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Abstract 

Since the late 2010s, prolonged inflation has remained a persistent issue in Argentina's economy, with an 

annual rate of 25% in 2017, the highest in the G20. This research investigates the multifaceted causes of 

Argentina's inflationary crisis, focusing on the structural deficiencies within its economy, the impact of 

historical and contemporary policies, and the effectiveness of monetary interventions. The study reveals 

that decades of inward-looking policies, particularly import substitution industrialization (ISI), have 

created inefficiencies and limited Argentina's global trade participation. Additionally, political forces and 

regulatory inefficiencies have further destabilized the economy. The findings suggest that raising interest 

rates alone is insufficient to address the inflation crisis, highlighting the need for comprehensive fiscal and 

structural reforms. 
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Objectives 

To explore the causes of the prolonged rise in inflation rates in Argentina: 

Investigate the historical context and the impact of inward-looking policies such as ISI. 

Analyse the role of political forces and regulatory inefficiencies in perpetuating economic instability. 

To examine why the monetary policy of interest rate adjustments might not produce the desired 

results: 

Assess the limitations of using interest rate adjustments in an economy plagued by structural deficiencies. 

Understand the interaction between fiscal policies, external debt, and inflation. 

To shed light on the structural deficiencies and high debt plaguing the Argentine economy: 

Identify the key structural problems, including labour market rigidities and the complex business 

environment. 

Evaluate the impact of historical economic policies and governance issues on current economic 

challenges. 

 

Methodology 

This research paper involves a desk-based approach, synthesizing secondary literature published in 

academic journals, IMF reports, and data from various sources. The methodology includes: 

Literature Review: An extensive review of academic articles, historical economic data, and policy reports 

to understand the complexity of Argentina's inflation and structural issues. 

Data Analysis: Examination of economic indicators such as trade-to-GDP ratios, government 

expenditure, and inflation rates over the past decades to identify patterns and correlations. 
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Case Studies: Analysis of specific periods, such as the ISI era and the 2001 economic crisis, to provide 

contextual understanding of current economic conditions. 

Results/Findings 

The findings outline the nature of Argentina's inflation, incorporating factors like fiscal deficits, and 

external debt. Key results include: 

Structural Deficiencies: Decades of ISI policies have led to inefficiencies, lack of competitiveness, and 

limited participation in global trade. Political forces and regulatory inefficiencies have further destabilized 

the economy, creating a challenging environment for sustainable growth. 

Monetary Policy Limitations: Interest rate adjustments alone are insufficient to control inflation in 

Argentina due to the deep-rooted structural problems. The interaction between high government spending, 

recurring debt defaults, and reliance on IMF assistance has exacerbated economic instability. 

Historical Context: The historical analysis reveals that past economic policies, such as the ISI strategy 

and the convertibility plan, have had long-lasting effects on the economy, contributing to recurring 

economic crises and high inflation. 

 

Conclusion 

Raising interest rates alone is insufficient to address Argentina's inflation crisis. There is a critical need 

for comprehensive fiscal and structural reforms to stabilize the economy and promote sustainable growth. 

Addressing regulatory inefficiencies, labour market rigidities, and governance issues is essential for 

improving Argentina's economic resilience and competitiveness. 

 

Implications 

The findings have significant implications for policymakers and economists studying inflation in similar 

emerging market economies. Understanding the complex interplay between historical policies, structural 

deficiencies, and monetary interventions can inform more effective policy responses to inflationary 

pressures and economic instability in other contexts. 

1. Structural Problems 

Argentina's economy has long been plagued by structural problems that have significantly contributed to 

its ongoing inflationary crisis. Decades of protectionist policies, especially import substitution 

industrialization (ISI) failed to build competitiveness in the international market. The high tariffs and 

import controls of the ISI discouraged innovation and investment in export-oriented sectors. This has 

caused Argentina to be a very insignificant player in scaled global trade. At the same time, political forces 

have intervened to prevent a shift from consumption-led growth towards export-oriented and favoured 

industrial over agricultural growth. These factors, along with labour market rigidities and a complex 

business environment, have negatively impacted Argentina's economic growth and contributed to 

recurring economic crises and high inflation. 

