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ABSTRACT

In this thesis, | explore the policy responses to the financial crisis of 2001/2002 in
Argentina and its implications for the Argentine political economy between 2002 and 2007.
Precisely, | examine the extent and nature of the shift from neoliberalism to neo-
developmentalism in Argentina between 2002 and 2007. Scholars who observed the rise of the
New Left governments in Latin America argued that there was a renewal of state activism and
developmentalism which implied a distinct departure from the neoliberalism of the 1990s.
Argentina’s post-crisis political economy was viewed from a post-neoliberal perspective.
Using the concept of “new developmentalism” labelled by Bresser-Pereira in 2003, | offer a
more nuanced approach to post-neoliberalism in Argentina. | argue that post-neoliberal project
or neo-developmentalism in Argentina does not represent a distinct departure from
neoliberalism or a return to old developmentalism. Instead, it embodies a more hybrid and
complex process that maintained core elements of economic liberalism. This thesis aims to

contribute to the debates about post-neoliberalism and the New Left in Latin America.



ACKNOWLEDGEMENTS

First and foremost, | would like to express my deepest gratitude to my supervisors
Professor Nicola Phillips and Professor Andrew Hindmoor for their most valuable guidance,
support and motivation during the course of my PhD research. |1 would not have been able to
finish my thesis without their continuous support and guidance. | hope that | will able to
continue my studies worthy of having studied under their supervision. 1 would like to thank my

former supervisor Professor Jean Grugel for her valuable support and guidance.

| am very grateful to be given this opportunity to this PhD by Turkish Ministry of
National Education. | wish to thank the staff in the department of Politics, especially Sarah
Cooke for her support. I would like to express my gratitude to my interviewees for their most
valuable time and comments. | wish to thank Professor Diana Tussie in FLACSO Argentina
for her valuable support. | would like to thank Jonas Filho for his support during my field

work.

| am very grateful for the support of my friends and colleagues Yeosun Park, Mat
McCann, Nuray Aridici Turner, Joe Turner, Jewellord New Singh, Asa Cusack, Sam Wyatt,
Defne Gunay, Alaadin Paksoy, Murat and Ahu Coskun, Ali Onur Ozcelik, Paniel Osberto

Reyes Cardenas, Bernardo Aguilera Dreyse, Ozlem Celik, Ozgun Sarimehmet Duman.

I would like to thank my parents (Filiz and Kenan Gezmis) and sister (Merve Gul Veli)
for their continuous support, patience and love. | would like to express my deepest gratitude to
David Chavez for his enduring support, patience, motivation and love during the course of my

PhD research.



Abbreviations

ALBA Alianza Bolivariana para los Pueblos de Nuestra América

BCRA Banco Central de la Republica Argentina

BNA Banco de la Nacion Argentina

CEP Centro de Estudios para la Produccion

CET Common External Tariff

CGE Confederacion General Econdmica

CGT Confederacion General del Trabajo

CIADEA Comepaiiia Interamericana de Automdviles S.A

CIEPP Centro Interdisciplinario para el Estudio de la Politica Publica

CIPPEC Centro de Implementacion de Politicas Publicas para la Equidad y el Crecimiento
CMC Common Market Council

CTA Central de Trabajadores Argentina

CTERA Confederacién de Trabajadores de la Educacién de la Republica Argentina
ECLAC Economic Commission for Latin America and the Caribbean

EIU Economist Intelligence Unit

ENARGAS Ente Nacional Regulador del Gas

ENARSA Energia Argentina Sociedad An6nima

EU European Union

FDI Foreign direct investment

FLACSO Latin American Faculty of Social Sciences

FOB Free on board

FONAPYME EI Fondo Nacional para el Desarrollo de la Micro, Pequefia y Mediana Empresa

FONINVEMEM Fondo para Inversiones Necesarias que Permiten Incrementar la Oferta
Energia Eléctrica en el Mercado Eléctrico Mayorista



FONTAR Fondo Tecnoldgico Argentino
FREPASO Frente por un Pais Solidario

FTAA Free Trade Area of the Americas

FTV Federacion por la Tierra y la Vivienda
GATT General Agreement on Tariffs and Trade
GDP Gross Domestic Product

IDB Inter-American Development Bank

IFI International financial institution

ILO International Labour Organisation

IMF International Monetary Fund

INTAL Institute for the Integration and Development of Latin America and the Caribbean
ISI Import-substitution industrialisation

LOC Left-of-centre

MAC Competition Adaptation Mechanism

MAS Movimiento al Socialismo

MECON Ministerio de Economia y Finanzas Publicas de la Republica Argentina

MERCOSUR Mercado Comun del Sur

MFN Most-favoured-nation
MTEyYSS Ministerio de Trabajo, Empleo y Seguridad Social de la Republica Argentina

MTL Movimiento Territorial Liberacion

NAFTA North American Free Trade Agreement

NAL Non-automatic import licence

NGO Non-governmental organisation

OECD Organisation for Economic Co-operation and Development
PJ Partido Justicialista

PJH Programa Jefes y Jefas de Hogares Desocupados

PT Worker's Party



PWC Post-Washington Consensus

REPRO Programa de Recuperacién Productiva

RER Real effective exchange rate

SCyE Seguro de Capacitacion y Empleo

SEPyMe Secretaria de la Pequefia y Mediana Empresa y Desarrollo Regional
SMEs Small and medium-sized enterprises

TNCs Transnational corporations
UCR Union Civica Radical

UIA Union Industrial Argentina

UNASUR Union de Naciones Suramericanas

UNCTAD United Nations Conference on Trade and Development
UNDP United Nations Development Programme

UNIREN Unidad de Renegociacion y Analisis de Contratos de Servicios Publicos
US United States

USD United States Dollar

UTE Union de los Trabajadores de la Educacion

VAT Value-added tax

WC Washington Consensus

WTO World Trade Organisation

YPF Yacimientos Petroliferos Fiscales



List of Tables

Table.4.1 Public social spending/GDP ratio

Table.5.1 Export diversification

Table.5.2 Export value of selected goods (1992-1997)

Table.5.3 Import value of selected goods (1992-1997)

Table 5.4 Export value of selected goods (1998-2001)

Table. 5.5 Import value of selected goods (1998-2001)

Table.5.6 Export value of selected goods (2002-2007)

Table. 5.7 Export value of selected goods (2002-2007)

Table.5.8 Technology content of industrial exports/total industrial exports

Table. 5.9 High-technology content of industrial exports/total industrial exports
Table.5.10 Medium-high technology content of industrial exports/total industrial exports
Table.5.11 Medium-low technology of industrial exports/total industrial exports
Table.5.12 Low-technology content of industrial exports/total industrial exports
Table 5.13 Import value of selected goods (2002-2007)

Table. 5.14 Import value of selected goods (2002-2007)

Table.6.1 Gross value-added share of selected industries in total industry (1994-2001)
Table 6.2 Gross value-added share of selected industries in total industry (1994-2001)
Table.6.3 Gross value-added share of selected industries in total industry (2002-2007)
Table.6.4 Gross value-added share of selected industries in total industry (2002-2007)
Table 7.1 Minimum wages (2003-2007)

Table 7.2 Urban unemployment (1995-2007)

Table.7.3 Unregistered labour according to the branch of economic activity (2003-2007)
Table.7.4 Unregistered labour according to the size of the firms (2003-2007)
Table.7.5 Net change in employment (2003-2007)

Table.7.6 Net change in employment according to the size of the firm (2003-2007)
Table.7.7 Wages according to registration (2004-2007)

Table.7.8.Wages according to the size of the firm (2004-2007)

Table.7.9 Wages according to skill formation (2004-2007)



10

Table 7.10 Percentage of contribution to job creation according to economic activity (2002-
2007)



11

CHAPTER 1. INTRODUCTION

In this thesis, | explore policy responses to the financial crisis of 2001/2002 in
Argentina and its implications for the Argentine political economy between 2002 and 2007.
More precisely, | critically examine to what extent policy responses to the financial crisis of
2001/2002 constitute a coherent shift from neoliberalism to a neo-developmentalism in
Argentina between 2002 and 2007. Argentina went from being seen as the “poster child” of
neoliberalism in the early 1990s to the “basket case” after experiencing its deepest economic
and social crisis in late December 2001 which outspread in the form of social protests,
resignation of two presidents in 10 days, debt default and a massive devaluation. In the context
of economic collapse and political crisis, interim President Eduardo Duhalde (January 2002-
May 2003) sought to recover political and economic stability, introducing new social
programmes and emphasizing the importance of the domestic market. After winning the
elections in May 2003, a governor from Santa Cruz, Néstor Kirchner (2003-2007) assumed the
presidency who had campaigned on a centre-left, progressive and neo-Keynesian platform with
a critique of free market policies under the Menem administration in the 1990s (Carranza, 2005;
Levitsky and Murillo, 2003).

The post-crisis of the political economy of Argentina was conceptualized as part of a
wider trend in Latin America as the region saw a resurgence of the Left-wing governments
based on an anti-neoliberal rhetoric®. In the past decade, this prompted a debate about a return
to local ideas of developmentalism and the state’s centrality in economic management and
welfare in the region, which marked a distinct departure from neoliberalism that had dominated
the political economy of Latin America in the 1980s and 1990s%. Some scholars termed the
rebirth of the Left as post-neoliberalism®. Argentina’s post-crisis political economy was framed
as ‘“neo-desarrollismo” (Grugel and Riggirozzi, 2007), “open-economy nationalism”
(Riggirozzi, 2009), “developmental regime” (Wylde, 2012).

1 Hugo Chavez in Venezuela (1998), socialist Ricardo Lagos in Chile (2000), ex-metal worker and Workers® Party
(PT) leader Luiz Inécio Lula de Silva in Brazil (2002), left-of-centre (LOC) Peronist Néstor Kirchner in Argentina
(2003), Tabaré VVazquez of the leftist Broad Front (FA) in Uruguay 2004, coca growers™ union leader Evo Morales
of the Movimiento al Socialismo (MAS) in Bolivia (2005) were elected. The left-wing parties also emerged as
strong political actors in the 2000s in countries such as Mexico, Peru and Colombia (Levitsky and Roberts, 2011:2-
3).

2 For example, see Cameron, 2009; Cleary, 2007; Heidrich and Tussie, 2009; Levitsky and Roberts, 2011;

Sader, 2009; Vilas, 2008; Weyland, 2009.

3 For example, see Grugel and Riggirozzi, 2009; Hershberg and Rosen 2006; MacDonald and Ruckert, 2009.
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Using the framework of “new developmentalism” labelled by Bresser-Pereira in 2003
and a rich empirical analysis, | offer a more nuanced approach to post-neoliberalism in
Argentina. | argue that post-neoliberal project or neo-developmentalism in Argentina does not
represent a distinct departure from neoliberalism. Instead, | argue that it embodies a more
hybrid and complex process that maintained core elements of economic liberalism in the form
of low tariffs (e.g. zero rate for importing capital goods), foreign direct investment (FDI)
liberalisation, provision of import duty exemptions and income tax breaks, monetary and fiscal
tightening via quantitative targets, fiscal stabilization funds, and reserve accumulation. | argue
that Argentina’s post-neoliberal project should be understood in the form of evolving balances
between states and markets under a globalised market activity which changed costs of and
benefits of integration into the global economy. As a result, | argue that there was a shift from
neoliberalism to neo-developmentalism in the context of re-interpreting the state’s regulatory
and welfare provisions to function under the globalised market activity. The next section of
this introduction will present a brief background of the scholarly debate about the resurgence
of the Left and post-neoliberalism in the wider Latin American context which will be followed
by presentation of the conceptual tools of this thesis.

1.1. Problematizing the Approaches to the New Left

According to the literature on the rise of the New Left or post-neoliberalism,
neoliberalism was an ideological attempt by right-wing politicians and the technocratic elite to
give the state a new reduced role, contrary to the Keynesian state's welfarism and economic
interventionism. These policies sought a shift in the state’s role to reduce its size in the
economy through liberalisation, privatization and deregulation, persuaded by globally
prevalent development ideas to free markets. After a phase of rolling back the state, extensive
marketization, and welfare retrenchment in the 1980s and 1990s in Latin America, the region
witnessed the emergence of New Left projects which sought for a new balance between states
and markets. This marked a revival of state activism and interventionism in economic
management and welfare provision based on local ideas about development as part of the
resurgence of the Left in the past decade (Grugel and Riggirozzi, 2009; Heidrich and Tussie,
2009; MacDonald and Ruckert, 2009; Levitsky and Roberts, 2011; Panizza, 2009).
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The resurgence of the Left marked a return to the progressive agenda of the classical
Left which was characterized by “redistribution of wealth through progressive taxation,
structural reforms (such as agrarian reform), the expansion of welfare services, the protection
and expansion of workers’ rights, a strong participation of the state in the process of
industrialization and hostility to foreign capital” (Panizza, 2005:726). However, scholars noted
that the left-wing parties today pursue more moderate policies than their counterparts during
the import-substitution industrialization (ISI) model due to their adaptation to a more open and
market-oriented growth under neoliberalism (Heidrich and Tussie, 2009; Panizza, 2005). On
the one hand, a positive consensus materialized from the experiences of the Left parties in the
municipalities that recognized the need to encourage competitiveness; on the other hand, a
“negative consensus” emerged as the left parties learnt that “no amount of continuous pro-
market reforms can feed the expectations of future gains of foreign and local investors forever”
(Heidrich and Tussie, 2009:39). As Heidrich and Tussie (2009) put it, re-activation of state
authority was more complex than simply a return to old policies of the Left which was

embodied around dual lessons from neoliberalism:

The outcome was the translation of lessons learned into new economic conditions and a
new climate of opinion composed, on one hand, of a positive consensus from the
experiences in local government about the need to step up public investment in health and
education, to bring the state back in to coordinate the provision of physical infrastructure
and energy and other measures assisting the overall competitiveness of the economy; and,
on the other, of a negative consensus derived from the critique of neoliberalism, including
a moratorium on privatizations, stricter regulation of private monopolies, and a halt to

further unilateral trade liberalization (Heidrich and Tussie, 2009:39).

As a result, Heidrich and Tussie concluded that “all told, if we are to point the single
coincidence in this diversity, there is a very significant one: the search for a new social contract
and the emergence of a pragmatic belief in a role for state management combined with prudent
macroeconomics” (Heidrich and Tussie, 2009:52). Furthermore, economic policy constraints

should be taken into account to have a more clear understanding of this phenomenon:

A return to protectionist predecessors is not noticeable, but especially the fiscal and
monetary policies espoused by newly elected governments show a strong awareness that
despite the current bonanza of high commaodity prices, volatile world markets can only be
ignored at their own peril (Heidrich and Tussie, 2009:52).
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Some scholars argued that the resurgence of the Left saw the beginning of a post-
neoliberal consensus in the region which was seen as “something sufficiently distinct from the
consensus that reigned in the 1990s to merit investigation...” (Grugel and Riggirozzi, 2012:3).
This assigned the state a more dynamic role to guide and regulate markets, drive
industrialization and enhance social equality (Grugel and Riggirozzi, 2009; MacDonald and
Ruckert, 2009). As Grugel and Riggirozzi (2012) stated, as a political and economic project,
post-neoliberalism marked the emergence of a new and active role for the state:

The set of political aspirations centred on ‘reclaiming’ the authority of the state to oversee
the construction of a new social consensus and approach to welfare, and the body of
economic policies that seeks to enhance or ‘rebuild’ the capacity of the state to manage the
market and the export economy in ways that not only ensure growth but are also responsive

to social need and citizenship demands (Grugel and Riggirozzi, 2012:2).

Grugel and Riggirozzi (2009) emphasized that the New Left governments do not reject
market-oriented growth as they acknowledged the need to stimulate local and foreign private
investment and promote exports (Grugel and Riggirozzi, 2009). Therefore, Grugel and
Riggirozzi (2012) argued that the distinction between post-neoliberalism and neoliberalism
should not be overstated. They concluded that the New Left parties in power acted rather
pragmatically under a more liberal global economy and it was not clear whether post-

neoliberalism constitutes a coherent alternative neoliberalism:

Yet in practice, post-neoliberal governments have tended to be perhaps surprisingly
pragmatic, especially in so far as the economy is concerned, where policies work with the
grain of a liberalized global economy. The contrast between neoliberalism and post-
neoliberal growth strategies, in other words, is there; but it should not be drawn too starkly.
In the end, the biggest difference lies in government attitudes to the poor and discourses of

citizenship rather than economic management as such (Grugel and Riggirozzi, 2012:5-6).

In this context, for the Argentine case and other post-neoliberal projects, state activism
was constrained under globalised market activity in which states were assumed to conform

economic demands of capital and intervene in the economy “selectively”:

But the internationalization of the economy is nonetheless real and it imposes real policy
constraints. In particular, it means that state intervention is driven mainly by technical
demands for ‘better’ regulation and can be employed within the economy only selectively.

This in turn influences the form neo-desarrollismo and other post-neoliberal projects can
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take in practice. In so far as Argentina is concerned, the weight and the authority of private
and foreign capital on policy-making are much greater than they were at any point under
desarrollismo, and there are as a result much stricter limits on how far government can raise
taxes, provide subsidies, regulate privatized companies or support labour movements in

their struggles to raise wages (Grugel and Riggirozzi, 2007:100-101).

Other scholars devoted analysis to the diversity of New Left projects owing to their
level of social mobilization and party organisation (Levitsky and Roberts, 2011; Rodriguez-
Garavito et al., 2008). As Levitsky and Roberts argued, “Although not all New Left
governments in Latin America abandoned macroeconomic orthodoxy, all of them broke with
neoliberalism and embraced redistributive social policies” (Levitsky and Roberts, 2011:22).
As Rodriguez-Garavito et al. (2008) stated, the New Left shares the belief for a more active
and regulatory state:

This apparent New Left ‘agenda’ takes for granted the basic principles of market
economics, while promoting reforms such as the implementation of welfare programmes
for the poorest members of society (such as the Fome Zero in Brazil or the Panes in
Uruguay), a renewed concern for public security, a more active role for the state as regulator
and mediator between capital and labour, the expansion and improvement of public

services, and the introduction of a more progressive tax regime (Rodriguez-Garavito et al.,
2008:25).

