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1.Introduction 
 

Argentina is a nation that continues to amaze economist with its incredible access to 

resources, educated citizenry yet poor sustainable economic performance. Argentina is 

perceived as economically uncompetitive by the accounts of many of the economic indicators 

on performance. The World Economic Forum currently ranks Argentina 106 of 140 states on 

economic competitiveness. The ranking by the World Economic Forum is comprised of 12 

pillars that are considered chief indicators of economic development.  The graph from the 

World Economic Forum (see Appendix 1) that list out the ratings of Argentina on each 

individual indicator. Argentina appears to rank high on market size, health and primary 

education, however, Argentina scores poorly on institutions, innovation, goods and labor 

market efficiency and financial market development. How is it that a nation with such an 

abundant amount of natural wealth could be so uncompetitive?  

Out of all these indicators institutions is seen as a key factor by many as underlying cause of 

economic instability in Argentina. Institutions are the rules that surround an economic 

system, but much is still unknown about institutions. This is not to say that institutions have 

not been written about in great detail before. As I will cite in this work we can find several 

influential works on institutions, and two of which will be analyzed in detail. The difficulty 

of understanding institutions is driven by the fact that institutions are difficult to measure, 

universally still undefined, and continuously changing. This work attempts to use some of the 

latest theories in new institutional economics to analyze a single institution in Argentina. 

Focusing on a single institution, allows us to better analyze theoretical concepts, that can tend 

to jump from sector to sector and at different levels of the institutional hierarchy. My hope is 

to shed light both on policy design implications and on the struggles with the structure of the 

theory of institutions themselves.  
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The institution this work will focus on will be the formal institution that surrounds deposit 

insurance in Argentina’s financial sector. Deposit insurance serves essential serves a 

guarantor of banks, much the same that a lender would be required by banks to provide an 

additional guarantor, whether this be a person or property, to secure a loan. It’s a guarantee 

that if a bank fails a depositor’s holdings will be covered up to a certain level of insolvent 

capital that was a part of that bank failure. Bank deposit insurance serves as a great institution 

to examine in respect to Argentina, given the relative depositor mistrust one would expect in 

holding deposits in a currency that is prone to devaluations and bouts of inflation and 

hyperinflation.  

Overall the research question I seek to answer is what has been the institutional evolution of 

deposit insurance since the return of democracy in 1983. I will seek to explain the evolution 

of deposit insurance through the analysis of the frameworks on institutional strength, as 

utilized by Levitsky and Murillo, and the framework of inclusive institutions, as used by 

Acemoglu and Robinson. This will result in the formation of two hypotheses:  

Hypothesis 1: The formal institutions built around deposit insurance in Argentina are weak 

as according to Levitsky and Murillo? 

Hypothesis 2: The formal institutions built around deposit insurance in Argentina are in a 

vicious cycle as according to Acemgclu and Robinson? 

This work will be structured in the following manner. First we will review the development 

of the theory of institutions and new institutional economics. In doing so we will review of 

the literature on transaction cost, institutions, and new institutional economics, more 

specifically I will be focusing on the institutions of institutional strength and institutional 

inclusiveness, especially how they apply to developments in the Argentinian economy. 

Secondly we will provide the reader with a brief introduction into the Argentinian economy, 



4 
 

with a focus on the political and economic developments since it’s return to democracy in 

1983. I will then review the banking sector of Argentina and more specifically the institutions 

surrounding deposit insurance. During the methodology section I will lay out how I intend to 

analyze the institutions surrounding deposit insurance and how they are explained by 

institutional inclusiveness and strength. It is in the process that this work will provide a better 

definition and purpose of the institution of deposit insurance and its significance in reducing 

the transaction cost affiliated with banking transactions. In the findings and discussion 

section the work will set out to determine how we classified the major decrees and laws 

affecting Argentinian deposit insurance as to whether or not they could be considered 

institutionally strong and inclusive. Within the discussion section the implications of my 

findings will be discussed in more detail and how perhaps other institutional theories may 

better explain the evolution of the deposit insurance evolution. In final part of the discussion 

section I will propose a new model for conceptualizing institutional development.  

In conclusion I hope to provide new insight into the development of institutions and how the 

theories proposed by Acemoglu and Robinson along with Levitsky and Murillo could be 

better utilized to understand institutional evolution. More so I will represent the new uses for 

this model of conceptualizing institutional developments, and how they pertain to existing 

works covered in the theoretical review section of this work. In doing so I hope to provide a 

basis for further development on how to conceptually map institutions to aid academics, 

government officials, and all policy creators in their ability to fully understand the extent, or 

lack thereof, of the institutions that they are creating.  

2 Overview of Argentina’s Economic and Political Environment 
 

To understand the development of deposit insurance within Argentina it is critical that the 

reader understands recent history of events that has led Argentina economy into its current 



5 
 

state. To do this the work will first begin with an overview of Argentina’s economic and 

conversely political history. We will then examine the political climate that is often to blame 

for Argentina’s economic instability. More specifically we will examine the political make-

up and rationale behind the power of Peronism and the Partido Justicialista (Peronist Party). 

By identifying the mechanics of the Peronist party we will be able to show why institutional 

economist can easily utilize Argentina for examples of institutional failure.  

Argentina has a history of being a prosperous nation. It was the 12th most prosperous nation, 

in terms of GDP per capita in the world at the turn of the 20th century, and continued to be the 

12th most prosperous in 1950. The foundations of the Argentinean economy had been 

historically built around agriculture and light industry. The beginnings of the Argentine 

industrial policy started when Juan Domingo Peron came to power. Peron’s power was based 

off his appeal to the working class industrialist. Once in power Peron sought to restructure 

Argentina towards a welfare yet industrial state. He pushed through policies that lengthened 

vacation, improved safety in factories, provided health insurance, established pensions, and 

laid our regulations on wages and hours of labor.  

Peron’s overall ideology was based on drawing support through nationalism and equality 

through the redistribution of wealth within society. From this his support grew among the 

industrial base and economically disenfranchised of society. Peron drove his policies in a 

corporatist fashion using a newly established union called the General Confederation of 

Labor (CTG). Through the CTG, policies were spread from executive directives down to 

organizations and workers. Funding for his programs were largely generated through the 

another Peron created institution called the Argentinean Institute for Production and Trade, 

which, at the expense of the agricultural sector, created an institutional framework where 

agricultural products were traded internationally. Farmers were forced to sell their produce to 
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the Institute for Production and Trade at government fixed prices, where then the government 

would resell products at higher price to the international community. (Richardson 2008) 

Tax revenue generation from the agricultural sector to finance industrialization and welfare 

programs has since been a staple of Argentinean policy design. Where Peron succeed in 

creating a more socialized welfare state, he struggled in his attempt to create a more 

industrialized Argentina.  Through the use of “import substitution,” a policy where a nation 

replaces imports with domestically created goods, Peron sought to restructure the Argentinian 

economy in a way that would deter actors and organization from primary economic activity 

while creating secondary and tertiary economic sectors. In order to successfully implement 

such a policy large capital investments in direct research and development need to drive the 

technological intensive capital that was lost in restricting imports. In addition, aid is needed 

to assist in adversely effected industries and strenuous tax policies are needed to deter 

organizations from pursing primary sector activities.  (Bruton 1968) In the end 

industrialization never truly developed. After Peron was forced from office in 1955 by a 

military coup, Argentina was left with a shaky industrial sector and limited funds available 

within the treasury.   

The military coup would unfortunately not be the last for Argentina. The instability of 

Argentina politics is probably best highlighted by the fact that from 1930 to the election of 

1983 Argentina had 24 presidents, 16 of which were army generals. Only two presidents in 

this time period successfully completed their mandated terms in office. (Smith 267) The time 

following the 1955 coup until the early 1980’s was marked by civil unrest. During this 

lengthy period Argentina was continuously plagued by stagflation, low growth and high 

inflation. Solving this problem posed to be difficult for several reasons. First, government 

stability, from the standpoint of ideologies was constantly changing. Secondly, successive 
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military coups didn’t allow for the development of a democratic foundation that still plague 

the country today.  

2.1Democracy Returns to Argentina 
In 1983 Argentina successfully transitioned from a military dictatorship to democracy with 

the election of Ricardo Alfonsin. From my research it is clear that Alfonsin’s presidency 

doesn’t get as much attention in the development of Argentinian’s economic and political 

environment, which is a shame because Alfonsin’s presidency was critical in laying the 

ground work for the development of strong Peronist political response.  

At the time of Alfonsin’s election, Argentina did not possess a well-established and accepted, 

from the standpoint of military elites and corporatist groups, political foundation. Thus the 

Alfonsin presidency assumed the task of bringing about democratic institutions into a society 

that hadn’t seen political freedom for some time, was ingrained with conflicting corporatist 

groups, and had volatile economic climate. In transitioning to democracy Alfonsin would 

have to battle these old corporatist powers that had been weaken by the demise of the military 

dictatorship but still had significant power and clout. (Romero 256) To his own right 

Alfonsin had his own political power having won the presidency with 51.58% of the votes, a 

significant number over Peronist candidate Luder’s 39.9%.  

In the face of the problems presented to Alfonsin economic problems would take a back seat 

to democratic reforms in his administration, which would prove to be a miscalculation as the 

economic climate of Argentina would ultimately prove to be the end for not just Alfonsin’s 

but his party, the Union Civica Radical (Radicals). During his tenure Alfonsin focused on 

establishing freedom of speech and the elimination of authoritarianism in education and 

across society. In his efforts to accomplish these reforms in Argentine society Alfonsin would 

continuously have to expense political capital to brokering institutional progress between the 
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two most powerful groups that his campaign had criticized to victory in the election, the 

military and the unions. (Romero) 

In attempting to make amends and bridge the dived created between the military and his 

office, Alfonsin decided to offer a mild prosecution of the military in his End Point and Due 

Obedience. These proved to be mistake as no group outside the Radicals approved of the law 

and, in the end, the military protested the proposed law and took part in a small military 

uprising in 1987. This is important to point out, because on the politically left side of the 

spectrum, the General Confederation of Labor (CGT), the largest and most powerful labor 

union also organized 13 general strikes between the years of 1984 and 1988. The more 

Alfonsin attempted to bring political change to Argentina the more the old corporatist powers 

tended to respond adversely. These political challenges to Alfonsin were all exacerbated by 

an inflationary economic climate that was also in need of reform. Alfonsin solution was the 

Austral plan.  

The Austral plan took effect in 1985 with the hopes of reducing inflations. The plan called for 

wage freezes on public sector positions, a fixed exchange rate on the US dollar, a scale 

conversion to adjust contracts for the immediate end of inflation, increased import and export 

tariffs and a new monetary unit convertible at par to the peso. (Sachs 2007) Despite the list of 

reforms inflation was only headed off for a short term. By 1987 the government again had to 

reach out to the corporatist groups it sought to marginalize for support. A trade union leader 

backed by the powerful union groups was placed in charge of the ministry of labor, mangers 

from large companies with state contracts were put in place to run state companies and a 

Radical minister with a history of agricultural lobbying became head of the agricultural 

department. (Romero 272) By the end of Alfonsin term leading up to the elections of 1989, it 

was clear that Alfonsin’s attempt to create strong democratic foundations for Argentina was 

being crippled by his need to stabilize his own authority.  
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2.2 Carlos Menem and the New Peronist Party 
 

The Austral plan was not effective in stabilizing Argentina’s economy as inflation could not 

be kept under control and hyperinflation occurred at the end of Alfonsin’s presidency in 

essence dooming the reelection chances for Alfonsin and the Radicals. Despite the 

treacherous state of the economy with protest and riots taking place and hyperinflation 

gripping the economy, the election of Carlos Menem was triumph for Argentinian politics. 

