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When did Argentina lose its mojo? A short note on economic
divergence

Sebastian Katz, Universidad de Buenos Aires
Eduardo Levy Yeyati, Universidad Torcuato Di Tella !
Abstract

Based on long series of per capita GDPs, we characterize the economic divergence of
Argentina in the 20™ century relative to a group of countries with comparable initial income
per capita. We find the divergence to be considerably longer than usually conjectured, with
two marked tranches in the first half of the century and in the post war period, the latter
being associated with GDP underperformance despite the relative decline in population.
We identify specific dates for the inflection points, discuss the context in each case, and
propose a potential explanation of the divergence together with a description of the highly
volatile plateau displayed since the 1990s.

1 The authors acknowledge outstanding research assistance from Ariel Krysa.



1. Introduction

The title, a paraphrasis of a famous Latin American novel,? is a recurrent question in a
country that is both locally and globally recognized as an anomaly, a class in itself. 3 The
guestion has been addressed by a large number of academic works with the idea of
elucidating the reasons for the peculiar course of a country a priori endowed with generous
natural, human and contextual resources that nevertheless, from a casual glance, seems to
exhibit a performance inferior to that of developed countries and its own neighbors for
decades. Is this true in the data and, if so, since when and for how long?

This exploration is important for at least two reasons. First, to complement the historical
record, usually influenced by descriptive anxiety and political polarization. Second, to re-
evaluate the myth of Argentina’s original wealth —which postulates a 19*" century paradise
lost at the beginning of the 20" century —and it deleterious influence on the way
Argentineans think of its country’s performance and potential: by placing this "lost
paradise" in context (and, to some extent, qualifying it) we help counter the retrospective
utopia that insinuates itself intensely in populist political discourses, which often point at
some holy grail of development buried in some uncertain past.

Our empirical analysis contributes to this debate by identifying structural breaks in the
evolution of Argentina’s per capita GDP relative to a comparison group comprised of
developed economies with similar per capita income at the beginning of the 20t century.
We find that Argentina exhibited a long (and non-monotonic) absolute divergence
throughout most of the 20" century, with a marked acceleration in the 50s and a slowdown
in the 90s. In addition, we document a gradual convergence from above to the larger Latin
American economies, and no convergence from the latter to the comparison group of
developed countries. In line with these findings, we document that Argentina represents a
rather unusual case of a slide down from the upper middle-income group to the middle-
income group.

This narrative differs from the conventional view among historians and social scientist,
which often place the inflection point in the mid-1970s —a period that coincides with the

2 “When had Pert screwed up?” wonders one of the main characters in Mario Vargas Llosa’s Conversation in
the Cathedral.

3 Famously, Simén Kuznets, third Nobel Prize winner in Economics in 1971, once said that in the world
economy he identified four types of countries: the developed, the undeveloped, Japan and Argentina, the
latter as the archetype of the inexplicably failed case. It is likely that Kuznets, who visited Argentina in 1964
as a member of the group of experts from Harvard University that advised CONADE in the preparation of the
National Development Plan 1965-1969, made this characterization during that visit (Fracchia and Sourrouille,
1986). We thank Javier Mezzina for this valuable historical reference.



breakdown of the import substitution model in the region and, specifically in the case of
Argentina, with the sharp devaluation of June 1975 (labelled the “Rodrigazo” after the
ephemerous economics minister that implemented it) that preceded a period of high real
and nominal volatility, recurrent crises and economic stagnation. While the 70s is indeed
characterized by macroeconomic underperformance both in relation to developed and
Latin American economies, the divergence is considerably longer than usually conjectured.
Moreover, the nature of this divergence changes in the 50s, where unlike in the first half of
the century, relative per capita income falls despite of a decline in relative population
growth.

What is the best way to date this process? Should we compare, in addition to countries with
the same initial income level as in the figure, with neighboring countries to control for local
factors? Are there multiple breaks, something to be expected if the view is extended, as in
this paper, to a long window that covers more than one century?

In the following section, we address these methodological questions. In section 3, we
present and discuss the main findings. In turn, section 4 provides a closer look at the latest
period to highlight potential negative feedbacks of Argentina’s decades-long economic
underperformance. Section 5 concludes.

