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 By now, a vast literature has attempted to answer the question of whether 

democracy is conducive to economic growth. The empirical side of the literature has not 

come to any consensus on this issue. My thesis examines Argentina’s economic and 

political history from 1960 to the present, including particularly volatile episodes with 

many military regimes. Specifically, I attempt to contribute to the democracy-growth 

literature by examining whether Argentina’s level of democracy affected its economic 

growth. Controlling for a number of factors, I construct an econometric model that 

focuses on GDP as the dependent variable and democracy as the independent variable of 

interest. I claim that there is no correlation between Argentina’s economic growth and its 

level of democracy. 
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INTRODUCTION 

 

Argentina has cycled between military dictatorships and democracy since 1930. 

This political volatility became a problem from 1955 to 1983, as none of the elected 

presidents were able to finish their term. How has this political instability affected the 

country’s economic growth? My claim is that democracy has had no effect on 

Argentina’s economic growth. Utilizing an econometric model with Argentina’s 

economic growth (GDP growth) as the dependent variable, I tested for the impact of 

democracy controlling for other independent variables. 

First, giving some historical background on Argentina, I explain the different 

factors that have led to Argentina having such a volatile political system. I also explain 

why Argentina is a good case to examine in terms of the democracy-economic growth 

relationship. Then, I look at previous studies done in the field and the different results 

that have come from them. In the next section (Econometric Model), I introduce and 

construct the econometric model that estimates democracy’s effect on economic growth 

in Argentina. This section explains the econometric model as a whole; however, the next 

section (Explanation of Variables), clarifies why I chose each variable separately. The 

Results section gives the outcome from the regression, as well as a few tests that show 

the efficiency and accuracy with which my model predicts how each variable affects 

economic growth. 

In the conclusion, I include an analysis of the results of the econometric model. I 

also compare these results to my claim and interpret why these results reflect or do not 
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reflect what my expectations were. I conclude by making some remarks on how my 

results would relate to the previous studies, and how my time-series model differs from 

others with a cross-sectional setting. 
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BACKGROUND HISTORY 

 

Argentina’s political history has been characterized by transitions from 

democratic governments to non-democratic governments, starting with the first military 

coup in 1930. At first, this volatility was not a big concern, since it did not happen very 

often. However, it became important when, between 1955 and 1983, the society was 

divided in two, and none of the elected presidents were allowed to finish their terms. The 

main figure during this time period was populist president Juan Domingo Perón, who 

gained the presidency in 1946 with charisma and policies that attracted the larger and less 

wealthy section of the population, but drove the more conservative and wealthy sections 

away. 

Perón started his career in politics as part of a military coup led by Colonel Arturo 

Rawson in 1943. Perón had different roles in this military government, but his main 

position was as the head of the then insignificant Labor Department, which he later 

elevated to cabinet level. The Labor Department reforms he made raised his popularity 

among the poorer sections of Argentina, but caused conservative sections of the 

population to perceive him as socialist, perceptions which led to his arrest. Mass 

demonstrations by his followers forced his release. In 1945, he won the presidential 

elections and instituted the populist reforms that he promised in his campaign, such as 

increasing wages and employment, and nationalizing industries like the railroad and the 

telephone system (Dornbusch and Edwards 1991). 

http://en.wikipedia.org/wiki/Arturo_Rawson
http://en.wikipedia.org/wiki/Arturo_Rawson
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In 1952, a reelected Perón began his term with an economic crisis, although he 

was still very popular among the masses. In order to keep financing his policies he 

needed to print money, which led to an overflow of the money supply that made inflation 

rise to 31% (Dornbusch and Edwards 1991).  Even though he did not take a side in the 

world divided by capitalism and socialism, conservatives considered his policies leftist. 

His legalization of divorce and prostitution and the extension of suffrage to women led 

the Catholic Church to stand against him. All of these factors led to Perón’s downfall, 

which came about in 1955, after an unsuccessful attempted coup that almost killed him, 

and another successful one. He was thrown out of power and “retreated to the refuge of a 

Paraguayan gunboat that took him to an ignominious asylum” (Skidmore and Smith 

2005: 89).  Perón eventually settled in Spain. 

