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ARGENTINA’S INSTITUTIONAL COLLAPSE

In 1948, a farmer in the Argentine interior stood in line to deliver his wheat harvest to a government buying station. The price offered: twenty pesos per quintal. That same month, the same wheat sold for sixty pesos when exported to European markets starving after World War II. The farmer had no choice. The law required him to sell to the state. What he received could not sustain investment in seed, fertilizer, or equipment. What he did not receive went directly into the state treasury, funding industrial projects in distant Buenos Aires. This single transaction—repeated across millions of acres and thousands of tons—contained in miniature the entire institutional logic that would transform Argentina from one of the world’s wealthiest nations to a chronically unstable one.

At the dawn of the twentieth century, Argentina ranked among the ten richest countries on Earth, with a per capita income exceeding that of France and Germany, comparable to the United Kingdom, surpassed only by the United States and Australia. By 1913, the nation held nearly four percent of the world’s monetary gold reserves despite accounting for barely one percent of global output. Buenos Aires was building grand avenues lined with European architecture. Capital flowed in freely. European laborers arrived by the tens of thousands. The Pampas—the vast, naturally fertile plains of central Argentina—had been harnessed into a global agricultural powerhouse. Refrigerated ships carried beef to London. Wheat fed European cities. Argentina seemed locked onto a trajectory of permanent prosperity.

Today, Argentina is synonymous with economic instability. The peso depreciates continuously. Inflation runs at triple-digit rates in some years. The country has defaulted on its sovereign debt nine times. The informal labor sector engulfs nearly half the working population. A nation that once attracted immigrant capital now repels it. This reversal is not a mystery of geography or culture. It is an institutional autopsy written in policy decisions made by specific actors at specific moments.

The New Institutional Economics framework, developed by scholars including Douglass North and refined by Daron Acemoglu and James Robinson, explains this trajectory with surgical precision. Inclusive institutions—those that protect property rights, enforce contracts impartially, constrain executive power, and distribute opportunity broadly—generate sustained prosperity. Extractive institutions—those that concentrate power in narrow hands, rewrite rules to serve political elites, and expropriate wealth from productive sectors—produce stagnation. Argentina was not always an extraction economy. It was transformed into one.


The Agro-Export Model and Prosperity: 1880–1930

The Argentine economy that emerged in the late nineteenth century was built on a foundation of geographic advantage coupled with institutional openness. The Pampas offered some of the most productive agricultural land on Earth. But land alone created nothing. What generated wealth was the connection between that land and global markets.

The mechanism of market integration was straightforward. Before the railways, moving grain from the interior farms to Buenos Aires for export was prohibitively expensive. Oxcarts traveled slowly across poor roads. Spoilage was severe. Merchants who bought grain in the interior and transported it to ports faced such high transaction costs that most grain never made the journey at all. It was consumed locally or wasted. British capital financed the railways that connected the interior to the deep-water port at Buenos Aires. These railways were not isolated projects but part of an integrated system. The railroads reduced the cost of moving a ton of wheat from the Pampas to export docks from prohibitive to affordable. A journey that once took weeks by oxcart took days by rail. Spoilage dropped. Bulk export became economically viable. They turned dispersed productive capacity into concentrated, exportable output. Foreign investors funded this infrastructure not through charity but through the reasonable expectation that property rights would be secure, contracts would be enforced, and profits could be repatriated. These expectations, for the most part, held. British firms could invest millions of pounds in Argentine railways confident that no government would seize the assets or default on concession payments without legal process.

The labor force expanded through immigration. Between 1880 and 1930, Argentina received per capita more European immigrants than the United States. This massive population influx served multiple economic functions. These workers arrived because Argentina’s wages, driven by labor scarcity and agricultural expansion, were high relative to Europe. A farmworker in Argentina could earn three times what he could in southern Spain or southern Italy. They stayed because property and opportunity were reasonably secure. Rural laborers could save wages, and many did. Over time, they could purchase land and become independent producers themselves. Urban workers could establish small businesses—bakeries, repair shops, transport companies—without facing excessive regulatory barriers. This was not a perfectly egalitarian society—land ownership was concentrated, and a class of great estancieros (landowners) controlled vast estates of tens of thousands of acres—but opportunity was not purely closed.

