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“A born leader of men, [Perén] had all the qualities needed to appeal to the masses—good looks,
personal charm, eloquence, power of oratory, an extraordinary understanding of mass psychology and,
what is rare in a dictator, a sense of humor. He created in Argentina a movement that bore his name,
whose strength lay in the urbanized working class, which remains the strongest political force in the
country.”

Argentina, endowed with abundant natural resources including oil and a vast area of productive
agricultural land, appeared to be on its way to becoming a major world economic power through the
first half of the 20" century. In 1890, it ranked sixth worldwide in per capita income and was the tenth
largest trading nation. Argentina maintained an average annual inflation rate of only 1.5% for 50
years after 1890, during the days of the global gold standard. Low inflation accompanied a healthy
growth rate; from 1900 to 1930, Argentina’s economy grew at an average annual rate of 4%, more
rapidly than the United States, Australia, or Canada. Attracted by the country’s favorable prospects,
almost three million European immigrants arrived from 1900 through 1920. They were amply
rewarded when Argentina survived both the Great Depression and World War II in better shape than
many European countries. In 1950, Argentine per capita income was on a par with continental
European nations, as it had been throughout the first half of the 20" century (see Table 1).
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In 1946, Colonel Juan Domingo Perén became president of Argentina. He would dominate the
political and economic evolution of the country until his death in 1974. Perén introduced significant
labor reform and undertook considerable social investment. Between 1943 and 1948, his policies led
to a 25% increase in the country’s GDP. Over the same period, workers received wage increases of up
to 37%.’ But in the following decades, against a backdrop of substantial improvements in social
indicators such as literacy and schooling rates, Argentina’s macroeconomic performance deteriorated,
culminating in a serious economic crisis in 1989 (see Exhibits 1 and 11).

The same year, Carlos Satil Menem was elected president on a platform that included a massive
wage hike and reclaiming the Falkland-Malvinas Islands through war. Initially, the flamboyant
politician was unable to control Argentina’s spiraling problems, including hyperinflation, stagflation,
and mounting foreign debt. But observers knew that endemic economic hardship had not always
been Argentina’s fate. Instead, Argentina's political and economic misfortunes during the second half
of the 20" century had long been considered an enigma. How did a country enjoying natural
advantages and experiencing such promising beginnings encounter so many difficulties in fulfilling
its great economic potential?

Historical Background

Argentina gained its independence in 1816 when the bourgeoisie of Buenos Aires freed itself from
the onerous duties and taxes imposed by a feeble Spanish vice-royal administration. The Argentine
union, however, took several decades to consolidate, as internal struggles among member provinces
emerged. The provinces were ruled by warlords, known as caudillos, who resisted the hegemonic
ambitions of Buenos Aires. In 1860, liberal elements from Buenos Aires established a federal republic
under a common constitution. But Argentina was still an under-populated and oligarchic rural
economy. The ruling conservative alliance, comprised of the Argentine “elite,” set out to expand the
agro-export economy, lure foreign capital to Argentina, and people the country by attracting
immigrants. Increasing exports of wool and leather, and later, grain and meat fueled a wave of
foreign, largely British, direct investment in railroads, meat packinghouses, and utilities. A massive
influx of immigrants, mostly from Italy, Spain, and Eastern Europe, followed. In this period,
economic growth matched and even exceeded demographic expansion, so that by the 1890s,
Argentina had the sixth highest income per capita in the world.'

Land, the prized asset in the mainstream economy, was not openly distributed to the arriving
immigrants. They remained in their arrival cities, principally Buenos Aires, confined to work as
employees in light industry or as tradesmen. Even for their descendents, the right to vote was
restricted. Deprived of what they saw as their economic and political entitlement, many immigrants
joined ranks around labor organizers inspired by anarchist movements. In time, together with the
local middle class, they formed the Radical party. Its initial focus was to broaden political
representation. After a period of campaigning, electoral law reform eventually provided for universal
and mandatory male suffrage and secret ballots. Under the new and more inclusive system, the
Radicals beat the ruling Conservative Party in the 1916 election to take power. Under the Radical’s
democratic rule, from 1919 to 1929 Argentina’s economy grew at an annual rate approaching 6% (see
Exhibit 4).”