Although he did not set foot in Argentina again until 1973, Perón never stopped 

influencing its political history. He was such an important figure in politics that the 

military tried to keep him and his party as far away from politics as they possibly could. 

In fact, the Peronists were the reason why the military did not allow either of the two 

democratic presidents to end their terms in office. The first one, Arturo Frondizi, who 

stayed in office from 1958 to 1962, allowed the country to experience a growth in the 

economy. Although the inflation rate was especially high in 1959, he was able to lower it 

to 27.3% in 1960 and to 13.5% in 1961. Even the domestic oil industry was doing well 

enough to allow the country to become self-sufficient in oil. Despite any improvements 

that the economy might have had during his presidency, Frondizi allowed the Peronists to 

be in the 1962 elections and they won, infuriating the military who annulled the election 
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and removed Frondizi from office (Skidmore and Smith 2005). José María Guido, the 

president of the Senate, became president of the country, but the power remained with the 

military until the next democratic president, Arturo Illia, took office in 1963. During 

Illia’s presidency the economy expanded as well; however, just like Frondizi, Illia 

allowed the Peronists to run in the 1965 congressional elections, in which they easily won 

a majority of seats. The military then annulled the results of the election once more, but 

as inflation was on the rise, the Argentine people began to grow discontent with their 

government. 

Finally, the military permitted Perón to return to power in 1973, after losing 

popular support. While in exile, his support had not only come from the Peronist party 

but also from the newly formed leftist movements. When he regained power, however, 

Perón betrayed the socialists by presiding over a “military and police counteroffensive 

against the revolutionary left” (Skidmore and Smith 2005: 97). After his death in 1974, 

his wife Isabel de Perón assumed the presidency, but was so insecure and indecisive that 

José Lopéz Rega, the minister of social welfare at the time, influenced most of her 

decisions. His ideology was that of a far-right Peronist, and he persuaded Isabel to crack 

down on the left. Finally, in 1976, the military assumed national control for a third time, 

after ensuring that the national situation was so violent and the economy so chaotic that it 

seemed, in the minds of the Argentine people, like the only option. The death toll of this 

military coup is unknown, but estimated to be around 30,000 people who “disappeared” 

(Skidmore and Smith 2005: 97). 
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Figure 1: Polity Scores for Argentina 1961, 2008 

 

The government instability in Argentina between 1955 and 1973 took place 

because of the fear that the military had of Perón returning to power. Even Perón, in spite 

of his left-leaning populist policies, was against the extremist left taking power in the 

country.  Therefore Argentina, unlike most other Latin American countries, is a nation 

that has never been governed by a leftist party. In other words, since Perón originally 

passed populist reforms between 1946 and 1955, Argentina has not seen another populist 

leader. Given that the military regimes all governed on the right, and the democratic 

regimes governed in the shadow of the military, the impact of democracy on economic 

growth in the case of Argentina may be limited. 

The political history of Argentina has been very erratic, especially between 1955 

and 1983. This volatility is illustrated in Figure 1, above. This graph shows the variations 

in democracy from 1961 to 2008 in Argentina. The closer the variable is to 10, the more 

democratic the country is, and the closer the variable is to −10, the more authoritarian the 
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regime is. Scores below −6 are considered dictatorships and scores above 6 are 

considered democratic. From 1961 to 1965 the score for Argentina was −1, because 

during this period the country was governed by an elected president (except for Guido 

between 1962 and 1963) but the policies were closely monitored by the military to make 

sure no leftist policies could be passed. Then, from 1966 to 1972, there is a series of 

dictatorships in power and the score drops to an even lower −9. In 1973, when Perón 

regains control of the country, the score goes up to 6 to demonstrate the return of 

democracy as the ruling political system, until the next military regime takes control in 

1976 where the score goes back down to −9. After this last dictatorship, the military gets 

pushed away from power, which is portrayed in the graph with scores that remain around 

7 and 8. 
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THREE SCHOOLS OF THOUGHT 

 

Throughout the last several decades, many researchers have debated what effect, 

if any, democracy has on economic growth. Robert J. Barro (1997), the most cited author 

on this matter, has come up with a very interesting model. Most authors suggest that this 

relationship is one-sided, either positive or negative; however, for Barro, this relationship 

is a reverse u-shaped curve. He believes that in a society with low levels of democracy, 

more democracy will be beneficial since it will provide a check on government officials. 