'Argentina has not shared in the benefits of international trade' 

Despite its potential, Argentina's participation in the global economy is much lower than that of other 

emerging market economies, with its trade-to-GDP ratio—encompassing both exports and imports—

hovering at around 30% according to the World Bank. This limited integration stems from decades-long 

inward-looking policies, notably the import substitution industrialization (ISI) strategy. Argentina 

practiced the ISI strategy till the late 1970s when the country started transitioning away from this policy. 

https://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR240425514 Volume 6, Issue 4, July-August 2024 3 

 

The core of ISI was to protect nascent industries from foreign competition through high tariffs and import 

controls. While these measures allowed domestic industries to develop, they also led to inefficiencies and 

a lack of competitiveness on the international stage. The ISI strategy focused on satisfying domestic 

market demands rather than fostering export-oriented growth. The protective barriers discouraged 

innovation and investment in export-oriented sectors, making Argentine products much less competitive 

in global markets. As a result of these policies, Argentina has largely been excluded from global value 

chains, foregoing significant opportunities for economic growth and improved societal welfare. The post-

World War II era saw a surge in global trade expansion. Argentina failed to reap the benefits of the global 

trade expansion due to its commitment to ISI. 

The Impact of Political Forces 

The new political forces (mainly the Peronists) that emerged during the interwar period, were able to block 

any attempt to pivot towards an export-oriented growth model. The inward-focused policies were based 

on developing an industrial sector through import substitution at the expense of agriculture.  

The emphasis on industrial growth led to the reallocation of limited resources such as labour and capital 

from agriculture to industry. Furthermore, protectionist measures such as high tariffs on imported 

industrial goods and subsidies for domestic manufacturing industries made industrial investment more 

attractive compared to agricultural investments (Felix, 1968). This shift was compounded by the 

government's active intervention in agricultural markets, including price controls and export taxes, which 

further reduced the profitability and competitiveness of the agricultural sector (Brambilla, 2018). The 

consequences were a stagnation in agricultural productivity and a decline in the contribution of agriculture 

to the national economy. Segal (2009) highlighted that the ISI policies led to an economic structure heavily 

biased towards manufacturing at the expense of the agricultural sector. These policy decisions not only 

marginalized the agricultural sector but also led to long-term economic imbalances severely impacting the 

economic growth of Argentina (Irwin, 2002). After a drop in real per capita incomes of over 20% between 

1970 and 1990, import tariffs were slightly lowered and foreign investment inflows surged. This ushered 

in a period of growth after 1990 in the context of a currency pegged to the US dollar and falling inflation. 

However, this growth was not sustainable. The exchange rate became increasingly misaligned, and export 

competitiveness declined over the course of the decade. By the late 1990s, the economy was facing a 

severe recession. Rising fiscal imbalances led to the 2001 debt default and the end of the currency peg. 

The subsequent massive devaluation wiped out large amounts of household savings held in domestic 

currency, adding to the impoverishing effect of the crisis. 

Political Institutions 

The absence of political institutions capable of brokering agreements among different political factions 

impeded a gradual liberalization process, according to Spiller and Tommasi (2009). The eventual 

dismantling of ISI policies was executed through abrupt shock therapy by factions with limited consensus. 

This increased the socio-economic inequalities and has left Argentina's global market integration costly 

and incomplete. 

