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Abstract

I examine the contribution of institutional breakdowns to long-run development, drawing on
Argentina’s unique departure from a rich country on the eve of World War I to an
underdeveloped one today. The empirical strategy is based on building a counterfactual scenario
to examine the path of Argentina’s long-run development in the absence of breakdowns,
assuming it would follow the institutional trends in countries at parallel stages of development.
Drawing on Argentina’s large historical bibliography, I have identified the institutional
breakdowns and coded for the period 1850-2012. The synthetic control and difference-in-
differences estimates here suggest that, in the absence of institutional breakdowns, Argentina
would largely have avoided the decline and joined the ranks of rich countries with an income
level similar to that of New Zealand.
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The Rise and Fall of Argentina

Rok Spruk

1. Introduction

On the eve of World War I, the future of Argentina looked bright. Since its promulgation of the
1853 Constitution, Argentina had experienced strong economic growth and institutional
modernization, which had propelled it into the ranks of the 10 wealthiest countries in the world
by 1913. In the aftermath of the war, Argentina’s income per capita fell from a level
approximating that of Switzerland to its current middle-income country status. Although
numerous theories have been suggested to explain the swift decline, the general consensus
highlights the fundamental importance of institutional environment in shaping the path of
economic growth and development (North 1990; Weingast 1997). Although the literature has
provided a great deal of evidence, the counterfactual scenario to Argentina’s path to
underdevelopment remains poorly understood. This paper exploits the temporal variation in
institutional breakdowns to consistently estimate the contribution of de jure and de facto
political institutions to long-run development, drawing on Argentina’s extensive historical
bibliography (Rosa 1965; Elizagaray 1985; Waisman 1987; Sébato 1988; Acemoglu and
Robinson 2006b).

Several transmission channels have been proposed to link Argentina’s institutional
framework to its growth and development outcomes in the 20th century. Prados de la Escosura
and Sanz-Villarroya (2009) suggest that weak contract enforcement and insecure property rights
played key roles in Argentina’s economic decline in the 20th century. They deploy a structural
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security of property rights based on earlier work by Clague et al. (1999) and show that the
associated stock of CIM declined considerably during a period starting after the Great
Depression and lasting until the 1960s. This decline resulted in Argentina’s failure to acquire a
high-quality enforcement institutions and to secure property rights. Hyperinflation in the 1970s
and 1990s further reduced CIM’s ability to capture contract compliance and additionally
impeded the process of economic growth.

A slightly different view has been proposed by Spiller and Tommasi (2003), who argue
that the seeds of decline might be rooted in the setup of political institutions. In particular, the
political institutions in Argentina have changed profoundly since 1947, which has exacerbated an
excessively volatile economic policy and led to weak economic growth. Slow to mediocre
economic growth in 20th-century Argentina has been attributed to weak capital accumulation,
which has generally been associated with poor-quality institutions and distortionary economic
policies (Taylor 1992, 1998a, 1998b).

More parsimonious evidence on the seeds of slow Argentine economic growth and
subsequent decline has been highlighted by Kydland and Zarazaga (2002). Employing a
neoclassical growth model to account for Argentina’s economic depression during the lost
decade of the 1980s, they found evidence suggesting that the bulk of the variation in economic
growth was triggered by levels of capital and labor intensity that proved costly in terms of lost
total factor productivity growth.

Like Australia and Canada, Argentina was an exporter of primary goods, and until the
mid-20th century, it followed a development path similar to theirs. Compared with other areas in
Latin America, Argentina had a small indigenous population; a low population density; and a

favorable stock of natural resources, which precipitated sizable export-driven growth despite the



country’s geographic isolation from key international markets (Gallo 1983; Duncan and Fogarty
1984; Di Tella and Platt 1986). The question remains, what caused a society that achieved
astonishing wealth within 50 years following its independence from Spain to embark on a path of
comparative decline? Sanz-Villarroya (2005) identified two years of structural break in
Argentina’s development path compared with those of Australia and Canada: 1896 and 1899.
Those years marked important points in Argentina’s long-lasting decline in comparison with the
two countries.

Several theories have been proposed to explain the subsequent inability of Argentina to
catch up with the United States, Canada, and Australia in economic growth. These explanations
generally emphasize (a) a definitive end to frontier expansion in the Pampas, with an absence of
meaningful alternatives (Di Tella and Zymelman 1967); (b) a different set of political traditions,
linked to the origins of immigrants (Platt and Di Tella 1985); (c) an unrestrictive immigration
policy that failed to encourage labor scarcity and resulted in low productivity growth (Diaz
Alejandro 1985); and (d) a high demographic dependency rate and associated low rate of
national saving (Taylor 1992; Taylor and Williamson 1997). A different strand of literature
emphasizes (a) the pivotal importance of institutional arrangements and the persistent effects of
institutions inherited from Spanish colonialism (Cortés Conde 1998a, 1998b; Gerchunoff and
Fajgelbaum 2006); (b) the unstable and often inflexible government (Duncan and Fogarty 1984);
(c) a peculiar land allocation scheme favoring a small number of large landowners compared
with a large number of small landowners in Canada and the United States (Ferns 1969; Gallo
1983; Solberg 1987; Adelman 1994; Sanchez-Alonso 2000; Fukuyama 2014); (d) widespread
tenant agriculture and the lack of agricultural knowledge amid a scarcity of capital goods (Gallo

1993); (e) the erosion of the rule of law since the 1930s, caused by the undermining of the



independence of the Supreme Court (Spiller and Tommasi 2003; Colomer 2004; Alston and
Gallo 2010); and (f) a distortionary trade and exchange rate policy that pushed up the relative
prices of capital goods, lowered capital intensity, and relocated labor from manufacturing to
services, possibly leading to Argentina’s premature deindustrialization (Rodrik 2016).

Is Argentina’s inability to catch up with Western Europe and the United States rooted in
its institutional framework? Argentina’s institutional development differed fundamentally from
that of the United States, Canada, and Australia. The 1853 Constitution enshrined universal male
suffrage. From 1912, it was enforced through the Sdenz Pefia Law (Crawley 1984; Pucciarelli
1986; Halperin Donghi 1991; Yablon 2003), which made Argentina the first country in Latin
America to introduce a universal, secret, and compulsory male suffrage through the creation of
an electoral list of voters (padron electoral). Following the period between World War I and the
Great Depression, Argentina began to transition toward democracy and an independent judiciary
with a genuine rule of law. Unlike Western Europe and the Western offshoots (Canada, United
States, Australia, New Zealand), it never finished the transition. The 1930 military coup in
Argentina set the precedent for the unstable institutional development that has prevailed ever
since. Under the leadership of José Félix Uriburu, the military overthrew the democratically
elected government of Hipolito Yrigoyen, whose party, the Radical Civil Union (Unién Civila
Radical, or UCR), formed the backbone of middle-class voters and urban professionals. The new
military regime established a de facto fascist government with an illegal repressive state
apparatus and the creation of special units of the police to systematically harass the regime’s
political opponents (Schilizzi Moreno 1973; Sanguinetti 1988; Peralta-Ramos 1992; Halperin
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During the Infamous Decade of the 1930s, a conservative political alliance known as the
Concordancia perpetrated electoral fraud to keep its hold on power. Recognition of the military
regime by the Supreme Court, the court’s silence regarding the systematic exercise of electoral
fraud, and the redistributional tendencies of the 1912 Sdenz Pena Law paved the way for the
populist policies and Peronist institutional reforms (Germani 1973; Waisman 1987; Sabato 1988;
Romero 1998). These reforms enshrined government-backed favoritism of dominant interest
groups and encouraged widespread rent-seeking instead of productive economic activity.
Peronist economic policies set the foundations for volatile policies and unstable institutional
development by redistributing rents to the privileged and to well-organized interest groups,
condemning Argentina to decades of stagnant productivity and poor economic growth. Initially,
the nondemocratic rule of the conservative Concordancia, which was based on electoral fraud,
was accompanied by inward-looking industrialization, which was based on import substitution.
Following Juan Peron’s rise to power, populist-style income and wealth redistribution policies
and further erosion of the system of checks and balances proved detrimental to Argentina’s
institutional development and its path of long-run growth (Gibson 1997). The question remains
whether Argentina would have continued to experience long-run growth and institutional
development had it not adopted policies that undermined the rule of law and caused the general
breakdown of contracting and property rights—related institutions and had it instead maintained
the same degree of institutional stability as the United States, Canada, and Australia.

This paper looks at 28 countries in the period 1850-2012 and constructs the latent
indices of de jure and de facto political institutions using several existing datasets such as
Marshall, Gurr, and Jaggers (2013) and Vanhanen (2000, 2003). Deploying a structural model

of long-run development with time-varying de jure and de facto political institutions and a



series of time-invariant covariates, this paper estimates the contribution of de jure and de facto
political institutions to long-run development conditional on the confounding effects previously
identified in the literature. The counterfactual scenario is built by constructing an alternative de
jure and de facto institutional series in the absence of institutional breakdowns. The synthetic
control and difference-in-differences estimates suggest that had such breakdowns not occurred
and had Argentina followed the institutional trends of its nearest-counterpart countries, it would
be among the richest countries today.

The rest of the paper is organized as follows. Section 2 presents the historical background
behind Argentina’s institutional breakdowns and long-run decline. Section 3 discusses the
underlying empirical design. Section 4 presents the data used in the empirical analysis. Section 5

provides results and counterfactual estimates. Section 6 presents the paper’s conclusions.

2. Institutional Breakdowns and Argentina’s Long-Run Decline
This section briefly discusses the history and role of institutional breakdowns in Argentina’s
long-run development path, drawing on Argentina’s colonial history, postindependence

economic development (Belle Epoque), and the subsequent institutional breakdowns.

2.1. Argentina in the Shadow of Spanish Colonialism

On the eve of European colonization in 1580, Argentina was a vast tract of fertile land and a
social and economic backwater with a temperate climate and a sparse indigenous population.
Unlike Mexico and Peru, it never experienced a highly unequal and stratified society, and its
social and economic structure closely resembled that of English colonies, which encouraged
colonial settlement to a much greater degree than colonists sought resource extraction (Lynch

1955; Garavaglia and Gelman 1995; Azcuy Ameghino 2002; Prado 2009).