2. Methodology
Much has been written about the discouraging long-term performance of the Argentine
economy, taken in some now classic studies as the archetypal example of divergence, i.e.,
that of a country that evolved from "relative wealth to relative poverty" (Pritchett, 1997;
De Long, 1988).

The collapse of world trade in times of the Great Depression questioned the foundations of
Argentina’s agricultural exports model based on a rapid integration with the international
flows of goods, capital and labor during the boom of the Atlantic economy of the first
globalization (O'Rourke and Williamson, 1999). Its replacement, after the Second World
War, by a forced industrialization based on import substitution and trade protection, strong
state interventionism, and generalized fiscal subsidies to sectors focused on the domestic
market would have resulted in an increasing loss of dynamism of the productive pattern
(Cortes Conde, 1998; Lagos et al. 2011).

Some experts have highlighted the end of the Second World War as the turning point in this
story: just as the agricultural export model showed the country's vulnerability to external
shocks, the collapse of international flows in the interwar period led to a closed economy,
further supported by the developmentalism of the 1960s, and against the boom in global



trade that defined the postwar period*. Several interpretations point out that, with the
inclusion of urban actors and their social demands, the reduced dynamism of the postwar
period was additional burdened by the distributive tensions reflected in a recurrent
dilemma between external equilibrium (linked to a depreciated exchange rate) and internal
welfare (income growth at the cost of an overheating economy and an overvalued exchange
rate) behind the so-called stop & go cycles (Mallon and Sourrouille, 1975). In this polarized
context, subsidies to make up for the low profitability of capital and to pump up local
purchasing power would have amplified the cycle by giving rise to an ostensible propensity
to fiscal imbalance (Canitrot, 1987; Torre, 2010).

But most analysts point to the mid-seventies as the turning point. One event in particular,
the so-called Rodrigazo, marked the implicit end of a scheme oriented to the domestic
market with strong state participation that would lead to repeated (and failed) attempts at
modernization, openness and structural reform to insert the country into the second phase
of globalization. With agricultural proceeds that were insufficient to sustain an
uncompetitive productive pattern, the openness model made up for the lack of foreign
exchange with a recourse to external financing that was ultimately unsustainable
(Gerchunoff et al, 2020), and replaced the stop-go cycles and the resulting current account
crises with the wider financial cycles and sharp currency and debt crises of the post Bretton
Woods period (Albrieu and Fanelli, 2008).>

Several papers provide an empirical account of the relative decline of the Argentine
economy. Most of them are descriptive: visual inspection of income level series,
comparative evolution of income relative to developed countries, or simple income
rankings (the most imprecise measure, to be sure, given the continuous entry to, and exit
from the sample). However, the absence of a well-established "divergence metric" to
complement these studies makes a comparative analysis of this literature rather difficult.®
In what follows, we propose criteria to define such a metric.

How to look at the data? More specifically, what should be the benchmark and the time
window to analysis Argentina’s comparative performance? How should the series be
filtered to exclude epiphenomena such as wars, or local or global crises? Should other
variables besides GDP per capita be included in the comparison? Before taking at face value

4 Although it is debatable to what extent, in a period characterized by food protectionism in European
countries, the option of complete openness would have been convenient for an economy like Argentina with
a resource endowment not complementary to that of the United States, the dominant economy of the period.
5 As has been vastly documented, this pattern was also present in other developing economies; what is
unique to Argentina is the frequency and, specially, the persistence of this financial roller coaster, which
continues in the present.

5 On the convergence debate see, i.e., Baumol (1986), De Long (1988).



the dates suggested by ocular inspection in Figure 1, it is crucial to address at least the
following three questions.

e What benchmark should we use to measure the divergence?

Our reference sample is a group of countries that are comparable with Argentina along the
key metric of economic performance: they all have a similar beginning-of-period per capita
income. Naturally, there is a dilemma between the choice of the starting date and the
coverage of this sample: the earlier we start, the broader the perspective, but at the
expense of a smaller benchmark group (because of the smaller number of countries for
which data are available as we move back in time). We chose year 1900 as our starting point
(although in some cases, for completeness, we report data points corresponding to earlier
periods) and include in the comparison sample countries with an initial per capita GDP
within a 50% interval centered in Argentina’s per capita income, namely, Austria, Australia,
Belgium, Canada, Denmark, France, Germany, and The Netherlands.

