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Abstract

This dissertation compares the effects of progressive social reform on income inequality

in the Southern Cone of South America, Scandinavia, and Australasia. These regions

faced comparable economic challenges at the start of the 20th century, but experienced

different trends of income inequality after they introduced progressive policies in this

period. Australasia and Scandinavia converged on a downward trend while the Southern

Cone remained comparatively more unequal. The dissertation concentrates on three

areas that significantly predict inequality in contemporary research: labour markets,

education, and taxation and spending policies. Existing explanations usually focus

on supply-side aspects of policy reform: wage regulation, and increased taxation and

spending on education and social insurance, are thought to bring inequality down in the

long-run. These reforms are seen as the outcome of the relative power of working class

groups over elites. Despite institutional variation, the three regions enacted progressive

policies to address distributional conflict and protect their economies from global risks.

I study the demand-side of policy reform; policies faced considerable collective action

problems to promote compliance and cooperation in order to work in the long-time

and include populations at large. The fact that most people were motivated to comply

meant that labour markets generated formality and standard wages, education increased

human capital, and spending became stable as the tax base increased in Scandinavia and

the Antipodes. The opposite happened in the Southern Cone as social actors tried to

link selectively with the state while state officials neglected the material constraints that

limited access to welfare and education. Each chapter spells out the conditions through

which policy addressed collective action problems to motivate cooperation with wage

agreements, sending children to school, and compliance with taxation and spending

policies. Behind comparable aggregate numbers in these areas, the underlying social

processes differed as Australasians and Scandinavians fostered cooperation between

state and social actors, while the Southern Cone did not.
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Chapter 1: Introduction

1.1 Comparative Puzzles

In the first half of the 20th century, the countries of the Southern Cone of South America

– Argentina, Chile, and Uruguay – , Scandinavia – Denmark, Norway, and Sweden – ,

and the Antipodes – Australia and New Zealand – , embarked on a series of progressive

social policies that regulated labour markets, expanded public education, and increased

taxation and social spending, but began to follow different trends of income inequality.

In Scandinavia and Australasia inequality dropped steadily (with some minor breaks)

up to the late 1970s; in the Southern Cone it fluctuated with periods of both sudden

growth and decline, and remained a constant feature of its societies. The fact that

all these countries faced similar economic challenges while political relations changed

with the growth of the middle class and the expansion of democracy, renders the variety

of welfare reform and long-term distributional outcomes all the more puzzling. Why

did Scandinavia, Australia, and New Zealand become relatively egalitarian societies

while the countries of the Southern Cone remained comparatively more unequal?

The historical riddle lingers in the present as we see inequality rise in most of the West

and, arguably, drop in Latin America. The surge of income and wealth disparities in the

United States and other donor countries in the past 40 years has revealed a number of

issues that a sociological review described as the “most pressing” regarding inequality’s

consequences (Neckerman and Torche, 2007, 350). Low levels of inequality are thought
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to improve economic and political performance, and to sustain social cohesion over

time (cf. Thorbecke and Charumilind, 2002; OECD, 2015). However, the subject’s in-

creased popularity has not diminished critical problems of definition and measurement.

With access to individual-level information through social surveys, a vast amount of

research has documented patterns of income and wealth distribution and elaborated on

their determinants. But concern over the long-term has inspired work that relies on ag-

gregate material and a number of proxies (e.g. health, height, education) to discover the

social inequalities of the past and their impact on the present. The empirical gap leads

to a conceptual gap between contemporary and historical explanations: the latter mea-

sure inequality through the effects that the former attribute to income inequality itself

(e.g. differences in height). The likely consequences of income concentration require

a comprehensive understanding of the political and economic processes that originated

diverse national trajectories.

My objective is to understand why progressive policies can be associated with oppo-

site distributional outcomes: high and low inequality. This dissertation studies three

puzzles that illuminate the effect of progressive reform on the distribution of income.

The first concerns the similitude of the Antipodes and the Nordic countries: despite

policy variation, under what conditions did their reforms work to make both regions

converge on a downward trend of inequality for most of the 20th century? The second

concerns Southern Cone divergence: under what conditions did their reforms set them

in a different trajectory? A third concerns the convergence of countries within each

region, particularly within the Southern Cone where countries enacted different types

of policies and yet converged in a similar unstable distributional trend for the rest of

the century. The main insight coming from this study is that we cannot understand the

long-term dispersion of income independently of the distributional conflicts that these

policies tried to contain. They gave rise to different patterns of interaction between so-

cial actors which faced a variety of challenges to promote cooperation and compliance
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among them.

Different measures of inequality and social mobility add multiple nuances to economic

and social processes. This dissertation refers to data on inequality as the dispersion

of the monetary earnings of either individuals or families (chapter 2). I leave aside,

for the most part, the important issue of wealth disparities and returns to capital which

are found to be equally large in most countries (and larger than income inequalities)

(Piketty, 2000; Neckerman and Torche, 2007). In this way, the dissertation zooms

into just one aspect of stratification which is affected by welfare policies. I define

progressive social policy as a set of political measures intended to alter the distribution

of income in favour of the poor, either by redistributing income or providing public

goods from which they benefit proportionally more than the rich. Alternative, regressive

policies limit redistribution and the provision of public goods. I break the analysis in

three areas that significantly predict inequality in contemporary research: (1) labour

markets, (2) education, and (3) taxation and social spending. Each area has its own

large body of specialised literature, but reforms in the three interacted as policy makers

attempted to improve economic opportunity and reduce social conflicts.

As with any dissertation trying to make sense of historical patterns, this one navigates

through a set of highly general explanations. Understandably, research on historical

inequalities usually concentrates on the effects of aggregate phenomena (e.g. global-

isation) or on the influence of political forces (e.g. the correlation of left-wing coali-

tions and welfare states). This is only natural because that is what we can observe:

we often have access to country-level and not individual-level information. In addi-

tion to the numbers, we also have the words of political actors so we can assume a fit

between norms and actions. Today, for instance, we have come to regard the Scan-

dinavian Welfare states and the Australasian “social laboratories”1 as triumphs of the

forward-looking left and working classes while the Southern Cone as perhaps not a
1See Castles (2003).
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failure, considering the wider Latin American situation, but certainly as a disappoint-

ment of backward-looking elites. Hence, policies to counteract exogenous forces (e.g.

globalisation) or shape endogenous institutions (e.g. unions) can be seen as the result

of the relative power of social actors. But if the explanatory mechanism is simply that

the relative power and resources of organised groups (e.g. capital or labour) translates

into a coherent set of policies and institutions which are chosen for their distributive

consequences (e.g. Acemoglu et al., 2005, 446), then we have a problem. First, policies

and institutions were more likely the contingent outcome of various struggles fought

at different levels rather than the implementation of perfect, coherent, plans. Second,

the puzzle lies precisely in the fact that progressive policies were enacted in the three

regions, around the same period, regardless variation in political institutions, norms,

and power concentration. The assumption of coherent groups pursuing consistent ob-

jectives leaves in the dark questions on the capacity to organise and to achieve sustained

action between and within groups. Policies were clearly not only chosen for their dis-

tributive consequences as they also sought to minimise conflict, reduce economic risks,

gain legitimacy, conform with public discourses, and boost political support. This calls

for an explanation of the social processes at stake which acknowledges the limitation

of aggregate data. For instance, what actions at a granular level are being aggregated in

the observed data (e.g. union rates, industrial inequalities, and levels of social expen-

diture)? This dissertation aims to show that the link between power and inequality is

far more complex than a zero-sum game between distinct coherent and self-interested

groups. The case-selection questions the vague determinism underlying self-interest,

coherent policies, and distributional outcomes. We now turn to the cases.
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1.2 Analytical strategy

1.2.1 Cases and time period

To understand the association between progressive social policies and inequality, we

need to study cases that introduced progressive policies around the same time and where

outcomes varied. In that respect, Latin American countries have become a favourite set

of cases to study the persistence of all sorts of economic and political inequalities that

underpin the region’s many social problems (cf. Fukuyama, 2008; de Ferranti et al.,

2004; Hoffman and Centeno, 2003; Adelman, 1999b). Underlying most of these stud-

ies, the sensation is that inequalities remain due to a lack of will or the prevalence of

backward interests. Within Latin America, however, the Southern Cone cases provide

a good group to test this association as the subregion introduced welfare reform early

in the 20th century but inequality has proved difficult to redress. But in order to say

something meaningful about the rationality behind policy reform and inequality, this

dissertation also needs cases where progressive policies were associated with a steady

decline of inequality. The countries of Scandinavia and Australasia provide such cases

and add the complexities of their own contexts and reforms.

Work on these three regions often entails establishing a similar benchmark for compar-

ison before explaining variation in development by paying attention to one key vari-

able. Argentina and Uruguay are usually paired with Australia and New Zealand,

given their traditional economic activities and levels of GDP at the beginning of the

20th century, to explain their divergent fortunes due to institutional design, respect for

property rights, political cultures, or position in the global economy (e.g. di Tella and

Platt, 1985; Àlvarez et al., 2010). Buchanan and Nicholls (2003) employed the similar

economic structures of Australia-Chile and New-Zealand-Uruguay, together with their

historical situation as “small open democracies”, to stress differences in labour market
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rules and institutions.2 Argentina and Uruguay (and sometimes Chile) are also com-

pared to Australia and New Zealand as settler societies (Denoon, 1983).3 In addition,

Latin American countries have more generally been compared to Scandinavia given

their economies’ historical reliance on natural resources to explain divergence due to

economic policy (Blomström and Meller, 1991). Comparisons with Scandinavia also

establish a shared benchmark in economic development at the beginning of the 20th

century to explain the evolution of the economy in terms of human capital accumula-

tion (Lingarde and Tylecote, 1999) or reproductive behaviour (Valenzuela, 2011). In

sum, past research often concentrates on economic similarities to explain divergence in

economic development as a result of one set of key variables that evolved in a clearly

dissimilar way.

I follow in this tradition with two important caveats. First, I take the sub-regions rather

than just the countries within them to allow for more variation in policy design and

outcomes. Second, I relax the comparative benchmark acknowledging more variation

in initial conditions. In addition, rather than development, I concentrate on income

inequality – an issue that is likely to have constrained growth and development, but are

not my main concern. I focus on this period not only because economic conditions were

more comparable in the first rather than the second half of the century, but because this

was the main period of policy innovation. Further, in order to observe crucial aspects of

the different logics of policy reform, the dissertation also zooms into the second half of

the century, a period where these policies were deepened and inequality trends further

diverged. The analysis is meant to illustrate the path-dependency that these logics, bred

in the first half of the century, originated over the rest of the period.

To claim that economic conditions were more comparable at the beginning rather than

2Senghaas (1985), for instance, offers a triangulation and compares Uruguay to Denmark and New
Zealand to rule out the dependency thesis for Uruguay’s stagnant development.

3Argentina has recently been used as a comparison to illuminate the pattern of rapid settlement among
“Anglo” countries (Belich, 2010, 2011).
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at the end of the century across the three regions is not to say that countries or regions

were identical. Although these numbers should be treated with care and only as ap-

proximations, table 1.1 shows important variation and clusters. In terms of GDP per

capita, Australia, New Zealand, Argentina, and Denmark were richer; Chile, Sweden

and Uruguay were in the middle; and Norway was poorer. Antipodeans, Danish, and

Uruguayans were more urban and their populations less likely to work in agriculture

than the rest. There are marked contrasts in literacy and life expectancy between the

Australasian-Scandinavian block and the Southern Cone, two variables that are used to

explain their divergent patterns of development and which I analyse in chapter 4 with

regards to inequality.

There is no perfect match across countries. However, as regions they share some in-

teresting similarities underpinning these aggregate numbers. What makes the compar-

ison interesting is that (1) all of these countries faced challenges from the periphery

of international markets as they relied on the production and export of pastoral and

mineral goods; (2) they were small, open economies; (3) they enacted progressive re-

forms during this period, often as pressure from working class groups and social con-

flict mounted; (4) and that their labour force was highly migrant (across occupations

and between rural and urban activities) which constrained its capacity to save towards

social security when faced with uncertainty. In addition, the patterns of social stratifi-

cation were likely to be more visible than today as they often exhibited signs of feudal

or colonial heritage; inherited wealth could easily be converted into economic oppor-

tunity.4 Strategies to contain the ensuing distributional conflicts and global uncertainty

were carried into the second half of the century thus affecting inequality in the long-run.

In terms of the observed outcome, the evolution of inequality, I will argue in chapter 2

that we can place these countries in two broad groups: those who experienced a sys-

4Borrowing an expression from Mark Twain, the period is often described as a “Gilded Age” as global
trade and economic expansion created new and reinforced old inequalities.
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Table 1.1: Country characteristics circa 1910

GDP per
capita

Urban
popula-
tion

Workforce
in agricul-
ture

Trade Literacy Life ex-
pectancy

Argentina 3,822 53 35 50 60 44
Chile 3,000 43 38 42 53 30
Uruguay 3,136 76 26 45 65 52
Australia 5,210 62 30 45 >90 57
New
Zealand

5,316 50 21 44 >90 60

Denmark 3,705 60 43 55 >90 58
Norway 2,186 28 39 48 >90 58
Sweden 2,980 24 46 35 >90 58

• Sources and notes:
• GDP per capita in 1990 International Geary-Khamis dollars (Maddison, 2003).
• Urban population is the percentage of population living in cities (or towns in the case

of Nordic countries). National definitions vary. Figures for Argentina correspond
to 1914 (MOxLAD, 2011), for Chile to 1907 (Díaz et al., 2010), and for Uruguay
to 1908 (Nahum, 2007a); for Australia to 1920 and calculated for cities above 3000
(Commonwealth Bureau of Census and Statistics, 1921). Figures for New Zealand
are from Statistics New Zealand (2012); for Scandinavia figures are given for towns
above 2000 people in Flora et al. (1987).

• Percentage of labour employed in agriculture: data for Argentina in MOxLAD (2011),
for Uruguay in Nahum (2007a), for Chile in Díaz et al. (2010); for Australia in Pal-
grave Macmillan Ltd (2013), for New Zealand in Statistics New Zealand (2012); for
Scandinavia in Flora et al. (1987).

• Trade openness is the sum of imports and exports as a percentage of GDP. Figure for
Argentina is calculated from Véganzonès and Winograd (1997); for Chile from Díaz
et al. (2010); and for Uruguay from Universidad de la República (2014) for 1913.
The Australian figure is for 1900-1 and taken from Attard (2012). The figure for New
Zealand is calculated from Statistics New Zealand (2012). Scandinavian figures are
calculated from Palgrave Macmillan Ltd (2013).

• Literacy figures are the percentage of people who can read and write from above 15
years-old. Data for the Southern Cone are from MOxLAD (2011). Figures for all
other countries are thought to be above 90: literacy was thought to be so widespread
that national censuses stopped asking the question from the late 19th century (UN-
ESCO, 1953). See chapter 4.

• Life expectancy at birth for the Southern Cone is taken from MOxLAD (2011). Data
for Australia and New Zealand are from Australian Institute of Health and Welfare
(2013) and Statistics New Zealand (2012). Scandinavian figures come from Wilmoth
and Shkolnikov (2013).

tematic downward trend of income inequalities between the First World War and the

late 1970s,5 and those who did not. In the first group we find Antipodeans and Scandi-

5The “Great Levelling” (Williamson, 2015).
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navians while the Southern Cone falls in the second.6 Inside each group we have some

variation as I will later explain. Australasians might have begun the 20th century with

less inequality than Scandinavia, but they also experienced a sudden but brief increase

in the aftermath of the Second World War. Inside the Southern Cone, Chile is often

regarded as the more unequal of the three in absolute terms. But the three Southern

Cone countries experienced an unstable trend of sudden growth and decline with no

apparent change in their overall levels of inequality. Zooming inside each country, in-

equality might have been driven by certain geographical areas. In the Southern Cone

for instance, most quantitative information on wages comes from urban centres and

larger firms or industries. Hence, unobserved inequality in rural areas and informal

sectors are excluded statistically and might bias our estimates. This dissertation deals

both with the generic regional patterns, between-regional variation, and within regional

variation.

1.2.2 Comparative historical analysis

This dissertation is about the persistence of inequality in the Southern Cone, which

poses a number of riddles when analysed against theoretical predictions and compared

to regions facing similar challenges at the start of the 20th century. The comparative

setting will allow us to understand why the trend of declining inequality converged

between Australasia and Scandinavia, and why the Southern Cone remained more un-

equal.

Comparative historical research has gained currency in the social sciences to explain

long-term variation in economic development and political institutions (cf. Diamond

and Robinson, 2010; Fukuyama, 2012). Comparative questions help formulate testable

processes or mechanisms to explain differences and similarities in observable social
6Following Ragin (2008), we could speak of the first group as having fuzzy membership in the set of

nations that reduced inequality over the 20th century above .75, while the second as one with a membership
below .5.
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outcomes (Tilly, 1997). To deal with these puzzles, the comparison is of necessity both

quantitative and historical. Quantitative material allows the tracking of inequality over

time. But given the small number of cases and problems of data comparability, sta-

tistical methods are not enough to model inequality and unpack the historical process.

More importantly, I would need access to individual-level data which are simply not

available for the period. Standard quantitative models for historical inequality would

derive aggregate outcomes from other aggregate variables (e.g. economic growth, in-

flation, union density) without paying attention to the micro-dynamics that could po-

tentially affect all of them and which would advise the adoption of a complementary

narrative strategy.

Students of comparative methods often select cases by criteria of agreement and dis-

agreement following John Stuart Mill’s comparative logic. Ideally one would have

similar cases that disagreed in a relevant outcome and dissimilar cases that converged

in the outcome.7 This strategy requires spelling out the initial conditions of the cases

and selecting a explanatory variable. For our purposes, the case selection would de-

pend on what we consider to be similar and dissimilar. For instance, one could set this

study as a comparison between just three countries: Chile, Sweden, and New Zealand.

We would still look at the convergence of low inequality between Sweden and New

Zealand, leaving Chile as a divergent case. If we matched countries due to their eco-

nomic structure and levels of GDP per capita, we would follow a method of difference

(variation in inequality) and deep analogy when comparing Chile to Sweden (as GDP

per capita and economic structure converge), but would apply a method of agreement

(low inequality) and most different cases when comparing Sweden to New Zealand.

However, if we had attempted to explain inequality as a result of economic processes

given cultural heritages, we would have ended with a deep analogy between Sweden

and New Zealand (e.g. Protestantism), and a most different strategy comparing them

7See Gerring (2007), and for an application López-Alves (2000).
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to Chile (e.g. Catholicism). In the first scenario, economic structure matches Chile to

Sweden, and separates Sweden from New Zealand; in the second, cultural conditions

match Sweden to New Zealand, and separate Sweden from Chile.

A recent possibility for case selection is to construct a synthetic or counter-factual case

to compare the evolution of a relevant outcome (Abadie et al., 2014). The aim here is

to build a synthetic case that resembles the case of interest: the counter-factual case

will be a weight or a synthesis of a sample of cases that resemble the case of interest

after fitting a model to explain the dependent variable (for instance, a synthetic case

for West Germany from a pool of OECD countries to test the effect of reunification

with East Germany (Abadie et al., 2014), or a synthetic case for each European country

to estimate the effects of leaving the European Union (Campos et al., 2014)). In this

method, the case selection is given by the weight of each case in the synthetic measure.

So for instance, if we constructed a counter-factual case for a Southern Cone country

in which Scandinavian and Australasian countries weight significantly, we would have

good reasons to conduct a more qualitative-oriented comparison between them. How-

ever, to estimate a synthetic measure one needs longitudinal data at the country level.

Unfortunately, such a panel for inequality in the late 19th century and early 20th century

does not exist for a large pool of countries (necessary to estimate a model), and many of

the predictors one needs (e.g. social spending) are also unavailable on a yearly basis. In

addition, all our cases experienced the “treatment” of progressive reforms in the early

20th century, so the estimation of the subsequent effects would not answer our research

question: we would estimate what would have happened in the Southern Cone with-

out the existence of progressive policies. It would likely result in inequality increasing

(as it did with liberal reform in the 1970s and early 1980s) but would not allow us to

understand why it did not decrease steadily as it did in the other two regions.

In the same vein, setting the comparison through qualitative causal analysis (QCA) fol-

lowing Ragin (2008) would also miss the scope of this study. I employed this language
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before to illustrate the case selection: the observed outcome varies between the South-

ern Cone and the Scandinavia/Australasia block. But fitting a causal recipe through a

calibration of the explanatory variables poses some problems. As more quantitative-

oriented studies, QCA focuses on the explanatory variables of a model rather than on

the cases, assuming a deterministic ontology (cf. Lucas and Szatrowski, 2014). One

of the strengths of QCA is that it aims to offer a complete account of the outcome we

observe rather than estimate population average effects. This dissertation in fact, at-

tempts to answer why similar variables that are correlated with less inequality behaved

so differently in diverse national settings. However, instead of assuming a determined

outcome, this dissertation assumes that inequality resulted from contingent processes

and that aggregate information hides multiple choices at the social and individual lev-

els. QCA is thus not the best tool when trying to explain why the same variables are

correlated with different outcomes.

Despite the problems highlighted by the previous discussion, comparative research is

the best available tool to account for the puzzle we have, provided we focus on the pro-

cess rather than on the variables or the cases (Tilly, 1997). It is particularly apt as our

cases offer spatial and temporal variation, and because this dissertation is concerned

with generating rather than testing hypotheses about inequality (e.g. not to compute

the effect of a particular policy but to ask why a similar policy could operate and pro-

duce different outcomes). It aims to offer insight into the processes that affected the

three regions as they built their modern labour markets, education systems, and welfare

schemes.8

Naturally, this methodological solution is not without its problems. To the issue of data

comparability, particularly sensitive in historical analysis (Goldthorpe, 1991), which I

discuss in the next section, there could be clear problems of endogeneity that affect

8See Gerring (2007, 38-39). In essence, the method is taking us one step back: what predicts or
explains the predictors?
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causal inference. Cases within regions are not independent of each other; they were

“generated” by the same regional processes (Goldthorpe, 1997). Scandinavian nations

gained common institutions arguably before the Kalmar Union (1397); Australia and

New Zealand were British colonies, later dominions, and New Zealand seriously con-

sidered federation with Australia in 1901; and the Southern Cone nations were part of

the Spanish empire until independence in the early 19th century. One common solution,

would be to select representative cases in each region. But that would entail knowing

a sample of nations where these representative cases could be drawn from. Another

option is to use one case in each region as an “ideal” type. But to select an ideal case

is also a problematic as I would have to select on the dependent variable while leaving

intra-regional differences unaccounted for.

I opt to take all the relevant cases in each region.9 Despite losing some depth as in

the more traditional case studies and scope as in the larger quantitative analyses, this

medium-n solution (cf. Haggard and Kaufman, 2008) allows a more complex and de-

tailed analysis of both intra and inter regional variation. The dissertation is more con-

cerned with the internal validity of the explanations than with inferring results to a

wider range of cases.10 By following the evolution of their respective reforms I can

better track the causal mechanisms that affect inequality over time.

I use the comparative method to explore two scenarios: one where regions converged

in declining inequality – until the u-turn of the 1980s – and another where regions di-

verged despite enacting progressive reforms. I track and compare the process of policy
9I have excluded a few potential cases from the sample. Finland is perhaps a notable absent in Scan-

dinavia but its tragic development in the early 20th century generates noise. In the Southern Cone I have
excluded Brazil, which is sometimes lumped together with Argentina, Chile and Uruguay, as ethnic and re-
gional issues would have prevented a more straightforward comparison. Likewise, I have excluded several
smaller Pacific islands and nations from the Antipodes.

10As a result, our cases combine a number of qualities. Looking at current numbers, some of them
are “extreme” or unusual such as the whole of Scandinavia which always score the lowest inequality in
international comparisons. Some of them are “deviant” (cf. Gerring, 2007, 89-90), such as the Southern
Cone which introduced welfare reform, tried to boost unionism and wage equality but remained unequal
up to this day. By keeping all the countries and establishing a regional comparison we can check whether
countries within regions were subject to similar processes.
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reform and their social effects in each area. (Instead of having a chapter per country

and a conclusive comparative chapter, I decided to compare all of them in each area of

reform.) Although the comparison might strike as unusual, these three regions allow us

to answer our theoretical puzzles. These are certainly countries that followed different

routes to state formation, that were populated by different peoples, and that were shaped

by distinct historical and cultural experiences. But in key economic and institutional as-

pects they fit the purposes of this study remarkably well. At the start of the 20th century

they were the developing world of the day, both rich in natural resources and quickly

modernising. In all these countries, the economy was organized primarily around the

export of mining, farming, and pastoral products or a combination of them. They were

all attached to the same international markets. Industry and the manufacturing sectors

were expanding. By 1920 all these cases were becoming increasingly democratic and

the state was undertaking a leading role in the provision of welfare in their respective

continents. The expansion of their frontiers had ceased, property rights had been firmly

secured and elected officials had assumed the conduction of most political affairs.

1.3 Explanations and the argument

1.3.1 Historical and cultural legacies

Conventional explanations of inequality include long-term models of social and eco-

nomic change which offer a first clue to think about this dissertation’s puzzles. In a

recent work, Piketty (2014) contends that inequality is inherent to capitalism: the mod-

ern capitalist economy tends naturally towards concentration as the returns of capital,

possessed by the few, grow faster than the general economy and the earnings of the

majority. For him, the 20th century constituted an exception to this trend as income and

wealth distributions compressed in most of the West up to the 1970s driven, in part,

by a combination of high taxation and contingent events such as wars and economic
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crises. This line of thought is not new in the social sciences: for both Marx and Weber

greater inequality was a condition for the emergence and development of the capital-

ist economy11. From different angles, they saw inequality resulting from wage-labour,

private property, and industry as novel phenomena that made the expansion of capi-

tal possible (cf. Lachmann, 2013). As this dissertation concentrates in the early 20th

century when industry and capital expanded worldwide, I acknowledge the importance

of these processes but remain sceptical of their contributions as they do not explain

the Southern Cone: in the three regions, working classes became powerful actors, the

cash-nexus spread through the economy, taxation increased, economic crises – if not

war directly – created uncertainty and undermined large fortunes, and yet distributional

outcomes remained consistently unequal in the Southern Cone (cf. Williamson, 2010,

2015). More importantly, Scandinavians and Australasian nations began a downward

trend of inequality before the 1929 crash and the emergence of high taxation in the

1940s; welfare and labour reform began before the 1930s in the three regions.

Another stream of research explains contemporary inequality from events in the more

distant past; conquistadors and subsequent landowning elites marginalised native popu-

lations through colonial institutions to retain power (Acemoglu and Robinson, 2006) or

to exploit geographical endowments (Sokoloff and Engerman, 2000). These accounts

have the advantage of linking the distribution of valuable assets to power relations and

the institutions created to enforce or preserve them, either through the copy of institu-

tions from the mother country or their adaptation to the physical environment. In both,

inequality results from unequal power relations and their institutional persistence. But

both fail to completely account for the Southern Cone.12 Empirically, colonial institu-

tions had been transformed at the beginning of the 20th century by liberal policy makers

11Marx concentrated on elite exploitation; Weber on economic rationality and shared life chances (cf.
Ingham, 2008; Goldthorpe, 2007; Wright, 2002).

12For conceptual and empirical criticism see Coatsworth (2008); Frankema (2010a); Dobado González
and García Montero (2010); Dell (2010); Williamson (2010). Consider as well, the continuity and adapta-
tion of the corvée system up to the 1940s in Sweden (Lundh and Olsson, 2011).
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trying to emulate the more successful political and economic regimes from Europe (cf.

Centeno and Ferraro, 2013). Conceptually, the definition of institutions is problematic

for empirical research. Following Douglass North, institutions are commonly defined

as “the rules of the game”: collective arrangements that regulate access to property

rights in order to reduce transaction costs and make human coordination more efficient

(cf. North, 1981, 1998; Adelman, 2001). The crux of the matter is whether people will

follow these rules once enacted:13 one problem is the aggregate imperative of reducing

the costs of coordination, another is the individual rationality of complying with ag-

gregate requirements. The concept encompasses almost any observable outcome from

formal courts and electoral systems to informal normative commitments.14 As a result,

institutional accounts often conflate institutions, power, and variation in aggregate out-

comes and thus end judging the powerful with a different yardstick across countries.

A good example is the explanation of feudalism: López-Alves (2000, 16) noted that

“those (scholars) who saw feudalism in Latin America perceived it as a sturdy obstacle

to democratic practices. Those who studied feudalism in Europe, however, saw it as a

predecessor to industrial revolution and, for all its dark features, also as a noble precur-

sor of capitalism and democracy”. In the same vein, inequality (of property rights and

power for instance), which is at the heart of the explanations of European development,

is at the heart of the explanations of Latin American underdevelopment. Inequality in

Europe breeds growth; in Latin America more inequality.15

Other models associate inequality to structural demands for growth. Modernisation lit-

13North (1981) addresses this problem though the concept of ideology which makes compliance more
likely by legitimising and informally enforcing these rules.

14We face additional problems by thinking of informal institutions as normative commitments or ide-
ology. Cultural attitudes are received wisdom or practical knowledge, they are not necessarily created by
those who apply them (i.e. “institutionalised”). These commitments as North (1981) rightly stresses, are
important for the functioning of formal organisations, but they often precede the creation of institutions.

15That raises further problems on the causal mechanism. The presence of self-serving rural interests
that can check political elites can be causally associated to economic growth in Botswana (Robinson et al.,
2003), but not in Latin America (Acemoglu et al., 2001), so the explanation requires more precision and
context. For methodological problems see also Gerring (2007, 208-210). In another example, Pomeranz
(2000, 137) argued that despite being more equal than most European countries in early modern times,
China did not experience a comparable industrial breakthrough.
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erature predicted that growth, industry, and democracy would require social policy for

the functioning of modern societies and hence these would become egalitarian. Latin

American lacklustre growth in the second half of the 20th century was, on many occa-

sions, put down to backward cultural attitudes that made rationalisation of economic

behaviour difficult; lack of growth explained the later adoption of welfare policy and

the preservation of inequality. Alternatively, dependency literature predicted different

paths to growth and equality given a country’s position in global markets and the regres-

sive ties between economic elites in peripheral and core countries.16 Economic elites’

vested interests in the exploitation of natural resources deterred industrialisation and

increased dependency to foreign markets, thus preserving traditional inequalities. But

despite their respective contributions, these explanations shed little light on our puzzles.

New Zealand, the richest case at the start of the century, consolidated its welfare state,

remained dependant on pastoral produce, and experienced a stable downward trend of

inequality despite exhibiting growth rates more similar to the Southern Cone than to

Australia or the Scandinavian countries (Greasley and Oxley, 2000, 186). The three

regions were at the periphery of world markets and recipients of significant foreign in-

vestment for most of the 20th century; but it is uncertain that foreign interests dictated

economic policy in the Southern Cone at the start of the century.17 Crucially, these

explanations are not primarily concerned with inequality: they assume it.

Modernisation literature’s stress on backward rationality does point to another well

known but elusive explanation, that of culture and religion. Commentators have seen

in Catholic and Iberian legacies an impediment for development and equality (for a re-

view see Adelman, 1999b). Catholicism together with Spanish legacies would predict

hierarchical attitudes and deference towards elites in the Southern Cone. These atti-

tudes would contrast to the more horizontal social structures and attitudes bequeathed

16For reviews and critiques see Collier and Messick (1975); Valenzuela and Valenzuela (1978). Alder-
son and Nielsen (1999) show that foreign investment, an indicator of dependency, increases income in-
equality in present times.

17See Senghaas (1985); Remmer (1976); Davis (1963).
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by Protestant communities in Australasia and Scandinavia. Backwardness could also

operate politically, through the organised interests of the Catholic church, as it provided

social services that competed with the more secular orientation of the national states.

But culture, either as shared attitudes or powerful institutions, does not completely

explain these puzzles because secular policies prevailed in the three regions.18 More

importantly, these general accounts neglect the fact that the Catholic church became an

important agent of progressive reform in the Southern Cone, and that Catholic doctrine

informed debates on welfare and public policy.19

An attitudinal take on culture would put inequality down to the backwardness or indo-

lence of the elites towards the poor. Scholars often argue that Latin American elites

restricted the opportunities of the poor as they considered them unworthy and lazy (e.g.

Reimers, 2006). This may well be true, but the explanation does not square with the

comparative riddle. The argument that Latin American elites were hard on the poor

does not mean that Australasians and Scandinavians considered poverty the outcome of

unjust social structures rather than people’s own choices. Infused with Victorian values,

Australasian middle classes and elites attacked poverty as a moral flaw, an outcome of

individual irresponsibility, and welfare policies attempted to foster discipline.20 Scan-

dinavian education reform promoted obedience towards the state and economic elites

(Lindert, 2007). In contrast, one can detect traces of Catholicism in Southern Cone

social policy as recipients were not forced to alter their behaviour or become more dis-

18In fact, Catholicism informed labour market and education reform in Australia where a significant
Catholic community thrived: Leo XIII’s Rerum Novarum encyclical had a deep impact on the discussion
of living wages, and the threat of Catholic competition promoted educational reform (Blackburn, 1996;
Meyer, 2000). On religion and welfare see Kahl (2005).

19An early Latin American exponent is the Salvadorean Alberto Masferrer in the 1920s with calls to
establish an universal “vital minimum”, reminiscent of Australasian living wages, together with a criticism
to the cash-nexus (cf. Masferrer, 1968b,a).

20For a general discussion see Himmelfarb (1996). For Australasia see Mendelsohn (1954); Thomson
(1998). As Mendelsohn (1979, 88) noted, “on poverty there was a conspiracy of self-deception” as Aus-
tralian middle classes could not believe that a rich country could produce so much hardship and hence
blamed the poor for being dependant on public relief. For Swedish disciplinary experiments see Björkman
(2012).
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ciplined; receiving was not conditional on individual change.21 Putting the explanation

down on the self-interest of the elites assumes self-consciousness and a capacity to

coordinate which requires further elaboration.

1.3.2 Economic variables

A usual point of departure to think of inequality as the outcome of economic processes,

is the work of Kuznets (1955) which resonates strongly in the modernisation litera-

ture and the work of Piketty (2014) and Atkinson and Piketty (2007, 2010). Kuznets

(1955) described the association of inequality and the growth of industry as an inverted

U. The transition from agriculture to industry leads to inequality at first, as workers

are lured away from less dynamic agriculture into more competitive industry, but as

more workers begin to migrate wages in industry fall and compress in the long-run.22

Morrisson (2000) finds support for this curve in Sweden and Finland among the Scandi-

navian nations, as wage inequalities increase in the 19th century and then decline as the

share of rural employment falls. But as I discussed above, the association of industry,

growth, and inequality is hard to disentangle: the more dynamic sectors in the South-

ern Cone and Australasia were intensive in capital investment, and could not employ a

large workforce. Industrial employment became a likely source of equality rather than

inequality (cf. Bértola, 2005).23

21Consider indulgences for instance (MacCulloch, 2010, 555-558). But commenting on the type of
discipline that Protestantism and Catholicism enforced after the Reformation, Gorski (2003, 155) disagrees
with “(the) tendency to equate Protestantism with reform and Catholicism with reaction. In the areas of
religious discipline and social provision, for example, it could be argued that post-Tridentine Catholicism
was actually more intensive and more activist than orthodox Lutheranism”.

22Kuznets did not elaborate a mechanism to explain this association. Williamson (1991) argues that
the curve could reflect the fact that wages were more unequally distributed in industry, or that capital
savings allowed industry to supply more jobs, or even that industrialisation was a skill-intensive process.
As industry created differences between the skilled and unskilled, more workers invested on skills and this
led to equality.

23Urban population grew faster in the Southern Cone and Australasia than in Scandinavia during the
19th century and early 20th century, hence the association does not entirely explain why the distributional
trend of Australasia and Scandinavia converged in the long-term or why, despite growing urbanization,
Southern Cone inequality remained robust.
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Given that the cases were at the periphery of international markets, a more plausible

explanation would consider external factors such as the effects of global trade and mi-

gration. The Heckscher-Ohlin model and its derivatives predict inequality as a function

of comparative advantage. Under free trade, a country will exploit and maximise those

factors of production in which it is more competitive. Monetary returns to these fac-

tors increase as a result. In countries like Argentina and Australia, where land for

pastoral activities was abundant, returns to ownership increase relative to the returns

to labour. Along with this model then we have a very good explanation of why in-

equality increased during the late 19th century and into the 1920s in the Southern Cone

and Australasia as trade expanded world-wide (Abad, 2008; Williamson, 2002). In-

dustrial protection and tariffs would predict more equality by reducing the returns to

capital and making industry more competitive, and both the Southern Cone and Aus-

tralasia enacted them. But inequality declined steadily only in Australasia.24 Besides,

while trade globalisation predicts inequality, we still need to account for Scandinavia,

a region that remained open to trade since the late 19th century.

Mass migration can compress wages as the supply of labour increases, but produce

more inequality between wage earners and capital owners who can hire workers cheaply

(Williamson, 2005). Migration unsettled the labour markets in the three regions: the

Antipodes and the Southern Cone received while Norway and Sweden sent a large

quantity of migrants.25 This pattern would predict larger inequality in the Antipodes

and the Southern Cone and less inequality in Scandinavia. But with only 3% of for-

eigners in Chile at the start of the century, changes in migration do not explain the con-

vergence with Argentina and Uruguay (Díaz et al., 2010). Besides, European migrants

24Removal of trade restrictions in the 1970s and 1980s increased inequality in Latin America partic-
ularly as the gap between export and local-oriented sectors increased (Leamer et al., 1999; Beyer et al.,
1999) thus supporting this model.

25Almost half the populations of Buenos Aires and Montevideo were foreign-born by the 1910s. Immi-
gration after 1870 increased the labour force of Argentina and Australia by 86 and 42% in 1910 respec-
tively (Williamson, 2005, 34). As we will see in chapter 3, Australasian labour organisations mounted
pressure on politicians to restrict cheap migration of South-East Asian workers (Castles, 1985, 58); Ar-
gentinian elites passed laws curtailing migration in fear of social unrest (Sánchez Alonso, 2013).
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to the Southern Cone not only competed with unskilled labour: with better schooling

they successfully took jobs at the upper end of the distribution (Sánchez Alonso, 2007).

Nor do changes in migration explain Sweden and Norway entirely as they converged

with Denmark and Australasia.

Finally, economic research links inequality to technical change and education.26 Un-

like the explanations above, the education story has the advantage of connecting micro

dynamics, the accumulation of human capital, with macro outcomes. Countries that

invested early on mass primary and secondary education allowed their populations to

adapt quickly to changes in technology. The crucial assumption here is that education

provides human capital. Inequality declines as most wage-earners are equally equipped

to face the increasing demand for skills. As I will show in chapter 4, unequal access to

education is a common explanation of income inequality: coverage and education at-

tainment varied between the Southern Cone nations and the Scandinavian/Australasian

block at the start of the century. Engerman et al. (2009) explain differences in education

provision during the 19th century out of the self-interest of powerful elites unchecked

by democracy in Latin America. But they recognise that the Southern Cone does not

quite fit their theoretical predictions as elites created mass education systems. The ex-

planation begs the question of why elites and states would invest in primary education

for the masses, and requires further analysis on why the Southern Cone could not match

the results of similar reforms in Australasia and Scandinavia.

1.3.3 Political variables

If explanations concentrating on economic variables begin with capitalism, those fo-

cusing on political variables begin with democracy and the distribution of power. In-

fluential studies associate democratic reform with the expression of distributive and

26See for instance, Goldin (2001); Goldin and Katz (2008); Lindert (2007) and for recent trends
Lemieux (2006).
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economic preferences by the many. Lindert (2007) persuasively argues that expanding

the franchise and political voice increased social and educational expenditures. Re-

stricted democracy gave voice to few interests that could manipulate social expenditure

to their advantage – for instance, early poor relief in England and Scandinavia in the

19th century is explained by landowners’ voice: taxation and expenditures favoured the

countryside to delay labour migration to cities (Lindert, 2007, 67-80). Political rights

to urban workers would in due course shift the balance of power and consequently, of

taxation and social expenditures. A similar argument is put forward by Engerman et al.

(2009) and Sokoloff and Zolt (2006, 2007) as they claim that restricted democracy,

which they derive from institutions created to exploit economic endowments, severely

hampered the development of income taxation and public goods.

For these accounts, extending the vote explains larger expenditures and progressive tax-

ation. But this finding raises further questions to our puzzles: taxation and expenditures

increased in the three regions even if the pace of democratic reform varied. Elites in the

Southern Cone were not especially reactionary as they enacted reforms that could result

in a more egalitarian distribution. Landowners’ voice did not direct public investment

(i.e. to deter migration) to rural areas. Naturally, to explore the argument in full we

still need an account of groups’ interests. But that raises more questions on (1) the ca-

pacity to mobilise or coordinate political action than on the individual right to express

a political preference, and (2) the logic of inclusion to public goods and policies. The

comparative works of Engerman et al. (2009); Sokoloff and Zolt (2006, 2007) assume

compact or coherent elites with a capacity to translate clearly defined self-interest into

policy in Latin America, such as the ones found in Europe and the US, but they had

plenty of collective action problems as power was diffused among competing groups

and caudillos (cf. Centeno, 2002).27 In addition, voice alone might not be enough to

27Power struggles after independence, and competition between domestic and external economic sec-
tors are two possible explanations of why Southern Cone elites faced collective action problems. Caudillos
fought each other to consolidate power, and during the 19th century rural and industrial interests diverged.
Social policy further fragmented collective capacities, as industrial groups competed for political patron-
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translate political preferences into reality as state capacities to enforce these preferences

varied.

The democratic argument helps to frame the origin of social policy. Democratisation

roughly coincided with the growth of taxation and expenditures. But it did not coincide

necessarily with collective negotiation of wages – Scandinavian employers and workers

began settling their disputes over wages before the expansion of the franchise – or with

education opportunity – educational reform in Scandinavia and the Southern Cone pre-

ceded democratic reform. It does not tell us why the effects of policy on the distribution

of income varied.

Hence, democracy is a good predictor of redistributive policies in the Antipodes, but not

necessarily in Scandinavia and the Southern Cone. But it is not a good predictor of why

policies were associated to different outcomes. For context, electoral reforms are sum-

marised in table 1.2. Voting and civil rights consolidated early on in Australia and New

Zealand.28 The institutional framework echoed that of Britain and other British settler

societies. Already in 1850 men could vote in South Australia and the other colonies

followed suit. In contrast, the pace of reform in the Southern Cone and Scandinavia

was slower and more comparable – although Scandinavians extended the franchise to

women earlier. Collier (2006) groups early democratic reform in Scandinavia and the

Southern Cone as examples of upper and middle class strategies to gain electoral sup-

port from lower groups: voice is given to the poor by elites seeking a wider political

backing, and this would, arguably, alter distributional preferences. Of the Southern

Cone countries, only Chile and Uruguay consolidated a distinctive party system.29 The

age. Other explanations come to mind: elites could have had problems to operate in larger countries
such as those of the Southern Cone and Australasia. Scandinavian elites in contrast were ethnically and
geographically compact. I explore some of these issues in chapter 3.

28The expansion of democratic rights coincided with the growth of strong colonial administrations that
tried to assist migrants and attract foreign capital – a period often referred to as “colonial socialism” (cf.
Butlin et al., 1982).

29See Valenzuela and Valenzuela (1983); Scully (1995); López-Alves (2000).
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story of democracy in Argentina, after a promising start, would be rife with instability

from the 1930s onwards (McGuire, 1995).

Table 1.2: Democratic reforms, 1800s-1920s

Reform Year

Argentina Secret ballot, adult men 1912
Chile Secret ballot, adult men 1874/97
Uruguay Secret ballot, adult men 1915/18
Australia Universal suffrage (federal) 1901/02
New Zealand Universal suffrage 1893
Denmark Secret ballot, adult men 1901

Universal suffrage 1915
Norway Secret ballot, adult men 1898

Separation from Sweden 1905
Universal suffrage 1913

Sweden Secret ballot, adult men 1907/08
Universal suffrage 1918/20

Note: see text for sources and information.

The history of democracy in the Southern Cone poses another challenge to the con-

nection of democracy and social reform, because contrary to what happened in Scan-

dinavia and Australasia, democracy itself was subject to the uncertainties of mounting

distributional conflict and economic changes. The logical conclusion would be that in-

terruptions to democracy, through military coups, would have deterred redistribution.

In Argentina, for instance, conservatives ruled between 1930 and 1946 backed by the

army and reinforced by rigged elections. However, as chapter 4 shows, workers still

managed to win favourable terms after strikes. In Chile, democratic rule suffered in-

terruptions in 1924-1925 and 1932-1933, but in both instances a stronger presidency

emerged charged with new powers to extend social insurance and overcome elite re-

sistance (cf. Faundez, 2007). In 1933, Uruguay also experienced a self-coup that gave

more powers to the presidency and abolished a former collegiate executive system, in

the hope that a stronger president could make faster decisions to alleviate conflict. The

aftermath of these struggles was a more redistributive-oriented executive in the three

countries.
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Engerman et al. (2009) and Sokoloff and Zolt (2006, 2007) use the percentage of vot-

ers to total population to illustrate the slow progress of democracy in Latin America.

Electoral participation is presented in table 1.3, where it is shown that it grows faster in

Australasia and Scandinavia than in the Southern Cone. The case of Chile looks par-

ticularly divergent with a low proportion of registered voters to total adult population.

The lists of registered voters were slowly updated over time and might have contributed

to lower estimates: the de facto figures should be higher even if literacy requirements,

not actively enforced, were in place up to the 1970s (Valenzuela and Valenzuela, 1983;

Valenzuela, 2001). For instance, the electoral population for 1912 is almost 18% of

total population (Díaz et al., 2010). In addition, the populations of the Southern Cone,

particularly Chile, were younger than those of Australasia and Scandinavia. Hence par-

ticipation to total population is bound to be lower.30 The table does show that votes cast

to total population were almost as twice as large in Scandinavia and Australasia than

in Argentina and Uruguay in the 1940s, the “older” countries in the Southern Cone,

a fact that also reflects women voting in Scandinavia (i.e. roughly doubling the elec-

torate). But taken together with democratic reform, electoral conditions around 1910

question that democracy alone would explain the divergent patterns of income distribu-

tion as the three regions did in fact commit to progressive reforms. We need to focus

on the intermediate factors that connected social reform, arguably through democracy,

to inequality.

In that sense, contemporary levels of inequality are also explained by political parti-

sanship and electoral rules. Left-wing political parties, unions, increased social expen-

ditures and taxation, are usually correlated with less inequality.31 The likelihood that

30By the early 1950s, about 53% of Chileans were above 20 years of age compared to 70% in Norway
and Sweden. The figure for Argentina is around 59% and for Uruguay in the 1960s around 64%, which
is closer but still lower than Australia (65%), New Zealand (64%) and Denmark (67%) in the early 1950s
(Palgrave Macmillan Ltd, 2013).

31For different takes on these associations see Gustafsson and Johansson (1999); Wallerstein (1999);
Alderson and Nielsen (2002); Pontusson et al. (2002); Western and Rosenfeld (2011) Research often
assumes causality from left-wing coalitions to progressive reform and less income inequality. It could also
be argued that more egalitarian countries are more likely to vote for the left and have larger unions. For
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Table 1.3: Democratic participation, 1800s-1920s

Votes cast c.1910 Votes cast c.1940
% of Reg. Voters % of Pop. % of Reg. Voters % of Pop.

Argentina 63 9 83 18
Chile 81 4 80 9
Uruguay 66 12 67 29
Australia 63 31 96 54
New Zealand 82 46 96 59
Denmark 75 13 79 45
Norway 66 22 84 50
Sweden 57 11 70 45

Sources and notes:
• Argentinian elections are for President and Congress in 1916 and 1946. Chilean elections are

for Congress in 1915 and President in 1942, see text for an explanation of its low ratio of voters
to total population. Uruguayan elections are for Constitutional Assembly in 1916 and President
and Congress in 1942 (Nohlen, 2005).

• Australian elections for House of Representatives in 1910 and 1937; and for New Zealand in
1911 and 1938 (Nohlen et al., 2001).

• Danish elections for House of Representatives in 1910 and 1930. Norwegian elections for
National Assembly in 1912 and 1936. Swedish elections for House of Representatives in 1911
and 1940 (Nohlen and Stöver, 2010).

a left-wing party or coalition would hold office increases with proportional electoral

systems, fiscal centralisation, and the lack of external check and balances, rendering

partisanship a plausible explanation of inequality (cf. Alesina and Glaeser, 2004). But

like the explanations above, these correlations leave important questions at the margins.

They generally explain progressive policies, not how they worked and interacted with

distributional outcomes.

The Southern Cone cases question as well the clear-cut connection between the left and

progressive policies. Of the three countries, only Chile developed competitive class-

based parties. The absence of a class divide did not consign Argentinian and Uruguayan

politics to regressive policies. On the contrary, they pursued redistribution through

national-popular presidencies and political movements. Like Chile and the other two

regions, they kept on expanding redistributive schemes and settling wages. Even in

instance, Social Democratic parties consolidated power in Scandinavia after inequality had been trending
downwards for almost two decades (Baldwin, 1999; Roine and Waldenström, 2010; Atkinson and Søgaard,
2013; Aaberge and Atkinson, 2010).
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Chile, strong presidencies that sought to govern as national movements (e.g. Ibañez

or the later Christian Democrats) are difficult to classify as either right or left. The

association also does not fit with class-based politics in Scandinavia and Australasia as

welfare reform involved compromising with farmers’ and conservative parties, which

can take credit for ensuing redistribution.

For context, tables 1.4, 1.5, and 1.6 illustrate the popular backing of the main political

parties in the three regions between 1910 and 1950 (percentages do not sum 100). This

time period covers the time when the main redistributive schemes originated. Class-

based parties operated in the Antipodes and, more importantly, had the collective ca-

pacity to win elections and form majorities. By the 1910s Australia had a Labor Party

with strong connections to the trade union movement at both the state and federal level,

and a Liberal party with support from a broad range of business interests. Rural inter-

ests represented in the Country party formed a Coalition with the liberals after the First

World War (Nohlen et al., 2001, 574-6). Both Labor and Coalition alternated in office;

the Liberals being dominant in the 1910s and 1920s; and Labor in the 1930s and 1940s.

New Zealand politics ran a parallel course but the class cleavage became clear with

the emergence of the Labor Party in 1916. Between the 1890s and 1930s the Liberal

Party had dominated with a mix agenda of land reform and labour regulation that won

the support of small rural farmers and urban workers. Conservatives coalesced around

the Reform Party which started to win over the rural vote that resented further liberal

reforms. The split in the liberal vote coincided with the progress of Labor and the cre-

ation of a National Party out of the remnants of the Liberal and Reform parties. The

new National party committed to restrain unionism and represented the middle-class

(Nohlen et al., 2001, 706-8).

The capacity to translate economic interest in political representation can also be dis-

cerned in Scandinavian politics as parliaments curtailed the influence of monarchies

during the 19th century (Collier, 2006, 28-35). Parties started to form in the late 19th
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Table 1.4: Characteristics of political competition in Australasia, 1910-1950

Lower House share of votes
Party c.1910 c.1930 c.1950

Australia Labor (1901) 57 24 43
Liberal
(1909)/Coali-
tion (1922)

41 75 57

New Zealand Liberal (1891)/Na-
tional (1936)

41 24 63

Reform (1909) 46 35
Labor (1916) 30 38

Sources and notes:
• Elections in Australia: 1910, 1931, 1951. Elections in New Zealand: 1911, 1931, 1951, in

Nohlen et al. (2001).

century and courted popular vote for the lower chambers of the parliament. Although

monarchies retained several prerogatives, including the dismissal of cabinet ministers

up to the 1920s in Denmark and Sweden, class politics was a working reality from the

1910s. The political landscape of the three countries was similar (table 1.5): Social

Democrats or Labourites catered for a growing urban proletariat in close association

with the trade union movement; Liberals represented middle-class and professionals

but were at the left of traditional aristocratic parties; Conservatives stood for urban and

rural aristocracies; and Ruralists advanced small-farmers and labourers interests. These

rural parties worked as swing parties and allowed Social Democrats to form majorities

from the 1930s. As we will see in subsequent chapters, timing poses interesting chal-

lenges to the association of working-class parties and redistribution, even if the left had

a clear advantage in Norway and Sweden, as wages began to be settled by negotiation

before the extension of the vote to urban working-classes, and welfare reform required

the inclusion of rural concerns.

The political landscape of Southern Cone democracies could not have been more differ-

ent and shows that partisanship and democracy are not sufficient causes to explain long-

term commitment to redistribution. Of the three countries, only Chile and Uruguay de-

veloped competitive party systems. And of these two, only Chile had left-wing parties,
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Table 1.5: Characteristics of political competition in Scandinavia, 1910-1950

Lower House share of votes
Party c.1910 c.1930 c.1950

Denmark Liberal-left (Ven-
stre, 1870)

34 28 25

Social Democratic
(1871)

28 43 40

Social Liberal
(Radikale Venstre,
1905)

19 11 7

Right (Hojre,
1881)/People’s
Party (1915)

19 17 12

Norway Liberal-left (Ven-
stre, 1884)

40 20 12

Conservative
(Hoyre, 1884)

33 27 16

Labor (1887) 26 31 46
Farmers’ Party
(1920)

16 5

Sweden National Associ-
ation (1902)/Lib-
eral(1934)

40 10 23

Moderate Party
(1904)

31 24 12

Social Democratic
(1889)

29 42 46

Farmers’ League
(1913)

14 12

Sources and notes:
• Elections in Denmark: 1910, 1932, 1950. Elections in Norway: 1912, 1930, 1953. Elections in

Sweden: 1911, 1932, 1952, in Nohlen and Stöver (2010).

from the 1930s, capable of forming winning coalitions (most notably the Popular Front,

1937-1941). In contrast, Argentina lacked both democratic stability and a party system.

It was dominated by parties that resembled national mass movements (McGuire, 1995):

the National Autonomist Party, with landowners and conservative support, ruled from

the 1870s until democratic reforms in 1912 opened the way for the Civil Radical Union,

a more urban-oriented party, that governed up to 1930.32 Radicals found support in ur-

ban areas and forged selective alliances with trade unions. Civil unrest given Radical in-

ability to provide order and institutionalise a formal relationship with urban workers led

32The longest democratic run that Argentina had until the present run that began in 1983.
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to a military coup followed by conservative rule and rigged elections (Horowitz, 2008).

Two more coups destabilised civil rule and from the crisis emerged the Peronist move-

ment of army lieutenant Juan Perón. A broad base of labour and middle-class interest

provided support and has remained the backbone movement of Argentinean politics to

this day. Despite the lack of a party system and stable democratic governance, from the

National Party to the Radicals to the Peronists, the Argentinean state had intervened in

labour disputes, regulating wages and labour conditions. Clear-cut left-right interests

were difficult to discern. Opposition to Peronism ranged from the Communists to the

Conservatives; and inside the Peronist movement left and right orientations competed.

It consolidated as a national movement, in its origins close to popular Catholicism and

the poor, and, as we will see, continued the re-distributive logic of the Radicals well into

the second half of the century. In important aspects, military rule that alternated with

Peronism did not fundamentally change the logic behind social policy as they courted

support from middle classes and established unions.

Despite a very different institutional outlook, Chile followed (if not the absolute level) a

similar trend of inequality to Argentina. With a stable party system and a longer-run of

democratic governance, Chile has faced similar problems in redressing distributive con-

flicts. Party politics dated back to the 1840s when the elite split over Catholic influence

between a Conservative and Liberal party (Scully, 1995). Urban migration and fast eco-

nomic growth generated class cleavages and support for new parties that challenged the

economic consensus of the elite. To the left of Conservatives and Liberals, the Radical

and the Democratic parties were created in the late 1800s. From a Democrat split the

Communist party would emerge in 1922. The Socialist Party was created in 1933 and

divisions in the Conservative Party provided the material for the Christian Democrats

in the late 1930s (although the Party would acquire its name and current form in the

1950s). Radicals, Socialists, and Communists competed for working-class, mining and

urban vote. They succeeded briefly to join forces as a Popular Front and rule with
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trade union and urban support. Coordination among left-wing parties was fragile; and

faced urban competition from the Liberals, who had made considerable gains under the

charismatic Arturo Alessandri, and Conservatives, although the latter’s base remained

rural. All parties tried to forge alliances with the trade union movement which divided

itself along political lines (e.g. mining unions were usually more left-wing than unions

in urban centres).

