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CHAPTER SIX

Business Elites, the State, and

Economic Change in Chile

EnuvaArDO Sirva

Analyses of the Chilean case haye overlooked an important aspect of
its neoliberal economic restructuring process, one that has broad com.
parative implications for Latin America and elsewhere. Mos( analysts con-
clude that a strong dictatorial state and a cohesive group of technocrats
sufficed to push through successful reforms (Frieden 1991; Campero
1984; Foxley 1983). Evidence, however, shows a closer interaction
between policymakers and business groups than is generally asserted. The
data suggest that shifts in the structure of that interaction and changes
in the composition of the business groups and policymakers involved
must be included as necessary factors in the explanation of Chile’s eco-
nomic transformation. A comparison across three policy periods, two
during the dictatorship and one in the contemporary democratic period,
shows that the initial form of interaction between business and the state
contributed to policies that had a relatively negative impact on investment
and production during a process of neoliberal reform. Subsequent forms
correlated with more beneficial effects. The form of the relationship was
important because it influenced the confidence and credibility of busi-
nesspeople that their general intcrests were being taken into account.

An earlier version of this chapter was published under the title “From Dictatorship to
Democracy: The Business-State Nexus in Chile’s Economic Transition, 1075-1994” in Com-
parative Politics 28 (April 1996), and the material appears here with the permission of Com-
parative Politics, Research was tunded by the Social Science Rescarch Council, the
Fulbright-Hays Program, and the University of Missouri-5t. Louis. For constructive criticism
[ thank Ben Ross Schneider, Robert Kaufmar, Sylvia Maxfield, Rosemary Thorp, James
McGuire, and the reviewers for Gornell University Press,
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As a model for other Latn American countries‘, Chile offers some
pypotheses about how different forms. of interaction between .pOhc.y"

pkers and business groups affect investment and production 1g
e cesses of economic liberalization. To begin with, the case suggests that

y xcessive degree of state autonomy is not necessarily c01:1duc1\.fe to good
anl'iﬂcy Among other factors, the isolation of technocratic policymakers

. erated policies that, while not completely 1nh1b1ﬂng mvestmenti con-
geﬂt ted it in speculative financial activities that contributed to sharper
Cennrsmic decline than might have otherwise occurred in 1982, .By ‘the
e.cgle token, closer connections between policymakers and more institu-
. al forms of business representation helped to shape economic recov-
::ynmeasures that stimulated greater levels ?f investmenlt as‘ a pel."czntags
of gross domestic product (GDP) than in the previous period an
directed more of it to production than to speculation.

BUSINFSS, THE STATE, AND NEOLIBERAL
EconOoMIC RESTRUCTURING

Until recently, studies have largely ignored the impact ot." the bumqess—
state relationship for the outcome of necliberal restructur{n-g, especially
in terms of investment and production. Instead, both lCI‘lthS and sup-
porters of such policies have tended to focus on two things: the proper
functions of the state for healthy economic develop.ment, and- the de&gr}i
of correct policy instruments as well as the fine tuning of the‘lr se%?enFe
and timing. These traditional views, howevellr, obscyre th{g fac.t that, in
both market and mixed economies, good policy design by itselt doe.s not
necessarily lead to optimum results,. Much de‘pc.?nds on how busmﬁss—
people react to the signals that government officials send: whet'her. they
invest and what they invest in (Onis 1gg1). In SOME Measure this hinges
on the quality of the relationship betwcen busmesspcopleland state offi-
cials. When it is mired in bitter antagonism, no policy de.mgn, 'no. mattfzr
how correct, will elicit the desired response from capital}sts. Slmllar}y, 1‘f
the relationship is too cozy, it may degenerate into collus%on and an 1Inef—
ficient allocation of scarce resources through corruption (Schn-elde'r
1993b). The interaction between businesspeople and state ofﬁc1als is
crucial for investment and production because, among other factO}"s, it
influences the private sector’s confidence to Comuit resouxces. Busmes;
elite’s participation in policy formulation and 1mplemenrat1f)n stagt;s o
the policy process enhances the credibility of government policy and busi-
ness’s belief that the policies will actually work, . '

According to Rosemary Thorp’s observations of_ Colombia, the Ion%-
standing involvement of top capitalists in the policy process generates
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trust that solutions to thorny policy issues will be reasonable (Thorp
1g9g1). Trust is deeper and more pervasive than confidence and credi-
bility. Chile’s recent experience with closer connections between business
elites and policymakers comes on the heels of deep-seated historical
traumas that produced a great dial of mistrust between the business com-
munity and democratic policy processes. As a result, the higher levels of
contact between the private and public sectors induced more confidence
and credibility in government policy but not trust. As far as Chilean cap-
italists are concerned, vigilance is necessary to protect their interests. As
long as they participate fully in policy formulation and implementation,
they believe that they will be able to do so successfully and te their benefit,

Varying degrees of confidence, credibility, and trust, as well as their
effects on economic activity, are influenced by {among other factors) the
structure of the relationship between capitalists and the state, which is
central to the construction of what Peter Evans calls embedded autonomy
(Evans 19g2). State institutions and officials require certain characteris-
tics to avoid undue influence by particularistic influences in the policy
process, beginning with the setting of development goals. Yet if they are
isolated from businesspeople, they are likely to err in policy design,
meaning that the desired investment may not be forthcoming. Dense net-
works of communication with the private sector provide important infor-
mation on what policies capitalists are likely to find workable,

This concept applies to both dirigiste and liberal states. In the case of
neoliberal restructuring in Latin America, the idea of embedded auton-
omy suggests a need for a sharper focus on how different forms of
business-state interaction encourage or inhibit increased investment in
production. This requires an examination of the characteristics of busi-
ness organization—at both the associational and the firm levels—as well
as state institutions. Research must also investigate the interaction that
occurs between them in the policy process and whether it is personalistic
or institutionally based.

In terms of institutional arrangements the Chilean case suggests that a
tight, hierarchical state structure and participation by encompassing busi-
ness peak associations are functional for investment-inducing interaction
between large-scale capital and policymakers. A well-ordered hierarchy
among ministries contributes to coherence in the policy process because
it controls the delegation of authority from a lead-line ministry to others.
The lead-line ministry acts as a gatckeeper, and in Chile the lead lines are
the Ministry of Finance and the central bank. This structure sharply
reduces the porosity of state institutions to particularistic interests. It
allows policymakers to dominate agenda setting and tightly circumscribe
participation in palicy formulation by social groups. In addition, encom-
passing peak associations backed by the nation’s leading business con-
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cerns provide an arena for aggregatir‘lg the intc—:.rests of lgrge-scarlt? capital.
They furnish a forum for the format.Ion of busme_-ss policy coalitions tl.1at
participate in the formulation and 1mp¥ementatlorl1 stages qf the popcy

rocess. This is particularly the case during the perlod in wh1.ch a nation
;s designing a comprehensive policy of economic restructuring to over-
come a deep economic crisis. Business participation in pohcy.f.ormulaufm
;s also helpful when policymakers seek to altejr ' estalihshed. policy
agendas——fc-r example, when Patricio Aylwin’s administration dec@ed tF)
raise taxes on business and revise the labor code. On b<-)th 9ccas10ns it
consulted with business organizations in policy formullatlon in ordc::r to
assure smoother and more effective policy implementation by the private
sector.

The interaction between business and state officials under these con-
ditions contributes to investment in production through a dugl process
that builds confidence that policy will address the peeds of Faoth tf.le
economy in general and firms in the various economic se.ctors n p.artlc—
ular (Thorp 19g1). With access to the policy process, C}'ulcan busmes.s-
people since 1984 have felt confident that solutions to national economic
problems would not be at the expense of their interess. P.ohcymakers
have benefited from the private sector’s participation in pr)%lcy formula-
tion. They get a much better idea of how business elites will react toa
policy. This occurred in Chile during the last seven years .Of the mlh"uary
government and it has helped smooth a potentlallh‘f confhctu:eq relation-
ship during the new democratic period, where political opposition to the
dictatorship—which the business sector once vilified-—has governed so
far. .

