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Abstract

This policy paper analyzes Javier Milei's shock therapy in Argentina as a response to
chronic inflation, fiscal disorder, institutional weakness, and collapsing trust in economic
policy. It examines the preconditions of Argentina’s crisis, the logic of rapid adjustment,
and the main reform areas: fiscal consolidation, monetary stabilization, labor-market
reform, deregulation, and external sector and market opening. It argues that Milei’s
early successes like lower inflationary pressure, improved fiscal indicators, and restored
market confidence, reflect a credibility-driven break with Argentina’s previous policy
regime. At the same time, the adjustment has imposed significant, mostly short-term
social costs, including recessionary pressures, declining purchasing power, and political
conflict. The central finding is that shock therapy can stabilize expectations when
gradualism has lost credibility, but its long-term success depends on whether fiscal
discipline, monetary restraint, and structural reforms translate into broad-based growth
and durable institutional consolidation. For Europe, Argentina is not a direct blueprint,
but a warning case: credibility, sequencing, and clear political communication matter
before crisis makes radical reform unavoidable.
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Executive Summary

This policy paper analyzes Javier Milei's shock therapy in Argentina as a response to
chronic inflation, fiscal disorder, institutional weakness, and collapsing trust in economic
policy. It examines the economic and political preconditions of Argentina’s crisis, the
concept of shock therapy in the Argentine context, main reform areas of the Mileian
program, the early effects of the reform program as well as the limits of its long-term
sustainability.

Milei ascended to the presidency in a state of severe macroeconomic and institutional
disintegration. Inflation had exceeded 200% in 2023, the fiscal position was
fundamentally and structurally imbalanced, the peso had largely lost credibility as a
store of value, and the economy was marked by misvalued exchange rates, tight capital
and price controls, high subsidies, a rigid labor-market, and weak contract reliability.
The paper argues that the political crisis, that provided the path to power for Milei, is the
necessary consequence of weakened markets created by multiple decades of fiscal
dominance and monetary state financing, excessive regulation and autarky-minded
isolationism in terms of trade. Persistent deficits created pressure for monetary
expansion; monetary expansion fuelled inflation; inflation eroded real incomes, savings
and social institutions; with the decline in institutional trust weakening the basis for long-
term economic planning, capital formation as well as credible, rule-based policy
expectations.

Specifically, the paper identifies five central institutional weaknesses behind Argentina’s
decline: regulatory overreach, fiscal dominance, weak property and contract reliability,
financial repression, and regime uncertainty. These weaknesses not only came with the
aforementioned economic ailments but also themselves fostered a political-economic
equilibrium of monetary dependency, in which subsidies, protectionism, cronyism, public
employment, regulation, and monetary financing generated constituencies with strong
incentives to preserve the status quo. In this environment, Milei’s rise is interpreted
through the lens of his viral anti-casta narrative, which transformed abstract phenomena
like inflation, deficits, stagnation, and regulatory privilege into a coherent political
message around personal responsibility and political failure, that made radical reform
electorally viable.

On the campaign trail, he promised, that the shock therapy he sought to enact, would
restore macroeconomic stability, dismantle long-standing distortions, and reestablish
credibility through rapid and simultaneous policy changes. The paper analyzes these
promises on an ex-post basis for the time horizon from December 2023 to roughly April
2025 as the initial shock-therapy phase, culminating in the fiscal turnaround, rapid
disinflation, and partial liberalization of the exchange-rate regime. From 2025 onward,



and especially by 2026, Argentina appears to have moved into a stabilization and
institutionalization phase rather than a pure shock phase.

The strategic logic of the reform program rests on three objectives: reducing inflation,
restoring fiscal order, and rebuilding confidence in markets and institutions. These
objectives are mutually reinforcing. Fiscal consolidation reduces the need for monetary
expansion; monetary restraint anchors inflation expectations; and improved credibility
supports investment, capital inflows, and market participation. The paper emphasizes
that in a low-credibility environment, gradualism may fail because partial reforms are
interpreted as intertemporally unsustainable and thus likely to be reverted. Shock
therapies can therefore function as a commitment device: by changing several policy
margins at once, they signal a clear break with the previous regime and significantly
raise the political and economic costs of reversal.

Milei’s first major reform area is fiscal consolidation. The government pursues an
expenditure-based adjustment through cuts to energy and transport subsidies,
reductions in discretionary transfers to provinces, containment of public-sector wages,
cuts or freezes in public investment, administrative restructuring, and public-sector
layoffs. Public employment was reduced by 63,234 jobs from December 2023 to
December 2025. The fiscal adjustment produced a rapid improvement in fiscal
indicators, including a primary surplus and a financial surplus in 2024 and 2025. This
reduced the government’s financing needs and weakened the link between fiscal
deficits and monetary expansion. At the same time, the adjustment had contractionary
effects on domestic demand, private consumption, public consumption, and investment.
The main beneficiaries were the federal government, investors, taxpayers, and
productive sectors that may benefit from fiscal sustainability and improved market
confidence. The main losers were groups exposed to subsidy cuts, public-sector
reductions, lower public investment, and reduced real disposable income.

The second reform area is monetary stabilization. The government moved to limit
monetary financing of deficits, reduce central-bank remunerated liabilities, and
strengthen the BCRA's balance sheet. The paper argues that this was essential
because Argentina’s inflation had been sustained by chaining the BCRA to a path of
rampant monetary expansion through fiscal dominance. The early result was a
reduction in inflationary pressure and a partial stabilization of exchange-rate
expectations. However, the distributional effects were uneven. Stable money benefits
savers, investors, and households that depend on predictable prices. Yet disinflation
does not immediately restore lower income household’s purchasing power, especially
when fiscal consolidation simultaneously reduces disposable income and price
liberalization raises previously controlled prices.



Thus the third reform area concerned labor markets. Argentina’s labor market had long
been choked by strong union influence, strict employment protection, high non-wage
labor costs and widespread informality. Milei’s reforms aimed to increase flexibility by
easing dismissal rules, modifying severance arrangements, extending probation
periods, and allowing greater contractual flexibility. The objective was to reduce the cost
and risk of formal hiring, improve business incentives, and lower structural barriers for
new entrants.

The fourth reform area is deregulation. The paper treats deregulation as a central pillar
of the reform program because Argentina’s regulatory environment had generated
artificial complexity, entry barriers, allocative inefficiency, and rent-seeking. Through
DNU 70/2023, the Ministry of Deregulation, the repeal of the 2020 Rental Law,
Burocracia Cero, and broader administrative simplification, the government sought to
remove price controls, liberalize rental markets, reduce licensing requirements, digitize
procedures, and lower barriers for firms and entrepreneurs. The paper argues that
deregulation can improve price signals, competition, innovation by widening the
opportunities of economic experimentation, entrepreneurship and unfettered price
discovery. The clearest example discussed is the rental market, where the repeal of
rigid rental rules aimed to restore contractual freedom and increase housing supply.

The fifth reform area is the external sector and market opening. Before Milei,
Argentina’s trade and capital regime was shaped by tight capital controls, import
licensing, administrative foreign-exchange allocation, profit-repatriation restrictions,
tariffs, and protectionist import-substitution policies. Milei’'s government moved to
replace the SIRA import-authorization system, correct the official exchange rate toward
market levels, liberalize trade and capital-market conditions, and restore Argentina’s
attractiveness for international investment. The paper argues that export sectors,
investors, and long-term growth may benefit from improved competitiveness, capital
inflows, and stronger integration into international markets.

The overall assessment is cautiously positive but explicitly conditional. Among the early
successes are lower inflationary pressure, improved fiscal indicators, narrower
exchange-rate distortions, recovering foreign-currency deposits, lower sovereign
spreads, improved capital inflows, and restored market confidence. Fiscal consolidation,
monetary restraint, and rapid reform implementation appear to have acted in the correct
order to measurably shift market expectations towards a credible break with Argentina’s
previous policy regime. However, the paper emphasizes that at this point in time the
evidence remains preliminary, with more future research in the years after the Milei
administration needed to really empirically cover the long-term implications of the
Mileian reform program.



For Europe, the paper derives three transferable lessons. First, credibility is central to
economic policy, and persistent deviations from rule-based frameworks can weaken
expectations and investment even outside high-inflation environments. Second,
sequencing matters: fiscal instability must be addressed before or tightly alongside
monetary instability with structural reform following them, because partial or poorly
sequenced reforms may macroeconomically undermine each other. Third, political
communication matters because expectations are shaped not only by policy action but
also by the clarity and credibility of the reform measures and targets. For Europe, the
Argentine case therefore serves both as vital information and critical warning: market
dynamism, harder currency conditions and public restraint should be both credibly and
sustainably restored before worsening crisis conditions make drastic policy moves
unavoidable.



1. Introduction

Argentina entered the 2020s in a state of persistent macroeconomic instability,
institutional fragility, and declining public trust. Inflation exceeded 200% in 2023, the
fiscal position remained structurally imbalanced, and the national currency had largely
lost its function as a reliable store of value. Recurrent cycles of expansionary fiscal
policy, monetary financing, and regulatory intervention had eroded the credibility of
economic institutions and weakened the functioning of markets. At the same time, real
wages declined, poverty increased, and economic uncertainty became a defining
feature of everyday life for the Argentine people. The Argentine case is unique because
it represents a combination of three interrelated failures: chronic inflation, state-driven
distortions, and a collapse of trust in policy.

This environment created the conditions for a radical political and economic shift: With
the election of Javier Milei as president in late 2023, Argentina embarked on a reform
strategy that explicitly rejected gradual adjustment and instead adopted a
comprehensive shock-therapy approach. The reform program aimed to restore
macroeconomic stability, dismantle long-standing distortions, and reestablish credibility
through rapid and far-reaching policy changes. Fiscal consolidation, monetary restraint,
deregulation, labour-market reform, and external opening were implemented
simultaneously, with the objective of generating an immediate and credible break with
the previous interventionist policy regime.

For analytical purposes, this paper treats December 2023 to roughly April 2025 as the
initial shock-therapy phase (Paqué & Holtzmann 2024), culminating in the fiscal
turnaround, rapid disinflation, and the partial liberalization of the exchange-rate regime.
From 2025 onward, and especially by 2026, Argentina appears to have entered a
stabilization and institutionalization phase rather than a pure shock phase (OECD
2026).

The aim of this study is to analyze Milei’s shock therapy in terms of its causes,
measures, and effects. The central research question is whether a strategy of rapid and
comprehensive reform can successfully stabilize an economy characterized by high
inflation, fiscal dominance, and institutional weakness and under what conditions such a
strategy can be sustained over time. More specifically, the goal is to examine whether
early stabilization gains can be translated into durable growth and institutional
consolidation, or whether the reform program remains vulnerable to social, political, and
economic constraints.

The relevance of this analysis extends beyond the Argentine case. While Argentina
represents an extreme example of macroeconomic and institutional failure, the



underlying mechanisms like credibility, expectations, fiscal discipline, and regulatory
frameworks, are relevant for advanced economies as well. In Europe, where institutional
conditions are more stable but not immune to erosion, the Argentine experience
provides a cautionary perspective on the consequences of persistent policy
inconsistency and declining credibility. At the same time, it raises important questions
about the limits of gradualism, the role of political communication, and the feasibility of
reform under different institutional constraints.

This policy paper adopts an analytical and comparative approach. It combines
macroeconomic analysis with insights from political economy and institutional
economics to examine both the design and the implementation of Milei's reform
program. The study draws on empirical data, policy documents, and existing literature to
evaluate the effectiveness of the reforms across key policy areas. Particular attention is
given to the interaction between economic measures and political dynamics, as well as
to the distributional effects of reform.

The structure of the policy paper is as follows. Section 2 analyzes the preconditions of
the Argentine crisis, focusing on macroeconomic imbalances, institutional weaknesses,
and political-economic blockages. Section 3 examines the conceptual framework of
shock therapy, the strategic objectives of the reform program, and its political
implementation. Section 4 provides a detailed analysis of the main reform areas,
assessing the measures taken, their effects, and their distributional consequences.
Section 5 offers an overall evaluation of the shock-therapy approach, including its short-
term successes, associated risks, and long-term sustainability. Section 6 concludes by
deriving lessons for Europe, identifying both transferable insights and the limits of
applying the Argentine experience to advanced economies.

By linking economic analysis with political and institutional considerations, this study
seeks to contribute to a more comprehensive understanding of stabilization under
conditions of low credibility. Argentina under Milei provides a unique case in which the
failure of gradual reform has led to a radical policy experiment. Whether this experiment
can produce lasting stability and growth remains an open question and also one with
implications that extend beyond Argentina itself.
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2. Argentina before Milei: Crisis and Preconditions
for Reform

2.1 Macroeconomic Crisis

Argentina entered Javier Milei’s presidency amid a severe macroeconomic crisis
characterized by entrenched inflation, persistent fiscal imbalances, and profound
currency instability, as well as declining purchasing power and economic uncertainty.
These dynamics were not episodic but reflected the cumulative outcome of decades of
fiscal dominance, monetary financing, and institutional erosion.

2.1.1. Inflation, fiscal deficits, and currency instability

Since its Peronist nationalization and especially during the two decades preceding
Milei’s presidency, Argentina’s monetary policy was subordinated to fiscal needs, falling
prey to the phenomenon of fiscal dominance, where deficit financing dictates monetary
expansion rather than price stability objectives (Barthélemy et al., 2025; Central Bank of
Argentina, 2025). This generated a mutually reinforcing fiscal-monetary dynamic:
persistent deficits created pressure for monetary accommodation; monetary expansion
fueled inflation; inflation operated as an implicit fiscal instrument; and, under conditions
of high inflation and tax-collection lags, the real value of tax revenues could deteriorate,
further reinforcing reliance on inflationary finance (Buchanan & Wagner, 1977;
Friedman, 1974; Tanzi, 1977).

