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All Rights Reserved



3

Abstract

My dissertation identifies the causes of inequality traps - i.e., high and persistent

levels of economic inequality - in Latin America and explains how and why some coun-

tries manage to escape such traps and embark on paths of diminishing inequality. I

argue that the Redistributive State Power shapes the main redistributive institutions

(e.g. tax and agrarian reform legislation) and, thereby, long-run economic inequality.

I define Redistributive State Power (RSP) as the power of the state to redistribute

income and wealth from the richer segments to poorer segments of the society. A

country’s RSP depends on State Capacity and the Political Cohesiveness of the Eco-

nomic Elite.

Unlike most research on this topic, I use a small-n design to theorize on the

patterns of economic inequality over the course of the twentieth century, an approach

that unveils moments of divergence that are lost in cross-country statistical analyses.

To test my theory, I integrate different methodological approaches. The main

component is a comparison of the historical trajectories of inequality between Colom-

bia and Perú. This comparison allowed me to choose two time periods characterized

by mounting pressures toward redistribution and reforms to the main redistributive
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institutions: 1920-1940 and 1960-1970. Over the course of 10 months of fieldwork,

I collected data from transcripts of congressional debates as well as official commu-

nications (e.g. government reports, discourses, correspondence) related to tax and

agrarian reform legislation in these time periods. I use process-tracing and compara-

tive methods to analyze and uncover the processes through RSP shape the politics of

redistribution in the making of tax and agrarian reform legislation within each case.

Finally, I test observable implications of my argument using a large-N data-set of all

countries for the period between 1960 and 2018. I find that the effect of state capacity

on economic inequality is conditional on the strength of the economic elite.
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1.3.3 Theory Testing: Large-n analysis . . . . . . . . . . . . . . . . 44

1.4 Rival Explanations . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44

1.4.1 Explaining High Levels of Inequality . . . . . . . . . . . . . . 45

1.4.2 Reproduction of Inequality: explaining persistence and change 51

1.4.3 Limitations of existing approaches . . . . . . . . . . . . . . . . 56

1.5 Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58



10

1.6 Roadmap of the Dissertation . . . . . . . . . . . . . . . . . . . . . . . 59

2 Measuring Economic Inequality 67

2.1 An Integrative Framework to Measure Essentially Contested Concepts 73

2.1.1 From concepts to measurements . . . . . . . . . . . . . . . . . 73

2.2 Integrative Framework for Measuring Contested Concepts: . . . . . . 76

2.2.1 Measurement Completeness . . . . . . . . . . . . . . . . . . . 79

2.2.2 Measurement Interpretability: . . . . . . . . . . . . . . . . . . 82

2.2.3 Normative Utility: . . . . . . . . . . . . . . . . . . . . . . . . 85

2.3 Measuring Economic Inequality . . . . . . . . . . . . . . . . . . . . . 87

2.3.1 Sources of Contestation . . . . . . . . . . . . . . . . . . . . . . 87

2.3.2 Existing indices . . . . . . . . . . . . . . . . . . . . . . . . . . 87

2.4 Applying the Framework: The Measurement of Economic Inequality . 91

2.4.1 Assessing Measurement Completeness . . . . . . . . . . . . . . 91

2.4.2 Assessing Measurement Interpretability . . . . . . . . . . . . . 92

2.4.3 Assessing Normative Utility: . . . . . . . . . . . . . . . . . . . 95

2.4.4 Discussion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100

2.5 Measuring Economic Inequality in Latin America . . . . . . . . . . . 102



11

3 A Theory of Economic Inequality in the Long Run 110

3.1 States, Elites, and Redistribution . . . . . . . . . . . . . . . . . . . . 111

3.1.1 Redistributive Pressures . . . . . . . . . . . . . . . . . . . . . 112

3.1.2 Defining State and State Capacity . . . . . . . . . . . . . . . . 114

3.1.3 Political Cohesiveness of the Economic Elite . . . . . . . . . . 117

3.2 Redistributive State Power . . . . . . . . . . . . . . . . . . . . . . . . 122

3.2.1 RSP versus similar concepts in the literature and alternative

explanations: . . . . . . . . . . . . . . . . . . . . . . . . . . . 126

3.3 Models of Long-Run Economic Inequality . . . . . . . . . . . . . . . . 127

3.4 Institutional responses and redistribution . . . . . . . . . . . . . . . . 131

4 RSP in Latin America: A Comparative Historical Analysis of State

Formation and Inequality 134

4.1 Antecedent Conditions . . . . . . . . . . . . . . . . . . . . . . . . . . 140

4.2 State Formation: A critical event for RSP . . . . . . . . . . . . . . . 145

4.2.1 El Olimpo Radical in Colombia: . . . . . . . . . . . . . . . . . 146

4.2.2 Elite Conflict in Uruguay: . . . . . . . . . . . . . . . . . . . . 150

4.2.3 Rapid Strengthening of Central State in Chile: . . . . . . . . 151



12

4.2.4 Instability and weakness in Honduras: . . . . . . . . . . . . . 152

4.3 Legacies of Persistent RSP . . . . . . . . . . . . . . . . . . . . . . . . 154

4.3.1 Parasitism in Colombia: . . . . . . . . . . . . . . . . . . . . . 154

4.3.2 Mutualism in Chile . . . . . . . . . . . . . . . . . . . . . . . . 157

4.3.3 Commensalism in Uruguay . . . . . . . . . . . . . . . . . . . . 158

4.3.4 Balance of the Weak in Honduras: . . . . . . . . . . . . . . . . 160

4.4 Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161

5 Parasitism in Colombia and Perú: Redistributive Pressures, Weak
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Chapter 1

Introduction

Throughout the twentieth century, Latin America (LA) experienced dramatic

changes in multiple dimensions of political, social, and economic spheres. The re-

gion witnessed revolutions (Mexico 1910, Bolivia 1952, Cuba 1959, Nicaragua 1970),

civil wars (Colombia, Guatemala, El Salvador), leftist guerrilla movements (Uruguay,

Perú, Colombia), and transitions in and out of democracy (Chile, Brazil, Argentina,

Uruguay, Honduras, Perú). LA went from being a region whose economy depended

mainly on the production and export of raw goods (1870-1950s), through a period

of industrialization by substituting imports and a relatively closed economy (1950s-

1980s), to the reopening of the economy following the end of the Cold War. Addition-

ally, the region has witnessed high volatility rates in economic growth accompanied by

episodes of deep economic crisis (debt-crisis, financial crisis) as well as economic mir-

acles (Brazil in the 1970s, Argentina in the 1880-1910s, Venezuela 1920s and 1960s).

Cities witnessed massive inmigration from rural areas, fundamentally changing the

structure of societies. Ultimately, these processes of political and economic change
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led to rising economic development in most Latin American countries. Poverty rates

dropped dramatically, literacy rates increased steadily, and public goods were pro-

vided to many regions formerly abandoned by central states. Change was the norm

for decades.

Yet in many LA countries, these improvements contrast sharply with persistent

economic inequality throughout this time. High levels of economic inequality are

associated with two extremely different lived realities. Today, 10 percent of the richest

population concentrates 71 percent of the wealth in LA. The region is home to about

5 percent of the world’s billionaires while about one-third of the population lives

under the poverty line (ECLAC, 20201.The quality of life and range of opportunities

for wealthy individuals are very similar to those born in ”advanced” industrialized

economies. Less fortunate individuals face extremely harsh conditions characterized

by high poverty levels and low quality of public goods provision (Otero-Bahamón

(2020)); their living conditions resemble those of citizens living in the world’s poorest

countries. Citizens on the losing end of inequality have struggled for decades with

the consequences of astoundingly and highly disparate economic conditions, while

those privileged citizens on the winning side benefit immensely. Economic inequality

is worsened by low levels of social mobility, and by the strong correlations between

material inequality and race, ethnicity, and gender inequality. The result is a deeply

fragmented socio-political landscape. At the time of writing, a global pandemic caused

by the Covid-19 Virus is demonstrating that inequality is a matter of life and death.

Inequality kills people.

1ECLAC: Economic Commission for Latin America and the Caribbean: Based on data
from Household Surveys Database (BADEHOG) available https://estadisticas.cepal.org/

cepalstat/)

https://estadisticas.cepal.org/cepalstat/
https://estadisticas.cepal.org/cepalstat/
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More, there is vast variation in inequality levels across countries, in terms of both

magnitude and stability. For example, citizens at the losing end in Colombia and

Brazil have struggled for decades with astoundingly high economic inequality levels.

In contrast, citizens in Uruguay and Costa Rica, have witnessed throughout the same

period, relatively low levels of economic inequality. Fewer cases show a change in the

trajectory of economic inequality, such as Perú, where inequality was once dramatic

but has since shrunk. In this project, I aim to answer two related questions: What

accounts for the paradoxical persistence of economic inequality in some

countries in Latin America? How can we explain why some LA countries

escaped inequality traps while others did not?

1.1 Summary of the Argument

My answer to these research questions builds on extensive scholarship on eco-

nomic inequality in Latin America (Frankema, 2009; Bertola et al., 2009; Engerman

and Sokoloff, 1997; Huber and Stephens, 2012; Lustig, 2015), the political economy

of development and redistribution (Acemoglu et al., 2001; Mahoney, 2010; Alber-

tus, 2015; Fairfield, 2015), and institutional change theories (Knight, 1992; North,

1990; Mahoney and Thelen, 2015). I introduce the concept of Redistributive State

Power(RSP) and argue that it shapes trajectories of economic inequality in the long

run. I define Redistributive State Power (RSP) as the power of the state to redis-

tribute income and wealth from the richer segments to poorer segments of the society.

A country’s RSP depends on the level of political cohesion of the economic elite and

the capacity of the state. I argue that persistently high levels of inequality result from

the capacity of a politically cohesive economic elite to shape state policies. Similarly,
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persistently low levels of economic inequality result from a politically divided eco-

nomic elite that allows for relative autonomy of the state to implement redistributive

schemes. Countries can escape high inequality traps - i.e. high and persistent levels of

economic inequality - when there is a political split of the economic elite that presents

a window of opportunity for the state to implement redistributive policies.

My argument is founded on the assumption that economic inequality is the re-

sult of a dynamic process: a struggle between the richer minority - the economic

elite - aiming to expand and defend its privileged position, and the dis-empowered

majorities who challenge the status-quo distribution. This assumption is important

because unlike existing theories, it centers inequality and its reproduction around

the winners and the losers that are part of inequality. It recognizes that, for high

levels of inequality to be sustained, there has to be an active effort by the winners of

inequality (economic elites) to defend their wealth from the redistributive pressures

that threaten their concentrated possession of income and wealth.

The state has an important role in mediating and taming these redistributive

pressures. In particular, states with high levels of capacity can potentially implement

redistributive schemes through institutional reforms. However, while necessary, I

claim that state capacity is not sufficient for states to set up redistribution schemes.

I argue that states will only have the power to implement institutional reforms that

allow them to redistribute income and wealth when the economic elite are politically

divided. In Table 3.1, I distinguish between four ideal types of RSP that result from

the combinations of the high and low levels of state capacity, and the level of political

cohesiveness of the economic elite. The terms used are adopted from those used by

biologists to describe types of symbiotic relationships between two organisms.
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Table 1.1: A typology of Redistributive State Power

Weak State Strong State

Divided
Economic Elite

Balance of the
weak

Commensalism

Cohesive
Economic Elite

Parasitism Mutualism

The level of RSP is associated with production and reproduction mechanisms of

economic inequality. Under Mutualism, the state is strong, and the economic elite is

politically cohesive. This equilibrium is self-perpetuating because the interests of the

state are aligned with those of the economic elite. The outcome is one of high and

persistent levels of economic inequality. As such, the state will not institutionalize

redistributive policies in response to pressures. Under Parasitism, the economic elite is

politically cohesive and, as such, has the capacity to influence state policies. However,

because the State has low levels of infrastructural capacity, it’s coercive power to

repress emerging threats is limited. I expect countries under Parasitism to have high

levels of economic inequality; however, the weakness of the state under parasitism

makes this equilibrium less stable than mutualism; that is, the trajectory of inequality

can shift. Under Commensalism, the economic elite is politically divided and, in turn,

has a lower capacity to shape state policies. Meanwhile, the state has high capacity. I

expect this equilibrium to result in lower levels of economic inequality and in relatively

stable trajectories. Finally, if the state is weak and the economic elite is divided, I

expect inequality trajectories and levels to be unstable. Both the State and the
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economic elite have an interest in becoming stronger. The order in which these two

things occur will determine if the new equilibrium is parasitism, commensalism, or

mutualism.

1.2 Economic Inequality in Latin America and Eco-

nomic Inequality Traps

Latin America is the most unequal region in the world (see Figure 1.1) accord-

ing to multiple indicators of economic inequality. Panel a) shows the Average Gini

Coefficient of income by region of the world. The Gini Coefficient is the most com-

monly used indicator to measure economic inequality, varying from 0 to 100, wherein

higher numbers indicate higher levels of inequality. Panel b shows the proportion of

income held by the richest 10%, relative to the income held by the poorest 10%. Here

too, Latin America stands out for its high levels of economic inequality on average.

This graph shows that the richest 10% hold 35 times as much income as the poorest

10%. I collected and processed available data-points of economic inequality for each

country-year to calculate a simple average per region grouped in five-year periods.

Together, these graphs testify to the high levels of economic inequality in the region

which contrast sharply with Europe and North America.



29

Figure 1.1: Comparing Inequality by Regions of the World of Income by Region

a. Average Gini of Income by Region

b. Proportion of Income: Richest 10% / Poorest 10%
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calculated the simple average of the region using country-year averages. I ignored the data points
reported as being low quality or not known quality data. Finally, I calculated an average for every

5-year period was calculated to make the trends and the graph more interpretable.
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While these commonly cited trends are important, they can obscure significant

sub-regional variation. When one zooms in and compares Latin American countries

with one another, a set of empirical regularities becomes evident. First, there is a

great divergence in the levels of economic inequality across countries. Second, the

differences across countries seem to persist over time. For example, if one calculates

the difference between the regional mean and the Gini coefficient of each country for

every 5-year period the differences are relatively stable. Figure 1.2 shows that most

countries stay at a similar distance from the average throughout the period, which

means that the ordering of the countries throughout the period was fairly persistent,

with just a few exceptions (Paraguay, Perú, and Bolivia).
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Figure 1.2: Distance between Average Gini and Gini by country
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Unlike most studies of economic inequality that focus on (dehistoricized) levels

of inequality, the focus of this dissertation is on long term dynamics of economic
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inequality. In particular, I am interested in understanding the mechanisms behind

persistent levels of economic inequality as well as the conditions under which a country

is able to escape an inequality trap. The concept of inequality trap is used here

to refer to a countries’ persistently high levels of economic inequality. Empirically,

this can be observed when, despite short-term variations in inequality per a given

indicator, the series reverses back to the mean, suggesting that inequality is not

structurally changing2. By paying attention to country trajectories and identifying

breaking points, I can trace the forces behind those changes. This is particularly

critical because, I contend, the forces driving long-term levels of inequality are not

necessarily the same as those driving short term variations. I argue that long-term

changes in economic inequality require radical institutional reforms which are only

possible under certain conditions.

My focus on long-term trajectories and on inequality traps requires identifying,

through careful measurement, three long-run outcomes: 1) countries that have been

trapped by high levels of inequality, 2) countries that have had persistently low levels

of economic inequality, and, 3) countries that have changed their trajectories and

escape such traps. To measure economic inequality, I first identify available measures

of economic inequality and apply a measurement framework that I present fully in

Chapter 23. I use this framework to determine which existing indicator offers the most

leverage for understanding long-term trajectories and traps of inequality. I ultimately

choose the Income Share of the Richest 10 Percent from among them. Through this

framework and selection process, I am able to classify countries per their level of

2Notice that this concept can be applied to both high and low levels of economic inequality.
However, in most of this dissertation, when I refer to a country escaping an inequality trap, I refer
to a country going from high levels of economic inequality into lower levels

3I developed the framework as an article that is currently under review
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economic inequality and to identify moments in which countries were able to escape

inequality traps. Figure 2.2 presents individual country trajectories of the Income

Share of the Richest 10% of countries in South and Central America.

Based on these distinctive trajectories, I focus on two dimensions by which eco-

nomic inequality trajectories can vary: the level and whether there was a permanent

change in the trajectory. As the figure shows, countries like Uruguay, Venezuela,

Costa Rica, and Argentina have had relatively low and stable levels of economic in-

equality for the region. In comparison, countries like Colombia, Chile, Brazil, and

Honduras have had persistently higher levels of economic inequality. These latter

countries can be characterized as being trapped by inequality. A couple of countries

maintain moderate levels of inequality throughout the period, namely Panamá and

Mexico. In contrast, only a few countries show changes in their trajectories. In par-

ticular, Perú and Ecuador escaped extremely high levels of economic inequality in the

second half of the twentieth century.

The graph also shows that in most countries, inequality has been decreasing since

the early 2000s. The downward trend has been documented widely in the social

sciences (Huber and Stephens (2012); Lustig (2015)), and existing explanations point

to the left-wave in the region and to important social policy reforms. However, an

implication of my comparative historical analysis is that we have yet to see which

countries will experience a reversal to the mean and which countries actually saw a

permanent break with past levels. Based on available data, we can already see that

this downward trajectory has stalled (Colombia, Argentina, Perú) or even reversed

(Venezuela, Honduras, Nicaragua, Brazil).

These empirical variations in levels and long-run stability of economic inequality
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Figure 1.3: Economic Inequality Trajectories
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in Latin America motivate this dissertation’s theory and research design. The analysis

will focus on five countries, in particular. I will briefly sum their trajectories here. In

Uruguay, despite short-term variations around its mean, inequality has been relatively

stable and much lower than in other countries in the region. Chile experienced a

period of decreased inequality between 1960 and 1970 when it appeared to have

escaped an inequality trap. However, in the 1980s, the trajectory changed upward

and returned to similar values of those in the 1950s. The case of Colombia shows

brief periods with a small decrease, but these were followed by a rapid reversal to

the mean. Honduras too seems to be trapped in high levels of economic inequality.

However, the trajectory is more unstable than that of Colombia. Finally, I want to

draw attention to Perú. In contrast to what happened in most countries in Latin

America, the country witnessed a decreasing trajectory starting in the 1960s that

suggests that the country managed to escape a high inequality trap.

1.3 Research Design

When one considers economic inequality at the regional level, Latin America

stands out for having the highest average across the globe. Scholars have theorized

about the factors causing this regional pattern of high levels of inequality, including

pre-colonial endowments and the institutional legacies of colonialism (Engerman and

Sokoloff, 1997; Acemoglu et al., 2001; Sánchez-Ancoechea, 2020), the position of LA

in the global economy (Hoffman and Centeno, 2003; Frankema, 2009), state weakness

(Soifer, 2013), and incomplete transitions to democracy (Acemoglu and Robinson,

2006; Boix, 2003).

Most of these works rely on econometric techniques to estimate the average effect



36

of certain variables on short term variations of economic inequality at the global level.

I argue that this approach has two limitations. First, even though this approach is

useful when the aim is to understand high levels of inequality of Latin America relative

to other regions, it hides interesting patterns only revealed when one zooms in and

compares individual country trajectories in the region. Second, those techniques allow

researchers to estimate the effects of short-term variations of these variables on short-

term variations of inequality. In doing so, long-term changes are left unaccounted for.

Therefore, the aim of my project is to shed light on some of the factors accounting for

the divergence of country trajectories of economic inequality within Latin America

and variations in the long run. The research design of this dissertation is aligned with

this goal and is composed of three main parts.

Following Seawright (2016), I integrate methods from qualitative and quantitative

traditions to obtain inferential advantages. Each of the three components serves a dif-

ferent purpose and the combination allows me to answer the main research questions:

What accounts for the paradoxical persistence of economic inequality in

some countries in Latin America despite overall economic progress? How

can we explain that some countries escaped inequality traps while others

did not?

My multi-method approach begins with a measurement framework that bridges

tools to conceptualize essentially contested concepts and applies them to measure-

ment. In chapter 2, I present this framework to justify the approach to measuring

economic inequality and inequality traps. I use tools from comparative historical anal-

ysis to theorize the factors driving inequality trajectories in the long run. To evaluate

my theory, I deploy additional analytical approaches. I combine process tracing and
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comparative analysis of two cases, Colombia and Perú, to trace the mechanisms sus-

taining inequality trajectories and the conditions under which a country escapes the

inequality trap. Then, I use tools from panel-data econometrics to test some of the

observable implications of the theory for countries between 1960 and 2018. In sum,

the research design consists of three primary components. The first is a mixed meth-

ods measurement framework that contributes to theory building. The second and

third, qualitative and quantitative respectively, contribute to theory testing. Taken

together, my approach provides a comprehensive account of long-term trajectories of

economic inequality.

1.3.1 Theory Building

The first component of the research design serves the goal of building a theory

of economic inequality in the long run. To do so, I selected four cases to conduct

a comparative historical analysis: Chile, Uruguay, Colombia, and Honduras. I se-

lected these cases to cover the range of variation in the dependent variable (level

and stability of economic inequality) and to maintain constant important alterna-

tive explanations in paired comparisons (see alternative explanations below). The

logic behind case selection combines elements of three strategies of case selection as

described by Seawright and Gerring (2008); diverse cases, most similar, and most

different cases. These three strategies are useful in exploratory analysis and theory

building. By including cases that present diversity in the outcome as well as on the

theoretically relevant variables, I can explore the variation and hypothesize on the

explanatory factors. In addition, by using logics of most similar and most different

designs for each pair of cases, I also obtain the advantages of both case selection

strategies.
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I selected Colombia and Chile on the basis of most different design logic: they

share a similar outcome(i.e. high and persistent economic inequality), but they are

very different in most key factors at the center of explanations of inequality: legacies

of colonialism, state capacity and territorial configuration, level of economic develop-

ment, ethnic and racial configuration, level of industrialization, dependency on foreign

markets and primary goods.

Uruguay and Chile offer the advantages of a most similar case design. These two

countries are similar in terms of economic development, state capacity, pre-colonial

institutional complexity and natural endowments, territorial configuration and urban

primacy, and the role of foreign powers and terms of trade. Yet, they differ vastly in

their level of economic inequality. By including these two cases, I can evaluate the

necessity of these factors.

The inclusion of Honduras offers inferential advantages in that it shares with

Colombia the importance of the enclave economy, state capacity, and the role of

the economic elite during state formation. However, the trajectory of inequality in

Honduras is much more unstable than that of Colombia. The comparison between

Honduras and Chile offers inferential advantages of a most different logic, they con-

trast sharply in many of the main explanatory forces and yet they share the high

levels of economic inequality.

Following recent findings of economic historians, I study the period of state-

building as crucial in shaping trajectories of economic inequality (Abad, 2013; Williamson,

2015; Bertola et al., 2009). My research suggests that differences in characteristics

of the economic elite during this period produced enduring differences in the state-

economic elite relationship that are central to understanding the diverging paths of
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economic inequality in LA. The comparison of these four cases allows me to identify

key differences across countries regarding the interaction of state capacity and the

political cohesiveness of the economic elite. I argue that these differences can be

traced back to the period of state formation.

I draw on secondary sources, archival documents, and interviews with country

experts made during trips to conduct preliminary fieldwork in Chile, Uruguay, and

Colombia. Based on the findings of this analysis, I construct a typology Relative

Power of The State (RPS). I show that during state formation, countries were sent

into different paths of RSP. I argue that RSP is at the center of inequality trajectories.

Figure 4.3 presents the yearly trajectories of the Income Share of the richest 10%

of the four cases after multiple imputations (see Appendix chapter 8). The dark

line is the average of the values in 5 imputations and the dotted lines represent the

confidence intervals using the standard error of the imputed values. The width of the

confidence interval reflects variation on the imputed values.

In Table 1.2, I summarize the values in these key variables. I selected these

considering the main frameworks aiming to explain inequality in Latin America which

I explain later in this introduction.
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Figure 1.4: Inequality Trajectories of Cases Selected for Theory Building
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Table 1.2: Case Selection

Country Type and
Level of
Colo-
nialism
(Mahoney)

Extractive/
Inclusive
Institutions
(Acemoglu
and Robin-
son)

State Ca-
pacity

Importance
of Enclave
Economy
(Cardoso)

Economic
Develop-
ment

Economic
Inequality
Level

Economic
Inequality
Stability

Colombia Sustained
Core

Extractive Medium High Medium High Stable

Honduras Sustained
Periphery

Extractive Low High Low High Not Stable

Chile Sustained
Periphery

Inclusive? High Low High High Stable
(Exception
1960s)

Uruguay Rising Core Extractive High Low High Low Stable

1.3.2 Theory Testing: Comparing Colombia and Perú

The second part of the research design uses an in-depth comparison of two cases

to test the theory and understand the causes behind the persistence of high levels of

inequality. I compare Colombia and Perú to show how the state and the economic

elite interact to shape economic inequality trajectories in the long run. I selected

Colombia and Perú because they were similar in terms of RSP during the second first

half of the twentieth century and faced similar pressures for redistribution between

1920 and 1940 and again in the 1960s. Within these countries, I choose as cases five

reforms to the main redistributive institutions: tax and agrarian legislation.

To analyze these institutional reforms, I combine process tracing and comparative

historical analysis to show how RSP conditioned the responses to societal pressures

related to economic inequality. I rely on primary and secondary sources around

legislative changes to demonstrate how economic elites’ cohesive response enabled

them to influence such state policies. For each reform, I collected archival documents

on the bill’s conception, the reactions by different segments of society, the changes
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made to the laws, and news coverage around them. I complement this data with

secondary sources on the topic and the relevant periods.

During the first moment of important redistributive pressures (the 1920s-1930s), in

both countries, the economic elite maintained its cohesion and was able to shape state

policies and guarantee the protection of their interests. How, despite major pressures

for re-distributive reforms and the resulting institutional changes to ameliorate those

pressures, did Peruvian and Colombian economic elites manage to maintain their

relative strength vis-à-vis the state in the 1920s and 1930s?

In contrast, after the second period of intense pressures for redistribution (the

1960s), the two countries were no longer similar in terms of RSP. In 1968 Perú under-

went a series of structural reforms that allowed the country to escape the inequality

trap. I find that Perú was able to embark on a path towards commensalism and lower

levels of economic inequality because the economic elite became politically divided

and the state gained infrastructural capacity. The combination of these factors al-

lowed the state to implement radical redistribution reforms that included an agrarian

reform and important tax reforms. In Colombia, in the midst of similar pressures,

the economic elite maintained a cohesive front which allowed them to shape attempts

of institutional reforms in a way that protected their interests. The result was the

permanence of the country in an inequality trap. Figure 1.5 shows inequality trajec-

tories of economic inequality in Perú and Colombia measured by the Income Share

of the Richest 10%. The graph also displays the mean level for the entire sample of

countries in Latin America and the Caribbean. I
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Figure 1.5: Inequality Trajectories of Colombia and Perú
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1.3.3 Theory Testing: Large-n analysis

In the final component of the research design, I test whether the argument can be

generalized more broadly to other countries in the world. To do so, I use a dataset

that contains yearly observations for 194 countries between 1960 and 2018. I use

statistical modeling and panel-data techniques to evaluate observable implications of

the theory at the cross-national level. In particular, I test the relationship between

economic inequality and state capacity and how the economic elite’s strength condi-

tions this relationship. The specific research questions guiding this last component of

the research design are: What is the effect of State Capacity on the level of economic

inequality? Is this effect conditional on the strength of the economic elite? I find

that on average, states with higher levels of capacity have lower levels of economic

inequality. However, this relationship does not hold once one takes into account the

strength of the economic elite. That is, the relationship between state and economic

inequality varies with the strength of the economic elite.

1.4 Rival Explanations

A review of the literature on the origin and the nature of these high levels of

inequality suggests that the puzzle of Latin American economic inequality is far from

being solved. Although they have advanced our knowledge of regional trends in

inequality, existing approaches have limitations that make a deeper study of both

within-country variation and its persistency crucial. Existing explanations can be

divided into those that attempt to study the origins of inequality and those that

attempt to explain its persistence. The main debate between scholars aiming to un-
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derstand the origins of inequality is between i) theories that point to pre-colonial and

colonial institutional legacies, and ii) explanations that put decisions made during

the state-building period at the center. The first group is mostly interested in un-

derstanding high levels of economic inequality in Latin America when compared with

other regions of the world. The biggest limitation of the literature concerning the

puzzling nature of economic inequality in Latin America is that it mostly leaves the

variation across countries within the region unexplored. In addition, these theories

are not equipped to understand mechanisms behind persistency as well as temporal

variation in the level of inequality.

1.4.1 Explaining High Levels of Inequality

Engerman and Sokoloff (1997), and Easterly (2007) argue that natural endow-

ments faced by colonial settlers are important determinants of the type of labor re-

lations institutions put in place during colonialism, which set the stage for unusually

high levels of inequality in the region. The main problem with this framework is that

it does not consider variation within North America and South America (Hoffman

and Centeno, 2003) and cannot explain changes to economic inequality over time.

Along similar lines, in various publications, Acemoglu, Robinson, and co-authors

identify the emergence of extractive institutions and their reproduction over time as

the cause behind low levels of economic development and high levels of inequality.

The authors focus on the protection of property rights to distinguish between high

quality (productive) and low quality (extractive) institutions. In what appears to be

the seminal work on this agenda, Acemoglu et al. (2001) use settler mortality as an

instrument of institutional quality. However, there is almost no variation in the value
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of the instrument for countries within Latin America. In turn, this account is useful if

the goal is to understand differences between Latin American and other regions of the

world, but of limited use to understand intra-regional variation. In his intervention to

this literature, Mahoney shows the importance of pre-colonial institutions in shaping

the type and level of colonialism as well as the resulting trajectories of economic

development. Mahoney’s approach provides tools to understand the persistency of

different developmental paths (Mahoney, 2010) and within-region variation. Even

though the focus is not narrowed to inequality trajectories, this work underscores the

importance of colonial and pre-colonial institutions when considering differences in

economic development trajectories. The works emphasizing pre-colonial and colonial

legacies, leave little room for institutional change meaning that shifts in inequality

trajectories are left unexplained.

To further explore the explanatory power of these explanations, I compiled a

dataset with data on inequality and the different variables identified as key explana-

tory factors behind high inequality levels in the region. Figure 1.6 shows tenuous

relationships between some of the variables identified as key explanatory factors and

the contemporary levels of inequality. Another important thing to notice is that in

all of these graphs the distance between the observed value and the fitted line of the

correlation is on average very high. It is possible to observe some positive correla-

tions (between Gini income and: the size of indigenous population before 1470, Size

of European Population, Pre-colonial level of development) and a negative correla-

tion between Gini Income and the proportion of European to Indigenous population.

This is not surprising given that the colonial experiences were vastly different across

countries and as many scholars have shown, some of these legacies matter for the

resulting trajectory.However, these graphs suggest that there is something else going
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Figure 1.6: Exploring Rival Explanations
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on that needs to be explored further In particular, they suggest that time-invariant

factors associated with pre-colonial structures and colonial legacies cannot account

for the within-regional variation observed in the region and for the temporal variation

observed in some cases.

These correlations align with one of the most fundamental critiques of these the-

ories is that existing data on historical levels of inequality shows that the region was

not always unequal. For example, Williamson attributes the high levels of inequality

in the region to the fact that, unlike what occurred in industrialized economies after

the First World War, there was not a leveling in the distribution of material richness.

According to Williamson, the absence of this process of Egalitarian Leveling in the

region is what explains the gap between the average high levels of inequality in the

region and the rest of the world. In addition, he suggests that when one compares

inequality between Latin America and the rest of the world, the region was not higher

post-conquest and remained relatively low prior to its belle époque.

To understand these regional forces, economic historians have tried to trace the

history of inequality in the region (See Abad (2013), Bertola et al. (2009), Serna and

Aguirre (2010)). For example, Abad shows how inequality levels between 1830 and

1860 were accompanied by large fluctuations over time within each country. Her work

suggests that to understand the resulting trajectories of economic inequality within

Latin American countries, one needs to look for factors that shaped these trends

during this period and not in colonial times. Similarly, Milanovic et al. show that

levels of inequality in Argentina, Brazil, Chile, Mexico, and Uruguay prior to the belle

époque starting around 1870, did not differ much from the levels in Europe prior to

1780 (Milanovic, Lindert, and Williamson, Milanovic et al.).
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Frankema’s book titled Has Latin America Always Been Unequal? is probably the

most complete study of economic inequality in the region. He points to the structural

transformation occurring circa 1870 in the region towards what he calls “modern

economic growth”. This shift is associated with deeper integration between LA and

the world economy and implied a structural transformation of the economic apparatus

from rural production to mainly urban production. According to the author, this

also meant a structural transformation for the distribution of income and wealth. By

stressing the importance of this structural shift, Frankema challenges the idea that

Latin American inequality has been persistent throughout the post-independence era.

His argument is sensitive to specific Latin inequality characteristics rooted in a shared

colonial history and the legacies of colonial institutions hacienda and encomienda on

the distribution of land. However, he proposes that modernization forces changed

the context in which colonial legacies operate and this period is crucial if one aims

to understand inequality in the region. His study enlightens the debate of the forces

behind trajectories of economic Inequality in the region. Nonetheless, it remains

mainly a comparison between Latin America and the rest of the world.

Aligned with these findings, scholars argue that the position of LA in the global

economy is the main driver of these high levels of inequality (Hoffman and Centeno,

2003). This tradition, associated with dependency theorists’ explanation of economic

backwardness of the region, argues that LA’s models of production reproduce the

unequal distribution of material resources. For example, Leamer (1999) identifies

the dependency on mineral extraction as well as agriculture products tied to enclave

models as perpetuating high inequality and low development.

Abad uses wage-land ratios to reconstruct the level of inequality and to compare
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the trajectories of Argentina, Mexico, Uruguay, and Venezuela between 1830 and

1900. By focusing on this period, Abad emphasizes the importance of the state-

building period in the resulting trajectories of economic inequality. Following the

process of independence, the forming nation-states entered periods of modernization

and integration into the world economy. In addition, there were profound transfor-

mations responding to demographic changes and migration towards urban areas. She

presents two scenarios to conduct a counterfactual analysis using a structural model:

“The first scenario considers country-specific initial conditions and each of the coun-

tries is subject to the same shocks over the course of the century [...] The second

set of simulations follows the opposite route. All countries start with the same ini-

tial conditions at the time of independence. [...] the simulation assumes that each

country experiences the actual shocks to the terms of trade and land-labor ratios over

the course of the century.” (Abad, 2013) The paths of the second scenario are more

similar to the observed trajectories. The biggest take away of this article is that the

richness and differences in the postcolonial experiences of these countries matter for

the trajectories of economic inequality.

Together these works suggest that the forces sustaining the persistence of economic

inequality levels cannot be traced back to pre-colonial and to the colonial period alone.

Instead, after a period of instability between 1830 and 1860, countries were set into

seemingly stable trajectories of economic inequality throughout the twentieth century.

My work responds to this invitation by comparing countries during the period of state

formation and as such is aligned with Abad (2013); Bertola et al. (2009); Williamson

(2015).
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1.4.2 Reproduction of Inequality: explaining persistence and

change

Existing theories on economic inequality changes can be divided into those that

focus on economic factors and those that focus on political forces shaping trajectories.

The first group can be traced back to Kuznet’s influential work on the relationship

between economic growth and economic inequality. The second group emphasizes on

the importance of considering the political economy of inequality and considers how

processes of democratization and state capacity shapes economic inequality.

Development, Growth, and Inequality

“Does inequality in the distribution of income increase or decrease in the course of

a country’s economic growth?” This question, first proposed by Kuznets in 1955, ini-

tiated a lively debate in economics on the relationship between economic development

and economic inequality (Kuznets, 1955a) .

In the first attempt to understand long-term trajectories of economic inequality,

Kuznets analyzes data on the United States, Germany, and England for the first half

of the 20th century (Kuznets, 1955a). Kuznets is mostly interested in understand-

ing changes to inequality as a consequence of industrialization and the heightened

importance of cities. According to his approach, industrialization brought initially

concentration in savings in the upper-income bracket of the distribution. Besides,

the shift away from agriculture and into industrialization and urbanization increase

income inequality since: a) average per capita income is usually lower in the rural pop-

ulation and b) the distribution of income is narrower in these areas. Together, these
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forces lead to higher of levels of inequality. Once industrialization leads the country

to a certain level of average income, the dynamism of a growing and free economic

society will eventually outperform these forces generating an inequality trajectory

with an inverted u-shape.

The mixed evidence surrounding Kuznets’ main predictions have resulted in a rich

literature trying to explain the relationship between economic growth and economic

inequality (Deininger and Squire, 1998). Some of the works go beyond industrial-

ization to explain inequality trajectories and emphasize on the role of technologi-

cal change, world market conditions, production factors (Williamson, 1985). Other

works, emphasize on the limitations of extending the predictions to other countries,

specially outside of the richest nations (Deininger and Squire, 1998). Overall, the

evidence is inconclusive about the relationship between economic growth (and eco-

nomic development) and economic inequality. In Latin America too, the empirical

relationship is tenuous. Figure 1.7 shows a simple correlation between inequality

and economic development measured through the Human Development Index. The

two variables have a negative correlation but data points are very far from the line

suggesting that the predictive power of development on inequality is relatively low.
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Figure 1.7: Exploring Rival Explanations
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The main problem with Kuznets’ theory, and one that permeated much of the

literature following this contribution, is that it mainly focuses on market forces and

does not consider the extent to which economic inequality is embedded in politics.

Given the prior prevalence of this assumption, Piketty’s revolutionary theory of long-

term inequality marks an important break in the study of economic inequality. Piketty

challenges Kuznets by claiming that there is no such thing as a natural or spontaneous

process of economic development guiding trajectories of inequality. On the contrary,

he argues that “the history of distribution of wealth has always been deeply political

and cannot be reduced to purely economic mechanisms.” In particular, Piketty finds

that the decline in economic inequality in North America and Europe (that inspired

Kuznets’ theory) was the result of the world wars and “the violent economic and

political shocks they entailed (....) had little to do with the tranquil process of inter-

sectoral mobility described by Kuznets.” In fact, it had more to do more with the

policies designed to alleviate the shocks of the war. Generally, he finds that changes

in inequality trajectories were the result of political shifts in terms of tax and financial
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policies (Piketty, 2014). The recent turn is also aligned with literature on the political

economy of development. In the next section, I present theories emphasizing on

democracy and state capacity as importance factors shaping inequality trajectories.

Economic Inequality and Democracy

According to social conflict theory, democracies should be more likely than au-

tocracies to adopt policies that benefit the majority of the population. With the

extension of the right to vote, the median voter becomes relatively poorer and in turn

“prefers greater tax rates and more redistribution”(Acemoglu and Robinson, 2006,

109). In particular, because majority rule allows poorer citizens to exert greater po-

litical influence vis-á-vis oligarchs given that their preferences are closer from those

of the median voter. The same logic should apply to other sources of inequality in

which there is a potential conflict between a disempowered majority and an empow-

ered minority.

Despite what these theories predict, economic and social inequality seem to be ex-

tremely compatible with democracies. In fact, market democracies have achieved the

highest degree of wealth inequality in history (Winters, 2011). In addition, redistribu-

tion from the rich to the poor is not higher in democracies than in autocracies (Ross,

2006; Scheve and Stasavage, 2012; Slater et al., 2014). Finally, democracy is not

associated with redistribution even in countries with the highest degree of economic

inequality (Albertus, 2015).

As a result, theories responding to this puzzling reality have emerged. The first

group suggests that even after democratic transitions, elites might circumvent demo-

cratic institutions to capture policy-making and block redistribution efforts (Ace-
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moglu and Robinson, 2006). If democratization takes place as a result of the pact

between competing elites, then their de-facto power will survive the democratic transi-

tion and their shared interests will be protected. This relates to the excessive influence

elites have over policymaking both in transitions to democracy and in consolidated

democracies. Literature exploring democratic transitions in Latin America and more

generally studying the Third Wave of Democratization point in a similar direction. In

particular, because democratization occurred whenever elites thought their interests

were better protected by democratic institutions than by their authoritarian coun-

terparts (Philippe C. Schmitter, 2009; Wood, 2000). This explains why democratic

transitions were often initiated by elites themselves (Collier, 1999; O’Donnell et al.,

1991).