As this brief review of the literature showed, in the past decade, a new consensus
emerged in the region which was characterised by a more active and regulatory role for the
state in economy and welfare provision that marked a distinct departure from neoliberalism.
However, as shown above, much of the literature was characterised by vague
conceptualisations of the New Left or post-neoliberalism (Yates and Bakker, 2014:63). As
Kirby (2010:7-10) pointed out, whilst affirming the renewed role for the state in economic and
social management and a return to local ideas about development, the literature has not yet
precisely identified what this state formation looked like. Although the literature addressed the
economic and social challenges of development in the region, especially those arising from the
difficulties of integration into a more open and market-oriented global economy, there was not
sufficient attention to what type of policies were developed to encounter these difficulties
(Kirby, 2010:2-10; Puntigliano, 2007:71). As Kirby put it:
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In parallel with the emergence of “New Left” governments in the region, the scholarly
literature has become more critical of what was being attempted over this phase, evaluating
it in the context of the developmental challenges facing Latin American countries. Yet, as
has been made clear, this literature has few detailed proposals to offer on what precise
policies should be implemented to address these challenges, apart from a general stress on
the importance of the state, of addressing citizens’ needs and of fashioning responses from
within the region rather than adopting ideas that come from without (Kirby, 2010:9-10).

1.2. Towards a “New” Approach to Neo-developmentalism

These imprecise definitions of the New Left and post-neoliberalism raise new
conceptual and empirical tasks. Drawing on the debates about the New Left or post-neoliberal
projects in the wider Latin American context, | seek to contribute to the literature by critically
examining post-neoliberalism and its implications for Argentina’s political economy after the
financial crisis of 2001/2002. In order to undertake this task, I use a conceptualisation borrowed
from the literature exploring Brazil's neoliberal transformation since the 1990s, which
crystallised around “new developmentalism” labelled by Bresser-Pereira in 2003. This concept
challenges post-neoliberalism as wholly distinct from neoliberalism. Instead, new
developmentalism demonstrates compatibility of neoliberalism and post-neoliberalism in
which the latter can be defined as a middle ground between neoliberalism (free markets) and
statism. In this context, this conceptualization offers a more nuanced and complex
understanding of post-neoliberalism. Furthermore, new developmentalism does not mean a
return to the policies of old developmentalism. Instead, it rests on a “re-interpretation” of old
developmental tenets, whilst integrating into the globalized market activity. Therefore, new
developmentalism offers a conceptualization of the changing form of developmentalism in a
more liberal and a more open global economy.

Before | undertake this re-conceptualization of post-neoliberalism, | define
neoliberalism. Neoliberalism can be defined as “a theory of political economic practices that
proposes human wellbeing can be best advanced by liberating individual entrepreneurial
freedoms and skills within an institutional framework characterised by strong private property
rights, free markets, and free trade” (Harvey, 2007:2). Neoliberalism was not only an attack on

the interventionism of developmental states and Keynesian states; it also rested on a rejection
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of the institutional foundations of developmental and Keynesian states. Neoliberalism rested
on a critique of statism and politics, which were seen as driven by self-interested individuals.
For instance, monetarism was a political attack on the Keynesian state and its welfarism. Price
stability was a political strategy to separate politics and the economy in order to manage
economic matters on a solely technical basis. In this context, collective action and the
politicised nature of Keynesianism — with its corporate bargaining, union activism and full
employment — was seen as a political threat. This neoliberal emphasis on “depoliticizing”
development was extended to the developing countries. Import-substitution industrialisation
based on capital formation, subsidisation, and protection were seen as over-politicised and
subject to rent-seeking based on the promotion of uncompetitive industries (Payne and Phillips,
2010:87-90).

Furthermore, neoliberalism was not solely concerned with internal reform, but it was
accompanied by structural transformations in the global economy which was characterised by
“global restructuring of capital” or “economic globalisation”. Hence, neoliberalism was a
political project to establish “hegemony of global capital”, thereby representing a
transformation of the relationship between states and markets (Gill, 1995:404; Harvey,
2007:28-29; Payne and Phillips, 2010:91-93). For instance, neoliberal ideas were impelled by
the integration of financial markets and gained ascendancy to prioritise capital as money over
production (Gamble, 2001:131; Payne and Phillips, 2010:91). Therefore, neoliberalism rested
on a distinct emphasis on ensuring competition based on integration into the global economy,
by suggesting that freeing the markets and setting appropriate economic criteria would create
trickle down effects as markets were seen as purely neutral and rational (Payne and Phillips,
2010:92; Phillips, 2004:61-64). Hence, instead of the state and its “politicised” forms of
intervention, neoliberalism favoured setting free markets and private entrepreneurship as a key
mechanism to allocate resources and welfare. Neoliberalism required removing “institutional”
and “spatial” obstacles to the capital, maintenance of “prices as economic signals” and
empowering the capital, and maintenance of sound money criteria to access capital mobility.
Furthermore, neoliberalism encouraged free trade based on comparative advantage for
technology exchange and export diversification (Payne and Phillips, 2010:93-95; Gamble,
2001:131-132). These ideas were collectively represented as a set of recipes under the
Washington Consensus (WC) coined by Williamson (1990) which included maintenance of

fiscal discipline, provision of real positive interest rates, re-ordering public expenditure
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priorities, establishment of competitive exchange rates, FDI liberalisation, tax reform,

privatisation, deregulation and trade liberalisation (Payne and Phillips, 2010:94-95).

In this context, an important distinguishing feature of new developmentalism from
neoliberalism is its rejection of the dogmatism of free markets, irrelevance of the state and the
universal principles of Anglo-Saxon models of capitalism previously advocated by
neoliberalism. While it acknowledges the competitive pressures under the process of economic
globalisation accompanied with technological sophistication, communications at faster speed,
transportation at cheaper costs and spatial transformation of production guided by TNCs, it
does not share the view of globalisation as an extension of a purely technological and economic
process that renders states and diverse models of capitalism obsolete. It rejects the notion that
only firms can be competitive; states also compete in the global economy. Hence, new
developmentalism does not see the relationship between states and markets as a zero-sum game
as it advocates that strong markets require strong states. Instead, it acknowledges that markets
are socially and politically embedded institutions regulated by the state, which represent
collective interests. Contrary to pure neoliberal assertions, these institutions cannot be
habituated by the pure logic of global economic and technological processes (Bresser-Pereira,
2008:559-562; Bresser-Pereira, 2012:22).

Hence, new developmentalism does not comply with the neoliberal view that processes
of economic globalisation rendering the state's industrial policy, or the state’s leading role in
planning and investment, promotion of solidarity and social justice goals irrelevant (Bresser-
Pereira, 2006:103-104). New developmentalism, then, shares elements of old
developmentalism yet it does not simply represent a return to the policies of the past. Instead,
new developmentalism adapts old developmental goals to pursue integration into the
globalized market activity (Bresser-Pereira and Theuer, 2012:4). New developmentalism
embraces the efficiency of market institutions. In this context, new developmentalism is
situated as a middle ground between neoliberalism and old developmentalism: “New
developmentalism regards the market as a more efficient institution, one more capable of
coordinating the economic system, then did the old developmentalists although it is far from
conventional orthodoxy's irrational faith in the market” (Bresser-Pereira, 2006:114).
Accordingly, new developmentalism assigns the state an important but not a principal role in
investment and production: “But new developmentalism understands that, in all sectors where
reasonable competition exists, the state must be not an investor, instead it must concentrate on

defending and ensuring competition” (Bresser-Pereira, 2008:14). As a middle ground between
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free market fundamentalism and old developmentalism, new developmentalism, then, re-
interprets developmentalist practices such as the nation state’s strategic role in industrialisation
and collective action to guide and regulate markets, without rejecting efficiency gains of global
markets (Bresser-Pereira, 2006:103-114; Bresser-Pereira, 2009:11-23; Bresser-Pereira and
Theuer, 2012:4-19). As Bresser-Pereira put it, new developmentalism embraces the efficiency

of markets, albeit acknowledging the need to regulate the markets:

The central difference between conventional orthodoxy and new developmentalism lies in
the fact that conventional orthodoxy believes that the market is an institution that
coordinates production optimally if it is free of interference, whereas new
developmentalism views the market as an efficient institution to coordinate economic

systems, but knows its limitations and the need for regulation (Bresser-Pereira, 2009:17).

1.3. Argument and Contributions of the thesis

As shown in the brief literature review of this introduction, much of the literature is
characterised by vague understandings of the New Left and post-neoliberalism. Although the
literature addresses the constraints on state activism in the context of integration into a more
liberal global economy which is primarily market-driven, there is not yet a precise definition
of what type of state emerged to respond to these challenges. Argentina’s post-crisis political
economy was framed as “neo-desarrollismo” (Grugel and Riggirozzi, 2007), “open-economy
nationalism” (Riggirozzi, 2009), “developmental regime” (Wylde, 2012). According to Grugel
and Riggirozzi, post-neoliberal project in Argentina reflects a return to local ideas about
developmentalism:

In Argentina, the search for stable governance in the wake of crisis has involved a more
dynamic role for the state in the pursuit of growth and social stability. This strategy has
come to be known as neo-desarollismo, in homage to the nationalist economic politics

which characterized Latin America between the late 1940s and the 1960s (Grugel and
Riggirozzi, 2007:87).

Yet, they concluded that neo-developmentalism in Argentina does not offer a clear
alternative to neoliberalism in its ambitious project to break away from neoliberalism as Grugel

and Riggirozzi put it:
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In a broad sense, it parallels the trend away from neoliberalism and towards a renewed
focus on the state’s role in governance elsewhere in Latin America. The crisis of 2001
proved to be a turning point from which an alternative project of political and governance
has developed. Neo-desarrollismo is an ambitious, if sometimes vague and ad hoc, strategy
for growth, and managing growth, based on macroeconomic prudence, moderate state

intervention and reindustrialization (Grugel and Riggirozzi, 2007:106).

According to Panizza, in Argentina “ideology, politics and economics were combined
in the service of a project aimed at strengthening the authority of the state and the power of the
presidency and at implementing an economic strategy that retrieved elements of Argentina’s
national popular tradition” (Panizza, 2009:245). However, Argentina maintained some
elements of Post-Washington Consensus (PWC), thereby pursuing a less radical break with
neoliberalism than Venezuela owing to its more diversified economy Yet, Kirchner
government's search for alternatives to neoliberalism proved to be more radical than its
counterparts in the Southern Cone due to its ambitious project to reinforce statism and confront
domestic and global business interests, taking advantage of the weakly institutionalized party
system (Panizza, 2009:243-245).

Levitsky and Roberts (2011) argued that post-crisis political economy of Argentina
conformed to a combination of statist and orthodox policies revoking classical populism of
Peronism with strong links to labour unions. Due to legacies of weakly institutionalized party
organisation of Peronism, state interventionism was rather “pragmatic” and “selective “as they
put it:

Likewise, the Kirchner governments in Argentina broke with neoliberal orthodoxy by
imposing export taxes and price controls, loosening monetary policy, renationalising
pension system, and dramatically increasing public investment. Nevertheless, their break
with macroeconomic orthodoxy was far more than that of Venezuela, and notwithstanding

selective statist measures, they neither dismantled the export-led model nor significantly

expanded state ownership of the economy (Levitsky and Roberts, 2011:401).

| offer a more nuanced approach to the understanding of post-neoliberalism in
Argentina. | argue that post-neoliberalism was more hybrid and complex which did not entail
a distinct departure from neoliberalism. | argue that while there was a revival of

developmentalist principles of classical Peronism, there was not rejection of efficiency gains
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of markets, those are globalising and liberalising in nature. Argentina’'s neo-developmentalism
or post-neoliberal project maintained core elements of economic liberalism in the form of low
tariffs (e.g. zero per cent tariffs for importing capital goods), FDI liberalisation, provision of
import duty exemptions and income tax breaks, and monetary and fiscal tightening via

quantitative targets, fiscal stabilization funds, reserve accumulation to access capital mobility.

Consequently, I argue that principles of developmentalism were re-invented as states
saw a transformation and erosion of their old welfare and regulatory mechanisms in the context
of changing costs and benefits of integration into a more market-oriented and liberal global
economy. Scholars such as Ortiz and Schorr (2007) and Azpiazu and Schorr (2010) argue that
the post-crisis political economy of Argentina was characterised by strong reliance on foreign
capital and technology despite asserting some elements of state developmentalism (Azpiazu
and Schorr, 2010:120; Ortiz and Schorr, 2007:24). While domestic factors such as a historical
reliance of Argentina on foreign capital is relevant for this thesis, | examine post-neoliberalism
in Argentina within the framework of complex and dynamic interactions between domestic
political economies and globalised market activity in the context of challenges of global
competitiveness. Although globalisation does not render state power in an absolute decline as
advocated by the neoliberal view, it marked a shift in the traditional balance between national
states and markets. Higher capital mobility and greater weight of markets in national and global
policy-making processes requires complex interactions with non-state actors and entails states
to share their autonomy in some key policy-making areas (Goldblatt et al., 1997:281; Philips,
1998).

For instance, given the costs of loss of exchange rate control or shortages of reserves,
capital mobility in the form of financial volatility or capital exit option exerts pressures on
state’s active exchange rate and monetary policies. Globalization of trade, technological
advances in information, and cheaper costs of communication and infrastructure, creates
competitive pressures among states. While states may maintain their options to resort to some
degree of trade protectionism, rewards of importing of capital goods or costs of non-conformity
to binding regional and global trade agreements may constrain their policy options. TNCs also
increased their importance in national policy-making process in the context of FDI and joint
ventures owing to their ability to transfer capital and technology and their capacity to export
(Goldblatt et al., 1997:274-283).

Hence, as Phillips and Higgott mentioned, “The provision of public goods such as stable

exchange rates, adequate taxation systems, macroeconomic conditions conducive to global
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competitiveness of private sectors, property rights, the rule of law, and so on, are deemed to be
principal residual role of national states when their regulatory and welfare functions have been
eroded by the process of economic globalization” (Phillips and Higgott, 1999: 33). As a result,
“the policy challenge has become one of how to combine the reactivation of the welfare and
regulatory roles of states (as essential elements of a ‘public’ domain) with economic models
that centre, more or less, to revolve around liberalized private sector activity” (Higgott and
Phillips, 1999:33).

Therefore, Argentina’s shift from neoliberalism to neo-developmentalism should be
understood in the context of re-interpretation of developmental practices, to operate under
globalised market activity to garner benefits of globalized market activity and reduce
imperfections associated with it. Kirby (2010) argues that although new developmentalism
concept offered by Bresser-Pereira offers the closest understanding of this, there is still
inadequate empirical knowledge about how this new state formation looks. For instance, Kirby
argues that there was a trend towards greater state activism in Argentina to manage markets
around principles of Peronism to re-activate industrial production and regulate privatised
utilities. However, Argentina maintains fiscal discipline and reserve accumulation owing to its
integration into global capitalism (Kirby, 2010:9-10). O’Connor (2010) positions Argentina as
a potential neo-developmental state, using the concept from Brazilian neo-developmentalism
used by Bresser-Pereira. He argues that beyond solely inflation-controlling, macro-economic
policies assigned the state a guiding role to promote industrial goals via prevention of currency
appreciation and reduction in interest rates. In comparison with Chile and Brazil, Boschi and
Gaitan (2009a) point out Argentina’s institutional weaknesses to pursue a coherent neo-

developmental agenda.

The task remains for scholars of Argentina to further investigate the shift from
neoliberalism to neo-developmentalism. | take this task one step further by analysing
Argentina’s political economy between 2002 and 2007 using the lens of new developmentalism
and providing a rich empirical analysis of Argentine political economy to examine multifaceted
and dynamic nature of this phenomenon. I look at four policy areas: financial regulation, trade,
investment and labour. Therefore, this thesis seeks to address conceptual and empirical gaps in
the literature to contribute to the scholarly debates about the rise of the New Left and post-

neoliberalism in line with the following research questions:
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1) To what extent policy responses to the financial crisis of 2001-2002
constitute a shift from neoliberalism to a coherent form of neo-

developmentalism? What does it look like?

2) To what extent domestic politics, and economic strategies help us to

better explain the shift from neoliberalism to neo-developmentalism?

3) To what extent processes of integration into the changing global
economy help us to better explain the shift from neoliberalism to neo-

developmentalism?

1.3.1. Financial Regulation

According to the literature on the political economy of Argentina, state activism via
competitive devaluations, expansionary monetary and fiscal policies constituted main pillars
of post-neoliberalism which were guided by nationalist and productivist principles of
Peronism. However, the Duhalde and Kirchner governments were cautious about public
spending and remained committed to achieve fiscal surpluses to control inflation and pay the
debt (Riggirozzi, 2009; Wylde, 2012; Heidrich and Tussie, 2009). The findings of this study
suggest, however, post-neoliberalism was more complex in Argentina. Post-neoliberalism did
not mean a rejection of efficiency gains of global markets. Core principles of economic
liberalism were maintained driven by the needs of credibility and stability vis-a-vis global
investors. Instead of return to old developmentalism, this entailed ensuring competitive (stable)
prices and a sound macro-economic environment to enable private entrepreneurs to access
global capital and technology. Departing from free market fundamentalism, credibility and
stability was achieved via re-activation of state's financial regulatory mechanisms and
rebuilding the state's fiscal capacity to protect from destabilising effects of speculative capital
flows. Furthermore, financial regulation signalled re-activation of developmental practices to
promote industrial competitiveness and employment, allowing some degree of flexibility in
exchange rate, monetary and fiscal policies via reductions in excessive currency appreciation
and interest rates. Although some degree of monetary and fiscal flexibility was achieved,
Argentina’s fiscal and monetary policy was constrained under financial volatility, exit option
of the capital, and the structure of debt management in global economy. This exerted pressures

to ensure sound macro-economic environment leading to a further reserve accumulation,
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monetary sterilisations, achievement of fiscal surpluses and fiscal rule on debt, and
establishment of stabilisation funds to maintain financial stability and make debt repayments

in Argentina.