Economic expansion was rapid. Between 1884 and 1929, Argentina’s real GDP grew at 4.6 percent annually, compounded. This was among the fastest growth rates on the planet during that era. For context, the United States grew at similar rates during its peak period. Per capita wealth rose steadily. The peso was stable against gold and fluctuated narrowly against the British pound. Foreign trade flowed without significant restrictions. The institutional underpinning was straightforward: property was safe from arbitrary seizure, contracts were enforced through courts that functioned with reasonable impartiality, and political power was not yet systematically deployed to transfer wealth from one sector to another. Businessmen could plan decades ahead because rules were stable.

But this model contained structural vulnerabilities that crisis would expose ruthlessly. The economy depended overwhelmingly on a narrow basket of primary commodities—wheat, corn, beef, and linseed. Manufacturing was minimal except for a few sectors like flour milling in the interior and meat processing around Buenos Aires that directly added value to agricultural products. No textiles, no machinery, no chemicals. When agricultural prices collapsed in the 1920s and then catastrophically in the early 1930s—as they did globally during the Great Depression—Argentina’s economy had no diversified cushion. A farmer who grew wheat was now earning one-third what the wheat sold for. Demand for exports collapsed as European purchasing power vanished. Tax revenues fell sharply. Political pressure mounted from farmers and urban workers alike.



The 1930 Coup and the Destruction of Constitutional Constraint

On September 6, 1930, the Argentine military, under General José Félix Uriburu, seized power from the civilian government. This was not a coup in defense of the constitution or to suspend it temporarily. It was a coup to establish that the constitution itself was negotiable, subordinate to the will of whichever actor wielded greatest military force at any given moment.

The mechanism of institutional destruction was precise. The Argentine Supreme Court, faced with a blatantly unconstitutional seizure of power, did not defend the constitutional order. Instead, it issued a ruling recognizing the military junta as a legitimate de facto government. This was not a narrow legal judgment about narrow facts. It was a foundational surrender. By accepting that the military could seize power without consequence, the Court signaled to all subsequent actors that the Constitution was aspirational, not binding.

Within years, the Court had demonstrated what this actually meant in practice. Electoral fraud became systematic. Opposition parties were banned. The administration of the day manipulated elections with open contempt for democratic form. Judges who questioned executive authority faced dismissal or packing. The Court would not serve as an independent check on power because it had already conceded that it was fundamentally subordinate to political force.

The institutional consequence was profound. When the highest court refuses to protect the constitutional order, private actors cannot rely on law to protect their property or enforce their contracts. The security of transactions becomes entirely dependent on the whims of whoever controls the executive branch. This massive increase in uncertainty raises what economists call transaction costs—the hidden expenses of doing business when rules are unstable and enforcement is politicized. Long-term investments became risky. Why build a factory, develop a technology, or expand production when tomorrow’s regime might change the rules entirely? Capital that might have flowed into productive enterprise began flowing toward safer havens or political patronage.



The Peronist Transformation: Import Substitution and Agricultural Extraction

In 1943, another military coup occurred. Colonel Juan Domingo Perón, positioned as Secretary of Labor, built a coalition of urban workers, rural laborers, and nationalists. In 1946, he won the presidency through democratic election. What followed was not merely a change in policy but a systematic restructuring of the economy’s institutional foundations.

Perón’s government embraced the theory of import substitution industrialization (ISI), developed by the Argentine economist Raúl Prebisch. The theory was intuitively appealing: developing nations exported primary commodities whose prices perpetually fell relative to manufactured goods. This was the Prebisch-Singer hypothesis. To break this terms-of-trade trap, nations should erect massive tariff barriers and quotas to force domestic industrialization. Over time, local manufacturing would develop and displace imports. The logic seemed sound, especially for a nation like Argentina that had suffered from agricultural price collapse during the Depression.