A rich literature analyzing the puzzling congruence of democracy and inequal-

ity can be found in the field of American Politics. Contrary to what Dahl found in

his study of democracy in New Haven (Dahl, 2005), there is vast evidence suggest-

ing that in the U.S. inequalities are cumulative as opposed to dispersed. In fact,

economic power is easily translatable into political power; economic inequality and

political inequality go hand in hand Domhoff (2014); Schlozman et al. (2013); Gilens

and Page (2014); Bartels (2008); Winters and Page (2009). The findings of this liter-

ature demonstrate the importance of understanding the different ways through which

economic elites exert political power and influence decisions.

This portion of the literature has been successful in explaining how highly com-

patible economic inequality is with democracy. In turn, it helps us understand why

in Latin America transitions in and out of democracy did not translate into radical

transformations economic inequality. The importance of the economic elite and how
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they can influence policy preferences provides us with theoretical tools to understand

the historical trajectories of economic inequality.

State capacity and Inequality

State capacity is also cited as an explanatory factor of persistent inequality. For

example, De Ferranti and Perry (2003) consider the weakness of the state in the

region as an important determinant of the persistence in inequality. Two aspects

of this argument are troublesome. First, it considers state weakness as a common

trait across countries in Latin America and is not recognizing vast differences in

the infrastructural powers of states. In addition, if it were a matter only of state

capacity, then states with higher capacity (Chile and Uruguay) will reveal similar

levels of economic inequality. As I showed above, this is not the case. In turn,

whereas state capacity is perhaps a necessary condition for an effective redistributive

system (Soifer, 2013), it is not sufficient. There needs to be a willingness by the state

to redistribute. In the theory presented in Chapter 3, I engage with this debate and

consider the importance of state capacity in the reproduction of inequality. However,

I consider state capacity to be one dimension of state power. So far, very few works

consider state autonomy and the relative strength of the state vis-á-vis society, as an

important piece of the inequality equation. My research tries to fill this gap.

1.4.3 Limitations of existing approaches

This review of the literature leads me to identify two important limitations for our

understanding of inequality in the region. First, the focus of the literature has been

on understanding high levels of economic inequality at the regional level. Second,
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scholars that are interested in understanding changes in inequality mostly focus on

short-term variation. As a result, most authors rely on econometric techniques to

estimate the average effect of certain variables in producing changes in economic in-

equality. Work that is underway at the time of writing, and which deploys qualitative

comparative analysis to understand within-region and long-run variation may prove

an exception in this literature (Sánchez-Ancoechea, 2020). However, the contribu-

tions of this methodology in extracting necessary and sufficient conditions is limited

by its inability to capture mechanisms and to track change over time.

Most of the works analyzed here tend to overlook the structure of power sustaining

long-run inequality and consequently, provide partial answers to the phenomena. By

overlooking the structure of power, they overlook the agency of actors in the produc-

tion and reproduction of economic inequality, existing explanations leave very little

room for agency and how agents could, and have, shaped the trajectories of economic

inequality of countries. I claim that one needs to consider the role of powerful mi-

norities and the way in which their strategies for wealth defense can impact economic

inequality trajectories. As will become evident in this project, I take seriously the fact

that the distribution of material richness can be a source of conflict and in turn, it is

permanently contested by the disadvantaged majority of the population and defended

by those who have an interest in maintaining the status quo.

Finally, existing frameworks do not address the active role of the state and the

way it has shaped and continues to shape the trajectories of economic inequality.

This is surprising given that multiple scholars aiming to understand variations in

the trajectories of economic development in the region have recognized the state as

a key actor in these processes. In fact, in comparative political economy the role
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of the state on economic development has been discussed by seminal works (see for

example Johnson (1982), Evans (1995)). In so far as the state is considered, it is

mostly referenced to argue that state weakness is behind high levels of inequality.

The absence of the state as a key actor in shaping economic inequality is surprising

given that its role in shaping the trajectories of economic development has been widely

established in the literature.

1.5 Contributions

This dissertation makes important contributions to our understanding of inequal-

ity.

First, it demonstrates the importance of understanding inequality as a political

process. As such, it is aligned with a recent turn in the literature that recognizes that

“the history of distribution of wealth has always been deeply political and cannot

be reduced to purely economic mechanisms.”(Piketty, 2014). By centering my argu-

ment around the contentious process behind inequality trajectories, and the people

that benefit and suffer from inequality, I contribute to understanding the politics of

redistribution.

The second contribution of my work is that I center the theory around the actors

involved in the processes of reproducing inequality. In particular, I explore how the

state and economic elites interact and respond to redistributive pressures. By doing

so, my dissertation is equipped to explain the causes of economic inequality levels as

well as the mechanisms through which it is reproduced. The key to being able to

account for both of these puzzles is to focus on the winners and losers from economic
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inequality.

By turning our analytical lens on to shifts and long-run changes in inequality

trajectories, my work contributes to our understanding of the forces behind inequality

traps. Beyond this work, I believe that this opens up an interesting conversation

about how different time-horizons influence the way in which we approach research

questions and research designs.

From a methodological point of view, my project makes several contributions.

First, I provide a framework to measure essentially contested concepts. By show-

ing that the contestedness of concepts travels to the measurement stage, I present a

measurement framework that bridges existing gaps between qualitative and quantita-

tive traditions. Second, I illustrate the importance of thinking about research design

from the lenses of an integrative multi-method framework as proposed by Seawright

(2016). I combine comparative historical analysis, process tracing, and panel data

techniques to theorize and to test different assumptions and observable implications

of the theory.

1.6 Roadmap of the Dissertation

In Chapter 2, I present an original approach to the measurement of economic

inequality and conceptualize economic inequality traps. In Chapter 3, I present the

theory. My argument departs from the assumption that economic inequality is the

result of a dynamic process: a struggle between the richer minority - the economic

elite - (aiming to expand and defend its privileged position) and the dis-empowered

majorities (challenging the status-quo distribution). Amid this struggle, the role of



60

the state is crucial. I hypothesize that economic inequality results from the interaction

between the state and the economic elite, and the resulting balance of their forces. I

argue that the balance of these forces shapes the Redistributive Power of the State

(RPS). RPS crystallizes an important variation across Latin American countries which

captures both the redistributive capacity of the state and the limits imposed by the

economic elites to any redistributive efforts. In Chapter 4, I show the importance of

the period of state formation in shaping the variation of RSP within Latin America.

To assess the empirical implications of my argument, I rely on a multi-method

research design centered around an in-depth comparison of two cases: Colombia, a

country with high and persistent levels of inequality, and Perú, a case that shows

a trajectory of change. I combine tools from comparative historical analysis and

process-tracing to uncover the processes through which RSP shapes the politics of

redistribution in the making of tax and agrarian reform legislation within each case.

I choose two periods characterized by mounting pressures toward redistribution and

reforms to the main redistributive institutions: 1920-1940 and 1960-1980. Over ten

months of fieldwork, I collected data from transcripts of congressional debates as

well as official communications (e.g. government reports, discourses, correspondence)

related to tax and agrarian reform legislation in these periods.

In Chapter 5, I compare the two countries between 1920 and 1940. During these

years, the status-quo distribution of powers faced diverse challenges. In both coun-

tries, the response to such pressures resulted in the reconfiguration of the political

arena and important institutional reforms in terms of agrarian reform legislation and

taxation. Yet, while important and transformative in many respects, I argue that

these reforms and the emerging political forces did not alter the balance of power
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between the state and the economic elites. Instead, in both countries, the economic

elite acted as a cohesive unit and maintained a relative strength with the capacity

to challenge the state and influence state policy. In turn, in this chapter, I answer:

How, despite major pressures for redistributive reforms and the resulting institutional

changes to ameliorate those pressures, did Peruvian and Colombian economic elites

manage to maintain their relative strength vis-à-vis the state?

In Chapter 6, I rely on process tracing to compare Colombia and Perú between

1960 and 1980. In Perú, the military government, in alliance with a sector of the

economic elite, implemented a series of structural reforms that permanently altered

the balance of the forces which resulted in a decrease of economic inequality in the

long run. In contrast, the economic elite in Colombia responded to pressures as a

cohesive collective and maintained its relative strength vis-à-vis the state. In this

chapter, I show that while the change in the balance of power between the state and

the economic elite in Perú enabled the country to embark on a path of lower inequality,

Colombia remained in the same, long-term pattern of high inequality. In doing so, I

answer: Under what conditions a country is capable of escaping an inequality trap?

In Chapter 7, I test my argument using a large-N data set of all countries for the

period between 1960 and 2018. I find that the effects of state capacity on inequality

largely depend on the strength of the economic elite and on the extent that the state is

willing to impose high levels of taxation. In chapter 8, I conclude with considerations

about the implications of my work in the study of inequality and to policy-making. I

discuss the main limitations of my work and the future directions of my research.
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Glossary

Agrarian Reform Agrarian or Land Reform are understood here as a policy that

aims to transform the land tenure patterns and has the direct aim of redistri-

bution..

APRA Peruvian Political Party founded in 1924 in Mexico. The longest lived po-

litical party still in activity in Perú. It had a contentious relationship with

establishment parties - It was stripped from its electoral victory in 1933 by

coups or military governments. It went through two long periods of illegality,

both under military and civilian governments, and was persecuted by the presi-

dencies of Luis Miguel Sánchez Cerro and Manuel Odŕıa. The Peruvian Aprista

Party has gained in the presidency in two occasions: in 1985 and 2006, both

under the candidacy of Alan Garćıa..

APRA Alianza Popular Revolucionaria Americana.

Balance of the Weak If both the State and the economic elite are weak, we can

talk about a Balance of the Weak. Under this equilibrium, the State has a

low capacity to penetrate the lives of civilians. In addition, the economic elite

is politically divided and, as such, cannot act as a collective to shape state



63

policies..

Commensalism The term commensalism is used in biology to describe a relation-

ship between two organisms in which the commensal, usually a smaller organ-

ism, obtains benefits from the other without harming it. The State can be

thought of as the host, which is not harmed by the presence of the economic

elite (the commensal). The economic elite is politically divided and, in turn,

has a lower capacity to shape state policies..

Economic Elite a subset of the elite. It is constituted by the minority of individu-

als empowered by their possession of material or economic resources: e.g., land,

wealth, income, or capital. As an economic elite gets more affluent, it has more

funds to invest in protecting this interest. The possession of a power resource

gives elites the capacity to influence the decisions affecting society more broadly.

Different types of economic resources allow one to identify different types of eco-

nomic elites. For example, the landed economic elite is, therefore, the minority

of individuals that concentrate land properties. Similarly, the minority of indi-

viduals concentrating capital in the industrial sector is the industrial economic

elite. Other sub-types of economic elites include the financial economic elite,

commercial economic elite, etc. As such, this classification allows a single in-

dividual to be part of multiple sub-types of economic elites which means that

these are not exclusive categories.

Elite a minority of individuals that are empowered by its possession of a concen-

trated power resource. The constitutive attributes of the concept of elites are

two: i) they constitute a minority of individuals and, ii) they possess a con-

centrated power resource. Note that the logical relationship between these two
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constitutive elements is AND implying that they are both necessary and jointly

sufficient attributes. The possession of a power resource gives elites the capacity

to influence the decisions affecting society more broadly. Given this conceptu-

alization, the negative pole of an elite is, therefore, the majority of individuals

that do not possess a concentrated power resource..

ELN Ejército de Liberación Nacional.

FARC Fuerzas Armadas Revolucionarias de Colombia.

Gini The Gini coefficient is the most widely used indicator to measure economic

inequality - of income and wealth. Ranges from 0 to 100, higher numbers

indicate higher levels of inequality.

Income Share of Highest Decile This indicator captures the proportion of in-

come held by the highest 10% of income earners in a particular country. This is

the main indicator that I use in this dissertation to measure economic inequal-

ity..

Inequality Trap The concept of inequality trap refer to a pattern of long-term

economic inequality characterized by persistent levels. There are short term

variations but in the long-run the series has reversion to the mean suggesting

that inequality is not structurally changing.

Latifundio The translation of latifundio (spanish) is latifundium, which refers to a

very extensive parcel of privately owned land. Throughout the dissertation I use

the spanish word because it has a political and historical meaning. It contrasts

with minifundium. .
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Mutualism Mutualism is an ideal type of RSP. Under this equilibrium, the State is

strong, and the economic elite is politically cohesive..

Parasitism In biology, parasitism is defined as a type of interaction between organ-

isms in which the parasite lives on or in the host organism and causes it some

harm. Parasites are usually much smaller than their hosts and cause them to

harm without killing them. This is because they live off of them. Parasitism is a

good metaphor to describe an interaction in which the State is infrastructurally

weak and faces a cohesive economic elite..

PCP Partido Comunista Peruano.

Peasant Republics Peasant or independent ”republics” were quasi-independent com-

munities formed in Colombia during La Violencia. These were based on eco-

nomic self-management as well as self-defense. Historically, these zones are

important because were the scenario of first insurgencies..

Political Cohesion of Economic Elite A politically cohesive economic elite is one

that is characterized by the cohesive stance of the different sub-types of eco-

nomic elites regarding a state redistributive policy. For simplicity purposes, I

will conceptualize and measure this concept as dichotomous.

Redistributive Pressures forces threatening the concentrated possession of in-

come and wealth of the economic elite.

Redistributive State Power (RSP) I define Redistributive State Power (RSP)

as the power of the state to redistribute income and wealth from the richer

segments to poorer segments of the society. A country’s RSP depends on State

Capacity and the Political Cohesiveness of the Economic Elite..
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State Autonomy Capacity of the State to act despite opposition from a sector of

the society. Varies across states. For Migdal,states vary in their capacity to

transform society and this transformative capacity of the State is a function of

societal strength. For this dissertation, I go a step beyond and argue that a

state can be autonomous from some sectors of the society and not autonomous

vis-à-vis others. I depart from this notion and allow state autonomy to vary

within a state and vis-à-vis actors..

State Capacity The strength of the State is thus conceptualized here as the State’s

infrastructural power, as delineated by Michael Mann. State infrastructural

power refers to “the capacity of the State to actually penetrate civil society

and to implement logistically, political decisions through its territory. In other

words, it is the aspect of the State that determines how far its bureaucratic appa-

ratus can reach to exert control and regulate social relations” (Mann (1984)).”.

Tax Reform Tax Reforms are institutional reforms that create, modify, abolish laws

pertaining to taxation..

Terrenos Bald́ıos Baldios is the name given by the government of Colombia to

vacant properties or lands that do not belong to a private actor in turn are the

property of the Republic of Colombia..
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Chapter 2

Measuring Economic Inequality

Between October and December of 2019, Chile saw it’s biggest wave of protests

since Pinochet. Following a minor increase in Santiago’s subway fare, citizens turned

to the streets in what rapidly became a huge social mobilization. Demands of

protesters included reforms to a wide set of privatization schemes rooted in the

Pinochet era, including health care, education, and the pension system. At the time,

two conflicting readings of the drivers behind the protests emerged. One reading of

the protest suggested that the protests were about citizens frustration with the ex-

treme levels of socioeconomic inequality. According to Daniel Matamala, a journalist

writing on the events, “[t]he chants on the streets and OECD reportst say basically

the same thing: too much inequality, too much nepotism, too much abuse” (Matala,

2019).

Despite the loud chants on the streets claiming for a more society, several social

scientists provided a second reading of the events. For them, inequality cannot be

the cause because it has decreased in the past few decades. For example, Lustig
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noted that; ”In this century, the Gini coefficient in Chile decreased from 0.53 to

0.47” (Lustig, 2020). Given that the Gini coefficient is one of the most commonly

used measure of economic inequality, this reading seemed to match a reading of the

protests and their timing as not being caused by inequality.

However, when measured by the Income Share of the top 1% and the top 10 %,

inequality has not decreased. The Gini and the Income Share of top quantiles are

commonly used measures of economic inequality. And yet, they paint a very different

picture for the Chilean case. This problem is not unique to Chile. In fact, Ranadive

(1965) found that the ordering in countries per economic inequality changed based on

the selected indicator. The mixed evidence based on different indicators raises a lot of

questions; What indicator is a better measure of economic inequality? And relatedly,

How do we know? wWhat aspects of economic inequality is the Gini Coefficient

capturing? What aspects of economic inequality is the Income Share of the Highest

10% capturing? Which one is more important to understand long-term trajectories

of economic inequality?

I argue that the way in which economic inequality is understood and measured

by most scholars has not been amenable to answer these questions. As such, we need

tools to not only answer these questions but also to be able to understand long-term

drivers of economic inequality and inequality traps. In evaluating the literature on

how to approach the measurement of economic inequality and the advantages and

disadvantages of different indicators, I realized that the measurement of economic

inequality is extremely contested. Furthermore, all this contestation happens around

properties attached to measurement and there are very few debates about the concep-

tualization. I argue that to provide more compelling answers to these questions and
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to trace inequality trajectories in the long-run, we need to revive conceptual debates

that incorporate notions of welfare into the measurement of economic inequality. To

do so, I apply the framework developed in Garćıa Montoya (2020) to approach the

measurement of essentially contested concepts.

Economic equality can be found when economic resources are evenly distributed

in a particular group or society. Given that equality in economic resources is a non-

fact in most societies (e.g. countries, cities, villages, regions), scholars are mostly

concerned with the intensity of economic inequality in comparison to other social

units. The concept of economic inequality is defined in relative terms by comparing

units across time and space. For example, the following language is typical: “The

country [South Africa] was very unequal in 1994 [at the end of apartheid] and now

25 years later South Africa is the most unequal country in the world.” (NPR (2018));

“Among all countries, Brazil is the most unequal in terms of the income distribution,

with a Gini coefficient of 0.54, followed by Colombia and Panamá (0.51).” (Reports

(2019); and “The United States is one of the richest countries in the world. It is also

one of the most unequal.” (Atlantic (2017)). Even if a comparison is not explicitly

made, statements like “Hait́ı is a very unequal country” make sense because one is

implicitly comparing Haiti with other countries that all experience inequality.

The relative nature of economic inequality puts all the weight on choosing the

best index that allows one to effectively compare cases across time and space; the

issue of the best definition drops out of the discussion. The stakes of choosing one

index over another are high for three key reasons. First, different inequality indices

result in a different ranking of cases (Ranadive (1965), p.121 Winship and Schwartz

(1980)) and (Atkinson (1970), p. 250).
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Second, different indices capture different aspects of the distribution of resources.

In turn, choosing one index over another has implications for the different patterns

that one finds and for causal theories that aim to explain economic inequality or that

consider it as an explanatory variable.

Third, different measures of inequality are associated with different normative

judgments about inequality. In fact, the contestedness of this concept comes from its

“appraiseveness” nature, that is, the different normative values attached to the con-

cept of economic inequality. Despite the importance of consciously selecting an index

to compare countries and trace how inequality changes, we have very few guidelines

on how to select one from the many existing indices. I develop these guidelines in

this chapter.

The discipline of economics has dominated the study of economic inequality for

the past several decades. In the 1920s, the main points of contention on the mea-

surement of inequality concerned questions of utilitarianism vs. welfare economics.1

Scholars debated whether or not measures of economic inequality should be calculated

using explicit social welfare functions that mapped income and wealth inequality into

inequality of welfare.

Pigou and Dalton, pioneers in this debate, understood economic welfare as the

result of aggregating individual levels of utility; as such their approach required as-

suming functions of individual utility as well as functions to aggregate these to the

societal level (Pigou (1912);Dalton (1920)). The emphasis on economic welfare de-

veloped into Dalton’s idea that “the inequality of any given distribution may conve-

1Both utilitarianism and welfare economics are theories that use individual welfare to evaluate
a given society. The main distinction between the two is the form that aggregation takes from
individual welfare to social welfare.
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niently be defined as the ratio of the total economic welfare attained under an equal

distribution to the total economic welfare attained under the given distribution.” The

resulting index measured the percentage of total social welfare lost due to inequality.

As scholars pointed out, Dalton’s indicator was problematic as it required strong as-

sumptions about how to measure individual and social welfare (Atkinson (1970); Sen

(1973)).

Like Dalton, Atkinson argued against conventional approaches to measuring in-

equality that adopt a summary statistic of inequality like the Gini coefficient, “with

no very explicit reason being given for preferring one measure rather than another.”

Atkinson revisited these initial conceptual debates and proposed a new measure of

economic inequality. His proposal was a measure that required weaker assumptions

by using an explicit social welfare function that is sensitive to a parameter capturing

“inequality aversion” (Atkinson (1970), p. 257).

Most scholars studying economic inequality abandoned the conceptual debates

around the normative implications for welfare associated with economic inequality

to look for “better” and more “precise” measures according to a series of axiomatic

properties. In addition, questions like how to deal with pre-tax vs. post-tax measures,

how to account for missingness patterns, how to use weights of individuals and/or

households in the estimation, and which sources should be used (e.g. tax records

versus surveys and censuses) became the points of debate. These questions stem from

concerns over how to create a complete index that best captures these intricacies.

Although relevant, the search for “better” measures has come at the expense of

equally desirable properties. First, the extent to which a given index can be easily in-

terpreted. Second, the extent to which the measures reflect normative understandings
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of economic inequality as inequality of welfare. High levels of inequality in material

resources in a given society are problematic because they translate into inequality of

welfare.

Amartya Sen, critical of existing theories of economic welfare, argued in favor of

a theory of welfare beyond individual utilities. He proposed an alternative notion of

social welfare based on capabilities: “Capability refers to the freedom that a person

has in terms of choice of functioning, where the latter refers to what a person can

achieve” (Atkinson (1999)). Sen’s notion of capabilities and freedom had a big impact

on the way in which we understand and measure economic development. Important

resources have been deployed by multilateral agencies and governments to measure

economic development beyond indices like the Gross National Product (GNP) and

the Gross Domestic Product (GDP). Despite these efforts, Sen’s influence on how we

understand economic development did not translate into the incorporation of welfare

into the measurement of economic inequality.

In this chapter, I use Sen’s framework to assess economic welfare to evaluate

economic inequality indices normative utility. As I will explain in more detail in the

following section, my view aligns with a normative orientation of viewing economic

inequality as a problem of economic welfare.
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2.1 An Integrative Framework to Measure Essen-

tially Contested Concepts

2.1.1 From concepts to measurements

Concepts are at the foundation of social science research; they are necessary to

organize and theorize about the complex realities that social scientists aim to under-

stand. However, most concepts that are of interest to social scientists are contested,

and “inevitably involve endless disputes about their proper uses on the part of their

users” (Gallie (1955), p.169). These concepts, labeled by Gallie as essentially con-

tested concepts, are those for which different groups of people attribute different func-

tions and explanations and attach different normative values. States, development,

power, and the middle class are just a few examples of concepts for which scholars

disagree on their definition, their uses, and their normative relevance.2

Despite the rich literature on how to define and conceptualize essentially con-

tested concepts in the social sciences,3 we lack guidelines to approach their empirical

measurement. This is troublesome because their contestedness usually travels to the

measurement stage. In this chapter, I present a framework to navigate these problems

and improve the measurement of essentially contested concepts. While recognizing

the complexities inherent to the measurement of contested concepts, this framework

illuminates for researchers the potential costs and benefits associated with selecting

2For a good review of the different conceptualizations of the state see Krasner (Krasner). See
Amartya Sen and Martha Nussbaum for a good discussion on the definition of development (Sen
(2001) and Nussbaum (2011)). The definition of power and its manifestations is discussed in seminal
works like Dahl (Dahl), Lukes (2004), Bachrach and Baratz (1962), and Morriss (2002).

3See for example Collier et al. (2006) and Gerring (1999).
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a given index. More generally, this framework offers a series of tools and guidelines

for researchers and policymakers interested in designing or choosing among a series

of indices and to justify their decisions.

Measurements of concepts are the bridge between reality and social scientists’

theories. Methodologists agree widely that having “good” measurements of concepts

is of great importance because indices mediate between theories/concepts and em-

pirical realities. Scholars interested in issues of measurement validity often assume

that disagreements regarding contested concepts pertain only to the conceptualization

stage. According to them, measurement validity is obtained “when scores meaning-

fully capture the ideas contained in the corresponding concept” (Adcock and Collier

(2001)). However, I argue that achieving good measures is particularly hard because

contestedness around concept travels to the measurement stage. For example, schol-

ars interested in measuring poverty levels agree on the definition but disagree widely

on how to measure it. Some advocate for monetary thresholds to calculate the pro-

portion of the population living under poverty. Others advocate for measures that

account for the multi-dimensional aspects of poverty by including coverage of basic

needs and quality of life in the measures (Bourguignon and Chakravarty (2003)). Sim-

ilarly, scholars studying the elites seem to agree on the definition but widely disagree

on how to approach its measurement. I contribute to the literature on measurement

validity by showing that contestedness around concepts travels to the measurement

stage and by proposing tools for addressing it.

To navigate contestedness at the measurement stage, I develop a framework that

focuses on the three properties that researchers should consider when thinking about

indices: measurement completeness, measurement interpretability, and normative
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utility. The first and last properties respond to two sources of contestedness around

measurement: the extent to which a measure captures a given normative value, and

the inherent complexity of most essentially contested concepts. This framework allows

us to analyze differences in the ways different groups of scholars approach issues of

measurement. For example, measures of economic inequality are chosen by scholars

based on the extent to which they are “complete” measures of economic inequal-

ity. However, little attention is given to the normative utility and the measurement

interpretability of inequality indices.

The little attention devoted to issues of measuring contested concepts could be

a consequence of a disciplinary and methodological divide. That is, researchers in-

terested in issues of conceptualization are not necessarily interested in issues of mea-

surement validity and measurement theory. By attempting to bring together these

two domains, this framework also contributes to the literature on multi-method and

mixed-methods research (Goertz and Mahoney (2012), Seawright (2016), and Brady

and Collier (2006)). This framework works as a bridge between scholars who are par-

ticularly concerned with conceptualization and scholars who pay more attention to

the measurement stage. For scholars interested in the conceptualization stage, I offer

practical tools to translate concepts into measurements that reflect the meanings of

the concepts. For scholars focused on the measurement stage, I offer practical tools

to incorporate normative debates around concepts into the measurement of concepts.
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2.2 Integrative Framework for Measuring Contested

Concepts:

In this section, I propose an integrative framework consisting of three properties

that should be considered when evaluating the fit of a given index or when choosing

among a series of indices: measurement completeness, measurement interpretability,

and normative utility. These three dimensions are represented in the cube in Figure

2.1.

Figure 2.1: Index Properties
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Disagreements about the advantages and limitations of a given set of measures

are not inherently problematic for conducting social science research. Instead, I argue

that explicitly considering alternatives and then being forced to defend those choices
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enriches the debate and produces more robust measurements. For the application

of this framework, it is crucial to clearly separate the contestation that occurs at

the conceptualization stage from the contestation that occurs at the measurement

stage. This separation allows scholars to proceed with facing the challenges inherent

to the measurement process as opposed to those inherent to the conceptualization.

In the following sections, it will become clear that there are two main sources of

contestation at the measurement stage: (i) the different normative evaluations of a

given definition, and (ii) the internal complexity of contested concepts. On the one

hand, the property of normative utility allows researchers to deal with the first source

of contestation at the measurement stage. On the other hand, the internal complexity

of concepts results in an inherent trade-off between measurement completeness and

measurement interpretability.

According to Gallie, concepts are essentially contested as a consequence of their

norm-invoking functions. The appraisal of concepts is a defining feature of essentially

contested concepts. Appraisal “signifies or accredits some kind of value achievement”

(Gallie (1955), p.171) and refers to the set of normative principles and values that are

associated with a concept. In turn, disagreements about the values associated with a

concept are one of the most important sources of contestation. Even when departing

from a single conceptualization, contestation is likely to continue at the measurement

stage because there can be multiple normative values attached to a concept.

Besides appraisal, contested concepts are also characterized by internal complexity

and diverse describability (Gallie (1955); Collier et al. (2006), p. 217). The internal

complexity of contested concepts gives rise to important decisions at the measurement

stage regarding how the rules of aggregation are represented numerically in the indices.
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In particular, the complexity of concepts generates tension between indices that are

complete and indices that are easy to interpret. All else being equal, more complete

indices are harder to interpret because they entail measuring all of the attributes of

a concept and all of the aggregation procedures among them. The costs in terms of

interpretability increase when the index requires aggregating sub- indices.4

Figure 2.1, represents the three properties through which one can evaluate indices

measuring a given concept. The X axis represents measurement completeness and the

Y axis represents measurement interpretability. In the next section, I define the terms

measurement completeness and measurement interpretability and explain the trade-

off inherent in choosing between these two properties. I argue that this trade-off is a

consequence of the complexity inherent to most contested concepts requiring complete

indices to aggregate multiple components. The third property, normative utility is

represented in the Z axis to signal that there is not necessarily a strong correlation

between this property and the other two. As I will explain later in this chapter,

normative utility is a property of an index vis-à-vis a normative value attached to a

concept. As such, a measurement can be highly incomplete, because it only partially

captures the attributes defining a concept, and can still be high on the normative

utility vis-à-vis a single normative value. Similarly, it can be highly complete while

4The trade-offs between completeness and interpretability are the center of a fundamental debate
in computer science and the development of machine learning algorithms. The most important
question in this debate is whether to prioritize obtaining the most precise or complete system or
understanding what is communicated. “The goal of interpretability is to describe the internals of a
system in a way that is understandable to humans. The success of this goal is tied to the cognition,
knowledge, and biases of the user: for a system to be interpretable, it must produce descriptions that
are simple enough for a person to understand using a vocabulary that is meaningful to the user. The
goal of completeness is to describe the operation of a system accurately. An explanation is more
complete when it allows the behavior of the system to be anticipated in more situations. When
explaining a self-contained computer program such as a deep neural network, a perfectly complete
explanation can always be given by revealing all the mathematical operations and parameters in the
system. The challenge facing explainable AI is in creating explanations that are both complete and
interpretable: it is difficult to achieve interpretability and completeness simultaneously.”
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failing to capture a given normative value.

2.2.1 Measurement Completeness

Measurement completeness refers to the extent to which an index captures the

content of the concept. Capturing the content can mean different things depending

on the structure of the concept one is aiming to measure. Two different ideas of

what measurement completeness entails can be found in the main two measurement

paradigms of quantitative research: Representational Measurement Theory (RMT)

and Operationalism.

RMT relies on “axiom systems and theorems that are intended to explain why

some attributes of objects, substances, and events can reasonably be represented

numerically.” 5 These axiom systems depart from qualitative attributes of concepts

with the goal of producing empirical relational systems (ERS) that map attributes

of objects into a numerical relational system. Ultimately, the logic of ERS resembles

what social scientists understand by the operationalization of concepts into indices.

When concepts are defined via a series of necessary attributes, the ERS departs

from these attributes, applies a series of aggregating rules, and returns a numerical

system with the possible values that the index can take. In this case, measurement

completeness refers to the extent to which the index captures all of the necessary

attributes that make up a concept. 6

5For a good introduction to Representational Measurement Theory see Hand (1996).
6The idea behind this concept is similar to the definition of content validity found in theories

of measurement validity (i.e. as the extent to which a measure represents a systematized concept.
See (Adcock and Collier (2001))) But, because not all concepts have an underlying structure of
necessary attributes, I use the term measurement completeness because it allows for the accommo-
dation of concepts for which there are no attributes but for which completeness is also a desirable
characteristic.
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A good example illustrating measurement completeness for classically defined con-

cepts can be found on the Varieties of Democracy’s (V-Dem) index for electoral

democracy- Polyarchy. The point of departure is Dahl’s influential view of electoral

democracy as consisting of two attributes –contestation and participation – and the

five institutional guarantees deemed necessary (elected officials, free and fair elec-

tions, associational autonomy, freedom of expression, and inclusive citizenship). Per

Dahl’s conceptualization, the Polyarchy Index is a highly complete measure of elec-

toral democracy since it accounts for all five institutional guarantees. The index is

constructed by taking the weighted average of the indices measuring each of the five

institutional guarantees and the five-way multiplicative interaction between those in-

dices. In section 4 of this chapter, I will return to the example of electoral democracy

and compare it to other commonly used indices in the literature.

The second paradigm, operationalism, defines concepts “in terms of the operations

used to identify and measure them.” Operationalism is different from representational

theory in that it does not assume there is a reality to the concept that the measure is

trying to capture (Hand (1996)). Instead, it relies on statistical methods to construct

operational definitions of concepts. This approach is widely used in psychometrics

to measure skills, attitudes, and personality traits. Common methods that can be

classified in this tradition include, for example, clustering methods, latent variable

analysis, and item response theory models. In these cases, measurement completeness

is often achieved when indices meet a series of desired axioms and tests. Ultimately,

this process leads to a system of axioms that is very similar to the representational

approach.

Axiomatic properties result from thinking about indices as a function of the main
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attributes of a concept. For example, economists measuring the cost of living have

specified a list of desirable properties of indices that lead to the definition of the

consumer price index.7 These included, among others; i) base year invariance: changes

in the index are not sensitive to the year chosen as the base year. ii) Identity property:

if none of the prices change between two periods, then the index should not change. In

a paper about measuring the change in biodiversity, Van Strien and Soldaat identify

the following mathematical properties: i) monotonicity; if all species are declining

in a system the index should also be declining. ii) proportionality; if all individual

species abundance are changed by the same factor the index should change by the

same factor, iii) scale invariance: changes in the index are not sensitive to the spatial

scale chosen.8

Another example comes from the literature on the measurement of economic in-

equality. Scholars have identified a series of axiomatic properties of inequality indices

including: the index is independent of both the mean of the distribution and the size

of the sample, does not change if two people swap their incomes, can be broken down

to relevant subgroups, and any transfer from the rich to the poor results in a decrease

in the level of inequality. Common axiomatic properties related to statistics include:

the value of the index is independent of the sample size and is calculated with an

unbiased and representative sample. After it is calculated, the index can be used for

statistical testing and incorporates a measure of uncertainty.

In sum, the way in which one assesses measurement completeness of a given index

depends on the structure of the concept and how it matches a measurement paradigm.

When concepts are defined by necessary attributes, complete measures are those that

7See Levell (2015)
8See VanStrien et al. (2012)
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account for all of them. But, when concepts are not defined by a series of necessary

attributes, scholars usually identify a series of mathematical and statistical axioms to

assess the precision of indices. V’dem’s Polyarchy index is a good example of a com-

plete measure of electoral democracy. But as this example also illustrates, concepts

are often defined through complex conceptual structures or complex axiom systems

that require considering multiple components. The complexity is often translated

into complicated operationalization procedures resulting in indices that are hard in-

terpret. As a result, the second property of this framework pays attention to the level

of interpretability of the measurements.

2.2.2 Measurement Interpretability:

A perfectly interpretable measure is one for which there is a one-to-one correspon-

dence between the reality that the index is trying to measure and the numerical value.

This idea of one-to-one correspondence is captured in mathematics by the concept of

bijective function: a function for which there is a one-to-one correspondence between

the elements of two sets. Using this extreme of perfect interpretability as a reference

point, indices can be located per their level of interpretability. Indices are more or

less interpretable to the extent that one can interpret easily the information they

are summarizing and transform a numerical value into a meaningful statement about

reality.

When measuring contested concepts, one should keep in mind that the rules of ag-

gregation are consequential in terms of how interpretable those measures are. Ideally,

the concept structure or the axiomatic system on how to aggregate each component is

well-specified after the conceptualization stage. However, even in this ideal scenario,
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because not all components can be measured and because complex concepts have com-

plex aggregation procedures, most indices are the result of translating complicated

conceptual structures into a single indicator. The more complex this procedure is,

the harder it will be to interpret its value and make sense of changes to the indicator.

An interpretable index is one that allows the researcher to depart from a numerical

value and trace back the process leading to that value. This means that comparing

units using the measure can be interpreted back to differences in the concept being

measured. Interpretable indices also allow one to understand changes reflected by

the index in a meaningful way. A good example of the importance of measurement

interpretability can be found in the quantitative literature on the conceptualization

and measurement of civil wars for cross-national comparisons. Most of these studies

prioritize indices that clearly distinguish civil wars from non-civil wars. In turn,

most commonly used indices have high levels of measurement interpretability. The

rationale behind this emphasis is the ability to clearly identify civil war onset and

termination. On the contrary, most commonly used measures of democracy and

economic inequality have very low levels of measurement interpretability, which poses

limits to the reach of their findings.

The literature on how to define and measure civil wars (and armed conflicts)

provides a good illustration of the importance of thinking about measurement inter-

pretability. According to Correlates of War, the most widely used data base for civil

wars, a civil war is defined as a military action internal to the metropole of the state

system member with the active participation of the national government, effective re-

sistance by both sides, and a total of at least 1,000 battle-deaths during each
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year. 9 The thresholds found in the measurement of civil war is crucial because

it turns the indices into binary and thus into a highly interpretable measure. For

example, a value of 0 for a given year means that the country is not experiencing

a civil war. If the value goes from 0 to 1 it suggests that a civil war has started.

In contrast, The Polyarchy Index presented in the previous section is very hard to

interpret, given that it results from combining different levels and attributes using

complex aggregation procedures.

As scholars have argued (Staniland (Staniland)), the COW index and, more gen-

erally, indices that use fatality thresholds are incomplete measures of civil wars since

they do not fully capture the complexities associated with wars. When contrasting

the civil war measurement with the example of electoral democracy, the trade-off

between completeness and interpretability becomes clearer.

In sum, an additional dimension through which one can evaluate indices is their

interpretability. Interpretability refers to how illuminating the measure is when used

to compare and interpret differences across time and across cases. Is the index useful

for understanding the trajectories of change and continuity? How can it be used to

compare cases? So far, the methodological literature on measurement and conceptu-

alization has not emphasized the importance of having measurements that are easy

to interpret.

9A similar definition and logic for armed conflict’s definition and measurement from Uppsala
Conflict Data Program (25 threshold)
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2.2.3 Normative Utility:

Disagreements about the norm-invoking functions of concepts are an important

source of contestedness and are the focus of the last property of this framework:

normative utility. Normative utility refers to the extent to which a given index reflects

a normative orientation or theory underlying a concept. Contestedness around the

normative orientation of concepts means that different indices of the same concept

can capture a different normative value attached to it. Normative utility is then a

property of an index vis-á-vis a certain normative theory or orientation. From this,

it follows that the first step when measuring a contested concept is to identify the

normative value(s) that is(are) relevant to the researcher. An important difference

between this framework and existing accounts of measurement validity is that existing

work assumes, following the systematization of a concept, there is agreement on the

normative values attached to it. 10 In turn, discussions about different normative

understandings of the same concept (even with a single definition) and how different

indices are associated with them are not taken into account. I argue that the different

normative values attached to a concept result in differences across indices in terms of

how they reflect these differences. In turn, normative utility is an important aspect

to consider when choosing an indicator. To account for the differences in the way

measurements incorporate a given normative orientation, scholars first need to be

explicit about the normative component(s) of the concept they aim to capture in their

measures. There is not a single way of assessing the normative utility of a concept,

and different methodological tools can aid the process of choosing or designing an

index with high levels of normative utility.

10See for example Adcock and Collier (2001), they separate issues of conceptualization from issues
of measurement validity.
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My analysis of the normative utility of indices measuring democracy, civil wars,

and economic inequality shows clear differences between the three traditions. First, I

have found that most scholars interested in measuring democracy are highly aware of

the different normative values attached to each of democracy’s attributes. In turn, re-

searchers have thought about how different measures reflect those differences, meaning

that often times normative utility goes hand in hand with measurement complete-

ness. For example, V-Dem’s Polyarchy index results from a normative commitment

to electoral democracy and its institutions. In this case, the normative orientation of

researchers is well aligned with measurement completeness resulting in a high level

of normative utility vis-à- electoral democracy. How would we judge this differently

if, for example, one cared more about the value of political equality? Researchers

interested in measuring civil wars have emphasized violence and fatalities in particu-

lar as the main normative (negative) value to be captured. How do these indices do

on normative utility if one cares about other forms of violence (e.g. disappearance,

displacement, sexual violence)? Finally, scholars interested in measuring economic in-

equality are not interested in accounting for the normative implications of inequality

in their measures. In fact, as I show in section 2, debates on the way in which eco-

nomic inequality and inequality of welfare are related seem old-fashioned. In section

3, I illustrate one way in which the normative utility of economic inequality indices

can be assessed, a framework that can be applied more generally.
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2.3 Measuring Economic Inequality

2.3.1 Sources of Contestation

Contestedness around economic inequality does not come from disagreements on

the essential attributes of the concept. Scholars do not debate the true meaning of

this concept, and discussions around the definition of economic inequality are largely

absent in the literature. Economic equality can be found when economic resources

are evenly distributed in a particular group or society. The only necessary attribute

for a societal group to be part of the set of “economically unequal societies” is that at

least one of the members possesses a different amount of economic resources. In turn,

the set of “economically unequal societies” contains all countries, cities, and regions

in the world.