1.3.2. Trade Policy

It was highlighted that devaluation of the Argentine peso and selective controls trade
allowed a process of import-substitution that favoured national industry and export of tradable
goods (Riggirozzi, 2009). However, the findings of this thesis suggest that post-neoliberalism
was more nuanced in Argentina. This study has found that there was not a return to the old type
of protectionism. There was not rejection of efficiency gains of markets to access technology
and new markets. While technological change and trade integration at a global scale exerts
pressures for competitiveness, import dependence of local and foreign industry and reliance on
comparative advantages meant that strong elements of economic liberalism were maintained
in the form of low tariffs (e.g. zero tariff rates for capital goods imports) to access new trade
markets and upgrade technology in global markets. Departing from free market orthodoxy, a
new type of developmentalism emerged that assigned the state a guiding role to ensure a liberal
and transparent framework to enhance efficiency of exporters, enabling them access new
markets and technology. Unlike old developmentalism, these policies favour natural resource
related industries based on comparative advantages and capital-intensive industries that have
the potential to penetrate new markets. Old style developmental practices such as export duties
for commodity goods were re-invented to deliver industrial competitiveness, promote

diversification and technology upgrading in global markets.

1.3.3. Investment Policy

It was noted that there was a revitalization of state activism to promote national industry
and exports of tradable goods after the financial crisis of 2001/2002 in Argentina. Re-
negotiations of contracts with privatised utilities, public investment in infrastructure and
establishment of a national energy company constituted essential pillars of post-neoliberalism

in Argentina. However, post-neoliberalism was pragmatic as there was a limited number of
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nationalisations (Grugel and Riggirozzi, 2007; Wylde, 2012). This thesis, however, suggests
that post-neoliberalism cannot be seen as a wholly distinct break from neoliberalism in
Argentina or a return to old developmentalism. While mobility of TNCs and their ability to
transfer capital and technology creates competitive pressures among states, it is argued that
Argentina’s reliance on foreign capital and technology should be taken into account. It was
observed that Argentina promoted extensive liberalisation in the area of FDI, concessions for
investors to explore oil and gas, albeit not in the orthodox faith in free markets. Whilst
embracing the efficiency of markets, developmental tenets were re-invented to guide markets,
and correct its failures. For instance, investment rules and price regulations in strategic
industries were employed where concentration of income and production prevails, constraining
their rent-seeking activities to ensure adequate investment for the domestic-facing
manufacturing industry. Furthermore, the results of this thesis suggest that a new
developmentalism emerged to ensure private sector competitiveness, providing horizontal tax
incentives for local and foreign investors to upgrade technology in global markets. These
incentives were primarily oriented towards enhancing efficiency of large capital-intensive and
natural resource-related industries. There were also direct fiscal subsidies to enable small and

medium-sized enterprises (SMES) to upgrade technology in external markets.

1.3.4. Labour Policy

According to the scholarly debates on Argentine political economy, there was a
reconstitution of the state’s ties with Peronist constituencies around the questions of
employment, social spending and social security. However, in a different manner than classical
Peronism, the Kirchner government built neo-corporatist ties with only organised labour unions
as neoliberalism resulted in weakening the working class. Furthermore, unlike classical
Peronism, fiscal conservatism entailed a more cautious management of wage bargaining not to
spur inflation and maintain economic stability. Both Duhalde and Kirchner governments
pursued a less ambitious agenda in the area of social spending and resorted to neoliberal type
workfare programmes to appeal to non-unionised workers (Etchemendy and Garay, 2011;
Grugel and Riggirozzi, 2012; Wylde, 2011). | argue that post-neoliberal labour policy was
more complex in Argentina. In labour policy, the findings suggest that there was strong re-
socialisation and re-regulation of labour markets around principles of collective action,

corporatism, employment creation and social security, without rejecting market-led integration
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to global capitalism. This thesis found that a new type of developmentalism emerged which
combined workfare programmes with a skill training component to enable workers to insert
into labour markets and increase the quality of employment. Old style developmental practices
such as re-activation of corporatist bargaining, minimum wage increases, formalization of
labour markets and reversing flexible measures were seen to protect labour rights. These
policies represented strong re-socialisation and promotion of collective rights to protect the
purchasing power of workers and to promote formal and stable employment in an environment

of unregulated globalised market activity.

However, | argue that there were still constraints on the coherence of new
developmentalism owing to Argentina’s market-led integration to global capitalism. In
Argentina, despite regulation of labour markets, market-led and globally-oriented strategies
continue to favour large capital-intensive business and natural resource-related industries with
low and medium labour intensity over local producers in retail and manufacturing with high
labour intensity. Still lacking adequate technological modernisation and investment, these
producers struggled to compete locally and globally which destabilized their capacity to create
stable and quality jobs. Despite improvements in labour conditions, in Argentina there was still
an asymmetry between high-skilled and low-skilled labour in which the latter still suffers from
informal conditions of work (both in the formal and informal sector), job insecurity and low

wages.

1.4. Research Methods

1.4.1. Case Study Selection

Using the case study method enables the researcher to pursue a rich, in-depth, and
multifaceted examination of a single social phenomenon and provides validity and reliability
(Feagin et al., 1991:2-15). | use Argentina as a case study to investigate whether there was a
shift from neoliberalism to new developmentalism. Argentina is a promising case to investigate
the extent and nature of the shift from neoliberalism to new developmentalism as it was highly

appraised as a success case for neoliberalism in the early 1990s by the international financial



27

institutions (IFIs) (Carranza, 2005) whereas after the financial crisis of 2001/2002 it was widely
interpreted as an emblematic case for the post-neoliberalism (Grugel and Riggirozzi, 2007;
Riggirozzi, 2009; Wylde, 2012). In this context, Argentina is an interesting case to examine
the hypothesis of this thesis that post-neoliberalism does not represent a process which is
opposed to neoliberalism, and the argument that developmentalism and neoliberalism can be

compatible.

In order to explore the extent and nature of the shift from neoliberalism to new
developmentalism in Argentina, | investigate the responses to the financial crisis of 2001/2002
between 2002 and 2007 under the transitional Eduardo Duhalde government and the Néstor
Kirchner government. As the financial crisis of 2001/2002 is widely viewed as a critical
juncture for a case for post-neoliberalism, I limited my focus on the period between 2002 and
2007, comparing it to the period between 1989 and 2001 in which neoliberal reforms reached
its peak. Furthermore, as the global crisis posed a new set of challenges for Argentina’s political
economy, | decided to limit my research to the period between 2002 and 2007. In exploring the
extent and nature of the shift from neoliberalism towards new developmentalism in Argentina,
I look at four policy areas: finance, trade, investment and labour. 1 look at policy responses in
finance, trade and labour areas, as the financial crisis of 2001/2002 heightened dislocations in
the social and economic fabric of the Argentine political economy in these critical policy areas.
| also chose to investigate policy responses in investment areas. Although Argentina was a
successful case in attracting flows of FDI, | chose to explore policy responses in this area as
Argentina’s foreign investment strategies were characterised by rent-seeking activities which

contributed to dislocations in the social and economic fabric in Argentina.

This research uses qualitative methods to explore whether there was a shift from
neoliberalism to a neo-developmentalism in Argentina. Qualitative research allows an intense
and detailed analysis in pursuit of understanding a social setting, concept or event. It allows
the researcher to explore a social reality in the context of people’s “interpretation” of the social
setting they are involved in (Bryman, 2012:380). Ormston et al. argue that there are divergent
approaches to the study of qualitative research. This thesis will acknowledge that “the reality
exists independently of those who observe it, but it is only accessible through the perceptions
and interpretations of individuals” (Ormston et al., 2014: 21-22). In this context, | did not
solely seek to explore how actors perceive a social reality, but also how they reflect upon the

structures and institutions within that they act. | sought to explore how domestic agents
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perceived the implications of the financial crisis of 2001/2002 and | investigated their

perceptions of why and how they implemented policy changes.

In order to understand the nature of responses to the crisis, | used semi-structured
interviews to explore interviewees’ perceptions of the social settings in which they acted. Semi-
structured interviews allow the respondent to give detailed answers to “why” and “how”
questions (Bryman, 2012:470). | interviewed officials that had governmental positions
participating in the process of decision-making or influencing policy-making in response to the
financial crisis of 2001-2002. | interviewed government officials such as Ministers of
Economy, and officials from the Central Bank of Argentina, the Ministry of Labour,
Employment and Social Security of Argentina, the Ministry of Industry of Argentina and the
Ministry of Economy and Public Finance of Argentina. Interviews were not limited to
government officials who participated in policy-making. As the financial crisis was unfolded
as a social and political legitimacy crisis, | also interviewed civil society actors from relevant
social movements and labour unions, as well as business organisations to understand their
perceptions about the financial crisis of 2001/2002 and its implications for the Argentine

political economy between 2002 and 2007.

Legard et al. (2014:143) argue that it is important to ask appropriate questions that are
perceived as “meaningful by the participant”. Therefore, it is essential to organise questions
in more specific terms based on “particular topics or concepts” to enhance reliability (Legard
et al., 2014:149). This enables the researcher to examine perceptions of the interviewees “that
underlies descriptions of behaviour, events or experience, and that help to show the meaning
that experiences hold for interviews’’ (Legard et al., 2014:150-151). In this context, | sought
to explore the views of the policy-making elite on particular policy responses by asking how
and why these policy responses were designed and implemented. Hence, while | used semi-
structured interviews to lead interviews in a flexible, interactive and detailed manner, | also
focused on particular policy changes to ask relevant questions. In analysing the documents,
Rubin and Rubin (2005:206-207) argue that it is important to elaborate relevant “concepts,
themes and events” whilst reading the interviews in order to transform the data into a more
articulate body of work. Hence, | examined the interviews through the lenses of concepts,
events and themes that are relevant to my thesis. As Silverman (2013:281) noted, scholars
raised concerns about the validity of interview analysis: “Many have doubts about the extent
to which respondents’ answers really relate to what they do outside the interview”. According

to Silverman, one way of responding to this challenge is to provide a more in-depth
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examination of the data to enhance validity (Silverman, 2013:282). Hence, | researched a wide
range of government documents, international organisation documents, and newspaper

archives to support interviews.

1.4.2. Limitations and Difficulties

One of the difficulties of undertaking interviews is to maintain neutrality. The
interviewer's values and perceptions about the social setting he/she examines may shadow the
validity and reliability of the interviews (McNaughton et al., 2014:245). Although it is difficult
to be absolutely objective about a social reality, | aimed to stay neutral as far as | could.
Moreover, in order to overcome such limitations, | aimed to provide a wide range of data such
as reports, documents and newspaper archives to strengthen the validity and reliability of this
research. Another difficulty was related to data collection. | had difficulty locating some
interviewees who were no longer in a governmental position at the time of the fieldwork trip.
Therefore, | interviewed fewer participants than | initially planned. | interviewed 23
participants. However, | interviewed government officials who actively participated in the
decision-making process after the financial crisis of 2001-2002 to increase the quality of the
fieldwork research. Furthermore, my personal contacts helped me to reach officials who were

no longer actively involved in governmental institutions.

1.5. An Outline of the Thesis:

In Chapter 2, after a brief background of transition from the ISI policies to neoliberalism
in the wider Latin American context, | present a critical examination of the scholarly debate on
the Latin American political economy in the context of the rise of the New Left. The review of
the literature will be followed by the introduction of the conceptual framework used in this
thesis to analyse the shift from neoliberalism to neo-developmentalism in Argentina. The
chapter draws conceptual tools from the literature exploring neoliberal transformation in
Brazil, which was crystallised around the “new developmentalism” concept by Bresser-Pereira

in 2003 and extended to the rest of the region in the 2000s. Based on this literature, | offer a
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nuanced approach to post-neoliberalism, seeing it not simply in opposition to neoliberalism,

but as an intermediate case between neoliberalism and old developmentalism.

In Chapter 3, | explore the background to the Argentine political economy. This chapter
evaluates a period stretching from the 1940s, when ISI started to dominate Argentina’s
development, up to the financial crisis of 2001/2002. It will be argued that although ISI did not
necessarily avoid entry into the global economy, neoliberalism represented an explicit shift
towards a more market-oriented integration in the 1990s. Argentina’s path was close to a
neoliberal orthodoxy characterised by the dismantling old state institutions and the
establishment of free markets as the key drivers of growth and welfare. | argue that even if the
crisis was not simply due to hyper-liberalisation, since Argentina did have weaknesses due to
its path dependent development, the dominant free-market ideology of neoliberalism and the
functioning of the global economy exacerbated Argentina’s weaknesses. | argue that unfettered
market-led entry into the global economy exposed Argentina to various negative externalities
of economic globalisation. Furthermore, reforms were implemented without taking into
account political and social realities which created dislocations in the social fabric by exposing

local producers and workers to unfettered competition.

In Chapter 4, | examine responses to the crisis in the area of financial regulation
between 2002 and 2007 by comparing this period to the period 1989-2001. It will be argued
that while there were strong post-crisis elements that resemble developmental tendencies
towards re-politicising markets and promoting local priorities, Argentina’s post-neoliberal path
was more complex. The chapter provides a background of the neoliberal policy in Argentina.
The background is followed by critical analysis of key policy changes in the financial
regulation area: intervention in foreign exchange markets, acting as a lender of last resort,
banking regulation and debt restructuring. The empirical case, seen through the conceptual
framework, shows that Argentina’s post-crisis financial regulation departed markedly from the
heyday of neoliberalism. There were strong elements of the rejection of unfettered financial
liberalisation and deregulation, and indeed re-activation of regulatory elements that protected
from financial crises and promoted domestic economic and productive goals. Yet, it will be
argued that Argentina’s path in the period between 2002 and 2007 was still conditioned by the

exigencies of maintenance of credibility in global financial markets.

In Chapter 5, I explore trade policy responses between 2002 and 2007 by comparing
this period to the period 1989-2001. | provide a background of the neoliberal trade policy in

Argentina. Next, | move on to examine essential policy changes in trade: tariff barriers,
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Argentina’s Mercado Comun del Sur (MERCOSUR - the Southern Common Market)
strategies, and trade relations with China. The findings of this chapter show that post-
neoliberalism did not mean a break with economic liberalism. It was observed that re-activation
of tariff barriers and export duties allowed for a rebuilding of state capacity to promote
industrial competitiveness, representing a departure from pursuing pure economic goals under
unilateral trade liberalisation. These elements were combined with strong trade liberalisation,
especially in the area of capital goods imports, and promotion of efficient firms based on
comparative advantage or capital-intensive industries that have potential to enter new markets.
In effect, in trade policy, there were strong elements of economic liberalism characterised by
Argentina’s reliance on foreign technology and comparative advantages based on natural

resource-related industries.

In Chapter 6, | explore investment policy responses between 2002 and 2007 by
comparing this period to the period 1989-2001. After examining neoliberal investment policy
in Argentina, | critically investigate main policy changes in this area: regulation in strategic
sectors and industrial incentives. By comparing the two periods, | found that there were distinct
elements of re-embedding state regulatory mechanisms such as capital controls, regulation in
strategic sectors, and re-activation of fiscal activism to promote domestic industrial production
and exports. However, it was observed that there was not a rejection of economic liberalism,
and that dependence on foreign capital and technology and strong participation of foreign firms
in the domestic economy remained an active means of achieving global competitiveness.
Rather, there were efforts to create liberal and transparent frameworks to enable efficiency and
promote spillovers of technology and capital. For instance, new developmentalism was seen to
provide tax incentives to efficient firms to enable them to upgrade technology and enhance

export competitiveness.

In Chapter 7, | explore labour market policies between 2002 and 2007 by comparing
this period to the period 1989-2001. Empirical data shows that this area saw strong
revitalisation of developmental elements, albeit to function under a globalised market activity.
After presenting neoliberal labour policy in Argentina, | examine key changes in labour policy
that constitute alternatives to neoliberalism. Although it was observed that there were
developmental elements in the form of re-regulation of labour markets and re-activation of
protection of collective rights of labour, | argue that there were still constraints owing to

Argentina’s market-led integration into the global economy.
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In the conclusion of this thesis, | revise the conceptual debates about the rise of the New
Left and post-neoliberalism in Latin America. | offer insights from new developmentalism to
investigate the extent of the shift from neoliberalism to neo-developmentalism in Argentina
between 2002 and 2007 in comparison to the neoliberal policies of the Menem government
between 1989 and 1999. | examine the key policy changes in financial regulation, trade,

investment and labour markets.
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CHAPTER 2. CONCEPTUAL FRAMEWORK: TOWARDS A “NEW”
APPROACH TO NEO-DEVELOPMENTALISM

Argentina went from being seen as the “poster child” of neoliberalism in the early 1990s
to the “basket case” after experiencing its deepest economic and social crisis in late December
2001 which outspread in the form of social protests, resignation of two presidents in 10 days,
debt default and a massive devaluation. Both non-elected interim President Eduardo Duhalde
(January 2002-May 2003) and President Néstor Kirchner (2003-2007) signalled their
commitment to a return to local ideas about development based on a critique of extreme
liberalisation (Carranza, 2005). Néstor Kirchner who campaigned on a centre-left platform
strongly criticised Menem's neoliberal reforms in the 1990s (Levitsky and Murillo, 2003).
Post-crisis political economy of Argentina was conceptualized as part of a wider trend in Latin
America as the region saw a resurgence of the Left based on a critique of neoliberal reforms.
This prompted a debate about a return to local ideas of developmentalism and the state's
centrality in economic management and welfare in the region which marked a distinct departure
from neoliberalism that had dominated the political economy of Latin America in the 1980s
and 1990s. Some scholars talked about the beginning of a new consensus which was labelled
as post-neoliberalism. However, despite affirming the state’s centrality in development with a
focus on local ideas, the literature lacks a clear conceptualisation of the New Left or post-
neoliberal projects. Although the literature points out the difficulties of the search for a new
balance between states and markets, especially those arising from the constraints of integration
into the global economy, there is not yet sufficient attention to what type of state has emerged
to respond to these challenges (Kirby, 2010; Puntigliano, 2007).

