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Economic historians from the institutionalist school suggest governments that cannot universally enforce property rights adopt clientelist arrangements to protect the interests of a subset of asset holders in exchange for political and economic support. This ‘crony capitalism’ is an inefficient allocator of resources but can ensure political stability, which in turn allows an otherwise weak government to preside over sustained growth.
 But what determines divergence in long-term economic performance between crony capitalist systems? This paper uses a comparison of two states characterised by clientelism: Spain and Argentina, to show that the greater the variety of interests ‘vertically integrated’ into the web of clientelism, the closer the approximation to a credible commitment regarding universal property rights. Spain’s post Civil War corporatist state represented more successful vertical political integration than its Argentine counterpart so from a shared institutional and ideological tradition mid twentieth century, their respective fortunes diverged considerably in terms of economic growth (Figure 1).
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Figure 1: Source: Maddison,  ‘The World Economy’ OECD, 2001
If a weak government fails to integrate a broad spread of interest groups into the corporatist state, political discourse can become a zero sum game of perpetual distributional conflict and contradictory policies. But if a particular faction conclusively gains the upper hand, a hierarchy falls into place reflecting a “pact of domination” which is more likely to evolve into an effective and autonomous bureaucracy.
 This paper will proceed with a comparison of almost simultaneous economic reform programmes in Spain and Argentina in the late 1950s as examples of each of these scenarios. Both cases incorporated IMF-backed macroeconomic stabilisations centred on fiscal restraint and monetary tightening intended to address imbalances associated with the exhaustion of autarkic experiments in forced industrialisation carried out under Spain’s General Francisco Franco and Argentina’s Juan Perón in the 1940s and 1950s. Both packages were components of broader reforms of each country’s development model associated with current account liberalisation and courting of foreign investment. Implementation was tempered in each because of objections by vested interests to the associated austerity. Yet the Spanish reforms are commonly identified as the catalyst for an economic miracle lasting until the mid 1970s that added credibility to the Franco dictatorship, while Argentina’s liberalisation failed to overcome resistance within the state and civil society. The architect of the reforms, president Arturo Frondizi, elected in 1958 after a period of military rule, was ultimately overthrown amid disenchantment with his economic record at all levels of society. In newly industrialised countries, a deflationary stabilisation will meet stiff opposition from groups nurtured by industrial growth. Macroeconomic stabilisations therefore provide an appropriate comparator because they represent a test of state capacity to withstand opposition to unpopular reforms.

The Argentine Case

Perón’s economic model of the late 1940s had favoured national over foreign capital and urban wage labour over agro-exporting elites. The pursuit of ‘light’ industrialisation and a progressive income distribution resulted in budgetary imbalances and a state perpetually handicapped by a struggle to reconcile diverse economic pressures from different factions in civil society.
 Attempted reform by Frondizi, elected after the military agreed to reinstate democratic government on condition that Peronism remain outlawed, were consequently vulnerable from the outset to competing interests. Frondizi’s aspiration for the Argentine economy was a programme of industrial ‘deepening’, with an emphasis on heavy industries, supported by foreign investment and underpinned by fiscal and monetary discipline. To steer a course through social and ideological sensitivities Frondizi put great rhetorical emphasis on a three-way effort shared between the State, labour and industrialists assigning a fourth element, foreign capital, a pivotal though subordinated role (Figure 2).
 In practice, however, the social balancing act required to build this pact resulted in chameleonic approach of short-term and inconsistent pledges to buy temporary support. Much of the deal-making was clandestine and secretive.  A secret agreement with the exiled Perón to gain his supporters’ electoral support, for example, was honoured with an end to government intervention in Peronist trade unions and wage increases
, but later collapsed on account of tough economic choices that reduced the purchasing power of waged labour.