The last section of this chapter looks at Chile in comparison to
Venezuela and a stylized version of the East Asian model. A brief exarni-
nation of Venezuela highlights the differences between. Chile’s style of
embeddedness and its lack in other cases of neoliberal restructuring. The
contrast with Fast Asian NICs (newly industrializing countries) offers
some interesting suggestions about the characteristics of bureal.lcracy
necessary for a fruitful relationship between business and the state in the
construction of liberal societies and economies. A final reflection centers
on the limitations of Chilean-style embeddedness and refers to extending
participation on a more equal footing to other class-based social groups.

BUsINESS-STATE NETWORKS IN CHILE, 1975—1904

The following sections compare three periods of Chilean political and
economic history in relation to the forms of interaction between business
and the state and how they contributed to patterns of investment and pro-
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duction. This internal comparison permits analysis (o focus on these
factors while controlling for general background variables. For example,
the contrast between the radical neoliberal policy period (1975-82) and
the pragmatic neoliberal phase (1983-89) bring into sharp relief the sig
nificance of shifts in businessstate relations for investment and produc-
tion. Both policy periods took place within the same political regime: the
military government of General Augusto Pinochet. The final policy
period (1990-94) highlights the importance of key elements of continy-
ity in business-state relations in the transition from dictatorship to democ-
racy. Those continuitics clearly moderated what might have become 3
conflictual relationship between long-repressed political elites and a busi-

ness community that, for historical reasons, was highly suspicious of its
intentions.

Business-State Networks during Radical Neoliberalism, 1975-1982

After the overthrow of the socialist Salvador Allende in 1973, Chile’s
military government implemented a neoclassical economic restructuring
program in which policymakers replaced state intervention with market
incentives. These policymakers believed that markets allocated resources
tar more efficiently than burcaucrats did and that markets disciplined
cconomic agents to become more productive. They also assumed that
neutral, across-the-board policy instruments worked better than industrial
policy and discretionary state powers (Ramos 1986; Edwards and Cox-
Edwards 1987}. This neoliberal economic restructuring took place over
three distinct policy periods in authoritarian Chile: gradual, radical, and
pragmatic (Hurtado 1988). Due to space constraints I examine ‘only the
latter two and the democratic period that followed.

Between 1975 and 1982, Chile experimented with radical neoliberal
policies in the construction of a liberal economy and society. Those poli-
cies included draconian economic stabilization programs (shock therapy)
and the rapid, thorough liberalization of capital markets, prices, and
trade with little regard for their effects on industrial and agricultural
sectors, which had difficulty adjusting. The introduction of a fixed
exchange rate in 1979 became the centerpiece of a system of automatic
economic adjustment, after which the top policymakers believed that
their main role would be to act as gatekeepers against interest groups that
wanted to change the rules of the game (Foxley 1984; Edwards and Cox-
Edwards 1987). Market logic also informed social policy in the new labor
code as well as the privatization of health insurance and pensions
(Arellano 1981; Campero and Valenzuela 1984; Ruiz-Tagle 1985; Raczyn-
ski 1983).

After an expected sharp economic decline in 1975, economic activity
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d investment resumed. Yet investment as a percenfage 0]? GbhP failled to
. I pre-1970 levels. Nor did the reforms do much to stimulate invest-
o roductive enterprises despite the fact that between 1977-and
e 1(glhIi)le experienced an unprecedented influx of foreign savings.
195 n 1g77 and 1981 Chile’s external debt rose from $5.8 billion to
Betwe‘lzailli(;n' the share going to private debtors increased fI’OI.n 22 to O4
$IE)'-Zrm (Ffrf;nch-Davis 1989). Yet during the best year, 1981, investment

Cl}rL rose to 19.5 percent of GDP, not quite the 2o percent average of the
O s, M;aanwflilc industry’s share of GDP declined from 24.6 percent
y 9603-0 to 21 perc::nt in 1981. An index of industrial production (1980
lil 1123) showed that at 94.4_‘in 1g7g it had barely surpassed the 1970 level
~f 0.5. During the same years, the share of agriculture _dropped fr(.)m
G ;arcent to 7.5 percent, while those of the commercial and service
f@lit(‘{))r, especially financial services, exp?nde.d (Te-itclbmmdl‘géz*;‘/). 125(; itiicé
same token, imports rose sharply, especially in ﬁryshed an. _m:crinlx ue
industrial goods (Ffrench-Davis 1989). Most‘ telling, n(.)nmm‘craf(: P \

rformance was not stellar, further reflecting a relative l?u.k of mvc.eS -
pﬁent Between 1975 and 1979, 4 period of high dollar mﬂatlc‘m-, the
:(po{“t of sea and‘agricultural products expanded by $50 t;l) 5O m111111211:) 2

ear in current values. With the fixed exchange rate, that expal 4

ilowed to $2r and then $10 million between 1980 and 1982 (Ffrench-
: 2

Dﬁﬁelrg?ig)*y-g, in a period of high international liquicliFy, thTﬁt)ifci
exchange rate (which made the dollar very cheap) :leﬂg with rules a._
stmulated dollar indebtedness, encouraged ﬁn-an(élal specutlatlgl]:l},1 corr}11
mercial exchange, and real estate over prOdl:LCthe m\-festmcnt. 1 t (;)uid
for a brief period Chile’s economy boomed, in 1982 its unregu a}te E? <
immature markets broke down. A deep economic df:press.lon engu e1
the nation as GDP shrank by 14 percent in 198z, the financial system tltlzo -
lapsed in 1983, the largest conglomerates were broken' ul:}))_‘ j\st eir
holding companies went under, and unemployment cl1@ © “?h ff 3
percent of the work force and eventually to more than 30 percent ( tl -
head 1987). Investment as a share of GDP p111nged to 12.9 p(ejrcei e; t

1983 even as the public share of total irlwestmelnt climbed _fron} 2d pe cent
in 1981 to g7 percent in 1983. The 1ndgstr1al produ.ctlon.m ex8p ;
meted from 100 in 1980 and 1981 to 85 in 1982 (Teitelboim 1987).

i ive ’ investment changed sig-

! The composition between public and private shares of t(‘)tal 13\!(% meand . gcrce El

nificantly. The public share averaged K2 percent hetween 1660 an 197&) ‘ 3 kgu ont
botween 1975 and 1982, Nevertheless, increased private invesiment could not make up

the fall in the public share. .
3 i { lected issues.
2 Also see Banco Gentral de Chile, Beletin menn.ma?, se i . )
3 Also see Cieplan data basc on investment indicators, obtained in 1gg2, courtesy o

Cieplan,
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A substantial literature covers the economic reasons for this debacle,
focusing heavily on mistakes in the use of specific policy instrumentg
(Brock 1992; Edwards and Cox-Fdwards 1987). But the structure of the
interaction between government policymakers and top capitalists alg,
affected the outcome. Evidence suggests that in processes of neoliber]
economic restructuring damaging policies may result when a highly
autonomous  state overinsulates ideologically rigid technocrats with
organic links to a narrow range of business interests operating outside
the confines of business peak associations. These characteristics can
lead to harmful policies too skewed for healthy economic growth and
that, in Chile at least, ended in economic disaster. It is constructive to
examine the contrast in investment and growth patterns during the fol-
lowing policy period, which took place within the same military govern.
ment but with a different system of collaboration between policymakers
and business represented by peak associations within an encompassing
organization; productive investment as a percentage of GDP increased
steadily.