Strong economic growth emerged in spite of the constraints imposed by Argentina’s export
dependent economy. A succession of external shocks had exposed the risks of an economy so heavily
dependent on trade. Argentina imported 60% of its industrial goods and almost all intermediate
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goods and capital equipment.” At the same time, it relied on revenues generated from exports of its
agricultural products, mostly meat, wool, leather, cereals, and flax. Following World War I, many
Western countries adopted protectionist measures, decreasing capital inflows to Argentina and
reducing its exports (see Exhibit 5). As a result of its adherence to the gold standard,” pressure on the
balance of payments followed. Imports fell even more dramatically, providing a stimulus to the
domestic textile, chemical, and metal industries.® When, in 1929, Argentina abandoned the gold
standard altogether, the peso depreciated rapidly and the price of imports increased, providing
protection to the newly emerging Argentine manufacturing companies, but also pushing the country
precariously close to defaulting on its debt.

Coalition Rule (1930-1943)

In 1930, the conservative “elites” were restored to power under the first of what, over the decades,
would be a long series of military interventions. The 1930s brought developments with important
long-term consequences. First, the appeal of nationalism spread from the exclusive domain of
Conservatives to the middle and working classes. Second, competing nationalist and conservative
factions emerged within the army. Third, a system was instituted whereby a coalition front remained
in power through fraudulent elections.?

More significantly, the agro-export model was adjusted to allow for an industrial policy
emphasizing more active import-substitution.” Initially, domestic industry received only limited
support from the government: import duties were increased; a system of multiple exchange rates
established prices more favorable to industrial than agricultural activities; and a public works
program was initiated. The resulting industrial growth led to the migration of rural workers to urban
centers. By implication, the composition of labor organizations and of the working class itself was
drastically altered. Industrial labor demand increased drastically. Yet real wages remained stagnant,
and concessions were made to foreign trading partners, principally Britain, at the expense of
emerging local industrial interests.”” By the end of the decade, workers felt disenfranchised and soon
became idle political capital ready for the taking." Years of fraudulent elections since 1930 had
eroded the elected government’s legitimacy, and the army, which included an ambitious young
colonel named Perén, took over the Conservative government in 1943.

The Rise of Juan Domingo Perén

Historians have struggled to define Perén’s ideology. He was no friend of the United States, but
was often perceived to be perhaps the most reliable long-term safeguard against the spread of
Marxism into Argentina. The image he projected was one of caudillo-like strength.

Perén’s rise was dramatic. An undistinguished colonel in the ski troops in 1943, he became
president less than three years later. Born in 1895, he began his military life at 16 when he left his
family’s small farm in Patagonia to enroll in the Military College. After graduating, he was posted to
the remote interior where he experienced his first taste of labor unrest and the conditions of the rural
poor. In 1926, he was promoted to captain and spent four years as a student at the Superior School of
War before lecturing there for six additional years.”

@ The coalition, known as the Concordancia and dominated by the “elites,” consisted of Conservatives, dissenting Radicals,
and technocrats.
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A few months before the outbreak of World War II, Perén was sent to Italy to study mountain
warfare. Mussolini and, in particular, some of his policies for reconciling the interests of capital and
labor through cooperative planning greatly impressed Perén, who had until then been completely
apolitical.2 Upon his return to Buenos Aires in 1942, Perén helped establish the GOU (Grupo de
Oficiales Unidos), a military group concerned with exploring possible post-war policies. The new
president of Argentina, installed by the 1943 military coup, named Perén to the hitherto harmless
post of secretary of labor and social welfare. Feeling threatened by Perén’s growing popularity, he
attempted to suppress his activism and oust his supporters in government. Perén thwarted those
efforts and eventually forced the president’s resignation in 1944."

In the same year, Peron met the radio performer Eva Duarte, better known as the legendary Evita,
who would become his second wife and most devoted political supporter. Perén claimed to have
selected and trained Evita carefully to take in his ideas and “create in them a second I.” He especially
encouraged Evita’s focus on the poor or “descamizados” (shirtless). Her charitable foundation and
personal life eventually transformed her into the soul of the Peronist party, earning her the title
“Spiritual Chief of the Nation.”"