The problem was not the theory in mild form. Some protection during industrial development is defensible. The problem was implementation in radical form. Perón treated ISI not as a temporary tool requiring eventual phase-out but as a permanent ideology. He erected tariff walls so high that foreign competition became impossible. Imported textiles faced tariffs exceeding 200 percent. Steel faced similar barriers. He established import quotas so restrictive that domestic producers faced no pressure to innovate, reduce costs, or improve quality. Protected from all competition, Argentine firms had no incentive to become efficient or world-competitive. Meanwhile, to fund rapid industrialization and expansive welfare spending, he needed revenue. The traditional source—agricultural exports—was accessible only through the state monopoly.

The state created an agency called the Instituto Argentino para la Promoción del Intercambio (IAPI) in 1946. Functionally, the IAPI was a monopsony—the sole authorized buyer for nearly all of Argentina’s traditional export goods: wheat, corn, meat, oilseeds, and wool. Private merchants were forbidden from buying and exporting directly. Farmers had no choice but to sell to the IAPI at government-set prices. There was no market, no negotiation, no ability to shop around.

The mechanism of extraction was elementary but devastatingly effective. The IAPI purchased domestic wheat at twenty pesos per quintal—well below the actual cost of production. It exported this same wheat to post-war European markets starving for food, where prices reached sixty pesos per quintal or higher. The difference—the spread of 40+ pesos per quintal—went entirely to the state. Historical records show this was not accidental variation or temporary shortage but deliberate policy maintained year after year. The gaps were enormous and systematic. In some cases and years, the spread exceeded 300 percent.

This transfer accomplished two political objectives simultaneously. First, it generated enormous sums for the treasury to finance state-led industrialization. Between 1946 and 1955, the IAPI extracted billions of pesos from agriculture. Second, by keeping domestic food prices artificially suppressed, it subsidized the cost of living for urban workers and industrial labor—Perón’s core political constituency. The Buenos Aires worker paid cheap bread. Real wages appeared higher. Wages could be nominally higher while real living costs fell. This produced a rapid, politically popular boost to working-class living standards, visible immediately in consumption levels and labor support for Perón. Workers felt wealthier. They voted accordingly.

The second-order consequences were catastrophic. By severing the connection between what farmers received and what prices actually were in global markets, the policy destroyed the profit motive for agricultural investment. A farmer could not justify purchasing new equipment when the return was artificially suppressed by government decree. A farmer could not justify improving drainage on flooded land or adopting new seeds when the state confiscated the benefit. Land improvement, crop research, and technological adoption all require positive expected returns. None could be justified. Rational farmers responded by reducing production and intensity. They planted less acreage. They invested less in soil improvement and maintenance. The area seeded to flaxseed, once a major export crop and a source of crucial export revenue, fell to less than one-third of pre-war levels. Wheat production stagnated. Meat exports fell.

As agricultural exports collapsed, the state faced a lethal paradox. The protected domestic manufacturing sector, incubated within the tariff walls and subsidized by cheap imported capital goods, could not export. It was internationally uncompetitive. It could barely compete within Argentina itself and only with state support in the form of subsidized inputs and protected markets. When export revenues fell due to agricultural collapse, the country lacked foreign exchange to import the capital machinery, fuel, and raw materials that even the protected industries required. A factory protected from Brazilian and American competition still required imported machine tools and petroleum. Those imports required dollars earned from exports. When exports collapsed, dollars ran out. The industrial sector, intended as the economy’s new engine of growth, began strangling from lack of inputs. Production declined. Unemployment rose.

Argentina had engineered its own structural stagnation. By deliberately penalizing its only globally competitive sector—agriculture—to artificially subsidize an uncompetitive one—protected manufacturing—it had locked itself into permanent dependence on continuous state intervention, import restrictions, and declining export capacity. The economy could not grow without exports. But exports could not recover because agriculture was systematically penalized. The state had bound the nation into a contradiction.