The northern and southern parts of Argentina differed markedly in their social, economic,
and institutional makeup. The northern part, having a greater indigenous population density, was
swiftly integrated into the Viceroyalty of Peru to provide a source of cheap labor for the Potosi
mines and for large landowners, whereas the southern part was never integrated into the colonial
economy (Kovac and Spruk 2017). The institutional framework of preindependence Argentina
was a prototype of Spanish colonial structure (Shumway 1991; Ribas 2000). The Spanish elites
immediately instituted the Repartimiento, an exploitative labor system that rested on a forced
distribution of goods and services to the local population at heavily inflated prices, keeping the
nonelite population in heavy and permanent debt (Baskes 2000). Such exploitation and pervasive
rent-seeking (Golte 1980) encouraged various forms of servitude, critically depressed the
formation of human capital, and led to the near absence of economic opportunities for nonelites
(Moreno Cebrian 1976; Andrien 1982, 1984; de Velasco 1983; Mukerjee 2008).

For more than two centuries, from 1580 to 1816, the Royal Audience (Audiencia Real) of
Charcas served as a prototype superinstitution with combined legislative, executive, and judicial
powers over the provinces of Rio de la Plata (Mirow 2004). Although the Audience was
originally designed to uphold law and order and curb the abuses of powerholders, massive debts
as a result of high-cost wars in Europe prompted the Spanish Crown to launch the sale of public
offices, including posts to the Royal Audience, starting in 1687 (Burkholder and Chandler 1977;
Guardado 2016). The selling of offices led to the colonial state’s capture by powerful Creole
elites and the dilution of royal authority as the ultimate check on abuses of power by local
strongmen. Office sales characterized more than a century of Argentina’s colonial history and
gradually evolved into the entrenchment of rich and powerful families and local military

strongmen (caudillos). Intimidation, bribery, and fraud became the cornerstones of the



distribution of political and economic power, cementing the intellectual foundations of the

independence movement against Spain in the early 19th century.

2.2. Institutional Change, Economic Growth, and the Triumph of Argentina

After suffering two centuries of economic stagnation, declaring independence from Spain in
1816, and experiencing a civil war between the Unitarian Party (Partido Unitario) and the
Federalist Party (Partido Federal), Argentina promulgated a constitution in 1853. The
constitution set the foundation for a political system following James Madison’s model of the
republican division of powers constituting an executive government, two legislative chambers,
and an independent judiciary to counterbalance the power of the legislative and executive
branches (Eder 1949; Vittadini Andres 1999; Gomez 2000). In 1862, Argentina became a
federation (Rennie 1945; Romero 2013). The promulgation of the 1853 Constitution can be
viewed as a departure from the colonial wars and anarchy to form an institutional framework
conducive to sustained economic growth and development (Halperin Donghi 1970; Haring
1972). The constitution appeared to end the political instability and the strongman rule of local
caudillos, promised to keep civil disorder to a minimum, and sought to ensure peaceful power
transfers (Cortés Conde 1998a, 1998b; Adelman 1999).

New commercial and civil codes were enacted in 1862 and 1871, respectively, under the
extensive influence of Roman law, the Napoleonic Code, and the liberal principles of the 19th
century (Kelly 1992; Berkowitz, Pistor, and Richard 2003a, 2003b; Miller 2003). Decisive shifts
toward enhanced state capacity were marked by the 1884 general education law and the
development of a modern railway system, along with the modernization of the postal system.

Such policies were pivotal in sowing the seeds of Argentina’s Belle Epoque from 1875 onward
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(Taylor 1992; Przeworski and Limongi 1997; della Paolera and Taylor 1999; Sanz-Villarroya
2007; Prados de la Escosura and Sanz-Villarroya 2009).

After 1862, Argentina experienced unprecedented economic growth brought about by
flows of foreign capital and extensive immigration, with Italy, Spain, and Central Europe
providing the largest supply of newcomers (Germani 1966; Sanchez Alonso 2000). In less than a
quarter of a century, Argentina moved from the economic and social backwater that
characterized the provinces of Rio de la Plata until 1852 to the region’s economic powerhouse
(Di Tella, Glaeser, and Llach 2013). By 1896, Argentina had achieved remarkable parity with the
United States in terms of per capita income. By 1913, its income per capita was at the same level
as Western Europe’s and exceeded that of Italy, Spain, and Portugal by a wide margin
(Maddison 2007a, 2007b; Bolt and van Zanden 2014). By the dawn of the 20th century,
Argentina seemed solidly positioned in the ranks of rich countries (Acemoglu and Robinson
2012). To have said that Argentina was set to become an underdeveloped country would have
been considered laughable given that it had one of the highest literacy rates in the world (Diaz
Alejandro 1970).

Between 1850 and 1930, Argentina’s development path differed drastically from that of
its Latin American peers and approached the levels of Western Europe and North America at that
time (Fukuyama 2008). However, today, Argentina’s per capita income level is comparable to
that of Turkey and Russia. For most of the second half of the 20th century, Argentina was
plagued by military coups, countercoups, violent oscillations between the Left and the Right,
unprecedented institutional instability, and frequent turmoil that brought it to the edge of civil

war several times (O’Donnell 1973). In 1860, Argentina would have needed about 55 years to
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catch up to the Swiss level of per capita income. Today, if it continued its current growth

trajectory, it would need more than 90 years to do so. The obvious question is, what went wrong?

2.3. Institutional Breakdowns, the Reversal of Democracy, and Argentina’s Decline

In stark contrast to the United States, post-1853 Argentine constitutionalism lacked appropriate
informal institutional underpinnings (Ots Capdequi 1943). Although the 1853 Constitution
enshrined the principle of limited government with checks and balances (Iaryczower, Spiller, and
Tommasi 2002; Jones et al. 2002; Spiller and Tommasi 2003), Argentina’s historical norm has
been one of poorly limited government, persistent militarism, amateur self-government, political
absolutism (Garcia Hamilton 2005), inherent tensions between fundamentally conflicting
traditions, failure to create a common market, difficulties developing procedural institutions as a
check on power abuses (Chavez 2004; Alston and Mueller 2006; Alston and Gallo 2010), absence
of Marbury v. Madison—style judicial review' (Miller 1997), and a traditional disrespect for law
and order (Bayle 1952; Zorraquin Becu 1978; Rosenn 1990). Wenzel (2010) suggests that, in its
embryonic stage, the 1853 Constitution was an institutional break from Argentina’s long history
of anarchy and disorder, whereas Garcia Hamilton (2005) suggests that the period from 1907 to
1946 saw the reemergence of colonial traits that had constrained Argentina’s growth before its
independence from Spain, such as mercantilist state interventions, disregard for the rule of law,
and political favoritism. Although the 1853 Constitution set Argentina on an accelerated
development path, subsequent breakdowns caused the country to return to its former cultural
norms (Rock 1987, 1993). Argentina’s institutional culture in the 19th century stemmed directly

from Spanish colonial antecedents. Under colonial rule, Argentina was unable to forge the
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customs and norms necessary for a broad-based transition to open-access institutions under a
genuine rule of law.” In contrast, at their founding, the United States and other Western offshoots
enjoyed a long tradition of local self-government that simply did not exist in Argentina, where
political absolutism, regional interests, dirigisme of local caudillos, divide-and-rule politics, and
power abuses were the norm (Canton 1973; Rock 1975, 1987; Halperin Donghi 1995). Despite
the legal and economic institutions in place to support economic growth, between 1853 (when
Argentina adopted its constitution) and its election of 1914 (the first election under reformed
electoral legislation) was an illiberal democracy at best (Zakaria 1997).

Before the 1914 election, a series of conservative governments secured their hold on
power through fraudulent elections and voter intimidation, which primarily took place in the
Pampas, the dominant base of the conservative National Autonomist Party (Partido Autonomista

Nacional, or PAN).? Even though the 1853 Constitution enshrined popular participation, voter

* Wenzel (2010, 336-37) offers a very clear explanation for the disconnection between the 1853 Constitution with its
subsequent amendments and the long tradition of Spanish colonial institutions:

The 1853/60 constitution was accepted by the interior provinces only because it was federalist. . . . But
Argentine federalism was different. Although the founding élites of 1853 were mostly federalist, Argentina as
a whole never embraced such a belief. Local caudillos, regional interests, and the portefio leadership embraced
only a pragmatic federalism, designed to protect their own power from competitors. . . . The political and
economic order of the postconstitutional era was decidedly not liberal. Concessions to freedom were
calculated, not principled, as the ruling oligarchs shrewdly applied the personal guarantees necessary to attract
immigration and capital, while using the state to foment economic growth. From 1853/1860 to the populist
takeover of 1916, the constitution was driven and manipulated by the oligarchy. Economic growth of the
country was really the economic prosperity for the élite. The system was economically liberal, but not in a
civil or political sense. . . . As long as they could stay in power, and as long as the money kept rolling in, the
oligarchs maintained the veneer of a liberal order. But as soon as they started to lose power through electoral
reform and the subsequent middle class erosion of their power base, and the economy faltered, the proverbial
iron fist broke out of the velvet glove, and the military formally broke the constitutional order in 1930.

? After the presidencies of Bartolomé Mitre (Liberal Party of Corrientes, or Partido Liberal de Corrientes) and
Domingo Sarmiento (an independent candidate) ended in 1868 and 1874, respectively, the subsequent presidents were
elected from the conservative elites. Their party, PAN, consistently manipulated elections by using fraudulent
techniques and voter intimidation. An English newspaper in 1890 highlighted the persistence of electoral fraud,
describing the rise of Miguel Juarez Celman to the presidential office: “Today, there are dozens of men in government
who are publicly accused of malpractice, who in any civilized country would be quickly punished with imprisonment,
and yet none of them have been brought to justice. Meanwhile, Celman is at liberty to enjoy the comfort of his farm,
and no one thinks to punish him” (Pigna 2016).
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turnout had been extremely volatile, particularly in Buenos Aires and the Pampas (Sabato 2001).
Elections were invariably ritualistic power games, with a minority of the electorate participating
(Walter 2002). By the late 19th and early 20th centuries, pressure had mounted for a more open,
pluralist, and participatory political system. The rising social discontent revolved around the
opposition party, the UCR, which under the leadership of Hipolito Yrigoyen launched several
revolts against the government. The UCR was an instrumental player, calling for the
establishment of open elections and a secret ballot.

In 1912, the Séenz Pefia Law was passed, introducing the secret ballot and de jure
outlawing fraudulent electoral practices (Engerman and Sokoloff 2005). Even though electoral
democracy tends to foster political accountability and the rule of law (Knack and Keefer 1995;
Weingast 1997; Barro 1999; Maravall and Przeworski 2003; North, Wallis, and Weingast 2009),
it may also encourage the redistribution and erosion of property rights, especially if it is
introduced in the context of poverty, low education levels, and near absence of a middle class
(Lipset 1959; Acemoglu et al. 2005; Evans and Rose 2007; Glaeser, Ponzetto, and Shleifer 2007;
Mukand and Rodrik 2015; Maseland and Spruk 2017). The Séenz Pefia Law of 1912 was clearly
a manifestation of greater political freedom at the expense of economic freedom (Friedman
1962; Kenn Farr, Lord, and Wolfenbarger 1998; Gwartney, Lawson, and Holcombe 1999; Goel
and Nelson 2005).

