that noting the divergence between them is not enough to establish that, at some particular
moment, the actions of a government caused a deterioration in growth. To establish a more

adequate point of reference, the synthetic control method can be used.

Figure 11. Per capita GDP of Argentina and the in the donor pool
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Source: Author’s elaboration based on Maddison.

The synthetic control constructed consists of a weighted average of these countries, which seeks
to establish a “synthetic Argentina” similar to the real Argentina in different dimensions, given
by the predictor variables X. The counterfactual estimated for the periods after the onset of the
military dictatorship consists of the average of the per capita incomes of the countries in the
donor pool, weighted by the coefficients W of the synthetic control. In this way, an
international shock that simultaneously affected both Argentina and the countries within the
control would not introduce bias into the estimate. This is precisely the kind of shock that one

seeks to isolate by establishing a point of comparison.

As for the predictor variables X, proxy variables for the structural characteristics of the

economy were used. As shown in the model employed, long-run growth and the long-run level
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of per capita GDP depend on the foreign trade elasticities and on other structural parameters
such as the labour requirements per unit of output. The main specification included, in addition
to the average per capita GDP recommended in the literature, the shares of imports and of
industry in output, and the share of primary products in exports. That is, the synthetic control
will have, in the five years immediately preceding the onset of the dictatorship in Argentina, a
degree of industrialisation, a level of import substitution, a diversification of the export basket
and a level of development similar to those of Argentina. The use of averages of the variables
X is a recommendation of the methodological literature, to avoid biases from outliers in a
particular year, and periods close to the year of the shock are used precisely so that the

economies are as similar as possible at the time of the shock.

As will be seen below, these similarities are sufficient for no significant divergences to be
recorded between Argentina and the control from 1939 to 1976. Until 1976, although the
various international shocks may have affected Argentina differently from other countries, they
did not move it significantly away from the control. The importance of these variables lies,
then, in the fact that they affect the way in which the economy’s growth responds to global
changes (common to the different countries), so that two economies with the same
characteristics along these dimensions should not diverge other than temporarily, except in the

face of an idiosyncratic shock that persistently affected one of them.

Table 4. Predictor variables and weights

Average variable v

Tmports (% of GDP, 1970-1975) 55%
Industry (% of GDP, 1970-1975) 0.4%
Primary products (% of exports, 1970-1975) 1.2%
Per capita GDP (1965-1975) 43%

Source: Author’s elaboration.

The methodology also requires the determination of weights (V) for these variables, set out in
table 4. These weights are determined by an optimisation that minimises the differences
between Argentina’s observed trajectory and that of the control, as is common in empirical
studies that use this method. In this case, that technique notably favours the weighting of per
capita GDP and imports to the detriment of the other variables, but as will be seen, the values
of these variables in comparison with the synthetic control are nevertheless similar. In any case,
section 4.5.3 shows specifications in which these weights are set without resorting to
computational methods, or in which the predictor variables are altered, showing that the

results are not drastically affected.

Finally, it is necessary to dwell on the applicability of the usual synthetic control estimator in

this context. As anticipated, the estimator consists of calculating the difference between the
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observed series of Argentine per capita income, where the Argentine military dictatorship broke
in, and that of the synthetic control, which is an average of countries in which there was no
such dictatorship. The identification of a causal effect requires that the shock, the military
dictatorship, was orthogonal (i.e. uncorrelated) to the trajectory that Argentine growth would
have followed in the absence of the dictatorship. It is worth noting that the dictators
themselves might perhaps have disputed this assumption, in that their project was founded on
the claim that Argentina was in a debacle, which was precisely what justified their action.
Their view assumes that the country was destined for a fall in growth, and that it is precisely
for that reason that there was a dictatorship. The estimates below start from the opposite
assumption: that Argentina was not destined for failure, and that the dictatorship’s
motivations were not associated with an expectation of deteriorating growth, but with other
factors, already discussed in the previous chapter. Moreover, the dictators also regarded as
justified the political and economic repression that took place at the same time in other
countries of the region, so that this trajectory was not necessarily specific to Argentina. It is
argued here that although the dictatorships in the region were motivated by a regional context
common to all countries (including Argentina), the specific characteristics of the Argentine
dictatorship do not respond univocally to an economy that was predestined for relative decline.
The estimated effect is attributable to the idiosyncratic component of the Argentine
dictatorship vis-a-vis the course of the countries within the control, regardless of whether these

are countries under democracy or under other dictatorships.

4.3. Results

Table 5 shows how the synthetic control is composed under the main specification, described in
the previous section. In this specification, the synthetic Argentina is a combination of only two
countries: Brazil —with a weight of approximately two thirds— and the United States. Section
4.5.4 presents analyses of robustness to the removal of some of the countries in the sample, to

ensure that the results do not depend on any particular donor.
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Table 5. Country weights of the synthetic control

Country w
Bolivia 0%
Brazil 63%
Chile 0%
Colombia 0%
Ecuador 0%
Mexico 0%
Paraguay 0%
Peru 0%
Uruguay 0%
Venezuela 0%
Australia 0%
New Zealand 0%
USA 3%
Canada 0%

Source: Author’s elaboration.

Table 6 compares the synthetic Argentina with the real one, and for reference the simple mean
of the donor pool and the countries with a positive weight are included. As can be seen, the
synthetic Argentina has a partially industrialised productive structure (a 36% share of GDP),
an export basket heavily concentrated in primary products (60% of total exports), a low import
coefficient (9%) and a level of per capita output (on average over the decade prior to the
intervention) similar to that of the observed Argentina. The synthetic control is thus closer to
Argentina, in its structural characteristics, than any of the countries taken separately, or than

the average of the whole sample.

Table 6. Comparison between Argentina and the synthetic counterfactual

Average variable Brazil USA Sample average Argentina Synthetic
Imports
10 6.6 17 6 9
(% of GDP, 1970-1975)
Industry
39 31 35 43 36

(% of GDP, 1970-1975)
Primary products

(% of X, 1970-1975)
Per capita GDP
(1965-1975)

T 30 68 79 60

5,012 24,586 10,423 11,533 12,086

Source: Author’s elaboration based on Maddison, COMTRADE, UNCTAD and World Bank.

It is interesting that Brazil obtained a high weight. It is another country in the region with a
semi-industrialised productive structure, which had implications for the shaping of its social
structure and, therefore, for the web of political alliances throughout its history. The country
also had a populist regime (Vargas) that promoted material reforms for the urban masses,

sought to accelerate the growth of national industry and rejected liberal principles (Anderson,
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1988). The pressures for income redistribution would in both cases provoke a reaction from the
armed forces, including coups d’état and the establishment of a new dictatorial regime. Brazil,
like Argentina, would go through a regime of high inflation and finally a hyperinflation in 1989-
1990. But in Argentina, unlike Brazil, the dictatorship would embody a project of a neoliberal
character, as discussed in the previous chapter: the last Argentine dictatorship distinguished
itself from the earlier ones by its aspiration to eliminate not only the political representation of
populism (Peronism), but the whole set of economic, social and institutional structures that
gave it material support. By contrast, the Brazilian dictatorship gave continuity to the
developmentalist strategy it had adopted at the time of the coup, in 1964. This specificity of the
Argentine dictatorship is one of the first idiosyncratic aspects to point out when reflecting on
the reasons for the divergence between the country and the synthetic control, a discussion that

is postponed until the following chapter.