What were the characteristics of the system of interaction between the
public and private sectors between 1475, and 1982 and how did they con-
tribute to economic problems? To begin with, a highly autonomous
state—Pinochet’s system of one-man rule—insulated key policymakers
from virtually all pressure groups (Valenzuela 19g1). By giving his minis-
ters unconditional backing in the context of a highly repressive authori-
tarian regime, he shielded them from reaction to their unpopular
economic policies. The military government also concentrated economic
decision making in government financial institutions, principally the Min-
istry of Finance and the central bank, thus further reducing points of
access for business interest groups. In addition, it diminished the capac-
ity of other ministries to contest the decisions of key policymakers and
made it virtually impossible for ministers to use their locus of authority
as a springboard to create clientelistic followings.

The characteristics of the economic policymakers themselves were also
significant. They were not elite career bureaucrats in a meritocratic
system, as they tend to be in more successful dirigiste or developmental
states, Instead, they were a cohesive team of highly ideological technocrats
from civil socicty schooled in neoclussical economics—often called
“Chicago boys” because many had studied at the University of Chicago in
the 1960s (P. Silva 1991; Gabriel Valdés 198q). Given their training, they
possessed a distinctive and rigid vision of policy goals and instruments. Tn
the context of a highly autonomous state, this inflexible, ideclogical
approach led to economic restructuring policies that showed no mercy
for threatened economic sectors and emphasized financial intermedia-
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yion and real estate aver investment in production (Foxley 1983; Hurtado
1988). of the key Chicago boys, however, had links to a narrow range of
. Mar?ztionalist conglomerates that tended to concefltrate their holdings
il apcial intermediation, companies that were internationally com-
” ﬁn g and trade (E. Silva 19g6).* Key economic ministries and institu-
p.euuvel;ch as Finance {top of‘the hierarchy), Economy, the central bank,
uonS,;e budget office, were headed by men who had close ties to the
and;;-l arrain, BHC, and Edwards conglomerates. These ]iltlkS gajfe the
g; Z’dire;ctors of these international congl;)merates——especmlg ;;ruzett—
Larrain—privileged access to polic',.fmakers. That access ,;Howf t :mo‘(;_
discuss policy reforms with the pohq-fmakers; and. alccordmg 01 oncr—gaLtes
ernment official of the period, “the directors of privileged conglom

ated with increasing frequency in key policy mgﬁetings, and that

Piae ¢ : all ition to their views.
clique eventually froze out all oppos . S stian Democ
At first, meetings included technocrats hn.ked tQ the Chris jan Dermoc
ratic Party in contact with select representatives of more tradlltl(‘z;le ml()).sr,le
ness groups and their associations. In the end, howe;ver, or; y more
¢adical Chicago boys and the directors of a TAITOW range odcon§ omer
ates formulated key policies related to the privatization and eregg al'
of the financial system, privatization in genel-"al, andl the rate of -TC (;nz:l
in levels of protection for industry. The radical Chicago boy? mdc it Iel
these directors in policy formulation because they were frle_n s who
shared similar training and views. Because they were rwezfl busglessmi;ll
with real managerial experience, they also supphed the Chicago O}E r’ﬁ
valuable information about how new sectors of the ECODOHly——WhICI : Ey
controlled or could quickly gain domination over—.wm_.).ld reacF t(?f thz
proposed policies. Policy discussior.ls were tjree-ﬂowmg in tern;; Otech_
exchange of ideas about policy design ;7md its effects beméenﬁ .el .
nocrats and the conglomerate directors.” Other government officials an

1 For another study that distingwishes the importance of private-public sector networks
icy-making, see Schneider 1993a. o

f(’l; %?h}e; had be%n either executives, advisors, or members of the p]lro_fesmgfr;dl ;E‘g ?‘ffthg(:i?

i st 1 d to thosc positions after -

Jomerates before taking office, and most let_unl:e ; / :

g?rr:iznt service (Dahse 1470; E. Sitva 1996). Significantly, thesc? were the az:ir.nc (L;?S\;gl;rql:j

erates that had organizcd business resistance against Allende in the Mo]n fgz OBiion

collaborated with the military in the conspiracy to overthrow Saivador Aliende

1908 BA)l;thor interview with the Christian Democrat Juan Villar#ii, bugget di(l;egto;ggéls 1 gzﬁ

i hi This view was corroborated by -

b 5, Santiago de Chile, December 1988, > ¢ ; ed -

f?lf‘:’l%Z;) an earl};g Christian Democratic civilian economic advisor te the military government
i o . . . . . 8 )l .

thor interview, Santiago de Chile, April 1089 ' o
(m?] Author interview with Juan Villarzi, former budget director, Santiago de Chile,

December 12, 1988.
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businesspeople were simply not informed about these meelings, Whey
summoned to “official” policy discussions, they only learned out aboyy
decisions already taken to which there was no appeal ®

In short, the directors of those internationally oriented conglomerates

participated extensively in policy formulation. This gave them insider
information regarding key economic policy decisions with initial resules
that seemed very positive. With access to international creditin a country
starved for capital, this knowledge allowed them to set up financial inter-
mediation firms before other, more traditional economic groups. Thus,
they were able to buy public assets that were heing privatized before them.
In other words, the privileged access of conglomerate executives in the
policy formulation stage helped them to play a vital role in policy imple-
mentation as well. Their aggressive strategy of corporate expansion at the
expense of more traditional business groups promoted high GDP growth,
spectacular expansion of the financial sector, and some growth of eco-
nomic sectors in which Chile had comparative advantages. Because the
policies seemed to be working, policymakers believed that rapid growth
and drastic market economic restructuring based on an almost exclusively
technocratic approach could go hand in hand. The “right breed” of new
entrepreneurs was responding aggressively to the new policies. As soon as
the rest followed their example, all would be well.

Ultimately, however, the activities of the new conglomerates were dam-
aging. They based their expansion on highly leveraged buyouts and
clearly emphasized profiting from financial intermediation and real estate
over investment in production. The conglomerates were organized
around financial institutions that captured domestic and international
savings, as did their flagship industrial companies. The importance of this
is reflected in the myriad investment companies that they set up to
channel their funds. A substantial amount of those funds were used to
acquire more firms, as evidenced by the rapid buildup of these economic
groups. The two largest by far—Cruzat-Larrain and BHC—grew from
eleven and eighteen companies in 1974 to eightyfive and SiXty-two respec-
tively by 1977. By 1978 they were in control of more than 37 percent of
the assets of the 2po largest Chilean firms. By contrast, the next two
largest (Matte and Luksic) controlled just 12 percent. Significantly, most
of the expansion was based on the acquisition of exiting firms rather than

¥ Author interview with Juan Ignacio Varas, private-sector representative to the Tariff
Revicw Board at the beginning of the military government, Santiago de Chile, November
2, 1988, Orlando Saénz, president of the Sociedad de Fomento Fubril (SFF) during the
Allende years and the first years of the military government, said that radical Chicago boys
would receive organized business but never listened to their position. Organized business