Like Chile, Uruguay had both stable democratic rule and a party system. Parties formed

out of the conflict for national consolidation in the mid-1830s. Two parties, the Col-

orado and the Blanco, represented respectively the rural and the urban areas surround-

ing Montevideo, and were instrumental to bring stability. But they did not represent

class interests. Land-owners and trade-unionists were active in both. Accordingly, pol-

itics divided along geographical lines. Class interest overlapped both parties as they

actively recruited support in working and middle classes. It fell to the Colorados led

by José Batlle y Ordoñez, president in 1903-1907 and 1911-1915, to build a closer as-

sociation with trade unions and urban workers. Their urban support cut across class

divisions and allowed them to pass a series of measures intended to regulate wages and

work conditions.

The Southern Cone experienced another form of progressive policies, one which was

not supported by clear-cut political cleavages. In fact, it would be difficult to compute

how many years a left-leaning party held power. In Chile, if we consider the Radical

party as left-leaning, it held power for 15 years between the 1920s and 1970s. The

Uruguayan Colorado party, mostly liberal, held power for 43 years in that period. Nat-

urally, the left was in power for longer in the other two regions. But even in Australasia

and Scandinavia, where left-leaning parties held executive power, it is difficult to con-

ceptualize progressive policies as a struggle between capital and labour, as most of them

required wide backing to become law. It is precisely the type of association between
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Table 1.6: Characteristics of political competition in the Southern Cone, 1910-1950

Deputy chamber share of votes
Party c.1910 c.1930 c.1950

Argentina National Au-
tonomist (1880)

9

Civil Radical
Union (1891)

47 62 32

Socialist (1896) 7 5 1
Peronist/Justicialista
(1947)

64

Chile Conservative
(1836)

40 20 12

Liberal (1849) 33 18 18
Radical (1863) 21 18 22
Socialist (1933) 6 8
Communist (1922) 2

Uruguay Colorado (1836) 76 48 52
Blanco/Nacional
(1836)

23 49 31

Sources and notes:
• Elections in Argentina: 1916, 1928, 1951. Elections in Chile: 1915, 1932, 1949. Elections in

Uruguay: 1919, 1931, 1950, in Nohlen (2005).

politics and society that needs to be unpacked. The Social Democrats held power in

Sweden for more than 40 years in that period, but only in 8 where they a majority gov-

ernment. In Australia and New Zealand, the fate of labour was less promising: holding

power for 7 years (13 if we include the 1910s) in the former, and 14 in the latter.

Electoral rules and partisanship are surely important to understand the growth of redis-

tribution and public goods, but contemporary associations are also puzzling in another

respect. When looking at industrial nations in Europe, the Antipodes, and North Amer-

ica, proportional electoral systems are correlated with increased social expenditures.

Under those regimes, left-wing and pro-labour coalitions are more likely to govern and

the right less likely to cut on welfare. The association runs in the opposite direction in

Latin America: strong presidential regimes in non-proportional electoral systems spend

more on the poor (cf. Alesina and Glaeser, 2004, 87-88). While in Europe, proportional

systems are thought to provide a platform for left-wing coalitions to increase redistri-

bution, in Latin America, particularly in the Southern Cone past, proportional systems
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often lead to deadlocks on taxation and redistributive issues.

It follows that this dissertation needs an account of the logic behind policy reform and

inclusion. Two complementary streams of research illuminate the rationality of policy

adoption: (1) power resources and (2) variety of capitalism. Power resources is associ-

ated with research by Korpi (1983) and Esping-Andersen (1988). These works offered

an account of the singularity of Scandinavian welfare states from the organisation of

the working class through unions and their support for Social Democratic parties that

led to a “democratic class struggle”. Unlike other perspectives that base their historical

analysis on power alone, power resource theories propose a criteria for inclusion into

social policy in relation with other providers of welfare and income protection (e.g.

churches, firms, families) and the conditions for political stability through cross-class

alliances. The study by Esping-Andersen (1991) became paradigmatic of this tradition

as he argued that the political organisation of workers and their support for socialist

parties converged towards universal policies. Autonomous unions and parliamentary

politics led Social Democratic parties to seek, first, class unity and, later, cross-class

alliances.33 Alternatively, countries with a less clear cross-class compromise would

often increase social expenditures but grant access through employment status, occu-

pation, or proven economic need. The Welfare States in France or Germany restricted

access through occupation; the US targeted redistribution to the poor as workers were

expected to access welfare through the market.34 Universal inclusion on an individual

basis and not through status and market power would lead steadily to less inequality

while targeting benefits to the poor would paradoxically increase inequality as workers

depend on market mechanisms (cf. Korpi and Palme, 1998).

33“Since the strategy of social democracy is majoritarian, its definition of the solidaristic universe must
address the people, not the class” (Esping-Andersen, 1991, 32). Not surprisingly, Schall (2012) finds a
strong use of racial and nationalistic language in the electoral strategy of Swedish Social Democrats.

34Esping-Andersen (1991) argues that universal welfare states “decommodify” labour relations and
produce solidarity as, instead of depending on market mechanisms, welfare results from legislation and
state provision.
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I will show in the next chapter that Australasian and Scandinavian levels of income in-

equality converged for most of the 20th century despite the universalism of social policy

in the latter and the targeting of the former. Further, the political motives of urban work-

ing classes and their parties do not always tend towards universalism. Baldwin (1999)

showed that rural interests and farmers’ parties were the key actors in the emergence

of the Scandinavian welfare states by diverting redistribution to their own constituen-

cies. Social Democratic parties favoured instead urban over rural sectors and would

have probably produced a less universal welfare state if given unrestrained power.35

Swenson (2002, 1991) has shown as well that the power of business and employer or-

ganisations configured the Scandinavian welfare states as they shaped policy in such

a way as to reduce labour costs through uniform wages in return for state-provided

welfare for workers. Both accounts challenge the class-struggle thesis. There are at

least two problems with extending the power resource literature into other settings. The

first is to assume that urban unions and left-wing parties would mobilize for universal

interests.36 To be truly inclusive, policies needed to guarantee access to the poor, itin-

erant, and non-organised workers – and not just the organised urban working classes.

The second is that redistribution through policies is complementary to other areas that

can redress inequality such as education opportunity and regulation of labour markets.

Exclusion in one area can be offset by inclusion in another.

Varieties of capitalism literature addresses this last issue (Hall and Soskice, 2001). The

departure point is not the class struggle, which was perhaps clearer in early industrial

phases, but economic uncertainty. It is the reaction to change by organised groups what

defines the criteria for inclusion into social policy, education, and labour markets.37

35Archer (2007) also finds that farmers and unions strategic alliances led to the emergence of the Labour
Party and geographical fairness in social policy in Australia.

36Haggard and Kaufman (2008) document that the interests of Latin American labour were not always
progressive. Alternatively, in Eastern Europe and South East Asia, the repression of the left and labour
“provided conditions for policies that encouraged a more egalitarian distribution of social insurance and
services” (Haggard and Kaufman, 2008, 23).

37A similar point is made by Ansell and Samuels (2010) to explain democratisation: for them, democ-
racy is a more likely outcome when groups organise against the risks of economic change to demand
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This literature overcomes the assumption of a universal motive behind the left and

unions’ actions and takes into account current developments where service and white-

collar employment has increased thus undermining working class solidarity (Iversen,

2006). Thinking on a variety of capitalist compromises between labour and capital

allows to read a wider web of interests shaping social policy. Firms do not oppose pro-

gressive reform, rather they seek insurance from economic uncertainty and tailor social

policy so as to share risks with the state and society. Labour markets and the accumu-

lation of human capital through education become complements to welfare legislation

(Thelen, 2001; Hall and Soskice, 2001; Iversen and Stephens, 2008). For instance,

Scandinavian social policy is complementary to firms’ interests on labour markets and

human capital formation. As firms seek to keep wages low and uniform, but require

specialised workers, they consent on increased state welfare to provide income secu-

rity, gain workers’ support for lower labour costs, and retrain them when technology

changes (Swenson, 2004; Iversen and Stephens, 2008).

But both accounts share a common assumption: that economic interests can be pursued

coherently by self-conscious, organised groups. Power resource literature stresses the

power of the left and unions to oppose market mechanisms (leaving at the margins the

collective capacities of elites); varieties of capitalism literature focuses on the organisa-

tion of business elites and firms in shaping policy to restrict uncertainty. What needs ex-

plaining is precisely that capacity to organise. For this dissertation’s puzzles, the stress

on uncertainty, employers’ and economic elites’ interests, and the complementary char-

acter of social policy are crucial. Countries across the three regions faced increasing

economic uncertainty at the beginning of the last century and tied social policy together

in response to these changes: these were periods of increasing contingency and political

opportunities that could be pursued by erstwhile marginal groups. The class-struggle

can be seen as a component of economic uncertainty as it increased operational costs

insurance from the state.
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and created a risky environment for firms. In labour markets, the three regions faced the

problem of securing collective agreements over wages and the self-discipline of social

actors to sustain them in the long-term. In education, the three regions faced collec-

tive problems to promote school attendance and human capital accumulation among

the poor. In taxation and spending, the three regions faced the collective problem of

expanding the tax base in order to provide stable funding for redistribution. In the three

areas there was considerable risk of free-riding, and the interaction with the state could

help or hinder virtuous behaviour. What explains the success of universal and targeted

policies in Scandinavia and Australasia, respectively, is that they helped to reduce the

collective action problems: they provided clear criteria for inclusion and achieved co-

operation.38 In the Southern Cone, policies sometimes had the unintended consequence

of fragmenting collective capacities and failed to achieve cooperation in the long-term.

1.3.4 The argument: patterns and sustainability of inclusion

The preceding discussion shows the limits of thinking about progressive policies as

the mere outcome of global processes (e.g. capitalism, democratisation) or the insti-

tutional tools available to achieve redistribution from one social group to another (e.g.

from economic elites to the working class). If these processes are correlated with the

emergence of progressive policies, we still need to understand how they worked and

became sustainable in the long-term. Unlike the above explanations, this dissertation

focuses on the social relations underpinning policy reform. For the cases we have, con-

text is of key importance. To work in the long-term, policies needed flexibility as they

dealt with global uncertainty. In addition to geographical constraints, policies tell us

how state makers sought to incorporate different social actors, and how they institu-

tionalised compromise to sustain policies in the long-term. For inequality, a key aspect

of policy reform was the inclusion of precisely the sort of people with little capacity to

38They were accompanied by a “moral ecology” that stressed shared sacrifices, unlike the Southern
Cone that stressed group competition for social benefits.
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organise and lobby for redistribution. At the same time, once individuals were incorpo-

rated into diverse schemes to redistribute risk and income, policies required people to

share the burden and keep investing in their own human capital.

If during the 19th century, states faced the challenge of nation building (Centeno, 2002),

in the 20th century they faced distributional conflict. Economic shocks were game

changers. Wars, crises, and trade cycles had a profound impact on resource-rich export-

oriented economies. These were two sources of uncertainty, one internal and the other

external. The internal referred to an escalation of distributional conflict through strikes

and lockouts as we will see in chapter 4. The external referred to changes in global

markets and technology (much of the industrial capacity at the start of the century

was imported through foreign investment and capital).39 These countries were small

economies that thrived by feeding world markets with agricultural, pastoral or mineral

products. Global demand triggered fast growth between the 1870s and 1930s.40 Depen-

dence on few products and markets characterised foreign trade making them vulnerable

to changes in the global economy.41 Despite economic progress, trade unsettled the

stability of growth.42 To build stable economic expectations, countries would seek to

39These combined sources of uncertainty could be defined as risks in three senses: (1) they affected
people’s economic expectations, (2) they defined the (uncertain) probability of mischance in the labour
market, and (3) they could be attributed to an agent’s decision even if the outcomes were unintended (cf.
Japp and Kusche, 2008, 84-88). Workers affected by global cycles and technological change could always
blame and react against foreign investors and economic policies. Negative attitudes towards foreign capital
in the Southern Cone and Asian migration in Australasia formed around this time.

40See for instance Bulmer-Thomas (2003); Díaz et al. (2010); Finch (1981); Maddison (2003); Persson
(1993); Véganzonès and Winograd (1997).

41In 1905, timber, fish, and merchant navy services accounted for 75% of Norwegian exports (Persson,
1993, xi-xii). Around 1913, maize and wheat accounted for 43%, nitrates and copper 78%, and wool and
meat for 66% of Argentinian, Chilean, and Uruguayan exports respectively (Bulmer-Thomas, 2003, 58);
and between 1920 and 1925, wool and agriculture accounted for 65% of Australian exports (Bhattacharyya
and Williamson, 2009, 10). Before the 1929 crisis, Germany and the UK, two predominant players in
global markets, bought 75% of Danish exports (Persson, 1993, xi-xii); and around 1913 they bought 37%
of Argentinean, 61% of Chilean, and 31% of Uruguayan exports (Bulmer-Thomas, 2003, 78).

42The First World War disturbed sea routes and the crash of 1929 affected the demand for raw and
primary produce.The GDP of Chile fell by 44% between 1929 and 1933 (Maddison, 2003); unemployment
in New Zealand, according to one source, grew from 6 to 44% (Statistics New Zealand, 2012, table B2.3).
On average, moreover, the yearly standard deviation for trade openness was above 10% for New Zealand
and around 15% for Chile and Sweden between 1900 and 1940 (Statistics New Zealand, 2012; Edvinsson,
2004; Díaz et al., 2010). According to Thorp (1998) Latin American growth at this time was both unstable
and of bad quality as it triggered conflict and externalities such as environmental degradation. It is unclear

45



protect themselves from the consequences of international markets.43

The responses to these challenges can be deceiving. Table 1.7 recaps this dissertation’s

puzzle (cf. Diamond and Robinson, 2010, 258-9). Aggregate numbers in enrollments,

social spending and taxation, which I discuss in chapters 4 to 5, would suggest the

possibility that social processes were going in the same direction. The three regions

enacted welfare legislation, increased budgets, set wages by negotiation rather than

contract, and kept widening educational opportunities. For the next 30 to 40 years the

strategies to fight distributional conflict and protect from risks were deepened. But be-

hind comparable aggregate numbers lied different processes that originated three paths

to inequality reduction.

Table 1.7: The comparative puzzle

Cases Initial conditions Perturbations Policy reactions Outcomes

3 re-
gions
(8
coun-
tries)

High inequality
amid common
challenges c.1900

Endogenous:
trade disruption,
social conflict.
Exogenous: eco-
nomic crises and
two world wars

Welfare legisla-
tion and social
spending that
affected wages,
human capital
accumulation,
and redistribution

Different trends
of inequality up to
the 1980s. Vari-
ance in present
outcomes

The fact that progressive policies could be enacted without a strong presence or dom-

inance of left-leaning parties and working class groups, poses further questions on the

aims that policy makers pursued and the functioning of these institutions in the long-

term. Historical analyses predict greater equality in the distribution of wages, edu-

cational opportunity and human capital, and social benefits as political participation

widens (cf. Lindert, 2007). Lacking a more balanced distribution of power, labour

that growth was more stable or had a less intense impact on society and environment in the other two
regions. Consider hydro-electrical power and its effects on environment and the Sami people in Sweden
(Össbo and Lantto, 2011).

43This would follow the argument that risk breeds more insurance (cf. Rodrik, 1998). But insurance
kept growing after this period of volatility into the second half of the century. In chapter 3 I argue that
policy makers in the Antipodes and the Southern Cone expected to gain economic autonomy so they
limited foreign competition to improve domestic wages and protect their industries. Alternatively, Scan-
dinavians protected their industries by making them more competitive in global markets (Swenson, 2002;
Hjalmarsson, 1991).
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markets, education, and taxation would remain sites for exploitation and reduced op-

portunity hence transmitting poverty from one generation to the next.

The emphasis on power would require organisation of collective capacities for policies

to have effects. A critical assumption of both power resource and varieties of capitalism

perspectives is the existence of organised interests. In the former case, class solidarity

allows strong unions, parties, and employers’ organisations to negotiate a framework

to contain distributional conflicts. In the latter, firms negotiate and shape social policy

in relation to parties and unions, but following their assessment of risk. For the former,

shared experiences of exploitation would give rise to a cohesive working class with

enough leverage to achieve redistribution. For the latter, shared life chances in relation

to economic risk would lead to political organisation and cross-class bargains. Organi-

sation of autonomous collective capacities allows groups to comply with social policy

as it is negotiated to their common advantage.

In the absence of clear cleavages between left and right, the assumption of organised

economic interests requires further clarification for the Southern Cone cases. Focusing

on state-formation, Centeno (2002, 277) noted that “what is missing in the Latin Amer-

ican experience is organization”. What he saw for the development of bureaucracies

could easily apply to the collective capacities of workers, employers, elites, and the

poor.44 Although varieties of capitalism and power resource literatures acknowledge

this problem,45 inequality only goes down in the long-run if those who have no capac-

ity to mobilize are also included in formal channels of redistribution. Otherwise poverty

will have a greater chance of being transmitted from one generation to the next. This

is essential for the functioning of collective agreements and compliance with labour

44This is not a novel problem: for Olson (1965), shared interests can create cooperation and lead to
collective action in relatively small groups but not necessarily in larger ones. As groups increase in size
the individual benefit of free-riding can undermine collective action.

45Without internal group discipline, i.e. workers’ self-constrain to enforce cooperation among their
members, it is increasingly difficult to get agreements to work (Iversen, 2006; Swenson, 2004).
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legislation; for education as families need to be convinced that sending their children

to school is advantageous; and for taxes as cooperation ensues stable funding for social

policy.

I argue that policies in these key economic areas not only reflect the distribution of

power, but express how policy makers saw and interacted with social actors and society

in general. Achieving wide inclusion was not the only challenge to sustain redistribu-

tion. This is where culture and norms play a role: they show the extent to which policy

makers were willing to trust citizens’ behaviour and their collective capacities with

regards to welfare, taxes, wage agreements, and education decisions. They also show

how social actors reacted to these policies, changing their behaviour, promoting solidar-

ity, or exploiting loopholes for short-term gains. To impact inequality in the long-run,

policies needed to promote a virtuous circle or reinforce each other over time. So nat-

urally, policies from the top-down required to (1) include relevant groups into social

protection, but also (2) create discipline and cooperation among the included, and (3)

achieve compliance in the long-term. Governments could create cooperation and aid

the organisation of groups through inclusion to public goods and redistribution. The as-

sociation of state-makers and working class groups was essential: policies not always

aimed to attain growth through more competitive firms as varieties of capitalism would

contend (Hall and Soskice, 2001). Co-optation of groups capacities, through patronage

(Tilly, 2005), could be an equivalent and perhaps cheaper alternative to create cooper-

ation among a few but relevant small groups (limiting the opportunities of less relevant

groups).

In stating this argument, I should also say something about populist explanations of

Latin American development. In fact, they allow me to clarify the logic of inclusion in

labour markets, education, and redistribution. Definitions of populism range from eco-

nomic policies that seek to solve micro-economic problems through macro-economic

tools (Dornbusch and Edwards, 1991) to forms of political mobilization through which
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policy-makers boost their support (Jansen, 2011). Economic definitions are usually em-

ployed to explain economic development; political explanations attempt to explain the

economic consequences of populism as the result of short-term support. Most accounts

of populism in Latin America see it as emerging after the 1940s at a time when charis-

matic leaders broke oligarchic republics and began to include the masses through public

works, social expenditures, and import-substitution economic strategies amid strong na-

tional narratives of “the people”. What is challenging about the Southern Cone cases, is

that (1) Uruguay is usually considered a non-populist experience (sometimes along with

Chile), and (2) that the main period of policy experimentation that I analyse takes place

before the 1940s. What I find is that the logic of inclusion into social policy whereby

state-makers sought to strengthen their support, preceded the populist experiences that

began in the 1940s (see for Argentina Horowitz (2008)) and can be found, to a certain

degree, in the three countries. This logic became an inefficient long-term solution in a

context where distributive conflict escalated or where policy makers proved unwilling

to ask their populations to sacrifice for a common good.

In addition, while studies on populism often concentrate on economic development,

arguing that short-term redistribution compromised long-term growth, my comparative

cases show how reducing inequality could have a positive impact on long-term growth.

Redistribution in Scandinavia and Australasia, improved human capital and individual

productivity. It became an investment rather than mere redistribution of resources. Why

would redistribution in the Southern Cone have more difficulties in raising productivity

and human capital formation?

A recent book by Fukuyama (2012) captures the logic of association between policy-

makers and citizens by reintroducing the Weberian concept of “patrimonialism”. Ac-

cording to Fukuyama, the Latin American cases used policies and public office to ben-

efit “kin and friends”. But again our problem in the context of fast economic growth

and uncertainty, is that this logic is being applied to a social reality that is increasing in
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complexity and magnitude. In other words, what policy-makers attempted to do with

policy reform was to make “kin and friends” of groups and individuals that had no po-

litical identity or clear social allegiances (cf. Torche and Valenzuela, 2011); to make

them loyal and worthy of redistribution. It is true, policies became a tool to buy sup-

port but from a wider audience often compromising their capacities to self-regulate (cf.

Oxhorn, 1998). The question remains on why the social relations underpinning welfare

reform failed to cement cooperation, a national compromise, in the long-run. In other

words, why greater expenditures and inclusion could not foster permanent solidarity.

To name but one example, in chapter 4 we will see the limits of institutions and self-

interest in explaining union growth. In the three settings, it was expected that by en-

hancing collective capacities for action and discipline, distribution and the economy

would become more efficient. In Australasia and Scandinavia, policies engaged with

unions, perhaps recognising the reality of their growing strength, to make them respon-

sible partners in economic development. In the Southern Cone, policy makers thought

that by limiting their reach and avoiding their representation at a national level they

would become more disciplined and easier to deal with. The cultural setting in each

region was progressive. Besides, unions too had divisions by industrial branch and

ideology that posed problems when trying to breed solidarity and become the voice

of a united working class. In the Nordic and Antipodean cases, unions grew and pro-

moted solidarity, often in conjunction with organised parties, while in the Southern

Cone cases, unions, though they grew at a slower pace, usually competed with each

other. Where these attitudes to unions just the outcome of self-interest and chosen for

distributive consequences? Certainly, self-interest played a crucial role: but not only

the self-interest of elites or policy makers. If only self-interest determined policies,

then we would see one self-interest (e.g. unions) substituting for another (e.g. elites)

without, necessarily, making the economy or distribution more efficient.

In sum, it is no use seeing the evolution of inequality as the mere outcome of the inter-
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actions of clear-cut social classes and the state. This way of thinking hides too many

assumptions: it assumes the same type of state, similar collective capacities, one defi-

nition of economic self-interest. In this regard, self-interest also evolved as information

and the complexity of social relations increased. I cannot see self-interest in the teleo-

logical terms that some analysts use: as if action had one, inflexible, direction. That is

why the scope of inclusion was not the only problem that redistribution faced. The pat-

tern of interaction preceding the enactment of rules of inclusion was the key aspect that

had to be addressed. In taxation and labour markets, the pattern of inclusion was less

demanding in the Southern Cone. The state had no capacity to impose discipline from

the top-down, and workers were not expected to pay taxes or sustain self-discipline in

their own organisations. Out of generosity, some sense of redressing previous injus-

tices, or just out of bad planning, policy makers expected loyalty from beneficiaries:

not a transformation of individual capacities or behaviour. This lack of shared sacrifice

constrained the stability of redistribution (e.g. a chronic lack of long-term funding, the

incentive to increase conflict to achieve more redistribution to one particular group). In

other respects, social reform in the Southern Cone was too demanding: in education for

instance. It expected too much from its schools and lacked the tools to motivate people

to stay in education or take something out of it. While the state expected too much

from education, making the system demanding, it demanded little from parents. It had

no capacity to transform its social demands into a reality: it did not fine parents who

refused to send children to school nor did it set up a bureaucracy visiting poor families

to aide them in this task like Scandinavia or Australasia. Policies based on individual

loyalty have different effects to those based on individual responsibility. If the scope of

inclusion was the only problem, then there is nothing to prevent the systems of social

insurance copied from France and Germany to have had a more permanent effect in

the Southern Cone (e.g. including more groups over time). It is because social policy

demanded little organisation and sacrifice, that it could not go on in the long-term.
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From this discussion, three challenges become evident for policy reform to affect in-

equality and I will analyse them in each empirical chapter to shed light on our compar-

ative puzzles.

1. Inclusion refers to the criteria of access to social policy or public goods such

as education, labour regulation, and taxation and social spending. Inclusion ad-

dresses the arithmetic problem of distributing insurance or opportunity. Welfare

state variation is often predicated on its degree of inclusion. However, human

capital and labour markets can also operate as equalisers. The relevant issue is

to attain the inclusion of the poor and the non-organised so as to improve their

productivity and break the channels of inequality transmission.

2. Top-down, bottom-up are strategies to implement policy which aim to create con-

sent for their continuation over time (cf. Tilly, 1999). Regulation from the top-

down requires consideration of local conditions to be viable over time. Cooper-

ation can already exist within and between groups, and the state can use policy

to accept these collective solutions or hinder them by dividing groups. Predatory

states can for instance, try to appropriate the cooperation that exists in groups

(Tilly, 2005; Levi, 1988). But unlike more traditional forms of coercion through

negative punishments (e.g. deterrence through the penal system), states can offer

positive rewards and gain the upper hand over groups (and undermine or pro-

mote their collective capacities) by threatening to remove access to insurance

(Luhmann, 1990; Rosanvallon, 2000).

3. Short and long-term refer to the temporal consequences of social policy. Unlike

collective action problems, the short and long-term effects of top-down reform

can be thought of as a time consistency problem as policy makers can discount

the future in order to get political support. This can lead to brief and an unstable

decline of inequality as policy makers boost short-term consumption but neglect

long-term investment (Iversen, 2006).
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The above considerations for sustained collective action, inclusion and changes in indi-

vidual behaviour, are however incomplete. Research on Latin America often assumes

that inequality has remained a constant feature due to extraction and exploitation, which

have demanded too much from workers and their families. Naturally, exploitation and

extraction have been prevalent in Latin American labour markets; so have they been in

other regions. The Southern Cone cases allow us to explore this issue further as they

did enact progressive policies, which did not fail only because of limited inclusion. In

setting wages and taxes, these rules were not demanding enough: they did not force dis-

cipline among workers, thus allowing them to extend solidarity to excluded groups, nor

did they extract taxes from society at large, thus allowing to extend solidarity among

political groups. In education, rules for inclusion were perhaps too demanding, but the

state did not enforce compulsory education nor did it aid inclusion through material

support to families. What progressive policies failed to do in the Southern Cone was

to force sharing sacrifices, particularly the ones that would have allowed these cases to

create and sustain solidarity in the long-term.

In unpacking the argument, I do not aim to praise Australasian and Scandinavian so-

lutions and contrast them with the less effective Southern Cone reforms. Each reform

obeyed a particular logic to achieve cooperation between social groups and states. The

value of the comparison lies in the fact that different routes could achieve similar out-

comes given particular contexts. There are dark sides to Scandinavian and Australasian

solutions which nevertheless fostered discipline and cooperation. The welfare state in

Scandinavia grew in parallel with eugenics, particularly in Norway and Sweden, which

led to sterilisation laws in the 1930s (Broberg and Roll-Hansen, 2005). The renowned

systems of arbitration and conciliation of Australia discriminated against women and

natives. Natives in Australia would have to wait until 1966 for the first ruling that

acknowledged equal pay with whites; although women entered the labour markets in

earnest during and especially after the Second World War, the system of arbitration
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discriminated against them until 1954 (Whitehouse, 2004, 211-220). But the logic of

conciliation and arbitration could easily be expanded to cover women and natives after

the 1950s. Southern Cone policies reproduced some of these inequities (e.g. favour-

ing men over women) but were ultimately less successful as they could not promote

wider cooperation. In other words, exclusionary institutions could become inclusive.

The logic of inclusion became relevant: the fact that top-down progressive policies

favoured urban male workers also meant that in the long-run, rural, native and women

workers would be in a disadvantage.

This thesis contributes to understanding the persistence of inequality in one of the most

unequal regions of the world by looking at three cases which consciously tried to be-

come more equal. I challenge existing explanations that reduce inequality to zero-sum

games between clear-cut social actors without paying attention to the patterns of inter-

action that social policy created. In the Southern Cone, the interaction between state,

and social and economic actors failed to create a wider sense of collective responsibil-

ity and solidarity which would have made redistribution more stable over time. Depen-

dence to short-term favours (some would prefer to talk about patrimonialism or reci-

procity), not autonomy, underpinned the interaction between emerging social actors.

These are the processes that explain why the usual predictors of inequality (taxation,

labour market regulation, education) behave so differently across the three regions.

1.4 Organisation of chapters

This dissertation studies the conditions under which reform in labour markets, human

capital formation, and taxation affect the evolution of income inequality by comparing

three geographical regions. The historical riddles this dissertation seeks to illuminate

can be stated as general research questions:

• Why does income inequality persist in the Southern Cone despite considerable
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experimentation with progressive reforms in the early 20th century?

• Why did Australasian and Scandinavian patterns of decreasing inequality con-

verge over the 20th century?

• Why did the pattern of the Southern Cone diverge from Australasia and Scandi-

navia?

• Why did the pattern converge within Southern Cone countries?

From these general questions, more specific questions emerge. Chapter 2 presents com-

parative data on income inequality and asks:

• How unequal were these countries at the beginning of the century?

• What were the patterns of income concentration among elites, workers and mid-

dle classes?

• How much income inequality did labour markets produce?

• Do differences in demographic structure affect the evolution of inequality after

the 1940s?

Chapter 2 confirms that the Southern Cone remained more unequal than the other two

regions and that differences in demographics explain some of the persistence of in-

equality in Chile, but not necessarily in Argentina and Uruguay. Income distributions

were more comparable in the past.

Chapters 3 to 5 offer the bulk of the empirical analysis broken by explanations on labour

markets, education, and taxation. They all explore the conditions under which progres-

sive reforms worked to sustain long-term trends. Chapter 3 considers the regulation of

labour markets:

• How were wages set in the three regions?

55



• What effects did wage-setting mechanisms have on labour and capital capacities

to organise?

• What bargains were struck between governments, political parties, employers,

and workers to sustain cooperation with wage regulation in the long-term?

Given that the three regions regulated wages, questions remain as to whether skill dif-

ferentials affected the distribution of income. Chapter 4 studies the patterns of human

capital accumulation and their relation with inequality. It considers the historical lega-

cies of educational systems, top-down reform, and the disposition to attend school given

demographic and social constraints.

• Did education reform in the three regions translate into human capital?

• Did reform promote inclusion of the poor and mass compliance with free public

education?

• Did variation in demographic behaviour and health outcomes condition human

capital accumulation?

If labour markets are a source of income inequality, either through scant regulation

or through skill differentials, we would also expect that generous taxation and social

spending would redress market inequalities. Chapter 5 looks into taxation and welfare

policies to investigate how governments provided insurance and redistributed income.

It studies the patterns of inclusion and long-term cooperation with taxation and spend-

ing.

• How progressive or regressive were taxation policies in the three regions?

• Under what conditions compliance with greater taxes and spending became sus-

tainable?

• Did the patterns of inclusion into social policy vary between countries?

Chapter 6 concludes by placing these results in light of contemporary debates on in-
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equality. It looks at the evolution of inequality after these policies were implemented

and tracks the path dependency that they might have originated.

1.5 Limitations and future steps

As any dissertation, this one has several limitations in design and execution. The scope

of the comparison is wide enough to prevent a detailed case study but, at the same time,

the theoretical questions I track advise the inclusion of a greater number of countries at

a regional level. Perhaps the analysis of other small export countries could undermine

the findings of this dissertation. Costa Rica comes to mind as it began in a very different

set of circumstances but might have become more egalitarian. However, its levels of de-

velopment in the second half of the 20th century converged with the Southern Cone. In

the same vein, including what at the surface appear to be the more pro-labour regimes

in Cuba and Venezuela confirms the relevance of cooperation, autonomous group ca-

pacities, and long-term policy design.46 Finland could provide a more extreme case

to support this dissertation’s findings: it converges with the rest of Scandinavia after

experiencing traumatic events that made compliance and planning more imperative for

the country to survive.

In addition to coverage, the availability and comparability of data are crucial. Data are

not always comparable and are aggregated from very different sources. Future research

might add enough time-series to model comparable processes. But even if future work

produces more refined predictions we would still need to answer the riddles posed by

this dissertation. What mechanisms link significant correlations between social policy

and inequality? What do aggregate variables tell us about the individual and group-

level dynamics that occurred at the time? The dissertation is concerned with the inner

logic of these processes and the combination of historical narrative with the quantitative

46Their recorded Gini coefficients do not seem to be lower, at any point in time, to those of Argentina
and Uruguay (UNU-WIDER, 2011).
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information we have is a step up in that direction.

The time-frame can also be questioned. Findings for the early 20th century might not

affect later developments. Yet, this period makes the comparison puzzling. It coincides

with the beginning of industry, of distributional conflict, and of the welfare states. Later

events such as the growth of finance and neo-liberal policy, cannot be understood with-

out reference to the problems of collective action that previous reforms tried to solve.

Debates on income protection, wage solidarity, and human capital formation today look

remarkably similar to those in the early 20th century. Other patent forms of discrimi-

nation and inequality, e.g. between men and women, natives and non-natives, can as

well be deduced from policies in these three areas and offer good prospects for further

research. So while I expect significant contributions and the mining of new data in the

future, I believe that the findings and discussions surrounding this dissertation will hold

for the time to come.
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Chapter 2: Income Inequality

2.1 Introduction

How unequal have these countries been during the 20th century? Have the patterns of

income distribution varied over time? Do they follow a clear regional trajectory? These

questions are hard to tackle because the distribution of income is not easy to measure.

We will never be certain if the absolute levels of inequality are strictly comparable be-

tween countries; let alone if differences are statistically significant. Calculations might

follow the same methods, but sources vary. The problem is acute today despite the

best efforts to make figures comparable by international organisations like the World

Bank or the OECD, but it is even harder for historical inequality. Tax records, wages

in industry and agriculture, survey questions on household incomes provide each coun-

try with a unique set of sources to measure the distribution of income. But data are

not generated in the same way as population coverage and information varies across

countries. A critical problem is to get reliable information for both top and bottom in-

comes as individuals in these groups might be less likely to show up in surveys or tax

records. On the plus side, these different sources provide us with consistent trends for

each nation, so while between-country comparisons should be taken with extreme care,

within-country processes are more reliable.

Besides intrinsic problems of sources and population coverage, comparability is harmed

by structural factors that are not easily quantifiable nor factored into analyses of in-
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equality. The degree to which the economies were monetized at the beginning of

the 20th century affected the main sources of wealth and income. Were most work-

ers labouring under the “cash nexus” or were their wages complemented for instance,

by board and foodstuff? Are firm-related benefits and non-wage insurance a relevant

source for variation between countries? Demography too conditioned the number of

people in productive ages. As Esping-Andersen (2007) notes, higher inequality can be

a temporal outcome driven by a large number of dependants among the poor, and the

earning profile of different age groups is reflected in the demographic structure. Can

we compare inequality if demographic structures are not similar? It follows from these

considerations that measuring and ranking inequality across countries is not straight-

forward.

Despite these problems, data confirm the basic explananda of this dissertation. This

chapter shows that (1) Southern Cone societies are more unequal than Antipodean and

Nordic nations, and (2) that the divergent trends of income inequality began during the

first half of the 20th century at a time when progressive policies were introduced in the

three regions. While the chapter casts this dissertation’s puzzles into empirical light,

I go beyond testing these two assumptions to show how inequality affected different

segments of the population. I discuss the evidence from three angles. First, I review

literature on pre 20th century inequality to assess how comparable the starting position

of these countries was. Second, I examine data and literature based on tax records to

zoom into the income of the rich to look for patterns of elite concentration. Third,

I use information from industrial censuses to asses wage inequality among workers

and middle classes – the type of groups that benefited through progressive reform. By

looking at different aspects of inequality, the data give us a better picture of the trends

and levels in each region and help us identify the likely “losers” and “winners” of social

reform. After considering the data I elaborate on potential problems of comparability

given these countries’ demographic profiles. A final section summarises the chapter.
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2.2 Historical legacies

Interest in historical inequalities has soared, inspired by new data and concern that

inequality hampers economic development.1 Research has been able to quantify the

degree of inequality in the Latin American past and put numbers onto long held con-

victions of large and permanent social inequalities (cf. de Ferranti et al., 2004). The

study of historical inequality is a double-edged sword: on the one hand, information on

wages and prices allow us to quantify and track the evolution of inequality over time,

on the other, the calculation of income distributions is riddled with assumptions based

on incomplete sources and thus carries the peril of extrapolating and concluding too

much from scant information. Lack of reliable data could lend itself to myth making.

As mentioned in the introduction, some scholars conclude that inequality in Latin

America, the Southern Cone included, has been conditioned by past colonial experi-

ences which the advent of a global economy made even more regressive. Colonial

power structures would map into the income distribution of these countries even to-

day (cf. Acemoglu et al., 2001). Other scholars however, conclude that the income

distribution of pre-modern Latin American nations resembles that of other pre-modern

societies and has fluctuated over time (cf. Williamson, 2010, 2015).

These different approaches are conditioned by what is actually being explained. In-

equality serves as an intervening variable, usually condensed into an institutional form,

to scholars seeking to understand differences in long-term development (cf. Acemoglu

et al., 2005). As a result, their work conflates power differences with income inequal-

ity and the structure of property rights. Inequality is then measured as a dummy for

colonial experience or through the insecurity over property (see Acemoglu et al., 2001,

2002). It is no surprise then that these factors yield more permanent outcomes as they
1An early example are the projections from 1900s data to the 1800s from Bourguignon and Morris-

son (2002). They arrive to a distribution of income that puts the Argentinian-Chilean block on a very
comparable footing to Scandinavia up to the 1940s.
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denote structural processes. Alternatively, scholars that seek to understand differences

in inequality itself have come up with a variety of measures that are more closely con-

nected to the actual distribution of income. They too conclude that inequality and insti-

tutions affect development (cf. Willebald, 2007), but their measures are more sensitive

to changes in the world economy and the supply and demand for labour. This line of

work draws a more nuanced picture of income inequality where the Southern Cone

countries evolve in a more comparable way to nations outside Latin America up to the

1930s (cf. Williamson, 2010).

Our opinions of the past are formed by our perceptions of the present: we often regard

Scandinavia as relatively equal, Australasia as egalitarian but more unequal given re-

cent liberal reforms, and the Southern Cone as unequal given its historical legacies and

the traditional role of its elites. But what do data say about inequality just before the

beginning of the 20th century? As expected, inequality in the Southern Cone countries

is large. Taking two extreme points in the income distribution, Williamson (2002) has

documented inequality through the ratio of income accruing to landowners, from land

prices and sales, to an average wage for unskilled urban workers. His data support the

image of high inequality in Argentina and Uruguay, which increases with the export

boom of the late 19th century, but also of increasing inequality in Australia and New

Zealand. This is not surprising: although deprived of a landed nobility, land inequality

increased in Australia during the 19th century (Thomas, 1991). The question on how

to break land monopolies became a dividing political issue in both Australia and New

Zealand.2 Williamson (2002, 1999) shows how landowners were able to earn more rel-

ative to low-paid urban workers in countries that had competitive advantages in farming

2Discussing social policy in these countries, Mendelsohn (1954, 114) argued against the common
notion of an egalitarian Australia of independent small farmers: “Widely regarded as a country principally
of small prosperous farmers, Australia is in fact a land of great landowners and of heavy industrialization:
throughout this century the proportion of factory workers to total population has been greater in Australia
than in the United States. There are, indeed, many small farmers, who are far more prosperous than
the peasants of Europe; but they form a minority of the population, and historically the smallholder had
to await the heavy land taxation designed to break up large estates after the bulk of the land had been
alienated into large holdings”.
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and husbandry. In contrast, the ratio in Sweden, a nation with less available land, shows

an improving situation among unskilled workers.3 Trade coupled with unequal access

to land was a structural feature of inequality in Australasia and the Southern Cone.

Returns to land reflect wealth which is easily transmitted and hence a more permanent

source of inequality than other sources of income. If property of land combined with

global trade were the driving forces of inequality, then there is room for supporting

Acemoglu et al. (2005) insistence on colonial heritages – assuming that landed elites

remained the same over time. The connection is more complex as Australasian and

Southern Cone abundance of land created unequal structures of ownership even if their

colonial legacies varied (Frankema, 2010b) – not to mention that Southern Cone colo-

nial elites were transformed during the 19th century and were not particularly rich until

the end of that period (Adelman, 1999a; Gelman and Santilli, 2006; Nazer, 2000). Fig-

ure 2.1 exhibits information on the distribution of land holdings compiled from national

and Food and Agriculture Organization (FAO) censuses. Clearly, land was more un-

equally distributed in the Southern Cone and Australasia than in Scandinavia.4 Would

these numbers alone give us any insight on the durability of inequality in the Southern

Cone or its difference with Australasia? To start with, the numbers are computed from

information on holders and hide therefore, information on the landless. Arguably then,

rural inequality would have a larger impact in the Southern Cone, particularly Chile,

which is the less urban of the countries in these two regions at the start of the period.

The same numbers, however, compute both arable and non-arable land which boosts

the numbers of larger countries with a lower population density.5

3Bohlin and Larsson (2007) show a lower decline of inequality for Sweden that reflects the fact that
land prices benefited from increased agricultural productivity. Even in Scandinavia, where small farm-
ers were considerably protected, landlords absorbed many of the smaller farms and consolidated large
landholdings towards the end of the 19th century (Agriculture, 1921).

4Urban property could have been as unequally distributed as rural land (cf. Lindert, 1987).
5Numbers for Chile after land reform in the 1960s and 1970s look robust with Ginis above 80 in the

1980s and 1990s (see sources in table). Including arable land and the landless however, the Ginis can go
down to 60 (Anriquez and Bonomi, 2007). Numbers for the Southern Cone and Australasia remain around
80 after the 1970s.
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Figure 2.1: Gini coefficient of land holdings
• Sources and notes: Frankema (2010a, 430,449), de Ferranti et al. (2004, 191). See also Finch

(1981, 68). Communal land held by the Maori is excluded for calculations in New Zealand (cf.
FAO, 1955).

Understandably, land concentration stirred popular responses in both Australasia and

the Southern Cone, and informed much resentment against the oligarchy in the latter.

The question is how land (wealth) inequality might have affected income inequality of

growing urban economies. One answer would be that landed interests retarded or op-

posed progressive reform (cf. Sokoloff and Engerman, 2000). The landed elite’s hold

of politics in Argentina and Chile up to the 1940s is well documented (Smith, 1974;

Bengoa, 1988) and it is only too logical to extrapolate from past power structures the

persistence of inequality into the second half of the 20th century (Rodríguez Weber,
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2014; Barraclough and Domike, 1966).6 A straight extrapolation generates more ques-

tions than answers, as landed elites could not oppose redistribution completely in the

three settings. A risky context made them favour certain types of redistribution to keep

social tensions at a minimum. For instance, progressive policies were introduced when

landlords and conservative forces had considerable leverage in national politics.7 In

addition, considering the landless and urban migration, land in itself became less deter-

ministic of urban wage inequalities (cf. Erickson and Vollrath, 2004). In this respect,

the income inequalities of Scandinavia and Australasia converged for most of the 20th

century despite beginning the period with markedly different levels of land concentra-

tion.

Zooming into income itself, historians have tried to reconstruct income distributions by

putting together information from national censuses and average wages and returns to

capital and land for a range of occupations and professions. In this fashion, they create

social tables by which one can look into the distribution of income between social

classes (rather than individuals). Resulting numbers can be an accurate estimate if

within-classes inequality remains low, but can underestimate or overestimate inequality

given individual differences. In addition, resulting information captures both sources

of wealth and income, mixing structural and more contingent sources of inequality.

Milanovic et al. (2010) calculated a Gini coefficient of 64 for Chile in 1863 – which is

certainly large given contemporary figures but similar to other pre-industrial societies.8

6Przeworski and Curvale (2008) link a small number of haciendas to the slow evolution of democracy
within Latin American countries. However, haciendas organised social relations and protected some rural
communities from extractive states and slavery (which was prevalent in places where such types of land-
holdings did not exist) thus having some positive economic impact through the creation of public goods.
The point appears repeatedly in Peruvian literature, for instance in the works of Mario Vargas Llosa, and in
economic research (Dell, 2010). Although extensive land for cattle prevented the emergence of haciendas
in Argentina and Uruguay, unlike Chile, in the three countries land could be used as collateral for credit to
help elites adapt to the industrial economy of the late 19th century (access to credit was restricted as banks
were slow to develop in Latin America (cf. Haber, 2010; Jones, 1985; Volk, 1993).)

7There is nothing extraordinary of the landed elites’ sway over politics in the late 19th century South-
ern Cone (Lindert, 2007, 68); business leaders and landlords controlled key political offices in the US,
Australia, and Scandinavia as well up to the 1920s (Dahl, 2005; Plowman, 2004; Baldwin, 1999). In 1901
half the members of the Danish lower house were farmers and landlords (Manniche, 1969, 39).

8These numbers should be taken with extreme care as Chile appears more unequal than slave-owning
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By this method, Chile results the most unequal of the three Southern Cone societies. (I

later discuss problems in assessing whether these numbers are significantly different.)

Bértola et al. (2010, 2009) compute a Gini of 52 for Argentina, of 59 for Chile, and

of 48 for (urban) Uruguay in 1870 and increased during the economic boom of the

late 19th century up to the 1920s.9 It is however, very difficult to deduce too much

from these numbers as their generative processes naturally vary over time and across

regions. In that sense, the Gini coefficients reported by the Clio-Infra dataset show a lot

of variation between and within regions (van Zanden, 2015): circa 1890, Sweden scores

60, above the other two Nordic nations (40), Australia (39), Argentina (44), and Chile

(55). The fact that coefficients in societies within regions overlap is a good indication

that differences between regions might not have been as large as they are today (only

around 1940 does the Southern Cone begin to look completely different to the other

two regions’ levels).

To asses the departure point better, we can look into available individual-level informa-

tion. Take two very different economies in our sample: Argentina and Norway. With

years of internal strife after independence and facing international conflict with France,

the Province of Buenos Aires commissioned a census to assess property and raise rev-

enue in 1839. Gelman and Santilli (2006) use it to calculate the distribution of wealth

among 5427 landowners. The census exhibits large differences; the richest 10% amass

56% of capital while the poorest 40% collects only 7% of capital (Gelman and Santilli,

2006, 79). The Gini coefficient of property owners yields 68 but if families without

capital are included it reaches 84 – which is certainly above contemporary levels of

70 for wealth distribution in most capitalist nations (Gelman and Santilli, 2006, 80-5).

societies like Brazil or peasant societies like China.
9Considering both urban and rural incomes, Uruguay records Gini coefficients of around 50 for the first

30 years of the 20th century (Bértola, 2005), while the high levels of Chilean inequality decrease briefly as
a consequence of frontier expansion in the late 19th century. As these calculations assume returns to land,
the opening of new land is bound to have an equalising effect (Rodríguez Weber, 2009). One reason for
the Chilean figure is the high returns of mining at the close of the century (an effect somewhat offset by
capital returns to foreign investors).
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They note that inequality remained high even though small properties grew during these

decades. Trying to convert wealth into an income distribution by assuming wages for

families without capital and a return to capital of 10% to property owners, the resulting

Gini is around 42, in line with contemporary figures for Argentina (Gelman and San-

tilli, 2006, 164) – lending support to the idea that inequality is both high and structural

but not exceptional.

Norway was under Swedish rule for most of the 19th century, enjoyed some limited eco-

nomic success, and was politically more stable than Argentina. Soltow (1965) looked

at the tax files of males living in cities in two regions (Östfold and Vest-Agder) from

the 1840s up to the 1960s. His income concept includes estimates for in-kind incomes,

imputed rents, and capital gains and losses, and shows that inequality varied in these

two regions. Several cities exhibited Gini coefficients above 70. The Östfold county

had a Gini of 63 in 1850 (suddenly declining to levels around 40 in the late 19th cen-

tury); Vest-Agder of 57 in 1840 (but increasing to 73 in 1855). Including rural incomes

would probably have yielded larger income and wealth inequalities, but just the urban

levels look close to the Provincia of Buenos Aires.

The preceding paragraphs present a very general sketch of inequality before the 20th

century. They suggest larger income inequalities than the ones we are used to see today,

partly because measures capture wealth. Although methods and sources vary, they

also suggest less differences between the three regions than the ones we perceive now

between them. The data are aggregate and say little on the type of social and economic

relations that existed in the past: numbers show large concentration of land and income,

but less international differences than we would expect given their historical legacies

and contemporary levels of development. The remaining sections move into the 20th

century to provide the empirical context of this dissertation.
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2.3 The rich

We want to know the amount of income accruing to the rich to understand how well

elites could organise to extract resources from society. Tax records have enabled re-

searchers to compute the participation of taxpayers’ income in total national income.

As income taxes are usually levied on the rich and middle classes, the data allow for the

calculation of different levels of concentration. Figure 2.2 shows the income claimed by

the richest 1% of incomes (taxpayers) in Argentina, Australia, and Sweden during the

20th century. These figures are just illustrative of the trend of concentration and depict

the convergence of declining inequality in Sweden and Australia up to the late 1970s

and the divergent, more erratic, pattern of Argentina which contains abrupt changes.10

After the late 1940s the quality of income taxation information in Argentina, an issue I

take up in chapter 5, declined and was marked by evasion and low yields which explains

the few unreliable and sparse data points (Sánchez Román, 2012).

According to these sources, the levels of concentration in Argentina in the 1930s are in

the same range as the Swedish ones during the First World War11 but markedly higher

than in Australia. The recovery of the international meat market drives the sudden rise

of inequality in Australia in the early 1950s but has no effect on the rich of Argentina

whose exports were subjected to state monopoly (Alvaredo, 2010). The subsequent

convergence of declining levels of concentration in Australia and Sweden are also found

in the other Antipodean and Nordic countries although from a variety of starting posi-

tions.12 In fact, Piketty (2014) and Atkinson and Piketty (2010, 2007) find that most

10As Taleb and Douady (2014) demonstrate, modeling, in this case upper, tails of a distribution is ex-
tremely difficult: yearly variations could result from a statistical artifact as the n is very small (particularly
in the case of Argentina that levied taxes only on the rich). However, the trends that these data tell are
corroborated by other sources that I discuss in this chapter.

11When the rich benefited from better international prices for iron-ore exports (Söderberg, 1991).
12In Denmark, the top income share of married couples increases from 16% to 17% from 1903 to 1917

but then drops to 13 and 14% in the late 1930s (Atkinson and Søgaard, 2013); in Norway, the share of the
top 1% drops from 20% to 13% between 1900 and the late 1930s (Aaberge and Atkinson, 2010); in New
Zealand, the top income share of married couples and single adults drops from 11% to around 7% from
1921 to the late 1930s (Atkinson and Leigh, 2007b). The pattern of declining and converging inequality
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Figure 2.2: Top 1 percent share of national income in Argentina, Australia, and Sweden, 1900-
2000.

• Source: Alvaredo et al. (2012).

of the West experienced a drop in inequality up to the late 1970s as fortunes were hit

while the participation of wage earners in tax statistics increased. Wages rather than

wealth began to determine income inequality.13 The Argentinian data does not allow to

confirm this model because of the political conditions that led to mass tax evasion since

the 1950s; besides data pick up wealth as wages were largely exempted from taxes.14

Table 2.1 lists the top 1% concentration of income in different periods of time for the

rest of the century. Data suggest that in the 1930s and 1950s, Southern Cone concen-

tration was around the 20% mark while that of the other two regions was already half

that number, just a few years away from major distributive reforms.15 The numbers

should be taken with much care for the Southern Cone as sudden changes reflect polit-

continues up to the late 1970s in all these countries.
13Returns to capital explain the increase of concentration in most of the West after the 1970s, and indeed

the Swedish figures look remarkably close to Australia and the Anglo-world if capital gains are included
in the trend (Roine and Waldenström, 2010).

14Rich professionals are absent from the statistics. Unfortunately, lack of taxation data prevents extend-
ing the comparison to Chile and Uruguay (see chapter 5). From social tables, Rodríguez Weber (2009,
64-5) estimates the income held by the top 1% in Chile in 19% of national income in 1907, placing Chile
close to Swedish figures at the time, and in 27% of national income in 1930, close to Argentinian levels.

15Norway experienced a sudden increase of inequality in the mid 2000s but it has traditionally oscillated
between 7 and 8% for most of the 1990s and 2000s – still a significant increase from levels of 4 and 5%
in the 1970s and early 1990s (Aaberge and Atkinson, 2010).
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ical and economic volatility. Take Chile for instance: from tax returns, concentration

at the top 1% fluctuates between 5% and 15% between the 1960s and 1970s, with the

trend increasing in that period (Flores, 2011); estimates of concentration from house-

hold surveys in Santiago range around the same figures, but show a markedly increase

of concentration between the late 1980s up to the late 1990s (and do not show a distinct

increase from the 1960s to the 1970s) (Sanhueza and Mayer, 2009); and the figures

reported in the table, which are constructed from social tables, oscillate between 30 and

15% between the 1930s and 1970 with no clear trajectory (Rodríguez Weber, 2014). In

comparison, top income shares have only been computed recently for Uruguay, due ab-

sence of income taxes over the century, with the top 1% taking 14% of national income

home in the 2000s (Burdin et al., 2014). These considerations indicate that while the

pattern of decline of top income shares for Australasia and Scandinavia followed a more

clear downward trajectory between the 1920s and 1970s, concentration in the Southern

Cone has been more erratic and has ended the century with levels of concentration that

are perhaps comparable to the early 20th century.

Table 2.1: Top 1% of national income, selected years

Circa 1930 Circa 1950 Circa 1970 Circa 2000

Argentina 19 20 12 17
Chile 24 16 16 16-23*
Australia 10 14 6 9
New Zealand 11 10 7 9
Denmark 14 9 6 6
Norway 13 9 6 10
Sweden 14 8 6 6

• Sources and notes: See text for explanations as estimates in the Southern Cone are questionable
and are given to illustrate concentration. Data are taken from (Alvaredo, 2010; Rodríguez
Weber, 2014) and *for Chile in the 2000s, from tax returns, in Fairfield and Jorratt (2014). See
text for Uruguay.

The fact that we can use Nordic and Antipodean tax statistics unlike their Southern

Cone counterparts tell us already something about existing tools for redistribution. Tax

statistics in Australasia and Scandinavia are aggregated from tax returns from (almost)
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all the adult population; tax statistics in Argentina cover the wealthy and exclude wage-

earners. Accordingly, the former can compute different levels of concentration from a

variety of income sources.

After the 1970s the rich in the three regions begin to converge: with capital gains in-

cluded in the figures, the rich in Scandinavia close the gap on their Australasian and

Southern Cone counterparts (Roine and Waldenström, 2010). Today, the rich in the

Southern Cone look quite ordinary compared to the rich in the other two regions. Fig-

ure 2.3 shows the number of resident billionaires, as listed by Forbes, by million in-

habitants. More billionaires live in Australia, Norway, and Sweden than in the other

countries. If we take into account their economic contribution, billionaires in Chile and

Sweden might account for 14 and 19% of their national GDP respectively; in the other

countries they oscillate between 2% in Argentina and 8% in Denmark (using GDP and

population figures of World Bank (2014b)).16
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Sweden

Norway

Australia

Denmark

Chile

New Zealand

Argentina

Figure 2.3: Resident billionaires per million population in 2014.
• Source: Data for rich from Dolan and Kroll (2014) and population is for 2013 from World Bank

(2014b). See also Baldwin (2011).

16Sweden, which is one of the most equal countries considering disposable income and wages, is one
of the most unequal in the world considering wealth disparities. Furthermore, its billionaire list excludes
some prominent fortunes. For instance, the Wallenberg family which owns between 40 and 50% of the
value of Stockholm’s Stock Exchange (Baldwin, 2011; Högfeldt, 2005). As Baldwin (2011, 189) notes
“one third of Sweden’s richest families, who own two-thirds of its largest fortunes, live abroad. In this
manner, the Swedish tax authorities have arguably made their country more egalitarian. Not richer, of
course, since the wealth has been exported, not redistributed, but more equal”.