This synthetic control, besides attaining similar predictor variables, adequately reproduces the
evolution of Argentine output until 1976, as figure 12 shows. Before the onset of the military
dictatorship, both economies perform very similarly. What stands out here, for example, is the
similarity between the two even during Per6n’s second government, characterised by tensions
in the external sector that would be repeated in later decades and identified by other works as a
breaking point in growth. From 1976 onwards, by contrast, the synthetic Argentina continued
its upward trajectory, while the country entered a marked deterioration that could not be
reversed even with the expansions of the 1990s. During the “lost decade”, in which the growth
of Latin American countries slowed markedly, the synthetic Argentina records a temporary

deterioration, while the real one deepened its divergence with a fall in per capita output.

Figure 12. Counterfactual for Argentina’s growth, 1975-2000"
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Source: Author’s elaboration.
* The dotted lines mark the years 1975 and 1976.

The effects are of a very considerable magnitude. Figure 13 and table 7 show the gaps between

the two series, netting out the difference in 1975 in order to avoid incorporating that year’s
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recession into the estimates. While the fit is adequate before 1976, from that period onwards
effects greater than 6% of per capita GDP are recorded. Even netting out the initial difference
of 6 percentage points, the gap is large for all periods, reaching 27.1% at the end of the
dictatorship (1983) and a maximum of 75.5% during the hyperinflation (1989-1990). That is,
our estimates suggest that, in the absence of the structural transformations introduced by the
dictatorship, Argentina’s per capita income in 1990 could have been 75.5% higher than that
observed, or 55.2% higher at the end of the century.

Figure 13 and table 7. Gaps between Argentine output and its counterfactual®
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1940 1950 1960 1970 1980 1990 2000
Year 1976 | 1977 | 1978 | 1979 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989
Effect (% of per capita
GDP) -7.8 | -6.6 |-18.5|-15.5|-17.3|-25.6 | -28.8 | -27.1 | -33.7 | -51.5 | -47.9 | -49.8 | -58.0 | -75.3

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000
-75.5 | -58.4|-46.3 | -41.7 [ -39.6 | -48.3 | -44.8 | -39.0 | -37.9 | -47.8 | -55.2

Source: Author’s elaboration.
* The dotted lines mark the years 1975 and 1976.

The magnitude of the effects implies that, in the absence of the dictatorship, by the end of the
century Argentina would have reached a per capita GDP similar to that of New Zealand, well

below that of Australia but far above that of countries such as Chile.

4.4. Channels

Given that the synthetic Argentina is represented by an average of other countries, all the
counterfactual macroeconomic variables could be estimated from these weights. This exercise
makes it possible to inquire into the channels through which the dictatorship’s policies could
have affected growth. However, this exercise does not constitute an identification of the causal
effect of the dictatorship on these variables, which would require re-estimating the synthetic
control taking each variable of interest as the target variable. The evidence emerging from the
analysis in this section should therefore be interpreted as indicative —but not conclusive— of

the routes through which the dictatorship’s policies affected growth.
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First, as figure 14 shows, the dictatorship’s policies appear to have significantly affected the
level of exports in the long run. In 1975 there was a fall in Argentine exports that cannot be
attributed to the dictatorship, but the previous level was not recovered until the early 1980s,
and the discrepancy with respect to the counterfactual grew during almost all the rest of the
century. In the case of public spending, a gap in spending as a percentage of GDP appears
immediately after the coup, closes around 1980 and reappears during the first democratic
government. Given that in this period the per capita GDP of the counterfactual Argentina
grew, the data imply that spending in real terms also grew, while in Argentina it remained in
line with a falling GDP. After 1984, in the counterfactual spending grew even faster than GDP,
reaching a new level of spending as a percentage of GDP. This evolution is consistent with the
hypothesis that the structural current account deficit limited the external space for fiscal
policy, and also with the possibility that the Alfonsin government, in the context of the
stabilisation plans, limited public spending in the conviction that this would help to reduce
inflation. After the hyperinflation, public spending recovered part of the gap, but did not reach

the counterfactual level, as was also the case for per capita output.

Figure 14. Autonomous demand in the real and the synthetic Argentina®

A. Exports per capita B. Public spending (% of GDP)
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Source: Author’s elaboration based on World Bank, Maddison and UNCTADStat.
* The dotted line indicates the year 1976.

Although the de-substitution of imports appears in historical studies as one of the consequences
of the policies, during the period under analysis there was no considerable divergence in import
requirements per unit of output (figure 15.A). While the synthetic Argentina deepened import
substitution during the 1980s, the increase in Argentina’s propensity to import and its
convergence with the counterfactual took place in the 1990s, with the trade liberalisation of the

government of Carlos Menem.
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Figure 15. Trade and financial openness in Argentina and its counterfactual

A. Propensity to import B. Chinn-Ito financial openness index”
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Source: Author’s elaboration based on World Bank.
* The dotted line indicates the year 1976.
" The difference with respect to 1976 is shown.

A significant change is observed, however, in financial openness, as captured by the Chinn and
Ito indicator (2008). This is an index of de jure financial openness, that is, one constructed on
the basis of a survey of measures regulating or liberalising the financial account, and not from
de facto financial indicators such as the magnitude of capital flows or stocks™. Panel B of figure
15 shows the difference in this indicator with respect to 1976 for Argentina and its
counterfactual. As is evident, while in the counterfactual de jure financial openness remained
constant until 1998, Argentina went through a significant financial opening that was only
partially reversed with the macroeconomic crisis of 1982, and that deepened significantly after
1991. This gap suggests that part of the Argentine divergence from the dictatorship onwards

could be explained by the magnitude and speed of the deregulation of the financial account.

In terms of the productive structure, figure 16 shows a downward trend in the industrialisation
coefficient in both the real and the synthetic Argentina. Argentina started from a higher initial
level, and with the dictatorship it converged to the counterfactual level. The share of the
primary sector in output, by contrast, was not especially affected. This suggests that, given the
inability of the primary sector to increase production and absorb the labour expelled from a
declining industry, there was a migration of production and employment from the industrial
sector —of higher productivity— towards the services sector —of lower productivity—, in line
with what Castellani (2021) points out.

*' In the period analysed the index ranges between -2 and 2.3.
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Figure 16. Effects on the productive structure
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Source: Author’s elaboration based on UNCTADStat and COMTRADE.
* The dotted line indicates the year 1976.

As shown, the evolution of exports was affected by the dictatorship’s policies. One of the routes
is through changes in the composition of the export basket, which underwent considerable
transformations. From 1976 onwards, in the counterfactual Argentina the diversification of the
basket deepened (figure 17), with the share of industrial goods rising and that of food falling™.
In Argentina, by contrast, the slight tendency towards a falling share of food and a growing
share of manufactures observed in the previous decades came to a halt. The gap in the share of

manufactures, which seemed to be closing before 1975, tended to widen after the coup d’état.
Figure 17. Effects on the composition of the export basket
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Source: Author’s elaboration based on World Bank.
* The dotted line indicates the year 1976.

* The lack of data prevents the export basket from being compared much beyond the variables mentioned in this
paragraph. It may be noted that the share of agricultural raw materials and of fuels remained at similar levels in
Argentina and its counterfactual, at least until 1990.
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In conclusion, evidence is found of long-run effects of the dictatorship’s policies on both
components of autonomous demand, financial openness, the degree of industrialisation and the
export profile. Although the methodology employed does not make it possible to estimate the
relative contribution of each of these transformations, it does suggest that they could explain
Argentina’s divergence in terms of growth after the military dictatorship. The rapid
liberalisation of the capital account allowed a dizzying rise in external debt, which in the long
run (during the Alfonsin government) restricted the capacity to expand fiscal policy. At the
same time the evolution of exports was substantially affected, further reducing financing
capacity and weakening demand. In parallel, deindustrialisation at a faster pace than in the
counterfactual worsened the conditions of the domestic market and the country’s integration
into international markets. Possibly, the trend decline in wages also had an impact on the gap
with respect to the counterfactual, but the available data do not make it possible to test this

hypothesis.