In the Argentine case, this dynamic materialized in a sustained inflationary trajectory,
culminating in annual inflation of 211.4% in 2023 (INDEC, 2024). Parallel to this, the
peso experienced a dramatic loss of credibility, evidenced by the widening gap between
official and parallel (“blue dollar”’) exchange rates and the growing reliance on foreign
currency as a store of value (Figure 11). The collapse of trust in the domestic currency
reflected both domestic policy inconsistency and repeated sovereign crises.

The macroeconomic imbalance was compounded by structural fiscal weaknesses. In
2023, Argentina’s overall fiscal deficit and the BCRA’s quasi-fiscal cost together
amounted to roughly 14% of GDP, reflecting not only the Treasury deficit but also the
interest burden associated with central bank liabilities such as LELIQs and other BCRA
securities (IMF, 2025a; Kleinheyer & Schnabl, 2025). The BCRA'’s balance sheet had
become heavily burdened by government securities and short-term interest-bearing
liabilities, while net international reserves had turned deeply negative, indicating a
severe external liquidity constraint (IMF, 2025b).
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At the same time, exchange-rate distortions intensified macroeconomic instability. A
system of multiple exchange rates, capital controls, and administrative allocation
mechanisms fragmented the foreign-exchange market, undermined price signals,
generated rent-seeking opportunities, and discouraged investment by increasing
operational costs and policy uncertainty (Bagus & Ferrero, 2024; IMF, 2025a). The
resulting misalignment between official and market exchange rates generated arbitrage
incentives, capital flight, and further pressure on reserves.

Historically, these developments can be traced back to repeated cycles of stabilization
and relapse: The Convertibility Plan of the 1990s temporarily restored monetary stability
by pegging the peso to the U.S. dollar, but insufficient fiscal discipline, rising public debt,
and a sequence of adverse external shocks eventually undermined the regime and
culminated in the 2001 crisis and sovereign default (IMF, 2004; Reinhart & Rogoff,
2009). Subsequent administrations reintroduced interventionist policies, capital controls,
price controls, subsidies, and monetary financing, reinforcing Argentina’s recurrent
pattern of inflation, stagnation, policy volatility, and weak investment incentives (Albe &
Tobin, 2024).

By the early 2020s, Argentina thus faced a classic case of macroeconomic
disintegration: high inflation, fiscal unsustainability, currency fragmentation, and
declining institutional credibility. This combination created the economic and political
conditions under which a radical reform agenda became not only conceivable but
electorally viable.
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Figure 1: Argentina’s price inflation from 1961 until 2025 including Perén Era
(1946-1976), Military Regime (1976-1983), Alfonsin (1983-1989), Menem (1989-1999),
Crisis & Transitional Presidencies (1999-2003), Kirchnerism (2003-2023), and Milei
(2023—present)

(Source: World Bank Group (1961-2024), Reuters (2024-2025)).

2.1.2. Declining purchasing power and economic uncertainty

The macroeconomic crisis translated directly into a severe erosion of purchasing power
and a high degree of economic uncertainty. Inflation acted as a regressive tax,
disproportionately affecting lower-income households that held a larger share of their
wealth in cash balances (Amadeo, 1995; OECD, 2025). Real labor incomes
deteriorated in the years preceding Milei’'s presidency, while poverty increased
significantly. Under Argentina’s official national poverty line, poverty rose to 41.7% in
the second half of 2023, and the World Bank suggested that poverty approached
around 50% of the urban population in the first half of 2024 (World Bank, 2024a,
20244).

High and volatile inflation undermined intertemporal planning for households and firms.
In economies with chronic inflation and weak monetary credibility, this tends to foster
currency substitution, as households and firms seek to protect savings and contracts
through foreign-currency instruments rather than domestic money (Calvo & Veégh,
1999). Firms faced increasing difficulties in pricing, contracting, and investment planning
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as high and volatile inflation distorted relative prices and shortened planning horizons.
Empirical research links macroeconomic instability, especially high inflation, to lower
investment, weaker productivity growth, and reduced economic growth; in high-inflation
crisis episodes, growth tends to fall sharply before recovering once inflation is brought
down (Fischer, 1993; Bruno & Easterly, 1998).

The widespread use of the U.S. dollar as a parallel unit of account further
indicates the breakdown of monetary credibility. Argentina operated as a partially
dollarized economy, with informal currency substitution serving as a private
response to persistent inflation, weak monetary credibility, and policy instability
(Reinhart et al., 2003). By late 2023, inflation above 200%, depleted liquid foreign-
exchange reserves, and declining real incomes contributed to an environment of
acute economic uncertainty and strengthened political demand for a decisive
policy shift (IMF, 2025b).

2.2 Institutional and structural weaknesses

Argentina’s macroeconomic crisis was deeply rooted in long-standing institutional and
structural weaknesses. Entering 2023, the economy was marked by pervasive price,
rent, foreign-exchange, and capital controls; financial repression; tariff barriers; fiscal
overstretch; labour-market rigidity; widespread informality; and weak contract
enforcement. These weaknesses were not merely cyclical but embedded in Argentina’s
political-economic system, shaping incentives, expectations, investment behaviour, and
economic outcomes over time (Kleinheyer & Schnabl, 2025; Spiller & Tommasi, 2003;
Prados de la Escosura & Sanz-Villarroya, 2009; OECD, 2025).

A central feature of Argentina’s institutional framework has been the extensive role of
the state in economic activity. Perdn’s presidency marked a decisive shift toward
economic nationalism and interventionism, combining redistribution, nationalizations,
state-directed credit, strong union power, politicized wage-setting, expanded welfare
programs, import substitution, protection of domestic industry, and extensive controls
over prices, rents, trade, and capital flows (Gerchunoff & Diaz Alejandro, 1989;
Ocampo, 2020; Bagus, 2024a; Kleinheyer & Schnabl, 2025). Over time, these policies
diverted resources away from Argentina’s areas of comparative advantage, reduced
investment incentives, and contributed to chronic productivity weakness.

The Peronist model, sustained by regulation, import substitution, and inflationary
financial repression, conflicted with Argentina’s comparative advantage in agricultural
and resource exports. Protectionist measures shielded domestic industry, fostered
dependency on subsidies and high tariffs, and redirected private savings toward state-
led industrialisation through public control of the banking system. In combination with
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monetary expansion and artificially low interest rates, this repeatedly distorted resource
allocation and weakened private capital formation (Bermudez, 2024; Bagus, 2024,
Kleinheyer & Schnabl, 2025).

Labor markets in Argentina also tended to be highly rigid and overregulated. Before
Milei, the country had nearly 300,000 laws, decrees, or resolutions across multiple
policy areas, while labor markets were shaped by high non-wage labor costs, strong
union influence, strict employment protection, costly severance rules, and widespread
informality (Vasquez, 2025; OECD, 2025; Kleinheyer & Schnabl, 2025). These
constraints discouraged formal employment, reinforced informality, and reduced
entrepreneurial dynamism.

Product and factor markets were similarly distorted by price controls, bureaucratic
licensing mechanisms, rental regulation, trade restrictions, and foreign-exchange
controls. Such interventions weakened price signals and contractual freedom and
increased the costs of market entry. The housing market provides a particularly visible
example: the 2020 Rental Law imposed rigid contractual requirements before its repeal
under DNU 70/2023 restored greater contractual freedom (Ministerio de Desregulacion
y Transformacién del Estado, 2024). The detailed effects of this reform are examined in
Section 4.4.

Financial markets were equally affected by interventionist policies and financial
repression. Interest-rate controls, directed credit, captive domestic holdings of public
debt, and regulatory incentives to favour government securities can artificially depress
real interest rates, transfer resources from savers to the state, misallocate savings, and
weaken capital formation (McKinnon, 1973; Shaw, 1973; Reinhart & Sbrancia, 2015). In
Argentina, banks’ increasing exposure to public-sector and BCRA liabilities
correspondingly crowded out private credit and constrained private investment (IMF,
2025b).

As discussed in Section 2.1.1, these institutional weaknesses also reinforced fiscal
dominance and exchange-rate fragmentation. Repeated monetary subordination to
fiscal needs, capital controls, multiple exchange rates, and restrictions on access to
foreign currency undermined monetary credibility and encouraged capital flight (Central
Bank of Argentina, 2025; Albe & Tobin, 2024; Raisbeck, 2025a; Bagus & Ferrero,
2024).

The Argentine case can therefore be analytically structured along five interrelated
institutional weaknesses: regulatory overreach, fiscal dominance, weak property and
contract reliability, financial repression, and regime uncertainty. Table 1 summarizes
these weaknesses, their transmission mechanisms, and their relevance for the
subsequent reform agenda.
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Structural weakness

Mechanism

Economic effect

Reform
relevance

Regulatory overreach

Price controls, rental
controls, labour-market
rigidity, licensing, entry
barriers

Lower productivity,
informality, weak firm
entry, distorted price
signals

Deregulation,
labour-market
reform, entry
liberalization

Fiscal dominance

Monetary financing of
deficits, BCRA balance-
sheet deterioration, quasi-
fiscal liabilities

Inflation, currency
instability, reserve
depletion, weak monetary
credibility

Fiscal
consolidation,
end of monetary
financing, BCRA
balance-sheet

repair
Weak property and Legal instability, weak Low investment, weak Institutional
contract reliability enforcement, insecure capital accumulation, short | reform, legal

property rights,
discretionary intervention

contracting horizons

predictability,
protection of

property and

contracts

Financial repression Interest-rate controls, Misallocation of savings Financial
directed credit, captive and credit, crowding-out of | liberalization,

finance, regulatory
preference for public debt

private investment, weak
capital formation

deepening of
private credit

markets
Regime uncertainty Policy reversals, Short planning horizons, Credibility
discretionary intervention, | dollarization, capital flight, | building, rule-
multiple exchange-rate low long-term investment based policy,
regimes, capital controls durable reform
commitment
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Table 1: Institutional Weaknesses, Transmission Mechanisms, and Reform Logic
in Argentina. This table summarizes the analytical framework of Section 2.2. It links
Argentina’s main institutional weaknesses to their economic transmission mechanisms,
observed macroeconomic and structural effects, and the corresponding reform logic
under Milei’s stabilization and liberalization agenda. The categories are stylized and
partly overlapping; they are intended to clarify causal channels rather than provide
separate empirical indicators.

Taken together, these weaknesses generated an environment of low productivity, high
informality, weak investment, and macroeconomic volatility. More fundamentally,
Argentina’s trajectory reflects a failure to establish credible, rule-based policy
frameworks. Weak contract enforcement, insecure property rights, unstable
intertemporal political agreements, and repeated discretionary policy reversals
shortened planning horizons and weakened long-term capital formation (Spiller &
Tommasi, 2003; Prados de la Escosura & Sanz-Villarroya, 2009; Kydland & Zarazaga,
2002; Reinhart et al., 2003).

2.3 Political-economic blockages

Argentina’s prolonged inability to stabilize its economy cannot be explained by
macroeconomic policy errors alone. It reflected a deeper political-economic equilibrium
in which fiscal expansion, monetary financing, subsidies, protectionism, public
employment, and regulatory intervention generated constituencies with strong
incentives to preserve the status quo. Stabilization repeatedly failed because previous
governments lacked either the credibility, the institutional constraints, or the political
willingness to break this equilibrium.

During the Kirchner and Fernandez administrations, high public expenditure, subsidies,
monetary financing, and regulatory intervention reinforced these structural rigidities.
Public employment expanded substantially during the Kirchner period, while rising
expenditure on wages, pensions, subsidies, and transfers created increasingly rigid
fiscal commitments (Urien, 2016; Artana et al., 2021; IMF, 2016). By 2023, the
combination of inflation above 200%, monetary financing, remunerated BCRA liabilities,
declining purchasing power, and financial repression had made the costs of this
equilibrium increasingly visible (INDEC, 2024; IMF, 2025b; Kleinheyer & Schnabl, 2025;
World Bank, 2024c).

Earlier stabilization attempts nevertheless failed because they did not credibly alter the
underlying incentive structure. Subsidies, protectionist measures, price controls, high
labour-tax wedges, and rigid labour-market rules discouraged investment, formal
employment, and market entry, while simultaneously generating beneficiaries with an
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interest in preserving these policies. By 2014, for example, energy and transport
subsidies had reached approximately 5% of GDP (Lakner et al., 2016; OECD, 2025).

The political-economy logic behind this failure can be summarized as a combination of
rent-seeking coalitions, time-inconsistency problems, and weak commitment
mechanisms. Governments faced incentives to postpone adjustment, expand spending,
and monetize deficits in order to preserve short-term political support, even when such
policies undermined long-term stability (Kydland & Prescott, 1977). At the same time,
entrenched interest groups benefited from subsidies, regulation, and protection, creating
what Olson (1982) describes as distributional coalitions that resist efficiency-enhancing
reform. In Argentina, these coalitions were reinforced by strong unions, protected
industries, provincial fiscal dependencies, and a political system marked by
discretionary intervention and weak intertemporal policy commitments (Olson, 1982;
Spiller & Tommasi, 2003; OECD, 2025; Kleinheyer & Schnabl, 2025).

