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THE POLITICAL ORIGIN OF

ECONOMIC PROBLEMS

Luiz Carlos Bresser Perera

Yoshuks Nakano

According to present conventional wisdom, "ceonomice problems have a political
onigin”. Another form ol approaching the same problen is to say that macrocconomic
adjustment and structural reforms fail or are not completed for fuck of pohincal support.
Finally, a satety net or targeted social policies are often presented as a slralegy to
overcome the political support gap. This view on one hand comespunds to the real world,
on the other, 1t s imprecise and contradictory, it s plagued by ideological motves and
often serves as excuse for incompetent cconomic pulicy-making,

In tus paper we will ry to clanfy the difterent meamings and implications the thice
related propositions presented i the former paragraph. We will discuss the political
origin hypothesis ot cconomic prablems, the polutical support gap for adjustment and
cconomic reforms, and the compensatory social policies as means of overcoming political
obstacles. As an alternative to the punctual political origin and pohtical obstacles
hypothesis, that are dominant m the Washington consensus, we will sugyest that the
relations between the economie and the polincal system are closer and deeper than
usually 1s assumed, as longo as the legitimacy of governments, that assures governance -
the ability to govern - depends on the existence of a baste social contract This conuact 1s
well founded i the advanced democratic socteties. but weak, unstable, i the developimy
countries, Given the heterogeneity of their societies or the deep icome mequalities, there
1s no political agreement on the existing economic regime, particularly on the income
distnbution pattern. The long term selution for this implies necessanly economie reforms



that have as permanent vutcome the reduction ol mequalities. Another alternative for the
chites, that tend to vppose distnbution, 1s o celebrate development onented pohitical pacts
with the nuddle class and the workers: This compromise was often used i Latn
America, but depends on the resumption ol the development process. lor which the
macroccononue adpustment and structural reforms are a necessary but not a sullicient
prerequisiie.

Thus, we can have a punctual delimtion for the economic origins of cconomic
problems and the poliical obstacles to economie reform, or we can have a broader one,
where cconomy and pohiies are mtunsically hinked. We can oller short term turgeted
solutions, or more long term ones. Yet, the altemative diiagnoses and the solutions are not
really alternatives, since they can be adopted and implemented concunently, the

emphasts depending on ideological and poliical power considerauons.

1. The Political Origin Hypaothesis

The polical ongm hypothesis for economic problems is today olten associated
with the same miellectual realm where extremely absuact neoclassical cconomic models
are developed. The reason for that 1s clear since these models assume that markets are
able to opumally allocate resources and mantam balanced the cconomy, cconomic
problem must have an exogenous - nom-market - cause. This exogenous cause 1s powet
In the past the type power that used 1o be emphasized was big business’ monopoly power
Presently, poliical power - the power that comes from the state - receives all attennions. 1f
wete not for the expanstonist policies populist governments undertake, the ever mereasing
public expenditures and its mllationary hnancing, the rents special interest groups are
able to grab as long as they have politcal power, economic problems would not exist, o1
would be nulder.

Yet, this approach loses most ol its explanatory power when the assumpuion that
marhets are able to deally coordmate the cconomy s dropped. In this case, econemic
crises cease to be just the outcome ol wiong ceonomic pohicies o ol the pressure of
mnterest groups, o he the mevitable result o the mner dy namies ol the endogenous
ceonomic eyvele. Addinonally, i one adds 10 ccononne models - as 1115 beng increasimyly
done recently - externahiies and icreasing returns of scales multuple equilibia will be
tound, some of which are perverse, consistent, Lor mstance, with ccononue stagiation ol

high inflaton, !

L. See Romer (19891, Grossman (1990), Krugman (1992), Grossman and Helpman (1993).



Yet, the behel that cconomic problems have a political ongm was an essential pant
ol the views of classical und Marxian econonusts. Ouiginally they numed their seience
"pohtical ceconomy” "LEeonomics” was a word that was only adopted in late XIXth
century by the nsing neoclassical econonusts, that wanted to nid the cconomie science
from politcal influences and considerations. Today “"pohucal economy™ usually means an
mtermediate area between pure economies and political science, where the political
aspects of economie problems are taken into consideration. For the classical cconomists it
meant the economic science proper - a science that was not just logical-deductive model
whose microfoundations cconomists are supposed to discover and analyee, but also an
imductive and histoncal science, where market and power elements are intnnsically
mixed.