The Monetization of Political Spending

Running in parallel with agricultural extraction was the subjugation of monetary institutions. Argentina’s Central Bank, established in 1935, initially attempted to manage monetary policy with some degree of professional independence from the political cycle. The early leadership, including Raúl Prebisch, pursued countercyclical policies—restraining spending when inflation rose, stimulating when contraction threatened.

This window closed abruptly. In 1946, Perón’s government nationalized the Central Bank, buying out private shareholders and placing it directly under the Ministry of Finance. The newly nationalized institution was explicitly instructed to prioritize “economic development” over price stability. In practical terms, it became a subsidiary of the Treasury, tasked with financing government spending regardless of inflationary consequences.

The mechanism was straightforward. State-owned enterprises would issue low-quality debt. The Central Bank would purchase it in exchange for newly created money. This was technically not covered by the budget, but it had identical economic effect: the government was printing money to finance its deficits. Further, the government required commercial banks to keep reserves with the Central Bank, which would then funnel subsidized credit to favored industries and regions. This was direct credit allocation by political decree rather than market competition.

The consequence was the inauguration of chronic inflation. Once the central bank loses the ability to say no—when political pressure can always force it to monetize deficits—inflation becomes not an occasional phenomenon but a permanent feature of the economy. Within the population, a rational expectation forms: the currency will be continuously debased. With that expectation lodged in minds and contracts, inflation accelerates. Workers demand wage increases ahead of expected currency depreciation. Businesses raise prices in anticipation. Everyone is trying to get real value out of the currency before it decays further. This self-fulfilling dynamic is precisely what inflation-targeting central banks are designed to prevent through credible commitment to price stability. Argentina had dismantled that commitment deliberately.



The Judicial Purge and Property Rights

The Peronist government’s assault on judicial independence was systematic and deliberate. When judges occasionally resisted executive decrees or labor policies, Perón responded with institutional force. In 1947, the Peronist-controlled Congress impeached and removed four of the five sitting Supreme Court justices. This was not collateral damage. It was direct political message.

What followed was a pattern that institutional scholars have termed the “judicial manipulation trap.” Following the 1947 purge, the concept of lifetime judicial tenure became meaningless. It became standard practice for every incoming administration—whether arrived by election or coup—to immediately purge the Court and appoint loyalists. Judges understood they served at political pleasure. This created a powerful incentive: rule as the dominant political faction wishes, or be dismissed.

When judges are not independent, they cannot protect property rights against political expropriation. If an administration decides to seize assets, freeze accounts, or breach contracts, courts cannot reliably refuse. The highest legal authority is demonstrated to be the executive will. Private actors know this. The consequence is a massive decline in the security required for long-term economic investment.



Labor Corporatism and Productivity Loss

The Peronist model incorporated organized labor into the state apparatus through a system of corporatism. Trade unions were recognized and granted privileges, but only if they remained subordinate to the regime. Strikes required approval. Wages were set through negotiations mediated by the government, which had a political interest in keeping wages high to maintain popularity. Labor regulations became increasingly rigid. Hiring and firing became subject to complex procedures, union approval, and political clearance.

In the short term, this generated political support among urban workers. Real wages rose in the late 1940s. But the institutional effect was to make labor expensive, inflexible, and politically contested. Businesses could not easily adjust staffing to changing conditions. Firing a worker became a political act requiring approval from union leadership and the regime. Hiring became subject to similar constraints. The result was that firms began avoiding formal employment, moving into the informal sector where these regulations did not apply, or simply not expanding. Productivity growth stalled. Without easy adjustment capacity, firms had less incentive to invest in worker training or capital equipment.



The Stop-Go Cycles of the 1950s Through 1980s

The 1950s and beyond revealed a recurring macroeconomic pattern. The initial stimulus from agricultural confiscation and monetary expansion would produce growth, employment, and rising real wages. Within a few years, inflation would accelerate, foreign exchange reserves would deplete, and foreign exchange shortages would become acute. The government would then be forced into retrenchment—cutting spending, restricting imports drastically, and attempting to squeeze inflation out of the system through wage and price controls. This produced economic contraction, unemployment, and political pressure from workers and unions. Eventually, the political pressure would overcome technocratic caution, spending would expand again, and the cycle would restart. This pattern recurred in the 1950s, 1960s, 1970s, and into the 1980s.