2.3.2 Existing indices

In this section, I present the most commonly used indices used to measure eco-

nomic inequality of income. What follows is some notation that will facilitate the

comparison of indices. To simplify the notation, I focus on the inequality of income.

However, all of these indices can be constructed for wealth inequality using the same

formulas.

Let xi is the income of person (or household) i, and

let x(i) is the income of the person (or household) ranked (i) in the distribution, and

let n is the number of persons (or households). Let’s assume n=100.



88

Share of total nth quantile: Income or wealth share by the top x% or by the

bottom x% are commonly used measures of inequality. They summarize the share of

income or wealth held by the the highest 10%, 1%, 20% or by the lowest 10%, 20%,

etc.

Income Share of top k% =

∑
xj∑
xi

Where j values are such that xj ≥ x(k).

Income Share of bottom k% =

∑
xj∑
xi

Where j values are such that xj ≤ x(k).

Ratios: Some inequality indices use ratios of different quantiles. Common ratio

measures include the 90:10 which compares how much richer is the top 10% relative

to the poorest 10%, the 80:20 which compares how much richer is the top 20% with

regards to the bottom 20%. The Palma ratio is defined as the proportion of richness

of the top 10% relative to the bottom 40%.

90 : 10 Ratio =

∑
xj∑
xm

Where j values are such that xj ≥ x(90) and m values are such that xm ≤ x(10).
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Palma Ratio =

∑
xh∑
xr

Where h values are such that xh ≥ x(90) and r values are such that xm ≤ x(40).

Gini: The Gini coefficient is perhaps the most widely used indicator of economic

inequality. It is used to estimate inequality of income, wealth, consumption, and

expenditures. Besides, it is used both to estimate inequality within countries and

across countries. (See for example Milanovic (2007); Kuznets (1955b)).

One of the advantages of the Gini index is that it takes into account the entire

distribution and summarizes it in a single number between 0 and 1. The interpretation

departs from the fact that if a group of people has a Gini Coefficient of income equal to

0, it means that all of the members of the group have the same amount of income. By

contrast, it will take the extreme value of 1 if one member concentrates the entirety

of the income and the rest have 0. All societies have values in between. One can

calculate the Gini coefficient by the following formula:

Ginit =

∑
i

∑
j |xi − xj|

2
∑

i

∑
i xi

=

∑
i

∑
j |xi − xj|

2n
∑

i xi

Where i 6= j.

The Gini coefficient can be interpreted using the graphical representation of the

Lorenz curve. The Lorenz curve is a cumulative frequency curve that shows the

proportion of income received by the bottom x%. With this, the Gini coefficient is

equivalent to the ratio of the area between the Lorenz curve and the diagonal line.
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Atkinson: This index depends on the difference between the actual mean income

x̂ and the equally distributed equivalent mean income. Inequality is calculated with

the following equation:

Aε = 1− 1

x̂
(

1

N

∑
x1−εi )

1
1−ε

Compared to other measures, the advantage of the Atkinson Index is that it can

be converted into a normative measure of inequality by changing the values of ε. This

parameter allows us to give different weights to specific segments of the distribution.

However, it requires strong assumptions in terms of modeling social welfare.

Theil index and GE measures: These group of indices vary between zero (perfect

equality) and infinity (or one, if normalized). The formula to calculate it:

Tt = Tα=1 =
1

N

∑ xi
µ
ln(

xi
µ

)

Where µ is the mean income. The parameter α assigns a weight to distances

between incomes in different parts of the income distribution. For lower values of α,

the measure is more sensitive to changes in the lower tail of the distribution and, for

higher values, it is more sensitive to changes that affect the upper tail (Atkinson and

Bourguignon (2015)). The most common values for α are 0, 1, and 2. When α = 0,

the index is called Theil’s L or the mean log deviation measure. When α = 1, the

index is called Theil’s T index or, more commonly, Theil index. When α = 2, the

index is called coefficient of variation. A key feature of these measures is that they

are fully decomposable.
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2.4 Applying the Framework: The Measurement

of Economic Inequality

2.4.1 Assessing Measurement Completeness

Scholarship on the measurement of economic inequality currently focuses on the

development of complete measures of inequality. Complete measures of inequality

are those that can meet a series of axiomatic and statistical properties. In particular,

scholars have focused on measures that can satisfy all of the following conditions: i)

mean independence, ii) sample size independence, iii) symmetry, iv) Pigou-Dalton

transfer sensitivity, v) and decomposability.

Most of these five properties are uncontroversial. The first two are the most trivial

since they are easily satisfied. First, sample size independence guarantees that the

measure of inequality does not depend on the size of the population or sample under

study. Second, Symmetric measures of inequality are those that do not change if two

units within the measured population swap incomes.11 A less trivial criteria is that of

mean independence, which refers to the invariance of inequality measures to changes

in scale. For example, if all incomes are doubled the inequality measure won’t change.

This property is very useful if one aims to compare countries with different currencies

or across time, since the measurement will be invariant to inflation or currency. The

Pigou-Dalton transfer sensitivity property is attained if equalizing transfers are trans-

lated into a decrease of the inequality measure. Finally, decomposable measures of

inequality are those that can be broken down into relevant subgroups. This property

11Also known as the anonymity rule, which refers to the fact that inequality measures should not
depend on the “labeling” of individuals or households in an economy.
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ensures that there is a coherent relationship between inequality in the whole society

and inequality in its constituent parts. Decomposability is important if one aims to

identify differences between groups of the population, from differences within such

groups. See for example Bourguignon (1979); Sen (1973)) Statistical testability refers

to the possibility of conducting statistical inference to compare indicators. With

bootstrapping techniques now available to get at measures of precision, this is no

longer problematic. Even so, most available indices are presented without measures

of precision.

I evaluate measurement completeness as the extent to which inequality indicators

meet the desired statistical and axiomatic properties. As Table 2.1 shows, all of

the indices meet the criteria of mean independence, sample size independence, and

symmetry. However, the Pigou-Dalton transfer sensitivity principle is only met by

the Gini coefficient, the Atkinson index, and the Generalized Entropy (GE) measures.

This property has served as an important justification for scholars to choose the Gini

coefficient. Unlike the Atkinson index and the GE measures, the Gini coefficient does

not require that the analyst posit a parameter for its calculation and this is perhaps

why it is more commonly used than the other two.

2.4.2 Assessing Measurement Interpretability

Indices are more or less interpretable to the extent that one can comprehend

easily the information they are summarizing. The level of interpretability of an index

is often associated with the complexity of its aggregation procedures. When scores for

an indicator are the result of complex rules of aggregation and operationalization, it is

difficult to understand the meaning and substantive importance of a given change on
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Table 2.1: Measurement Completeness: Axiomatic and Statistical Properties

Index Mean
Indepen-
dence

Sample
size inde-
pendence

Symmetry Pigou-
Dalton
transfer-
sensitivity

Decom-
posability

Gini
X

X X X

Share of
total nth
tile

X X X X

Ratios

X X X X

Palma

X X X X

Atkinson

X X X X X

Generalized
Entropy
measures

X X X X X

an indicator. The criterion of interpretability captures the extent to which a change

on an indicator can be readily linked to a specific real-world change.

The Gini index is an example of a complex indicator: it aggregates the entire

distribution of income or wealth into a single number (see equation 4 above). The

value of the Gini coefficient is interpreted as “half the average absolute difference

between two individuals chosen at random in the population, in relation to the average

standard of living of the population as a whole” (Bourguignon, 18). Bourguignon

illustrates how to interpret this coefficient by using real data: “In a society where
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the average standard of living is $40,000, a Gini coefficient of 0.4 would mean that

the average gap between two individuals chosen at random in the population would

be $32,000.” The fact that the Gini Index takes into account all individual (or

households) means that a change could reflect shifts to many different parts of the

distribution. We do not know, for instance, whether a change in the indicator is

the result of some people becoming richer, or of many becoming poorer. The Gini

coefficient is not an intuitive measure of inequality; it is hard to understand the

real-world meaning of a change in the indicator.

The other two indicators that meet the Pigou-Dalton transfer sensitivity princi-

ple are The Atkinson index and the General Entropy measurements. Both require

assuming a value for a given parameter, which further complicates the interpretation

of both indices.

In contrast, the remaining three indices that do not meet the Pigou-Dalton transfer

sensitivity property are much easier to interpret. For example, if the share of the

richest 10% percent goes from 20% to 30%, then one could easily communicate that

change by saying that the richest decile of the population became 10% richer relative

to the population. Similarly, one can interpret changes to the Palma Ratio in a

meaningful way. For example, if a country goes from having a Palma Ratio of 2 to

a Palma Ratio of 4, one could say that the proportion of income held by the richest

10%, relative to the poorest 40%, doubled. This means that for these indices, the

observed numerical change can be traced back to changes in the share of income of

certain groups of the population.
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2.4.3 Assessing Normative Utility:

Normative utility refers to the extent to which an index properly captures the

normative component of the concept it is measuring. I center my discussion on the

normative utility of inequality indicators by returning to earlier debates to incorporate

notions of welfare into the measurement of economic inequality. To do so, I follow

Sen’s capabilities approach to economic welfare.

In the 1980s, Sen strongly critiqued the lack of conceptualization behind “devel-

opment,” which consisted of little more than the indicators used to measure it: Gross

National Product (GNP) and Gross Domestic Product (GDP). Sen worried that wel-

fare economists were measuring development without considering information about

health, morbidity, longevity, and education. His critique was accompanied by a the-

ory of welfare that was based on notions of functionings and capabilities (Sen (2001,

1973); Nussbaum (2011)). This conceptual framework allowed Sen to define develop-

ment “as a process of expanding the real freedoms that people enjoy” (Sen (2001),

p.5). According to Sen, human development and human welfare require removing the

major barriers to freedom, such as poverty, tyranny, unemployment, and reversing

the neglect of public facilities like sanitation, education, and health services. Sen’s

ideas strongly influenced major institutions charged with reducing global poverty. To-

day, scholars and practitioners alike use the Sen-inspired Human Development Index

(HDI) to compare countries according to their level of development.

However, Sen’s influence was far less substantial in the literature on economic

inequality. Contemporary debates about how to measure economic inequality are
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detached from issues of human wellbeing and empowerment.12 From a Sen-like per-

spective, economic inequality is fundamentally a problem of inequality of freedoms.

Yet the most commonly used indicators of economic inequality work only to calcu-

late a statistically complete measure of the dispersal of economic resources. This

approach to measurement provides no insight into the extent to which existing mea-

sures actually capture the inequality of human welfare. Accordingly, I propose an

alternative approach that can begin to incorporate notions of economic welfare into

the measurement of economic inequality. Much as Sen shifted the measurement of

development to reflect a human-centric normative perspective, I propose that scholars

shift the measurement of economic inequality to reflect a normative perspective that

places economic welfare front and center.

This approach consists of using a series of variables that have been well established

to indicate economic welfare: mortality, health, security, education, and labor sta-

bility. I separately consider additional variables (mainly per capita GDP and GNP)

that have been established to measure the aggregate economic output of a country.

I then assess the size of the difference between a country’s level of economic welfare

and the size of its economic output. I call this difference the welfare gap.

The distance between a country’s aggregate economic output and its level of eco-

nomic welfare – i.e., the welfare gap – captures the extent of economic inequality in

a society. Two distinct but intertwined phenomena are associated with the welfare

gap. First, in a highly unequal society, a large difference exists between the economic

welfare of those at the top versus those at the bottom. Ceteris paribus, increasing

economic inequality involves an increasing dispersion in the welfare of the elite and

12Atkinson and Bourgignon are the exception.
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the so-called masses.

Second, if two societies have the same level of aggregate economic output, the more

unequal one has a lower level of economic welfare. Everything else equal, economic

inequality and economic welfare are inversely related. In the extreme case in which all

income and wealth are concentrated in one individual, everyone else will face economic

hardship and the level of economic welfare will be very low. At the other extreme,

where income and wealth are equally distributed, individual levels of economic welfare

match aggregate levels of economic resources.

The idea of a welfare gap suggests that indices with high normative utility should

be able to predict the economic wellbeing within a society. To assess whether this is

true, I use statistical regressions that summarize the extent to which inequality indices

have the capacity to predict economic welfare. I use a panel-data set with country-

level statistics for economic inequality and several variables associated with economic

welfare. These data come from the World Bank Data Bank and cover all countries for

1960-2017 for which there is available data. I employ both Ordinary Least Squares

regression as well as LASSO regressions in predictive models of economic welfare.

For each measure of economic welfare used as the dependent variable, I estimate the

equation by always controlling for GDP and varying the inequality indicator.

The results of this exercise are striking. The results show that the share of the

top 10% (i.e, Top 10%) is a better predictor of economic welfare than the other

indices, including the Gini coefficient. The next best measure is the share of the

top 20% (i.e., top 20%). The substantive implication is that increasing inequality of

income is particularly problematic for economic welfare when the top segments of the

population have higher concentrations of resources. Increasing inequality of income
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is less problematic for economic welfare when the bottom segments of the population

have higher concentrations of richness. The results suggest that elite enrichment is

especially associated with diminishing human welfare.

The results of this exercise are striking. The results show that the share of the

top 10% (i.e, Top 10%) is a better predictor of economic welfare than the other

indices, including the Gini coefficient. The next best measure is the share of the

top 20% (i.e., top 20%). The substantive implication is that increasing inequality of

income is particularly problematic for economic welfare when the top segments of the

population have higher concentrations of resources. Increasing inequality of income

is less problematic for economic welfare when the bottom segments of the population

have higher concentrations of income. The results suggest that elite enrichment is

especially associated with diminishing human welfare.

Welfarei,t = β0 + β1 ∗GDPi,t + β2 ∗ Inequalityi,t + εi,t

I compare the predictive power of the different inequality measures by looking at

the R-square coefficients of the models. Table 2 shows the rankings based on the

adjusted R-squares for each economic welfare index. 13

This exercise suggests that the inequality indices with the highest predictive power

are the Top 10% and the Top 20% measures. Besides, it shows that the indicators

with the least predictive power are the ones measuring the income share of the lowest

13In the following link [unavailable to maintain blind review], you can find an interactive tool that
uses R to estimate the models. The tool allows you to choose both the dependent and independent
variables. It displays a scatterplot with the adjusted R square, as well as the distribution of both
variables and the regression output.
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Table 2.2: Ranking of Indices per predictive power (OLS)

decile and quintile. This could indicate that to understand the implications of income

inequality on welfare one needs to pay close attention to the richest sectors of the

population. Finally, the Gini coefficient is mid-level for most welfare indicators.

With regards to the regression coefficients, it is important to note that they all

have the expected sign following the expectations from the welfare gap. That is,

higher levels of inequality are associated negatively with welfare levels.

To complement this analysis, I use LASSO to identify the most important variables

for economic welfare. The results are very similar to OLS, which suggests that they

are robust. Using the standardized magnitudes of the coefficients, Lasso regression

allows one to rank the variables per their importance. Table 3 presents the rankings

of the inequality indices for each welfare measure. It shows that Top 10% is again a

more important predictor of welfare measures. Furthermore, it shows that variations

on the Gini index are weakly correlated with variations on welfare inequality. Here

too, the signs of the coefficients are in the expected direction.
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Table 2.3: Ranking of Indices per predictive power (LASSO)

Welfarei,t = β0 + β1 ∗GDPi,t +
n∑
j=1

γj ∗ Inequality Indicatorj,i,t + εi,t

These two exercises present a way of assessing the normative utility of indices

vis-à-vis welfare. Overall, the results suggest that the finding is robust. The Gini

coefficient, the most commonly used index to measure economic inequality for its

completeness advantages, is not the strongest predictor of economic welfare. Less

complete indicators are better measures if one cares about the effects of economic

inequality on welfare inequality.

2.4.4 Discussion

A review of existing approaches to measuring economic inequality demonstrates

the choices that have been made by scholars and the costs associated with them.

Scholars have given priority to measurement completeness by focusing on the Pigou-
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Dalton Transfer Sensitivity Principle as the most important axiomatic property to

determine whether an indicator is complete. As a consequence, because it achieves

completeness, the Gini coefficient has become the leading measure of economic in-

equality for both scholars and practitioners.

Yet the concern with completeness has come at a very heavy cost. For one thing,

aggregate inequality indicators (such as an income Gini) do not reveal much about the

changing determinants of inequality, when the latter affect this indicator in opposite

directions. The Gini coefficient offers a hard to interpret measure when compared

to easily understandable alternatives, such as the share of nth decile measures. In

addition, the Gini coefficient does not reflect the normative value that inspired the

original concern with inequality. In particular, the Gini coefficient is detached from

the idea that economic inequality and economic welfare are linked together.

The inherent trade-off identified here between measurement completeness and

measurement interpretability has important implications for social science research.

I argue that priority should be given to interpretable indices over complete indices

in contexts in which we need researchers and policymakers to better understand the

drivers of economic inequality and how it changes in different societies. Furthermore,

how economic inequality transforms into inequality of welfare needs to be incorporated

back to the discussion.

One potential route forward is that future research on economic inequality directly

measures welfare and fully incorporates Sen’s capabilities framework to this approach.

This exercise is beyond the scope of this chapter since it would require a deep change in

how multilateral agencies and governments approach the measurement of economic

inequality. The approach presented here is a less costly alternative to trying to
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incorporate a Sen-like approach through the conceptualization of the welfare gap.

Table 2.4: Ranking Inequality Indices

Index Normative Utility Measurement
Interpretability

Measurement Com-
pleteness

Gini Medium Low High

Theil Medium Low High

P90 High High Medium

Atkinson Medium - High Low High

Palma Ra-
tio

Medium - High High Medium

2.5 Measuring Economic Inequality in Latin Amer-

ica

As I explained in the introduction, the focus of this dissertation is on long term

dynamics of economic inequality and inequality traps. The concept of inequality

trap is used to describe trajectories of inequality characterized by being high and

persistent. The idea of inequality traps results from identifying two dimensions in

which inequality trajectories vary across cases: the level, and the stability. The goal

of this section is to identify which countries have been trapped by high levels of

inequality, which countries have had persistently low levels of economic inequality,

and which countries changed their trajectories and managed to escape such traps.

Empirically, this can be observed when, despite short-term variations in inequality
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per a given indicator, the series reverses back to the mean, suggesting that inequality

is not structurally changing.

In this section, I use insights from the measurement framework and discuss how we

can use the income share of the richest 10% to get at the main dependent variable of

this project: long-term inequality and inequality traps. Figure 2.2 shows the Income

Share of the Richest 10% for all countries in South and Central America. The graph

displays for each country the available data points between 1960 and 2018 and a

smoothed trend estimated that minimizes the error. In addition, the horizontal line

shows the mean level for all countries in Latin America throughout the period. This

line serves as a reference to be able to distinguish countries according to their level

of economic inequality.

Using the mean as reference, it is possible to see that countries like Uruguay,

Venezuela, and Argentina have had consistently lower levels of economic inequality

in the region. The graph also shows that for these countries, and despite short-

term variations, the trajectory seems to stay at similar levels. In contrast, countries

like Colombia, Chile, Brazil, and Honduras have had persistently higher levels of

economic inequality. Because of this, I characterize these countries as being trapped

by inequality. A few countries stay around middle levels of inequality throughout the

period like Costa Rica, Panamá, and Mexico. In contrast, only a few countries present

changes in their trajectories. In particular, Perú, Ecuador, and Bolivia were able to

escape extremely high levels of economic inequality in the second half of the twentieth

century. The graph also shows that in most countries, inequality has been decreasing

since the early 2000s. The downward trend has been documented widely in the social

sciences (Huber and Stephens (2012); Lustig (2015)), and existing explanations point
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Figure 2.2: Economic Inequality Trajectories
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to the left-wave in the region and to important social policy reforms. However, I

think we have yet to see which countries will experience a reversal to the mean and

which countries actually saw a permanent break with past levels. Based on available

data we can already see that this downward trajectory stalled reversed (Colombia,

Argentina, Perú) or even reversed (Venezuela, Honduras, Nicaragua, Brazil).

I use this graph to code countries into categories of economic inequality and their

level of stability. I summarize the coding of cases in 2.5. Classifying countries per

their level of inequality and the stability in the trajectories allows one to see the

variation on the outcome around which this project is centered. As I explained in the

introduction, this variation is the basis of the different components of the research

design. For theory building, I selected cases that vary both in the outcome and on

the main explanatory factors of economic inequality. In Uruguay, despite short-term

variations around its mean, inequality has been relatively stable and much lower than

in other countries in the region. Chile experienced a period of decreased inequality

between 1960 and 1970 when it appeared to have escaped an inequality trap. However,

in the 1980s, the trajectory changed upward and returned to similar values of those in

the 1950s. The case of Colombia shows brief periods with a small decrease, but these

were followed by a rapid reversal to the mean. Honduras too seems to be trapped

in high levels of economic inequality. However, the trajectory is more unstable than

that of Colombia. Finally, I want to draw attention to Perú. In contrast to what

happened in most countries in Latin America, the country witnessed a decreasing

trajectory starting in the 1960s that suggests that the country managed to escape a

high inequality trap.
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Table 2.5: The Outcome: Level and Stability

Country Level
(1960)

Level
(2018)

Stability Notes on coding

Low and Persistent Inequality

Argentina Low Low Medium
Stability

Even though Argentina has been below the mean line for most
years, during the economic crisis of 2001, inequality reached
a country high. However, the line reverted back to pre-crisis
levels.

Uruguay Low Low Stable Low levels throughout the period.

Venezuela Medium Low Stable Low levels throughout the period.

Medium and Persistent Inequality

Costa
Rica

Medium Medium Stable Stability on mid levels of inequality seems to be higher in
Costa Rica than in most other countries in the region. It
was initially the least unequal country in Central America.
However, unlike other countries in the region, inequality did
not decrease since early 2000s.

Mexico Medium Medium Stable Mexico’s level of inequality seems to be close to mid-levels
throughout the period.

Panama Medium Medium Stable Panama’s level of inequality seems to be close to mid-levels
throughout the period.

Trapped by Inequality

Brazil High High Inequality
trap

Brazil has had very high levels throughout the period - In-
equality trap. Similar to what happened in many other coun-
tries in the region, the country saw a decline for the first few
years of 2000s. However, the downwarn trend is no longer
clear.

Chile Medium High Inequality
trap

Chile has had persistently high levels of inequality. There was
a period in which inequality decrease (1960s) that this graph
fails to fully capture. However, with Pinochet, the country
returned to inequality levels similar to those pre-1960. With
governments of La Concertación, the country saw decline in
the level of inequality but not as steep as that of other coun-
tries in the region.

Colombia High High Inequality
trap

Colombia has had persistently high levels of inequality - In-
equality trap.

Honduras Medium High Unstable Honduras showcases one of the most unstable trajectories of
economic inequality in the region.
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Cont. The Outcome: Level and Stability

Escaped Inequality Traps

Ecuador High Low Escaped
Inequality
Trap

The country went from having extremely high levels of eco-
nomic inequality to having relatively low levels.

Peru High Low Escaped
Inequality
Trap

The country went from having extremely high levels of eco-
nomic inequality to having relatively low levels.

Bolivia High Medium
- Low

Decreased
2000*

Around 2005, the country started to see a significant decrease
in the level of inequality. The decrease in Bolivia is one of the
most steep declines in since 2005.

El Sal-
vador

Medium Medium
- Low

Decreased
2000*

El Salvador shows a strong decline since 2000.

Insufficient Information

Paraguay No
data

Medium Insufficient
Informa-
tion

Paraguay is today at mid-levels of economic inequality.

Nicaragua No
data

Medium Insufficient
Informa-
tion

There are very few data points for the case of Nicaragua.

GuatemalaNo
data

Medium Insufficient
Informa-
tion

There are very few data points between mid-1960s and mid-
1980s.

Belize No
Data

Insufficient
Infor-
mation

Insufficient
Informa-
tion

There are very few data points to be able to code this case’s
trajectory of inequality.

In Figure 2.3 I incorporate available additional data points to each country series

and to further explore the temporal variations of inequality trajectories of the five

countries that I study in-depth. Besides, in addition to the Income Share of the

Highest ten percent, I also include the Gini Coefficient given that I was able to

collect data from the 1940s. The graphs present the smoothed lines using time as

a predictor of the inequality indicator. The variation in the level and stability of

inequality trajectories for the five selected cases becomes more clear by putting all of

the lines in the same plot and with the addition of the trend lines. As I mentioned
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earlier, Colombia and Chile, show persistently high levels of inequality, while Uruguay

shows low levels throughout the period. Per both indicators, Perú shows a decline

in the level of inequality since the mid 1960s. The picture for Honduras is less clear,

since the trajectories of both indicators seem to be different and less stable.
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Figure 2.3: Long-Term Trajectories of Economic Inequality Selected Cases
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Milanovik 2014, Rodriguez Weber Historical series for Chile and Colombia, Frankema. Notes: I

calculated average GINI and Income share by country in this way: available data points (sometimes
more than one observation per year-country with different sources) were averaged by country year.



110

Chapter 3

A Theory of Economic Inequality

in the Long Run

This chapter presents a theory of economic inequality in the long-run. The first

part of this theory is a “causes of the cause” argument. I focus on the main cause – i.e.

redistributive state power - and develop its conceptual and historical foundations. In

the second part of the chapter, I put this argument into an overall theory of long-run

inequality.

State
Capacity

Political
Cohesion	
of	Economic

Elite

Redistributive
State	Power

Economic	
Inequality
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My argument begins with the assumption that every form of power distribution is

permanently contested by the powerless and defended by the powerful (Winters and

Page, 2009). With this in mind, it is possible to think about a country’s trajectory

of economic inequality as a function of opposing forces combining to produce a given

distribution of economic resources. In this sense, stability is not a synonym of the

absence of change; in this dynamic equilibrium, stability is the result of a balance of

the competing forces. On the contrary, change results from a shock to the balance of

relevant forces, one that the system cannot compensate. I propose a theory that draws

on this notion of opposing forces to explain how trajectories of economic inequality

are shaped in the long run. The argument focuses on the balance of three forces:

pressures for redistribution, state infrastructural capacity, and the political cohesion

of economic elites. In what follows, I explain how these forces interact and under what

conditions countries manage to escape economic inequality traps towards decreasing

levels of inequality.

The first part of this chapter conceptualizes redistributive pressures, state capacity

and the political cohesiveness of the economic elite. In the second section, I show how

the state and the economic elite interact to get at a given RSP. In the third section,

I explain how RSP shapes economic inequality trajectories in the long run.

3.1 States, Elites, and Redistribution

In this section, I lay the foundation for the theory of economic inequality. I will

discuss three key concepts that are at the center of my argument: a) redistributive

pressures, b) state capacity, and c) the political cohesion of the economic elite. The

state and the economic elite are at the center of RSP. Together, they shape the
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responses to redistributive pressures and inequality trajectories.

3.1.1 Redistributive Pressures

Throughout history, the extreme concentration of property and income has at-

tracted a range of threats (Winters, 2011). I conceptualize Redistributive Pressures

as the forces threatening the concentrated possession of income and wealth of the

economic elite. These forces can take different forms. First, they can be direct and

take the form of threats to take over properties and goods. An example of this can

be found in the peasant movement of La Convención in Perú in the late 1950’s. The

more radical faction with the slogan of “land or death” resulted in the redistribution

of 300 Haciendas. Second, they can take the form of indirect claims made through

social mobilization and contentious politics to demand the government redistributive

policies. Third, they can be indirect through electoral support and votes for candi-

dates competing with redistributive agendas (Acemoglu and Robinson, 2006; Boix,

2003).

The idea of redistributive pressure captures the ‘sustained challenge to the capi-

talist system by the non-owning classes’ (Domhoff, 1998, p. 12), which, according to

Marxist theory, is inevitable. Pressures in favor of redistribution are a consequence

Bloomey’s idea of property as “held against others” and relational (Blomley, 2003).

Property is chronically contested, and as a result, the challenge of the economic elite

is to maintain their material positions. In addition, “The larger the property and

wealth claimed, the more numerous [. . . ] threats become” (Winters, 2011), page 22).

Two theories link high levels of economic inequality to pressures for redistribution.

The first approach relies on the psychological mechanisms triggered by inequality.
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Inequality is associated with a sense of relative deprivation that leads to frustration

among the poorer sectors of society (Runciman, 1972), 10). Higher levels of inequality

increase the levels of frustration and legitimize claims for social justice (Gurr, 1971).

The second approach emphasizes social identification as a cause of social mo-

bilization and rebellion. In this view, collective action is facilitated by a collective

consciousness, the identification of a collectivity with common values, interests, goals,

and sentiments that results in the sense of mutuality and solidarity (Gurr, 1971). The

socioeconomic class can be a source of common identity that facilitates collective ac-

tion and, in turn, can be associated with organized pressures from below.

Historically, forces favoring redistribution have come in the form of social mobi-

lization and contentious politics and respond to changes in the economic structures

as well as to the rise of new ideas on social justice. For example, in the 1920s and

1930s in Latin America, rising pressures to redistribute came from the left-wing social

mobilizations around the labor question (Collier and Collier, 2002), and the changes

associated with industrialization and urbanization. In addition, following the great

depression, ideas around the role of the State in the economy imposed important

redistributive pressures on the system. Another classic example of these challenges

is the rural Marxist-Leninist guerrilla insurgencies that emerged in the 1960s across

Latin America. These groups challenged the territorial reach of the state and its

monopoly of violence. Besides, the presence of a redistributive discourse was ex-

tremely threatening to the landed economic elites. These examples demonstrate the

pressures constantly being put on the existing distribution of material wealth and the

importance of thinking about the state and the economic elite in responding to those

pressures.



114

3.1.2 Defining State and State Capacity

The goal of this subsection is to define state capacity with reference to redistri-

bution. I argue that state’s capacity and autonomy not only vary across states, but

they also vary within states. For example, a state can have high coercive capacity and

at the same time have low extractive capacity. Similarly, a state can be autonomous

vis-à-vis certain groups and lack autonomy vis-à-vis others. In what follows, I ex-

plain the importance of thinking about the capacity to redistribute is an important

dimension across which states can vary.

For this theory, my conceptualization of the State aligns with Skocpol’s view

of the state as “[...] a set of administrative, policing, and military organizations

headed, and more or less well coordinated by, an executive authority” (Skocpol, 1979).

For Skocpol, in the Weberian tradition, the state “fundamentally extracts resources

from society and deploys these to create and support coercive and administrative

organizations”. As such, these layers of bureaucratic organizations are the basis of

state power. Skocpol emphasizes on a conceptualization of the State as potentially

autonomous. In reaction to a Marxist understanding of the State as an instrument

of class domination, Skocpol sees state capacity and state autonomy as dimensions

across which states can vary.

State Capacity:

The first component of my conceptualization of RSP is state capacity. The ca-

pacity of the State is conceptualized here as infrastructural power, as delineated by

Michael Mann. State infrastructural power reflects “the capacity of the State to ac-
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tually penetrate civil society and to implement logistically, political decisions through

its territory. [. . . ] that determines how far its bureaucratic apparatus can reach to

exert control and regulate social relations” (Mann, 1984). A State with high capacity,

or a strong state, is one that can maintain political order, protect citizens, guarantee

property rights, tax, and redistribute resources (Soifer, 2015; Mann, 1984). Other

things being equal, as a state gets stronger 1, it is plausible to expect that it acquires

a higher capacity to collect taxes, to enforce property rights, to repress threats to the

status quo, and to put in place redistribution schemes. All of these functions, tra-

ditionally associated with a modern state, are important determinants of economic

inequality and economic development. However, while necessary, state capacity is

not sufficient for the implementation of state policies. Existing works on the capacity

of the states to shape development outcomes emphasize on the importance of the

autonomy of the state.

For example, in Embedded Autonomy, Evans explains how the State shapes eco-

nomic development and focuses on embeddedness and autonomy as characteristics

across which states vary. In this work, autonomy is one of the key variables explaining

the extent to which state interventions successfully foster economic transformation.

Only states that are both embedded within the society and autonomous from it can

successfully promote economic policies(Evans, 1995). Evan’s treatment of autonomy

as a variable for states resembles Migdal’s idea that states vary in their capacity to

transform society. According to Migdal, the transformative capacity of the State is

a function of societal strength. Migdal assumes that societal strength is an attribute

of society as a whole, failing to recognize that different segments or groups in society

vary per their level of strength. Both Migdal and Evans point to the importance of

1I use state strength and state capacity interchangeable.
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the role of the State in influencing economic outcomes. However, both show that

absolute state capacity is only part of the story. Its strength vis-á-vis social groups

is equally important (Migdal, 1988). Therefore, the notion of the relative power of

the State is aligned with a view of the State for which autonomy is not a definitional

aspect but something that might vary across states.

An important limitation of these conceptualizations of the state, and its capacity

and autonomy, is that they portray a picture of the state as a monolithic entity and of

state autonomy as characteristic of the state as a whole. Using Orloff and Morgan’s

notion of the “many hands of the state”, I view state autonomy of the State as a vari-

able within the different sets of administrative, policing, and military organizations

that constitute the bureaucratic apparatus of a state (Morgan and Orloff, Morgan

and Orloff). For example, a state can have high infrastructural capacity (coercive

and administrative powers) and yet only fully use its capacity vis-à-vis certain actors

and policy domains. Morgan and Orloff argue in favor of looking into the concrete

ways in which states do the work of governing to understand the State and its power.

This focus allows the authors from an overly abstract categorization of the State. It

is possible to think about the State as being autonomous from some sectors of the

society and not autonomous vis-à-vis others. I depart from this notion and allow state

autonomy to vary within a state and vis-à-vis actors. In this theory, I am concerned

with state autonomy vis-à-vis the economic elite. In the next section, I provide the

conceptualization of the economic elite and the circumstances under which a state

can be autonomous from this particular segment of society.
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3.1.3 Political Cohesiveness of the Economic Elite

A politically cohesive economic elite is one that is characterized by the cohesive

stance of the different sub-types of economic elites regarding a state redistributive pol-

icy. The political cohesiveness of the economic elite is the second component of RSP.

For simplicity purposes, I will conceptualize and measure this concept as dichoto-

mous, that is a politically cohesive economic elite vs. a politically divided economic

elite. Sartori’s metaphor of the ladder abstraction provides tools to specify a clear

conceptualization (Sartori, 1970). The concept of the elite, “serves as an umbrella

concept for all actors holding concentrated minority power at the top of a community

or a state.” Winters (2011) elite is defined here as a minority of individuals that are

empowered by its possession of a concentrated power resource. The constitutive at-

tributes of the concept of elites are two: i) they constitute a minority of individuals

and, ii) they possess a concentrated power resource. Note that the logical relationship

between these two constitutive elements is AND implying that they are both neces-

sary and jointly sufficient attributes. The possession of a power resource gives elites

the capacity to influence the decisions affecting society more broadly. Given this con-

ceptualization, the negative pole of an elite is, therefore, the majority of individuals

that do not possess a concentrated power resource.

According to this definition, there are two main actors in which the elite is divided

further: the political elite and the economic elite. The individuals who occupy these

roles may or may not be the same people and this does not pose problems for the

argument. For example, current president of Chile, Sebastián Piñera, is one of the

richest people in the country and in turn he belongs to both types of elite: political

and economic. Following the definition of elite, one can say that the political elite is
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Figure 3.1: Conceptual Structure of Elites

constituted by minority of individuals that are empowered by their roles of leadership

in the government and the state. Their holding of public office, gives members of the

political elite capacity to directly influence decisions that affect the society in broad.

As Figure 3.1 shows, the economic elite is a subset of the elite formed by the mi-

nority of individuals empowered by their possession of material or economic resources:

e.g., land, wealth, income, or capital. As an economic elite gets more affluent, it has

more funds to invest in protecting this interest. The possession of a power resource

gives elites the capacity to influence the decisions affecting society more broadly. I

assume that members of the economic elite are interested in maintaining (or increas-

ing) economic resources under their control. Different types of economic resources
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allow one to identify different types of economic elites. For example, the landed eco-

nomic elite is, therefore, the minority of individuals that concentrate land properties.

Similarly, the minority of individuals concentrating capital in the industrial sector

is the industrial economic elite. Other subtypes of economic elites include financial,

commercial, etc. As such, this classification allows a single individual to be part of

multiple subtypes of economic elites, which means that these are not exclusive cat-

egories. The final component of the concept of political cohesion of economic elites

deals with the political alignment or misalignment of the different subtypes of the

elite. The cohesiveness of elites has been a central topic in elite theory. Consensus

within stems from the elite’s dense network that gives them satisfactory access to

central decision-makers (Hazan, 2001). In fact, according to Mill’s model, cohesive-

ness is a defining attribute of the power elite. Competition among business, executive

political and State security elites is limited since members of the power elite are in-

tertwined and share educational and social backgrounds. Similarly, For Burton and

Higley (1998), power is dispersed among numerous elite groups that agree on the

basis of rules of the game governing their competition (Higley and Burton, 1998).

These models of elite power have two limitations. First, they cannot account for

elite splits or elite divisions because they assume cohesiveness is a defining feature

of the power/ruling elite. Second, they fail to provide a clear conceptualization of

the power elite resulting in unclear boundaries distinguishing it from different types

of elites. As a result, the lack of clear conceptualization of elites and the different

types of elites has been problematic for the operationalization and measurement of

elite cohesiveness.

Beyond elite theory, the political cohesiveness of the economic elite has been at
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the center of important theories of explaining social change. For example, Barrington

Moore’s explanation is centered on the role of the bourgeoisie in abolishing the dom-

ination of the landed elite and bringing capitalist democracy to England, the United

States, and France (Moore, 1993). Similarly, in Demanding Democracy: Reform and

Reaction in Costa Rica and Guatemala, the 1870s-1950s, Yashar finds that the dif-

ferences in terms of consolidating democracy between Guatemala and Costa Rica are

in part a consequence of different levels of expressed political cohesion among the

elites (Yashar, 1997). In Ordering Power, Slater emphasizes the capacity of the elite

to solve the collective action problem to respond to contentious politics, as an impor-

tant explanatory factor of regime durability and state capacity in South East Asia

(See (Slater, 2010, p. 45) O’Donell and Schmitter in their theory of democratization

emphasize on elite pacts as an important component of transitions to democracy in

Latin America (O’Donnell et al., 2013).

However, the literature often talks about a cohesive vs. divided elite without

providing a clear conceptualization sustaining the basis of such cohesiveness. For

this theory, I see political cohesiveness is a qualifying attribute of the economic elite

vis-‘a-vis a policy or a set of policies. This allows me to empirically assess the co-

hesiveness of the economic elites by looking at their stances, communications, and

positions. The concept of political cohesiveness of economic elites allows me to cate-

gorize societies or countries based on whether or not the economic elite is politically

cohesive. I conceptualize this disagreement or lack of cohesiveness as a politically

divided economic elite.2 In contrast, when different subtypes of economic elites have

2Cohesiveness does not require that 100% of the members of the economic elite to act cohesively.
If the most important sectors of the economic elite act cohesively then one can think of a cohesive
economic elite. Which are the important sectors is historically determined and depends on the
composition of economic production.
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the same stance vis-à-vis a policy, they can cooperate and act as a cohesive actor.

I conceptualize this as a case of political cohesion of the economic elite. One could

potentially measure whether members of the economic elite are in agreement or dis-

agreement in a variety of topics. For example, one might wonder whether different

subtypes of the economic elite disagree about who to vote in the presidential race.

Or they might have disagreements on what is the best policy to achieve certain goal.

Because the range of topics and policies in which economic elites might disagree is so

broad, I narrow the conceptualization of political cohesion around state’s policy ori-

entation in responding to redistributive pressures. In a society in which members of

a certain subtype of economic elite are also members of other subtypes, the political

cohesiveness of the economic elite is more likely. In sum, I define a cohesive economic

elite as one that is characterized by the political cohesion of sub-types of economic

elites.

I argue necessary condition for the capacity of the economic elite to defend their in-

terests and influence state policies. As a cohesive front, the control over the economic

production of the economic elite makes this group of individuals extremely powerful

vis-à-vis the State. On the contrary, when the economic elite is politically divided

(or non-cohesive), it’s capacity to influence state policy is significantly reduced.

I depart from Fairfield’s argument to explain how cohesiveness matters for the

economic elite’s power vis-à-vis the State (Fairfield, 2015). Fairfield provides a com-

pelling argument to explain how business elites can influence state policy through

their agenda-setting powers. On the one hand, they rely on their instrumental power

(partisan linkages, institutionalized consultation, informal ties, election to public of-

fice, cohesion, lobbying). On the other hand, their structural power allows them to
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create a credible fear of capital flight that makes them important veto players. Fair-

field argues that when business elites wield high levels of structural or instrumental

power, revenue-enhancing direct tax reforms are unlikely to be enacted or even for-

mulated at the agenda-setting stage. My argument differs from Fairfield’s in that I

recognize subtypes of elites within the economic elite. When economic elites have

opposing political positions, their veto player power is significantly reduced.

