


Democracy and the Left 

Social Policy and Inequality 
in Latin America 

EVELYNE HUBER AND 

JOHN D. STEPHENS 

THE UNIVERSITY OF CHICAGO PRESS CHICAGO AND LONDON 



EVELYNE HUBER is the Morehead Alumni Distinguished Professor of Political Science at 
the University of North Carolina, Chapel Hill. JOHN D. STEPHENS is the Gerhard E. 
Lenski, Jr. Distinguished Professor of Political Science and Sociology at the University 
of North Carolina, Chapel Hill. Together, they are the coauthors, most recently, of 
Development and Crisis of the Welfare State. 

The University of Chicago Press, Chicago 60637 
The University of Chicago Press, Ltd., London 
© 20I2 by The University of Chicago 
All rights reserved. Published 20I2. 
Printed in the United States of America 
2I 20 I9 I8 I7 I6 IS I4 I3 I2 

ISBN-I3: 978-0-226-35652-5 (cloth) 
ISBN-I3: 978-0-226-35653-2 (paper) 
IsBN-I3: 978-o-226-35655-6 (e-book) 
ISBN-10: 0-226-35652-3 (cloth) 
!SBN-10: 0-226-35653-I (paper) 
ISBN-10: o-226-35655-8 (e-book) 

I 2 3 4 5 

Library of Congress Cataloging-in-Publication Data 

Huber, Evelyne, 1950-
Democracy and the left : social policy and inequality in Latin America I Evelyne Huber 

and John D. Stephens. 
pages; em 

Includes bibliographical references and index. 
ISBN-I3: 978-0-226-35652-5 (cloth: alkaline paper) 
ISBN-10: o-226-35652-3 (cloth: alkaline paper) 
ISBN-I3: 978-o-226-35653-2 (paperback: alkaline paper) 
ISBN-10: o-226-35653-I (paperback: alkaline paper) 
[etc.] 
I. Latin America-Social policy. 2. Equality-Latin America. 3· Welfare state

Latin America. 4· Income distribution-Latin America. 5· Latin America-Social 
conditions-2oth century. 6. Latin America-Economic conditions-2oth century. 
I. Stephens, John D., I947- II. Title. 

HNII0.5.A8H83 2012 
303.3-dc23 

20II050824 

@This paper meets the requirements of ANSI/NISO Z39.48-I992 (Permanence of Paper). 

FOR KLARA AND SEPP 



Contents 

List of Figures vm 

List of Tables ix 

Acronyms xi 

Preface and Acknowledgments xvii 

CHAPTER I. 

CHAPTER 2. 

CHAPTER 3· 

CHAPTER 4· 

CHAPTER 5· 

CHAPTER 6. 

CHAPTER 7· 

CHAPTER 8. 

Notes 273 

References 287 

Index 3I7 

Introduction I 

Theoretical Framework and Methodological 
Approach I3 

Strategy for Redistribution and Poverty 

Reduction 53 

The Development of Social Policy Regimes in the 

ISI Period 73 

The Determinants of Social Spending, Inequality, and 
Poverty: Quantitative Evidence I03 

Neoliberal Reforms and the Thrn to Basic 
Universalism ISS 

Iberia and the Advanced Latin American Social 
Policy Regimes: Explaining the Different 
Trajectories 208 

Conclusion 240 



Figures 

Figure 4.1. Years of democracy and welfare generosity, 1980 I 82 

Figure 5.1. IALS scores by percentile I 128 

Figure 5.2. Mean score on IALS and average years of education I 129 

Figure 5-3· Average years of education and Gini index of disposable 
income inequality I 130 

Figure 5-4· Average IALS scores and Gini index of disposable income 
inequality I 131 

Figure 5·5· Estimated effect of a two-standard-deviation change in 
selected independent variables on social spending I 141 

Figure 5.6. Estimated effect of a two-standard-deviation change in 
selected independent variables on poverty I 144 

Figure 5·7· Estimated effect of a two-standard-deviation change in 
selected independent variables on income inequality I 146 

Figure 5.8. Average cognitive test scores (1997-2003) and poverty 
(1998-2oo6) I 151 

Figure 5·9· Cognitive test scores and Gini index of disposable income 
inequality I 152 

Figure 6.1. Income inequality in five Latin American countries, 
198o-2mo I 195 

Figure 6.2. Poverty in five Latin American countries, 1980-2010 I 196 

Tables 

Table 2.1. Transition to democracy and peak industrial employment, 

Europe and Latin America I 25 

Table 3.1. Household income and government expenditure by income 

quintile, Brazil 1997 I 56 

Table 3.2. Household income and government expenditure by income 

quintile, Uruguay 1998 I 56 

Table 3·3· Inequality and poverty by welfare state regimes I 58 

Table 3·4· Income inequality among the aged population I 59 

Table 3·5· Latin American class structure, 2000 I 61 

Table 3.6. Illustration of flat-rate universalism and basic universalism 
using income distribution in Brazil, 1997 I 69 

Table 3·7· Illustration of flat-rate universalism and basic universalism 
using income distribution in Uruguay, 1998 I 70 