71



Economic elites have consistently taken a significant share of national income in the

Southern Cone: they were not subject to the levels of taxation of the other two regions.

This raises questions on how taxation and redistribution have operated since the intro-

duction of progressive policies at the beginning of the century, i.e. who funded equality

projects? (an issue I explore in chapter 5). These numbers also leave questions on

how emergent middle and working classes fared: if wages became the most important

source of income we need to know how market incomes were distributed over time.17

In sum, the preceding paragraphs allow us to clarify two important points. The first is

to know how much the rich have accumulated over the 20th century to check if the pat-

terns of concentration have remained stable. The second is to know when the national

trajectories began to differ. The data suggest that (1) elite concentration was more com-

parable at the start of the century between the three regions than today, and (2) that

elite concentration declined in Australasia and Scandinavia from the early 1920s to the

late 1970s while it remained at high levels in the Southern Cone despite abrupt changes

in some periods. Elite extraction was not exceptional, but in the Southern Cone it has

remained constant even if wealth concentration looks more comparable in the last 10

years. Because the trends appear to diverge more clearly after the 1920s, the regional

differences and similarities are specific to a certain period or events at the beginning of

the 20th century. If that is the case we need to understand which set of policies might

have affected the income distribution of the three regions in that period and document

the income distribution, largely driven by wages, to account for regional variation.

2.4 Workers and middle classes: evidence from the labour market

Did workers benefit from declining elite concentration in Australasia and Scandinavia?

Did earnings exhibit a more erratic pattern in the Southern Cone? Information from

wages gives us an idea of how salaried workers fared during the century. Labour shares,

17This is particularly important as we see today more concentration at the top while wage distributions
have remained comparably more stable.
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the amount of wages received by employees relative to national output, provide us with

a kind of reverse to capital concentration (cf. Kaelble and Thomas, 1991).18 Large

numbers could indicate both less inequality and the expansion of a wage economy.19

Available numbers confirm the trends and inconsistencies of top income shares. From

the 1930s the labour share of Argentina and Chile increases from around 40 to 50%,

peaking briefly in Argentina around 60% in the late 1950s but then dropping consis-

tently and settling back to 40% in the 1980s (International Labor Office, various years;

Frankema,2010). In contrast, the labour share in Sweden steadily climbs from 45% in

the 1910s to over 55% in the late 1930s (Bengtsson, 2012, 5). Excluding the late 1940s

and early 1950s, when shares decline to around 50% in Australia and New Zealand,

following the recovery of international trade, the labour shares of Australasia stabilise

over 60% and reach 70% in the Nordic countries in the late 1970s (International Labor

Office, various years).

Labour shares hide how monetary income is distributed among wage-earners. One way

around this problem is to focus on industrial inequality. We usually have access to in-

formation on the industrial structure at the country-level and the distribution of wages

and workers in each industrial branch.20 I follow Conceiçao and Galbraith (2000) to

compute inequality between industrial sectors based on information on wages and the

number of workers in each sector. Data come from early industrial censuses and na-

tional statistics that put together information on a mix of crafts and factory works. I use

the Theil index to calculate the dispersion of wages as a function of industrial sectors’

demographic weight and their share of total wages (i.e. a sector employing propor-

18This is not the exact reverse, say, of top 1% concentration: labour shares measure the weight of total
wages in the economy which includes salaries earned by the rich.

19On the sociological difficulties of expanding the cash-nexus and the wage economy in Latin America
see Cousiño and Valenzuela (2012).

20Labour income and wages are more easily comparable as they are not affected by taxes or diverse
national definitions such as when computing household incomes from surveys (Gottschalk and Smeeding,
2000).
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tionally less workers but receiving proportionally more wages increases inequality).21

As within-sector dispersion is not reported, I compute the Theil for between-sector

inequalities.

Figure 2.4 divides the results in two periods, one before the war and another from the

1940s up to the early 1970s. The first period is an average of available information to

assess the starting point of the industrial economies of the three regions. Somewhat

large numbers in Australia and New Zealand hide the fact that their levels of industrial

inequality had been declining from the early 1900s up to the 1930s, although they

increase again up to 1938. In general, the pre-war period is more comparable between

the three regions while a clear divergence occurs after the 1940s. Inequality decreases

in the Southern Cone for a brief period in the early 1970s but other studies show an

abrupt and clear increase after the 1970s (Frankema, 2011).22

According to Conceiçao and Galbraith (2000) and Conceiçao et al. (2001), the index

works as a proxy for general inequality if wages within sectors are similar and a relevant

proportion of the active population is engaged in industrial activities. As an important

fraction of workers were still engaged in agriculture and mining activities, the Theil

might underestimate general inequality, particularly in Chile and Scandinavia. The pat-

tern that emerges confirms the evolution of top income and labour shares for the second

half of the 20th century. The figure outlines the convergence of Australasian and Scan-

dinavian industrial inequality against the more erratic divergent trend of the Southern

Cone. Using the same method, Frankema (2011) shows as well little difference of in-

dustrial inequality between the Southern Cone, Australia, and New Zealand at the start

of the 20th century but a significant divergence after the 1950s – which makes sense,
21For calculations, I follow Firebaugh (1999) and compute the Theil (T) coefficient as the sum of the

population share p in the ith industrial sector multiplied by the income share r of the ith sector multiplied
in turn by the log of the income share r of the ith sector:

∑

pi ri log ri . The index measures the distance of
wages between sectors adjusting by their share of wages and workers.

22Unfortunately, lack of industrial censuses or information on aggregate wages preclude a more sys-
tematic analysis of Denmark. Equally, the pre-1940 figure for Sweden is an estimate from fewer industrial
sectors.
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Figure 2.4: Theil coefficient of industrial wage inequality (x 100)
• Notes and source:
• Argentina: pre-1938 information from the 1935 Industrial Census in Vásquez-Presedo (1988).

Post-1938 information from the United Nations’ Growth of Industry (various years)..
• Chile: pre-1938 data are an average from 1913 to 1928 from information on 17 industrial sectors

in Matus González (2009). Post-1938 information from the United Nations’ Growth of Industry
(various years).

• Uruguay: pre-1938 information is an average from the Industrial Censuses of 1930 and 1936
in (Universidad de la República, 2014). Post-1938 information are taken from Universidad de
la República (2014), United Nations’ Growth of Industry (various years), and completed with
information from Bértola (2005) for 1955, 1957, 1963 and 1966.

• Australia: pre-1938 information is an average from 1901 to 1937 from 19 industrial sectors (Com-
monwealth Bureau of Census and Statistics, Various years). Post-1938 information are taken from
United Nations’ Growth of Industry (various years).

• New Zealand: pre-1938 information is an average for 1906, 1915, 1926 and 1935 (New Zealand
Census and Statistics Department, Various years). Post-1938 information are taken from United
Nations’ Growth of Industry (various years).

• Denmark:Post-1938 information are taken from United Nations’ Growth of Industry (various
years).

• Norway: pre-1938 information are an average from 1922 to 1937 (Central Bureau of Statistics of
Norway, Various years). Post-1938 information are taken from United Nations’ Growth of Industry
(various years).

• Sweden: Pre-1938 information are an average for 1925 and 1935 (Statistiska Centralbyrån, Various
years). Post-1938 information are taken from United Nations’ Growth of Industry (various years).

as he goes on to argue, as industrial sectors were technologically less advanced than

later in the century thus allowing for little inequality between skilled and non-skilled
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workers.

The preceding data reflect a lot of instability in the Southern Cone cases. As I will argue

in the next chapters, these fluctuations are likely to arise from unsolved distributional

conflicts, inefficient mechanisms to reduce risk, and erratic state agencies that were in

charge of producing social statistics (e.g. from taxes or industrial censuses). Continuity

in statistical information follows continuity in institutions. In the same vain, these data

could also suggest further problems in measurement error. Better techniques and gov-

ernment control could record more information, hence giving the impression of more

inequality when in reality inequality was always larger; we just could not measure it.

However, the Theil for Argentina in the early 1970s is calculated from fewer industrial

branches and records a sudden drop in the inequality index. The Argentinian case is

clearly one where the provision of national statistics, industrial or from taxes, did not

improve a great deal during the 1950s to 1970s.

What is interesting from the industrial Theil index is that these fluctuations in inequality

are occurring in a largely formal sector. We will see in the next chapter that informal-

ity has been a permanent source of inequality in the Southern Cone. But inequality

was not necessarily declining within large, protected, industries unlike Australasia and

Scandinavia. Workers benefited from equality in Australasia and Scandinavia while the

fortune of workers in the Southern Cone was mixed.23

Figure 2.5 sketches these trends with individual-level data on the distribution of wages

for the second half of the century. The first two columns show the wages of the richest

10% of workers to that of the poorest 15%; the last four columns to that of the poorest

10%. Data for Argentina and Chile come from social security records which exclude

23For instance, the bottom decile of urban workers in Argentina has constantly received between 2
and 3% of total wages since the 1950s (Galiani and Gerchunoff, 2003). Their counterparts in Australia
and Sweden in contrast, have consolidated their earnings to around 5 to 5.5. and 7.5 to 8% respectively
(OECD, 2012).
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informal workers – and this means that inequality is higher than the actual figures sug-

gest. Figures within a similar range in the 1950s and 1960s imply then that returns for

formal workers in the Southern Cone were not as unequal as they would become over

time; their numbers might have been comparable to wage earners in the Antipodes and

Scandinavia. As I will explain in the next chapter, informal and unprotected workers

conditioned the evolution of inequality in the Southern Cone through weakened class

solidarity and dual labour markets.

Figure 2.5: Distribution of wages among male employees, 1950-2000
• Note and sources: Data for 1950 and 1960 are not comparable as sources vary and are only used

to illustrate national trends. They cover male urban workers. Data for Argentina and Chile come
from social security records while that of the other countries derive from tax records of industrial
workers (pre-tax distributions). They are all taken from Lydall (1968). Data from the 1970s
onwards are from International Labour Office (2012) for Argentina and from (OECD, 2012) for
the other countries. Unfortunately data for Uruguay are recent but the figure for the year 2000 was
9.5.

Another way to assess the weight of middle classes and salaried workers is to consider

their family and household incomes. Social surveys allow researchers to estimate Gini

coefficients that are unlikely to pick the income of economic elites (cf. Atkinson and
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Piketty, 2010; Atkinson and Leigh, 2007a) but map well the distribution of the wider

society. Recent research has tried to build time series of income distributions for the

three regions looking at family incomes. Taxes are a good source for Scandinavia

and Australasia as most adults fill a tax form. Alternatively, researchers rely on social

surveys, social tables, occupational censuses, and information on wages and returns to

capital, to construct income distributions for Southern Cone households.

One can begin by looking at the evolution of Ginis of household disposable income for

the second half of the 20th century. The database from UNU-WIDER (2011) contains

Gini coefficients from tax and household surveys and provides an additional proof of

Australasian and Scandinavian convergence from the 1950s to the 1970s, with Gini

coefficients stabilising below the 30 mark from levels as high as 50 (see also Solt,

2009). Data for the Southern Cone are patchier, and usually map urban and formal

household incomes which are likely to be more equally distributed (including data for

rural and informal workers would yield more inequality). The coefficient is usually

above the 40 mark, except in the 1960s when it is below 40 in Argentina and Uruguay.24

Urban studies place the Gini in 37 for Buenos Aires in the early 1950s but increasing

to 41 and 42 for the rest of the century. Equally, Montevideo scores Gini coefficients of

around 33 in the late 1960s but significantly higher afterwards (Bension and Caumont,

1979). Santiago alternatively starts from a higher level of inequality and shows an

increasing Gini coefficient from around 44 in the early 1950s to as high as 50 in the late

1960s (Thorp, 1998). Household income dispersion increases in the 1960s but more

dramatically after the 1970s in the Southern Cone (Jain, 1975; Hofman, 2000) while it

remains more stable (although also increasing) in the other two regions.

24Other estimations however place the household disposable income Gini of Argentina in 40, 42, 41,
47, and 42 in each decade between 1950 and 1990. The increase in Chile is more dramatic from levels
of 46 in 1960 to 49 in 1970 and above 50 in 1980 and 1990. A reason for the larger Gini of Chile is
concentration at the top: the same surveys suggest that in the 1970s the top decile of Chilean incomes was
worth 21% of national income compared to the Argentinian 11% (Hofman, 2000); see also Foxley and
Muñoz (1974); Thorp (1998).
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Unfortunately, a problem with the Gini coefficient, particularly in these cases where

information is aggregated from different sources and distributions, is to establish how

significant country-level differences might be. Could a Gini of 42 for Argentina in

1960 be significantly different from a Gini of 46 for Chile in the same decade? We

have no access to the individual distribution, hence it is impossible to know. To press

the point further, consider figure 2.6 which plots the Lorenz curve, from which the

Gini coefficient can be derived, for the hourly wage distribution of adult workers in

Argentina, Chile, and Uruguay in 1994 and 2009. According to Hao and Naiman (2010)

a graphic way to assess if income distributions could be significantly different is to

check whether Lorenz curves overlap. In 1994, the Chilean curve follows a clearly

different trajectory to that of the other two countries, hence the Gini coefficients for

that year could be said to be statistically different. The point might seem obvious as

the Gini of hourly wages for that year in Chile is 55 compared to Argentina’s 39 and

Uruguay’s 42. However, the curves overlap for the bottom 40% of wages in 2009 when

the corresponding Gini coefficient is 48 for Chile, 40 for Argentina and 42 for Uruguay.

Although the numbers seem very different, they might not be. However, the curves do

suggest a pattern that was mentioned earlier: that the top incomes take a larger share in

Chile than in the other two countries.

It is then almost impossible to tell if pre-1950 Gini coefficients are comparable. Num-

bers between the three regions are closer than they are now. Using tax records for males,

the study by Soltow (1965) in Östfold and Vest-Agder calculated Ginis of around 40

in 1900 and a decline to levels below 30 since the 1950s. Gustafsson and Johans-

son (2003) looked at tax records in Göteborg, in Sweden, and estimated Gini coeffi-

cients for household income of around 40 in 1925 that decrease to around 35 in 1936.

Their calculations compute the Gini from incomes after taxes, so they include early in-

come redistribution. Two censuses in Australia that asked income in dire times – 1915

and 1933 – yield larger figures. The Gini increases from 47 to 50 between those two
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Figure 2.6: Lorenz curve of male hourly wages in Argentina, Chile, and Uruguay.
• Notes and source:
• Own calculations from data from national household surveys of Argentina (1995 and 2009), Chile

(1994 and 2009), and Uruguay (1994 and 2009) (INE Chile; INE Uruguay; INDEC, various years).
National distributions were converted into US dollars of 2010.

years, and if 0 incomes are included both years reach above the 50 mark (McLean and

Richardson, 1986). Ginis recorded from social tables, imputed wages and rents, for

the Southern Cone are always above the 50 mark in the early 20th century but include

more sources of income and are calculated from social classes, not households, hence

producing numbers that might be below of what we usually expect from social surveys

(cf. Bértola et al., 2010; Bértola, 2005; Bértola et al., 2009; Rodríguez Weber, 2009).

Although it is impossible to compute a true level of inequality, the preceding estimates
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are pointing towards one phenomenon. Data from wages and tax returns suggest less

differences between the three regions at the beginning of the century, stable conver-

gence on declining levels of inequality in Australasia and Scandinavia, and an erratic

pattern in the Southern Cone which ended the century with high levels of inequality.

Lack of common sources and treatment of income units render however, the above data

incomparable. If we stick to the national series, Australasia and Scandinavia halved

their Gini coefficients during the first three quarters of the 20th century. Social tables

underestimate Gini coefficients as they focus on between-group differences and are

likely to conflate wealth and income. They suggest that in the best-case scenario the

Southern Cone countries slightly reduced their income inequality during the century

(for Chile see Larrañaga, 2010). In the worst case, they suggest a similar and compara-

ble level to that of the early 20th century.25

2.5 Demographic profiles and inequality

An additional source of measurement problems, such as in contemporary cross-sectional

research relying on Gini coefficients, is demographic variation. According to Esping-

Andersen (2007, 639-40) comparison is “problematic because year-based snapshots

lump together people at very different phases of their life courses, from students to re-

tirees, and because they bundle together people with transient (and, thus, trivial) and

with persistent (and, thus, “real”) low or high incomes”. The distinction between “tran-

sient” and “persistent” is crucial. Populations with a high number of dependants, e.g.

children, will exhibit larger levels of income inequality as larger families will have less

income than smaller ones. But if these dependants are in education and becoming pro-

ductive, their entry into the labour market will reduce inequality over time. That source

25Ginis compiled in the Clio-Infra dataset (van Zanden, 2015) provide a similar trend. Argentina, Den-
mark, Norway, Australia and New Zealand begin the century around the 40 mark; Chile and Sweden above
50. Chilean estimates are the most unstable, and range between 35 and 70 in subsequent decades. Aus-
tralasia and Scandinavia reduce their levels of inequality while they range between 35 and 56 in Argentina
and Uruguay, reflecting an erratic pattern like Chile.
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of inequality is then transient, not real. If, however, larger families concentrate among

the poor and dependants are not in education, these transient features of inequality are

likely to become rooted as “un-productive” dependants will remain poor after com-

ing into productive age. Less dependants will also allow women to enter the labour

market, with poorer households benefiting from having two income-earners. Earnings

change across the life-course: more productive age-groups receive bigger salaries than

less productive (e.g. older) age-groups. When looking at these three regions, are we

perhaps comparing countries with different demographic profiles? Might not the large

inequalities found in the Southern Cone be a transient outcome?

If Southern Cone societies were younger at the start of the century, we could expect

larger income inequalities that would only decline over time given human capital accu-

mulation and the entry of women into the labour market. If, however, fertility remained

constantly high among the poor and women were unable to enter the labour market, then

we would expect more permanent inequality.26 Figure 2.7 exhibits a higher birth rate

for the Southern Cone at the start of the period. The decline of birth rates is also faster in

Australasia and Scandinavia. Chile has the most births up to the 1960s, while Argentina

and Uruguay reduce their rates. It is plausible to think that larger inequality in Chile is

connected to a slower demographic transition. However, birth rates are more compa-

rable between Australasia, Argentina, and Uruguay, but inequality remained higher in

Argentina and Uruguay.

Birth rates had an effect on the number of dependants and population structure. Chile

is perhaps consistently the more unequal of our cases and its demographic structure

remained almost unchanged up until the 1960s. Together with a fast demographic tran-

26Household formation and reproductive behaviour have historically varied by social class and occupa-
tion in the Southern Cone. In 1980 Argentina, for instance, the average number of children by woman was
less than 3 among white-collar workers but 5 among the non-skilled blue-collar workers (Torrado, 1994).
Poor households in contemporary Chile also exhibit higher fertility and less women at work (Salinas,
2011).
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Figure 2.7: Crude birth rates per 1000 population
• Note and sources: Palgrave Macmillan Ltd (2013).

sition in the 1960s and stable fertility since the 1980s, Sapelli (2007) notes that in

contemporary Chile young cohorts are significantly more equal than older ones (likely

reflecting the life-cycle’s earnings structure). Figures 2.8, 2.9, and 2.10 compare the

population structure between the early 1920s and early 1950s. The population struc-

ture of Scandinavia and Australasia changed more slowly. Lacking more data points,

the figures for Uruguay reflect change over a longer period. If fertility affects the tran-

sient components of inequality, why did the Gini coefficient of household income re-

main higher in Argentina and Uruguay than in Australasia from the 1950s to the 1980s?

Why did it increase in the 1980s when fertility had been falling in the 1960s and 1970s?

The point is important: it suggests that a large number of dependants in the early 20th

century Southern Cone could not access productive jobs or accumulate human capital

despite a series of progressive reforms and policies. This is an issue I explore in chapter

4.

One alternative is to look at the interaction of population and economic growth. If

population growth out-paces economic growth it could mean that the transient effect of

higher birth rates on inequality is becoming structural: those entering the labour market

are no sufficiently productive or face stiff competitions from a growing population. This

is the conclusion reached by Valenzuela (2011) when comparing the economic devel-
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Figure 2.8: Percentage of population in each age bracket in the Southern Cone, c.1920-c.1950
• Sources: Palgrave Macmillan Ltd (2013)
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Figure 2.9: Percentage of population in each age bracket in Australasia, c.1920-c.1950
• Sources: Palgrave Macmillan Ltd (2013)
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Figure 2.10: Percentage of population in each age bracket in Scandinavia, c.1920-c.1950
• Sources: Palgrave Macmillan Ltd (2013)
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opment of Chile and Sweden over the 20th century. Inverting their rates of population

growth, Chile would have grown more than Sweden over the century on a per capita

basis (a similar trend is reported for Argentina). This sort of counter-factual assumes

however that Chile would have produced more with a smaller workforce. Figure 2.11

looks at the yearly percentage change in economic growth minus the yearly percentage

change in population growth. From the 1940s to the 1960s, the Southern Cone has

more difficulties supporting a larger population given their rates of economic growth

while in the other two regions the economy grows at considerably higher rates than

the population, particularly in Scandinavia. By the 1960s the Uruguayan economy had

clear problems supporting its population, but the figure is not too different to that of

richer New Zealand.27
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Figure 2.11: Yearly percentage change of GDP minus yearly percentage change of population
(10 year averages)

• Note and sources: Calculated from Maddison (2003).

Another potential mechanism concerns working women. Increased female participa-

tion means the incorporation of poorer households into the labour force which is likely

27Reduced fertility induces individual investment in education and leads to human capital accumula-
tion thus reducing inequality over time. Causation is tricky as human capital can lead to better labour
opportunities and reduced fertility (cf. Castelló-Climent, 2010; Becker et al., 2012; Valenzuela, 2011).
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to increase the number of wage earners and reduce inequality. Figure 2.12 offers fe-

male workers as a percentage of the total labour force. The high figures at the beginning

suggest the need of poorer households to work in order to sustain income levels. In the

first half of the 20th century, women start abandoning the labour market in the South-

ern Cone while their participation constantly increases in the other two regions. In the

Southern Cone the figures are likely picking the participation of middle class women.

Reforms in Scandinavia, especially in Sweden with child benefits and the opening of

public sector jobs, increased labour participation among women after the 1940s to pre-

vent immigration of foreign workers (Steinmo, 2010). Reforms in the Southern Cone

sought to protect male wage earners and discourage women from working (cf. Lavrin,

1998) and today poorer households are more likely to have one wage earner compared

with two in richer households. Labour protection in Australasia benefited men over

women, but participation among women increased constantly after the Second World

War.
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Figure 2.12: Women in work as a percentage of total labour force
• Source: Palgrave Macmillan Ltd (2013).

Demographic behaviour is an important factor behind Southern Cone inequality. The

combined effect of large fertility, low economic growth, and stagnant female labour

participation helped to reproduce inequality over time through family resources. Natu-

rally, large fertility might have resulted from efforts to anticipate economic risk when
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old (e.g. compensating uncertain future incomes by having more children (Valenzuela,

2011)). But the issue raises interesting possibilities as the main divergence in demo-

graphic behaviour between the Australasian-Scandinavian block and the Southern Cone

appears after the 1930s and 1940s and could be related to the type of social insurance

that policy makers introduced, and which might have delayed the demographic transi-

tion.

2.6 Summary

We have come to regard Australasian and Scandinavian countries as egalitarian thanks

to their shared experience of decreasing inequality for most of the 20th century. Data

suggest that income inequality might not have been too different between these two

regions and the Southern Cone at the start of the century but that the trends diverged

from the 1940s onwards. Australasia and Scandinavia converged on a descending slope

up to the late 1970s while the Southern Cone experienced a more erratic pattern. In

most available indicators, Australasia and Nordic countries appear less unequal than

the Southern Cone after that decade.28

Data show both unstable and stable trends of income inequality. The stability of declin-

ing inequality in Australasia and Scandinavia probably insinuates a long-term effect of

social policy and democratic governance which was able to meet distributional conflicts

and had positive consequences for growth, through the incorporation of the poor and

unskilled into education and social insurance. The instability of Southern Cone trends

suggest less success in meeting distributional conflict and economic risk. But these are

28Williamson (2010, 250) raised a similar point when discussing Latin American income inequality:
“the inequality history that makes Latin America distinctive stretches across the 20th century when Europe
and its English-speaking offshoots underwent a secular decline in inequality correlated with the rise of
the welfare state. Latin America did not share that 20th decline. Why has 20th century Latin American
inequality history been so unique, while everything else about its inequality history from 1491 to the 1920s
was so ordinary?”. The puzzle lies precisely in the fact that the Southern Cone also introduced welfare
reform but it remained more unequal during the century.
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probably not the effect of institutions alone. Chile, the most unequal of our sample, and

Uruguay, one of the least unequal of Latin America, had stable democratic institutions

for most of the 20th century and yet their levels of inequality up to the 1970s are not far

off from the more erratic Argentina. The best way to make sense of this divergence is

to study the type of reforms and the cooperation that they elicited in order to link action

at the micro level with outcomes at the macro level. Three suspects emerged from the

data: difficulties in raising taxes from the rich, inequalities in the labour market due to

variation in demographic behaviour (possibly related to education and human capital),

and formal employment. To these questions I now turn in the next chapters: I begin

with the labour market as wages were the main determinant of income inequality for

most of the century (cf. Kraus, 2003).
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Chapter 3: Setting the Price of Labour

3.1 Introduction

The first answer to our puzzles lies in the labour market. The previous chapter suggested

that wage distributions were more comparable between the three regions in the early

20th century, but as urban economies expanded and introduced wage-setting mecha-

nisms, the Southern Cone remained more unequal. As wages are the main source of

earnings for most workers and middle classes, their distribution is an essential com-

ponent of income inequality, particularly as these countries continued to industrialise

their economies and monetize their labour relations in this period. Why did labour mar-

kets become more unequal in the Southern Cone than in the other two regions despite

considerable standardisation through minimum wages and collective agreements?

A broad debate between labour market institutions and human capital divides contem-

porary research on wage inequality (cf. DiPrete, 2007). Students of human capital note

that, with technical innovation, those who are better educated receive a wage bonus

or a skill premium, as they can adapt more easily to and thrive amid new conditions.

Although this argument has been tested repeatedly to explain the rise of inequality in

the last 30 years in advanced industrial nations, it has also been used to explain the

early 20th century. Research on labour market institutions finds that technology and the

economy have changed in a similar way across industrial nations but income inequality

has not followed a uniform pattern. They conclude that institutions that regulate wages
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across the economy explain cross-national variation – between the recently more un-

equal US and the less unequal European labour markets.1 The first approach links in-

dividual dynamics and education opportunity with aggregate outcomes, while the latter

shows how individual dynamics are embedded in a larger social and institutional setting

(cf. Portes, 2010). This chapter explains how wages were set across the labour markets

of Australasia, Scandinavia, and the Southern Cone and how they shaped inequality.

As systems of production where “holders of capital, backed by law and the state, make

the crucial decisions concerning the character and allocation of work” (Tilly and Tilly,

1998, 286), labour markets distribute earnings according to existing supply and demand

for workers and differences in individual productivity. But wages are rarely set by cap-

italists alone. Empirical research pays attention to constraints to employers’ decisions

through the scope of collective agreements, the size of unions, and the generosity of

minimum wages. By concentrating mostly on workers’ collective capacities, research

has left in the dark many of the decisions made by firms, often assuming that em-

ployers always strive to maximize profits by paying at or below market clearing levels

(Sørensen, 1994). The assumption seems to be that anything that limits the free hand of

employers reduces inequality, but in fact employers’ associations and firms have also

shaped labour regulation and collective agreements to their own advantage trying to

reward workers for their loyalty (cf. Hall and Soskice, 2001; Iversen, 2006). Under

particular circumstances both capital and labour benefit from wage restraint leading to

more equal earnings.

Scandinavians negotiated collective rates of wages as their national employers and

workers’ associations grew in strength and solidarity. Australasians embarked on a

legal route to set living wages across the economy thanks to the actions of courts and

judges. The Southern Cone chose a mix of collective agreements and minimum wages

1See Mouw and Kalleberg (2010); Keifman and Maurizio (2012); Wallerstein (1999); Western and
Rosenfeld (2011); Sørensen (2007).
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imposed by central governments. But wage-setting mechanisms provided a fragile con-

straint to income inequalities in the Southern Cone while the other two regions became

steadily more egalitarian over the course of the century. The comparison allows me to

track directly three puzzles: (1) Australasian and Scandinavian convergence despite the

adoption of different wage-setting mechanisms; (2) Southern Cone divergence, and (3)

within-regional convergence. These puzzles constitute not only an empirical but a the-

oretical challenge as Southern Cone reforms from the 1920s onwards looked at times

more progressive than their Scandinavian and Australasian equivalents, and yet were

ineffective to promote a stable downward trend of inequality.

By comparing the better known experiences of Scandinavia and Australasia with their

counterparts in the Southern Cone this chapter focuses on the conditions that made

collective agreements and minimum wages work over time. It further contributes to lit-

erature on labour markets by illuminating how policy makers interacted with organised

labour and capital to promote compliance with standard rates of payment. Research on

Latin America concentrates on the so-called “social question” at the start of the cen-

tury to show how elites’ gains from expanding trade coincided with worsening social

conditions (cf. de Oliveira and Roberts, 1994; Monteon, 2010). These accounts miss

the mark when overplaying the lack of motivation of employers and policy makers to

reduce conflict amid risks that were common to export-oriented economies. The unre-

strained power of capitalists does not explain wage inequality in the Southern Cone. I

attempt to show how policy makers and capitalists tried to forge new forms of coordina-

tion to adapt to novel economic conditions. Policy makers could improve or fragment

group-level cooperation in their quest for order and support.

The chapter opens with a review of explanations linking wage-setting mechanisms and

inequality. I show the limits of existing accounts that derive wage-setting mechanisms

from power relations alone, either contemporary or historically, and which neglect the

challenges that policy makers and social actors faced at the start of the century. As
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wage-setting mechanisms were introduced in this time as novel institutions, the sec-

ond section provides an account of the risks that labour markets faced, in particular the

dualism between export-oriented and internal markets. The third section turns to litera-

ture on collective action to explain how regulation worked, and provides case studies of

the different forms of wage-coordination enacted in this period. A fourth section con-

cludes by discussing the association between wage-setting mechanisms, the collective

capacities of both labour and capital, and inequality through an analysis of compara-

tive outcomes. Research often corroborates the all too familiar argument that industrial

peace and wage restraint helped the Western economies grow for most of the 20th cen-

tury (Crouch, 1994). I argue however, that improving the collective capacities of social

actors and their compliance with standard wages helped to bring inequality down, and

for this not only the scope but the pattern of inclusion mattered.2

3.2 Wage coordination and income inequality

Research finds that the coordination of wages through a minimum national wage and

collective agreements reduces inequality as workers receive a standard rate for their

labour; the wider the coverage of these mechanisms, the more equal the labour mar-

ket. Countries with nation-wide and centralised collective agreements that cover most

industrial branches are more equal than those that negotiate agreements for particular

unions and economic sectors (Eichengreen and Iversen, 1999; Wallerstein, 1999; Pon-

tusson et al., 2002). Minimum wages on the other hand can provide a common floor

for most workers (and could become a maximum wage). Although these mechanisms

can produce a gap with cheaper labour that works in the shadows of the formal sector,

2Wage restraint means paying a standard rate which leads to more equally distributed wages. Not
surprisingly, the inequality debate between market institutions and human capital is found in research on
economic growth. Recent reviews argue that equality improves growth as opportunities to accumulate hu-
man capital expand and increase the productivity of the many (Cingano, 2014; Free Exchange, 2014). But
wage restraint and industrial peace could be another mechanism through which equality affects growth:
with more equal wages, wage restraint and industrial peace can boost legitimacy and cooperation with
existing political and economic institutions.
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both collective agreements and minimum wages are thought to be pursued by organ-

ised workers through their unions and labour-based parties. Union densities, left-wing

partisanship, centralisation of collective agreements are significant predictors of more

equality.

Does the absence of wage-setting mechanisms and left-wing partisanship explain in-

equality in the Southern Cone? The assumption is that power concentration inhibited

inclusive policies. For labour markets this insight is relevant because economic con-

siderations are not the only determinant of wages; lack of inclusive rules will probably

not get us far in answering our puzzles. The three regions enacted minimum wages,

collective agreements, compulsory arbitration and conciliation procedures during the

first half of the 20th century, and these policies expanded in scope and generosity dur-

ing the second half. Equally, institutional history falls short as these mechanisms were

agreed on or legislated at the beginning of the 20th century – long after colonial times

in the case of the Southern Cone and when elites exercised significant influence in the

three settings. This is not surprising as urban industries differed from the craft-based

and predominantly rural labour markets of the past and required new types of insur-

ance.3 Given the centrality of the rural economy and of natural resources, these regions

shared a history of itinerant labour forces exposed to economic changes that was hard

to protect.

If lack of regulation and past colonial history are incomplete answers, were then collec-

tive agreements, arbitration, and minimum wages designed to exploit or extract from

3Extractive colonial institutions, through which colonisers exploited and coerced native populations,
do not explain labour markets of the growing urban economies. Even in Chile, the country in the Southern
Cone with a larger native workforce and, of our cases, probably the most unequal, causality did not always
work as predicted (cf. Acemoglu et al., 2001; Acemoglu and Robinson, 2012). In 1555 the king of Spain
decreed that natives should be taught a craft so as to protect them from exploitative landowners. It proved a
successful policy as landowners preferred to invest in a workforce that would remain loyal in the long-run
in contrast to free labour from Spaniards and mixed-blood who were more unreliable and independent. A
census in 1614 found that in Santiago 85% of natives already knew a craft or trade and that their wages
were 40% higher than that of non-native labourers (Salazar, 1989, 28-9).
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the working classes in the Southern Cone? As we will see in the case studies, the func-

tioning of wage-setting mechanisms certainly had unintended consequences as it left

behind those who could nor organise or worked outside formal arrangements. But not

being totally inclusive did not make these mechanisms extractive. Economic elites did

not benefit from competition from informal firms, and the poor did benefit from cheaper

goods provided by the informal economy, as it is the case today (Centeno and Portes,

2006). These policies sought to contain conflict and achieve cooperation from workers

rather than strengthen employers’ extractive positions. The strategy involved dividing

workers and tying them to the state, rather than allowing them to build up autonomous

capacities. Employers supported this strategy as they feared union growth, but resented

it as it took control over labour relations away from them. In the process, both em-

ployers and workers lost their ability to coordinate inside the market and had to seek

cooperation from agents in the political arena.4 The pattern of inclusion required no

collective responsibility or discipline to expand coverage. Policies were part of a strat-

egy to achieve quick consent by playing off groups’ interests. In the Southern Cone

top-down reform did not achieve generalised compliance at the bottom.

This would suggest the possibility that wage setting mechanisms and political partisan-

ship by themselves have no impact on the distribution of income. Scheve and Stasav-

age (2009) arrive to this conclusion by examining the evolution of inequality using the

top incomes share dataset (Alvaredo et al., 2012). They find that the introduction of

nation-wide collective agreements or the predominance of left-wing governments did

not break previous trends of income inequality and this holds as well when using wage

data for some countries to rule out the bias of top incomes. One country they discuss at

length is Sweden where they look for a possible structural break after the introduction

of a centralised collective agreement in Saltsjöbaden in 1938 (Scheve and Stasavage,

2009, 242-6): inequality trended downwards before the signing of the main collective

4Although it could be argued that they were designed for non-elite hoarding particularly among formal
workers and civil servants that benefited more. For a conceptual discussion see Tilly (1998).
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agreement and it continued trending downwards afterwards. One option may be that

collective agreements helped to consolidate the gains of previous drops in inequality.

A key finding of their model is the significant effect of union size. But they correctly

interpret the effect in cautious terms: “the big question (...) is whether this result also

reflects a causal relationship whereby union density determines inequality. The primary

alternative is that union density is an outcome that, like income inequality, is driven pri-

marily by underlying economic or political trends” (Scheve and Stasavage, 2009, 235).

The fact that neither partisanship or collective agreements appear to produce a struc-

tural break on the trend questions whether centralised wage bargaining has a causal

effect on inequality or if is it simply an outcome that has evolved over time as a result

of underlying social processes (Scheve and Stasavage, 2009, 249-50).

This chapter studies the process that underlies the association of variables such as col-

lective agreements and union densities. Wage-setting mechanisms are forms of coordi-

nation between labour and capital that can be pursued from below through the collective

capacities of employers and workers or aided from above by state-backed legislation.

Unionism is a key variable as it denotes the collective capacity for mobilization and

self-discipline among workers. Larger densities made national agreements on wage

rates easier to enforce and comply with. But these collective capacities need to be

placed in relation with policy makers and employers’ associations. Regulation would

only impact the distribution of income in the long-run if workers and employers had

the capacity to enforce these agreements permanently on their own members and with

autonomy from political interests; if awarding benefits demanded generalised coop-

eration. The underlying process that made inequality decline over time aided group

organisation, inclusion into wage agreements, and compliance with prescribed rates.

The Swedish case works in fact as a counterexample to Scheve and Stasavage’s (2009)

findings: Saltsjöbaden may be the first centralised and most famous collective agree-

ment in Sweden but it was pre-dated by almost 40 years of union and employers agree-
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ments, and already before 1938 most workers were covered by them. A structural break

on inequality depends on when to place the first agreement between capital and labour.

By only concentrating on the power of workers, disregarding what it is assumed to

be the elite’s motives, research leaves unexplored exactly what the powerful did. The

strength of unions and the design of wage-setting mechanisms evolved at unison, raising

questions on how unions could muster the necessary self-discipline to enforce national

agreements among their members or comply with state-backed minimum wages.

3.3 From distributional conflict to wage-setting mechanisms

Rising struggles over wages and working conditions shaped distributional conflict giv-

ing way to different forms of cooperation between policy makers, employers and work-

ers at the start of the 20th century. While cooperation ensured the inclusion of the ma-

jority of the workforce into wage-setting mechanisms in Scandinavia and Australasia,

it marginalised itinerant and informal workers in the Southern Cone without provid-

ing a stable framework for settling disputes between economic parties; even for those

included these mechanisms did not always work.

Conflict spoke to the difficulties of the nascent urban economies which had no systems

of income or consumption protection. The setting of wages became the key variable

that political and economic actors manipulated to face the vulnerability of international

trade and the escalation of internal conflict. The two seemed connected as conflict

over wages and income insurance appeared in rapidly changing sectors. A series of

strikes and employers’ lockouts in Scandinavia shaped the emerging national feder-

ations of unions and employers paving the way for collective agreements (Swenson,

1991, 2004). The Antipodes and the Southern Cone neutralised social conflict from the

state, i.e. from the top down: through the judiciary in the former and the executive in

the latter. Courts’ rulings aided the formation of unions in Australasia and protected
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them from both employers’ coordinated action and internal disputes between radical

and moderate members. With the organisation of unions and employers, compliance

with courts’ living wage awards became possible. Executive mediation in the Southern

Cone created incentives for unions, union bosses, and employers to fragment as they

courted, individually, government favour. Class solidarity and compliance with higher

wages across the economy or collective agreements became more difficult. The result-

ing system did not generate stable conditions for the settling of disputes in the long-term

– which would have made the trends of income distribution stable – and did not award

standard wages across the economy – which would have made inequality drop.

Segmentation between export and domestic-oriented sectors became a common chal-

lenge. Dualism could trigger wage disparities between urban and rural, skilled and

unskilled, and between formal and informal workers. As figure 3.1 shows, industry

would only employ the majority of the Swedish and Australian workforces in time. In

all other countries, employment in manufacture and construction, the usual domestic

sectors, settled around 25 to 30% of the total workforce.5 The fact that the Southern

Cone countries exhibit lower levels of employment in industry suggests an additional

problem: the growth of urban economies would be accompanied by the growth of the

service sector in which it is harder to enforce wage regulation (cf. Portes, 2010; Cen-

teno and Portes, 2006). Excluding transports and finance, the share of the service sector

in Sweden would grow from 6 to 10%, in Australia it would oscillate between 9 and

14%, but in Argentina and Chile it would remain around 20% and grow above 30% af-

ter the 1960s (see sources in figure 3.1). This means that the figures of wage inequality,

reviewed in the last chapter, covered only a fraction of workers in the Southern Cone:

some egalitarian trends in the 1950s or 1960s benefited those included, but even these

protected workers faced growing inequalities afterwards.6

5In Uruguay the share of industrial employment rose from 18 to 28% between 1908 and 1963 (Nahum,
2007a).

6The growth of industry in Australasia and Scandinavia benefited from increasing complexity in their
processes and products. This meant that they could become permanent sources of jobs for most workers.
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Figure 3.1: Workers in manufacture and construction of total workforce.
• Source: Véganzonès and Winograd (1997) for Argentina; Díaz et al. (2010) for Chile Palgrave

Macmillan Ltd (2013) for Scandinavia and Australasia. Information for Uruguay is incomplete.
Dividing available information on construction and manufacture workers by total active population
would typically give ratios of 10% participation in these areas as industrial censuses tended to
select manufacture workers in 1930 and 1936. Alternatively, dividing by total workers in the
censuses would give disproportionate numbers in industry. I select more accurate numbers in
Nahum (2007a) and Universidad de la República (2014) for the years given in the figure.

Distributional conflict emerged in transport services that had to adjust to international

prices and had an important leverage over the wider economy. Conflict was urban

rather than rural, with the arguable exception of shearers and meat packers’ strikes in

Australasia and the Southern Cone.7 In Scandinavia the pattern of conflict was differ-

ent. It began in sectors protected from international prices, particularly in construction

and building. But it began precisely with the aim to lower the wages of workers in

these sectors so export-oriented firms could compete for scarce workers without rising

labour costs (Swenson, 1991, 2004). Strikes often reacted against employer coordi-

nation to lock workers out in order to drive wages down. Data on industrial disputes

conflate both types of mobilization, but the difference is important as it indicates dif-

ferent capacities for mobilization but not necessarily of long-term organisation.

Lack of complexity still characterises many of the Southern Cone industries. See Bustos et al. (2014).
Less complexity could well be the outcome of unsolved distributional conflict and a pattern of interaction
between economic and political agents that rewarded loyalty over investment.

7Some of the major strikes involved mercantile marine officers (1890), shearers (1891), miners
(1892,1916-20) in Australia (Waters, 1982); waterside workers and miners in New Zealand (1913-14);
metalworkers (1919), waterside workers (1921), shearers (1920-2) in Argentina; miners (1907) and shear-
ers (1920) in Chile; tramway employees (1911, 1922) and meat packers (1917) in Uruguay.
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Figure 3.2 shows the days of work lost to industrial action, either through workers’

strikes or employers’ lockouts. Data are incomplete for the Southern Cone before the

1930s, and these countries are likely to have experienced more industrial disputes than

the ones reported; records are also problematic after the 1950s as most strikes were

deemed illegal in legislation or actively persecuted. Hence, data are incomparable and

should be taken only as a reference. In general, all countries experienced a decline

in serious industrial disputes in the 1930s due to increased unemployment and during

the 1940s in countries that were occupied or participated in the war.8 After the 1940s

distributional conflict grew in Argentina and Chile while it oscillated or declined in the

other two regions up to the late 1960s when conflict picks up again.9 These incomplete

numbers call for an explanation of the success of wage-coordination in Scandinavia

and Australasia in securing peaceful compliance from both workers and employers in

comparison to the relatively more conflict-prone labour markets of the Southern Cone.

The fact that disputes concentrated around urban areas and close to political capitals

had a considerable effect on public opinion.10 If external economic shocks conditioned

wages in export-oriented firms, the endogenous growth of urban industries was a fertile

ground for tension due to population concentration. Belich (2011) documents the pat-

tern of the “exploding wests” in countries with open frontiers like the Anglo world and

Argentina. Cities connected with the exploitation of natural resources grew rapidly too

in countries with a less decisive experience of open frontiers like Uruguay, Chile, and

Scandinavia.11 For landowners and urban middle classes these migrants were deemed

8Pre-1930 information exhibits a larger number of major disputes and number of days lost in Scan-
dinavia and Australasia (see sources in table). In Uruguay, Errandonea and Costabile (1969, 165) show
that man-days lost to disputes increase from almost 16 thousand in 1908 to 149 thousand in 1922 to 267
thousand in 1934. See also Nahum (2007b). With no information on days lost, the number of strikes and
workers involved increases in Chile between 1900 and 1930 (Díaz et al., 2010). Growing numbers in the
Southern Cone might reflect improvement in data collection.

9Usually one big dispute increases the average number in Scandinavia and Australasia, for instance
New Zealand in 1951.

10Alternatively Alesina and Glaeser (2004) argue that a welfare state failed to emerge in the US partly
as social unrest occurred far away from the political centre.

11Like other Australian cities, the population of Melbourne doubled between 1860 and 1880, and would
double again by 1919 (Belich, 2011). The rapid growth of Australian cities prompted the Public Service
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Figure 3.2: Days of work lost to industrial action (strikes and lockouts) in thousands
• Source and notes: See text as data are not comparable. Data are from International Labor Office

(ears), checked with van Zanden (2015) and Palgrave Macmillan Ltd (2013). Data for Uruguay are
supplemented with Nahum (2007b) and the period 1945-1949 has only one observation for 1946.
Data for New Zealand are supplemented with Statistics New Zealand (2012), and for Chile with
Díaz et al. (2010).

unreliable and added social uncertainty.

National states had different capacities to react to this combination of urban growth,

distributional conflict, and changing economic conditions. Did they have the means

to prevent and anticipate new forms of violence? At first, states reacted with physi-

Board of New South Wales to set up a Royal Commission that reported alarming levels of poverty and
destitution (Murphy, 2011, 7-8). Between 1860 and 1890 the population of Buenos Aires tripled and
would triple again by 1910 from half a million to one and a half million. By 1913, 70% of its working class
families lived in one-room dwellings (Baer, 1998, 135). Although Latin American cities were “scenes of
extreme social inequality” (de Oliveira and Roberts, 1994, 254), pressure to freeze rents and improve
housing conditions became widespread in the three regions (Baer, 1998; Björkman, 2012). The pace of
growth of Santiago, Montevideo, and the Scandinavian capitals was slower but significant. From the late
19th century, Santiago doubled its population in 20 years; Copenhagen, Oslo, and Stockholm in 30 years;
and Montevideo in 40 years (Palgrave Macmillan Ltd, 2013).
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cal coercion, sending troops to keep strikers at bay and restore threatened economic

sectors. The tradition of independent courts helped Australia and New Zealand nego-

tiate rules for awarding wages which gained consent and elicited compliance, in time,

among workers and employers. National states in Scandinavia tended to be more cen-

tralised with autonomous bureaucracies and a great deal of power to enforce legislation.

But Scandinavian states refrained from a path of open repression as local organisations

proved capable of conducting their own labour relations. The growing power of federal

unions and employers’ associations, together with their political voice, allowed these

countries to agree on binding rules on wage regulation. These two different ways to or-

ganise rules for everybody prevented governments in both regions to commit repression

in a large scale.

In contrast, the Southern Cone had a more violent path to achieve labour cooperation,

perhaps reflecting deeper Latin American problems to secure social order (North et al.,

2000). The states were weaker in terms of taxation capacity and autonomous bureau-

cracies (Centeno, 1997, 2002), but had relatively strong armies, and that showed in the

scale of repression.12 Food riots in Santiago in 1905 resulted in 300 dead after the army

intervened. A strike by nitrate miners in Iquique, a northern Chilean city, escalated af-

ter the miners occupied a local school with their families. They were machine-gunned

leaving a toll of about a 1000 casualties (Albert, 1988, 28-9). Similar responses by

the Argentinian state produced at least 700 dead in a metalworkers strike in 1919 and

another 1500 in a rural strike in Patagonia between 1920 and 1922. The severe reaction

is partly explained by the fact that Southern Cone states were risking their reputation

among foreign investors and local elites. The Chilean miners’ strike for instance, had

been partly solved by the mediation of the local government, but firms wanted the cen-

tral state to restore its credibility through a show of force. If conflict in Uruguay did

12One could think the strength of the armies amid weak, low-taxing, states as a colonial legacy. But it
seems that relatively strong armies were the product of the wars of independence in the early 19th century:
states had to buy army leaders and potential caudillos to secure peace. See Centeno (2002) and Tilly
(2006, 125).
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not lead to mass casualties it could be down to the fact that its army was weaker than

its neighbours (López-Alves, 2000, 2002). But even in this relatively peaceful setting

the army had to send two cavalry regiments, 500 strong, to quell a strike of no more

than a 1000 workers in the interior of the country in 1922 (Errandonea and Costabile,

1969, 113). The state, in other words, was ineffective in securing order with the threat

of physical force and resorted to violence.

Traditional rural activities were less conflict-prone as they could buffer changing eco-

nomic conditions through a combination of cash and non-wage benefits. Economic

relations were changing from a mix of cash and in-kind payments (e.g. firm-provided

benefits such as housing) to solely wages.13 Wage-setting mechanisms were a novel

form to coordinate action within labour markets and to provide income security through

monetary instead of non-monetary payments. Policy makers could buy workers’ peace

through welfare and public goods thus allowing firms to transfer non-cash reciprocity

to the state. Or they could force firms to provide higher wages and benefits in return for

compensation, such as protection from foreign competition, thus allowing workers to

buy insurance privately and letting firms combine wages with other forms of benefits.

One option would entail the break up of paternalism between firms and workers. The

other would combine market mechanisms with firm-based insurance.

Three factors contributed to the success of alternative forms of coordination. The first

is the degree of inclusion because a common wage would drive inequality down. Mass

inclusion into wage-setting mechanisms prevents the informal sector to expand. But

13An Argentinian report in 1902 noted, with a paternalistic tone, how these traditional systems of rural
reciprocity were being lost and replaced by the cash-nexus: “These working masses present an enormous
danger since they are linked to life only with the unstable and precarious bond of salary and animated by
resentment rather than hope. All this creates germs that spread from person to person and explains the
immolation of presidents and monarchs, with astonishing cynicism, in broad daylight, before the entire
world, without taking care, as in classical times, to hide their daggers behind myrtle boughs” In “El
Informe de la Comisión Revisadora Aduanera de 1902: Las reformas aconsejadas y su fundamentos” in
Sumario de los pormenores y antecedentes que se refieren a la reforma aduanera y a los tratados que la
Liga de Defensa Comercial ha presentado al Honorable Congreso de la Nación (Buenos Aires, 1903),
CXCIV. Quoted in Rocchi (2006, 22).
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the degree of inclusion depended on the collective strategies of workers, employers, and

policy makers and the objectives they wished to attain. I have divided these strategies in

the introduction into top-down and bottom-up to draw attention to the fact that policies

require cooperation to work. Research often concentrates on the former and conflates

state-backed action, from above, with power resources.14 But bottom-up conditions are

essential for coordination as organisations could self-monitor compliance with state-

backed regulation or even work out agreements that were later recognised by the state.

Self-enforcement and the building of collective capacities from below are important as

well as they lead to a third factor: the long or short-term effect of wage regulation.

This provides time consistency as long as unions and employers had to sacrifice short-

term gains in order to attain workable and credible agreements for the future. Policy

makers could try to buy workers’ loyalty by promising and improving consumption in

the short-term or employers’ loyalty by promising protection from foreign and internal

competition, thus discounting the future.

3.4 Three forms of wage coordination

3.4.1 The Nordic countries: self-regulation from the bottom-up

Coordination among employers’ and unions’ federations helped Scandinavia to sus-

tain a long-term drop of wage inequality, from the early 20th century up to the 1970s.15

14Latin American research is typical of this line of thought: either states are too weak to enforce pro-
gressive legislation or too strong to coerce and exploit. For a critique see Centeno (2002).

15It is not altogether clear why employers organised as national federations. Ingham (1974) suggested
that the large concentration of capital among few families made cooperation easier in Norway and Sweden.
Capital was however less concentrated in Denmark (Swenson, 1991). Comparatively, capital was also
concentrated in Argentina, Chile, and Australia during this time but coordinated action was more difficult.
In Scandinavia, business groups retained strength to shape policies and further concentrate capital income
(Högfeldt, 2005; Swenson, 2002). Fear of union growth helped employers organise in the three countries.
In the case of unions, some highlight the late abolition of mediaeval guilds in the 19th century which
provided craftsmen and early industries with a model of cooperation and common insurance (cf. Fahlbeck,
2002). The first federations of workers appeared among craftsmen who had been protected by guilds and
were politically moderate. Soon the incorporation of unskilled labour from rural areas made them less
moderate (Hansson, 1923; Galenson, 1969, 1970).
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There were clear benefits in federating. Employers could keep labour costs constant and

low by eliminating non-wage or firm-based benefits. Federation allowed employers to

restrain firms from free-riding on these agreements and protect them from the militant

action of unions by coordinating lockouts. Unions also benefited as they gained in

strength and could discipline local organisations, above all the more radicals that might

be tempted to reject wage agreements. Suspicious of direct government intervention,

employers and unions’ collective agreements were ratified by labour courts which pro-

vided a more stable framework to solve disputes and assign legal responsibility. The

issue of protecting income remained: with standard wages and the elimination of firm-

based benefits, firms became competitive but risked losing workers’ loyalty. The state

stepped in to provide insurance assuming the functions of the non-wage (e.g. gift)

economy.

To keep a system based on large collective entities, discipline was required from all

actors. Commentators at the start of the 20th century acknowledged that employers’

organisations sought federation in response to union militancy, and favoured collective

agreements to create a working and peaceful environment. Once these agreements were

in place, employers sought an additional assurance to get unions’ compliance, which

they got through the introduction of labour courts that forced both sides to accept lia-

bility for breaches of these agreements. The state became a guarantor of agreements

reached from the bottom-up, between the organisation of labour and capital, and pro-

vided legal tools to enforce them (Erichsen, 1932b, 838). Confrontation led to compro-

mise and, finally, to ratification by the state.

Three years define the Scandinavian system of wage-coordination: in 1899 the Danish

Employers’ Confederation reached the September Agreement with the Danish Confed-

eration of Trade Unions; in 1935 the Norwegian Employers’ Confederation reached

an agreement with the Confederation of Trade Unions which improved on a previous

settlement (1902); in 1938 the Swedish employers and unions struck the Saltsjöbaden
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agreement which also built upon a previous settlement (1906) (cf. Fahlbeck, 2002).

Collective agreements were fought mainly over issues of wages and insurance. Unions

wanted both higher wages and firm-based insurance. With the growth of social spend-

ing they also wanted firms to bear the extra cost with more taxes so as to lower the bill

on wages. Employers alternatively sought to force all firms to standardise wages and

eliminate non-monetary benefits that increased costs. As Swenson (1991, 2002, 2004)

explains, the export sector within national employers’ organisations took the lead as

they wanted to align labour costs of firms facing international prices to those facing

more protected national markets. Concerted lockouts in construction – a protected sec-

tor which paid relatively higher wages given the severity of weather conditions – ignited

the struggle to drop labour costs.16 Strikes and lockouts led both parties to federate and

seek national agreements. These still constitute the core of labour regulation in the

three countries.

Of the Nordic nations, Denmark was the first to negotiate labour relations between

employers’ organisations and unions. Fear of union growth and their meddling with

wage and hiring policies mobilised employers in trade, industry, and crafts to organise

a Confederation (DA) in 1896. In 1899 a local strike among carpenters in seven towns

spurred the DA to force a mass lockout in carpentry. Employer solidarity extended as

engineering firms locked their workers out. Unions, which had confederated in 1898,

reacted with a general strike and provided funds to relieve locked-out workers. An

unintended consequence of this process was union growth. Workers had an incentive to

join as in return for their dues they received relief when locked out or unemployed. But

this also created an incentive for employers to join the DA and force lockouts to drain

unions’ funds. The conflict lasted for a hundred days, left the Labour Confederation in

financial ruin, and convinced erstwhile reluctant employers to join the DA.