The Macri administration illustrates the limits of gradualism under conditions of low
credibility. Its partial liberalization efforts between 2015 and 2019 did not generate a
durable stabilization regime because fiscal adjustment remained incomplete and
markets continued to doubt Argentina’s fiscal and external sustainability (Sturzenegger,
2019; IMF, 2021; Kleinheyer & Schnabl, 2025). Gradualism therefore required precisely
the credibility that Argentina lacked.

This failure of gradualism became politically decisive. Repeated policy reversals,
chronic inflation, exchange controls, and monetary financing progressively increased
demand for a sharper policy break. This pattern resembles the Latin American populist
cycles described by Dornbusch and Edwards (1991), in which expansionary policies
and delayed adjustment eventually culminate in inflation, external pressure, and abrupt
correction.

Democratic support deteriorated in parallel with the economic crisis. According to
LAPOP, support for democracy in Argentina fell from 90% in 2008 to 68% in 2023, while
established political parties appeared increasingly unable to offer a credible exit from
stagnation and inflation (Lupu et al., 2023). With mainstream alternatives discredited,
Milei’s radical reform course became politically viable. His anti-casta narrative
transformed diffuse frustration into a coherent political message: inflation, deficits,
privilege, and stagnation were framed as products of a parasitic political class. His
proposals to dollarize the economy, close the central bank, and cut public spending
therefore functioned not only as policy proposals but also as symbols of regime rupture
(Bagus, 2024; Bergengruen, 2024; Cato Institute, 2024; Paqué & Holtzmann, 2024).

The loss of monetary credibility was central to this shift. The peso had already lost
legitimacy as a store of value, and many Argentines had informally dollarized their
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savings. Milei’s early dollarization proposal resonated because it promised to remove
monetary discretion from domestic political actors whom voters no longer trusted.

The main goal of legally dollarizing the monetary landscape in Argentina was to
institutionally constrain future governments' ability to monetize fiscal deficits via their
very own printing press and thereby help eliminate Argentina's persistent inflation. The
principal operational proposal associated with Milei's 2023 campaign was prepared by
Emilio Ocampo and his team. It sought to introduce the U.S. dollar as legal tender and
gradually replace the peso while restructuring the Banco Central de la Republica
Argentina's (BCRA) balance sheet through a Fondo de Estabilizacion Monetaria (FEM).
Rather than requiring the immediate cash conversion of every peso liability, the FEM
would securitize public-sector assets and cash flows through a vehicle protected by
foreign jurisdiction, allowing BCRA liabilities to be reorganized in a manner designed to
avoid a confiscatory restructuring for private savers (Ocampo et al., 2025).

The Ocampo plan rests upon its authors’ conviction that Argentina's repeated monetary
reversals from initiated stabilization paths back to monetary state financing demonstrate
a severe time-consistency problem. By dollarizing the Argentine economy, a mandated
dollar standard would serve as an exceptionally difficult-to-reverse commitment device
that removes discretionary domestic money creation as an instrument of deficit finance
from Argentine politics (Ocampo, 2023).

The Milei administration’s decision not to implement the Ocampo plan post-election
does not necessarily represent an abandonment of the dollarization goal, but rather a
change in the speed and sequencing of the procedures necessary to reach it.
Importantly, staged reform itself was not wholly a post-election invention: La Libertad
Avanza's official 2023 electoral platform already placed the elimination of the BCRA in a
“third stage” and listed currency competition or dollarization as part of its proposed
monetary reform (La Libertad Avanza, 2023). A central reason for the slower
implementation was the condition of the BCRA and the financial system. Milei's
government inherited negative net international reserves, substantial remunerated peso
liabilities, accumulated commercial foreign-exchange obligations as well as contingent
liabilities capable of generating further monetary expansion. Milei subsequently argued
that immediately closing the BCRA while its liabilities could not credibly be redeemed
would risk a disorderly monetary adjustment rather than orderly replacing it. He
therefore placed balance-sheet repair and financial-system reform before monetary
regime change (Presidencia de la Nacion Argentina, 2024). This prioritization of robustly
restabilizing the fiscal and financial system before further liberalization is consistent with
the procedural order of economic liberalization presented by McKinnon (1991).
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An otherwise weak fiscal or financial system under a suddenly strongly rehardened
monetary regime could therefore face additional adjustment risks. Full dollarization
removes the exchange-rate exit option and constrains traditional lender-of-last-resort
capacity, potentially increasing the costs of banking-system stress (Berg & Borensztein,
2000).

Fiscal considerations were also important for the Milei administration. Dollarization can
prevent future monetary financing, but it cannot by itself eliminate the deficit that
previously generated monetary financing. This distinction helps explain Caputo's
preference for an orthodox stabilization program based first on fiscal and monetary
anchors. According to contemporaneous reporting in November 2023, Caputo argued
that dollarization should not be used as the initial stabilization instrument and that fiscal
and monetary stabilization had to precede any subsequent currency reform (Meafios,
2023). The reasoning resembles Sargent's (1982) analysis of successful inflation
stabilizations: his historical cases suggest that durable stabilization required a credible
change in the underlying fiscal regime rather than a monetary announcement alone.
Milei's rapid fiscal consolidation subsequently produced a primary surplus of 1.8% of
GDP in 2024 (Ministerio de Economia, 2025). In this logic, the reduction of the fiscal
deficit reduced the prospective demand for seigniorage and made any subsequent
hard-money regime more credible.

Milei later articulated a closely related supply-side mechanism. As fiscal consolidation
gradually returns resources from the state to the private sector and deregulation,
investment liberalization, and increased saving horizons broaden the basis for potential
future growth, higher real activity would also increase the demand for money. With the
peso supply constrained, forcing all additional money demand through purchases of
pesos could produce comparatively strong nominal appreciation and deflationary
pressure. Currency competition instead permits additional monetary demand to be
satisfied voluntarily through existing dollar holdings, allowing economic growth itself to
increase the relative importance of dollars in circulation (Presidencia de la Nacién
Argentina, 2024). Dollarization thereby becomes increasingly endogenous as structural
reform expands production and investment, rising transactions demand attracts dollars
into circulation and the peso becomes progressively less important without requiring an
abrupt compulsory conversion, but with people free to choose their preferred money.

Perhaps most importantly, the inconvenient political economy of the Argentine polity
under Milei only reinforced the shift toward a slower macroeconomic sequence. While
Ocampo had viewed rapid dollarization partly as a means of creating political
irreversibility and strengthening Milei's reform mandate, the incoming administration
possessed only a small congressional bloc and no strong territorial governing structure
to actualize this campaign promise on its own. Implementation would in practice have
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depended on congressional support that La Libertad Avanza did not command by itself,
making such contentious institutional changes dependent on political forces outside
Milei's own coalition (Ocampo et al., 2025; Presidencia de la Nacion Argentina, 2024).
The choice of Luis Caputo as economy minister also produced a direct strategic break,
with Ocampo withdrawing from the prospective BCRA leadership while Caputo's
stabilization-first approach ultimately prevailed in the incoming administration (Lafuente,
2023; Mearios, 2023). By February 2024, Milei explicitly characterized dollarization as
the final stage of a longer process rather than an immediate short-term stabilization
instrument (Tobias, 2024).

With this strategic goal in mind, radicalism itself became a credibility signal: only a
sufficiently strong break with the existing regime seemed capable of overcoming
expectations of future reversal (Raisbeck & Calderon de Burgos, 2023; Cato Institute,
2024; Bagus, 2024).

Milei’s communication strategy amplified this credibility effect. His slogans, including
“iViva la libertad, carajo!” and “La casta tiene miedo”, converted technical economic
grievances into a simple moral and political narrative in which inflation, deficits, and
monetary disorder were linked to political privilege and central-bank discretion. His
theatrical campaign symbols, especially the chainsaw and oversized dollar-bill props,
reinforced proposals that might otherwise have appeared technocratic and helped
transform economic frustration into an electorally mobilized reform mandate (Bagus,
2024; Brigida, 2023; Heinisch et al., 2024; Soria & Bustamante, 2023).

Milei’s rise can therefore be interpreted as the political outcome of accumulated
institutional failure. Once gradualism had lost credibility and the costs of the status quo
became increasingly visible in inflation, poverty, and currency instability, a radical
reform platform became politically feasible. Argentina thus illustrates a broader political-
economy mechanism: when institutions repeatedly fail to constrain discretionary policy,
political demand may shift abruptly from incremental adjustment toward systemic
rupture.
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3. Milei’'s Shock Therapy: Concept, Politics, and
Communication

3.1 Shock therapy as an economic policy approach

Shock therapy, often described in the transition literature as a “big-bang” reform
strategy, refers to a front-loaded package of rapid and comprehensive policy changes
aimed at macroeconomic stabilization, liberalization, and institutional restructuring
(Lipton & Sachs, 1990). In contrast, gradualism implements reforms sequentially and
incrementally, often to manage uncertainty, political constraints, and the formation of
reform coalitions (Dewatripont & Roland, 1992; Roland, 2002). The central advantage
claimed for shock therapy is credibility: by changing several policy margins at once, it
seeks to create an immediate and difficult-to-reverse break with the existing regime
(Lipton & Sachs, 1990). Gradualism, by contrast, relies on sequencing, learning, and
the accumulation of political support over time (Roland, 2002). In environments marked
by chronic instability and repeated policy reversals, however, gradualism may fail if
incremental reforms are interpreted as politically reversible; under such conditions, a
decisive and front-loaded adjustment can become a credibility signal in itself
(Dewatripont & Roland, 1992; Kydland & Prescott, 1977).

In the economic literature, shock therapy is closely associated with the stabilization
programs implemented in post-socialist transition economies. Sachs (1994) and
Balcerowicz (1995) present the Polish transition as a rapid reform strategy combining
liberalization, fiscal consolidation, monetary stabilization, and institutional transformation
under severe political constraints. The logic of such front-loaded reform was that speed
and comprehensiveness could help establish credibility before reform coalitions
fragmented or vested interests reorganized. Similarly, Sargent (1982) shows that major
historical disinflation episodes ended not through gradual adjustment, but through
abrupt and credible fiscal-monetary regime shifts, as expectations changed only when
policy was perceived as a durable break with the previous inflationary regime.

The central distinction between shock therapy and gradualism lies in their treatment of
expectations. Gradualist strategies rely on the assumption that credibility can be built
over time through consistent policy implementation. In high-inflation environments with a
history of fiscal dominance and policy reversals, however, such credibility is often
absent. As a result, incremental reforms may fail to anchor expectations, prolong
uncertainty, and expose governments to renewed pressure from inflation, currency
stress, and political backlash. This dynamic was evident in Argentina’s pre-Milei reform
attempts, particularly during the Macri administration, as discussed in Section 2.3.
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Theoretical insights from the time-inconsistency literature further support the logic of
rapid adjustment. When policymakers cannot credibly commit to future discipline,
economic agents anticipate possible policy reversals and adjust their behaviour
accordingly, weakening the effectiveness of announced reforms (Kydland & Prescott,
1977). In economies with weak monetary credibility, such anticipation may appear as
currency substitution, shorter planning horizons, and reluctance to undertake long-term
investment (Reinhart et al., 2003; Spiller & Tommasi, 2003). Shock therapy can
therefore serve as a commitment device by increasing the political and economic costs
of reversal, thereby enhancing policy credibility. Dornbusch (1991) similarly emphasizes
that stabilization programs depend on credibility and on the perceived probability that
the announced regime change will actually be sustained.

Milei’s reform strategy reflects these principles. Upon taking office, his administration
implemented a broad and rapid set of measures aimed at stabilizing the macroeconomy
and dismantling long-standing distortions. On the fiscal side, this included sharp real
spending cuts, subsidy reductions, and the restoration of a primary surplus. On the
monetary side, the government moved to eliminate monetary financing of deficits,
reduce central-bank remunerated liabilities, and strengthen the BCRA’s balance sheet,
thereby addressing one of the core mechanisms behind Argentina’s inflationary
expansion (International Monetary Fund, 2025a; Kleinheyer & Schnabl, 2025).

At the same time, the reform programme extended beyond macroeconomic stabilization
to encompass structural transformation. DNU 70/2023 declared a broad public
emergency and introduced extensive deregulation measures across trade, services,
industry, labour, rental, and commercial regulation (Poder Ejecutivo Nacional, 2023;
International Trade Administration, 2024). The initially proposed and later modified Ley
de Bases, enacted as Law 27,742, further institutionalized the reform agenda by
declaring emergency powers, advancing state reform, introducing labour-modernization
provisions, and establishing the RIGI investment regime for large-scale domestic and
foreign investment (Honorable Congreso de la Nacién Argentina, 2024; UNCTAD,
2024). Together, these measures sought to reduce bureaucratic barriers, liberalize
labour and rental-market rules, and open the economy more strongly to competition and
investment. The breadth and simultaneity of these measures underscore the shock-
therapy character of Milei’s reform approach (Kleinheyer & Schnabl, 2025).

The speed of implementation played a critical role in shaping expectations. By front-
loading adjustment, the government signalled a clear departure from previous policy
regimes. This was particularly important in a context where gradual reform had
repeatedly failed. Financial markets responded positively in the early phase: Argentine
asset prices rallied, private capital inflows rose sharply, sovereign spreads narrowed,
and FX-market distortions diminished, reflecting a reassessment of Argentina’s policy
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trajectory, although vulnerabilities remained due to low reserve buffers and political
uncertainty (International Monetary Fund, 2025a, 2025c; Kleinheyer & Schnabl, 2025).