Table 4.1. Politics and welfare in Latin America at the end of the lSI 

period I 78 

Table 4.2. Correlates of welfare generosity I 81 

Table 4·3· OLS estimates of determinants of welfare generosity I 81 

Table 5.1. Variable descriptions and hypothesized effects I 106 

Table 5.2. Income inequality in Latin America I 120 

Table 5·3· Poverty rates in Latin America I 121 

Table 5-4· Social spending as a percentage of GDP I 123 

Table 5·5· Correlations of inequality and poverty with education 

measures I 132 



X LIST OF TABLES 

Table 5.6. Prais-Winsten estimates of determinants of education 
spending I 138 

Table 5·7· Prais-Winsten estimates of determinants of health 
spending I 139 

Table 5.8. Prais-Winsten estimates of determinants of social security 
and welfare spending I 140 

Table 5·9· Determinants of poverty (coefficients from OLS regressions 
with panel corrected standard errors) I 142 

Table 5.m. Prais-Winsten estimates of determinants of income 
inequality I 145 

Table 5.11. Prais-Winsten estimates of the impact of market 
liberalization on income inequality I 147 

Table 5.A.I. Variable descriptions and data sources I 154 

Table 7.1. Income inequality I 209 

Table 7.2. Government social spending in 1970 and 2000 I 209 

Table 7·3· GDP per capita and growth I 2II 

Table 7·4· Asset distribution circa 1960 I 212 

Table 7·5· Agricultural employment I 213 

Table 7.6. Economic openness I 214 

Table 7·7· Industrial employment I 214 

Table 7.8. Year of transition to democracy I 216 

Table 7·9· Left legislative seats I 217 

Table 7.IO. Left executive after (re)democratization I 217 

Table 7.11. Major health care reforms I 232 

Table 7.12. Major parametric pension reforms I 234 

Table 7.13. Noncontributory transfer reforms I 237 

Acronyms 

AD 
AFPs 

APRA 

ARENA 
AUGE 

BPC 

ccoo 

Acci6n Democnitica (Democratic Action, Venezuela) 
Administradoras de Fondos de Pensiones (Pension Fund 

Administrators, Chile) 
Alianza Popular Revolucionaria Americana (American 
Popular Revolutionary Alliance, Peru) 
Alian~a Renovadora Nacional (Brazil) 
Acceso Universal de Garantfas Explicitas (Regime of 
Explicit Health Guarantees, Chile) 
Beneficia de Presta~iio Continuada (Continuous Cash 

Benefit, Brazil) 
Confederaci6n Sindical de Comisiones Obreras 
(Communist Workers' Commissions, Spain) 

CCSS Caja Costarricense del Segura Social (Costa Rican Social 
Security Institution, Costa Rica) 

CCT Conditional cash transfer 
CEPAL (ECLAC) Comisi6n Econ6mica para America Latina y el 

Caribe (Economic Commission for Latin America and 

the Caribbean) 
CGTP Confedera~iio Geral dos Trabalhadores Portugueses 

(General Confederation of Portuguese Workers, 

Portugal) 
CPCS Conselho Permanente de Concerta~iio Social (Permanent 

Council for Social Dialogue, Portugal) 

ECLAC 

EMU 
EU 

Economic Commission for Latin America and the 

Caribbean 
Economic and Monetary Union 
European Union 



xii ACRONYMS 

FA 
FDI 

Frente Amplio (Broad Front, Uruguay) 
Foreign direct investment 

FODESAF Fondo de Desarrollo Social y Asignaciones Familiares 
(Social Development and Family Allowance Fund, 
Costa Rica) 

FONASA Fondo Nacional de Salud (National Health Fund, Chile) 
FUNDEF Fundo de Manutenr;:iio e Desenvolvimento do 

Ensino Fundamental e de Valorizar;:iio do Magisterio 
(Elementary Education and Teacher Valorization Fund 
Brazil) ' 

FUNRURAL Fundo de Assistencia ao Trabalhador Rural (Rural 

GDP 
IALS 
IAMC 

IDB 
IFis 
ILO 
IMF 
INPS 

Workers' Assistance Fund, Brazil) 
Gross national product 
International Adult Literacy Survey 
Instituto de Asistencia Medica Colectiva (Collective 
Mutual Care Institution, Uruguay) 
Inter-American Development Bank 
International financial institutions 
International Labour Organization 
International Monetary Fund 
Instituto Nacional de Previdencia Social (National Social 
Insurance Institute, Brazil) 

ISAPRES Instituciones de Salud Previsional (Health Provider 

lSI 
IU 
LIS 
MNR 

NDC 
NDP 
NHS 
OECD 

OLS 
PAMI 

Institutions, Chile) 
Import substitution industrialization 
Izquierda Unida (United Left, Peru) 
Luxembourg Income Study 

Movimiento Nacionalista Revolucionario (Revolutionary 
Nationalist Movement, Bolivia) 
Notional defined contribution 
New Democratic Party (Canada) 
National health service 
Organization for Economic Co-operation and 
Development 

Ordinary least squares (regression) 
Programa de Atenci6n Medica Integral, Instituto 
Nacional de Servicios Sociales para Jubilados y Pen
sionados (Comprehensive Medical Attention Program, 
Argentina) 