This was the first time since 1928 that a government transferred power to another government 

and the first time since 1916 that a government transferred power to a different political 

party. (Romero 285)  

Carlos Menem representing the Partido Justicialista (Peronist) took charge of political party 

that established by Peron as a union based party of workers and forged it with the popular 

neo-liberal ideologies of the time. This was accomplished by dismantling the traditional 

structure of the Peronist party away from union leadership to a territorial based patronage 

system, effectively transforming the Peronist from a labor party to a machine party (Levitsky 

2001) With this said, the success of Menem wasn’t fantastically transformational. His 

campaign had a populist message that Menem would turn the economy around and benefit 

the average worker. With economic concerns, chiefly inflation as a concern, Menem taking 

full advantage of the weakened Radical party swiftly enacted two laws that would transform 

the Argentinian economy. The Law of Economic Emergency and the Law of State Reform.  

(Romero)  

These reforms are what is known as the convertibility plan that seemed to herald in an era of 

high growth and low inflation, founded on discipline macrocosmic policies and market-

oriented structural reform. Domingo Cavallo was appointed as the minster of the economy 

and it was Cavallo that would be instrumental in the transformation of the Argentinian 
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economy. The convertibility plan transformed the Central Bank of Argentina (BCRA) into an 

effective currency board, transforming its charter to align its responsibilities to focus on 

regulate a fixed exchange rate that would tie the peso to the dollar on a one to one basis. 

Along these lines the government allowed the dollarization of the economy by allowing 

foreign currencies to be used as an alternative means of payment. (Dominguez and Tesar 

2005) These actions instilled confidence to international investors who began investing in 

Argentina and it led to stabilization of inflation.  

Another aspect of the convertibility plan was to reform banking in the 1990s especially the 

public banking sector, and more specifically in the sector of provincial public banks. At the 

time all provinces in Argentina all had at least one public bank. These banks were continually 

relied on as a cheap source of capital for political patronage and poor public investment with 

the understanding that the central bank would bail out the bank in the event of liquidity 

problems. (Cull and Clarke 1999) 

The initial reaction to market reforms were positive in Argentina. With inflation under 

control, Argentina was able to bring some stability to their economy and experienced reduced 

unemployment as well as economic growth over the years of 1991 to 1994. This success 

made the convertibility plan as well as Carlos Menem extremely popular. Under the guise of 

this success the underling economy still had a competitive prowess and as the neo-liberal 

policies of privatization were hailed as bringing in new prosperity there would also be some 

significant drawbacks. During 1994 the Mexican peso devaluation sparked a crisis in 

Argentina as domestic and international investors became worried that the Argentinian peso-

dollar par could not hold. Deposits began to evaporate has people pulled their foreign 

currency out of banks. These bank runs put pressure on the financial sector. The economy, 

which had experienced incredible growth in the early 1990’s, began to crumble in 1995. 

Unemployment reached 18.6% and the economy went into recession. The restrictions placed 
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on the central bank, eliminating their ability to be a lender of last resort, put the bank run and 

recession on the private financial sector to solve. Unfortunately, this became too much to bear 

and the Argentinian government was forced to step in to avoid a complete financial collapse. 

The government acted by reducing reserve requirements, allowing the BCRA to aid in 

rescuing banks and reestablishing deposit insurance, administered by Seguro de Depositos 

S.A. (Sedesa)  

2.3 Argentinian Economic Crisis 
The Argentinian economy began to recover from the “tequila crisis,” and was held as a 

success story and a show of strength in effects of liberalizing their financial sector. (Moreno 

2005) During the recovery from crisis it was shown that the intervening of the Argentinian 

government required the government to take on debt. In addition, even as the economy went 

out of recession in 1996, unemployment remained high at 17.2%. The restructuring of the 

Argentina economy was exposing deeper structural weaknesses in competitiveness, weakness 

that would require the Argentinian economy to take on even more debt to aid the 

transformation. In contrast to South Korea, when the Asian financial crisis hit, they were able 

to reduce their debt after a few years, Argentina seemed to be on track to continue to borrow. 

(Moreno 2005)  

 In 1999 Fernando de la Rua was elected president and was in charge of taking over an 

indebted government. In response Rua increased taxes, which put a continued strain on the 

economy, in an attempt to signal to the IMF that the Argentinian government was willing to 

make structural adjustment in order to control its finances. This act allowed Argentina to 

secure a $7.2 billion arrangement in March of 2000 that was increased to $13.7 billion by 

January of 2001. (Dominguez and Tesar 317) This had little effect however, on easing the 

fear of depositors and foreign investors. By 2001 it was clear that the currency board 

established by Cavallo would have to be broken sooner or later as it was found that no 
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strategy could succeed without debt restructuring. (Geithner IMF 2001) By the end of 2001 

Argentinians and foreign investors were pulling dollars out of banks in fear that a 

restructuring was imminent. On December 3rd, 2001 the government of Argentina put in 

effect a capital control regime that became known as corralito.  

The corralito began when the government announced a bank freeze on deposits. The freeze 

allowed for a maximum withdrawal of 250 pesos/dollars per week. After this freeze and in 

response to the developing crisis, De La Rua resigned on December 19th. Eduardo Duhalde 

was appointed president and by January Law No25.561 called the, “Emergency Law,” ended 

the convertibility system. The Decree 214/2002 was a devaluation of the peso to the dollar at 

set rate of $1.40 pesos to 1 USD. This same decree however, required loans of banks to be 

converted on a 1:1 basis with the dollar, thus putting pressure on banks as the market value 

for dollars began to devalue far below the fixed government rate of 1.4 pesos to dollars. The 

result was that the financial sector collapsed and by December of 2002 the economy had 

shrunk by nearly 11% and inflation shot up to 30% (Appendix 2).  

Nestor Kirchner was elected president in 2003 and his first priority was to stabilize inflation. 

This was accomplished by restricting the devaluation of the peso by interfering on the market 

and requiring revenues from exports in dollars over $1million be transferred and exchanged 

at the BCRA, which was reminiscent of Peron’s old Institute of Production and Trade. This 

would become the BCRA new focus under Kirchner, a stable and controlled exchange rate 

that would keep both inflation and appreciation under control. This new BCRA directive 

mixed with Kirchner’s successful hardline negotiations with debt restructuring of the IMF, 

Kirchner’s controversial policies of export taxation of the booming agricultural sector, and 

Kirchner’s policy for taxation on financial transactions would essentially define Argentinian 

economic policy until the end of Christina Kirchner’s presidential term. (Weisbrot and 

Sandoval 10) 
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This export taxation model became known as export-populism. Driven by the demand in soy 

byproducts from emerging markets in Asia, the price of soy began to rise at the turn of the 

century, which made taxation a feasible way to generate large sums of tax revenue. In 

addition, soy was not a staple of the Argentinian diet and was not consumed domestically 

thus the export taxation wouldn’t cause a rise in the price of food on the Argentinian market. 

This was seen as a striking difference from prior failed attempts to tax agricultural exports 

that would in turn cause food staples of beef and what to rise on the domestic market. 

(Richardson 2008)  

Overall, it can be argued that the economy has been more stable in the last fifteen than years 

then the 15 years leading up to the turn of the century. During the reign of the Kirchner’s 

many policies and practices have been criticized, among them the nationalizations of the 

pension system in 2008, which was claimed to be a protectionist measure against the global 

financial crisis, but also provided the government with additional funds for the foreign 

reserves required on their targeted currency practices, and the renationalization by YPF from 

Respol, which was again positioned by the government as a protective measure of national 

interest in developing energy security, but has been highly criticized by international and 

more specifically the European Union.  It is important to note however, that both of these 

measures were seen as politically popular by the Argentinian voters.  

The review of the recent economic history of Argentina is incomplete without a deeper look 

into the political institutions that have allowed for such large ideological swings in 

Argentinian politics, policy and governance. How else can we account for the struggles of 

Alfonsin, the ushering in of neo-liberal policies by Menem and the counter swing back to a 

more centralized import substitutional model brought on by the export populism of the 

Kirchners.  By viewing the Argentinian political structure, we will be more readily able to 
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draw on institutional conclusions and that rationale behind the evolution of Argentinian 

deposit insurance.   

2.4 Review of the Argentinian Political Structure 
Argentina has a fascinating political structure. The Peronist party has had great influence over 

Argentinian politics since its inception in the 1940’s. The Peronist have historically been 

countered by the Radicals who generally represented the political center right spectrum 

during their history. However, to explain away Argentinian politics by simply comparing 

political parties along the traditional political ideological spectrum would miss important 

underlining develops that have resulted in the economic and political history recounted 

above.  

By viewing Argentinian politics from a more intimate level Ostiguy has conducted a spatial 

analysis of the evolution of Argentinian politics. In doing so, Ostiguy has attempted to 

demonstrate the prowess and reach of the Peronist party within Argentina. The work posits 

that Argentina political space exist in a double spectrum of high-low and left-right politics. 

(See Appendix 2) Using this two pronged model allows Ostiguy to show the political spatial 

opportunity that allowed for Menem to transition the Peronist Party towards neo-liberal 

policies.  

The dimensions of the high-low spectrum center around the political space and public appeal 

of political-cultural and socio-cultural dynamics. The political-cultural high low dynamic is 

about, “the forms of political leadership and preferred or advocated modes of decision 

making in the polity.”  On the top side of this spectrum favors organized institutional decision 

making based in rules and protocol, or a bureaucratic or “procedural normalcy” approach. On 

the other end of political-cultural spectrum lies an emphasis on personal decision making. 

This form of decision making appeals more to people who appreciate the personalistic leader, 

and someone who makes decisions on a whim, and with or without regard to rules and 
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procedure. The social-cultural component has to do with, “manners, demeanors, ways of 

speaking and dressing and tastes displayed in public,” of politicians. One side of this 

spectrum is composed of politicians who present themselves as “bookish,” or well educated, 

composed and behaved. This contrasts with other side of the spectrum of politicians that 

represent the “popular tastes,” or people speak with folksier metaphors and more likely to 

speak freely and unrefined. (Ostiguy 18) 

Ostiguy second dimension of the double spectrum brings in the more classic appeals of Left-

Right political electorate appeals in Argentina. This classification of left-right politics is 

based on political and socioeconomic viewpoints. On the left side is located the political 

appeal to anti-authority and pro equality voters, while on the right side you an appeal to pro-

wealth and pro-authority voters.  What Ostiguy has found is that the socio-cultural difference 

among the high and low of society is large enough to eliminate the possibility of bridging 

people among left and right ideologies. Thus you have Peronists along with Radicals that can 

be found occupying space on both the left and right appeals of politics but being separated by 

aforementioned high-low appeals.  

Ostiguy finds that in the 1980’s the radicals occupied the center-high dynamic and was 

countered by the Peronist in that resided in the center-low. Playing off the appeals to a more 

structured, less individualistic and authoritarian rule, Alfonsin was able to capture the 

electorate by appealing for the need of structured democratic society Menem didn’t just 

counter Alfonsin at the end of the decade with the same appeal that lost Peronist the election 

in 1983. He shifted away from the center to a neo-liberal right while keeping is low appeal, 

which was a reaction not to the Radicals but to the Frepaso coalition of other Peronist whose 

appeal was positioned in the high-left space of Argentine politics. Finally, following the 

Argentinian crisis at the turn of the century Kirchner was able to win by appealing to a low-

left electorate and a message of export populism. Ostiguy succeed is being able to map the 
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political space of Argentina but there still lies the intrigue of how a single party could cover 

such swaths of political space at any one time, as the Peronist have managed to accomplish.  

This all-encompassing political appeal can be explained by some authors who view Peronism 

as not a political party but a populist party-machine. Casullo posits that the makeup of 

Peronism is constituted by four dynamics. First, Peronism is to win, there is little room for 

standard bearer politicians, the politician you can garner the most votes becomes the party’s 

leader, secondly, Peronism is popular, and similar to Ostiguy’s low dynamic, Peronist are not 

afraid of constituting a more unpolished form of political appearance and speech. Third, 

Peronism is “close to society” and is the only party that such has firm hold across the country. 

This dynamic is where the voting-machine garners it’s strength. Peronist have organizations 

in neighborhoods, universities, youth groups, unions, and, of course, in congress. This 

dynamic of Peronism structure allows for a continuous bottom up stream of representation. 