Nevertheless, in a society with a preexisting strong sense of democracy, more democracy 

will be detrimental because it will promote redistribution of wealth from rich to poor, 

diverting it from more efficient sources of investment. 

Unlike Barro, most researchers have come up with a linear relationship between 

democracy and economic growth, but no consensus has been drawn to determine the real 

effects. Sirowy and Inkeles (1990) have divided these results into three different schools 

of thought: the Conflict school, whose followers believe that there is a negative 

correlation between democracy and economic growth; the Compatibility school, where 

its supporters think that there is a positive correlation between democracy and economic 

growth; and the Skeptical school whose advocates assume that there is no correlation 

between democracy and economic growth. 
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1. Conflict School 

Researchers in the Conflict school believe that democracy harms economic 

growth because it promotes inefficient redistribution of wealth, which is more evident in 

the long run than in the short run. Alesina and Rodrik (1994), for example, think that 

larger rates of inequality lead to higher rates of taxation. Government revenue is then 

redistributed to create a more even allocation of wealth at the expense of the country’s 

economic growth, which, according to Persson and Tabellini (1994), only happens in 

democracies. Olson (1982) also thinks that economies are harmed by democracy because 

interest groups invest in rent seeking rather than more efficient purposes. Nordhaus 

(1975) is another researcher that thinks that this relationship is negative, based on the fact 

that voters look at current economic performance in deciding what candidate to choose in 

the polls. This creates an incentive for the current president to manipulate the economy in 

order to get his or her party in power, negatively affecting the economy in the long run. 

Although almost all studies in this school of thought have found that democracy 

detriments economic growth in the short run, some studies have actually found some 

positive effects in the long run. Helliwell (1994), who concluded that democracy 

hindered economic growth in the short run, also found a positive, indirect effect of 

democracy on education and investment, which would in turn, benefit the economy in the 

long run. Weil (2009: 50) states that “someone who had control over resources and could 

have spent them on consumption today has instead used them to build a piece of capital 

that will be employed in future production,” making investment have a positive 

correlation to economic growth. He also says that “intellectual ability is far more 
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important than physical ability in determining a person’s wage” (Weil, 2009: 161).  In 

other words, Weil argues that the higher the education levels, the higher the wages, and 

therefore, the higher the economic growth  

2. Compatibility school 

Much like Helliwell, Compatibility school supporters believe that democracy 

benefits the economy in the long run. Gerring et al. (2005), for example, believe that 

democracy promotes greater stability and more extensive property rights. Rodrik (1997) 

shares this belief, saying that democracy yields more predictable long run economic 

growth, produces greater stability in economic performance, and pays higher wages. 

Other researchers in this school believe that democracy affects the economy not only the 

long run but the short run as well. According to Wittman (1989), the competition for 

political office prevents politicians from pursuing self-seeking goals and the efforts to get 

a majority vote push the government toward economically efficient outcomes. Pastor and 

Sung (1995) suggest that since property rights are better protected in a democracy, the 

private sector is more likely to invest in the economy, therefore enhancing it. Another 

proponent of this school, Scully (1997), argues that economic growth is positively 

correlated to the “rule space” (which measures freedom in institutional framework and 

policy, and would suggest that an increase in freedom would cause an increase in 

democracy).  Scully dares to conclude that “a modern standard of living is quite 

impossible to achieve without free institutions” (1997).  
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3. Skeptical school 

The last of the three schools, the Skeptical school, considers that democracy has 

no effect on economic growth because politics alone do not determine an entire country’s 

performance. The Skeptics suggest that other factors, such as political party systems, 

patterns of industrialization, and cultural environment, confound the relationship between 

democracy and growth. Burkhart and Lewis-Beck (1994) say that economic development 

fosters democracy and not the other way around. De Haan and Siermann (1995) made 

observations on the models used in other studies that looked at this correlation. They 

concluded that although the relationship between democracy and economic growth in 

these studies was statistically significant, the results were not robust, and adding more 

variables to make it robust will make the coefficients insignificant. 
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ECONOMETRIC MODEL 

 

Currently, studies have shown no consensus on the effect democracy has on 

economic growth.  Some researchers have suggested that it might not be the variables, 

but the studies themselves, that have fallacies preventing them from getting sound results. 