After the cnisis represented by the Keynesian revolution, neoclassical economics
gained forces and m the fast twenty years recovered hegemony. Yet - and paradoxally -
the de fucte pohtical ongin of economic problems gained weight in this century. The
basic reason for that was the decisive - although complementary - role the state assumed
in capitalist cconomies, either allocating resources or interfering in the distnbution of
income. Probably as a reaction to that, mamstream cconomics and conventional wisdom
tumed therr attention to polices, that suddenly became the origin of all economic evils
The more clear manifestation of this fact was the emergence of the public choice or
rational chowee school - a neo-liberal branch ol neoclassical economics that aptly adopted
as rescarch program the endogeneization of government action.

Thus, in curious way, political cconomists and neoclassical conservative
cconomists converge to the same and obvious view - politics matters -, but their
understanding of the problem remams different. While for the first, poluics 15 an essential
part of the ¢conomie system, for the later it 1s an exogenous (to the marhket) obstacle 1
market clearing and to cconomie reform. The former may also sce politics as an obstacle
to macrocconomic adjustment and structural ccononue reform, but an endogenous
obstacle - an obstacle that comes from the dynamic interplay of cconomuc and political
factors i the real world.

The answer to the question about the poliical or economical ongims ol cconomic
problems depends on the concept we adopt ot the econorie and the pohitical system. 11
we define the cconomie system Just as a sell-regulating market system., where rational
mdividuals take production and exchange decisions, while the political system would be
the domamn ol government power, cconomic problems would have primanly a polincal -
ot exogenous Lo the ceonomie realm - ongm. Contrartly, of we deline the ccononne

system as a system of production and distribution of wicoriie and wealth through

(5]



institutions, among which the market, money and the state are the mam ones, the
conclusion will be opposite In this case markets ae themselves mstitutions, that depend
on other institutions as the property systen. the legal contract sy stem and the money
system They wre mstitutions that exist and function as long as they wre informally
regulated by society and tormally by the state. According to tus view. that we share,
idividuals conserve an essential role as economic avents i the market, but social classes
are also crucial, as they express their specitic mterests through social and state regulation.

This does not mean that econemics and political science are mixed. The
cconomists temaims basically concemed with production and distribution thiough the
market, the political scientist, with power relations, But it means that the state 1s not
exogenous lo the cconomic system. On the contrary, 1t s an essential part ot 1f the state
15 1n crists, the property and the contract systems will poorly work; money - a
manifestation of state sovereignity and ciedit - wall be pennanently endangered,
entrepreneurs will ration investments, the cconomy will be also probably in cuisis.

The mverse ts also true. Cychical economic crises - particularly long waves - bring
with them political crises. In the expansive phase, strong political coalitions are formed,
that break-down i the downtn 2 In tlus case, we have an econonne otigin of political
cnses. The economie crisis itsell had its ongin endogenously: short term economie
downturns are usually the consequence of a luge and uncontrolled expansion, long-term
downturns, the result of the exhaustion ot a cluster ol Schumpeterian innovanons.