During the early months of the Frondizi presidency, spending was expansionary and financed through lines of credit from both the Central Bank and the Industrial Credit Bank. This suited labour and a credit-starved business community but resulted in budgetary deficits and rising inflation. An attempt to achieve energy self-sufficiency through development of the domestic oil industry, thereby improving the balance-of-payments without alienating supporters with more austere measures, provoked the ire of nationalist elements at all levels of society because of the involvement of foreign oil companies. It also undermined Frondizi’s credibility as he had identified himself as an economic nationalist while in opposition particularly in respect to Argentina’s oil reserves. At the same time foreign investors needed to be convinced of Frondizi’s sound economic credentials so a degree of macroeconomic discipline became inevitable.

Figure 2:  Frondizi’s attempted three-way alliance between the state and two factions of civil society.
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The IMF-sponsored Stabilisation Plan of 1959, may have achieved this but was simultaneously at odds with Frondizi’s previous commitments. It restricted credit, froze wages and included measures to increase taxes and utility rates to boost revenues, alienating two factions of the three-way alliance. Frondizi was careful in his choice of words when announcing the Plan, framing the new measures within his long-term visions for Argentine development. He suggested it was part of a preconceived strategy, a second stage to follow ‘modernisation’ of the economy.
 Such statements were clearly intended for a popular audience and hardships including wage freezes and rising utility rates were dressed up as necessary sacrifices for a common national good. Simultaneously, however, the Plan was presented to an alternative audience as evidence of the government’s responsible economic management.
 Indeed, Frondizi appointed a new economics minister, Alvaro Alsogaray in June 1959, who was known for pro-business sympathies. This appeared to impress foreign investors at least who welcomed proof that the Stabilisation Plan was to be “rigorously implemented”.

But to domestic actors, the Plan represented an idiosyncratic and contradictory approach to government and the network of alliances and contracts of appeasement became ever more unsustainable. The Plan itself is thus best understood as another alliance, in this case with foreign capital, and its restrictive prescriptions, at best unenforceable given a rise in popular discontent, and at worst merely cosmetic and intended to trick investors into funding further expansionism. Though Alsogaray did implement much of the recessive policy at the heart of the plan, his actions were frequently frustrated by the president’s caution about antagonising an already volatile labour force. This was an irritant to the business community who had held high expectations of a reduction in their wage bill as a consequence of the new monetary caution and an influential business lobby declared the Plan a failure on account of: “labour policy proceeding without any attention to economic reality.”
 The same interests were also irked by the restriction of credit.

While the Central Bank claimed fiscal reform meant Treasury revenues exceeded expenditure by 15 per cent in 1960 and 23 per cent in 1961, this estimate did not include transfers to state enterprises which more than offset any surpluses.
 Essentially, the government did not fulfil its pact with foreign capital made via the IMF.  Discrimination against agriculture in favour of industry was depressing export revenues while industrial re-equipment had resulted in an import boom so by 1961 trade results were “unusually bad”.
 But if fear of antagonising labour prevented effective action against fiscal indiscipline, Frondizi failed to portray himself as champion of the common man. His three-way alliance and the notion of sacrifices to be endured equally by all lacked credibility as the burden would most likely fall disproportionately on labour.

The months following implementation of the Plan saw increasing civil unrest with Peronist labour in open revolt against the government which had apparently betrayed them and their leader. For the restless military, suspicion of Peronism was galvanising into concern about communism, particularly after the Cuban revolution in 1959, and the government invoked an authoritarian decree granting the military exceptional powers to counteract ‘terrorism’. Frondizi’s presidency eventually imploded after proposed legalisation of the Peronist party provoked the military into removing him from office. To sum up the experience, therefore, Frondizi was constrained by the realities of Argentine survival politics which meant agreements with individual factions for political support were reneged soon afterwards and the number of groups alienated accumulated until his rule became unsustainable.