4.5. Robustness
4.5.1. Permutation

To assess the statistical significance of this estimate it is not possible to construct confidence
intervals, since the sample consists of 1 observation within each “group” compared. However,
following Abadie et al. (2010) it is possible to carry out inference without parametric
hypothesis tests, by means of a permutation analysis of placebo effects. The test consists of
repeating the estimation of the gap between the actual evolution of GDP and a control
synthesised from the same donor pool for each country within that pool. It is a simulation in
which the procedure is repeated as if each country had received the shock of the Argentine
military dictatorship in 1976, when in truth none of the other countries had that impact (hence
the name “placebo” effects). This makes it possible to generate an observed distribution of
discrepancies between the observed country and the synthetic one, which are the product of
chance. The plausibility of the effect in Argentina increases to the extent that its magnitude is
greater than a larger number of placebo effects. As figure 18 shows, Argentina’s effect is the
largest among all the permutations between 1978 and 1992, which makes it possible to reject
the hypothesis of no effect with a p-value of 0.07. Given the sample size (deliberately small to
avoid introducing bias into the estimate by comparing with non-comparable countries), this is
a low value, and one that falls when more countries are incorporated into the sample (see
section 4.5.4). For the remaining periods after 1976, the p-value is 0.14, while in the periods
before 1976 the gap is around 0, in line with the placebo effects.

* In line with the recommendations of the literature, the countries for which it was not possible to achieve an
adequate fit in the periods before 1976 (Venezuela and the United States) are excluded. In particular, these are
countries for which the root mean squared error in the pre-intervention period is more than 5 times larger than that
of Argentina, as recommended by Abadie and co-authors (2015).
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Figure 18. Permutation test (in-space placebo effects)
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A second method for assessing robustness to in-space placebos is the ratio between the root
mean squared error (RMSE) of the observed series with respect to its counterfactual, measured
post- and pre-intervention. That is, if Rj(t ,t') is the RMSE between the series and its

counterfactual between periods t and t' for country J, the ratio assessed is:

r:Rj(TO+1,T)
7 R,(1,T,)
Where Ty is the period of the intervention. The higher the ratio, the greater the divergence
between the observed and the counterfactual trajectory after the intervention, making it more

credible that the break occurred in the period under analysis. Figure 19 below shows that this

metric reaches its maximum in the case of Argentina.

Figure 19. Ratio of the root mean squared error before and after 1975
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Source: Author’s elaboration.

4.5.2. Backdating
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A second robustness test consists of estimating “in-time” placebo effects. The estimation is
repeated simulating that the shock had occurred in some earlier period, for example 1970. That
is, all the weights are recalculated without using any information after 1970, and it is checked
whether the effect begins to be observed only from the year of the shock (1976). Indeed, as
figure 20 below shows, the significant divergence from the counterfactual begins to be observed
only after 1975 even if the estimation is fitted up to 1970 (the first year with sufficient

information available).

Figure 20. Backdating test (in-time placebo)®
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* The dotted lines indicate the years 1970 and 1975.

Data availability prevents going back in time beyond 1970, but the same exercise could be
replicated with an alternative specification that uses variables available for a longer period.
Figure 21 presents the per capita output gap if the synthetic Argentina is estimated using only
per capita output and population for the years 1939 to 1945 as predictor variables. Once again,

the divergence is observed only from 1976 onwards.
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Figure 21. Backdating to 1945 under an alternative specification (in-time

placebo)®
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Source: Author’s elaboration.
* The dotted lines indicate the years 1945 and 1975.

This result contrasts with the studies that find a divergence from 1945 onwards (such as Ertola
Navajas, 2020). According to this evidence, between 1945 and 1975 the country grew at the
pace of an average of the countries of the region with similar population and level of per capita
output, and only departed from that path from 1976 onwards. The factors that explain the

differences with respect to the results of Ertola Navajas are discussed in section 5.2.2.
4.5.3. Sensitivity to changes in specification

Changes in the specification of the predictor variables (X), their weights (V) or the
optimisation period may affect the choice of country weights (W), and with it the estimates.
Table 7 shows the results for different specifications of the synthetic control. Model 1 was
chosen as the preferred one because it has a better fit in the pre-dictatorship period and, in
addition, includes structural variables among the X, which makes it possible to mitigate the
bias in the face of shocks with heterogeneous effects. The optimisation period was restricted to
the years 1939 to 1975 because of missing data for some of the countries in the donor pool. The
remaining models seek to quantify the sensitivity to these methodological decisions. The effects
are calculated netting out the difference between the observed value and the counterfactual in

1975, in order to net out that year’s recession.

58



Table 7. Different specifications for the synthetic control

Modelo 1 2 3 4 5 6
Periodo de optimizacion 1939-1975 1900-1975 1939-1975 1900-1975 1900-1975 1900-1975
Paises (w) BRA (0,63) AUS (0,39) COL (0,53) AUS (0,37) AUS (0,6) AUS (0,56)
USA(0,37) MEX (0,39) AUS (0,33) CHL (0,32) BRA (0,4) BRA (0,43)
URY (0,22) NZL (0,14) URY (0,22)
BRA (<0,01) Otros (0,09)
X (v) Importaciones (0,5) Poblacion (0,03) Gasto publico (0,01) Importaciones (0) Importaciones (0,1)  Importaciones (0,2)
Idustria (<0,01)  Apertura (<0,01)  Exportaciones (0) Tndus tria (<0,01) dus tria (0,1) Indus tria (0,04)
Prod. Primarios (0,01) PIB 50-60 (0,96) Inportaciones (<0,01) Prod. Primarios (<0,01) Prod. Primarios (0,1) Prod. Primarios (0,62)
PIB 65-75 (0,4) PIB 60-70 (0) Tndustria (0) PIB 65-75 (0,09) PIB 65-75 (0,1) PIB 00-10 (0,13)
Otras (0,99)" Otas (0,88)" Otras (0,6)°
v optimizado /manual Optimizado Optimizado Optimizado Optimizado Manual Optimizado
Efectos
1980 -17% -14% -8% -14% -13% -13%
1983 -27% -22% -20% -18% -22% -22%
1989 -76% -59% -57% -60% -73% -70%
1991 -59% -47% -43% -49% -54% -52%
2000 -56% -52% -43% -57% -62% -60%

* Primary products (0.04), food (0.04), manufactures (<0.01), exports per capita (0), GDP 50-60 (0.24), GDP 60-70 (0.67).
" GDP 55-65 (0.23), GDP 45-55 (0.19), GDP 35-45 (0.25), GDP 25-35 (0.06), GDP 15-25 (0.01), GDP 00-15 (0.17).
* GDP 55-65 (0.1), GDP 45-55 (0.1), GDP 35-45 (0.1), GDP 25-35 (0.1), GDP 15-25 (0.1), GDP 00-15 (0.1).