In addition, we replicate the exercise for a representative group of Latin American countries
(Brazil, Chile, Colombia, Mexico, Peru, and Uruguay) for two reasons. First, to illustrate the
fate of economies with similar factor endowments and geographical location; second, to
document the reverse phenomenon: Argentina's “convergence” (from above) to
neighboring economies, which, as we will document, materializes through a relative decline
of the former, rather than through an upward convergence of the latter, which do not
exhibit any convergence to the benchmark developed economies.

Indeed, as we will show, both Argentina and the selected Latin American sample appear to
have been caught in a "middle-income trap"’, albeit at different times and starting from
different initial positions that somehow mask what could be regarded as a regional
phenomenon (Levy Yeyati, 2021a), which is ultimately reflected in a slowdown of the
divergence between Argentina and its neighbors in recent decades.

e One divergence or many?

To what extent is what we see as "decline" a succession of accumulated trends and
breakdowns? How much of the decline disappears once we filter out the pronounced cycles

7 The term was coined by Gill and Kharas (2007) to characterize those fast-growing second-generation East
Asian tigers that rose up from the low-income group but slowed down before making it to the developed
league. Chilean economist Alejandro Foxley (2012) added the institutional and social dimensions, defining
the trap as the difficulty to sustain growth over 5% while perfecting democratic institutions and reducing
inequality of income and access.



around external shocks such as wars or pandemics, terms of trade fluctuations or financial
crises?

Popular narratives love simple, one-dimensional accounts, but reality tends to be more
convoluted and less linear than the secular decline story typical assumes. This implies that
we need to examine the possibility of more than one inflection point. On the other hand, if
economic cycles are not filtered out, moments of ephemeral wealth or transient crisis may
be confused with more permanent state variables and distort the results. Thus, we need to
use properly filtered series and search for the possibility of more than one structural break.

e What is the relevant variable?

Can we subsume the analysis of the country's performance in the evolution of GDP per
capita? What do other variables associated with the economic and social performance
(inflation rates, poverty, income distribution and living standards more generally) tell us
about the eventual decline?

For simplicity and ease of comparison with the existing literature, our exploration focuses
on the PPP-adjusted GDP per capita, although it includes, in the last section, a comparative
analysis of related macroeconomic variables such as output volatility, inflation and the
multilateral real exchange rate. Welfare and social indicators are not considered due to the
scarcity of consistent long series.

3. Results
Figure 1 introduces the question and summarizes the narrative. The figure reports the
evolution of Argentina per capita output relative to the average of the benchmark countries,
and shows an initial peak followed by a gradual, secular decline that starts at the beginning
of the 20th century, accelerated in the post-war period, and reaches a plateau in the 90s.

As such, the figure could be seen as the illustration of the story of a secular decline in three
stages:

e After a brief but intense period at the end of the 19th century in which -courtesy of the
rail’s expansion- the fertile lands of the Pampas were rapidly incorporated into world
trade, and international capital and labor was added from the rest of the world —a leap
that is in line with the rich-country myth that nonetheless was not enough to reach the
income level of Australia, let alone that of the U.S.—, Argentina gradually moved away
from the comparison group until the mid-1940's.

e After a temporary surge during the Second World War due, to a large degree, to the
huge output losses suffered by most in the control group because of the bellum conflict,
it quickly resumed the downward divergence path in the post-war period before



stabilizing in the 1960s at about 40% below the average income of the benchmark

countries.

e After a short-lived plateau —which corresponds to the "economic spring" of the sixties,
as was characterized by the economic literature of the time (Gerchunoff and Llach,
1998)- the economy recovered in the 1970s its declining dynamics until the beginning
of the 1990s when, in a context of marked aggregate volatility, this divergence
plateaued at a level roughly 60% below that of comparable countries.

Figure 1. Evolution of the GDP gap (Argentina relative to comparable developed

countries)
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Source: Own elaboration based on Maddison Project Database (2020).
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Note: Comparable countries:

Germany, Australia, Austria, Belgium, Canada, Denmark, France and the Netherlands. Results for 1800 are
not directly comparable due to lack of data: 1800 includes only Germany and the Netherlands.