In search for a conceptual framework to examine the extent and the nature of the shift
from neoliberalism to neo-developmentalism in Argentina between 2002 and 2007, this chapter
explores conceptual debates about the rise of the New Left governments in the wider Latin
American setting. This study employs the conceptualisation utilized by scholars of Brazil to
examine its neoliberal transformation since mid-1990s, which was crystallised around the “new
developmentalism” concept by Bresser-Pereira in 2003 and extended to the rest of the region
in the 2000s. Rather than a distinct break from neoliberalism, new developmentalism offers the
advantage of achieving compatibility between neoliberalism and old developmentalism. In
doing so, it provides a conceptualisation of possible post-neoliberal projects in the region,

which are found to be characterised by a renewal of developmental practices and statism within
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a wider context of globalised market activity. The chapter will be divided in three sections. The
first section will provide a brief background about the transition from old developmentalism to
neoliberalism in Latin America followed by a discussion of the scholarly debate on the post-
Washington Consensus. It will be shown that transition to neoliberalism was propelled by
specific problems of the ISI model although ideological and material transformation in the
global economy played a role in embracing neoliberal reforms. Due to complex interactions
between domestic and global spheres, neoliberalism found profound embrace in the region.
The second section will analyse the literature that observe the resurgence of developmentalism
and the Left in the wider Latin American context and will reveal its limitations. The third
section will introduce the concept of new developmentalism which will be utilised to examine

the shift from neoliberalism to neo-developmentalism in Argentina.

2.1 From Developmentalism to Neoliberalism in Latin America

Developmentalism was inspired by the ideas of the Economic Commission for Latin
America the Caribbean (ECLAC), which were a response to global structural asymmetries and
aimed to reduce dependency on the commodity-led insertion into the global economy (Green,
1995). It was developed under the name of structuralism. Structuralism viewed economic
decision-making not only as a matter of technological progress, but also of socio-cultural
progress and local ideas about how development should be. Developmentalism gave a central
role to the state in economy. It embodied aspects of Keynesianism about the importance of the
domestic market and its role in gaining a degree of national autonomy through planning and
industrialisation (Puntigliano, 2007). The key characteristics of its theoretical foundations were
to reduce dependence on primary products and expand domestic manufactured goods, to invest
heavily in infrastructure, to protect local industries against foreign competition by imposing
tariff and non-tariff barriers, to nationalise key industries such as oil, utilities, iron and steel,
and to establish new ones supplied with imported machinery and inputs (Green, 1995). The ISl
model heavily depended on the stimulation of domestic markets through creation of demand
for industrialised products. Thus, the inward-oriented accumulation mode was highly
connected to nationalism and populism, which was sustained by building coalitions with the

industrial bourgeoisie and labour unions. In this sense, governments had a role in investing in
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infrastructure and industry, supporting the industrial sector through subsidies and protecting
them from foreign competition through high domestic tariffs, whilst also developing relations

with labour unions through collective bargaining and wage increases (Rapley, 2007:36).

This model went hand in hand with populism, with Perén (Argentina), Cérdenas
(Mexico), and Vargas (Brazil) incorporating urban masses around national development. Peron
and Vargas built coalitions with urban working classes and union movements developed. This
model was not without problems. It was capital-intensive and failed to generate new
employment in conditions of underemployment. Although it reduced imports of consumer
durables, it was dependent on the imports of capital goods such as heavy machinery. Trade
deficits and overvalued exchange rates combined with increasing imports and a failure to
develop export competitiveness. Key industries in nationalised sectors came accompanied with
public deficits and money printing. There was also contentious debate with transnational
companies. Although the nationalist project objected to the repatriation of profits, this
industrialisation model required capital formation and technology in order to sustain itself since
it relied on the import of capital goods to implement industrialisation. Especially from the
1960s onwards, TNCs captured most of the dynamic areas of industry and left slow-moving
sectors to the locals (Green, 1995). As Cardoso and Faletto put it, late-industrialising countries
could not escape from the dependent position in the world economy even though they shifted
from an economy solely based on production of primary products. This derived from the fact
that semi-peripheral and peripheral countries lacked technology and organisational capacity to

sustain an independent economic model (Cardoso and Faletto, 1979:xxi-xxii).

The problems of the ISI worsened throughout the 1960s and 1970s, which witnessed
the transformation of investment from public towards private sectors, with a massive increase
in financial flows. A global financial market was created by the surplus that emerged from
petrodollars during the oil crisis of 1973, which were transferred to American and European
banks. Moreover, the rise of the Eurodollar market was an important factor in the
transformation of the financial system. These two developments led the region to rely on
foreign investment to finance industrialisation, in a more ambitious direction. The shift towards
private funding from the restricted structure of state-based aid rendered foreign investment
more flexible. As Hoogvelt summarizes, the debt dilemma in the developing world related to
the heavy public borrowing which was needed to support industrialisation in the 1970s
(Hoogvelt, 2001:176-177).
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While the ISI model found itself in a balance of payments dilemma, which was
disastrously revealed by the 1982 debt crisis, the world economy in the 1960s and 1970s was
going through a crisis which led to the decline of Bretton Woods, which had incorporated the
responsibilities of the Keynesian state into a liberal world order. In practice, the Bretton Woods
regime collapsed because of Nixon's decision to remove the fixed exchange rate (Frieden,
2007:339-42). At ideational level, neoliberalism which had roots in classical liberalism started
to be vocalised as a response to the supposed failure of Keynesianism, accompanied with
neoliberal experiments in the US, Chile and Britain in the 1970s. In this period, Friedman and
other conservative economists criticized the Keynesian growth theory and the welfare state as
causes of the recession and inflation in the world economy. Preferring methodological
individualism and rational utility maximization adopted from classical economics,
neoliberalism rejects the social and political foundations of Keynesian state management and
defends free-market and monetarist solutions, thereby constituting a transformation in state—
market relations (Payne and Phillips, 2010). Consequently, instead of the state, neoliberalism
favours the establishment of free markets and pro-market institutions, to allocate resources and

welfare as Harvey put it:

Neoliberalism is a theory of political economic practices that proposes human wellbeing
can be best advanced by liberating individual entrepreneurial freedoms and skills within an
institutional framework characterised by strong private property rights, free markets, and
free trade (Harvey, 2007:2).

Neoliberalism rested on a critique of statism and politics, which were seen to be driven
by self-interested individuals. It was embedded in the neoclassical economics revived by
monetarism in the 1960s. Monetarism was a political attack on the Keynesian state and its
welfarism. Inflation control was a political strategy to separate politics and the economy in
order to manage economic matters on a solely technical basis. Inflation control represented an
ideological shift that reconfigured the relationship between the state, labour and business. In
this context, collective action and the politicised nature of Keynesianism — with its corporate
bargaining, union activism and full employment — was seen as a political threat. While
orthodox versions of monetarism dissolved, the ideas of the triumph of free markets and
pessimism about the state remained and were transferred to the developing world as universal
solutions. Import-substitution industrialisation based on price controls, capital formation,

subsidisation, and protection were seen as causes of inefficiency and subject to rent-seeking
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based on promotion of uncompetitive industries (Gamble, 2001:132; Harvey, 2007:27-30;
Payne and Phillips, 2010:86-92).

Neoliberalism was not solely concerned with domestic reform. It was accompanied by
structural transformations in the global economy which was characterised by “global
restructuring of capital” or “economic globalisation”. It was a political project to enhance the
“structural power of global capital” (Gill, 1995:404; Harvey, 2007:28-29; Payne and Phillips,
2010:91). Neoliberalism rested on prioritisation of money capital over production capital and
sought to free capital from its fixed positions (Gamble, 2001). This political and economic
project was institutionalised through increasing leverage of global institutions such as the
International Monetary Fund (IMF) and the World Trade Organisation (WTQ) in matters of
global finance and trade (Gamble, 2001:131-133; Harvey, 2007:27-30). Therefore, the
neoliberal view suggested that freeing the markets and setting appropriate economic criteria
for capital would create trickle down effects as markets were deemed to be neutral and rational.
Neoliberals argued that the state's politicised macro-economic management causes inflationary
pressures and leads highly mobile capital to exit. Neoliberals, hence, advocated that costs and
benefits of capital mobility entail depoliticization of economic policy making with a distinct
emphasis on ensuring competition based on integration into the global economy (Payne and
Phillips, 2010:92; Phillips, 2004:61-64). This required establishment of an appropriate
environment for competition and private entrepreneurship via liberalisation and deregulation,
adequate taxation, and sound money criteria. Neoliberalism encouraged free trade based on
comparative advantage for technology exchange and export diversification (Gamble,
2001:131-132; Payne and Phillips, 2010:93-95). These ideas were collectively represented
under the WC coined by Williamson which included maintenance of fiscal discipline, real
positive interest rates to prevent capital outflow, re-ordering public expenditure, tax reform,
competitive exchange rates, FDI liberalisation, privatisation, deregulation and trade
liberalisation (Payne and Phillips, 2010).

The exhaustion of IS1, East Asian export growth perceived as a success for free markets,
and the withdrawal of communism as an alternative ideology with the collapse of the Soviet
Union all paved the way for market triumphalism. It was argued that through Western
capitalism and democracy, now a dominant ideology without an alternative in the world, all of
the countries of the world would reach prosperity by transforming old-fashioned economic and
political institutions (Callaghy, 1993:161). Throughout the 1982 debt crisis in the region, the

neoliberal reform agenda gained impetus under the IFIs™ ideological and material leverage.
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Privatisation, liberalisation and deregulation did not only become subjects of debt
restructuring, but also spread as essential criteria to access capital mobility and free trade
(Panizza, 2009; Phillips, 2004). Although the IFIs played a role in diffusing the neoliberal
agenda in the region, the reforms were not purely imposed externally. Deregulation and trade
integration were seen as benefits by the political elite who saw the problems as inherent in the
ISI model. This was followed by the spread of neoliberal ideas via technocrats in university
economics departments, government ministries, banks and international institutions (Green,
1995; Stallings and Peres, 2000:38). Furthermore, for a region in need of capital and technology
transfer, neoliberalism differed from its developed-world version. Neoliberalism meant
drastically dismantling previous state institutions and establishing free markets as the key

mechanism to access mobile capital and to liberalise trade (Naim, 2000).

Argentina, Chile, Colombia and Uruguay were early reformers, beginning in the 1970s.
Far reaching reforms started in the mid-1980s and the rest started to catch up (Stallings and
Peres, 2000). By early 1985, policy elites were resorting to a mix of orthodox and heterodox
ways to find solutions to the crisis such as freezes on wages, prices and exchange rates whereas
they also resorted to more orthodox measures via public cuts in infrastructure, education and
health. With the exception of Mexico (1988), the Austral Plan in Argentina (1985), the Cruzado
Plan in Brazil (1986), and the Inti Plan in Peru (1985) had mixed results, with rising inflation
and unmanageable deficits. In trade, the neoliberal agenda found profound embrace, exposing
previously protected industries to foreign competition. Unilateral trade liberalisation was the
order of the day. In 1984, Chile and Ecuador began cutting tariffs. A year later, Mexico,
Bolivia, and Costa Rica followed. However, after the export boom, in 1984, terms of trade
declined for raw materials and imports surged. Foreign investment remained low and debt

continued to rise. Between 1984 and 1987 debt continued to accumulate (Green, 1995).

This mixed period was replaced by a growing orthodoxy in the early 1990s. Trade
liberalisation, cuts in spending, privatisation and deregulation paved the way for a restructuring
of state, market, and society through insertion into the global economy (Green, 1995). The
region experienced an increasing reliance on private capital flows accompanied by elimination
of budget deficits, fixed exchange rates, monetary tightening, and deregulation of interest rates
(Stallings and Peres, 2000:27). The Brady Plan, in 1989, marked an era of debt restructuring
replacing the debt for bonds at fixed exchange rates. This was implemented in Argentina,
Mexico, Costa Rica, Uruguay, Venezuela and Brazil. Privatisations were used to recover

revenue, make debt payments and bring the private sector into production with the expectation



39

of new technology and capital from TNCs. Chile was an early privatiser while Mexico’s
ambitious privatisation quickly overtook its early preference for reform. In the early 1990s,
Mexico privatised its Telecommunication Company and 12 banks. Argentina privatised nearly
every state company between 1990 and 1993, be it the state oil company, airlines, or telecoms

companies (Green, 1995).

Although neoliberalism entailed a dismantling of the state via privatisations, cuts in
public spending and removal of regulations, it was also characterised by the rebuilding of state
power in social and economic areas whilst guiding market-orientation. Many governments
entered into negotiations in attempts to appease and neutralise opposition to neoliberal reform,
aiming at creating what they hoped to be a “coalition of winners” (Panizza, 2009:56-68).
Neoliberalism was not uniform in each country. For instance, neoliberal reforms saw heterodox
experiments and consensus-building in countries such as Brazil. Brazil's market reforms were
not guided primarily by economism, but rather resulted from a process of reforming the state
and re-interpreting its developmental practices (Phillips, 2004; Panizza, 2009). Even in Chile,
which was seen one of the symbolic cases for free market economy, there were elements of
statism which guided liberalisation and deregulation which in Argentina appeared much more
pronounced, and expressed themselves in the orthodox manner in which previous political and

social settings were dismantled (Boschi and Gaitan, 2009a).

Using his party's ties with labour unions, the Menem government in Argentina engaged
in complex negotiations with labour unions which were granted privileges in return for
agreeing to trade liberalisation, privatisations, and labour flexibility (Madrid, 2003:71-80). The
reforms were shaped by pure economic strategies of Argentina which were driven by coalitions
with powerful interests of large financial and industrial groups (Teichman, 2001:121-127). The
Menem government deliberately constructed alliances with powerful local and foreign
business, and created new areas of rent-seeking during the implementation of privatisations.
Menem also mediated potential opposition from domestic industrialists which had previously
enjoyed protection under I1SI (Schamis, 1999; Teichman, 2002:496). For instance, car and steel
industries enjoyed special trade regime to minimise potential risks of trade liberalisation
(Panizza, 2009:59-60).

Neoliberalism, as a dominant ideology in the region went into a legitimacy crisis in the
late 1990s (Grugel and Riggirozzi, 2009). Most criticism was related to neoliberalism’s
obsession with inflation while failing to deliver growth, quality of life, and job security,

especially given that the 1990s were marked by financial volatility in the region (Green, 1995;
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Panizza, 2009:225). Even in the circles of the IFIs, this marked the beginning of a debate in
bringing back the state and institutions to guide economic growth and reduce social inequality
(Grugel and Riggirozzi, 2009:16). Joseph Stiglitz (1998), who previously worked for the World
Bank, was among the scholars that criticised the lack of emphasis on institutions in the
Washington consensus paradigm, arguing that East Asian success was based on upgrading
technology via industrial policy to reduce the gap between the developed and developing
countries. Hence, he argued that there was a need to go beyond the Washington Consensus
(referred to as the Post-Washington Consensus or PWC) by rethinking the state’s role in the
economy. However, he maintained the view that macro-economic fundamentals matter for
growth, as he argued that an emphasis on low inflation does not contradict the East Asian
experience. According to Stiglitz, while macro-stability was necessary to pursue growth
strategies within the global economy, the Washington Consensus focused too much on
inflation, overlooking other elements. He argued that one missing link in the IMF's approach
was the avoidance of the timing of liberalisation under weak institutions such as banking
systems in developing countries. Furthermore, Stiglitz argued that too much emphasis on
inflation reduced growth possibilities and led to rigidities in the economy. Hence, institution
building should be central to developing competitive strategies and correcting market
imperfections. Stiglitz™ recipe, however, was more occupied with domestic reform of bank and

firm assets than tackling negative externalities (Stiglitz, 1998:2-14).

In a similar vein, Stiglitz (1998) pointed out the importance of strong domestic
institutions to tackle problems of trade competitiveness. On the trade side, he agreed with the
W(C that governments were responsible for fostering competitiveness, but he asserted that there
are market imperfections as well as state failures. Markets do not only promote
competitiveness, and indeed competitive strategies may lead to monopolistic structures and, in
turn, high prices. Furthermore, if companies are not prepared for competition, they may remain
inefficient. Regarding privatisations, Stiglitz argued that privatisation is necessary as he still
believed that markets function better than states. However, he argued that this does not mean
that a minimalist state should occur. In contrast, to promote efficiency of markets, states should
provide the necessary regulations and infrastructure. That is, states and markets are
complementary to each other. Finally, Stiglitz argued that the Washington Consensus should
be humanised because self-regulated markets, especially in developing countries where
markets are weak, fail to meet the basic needs of the vulnerable sectors of society. As a result,



41

governments should assume a greater role in public education and helping to meet the poor's
basic needs (Stiglitz, 1998:18-28).

Williamson (2003), the architect of the term Washington Consensus, argued that there
was general agreement over what reforms should look like in Latin America in the 1990s
(Williamson, 2003:1476). However, he continued that the term went beyond his initial usage
and was perceived as a set of “desirable” reforms to re-activate growth in Latin America. For
instance, fiscal discipline was one of the main desirables given large public deficits and high
inflation. Williamson (2003) argued that the problem was not privatisation, import
liberalisation or any of other reforms. For instance, Williamson did not consider the Argentine
crisis as related to the WC as his fiscal discipline and competitive exchange rate prescriptions
did not necessarily occur in Argentina. According to Williamson, a new reform agenda was
proposed: crisis-proofing, completing the first generation liberalising reforms, complementing
them with second generation reforms (institutional) and broadening the reform agenda to
include a concern with income distribution. First, Williamson recognized the structural
vulnerabilities to external shocks such as dependence on primary commodities and an inability
to diversify industrial products. However, he argued that this structural volatility should be

addressed in the long term.