The sources of Evita’s commitment to elevating the conditions of Argentina’s poor and working
class could be found in her personal background. Evita was an illegitimate child who grew up in
relative poverty in the pampas, 150 miles from the capital. She longed for the life she saw portrayed
in Hollywood films, and, at age 15, left her mother and four siblings to become an actress in Buenos
Aires. Her ambition landed her roles first in radio, and later in theatre and film. In 1943, when the
military came into power, she worked with the new regime to produce pro-military radio programs.
At 23 years old, she was already one of the most highly paid radio performers in the country. After
marrying Perén, Evita indulged even more in her passion for designer clothes and expensive jewelry.
If anything, this brought her closer to Argentina’s poor, who saw in her, perhaps, a symbol of
upward mobility.P

Peron’s Pre-Presidential Policies (1943-1946)

Perén’s springboard to the presidency was his performance as secretary of labor and social
welfare. From that post he enacted a comprehensive set of pro-labor laws that included the
introduction of labor courts with exclusive jurisdiction over labor conflicts; a scheme to establish and
periodically adjust minimum wages, often leading to increases in real terms; yearly paid vacations;
retirement and health insurance benefits; and an annual mandatory bonus equal to an additional
month’s salary.” He also instituted the Agricultural Worker Statute (Estatuto del Peon) in late 1944.
This statute outlined the specific rights and obligations of both worker and employer in the rural
context and was perceived as a defiance of the landed elite. By the time Perén was forced to step
down as Secretary, Argentina had advanced from a laggard to a world leader in labor legislation.”

Simultaneously, Perén took advantage of his position to promote labor activism. Mimicking the
approach he had seen Mussolini adopt in Italy, Perén increased union membership and essentially
took over the labor movement. In 1945, he enacted the Law on Professional Associations, which gave
his Labor Secretariat veto power on the formation of new unions.” Between 1946 and 1950, union
membership increased from 880,000 to 2 million. By 1954, more than 2.5 million workers belonged to

@ Mussolini implemented neo-corporatist policies under his strict authoritarian rule. He co-opted trade unions and employers’
associations (together with representative groups for agriculture and the professions) into government sponsored programs
and policy discussions, while at the same time outlawing independent trade unions.

b She died from cancer at age 33 in 1952 after having renounced the offer of the vice-presidency in a spectacular rally.
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unions, representing 42.5% of all workers.” In just two years, Perén became vice-president, minister
of defense and, through the labor movement, had assumed a power base of his own.

Next, a series of political developments played into Perén’s hands, helping to propel him into the
presidency. Chief among these was the arrival of Spruille Braden as U.S. ambassador, a stereotypical
figure that the liberal elite loved and that Argentine nationalists, irrespective of their class, hated. His
high profile and aggressive approach helped polarize the political landscape in ways never foreseen
by the traditional political class. Perén had distanced himself successfully from the losing pro-Axis
faction of the army and the increasingly repressive nature of the military regime. Yet he maintained a
nationalist discourse that earned him accusations of fascism from traditional quarters while helping
him garner popular support.

In 1945, leaders of the conservative faction in the army, still threatened by Perén’s growing
popularity, forced his resignation and took him under arrest.” They called on the Radicals to
participate in a transition government, but negotiations led nowhere. The army then turned to the
reactionary Supreme Court. Perén’s sympathizers suddenly united against a return to the ways of the
“patriotic fraud” of the previous decade. The labor unions called for a general strike on October 17,
1945, but the workers instead marched en masse to the presidential palace. They would not leave until
Perén was brought to address them. Overwhelmed by this show of support, the authorities complied.
This occasion marked the birth of mass mobilized politics and of the Peronist labor movement. An
election was called. Under the campaign slogan, “Braden or Perén,” the charismatic new leader
carried 55% of the vote against a coalition of all other parties in the first clean elections since 1928.”

The First Peronist Regime (1946-1955)

Perén rewrote the constitution to provide for his reelection and presided over the country for nine
years before he was ousted in 1955.” During this period, he consolidated a power base that relied on a
highly disciplined party bureaucracy composed of a virtually unquestioning union apparatus and
legislature along with the police and the ultimately ambivalent army.