16As early as 1907, Danish, Norwegian, and Swedish employers had met in Copenhagen and agreed
that wages in construction should be in line with the rest of the economy (Swenson, 1991, 14).
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Union density among blue-collar workers increased from 23 to 57% between 1911

and 1939, although the process was not linear. During the economic dip of the 1920s

some workers could not afford union dues (Pedersen, 1993, 537).17 A key element of

union growth was the common administration and pooling of strike and unemployment

funds to aid workers in their struggle with employers’ lockouts. But internal divisions

between skilled and unskilled marked the early Danish movement. Skilled craftsmen

deemed themselves a cut above common labourers and tried to secure better wages

(Galenson, 1969, 29). Unskilled labour and the metal-workers union clashed as the

latter had to consent to lower wages to subsidize and accommodate the interests of the

former. But Federation ensured that more radical members of local unions would lose

out on strike funds and unemployment benefits if they began independent industrial

action. Centralised collective bargaining was secured with a high degree of financial

liability for breaches among workers.

Like unions, the Social Democratic party faced internal division that could have re-

stricted class solidarity. Socialists held power in 1929 with a minority government as

over-representation of rural districts favoured the liberal party. Instead of focusing on

unions, the party sought a political compromise with rural parties (Baldwin, 1999).

Party and unions were separated and autonomous bodies but the workers’ federation

assisted the party with funds (Galenson, 1969, 44-5).18

17Other sources give higher union rates. Unlike Sweden and Norway, Denmark had a slower indus-
trialisation given its lack of mining and hydroelectric resources. Land privatisation and the abolition of
the last remnants of serfdom in the 19th century made city and farm economies coexist, so the labour
movement was more moderate and of rural extraction (Galenson, 1969). If old craftsmen and their unions
are taken together with the Danish Laborers Union, which grouped together unskilled migrant workers,
already by 1901 76% of the Danish workers belonged to some form of collective group. Unskilled women
also unionised in the Women’s Labor Union by that time. 22% of them were unionised in industry and
handcraft (Galenson, 1969, 24).

18Syndicalism was not strong enough to create internal discord as in Sweden and Norway. Communism
was the only opposition within the labour movement and it was marginalised from the Federation and the
Social Democratic party. Employers also faced internal division. Building trades could free ride from
collective agreements and be more competitive by paying less than the prescribed rate. With lower prices
in the 1920s this did not matter too much for employers; with higher prices firms began to pirate workers
by paying above prescribed rates in the 1940s (Galenson, 1969, 90-1).
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The 1899 agreement laid the foundation to industrial relations and motivated both

unions and employers to enlarge their federations, hence facilitating nation-wide and

long-lasting agreements. Most of the labour force would be included and organised as

a result. Wages were agreed centrally but local firms and shop-floor unions enforced

them so as to motivate compliance at a local level. The agreements were met with oppo-

sition by radical workers, but the central administration of lockout and unemployment

funds allowed the federation to isolate radicalism. The national agreement asserted

employers’ complete control over administration and hiring. But at the same time,

Denmark would not experience the protracted political battles waged in most countries

over the right of workers to organise. The Labour Court of Denmark, set in 1908, inter-

preted the agreement as a form of mutual recognition between the two parties, which

meant in practice the acknowledgement of the right to form unions (Hasselbalch, 2005,

27-8).19 A further piece of legislation, the Official Conciliator’s Act allowed the state

to interfere in cases of increased conflict. Unions had to give notice in advance for

organising strikes. Employers accepted unions’ right to strike as it added legitimacy

to their own lockouts. As a result, by the 1930s two thirds of small and large industry

workers were covered by collective wage agreements (Erichsen, 1932a).

Unlike Denmark, Norwegian industry was concentrated and driven by mining and mer-

chant shipping, which could have, theoretically, aided coordination. The Confedera-

tion of Employers formed in 1900, one year after the unions had organised under the

National Confederation of Trade Unions. Soon in 1902, a short-lived agreement regu-

lated industrial relations. As in Denmark, later legislation set up labour courts to ratify

agreements (in 1915, 1927, and 1933) which banned strikes and lockouts and made

both confederations liable for any breach while the agreements lasted.

19The court was accepted by the employers as a way to safeguard collective agreements between feder-
ations. Locking out was a costly tool to force workers comply with standard wages. As Niels Andersen,
president of the DA, admonished his colleagues in a 1909 speech: “So long as this is the only weapon at
your disposal you will be unable to avoid using it from time to time, and we all know that the oftener we
brandish it the sooner we blunt its edge” (Erichsen, 1932a, 689-90).
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Conflict in Norway was more difficult to conciliate due to internal divisions within the

labour movement. Like Denmark, Norway had a labour force divided between migrant

unskilled workers and skilled industrial workers.20 The workers’ federation was mod-

erate but by the late 1910s, syndicalism and young radical workers began to crack union

solidarity. As Galenson (1970, 24) explains, “the older unionists, who had built up a

large trade union apparatus, were unwilling to take the risks involved in direct action

of a political nature, while the new element was impatient with pure trade union meth-

ods and was looking for short cuts to the goal of higher living standards”. Syndicalists

attacked the gradualism of social democratic and parliamentary ways and gained influ-

ence over the Labour Party. By 1920 the federation of unions accommodated syndical-

ist proposals but avoided the calls for industrial sabotage and independent action. The

Labour Party and the Unions were divided on compulsory arbitration: the former voting

for it in 1922 but the latter being against it in 1923 as syndicalism gained momentum

inside the labour movement. Another of the aims of syndicalism, in which they suc-

ceeded, was to end the system of union administered pension and unemployment funds,

known as the Ghent system. This might have caused a slower increase of unionism in

Norway compared to Denmark and Sweden who retained union administered funds

(Rothstein, 1998).21 Syndicalysts’ gains would be short-lived as the economic crises

in the 1920s increased unemployment (from 2 to 18 % between 1920 and 1921 among

unionists (Galenson, 1970, 27)). Radicals, strong among the unskilled, accommodated

to the traditional signing of collective agreements defended by skilful and older work-

20The more skilled metal workers, typewriters and lithographers finally joined in the craftsmen-
dominated central union in 1904 preceded by the Bergen lockout of metal workers and moulders (Galen-
son, 1970, 15-6).

21The union convention in 1918 reflects this internal problem. The resolution supported by the moderate
members advocated parliamentarian and collective bargaining, “the socialist society shall be built upon
majority opinion, expressed through universal suffrage for men and women alike (...) Social democracy
cannot recognize any dictatorship by force either on the part of the upper class or the working class”,
but the syndicalist resolution which carried the day advocated class struggle and direct action, “As a
revolutionary class warfare party, social democracy cannot recognize the right of the ruling class to exploit
and suppress the working class, even if such exploitation and suppression are supported by a parliamentary
majority” (Galenson, 1970, 62-3). These disputes made solidarity more difficult to achieve and led to a
break up of the political organisation of the left after the convention in 1918. Social Democrats left the
union and the Labor Party. Moderation brought them back in 1925 and the expression and aim of a “the
proletarian dictatorship” was erased from official union and party documents.
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ers. Bar the crises, union density still grew, from 8 to almost 35% between 1910 and

1936 (Kiel and Mjoset, 1993, 37).

With the working class and Labor party divided, self-discipline would have been diffi-

cult without top-down action from the central state. The state began regulating labour

conditions in the early 1920s as syndicalism expanded among unions. A strike and lock-

out in mining spread to metal industries and led the state to enact compulsory arbitra-

tion just as employers were to lock 70,000 workers out (who had refused a compromise

drafted by their national leaders). In 1921 arbitration expired and neither party wanted

its extension. Collective bargaining and arbitration favoured employers who sought

cuts up to 33% in wages. Unions resisted mediation and sought a direct compromise

with capital. The decline of state mediation in the mid and late 1920s was followed

by a strengthening of union and employers’ organisation capacities.22 The decline of

compulsory mediation did not mean that the state abandoned labour disputes: labour

courts sanctioned labour negotiations. When another serious work stoppage loomed in

1931 over a proposed wage reduction, both unions and employers negotiated with the

help of labour courts. By the early 1930s, 40% of workers were included in collective

agreements (Erichsen, 1932a). In 1935 employers and unions singed a long-lasting Ba-

sic Compromise that set out the rules of collective bargaining; the previous existence

of labour courts had helped the self-regulation of industrial relations (Berg, 1933). The

agreement lasted until 1947 and was renewed thereafter with small changes.

Despite reaching a national agreement later than its neighbours, Sweden followed a

similarly conflict-prone path to central coordination of wages and disputes. Like the

22The state mediator noted in his 1926 report that both parties had not been dealing with each other
because of state mediation: “It has in recent years become the practice to employ compulsory mediation
in almost all conflicts where notice of a work stoppage is received. I understand section 31 of the Act of
1915 to mean that there was no intention of employing mediation in trivial disputes. It is therefore my
opinion that the present practice should be altered, since it both involves needless public expenditure and
gives the parties to disputes the impression that all disputes are to be settled with the assistance of the
mediator” (Galenson, 1970, 170).
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other two countries, unions and employers negotiated agreements that were later recog-

nised by the state. Unions confederated in 1898 and employers followed suit in 1902.

Like the other two countries, Swedish employers recurred to mass lockouts to force

unions to comply. Like Norway, disputes within organisations made the first agree-

ments fail.

Swedish employers complained that central agreements were not strict enough to make

unions liable. In 1916 the Confederation of Unions opposed a legislative measure that

would have made it responsible for breaches from its smaller constituting unions (Erich-

sen, 1932a, 685-7). Like Norway, the older unionists saw an affinity between smaller

unions, radicalism, and youth and blamed them.23 But the effects of the agreements

were felt before Saltsjöbaden. Already in the early 1930s, 80% of industrial work-

ers were covered by collective agreements (Erichsen, 1932a). In the process unions’

discipline grew thanks to favourable top-down regulation. Labour did not use its po-

litical power to regulate by law collective bargaining and employers did not seek to

limit unions through the state. The labour court law of 1928 guaranteed arbitration

within existing rules. In 1936 additional legislation protected the rights of unions and

employers to collective bargaining. Discipline also permitted wage freezes and became

accepted by the federation without threat of strikes or lock-outs (in 1949-50 for in-

stance). Through their dealings with unions, observers noted a change in employers’

cultural attitudes as well as they were seen to become less autocratic (Myers, 1951).

The agreement in 1938 came after 2 years of joint discussions by labour and capital to

avoid further political intervention in labour disputes. The defining Basic Agreement

followed the outline of the Danish and Norwegian agreements: it cut across industries

23Sigfrid Hansson, a Social Democrat journalist, trade-unionist and politician, complained long before
the signing of the national Saltsjöbaden agreement that “in some trade unions (...) the centralised system
thus created has not met with approval. Younger radical members (...) have reacted against the system,
being ignorant of the preceding circumstances which led to this development (...). Their instinctive desire
for freedom and their primitive ideas on the subject of democracy have misled them into supposing that
the system is nothing but a subtle device of leaders greedy for power” (Hansson, 1923, 500).
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and economic sectors, it laid down rules for solving disputes, and was recognised by

labour courts. As in the other two cases, employers sought the creation of labour courts

to force unions to comply with collective agreements. The normative framework laid

down principles that had been operating up to present times (Elvander, 2003).

At the same time, the confederation of unions became stronger as it attained central

power to fine and exclude local unions that broke out from collective agreements. By

the 1950s it was noted that almost all workers were organised in unions (Myers, 1951).

The left or the right were not particularly against federation of workers and employers.

Conservatives saw it as a way for business to retain power; Social Democrats saw it as

a way for workers to have power. The left did not oppose concentration of capital in

business groups: in Norway and Sweden they saw industrial concentration as a pream-

ble for nationalisation. Social Democrat governments were permissive towards cartels

in an attempt to make the economy more competitive and legitimise the concentration

of power within unions (Korpi, 1983; Högfeldt, 2005; Lapidus, 2013).

Despite legislation and labour courts, the labour market became self-regulated by the

power of the two central confederations that policed over national agreements. Both

unions and employers resented the intrusion of the executive. The alternative of state-

backed coercion to restore order and force workers back to work, was closed after the

Swedish army opened fire and killed five sawmill strikers in Ådalen on the 14th of May

in 1931, triggering mass protests against the government.24

The three Scandinavian basic agreements cemented cooperation, if not mutual trust and

regard, between unions and employers. They created incentives to achieve compli-

ance with centrally determined wages. Union confederations could cut unemployment

funds and lockout relief to local unions that rejected central agreements and resorted

24A short description can be found in the Global Non-violent Dataset (Swarthmore College, 2013).
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to independent action. Firms profited from collective agreements as they secured or-

der for their operations and lowered labour costs by eliminating non-monetary benefits.

Employers’ federations set up rules to fine and punish individual members that were

reluctant to join lockouts in solidarity. The promise of standard wages lured firms into

employers’ confederations. Agreements allowed firms to adopt labour-saving technol-

ogy to improve efficiency (Erichsen, 1932a; Einhorn and Logue, 1989; Hjalmarsson,

1991). According to Thelen (2001, 86), wage regulation combined with trade open-

ness created incentives for firms to invest in technology in order to save in labour costs.

From the employers’ perspective, self-regulation was beneficial as wages became sta-

ble and “labor pirating” between enterprises less frequent, allowing the growth of small

firms (Myers, 1951, 17). Unions too grew in size thanks to the administration of strike,

unemployment and pension funds. Norway’s unions became the exception but wages

were standard and agreed between the federations (Rothstein, 1998). The pooling of

resources guaranteed that richer unions subsidized poorer ones. Richer, bigger unions

dominated central organisations and gained control over smaller and more radical or-

ganisations. By withholding their strike funds and benefits they prevented radical mem-

bers to pursue individual action.

Solidarity was the result of conflict and of within and between-group compromise.

Unions and employers centralised binding agreements and standard wages deterred

the existence of an informal labour market (either paying significantly below or above

agreed rates). Top-down regulation helped strengthening unions and employers asso-

ciations by respecting their autonomy but making them responsible for breaches on

collective agreements.

3.4.2 The Antipodes: top-down coordination, courts and protectionism

The labour market of Australia and New Zealand shared many of the risks common to

Scandinavia and the Southern Cone. They had a dual labour market characterised by
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casual work, insecurity, chronic unemployment and seasonality (Bennett, 2004, 23-5),

but employers and workers did not show the degree of solidarity and concerted action

of their Scandinavian counterparts. True, employers coordinated to press their interests

through politics. The Australian Chamber of Commerce, the Associated Chamber of

Manufacturers, and the Australian Council of Employers Federations were all founded

in the 1890s and had been preceded by similar organisations in the states. The New

Zealand Employers Federation formed in 1902 and the Manufacturers Association later

in 1927. But like employers in the Southern Cone, shared economic interest failed to

materialise in cohesive action in the labour market. A strike in one firm was a business

opportunity for another in the same industry; a temporal disorder that the state or the

firm itself should solve through coercion or lockouts. They shared a political orientation

that favoured repression to uphold the rule of law and individual contracts, but they did

not coordinate economically in the labour market.

Trade unionism enjoyed a long history in the two countries. But unions divided along

industrial, geographical, and ideological lines. The Australian Workers’ Union (1886)

represented miners and pastoral workers and a less militant nationwide Council of

Trade Unions emerged only in 1927. In New Zealand, encouraged by the Labour Party,

a national Federation of Labour merged individual unions in 1936. More akin to the

Southern Cone than to Scandinavia, a variety of ideologies converged in the labour

movement in Australasia. Like the Southern Cone, Australian and New Zealand lead-

ers considered these ideas to be imported and would often lay the blame of industrial

action on “foreign” influences. British Fabianism, syndicalism, and communism were

all present in the labour movement (Bennett, 2004), but also racialism, nationalism,

and socialism converged to give these movements a markedly pragmatic and national

character. According to Buchanan and Nicholls (2003, 32) socialism in Australia was

described as “the desire to be mates”.

If Scandinavians had strong organisations that evolved from conflict to channel their
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disputes, Australasians had a legal system that left much of distributional conflict in the

hands of courts and judges.25 Two legal milestones were the New Zealand Industrial

Conciliation and Arbitration Act (1894) and the Australian Conciliation and Arbitration

Act (1904). Both acts placed the authority to rule on industrial conflict and set rates of

living wages on Conciliation and Arbitration Courts. To achieve compliance from em-

ployers, courts rulings and subsequent legislation tied industrial awards and the hiring

of unionised workers to tariff protection. To restrain radicalism within the unions, fur-

ther legislation limited immigration and promoted unionisation among the unskilled

and less militant workers through living wages. By connecting wage regulation to tariff

protection and restricted immigration, judges expected that workers would get enough

to live on from wages. Top down regulation led to wage restraint and equality.

The New Zealand Act was sponsored by Liberals, dominant in the late 19th century,

with the objective of achieving peace between capital and labour. Although it arose

from fear of the spread of the 1891 Australian Maritime strike and reports of sweating

in industry, it was pre-emptive as it tried to anticipate the sources of industrial conflict

(Buchanan and Nicholls, 2003, 93). Its author, the Hon. W.P. Reeves, considered a

radical among liberals, acknowledged that it became law without significant opposition

(Findlay, 1921). The act referred industrial disputes to a Conciliation Board that rep-

resented workers and employers, but created an Arbitration Court to which each party

could appeal. The Arbitration Court could override individual contracts and set a dif-

ferent wage rate and employment conditions to that agreed by the individual employer

and worker. Awards bound all employers and workers regardless if they were members

of a trade union. Commentators reflected that the act “was a step not from status to

contract” as the progress of industry anticipated “but from contract to status” as indi-

vidual labour relations were subordinated to occupation (Findlay, 1921, 35). The act

25In comparison, fear of lack of impartiality by the judiciary in industrial cases led British unions to
avoid mediation. They achieved the principle of legal abstention to conduct labour relations with employ-
ers with the 1906 Trade Disputes Act (Encyclopaedia Britannica Online, 2014)
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had two important consequences. First, it allowed unions and employers’ associations

to register in the Department of Labour so their disputes could be solved legally. As

Court awards initially favoured workers the interest in joining and registering unions

grew. But unions had to refrain from strikes if they registered and appealed for an

award. Second, the Court could rule on wages. Mr. Justice Sim, President of the Court

of Arbitration in 1907, even argued the case that wages had to be fixed independently

of profit for workers to lead decent lives (Castles, 1985). This created an interesting

parallel with Scandinavia. If Scandinavian firms that could not compete and adapt to

global markets were allowed to fail without state support, New Zealanders that could

not pay decent wages lost tariff protection and were allowed to go bust.

Attitudes towards the Act shifted after its implementation. In the short-term it had

no apparent effect over workers’ cohesion as ideological and occupational divisions

prevailed. A strike against the Waihi Goldmine Company in 1912, became the main

test for the Act. The trade union belonged to the Federation of Labour, known as the

“Red Feds” for its socialist associations. While the Federation supported the strike,

moderate members broke away from the union and resumed work. This led to violence

and state repression which left one dead. The Federation had problems dealing with

radicalism that rejected arbitration. Its moderate members joined the United Federation

of Labour which also had problems dealing with syndicalism among seaside workers

during the First World War. The Government tackled unions with the use of force

supported by small farmers and conservatives. John Ward, the opposition leader called

the conflict in these years “a system of Mexican revolt and civil war” (Bennett, 2004,

70). The war, repression and the economic depression in the 1920s led unions to be

more accommodating towards the system of arbitration.

The Act however drew support from unions and unskilled workers in small firms and

scattered industries that had little capacity to organise. As a result, unskilled workers’

wages increased to the level of skilled workers. But legislation also checked syndical-
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ist and more radical workers that rejected the system of arbitration. There was always

the possibility for a moderate union to emerge in a given firm and apply for a wage

rate that would then cover all workers. Arbitration took “the steel out of the unions”

(Condliffe, 1924, 337). But some unions, notably during the 1913 general strike, de-

nounced arbitration as an unholy compromise with capitalism and complained that the

cost of living was rising faster than the living wage prescribed by courts. Attitudes

among employers travelled in the opposite direction. At first they condemned any in-

terference with individual contracts as “class legislation” (Condliffe, 1924, 337-40).

But later they accepted it as a useful and stable way to solve social conflicts. Courts

would award tariff protection as an external complement to hiring union workers and

paying the prescribed wage (Condliffe, 1924, 349-50). It was in the employers’ interest

to abide by this system.

The Australian Act of 1904 stemmed from similar circumstances to the New Zealand

Act and a previous South Australia Conciliation Act (1890), but followed a different

course to its enactment. Charles Kingston, its author, used the prevalent liberal lan-

guage of barbarism and civilisation to illustrate industrial strife. He described strikes

and lockouts “barbarous modes of settling differences” and saw the proposed Bill on

conciliation as a form of “civilising” conflict (Rowse, 2004, 19). Although the Bill rec-

onciled conservative alarm over the “barbarism” of industrial conflict with liberal and

labour distress over working conditions, disagreements over its content led three differ-

ent parties to hold the Prime Minister office in 1904.26 Despite changes in the political

landscape, it passed with little dissent with the aim to prevent further strikes (Foenander,

1929). Unlike the New Zealand Act, the Australian provided a less centralised system

of arbitration as unresolved disputes could be referred to individual State Courts before

reaching a (federal) Commonwealth Court of Conciliation and Arbitration.

26Alfred Deakin of the Protectionist Party, Chris Watson of the Labor Party, and George Reid, of the
Free Trade Party.
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Like New Zealand, three features of the Australian Act explain its success in promoting

compliance with wage regulation: (1) it provided compulsory conciliation and arbitra-

tion to registered unions and employers, which increased the motivation to form unions;

(2) both parties had to refrain from strikes and lockouts to be eligible for awards; and

(3) the act was linked to legislation on tariff protection and immigration. The Harvester

case became the symbol of wage regulation and tariff protection during the premiership

of Albert Deakin (1905-08). The President of the Commonwealth Conciliation Court,

Judge Higgins, ruled in 1907 that Sunshine Harvester Works, a company producing

agriculture equipment, paid low wages to its employees and should not be protected

by the Excise Tariffs Act (1906). Although successfully appealed by the company, the

ruling became the standard for subsequent calculations of a basic or minimum wage.

Judge Higgins argued that “fair and reasonable remuneration cannot be the result of

the usual, but unequal, contest, the ‘haggling of the market’ for labour, with the pres-

sure for bread on the one side, and the pressure for profits on the other. The standard

of ‘fair and reasonable’ must, therefore, be something else; and I cannot think of any

other standard appropriate than the normal needs of the average employee, regarded

as a human being living in a civilised community” (quoted in Murphy, 2011, 88). In

this way the calculation of the basic wage was tied to living costs. It later became cen-

tralised around occupational lines to prevent competition between (and within) firms

and unions. Under the Labour administration of Andrew Fisher the basic wage was

awarded to domestic servants and agriculture workers in 1910 (Rowse, 2004). Wages

evolved in a similar pattern across economic sectors and industries.

As a result, legislation was credited with reducing distributional conflict. The Attor-

ney General from Labor, Billy Hughes commented that “it is infinitely better that they

(unions) should look to the Court rather than sharpen their swords and resort to vio-

lence” (quoted in Rowse, 2004, 27). Although Labour and Liberal politicians were

tempted to intervene in industrial conflict either for normative reasons or to gain the ex-
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tra vote, they were met with popular resistance. For instance, Andrew Fisher, a Labor

Prime Minister on three occasions, lost a referendum in 1913 that would have given the

Federal government more control over employment and wage regulation (Rowse, 2004,

28).

Like in New Zealand, reactions to the system of arbitration varied over time. The

Central Council of Employers fought hard to abolish it up to 1928 as they could not

unilaterally reduce wages (Plowman, 2004; Rowse, 2004, 251). The Central Coun-

cil of Employers, whose presidency was held by conservative politicians up to 1926,

led the charge against arbitration. But employers faced collective action problems.

Although the central organisation favoured concerted political action against state in-

tervention, employers’ associations in New South Wales and Queensland pressed for

uniform labour conditions across the country and supported arbitration as a means to-

wards uniformity. A shift of attitudes in support for the Act became clearer after the

1929 crash. Employers feared that arbitration would not work in recession, but during

the 1929 crash the basic wage was reduced by 10%. Economic recovery helped them

accept it as way to deal with labour disputes (Plowman, 2004, 242-251). The judiciary

never increased wages above living costs (often below, as unions complained.) Em-

ployers benefited as uniform wages created standard conditions for competition across

Australia (Foenander, 1929; Plowman, 2004). Tariff protection provided an incentive

to comply. Worries about militant unions, shared by employers and the ruling National

Party in the 1920s, gave additional legitimacy to arbitration (Rowse, 2004, 31). Like

Scandinavia, legislation made unions and ringleaders liable when trade unions resorted

to unofficial strikes while being covered by an award.27 Both unions and employers had

an interest to comply, and after 1940 there was “no pronounced antagonism between

employer and employee” (Waters, 1982, 135).

27Registration and arbitration meant that unions had to hold elections, avoid action against non-union
members, and submit their administration to courts’ rulings. It also played to the hands of the right that
worried about the ineffectiveness of sanctions against combative trade unions: Parliament legislated over
the social responsibility of unions (McDaniel, 1924; Rowse, 2004).
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Arbitration and conciliation promoted both the collective capacity of unions and em-

ployers even though it did not lead to the type of class solidarity observed in Scan-

dinavia.28 Arbitration placed incentives for workers to join unions (even though non-

union workers received the same rate of wages) as a preamble to negotiate with employ-

ers. The growth of unionism might have restrained the traditional call of employers for

state-backed coercion but it also helped employers negotiate as a more coordinated

group. “Under compulsory arbitration, trade unions have been the instruments both of

employees’ self assertion and of their self-discipline” (Rowse, 2004, 17). Regulation

from above was met with growing cooperation from below.

Wage equalisation in Australia and New Zealand depended on providing a stable way

of solving distributional conflict and protecting workers and employers from changes

in international trade in the long-term. The workings of the judiciary achieved both ob-

jectives as legislation prompted employer and union compliance. Courts helped unions

grow in occupations that employed unskilled labour or few un-organised workers and

motivated employers to pay higher wages in return for tariffs. As Court awards usually

considered living costs, wages increased in a similar pattern for all industries. Unlike

Scandinavia, where standard wages were combined with an expanding welfare state,

Australasians relied on high wages for insurance against economic fluctuations.29

3.4.3 The Southern Cone: compliance through co-optation and fragmen-

tation

The distribution of wages in the Southern Cone was conditional on a stable mecha-

nism to deal with conflict and economic uncertainty. Although the resulting systems

28Scholars contrast Scandinavian class solidarity to the prevalent egalitarianism of Australasian rela-
tions which stresses equal individual opportunity (Davidson, 1989).

29As Castles (1985, 87) summarised “wage security for the worker rather than social security for the
citizen reflects the emergence of the Australasian working class strategy in the context of early modern
capitalism and has been crystallized as a central component of the distinctive pattern of public policy
trade-offs which has characterized these countries for much of the century”.
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varied between countries, they evolved from state-backed coercion to the selective as-

sociation of governments with unions and employers. The first waves of strikes in

Argentina and Chile, and to a lesser extent in Uruguay, tested the prestige of the na-

tional state and led to repression or right wing militant backlash.30 As in the other two

regions, employers regarded their right to dictate labour conditions as sacred. In larger

business that provided in-kind services, the wage was just another way through which

they could develop paternalistic ties with their workers in return for loyalty. Some

employers saw these non-cash benefits as gifts to be given out of Christian charity.

Employers in larger firms exerted pressure over governments to suppress strikes and

other forms of industrial action. Like Australasia, they seldom acted in solidarity in the

labour market even if they lobbied in political circles. Repression proved an unstable

strategy because conflict was likely to escalate. Unlike Scandinavia, divisions within

employers and unions organisations closed the possibility of central agreements over

wages. Like in Australia and New Zealand, regulation would have to come from the

state. But unlike the Antipodes, the executive branch of government took the active

role in conciliating industrial and wage disputes – leaving a secondary role for courts.

Most of the new legislation accepted the principles laid in the Labour Charter of the

Treaty of Versailles which were incorporated into labour codes and national constitu-

tions (Poblete-Troncoso, 1928a,b). The regulation of wages and working conditions

was left in the hands of Ministries for Labour that sought compliance from divided em-

ployers and workers through a combination of higher wages, firm-based benefits, and

tariff protection.

Top-down regulation faced similar problems in the Southern Cone and Australasia.

Workers in comparatively better paid but in more uncertain markets struck the most:

miners, shearers, meat-packers, railwaymen, tramway and waterside workers (Albert,

1988, 242). Unlike Australasia – where judges matched the wage returns of unskilled

30For instance, the semana trágica of 1919 in Argentina triggered the nationalistic Liga Patriótica to
fight unionism as the central state proved unwilling to coerce potential voters (Horowitz, 1995).
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and skilled and non-union and union members in all occupations – the Southern Cone

administrations favoured the organised, skilled, and public servants. Through this strat-

egy they gained considerable but fleeting backing. To reach a settlement between cap-

ital and labour, cooperation evolved in Argentina from the selective association of the

Radical Party (1916-1930), and the Conservative restoration (1930-1943), with individ-

ual unions, to co-optation of centralised unions and employers’ federations under Perón

(1946-1955). In Chile cooperation evolved from the Labour Code (1924/1931), that re-

stricted the centralisation of unions to isolate militant workers and gave new powers

to the executive, to mediate between unions and employers. In Uruguay cooperation

developed from the individual association of Colorado presidents with trade unions to

tripartite agreements mediated by state officials in the 1940s. Despite variation, pres-

idential authority became involved in industrial affairs and sought to contain conflict

through selective association. Certain domestic industries and unions benefited from

tariff protection and higher wages, the rest was either excluded or sought opportunities

in the informal sector.

Like in Australia and New Zealand, employers and workers had difficulties pursuing

concerted action in Argentina. Employers had organised in the late 19th century but

the resulting societies concealed competing interests. The Rural Society (1866) pitted

progressive against more conservative landowners; its members supported a variety of

political parties from the National to the Conservative. Despite representing the engine

of the Argentine economy to the 1930s, the Rural Society could never field a compet-

itive political party to advance its interests (Hora, 2001). As rural activities employed

a minority of the Argentinian working population, industrialists soon became the rele-

vant actor and drew the attention of political leaders (Rocchi, 2006). The Argentinian

Union of Industries (1887) fought the Rural Society over trade as they favoured tariffs

and resented ruralists influence over economic policy.

Trade unions and the left were divided by occupation and ideology. The main organisa-
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tion, the Argentine Regional Workers’ Organisation (FORA), split several times from

its creation in 1901, and their main section ended up forming the Argentine Syndicates

Union (1922) which espoused anarchist and syndicalist views. They supported work-

ers’ organised action against both firms and government denouncing a close connection

between political and economic interests: collective bargaining was seen as class col-

laboration (Alexander, 1962, 163). Another union, the Argentine Workers’ Confedera-

tion (1926) leaned towards socialism that favoured closer dealings with the state. Both

syndicalist and socialists merged briefly in 1930 but were dissolved by the Conserva-

tive regime that followed from the coup d’état in the same year. Workers were also in

trouble to support or create a political arm. The Socialist party had its support in urban

areas and had problems associating with the unions. Unlike the closer association be-

tween union and party in Australasia and Scandinavia, Argentine socialists had a more

liberal and middle-class origin. The strong showing of Radical candidates consigned

the Socialists to urban centres. Their discourse was openly elitist and distrusted work-

ers voting behaviour (Adelman, 1992). Socialists could not become the united voice of

labour. That position was taken by the Radicals who selectively supported strikes and

certain associations in return for political support from both workers and employers.

Internal division among employers and workers transformed state officials in the main

actors of industrial disputes. Since democratic reform in 1912, the Radical governments

of Hipólito Yrigoyen (1916-1922; 1928-1930) and Marcelo T. de Alvear (1922-1928)

mediated between employers and unions. With extended democracy, Radicals sought

to govern as a national movement seeking transversal support from emerging urban

working and middle classes. At first they followed a pre-existing pattern of associa-

tion between the state and workers. The National Department of Labour (DNT) had

regulated labour conditions since its creation in 1907. By 1912 it made arbitration

compulsory by fixing a collective contract in large firms (contrato de tarifa). Unlike

Scandinavia, where employers kept their own discipline and solidarity for agreements
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to work at a national scale, firms regulated by collective contracts in Argentina faced

stiff competition by smaller and less conflict-driven firms that could pay lower wages

(Gaudio and Pilone, 1976). Collective bargaining covered a small portion of urban

workers – the “aristocracy of labor” (Alexander, 1962, 171).

Radicals’ selective association with unions became clear as they actively supported

strikes and forced employers to negotiate through the arbitration of police sheriffs.

The personal relation between the president and the sheriffs helped sustain a network

of favours that returned votes from striking workers in exchange for political clout

(Horowitz, 1995, 52). Patronage and pro-labour rhetoric made Yrigoyen alienate the

support he had received from middle and upper classes. Unions in contrast “became

an important mechanism through which the radicals attempted to mobilize support”

(Horowitz, 1995, 7). A good illustration is the selective support that Yrigoyen showed

to the Federation of Maritime Workers (FOM), a large union of seaside workers that

could paralyse the Argentine economy. In 1916 the state developed a passive attitude

towards a strike and later negotiated through the police chief a settlement that favoured

workers. But during a strike called by FOM in 1917, Mihanovich Lines, a maritime

company, recruited employees from its own recently created union. FOM organised a

series of attacks on Mihanovich dependencies and negotiated with the chief of police

the withdrawal of the troops sent by the government to contain the strike. As a result,

the leader of the Mihanovich union was shot dead leaving his house, presumably by

FOM activists (Horowitz, 2008, 117-22). The selective association based on personal

favours became unstable as it fragmented unions collective capacities and motivated

employers to ignore state regulation. Mihanovich Lines did not receive government

support as unions were an important bastion of Radical vote, but equally crucial it did

not receive support or solidarity from other competing firms.

The lack of stable coordination between state, employers, and unions left the door open

for conflict. Conservatives and industrialists began to converge against the Radicals
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and their network of police chiefs and union bosses. Yrigoyen had to yield in 1921 and

sent the army to restrain a general strike that threatened Argentina’s exports (Horowitz,

1995). Worsening economic conditions during the war and the instability that followed

were combined with an internal failure to defuse distributional conflict. This inability

alienated much of business, rural, and middle class interests. A coup d’etat deposed

the ageing Yrigoyen in an attempt to limit the escalation of conflict in 1930 (Horowitz,

2008).

Conservatives ruled during the “infamous decade” that followed (1930-1943). They

banned the Radical party and the recently created General Confederation of Labour.

A section of the industrialists welcomed conservative rule as they repealed laws that

regulated working conditions, for instance a ban on child labour that increased hiring

costs (Jaúregui, 2004). But conservatives strengthened the pattern of association be-

tween the state and unions (Cortes and Marshall, 1993). Unions won more strikes than

they lost between 1934 and 1939 thanks to state mediation (Gaudio and Pilone, 1976,

11). But even with a markedly Conservative rule, employers’ divisions did not end.

Jaúregui (2004, 20) notes that business interests before the 1940s were characterised

by “a plurality of organisations, organisational weakness, the tendency to look for in-

dividual linkages with politics, and a vague corporativism”. An additional factor of

lack of solidarity between agrarian and industrial interests, was the presence of British

and American capital in meat-freezing and other industries. Landowners even called,

during the unstable 1930s, for the nationalisation of meat-freezing activities to con-

solidate their exports (Jaúregui, 2004, 43). But the truth is that they showed as little

coordination in the labour market as they did when pressing their political case. The

economist Raúl Prebisch, working for the Rural Society in the 1920s, noted that most

of the troubles of the meat-export industry during bad economic cycles had to do with

overproduction. Rural producers were unwilling to come together and work as a cartel

to increase the value of their exports (Dosman, 2010, 45-6). Industrialists disputed the
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nature of distributional conflict. Some firms called for state repression negating the

existence of social conflict. Others supported mediation and opposed coercion on reli-

gious grounds: imbued with Catholic doctrine on fair wages they preferred to develop

paternalistic relations with their employers and supplement monetary income with non-

monetary benefits (Jaúregui, 2004, 96-99).

The Union of Industries shared two objectives that could have led to solidarity among

their number. First, they wanted all firms to comply with state backed regulation so

competition would remain fair. They applauded for instance, legislation on minimum

wages for home textile workers whom they deemed an unfair competition.31 But leg-

islation remained selective towards some unions and firms. Second, they wanted pro-

tection from foreign competition. The Argentine state had traditionally funded itself

through tariffs (Cortés Conde, 2003, 2006) and found no problems in raising rates to

protect local industries. Later in the century this policy would become more targeted

and known as a strategy of “import substitution”.32

The Conservative coalition fell to a series of military revolts in the 1940s amid widespread

opposition from working class groups. The combination of repression and selective

association had not worked to contain distributional disputes or make the Argentine

economy immune of international cycles. Led by a cradle of young military officers

who looked up to Mussolini, the charismatic military leader Juan Perón ascended to the

presidency through his work as Minister for Labour in the intermittent military adminis-

trations. He was elected president in 1946 and inaugurated a revolution of Argentinian

politics that reverberates to this day. In a way his approach to distributional matters

followed in the footsteps of previous Radical administrations – his government sought
31See Jaúregui (2004, 99-100) and Poblete-Troncoso (1928b, 218).
32Although some thought Argentine industry would be liberated from foreign influence, things turned

out to be more ambiguous. Exporters and British diplomats favoured free-trade with Argentina but some
British firms favoured protectionism to develop the internal market, for instance Ashworth, a British textile
firm operating in Buenos Aires, made it clear to London that it benefited from protected markets (cf.
Rocchi, 2006, 38). A similar pattern was observed in the US-controlled automobile industry later in the
century.
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to influence relevant organisations to build short-term cooperation in order to achieve

industrial peace (Horowitz, 1990).

Perón deepened previous Radical strategies to build labour capacities and achieve polit-

ical support. He sought a delicate balance between capital and labour – and led it to new

levels. In his first administration, he warmed up to the traditional establishment and the

church by opposing Communism and reintroducing catechism in public education (cf.

Jaúregui, 2004). Unlike the Radicals, Perón’s focus did not limit to unions, he built

both unionism and employer coordination in order to use the resulting nationwide or-

ganisations. Although the resulting organisations might have lent themselves to a stable

negotiation of wages as they could have included the vast majority of firms and work-

ers, the reality was different. Peronism achieved wide political support from workers

and middle classes but stumbled where Radicals and Conservatives had trodden before:

it could not build up solidarity within employers and workers’ associations.33

Collective bargaining existed before 1943 usually as a result of workers’ and employ-

ers’ own efforts. But the ministry of labour would intervene, even without a legal

framework, to promote collective agreements. From 1943 the Ministry of Labour set

wages by industrial branches, while collective agreements became a short-term tool

(they usually lasted less than two years) to control both capital and labour (Gaudio and

Pilone, 1976). Unions had to register with the Ministry and gain government support

to bargain collective deals. For instance, the union of shoemakers issued a proposal

in 1946 for a collective agreement but was notified by the Ministry that it had no legal

status (personería jurídica). Employers had to abandon negotiations with the union and

deal with a newly formed Peronist union – while the leaders of the previous union were

exiled (Alexander, 1962, 177). The National Labour Department (DNT), later named

Ministry of Labour and Social Security, would not recognise collective agreements that

33In addition, he personalised political relations and further divided the left. Perón purged the union
and political leaders of the Labour party that had helped him win the election (Alexander, 1962).
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were not mediated by the executive (Gaudio and Pilone, 1976, 27). By co-opting both

movements Peronism ruled by weakening discipline within capital and labour.34

Employers were also co-opted and became clients of state patronage (Perissinotto,

2012). Perón tried to increase his movement’s representation in the directorate of the

Industrial Association (UAI) and succeeded to place government officials in its execu-

tive board. When Pascual Gambino, an anti-Peronist employer, won the UAI election

in 1946, Perón dissolved the association. A new Argentinian Economic Federation was

created in its place and merged industrial, business, and trade organisations under state

patronage (Jaúregui, 2004, 21-2).

The Argentine solution proved to be unstable: democracy and dictatorship would alter-

nate in succeeding years without altering the basic relationship between governments,

unions, and employer organisations. Mass cooperation and compliance were difficult

as co-optation favoured some unions and employers through price controls and tar-

iff protection, but left a significant number of workers unprotected. Both unionism

and employer organisations would grow linked to the state with no capacity to uphold

agreements or carry out independent action.

Chilean and Uruguayan response to distributional conflict proved to be more stable as

they unfolded inside a competitive party system. In addition, the relationship between

governments, unions, and employers was given a more impersonal and recognisable

legal status unlike Argentina. In Chile, union-state relations were given legal form

through a series of labour laws first introduced in 1924 under the liberal Arturo Alessan-

dri, and later codified in 1931 under the nationalist Carlos Ibañez. Although the code

34The labour market continued to be a political machine, collective decisions were centralised in Buenos
Aires (Alexander, 1962, 46-51,193), and agreements were complex and long. They could be 51 pages
long as the agreement reached by the Federation of Glass Workers with their respective firms through
state mediation (Alexander, 1962, 194-5). Alternatively, the five chapters of the Swedish basic agreement
of 1938, that covered all industries, can fit 11 pages as transcribed in the the Swedish LO’s web page
http://www.lo.se/home/lo/res.nsf/vRes/lo_huvudavtal_pdf/\protect\T1\textdollarFile/Huvudavtal.pdf/.
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extended the rights of association, set minimum wages and rules for collective bargain-

ing, it actually aimed to limit the growth of unions (Angell, 1972). Unlike Scandinavia

or Australasia where forming unions was a relatively easy process, unions in Chile were

allowed only in firms with more than 25 workers and were forbidden to confederate.

Through the fragmentation of collective capacities, the Chilean state sought to contain

extremism among workers, thus pleasing both industrial and agricultural interests. But

by legitimising unions, governments won wide support among workers.

The state exploited the fact that unions were divided along industrial and ideological

lines. A variety of trade unions and workers’ organisations coexisted. Their views

and aims ranged from anarcho-syndicalism (strong among rail workers) to socialism

to communism as well as groups inspired by the Catholic church (stronger in rural ar-

eas) and existing political parties (like the Radical party, strong among civil servants).

Large firms sided with governments as state makers explicitly tried to fragment unions

to limit syndicalist, anarchist, and communist influence (Faundez, 2007, 69-70). The

labour code benefited urban workers that already had some capacity to organise in large

firms. The state forced bargaining on employers but limited working class representa-

tion (Roddick and Haworth, 1984).

Economic disputes became disputes of law instead of a collective struggle between

organised agents as the state ultimately accommodated different interests (Alexander,

1962, 274). Even if the working class showed a degree of autonomy, legislation was co-

optive in essence (Roddick and Haworth, 1984). The code provided legal and financial

support. Unions or employers could apply for conciliation, which formally followed

tripartite negotiations, but the state demanded in return the registration and approval

of representatives by the executive (which made state-labour relations resemble the

Argentinian experience). This procedure left the president with considerable influence

on the decision of whom could negotiate (Roddick and Haworth, 1984, 20): those not

recognized by the executive could not participate.
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Union finances too were monitored by the ministry of labour. Unlike Scandinavian

unions under the Ghent system, Chilean – and Southern Cone – trade unions were

forbidden to administer strike funds (hence limiting the incentives to join unions in

times of unemployment) but they were allowed a fixed rate share in the firms’ profits

(but firms had all the incentives to conceal profits). The code further fragmented class

solidarity by distinguishing the rights and benefits of blue and white collar workers

(Alexander, 1962; Angell, 1972, 273). The rules laid down by the code did not prevent

radicalism among unions or foster mass compliance with regulation. Radical mem-

bers within unions knew that the only way to a better settlement was seeking political

voice through political bosses and parties (Drake, 1978, 2012). Whereas unions were

strong enough to create political parties in Australasia and Scandinavia, in Chile and

the Southern Cone they sought political patronage because they were internally weak

(Angell, 1972; Oxhorn, 1998).

Despite legal restrictions, unions organised in defiance of the Code under a central

organisation in 1936: the Confederacy of Chilean Workers. It merged existing Com-

munist, Syndicalist, and Socialist unions. It was preceded by a general strike among

rail workers in 1934 and opposition to government repression. But centralisation con-

cealed the political inclination of unions: they merged to support a wide coalition led by

the Radicals that would govern as a Popular Front (1937-41) and then as a Democratic

Alliance (1942-46) with backing from a variety of left-wing parties. Politics interfered

with union strength as they fragmented towards the end of the Radical governments

(and would not form a central confederation again until the 1950s). Given that in each

union different political orientations competed, the links with governing parties became

crucial for the welfare of workers. The state “steered” conflict in a freer way than Ar-

gentina because of the variety of groups that were more difficult to co-opt by parties

(Alexander, 1962, 256), but it created incentives for unions to seek selective links with

political and union bosses.
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Employers sided with governments’ attempts to curtail unionism and welcomed their

efforts, from the Radicals in the late 1930s onwards, to promote local industries though

higher tariffs and import-substitution. Agricultural and business elites coordinated

through political parties (Correa, 2005), unlike Argentina, but supported aims to protect

industry. Industrialists had confederated in 1883 to challenge landowners’ main organ-

isation (created in 1838), but both groups had converged in 1935 in a Confederacy for

Production and Commerce. Coordination did not breed solidarity as each firm vied for

party and government support. As in Argentina and Australasia, the state aimed to pro-

mote industry through tariffs in return for better wages. But the state also forced higher

labour costs on employers (unlike Scandinavia).35

Industrial surveys in the 1950s and 1960s reflect the inequalities that the code created

and the added labour costs amid widespread inflation. Basic wages increased to meet

inflation in the 1950s and 1960s, wages grew 167% between 1960 and 1963 but real

wages only 6.5%. By the early 1960s more than 50% of manufacturing firms had to

supplement wages with in-kind services. Wage ratios between the skilled and unskilled

also increased. The service sector increased as a result and became riddled by over-

crowding, low wages, and underemployment (Gregory, 1967, 103-4). Given economic

instability, workers needed these supplements and unlike Scandinavia, large employers

favoured the use of wage supplements to achieve industrial peace and receive workers’

loyalty (Alexander, 1962, 327).

With the progress of state regulation, employers were not only forced to increase wages

but also to to provide non-monetary benefits. Large firms were vulnerable then to both

external and internal (i.e. informal) competition. The state could limit the effects of

the former through higher tariffs. In time, employers resented the obligation to provide

extra-wage benefits and tried, as their Scandinavian counterparts, to eliminate these

35Large employers usually provided non-wage benefits to their workers (e.g. housing and health) as a
form to supplement wages given that inflation remained a threat to workers’ earnings.
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obligations, for instance in steel and copper industries, but to no avail as unions resisted.

Organised labour in Chile fought, as in Sweden for instance, to have both increased

wages and firm-based benefits. Unlike Swedes, they got both but only for a minority of

workers. Compliance was not achieved through the improvement of workers’ collective

capacities nor through legislation or self-regulation. Small and rural employers could

not sustain the cost of wage regulation retaining firm-based contributions and benefits.

Large employers reluctantly accepted higher wages and benefits because failure of con-

ciliation led to compulsory arbitration: during arbitration firms would go under state

administration. Unions in large sectors benefited from protection and higher wages, but

that left the non-unionised and informal workers behind.

Uruguay dealt with distributional conflict in a superficially different way. A smaller

country with early welfare reform, its leaders espoused egalitarian ideals and, arguably,

achieved levels of equality unparalleled in Latin America (Rodríguez Weber and Thorp,

2013). On the surface, the state tried to build the collective capacities of workers and

promote union growth while refraining from direct intervention. Furthermore, together

with progressive social legislation unions were not limited by a Labour Code, like Ar-

gentina and Chile, that regulated union administration (Alexander, 2005). If successful,

Uruguay might have been the Southern Cone exception. It clearly solved disputes with

less violence than the Argentinian and Chilean states even though its long-term distri-

butional outcomes were quite similar to Argentina and Chile.

Like Argentina and Chile, the capacity for organisation varied among workers and em-

ployers. Unions divided by regions, industries, and ideology. Syndicalist and anarchist

unions predominated and organised as a Committee of Workers’ Unity, but lost most

of its strikes up to the 1940s, and was later branded General Union of Workers in

1942. Syndicalism continued to grow after the 1940s but with no formal procedures to

take concerted action (many decisions were reached by acclamation) (Errandonea and

Costabile, 1969, 70). Movements did not create stable bureaucracies but bosses did
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professionalise as they courted political parties just like in Chile. Uruguayan workers

would sometimes resent this political interference.36 But most of the failures of in-

dustrial action had to do with internal divisions that limited coordination.37 Calls for

general strikes in the meatpacking industry in 1917 and 1918 were defeated as com-

munist and socialist unions fought each other (Alexander, 2005). Other strikes would

succeed only after government intervention to reap workers’ support.38 Their inter-

nal divisions were also expressed in the weakness of Socialist and Communist parties

which failed to dent the predominance of the historical Colorado and Blanco parties.

Employers were also divided: business interests resisted rural influence with calls for

tariffs and protection (Lamas and Piotti, 1981). The Rural Society had formed in 1871,

following the Argentinian example, and industrialists reacted with their own club in

1875. The Rural Federation and the Industrial League fought each other over protec-

tionism: but the ensuing victory by industrialists, just like the other Southern Cone

countries, combined protection with monopolies, fixed prices and limited internal com-

petition.39 Unlike employers in Argentina and Chile, Uruguayan industrial employers

soon acknowledged the existence of distributional disputes and in 1903 asked Congress

to regulate labour conditions and wages – even surrendering their freedom to contract

(Lamas and Piotti, 1981, 148).40 Conservative opinion was divided on this issue, some

36The Union of Telephone Workers would remark bitterly that politicians were motivated only by “pub-
licity” when mediating a strike in 1922 (Errandonea and Costabile, 1969, 120).

37These were not new. One of the worst affected firms was the brewery W.E. Richling, which reported in
1905 after seeking conciliation with workers that they did not trust workers to keep stable agreements over
time due to their organizational weakness. They complained that instability within the labour movement
and excess of laws were limiting cooperation between management and workers (Zubillaga and Balbis,
1992, 107).

38A street-car strike in Montevideo in 1922 ended after the state played a nationalistic card. It blamed
the British owners for low wages, froze fares and decreed wage increases (Rosenthal, 1998, 47).

39In addition, by securing a protected internal market, industrialists ended calls for diversifying exports
(Finch, 1981, 169). As in Argentina and Chile, the Rural Federation operated in the main political parties.
Landowners consented with a system that recognised property rights and exercised little pressure over
them. According to Finch (1981, 11) the bargain consisted on the growth of the urban economy along
with an unreformed countryside. But landowners showed interest in reform to further their own interests.

40Already in 1898 the Industrial Union sought legislation to conciliate capital and labour; following
examples by the Argentinian and French Socialist Party they proposed to diminish indirect taxes on con-
sumption and increase the progression of land and inheritance taxes (Zubillaga and Balbis, 1992, 101-2).
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accepting the struggle, others dismissing the social question, calling strikers “strike

entrepreneurs”, and denouncing that disorder was imported, not native to Uruguay (Zu-

billaga and Balbis, 1992).

Social legislation anticipated labour demands and aimed to cement loyalty of wage

earners to the Uruguayan state (Finch, 1981; López-Alves, 2002, 13). Much of the

credit is taken by the success of Colorado presidents, in particular under the two terms

of José Batlle y Ordóñez (1903-1907; 1911-1915) who passed legislation on labour

relations. From 1907 the National Labour Administration (later Ministry of Labour

and Social Security) intervened in industrial disputes. By 1930 a minimum wage had

been enacted for civil servants and rural workers but without compliance or enforce-

ment in the latter case. Internal divisions within rural, industrial, and union groups had

to be dealt with by the government and political parties. As direct government inter-

vention did not lead to a permanent solution of conflict the idea of introducing “wage

councils” with representatives of government, labour and capital, was discussed in par-

liament from the 1910s up to their final implementation in 1943. Wage councils are the

backbone of the historical compromise between workers and employers.

Their inception tells much about the internal divisions among workers and the left.

They were proposed to congress in 1910 by Emilio Frugoni, a deputy and founder of

the very small Socialist Party (Alexander, 2005, 19-20). Frugoni and some of his fol-

lowers had created the Socialist Party after being expelled from the Communist Party,

as they favoured a peaceful road of democratic reform of labour conditions. Both par-

ties were small and overshadowed by the two main political parties, the Colorado and

the National. Being a minority did not lead to cohesion and bitter personal feuds trans-

lated into institutional division. Communists campaigned against the Socialists, op-

posed their conciliatory policies, and contributed to Socialist electoral failures between

1922 and 1928. Not surprisingly, the Communist hierarchy boasted during that period

that “in Uruguay, where social democracy has never been strong, we have succeeded in
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destroying it” (Alexander, 2005, 26).

The idea of wage councils then had to overcome opposition to the left and from the

two predominant parties, the Colorado and the Blanco, which benefited from direct

government intervention. Increasing conflict, which partly lead a Colorado president

Gabriel Terra (1931-1938) to disband Congress, convinced the political elite of the

need for a more stable mechanism to solve disputes. Wage councils were implemented

in 1943. Despite the greater autonomy they conferred on unions and employers, the

state retained the upper-hand, limiting the autonomy of firms and unions. In fact, the

executive could override agreements reached by employers and workers, usually to set

a higher wage than the one agreed on. Legal scholars discussed at length whether

councils could, in principle, freeze or decrease wages but acknowledged that this was

unlikely in practice as the state could override their decisions and had no incentive to

decrease wages (Rodriguez, 1956). The executive could also call for a wage council

even if employers and workers had not. The state, like in Argentina and Chile, required

unions to register with the Ministry of Labour. The effect of registering with Ministries

of Labour was different between Australasia and the Southern Cone as in the latter,

presidents had enough power to reject the legal status of unions (Rodriguez, 1956, 227).

Negotiations became mixed with political cycles unlike Australasia. More importantly,

wages were set along occupational lines and distinguished among categories of workers

(by experience and education) so although fixed for whole branches of industry they

reproduced market inequalities. Although the system diverged from Argentina and

Chile, it left the door open for state patronage on unions. Registration with the executive

introduced a problem for organisation or a “transaction cost”. Firms and unions wanting

to retain some autonomy would have to operate at the margins of this system.

All the Southern Cone countries retained firm-based benefits and higher wages in the

formal sector. Big firms could provide both in return for tariff protection. These caveats

place Uruguay firmly in Southern Cone terrain: the final decision to set the wage rested
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on the executive which triggered patronage without really solving distributional con-

flicts or creating compliance and solidarity among workers and employers’ organisa-

tions. Drake (1996) summarised the mechanism for Chile, in parallel with Argentina

and Uruguay, as a collective bargain between unions and the state. The executive would

press firms to comply with union demands in return for price hikes and higher tariffs.

As a result, union bosses represented both working classes and political parties (Drake,

1996, 119).41 In the three countries workers and employers’ associations were inca-

pable of within and cross-class solidarity as they sought the state, and not themselves,

to bargain stable settlements.42

3.5 Discussion: collective capacities and comparative outcomes

The regional comparison indicates that the long-term success of wage regulation de-

pended on inclusion of the bulk of the workforce into similar rates of wages, but that

inclusion was conditional on sustaining collective action. The fragmentation of power-

ful interests into small-scale organisations among workers mirrored that of capitalists.

Selective regulation to include urban formal workers and to fragment collective capaci-

ties of labour and capital, alternatively, paved the way for a more unstable distributional

trend even if it brought considerable short-term gains both in terms of political support

and better urban wages. Solving distributional conflict by meeting the uncertainties of

international trade and the changing economy provided stability to the trends of wage

inequality.43 In these three regions distributional conflict was high and was heightened

41Having a legal rather than a pragmatic interest, the state similarly needed an agricultural sector with
lower wages and/or export-taxes to sustain the urban formal economy in both Argentina and Uruguay (in
Chile the state could tax mineral exports, but agricultural exports were not promoted so as to keep food
prices low).

42Selective association and lack of workers solidarity was not uncommon in other parts of Latin Amer-
ica. As Roxborough (2008, 312) notes, “in the 1930s some segments of the working class approximated
to the notion of an aristocracy of labour: skilled and well-organized, they used their market position to fur-
ther their own particular interests, and were generally unconcerned to engage in political action on behalf
of the working class as a whole”.

43Iversen (2006, 32) observed that for most European welfare states after the Second World War: “the
challenge of the 20th century was (...) to solve the problems of efficiency and legitimacy posed by the
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by the uncertainties caused by the First World War and the 1929 crash. The negotiation

of a common wage policy between employers, workers, and state officials created the

framework for both an efficient and legitimate economy. Not only income inequality but

also growth hung in the balance. Adjusting wages allowed exporters to sustain global

competitiveness but the expansion of democracy and the industrial economy increased

the demand for higher wages or for income insurance through welfare.44

Wage inequality declined and converged in the Antipodes and Scandinavia as they built

cooperative solutions to distributional conflict while adapting growing economic risk.