Yet, i some istorical moments, the cause behind a long term economic crisis may
not be purely cconomical, but joily economical and political, as 1t is piesent case in
Latin America and Eastern Europe. If we look for a basic cause of this crisis, the best
answer will probably be that it 1s a crisis of the state: (a) a fiscal cnisis of the state, (b) a
crists of the mode of intervention (or the development strategy ) of the state, and (¢) a
legitimanion crsts, i which the role of the state n the economy 1s contested 3 The fiscal
crisis of the state 1s defined by the loss ol public credit, the cusis of the mode of state
mtervention, by the exhaustion of the import substitution strategy i Latin Amenica, and

of the statist stralepy in Lastern Lurope, the legiimation custs, by the wanmg down ol

2 - Peter Gourevitech, studymg the 1873-96, the 1929-49 and the present crisis. observes: “In
the prosperous years preceding the enisis, a policy approach and support coglition developed.
The came the crisis, challengimg both policy and coabiton” (1986: 21-22),

3. See Bresser Pererra (1988, 1990, 1993u). Through these tests, the author is trying 10
develop an explanation tor the current cnsts, 1ty cychical charcter, and us basic origin in o

crisis of the slate.



state authonty and prestige caused by the neo-consenvative wine that started i the
1970s 4

The asswmption behmd this diagnostic s that the state has inpenant econoni
tales that 1t s unable o well perform, when it paralysed by the Tiscal cisis, by the Lack
of a clew menvenuon strategy and by lack of legitimacy of the government, its pohiticins
and pubhic officials. Given the cnists, state vapacity 1s reduced, government s pataly ed
o1 hampered, political coalions are shaky and unstable. Yet, the fact that the cconomic
cnisis dertves from the crists of the state does mean that it has just a pohucal ongim. 1t has
an economic-political vigin. since the state ts a also a part of the ecconomie system.

And the corollary is that the solution for the problem is not the nunimunt state, as
neo-lberals assume, but to reform and rebuild the state. When, today, people speak of
“oconomic reforms”, they are actually refernng to reforms of the state. Fiscal adjusiment.
puvatization, trade hiberahzaton, deregulations should be seen in thas vem as strategies o

rebutld a smaller but stronger state,

2. The Political Support Gap

There 1s a second way of approachmy the same theme. [nstead of focusing the
angin of the cnsis, vne can focus the 1eason why it s not solved. In this case the stndand
assertton 1s: "required economic reforms are often not undertaken lor lack ol political
support”. Behind thus affirmation there 1s the behief that for all or for most economic
problems there is a set ol economic policies that will solve them, provided that there 1s
political suppoit. Political obstacles would explain the farlure of econumic reforms,

The concern with the political aspects of inflation may be viewed as an antecedent
to the pohitical vbstacles literature. Marxist economists always viewed intlation as
consequence of political contlict and monopoly power. In the 1930s, Gardmner Means,
Aichael Kalecki and Joan Robinson were analyzing the political eycle and cost-push
imflaton. In the 19505 Aujac wrote about the nfluence of soctal groups i milation
(1950}, The Latn Amencan structuralist theory, ntiated by Noyola (1950) and Sunhel
(1957), and complemented by Rangel (1963) and Pmto ( 1973}, where Kevnesian and
Maragan infTuences we present, mcorporates # suciwlogical and instutuuonal approach
mfation. heschman (198 1) wiote extensively on the subject: On the other hand, there s

an extensive literaure on the political aspects of milaton and s relaton 1 populisin,

1 - This neo-consers ative or new-lberal was e emerzed m the 1970s as a response o the
excessive dand distoried growth of the state in the provious Tty years. Yol the st tnree
years there are clear signads that thes trend s wavering down,



beginning with Canitrot (1975) and O'Donnell (1977) and Hirschman (1978). Its,
however, m the 1970s that sociologists and political scientists start tocusing their
attennon i mdlaton. An extensive hiterature 1s opened wath three collections ol essays:
Hirsch and Goldthorpe (1978), Thorp and Wlitehead (1979), and Lindberg and Mayer
(1983)

Up to this moment, attentions were concentrated i the polincal and social causes
of inflation. In the late 19805, after the break-down of the debt crisis, that soon turmed
mnto a fiscal crisis, ntlanon rates accelerated in the mghly indebted countrnies. The need
for short term fiscal adjustment and long term structural reforms became evident. The
pressure on this diuection coming from the developed world mounted. 1tis i this moment
that political screntists become particularly wterested m the pohitical dimension of policy-
making. The pohiucal support gap hypothesis wall then be analyzed i several books:
Nelson, ed (1989, 1990), Ethier, ed. (1990), Haggard and Kaulfman, eds. (1992),
Przeworskr (1992), and Bresser Pereira, Maravall and Preeworska (1993), Bates and
Krueger, eds. (1993)