For the sensitivity to changes in the X, model 2 used predictor variables frequently employed
in synthetic control studies (Abadie, 2021; Ertola Navajas, 2020), such as the level of
population and trade openness approximated by the magnitude of foreign trade (exports and
imports as a proportion of output). Model 3 used proxy variables for all the variables and
parameters which, according to the model developed in the appendix, affect growth. To extend
the estimation to the whole century, model 4 used the three structural variables employed in
the preferred specification (model 1), plus the average per capita GDP of each decade of the
century up to 1975. Model 5 used these same parameters, but without employing
computational methods to choose the variable weights (V) optimally, instead assigning a fixed
and uniform weight of 10% to each variable. Finally, in model 6 the estimation was carried out
replacing the variable for average GDP in the decade before the dictatorship (1965-1975) with
average GDP in the first decade of the century, in order to prevent a “forced” fit just before the

intervention from giving rise to spurious effects immediately after the intervention.

As figure 22 shows, negative effects on per capita GDP are found in all specifications, for years
during the dictatorship (for example, 1980 and 1983), the Alfonsin government (1989) and the
end of the century (the year 2000). Considering all the models, the range of effects in 1980 runs
from a minimum of 8% to a maximum of 18%; in 1989 the effects range from 57% to 76%; and
at the end of the century from 43% to 62%. The preferred specification, however, shows a better
fit in the period before the dictatorship, while also incorporating structural variables into the

specification.
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Figure 22. Counterfactual growth under different specifications®
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* The black lines show the observed trajectory and the counterfactual one under the main specification, and the grey

lines show estimates under alternative specifications
4.5.4. Robustness to changes in the donor pool

Another robustness test common in the literature concerns the sensitivity to changes in the
donor pool (figure 23). First, the control is re-estimated iteratively, excluding one country at a
time from the donor pool (a test known as leave-one-out). Most of the resulting estimates
coincide with the main one (which is why they cannot be distinguished in the figure), while

some reduce the magnitude of the effects, but without reversing the divergence.

Figure 23. Robustness to the exclusion of countries from the donor pool (leave-one-

out)
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Source: Author’s elaboration.
A second possibility for assessing robustness to changes in the donor pool would be to

incorporate countries previously excluded. The inclusion was assessed of all the countries with

available information that had a positive weight in any of the specifications of Ertola Navajas
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(2020), namely: Australia, Belgium, Denmark, Finland, France, Greece, India, Italy, Japan, the
Netherlands, Norway, Portugal, Spain, Sri Lanka, Sweden and the United Kingdom (Germany
and Switzerland were excluded for lack of data). The estimation yielded a vector of weights
whose highest values are those of India (52.4%) and the United States (42.5%), and effects
similar to the base specification of model 1. The results are shown in figure 24, where each grey
line is the placebo effect on one of the countries in the donor pool, so that the plausibility of the
hypothesis of an effect caused by the dictatorship increases to the extent that the black line lies
below the grey ones. Thanks to the inclusion of a larger number of countries, the p-value of the
“in-space placebo” test fell to 3.8% for the periods before 1993 and to 7.7% for the later ones.

Figure 24. Robustness to the inclusion of new countries in the donor pool
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4.5.5. Effects after 1983

The fact that the effects of certain shocks on growth may be persistent implies that they can
accumulate over time. If a second shock occurred after the shock under analysis, the synthetic
control estimator would capture the joint effect of both causes, so that it would be incorrect to
attribute the estimated effects to the first of them. Chapter 5 develops the implications of this

point for the discussion on the “Argentine failure”, while this section presents a robustness test.

The methodology itself makes it possible to assess whether, in a given period, a shock occurred
that moved Argentine output away from its counterfactual. In this robustness test a placebo
effect is simulated in periods after 1983, in this case from 1990, with the same specification of
the model. As figure 25 shows, the fit for the previous periods is not adequate, which prevents
the presence of a causal effect from being identified. No significant divergence appears to have

occurred from 1990 onwards.
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Figure 25. Absence of effects after the dictatorship®
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* The synthetic control was constructed with the same predictor variables as the base specification, but changing the
fitting period of average per capita output to 1985-1990. The resulting synthetic control has a positive weight on all
the countries in the donor pool, the highest being Venezuela (40%), Bolivia (17%), Brazil (6%) and Peru (5%).

In addition, from 1990 onwards Argentina shows slightly higher growth than the synthetic
control. This suggests that, if there were an effect, it would be positive, with the implication
that, once it is netted out, the estimated effect would be even larger than under the base

specification. The results are similar for other years after 1983.
4.5.6. Imperfections in the fit

Ferman and Pinto (2021) point out that an imperfect fit in the pre-intervention period could
introduce a bias into the estimate if the predictor variables are not a good approximation of the
determinants of the variable of interest. The inclusion of structural variables, as in the base
specification, addresses this problem, in that these seek to capture how the economy would
react to shocks, at the risk of achieving a worse fit in the pre-intervention period. An
alternative is to look for a specification with a better fit based on variables that are not
necessarily structural. For example, by resorting to the standard variables in the literature
(Abadie, 2021; Ertola Navajas, 2020): per capita output, the level of population and trade
openness”’. As figure 26 shows, in this specification a significant divergence from the

counterfactual after the dictatorship is again observed, similar to the base specification.

' This specification differs from the one presented in figure 21 in three respects: the inclusion of trade openness as a
predictor variable, the periods used for measuring the variables and the span used for optimising the parameters
V.
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Figure 26. Per capita GDP, counterfactual and gap in a standard specification
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4.5.7. Measurement error

Up to this point, the data of the Maddison Project have been used, in line with other works that
analyse long-run growth from a comparative angle. Such is the case of the three studies that use
the synthetic control method for the case of Argentina, so that the results of the main
specification are comparable. However, these data are subject to controversy, especially in the
case of Argentina. The use of different sources could significantly alter some results of the
synthetic control, above all for periods before 1940, which were excluded from the main
specification of this thesis but which are used by the other three studies that employ this
methodology for the Argentine case. For example, a Maddison Project working paper shows
that Argentina is an outlier in the change in per capita income estimates between the
methodology used by the 2020 edition and an alternative estimate based on multiple PPP
benchmarks (Bolt & van Zanden, 2020). In particular, its per capita income in 1913 is
approximately three times higher under the current methodology than under the alternative
methodology, a very significant difference that illustrates how sensitive Argentine GDP data

for the beginning of the century can be to methodological decisions.

The differences between the various estimates of Argentine per capita output are manifold. As
Guissarri (1989, pp. 70-75) shows, the official GDP sources (available since 1935) do not
adequately capture the output of the informal sector of the economy, producing a bias in the
estimation of growth that grew over time. By the second half of the century this informal sector
represents between 30% and 40% of total output. Given that Maddison’s estimates extrapolate
PPP per capita GDP backwards using the growth rates of GDP at constant prices estimated by
the countries, the use of official data (without the informal sector) leads to a considerable
overestimation of per capita output, an underestimation that reaches its greatest magnitude
during the 1930s (the first decade with available data on the informal sector). Maddison’s
estimates suggest that Argentina’s per capita GDP in 1930 represented 61% of that of the
United States, whereas extrapolating from growth rates that take the informal sector into
account, that proportion reaches only 43%. Given that by 1980 the proportion stood at around
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44%, the original estimates would suggest a process of divergence between Argentina and the
United States that is not observed in the adjusted data. The drawbacks of splicing PPP
measurements by backward extrapolation, the methodology used by the Maddison Project, are
not limited to the case of Argentina and its informal sector, but tend to bias per capita GDP
estimates upwards, especially for countries undergoing structural change (Prados De La
Escosura, 2016).