Which elite groups are dominant in the economy depends on the socio-political

and economic contexts. In Latin America, during the period of state formation, the

most important group accumulating and controlling most of the economic resources

in the economy was the landed elites. In the second half of the XXth century, as the

composition of the economic activities changed in Latin America, the weight of the

landed economic elites became less important, and industrial and commercial eco-

nomic elites gained prominence. The historical changes in the importance of different

economic activities mattered for the cohesiveness of economic elites. Because of this,

I will be attentive in the operationalization to the weight of different sectors.

3.2 Redistributive State Power

I define Redistributive State Power (RSP) as the power of the State to redistribute

income and wealth from the richer to the poorer segments of the society. I argue that a

country’s RSP depends on two factors: State Capacity and the Political Cohesiveness

of the Economic Elite.

Redistributive State Power= f( State Capacity, Economic Elite Cohesion)
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I argue that the RSP can help us understand under which circumstances redis-

tributive pressures result in an actual change towards more economic equality. Pres-

sures for redistribution can affect each of RSP’s constitutive elements. On the one

hand, these forces can pose challenges to order and to the monopoly of violence by

the State (Eaton, 2012). In reaction to these pressures, states will try to maintain

order and territorial control, which will lead to increases in their infrastructural ca-

pacity. But if they lose control and cannot retain power, the states will lose some

of their infrastructural capacity. On the other, these forces challenge the economic

elites’ ownership of valuable resources (Blomley, 2003). The economic elites will seek

to maintain or increase cohesion to protect their own interests as a group. How-

ever, if they cannot achieve or retain cohesion, they will be divided and even turn

against each other when facing the redistributive pressures. In the absence of strong

resistance from a united economic elite, the State will choose to maintain order and

control by redistributive institutional reforms. Therefore, how each factor of the RSP

responds to the redistributive pressures has great importance in determining the RSP

outcome. In this section, I present a typology of RSP that allows us to trace how the

interaction between the State and the economic elite can shape economic inequality

in the long run. Table 1 presents the four ideal types of RSP resulting from the com-

bination of State’s infrastructural power (weak, strong) and the cohesiveness of the

economic elite (cohesive vs. divided). In addition to the balance in these two forces,

I expect these types to vary according to their stability. The interests of these two

interacting forces suggest that some equilibriums are more likely to be stable than

others. This section also analyzes the resulting types of redistributive state power and

the conditions under which one should expect either stable trajectories of economic

inequality or changes in the trajectory of economic inequality.
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Table 1: A typology of Redistributive State Power

Weak State Strong State

Divided
Economic Elite

Balance of the
weak

Commensalism

Cohesive
Economic Elite

Parasitism Mutualism

Table 3.1: Caption

Balance of the strong / Mutualism: Under this equilibrium, the State is strong,

and the economic elite is politically cohesive. This equilibrium is self-perpetuating

because the interests of the State are aligned with those of the economic elite. This

is because the economic elite will protect state capacity, which protects the elite from

redistributive pressures, and the State will protect the unity of the elites in order

to increase its own capacity. In the resulting equilibrium, the State will not try to

institute redistributive policies in response to pressures.

State Relatively Weak / Parasitism: In biology, parasitism is defined as a

type of interaction between organisms in which the parasite lives on or in the host

organism and causes it some harm. Parasites are usually much smaller than their

hosts and cause them to harm without killing them. This is because they live off of

them. Parasitism is a good metaphor to describe an interaction in which the State

is infrastructurally weak and faces a cohesive economic elite. Under this equilibrium,

the economic elite is politically cohesive and, as such, has the capacity to influence

state policies. However, because the State has low levels of infrastructural capacity,
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it’s coercive power to repress emerging threats is limited. The weakness of the State

under parasitism makes this equilibrium less stable than mutualism.

State Relatively Strong / Commensalism: The term commensalism is used in

biology to describe a relationship between two organisms in which the commensal,

usually a smaller organism, obtains benefits from the other without harming it. The

State can be thought of as the host, which is not harmed by the presence of the

economic elite (the commensal). The economic elite is politically divided and, in

turn, has a lower capacity to shape state policies. I expect this equilibrium to be

stable since the State has the capacity to either repress threats or to put in place

redistribution schemes that effectively appease the pressures for redistribution.

Balance of the Weak: If both the State and the economic elite are weak, we

can talk about a Balance of the Weak. Under this equilibrium, the State has a

low capacity to penetrate the lives of civilians. In addition, the economic elite is

politically divided and, as such, cannot act as a collective to shape state policies.

I expect this type to be an unstable equilibrium because both the State and the

economic elite have an interest in becoming stronger. Economic elites are interested

in protecting their privileged position, and in turn, they will deploy power resources

to defend this position. The order in which these two things occur will determine

if the new equilibrium is parasitism, commensalism, or mutualism. For example,

in Chile, during the period of state formation, a politically cohesive economic elite

agreed on the importance of having a strong state to defend property rights. As

a result, Chile quickly arrived at mutualism. In the next chapter, I analyze four

cases to show how countries reached different equilibriums of RSP and the economic

inequality trajectory that followed. If, on the contrary, a cohesive economic elite sees
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the strengthening of the State as an inconvenience for their interests, the result is

parasitism. This is the case in Colombia after the period of state formation. If, in the

midst of elite divisions, the State reaches high infrastructural capacity, the resulting

equilibrium will be commensalism.

3.2.1 RSP versus similar concepts in the literature and al-

ternative explanations:

The concept of RSP is related to important concepts that capture a more gen-

eral notion of the relative power of the state vis-à-vis certain societal groups. In

this section, I explain the main differences between RSP and State autonomy and

Migdal’s relational understanding of the State. The main difference between RSP

and state autonomy is that the former emphasizes the autonomy of the state vis-à-vis

a particular segment of the society – the economic elite.

The concept of RSP is therefore related to concepts of state autonomy and the

relational strength of the State. However, unlike these concepts, the definition of RSP

captures the relative power or autonomy of the state vis-à-vis the economic elite. I

don’t view state autonomy as a characteristic of a state in general. Instead, the State

can have autonomy vis-à-vis certain segments of the society and not autonomous vis-

à-vis others. Therefore, the RSP concept is underscoring that state autonomy is not

a defining feature of the State as a whole. Instead, it is a relational concept that can

vary for different types of actors of civil society.
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Figure 3.2: Mutualism

3.3 Models of Long-Run Economic Inequality

In this section, I analyze how redistributive pressures interact with the RSP to

produce long-term trajectories of economic inequality. In particular, I explain how

the type of RSP shapes the responses to such pressures of redistribution and the

conditions under which a given equilibrium can be broken.

One of the interesting puzzles around inequality is that it is associated both with

forces of change and with self-perpetuating mechanisms. On the one hand, higher

economic inequality is inherently associated with higher and more systemic pressures

for redistribution (Meltzer and Richard, 1981; Gurr, 1993; Blomley, 2003). On the

other, higher levels of economic inequality result in the fact that those who benefit

from such inequality have more power resources to defend their possession of wealth

(Ansell and Samuels, 2014). The role of the State is crucial in mediating this duality

of inequality.

In mutualism, the cohesiveness of the economic elites and the alignment of their

interests with those of the State results in high levels of economic inequality. State

Policies are designed to privileging the interests of the economic elites. Furthermore,
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high infrastructural power allows the State to actually implement those policies. Fig-

ure 3.4 illustrates how the State and the economic elite interact in the face of redis-

tributive pressures in a context where there is mutualism. Under mutualism, the State

has a high capacity, and the economic elite is cohesive. The capacity of a cohesive

economic elite means that their power has been institutionalized, and the interests

of the State and those of the economic elite are aligned and enacted through state

policy. The state policy, in response to the redistributive pressures, will most likely

defend the interests of the economic elite, and economic inequality will persist. In the

face of insurgencies, for example, the State has the capacity to use its coercive appa-

ratus to repress. The history of Chile provides examples of how state power was used

to repress challenges and protect the interests of the economic elite (Weber, 2015).

Another alternative is that the state policy engages in some bargaining with the mo-

bilizing sectors and propose a policy reform that manages to tame the pressures while

maintaining the interests of the economic elite fully protected. For example, through

poverty alleviation schemes that don’t structurally change inequality in the long-run.

Under this type, I would expect to see a state with overall high levels of state capacity

that coexist with high and persistent levels of economic inequality. Besides, I also

expect that in the presence of redistributive pressures, the state defends primarily

the status quo distribution and uses its coercive and administrative apparatuses to

do so.

In parasitism, the cohesiveness of the economic elites and its relative power over

state policies results in high levels of economic inequality, similar to mutualism. How-

ever, unlike mutualism, the State will not be able to use its infrastructural power to

respond effectively. If, in the midst of pressures, the State fails to respond, economic

elites need their own strategies to defend their positions.
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Figure 3.3: Parasitism

Redistributive threats also put pressure on the cohesiveness of the economic elite.

Mainly because oftentimes, the pressures are not equally threatening for all sub-types

of the economic elites. For example, the pressures from workers in urban settings

put pressures over industrial elites but not necessarily over landed elites. Similarly,

claims to land rights made to land-owners might not be threatening for industrial

elites in the city. In the bargaining process, the cohesiveness of the economic elite

is threatened. If under these pressures, the economic elite stops being politically

cohesive, the State can engage in policy responses that are not so dependent on high

coercive capacity (e.g., violent repression of the threat)—for example, implementing

selective redistributive policies in alliance with only one faction of the economic elite.

An example of this can be seen in Perú in 1968 when the government was able to

implement a radical land-reform in the Sierra region enabled by an alliance with

industrial and commercial sectors based on Lima. If this is the case, the equilibrium

will change towards commensalism.
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Figure 3.4: Commensalism

If the economic elite becomes politically divided and the State remains infras-

tructurally weak, the equilibrium will likely go back to a “balance of the weak” type.

Under parasitism, pressures for redistribution can result in a different type of RSP. As

a result, whether economic inequality stays stable or changes depends on the capacity

of the economic elite to maintain a cohesive political position to shape state policy

and on State’s infrastructural power.

Commensalism characterizes an equilibrium in which the State has high infrastruc-

tural capacity, and the economic elite is politically divided. Under this equilibrium,

state policies do not respond to the influence of a divided economic elite, and as

a result, under redistributive pressures, the most likely outcome is that the State

responds with redistributive reforms. Given that the State wants to maintain its

infrastructural capacity, redistributive schemes that decrease the level of economic

inequality, not only appease threats but make them less likely and systemic in the

long run. As a result, I expect that in the short-run economic inequality will tend to

decrease, and in the long-run, I expect the equilibrium to stabilize around low levels

of economic inequality.

As I explained earlier, the balance of the weak equilibrium is very unstable. Be-
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cause of this, in the midst of the bargaining process between the State and the eco-

nomic elite, the response to the threat is contingent. When countries fail to escape

this equilibrium, I expect trajectories of economic inequality to be very unstable.

When comparing the different types of RSP, it is possible to see that the strength

of the State will determine the stability of economic inequality and its potential to

change. Cases in which the State has high capacity, then we expect stable trajectories

of economic inequality (mutualism and commensalism). On the contrary, in places in

which the State has low capacity, it is more likely to observe a change. The rise of

threats to the status quo distribution will result in the possibility of a change in the

trajectory.

high infrastructural power → change is increasingly difficult

high infrastructural power → change is possible under certain conditions

3.4 Institutional responses and redistribution

As I explained earlier, RSP conditions the response to redistributive pressures

and conditions whether or not these pressures turn into redistributive policies. As
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such, RSP conditions long term trajectories of economic inequality because it is at the

core of the politics of redistribution. RSP allows me to distinguish the infrastructural

capacity of the State with the actual implementation of redistributive policies and

reforms. In other words, high levels of state capacity are necessary for a state to have

high levels of RSP, but they are not sufficient. In this section, I explain how the range

of institutional responses have the potential to shape economic inequality.

Once the redistributive pressures emerge, what are the institutional channels that

enable states to protect the interests of the economic elite or enact changes on in-

equality? There are multiple institutions at the national level with the potential to

shape the distribution of economic resources. However, there are two groups of insti-

tutions that are theoretically important and that have been historically important in

shaping the distribution of economic resources: taxation and land reform. Taxation is

perhaps the most salient and significant means by which wealth is redistributed. Via

progressive schemes of taxation, states can decrease the level of economic inequality in

a given society. In Latin America, because of the historical and political importance

of concentration of land ownership, land reforms have been an extremely important

redistributive reform (Albertus, 2015; Saffon Sanin, 2015; Vergara, 2018). In societies

highly dependent on land-based economic activities, a reform that redistributes the

main productive factor will also result in lower levels of inequality. Because of their

potential to change the status quo distribution, redistributive efforts in these two

groups of rules are at the center of the dynamic equilibrium of inequality. In Latin

America, they have been the focus of citizens demanding redistribution and are also

a focus of wealth-defense strategies of the economic elites (Soifer, 2013; Boix, 2003).

The focus on institutions and institutional reforms is aligned with a view of institu-
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tions as mainly distributional apparatuses that create and reproduce power structures

that aid in their reproduction (Mahoney, 2010). As a result, institutional change re-

sults from power struggles.

State Capacity is linked to taxation: where states are sufficiently capable, they can

extract funds from social actors. “Impulses to extend capacity and secure more rev-

enues often come at extreme moments of extreme pressures, such as when states face

an external threat from a neighboring country or an internal threat of insurrection”

Schneider (2012).
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Chapter 4

RSP in Latin America: A

Comparative Historical Analysis of

State Formation and Inequality

In this chapter, I summarize the analysis that led to the theory-building compo-

nent of this dissertation presented in Chapter 3. As I explained in the introduction,

the research design for theory building is centered on a comparative historical anal-

ysis of state formation in four countries: Chile, Uruguay, Honduras, and Colombia.

The cases were selected on the dependent variable, which allows me to theorize on

the factors behind economic inequality. The goal of this analysis was to find relevant

variation across countries that could explain economic inequality’s long-term trajec-

tories. This analysis combines secondary sources, archival documents, and interviews

with country experts made during trips to conduct preliminary fieldwork in Chile,

Uruguay, and Colombia.
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Through a comparative analysis, I find that decisions made during the period of

state formation had long-lasting effects in terms of the Redistributive Power of the

State and economic inequality. Following independence, countries in Latin America

were left in the balance of the weak category. The colonial state and many of its

rules and bureaucratic apparatuses were either gone or weakened as a consequence

of the crisis of the Spanish Empire. Short term effects of the wars of independence

included the deepening of fiscal deficits and negative economic growth (Prados de la

Escosura, 2003, 2004) and a legitimacy crisis of creole elites (McFarlane, 1998). Be-

sides, relative to the Colonial period, economic elites had lost much of their economic

power. During Spanish colonialism, minerals had been at the center of the economic

activities. However, independence coincided with the collapse of the mining industry.

As a result, the merchant and mining segments of the economic elite were extremely

weakened too.

Despite the weakness of both the states and the economic elites, countries started

to move quickly into more stable levels of RSP. The period of state formation was

one of instability and political conflict within elites and was characterized by intense

institutional crafting. Within this context, space opened up for agents to decide upon

how their newly independent countries would look. The intentionality with which the

processes of state formation were carried out suggests that independence did leave

some room to decision making (Centeno, 2002; Lopez-Alves, 2000). The decision-

making process resulted in contingent decisions that had long-lasting consequences

for RSP, and more generally, for patterns of the state-society relationships. This un-

stable equilibrium characterized by a weak economic elite and a weak state rapidly

unfolded into more stable RSP and economic inequality patterns. The characteristics

of this period make the critical event framework useful to understand how coun-
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Figure 4.1: State Formation and RSP

try trajectories unfolded—figure 4.1 summarizes the findings of this theory-building

exercise.

During the period of state formation, Chile’s economic elite acted as a cohesive

unit that fundamentally agreed on the importance of building a strong central state

with the capacity to protect property rights. This cohesion resulted in mutualism,

a stable equilibrium that results in high levels of economic inequality. In Uruguay,

after a long period of elite conflict, the foundation for a strong central state was built

during the Battle’s government. Political divisions within the economic elite even-

tually resulted in commensalism and, in turn, lower economic inequality levels. In

Colombia, in 1863, members of the economic and political elites reached a consensus

on creating a federalist organization of government characterized by a weak central

state. These decisions resulted in the formation of a weak central state and cohesive

economic elites: parasitism. In Honduras, pressures from external forces canalized
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through the enclave economy and an economic elite divided along with economic

activities maintained an equilibrium characterized by a weak state and a divided eco-

nomic elite. Figures 4.2 and 4.3 show available data of economic inequality measured

with the Gini coefficient and the share of the income held by the richest 10%. Fig-

ures 4.2 displays the series of historical levels of economic inequality calculated by

Weber (2015) using social tables to estimate earlier values. Unfortunately, this series

is not available for Honduras. In Figure 4.3, I show the series for available data on a

more recent period using data from multiple sources and after multiple imputations.

Because the data comes from multiple imputations, I include the 95% confidence in-

terval, which becomes thicker for missing data points for which there were no close

values.

The figures show that Chile and Colombia have had persistently high levels of

economic inequality. That is, both countries are trapped in a high-level inequality

trap. Being trapped by economic inequality means that a reversal follows periods

in which inequality decreases in the short run to the mean. Similarly, economic

inequality has been relatively lower for the entire period for the case of Uruguay.

Available data for the case of Honduras showcases a more unstable, but the caveat

applies that this series has a higher percentage of missing values.

In the following section, I analyze the period of state formation and how it shaped

RSP trajectories. I begin by discussing important antecedent conditions and then

proceed to the period of state formation and how different institutional configurations

consolidated a particular type of relationship between the state and the economic elite.
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Figure 4.2: Estimates of Gini Coefficient

Source: Notes: Chile, Uruguay from Rodriguez Weber (2017), Colombia 1938 – 1988 Rodriguez
Weber, 1990 – 2015 Milanovic (2019) Honduras: Milanovic.
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Figure 4.3: Inequality Trajectories Updated Data (after multiple imputation)
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4.1 Antecedent Conditions

Even though the material base of economic elites was deeply harmed in the years

leading to independence, colonialism left strong institutions of social domination.

These structures empowered the creole elites, and this had two consequences. On

the one hand, they were the ones acting as leaders during independence and in its

aftermath. On the other hand, they had an incentive to put a set of rules that would

guarantee their dominant position in society and give them legitimacy to govern.

Overall, the point of departure for these new nations was a strong link between

political and economic powers. The unequal distribution of social and political power

carried over to the initial stages of state formation.

A comparison of these cases allows us to identify what seem to be important an-

tecedent conditions influencing important decisions made during the period of state

formation. The first important factor is identified by Soifer (2015) in his theory of

state capacity. According to this theory, the distribution of political and economic

power shaped the configurations of the states and their capacity in the long-run. In

some cases, a single urban center concentrated economic and political power. In oth-

ers, at least two regions shared power resources (political and economic). The second

factor has to do with the distribution of economic activities among the economic

elites. For parsimony, I will group economic resources in two: those traditionally

associated with extractive economic activities (land-based, agriculture, mining, cat-

tle breeding) and those traditionally associated with commercial, economic activities.

In most countries, the Hacienda role was decisive in unifying the economic inter-

ests of the economic elites. Where hacendados were involved in other non-extractive

economic activities, land ownership acted as a unifying characteristic that allowed
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economic elites to be politically cohesive.

In Colombia, political and economic power was dispersed in multiple centers, and

for decades the country lacked a single predominant center (Soifer, 2015; Lopez-Alves,

2000). These centers, where most of the population was concentrated, were isolated

from one another because each of these centers produced and consumed its goods.

The lack of trade among the regions meant that there was no particular interest in

building a central state capable of facilitating commercial activities, strengthening of a

national army, or improving the infrastructure. In fact, at the regional level, economic

elites benefited from the weakness of the central state (Safford and Palacios, 2002).

The economic elite’s geographical divisions did not materialize into the absence

of political cohesiveness on the part of the economic elite. Writing in the late nine-

teenth century, Alejandro Lopez noted that there was not a single member of the

industrial, commercial, or political elite that was not at the same time a land-owner.

In Colombia, land ownership was something that unified members of distinct factions

of the economic elite. The power of land-owners and the colonial legacies of Hacienda

were determinant in unifying these interests. The political cohesiveness of the eco-

nomic elites manifested itself later regarding their positions on the role of the central

state and the disproportionate power held by Congressional Representatives. This

cohesiveness meant that, even though factions of the ruling elite were divided across

religion and political views, these divisions were orthogonal to preferences on policy

orientation regarding economic matters. Guillén notes the absence of evident conflict

between the landed elites and the commercial elites (Guillén Mart́ınez (1979), 304).

In sharp contrast, in Chile, the political salience of regionalism was limited, San-

tiago concentrated political and economic power. As Soifer (2015) shows, this was
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critical for initiating a stable trajectory of high state capacity. Another important as-

pect of how power was distributed in Chile was that economic elites were not divided

across commercial (urban) and extractive (rural) activities. In Chile, around 1830,

the nation’s most valuable economic sector was mining, and most powerful economic

elites drew their money from the extraction and export of minerals. However, their

resources did not stop there. In fact, in order to extract minerals, Chilean elites

needed to secure large extensions of land. In turn, the most prominent land-owners

were not dependent on their agricultural production; land served other purposes. It

was a means to control access to mineral deposits and key resources for its extraction

process such as water and forests (Valenzuela (2001)). There was no distinct class of

land-owners at the top of the social pyramid at any point in the XIX century. In fact,

between 1830 and 1860, the value of mining exports was about three times larger than

the value of agriculture. The wealthier and most powerful class had its capital in min-

ing, banking, and commercial activities, but they were also the largest land-owners.

In turn, the extractive-commercial (rural-urban) split was tenuous and did not result

in major conflicts within the economic elite. The Chilean economic elite’s unified in-

terests were a primary concern about protecting their property rights, strengthening

the State apparatus to do so, and maintaining their export-driven activities.

The structure of the labor force in rural areas was one that contributed to low

levels of conflict. Kurtz (2013) attributes the absence of conflict in Chile to a system

of labor tenancy called Inquilinaje. This system was one of un-coerced labor that

emerged from a situation in which Chilean Elites were extremely land-rich but also

cash-poor given the low competitiveness of their products (Loveman, 1976). In com-

bination with the fact that labor was not particularly scarce, this generated a low

land conflict situation. The consequence of this situation was that landlords did not
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require local control over the coercive apparatus. Furthermore, this also meant that

the development of agriculture was not counterproductive to urban areas. In turn,

elite cooperation between urban and rural factions was facilitated in the Chilean case

via Inquilinaje - an institution that prevailed commanding the labor force and the

relationships with land-owners. Inquilinos were at the top of the dependent rural

population hierarchy; they were responsible for maintaining the land, but they could

hire a third party to do so while producing goods of their own. As I have said before,

land-owners were not dependent on agricultural production. Therefore, they were not

demanding productivity from the inquilinos since agriculture was a secondary use of

the land. As Valenzuela notes, the reason behind the survival of this institution was

not one of efficiency. Instead, the institution’s distributional effects, benefitting both

the land-owners and Inquilinos, favored the maintenance of the status quo.

In sum, the political cohesiveness of economic elites facilitated a concerted state-

building project in Chile. An example of such cohesiveness can be identified in 1861-

1891 with the liberal-conservative fusion government (Scully, 1992; Bauer, 1975). As

I will show later in this chapter, the basis of such cohesiveness was mainly around

the primacy of private property and the role of the state in guaranteeing order and

property rights protection. In Uruguay too, economic and political powers were con-

centrated in Montevideo. At the beginning of the XIX century, the main economic

activities were organized around cattle breeding; ”It was a predominantly pastoral

economy characterized by the concentration of land ownership and backwardness in

exploitation” (Hanson, 1938). These large estates devoted to extensive exploitation

were particularly harmful to profitable employment opportunities. First, slavery was

legal in Uruguay until 1842. Even after abolishing slavery, the rural worker in Uruguay

was unprotected by labor codes, lacked limits on the hours of work and was wholly
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dependent on the will of the land-owner (Hanson, 1938). Besides, rural unrest was

a permanent threat for the landed elites in Uruguay, and it fueled the civil war that

affected Uruguay throughout the XIX century. This meant that rural elites were

highly dependent on land ownership of extensive property, and their main interest

was to defend their lands. Rural unrest shaped the main interests of the rural faction

of the economic elite for whom the state needed to respond to this threat.

In addition to the importance of rural activities, by 1830, a very large portion of

Uruguay population were European immigrants living mainly in urban areas. This mi-

gration coincided with the increasing importance of commercial activities controlled

by urban elites in Montevideo. The fact that immigrants mostly controlled com-

mercial activities resulted in the division of the economic elite along sectoral lines.

Furthermore, this division was one that mapped into the political and urban-rural

division that fueled conflict in Uruguay for most of the XIX century. Unlike what

occurred in Chile, in Uruguay, there was a clear tension between the urban and the

rural segments of the economic elites (Kurtz, 2013; Lopez-Alves, 2000; Soifer, 2015).

The territory of Honduras was not at the center of activities of the colonial power

(Mahoney, 2010; Lapper et al., 1985). Instead, it remained a province of Mexico until

1821 and remained part of the Central American Republic until 1838. As such, the

conditions in which state formation emerged were shaped low presence of colonial

bureaucratic institutions and decentralized infrastructure for extractive and commer-

cial activities. In terms of economic activities, Honduran elites depended until the

1820s on three primary sources of wealth: a tobacco factory near Comayagua, silver

mines near Tegucigalpa, and cattle market (Euraque, 1996). The dispersion of eco-

nomic power in three regions translated into a weak oligarchy (Schneider, 2012) and
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the dispersion of political power. During colonialism, the capital was established in

Trujillo. After independence, in 1824, it was established that Tegucigalpa and Co-

mayagua would alternate as capital cities of the state. Only after 1880, the capital

city was definitely translated into Tegucigalpa. The geographical dispersion of both

political and economic powers shaped the process of state formation in Honduras and

the persistence of a weak-wake type of RSP.

4.2 State Formation: A critical event for RSP

The period of state formation was marked by peaks on institutional crafting in

these countries. In this section, I describe key institutions that designed during this

period. These institutions can be understood as the main formal rules of the State’s

bureaucratic apparatus. I define institutions as the “rules or generalized procedures

that provide a guide for behavior and that promote predictable patterns of interaction

(whether consensual or conflictual)” (Mahoney, 2010). In this chapter I emphasize on

a view of institutions as primarily distributional instruments. Without downplaying

the coordinating effects of institutions, I argue that the main difference between these

constitutions is their distributional implications.

The role of the antecedents described in the previous section can be found in

each of the cases of institutional design that I explain in this section. The emphasis

here is on the distributional effects of the Constitutions first ruling the country. The

Colombian Constitution of 1863 debilitated the central State and granted autonomy

to regional economic elites. The Chilean constitution responded to the interests

of an elite empowered by multiple economic resources and ties to urban and rural

sectors. This meant that there was a general interest in protecting property rights
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and strengthening the central State’s capacity to do so. On the contrary, in the case

of Uruguay, the officers in charge of territorial units were more autonomous and their

goal was primarily to promote agriculture and pastoral activities; this supports a view

of the Constitution as representing the interests of the Landed upper class.

Furthermore, it empowered them vis-á-vis the central government. The distribu-

tional effects resulted in very different paths that can be associated with the trajecto-

ries of economic inequality. In Honduras, 11 constitutions ruled the country between

1825 and 1924. Initially, the institutional design was marked with the tensions inher-

ent to the dissolution of the Federal Republic of Central America in 1841, followed

by decades of political instability.

4.2.1 El Olimpo Radical in Colombia:

In Colombia, between 1861 and 1862 the country witnessed yet another civil war.

This time, the warring sides were composed by a radical faction of the Liberal party

and the Conservative Government. The winner was the radical faction of the Liberal

Party. After rising to power, it installed a Constitutional Assembly to rewrite the

constitution and reorganize the country towards federalism. This period of liberal

reforms is known as El Olimpo Radical. I find that whereas there was a faction

participating in this conflict with centralism and a unitary system of government

as their flag, economic interests were shared by both parties. According to Roll, a

constant in the history of political parties in the country, economic interests prevailed

over partisan ideals persistently (Roll, 2001). This reality is expressed in 1859 by

Madiedo, who in a satirical way shows ideological incongruences in both parties that

he attributes to the fact that leaders of the parties were [literal translation of a
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fragment] “nothing more than sons of the same parents, with the same teachings,

with the same ideals [...] (Madiedo, 1978).

The starting point of the United States of Colombia, as the country was named

then, is 1863 with a new Constitution that marked a period characterized by a series

of reforms towards a radical break with the colonial past. During this time, economic

elites saw the strengthening of the central State as an obstacle to progress (Soifer,

2015, 47). Three main areas were targets of such reforms. First, federalism was

instituted as the system of government accompanied by a small central state. Second,

laissez fair was the dominant economic policy. The reformists aim to promote exports

and imports of goods to modernize the economy and insert the United States of

Colombia into the world economy. Thirdly, some reforms aimed to elevate the freedom

of citizens. In particular, there was a shift towards a secular education and religious

freedom which meant that the power of the Catholic Church was separated from the

power of the State.

The idea behind these institutional reforms was that economic development would

be achieved by dismantling the State and minimizing its interference. I claim that the

result of these liberal reforms was the institutionalization, and further deepening, of

an imbalance between the power of the central State and the power of local economic

elites. I argue that these reforms generated a long-term legacy of power asymmetry

that favors the interests of the economic elite. identify the ‘Olimpo Radical’ as poten-

tially a critical event that shaped the relative power of the Colombian state vis-á-vis

the local economic elites.

During this juncture, institutional innovations included autonomy for each province

to control its army, which necessarily hindered the monopoly of force in the hands
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of the national State. In fact, in 1867 a constitutional ruling determined that the

national government had to stay neutral in the event of a conflict within a state

(Soifer, 2015, 53). Milicias Hacendatarias (militias of Haciendas) were in charge of

security provision and had the coercive control in their regions. Each province could

decide to the organizational and institutional basis of the bureaucratic apparatus

autonomously. Besides, provinces were in charge of designing and implementing its

own commercial and fiscal regimes. The high level of autonomy given to local elites

meant that land-owners and commercial elites assumed control of most bureaucratic

positions. According to Roll, the repartition of bureaucratic positions strengthened

the links between traditional party brokers (gamonales) and economic elites at the

regional level. He attributes this period as crucial for the establishment of gamonal-

ismo, identified as an important aspect of politics in the country. Scholars have also

signaled how gamonalism has served as an instrument of domination against soci-

etal pressures for change and as a defense mechanism favoring local economic elites

against modernization efforts (Roll, 2001).

The Jesuits, an important faction of the Catholic Church and one of the biggest

land-owners, were expelled from Colombia during this period. Besides, the consti-

tutions abolished the status of portions of land declared as indigenous safeguards.

The result was that even larger portions of land were available for being transferred

by the state to particulars (See Bethell (1984)). Unsurprisingly, adjudication of land

was also dependent on local governments province. The nature of adjudications con-

tinued a pattern that preceded 1863, the state had been adjudicating land to foreign

and national companies in exchange of infrastructural projects and land served as a

resource for the State to pay its debts.
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Land adjudication intensified during this juncture and large portions of adju-

dications became important political transactions. The result was the heightened

importance of land which also meant the power of the Hacienda and land-owners

was decisive in each of these provinces. It also meant that land-owners saw in the

period of liberal reforms an opportunity to enlarge their properties (Kalmanovitz,

2003, 124).1 While it is important to recognize that some of initial efforts of land

distribution redistributive in nature, in 1860 a law was passed that required recipients

of land a minimal rent. A few years later, a fiscal regulation approved in 1873 and

a law in 1874 prevented land distribution as part of the social policy (Código Fiscal,

Ley 106 de 1873, Ley 61 del 24 de junio de 1874).

In sum, the 1863 Constitution and subsequent laws, further debilitated a weak cen-

tral state and empowered local economic elites by granting autonomy to the provinces.

The local governments set the terms of the commercial and judicial regimes, formed

and managed their armies and were in charge of adjudicating land ownership. During

this period, the deepening of state weakness made the distribution of land the means

to mitigate financial pressures and the way of financing infrastructural projects, an

increasingly important part of state activities. As this advanced, the finances of both

the national and local governments depended increasingly on economic decisions of

the private sector and landowners in particular .

1According to Kalmanoviz the federal and central governments distributed a vast amount of land
usually to very few individuals. For example, only 0.05% of the land was distributed to colonos. In
contrast, one individual and member of the economic elite Juan Uribe in Antioquia received 102,717
hectares as a public debt payment. Similarly, Francisco José Saravia received 25,000 hectares in
Cundinamarca and 26,474 in Meta. Lorenzo Gallón received 60,000 in Cauca and Juan Manuel
Arrubla 30,000 in Antioquia. Most of these were payed by the government for public debt.
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4.2.2 Elite Conflict in Uruguay:

The year 1814 marks the independence from Spain in the territory occupied today

by Uruguay. In 1815 Artigas, one of the leaders of independence, initiated a campaign

in favor of land redistribution, a principle of equality was present in the motto of this

reform “... los más infelices serán los más privilegiados...” which translates into those

who are the most unhappy will be the ones that benefit the most. The egalitarian

effort of Artiguismo was interrupted in 1815 with the Portuguese Invasion of the

territory. The path towards independence was not achieved until 1828, year in which

independence of the Estado Oriental del Uruguay was stablished. The Convention

that gave origin to this nation also stablished a Congress in charge of writing the first

Constitution in 1830.

A period of conflict and instability followed Independence in Uruguay. Marked

by the tensions between the urban and the rural divisions, known respectively as

Blancos and Colorados, conflict characterized the XIX century (Barran and Nahum,

1968; Hanson, 1938; Lopez-Alves, 2000). Taken at face value, the constitution of

1830 had a very restrictive notion of electoral representation. Representation was

contingent on a minimum rent or income. Historians interpret this restriction as a

reaction to Artigas’s views of land redistribution as a means to alleviate rural unrest

(Abdala, 1982).

Aligned with this view, Real de Azúa (1988) claims that state makers had two

objectives: demobilize the rural masses and make the military establishment a polit-

ical outcast. However, at the time, state makers noticed that trying to accomplish

both led to a contradictory policy intervention. They had two alternatives: control
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the rural poor by drafting them into the army (strengthening the army) or to em-

power land-owners to control their labor force and repress banditry. Among these

alternatives, land-owners’ empowerment was selected, which resulted in the creation

of Junta Económico-Administrativa - an institution governed by the following rules;

i) only property owners could be chosen, ii) there was liberty to reform or adjust the

rules dictated by the Executive branch and iii) there was autonomy from the central

government. The main goal of this was to promote agriculture and cattle breeding

through the empowerment of rural elites. The conflict within these two parties, repre-

senting the economic elite’s distinct factions, meant that this constitution was hardly

implemented. As we will discuss later in this chapter, the constitution further fueled

existing tensions by privileging landed elites.

4.2.3 Rapid Strengthening of Central State in Chile:

The years following the independence of Chile where ones of intense institutional

crafting. Constitutions were written in 1818, 1822, 1823, 1826,1828, and 1833. The

importance of the capital meant that most of these were centralist constitutions.

However, there was a brief period after 1826 in which Federalism was established.

According to revisionist historians, the conflict between the elites in Concepción and

Santiago was real and the alternative of a federalist Chile was not implausible. [Del-

gado, 2014] The existence of alternative visions within the elite speaks to the inten-

tionality embedded in the state building project. The resolution of the elite’s conflicts

was key for initiating a stable state building project in 1833. Even though the Con-

stitution of the Republic (1833) was not the first constitution, it was the first to be

implemented and ruled until 1925. As I said, it marks the beginning of a period of

stability and a very strong state throughout the territory.
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The winning alternative of centralism and a strong president can be seen through

the structure of territorial administration and the creation of the intendnt, an im-

portant figure declared in Chapter VIII of the Constitution, articles 106 to 122 in

particular, where the territorial administration was structured.The Intendant, who

was appointed by the President and operated under his instructions and strict or-

ders, was in charge of the administration of provinces, departments, and municipal-

ities in Chile. Besides, the Intendant had in charge lower levels of administrative

units (departments, municipalities, districts, delegations, sub-delegations). However,

it was made explicit that the Intendant should always respond to the orders of the

President. According to the Constitution, one of the main goals of the Intendant

office and its sub-ordinates was to promote education, agriculture, industry and com-

merce throughout the territory. The main idea behind this figure was to strengthen

the executive power, which was thought as necessary to promote development of the

country via property rights protection. This officer was in charge of lower levels of

administrative units but was always responsive to the President’s orders. In turn, the

Constitution delineated a close relationship of sub-ordinance between the center and

the territories. The main goal of the constitution was to empower the president and

to strengthen a centralist vision of the State.

4.2.4 Instability and weakness in Honduras:

High levels of political instability and economic stagnation characterize the period

of state formation in Honduras. Instability becomes evident by looking at the number

of constituional reforms, the country had 11 Constitutions since Independence until

1925. The conflict around which city should be declared the capital exemplifies this

weakness and the level of political instability. The first Congress of the Republic
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of Honduras in 1824 declared that Tegucigalpa and Comayagua would alternate the

status of capital. This alternation was maintained until 1880 when Tegucigalpa was

declared as the capital.

According to Euraque, low levels of economic production and growth were insuffi-

cient to sustain a centralized state. Only after 1870s can one start talking about a sus-

tained effort to build a centralized state that would resemble those of its neighboring

countries (Euraque, 1996). Evidence of this efforts can be found in the government’s

attempt to build roads that would connect Tegucigalpa (in the central region) with

coastal cities. However, these efforts were halted by corruption and the incapacity to

repay debts to fore investors. The presence of foreign actors and the relative weakness

of local elites relative to banana enclave owners dramatically shaped the process of

state formation (Schneider, 2012, 57).

Unlike what occurred in other countries in Central America, coffee did not play

an important role in the process of state formation in Honduras. In fact, “The

country did not develop a class of coffee growers capable of building a national class”

(Williams cited in Euraque (1996)) which meant that it lacked an active class that

pushed for the creation of a state that went beyond the capital city. Agriculture

in general, and coffee were secondary to the mining sector. The dominance of the

enclave economic model, mainly around banana production, meant that once the

United Fruit Company became an important political and economic force, it had a

disproportionate power. Such power allow them to either shape state policy and even

implement their governance structure (Euraque (1996)).
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4.3 Legacies of Persistent RSP

4.3.1 Parasitism in Colombia:

In this section, I show how the distribution of power during a critical period in

the process of state formation, resulted in a long-lasting legacy in terms of the RSP

in Colombia. Two key aspects of the configuration of power marked this critical

moment; first, economic and political powers were dispersed across multiple centers.

Second, even though power was divided across geographical lines, there was enough

agreement amongst local economic elites that saw in the central state an impediment

to economic development and took steps to dismantle the strength of the central

state. These efforts to dismantle central state capacity empowered local economic

elites at the same time. In what follows, I demonstrate how the institutional reforms

made during this critical period fundamentally marked how the central state relates

to elites at the local level. To do so, I rely on both secondary literature and archival

material. Mainly, transcripts of Constituent Assemblies’s debates in the process of

crafting new constitutions both in 1863 and then again in 1884-85. I identify the

institutional reforms made during Olimpo Radical as critical in shaping the resulting

trajectory of a relatively weak state and a politically cohesive economic elite.

The institutional arrangements installed in the 1863 Constitution had conse-

quences in multiple spheres of the country’s political and developmental path. In

most aspects, the radicalism of the liberal Constitution resulted in reactive sequences

of change that difficult tracking a path of continuity in many of its institutions. How-

ever, I aim to show that parasitism endured periods of radical institutional reform. In
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particular, its legacy survived to Nuñez’s project of Regeneración, a project intended

to bring the country back to the conservative agenda. This project’s main compo-

nents included a unitary state, Catholicism as the official religion and protectionist

measures.