After passage of the 1912 law, Argentina saw a notable increase in voter registration
(Molinelli, Palanza, and Sin 1999) and voter turnout (Vanhanen 2000). The 1914 election
reshaped the legislature, and Yrigoyen, the populist leader of the UCR who had played a
substantial role in the passage of the Sdenz Pefia Law, ascended to the presidency in 1916. While

in power, President Yrigoyen substantially expanded the size of the bureaucracy and generalized
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the practice of appointing administrative employees to nonexistent jobs as a reward for political
favors. In his first term, a law freezing real estate rent was passed, and the Supreme Court, with
only one justice dissenting, affirmed that the law did not violate the constitution. Hence,
although the Sdenz Pefia Law facilitated some electoral transparency and accountability (Llach
1985; O’Connell 1986; Osiel 1995; Alston and Gallo 2010), it also laid the foundation for
populist redistribution of income and wealth (Acemoglu and Robinson 2000, 2001) and for rent-
seeking (Mohtadi and Roe 2003; Spinesi 2009), both of which curtail economic freedom and
constrain economic growth (Olson 1982; Murphy, Shleifer, and Vishny 1993; Alesina and
Rodrik 1994; Sturzenegger and Tommasi 1994; Saint Paul and Verdier 1996; Przeworski and
Limongi 1997; Aghion, Caroli, and Garcia-Pefialosa 1999; Zweimiiller 2000).

Unable under the Argentine constitution to run for reelection himself in 1922, Yrigoyen
was succeeded by another UCR leader, Marcelo de Alvear. When de Alvear’s term expired in
1928, Yrigoyen was elected to a second term. In 1930, however, a military coup under
conservative control ousted President Yrigoyen, marking the beginning of the Infamous Decade,
when old colonial traits reemerged (Ciria 1974; Bethell 1993). The change in government was
accompanied by a radical ideological change, and the institutional environment in the postcoup
period leaned heavily toward corporatist principles (Alhadeff 1989; Goldwert 2014), with
substantially less economic and political freedom compared to the previous democratic regime.
Active and dirigiste state intervention and electoral fraud became the norm (Cantu and Saiegh
2011) with no regard paid to the economic and institutional disadvantages of such actions over
the long term. The military regime outlawed political parties, annulled local elections, suspended
the 1853 Constitution, and resorted to the extensive use of electoral fraud in the 1931 and 1937

presidential elections (Diaz Alejandro 1970; Canton 1973; Schilizzi Moreno 1973; Smith 1974;
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Rouquie 1982; Sanguinetti 1988; Potash 1996; de Privitello and Romero 2000). In 1932, market
boards were created to regulate the production of meat, cereals, and a few other products, which
further consolidated active and inefficient state intervention in many economic areas.

Conservative rule lingered throughout the 1930s, first under General Agustin Justo, who
was elected in 1931 through the efforts of the Concordancia, a political alliance of conservative
elites, and then under Presidents Roberto Ortiz and Ramon Castillo, who were also supported by
the Concordancia. It was brought to an end by another military coup in 1943, which took place
amid a backdrop of electoral fraud and poor labor rights (Owen 1957; Teichman 1981; Pereira
1983; Horowitz 1990; Adelman 1992). The unstable regime that followed led to the emergence
of Colonel Juan Peron, who had been placed in charge of the Labor Department and eventually
rose to become vice president.

In 1946, Perén was elected president and gained strong popularity (Smith 1969). Peron’s
presidency precipitated the almost complete demise of the rule of law (Matsushita 1983). A
series of institutional breakdowns took place as a result of the clientelist political practices,
political favoritism, and unprecedented populist redistribution of income and wealth. Perén and
his highly popular wife Eva Perdn excused such policies, as well as violence, in the name of
social justice (Gerchunoff and Diaz Alejandro 1989; Sachs 1990; Bambaci, Saront, and Tommasi
2002; Krueger 2002), although the policies interfered heavily with constitutional provisions
(Little 1973; Kenworthy 1975; Elizagaray 1985; Rock 1987; Sabato 1988; Spiller and Tommasi

2003). Peronists put Supreme Court justices on political trial, forced their resignation, and
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replaced them with justices who were friendly to Peronist policies (Fayt 1967).* Peronists viewed
the Supreme Court as an ally of the old oligarchy of the Infamous Decade and as a barrier to
their social and economic reforms (Ferrero 1976; Di Tella 1998; Pellet Lastra 2001). They also
jailed their political opponents (Murmis and Portantiero 1972; Wynia 1978; Eaton 2002),
widened the scope of government activity in the economy through a series of nationalizations,
introduced a regulatory framework that distorted property rights and freedom to contract
(Buchanan 1985), launched massive government propaganda across Argentine schools to justify
their social and economic reforms,” introduced price fixing, and suspended evictions of
nonpaying tenants to benefit the constituent renters in rural areas (Roe 1998; Collier and Collier
2004; Mazzuca 2007). Meanwhile, price and rent controls were put in place that undermined
property rights and increased transaction costs, the central bank was used to cover provincial
debts, a labor court was unconstitutionally introduced, and clientelism became widespread with
jobs doled out in nationalized businesses (Samuels and Snyder 2001). The effects were rampant
inflation (Potash 1996) and subversive macroeconomic instability (Diaz Alejandro 1970; Rock
1993). In less than 10 years, Peronist-style favoritism and populism exploited the weakness of
the institutional environment (Ilsley 1952; Montafio 1957; Garay 1991; Negretto 2009) by
dismantling the rule of law to the point of breakdown (Waisman 1987; Crassweller 1988; Calvo

and Murillo 2004; Elena 2007; Alston and Gallo 2010).

* Before the rise of Perén, Supreme Court turnover mainly occurred when justices died, retired, or voluntarily resigned.
The purge of Supreme Court justices during Perdn’s rule in 1946-55 changed the causes of turnover (Gallo and Alston
2008). Before 1945, 38 changes of justices are recorded, 12 of which are accounted for by retirement, 20 by death,
and 6 by voluntary resignation. After Peron’s rise to power, 65 changes of justices are recorded. Only four Supreme
Court justice changes are accounted for by death and just one by retirement. The remaining 59 changes resulted from
voluntary resignation (18 changes), involuntary resignation (20 changes), impeachment (4 changes), or forced removal
(17 changes).

> One such form of propaganda was the assignment of Eva Perén’s autobiography, La Razén de Mi Vida, as
compulsory reading in Argentine schools.
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The first Peron era ended in 1955. The period between 1955 and the return to democracy
in 1983 saw the vicious blend of militarism and absolutism that characterizes military
dictatorships.® In 1955, Argentina was on the brink of civil war, and Perén was ousted in a
military and civilian uprising. The provisional military regime continued to rely on forced
resignations of Supreme Court justices. Numerous import and export restrictions and exchange
rate controls were put in place, excused by the regime’s incessant reliance on declaring a state of
economic emergency. The path to the rule of law, economic liberalization, and open democracy
simply failed to gain momentum (Spinelli 2005).

Another military coup took place in 1966, instigating the series of military-appointed
presidencies that marked Argentina’s decisive turn to an authoritarian-bureaucratic state
(O’Donnell 1973; Smulovitz 1991; Szusterman 1993). The prosecution of political opponents
(Walter 1969; Diaz Bessone 1986), removal of Supreme Court justices, subjugation of the
Supreme Court to the Ministry of Interior by a simple decree, and annulment of the 1853
Constitution only affirmed the persistence of institutional breakdowns (O’Donnell 1973;
Brennan and Rougier 2009; Romero 2013). These changes were accompanied by a heavily
protectionist economic policy espousing government favoritism (Snow 1965).

Peron returned from exile in 1973 and was elected president, with his third wife, Isabel
Martinez de Peron, as vice president. His presidency led to populist-style income and wealth
redistribution through social transfers (Lupu and Stokes 2010). As guerrilla battles and civilian

violence escalated, the Perdns exploited the fragile institutional environment (Campos,

% Acemoglu and Robinson (2006b, 7) write, “The political history of Argentina . . . reveals an extraordinary pattern
where democracy was created in 1912, undermined in 1930, re-created in 1946, undermined in 1955, fully re-created
in 1973, undermined in 1976, and finally re-established in 1983. In between were various shades of nondemocratic
governments ranging from restricted democracies to full military regimes. The political history of Argentina is one of
incessant instability and conflict. Economic development, changes in the class structure and rapidly widening
inequality, which occurred as a result of the export boom from the 1880’s, coincided with pressure on the traditional
political elite to open the system. But, the nature of Argentine society meant that democracy was not stable.”
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Karanasos, and Tan 2012) through exclusionary political favoritism based on personal loyalty. In
1974, Perdn died, and Isabel Peron became president. She was ousted in 1976 by a military coup.
The military junta that came into power used the veneer of an institutional vacuum to commit a
series of human rights violations, including the systematic torture of political dissidents, who
were held in clandestine jails, and a full ban on political parties and judicial stratification (Di
Tella 1983; Munck 1985). Apart from preserving its political power, the junta initiated the
breakout of a civil war, with forced disappearances of political opponents, violence against
civilians, and subversive militarism (Pion-Berlin 1985). Without an independent Supreme Court
to monitor the executive branch, Argentina abandoned the rule of law and completely dismantled
the system of checks and balances (Manzetti 1993; Arceneaux 1997).

Thus completed Argentina’s long decline from a rich country on the eve of the Great
Depression to an underdeveloped one. Without a de jure and de facto institutional framework to
support low transaction costs and to secure property rights and the rule of law (Scartascini and
Tommasi 2012), Argentina saw its status diminish as various shades of weakly democratic and
nondemocratic governments used the institutional framework to pursue policies tailored to
clientelist interests or directly to benefit those in power via the iron law of oligarchy (Michels
1911). Without an institutional framework to channel conflicts into peaceful resolution by an
independent Supreme Court, Argentina transitioned back and forth between democracy and
dictatorship (Acemoglu and Robinson 2006b). Since the 1930 military coup, Argentina has never
finished the transition to open democracy under the rule of law. Even though Argentina formally
transitioned to democracy in 1983, institutional breakdowns emanating from the instability of the
Supreme Court, political favoritism, and recurring absolutist rule remain deeply embedded in the

political culture and institutional framework, thereby undermining the foundations of long-run
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growth and development. The economic consequences of the series of prolonged institutional
breakdowns—particularly what the long-run development trajectory would have been without

the breakdowns—remain an essential empirical question.