was reduced to sending letiors to ministers, which were ignored {auther interview, Santiago
de Chile, September 14, 1988).
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. _.stment in new companies. Moreover, by the el}d of 1977 Cru?at—
> and BHC alone controlled 40 percent of private-sector banlqng
L mnd almost g0 percent of credit from financieras (nonbank lending
?SSC‘LS Etlions) (Dahse 1979). A substantial amount of the savings they cap-
111Sm(.vluwent to loans for their companies (de la Cuadra and Valdés 199_2).
tur‘rjddition to selflending, these conglomerates, and smal-ler ones like
It;le?n that mushroomed overnight, made substa{ltial profits in the ;pfrf;ad
petween low international interest rates at which they borrowe L rom
abroad and the high internal rates at which unrelated firms and con-
sm’?ﬁ:;: tf;l;i?;ziffl(;rked as long as there were no major shrinkages in inter-
national liquidity and international interest rates remailr.llc.‘d rea;(.)-?latﬁg
low (de la Cuadra and Valdés 1992). %en those con E}Ons ecrizdgbt_
after 1980, cconomic disaster struck. Studies have shov'm‘ tht oV ndeb
edness was the major reason for the wave of bankruptcies t alt SWEP hile
in the early 198os. Firms went into debt to expapd (rr:cnn y fuzh athlt ,
other companies) to obtain working capital to stay 1n business i ey c;:{:;
:n internationally uncompetitive sectors and to pay back existing §
(M;ilaidirllgfe‘?sc in international interest rates and th.e fall of loa{lable
funds to Latin America hit the new aggressive {inancial conglomerates
hard. Because they had built their expansion.on debt, they had to Captgri
an even higher proportion of available credit to keep ?‘rom go1r'1§ uzv :n
in the early 1980s. As a result, they bcgan to drive up 1nteresct1 rates !
more in an effort to crowd out competing borrowerslancli ma )e it unfpt(;;e
sible for policymakers to control those.ratcs. Meanwhl'lc, n tf;)(: re:stdo"vrhat
economy, firms began to go under as 1nt.erest rates Ll‘hmbed fEY()n L
they could afford. Smaller, more precarious ﬁnlancml groups wen lterz
up as their customers in real estate, co¥nmer(:f:, industry, and a%rlcutr ;eg
went bankrupt. The financial institutions of the la:rger conghom(jel e.s
were no longer solvent either, but they kept borrowl'ng from t f;n: tlxlre
to stay afloat as they crowded others out of thel credit H}zu‘ketﬁ t 12t 1Y
controlled. The government finally put them into recewersfﬁp m.lfi:f;ry
1983 (de la Cuadra and Valdés 1992). In one fell sWoop t efnéhile?;
regime unwittingly found itself in control Of. a large portion f)ﬁ e
largest and most heavily debtridden companies as the nation’s fina
¢ sed. -
Se&:railo(ﬂ?izﬁ to these well-documented international and domestic
factors, the form of interaction between ideolqgilcal tf,‘(‘.hl’lOCI"c'ltS aI:id a
small group of capitalists produced a policy rigidity that contnbut‘e. o
the economic debacle of 1982-83. By 1979, the web of ‘con\nectllons
between top economic policymakers and the lafgest financial gor;g {)mi
erates had expanded, largely through a revolving-door system. Policy
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makers resisted devaluation as pressure on the peso mounted far beyong
what was prudent, in part because of its effect on financigl.
speculative—driven investment in a dollarized economy where the top
conglomerates stood at the apex. When economic storm clouds gathered
in 1981, new ministers of {inance and economy continued to be associ.
ated with those conglomerates. Presumably they knew their structure and
could devise the best economic adjustment strategy—one that least
affected those conglomerates because everybody knew that, if they weng,
so0 would the financial system they dominated.

In sum, as others have argued, bad policy design and errors in the
timing and sequencing of the reforms, coupled with the impact of exter-
nal shocks, clearly affected the collapse of the Chilean economy in 198,
My argument here is that during policy formulation the highly insulated
relationship of radical free-market technocrats and a narrow group of
businessmen who shared their views helped to shape policies that empha-
sized investment in shortterm financial gain over investment in produc-
tion, which, as so many other studies have shown, contributed to the
severity of the economic crisis that followed. The policymakers believed
that markets governed by neutral policy instruments were the solution to
renewed investment. The privileged conglomerate heads believed that
they could gain the upper hand in the intracapitalist struggles over assets
that would follow a strategy of shock therapy. The policy tocus on the
financial sector suited their purposes splendidly. Conversely, a broader
range of principled business participation in policy formulation in an
agenda of economic liberalization might have introduced policy instru-
ments capable of stimulating more investment in production and less in
financial speculation during the process of economic adjustment. Policy-
makers would have had the benefit of a much broader range of infor-
mation regarding the medium-term consequences of their policies for

investment and growth; and 1982 may have had a softer landing, as it did
in Colombia.

In addition to contributing to policy design, the system of interaction
between husiness and the state during this policy period affected invest-
ment patterns because of differentials in the level of confidence about
the business climate among business groups. It infused some groups with
confidence in the future and left others confused and disoriented. Busi-
nesspeople connected to the conglomerates with access to the policy-
making process had msider knowledge and thus confidence—although
not certainty-—that they could gain a competitive edge over more estab-
lished rival business groups. In short, they probably did not design initial
liberalization policies for their own benefit. But knowing what the design
was, and as a new breed of entrepreneur, they believed that they could
spearhead the capitalist modernization of Chile. Hence, they invested in
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leaders of the industrial sector were linked to multisectoral conglomer.
ates, albeit with a concentration in production for domestic markets, the
industrial association did not protest too cpenly. But the landowners” assq.
ciation, dominated by waditional landowners, did openly oppose agyj.
cultural policy up to 1948, largely through a media campaign ang
mobilization in southern Chile (Campero 1984). The military govern.
ment repressed the mobilization, and the Chicago boys’ response became
legend: “Let them eat their cows.” The encompassing peak association of
the private sector, the Confederacion de la Produccion, stayed out of
these policy disputes; and the commerce, construction, and mining cham-
hers were not opposed to the new policies, Industrialists and landowners
were too split on the issue of tariff protection to present a common front
(E. Silva 19g6).

As a result of this situation, the directors of the more traditional estab-
lished conglomerates and the leaders of the business associations of the
industrial and agricultural sectors reacted to policy decisions with caution
and uncertainty, often finding themselves at a competitive disadvantage
to the new conglomerates, who bought up their assets whenever possible,
Under these conditions, as they so often warned, they were not likely to
invest. After 1979, however, policymakers’ commitment to opening the
economy, the fixed exchange rate, and the sudden surge of available
credit convinced the rest of the private sector that the time had come to
stop resisting and join in.'” Ample international liquidity provided credit
for more traditional producers to adjust or change economic activity from
production to importing, commercial distribution, or speculation in
financial markets. In short, by 1679, the rapid expansion of the radical
conglomerate heads in the policy loop provided a model of success and
behavioral code for the new, modern entrepreneurs. Many who followed
that path came to grief in 1982,

In conclusion, this policy period suggests that investment and confi-
dence, usually associated with successful economic performance, can lead
to disaster if they are only shared by a smail group of capitalists and if
policies are faulty (which presumably they would not be if policymakers
listened to a broader spectrum of business interestsj. Rapid economic lib-
eralization with an emphasis on neutral policy instruments leaves virtu-
ally all aspects of policy implementation to the private sector. If

" Author interviews with Jorge Fontaine, former hecad of the Confederacién de la Pro-
duccién (CPQC); Efrain Friedman, former director of the Sociedad de Fomento Fabril (SFF);
Alfonso Mujica, former director of the Camara Nacional de Comercio (CNC); Orlando
Sdenz, former president of the SFF; and Manuel Valdés, former vice president of the
Sociedad Nacional de Agricultura (SNA}. Interviews conducted in Santago de Chile on

August 6, 1989; November 16, 1988; January 19, 1689; April 1g, 1988; and March 29, 1939,
respectively.
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a result, this second policy period highlights the point that a differey
system of interaction between capitalists and policymakers can have a'pos.
itive impact on investment and economic growth in a developing liber]
economy.