Finally, Peronism is governed top-down, which arguably causes the most conflict with 

institutional stability. (Casullo) The structure of the Peronist party has deep problems with 

corruption and careerism rooted in its centralized structure. (Maki 2006) Even from the 

administering of funds to provinces and cities the ability for the executive power to dominate 

over other branches of government has been widely articulated concern.  

Levitsky, whose theories will be tested in this work, notes that Peronism is characterized by a 

distinctive combination of organizational strength and intuitional weakness. (p184) This 

organization stems down the line to its support from low-income voters and working and 

lower class linkages (p206) This is where authors continuously find linkages to clientelistic 

behavior and vote buying, which is a well-documented occurrence that is expanded on in the 

works of Javier Auyero and the book, “Poor People’s Politics.” (Auyero 2001) 
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The Peronist party ability to essentially crowd out the foundation formation of other political 

parties allows it to be the single most influential political machine in Argentina. This crossed 

with the internal organizational trait of careerism lifts people up the chain that are loyal to the 

party leader’s political agenda. This in conjunction with the weak counter balance in place 

against the executive institution of the presidency can allow for some large swings. How do 

these ideological swings actually translate into institutional change at lower levels of society? 

To seek the answer to this question we need to research the present literature on theories in 

economic development and, more specifically, “new institutional economics.”  

3. Review of Literature 

The importance of institutions has gained traction over the years and has led to full study of 

economics called, “new institutional economics.” All economies are surrounded by 

institutions. The laws, behaviors and mechanisms built within the framework of economic 

systems are seen by many as the most influential factors in the competitive and 

productiveness of economies. To understand institutions and new institutional economics this 

section will begin with a focus on the development of transaction cost theory. Transaction 

cost are the hidden cost in the exchange of goods and services. These hidden cost stem from 

the fact that we live in a world of imperfect information and actors are making decisions 

about people and markets that are changing in motives, incentives, and values. The power we 

have to reduce transaction lies in the formal and informal rules we apply to the systems in 

which we interact. By focusing on the literature on transaction the theoretical review section 

will transition into reviewing the theories that surround how we use institutions to reduce 

these cost.   
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3.1 Transaction Cost 

To begin describing transaction cost it’s often best to start with brief explanation of the 

tragedy of the commons. The tragedy of the common is a tragic story that attempts to show 

that in a world of shared resources and individual actors trying to maximize personal wealth, 

decisions are made that may benefit a single actor but damage the overall net benefit of the 

group. Obviously, over using resources to the detriment of society to maximize one’s 

personal benefit has taken place on multiple occasion over the course of civilization, but as a 

whole, civilization has shown to largely overcome this “tragedy” time and time again. The 

key aspect that defeats the conflict that arises from the tragedy of the commons is society’s 

ability to cooperate in finding solutions. It is the cooperation in time of conflict that has 

progressed society beyond warring to peace and prosperity. Fundamental to the achievement 

of societal cooperation is our mutual understanding of the economic progress that can be 

made through trade and specialization between societies and within societies. An economic 

explanation to how humanity as overcame the tragedy of the commons has been sought 

through the study of transaction cost.  

Framing the commons under a different scope Ostrom, and her analysis of common resource 

pools has contributed greatly to both our understanding of transaction cost and the institutions 

that we create to overcome them.  Common resource pool (CRP) refers to a natural or man-

made a pool of resources from which a community can extract resource units from. Ostrom 

found that actors in extracting these sources behave with independent, inter-dependent, and 

collective actions. These actions eventually lead to the development of institutions 

surrounding the CRP. How these institutions develop and how they are designed depend upon 

purpose, or what outcomes we want to see, be them an individual or joint purpose. Ostrom 

further postulates that the issue we face in analyzing and working with institutions are the 

several “situational” variables that are present in addressing CRPs. Situation variables can 
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consist of size, structure, and technological variables. More so, the variables can also depend 

upon existing rules and the enforcement of those existing rules. 

Using commonly held economic beliefs Ostrom does postulate that the power for people to 

act opportunistically and free-ride the system will always be a threat to CPRs (Ostrom 210), 

however, in her theory she proposes that appropriators, users of the CRP will be more likely 

to adopt incremental changes and institutions that improve the overall welfare of the CRP if 

they show the following characteristics:  

1. Most appropriators share a common judgment that they will be harmed if they do not 

adopt an alternative rule.  

2. Most appropriators will be affected in similar ways by the proposed rule changes.  

3. Most appropriators highly value the continuation activities from this CPR; in other 

words, they have low discount rates.  

4. Appropriators face relatively low information, transformation, and enforcement costs. 

5. Most appropriators share generalized norms of reciprocity and trust that can be used 

as initial social capital.  

6. The group appropriating from the CPR is relatively small and stable. (Ostrom 211)   

Although Ostrom’s beginning focus is on the actions of appropriators of CRP, she begins to 

transform her research when she focusses on governance structure of CRPs. In Ostrom’s 

institutional approach she distinguishes between three sets of choice that face societies and 

their governance. Operational choice rules, defined as the rules that affect the day to day 

decisions made by firms on how to utilize resources. These rules confine strategic decisions 

that are made by firms within the market in how they will pull resources in order to compete.  

Collective Choice rules are the rules that indirectly affect operational choices. It is at this 

level that policies, rules on the management of resources, and the formal legal process is 
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established. Constitutional Choice involve the formation of government structures and how 

this structure can lead to collective and operational choice.   

Although Ostrom has been fundamental in developing new insights into transaction cost and 

institutions the pioneer of understanding transaction cost was Ronald Coase, who laid out in 

his works, “The Problem of Social Cost,” (Coase 1960) with premise that the neo-classical 

view of efficient markets is only present in the absence of transaction cost. This concept 

builds on Coase’s previous work, “The Nature of a Firm,” (Coase 1937) by which Coase 

seeks to understand the formation of firms in the market place. Coase sought to explain the 

fundamentals of why a firm would decide to produce a product or provide a service 

internally, rather than seeking the market for products or solutions. Coase found that the 

fundamental reason behind why firms decide to merge versus participate in the market is 

transaction cost. If transaction cost is higher on the market then they are internally to a firm, 

then a firm is likely going to seek merging versus relying on the market for solutions.  

Both of Coase’s works center around the concept of transaction cost resulting in the 

formation of firms when transaction cost on the market are too high for exchanges between 

actors to exist. In addition, Coase finds that transaction cost is present because we, as actors 

in the market, possess incomplete information. We lack complete knowledge of market 

information, other actor’s behavior and history, and what are decisions and choices will lead 

to when market factors change in the future. Coase that overcoming transaction and the 

externalities of such cost would lead to higher levels of organizational activity, especially 

after repeated interaction among actors.   

3.2 Towards New Institutional Economics 

Building upon Coase, Douglass C. North is another Nobel laureate instrumental in the 

formation of new institutional economics. North took Coase’s work, in attempting to 

understand how to increase economic performance in markets, and found that institutions or 
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according to North, “humanly devised constraints that structure political, economic and social 

interaction,” (North 1991) play a key role in economic performance. By constraining human 

interaction to a set of repetitive rules and norms that actors can rely on institutions to reduce 

the transaction cost between exchanges because the market and actors become more 

predictable. North defines transaction cost as a set of, “formal rules, informal constraints 

(norms of behavior, conventions, and self-imposed codes of conduct), and the enforcement 

characteristics of both,” that are present within all societies. Furthermore, North describes 

that it is the, “admixture of rules, norms, and enforcement characteristics that determines 

economic performance. (North New Institutional Economics) 

North is pioneer for really focusing on the importance of institutions in economics and the 

power to place constraints on human interaction to reduce transaction cost and facilitate a 

high level of economic participation. North writes of institutional development ranging from 

the ability to have informal institutions be sufficient to display the rules of trade amongst 

rudimentary levels of a single civilization, to the need for institutions to overcome the 

conflict and transaction associated with higher levels of trade. (North 1991)  

He finds that transaction costs are reduced when trust between actors increases and market 

knowledge expands, and when transaction cost are reduced exchanges of services and goods 

are more easily facilitated.  In small primitive markets where actors repetitively trade with the 

same actors over a long period of time, transaction costs are reduced as familiarity increases.  

In our current day and age, as our economy has evolved with increased specialization and 

market diversification, markets have gone from small and primitive to incredibly complex 

with multiple actors and multiple markets merging together.  

With the multitude of actors and complexity of multiple markets, transaction cost should 

realistically rise as trust lowers with multiple actors interacting in one off exchanges and the 
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presences of market complexity lowering the knowledge and certainty that is needed to make 

decisions, but this is not what’s occurring. As our economies have become more complex we 

have created institutions that layout the acceptable rules of trade with the hopes of driving 

down transaction cost and increasing market exchanges.  

As our economic activity expands so must our admixtures of rules. As these admixtures 

progress they accumulate into formal institutions shaped by policies. Thus North continues 

and see polities as being a main driver in shaping economic performance because they define 

and enforce the economic rules of the game. Along these lines, and connecting political 

policies back to the admixture of rules, North finds that political institutions are only stable if 

supported by interest the perpetuate their existence and while growth can occur in long run 

autocratic regimes, long run growth depends upon the protection of civil and political 

freedoms.  

Finally, North finds that adaptively is more important than allocative prowess in developing 

policies as stable and resilient policies are key to respond to ever changing technological and 

demographic change. (North) It is adaptive rather than allocative efficiency which should be 

the guide to policy. Allocative efficiency is a static concept with a given set of institutions; 

the key to continuing good economic performance is a flexible institutional matrix that will 

adjust in the context of evolving technological and demographic changes as well as shocks to 

the system. 

Another instrumental founder of new institutional economics is Oliver E Williamson. 

Williamson has continued to develop institutions based upon the multiple interactions of 

actors in society. He explores the effects of bounded rationality and opportunism and these 

contribute to what he refers to as, “information impactedness,” between actors in societies. 

Here Williamson introduces the usefulness of intermediaries between buyers and sellers in 
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the market. An important concept that will be shown to be significant when trying to 

understand the benefits of deposit insurance between depositors and banks in society.  

Williams theories are a result of his thorough analysis of transactions which he claims are 

based upon uncertainty, frequency of transaction, and the degree to which durable transaction 

specific investments are required to realize least cost supply. In other words, Williamson 

critical dimensions of transaction cost involve incomplete information, trust built among 

actors and to the degree that the purpose of transactions are to reduce the overall cost. 

(Transaction cost approach Williamson p554)  

When it comes to our ability to interpret and analyze institutions Williamson distinguishes 

between 4 levels of research   Level one is the embeddedness of informal institutions, 

customs, traditions and norms in a society. At this first level analysis is usually from an 

historical standpoint as the frequency that these institutions change is extremely slow and is 

difficult to calculate. The second level of institutional analysis seen by Williamson is the 

formal institutional environment. Within this environment the regulatory and legislative rules 

are analyzed. The time period for this analysis can take from 10 to 20 years to see 

institutional change, although I will beg to differ in my analysis of Argentina. The purpose of 

this analysis is to see if the formal institutions have gotten the economy correct for productive 

gains. It is at this level that I will be mainly focused in my analysis of the formalized 

institutions of Argentinian deposit insurance.  

The last two levels of analysis begin to deal more with micro level institutional and 

organizational designs. Level three looks specially at governance, this is how the actual laws 

are being carried out within a society. These can change as personnel change in a system thus 

the analysis on this front can be conducted over the course of just a few years’ time. The 

chief purpose of this analysis is to focus on if the governance of the laws were effectively 
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administered. Finally, the last stage is level four which is the level where the fundamentals of 

economic theory play in the enacting the profit maximizing decisions. In level four the 

analysis is on the allocation of resources which happens on a continuous basis. Here the 

analysis conducted is measuring whether or not the correct decisions were enacted given the 

data present. Williamson way of analyzing new institutional economics shed light on the 

struggles that study inherently holds. Some of the most pertinent answers lie in fields that 

possess limited calculable evidence. (Williamson 1998) 

Building upon the works of Williamson, Claude Menard theories of focusing on building a 

model of organization arrangements provides significant insight to varied on new institutional 

concepts. Organization arrangements are identified as alternative ways of combining physical 

assets, human capital, and know-how. By presenting organizational arrangements Menard 

proposes a difference between individual actors and organizations. He positions these 

organizational arrangements within a model of decentralized control and strategic resources. 