Hence, proposed solutions which were already part of the Washington Consensus
should be put into action to prevent financial crises and price shocks: budget surpluses, budget
constraints on sub-national governments, accumulated reserves and stabilisation funds, a
flexible exchange rate regime (mostly through currency depreciation when there is sudden drop
to capital inflows) supported by a monetary policy focused on low inflation, capital regulations
such as reserve requirements, and fostering a prudential banking system. Second, Williamson
offered the completion of first generation reforms such as the rigidity of labour, which he sees
as a problem to increase jobs in the formal sector. He continues with a similar argument that
such rigidity prevents the rest of the society and the informal sector from accessing job
opportunities or social safety nets such as health insurance, pensions, and other safeguards
(Williamson, 2003:1478). Other necessary reforms would be privatisation of banks,
completion of the Free Trade Area of the Americas (FTAA), and import liberalisation. Third,
Williamson acknowledges that there is a need to go beyond first generation reforms that are
also addressed by other scholars. These reforms, though they address market failures, aim to
complement the market rather than restricting it. Hence, the state could be seen as

complementary, providing public goods and the infrastructure of a market economy. In order
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to prevent rent-seeking behaviour, industrial policy should not be one of the goals of
institutional reform under the second stage reform. Instead, governments should focus on
innovation and technological infrastructure since Latin American countries have failed to
increase high technology exports. Furthermore, interest groups which may be captured by
political interests, such as the judiciary and public school teachers, should be reformed,
whereas institutions should gain more independence. Finally, Williamson concluded that a
social agenda should be defined. Williamson claims progressive taxes, such as a tax on
property, should be expanded to provide basic health, education and micro-credits
(Williamson, 2003:1478-1481).

Birdsall et al. (2010) argued that the Washington Consensus was not a call for orthodox
neoliberal policies as it is often depicted by scholars. For instance, they argued that
Williamson's guidance on neoliberal reforms that became contentious was wrongly interpreted
by those scholars. They asserted that Williamson did not necessarily propose financial
liberalisation in non-FDI sectors, nor did he propose a fixed exchange rate. They argued that
Williamson prompted designation of competitive exchange rates by suggesting an autonomous
central bank. They continued defending the Washington Consensus by saying that Williamson
did not mention a minimalist state or reducing the size of the state in economy, even if
privatisation still plays an important role in neoliberal reforms. According to them, neoliberal
reforms rather focused on a competitive and efficient state. They argued that the main problem
was the timing of the reforms that occurred without adequate regulation during financial
opening. They claim that weak domestic banking systems were one of the main problems that
Latin American countries faced. Weak banking systems cannot effectively deal with capital
flows and are more vulnerable to credit bubbles. Hence, institutional design and prudential
regulation is important, with a need for a legal framework, regulation, and supervision and
accounting prior to financial opening. Furthermore, currency mismatches between the private

and public sector in developing countries should be addressed (Birdsall et al., 2010:7-8).

Critics of PWC argued that although PWC incorporated institutions and social
legitimacy into the economistic understanding of the Washington Consensus, it still did little
to tackle its methodological individualism and universal approach. Therefore, they fall into the
same theoretical and practical problems that do not recognize the specificity of local institutions
and the challenges to developing countries’ participation in global economy (Fine, 2001;
Phillips and Higgott, 2000). “Stateless markets” proved to be socially and economically

destabilising in developing countries which lack a strong presence in global decision-making
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and do not hold adequate regulatory mechanisms as observed in developed countries (Phillips
and Higgott, 1999:13-23; Higgott and Phillips, 2000:389). These challenges continue to shape
the way developing countries insert their economies into the global economy, with highly
volatile and mobile financial markets, the necessity of debt management, and power

asymmetries concerning the way global trade agreements function (Phillips, 2011).

2.2. Approaches to the New Left

An important challenge to the PWC framework came from scholars of Latin America
who observed the rise of the New Left governments in the 2000s. While neoliberals emphasized
that liberalisation was not to blame and instead suggested strengthening domestic institutions
to complement markets, this group of scholars argued that the problem was too much rolling
back of the state and liberalisation, pointing out a greater shift towards state interventionism.
Castafieda (2006) in particular stimulated much controversial debate about the nature of the
Left in Latin America in the 2000s. Many scholars begin their analysis with a critique of his
dichotomization of the New Left in the region. Castafieda did not associate the effects of
neoliberalism with the resurgence of the Left in Latin America, but he accepted that there was
rising inequality and an increasing gap between the rich and the poor in the region. Castafieda
made a clear distinction between Left-wing parties in the region. While Brazil, Chile and
Uruguay constituted examples of the reformed communist Left, countries such as Argentina
and Venezuela were classed as anti-American, old school populism. Castafieda divided these
Left-wing parties based on their respect for market-values and democratic institutions. On the
one hand, the reformist Left respected market-led growth and democratic institutions while
pursuing social programmes that target education, poverty, health care and housing. On the
other hand, the anti-American Left, such as Argentina and Venezuela, did not share the same
enthusiasm for markets and democracy. As a result, their disrespect for markets means they
rely on abundant resources from commaodities, rejecting the IMF, international investors, and
free trade agreements without developing sustainable social programmes (Castafieda, 2006:38-
39).

Cameron (2009) cautioned against Castafieda’s classification of the New Left as good

social democrats and bad populists and argued that it represented another attempt to claim, as
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the Washington Consensus did, that development was only compatible with liberal Western
values and market principles. Rather than focus on the distinction of “good” and “bad”
Cameron pointed out that the resurgence of the Left can be understood as part of the
disappointment with the neoliberal view that self-regulating markets would be adequate to

bring growth and welfare for all:

The end of the Washington Consensus was followed by deepening doubts about the
presumption, inherent in neoliberal thought, that the adoption of the ‘right policies” would
be sufficient to generate the growth necessary for sustained and shared prosperity. During
the apogee of the Washington Consensus, the expectation of an economic take-off allayed
concerns about whether economic openness would increase the vulnerability of poor and
marginalised sectors in the unfolding processes of global and regional integration.
Optimism was gradually lost as a result of modest economic performance during the 1980s

and 1990s and the external shocks caused by financial crises in some of the larger
economies of the region in the 1990s (Cameron, 2009:337).

Neoliberalism particularly had devastating social consequences in countries where
market reforms lacked an adequate level of institutionalization to combine the reforms with
social cohesion, by solely privileging certain groups who share interest in “privatisation,
deregulation, liberalisation and foreign investment promotion” (Cameron, 2009:338). As a
result, disillusionment with neoliberalism was not only embedded in the economic problems

but also the isolation of the reforms from politics lied at the heart as Cameron put it:

The backlash against neoliberalism was as much a story of political failure as it was one of
economic disappointment. This failure was linked, in turn, to the inability of policy makers
to undertake deeper institutional reforms to ensure that the benefits of macroeconomic

openness and stability translated into opportunities for social mobility, access to public

goods, and a stronger public commitment to welfare and equity (Cameron, 2009:338).

According to Cameron, today the stark distinction between the Lefts that either seeks
to alter radically production relations in favour of the excluded masses or project social change
by respecting the core institutions of capitalism and democracy is questionable,
notwithstanding their differences from each other owing to their attitude towards the

“constitutional rules of the game” (Cameron, 2009:338). The New Left is more moderate today
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than Castafieda claimed, that it rather represents an attempt to reject the neoliberal orthodoxy

that prioritises markets at the expense of the state and social groups. As Cameron argued:

Many of the leaders associated with the electoral shifts to the Left since 1998 continue to
favour market-oriented policies, and none advocates centrally controlled economies based
on planning. The backlash against neoliberalism does not signal a rejection of markets, but
a repudiation of the ideology that places markets at the centre of the development model to
the detriment of public institutions and their social context (Cameron, 2009:338).

Sader (2009) shares Cameron's view that the New Left governments emerged as a
response to the disenchantment with neoliberal reforms which reduced the role of the state in
economic and social governance. Neoliberalism represented a distinct type of capitalism based
on trade and financial liberalisation which replaced interventionist and Keynesian models of
state-led capitalism. This new capitalism, however, was not isolated from power relations and
reflected consolidation of financial capital within core capitalist countries. Consequently,
governments in the region embraced market-oriented growth and fiscal discipline, trade
liberalisation, privatisations and suppressing labour unions’ rights through IMF interventions
(Sader, 2009:172-174). With the exception of the more radical Left of Venezuela, contrary to
the good/bad categorisation of the Left, the New Left parties are moderate in appealing to their
constituencies and adopt more moderate fiscal policies, as compared with traditional populism
(Sader, 2009:178-179). Yet, in the region, even more moderate cases like Argentina are seeking
alternative ways to enhance state power through halting privatisations and designing
redistributive social programmes for their constituencies (Sader, 2009:178-179). Emerging
resistance to neoliberalism was also evident in the region's increasing trade cooperation
through MERCOSUR and the Alianza Bolivariana para los Pueblos de Nuestra América
(ALBA) —the Bolivarian Alliance for the Peoples of Our America, along with rejection of the
FTAA. This emerging anti-neoliberal sentiment opposed the United States (US) influence in
the region, evident in the US’s new strategy of offering bilateral agreements (Sader, 2009:173).

Vilas (2008) argued that the resurgence of Left-wing governments represented a
departure from orthodox neoliberalism and sought to promote nationalism and state
interventionism, but also that, excepting Venezuela, the New Left pursued moderate and less
transformative policies than old Left governments. With favourable prices for their
commodities, Left-wing governments took a strong role in the economy that enabled them to

gain autonomy through fiscal surpluses. They, hence, assumed a greater role in redistribution
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by shifting those resources towards increased social equality. Furthermore, they paid their debt
to the IMF which enabled them to regain autonomy. Thus, while the New Left respects some
aspects of markets, such as fiscal discipline, it seeks to take a more interventionist role in the
economy through regulatory mechanisms, diverting investment, re-nationalisation, and active

social policies such as housing, education, health and transportation (Vilas, 2008:115-122).

Panizza (2005) argued that owing to the wave of democratization, the Left-wing parties
were able to build links with old and new social movements. These governments appealed to
their traditional constituencies and new social movements, based on a critique of neoliberalism
which failed to create employment and economic growth despite its success to reduce inflation
(Panizza, 2009:179-181). According to Panizza, the resurgence of the Left parties reflected the
revival of progressive economic and social policies of the old Left that was characterised by
“redistribution of wealth through progressive taxation, structural reforms (such as agrarian
reform), the expansion of welfare services, the protection and expansion of workers’ rights, a
strong participation of the state in the process of industrialization and hostility to foreign
capital” (Panizza, 2005:726). Yet, due to political, social and economic changes in the 1980s
and 1990s, today the Leftist parties pursue more moderate economic policies than their
historical counterparts. While the Left-wing parties depended on an anti-neoliberal discourse
in the 1980s and 1990s, they moderated their political and economic outlook in the context of
dual transitions of democratization and economic liberalisation. Particularly, their experiences
in the national and local governments enabled Leftist parties to adjust to the changing political
and economic context, by building new coalitions outside their traditional electoral base. They
constructed hybrid coalitions with new social actors such as the self-employed, and informal
and unemployed workers as well as organised labour unions (Panizza, 2005:718-727; Panizza,
2009:179-181). Moreover, although neoliberalism deepened social and economic inequalities
in the region, some successes of free market reforms such as controlling inflation led the Left
to redefine its vision of the state’s role in economic management and embrace some aspects of
neoliberalism in a socially viable manner as Panizza (2005) put it:

This shift entailed the practical acceptance of some of the principles and policies originally
associated with the so-called neoliberal model while attempting to make policies more
compassionate and sensitive to the needs of the poor and the excluded. Thus, many tenets
initially associated with the neoliberal policy agenda became part of a new economic

common sense to which LOC parties in Latin America now subscribe in different degrees
(Panizza, 2005:727).
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This “rethinking of the role of the state” required a questioning of the heavy handed

statism of the past, whilst embracing market principles as Panizza noted:

These include the importance of a sound fiscal policy, the importance of low inflation, an
awareness of the inefficiencies associated with many forms of state intervention and state
ownership, the acceptance of the primacy of the market in setting up prices, the
abandonment of economic protectionism in favour of at least relative economic opening
and regional integration and a general welcoming of foreign investment (Panizza,
2005:727).

In effect, although New Left governments took power based on an anti-neoliberal
discourse, “when in power, left-of-centre parties have followed a strategy of “bending and
moulding” existing political institutions and the free-market economic model rather than
attempting radical political and economic reforms” (Panizza, 2005:716). Consequently, the
agenda of the New Left governments does not conflict with the PWC framework, in a rethink

of the state’s role in economy as Panizza put it:

What is politically relevant for LOC governments is that the agenda of the post-Washington
Consensus has shifted towards a terrain in which the Left should feel naturally at home: to
the negative consensus about the undesirability of returning to the old policies of state-led
development and the positive consensus on the importance of sound macroeconomic
management, the new consensus has incorporated a new agenda about the value of
democracy for economic development, the strengthening of state institutions, the need for
strategic state intervention, the importance of investment in health and education and a

higher priority for social justice and the fight against poverty (Panizza, 2005:728).

Panizza also argued that there were external constraints on state activism.
Consequently, reliance on foreign capital to fund debt and mobility of financial capital
pressurizes macro-economic policy autonomy. Furthermore, binding multilateral and bilateral
trade agreements constrain industrial and trade policy activism (Panizza, 2009:225). However,
Panizza argued that external pressures imposed upon by the economic globalization do not
solely explain the path taken by the New Left governments. While the New Left parties
moderated their programmes, they demonstrated differences owing to their political trajectories
and the degree of institutionalization of the political system in which they arose. For instance,
while Uruguay and Brazil where the party system was well institutionalized falls into the

‘liberal-republican’ tradition, Argentina and Venezuela in which institutions were weak or
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strongly discarded are classified as radical populism (Panizza, 2005:722; Panizza, 2009:228).
Panizza (2009) argued that while Brazil maintained strong continuities with the PWC
framework, the New Left governments from populist traditions such Argentina, Bolivia,
Ecuador and Venezuela pursued a more interventionist and economically nationalist agenda
that went further beyond the core principles of the WC and PWC framework. This agenda was
a “much more politicized approach to the economy that blurs the dividing line between politics
and markets that was the key principle of the free market reformation and downplays the
importance of institutions, perhaps the most crucial addendum of the PWC to the free market
agenda of WC” (Panizza, 2009:242). This robust re-politicization of economic management
entailed a more “active” role for the state in a rethink of unfettered liberalisation, whilst
incorporating the rights of popular groups who were marginalized under neoliberalism as

Panizza put it:

In reaction against the embracing of globalization by both the WC and the PWC, there has
been a revival of economic nationalism, manifested in the practical abandonment of the
free trade agenda of the 1990s, in a more confrontational attitude towards foreign
companies, particularly in the mineral resources sectors, and in the selective nationalization
of some of the utilities privatized in the 1990s. The new nationalism cannot be separated
from appeals to new popular identities, which in the case of these governments comprise
policies aimed at contemplating the demands of both the collective actors mobilized against
neoliberalism in the late 1990s and early 2000s, such as the piqueteros in Argentina and
the social movements of el alto in La Paz, Bolivia, and, more generally, the losers from the
free market reformation (Panizza, 2009:242-243).

In Argentina, the Kirchner government combined neo-developmentalism with some
elements of PWC, opting out for a more moderate stance compared to the Venezuelan case
owing to its more diversified economy. Yet, the Kirchner government’s search for alternatives
to abandon neoliberalism proved to be more radical than its counterparts in the Southern Cone
due to its ambitious project to reinforce statism and confront domestic and global business
interests, taking advantage of the weakly institutionalized party system (Panizza, 2009:243-
244). Accordingly, “ideology, politics and economics were combined in the service of a project
aimed at strengthening the authority of the state and the power of the presidency and at
implementing an economic strategy that retrieved elements of Argentina’s national popular
tradition” (Panizza, 2009:245). The Kirchner government promoted a devalued exchange rate

to encourage exports and import substitution, increased state revenue through taxation of
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commodity exports, and took control of many previously privatised companies. The Kirchner
government allied with the labour unions and particular branches of the business, as well as
piqueteros (unemployed movements) and used the resources from taxes to finance social
policies (Panizza, 2009:245-246).

According to Heidrich and Tussie (2009), the resurgence of the New Left was
embedded in their adaptation to the structural economic and social changes in the 1980s and
1990s in which they took dual lessons from neoliberalism. Neoliberalism entailed a rolling
back of the state and reducing its role in economy through privatisations, liberalisation and
empowering the private sector induced under the ideas of IFIs. Yet, neoliberalism did not mean
purely a decline of the state power. Instead, neoliberalism represented a deeper transformation
of the relationship between states and markets, and capital and labour. Such transformations
such as trade and financial liberalisation enforced states to adapt to competition in global
markets. Accompanied with the decline of socialism as an alternative ideology, Left parties
also took lessons from their experiences in the local governments 1980s and 1990s. As a result,
the New Left re-interpreted the objectives of the classical Left in a new political, economic and
social environment (Heidrich and Tussie, 2009:38-39).

This learning process, hence, was more complex than a simply return to old policies of
the Left. On one hand, a “positive consensus” materialized from the experiences of the Left
parties in the municipalities that recognized the need to encourage competitiveness, invest in
infrastructure and energy, and expand safety nets in health and education. On the other hand, a
“negative consensus” emerged as the Left parties learnt that “no amount of continuous pro-
market reforms can feed the expectations of future gains of foreign and local investors for ever”
(Heidrich and Tussie, 2009:39). This negative learning from neoliberalism prompted a
rethinking of privatisations and unilateral trade liberalisation and regulation of monopoly firms.
Furthermore, financial crises and volatility of currency movements in globalised financial
markets showed the vulnerabilities of macro-economic imbalances, prompting New Left
leaders to be cautious about fiscal deficits. Unilateral trade opening led to an increase in
imports. Exports did increase as imports did, rendering the region reliant on foreign debt. The
region remained vulnerable to hidden protectionism in the US and Europe (Heidrich and
Tussie, 2009:39-42). This experience demonstrated that “the previous policy just opening
unilaterally and promoting ‘open regionalism’ with neighbours was insufficient to generate
balanced trade accounts” (Heidrich and Tussie, 2009:41). However, rather than a rejection of

integration into global trade markets, the lessons from unilateral trade liberalisation was
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complex. This required sustaining the support for export-oriented business, seeking mutuality
in trade agreements, and enhancing negotiation capacity to gain access to new markets as well
as managing trade liberalization that is also sensitive to the interests of import-facing producers
(Heidrich and Tussie, 2009:41-42).