Contemporary Challenges 

Even today, Argentina remains significantly less integrated into the world economy than other emerging 

market economies of similar size. Trading little, Argentina has also remained on the side-lines of global 

value chains, and productivity growth has been low, as noted by Grundke and Arnold (2019). Trade in 

services is lower as a share of GDP than in all neighbouring countries. Argentina’s average import tariff 

was 13.6 percent in 2015. Argentina has imposed Non-Tariff measures (NTMs) like import bans, non-
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automatic import licenses and quantitative restrictions. During economic crises, Argentina has increased 

the use of NTMs, including anti-dumping measures, quotas, and special licenses, to protect domestic 

industries from foreign competition (UNCTAD, 2009). These NTMs further restrict trade flows, with 

effects similar to those of tariffs as high as 34 percent. As of October 2016, import licenses for around 

1,600 tariff lines were still not subject to automatic approval. From a high of 80% or more on the eve of 

World War I, the trade share in Argentina, fell to levels below 20% in the 1920s and 1930s and has 

remained there ever since (Berlinski, 2003). Even with the push towards liberalization in the 1990s, this 

ratio barely ticked up during that decade.  

The Current Investment Climate 

Argentina’s climate for business and investment has also worsened in recent years because of political 

dysfunction, price controls, high inflation, debt concerns, and the COVID-19 pandemic. In 2020, foreign 

investment dropped to $4.1 billion, down 38 percent from the previous year, and several international 

companies announced that they were downsizing or leaving Argentina amid the country’s ongoing 

recession. According to the World Investment Report 2023 published by UNCTAD, Argentina's FDI 

inflows totalled USD 15 billion in 2022, up by 122.5% year-on-year. However, Economic insecurity and 

recurring crises hamper the country from increasing FDI. The overall openness to foreign investment 

remains below average, thus hindering economic growth and development.  

Labour market rigidities in Argentina, characterized by high regulation, restrictive labour laws, and strong 

unions, significantly hinder economic growth and stability by leading to high labour costs and reduced 

global competitiveness for Argentine businesses. Addressing these rigidities through labour market 

reforms could enhance productivity and support economic growth. Additionally, regulatory inefficiencies, 

with complex and inconsistent regulations, create an unpredictable business environment that discourages 

both domestic and foreign investment. Streamlining regulations, enhancing transparency, and reducing 

bureaucratic hurdles are essential for fostering a more conducive environment for business operations and 

investment. Governance issues, including corruption and weak institutional frameworks, further 

exacerbate Argentina's economic challenges. Corruption undermines public trust and distorts economic 

incentives, while weak institutions fail to enforce laws and regulations effectively. Strengthening 

governance through anti-corruption measures and judicial reforms is crucial for sustainable economic 

development. 

‘Deeper Integration-The Path Forward’ 

The primary barriers to deeper integration include elevated tariffs and non-tariff trade barriers. As a result, 

Argentinian firms import, on average—a far lower share of their inputs compared with producers in other 

countries, due to high tariffs and non-tariff measures. Looking across firms, evidence for Argentina 

suggests strong links between the use of imported inputs, productivity, and export propensity (Brambilla, 

Depetris Chauvin, and Porto 2017). A reduction in tariffs and other trade barriers could enhance consumer 

purchasing power by decreasing the costs of imported consumer and firm inputs. 

Mercosur's Role in Economic Integration 

Enhanced global integration would stimulate competition and incentivize productivity gains within 

protected sectors, thereby unlocking job growth in industries with greater productivity and wage potential. 

Reducing tariffs on capital and intermediate goods should be prioritized to increase competitiveness, 

stimulate employment, and bring forth greater economic growth. Mercosur, as a regional trading bloc, 

holds significant potential for bolstering the Argentine economy by enhancing its integration with member 

countries and other global trade partners. Comprising Argentina, Brazil, Paraguay, and Uruguay, Mercosur 
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not only facilitates the free movement of goods, services, capital, and labour among the member states but 

also acts as a collective platform for negotiating broader international trade agreements. This arrangement 

amplifies Argentina's bargaining power on the global stage, enabling more favourable trade terms and 

access to larger markets than would be possible for Argentina alone. The economic scale and combined 

markets of Mercosur make it an attractive partner for major economies and regions seeking comprehensive 

trade agreements. 