Generalised cooperation allowed a large formal sector. They diverged from the more er-

ratic pattern of Southern Cone countries which fragmented cooperation.45 A significant

proportion of workers and employers would not or could not comply with state backed

regulation; tariff protection shielded few from the uncertainties of international trade.

In the long-run, the trend proved unstable as unions could not contain militancy while

courting political favours; diluting collective capacities is likely to have diminished re-

sponsibility as nobody became liable for breaking collective agreements. Employers,

divided between strategic alliances with the state and incapable of advancing their in-

terests through political parties (with the possible exception of Chile) ended backing

authoritarian alternatives.

These systems of wage-coordination differed in their capacity to elicit compliance

among workers and employers, and create a stable framework to negotiate conflict

(see table 3.1). Reform from the state-level made workers and employers dependant

on state patronage in the Southern Cone and limited bottom-up solutions. The long-

spread of this new system (industrial production), and this required the creation of institutions and struc-
tures through which the participation and cooperation of the rising industrial working class could be se-
cured”.

44As Buchanan and Nicholls (2003, 1) note, in small open economies “raw material and other value-
added factors depend on external market demand and remain relatively constant in price structure (even
if different across countries), so the relative price of labour is often the edge upon which international
competitiveness is made.”

45Using Hirschman’s distinction, as workers and employers lost “voice” they just resorted to “exit” the
formal labour market (cf. Hirschman, 1978).
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Table 3.1: Early systems of coordination, between circa 1920s-1970s

Southern Cone Australasia Scandinavia

Right to strike Yes (with qualifica-
tions)

No (yes in practice) Yes

Right to form unions Yes (with qualifica-
tions)

Yes Yes

Right to lock-out No No (yes in practice) Yes
Mandatory collec-
tive bargaining

Yes* Yes Yes

Mandatory concilia-
tion/arbitration

Yes* Yes Yes

Minimum/living
wage

Yes Yes No

Who sets the wage? Executive Courts Federations of em-
ployers and workers

Regulation strategy From state (top-
down)

From state (top-
down)

From organisations
(bottom-up)

• Sources and notes: *Collective bargaining, conciliation, and arbitration were not strictly
mandatory in Uruguay but the central state did intervene in practice and could award wages
above the agreed settlement. Inspired by Buchanan and Nicholls (2003).

term became constrained by lack of autonomous capacities, labour market dualism,

and economic inefficiency. State solutions prevented within and cross-class solidarity

and preserved paternalistic ties between workers and employers.46 These results were

not the main product of coordinated elites or entrenched historical legacies that carried

out conscious plans to improve their lot but of top-down solutions that failed to elicit

inclusion, cooperation, and solidarity among labour market actors.

3.5.1 Union growth and dualism

In the process of containing conflict and protecting workers and employers from eco-

nomic uncertainty, workers collective capacities began to diverge. As table 3.2 shows,

solutions in Australasia and Scandinavia aided the consolidation of national and au-

tonomous union movements. Union densities in the Southern Cone have remained

low with the exception of Argentina where Perón promoted the confederation of trade

46This feature of Southern Cone labour markets has remained constant and is shared with other Latin
American countries (Rodríguez and Ríos, 2009; Schneider, 2009)
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unions in order to mobilise political support: hence limiting autonomy and a capacity

for independent collective action. Unionisation was promoted in urban areas – rural

unionisation was resisted or tacitly unaided by urban-based parties in an attempt to

keep food prices low, fund import-substituting strategies or leave rural interests alone.

Figures for Australasia and Scandinavia reflect high unionism for both rural and urban

workers. Difficulties in building unionism in the Southern Cone had another effect:

unions competed for political favours and this fragmentation limited their capacity to

contain radicalism among workers. Militant workers began dealing with the state rather

than employers to settle industrial disputes.

Table 3.2: Union density of working population, 1930-1990

c.1910 c.1920 c.1930 c.1950 c.1970 c.1990

Argentina* 4 10 49 45
Chile* 6 19 24 18
Uruguay* 8 21 30 21
Australia 28 52 45 60 52 48
New
Zealand

19 26 18 48 43 42

Denmark 23 48 37 58 60 75
Norway 10 20 19 50 57 59
Sweden 9 28 36 68 68 82

• Sources and notes: * See text for an explanation of earlier numbers for the Southern Cone.
Sources are very different, hence data are incomparable and are only used to illustrate the
trends. Pre 1930 Southern Cone data reflect the difficulty of cross-union solidarity. Data are the
sum of members of the main national organisations and exclude non affiliated (smaller) unions.
Pre 1930 Argentina sums members of Federación Nacional Obrera Argentina IX and Unión
Sindical Argentina in the early 1920s (Horowitz, 2008, 28,128). Uruguay in the 1920s sums
available information on individual unions (hence, I assume constant membership throughout
that decade) and is divided by active population in 1919 (Universidad de la República, 2014;
Alexander, 2005). Data for Chile in 1930 also come from smaller unions, and are divided by ur-
ban male active population (Díaz et al., 2010). Norway in 1910 also divides union membership
by male active population (Visser, 1989; Palgrave Macmillan Ltd, 2013). Remaining figures
are derived from Galiani and Gerchunoff (2003), Díaz et al. (2010), Buchanan and Nicholls
(2003), Visser (1989, 2011).

The figures need further interpretation as data are not comparable. The main problem

is earlier data for the Southern Cone. Historical research has documented the growth

of workers’ organisations, under different ideological aspirations, which translated into

cooperatives, societies for mutual aid, popular libraries, technical education, and the
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like (cf. Alexander, 2005, 1962; Angell, 1972). This burst of activity however, did not

lead to collective action beyond these organisations. Hence, union rates would probably

yield around 10% of urban workers by 1910, but of those, only a minority would belong

to nation-wide organisations. In Uruguay for instance, by 1956 21% of the labour force

would be organised in some form of union but only 9% would belong to a national union

(Alexander, 2005, 59). Earlier organisations would claim a larger number of members

than what they actually had. From this information, larger unions would have had 2%

of the labour force by 1920 but including smaller organisations the number might reach

10% of the total: but we have limited access to those numbers (Alexander, 2005, 32-

59). Numbers for Scandinavia show members affiliated to national unions (through

their smaller organisations) and for Australasia affiliated to all forms of unions.

As we go through time it is apparent that union rates reflect political cycles in the

Southern Cone. One might be led to conflate the structural growth of unions with the

randomness of political cycles, particularly in Argentina where unions suffered perse-

cution by anti-Peronist military governments from the late 1950s. Union rates for urban

workers would oscillate between 30 and 40% from the 1950s to the 1960s, with an in-

crease to around 43 and 47% in the 1970s and decline thereafter (Azteni and Ghigliani,

2009, 232).

Union densities mean qualitatively different things as autonomy and pattern of asso-

ciation with the state varied across regions. For instance, between Argentina and the

Antipodes: in the latter non-union and union workers were equally protected by courts’

wages, or Norway, where non union members are also covered by national agreements.

Argentinian unionisation concentrated in cities. Strategies to get compliance and limit

radicalisation by dividing unions and employers backfired in the long-run as a signifi-

cant proportion of workers were excluded from protection and insurance. Researchers

often concentrate on neo-liberal reforms of the late 1970s to argue that by lowering

tariffs and opening markets, informality increased in the Southern Cone leading to in-
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equality (Portes, 1985; Huber and Solt, 2004).47 Surely, reforms in the late 20th century

hit unions and protected industries amid military repression, but the problem of infor-

mal and dual labour markets began long before.48

3.5.2 Labour costs and foreign trade

Informality and low unionisation meant the exclusion from the protection of a con-

tract and insurance for a significant proportion of workers. The inequality this created

affected the short and long-term. For both employers and workers, regulation meant

increasing costs for formal employment which created incentives for non-compliance

and competition by the informal sector: firms had to pay both higher wages and provide

non-cash benefits, thus reproducing paternal protection of firms over workers. Central

agreements in Scandinavia eliminated firm-based benefits and equalised wages for most

workers. Wage rates set by Courts in Australasia were awarded independently of be-

longing to a union (but employers had the incentive to hire unionised workers).

A crude appreciation of labour costs comes from the textile industry in figure 3.3. It

compares the ratio of the firms’ added value (i.e. value of output minus costs of ma-

terials, fuel, repairs, and freight) to total labour costs (the sum of all wages paid). In

Argentina and Chile the value added of the textile sector declines relative to wages (the

figure for Uruguay in 1968 is 0.39 just above the Chilean) while they remain more stable
47In the 1990s, self-employment in Scandinavia never reached above 1% of the total workforce; it

oscillated between 9 and 12% in Australia and New Zealand; but remained constantly at around 25% in
the Southern Cone according to the International Labour Office (2012b). The exclusion of a quarter of
the workforce from formal employment has remained a constant in the Southern Cone since the 1960s
(Portes, 1985). A recent study calculated the wage gap between a formal and an informal worker in 66%
in Argentina (Maurizio, 2012, 14).

48Crucially, dictatorships and the later democracies in the 1990s kept tight labour market regulation
in an attempt to muster workers’ support; neo-liberal reforms promoted free markets but not unregulated
labour markets (Usami, 2004). For instance, the “Doing Business Project” of the World Bank calculates
firing costs though firms’ severance payments in terms of weekly wages. The costs in Argentina are of 23
and 43 weeks of salaries for workers with 5 and 10 years of work respectively. In Chile the figures are
22 and 43, and in Uruguay 26 and 31 weeks respectively. In contrast, the average cost in Australia is 10
and 12 weeks, and in Scandinavia close to 0 weeks given public unemployment insurance (World Bank,
2014a). This means that non-industrial Southern Cone countries still try to protect their workers as if they
were industrial economies: assuming large industries in which workers are tied for life.
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or even increase in the other two regions. This suggests that Southern Cone firms might

have been pricing themselves out of international markets due to labour costs. Hence,

firms were not profitable and stable enough to insure their workers through wages and

contributions.49
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Figure 3.3: Ratio of value added to total wages in textile industry
.

• Source: Own calculations from United Nations Statistics Office(Various years(b)).

If formal employment partly deterred Southern Cone firms to compete for international

markets, high tariff protection allowed them to cater for internal markets. Tariffs were

part of the strategy shared also by Australasian governments to get employers comply

with higher wages. But unlike Australasia, each independent firm would ask for pro-

tection for specific products. Tariffs followed no national plan; they were awarded on a

case to case basis and generated incentives for state patronage of employer associations

(Lamas and Piotti, 1981, 153). The mechanism became full of legal caveats and led

to increasing tariffs up to the 1970s.50 Industrial protection in the Southern Cone de-
49Despite the fact that the reported value added per person engaged, in US dollars of the time, was in

a comparable range between regions, with countries overlapping: $1590 in Argentina in 1953, $3385 in
Australia, $3574 in Chile, $3354 in Denmark, $2754 in New Zealand, $2913 in Norway, $4333 in Sweden,
and $2408 in Uruguay in 1963 (see source in figure 3.3).

50The average nominal tariff for manufactured products increased in Argentina from 28% in 1902 to
141% in 1958 while that of Australia remained around 27%. In Sweden it declined from 23% in 1902 to
7% in 1962 (Bhagwati, 1988, 14)
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pended on the export of natural resources and an unprotected rural labour market as the

industrial base could not compete for foreign markets. International trade declined as

a consequence in the Southern Cone while it remained stable or increased in the more

efficient economies of Scandinavia and Australasia (see figure 3.4). Hence, uncertainty

in international markets followed the internal pattern of association between state and

firms.
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Figure 3.4: Trade openness (imports + exports as a share of GDP) 5-year moving average
• Sources: Own calculations fromVéganzonès and Winograd (1997); Díaz et al. (2010); Universidad

de la República (2014); Edvinsson (2004); Statistics New Zealand (2012); Palgrave Macmillan Ltd
(2013); Norton and Garmston (1984); Butlin (1984); World Bank (2014b).

3.5.3 Reciprocity and solidarity: the pattern of inclusion

By not dealing with the wider problems of collective action facing workers, firms, and

the state, the Southern Cone countries only ameliorated distributional conflicts through

the selective brokering of agreements between pockets of workers and firms. This led

in time to polarisation over benefits. Instability in dealing with collective problems was

given an institutional form. State makers and bureaucrats sought the help of coordinated

groups that had the ability to enforce cooperation and discipline among their members

to achieve order.
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These systems question current focus on the power of economic elites and extractive

institutions. As they were new, the only link with the past extractive experiences would

be the paternalistic or reciprocal bonds through which employers sought loyalty in 19th

century labour markets. But paternalism existed in the three countries as they began

to industrialise. Wage-coordination that resulted from the early 20th century struggles

was novel. For Acemoglu et al. (2005), for instance, institutions are chosen for their

distributional consequences. In the Southern Cone cases, these systems of wage coor-

dination were sought to improve distributional outcomes and yet they were incapable

of providing equality in the long-run. Even if relatively exclusionary at first, they be-

came more inclusive over time. This fact draws attention to the conditions under which

agreements over wages and insurance could work. Firms faced the choice of either cul-

tivating workers’ loyalty through firm-based benefits or transferring income insurance

and welfare provision to the state. Nordic employers strived for the second option to

keep labour costs low and compete in international markets. The bill was paid through

general taxation while the state provided welfare (chapter 5). Australasians had no

clear strategy. Living wages would allow workers to buy protection in the market while

receiving some universal benefits from the state. Southern Cone employers had little

choice but to keep both systems. Inflation made wages insufficient to meet increasing

living costs and firms had to compensate their workers with housing and other forms of

insurance. But workers were not compensated for their productivity and higher human

capital. Rather, they were paid for their loyalty and obedience as distributional conflict

loomed. Through firm-based benefits, state makers could run a cheaper welfare state as

firms provided insurance. By keeping this basic form or reciprocity, legitimate and fair

as it was seen at the time, it was harder to replace state and firm dependency by class

solidarity among workers.

While literature on institutions describes how behaviour is patterned to bring order and

reduce transaction costs (Bates et al., 1998), instability, which characterises a number of
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aggregate outcomes in the Southern Cone, could paradoxically also be patterned. The

struggle for higher wages in the Southern Cone required polarisation to work: it created

predictable cycles where workers struck to get better deals, governments intervened,

and employers consented to higher wages in return for state protection. In the process,

governments granted privileges to selected unions and employers thus fragmenting the

collective capacities of both workers and employers (Drake, 1996; Oxhorn, 1998). In

these cases the regulation of labour markets instead of producing a stable decline of

inequalities legitimated instability. Regulation undermined the collective capacities of

groups and limited the inclusion of the non-organised. Literature on welfare states of-

ten neglects the bottom-up conditions that made increased regulation and expenditures

work in attaining desirable social outcomes such as growth and equality. Governments

that could attain some cooperation in the short-term by targeting few groups discounted

the future and undermined social policy. In the Southern Cone, selective incentives

were not placed so as to achieve mass compliance, but were instead targeted to key

players which, at length, lost the capacity to monitor self-discipline. The erratic pattern

of wage inequality followed then the erratic pattern of social action.
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Chapter 4: Cultivating Individual Resources

4.1 Introduction

The previous chapter showed that sustained collective action within labour markets, ei-

ther through top-down regulation or bottom-up self-regulation, helped to restrain wage

inequality in the long-run by securing commitment with standard monetary payments

for labour and creating and extensive formal market. An alternative explanation, popu-

lar among countries with little centralisation of wage bargaining, lies in the formation of

human capital and individual-level differences in productivity. Shared education com-

pensates what regulation cannot achieve or implement in the market. The causal link

between inequality and human capital, defined as investments on a person’s school-

ing, training, work experience, and health, operates through a mix of equal opportunity

and economic theory: individuals endowed with better education and health are more

productive, and hence receive a monetary premium for their skills. If human capital

is more or less equally distributed, through public education for instance, the market

premium should decline over time. In the long-run improved human capital eases the

adaptation to (and promotes) economic and technological change: no group (i.e. the

more educated) or person would reap a disproportionate premium from their better

skills and pull ahead others less able to adapt. Critical for the empirical literature is the

assumption that education achievement improves human capital.1

1The association between education and human capital goes both ways as income inequality deters in-
dividual investment on education and health among the poor (cf. Neckerman and Torche, 2007; Thorbecke
and Charumilind, 2002).
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While the expansion of public education has been linked with growth and equality in

the West (Lindert, 2007), lending support to the human capital thesis, a wide consen-

sus posits that Latin America, and the Southern Cone, remained more unequal due to

limited education opportunity. Some authors root the causes of these inequalities in

colonial times, paying attention to the backward role of monarchy and church, while

others look at decisions taken by state makers after independence in the 19th century. In

both sets of explanations, crucial asymmetries in power between elite and non-elite lead

to neglect mass education. Reduced opportunity, supply, funding, and access, led to ex-

clusion which would explain why education opportunities failed to endow individuals

with human capital.2

This chapter studies the Southern Cone countries to test the connection between school-

ing and long-term equality. The comparison with Australasia and Scandinavia is not

only pertinent because we associate their development to mass education but because

the timing of education reform is comparable between the three regions. As with labour

market and taxation policies, state-makers had a number of objectives in mind when

they enacted progressive reforms to widen education access such as promoting confor-

mity with national values. Yet, like labour and tax reforms, increased opportunities fell

short of mass access Southern Cone. Why was it harder for education to impact human

capital and equality in the Southern Cone? Under what conditions does public educa-

tion promote human capital? These questions are all the more puzzling considering that

Australasians and Scandinavians kept investing on education and improving individual

productivity despite having standard and negotiated wages, i.e. without the individual

incentive for a skill premium. I argue in this chapter that traditional answers consid-

ering the motivations of elites to promote or block mass education under-theorise the

motivations of both elites and the non-elite. This will become apparent in the Southern

2See Engerman et al. (2009); de Ferranti et al. (2004); Campante and Glaeser (2009). Calls for im-
proved mass education tops the list of recommendations to promote egalitarian economic growth in Latin
America, particularly after the 1990s when the monetary return to education sky-rocketed in the region
(Hoffman and Centeno, 2003; Mamalakis, 1996).
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Cone as the impetus for state school reform and education achievement slows down

around the 1930s just as traditional elites lose political power and the skill premium

begins to increase. By considering conditions for access from below, such as the in-

centives of the school system for the poor, I suggest a more nuanced picture of the

association between mass education and equality.

In the next section I set out the comparative puzzle in the light of the empirical and

theoretical literature that connects public education to inequality. I first look at cultural

differences that would explain the puzzle out of religious legacies. This would posit

that Catholic attitudes and the power of the church restricted access to education, but

this does not seem the case even if Protestant countries began the 20th century with bet-

ter literacy scores. I then move into the politics of education to examine the association

between elite self-interest, non-elite voice, and education opportunities. Progressive

educational reform prevailed in the Southern Cone despite opposition from sectors of

the economic and political elites, but the modernist character of the reforms were un-

able to include the mass of the population into formal schooling. After struggling to

find support for supply-side arguments, either that religious or political conservatism

blocked opportunity for the many, I argue that differences in human capital formation

should take into account the actual ideas that animated school reform. Top-down leg-

islation interacted crucially with family and individual-level decisions. Accordingly, a

third section looks at the design of education systems and finds an important source of

regional divergence in the organisation and purposes attached to educational curricula.

Unlike Australasia and Scandinavia, education reform in the Southern Cone neglected

the development of basic numeracy and literacy skills in favour for higher modern ide-

als. As a result, education had more difficulties in successfully establishing a link with

economic transformations and left behind a significant proportion of individuals. Eco-

nomic self-interest does not explain the lack of access as returns to education increased

in this period and the main educational problem continued to be, for most of the cen-

149



tury, the high rates of drop-outs (which means that people had access but did not stay in

the system for long). University education began to pay a premium in the labour market

but required a considerable investment in time and resources. A fourth section adds the

demographic and health constraints that Southern Cone citizens faced and suggests that

these hindered the possibilities to reap the fruits of a longer educational career. A final

section puts together the whole argument by way of a conclusion.

In writing this chapter I do not question the role of human capital in improving equal-

ity: I challenge the assumption that expanded provision of public education improves

human capital (thus leading to less inequality). As in the other two chapters, I tackle the

puzzle of why progressive reforms failed to conform to theoretical predictions regard-

ing better economic opportunity and income distribution in the long-run. Qualitative

aspects of education provision and demographic constrains that go beyond the supply of

formal education shaped the motivations to acquire skills through the education system.

The relevance of these conditions is highlighted by the fact that they mediate the trans-

mission of economic advantage through family resources which could turn individual

differences into more permanent phenomena. Southern Cone states tried to provide

access, but did they encourage it? In the end, encouraging more demand would have

eased access and improved the quality of education. There were not enough conditions

for taking opportunities.

4.2 Education, human capital and inequality

Students of inequality find that education affects the distribution of income through its

impact on human capital. Long have economic historians argued that the transforma-

tion of education into human capital is more likely when opportunity is widely shared

among the population while access is improved by education that is public, free, and

secular. A virtuous cycle ensues where supply and demand for education increase to-
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gether with a general willingness to pay taxes in order to provide opportunities for all

(e.g. Lindert, 2007; Engerman et al., 2009). Equal access to education restricts the

skill premium created by technical innovation and labour-demand for better educated

workers. Only countries with universal and well-funded systems of skill production be-

come egalitarian as they allow individuals to both embrace and promote the growth of

technology and industry.3 Accordingly, the more recent u-turn of increasing inequality,

notably in the US, has been variedly explained by the rise of the demand for skill and

the stagnation of education standards in contrast to the more constant levels of inequal-

ity found in Europe through their tighter labour market institutions (Lemieux, 2006;

DiPrete, 2007; Western, 1998).

Alternatively, education would have little impact on the human capital of large popu-

lations when it is private, paid or religious, as supply becomes restricted to a minority.

An objection to these supply-side dichotomies comes from credentialism, namely the

notion that in some contexts the premium associated to education results not from the

skills it produces but from the credential it confers (for a review see Brown, 2001).

Both types of education (private/public, religious/secular, paid/free) would be subject

to the potential strain of highly stratified labour markets that require a credential to

signal status rather than productivity.4

Figure 4.1 shows the extent to which primary schooling was open to the young in the

three regions. Researchers refer to enrolments to illustrate the apparent lag of Southern

Cone schooling compared with nations with similar economic conditions at the start of

the 20th century (cf. Lindert, 2010; Engerman et al., 2009). Australia and New Zealand
3Education, as a proxy for human capital, is a key intermediate variable in a number of studies looking

at the effect of economic variables on development. Early studies suggested that economic growth only
improves the distribution of income when paired with improved educational attainment (Adelman and Taft
Morris, 1973). Similarly, social transfers and redistribution programmes seem to reduce inequality in the
long-run only when coupled with high rates of educational performance (Afonso et al., 2010, 95-6).

4Max Weber noted the advancement in hierarchical bureaucratic structures through the collection of
academic certificates without any apparent change in individual productivity (Brown, 2001, 20-1). In rigid
bureaucracies and labour markets, education helps those with credentials to hoard and limit the economic
opportunities of those without and leading to “credential inflation”.
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are clearly ahead as formal schooling made important strides in the 19th century, even

expanding pre-primary education, but the figures also suggest a quick closing of the

gap between the Southern Cone and Scandinavia. By 1940 the Southern Cone is not

too far behind Scandinavia and if we include Finland in the mix, the differences are

small at the beginning of the period.5 But if these figures are a proxy for human capital,

we face further timing problems. Most people were enrolled in the 1950s and 1960s

and yet inequality soared later in the 1980s, when, arguably, most workers had acquired

comparable schooling. Besides, Uruguay and Argentina converge in inequality rates for

most of the century despite the former starting from a much lower level of education

supply. It is difficult to conclude too much from these figures.

Argen&na	
  
Chile	
  

Uruguay	
  

Australia	
  

New	
  Zealand	
  

Denmark	
  

Norway	
  

Sweden	
  

100	
  

200	
  

300	
  

400	
  

500	
  

600	
  

700	
  

800	
  

900	
  

1000	
  

1895	
   1905	
   1915	
   1925	
   1935	
   1945	
   1955	
   1965	
  

Figure 4.1: Primary school enrolment for every 1000 children aged 5-14, 1900-1960
• Source: Own calculations from Lindert (2005, 2007) and Palgrave Macmillan Ltd (2013). Given

that censuses for all Uruguay were carried in 1908 and 1963, population data are estimates for
1924, 1934, 1944 and 1949 together with school statistics from Universidad de la República
(2014).

Even if the gap between enrolment levels closed in the 1940s, researchers are right

to single out education as an important determinant of economic differences in the

Southern Cone. Take today’s numbers: table 4.1 compares recent PISA scores, a test

on education achievement of 15 year old students, and returns to tertiary education.

Australasians and Scandinavians enjoy higher education standards than their Southern

Cone counterparts – the PISA scores suggest that the average difference among 15 year-

5Finland quickly improved its enrolment levels from 274 in 1910 to over 700 per 1000 children aged 5
to 14 (see sources in figure 4.1).
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old students between the Nordic-Antipodean block and the Southern Cone is of about

2 to 3 years of schooling. Furthermore, returns to higher education are significantly

higher in the Southern Cone than in the other two regions. The picture confirms a

recurrent theme of bad-quality education and larger premia for those that stay longer

in the education system in Latin America. Social scientists stress these differences

in school achievement to explain both current high levels of inequality and historical

obstacles to development.6

Table 4.1: Education achievement and monetary returns to university education in the late 2000s

2009 PISA scores (ranking out of 65 countries) Return to tertiary educa-
tion (upper secondary=0)

Reading Mathematics Science

Argentina 398 (55) 388 (55) 401 (53) 103
Chile 449 (44) 421 (47) 447 (43) 171
Uruguay 426 (46) 427 (45) 427 (47) 96
Australia 515 (8) 514 (13) 527 (7) 42
New Zealand 521 (6) 519 (12) 532 (6) 23
Denmark 495 (18) 503 (18) 499 (22) 38
Norway 503 (10) 498 (19) 500 (21) 34
Sweden 497 (13) 494 (21) 495 (25) 33

• Sources and notes: Programme for International Student Assessment (PISA) refers to national
means scores to a comparable test of academic achievement among 15 year old reading, math-
ematics, and science abilities (OECD, 2009). Returns to university education are for men, 24
to 64 years of age, in the late 2000s (OECD, 2012), except in Argentina and Uruguay where
university returns are for men aged 15 to 64 in 1999 (Carlson, 2001, 24).

Goldin and Katz (2008) suggested a mechanism to link economic change to education

and inequality as a race between education and technology.7 If education supply and

demand cannot cope with the pace of technical change, i.e. the economy races ahead of

education, the result is increasing inequality through the higher premium paid to more

6Increased returns to schooling were instrumental to bring Southern Cone inequality to record levels
in the 1990s. Technological change associated with the opening up of Latin American economies was ex-
ploited to the benefit of better schooled workers, with more intensity than in the Antipodes or Scandinavia
(Beyer et al., 1999; Brambilla et al., 2011; Pavcnik, 2002).

7Although they note that human capital is affected by other factors: “the evolution of the wage struc-
ture reflects, at least in part, a race between the growth in the demand for skills driven by technological
advances and the growth in the supply of skills driven by demographic change, educational investment
choices, and immigration” (Goldin and Katz, 2008, 91).
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skilful, better educated, workers. They use this insight to explain the effects of sec-

ondary education in the US: the US profited from the new industrial age thanks to its

mass supply of public secondary education (which in turn built on existing and almost

universal provision of primary education).8 The new economy of science and industry

changed the structure of the skills needed for growth, but as Americans enjoyed good

education they could adapt more easily to the new conditions (Goldin and Katz, 2008,

41). As education was equally distributed, increased demand for skills was met by an

ample supply of public secondary education and, consequently, “the first three quar-

ters of the American century was an era of long-term economic growth and declining

inequality” (Goldin and Katz, 2008, 3). In contrast, in the last quarter of the 20th cen-

tury technology raced ahead of good education supply in the US, increasing income

inequality.

Even if we accept this optimistic narrative of education and change, trying to fit this

pattern into our comparison produces additional puzzles. We do not speak of an Aus-

tralian or Swedish century, yet countries in Australasia and Scandinavia made impor-

tant strides towards development and equality in the early 20th century thanks to the

growth of mass primary schooling – just like others (Lindert, 2007). Although sec-

ondary schooling expanded, these countries were mainly characterised by the constant

improvement of primary education. Ljungberg and Nilsson (2008) show that primary

education expansion explains the impressive growth of human capital in Sweden in the

early 20th century, while the subsequent expansion of secondary and tertiary education

was not able to improve productivity at a comparable rate in the late 20th century. If

we change the focus to primary education and its impact on human capital, could it

explain differences in individual productivity? Measurement of individual productiv-

ity, the amount of time a worker takes to complete a task, is difficult particularly in the

8“Postliteracy training could make the ordinary office worker, bookkeeper, stenographer, retail clerk,
machinist, mechanic, shop-floor worker, and farmer more productive, and that could make the difference
between an economic leader and a laggard” (Goldin, 2001, 246).
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past. Figure 4.2 suggests a proxy by plotting GDP per active worker, aged 15 to 65,

against time. Naturally, a nation’s GDP is affected by many variables and education is

just one of them. The figure does suggest that the expansion of education in the first

half of the 20th century in the Southern Cone did not necessarily lead to better produc-

tivity at a rate comparable to the other two regions in the second half. One alternative is

that education expansion might have sacrificed quality, failing improve human capital

Frankema (2010c).
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Figure 4.2: GDP per active worker (log scale)
• Source: GDP data from Maddison (2003), economically active population data from Palgrave

Macmillan Ltd (2013); Véganzonès and Winograd (1997); Díaz et al. (2010); Universidad de la
República (2014).

Differences in quality, not only access, are crucial: international comparisons, such

as the PISA test, point to another feature of Southern Cone education. Recent studies

show a significant proportion of “functional illiteracy” in the Southern Cone. Education

systems in these countries still face basic challenges in literacy and numeracy, which

are essential for improving individual skills from an early age (cf. OECD, 2000; Infante,

2000; Alfano, 2010). This means that even if education expanded in the Southern Cone

during the 19th and 20th centuries, more than a 100 years of education reform have not
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solved essential requisites for skill formation at primary level.9

The empirical puzzle can also be expressed in “stocks” of human capital, which re-

searchers compute through the average years of education of whole populations. Mor-

risson and Murtin (2009) document a steady increase in the stock of years of schooling

in the three regions during this period. Due to successful school reform, Australasians

and Scandinavians began the century with higher stocks, scoring almost 6 or more

years of average schooling, which roughly corresponds to complete primary education.

The difference between these regions and the Southern Cone can go from 4 to 5 years.

The gap closes in subsequent years and by the 1950s Scandinavian and Australasian

countries are only 2.5 to 3 years ahead the Southern Cone countries. By the 2000s the

gap had increased to 3 and 4 years (except Chile which closed it). Education expan-

sion stagnates relative to Scandinavia and the Antipodes in the second half of the 20th

century just when education became more readily available.

The human capital story is consistent, leading perhaps to less inequality, yet the biggest

piece of the puzzle concerns the data of chapter 2. Industrial and wage inequalities

began to increase in the Southern Cone after the 1940s. Obviously, proving causality

is no the point of this comparison, but if anything, the expansion of public education

coincided not with less but more inequality. Frankema (2011) computes the wage dif-

ference between white and blue-collar workers in the construction sector of a number of

selected cities in the late 1930s and late 1940s. The gap between both types of workers

was comparable and less prominent than in subsequent decades. As he concludes “skill

premiums in the construction trade in the major Latin American cities turn out to have
9In a 1998 international survey on adult literacy, the OECD found that over 45% of adults in Chile (16-

65) were functional illiterates in writing, reading prose and understanding quantitative documents. The
figures for Nordic and Antipodean countries oscillated between 6 (reading in Sweden) and 21% (reading in
New Zealand). This level “indicates persons with very poor skills, where the individual may, for example,
be unable to determine the correct amount of medicine to give a child from information printed on the
package” (OECD, 2000, xi). The lasting strength of primary education in Australasia and Scandinavia is
notorious in another respect: Above 30% and 40% of those who did not finish upper-secondary education
attained the best scores in the reading test in the Antipodes and in Scandinavia respectively. Not even 5%
of their counterparts in Chile could attain that level (OECD, 2000, 24).
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been only a little higher than in Melbourne, Sydney, and Wellington and more or less

comparable with the North American cities New York, Los Angeles, and Toronto. Skill

premiums in Latin American cities were notably smaller than in the majority of Asian

cities” (Frankema, 2011). Surely other variables were at play in changing the labour

markets of the second half of the 20th century, but why more education did not bring

skills for all and a more egalitarian wage structure in industry?

In the next sections I explore the usual suspects. Research, I argue, concentrates on

the structure of educational supply without paying equal attention to problems of ed-

ucation quality and demand. Criticising human capital modelsTilly and Tilly (1998,

200-1) noted that compensation (i.e. wages) are only one of the incentives an agent has

to work, and for this discussion, to acquire skills through education. Coercion was am-

ply used by state-makers to force parents into sending their children to school. Supply,

at least in the Southern Cone, did not always consider material constraints at the bottom

such as malnutrition among the poor, and habits that were at odds with the modernist

programmes policy-makers tried to impose. As a result, elites grew frustrated with

the poor whom they considered either not worthy (an attitude among liberals) or in no

need for education (an attitude more prevalent among conservatives). Demographic

structure, such as children dependency rates or population growth limited the effect of

education on human capital as states and families have to channel more resources to

provide for short-term needs instead of investing on long-term schooling (Thorp, 1998,

24-5). The structure of choice among the poor reflects long-term constraints and pos-

sibly more risk-aversion or common sense than research focusing on the selfishness of

elites is willing to accept. As I will discuss throughout the chapter, supply-side vari-

ables of education provision such as mass primary education and education spending,

would predict more equality of schooling in the three regions. To account for the South-

ern Cone divergence we need to balance these explanations with an understanding of

the conditions that made universal access to education a working reality.
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4.3 What explains provision?

Explanations of education divergence stress supply-side factors and the role of corpo-

rate actors in expanding or restricting opportunity. Organised actors such as elites and

the Catholic church would have retarded education reform to preserve their privileges

and ideological control over the masses in contrast to Bible-reading Protestants. These

historical and cultural legacies are relevant as they could explain the exclusion of the

poor from education in the Southern Cone in contrast to mass inclusion in Scandinavia

and Australasia. These factors could have rendered the progressive education reforms

of the late 19th century, which made primary education secular, free, and public, inef-

fective in improving the human capital of the masses.

4.3.1 Historical legacies 1: The religious divide

Protestantism promoted the translation and reading of the Bible and this, in turn, eased

the transition to formal schooling for the majority of Australasians and Scandinavians as

they demanded more instruction. Predominantly Catholic countries might have lagged

either because the church opposed state efforts to improve formal education or simply

because literacy was not required to participate in religious rituals.10 There is merit in

this observation: in 1860, for instance, 80% of southern rural Swedes could sign their

name versus 42% of both rural and urban Spaniards (Nilsson, 2005, 110), and as we

saw in the introduction, Australasian11 and Scandinavian nations had achieved mass

literacy by the start of the 20th century while around 40% of Southern Cone citizens

could not read and write.
10The translation of the Bible to vernacular languages assisted the creation of a national identity and

aided the state to perform its administrative and educational functions in the north of Europe (cf. Hastings,
1997). Protestant countries might have had an edge over Catholics as they were better coordinated to
provide public goods. Another way to look at this association is to say that Protestant education proved
successful in raising self-discipline and thus improved human capital (Becker and Woessmann, 2009).

11Less than 2% of newly married couples in Australia and New Zealand are recorded as using a mark
instead of a signature in 1910, a usual indicator of illiteracy (Commonwealth Bureau of Census and Statis-
tics, 1911; New Zealand Census and Statistics Department, 1911a).
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These figures highlight the problems of measuring human capital through literacy.

Numbers vary according to source: early national censuses supplied questions on read-

ing and writing, and these two abilities not always improved at the same pace.12 In

the 19th century, Lindert (2007, 316-7, fn25) notes that “Sweden was far more liter-

ate than educated” as “the throne, the church, and landlords preferred a bare literacy

to promote Bible reading”, and this stressed the repetition, arguably uncritical, of the

scripture (Nilsson, 1999).13 Literacy is not necessarily associated with critical thinking

that promotes human capital.

Religion shaped education differently in the two Protestant regions of this study. Scan-

dinavian states used the physical and organisational capacities of their national churches

to implement reforms from the top-down. Australasian states, in contrast, had to deal

with religious diversity and regulated the schools that emerged from private initiative.

The early nationalisation of the Lutheran church in Scandinavia provided the three

Nordic states with a network of parishes to impose national and religious conformity.

These networks were used to provide education for the predominantly rural popula-

tions since the 17th century. The coincidence of political and religious motivations is

reflected in the 1686 Swedish law that required every person to receive full religious

instruction. Failure to send children to parish schools involved a fine; failing to pass

an annual village exam in Bible reading meant the exclusion from religious and com-

munity rites (Heidenheimer, 2003, 271). This state-led literacy campaign is thought

to have increased the percentage of Swedes that could read to about 80 or 90% by the

18th century – yet the capacity of reading and processing unfamiliar texts and write

remained more of a privilege (Nilsson, 2005). In a similar fashion, education reform

in Denmark and Norway depended on church infrastructure and was primarily pro-

moted in the countryside by the Pietist movement inside the national Lutheran church

12For instance, 85% of rural Swedes could read in 1820, but less than 15% could write (Nilsson, 1999,
287).

13Swedes learnt to read but not necessarily to write up until the 19th century (Johansson, 2009).
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(Kaspersen and Lindvall, 2008).14 The nationalisation of the church meant that educa-

tion would not be completely secular, yet that churches would not challenge the state’s

efforts to enforce education and social policy (Manow and van Kersbergen, 2009, 4,

22).15 This had important consequences as the state could reform education along more

secular curricula later in the 19th century.

If not wholly secular nor directly worried with the economic well being of its subjects,

education provided by local parishes in Scandinavia had one feature that helped it adjust

to local conditions: it was decentralised. Although Scandinavian states slowly moved

towards democracy during the 19th century, the fact that the central state had to rely

on local infrastructure meant that education was paid for and received by local com-

munities which retained some political leverage over reforms sponsored by the central

administration: they could oversee the appointment of school boards, school headmas-

ters and teachers were accountable. Top-down reform was met with cooperation from

local communities as they took charge of the enforcement of these policies.16

Unlike Scandinavia, Australasia was a recipient of a variety of competing religious

denominations; the established Anglican church’s sway over education met with com-

petition from Catholic, Methodist, and Presbyterian movements. The colonial states,

being more democratic and liberal than their Scandinavian and Southern Cone coun-

terparts, upheld religious freedom and would not nationalise religious infrastructure to

14Denmark and Norway had a different attitude towards adult education than Sweden in the early 19th

century as charismatic Lutheran pastors and bishops, most notably the Dane N.F.S. Grundtvig, pushed
mass education and created the folk high school. Rural Swedes thought these schools as hot-beds of
political agitation while for Danes, the equivalent Swedish schools were institutions for book-keeping
(Manniche, 1978, 226). This focus on education partly explains, according Fukuyama (2012), Danish
exceptionalism.

15Even the secular instincts of the Labour Party in Norway were not wholly anti-establishment. Having
one national church was better than having competition. In 1911 the party’s stance on education reform
favoured the teaching of religion (just like similar reforms in Australasia) and claimed that “this program
will not make the schools antireligious; education in the form of the history of religion shall be part of the
instruction” (Galenson, 1970, 75).

16The situation resembles the argument put forward by Lindert (2007) to explain the fast expansion of
primary education in Prussia in the 19th century. While absolutist Prussia was far from being a democratic
nation, a decentralised provision triggered cooperation from local communities.
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provide education during the 19th century. Yet, having few resources to provide public

education, the colonial states relied on these movements. Collective solutions to edu-

cation had to be created from scratch as the two countries lacked a nationwide network

of parishes.

Early educational efforts of the colonial states regulated and subsidised religious de-

nominations to provide education to their communities. Scholars often find parallels

between the patterns of education provision of Australia and New Zealand with those of

the US and Canada as strong democratic communities provided the necessary support to

fund elementary schools (Engerman et al., 2009; Lindert, 2005). Religious competition

however did not translate into political cleavages that could retard the progress of mass

education. On the contrary, subsidising and granting land to denominational schools

was deemed insufficient by the mid 19th century. As the strength of the colonial states

grew, they could tighten regulation over religious schools and provide secular education

themselves. South Australia and Victoria were early cases of greater state control and

standardisation of school curricula in response to what was considered an inefficient

supply of education (Meyer, 2000, 305) – as well as the fear of Catholic influence that

was entitled to public subsidies and funds from Protestant communities.

In order to improve the provision of education New Zealand centralised and Australia

regulated from the states’ legislatures the erstwhile decentralised, religious-based, sys-

tems. The move towards secular, free, and compulsory education came through state

funded schools and cuts on subsidies to denominational schools. To avoid religious

clashes, state schools were not completely secular and offered a practical teaching of

shared themes in Christian doctrine. They certainly were not anti-religious.17 State-

level solutions, as we will see later, found wide support among local communities.

17Shared opposition to state-backed secular education in Victoria and New South Wales meant that
“Catholics and Lutherans found themselves in an unlikely alliance in their attitudes towards the state’s
education and religious policies” (Meyer, 2000, 310).
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Lacking religious Reform, our Latin American cases saw the executive and the church

clash over education and social legislation, unlike Australasia and Scandinavia but akin

to Catholic Europe. Church and the newly independent states were not formally sep-

arated until the early 20th century.18 The church quickly lost power and the organisa-

tional ability to provide education to the new republics during the 19th century.19

A “Scandinavian” path involving the nationalisation of the church was not infeasible.

Chilean state makers attempted to force local parishes to fund and provide primary edu-

cation for the masses. In 1830, together with returning assets seized to fund the wars of

independence, the state ruled that parishes should implement a 1812 decree by liberator

Juan Jose Carrera to open primary schools.20 Lacking religious competition, a sort of

“Australasian” path to regulate denominational schools was also closed for Southern

Cone state-makers. The limited success of forcing or subsidising church initiatives,

prompted the state to centralise provision.

Accordingly, scholars often pit the organised power of a backward church against the

progressive ideals of liberal reformers. This argument would lend support to the idea

that Catholicism prevented the growth of education through institutional (rather than

cultural) channels. The church zealously guarded its interests over education and the

promotion of its values. But despite the fact that the conflict between state and church

reached different intensities in the three countries, liberal policy makers ultimately did

centralise the education system. Although the timing of each reform varied, the three

18Uruguay in 1918, Chile in 1925. The church is not formally separated from the Argentinian state but
religious freedom was recognised in the 1853 constitution.

19As Monteon (2010, 33) remarks on Latin America: “After 1850 decade by decade, governments
extended their social control, replacing canon law with civil codes and creating civil registers for births,
marriages, and deaths. The church retained a profound moral influence but could not invoke any state
authority to impose its will. Its role as the provider of social services weakened as it lost its economic
ability to maintain many of the charities, orphanages, hospitals, and schools it had once run. By the 1870s,
the church almost everywhere was thin on the ground, concentrated in the larger cities and unable to
evangelize much of the population.”

20The order was reiterated in 1832 with the additional threat to parishes that they would have to fund
state-controlled municipal schools if they failed to open their own institutions. In 1860, all convents were
required to open schools for girls (Newland, 1994, 349).
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states moved towards secular, free, and compulsory primary education. The new re-

publics of the Southern Cone quickly moved towards top-down education reform. Not

only was it a way to unsettle the church and centralise power, but it was also seen as

the way forward towards the import and copy the more successful models from Europe.

Without a cultural revolution such as the Protestant reformation, education became the

battleground to change what was considered backward Hispanic customs; to trade Latin

American popular culture for European high culture.21

4.3.2 Historical legacies 2: the power of elites

A strong case can be made that the political calculation of elites worked towards more

inclusive educational systems in Australasia and Scandinavia which provided them with

the skills demanded by their labour markets, but not in the Southern Cone. Turning

general education into human capital would be the function of inclusive school systems.

Do differences in organisational resources and power between the elite and non-elite

explain variation of school systems across the three regions?

The observation runs deeply in contemporary debates as today’s most unequal countries

provided little education opportunity in the past and are likely to have perpetuated his-

torical inequalities (Lindert, 2005; Sokoloff and Engerman, 2000). Although compar-

ative literature finds that Southern Cone countries raced ahead of most of Latin Amer-

ica, they underperformed in enrolment and literacy scores when compared to countries

that were at the same level of economic development at the start of the 20th century.22

Within the region, a large influx of European migrants to Argentina and Uruguay seems
21Unlike Scandinavia and Australasia were education became the expression of national institutions

and culture. Discussing the enlightenment and the French Revolution, Himmelfarb (2008) argues that
education became the equivalent of the Protestant Reformation for the French state after the revolution as
it attempted to change popular mores and habits. Given that most educators in the Southern Cone looked
up and copied French models the analogy could be extended to this setting.

22Such as the Scandinavians, see Lingarde and Tylecote (1999). The fact that Scandinavians had good
education at the beginning of the 20th century despite lacklustre economic conditions has raised many eye-
brows. Sandberg (1979) referred to Sweden as the “impoverished sophisticate” to allude to this paradox.
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to explain their better educational levels. But the case of Chile puzzles researchers as

it performed better than most Latin American countries. Engerman et al. (2009) note

that its larger proportion of native populations, that political elites might have wanted to

exploit and exclude from education, would have predicted lower literacy and enrolment

rates than those of Argentina and Uruguay.

Considering the power asymmetries between elites and non-elites, some authors are

tempted to connect the slower progress of education in the 19th century to colonial

legacies. Thus, Reimers (2006) quotes from a 1785 Royal Cedula by Carlos IV to show

both the lack of political commitment and backward cultural attitudes of the monarchy.

The edict “established that it was not desirable to illustrate the Americans (...) His

Majesty does not need philosophers, but good and obedient subjects” (Reimers, 2006,

432). But the same edict promoted the establishment of parish schools to teach basic

literacy skills to all children, native and non-native (Reimers, 2006, ibid). If we are

to take self-interest seriously and judge monarchs by the same metric across nations,

the measure is not too different to the policies taken by Absolutist Sweden referred

to above: the Swedish king, as well as his Spanish counterpart, wanted obedient sub-

jects (not philosophers). Given the extension of the Spanish empire, the attitude of the

monarchy towards education makes perfect sense: Bourbon reforms attempted to deter

criollo and Spanish elites in the Americas from challenging absolute rule.23 Others see

the connection between the colonial past and 19th century reform as one that perpetu-

ated backward cultural legacies. Elite material interest and Spanish culture are quickly

squared. For instance, for Frankema (2010a, 361) “prevailing aristocratic ideologies

justified the idea that education was a privilege of the rich: poverty was believed to

be a result of a lack of innate capacities and the introduction of expensive programs

of mass education would be a waste of money”. The cultural connection is more dif-

23Before Bourbon centralisation, the Habsburg monarchs had also promoted the teaching of basic skills.
The Indian Laws of 1535 had required all communities to provide schools, free of charge, to all children
whether native or Spanish (Bralich, 1987, 13).
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ficult to prove. Educators in the Southern Cone used public instruction precisely to

alter what was perceived as a backward Spanish cultural legacy. The idea that poverty

depended on individual merit seems not to have been widespread in Latin America but

in Protestant Europe and certainly in the more egalitarian US.

But how do asymmetries in power explain variation of education provision in the early

20th century? Were economic and political elites more public spirited in Scandinavia

and Australasia than in the Southern Cone? Were they restrained perhaps by democratic

institutions? Given the previous discussion, three inter-related indicators are commonly

used to explain variation in education supply and the commitment of elites and the

public for the education of the poor: democracy as a check to self-serving elites, public

expenditures on education as a way to measure commitment and redistribution, and

enrolments in public schools to measure inclusion (Lindert, 2005, 317-8).

The democratic argument recalls the work of Goldin (2001) and Goldin and Katz (2008)

as it assumes that communities sharing and enjoying equal political rights are willing

to set up schools for the benefit of their members. Voice allows the poor to express

their interests and share in the public goods provided by the communities. Engerman

et al. (2009) explain how self-interested elites were unwilling to fund education for the

masses through direct taxation. Political and economic elites, if unchecked by demo-

cratic institutions and local governments, limit the supply of education to the poor in

order to advance their own position either by spending towards their own education or

limiting expenditures. The effects of democracy are accordingly, sometimes squared

with the effects of decentralisation as local governments find it easier to fund policies

and enforce its compliance. In that way, even non-democratic polities that decentralise

education decision-making can boast impressive results in expanding primary education

from the top-down (Lindert, 2007). Democratic checks and local involvement would

explain the creation of legal provisions to enforce public, free, and compulsory formal

education for the masses.
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From a legal perspective, table 4.2 shows that these milestones were reached more or

less at the same time across the three regions. The regulation of provision by a cen-

tral authority corresponds to supply and control of a national curriculum by the central

state. It reflects commitment with the equal provision of a public good, i.e. univer-

sal inclusion to the education system. Free and compulsory education signal further

commitment by state makers to enforce and motivate compliance with state-backed

education. As the years suggest, Australia and New Zealand expanded and regulated

the provision of public education after extending democratic rights at least among men

(Engerman et al., 2009). But in the Southern Cone and Scandinavia the association of

democracy and mass education is probably an example of reverse causality as greater

education allowed individuals to participate in elections by meeting minimum literacy

requirements. Although not wholly democratic, Scandinavian states involved commu-

nities in the provision and regulation of education. The enforcement of provision and

attendance were left in the hands of parishes and local communities. Alternatively, the

Southern Cone countries were in a better position to impose top-down reform as the

funding of the state relied heavily on foreign trade and consequently, community level

consent was not required. In both cases that relied heavily on the central state to trigger

and enforce mass education, members of the elite such as state officials and bureaucrats

might have developed vested interests in the expansion of the educational system as a

way to protect the central state from particular economic, religious, and local interests.

In Scandinavia the transition to mass schooling was eased by the state use of parish

networks, but a more serious commitment with free and compulsory education was

achieved much later in the 19th century, but sooner than Australasia and the Southern

Cone. The dates listed in the table for central control of education correspond to the

creation of ministries charged with the conduct of ecclesiastical, cultural, and educa-

tional affairs. For instance, a formal Danish Ministry of Education and Culture was

formed in 1848 when the country became a constitutional monarchy, but the central
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Table 4.2: Legal milestones in the provision of public elementary education

Control and supply
by central authority

Free Compulsory

Argentina 1884 1884 1873/84
Chile 1879 1879 1920
Uruguay 1877 1877 1877
Australia
New South Wales 1880 1906 1880
Queensland 1875 1870 1900
South Australia 1878 1892 1875
Tasmania 1885 1908 1868
Victoria 1872 1872 1872
West Australia 1894 1901 1871
New Zealand 1877 1877 1877
Denmark 1848 1915* 1814/49
Norway 1814 1814 1848/89
Sweden 1809 1809 1842/78

• Sources and notes: *See text for details. Adapted from Barcan (1980, 151), Engerman et al.
(2009), and Flora et al. (1987).

state had used the Lutheran church before to increase education supply. Further, the

length of compulsory education varied. For instance, parents had to send their children

to school for three days a week for seven years (ages 7-14) after the Danish reform of

1814, which increased to 6 days a week in the subsequent 1848 reform. In Norway,

compulsory education lasted two months a year in 1848 (i.e. about 2 days a week) and

the normal school week would be established only in 1889 (Rust, 1989). In all coun-

tries education was “free”, i.e. provided by the state and paid by the local taxpayer, but

it was formally considered free in the 1915 Danish constitution.

Prompted by heavy criticism from a variety of Royal Commissions set up to examine

education standards in the late 1860s, the colonies of Australia and New Zealand began

to centralise the provision of primary education in the 1870s (cf. Meyer, 2000, 309-14).

Criticisms centred on the subsidies to denominational schools and a dual system of

regulation for denominational and public schools which triggered competition between

churches and limited the supply of education in sparsely populated areas. Although
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measures to address this issue varied within the Antipodes, all states followed a similar

pattern of reform (Barcan, 1980). Central governments merged state and denomina-

tional boards of education, and replaced them in time with a ministry of education

that would oversee education provision. Several colonies made education compulsory

before making it free (i.e. paid by local taxation) which stratified access at first.

Reforms in the Southern Cone regulated school curricula from the central state aiming

to provide primary education to all. In a way, the Southern Cone problems were akin

to those of Australia and New Zealand: central governments not only had to regulate

private education but, more importantly, they had to create national systems. The lim-

ited supply of education from the communities themselves meant that Southern Cone

states had little to regulate – with the exception of Chile and the south of Argentina.

The Southern Cone and Australasia created ministries of education and required the

compulsory attendance to primary levels by law. These requirements were written into

their constitutions. However, free education was provided before it was made compul-

sory which somewhat delayed the inclusion of poor families, particularly in rural areas

that not always complied with sending their children to school.

Variation in democratic institutions did not prevent all regions to set up legal provisions

to expand free, secular, and compulsory primary education. The argument of elite in-

dolence can still be rescued by claiming that they did not provide enough resources

for education. Lindert (2010) has forcefully argued that Southern Cone states lagged

behind most of the more backward European countries at the start of the 20th century as

they did not commit enough resources to public education. The fact that the Southern

Cone enrolled fewer pupils than poorer countries, such as Italy, or similarly developed

countries, such as the Scandinavians, is a sign that they were redistributing less from

the rich elites. Sharing comparable economic conditions and spending similarly per

children at school, Southern Cone countries were nonetheless enrolling fewer students

than their counterparts in Europe and North America. For Latin America as a whole,
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this “shortfall in tax support for mass schooling has been the region’s clearest failing”

(Lindert, 2010, 379) and, echoing the works of Goldin and Katz, “without tax sup-

port, the private returns to schooling will be lower and the restricted group receiving

the schooling will enjoy a higher pay premium” (Lindert, 2010, 386). Lindert finds

elite selfishness in the amount of public resources that Southern Cone states distributed

towards education. In other work he claims that the percentage of GDP spent on ed-

ucation “gives a sense of how much tax effort goes into egalitarian mass schooling”

(Lindert, 2005, 89). Figure 4.3 shows precisely that indicator. The evolution of pub-

lic expenditures on education follows a similar pattern up to the 1950s. Australia is

somewhat down up to the 1940s as most of the funding and spending came from the

states and the figures show federal expenditures. Scandinavian numbers could actually

be higher as they do not include local expenditures (cf. Mueller, 2007). The Argentine

figures are comparatively higher as the federal government provided most funds for

provincial education and local taxation was of little importance.

Neither the lack of democracy nor high income inequality impeded the Southern Cone

to spend on education for the masses: the three regions were spending within a more

comparable range in the early part of the century. The paths diverge in the 1950s with

the Antipodean and Nordic countries committing ever greater amounts of public money

to fund the expansion of secondary and tertiary education. The timing of the gap comes

after Scandinavia, Chile and Uruguay became fully democratic which suggests that

competing interests took over the social policy objectives of the Southern Cone. Indeed,

Azar and Fleitas (2012) illustrate how education spending in Uruguay fluctuated given

macroeconomic instability and pressure to spend on workers’ demands. The divergent

trajectory of the Southern Cone and Scandinavia posits a further problem as previous

research would predict more demand for education coverage and spending with the

growth of democracy. Scandinavian democracy allowed its governments to deepen

egalitarian educational policies; democracy in the Southern Cone revealed a number
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Figure 4.3: Public expenditure in education (all levels) as percentage of GDP
• Sources and notes:
• Argentina: figures up to 1990 are calculated from Véganzonès and Winograd (1997), figure for

2000 is from World Bank (2014b).
• Chile: figures are calculated from Díaz et al. (2010).
• Uruguay: figures between 1900 and 1940 are calculated from Nahum (2007a), figure for 2000 is

from World Bank (2014b).
• Australia: figures up to 1970 are from Castles and Uhr (2005), and from World Bank (2014b)

afterwards.
• New Zealand: figures up to 1960 are calculated from Statistics New Zealand (2012), and from

World Bank (2014b) afterwards.
• Scandinavia: figures up to 1960 are calculated from Flora et al. (1987), and from World Bank

(2014b) afterwards.

of competing grievances that required public attention. As Southern Cone countries

achieved a more unstable settlement of distributional conflict, it is not surprising that

the amount spent on education increased more slowly after the 1950s. A variety of

social demands competed for public attention while governments were unwilling to

increase the taxation of middle classes that provided them with electoral support.