In 1880, Rafael Nuñez raised to power in a context of crisis, both economic and po-

litical. The national economy was fragmented, economic activity was bounded within

each of the four regions (Cauca, Antioquia, Interior, and the Atlantic Coast), and in-

ternal commerce was mostly inexistent. Besides, the regions were heavily dependent

on the exports of raw goods and imports of manufactured goods. An international

economic crisis in 1873, together with a drop in the exports of quina and tobacco,

had deep negative consequences for the regions. Around the same time, in 1876, a

civil war broke out. In an attempt to face the crisis, Nunẽz initiated a series of re-

forms towards the unification of the country and the strengthening of the central state

that included: the foundation of the National Bank, protectionist measures like the

imposition of imports tariffs and subsidies for national industries, and the increase

in public expenditure and goods provision. Initially, given the state’s weakness and

the depth of the political conflict, his attempts of reform failed. Until 1884, Nunẽz

was able to bring together a Constitutional Assembly that wrote in 1886 the new

Constitution, one that ruled until 1991. Most of the articles written in this Constitu-

tion were intended as counter-reforms to the 1863 constitution. As I said earlier, the

1886 Constitution aimed to return the country to a unitary system of government. It

made the Catholic Church regain its political status as the official religion. Besides,

protectionist measures were implemented, and the central state regained a role in the

economy.
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However, surviving these efforts of counter-reform, was the imbalance of power

between the central state and the power of regional economic elites. The central

state was strengthened following these reforms. However, it is relative weakness vis-

á-vis the local economic elites, was maintained. According to Kalmanovitz, despite

the centralist reform that led to the strengthening of the central state, it stayed

close to landowners and commercial elites. By analyzing the archival material of the

debates over the proposed reforms to replace the 1863 constitution, it is possible to see

how the power of local elites was protected and reproduced in Nuñez’s project. The

Senate, composed by representatives of each department (former provinces), became

a very important body in this newly formed central state.

On the one hand, an article (see Figure 4.4) was introduced to restrain the election

of senators to citizens with minimal rent. A revision of the Constitution’s text reveals

the introduction of a required minimum annual income of $1,200 pesos to become a

Senator. Compared to the estimations of average annual income between 1850 and

1900, this minimum income required was between 10 and 20 times the average income.

The introduction of this requirement can be interpreted as a way of guaranteeing

local elites’ participation in this unitarian government. The result was the intended;

senators belonged to local economic elites and, in turn, represented such interests.

Other rules complemented this article, including specifications on how senators would

be elected and by what segments of the population.

Figure 4.4: Income Requirements to be Eligible for Senate
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In looking through the archival documents containing transcripts of the debates

among members of the Constitutional Assembly, I was stroke by the absence of debate

regarding this article. It seems to be the case that the role of the Senate, and the

segment of the society that was intended to be represented by it, was not controversial.

In addition to the functions of law-making, as representatives of the departments,

senators were in charge of most decisions in terms of public finances, bureaucratic

positions, celebrating contracts, allocation of budget, and territorial divisions of the

country. The relative autonomy of local elites was maintained in this newly centralist

Constitution.

As evidenced in the transcripts of the debates, a point that was subject to heated

discussions was one of the territorial divisions. That is the further division of states.

Most of the writers’ discussions of this Constitution had to do with the formation of

new departments. A careful look into these debates shows that the main concern was

on how the process of centralization posed risks to territorial borders and divisions.

This is relevant because the stakes and the payoffs of having senators representing

local elites were very high.2

4.3.2 Mutualism in Chile

I claim that the Constitution empowered the central government in Chile and

initiated a positive feedback sequence towards a strong centralized state that mir-

rored economic elites’ interests. In fact, what followed the 1833 Constitution can

be analyzed as a self-reinforcing sequence of institutional change that fed both state

2I am reading trough archival material, and this is the general intuition that I have, I am trying
to find a good way to process the data found in these debates to provide a systematic account.
Comments on this will be greatly appreciated



158

strength and economic elites. Partial evidence of this can be found on the subsequent

reforms that followed the Constitution, and that progressively advanced the founda-

tion of a liberal democratic state. Elections were held every two years, almost without

interruption (1891 being the exception). Valenzuela attributes this Constitution as

the beginning of a process of democratization. According to him, it was the most

important of all the Republican Constitutions. First, it established the separation

of powers, typical of liberal democracies, including an independent judiciary and a

relatively strong bicameral congress. Second, the military was subordinated to the

constitutional government. Third, it encouraged freedom of the press, and a lively

and critical press can be found as early as the 1840s. Fourth, it traced the path for

the freedom of association and political and social purposes and was institutionalized

with an amendment in the 1870s. Fifth, concerning the right to vote, the subse-

quent reforms (1874, 1884, 1885, and 1888) were progressively extending the right to

vote. Overall, the subsequent reforms resulted in the institutionalization of a demo-

cratic regime that retained many of the institutional practices of the past (Valenzuela,

1977). Because of this positive feedback in Chile, during the XIX century, the state

was progressively getting stronger. This strong state was characterized by its strong

ties with the elites, which resulted in the fact that the formation of the state and

state projects mirrored their interests very well and continued to strengthen their

privileged positions.

4.3.3 Commensalism in Uruguay

The histories of Chile and Colombia contrast with Uruguay’s case in that the

economic elite was politically divided. During a civil war, the state was not in a

gradual path of strengthening its capacity, and the two elite factions were in constant
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conflict throughout the XIX century. The Constitution contributed to feeding the

existing dispute since it unevenly distributed power in favor of the landed upper class

and triggered the response of their counterpart. The Uruguayan case can be seen as a

reactive sequence in the sense that the events that followed the Independence and the

First Constitution were embedded in the ongoing conflict and often constituted the

actions of one party and the response of the other. Between 1830 and 1903, ”twenty-

five governments guided the Uruguayan ship, out of this, nine were forced out of

power, two were liquidated by assassination and one by grave injuries, ten resisted

successfully one or more revolutions. Only three were free of serious disturbance

during their period in office” (Hanson, 1938). This ended up forming a very weak

state that was not able to maintain institutional stability until very late in the XIX

century. López-Alves documents that by 1870 the central power remained unable

to penetrate the country-side and depended almost entirely on the parties and local

political chiefs. In the end, this resulted in very weak ties between the state and the

elites. This disconnection may have been the key to the fact that in 1900, after almost

70 years of institutional instability and state collapse, a complete renewal/abrupt

change of the Constitution and the birth of the first welfare state in Latin America.

Scholars have studied this puzzling character of rapid change and depth of these

reforms in Uruguay and have emphasized the role of José Battle y Ordoñez in leading

the process. ”How great an abyss existed between the Uruguay toward the end of

Guerra Grande and that which was born in 1900?” (Barran and Nahum (1968) cited

in Lopez-Alves (2000)).
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4.3.4 Balance of the Weak in Honduras:

The case of Honduras exhibits a singularity of having a weak state and a weak eco-

nomic elite. An analysis of existing literature on state formation and its legacies shows

the economic elite’s division along geographical and political lines. Besides, the state

remained extremely weak until the second half of the XXth century. Research on the

process of State Formation suggests that the lack of a strong centralized state, in con-

junction with geographical and political divisions among the economic elites, allowed

foreign investors, mainly in banana plantations and silver mining, to have dispropor-

tionate political control. The importance of the United Fruit Company in shaping

the political institutions has been well documented in the literature (Schneider, 2012;

Euraque, 1996). In fact, one famous joke told to describe this overall weakness is

that ”their country is so poor it cannot even afford an oligarchy” (Euraque, 1996).

Unlike what occurred in neighboring countries, coffee and banana did not serve as the

basis for a landed oligarchic government. Instead, it was foreign companies dedicated

to banana exports at the center of power and led the country’s integration to the

world economy. He adds, ”the higher classes are composed of wealth, education, and

refinement, and these classes really constitute the government element and govern all

public action. There is, however, no unity of purpose of action amongst them. They

are divided into numberless factions, each faction representing some individual of

dominant intellectual ability, or qualities of leadership, or possession of such personal

charms as attract or draw other men unto them” (Euraque (1996),end note 23). This

quote shows a pattern of elite division that prevailed in Honduras.3.

3“The conflict was not simply an urban-rural cash, even if that process was surely part if it,
The main dispute turned on the emerging opposition between North Coast Elite and working class
liberalism, even tinged with left-wing socialism, and the more conservative social and political culture
of the interior and Tegucigalpa.” (Euraque, 1996, 59)
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4.4 Conclusion

Relatively low levels of economic inequality have survived in Uruguay despite

multiple sources of instability in the country. On the contrary, high levels of Economic

Inequality have been the norm in Colombian and Chilean history. A century of deep

transformations in many dimensions of the political, social, and economic spheres

was not enough to solve structural inequalities. Attempts to redistribute have been

insufficient, sometimes sabotaged by the economic elites’ active efforts to protect

their richness and sometimes sabotaged by state’s incapacity to follow through with

proposed policies. I believe that these sources of sabotage have a common origin in

the redistributive power of the state. In the last section of this chapter, I explored

how the redistributive state power became an enduring trait in these countries in

Latin America. This framework allows us to identify key differences that I believe

are a fundamental piece to solve the puzzle of the divergent trajectories of economic

inequality in these cases. A critical difference in these countries that anteceded the

critical event of state formation can be found in the structure of power sustaining

the economic elites and shaping their interests in state formation. The elite split in

Uruguay resulted in a chaotic period of state formation, which led to the misalignment

of the interests of the state and those of the economic elite. On the contrary, their

unified interests allowed the economic elite in Chile to implement a vision of the state

that mirrored the elite’s economic interests and favored their privileged position. The

decision to dismantle the state in Colombia necessarily created a pattern of relative

state weakness vis-à-vis the local economic elites. In Honduras, foreign actors’ power

and political instability left the country with a weak state and a divided elite.

I trace the origins of the low levels of redistributive state power in Colombia by
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studying state formation’s critical event. I identify its legacies even in moments of

radical institutional change as the project Regeneración. After the new Constitution

of 1886, prior levels of the relative autonomy of provinces/states during federalism

were replaced (and maintained) by an extremely powerful Senate that represented the

interests of the local economic elites. Chile presents a different story. This analysis of

the first Constitutions allowed me to identify how the distribution of power is reflected

in the text. The Chilean Constitution protected elite interests and represented the

beginning of a very stable period in which elites consolidated a cohesive position

while the state achieved high infrastructural capacities. In Uruguay, the Constitution

aimed to empower landowners to respond to the rural unrest threat. The result was a

long-lasting civil conflict in conjunction with a weak state and weakening of elites. In

the early 1900s, in the context of elite division, Battle’s government initiated a series

of reforms that strengthened the state’s capacity and the redistributive capacity as a

result.
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Chapter 5

Parasitism in Colombia and Perú:

Redistributive Pressures, Weak

States and, Economic Elites

The Interwar Period was of critical importance to the long-term political and eco-

nomic development trajectories in Latin America (Collier and Collier, 2002; Bertola

et al., 2009). Intense social mobilization and demands for more favorable socioeco-

nomic conditions by the working classes characterized the decades between 1920 and

1940. The economic crisis brought by the Great Depression in 1929 intensified these

demands since it showed the limitations of the agro-export model and the enclave

economies. In addition to financial hardship, the 1930s brought ideas from Keyne-

sianism and state-led development models, a significant ideological change regarding

the role of the state in the economy (Julio, 2008). Emerging forces and ideologies

crystallized through renewed dynamics around partisan politics as well as the emer-
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gence of political leaders outside of the traditional establishment in many countries

in the region (e.g., APRA (Alianza Popular Revolucionaria Americana)in Perú, New

Liberalism in Colombia). Together, these forces threatened the existing economic and

political power distribution tied to the export-led development model.

The state and political elites responded to amounting pressures and to the ideolog-

ical shift regarding the role of the state in the economy with important institutional

changes in many countries in the region (Collier and Collier, 2002; Fals Borda, 1959).

In this chapter, I compare the institutional responses to the redistributive pressures in

Colombia and Perú. In particular, I focus on tax and agrarian legislation reforms as

the key redistributive institutions. Ideas about the role of taxation radically changed,

which resulted in important tax legislation reforms that considered, for the first time

in the region, the redistributive potential of a progressive tax system. Similarly, the

idea of property as a social function influenced land reform policy in Colombia (Babie

and Viven-Wilksch, 2019), page 171) and the constitutional reform in Perú of 1933

(See article 31). These institutional changes in Perú and Colombia cannot be seen

solely as the way to appease the redistributive pressures produced by social and labor

mobilization. They were part of a more complex process of institutional reform that

included the expansion of voting rights to previously excluded segments of the popu-

lation, labor incorporation reforms (Collier and Collier, 2002). Besides, these changes

went in tandem with attempts to strengthen the state apparatus and the expansion

of its territorial control.

Yet, while important and transformative in many respects, I argue that the insti-

tutional reforms and the emerging political forces did not alter the balance of power

between the state and the economic elites (Cueto, 2015). Instead, in both coun-
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tries, the economic elite was able to shape state policies to protect their interests.

Economic elites’ ability to challenge the state was possible because they acted as a

cohesive unit and maintained a relative strength vis-a-vis the state. In turn, in this

chapter, I aim to answer: How did Peruvian and Colombian economic elites manage

to keep their cohesion and a relative strength vis-à-vis the state, despite significant

pressures for redistributive reforms and the resulting institutional changes to appease

those pressures?

To answer this question, I combine process tracing and comparative historical anal-

ysis to understand how these policies came to be in each country. I rely on primary

and secondary sources around legislative changes to demonstrate how economic elites’

cohesive response enabled them to influence such state policies. In particular, I zoom

in into tax reforms in Colombia and Perú and land reform in Colombia and collected

archival documents on the bill’s conception, the reactions by different segments, the

changes made to the laws, and news coverage around them. I complement this data

with secondary sources on the topic. I organize the evidence around the observable

implications of the argument presented in Chapter 3 in the form of causal process

observations, as can be observed in Table 5.1. Through these CPOs, I identify the

mechanisms maintaining the power asymmetry between the economic elite and the

state. Ultimately, this chapter contributes to our understanding of economic inequal-

ity’s long-term trajectories by showing how these equilibria were maintained in both

countries. In doing so, I can speak more broadly about the politics of redistribution

and the forces sustaining persistent economic inequality in Latin America.

The literature on Historical Institutionalism provides a theoretical framework to

examine the different types of forces behind institutional reforms and their legacies.
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For this project, I draw on Mahoney’s definition of institutions as“rules or generalized

procedures that provide a guide for behavior and that promote predictable patterns of

interaction (whether consensual or conflictual)” (Mahoney, 2010). Institutions have

discriminatory benefits: they give disproportionate advantages for some segments of

the population and are inherently associated with conflict and power asymmetries

(Knight, 1992). Through this lens, I analyze the processes through which the cre-

ation of the income tax and land reform came to be as well as their distributional

consequences. My work is in line with a view of institutions as structures of power

distribution (Knight, 1992; Mahoney, 2010; Moe, 2005; Pierson, 2004). A compar-

ison of the the struggles in the writing process, and their distributional effects and

posterior legacies. This chapter is organized around these institutional reforms and

their legacies.

Before 1930, Colombia and Perú had similar levels of Redistributive State Power

(RSP). I define Redistributive State Power (RSP) as the power of the state to redis-

tribute income and wealth from the richer to the poorer segments of the society. I

argue that a country’s RSP depends on State Capacity and the Political Cohesiveness

of the Economic Elite.

The agro-export model that became the center of political and economic power

in the second half of the nineteenth century in both countries sustained parasitism:

an equilibrium characterized by a weak state and a cohesive economic elite with the

capacity to shape and dictate state policies. However, in 1930, the economic crisis

brought by the Great Depression, in conjunction with extensive social mobilization,

evidenced the limits of the agro-export model, and threatened the existing distribution

of power. The 1930s, brought significant pressures for redistribution, which caused
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Table 5.1: Structure of Causal Process Observations
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Figure 5.1: Timeline and Summary of the Argument

political elites to respond with a series of institutional responses. However, I maintain

that the redistributive potential of these reforms was limited. In both countries, the

economic elite maintained a cohesive front that allowed it to shape a state policy that

protected their interest. As a result, Perú and Colombia continued on a path of high

levels of economic inequality.

In a way, the combination of economic crisis with the extensive social mobilizations

and the emergence of anti-oligarchic political discourses contributed to the political

alignment of different economic elite segments. Figure 5.1 illustrates the argument.

Following this introduction, I first describe how pressures favoring redistributive

reforms emerged and the conditions that shaped those pressures to explain how they

threatened the status quo distribution of power. In the following section, I analyze

the process leading to the institutional reforms and how economic elites responded

to them. The reconfiguration of the political arena and the important institutional

innovations make the continuity of the balance of forces between the economic elites

and the states more puzzling.
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5.1 Emergence of Redistributive Pressures

In the first decades of the twentieth century, social mobilization around workers’

rights was on the rise around the globe. During this period and following the global

trend, most countries in Latin America saw intense social mobilization. Influenced

by revolutionary ideologies and models of trade unionism emerging in Europe after

the First World War, the frequency and intensity of rural and labor mobilizations

in this period resulted in key institutional transformations and the emergence of

new political forces in most countries in the region (Collier and Collier, 2002). In

particular, reforms were introduced to voting rights, to regulate labor rights, and in

terms of taxation.

However, the context in which the emergence of social movements in Latin Amer-

ica occurred had significant differences compared to what was happening in Europe

and North America. First, because in Latin America, these movements challenged

a system that had the colonial structure of hacienda at its core with low levels of

industrialized economic activities. Haciendas were still a key institution structur-

ing economic and political powers in many countries in the region (Cotler, 2005;

Kalmanovitz, 2003). The concentration of land exceeded economic power since it

meant that hacendados (landowners) held a disproportionate share of political power.

Second, Latin American countries depended economically on the export of raw goods,

and most of the production was organized around economic enclaves with a signif-

icant share of foreign capital. Before the Great Depression, commodities were the

main engine of economic growth in both countries. The countries’ financial depen-

dency on these exports meant that landed and commercial elites benefitted greatly

from these booms. Third, most states in the region were infrastructurally weak and
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highly dependent on economic elites.

In the next two subsections, I will briefly discuss these three factors in Colom-

bia and Perú. In particular, I emphasize on the export booms and the model of

enclave economies as critical antecedent conditions (Slater and Simmons, 2010) that

shaped redistributive pressures and the institutional responses between 1920 and

1940 in Perú and Colombia. Following the summary of crucial antecedent conditions,

I demonstrate that in Colombia and Perú, similar redistributive forces threatened the

existing distribution of economic and political power.

5.1.1 Export booms and the consolidation of Parasitism in

Perú and Colombia:

By the turn of the twentieth century, Colombia and Perú had similar levels of

GDP per capita. Pushed by the growth of primary goods’ exports, both countries

started to see economic growth in the first decades of the twentieth century (see

Figure 5.2. This period of export-led economic growth (1900-1930) was consequential

for the strengthening of the state and the consolidation of an agro-commercial elite

in both countries.

In Perú, the first commodity boom came with the inflow of resources from Guano

exports (1840-1890). Revenues from the Guano boom benefitted the consolidation of

the state. However, scholars have shown that the“[. . . ] the supposed powerful and

independent state that arose during this historical juncture [. . . ] was an instrument

employed by influential groups to further their particularistic interests-often to the

detriment of the interests of other elites or the nation at large” (Gorman, 1979), page
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Figure 5.2: GDP per Capita
Source: Maddison Project Database, version 2018. Bolt, Jutta, Robert Inklaar, Herman de Jong

and Jan Luiten van Zanden (2018), “Rebasing ‘Maddison’: new income comparisons and the shape
of long-run economic development”, Maddison Project Working paper 10
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396). The state used revenues from the guano boom to aid the consolidation of the

sugar industry in the North of the country (Klaren, 2005). The power concentrated

by owners of sugar plantations became central in the political and economic history

of Perú in the twentieth century.

The most prominent members of the sugar elites exploited the economic crisis

brought by the Pacific War in the late 1880s. The crisis“spearheaded a wave of

concentration and consolidation of the industry [sugar industry], buying out their

weaker, often bankrupt competitors, organizing the production into larger economies

of scale and generally modernizing their operations between 1885 and 1930” (Klaren,

2005), page 38). This expansion allowed the consolidation of the enclave model as

the sugar industry expanded towards the country’s northern region, accompanied by

numerous migrations of workers from the Sierra region to work in the plantations.

The model extended later to other products like cotton and rubber. The growth of

revenues aided a process of expansion of the agricultural frontier, which intensified

the concentration of land properties (Gonzalez Alvarado, 2016).

Between 1900 and 1930, the exports of sugar, rubber, and cotton brought higher

economic growth levels to the country. With these booms, the agro-export elites were

able to consolidate their concentration of power, which gave rise to what scholars

have referred to as an oligarchic state sustained by a pact between different segments

of the agro-export elites including landed, financial and commercial elites (Gonza-

lez Alvarado, 2016). More importantly, the export-led economic booms facilitated

the economic elite’s cohesion and heightening their economic and political impor-

tance. The export economy accounted for the entire productive apparatus, which

generated strong links between economic elites and gave them a disproportionate
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power vis-à-vis the state.

Furthermore, in addition to controlling activities tied to the exports of raw goods,

members of the agro-export elites initiated expanding to the industrial sectors. For

example, Casa Grace (one of the largest sugar and cotton haciendas in the northern

coast) controlled 60% of the cotton exports, acquired textile factories in Lima and in

1918 controlled 45% of the textile production of the country (Cotler, 2005, 139)).

Like in Perú, landowners, and haciendas were at the center of political and eco-

nomic life in Colombia. With the consolidation of the export economy between 1850

and 1880, the main two sectors of the economic elite, landed elites and commercial

elites, merged (Reinhardt, 1986).

The historiography has painted a picture of intense political conflict within the

elite in Colombia, as represented by a confrontation between the main two political

parties. However, members of the economic elites belonged to the two rival political

parties (Liberals and Conservatives). Merchants, landowners, and industrialists were

present in both parties, which explains why they were mostly in agreement in terms

of economic policy and the importance of the export sector for economic growth. As

I will show in this chapter, economic elites united across party lines to protect their

interests.

Coffe became the first product that Colombia exported at a large scale in the

1880s. The pace coffee production growth resulted in the expansion of the agricul-

tural frontier and the occupation of land previously owned by the state and in the

diversification of agricultural products (sugar, fruit). The goal of increasing produc-

tion guided this process of colonization and subsequent legislation around land titles
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and redistribution. This process resulted in higher levels of land concentration, as

has been shown in the literature (LeGrand, 1988; Saffon Sanin, 2015). For example,

Saffon Sańın shows that during the export-led growth period, the agricultural fron-

tier’s expansion through land dispossessions of settlers (colonos) favored landowners.

Additionally, an analysis of land titles’ allocation during this period suggests that it

mostly favored landowners. Table 5.2 shows the summary statistics of the process of

land-title distribution for landowners and peasants for the period between 1853 and

1930.

Table 5.2: Title Allocation before Land Reform

1853-1873 1874-1892 1893-1917 1918-1930 Total (1853-
1930)

Titles allotted to landowners
through bonds

206 192 324 120 842

Titles allotted to peasants
through free grants

318 413 1479 266 2476

Total number of titles allotted 524 605 1803 386 3318

Sq. km allotted to landowners 5323.1 4166.6 3895.7 2039.0 15424.3

Sq. km allotted to peasant set-
tlers

1627.1 1913.2 4409.7 3497.2 11447.2

Total number of square kms al-
lotted

6950.2 6079.8 8305.4 5536.1 26871.5

Sq. km allotted per title to
landowners

25.8 21.7 12.0 17.0 18.3

Sq. km allotted per title to
peasants

5.1 4.6 3.0 13.1 4.6

Source: López-Uribe and Torres (2018) and own calculations

The concentration of property ownership meant that with the export booms,

the ties between landed elites and merchants strengthened. With the boom, coffee-

growers (and later on sugar-cane, banana growers) were later also able to diversify
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their productive activities and extend their control over the financial, commercial,

and the nascent industrial sector. This trend was particularly marked in the regions

of the country dedicated to the production and export of coffee in the Andean region.

In his book entitled “Coffee in Colombia, 1850-1970: An Economic, Social and Po-

litical History”, Marco Palacios refers to this process as the creation of the oligarchy

(Palacios, 2011).

As was the case in Perú, the strengthening of the state apparatus in Colombia in

the late nineteenth and early twentieth century was dedicated mostly to serving the

interests of the agro-export sectors. Overall, the fact that in both countries economic

development and the strengthening of the state were pushed by export commodity

booms, facilitated the formation of a politically cohesive economic elite with the

capacity to shape the direction of state policies. In both countries, the merging

of agricultural activities with commercial, financial, and nascent industries, at the

center of an oligarchic structure of power, became under threat with the emerging

social forces and the economic crisis brought by the great depression of 1929.

5.1.2 Emergence of Redistributive Pressures in Perú

In Perú, the first general labor strike took place in Lima in 1911. Following that

one, and until 1920, general worker strikes happened almost every year in Lima. The

biggest of these strikes took place in the capital city between January 13th and 15th

of 1919. In the rural areas too, between 1915 and 1925, peasant communities in the

Andes mobilized to oppose waves of land enclosures.

These initial mobilizations led to a series of changes that included the shortening

to eight daily working hours, and the institutionalization of labor unions for workers
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in the textile industry (Federación de Trabajadores en Tejidos del Perú). However,

for the first three decades of the XXth century, most of these protests were met by

violent repression. They did not significantly change the structure of economic and

political power (Collier and Collier, 2002).

It is important to note that even if social mobilizations were not successful in

achieving most of their goals, this initial period of social unrest brought new political

forces and leaders that became fundamental for the political history of Perú. In

particular, Victor Raúl Haya de la Torre and José Carlos Mariategui became notable

political figures. Haya de la Torre founded in 1924 APRA a political party that

aimed to represent workers’ struggles and fight against American imperialism in Perú.

Haya de la Torre and APRA were central players in Peruvian politics throughout the

twentieth century. José Carlos Mariategui founded the Peruvian Socialist Party in

1920 and became an influential political leader in Perú and for the socialist parties

more broadly in Latin America.

The economic crisis sparked by the Great Depression brought a window of oppor-

tunity to these new political forces to participate in the political arena. After eleven

years leading the military dictatorship, General Oscar Legúıa was forced to step down

in 1930. A military junta took brief control and called for democratic elections and

a constitutional assembly. In 1931, two candidates fought for the presidency; Luis

Miguel Sánchez Cerró and Raúl Haya de la Torre. With 50% of the vote, and despite

fraud allegations from Aprismo, Sanchez Cerró became president in 1931 and led

the country through a constitutional reform. The Peruvian historiography perceived

Sanchez Cerró as a victory of the agro-export elites and the economic model that it

represented (Lossio, 2015), page43).
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Despite the pressures from the opposition and the increase in the social mobiliza-

tions aiming at improving the conditions of the population, Sánchez Cerró maintained

a repressive approach to mobilizations. The government of Sanchez Cerró engaged

in severe political repression of the opposition parties: PCP (Partido Comunista

Peruano1), and APRA. In fact, Haya de la Torre was incarcerated. Following the

assassination of Sanchez Cerró in 1933, army general, Oscar Benavides rose to the

presidency and approved the Constitutional Reform 1933. This constitution con-

tained progressive transformations that included labor reforms, expansion of voting

rights, and tax reforms.

However, despite the progressive character of these reforms on the paper, Bena-

vides “firmly restablished reestablished the oligarchy’s influence in Peruvian national

politics” (Collier and Collier, 2002, 152). As part of the constitutional reform of

1933, he banned Aprismo from participating in politics while paradoxically also im-

plementing some of the labor reforms proposed by APRA (Drinot, 2011) to appease

the mobilizations. To demonstrate the importance of the oligarchic powers during

Benavides regime, I zoom in into the tax reform of 1934. A revision of the archival

documents surrounding this process shows the prevalence given by this government

to the interests of a cohesive economic elite.

Redistributive Pressures in Colombia:

Contrary to Perú, where the labor movement took off early, one of the first labor

strikes in Colombia occurred in 1920 in Bello, a municipality in the department of

Antioquia when around 400 female workers in the emerging textile industry, organized

to demand better working conditions. Petitions of protesters included shorter hours,

1In 1930 the name of Partido Socialista del Perú (Socialist Party of Peru) was changed to PCP.
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equal payment vis-à-vis their male co-workers, and the expulsion of male foremen

accused of sexual harassment. After 21 days, the owner of the company gave in

to the strikers’ demands. Because it was small in scale and led by female workers,

economic elites and the state did not perceive this strike as threatening. However,

this episode marked the beginning of a series of labor movements throughout the

country. Labor strikes continued to emerge across Colombia in the following years. A

partnership between the state’s coercive apparatus and elite/powerful business owners

increasingly met these strikes with violent repression.

A few years later, in Barrancabermeja, a small city on the Magdalena River’s

shore, the first large labor conflict in Colombia erupted. On October 8, 1924, workers

at Tropical Oil Company organized a strike to demand a wage rise. The protests

lasted for three weeks and were composed of around 3,000 workers. The government

responded with repression, which resulted in a violent encounter between“huelguistas”

(strikers) and the national army. This pattern of mobilization and repression contin-

ued until the 1930s. In 1928, a labor strike in the United Fruit Company ended in

the infamous Banana Massacre (Massacre de las Bananeras), the result of the violent

response led by the government of Miguel Abadia Mendez in alliance with the United

Fruit Company’s heads. In 1929 and as a result of the Great Depression, 150,000

workers lost their jobs. Strikes and manifestations increased.

Existing studies of labor mobilization in Latin America locate the Colombian

case as one in which labor mobilization was small in scale and emerged relatively

late (Collier and Collier, 2002). However, parallel to labor mobilizations, conflicts

around land property rights intensified in the second half of the 1920s. Together

these two forces were perceived as extremely threatening by political elites. Besides,
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the tardiness of labor movements meant that they coincided temporarily with the

Great Depression and were influenced by communist ideologies. Writing in 1929, the

Ministry of Labor published a communication referring to social unrest:

”The idea is prevalent among the hacienda owners that the government must give

them police protection for the solution to the problem. It is clear that, above all,

the danger of revolt must be avoided . . . and that the rights of the owner must be

guaranteed in the legitimate contracts that exist. But it is also necessary that the

landowners become convinced that this is not the solution to the problem, for, as we

believe to have shown, the communist propaganda is not the only cause of the malaise

whose existence nobody can any longer deny.”

Nationally and locally, the idea and the fact of strikes suddenly became common

knowledge. The social meaning of waged work began suddenly came to be debated

in terms of“classes,the social question, and revolution.” (Kalmanovitz, 2003). The

attention given to labor strikes and peasant movements around land titles and the

responses by the political leaders suggest the importance of this period and the extent

to which it posed challenges to the status quo distribution of power. In Colombia,

as a response to the “social question,” new forces emerged within the Liberal party.

Together with the emergence of unions and other leftist political groups, these new

liberal forces symbolized a new chapter in Colombian history. They contributed to

the deterioration of the conservative hegemony that ended, after 45 years, in 1930

with the election of Enrique Olaya Herrera. Olaya Herrera implemented a series of

labor reforms that included the protection of contractual relationships and collective

negotiation, the recognition of labor unions, and the establishment of an eight-hour

day and forty-eight-hour working week.
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In addition to labor reforms, peasant mobilizations resulting from the process of

land dispossession carried out between 1880 and 1930 were central to the liberal party

agenda (Saffon Sanin, 2015). Overall, the 1920s and 1930s signified significant pres-

sures for the oligarchic power structures that consolidated during the export booms in

Perú and Colombia. In this context, the governments initiated a series of institutional

reforms that were progressive on the paper. However, a lack of capacity to implement

them, combined with the successful pressure to modify the original laws and sabo-

tage their implementation, contributed to their disappointing outcomes. In the next

section, I will illustrate the politics of redistribution by analyzing three reforms and

its distributional consequences.

5.2 Institutional Reforms

In this section, I focus on the institutional reforms to the main redistributive

institutions: tax and land reforms legislations. These reforms were the result of en-

dogenous redistributive pressures that were intensified with the Great Depression. In

addition, they were also influenced by recommendations emerging from the Kemmerer

Missions. Led by economist Edwin Kemmerer, the goal of these missions was to rec-

ommend a series of legislative changes to the monetary and fiscal systems in South

Americans countries . In Perú, the most important reform happened in the context of

the Constitutional Assembly through the approval of the law 7904 through which the

income tax was created. In Colombia, the government of Lopez Pumarejo pursued

two reforms to the main redistributive institutions: a tax reform in 1935 and a land

reform in 1936. In Perú, the government of Benavides reestablished the oligarchy’s

influence in Peruvian national politics and maintained excluded from the political
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arena the challenging political forces that emerged in the 1920s. The defense of elite

interests was done in Perú via authoritarianism and repression. In Colombia, the

government faced the creation of a right-wing movement organized by businessmen,

APEN, which accused the President and his Minister of Finance of“communists” and

of violating the principle of private property. However, the country maintained a

democratic regime type and the defense of elite interests was made through demo-

cratic institutions.

5.2.1 Tax Reform in Perú:

In this section, I will draw from documents collected at the congressional archives

in Lima, including the minutes and transcripts of the Constitutional Assembly’s de-

bates between 1931 and 1933. The focal point of the section will be the discussions

around the Income Tax Law (”Ley 7904 Sobre del Impuesto a la Renta”) promul-

gated in 1934. Since this Law was the center of tax legislation until 1969s, an in-depth

analysis of the Law - from its conception, debates, and final document - illuminates

the fundamental dynamics around redistributive politics in Perú at the time.

On July 7 of 1934, the Law was promulgated. It came into effect on January 1

of 1936, and was valid until 1968. The government proposed the Law in the spirit

of modernizing the state and expanding its territorial and fiscal reach. In the reason

statement (Exposición de Motivos) shows that one of the main objectives of the Law

was to organize and unify tax legislation into a single Law around the income tax.

In a communication describing the bill, the government recounted existing laws and

reforms about the taxation system between the 1880s and 1931. With it, the govern-

ment argued that the multiplicity of laws and decrees, together with the exemptions
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granted throughout the years, made the tax legislation ineffective and difficult to im-

plement. Analysts of the history of tax legislation in Perú, highlight the importance

of this Law in centralizing taxes under the umbrella of“income tax” (Garćıa Castro,

2010). Within the Law, five different taxes were created. These included a capital

income tax, a tax to both labor and capital income obtained in the exercise of liberal

professions, property taxes for urban and rural lands, salary taxes, and a progressive

income tax.

The second objective of the government was to increase tax collection and decrease

tax evasion. In the motive declaration, the Ministry made it clear that the state’s

capacity to collect taxes was deficient in the past. The report included interesting

statistics demonstrating how low tax collection was before the 1930s. For example,

the government estimated that out of more than 10,000 companies that should be

reporting and paying taxes, only between 700 and 800 did so. Finally, the government

was interested in adjusting the tax system to citizens’ payment capacity and increasing

the progressivity of taxes - lost in the multiple layers of legislation, reforms, and

counter-reforms. Among the advantages that scholars have pointed about the 7904

Law, legislators considered both the proportionality of taxes and the different payment

capacities of citizens when drafting the Law (Garćıa Castro, 2010).

After the new Income Tax was proposed to congress by the Minister of Finance

(Ministro de Hacienda), responses from the nascent industrialist sectors, commercial

and banking elites, landowners, and miners arrived promptly. Table 5.3 shows the

CPOs found in these letters from different segments of the economic elites. Together,

these showcase a remarkably cohesive group. The letters are similar in that they

express extreme discontent with the proposed Law and how it attempted against
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these sectors. Besides, in most cases, the organizations“implored” the constitutional

assembly to reconsider the Law because of its potential to cause“grave damage” to

the economy and the country.

These letters provide important causal process observations to understand how

the redistributive power of the state shaped the redistribution politics in Perú in the

1930s. A careful reading of the letters allows one to understand the economic elite’s

key characteristics and how they perceived the role of the state and their own in the

economy. First, they portray an economic elite that is united by their shared interests.

It is possible to see different organizations representing landowners, industrial and

commercial elites, and banks came together with a unified goal. Differences among

economic elites in terms of their economic activities did not limit their capacity to

act cohesively in the face of a common threat.

Second, there are a series of narratives that are put forward in the letters worth

mentioning to understand the perceptions of the economic elites regarding the role of

the state and their own in shaping economic policies. First, they converged in the fact

that the tax reform threatened economic progress and order. Besides, they argued

that by approving the reform, the country would fall into a path of extreme socialist

ideologies. Letter writers also called for a“technical evaluation of the reform” and

claimed that tax evasion should not be penalized.

In comparing the proposed bill with the final Law, I identified crucial changes

that demonstrate the power of a cohesive economic elite in shaping the character of

the Law. The most important of these changes include the elimination of articles

through which the government attempted to calculate the value of rough eriazo2 land

2An eriazo property is a real estate with a non-agricultural destination, in which there are no
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properties and tax them. Besides, an article that permitted the expropriation of

eriazo lands was also deleted from the final version. (See Figure 5.3 and 5.3).

Ultimately, scholars agree that despite some progressive elements, the tax reform

of 1934 found in the weakness of the central state, one of its biggest enemies. Besides,

a cohesive economic elite mobilized against the reform, obtaining important victories

in shaping the reform.

buildings (not built)
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Figure 5.3: CPO 6. Examples of Modifications of the Law

Original
Approved
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CPO 6 Cont. Examples of Modifications of the Law

(Articles eliminated)
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Table 5.3: CPOs Tax Reform in Perú – Ley 7904

Cohesive Economic Elite? 
Capacity of Economic 
Elite to influence State 

Policy
Redistributive State Power

Institutional Response 
1: Tax Reforms 1934

Yes. Letters sent to Constitutional Assembly reveal extreme 
cohesion in the positions of members of different economic 
sectors. 

In Congress, reform lost 
some progressive elements 
and modifications to 
protect economic elites 
were included. 

An authoritarian government 
protected the interests of the 
economic elite through 
repression. Very low 
redistributive capacity.

EVIDENCE/ Quote
[My own translation – Spanish in Appendix]

1 4/4/33 The President of our Chamber of Commerce in Arequipa, on 
the occasion of the reading of the Report that he presented at 
the end of the year of 1932, gave a cry of alarm to all the 
institutions representing “capital” from the Southern region, 
to solidly unite and present a single front in defense of their 
interests in grave danger, proclaiming the connection and 
cooperation of all dispersed institutions, to save from trance 
the individual and collective wealth, the fundamental basis of 
public wealth; and avoid the coming disaster.”

Letter sent to the members 
of the Constitutional 
Assembly, the Vice 
President of the Chamber 
of Commerce of Arequipa

Evidence of a cohesive economic 
elite. 

2 3/28/33 We must not forget that people accept the burden of 
contributions and taxes, and satisfy them with good will and 
conviction, when they are inspired by justice and equity; for 
that feeling of solidarity, absolutely necessary, that must exist 
between the fiscal interest of the State and the interest of the 
nation's taxable mass. Under these principles, the social and 
political life of the people develops normally and calmly, 
awakening the spirit of mutual cooperation between both 
elements; but it is known that when taxes are excessive, and 
the methods of collecting them are characterized by extremist 
inquisitive hardness, restlessness is encouraged, and it is not 
prudent to provoke it at the present time, in the midst of an 
impoverished and disoriented society.
Peru is not yet sufficiently educated, nor has it reached a state 
of culture, to be able to introduce tax legislation of advanced 
socialist characters. And the imposition of taxes with that 
criterion and with a collection regulation that is unusual, 
given our way of being, will encourage dishonest methods of 
defrauding the Treasury, despite the harsh and new penalties 
projected, on the one hand and the abuse of the collection, 
on the other, thus originating, unfortunately, immoral 
solutions."

Letter sent by “La Liga de 
Hacendados e Industriales 
del Sur del Perú” (Ligue of 
Landowners and 
Industrialists from 
Southern Perú) declares 
the opposition of these 
groups to the reform. 

Evidence of a cohesive economic 
elite. 

3 30/09/33 Comparison between project and approved reform: the 
section that suffered the most changes was that of 
expropiation of property. 

Originally, articles 43 and 
44 attempted to tax land 
properties and to calculate 
the value of land. Both of 
these articles were 
eliminated from final 
project.  

Originally, articles 43 and 44 
attempted to tax land properties 
and to calculate the value of 
land. Both of these articles were 
eliminated from final project.  

4 30/09/33 The final version of the law resulted from a series of 
modifications as a response to the letters sent by tax payers. 

High Capacity -- law 
suffered multiple 
modifications

Example of an article suppressed. 
This is an example of an article 
that was removed because it 
added a tax to utilities of 
commercial and industrial 
activities. 

5 3/8/35 Approved Law link here: 
https://peru.justia.com/federales/leyes/7904-jul-26-
1934/gdoc/ 

Event Part of Argument: 

Structure of Causal Process Observations

CPO # Date Document Significance
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5.2.2 Institutional Reforms under La Revolución in Marcha

in Colombia:

Despite not being electorally powerful, the Communist Party, workers unions and

other leftist political groups, in combination with multiple labor strikes and rural

unrest, symbolized a new chapter in Colombian historiography. They contributed to

the deterioration of the conservative hegemony that ended, after 45 years, in 1930 with

the election of Enrique Olaya Herrera. Olaya Herrera led a government of transition

and marked the beginning of a key period of modernization of the Colombian State.