ACRONYMS 

PC 
PCC 

PCP 

PDC 

PFL 
PI 

PJJHD 

PLN 

PMDB 

pp 

PPD 

PPPs 
PRJ 

PS 
PS 
PSD 

PSDB 

PSF 

PSOE 

PT 
PTB 

PUSC 

RN 

Partido Comunista de Chile (Communist Party, Chile) 
Partido Conservador Colombiano (Conservative Party, 

Colombia) 
Partido Comunista Portugues (Portuguese Communist 

Party, Portugal) 
Partido Dem6crata Cristiano (Christian Democratic 

Party, Chile) 

xiii 

Partido da Frente Liberal (Liberal Front Party, Brazil) 
Partido Justicialista I Partido Peronista (Peronist Party, 

Argentina) 
Plan Jefes y Jefas de Hogar Desocupados (Program for 
Unemployed Male and Female Heads of Households, 

Argentina) 
Partido Liberaci6n Nacional (National Liberation Party, 

Costa Rica) 
Partido do Movimiento Democnltico Brazileiro 
(Brazilian Democratic Movement) 
Partido Popular (People's Party, Spain) 
Partido por la Democracia (Party for Democracy, 

Chile) 
Purchasing power parities 
Partido Revolucionario lnstitucional (Institutional 

Revolutionary Party, Mexico) 
Partido Socialista de Chile (Socialist Party, Chile) 
Partido Socialista (Socialist Party, Portugal) 
Partido Social Democrata (Social Democratic Party, 

Portugal) 
Partido da Social Democracia Brasileira (Brazilian Social 

Democratic Party, Brazil) 
Programa Saude da Fami:Iia (Family Health Program, 

Brazil) 
Partido Socialista Obrero Espaiiol (Spanish Socialist 

Workers' Party, Spain) 
Partido dos Trabalhadores (Workers' Party, Brazil) 
Partido Trabalhista Brasileiro (Brazilian Labor Party, 

Brazil) 
Partido Unidad Social Cristiana (Social Christian Unity 

Party, Costa Rica) 
Renovaci6n Nacional (National Renewal, Chile) 



xiv ACRONYMS ACRONYMS XV 

SED LAC Socio-Economic Database for Latin America and the HON Honduras 
Caribbean HUN Hungary 

SNS Servicio Nacional de Salud (National Health Service, IRE Ireland 
Chile) ITA Italy 

VCR Union Cfvica Radical (Radical Civic Union, Argentina) MEX Mexico 
UDI Union Democrata Independiente (Independent Democrat NET Netherlands 

Union, Chile) NIC Nicaragua 
UGT Union General de Trabajadores (General Union of NOR Norway 

Workers, Uruguay) NZL New Zealand 
UGT Union General de Trabajadores (General Union of PAN Panama 

Workers, Spain) PER Peru 
UNCTAD United Nations Conference on Trade and Development POL Poland 
UNDP United Nations Development Programme PRT Portugal 
UNU-WIDER WilD United Nations University World Institute PRY Paraguay 

for Development Economics Research World Income SLO Slovenia 
Inequality Database SWE Sweden 

UP Unidad Popular (Popular Unity, Chile) swz Switzerland 
US AID United States Agency for International Development UKM United Kingdom 
VAT Value-added tax URY Uruguay 
WB World Bank USA United States 

VEN Venezuela 
COUNTRY ACRONYMS USED IN FIGURES 

ARG Argentina 
AUL Australia 
BEL Belgium 
BOL Bolivia 
BRA Brazil 
CAN Canada 
CHL Chile 
COL Colombia 
CRI Costa Rica 
CZR Czech Republic 
DEN Denmark 
DOM Dominican Republic 
ECU Ecuador 
ELV El Salvador 
FIN Finland 
FRG Germany 
GTM Guatemala 



Preface and Acknowledgments 

T
his book has a long personal intellectual history. In the late 1970s, 
we began our first collaborative work. Our focus then was at the in

tersection of our previous work, European social democracy and reform
ist redistributive or egalitarian political change in Latin America. At the 
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was some movement toward transition, and we anticipated that the re
turn to democracy would make reformist redistributive politics rele
vant once more. One of the only extant experiments at that time was the 
Manley government in Jamaica (1972-80). By the time we got into the 
field in 1981-82, Manley had been voted out of office, but precisely be
cause the government had many failures as well as successes, we thought 
that an analysis of these successes and failures would be instructive for 
other left governments in other countries in Latin America. By the time 
the book was published in 1986, the region was already on its way (back) 

to democracy. 
Unfortunately for the relevance of the book on Jamaica, the debt cri-

sis and exhaustion of import substitution industrialization (ISI) had al
ready made one element of the left models of the 1970s irrelevant. The 
project of the Manley government married redistributive social reform 
with dependency theory-based economic strategy that called for state
led development and deepening (if highly selective) of lSI. The left gov
ernments of the 1970s envisioned deep-going social and economic trans
formation-more radical in the case of the Allende government, more 
modest in the case of the Manley government, to take two examples. 
This kind of economic model was off the agenda in the region by the 
mid-1980s, in part because lSI was not a viable way forward, but equally 
importantly because it conflicted with the neoliberal Washington Con-
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sensus, which the international financial institutions (IFis) were able to 
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friend Dietrich Rueschemeyer, engaged in a broad comparison of the 
historical development of democracy in Western Europe, North, Cen
tral, and South America and the Caribbean, and the Antipodes. What 
followed was a study of the development of social policy in the twentieth 
century in advanced capitalist democracies. In the course of these stud
ies, we developed a unified theoretical framework to explain the devel
opment of democracy and egalitarian social policy. We further extend 
this theoretical framework in the present book. 