On one side you have spot markets that exist in a framework that is conducive to a 

decentralized control with limited strategic resource, and, on the other side, you have 

hierarchies, that exhibit centralized control with strategic resources. Menard uses this model 

to show that hybrid arrangements exist in when both strategic resources and decentralized 

control increase in a market. (Menard 2014) Thus hybrid arrangements live and operate 

within the institutions that they are surrounded by, and the resources that are present.  

Seeing an institutional gap between the theoretical institutional explanation at a macro-level 

for institutions and how these macro level institutions can effect hybrid organizational 

arrangements, Menard posits a hierarchical structure that goes from individual actors, 

organizational arrangements, meso-institutions, and then the institutional environment. meso-

institutions differ from organizational arrangements by the type of rules the implement. 

meso-institutions operate as intermediaries, “in charge of implementing general rules through 
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their translation into specific guidelines and providing feedback from operators having to deal 

with these rules.” (Menard 16) Thus meso-institutions are, the organization of the 

organizational arrangements. These can be informal, as in regular scheduled meetings or 

conferences, or these can be formal as in regulatory agencies that are conceived through 

bylaws and designed to oversee proper institutional protocol. This is in many ways similar to 

the conceptualization of institutional interaction represented in the works of Williamson. 

Menard’s meso-institutions could be exchangeable for Williamsons intermediaries. In fact, 

meso-institutions appear to be  

Finally, Menard uses his theories to create a model between technology and institutions, 

which appears to be somewhat influenced by Williamson’s four levels of analysis crossed 

with hierarchy of the technical progress of sectors. (see appendix) In this model Menard 

highlights the importance of network infrastructures, or the way that the levels of formal and 

informal institutions, meso-arrangements, and organizational arrangements, interact given 

how the rules are defining, implemented and activated across the entire spectrum. (Menard 

22) More so Menard, connects this technical architecture, that defines the technology used, to 

the technical characteristics, or the adaptation of technical architecture to specific physical 

circumstances, to technical rules and processes. Combining both hierarchies of technology to 

institutions allows Menard to show how Global embeddedness leads to sector governance, 

which leads to transaction.  (Menard 21) 

Even as the level of institutional analysis expanded from transaction cost, to institutions to 

understanding multiple levels of institutions, the definition of institutions is still being 

defined. According to Richard Scott Institutions are, “cultural-cognitive, normative and 

regulative elements that, together with associated activities and resources, provide stability 

and meaning to social life” (Scott 56) The cultural -cognitive, normative and relative 

elements form what Scott refers to as the three pillars of institutions. The Normative pillar is 
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based upon two aspects, values, which are the preferred or desirable constructions of 

behaviors and, norms, which specify how things should be done, what our goals should be 

and then designates a way for we should accomplish these goals. Normative values can be 

both collective or individual and will change according to the roles we possess in society. 

(Scott 64) The Cognitive Cultural pillar is more anthropological and consist of cultural 

effects of one’s environment and one’s interaction to their external environment. Culture-

cognitive emphasizes that internal interpretive processes are shaped by external cultural 

frameworks. The final pillar is regulative pillar that concentrates on the formalization and 

legalization of rules. This regulative pillar has three dimensions, obligation, the degree to 

which actors feel compelled to comply to rules, precision, the clarity and explicitness of the 

rule, and delegation, the extent to which third parties have been tasked with enforcing the 

rule. (Scott 60) 

The above literature review highlighted the development of institutional theory from Coase to 

Menard. From these theories you can see a definite connection between economics and 

organizational theory. By reviewing these theories, this work was hoping to shed light on the 

fundamentals coming from new institutional economics. This literature review will now turn 

to other authors who have used new institutional economics in their attempts to explain 

economic developments and economic development policy. Theses authors begin to use 

institutions as a way of highlighting the volatility and stagnant nature of economic conditions. 

These theories have brought about great change in how we think about developmental policy, 

foreign aid, and plateauing progress of economies as they move from low income to higher 

income classifications.  

3.3 New Institutional Economics and Development Theory 
Dani Rodrik analyzes the modern development of economies through concepts of institutions.  

He cites Taiwan’s development as a manufacturing power, and the fact that Taiwan did not 
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have a natural comparative advantage in manufacturing, but that they chose to create one. 

Taiwan created the institutions that would promote beneficial economic incentives. Rodrik 

finds that the reason that some economies have inadequate institutions can be explained by 

the fact that they have previously relied on more traditional economic sectors for growth. As 

a nation develops markets beyond the scope of traditional sectors of an economy, the need for 

more advance institutional framework that reduces transaction cost becomes more pertinent. 

Thus there is a need for political support of the economy is vital, and the ability to enforce 

laws is equally important.   

Rodrick finds that institutions that focus on the, “binding constraint,” in existence within 

present institutions or the market will provide growth and any relative point in time. 

Economies that restructure their economy without this in mind risk pursuing an economic 

development place that will result in a lack of productivity spill-over within stagnant 

economies. The productivity gains created by an increase in technology and human capital 

released labor that essentially will either go less productive sectors of the economy or to 

informality. This downward movement of productivity leads to lack of institutional 

advancement. Rodrik’s analysis usually focusses on the interaction of national, international 

and global institutions (Rodrik straight jacket) (Institutions Rule) 

More particular to this exact piece of work are two theories, in which I will analyze in greater 

detail later in this paper, that have looked more closely at Argentina and their lack of 

institutional development. The first is the theory of extractive and inclusive institutions 

proposed by of Acemgclu and Robinson. In the works of Acemoglu & Robinson institutions  

Acemoglu & Robinson, whose work I have chosen to analyze, claim that all economies are 

surrounded by institution and these institutions of laws, behaviors and mechanisms built 

within the framework of economic systems are the most influential factors in the competitive 
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and productiveness of economies. More so Acemoglu & Robinson claim that institutions can 

work both positively and negatively on an economy over time. In the work of Acemoglu & 

Robinson institutions are examined through a range of countries a range of moments in time 

The authors discovered that bad institutions are not by accident but by design and are driven 

by leadership and political orders that benefit an “elite” class, or a select minority group of 

influential people within a society. These institutions are labeled as “extractive” institutions 

based off the institution’s design to extract power from society and enrich or empower a 

selected few individuals. Inclusive institutions, on the other hand, “create the incentives and 

opportunities necessary to harness the energy, creativity and entrepreneurship in society.” 

(Acemoglu & Robinson 2012)   

Acemoglu & Robinson’s believe that the Argentinian economy has experienced stagnant and 

volatile growth because of the extractive political and economic institutions that have been 

put in place. They cite the interference of Argentina’s presidents in the handling of the 

Argentinian judicial system dating back to the time of when Peron assumed the presidency. 

They find that the instrumental explanation of Argentina’s weak economic performance, is 

driven by the Peronist party since the onset of its inception with Juan Domingo Peron. They 

argue that the economic policies and institutions were designed to deliver income to their 

(Peronist) supports, and not to create a level playing field. (Acemoglu and Robinson 386) 

They found that the domination of the Peronist party had led to a one party rule that crowed 

out other institutional developments and resulted in weak separation of powers from judiciary 

to congressional and provincial governing institutions.  

The second authors, whose theory this the work will analyze in more depth in the coming 

sections, is Levitsky and Murillo. Steven Levitsky and Maria Murillo works involve his 

conceptualization of institutional strength along two lines, enforceability and stability. 

Stability is seen as durability in face of continuous change in environment and actors. For 
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institutions to become strong they must survive the, “underlying power and preference 

distributions under which they were initially created and reproduced.” Enforcement, on the 

other hand “is the degree to which parchment rules are complied with in practice. Where all 

relevant actors in a given territory routinely comply with parchment rules or face a high risk 

of punishment, enforcement is high.” (Levitsky and Murillo 117)  

Both enforcement and stability are found not to be dependent on one another and in fact can 

vary. Different levels of enforcement and stability were also shown to have important effects 

on actors’ expectations and behavior. (124) With strong institutions actors tend to act within 

the confines of the established institutions, and they tend to make decision within the 

confines of these institutions with confidence that the rules and regulations will change in the 

short term future.  

Levitsky and Murillo also finds that weakly enforced institutions may also be unintended, 

which would run in contention with Acemoglu and Robinson who believe all institutions are 

by design.  The Levitsky and Murillo find that some enforcers of institutions may lack the 

ability to carry out the enacted institutions. With this it is mentioned that some institutions 

perhaps are not meant to be enforced and, as the authors find in the developing world, 

“window-dressing institutions are often a response to international demands or expectations.”  

Focusing on how new institutional arrangements endure, they find that an institution needs to 

gain the acceptance of powerful actors and groups who remain outside the rule-writing 

process or a political party, or in other words they need to be more inclusive.  The reasoning 

behind this is found to be that if institutions don’t take into account opposition parties, once 

political change occurs, the new ruling party will make a change decisively and thereby 

destroying their capacity for stable institutional development.  
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Levitsky and Murillo, much like Acemoglu and Robinson, find Argentina to a perfect 

example of political failures through institutional development, in fact so much so, they wrote 

a book specifically titled, Argentina Democracy: The Politics of Institutional Weakness, 

wherein they conclude that “Argentina is a case of repeated failure to achieve an institutional 

equilibrium via either consensus or imposition.” (Levitsky and Murillo 285) Furthermore, 

they find that instead of developing institutional stability they created a perptual system of 

instability (Levitsky and Murillo 287) Basically, If the rules are established to incentivize 

organizational-arrangements around instability, then the system will more than likely produce 

organizational arrangements that are great and producing instability.  

To summarize institutions are the rules of societal interaction built from religious and cultural 

practices to formalized national laws and supranational treaties. All of these rules form a 

basis of how we, as actors in the market, interact and make decisions. With effective 

institutions actors should see a reduction in transaction cost. This reduction in transaction cost 

should not only increase exchanges between actors but allow for confidence in exchanges. In 

turn it’s these exchanges should increase our economic performance.  

As our economic performance increase, and the size of the world market as expanded with 

globalization, actors are faced with an increased amount of knowledge and increased amount 

of actors they are able to exchange with. The more complex and diverse and economy 

becomes the more that the institutions that surround that economy must evolve. 

Before moving onto the methodology section there is on last piece of literature that needs to 

be reviewed to bring the institution, which this work will focus on more closely, in the fold 

on intuitional economics. I won’t specifically define deposit insurance and I will do this 

within the proceeding methodology section, but I will briefly look at the work of Goran 

Skogh on financial intermediaries and institutional economics. Financial intermediaries are 
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all the organizations that play in a role in receiving deposits and investments and lending 

capital to business with capital needs. Skogh finds that there are transaction cost present in 

the financing, because if there were no transaction cost, then borrowers and lenders could 

transaction directly and avoid the cost of using financial intermediaries. More so, Skogh finds 

that this transaction cost is driven by the lack of information available to debtors, who can be 

relatively unknown to creditors (Skogh 1986)  

Given the transaction cost involved in financing, financial intermediaries and the larger 

financial institutions that intermediaries reside in, serve a role of reducing the contracting cost 

by holding a comparative advantage in carrying risk. Deposit insurance in term is an 

additional intermediary that resides between depositors and banking organizations to 

essentially fulfil and additional comparative advantage of mitigating risk that financial 

intermediaries already assume.   

4. Methodology 
Thus far this work has introduced a brief history of the modern economic and political 

developments in Argentina since the return of Democracy in 1983. In doing so we provided a 

back drop to our analysis of the evolution of the institution of deposit insurance in Argentina. 

In addition, this work has reviewed some of the literature and theories that exist within the 

field of new institutional economics. More precisely, at the end of the literature section two 

theories of new institutional economics were introduced derived from the works of Acemgclu 

and Robinson and Levitsky and Murillo, and the institutions of financial intermediation was 

covered with the work of Skogh.  