His political style has been described as populist, paternalistic, even fascist. As much as he relied
on his political allies, Perén depended on the existence of various political enemies, whom he
repeatedly antagonized to generate popular support in large, highly emotive rallies. These enemies
included the landed elite (which he called the “oligarchy”), the liberal wing of the armed forces, the
progressive opposition comprised of Radicals and Socialists, and intellectuals and the universities.
Perhaps most significantly, the enemy included foreign “imperialistic” powers, against which he
advocated a policy of neutrality or “third position;” “ni yanquis ni marxistas, Peronistas.” In 1947, an
isolationist Argentina, believing that both the Bretton Woods Agreement and GATT exclusively
favored the interests of the United States and other advanced nations, chose not to participate in the
new world economic order based on multilateral trade and finance.

Perén started his presidency with a bold five-year plan. Consistent with his creed of “economic
independence,” he opted for redistributive measures aimed at expanding the internal market as
opposed to stressing traditional exports. During World War 1II, uncertainty regarding future exports
had become a recession that tested the then-ruling coalition of Conservatives, Radicals, and
technocrats to its limits. With the combined goals of reducing foreign dependence, raising
productivity, improving the distribution of wealth, and broadening the domestic economic base, the
government had accelerated its policy of industrialization through import-substitution. Although the
landed elite, fearing the diversion of resources to the industrial sector, withdrew its support,
industrialization gained a new champion in the army, which pressed for a local, state-led armaments
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industry in response to the withdrawal of U.S. military assistance in retaliation for Argentina’s
neutrality in the war. On March 27, 1945, Argentina formally declared war against Germany and
Japan, but never actively participated in the struggle against either country.

In 1943, the policy was showing results, as non-agricultural industrial production exceeded farm
production for the first time, and industrial products accounted for 20% of Argentine exports (see
Exhibit 6).” Domestic production accounted for over 80% of Argentina’s total consumption of
manufactured products, versus 60% in the late 1930s and between 40% and 50% during the previous
three decades.” The military regime created a Secretariat of Industry to centralize industrial policy
and a state-owned bank to extend credit and foreign exchange to manufacturers. Nearly 25,000 new
industrial enterprises sprang into existence between 1942 and 1946.*

Perén took industrialization even further. Although he set five-year plans, his government often
improvised policies to react to short-term economic and political pressures. Such policies included
defending existing post-war industries, regardless of their efficiency; subsidizing technologically
complex and expensive activities, such as atomic energy; saving some private companies from
bankruptcy; and enacting credit policies to favor certain branches of manufacturing.

The policies initially favored the low-income sectors of society. Between 1943 and 1948, real wages
for skilled industrial workers rose by 27% and those for unskilled workers by 37%.” GDP for the
same period grew by 25%.” At the same time, Peron called for price stability, lavish public spending,
and full employment (see Exhibit 7).” The national external debt was paid down completely,
enabling a “Declaration of Economic Independence.”” Perén also widened the role of the state
through purchasing a merchant fleet, developing commercial air transportation, and nationalizing

the telephone company (ITT), the docks, and the British-owned railroads.

In contrast, the traditional agricultural sector was neglected. The government used the sector to
generate resources to cross-subsidize welfare programs and the heavily protected industries. With
diminished incentives, the area under agricultural use shrank and its infrastructure investment

lagged.

Between 1949 and 1952, salary increases outpaced productivity gains as lax credit policies
continued to expand the money supply. Inflation climbed to annual rates of over 30%, and industrial
output and employment eventually suffered (see Exhibit 8).” Perén responded with a drastic
austerity plan and brokered an agreement between the union leadership and employers under which
wages were frozen for two years.