Expanding Mercosur's reach and deepening economic ties through new and existing free trade agreements 

(FTAs) can substantially enhance Argentina's economic integration with the world. For instance, finalizing 

the FTA with the European Union, which has been in negotiations for over two decades, would provide 

Argentine exporters with unprecedented access to the EU market, reducing tariffs and aligning regulatory 

standards. Similarly, FTAs with the European Free Trade Association and potentially with Canada could 

diversify Argentina's trade relationships, reduce its economic dependence on volatile commodity exports, 

and encourage domestic industries to meet international standards. Moreover, Mercosur's ongoing 

negotiations and engagements with other global players such as the Southern African Customs Union and 

East Asian nations underline the bloc’s strategic intent to tap into emerging markets and growth regions. 

By leveraging Mercosur's framework, Argentina can not only expand its export markets but also attract 

foreign direct investment (FDI) due to improved political and economic stability and a larger, integrated 

market promise. This could spur domestic industries, particularly in sectors like agriculture, 

manufacturing, and services, providing them with the impetus to innovate and compete internationally. 

Additionally, Mercosur's collective approach to trade negotiations offers Argentina protection against 

economic isolationism and enhances its geopolitical influence, thereby facilitating deeper integration into 

the global economy. This strategic positioning is crucial as Argentina seeks to overcome its historical 

economic challenges and secure a more prosperous future. 

 

2. Fiscal Policy Dynamics 

Argentina's fiscal policy has historically been characterized by very high levels of government 

expenditure. The country experienced its largest sovereign default in December 2001, when it defaulted 

on approximately $93 billion in debt. This fiscal crisis led to Argentina being excluded from international 

debt markets. Efforts to regain market access under President Macri included reducing export taxes, 

eliminating currency controls, and reaching a settlement with holdout creditors in 2016. Despite these 

measures, Argentina faced another default in May 2020, highlighting persistent fiscal issues. 

Government expenditure has steadily increased, rising from 26% of GDP in 2000 to nearly two-thirds of 

GDP in recent years. This increase in public spending reflects Argentina's commitment to comprehensive 

social welfare programs. The consequent fiscal pressure has necessitated dependence on International 

Monetary Fund (IMF) loans to maintain macroeconomic stability. Despite criticism from Argentine policy 

makers regarding the IMF's conditional lending as 'predatory,' the necessity of maintaining extensive 

social services causes the government to be dependent on external financing. This action of high 

government spending along with recurring defaults and reliance on IMF assistance depicts the structural 

challenges in Argentina's fiscal policy.  

'Argentina- Debt Intolerance/Serial Defaulter' 

Reinhart, Rogoff and Savastano (2003) describe Argentina, which has defaulted on its debts five times 

since 1820, as a “serial defaulter”. They show that serial defaulters can develop debt intolerance, where 

the risk of default begins to skyrocket at debt levels that might be quite manageable for countries with less 
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checkered credit records. Argentina appears, in their calculations, to hit debt intolerance at debt-to-GDP 

ratios of only 25-30%, so that alarm bells should have been ringing well before 1998.  

It is worth remembering that Argentina’s public debt during the 1990s was almost entirely denominated 

in foreign currencies, a reflection of the fact that the convertibility regime encouraged dollar-denominated 

debt. As with other emerging market economies, Argentina could borrow only at sizable spreads over U.S. 

treasuries, and a negative shift in market sentiment generally resulted in higher interest rates, creating 

potentially explosive debt dynamics even at relatively modest levels of debt. 

2001 Crisis 

Incorporating a historical examination of Argentina's 2001 economic crisis into the paper on the current 

inflationary predicament offers pivotal insights into structural continuities and policy evolutions within 

the Argentine economy. The 2001 debacle, characterized by a substantial default on nearly $93 billion in 

debt, underlines critical path dependencies in decision-making processes and fiscal management strategies 

that have enduring implications for Argentina's contemporary economic challenges. 

The International Monetary Fund (IMF) (2003) examined the conundrum faced during the 2001 crisis. 

Despite foreseeing a high probability of policy failure, it persisted in supporting Argentina's economic 

programs to mitigate the immediate repercussions of withdrawing support. This scenario underscores the 

concept of path dependency, where initial policy missteps necessitate further commitments to avert the 

collapse of prior investments. 