Leblang (1997), for instance, suggests that the main problem with studies that look at this 

correlation, is that they usually look at different nations at the same period of time.  Since 

every country has its own unique growth, he suggests a model that looks at different 

nations across time. My model, however, will avoid this problem since it will be a time-

series that will look at only Argentina, from 1961 to the present day. I have chosen this 

nation because it has been struggling since the 1930’s to stabilize and adjust its economy 

(Remmers and Wibbels, 2000), and this period corresponds to the first of a series of 

military dictatorship to take power in Argentina. Also, even though Argentina has had 

military dictatorships like many Latin American countries, it is the only nation that has 

never had a truly leftist government. My model will, of course, include a variable for 

economic growth and one for democracy. Economic growth will be the dependent 

variable, and will be represented by the Real GDP growth (annual %). In respect to 

democracy, there are two main measurement scales: the Gastil scales, and the Polity IV 

data set. The Gastil scales come from the Freedom House, which makes them highly 

reliable.  However, the data begins in 1973 and the last military regime in Argentina 

ended in 1983, giving me a very limited number of data points for non democratic years.  

Therefore, I will use the Polity IV data set, which provides me with data starting in 1945. 
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In order to make the model reliable, I will need to include as many variables as 

possible that could affect economic growth, to control for other factors that would affect 

the growth in the economy outside of democracy. Mankiw et al. (1992) view the Solow 

model as the best one in predicting economic growth, and they implement the Solow 

model’s savings rate and population growth as the two main exogenous variables in their 

own model. I will use these two variables for my model, which will be represented by 

gross fixed capital formation (investment) and population growth (annual %). 

Additionally, from the Solow model I will include a trend variable to account for 

technological progress. Because this variable will be a sequence of numbers (1, 2, 3, 4, 

5…), my model will assume that Argentina was completely open to trade during these 

years. Although these variables might be successful in determining economic growth in 

general, Feng (1995) thinks that since Latin America has had a very unique growth 

experience, it should be looked at from its own unique perspective.  He suggests 

including variables that were critical in Argentina’s economic history: inflation and debt. 

To represent inflation, I have two choices: consumer price index (CPI) or GDP deflator.  

I will use the GDP deflator because it only includes goods and services from the GDP, 

and I am doing this based on GDP growth. Debt will be represented by a variable called 

debt to GDP ratio, which will be calculated by obtaining the external debt stock for the 

year and dividing it by the GDP for that same year. All variables, except for democracy, 

will be taken from the World Development Indicators (WDI).  The WDI comes from the 

World Bank, therefore it is a complete, reliable source, with more than 800 indicators to 

choose from. Combining all of these variables gives me the following model: 
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GDPgrowthpc = β1 + β2Tech + β3Inv + β4Popgrowth + β5Inflation + β6Debt + 

β7Democ + e 

where GDP growthpc represents the growth rate of per capita GDP, Tech represents 

technological progress, Inv represents the level of gross fixed capital formation for the 

year (accounting for investment), Popgrowth represents the growth rate of the population, 

Inflation represents the level of inflation for the year shown by the GDP deflator, Debt 

represents external debt, Democracy represents the Polity score for the year, and e 

represents the error term.  
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EXPLANATION OF VARIABLES 

 

1. Democracy 

Democracy is the variable of interest. Krieckhaus (2006) believes that, in Latin 

America, the relationship between democracy and economic growth should be negative. 

He asserts that in places where “societal groups pressure the state with redistributive 

demands,” or in other words, have preferences for leftist governments, “democracy will 

be bad for growth” (Krieckhaus 2006: 339). My expectation is that since the closest this 

country was to having a leftist government in power was with Peron’s populist reforms, 

the relationship between this variable and economic growth would not exist.   