Despite these harsh measures, Perén’s unusual charisma combined with Evita’s extravagant acts
of charity to the poor endeared the pair to the workers. By the early 1950s, Evita’s charitable
foundation was estimated to have over $200 million in assets and 14,000 workers on the payroll. With
an objective of satisfying the “basic needs for a better life of the less privileged classes,” the
foundation distributed items such as shoes and sewing machines and built homes and hospitals.”
During the first six months of 1951 alone, Evita’s foundation is alleged to have distributed among the
needy 25,000 houses and three million packages containing medicine, furniture, clothes, toys, and
bicycles. Evita often interviewed the petitioners herself, dressed in expensive designer clothes. The
foundation was funded through “donations” from companies (it was rumored that significant
pressure was applied to ensure firms’ involvement), as well as a day of annual wages from every
Argentine worker.
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The Downfall of Peron (1954-1955)

Over the years, Perén’s regime turned increasingly totalitarian, controlling growing areas of civil
society. The opposition was systematically terrorized, the press censored, independent unions and
professional bodies subjugated, and the education system turned over to party propaganda. His
enemies, however, remained formidable, and he used them as targets to generate popular support.
For example, Perén incited his nationalist supporters to burn down the Jockey Club, a bastion of the
elite.

But when, in late 1954, Per6n turned against the Catholic Church, a deeply rooted and powerful
institution hitherto aloof but tolerant of his rule, disparate opposition factions gathered mass as
Perén’s own supporters had in October 1945. A divorce law and other provocative anti-clerical
legislation were met with peaceful demonstrations against the regime. When an army coup attempt
failed, Perén called for retribution, and loyalist labor groups burned churches throughout Buenos
Aires.”

Perén’s remaining supporters turned against him when he reached a controversial agreement
with Standard Oil of California in 1955 that allowed exploitation of oil resources in Patagonia. Not
only was this considered a blow to their nationalist sentiments, but the army and the populace
perceived it as a means of granting military air bases to the United States. In September 1955, army
factions from garrisons in the province of Cérdoba instigated yet another coup. Navy planes
threatened to bomb Perén’s recently built oil refineries. His regime was spent. He took flight in a
Paraguayan gunboat and left the country, as he would later claim, to prevent a civil war.”

Ruling against the Ghost of Peron (1955-1973)

From Perén’s removal in 1955 until his return in 1973, ten different presidents led Argentina. The
first established the “Liberating Revolution” with the twin objectives of obliterating Peronism and
liberalizing the economy by embarking on a program of rapid industrialization financed largely by
foreign capital.” In the ten years following Perdn’s ouster, the economy recovered, growing at an
annual average rate of 4%. But inflation again increased, this time to an average 33% per annum,
requiring periodic massive currency devaluations.” Although smaller than under Perdn, large public
sector deficits, driven primarily by the inability of the government to collect taxes and by loss-making
public enterprises, were to blame. Economic policy changed dramatically under the new regime.
Controls on foreign exchange, pricing, and wages were eliminated in favor of reliance on market
forces, leading to a major redistribution of income. Urban workers suffered most under the new
policy. The poorest 60% of Argentines experienced an average 5% decrease in income; the middle
30% a 2% decline; while the top 10% achieved a 5% increase.”

As real wages dropped 26% in 1959 alone, the Peronist unions felt defrauded and responded with
strikes.” The business sector interpreted the government’s concessions as a sign of captivity to labor
interests. In 1962, the military stepped in to provide for a transition to new elections. The traditional
Radicals won, though by a margin only negligibly larger than the blank votes representing the
proscribed Peronists. The unions mounted a hostile campaign of periodic strikes and even conspired
tactically with elements of the army itself. Wages had declined from 48.2% of GDP in the second half
of Per6n’s tenure to less than 40% by the early 1960s.”

In 1966, political and economic chaos led the business sector to call for military intervention, and
an army coup soon followed. The army’s interventionist economic plan initially controlled inflation
through price and wage controls, as well as controls on public spending. Politically isolated, the
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army tried to co-opt a pragmatic faction of the union leadership under the notion of “Peronism
without Per6n.”” This, however, radicalized the opposition. In 1969, a riot in the city of Cérdoba left
14 casualties and created a crisis in the military leadership.

In the early 1970s, the military aimed to weaken the power of urban interests in the formation of
policy by increasing the malapportionment of Argentina’s already highly unrepresentative legislative
branch.” Sparsely populated peripheral provinces gained political power at the expense of the more
populated and productive provinces. The citizens of Buenos Aires and other major areas therefore
became even more underrepresented in congress and the senate and had even less say in
government.?