The expectation channel is central to understanding these dynamics. At high levels,
inflation is driven not only by current monetary expansion but also by expectations
about the future fiscal-monetary regime. If economic agents believe that deficits and
monetary financing will persist, inflation expectations become entrenched. A rapid and
credible policy shift can break this dynamic by altering beliefs about future policy:
historically, successful disinflations have relied on credible fiscal and monetary regime
changes rather than gradual adjustment alone (Sargent, 1982). In Argentina’s case, the
elimination of monetary financing and the commitment to fiscal consolidation directly
targeted the mechanisms sustaining inflation expectations (International Monetary
Fund, 2025a; OECD, 2025).

However, shock therapy also entails significant risks. Rapid adjustment can impose
short-term economic and social costs, including recessionary pressures, declining real
wages, and increased unemployment. These costs can generate political resistance
and threaten the sustainability of reforms. The success of shock therapy therefore
depends not only on economic design but also on political implementation and
communication, which determine whether initial credibility gains can be maintained.

In this sense, shock therapy is not merely a set of economic policies but a broader
strategy of regime change. It seeks to realign incentives, reset expectations, and
establish a new policy equilibrium. Argentina under Milei represents a contemporary
case in which the failure of gradualism, combined with a deep credibility crisis, created
the conditions under which such a strategy became both economically rational and
politically feasible.

3.2 Strategic objectives

Milei’s reform program is guided by three closely interrelated strategic objectives:
reducing inflation, restoring fiscal order, and rebuilding confidence in markets and
institutions. These objectives are not independent policy goals but mutually reinforcing
elements of a broader stabilization strategy aimed at overcoming Argentina’s long-
standing macroeconomic and institutional crisis.

Reducing Inflation

The primary objective was the reduction of inflation, which had reached triple-digit levels
and severely impaired the functioning of the price system. Argentina’s inflation
dynamics were closely tied to sustained monetary expansion driven by fiscal deficits,
central-bank financing, and quasi-fiscal liabilities. The stabilization strategy therefore
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focused on eliminating monetary financing of fiscal imbalances and establishing a
credible commitment to monetary restraint. Since economic agents form expectations
based not only on current policy but also on whether future governments can be
expected to maintain monetary and fiscal discipline, partial or reversible measures are
unlikely to anchor expectations durably (Friedman, 1974; Sargent, 1982). The specific
monetary measures and their effects are examined in Section 4.2.

Restoring Fiscal Order

The second core objective was the restoration of fiscal order. Persistent fiscal deficits
had been a defining feature of Argentina’s economic trajectory and had been financed
through a combination of monetary expansion, debt accumulation, and financial
repression. Fiscal consolidation was therefore not merely an independent budgetary
objective but a necessary condition for credible monetary stabilization. Fiscal
dominance implies that monetary policy cannot ensure price stability if unsustainable
deficits generate pressure for future monetary accommodation (Sargent & Wallace,
1981). Restoring fiscal discipline was consequently intended to impose a harder budget
constraint on the state, reduce the structural pressure for monetary financing, and
establish a credible fiscal anchor for stabilization. The specific instruments and fiscal
outcomes are analyzed in Section 4.1.

Rebuilding of Confidence in Markets and Institutions

The third strategic objective is the rebuilding of confidence in markets and institutions.
Argentina’s economic crisis was not only a matter of macroeconomic imbalance but also
of deeply eroded trust. Repeated policy reversals, capital controls, regulatory
interventions, and weak institutional commitments had undermined the credibility of
economic institutions and discouraged long-term investment.

Restoring confidence consequently required more than correcting fiscal and monetary
imbalances. It required a visible shift toward more predictable rules, market-oriented
institutions, and reduced discretionary intervention. As emphasized in institutional
economics, credible rules and stable expectations are essential for reducing uncertainty
and supporting long-term investment (North, 1990). The simultaneity of fiscal, monetary,
and structural reforms was therefore intended to signal that stabilization was not merely
temporary, but part of a broader and more durable change in the policy regime.

These three objectives together form a coherent stabilization strategy. Fiscal
consolidation reduces the pressure for monetary expansion; monetary stabilization
helps anchor inflation expectations; and improved credibility strengthens incentives for
investment and market participation. The success of the strategy ultimately depends on
whether these elements can be sustained over time.
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3.3 Political implementation and conflict

The implementation of Milei's reform program has been characterized by an unusually
rapid pace combined with significant institutional resistance. This reflects both the
strategic logic of shock therapy and the structural constraints of Argentina’s political
system. While speed was essential to establish credibility and shift expectations, it
simultaneously intensified political conflict and exposed the limits of executive reform
capacity.

Central to Milei’s early reform strategy was the combination of executive decree-making
and subsequent legislative negotiation. The first major instrument was DNU 70/2023,
formally titled Bases para la Reconstruccion de la Economia Argentina. As an
emergency executive decree, it introduced broad deregulation measures in areas such
as labor regulation, rental contracts, commerce, and product markets. Its use allowed
the government to initiate reform rapidly, although several provisions remained legally
and politically contested.

Later, Law 27.742, formally titled Ley de Bases y Puntos de Partida para la Libertad de
los Argentinos and commonly referred to as the Ley Bases or Ley de Bases, was
passed. Unlike DNU 70/2023, this was a legislative package passed through Congress.
It sought to provide a broader statutory framework for state restructuring, selected
market liberalization, privatization initiatives, and the institutional consolidation of fiscal
adjustment. The use of both instruments reflects the dual character of Milei’s reform
process: urgency favored executive action, while the durability of deeper reforms
depended on congressional approval in a fragmented political system without a stable
governing majority (Republica Argentina 2024; Kleinheyer and Schnabl 2025).

This approach generated substantial institutional resistance because Argentina’s
political system contains several strong veto players, including Congress, provincial
governments, the judiciary, and organized interest groups. Milei’s reliance on executive
authority allowed reforms to be initiated rapidly, but it also intensified legal and political
challenges as affected actors sought to block, delay, or dilute implementation through
institutional channels. This reflects a broader tension between reform speed and
institutional constraint: rapid executive action can strengthen credibility by signaling
determination, but it can also reduce consensus-building and increase the risk of
conflict, reversal, or legal uncertainty. Levitsky and Murillo (2008) emphasize that
Argentina’s weak institutionalization has historically produced unstable policy
environments in which reforms are frequently contested and vulnerable to reversal. In
this context, executive action may accelerate reform, but it cannot by itself guarantee
durable institutional consolidation (Levitsky and Murillo 2008).
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Social reactions to the reform program were equally significant. Financial markets
initially responded positively to the stabilization measures: Reuters reported in February
2024 that Argentine bonds had risen to multi-year highs and that the country-risk index
had fallen to its lowest level since 2022 as investors became more confident in Milei’s
deficit-reduction strategy (Otaola 2024). The short-term effects on households,
however, were more adverse. The early adjustment included cuts to energy and
transport subsidies, public-sector layoffs, frozen public works, and wage and pension
increases below inflation; these measures coincided with higher prices, lower
purchasing power, rising poverty, and a collapse in consumption (Rey, 2024). The
distributional costs of adjustment contributed to protests, strikes, and broader social
mobilization. A major general strike in May 2024 disrupted public transport, ports,
schools, supermarkets, airports, and banks, and linked the protest directly to Milei’s
austerity measures and planned reforms (Misculin and Soria 2024).

At the same time, Argentina’s political landscape became increasingly polarized. Milei’s
rise had already been rooted in an anti-establishment narrative that framed the political
class as a “casta” responsible for economic decline (Bagus, 2024a). Once in office, this
confrontational style continued to shape political dynamics. Rather than seeking broad
consensus, the government often relied on direct communication and populist public
confrontation to mobilize support and counter opposition.

Weyland (2001) conceptualizes populism as a political strategy in which a personalistic
leader seeks or exercises power through direct, weakly institutionalized support from
large numbers of followers. Milei’'s communication strategy, combining ideological clarity
with confrontational rhetoric, can be interpreted in this sense as an attempt to sustain a
reform coalition despite limited institutional cooperation and rising social tensions.
However, this strategy also carries institutional risks. Levitsky and Murillo (2008)
emphasize that Argentina’s weak institutionalization has historically produced unstable
policy environments in which reforms are frequently contested and vulnerable to
reversal. Under such conditions, polarizing communication may help preserve short-
term political support, but it can also deepen sociopolitical fragmentation and, in so,
reduce the scope for stable institutional compromise in the long-term.
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Figure 2: Milei’s approval rating compared to previous presidents in their first 17

months (Source: AS/COA).

The limits of executive reform capacity in democratic polities such as Argentina become
particularly visible in this context: While a democratic government can initiate rapid
policy changes through decrees, the long-term sustainability of reforms depends on
legislative approval, judicial validation, and broader political support. Several elements
of the Mileian reform agenda faced significant delays, modifications, or legal challenges.

Mazzuca (2021) argues that Latin American states have historically suffered from weak
state-building capacity, limiting their ability to reliably provide public goods and
implement durable policy commitments. In Argentina specifically, Spiller and Tommasi
(2003) show that political institutions have often inhibited stable intertemporal
agreements, contributing to low-quality and volatile public policies. This helps explain
why even coherent reforms may remain vulnerable when they depend on fragile
administrative capacity, fragmented legislative support, and contested institutional
authority.

At the same time, the government’s strategy reflected and still reflects a deliberate
trade-off between speed and consensus. By prioritizing rapid implementation, Milei
sought to exploit a narrow political window created by crisis conditions and electoral
legitimacy. This political strategy corresponds to the crisis-reform argument developed
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by Drazen and Girilli (1993), according to which periods of very high inflation can
weaken existing distributive stalemates and facilitate otherwise politically difficult
economic reforms. This window is limited, however: if stabilization gains do not
materialize quickly enough - as they might not under non-shock-therapeutic gradualist
approaches, social resistance may intensify and undermine the reform process before
reform effects have fully materialized.
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4. The Reforms in Detail: Measures, Effects,
Winners, and Losers

Core analytical chapter; each subsection follows the same logic: what was done, did it
work, who benefited, who bore the costs?

4.1 Fiscal policy Consolidation, Effects, and Distributional
Consequences

Fiscal consolidation lies at the core of Milei's reform program. After decades of
persistent deficits, subsidy expansion, and fiscal dominance, the government pursued a
rapid adjustment strategy aimed at restoring budgetary discipline and eliminating the
need for monetary financing. This section analyzes the fiscal measures implemented,
their economic effects, and their distributional consequences.

What was done: Spending cuts, subsidy reductions, and fiscal
consolidation

Upon taking office, the Milei administration implemented a sharp fiscal adjustment
focused primarily on reducing public expenditure rather than increasing taxes. Central
elements included substantial cuts to energy and transport subsidies, reductions in
discretionary transfers to provinces, containment of public-sector wages, and a freeze
or reduction of public investment projects (Bagus, 2024; Kleinheyer & Schnabl, 2025).
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Figure 3: Central government expenditure and revenue as a fraction of GDP under
the pre-Milei administrations and the Milei presidency (Source: Ministry of Economy;

IMF (World Economic Outlook)).

Subsidy reform was particularly significant. Prior to the reform, energy and transport
subsidies represented a major fiscal burden, distorting relative prices and encouraging
overconsumption. By 2014, subsidies had reached approximately 5% of GDP, reflecting
the scale of implicit transfers embedded in Argentina’s economic model (Lakner et al.,
2016). The Milei government reduced these subsidies as part of a fiscal consolidation
program that both contributed to Argentina’s early fiscal overperformance and corrected
regulated prices to better reflect actual costs (IMF, 2025b).

To further reduce public expenditure, the Milei administration focused on rationalizing
public spending and, as a core component of this effort, reduced employment in the
national public administration, public enterprises, and state-owned companies by
63,234 positions between December 2023 and December 2025 (INDEC, 2026a).
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Figure 4: Cumulated reduction in public employment by month since the Milei presi-

dency (Source: Ministerio de Desregulacion y Transformacion del Estado).

Parallel to these overtly fiscal measures, efforts were made to reduce quasi-fiscal
imbalances via the consolidation of the central bank’s balance sheet and the reduction
of interest-bearing liabilities. By addressing these hidden deficits burdening the
monetary authorities, the Milei administration not only regained control over the
desolate Argentine fiscal condition but also was able to reliably implement long-term
disinflationary measures easing the domestic price level trajectory as shown later in
chapter 4.2 (IMF, 2025b; Central Bank of Argentina, 2025).

Together the aforementioned fiscal measures produced a rapid improvement in fiscal
indicators: Already in the first year of the reform program, Argentina achieved a primary
surplus of about 1.8% of GDP and a financial surplus of about 0.3% of GDP, marking a
sharp break with its historical pattern of persistent deficits (IMF 2025a; OECD, 2025;
Reuters, 2025).
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Figure 5: Central government fiscal balance as a fraction of GDP under the pre-Milei
administrations and the Milei presidency (Source: Ministry of Economy; IMF (World
Economic Outlook)).

Did it work? Effects on public finances and domestic demand

The fiscal adjustment was measurably effective in stabilizing Argentina’s desolate public
financial conditions. The transition from a large deficit to a primary surplus reduced the
government’s financing needs and thus contributed directly to the stabilization of
inflation dynamics by eliminating the main driver of monetary expansion.

In line with supply-side macroeconomics, credible fiscal adjustment procedures based
on spending cuts, such as the measures undertaken by the Milei administration, have
been empirically found to be more likely to credibly reduce deficits as well as debt ratios
as well as to be less likely to create recessions compare to those based on tax
increases (Alesina & Ardagna, 2010).
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Figure 6: Central government debt as a fraction of GDP under the pre-Milei administra-
tions and the Milei presidency (Source: Ministry of Economy; IMF (World Economic
Outlook)).