This will now turn to laying out the analysis of discovering what has been the evolution of 

deposit insurance in Argentina from the onset of the return to democracy in 1983 to the 

current state of deposit insurance in Argentina today. The methodology is designed to analyze 
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and answer my research question and this will be conducted through the analysis of the 

following two hypotheses:    

Hypothesis 1: The formal institutions built around deposit insurance in Argentina are weak 

as according to Levitsky and Murillo? 

Hypothesis 2: The formal institutions built around deposit insurance in Argentina are in a 

vicious cycle as according to Acemgclu and Robinson? 

3.1 Methodological Structure Borrowed 

In measuring both the institutional strength and institutional design of aspects of the deposit 

insurance system of Argentinian this work has chosen to borrow methodological concepts 

raised by Stefan Voigt in his works, “How (Not) to Measure Institutions,” (Voigt 2009). 

Voigt’s work seeks to bring clarity to the ability researchers have to analyze and measure 

economic and political institutions and, in doing so, Voigt does not seek to claim that 

institutions do or do not matter, but instead he focusses on how and how not to measure such 

institutions. In his analysis of how to best approach measuring institutions Voigt sets forth a 

list of assumptions he makes about institutions which leads to his formation on how to best 

measure institutions. In summary Voigt finds that institutional design, implementation and 

enforceability all have an effect on the power of the institution.  

Voigt’s rules are constructed to steer researchers away from making a wave of generalist 

claims about institutions and test such claims against mirage of survey indexes, which 

describe more about the respondent’s perceptions than actual realities. (Rodrik). Since this 

study is utilizing these rules as a basis to conduct the study a brief summary of the rules 

would suffice to bring about the underlining structure in how I will be analyzing the 

Argentinian institutions of depositor insurance.  
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First, Voigt claims that we need to develop a clear and precise institution to be measured. 

“Rule of Law,” and “democracy,” does not suffice as it is, as Voigt points out, the 

embodiment of several institutions. In this study I will focus on a single institution of 

depositor insurance in which I will define at the end of this chapter.  Following the creation 

of clear definition of the institution to be monitored we need to predict how we expect actors 

should respond to the institution and then measure how they actually responded. It is here that 

the component of time is introduced. Institutions can change and factors surrounding the 

institution can change with time.  

The next part of Voigt’s rules involves measurement indicators. If you measure a certain 

institution on a single variable than the institution should not be influenced by such variable. 

The key to this rule is that the data measured should be objective. Along the same lines 

comes Voigt’s fifth rule that other researchers should able to test this measurement or 

variable and come up with the same results. The next rule proposed is that the variable being 

measure should be appropriate as one cannot measure an institutional effect on a variable that 

is unrelated or too distant from the institution. Finally, Voigt proposes that in some cases 

factor analysis can be used in order to measure a variety of institutions on single or multiple 

variables. (Voigt 2009)  

4.1 Defining the Institution Being Examined: Deposit Insurance Systems 
Using the stated structure of measurement rules presented by Voigt, I first must begin with 

defining the exact institution I would like to study, deposit insurance in Argentina. I will first 

begin looking at the transaction cost associated with depositing money into an account at a 

bank. From a transaction cost view of a traditional bank without the presence of depositor 

insurance, acts more like a mutual savings bank, and as such, carries with it transactional cost 

issues pertaining similarly to portfolio investments or mutual funds. As this type of 

investor/depositor you are deciding to leave your money with a firm that you believe will 
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invest it wisely and provide you with a return. In this scenario information cost run high and 

in highly volatile firms may be too high for you to invest at all.  This hidden cost has been 

well documented by Keim and Madhavan in an analysis of investment strategy 

implementation and with Chambers et. al in an analysis on trading cost. To this degree, in 

banking sectors with limited or no depositor insurance, you would expect that high level of 

trust mush be present for depositors to entrust banks to hold their capital.  

Overall the macroeconomic problem that deposit insurance addressed is that demand deposits 

are extremely liquid, whereas bank loans are illiquid and are not callable. Thus deposit 

insurance reduces the risk of bank runs and bank insolvency. Deposit insurance transfers 

some of the risk of losses on the bank’s portfolio from depositors to deposit insurers. This 

however can create conflicts as the greater degree of a deposit insurance, as with any 

insurance, is the greater risk of moral hazard. Thus government backed deposit insurers 

attempt to control the moral hazard through elaborate regulatory frameworks. This includes 

limitations on value of deposits to be insured, time frames for reclaiming losses, and 

regulating the reserves of a bank, all of which requires a high degree of authority. This is why 

deposit insurance is usually conducted by governments or strong regulatory agencies under 

the rationale to assure the stability of the banking sector.  

As a side, the time frame selected for researching the legal framework of changes to the 

Argentina’s deposit insurance system spanned from the return of democracy in Argentina in 

1983 to the present. This section of time was selected due to the significance placed on 

analyzing democratic institutions as opposed to time period under the military dictatorship. 

Not only does this remove the instant distinguishing of laws created during a non-

participatory legislative body but it also reviews institutions during moments of momentous 

economic change that incorporated two ideologically different paths.   
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With the institution of deposit insurance defined this work will now go into the method that 

will be used to examine whether or not the institutions of deposit insurance in Argentina has 

affected deposits in are weak, economically extractive, or politically extractive.  

4.2 Defining the Framework 
Each hypothesis that I will be studying requires a different framework of analysis. Within this 

section I separate out the study into each specific hypothesis and lay out how each hypothesis 

will be analyzed and determined. Overall I will need to be able to show classify the 

institutions of deposit insurance as either weak or strong, and extractive or inclusive. I will 

strictly use the definitions and frameworks for institutional strength and inclusiveness that 

originate from the works of Levitsky and Murillo, and Acemoglu and Robinson.    

Hypothesis 1: The formal institutions built around deposit insurance in Argentina are weak 

as according to Levitsky and Murillo? 

In Levitsky and Murillo’s work, “Variation in Institutional Strength,” two dimension of 

institutional strength is conceptualized and the definition of these dimensions will be used as 

a framework to determine whether the Argentine banking sector is considered institutional 

weak or strong.  Using institutional strength from the authors’ work this study will examine 

both the stability of the institution and the degree of enforcement that the institution is given. 

Below each dimension is explicitly as put forth by the authors:  

1. Enforcement: the degree in which rules that exist on paper are complied with in 

practice; 

2. Stability: the degree to which rules survive minor fluctuations in the distribution of 

power and preferences, such that actors develop shared expectations based on past 

behavior. (Levitsky et. Al 3)  
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To view enforcement and more specifically the ability for government to, “constrain actors or 

shape their expectations,” (Levitsky and Murillo 273) this work will analyze the laws created 

for deposit insurance in Argentina and if the evidence supports that these laws were in fact 

followed and shaped actors’ expectations and decisions. For this test my evidence will come 

from the relative strength of bank deposits at select moments in time. The data gathered for 

evidence was derived from Sedesa’s figures compiled in conjunction with the BCRA.  

To view stability, we need to look at the rules of banking accounts over a period of time. 

Time is a critical importance for institutional stability as institutions that are created in haste 

usually lack sufficient and well organized design and fail to give actors time to evaluate 

decision making process in the newly constrained environment. (Grzymala-Busse 2006) In 

addition institutions in place for an extended period of time allow actors to develop 

institutional knowledge and expertise and build upon. In sticking to the strict definition, we 

will be analyzing whether or not the institutions of deposit insurance have survived political 

fluctuations over time and more so that actions have begun to develop shared expectations.   

 

 

 

 

 

Table for the Analysis of Strong or Weak Institutions 

 Enforcement 

High Low 
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Stability 

High Strong Formal Institutions Stable (but weakly enforced) Formal 

Institutions 

Low Unstable (but enforced) formal 

Institutions 

Weak Formal Institutions 

 

Based upon the finding and the determinants as to whether the institutions surrounding 

deposit insurance satisfied the definitions put forth above, the institutions will be placed in 

accordance to the conceptual table above to determine if institutions are:  

1) Strong Formal Institutions 

2) Stable (but weakly enforced) 

3) Unstable (but enforced) 

4) Weak Formal Institutions 

Hypothesis 2: The formal institutions built around deposit insurance in Argentina are in a 

vicious circle as according to Acemgclu and Robinson? 

Keeping with the same structure of analysis as we had in the previous section I offer 

definitions that are derived from the Acemoglu and Robinson. These definitions will be the 

basis for the analysis on if to considered the institutional evolution of deposit insurance as 

extractive or inclusive and thus vicious or virtuous.   

1) Extractive economic institutions are institutions that concentrate economic gains in 

the hands of a few while decreasing, “the incentives and opportunities necessary to 

harness the energy, creativity and entrepreneurship in society.” (Robinson 2013)  
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2) Extractive political institutions are made up of two important dimensions. First, they 

allocate political power narrowly. Second, they feature a central state that is not 

strong in the sense that it can provide key public goods 

To be more in line with the theories on inclusive and extractive institutions as proposed by 

the authors I will included the “critical conjunctures,” or moments in time that required an 

inclusive or extractive institutional response. (Acemgclu and Robinson 110). In the analysis 

of this you have to research the intent of the design rather than the actual, or de facto, result 

of the institution. Focusing on the intent of the institution is important because based upon the 

authors theory, inclusive and extractive institutions are by design.  

In the end we will position the institutional change within a combination of how the 

institution was developed politically and economically and based upon the determination of 

each institution we be able analyze whether the institution was designed with the intent to 

create:  

1. a virtuous circle, based upon inclusive economic backing and inclusive political 

reform; 

2. a vicious circle, based upon extractive economic backing and extractive political 

reform;  

3. a conflict by inclusive markets and extractive political power; 

4. a conflict by extractive markets and inclusive political power 

 

 

Table for the Analysis of Virtuous or Vicious Circles 
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Vicious or Virtuous Political Institutions 

Extractive Inclusive 

 

 

Economic 

Institutions 

Extractive  

Vicious Circle  

Policy Change in 

Conflict with Market 

Inclusive Market Change in 

Conflict with Policy  

Virtuous Circle 

 

Research was conducted to find the historical legal framework of Argentina’s deposit 

insurance from 1983 to 2014 from Seguro de Depositos S.A (SEDESA) and using secondary 

evidence originating from legal reviews, and research conducted. Sedesa is the agency that 

manages depositor insurance in Argentina. It was established in 1995 following the Tequila 

crisis.  The legal framework taken from Sedesa was a translated documentation of laws and 

decrees effecting the deposit insurance system of Argentina.  

5. Findings and Analysis 
Regulatory and legislative information on deposit insurance in period following the military 

dictatorship in Argentina occurs at three distinct points in time. The first moment is in 1992 

in a time of the previously mentioned neo-liberal transition of the Argentinian economy. The 

second moment is directly following the “Tequila Crisis,” of 1995 and the final episode 

occurred during the time of the Argentinian financial crisis 2001-03.  I have listed the major 

points of legislation below. Below is a list of the most influential regulations. These decrees 

and laws effectively altered and changed the structure of deposit insurance in Argentina. By 

focusing on these three major reforms of institutional change to deposit insurance in 

Argentina we will be able to map the evolution of these institutional changes based upon the 

methodology that was established in the previous section.   



40 
 

1992 -Law No. 24,144  

Law No. 24,144 effectively repealed depositor insurance that was establish in 1977 with the 

passage of article 19 (k) which states the Central Bank of the Argentina Republic must not 

offer special guarantees which, directly or indirectly, explicitly or on an implied basis, secure 

financial entries liabilities, including those resulting from the deposits taken.” This is in sharp 

contrast to the 1977 law whereby the BCRA was responsible in ensuring deposits by, “a) 

letting other institutions take charge of the deposits, either partially or totally, or b) grant an 

advance of funds so that owners of deposits in local currency could recover the sums 

involved, with a charge imposed on the institution under liquidation not lower than the 

maximum rediscount rate. In both cases, this decision referred to deposits in local currency.”  

