
CHAPTER V


AN ILLUSTRATION:  THE ARGENTINE CASE

I have presented in the first chapters of this dissertation a simple model of a military coup d'etat which takes into account the civilian side of the coup.  In order to motivate the participation of the civilian actors I have proposed a public good theory based on the pressure groups approach to the economic policy.  I have devoted the previous chapter to empirically evaluate its plausibility.  The information provided by the Bentley Index seems to uphold the proposed hypothesis, since the index identifies most changes of political regimes but it is generally unaffected by just a change of ruler.

In this chapter we will provide a specific illustration of the fact that the change in the rules of the redistributive game embodied in the establishment of a dictatorship will bring up a new political-economic equilibrium; equilibrium which will be translated into new regulations and/or modifications of economic policies.  In order to address this goal, I will focus my attention on the Argentine case, which will provide supporting evidence of the hypothesis that the Argentine commercial policy seems to have been affected by the changes of political regimes; in point of fact, the discrimination against the export (agropecuarian) sector appears to have been intensified during democratic regimes.

 
The commercial policy in Argentina, a small open economy exporter of primary products which represent an important proportion of the consumption basket of the population, may be considered a very powerful instrument of government redistribution.  For example, price discrimi​nation against the agropecuarian (export) sector improves, in the short run, the urban working class living conditions, by maintaining low food prices and by increasing demand for labor through the sharpening of the import substitution process (see Otrera Sturzenegger, and Martinez Mosquera [1990] for an analysis of the political economy of the price discrimination against the agropecuarian sector).

There exists a generalized consensus among most scholars that after the Second World War, Argentina has followed an inward oriented develop​ment policy (see, for example, Schenone [1987] or Greenaway and Chong Hyun Nam [1988]).  The most prevalent policy instrument utilized was import tariffs, but they have not been the only employed; Argentina has been characterized as utilizing a complex set of instruments (see Mondolfo Fernandez, and Rodriguez [1985]).  Given this fact, it becomes completely inadequate to take, for example, the explicit (nominal) import tariffs as a proxy of the implicit ones (Sturzenegger and Martinez Mosquera, 1985).  Therefore, in order to systematically compare the commercial policy followed by the various administrations of the period I will base my analysis on the ratio of internal to external terms of trade faced by the country.  That ratio takes into account not only the explicit tariffs and subsidies but also any other instrument of commercial policy utilized.  This indicator, called "the coefficient of protection" by Carlos Díaz Alejandro (1981), is defined as:  
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                      CP = ((((((((((
                            (PX / PM)*

where the denominator represents the external terms of trade, which will be considered exogenous (realistic assumption for the Argentine economy after the Second World War, Carlos Díaz Alejandro [1981]), and the numerator represents the internal ones, defined as:

                                       (1 - tX)

                (PX / PM) = (PX / PM)* ((((((((((
                                       (1 + tM)

where tX and tM represent, the implicit export and import tariffs,  respectively; which reflect, not only the explicit export and import tariffs, but also any other instrument of commercial policy utilized.

A value of CP < 1 indicates the existence of an inward oriented policy; the smaller this indicator the higher the intensity of the protectionist policy followed by the respective administration. 

Carlos Diaz Alejandro (1981) has elaborated time series of this indicator for the period 1928-1976; similarly, Adolfo Sturzenegger and Beatriz Martinez Mosquera (1985, 1990) have estimated a time series for the period 1960-1985; while these indexes are not directly comparable, given the difference in the methodologies utilized to build the series (Schenone [1987]), both will be useful in order to analyze our hypothesis. 

Table 11 describes the different political regimes that have ruled Argentina since the end of the Second World War.

Since the end of the Second World War, Argentina provides us with a case study that includes eight successful military coups d'etat.  Of these, four have changed the political regime; thus, it constitutes an ideal country upon which perform this exercise. 


TABLE 11


POLITICAL REGIMES, 1946-1989

	   Period


	Regimen
	President
	Political Party

	 5/46 -  9/55


	Democratic
	Peron
	Juaticialista

	 9/55 - 11/55

11/55 -  5/58
	Military
	Lonardi

Aramburu
	

	 5/58 -  3/62


	Democratic
	Frondizi
	U.C.R.I.