3. Long-Run Development under Counterfactual de Jure and de Facto Institutional
Design: An Empirical Model

This section presents an empirical model of Argentina’s long-run development under
counterfactual institutional design using a synthetic control estimator to tackle the long-run

effects of institutional breakdowns.

3.1. Long-Run Development with de Jure and de Facto Political Institutions

The perplexing political history of Argentina and its rampant institutional instability invoke
two fundamental dilemmas (Acemoglu et al. 2003). First, what would have happened to
Argentina’s long-run economic development had it managed to enshrine a set of de jure and de
facto political institutions comparable to those of the United States in its constitution and had
such an institutional framework actually been enforced? In the absence of institutional
breakdowns, would Argentina have remained a rich country? Would its path of economic
growth and development have been characterized by a similar slowdown had it established and
maintained US-style de jure and de facto political institutions such as competitive polities, an
independent Supreme Court, and open access to collective action for the broad cross-section of
society rather than only for the privileged few? Second, how would Argentina’s path of long-
run development have changed if it had established US-style de jure and de facto political

institutions at various junctures in the late 19th and early 20th centuries, when it took an
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unfortunate turn toward institutional breakdowns rather than developing a genuine system of
checks and balances?

The aim here is to build a counterfactual scenario of institutional breakdowns, to
construct the path of long-run development in the absence of such breakdowns, and to estimate
consistently this absence’s contribution to long-run development. The absence of breakdowns is
simply characterized by the alternative set of de jure and de facto political institutions put in
place instead of the existing ones, drawing on Argentina’s unique path of departure from a rich
country to an underdeveloped one.

For a nonrandom sample of ; =1,2,...7 countries across ¢ =1,2,...7 years, the basic fixed

effects relationship that takes place is

J T
Iny, =Q+ ZMj -1 [] %{0,1}] + 2@ -1 [t %{0,1}] +6 -Ij]?:Jure +6, ,I]j)jFacto +X],t[))+£j,t’ (3.1)
= =
where y is the real per capita gross domestic product (GDP) for country j at time #, Q is a

constant term, the set of country-varying coefficients U; captures the set of country fixed

effects unobserved by the econometrician, @, is the set of technology shocks common to all

countries, and [] is the Iverson bracket in the set of indicator functions, with the vector of
country-level and time-level indicator functions capturing the unobserved effects across
countries and over time. The key coefficients of interest are 6, and 6,, which denote,

respectively, the contributions of de jure and de facto political institutions to long-run
development. The vector X captures the set of covariates that systemically influence the paths
of long-run development, such as culture, geography, and legal history, to prevent the effects
of de jure and de facto institutions from being contaminated by omitted variable bias. The

stochastic disturbances that contain the unobservables are captured by £ .
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The key challenge posed by the empirical setup hinges on the reliability of the standard
errors, which critically affect the consistency of the estimated responses of long-run development
to the changes in the de jure and de facto political institutions. A major threat to the proposed
empirical design is related to the possibility of multiple serially correlated stochastic disturbances
both across and within countries. The serial correlation in the unobservable component could
lead to massively underestimated standard errors, which would imply that the underlying null
hypothesis on the effects of de jure and de facto political institutions was over-rejected because
of the underestimated standard errors, which would invoke the Kloek-Moulton bias (Kloek 1981;
Moulton 1986, 1990). In the absence of mitigation of the multiple sources of serially correlated
stochastic disturbances, the serial correlation in unobservables can persist even when the
unobserved country-fixed effects and time-fixed effects are controlled for. Valid standard errors
and the underlying inference regarding the true contribution of de jure and de facto political
institutions critically require overcoming the one-way clustering of standard errors by using a
multiway clustering scheme that allows the parameter estimates to be robust against within-
country and between-country serially correlated stochastic disturbances (Bertrand, Duflo, and
Mullainathan 2004; Kézdi 2004).

To mitigate the distribution of serially correlated stochastic disturbances, the empirical
setup uses a non-nested multiway clustering estimator from Cameron, Gelbach, and Miller
(2011). The standard errors are simultaneously clustered at country and year levels using the
two-way error component model with independent and identically distributed (i.i.d.) residuals
(Moulton 1986; Davis 2002; Pepper 2002) instead of one-way clustering (White 1980, 1984;

Pfeffermann and Nathan 1981; Liang and Zeger 1986; Arellano 1987; Hansen 2007; Wooldridge
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2003; Cameron and Trivedi 2005), which may lead to the over-rejection of the null hypotheses,

rendering the standard errors and parameter inference unreliable.

3.2. Constructing the Counterfactual Institutional Design

I construct the counterfactual distribution and set out to examine the alternative path of long-
run development in the absence of institutional breakdown by using a synthetic control setup
whose purpose is not to tackle the direct effects of policy changes. Suppose J + 1 countries are

observed overt =1, 2, . . ., T periods, with Argentina being the country affected by the

institutional breakdowns and with other countries {2,...J + l}being unaffected by such
breakdowns. Suppose the institutional breakdown (which affects only Argentina and leaves the
other J countries unaffected) occurs at period 7j, +1, 1 <7, +1<T. Let In yj’vt denote the per
capita GDP for country i at time ¢ in the absence of the breakdown, and let In in, , denote the

per capita GDP observed for country i at time ¢ if the country were exposed to the breakdown.

Furthermore, assume that the breakdown had no effect on the outcome before it took place,

Z];’ = Z’t for all 7, and ¢ < T +1. The aim is to estimate the effect of institutional breakdowns

over time for the treated unit. If ¢, = (a] VO p2een Oy ) denotes the vector of effects from the

treated sample, for ¢ > 7|, the breakdown effect can be decomposed into
a, =]‘n.y11,t—h1y1],\; =lny1,t_lny1],\;’ (3.2)

where In y,, denotes the observed per capita GDP and In yf’vt is the counterfactual per capita

GDP in the absence of institutional breakdowns. It is assumed that In y;" follows a latent factor

model foralli =1, 2, ..., N of the following form:
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Inyy, =06, +6X, +Au +é, (3.3)

r

where J, is an unobserved factor common across all countries, X, € " is a vector of

observed covariates unaffected by the breakdown, 6 € " is a vector of parameters, 4 € " is

r

a vector of common unobserved factors, and g, € " is a vector of unknown factor loadings.
Parametrically, &;, denotes the i.i.d. shocks. The latent factor model allows for heterogeneous

responses to multiple unobserved factors and, at the same time, embeds time trends into the
underlying long-run development model. However, it implicitly assumes that the factor count
is fixed over time and therefore exhibits no structural breaks. Taking the latent factor model, I

construct the synthetic counterfactual trajectory by reweighing the control group so that a

“synthetic” Argentina matches X, and some of its pre-breakdown In y,,. Hence, 4, is

matched by default, allowing for heterogeneous responses to the multiple unobserved factors.
Let W = (wz,..., WJ+1) be a vector of weights with w; = 0V, where each value of ¥/

represents a potential synthetic control. For a given W, the per capita GDP for a synthetic control

at time ¢ is

J+1 J+1
In y,, = 2 w,Iny,, =6,+6 (2 wX, ) + (3.4)
J= j=

J+1 J+1
A(ijyj)+(2wj£j’t)
= =
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where it is assumed that 3/ is such that the synthetic control is set to match the treated unit in
J+l . J+1 .
the pre-breakdown period so that ijyj’t =Y, VtE{l,...,TO} and ZWJ.XJ. = X,.” If the
= =
conditions are met, the synthetic control associated with 7~ replicates the missing
counterfactual. The baseline synthetic control model (Abadie, Diamond, and Hainmueller
2010) for a single treated unit is adopted. Hence, an approximately unbiased estimator of «,,
is then given by
J+1 .
a,=hny, - 2 w,InY, =InY, -InY,.,
= , (3.5)
where a nested weight matrix is used to minimize the root-mean-square prediction error and
compute a reasonably unbiased synthetic match of the treated unit. Compared with difference-

in-differences analysis, the synthetic control method imposes less restrictive functional

assumptions on the estimation process. Under a data-driven approach to the counterfactual

estimation, W~ forces the data to exhibit parallel trends in the pre-breakdown period, because

the validity of the synthetic estimates crucially hinges on the parallel trend assumption.

4. Data
This section briefly discusses sample selection, outcome variables, data used to construct the

indices of economic and institutional development, and coding of institutional breakdowns.

J+1

"1t is furthermore assumed that 221 Atﬂ,t is nonsingular. Then, forall > T}, E'|In yj.vt - 2 Wj. In Yil|—= 0
J=

as 7;) —> 00 orif To is large relative to the postshock period.
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4.1. Outcomes and Samples

The sample comprises 28 countries for the period 1850-2012. The measure of long-run
development, as well as the outcome variable, is real per capita GDP at 1990 constant prices,
denoted in Geary-Khamis international dollars from Bolt and Van Zanden (2014) following
earlier work by Maddison (2007a, 2007b). Because the focus is on Argentina, the data on per
capita GDP stretch back to 1850 and are based on earlier work by economic historians Bértola
and Ocampo (2012) and Prados de la Escosura and Sanz-Villarroya (2009). The annual data
are used to overcome the compression of long historical periods (Austin 2008) and the
subsequent bias in the direction of the underlying effects of de jure and de facto political
institutions. For the pre-1870 period, a simple linear interpolation is used between 1850 and
1870 to yield an overall annual variation in per capita GDP over time. Figure 1, panel A, plots
the path of Argentina’s per capita GDP against that of the United States for the period 1850—
2012. At face value, the evidence clearly suggests that until 1900 Argentina managed to
parallel the US per capita output level. Following a relatively smaller output decline during the
Great Depression in the early 1930s, Argentina embarked on a path of comparatively greater
output stagnation relative to the United States and a markedly slower rate of economic growth,
especially in the years following the 1930 military coup. Figure 1, panel B, maps the long-run

development of Argentina compared with other countries.