The Spanish Case

Franco had entrusted economic policymaking in the 1940s to the Falange, a fascistic nationalist-syndicalist movement which prioritised rapid autarkic industrialisation to ensure Spanish self-sufficiency and improve living standards for the popular classes. This, they argued, would prevent a resurgence of the distributional conflict behind the Civil War. Exhaustion of this attempt to industrialise in isolation was evident by the end of the 1950s with severe imbalances in both trade and the country’s finances. The cabinet was reshuffled early in 1957 allowing the ascendance of a number of young technocrats to ministerial posts, many of whom were members of Opus Dei, a conservative Catholic lay society. Part of an intellectual movement promoting orthodox economics, the new ministers sought to open Spain’s economy and end the economic autarky promoted by the falangists. But imposing monetary and fiscal discipline on Spain was to be an extremely difficult task. In spite of their authority the new ministers were to take on some powerful figures who had helped shape the ideological vision of the Franco regime since the Civil War. Monetary instability and budget imbalances were clearly tipping Spain into crisis and threatened to undermine progress in improving living standards. But the tangible progress in industrialisation was widely attributed to the ideologues of the early dictatorship who still enjoyed much support both within the military and other elite factions close to the dictator. The war of attrition over economic policy that took place within the state was thus between the Opus Dei technocrats, who were in control of the ministries of Trade and Finance, and the Falangists who retained their mandate over the Labour Ministry and the state-owned enterprises (Figure 3).

Figure 3: The war of attrition over economic policy within the Spanish state


The reformers’ ultimate course of action was to issue a consultation to academic institutions, interest groups and state agencies inviting opinions on such concepts as currency convertibility, trade liberalisation and closer ties to an integrating Europe.
 They then lobbied intensively to ensure favourable responses and correspondence from the era shows that clandestine meetings between reformers and representatives in various agencies that excluded hostile members of the leadership was an increasing irritant to the old guard.
 Spain’s reinsertion into the international trading system was a radical departure. But clear evidence of interest-group consensus would serve to placate the highest authorities in government and subdue the objections of conservatives. In the event, responses were broadly favourable with the exception of that submitted by the Institute of National Industry (INI), the state holding company of national enterprises and spiritual home of the old ideology. The Institute’s submission acknowledged Spain would be well advised to reduce its isolation in the long term. But it also echoed the authoritarian propaganda of the immediate post Civil War era by calling for a continued drive to greater productivity, continued state control of prices alongside labour law that would “reinforce the principles of authority and responsibility”.
 The report thus railed against veneration of economic theories that endangered “the sources of well-being and progress”, stating that while Spain remained an international laggard in terms of living standards, industrial expansion and employment growth had to take precedent over modish theories calling for restraint and budget austerity.

The reformers, who hoped to demonstrate the Institute as out of touch with broader consensus, may have expected this. With otherwise universal endorsement, the conservatives would find it difficult to veto the Stabilisation Plan imposed later that year which was designed in cooperation with the IMF. Responses to the consultation were published to coincide with the launch of the Plan in July 1959 and gave the ministers enough confidence to nail their colours to the mast regarding what they referred to as the ‘New Economic Order.’
 This involved conventional IMF-style austerity designed to reduce inflation by curbing excess demand. Devaluation of the currency and inducements to capital inflows, it was hoped, would restore a healthy balance-of-payments. Thus, the system of Central Bank financing of extravagant public investment was terminated with greater restrictions on credit.

However, an OECD report compiled six months later warned liberalisation of the economy was “fragmentary and insufficient”. In spite of notable progress in abolition of price controls and the suppression of mechanisms for intervention in the economy, private firms remained subjected to rigid controls on investment and employment.
 Given that the Civil War had been fought against an enemy that derived much of its support from an anarcho-syndicalist movement, the regime’s greatest fear was a resurgence of labour militancy. Industrialisation and generous wage policies alongside rigid employment regulation were central to the regime’s quest for order. Thus, in spite of the liberalising zeal of the architects of the Stabilisation Plan, certain sacred cows of the regime were still untouchable.