In 1934, Alfonso López Pumarejo, the face of the “new liberalism”, won the pres-

idential elections and initiated a government that has been denominated as “La Rev-

olución en Marcha”. The government pushed forward an agenda to modernization

of the state that put it in the center of economic development. López initial dis-

courses were clear on the importance of modernizing the economy such that political,

social, and economic power went from the landowners to the industries (Roll, 2001,

57). Among the most important reforms one can find a Tax Reform in 1935 and a

Land Reform (Ley 200 de 1936). The former also resulted from Kemmerer’s policy

recommendations. I selected these reforms because they were perhaps the two most

important with the potential to redistributive. Precisely because of this, they were

the target of intense opposition by the economic elite. In this section, I describe

the most important aspects of these reforms. I draw on documents collected at the

Congress Library in Bogotá, including the minutes and transcripts of the debates,

newspaper coverage and secondary literature.
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Figure 5.4: Direct (income and property) taxes as percentages of the total revenue

Source: Atria, Groll and Valdés. Rethinking Taxation in Latin America: Reform and Challenges in
Times of Uncertainty.

Two Progressive Tax Reforms: 1935 and 1936

Two progressive tax reforms were approved during Lopez’s Marching Revolution.

The Law 78 of 1935 and the Law 63 of 1936 strengthened direct taxation in the

country through the increase on the income tax and with the creation of a wealth

tax, excess profit tax, and inheritance tax (Toscano, 2014; Perry and Cárdenas, 1986).

In fact, as Figure 5.4 shows, these reforms made Colombia one of the countries with

the most progressive tax structures in the region.

These reforms did not happen without considerable political opposition from the

wealthy classes and the most representative interest groups. As I explained earlier,

the opposition was led by a right-wing movement named APEN () organized by

businessmen, who which accused the President and the Minister of Finance of being

communists and of violating private property. APEN did not arise only as a reaction
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against the tax reforms of 1935 and 1936, but also against Law 200 of 1936 - the first

attempt at agrarian reform in the country - and against government’s interventions

in favor of the labor movement in their union confrontations and in favor of peasant

movements over land conflicts (especially the conflicts that arose in the coffee areas

of Cundinamarca) (Perry and Cárdenas, 1986).

This opposition saw some victories, as the exemption to the coffee exporters, and

imposed limits of the progressive reach of the reform. As a columnist wrote in El

Espactador on November 18 of 1935, Congress “imposed a setback to the government

initiative of direct taxes, because the young legislators, chosen to defeat the APEN,

behaved as if to win the prize for moderation.”

Ultimately, these reforms were approved because they went in tandem with other

reformist project that found great support among worker unions and leftist parties

(Perry and Cárdenas, 1986; Mora Toscano, 2013). As such, they were perceived by

members by moderate members of the liberal party to be necessary reforms to appease

popular revolt and strengthen the state apparatus.
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Table 5.4: CPOs Tax Reform in Colombia
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Land Reform Law – Ley 200

Legrand divides the history of agrarian struggles in Colombia into two periods

per two different sources of conflict. Between 1870 and 1925, economic elites had dis-

agreements regarding the appropriation of wastelands (bald́ıos). However, there were

lower levels of conflict around property rights. After 1926, however, with widespread

rural unrest, intra-elite conflicts disappeared, and the primary source of conflict was

between landowners and settlers (colonos) claiming land titles and disputing prop-

erty rights. In this context of widespread rural unrest, Lopez Pumarejo’s government

approved a land reform law (Ley 200: Ley de Régimen de Tierras). The government

had two stated goals with this reform: decrease the uncertainty about land ownership

and land titles, and give legal strength to the notion that land ownership carries the

obligation to use land productively (Hirschman, 1963).

In his opening statement, the Minister of Government argued that“[t]he current

regime of real estate is insecure for the owner, harmful for the worker, and inconvenient

for the State” (Own translation from (Ministerio de la Economı́a Nacional, 1939, 137).

In answering a letter written by a group of landowners published on September 6 of

1934, President López said:“The government [. . . ] will try to protect the owners who

are unjustly attacked [. . . ]. But, it is not ready to choke off all aspirations of the

Campesino to economic improvements by the bloody application of such juridical

concepts that permit the unlimited abuse of the right to own land without exploiting

it, and which at times authorize expropriation without indemnization when colonos

and tenants are concerned”. As such, the motivations behind the reform seemed clear.

Even though in Lopez Pumarejo’s discourses, a clamor for social justice and redis-
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tributions were present and appeared to be central pillars of his reformist project, the

main goal of this reform was not to redistribute land. As Senator Gerardo Molina,

the only declared socialist in congress said in one of his interventions;“Some speakers

have said that this project is liberal and not Marxist; that is evident. The project is

liberal and less than liberal, since elsewhere liberalism has gone further; In Europe,

for example, as a result of the war, the agrarian reform was made by the direct proce-

dure of expropriating the latifundio to distribute it; and it was a liberal reform. Here

we have not dared to follow that path, and that is why we have taken an indirect

method, that of the extinction of property by non-cultivation, a late, delayed, and

unscientific procedure that, as will be seen, over time, did not will be effective. I

want to reassure the Senate’s nervous elements, telling them that across all this legal

initiative, there is no hint of socialism” (See Table 5.5 for more details).

The first article of the law was aligned with Lopez’s idea of the social function of

land. The fundamental principle was that private property should be in favor of those

who occupy the land and make economic use of it. However, and unlike a previous

failed attempt of land reform in 1933, expropriation was not presented as one of the

available legal paths to achieve this goal. This idea was captured by Lopez Pumarejo

in one of his addresses to Congress in 1935“Because the great majority of private

landholdings in Colombia lack perfect titles, in the light of abstract jurisprudence,

they should return to the public domain. Technically, we find ourselves faced with

the juridical alternative of directing this country towards a socialist orientation or

revalidating such property titles and purifying them of imperfections. My government

has chosen the second path” (cited in (LeGrand, 1988, 431)).

Article two established that in the absence of legal titles, the property was con-
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sidered bald́ıa (wasteland) and, in turn, was susceptible to be allocated to occupants

as long as it was being used productively. It also contemplated as valid private titles

that could show a chain of 30 years of transfers. However, the law excluded lands

that were occupied by settlers of more than two years who claimed the lands were

public. In that case, the only valid titles proving ownership were those conferred by

the state prior to 1821 (art. 4). Saffon Sańın argues that the introduction of this

clause opened the“legalization of land dispossessions carried through abusive appli-

cations of the law”. Article six established that only settlers who had been located

in the land for more than five years, and did not know the land was private, could

become owners. This article separated and protected settlers acting in“good faith”

from those who had challenged landowner titles in the past. This article guaran-

teed that the land went to the hands of colonos whenever there had been no conflict

with landowners. In cases in which conflict anteceded, the advantage was given to

landowners. It also allowed landowners to continue the practice of allowing colonos

to cultivate their lands (for a maximum of five years) to then claim them as their

own.

In Article six, the law also established that landholdings left unexploited for less

than ten years would be recovered by the state. In sum, the law“only protected the

rights of colonos who had not openly attacked the rights of landowners and that had

been strong enough to successfully occupy uncultivated lands for an extended“period

(Saffon Sanin, 2015). One of the modifications to the original law was the inclusion a

provision that established an exception for properties of less than 300 hectares (Article

6). For Palacios and Mart́ınez, this provision was a clear incitement to fraudulently

subdivide the properties, removing the tiny tusk left in the reform.
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An additional limitation for the redistributive potential of the law occurred in the

design of the implementation. The law created land tribunals to address pre-existing

land conflicts. The nature of these tribunals and their ties with local power structures

meant that local elites could use the land tribunals to solve disputes in their favor

(Saffon Sanin, 2015).

Overall, Lopez Pumarejo’s land reform introduced significant changes that de-

creased uncertainty around land titles to ameliorate existing conflicts between colonos

and landowners. Overall, Ley 200, favored landowners by legalizing land disposses-

sions (Safford, 1995), page 141). As Saffon Sańın puts it“clarification tended to be

favorable to the perpetrators rather than the victims of dispossession, given the lat-

ter’s lack of strong and certain titles and the law’s reticence to invert the burden

of proof in their favor” (Saffon Sanin, 2015), page 119). Furthermore, it provided

landowners with incentives and mechanisms through which land dispossessions could

continue. As was the case with the tax reform, opposition to the land reform was led

by APEN. As Tirado Mej́ıa argues, the opposition went beyond influence to Congress.

In fact, also under the command of the APEN, the landowners exerted violence on

the campesions that claimed land ownership or other rights (Tirado Mejia, 1991).
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Table 5.5: CPOs Land Reform in Colombia
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5.3 Conclusion

As opposed to what occurred in other countries in the region, the Great Depres-

sion, and the crisis it brought to the agro-export model, the economic policy model

did not change radically in Colombia and Perú (Cueto, 2015; Stoller, 1995). Colombia

and Perú contrast with cases like Brazil, Mexico, and Argentina, in that the model of

Industrialization through Import Substitutions was not fully adopted. Instead, the

agro-export model continued to be at the center of economic and political life.

In this chapter, we show how a cohesive economic elite maintained a relative

strength vis-à-vis the state in both countries – an equilibrium characterized by par-

asitism. In fact, in both cases, the narratives used by economic elites to legitimize

their opposition were similar: the reforms threatened economic progress and order

and meant falling into extreme socialist ideologies. The economic elite used similar

discourses that put private property at the center of the path towards economic de-

velopment. Overall, a careful analysis of the redistributive reforms in both countries

allows us to see the process through which a cohesive economic elite managed to

shape influence state policy and ultimately protect their interests.

Despite these policies’ potential to alleviate the deep economic inequalities that

characterized both countries, the results were disappointing—most of the reforms

found as enemies a politically cohesive economic elite and weak state. In Colom-

bia, the opposition of a cohesive economic elite materialized with the formation of

a political movement, backed by a bipartisan coalition, named APEN. This group

represented the interests of land-owners, the industrial and financial elites. It was

founded to defend private property and with a vision of radical liberalism to defend
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the nation against the “socialist” tendencies of López Pumarejo. The destiny of the

tax reform was similar; a counter-reform followed it in 1946. In Perú, the story is

similar. An analysis of the congressional debates leading to the 7904 Tax Reforms

shows the victories of a cohesive economic elite in changing the original reform to

favor their interests.

An essential difference between these two countries can be found their regime

types. While a military dictatorship led the defense of the interests of the economic

elite in Perú, in Colombia’s economic elite’s defenses utilized democratic institutions.

As such, in Perú, the anti-oligarchic and leftist discourses were repressed via coercion.

In contrast, in Colombia, the economic elite’s defense took the form of interests’

groups in its interaction with Congress. As I explained in the previous chapter,

Senators represented the interests of local landed elites at the national levels. This

comparison shows that in the face of similar redistributive threats, the combination of

a cohesive economic elite with a weak state is sufficient for the survival of parasitism

and high levels of economic elite. This distinction is important because it shows the

limits of theories that point into the importance of regime trajectories for economic

inequality.

In the following chapter, I compare the two countries between 1960 and 1970.

In Perú, the military government, in alliance with a sector of the economic elite,

implemented a series of structural reforms that permanently altered the balance of the

forces, which resulted in a decrease of economic inequality in the long run. In contrast,

the economic elite in Colombia responded to pressures as a cohesive collective and

maintained its relative strength vis-à-vis the state. In this chapter, I show that while

the change in the balance of power between the state and the economic elite in Perú
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enabled the country to embark on a path of lower inequality, Colombia remained in

the same, long-term pattern of high inequality. In doing so, I answer: Under what

conditions a country is capable of escaping an inequality trap?
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Chapter 6

From Parasitism to Commensalism

in Perú and Persistency in

Colombia

6.1 Introduction

After World War II, oligarchic structures of power faced important challenges

in Latin America.1 In the 1960s, inspired by the success of the Cuban Socialist

Revolution and catalyzed by an economic crisis, leftist insurgent groups were on the

rise throughout Latin America (Wickham Crowley, 1992, 30). The revindication

of peasants and the prominence of land reform in the discourses associated with

insurgent movements were particularly challenging to the position of landowners and

1Oligarchic is the term often used to refer to the concentration of power (economic and political)
in the hands of the few. In Latin America, this power was closely related to land ownership.
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the existing balance of power in the region.

For the first half of the twentieth century, in Colombia and in Perú, power was

characterized by a disproportionate concentration of political and economic power

in the hands of the landed economic elites.2 High levels of socioeconomic inequality

and extreme concentration of land ownership fueled the mobilizations and legitimized

demands for redistribution of land and wealth. Even before the emergence of armed

insurgencies and the Cuban Revolution, landed elites in both countries perceived the

emergence of forces that threatened their possession of the land and the political

power attached to it. In Colombia, during the period of La Violencia (1948-1958),

the formation of self-defense zones by peasant organizations were seen as extremely

threatening by the dominant sectors of the society.3 In the 1950, Perú saw the emer-

gence of peasant mobilizations in the Sierra region with the most important mobi-

lization taking place in Valle de la Convención. With more than 300,000 peasants,

this mobilization resulted in the invasion and effective redistribution of more than

300 haciendas. Peasant movements started to gain steam and, by 1960, had become

widespread across the national territory.

Similar to what was happening in many countries in the region, the success of

the Cuban revolution inspired armed insurgencies in the early 1960s in Colombia

and Perú. In both countries, the combination of an infrastructurally weak state (see

Chapter 3) and high levels of inequality, with the pre-existing redistributive pressures

made leftist armed insurgencies particularly threatening for the state, and the landed

2For a good analysis of the oligarchic form of domination in Peru see Cotler (2005). For a good
description of Colombia see Safford and Palacios (2002)

3Link to newspaper article on the speech given by Lleras Camargo in December 9, 1960 And
see 6.1 Speech on July 21st in Congress, mention of Cuban revolution and how to maintain order in
Colombia: Link See 6.1 ID 31
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elites. Political elites in both countries became acutely aware of the risks posed by

these forces and initiated a series of institutional reforms as a response. However,

and despite the similar threats to the status quo in both countries, the political and

institutional responses varied widely.4

In this chapter, I compare Colombia and Perú during the 1960s and 1970s, em-

phasizing on reforms made to key redistributive institutions : agrarian reform and tax

legislation. I define redistributive institutions as a subset of institutions with the

potential to redistribute economic resources. These reforms were the state’s main

response to appease the emerging challenges coming from social mobilizations in

each country. Additionally, they were part of a broader attempt to modernize and

strengthen the state apparatus.

In Colombia, the response to the redistributive threats was led by the Liberal and

Conservative parties, within an institutional arrangement of executive power alterna-

tion known as Frente Nacional (1958-1964). During this period, a series of institu-

tional reforms were made to key redistributive institutions. The two most significant

policies were a tax reform approved in 1960 and an agrarian reform approved in 1961.

The process through which these institutional reforms came to be, reflects the polit-

ical cohesiveness of the economic elite and their capacity to influence state policies.

Ultimately, the policies were designed to appease the redistributive pressures while

protecting the interests of the economic elite. As a result, Colombia stayed trapped

on parasitism and high levels of economic inequality.

4In considering the nature and severity of the threats posed by redistributive pressures: the
important evidence is the relative levels of success or failure of each insurgent groups. Instead, the
way in which the threat was perceived. In both cases, it is possible to see that the threat was
perceived as real and destabilizing and measures were taken to appease redistributive pressures.
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In Perú, the first response was led by President Fernando Belaúnde Terry (1963-

1968), who implemented a series of moderate redistributive reforms, including a “par-

tial agrarian reform.” This initial response protected the interests of the economic elite

and did not tame the pressures for redistribution. As a result, on October 3, 1968,

a military coup led by Juan Velasco installed a government (1968-1975) with a more

radical redistributive agenda. Velasco’s dictatorship was characterized by a series of

radical reforms that included a structural agrarian reform, the nationalization of com-

panies in the mining and oil sectors, and mandated income redistribution to regulate

labor relations in the industrial and commercial sectors. To understand how the eco-

nomic elite influenced redistributive policies, and how this changed under Velasco, I

compare the agrarian reforms approved during Belaúnde’s and Velasco governments.

As I will demonstrate in this chapter using a combination of comparative histor-

ical analysis and process tracing, the main difference between Colombia and Perú’s

response was the extent to which the economic elite maintained a politically cohesive

front. In Colombia, the response was influenced by a politically cohesive economic

elite. In contrast, the military government in Perú was able to implement redistribu-

tive reforms, which permanently altered the balance of the forces sustaining economic

inequality. I argue that this was possible because the economic elite became politi-

cally divided. As a resul, these redistributive policies allowed Perú to begin a path

to lower levels of economic inequality.

6.1.1 Summary of the Argument

Before 1970, Colombia and Perú had similar levels of Redistributive State Power

(RSP). I define Redistributive State Power (RSP) as the power of the state to redis-
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tribute income and wealth from the richer to the poorer segments of the society. I

argue that a country’s RSP depends on two factors: State Capacity and the Political

Cohesiveness of the Economic Elite.5

Historically, both countries were characterized by a weak state and a politically

cohesive economic elite. However, by the end of the 1960s, these two countries were

no longer similar in terms of RSP. Even though both states grew more capable, the

countries became different in terms of the cohesiveness of the economic elite. During

the 1950s and 1960s, important pressures for redistribution emerged, which caused

political elites to respond with a series of institutional responses.

In the midst of these pressures, the economic elite became politically divided in

Perú. As a result, in alliance with a segment of the economic elite, the state’s policy

response was to embark on a series of radical redistributive reforms that allowed the

country to escape a high-level economic inequality trap. In Colombia, the economic

elite maintained a cohesive front that allowed it to shape a state policy that protected

their interest. As a result, the country continued on a path of high levels of economic

inequality. Figure 6.1 illustrates the argument.

6.1.2 The Outcome: Economic Inequality in the Long-Run

While the change in the balance of power between the state and the economic

elite in Perú enabled the country to embark on a path of lower inequality, Colombia

remained in the same, long-term trajectory of high inequality. Figure 6.2 shows the

level of economic inequality measured by the share of the income held by the richest

5A cohesive economic elite is one characterized by the fact that all sectors of the economic elite
(industrial, commercial, landed, financial) have the same political position. That is, they act as a
cohesive unit vis-à-vis a given state policy.
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Figure 6.1: Summary of the Argument

10% of the population (with a fitted line using the lowest error estimate). Figure

6.3 shows the equivalent graph using the Gini Coefficient as the indicator to measure

economic inequality.

Figures 6.2 and 6.3 demonstrates that economic inequality decreased significantly

in Perú in the 1970s, and despite periods in which short term levels have gone up, the

level of inequality has not returned to pre 1970s levels. In contrast, the trajectory of

economic inequality in Colombia shows that, despite short term variations, the level

of economic inequality has stayed close to the mean throughout the period (Melo,

2016, 17).

6.1.3 Research Design

To test the argument, I compare the causal pathways connecting the redistributive

power of the state to economic inequality in each country and for each policy reform.
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Figure 6.2: Income Share Richest 10%
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Figure 6.3: Gini Coefficient
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To do so, I combine tools from process tracing with tools from comparative historical

analysis. The evidence for this analysis comes from data collected during fieldwork

at the congressional archives of both countries, newspapers archives, and interviews

with country experts, as well as secondary sources.

I leverage tools from CHA by using a most similar design - Mill’s method of agree-

ment. Before the 1960s, Colombia and Perú were very similar in terms of RSP (inde-

pendent variable) and in terms of economic inequality (dependent variable). However,

after 1970 Perú moved into lower levels of economic inequality. By conducting an in-

depth comparison of both cases, I show that this was the case because it moved into

a different type of RSP. I go beyond comparative historical analysis tools and use

process tracing in each case to trace the process through which the redistributive

power of the state shapes reforms to the main redistributive institutions.

Process tracing allows me to analyze the trajectory of change and causation in

each case. The main pieces of evidence for these trajectories and causal pathways are



208

causal process observations. I structured both the data collection and data analysis

around CPOs corresponding to different components of the argument. Table 6.1

summarizes the structure of the evidence sustaining each of the links in the causal

process. I used this organization to collect data from secondary sources and archival

documents including: congressional debates, newspaper articles, speeches given by

political leaders, and interviews with country experts.

The sections for the remaining of this chapter are organized on the basis of the

CPO structure. First, I describe the context in which the redistributive pressures

emerged and demonstrate that both cases were facing similar challenges. Second, I

analyze the institutional reforms and explain how these were conditional on RSP.
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Table 6.1: Structure of CPOs
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6.2 The context: Similar threats and redistribu-

tive pressures

In both Colombia and Perú, the 1950s and 1960s saw the rise of important re-

distributive pressures. In this section, I describe the nature of the redistributive

pressures in each case and demonstrate that, despite differences and nuances, the

state and a politically cohesive economic elite faced similar redistributive challenges

in both countries.

The context of extreme inequality in which redistributive pressures emerged in

both countries heightened their importance and intensity. Structural inequalities

legitimized the pressures, facilitated social mobilization, and increased the support

for emerging political leaders. As I will show in this section, the extreme concentration

of land ownership made the redistributive pressures particularly threatening to the

landed economic elites. This sector of the economic elite had been at the center of

economic and political power sustaining what scholars have referred to as a system

of oligarchic domination (Kalmanovitz, 2003; Cotler, 2005). In both countries, this

system was in crisis.

6.2.1 Redistributive Pressures in Colombia in the midst of

Violence and Dictatorship

In Colombia in 1954, 0.87% of the owners held 40.4% of the land in properties of

over 500 hectares. In contrast, 56% of the properties were smaller than 5 hectares

for a total of 4.5% of the area (IGAC, 2012). The staggering levels of land inequality
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were accompanied by the fact that by 1949, agriculture accounted for 45% of the GDP

Colombia (Safford and Palacios, 2002, 307). The fact that such a large percentage

of economic production was land-based, translated into an extreme concentration of

power for those controlling land. Together, these numbers explain why landowners

were at the center of political and economic life in the country. According to Reyes

(1978), writing on the link between political power and latifundio, land ownership was

inextricably linked to the political system (Reyes, 1978) and played a fundamental

role in shaping politics.

In this context of vast inequality, Jorge Eliécer Gaitán rose to prominence within

the Liberal Party as the most likely candidate to win the presidential election of 1948.

The beginning of the crisis of oligarchic rule was symbolized by Gaitán – a “dark-

skinned populist” who rallied middle and popular sectors with an anti-oligarchic dis-

course (Brands, 2010)). Galán was characterized as the candidate of the masses, of

democratization, and of social justice. On April 9, 1948, he was assassinated, and

violence spiraled out of control. Gaitán’s assassination was a turning point since it led

to a period of bi-partisan violence known as La Violencia (1948-1958) that resulted

in the death of around 200,000 people.

Paramilitary forces with ties to the Conservative and Liberal parties battled in the

countryside, systematically targeting and killing opponents. La Violencia was a period

of “rampant vigilantism, armed self-defense groups, and high levels of violent conflict”

(Carroll, 2000, 40). The period was “almost revolutionary” since quasi-independent

zones for self-defense and self-administration, known as “peasant republics,” started

to form in certain regions of the country. These zones later provided the context

in which the first insurgent groups appeared in the early 1960s (Wickham Crowley,
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1992, 19). “Peasant republics,” formed in the zones of higher conflict, challenged

both the sovereignty of the state and the power of landowners.

In the midst of the conflict, on June 13 of 1953, Gustavo Rojas Pinilla, an army

general, mounted a successful coup against the incumbent Conservative President

Laureano Gómez. Initially, Rojas Pinilla’s ideas and discourses signaled his concerns

with deep inequities. In fact, many of his proposals included reforms towards a more

just society and the modernization of the state. During his government (1953-1957),

Rojas Pinilla implemented various reforms that have been characterized by scholars as

modernizing and progressive. For example, the government started an extensive series

of public works projects to construct transportation networks and public hospitals as

well as public universities. During his years in power, Rojas enacted legislation to

extend voting rights to women.

From a social justice point of view, the most important, and yet overlooked aspect

of his government, was the enactment of a progressive tax reform in 1953 (Perry and

Cárdenas, 1986).6 This reform is the first focal point of the process-tracing analysis

in this chapter. In what follows, I present a series of Causal Process Observations

that demonstrate the importance of the tax reform and the response of a cohesive

economic elite. As it will become clear in section 3 of this chapter, the 1953 reform,

and the responses of the economic elite, conditioned the response to the redistributive

pressures that became extremely salient in the 1960s.

6To be clear, the authoritarian nature of the government soon took over the progressive nature
of some of its policies. With the decrease of popular support and fierce opposition by the leaders of
traditional parties, the government gradually turned to repression and media censorship.
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Tax Reform 1953 and a politically cohesive economic elite:

The tax reform of 1953 (Decreto 5317) fundamentally changed the structure of

direct taxation in the country (Perry and Cárdenas, 1986). The government presented

the first version of the reform on September 9, 1953. In official communications, the

government expressed that the goal of social justice inspired the new income tax.

As such, the most important aspects of the tax reform were the restructuring of the

income tax with a progressive scheme and the creation of a tax for shareholders and

corporations, and a tax on land properties. More specifically, the law expanded the

income base and created rates for 39 different income ranges (starting with a rate of 0.5

% for income less than two thousand Colombian pesos and of 58 % for income greater

than five million Colombian pesos). In addition, the government introduced a tax

on corporations and partners’ dividends and participations (Hernandez Rodŕıguez,

2014).

For the analysis of this reform, I rely on newspapers, specifically El Tiempo, to

trace the process through which this reform came to be. Table 6.2 contains the main

CPOs used for this analysis. I focus on the process behind the negotiation of the

reform and the influence of the economic elite in its design and later implementation.

I find that a politically cohesive economic elite was able to shape the law and introduce

important modifications, and the approved law was not as progressive as the original

reform. On the one hand, the government agreed to completely exclude cattle breeders

from their responsibilities as taxpayers. Besides, due to opposition from interest

groups representing all economic sectors, the government decreased the tax burden

of shareholders and corporations.
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As Table 6.2 shows, members of Fenalco, Andi7, and the National Society of Agri-

culture were outspoken about their opposition to the reform. During the two weeks

following the announcement, interest groups maintained the pressure for the govern-

ment to modify the decree. The first voices of the opposition resulted in a series of

modifications that were incorporated two days after the announcement of the reform.

The first one was separate legislation for cattle breeding and the elimination of the

tax on land. The second change was a reduction of the income tax for married couples

and dependencies.“La más saliente de ellas es que se duplicarán las excenciones per-

sonales. También se sabe que el juego de inventarios fue desechado para la ganadeŕıa

y que, para esta, se estudiará un régimen especial” (El Tiempo, September 9 1953,

página 10).

Another aspect of the reform that attracted intense opposition was the introduc-

tion of a proportional tax to corporations (Sociedades Anónimas) and their sharehold-

ers, both of which had been previously exempted. Interest groups were vocal about

their opposition to this aspect, arguing that this would mean that shareholders would

face double taxation. Due to these pressures, a new decree published on October 21,

replaced the proportional structure of this tax for a flat 5% tax (See Article 1 – De-

cree 2315, 1953). These changes were seen as concessions made by the government to

the initial opposition raised by interest groups. In particular, the rapid response of

the government to exclude agricultural production and cattle-breeders demonstrates

their capacity to influence state policies.

In the official communications sent to the government by interest groups, the

mention of the words; “united,” “unanimous,” are particularly important since they

7Fenalco and Andi are still today the biggest interest groups of the industrial and commercial
sectors
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constitute important evidence of a politically cohesive economic elite. In an official

communication, the President of ANDI ( - an interest group representing industries)

and on behalf of other groups (SAC and Fenalco - ) said: “In our capacity as Colom-

bian citizens, without distinction of political parties, dedicated to different economic

activities, placed by reason of our income in the most varied categories, and convinced

that the country does not need a hasty tax reform, nor is it in favorable economic

circumstances to withstand new taxes, we respectfully address your excellence to ask

you to insist on a calm analysis of the measures suggested and mainly, in the study

of the economic and social effects that will inevitably occur, which will give more

strength and prestige to the government than an increase in tax revenues decreed

against the unanimous clamor of public opinion.” (See Table 6.2, CPO 1). The use

of the words unanimous can be interpreted as strong evidence of a cohesive economic

elite that was making its cohesion explicit to the government. In this quote, they

were explicit about the fact that both members of both parties and from different

sectors of economic sectors, and even from different income groups. In addition, they

raised concerns about the risk of the tax reform threatening economic growth and

stability.

The opposition faced by the government with this reform and the success of eco-

nomic elites in pushing for changes constitutes a clear example of the influence of a

cohesive economic elite. However, and despite the opposition from a cohesive eco-

nomic elite, the government was able to implement a reform that was more progressive

than existing legislation. I attribute Rojas Pinilla’s relative success with this reform,

to the fact that Congress was closed. Historically, senators had represented the in-

terests of the economic elites and were the result of strong clientelist networks with

landowners (Hernandez Rodŕıguez, 2014)). Overall, the authoritarian character of
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the government made this reform possible.

Besides, as Table 6.2 shows, societal voices coming from outside of the economic

elite expressed support for the reforms – mainly working classes and small business

owners. In fact, a representative of ACOPI (association of small and medium com-

panies), supported the government and their intentions (See CPO 2). Similarly, in a

letter written by a worker in a factory to the newspaper (See CPO 4), he explained

that the reform was beneficial to most workers in that firm and that it was only

harmful to a small minority – the managers in the factory that constituted the 1%.
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Table 6.2: Progressive Tax Reform and Economic Elite’s Response
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By the end of the Rojas Pinilla government, “peasant republics ” started to emerge

in the regions most affected by La Violencia. The formation of these autonomous re-

gions was perceived by the landed elites and by the government as extremely threat-

ening. In fact, due to these shared perceptions of threats, the period of La Violencia

is seen as one in which the ties between the landed elites and the political system

became even stronger (Reyes, 1978; Buitrago et al., 1990). These liberated zones

later became the scene of the initial activities of armed insurgencies, including FARC

(Fuerzas Armadas Revolucionarias de Colombia) and ELN (Ejército de Liberación

Nacional) (Carroll, 2000).

After four years in power, the regime faced increasing opposition from the lead-

ers of the main political parties, interest groups representing different sectors of the

economic elites, and from citizens claiming the restoration of democracy. The au-

thoritarian character of Rojas Pinilla and his inability to defend the country from

violence and emerging peasant republics legitimized the instauration of the National

Front and, thus, the political institutionalization of a deal among economic elites.

Instead of a full return to democracy and as a solution to the armed conflict, in 1958,

the leaders of both traditional parties signed an agreement known as Frente Nacional

that consisted of the alternation of power for four presidential cycles. Leaders justified

the system as necessary to return to democracy and as the route towards pacifying

the country.8

Overall, I argue that opposition to the progressive reforms in terms of taxation

implemented by Rojas Pinilla, not only demonstrated the cohesiveness of the eco-

nomic elite but also contributed to its consolidation. In fact, as we will see in the

8EL TIEMPO, Nov 30, 1961. See opinion piece available here:Link Here
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next section, one of the first policies of Frente Nacional was the approval of a tax

reform that completely nullified Rojas Pinilla’s tax reform.

6.2.2 Redistributive Pressures in Perú: Peasant mobilization

and military regimes

In Perú, estimations suggest that by 1963, 0.1% of the population controlled the

60% of the land under cultivation (Campbell, 1973). In part, these vast levels of

inequality in land distribution were a consequence of the prevalence of the Hacienda

system, an institutional legacy of colonialism that governed economic and labor rela-

tions in both countries. Furthermore, the majority of the 1950s economic production

was land-based in the mining (20%) and agriculture sectors (11%) (de Estad́ıstica e

Informática, 2019).

The extreme levels of land concentration and the lack of secure property rights

for the majority of the rural population fueled peasant mobilizations in the Sierra

region in the late 1950s. While initially these movements were decentralized and

scarce, peasant mobilizations soon gained momentum and spread throughout the

territory near the city of Cusco. The most important of these mobilizations occurred

between 1959 and 1963 in the Valley of La Convención. By 1960, the movement

of La Convención had gained steam, and in June and July, rural workers initiated

a “solidarity strike” (huelga de simpat́ıa) and stopped working in the haciendas.

Overall, around 300,000 peasants mobilized. Furthermore, about 300 haciendas were

distributed as a consequence (Campbell, 1973).

In the meantime, and perhaps inspired by the success of the Cuban Revolution,
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students and workers in the urban centers grew empathetic of the peasant mobiliza-

tions in the valley of La Convención and mobilized too. Hugo Blanco, a university

student in Lima, arrived at the valley and became the leader of a radical segment of

the peasant movement operating under the “land or death” slogan (Wesley W. Craig,

1968, 18). After internal tensions within the movement, in 1962, the majority of the

factions agreed on an absolute boycott.

Landowners solicited support from their congressional representatives in Lima

and demanded the government to repress the mobilizations. The initial response

from the government was the repression of the mobilizations. After a few months,

the commission of the Labor Minister investigating the events recommended a change

to the labor conditions. Not surprisingly, this recommendation was quickly silenced

in Lima.

The intensity of the mobilizations continued, and in 1962, the military mounted

a successful coup against Manuel Prado Ugarteche. Led by Ricardo Perez Godoy,

the military decided to initiate a series of reforms to prevent “a social explosion.”

The government attempted, unsuccessfully, to initiate an agrarian reform program.

Instead, it ended up recognizing the de-facto ownership of the lands in Valle de la

Convención.

As a response to these mobilizations, different sectors of the economic elite came

together as a cohesive front and were able to shape state policies. Two actors played

an important role in representing the interests of the economic elite: The National

Agrarian Society (SNA - ) and the Perúvian Association of Cattle Breeders (ACLP).

In Table 6.3, I present important CPOs that demonstrate the cohesiveness of the

economic elite and the sense of threat associated with peasant mobilizations and the
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announced reforms (See CPO 1). These observations come from Carlos Malpica’s

book entitled “Los Dueños del Perú.” A truly important referent to understand the

links connecting the main productive sectors in the country, the goal of the book was

to present a radiography of economic power in Perú.

Malpica provides compelling evidence of the important links that existed between

landed elites and other economic sectors. In fact, the most powerful families of

landowners were also shareholders in other economic activities, including the banking,

commercial, and industrial sectors (See CPOS 3, 4). This suggests that as of 1960,

it hard to think about different sectors of the economic elite as separate actors.

In addition to peasant mobilizations, Perú also saw increasing strikes in other

sectors. For example, in the textile industry, unionization efforts led to a record-

high number of strikes (Bamat, 1983) and strikes in the mining sector in the 1960s

became more frequent (Dewind, 1975). These mobilizations went in tandem with

the emergence of new political actors that challenged the traditional models of do-

ing politics. New actors included political parties like the Revolutionary Vanguard9

(1965) and APRA RebeldeAPRA Rebelde was a splinter group of APRA (1959) and

guerrilla groups like the Revolutionary Left Movement(MIR) (1962) and the National

Liberation Army10 (1962).

The increase in the number and magnitude of social mobilizations in Perú threat-

ened to destabilize the existing order and the distribution of political and economic

power as a consequence. Together, these new actors and social mobilizations amounted

to what Pease Garcia (1977) called the crisis of the oligarchic structure of domination.

9Vanguardia Revolucionaria
10ELN Ejército de Liberación Nacional
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According to Cotler, the oligarchic domination, which in the 1930s had to impose it-

self by resorting to the dictatorship and the exclusion of APRA, faced in the 1950s

and 1960s attacks that question not only its legitimacy but its stability as a system

expressed in the state (Cotler, 2005, 17).
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Table 6.3: Peasant Mobilizations, Agrarian Reform and a Cohesive Economic Elite
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6.2.3 Comparing Redistributive Pressures in Colombia and

Perú

Until the 1960s, Colombia and Perú were characterized by similar structures of

economic and political power. At the center of this equilibrium was the extreme

concentration of material and political power in the hands of the landed elites. The

model that characterized land ownership, which based on a combination of latifundia

and minifundia, became the focal point of intense conflict and social mobilization.

In the 1960s, these conflicts intensified and translated into strong redistributive

pressures that were seen as extremely threatening by the state and the economic elites.

The nature of the threats made the landed sectors of the economic elite particularly

vulnerable. As such, states faced the dilemma of protecting the interests of the landed

elites or to respond to the pressures with redistribution schemes that undermined the

resources of the landed elites. In the next section, I present the set of policy responses

in each country.

6.3 Policy Responses:

In this section, I trace the policy responses to the redistributive pressures in each

country. In particular, I focus on important reforms to the main redistributive in-

stitutions: tax reform in 1960 and agrarian reform in Colombia in 1961, and two

agrarian reforms in 1964 and in 1969 in Perú.

In Colombia, both institutional reforms occurred during the presidency of Alberto

Lleras Camargo (1958 −–1962), the first president of Frente Nacional. I chose to focus
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on these two reforms since they were the most consequential, and as such, they reveal

the role of the economic elite and how it constraints the redistributive power of the

state. In Perú, I focus on two agrarian reforms enacted by different presidents and

models: The first one in 1964 was passed during Belaúnde Terry’s government and

was part of his “democratic reformism.” The second one (1969) was approved during

Juan Velasco’s dictatorship.

6.3.1 Two Institutional Reforms during Frente Nacional in

Colombia: Tracing the Endurance of Parasitism

Before delving into the most important reforms to the redistribute institutions

in Colombia, I will briefly go back to explain the political context in which they

happened. After years of violent confrontation, the leaders of both parties came

together and made a pact to alternate executive power between 1958 and 1974 with

the goal of pacifying the country. As I explained earlier, the system of Frente Nacional

was legitimized by Rojas Pinilla’s inability to defend the country from violence and the

increasingly authoritarian character of his government. Additionally, the progressive

nature of some of his reforms and his populist agenda contributed to the strengthening

of the cohesiveness of the economic elite. As a result, during Frente Nacional, an

extremely cohesive economic elite was able to protect its interests and shape the

main redistributive institutions.

The first President of this arrangement was Alberto Lleras Camargo, a member

of the Liberal party that was seen at the time as the most progressive among the

party leaders. In his speeches, Lleras often referenced the importance of confronting

the deep social inequalities in the country and was vocal about the dangers brought
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to the country by the success of the Cuban Revolution. In this context, the two most

important institutional reforms were enacted: a tax reform approved in 1960 (Ley

81) and the Agrarian Reform of 1961 (Ley 135). These two reforms represent two

different faces of Lleras’ presidency. On the one hand, he was aware of the threats

posed by the combination of an extremely unequal distribution of land, the legacies of

La Violencia, and the spread of revolutionary ideas. As such, he saw in the Agrarian

Reform an opportunity to alleviate some of the redistributive pressures. On the other

hand, his government was heavily influenced by the interests of an extremely cohesive

economic elite which is evidenced in the design of the tax reform. In what follows, I

analyze these two reforms (Tax reform of 1960 (Ley 81) and the Agrarian Reform of

1961 (Ley 135) to show how the economic elite was able to shape state policies and

the redistributive power of the state as a result.

Law 81, 1960 - Tax Reform:

In Colombia, the process towards having a tax system that fulfilled its progressive

redistributive potential initiated by Rojas in 1953, took a sharp turn during Frente

Nacional.

During the first presidential cycle of Frente Nacional, President Lleras Camargo

approved a tax reform (Law 81 1960) that constituted a break from the process

initiated by Rojas Pinilla towards a progressive tax system. Since this moment, and

for decades to come, tax reforms have been characterized by the inclusion of multiple

fiscal incentives in the name of economic growth. These incentives favor economic

elites and are against the interests of the majority of the population by limiting the

redistributive function of the tax system (Hernandez Rodŕıguez, 2014).
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Rather than redistribution, the new law aimed at strengthening tax collection to

finance public investments. Even though the reform included some progressive ele-

ments, like the creation of taxes to capital gains as well as taxes to land ownership

and land tenants, the proposal also included a myriad of exceptions and deductions

to stimulate the economy. Incentives included deductions for: salaries paid, inter-

ests, payments for taxes, “reasonable” losses from debts, “reasonable” depreciation of

capital, “reasonable” “reasonable” amortization, charity contributions and donations,

and gifts to workers. One of the problems with these “reasonable” deductions is that

the word reasonable was never defined in the law and what constituted reasonable

was left open to interpretation (Hernandez Rodŕıguez, 2014).