1995 -Decree 540/95 and Law No. 24.485 

The decree also established the creation of a new deposit guarantee system, the Deposit 

Guarantee Fund (DGF) and granted the Seguro de Depositos Sociedad Anonima (Sedesa) the 

exclusive purpose of acting as the DGF’s trustee. (Decree 540/95 Section2) With an 

unspecified amount of guaranteed to depositors to be reimbursed in financial institutions 

show fail. This also granted the BCRA the right to suspend or reduce premiums paid to the 

DGF if the DGF reaches the amount of 2 billion pesos or 5 % of the total deposits on the 

financial system.  (Decree 540/95 Section 8). The decree also gives rights to Sedesa to 

manage the restructuring of solvent banks (section 10)  

Law No. 24.485 created the deposit insurance guarantee.  

2002 – Decree 905/2002 
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Section 13 bis of Decree 905/2002 established that Sedesa may issues non-endorsable 

nominative bonds with purpose of offering them to depositors in payment of the deposit 

guarantee, if it had not enough funds to these effects. (Section 30)  

5.1 Measuring Institutional Strength  
Hypothesis 1: The formal institutions built around deposit insurance in Argentina are weak 

as according to Levitsky and Murillo? 

1992 -Law No. 24,144: High Enforcement/Low Stability  

The findings point to a regulation that would be considered, from the definition of Levitsky 

and Murillo as unstable with a high degree of enforcement but with a low degree of stability. 

The law of 1992 changing the charter of the BCRA effectively dismissed all forms of deposit 

insurance. This was strictly enforced as a part of the convertibility plan to reform the banking 

sector. In effect the law strictly forbade the central bank from interfering in the market to 

preserve the integrity of the convertibility plan, any change to this policy would require 

legislative change. Although the 1992 change to deposit insurance initially was shown to 

increase deposits as % of GDP into banks, this was short lived, as the external shock by the, 

“tequila crisis,” created a run on the banks as deposit rates began to fall in 1994 and 1995.  
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1995 -Decree 540/95 and Law No. 24.485: High Enforcement/ High Stability 

The institution surround deposit insurance resulting from the regulation changes in response 

to the crisis of 1994-95 would have to be consider a strong formal institution. This legislation 

and decree established a deposit guarantee fund (DGF) and created Sedesa, the organization 

who administers the DGF. Sedesa not only created a deposit insurance system for the public 

of Argentina it also put in place a private-BRCA structure that could deal with the transfer of 

assets of failed banks. (Kiguel 2001) The power of Sedesa has been exercised several times 

since its conception, guaranteeing deposits, albeit at a modest amount of 30,000 pesos, and 

restructuring single episodes of bank failures and handling the transfer of assets. (Appendix 

5) In addition bank deposit aggregates have increased since the conception of Sedesa as 

represented in figure 1.  

2002 – Decree 905/2002: Mid-level Enforcement/High Level of Stability 
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With the knowledge of the possible instability of the convertibly plan in early 2000 and the 

possible debt default of the Argentinian government, we begin to see a trend that saving 

deposits begin to decline and savings in foreign currency begin to take on a larger portion of 

overall money aggregates. The eradication of the convertibility plan at the end of 2001 led to 

crisis of historic proportions for Argentina. Decree 214/2002 pesified dollar deposits at 1.4:1 

rate. For every dollar a person had deposited in the bank the government converted this to 

1.40 pesos. With this being said the government did not grant the same exchange to loans, 

instead awarding loans denominated in dollars to be converted on a 1:1 basis. This put 

enormous liquidity pressure on banks. The losses imposed on the banks by the asymmetric 

pesification amounted to about $10-15 billion USD. To avert a complete banking collapse, 

the government offered banks bonds, called Bodens. These bonds were also problematic for 

banks as the market value of the bonds were about 50 cents to the dollar (Cline 45) Not 

surprisingly this had the potential to put pressure on Sedesa and the DGF, thus in Decree 

905/2002, among other debt restructuring options, Sedesa was allowed to administer deposit 

insurance guarantees in the form of bonds, if they lacked sufficient funds to repay depositors 

in pesos.  

From the degree of enforceability, I analyzed the cases administered by Sedesa to find if they 

in fact ever enforced Decree 905/2002 (Appendix 5). In fact, they had in October 17th, 2002 

in the failure of Banco de la Edificadora de Olavarria S.A. in a mixed guarantee payment of 

$27million in cash, 22.69 million bonds at remaining value, and 5.3 million in “Boden” 

bonds. Keeping to the definitions laid out in my methodology, the decree issued and 

institution created was enforced, albeit not at a high degree. In terms of stability this law is 

still in existence and is still a part of the legal framework of Sedesa. 

From my findings I cannot support the hypothesis that institutions build around deposit 

insurance in Argentina are weak. They may be considered unstable when viewed from the 
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spectrum cover the 1990’s until present, however according to the definitions laid out by 

Levitsky and Murillo, you cannot conclude that at any one period the institutions were are 

unenforceable and unstable. More so, there is an interesting dynamic at work when you chart 

the institutional evolution of deposit insurance based upon the criteria on analysis. The decree 

of 1992, that abolished deposit insurance was replaced by a highly enforceable and stable 

decree of 1995 in response to crisis. Finally, the decree 2002 is highly stable but rarely 

enforced.  

Regulations  

 

Enforcement 

High Low 

 

Stability 

High  

1995 -Decree 540/95 and 

Law No. 24.485 

 

2002 – Decree 905/2002 

 

Low  

1992 -Law No. 24,144 

 

 

From this we can postulate that institutions put in place for ideological reason in the absence 

of market needs will enforceable but highly unstable. Institutions born from private and 

public partnerships appear to be more stable. Lastly, precautionary institutions will be highly 

stable but rarely enforced.    

5.2 Measuring Institutional Inclusiveness  
Hypothesis 2: The formal institutions built around deposit insurance in Argentina are in a 

vicious circle as according to Acemgclu and Robinson? 

1992 -Law No. 24,144: Politically Extractive/Economically Extractive  

Critical Juncture: Hyperinflation in the Argentinian Economy 
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The Law of 1992 was led by Eugenio Pendas, a director of the central bank and Roque 

Fernandez, the incoming central bank president. They saw deposit insurance as a moral 

hazard on lending practices in Argentina, as it was theorized with generous deposit insurance 

by the government, banks could count on the government to bail out their bad assets from 

poor lending. Pendas and Fernandez thought the solution was to put in place an experimental 

policy of removing deposit insurance all together even to the contrary positions of leading 

neo-liberal institutions. (Miller 141) It is important to state that although the change to the 

bank charter was a legislative act from the Argentinian government, but as mentioned earlier 

in this work, the political dynamic at the time was by no means pluralistic.  

Economically speaking, this law put information asymmetry straight into the banking sector, 

as depositors would hold the responsibility of the regulating and assessing the banks’ ability 

to lend to firms, but how are small depositors able to understand the information to 

discriminate to assess various financial institutions? This took away an important mechanism 

for guaranteeing deposits for depositors in Argentina and to benefit of the international 

financial investors that wanted Argentina to surrender their monetary control by removing all 

constraints. Overall without a legislative change, the only way to seek liquidity to stabilize 

banks would be for banks to seek international intervention, and if this failed depositors 

would be left bearing the cost.  

1995 -Decree 540/95 and Law No. 24.485: Politically Inclusive/Economically Inclusive  

Critical Juncture: Tequila Crisis of 1994-95 

The decree of 540/95 and Law No.24.485 were instituted as a response to the Tequila Crisis. 

During the crisis in the face of a BCRA that was unable to be a lender of last resort, a special 

security fund integrated by five private institutions and two public banks was established in 

order to aid in banks that were suffering from high withdrawals. This had a limited effect, 
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however, it did show a market response to the crisis in the form of inclusive cooperation. The 

decree established the Seguro (Sedesa), and it private-BCRA solution to administering 

deposit insurance. This allowed the institutional framework of deposit insurance to return to 

the Argentinian market without the threat of moral hazard. Given the make-up of Sedesa 

being governed by trust of financial institutions and the BCRA, their regular audits, and 

openness in financial reporting, I have to conclude that they politically inclusive.  

Economically, the institution has provided additional assurance to depositors, especially 

small depositors that lacked the information to properly assess bank stability. In addition, 

Sedesa ability to administer the transfer of assets from insolvent banks to stronger banks, 

which from my research has not favored a single bank over another, has helped in the 

progress of stabilizing failed banks from becoming systemic problem which you can argue 

has also allowed helped the prosperity and stabilization of society. In this sense I will have to 

classify them as economically inclusive.  

2002 – Decree 905/2002: Politically Extractive/Economically Inclusive 

Critical Juncture: Collapse of the Convertibility Plan 2001 

As mentioned in the findings above in analyzing institutional stability. The Decree 905/2002 

was in response to what has to be considered a highly extractive event in the pesification of 

dollar deposits and you have to consider this a continuation of those same policies, a meso-

institutional change to account for the collateral effects of the larger monetary institutional 

adjustment. Thus in effect a politically extractive decree.  With this being said this allowed 

for a more inclusive economic institution as it gave allowed Sedesa to provide coverage, 

albeit in a somewhat reduced capacity involving government bonds, to depositors in the event 

that the deposit guarantee funds would be empty. In addition, the newly created institution 

did not benefit Sedesa financially as they reported a $4,080,787-peso loss for 2002 according 
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to their income statements and another loss of $717,853 peso for 2003. (Sedesa Annual 

Reports 2002 and 2003) In light of this development you can conclude that the Decree 

905/2002 was conflict driven by an inclusive market and an extractive political policy.  

Now viewing this over the course of the institutional evolution of deposit insurance in 

Argentina you get am interesting dynamic occurring. First, we can see that in the event of 

critical conjuncture that effects that directly effects the wellbeing of an industry we had a flip 

of an extractive institution transformed into an inclusive institution. This, one could argue, 

was a market based problem that resulted in an inclusive solution.  

Vicious or Virtuous Political Institutions 

Extractive Inclusive 

 

 

Economic 

Institutions 

Extractive 1992 -Law No. 

24,144 

 

Inclusive 2002 – Decree 

905/2002 

1995 -Decree 

540/95 and Law 

No. 24.485 

 

From this I can’t conclude that the institutions surround deposit insurance in Argentina were 

in a vicious circle over the entire time of the institutions evolution. These findings pose a 

serious concern for Acemgclu and Robinson’s theory of extractive and inclusive institutions. 

There theoretical frame only accounts for institutional change and given points in time. 

Institutions are constantly evolving and an any time a critical conjuncture can arise. Perhaps 

some of the failure of the frame on extractive and inclusive institutions is that it it’s a highly 

birds eye view of an economy and it doesn’t take into account the intermediaries or meso-

institutions as expressed in the works of Williamson and Menard respectively.  
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6. Discussion Section 
In this section this work will raise discussion that resulted from the research conducted. 

These discussions will be separated into two fields, policy implications and theoretical 

implications.  By doing this we can effectively separate the discussion stemming from this 

study on developmental economics and the discussion of this study on the theoretical 

approaches taken by new institutional economics. 

6.1 Policy Implications and Discussions for Economic Development 
The first note of discussion has to deal with the fact that this study by no means claims to 

represent the concept of savings, investments and the accumulation of wealth in Argentina. 

Nor does is it intended to imply that deposit insurance reform could have saved the financial 

meltdown of Argentina. A mirrored of changes were occurring  

To conduct this, it would proper to utilize a factor analysis approach as proposed by Voigt.  

The danger in using factor analysis approach is that authors and researchers tend to become 

quick to lump in all factors that may or may represent the sector under focus and more so 

include a range of data from empirical evidence, that shows perhaps more on perceptions 

than facts, and secondary data that tries to link anything to prove and economic impact. This 

of course results in the indexes, as the ones proposed by economic forums and institutions 

that do little to show the exact development of institutions within a nation.   

For this study to be more complete, we would need to bring the domestic and internal actors 

influencing the development of institutions and responding to the development of institutions. 