When we began to focus again on Latin America around the turn of 
the century, prospects for egalitarian social policy seemed dim. The he
gemony of the Washington Consensus was beginning to erode, though, 
and after a couple of years the turn to the left ushered in a period of new 
policy departures that allowed room for hope that the seemingly deeply 
entrenched structures of inequality might begin to come under attack. 
The research for this book, which includes the first decade of the twenty
first century, has given us reason for cautious optimism regarding the po
tential long-term effects of democracy on social policy and poverty and 
inequality in the region. 
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. We dedicate this book to our children, Klara and Sepp. It has been a 
JOY to see them develop from the state of "no political science at the din
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tions about their views of the world. 

CHAPTER ONE 

Introduction 

This book argues that political forces can bring about peaceful re
distributive change in Latin America. Scholars have long agreed 

that Latin America has an extremely unequal income distribution. Most 
would also agree that it has the worst income distribution of any region 
in the world (Frankema 2009). Traditionally, Latin American govern
ments and international organizations dealing with the region focused 
on economic growth and poverty reduction rather than on inequality. 
By the turn of the century, however, a number of factors had come to
gether to bring the problem of inequality into the limelight. First, econo
metric studies had shown that inequality can be an obstacle to economic 
growth (e.g., Alesina and Rodrik 1994). Second, public opinion in Latin 
America had become increasingly critical of the austerity and structural 
adjustment policies championed by the international financial institu
tions (IFis) because of the failure of economic benefits from the reforms 
to trickle down. 

Toward the end of the decade, the Inter-American Development Bank 
produced a major study of inequality (IDB 1998), followed in 2004 by 
the World Bank (Ferranti et al. 2004). The World Bank study was re
markably critical in that it pointed to negative consequences of inequal
ity not only for poverty rates but also for economic growth and democ
racy. The United Nations Economic Commission on Latin America and 
the Caribbean (ECLAC 2002) warned that the millennium goals of cut
ting poverty and extreme poverty in half by 2015 would not be achieved 
without a change in distribution. Other studies confirmed that high de
grees of inequality reduced the effect of growth on poverty reduction 
(Bourguignon 2002). The United Nations Development Programme 
(UNDP 2004) report on the state of democracy in Latin America argued 
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strongly that the degree of inequality prevalent in most Latin American 
countries obstructed the construction of a democracy of full citizenship. 

Economists have explained the high degree of inequality in Latin 
America by the unequal distribution of productive assets-land, skilled 
labor, and capital-(Morley 2001, 51), and in addition by the frequency 
of macroeconomic crises (Ferranti et al. 2004, 157, 227-34), and by ge
ography and resource endowments (IDB 1998, 97-mo). The World Bank 
team further traced the historical origins of inequality to the concentra
tion of wealth and power by the colonizers, the exploitation of indigenous 
and imported slave labor, and the survival into the independence period 
of the concentration of wealth and the political exclusion of the majority. 
These conditions gave rise to clientelistic politics and states with low ca
pacity to ensure macroeconomic stability, property rights, and basic ser
vices in the twentieth century. Specifically, they entailed a neglect of the 
expansion of public education. The ensuing struggles over economic and 
political inclusion caused political instability and erratic economic poli
cies and growth. Social policies on average did little to mitigate inequali
ties because tax burdens and social expenditures were comparatively low 
and most social spending was regressive (Ferranti et al. 2004, m9-47, 
247-72). 

We certainly agree with the general contours of this analysis. The 
debt crisis of the 1980s and the ensuing abandonment of the import sub
stitution industrialization (ISI) model were but the latest manifestations 
of radical changes in economic policies, which had the result of increas
ing economic inequality. The reduction of social expenditures as part of 
austerity packages allowed the quality of public social services to deteri
orate even further. Thus, by the end of the century, inequality and pov
erty in Latin America appeared close to intractable, largely immune to 
political intervention. Indeed, popular commentators contended that the 
deepening process of globalization tied the hands of governments in the 
region more than ever. 

Political scientists have attributed the absence of sig~l}ficant redistrib
utive reforms under the newly democratic regimes to the dysfunctional 
nature of political institutions. In the important case of Brazil, for in
stance, they emphasized fragmentation of the state, political parties, and 
civil society (Weyland 1996), and candidate-centered electoral systems 
that promote clientelism and weakness of party discipline (Ames 2001). 
Other social scientists underlined the staying power of racial, ethnic, 
and gender hierarchies (Gurr 2ooo; Gootenberg 2om; Ewig 2om), and 
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still others invoked the enduring power of hierarchical cultural traits 
(Wiarda 1982). 