On the state side, the system of interaction now featured a mixture of
experienced, well-trained, carcer bureaucrats in financial agencies that
still stood at the apex of the hierarchy of economic bureaus. Betweer
1984 and 1985 some businessmen occupied the top positions in the
financial and economic ministries. The available evidence suggests that
Pinochet did this to recover the loyalty of business elites, and is to kee
an industrial faction from joining the moderate opposition. But after
Chile’s economy and political upheaval stabilized in 1985, the top eco-
nomic policymakers of those principal agencies were almost exclusively
drawn from the ranks of experienced, technocratic, flexible, civil service
officers. As in the previous policy period, they set general policy guide-
lines, which continued to emphasize economic liberalism. Beneath
them, however, prominent businessmen headed the sectoral ministries
(Economy for industry and commerce, Agriculture, Mining, and Public
Works) (Campero 1gg1}. Their economic interests included a mixture of
financial and international and domestic market-oriented ones.'® For
example, ministers of economy and finance might simultaneously be on
the board of directors of companies not linked through conglomerate
structure in private pension funds (finance), supermarket chains, food
processing, commerce, or construction; ministers of agriculture operated
farms that produced traditional grains for domestic markets (hard-hit
during the radical neoliberal policy period) and fruits for exports as well
as being involved in the import-export business. Thus, it was unlikely that
they would consider policy proposals that zealously pursued any one activ-

ity to the exclusion of another. Moreover, those ministers tended to be
less closely linked to specific conglomerates than had been the case in
the previous policy period. For the most part they did not appear in the
directories of conglomerate structures, Instead, most were prominent
businessmen who managed their own large firms, either in construction,
commerce, manufacturing, or agriculture. When tied to conglomerates,
they chose well-established ones that had not gone into financial specu-
lation, had managed to survive the adjustment period of 1973-83, and
possessed connections to pre-coup conservative political currents. More-
over, they might be directors of firms in more than one conglomerate
rather than exclusively identified with a single one.

The ministers maintained fluid channels of communication with cohe-

2 Based on presopographical data gathered by the author in Santiago de Chile between
July 1688 and June 198g.
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.. and highly representaiive business peak asso_ciations‘atltufo l‘evels.
o he umbrella organization of large-scale business associations, the
Faxst tdﬁraticm for Production and Gommerce (CPC), routinely dlSCu?Sf?d
Cort® ee-rate interest-rate, and general monetary policy with the minis-
eXCh;-mg' nece ':md the central bankers. According to Jorge Fontaine, pres-
tor OF ﬁ? :‘he CPC in the mid-1g8os, “we had excellent access to ministers,
ident% resident himself. The ministers were much more receptive ,],,:1(:;
oen i?n? of view once the Chicago boys were no longer in charge.™
oo pc:i sector-specific peak associations participated in the formglaﬂon
oy ’iementation stages of the policy process in close contact with tbe
an'd i s in charge of their sector. In the words of the director of sltuldles
mlrtll’lxsfrgeonstruction Chamber, “As a condition of accepting the Ministry
O; Fi;a;lce, Modesto Collados demanded a free hand in the 1‘mple‘.rgen-
?ation of the triennial plan that he had drawn up whe.n he was p{lem ;Illt

i the chamber.”** At both the general and sector—spf‘:aﬁc levels, then, {:,c
gublic and private sectors for the most part nego'tlatedl on thfa balsiltsiczi
technical criteria rather than personal favors, clientelism, or po
th[:l‘e}?it: .system of business-state interaction did not emergelas e'n.dt;lr; 1;(1355
Rather, it arose in a situation of greater governme‘nft wea (1{1135; Omi;;
of the military regime in 1983-84, when mass mol?ﬂlzauonTa}? eco?mmiC
depression threatened the stabili_ty_ of P1p0chet s rults. 1 e eczations
debacle of 1g82-83 revived opposition unions, profe.ssnm}a assiﬁl mas;
and political parties. Beginning in May 1983, a series of mon C}é mass
demonstrations rocked the capital city and the rest of co:ilnu;y. nist
political parties quickly took control 0? the movement arf at ernPth o
oust Pinochet and redemocratize Chile through negotiation wi P

gruntled business sectors (basically industry) and- SOIe faf:uorrlrsho e

armed forces, principally the air force and I':he natlo.nal po‘hc;f. .ble 1r ufie
was (o build 2 broad multiclass coalition against continued inflexible

i ¢t and the Chicago boys.

byr;)lllrc;os(t:?ategy came close to working "f\T'lth the business ?ectcgrs: Iic;r tilg;r;

the deep economic crisis and the mih‘tary government's .re usa_lvaloaq 2

reflationary policies constituted as grim a threat tf)lthen survi o \bo t})lz

economic mismanagement by the moderate 0pp051j[10n. Asa resu. » be

the CPC and the industrialists’ association issued veiled threats_of JOlmﬁg
the political opposition unless econon}ic policy chaTlged. Drax:inr}g o; H:ine_
rhetoric developed during the campaign to destabilize Allende s at -
istration, they pointed out that the private sector only rose agalps ise
ernments when they posed a threat to the survival of private enierprise.

1 Author interview with Jorge Fontaine, April 19, 195_%9, Santiago dse Chile.
1+ Apthor interview with Pablo Araya, Santiago de Chile, May 5, 1989.
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In sum, the economic crisis of 198283 threatened all business sectors.
The malitary government’s steadfast adherence to procyclical economic
Policies pr0v1ded the catalyst for collecuvelactmn amf)ng bus:nCSSpe(?ple.

If the government would not adopt reflationary policy, then the private
sector had no recourse but to craft a coherent alternative set of policies
and convey the seriousness of their intent to Pinochet by presenting a
united front via the CPC. The process was not easy. It took six months,
and the industrialists’ insistence on reviving the issue of differential tariffs
almost brought the effort to grief. But all of the other business and
landowners’ associations presented a solid coalition against the industri-
alists on this point, and they were forced to drop the issue. This under-
scores the point made by Schneider and Maxfield in Chapter 1, that
encompassing organizations are more likely to press for policies that favor
the economy as a whole rather than particular sectors. Pinochet, however,
jgnored them until significant elementis of the private sector threatened
to align with the moderate political opposition thus jeopardizing his hold
on power.

Once the military governiment sacked the Chicago boys, the new min-
isters worked in close connection with the CPC and the sectoral peak asso-
ciations. They based their interaction on the CPC’s economic recovery
plan that moderated the radical neoliberal approach but did not over-
turn it. All of the proposals were relatively moderate departures from
orthodoxy that the business community felt would stimulate investment
and production, During this period, the CPC’s main role was to keep the
policy consensus among the sectoral organizations from disintegrating, to
make sure that sectoral interests did not clash with the general outline of
market economic transformation. This was important because major lob-
bying initiatives had to be conducted in the name of the CPC, not of
individual sectoral organizations. Otherwise, technocratic policymakers
dismissed them on the basis that narrow, selfish, sectoral interests were

attempting to undermine the general good. Major lobbying initiatives

basically consisted of high-level meetings between the president of the

CP(C accompanied by the presidents of the sectoral peak associations who

formed its board and top economic ministers and financial agency offi-

cials of the government In this arena agreements were reached con-
cerning the size of the fiscal deficit, devaluation and interest rates,
protection for industry and agriculture, and the instruments to achieve
1t
According to this schema, intersectoral representation of economic
interests among both government officials and business organizations
avoided the formation of Olsonian distributional coalitions. This result
depended on several factors, As T have previously described, the economic
ministers possessed interests in many areas of the economy, and these did
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not by and large link up in a single conglomerate with a marked cop,
centration in a given activity. By the same token, the CPC was an encon,.
passing business organization whose executive board consisted of the
presidents and vice presidents of the six major sectoral peak associations,
Its policy stances and recommendations represented the results of
negotiation that often involved sharp discussions over how best to avoiq
skewed distribution in favor of any particular sector—or firms that dom.
inate it. Therefore, it was important that the main policy ouiline shoulg
be the product of bargaining between the CPC and top economic
ministers.

After the CPC negotiated major points with policymakers, the sectoral
associations worked closely with their respective ministries to hammer
out specific policies. This was the case with drawback rules for industry,
housing projects for construction, price floors for agriculture and mining,
All of this presupposed a high technical capacity on the part of the sec-
toral associations. They had to justify their petitions with detailed eco-
nomic modeling of their proposals and its expected impact on investment
and production.'” In short, after an agreement had been worked out
between ministers and business leaders, the respective technical staffs
hammered out the technical details.

