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Abstract: This paper analyzes the reason of the Argentina Great Depression in the 1990s and 

compares it with the 21st century Latin American economic crisis. The causes of the 

Argentina Great Depression serve as a remarkable alarm towards the current situation of the 

Latin American economy. The Latin American economy is currently facing surging inflations, 

mounting external debts, and unpredictable external shocks. Hence, there are many lessons 

that can be drawn from the Great Depression to Latin American countries and potential 

strategies that could alleviate the devastating impact on the economy. This paper first 

compares the economic situation and fiscal policies of Argentina and Latin America. Then, 

the paper analyzes the distinct rehabilitation process of the Argentine government and 

evaluates the steps that are applicable to the Latin American economy. Finally, this paper 

suggests on the rehabilitation process that Latin American country could take in recovery and 

revive its economy back to prosperity.  
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1. Introduction 

The Latin American economy has been experiencing economic activity slowdown in recent years, 

namely a deceleration in regional growth from the levels seen in 2022, a limited trade impetus in a 

global economy, and increasing interest rates [1]. For 2023, the growth rate is lower than 2022 

especially that the growth rate in Gross Domestic Product (GDP) and job creation is slower than ever. 

There is a further projected low growth in 2024, and the slow growth trend from 2023 is expected to 

continue. Today's crisis across Latin America is characterized by high interest rates and high 

borrowing cost of external debt, echoing the economic conditions faced by Argentina decades ago 

[2]. The current issues in Latin American economy share a deep-root connection with the Argentine 

financial crisis of 1998-2002. The Argentine financial crisis was a product of fixed exchange rate, 

dependency on one export sector, and mounting external debts, which underscored how structural 

weaknesses could lead to the weakening of an economy [3]. A closer examination at the experience 

of the Argentine economy would help the current Latin American countries to make cautious policy 

decisions with respect to these factors and potentially a total economic collapse.  

Currently, Latin America is characterized as a developing economy; thus, some countries 

frequently need international assistance to fund the financial growth. A main issue that the economy 

faces is the mounting debt levels, especially after post COVID-19 reforms. A high debt can be 

devastating to the economy, which may hinder growth, increase interest payments, and potentially 
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hold devastating long-term risks. Thus, it is crucial for an economy to consolidate fiscal conditions 

to achieve a stable economy to anticipate financial growth [4]. Accordingly, lessons could be learned 

from steps that the Argentine economy took in recovery in the early 2000s. 

Current research on the Latin American economy had been focused on the examination of a few 

countries or examination of certain periods. The lack of intergenerational, international, and 

interconnected evaluation on the financial circumstances of different economies have limited the 

scope of the study and made the conclusions less applicable in an increasingly globalized economy. 

Hence, this paper aims to uncover the lessons and strategies learned from the Argentine Financial 

Crisis that are applicable to the current Latin American economy to prevent a financial collapse. This 

paper first covers the background of Argentine Great Depression of 1998, and then conducts a cross 

examination of the recovery process of the Argentine economy and the current economic landscape 

of Latin America, as well as potential reforms that are applicable to the Latin American economy 

today. 

2. The Collapse of the Argentine Economy 

Argentina was among one of the most prosperous nations in the South and Latin American continent 

prior to the crisis in late 1990s. Argentina was a country rich in natural resources with agriculture and 

agro-industries being the main source of its finance. These agricultural commodities were Argentina’s 

main source of exports, which were more prone to adverse trade and fluctuating market prices. At the 

same time, Argentina’s imports consisted of manufacturing, electrical, and pharmaceutical products 

which required large foreign exchange. This can be observed in Figure 1, in a steep drop in 

Argentina’s GDP deflator between 1995 to 1996, where the market was more prone to fluctuations 

and external shocks [5, 6]. 

  

Figure 1: GDP deflator of Argentina (Data Source: World Bank). 

Moreover, Argentina was restricted to the Convertibility regime, pegging the Argentine peso 

directly to the US dollar. This was an effort to stabilize the economy after Argentina had fallen into 

hyperinflation in 1989. However, this drastic and near irreversible measure caused an overvaluation 

of the Argentine peso, making their exports uncompetitive in world markets compared to its neighbors 

like Mexico for trading. The recession hit in 1998, which was triggered by adverse external shocks 

like the Russian default and the devaluation of the Brazilian real in 1999 [7]. The economy suffered 
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from a drop in GDP growth and fueled concerns about the sustainability of public debt. Since the 

exchange rate was fixed at a higher level than what was appropriate, Argentina exported little goods 

but imported many. This trade imbalance allowed Argentina to earn foreign exchange it needed to 

pay its foreign debt. Thus, Argentina needed to borrow to meet those interest payments, further 

exacerbating its external debt [8].  

Argentina’s foreign debt eventually spiraled to 147.2% of their GDP in 2002, as shown in Figure 

2, implying that they had more cash outflows than inflows. It became clear that Argentina could no 

longer sustain the mounting debts by constant borrowing and repaying from different sources. 

Therefore, Argentina was forced to default to devalue the peso by 29%, in order to make its exports 

appealing to buyers. This devaluation caused corporate failures in Argentine banks since most of their 

borrowings were in dollars. Investors lost faith and fled from the Argentine market [9]. 

 

Figure 2: Gross Debt of Argentina in percentage of GDP (Data Source: International Monetary Fund).  