Yet, in the ensuing decade, the region began to turn the corner as new 
emphasis on redistributive social policy spread. For the first time since 
reliable data became available, inequality declined in most countries in 
the region (L6pez-Calva and Lustig 2om). This historic turn, the earlier 
decline in poverty in some countries, as well as the large differences in 
redistributive social policy across Latin America, suggest that inequality 
and poverty may not be so intractable after all. 

In this book, we explain the differences in redistributive social policy 
and inequality between countries and over time. We base our account 
on quantitative analyses and comparative historical case analysis of the 
development of social policy over seven decades in five Latin American 
countries and further comparisons to developments in the two Iberian 
countries.1 We find that democracy is one of the most important deter
minants of redistributive social policy. One mechanism by which de
mocracy promotes egalitarian social policy is that it is a precondition for 
the development of left parties and their access to governmental power, 
but our evidence indicates that it has additional effects, such as political 
competition of nonleft parties with left parties. We also show that inter
national structures of power affect the fate of egalitarian social policy. 
This impact appeared in the differences within Latin America between 
the 198os and 1990s on the one hand, when the debt burden and Wash
ington Consensus greatly constrained Latin American social policy, and 
the 2000s on the other hand, when many countries in the region freed 
themselves from the IFis and there was no longer a consensus in the U.S. 
capital about desirable social policy, certainly not a neoliberal one. It ap
peared yet more strongly in our comparison of Latin America and Ibe
ria, where the Europe-oriented Iberian countries never even considered 
neoliberal social policies such as pension privatization. 

With regard to social policy and inequality, our quantitative analysis 
and case studies highlight the centrality of investment in human capital. 
On the basis of studies of microdata on household income distribution, 
by ECLAC (see chap. 3) and UNDP (see chap. 6) and our own quanti
tative analysis, we demonstrate that social insurance is not very redis
tributive and sometimes even perversely redistributive in Latin Amer
ica, whereas health and education spending and targeted social transfers 
are quite redistributive. Moreover, education spending, to the extent that 
it is aimed at expanding the educational level of the mass citizenry, re-
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duces inequality by reducing the skill income premium. Investment in 
human capital, however, cannot be pursued in isolation; it must be pur
sued in conjunction with reductions in poverty. The correlation between 
national-level poverty and average cognitive skill is very high (-.84; see 
chap. 5), and the causal relationship is almost certainly reciprocal. The 
beauty of the conditional cash transfer programs (see chap. 6) is the ex
plicit recognition of the link between poverty and investment in human 
capital. Finally, upgrading of human capital is essential in setting Latin 
American countries on a new development path in which the region no 
longer competes in export markets solely on the basis of export of raw 
materials and low-wage, low-skill manufactured goods. 

Outline of the Argument 

In chapter 2, we outline our theoretical and methodological approach. 
We build on power constellations theory presented in Rueschemeyer, 
Stephens, and Stephens (1992) and further developed in Huber and Ste
phens (2oora). The first cluster of power is the balance of domestic class 
power and party political power, which is the core explanatory factor in 
~he.power resou~ces theory of welfare state variations in advanced cap
Italist democracies. The second cluster of power is the structure of the 
state and state-society relations. The third is transnational structures of 
power, the complex of relations in the international economy and sys
tems of states. Our adaptation of the theory as we applied it to welfare 
state development in advanced capitalist democracies (Huber and Ste
phens 2oora) follows the differences in our explanations of the develop
ment of democracies in those countries and Latin America and the Ca
ribbean (Rueschemeyer, Stephens, and Stephens, 1992, cf. chap. 4 and 
chaps. 5 and 6). 

Of great importance for the first cluster of power, Latin American 
economic development was historically late and depen~ent on develop
ment in core capitalist countries and thus differed sharply from the his
toric development of Europe. For these reasons and because of a histori
cal inheritance of highly unequal distributions of land, the class structure 
developed differently, consisting of a significant class of large landlords, 
a larger class of poor peasants and rural workers, a smaller urban work
ing class, and a larger class of informal workers. We argued in Capital
ist Development and Democracy that this class structure was not favor-
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able to democracy. Thus, as compared to Huber and Stephens (2oora), in 
which we focused on the post-World War II period in advanced capital
ist democracies, in this analysis democracy is a variable, not a constant, 
and we hypothesize that political regime appears as a major determi
nant of egalitarian social policy. These same features of the class struc
ture weaken the political left, which, following the power resources the
ory hypothesis, should also be a major determinant of egalitarian social 

policy. 
In the second cluster of power, state-society relations appear as more 

important in the analysis of social policy development in Latin Amer
ica. In periods of authoritarian rule, the state was arguably more auton
omous from civil societies and, once the urban working class became a 
significant social force, the authoritarian state was faced with the need 
to co-opt it, if the state was not willing to resort to outright repression. 
State capacity, which was not an issue for the post-World War II ad
vanced industrial societies, is a problem for many Latin American coun
tries, particularly at the beginning of the period under investigation. 
Constitutional structure veto points, which loomed large in our expla
nation of social policy variations, play a smaller role in Latin American 
social policy developments, presumably because they were only relevant 

under democratic regimes. 
We hypothesize that our third cluster of power, transnational struc-