We can refine the series and the exercise to get a clearer picture of the long-term evolution

described above. It is critical, in particular, to filter the series to identify its normal or trend

level and prevent the comparison from being influenced by one-off events or pronounced

cyclical developments. Figures 3 to 5 present the results using standard HP-filtered series

starting in 1875.

At the first half of the 20t century, thanks to a proactive immigration policy, Argentina went

from being a thinly populated producer of commodities to a denser country with a more

sophisticated manufacturing base. It is natural then to wonder to what extent the evolution



of per capita income reflected demographic factors; in particular, whether the first wave of
divergence was due to the country’s population catch-up with the (mostly more mature and
denser) economies in the benchmark group?.

Figure 2 seems to point in that direction: up to 1950, the decline coincides with a strong
relative growth of both real GDP and population (indeed, with a stronger performance of
the latter that explains the relative decline in per capita terms). By contrast, the accelerated
economic divergence of the second half cannot be attributed mainly to demographic
factors: not only was there a more subdued relative increase in population; unlike in the
previous phase, there was also a marked relative decline in GDP.

Figure 2. Relative evolution of total GDP, population and per capita GDP (1890=100)
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Source: Own elaboration based on Maddison Project Database (2020). Note: The original series by country
are smoothed using an HP filter with a start date of 1875 and converted to 1890=100 base. Then, we calculate
the gap relative to each of the benchmark countries, from which we obtain the average gap reported in the
figure. The dashed lines indicate interpolated data.

8 Some authors have emphasized that the initial boom in income per capita in Argentina was perhaps a once
and for all episode associated with the valorization of its finite and limited natural resources that was rapidly
diluted after a wave of massive inward migration (Llach, 2020).



Figure 3, which replicates Figure 1 using the filtered series, presents the results of the Global
L vs. None Multiple Breakpoint test to identify possible inflection points.® The break points,
indicated with vertical lines, are mostly consistent with the anecdotal story that emerges
from ocular inspection of Figures 1 and 2: a mild divergence in 1890-1930, a brief recovery
during the second war, an accelerated decline from 1950 onwards (with a brief a pause in
the mid-1960s), ending in a “plateau” after 1990.

Figure 3. Per capita GDP relative to benchmark countries (HP-filtered trends)
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Source: Own elaboration based on Maddison Project Database (2020).

Figure 4, in turn, shows the same exercise for a representative group of Latin American
countries (Brazil, Mexico, Chile, Colombia, Peru and Uruguay) to illustrate the relative
underperformance with respect to the region. Unsurprisingly, the silhouette is similar to
that in Figure 2, with a twist: what the figure shows is the convergence of the countries in
the region to the Argentina’s income level but not necessarily because of the former’s
convergence to development. For more than a century, Latin American countries have kept
a remarkably stable distance with the developed benchmark group; it was Argentina that
slowly slide away from the latter and closer to the former?0.

9 We considered models that included a constant and a trend, and used the Bai-Perron tests of 1 to M globally
determined breaks (sequential evaluation, trimming 0.15, max. breaks 5, significance level 0.05). See Bai
(1997), and Bai and Perron (1998 and 2003).

10 |nterestingly, Argentina’s underperformance relative to the region continued in the last decade.



Figure 4. Per capita GDP relative to Latin American countries (HP-filtered trends)
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Source: Own elaboration based on Maddison Project Database (2020). Note: The Mexico series
incorporated in the LATAM average includes linear interpolations in the interval 1880-1900 to complete
missing data.

Figure 5 illustrates both the divergence of Argentina with respect to the benchmark and the
convergence “from above” to its neighbors. The GDP per capita series are presented in
levels (in logs) for the sake of visual comparison. As noted, Latin American countries do not
exhibit any visible convergence to the income levels of the most advanced economies in the
benchmark: it is Argentina that lags behind, distancing itself from the advanced group
towards its less developed peers.
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Figure 5. Argentina’s GDP vs. benchmark and Latin American countries (1900-2018)
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Source: Own elaboration based on Maddison Project Database (2020). Note: The original series by country
are smoothed using an HP filter with a start date of 1880, from which the average is subsequently taken by

group.