The mechanism was mechanical. Agricultural exports financed imports. When agriculture was penalized, exports fell and import-financing capacity fell. The government responded to the resulting shortage by restricting imports further, which deepened the shortage of industrial inputs. Factories had materials for only part of the year. Workers were laid off. The government then faced pressure to stimulate spending and increase employment. Spending expanded. This increased demand for imports again. But exports could not expand because agriculture was still penalized. So reserves would deplete further. Eventually, the reserves ran out and the government was forced to retrench. This stop-go pattern was not accidental variation around a trend. It was structural and inescapable given the underlying institutional choice to permanently penalize agriculture.

The protected manufacturing sector could not export and could not sustain growth without continuous import restrictions and state subsidies. The sector had become addicted to protection. Without tariffs and quotas, it would have collapsed to imported competition. Agriculture could not recover because the incentive structure remained extractive regardless of which party was in power. Conservative governments, radical governments, military governments—all maintained the IAPI or equivalent mechanisms that kept agriculture penalized. Meanwhile, mounting inflation embedded itself in wage-setting patterns and price expectations. Labor unions learned that wages nominally set in contracts would be worth less within months. So they demanded rapid wage increases—half-yearly adjustments, then quarterly, then monthly. Workers understood that to preserve real wages, they had to keep pace with currency depreciation. This wage-price spiral is a self-fulfilling prophecy of inflation. Each cycle of retrenchment became harder to sustain politically because inflation expectations were higher than before. By the 1980s, inflation could spike from seemingly controlled levels to hyperinflation within months.

The deeper institutional problem was that no authority could credibly commit to maintaining price stability. The Central Bank was not independent. The Ministry of Finance could force it to expand. The government needed revenue, and printing money was easier than raising taxes or cutting spending. There was no credible constraint on monetary expansion, no institution that could say no to the government and have that no stick. Therefore, there could be no credible expectation of price stability. Everyone rationally expected inflation to accelerate eventually, so everyone acted accordingly. Savers moved money out of pesos into dollars. Workers demanded wage increases before expected depreciation. Firms raised prices in anticipation. The dynamic of declining currency confidence became self-fulfilling.



The Convertibility Illusion and 2001 Collapse

In 1991, facing a new hyperinflationary crisis, the Argentine government under Carlos Menem attempted a radical institutional reform: the Convertibility Plan. A new peso would be created with a legislative guarantee that it could be converted into US dollars at a fixed rate of one to one. This rate was not merely policy—it was enshrined in law. The Central Bank could only issue pesos to the extent it held dollar reserves. This was a currency board system, and it was designed to be irrevocable.

For a decade, this worked. Inflation fell dramatically. Fiscal discipline improved because the government could no longer print money without immediately losing reserves. The economy expanded. Confidence returned. Foreign investment flowed in.

But the system contained a fatal flaw: it required fiscal discipline that the Argentine political system could not sustain. Provincial governments ran deficits. The federal government ran deficits. Spending continued to exceed revenues. Without the ability to print money, the only alternative was to borrow. Foreign debt accumulated. By the late 1990s, debt burdens became unsustainable. Interest rates spiked. Growth turned negative. Unemployment rose.

In 2001, the political system shattered. Depositors rushed to withdraw funds, fearing their money would be devalued. The government first restricted withdrawals to prevent bank runs. Then it devalued the peso, breaking the convertibility guarantee entirely. The institutional arrangement that had been described as irrevocable was revoked. Credibility collapsed. Poverty surged. The economy contracted sharply.

The deeper lesson was that a fixed exchange rate cannot substitute for credible institutional commitment to fiscal discipline. The currency peg was a rule, but rules are only effective when the underlying institutions enforce them. When fiscal pressures became severe enough, the political system overrode the rule. The formal institution was revealed as subordinate to political power, just as it had been in previous decades.