Finally, elite self-interest would show in spending bias towards secondary and tertiary

education. Education failed to transform individual capabilities for the many in the

Southern Cone as spending was biased towards secondary and tertiary education. Lin-

dert (2010) quotes extensively from the US Commissioner of Education Reports of Ed-

ucation Statistics in the World in the early 20th century to show differences in spending

170



per student and level. The numbers he quotes show that three regions were spending

similarly per student in primary education but that Southern Cone were spending sig-

nificantly more on secondary and tertiary students relative to primary students.24 But in

reality, the US Commissioner of Education numbers reflect plenty of variation from re-

port to report. Table 4.3 compares the levels of spending per enrolled student in primary

education using the same source. From the figures it is clear that spending varies from

year to year, and from country to country with Chile and Uruguay at the lower end

of the spending spectrum but still at a comparable range with Scandinavia and some

Australian states. Despite variation, Lindert along with others is correct in pointing

out spending bias, among the many problems of Latin American education, but this

was not exceptional at the beginning of the 20th century. The US Commissioner report

of 1914 for instance, offers information on tertiary education spending in Scandinavia

and, given the small number attending formal tertiary education, suggests that tertiary

students in Norway and Sweden were receiving 43 and 92 times more resources than

primary students. This type of bias is permanent in the Southern Cone into the second

half of the 20th century (cf. Frankema, 2010c). For instance, university students were

receiving almost 12 times more resources than primary pupils in 1900 in Chile and the

figure increases and hits over 25 times by the late 1960s; only in the 1980s does the gap

begin to decrease and is closed by the 1990s (Díaz et al., 2010). Spending bias grew

during the first half of the 20th century at a time that the Southern Cone democratised,

traditional elites’ power receded, and education expanded.

Mass enrolment in primary education signals inclusion into the education system. De-

spite spending at similar levels or even below Argentina, Scandinavian and Australasian

reforms might have been more efficient in including the poor than the Southern Cone.

Similarly, we are interested in enrolment rates in all levels to assess the human cap-

24Although Argentina and Uruguay were richer on a per capita basis than Scandinavians and other
nations soon to industrialise, expenditure on primary students was comparable (Lindert, 2010, 397). A
British report in 1883 recorded that expenditure per pupil in primary school in Argentina “was roughly the
same as in the United Kingdom and higher than in the United States” (Bulmer-Thomas, 2003, 100 fn54).
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Table 4.3: Total expenditures per enrolled in primary education in US dollars of the time

1895 1902 1909 1914

Argentina 32.34 25.81 * 26.72
Chile 6.44 8.95 13.77
Uruguay 13.58 15.39 21.79
Australia
New South Wales 13.03 16.52 18.21 29.77
Queensland 11.42 14.54 16.8 21.71
South Australia 10.55 11.54 14.34 20.18
Victoria 13.84 12.5 13.94 17.45
West Australia 18.73 21.89 24.95
Tasmania 15.48 13.25 19.86
New Zealand 15.66 22.15 29.3 25.3
Denmark 11.16
Norway 6.77 8.31 9.02 15.65
Sweden 5.77 8.84 12.12 15.66

• Sources and notes: see text for details. Data are from the US Commissioner of Education
(Various years). * The figure reported for Argentina that year is a suspicious 5.69 US dollars
per student, hence it is not given.

ital argument of Goldin and Katz (2008) as a fast expansion of secondary education

would have made these populations more able to reap the fruits of economic change.

Secondary and tertiary education compare well with figures in New Zealand and the

Scandinavian countries up to the 1920s. Supply-side explanations however, should be

qualified on grounds of enrolment data. For instance, 35% of those aged 6 to 14 were

enroled in primary education in Chile in 1900, but 85% by 1930 (Díaz et al., 2010).

Figures for those aged 5 to 14 in New Zealand are always above 88%, while in Scan-

dinavia they increase from levels around 60% in 1900 to around 70% in 1930 (see

sources in table 4.4). Clearly enrolments are not the whole story. In addition to pri-

mary education, table 4.4 suggests that Chile made significant strides and compared

favourably with Scandinavian nations in tertiary education and racing ahead secondary

(both vocational and general). Reforms and spending in the Southern Cone had an early

impact on improving coverage. The figures for Chile are boosted by the fact that they

are calculated using a slightly different age bracket in order to get a longer time span

of the process. Clearly, there were problems in primary enrolments, particularly com-
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pared to Australasia. Education expansion in secondary and tertiary levels might have

had little force in reducing inequality as primary enrolments lagged behind Australasia.

More generally, why would the education systems of Australasia and Scandinavia be

more efficient in improving human capital for the masses than the ones in the Southern

Cone?

Table 4.4: Enrolments in secondary and tertiary education by age group, c.1900-1930

Secondary Tertiary

Ages 15-19 Ages 20-24
Argentina
1915 3.83 0.86
1939 9.11 2.4
Chile
1900 4.22 0.31
1930 13.5 0.89
Uruguay
1909 1.38 1.19
1934 7.4 1.34
Australia
1910 1.49 0.73
1927 13 1.35
New Zealand
1901 4.23 0.94
1926 20.3 4.11
Denmark
1902 2.93 0.22
1930 15.5 1.6
Norway
1904 5.5 0.85
1930 8.37 1.42
Sweden
1904 4.32 0.9
1929 6.81 1.8

• Sources and notes:
• Tertiary education mainly refers to university enrolments.
• Age groups for Chile are 6-14, 15-18, and 19-25. See text.
• Own calculations from Vásquez-Presedo (1988), Díaz et al. (2010), Universidad de la

República (2014), Commonwealth Bureau of Census and Statistics (1911, 1929), Statistics
New Zealand (2012), Flora et al. (1987), Palgrave Macmillan Ltd (2013).
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To explain the efficiency of the different education systems in producing human capital

for the masses we should not only try to grasp the motives of political and economic

elites in supplying education, but the willingness of most individuals to remain in the

system and improve their skills. Given differences in educational achievement and in-

dividual productivity over time, it is doubtful that the combination of enrolments and

spending would predict much of human capital accumulation. Coverage in itself does

not necessarily raise individual productivity for all and in particular the poor. The com-

parison highlights the fact that there are no simple links between progressive education

legislation, granting almost universal inclusion to a largely publicly provided system,

and equality. The major difference, given the pace towards centralisation, is that both

Australasia and Scandinavia involved local communities in trying to increase the supply

of education and achieve compliance with top-down reform. We need to pay attention

to the interaction of top-down reform and bottom-up demand for education. Did the

three regions involve their local communities in making valuable?

4.4 What explains inclusion?

Instead of the push, this section concentrates on the pull of the education system.

Supply-side arguments highlight the restricted offer by elites, and contend that public,

secular, free mass education increases inclusion and demand. Lindert (2010) resorts for

instance, to the skill premium produced by education in the late 20th century in Latin

America to argue that demand for education should have been significant in the first

half of the century, hence stressing that a social demand was not supplied. But the

skill premia is likely to have been less prominent in the early 20th century than it is

today (Frankema, 2010c). If the skill premium operates as an incentive, then why did

education grow more slowly in Southern Cone than in Scandinavia and Australasia?

The decision to go to school was more complex than the promise of a skill premium

driven by individual self-interest, and it took into account material constraints such as
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poverty and health. Bad quality education combined with health constraints might in-

crease the risk-aversion to stay in school for too long, a problem that certainly existed

in the Southern Cone.25

The usual indicators of enrolments and literacy rates hide important information on the

micro social processes that were at stake. It was clear at the start of the 20th century, as it

is now, that Southern Cone education problems had to do with creating basic abilities in

literacy and numeracy, and that people did not remain for long in the education system.

In two lectures in 1938, Angel Acuña, a former Argentinian secretary for education,

noted that the most appalling problem of Argentinian education was illiteracy among

adults and school children (Acuña, 1943, 11). In the case of adults, the problem was

that after dropping out or completing school they would go back to a state of illiteracy

as the school system had not instilled reading habits (Acuña, 1943, 260). Literacy rates

did not progress unequivocally: they expanded faster in the 19th century up to the 1930s

and slowed down thereafter. It took Chile almost 60 years to go from a literacy rate of

75% in 1930 to a 100% in the 1990s (Valenzuela, 2011, 31-2). The education systems

were failing their most basic objectives. The poor and the rural were at a disadvantage

as they tended to drop out of school and forget what they had learnt.26

While information on numeracy is harder to interpret, the trends are interesting. Schol-

ars of historical inequalities use “age-heaping” to measure quantitative reasoning. The

method tries to capture the ability to report an exact age rather than a round number
25Individual-level research shows the complexities of staying for long in the education system and how

these decisions are stratified by social class. Children from poorer households tend to be more risk averse
than children from richer households and favour shorter-term educational choices. This is the case even in
contemporary Scandinavia and, more generally, in egalitarian industrial societies. See Gambetta (1987);
Goldthorpe (2007); Breen et al. (2014). In the past, the choice might have been between going or not
going to school but it was complex: staying longer without the adequate material support conceals the
market opportunities.

26In Chile, between 1899 and 1917, for instance, 60 to 66% of those enrolled in primary education were
going to school; by 1915, those enrolled in 5th and 6th grades were 3 and 2% of those originally enrolled
in 1st grade. More schools, larger budgets, and generous legislation were not producing the intended
results (Vial Correa, 1981, 200). Rural populations or individuals with scant primary education were at a
disadvantage with their urban counterparts. By 1914 only 49 and 44% of school-aged children attended
school in the Provincial cities of Salta and Santiago del Estero, while 61% attended in the more prosperous
Buenos Aires (Scobie, 1971, 154-5).
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by dividing the “number of people who reported non-preferred ages (i.e. ages that are

not a multiple of five) by the total number of people”(Baten and Mumme, 2010, 282).

What is interesting for this discussion, is that countries in the three regions begin the

century with numbers above 90%, with the exception of Chile at 87%. However, as the

20th century progresses, Argentina, Chile, and Uruguay stagnate while the others reach

figures around a 100% (van Zanden, 2015).27

Supply could not meet demand nor promote compliance with rules created at the sate

level. Failing to commit families meant in practice the exclusion of an important pro-

portion of individuals from full primary education. Through centralisation, Southern

Cone policy makers sought control rather than commitment of local communities.

Short-term decisions, such as to drop out or not attend, became endemic among the

poor. True, middle classes benefited and expanded thanks to public education and de-

manded more access to university, but both the new middle classes and the old elites

became frustrated by the decisions made by the poor. The poor became to be seen as

unworthy and lazy as they did not take the opportunities that policy makers were grant-

ing through schooling.28 Variation in the patterns of centralisation and demographic

conditions explain why the Southern Cone made a slower progress than the other two

regions in turning public education into human capital.

4.4.1 Two forms of centralisation: inclusive supply and credentialism

The triumph of metropolitan areas

The provision and running of primary education by local communities organises school-

27Chile improves from 87% in 1890 to 94% in the 1930s and 1940s; Argentina improves from 93% in
1880 up to 98% in the 1920s but then stagnating around 97 and 98% up to the 1950s; and Uruguay also
remains around 98% in this period (van Zanden, 2015; Baten and Mumme, 2010).

28The process whereby elites blamed the poor for not making the most of open opportunities echoes
Tilly’s formation of categorical inequalities. According to Tilly (1998) ideologies and normative judge-
ments about categories are produced after they have formed to organise and distribute valuable resources.
In the case of the Southern Cone, ideas about the laziness of the poor came after the creation of education
systems which showed lack of commitment by the poor to attend school.
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ing from the bottom-up, as families and individuals become involved with the education

of their children. Without the infrastructure to provide education, policy makers in the

three regions aimed to improve mass access by motivating or forcing local commu-

nities to bear the costs of funding and administrating their schools. Only after these

decentralised solutions were in place, with different degrees of success, did central

governments take on the responsibility of regulating and funding the provision of pub-

lic education from above.

It happened first in Scandinavia as a result of state nationalisation of the church. Once

a national network of parish schools was consolidated, the three Scandinavian states

could more easily centralise provision and standardise school curricula. Crucially,

however, communities were involved in the funding and supervision of schools, which

meant in practice that schools operated in a decentralised form to meet the standards

imposed by the central states. Education received the support from economic and local

elites as a form of disciplining rural populations. The education provided by parishes

fulfilled this requirement, leading some later critics to dub these reforms a form of

“social engineering” (Ahonen and Rantala, 2001). Parish-based schooling became sys-

tematised at the start of the 19th century.29

The 1842 Swedish School Reform Act shows how central states strived to gain the sup-

port of local communities in implementing reforms coming from the top. It was origi-

nally met with resistance from families unwilling to lose their children’s labour, but the

act included a series of instruments to promote enrolments and attendance, win over the

families’ concerns, and create commitment: boards were elected by the communities,

girls were incorporated into schools, and teachers learnt their trade while working in the

schools(cf. Nilsson, 2005, 112-3). From the 1840s, the central state provided grants to

29The crucial point was the creation of the “people’s schools” in the 1840s: they aimed to complement
the compulsory elementary education of the peasantry with some form of secondary or adult schooling
connected with working conditions. The folkeskole appeared in 1814, later expanded in 1844, in Denmark,
in 1827 in Norway, and the folkskola in 1842 in Sweden.
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local communities that had scant resources to fund local schools. In turn, this prevented

wealthier urban areas to receive better education. The state helped local communities

through centralisation: rural areas, with fewer taxable resources, would receive funding

from the central government so as to make education comparable across each Scandina-

vian country (Nilsson, 2005). As a result, migrant rural workers were well educated in

comparison with their counterparts in cities or in other countries where they migrated.

By the end of the 19th century, the sons of Swedish farmers were more likely to go

to university than the sons of urban workers (Tomasson, 1965, 209-10). The impor-

tance of rural education should not be minimised as it helped rural workers compete on

more equal terms with urban workers when the three Scandinavian countries urbanised

during the first half of the 20th century.

Centralisation in the Australian colonies and New Zealand also stemmed from the

need to regulate and improve the provision of education which had been largely left

to churches and private initiatives. It followed a similar pattern to the Scandinavian

countries in that the central states started to supply education from above in an attempt

to reach rural and sparsely populated areas. As tax-payers’ funded local public schools,

they were left with the task of involving communities and running the system. As sup-

ply became public, the need to subsidise private and denominational schools ended by

the 1870s.

The type of challenges that education expansion faced in the Antipodes was akin to

Southern Cone realities.30 Led by the Church of England, denominations had blocked

attempts to create a central system of education between 1833 and 1848 as they bene-

fited from having an almost exclusive monopoly while receiving government subsidies

(Barcan, 1980, 57). But soon private, church-based, solutions to education provision

30In Australia for instance, “the presence of a large class of convicts, the instability of family life, the
existence of social and moral problems, and the special circumstances of a new, undeveloped country
quickly produced changes in the organisation and administration of educational institutions” (Barcan,
1980, 7).
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were deemed inadequate as schools and good teachers were lacking in rural areas, and

were competing in an inefficient way in urban areas where they concentrated. This was

partly a consequence of the fast economic growth experienced by the Antipodes for

most of the 19th century that led to higher rates of urbanisation shifting the demand for

education to cities (Belich, 2010, 2011). As in Scandinavia, education was also seen as

a tool for control and discipline by the elite but in these cases applied to unruly itinerant

and increasingly expanding urban populations.31

The involvement of central governments ended this imbalance by increasing and stan-

dardising the supply of education. In the context of wide internal migration, it meant

that itinerant and seasonal workers were in a more equal footing to compete with ur-

ban workers just like in Scandinavia. More importantly, the centralisation of education

provision at the hands of the state did not neglect local economic and social conditions.

Centralisation was achieved with community consent and did not lead to lasting con-

flict between religious and political authorities, or between local and central authorities.

As John Mackey summarised when commenting on the 1877 New Zealand Education

Act, which centralised and made education compulsory, “when the principle of state

responsibility was accepted by the community generally, the problems of support, of

compulsion, and of the most favourable balance of power between central authority

and local control, became matters of administrative policy rather than of political prin-

ciple” (Mackey, 1967, 281).

Tight regulation from the central state in the Southern Cone reacted to similar structural

challenges. Since independence in the 1810s amid the internal struggles to consolidate

national states, the three Southern Cone republics attempted local solutions to provide

mass education. It was tried first in Chile, as we saw, by requiring that parishes and

municipalities fund and provide education. The practice continued into the 20th century

31Like the US, itinerant and seasonal rural workers valued education as they could use the basic skills
learnt in primary school as they changed jobs and cities (Whitehead, 1999).
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as the state began to subsidise private education and granted resources to private schools

in relation to their student intake and their urban/rural status. Unlike Scandinavian

and Australasian solutions that equalised opportunity across urban and rural sectors,

as the costs of living were higher in cities and urban schools enrolled more pupils,

the subsidies were larger for urban areas and attracted the best teachers. It created

incentives to build schools in more densely populated areas.32 As a result of subsidies,

the private share of enrolments increased from about 10% to 30% between 1900 and

1950, this number meant that private education covered more than just a small elite and

helped to consolidate a middle class (Newland, 1991, 464).

In Argentina, the 1853 constitution endorsed the right of primary education and as-

signed the role of fulfilling the task to provincial governments. The federal state pro-

vided subsidies and funded federal run schools in each province as well, which created

competition between provincial and federal schools. Federal schools would dominate

over the education system after the creation of the National Education Council, a fed-

eral administrative body in charge of education for all the country, through the Public

Education Law of 1884. The act further made primary education free and compulsory.

Unlike Chile, where centralisation coexisted with state subsidies to private providers,

enrolments in private schools declined during the first half of the 20th century.33 This

reflected both that the national state was successful in centralising, despite retaining

a Federal outlook, and lack of competition from the Catholic church. However, the

provincial/federal, and urban/rural distinctions prevailed.34

32Monsalve Bórquez (1998) includes in a collection of 19th century documents, an editorial of El Mer-
curio, a conservative daily, on the 5th of September 1905: the paper comments a bill aiming to reverse a
law in 1893 that had created the wage distinction between rural and urban teachers. Urban teachers were
better paid because costs of living were greater in cities, and their schools received more public resources
as they enrolled more students. The daily concluded that if any discrimination it ought to favour rural
schools.

33From 15% in 1900 to 8% in 1945, and provided education mainly for the elites (Newland, 1994, 464).
34Itinerary schools were tried in rural areas and there was a campaign to reduce the amount of com-

pulsory years and the length of the school day to accommodate rural interests but without visible success
(Pinkasz, 1993, 16-9).
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Uruguay followed a similar path towards centralisation. Already in 1847 it had created

the Institute for Public Education charged with regulating the education curriculum and

helping local boards and regional authorities to set up schools. But policy makers in

Montevideo, the capital, were increasingly dissatisfied by the lack of local progress.

The consolidation of the national state and greater revenues allowed the central gov-

ernment to build a national system of free primary education in 1877, with Montevideo

benefiting more than the rest of the country.35

To illustrate the point, figure 4.4 summarises census microdata on education achieve-

ment for adult wage earners aged 30 to 65. As the samples come from censuses in the

early 1960s they are picking information on workers that received education in the first

half of the 20th century. Migrant workers are those who migrated from provinces to

urban centres in Chile, and those who moved into Montevideo in Uruguay. Bar male

Chilean migrants, non-migrant urban workers were better educated than their counter-

parts coming from rural areas.
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Figure 4.4: Educational attainment of wage earners aged 30 to 65
• Source: Own calculations from Ruggles et al. (2013).

35In 1854 one of the Institute’s reports read that “when (people) talk about education in rural depart-
ments it is either a lie or the beginning of a farce” (Bralich, 1987, quoted in 41).
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Unlike Australasia and Scandinavia the centralisation of public education did not com-

pletely solve the crucial problems of rural and non-metropolitan supply. The central

administration of education was achieved without community and local support. As

the Southern Cone states began to rely on taxes on foreign commerce they could im-

pose regulation without paying attention to local interests. Modernist or technocratic

visions blurred complex local realities to state makers. As previous attempts to boost

local education had not worked to the satisfaction of contemporary ideals, educators

and metropolitan elites resisted the involvement of local elites and communities. Local

elites were blamed for not providing or resisting education for the masses. By central-

ising provision, policy makers could wrest resources away from local, predominantly

landholding, elites (c.f. Newland, 1991). The creation of national school systems were

thus part of the consolidation of the central states in the 19th century century in a process

whereby central policy makers limited the influence of local caudillos.

By neglecting local conditions, e.g. the demand for more practical instruction in rural

and mining centres, national education systems marginalised rural children and failed

to provide equal opportunities (Reimers, 2006, 248). The difference became relevant in

time as urban migration in the late 19th century and early 20th century created a class

of informal, uneducated and itinerant workers who would settle in appalling conditions

in the outskirts of the main centres (cf. de Oliveira and Roberts, 1994). Policy mak-

ers did not ask why decentralised strategies had not emerged in the first place, and as

we will see in the next section, quickly blamed the poor themselves for not taking the

opportunities offered by the state. Top-down centralisation partly solved problems of

infrastructure and supply but did not address the issues of cooperation from below. Un-

derstandably, they attempted community solutions at first, just like Australasia. But the

fact that they did not prosper meant that there were deeper problems than just providing

schooling by law. The resulting urban bias affected equality. But the contents of the ed-

ucation curricula affected inclusion as well as it failed to link education with economic
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transformations.

Double top-down centralisation: the university bias

The organisation of the primary school system had two biases in the Southern Cone that

are not present in the Antipodes or Scandinavia. Not only did they favoured urban over

rural settings but they all geared their school systems towards general university educa-

tion. Biases and drop-outs reflect problems in the implementation of education policy

and the prevalence of enlightened principles among policy makers. Hence, policy mak-

ers neglected the conditions under which the poor could make the most of educational

opportunities. Educators geared primary and secondary education towards university;

schooling would prepare for college rather than for life.36 The school system was built

from the university down to primary school in an attempt to abandon Hispanic legacies

and achieve European high culture. Despite having completely different educational

histories, formal mass schooling in Australasia and Scandinavia was built from below:

from primary up to secondary and tertiary levels.

Scandinavians enjoyed a rich legacy of classical education dating back to the middle

ages, which centred on the gymnasium or grammar schools and their link to their old

universities. The consolidation of the national state required secondary and tertiary ed-

ucation to provide able civil servants to the national bureaucracies (Øystein, 2000). The

people’s school was a new experience of late primary or secondary education as it was

not linked to the old universities and supplied skills necessary for both the urban and

rural economies. Their objective was to teach basic literacy and numeracy skills but

also to foster individual character and develop manual abilities making the market tran-

sition easier (Högnäs, 2001). For much of the 19th century then, the grammar school

and university system, which taught an intellectual curriculum for the elites, coexisted

with primary schools oriented to teaching basic skills. This duality was supported by

36In contrast to the US for instance (Goldin and Katz, 2008).
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political and economic elites as education did not threaten existing hierarchies. It re-

inforced the status of academic activities but mass education became popular (Ahonen

and Rantala, 2001; Högnäs, 2001). Later reforms in the 20th century would attempt

to close the gap between university and school by improving the status and quality of

manual education in secondary schools and reforming the grammar schools (Tomasson,

1965).37

Neither Australia nor New Zealand had a university tradition based on a classical cur-

riculum and connected to their national administrations. Like Scandinavia, they created

a mass school system that converged on two important parameters: a focus on early

education and a concern for the teaching of practical skills and work habits. These

two characteristics made education appealing to communities as little time invested on

schooling triggered significant improvements in human capital.

The impetus for equal opportunity through early education came not only from the inef-

ficiencies of school provision but from the emergency of urban poverty. Policy makers

sought in pre-primary education an answer to these problems. It first tried to adapt

the British “infant school” through private charities following the example of Robert

Owen. Its objective was to “civilise” indigenous and rural populations, and children

from poor urban families, from a “barbaric” way of life (Prochner, 2009, Ch 1). Ac-

cordingly, from the 1860s both Australia and New Zealand adopted a public system of

infant schools starting at age 5.38 The infant school was later replaced by the German-

inspired kindergarten with a more practical orientation as it taught children through

37The predilection of Scandinavia for vocational education began early in the late 19th century. As later
scholars have argued this type of education requires investment on skills that become redundant with tech-
nical change and favour the development of social insurance (Iversen and Stephens, 2008). Vocational
education was widespread even before legal reforms. Female and male workers were expected to com-
plement their long working hours with evening instruction. As Fredriksson (1923), Director of the Trade
and Technical Department of the Swedish Board of Education, noted, vocational education became almost
compulsory for workers in Stockholm in the early 20th century to improve their productivity and help them
adapt to uncertain economic cycles.

38This explains why Australasia scored better in the enrolment figures above as children were formally
enrolled at a very early age (Prochner, 2009, Ch.3).
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team play and body self-control (Prochner, 2009, 127-8). Political and economic elites

supported these efforts in early education as they saw in them a tool to fight poverty (an

interest among radicals) and provide order and discipline (a conservative objective).

Without a tradition of medieval schools and universities, the Australasian colonies re-

mained focused on early opportunity even though they later expanded secondary and

tertiary levels.

The organisation of the school system in the Southern Cone lacked both an interest on

early/primary education and a practical orientation and this made it more difficult for

families to keep their children in the system for long. Many argue that difficulties to ac-

cess were exacerbated by rural elites that wanted to keep their labourers’ children away

from the classroom and the Catholic church who resisted secular education (Reimers,

2006). But at least from an economic point of view, rural landlords, even if they did not

actively organise or supported education from “below”, usually resented the type of ed-

ucation that the state provided for not being practical enough. Like Scandinavian rural

elites, the Rural Association, a club of wealthy Uruguayan landowners, demanded in

the early 20th century the expansion of primary education in the countryside as a form to

discipline their workforces (Bralich, 1987, 59). The Argentinean Industrial Union, the

formal association of wealthy industrialists, favoured a more practical education and

objected to the 1914 law that expanded secondary and tertiary education as it feared

that middle classes would develop an aversion to manual work and would lose solidar-

ity with industrial workers (Puiggrós, 2003, 94). In Chile too, vocational schools of a

more technical and practical character were created by the National Agriculture Society

and the Society for Industrial Development as a way to compensate the lack of human

capital among the population as primary education was not meeting their demands for

skill (Vial Correa, 1981, 170-2).

Avoiding calls for a more practical education, liberal elites in the Southern Cone sup-

ported mass education as a force for cultural change. Policy makers used primary
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education to create social cohesion, through new ideals and national models. In part,

large migration meant that newly arrived migrants had to adapt to national identities – a

crucial issue for Argentina and Uruguay but also for Chile who tried to lure foreigners

into its soil (Engerman et al., 2009; Greissing, 2000; Leone, 2000). It became a tool

for mixing the native (including rural labourers and indigenous communities) with the

national.39

Inspired by Napoleonic reforms, the organisation and regulation of primary education

was left in the hands of metropolitan universities as the main tool to impose secular

education. To reap economic fruits from education, individuals would have to stay

long past primary levels in order to get a credential to access jobs in public administra-

tion. The orientation towards university was both a cultural ambition of policy makers

that tried to copy European moulds and a practical tool as it ensured the supervision

of non-metropolitan areas from the political centre. The university presided over the

examination of secondary schools.40

The University of Buenos Aires was founded in 1821 by Bernardino Rivadavia, then

minister and later first president of Argentina (1826-7). That is, almost 60 years before

the consolidation of primary education. His policies gave the university control over

national education and the president exerted a strong influence over the university. In

this way he could improve Buenos Aires at the expense of rural districts: while rural

39Alternatively, most migration to Australia and New Zealand came from Britain who shared a common
culture. In contrast, between 1880 and 1910 Uruguay saw in primary education the means to achieve a
national identity and to “rescue the semi-salvage boy of the countryside who would learn to civilise himself
and worship the nation” as Abel Pérez, the inspector of primary education, put it in 1919 (Greissing,
2000, 71). Little consensus existed on the economic consequences that education would have, but it was
considered a vehicle for social cohesion through the teaching “civic catechism” (Greissing, 2000, 142).
In Argentina the centralisation of education was a “symbolic correlate” to the consolidation of the state
(Pinkasz, 1993, 15).

40An example is the Liceo de Copiapo, a secondary school in a northern Chilean city, which boasted an
interesting collection of technical equipment and supplied skills for the mining industry. However, to get
the degree of engineer the student had to make the 800 kilometre trip to Santiago and pass an examination
in the University of Chile. By the late 19th century the university forced students to spend the last year of
their secondary degree in Santiago. By 1896 the liceo had to close as enrolments dropped (Vial Correa,
1981, 168).
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caudillos wanted a more useful (and in all probability, Catholic) education supervised

by local boards in their communities, Rivadavia and the liberal elite in Buenos Aires

defended a more theoretically-driven and humanist education (Puiggrós, 2003, 57).41

Despite looking at the US and Germany for inspiration as elites grew frustrated with the

French model, later educators in Argentina would deepen a system where the university

prevailed over schools through its influence over the ministry of education. Like Chile

and Uruguay, the impetus for reform at pre-primary and primary levels was dying at

the start of the 20th century. Reforms by Alberti and Saavedra Lamas in 1884 and 1914

sought to impose a more practical curriculum adjusted to local conditions but were

subsequently eliminated and schooling returned to a more traditional, encyclopaedia-

type, education in the first half of the 20th century (Puiggrós, 2003, 111-12). A shared

theme among Southern Cone educators was that theoretically-driven, general, educa-

tion warded against the mundane objectives of practical education – notably identified

with the US. School preference for abstract contents was a way of “spiritualising the

classroom” against what was seen an Anglo-Saxon cold “pragmatism” in the 1930s

(Puiggrós, 2003, 117).

The educational histories of Chile and Uruguay also help to illustrate the point. The

University of Chile was created in 1842 and put in charge of national education; that

is, 36 years before the consolidation of a national system of primary education. Like

Argentina, the system was oriented to shape a new liberal elite with progressive ideals

that would shake off what was considered a backward Spanish legacy. In Uruguay, the

University of the Republic was created in 1833 amid domestic strife and inaugurated in

1849. Like their Southern Cone cousins, it was given a custodian role over primary and

secondary education.

41University dependence on political patronage made it a double-edged political sword. It would fuel
student protests and become an important organised interest to lobby for state resources, but it could also
be an ally of policy makers.
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In contrast, in both Scandinavia and Australasia, universities expanded after the consol-

idation of the national school system and were not in charge of supervising primary and

secondary education: their objective was to provide an edge in technical development

and improve the quality of civil servants.42 While the expansion of formal education

in Australasia and Scandinavia sought to engage local communities, centralisation in

the Southern Cone aimed to transform their cultures and create new, enlightened, elites

through university. Although the path to education was opened to everyone, it con-

sciously targeted the best and was unforgiving towards the poor.43

Differences are apparent in the distinction between professional or general and vo-

cational education. The general track in the three regions aimed to recruit able civil

servants and politicians to work for the state. In Scandinavia the track consisted in a

combination of grammar schools and university education. It was very different to the

average education that a common peasant or urban worker would get: it was highly

intellectual and separated from manual works. At the school level, grammar schools

were soon integrated into the high school system and the curriculum abolished the dis-

tinction between manual and intellectual education. At the tertiary level, vocational and

commercial schools were incorporated. In Australia and New Zealand, the track to uni-

versity also included a classical education at the secondary level but the first universities

were joined by a number of technical, mining and commercial schools.44

42In the Antipodes, the leaders in education reform boasted of the oldest universities: Melbourne (1855)
in Victoria, Sydney (1850) in New South Wales. The other colonies established universities at the same
time or after the creation of a wide network of primary and secondary education: Adelaide (1874) in South
Australia, Western Australia (1911), Queensland (1909), and in New Zealand, the University of Otago
(1869-71). Scandinavians had of course older universities. In Denmark the University of Copenhagen had
existed since 1479 but it was followed only in 1928 by the foundation of a second university (Aarhus).
In between the foundation of both universities, Denmark established a wide system of secondary and
commercial schools, and even a technical university in 1829. These tertiary systems of education followed
naturally from the education provided at primary level.

43Blomström and Meller (1991) see this as a result of humanist curricula, i.e too much Latin – a common
theme in contemporary debates in Britain and the US. But no Southern Cone country can boast of a
classical tradition comparable to Scandinavia and Australasia. Latin was suppressed definitely in Chilean
high schools in 1901 (Vial Correa, 1981, 191) and in 1909 in Uruguay (Bralich, 1987, 81) to be replaced
by modern languages (English, German and French). In this way reformers thought they could undermine
the church. Secondary schools in Scandinavia and Australasia still offer Latin or Ancient Greek.

44Even here classical education aimed to be as practical as possible. It did not promote memorization
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In contrast, university preference in the Southern Cone neglected vocational schools

and did not try to balance theoretical with practical subjects. Furthermore, the uni-

versity could influence the curriculum of primary education. The aim was to provide

a new cultural platform for educated elites and the teaching of law.45 Had economic

elites wanted to profit from the global economy, engineering and agriculture would

have competed with law.46 For instance, Valentin Letelier, a Chilean educator and ar-

chitect of late 19th century reforms, saw the education system as a form to cradle new

elites leaving primary and secondary education to the common people. His point was

that the whole of society benefited from the handful of lawyers with general education.

Further, the autonomy of universities would sometimes defeat mass education. Barros

Arana, a Chilean educator and director of the University of Chile, opposed government

policies aimed at expanding secondary education for the masses as he thought that the

university would lose control over high schools.47

Primary education could not be easily turned into human capital. The problem was not

coverage or the existence of a small elite of university enrolled, which in any case was

comparable across the three regions. Predilection for law as a means to get public jobs

might square with credentialism given that productivity did not improve at the same

pace. Credentialism operated at the top, but the problem lied in primary and secondary

levels. It created a gap between those who received little education at primary levels

and a few that could go all the way to university and get jobs in public administration.

Concentration on higher education affected the quality of primary education. Finding

but independent thinking and the connection of classical themes to modern literature (Barcan, 1980, 127).
45Not surprisingly, and roughly with the same population, Chile graduated one mining engineer, two

architects and 102 lawyers in 1910 (Vial Correa, 1981, 199), while Sweden graduated in the 1890s 200
engineers (Nilsson, 2005, 113). In Uruguay, law in the early 20th century received 30% of enrolments
while Agronomy, Veterinary, Chemistry and Engineering together not even 10% (Bralich, 1987, 95).

46It was widely commented at the start of the 20th century that Chileans were being overrun by migrants
with better human capital and technical expertise, and the same happened in Argentina (Vial Correa, 1981;
Edwards, 2003; di Tella, 1992). Progressive landlords had to send their offspring to study agriculture
abroad.

47He firmly opposed the cloning of the Instituto Nacional, Chile’s best public secondary school, in the
rest of the country in the late 19th century (Vial Correa, 1981, 134).
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good teachers for primary education was a constant problem in the Southern Cone. For

instance, The Appeal Court of Santiago had, for instance, sentenced a thief to serve

as a primary teacher in the distant Copiapo for three years in 1831 (Newland, 1991,

347). By investing on secondary and tertiary education without achieving universal

access to primary education, teachers in primary education lost status. They were badly

paid and could often find better employment in other areas (Vial Correa, 1981, 213-

4). In contrast, teachers in Australasia and Scandinavia were well regarded by their

communities and well paid by the state (Barcan, 1980; Högnäs, 2001). Table 4.5 shows

the relative stagnation of teachers per enrolled primary students in Chile and Uruguay

but within levels that are comparable to Australia and New Zealand. However, as there

were fewer enrolments at the beginning of the period in the Southern Cone, the impact

of teachers for the whole cohort of children aged 5 to 14 is much lower (Lindert, 2007).

Table 4.5: Primary school teachers per 1000 enrolled students

1900 1910 1920 1930 1940 1960

Argentina * 29 30.6 39.1 36.9 45.6
Chile 23.3 18.5 22 21 22.7 26.3
Uruguay 27.9 23.9 22.3 27.3 25.1 30.3
Australia 24.5 27.9 31.9 36.7 36.2 35.1
New
Zealand

27.9 28.8 29.5 30.8 32.3 31.7

Denmark 27.4 26.6 32.1 32.8 37.7 41.7
Norway 21.7 22.8 28.8 27.7 37.6 37.8
Sweden 22.4 27.2 38.3 45.7 53.9 53.3

• Sources and notes: *Teacher information for the whole of Argentina is not available for 1900.
Own calculations from Palgrave Macmillan Ltd (2013), Vásquez-Presedo (1988), Díaz et al.
(2010), Commonwealth Bureau of Census and Statistics (ears), New Zealand Census and Statis-
tics Department (ears). Data for Sweden in 1960 correspond to 1950. Data for Denmark are
for teachers in primary and secondary levels. Data for New Zealand exclude Maories (however,
the ratio for Maories was higher than for whites in 1900 but for a more limited student intake).

The centralisation of primary education from the top of the educational ladder and the

political centre, failed to promote local development and the acquisition of basic skills.

But the explanation is not the political calculation and material interest of economic

elites, on the contrary it should be sought in the normative interests of educators and
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political elites who in an attempt to promote education failed to consider the conditions

that made access possible. These norms sought in urban universities the answer to the

backwardness of Southern Cone mores and Hispanic legacies and the slow progress

of community based primary education. So while the supply of education increased,

education standards would stagnate around the 1930s: literacy rates begin to improve

more slowly than in the past, a growing urban population found it hard to go all the way

up to university to reap the economic fruits of the education system.48

4.4.2 Health and demography: structural constraints to demand

Larger budgets and more regulation did not improve attainment as fast as policy makers

expected. Political elites and educators quickly seized the opportunity to lay the blame

on the poor themselves rather than on policy design. The fact that the poor were not

taking advantage of the opportunities open to them, funded with public resources, led

educators to see the masses as non-deserving as they neglected the enlightened ideals

that were supposed to flow from the education system.

Although most research uses education supply, spending, and enrolments to explain the

differences in human capital,49 a cursory look at basic demographic indicators reveals

that, more than differences in these supply-side indicators, the most notorious source of

variation between the three regions is the aggregate information on health and reproduc-

tive behaviour (see chapter 2). Poor health, low life expectancy, high child mortality,

and more generally, economic hardship, conditioned the decision of the poor to send

(and keep) their children to school. The problem of human capital was not that elites

did not spend on education, but did not spend on those material conditions that would

have made access more likely, such as mass vaccination programmes and school meals,

(cf. Sater, 2003) boosting family demand.50

48See Puiggrós (2003, 165) and Valenzuela (2011).
49See Lindert (2010); Reimers (2006); Engerman et al. (2009).
50Research finds that variation in demographic behaviour and health is linked to economic growth and
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In some indicators, the Southern Cone is not too far from Scandinavia and Australasia

but, as we have seen before, the divergence begins to show in the 1930s. By 1900,

the average male in Scandinavia and Australasia was 4 cm. taller than the average

Argentinian male (168 vs 172 cm). By 1950, the difference had increased to around 8

and 9 cm.51 In other human capital indicators, differences are more visible.

As well as getting taller, as table 4.6 shows, Scandinavians and Australasians were

living longer and having fewer children than their Southern Cone counterparts – and

these differences continued despite considerable progress in the Southern Cone during

the century (Astorga et al., 2005). Hence, demographic conditions at the start of the 20th

century were not propitious for education attainment. Policy makers that centralised

education saw a lack of will or laziness from the poor as the cause deterring them

from going to school. Esping-Andersen (2007) argues that high inequality might be

transitional phase in societies that have a high number of dependants (i.e. children

and the retired). If during exceptional periods of fertility driving dependency rates up,

children acquire the necessary human capital through education for instance, inequality

is bound to decrease in the long term. In chapter 2, I showed that this type of argument

is pertinent as individual productivity slowly increased in the Southern Cone at the

time when they were having more children. Adding drop-outs and the difficulties in

creating basic skills through formal education, inequality might have become structural.

This left governments only with macroeconomic, instead of “microeconomic”, tools to

alter income distributions.52 Growing populations plus inefficient provision of primary

inequality, as better health, fewer children, and a longer life expectancy increase demand for education and
the accumulation of human capital across the life course (see Castelló-Climent (2010) for an assessment
of this argument with contemporary cross-national data. Becker et al. (2012) corroborate the association
for 19th century Prussia).

51The average Chilean and Uruguayan male exhibited a similar height by the 1950s, around 170 cm.
The Argentinian average height might be boosted by European migration however: the Gini coefficient
of height, in cm, ranged between 41 and 47 while that of less-migrant Chile between 27 and 32 between
1900 and 1940. Argentinian Gini levels in height are close to Swedish levels around this time. See van
Zanden (2015) and Baten and Blum (2012).

52Economic analyses of Latin American populism usually stress the use of macroeconomic policy to
solve microeconomic problems such as the distribution of income. See Dornbusch and Edwards (1991);
Sturzenegger (1991); Larrain and Meller (1991) and for Uruguay, Bension and Caumont (1979).
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education meant a larger body of badly educated workers.

Table 4.6: Demography and health in the early and mid 1900s

Birth rate Mortality Life expectancy at birth

1900 1950 1910 1950 1900 1960
Argentina 38.3 25.5 148 68 39 65
Chile 38.4 34 267.3 139 29 57
Uruguay 32.6 18.6 105.1 64 48 68
Australia 26.7 23.3 75 24 57 71
New
Zealand

25.6 25.9 75.2 28 59 71

Denmark 29.7 18.3 101 31 55 72
Norway 29.7 19.1 67 28 56 74
Sweden 27 16.5 75 21 53 73

• Sources and notes: Birth rate is per 1000 population; mortality is under 1 year per 1000 live
births. Data for 1900 correspond to 1910 in Argentina. Birth and infant mortality rates are from
Palgrave Macmillan Ltd (2013); Nahum (2007a). Life expectancy rates are from Díaz et al.
(2010); Statistics New Zealand (2012); World Bank (2014b).

Chile exhibited higher mortality among infants, lower life expectancy and higher fertil-

ity than Argentina and Uruguay partly because the latter group received a large influx

of healthy and literate foreign immigrants at the turn of the century.53 Chile had experi-

enced a downward trend in fertility rates during the 19th century but the trend reversed

in the first 30 years of the 20th century. While fertility was reduced in Argentina and

Uruguay during this period, it started increasing in the 1930s and again in the 1960s

as economic conditions deteriorated. Better demographic conditions in Argentina and

Uruguay did not lead to a constant decrease of inequality by way of improving human

capital as education attainment stagnated. Lower life expectancy and high child mor-

tality made the stay in school costly and reflected in drop-outs. The temporal horizon

of the poor is likely to have been shorter than for the richer elites and middle classes,

and hence their decisions avoided risk by staying out of the school system.54

53In an editorial in 1914 titled “The state of our health”, El Mercurio, a Chilean daily, picked up on these
figures to note worryingly that “the state of our health has until now traversed a diametrically contrasting
path to that of the civilised nations. While (infant) mortality has everywhere followed a descending curve,
we have led an ascending line”. With these figures, the article concluded, any prospect of economic growth
and military might was seriously compromised (El Mercurio, 1914).

54In contrast, increased longevity in Sweden between the 1800s and 2000s explains at least 20% of the
growth of school attainment (de la Croix et al., 2008, 180). Valenzuela (2011) argues that given variation
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Educators in the Southern Cone did not miss on the fact that families and individuals

were responsible for dropping out of school. Instead of focusing on their material needs,

they preferred to blame the poor. This attitude had a long history and preceded the ex-

pansion of the education system.55 The Primary Instruction Law that made primary

education compulsory in Chile illustrates a top-down rule enacted without instruments

to make it feasible. It made it compulsory for parents to send their children to school

and for landlords and factory owners to set up schools in their firms. But only in the

1950s did the Chilean state create boards of school support that, among other things,

would provide free meals in schools in order to boost attendance and family compli-

ance.56

Educators in Argentina blamed the poor as their enlightened reforms seemed to progress

slowly. Sarmiento, one of the main reformers of the 19th century and inspired by the

strong local education of the US, had already complained that local communities did

not engage with the education of their children. For Sarmiento, the problem was the

poor themselves. Indians and gauchos, rural labourers that roamed the countryside,

were impossible to educate given their vices (Puiggrós, 2003, 69). But later commen-

tators in the 1930s blamed poor families as well. Without popular commitment, “the

school was only maintained by an act of authority” as the main discernible cause of

school absenteeism and drop outs was “paternal negligence”, “a deficiency in the fam-

in the design of welfare policies, it is likely that Southern Cone families reacted having more children to
compensate the risks of economic change. Argentinians, Chileans, and Uruguayans had more children af-
ter the 1929 crisis, while “Australians from many backgrounds reacted (...) by delaying marriage, limiting
their fertility, and requiring more years of schooling from their children” (Teese, 1999, 3).

55An early Chilean report on the attendance to schools written by the monitor of primary schools in
1864 read for instance that “the true causes that inhibit the constant concurrence of children to schools are
the many preoccupations of the people that arise from their own ignorance. Not understanding the benefits
of instruction, not feeling immediate positive results, consulting only their own interest and not conceiving
of the child more than a mere instrument to help them profit, more than indifference, (the family) feels
hatred for the school (...). In my opinion, the most efficient way to remedy this wrong is to make schooling
compulsory. Neither begging, advice, nor stimulus are enough to obtain from rude and ignorant people
the acceptance of a good (education) that they do not understand” (Monsalve Bórquez, 1998, 21-2). But
this assessment of the poor continued into the 20th century as educators grew frustrated with educational
outcomes.

56See Arellano (1985a, 39-40) and Valenzuela (2011, 34).
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ily” (Acuña, 1943, 227). By strengthening family life, compliance with compulsory

education would improve (Acuña, 1943, 284-5).

But family compliance with education was hardly a top priority. Reports on the malnu-

trition of children were abundant in late 19th century and early 20th century in the South-

ern Cone. Eloiza Díaz, a Chilean public health advocate and doctor, wrote in a report

to the Minister of Public Instruction (i.e. education) in 1905 that poverty limited chil-

dren’s opportunities in school. Malnutrition affected their concentration and physical

capacities during the 7 hour school day (Monsalve Bórquez, 1998, 23-4). Furthermore,

public health and hygiene were not taught in schools so children did not learn how to

ward against microbe and other hazards (Pineo, 1998, 187). Southern Cone feminists,

like Díaz, stressed these health factors to explain why the poor and children of single

mothers stayed away from education. For them, an endemic problem of fast urbanisa-

tion and economic growth was the spatial mobility of fathers who did not take care of

their children (Lavrin, 1998). Social protection and children’s health were crucial fac-

tors for progressive educational reform to impact human capital. Women complained

that progressive social protection had acted to mitigate the consequences of the large

number of illegitimate children and lone mothers through maternity insurance, but had

not solved the causes of fathers’ irresponsibility.57

In contrast, Scandinavians and Australasians quickly realised that improving mate-

rial opportunities for the poor and itinerant families was essential to boost education

standards. Countries in both regions began early national programmes to provide free

meals in schools in the late 19th century. The most famous became known as the “Oslo

breakfast”, a model that championed the scientific administration of nutrients to chil-

dren and was later copied in other Norwegian cities and other countries (Andresen and

Elvbakken, 2007). As materials conditions improved over the course of the 20th century

57In contrast, welfare legislation in New Zealand for instance, following strict Victorian mores, made
men liable for abandoning women and their children (Thomson, 1998).
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it was abandoned in the 1950s, just when Chile began its own free meals programme to

improve conditions among the poor. Many of these measures to enhance the health of

the young were part of the “maternal turn” that expanded subsidies to maternity in order

to boost fertility. Australasians and Scandinavians designed many of their early welfare

policies in order to increase, what was considered then, their low fertility rates.58

The Southern Cone improved their fertility rates to compensate the lack of social wel-

fare without really making schooling appealing to local communities and families. The

pace of education attainment slowed down during the 1930s and 1940s and dropping

out became a widespread behaviour for many among the poor. The centralised cur-

riculum around the university and lack of material incentives meant that families and

communities faced a long education track in order to achieve some kind of social mo-

bility or improve their economic opportunities. Policy makers fretted as education was

formally free and was aimed at changing social habits. But they did not strive to make

the offer appealing and engage communities from below. A temporal short-term de-

cision became a longer-term structural difference. The rich and those middle classes

that grew out of the education system could improve their human capital without facing

competition from below.

58For instance, the “population question” took over the public debate in Sweden in the 1930s. Increased
fertility was a policy objective shared by conservatives, who dreaded the racial future of Sweden, and
Social Democrats, who advocated a scientific approach to family planning. A population commission set
in 1935 was responsive to suggestions of a widely circulated book by Alva and Gunnar Myrdal, “The
crisis in the population question” published a year earlier. In it, the two sociologists advocated a number
of measures to improve hygiene and the health of the poor in order to improve fertility rates. Although
many of the more radical recommendations were abandoned (such as those concerned with sex educa-
tion in schools), universal policies based on house inspections, maternity leave for working mothers, and
municipal day centres were passed (Rausing, 1986, 527-8,532). Fertility rates moderately improved after
these policies were enacted over the course of the 1930s and 1940s; women began to access the labour
market in mass while children received public pre-primary education.
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4.5 Discussion

Rent-seeking elites, exclusionary institutions, and concentration of power are easily

blamed to explain why Latin America “fell behind” other regions. Out of self-interest

or cultural backwardness, elites, goes the argument, did not provide education. In the

Southern Cone however, they did. The pace of reform towards secular, free, and com-

pulsory primary education, the amount of resources destined to education expansion,

and even enrolments were more comparable across the three regions during the first half

than later in the 20th century. But clearly, outcomes in attainment and human capital

formation varied.

This chapter argues that we should complement existing supply-side explanations that

stress the provision of education by central states and elites, to demand-side explana-

tions that focus on the conditions that made inclusion and access possible among the

mass of the population. Critical for the divergence between the three regions were

the biases towards urban schooling and the power invested on national universities to

oversee education reform. These biases meant that reform from the state down to com-

munities failed to gain the cooperation of local groups and families. In the case of the

Southern Cone, education did not automatically turn into human capital (cf. Hanushek

and Woessmann, 2012).

Studies such as that of Lindert (2010) are correct to point out educational differences

to explain inequality. But they miss the mark by focusing too generally on vaguely

defined economic elites and their self-interest. Economic elites bemoaned the fact that

education did not translate in better prepared workers for their industries and estates.

Where Lindert (2010) is wrong is in assuming that a skill premium would easily trans-

late in higher demand for education: it did in the 1980s and 1990s but amid different

conditions to those of the 1920s. The decision to go to school is far more complex, and
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risk aversion is a documented motive among working classes and the poor. To receive a

premium, usually linked to a university credential and a public job, the average citizen

in the Southern Cone would have had to stay far too long in education.59 Their coun-

terparts in Scandinavia and Australasia could exploit economic benefits from limited

exposure to a practical primary and secondary education. Education reform in Scandi-

navia and Australasia clearly adapted to existing economic advantages and conditions;

in the Southern Cone education systems were designed to achieve cohesion and pro-

mote a more enlightened culture.

Conditions from below are better correlated with education expansion than voice and

democracy – at least in the Southern Cone and Scandinavia. Decentralisation of educa-

tion provision and funding involved communities in Scandinavia and Australasia, and

better health and a longer life-spam meant that going to school was profitable in the

long-run. Poverty in contrast, affected the inclusion of Southern Cone children into the

school system despite a secular curricula, a free tuition, and legal compulsion to attend.

To explain this puzzle the chapter looked at the conditions that made education demand,

from families and communities, possible. Two combined factors seem to explain dif-

ferences in education attainment and human capital formation: the design of educa-

tion systems and demographic conditions during the time education reform was imple-

mented. In Scandinavia and Australasia, progress towards formal schooling through

state centralisation committed local communities and achieved compliance with ed-

ucation. For the Southern Cone countries, education was another form of political

consolidation of the central state as it could implement reform from the top without

involving local communities. Education reform was implemented through the vested

interest of the national universities. In addition, Australians and Scandinavians moti-
59This is, naturally, not enough. With data from the 1980 Zimmerman (2013) showed how the skill

premium of top managers in Chile was stratified by school choice and elite closure: having been in the
right school and being associated to the right families increased the premium of highly paid professions
even if you went to prestigious universities.
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vated the compliance of families by improving their material conditions in response

to falling fertility rates. Argentinians, Chileans, and Uruguayans preferred to question

the poors’ compromise with educational values without acknowledging their material

needs. Economic change and insecurity were then met with constant or increasing fer-

tility rates as a long-term investment and this behaviour is likely to have reproduced

poverty.

Surely the backward-elite argument can be applied to other aspects of social policy such

as vaccination and taxation but probably not to education which was a shared objective

among policy makers (cf. Sater, 1976, 2003). After a critical mass of citizens entered

formal education and reaped the economic fruits by the mid century it seems that new

middle classes hoarded education opportunities. In this context, it is difficult to inter-

pret the problem of mass education just as a battle between liberals (wanting more) and

backward conservatives (wanting less education). Both groups, even if not thoroughly

organised, wanted different types of education given their own interests. Economic

elites favoured more practical curricula. Educators and liberals attempted to change the

mores of the mass of the public through a more European-oriented education. Con-

servative and Catholic intellectuals preferred more traditional education in charge of

the church. Supply of mass public education increased thanks to liberal-minded educa-

tors and their copy of foreign models, but they seldom paid attention to the structural

constraints that most of the public faced in order to access education.
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Chapter 5: Taxing and Rewarding

5.1 Introduction

Up to this point I have suggested that wage regulation that harmed workers’ collec-

tive capacities and shaped the shadow economy, and education that failed to include

the poor and translate into human capital, are two aspects of the erratic pattern of the

distribution of income in the Southern Cone. These results were not intended or con-

sciously pursued by policy makers and social actors; they certainly were not a simple

by-product of power asymmetries where traditional landed and industrial interests pre-

vailed. On the contrary, the exclusion of workers and the poor from wage agreements

and education responded to short term policy designs that intended to solve distribu-

tional conflicts and promote the compliance of relevant groups with state-sponsored

regulation. Groups sought state patronage but were not strengthened as a social class.

Political elites and parties could buy peace by catering to the needs of few organised

interests. Being selective towards pockets of the working and middle classes, these

policies diminished overall cooperation and had short-term outcomes that strained the

stability of distributional trends. But labour markets and human capital hinged upon a

wider settlement of taxation and social spending policies that was reached in the early

part of the 20th century and prolonged into the 1970s.1 Labour markets, human capital,

and redistributive policies required solving collective action problems with regards to

groups’ self-discipline and compliance. In the case of taxation and social spending,
1Even recurrent regime change, as in Argentina after the 1930s, did not stop the deepening of labour,

education, and redistributive policies that sought to achieve short-term cooperation in the Southern Cone.
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lack of stable funding for social policies, the absence of a wide tax-base, and exclusion

from redistribution rendered the effect of seemingly progressive policies a short-term

one.

In this chapter I cast the puzzle of Southern Cone inequality in the light of taxation

and social spending policies, the latter defined as both direct transfers to individuals,

such as pensions and maternity benefits, and indirect transfers and services, such as

education and health. Current research associates income inequality to variation in tax-

ation and spending. This association in turn feeds into our assumptions of how taxation

and social policy work. Taxation and social spending are two distinct redistributive

tools. As taxation plays a minor role in redressing Southern Cone inequality, we tend

to assume that the taxation regimes of Argentina, Chile, and Uruguay must have been

regressive in the past and designed to favour powerful organised interests. The com-

parative framework suggests nevertheless that across the three regions taxation was far

more complex. Southern Cone taxation actively sought to exempt wage-earners and

targeted the sources of wealth of the rich: exports from natural produce and, later, cap-

ital. The income tax base in Scandinavia and Australasia was wider and the taxation

of consumption goods, via sale taxes, made them not thoroughly progressive. Taxation

affected how expenditures were allocated as social spending became far more progres-

sive in Australasia and Scandinavia. A stable and growing fiscal base allowed for the

expansion of social benefits.