2. Investment 

Because an act of investment is “the spending of resources on the creation of 

capital” (Weil, 2009: 50), it corresponds to an act of saving, as the money that would be 

used for consumption is used for the creation of capital that will be employed in future 

production. Therefore, as Weil concludes, “a country that raises its level of investment 

will experience an increase in its rate of income growth” (2009: 68). Because the benefits 

obtained from an investment take some time to be visible, this variable will be lagged one 

year. 

3. Population growth 

Population growth is the percentage of increase in the total number of population 

from one year to the next. Since capital is rival in use, the smaller the ratio of capital per 

people, the smaller the output received from each person. Consequently, the larger the 
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population growth rate, the smaller the economic growth rate in a process called capital 

dilution (Weil, 2005). 

4. Technology 

Weil (2009) defines technology as the “available knowledge about how inputs can 

be combined to produce output” (32).  Consequently, an increase in the growth rate of 

technology will lead to an increase in productivity. Although in the short run this may 

cause a decrease in output, because part of the labor force is devoted to R&D instead of 

producing output, in the long run it will increase the steady-state levels, raising the levels 

of economic growth. 

5. Inflation 

Feng (1995) thinks that studies that attempt to determine economic growth in 

Latin America should include inflation and debt, since these two factors were critical in 

the development of this region’s economic history. Inflation refers to the decrease in 

value of a currency that occurs when the demand for the currency exceeds its supply. 

This lost value is reflected by an increase in prices. Barro (1995) showed in his study that 

inflation is negatively correlated to economic growth. 

6. External debt 

External debt refers to money owed to foreign banks such as the International 

Monetary Fund. Because the country has to pay off the loans, it is using what could be 

spent on the creation of new resources, therefore creating a negative effect on economic 

growth. Schclarek (2004), in fact, tested this hypothesis and found that this relationship 

was indeed negative. 
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RESULTS 

 

In order to determine whether the model is specified or not, I ran a RESET test 

before running the regression for the model. This test determines if the model is 

adequate;  in other words, if there are omitted variables, or the wrong functional form is 

chosen, the model will be misspecified (Hill et al., 2008). The RESET test is run by 

creating a new model that includes the square and cube of the predicted value of the 

dependent variable.  If either one of the elasticities is statistically significant, then the 

model is misspecified. The RESET test for this model is given in Table 1, below. 

 

Table 1: RESET test 

Note: Dependent Variable: GDP per capita growth (annual %) 

 

The main concern on this table is the last two variables: Predicted Value (Squared) and 

Predicted Value (Cubed). Predicted Value (Squared) represents the square of the 

Regressor Coefficient p-value 

Constant 22.991 .128 

Trend .642 .015 

Gross Fixed Capital Formation .000 .006 

Population Growth  -8.818 .300 

Inflation, GDP Deflator -.007 .009 

Debt to GDP Ratio -49.543 .006 

Democracy .098 .536 

Predicted Value (Squared) .035 .329 

Predicted Value (Cubed) -.004 .388 
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predicted value for the dependent variable, and Predicted Value (Cubed) represents the 

cube of this predicted value. Since neither one of them is statistically significant, then I 

can conclude that the model is not misspecified. 

Knowing that the model is not misspecified, I run the regression to determine how 

democracy affects economic growth in Argentina. Doing so provides me with the results 

shown in Table 2, below. 

 

Table 2: Model 

Note: Dependent Variable: GDP per capita growth (annual %) 

 

In this table, Trend represents technology, Gross Fixed Capital Formation represents 

investment, Population Growth represents the growth rate of the population, GDP 

Deflator represents inflation, Debt to GDP Ratio represents external debt, and Democracy 

represents the Polity score for the year. Looking at the results I can conclude that most of 

the variables in the model fulfilled my expectations. The technology variable had a 

Regressor Coefficient p-value 

(Constant) 22.991 .128 

.015 Trend .642 

Gross Fixed Capital Formation  .000 .006 

Population Growth -8.818 .300 

Inflation, GDP Deflator -.007 .009 

Debt to GDP Ratio -49.543 .006 

Democracy .098 .536 

R squared: .486   

F statistic: 6.298 (.000)   
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positive sign and was statistically significant (its p-value was lower than 0.05). This 

means that the more the country’s technology advances, the higher the economic growth. 