Twenty-First Century Extractivism: Expropriation and Data Falsification

The period from 2003 onward saw a return to overt extractive policies. After the 2001 debt default and currency collapse, the government recovered economically from rising commodity prices and currency devaluation. The government under Néstor Kirchner (2003–2007) and later his wife Cristina Fernández de Kirchner (2007–2015) used commodity windfall revenues to expand state control over the economy through direct expropriation and regulatory seizure.

In 2008, the government nationalized private pension accounts that had been created during the 1990s as an alternative to the state system. Millions of private savers had invested in these funds over decades, building individual retirement accounts. Private savers who had invested in these funds watched their assets converted into illiquid government bonds yielding minimal real returns. The nominal compensation was presented as fair, but in real terms, it was a massive transfer from savers to the state. The government needed cash, so it simply confiscated the pension accounts. Workers who had been told they were building personal retirement security had their assets appropriated. The political cost was lower than overtly raising taxes.

In 2012, the government expropriated the oil company YPF from its Spanish owner Repsol, which had privatized and modernized the company in the 1990s. The nominal justification was energy independence and productivity improvement. The actual mechanism was seizure without adequate compensation. Repsol was offered shares and bonds well below actual market value. The company faced nationalization and took what it was offered. Investment in the oil sector collapsed immediately. International oil companies understood that their assets were no longer secure. Production declined. The government had priority access to energy but at declining supply. The immediate political benefit—cheap oil for supporters, profits for state-owned YPF—was purchased at the cost of future productive capacity.

Simultaneously, the government undertook a more insidious institutional destruction: it seized direct control of inflation statistics. The state statistical agency, INDEC, had historically been a reliable source of economic data. Under political pressure, INDEC began reporting inflation figures that diverged radically from market prices. Official inflation might report two or three percent while the dollar black market revealed real currency depreciation of fifteen percent or higher. Government officials initially dismissed these discrepancies as methodological differences between official price baskets and black market rates. What was actually occurring was the politization of objective fact itself. The government was manipulating the official data to serve political narratives.

When the government controls the data on which economic decisions are made, it has destroyed the information system necessary for rational economic decision-making. Businesses cannot accurately calculate returns or plan investment if the inflation data is false. A business thinking inflation is three percent will contract expenses accordingly and will be shocked when real inflation turns out to be twelve percent. Workers cannot accurately negotiate wages if the official inflation data understates real depreciation. A worker agreeing to a wage increase of five percent, thinking inflation is three percent, is actually accepting a real wage cut if true inflation is fifteen percent. Investors cannot accurately assess the real return on assets if the monetary data is falsified. The entire system degrades into a game where the government’s narrative struggles against market signals, and where private actors must constantly adjust expectations based on hidden truth rather than official numbers. This creates massive uncertainty and discourages long-term planning.

Simultaneously, the government imposed price controls on supermarket products, attempting to suppress reported inflation by decree. The government would pressure major supermarket chains to hold prices artificially low, below their actual cost of goods sold. Businesses responded rationally to these controls by producing less, shifting production to informal markets beyond government control, or exiting the formal economy entirely. Shelves emptied. Black markets expanded. The formal economy contracted. The government achieved the appearance of low inflation in the official statistics while the actual economy degraded.



The Milei Attempt at Reversal

In 2023, Javier Milei won the Argentine presidency on a platform of radical deregulation and institutional reform. He took actions that directly reversed decades of policy: he fired Central Bank directors who would not commit to price stability and appointed replacements who were ideologically opposed to monetary accommodation, pursued labor market reforms to reduce hiring rigidities and make firing easier, eliminated price controls on supermarket products and other goods, and made noise about privatizing state enterprises including the state oil company YPF.