26



Figure 1. Argentina’s Comparative Development, 1850-2012
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Review 67, no. 3 (2014): 627-51.
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4.2. De Jure and de Facto Political Institutions: A Factor Analysis

The definition of institutions that is used in this paper relies on North (1990), whereas the
delineation between de jure and de facto political institutions is based on Feld and Voigt
(2003), Pande and Udry (2005), Acemoglu and Robinson (2006a), Robinson (2013), Shirley
(2013), Voigt (2013), Foldvari (2016), and Spruk (2016). In their broadest form, the de jure
political institutions capture the set of rules allocating political power through a formal
institutional framework such as electoral law and the constitution. The de facto political
institutions denote the ability to engage in various forms of collective action and contest the
political power of the elites. The distinction between de jure and de facto political institutions
is crucial, because the balance of the de jure and de facto political power of the elites tends to
shape the structure and equilibrium of economic institutions and, together with procedural
details, bears directly on economic performance (Summerhill 2000). Acemoglu and Robinson
(2006a) suggest that both sets of political institutions exert a strong form of temporal
persistence. “Put differently,” they write, “when the elites who monopolize the de jure political
power lose this privilege, they may still disproportionately influence in politics by increasing
the intensity of their collective action (e.g., in the form of greater lobbying, bribery, or

downright intimidation and brute force), and thus ensure the continuation of the previous set of
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economic institutions” (Acemoglu and Robinson 2006a, 326).8 In contrast, McCloskey (2016,
69) believes the various layers of institutions coincide with a “great deal” of social ethics,
which is needed to support bourgeois virtues as the precursor for sustained and broad-based
institutional development.’

In this paper, the data on the de jure political institutions are from the Polity IV Annual
Dataset (Marshall, Gurr, and Jaggers 2013), which contains the quantitative indicators of the
formal regime characteristics as a proxy for the distribution of de jure political power. The
underlying polity index comprises six subindicators that capture the distribution of de jure
political power: (a) competitiveness of executive recruitment, (b) openness of executive
recruitment, (c) executive constraints, (d) de jure competitiveness of political participation, (e)
formal regulation of political participation, and (f) competitiveness of political participation
(Treier and Jackman 2000; Marshall, Gurr, and Jaggers 2013). The data on the de facto political

institutions are from Vanhanen’s index of democracy in the Polyarchy Dataset (Vanhanen 2000,

¥ Acemoglu and Robinson (2006a, 326) illustrate the persistence of de jure and de facto political power, drawing on
the Southern Equilibrium in the aftermath of the US Civil War: “One of the best examples of the persistence of
economic institutions as a consequence of the persistence of de facto power comes from the southern United States.
In the antebellum period, the South was particularly poor . . . ; had an urbanization rate of 9 percent as opposed to 30
percent in the Northeast; had relatively few railroads or canals; and was technologically stagnant. The economy was
based on slavery and labor-intensive cotton production, and in many states it was illegal to teach slaves how to read
and write. After the Civil War, with the abolition of slavery and enfranchisement of the freed slaves, one might have
anticipated a dramatic change in economic institutions. Instead, what emerged was a labor-intensive, low-wage, low-
education, and repressive economy that in many ways looked remarkably like that of the antebellum South. Slavery
was gone, but in its place were the Ku Klux Klan and Jim Crow. Why did the Southern Equilibrium persist? Despite
losing the Civil War, antebellum elites managed to sustain their political control of the South, particularly after the
reconstruction ended in 1877. . . . They successfully blocked the economic reforms that might have undermined this
power. . . . They also derailed political reforms they opposed, and freed slaves were quickly disenfranchised through
the use of literacy tests and poll taxes. Consequently, although slavery was abolished, Southern elites still possessed
considerable de facto power through their control over economic resources, their greater education, and their relative
ability to engage in collective action.”

? McCloskey (2016, 69) further illustrates the necessity of social ethics for institutional development: “I don’t think
institutions work without a great deal of social ethics—think of the constitutions of the USSR or the Russian
Federation; think of the laws on rape being the same in Uganda and in the United Kingdom, with very different results.
Abraham Lincoln declared in the first of the Lincoln—-Douglas debates of 1858, ‘With public sentiment, nothing can
fail; without it nothing can succeed. Consequently, he who molds public sentiment goes deeper than he who enacts
statues or pronounces decisions. He makes statutes and decisions possible or impossible to be executed’” (emphasis
in original).
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2003) for the period 1850-2012 and are used to construct the comparable indices of de facto
political institutions in the long-term perspective. In its broadest form, the index of democracy
captures the ability of nonelites to engage in various forms of collective action and to contest the
political power of the elites in free and fair regular elections. The index of democracy comprises
two underlying subindices: (a) the index of political competition and (b) the index of political
participation. First, the index of political competition is constructed on the basis of the
percentage share of votes cast for smaller political parties and independents in parliamentary
elections or their share of the number of seats in the parliament. The index is constructed by
simply subtracting the largest party’s vote share from 100 percent. Second, the index of political
participation is composed of the percentage of the adult population that voted in the elections,
which broadly reflects the ability of nonelites to contest the political power of elites and to
engage in the process of collective action.

The use of voting rates as an indicator of de facto political institutions has been the
subject of scholarly criticism. Many avenues besides voting rates exist for influencing collective
action. In this respect, a political competition index might overtly neglect proportional
representation versus a first-past-the-post system, because the index yields higher values for
systems having a greater number of small parties. Hence, countries such as the United Kingdom
and the United States automatically score much lower on a de facto institutional metric than do
countries with proportional representation, even though they are stable democracies that
recognize the rule of law, possibly to a much greater degree than many countries with
proportional representation. Despite such easily acknowledged limitations, voting rates provide
an easily trackable indicator of de facto political rights that can be compared across countries

and over time. Although a measure of informal norms would be more appropriate for such
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purposes, no such indices or data currently exist for the greater part of the time series being
studied in this paper.

My aim is to construct consistent and both internally and externally valid indices of de
jure and de facto political institutions in which the maximum temporal and spatial variance is
extracted from each underlying component (Bollen 1990; Pemstein, Meserve, and Melton 2010).
To this end, I have used the factor analytic (FA) approach to construct the de jure and de facto
indices of political institutions. Using the FA approach, I have constructed two major latent
indices of political institutions from the underlying Polity IV and Vanhanen ID components. The
two indices are constructed from eight different subindicators. The rotated components indicate
that the first dimension correlates strongly with four Polity IV indicators, which reflects the
structure of de jure political institutions. The second major dimension correlates strongly with
political competition, executive constraints, and political participation, which is characteristic of
de facto political institutions. Cronbach’s alpha (Cronbach 1951) indicates that both latent
indices exhibit a high degree of internal consistency. For the latent index of de jure political
institutions, a = 0.81, and for the latent index of de facto political institutions, o = 0.70, which
indicates very little structural inconsistency and measurement error. In figure 2, the path of de
jure and de facto institutional development is presented for Argentina and the United States. The
figure clearly shows that Argentina’s path of de jure and de facto institutional development is

characterized by persistent instability, reversals, and breakdowns.
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Figure 2. De Jure and de Facto I nstitutional Development of Argentina and the United States, 1850-2012
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4.3. Institutional Breakdowns

Argentina’s institutional breakdowns are gauged by abrupt shifts in both indices of de jure and
de facto political institutions discussed earlier. To examine the contribution of institutional
breakdowns to the country’s long-run development, one must focus on the major turning points
in Argentina’s institutional history in the aftermath of the 1853 Constitution that eventually led
to the series of institutional breakdowns. Because the goal is to construct the counterfactual
scenario of long-run development without institutional breakdowns, the proposed empirical
strategy does not facilitate the measurement of breakdowns from a substantive point of view.
The period in which the breakdown of checks and balances and the democratic institutions
evolved is used as a starting point to build a counterfactual scenario. The counterfactual scenario
can perhaps best be summarized in a single dilemma: what would have happened to Argentina’s
long-run development had its de jure and de facto political institutions, such as competitive
polity, access to collective action for nonelites, and an independent Supreme Court, followed
developments in parallel countries that did not experience breakdowns, starting with the 1930
military coup? The counterfactual series on de jure and de facto political institutions in equation
(3.2) are constructed by building eight specific counterfactual scenarios that meet the de jure and
de facto institutional design. Specifically, eight different dates are considered in the
counterfactual scenario: (a) the 1930 coup, (b) Peron’s rise to power (1946), (c) the Revolucion
Libertadora (Liberating Revolution) that resulted in the ousting of Perén (1955), (d) the
beginning of a period of fragile UCR administrations and political instability (1958), (e) the
Revolucion Argentina (Argentine Revolution) and the shift to an authoritarian and bureaucratic
state (1966), (f) the second Perén era (1972), (g) the onset of military dictatorship (1976), and (h)

the formal transition to democracy (1983). The 1912 Saenz Pena Law is used as a robustness
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check. Using these dates allows the model to project Argentina’s long-run development in the

absence of institutional breakdowns occurring within these dates—that is, if, instead, Argentina

had followed the de jure and de facto institutional development in plausibly similar countries.

Table 1 gives a summary of the institutional breakdowns used to construct the counterfactual

scenario, along with Argentina’s mean per capita GDP level at the breakdown period in question,

the growth rate, and the standard deviation.

Table 1. Argentina’s Institutional Breakdowns

GDP per capita

Breakdown Characteristics of breakdown Period Growth @ Standard
Level ($) .
rate (%) @ deviation
Military coup Electoral fraud, legislative 1930-1943 3,994 -0.3 4.5
malapportionment
Rise of Perén Prosecution, repression, and torture of = 1946-1955 4,992 1.8 4.8
political opponents; widespread
government favoritism; end of judicial
independence; forced resignation of
Supreme Court justices; nullification of
constitution
Revolucién Ban of political parties, civilian and 1955-1958 5,420 33 1.7
Libertadora military power seizure, government
favoritism, forced resignation of
Supreme Court justices
Fragile radical Widespread government favoritism, 1958-1966 5,790 1.6 5.8
(UCR) use of executive power to declare state
administrations of economic emergency, legislative
malapportionment, ban of political
parties, power seizure by military
Revolucién Coup, end of university autonomy, 1966-1973 7,095 2.7 2.2
Argentina armed guerrilla violence, forced
resignation of Supreme Court justices
Second Perén Expropriation of foreign bond holdings, = 1973-1976 8,095 1.0 3.8

era

forced resignation of Supreme Court
justices, nationalization of banks,
prohibition of foreign media services,
abrogation of university autonomy
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Military Brutal violence against political 1976-1983 7,843 -1.1 4.7
dictatorship opponents, assassinations in various

parts of civil society, massive violation

of human rights, political arrests

without trial, torture and intimidation,

politicization of armed forces, forced

resignation of Supreme Court justices

Source: Based on data from J. Bolt and J. L. van Zanden, “The Maddison Project: Collaborative Research on
Historical National Accounts,” Economic History Review 67, no. 3 (2014): 627-51.