3. Recovery of the Argentine Economy 

Firstly, in terms of debt, Argentina initially sought to manage its burgeoning public debt through 

restructuring efforts. The country engaged in negotiations with international creditors, including the 

International Monetary Fund (IMF), with 93% of the bondholders accepting to reduce the payment 

of their investment and 7% of the creditors forced Argentina for a full repayment. IMF, on the 

contrary, was strongly criticized for the lack of support. They refused to offer liquidities to Argentina 

and made sure that their initial loan was all repaid. Despite these efforts, Argentina still defaulted on 

its debt, making it the largest sovereign default in history at the time. This default led to a series of 

debt restructuring agreements over the following years, which involved significant debt reductions 

and extended payment terms [7]. 

Next, regarding the exchange rate, the collapse of the pegged rate between the peso and the dollar 

in early 2002 led to a dramatic devaluation of the currency. The peso's devaluation was a pivotal step 

in Argentina's recovery as it allowed for more competitive exports and helped to restore some balance 

to the country's trade deficit. However, the sudden drop in the exchange rate also contributed to 

increased inflationary pressures and economic instability in the short term. The government 

eventually introduced a managed floating system for the peso, which allowed it to stabilize and 

appreciate somewhat, providing a more sustainable foundation for economic growth. 
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Inflation was another significant challenge during the recovery period. Following the collapse of 

the Convertibility regime and the devaluation of the peso, Argentina experienced a sharp rise in 

inflation. The devaluation increased the cost of imports and contributed to price instability. To combat 

inflation, the Argentine government implemented a combination of price controls, subsidies, and 

monetary policies aimed at stabilizing the economy. Over time, these measures, coupled with the 

recovery of key economic sectors and the stabilization of the currency, helped to bring inflation under 

control and set the stage for more robust economic growth in the subsequent years [8]. 

4. Argentine Financial Crisis and the Current Latin American Economy 

The Argentine Financial crisis of the 1998 reflected the dangers that a fixed exchange rate can bring 

to an economy. Fixed exchange rate pegs the national currency to the US dollar, which can lead to 

sever economic distortions. These restrictions can make exports more expensive, limiting the trading 

potential of the country. This similar strategy was adopted by the current Belize and Panama economy. 

As the Latin American economy facing inflation rates around 7.8% in 2022 and 4.8% in 2023, the 

lessons from the Argentine economy underscore the risks of maintaining a fixed exchange rate in a 

context where external economic conditions or internal economic policies may not align with the 

demands of the unbalanced exchange rates [10]. This may potentially hurt the Latin American 

economy in the long run, that it can negatively impact their economic potential. 

Furthermore, the Argentine experience illustrates the perils of excessive debt accumulation under 

a fixed exchange rate regime. To maintain the Convertibility regime, Argentina accumulated 

substantial amount of foreign debt, which became unsustainable when the country faced external 

shocks and declining revenues. This debt dependency, fueled with the inability to devalue the 

currency to restore economic balance, precipitated a severe financial crisis. In the current Latin 

American context, several countries are similarly burdened with high levels of external debt and 

constrained by their exchange rate policies. The most notable examples include Panama which has 

the highest foreign debt in relation to its GDP. As a country with both a fixed exchange rate and a 

large external debt, Panama should be cautious of the dangers of over-reliance on external financing 

to avoid repeating the same tale as Argentina. A potential strategy to decrease its foreign debt is to 

establish economic reforms and policy shifts. Panama could negotiate with creditors to restructure 

their debt. It can involve an extended repayment period or debt-for-equity exchange, granting the 

economy more time for recovery. The government could also enhance tax collections and cut 

unnecessary in-state expenditures to improve the overall fiscal management and increase cash inflow 

in the country.  

Finally, the Latin American economy could attempt to diversify its exports to reduce reliance on 

a few sectors. The bulk of the exports are from the agricultural sector; however, these exports are 

most vulnerable to external shocks like weather or transportation conditions. Hence, there is a great 

chance for fluctuations in this sector, where there are many factors that affect the demand for their 

exports. The Latin American economy could develop to digital sectors in future years, as technology 

becomes a prevalent part of everyday life. This sector can potentially drive more economic returns as 

it is not limited to time and space, hence is readily available to anyone of any background. The digital 

sector can bridge the economic division among Latin America economies and revive the trading 

sector for more interconnected economy. 

5. Conclusion 

In conclusion, the Argentine economic crisis of 1998 offers a compelling case study for understanding 

the vulnerabilities and resilience within Latin American economies. This paper has analyzed the 

intricate dynamics of Argentina’s financial collapse, highlighting how a combination of unsustainable 
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fiscal policies, external debt burdens, and global economic shifts precipitated the crisis. By examining 

the current economic climate across Latin America, this paper discusses both similarities and 

differences that underscore the need for a nuanced approach to economic management in the region. 

One of the key lessons drawn from the Argentine experience is the critical importance of 

maintaining a balance between fiscal discipline and economic flexibility. Countries must be cautious 

about over-relying on fixed exchange rate regimes or external debt, as these can magnify the impact 

of global financial disturbances. Additionally, the crisis underscores the need for robust financial 

institutions and effective governance structures to manage economic policy and mitigate potential 

risks. 

However, this study is not without limitations. The historical context of Argentina’s crisis is unique, 

and the lessons derived may not be directly applicable to all Latin American economies, especially 

those with different economic structures or political environments. Furthermore, the focus on 

macroeconomic factors may overlook socio-political dimensions that also play a crucial role in 

shaping economic outcomes. Future research could benefit from a more granular analysis of these 

socio-political factors and how they interact with economic policies. 

In summary, while the Argentine crisis of 1998 provides valuable insights into the broader Latin 

American economic landscape, its application must be tempered with an understanding of each 

country’s distinct context. By integrating these lessons with a comprehensive view of current 

economic conditions and challenges, policymakers can better navigate the complexities of economic 

management and strive toward more resilient and sustainable economic systems in the region. 
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