The economic logic of these reforms was sound. Rigid labor markets discourage hiring and promote informality. When it is nearly impossible to fire workers, employers hire fewer workers and keep many outside the formal system. Price controls produce shortages. Removing controls allows supply and demand to equilibrate. A Central Bank independent from fiscal pressure can maintain price stability, which is prerequisite for long-term planning.

The deeper challenge, however, was that one president cannot by force of will restore institutional credibility after decades of violation. Markets respond not to a single president’s stated intentions but to the history of institutional behavior and the likelihood that future administrations will honor commitments. Milei could sign decrees, but the question was whether future governments would honor them. The next elected president, or the next military coup, might reverse everything. As long as courts cannot reliably protect property rights from expropriation by future governments, and as long as the Central Bank can be politicized by the next administration that takes power, long-term investment will remain depressed. A businessman evaluating whether to build a factory asks: what will happen when Milei leaves office? Will the next government seize my assets like the Kirchners did? Will courts protect my property rights? History says no. Therefore, despite Milei’s reforms, investment remains cautious.



The Path Dependence of Institutional Degradation

Argentina’s experience reveals a core institutional principle: once foundational rules are violated, reversal is possible in formal law but not in deep credibility. The Supreme Court’s ruling in 1930 that military coup power was legitimate established a precedent. Every subsequent regime learned that the constitution was negotiable. By 1947, after the judicial purge, judges learned they were political appointees, not independent arbiters. By the 1950s, everyone understood that property rights were subordinate to whatever government happened to be in power. This understanding became embedded in expectations and behavior.

Restoring credibility requires not merely changing policy but a long period of demonstrably honoring the new rules despite temptation. This is difficult because a new government inherits an economy where many actors are engaged in rent-seeking behavior—trying to extract gains through political connection rather than productive activity. When the state has been extractive, businesses have learned to profit through political patronage rather than innovation. When the state has been profligate with money, savers have learned to hold foreign currency rather than pesos. When courts have been politicized, investors have learned to expect expropriation. Changing these deep expectations requires sustained institutional restraint for years or even decades.

Argentina began this process in 2023 with Milei. But the political economy of reversal is difficult. Milei inherited an economy damaged by years of extractive policy and hyperinflation. Many state employees and beneficiaries of state spending lost income when spending was cut. Unemployment rose initially. These groups opposed reform. Whether Argentina can sustain the reforms long enough to restore institutional credibility remains an open question. The next election will be crucial. If a government opposed to reforms wins and reverses course, credibility will collapse again.



The Comparative Lens: Divergent Paths from Similar Starting Points

Argentina’s trajectory becomes sharper when compared to Australia and Canada, nations that began with similar or arguably inferior institutional and geographic advantages. All three were settler economies with vast land, immigrant labor, abundant natural resources, and integration into global markets during the nineteenth century. Argentina actually possessed more favorable initial conditions in some respects—more fertile land per capita, earlier and deeper integration into Atlantic trade networks, larger inflows of foreign capital, higher immigration rates relative to population.

Yet Australia and Canada maintained inclusive institutions across the twentieth century despite economic difficulties and political pressures to extract wealth from productive sectors. Property rights remained secure across political transitions. Courts remained functionally independent despite occasional executive pressure. Central banks maintained autonomy over monetary policy and could resist fiscal pressure from governments. Governments, when facing deficits, chose to raise taxes or cut spending rather than simply printing money. These nations faced economic recessions, commodity price shocks, and political challenges but did not experience the cascade of institutional destruction that Argentina voluntarily undertook.

The contrast is vivid in the monetary realm. When Australia and Canada faced inflation in the 1970s and 1980s, both nations appointed central bankers who were willing to maintain tight monetary policy despite political opposition. In Australia, the central bank governor resisted government pressure and maintained inflation discipline. In Canada, the central banker pursued disinflation knowing it would cause a recession but accepting that cost as necessary for long-term price stability. Both actions were politically unpopular in the short term. But because the central banks had genuine independence, they could resist the pressure. Argentina had no such institutions. Each inflation crisis led to another round of monetary accommodation because no institution could say no to the government.