4.4. Covariates and Descriptive Statistics

A great deal of the variation in Argentina’s long-run development is not driven exclusively by
the de jure and de facto institutional setup, and not everyone would agree that such institutions
played the pivotal role in the country’s long-run development process. The importance of
physical geography and factor endowments for long-run development has been confirmed
empirically by several researchers, including Engerman and Sokoloff (1997); Bloom and Sachs
(1998); Gallup, Sachs, and Mellinger (1999); Sokoloff and Engerman (2000); Sachs and
Malaney (2002); and Dell, Jones, and Olken (2012). Some scholars are convinced that
Argentina’s legal history and experience with colonization critically shaped the country’s long-
run development path (La Porta, Lopez-de-Silanes, and Shleifer 2008; Acemoglu, Johnson, and
Robinson 2001, 2002; Feyrer and Sacerdote 2009; Bruhn and Gallego 2012). Others are
convinced that culture played the decisive role and held long-lasting implications for growth
and development (Guiso, Sapienza, and Zingales 2006; Becker and Woessmann 2009; Algan
and Cahuc 2010; Tabellini 2010; Gorodnichenko and Roland 2011; Ashraf and Galor 2013).
Still other scholars believe that precolonial biological and genetic setup explain contrasting
development paths taken by Argentina (Spolaore and Wacziarg 2009, 2013; Nunn and Qian

2011; Cook 2014).
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In the present study of 28 countries, the ability to contain the omitted variable bias by
controlling for the set of observable factors is constrained by the limited data available for the
temporal period. The covariates used to address the omitted variable bias are assigned to three
major groupings: (a) geography and factor endowments, (b) legal history, and (c) culture. The
data on geography are from Nunn and Puga (2012). Nine distinctive physical geography
covariates are included in the set of conditioning variables: (a) latitude, (b) longitude, (c) terrain
ruggedness, (d) soil quality, (e) fraction of the land area covered by desert, (f) fraction of the land
area in the tropical zone, (g) percentage of the land area within 100 kilometers of the coast, (h)
an indicator variable measuring whether the country is landlocked or not, and (i) precipitation
levels. Latitude and longitude variables are expressed in standard decimal degrees for the
geographic centroid of the country. Terrain ruggedness captures the topographic heterogeneity
and is based on the US Geological Survey’s Global 30 Arc-Second Elevation Dataset
(GTOPO30). GTOPO30 projects horizontal grid spacing at 30 arc-second intervals across
Earth’s entire surface using a simple geographic projection between two adjacent grid points.
Soil quality is captured by the fraction of fertile soil according to the Digital Soil Map of the
World created by the Food and Agriculture Organization of the United Nations and the United
Nations Educational, Scientific, and Cultural Organization. The distance from coast covariate is
calculated as the simple unweighted fraction of the area within a 100-kilometer radius of the
closest ice-free coast in equirectangular projection, with standard parallels determined at 30
degrees on the basis of sea and sea ice area features, excluding inland water surfaces. Rainfall
precipitation is denoted as the depth of total annual rainfall expressed in millimeters.

The data on legal history are from La Porta, Lopez-de-Silanes, and Shleifer (2008) and

capture the legal origin of a given country across four major categories: (a) English common law,
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(b) French civil law, (¢) German civil law, and (d) Scandinavian civil law. Because not a single
country in the sample is characterized by socialist law, this particular subgroup is excluded from
the full sample. The legal origin is captured by a simple indicator variable, and given its time
invariance, the underlying indicators reflect the long-run differences between countries in their
rates of economic growth across different streams of legal tradition. The data on culture are from
Alesina et al. (2003). Because the standard culture covariates do not stretch back in time on a
100-year basis, three distinctive time-invariant covariates are included in the set of conditioning
variables: (a) ethnic fractionalization, (b) linguistic fractionalization, and (c) religious
fractionalization. Because such measures appear to be highly stable and persistent over time, the
relationship with respect to long-run development is apparent. The set of fractionalization
covariates captures the cultural differences across countries. The underlying measure of
fractionalization is constructed as a simple Hirschman-Herfindahl concentration index by
subtracting the shares of ethnic, linguistic, or religious groups from unity. Higher values of the
index correspond to greater ethnic, linguistic, and religious homogeneity in the population in
space and time.

The sample used in the empirical analysis to establish the contribution of de jure and de
facto political institutions to long-run development comprises 28 countries for the period 1850—
2012 on an annual basis, with 19 covariates in the set of independent variables, which totals
4,564 baseline country-year observations. Table 2 reports the underlying descriptive statistics for

the full unrestricted sample.
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Table 2. Descriptive Statistics

Number of Standard deviation .. .
. Mean — Minimum Maximum
observations Overall Between Within
Outcomes
Real GDP per 4,564 5,234 5,889 2,756 5,230 397 31,711
capita ($)
Latent indices of political institutions
De jure 4,564 10.22 10.58 8.63 6.32 0 93.23
De facto 4,564 45.51 37.34 24.38 28.65 -2.39 119.13
Geography covariates
Latitude 4,564 30.63 26.79 27.27 — -36.3 59.55
Longitude 4,564 3.08 58.36 59.42 — -99.10 139.83
Terrain 4,564 1.65 1.29 1.31 — 0.037 5.043
ruggedness
Soil quality 4,564 39.66 17.20 17.52 — 0.073 69.97
Desert (%) 4,564 0.84 3.02 3.08 — 0 15.48
Tropical (%) 4,564 14.40 32.81 33.41 — 0 99.54
Distance to coast 4,564 42.39 33.50 34.11 — 0 100
Landlocked 4,564 0.10 0.309 0.314 — 0 1
Log precipitation 4,564 6.87 0.52 0.53 — 5.42 8.08
Legal history covariates
Common law 4,564 0.14 0.34 0.35 — 0 1
French civil law 4,564 0.57 0.49 0.50 — 0 1
German civil law 4,564 0.17 0.38 0.39 — 0 1
Scandinavian civil 4,564 0.10 0.30 0.31 — 0 1
law
Culture covariates
Ethnic 4,564 0.30 0.22 0.22 — 0.01 0.67
fractionalization
Linguistic 4,564 0.22 0.22 0.22 — 0.02 0.75
fractionalization
Religious 4,564 0.35 0.22 0.22 — 0 0.82

fractionalization

S. Results
This section discusses the conditional long-run development effects of de jure and de facto

political institutions followed by a discussion of synthetic counterfactual estimates.

5.1. Baseline Results
In table 3, the effects of de jure and de facto political institutions on long-run development are

presented in depth. The results clearly highlight the fundamental importance of the de jure and
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de facto political institutions in shaping the paths of long-run development. Columns (1)
through (4) display the evidence using the full sample. In column (1), the point estimates
suggest that a one-basis-point improvement in the latent index of de jure political institutions is
associated with a 2.6 percent increase in per capita income, whereas the same improvement in
the de facto institutional index is associated with a 2.2 percent increase in per capita income.
The de jure and de facto political institutions account for up to 73 percent of the between-

country and within-country differences in per capita income.

Table 3. Conditional Effects of de Jure and de Facto Political Institutions on Long-Run
Development, 1850-2012

Full sample Without Argentina
(1) (2) (3) (4) (5) (6) (7) (8)
De jure and de facto political institutions
De jure .026%** .026%** 021 %** .018%** 027%** .026%** 021 %** .018%**
(latent) (.001) (.001) (.002) (.001) (.001) (.001) (.002) (.001)
De facto .022%** .022%x* .022%** .022%** .022%x* .022%** .023%** .022%**
(latent) (.001) (.001) (.001) (.001) (.001) (.002) (.001) (.001)
Geography covariates
Latitude -.002 -.003*** -.004*** -.001 -.003* -.004***
(.001) (.001) (.001) (.002) (.001) (.001)
Longitude -.001%** —-.003*** —-.005*** -.001%* -.003*** —-.005***
(.0008) (.0008) (.0009) (.0008) (.0008) (.0009)
Terrain -.045 -.021 -.056 -.037 -.019 .059
ruggedness (.049) (.039) (.045) (.050) (.041) (.048)
Soil quality .0006 -.0006 -.001 .001 -.0005 .001
(.002) (.002) (.002) (.002) (.003) (.003)
Desert .008 -.006 —.027%** .014 -.005 —.025%**
(.009) (.010) (.009) (.012) (.012) (.009)
Tropical .0002 .001 .003** .0008 .001 .003***
(.001) (.001) (.001) (.002) (.001) (.001)
Distance to .001 .003*** .003*** .001 .003*** .003**
coast (.001) (.001) (.001) (.001) (.001) (.001)
Landlocked .263 .086 -.493%** 232 .077 -.501%*
(.270) (.192) (.206) (.279) (.197) (.212)
Precipitation -.230%** -.361%** —.242%** -.215% -.363%** —.239%**
(.106) (.148) (.068) (.118) (.101) (.082)
Legal history covariates
English common —-.381%** —.653*** —-.381%** —.652%**
law (.148) (.147) (.146) (.143)
French civil law -.528%** —.881%** —.529%** —.875%**
(.131) (.138) (.131) (.141)
German civil law omitted omitted omitted omitted
Scandinavian —.567*** —.817%** —-.570%** —-.810%**
civil law (.148) (.160) (.149) (.179)
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Culture covariates

Ethnic -.808*** -.789***
fractionalization (.346) (.339)
Linguistic 1.134%** 1.126***
fractionalization (.386) (.385)
Religious -.186 -.178
fractionalization (.202) (.225)
Constant term 6.701*** 8.316*** 9.641%** 9.092*** 6.673*** 8.116*** 9.642*** 9.026***
(.100) (.698) (.655) (.539) (.098) (.827) (.763) (.746)
Number of 4,564 4,564 4,564 4,564 4,401 4,401 4,401 4,401
observations
Number of 28 28 28 28 27 27 27 27
countries
Number of years 163 163 163 163 163 163 163 163
Wald test 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
(p-value)
Adjusted R’ 0.73 0.76 0.77 0.78 0.74 0.76 0.77 0.78

Note: The table presents the effects of de jure and de facto political institutions on long-run development. The outcome
variable is the natural log of per capita GDP (1990 Geary-Khamis international $). Standard errors are adjusted for the
serially correlated stochastic disturbances across and within countries using the finite-sample distribution function,

intraclass multiway clustering scheme (Cameron, Gelbach, and Miller 2011). The asterisks denote statistically significant
coefficients at 10 percent (*), 5 percent (**), and 1 percent (***).