Therefore, except the uniqueness of oil abundant Venezuelan case, the differences of
the New Left governments should not be exaggerated. For instance, even in one of the most
radical cases, Morales government in Bolivia followed heterodox strategies. While Morales
took a tough stance vis-a-vis foreign investors, he also advanced bilateral trade agreement with
the US. In Argentina, Kirchner government achieved fiscal and trade surpluses, induced a
devalued currency to promote local production, invested in public infrastructure, and
negotiated the debt with investors. Yet, he remained fiscally conservative in the area of wage
increases and social spending. He did not deepen privatisations whereas he was less ambitious
to nationalise (Heidrich and Tussie, 2009:44-52). Overall, despite his commitment to a populist
discourse, the Kirchner government took a pragmatic approach to markets as Heidrich and
Tussie put it:

In fact, railing against the IMF's role in Argentina’s crisis, and the complicity of
international banks against debt negotiations stands in the strongest of possible contrasts
with the government’s mainstream macro-economic policies and the visible neglect of an
active social policy to reduce poverty. Markets seems to be the answer, as a way to

accelerate economic growth under rather severe “guidance”, in the guise of selective price

controls and some export taxes (Heidrich and Tussie, 2009:45).

As a result, Heidrich and Tussie concluded that “all told, if we are to point the single
coincidence in this diversity, there is a very significant one: the search for a new social contract
and the emergence of a pragmatic belief in a role for state management combined with prudent
macroeconomics” (Heidrich and Tussie, 2009:52). Therefore, in addition to political

motivations, economic constraints should be taken into account as Heidrich and Tussie stated:

A return to protectionist predecessors is not noticeable, but especially the fiscal and
monetary policies espoused by newly elected governments show a strong awareness that
despite the current bonanza of high commodity prices, volatile world markets can only be

ignored at their own peril (Heidrich and Tussie, 2009:52).
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Tussie (2010) also claimed that recently the region witnessed an increased political and
economic integration. Tussie (2010) argued that the emergence of post-hegemonic regionalism
can be understood not only as a reaction to asymmetries of trade liberalisation but also to the
US" attempt to assert political hegemony in the region. While the end of the Cold War led to a
rethinking of the region’s ISI-based political economy, for the US it provided an opportunity
through the FTAA. This strategy to create a common trade area in the Americas was not only
part of the new global restructuring of trade and investment ties, it also represented a new
dimension to the expansion of US hegemonic power. The agreement sought to allow the US to
take political leadership in the Americas, along with the expansion of multinational companies
and neoliberal reforms. Yet, as the expected gains from free trade agenda did not deliver its
promises, the early optimism faded away. For instance, establishment of the North American
Free Trade Agreement (NAFTA) created discontent among the countries which were not
included in the agreement. While countries in the region enjoyed to some extent the flows of
investment and market access, their lack of representation in multilateral agreements

overshadowed any optimism (Tussie, 2010:4).

Hence, open regionalism became an important arena for collective action for the Latin
American elite. Regional cooperation provided them space to gain some autonomy and
protection for domestic industries threatened by competition following removal of protection
mechanisms (Tussie, 2010:5-6). Meanwhile, the contested nature of the US strategy created
pessimism about the nature of the FTAA and led to a loss of enthusiasm amongst Latin
American countries in 2005 (Tussie, 2010:7). US strategy started to be shaped increasingly by
bilateral agreements with local governments to ensure trade liberalisation and respond to
increasing raising regional leadership from Brazil and Venezuela. Brazil's leadership sought
new alternatives through expanding MERCOSUR’s ties with the Andean community.
Meanwhile, the Chavez government, with abundant oil resources, sought political and
economic leadership by building close ties with the Caribbean, Bolivia and Cuba (Tussie,
2010:8). Tussie argued that despite the differing nature of Venezuela’s ALBA project and
Brazil’'s MERCOSUR leadership, both countries’ efforts towards sub-regional integration
reduced US influence in the region. Tussie argued that these emerging alternatives to US
hegemony may result in further cooperation in the region, notwithstanding the complex nature
of competition and diverse interests in the region. According to Tussie (2010), re-politicised
regionalism has so far managed to initiate social programmes, cooperation in infrastructure and
energy (Tussie, 2010:14-15).
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Some scholars termed the rise of the New Left governments as post-neoliberalism
(Grugel and Riggirozzi, 2009; Hershberg and Rosen, 2006; MacDonald and Ruckert, 2009).
The Washington Consensus in the region saw the decline of the ideas about the state-led
developmentalism in the region. Neoliberalism was an ideological attempt by the technocratic
elite and conservative governments to give the state a new reduced role, contrary to the
Keynesian state’s welfarism and economic interventionism. This assault on the state was
transmitted to Latin America through structural adjustment programmes propelled by the debt
crisis in 1982, and global ideas to free markets presented as universal recipes under the material
and ideological influence of the IFIs and the US (Grugel and Riggirozzi, 2009:5-6; Hershberg
and Rosen, 2006:7-9; MacDonald and Ruckert, 2009:3). Latin American countries, in a general
sense, were constrained in decision-making as the international institutions such as the IMF,
World Bank and WTO were able to enforce the rules of the game (Grugel et al., 2008) although
some countries such as Chile and Brazil implemented reforms maintaining some degree of
national autonomy (Grugel and Riggirozzi, 2009:7). Owing to its technical expertise, financial
resources and ties with the global capital, the IMF exerted great influence over policy making
under the debt restructuring. Later, these short-term conditions to assist debt management were
transformed into a set of development recipes. The US government also played an important
role to expand neoliberal agenda in the region which was materialised through a proposal of a
free trade agreement across the Americas to liberalise trade and investment. The agreement
marked greater influence of the US over regional trade that new regionalism required
conformity to the US policy preferences to free markets in order to access US trade markets
and investment (Grugel and Riggirozzi, 2009:12-13). Consequently, an agreement among
governmental agencies, business, and IFIs emerged to free the markets and reduce the role of
the state, thereby discrediting local ideas about development (Grugel and Riggirozzi, 2012:4).

Therefore, beyond only rolling back the state, a reorganisation of state-market and state-
society relationships in the region. In this scenario, the neoliberal orthodoxy embodied by the
Washington Consensus meant that the state would respond to the demands of the private sector
and create a favourable environment for foreign investors and exporters. Hence, neoliberalism
represented a transformation of the state, making it more sensitive to the logic of global
investors. In this context, reorganisation of public spending through privatisations, retreat from
public responsibilities such as health, infrastructure and education, and tax reform rather
represented a shift towards satisfying international investors. Privatisations were designed with

a sense of urgency to signal a commitment to gain investor confidence. Tax reform were
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destined simply to reduce taxes for business, while exchange rates and interest rates were
modified to attract investment and boost exports. Unilateral trade opening and labour market

flexibility served to increase competitiveness (Grugel and Riggirozzi, 2009:6).

According to Grugel and Riggirozzi, a new consensus emerged embodied around a
post-neoliberal governance which was seen as “something sufficiently distinct from the
consensus that reigned in the 1990s to merit investigation” (Grugel and Riggirozzi, 2012:3).
Financial volatility, growing foreign indebtedness, rising unemployment and poverty, and
industrial decline in the late 1990s raised questions about desirability of neoliberalism as a
dominant growth model in the region (Grugel and Riggirozzi, 2009:5-9; Hershberg and Rosen,
2006:10). The failure of neoliberalism to promote growth and reduce social inequality
prompted the emergence of a new paradigm of post-neoliberalism which was seen as “a
reaction against what came to be seen as excessive marketization at the end of the twentieth
century and the elitist and technocratic democracies that accompanied market reforms...”
(Grugel and Riggirozzi, 2012:3-4). Hence, rather than solely being an economic one, the
problem was the neglect of local institutions and political and social aspects of development as
Grugel and Riggirozzi put it:

In the end, therefore, it was the difficulty of embedding the neoliberal state in a stable model
of democracy and inclusive politics, rather than a failure of its strictly economic rationale,
that has led to its unravelling. The difficulties of making neoliberalism ‘fit’ in Latin
America point to the problems of political economy in general: such models do not take
into account the particularities of state formation and practices or cultures of representation

and participation (Grugel and Riggirozzi, 2009:10).

All New Left governments assigned the state an active role to manage growth and
industrialization, whilst rejecting orthodox faith in markets (Grugel and Riggirozzi, 2009).
More importantly, they rejected to pursue growth at the expense of the society. Post-
neoliberalism was then crystallized around an attempt to redefine the relationship between the
state and the society to encourage social equality, while assuming a renewed and dynamic role

for the state in the economy:

The set of political aspirations centred on “reclaiming” the authority of the state to oversee
the construction of a new social consensus and approach to welfare, and the body of
economic policies that seeks to enhance or ‘rebuild’ the capacity of the state to manage the
market and the export economy in ways that not only ensure growth but are also responsive

to social need and citizenship demands (Grugel and Riggirozzi, 2012:2).
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Furthermore, Riggirozzi (2012) argued that the region witnessed a distinctive form of
political and social integration beyond neoliberalism and that the re-politicization of
regionalism represents a deeper attempt to redefine and rebuild the identity of the region in its
political, social and economic areas. Riggirozzi argued that one aspect of the declining US
influence in the region’s political economy emerged during the FTAA negotiations when the
MERCOSUR countries, Venezuela and Bolivia rejected further talks (Riggirozzi, 2012:430).
According to Riggirozzi (2012), the region is moving beyond trade and financial dependence
on the US and is being reshaped towards a more national course of development encompassing
political, economic and social spheres, as evidenced by the activism of ALBA and
MERCOSUR, as well as related political cooperation under the Union de Naciones
Suramericanas (UNASUR - the Union of South American Nations). Riggirozzi asserts that
both UNASUR and ALBA now represent a trend towards convergence of the region that occurs
without rejecting markets and trade liberalisation (Riggirozzi, 2012:431-432). For example,
increasing cooperation on infrastructure between Chile, the Andean community and
MERCOSUR; Venezuela's membership in MERCOSUR as a potential source of financial and
energy related aid to member countries; and initiation of a common energy agenda are
important areas of cooperation to enhance the autonomy of the region vis-a-vis the US and the
IFIs (Riggirozzi, 2012; 433-434).

Overall, a new agenda in the region emerged, notwithstanding commitment of New
Left governments to market-led growth. The New Left governments do not reject the need to
stimulate local and foreign private investment and encourage export-led growth, and do not
pursue expansionary fiscal policies of the past (Grugel and Riggirozzi, 2009; MacDonald and
Ruckert, 2009:7). In effect, one impetus for emerging state activism was made possible by
increased export revenues impelled by favourable international prices and increased Chinese
demand for commodity goods. In the wake of the commodity boom, the New Left governments
shifted the direction of the economy, enhancing their policy autonomy global economy (Grugel
and Riggirozzi, 2012:1-4). Post-neoliberalism, then, represented a return to local ideas and
practices of developmentalism, albeit functioning under the legacies of the neoliberal inspired

conservative fiscal policy and export-led growth. As Grugel and Riggirozzi put it:

The point we are making here is that there was a growing consensus, extending beyond the
Left, about the need for states to actively encourage production, strengthen their regulatory
and fiscal capacities and address the social debt. Ruckert and Macdonald (2010) refer to
the policies that ultimately emerged as the return of the “developmentalist state”. But it is

also the case that, whilst governments are seeking to enhance their policy autonomy and
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expand their space for policy innovation, meaning that industrial policy, infrastructural
development and higher corporate taxes are now back on the agenda, innovation in these
areas sits alongside the retention of neoliberal legacies around ‘responsible’ fiscal policy

and export expansion (Grugel and Riggirozzi, 2012:11).

For these purposes, it is not yet clear whether post-neoliberal projects represent a
coherent alternative to neoliberalism. The New Left governments tended to be rather pragmatic
in their economic policy making owing to the integration into globalised market activity. This
blurred the divide between neoliberal and post-neoliberal models. In effect, post-neoliberalism
had much more to offer as a project of enhancing democratic participation and reducing poverty
than economic matters as Grugel and Riggirozzi put it:

Yet in practice, post-neoliberal governments have tended to be perhaps surprisingly pragmatic,
especially in so far as the economy is concerned, where policies work with the grain of a
liberalized global economy. The contrast between neoliberalism and post-neoliberal growth
strategies, in other words, is there; but it should not be drawn too starkly. In the end, the biggest

difference lies in government attitudes to the poor and discourses of citizenship rather than

economic management as such (Grugel and Riggirozzi, 2012:5-6).

Argentina’s path after the financial crisis of 2001/2002 was seen as part of the emerging
post-neoliberal governance in the region which was embodied around neo-desarrollismo. This
model was crystallized around rebuilding the state capacity in social and economic governance
based on the principles national developmentalism of Peronism, which rests alongside
integration into the global economy (Grugel and Riggirozzi, 2007:87; Riggirozzi, 2009:106-
107). As Riggirozzi put it, post-neoliberal project in Argentina can be understood as “open-
economy nationalism”:

But instead of a semi-closed economy based on national promotion of domestic markets and
import-substitution, the post-crisis political economy is based on a strong state (and
governmental) leadership in the economy while taking advantage of the regional and
international markets dynamics that offered opportunities for Argentine export markets. All this
comes together as ‘open-economy nationalism’, an attempt at reconciling the centrality of the
state in social life and its role as an economic agent through policies that bring together social

spending and intervention, export-led growth and a revival of regional integration as a platform

for an alternative political economy (Riggirozzi, 2009:106).
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Aided by the exit from Convertibility and devaluation, maintenance of a competitive
and flexible exchange rate and expansionary monetary policy marked a strong break away from
the free market model induced by the IFIs, thereby constituting a main pillar of post-crisis
political economy in Argentina based on the promotion of national industry and exports under
the Duhalde and Kirchner governments. Accompanied with favourable prices of raw materials,
a competitive and stable currency boosted exports and enabled the of increase tax revenues
from exports of commodities which were used to finance social programmes (Grugel and
Riggirozzi, 2007:95-96; Riggirozzi, 2009:107). Alongside a competitive exchange rate, since
2003 the Kirchner government expanded promotion of local industry and consumption via
various policy instruments such as public investment in infrastructure, subsidies in public
services, social security benefits, selective price and tariff controls, and re-negotiation of
contracts with the privatised utilities (Grugel and Riggirozzi, 2007:95-97; Riggirozzi,
2009:106-107; Wylde, 2011:438). Furthermore, tax revenues allowed the Kirchner government
to reduce the public debt which provided protection against external volatilities associated with
traditional currency crises. Furthermore, exchange rate policy enabled accumulation of
reserves, which in return created macro-stability for local business and protected from price
fluctuations in export prices (Wylde, 2011:448). Expansion of state spending and debt payment
was also a political decision to gain policy autonomy from the IMF, which allowed the
Kirchner government to increase its interventions in economy to finance industrialization and
social programmes (Riggirozzi, 2009:107). Furthermore, the Kirchner government prioritized
regional cooperation through active promotion of MERCOSUR and development of a joint
venture in the energy sector with Venezuela by the state owned company Energia Argentina
Sociedad Anénima (ENARSA) (Grugel and Riggirozzi, 2007:99).

Although the Kirchner government made enormous use of a Peronist discourse, his
policies were less ambitious in the area of social spending, employment creation and wage
increases. He relied on neoliberal safety nets such as workfare initiatives and cash transfers
which targeted social groups outside traditionally organized labour. This policy reflected an
attempt to contain the legacies of neoliberalism which led to a mass of informal labour, thereby
shifting the welfare away from classical policies based on employment and labour rights. This
changing relationship between state and society was also evident in the re-activation of
corporatist ties with the organized labour unions. While rebuilding corporatist alliances with
the labour, unions promoted wage increases and collective bargaining; it was selective as it

excluded workers in the informal sector it rested on controlling. Furthermore, the Kirchner
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government was cautious in wage increases not to spur inflation (Riggirozzi, 2009:104-109;
Grugel and Riggirozzi, 2007; Wylde, 2012:90-100).

As a result, like the other post-neoliberal projects in the region, there were limitations
on the neo-developmentalism as a more open and market-oriented global economy increasing
the influence of markets over economic decision-making. This exerted pressures on the states’
ability to act autonomously. Hence, due to the economic demands of insertion into a changing
global economy, state interventions can be only designed in a “selective” manner as Grugel

and Riggirozzi put it:

This new role for the state undoubtedly challenges the assumptions about a global trend
towards policy convergence and the triumph of neo-classical economics based on an
extreme interpretation of globalization and global markets. But the internationalization of
the economy is nonetheless real and it imposes real policy constraints. In particular, it
means that state intervention is driven mainly by technical demands for ‘better’ regulation
and can be employed within the economy only selectively. This in turn influences the form
neo-desarrollismo and other post-neoliberal projects can take in practice. In so far as
Argentina is concerned, the weight and the authority of private and foreign capital on
policy-making are much greater than they were at any point under desarrollismo, and there
are as a result much stricter limits on how far government can raise taxes, provide subsidies,
regulate privatized companies or support labour movements in their struggles to raise
wages (Grugel and Riggirozzi, 2007:100-101).