On the other hand, for the period 1900-1950 the Maddison database uses estimates made by
ECLAC, which have been criticised for using a weighting structure based on 1950 prices, and
for lacking industrial production series between 1914 and 1935 (Sanchez, 2018). Some studies
seek to remedy these limitations by using the alternative series of Cortés Conde and Harriague
(1994) for periods before 1935. In a recent review of the sources of historical data in Argentina,
Harriague and Rayes (2018) argue that these estimates would be preferable to those available
in the Maddison database. However, after an exhaustive review of their methodology, Francis
(2013, pp. 46-52) concludes that Cortés Conde’s estimates are not very transparent or reliable,
and that they could significantly overestimate industrial growth by imputing to the wine sector
a growth rate of 64% per year, when the area under vines grew by only 5% per year. Other
series surveyed do not manage to overcome these limitations, in that they are based on the
same original sources. For example, those of Ferreres (2010) make some corrections but are
based on the ECLAC estimates, and do not differ significantly from Maddison’s (at least in the
case of per capita GDP in PPP).

Unfortunately, then, there do not seem to be reliable sources for per capita output before 1935,
while after 1935 the Maddison data might require a correction that takes into account the
growth of the informal sector. Guissarri’s estimates are available only up to 1985, so they allow
a correction for the period 1935-1985, as is done below. Figure 27 shows Argentina’s per capita

output in the Maddison database and the one adjusted according to Guissarri’s estimates.
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Figure 27. Comparison between the Maddison data and those adjusted for the

informal sector
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Source: Author’s elaboration based on Maddison and Guissarri (1989).

Figure 28 shows that the conclusions of this work are not drastically affected when the
synthetic control is re-estimated using these data. In fact, the break from 1976 onwards appears
to be reinforced, although this is partly explained by a very marked increase in the informal
sector in the early 1970s. The magnitude of the effects is even similar to that of the main

specification.

Figure 28. Re-estimation with data adjusted according to Guissarri (1989)
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Source: Author’s elaboration based on Maddison and Guisarri (1989).

The placebo test, shown in figure 29, also yields results favourable to the existence of a
significant effect from 1978 onwards. As a preliminary conclusion of this chapter, the results of
the empirical estimation provide evidence in favour of a causal effect that is statistically

significant and economically relevant for explaining the divergence in Argentina’s economic

65



growth. These results are robust to a wide range of sensitivity analyses and do not require the

use of sources with serious measurement flaws.

Figure 29. In-space placebo test with data adjusted according to Guissarri (1989)
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5. Discussion

This chapter seeks to place the results obtained within the discussion on the “Argentine failure”.
In particular, it seeks to contribute to two controversies. First, whether the economic
deterioration of the last quarter of the twentieth century should be attributed to the
dictatorship’s policies or, instead, to the entry into a regime of high inflation after the
“Rodrigazo”. Second, to what extent the effect of the dictatorship’s policies can explain the

divergence in Argentina’s growth during the twentieth century.

5.1. The “Rodrigazo” or the dictatorship’s policies?

The occurrence of practically simultaneous events can bias the synthetic control estimate.
When assessing the impacts of the military dictatorship’s policies, one highly disruptive event
that cannot be set aside is the “Rodrigazo”. This was the economic programme implemented in
1975 by the Economy Minister Celestino Rodrigo, characterised by a sharp increase in the
exchange rate and in the prices regulated by the public sector, together with a ceiling on wage
increases. The resistance of workers, including a 48-hour general strike, resulted in the removal
of the ceiling on collective wage bargaining and the resignation of the economic team. As a
result, the exchange rate, utility rates and wages all recorded nominal increases of more than
100%, with real wages falling by only 2% in 1975 despite the objectives of the programme
(Kacef et al., 2022). This package of measures gave rise to an unprecedented increase in the rate
of inflation, and was followed by 15 years of a high-inflation regime. As set out in chapter 3,
some authors attribute to this episode the deterioration of Argentina’s economic performance

during that period.

It is clear that macroeconomic instability during the period cannot have been neutral for
growth, if only because of its indirect effects. But it would also be difficult to deny that inflation
interacted with the economic policies of the period, without which the results would have been
different. For example, the intensification of capital outflows cannot be understood without the
high levels of inflation, but neither can it be understood without the financial liberalisation
reforms. Although it is complex to attribute to each variable a contribution to the deterioration
of growth, there are theoretical reasons, and evidence emerging from the estimation in chapter

4, for favouring the dictatorship’s policies as the main cause.

From a theoretical point of view, inflation in itself, in so far as it does not affect any relative
price, should not have an impact on the level of output. For example, if the theoretical model
employed for this work (and developed in the appendix) is correct, the level of output and
growth depend on exports and public spending, which make up autonomous demand. Inflation
appears as a result, not as a cause, of cycles of exchange-rate depreciation and nominal wage
increases resulting from an incompatibility between the real wage demanded by workers and
external equilibrium (Dvoskin & Torchinsky Landau, 2023). In so far as exogenous nominal

wages keep pace with the increases in other prices, the real wage would not be affected in the
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long run and therefore neither would the level of output. It is clear that in practice nominal
wages need not follow inflation, but that relationship is mediated precisely by variables that are
not determined by the inflationary regime, such as workers’ bargaining power. If the power to
negotiate wage increases in line with inflation fell with the dictatorship, the consequences this

had for output must be attributed to the dictatorship, not to the inflationary regime.

Of course, it can always be argued that it is not inflation in itself that caused the decline in
growth, but the way in which macroeconomic volatility was historically processed. Even within
the classical-Keynesian framework used here, it could be argued that both inflation and the
dictatorship’s policies respond to the distributive conflict between workers and the dominant
classes. Although in this argument inflation may be a necessary condition, the sufficient
conditions for the deterioration must be sought in the subsequent process, and cannot be
attributed solely to the Rodrigazo. The question to be asked in this case is: were there no other
ways in which inflation or the conflict could have been processed, without resulting in a long-

run deterioration of the economy?

It cannot be maintained that the dictatorial government had its “hands tied” by the inflation
and conflict inherited from the democratic government. The dictatorship enjoyed exceptional
conditions for taking the path it considered the right one, the most “favourable” conditions
imaginable for carrying out its project: a totalitarian regime. Moreover, despite the internal
tensions, the economic team enjoyed wide room for manoeuvre during the first 5 years of the
regime, leveraged on the decisive support of Videla (Aguila, 2023, pp. 111-115). It is clear that
the direction taken by the Argentine economy is, at least in part, the product of its action, and
not a mere expression of underlying processes or inherited conditions. It is the way in which the
dictatorship sought to “solve” the conflict, and not the conflict or inflation in themselves, that

explains the subsequent economic stagnation.

From the empirical point of view, moreover, Argentina is not the only country in the region to
have suffered a high-inflation regime or a hyperinflation, and yet its divergence from these
countries is considerable. On this point the methodology adopted in chapter 4 can shed light on
the magnitude of the impacts of inflation. In the base specification of the synthetic control,
Brazil has a positive and high weight (63%). As it happens, it is a country that also entered a
high-inflation regime that led it to a hyperinflation. It was also governed by a military
dictatorship, but one that had not a neoliberal but a developmentalist programme (Bona &
Paez, 2020; Crespo & Chibaudi, 2013).