From his exile in Spain, Perén encouraged the increasingly combative Peronist youth movement,
rapidly consolidated under the existing Montoneros urban guerilla organization, ' which helped
press for new elections by 1973.

The Return of Perén and the Collapse of Democracy (1973-1983)

In the 1973 elections, Perén’s favored candidate won with support of both the Montoneros and the
more traditional core of union bosses. The former drew new followers through their active and
colorful militancy, and soon engaged the latter in a spiral of violence over the control of the party.
Only Perén could be expected to restore order. Finally relenting to the demands of his supporters,
the military allowed Perén to return to Argentina. But his return itself was an occasion for carnage as
veterans of his security detail and the union bureaucracy shot at the Montoneros columns in an
airport rally, leaving hundreds dead. A new election was called, which Perén won with his third wife
on the ticket and an unprecedented 62% of the vote.”

The economy called for conservative measures, and Perén forged another “social pact” between
labor and capital. But adverse external factors, chiefly the oil crisis, made the industrialists and the
unions abandon their price and wage freezes. Inflation mounted and so did violence. Perén died
only a few months later, and the least savory elements of his entourage took over the government
from his unprepared wife. Political assassinations, kidnappings of businessmen, intimidation, and
chaos became common as the “dirty war” began. In 1975, one political death took place every 19
hours.” The economic nadir occurred that June when a drastic stabilization plan devalued the
currency by 50%. Inflation spiraled and the public deficit for 1975 reached 16% of GDP (see Exhibit
9). By March 1976, annualized inflation reached 3,000%," and the armed forces took over the
government yet again.

The military regime of 1976-83 earned the country an international reputation for endemic human
rights” abuses. But its less famous record of economic mismanagement was no less notorious. Initial
measures resulted in a remarkable 40% drop in real wages from the previous five-year average.” The
regime blamed the country's problems on excessive government intervention and taxation of the
agricultural sector to support an inefficient industry. Trade and exchange rate liberalization was
followed by financial reform. In 1976, following foreign debt renegotiations with the International
Monetary Fund (IMF), an oversupply of cheap foreign financing from U.S., European, and Japanese

@ Under a perfectly apportioned system, the votes of all citizens are balanced equally. In contrast, a malapportioned system
allows the votes of some citizens to weigh more than the votes of other citizens. Malapportionment persists. Acemoglu, et al.
(2002) write that the four provinces of Buenos Aires, Santa Fe, Cordoba, and Mendoza contain 78% of national industrial
production and 70% of the total population, but control just 8 of the 48 seats in the senate and 48% of the seats in congress.
According to Samuels and Snyder (2001), Argentina ranked as having the 1st most malapportioned upper chamber in the
world and 12th most malapportioned lower chamber in the world.
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banks glutted with petrodollars greatly eroded the government’s ability to restrict domestic credit,
and financial speculation displaced productive investment (see Exhibit 10 for information on
Argentina’s foreign debt burden).

In 1979, the government shifted to fixing the nominal exchange rate, but various fiscal policies and
wage and price controls designed to contain inflation failed. The real exchange rate appreciated
rapidly, becoming seriously overvalued. In consequence, imports climbed and local industries were
left to fail. Eventually, the situation became unsustainable. In early 1981, capital flight soared, and
foreign exchange reserves decreased by more than $2 billion. Pressure on the currency increased, and
the first of a series of devaluations resulted. A cycle soon took root. In the following 18 months, the
peso depreciated by 100%, while average monthly inflation reached 20%, industrial activity fell, real
wages decreased, investment dropped, and the public deficit reached 20% of GDP.*

Further chaos ensued in 1982 when the Argentine military embarked upon a surprise invasion of
the Falkland-Malvinas Islands. The U.K. quickly repelled the assault, but foreign investors lost even
more confidence in the country and withdrew their funds. As foreign reserves plummeted, the
government suspended payments on its external debt. Private foreign debt had soared in local
currency terms, with no external sources of refinancing. Large parts of the private sector were on the
brink of bankruptcy. The government eventually nationalized the foreign private debt while
simultaneously restructuring the domestic private debt. The man behind this plan was the young and
energetic president of the Central Bank, Domingo Cavallo. Constant change and growing uncertainty
led to the withdrawal of economic agents from the formal market: skilled workers and capital fled the
country, and off-the-books employment increased.