The difference was not geography or culture. It was the choice by political actors to either respect institutional constraints or violate them. Once Argentina’s elites chose to violate constitutional constraint in 1930 and more catastrophically in 1947, the trajectory of institutional erosion became self-reinforcing. Each violation justified further violations in the minds of future leaders. If the court could be packed in 1947, why not pack it again in 1955? If the IAPI could extract wealth from agriculture in 1946, why not continue and expand it in subsequent decades? Each new regime inherited an economy where extractive practices were normalized and found it convenient to continue them. The precedent was set. The institutional structure was designed for extraction. It would have required a deliberate reversal to change course. Most regimes found extraction more politically convenient than reversal.

This path dependence explains why Argentina could not simply adopt good policies once the damage was done. Institutions are not merely formal rules but the accumulated expectations and behavioral patterns built over decades. An Australian businessman knows that if the government seizes his assets, courts will award compensation. An Argentine businessman learned that if the government seizes his assets, courts will do nothing and validate the seizure. These are not merely different rules. They are different models of how the world works. Changing one requires not merely writing new laws but demonstrating through years of practice that the new model actually holds. Argentina in 2023 was attempting this reversal. But the historical weight of seventy years of institutional destruction is enormous.

Argentina’s century of decline is ultimately legible as a case study in institutional choice and its consequences. A nation that possessed sufficient resources, human capital, and geographic advantages to remain prosperous voluntarily dismantled the institutions required to sustain that prosperity. It did so through specific decisions by identifiable actors at identifiable moments: the Supreme Court’s capitulation in 1930 when it recognized military coup power as legitimate, the agricultural extraction apparatus of the IAPI beginning in 1946, the nationalization and politicization of the Central Bank in 1946, the judicial purge of 1947 that established the precedent that courts were political bodies subject to partisan appointment, the endless cycle of fiscal dominance and monetary debasement from the 1950s onward, and the overt expropriations and data falsification of the twenty-first century.

What made these policies attractive in the short term was their capacity to transfer wealth to politically powerful constituencies—urban workers subsidized by agricultural confiscation, industrialists protected by tariff walls, unemployed workers given jobs in state enterprises, provincial governments exempted from fiscal discipline, pensioners receiving government bonds from seized private accounts. Each policy generated immediate political benefits visible in employment, wages, or government provision. What made them devastating in the long term was that they destroyed the information systems, incentive structures, and credible constraints required for complex economic activity.

Agricultural extraction destroyed the profit incentive for farming investment. Labor corporatism made hiring and firing politically contested and expensive. Tariff protection eliminated the pressure for efficiency in manufacturing. Central Bank politicization ended credible price stability. Judicial politicization eliminated property rights protection. Expropriation eliminated the security of capital investment. Data falsification eliminated reliable information for economic decision-making. Each decision destroyed one brick in the institutional edifice. Over seventy years, the entire edifice crumbled.

The mechanism of decline was not mysterious or inevitable. It was mechanical. When the highest court refuses to protect constitutional order, executives learn they can violate it. When politicians can extract wealth from one sector to subsidize another, they do so. When the central bank must finance government spending, inflation accelerates. When inflation accelerates, everyone adjusts their behavior to anticipate further depreciation, creating wage-price spirals and rapid currency collapse. When courts are politicized, property is unsafe. When property is unsafe, investment declines. When investment declines, growth stagnates.

Argentina’s experience demonstrates that prosperity is not a natural state produced by geography or resource endowment. It is a hard-won achievement of institutional arrangement—specific choices to constrain power, protect property, enforce contracts, and maintain monetary discipline. These arrangements are fragile. They require continuous maintenance and active defense. Once breached, they are difficult to repair because expectations and behaviors reorient around the new reality. Argentina learned, across a hundred years, how fragile that achievement is and how easily it can be unmade. The lesson for other nations is not that Argentina was uniquely foolish but that the institutional foundations of prosperity are always under threat from actors who can extract short-term gains by violating long-term rules. The question is not whether such pressure will arise but whether institutions can be designed and maintained to resist it.
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