During congressional debates, the “incentives” grew larger, and the taxes to capital

gains disappeared from the law. In fact, the presence and influence of interest groups

in the legislative process resulted in around 25 exemptions. All of the different sectors

and representatives of interest groups argued that more progressive tax reform was

against the goal of “maintaining peace” (Hernandez Rodŕıguez, 2014) and would be

detrimental to the financing of state coercive activities. In the legislative process, the

law lost all of its progressive components (Perry and Cárdenas, 1986).

Figure 6.4 Compares the Tax Rates of the 1960 law with the 1953 law. The y axis

has the rate, and the x shows the log of the center of each of the income ranges. As

the graph shows, the 1953 law was more progressive than the 1960 law.
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Figure 6.4: Comparing Progressiveness of Income Tax

Source: Own calculations based on final laws approved

The changes to the tax system did not stop there. In 1963, amid a fiscal crisis, the

redistributive function of taxes was again compromised with the inclusion of an indi-

rect and regressive tax to consumption. The deterioration of the progressive character

of the fiscal system in Colombia following the 1960 reform has been documented by

economic historians and fiscal experts (Perry and Cárdenas, 1986). Figure 6.5 below

shows a sharp decrease in the taxable base that occurred after the 1960 reform.
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Figure 6.5: Tax base

Source:
(Hernandez Rodŕıguez, 2014), page 299

Table 6.5 contains the most important CPOs in the analysis of the tax reform and

how it compared to the existing tax legislation since Rojas Pinilla.
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Table 6.4: CPOs Tax Reform 1960
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Land Reform (Law 35, 1961):

Also, during the Presidency of Alberto Lleras Camargo, in 1960, a decree was pro-

mulgated (Decree 2061) through which the National Agrarian Committee (Comité

Nacional Agrario) was created with the assigned responsibility of drafting a new

Agrarian Reform Law (de Colombia-Ministerio de Agriculture y Ganadeŕıa, 1960)).

This law was seen by the government as a necessary reform to consolidate peace and

to “integrate” peasants into the national economy. On December 23, 1961, the law

1935 “On Social Agrarian Reform” was passed . The stated goal of the reform was to

change land tenure relationships in the Andean region, where minifundia and latifun-

dia coexisted side by side (de Colombia-Gobierno Nacional, 1961), Article 2). Despite

the progressive nature of the initial project, two factors hinder the redistributive po-

tential of the agrarian reform.

First, when the bill was subjected to congressional debates, a change in the word-

ing completely transformed the purpose of the law. The new focus of the reform was

no longer to redistribute the land that was concentrated in vast properties through-

out the most productive areas of the country. Instead, the focus of the law was to

distribute lands that were not being used (bald́ıos11) and were not considered private

property. This was further achieved through the inclusion of a clear protocol to avoid

the expropriation of private lands (See Chapter XI of the Law, Article 58) (See 6.5

CPO 1).

The reform faced intense opposition from many sectors of the economic elite, which

succeeded in changing the focus of the reform towards mainly distributing tierras

bald́ıas.In Table 6.5 I summarize the main pieces of evidence sustaining the process

11Translation in English is a wasteland, but I’m not 100% sure that this is a good translation
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tracing analysis. The Society of Colombian Agriculturists (Sociedad de Agricultores

Colombianos), the interests group representing the landed elites, led constant attacks

to the reform. One of the central points of their opposition, was the argument that

the reform was moving too fast and in the wrong direction (Duff, 1966). Members of

the banking sector were also vocal opponents of the reform. For example, Jorge Mejia

Salazar, President of Bank of Bogotá (the largest bank at the time), voiced opposition

to the reform. In his view, cultivated lands should not be ever expropriated, and in

extreme cases, expropriations should be done only when paying the commercial value

to the owners in full. The focus of the distribution, for these two sectors of the

economic elite, ought to be in the peripheral areas of the country.

The second factor hindering the redistributive capacity of the law had to do with

its implementation and with INCORA (Instituto Colombiano de Reforma Agrario),

the organization created to implement the law. On the one hand, INCORA was

designed in such a way that all bureaucratic links of the implementation chain (judges,

mayors, notaries, police) were tied to the interests of landed economic elites and

responded to bipartisan and localist political logics (Gutierrez Sańın, 2013)). On

the other hand, after the congressional debates, the proposed budget allocated to

financing INCORA was severely decreased, meaning that the institute faced strong

financial constraints, which made it even less autonomous vis-à-vis local powers.
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Table 6.5: CPOs Agrarian Reform

Together, these two factors severely hindered the redistributive potential of the

agrarian reform. As Table 6.6 shows, the agrarian reform did not change the extreme

levels of inequality characteristic of land ownership. Large properties (more than

500 hectares) maintained the amount of land. Furthermore, the number of small

properties (less than 5 hectares) did not change, and the percentage of land under

their control became even smaller. As it will be clear in the next section, there are

important similarities between this reform and the agrarian reform in Perú during

Belaunde’s government. In both cases, a moderate reform was significantly diluted

in its passage through Congress and lost its progressive components.
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Table 6.6: Distribution of Land Ownership before and after the Agrarian Reform

Percentage of Owners Percentage of Area
Size in hectares 1956 1960 1970 1956 1960 1970

Less than 5 56 62.5 59.5 4.5 4.5 3.7

5 – 10 16.6 14.0 13.6 4.8 4.3 3.5

10 – 50 20.2 16.6 18.5 18.4 15.4 15

50 – 100 3.6 3.3 4.1 10.5 9.8 10.3

100 – 500 3.1 3.0 3.6 35.3 25.6 26.6

More than 500 0.7 0.5 0.7 26.8 40.4 40.8

Source: (IGAC, 2012) based on Muestra Nacional Agropecuaria 1956, Censos agropecuarios 1960
and 1970.

Cohesive Economic Elite and the Redistributive Power of the State

What explains the change in the Tax structure after 1960? What explains the

failure of Agrarian Reform? The common element behind the failure of the Agrarian

Reform, as well as the attacks on the progressive character of taxation, is that a

politically cohesive economic elite acted to influence state policy. The analysis of

these two reforms suggests that the redistributive power of the state was limited as a

result of the capacity of a politically cohesive economic elite to influence state policies.

Existing explanations to the failure of the agrarian reform and, more generally,

about the redistributive capacity of the state, point to an infrastructurally weak

state as the cause. However, parallel to the reforms to the main redistributive in-

stitutions, the Colombian state grew in infrastructural capacity in the decade of the

1960 (Gutiérrez Sańın, 2016, 38)). The capacity of the state was being strengthened
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at the same time that new bureaucratic organizations with resources were being cre-

ated. Perhaps like never before, the Colombian state had the resources to implement

the redistributive forces. Besides, this was a period in which “technocracy was born”

with the creation of Departamento Nacional de Planeación (Gutiérrez Sańın, 2016)).

Figure 6.6: State Capacity

Source: Own
calculations based on Hanson and Sigman (forthcoming)

The lack of implementation of these reforms is then not a result of a lack of

infrastructural capacity of the Colombian state. Instead, I argue that this reflects

that the state lacked the capacity to implement redistributive reforms because it

faced a politically cohesiveness economic elite. One that was able to influence state

policies and put limits on the redistributive potential of the state.12

12Is it important to clarify that here I don’t mean that the economic elites cohesively in every
single aspect of the political life. In fact, important disagreements were present along partisan lines.
Gutierrez Sańın (2013) identifies at least four areas for which there has been disagreement. However,
when it comes to redistributive issues, I find that the economic elite acted as an extremely cohesive
actor.
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Overall, the period of Frente Nacional was critical for the long-term trajectories

of economic inequality since it resulted in the further strengthening of parasitism.

The analysis of the processes through which these two sets of reforms came to be

in Colombia during Frente Nacional shows how a cohesive economic elite was able

to influence state policy to protect its interests. The common element behind the

failure of the Agrarian Reform, as well as the attacks on the progressive character of

taxation, is that a politically cohesive economic elite acted to influence state policy.

6.3.2 Perú: from parasitism in democratic reformism to com-

mensalism in dictatorship: a comparison of two agrar-

ian reforms

During the early 1960s, the failure of the Military Junta to alleviate the mounting

redistributive pressures led to an alliance between the main political forces (APRA

and Odríısmo) that led to the electoral victory of Presiden Belaúnde Terry in Perú

in 1963. Once in power, Belaunde Terry’s government initiated a series of moderate

reforms aimed at alleviating redistributive pressures while simultaneously protecting

private property and economic elites. However, the first response was insufficient,

and the demands for redistribution intensified. The failure of Belaúnde’s democratic

reformism made viable Velasco’s alternative: a set of more radical and progressive

reforms under a military regime. Velasco gained support from a sector of the economic

elite and rose to power in 1968. In this section, I analyze the Agrarian Reform

attempted by Belaúnde’s government and contrast it with Velasco’s Agrarian Reform.

I draw on primary and secondary sources to show that Perú experienced a break in

terms of RSP.
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Belaunde’s Agrarian Reform under Democratic Reformism:

Belaúnde was elected after an extremely tied election in 1963, supported by a

coalition of the two parties representing traditional oligarchic structures of power:

Odríısmo and Aprismo. “Haya, once considered one of the region’s most populist

leaders, shocked his supporters when he moderated APRA’s demands for labor and

agrarian reforms and supported Belaunde’s government” (Brands, 2010), page 20).

The victory of Belaunde was seen as a victory of “democratic reformism” and was

partially the result of antagonism towards another military government.

In 1964, Belaúnde attempted to implement an agrarian reform. The first project

failed due to a lack of support in Congress. A reformed version of the bill was approved

later in Congress because, on the second attempt, it excluded the sugar haciendas of

the north and focused mainly on the haciendas in the Sierra region. In addition to

the exclusion of the entire agro-export segments of the north, the approved law (Ley

15037) included a series of articles that allowed easy evasion of the law (Pease and

Romero, 2014).

A second factor that contributed to the failure of this program was that the Na-

tional Agrarian Council (Consejo Nacional Agrario), the organism created for the

implementation of the reform, ended up being controlled by members of the APRA

party and landowners (Pease and Romero, 2014). Finally, an additional challenge

resulted from the opposition’s constant denials to release the financial means to com-

pensate for the expropriations. In sum, these factors amounted to a minimal impact

on the reform. Ultimately the reform failed in achieving its goals of redistribution

and in appeasing the redistributive pressures. As (Garćıa, 1977) shows, only 11,000
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families benefited from the program in the four years in which the law was valid.



239

Table 6.7: CPOs Belaúnde’s Agrarian Reform
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Velasco’s Agrarian Reform

On October 3 of 1968, President Belaúnde Terry was overthrown by a military

coup led by Juan Velasco. In part, this was a response to the spread of left-wing

guerrilla groups and the threats they imposed and the limitations of “democratic

reformism” to appease the intense social mobilizations and face economic crisis. Ve-

lasco’s nationalistic project and his message were clear: solve the deep structural

inequalities. He wanted to change Perúvian society by implementing a redistributive

project and wanted to break with the cycle of imperial domination, which led him to

nationalize mineral resources in Perú (Aguirre and Drinot, 2017)).

The magnitude and progressiveness of Velasco’s regime, as well as its corporatist

traits, have been at the center of scholarly research (Cotler, 2005; Vergara, 2018;

Stepan, 1978; Malloy, 1974)). Scholars have noted the similarities between corpo-

ratism and features of Velasco’s government in that it avoided the elaboration of

systematic ideology. Official communications show that the regime did not want to

be perceived as either communist or capitalist. Instead, descriptions of the regime

included the words revolutionary, nationalist, and popular (Malloy, 1974)).

A recurrent goal of the administration was to “break the power of the so-called

oligarchy.” Agrarian reform was the most significant step to weakening traditional

landowner sectors by expropriating large portions of land. More land was redis-

tributed in Perú than in similar reforms in Mexico and Bolivia(Vergara, 2018)).

Table 6.8 shows the scale of the redistribution accomplished by the reform. More

than 334,000 families benefitted from the program. This number contrasts sharply

with the 11,000 families who benefited from Belaunde’s reform.
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Table 6.8: Adjudicated Lands and Benefitted Families (1969 to 1978)

Adjudicated Lands Families
Modality Number Percentage Number Percentage

Sais 60 2,773,435 37 60,990 46
Caps 502 2,127,166 29 103,699 31

Grupos Campesinos 743 1,586,363 21 43,922 13
Comunidades Campesinas 403 728,227 10 109,709 33

Individual 190,317 3 15,878 5

Total 1,708 7,405,508 100 334,108 100

Source: (Ministerio de la Economı́a Nacional, 1939) based on General Direction of Agrarian
Reform, ”Reforma Agraria en Cifras”

Table 6.9: Achievements of Agrarian Reform

Cultivated Area Labor Force
(Thousands of Hectares) (Thousands of People)

Census 1961 17,722 1700
Census 1972 23,000 2000

Volume of Agrarian Reform
Expropriated 11,864

Adjudications 9678 684 *
Progress on 31/12/1973

Expropriated 5677 354 *
Adjudications 4375 (177)

Source:

“Programa y logros de la reforma Agraria” (Figueroa and Webb, 1975), page 119)

As I mentioned earlier in this chapter, in 1964 Carlos Malpica published a book

titled “The Owners of Perú,” in which he presents the radiography of economic power

in Perú. During my interviews in the field with historians and political scientists, the

name of this book came up over and over again as powerful evidence of the deep

changes caused by Velasco’s Agrarian reform to the structures of power. Malpica

wrote the fourth edition of the book in 1970, after the agrarian reform. The book

allows one to see how economic power changed in the country; the most shocking
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change between 1964 and 1970 is the disappearance of the landed elites due to the

Agrarian reform. This is confirmed by Vergara (2016) on his study of center-periphery

relations and how they changed after Velasco (Vergara, 2018)).

Velasco’s revolutionary experiment failed if one looks at one of his main goals

of liberating the country from foreign powers. The country soon became dependent

again on foreign investments and found itself deeply in-debt with the IMF. In ad-

dition, “[b]y 1973, however, the most dynamic sectors of Perú’s dominant class had

regrouped; they began to challenge the government. The regime’s autonomy was

gradually reduced as these sectors took advantage of the military’s inherent anti-

communism and the increasing heterogeneity of political positions within the armed

forces” (McClintock and Lowenthal, 2016)). However, two things changed forever:

the power of the landed elites and the role of the state. Even though other sectors of

the economic elite maintained a certain level of political cohesion, Velasco took ad-

vantage of a temporary division and implemented an extremely redistributive reform

against the landed elites.

In sum, during Velasco’s dictatorship, the economic elite stopped being cohesive,

and in turn, the state’s redistributive power became significantly higher. This is

confirmed by Pease Garćıa’s view on how the fight between the oligarchic factions

and the industrial elites went from being “accommodating” before Velasco to the

later questioning the foundation of the agro-export economy entirely (Garćıa, 1977)).

The division of the economic elite and the support from the industrial elites allowed

Velasco to implement structural reforms that allowed the country to move into com-

mensalism and lower levels of economic inequality.
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Table 6.10: CPOs Velasco’s Agrarian Reform
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6.4 Conclusion

The comparison of these two countries during this period allows me to identify the

conditions sustaining an equilibrium characterized by a relatively weak state and a

cohesive economic elite, and the conditions under which that equilibrium breaks and

economic inequality changes in the long-run. I conduct an in-depth study of both

cases to identify whether Velasco’s regime in Perú and Frente Nacional in Colombia

were critical events for long-term trajectories of economic inequality in both countries.

In doing so, I provide answers to the following questions: Under what conditions a

country is capable of escaping an inequality trap? Why was Perú able to escape

the economic inequality trap while Colombia was not despite similar redistributive

pressures?

By analyzing the processes through which institutions were transformed to ap-

pease redistributive pressures, I am able to explain variation in long-term trajectories

of economic inequality in these two countries. In Colombia, the tax system became

more regressive, and the agrarian reform failed to deliver actual change to the struc-

ture of land property in rural Colombia. In fact, by some estimates, the concentration

of large extensions of lands (latifundios) increased after the reform. In contrast, Ve-

lasco’s agrarian reform fundamentally changed the structure of land ownership in

Perú. Furthermore, income inequality also decreased in the years following the re-

form.

In Colombia, the sequence of events leading to Frente Nacional is important to

understand the cohesiveness of the economic elite. In particular, I claim that the fact

that Rojas Pinilla’s preceded the institutional reforms had two consequences: First,
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its progressiveness further united the economic elites and interest groups became sig-

nificant players with the capacity to represent a united front vis-à-vis the government.

Second, the break with democracy justified a quasi-democratic transition and legit-

imized Frente Nacional and, with it, the political institutionalization of a cohesive

economic elite.

Scholars studying the success of Velasco’s Agrarian Reform have focused on the

authoritarian nature of the regime and the autonomy associated with the military as

the enabler of success (Albertus, 2015; Vergara, 2018; Trimberger, 1978). However,

the comparison with Colombia suggests the timing of Velasco’s reform and the divi-

sion of the economic elite were crucial for its success. Velasco rose to power due to

the failure of Belaunde’s initial attempts to respond to the redistributive pressures.

Following the growth and success of a massive peasant movement in 1962, a cohesive

economic elite surrounded Belaunde’s democratic reformism. However, the failure of

this initial response in releasing some of the pressures created tensions within the

economic elite. In particular, members of the industrial elite abandoned the coali-

tion that sustained Belaunde’s government, giving rise to Velasco’s leadership and his

”revolutionary government.”

This analysis allows me to discuss additional rival explanations on the factors

explaining economic inequality. The first finding is that the explanatory power of

state capacity for inequality needs to be questions. During the 1960s, both countries

saw the increase in the overall levels of state capacity. Yet, only in Perú we see a

change towards lower levels of economic inequality. This suggests that absolute levels

of state capacity hide the extent to which the state is able to oppose the interests of

particular societal groups.
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The second implication is for our understanding of the relationship between mod-

ernization and economic inequality. The redistributive pressures emerging in both

countries in the middle of the century were partially a consequence of the processes

of modernization and the changes in the structure of the economy. As such, this

chapter also speaks to economic elites’s adaptation to modernization and how despite

changing levels of economic developments, economic inequality can persist.
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Chapter 7

Testing the Generalizability of the

Argument

Introduction

In Chapters 5 and 6, I combine comparative historical analysis and process trac-

ing to understand the mechanisms connecting the Redistributive State Power (RSP)

with economic inequality. An in-depth analysis of the processes surrounding reforms

to redistributive institutions in Colombia shows the importance of a politically cohe-

sive economic elite for maintaining economic inequality traps. In contrast, the case

of Perú underscores how the political division of the economic elites led to higher

redistributive capacity of the state, which allowed the country to escape an economic

inequality trap and embark on a path towards lower economic inequality. Together,

a comparison of these cases proved powerful to understand how the state and the

economic elite interact to shape economic inequality trajectories in the long run.
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However, we have yet to explore whether this pattern can be generalized to other

countries in the world and Latin America.

The theory presented in Chapter 3 has implications that can be generalized more

broadly to other countries and regions in the world. I depart from the assumption

that the level of economic inequality is the result of a dynamic equilibrium in which a

series of opposing forces are permanently interacting. In this sense, stability is not a

synonym of the absence of change; stability is the result of a balance of the competing

forces. On the contrary, change results from a shock to the balance of relevant forces,

one that the system cannot compensate. In this dissertation, I focus on three central

forces in that produce and reproduce economic inequality trajectories. The first force

takes the form of redistributive pressures - i.e. forces threatening the concentrated

possession of in-come and wealth of the economic elite.

The other two forces constitute RSP: state capacity, and the political cohesiveness

of the economic elite. I define RSP as the power of the state to redistribute income

and wealth from the richer to the poorer segments of the society. I argue that RSP can

help us understand the circumstances under which redistributive pressures result in an

actual change towards more economic equality. On the one hand, pressures can pose

challenges to the state’s central goal of order through the monopoly of coercion. On

the other, these forces challenge the economic elites’ ownership of valuable resources,

which means that they will seek to maintain or increase cohesion to protect their

interests. In the midst of redistributive pressures, states have two options. They can

use their coercive apparatus to repress the threats, or they can use their administrative

and bureaucratic apparatus to redistribute wealth. I hypothesize that state’s decision

will depend on its relative autonomy from the economic elite. In countries where the
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economic elite has the capacity to influence state policies, redistributive pressures

would not translate into redistributive efforts. In countries where the economic elite

is week, or divided, the state will seek to redistribute and benefit the majority of the

population. This implies that the relationship between state capacity and economic

inequality will depend on the strength of the economic elite to influence state policies.

In turn, in this chapter, I aim to answer: What is the effect of State Capacity

on the level of economic inequality? Is this effect conditional on the strength of

the economic elite? I use panel data techniques to evaluate a series of observable

implications of my theory. I use a data-set that contains yearly observations for

194 countries between 1960 and 2018. More precisely, I estimate the effect of state

capacity on economic inequality and how it varies with the cohesiveness and the

strength of the economic elite. To measure economic inequality, I rely on two different

approximations. For the first one, and similar to what most studies do, I use two

continuous indicators that measure economic inequality: the Gini Coefficient and

the Income Share held by the wealthiest 10%. For the second approach, I use a

typology of economic inequality levels to identify when the type of inequality changes.

To operationalize state strength, I rely on an indicator constructed by Hanson and

Sigman (2019) that combines 22 indicators traditionally used to capture different

aspects of state capacity. To operationalize the strength of the economic elite, I use

two different strategies. First, I use Forbes lists to identify the presence and power of

billionaires in each country as proxies of the power and cohesiveness of the economic

elite. Second, I use the share of the revenue of states that comes from income taxes

as a proxy of the state’s redistributive capacity.

I find that higher levels of state capacity are associated with lower levels of eco-
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nomic inequality. However, the effect of state capacity on inequality is not constant

when considering the strength of the economic elite. Whether or not a strong eco-

nomic elite is present, changes the effect of state capacity on economic inequality. The

findings of this chapter support the main argument of this project: that the state and

its interaction with the economic elites are important determinants of economic in-

equality trajectories.

7.1 Rival Explanations

In the introduction, I discussed existing frameworks proposed to explain the levels

of economic inequality in Latin America. In this section, I revisit some of these

arguments and demonstrate that while important, they fail to account for the role

of economic elites and their capacity to influence the redistributive capacity of the

states. The combination of existing explanations with my theoretical framework

inform important modeling decisions.

The first group of theories identifies initial conditions faced by colonial settlers

as a critical determinant of the type of institutions and how they set the stage for

unusually high levels of inequality in Latin America (Engerman and Sokoloff, 1997;

Acemoglu et al., 2001). Departing from these findings, rational choice institutionalists

like Acemoglu et al. (2001) have identified extractive institutions ( characterized by

a lack of secure property rights), and its reproduction over time as the leading cause

behind the high levels of economic inequality in Latin America. This framework is

valuable for understanding differences between Latin American former colonies and

those in other regions of the world. However, it has little leverage for understanding

the variation across countries with similar colonial pasts. In the models, I use country
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fixed effects to be able to account for colonial legacies.

An important limitation of these works is that they leave little room for trajectory

changes. The implicit assumption behind these theories is that Latin America has

always been unequal. However, this ignores periods of time in which inequality was

on average low and early periods of time (first half of the nineteenth century) in

which economic inequality trends were characterized by instability (Williamson, 2015;

Abad, 2013; Bertola et al., 2009; Serna and Aguirre, 2010; Milanovic, Lindert, and

Williamson, Milanovic et al.). Besides, they cannot explain why some counties (e.g.,

Perú and Paraguay) see important changes.

The third group of researchers points to LA’s position in the global economy as

the primary driver of high inequality (Hoffman and Centeno, 2003). Predominant

economic activities in the region tend to be sustained by models of production that

reproduce the unequal distribution of material resources. Frankema provides the

most comprehensive study of economic inequality in the region. He points to the

structural transformation circa 1870 in the region towards “modern economic growth”

as critical for inequality’s subsequent trajectories (Frankema, 2009). By stressing the

importance of this structural shift, Frankema challenges the idea that Latin American

inequality has been persistent throughout the post-independence era. His argument

is sensitive to specific Latin inequality characteristics rooted in a shared colonial

history and the legacies of colonial institutions hacienda and encomienda on the

distribution of land. However, he proposes that modernization forces changed the

context in which colonial legacies operate, and this period is crucial if one aims to

understand inequality in the region. His study enlightens the debate of the forces

behind trajectories of economic inequality in the region. Nonetheless, it remains
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mainly a comparison between Latin America and the rest of the world.

In a recent study, Sáchez-Ancochea uses qualitative comparative analysis to ex-

plain differences within Latin America and to test some of the explanatory power

of existing explanations. He finds that a low-indigenous/afro-descendant population

is a necessary condition for low levels of economic inequality (Sánchez-Ancoechea,

2020). Besides, he identifies two sufficient paths that lead countries to low levels of

economic inequality. Both include a low indigenous/afro-descendent population and

democracy. The first path results from the combination of these two factors with fa-

vorable export specialization while the second one combines the three factors with the

presence of leftist presidents. This finding aligns with Huber and Stephen’s findings

on the success of left and center-left governments that have succeeded in decreasing

economic inequality in the twenty-first century (Huber and Stephens, 2012).

The literature on democratization and economic development has emphasized on

the importance of regime transitions on economic inequality (Boix, 2003). Accord-

ing to social conflict theory, democracies should be more likely than autocracies to

adopt policies that will benefit the majority of the population since ”[they] empower

otherwise excluded members of the population and contribute to more open political

institutions” (Sánchez-Ancoechea, 2020). With the extension of the right to vote, the

median voter becomes relatively poorer and, in turn, ”prefers greater tax rates and

more redistribution” (Acemoglu and Robinson, 2006, 109). In the models, I control

for regime types.

Despite what these theories predict, economic and social inequality seem to be

extremely compatible with democracies. In fact, market democracies have achieved

the highest degree of wealth inequality in history (Winters, 2011) and redistribution
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from the rich to the poor is not higher in democracies than in autocracies (Ross, 2006;

Scheve and Stasavage, 2012; Albertus, 2015; Slater et al., 2014). As a result, theo-

ries responding to the puzzling relationship between democracy and inequality have

emerged. The first group, suggests that even after democratic transitions, elites might

circumvent democratic institutions to capture policy-making and block redistribution

efforts (Acemoglu and Robinson, 2006). Second, scholars point to state weakness as

a critical determinant of persistent inequality (De Ferranti and Perry, 2003) and as

a mediator between democracy and redistribution (Soifer, 2013). Soifer argues that

state capacity is necessary for redistribution and shows that the failure to account for

the extractive capacity of states explains why there is a tenuous relationship between

democracy and inequality.

To complement this finding on the importance of state capacity, my analysis shows

that state capacity is not sufficient for lower levels of economic inequality even after

democratization. As I will explain in the next section, state capacity is only one

of the constitutive elements of RSP. The second element is the capacity of society’s

wealthiest sectors to influence policy-making decisions and shape economic inequality

trajectories. Existing theories overlook the structure of power sustaining inequality

and fail to account for the role that agents play in the production and reproduction

of economic inequality. In particular, I claim that the role of empowered minorities

and their wealth-defense strategies is crucial to understanding economic inequality

changes. In this sense, my work aligns with the turn in economics literature away

from purely economic factors (a la Kuznets (1955a)) and into considering the political

dimensions behind economic inequality (a la Piketty (2014)).
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7.2 The Argument, Observable Implications, and

Hypotheses

In this section, I summarize the argument presented in chapter 3 on the relation-

ship between RSP and economic inequality, and state the observable implications of

my argument in hypothesis form. As I explained earlier, I define Redistributive State

Power (RSP) as the state’s power to redistribute income and wealth from the richer

to the poorer segments of the society. I argue that a country’s RSP depends on two

factors: State Capacity and the strength and political cohesiveness of the economic

elite - capacity. RSP is at the center of the production and reproduction of economic

inequality.

The first component of my conceptualization of RSP is state capacity. The state’s

capacity is conceptualized as infrastructural power, as ”the capacity of the state to

penetrate civil society and to implement logistically, political decisions through its

territory. [. . . ] that determines how far its bureaucratic apparatus can reach to exert

control and regulate social relations” (Mann, 1984). A state with high capacity, or

a strong state, is one that can maintain political order, protect citizens, guarantee

property rights, tax, and redistribute resources (Soifer, 2015; Mann, 1984). Other

things being equal, as a state becomes more capable, it is plausible to expect that

it acquires a higher capacity to collect taxes, to enforce property rights, to repress

threats to the status quo, and to put in place redistribution schemes. All of these

functions, traditionally associated with a modern state, are important determinants

of economic inequality and economic development. Thus, I expect countries with

higher levels of state capacity will have, on average, lower economic inequality (H1).



255

Besides, they will be more likely to see changes towards lesser levels of economic

inequality (H2).

H1: Higher levels of state capacity are associated with lower levels of economic

inequality.

H2: Higher levels of state capacity are positively associated with a higher probability

of a country escaping a high economic inequality trap.

However, while necessary, state capacity is insufficient to explain the direction and

the success of state policies’ implementation to redistribute wealth. Existing works

on the states’ capacity to shape development outcomes emphasize the importance of

the autonomy of the state from economic elites (Evans, 1995). I extend this idea to

the capacity of the state to shape economic inequality. In particular, I argue that a

strong and cohesive economic elite can influence state policies to block attempts to

redistribute wealth and protect their interests.

In its quest to design and implement policies that align with the maintenance of

the monopoly of force and public goods provision, the state faces important chal-

lenges (Eaton, 2012). In particular, economic elites and business groups that aim at

defending their interests can constitute a force that undermines the state’s capacity

to design and implement policies aiming to redistribute. As Fairfield (2015) shows,

business elites have a series of tools and power resources to create a credible threat

of capital flight that makes them important veto players. The concept of RSP is

therefore related to the concept of state autonomy (Skocpol, 1979; Evans, 1995) and

the relational strength of the state (Eaton, 2012; Dargent et al., 2017). RSP captures

the idea that state capacity is insufficient to understand how and when economic
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inequality changes. Mainly because it denies that state autonomy and state capacity

are two dimensions through which states vary and that both determine the redis-

tributive capacity of the state. Considering these two actors, and how they interact

to shape economic inequality, results in two additional hypotheses (H3 and H4).

H3: The effect of state capacity on economic inequality is conditional on the ca-

pacity of the economic elite.

H4: The relationship between State Capacity and the probability of a country es-

caping an inequality trap depends on the cohesiveness of the economic elite.

7.3 Operationalization and Descriptive Statistics

7.3.1 Economic Inequality and Inequality Traps

Identifying whether a country changed the trajectory of inequality in the long-run

proved to be extremely challenging due to the multiplicity of indicators and missing

data problems. Using the measurement framework developed in Chapter 2, I choose

the Share from Total Income of Highest Income Decile to measure economic inequality

in the estimation of the models. Figure 7.1 shows the yearly average of this variable

across all countries in the data-set. For the sample, the indicator varies between 4.10

and 75.51, with a mean of 33.88 and a standard deviation of 6.97. For robustness, I

also use the Gini coefficient to perform the same analysis since it is the most commonly

used measure of economic inequality (see Figure 7.3). In theory, the Gini coefficient

varies between 0 and 100. The mean value for the entire sample equals 42.29, with a

standard deviation of 8.77. For the estimation, I use the standardized version of these
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variables. As Figures 7.1 and 7.3 demonstrate, countries have become, on average,

less unequal since 1960 per both of these indicators.

Figure 7.1: Share from Total Income of Highest Income Decile

30
32

34
36

38

1960 1980 2000 2020
year

D10
95% CI

Figure 7.2: Source: Own calculations based on World Bank, LIS, WID.
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Figure 7.3: Gini Coefficient
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Figure 7.4: Source: Own calculations based on World Bank, LIS, WID.

It is important to note that the trajectories of inequality in Latin America differ

from the rest of the world. This is important because, as I showed in the introductory

chapter, inequality is much higher in Latin America compared to the rest of the world.

Besides, the downward trend that we can be observed for the world is less steep for

countries in Latin America.
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Figure 7.5: D10 Latin America vs. the World
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Figure 7.6: Gini Cofficient Latin America vs. the World

To identify whether countries escape inequality traps, I use the 25th and 75th per-

centiles of the Income Share held by the richest 10% as cutoffs to classify country-years

into three categories: high (3), medium (2), and low (1) inequality. By classifying all

observations into three broad categories, I can better capture inequality changes to

long-term trajectories. I then use the first difference of that variable as the dependent

variable. In turn, the variable ∆ Inequality Level takes integer values between -2 and

2. A value of -1 results from a decrease of one level in the level of inequality, while

a value of 1 results from an increase of one level. A value of 0 indicates stability in

the level of inequality. The mean value of this variable equals -0.0096, which sug-

gests that this variable is mostly capturing larger variations in the level of economic

inequality measured by the Income Share held by the richest 10%. Figure 7.7 shows
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the distribution of the variable for the whole sample.

Figure 7.7: Distribution of Change in Inequality Levels
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7.3.2 State Capacity:

I use the indicator constructed by Hanson and Sigman (2019) that combines three

core dimensions of state capacity: extractive capacity, coercive capacity, and adminis-

trative capacity. Hanson and Sigman focus on the core functions considered necessary

for modern states. These include protection from external threats, maintenance of

internal order, administration and provision of public goods necessary to sustain eco-

nomic activity, and the extraction of revenues. The authors depart from 22 indicators

of state capacity and use Bayesian latent variable analysis to construct a single indi-

cator with annual estimates of the state capacity levels for all countries starting in
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1960. The indicator varies between -3.43 and 2.9 for the entire period with a mean

equal to 0.09 and a standard deviation of 0.95. Figure 7.8 shows the yearly average of

the indicator for all countries in the sample. It shows that states have become more

capable per this indicator. For the estimation, I use the standardized version of this

variable.
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Figure 7.8: Yearly Average of State Capacity

7.3.3 Economic Elite Strength:

In the qualitative case studies, I was able to measure the political cohesion of

economic elites and how this changes over time in Colombia and in Perú. For this

chapter, I can’t measure the political cohesiveness of economic elites for all countries

in the world. In turn, I use three alternative approaches to measure this variable.
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For the sample that includes all countries in the world, I mostly on the strength

of the economic elite and leave the cohesiveness aside. I implemented two different

strategies using existing data from the Billionaires list put together by Forbes. The list

identifies Billionaires in each country, their net worth, and the industries in which they

operate. This information is valuable since we can think of billionaires as extremely

powerful actors within the economic elite. Furthermore, we can assume that given the

amount of wealth that they accumulate, they have a disproportionate power to shape

state policies and a shared interest in protecting their wealth. I use this data set to

construct two indicators of elite strength: first, a categorical variable that takes the

value 0 if there are not reported Billionaires, and 1 if there are (see 7.9) . The second

variable takes the total net worth of billionaires as the share of the GDP (in 2016).

As this number increases, one can assume that billionaires have a higher capacity to

influence state policies and to exert veto powers. For countries that have at least one

billionaire, the average share of the total net worth relative to GDP is around 0.08%

with a minimum of 0.005% and a maximum of 2.62%.

It is important to note that this variable does not change over time and it is

only used to evaluate whether the effect of state capacity on economic inequality is

conditional on economic elite strength. 1.

Elite Splits: For countries in South and Central America; I use Albertus (2015)

operationalization of elite splits as a proxy for the concept of political cohesiveness of

the economic elite. Albertus codes country-years as having an elite split when there

1For a future version of this part of my research and to be able to better account for political
cohesiveness, I will expand on this idea and collect data on the ten richest people in a given country
in Latin America and look at their business activities. The more diverse the portfolio is in terms of
the economic sectors’ span, the more cohesive the economic elite is. In particular, I will look into
whether there are still ties with land-based economic activities
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Figure 7.9: Number of Billionaires by Country in 2016

Source: Forbes

is a split between the ruling elites and the landed elites. This concept is close to

my own conceptualization of the political division of the economic elite. I will use

this variable to account for the political cohesiveness of the economic elite in Latin

America.

7.3.4 Controls

To account for the existing explanations of economic inequality summarized above

and to avoid potential sources of omitted variable bias, I estimate the models with a

series of controls. First, I use Polity’s democracy score to account for regime type.

This variable is categorical, ranging from 1 to 11, with a mean of 5.57. Figure 7.10

shows the distribution.
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Figure 7.10: Distribution of Democracy scores

I use the logarithm of GDP per capita using Maddison’s estimates (Bolt and

van Zanden, 2018) to account for the level of economic growth and the size of the

economy. This is important because this variable is strongly correlated with both

state capacity and economic inequality and excluding it will result in omitted variable

bias. In addition to GDP per capita, I use the logarithm of Child Mortality rates

as an additional indicator of economic development. This variable comes closer to

measuring economic welfare and poverty levels (see Figure 7.12 as discussed by (Sen,

2001)).
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Figure 7.11: Distribution of log GDP pc
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Figure 7.12: Distribution of log GDP pc

I use the GDP percentage based on agricultural activities as well as the share ded-

icated to mining and industrial activities. Together, these variables allow accounting

for the importance of primary goods and the industrialization of the economies since

they have an important role in economic inequality theories.
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Figure 7.13: Descriptive Statistics

Concept Operationalization Name in Dataset Obs Mean Std. Dev Min Max

Economic Inequality Gini Coefficient Gini_means 9,923 42.30 8.77 -0.23 96.70

Economic Inequality
Income Share Richest 
10%

D10_means 9,923 33.88 6.97 4.10 75.51

Economic Inequality 
Traps

Change Inequality 
Level

change_type_ine 9,729 -0.01 0.64 -2.00 2.00

State Capacity - 
Overall

Capacity Index 
Hanson and Sigman 
(2019) 

Capacity 9,923 0.10 0.96 -3.43 2.94

Strenght of the 
Economic Elite

Veto Power 
Billionaires

veto_power
9,923 0.17 0.38 0.00 1.00

Dummy Billionaires billonaire_dummy 9,923 0.36 0.48 0.00 1.00

Size Population Population Size log_population 9,923 15.33 2.04 8.94 21.00

Size of Economy GDP_pc GDP_pc 9,923 6301.77 13647.85 37.49 189170.90

Agriculture Agriculture, value 
added (% of GDP)

agric 9,923 17.39 13.95 -19.66 89.41

Mining Mining, value added 
(% of GDP)

mining 9,923 0.94 3.13 -6.01 46.62

Indsutry Industry, value added 
(% of GDP)

industry 9,923 27.06 11.41 -14.59 87.80

Poverty Child Mortality rate, 
under-5 (per 1,000 live 

log_mortality_child 9,923 3.75 1.19 0.53 6.04

Democracy Democ Index democ 9,923 5.57 3.21 1.00 11.00

DV: 

IV:

Controls

7.4 Analysis

The analysis is structured around four hypotheses. For each hypothesis, I use

Ordinary Least Squares as well as fixed and time effects. Every analysis is done

for the full sample of countries and then for a restricted sample that only includes

countries in Latin America and the Caribbean. Before estimating the models, I

conducted multiple imputations to handle missing values. I decided to use the Amelia

II package in R since it allows one to account for the panel structure of the data and

incorporate time trends as well as country effects. See the appendix of this chapter

for a few examples on the resulting imputed variables.



269

7.4.1 State Capacity and Economic Inequality (Hypothesis

1)

To test Hypothesis 1, I estimate the following equation.

Inequalityi,t = β0 + β1 ∗ StateCapacityi, t+ βmControlsi,j + ε

Table 7.1 presents the estimated coefficients using as measures of economic in-

equality both the Income Share of the Richest 10% (D10) and the Gini Coefficient.

For each inequality variable, Model 1 is a simple bi-variate regression between the

variable that measures state capacity and the inequality indicator. Model 2 adds a

time trend to account for time trends and potential temporal co-variance. Model 3

adds controls, and Models 4 adds country fixed effects. The four models present a

robust negative relationship between state capacity and economic inequality. That is,

higher levels of state capacity are associated with lower levels of economic inequality.

The variables are standardized, meaning that each coefficient can be interpreted as

the average change of y (in standard deviations) resulting from an increase in State

Capacity of one standard deviation.