The Restoration of Democratic Rule (1983-1989)

In the aftermath of the debt crisis and military defeat in the Falkland-Malvinas Islands, the armed
forces called elections in the end of 1982. For the first time, the Radicals won a free election against
the Peronists. The new president, Raul Alfonsin, was greeted with euphoria and the expectation that
he would restore order to the economy. Perhaps his most noteworthy decision was to prosecute the
officers responsible for human rights” violations in the preceding military regime. Resulting military
uprisings forced Alfonsin to limit the scope of such prosecutions drastically. With the Peronist
opposition in disarray, Alfonsin strove to introduce labor legislation aimed at weakening the unions.
But this initiative failed, only emboldening the union leadership. Angered by Alfonsin’s anti-union
actions and failure to improve severely deteriorating public services, the unions embarked on a
course of systematic opposition that was to last throughout the Alfonsin administration and included
thirteen general strikes between 1984 and 1989."

The Plan Austral

In June 1985, the government announced the Plan Austral (see Exhibit 12), named after the new
currency it instituted. It comprised comprehensive structural reforms, economic liberalization, and
debt renegotiations. Structural reforms included cutting subsidies and deregulating and privatizing
state industries. Economic liberalization took the form of a reduction in protectionist policies and
comprehensive wage and price freezes to control inflationary expectations. The government also
instituted a fixed exchange rate. The plan was initially successful and elicited strong support from the
U.S., leading to a refinancing of the foreign debt. By mid-1986, inflation had dropped from annual
rates of 650% to 50%, the government deficit had decreased, and positive GDP growth had resumed.
The Plan Austral was being hailed worldwide as “the new Argentine Miracle.”*
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In April 1986, in order to combat overvaluation of the currency, the price freeze and fixed
exchange rate were abandoned in favor of price guidelines and a crawling-peg, under which the
exchange rate would be adjusted periodically to inflation. This formally marked the end of the first
phase of the Austral Plan. The government had cut public spending and tackled tax evasion. But it
stopped short of successfully implementing the required structural reforms, and tax revenues
declined throughout the rest of the Alfonsin administration. In a move that was criticized, the
government courted a group of Peronist unions with selective wage increases—an apparent move to
recreate Peronism. Inflation took off, and the overvalued currency compromised the trade surpluses
required under the IMF stabilization plan. By the third quarter of 1986, the plan began to unravel as
retail prices increased beyond levels projected by the price guidelines, and as many of the plan’s
proposed reforms failed in the face of political opposition and intra-government squabbles.” For
example, a plan to privatize the state-owned airline was fiercely opposed by the Peronists and the
trade unions. MIT economist Rudiger Dornbusch remarked that Argentina seemed like a country
made up of Italian taxpayers and British trade unions.

In February 1987, the “Australito” plan re-imposed wage and price controls. But the Plan Austral
was not saved. In September 1987, the Radical Party lost the Lower House to the Peronists, signaling
the demise of the Plan Austral.

New Elections

In August 1988, in an effort to bridge the remaining months before the presidential election,
Alfonsin’s government devised the “Spring Plan” to contain inflationary expectations by fixing the
exchange rate. The plan relied on an agreement with the Industrial Union and the Chamber of
Commerce, which rallied against the prospect of a victory by the Peronist candidate, Carlos Satl
Menem.

Menem was calling for, among other things, a recovery of the Falkland-Malvinas Islands by force,
a moratorium on the foreign debt, and massive across-the-board salary increases (the salariazo). As
the campaign intensified and Menem'’s lead in the polls grew, expectations of increased pressure on
wages led to inflation and a depletion of dollar reserves. When the Central Bank suspended foreign
currency operations, the price of the dollar skyrocketed. As the whole country monitored the dollar,
all bets on the new plan were off. In May 1989, prices rose by 78%, while the dollar tripled in value
against the austral.”