In Argentina’s case, the credibility channel is particularly relevant: By signaling a
durable commitment to fiscal discipline, the government reliably reduced sovereign-risk
uncertainty and improved market confidence, as Argentina’s fiscal anchor gained
credibility and sovereign spreads compressed during 2024—-2025 (IMF, 2025b, p. 32)

Financial indicators support this interpretation. Sovereign spreads declined, capital
inflows increased, and confidence in domestic financial assets improved following the
announcement and implementation of fiscal measures (Kleinheyer & Schnabl, 2025).
These developments suggest that the credibility gains from consolidation partly offset
the negative short-term demand effects.

At the same time, Milei’s front-loaded stabilisation program exerted a contractionary
effect on domestic demand in the short run. The IMF reports that activity and demand
contracted sharply through Q1 2024, by 3.0% quarter-on-quarter, mainly due to front-
loaded fiscal consolidation and relative-price corrections (International Monetary Fund,
2024). This adjustment also affected households: private consumption fell considerably,
real supermarket sales declined by 10% between November 2023 and March 2024, and
real wages fell by 17% over the same period (ibid). Subsidy cuts further raised
regulated utility and transport prices, including average increases of 350% for electricity
tariffs and 200% for gas tariffs, while transport and water tariffs also increased. On the

34



fiscal side, lower capital spending and discretionary expenditure cuts further dampened
activity, especially in construction and investments. OECD data for 2024 further confirm
this contractionary demand effect, showing declines in private consumption (-2.9%),
government consumption (-3.8%), and gross fixed capital formation (-17.2%)
(Organisation for Economic Co-operation and Development [OECD], 2025).

Winners: Efficiency gains, fiscal sustainability, and market confidence

The fiscal adjustment generated several groups of long-term beneficiaries, firstly the
federal government by easing future credit conditions, secondly industries able to profit
from an increase in utilizable workforce, but most significantly the general public in the
medium to long term.

By reducing deficits and stabilizing public finances, the government lowers the risk of
future tax increases or inflationary financing. This contributes to a more predictable
economic environment for individual taxpayers and companies alike.

Second, financial markets and investors benefit from reduced sovereign risk. Lower
deficits and improved fiscal discipline translate into declining risk premia, improved
access to capital markets, and increased investment opportunities. The observed
decline in spreads and recovery of capital inflows reflect these dynamics (Kleinheyer &
Schnabl, 2025).

Third, productive sectors of the economy benefit from the reallocation of resources. By
reducing subsidies and state intervention, fiscal consolidation helps shift resources
away from politically favored sectors toward more efficient uses. This improves overall
productivity and supports long-term growth. By additionally reducing quasi-fiscal deficits
and thus re-enabling the BCRA to deploy disinflationary measures, indirect regressive
taxation through inflation was also reduced, allowing private households to save and
plan for longer horizons than before.
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Figure 7: Poverty Rate with respect to persons (not households) under the Fernandez

presidency and the Milei presidency (Source: INDEC).

Whilst the cuts, predictably, generated additional burdens for pre-existing impoverished
parts of the populace dependent upon public entitlement spending, the redynamization
of the economic process through both the aforementioned as well as following
measures also created an environment, in which poverty levels were eventually cut
substantially through alleviation of inflationary pressure and jump-starting economic
growth again.

Losers: Adjustment costs and distributional burdens

The short-term costs of fiscal consolidation are concentrated among specific groups,
making the adjustment politically and socially contentious.

The most directly affected are households that previously benefited from subsidies. The
reduction of energy and transport subsidies led to significant increases in utility prices,
disproportionately affecting lower- and middle-income households. Since these groups
spend a larger share of their income on basic services, the real income effects were
substantial.

Public-sector employees and recipients of government transfers also faced losses.
Wage restraint, public employment reductions, and reduced transfers to provinces
contributed to declining incomes in these groups. In addition, firms dependent on state
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support — particularly in protected or regulated sectors — experienced reduced
profitability and, in some cases, exit from the market.

More broadly, the contractionary effects on domestic demand translated into short-term
economic hardship, including declining real wages and reduced consumption. These
costs are an inherent feature of front-loaded adjustment strategies and represent the
intertemporal trade-off between long term stabilization and short-term costs on the one
hand and short term stabilization/long-term costs on the other hand.

4.2 Monetary Policy and Inflation: Stabilization, Expectations, and
Distribution

Monetary stabilization is at the center of Milei's reform program from the earliest days of
his election campaign. As Argentina’s inflationary dynamics were driven by a prolonged
regime of fiscal dominance, in which monetary policy served primarily to finance
government deficits, Milei’s reform strategy focused on eliminating monetary state
financing, stabilizing the central bank’s balance sheet, and restoring credibility to the
currency.

What was done: Monetary restraint and limits on monetary financing

As briefly elucidated in chapter 4.1, previous Peronist administrations largely depended
upon the creation of new central bank money via issuance of short-term interest-bearing
liabilities such as LELIQs and Pases to cover their massive public spending programs.
Over time this effectively subordinated the BCRA'’s operative decision-making to the
primarily serving the financing needs of the state rather than ensuring their primary
mandate of price stability. This in turn created a vicious cycle of permanent monetary
expansion, rising inflation, and growing quasi-fiscal deficits (Kleinheyer & Schnabl,
2025; Central Bank of Argentina, 2025).

The Milei administration moved rapidly to break this cycle. By early 2024, direct
monetary financing through temporary advances or profit transfers from the BCRA to
the Treasury had been effectively abolished, and net central-bank credit to the
government remained below zero (International Monetary Fund, 2024, pp. 13, 80).
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Figure 8: Public debt monetization by the BCRA since 2022 under the Fernandez
presidency and the Milei presidency (Source: BCRA).

The reduction of central-bank liabilities was pursued through the replacement of BCRA
remunerated peso liabilities with treasury instruments and the closure of most BCRA put
options, while the BCRA reports that remunerated peso liabilities fell from 10.1% of
GDP at the end of 2023 to 3.3% by mid-2024 and were extinguished in August 2024
(Banco Central de la Republica Argentina, 2025; International Monetary Fund, 2025).

Exchange-rate policy played a crucial part as the government adopted a controlled
adjustment mechanism (crawling peg), aiming to stabilize expectations while gradually
correcting distortions in the exchange-rate system. Although capital controls remained
in place in the short term, the policy direction signaled a gradual normalization of the
monetary regime (International Monetary Fund, 2025).

Did it work? Effects on inflation, exchange-rate expectations, and
stabilization

The effects of monetary stabilization became visible relatively quickly. Inflation, which
had exceeded 200% in 2023, began to decline as monetary expansion slowed and
expectations adjusted. This monetary disinflation was supported price-effect-wise by
improved exchange-rate stability and a reduction in parallel-market pressures.
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Figure 9: Monthly price inflation rate (as measured by the CPI) under the Ferndndez
presidency and the Milei presidency (Source: INDEC).

From a theoretical perspective, this outcome provides further evidence for economic
models defining and/or describing inflation as a strictly monetary phenomenon, This is
what inflation originally referred to: an “extension of the nominal quantity of a medium of
exchange beyond what would have been produced on the free market” (Hilsmann, 2008, pp.
85-86) or — later on — an increase in the quantity of money not offset by a corresponding
increase in the demand for money’. Only in its third (re)definition, dating back to the (Post-)
Keynesian era, was it, that inflation came to denote a rise in the measured price level itself,
especially as captured by artificially constructed consumer-price indices such as the Argentine
CPI (Bryan, 1997; Mousten Hansen & Newman, 2023, p. 148; Israel & Schnabl, 2024, pp. 3—4).

But even when defining inflation as an increase in centrally measured prices, the
connection between measured price levels and money, as can be seen in the Argentine
case, is not lost but apparent once more.

Sargent (1982) describes, how successful disinflation requires a credible regime shift
that alters expectations. In Argentina, the combination of fiscal consolidation and
monetary restraint signaled such a regime change, leading to a rapid adjustment in
inflation expectations.

' In Austrian school thinking, which Milei describes as his own theoretical basis for his reforms, this view
is commonly deployed by Non-Rothbardian Austrians following Mises’s “The Theory of Money and Credit”
(Mousten Hansen & Newman, 2023).
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Financial indicators show exactly such a shift: Sovereign risk declined, deposits in the
banking system increased, and capital inflows recovered, indicating improved
confidence in the monetary framework (Kleinheyer & Schnabl, 2025). The stabilization
of the exchange-rate gap further suggested that expectations of continued depreciation
had weakened.

However, stabilization remained fragile: Price inflation, while declining, stayed elevated,
and the credibility of the new regime depends on the sustainability of fiscal and
monetary discipline. The partial persistence of capital controls and the incomplete
normalization of the financial system also limited the speed of adjustment.

At the same time, the decline in inflation did not automatically imply strongly positive
real interest rates. As nominal policy rates were adjusted downward during disinflation,
real interest rates continued to hover around or slightly below zero in several months.
This matters because artificially compressed real interest rates below natural levels
weaken the coordinating function of interest as the price of present versus future goods,
distort the relation between saving and investment, and in the long-term risk the
formation of malinvestments rather than genuinely healthy capital formation (Mises,
1949, ch. XIX; Rothbard, 2009, pp. 994—-1004).
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Figure 10: Argentine Central Bank’s interest rates since 2022 under the Fernandez

presidency and the Milei presidency (Source: BCRA).

Winners: Stability, savings, and investment
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The benefits of disinflation accrue primarily over the medium to long term. While the transition to
lower inflation may involve short-run adjustment costs, a credible reduction in inflation improves
the informational function of prices. Friedman (1977, pp. 466-467) argues that volatile inflation
makes it harder for economic actors to distinguish relative-price changes from changes in the
general price level, thereby reducing the efficiency of market coordination. From an Austrian
perspective, lower inflation in general improves economic calculation: Mises argues that
entrepreneurs plan on the basis of expected future prices and costs, and that monetary
expansion undertaken by government distorts this process (Mises, 1949, pp. 223—-224) leading
to structural malinvestments. Hence disinflation strengthens price discovery, and makes
intertemporal contracts and investment decisions more reliable, leading to more sustainable
long-term planning and investing.

Additionally, savers benefit from the restoration of monetary stability, as the erosion of
real balances is reduced, further encouraging capital creation as the basis of future
economic growth.

Losers: Adjustment costs and redistribution

Disinflation, however, also generates short-term costs and distributional effects borne
mainly by those who were subsidized before under the previous inflationary policy
regime. One key group among them are debtors, who now face lower-than-anticipated
devaluations of real credit obligations from older credit contracts. This acts as a burden
as regular borrowers in long-term high-inflation environments deliberately plan to benefit
from the erosion of their real debt burdens; disinflationary stabilization merely reverses
this effect by comparatively increasing the actualized real long-term sum of liabilities
over time relative to the originally anticipated high inflation path.

Workers classically also face short-term losses due to economic readjustment after the
cessation of the prior money-driven economic stimulus. As the reduction of inflation
does not immediately restore purchasing power at the lower end of the money flows but
primarily affects financial titles first (as it does in the opposite direction in high inflation
regimes), particularly when fiscal consolidation simultaneously reduces disposable
income, labor market shocks adversely affect real median worker income, albeit only for
a short-term of immediate adjustment of monetary environments, production structures
and labor markets.

From a distributional perspective, inflation and disinflation in general affect different
groups asymmetrically. Fundamentally, Inflation operates as a hidden tax on savings,
disproportionately affecting lower-income households that lean heavier on cash and
perishable savings as opposed to higher-income households more saturated in
financialized vehicles of savings/investments such as stocks, real estate and precious
metals (Friedman, 1974). Disinflation merely reduces the pace, in which these monetary
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redistributions of wealth from the bottom to the top occur. To fully reverse the direction
of this mechanism, however, from the financial top back to the bottom a deflationary
policy is needed.

4.3 Labour Market Reform: Flexibilization, Employment Effects,
and Distribution

Argentina’s labor market has long been characterized by high rigidity, strong regulatory
intervention, and significant rate of informal employment. Milei’s reform program seeks
to address these structural distortions by increasing flexibility, reducing regulatory
burdens, and improving incentives for formal employment.

What was done: Changes in labour-market rules and employment relations

A longstanding legacy of Peronism is Argentina’s highly rigid labor framework shaped
by strict employment protection legislation, centralized wage bargaining by powerful
unions and politicians as well as high non-wage labor costs. The country reportedly
sported around 300,000 laws, decrees, and regulations affecting economic activity,
many of which directly or indirectly constrained labor-market flexibility and increased
regulatory compliance costs for employers (Kleinheyer & Schnabl, 2025; Vasquez &
Falcone, 2025).

Hiring and firing costs especially were particularly high, with mandated severance
payments, high litigation risks, and administrative paperwork generating a high informal
market price for domestic formal employment. In turn, these legal barriers for and costly
rigidities in regulatory compliance structures contributed to a dual labor market in which
an overprotected formal sector coexisted with a large and unregulated informal
economy.

Milei’s reform agenda, particularly through DNU 70/2023, introduced significant changes
aimed at liberalizing labor relations, both to increase the government’s commercial and
income tax basis as well as remove the structural barriers for conjunctural post-shock
restabilization. These included easing dismissal regulations, modifying severance rules,
extending probation periods, and allowing for greater contractual flexibility between
employers and employees. The reforms also sought to reduce legal uncertainty by
simplifying regulatory frameworks and limiting the scope for labor litigation (Republica
Argentina, 2024).