Conclusion

If reforms were similarly diluted in each case, what qualifies the assumption of this paper that Spain was the more successful? Firstly, the continuity of the Franco dictatorship provided a degree of institutional stability despite the splits within the government. Political discourse was a war of attrition kept within the state while the diversity of interests represented by state agencies represented a broader reach of ‘credible commitment’ within a system defined by cronyism. In Argentina, however, there was no binding force to which interest groups were formally answerable. Bargaining was thus external, between the executive who wished to impose reforms, and interest groups such as business and labour. The zero sum game of Argentine factions making tenuous alliances with Frondizi based on ever less credible assurances that their economic interests would be protected, was less stable and the goodwill of asset holders and the wider civil society more limited. This snapshot may go some way, therefore, to helping us understand Spain’s economic out-performance of Argentina over the longer term.

State





State





























Finance Ministry (1957)





Trade Ministry (1957)





INI





Labour Ministry





Trade and Industry Ministry 1939-57





Opus Dei





Falange





Dictator








� Haber, S. Maurer, N. & Razo, A. ‘Sustaining Economic Performance under Political Instability’, in: Haber, S. (ed.) Crony Capitalism and Economic Growth in Latin America, Stanford, 2002.


� Rueschemeyer, D and Evans, P. ‘The State and Economic Transformation: Toward an Analysis of the Conditions Underlying Effective Intervention’, in: Evans, P, Rueschemeyer, D and Skocpol. (eds.) Bringing the State Back In, Cambridge, 1985, p.48.


� See: Diaz Alejandro C. ‘Stages in the Industrialisation of Argentina’, in Diaz Alejandro, C ‘Essays on the Economic History of the Argentine Republic’, London, 1970 Or: Schverzer, J. La industria que supimos conseguir, Buenos Aires, 1996.


� Frondizi, Algunos Aspectos del Pensamiento Económico Radical, in: Frondizi et al ‘UCR Intransigente, Definiciones Radicales, 2nd edition, Buenos Aires 1958, p.130.


� Frondizi, Arturo ‘Aumento de Emergencia’, Radio Address 13 March 1958, reproduced in ‘Mensajes Presidenciales’, Buenos Aires : Centro de Estudios Nacionales, 1978.


� Prieto, R. Correspondencia Perón - Frigerio, Analisis Critica, Buenos Aires 1975, pp.11-12.


� Arturo Frondizi, Programa de Estabilización para la Economía Argentina: Verdad, Trabajo y Grandeza, Radio Address, Red Nacional de Radiodifusión, 29 December 1958.


� Dirección General de Finanzas, Departamento de Estudios e Investigaciones Financieras – Division Legislación e Información Parlamentaria: ‘Discurso del Señor Secretario de Comercio Dr Jose Carlos Orfila. 1 de Marzo 1959.


� Bank of London and South America Quarterly Review Vol.1, No.1, July 1960. Argentina, p.8.


� Union Industrial Argentina, Memoria y Balance 1961-1962, p.27


� IBRD (World Bank) Restricted Report No.WH-114a, Argentina: Current Economic Position and Prospects, Jan. 11 1962 pp.3-5. See also Review of the River Plate, April 1961


� Ibid. p.15


� Panorama de la Economía Argentina. Vol.II, Marzo 1959. Editorial.


� Oficina de Coordinación y Programación Económica: Documentación Económica, Contestaciónes al Cuestionario Económico del Gobierno, Madrid, 1959, p.7.


� Letter of resignation from Suanzes to Luis Carrero Blanco, Minister of the Presidencia del Gobierno, 8 May 1957: Archivo Personal de Juan Antonio Suanzes, Centro de Documentación del Instituto Nacional de Industria.


� Contestaciónes al Cuestionario Económico del Gobierno, 1959, p.167.


� Discuso Pronunciado por el Excmo. Sr. D. Mariano Navarro Rubio, Ministro de Hacienda Ante el Pleno de las Cortes Españolas en Sesión Celebrada el 28 de Julio de 1959, Oficina de Coordinación y Programación Económica, Documentación Económica No.7: Nueva Ordenación Económica, Madrid, 1959.


� OEEC, Informes de la OECE sobre el Plan Español de Estabilización, Madrid, OCPE,1960, p.14.





PAGE  

_1197366526