Overall, Grugel and Riggirozzi concluded that due to constraints of integration into
globalized market activity, neo-desarrollismo under the Kirchner government was rather “ad

hoc” and “experimental” (Grugel and Riggirozzi, 2007:100):

In a broad sense, it parallels the trend away from neoliberalism and towards a renewed
focus on the state’s role in governance elsewhere in Latin America. The crisis of 2001
proved to be a turning point from which an alternative project of political and governance
has developed. Neo-desarrollismo is an ambitious, if sometimes vague and ad hoc, strategy
for growth, and managing growth, based on macroeconomic prudence, moderate state
intervention and reindustrialization. To some extent, it also represents a new strategy of
social inclusion based economically on a state-led revival of domestic markets and
politically on a renewal of populist strategies of social conflict management; however, in
the social domain the revival of the state certainly has very fixed limit (Grugel and
Riggirozzi, 2007:106).
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As a result, due to challenges of integration into the global economy, which is market-
driven, the potential of the neo-developmental or post-neoliberal project in Argentina to offer

coherent alternatives to neoliberalism remains unclear as Grugel and Riggirozzi stated:

As a result of these constraints, neo-desarrollismo embodies a series of latent tensions,
including a lack of clarity about the boundaries of state intervention within the economy
and the appropriate relationship between the state and foreign capital. How to combine a
proactive state with an economy reliant on foreign investment and vulnerable to
fluctuations in external demands, and how to promote a social inclusion agenda in a
situation where citizenship has been separated from concepts of social rights and universal

welfare also remain unanswered questions (Grugel and Riggirozzi, 2007:101).

There is also a growing body of scholarly debate on the Latin American political
economy that devoted analysis to the diversity of the New Left. Levitsky and Roberts (2011)
criticized Castafieda’s dichotomization between good and bad Lefts and argue that there were
multiple types of New Left projects, such as social democrats (Chile and Brazil), populism
linked to labour-based parties (Argentina), top-down mobilisation marked by excessive
individual leadership (Venezuela and Ecuador) and social movement-based populism
(Bolivia). Levitsky and Roberts argued that the 1990s witnessed the rise of market
individualism and conservative parties in the region, which applied Washington consensus
policies under the influence of the IFIs and the US government. Decline of socialism,
difficulties of the debt crisis and inflationary pressures led to a dismissal of state-led
developmentalism, forcing them to drastically liberalise trade and financial markets to compete
in the global economy. Therefore, Leftist parties went into a crisis of identity and lost
legitimacy due to a loss of power amongst their labour-union constituencies and an ideological
attack on their historical expansionary polices. Paradoxically, Left-wing parties re-gained
power through the contradictions of neoliberalism and they re-oriented the state's role to
enhance social welfare and revive the social contract with their mass constituencies (Levitsky
and Roberts, 2011:2-8).

Despite its success to control inflation, neoliberalism failed to deliver its promises as
evident in the recurrent financial crises and increasing social economic inequalities. Excessive
marketization and liberalisation had destabilizing impacts on the region’s production structure
and the positioning of social groups, thereby causing huge social and economic inequalities.

Privatisation and trade liberalisation led to a decline in industrial activity and the transfer of
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labour from the formal sector to the informal sector, which was historically affiliated with a
low-skill base. Furthermore, neoliberal policies strongly undermined collective action,
especially labour unions, by lowering wage costs, reducing collective bargaining and
flexibilizing employment conditions. These radical dislocations in society led to the eruption
of new forms of collective resistance to neoliberalism. The piqueteros in Argentina, urban
protests in Venezuela, and indigenous movements in Bolivia signalled the emergence of a new
kind of mass mobilization by the New Left governments to contain social dislocations caused
by neoliberalism (Roberts, 2012:13-14).

The New Left parties and governments went beyond the programmes of their
counterparts in the 1980s and 1990s that were committed to neoliberal policies despite their
electoral campaigns. Hence, as Levitsky and Roberts argued, the resurgence of the New Left
since 1998 represented a distinct hallmark in the region's political economy which was

characterized by a genuine return to a Leftist agenda:

Unlike the 1980s and 1990s, when candidates often campaigned for office on vague Leftist
platforms but governed as pro-market conservatives, the post-1998 wave Leftist victories
ushered in a new era of policy experimentation in which governments expanded their
developmental, redistributive, and social welfare roles. The ‘Left turn’, therefore, changed
not only who governed in Latin America but also how they governed (Levitsky and
Roberts, 2011:2).

Hence, the New Left governments shared an agenda that aims to expand classical
principles of the Left to “reduce social and economic inequalities”, notwithstanding the
moderation of their programmes that accepts “private property” or “market competition™.
(Levitsky and Roberts, 2011:5). Hence, as Levitsky and Roberts put it, they all sought to go
beyond free market fundamentalism and enhance social mobilization of excluded masses:

Although the contemporary Left does not necessarily oppose private property or market

competition, it rejects the idea that unregulated markets can be relied on to meet social

needs. In the political realm, the Left seeks to enhance the participation of underprivileged

4 As Levitsky and Roberts noted, “The Left refers to political actors who seek, as a central programmatic objective,
to reduce social and economic inequalities. Left parties seek to use public authority to redistribute wealth and/or
income to lower-income groups, erode social hierarchies, and strengthen the voice of disadvantaged groups in the
political process. In the socio-economic arena, Left policies aim to combat inequality rooted in market competition
and concentrated property ownership, enhance opportunities for the poor, and provide social protection against
market insecurities” (Levitsky and Roberts, 2011:5).
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groups and erode hierarchical forms of domination that marginalize popular sectors
(Levitsky and Roberts, 2011:5).

While neoliberalism was characterised by private-led social security and provision for
only basic needs, the New Left governments directed state resources towards redistributive
goals. Left-wing governments today engage in more expansive social policies such as targeted
conditional cash transfers that meet the housing, education, health and dietary needs of the
poor. Furthermore, as part of their classical agenda to protect labour markets, the New Left
governments in Argentina, Chile, Brazil, and Uruguay promoted wage increases, and in cases
such as Argentina, the Kirchner government encouraged collective bargaining. As a result,
“although not all New Left governments in Latin America abandoned macroeconomic
orthodoxy, all of them broke with neoliberalism and embraced redistributive social policies”
(Levitsky and Roberts, 2011:22-23). Thanks to the rise in the prices of commodities in the
2000s, the New Left governments were able to increase fiscal revenues and correct trade and
financial imbalances, increase social spending, and gain policy autonomy vis-a-vis the US and
the IFIs in their effort to expand state interventionism (Levitsky and Roberts, 2011:10).
Although the New Left governments departed from neoliberalism in their effort to assume the
state a more active role to expand social redistribution, the New Left governments had different
economic objectives. Yet, Levitsky and Roberts cautioned against a dichotomization of the
Left as “good” or “bad”. Instead, they focused on different levels of institutionalization (e.g.
parties organisational structures, support networks, and identities) and the locus of political
authority. Consequently, as Levitsky and Roberts put it, the New Left today is much more
diverse, as some of the New Left governments take a more active role to regulate markets and

deliver welfare:

Although all of them are committed to a more equitable growth model, some are more
willing than others, to break with neoliberal orthodoxy, by using state power to regulate
markets, alter property relations, and redistributive income (Levitsky and Roberts, 2011:3-
4).

Under a weakly institutionalised political system, Chavez’s policies in Venezuela were
classified as statist where the populist Left emerged by the collapse of the established party
system and the resurgence of outsiders who appealed to excluded, but also disorganized,

masses. Hence, in Venezuela where the established system dissolved, resistance to
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neoliberalism took a distinct form and departed from the orthodox emphasis on inflation control
and fiscal discipline, preferring greater intervention in markets through nationalisations, strict
control on trade and foreign investment, and re-direction of oil revenues towards extensive
social programmes (Levitsky and Roberts, 2011:14-22; Roberts, 2012:13-18). Conversely,
some New Left governments conformed to “social liberalism” in their political outlook,
maintaining core elements of economic liberalism regarding their approach to macro-economic
management, private ownership and foreign investment and trade liberalisation. These
governments in Brazil, Uruguay and Chile come from a more “institutionalized” party tradition
that had previously a socialist agenda based on mobilization of organized working classes and
other social groups. Although they were initially opposed to neoliberal policies in the 1980s,
they moderated their programme, by embracing the efficiency of markets and mobilizing their
social constituencies within the existing institutions. Furthermore, although these parties took
governments owing to the discontent with the economic stagnation in the late 1990s, these
countries did not experience breakdown of the political or party system or a huge
disillusionment with neoliberalism by the masses. Consequently, despite expanding social
policies, these New Left governments were committed to fiscal and monetary tightening,
deepening the participation of the private sector in production and determination of prices and
wages, and did not radically alter foreign investment and trade liberalisation (Levitsky and
Roberts, 2011:17-21).

The New Left government in Argentina was positioned as “heterodox” Left which
combined orthodox and statist elements. The heterodox Left was characterized by a vague
approach to state's interventionism in markets and not assuming the state a central role in the
economy. This was evident in the “selective” manner that re-nationalizations, price and
investment regulations, and export duties were designed (Levitsky and Roberts, 2011:22).
Argentina was politically labelled as “populist machine”. In countries like Argentina
(Peronism) and Peru (Aprismo) historically populist machines depended on the mobilization
of popular movements based on a centralized manner by a strong leader through patronage
networks, thereby incorporating ideologies either from the Left or Right into the party
organisation. Due to their flexible organisation and ambiguous ideological approach, populist
machine based parties did not strongly oppose neoliberalism. In effect, President Carlos
Menem, in effect, drastically implemented neoliberal reforms, taking advantage of the Peronist
Partido Justicialista’s (PJ — the Justicialist Party) patronage networks. Despite governing from

the Leftist division of Peronism, populist legacy of its party meant that the Kirchner
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governments  policies were not coherent as they were informed by pragmatic economic
calculations and conflicting sections within the party organisation. As Levitsky and Roberts
put it:
Likewise, the PJ opposed market liberalization as an opposition party in the 1980s,
embraced radical neoliberal reforms under President Carlos Menem in the 1990s, then
turned to the Left under Néstor Kirchner in the aftermath of Argentina’s 2001 financial
debacle. Neither party then, is a fixed member of the Latin American Left; their policy and
spatial locations are highly contingent on prevailing economic opportunities and

constraints, along with competitive dynamics among party leaders or factions and within

their larger party systems (Levitsky and Roberts, 2011:18).

Rodriguez-Garavito et al. (2008) argued that there are multiple lefts associated with
diverse social movements involving women, students, indigenous people and landless rural
workers (Rodriguez-Garavito et al., 2008:19). Furthermore, they argued that Left-wing parties
do not seek structural transformations today, having retreated from such expansionary policies.
Hence, similar to Levitsky and Roberts, Rodriguez-Garavito et al. (2008) argued that what
makes the Left “new” was that to take an active role in economic management and pursue

redistributive goals alongside macro-economic goals and private-led growth:

This apparent New Left “agenda” takes for granted the basic principles of market
economics, while promoting reforms such as the implementation of welfare programmes
for the poorest members of society (such as the Fome Zero in Brazil or the Panes in
Uruguay), a renewed concern for public security, a more active role for the state as regulator
and mediator between capital and labour, the expansion and improvement of public
services, and the introduction of a more progressive tax regime (Rodriguez-Garavito et al.,
2008:25).

Kaufman (2007) argued that there are more diversities of the Left in the region than
Castafieda assumed. He agrees with the conceptualisation of Roberts that addresses plurality
of the Left based on institutional divergences: social democrats (Chile and Brazil), populism
based on labour-linked parties (Argentina, Mexico), top-down mobilisation marked by
excessive individual leadership (Venezuela and Ecuador) and social movement-based
populism (Bolivia). Moreover, Kaufman argued that there is still room for making distinctions
in exploring the nature and the extent of state intervention in the economy. While in some

countries the New Left was shaped by the introduction of social programmes and an acceptance
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of market-led growth, others enjoyed more control over the economy based on national
principles. According to Kaufman, the New Left can be understood both in terms of discontent
with neoliberal policies that left legacies of poverty and inequality and also in terms of the
institutional and political coherence of each country. As a result, he argued that neoliberal
reforms in weakly institutionalised political systems such as Venezuela resulted in the
emergence of outsiders that pursued more interventionist approaches towards the economy.
According to Kaufman, the “anti-market” Left is associated with increased demand for
commaodities, which gave them enough room to manoeuvre to shift resources towards the poor
(Kaufman, 2007:28-29).

Madrid et al. (2010) argued that the New Left governments are not homogenous and
they have diverse characteristics dependent on their political agenda and levels of
institutionalisation (Madrid et al., 2010:140-141). For instance, the New Left varies from the
“centrist and left-wing parties” of Chile to the most “radical” attempts of Venezuela. Chile
adopted market-based growth and established democratic institutions, while the Venezuelan
Left sought to undermine the institutional roots of the previous system (Madrid et al, 2010:141-
142). Weyland argued that there were intermediate cases such as Brazil and Uruguay which
shared features of the Chilean case, while Bolivia and Ecuador resembled Venezuela.
Argentina, on the other hand, appears as an intermediate case among these lefts (Weyland,
2009:145). Meanwhile, in particular, Brazil and Chile stood out from the rest of the Lefts as
they combined liberal and democratic principles with safety nets and a degree of intervention
in the economy (Weyland et al, 2010:141). However, Weyland noted that solely, the level of
institutionalization cannot explain the diversity of the New Left. For instance, Bolivian
neoliberalism in the 1980s and 1990s was not accompanied with a complete
deinstitutionalization of the political system. An important factor that led to the emergence of
radical projects was the commodity boom in the 2000s, which enabled Venezuela, Ecuador and

Bolivia to pursue expansionist and interventionist policies (Weyland, 2009:149-152).

As shown in this review of the literature, there was a growing body of literature that
emphasized the emergence of a new consensus in the region which sought to recover the states
authority to manage markets and deliver social equality, without rejecting a more open and
market-oriented growth. The resultant was assuming the state a renewed and active role to drive
industrialization, regulate markets, and respond to demands from below. However, post-
neoliberalism was often defined vaguely (Yates and Bakker, 2014). Although scholars of the

New Left emphasized difficulties of entrenching a more dynamic state that assumed a leading
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role in economy and welfare provision, it was not clearly defined what this new state formation
looked like or what type of policies were designed to respond to the challenges of integration
into a more market-oriented and liberal global economy (Kirby, 2010:2010:9-10; Puntigliano,
2007:71). As Kirby put it:

In parallel with the emergence of “New Left” governments in the region, the scholarly
literature has become more critical of what was being attempted over this phase, evaluating
it in the context of the developmental challenges facing Latin American countries. Yet, as
has been made clear, this literature has few detailed proposals to offer on what precise
policies should be implemented to address these challenges, apart from a general stress on
the importance of the state, of addressing citizens’ needs and of fashioning responses from
within the region rather than adopting ideas that come from without (Kirby, 2010:9-10).

2.3. Compatibility of Neoliberalism and Developmentalism

This thesis utilises conceptual tools from the literature analysing the neoliberal
transformation of Brazil since the mid-1990s to contribute to the literature of post-
neoliberalism and critically investigate whether Argentina’s responses to the financial crisis of
2001/2002 constitute a coherent shift from neoliberalism to a new developmentalism. The
literature is significant for its ability to highlight a middle ground between neoliberalism and
state-led developmentalism, thereby offering a more nuanced approach to post-neoliberalism.
Contrary to universalising and market triumphalist claims of neoliberals, the Brazilian
neoliberal model in the 1990s did not proceed down a homogenous path and did not render
“statism” obsolete. Developmental elements were re-interpreted to shape a new market-
orientation: “The defining feature of neoliberalism in Brazil is that it is not on classical
neoliberal objectives of retrenching the state and depoliticising economic management, but
rather on the use of economic reforms as a mechanism of restructuring and rebuilding the state”
(Phillips, 2004:73). Burges (2009) argued that Brazil's transformation did not conform to

market fundamentalism of neoliberalism:

Rather than pursuing economic reform as a stand-alone goal, the new policies launched in
the early 1990s were quickly integrated into a deeper, more probing programme of socio-
political reengineering that built upon the electoral procedural changes implemented during
the democratic transition of the 1980s (Burges, 2009:195).
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In a similar vein, Pereira (1996) argued that the embrace of market-orientation was
accompanied by a re-embedding of the state’s national and political priorities in designing
market-reforms, thereby going beyond the pure market fundamentalism and universalism of
neoliberalism. Yet, developmental practices were designed in a different way, creating a new
form during the transition to a more open and market-oriented strategy (Bresser-Pereira, 1996).
Inspired by the East Asian statist model, Bresser-Pereira (2006, 2008) coined the term “new
developmentalism” to explain this new form of state activism. Bresser-Pereira and Theuer
(2012) also applied it to Argentina. According to Bresser-Pereira, new developmentalism
means rejection of the dogmatism of free markets and the universal principles of Anglo-Saxon
models of capitalism previously advocated by neoliberalism. While it acknowledges the
process of economic globalisation, heightened global competitive pressures, and spatial
transformations of production guided by TNCs, it does not share the view of globalisation as
an extension of a purely technological and economic process that renders states and diverse
models of capitalism obsolete. Strong markets require strong states. New developmentalism
does not see the relationship between states and markets as a zero-sum game. It acknowledges
that markets are socially and politically embedded institutions regulated by the state, which
represents collective interests. Contrary to pure neoliberal assertions, these institutions cannot
be habituated by the pure logic of global economic and technological processes (Bresser-
Pereira, 2008:559-564; Bresser-Pereira, 2012:23).

Hence, the new developmentalism approach does not comply with the neoliberal view
that pressures for competition among states due to processes of economic globalisation renders
the state’s industrial policy, or the state’s role in planning and investment, promotion of
solidarity and social justice goals irrelevant (Bresser-Pereira, 2009:17-19). New
developmentalism, then, shares elements of old developmentalism yet it represents a break
from heavy-handed statism and protectionism. Although new developmentalism shares
elements of old developmentalism, “new developmentalism regards the market as a more
efficient institution, one more capable of coordinating the economic system, then did the old
developmentalists although it is far from conventional orthodoxy's irrational faith in the
market” (Bresser-Pereira, 2006:114). Accordingly, new developmentalism assigns the state an
important but not a principal role in investment and production: “But new developmentalism
understands that, in all sectors where reasonable competition exists, the state must be not an
investor, instead it must concentrate on defending and ensuring competition” (Bresser-Pereira,

2008:14).
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In doing so, it does not conform to neoliberal pessimism about the state and recognizes
that markets are not perfect, instead requiring restrictions and guidance. Consequently, new
developmentalism means re-inventing statist and national goals in a complex way within a
more market-oriented and globalised context so as to access efficiency of markets (Bresser-
Pereira, 2009:13-17; Bresser-Pereira and Theuer, 2012:12). Hence, as an intermediate case
between free market fundamentalism and old developmentalism (Pereira, 2006), new
developmentalism reinforces national goals while retaining a distinct emphasis on integration

into market-led processes of globalisation. As Bresser-Pereira put it:

The central difference between conventional orthodoxy and new developmentalism lies in
the fact that conventional orthodoxy believes that the market is an institution that
coordinates production optimally if it is free of interference, whereas new
developmentalism views the market as an efficient institution to coordinate economic

systems, but knows its limitations and the need for regulation (Bresser-Pereira, 2009:17).