More so, we would need to bring in a more complete view of how people save. This would 

include both formal, stock, bonds, and mutual funds market, direct investments into 

companies, development of property, the purchasing of property, and the creation of business. 

More so we would have to analyze more informal savings mechanisms, from the likes of 

purchasing property that devalues at a slower rate than currency, lending money outside of 
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financial institutions, personal investment in education, to name a few. This would create a 

greater picture and mechanism for us to monitor how actors and organizational arrangements 

change their preferences in response to the rules of the game shifting.  

Again this raises an interesting challenge to measuring institutions. The data we have 

available one, is rather incomplete, inaccurate, and difficult to find and secondly, the data we 

do have access to is largely aggregated that it tells a limited part of the actual effects that are 

driving institutional change and market responses to formalizing institutions.  

My research also seems to indicate that Deposit Insurance mechanisms are important tools to 

protect small depositors who typically lack the financial acumen and sophistication to 

appropriately evaluate banking risk. (ASBA 2006 Effective deposit insurance schemes). The 

critical aspect of having people participate in the banking sector is that it allows for the 

banking sector to become more advanced and more inclusive over time.  

With this knowledge deposit insurance is becoming an increasingly important topic in the 

realm of financial inclusion. Currently 2 billion of the world’s population does not use formal 

financial services. A push towards financial inclusion will require the development and 

analysis of the importance of deposit insurance to secure the confidence of society who do 

not trust domestic financial institutions. Recommendation from this study would be that 

organization and groups focused on creating financial inclusion across the world should look 

to the formation of inclusive intermediary and meso-institutional groups that can be 

compatible with societal informal and embedded norms. This should, as shown in Argentina, 

create a strong and inclusive institution.   

Another note of discussion on my research is that the regulations that had been created in 

response to helping actors reduce transaction cost, as was the case in the development of 

Sedesa, appear to be more stable over time. The formation of Sedesa was a sought after 
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solution to bring confidence to depositors and reassure them that their money would be 

guaranteed in the event of bank failure. This institution as mentioned above is an attempt to 

reduce transaction cost on the market. When viewing the other changes to the deposit 

insurance, both were secondary legislative acts that were needed to counter a larger 

institutional change.  

The 1992 abolishment of deposit insurance was conducted in part to ensure that the BCRA 

would not intervene in the banking sector. You could argue that Law 24,144 was established 

to compound Argentina’s commitment to the dollar peg and in doing so the political powers 

of the time sought to eliminate all alternatives that may undermine that single goal. This 

could also be said in the 2002 decree that allowed Sedesa, in the event that they ran out of 

currency, to use bonds instead of pesos. This measure was response to possible problem to a 

previously decided institutional change, as the decision to allow pesification to deposits but 

not bank assets put added pressure on the liquidity of banks. In both extractive and unstable 

determined institutions, the decrees and laws created were to cover the collateral damage 

caused by larger market disruptive institutional change. Thus one could include, from a 

policy perspective, that institutional change driven to drive and alter observed market 

behavior is less likely to succeed than institutional change created to aid already existing 

market behavior. This seems to support Rodrik’s view that government should focus on the, 

“binding constraint,” for institutional changes on the market. Secondly, in the case of Decree 

905/2002, we have the opposite event occurring, where a government related crisis leads to 

an extractive political behavior. 

A Second policy implication from the study is the power of mesa-institutions (Menard) or 

institutional intermediaries (Williamson). In political volatile markets having independent 

intermediaries could perhaps be a policy solution for creating some stability. Decree 

905/2002 also appeared to serve a secondary purpose from another top-down policy decision. 
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This insight appears to supports several underling arguments made about institutional 

extractiveness and weakness in Argentina, that the lack of a separation of powers leads to 

decisions that are easily carried from a top-down perspective.  

The study also raises an additional point of importance of studying Alfonsin, mentioned in 

the review of Argentina’s economic and political history. Alfonsin sought to create a balance 

democratic structure, and was defeated by corporatist powers and adverse economic 

conditions. Menem solved the economic problem with a top-down structural reform that 

brought about significant but non-lasting prosperity, largely seen as being caused by a lack of 

democratic reform. More studies could be done on a policy perspective as to the opportune 

time to implement political reform.   

6.2 To a New Model of Institutional Development  
This leads to the struggle with new institutional economics There appears to be a lack of a 

well-developed analytical framework that implies to both institutional strength and 

inclusiveness. There appears to be pattern to the relationship over time that connects both 

institutional strength and inclusiveness. More by connecting these lines of thinking I find that 

they are mutually beneficial, and, in fact once combined they can lead to deeper explanations 

of both theories.    

Flaws in New Institutionalism  

Acemoglu and Robinson’s virtuous and vicious circles is based on the premise that economic 

institutions do not act independently from political institutions. More so these institutions are 

connected through the conspiring and cooperation of economic and political elites. In the end 

economically extractive institutions create politically extractive institutions and a market ends 

up with a vicious cycle of development. On the other hand, inclusive economic institutions, 

based on the rule of law, secure property rights and effective enforcement builds or 
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contributes to inclusive political institutions and places a market on the development of a 

virtuous circle.  

This view while explainable when you analyze an institution at a given point in time, does 

not account for the development or degradation of institutions over time in a market when 

risk and opportunity are continuously changing preferences and decisions of actors. In the 

findings of the study I could not conclude that deposit insurance institutions of Argentina 

were always working in a vicious circle or virtuous circle, in fact it appears that there existed 

and still exist an inclusive institution presence even after an extractive economic event.   

On the other side Levitsky and Murillo see the two dimensions of institutional strength as 

being stability and enforcement, but both stability and enforcement rely on the acceptance of 

the institution by the actors within the institutions. Can enforceability be seen as inclusive or 

accepted formal institutions? This is something that Levitsky has written on prior in his work 

on the typology of informal institutions.  In his work on measuring informal institutions he 

analyzes the compatible and conflicting goals of effective formal institutions. (Helmke and 

Levitsky 2003) In this work the conclusion was that formal institutions take precedent over 

informal institutions and risk missing many of the real incentives and constraints that underlie 

political and economic behavior.  

 A Typology of Informal Institutions 

 Effective Formal Institutions Ineffective Formal Institutions 

Compatible Goals Complementary Substitutive 

Conflicting Goals Accommodating Competing  

(Helmke and Levitsky work, “Informal Institutions and Comparative Politics: A Research Agenda” 2003)  

In addition, drawing from the work of Williamson and his four levels on analysis, we know 

that informal institutions change slowly over time. Thus embeddedness of institutions 



53 
 

connected through their compatibility to formal institutions may be a better representation of 

stability.  By allowing enforcement to represent a degree of connectivity between formal and 

informal institutions we can allow ourselves to create a two dimensional space. In this two 

dimensional axis, one axis we will have a measurement of the institutional strength, or the 

degree to which formal institutions represent the informal imbedded institutions present in a 

select society. On the other axis, in the case of the model the y-axis, we can place a 

measurement as to the degree by which the formalization of the institutions were extractive or 

inclusive. No we have a relational space to measure both the strength of institutions and the 

design of institutions over time, creating a platform to measure institutional development.  

New Model of Institutionalism  

If we refocus on what is shared in the theoretical approaches provided on one hand, by 

Levitsky and Murillo, and on the other by Acemgclu and Robinson we can create a new 

model of institutions based on institutional strength and institutional inclusiveness, and, in 

doing so we could better analyze the effect of both formal and informal institutions.  First we 

should begin by questioning the meaning of institutional strength. Institutions exist whether 

or not they are explicitly stated, and these “informal,” implicit institutions work to constrain 

decision making and can interfere with formal explicit institutions. (Zenger et al. Informal 

and Formal Organization in New Institutional Economics 2001) The difficulty is in 

measuring the effects of informal institutions, which is almost like measuring black matter in 

the universe. We know that informal institutions exist and we can perhaps see their effect, but 

without formalizing the institution it remains difficult to measure. This is where redefining 

institutional strength, as stated by Levitsky, is needed. You can propose that institutional 

strength is the degree of accuracy in which formal institutions align with informal 

institutions.  This may not be evident when focusing solely on institutional strength as a 

dimension of enforcement and stability, however, utilizing the additional dimension of 
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extractive and inclusive institutions within the model this work proposes you allows us to 

view a populous representative model that begins to account for both informal and formal 

institutions.  

If we now construct a two dimensional axis where one measure is institutional strength and 

the other is a measure of institutional inclusiveness we can begin to establish a positive 

correlation between the two dimensions. With everything mentioned together we would have 

stability, or the degree in which formal institutions are compatible to the embedded informal 

institutions of society and as a second dimension end the relative inclusive and extractive 

nature of formalizing institutions. The result is a table where institutions can be mapped in 

accordance with its design and acceptance by existing informal institutions and  
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Interaction of Inclusive and Extractive Institutions and Formal Institutional Strength 
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Given this axis, the expected observation would be that there should be a positive relationship 

between the strength or acceptance of an institution and the inclusiveness of the institution.  

In the upper right there is a correlation between inclusive and strong institutions that we can 

map as institutional progress as they will be stable and inclusive. To the upper left we can 

map an inclusive but weak institutions, these are institutions that exist but are not formalized 

into regulations or directives. The bottom left is where we can map institutions that are 

extractive and weak. This is a unique area where institutions are being formalized. Finally, in 

the bottom right we have institutions that are both strong and extractive. This is where 

institutions are truly extractive and detrimental and this represents an accepted and extractive 

institution.    
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The model shows how with the increased stability of formal institutions over time lends the 

institution to be more inclusive. In the presence of ever changing circumstances shocks will 

hit the system and in reaction to these disruptions, authorities, in most cases governments, 

enact a change to the institution that attempts to stabilize the market. In response to the 

institutional change, actors must adjust to the new institutions, that in most cases they are 

losing confidence in, the actors search for alternatives that they can rely on. It is at this point 

that authorities readjust institutions to best fit society according to the overserved actions they 

witness from actors. At this point that the cycle corrects itself if we are to see a return to 

institutional progress. If the market doesn’t correct itself then it will effectively digress and 

devolve to a weaker institutional setting. To represent this below is a model that depicts the 

evolution of institutions as they pertain to deposit insurance that was tested above.  
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For this model to be really useful we need to actually measure institutions through time. I will 

remap the institutional development of deposit insurance in Argentina according to this newly 

proposed framework.  
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Period 1 With stability you have institutional progress through as actors adapt to existing 

formal institutions moving towards an unforeseen critical conjuncture: The 

previous laws to deposit insurance had no change since 1972 

Period 2 Extractive and enforced institutional change in response to a critical 

conjuncture: Abolishment of deposit insurance 
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Period 3  The market responds by searching for alternative solutions and or rejecting 

current institutional framework: Bank structural adjustments, and higher 

deposit rates, depositors seek other saving alternatives 

Period 4 Inclusive change that is inherently extractive by nature establishes a foundation 

for further institutional development: Formation of Sedesa 

Period 5 Actors adjust and since institution formalized, informal institutions already in 

place the response by actors leads to a path of stronger and inclusive intuitional 

development: Continuation of Sedesa and Argentina’s current institutional 

development path of institutions surrounding depositor insurance 

 

With the first stage we begin at some level of institutional progress, in this case it was the 

existing deposit insurance regulations within Argentina’s society prior to the structural 

reforms pushed forward by Cavallo through the convertibility plan. The second stage 

represents the onset of the deposit insurance reform. It is at this stage that an extractive 

institution is formalized that we begin to downward pressure being applied to institutional 

progress. After the reforms are instituted the market attempts to correct by seeking alternative 

aims to provide a guarantee to depositors. It is here that banks respond by seeking new forms 

of liquidity and depositors seek to find new forms of assurance that their deposits will be 

safe. By stage four we have an inclusive market response formalized based off the needs of 

actors and organizational arrangements in the market. The formalization of these new more 

inclusive regulatory framework becomes extractive in as much that it institutionalizes actions 

that were previously informal, however, they key to stage four is that with inclusive 

institutions, actors and organizational arrangements have more buy in, and progress forward 

to a more inclusive and stable institutional environment.    
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The formation of Sedesa was market response to the, “Tequila crisis,” and result was a 

combination of market needs mixed with political institutional support. This formalization 

process and ending structural design as proved to be stable and resistant to Argentina’s 

monetary and financial crisis in 2001. More so, it has shown to be an effective and pursued 

path of correcting bank insolvency in Argentina still to this day.   