As in the previous two chapters, a seemingly progressive set of policies, increasing

taxation and social spending, was not accompanied by long-lasting decline of income

inequality in Southern Cone. Revenue and expenditure within a comparable range up

to the 1950s, produced a variety of outcomes between the three regions. To understand

why, this chapter studies the patterns of taxation and spending and the cooperation

that these policies elicited among the population. Under what conditions do increased

revenue and public expenditures work to reduce inequality? Taxation is a crucial part
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of the answer as it provided a framework for sharing obligations and building policies

that cut across the class divide. Where inequality did steadily decline, taxation also

provided stable funding for policies that improved human capital and labour conditions

among the poor.

This chapter discusses first research on taxation, social spending, and inequality. After

organising the puzzle with taxation data, I break the chapter in two sections. In the first,

I look at the taxation policies that these regions pursued in the early part of the 20th

century. Data suggest that the systems varied in substantive ways but not in terms of

their progressive or regressive effects on working classes. A key difference was that the

tax systems of Australasia and Scandinavia were more stable as they relied on domestic

sources of income, thus shielding social spending from turbulence in international trade

and building shared obligations that made people cooperate with the provision of social

welfare. In the second, I explore social spending policies. These varied significantly

between and within the three regions, but taken together with taxation, three distinct

patterns emerge. Scandinavia consolidated a system of taxation that bore heavily and

equally on the poor and middle classes but granted universal access to publicly provided

insurance. Australasia consolidated a system of taxation that bore on all classes but

whose benefits were targeted to the poor as formal workers and middle classes were

protected by high wages. In both these cases, the poor received regular benefits while

public education and pensions became more universal. The Southern Cone, in contrast

consolidated a light system of taxation whose benefits were awarded predominantly to

formal workers and middle classes, sometimes even on a case by case basis. A final

section concludes by relating long-term inequality to the collective action problems that

both taxation and spending policies failed to address in the Southern Cone, in particular

the difficulties to widen the tax base.
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5.2 Taxation, Social Spending, and Inequality

A progressive model that predicts lower inequality as a function of increased social

expenditures and taxation is supported by empirical research: countries that tax and

spend more score lower levels of income inequality than those that do not (see Esping-

Andersen, 1991; Hall and Soskice, 2001; Alesina and Glaeser, 2004). Although tax-

ation and spending are two separate instruments, when taken together rich countries

redistribute more towards the poor than poorer countries. Revenue raised in developing

countries usually has little effect in reducing income inequalities and is likely to redis-

tribute income to the wealthy (see Chu et al., 2004). Argentina, Chile, and Uruguay

fit this pattern when compared with their counterparts in Australasia and Scandinavia

(see table 5.1).2 Nordic and Antipodean countries not only redistribute more, but the

differences between these countries and the Southern Cone are likely to have been more

permanent: the poor in these regions might have historically benefited more than the

rich from public goods and spending (see Lindert, 2007; Tanzi and Schuknecht, 2000).

Inequality is not redressed in the long-run by casual lump-sum transfers.3 Only if we

consider short-term redistribution such as direct transfers and subsidies do Argentina

and Uruguay reduce inequality in orders of magnitude comparable to Scandinavia and

Australasia.4

Taxation and public expenditures can have progressive, proportional, or regressive ef-

fects on the distribution of income. Taxes are progressive if their rate increases with

2Taxes play almost no role in reducing income disparities in the Southern Cone. Redistribution takes
place mainly through direct subsidies (see Engel et al., 1999; Wang and Caminada, 2011; Sánchez-
Ancochea, 2008; Bird and Zolt, 2013).

3Social spending needs to solve time inconsistency problems so long-term growth and inequality
are not compromised by increased short-term consumption among middle and working classes (Iversen,
2006). Stable expectations on insurance can trigger investment on human capital among the poor (Iversen
and Stephens, 2008; Sen, 2000; Piketty, 2000; Valenzuela, 2011).

4Using data from the Luxembourg Income Study Wang and Caminada (2011) find that most redistri-
bution in Uruguay takes place through direct transfers: the Gini coefficient of Uruguay decreases from
0.54 to 0.43, a comparatively large reduction. Similar results are found for Argentina and, to some extent,
Chile (see Goñi et al., 2008; Lustig et al., 2013). However, this form of redistribution is unstable as direct
transfers or subsidies depend more on political cycles than citizens’ rights.
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Table 5.1: Gini coefficient of household income distribution before and after taxes and social
spending in 2009

Before taxes and
transfers

After taxes and
transfers

Change in coeffi-
cient

Argentina 0.49 0.45 -0.04
Chile 0.53 0.51 -0.02
Uruguay 0.49 0.46 -0.03
Australia 0.47 0.33 -0.14
New Zealand 0.45 0.32 -0.13
Denmark 0.41 0.24 -0.17
Norway 0.42 0.25 -0.17
Sweden 0.44 0.27 -0.17

Source: for Argentina and Uruguay see Lustig et al. (2013) and for all others see OECD (2012).

income (the rich pay a higher rate than the poor); proportional if they remain constant

regardless income levels (rich and poor pay the same); and regressive if they fall as

incomes increase (the rich pay less than the poor) (see Kaplow, 2008; Salanié, 2003).

Conversely, social spending is progressive when it rises as incomes decline; constant

if it remains flat with incomes; and regressive if it decreases when incomes decrease.

Spending is usually not proportional to income as the poor receive comparatively more

from redistribution and public goods than the rich. But being different tools, regres-

sive policies when combined can have progressive outcomes (see Kaplow, 2008, 16).

Progressive spending can offset the effect of regressive taxation. Beramendi and Rueda

(2007) draw attention to the fact that Scandinavian countries have increasingly relied

on regressive taxes, such as the VAT, to finance their welfare states and dissuade the

wealthy from moving capital away. Social Democratic parties face the paradox that

they have to charge workers for keeping the welfare state. But the effects of regressive

taxes are offset by progressive spending; regressive taxation can be seen as a condition

for welfare expansion as it tries to compensate the poor for the taxes they pay (see Kato,

2003; Timmons, 2005).

Research on power resources and varieties of capitalism studies the progressive and

regressive effects of taxation and spending. For the former, the presence of strong so-

cialist parties would predict higher taxation of the rich and redistribution towards the
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poor. For the latter stream, taxation and spending are negotiated and reflect the trade-off

of different policy objectives. To keep the economy growing, they claim, governments

to the left conciliate the need for investment and capital accumulation with redistribu-

tive justice by lowering taxes on capital and keeping a wide tax base so as to fund

welfare. But despite variation in political institutions, in political traditions, and the

power resources available to the left, both Scandinavia and Australasia countries were

efficient in diminishing market inequalities. The effectiveness of their national states

contrasts firmly with those of the Southern Cone where, despite institutional variation,

the three countries appear equally less efficient in reducing inequality.

Sociologists argue that power parity is not enough for progressive taxation and spend-

ing to work. Both tools have an indirect effect over income inequality by defining

an accepted common ground through which the tax bargain and its rules become sta-

ble over time. Taxation and spending distribute sacrifices and rewards that can lead

to compromise and class solidarity or to antagonism and conflict. For Martin et al.

(2009, 1), “taxes formalize our obligations to each other. They define the inequalities

we accept and those we collectively seek to redress (...). In the modern world, taxation

is the social contract”. To work at the aggregate level, taxation and spending require

solving two problems at the individual level: (1) a collective action problem defined by

the disposition of individuals to cooperate with taxation – a wider tax-base eases the

payment of taxes by promoting solidarity and deterring free-riding among taxpayers;

(2) a temporal or time consistency problem in that the state needs stable sources for

funding social policy – a state has to limit its use of arbitrary means to raise revenue

by consenting to tax more permanent and agreed sources of revenue (e.g. substitute

expropriation of property for taxation of income). To sustain revenue in order to pro-

vide benefits, individuals must consent to taxes and accept redistribution to others. It is

easier to consent to taxes and redistribution if one’s interests are protected or included
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in the bargain.5 Taxation and spending have a long-term effect over inequality as they

define the motivations for people to consent to taxes, cooperate with the state (e.g. by

providing information on assets), and back measures to fund and provide other people

with welfare. Besides allowing for progressive redistribution and inclusion into welfare,

taxation and social spending provide stable fiscal resources and cross-class bargaining

that reduce collective action problems over time.

Predatory rulers that discount the future can use coercion to extract short-term resources

from their subjects, but as Levi (1988) shows, this leads to less compliance and higher

transaction costs that render taxation inefficient. But a country can ditch the difficult

question of raising revenue through taxes and seek redistribution instead through ex-

ternal sources of income. Several examples come from literature on taxation of natural

resources, as state makers can avoid the political costs of bargaining taxes with conflict-

ing interest groups. While the exploitation of natural resources provides transitional

sources of revenue, spending becomes attached to volatile economic cycles that lead

to pro-cyclical or inefficient spending or a “natural resource trap” (see Alesina et al.,

2008; Becker and Mulligan, 2003; Collier, 2008). The stability of social spending is

conditional on the fiscal pact. This argument finds support in research that links regime

type to taxation: increased taxation of domestic sources such as income and wealth

rather than natural resources promotes democracy; in turn, “voice” and representation

increase the demand for social spending (see Lindert, 2005; Ross, 2004). Bräutigam

(2008) notes that taxes generate ties between state and society, and that a healthy bar-

gaining leads to higher cooperation with the state.6 The form through which taxes are

raised and spending is decided provides a framework for peacefully managing distribu-

tional conflict and creating lasting reciprocal obligations.

5North (1981) noted for instance that Britain after the Glorious Revolution was more successful in
raising revenue through Parliament than absolutist France. Levi (1988) stressed the fact that states have
to motivate compliance or “quasi-compliance” with taxation by protecting property rights and securing
taxpayers’ interests. On direct taxation as a condition for stable democracy see Tilly (2009).

6See also Cheibub (1998) on how dictatorships can be as effective as democracies in raising revenue.
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Rather than competing explanations, specialised literature looks at different aspects of

taxation and spending that have progressive or regressive effects over the distribution

of income. Research on inequality often quantifies the effects of taxation and spending,

while literature on state-making and welfare states studies the different political and

social alignments that gave rise to a variety of taxation and spending policies. The two

are connected as the effects of taxation and spending are conditional on state capacities,

state makers’ motives, group interests, and taxpayer’s compliance.

The preceding discussion could be divided in at least two big models that link taxation

and social spending to inequality. The first would stress the power resources of the

left and unions together with the autonomous character of the state to coerce elites into

paying more for workers’ welfare. Increased taxation of the rich and spending towards

the poor would explain the constant decline of inequality over time. This model could

be labelled a “top-down” explanation of inequality as it is a function of the organisation

capacities of the left and the use of the state to implement redistributive measures. In-

clusion into welfare widened in order gain workers and middle classes support – leaving

self-serving elites with little alternative but to pay. The second model, would highlight

the negotiated character of taxation and spending policies. It would stress that policies

work better if all interests, those of economic elites as well, are considered so as to make

redistribution viable over time. This “bottom-up” approach considers that the critical

factor behind the success of these policies lies in solving collective action problems in

the long-run to prevent taxpayers from free-riding on their obligations while receiving

welfare.

The top-down model is backed by evidence. The works collected in Atkinson and

Piketty (2010, 2007) find that increased taxation in the postwar era reduced income con-

centration at the top of the income ladder in most of the Western world as it placed ob-

stacles for capitalists to recover their fortunes after years of war and depression. Piketty

(2014) used the same sources to highlight state capacities to prevent the accumulation of
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capital through steep progressive rates of wealth and income taxes. Regressive taxes in

consonance with elites’ material interests would have the opposite effect. Sokoloff and

Zolt (2006, 2007) have argued that Latin American states, from colonial times onwards,

relied on regressive taxes that reflected deep social inequalities compared, for instance,

to the US. The former relied on indirect taxes that punished consumption of the poor;

the latter on direct taxes that punished the wealth of the rich. This feeds nicely into Ace-

moglu et al. (2005) contention that institutions created to preserve the power of the rich

cripple the property rights and economic expectations of the poor. This line of research

would not only predict that taxation and spending favoured elites in the Southern Cone,

compared to somewhat more benign elite interests or power parity in Australasia and

Scandinavia, but that states would have committed less resources to public goods. If the

left and unions could organise politically against the economic interests of the elites,

and inaugurate a steady system of redistributive policies in Scandinavia and Australa-

sia,7 lower levels of revenue in the Southern Cone would be indicative of imperfect

democracies, the exploitation of workers, and an ultimate unwillingness from elites to

redistribute to the poor.

Figure 5.1 plots fiscal revenues as percentage of GDP as an indication of the state’s

capacity to extract resources from society. On the fiscal side of the first model, figure

5.1 shows comparable levels of revenue up to the 1910s with New Zealand and up to

the 1940s with Scandinavia. If revenue was the deciding issue, then, the central states

in the three regions were capable of funding a similar amount of social services for

a period of time. Australasia, the richer region at the beginning of the 20th century,

exhibits better funded states. Revenues increase significantly in the 1960s to the 1980s

in Scandinavia and to a lesser extent in Australia and New Zealand but the two regions

are converging on distributional outcomes during that period. Revenues in the Southern

Cone stagnate after considerable growth from the 1930s to the 1950s.

7See Esping-Andersen (1988); Korpi (1983); Castles (1985).
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Figure 5.1: Tax revenue as percentage of GDP in Australasia, Scandinavia, and the Southern
Cone

• Source: For Argentina Véganzonès and Winograd (1997); MOxLAD (2011); for Chile Díaz et al.
(2010); Arellano (1985b); for Uruguay Azar et al. (2009). For Scandinavia Flora et al. (1987). For
Australia Tanzi and Schuknecht (2000); for New Zealand: Statistics New Zealand (2012).

The question is whether states and policy makers were diverting revenue towards so-

cial spending. Figure 5.2 suggests that, on aggregate terms, Southern Cone states were

not far behind in providing resources, even if minimal for today’s standards, to social

programmes such as education, pensions, and health. After the 1940s there is a marked

difference between the three regions. Expenditures follow the tax capacity of Scandi-

navia and Australasia: they grow more in the former than the latter. Expenditures grow

faster than taxation in the Southern Cone but the amount of GDP spent on public goods

matches the Australasian trends up to the 1970s and falls short from the Scandinavian

only after the 1960s. The official figures for Argentina hide information on indirect

redistribution through state sponsored charities and patronage which would boost its

aggregate trend.

Spending figures reveal more comparable commitment towards redistribution during

the first half of the 20th century. After the 1940s the regions followed different trajec-
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Figure 5.2: Social spending (education, health, welfare) as percentage of GDP in Australasia,
Scandinavia, and the Southern Cone.

• Source: For Argentina Véganzonès and Winograd (1997); MOxLAD (2011); for Chile Díaz et al.
(2010); Arellano (1985b); for Uruguay Azar et al. (2009). For Scandinavia Flora et al. (1987). For
Australia Tanzi and Schuknecht (2000); for New Zealand: Statistics New Zealand (2012).

tories that could explain long-term inequality into the 1980s and 1990s. Note however,

that after the 1940s Australasia was achieving similar levels of income inequality to

Scandinavia with resources comparable to the Southern Cone. The series up to the

1950s do not support the idea that state makers or economic elites might have had

different motivations to redistribute through public goods. Inequality in the long-run

appears less a function of top-down policies and economic elites’ impotence against

the push of progressive governments. Following Acemoglu et al. (2005) for instance,

we would have expected less revenue and spending in the Southern Cone than in the

other two regions. Or perhaps more revenue but extracted from the poor. The existence

of veto players and the political organisation of farmers, business groups, and the right

balanced the push of the left and unions for income redistribution in both Australa-

sia and Scandinavia (Baldwin, 1999; Robinson, 2005). The Southern Cone economies

could provide their states with enough revenue from taxation of natural resources, in-
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ternational trade, and foreign loans (Centeno, 1997, 2002). This of course affected

state capabilities as they relied on less stable forms of funding which undermined the

development of state bureaucracies (see also Campbell, 1993, 177). Even if Southern

Cone countries relied on a variety of sources to raise state revenue, they were not far

behind. Their states could provide, perhaps more cheaply and without stable structures

of taxation, revenue that was neither progressive or regressive in order to fund social

programmes. The puzzle moves then into a second model that conceives taxation and

social policy as a constant bargain with social organisations and relevant actors so as to

achieve permanent cooperation with state-makers legislation.

The important questions concern the forms of taxation and spending that prevailed in

order to explain how progressive or regressive they turned out to be. How did elites

protect their economic interests faced with progressive governments and demands for

redistribution? What sorts of redistribution did workers and middle classes expect?

Naturally, external factors contribute to understand the growth of taxation and spending.

The two World Wars widened the tax-base in Australia and New Zealand. But in all

cases, social issues such as urban poverty and the risks associated to economic growth

were the underlying factors behind progressive legislation. Only in the Southern Cone

the poor benefited from the absence of taxation but they were not compensated by either

high wages as in Australasia or universal social security as in Scandinavia (suffering

inflation instead). Both Australasia and Scandinavia built shared obligations through

“universal” taxation and a stable system of redistribution (either universal or targeted).

The Southern Cone states, in contrast, manipulated taxation and spending selectively

to buy groups’ allegiances. Aggregate taxation and spending figures are not enough to

explain the national divergences in income inequality if we don’t pay attention to the

underlying social process.
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5.3 Taxation: sharing obligations

Were taxes progressive? Did they elicit compliance among the respective populations?

Progressive tax rates are thought to keep inequality down and compliance up, thus

making distributional trends stable. For a top-down model where states are used demo-

cratically by the left to achieve redistribution the key issues would be the degree of

progressive taxation that can be imposed over the rich. For a bottom-up perspective

which looks into the bargaining between social actors and the state, we would see a

more nuanced relationship between regressive and progressive taxation and spending

as they reflect a variety of interests within society which demand broad levels of com-

pliance and cooperation.

5.3.1 Progressive domestic taxes

Sokoloff and Zolt (2006, 2007) correctly identify taxation as a key aspect of Latin

American inequality in comparison with the English colonies to the north. For them, in-

come and power inequalities led to a system of taxation in Latin America that favoured

the landed elites. If the system of taxation is progressive, runs the argument, the poor

benefit whereas if it is regressive the elites gain by preserving inequality.8 In their anal-

ysis, direct income taxes are a measure of how progressive a taxation system is. On that

account, the taxation systems of colonial Canada and the north of the US relied heavily

on property taxes which means that elites were paying their fair share to fund public

policies such as free primary education. On the contrary, the taxation systems of Latin

America, and the Southern Cone, relied heavily on indirect taxes such as sales taxes

which bore on the poor and reflected entrenched social differences. Colonial dynamics

8But it could be argued that elites in Latin America avoided domestic taxation precisely so as to limit
the amount of resources that powerful leaders, caudillos, or local landlords could get. In other words, to
avoid paying into the coffers of competing elite groups.
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might have had a lasting effect on the development of taxation systems.9

Figure 5.3 looks at the percentage of state revenues extracted from domestic income and

property taxes. If domestic taxes are a sign of progressive taxation, then only Denmark

and Norway were “progressive” at the beginning of the century as they had traditionally

relied on property and income taxes both at the central and provincial levels (a measure

of the strength and autonomy of their respective central states) (cf. Zimmer, 2003).

The Australian trend reflects the centralisation of income taxes at the Federal level as

they had been collected only at the state or provincial level before. Income taxation

begins later in the Southern Cone and has a brief success up to the 1950s, with the

exception of Uruguay that taxed only property and exports during the period. Soon

direct taxation became the main yield for the Scandinavian10 but particularly for the

Australasian states. Taxation of income failed to consolidate in time and halts its growth

after the era of progressive reforms in the Southern Cone.

Domestic taxes are not progressive if levied on the poor. Table 5.2 summarises infor-

mation on the income tax, its top marginal rate, and the percentage of taxpayers relative

to adult population. Top marginal rates give us a sense of how much of their income the

rich had to pay; the coverage of the income tax indicates how many people were meant

to pay it. During the first half of the century all countries, bar Uruguay, had enacted

income taxes at progressive rates and these increased over the years. The top marginal
9Taxation in Latin America had evolved from colonial tribute and other sales and occupational duties

to tariffs and some forms of wealth and income taxation. Many of the independent countries continued
extracting heavily from indigenous communities, notably in Bolivia. But the three Southern Cone coun-
tries evolved in a different way: they relied heavily on commerce, foreign loans, and in times of economic
need domestic taxes, to fund their states. Even in the US there was variation given the different sources
of income and wealth. Particularly during the Civil War, the south had the alternative of cheaper forms
of revenue by taxing foreign trade and the export of cotton which were easier to collect than the resisted
income taxes. The pattern of taxation in the south of the US during the civil war was remarkably similar to
that of the rest of Latin America: it taxed commerce, natural resources or produce, and led to high inflation
during the conflict (cf. Webber and Wildavsky, 1986). Scandinavian absolutist monarchs were better at
imposing domestic taxation amid European competition but even them devised instruments to win over
nobles and bourgeoisie and receive cooperation from local areas (Jespersen, 2000; Øystein, 2000).

10With oil and larger indirect taxes, the income tax stopped being the main source of revenue in Norway:
but that did not stop most Norwegians having to pay it.
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Figure 5.3: Direct (income and property) taxes as percentage of total state revenue.
• Sources: Calculated fromVéganzonès and Winograd (1997); Díaz et al. (2010); Universidad de la

República (2014); Azar and Fleitas (2012); Palgrave Macmillan Ltd (2013); Flora et al. (1987).

rate is calculated for the richest 1% in Scandinavia but the tax brackets could be in fact

more progressive and sometimes included one or two taxpayers. Surely, the fact that

top marginal rates grew faster in Scandinavia and Australasia is an indication of the

capacity of non-elites and unions to force the rich into paying more for redistribution –

to over 70% compared to the Southern Cone’s 40% (although it was far more progres-

sive in non socialist Australasia than social democrat Scandinavia). Despite progressive

rates, what differentiates these systems is the wider tax base (the ratio of tax units to

total tax returns). The Second World War was the main factor behind the widening of

the tax-base in both Australia and New Zealand. The growth of the welfare state trig-

gered more domestic taxes in Scandinavia. No wonder it became the main source of

revenue as most people in society were subjected to pay. The tax-base in the Southern

Cone was limited to the rich and wealthier wage-earners. It was a progressive system

as working classes and the poor were exempted. The Southern Cone could never fund

their states through the taxation of income because few paid it. Although there were

many exemptions and loopholes in their tax systems, workers were largely exempted

from taxation. Income taxes became mass-taxes in Scandinavia and Australasia and

remained a upper-middle class-tax in the Southern Cone.

Scandinavians and Australasians exhibit higher rates of domestic taxation through their
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Table 5.2: Main features of income taxation

Year intro-
duced

Top
marginal
rate

Coverage Top
marginal
rate c.1950

Coverage
c.1950

Argentina 1932 12 1.8 40 5.2
Chile 1925 10 * 40 *
Australia 1915 25 14.1 75 59.8
New
Zealand

1892 5.8 13.3 76 65.3

Denmark 1903 15 18.9 60 97.2
Norway 1882/1911 10 6.5 73 60.6
Sweden 1902 6 7.2 70 90.1

• Sources and notes: Tax systems vary a great deal, figures are only to illustrate the growth of
mass taxes in Scandinavia and Australasia. Coverage refers to taxpayers or tax returns divided
by adult population. See text for details.

• Argentina and Chile: Alvaredo (2010); Arellano and Marfán (1989); Marshall (1939). * Lists
of income taxpayers are unavailable for Chile in these two periods. In the 1960s less than 10%
were subject to pay it (Flores, 2011).

• Australia and New Zealand: Atkinson and Leigh (2007a,b) and Reinhardt and Steel (2006).
Note that the higher top rate for Australia is due to the war effort. It fell disproportionately
on the very rich. For instance, while an Australian belonging to the richest 1% would pay on
average 11% on income taxes by 1921, the actual top marginal rate was 45% and it accrued to
very few wealthy people (Leigh, 2013, 74-5).

• Scandinavia: Roine and Waldenström (2010); Atkinson and Søgaard (2013). The Danish top
rate for the early 1900s corresponds to the end of the First World War. Norway is a more difficult
case due to the fact that municipal taxation rates varied up to the 1970s. In 1911 the central state
imposed a maximum 10% (Borge and Rattsø, 1997) which is given in the table. The figure for
1950 is for the 1970s when all municipalities began charging the same top marginal rate and is
added to the central state tax rates (Office of Tax Policy Research, 2015). Norwegian coverage
is for 1903 and 1950 for central state taxation, and correspond to tax returns (of those paying
taxes) divided by tax units (Aaberge and Atkinson, 2010).

early introduction of comprehensive income taxes that bore on rich and poor alike. If

not the income tax, did Southern Cone countries fund redistribution through regressive

consumption taxes? Figure 5.4 tracks the evolution of taxes on sales and foreign com-

merce (both imports and exports) as a percentage of total revenue. Indirect taxes11 are

significant in the three regions. Australasia and the Southern Cone relied on taxation

of consumption through protection schemes that raised tariffs to imported goods and,

in the case of the Southern Cone, taxation of exports such as wheat, meat, and min-

erals. This hit both the rich that consumed luxury imported goods and the poor that

11Indirect taxes are invisible to agents as they are not paid directly and consciously as part of their
assessed income but indirectly through consumption (cf. Atkinson and Stiglitz, 1976).
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would find access to mass consumer goods more expensive. The figure shows that af-

ter the 1940s Australia and New Zealand dropped sales taxes and tariffs in favour of

progressive income taxes. The main component of indirect taxation comes from export

of primary products that bore on capital and landowners in the Southern Cone. The

Uruguayan figure hits a low in 1940 when meat exports collapse as a result of the be-

ginning of the Second World War, the remaining 7 to 8% corresponds to the traditional

yield of sales taxes for the whole period. After the 1970s the VAT, which organised and

replaced a number of sales taxes in the Southern Cone, has contributed significantly to

state funds.12 Up until the 1970s, regressive sales taxes were not the main yield for the

Southern Cone states. From both figures, Scandinavians have relied heavily on both

progressive income taxes with a wide base and regressive sales taxes (Steinmo, 1993;

Kato, 2003).
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Figure 5.4: Sales taxes and tariffs as percentage of total state revenue.
• Sources: Calculated from Véganzonès and Winograd (1997); Díaz et al. (2010); Universidad de la

República (2014); Azar and Fleitas (2012); Palgrave Macmillan Ltd (2013); Flora et al. (1987).

12The brunt of their high indirect taxes was provided by tariffs up to the 1970s in a concious effort to
boost domestic industries. But as these revenues started to decline in the late 1970s they were replaced
by regressive taxes on consumption with different levels of success (Bird and Gendron, 2007; Harberger,
1989).
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Ambiguity over taxation in the Southern Cone is reflected in public opinion. Early in

the century, socialists had denounced tariffs and sales taxes as they hit their working

class and urban bases; taxes on imported Argentinian meat were behind food riots in

Valparaiso and Santiago (Sánchez Román, 2012; Alexander, 2005; Zubillaga and Bal-

bis, 1992; Albert, 1988). But as the century wore on, taxes became a less contentious

political issue. As income taxes affected the rich, the invisible, indirect taxes on con-

sumption were less likely to stir public opinion. Taxes targeted foreign capital and

exporters’ interests (Remmer, 1976). There were no popular fiscal protests partly be-

cause taxation to the poor was almost negligible or was masked in tariffs. This contrasts

with the salience of taxation in Antipodean and Scandinavian politics which has led to

the emergence of anti-tax movements and parties. But if domestic taxes define a pro-

gressive and indirect taxes a regressive system, then up to the 1940s there is little to

separate the three regions. Taxation was no more regressive in the Southern Cone than

in the other two regions during the first half of the century.13

5.3.2 Bargaining the income tax: who pays the bill?

While spending within a comparable range, the non-regressive system of taxation of

the Southern Cone could not sustain redistribution in the long-run. A mix of regressive

and progressive taxes in Australasia and Scandinavia sustained progressive long-term

outcomes. Taxation was clearly less likely to protect the interests of the economic elites

in the Southern Cone than the more progressive but wider based systems of Australasia

and Scandinavia. The image of a coercive state that extracts from the poor to protect

narrow material interests of the elite does not explain the distributional consequences

of taxation in the Southern Cone. How is it possible that top-down progressive reforms

13Steinmo (1993) found that the taxation system in the US was more progressive than the Swedish up to
the 1990s thus defying common and theoretical expectations that Social Democratic parties would drain
the rich in order to fund welfare. The same paradox holds when comparing Scandinavian and Australasian
systems: the latter were far more progressive than the former during this period (Gilbert, 1943; Reinhardt
and Steel, 2006; Davidson, 1989).

217



failed to impact distributional outcomes in the long-run? This section looks into the

bottom-up conditions that explain the rationality behind taxation systems, which re-

sulted from complex bargaining. These conditions explain why the taxation systems of

Australasia and Scandinavia received cooperation from relevant actors in the long-run,

providing stable resources to welfare expansion, in contrast to the Southern Cone.14

Scholars argue that a wide tax base improves cooperation as shared duties lead to mu-

tual trust among taxpayers.15 Perceiving that others pay increases the likelihood that

one will comply. Free-riding from tax obligations becomes less likely as the general

expectation that most people will pay creates an informal commitment to share in the

common burden.16 Taxation, the argument goes, creates solidarity and shapes a national

identity. Lieberman (2003) distinguishes adversarial from cooperative tax states: a co-

operative tax state is one where elites voluntarily comply with the taxes levied by the

state by building cooperative and trusting relations. For a cooperative tax state it will be

easier to raise revenue for shared social objectives. Adversarial tax states, in contrast,

result from fragmented elites that actively oppose taxation.17

The distinction is relevant to test whether Southern Cone states could get the public to

cooperate with their light systems of taxation. But there are two points worth noticing

before going into historical detail. The first, elite compliance is not the only predictor
14Taxes not only provide resources for redistribution but have an important effect over growth and sta-

bility. According to Iversen (2006, 39), post-war welfare states implemented “tax policies (that) rewarded
investment and punished consumption” to promote growth. The implementation of sales taxes and tax de-
ductions on capital depreciation or non-distributed utilities were certainly regressive but provided revenue
to expanding welfare states.

15For general reviews on taxation and the construction of shared social responsibilities see Campbell
(1993); Tilly (2006); Martin et al. (2009); on the link between shared responsibilities and compliance
see Levi (1988); Lederman (2003). But see Eusepi (2006) on how states create a fiscal illusion through
invisible taxation in order to increase welfare spending without risking their legitimacy.

16Bergman (2009) shows how the Chilean tax system elicits compliance because taxpayers trust both
fellow taxpayers to pay and the capability of tax authorities to punish evaders in contrast to the less
trustworthy Argentinian system.

17Lieberman (2003) compares the taxation systems of South Africa and Brazil, concluding that the
former has been more successful in raising revenue as it organised on ethnic terms. In South Africa the
white elite created an extensive taxation system to support their own. Once apartheid collapsed, the system
served to expand taxation and welfare to the erstwhile excluded black communities. In contrast, the lack
of an ethnic national identity together with geographical divisions hindered the taxation system of Brazil.
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of tax revenue. Adversarial tax states can also establish strategic but cooperative links

with few key players (i.e. big corporations) in order to maximise revenue. States in

this way can negotiate with relevant agents thus breaking the collective capacities of

wider organisations that are bypassed by strategic players. To be sure, such form of

cooperation will be more unstable as alliances between state-makers and key players

shift. The real difference is that cooperative tax states universalise obligations to fund

the state throughout the population even if at first they seek compliance from cohesive

elites. Cooperative tax states can enjoy long-term funding as obligations are deemed

fair, most people comply, and self interest is protected. Adversarial states, on the other

hand, need to negotiate and strike bargains periodically and switch alliances between

key economic actors. The second point is that, as Lieberman’s (2003) research shows, a

cooperative tax state depends crucially on a shared identity: more than just elites, whole

populations have to buy into a shared narrative of common obligations and duties.18

Two collective action problems need to be solved to achieve bottom-up cooperation.

The first is the geographical fairness of tax obligations. More than the organised power

of the urban working classes, research shows that power parity led to a more equal

system of taxation: rural parties were instrumental for equalising taxation between city

and countryside and sharing welfare spending accordingly (Baldwin, 1999; Gilbert,

1943).19 Sharing tax obligations between urban and rural economies would increase

the number of potential taxpayers thus helping to stabilise state revenue. The second

problem concerns the long-run commitment with tax policy and redistribution. The

constant effect of tax policies requires stable cooperation with taxes. Adversarial tax

states for instance, could boost funding and spending for brief periods of time in an

attempt to gain the strategic support of key players, but their outcomes would of neces-

18In addition, receiving social insurance could aid cooperation given a shared sense that everyone is
contributing.

19Extended taxation might have helped to monetize labour relations in the countryside in Australasia
and Scandinavia. In-kind payments and loose reciprocal obligations were prevalent in the Southern Cone
countryside well into the 20th century. As Ebner (2006, 51) contends, “tax brings a monetary economy
and calculating spirit in corners where they do not yet dwell”.
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sity be short-lived. The real difference between the tax systems of the three regions is

that Australasia and Scandinavia overcame these two problems more successfully than

the Southern Cone.

At the start of the 20th century, the virtual absence of domestic taxes and preference

for loans and taxes on foreign commerce characterised Southern Cone taxation.20 Both

rich and poor benefited from low taxation. Efforts to expand tax obligations and provide

the state with stable means of funding were met with considerable political opposition.

Administrations willing to stir away from domestic conflict and avoid political bargain-

ing would in time use a variety of means to extract resources to fund social policy, but

these were unstable such as inflation, foreign commerce, and currency exchange con-

trols and bypassed public discussion in parliaments. Only Argentina and Chile enacted

income taxes during this time in an effort to provide the state with more stable rev-

enue but were careful to avoid increasing the tax-base to urban wage earners. Initially,

elites proved cooperative and willing to tax themselves in the first half of the century,

but these systems did not solve temporal and geographical imbalances. Uruguay had

a brief experience of income taxation in the 1960s but the income tax was repealed in

1974. For most of the 20th century it preferred taxes on the presumptive rents of ru-

ral producers and a corporate tax (both at a 30% rate in the 1970s) (Harberger, 1989).

Hence, Uruguay is largely absent from this section.

In Argentina, customs provided over 60 percent of federal revenues at the start of the

century. Provinces had, in principle, the right to tax domestic sources of wealth and

consumption, but this prerogative was used lightly. As the federal state had centralised

the provision of public goods, such as education, taxation became more centralised over

20Uruguay enacted consumption taxes on alcohol with the objective to curb alcoholism. But the main
exception was Chile which in the 19th century had enacted income, land, and wealth taxes on its elites in
order to face an economic crisis in the 1860s. The expansion to the nitrate-rich north after the War of the
Pacific (1879-1883) led Congress to repel domestic taxation in favour of taxes on nitrate exports (Sater,
1976; Gallo, 2008; Sicotte et al., 2008).
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time. The Baring crisis, a financial crash in 1891, along with the concomitant reduc-

tion of imports, forced the federal government to centralise domestic tax collections in

return for direct subsidies to the provinces. With this revenue sharing agreement, the

provinces lost power but also fiscal discipline as the central state allocated resources

(Cortés Conde, 2006). The First World War debilitated international trade but Argen-

tinian state makers deemed it a transitional period. The political and economic crisis of

the 1920s and early 1930s exposed the risks of depending on customs duties to finance

the state. In a period strongly associated with powerful landed and oligarchic inter-

ests, Congress and the federal government enacted laws targeting these very sources of

wealth. In the 1920s an export tax was introduced on the value of exported meat. As

this tax was not part of the revenue sharing scheme it was easier to target landowners

and pass it as a legitimate tool (Sánchez Román, 2012).

Taxation in Argentina could have evolved along the lines of the more stable platform of

Australasia and Scandinavia through the introduction and later expansion of the income

tax. As Sánchez Román (2009, 2012) notes, the bill had been discussed since 1918

when it was first presented by the Radical government of Yrigoyen. It contemplated

a flat corporation tax and a progressive income tax starting at high salaries in order to

protect the wages of the working class. From socialists to conservatives the tax had a

wide backing. By targeting income, it was thought to protect capital for investment and

production. Business and economic elites conditioned their support on improved eco-

nomic policy and protection; the wealthy land-owners did not actively oppose the bill

as they saw it as a cheap solution to social unrest. The first bill was ultimately defeated

in 1924 by the interests of the provincial and regional policy-makers of the interior re-

gions: they opposed the measure to prevent the further centralisation of power by the

Federal government (Sánchez Román, 2009, 2012). As a result, the federal government

relied on export taxes and “special laws” that allowed the president to increase spend-

ing (and therefore revenue) without consulting Congress (Sánchez Román, 2012, 23).
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Failure to enact the income tax undermined cooperation with the state and prolonged

geographical imbalances.

After protracted bargaining (cf. Dosman, 2010, 50), the income tax bill passed under

a conservative and military-backed government in 1932. Given the turbulences of in-

ternational trade, it soon became the major source of income for the state. From its

introduction in 1933 where it contributed 8% of central government income it reached

25% in 1952 (Oszlak, 1970, 5), to decline afterwards up to this day. Like the income

tax in Australia and Chile, it separated tax payers according to the source of their in-

come: by schedules of rural incomes, capital assets, commercial and industrial incomes,

wages and salaries to which it applied a flat tax. Salaried and wage earners received

a special treatment as there was widespread socialist and urban opposition to taxes on

wages (Sánchez Román, 2012, 51).21

According to Sánchez Román (2012), the fact that the income tax had been imposed

by non democratic governments undermined its legitimacy, and the preference of the

subsequent Perón government for other sources of income condemned it to decline over

time. There was considerable election rigging during the 1930s (Cantu and Saiegh,

2011). But the fact that elites cooperated with the tax, although it targeted their wealth,

means that legitimacy was not the only consideration. Elites cooperated while they

saw a government moulded in their ideas that would protect their interests. Legitimacy

and cooperation declined afterwards and only after Perón opted for short-term sources

of funding. The vice of origin is not the only explanation for the perception of its

illegitimacy: only the rich paid it and it was invisible to the eyes of most wage earners.

21A progressive surtax started above 25,000 pesos for each category; even if it was introduced to pay
foreign debt it was thought to improve fairness. The progressive rates meant that the wealthiest of the
wealthiest paid most of the tax. In 1934 the lowest bracket contributed 11% of tax collections while the
richest bracket 15%. By 1943, the richest bracket provided 38% of collections (Sánchez Román, 2012,
58-9). In a short period of time, from 1932 to 1943 the income tax had become a progressive tool for
redistribution and received the cooperation of the elites. The top 0.8% of taxpayers contributed 38% of tax
collections while salaried and wage-earners only contributed 14% by 1943. Land and capital schedules
paid 86% of all income taxes that year (Sánchez Román, 2012, 60).
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In comparison, the centralisation of the income tax in Scandinavia was carried out by

technocratic bureaucracies which were not thoroughly democratic (cf. Steinmo, 2010,

1993), and in Chile it was also enacted by a military backed administration: in both

settings elites cooperated with income taxes.

Perón favoured short-term sources of funding that ultimately made the state depend on

the competitiveness of the agricultural and pastoral sectors.22 True, Perón increased

the top marginal rate of the income tax from 22 to 40%, the corporation tax from 10 to

24% and introduced a capital gains tax in 1946 (Sánchez Román, 2012, 87). But he did

not use income taxation to fund social programmes nor to create cross class solidarity.

His stance was tough on rural incomes and actively sought to exempt urban areas from

paying their share. Other sources of income became increasingly important for the state.

The export tax was reformed: the state monopolised exports and manipulated exchange

rates paying a lower rate to exporters than to foreign buyers, hence getting a cut (Cortés

Conde, 2006, 223-9). Perón discounted the future by seeking quick sources of state

revenue and in doing so deepened collective action problems that reflected in rural-

urban inequality and long-term aversion to domestic taxes. Direct taxation declined

since the times of Perón and the gap between expenditures and revenues was covered

by taxes on commerce just like in the past (Treber, 1969, 575).

Tariff protection, and social insurance would reflect strategic selective associations be-

tween government and key social actors. Urban middle classes would benefit from

social spending, rural areas and the informal sector would lose out. Low taxation of

urban enterprises and income allowed Argentinian governments to avoid conflict and

lengthy discussions over fiscal sources. Since that brief period where the income tax

gained prominence, Argentine revenue has depended on economic cycles, inflation,

loans, and invisible taxes (Cetrángolo and Gómez Sabaini, 2010, 104).23 By not solv-
22The need for funds was dire: public expenditures increased from 20% of GDP in 1945 to over 30% in

1955 (Cortés Conde, 2006, 229)
23Sánchez Román (2012, 6) notes that “when Argentinians began to distrust their state; to think that the
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ing collective action problems that entailed bargaining, protection of wide economic

interests, income taxation failed to promote cooperation and solidarity in the long-run.

Chile differed from Argentina in that its agricultural sector was less competitive and

rural interests were better organised: rural incomes would not fund the state. This did

not mean that urban sectors paid towards the expansion of social insurance. Instead

of agricultural exports, Chile relied on the lucrative mining sector – nitrates from the

late 19th century and copper from the 1930s. Like Argentina, income taxation would

be confined to a small minority while the state targeted other sources of income and

avoided taxing the population directly.

Reliance on mining and foreign loans reduced the necessity of domestic taxation, either

progressive or regressive.24 Policy makers wanted to boost labour incomes in order

to reduce distributional conflict and, like Argentina, these were exempted. Economic

risk triggered by the First World War and decreasing demand for nitrates increased the

pressure on Congress to enact domestic taxes. The first bill was proposed by a right-

wing liberal government in 1919 inspired by French reforms (Marshall, 1939). The

bill contemplated a flat tax divided by schedules but the issue of a progressive surtax

was deemed unconstitutional as it deviated from the principle of equality before the

law. In 1924 the flat tax to income schedules was implemented and divided by income

source: a tax on landed property income, property values, capital assets, industry and

commerce, mining, wages (public and private), and an additional tax on wages of liberal

professions (a tax on university graduates). A progressive surtax was only implemented

government was favouring some groups or social classes over others; to believe that the money they paid
in taxes was wasted through corruption or graft; to consider that their fiscal treatment was unfair (...) the
virtuous circle of trust that kept together the tax regime started to crumble”. This problem persists to this
day (Lewis and Mitchell, 2008).

24Triggered by an economic crisis but precipitated by the War of the Pacific, Chilean elites would tax
themselves in the 19th century. In 1866 Congress passed a flat tax of 5% on all incomes but it was never
implemented. A flat tax of 0.2% was implemented in 1879 on large incomes, capital, and inheritances.
But the successful outcome of the war and the taxation of nitrate deposits motivated Congress to repeal
all taxes on domestic incomes under the Liberal administration of Balmaceda (Sater, 1976; Sicotte et al.,
2008).
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in 1925 after a cabinet crisis resulted in a new civil administration supported by the

armed forces (decree law of 1925) (Marshall, 1939). As in Argentina, the income tax

exempted small property owners and wage earners. It targeted top incomes and the

marginal rates were increased over time.

The tax failed to create a shared sense of common obligations. Part of the problem is

timing. After the enactment of the income tax, the 1930 crisis kicked in and it proved

impossible to broaden the tax base among wage earners. The crisis made Chile de-

fault on its foreign debt.25 The state, just like Argentina, turned its attention to sources

of revenue that did not require broad cooperation: exchange controls, inflation, and

higher tariffs to protect local industries. While not a regressive mix, the state asso-

ciated selectively with industries that sought protection and offered higher wages to

potential government supporters. This created multiple loopholes in income taxation:

not all industries received the same protection. So “while taxes and progressivity were

increasing on average, tax exemptions were increasing as well, thus encouraging eva-

sion practices and complexity in the tax system”, and this was not helped by the fact

that since 1925, Congress approved spending before approving the budget, hence moti-

vating politicians to boost expenditures among their supporters (Arellano and Marfán,

1989, 301).26

To reduce social tension at home and the turbulent economic conditions abroad, the

Chilean state avoided domestic taxation resorting instead to natural resources, inflation,

and protectionism. The geographical imbalance was less serious than in Argentina as

rural producers paid little taxes: but as expenditures were targeted to urban supporters

inequalities prevailed between urban and rural areas. Mining revenues were directed to

25Copper had replaced nitrates as the main yield for the Chilean state, but the international crisis hit
copper production as well. Production suffered a 40% decline between 1930 and 1935, and the share of
mining in fiscal revenues went down to 10% (Cortés Conde, 2006, 225)

26Davis (1963, 393) explained the resulting inflation as the outcome of the right not wanting more taxes
and the organised left not wanting a decrease of social spending on civil servants and organised workers –
their main supporters.
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urban centres; when copper prices recovered social expenditures became more stable

and accrued to the formal urban sector. The state did not widen the tax base to include

wage earners in the bargain; with increasing inflation, wages suffered, and income tax-

ation failed to create solidarity among taxpayers.

Uruguayan taxes are a good example of restricted solidarity.27 Although Uruguay had

relied on taxes on property and landed wealth in the 19th century, its main yields de-

rived from foreign commerce and exports, and taxes offered little incentive to invest in

the countryside (Finch, 1981, 113-116). The three Southern Cone countries fall into

the description offered by Long and Roberts (1994, 334) on Latin American taxation:

“export agriculture was taxed to finance urban and industrial expansion” and together

with price controls for non-export agriculture on food staples to benefit urban work-

ers led to underinvestment in agricultural production. Large landholders, could spread

economic risk by renting out land and investing on more lucrative protected urban in-

dustries28 (Carrière, 1981; Adelman, 2001; Hora, 2001). There was nothing irrational

or backward in the economic decisions of large landowners, but underinvestment on

the countryside heightened the problems of itinerary work and internal migration thus

deepening inequalities between the two areas. As well as failing to provide geograph-

ical justice, lack of income taxation led to the exploitation of short-term sources of

revenue by the state without creating solidarity from the bottom-up. Direct taxation

declined during the 20th century, increasing evasion and corruption (Herschel, 1977).

Australia offers an interesting contrast as it was a federal state like Argentina, and like

Southern Cone countries, taxation depended mainly on customs and imports (unlike

Argentina, Australia would not tax exports). Further, there was a fierce bargaining

27López-Alves (2001, 160-2) notes that the states in the River Plate could avoid taxation and subjugate
the upper classes. Still they needed to buy caudillos and popular classes.

28The emergence of large business groups in the period was also a form to spread out economic risk
among small-export economies. They were particularly salient in Australia, Chile, and Sweden and to a
lesser extent in Argentina – where they became an easy revenue target for state-makers since the 1940s
(see Fracchia et al., 2010; Lefort, 2010; Högfeldt, 2005; Colpan and Hikino, 2010).
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between the central government and the states for the right to tax and spend.29 With

federation, customs and sales taxes were agreed to be levied by the federal government

in return for a rebate (one fourth of the collections would support the federal state and

three quarters would be divided among the states), but the states kept the right to collect

taxes on income and property.30. Despite the introduction of a federal income tax to

support the war effort in 1915, taxes on imported mass consumer goods meant that the

poor carried a disproportionate fiscal burden (Reinhardt and Steel, 2006, 4). And even

in 1939, 42% of the federal government revenue derived from these regressive taxes.31

Despite relying on customs at the beginning of the 20th century, the Australian state

created conditions for equality among urban and rural areas and became, in time, more

resilient to economic cycles than its Southern Cone counterparts. To begin with, the

federal government compensated the states for loss of income and this lead to fiscal

equalisation between them (Reinhardt and Steel, 2006, 7). But more importantly, the

Two World Wars had an effect on the centralisation of direct taxes on the federal gov-

ernment and the widening of the tax-base. Although the federal income tax was levied

as a direct response to the First World War, up to 1942 income taxes were levied at both

state and federal levels, creating a fiscal imbalance between more prosperous and less

prosperous states. From 1942 onwards the federal government increased the progres-

sive rates of the income tax while the states surrendered their right to collect income

taxes. The federal government compensated the states with federal grants for the loss

of taxation power.

The income tax became the main source of revenue. At first, a high income threshold

29However, as Robinson (2005, 28) notes, “there was not one uniform pattern of fiscal sociology across
the states”.

30In 1911 customs and excises contributed to 97% of the federal government revenue (Gilbert, 1943, 3).
31A contemporary researcher remarked that the “fact remains that four fifths of the total burden is

sustained by taxes which are shifted in such a way as to become regressive in effect” which was surprising
given the ascendancy of Labor. The federal state through sales taxes and protectionism had “effectually
disguised (...)” taxes in such a way that “the goose submits to plucking with the minimum amount of
squawking” (Gilbert, 1943, 29).
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exempted most wage and salary earners – not unlike Argentina and Chile where the

state tried to protect the consumption capacity of wage earners. The marginal rates

ranged from 3 to 25 % and those at the top quintile accounted for a large proportion

of the tax (Reinhardt and Steel, 2006, 14). The Second World War broadened the tax

base to include most wage earners through a “pay as you go system” and by 1950 the

top marginal rate was set to 75 percent. Up until the 1970s Australia would rely mainly

on the progressive income tax together with customs and excises (in addition to payroll

taxes levied at the state level).

The question on the power of the left to impose higher taxes on the rich by democratic

means yields ambiguous results in Australia. Labor governments both at the state and

federal levels had linked taxation to social goals, and in 1912 a federal land tax was in-

troduced by the Fisher Labor government to break large landholdings (Robinson, 2005,

4-5).32 But tax reform had to pass with the consent of strong Conservative legislative

councils and rural influence. Free traders and landholders consented to income taxation

as a pragmatic response to fiscal deficit and the wars: they consented to progressive

rates in return for a wide tax-base (Robinson, 2005, 7). The position of Labor in Aus-

tralia was not too different to that of socialists in the Southern Cone and Scandinavia:

they defended steep progressive taxation of wealth and the exclusion of all wage earn-

ers from taxation.33 Labor policies were balanced by conservative and rural opposition

and hence, the fiscal burden was shared by the population at large and among rural and

urban areas (Mendelsohn, 1954).

Unlike Australia, New Zealand was a centralised state and introduced income and land

taxation earlier. Although there was a strong “single tax” movement that favoured the

32But even before the time of Labor politics, taxation as a tool to increase revenue had been closely
associated with the radical-liberal tradition of the 19th century.

33However, excluding most wage earners from domestic taxation left the problem of debt unresolved:
“the ultra rich are a small minority and very high tax rates on them will not raise much revenue. Such
taxes are a form of political symbolism however that may play well to a populist audience” (Robinson,
2005, 18).
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progressive taxation of non-earned wealth and the subdivision of land,34 the income tax

was a direct response to the grave economic slump of the 1890s. In 1891 the income and

land tax would contribute to 20% of the revenue; in the early 1900s tariffs were revised

and some mass consumer goods liberated (Gilbert, 1943, 78). Despite introducing a

progressive income tax, the tax structure remained as regressive as that of Australia.35

But like Australia, New Zealand experienced a similar trend towards increased progres-

sive rates and a broader tax-base. The surtax and top marginal rate, increased from 10

to 30% from 1930 to 1931 and income thresholds were lowered. Income taxes were

payable by almost all income earners (Mendelsohn, 1954, 178). And these two factors

continued during the Second World War: the income tax became a “mass tax” – while

only about 9 % of adults filled a tax return in 1924, today that figure is close to a 100

(Atkinson and Leigh, 2007b, 338). Progressive taxation and a broad tax-base allowed

New Zealand to gain cooperation from rural as well as urban taxpayers and provide the

state with a stable base for welfare.36

Unlike Australasia and the Southern Cone, Denmark never relied on customs and tar-

iffs and boasted a free-trade tradition dating back to the 19th century. A brief exception

occurred in the 1930s as Denmark introduced exchange controls to pay a heavy for-

eign debt to both Britain and Germany (see Rogers, 2013). Tax reform followed the

trend towards progressivism and a larger tax-base just like the other Scandinavian and

Australasian nations. In this way, the Danish government addressed regional disparities

while providing the state with stable sources of revenue.

The income tax was reformed in 1903 and the resulting tax code remained the core of
34In fact, the introduction of income taxation put an end to the property taxes that the single tax move-

ment defended. As land was divided, rural interests became increasingly opposed to egalitarian Liberal
and Labour legislation (Rogers, 1954; Castles, 1985).

35In fact, by 1933 indirect taxes amounted to 70% of state revenues while the graduated income tax
only to 30% (Gilbert, 1943, 99-100).

36Accordingly, Atkinson and Leigh (2007b, 351) conclude that taxation might have reduced inequality
as top marginal rates increased from 25% to 65% from the 1930s to the 1940s. But the trend continued
after the top marginal rate peaked. In contrast, the top marginal rate was halved from 66% to 33% between
1985 and 1989, hence increasing concentration.
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the tax system up to the 1960s (Atkinson and Søgaard, 2013). Before then, and as in

Australasia, local governments had the right to collect income and property taxes thus

competing with central state taxation. As rural activities bore so heavily on the Dan-

ish economy, income taxation became a contentious issue. Local taxation meant that

rural incomes paid proportionally more towards welfare than urban areas with richer

municipalities. With tax reform, farmers mobilised successfully through the Liberal

party to counter the Social Democratic push for more taxation and spending in urban,

working-class, areas (Baldwin, 1999; Andersson, 1994). Farmers supported policies

that gave the central state the right to raise and distribute revenue while limiting lo-

cal taxation. Small localities and rural areas received subsidies from the central state

which contributed to fiscal equality across the country (Andersson, 1994, 246-7). With

the centralisation of income taxation, rates became increasingly progressive and linked

to social policy. The tax code became complex: it featured many tax brackets, some

even applying to one single taxpayer.37 But the cost of progressivism was a wider tax

base to boost state incomes and promote wide compliance: while 74% of the Dan-

ish population was exempted from the income tax in 1903, only 33% were exempted

between 1917 and 1937 (Atkinson and Søgaard, 2013).

Conflict over regional justice and a wide tax-base also marked Norwegian and Swedish

taxation as well. Migration of young workers to urban areas meant that rural municipal-

ities lost taxable income to provide local relief. In Norway, customs provided most of

the state revenue up to the outbreak of the First World War. But the trend towards pro-

gressive income taxation had started earlier. The income tax was enacted with a sweep-

ing reform of the taxation system in 1892 (Gerdrup, 1998). Municipalities retained the

power to levy a proportional income tax while the central state charged a progressive

income tax.38 The central state compensated regional governments to achieve fiscal

37The top marginal rate reached 28.1% in 1925 for incomes above one million krone, in fact applying
to just one taxpayer (Atkinson and Søgaard, 2013).

38In the 1950s, the proportional municipal tax was charged at a flat 17% rate while the marginal tax rate
of the central income tax ranged between 10 and 60% (Soltow, 1965, 121). The system was not wholly
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equality across the country.

Much of the push towards a more progressive income tax, and in time a wider tax-base,

came from the economic turbulences before the First and the destruction of the Second

World Wars. A fall in custom duties triggered the 1892 reform, and in 1911 the tax code

was once again reformed: a discretionary assessment of income by the central state was

replaced by the tax return which was based on mutual trust between the state and the

taxpayer, thus gaining more legitimacy and boosting compliance (Gerdrup, 1998, 33-

4). The Second World war, which devastated the country, together with the victory of

the Labour Party led to increased taxation but with the consent of all classes: according

to Soltow (1965, 137) a wider tax base was deemed fair as everyone bore the cost and

“none (was) unduly hurt”. Through fiscal equality between regions and a wider base,

Norway addressed permanently the problems of compliance and long-term funding.

Sweden also faced the fiscal problems common to agrarian economies at the beginning

of the 20th century. Like its Scandinavian neighbours and the Antipodes, it would

boost cooperation with top-down reform through mass inclusion into the tax system,

progressivism, and regional equality. The problem of fiscal equality came to the fore of

the public discussion. The farmers’ parties, like in Denmark and Australasia, resented

local taxes to provide for local expenditures as this created inequality between rich and

poor regions (Andersson, 1994). Economic elites were more likely to consent to taxes

as everyone had to pay.