Did it work? Effects on employment, informality, and business incentives
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The primary objective of labor-market reform is to improve the dynamism and liquidity of
labor market adaptations by reducing the cost, risk and speed of (re)hiring. In theory,
greater labor market flexibility encourages firms to expand formal employment, as lower
regulatory barriers reduce the expected cost of future workforce adjustments. Rigid
labor markets in contrast create bipolar insider—outsider dynamics, where protected, but
expensive workers benefit from strong employment security while cheaper outsiders,
particularly young and low-skilled workers, face structural barriers to entry (Lindbeck &
Snower, 1988). In Argentina, these dynamics contributed to persistently high degrees of
labor informality. The IMF (2026b) reports that around 50% of employment was informal
in 2023 by internationally comparable data, and around 42% by national urban data at
the end of 2024. It also states that regulatory burdens in product and labour markets
raise legal and administrative compliance costs, thereby increasing incentives for both
business and employment informality. Additionally, high labour tax wedges and social
security contributions further discourage formal employment, particularly for lower-
productivity or low-skilled workers.

With the Mileian reforms addressing some of these issues, early evidence points to
improved business sentiment in Argentina: the IMF (2026b) notes that private
investment rebounded in the second half of 2024, especially highlighting that the
economy benefited from “improved business sentiment” amid reform momentum.
Labour-market reforms have also increased flexibility at the margin, notably through the
Bases Law’s extension of probation periods and new alternatives to standard severance
arrangements.

At the same time, the short-term reform impact on aggregate employment is contrasted
with short-term effects of parallel shock therapeutic monetary and fiscal measures.
While lower hiring costs encourage job creation, increased flexibility can, for a time, also
lead to higher turnover and job reallocation away from its prior inefficient use. In the
context of readjustment of the national time structure of production, these effects may
initially coincide with a contraction in aggregate demand, offsetting deregulatory
employment gains.

Winners: Firms, new entrants, and the formal economy

The primary long-term beneficiaries of labor-market liberalization unambiguously are
firms and workers seeking to enter the formal economy.

For firms, reduced regulatory burdens and lower hiring costs reduce uncertainty in their
economic planning and thus enable longer planning horizons as well as more efficient
allocations of their production factors including labor. This elongated planning horizon
encourages long-term investment and expansion, particularly for small and medium-
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sized enterprises operating solely in Argentina that were previously especially
constrained by national compliance costs and legal risks.

For workers, especially those previously excluded from formal employment due to low
skill or lacking employment history, increased flexibility can create new opportunities of
entry and long-term social mobility. Additionally this also alleviates dependence of said
workers on public unemployment spending, both expanding the income tax base as well
as reducing pressure on entitlement spending.

More broadly, the economy as a whole benefits from the more efficient allocation of
factors of production, as labor can now move more easily between sectors at more
market-oriented price points with firms able to better adjust to changing economic
conditions.

Losers: Protected workers and short-term employment security

The costs of labor-market reform are concentrated among workers who previously
extraordinarily benefited from strong employment protection.

Employees in the formal sector may now face reduced job security and higher
competition from previously regulatorily excluded segments of the workforce deemed
too risky by employers with regards to their underlying employment costs. During the
shock therapy-related economic healing phase, such reduced employment protections
can lead to increased job turnover and greater income uncertainty for previously
sheltered workers.

Trade unions and organized labor also lose their quasi-political power against
employers, as the legal basis for centralized bargaining structures are weakened and
individual contractual arrangements only between employers and employees gain more
relative legal importance. This shift reduces the bargaining power of labor relative back
to employers.

Finally, due to the reinvigorated forces of supply and demand workers in sectors
previously protected by regulation may experience downward pressure on previously
artificially upwards-distorted wages and working conditions as competition increases.

4.4 Deregulation: Market Liberalization, Efficiency Gains, and
Distributional Effects

Beyond the mere dynamization and opening of labor markets, deregulating the other
fundamental factor of production — capital — constitutes a central pillar of Milei’'s
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economic reform program. After decades of increasing state intervention, national price
controls, and mounting administrative barriers under Kirchnerist and Peronist
governments, the government pursued a broad liberalization strategy designed to
restore market mechanisms, improve efficiency, and stimulate investment.

What was done: Dismantling of bureaucratic and regulatory barriers

Argentina’s regulatory environment prior to Milei was characterized by a high degree of
artificial complexity in resource allocation, riddling the economy with allocative
inefficiency and underutilization of entrepreneurial potentials (Kleinheyer & Schnabl,
2025). A multitude of the 300,000 aforementioned regulations of the Pre-Milei era were
geared towards centrally planning and steering resources in a wide range of sectors,
including housing and construction, agriculture as well as heavy industries with a heavy
focus on controlling international trade and financial flows.

Milei’s reforms, particularly through DNU 70/2023, cut back on this bulk of regulations
via sweeping and — most importantly — continuously running deregulation processes
ingrained in the country’s political landscape through a specifically designated Ministry
of Deregulation run by economist Federico Sturzenegger. According to a Princeton
Economics summary of his 2025 Markus’ Academy presentation, Sturzenegger
reportedly had laid the theoretical foundation for his now ministerial work long before
Milei’'s ascent to presidential power starting in May 2022, when he, originally intended
for the conservative politician Patricia Bullrich, began to radically reimagine Argentina’s
legal system (Balsinde, 2025).

Many of Sturzenegger’s numerous reform packages included the removal of price
controls, liberalization of rental markets, drastic and digitized simplification of
administrative procedures, and a wide reduction of licensing requirements. The repeal
of the 2020 Rental Law is a prominent example: previously, the law imposed rigid
contract terms and limited rent adjustments, which heavily capped housing supply well
below actual demand, in turn creating a severe housing shortage. Its removal aimed to
restore contractual freedom and to incentivize genuine investment into the creation of
new as well as efficient usage of existing urban rental space (Republica Argentina,
2024).

Bureaucratic barriers were not only targeted at their existential root, but were made
fundamentally easier to manage by streamlining regulatory processes and eliminating
redundant administrative structures.

Argentina’s Burocracia Cero decree for example aimed to eliminate obsolete rules,
unnecessary procedures, and regulations that obstruct economic activity and free

45



competition, while reducing bureaucratic burdens on citizens and firms (Presidencia de
la Nacion, 2025)

These measures were specifically intended to drastically lower entry barriers for
innovative small firms, to facilitate an increase in general entrepreneurial activity, and, in
so, to reinvigorate competition within and across sectors for the most efficient solutions
and most effective talents for a robust national productivity growth (Sturzenegger,
20206).

Did it work? Effects on competition, investment, and economic efficiency

Deregulation has the potential to generate significant efficiency gains by improving the
functioning of markets. In theory, by removing price controls and administrative
constraints, prices better reflect underlying actual supply and demand conditions,
thereby improving resource allocation. (Mises, 2011, 97-106)

This is due to the signalling function of prices with respect to relative abundance:
Demand growth outpacing supply growth leads to rising prices, signalling the relative
scarcity in supply of the priced good (or vice versa). By objectively and transparently
reflecting the ever-changing subjective needs and offers of all and every market
participant combined, unhampered market prices efficiently express complex
information out of a highly dispersed decentralized knowledge base that is epistemically
inaccessible to centralized authority on every level. The real-life impact of this very
inability of central authority to outplan or outpace the efficiency and dynamism of
market-based price discovery is precisely why every socialist planned economy was, is
and will be doomed to fail. This becomes even more evident the farer removed the
central planning unit is from the local nuclei of daily economic action and the more
diversified the economy becomes.

Both Stigler (1971)’s and Peltzman (1976) raise an additional public choice:
Institutionalized entry barriers born from high compliance costs or licensing restrictions
may not just be coincidental ramifications of regulatory incompetence, but precisely the
raison d’étre of these regulations in the first place for the benefit of politically influential
cronies through corrupt institutions.

This logic of regulatory action by corruption is reinforced by Olson’s theory of collective
action: small, concentrated groups have stronger incentives to lobby than large,
dispersed groups of consumers, taxpayers, and potential entrants, whose high
collective costs are individually often too small to justify political mobilization (Olson,
1965). Regulations can therefore become a vehicle for rent-seeking, in which the mere
existence of corruptible political power can distort the original competition through
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market-based production into competition for legal privilege through the state
(Buchanan & Tullock, 1962).

The clearest empirical example of deregulation successfully uprooting artificial market
barriers in Argentina can perhaps be seen in the rental market. DNU 70/2023 repealed
the 2020 Rent Law and restored greater contractual freedom, including freer agreement
on lease duration, currency of payment, adjustment index, deposits, and payment terms
(Poder Ejecutivo Nacional, 2023; Ministerio de Justicia, n.d.). This institutional shift is
consistent with the classical critique of rent control: price and contract restrictions may
protect incumbent tenants in the short run but reduce formal supply, misallocate
housing, discourage maintenance and investment, and push activity into informal or
alternative uses (Friedman & Stigler, 1946; Hayek, 1945). Elfert and Thomsen'’s IZA
discussion paper uses weekly Buenos Aires data and a regression-discontinuity design
around the December 2023 repeal to estimate the short-run effects of this deregulation
(Elfert & Thomsen, 2025). The authors find a substantial revival of rental housing supply
and evidence that nominal and real rents declined. The economic interpretation is
plausible: when regulation made formal long-term rental contracts unattractive, owners
could leave units vacant, shift to informal arrangements, or move into short-term
alternatives, Once these contractual restrictions were removed, part of that withheld or
informal stock re-entered the formal market (ibid).

The macro evidence of the general economy too appears promising: INDEC reported
that gross fixed capital formation rose by 31.8% year-on-year in Q1 2025, with
machinery and equipment up 48.9% (INDEC, 2025). However, by Q4 2025, gross fixed
capital formation was 2.1% below the same quarter of the previous year (INDEC,
2026b).

Winners: Competition, innovation, and consumer benefits

The primary beneficiaries of deregulation are new market entrants, innovative firms, and
consumers.

International evidence demonstrates that entry regulation and product-market
restrictions depress entrepreneurship, investment, and formalization. Djankov et al.’s
cross-country study of start-up regulation finds that heavier entry regulation is
associated with higher corruption and larger informal economies, without corresponding
improvements in public or private goods (Djankov et al., 2002). Alesina et al. find that
the inverse operation, namely product-market regulatory reform through entry
liberalization, is associated with higher investment across OECD sectors (Alesina et al.,
2005). The aforementioned data similarly point towards such a scenario under the
Mileian reforms.
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Consumers benefit in the medium to long term from more efficient markets. While price
liberalization may initially lead to higher prices in some sectors, it also encourages
supply expansion and reduces shortages, ultimately improving availability and market
functioning.

In addition, deregulation strengthens the investment environment by reducing
uncertainty and improving predictability. This is particularly important in Argentina,
where regulatory instability has historically discouraged both domestic and foreign
investment (Albe & Tobin, 2024).

Losers: Protected sectors and adjustment costs

The costs of deregulation are concentrated among actors who previously benefited from
regulatory protection.

Firms operating in protected sectors face increased competition and may experience
declining market shares or exit from the market. These include industries that relied on
price controls, import restrictions, or administrative privileges.

Workers in these sectors may also be negatively affected, as increased competition can
lead to restructuring, job losses, or downward pressure on wages. In the short term,
these adjustment costs can be significant, particularly in regions or industries with
limited alternative employment opportunities.

From a distributional perspective, deregulation shifts benefits from concentrated interest
groups to the broader economy. While protected sectors incur losses, the gains from
improved efficiency and competition are more diffuse, benefiting consumers and future
market participants. This creates a political asymmetry the Milei administration has to
weather, as losses are immediate and visible, while gains are gradual and dispersed.

4.5 External Sector and Market Opening: Liberalization,

Competitiveness, and Distributional Effects

Once an open and prosperous country, since the dawn of Peronism Argentina’s
external sector has increasingly been characterized by protectionism, tight capital
controls, and limited integration into global markets. Milei’s reform program sought and

seeks to reverse this trajectory by liberalizing trade, easing capital-market restrictions,
and restoring Argentina’s attractiveness for international investment.

What was done: Trade liberalization and capital-market opening
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Prior to Milei administration the so called “cepo cambiario,”, a strict regime of tight
capital controls, was set up in order to limit citizens’ access to foreign currency,
restricting profit repatriation as well as imposing administrative barriers on cross-border
transactions. These measures both fragmented the foreign-exchange market and
strongly discouraged foreign investment (Albe & Tobin, 2024; Raisbeck, 2024).

Concurrently, trade policy was shaped by protectionist measures, including tariffs,
import licensing requirements, and regulatory barriers, geared to strategically facilitate
import substitution industrialization towards a state of near-autarky, which systematically
prioritized domestic production at the expense of international competitiveness (Galiani
& Somaini, 2018).

Milei’s reform agenda aims to gradually dismantle these restrictions. The government
replaced the discretionary SIRA system at the very start of the Milei presidency in
December 2023. The SIRA system mandated firms to seek prior administrative
authorization before importing many goods, determined which importers could access
dollars through the official market and when, and had left roughly USD 60 billion in
unpaid import debt to foreign suppliers (Presidencia de la Nacion, 2023).