Another way to illustrate Argentina's exceptionality (in the sense of its convergence to a
middle-income trap "from above") is to look at the income transition matrix, namely, the
probability of moving between different stages of per capital income within a given time
span.

What is the probability of moving from a high to a middle-income level? And, looking the
complete sample, how many countries have followed Argentina’s path? Following Arias and
Wen (2015), we estimate the transition matrix between per capita income levels relative to
the U.S., which we take as a reference of the income frontier. Unlike these authors,
however, who focus on transitions over short (and moving) time windows (which implies
that they have several observations for any given country), we compare the beginning-to-
end transition within the entire period under study (1900 to 2018), which gives us one
observation per country. We define four relative income brackets: low (less than 15% of the
U.S. per capita income), lower middle (15% to 50%), upper middle (50% to 70%) and high
(more than 70%), and assign countries to the transition matrix according to their
"departure" and "arrival" positions.

11



The results are presented in Table 1. The diagonal (in yellow) represents countries that
remained in the same group; green boxes represent “successful” transitions: convergence
to a higher bracket in the income scale; red boxes (below the diagonal) of the matrix
illustrate “unsuccessful” transitions (long-term divergence). As can be seen, there are only
a handful of countries in the initial sample that fall in the red areas: Cuba, which moved
from lower middle- to low-income, the UK and New Zealand, which moved from high- to
upper middle-income, and Argentina, which moved from upper middle- to middle-income.

Table 1a. Transition matrix of income levels 1900-2018

1900-2018 Final level of income
<15% >15% y <50% >50% y <70% >70%
BRA, COL, ECU,
o)
< 15% IAM IDN, PER, ROU
CHL, GRC, LKA,
>15% y <50% MEX, POL, PRT, ESP, ITA FINS'\;V\ISR'
. URY, VEN, ZAF
Initial level
of income AUT, CAN,
>50% y <70% DEU, DNK,
FRA, NLD
AUS, BEL
0, ’ ')
>70% CHE

Source: Own elaboration based on Maddison Project Database (2020).

Since the sample with available data in 1900 is rather small, we replicate the exercise taking
1950 as our alternative starting point, so that the number of observations for this exercise
increases to 150 economies. With this modification, Argentina is now joined by Venezuela
in the upper middle- to lower middle-income transition slot. The relative frequency of this
case is quite low: the matrix starting in 1950 shows that a typical upper middle-income
country transitioned to a high level of income in 75% of the cases, whereas a descent took
place in only 25% of the cases.

12



Table 1b. Per capita GDP transition matrix, 1950-2018 (whole sample)

1950-2018 (full sample)

Final level of income

< 15% >15% vy <50% | >50% y <70% >70% Total

<15% 51 24 3 2 80
Initial level | >15%y <50% 28 52
of income >50% y <70% 9
>70% 9

Total 13 150

Source: Own elaboration based on Maddison Project Database (2020).

4. An unstable plateau
Argentina’s peculiar divergence story includes a final chapter characterized by a slower

relative decline, albeit with a marked increase in both real and nominal volatility.

Figures 6 shows that the relative volatility of the real growth rate of Argentina compared
with the reference countries almost doubled since 1990, when the divergence begun to
plateau!?. Interestingly, the same pattern is also apparent with respect to neighboring

countries.

11 We chose the time intervals in line with the three broad chapters identified in the structural break tests: a
fist period (1900-1950) associated with a slow decline from the artificial peak by the end of the 19* century;

a second period (1951-1991) of accelerated divergence and, finally, the “plateau” (starting in 1991).

13




Figure 6. Volatility of the real growth rate of Argentina
Relative to benchmark countries
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It is not surprising, then, that the Argentine economy spent a lot of time in recession. Since
1900, GDP per capita has contracted about 4 out of every 10 years, a curiously stable ratio,
as we extend the window. This contrasts with the case of developed economies, which are
much more stable (2 out of every 10 years) and with neighbors that, since the end of the

14



Second World War, displayed a declining frequency of recessions, which now stands, for
the whole period of analysis, at less than 30% (Figure 7). Thus, the incidence of recessions
is @ metric in which Argentina has not yet ceased to diverge.