With food riots raging in the country’s supermarkets, Menem did not need to attack the record of
the Radicals as much as stick to the traditional Peronist battle cries over the course of his campaign.
For example, he passionately declared: “For the hunger of poor children, for the sadness of rich
children, for the young and the old, with the flag of God, which is faith, and the flag of the people,
which is the fatherland, for God, I ask you: follow me. I will not let you down.””

He carried 47% of the vote in May 1989 (see Exhibit 13).” For the first time in Argentine history, a
constitutionally elected president handed over power to a member of the opposition. In fact, with
prices rising 197% in July alone, the transfer was brought forward by six months to deal with the
developing crisis.
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Exhibit4 Argentine GDP Growth

A Real GDP Growth

(% change year-on-year)
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Source: Adapted from OECD, 1997.
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Exhibit5 Argentine Trade

A Exports and Imports as % GDP
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Exhibit 6 Argentine Sector Composition

A GDP by Sector O Services*
100% B Ind
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Source: Adapted from OECD, 1997.

B Employment by Sector 0 Gov
100% M Non-agro*
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1916 1919 1930 1943 1955 1974 1984 1990

Source: Adapted from IEERAL, 1986.

Note: * In A: both services and industry include some agricultural activities. For example, in the early 1910s,
agriculture accounted for more than 50% of industrial production through processing and related equipment.
Likewise, services included transportation and trade related to agriculture. The same is true for Non-agro in B.
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Exhibit 7 Argentine Wages and Public Expenditure
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Exhibit 8 Argentine Inflation

A Yearly Rate of Inflation 1900 - 1955

40% -

30% \ /

20% - \

N\
10% /
\ N él /\ /\ __/\ -
0% +— N T T T T T T T T T T T
\

-10% -

-20%
— ey |8 (= o O <)) N o o8] i <t 1NN (= o O (=2} o n
= = o — — — — (] (] [a] [sp] [sp] [se) < < < =y o) o)
[ [ D [ [ [ D [ D N N N N N N N N D D
— — — — — — — — — — — — — — — — — — —

B Yearly Rate of Inflation 1945 - 1990
(Logarithmic Scale)
10000%

~.
1000% /

100%
] /\

10% - - /‘ \/

1%
o b [ — [s9] o IS o) — [s9) o IS o) — 2] Lo INS N i 9] Lo} INY N
<t <t ey Lo o [Te) Lo Lo \O \O \O \O \O N A A A N oo} ] <] 0 <]
) ) [ N [ =) =) [ N N N N [ =) [ [ =) [ N [ [ N N
— — — — — — — — — — — — — — — — — — — — — — —

Source: Adapted from OECD, 1997.

17

This document is authorized for use only in LONDON BUSINESS SCHOOL 2016 by Liliana Luchi, IAE - Universidad Austral from March 2016 to August 2016.



702-001 The Argentine Paradox: Economic Growth and the Populist Tradition

Exhibit9  Argentine Public Deficit (% GDP)
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Exhibit 10  Argentine Foreign Debt

A Foreign debt indicators (1970-1986) (millions current LS. dollars except where noted)

702-001

Gross foreign

Net foreign

Foreign debt

Interest rate on

Reserves debt debt service foreign debt (%)
1970 725 3,259 2,534 289 11.4
1971 317 3,762 3,445 341 12.1
1972 529 4,694 4,165 387 10.8
1973 1,412 5,210 3,798 479 10.9
1974 1,341 6,274 4,933 421 9.6
1975 618 7,495 6,877 487 8.9
1976 1,772 7,899 6,128 492 6.9
1977 3,862 9,307 5,445 578 8.5
1978 5,829 12,496 6,667 681 9.6
1979 10,137 19,034 8,897 920 10.2
1980 7,288 27,162 19,874 1,531 11.8
1981 3,719 35,671 31,952 3,700 16.2
1982 3,013 43,243 40,230 4,718 141
1983 3,205 45,079 41,874 5,408 13.1
1984 3,499 46,171 42,672 5,712 13.2
1985 6,153 49,326 43,173 4,882 11.1
1986 5,580 51,704 46,124 3,970 8.7
B Gross foreign debt / exports ratio
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Source: Adapted from Carlos A Rodrigues, "Argentina's Foreign Debt: Origins and Alternatives," in Debt, Adjustment and
Recovery, 1989.
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