As a consequence of the inclusion of Brazil in the synthetic Argentina, the point of comparison
for establishing the counterfactual in chapter 4 is a country that also went through a high-
inflation regime and a hyperinflation. As figure 30 shows, the synthetic Argentina reached
inflation of approximately 1,000% in 1989 and 2,000% in 1990, and then again exceeded 1,000%
inflation in 1993 and 1994. This means that the observed divergence is computed with respect
to a point of comparison that suffered the effects of inflation on growth. Put differently,

although inflation may have caused a deterioration in growth, the estimate in chapter 4 already

68



incorporates that effect by including Brazil in the counterfactual, isolating the effects of the

Argentine dictatorship’s policies.
Figure 30. Inflation in the synthetic Argentina
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To conclude this section, it has been argued that the effects estimated in chapter 4 are
attributable to the dictatorship and not to the Rodrigazo. The impacts of inflation on growth
are mediated by the dictatorship’s economic policy decisions. Other measures to address
inflation or the distributive conflict would have led to other results. The estimated synthetic
control provides evidence in favour of this hypothesis and gives indications of the kind of path
Argentina could have followed: one in which, even with a hyperinflation, a moderate pace of

growth could have been sustained.

5.2. The “Argentine failure”

What can be said about the divergence in Argentina’s economic growth during the twentieth
century —what in chapter 3 was called the “Argentine failure”— on the basis of the empirical

results of this work? To answer this question some methodological considerations are necessary.

5.2.1. A framework for interpreting synthetic controls on the

Argentine divergence

To speak of a “failure” it would be necessary to argue that the trajectory of the Argentine
economy could have been different from the one observed, which requires formulating a
counterfactual, a point of comparison. The synthetic control employed in this and other works
on the “failure” is a statistical method for identifying an adequate counterfactual. But when

interpreting the results of different studies it is necessary to bear in mind that the effect
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captured by the synthetic control estimator is a cumulative effect”. A country is exposed to
idiosyncratic historical events (not shared with other countries) that alter its long-run growth
trend. Since the synthetic control method is used to assess effects on a single unit®, every
idiosyncratic shock to which that unit is exposed accumulates on top of the previous ones as
long as these have not dissipated. The synthetic control estimator will capture the effects of

both events, something that must be taken into consideration when interpreting the results.

To analyse more formally which effect the synthetic control estimator captures, it is assumed
that a country is subject to shocks that affect its long-run trend, producing structural breaks in
periods t; and t,. Let D; and D, denote the variables that cause these breaks, which can be
interpreted as economic policies or other changes. Let us also suppose that the effects of each of
these changes can be identified by means of a synthetic control, which adequately estimates the
counterfactual trajectory after each break, denoted Yiymh and Yiymh respectively, as diagram 2

shows.

Diagram 2. Effects and counterfactuals with cumulative impacts
}f

i il

Y:;ym,h..

Y2

synth

b i
Source: Author’s elaboration.

If the break in {; is attributable to the intervention that occurred in &y, the total effect of this
intervention on Y is, indeed, the difference between the synthetic control constructed in t; and
the observed series:

T=Y-Y!

synth

This total effect can be decomposed into a partial (direct) effect, given by TdireC=Y§ymh—Yiymh,

e . 2 _
and a cumulative (indirect) one given by Tingiee =Y =Y g It holds that T= Tgirec ¥ Tingirec-

» As far as we have been able to ascertain, this distinction has not been pointed out in previous articles on the
synthetic control method.

* When comparing groups of units with one another, and in so far as shocks tend, on average, to offset each other
within each group, these changes do not pose major difficulties for the econometric estimation of differences between
groups.
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By contrast, if the second break (in l,) is not endogenous to the previous one (in fy), but
responds to other causes (or is exogenous), a bias is introduced into the estimate. The
cumulative effect, captured by the estimator TZY—Yiynth, is not, from t, onwards, a causal
effect of the intervention in t;, but includes a component that corresponds to the shock that
occurred in tp. Put differently, the synthetic control estimator assumes that the correlation
between events Dy and D, reflects a causal effect from D; to D,. But that causal relationship is
an assumption, and it could be argued that D; is not a consequence of D;. We can depict the
two situations as shown by the DAGs in diagram 3. In the left-hand diagram, D, is attributable
to Dy, in which case the synthetic control estimator captures the total effect of Dy on Y. D,

acts as a mediator of the effect of D; on Y, giving rise to an indirect effect.
Diagram 3. DAGs in the presence of cumulative structural breaks

A. Effect of D, attributable to D, B. Effect of D, not attributable to D,
Y
Y

g D D2
1
D, 2 r\T/

Source: Author’s elaboration.

In the second case, by contrast, D, is a confounder, that is, a variable correlated with the cause
and with the outcome variable, which biases the estimate of the effect. The correlation in this
case does not reflect a causal effect, but is spurious, generated by the fact that D; and D,
(“having been affected by event 1 or 2”) are non-stationary variables. The mere passage of time
generates a statistical association between D; and D, (something that would not bias the
estimate only if their effects were transitory). The causal effect of D; can still be isolated if one
controls for D,, something that can be computed by subtracting from the cumulative effect T
the effect of Dy (Tingiec). Therefore, in estimating the long-run effects of an intervention, it is
indispensable to assess to what extent the synthetic control estimator may be capturing

deviations from the trend produced after the intervention ().

In the context of the estimation of effects on growth, it has been noted that part of the
literature identifies breaks in the trend of Argentine output prior to 1976, for example in 1914.
If one aspired to estimate the effect of a shock that occurred in 1914 beyond 1976 (that is, to

estimate Tg, or later ones) by means of a synthetic control, it is necessary to:

1. assume that the structural break produced by the dictatorship is attributable to the
1914 shock, or
2. net out the effect of the 1976 shock from that year onwards.
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Strictly speaking, this argument applies to any period after the moment of the shock, not only
to 1976. That is, shocks that affected the long-run trend in the intervening years would also
have to be attributed to the earlier intervention or netted out. To the extent that no structural
break is recorded in a given year, the indirect effects in those periods are nil and do not need to
be netted out. But if there were an event that produced a break, for example in 1930, it would
have to be estimated and netted out in order to find the causal effect of the 1914 event. Given
that changes in the long-run trend of output are not directly observable, in principle every year
after the shock would have to be tested up to the period for which the effect is to be estimated.
Given the complexity of this task, at the very least the years for which the historical literature
has identified possible turning points should be tested (in the example, those after 1914 would
be 1930, 1945 and 1976).

5.2.2. Implications for the interpretation of the available evidence

Far from being a methodological detail, the distinction between the direct effect and the
cumulative effect suggests a framework for the discussion on the “Argentine failure”. In short, if
one wishes to attribute the divergence over the whole century to one event, it is necessary to
attribute all subsequent breaks to that event. This is an implicit assumption in the available
works on the subject that use synthetic controls. Both Ertola Navajas (2020) and Marzetti and
Spruk (2023) attribute the gap in the level of per capita output estimated at the end of the
century to the rise of Peronism in 1945, thereby assuming that every subsequent break —in
particular, the one which according to our estimates was produced by the military dictatorship
— is caused by Peronism. If one were not prepared to maintain that the last military
dictatorship is in its entirety a consequence of Peronism, the estimates would have to be
revised. In the case of Spruk (2019), the set of “institutional breakdowns” is assessed,
considering the Sdenz Pena Law (1912), the military coup of 1930, Peronism (1946), the
military coup of 1955, the Frondizi government (1958), the dictatorship that styled itself the
“Argentine Revolution” (1966), the third Peronist government (1973), the last military
dictatorship (1976) and the democratic transition (1983). In this case, the divergence is
attributed to the set of breaks, which would make it possible not to take a position on the
causal relations between events, but prevents the relative contribution of each to the total
divergence from being assessed. In the conclusions of that work, however, it is stated that the
path of institutional deterioration began as a result of the first of the events. This assumes, for

example, that the 1966 dictatorship is a consequence of the Sdenz Pefia Law.