Figure 7. Proportion of years with falling GDP pc PPP (expanding window since 1880)
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2010

= Argentina
Benchmark countries: AUS, AUT, CAN, BEL, DEU, DNK, FRA, NLD
LATAM: BRA, CHL, COL, MEX, PER, URY

Source: Own elaboration based on Maddison Project Database (2020). Note: The corresponding value at T
year represents the proportion of falling GDP pc PPP years within an expanding window that starts in 1880
and ends at year T.

This higher real volatility coincided with a visible increase in relative inflation levels: while
Argentina had historically exhibited high inflation (and bouts of hyperinflation), particularly
in the post-Bretton Woods period, this has also been the case for other Latin American
economies, as indicated by the comparable median inflation rates. However, since the 90s,
even in the absence of hyperinflation episodes, the median inflation rate was 20% higher
than its neighbors’, making contrast more visible: at a time when Latin American economies
embraced nominal stability, Argentina is still swamped by chronic and volatile inflation
(Figure 8).
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Figure 8. Distribution of annual inflation rates
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Source: Own elaboration based on Gerchunoff and Llach (1998), INDEC, Statistics Bureau of Buenos Aires
City, Statistics Bureau of San Luis, IMF, Central Bank of Brazil, and Central Bank of Chile.

This tension between slow growth and chronic inflation has led the country to resort to the
exchange rate anchor as a substitute for more conventional monetary and fiscal policies.
This gave rise to unsustainable dynamics with short-lived dividends that ended in discrete
exchange rate realignments. As a result, the real exchange rate has exhibited an unusual
pattern of long periods of (gradual and ultimately unsustainable) overvaluation followed

16



by sharp corrections, often to the point of overshooting —presumably, a good starting point
for the next exchange rate anchor experiment. Thus, an asymmetric, bi-modal distribution
arises, whereby the real exchange rate is (most of the time) overvalued or (on occasions)
sharply undervalued, but seldom stays close to the mean, as opposed to neighboring
countries where the distribution is closer to normal and with virtually no fat tails (Figure 9).

Figure 9. 5-year variation of the official USD multilateral real exchange rate, kernel
density plot (1991-2023 period)
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Source: Own elaboration based on IMF, BCRA and Central Bank Reserve of Peru. Note: Kernel density with
gaussian smoothing; bandwidths selected through the Silverman’s (1986) rule of thumb.

The combination of stagnation, inflation and a permanently misaligned exchange rates,
together with the negative feedback between them, goes a long way to characterize the
trap holding back Argentina’s economy in the past few decades. For example, the fact that
the exchange rate is expected to be either overvalued or in the middle of a disruptive
correction discourages the development of exporters and erodes the chances of a more
diversified, export-driven growth that may alleviate the dependence on international
foreign exchange that played a key role in the run up to most emerging markets crises in
the past (Levy Yeyati, 2021b; Frenkel and Ross, 2006; Dvoskin and Katz, 2021). In a kind of
vicious circle, the country’s crises severely affect the credibility the policies, contributing to
the shortening of agents' horizons and restricting the authorities’ margin to deal with
external shocks, thereby reducing access to international credit markets and feeding back
into the country’s crisis propensity.
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Finally, and more to our point, years of frustrating stagnation increase the government’s
incentives to go for a quick rebound even at the expense of a misaligned exchange rate or
the recurrence of fiscal and external deficits. In other words, the longer the divergence, the
more sub-optimally proactive the polity response, and the more frustrating (and volatile)
the final result.

5. Final remarks
The contribution of this paper is simple: to characterize Argentina’s economic divergence
using an objective approach to the data. This analysis, always preliminary given the nature
of the data and the complexity of the underlying drivers, is an essential first step to revisit
the many conjectures woven in the large literature devoted to understanding Argentina’s
economic malaise.

A priori, our findings are consistent with at least two different narratives, albeit with similar
connotations (start dates in parentheses):

e Secular divergence (1900): Our preferred narrative would interpret the data as telling
us that, taking the peak of the late 19th century as the initial stage, Argentina’s relative
decline has been a secular phenomenon with some circumstantial incidents (the second
war, the brief pause in the 60s) converging “from above” to a middle-income trap
where it remained in the past three decades —at the expense of high real, nominal and
political volatility. This, perhaps the most innovative, is our favorite.

e Post-war decoupling (1950): If we dismiss the initial peak as an epiphenomenon
resulting from a spasmodic development process, we could characterize the evolution
as an oscillation around a stable ratio, which in the second post-war is replaced by a
declining trend that stabilizes only when the country enters its middle-income trap. In
other word, although the decline precedes the postwar period, the acceleration after
the 1950s suggests that the same factors, internal and external, that determine the
comparative evolution in this period may have varied in relation to those of the first
half of the century.