The income tax was introduced in 1902 at progressive rates – but with deductions for in-

terests payments and family costs. Progressive taxation in 1904 revealed geographical

inequalities as both central and local taxes increased. According to Edebalk and Ols-

son (2010, 395) “a rough estimate indicates that while the top quartile of the parishes

progressive as Norway, like the other Scandinavian countries, relied on sales taxes which were introduced
in 1935.
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in Sweden in 1909 had a tax rate of more than 10 percent, the bottom quartile taxed

less than 5 percent of the parishioners incomes”. Like Norway, the central income tax

coexisted with local taxation. The push for more social spending to compensate for

economic risk meant that poor municipalities had to bear a disproportionate cost of in-

creased expenditures, and by the late 1920s “the average taxpayer in the countryside

(...) found that he paid five times as much in municipal income tax as in state income

tax. The concomitant figure was only twice as high in urban areas” (Andersson, 1994,

234-5). It was precisely in the 1920s when this imbalance reached a critical point. A

brief Liberal and Social Democrat coalition pushed for greater social spending on edu-

cation and poor relief without providing funds for local governments in charge of their

implementation (Andersson, 1994, 234). Municipalities then were forced to increase

local taxation to meet a national standard.

Liberals and Social Democrats broke on this issue (Baldwin, 1999; Andersson, 1994).39

A Farmers’ league created in the 1920s together with Conservatives and Liberals en-

acted legislation to avoid competition between central and local taxation. The struggle

led to defeats of three governments until in 1930 an agrarian and Social-Democratic

alliance equalised the burden (Esping-Andersen, 1991). Centralisation of income taxa-

tion became the solution: in 1936 a Parliamentary Committee proposed the progression

of central income taxes and central government grants to achieve equalisation between

urban and rural areas. By 1938 progressive rates were used to achieve redistribution in

central taxation but abandoned in local taxation (Andersson, 1994, 237). As a result,

expenditures could increase in the same amount in both urban and rural areas.

Sweden as well as Australasia and the rest of Scandinavia gave a more stable solution

to the collective action problems involved in taxation: they achieved compliance by

39Liberals supported rural areas. An earlier Liberal government had tried to introduce an equalisation
grant in 1912 without success: urban representatives defeated it as they argued that social justice had
precedence over geographical justice. A provisional equalisation grant was passed in 1917 (Andersson,
1994, 239-41).
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increasing the tax-base and equalising the burden between urban and rural areas. Co-

operation with a mass tax, such as the income tax, became crucial to fund social policy,

either of a universal or targeted kind, in the future.40 Sharing a common burden among

the population provided the tax with a sense of fairness which meant that top-down

coercion could give way to bottom-up cooperation and mutual trust between state and

taxpayer (cf. Moore, 2008). In the Southern Cone instead, inequalities persisted be-

tween urban and rural areas and among taxpayers as the majority of wage-earners were

exempted. Calls for further social spending were met with more unstable sources of

funding: increased protectionism, inflation, price controls, and tariffs on natural re-

sources.

5.3.3 Inflation: the price of domestic conflict

Taxation of income in Australasia and Scandinavia evolved to accommodate the prin-

ciple of progression with a wide tax-base – including the middle and working salaried

classes into the bargain. This experience of shared obligations failed to materialise in

the Southern Cone. Income taxation targeted the very top of the income distribution and

in time lost the cooperation of the elites, particularly in Argentina. So while income

taxation and the taxation of exports gave an image of fairness, the state had to rely on

more invisible ways to fund itself. Indirect taxes on consumption, easy to monitor, ex-

panded particularly after the 1960s. Increased expenditures without a fiscal contract led

to inflation. By not taxing society, the Southern Cone avoided a potential source of con-

flict while instilling the idea that the rich and foreign capital were failing to contribute

their fair share.

Figure 5.5 shows the evolution of consumer prices over time, before the age of hyper-

40Tax policy in fact was less concerned with redistribution than improving efficiency. Swedish business
benefited, since 1938, from provisions in the tax code that allowed them to deduce taxes by placing their
profits in the Central Bank (Högfeldt, 2005, 541). With this policy the Swedish state gained resources to
expand the public sector and equalise incomes across the country.
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inflation in the late 1960s and 1970s when inflation remains above three digits annually

in the Southern Cone. (True, inflation increased in Australasia and Scandinavia in the

1970s and 1980s, as states got increasingly into debt, but the magnitudes of the South-

ern Cone are on a league of their own.) Inflation was not just a problem of monetary

policy as some economists contend (e.g. Dornbusch and Edwards, 1991). It ultimately

reflected the fact that the Southern Cone failed to build cross-class agreements that

would have taxed the middle and formal working classes.41 The “inflation tax” became

a source of revenue with mixed effects over the distribution of income. Inflation is a

traditional short-term tool for redistribution as it writes off the debts of governments

and borrowers.42
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Figure 5.5: Percentage change in consumer prices (five-year moving average)
• Sources: van Zanden (2015), and Tanzi and Schuknecht (2000); Thorp (1998).

41Inflation and a complex tax system topped the list of problems among entrepreneurs in Córdoba,
Argentina, in the 1960s. Diminishing tax evasion and increasing direct taxes were suggested by the same
entrepreneurs as solutions to state finance (Resk, 1969). Failure to create a mass tax system might explain
Argentina’s instability and difficulties to protect property rights. As the system did not tax the poor, it did
not redistribute to the poor in a stable way; as it did not tax the rich it did not protect property rights (cf.
Timmons, 2005). But this does not explain Uruguay or Chile.

42Tanzi and Schuknecht (2000, 82) have argued that inflation hits the poor as their main income is in
cash and cash loses value, but inflation decreases inequality as it affects the assets of the rich Smithin
(1996). Hence, anti-inflation policy, particularly in the 1980s, was dubbed the “revenge of the rentier” as
capital and savings were protected against devaluation though inflation (Smithin, 1996).

234



Lacking domestic taxation, inflation in the Southern Cone deepened a time consistency

problem: it resulted in part from the absence of a stable framework to pursue redistri-

bution through higher taxes and spending. Paradoxically, while insisting on economic

autonomy and industrial protection, Southern Cone governments became increasingly

dependent on the export of agricultural and mineral produce. A wider tax base, a mix of

regressive and progressive taxes, and increased revenue helped Australasia and Scan-

dinavia save income to provide for long-term redistributive policies. Savings shielded

spending from international trade (Iversen and Stephens, 2008; Soltow, 1965; Steinmo,

1993). Southern Cone taxation complemented a policy of high wages (see chapter 3)

and created an environment that favoured the consumption of the working classes over

longer term investment and stable redistribution.

Inflation nevertheless has a direct effect in reducing inequality, albeit artificial as it

does not change the structure of inequality through more human capital among the poor

for instance. The periods of higher inflation in the Southern Cone coincided with the

lowest ever recorded household Gini coefficients. In Argentina for instance, the number

of tax payers increased between 1956 and 1965 as more people qualified to pay taxes

given inflation: they were pushed up the income brackets as prices increased faster than

tax legislation.43 These developments are not confined to the Southern Cone alone.

Increased inflation in Australia during the 1970s broke cooperation with the tax (see

Levi, 1988) but led briefly to a more equal distribution of earnings. According to Lee

(1978, 47) high inflation along with progressive taxation meant that the progressivism

of the income tax increases:44 as taxpayers were pushed up into higher tax brackets,

the Gini coefficient declined 3% between 1969 and 1970, and 9% between 1974 and

1975.45

43Inflation led to tax evasion. The coefficient of income tax evasion peaked 64% in 1959 when inflation
was at 114% (Oszlak, 1970, 24).

44By 1955 income taxation in Australia was the main source of state revenue: the income tax provided
39% and corporate taxes 18% of state revenues. But by 1976 these were respectively 56 and 14% (Lee,
1978, 16).

45Inflation in early 20th century Sweden was associated to a decline in wage inequality as well (Söder-
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The Southern Cone exemplifies that states avoided taxing the economically weak, but

exempted working and middle classes from taxation as well. Inflation reflected this

short-termism and deepened time inconsistency.46 With inflation, funding became un-

stable and deteriorated the existing taxation systems: people had an incentive to delay

tax payments or evade taxation altogether. It artificially reduced inequality as taxpayers

were pushed up income tax schedules, and punished monetary savings. Aside from

the progressive or regressive effects of taxation, the deeper problem these states faced

was extending taxation throughout society. Governments sought short-term gains by

avoiding the thorny issue of gaining compliance with taxes.

5.4 Social spending: sharing benefits?

If not through taxation, could social spending promote cross-class solidarity and equal-

ity in the Southern Cone? If spending is progressive it can counteract regressive taxes

and if enough interests are protected it can create incentives for people to cooperate

and share the rewards of social insurance. Regardless the types of taxation then, a

top-down model of progressive expenditures could still explain cross national variation

in inequality. The capacity of socialist parties and strong unions to organise in Scan-

dinavia and to a lesser extent in Australasia, and use the state for redistributive ends

would explain the lion’s share of their difference with Southern Cone outcomes.

Defining the scope of inclusion and the main providers of social insurance has shaped

our current understanding of welfare state variation.47 In addition to ideological and

cultural variation, a key difference would be the role that socialists and unions played

in both settings as they could build class solidarity between working and middle classes

berg, 1991).
46This outcome is consistent with scholars who argue that inflation results from the polarisation of

political and social institutions (Huppes, 1982; Krugman, 2013).
47For instance, Esping-Andersen (1991) distinguished between Scandinavian social democratic and

Australasian liberal welfare states: the former included universally into state social insurance, the latter
targeted insurance to the poor leaving the middle classes to fend for themselves in the market.
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through universal inclusion in the former cases: a guaranteed recipe for social equality.

Yet, despite different strategies to achieve power and implement redistributive policies,

the distributional trends of Australasia and Scandinavia converge up to the 1970s. Cru-

cially, pensions and education, the type of policies that should have a bigger impact on

individual capabilities, became universal in both settings.

Table 5.3 shows that all countries reformed social policy early on in the 20th century.

Together with a tighter regulation of health conditions and working hours, social in-

surance became a tool to alleviate distributional conflict and give a longer-term sense

of security to the working population. The timing of the introduction of social insur-

ance is not surprising and follows that of many late industrialising countries (Pierson,

2004; Kuhnle and Sander, 2010). The three regions were reforming the same areas

of social policy, which suggests that the old forms of insurance, drawn from charities

and rural paternalism, would not work in the expanding urban settings. In small export

economies itinerant and rural workers were the worst hit by economic and agricultural

cycles. A widespread inclusion into these programs was required for social policy to

become egalitarian: the question is whether social policy created conditions for welfare

and human capital accumulation among the poor and itinerant workers.

One of the most important political battles was fought over pensions. Bismarkian pro-

grammes tied market income to old age retirement and could be manipulated to buy

groups’ loyalty (Abel and Lewis, 1993). In the context of agrarian and highly itinerant

economies, separating market power from future insurance could make the difference.

Pensions became one of those areas where Scandinavian and Australasian policies con-

verged: they were granted almost universally and were funded by general taxation.

Centralisation of provision helped the equalisation of pensions across these countries.

The Australian Commonwealth constitution allowed the Federal state to replace state-

level public pensions in 1908 and in 1942 took over the administration of most of social

insurance (Mendelsohn, 1954, 1979). The Commonwealth pension supplemented the
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Table 5.3: Year of first social insurance programs before 1950

Sickness or
maternity

Old age and
invalidity
pensions

Occupational
hazards

UnemploymentFamily
allowance

Argentina 1934 1919 1915 1933/1945* 1945*
Chile 1924 1924 1916 1937 1937
Uruguay (1958) 1919 1920 1944 1943
Australia 1912 1908 1900 1944 1941
New
Zealand

1938 1898 1900 1930 1926

Denmark 1892 1891 1898 1907 (1952)
Norway 1909 1936 1894 1906 1946
Sweden 1891 1913 1901 1934 1947

• Notes and sources: * Argentina had no unemployment insurance but for certain trades or firms.
Years correspond to severance payment (which only covered a few sectors and then expanded
in 1945). It became centralised and covered most of the economy in 1991. Family allowances
also covered certain branches of the economy and expanded in 1957, like most Southern Cone
social insurance. See Kuhnle and Sander (2010); Usami (2004); Flora et al. (1987); Finch
(1981); Galiani and Gerchunoff (2003).

living wage and avoided means-testing, thus making it almost universal. New Zealand

could enact similar reforms faster as it was more centralised than Australia. A non-

contributory pension was enacted in 1892, being in principle means (and character48)

tested and including most of the itinerant and the poor. It was a conscious attempt to

put social security on the footing of welfare rather than charity. The 1938 Social Secu-

rity Act gave the state more powers to administer social services and provide income

security, and this resulted in expanded coverage. In principle, like Australia, most of

the rich were excluded while the poor included, protecting from risks on an individ-

ual basis. Despite targeting the poor, security became universal for family allowances

48Australasian legislation had historically stressed self-reliance and the role of the family in providing
welfare, lending support to cultural arguments to explain divergence in inequality and human capital. Aus-
tralia and New Zealand were particularly harsh against men who abandoned their wives leaving children
behind, a common risk in the three regions of this study. In New Zealand, a measure in 1883 contemplated
“imprisonment of those near relatives who were suspected of planning to abscond to Australia to avoid
having support orders against them” (Thomson, 1998, 25). Restrictions continued into the 20th century.
To qualify for a pension in the Australian states, the person had to give proof of good character in an open
court: past imprisonment, deserting partner and children, drunkenness disqualified a person from receiv-
ing a pension (Mendelsohn, 1954, 1979). Arguably, this had an effect on discipline and human capital.
Alternatively in the Southern Cone, legislation to provide maternity benefits never tackled the problem of
father responsibility with negative effects on lone-mothers, children, and human capital (cf. Lavrin, 1998;
Hutchison, 2001; Milanich, 2010).
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and medical benefits as well as superannuation which in practice meant that everyone

received income after retirement.49

Scandinavians also rejected Bismarkian programmes to accommodate rural interests

(Baldwin, 1999). For instance, in Sweden with an older population and rural-urban

migration “the number of rural poor could be expected to increase dramatically during

the last decades of the 19th century” and “when the old people increased in terms of

numbers and share of the total population, and simultaneously a smaller number and

smaller fraction of the population owned land, the possibilities for families to take care

of their elderly shrank” (Edebalk and Olsson, 2010, 393). Voters and parties in the

1910s rejected the German example, where wage earners contributed to their pensions,

because rural and migrant incomes would lose out. As discussed above, the universal

pension system resulted from the introduction of the income tax which would finance

social security: with tax information the state determined the individual contribution to

the system (Edebalk and Olsson, 2010, 399).

In this way, itinerary and temporal workers would also benefit from insurance. By

avoiding contributory pension schemes, employers and landowners in Scandinavia and

Australasia could save on labour costs: they avoided the mandatory contributions to-

wards their workers’ insurance. In the Southern Cone employers, either in rural or

urban settings, did not push for pensions funded through general taxation and, in con-

sequence, were required to contribute towards their workers’ security. In absence of

strong rural interests, even in Chile where the Conservatives were well represented,

itinerant workers were left out; in absence of workers’ solidarity in urban settings, the

informal were too left out of income protection. These two groups had difficulties in

saving towards their own pensions or worked for firms or farms that could (or would)

not provide long-term security. Contributory pensions reflected labour market stratifi-

49By 1944, in New Zealand 3 out of 4 people over 60 were receiving age or superannuation benefits
(Mendelsohn, 1954, 188).
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cation: those inside protected industries and public services were to receive pensions in

the future. Table 5.4 details the scope of inclusion by listing the percentage of the adult

population covered by public pensions in Chile, New Zealand, and Sweden in the late

1940s. While almost the entire working populations of New Zealand and Sweden were

covered, only a third of their Chilean counterparts were entitled to receive a pension in

the future.

Like labour market regulation (chapter 4), increased social expenditures would not

breed solidarity among workers. On the contrary, social spending without a stable

fiscal base deepened social division and collective action problems. The logic of social

insurance was that of co-optation, the same rationality behind labour market reform.

This meant that even when policy-makers tried to change the pattern of social protec-

tion, workers and their employers found themselves in unlikely alliances to maintain

state patronage. The clearest example comes from Argentina where Marcelo de Alvear

tried to extend the public pension scheme to excluded workers in 1923. The bill sought

to increase workers’ and employers’ contributions to widen the tax-base so as to pay for

the insurance of those with no capacity to save. Workers, already included in various

tailor-made schemes, and employers who did not want to incur in extra costs organised

and defeated the measure (Lewis, 1993; Horowitz, 2008).50

Unlike Argentina, in Chile and Uruguay, access was formalised through law but was

conditional on the political will of parties. In this way, the three countries converged in

a pattern of selective association, adapting European status-based insurance schemes,
50Perón would later intensify the stratification of insurance even if it expanded to cover more workers.

In Argentina this seems to be the result of the strategic association of president and workers which re-
sulted in short-term spending among the poor, to boost popularity, and longer-term spending among the
formal. This link rested on unstable funding. For instance, employers not aligned with government policy
expropriated and the proceedings went to fund the Eva Perón foundation which provided assistance to
those not included in formal social protection (Bemberg, 1951; Usami, 2004). The foundation, created in
1948, helped the poor but with little planning and on a more charitably basis. It also increased patron-
client relationships between the poor and the regime: access to non-contributory pensions, organised by
the foundation, was granted by directly asking Mrs. Perón, or begging through a letter to the foundation or
the presidential residence. As Usami (2004, 222-223) notes, “here again we see a prototype of clientelism
in social assistance policy which is still observed today”.
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Table 5.4: Approximate percentage of pensioners receiving an old-age pension in 1950 and
approximate percentage of working population enrolled in social insurance

Pensions Social insurance

Argentina 18.7 19
Chile 27.4 47.1
Uruguay 21.7 25
Australia 50.3 16*
New Zealand 71.1 21.4*
Denmark 62.4 83
Norway 58.9 63.8
Sweden 75.3 66.2

• Sources and notes:
• Old-age pensions: Comparison is difficult due to different retirement ages. For in-

stance, in Argentina it was 55 for women and 60 for men; and in Norway it was 70
(Central Bureau of Statistics of Norway, 1978, 580). Southern Cone pensioners are
hence divided by population older than 60; the other cases are divided by popula-
tion older than 65 which is closer to their retirement ages. This somewhat inflates
Southern Cone numbers and decreases the other cases numbers. The coverage of the
Argentinian pension was estimated in 13% considering the different retirement age
of men and women (Usami, 2004). Southern Cone numbers are also inflated as a
pensioner could belong to more than one pension holding scheme (cajas).

• Social insurance: Comparison is also difficult due to variance in insurance systems.
Southern Cone figures represent those enrolled in state insurance over active popula-
tion (15 to 65). Due to lack of Uruguayan censuses, active population is for 1955 from
industrial censuses (Universidad de la República, 2014). For Scandinavia, contribut-
ing members to unemployment and disability schemes are considered, but information
for Norway is for members in the National Health Service. Typically, information on
those receiving public relief would oscillate between 4 and 6% in the Scandinavian
countries. * Australasia provides information on those receiving maternity and child
allowances (which are not means-tested), unemployment, sickness and accident in-
surance. The figure refers to current beneficiaries around 1950.

• Data are from International Labor Office (Various years), and Nahum (2007a); Usami
(2004); New Zealand Census and Statistics Department (1911b); Statistiske Departe-
ment (1952); Commonwealth Bureau of Census and Statistics (1951); Central Bureau
of Statistics of Norway (1978); Statistiska Centralbyrån (1952); Palgrave Macmillan
Ltd (2013); Valenzuela (2011); Lewis and Lloyd-sherlock (2002); Universidad de la
República (2014).
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between state and working class groups. The first Uruguayan pensions laws of 1915,

for example, granted security to selected individuals (mostly army officers) and their

descendants so as to buy internal peace. Later reforms deepened this association, as the

state controlled social benefits limiting the action of both unions and employers. Wel-

fare benefited workers as individuals not as a group nor through formal channels. As

a result, the two main parties “distributed favours and captured votes” (López-Alves,

2002, 101). In contrast to countries in the Antipodes and Scandinavia, redistribution did

not need to operate through grass-root organisations to get popular support. Landown-

ers bemoaned these urban mechanisms of redistribution as they did not want to pay the

bill, but had no power to balance urban interests (López-Alves, 2002, 106)

The effects of co-optation on the distribution of income run through human capital,

discussed in the previous chapter. Those excluded from security had no incentive to

accumulate human capital even if education was free. Expectations on long-term in-

come were insecure (even for those included as inflation increased). Social legislation

benefited urban over rural areas and, in a sense, promoted quantity over quality of work

(Finch, 1981, 43). In Uruguay this is clearer as the retirement age was lowered to re-

duce the supply of labour, but with few measures to improve productivity among the

unskilled and the poor (e.g. through housing, food supply, or health). By the 1950s, the

social security system was in crisis, underfunded and ridden with corruption. As Finch

(1981, 51) concludes “there is little exaggeration in saying that the function of the sys-

tem had ceased to be the economic protection of the needy, and became instead a device

for maintaining political control”. Investment on human capital stagnated in Uruguay

as spending on education and health suffered the instability of economic cycles (Azar

and Fleitas, 2012, 11-13). Crucially, neither the state nor individual firms had a clear

incentive to boost the productivity of the poor: the former distributed benefits in return

for votes, the latter required to buy loyalty rather than efficiency to keep conflict at a

minimum (cf. Camou, 2012). Education and pensions, which grant opportunities at the
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beginning and towards the end of the life-course, were almost universal and unrelated

to market power in both Scandinavia and Australasia, but no in the Southern Cone.

Inclusion into social spending followed the pattern of taxation. Australasia sought to

achieve equality in the production process, in the labour market itself, so insurance

could be targeted to those not covered by high wages (Castles, 1985). Scandinavians

equalised consumption after taxes and expenditures. Both regions boosted the collec-

tive capacities of capital and labour: they became autonomous actors. Social spending

did not become a tool to get political support but an instrument to share the risks and re-

wards of economic change. The Southern Cone does not fall in any of those models: it

did not tackle inequality in the production process, although it tried, nor did it equalise

consumption through taxation. Spending and taxation became instruments to distribute

favours without demanding sacrifice, undermining the collective capacities of labour

and capital as they became dependant on state patronage. The lack of a shared burden

through taxation meant that spending would become stratified to compensate those few

groups on which government support and social cohesion rested. They were not taxed

for benefits but a part of their wages was retained as social contributions towards their

pensions and unemployment benefits – which inflation, in any case, undermined. While

Scandinavia and Australasia altered stratification by including universally or helping

the poor respectively, the Southern Cone prolonged previous patterns of stratification:

urban were treated better than rural, white-collar employees were better rewarded than

blue-collar workers, men were granted an easier access than women. The problem was

particularly acute for long-term investment on human capital through pensions and ed-

ucation. Savings for pensions were depleted by inflation, and the growth of spending

did not create conditions for mass compliance with funding.
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5.5 Discussion

Explanations on declining inequality through a fiscal pact and generous welfare states

usually assume a universal motive towards redistribution by the organised workers, the

strategic calculations of socialist parties to get legitimacy among the middle classes

through public expenditures, and the political weakness of cohesive elites and capital.

The Southern Cone is a paradox in that increased expenditures did not lead to a lasting

decline in inequality. This chapter offers an explanation in terms of the capacity that

states had to get compliance from the wider population to fund progressive policies

and cooperate with their execution. Top-down reform, in other words, required to meet

specific conditions from below.

Social insurance in the Southern Cone followed the stratification of taxation and pen-

sion policies. Policy makers emulated Bismarkian social insurance and followed indica-

tions of the Geneva Labour convention in a context of small-scale industry and itinerant

work (Abel and Lewis, 1993). Urban interests linked with the main political parties in

Chile and Uruguay, and with the Radical and then Peronist parties in Argentina, bi-

asing spending towards cities. Rural interests lacked a definitive political voice and

accepted urban redistribution, leaving rural conditions unchanged (Lamas and Piotti,

1981; Hora, 2001; Carrière, 1981). Rural settings did not experience the political up-

heavals of the growing cities, urban workers were better organised and had a political

voice, while large landholdings could provide a minimum welfare to resident families

but not to itinerant workers (de Oliveira and Roberts, 1994; Long and Roberts, 1994).

In Australasia and Scandinavia social insurance broke stratification by including rural,

unskilled, and migrant workers (even if in the former social spending was means-tested

and in the latter included middle and upper classes) in a context of growing organi-

sational skills by parties, unions, and pressure groups. Their self-discipline led to the

enactment of long-term agreements that funded policy through shared obligations and
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allowed individuals to accumulate human capital.

Australasia and Scandinavia, then, solved the collective action problems behind policy

reform: inclusion demanded wide cooperation and restraint which in turn could address

the thorny issue of providing security to itinerant workers and adapting to changing

economic conditions. The Southern Cone stopped short in building collective capaci-

ties. Taxation lost cooperation by targeting few. Spending could not breed solidarity

as groups of employers and workers sought state patronage in detriment to those that

could not organise. Taxation and spending became political, not redistributive, tools to

achieve small-scale cooperation and short-term gains. Table 5.5 shows the pattern of in-

clusion to those policies that mattered most for human capital, education and pensions.

Even though New Zealand enacted means-tested pensions, almost all were covered

by superannuation benefits. What distinguished Australasia and Scandinavia from the

Southern Cone was not so much the generosity of their benefits, but the extension of

their obligations.

Table 5.5: Pattern of funding and spending on pensions and education

Taxes / Benefits Stratified Universal

Stratified (short-term, selec-
tive)

Southern Cone

Universal (long-term, mass
taxation)

Scandinavia, the Antipodes

After 50 years of evolution, by the 1970s the welfare systems of the Southern Cone

were among the most advanced in the West. According to Mesa-Lago (1985, 99,187)

welfare in Chile and Uruguay covered all types of uncertainties and included more than

70% of their active populations and provided universal health access. However, the old

problems of lack of cooperation were still present, making the systems complex and

stratified. These old problems made the systems inefficient in including the poor and

being well funded. Inequalities between working class groups and geographical areas

persisted. As a result, free-riding was endemic in both taxation and spending. The
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Chilean pension system had 30% more beneficiaries than contributors, and the same

happened in Uruguay. Not only that private firms and workers declared lower wages

and contributed lower income to these systems, even the state had the incentive to pay

lower wages and sub-declare the income it was paying to its employees (Mesa-Lago,

1985). Whether spending was universal or means-tested did not ultimately matter: the

crucial test was cooperation through a shared interest in the continuity of social security.

Through short-term funding, social security could not redress inequality in the long-run.

Taxation and expenditures in Scandinavia and Australasia solved two problems that al-

lowed them to boost compliance with their reforms: they equalised duties and benefits

across their nations, hence favouring rural development, and gained cooperation for

the long-term permanence of these policies by widening responsibilities across their

populations. These conditions explain why their different types of expenditures, one

universal and the other targeted, had an effect on the distribution of income and both

converged to lower levels of inequality over time. The Southern Cone in contrast, en-

acted taxation policies that targeted the wealthy but ultimately had to rest on more

unstable sources of revenue. To get cooperation, states had to associate selectively with

organised pockets of the working and middle classes. Organised groups benefited from

formal redistribution while a significant amount of informal workers and the poor re-

ceived more sporadic and less generous insurance. In the Southern Cone, rural incomes

paid for urban development, capital paid for high wages among formal workers, and

long-term investment paid for short-term consumption.

Steinmo (2010, 34) referred to the Swedish model as one were everyone pays and ev-

eryone receives, but his findings certainly apply to the other Scandinavian nations. Fol-

lowing the same logic, Australasia converged in a model were everyone pays and the

poor receive as middle classes were protected in the labour market by high wages. In

the Southern Cone nobody paid and all wanted to receive (cf. Baer and Pineo, 1998, 7).

Today we regard the systems of Australasia and Scandinavia as targeted and universal
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respectively. These names do not result from a previous social philosophy but derive

from the type of solution that these states gave to distributional conflict and inequal-

ity. They reflect the sharing of responsibilities and the equilibrium of power between

organised interests. Two different settings gained a wide cooperation and stability over

time as they solved geographical inequalities, collective action, and time consistency

problems. The Southern Cone system could be regarded as selective in that the states

also tried to gain cooperation from strategic organised groups that could provide them

with (short-term) support in return for insurance. Inequality did not decline as con-

flict became institutionalised, it followed cycles of increased welfare demand as more

and more groups organised to seek wider benefits but without acknowledging revenue

problems (in the end, others could pay: firms, foreign capital, and natural resources).

As in education and labour markets, policy makers discounted the future and failed to

reflect on the conditions that could make progressive reforms viable in the long-run.

Expenditures closely followed the fiscal pact and its combination with labour market

protection. Urban workers and their organisations gained, even if their wages would

suffer due to inflation. Rural protection became more paternalistic as a result. But

rural landlords did not have an incentive to invest in their own landholdings as indus-

trial investments became more lucrative. Social spending suffered an indirect effect as

commitments to redistribute need to be kept over time. Direct taxation, whether pro-

gressive or regressive, helps those commitments and allows some protection from more

unstable sources of revenue. It is not just the absolute magnitude of taxation and spend-

ing that explains inequality. How taxes are levied and revenue spent have long-term

consequences: responsibilities need to be shared for benefits to be progressive.
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Chapter 6: Conclusions: Persistent inequality

6.1 Current challenges

At the beginning of this dissertation I asked why income inequality has been so per-

sistent in the Southern Cone in comparison to Australasia and Scandinavia despite the

fact that the three regions enacted a host of progressive reforms that regulated wages,

improved education, and taxed and redistributed income at a time when their socio-

economic conditions were similar. This question is all the more important today as

Latin America has become a fetish for students of inequality, puzzling researchers for

its magnitude and persistence. As Milanovic (2011, 183) summarised: “the range of

inequality charted by Latin American countries is such that its most equal countries

start practically at the point where the most unequal countries in Asia are”. Turning the

gaze to Europe the same comparison emerges: Europe’s most unequal country, Russia,

exhibits inequality levels on a par with Latin America’s most equal country, Uruguay

(Gasparini et al., 2008, 35-6). And yet, most of Latin America has experienced a decade

of declining income disparities in the 2000s (cf. Lustig et al., 2013; Gasparini et al.,

2009), which begs the question: will the trend last? Or will it be just another brief

episode as the ones experienced, at least in the Southern Cone, in the 1940s and 1970s?

Nobody knows exactly why inequality is going down in Latin America: social policies,

labour market regulation, and education are not significant predictors of more equality,

and the trend seems to slow down or might have even stopped as the commodity boom
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draws to a close (cf. Porter, 2014). Past experiences however, provide a few clues. Part

of the answer, as I argue in this dissertation, results from the fact that Southern Cone

countries could not broaden cooperation with their progressive reforms in labour mar-

kets, education, and taxation. Collective action problems are the persistent problems of

inequality.

Other questions arise: can the experience of three of the more advanced Latin American

economies tell us anything about the rest of continent? And in particular, do we gain

any generalisable results by comparing them not to the rest of the region but to the more

egalitarian and industrial nations of Australasia and Scandinavia? And do events in the

early 20th century teach any lessons for more recent times? Table 6.1 shows the gulf in

economic and inequality conditions separating the Southern Cone from the other two

regions. Despite the u-turn of increasing inequality since the late 1970s, the Antipodes

and the Nordic nations remain richer and more egalitarian than their counterparts in the

Southern Cone.1

To these reservations the short answer is yes. The historical puzzle highlights the con-

ditions under which social reform could work in the long-run and offers some clues

to interpret the broader Latin American situation. My first inclination was to look for

answers in general historical models of development, modernization, and colonial lega-

cies. Although informative, these models failed to see the peculiarities of social reform

at the start of the 20th century. Despite variation in institutional legacies and histori-

cal backgrounds, the three regions attempted similar progressive solutions to address

social conflict and global economic risk. Turning to economic and political explana-

tions the dissertation found a stronger ground to explain Southern Cone divergence,

and Australasian and Scandinavian convergence. Economic explanations were found
1The aggregate numbers reveal within regional variation in the Southern Cone. Chile scores a higher

Gini but comparable ratios of income and a lower poverty rate (close in fact to Australia). This indicates
that inequality in Chile is driven by the gap between the rich and the rest, while in Argentina and Uruguay
inequality is driven by the gap between the middle and the bottom. It is relatively better to be poor in Chile
than in Argentina and Uruguay, but better to be middle class in Argentina and Uruguay than in Chile.
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Table 6.1: Social and economic conditions in the late 2000s

Gini P90/P10 Poverty
(50% of
median
income)

Life ex-
pectancy at
birth

GDP per
capita PPP
2011 US$

Argentina 0.44 8.8 21.1 75.7 17,554
Chile 0.49 8.3 15.1 78.8 17,310
Uruguay 0.44 7.8 19.2 76.7 15,078
Australia 0.34 4.5 14.6 81.9 39,720
New
Zealand

0.33 4.2 11 80.6 30,057

Denmark 0.25 2.8 6.1 78.7 40,907
Norway 0.25 3.0 7.8 81 60,405
Sweden 0.26 3.2 8.4 81.3 41,467

• Sources: Inequality and poverty estimates are from CEDLAS and The World Bank (2012) and
OECD (2012); OECD (2012). GDP per capita figures are from World Bank (2014b).

to predict short term changes in inequality by looking at migration, comparative ad-

vantage, global trade, and education. Bar education, they could not explain the longer-

term as these variables changed over time: Scandinavia and Australasia converged in a

declining trend of inequality despite adopting different macroeconomic policies. Pro-

tectionism in Australasia and the Southern Cone produced opposite distributional out-

comes; and Southern Cone divergence took place markedly after the introduction of

welfare reform. Political explanations found that institutional variables depended on

the organisational capacities of relevant social actors such as unions and employers.

Paradoxically, firms and employers were found to be better coordinated in Scandinavia

and Australasia which would have predicted larger inequality in those regions in con-

trast to the Southern Cone. This left us with a deeper and more complex problem which

could not be brushed away simply by looking at the power of traditional elites.

Three specialised areas of stratification research proved more successful. A constant

finding of stratification scholars is that education, labour market regulation, and taxa-

tion and social spending are correlated with inequality. The first two areas touch on

the production process and the generation of income differences in the labour market;
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the third relates to consumption and the redistribution of market income through social

policy. These usual suspects explain the bulk of contemporary levels of Southern Cone

inequality: educated and formal workers receive significantly more generous wages

and insurance than the poor, who do not altogether benefit from taxes and spending,

in contrast to their counterparts in Scandinavia and Australasia. By comparing the

three regions, the dissertation shows how these usual predictors of inequality actually

worked over time. Cooperation with state regulation was essential for labour market,

education, and taxation reforms to have an impact on inequality; and cooperation be-

came more likely when organisational capacities were strong at the social level. When

top-down policies met with bottom-up cooperation, inclusion was guaranteed: groups’

self-restrain limited policy makers’ temptation to discount the future for short-term po-

litical gain. When those conditions were present, labour market regulation increased

formal employment, education expansion produced general skills and shared human

capital, and taxation and social spending bred redistribution. This dissertation is an

explanation of why these variables became significant predictors of inequality.

But do those conditions in the past explain the current state of affairs? Inequality in

the 1970s and 1980s became a hot topic across Latin America and the Southern Cone

because its clear political and normative implications. Inequality soared at a time when

most of the region embarked on liberal reforms, often under brutal political conditions,

that opened trade and freed markets. The consequences of “neo-liberal” reform and

the Washington Consensus remain heatedly contested. Economies grew at an unprece-

dented rate in the late 1980s and 1990s coinciding with the return to democracy, but

inequality also grew, calling into question the legitimacy of economic models, breaking

social cohesion, and fracturing politics (Huber and Solt, 2004). Surely this is a straight-

forward explanation: liberal reform was concerned with economic efficiency rather

than a fair distribution of income. But top-down liberal reform also met with unin-

tended consequences. With a pool of cheap workers it was thought that industry would
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pick up, just as it did in South East Asia in the 1960s, improving formal employment

and reducing inequality. The opposite happened: dualism between export-oriented and

domestic markets deepened, and the gulf between formal and informal workers grew

(cf. Beyer et al., 1999; Leamer et al., 1999). Recent research and this dissertation show

that inequality began to increase before the time of liberal reforms, but the opening

and de-regulation of markets certainly intensified the widening of income gaps in the

1980s and 1990s (Altimir, 1994). Crucially, liberal reforms highlighted the problems

of the previous protectionist, state-centred models of growth and redistribution in the

three areas I study in this dissertation. Behind the veil of protectionism, firms and state

enterprises had not become more efficient and able to compete in a global world (Ed-

wards, 2010). Unemployment hit particularly the poor thus widening the income gap.

Reducing the tax and social capacity of states led unregulated markets to become an

easy target for few coordinated businesses and firms (Centeno and Portes, 2006). Low

fiscal and redistributive capacity meant that the state had to rely, again, on the organi-

sational capacity of firms to provide welfare, hence increasing labour costs and hitting

the informal sector (on labour costs see World Bank, 2014a). The incorporation of new

technology through globalisation made the premium associated to education soar, re-

vealing that after 150 years of educational reform the poor still had problems of mass

access to quality education while middle classes benefited from longer educational ca-

reers. Firms had to invest on loyalty over human capital and remained paternalistic over

a divided working class (Drake, 1996; Rodríguez and Ríos, 2009; Schneider, 2009).2

Liberal reform from the top never sought to achieve cooperation from the bottom.

Reforms in Australasia and Scandinavia in the late 1970s also unregulated markets and

2Growth became the main political and technocratic objective of the 1990s and a requisite for lower
inequality in the long-run. But economic growth made the usual predictors of inequality all the more sig-
nificant. Inequality grew out of the export of natural resources and globalization which created imbalances
between local and export-oriented sectors, the skill premium grew. Middle class households benefited
from the incorporation of the educated women into the labour market in contrast to poorer households
were women were less likely to access the formal labour market and depended on the wage of one income
earner (Altimir, 1996; Altimir and Beccaria, 2001).
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targeted economic efficiency over equality. But inequality increased mildly or not at

all compared with the Southern Cone. More importantly, the systems of wage regula-

tion adapted to the new economic environment and proved successful in administering

distributional conflict. Education opportunity remained open and received ever greater

public resources. Firms had an incentive to invest in human capital. And while tax

rates, particularly for the rich, decreased, the states of the two regions remained com-

mitted to redistribution to the poor although on a more means-tested basis.3 Reforms

did not entail creating a whole new system to reduce global risk and internal strife;

they were adapted and made more efficient to respond to the new challenges of glob-

alisation and technology. A good example is labour relations, which remain formal in

both Scandinavia and Australasia despite the fact that technology allows workers and

firms to link informally. Recent problems of inequality in the West are not about the

unequal distribution of the means of production, as Marx and others contended in the

19th century, but of the “domination of the means of payment” by a rent-seeking finan-

cial sector (Stiglitz, 2012). In that respect, the working agreements of Australasia and

Scandinavia proved more resilient to deal with these new problems than in the Southern

Cone although the three regions have experience an increase in wealth inequality.

Explanations in labour markets, education, and taxation are reflected in contemporary

debates in the Southern Cone. The 1990s highlighted coordination and trust problems

among unions, employers, and the state, and lack of consensus to increase the tax base

and social expenditures.4 Despite the recurrence of these problems and the adoption of

different policies, inequality declined in the 2000s across the region. Does that mean

that these explanations are no longer operating? Inequality has decreased in Argentina

where the government took her back to a state-centred model of redistribution, and

both in Chile and Uruguay that have expanded the market along more social demo-

3Podder and Chatterjee (2002) draw attention to the fact that more targeted and means-tested policies
in New Zealand increased inequality in the 1990s. For other donor countries see Korpi and Palme (1998).

4Some successful experiences, such as the democratic transition in Chile, were able to boost political
support to taxation reform (Boylan, 1996).
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cratic lines. Besides, younger cohorts are more equal than older ones, notably in Chile

(Sapelli, 2007). But will the trend last? Will inequality, still at comparatively high lev-

els and not below the historic lows of the 1940s and 1970s, keep going down? There

are of course reasons for hope as indicators improve. But the deeper problems in labour

markets, education, and taxation are still haunting the region:5 limited coordination and

trust between employers and unions, problems to create autonomous capacities among

social actors, functional illiteracy and lack of education for the poor,6 and the almost

impossibility to broaden the tax-base.7 As a consequence, the Southern Cone relies

on commodity booms instead of creating more robust states and markets to improve

income distributions. Equality projects are severely constrained by lack of cooperation

which demands in turn greater self-discipline among social actors.

For literature on power resources and institutions, the Southern Cone cases question

progressive models that derive social and education spending, and labour market reg-

ulation, from the power of the left to tax the rich, restrict employers’ free hand, and

redistribute to the wider society. These models assume a level of group organisation

and within-class solidarity that the Southern Cone never attained. More than the demo-

cratic coercion of elites, cooperation and the solution of collective action problems in

taxation and labour market are essential for policies to alter distributional outcomes

over time. Theories on elite power and social exclusion hide the more important strate-

gies that relevant actors pursued. The strength of groups at the social level allowed

them to create binding rules that fostered inter-dependence and power equilibrium in

Australasia and Scandinavia. Dependency of social actors to relatively weak states with

low taxation capacity, remained the norm in the Southern Cone.

5The Economist recently summarised research on taxation and inequality and came to the conclusion
that a “squeeze on the rich” is necessary for keeping the trend going (Bello, 2014).

6Unlike the past, the problem of education seems to be one of inadequate supply as demand for educa-
tion and human capital has soared among poor and rich alike.

7In Chile, arguably the most successful in implementing tax reform of the three, still only about 20%
of workers is subject to pay the income tax (Atria, 2014).
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6.2 Legacies of social reform

This dissertation argues that initial conditions between the three regions were more

comparable than today as the three grew out of the export of natural resources, attained

similar levels of income per capita, and exhibited large income inequalities. Pertur-

bations in the economy abroad and internal strife at home made them enact a number

of progressive reforms in labour markets, education, and taxation to shield themselves

from uncertainty and reduce distributional conflict. The subsequent levels of inequal-

ity defy standard explanations that predict a downward trend out of the regulation of

labour markets, the mass formation of human capital, and increased taxation and social

spending. Table 6.2 summarises how reforms were enacted in these three areas. To

understand why these variables failed to bring a stable downward trend of inequality, I

looked into the generative processes that made them work in different ways.

Table 6.2: Models of social policy between 1920s and 1970s

Southern Cone Australasia Scandinavia

Collective agree-
ments and minimum
wages (since 1920s)

Decentralised, medi-
ated by executive

Decentralised, medi-
ated by courts of ar-
bitration

Centralised

Education regulation Centralised Decentralised Decentralised
Taxation Trade, inflation Income/consumption Income/consumption
Social spending Urban working and

middle classes
Means-tested, the
poor

Universal

6.2.1 Labour markets

The price of labour was set according to the interests of industrialists, landowners,

workers, and policy makers at the margin of market relations. Setting wages was es-

sential for lessening distributional conflict and for stabilising economic expectations

amid turbulent global markets. The discussion over wages then opened the debate over

free trade or protectionism and domestic policy objectives. Protectionism would ben-
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efit domestic industries and their workers as they could pay higher wages, boost con-

sumption, and charge higher prices. Free trade would benefit export-oriented industries

but required wage restrain to keep firms competitive and some forms of compensa-

tion to keep the economy legitimate. Both Australasia and the Southern Cone pursued

protectionist strategies to promote their local industries and increase the consumption

capacity of domestic workers. In both these settings the state played the key role in

fixing wages. The regulation of labour markets in Australia and New Zealand achieved

a compromise between labour and capital through legislation and courts of arbitration.

Courts favoured unionism to boost the collective capacity of workers so the negotia-

tion would become more “civilised”. In time, both unions and employers associations

complied with state regulation: unions became liable for breaches in collective agree-

ments, union and non union members were awarded similar wages thus improving the

position of unskilled workers, and employers accepted these legal conditions as a way

to get protection from foreign markets and reduce conflict at the shop level. In the

Southern Cone the labour market became more unstable and unable to deal with distri-

butional conflict in the long-term. The executive took the lead in negotiating and fixing

wages according to the interests of relevant employers and workers. Both employers

and unions were unable to improve their collective capacities as they depended and

courted executive patronage. Wages improved in protected industries but the growth

was uneven as certain groups of formal workers and protected employers benefited,

leaving aside a significant number of informal enterprises and workers. In the long run

the economy became inefficient and dependant on political favour. In Scandinavia, the

state through labour courts legalised and accepted the solutions already negotiated at a

national level by associations of employers and workers. The bargaining at a national

level grew from conflict into cooperation as both parties became stronger and able to

impose equal conditions and discipline among their members. Workers in better paid

industries consented to lower their wages to meet the demands of more radical workers

in smaller industries and prevent them from free-riding on national agreements. Legal
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liability for breaches on these agreements were put into legislation. The equalisation

of wages was accepted as the state became more active in taxing and redistributing

income.

The systems of Australasia and Scandinavia were completely different, the former re-

lied on top-down regulation, the latter on self-restrain by strong organisations of work-

ers and employers. But both worked as they placed incentives for union growth, thus

expanding their autonomous capacities and their willingness to abide by wages set at

a national level. Workers were included in the labour market, restrained by its legisla-

tion, and reinforced in their autonomy. These mechanisms promoted compliance with

formal rules and achieved a long-term compromise. In contrast, the Southern Cone

system could never completely solve the collective action problems facing employers

and workers. Both actors were divided and dependent on the executive. In turn, this

prevented the mass inclusion into the formal market as the state courted the favour of

few organised interests on a short-term basis.8 Despite some gains, inequality persisted

and became salient between the formal and skilled and informal and unskilled workers.

Cooperation broke as employers and workers pushed up their demands without self-

restrain and conflict remained rooted as a tool to improve wages and social benefits.

6.2.2 Human capital

Stratification research contends that mass education breeds human capital, and shared

human capital allows economies to adapt to technological change, grow, and become

more egalitarian in time. The three regions created public systems of mass primary

schooling since the mid 19th century. But the pattern of human capital accumulation

was affected by the inclusion of the poor, the centralisation of education decisions,

and the time demands of the educational systems. In Scandinavia, education favoured

8This became the norm in other Latin American countries that pursued welfare reform after the South-
ern Cone, see (Mesa-Lago, 1985; Haggard and Kaufman, 2008).
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the formation of practical skills and diminished the status differential between manual

and intellectual work. The university system targeted future public officials, but mass

schooling at primary and later at secondary levels, improved mass inclusion. Education

was organised from below and provided in a decentralised way by local communities.

In Australia and New Zealand education was clearly organised from primary up to sec-

ondary and tertiary levels and provided general skills for a growing urban population.

Local communities were in charge of providing education under strict control by the

Australian states or the New Zealand central state. It is true that both Scandinavia and

Australasia had an advantage in literacy thanks to Protestantism, but they organised

their national secular systems of free education in an attempt to foster mass inclusion.

They helped the poor to attend school through a mix of incentives (e.g. school meals)

and compulsion, and the curriculum created enough skills that with few years of pri-

mary or secondary schooling, the student reaped a considerable economic advantage.

The Southern Cone might have begun the 19th century in disadvantage due to colonial

legacies although both crown and church had tried to provide education for all (even if

to promote obedience and discipline.) But the organisation of mass schooling had two

biases not present in Australasia and Scandinavia: it was centralised from the capital

city and from the national university. Centralisation allowed policy makers to wrest

power away from local leaders, and as it was mainly financed by resources coming

from international trade, they could impose an urban education to all: schools pre-

pared pupils for university. University leaders resented mass schooling as they thought

it would bring university standards down. They attempted to create a new enlight-

ened elite that would replace backward Hispanic legacies. Despite notable success in

improving enrolment and the quality of university graduates, mass education became

repetitive and intellectual, and students had to stay long pass primary and secondary lev-

els to reap material rewards. Demographic conditions and poor health also constrained

access: the poor were more likely to drop-out in the first years of primary school and

revert to a state of illiteracy. It took these systems very long to achieve mass literacy
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and even today around a fourth of the adult population has problems understanding

basic texts or solving simple maths problems. Although the system created a new mid-

dle class associated to university and state jobs, the gulf between the educated and the

non-educated grew. Top-down reform was not met with cooperation from local com-

munities and families, inclusion was constrained by a university-oriented curriculum,

malnutrition and poor health. By not addressing the short-term needs of a significant

proportion of individuals, the school system could not guarantee the long-term stay in

education. Policy makers blamed the poor as a consequence: they were baffled as they

did not take the opportunities of a free, secular, and public system. The bias in spending

towards tertiary and secondary levels grew over time as university students and leaders

became active social actors.9

6.2.3 Taxation and insurance

Taxation policies to boost social expenditures also affected the distribution of income.

Domestic taxes provided public policy with stable sources of funding. Taxation and

spending could shield economies from global uncertainties and redistribute towards

those affected by economic cycles. Again, the triad of inclusion, cooperation from

below, and long-term strategies explain why increased taxation and spending in the

Southern Cone had a different effect on income inequality than in Australasia and Scan-

dinavia.
9Taking together labour market and human capital policies, an additional source of instability is appar-

ent. Research often links younger populations and education to social strife. Goldstone (2010) saw this
problem as the “the new population bomb”, but there are antecedents in history. Kim and Pfaff (2012)
for instance, associate the spread of the Protestant Reformation to the growth of universities and a more
educated youth. As we saw, Scandinavian unions would blame the young for the break-up of collective
agreements. Although Australia and New Zealand had young and well-educated populations, the systems
of arbitration limited potential conflicts unlike the Southern Cone were the association proved to be more
explosive. A young population that was increasingly educated through progressive university reform could
also affect distributional outcomes through increased political radicalism, i.e. the abandonment of demo-
cratic means for radical imposition. Radical, non-consensual, policies in the post 1950s Southern Cone
countries were led by middle-class, university-educated youths. For Argentina see Smith (1974), for Chile
Cousiño (2001), for Uruguay Lopez-Alves (1989, 230).
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The Southern Cone states had relied on taxation of imports and natural resources. But

the low yield of international commerce in the 1920s and 1930s made her states enact

modern income taxes on domestic resources. As trade recovered and the states pursued

a more protectionist policy to promote internal industries however, the impetus to re-

form domestic taxation ended. The income tax remained a class tax, unable to widen

its base to the mass of society. The states began to rely on the export of natural pro-

duce to fund urban industrialisation while the growth of wages and social expenditures

triggered inflation, which together with foreign loans reflected the fact that states could

not reach a fiscal pact with society. Policy makers avoided domestic taxation to prevent

social conflict, and tried to improve distributional outcomes through increased social

insurance. The tax base remained low, targeted the rich, and lost the cooperation of the

elites into the second half of the 20th century. Social policies suffered funding prob-

lems, particularly in education, which affected their continuity over time. Lack of mass

taxation affected the possibility to redistribute and address market inequalities.

A good example is pension policies which require savings and stable long-term expec-

tations to affect current behaviour. Expenditures in the Southern Cone were stratified

and tied to job status, just as in France and Germany, but without the stable industrial

base of those countries. As a result, the itinerant, the rural, and the informal lost out

while employers and workers of protected industries contributed towards pensions for

the formal and urban. The poor would received state charity on a less steady base

(Haggard and Kaufman, 2008, 9).

Redistribution worked through different strategies in Australasia and Scandinavia. But

the common theme is the expansion of the tax base and the sharing of mutual obliga-

tions to provide stable funding for social expenditures. Scandinavia settled for universal

inclusion into social policy but with high domestic taxes, both progressive and regres-

sive. Australasia targeted redistribution to the poor as workers were already protected

by high wages, and kept very progressive rates of income taxation. Mass taxation en-
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sued cooperation, prevented free-riding from contributing towards social policy. In

terms of pensions, for instance, these two regions converged in relatively universal cov-

erage which, as it was funded by general taxation, favoured the informal, itinerant, and

rural who have more problems in contributing towards their own insurance.

6.3 Markets and Politics in a Global World

Amid fast neo-liberal reform in the early 1990s, in his acceptance speech of the Nobel

memorial prize for economics, Douglass North remarked that “ (..) transferring the

formal political and economic rules of successful western market economies to Third

World and eastern European economies is not a sufficient condition for good economic

performance. Privatization is not a panacea for solving poor economic performance”

(North, 1998). Variation of enforcement and informal rules would explain why similar

institutions had different outcomes. The Southern Cone eagerly embarked on these re-

forms in the 1980s and 1990s as a quick solution to their historical problems of growth

and inequality. As this dissertation shows, they had attempted to copy ready-made so-

lutions before; they tried French and German models of welfare but without French and

German states and taxes. They attempted French, later Prussian, school systems as a

short-cut to European high culture but without interest in pre-primary and primary lev-

els. And they followed the International Labour Conventions of the 1920s and 1930s by

quickly incorporating their recommendations into labour codes, but instead of building

solidarity, these rules divided workers and employers as policy makers played them off

to achieve social peace and build political support in the short-term. But reforms in

the 1990s, although successful in many ways just as the ones in the past, neglected the

same three basic problems: they failed to foster inclusion, achieve cooperation with au-

tonomous agents at the social level, and were unsuccessful in providing stable systems

to administer social conflict in the long-run.
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Scholars in the 1990s and 2000s disputed the merits of neo-liberal reform. Positions

over policy reform usually followed disciplinary boundaries. It is fair to contend that

most economists saw the good results of increased economic efficiency while sociolo-

gists bemoaned the lost of state power and diminished social cohesion. Edwards (2010)

for instance, celebrated the gains in efficiency by some Latin American economies con-

trasting them to more backward populist experiences. Chile then appears a successful

case of reform and later social democratic redistribution in contrast to the more erratic

path of Argentina. Markets became a solution for the populism of the past. In con-

trast, for Centeno and Portes (2006) for instance, Latin America and the Southern Cone

should have kept looking to Europe to reinforce their welfare states instead of disman-

tling them. Weak states growing weaker made markets work inefficiently, breaking

social cohesion.

As in the past, technological change and globalization, amid growing concentration of

wealth, is unsettling the economy. Skills become redundant and are not necessarily

transferable to the new environment. Both stronger markets and states are required to

sustain the current decline of inequality in the region. But solutions at such macro level

need solving “social dilemmas” and collective action problems at the social level to

work over time. The peaceful administration of distributional conflict through labour

market regulation, the building of collective capacities among workers and employers

so they can force agreements on their members without the risk of free-riders; the coop-

eration, instead of dependency, between state, employers and workers, and educational

inclusion are necessary for inequality to keep decreasing. Top-down policy needs wide

bottom-up cooperation.

In assessing the strength of rural organisations in determining welfare policy in Scan-

dinavia Baldwin (1999, 94) concluded that “the solidarity of one age has its roots in

the selfishness of another”. Self-interest of rural, and business (Swenson, 2002), ren-

dered Scandinavian policies universal. “None of the supposed benchmarks of social
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democratic social insurance (universalism, tax-financing, flat rates) were initially or in

any essential way determined by the left or its core constituency. Bourgeois and rural

interests were the origin of what Social Democrats have later successfully claimed as

their own” (Baldwin, 1999, 156). The elite in the other two regions were no less self-

centred than in Scandinavia. Australasians preferred to redistribute through the labour

market granting wide economic opportunity in education. In the Southern Cone both

the labour market and the state became tools for short-term redistribution. It would

be hard, however, to find a selfish motivation in the elites that widened access to edu-

cation and protection in the 1920s and the urban political parties that deepened these

models. They certainly saw themselves as enlightened and charitable. They expected

that as economic relations would become formal and industry would expand, more

people would access social insurance and both development and equality would come.

Paraphrasing Baldwin, the selfishness of contemporary Southern Cone countries had

its roots in the good intentions of the past. As the middle class grew, as certain groups

became protected, the impetus for expansion diminished. For access to reach the very

poor, the tax base needed to increase but those already covered preferred to receive

without sharing the burden for social insurance.

For most of this dissertation, it would have been easier to refer to the Southern Cone

countries as populist experiences as they used short-term selective strategies to boost

cooperation from key players and buy the allegiance of those included in social policy

(Jansen, 2011; Oxhorn, 1998). Certainly this was the pattern of association even in

Chile and Uruguay, usually regarded as non-populist. In the three countries, welfare

became a tool for control that did not generate incentives to accumulate human capital

nor diminish social tensions. I decided against the use of this concept. The strategies

of inclusion into social policy and cooperation between social agents received a num-

ber of names long after they were enacted. They resulted from different bargaining

positions, the relative strength of groups, and state capacities. My concern was on how
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these strategies worked in practice. Groups’ motives were far more complex than the

literature is willing to accept and as a result, we tend to judge organised interests in a

different light, e.g. were elites in the Southern Cone really more self-centred than in

the other two regions? Universalism, targeting, populism were not a coherent set of

measures sought consciously by enlightened policy makers. These policies were the

outcome of struggles and compromises that rested on common sacrifices even if they

later differed in the generosity of their benefits.
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