	 3/62 -  7/63


	Non Democratic
	Guido
	

	 7/63 -  6/66


	Democratic
	Illia
	U.C.R.

	 6/66 -  6/70

 6/70 -  2/71

 2/71 -  5/73
	Military
	Ongania

Levingston

Lanusse
	

	 5/73 -  7/73

 7/73 - 11/73

11/73 -  7/74

 7/74 -  3/76
	Democratic
	Campora

Lastiri

Peron

Martinez
	Justicialista Party

	 3/76 -  3/81

 3/81 - 12/81

12/81 -  6/82

 6/82 - 12/83
	Military
	Videla

Viola

Galtieri

Bignone
	

	12/83 -  7/89


	Democratic
	Alfonsin
	U.C.R.


Source:  Carlos Floria and Cesar Garcia Belsunce, Historia Politica de la Argentina Contemporanea, 1880-1983, Alianza Universidad, Buenos Aires, 1989; and David Rock, Argentina 1516-1987.  Desde la Colonizacion Espanola hasta Raul Alfonsin, Alianza Editorial, Buenos Aires, 1989.

Notes:

- U.C.R.I.:  Union Civica Radical Intransigente

- U.C.R.:    Union Civica Radical

- The transition from Videla to Viola was not a coup but  

       an institu​tionally planned one.

Table 12 summarizes all the relevant information provided by the time series of the coefficient of protection estimated by Carlos Diaz Alejandro (1981).  The time series of each of the indicators analyzed in this chapter are reported in Appendix 2.                                
The information provided by the coefficient of protection satisfies the proposed hypothesis. The coefficient rose sharply during the military regime which followed the overthrowing of Juan Domingo Peron (37 percent between the 1955 and 1957 observations), fell during the Frondizi admin​istration (13 percent between the 1958 and 1961 observations), and rose once again during the non democratic regime of Jose Maria Guido, 1962. After democracy was restored the coefficient fell again (19 percent between the 1962 and 1965 observations), increasing during the following military regime (17 percent between the 1966 and 1972 observations), regardless of the fact that during this period there were verified two coups (1970 and 1971) which have replaced a military ruler by another one.  


TABLE 12


COEFFICIENT OF PROTECTION, 1946-1975

	Period
	Regimen
	Average
	Trend

	1946/55
	Democratic P.J.
	43.66
	....

	1956/58
	Military
	72.54
	Increasing

	1959/61
	Democr. U.C.R.I
	70.88
	Decreasing

	1962
	Non Democratic
	74.37
	Increasing

	1963/66
	Democr. U.C.R.
	65.33
	Decreasing

	1967/72
	Military
	68.96
	Increasing

	1973/75
	Democratic P.J.
	57.79
	Decreasing


Source:  Carlos Diaz Alejandro, "Tipo de Cambio y Terminos de Inter-cambio en la Republica Argentina 1913-1976," C.E.M.A., Documento de Trabajo N. 22, Marzo 1981.

Finally, the coefficient decreased during the following democratic regime (23 percent between the 1972 and 1975 observations), and increased after the 1976 coup (14 percent between the 1975 and 1976 observations). Table 13 summarizes the information provided by the time series of the

coefficient of protection estimated by Adolfo Sturzenegger 

and Beatriz Martínez Mosquera (1985).

The coefficient of protection raised during the non democratic administration of José María Guido and felt when democracy was re​established (19 percent between the 1963 and 1966 observations).  During the following military regime the coefficient increased, reaching in the last year of this regime 59.30 (22 percent over the value verified in 1966), collapsing once again during the subsequent democratic regime (23 percent between the 1972 and 1975 observations). 

The behavior of the index documented during the last military re​gime does not satisfy the proposed hypothesis.  Even when the average of the coefficient was higher than in the previous regime the trend is not clear.  The coefficient rose during the first years of military ruling, reaching in 1979 a value of 59.94 (31 percent high than in 1975), but it fell during 1980 and 1981.  It grew again in the last years of the military regime, to fall once again after the restoration of democracy (17 percent between the 1983 and 1985 observations). 