I estimated the same models but using a subset of the data that contains countries

in Latin America and the Caribbean. Even though the coefficients’ sign suggests a

similar pattern for Latin America than for the full sample, the estimated effect of

State Capacity on economic inequality is not statistically different from 0 in any of

the models presented in Table 7.2. The smaller sample used for this models explains

the larger standard errors.
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Inequalityi,t = β0+β1∗StateCapacityi, t+βmControlsi,j+ε|LatinAmericaandCaribbean

Table 7.1: Inequality and State Capacity

Variables Income Share Highest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

State Capacity -0.274*** -0.128*** -0.152*** -0.076* -0.225*** -0.157*** -0.216*** -0.112**
(0.034) (0.039) (0.032) (0.043) (0.036) (0.040) (0.035) (0.045)

Democracy (Polity) 0.061*** 0.070***
(0.007) (0.007)

Gdp pc 0.000*** 0.000***
(0.000) (0.000)

Log (Population) -0.066*** -0.067***
(0.014) (0.015)

Log (Child Mortality) 0.681*** 0.622***
(0.050) (0.052)

% Agriculture -0.031*** -0.032***
(0.003) (0.003)

% Mining 0.005 0.004
(0.005) (0.005)

% Industry 0.000 0.004*
(0.002) (0.002)

Observations 9,923 9,923 9,923 9,923 9,923 9,923 9,923 9,923
R-squared 0.087 0.043
Number of isocode n 194 194 194 194 194 194 194 194

r2 w 0.0378 0.0865 0.195 0.0874 0.0235 0.0428 0.161 0.0433
r2 b 0.406 0.375 0.765 0.290 0.364 0.363 0.723 0.354
r2 o 0.242 0.170 0.501 0.120 0.205 0.174 0.457 0.144

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Robust and Clustered standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1



271

Table 7.2: Inequality and State Capacity in Latin America

VARIABLES Income Share Highest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

State Capacity -0.078 0.017 0.014 0.035 0.047 -0.024 -0.058 -0.008
(0.062) (0.104) (0.071) (0.107) (0.056) (0.113) (0.082) (0.120)

Democracy (Polity) 0.035** 0.044***
(0.014) (0.015)

Gdppc 0.000 0.000
(0.000) (0.000)

Log (Population) 0.026 0.019
(0.054) (0.051)

Log (Child Mortality) 0.552*** 0.526***
(0.210) (0.191)

% Agriculture -0.023** -0.028***
(0.009) (0.009)

% Mining 0.021*** 0.017***
(0.007) (0.006)

% Industry -0.000 0.001
(0.004) (0.005)

Observations 1,530 1,530 1,530 1,530 1,530 1,530 1,530 1,530
R-squared 0.127 0.149
Number of isocode n 27 27 27 27 27 27 27 27

r2 w 0.00342 0.127 0.189 0.127 0.00191 0.149 0.225 0.149
r2 b 0.0765 0.0119 0.448 0.00295 0.0611 0.00713 0.427 2.51e-07
r2 o 0.0211 0.0806 0.283 0.0774 0.00441 0.103 0.290 0.101

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Robust and Clustered standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

7.4.2 Change in State Capacity and Economic inequality Traps

(Hypothesis 2)

To test hypothesis 2, I estimated variations of the following model:

∆Inequalityi,t = β0 + β1 ∗∆StateCapacityi, t+ βmControlsi,j + ε
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Where ∆Inequalityi,t measures changes to the level of economic inequality, and

∆StateCapacity measures changes to the indicator of State Capacity. The structure

of the models is the same as the previous set of models. However, the interpretation is

slightly different because here we have the first differences of the dependent variable

and of the main independent variable. The four models in Table 7.3 present a robust

negative relationship between changes to state capacity and changes to the type of

economic inequality. That is, positive changes to the level of state capacity are

associated with negative changes in the level of economic inequality.

Furthermore, the magnitude of the coefficient seems to be relatively constant

across specifications. I repeated this exercise for countries in Latin America and

the Caribbean. Similar to what happened with H1, the coefficients are in the same

direction, but the effects are not statistically different from 0 (see Table 7.4).
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Table 7.3: Inequality and State Capacity

VARIABLES ∆ Inequality Level
(1) (2) (3) (4)

(1) (2) (3) (4)
∆ Capacity -0.185*** -0.135*** -0.151*** -0.132***

(0.032) (0.033) (0.032) (0.034)
Democracy (Polity) 0.022***

(0.006)
GDPpc 0.000**

(0.000)
Log (Population) 0.005

(0.004)
Log (Child Mortality) 0.176***

(0.023)
% Agriculture -0.012***

(0.002)
% Mining 0.003

(0.004)
% Industry -0.001

(0.001)

Observations 9,733 9,733 9,733 9,733
R-squared 0.032
Number of isocode n 194 194 194 194

Time Effects No Yes Yes Yes
Controls No No Yes No
Fixed Effects No No No Yes

Robust and Clustered standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 7.4: Inequality and State Capacity in Latin America

VARIABLES ∆ Inequality Level
(1) (2) (3) (4)

(1) (2) (3) (4)
∆ Capacity -0.058 -0.004 -0.012 -0.005

(0.088) (0.090) (0.088) (0.091)
Democracy 0.009

(0.012)
GDPpc -0.000

(0.000)
Log Population -0.015

(0.017)
Log (Child Mortality) 0.175*

(0.094)
% Agriculture -0.016*

(0.009)
% Mining 0.017**

(0.008)
% Industry -0.003

(0.005)

Observations 1,503 1,503 1,503 1,503
R-squared 0.076
Number of isocode n 27 27 27 27

Time Effects No Yes Yes Yes
Controls No No Yes No
Fixed Effects No No No Yes

Robust and Clustered standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

7.4.3 Conditional Effect of State Capacity by Elite Strength

on Economic Inequality (Hypothesis 3)

I hypothesize that the effect of state capacity on economic inequality is not con-

stant. Instead, it is conditional on the strength of the economic elite and their ca-

pacity to influence state policies. To test these hypotheses, I estimate variations of

the following model:
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∆Inequalityi,t = β0 + β1StateCapacityi, t+ β2StateCapacityi, t ∗ EliteStrengthi

+β3 ∗ EliteStrengthiβmControlsi,j + ε

As I explained earlier, I use two variables through which I attempt to capture

the strength of the economic elite. The first one is a dummy variable that takes

the value of 1 for countries where there are at least one billionaire and 0 otherwise.

For the second approach, I created two categories based on the total net worth of

billionaires as a percentage of the GDP. I use the median of this value (0.083) to

classify countries into high and low according to the relative power of billionaires and

refer to this variable as the veto power of billionaires. Even though this classification

is arbitrary, I am attempting to capture a more nuanced variation of billionaires and

their strength in comparison to the dummy variable.

Similar to the analysis presented for H1 and H2, here too, I repeat the analysis

by restricting the data for countries in Latin America and the Caribbean.

Presence of Billionaires

Table 7.5 presents the estimated coefficients of the model presented in Equation

7.4.3 in which elite strength is operationalized with the presence of billionaires. As

expected, the results suggest that the effect of state capacity on economic inequality

varies depending on billionaires’ presence. Unlike what we saw when testing H1, the

negative effect of state capacity is no longer clear. These findings support the main

argument of the dissertation: state capacity is only one of the relevant forces shaping

economic inequality in the long-run. The strength of the economic elite is another
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important force to consider when thinking about redistribution politics. These results

are similar, regardless of the indicator used to measure economic inequality. Table 7.6

summarizes the estimated coefficients for the sample including only Latin America

and the Caribbean. These models do not show a significant relationship between

economic inequality and state capacity.

Table 7.5: Estimating the Differential Effect of State Capacity by Presence of Bil-
lionaires on Economic Inequality

VARIABLES Income Share Richest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

Capacity | No Bill -0.194*** -0.058 -0.147*** -0.025 -0.155*** -0.087 -0.205*** -0.060
(0.048) (0.052) (0.037) (0.054) (0.052) (0.056) (0.041) (0.059)

Capacity | Bill -0.157** -0.123* 0.006 -0.122* -0.134** -0.129* -0.005 -0.124*
(0.064) (0.068) (0.049) (0.071) (0.067) (0.070) (0.049) (0.074)

Billionaires = 1 -0.313*** -0.505*** -0.291*** -0.372*** -0.457*** -0.336***
(0.099) (0.108) (0.086) (0.101) (0.107) (0.092)

Democracy (Polity) 0.062*** 0.071***
(0.006) (0.007)

Gdp pc 0.000*** 0.000***
(0.000) (0.000)

Log (population) -0.039** -0.036**
(0.016) (0.018)

Log (Child Mortality) 0.662*** 0.598***
(0.049) (0.052)

% Agriculture -0.031*** -0.033***
(0.003) (0.003)

% Mining 0.004 0.003
(0.005) (0.005)

% Insdustry 0.000 0.004*
(0.002) (0.002)

Observations 9,923 9,923 9,923 9,923 9,923 9,923 9,923 9,923
Number of isocode n 194 194 194 194 194 194 194 194
r2 w 0.0416 0.0891 0.197 0.0895 0.0260 0.0452 0.163 0.0455
r2 b 0.362 0.279 0.735 0.324 0.326 0.289 0.692 0.371
r2 o 0.238 0.209 0.492 0.140 0.205 0.193 0.449 0.165

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 7.6: Estimating the Differential Effect of State Capacity by by Presence of
Billionaires on Economic Inequality in Latin America

VARIABLES Income Share Richest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

Capacity | No Bill -0.082 -0.003 -0.046 0.047 0.071 -0.019 -0.097 0.034
(0.063) (0.118) (0.080) (0.124) (0.069) (0.125) (0.093) (0.135)

Capacity | Bill -0.000 -0.001 0.170 -0.031 -0.083 -0.077 0.111 -0.111
(0.144) (0.133) (0.119) (0.134) (0.112) (0.109) (0.101) (0.114)

Billionaires = 1 0.364* 0.344 0.177 0.315* 0.343* 0.136
(0.215) (0.228) (0.358) (0.176) (0.187) (0.365)

Democracy (Polity) 0.036*** 0.045***
(0.014) (0.015)

Gdp pc 0.000 0.000
(0.000) (0.000)

Log (Population) -0.007 -0.006
(0.080) (0.087)

Log (Child Mortality) 0.587*** 0.549***
(0.192) (0.185)

% Agriculture -0.026*** -0.030***
(0.009) (0.009)

% Mining 0.017*** 0.014**
(0.006) (0.006)

% Industry -0.001 0.001
(0.004) (0.004)

Observations 1,530 1,530 1,530 1,530 1,530 1,530 1,530 1,530
R-squared 0.127 0.151
Number of isocode n 27 27 27 27 27 27 27 27

r2 w 0.00342 0.126 0.192 0.127 0.00350 0.151 0.227 0.151
r2 b 0.162 0.121 0.469 0.0255 0.0639 0.120 0.444 0.0631
r2 o 0.0674 0.128 0.295 0.0738 0.0247 0.144 0.297 0.0908

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Veto Power of Billionaires

As expected, the results presented in Table 7.7 suggest that the effect of state

capacity on economic inequality varies depending on the power of billionaires. In

countries, where billionaires hold a larger share of the GDP (see coefficients: Capac-
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ity | Veto Power =1), the effect of state capacity on inequality is not significantly

different from zero. In contrast, in countries where billionaires do not hold such dis-

proportionate power (see coefficients: Capacity | Veto Power =0), state capacity is

negatively associated with economic inequality. This result holds for both inequality

indicators. These findings further support the main argument of the dissertation on

considering the redistributive capacity of the state as separate from absolute state

capacity.

I estimated the same models for countries in Latin America and the Caribbean.

Table 7.8 presents these estimations. It is important to note that for the Income

Share of the Richest 10%, some positive results suggest that in Latin America, the

effect of state capacity on inequality is conditional on the power of economic elites

measured with a proxy of their veto power.
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Table 7.7: Estimating the Differential Effect of State Capacity by Veto Power of
Billionaires on Economic Inequality

VARIABLES Income Share Richest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

Capacity | Veto Power=0 -0.241*** -0.098** -0.153*** -0.055 -0.191*** -0.122*** -0.212*** -0.085*
(0.037) (0.040) (0.033) (0.043) (0.040) (0.043) (0.037) (0.047)

Capacity | Veto Power=1 -0.124 -0.092 0.018 -0.099 -0.128* -0.121 -0.005 -0.125
(0.076) (0.083) (0.067) (0.090) (0.073) (0.077) (0.060) (0.084)

Veto Power -0.251** -0.437*** -0.163* -0.280** -0.362*** -0.175*
(0.112) (0.126) (0.092) (0.113) (0.122) (0.098)

Democracy 0.061*** 0.070***
(0.006) (0.007)

Gdp pc 0.000*** 0.000***
(0.000) (0.000)

Log (Population) -0.059*** -0.059***
(0.015) (0.016)

Log (Child Mortality) 0.678*** 0.615***
(0.049) (0.052)

% Agriculture -0.031*** -0.032***
(0.003) (0.003)

% Mining 0.005 0.004
(0.005) (0.005)

% Industry 0.000 0.003
(0.002) (0.002)

Observations 9,923 9,923 9,923 9,923 9,923 9,923 9,923 9,923
R-squared 0.088 0.045
Number of isocode n 194 194 194 194 194 194 194 194
r2 w 0.0395 0.0878 0.196 0.0884 0.0252 0.0445 0.162 0.0449
r2 b 0.360 0.241 0.749 0.295 0.309 0.255 0.705 0.339
r2 o 0.228 0.173 0.495 0.131 0.187 0.162 0.450 0.155

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 7.8: Estimating the Differential Effect of State Capacity by Veto Power of
Billionaires on Economic Inequality in Latin America

VARIABLES Income Share Richest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

Capacity | Veto Power=0 -0.130** -0.048 -0.059 0.004 0.036 -0.039 -0.094 0.006
(0.064) (0.110) (0.077) (0.117) (0.065) (0.119) (0.088) (0.126)

Capacity | Veto Power=1 0.215* 0.155 0.355*** 0.127 0.023 -0.029 0.170 -0.056
(0.118) (0.111) (0.128) (0.116) (0.121) (0.123) (0.124) (0.130)

Veto Power 0.702*** 0.687*** 0.534** 0.533*** 0.578*** 0.378
(0.125) (0.138) (0.271) (0.140) (0.158) (0.279)

Democracy (Polity) 0.034*** 0.044***
(0.013) (0.015)

Gdp pc 0.000 0.000
(0.000) (0.000)

Log (Population) -0.026 -0.014
(0.061) (0.063)

Log (Child Mortality) 0.612*** 0.557***
(0.175) (0.177)

%Agriculture -0.027*** -0.030***
(0.009) (0.009)

% Mining 0.012 0.012
(0.008) (0.008)

% Industry -0.000 0.001
(0.004) (0.004)

Observations 1,530 1,530 1,530 1,530 1,530 1,530 1,530 1,530
Number of isocode n 27 27 27 27 27 27 27 27
r2 w 0.00781 0.128 0.200 0.129 0.00184 0.149 0.227 0.150
r2 b 0.328 0.284 0.587 0.162 0.144 0.195 0.509 0.0277
r2 o 0.128 0.186 0.344 0.0929 0.0484 0.165 0.319 0.0959

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Elite Splits and Inequality in Latin America (H3)

As I explained in the previous section, for Latin American countries, I use a vari-

able coded by Albertus (2015) that measures elite splits. This concept captures splits

between ruling elites and landed elites in Latin America. The models summarized in
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7.9 do not show a clear relationship between state capacity and economic inequality.

They do, however, show a statistically significant relationship between elite splits

and economic inequality. In particular, elite splits are associated with an average

reduction of both the Gini Coefficient and the Income Share of the richest 10%.

Table 7.9: Estimating the Differential Effect of State Capacity by Elite Splits on
Economic Inequality in Latin America

VARIABLES Income Share Richest 10 % Gini Coefficient
(1) (2) (3) (4) (1) (2) (3) (4)

Capacity | Elite split=0 -0.050 -0.105 -0.116 -0.092 0.153 -0.126 -0.151 -0.149
(0.115) (0.165) (0.156) (0.191) (0.119) (0.167) (0.167) (0.190)

Capacity | Elite split=1 0.159 0.187* 0.191 0.210* 0.008 0.069 0.084 0.121
(0.125) (0.104) (0.120) (0.117) (0.130) (0.129) (0.128) (0.151)

Elite Split -0.183** -0.055 -0.037 -0.302*** -0.134 -0.116
(0.086) (0.080) (0.078) (0.070) (0.091) (0.086)

Democracy (Polity) 0.022 0.028
(0.016) (0.017)

Gdp pc -0.000 -0.000
(0.000) (0.000)

Log (population) 0.075 0.023
(0.090) (0.081)

Log (Child Mortality) 0.420 0.521*
(0.342) (0.279)

% Agriculture -0.014 -0.021***
(0.009) (0.007)

% Mining 0.029** 0.029***
(0.014) (0.011)

% Industry -0.006 -0.003
(0.007) (0.007)

Observations 866 866 866 866 866 866 866 866
R-squared 0.172 0.243
Number of isocode n 17 17 17 17 17 17 17 17

r2 w 0.0279 0.173 0.189 0.172 0.0599 0.250 0.288 0.243
r2 b 0.000543 0.0130 0.619 0.00262 0.00540 0.0249 0.566 0.0219
r2 o 0.00821 0.0967 0.351 0.0923 0.0156 0.157 0.385 0.151

Time Effects No Yes Yes Yes No Yes Yes Yes
Controls No No Yes No No No Yes No
Fixed Effects No No No Yes No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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7.4.4 Conditional Effect of Changes of State Capacity by

Elite Strength on Economic Inequality Changes (Hy-

pothesis 4)

In this section, I present the findings when testing hypothesis 4. Whether changes

on inequality respond to changes in state capacity and whether this effect is condi-

tional on the strength of the economic elite. Like what I did for hypothesis 3, I use

the presence of billionaires and a measure of their relative power (which I label veto

power) as proxies for the strength of the economic elite. I repeat the analysis for

countries in Latin America.

∆Inequalityi,t = β0 + β1 ∗∆StateCapacityi,t + β1 ∗∆StateCapacityi,t ∗ EliteStrenghti

+βmControlsi,j + ε

Where ∆Inequalityi,t measures changes to the level of economic inequality, and

∆ State Capacity measures changes to the indicator of State Capacity. The structure

of the models remains the same. However, the interpretation is slightly different

because, again, here we have the first differences in the dependent variable and the

main independent variable. The four models in Table 7.3 present a robust negative

relationship between changes to state capacity and changes to the type of economic

inequality.
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Presence of Billionaires

In Table 7.10, I show the effect of state capacity changes on economic inequality

changes conditional on the presence of Billionaires. In all four models, changes to state

capacity are associated with changes towards lower levels of economic inequality only

for countries in which there are no billionaires. In contrast, changes in state capacity

are not associated with changes to economic inequality in countries with billionaires.

The coefficients are not significantly different from 0 in the case of Latin America.
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Table 7.10: Estimating the Differential Effect of State Capacity by Presence Billion-
aires on Economic Inequality (∆ Type*)

(1) (2) (3) (4)
VARIABLES ∆ Inequality Level

∆ Capacity | Billionaires -0.007 0.003 0.013 0.004
(0.057) (0.059) (0.056) (0.059)

∆ Capacity | No Billionaires -0.183*** -0.127*** -0.145*** -0.122***
(0.044) (0.045) (0.042) (0.045)

Billionaires = 1 0.001 -0.012** -0.062**
(0.003) (0.005) (0.025)

Democracy (Polity) 0.026***
(0.006)

Gdp pc 0.000***
(0.000)

Log (Population) 0.009*
(0.005)

Log (Child Mortality) 0.157***
(0.023)

/% Agriculture -0.010***
(0.002)

/% Mining 0.003
(0.004)

/% Industry -0.001
(0.001)

Observations 9,733 9,733 9,733 9,733
R-squared 0.036
Number of isocode n 194 194 194 194
r2 w 0.0171 0.0362 0.0603 0.0363
r2 b 0.0367 0.0228 0.0118 0.0219
r2 o 0.0171 0.0356 0.0492 0.0355

Time Effects No Yes Yes Yes
Controls No No Yes No
Fixed Effects No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 7.11: Estimating the Differential Effect of State Capacity by Presence Billion-
aires on Economic Inequality in Latin America (∆ Type*)

(1) (2) (3) (4)
VARIABLES ∆ Inequality Level

∆ Capacity | Billionaires=1 0.078 0.050 0.088 0.051
(0.182) (0.186) (0.187) (0.186)

∆Capacity | Billionaires=0 -0.042 0.028 -0.004 0.027
(0.081) (0.093) (0.089) (0.093)

Billionaires = 1 -0.003 -0.000 -0.128
(0.009) (0.008) (0.129)

Democracy (Polity) 0.032**
(0.015)

Gdp pc -0.000
(0.000)

Log (Population) 0.007
(0.027)

Log (Child Mortality) 0.124
(0.083)

/% Agriculture -0.012
(0.008)

/% Mining 0.012
(0.008)

/% Industry 0.001
(0.005)

Observations 1,503 1,503 1,503 1,503
R-squared 0.080
Number of isocode n 27 27 27 27
r2 w 0.000561 0.0799 0.0968 0.0799
r2 b 0.00659 0.377 0.000529 0.372
r2 o 0.000551 0.0800 0.0911 0.0800

Time Effects No Yes Yes Yes
Controls No No Yes No
Fixed Effects No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Veto Power of Billionaires

In Table 7.12, I show the effect of state capacity changes on economic inequality

changes conditional on the veto power of billionaires. In all four models, changes to

state capacity are associated with changes towards lower levels of economic inequality
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only for countries in which billionaires have high relative power. More interestingly,

for Latin America, changes in state capacity are associated with increases in economic

inequality in countries where billionaires have high relative power.

Table 7.12: Estimating the Differential Effect of State Capacity by Veto Power of
Billionaires on Economic Inequality (∆Type)

(1) (2) (3) (4)
VARIABLES ∆ Inequality Level

∆ Capacity | Veto power=1 0.043 0.050 0.061 0.051
(0.065) (0.069) (0.065) (0.069)

∆ Capacity | Veto power=0 -0.196*** -0.136*** -0.152*** -0.132***
(0.034) (0.035) (0.033) (0.035)

Veto Power 0.000 -0.006 -0.033
(0.003) (0.006) (0.022)

Democracy (Polity) 0.025***
(0.006)

Gdp pc 0.000***
(0.000)

Log (Population) 0.004
(0.004)

Log (Child Mortality) 0.161***
(0.024)

/% Agriculture -0.010***
(0.002)

/% Mining 0.003
(0.004)

/% Industry -0.002
(0.001)

Observations 9,733 9,733 9,733 9,733
R-squared 0.037
Number of isocode n 194 194 194 194
r2 w 0.0173 0.0365 0.0601 0.0365
r2 b 0.0337 0.0218 0.0123 0.0205
r2 o 0.0173 0.0358 0.0491 0.0357

Time Effects No Yes Yes Yes
Controls No No Yes No
Fixed Effects No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 7.13: Estimating the Differential Effect of State Capacity by Veto Power of
Billionaires on Economic Inequality in Latin America(∆Type)

(1) (2) (3) (4)
VARIABLES ∆ Inequality Level

∆ Capacity | Veto power=1 0.376*** 0.355*** 0.396*** 0.356**
(0.134) (0.135) (0.146) (0.136)

∆ Capacity | Veto power=0 -0.088 -0.024 -0.047 -0.024
(0.079) (0.088) (0.086) (0.088)

Veto Power 0.010 0.012* -0.049
(0.008) (0.007) (0.091)

Democracy (Polity) 0.028*
(0.015)

Gdp pc -0.000
(0.000)

Log (Population) -0.011
(0.020)

Log (Child Mortality) 0.147*
(0.080)

/% Agriculture -0.013*
(0.007)

/% Mining 0.009
(0.009)

/% Industry -0.000
(0.005)

Observations 1,503 1,503 1,503 1,503
R-squared 0.086
Number of isocode n 27 27 27 27
r2 w 0.00749 0.0862 0.103 0.0862
r2 b 0.0142 0.327 0.00764 0.293
r2 o 0.00746 0.0863 0.0975 0.0863

Time Effects No Yes Yes Yes
Controls No No Yes No
Fixed Effects No No No Yes

Clustered and Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

7.5 Discussion and Conclusions

The analyses conducted in this chapter provide support for the main implications

of the theory presented in this dissertation. That is, the relationship between state

capacity and economic inequality is not constant. Instead, it is conditional on the
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strength of the economic elite. The robustness of the estimated effects across different

model specifications and the different ways I measured the key variables amounts to

important evidence for the hypotheses presented in this chapter.

The main finding is that higher levels of state capacity are associated with lower

levels of economic inequality. Besides, changes towards higher state capacity are

associated with changes in the level of economic inequality towards lower levels of

economic inequality. These findings are aligned with hypothesis 1 and suggests that

on average, countries which higher levels of state capacity have higher levels of redis-

tributive capacity. However, I find that this effect of state capacity on inequality is

not constant. Instead, the effect of state capacity varies with the different variables

that capture the strength of the economic elite. When considering the presence of

billionaries, as well as the magnitude of their wealth relative to the GDP, the effect

of higher state capacity on economic inequality is no longer negative.

These estimated effects cannot be interpreted as causal since the research design

implemented in this chapter cannot prevent multiple sources of endogeneity. However,

given that this exercise is part of a larger research design that has case-studies at the

center of the analysis, it does provide additional evidence on the importance of RSP

on economic inequality.

Further research is required to improve some of the key variables’ operationaliza-

tion and perhaps improve the identification strategy behind this analysis. In partic-

ular, in future iterations of this chapter, I will improve the operationalization of the

economic elite to include information on the ten most wealthy people in each country

in Latin America and I will code their estimate net worth as well as the economic sec-

tors in which they operate. In addition, I will code and operationalize redistributive
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pressures.

7.6 Appendix

7.6.1 Density Plots after Imputation

Figure 7.14: Example of Density Plots after Multiple Imputation
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7.6.2 A few examples of variables after Imputations

Figure 7.15: Examples of Imputed Series

Colombia

D10 Gini

Perú

Gini D1O
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Figure 7.16: Examples of Imputed Series

Chile

D10 Gini
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Chapter 8

Conclusion

In this dissertation, I explain the differing levels of economic inequality in Latin

America and the inability of some countries to escape economic inequality traps. In

my attempt to find such an explanation, I have sought to put people and politics

front and center. Putting people at the center means recognizing that, by definition,

inequality produces winners and losers, which means that conflict is inherent to in-

equality. To truly understand the production and reproduction of inequality, we need

to recognize its conflictual nature and understand the actors participating. In this

concluding chapter, I first summarize the argument and the main contributions of my

dissertation. In the second part, I discuss the normative and policy implications of

my research.

My project demonstrates the benefits of using a multi-method research design

encompassing all of its components. In the initial stages of this project, I developed

a framework to measure essentially contested concepts, mainly due to my frustration

with existing approaches to measuring economic inequality. In particular, I discov-
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ered that the focus on axiomatic and mathematical properties of the measures came

to dominate the debate around inequality and replaced interesting normative and

conceptual debates about inequality. As a result, I realized that existing inequality

measures are designed to think about short-term variations of inequality but are not

ideal if the goal is to understand changes in the long-run. Additionally, I also found

that the focus on mathematical and axiomatic properties, as opposed to normative

and conceptual debates around inequality, has widened the existing gap between aca-

demic debates around economic inequality and the people that benefit and suffer from

inequality. My measurement framework allowed me to think in a new way about in-

equality in the long run and conceptualize economic inequality traps. This approach

allowed me to select a set of countries for both the theory building and theory testing

components of the project.

To build and test the theory, I also integrate tools from different methodological

traditions. Selecting a small sample of cases with different economic inequality trajec-

tories allowed me to analyze and contrast the period of state formation. In doing so, I

was able to identify an important source of variation in terms of the capacity of states

to redistribute. My approach centers on an in-depth analysis of a small sample of

to understand the within-regional variation and theorize on the factors perpetuating

such high levels and the conditions leading some countries to escape inequality traps.

This approach contrasts with much of the literature, aiming to explain high levels of

economic inequality in Latin America as a whole that fail to account for country-level

characteristics.

The in-depth comparison across institutional reforms in both Colombia and Perú

allowed me to get at the mechanisms connecting RSP with long-term trajectories of
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economic inequality. This approach contrasts with existing approaches that mostly

look at short term variations of inequality. To do so, they rely on statistical analysis

to identify the weight of different variables on short-term variations. By shifting the

focus from short-run co-variations to long-term variations and inequality traps, my

work allows me to study the relationship between economic inequality and politics.

The theory of economic inequality I propose in Chapter 3 can be applied to under-

stand differences in the initial levels of economic inequality in the region and the forces

behind stability and change over the long run. I argue that long-term inequality tra-

jectories are the result of the different paths of redistributive state power (RSP). RSP

captures the interaction between redistributive pressures, economic elites’ strategies

to defend their wealth and income sources, and the state’s interventions in mediat-

ing these two. As such, it shapes politics of redistribution and explains patterns of

stability and change.

In Chapter 4, I show how RSP was sorted initially in the period of state for-

mation. I argue that in countries where a politically cohesive economic elite was

present during state formation, high economic inequality became prevalent. There

is an important difference in terms of absolute state capacity among countries with

a cohesive economic elite. In countries like Chile, where the economic elite decided

to build a strong central state, the interests of the state coincided with those of the

economic elite. The result was a type of elite-state relationship I have label mutual-

ism. Under mutualism, countries experience high levels of economic inequality, and

these trajectories tend to be stable. This is the case because, given the congruence

of the interests of the state and the economic elite, redistributive pressures challenge

the economic elite’s wealth and directly challenge state interests. As such, the state
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can use its coercive and bureaucratic apparatus to defend the status-quo distribution

from redistributive pressures.

In contrast, in some cases, a cohesive economic elite did not succeed in strength-

ening the central state. For example, in Colombia, economic elites viewed the central

state as an obstacle to preserving their interests. I characterize this equilibrium as

parasitism. Under this equilibrium, the economic elite is politically cohesive and, as

such, can influence state policies. However, because the state has low infrastructural

capacity, it’s coercive power to repress emerging threats is limited. The weakness of

the state under Parasitism makes this equilibrium less stable than the equilibrium

described under mutualism. As a result, inequality trajectories are less stable, and

under certain conditions, countries can escape inequality traps. The case of Perú, a

country that escaped a high inequality trap, confirms that in the presence of elite divi-

sion, redistributive policies are likely to be put in place as a response to redistributive

threats. The result is decreasing levels of economic inequality.

In some countries, the elite was internally divided along economic activities during

the period of state formation. In these cases, this period was characterized by intense

intra-elite conflicts. Countries like Uruguay, Argentina, and Honduras represent this

type. I claim that this equilibrium is unstable, and in turn, most countries moved

quickly onto other types of RSP. For example, Uruguay saw the creation of a strong

central state, which, combined with a divided economic elite, resulted in persistently

low levels of economic inequality. I label the equilibrium characterized by a strong

state and a divided economic elite as commensalism.

I show how RSP shapes inequality trajectories with a comparison of Perú and

Colombia. For the first half of the twentieth century, RSP in both countries was
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Parasitism. However, during the late 1960s and early 1970s, Perú was no longer

in the same RSP category. I combine comparative historical analysis tools with

process tracing to analyze a series of important institutional changes (tax and agrarian

legislation) proposed amid intense redistributive pressures. I center on the actors and

their interests. In particular, I focus on the responses and strategies used by economic

elites to defend their privilege.

In Chapter 5, I show that, amid similar redistributive pressures and proposals for

redistributive reforms during the 1920s and 1930s, a politically cohesive economic elite

maintained a relative strength vis-à-vis the state in both countries. That is, countries

remained under Parasitism. In fact, the economic elites’ narratives to legitimize their

opposition to institutional reforms were similar in both cases: the reforms threatened

economic progress and order, and their approval would mean falling into extreme

socialist ideologies. For them, the defense of private property was central to guarantee

economic development. Overall, a careful analysis of the redistributive reforms in both

countries allows us to see how a cohesive economic elite managed to shape state policy

and ultimately protect their interests. Despite these policies’ potential to alleviate the

deep economic inequality in both countries, the results were disappointing - reforms

found enemies in a politically cohesive economic elite, and a weak state.

Chapter 6 analyzes institutional reforms made in both countries during the sec-

ond period of intense redistributive pressures: the 1960s. This analysis allows me to

identify the conditions sustaining an equilibrium characterized by a relatively weak

state and a cohesive economic elite (Colombia), and the conditions under which that

equilibrium breaks and economic inequality changes in the long run (Perú). I con-

duct an in-depth study of both cases to identify whether Velasco’s regime in Perú
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and Frente Nacional in Colombia were critical events for long-term trajectories of

economic inequality. I find that redistributive pressures are necessary but insufficient

for redistributive changes to occur. In the presence of redistributive pressures, elite

divisions are sufficient for the state to initiate redistributive reforms.

By analyzing the processes through which redistribution institutions were trans-

formed to appease redistributive pressures, I can explain variations in long-term eco-

nomic inequality trajectories in these two countries. In Colombia, the tax system

became more regressive, and the agrarian reform failed to deliver actual change to

the structure of land property in rural areas. In fact, by some estimates, the con-

centration of large extensions of lands (latifundia) increased after the reform. In

contrast, Velasco’s agrarian reform fundamentally changed the structure of land own-

ership in Perú. Furthermore, income inequality also decreased in the years following

the reform.

Scholars have emphasized the authoritarian/corporatist character of Velasco’s

regime as a fundamental piece to its successful ”revolution from above.” However,

the comparison with Colombia suggests that the timing of Velasco’s reform and the

division of the economic elite were crucial for its success. Velasco rose to power due

to the failure of Belaunde’s initial attempts to respond to the redistributive pressures.

Following the growth and success of a massive peasant movement in 1962, a cohesive

economic elite surrounded Belaunde’s democratic reformism. However, the failure of

this initial response in releasing some of the pressures created tensions within the

economic elite. In particular, members of the industrial elite abandoned the coali-

tion that sustained Belaunde’s government, giving rise to Velasco’s leadership and his

”revolutionary government.” I argue that without the division of the elite, the suc-
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cess of Velasco’s redistributive approach would have been much more limited. The

support of the industrial elite was key to guarantee the successful implementation of

the policy.

In Colombia, Rojas Pinilla attempted a radical tax reform. Like Velasco, he was

a military general that undermined democracy and closed congress. However, unlike

Velasco, he faced a politically cohesive economic elite that rapidly came together,

opposed the regime, and once represented in government through Frente Nacional,

reversed redistributive policy attempts. The failure of Rojas Pinilla’s redistributive

attempts, offers a good counterfactual to rival explanations putting the authoritarian

nature of Velasco’s regime as the key to its successful reform.

A comparison of these two cases proved powerful to understand how the state

and the economic elite interact to shape economic inequality trajectories in the long

run. To complement this analysis, I explore whether this pattern can be observed

more broadly in other countries in the world and Latin America. The quantitative

analyses conducted in Chapter 7 provides support for the main implications of the

theory presented in this dissertation. The relationship between state capacity and

economic inequality is conditional on the economic elite’s strength. The robustness

of the estimated effects across different model specifications and measurement varia-

tions of key variables amounts to important evidence for the hypotheses derived from

the theory. The findings demonstrate the importance of thinking about the state’s

capacity to redistribute as a separate dimension from what we usually think of ”ab-

solute” state capacity. I show that the effect of state capacity on inequality depends

on the strength of the economic elite.
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8.1 Academics, Economic Growth, and Policy Im-

plications:

Multiple factors explain the failure of policies attempting to alleviate economic

inequality in the long run. I want to offer some reflections on these factors and propose

future directions. First, in Latin America, the intersection between public policy and

academia centers around the discipline of economics (Babb and McDannell, 2001;

Silva, 1991). The importance of international financial institutions and their capacity

to influence policy agendas in Latin America reinforced this pattern (Chorev and

Babb, 2009). I see two main problems that stem from the disproportionate influence

of economics.

First, discussions around inequality are rarely separate from concerns of economic

growth. Economic growth is seen in the literature as necessary to decrease inequality

and alleviate poverty levels. I argue that even if economic growth is necessary, it is

far from being sufficient. As such, I question its potential to alleviate inequality and

poverty. In fact, economic elites have utilized a discourse that prioritizes economic

growth above economic equality in Colombia and Perú as a justification to oppose

redistributive reforms. In turn, this dissertation shows the importance of elevating the

goal of achieving equality to similar levels of relevance placed by policy experts and

policy-makers to economic growth. To do so, we need to foster an inter-disciplinary

approach to the study of inequality. I see my responsibility as a scholar of inequality,

as a latinoamericanista, and as a Colombian, to contribute others’ efforts to bring

these ideas to the center of policy debates.

The second problem stems from the approach to the measurement of inequality a
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la economist. The emphasis on mathematical and statistical properties, as opposed to

normative and conceptual debates, has resulted in measures that are extremely hard

to interpret and understand. In particular, the Gini Coefficient is extremely hard

to understand and interpret, unlike what happens to measures of economic growth

and unemployment. In response, one of the goals of this dissertation was to advance

towards a more intuitive measurement approach to inequality in the long run. One of

the advantages of centering the dissertation around the concept of economic inequality

traps is that it allows people outside academia to grasp with long-term trajectories

of inequality and its importance.

The focus of policy-makers has been on short-term variations of inequality, and

this hinders the potential of these policies to lead countries out of inequality traps.

The focus on short-term variations explains the scholarship’s optimism on the recent

decline in inequality levels for many countries in the region. My findings suggest

that we need to be more cautious since the downward trend could be explained by

short term shocks, which means that the trend might revert to the mean. We have

seen countries experience decreases in inequality (e.g., Chile in the 1960s), and then

returning to previous levels.

The recent decline in inequality is not the result of a deep transformation of RSP.

Instead, most of the decrease in inequality can be attributed to targeted policies

(conditional cash transfers) that are transitory. For the most part, they were impulsed

by left-wing governments (Huber and Stephens, 2012). As such, they are not designed

to get at the root of inequality and do not threaten the power and cohesion of economic

elites. Additionally, the fact that these policies are associated with populist and left-

wing agendas has created the potential for backlash. This is already what we see in
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countries like Chile, Bolivia, and Brazil.

In addition to being cautious about promoting economic growth as the way out

of inequality traps, my work suggests that we also need to be cautious of catch-all

policies that recommend strengthening states as a way out of inequality traps. As

I have shown, the state is an important actor in shaping inequality trajectories, but

its strengthening does not necessarily translate into lower economic inequality levels.

Policies need to be designed considering the role of empowered minorities and how

their economic power translates into political influence. If not, they are likely to fail.

8.2 Limitations and Future Directions

Even though in Chapter 7, I attempted to get at the question of the generalizability

of the argument, future iterations of this project will benefit from including in-depth

analysis of additional cases in Latin America beyond Parasitism. For example, I would

like to understand whether countries with lower and medium levels of inequality face

political and economic pressures that could result in changes towards higher levels of

inequality.

An important limitation of my research is that it does not account for inter-

group inequality and how it correlates with economic inequality. I decided to bracket

economic inequality from other forms of power inequality, knowing that, in reality,

economic inequality is one lens to look at deeper inequalities, including racial, ethnic,

and territorial inequality. In future research, I would like to extend the framework

proposed here to study the politics sustaining these other forms of inequality. Even

though my dissertation did not explore these other forms, I believe that similar mech-
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anisms sustain them and are deeply rooted in the state apparatus and how privileged

sectors of the society interact with the state. In future research, I would like to further

explore these links and attempt to apply my theory to a more broad understanding

of inequality beyond economic inequality.

I believe that my framework can be applied more broadly to understand insti-

tutional reforms to a wider range of redistributive policies. For example, down the

line, I would like to contribute to the literature aiming to understand the politics

behind decentralization reforms, welfare state policies, and regulatory frameworks on

financial assets.

Finally, I want to clarify that by no means, I want to argue that Perú showcases

a successful story of ”defeating inequality.” By multiple indicators, Perú is still an

unequal country. In particular, and despite the historical land reform of 1968, the

distribution of land in Perú is still very unequal, and poverty levels are still very

high. Furthermore, economic inequality has been shown to intersect with dimensions

of race, gender, and regions. However, I believe it offers a story of success in the sense

that it broke with history.



303

Bibliography

Abad, L. A. (2013, March). Persistent Inequality? Trade, Factor Endowments, and

Inequality in Republican Latin America. The Journal of Economic History 73 (01),

38–78.

Abdala, M. H. (1982). José artigas, revolucionario latinoamericano. Investigación
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Mirando Hacia Adentro. Fundación Mapfre y Taurus.



313

Loveman, B. (1976). Struggle in the Countryside: Politics and Rural Labor in Chile,

1919–1973. Indiana University Press.

Lukes, S. (2004). Power: a radical view (2nd ed ed.). Palgrave Macmillan.

Lustig, N. (2015, August). Inequality and Fiscal Redistribution in Middle Income

Countries: Brazil, Chile, Colombia, Indonesia, Mexico, Peru and South Africa.

Lustig, N. (2020). Desigualdad y descontento social en américa latina.

López-Uribe, M. d. P. and F. S. Torres (2018). On the agrarian origins of civil conflict

in colombia.

Madiedo, Manuel Maria, S. J. M. M. T. C. C. . O. M. J. (1978). Oŕıgenes de los
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