This new system of interaction between policymakers and business
elites contributed to the adoption of policy instruments that facilitated
economic recovery from the 1982-83 debacle. Without the benefit of
international Hquidity and laboring to repay external obligations, overall
investment rose steadily from 17 percent of GDP in 1986 to 20 percent
in 1988 (La Epoca, August 18, 1993). After a reflationary surge of public
investment to 49 percent of the total in 1986, it declined to g4 percent
in 1989, the last year of the military government, and g2 percent in 1ggo,
the first year of the democratic government that followed.” Industrial
production indexes rose to higher levels at a higher rate than during
19%5—82. By 1986 the general index had already exceeded the level of
1981, the best year for the previous period (Teitelboim 1987). By 198g
it was thirty-six points higher than in 1981 (Banco Central de Chile
1gggb). During a period of low international inflation, exports surged
significantly. Agricultural and sea-product exports expanded by $100

7 Author interviews, all conducted in Sq ntiago de Chile, with Gustavo Ramdohr, presi-
dent of the Nontraditional Exporters Association {ASEXMa), August 25, 1988; Manuel
Valdés, president of SNA, March 2, 198¢; Efrain Friedinan, member of SFF, Novernber 16,
1988; Lee Ward, director of the National Commission for External Commerce, Ministry of
Economy, December 13, 1988; minutes of the meetings of the Subcommission for Draw-
back Legislation, Naticnal Commission for External Cemmerce; Jaime Palma of the

National Commerce Commission, Ministry of Economy; Carlos Recabarren of the Camara
Nacional de Comercio, January 24, 1989.
" Cieplan data base.
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landowners’ associations: “The Chicago boys were too isolated, 0o ideg,.
logically rigid. We industrialists kept telling them that their policies were
not conducive to investment, They ignored us. Now things have changeq,
We don't dictate policy, but dialogue allows policymakers to avoid the
wOorst mistakes. This gives our people the confidence they require 1
commit thejr resources.”® “Things are much better now in agriculture,
We can talk to these people, work things out, As long as things continye
as they are, the sector will expand, "2
In sum, this policy period was characterized by interaction between
more adaptable policymakers and 4 much broader spectrum of business
interests. The result: a much more flexible approach to policy-making thx;
gave rise to pragmatic neoliberalism, a policy orientation in which the
market provides essentjal signals for the allocation of resources but where
specific regulations and small-scale protections and subsidies induce
modernization and rationalization of more traditional economic sectors
rather than simply letting them sink. In short, economic policy seeks
balance among different sectors and the healthy internal development of
each. On the state side of this system, policymakers set the agenda and
opened policy formulation to the private sector. After the dust settled jn
the wake of the political repercussions of the 1982-83 economic debacle,
top economic ministers tended to be career bureaucrats with an interest
in overall conditions for capital accomulation. Line ministers tended (o

an interest in more flexible policy that balanced the needs of differeng
cconomic sectors. On the side of capitalists, business Organizations essen-
tially represented their interests and negotiated with policymakers,

Two conditions promoted flexibility and balance in this arrangement.

ciations then developed specific policy documents as a bagis tor negotia-
tion with the respective authorities, This far-more—comple te feedback loop
between policymakers and a broad spectrum of capitalists gave business
clites credibility in government €conomic policy and confidence in the

country’s economic future because policies now addressed their per-
ceived needs,

“ Author interview with Pedro Lizana, member of the board of directors, SFE, October
25, 1988, Santiago de Chile,
® Author interview with Rand Garcta, member of the hoard of directors, SNA,

Javuary
23, 198y, Santiago de Chile,
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Pinochet. The new authorities had taken it upon themselves to set gy
agenda for changes at the margin, Taxation and labor-code policies were
among some of the major initiatives on the table and thus were subjecrg
for consultation with business leaders. According to Manuel Feliil, they,
president of the CPC, “tax and labor code changes were negotiated set.
tlements with the government.”® A brief discussion of the style of inter.
action on these policy issues follows, -
The Aylwin administration proposed legistation for a tax on corporate
earnings and increases in the value-added tax (VAT) in order to fund
greater spending on social programs. It was widely believed that the
private sector would resist the measure and find it to be a disincentive to
investment. These expectations fit closely with theorizing that proposals
for tax increases reduce investment {Przeworski and Wallerstein 1988),
To overcome these difficulties, top policymakers of the Ministry of
Finance consulted closely with the CPC, as well as with the major con-
servative party in the congress, Renovacién Nacional (RN), in the policy-
formulation stage. Finding ways to assure the business community and
RN that proposed taxes were not going to work against anyone’s sur-
vival—that they would not be confiscatory—was key to the government’s
effort. The exchange of information revealed that a tax on profits of
between 10 and 15 percent should not dampen investment, given the
high profitability of most Chilean firmns. To overcome suspicions over gov-
ernment use of the revenue, policymakers built in sunset clauses and
tied the new revenue to specific programs., While some businesspeople
remained unhappy about the measures—notably industrialists—the taxes
were 1ot so onerous as to induce business as capital to use its veto power.*
As 1 will show, investment and production did not abate. Moreover,
neither interviews nor the available evidence suggests that investment
would have gone up significantly further in the absence of a tax increase.
A similar, albeit more drawn-out, process took place in the reform of
the labor code. The government wanted to equalize labor-management
relations.” That involved key issues such as job security, collective nego-
tiation, and unionization rights. From the outset, the Labor Ministry
involved the CPC in the policy process. Policymakers passed draft legis-
lation to the CPC and then held a series of meetings with top business
leaders to discuss their observations. As a result, the government began
to moderate what the business community felt were excessively pro-labor

# Author interview with Manuel Felid, June 199z, Santiago de Chile.

* Author interview with Manuel Marfan, architect of the Ministry of Finance's tax reform
strategy, July 7, 1992, Santage de Chile.

¥ Author interview with Joseph Ramos, special consuitant to the Labor Ministry, July s,
1592, Santiago de Chile.
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opposition bloc (P, Silva 1991}. This suggests that having businesspeople

in the cabinet was not absolutely esscntial for investor confidence iy

Chile. But according to both government officials and business leaders,

a commitment to building a liberal economy and society, along with tech.

nical capability, was crucial. Flexibility in policy stance after feedback on
policy proposals was also important.”

Similarly, the existence of an encompassing peak business association—

the CPC——facilitated interaction with top policymakers on policy mea.
sures that affected the whole business community. The CPC acted as 3
filter that allowed only the most ceniral and crucial points of divergence
to emerge for discusston. This facilitated negotiation and dispute resolu-
tion. The CPC also promoted consensus within the business community

with respect to proposed policy. In the end, individual sectoral organiza-

tions may not have been happy with some of the results, but none was so

disgruntied that it began to disinvest or sought to affect policy indepen-
dently. Of course, on sector-specific issues, policymakers dealt direcily
with the appropriate business organization.

How did authorities and capitalists participate in the policy-making
process? In this period, top policymakers set the agenda for incremengal
changes. After their technical commissions drew up draift legislation, it
was circulated to the appropriate peak association. For each inidative the
business organizations formed a technical commission to study the pro-
posal and make observations. Policymakers and business leaders then
negotiated on the basis of those reports. The exchange of information
on the basis of technical evaluations facilitated accommodation. Accord-
ing to a member of the executive committee of the Sociedad de Fomento
Fabril (SFF), “we meet often to technically evaluate policy proposals. We
then make counter proposals and accompany our directors when they
negotiate with government officials. Ever since we began discussing policy
on a more technical basis, we have had better relations with government,
and better results.”™

This arrangement has contributed to impressive economic results.
Investment, reported at 25 percent of GDP in 1ggz2, continued to flow
into the country; and the economy has enjoyed sustained high produc-
tion rates and export figures, This has contributed to high aggregate-
growih figures of about 7 percent per year since 1986 (La Epoca, August
18, 1gg3). As was the case for 198489, the interview data with business
leaders suggest that the systemn of interaction between business and poli-

# Author interviews with Manuel Marfan of the Ministry of Finance, Joseph Ramos of
the Ministry of Labor, Antonio Guzman of the CPC, Pedro Lizana of the SFF, Alfonso Mujica
of the CNC, and Ratl Garcia of the SNA, all conducted in Santiage de Chile between June
;m;!d July 1992.