TABLE 13


COEFFICIENT OF PROTECTION, 1960-1985

	Period
	Regimen
	Average
	Trend

	1960/61
	Democr. U.C.R.I.
	53.69
	....

	1962/63
	Non Democratic
	58.89
	Increasing

	1964/66
	Democratic U.C.R.
	51.64
	Decreasing

	1967/72
	Military
	57.69
	Increasing

	1973/75
	Democratic P.J.
	50.33
	Decreasing

	1976/83
	Military
	52.62
	?

	1984/85
	Democratic U.C.R.
	41.20
	Decreasing


Source:  Adolfo Sturzenegger and Beatriz Martinez Mosquera, Tipo de Cambio Real de Equilibrio.  Sesgo Anticomercio y Precios Relativos:  Argentina 1960-1984, B.C.R.A., 1985.

In summary, it seems fair to conclude that the 

information provided by this time series are generally 

consistent with those produced by the index built by Carlos 

Diaz Alejandro, supporting in this way (with the exception of 

the 1980 and 1981 observations) the proposed hypothesis.      

Osvaldo Schenone (1987), in his study of the Argentine 

commercial policy, centers his interest not only on the 

behavior of the coefficient of protection but also on the 

intensity of the import substitution veri​fied.  The 

coefficient of protection indicates the degree of dis​tortion 

of the relatives prices faced by the traded sectors; the 

lower the coef​ficient, the higher the incentives to 

substitute imports.  Therefore, given that the behavior of 

the coefficient of protection apparently satisfies the 

proposed hypothesis, it will be interesting to confront my 

hypothesis with a different source of information, and to 

analyze the intensity of the import substitution verified 

during the different ad​ministrations that have ruled 

Argentina in this period. 

Various indi​cators exist which allow me to quantify this 

intensity. Luisa Montuschi (1984, 1987) provide me with time 

series of a pair of them:

A) The first indicator, MS1, measures the change between two      periods in the import participation in the total              supply.

                             M1        M0
                     MS1 =  ((((  -  (((((
                             S1        S0 

where  M = Imports and  S = Total supply; such that S = M + Q 

(Internal Production). 

B) A second indicator estimated by Luisa Montuschi takes into     account the fact that the variation in M may has been          induced by changes in the total supply and/or changes          because of the import substitution veri​fied during the         period under study:

                                S1
                     MS2 =  ((((((((( (U1 - U0)

                            (Q1 - Q0)

(by defining  U = Q/S, such that  MS2 = S dU/dQ.)

During a given period it was verified import 

substitution if:

                          Q1        Q0
                        (((((  >  (((((( 

                          S1        S0
which implies,

                    MS1 < 0   and    MS2 > 0           


TABLE 14


INDICATORS OF IMPORT SUBSTITUTION, MS1

	Period
	Regimen
	Average (1)
	Trend (2)

	1950/55
	Democratic P.J.
	0.042
	....

	1956/57
	Military
	0.067
	Decreasing

	1958/61
	Democr. U.C.R.I.
	0.061
	Increasing

	1962
	Non Democratic
	0.066
	Decreasing

	1963/66
	Democr. U.C.R.
	0.042
	Increasing

	1967/72
	Military
	0.047
	Decreasing

	1973/75
	Democratic P.J.
	0.044
	Increasing

	1976/80
	Military
	0.047
	Decreasing


Source:  Luisa Montuschi, "Inward-Looking Development     and Import Substitution in the Argentine Economy, 1950-1980," Universita' Degli Studi Di Siena, September 1987.

Note:  The trend refers to the import substitution; then 

it represents the inverse of the trend of the M/S series.

Tables 14 and 15 summarize the information provided by 

both of these indicators.


TABLE 15


INDICATORS OF IMPORT SUBSTITUTION, MS2

	Period
	Regimen
	Average
	Trend

	1956/57
	Military
	0.874
	....

	1958/61
	Democr. U.C.R.I.
	0.901
	Increasing

	1962
	Non Democratic
	0.878
	Decreasing

	1963/66
	Democr. U.C.R.
	0.994
	Increasing

	1967/69
	Military
	0.993
	?