Economusts, on the other hand, came imcreasimgly interested 1o the polincal aspects
ol adjustment and economie reform, Leonomie populisim was revisited m two collections
of essays: Bresser Pereira, ed. (1991), Dombusch and Edwards, eds. (1991). Concern
with pohincal cyele m macrocconomic policy and with the polincal resistance to
stubilizaton, that was present sice the 1970s, gamed new strength specially with the
utihization of game theory. Alesina (1987), Alesina and Suchs (1988), Alesma and
Tabellim (1988). Sachs (1989), Ldwards and Tabellim (1990), Alesma and Drazen
(1992)

All this hiterature 15 very interesting. Itresponds to a real problem - the pohucal
obstacles to Inghly needed fiscal adjustment policies and cconomue reiorms. Yet, most ol
1t sullers from two linitations: Trom a technocratic bias - the adea that all econonmic
problems have a policy solution -, and from-a naive assumption - the assumption that
cconomists or policy-makers are competent in adjusting, stabihzing and refonming, and
only do not succeed for faliening polincal support 3

Economic policy as a pervasive cconomic and political phenomenon s a historical
new fact, that dates trom this century, speatically from the Kevnesian revoluton. Before
that, economic theory dented the need tor economie policy, and economie theory did not

dispose of a relevant set o pohicy tools. Alter Keynes, while governments i developed

3 - Bates and Krueger (19930 are explicit on this assumption. Afler reviewing the experience
cight developing countries, they concluded that m no case program design Hlaws were cructal
1o the vutcones,



and developing countries made extensive use ol economie pohiey to acineve full
employment and growth, neoclassical cconomists denred real effects tor them, asking,
mstead, for permanent and credible poliey rules: Yet - m atechnocrane and optimnstic
way - this did not prevent mainstream ceonomies ol assumung the lull cifeciveness ol
conventonal stabithzation policies, when otten this was not the case.

In a liest phase, the assumption belund the macro-cconomic models was that
LOVEITINENTS WUIC CAOZLNoUs and all-powertul entiies. More recently, given its vbvious
Lick of realism, this assumption was diopped, giving nse to the political obstacles
Inerature. Yet, the technocratic bias remamed. I the cconomie policies designed to avod
ceonomie unbalances - essentiatly, permancent rules endowed of credibility - were not
tollowed, the sk ol stabihizimg an ceonamy wounld be just a question ol political waill,
sinee the required ceonomie policies would be elear and stranghiforward

Stagtlatton i the 1970s and mertial stlation in tiw 19805 challenzed ths view,
Parneutarly m Laun America, where the neo-structurahist theory of mertial wllation was
intially developed, ceononnsts challenged the conventional stabtlization poiicies 6 In 4
second moment, the new-Keynesian school lollowed the same e of thought 7 On the
other hand, as nertial intlation changed mto strwzht hvperintlation m many Latn
Amertca and Eastemn Lutope countries, it became evident that they faced abnovmal or
exceptional tines - nmes i which just conventronal monetary and fiscal poheies are
unable o control mNation 8

Yet, when political scientists turned interested in the politics ol cconomie reform,
although olten recognizing the unigque character of inertial illaton and. or the
eaceptional chatacter ol hypenntlation and the liscal crisis ol the state, they ignored the
neo-structuralist and new-Keynesian cnitiques of conventional policy-making and
assumed that economist knew well how to stabilize. They adopted this standpoint either
because they shared the vrthodox and technocratie views, or because they prefer not o
itrude 1 alien doman. In doing so, they unwillmgly offered an alibt for incompetent and
weah policy-makers, that adopted a kind of contented political determinism: it 1s uscless
to design and implement bold ecconomic 1etorms, since there 1s no political support for

them Y

6 - On the Latnn Amencan theory of mertial mflanon see Pazos (1972), Bresser Pereira and
Nakano (1983), Anda and Resende (1984), Lopes (1984).