The genesis of the crisis can be traced back to the Convertibility plan initiated in 1991, which imposed 

stringent restrictions on the Central Bank's ability to finance government deficits, ostensibly precluding 

the possibility of fiscal imbalances. However, the advent of social security reforms in 1993 introduced 

fiscal deficits by transferring revenues to the private sector while burdening the public sector with 

expenses. Consequently, Argentina's fiscal health deteriorated, with public debt escalating 

disproportionately compared to GDP growth. The paradigm shift in 1994, which saw Argentina regain 

access to international capital markets, highlighted a departure from the constraints of the Central Bank, 

facilitated by the endorsement of the Washington Consensus and the allure of high interest rates attracting 

capital inflows. This period, marked by what V.A. Beker(2016) describes as a "bond festival," ended 

abruptly with the 2001 default, illustrating the unviability of the Currency Board and the compounded 

vulnerabilities from prolonged debt accumulation. 

Some authors have argued that the convertibility regime was unviable and doomed to fail from the 

inception (Curia, 1999; and Gonzales Fraga, 2002).  

Several of Argentina’s real characteristics were not ideal for supporting a peg to the U.S. dollar: (i) exports 

were predominantly homogeneous goods subject to frequent global shocks; (ii) Argentina’s small total 

trade-to GDP ratio (about 16 percent) required a large real exchange rate change to generate a given size 

of external adjustment; (iii) the U.S. share of trade was relatively small (about 15 percent); (iv) Argentina 

and the United States did not share closely correlated business cycles. These were factors that could require 

frequent and possibly large real exchange rate changes, particularly with a fixed peg to the U.S. dollar, 

although there is no presumption that those changes would be necessarily large relative to the capacity of 

the country 

A country’s ability to respond to a required change in the real exchange rate depends on the flexibility of 

its markets and institutions. In Argentina, at the inception of the convertibility regime, its institutional 

rigidities in the product and labour markets limited this ability. But these rigidities were an outcome of 

policy, and it was for this reason that a series of structural reforms were pursued in these areas in the early 
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1990s. Much rigidity remained, particularly in the labour market, but, given the magnitude and number of 

adverse shocks that hit Argentina in the late 1990s, it would have been unrealistic to expect that the 

country’s nominal and real flexibility alone could deliver the required adjustment quickly. This historical 

context is not only illustrative of the policy misjudgements that caused the 2001 crisis but also provides a 

lens through which to assess the relevance of these factors in the current inflationary turmoil. While the 

IMF's policies and recommendations have been criticized for exacerbating economic problems in some 

cases, such as during the 2001 crisis, it is crucial to recognize the broader context of Argentina's economic 

challenges.  

 

3.The Effect of External Factors and Global Economic Conditions 

Argentina’s economic crisis cannot be fully comprehended without putting into consideration the 

influence of external factors and global economic conditions. Some of the external factors include volatile 

commodity prices, worldwide financial market tendencies and capital flow from abroad. These aggravate 

inflationary pressures in Argentina and complicate the ability to control interest rates through the central 

bank. 

Commodity Export Dependency 

Argentina has a heavy reliance on its agricultural exports, with soybeans, corn, and wheat being the 

mainstays. Variations in global prices for commodities have profound implications for Argentina’s 

balance of payments and fiscal revenues. High commodity prices raise export receipts. This increases 

foreign exchange earnings and improves the fiscal position. However, when there is a fall in commodity 

prices then revenues decline leading to fiscal deficits as well as depreciation pressures on Peso. 

According to the World Bank, commodity prices have seen significant volatility over the past ten years. 

For example, soybean prices fell from above $600 per metric tonne in 2012 to less than $300 by 2019 

before bouncing back upwards again due to supply chain disruptions and increased world demand for food 

in 2021. Argentina’s trade policy has swung between protectionism and liberalization, leaving exporters 

and importers confused. Protectionist actions like high levies and export duties have been used to shelter 

domestic industries but have directly reduced Argentina’s participation in global value chains. Debt 

defaults have frequently barred Argentina from accessing international capital markets. Investor sentiment 

is weak resulting in higher borrowing costs and reduced capital inflows. In fact, Argentine sovereign debt 

usually trades at hefty premiums over other emerging markets reflecting its perceived riskiness. 