In the absence of the covariates, the unconditional estimates of de jure and de facto
institutional effects on long-run development are likely to be conflated by omitted variable bias.
In column (2), the geography covariates are added to the list of control variables. The evidence
indicates that the core effects of de jure and de facto political institutions appear to be highly
insensitive to the direct and confounding effects of physical geography on long-run development.
The direct contribution of physical geography covariates tends to be weak, although jointly
significantly different from zero (p-value = .000). In column (3), the legal history and tradition
covariates from La Porta, Lopez-de-Silanes, and Shleifer (2008) are added to the battery of
independent variables. The underlying effects of the de jure and de facto political institutions
remain intact and statistically significant at 1 percent. In the absence of controlling for the legal
history and tradition, the de jure point estimate is likely to be slightly biased upward, by 23

percent, whereas the directional bias does not seem to affect the de facto point estimate.
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In column (4), the culture covariates are added to the set of conditioning variables in the
full-model specification, which does not exclude either group of long-run development
confounders. The results further highlight the ubiquitous presence of omitted variable bias in the
absence of the full-model specification. Adding culture covariates to the set of conditioning
variables suggests that culture does make a difference in long-run development but, at the same
time, does not seem either to dominate the full effects or to render the de jure and de facto
political institutions insignificant in explaining the paths of long-run development. Compared to
column (1), the de jure coefficient drops to .018, which is proportional to a 44 percent upward
bias in the absence of controlling for the effects of culture, physical geography, and legal history
and tradition on long-run development. Conversely, the point estimate on the de facto political
institutions remains essentially intact and does not appear to be wholly driven by the set of
conditioning variables. Broadly speaking, the evidence clearly suggests that the de jure and de
facto political institutions tend to produce one of the most crucial differences in the paths of
long-run development. The shift toward more pluralist, participatory, and open-access de jure
political institutions and the effective enforcement of those institutions are associated with large
and pervasive gains in per capita income, which do not seem to be linked to the broad set of
control variables that systemically affect the paths of long-run development.

In columns (5) through (8), the set of model specifications from columns (1) through (4)
is replicated on the sample excluding Argentina. The purpose of the replication is to check
whether including Argentina makes a difference in the size and direction of the effects of de jure
and de facto political institutions on long-run development. The evidence largely suggests that
excluding Argentina from the core sample does not yield quantitatively and directionally

different point estimates, even though it yields a 3.6 percent reduction in the sample size. The de
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jure and de facto estimates remain essentially balanced and unchanged compared to the set of
specifications from columns (1) through (4). Hence, the point estimates from column (4) are used
to build the counterfactual scenario to construct the path of Argentina’s long-run development in

the absence of institutional breakdowns.

5.2. Counterfactual Qutcomes

What would Argentina’s long-run development look like in the absence of institutional
breakdowns? Table 4 presents the composition of the synthetic control group used to assess
Argentina’s long-run development path in the absence of the institutional breakdowns
summarized in table 1. The synthetic setup replicates the specification from column (8) in table 3
and adds the initial level of de jure and de facto institutions to the specification. The composition
of the synthetic control group appears to be relatively stable across different breakdown dates
and does not seem to shift from the baseline when the synthetic counterfactual is replicated for
the 1912 Saenz Pefia Law. For the period after the passage of the Sdenz Pefia Law, the synthetic
control unit consists of the weighted covariate-level mean of Germany (43.8 percent), Chile
(35.4 percent), the United States (17.6 percent), and Mexico (3.2 percent). A similar composition
is indicated for the 1930 military coup, with Chile, the United States, and Uruguay composing
the key donor pool. For the 1946 rise of Peron, Chile, Uruguay, and Switzerland are the key
donor countries, whereas for the 1975 military dictatorship, Switzerland, Chile, Uruguay, and
Mexico make up the synthetic control group. Across all breakdowns, Chile appears to be one of
the largest donor countries, followed by the United States, Uruguay, Switzerland, Germany, and
Mexico. For each synthetic counterfactual scenario, the root-mean-square prediction error from
the nested specification appears to be very low and stable, ranging from 0.13 for the second

Peron era to 0.08 for the 1975 military dictatorship.
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Table 4. Synthetic Control Group across Institutional Breakdowns

1954 1958 fragile 1965 1983

. . ‘a 1972 second 1975 militar .
Revolucién radical (UCR) Revolucién ) . " ) Y transition to
. .. . . Perdn era dictatorship
Libertadora administrations Argentina democracy

1912 Sdenz 1930 military 1946 rise of
Pefa Law coup Peron

Root MSPE 0.12 0.11 0.11 0.08 0.12 0.11 0.13 0.08 0.10

Austria — — — — — — — — —
Belgium — — — — — 0.108 — — —
Brazil — — — — — — 0.003 — —
Chile 0.354 0.501 0.360 0.098 0.334 0.488 0.346 0.288 0.159
China — — — — — — — — —
Colombia — — — — — — — — —
Denmark — — — — — 0.209 — — 0.204
France = = = = = = = = =
Germany 0.438 0.222 — — 0.180 — 0.081 — —
Greece = = = = = = = = =
Iran — — 0.040 — — — 0.004 — —
Italy — — — — — — — — —
Japan — — — — — — — — —
Mexico 0.032 0.002 0.327 0.063 0.206

Nepal — — — — — — — — —
Netherlands — — — — — — — — —
Norway — — — — — — — — —
Portugal — — — — — — — — —
Spain — — — — — — — — —
Sweden 0.085 — — — — — —
Switzerland 0.181 0.457 — — 0.117 0.361 —
Thailand — — — — — — — — —
Turkey — — — — — — — — —
United — — — — — — — — —
Kingdom

United 0.176 0.211 0.075 — 0.254 0.105 0.023 — 0.479
States

Uruguay — 0.064 0.258 0.117 0.169 0.090 0.426 0.145 0.157
Venezuela — — — — — — — — —

Note: MSPE = mean-square prediction error.
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In table 5, a summary of the long-run development scenarios without institutional
breakdowns is presented. The counterfactual estimates indicate large per capita income gains
over time in the absence of key institutional breakdowns and largely suggest that, without such
breakdowns, Argentina would currently be among the rich countries if it had followed the
institutional development trends of the key donor countries. By 2012, Argentina’s per capita
income was about 34 percent of that of the United States. The synthetic counterfactuals suggest
that without the 1930 military coup, Argentina’s long-run per capita income would have
approached 59 percent of the US level by 2012, which is equivalent to the income level of New
Zealand or Slovenia. In the absence of Perdon’s rise to power in 1946, Argentina’s long-run per
capita income would have reached 53 percent of the US level by 2012. In per capita income
terms, this income level is equivalent to that of Spain or Italy. A similar long-run development
level would have been achieved in the absence of post-World War II institutional ruptures such
as the 1954 Revolucion Libertadora, the 1958 onset of a series of fragile UCR administrations,
the 1965 transition to the authoritarian-bureaucratic state (Revolucion Argentina), Perén’s
second rise to power, and the 1975-1983 military dictatorship. Had the institutional breakdowns
never occurred and had Argentina’s development instead paralleled the trends in donor countries
such as Germany, the United States, Switzerland, Uruguay, and Chile, its long-run per capita
income would most likely have exceeded 50 percent of the US level. The synthetic control
estimates used here imply that such a drastic long-run change in the development path would
have shifted Argentina from its status today as an underdeveloped, upper-middle-income country
to that of a rich country, with its income level on the same footing as that of Spain, Italy,
Slovenia, and New Zealand. The counterfactual estimations imply that, in the absence of the key

institutional breakdowns, Argentina’s per capita output growth rate would move from 1.34
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percent to 1.69 percent, which is the equivalent of a 26 percent increase in its long-run growth

rate. In the years between 1850 and 2012, such a quantitative shift in the growth rate would have

narrowed Argentina’s per capita income shortfall relative to the United States by between 14 and

25 percentage points, depending on the breakdown’s timing and type.

Table S. Argentina’s Long-Run Development without Institutional Breakdowns

Real GDP per capita in 2012
(1990 Geary-Khamis

Ratio of real GDP per
capita relative to the

Long-run growth rate
(mean and standard

international $) United States in 2012 deviation)
Real Counterfactual Real Counterfactual Real Counterfactual
1912 Séenz Pefialaw 10,990 19,372 0.34 0.62 (51_'::) (i':f)
1930 military coup 10,990 18,564 0.34 0.59 (51;;) (:..:29)
1946 rise of Perén 10,990 16,647 0.34 0.53 (51_':;) (:"863
UcR) sdmminiaatons 109%0 17806 o034 057 oy (3m9)
i?:j’n':;‘f'”dé” 10,990 18,540 0.34 0.59 (51_':;) (31::)
1972 d Perd 1.34 1.51
o secondreron 10,990 15,106 0.34 0.48 (5.82) (4.28)
cljizzt';r'l';?;y 10,990 15,524 0.34 0.49 (51_':;) (31":71)
iZf:otcr;'lijtion to 10,990 17,822 0.34 0.57 (51_':;) ( 31"::)

As a robustness check, the study replicates the counterfactual scenario for the 1912 Saenz

Pefia Law to gauge how the long-term implications of the initial and short-lived transition to

democracy differ from the breakdown implications. The evidence largely suggests that,

compared to the countries on the parallel trend line, the synthetic Argentina exhibits a markedly

higher per capita income level in the long run. In quantitative terms, Argentina’s long-run per

capita income in the absence of the Sdenz Pena Law would approach 62 percent of the US level,
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which is nearest to that of New Zealand. Before passage of the 1912 law, Argentina’s
development path appears to closely match the paths of Chile, Germany, the United States, and
Uruguay. Contrary to widespread belief, the evidence supports the notion that such a transition to
democracy might also have encouraged the wealth and income redistribution that led to effects
on long-run development that were just as harmful as the institutional breakdowns that started
with the 1930 coup. The synthetic counterfactual estimates here clearly suggest that if, instead of
enactment of the 1912 Sdenz Pefia Law, Argentina’s institutional development mimicked that of
the key donor countries, its long-run per capita income gains would have been large, and today
Argentina would be a rich country. Figure 3 summarizes the synthetic counterfactual scenario for

each quantified institutional breakdown.
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Figure 3. Real GDP per Capita of Argentina and Counterfactual Scenario of Institutional Breakdowns:

Synthetic Control Estimates, 1850-2012
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5.3. Robustness Checks

This section briefly discusses the alternative difference-in-differences (DD) counterfactual
setup of the long-run development model as a robustness check on the validity of synthetic
control estimates.

As a robustness check on the validity of synthetic control estimates, the difference-in-
differences effects of Argentina’s institutional breakdown on long-run development were
computed and the set of counterfactual estimates was constructed. A calibration of the DD
parametric estimates is performed to examine the alternative paths of Argentina’s development
under two plausible assumptions: (a) the absence of institutional breakdowns and (b) the
adoption of US-style de jure and de facto political institutions over a 15-year transition window.