In both cases, the evidence challenges some explanations of the phenomenon common in
the literature. In particular, it questions the idea that the decline began —or worsened
strongly— in the 1970s, when the country’s domestic market-driven productive pattern
became unsustainable, both fiscally and externally, deepening a chronic foreign exchange
shortage (Gerchunoff, 2021). While this decline is visible in the data, it is hard to argue that
de divergence started at such a late date.

Other conjectures coexist better with the evidence presented here. For example, the so-
called “distributive bid” hypothesis, according to which the post-war decoupling would
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coincide with demands for equity resulting from the internal migration (from rural areas to
large cities, and from provinces to the capital) and social integration, including through
rapid unionization, during the process of forced industrialization; this egalitarian drive
would be the basis of support for Peronism and, later on, for the populist bias and political
aversion to fiscal balance of most subsequent democratic governments (Hora, 2024; Torre,
2010). To what extent the domestic market-driven, import-substitution model, at odds
with the globalization wave in the Bretton Woods period, was a product of this local bid
and not the reverse (uncompetitive domestic products demanded unsustainable high
spending levels) certainly deserves a more rigorous empirical analysis that exceed the
purpose of our paper.

Similarly, the secular divergence is consistent with the view, less popular today, that
Argentina was the victim of a moderate variety of the curse of natural resources;
specifically, the result of the very high productivity —and concentrated— agricultural sector
that made it the ideal target of a populist cross-subsidy to labor intensive activities and
public spending, regularly interrupted by “oligarchic” military coups, which led to start-stop
cycles that inhibited the process of capital accumulation.

It is not realistic to aspire to explaining 100 years of divergence with a single argument:
more likely, what we identify in the data is the result of structural dynamics (for example,
the dependence on primary exports that explains the deterioration of the terms of trade in
the 1960s) combined with fortuitous circumstances (Argentina's position in the Second
World War) or external shocks (wars, or exposure to the financial cycle of the 1970s that
led economies of the region to debt crisis in the 80s). Notably, other countries that went
through similar obstacles (for instance, Australia and New Zealand) found a way to
overcome them with bold politics and policies that contrast with the short-termism typical
of Argentine populism.

Which brings us to the second contribution of this work: the political consequences of
Argentina's unusual route at different moments in time. We already mentioned the
hypothesis, stressed by many of the cited literature, that social demands behind the
chronic fiscal imbalance may have reflected in part the memory of a rich (at the beginning
of the century) and egalitarian (in the postwar) society in the context of a thriving and vocal
democracy. To what extent does the protracted economic deterioration feed the
governments’ spending anxiety or the populist exchange rate policies that lead to recurring
fiscal and balance of payments crises?

In the same way, one cannot help but think that the stagnation, in relative terms, of per
capita product several steps below that of the starting point plays a role in the country’s
inability to build long-lasting stabilizations and a long-term development agenda to grow
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out of the middle-income trap. Tax distortions that fuel a dual labor market and a growing
share of low-productivity jobs, as well as diminished expectations that favor transfers and
subsidies over investment in public services and infrastructure, or tolerate inflation as the
cost of growth result not only in a fragmented society prone to polarization, but also in a
worse economic performance —and back to the beginning.

As a by-product of this debate, there remains the question about the social aspects of
Argentina’s unique path: to what extent does a society that reaches middle income levels
from above differ from Latin American societies that did the same from below? Are the
barriers that inhibit a cooperative solution necessary to redirect growth in Argentina
greater, or more resilient, than in its neighbors? How much does this local peculiarity affect
the intertemporal discount rates and the attitudes towards risk of agents and policy
makers? Can a country, like Sisyphus, lift the stone to the top of the mountain after having
seen it fall? All important questions that we expect to tackle in future research.
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