7 - See Bruno, Fischer, Helpman and Liviatan, eds. (1991) and  Mankiew and Romer (199 1).
8 - For a entigue of convenuonal stabilization policies in Brazl see Bresser Pereira and
Nakano (1990) and Bresser Pereira (19930).

Y - This happened. for mstanee, i Brazil i 199192 when the IMEF approved a non-sensical
gradualist und conventional stabilization program instead of demanding that the 23 pereent o



As o matter of fuctm abnommal tmes, when a fiscal cusis ol the state crmcally
undermmmes pubhc credit and by penntlatian o an hy permthatiomarny,. process prevails, only
Lold shock policies, usually includinge monctany relorms, e able o soceeed i stabibizing
tie cconomy 11 these pohicies are shilltully designed and courageously implemented, they

iy teadily produce positive coonomie esults and. thus, eny

se wide pohical suppont
Ihas was what bappened when merval mtlatons were brought under control i Isiael
CEsa Moo (19871 and hyvpernmtlanons were defeated i Bolivia c1983), Poland
Lm0y, Pera (19905 Argentima (1991 Certamly, i the design and inplamentanon of the
shock policies policy -nahers ok mto account and tred do circumyent polieal
obstacles But the essenbal factor m the pusitive outcome was not unly the elfectivencess
but particulatly the cHlicicncy ol cconouie relorms,

In some cases stabilizavon policies Lol just because they are wiony, unable
achicve the announced goals Tinmast cises, however, they hy pothetically may achieve
the goals, butare metlicient. mvolving unnecessany tansiton costs, that eventually win
tie stabulizanion proziam not viable in political terms,

[ the Titerature on the poliical obstacles 10 sound ccononme poticies the pohiteal
Dusiness oy ele theony abwavs tecenved special anenton Assunung a tour yean politeal
mcumbeney. politciins would adjust and retorm the cconomy i the Tt two y cars,
opening toom Tor, o the last two years engage moan expansionaty pobicy and gt
reelected s theory s siple and the prediction myolved was repeatedy contiimed
the ceal world 10 Ve it does notapply i abnotmal tmes, whien the costs of ligh
milation are extremely fugh I such moments, ccononne expansion does not brng votes,
aind we have areverston ol the pobiucal evcle the reconunended politcal stateey to
Lacthitate reelection s o adjust and control intlation As a matter ul iact i these
contimzency i expansionany fiscal and monctany policy as Just inctteciive tor Lack ol
cedibility Leonomie agents expectations will be that the expansionary policy will be
short Iived, and wall not mvest or consume as m nomial tmes would lappen
Nevertheless, ceononnsts and political scientists tend o iznore that, remamng attached 1w
the conventional polical busimess oy cle iy potiiests, whose eaplicative poswer was

substantially reduced

month i lation was controlled abraptly througle the combination o wrthddodoy and Leterodos
policies tsee Biesser Pererra, 19930y,
[ = See, wmong aihiers, Nordhaus (19750 5ol c195t) and Vesing and Sachs (1985),




3. The Social Compensation Strategy

Summing up the previous discussion, cconomie crises may have a pohitteal osign,
But it s basically awed 1w adopt the inpheit assumption that markets etliciently
coordinate the economy and attribute all ot most cconomie problems o politics. Markel
Tarlures and the conscequent endogenous character ol the ceonomic eyeles probably
cemann thie basic cause behind them. On the other hand, the existence ol political
obstacles o adjustment and structural retorms, although a tact, has a more linuted scope
than present conventional wisdom claims, sice the implicit assumption that the policies
that ate bemyg proposed and face resistance we competent of elficient 1s at least
disputable.