If one did not accept that the last dictatorship was a mere consequence of the earlier shocks,
how significant is the bias introduced by the accumulation of effects? Taking the work of Ertola
Navajas (2020), the effect of the dictatorship was estimated using the same specification
employed there to estimate the effect of Peronism from 1945. Figure 31 shows the per capita
output gap with respect to the counterfactual using the same donor pool and the same
predictors to estimate the effect from 1976. The optimisation period of V was extended to 1975,

and, as in the original model, the per capita output of the year before the intervention (in this
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case, 1975) was included among the predictor variables. The p-values associated with the in-

space placebo test are 8.3% for the first two years and 4.1% thereafter.

Figure 31. Gap with respect to the counterfactual following the specification of
Ertola Navajas (2020) but applied to 1976

5.000

-5.000

-10.000

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000

Source: Author’s elaboration based on Maddison and Ertola Navajas (2020).

Two conclusions can be drawn from these results. First, following the same methodology as the
original article it is possible to identify an effect from 1976 onwards. Unless it is maintained
that the last military dictatorship is a consequence of the rise of Peronism in 1945, this effect
would have to be netted out of the one originally estimated. The gap estimated by that work
reaches approximately USD 23,000 at the end of the century, while this estimation yields a gap
of USD 8,053, so that at least 35% of the estimated gap must be attributed to the dictatorship

rather than to Peronism.

Second, and more importantly, this estimation yields a counterfactual for Argentina with
respect to which no significant divergence is observed before 1976, as illustrated by the fact that
the gap oscillates around 0 during the first three quarters of the century. This implies that,
using the same methodology as the original work, no evidence is found in favour of an effect of
Peronism on growth. Instead, until 1976 Argentina followed a trajectory similar to that of its
counterfactual, until the dictatorship moved it away from that growth path. This conclusion is
consistent with the findings of this thesis, and in particular with the in-time placebo test of
section 4.5.2, where it was shown that even without using information beyond 1945, the
Argentine divergence is observed only from 1976 onwards. Taking this second conclusion into
consideration, the dictatorship explains not 35% of the divergence (as suggested in the previous
paragraph), but 100%. Taking as valid the Maddison Project data for the period (questioned in
section 4.5.7) and the methodology of Ertola Navajas (2020), no evidence is found in favour of
an effect on the growth trend before 1976.
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5.2.3. The “Argentine failure” and the estimates of this work

How is the possibility of breaks after 1983 addressed in this work? In our estimation, too, it is
necessary to take one of the two routes: to argue that the divergence after the dictatorship is a
consequence of its policies, or to re-estimate at the later dates and, should an effect be found,
net it out. For the years of the dictatorship (1976 to 1983) the first route is taken, arguing that
during this period it is the dictatorship itself, and not some other contemporaneous
idiosyncratic shock, that is the cause of the break in the trend. To defend this position, the
policies and reforms during the dictatorship that affected growth were reconstructed in the
light of a theoretical model (chapter 3). Section 5.1 discussed in particular the hypothesis that
the “Rodrigazo” might have caused the effects attributed to the dictatorship. Section 4.4 also
set out indications of the channels through which the dictatorship’s policies affected growth.
Despite these arguments, it should be stressed that the empirical evidence cannot settle this
discussion, in that it can always be argued that the breaks observed in a given period are due to
actions that occurred in earlier periods. For example, although the in-time placebo test shows
that no divergence occurs until 1976, whether that break is attributable to the dictatorship or

to earlier events is open to discussion.

Extending the estimation beyond the return of democracy requires additional discussion. It
could be argued that the presidency of Raul Alfonsin constitutes an exogenous event that
altered the course of history, maintaining the trajectory of output against a counterfactual in
which it would have fallen (or risen) more than it did. In this work we rely, on the one hand, on
earlier scholarly work, which does not identify breaks after 1975/1976, at least until the end of
the century, but mainly continuities in the historical stage opened by the dictatorship. On the
other hand, chapter 3 gave arguments for the view that at least part of the course of the
Argentine economy during the first democratic government is attributable to the persistent
constraints imposed by the dictatorship. The analytical reconstruction seeks to reinforce this
assumption explicitly. In this way, should there be effects on the long-run trend caused by the
political action of the first democratic government, these are attributed to the military
dictatorship. This hypothesis was tested empirically in section 4.5.5, where the synthetic
control was re-estimated for periods after 1983. No evidence was found in favour of a break in
the trend for these periods, leading to the conclusion that the estimate in this work is robust to

the criticism levelled at other synthetic controls in the previous section (5.2.2).
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6. Conclusions

The discussion on the determinants of Argentina’s economic growth throughout the twentieth
century cannot be settled definitively on the basis of econometric estimates alone. Nor is it
possible to pinpoint one characteristic that qualitatively distinguishes Argentina from other
countries, or one policy that explains its inability to sustain growth rates similar to those of the
core countries. Rather, the divergence appears attributable to a succession of policies, reforms
and effects of an international order, with diverse impacts according to the specific structural

factors of each country; that is, a historical process.

In such cases, where the aim is to assess the macroeconomic impacts of multiple overlapping
policies which coincide in time with exogenous shocks of great magnitude, attributing breaks in
economic growth to particular historical events requires theoretical assumptions about how the
economy works. Chapter 2 reviewed the different explanations offered by economic
historiography for the course of the Argentine economy, classifying them according to their
assumptions about the determinants of the distribution of income and of the level of output.
What emerged from this review was the absence of an explanation based on a classical-
Keynesian framework, in which the distribution of income is not fundamentally determined by
market mechanisms and the level of activity in the long run responds to the principle of
effective demand. This led to a detailed account, in chapter 3, of how the last military
dictatorship produced structural changes that affected growth, not only during the seven years
that the de facto government lasted, but also during those that followed. It was then proposed,
in line with other historical works, that the divergence is due mainly to the economic
deterioration of the last quarter of the century, but starting from an interpretation that focuses

on the negative effects of the transformations on the long-run evolution of demand.

Chapter 4 provided empirical evidence for this hypothesis. Establishing a causal identification
in this case requires establishing a point of reference for the comparison, which is neither more
nor less than formulating a counterfactual for Argentina: the Argentina that would have been
had events unfolded differently. This question about the distance between what was and what
could have been may be of little interest to some historians, but it is indispensable if one seeks
to assess the economic impacts of a programme such as that of the military dictatorship. The
synthetic control method employed in this work allows this discussion to be conducted
transparently, bringing out the conceptual hypotheses on which the analysis rests. It also
makes it possible to formulate a clear point of comparison, which does not stray far from a
methodology common in studies of comparative economic development: contrasting the growth
trajectory of two countries considered similar. The synthetic control refines the counterfactual

so that the countries to be compared are as similar as possible.

Different combinations of the growth paths of countries with which Argentina shares structural
characteristics make it possible to reproduce the observed evolution of Argentine per capita
output until 1975. For example, the country grew at a pace similar to a weighted average of

Brazil and the United States, or of Australia, Uruguay and others. This implies that, until the
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end of the century, the divergence between Argentine growth and that of other countries is due
not to idiosyncratic policies or institutions, but to its structural characteristics. But from 1976
onwards there is a break in growth which, as has been argued, is attributable to the policies and
reforms introduced by the last military dictatorship. These policies should not be thought of in
a vacuum; rather, they interacted with a changing international context that was adverse for
an economy like Argentina’s, giving rise to a meagre economic performance. Despite this
interrelation, the results of this work show that the economic deterioration is not explained by
the external context alone, but must be attributed to the actions of the military government:
an economic programme centred on financial liberalisation, deindustrialisation and the
repression of the working class. Without the profound changes brought about by the military
dictatorship, Argentina could have reached 1991 with a per capita output between 43% and
59% higher, greater capacity to carry out expansionary fiscal policies and a more diversified
productive structure. Although the figures may seem high, it would have sufficed for the
Argentine economy to grow at an average annual rate of between 1.4% and 1.9%, in line with
countries such as Australia, Brazil, Mexico or Uruguay. These results are robust to a wide
range of sensitivity analyses, including changes in the specification of the model, exclusions

from or inclusions in the pool of donor countries and placebo effects in time and space.