An essential move towards formalized trade liberalization has been the multi-step
correction of the official government-devised USD/Peso exchange rate towards the
inofficial market-based blue rate. Before Milei’'s reforms, Argentina operated under a
fragmented exchange-rate regime in which the official rate diverged sharply from
informal market valuations. This gap acted simultaneously as an implicit fax on
exporters and a rationing mechanism for importers: exporters often had to surrender
foreign-currency proceeds at an artificially low official rate, while importers’ access to
foreign exchange depended on administrative approval rather than market allocation. In
December 2023, the government devalued the official exchange rate from roughly ARS
366—400 per USD to around ARS 800 per USD, narrowing the wedge between official
and parallel markets and reducing incentives for informal foreign-exchange transactions
(Banco de Espania, 2024; Kleinheyer & Schnabl, 2025). The IMF (2025) later reported
that the gap between official and parallel exchange rates had largely disappeared after
the move toward a more flexible exchange-rate regime.
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hange rate under the Fernandez presidency and the Milei presidency (Source: BCRA).
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The Milei administration also reduced selected tariff and tax barriers. In 2024, the
government lowered import tariffs on products including tyres, motorcycles, plastics,
machinery, textiles, clothing, footwear, and selected capital goods, in some cases
cutting rates from 35 percent to substantially lower levels. The stated objective was to
increase competition, lower costs, and improve productive capacity (Presidencia de la
Nacion, 2024b). It also raised the courier import threshold from USD 1,000 to USD
3,000 and exempted the first USD 400 of personal-use imports from tariffs, thereby
liberalizing small-scale cross-border purchases (Presidencia de la Nacion, 2024c). On
the export side, selected export duties, especially in agro-industrial sectors, were
eliminated or reduced to strengthen competitiveness and profitability (Presidencia de la
Nacion, 2024a).

Foreign-exchange restrictions were eased, though not fully abolished. In April 2025, the
BCRA introduced a moving exchange-rate band, removed the “blend dollar” system,
lifted foreign-exchange restrictions for natural persons, relaxed payment terms for
foreign-trade transactions, and allowed profit distributions to foreign shareholders for
fiscal years beginning in 2025 (BCRA, 2025).

While capital controls have not yet been fully removed (International Trade
Administration, 2025), the government has signaled a clear commitment to full
liberalization (IMF, 2025).

Did it work? Effects on competitiveness, capital inflows, and adjustment
pressures

Theoretically, the opening of the economy to external trade can generally be expected
to improve economic efficiency by aligning domestic prices with international market
conditions and facilitating the reallocation of resources toward competitive sectors
through the exploitation of comparative advantages, increasing general economic
welfare and productivity (Ricardo, 1817). Similarly, capital-market liberalization can
enhance investment by allowing capital to flow to its most productive uses. However,
increased openness also exposes the economy to external shocks originating in foreign
domains as well as competitive pressures, requiring an ability to first weather and later
master structural adjustment processes.

As theoretically expected, early indicators suggest a partial recovery of investor
confidence. Capital inflows have increased, and financial markets have responded
positively to the government’s reform agenda (Kleinheyer & Schnabl, 2025). The
reduction of regulatory uncertainty and the prospect of improved macroeconomic
stability have contributed to a more favorable investment climate.
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At the same time, the adjustment process generates significant pressures. Exchange-

rate policy plays a central role in this context. While the crawling peg mechanism helps
to stabilize expectations, persistent distortions in the foreign-exchange market and the
gradual removal of controls can create new volatility in the trajectory of the official rate.

Trade liberalization similarly creates both opportunities and challenges. While more
competitive sectors benefit from access to international markets, previously
overprotected industries face increased competition and may struggle to adjust.

Winners: Export sectors, investors, and long-term growth

The primary beneficiaries of external liberalization are sectors that are internationally
competitive and capable of attracting investment as well as importers.

Export-oriented industries, particularly in agriculture and natural resources, benefit from
improved access to global markets and more favorable exchange-rate conditions.
These sectors can expand production and increase foreign-exchange earnings,
supporting overall economic growth.

100 |
. N
g 60 | i V \/\ a
- A\ i
8 20 \ i N/ /
> / | \ \
—-20 /\v VA N' / v\/\ /
—40 | .
2022 2023 2624 2025 2026
—— Imports of capital goods
— Exports

Figure 13: Year on year changes of total exports and capital goods imports in percent

under the Ferndndez presidency and the Milei presidency (Source: INDEC).

After the April 2025 easing of most currency controls, Argentine companies were again
permitted to access foreign currency more freely to pay for imported goods and
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services, while previous payment delays for import transactions were removed
(International Trade Administration, 2025). This is consistent with the IMF’s observation
that stronger imports, especially of capital goods widening the base for future economic
growth, followed the relaxation of restrictions (IMF, 2025).
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Figure 14: Year on year change (%) in the ratio of capital goods imports to exports

under the Ferndndez presidency and the Milei presidency (Source: INDEC).

In the long term, the economy as a whole can be expected to benefit from increased
efficiency, higher productivity, and stronger integration into global value chains.

Losers: Protected industries and adjustment costs

Like with all other deregulatory policy adjustments, costs of external liberalization are
concentrated among sectors that previously relied on pre-existing protectionist policies.

Domestic industries that depended on tariffs, import restrictions, or subsidies face
increased competition from foreign producers. This can lead to declining output, firm
exit, and job losses in affected sectors. Workers in these industries may experience
unemployment or wage pressures as firms restructure or downsize. Regional disparities
may also emerge, due to sectoral heterogeneity with respect to geographic
agglomeration as well as different degrees of regional industrial diversification or,
analogously, industry dependency.
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From a distributional long-term perspective, external liberalization shifts the economy
from inward-looking, protection-based growth toward a more competitive and market-
oriented structure. While this transition enhances long-term efficiency, it imposes
concentrated short-term costs on specific sectors and regions, creating political
challenges for reform sustainability.
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5. Overall Assessment of the Shock Therapy

5.1 Short-Term Successes

The initial phase of Milei's shock therapy produced measurable short-term successes
across three central macroeconomic dimensions: the reduction of inflationary pressure,
the improvement of fiscal indicators, and the partial restoration of market confidence.
While these outcomes remain incomplete and their long-term durability cannot yet be
established, taken together they indicate a substantial break with Argentina’s previous
macroeconomic trajectory.

Reduction in inflationary pressure

One of the most immediate achievements of the reform program was the moderation of
inflationary dynamics. Following inflation above 200% in 2023, the rate of price
increases declined substantially as monetary expansion was curtailed, fiscal financing
pressures diminished, and expectations adjusted. The IMF reported that inflation and
inflation expectations were on a firm downward trajectory, while the gap between official
and parallel exchange rates had largely disappeared (International Monetary Fund,
2025c). These developments suggest that the combination of fiscal consolidation and
monetary restraint succeeded in weakening the mechanisms that had previously
sustained Argentina’s inflationary process. However, the short observation period
makes strong causal attribution necessarily cautious.

Improvement in fiscal indicators

A second major result was the rapid improvement in public finances. Within the first
year of the reform program, Argentina moved from persistent fiscal deficits to a primary
surplus of approximately 1.8% of GDP and a financial surplus of around 0.3% of GDP,
its first annual financial surplus in more than a decade (International Monetary Fund,
2025a; OECD, 2025; Reuters, 2025). The adjustment was achieved primarily through
expenditure reductions, including cuts to subsidies, transfers, public investment, and
other government spending. Beyond the immediate improvement in fiscal indicators,
this shift reduced the structural pressure for monetary financing and thereby
strengthened the credibility of the stabilization program.

Restoration of market confidence

The third observable success was a substantial improvement in financial-market
confidence. Sovereign spreads fell from more than 2,500 basis points in November
2023 to around 950 basis points by early 2025, while private capital inflows and resident
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capital repatriation increased (International Monetary Fund, 2025a). Foreign-currency
deposits in the domestic banking system also rose markedly, from approximately
US$16.5 billion in December 2023 to more than US$24 billion by September 2024
(Nessi, 2024). These developments indicate that investors and savers increasingly
perceived the new policy regime as more credible, although Argentina’s external
position and market access remained fragile.
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the Milei presidency (Source: JP Morgan (EMBI)).

A credibility-driven stabilization

Taken together, these outcomes are consistent with a credibility-driven stabilization
process. Fiscal consolidation reduced financing pressures, monetary restraint
contributed to disinflation, and the breadth and speed of the reform program
encouraged economic actors to revise expectations about Argentina’s future policy
regime. The evidence therefore supports the interpretation that Milei’s early stabilization
was not driven by a single isolated measure but by the interaction of fiscal, monetary,
and institutional changes.

At the same time, these results should not be interpreted as proof of long-term success.
The observation period remains short, reserve buffers are still limited, and the durability
of stabilization depends on continued fiscal discipline, monetary restraint, structural
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reform, and institutional consolidation. Argentina’s early experience is therefore
consistent with the credibility mechanism discussed in Section 3.1, but should still be
regarded as preliminary rather than conclusive.

5.2 Risks and Side Effects

While Milei’s shock therapy has produced measurable short-term stabilization effects, it
has also generated significant risks and side effects. These arise from the front-loaded
nature of the adjustment process and reflect the economic and political trade-offs
inherent in rapid reform. The most important risks can be grouped into three categories:
social costs of adjustment, recessionary pressures and loss of purchasing power, and
political backlash and reform fatigue.

Social costs of adjustment

The social costs of the reform program were substantial and highly visible. Fiscal
consolidation and price liberalization increased the cost of living in the short term,
particularly through higher utility and transport prices following the reduction of energy
and transport subsidies. Milei’'s early austerity program included subsidy cuts, public-
sector layoffs, halted public works, and below-inflation wage and pension adjustments.
These measures coincided with rising poverty, weaker purchasing power, and
significantly higher utility bills for many households (Calatrava, 2024).

These developments affected households that had already entered the reform period
under severe strain. Argentina had experienced years of falling real incomes and
persistent poverty before Milei took office, meaning that the initial adjustment intensified
existing social vulnerabilities rather than creating them from zero (World Bank, 2024Db).
The short-term distributional burden of stabilization was therefore concentrated among
households dependent on previously subsidized prices, public transfers, or public-sector
employment.

Recessionary pressures and loss of purchasing power

The second major risk was the contractionary impact of the reform program on
economic activity. Fiscal consolidation, monetary restraint, and price liberalization
exerted substantial short-term pressure on aggregate demand. Argentina entered a
technical recession in the first quarter of 2024, with GDP contracting by 2.6% quarter-
on-quarter and 5.1% year-on-year. Private consumption fell by 6.7% year-on-year,
public consumption by 5.0%, and unemployment rose from 5.7% at the end of 2023 to
7.7% in the first quarter of 2024 (Nessi & Pelaez-Fernandez, 2024). For 2024 as a
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whole, private consumption fell by 2.9%, government consumption by 3.8%, and gross
fixed capital investment by 17.2% (World Bank, 2026).

The magnitude and duration of these recessionary pressures nevertheless depend on
whether stabilization produces a sufficiently rapid recovery in confidence, investment,
and private-sector activity. World Bank data indicate that the 2024 contraction was
followed by a substantial rebound in 2025, including recovering private consumption
and investment (World Bank, 2026). The contractionary phase must therefore be
distinguished from a permanent deterioration in productive capacity: its long-term
significance depends on whether resources released by fiscal and structural adjustment
are successfully reallocated toward productive private activity.

Political backlash and reform fatigue

The third major risk concerns the political sustainability of the reform program.
Concentrated adjustment costs can generate resistance precisely because their effects
are immediate and visible while many gains from stabilization and liberalization
materialize only gradually. Early signs of such resistance were evident in the general
strike of May 2024 against Milei’s austerity measures and planned reforms. Legal
resistance also emerged when an Argentine court suspended the labor provisions of
Milei’'s emergency decree following a challenge by the General Confederation of Labor
(Misculin & Soria, 2024; Reuters, 2024).

The 2025 midterm elections subsequently strengthened La Libertad Avanza’s position
in Congress, but the government still lacked a legislative majority and remained
dependent on coalition-building for major reforms (Miller & Elliott, 2025). Its continued
reliance on political allies and the persistence of judicial and organized interest-group
resistance therefore constrain the institutional durability of reforms. As adjustment costs
accumulate, political support may weaken particularly if the benefits of reform remain
delayed, unevenly distributed, or insufficiently visible (Alesina & Drazen, 1991,
Fernandez & Rodrik, 1991).

The trade-off of rapid stabilization

Taken together, these risks illustrate the central trade-off of front-loaded stabilization:
rapid adjustment can strengthen credibility and accelerate disinflation, but it also
concentrates economic and social costs in the short term and can thereby intensify
political resistance. Argentina’s early experience suggests that the same speed which
strengthens the credibility of shock therapy can also increase its political vulnerability.
The durability of the reform program ultimately depends on whether stabilization and
subsequent growth produce sufficiently broad gains before resistance to the adjustment
undermines the reform process (Dewatripont & Roland, 1995).
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5.3 Sustainability of the Reform Course

The long-term success of Milei’'s shock therapy depends on whether the initial
stabilization gains can be translated into durable economic growth and institutional
consolidation. While early indicators point to improvements in inflation, fiscal balances,
and market confidence, the sustainability of these achievements remains contingent on
several interrelated economic and political factors.

From stabilization to growth

The central question for the continuation of the reform architecture in a Post-Milei era is
whether short-term stabilization can generate a self-sustaining growth process. Fiscal
consolidation and monetary stabilization have reduced macroeconomic imbalances, but
they do not per se ensure higher productivity or long-term investment agnostic of
property rights, regulatory environments and capital endowment.