# Author interview with Pedro Lizana, Junc 10, 1ggez, Santiago de Chile.
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ing in investment strikes and to keep capitalists investing at rates simily,
to the last years of the dictatorship.

Policymakers agreed that the interaction with business was crucial ¢
calming the fears of investors. Through reiteration of the negotiatioy
process—consensus politics—they hoped to prove to capitalists that they
were technically capable of running an economy and COMpromising
with the private sector in the interests of maintaining a good business
climate. They wanted to prove that democracy, and the Concertacién jp
particular, did not pose a threat, No one’s fundamental interests would
be gored.

Before moving on to the conclusion, let me summarize the conditiong
of benign collaboration in Chile, both during the dictatorship and under
demacratic rule, It seems clear that the pattern is not uniformn; no one,
single formula appears with respect to the characteristics of top policy-
makers, although other factors are more constant. In the period after the
economic debacle of 1g82-83, career civil servants occupied most of the
top posts in the policy-making hierarchy of state institutions (the Ministry
of Finance and the Central Bank) while businessmen with multisectoral
economic interests who were not completely identified with a specific
conglomerate occupied line ministries. During the democratic period,

technocratic party appointees, many from recognized (if opposition)
think tanks, occupied the highest positions in the state economic policy-
making hierarchy, while businessmen with ties to the administration’s
political parties often headed line ministries. In both periods, the for-
mulation of economicreform policies and their implementation {in the
form of investment and production) benefited from a working relation-
ship with organized business as opposed to multisectoral conglomerates
alone,

It seems, then, that whether career hureaucrats or party technocrats
occupy the top economic agencies of the state is not crucial for neolib-
eral reform. What is important is that they be highly trained, not dog-
matically ideological, and flexible. The difference in the two periods may
rest on political factors and institutional development in processes of
democratic breakdown, authoritarian rule, and redemocratization. The
first cohort of new carcer bureaucrats after the overthrow of Allende and
subsequent purges just had time to emerge by 1984, That served
Pinochet’s purposes. But they were all closely linked to the dictatorship
and the political parties that supported it. The Concertacion had its own
political agenda and could not rely on bureaucrats politically beholden
to the civilian groups that backed authoritarianism. They had to put their
own people in charge. They necessarily had to be from outside the
bureaucracy, from the shadow government born in semniclandestine oppo-
sition to Pinochet. Perhaps in another ten years a new generation of less
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a steady stream of stable investment in production by the national bouy.
geoisie was not forthcoming, meaning that, hard-won macroeconomic stg.
bility rests on very uncertain ground. Moreover, as we will see, the
fragmentation of business organizations and the willingness of powerfy]
capitalists to defend their own sectoral interests directly before ministers
of state make Venezuela’s future development of the Chilean pragmatic
coalition difficult. This might be a serious obstacle to building Chilean-
style state-business relations and reaping its benefits for investment and
production.

The Pérez administration undertook its program of neoliberal restruc-
turing against a backdrop of state-business relations that was virtually the
opposite of Chile’s, In Chile, during the economic crisis of 1982-83,
highly cohesive state institutions bargained with a fairly cohesive private
sector. Venezuela met its economic crisis, which began roughly in the
same period, with a system of state-business relations in which fragmen-
tation and particularism within both the government and the private
sector seems to have been its main characteristic (Gil Yepes 1981). This
made Venezuela's economic policy-making institutions more porous than
Chile’s and facilitated corruption and private deal making on the part of
capitalists and government decision makers alike, both before and during
the economic crisis. It also encouraged competing particularistic coali-
tions of state institutions and capitalists (Martz and Meyers 1g77; Blank
1973)-

The system worked after a fashion once democracy was consolidated in
the mid-1960s and before the economic crisis hit in 1982 because public
investment {(from oil revenues) drove Venezuelan private investment. The
governinent targeted industries for growth and offered subsidized credits
and other incentives for their development. Private investment followed.,
As oil wealth increased, so did investment as a percent of GDP, although
the private share was always higher than the public share. The translation
of that Investment into higher production figures (industry performance)
and GDP rates, however, was sluggish for several reasons. First, those
government resources were not conditioned on expectation of better per-
formance by capitalists. Second, successive administrations—and semiau-
tonomous parapublic institutions—constantly redefined the priority
sectors. As a result, Venezuelan capitalists continually diversified their
holdings in new industries where they had little experience and favored
short-term gains over longrange planning (Escobar 1984; Naim, 1984,
1G88; Francés 1988), Third, in the context of the myriad regulations and
controls associated with the ISI development model, the fragmented

system of collaboration between government policymakers and capitalists
encouraged corruption. The director of a leading pulp and paper
company said, “We Iobby government officials by offering stock options,
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autonomous institutions wielded encouraged fragmentation in the
private sector. They were also disincentives for top capitalists to work
within business associations,

As Thorp and Durand show in Chapter 8, this system ceased to be even
moderately functional for investment and production once oil revenues
were no longer sufficient to drive the Venezuelan economy. With the debt
crisis of the carly 1980s, the end of the fixed exchange rate for the bolivar,
plummeting oil prices, and increasing economic instability, Venezuelan
capitalists stopped investing. Capital flight, much of it through corrupt
and illegal movements, reached scandalous levels (Maxfield 1980,
Frieden 1989, 1991).” Privatesector investment levels dropped below
public-sector investment for the first time in democratic Venezuela
(Escobar 1984; Baptista 19g93). Public-sector investment also declined as
fiscal spending concentrated on fueling populist social spending pro-
grams or bailouts for financially strapped companies with good political
contacts (Naim 19g3).

In response to the economic crisis, the second administration of Carlos
Andrés Pérez (1988-g3) initiated an economic stabilization plan and lib-
eralizing economic reforms. The system of interaction between business
and the state that emerged closely resembled that of the radical period
in Chile. Pérez appointed to top policy-making positions a narrow group
of businesspeople and technocrats interested in radical liberal €conomic
restructuring (Naim 1993).* Mostly by decree, they pushed through
price and trade liberalization along with privatization and a high real
exchange rate.# Again, as in Chile, the capitalists involved were associ-
ated with large conglomerates that concentrated their holdings in inter-
nationally competitive industries; and some had long supported tariff
reform. Many of these businessmen/technocrat policymakers were “on
loan” to the government, as Venezuelans phrased it. Moreover, quite a
tew had been associated with a working group established in the early
1980s—the Grupo Roraima—dedicated to finding a liberal solution to
the crisis of the populist state,

It the relationship between a narrow band of capitalists, technocrats,
and the president proved fragile in authoritarian Chile, it was even more
s0 in democratic Venezuela. Unlike Chile, those adversely affected by
economic adjustment and restructuring had means with which to defend

" About one-fifth of total capital flight between 1976 and 1985 (36 billion) occurred
between 1683 and 1985, The amounts lost to capital flight between 1976 and 1982 were
alse very high (§25 billion).

“ Author interview with Janct Belly de Escobar, academic director of 1IESA, May 1993,
Caracas,

It may be worth examining these relationships in other cascs, such as Peru, Bolivia,
Ecuador, and Mexico. This may be a stage in the process of adjustient. For a description
of adjustment policies in Venezucla, see Naim 1993 and Toro Hardy 199z,
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themselves: the congress. They stalled sup.pm:ting legislatiox} inhtended to
deepen privadzation and market liberalization (Tar}"e Bricefio 1ggg).
with the impeachment of Pérez in May 1993, the fate. of the refor.ms
hecame uncertain. This does not mean that cconomic restructuring
cannot be accomplished in democracies. The Argerlltme case .sh(')ws that
Pérez’s main problem was that he did not control his OWI majority party
in the congress, Conversely, the Vice-premd_e_nt of a leading business con-
gultant suggested that Pérez’s “biggest failing was not t'o have built .a
proader business coalition first. He should I_lave com?mumcated }E)etter to
the different sectors the costs and be.neﬁts. of ecegomlc change, If he had,
they would never have turned on him this way. e
Meanwhile, the bulk of the investments for Venezuela’s hlgh grow"th
levels in the early 1ggos came from abroa‘d. -The absence of al cohleswe
capitalist policy coalition capable of negotiating a new form (_)f articula-
tion to the state made the Venezuelan private sector very cautious. They
were not certain of the rules of the game, and most did ngt have the funds
to gamble in the long term.*® The relatiye porousness oflth.e Venezuelan
state coupled with the fragmentation of weak peak assoclations were not
incentives to forging a capitalist coalition like the pragmatic one in Chile.
Instead, top capitalists still sought private deals with top policymakers or

" key congressional leaders, depending on the circumstance.