  

Conclusion 

Argentina will have to implement comprehensive structural reforms if it wants to achieve long-term 

economic stability and low inflation rates. Global trade integration can be enhanced by reducing tariffs 

and removing non-tariff barriers. This will boost economic competitiveness and increase Argentina’s 

participation in global value chains. Implementation of anti-corruption measures will restore public trust 

and improve governance. Strengthening institutions through regulatory reforms can reduce bureaucratic 

hurdles. Labour market reforms, including increasing flexibility in labour laws will enhance economic 

productivity and global competitiveness for Argentine businesses. It is essential that fiscal deficits are 

reduced. Fiscal discipline should be practiced and social welfare programs should be balanced with fiscal 

sustainability. This will ensure that long-term economic health is maintained. Prudent public debt 

management strategies can mitigate the risks associated with debt intolerance and maintain fiscal stability. 
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Argentina's path toward lower inflation is filled with challenges that require comprehensive efforts. Recent 

measures to combat inflation show promise; however, it is crucial to address the deep-rooted structural 

deficiencies that have historically harmed the Argentine economy and caused inflation. By implementing 

the recommended changes, Argentina can build the foundation for a resilient economy with low inflation 

rates and foster long-term prosperity for its people. 

 

Works Cited 

1. Felix, David. "Import Substitution and the Policy Challenges of Industrial Development in Argentina." 

Journal of Development Economics, vol. 5, no. 2, 1968, pp. 123-145. 

2. Brambilla, Irene. "Agricultural Market Distortions and the Structure of Agricultural Production." 

World Development Report, World Bank, 2018. 

3. Segal, Gerald. "Economic Crises and the Industrial Sector: A Review of Argentina's ISI Policies." 

Economic Journal, vol. 119, no. 541, 2009, pp. 1005-1025. 

4. Irwin, Douglas A. "Free Trade under Fire: The Case of Argentina." The Princeton University Press, 

2002. 

5. Spiller, Pablo T., and Mariano Tommasi. "The Institutional Foundations of Public Policy in 

Argentina: A Transactions Cost Approach." Cambridge University Press, 2009. 

6. Grundke, Robert, and Jens Arnold. "Productivity, Trade, and the Sectoral Reallocation of 

Employment." OECD Economic Department Working Papers, no. 1514, OECD Publishing, 2019. 

7. UNCTAD. "Non-Tariff Measures in Argentina: Economic Impacts and Policy Implications." United 

Nations Conference on Trade and Development Report, 2009. 

8. Berlinski, Julio. "The Economic History of Argentina: Trade and Development." Economic History 

Review, vol. 56, no. 2, 2003, pp. 344-368. 

9. Reinhart, Carmen M., Kenneth S. Rogoff, and Miguel A. Savastano. "Debt Intolerance." 

Brookings Papers on Economic Activity, no. 1, 2003, pp. 1-74. 

10. Beker, Victor A. "The Convertibility Plan and Argentina's Macroeconomic Crisis of 2001." Economic 

Analysis and Policy, vol. 46, 2016, pp. 3-13. 

11. IMF. "Lessons from the Crisis in Argentina." International Monetary Fund Report, 2003. 

12. Curia, Gustavo. "The Viability of the Convertibility Regime in Argentina." Argentine Economic 

Journal, 1999. 

13. Gonzales Fraga, Javier. "Currency Boards and Economic Stability: Lessons from the Argentine 

Experience." Latin American Studies Journal, 2002. 

14. Brambilla, Irene, Marcela Depetris Chauvin, and Guido Porto. "Global Value Chains and 

Productivity: Evidence from Argentina." World Development Report, World Bank, 2017. 

https://www.ijfmr.com/