Concerning the investment variable, although it is statically significant and the sign 

seems to be positive, the economic effect is basically zero, so it does not seem to conflict 

with the model. Population growth does take the expected sign (negative); however it is 

not statistically significant and therefore cannot be taken into consideration. The next two 

variables (inflation and debt) are both statistically significant and take the expected sign. 

The last one, the variable of interest, seems to have a positive sign, however because its 

p-value is much higher than 0.05, the effect that this variable has on economic growth 

becomes zero as it is not significant. 

In order to determine how well the data fits into the model, we can utilize the R 

squared, which measures goodness-of-fit, or how well the data fits into the predicted 

values (Hill et al., 2008). The closer that this number gets to 1, the better the data fits into 

the least squares line. As the table shows, the R squared for this model is 0.486, which is 

large enough for the data to fit well into the model. However, because the model is a 

time-series, the data should trend together more smoothly to give me larger numbers such 

as 0.8 or 0.9. 

Another measure of fit is the F-test, which helps determine whether a group of 

independent variables should be used together in a model (Hill et al., 2008). The F-test is 

for the group of independent variables as the t-test is for each independent variable. 

Similar to the t-test, if the p-value is under 0.05, then the model is statistically significant. 

As the table shows, the F-statistic for this model turns out to be 6.298 with a p-value of 
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almost zero (.000). Since the p-value is lower than 0.05, then the model is statistically 

significant. In other words, in accordance with the F-test, the independent variables 

influence the economic growth of Argentina. 
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CONCLUSION 

 

At the beginning of this paper, I claimed that democracy would have no effect on 

Argentina’s economic growth. This statement was not unfounded, but rather based on 

Argentina’s unique history of never having a leftist government in power. Since the 

democratic presidents in Argentina were closely monitored by the military to make sure 

no leftist policies were passed, there was little difference between rulings coming from a 

democratic government to one coming from the military. In order to find what this effect 

might be, I conducted a regression analysis controlling for other factors such as inflation 

and population growth. I concluded that since the democracy variable was not 

statistically significant, democracy had no effect on the economic growth of Argentina. 

To be statistically insignificant means that the independent variable in question 

does not affect the dependent variable. Therefore, I hypothesized that any variation in 

democracy would not affect the economic growth in Argentina. The data I collected 

shows that democracy is not statistically significant, which supports my claim, because 

the model suggests that economic growth does not correlate with a specific political party 

or leader in Argentina (i.e. democracy or dictatorship). In other words, since political 

parties in Argentina tend to be moderate or at the center of the political spectrum (with 

dictatorships usually being slightly further to the right), Argentina’s economic policies 

should not change dramatically over time, regardless of whether the government is a 

dictatorship or a democracy.  
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Based on the definitions of the three schools of thought (Compatibility, Conflict, 

and Skeptical), my thesis would fall under the Skeptical school of thought. Nevertheless, 

I do not share the same reasoning as other skeptical researchers as to why democracy 

would have no effect on economic growth. Skeptics generally believe that any noticeable 

effects are due to other factors confounding the results, whereas I believe that 

democracy’s effect in Argentina is zero because economic policies do not deviate much, 

despite political changes.  

My study differs from others because it is not cross sectional, but rather, a time 

series analysis. I chose this method because I consider cross sectional analysis to be the 

main problem with most studies. Democracy potentially would not work equally for 

every country, because many factors within a country can determine whether democracy 

will enhance or limit economic growth. Therefore, a time-series analysis, like the one 

conducted in this paper, is required for this kind of study to be able to obtain accurate 

results. Although my study is limited to Argentina specifically, a time-series analysis 

would more accurately portray democracy’s effect on economic growth in any country 

than other cross-sectional studies have done with respect to democracy and economic 

growth in general. 

.  
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