tures of power, would be much more important in Latin America. Dur
ing the debt crisis period of the 1980s and afterward in the 1990s, the 
heyday of the Washington Consensus, the International Monetary Fund 
and the World Bank pressed for the neoliberal agenda and had powerful 
negative (conditionality) and positive (loans) inducements at their dis
posal to push the agenda of neoliberal reform, including social policy re

form, on Latin American countries. 
In chapter 3, we outline a strategy for redistribution for Latin Amer

ican countries. We begin with an exposition of the simple arithmetic of 
redistribution because there are so many misunderstandings about this 
even among some scholars of comparative social policy. The basic point 
we make here is that proportional taxation combined with flat rate ben
efits (e.g., each decile receives ro percent of the benefits) is very redis
tributive. It is an easy step from here to the seemingly counterintuitive 
observation that slightly regressive taxes and a transfer system that is 
mildly earnings related (i.e., the upper deciles get slightly more that 10 

percent of the benefits) can be redistributive. 
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We then explore the possible coalitions for redistributive social policy 
by examining data on income distribution and class structure in Latin 
America. We conclude that two-thirds of Latin American households 
whether seen from the point of view of class position or position in th~ 
income distribution, have an interest in egalitarian social reforms. On 
the basis of the discussion of domestic class relations in the previous 
chapter, we proceed to explain why this seemingly favorable terrain has 
produced so little redistributive reform in Latin America, even during 
democratic periods. Consistent with power resources theory but directly 
contrary to the Meltzer-Richard theory of redistribution (Meltzer and 
Richard 1981), we argue that the reason for this lack of reform is that in
equality in material resources is accompanied by inequality in political 
resources and thus less, not more, redistribution transpires. 

In chapter 3, we also flesh out what a solid and effective redistributive 
social policy regime in Latin America might look like. We build on the 
concept of basic universalism, as developed by Filgueira et al. in Molina 
(zoo6). In the areas of health and education, the essence is guaranteed 
universal access to free or subsidized (according to household income) 
quality services. In the area of transfers, basic subsistence should be 
guaranteed by a combination of social insurance and social assistance. 
Social assistance is crucial in the context of high informality, where so
cial insurance leaves about half of the labor force uncovered. Means 
testing is compatible with basic universalism as long as the transfers are 
broadly targeted and seen as a citizenship right, not as charity. 

Chapter 4 covers the development of social policy up to the end of the 
import substitution industrialization (lSI) period, circa 1980. The chap
ter opens with a cross-national analysis of social policy development in 
this period. We show that the size of the urban working class and dem
ocratic history (measured by cumulative years of democracy after 1945) 
appear as the strongest determinants of social welfare effort as of 1980. 
The social welfare effort measure, a combination of social spending and 
coverage, also allows us to identify five welfare state leaders-Argentina, 
Brazil, Chile, Costa Rica, and Uruguay. These high social effort coun
tries are selected for in-depth comparative historical analysis in the re
mainder of this chapter and in chapters 6 and 7. 2 A scatter plot of social 
welfare effort by democratic history suggests that there were two paths 
to early welfare state leadership-a democratic/left political strength 
path, represented by Chile, Costa Rica, and Uruguay, and a path charac
terized by authoritarian elite co-optation of a large urban working class, 
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represented by Argentina and Brazil. The comparative historical anal
ysis in the rest of the chapter confirms the existence of two paths and 
fleshes out the process of early welfare state formation. 

Chapter 5 presents a pooled time series analysis of the determinants 
of social spending, inequality, and poverty in the period 1970 to 2005. 

Democracy emerged as the most important variable in this analysis, in 
part because of its direct effects, but more importantly because it was ~t 
the beginning of a causal chain that influenced all of the dependent van
abies in our analysis: social spending, inequality, and poverty. Democ
racy had a strong direct influence on all three spending variables_(health, 
education, and social security and welfare), on poverty, and on mequal
ity. The polar opposite of democracy, repressive authoritarianism,. ~ad 
negative effects on education spending. Democracy made left pohtlcal 
mobilization possible, and left political strength had important effects 
on inequality and poverty. Democracy pushed up spending on education, 
which had a strong direct effect on poverty and strong indirect effects 
on inequality and poverty through its effect on the average edu~ational 
level of the population. Finally, social security and welfare spendmg h~d 
a negative effect on inequality but only if it developed in a democratic 
context. We also found support for Muller's (1989) argument that the ef
fect of democracy on inequality appears only after some twenty years of 
democracy. We found a similar relationship with poverty. 

In sharp contrast to our findings for developed democracies (Brad
ley et al. 2003), we found that social spending did not hav~ unambigu~~s 
negative effects on inequality in Latin America. Given th1s outcome, 1t 1s 
not surprising that we did not find much evidence of left political ~ffects 
on the level of social spending, again in sharp contrast to our findmg for 
developed democracies (Huber and Stephens 2001a). Since left strength 
affected inequality, we surmised that left political strength affected the 
composition and allocation of expenditures. We found strong evidence 
of this in the comparative historical analysis. Finally, it is worth under
lining the importance of investment in human capital for lowering ~o~
erty and inequality in Latin America. Our analysis shows st~ong statisti
cally negative relationships between average years of educat10n and both 
poverty and inequality as well as a strong negative relationship between 
health spending and poverty. . 