In conclusion, the equivalent of Chile’s pragmatic coalition and its rella-
tionship to the state did not appear in Venezuela. Ins?ead, the state mir-
rored Chile’s situation during the radical restructuring phase—a core
economic team in close contact with a core of top capitalists from a select
number of multisectoral conglomerates that coulFl take advantage c_)f
rapid change. As in Chile during that period,.thel major areas of economic
activity were in financial intermediation, pI’lVatlZ??.tlon deal.s, real estate,
and commerce. Domestic investment was not particularly stlm-ulatfed, cer-
tainly not in production. In Chile, this turned out to be a fragile situation
and did not end well. Venezuela's situation has already changed, as the
new government of Rafael Caldera attempts to moderate some of the
Pérez reforms.

The Chilean Case in Light of the Eust Asian Experience

Much of the initial impetus for the study of the interaction betwejen
state officials and businesspeople arose from analyses of the East Asian

* Author interview with Pedro Palma, vice president of Booz-Allen & Hamilton, an inter-
national consulting firm, July 1993, Caracas. . ) -

* Author interviews with Cristina Rodriguez, president .Of Met}”oeconomla, 21 1hlg}§c
powered business-consultancy firm, July 19g3; Pedro Palm’a, vice prestdent of Booz-Allen
Hamilton. For overall investment figures, see Metroeconomia 1993; Naim 1903.
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developmenta] states, especially South Korea and Tajwan, Analysts such
as Karl Fields have found states thar Played an important role in shaping
the economy, carried out aggressive industria] policies, and in some cases
favored public enterprise (sce also Amsden 1989; Deyo 1987; Wade
1990). Their studies focus on the characteristics of bureaucracy tha
promote effective policy—making and discourage collusion, ¥ They point
to the need for the formation of elite, meritocratic, professional career
civil servants on the assumption that training and esprit de corps facili-
tate good policy-making. To promote efficiency, as they also note, bureay.
crats attach performance criteria to industrial subsidies (Evans 1gge;
Schneider 1ggga).

In terms of the relationship of top policymakers to business elites, thoge
same studies have found that bureaucrats should be highly autonomaouns
from pressure groups in order to formulate industriu] policy but not ise-
lated from contact with the nation’s largest conglomerates or intersec.
toral encompassing business associations. Contact with multisectoral
conglomerates provides a window into policy design that cuts ACross eco-
nomic sectors. It also furnishes potential allies in policy implemenia-
tion—firms with investment capacity that can shift resources more easily
than can companies dependent on the health of a single economnic sector

The prescription for Latin America, however, has been to dismantle the
developmental state—o forge liberal states with minimal involvement in
the economy. At most, fiscal and monetary policy should be used to send
general signals to private economic agents, who then take such action s
they see fit, Industrial policy is to be avoided. But even the World Bank
in recent years has begun to realize that a minimalist, night-watchman
state needs to be an effective state, As a result, jt began a campaign to
promote an effective bureaucracy. The principle prescription is a meri-
tocratic, technocratic career civil service (World Bank 1991). But neither
the World Bank nor similar institutions and consultants have paid much
attention to the interaction between the state and capitalists in the liberal
economies of developing natons. It js generally assumed that the state
and the private sector have thejr own spheres of activity, and the less inter-
action hetween the two the better. '

The evidence presented here calls such assumptions into question.
Chile is widely perceived as a model for neoliberal economic restructia-
ing; yet the form of interaction between capitalists and policymakers
clearly mattered for policy design, investment, and production. The case
suggests that liberal developing economies also require a state character-
ized by embedded autonomy. Of course, some of the specific features of

¥ France is another case that has received some attention in this respect (Zysman 1g83).
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sectors on the “outs” tend to withhold investment as they struggle for sur-
vival. This may be at the root of the investment problem in production
in countries undergoing liberal economic reform processes, such ag
Argentina and Mexico, and may be part of the problem in Venezuels
Those cases relied on short-term external financial flows and foreigm
direct investment in privatization schemes to help stabilize theijy
economies. But they have had little success in convincing their own
private sectors to invest in production. The available data reveal that
policymakers in both Argentina and Mexico have interacted mainly with
the leadership of a few carefully selected conglomerates.

The Limits of Chilean-Style Embeddedness

This chapter has focused on the characteristics of successful and not so
successful collaboration in Chile. Some of the key features of the discus-
sion and the framing of its terms, however, raise additional difficult ques-
tions. For some time now, the issue of economic efficiency has tended to
dominate mainstream academic discussions of economic development on
the periphery. Thus, the current debate about the consequences of col-
laboration is defined in terms of rates of investment and economic
growth. Not too surprisingly, the evidence reveals that successful collabo-
ration requires single-minded dedication to providing a good business
climate, of favoring growth to the exclusion of other values. This focus
crowds out other questions. What, for example, are acceptable trade-offs
between equity and growth in developing countries (Thorp 1991)? How
can capitalists be induced to continue investing once governments begin
to address the social question in terms that challenge neoliberalism (E.
Silva 1996)?

The Chilean case highlights some of the difficulties involved. The Con-
certacion certainly paid more attention to social equity than to the mili-
tary govermment did. It has also induced capitalists to contribute more
for social programs than they would if left to their own devices. This was
evidenced by very mild tax and labor-law reforms in the carly 1ggos. Laud-
able as these efforts were, they never challenged the core of the dicta-
torship’s neoliberal social reforms (E. Silva 1996). Increased social
expenditures were channeled through the same welfare framework
designed in the early 1980s. As in the dictatorship, services remained tar-
geted for the extreme poor. There was no pretense of universality
(Vergara 1994). Similarly, changes in the labor code were carried out in
essentially bilateral accords between business and labor. In this arrange-
ment labor did not gain much, certainly nothing substantive. On a
number of occasions, business groups took very strong stands and made
the government back down on proposed reforms.
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least protection of the individual from the market—and other formg,
including the Social Democratic one, that offer difterent arrangements,
Chile’s mild reforms fit the liberal model.
There arc serious obstacles for moving beyond this in Chile, which |
and others have written about. One is the structure of Chile’s politicg)
institutions as inherited from the dictatorship (Loveman 1991). The con-
gress, particularly the Senate, gives conservative forces virtual veto power
over all legislation. Thus, from the outset, bills have to be couched in ways
that will be acceptable to the faction. Moving away from liberal principles
is not acceptable. Another obstacle is related to the form of interaction
between business and policymakers, also inherited from the dictatorship,
The pragmatic capitalist coalition was forged during the military govern-
ment and gave good results for economic investment and growth, The
Concertacién pledged basically to uphold those arrangements. Business
holds them to their promise in an aggressive manner. If the Concertacion
were to deviate, investment strikes might follow. In this, an open capital
account further fortifies the influence of business, augmenting its veto
power over reforms. Moreover, Chilean capitalists have become accus-
tomed to a relationship with the state in which other social actors are kept
cither absent or in extremely subordinate positions that will not threaten
the privileges and prerogatives of business, a situation that business claims
is necessary if Chileans want their investment. For the time being, this is
the equilibrium outcome in Chile,
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