In the extent, however. that a poliical support gap exists, the adoption of
compensatory Lugeted social policies became a favonite strategy n recent times,
particully n the realm ol the Washington consensus, Through them, the speailic social
sroups most lutten by tiscal adjusunent or by structural reform would be partially
compensited. Bestdes the humamitanian value in tsell of ths strategy, it would also be
short term or pragmatic a means of overcoming or circumventing the pohtical obstacles,
ur ol winning political support w the administration

In the World Development Report 1990 - Poverty the World Bank (1990: 3) asserts
that the basie stralewies to hight poverty are (1) to promote the productive use of the poor's
maost abundant asset, labor, and (2) to provide basic social services education, health
care, nutritton and fanily plannig. But it adds that when an adverse macroeconomic
shock takes place, "a comprehensive approach to poverty reduction calls for a program of
well targeted translers and safety nets as an essential complement w the basic strategy”

This view 1s essentially correct The compensatory social policies are a temporary
complement to job creation and the supply ol basie social services. Or, i uther words,
long term distnbutive policies. Yet, there is the permanent risk ol 1ts adoption as a
substitute Tor the more long term policies. Populist and authoritanan gosermiments alihe
often tend o see largeted assistance as a cheap way ol gaiing or conserving shoit term
pohineal support, m the moment cconomic reforms are bemy implemented

Oxhom and Ducatenzeder (1994 observed that the market onented 1elorms that
were adopted recentiy an Latm A aowere often the outcome of authonitaran or
technocrane political coalitons In arder o compensate the losers, targcred assistance
programs Tocused on helpmg adividualy 1o escape poverty, thus cncoutaeing stale
paternalism, which undernunes the long term prospects for the full incorporation of the

popular scectors,

2



Yet, it 1s possible 1 devise cases that would require targeted compensatory social
expenditures. When some groups are particularly hitten, there 1s an obvious case for
them. Particularly ol the osses are wanstory and targeted social expendinure have a
corresponding luntted duratton: W hen reforms are introduced at a very slow pace or tahe
oo much time o produce positive oulcomes, compensatory social expenditures may also
be recommended  T0s important, however, so check i this 1s not just a case of inetlicient
cconomie retorm. O, m other words, if there are not alternatve economie policies that
would bring positive outcomes more rapudly. A third and correlated case 1s the one in
which there is a permanent reform process, one cconomice reform following the other In
this case, the sociul costs invalved m each reform may be quite transitony, but the total
losses may be Large, wiven the suceession ol telorms. I this case the retoim process 1s
fong, not because reforms are incomplete or partially unsuceesstul, but because the
required reforms are many . 1 reforms were not producing the expected results, we would
have a case of wetticiency, requinmg a chiange m the design of reforms, not i case lor
targeted social eapenditures.

It1s notrealistie, however, to behieve either that compensatory social policies will
really compensate the losses involved, or that they will not be used as a substitute for
more long term income distribution. The World Bank pro-poor policies. that in the 1970s
intended to be perimanent and mmply an cttective distnbution of income, were never really
unplemented in large scale, given the resistence ol the  privileged groups in each country.
With the debt cuisis and the tiscal crisis, they were for some time abandoned, 1o reappear
in the end of the 19305 in the form ol targeted social expenditures, that were supposed to
mvolve linutted resources and play a pohitical role: to support retorms. In these
circumstances, 1t1s clear that they were intended to replace more long term distnibutive
policies.

Joan Nelson, that surveyed the compensatory social progrums, observed that they
are often criticized as "band-aids" applied to relieve some of the damage of depression
and adjustment. And added: "A longer term and more enduring approach 1o protecting
und promoting the pooter groups m the course of adjustment is reorenting the structure
of public social sector programs. Such reonentation s a major theme m present
adjustment dialogue because it addresses both poverty problems and the acute fiscal crisis
Likely to continue in many countries into the 1990s" (1989 103) Yet, already i nud
1990s, this reorentahon did not tahe place Instead, tgeted social expendituies, as
Chule's, Bohvia's and Costa Rica's programs m the 1980s, and. preseny, the Programa