Chapter 6 examines the development of social policy, poverty, an~ In

equality in our five focus cases since 1980. The period can be broken mto 
two distinct subperiods: neoliberal reform from 1980 to zooo and the 
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left turn after 2000. Allowing for some variations in timing between the 
countries, we see that the first period was characterized economically by 
the debt crisis, GDP stagnation or decline, and economic instability until 
the early 1990s, then economic stabilization and renewed growth, though 
punctuated by financial crises. The whole period witnessed not only the 
transition from lSI but also economic liberalization in areas other than 
trade (e.g., privatization, liberalization of external capital controls, liber
alization of domestic financial systems). Politically, all of our focus cases 
and most other countries in the region transited to democracy by 1990. 
This was the Washington Consensus period, and the IFis pushed neo
liberal reforms in economic and social policy in the region. In only one 
area, educational policy, did we find a significant push in social policy in 
a progressive direction during this period. Argentina and Brazil passed 
significant educational reforms in the 1990s, and most countries in the 
region significantly expanded primary and secondary school enrollment. 
In Brazil and Argentina, it is clear that the return of democratic politi
cal competition was responsible for the reforms, and we surmise that this 
was probably part of the story elsewhere. 

Inequality rose in this period, and on the basis of our data analysis, 
pooled time series analysis by Morley (2oor), and analysis of microdata 
on household income distribution by the contributions to L6pez-Calva 
and Lustig (2oro), we can pinpoint fairly precisely why this rise hap
pened. The transition from lSI to open economies led to deindustrial
ization, which increased inequality. Part of the mechanism here was the 
shedding of low-skill industry and deployment of investment to higher
skill activities, which led to skill-biased technological change and thus 
an increase in the skill/education income premium. The development of 
poverty rates varied across Latin America in this period. The transition 
from lSI increased informalization and led to upward pressure on pov
erty levels across the region. Poverty, however, declined in some coun
tries after 1990 as a result of the return of growth or the adoption of 
compensating social policy. Among our focus cases,, :this decline hap
pened in Brazil, Chile, and Costa Rica. 

The turn of the century was also an important turn for politics, so
cial policy, and inequality in Latin America. Domestic power relations 
changed as roughly two-thirds of the population of the region was gov
erned by left executives by mid-decade. The international structures of 
power became more benign as Latin American countries freed them-
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selves from debt and thus IFI conditionality, and as particularly the 
World Bank turned from neoliberalism in social policy toward advo
cacy of social investment policy. Left governments in the region passed 
new progressive social policies (see the contributions to Weyland, Ma
drid, and Hunter 2oro, and to Levitsky and Roberts 2on). In our focus 
cases, the Lula government in Brazil substantially increased the condi
tional cash transfer programs initiated by Cardoso and greatly increased 
the value of the minimum wage, which also increased the value of gov
ernment transfers tied to the minimum wage; the Lagos and Bachelet 
governments in Chile passed basic universalistic health care and pension 
reforms; the Kirchner governments in Argentina expanded conditional 
cash transfers and access to basic medicines and reformed labor legisla
tion, which strengthened unions and their hand in bargaining; and the 
Vazquez government in Uruguay reformed the tax system, unified the 
health care system, increased family allowances, and revived the wage 

councils. 
Inequality fell in Latin America after 2000, and our data analysis and 

the contributions to L6pez-Calva and Lustig (2oro) again allow us to 
pinpoint why. By 2000, the transition from lSI to open economies had 
run its course, and with it skill-biased technological change petered out. 
As the education expansions of the 1990s began to change the educa
tion and skill composition of the workforce, the skill premium actually 
fell, which contributed to a decline in inequality in labor incomes. In ad
dition, in some countries, labor legislation reforms and increased mini
mum wages also contributed to lower labor income inequality. The de
cline in inequality of disposable income was furthered by increases in 
targeted transfers, most notably conditional cash transfers, by increases 
in the minimum wage that pushed up transfers that were linked to the 
minimum wage, and by increased progressiveness of other transfers. 

In chapter 7, we compare the development of our four South Ameri
can cases with Portugal and Spain in the period after 1970. The similar
ities between these countries in social, political, and economic terms in 
1970 are striking. Both groups of countries were characterized by high 
levels of land inequality, high levels of inequality in the distribution of 
education, similar average educational levels, similar levels of GDP per 
capita, similar social protection systems both in terms of the level of ef
fort and the structure of the system (Bismarckian contributory social in
surance), similar ISI economies, and by authoritarian political systems, 
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at that point or in the near future. By 2000, the Iberian countries were 
very different from Latin America in that they had levels of social wel
fare effort close to European averages, GDP per capita levels signifi
cantly higher than those in our four South American countries, and lev
els of inequality much lower than those in the Latin American countries. 
In this chapter, we account for the differences in social policy and its 
outcomes. 