Sustainable growth requires the reallocation of resources toward productive sectors,
increased capital formation, and improvements in institutional quality. Early signs of
increased investor confidence and capital inflows suggest that such a transition may be
underway (Kleinheyer & Schnabl, 2025).
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Figure 16: Year on year growth rates of the Argentine Manufacturing Industrial Pro-
duction Index (IPI; Indice de produccién industrial manufacturero) and Monthly Eco-
nomic Activity Estimate (EMAE; Estimador mensual de actividad econdmica) under

the Ferndndez presidency and the Milei presidency (Source: INDEC, own calculations).

Growthwise, the utilization of installed production capacity currently hovers below its
pre-shock level with signs of improvement. However, this is not necessarily a signal of
lost productive potential, but can reflect the temporary idling of capacity that had
previously been sustained by subsidies, distorted relative prices, protected demand, or
artificially cheap credit. Lower utilization can therefore indicate transitional reallocation
rather than structural failure: capacity previously sustained by distorted price signals
may temporarily fall idle before being redirected toward more sustainable uses.
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Figure 17: Utilization of installed production capacities in percent under the Fernandez

presidency and the Milei presidency (Source: INDEC).

From a theoretical perspective, macroeconomic restabilization reduces economic
uncertainty and creates more favorable conditions for long-term savings and
investments, but it is not sufficient by itself to definitely secure long-term growth.
Sustained growth also depends on deeper structural and institutional factors, including
secure property rights, reliable contract enforcement, and market-supporting institutions
(North 1990; Acemoglu and Robinson 2012). In Argentina, decades of institutional
weakness have constrained growth, and reversing these micro-constricting patterns
requires sustained structural reforms beyond initial macro-stabilization measures.

Dependence on political support and institutional consolidation

The sustainability of the reform course is equally dependent on political and institutional
consolidation. Milei’'s reforms were enabled by a political window of opportunity created
by crisis conditions and electoral support for radical change. Such windows are
necessarily limited: if stabilization produces visible improvements in living standards,
employment, and economic opportunity, support for reform can strengthen; if benefits
remain delayed while adjustment costs remain broadly visible, political resistance can
intensify (Drazen & Grilli, 1993).

This is particularly important because many reforms were initiated through executive
action and because the government continues to operate without a stable legislative
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majority. Reforms introduced through temporary executive instruments remain
vulnerable unless they are incorporated into durable legal and institutional frameworks.
Argentina’s historical record of volatile public policies and weak intertemporal
commitments makes this institutionalization especially important (North, 1990; Spiller &
Tommasi, 2003).

The durability of reform consequently also depends on whether the new policy regime
creates sufficiently broad constituencies with an interest in its continuation. Where
reform gains become visible and widely distributed, incentives for reversal should
decline; where adjustment costs remain concentrated and benefits uncertain, status-quo
pressures may persist. This political-economy mechanism is consistent with Fernandez
and Rodrik’s (1991) analysis of resistance to reform under uncertainty and Pierson’s
(1993) argument that policies become more durable when they generate resources,
incentives, and constituencies that support their continuation.

Conditional sustainability

The sustainability of Milei’'s shock therapy is therefore conditional rather than
guaranteed. Early stabilization successes provide a necessary foundation, but durable
success requires fiscal and monetary discipline to be transformed into stable institutions
while structural reforms translate into higher investment and productivity. Rapid
stabilization can create momentum and alter expectations, but whether Argentina
establishes a lasting post-crisis economic regime ultimately depends on whether
reforms reshape incentives and political equilibria sufficiently to make future reversal
increasingly costly (North, 1990; Dewatripont & Roland, 1995).

Remaining Reform Agenda and Unresolved Challenges

Beyond the multiplicity of demonstrated successful reforms, Argentina still exhibits
measurable deficiencies in various economic dimensions: a still substantial degree of
informal labor, a high labor tax wedge, centralized bargaining legacies and a monetary
system still actively managed by the BCRA. The IMF (2026b) estimates that narrowing
Argentina's labor-market institutional gap with regional peers could materially increase
formal employment, but also highlights that the gains fundamentally depend upon
consistent and complementary reforms in governance, business regulation and the
external sector, alongside continued product-market deregulation and the easing of
credit and FX restrictions.

The tax and pension systems still constitute two of the largest unfinished structural
reforms. Despite reductions in trade taxes, wealth taxation and some social-security
burdens, according to the IMF's 2026 assessment, Argentina's tax system still
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comprised more than 155 taxes, while particularly distortionary trade, financial-
transaction and provincial turnover taxes accounted for more than one-quarter of tax
revenue (IMF, 2026b). From a supply-side perspective, the abolition or continuous
reduction of taxes which incur the highest deadweight losses and which most
disincentivize capital accumulation, formal employment and exchange should be
prioritized rather than merely reducing the number of nominal levies. Pension reform
remains still further behind, as no funded individual-account pillar had been introduced
by the cutoff point of this paper. Indeed, the authorities' May 2026 IMF memorandum
envisaged developing a comprehensive pension reform only subsequently, with the
relevant structural benchmark extending to the end of 2027 (IMF, 2026a). A funded
individual-account component could reduce reliance on intergenerational transfers while
mobilizing long-term financial assets that, conditional on sufficiently developed domestic
capital markets, could contribute to financing long-term private investment (Stewart et
al., 2017).

From the institutional perspective developed in this paper, the principal unresolved
issue, however, remains monetary reform. Contrary to the original campaign promise,
Argentina had neither formally dollarized nor abolished the BCRA by May 2026.
Instead, the BCRA remained an active monetary authority operating a monetary-
aggregate framework, purchasing foreign exchange, managing liquidity through market
operations and maintaining an exchange-rate band. Simultaneously, it explicitly pursued
greater competition between the peso and the U.S. dollar (BCRA, 2025). Dollarization
should therefore still be regarded as an unfinished reform, even though arguably more
within reach than before, rather than an accomplished component of Milei's program.
Moreover, capital-account liberalization remained incomplete: although individuals faced
few remaining FX restrictions and firms could again remit dividends from distributable
profits corresponding to fiscal years beginning on or after January 1, 2025, restrictions
persisted on legacy dividends, some import payments, related-party debt service and
other pre-existing liabilities (IMF, 2026a). External vulnerability also remained relevant:
in May the IMF still described reserve coverage as inadequate and estimated net
international reserves at approximately USD 6.5 billion negative in mid-May despite
strong reserve accumulation during early 2026 (IMF, 2026a).

Dollarization would nevertheless solve only part of Argentina's monetary problem. It
would remove the BCRA's capacity to create peso base money and therefore strongly
constrain the monetization of fiscal deficits. Yet it would replace Argentine monetary
discretion with exposure to monetary decisions made by the issuer of the adopted
currency, principally the U.S. Federal Reserve, since the dollar remains a fiat currency
rather than a commodity-based monetary regime whose supply is less directly subject
to discretionary political control. From a Misesian-Rothbardian perspective, a gold-
based monetary constitution would constitute a stronger form of monetary
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depoliticization. A credible gold-convertibility rule would constrain money creation
independently of both Argentine and foreign central bankers and thereby impose a
harder constraint on the monetary financing of fiscal deficits (Mises, 1949; Rothbard,
1963). Dollarization may therefore constitute an institutionally powerful second-best
transition away from Argentina's historically abused fiat peso, whereas a competitive or
gold-backed monetary order would more fully address the underlying problem of
discretionary state money (Hayek, 1978; Mises, 1949; Rothbard, 1963).

A related problem would remain even after dollarization: fractional-reserve banking.
Replacing pesos with dollars restricts central-bank base-money creation but does not
prevent commercial banks from expanding dollar-denominated deposit claims through
credit creation. In the Rothbard-Huerta de Soto interpretation of Austrian banking
theory, durable monetary reform would therefore require, in their framework, 100%
reserves against demand deposits, separating monetary warehousing from credit
intermediation and requiring investment credit to originate from genuine savings, equity
or time deposits (Huerta de Soto, 1998; Rothbard, 1963). This position remains,
however, disputed within Austrian economics, particularly by fractional-reserve free-
banking theorists such as Horwitz, Selgin and White, whose arguments are discussed
critically by Huerta de Soto (1998).

The remaining risks are consequently both economic and political. Argentina must
continue accumulating reserves, complete FX liberalization without generating
destabilizing external outflows, implement the new labor framework (Honorable
Congreso de la Nacion Argentina, 2026), reform pensions and taxes, deepen
privatization and maintain expenditure discipline. At the same time, reforms must prove
sufficiently robust to withstand federal-provincial coordination problems, political
resistance and future electoral cycles if Argentina wants to truly escape the vicious
cycle of economic interventionism that put it into this situation in the first place. The
central question after 2026 is therefore no longer whether Milei can initiate liberalization,
but whether temporary stabilization can be transformed into institutions sufficiently
robust to prevent a future government from restoring fiscal dominance, monetary
discretion and interventionist regulation.

6. What Europe Can Learn From Milei

The case of Argentina under Javier Milei can offer a number of important lessons for
European policymakers. While the specific conditions of Argentina might differ
substantially from those of advanced European economies, the underlying mechanisms
of stabilization, credibility formation, and political communication provide valuable
general insights that transcend country borders.
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Transferable elements: Credibility, sequencing, and reform design

One of the most important lessons concerns the role of credibility in economic policy.
Argentina’s case demonstrates that in environments characterized by low trust and
persistent macroeconomic as well as political instability, incremental policy adjustments
may fail to desirably shape or sustainably anchor economic expectations. Instead, a
clear and decisive break with past policies via shock therapies can shift expectations
not only more time-efficiently, but even more effectively.

This insight is notably not limited to high-inflation economies. Even in Europe, where
institutional frameworks are more reliable, public credibility remains central to fiscal and
monetary policy. Persistent deviations from rule-based frameworks, such as
discretionary fiscal expansion or regulatory hyperactivity, as well as top-down distortions
of the price mechanism via inflationary finance or price controls can significantly weaken
economic expectations and reduce real investment.

A second lesson concerns the sequencing of reforms. Milei’s approach illustrates the
importance of addressing core macroeconomic imbalances procedurally, with a primary
focus on fiscal deficits and monetary instability, before or alongside broader structural
reforms. Stabilization reduces uncertainty and alleviates inflationary and taxational
pressure, while structural reforms improve efficiency; together, they create the
conditions for sustainable growth. Partial or poorly sequenced reforms, by contrast, risk
undermining each other and prolonging economic adjustment.

A third lesson relates to political communication. Milei’'s success was not only the result
of economic policy but also of his ability to translate complex economic problems into a
clear and compelling narrative. By framing inflation, deficits, and regulation as
consequences of a dysfunctional political system, he created a coherent reform
mandate.

The importance of communication is often underestimated in economic policy.
Expectations are shaped not only by policy actions but also by the credibility and clarity
with which they are communicated. In this sense, narrative coherence can function as a
complement to policy credibility, reinforcing the effectiveness of reform.

Limits of transferability: Structural and institutional differences

Despite these lessons, the structural and institutional context of the Argentine reform
projects differs structurally from the current European situation.

European countries operate within relatively stable institutional frameworks, including
nominally independent central banks, established robust legal systems, and, until now,
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comparatively credible fiscal regimes. The political reality, although increasingly shaped
by laws and regulations from Brussels, is a decentralized one, in part differing
substantially between EU member states.

In contrast, Argentina’s crisis was marked by extreme macroeconomic instability,
including triple-digit inflation, negative reserves, and a collapse of monetary credibility
under one homogeneous monetary and fiscal polity. These conditions not only justified
but also structurally enabled a more radical, coherent reform approach than would
typically be realizable in a monetarily homogenous union of fiscally heterogenous states
such as the EU.

Policy effectiveness may depend on context: Measures that are necessary in
environments of severe institutional failure may be unnecessary or even
counterproductive in more stable settings (North, 1990). In Europe, where institutional
credibility is generally higher, gradual and rule-based adjustments are often more
appropriate than abrupt policy shifts.

Limits of radical reform under European conditions

European democracies are characterized by multiple veto players, coalition
governments, and strong legal constraints, which make rapid and unilateral policy
changes difficult. Moreover, the structure of the welfare state creates additional
constraints. Social protection systems are deeply embedded and politically sensitive,
with the structural forces of stagflation not as poignantly felt as in Argentina, making
large and rapid expenditure cuts to dynamize the economy more challenging than in
Argentina. The distributional consequences of such measures are, as of now, not
unlikely to invite political resistance.

The feasibility of reform depends on the alignment between economic necessity and
political capacity. In Argentina, a severe crisis created a unique window of opportunity
for radical change. In Europe, where crises are generally more slowburning and
institutions more resistant, such windows are narrower and less frequent.

Importantly, this does not imply that Europe is immune to the risks highlighted by the
Argentine case. Persistent fiscal imbalances, regulatory overreach, and erosion of
policy credibility can and will, over time, undermine economic performance of every
economy, even in advanced economies. Both pace and impact size of these
stagflationary factors hinge predominantly on the resilience and volume of both
sociopolitical and economic capital of the underlying capital in distress, but ceteris
paribus they act as a burden on economic activity nonetheless.

Lessons with limits
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Argentina serves less as a directly reproducible blueprint for Europe than as a case
study of the economic and political effects of rapid market-oriented reform under
conditions of severe institutional failure. Its experience illustrates both the potential
efficacy of credible reform and the importance of adapting its pace and design to
institutional context. For Europe, the central challenge is to preserve institutional
credibility, monetary stability, and economic dynamism sufficiently early to prevent the
accumulation of crisis conditions that make drastic adjustment necessary in the first
place.
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