Nactonal de Sohdatedad (Pronasol). in Mexico, continue to be popular in Washingtan

lu



This fact may be explained in serveral ways, First, because they are olten the only
alternative lelt, given the political weakness of the poor in Latiy America since the crisis
broke up i the early 1980s and magmlied the excess supply ol unskilled Labor: Actually.
long term distiibutive policies are unlikely when they depend on sobidacity ol the nch,
rather than on the demand from the poor: A second 1eason tor the popuianty of target
assistance programs, in this case not i Washmgton but among pohiticians in Laun
Amenca, 1s the fact that, 1f well adnunistered, they may onginate support, if not directly
10 cconoimie adjustiment. 1o the government (Graham: 1992) 11 Yet, the basic rationale
behind thew attractiveness, is thew relatively low cost and mmmediate results, 1 the

programs do not become themselves victims ol paisan mterests.

Uhew populanty i Washigton does not mean that they are neo-liberal or
conservative proetants. As Diaibe ¢ 1992) obscinves, the Tact that social programs assuime a
targeted o1 liminted scope and that they adopt decentralization as a stiatery docs not
negessanly means that they are conservative or neo-hberal. In Brazil, for example, when,
in 1983, an IME approved adjustment program was natwnally implemenied, the
progressive Montoro admiumstiation i Sio Paulo state suceesstully adopied tingeted
soctdl policies

The criternon 1o distiguish progressive from conservative social policies s not t’
they e targeted, bucd the selecuve programs are seen as 4 subsutute for long i
meome disttibution pohceies. Conservatives usually see poverty and mcquality as a
conscquence of mdividual duferences, rather than of the existing cconomic structures and
the institutional lramewuork. Another way of approach the same problem, 1s to ask if the
pehtical obstacles that these policies are supposed to overcome are punctual problems
that require punctual solutions and the unprovement of educational standards, o if,
besides that, they are structural ones, as lung as they are related to the property system,

the distribution of income and the quality of the polical and ccononue mstitutions,

11 - Carol Graham studied Bolivia's Emergency Social Fund adopied by the Pas Bstensoro
admmistration between 1985 and 990, Her evaluation s hiehly positive, She atribures the
cood raulls o the tact that "the S managed to reman remarkably free of poliical constraints
and mfluences, and to deserve reputation lor conducting the vast majorily ol ils operations in
an etricient and transparent manner” (1992: 1240).



4. Governance and the Economic Regime

The last phrase brings us back to the cental problem ot this paper the pohtical
onzin ol cconomic problems, There is no doubtaboul the close relation between the
ceonomic and the pohitical svstem, between ccononuce policy and politics. A classical
critnque ab mstitutional, strocturalist, Kevnesian and Marsist cconamists to neoclassical
ceonomics was based on s ignorance or underestimauon of power relations in the
marhet. As we saw befere, i the last ten yeus manstream ceonomics got mereasingly
iterested in politics, but the emphasis was fully given to the punctual or short-termed
analysis of the poliical obstacles to the well functioming of markets and o the adoption

ol the necessary liscal adjustment policies and econemie refonms

The alternative 1s o assume that the ccononie and the political spheres we
intrmsically and dy namncally mtenelated (Sola, 1994) Not only because markets are
themselses poliucal imstitutions, that depend on the state 1o be vegulated. This type ol
analysis escapes the scope of this paper. But also because governance - the elfective
abihity to govern, and so, o unplement ceconomic policies - 15 a central pohucal varable
that inwnstcally depends ol the economie regime

Since Hobbes it became clear that, w be governed, capitahst societies requue a
state leginmated by a social contract. I this was true in Hobbes times, when what acutely
prevarled was a mercantihist cconomy, 1h1s more so i the complex and democratic
advanced caprtalist societies of today. In these socienes, there is a basie agreement on the
prevatling economic regime, that 1s, on the property system and on the distribution of
income between individuals and social classes. [t s this agreement, 1t 1s thus basic
polincal pact, besides a complex nstitutional system, that legitimates governments,
assures governance and guarantees the effecuveness of economic policies. This does not
mean that the distributive confhict was elinunated. It just means that it 1s under control,
not only because differences in wealth and income are not so great, but also because there
15 a complex and well structured system of interest aggregation, through which mterests

of groups and classes are agglunnated and permanently negottated.