Part of our explanation mirrors our explanation of variations within 
Latin America through time and across cases: the Iberian coun
tries democratized a decade earlier and had much longer experiences 
with left government. Indeed, left executives were nonexistent in post
redemocratization Argentina, Brazil, Chile, and Uruguay until after 
2000. The other part of our explanation concerns the different effect of 
transnational structures of power. Our historical analysis indicated that 
the Washington Consensus neoliberal formula had important impacts on 
social policy reform in Latin America. The different position of Iberia 
in transnational structures of power, next to and increasingly integrated 
into Social Europe, demonstrated just how important this factor was for 
social policy. Nowhere was this clearer than in the case of pension re
form. Both groups of countries had contributory-defined benefit pen
sion systems that were in deep trouble in this period. In all of the Latin 
American countries, pension privatization along the lines of the Chilean 
system, recommended, and indeed financed, by the World Bank, was on 
the agenda, and most countries adopted some system of at least partial 
privatization. In Iberia, however, privatization was not on the agenda, 
and both countries adopted parametric reforms of the existing system. 

Theoretical Contributions 

Our main theoretical contribution is to demonstrate the explanatory 
power of power constellations theory for the devel<;}pment of welfare 
states or-more modestly-social policy regimes and their redistributive 
effects in Latin America. Politics matter fundamentally and have the po
tential of modifying the seemingly immutable structures of inequality in 
Latin America. We also want to demonstrate that power constellations 
theory is much more powerful than the widely used Meltzer-Richard 
median voter model in explaining redistribution. Indeed, we argue that 
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the assertion of Meltzer-Richard is plain wrong. The model postulates 
that greater distances between the median and the mean income gener
ate greater demands for redistribution that are met by government pol
icy. One can certainly agree that a greater distance between the median 
and the mean income generates a greater need for redistribution, but this 
need does not necessarily translate into political demands, and political 
demands do not necessarily translate into policy. Political socialization 
shapes perceptions and thus the probability that demands are formu
lated. The distribution of material resources and of organizational net
works shapes political power distribution and thus the probability that 

demands are met. 
A greater distance between the median and the mean income tends 

to be accompanied by a more skewed distribution of political power and 
thus lower responsiveness to demands for redistribution. And highly 
skewed distributions of political power shape political socialization so 
as to restrict the range of perceived policy options and thus demands for 
redistributive policy. Democracy and the rise of left parties reduce the 
degree to which political power distributions are skewed and thus open 
the possibility for a greater range of policy options to be perceived, for 
demands for new policies to be articulated, and for those demands to 
be met. Again, there is nothing automatic or necessary or functionalist 
about these processes. Redistributive policies are a result of political ac
tion, but democracy makes the rise of actors committed to redistribution 
and the pursuit of actions aimed at redistribution possible. 

Another theoretical contribution is to demonstrate that democracy in 
the longer run makes a difference for poverty and inequality-at least in 
Latin America-and to explain why this is so. Ross (2oo6) found no dif
ference between authoritarian and democratic regimes in poverty, tak
ing into account nonincome poverty and corrections for missing data 
from authoritarian governments. Certainly, if one were to focus on East
ern Europe and the former Soviet Union, one could show that the tran
sition to democracy has been followed by increasing poverty and in
equality. This was the result of the transition from socialist to capitalist 
economies that accompanied the democratic transition, and the tremen
dous economic and social dislocations generated by this transition. In 
Latin America, however, the alternative to democracy has with few ex
ceptions been right-wing authoritarianism, and these regimes lacked any 
commitment to egalitarianism and solidarity. On the contrary, they re-
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pressed autonomous organization and mobilization from below and thus 
kept those forces weak that might pressure for redistribution. Democ
racy ma~e it possible for social movements, civil society organizations, 
and parh~s. of the left to form, grow, and slowly gain influence on policy 
to sha~e tt m a more egalitarian direction. Democracy does not guaran
tee umform movement toward lower poverty and inequality, but it makes 
gradual movement in this direction possible. 

CHAPTER TWO 

Theoretical Framework and 
Methodological Approach 

I n this chapter, we briefly present the main theoretical approaches to 
the explanation of welfare state development in advanced capitalist 

democracies and then elaborate our own theory of social policy devel
opment in Latin America, based on our previous works on the develop
ment of democracy and on social reform and distributive outcomes in 
developed capitalist democracies and the developing countries of Latin 
America and the Caribbean (J. Stephens 1979; E. Stephens 1980; Ste
phens and Stephens 1982, 1986; Rueschemeyer, Stephens, and Stephens 
1992; Huber, Ragin, and Stephens 1993; Huber, Rueschemeyer, and Ste
phens 1997; Huber and Stephens 2oom; Bradley et al. 2003; Moller et al. 
2003). We elaborate how the analytical framework we developed for the 
patterns of social policy change in advanced industrial democracies (Hu
ber and Stephens 2001a) must be adapted to make it travel to Southern 
Europe and Latin America. We conclude with a discussion of the meth
odological strategy of the research. As in our work on advanced indus
trial democracies, we set as our theoretical task the goal of explaining 
long-term change within countries and the patterns of outcomes across 
countries. Thus, concretely, to meet our criterion of theoretical ade
quacy, a theory must provide clear hypotheses about the direction of 
change and the patterns across countries. To meet our criteria of empir
ical adequacy, a theory must be empirically corroborated by the quanti
tative or comparative historical evidence, and it cannot be contradicted 
by either one. 
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