As discussed in chapter 5, the economic deterioration during the last quarter of the century is
not explained solely by the entry into a high-inflation regime after the “Rodrigazo”. Beyond the
fact that it is hardly plausible that inflation by itself could cause the estimated effects, the
estimated counterfactual also went through a process of high inflation and a hyperinflation.
The difference would therefore seem to lie in the way in which the dictatorship dealt with
macroeconomic volatility and political conflict, and in the constraints that this handling
imposed on the first democratic government (mainly, the external debt). During the first three
quarters of the twentieth century, the estimates suggest that the country did not undergo a
break in its growth trend, but that its structural characteristics led it to grow at a slower pace
than other countries that are not strictly comparable to Argentina (such as the European ones).
Thus, the impacts of the policies of the last military dictatorship are the main factor behind the

divergence in Argentina’s economic growth during the twentieth century.
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8. Appendix

This appendix develops the model of Dvoskin and Torchinsky Landau (2023) used for the
qualitative analysis of the effects of the dictatorship. First, in the model growth is limited by
demand, which is in turn composed, as usual, of consumption (C,), investment (I,), public

spending (G,) and exports (X).
YI+M[:CI+II+G[+X[ (1)

These last two components make up autonomous demand (Z[), that is, the expenditures that

do not necessarily depend on the level of activity of the period.
Z,=G+X, (2)

Consumption, imports and investment, by contrast, are determined by the level of income of
the period. In the case of imports (M), they are assumed to be determined by the level of
activity in a fixed proportion (m). In the case of consumption, it is assumed to be equal to the
wage bill, made up of an exogenous wage (W) and the level of employment, determined by the
employment requirements per unit of output (V;). The price level is normalised to 1, so that

W represents the real wage.
C,=wv)Y, (3)

Unlike other growth models of the demand-led type, in this one investment is a component
induced by demand, in line with the Sraffian supermultiplier (Serrano, 1995). That is,
investment decisions adjust so as to satisfy a given level of utilisation of installed capacity,
regarded as “normal” and determined by the technique in use given the distribution of income
(Fagundes & Freitas, 2019). Thus, for example, a positive shock to the level of demand can be
met in the short run by an increase in the utilisation of installed capacity, which will eventually
return to its normal level (U,). The reason is that deviations of the capital-output ratio from the
one that minimises costs can only be temporary. As a consequence, the response of investment (
I) to an increase in demand (YI) adjusts flexibly to accommodate utilisation, according to the

following expression:
t tte where ht:f(ut_un) (3)

where h; represents the elasticity of investment with respect to demand and U, the utilisation of
installed capacity (Yt/ YIK) The investment equation links demand with supply and, in
particular, with the maximum level of output of the economy given its capital stock (Yf)

Given the technology, this level is given by the amount of capital per unit of output (v), so that

1
Y[K:;K ¢. The dynamics of the capital stock (gf() are given by investment:

It

K—_
gt _Kt (4)
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Substituting (3) into (4) and using the definitions of U,V and h,, it follows that the growth of
the capital stock is a function of the investment accelerator and the utilisation of installed
capacity:

ht

gtK:VUI (5)

With these equations, the long-run level of output is determined by:

Y= 1 -z

v
l—wvl—gj +m (6)

n

Finally, the structuralist component of the model addresses the specificities of a small open
developing economy by formalising the components of the balance of payments. Exports, since
they respond to external demand, are exogenous, while imports (M,) are determined by the
level of activity in a fixed proportion (m). There are also outflows for interest payments (at a
rate i[’) on the stock of gross external debt (D;). At this point we introduce a single adaptation
to the original model, which will be convenient for the analysis of the period. It is proposed
that, in a context of free capital mobility, a part (f) of income® is allocated to the formation of

external assets (F), increasing financing needs™.
F=fY, (7)

The parameter [ will be regarded as exogenous, but it is not fixed; it could vary significantly
according to the differential between domestic and external interest rates and the expectations
of depreciation of the local currency, among others®. Countries can thus enter a trajectory of
unsustainable external indebtedness. The dynamics of external indebtedness (Dt) are

determined by the balance-of-payments outcome.
Dt:Mt_Xt+Ft+iGDt (8)

In the model, the limit to external indebtedness is formalised by means of a threshold for the
level of external debt as a percentage of long-run exports (a), given that the capacity to pay the
external debt is given by the foreign-exchange earnings from exports (Bhering et al., 2019). The
dynamics of this indicator are given by:

Df
=

_Mt+Ft
X

I Dt
—1+(i'=gy| 3~ (9)

t t

t

o Strictly, the private sector allocates to saving in domestic currency a fraction of its surplus, not of total output.
* Net flows remain constant, but gross indebtedness must increase to offset the financing provided by residents of
the domestic economy to the rest of the world.

* This behaviour could be motivated by different factors, among which it is worth highlighting the perception, on
the part of some creditors, that the interest rate on domestic assets might not compensate for the expected rate of
depreciation of the domestic currency. It could also be explained by the principle of portfolio risk diversification,
even if returns in domestic currency were high enough. Burdisso and Corso (2011) estimate that the optimal
proportion of assets in foreign currency stood, between 1976 and 1991, at between 40% and 80%.
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If explosive dynamics of the external debt are ruled out in the long run (that is, if it holds that

d <0), the following stability condition must be met:
i‘<g, (10)

On the other hand, the economy faces an external constraint given by the threshold of the level
of debt.

d'<d (11)

Given these conditions, a level of output is determined beyond which capital flows are
interrupted and the balance of payments becomes unsustainable. The growth rate (gL) is
determined by the average growth of the autonomous components (9z), but in the long run the
growth rate of public spending (9s) cannot exceed that of exports (9x) without the level of

output exceeding the one compatible with external equilibrium.

g'=gzsubject to 9o<gx (12)

88



	1. Introduction
	2. Breaks in Argentine economic growth during the twentieth century
	2.1. A framework for interpreting the discussion
	2.2. The academic discussion on Argentina’s growth in the twentieth century

	3. The structural transformations of 1976-1991
	3.1. Structural changes during the last military dictatorship
	3.2. Consequences for economic growth, 1983-1991
	3.3. The international and regional context

	4. Estimating the impact on growth
	4.1. Methodology: the synthetic control
	4.2. A synthetic control for twentieth-century Argentina
	4.3. Results
	4.4. Channels
	4.5. Robustness
	4.5.1. Permutation
	4.5.2. Backdating
	4.5.3. Sensitivity to changes in specification
	4.5.4. Robustness to changes in the donor pool
	4.5.5. Effects after 1983
	4.5.6. Imperfections in the fit
	4.5.7. Measurement error


	5. Discussion
	5.1. The “Rodrigazo” or the dictatorship’s policies?
	5.2. The “Argentine failure”
	5.2.1. A framework for interpreting synthetic controls on the Argentine divergence
	5.2.2. Implications for the interpretation of the available evidence
	5.2.3. The “Argentine failure” and the estimates of this work


	6. Conclusions
	7. References
	8. Appendix