When this baste agreement s Lalienng or incomplete, as it is the case ol most
developing countries, the politcal obstacles o econcmic policy-making become evident.
In these countries the opposition to the property system ceased to be important since the
communist regimes collapsed, but the disagreement on the income distribution pattern
remanns extremely high, particulin by i Lann America, where concentration of income
remans a major problem. The political respense to thius dilficulty has been enther to resont

to authortaamsm, or,n the realin ol democracy, 1o compensate the weakness ol the



basic social contract with the celebration of himted development onented pohtical pacts,
that give a positive perspective o the working class. These pacts are lumited because do
not mvolve the whole society, Alter World War 11 these pacts assumed, in Laun America,
the torm of the popubist pacts, that Vargas, Peron, and many others led m the 19405 and
[950s. The cconomic distortions brought by these political pacts ended m the capualist-
bureauctatic authortanan regumes of the 1960s and 1970s. Since the 1980s, when the
distortions in state intervention now brought about by the military regnnes also ended
deep economic crisis, democratic governments in Latin America face, m different
deprees, a permanent legitimacy crisis. 12

Summing up, to lace this crisis solutons may be thought i thiee levels, Targeled
social programs may be a short lerm response to political obstacles to economic reforms.
The abihity of the chites 1o come to a development onented political pact with the middle
class and pact of the working class 1s another alternative. The thind 1s 1o engage reforms
that have as outcomes not only to give back state solvency, to assure a more efficient
allocation of resources, and to build an adequate mstitutonal framework. but also to
cuarantee a permancnt reducton m income mequalities. The Lirst type ol program will
casily gan support ol the elites, the last will face permanent opposition: The second may
be viewed as a feasible compromise. The three strategies are not exclusive but

complementary

Conclusion

I conclusion, the conventional wisdom that economie problems have a polineal
origin must be quahticd it many ways. Many cconomic problems hive i stiict cconomie
ongm, denving from the dynanues ot the cconomic cycle and the impertection ol the
market. On the other hand, the beliel that stabih zauon programs and struciural ccononue
reforms are notimplemented or Ll for Tack of political support 1s only partally true. In
many cases, the melliciency of the reforms, the sheer mcompetence ot policy-makers, has
also a part in the explanation of the nezative outcomes

Leonomic and pohtcal problems are closely related, as long as there s no markets

without power. And also. because political power. the ability 1o govem, depends not only

on msttutional and personal considerations, but also on a basie soctal agrcement on the

12 - T discussed more extensively this relation between the lack ol a basic soctal contract and
the need for development ariened politicdl pacts i Bresser Pererra, 1994,



prevaling ceononue regime. When this agreement 1s weak. when the property system and
particulatly the income distribunion pattern 1s bemng strongly contested because social
difference e very big, governments lack legitimacy and find imcreasing problems in

implementing economic 1efonms

The strategy ol secuning political support for cconomic reforms through a
transitory social salely net may be effective, provided that the targeted social programs
are well and tansparently managed, but the limits of this stratepy are clear. The
altemauve - w implement social pohcies that elfecuvely distnibute income - 15 always
present. But i is an "expensive” altermative, w the sense that it means the transference of
income [rom rich to poor, facing permanent opposition from the former A third
alternative, that was effectve i some moments, particularly in Laun Amenica, where
income distribution 1s extremely uneven and the legiimacy crisis of governiments a
permancent threat, was the celebration of development onented political pacts. This
alternative, however, faces a basic difficulty. Iis only viable when econonue
development 1s resumed - an outcome that 1s not automatically guaranteed by the
macrocconomic adjustments and the structural reforms that the Washington consensus
promotes, mdependemly from the fact that these economie policies are necessary.

These three possibilities are not really altematives, since they can be adopted m a
complementary form. They way they are balanced will deline the pohncal commitments

in each exisuing governmental coalition.
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