Let ; =1,2,...N index the number of countries in the sample. Suppose the de jure and de

facto institutional breakdowns take place in country ;j at time ¢. Assume country j at time ¢ + 1
embarks on a different institutional path from a nearest-neighbor country with similar observable
characteristics. First, to gauge the effects of institutional breakdowns, use the following equation

to show the underlying counterfactual distribution of the de jure and de facto set of political

institutions:
Il?e Jure lf t< té?reakdown ‘ Il?e Facto lf t < té?reakdown
%De Jure,Counterfactual __ It ¢ De Facto,Counterfactual __ Jit
Jot - De Jure : Breakdown Jot - De Facto Breakdown
Lys, it 1> Is, " if >4, 5.1)
N .

where the set of de jure and de facto political institutions in the jth country in the post-
breakdown years is replaced by the set of political institutions from the ith benchmark
country—in this case the United States. Second, invoke the core fixed effects long-run
development in equation (3.1), and consider the estimated de jure and de facto coefficients.

Third, for Argentina as the treated unit, construct an alternative de jure and de facto
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institutional time series, where the level of development of the de jure and de facto political
institutions moves to the US level in ¢ + 1 during the 15-year transition period. Fourth, use the
de jure and de facto long-run development point estimates, and compute the path of long-run
development with the alternative time series in the post-breakdown period conditional on the
observed covariates and their point estimates in table 3. Using the spliced de jure and de facto
institutional time series for Argentina, one can compute the counterfactual path of long-run

development as

ln y?ct)unterfactual - Q + ( H] . '(\\*S]]D? Jure,Counterfactual + 02 . S]Det Facto,Counterfactual ) + A

+2 w1 —>{0,1}] +2¢t [t —>{0,1}] +X, B+e,,

J

; (5.2)

Where yf(t)unterfactual

is the counterfactual path of long-run development for the jth country
(Argentina) at time #; 6, and 6, , respectively, denote the point estimates for de jure and de facto

political institutions to long-run development from equation (3.1); #; denotes the shift in the

intercept Q triggered by unobserved country-level effects, which varies across countries; ¢
denotes the shift in Q triggered by the time-varying technology shocks common across all
countries; B indicates the estimated effects of long-run development covariates different from
political institutions; and Aj denotes the cyclical variation in } captured by the log first

differences of per capita GDP that take place even with the alternative de jure and de facto
institutional design. By default, equation (3.2) implies that the counterfactual long-run
development series exactly matches the actual one in the pre-breakdown period but tends to

offset it in the post-breakdown period.
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In the appendix, table A1 (page 55) summarizes the DD effects of institutional
breakdowns on Argentina. If Argentina had had US-style de jure and de facto political
institutions in place since 1850, the counterfactual estimate implies that its long-run per capita
output would have been 45 percent higher than the actual one by the end of the estimation
period. Such a sizable gain in long-run growth and development following the US-style
institutional design implies that Argentina’s per capita output relative to that of the United States
would rise from 34 percent to roughly 50 percent. The DD estimates of Argentina’s long-run
development without institutional breakdowns are slightly smaller but roughly similar to the
synthetic control estimates in figure 3 and table 5.

On the eve of World War I, Argentina was a rich country, with a GDP per capita that
paralleled that of Western Europe and the United States. The country’s future looked bright.
However, Argentina’s per capita GDP today is similar to that of Russia and Turkey rather than

that of the United States and Switzerland. The obvious question to ask is, what went wrong?

6. Conclusion

This paper exploits moments of institutional breakdown to consistently estimate the contribution
of de jure and de facto political institutions to long-run development. Drawing on Argentina’s
extensive historical bibliography, the empirical strategy used here identifies the moments of
institutional breakdown and builds a counterfactual scenario assuming Argentina developed de
jure and de facto political institutions such as those that developed in similar countries, including
competitive polity, genuine rule of law, checks and balances, and an independent Supreme
Court. The 1853 Constitution enshrined many principles from the US republican model, and
Argentina embarked on the path of its Belle Epoque. It achieved remarkable rates of economic

growth but never finished its transition to democracy. Decades of electoral fraud, political
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malfeasance, and legislative malapportionment were put to a halt in 1912 upon the passage of the
Saenz Pena Law, which outlawed fraud and introduced secret, compulsory male suffrage.
Although democracy tends to accompany the rule of law and greater transparency, by the same
token, the Sdenz Pena Law also sowed the seeds for income and wealth redistribution and helped
to pave the way for the populist-style public policies that also condoned the institutional
breakdowns that followed. Argentina’s transition to democracy was formally infringed in the
1930 military coup, which precipitated a decade of electoral fraud, brought about the demise of
checks and balances, and later led to Juan Perén’s rise to power. This paper shows that
Argentina’s departure from the system of checks and balances and its abandonment of the rule of
law triggered a series of persistent institutional breakdowns and held long-lasting implications
for the country’s growth and development for many years ahead.

Had the institutional breakdowns not occurred and had Argentina followed the trends
established in similar countries in developing de jure and de facto political institutions, its per
capita output would have improved dramatically. In the long run, the absence of institutional
breakdowns is associated with a 45 percent increase in per capita output. Such a large gain is the
equivalent of Argentina’s departure from a middle-income country into the ranks of Spain and
Italy. In the counterfactual scenario, the long-run benefits of an absence of institutional
breakdowns are pervasive, robust, and large-scale improvements in long-run development. Had
the Sdenz Pefia Law not facilitated populist-style income and wealth redistribution, the synthetic
control estimates here imply that today Argentina’s per capita income would approach 62
percent of the US level, which is comparable to that of New Zealand or Slovenia. Instead,
Argentina perpetuated nearly a century of institutional instability that undermined the security of

property rights, increased transaction costs, and essentially led to the abandonment of the rule of
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law. Starting with the rise to power of Peron and his influential wife Eva, Argentina embarked on
an irreversible path of populist social and economic policies and divide-and-rule politics that
ignited Argentina’s decline. The institutional breakdowns triggered by powerful elites were
chiefly characterized by uninterrupted forced resignations of Supreme Court justices, declaration
of economic and political emergencies, nationalization of firms, prosecution and torture of
political opponents, nullification of the 1853 Constitution, rampant government favoritism, and
media censorship.

Had the 1930 military coup never happened, and had Argentina avoided the subsequent
institutional breakdowns and the populist Peronist-style divide-and-rule politics, the synthetic
control and difference-in-differences estimates described herein imply that the country would
have experienced a robust upward growth. In the absence of institutional breakdowns, Argentina’s
per capita income would have approached the ranks of New Zealand, Spain, and Italy.

The implications of this analysis are that having de jure and de facto political institutions
borrowed from a benchmark country such as the United States would not have prevented
Argentina’s century of decline following the US growth spurt. The limited data on the layers of
economic, legal, and other types of institutions preclude a systematic counterfactual investigation
of an alternative development path with a different set of economic and legal institutions and
public policies than the actual ones. From the normative perspective, the analysis highlights
important interplay between the de jure and de facto political institutions, institutional
breakdowns, and long-run development. First, the effects of institutional breakdowns such as the
forced resignation of Supreme Court justices are unlikely to disappear. They hold negative, long-
lasting implications for the path of growth and development and may trigger the adverse side of

path dependence. Second, technological and development breakthroughs are unlikely to be
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nurtured by broad-based and pluralist de jure and de facto political institutions per se because
such institutions may be insufficient to create a framework based on secure property rights and
low transaction costs that could underpin the path to sustained growth. Third, the onset of
institutional breakdowns typically invokes rampant government favoritism of powerful groups in
the absence of constraints on the various sources of power. Such favoritism—first in the form of
the populist-style policies that proliferated under Peron and second in the form of shifts back and
forth between democracy and dictatorship—proved detrimental, as it condemned Argentina to
comparative decline and economic stagnation, expanding its per capita output shortfall relative to
benchmark countries such as the United States to previously unimaginable levels.

This study provides one of the first attempts to systematically assess the long-run
development costs of institutional breakdowns. Given its inherent limitations, four related issues
remain unclear. First, why do some societies fall into the trap of institutional breakdowns while
others manage to attain stable, broad-based, and enduring de jure and de facto political
institutions? Second, do institutional breakdowns affect the proximate causes of growth and
development such as human capital formation, physical capital formation, and demographic
changes? Third, how long does it take for societies to recover economically from institutional
breakdowns? And fourth, are institutional breakdowns outside Argentina fundamentally different
and, if so, in what ways? Despite the limitations inherent in this paper, these perplexing

questions provide fruitful venues for future research.
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Appendix: Difference-in-Differences Effects of Institutional Breakdowns on Argentina’s
Long-Run Development

Table Al. Argentina’s Long-Run Development without Institutional Breakdowns

Real GDP per capita, 2012 Ratio of real GDP per Mean long-run growth

. (1990 Geary-Khamis capita relative to US, rate (standard

Scenario international $) 2012 deviation)
Real Counterfactual Real Counterfactual Real Counterfactual

US-style de jure and de 10,990 15,951 0.34 0.50 1.34 1.41
facto institutions in place (5.82) (8.57)
since 1850
Transition to US-style de 10,990 15,758 0.34 0.49 1.34 1.56
jure and de facto (5.82) (4.98)
institutions instead of
1930 coup
Transition to US-style de 10,990 15,951 0.34 0.49 1.34 1.57
jure and de facto (5.82) (5.43)
institutions in 1946 instead
of rise of Perdn
Transition to US-style de 10,990 15,951 0.34 0.49 1.34 1.57
jure and de facto (5.82) (6.54)
institutions in 1954 instead
of Revolucién Libertadora
Transition to US-style de 10,990 15,951 0.34 0.49 1.34 1.57
jure and de facto (5.82) (6.51)
institutions in 1958 instead
of fragile radical (UCR)
administrations
Transition to US-style de 10,990 15,951 0.34 0.49 1.34 1.57
jure and de facto (5.82) (6.59)
institutions in 1965 instead
of Revolucidn Argentina
Transition to US-style de 10,990 15,951 0.34 0.49 1.34 1.57
jure and de facto (5.82) (6.71)
institutions in 1972 instead
of second Perdn era
Transition to US-style de 10,990 15,951 0.34 0.49 1.34 1.57
jure and de facto (5.82) (6.79)
institutions in 1975 instead
of military dictatorship
Transition to US-style de 10,990 15,454 0.34 0.49 1.34 1.57
jure and de facto (5.82) (6.77)

institutions in 1983 upon
transition to democracy

Source: Author’s calculations.
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Figure Al. Real GDP per Capita of Argentina and Counterfactual under US-Style I nstitutional Design in the Absence of I nstitutional
Breakdowns, 1850-2012
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