Admitting more test should be conducted, but from my findings of my study on the 

institutional development of deposit insurance in Argentina over time, we can observe a 

phenomenon that closely resembles a panarchy model similar to the conceptual discovery 

made by Lance H. Gunderson and C.S. Holling in their research on adaptive change. 

(Gunderson and Holling 2009)  

As with any model there are inherent assumptions that need to be made. For this model of 

institutional development, we would have to make the following assumptions.  

Assumption 1: Formalizing institutional change leads to alternative market responses.  

Implications from Assumption 1: The resourcing evidence form my research supports that 

markets respond to institutions, nonetheless this must remain as an assumption. This 

assumption essentially though begs the question that if we do not have a market response to 

an institution, do we have an institutional change at all? Further implications of this 

assumption would be that markets respond in previously unforeseen ways. AS new rules are 

placed on society secondary changes will occur. The higher and more influential an 

institutional change the more resounding implications downstream will occur to 

intermediaries and meso-institutions. This was evident in the response to the destabilization 

caused by the removal of the convertibility plan. The pessification required additional 

downstream institutional changes, one being Decree 905/2002 allowing Sedesa to provide 

bonds instead of currency for the deposit guarantee fund.  
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Assumption 2: The process of formalizing institutions will always lead to some degree of 

extractiveness.  

Implication from Assumption 2: When actors and organizations formalize an institution there 

is a natural tendency to drive the institution to limiting the reforms to benefit the creators of 

the institutions change. In this respect there will always be a relative degree of extractiveness 

unless during the formalization process all actors and organizations are involved.   

Assumption 3: Newly formed inclusive institutions are inherently relatively weaker to the 

previously accepted institution.  

Implication from Assumption 2: This is expressed by Levitsky himself in his analysis of 

Latin America where he found that institutions are born weak due to market uncertainty, 

which is inherent in any alteration of institutional change, but secondly, and more prudent to 

connecting political institutions to the formalization process, Levitsky finds that the power 

holders of society who hold relative veto power may object to changing the status quo. 

(Levitsky) There is a need for some clarification to this assumption.  Newly formed inclusive 

institutions are inherently relatively weaker to the previously accepted institution, however 

these institutions if conducted correctly will become stronger over time as they lay the ground 

work for being more inclusive and stable with their progression. This is opposed to altered or 

newly formed extractive institutions which hold stronger enforcement from the onset but 

progress to becoming weaker over time 

Assumption 4: Long-term progress on formal institutions are based on their societal 

acceptance which should positively correlate to inclusiveness and stability of overall.  

Implication from Assumption 4: If organizational arrangements buy into the formal 

institutions than we have what Acemoglu and Robinson would refer to as a virtuous loop. I 
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would conclude that this is more of a virtuous path. Inclusive institutional responses to 

critical conjunctures can cause an inclusive loop that leads to continued institutional stability 

and inclusiveness or critical conjunctures can lead to an extractive downward loop that 

required the market to respond and recover to its previously accepted rules.     

Benefits of Model 1: Allows us to View Institutions Over Time and their Development 

This proposed model would allow us to better conceptualize Acemoglu’s and Robinsons 

effects on inclusive and extractive institutions. This model would allow us to better represent 

virtuous circles, as virtuous loops, a result in inclusive institutions that are formalized through 

path dependence and to further institutional development and progress. In the same light we 

can analyze Vicious circles, or vicious loops, and how extractive institutions lead to a 

degradation of institutional development.  

 

 

 

The model indicates that upward inclusive loops push the institution further up a 

development stage towards a stronger and more inclusive institution. The end results of more 

inclusive and stable institutions is the development of complex institutions and advanced 
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forms of trade and communication. On the other side extractive institutions cause downward 

movement of the progression of institutions. The further institutions degrade the further we 

fall into more primitive means of interaction. This model here allows for the representation of 

Douglas North’s concepts and examples on the transition of primitive societies to more 

advance economics. In the process this model allows us to see that effects that insitutional 

development has on this progression.  

Benefits of Model 2: Re-Conceptualize Institutional Layers 

Using this model, you can also account for larger institutional decision and their effects on 

smaller institutional developments. In the case of Argentina’s deposit insurance institutions, 

we would be able to represent the progress or degradation made on deposit insurance within a 

larger framework of the convertibility plan and changes to the charter of the BCRA. This 

would allow for a more complete picture of poor extractive institutional design and the 

resulting collateral institutions that are forced to be created in response to the larger 

institutional changes.  

This would also fit with Williamson and Menard’s models of institutional hierarchies and 

would allow us to depict how a change in embedded institutions could lead to lower 

institutional hierarchal changes and ultimately down to resource allocation and decision made 

by actors and organizational arrangements.  This would also compliment Menard’s hierarchy 

of institutions from formal and informal institutions driving meso-institutions which in turn 

result in organizational arrangements.  
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Hierarchical Model of Institutional Connectivity 

 

 

 

 

 

 

Overall this conceptual model can account for more complete and thorough explanations of 

new institutional theories. This model could be useful in development policy and more 

specifically in the construction and mapping of policy problems. A map and model would at 

least allow for government officials, academics, researchers, and development institutions to 

conceptually structure their approach to solving institutional problems.  This model allows 

for the display of the importance of Rodrik’s binding constraints, while also alluding to the 

larger institutional environment and institutional environmental issues that will impact long 

term economic progress.  

7.Summary 
In this work we reviewed the institutional evolution of Argentinian deposit insurance and 

how this evolution could be explained using the theoretical frameworks proposed by 

Acemoglu and Robinson and the works of Levitsky and Murillo. The purpose of the study 

was not only to shed light on how institutions develop but to see if this institutional 

development is sufficiently explained through theories, especially theories that use Argentina 

as an example, of institutional inclusiveness and strength.   
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To improve and understanding of the environment in which Argentinian deposit insurance 

belongs and has evolved through the work gave a brief overview the modern economic and 

political developments in Argentina.   In addition, in order to provide a sufficient background 

into institutions overall, and more specifically, institutional theory this provide a theoretical 

review of some of the most influential works of new institutional economics  

With a foundation to work from this work then set out to test the theories of institutional 

inclusiveness and inclusiveness and strength. Working over a time of key critical junctures it 

was discovered that the institutional evolution of deposit insurance moved and shifted across 

the existing the theoretical frameworks and couldn’t be legitimately calculated as either 

always economically extractive, inclusive, strong nor weak.  Thus it showed that faced with 

changing market conditions and action and organizational responses, the institutions evolve 

through the space of institutional strength and inclusiveness.    

From a policy standpoint the main implications of this study showed and confirmed the view 

that institutions appear to be more inclusive and stable if driven by the policy that seeks to 

resolve binding constraints of the current economic institutions (Rodrik). This also seemed to 

show the importance of creating intermediaries, especially separate private-public 

intermediaries, as was the case with Sedesa. This not only allows for a specific organizational 

and meso-institution to reduce transaction cost through their comparative advantage of 

transferring risk held by depositors but proved to further create an additional separation of 

political power, which brought more actors into creating political decisions, created a more 

inclusive and stable institution.   

From a theoretical standpoint, the study shined a light on the need for economist who use 

new institutional theory as a means to describe the economics and political development of 

nations, need to rely on a more holistic approach to the market. This could be accomplished 
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by using the works of other new intuitional authors to explain how institutions move through 

layers of society from embeddedness to actual enforcement. To this end, this work proposed a 

minor contribution to the theory of new institutional economics that sought to combine both 

theories of institutional strength and inclusiveness to better represent how development 

moves through each one of these aspect in its progress and digression to institutional 

progress.   

8.Conclusion  
In conclusion the overall work proved that institutions transcend and develop over time but 

not necessarily according to the theories on extractive and inclusive institutions, as proposed 

by Acemoglu and Robinson nor by the theories of institutional strength proposed by Levitsky 

and Murillo. Thus it is evident that more needs to be done in the works of new institutional 

theory, especially in regards to universally accepted theoretical foundations and conceptual 

designs. This strange give that this is by no means a new study, not is it a field that hasn’t 

considerable development from the standpoint of awards given to Nobel laureates. However, 

the field still has difficulty providing a clear link to political and economic interaction. With 

that being said the field has provided that there is with little doubt a link between the political 

formal institutions that are created and the functioning of the economy, but it has showed a 

clear upward and downward movement towards further institutional development caused 

from the reaction of the market on informal and formal institutions up and down the 

hierarchy of institutions.  

In addition, this work highlighted the need for better data, and data conceptualization to 

analyze institutions. This leads to an overall need for more work needs to be done on 

understanding of how best to measure institutions. With thin this scope the data available is 

difficult to show any one resounding link to prove that an institution, a single institution had 

an impact on the decision of actors. Thus, as would be concurred by Voigt it may be 
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necessary, and possible within a scope of further studies conducted by this author, that a 

better factor analysis, could be formed to conduct and weigh a set of institutional effects on a 

large part of an economic sector. In this particular case more could be done on understanding 

savings and investment overall in the Argentinian market. Conduct further studies on the 

particular institutions surround pensions systems, equities, bonds, and alternative means of 

savings from purchases of land, and property in times of inflation and hyperinflation. Only by 

then could we really begin to see a complete picture of a single sector of savings and 

investment in Argentina.   

In the end, my hope of this study was to show how institutional development occurs in 

nations that are considered institutional extractive and weak. By doing my work revealed that 

institutions can develop inclusively and strong within overarching disadvantages. 

Organizational arrangements and actors are continuously inventing new technologies and 

new markets. With these new markets and technology comes nee challenges and transaction 

cost. The present of these transaction cost will always lead to the need for organization and 

coordination of activities to resolve the negative externalities resulting from transaction cost.  

More so as our world integrates further and further into a globalized society our 

embeddedness of informal institutional norms is slowly changing while the formalization of 

institutions is occurring at rapid rates. This will lead to conflict as institutions across the chain 

and hierarchy as all levels will respond and react. It’s not difficult to see this through the 

reports and events of today. Hopefully, in the end, as our institutions continue to change our 

efforts in new institutional economics will lead to a better understanding and better 

communication of the importance in stable and inclusive institutions.  
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Appendix 

Appendix 1: Mapping of Argentina Competitiveness  

 

World Economic Forum (http://reports.weforum.org/global-competitiveness-report-2015-

2016/economies/#economy=ARG) 

 

 

 

  

http://reports.weforum.org/global-competitiveness-report-2015-2016/economies/#economy=ARG
http://reports.weforum.org/global-competitiveness-report-2015-2016/economies/#economy=ARG
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Appendix 2: Double Poltical Spectrum Model and Timelines 
These graphs represent the Double Political Spectrum that is used in Pierre Ostiguy’s work, 

“Argentina’s Double Political Spectrum: Party System, Political Identities, and Strategies. 1944-2007  
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Appendix 3: Williamsons Hierarchy of Institutions 
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Appendix 4: Claude Menard’s Interaction between echnology and Insitutions 
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Abstract  
 

This work analyzes the institutional evolution of Argentinian deposit insurance and how this 

evolution could be explained using the theoretical frameworks proposed by works both 

Acemoglu and Robinson and the works of Levitsky and Murillo. The study highlights how 

institutions develop over time within frameworks of political changes. In addition, the work 

highlights the theoretical gap in new institutional economics in relation to analyzing the 

development and evolution of institutions through time. In response to this theoretical gap this 

work proposes the use of new model to conceptualize how institutions interact at multiple levels 

of the institutional hierarchy and how independent institutional developments can be mapped 

within the institutional hierarchy as they develop through time. In the end it is the hope that the 

conceptualized model presented is the first step in developing a more practical and useful model 

for new institutional economics as it relates to economic development and the construction and 

implementation of development policies. 
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