Source: Luisa Montuschi, "Alcances y Limitaciones del   Proceso de Sustitución de Importaciones en la Argentina," Anales de la Asociación Argentina de Economía Política, Vol. 2, 1984.

The information provided by both series supports the 

proposed hypothesis.  The import substitution was reduced during the military regime which overthrew Peron.  The proportion of imports in the total supply increased 72 percent between the 1955 and 1957 observations; decreasing when democracy was reestablished (10 percent between the 1957 and 1961 observations), and expanding again during the non democratic government of José María Guido, 1962.

During the following democratic regime the import substitution was considerably intensified, falling the proportion of imports in the total supply from 6.6 percent in 1962 to 3.5 percent in 1966 (89 percent).   After the overthrow of Illia the import substitution was attenuated.  Even when the average proportion of imports in the total supply during the military regime does not radically differ from those verified during the administration of Illia the trend is clear: decreases in the import substitution can be documented year after year (46 percent between the 1966 and 1972 observations).  This trend exists regardless of the fact that during this period there were verified two coups (1970 and 1971) which replaced a military ruler with another one. 

The import substitution increased again during the following democratic regime (16 percent between the 1973 and 1975 observations), and felt once more during the first 5 years of the last military one (19 percent between the 1976 and 1980 observations).  The information pro​vided by the MS2 series, is fully consistent with the provided by the MS1 one. 
When synthesizing these elements, it seems fair to state that the commercial policy followed by the different governments that have ruled Argentina during this period present clear differences associated with the type of political regime.  This statement is founded on the dis​similar behavior followed by the coefficient of protection and is sup​ported by the systematic differences verified in the degree of import substitution carried out by the country during the different political regimes.  This fact clearly illustrates the theory developed in this dissertation which proposes to view economic policies as the end product of a redistributive game and to pay special attention to the role played by the rules of the game, since they would be highly influenced by the type of political regime.

We will assume that the rules of the redistributive game under the Guido administration were more similar to the ones in force during a military regime than during a democratic one.  This is supported by the low value of the index of democraticness estimated by Arat for 1962 (3.16), respect to 1961 (9.30) and 1963 (9.23).  Martin Paldam (1987), p. 160, makes an even stronger assumption: "We have two clear cases (Argentina 1959 and Uruguay 1973) where a successful coup occurs but where the civilian president is allowed to remain a figurehead-- these cases we treat as government changes".


Carlos Diaz Alejandro has estimated two alternative versions of this index; both utilized the wholesale agropecuarian price index as a proxy of the domestic price of the export goods.  The first version takes the price index of import products as a proxy of the domestic price of the import goods, the second one the wholesale non agropecuarian price index.  Neither of them correctly reflects the domestic price of the import goods; the first one, because it includes goods that are not domestically produced (see Carlos Diaz Alejandro [1981], p. 12); the second one, because it includes non traded goods. While methodologically the construction of these indexes differs from the followed by Sturzenegger and Martinez Mosquera (see Sturzenegger and Martinez Mosquera [1985], pp. 27-30), the behavior of the second version presents great resemblance with their index (actually, both utilized variations of the wholesale non agropecuarian price index as a proxy of the domestic price of the import goods). We will present in this studio the second version of the Diaz Alejandro's index since the evidence provided by this version is much more clear than the provided by the first one (see Edgardo Zablotsky [1991]).


This index has been computed utilizing a weighted average of the price index of the agropecuarian and agroindustrial goods (which represent around 75 percent of the Argentine exports) as a proxy of the domestic price of the export goods, and the wholesale non agropecuarian price index (net of export goods) as a proxy of the domestic price of the import goods; then it presents similar prob�lems to be faced by the indexes built by Carlos Diaz Alejandro (see Footnote 50).


This indicator only describes the change verified in the participation of imports in the total supply but it does not provide any information related to the existence of a modification in the coefficient of protection which would have motivated that change.


Both indicators are related by the following relation:  


       


                  MS1 = - MS2 [(Q1 - Q0)/S1].
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