For instance, new developmentalism rejects trickle down effects of unilateral trade
liberalisation. However, unlike old developmentalism, it rejects protectionism and pursues
export-oriented growth that rests on the empowerment of efficient firms that have the potential
to enter new markets. As old forms of protection from imports are constrained under binding
trade agreements, it may rely on old mechanisms of export taxes to re-allocate resources and
promote the technology upgrading of industry towards higher value-added products, thereby
surpassing neoliberal free market fundamentalism. It seeks private competitiveness and
embraces openness to foreign investment. Its novel developmentalism requires new practices
to enable and restrict markets given their increasing primacy in resource allocation. For
instance, states may intervene to mediate monopolistic abuse of markets, provide infrastructure
where monopoly firms do not invest or provide incentives to attract FDI for the domestic
market (Bresser-Pereira, 2006:111-118; Bresser-Pereira, 2009:11-20).

New developmentalism does not directly promote deficit-driven industrialisation as the
old developmentalism did; instead it ensures macro-stability to promote the global
competitiveness of the private sector and thereby supports industrialisation. In doing so, it uses
price stability and sound macro fundamentals to enable the private sector to access capital and
new technologies from global markets. However, it does not pursue pure economic goals to
achieve stability and efficiency. It is new developmental in the sense that it uses counter-

cyclical policies and strengthens state capacity to mitigate the destabilising effects of volatile
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capital inflows and sudden capital outflows, also ensuring industrial competitiveness and
meeting employment targets (Bresser-Pereira, 2009:14-15). Furthermore, new
developmentalism rejects enforcing precarious conditions for labour. Instead, it seeks to reduce
social inequality, investing in social spending and promoting higher minimum wages (Bresser-
Pereira, 2006:118; Bresser-Pereira, 2009:22).

Ban (2010) argues that the new developmental concept is useful to study intermediate
cases between neoliberalism and old developmentalism, as with Brazil and the wider region in
the 2000s. Ban prefers to label regional tendency as “liberal” neo-developmentalism since the
region still preserves the core principles of the Washington Consensus. Hochstetler and
Montero (2013) prefer the label “renewed developmentalism” instead of new
developmentalism, arguing that neoliberal transformation via privatisation and liberalisation
did not mean dissolution of statist and developmental elements. In effect, statist principles were
preserved to enable effective participation in market-led processes of globalisation. Rather than
simply return to old developmentalism, traditional state practices were re-invented to interact
with globalised market activity. In a similar vein, Filho and Morais (2011) emphasize that new
developmentalism does not mean a break with neoliberalism and constitutes a paradoxical
interaction of statism and neoliberalism. Due to its mixed nature, new developmentalism is still
conditioned by the processes of economic globalisation and the constraints of capital mobility,

but alternatives to neoliberalism do exist.

Arbix (2010) calls the period since the mid-1990s, which complies neither with new
developmentalism nor neoliberalism, “inclusionary state activism without statism”. He argues
that although state activism in the traditional sense has been eroded by market-led integration
into the global economy, old developmental features have been maintained. Neoliberalism did
not mean simple erosion of state capacity and its developmental history. Instead, new types of
interventionism emerged in a complex manner within the increasingly liberalised market
environment. In a similar vein, Diniz (2010) argues that while old forms of nationalism and the
state’s principal role were eroded, this did not mean dismantling statism. Instead of market
fundamentalism, developmental traits such as industrial policy, protection and subsidies were

re-invented and questioned the nature and degree of market-led liberalisation and privatisation.

Boschi and Gaitan argue that new developmental practices break from old
developmentalism given its prioritisation of private competitiveness and focus on insertion into
globally integrated markets. Meanwhile, it contains elements of developmentalism, ranging

from industrial policy to nationalisation, adapting them to the changing economic environment
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to garner benefits and mitigate negative aspects of globalised economic activity. However, they
argue that there has not yet been a distinct path towards consolidation of the new developmental
paradigm in the region. Furthermore, unlike East Asian states, the region’s countries do not
have such autonomous and consistent state elites and bureaucracies to define more coherent
and institutionalised patterns of national developmental activism (perhaps with the exception
of Brazil and Chile). They argue that different institutional capacities and types of insertion
into the global economy should be taken into account. For instance, they argue that Argentina
still lacks a clear redefinition of coherent developmental goals (Boschi and Gaitan, 2009a;
Boschi and Gaitan, 2009b:7-8).

Ebenau (2011) criticizes the assumption that there is a positive sum game between
states and global markets which is deemed to benefit all sectors and countries in the same
manner. Based on the Argentine experience, he argues that not all countries in the region have
the same institutional capacity to enjoy such a strong insertion into the global economy. In
understanding new developmentalism, then, different institutional capacities should be taken
into account. As other scholars also argued, although ISI was driven by state activism and
nationalism, even in the closest cases of Brazil and Mexico, it did not fit with the East Asian
version of developmentalism. More autonomous forms of state developmentalism achieved by
East Asian states did not exist in Latin America (Evans, 1979). Payne and Phillips (2010) argue
that the region’s developmentalism was instead characterised by a lack of adequate levels of
domestic technological and capital formation and incoherence of developmentalist projects.
Brazil and Mexico are the states that stand out as exceptions to the region’s particularity, but
they still do not fully conform to East Asian models. Kohli (2009) also makes the distinction
between East Asian and Latin American models of capitalism. While he singles out the
Brazilian case, he argues that it does not still fit with active forms of developmentalism existing
in East Asia. In effect, neoliberalism was not fully accommodated in the East Asian region. He
shows that the East Asian model was embedded by prioritising local capital formation with less
reliance on foreign capital, by restricting foreign investment and through strong manufacturing-
oriented exports. Meanwhile, Latin America conformed to the principles of global restructuring
of capital under neoliberalism. However, the rise of the New Left governments should not be
avoided from this discussion. Notwithstanding the path-dependent institutional change, the
changing politics in the region should be taken into account to explore the region's new
development path in the 2000s in a dynamic way. In understanding new developmentalism,

then, different institutional capacities, negotiation capacities with foreign investors, and the
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nature and degree of insertion into the global economy will be taken into account without

excluding the importance of the changing politics in the region.

Therefore, a better understanding of the shift from neoliberalism to neo-
developmentalism in Argentina could be achieved by considering a co-constitutive and
dynamic relationship between state and global markets in which developmental goals are
situated within broader notions of competitiveness in the global economy. | will take this task
one step further by analysing Argentina’s political economy between 2002 and 2007 using the
lens of new developmentalism and providing a rich empirical analysis of Argentine political

economy.

2.4. Conclusion

This chapter presented conceptual tools with which to understand alternatives to
neoliberalism in Argentina. It was argued that the existing literature presents a vague picture
of post-neoliberal possibilities. New developmentalism offers a more nuanced approach of
alternatives to neoliberalism, showing compatibility between neoliberalism and old
developmentalism. Accordingly, post-neoliberalism is not seen as opposed to neoliberalism or
a return to old developmentalism. The next chapter will evaluate the background of the
Argentine political economy. It will track the transition from developmentalism to
neoliberalism in Argentina. It will be argued that market reforms were designed in an orthodox
manner that undermined previous political and social settings of the I1SI-led development. This
process did not simply remove state intervention, but it was characterised by a complex process
of interactions and contradictions which created winners and losers. The financial crisis of
2001/2002 which revealed sudden costs of integration into the global economy should be
understood as a critical juncture that heightened Argentina's political and economic
dislocations.
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CHAPTER 3. A BACKGROUND TO THE ARGENTINE POLITICAL
ECONOMY: FROM ISI TO THE FINANCIAL CRISIS OF 2001-2002

This chapter will explore the background to Argentina’s development between 1946
and 2001. | argue that while the ISI period was not a fully closed economy, the neoliberal
opening of the 1990s did represent an explicitly market-oriented opening-up to the global
economy. While neoliberal strategies were embedded in Argentina’s path dependent
development strategies, neoliberal thinking in the 1990s and external constraints played a role
in the nature of Argentina’s orthodox path to neoliberalism. Neoliberal strategies in Argentina
conformed closely to this orthodoxy, which called for drastic dismantling of old forms of state
regulation and unfettered insertion into market-led processes of globalisation. I argue that while
Argentina had pre-existing political and institutional weaknesses, this neoliberal orthodoxy and

negative externalities compounded them, culminating in the financial crisis of 2001/2002.

The chapter is divided into three sections. The first section presents the pillars of ISI in
Argentina. It will be argued that despite its success, the ISI model went into a deep crisis in the
late 1970s, culminating in foreign indebtedness and social crisis during the military period. In
the second section, it will be argued that, after a failed attempt at adjustment in the 1980s,
neoliberal reforms in the 1990s were implemented against this background of social and
economic crisis. The reform path was driven by economic needs to access global capital by
dismantling old state institutions and depoliticizing economic decision-making. In the third
section, it will be argued that while Argentina’s path was highly contentious and volatile,
external shocks in the 1990s sharpened these weaknesses and resulted in the economic and
social crisis of 2001/2002. This section will analyse the main contradictions of neoliberalism
in Argentina. Finally, a conclusion will be presented.

3.1. Beginnings of ISI: The First Phase of ISI under Peronism (1946-1955)

Argentina in the early 20th century accomplished high rates of growth under an
oligarchic regime based on an agricultural, export-led economic model. However, negative
impacts of the Great Depression on the terms of international trade in the 1930s led to a re-

evaluation of developmental strategies amongst the state elite in Argentina. In effect, the
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Depression led to a regional trend across Latin America for questioning the survivability of
open market economies faced with high tariffs in European countries. Furthermore, the
institutional capacity of oligarchic regime to establish citizenship rights for all citizens was
questioned. These related problems were translated into a question about the state’s role in
economy in the 1930s, marking a shift in developmental ideas from an export—led and market-
orientated model towards state interventionism and promotion of national industrialisation.
While the state elite took more pragmatic solutions to the consequences of the Depression in
the 1930s, the 1940s saw a more comprehensive economic and political strategy for the national
model (Lewis, 2005:1-2).

It was Juan Perdn, a military officer appointed as the Minister of Labour and Social
Security during the military regime that changed the political and economic scene of the
country. As he took over as Minister after 1943, Perdn strengthened his position through
building alliances with the labour unions and within the military (Collier and Collier,
2002:332). In the 1930s and 1940s, labour unions became highly mobilized and there was a
need to bring these unions under the umbrella of the state. Given the institutional weakness of
the previous political elite, Peron took action to establish a strong alliance with the labour
unions in the wake of social unrest. Through the Law of Professional Associations, Peron
mobilized labour unions and changed the oppressive labour policy of previous governments,
improving social and economic rights through social security, minimum wages and collective

bargaining (Basualdo, 2006).

When Peron took power in 1946 by challenging the military with the support of labour
unions, he opted for an economic model based on import-substitution led industrialisation
which accepted the need to maintain social peace (Collier and Collier, 2002). On the
institutional front, some regulative measures had already been implemented starting in 1929.
The Instituto Argentino para la Promocion de Intercambio was established to control import
and export markets. In 1944, the Banco Industrial was initiated to allocate state funds to the
industrial sector. When Perdn was in office, he expanded the role of the state in the economy
to foster national industry and expand the domestic market. The state actively protected
industry from foreign competition and forced up domestic savings. These measures included
protectionist measures on tariffs, exchange rate controls, low interest rates, credit allocation,
restrictions on capital flows, and taxes on agricultural exports. Furthermore, Peron nationalized

various public services (Acuna et al., 2006; Brennan, 2007:51-58).
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Another aspect of ISl was the promotion of labour rights and corporatist relations
between labour and business in line with the expansion of domestic markets. The social and
economic rights of the workers were expanded and provided them with better living standards
while encouraging their participation in economic and political matters. Subsidies for housing
and food, improvements in health insurance, promotion of the formal economy and job creation
accompanied by increases in wages contributed to the welfare of the working classes. By 1952,
70 per cent of workers were covered by social security while wages increased by 60 per cent
between 1946 and 1949 (Collier and Collier, 2002:341). Perdn also built a direct relationship
with the unions which gave him huge control over them. The PJ enabled labour leaders from
the Confederacion General del Trabajo (CGT) to increase their power through party politics,
becoming a weakly-institutionalised party machine under Per6n s control (Patroni, 2001:257;
Collier and Collier, 2002:341-346).

However, Perén was not able to create political consensus around the ISI model. The
national development model still required agricultural exports to finance itself. Exports
constituted an important component of the industrial economy since Perdn relied on the
agricultural economy to sponsor industrial production and subsidise the working class.
Economic policies during the Peronist government favoured an increase in industrial prices
over agricultural prices. Furthermore, subsidised food prices to protect the working class also
discouraged potential exports, which were instead sold in the domestic market. This dilemma
created economic tensions regarding the market's orientation and required mediation between
industrialists, exporters and the working classes. Argentina’s economy then became exposed
to external price fluctuations and increasing public deficits (Acuna et al., 2006:2). On top of
this economic conflict, Peron’s use of power and building of coalitions was important in
shaping the political economy of this period. Basualdo (2006) emphasized that the direction of
Peron s policies should be understood as an extension of the immediate need to respond to

Argentina’s social problems given the institutional weakness of previous governments.

As mentioned above, ISI did not eradicate the significance of the agricultural exporters.
Peron sought the support of the old oligarchy by providing positions as Ministers. However,
the oligarchic elite and its main umbrella organisation Sociedad Rural Argentina (SRA) were
forced to accept Per6ns arbitrary decisions and lost their voice in policy-making (Manzetti,
1992:607). Peron s policies were not only contentious in terms of his relationship towards
exporters, as he did not have strong ties with big industrialists either. Confederacion General

Econdmica (CGE), an umbrella organisation for small and medium light industry companies,
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was granted official recognition, whereas the Union Industrial Argentina (UIA), which
represented the interests of old industrialists with foreign links in heavy industry, was officially
closed (Teichman, 1981:144-148). Peron left legacies of highly politicised debate about the
role of the state in markets and the state’s integration into the global economy. This was a weak
state that aimed to control opposition groups which fought for access to state resources rather
than developing coherent state-led strategies. This also signalled that a shift in the development
model and alliances meant damaging other groups in opposition (Schneider, 2004:174). Hence,
even though welfare allocation and import-substitution were central to national development,

the scope of state intervention was highly contested (Patroni, 2001:260). As Schneider put it:

Cleavages within business between sectors, especially agriculture versus industry, between
small and big business, and between protectionists and free traders all acquired strong

organisational manifestation and contributed to polarising debates (Schneider, 2004:250).

After Peron’s overthrow in 1955, a conservative anti-Peronist coalition was built
around the interests of the landed elite and large industrialists linked to multinational
corporations. This was supported by the military, non-Peronist parties, urban and rural middle
classes and the Church (Cavarozzi, 1986:23). On the economic front, civilian and military
governments continued to stimulate state-led industrialisation with an emerging emphasis on
heavy industry. At the same time, those governments incorporated the interests of a liberal
agricultural business whose support was essential to sponsorship of industrialisation. This
period was shaped by conflicts over redistribution between industrialists, working classes and
export-oriented agricultural producers. The period saw expansion and contraction of the
economy and increasing external vulnerability due to dire need for foreign capital to finance
industrialisation. Meanwhile, political instability accelerated since the new power bloc was
unable to manage political instability caused by Peronist unions, which were deprived of
institutional representation in an attempt to eliminate Peronism from Argentine political
culture. The state became an arena of political and economic clashes between social and
economic actors that undermined the state’s capacity to deliver on its developmental goals; on
one hand, the politically mobilized masses under an ambiguous Peronist identity, and on the
other, a weak and incoherent anti-Peronist coalition built around the economic interests of
industrialists and the export-oriented landed elite. Failure to overcome this impasse resulted
in polarization and radicalization in society, ultimately leading the military to employ harsh

political measures (Cavarozzi, 1986:19-20). Military and civil governments tilted towards
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prioritisation of foreign direct investment and the private sector through interest-rate
liberalisation, privatisation of the state oil company and maintenance of a fixed exchange rate
to attract foreign capital flows. Hence, a mixed form of developmentalism persisted, regulating
prices, allocation of taxes and foreign exchange controls to sustain redistributive coalitions
with Peronist labour unions and small and medium sized companies backing ISI-led
industrialisation (Phillips, 2004).

In 1958, the newly elected Frondizi from the Union Civica Radical (UCR — the Radical
Party) took power and signalled his commitment to the developmentalist national project. His
developmentalist policies, however, shifted from those of Perdn since he regarded foreign
capital and technology as a key mechanism to promote industrialisation. Frondizi promoted
heavy industrialisation in specific sectors such as steel, oil and automobiles in line with the
second phase of ISI, whereas privatisations took place in energy, transport and communications
(Cavarozzi, 1986:24-27). In 1963, Illia from the Radical Party took over. Between 1964 and
1966, a brief recovery was made possible by a mix of heterodox and orthodox policies, with
fiscal contraction, exchange controls, but also rising exports due to increasing international
prices. General Ongania, who took power from 1966 onwards, aimed to promote exports with
an emphasis on reducing export taxes and a 30 per cent devaluation. However, the structural
problems of ISI continued with persistent indebtedness and attempts of devaluation leading to
increasing inflation (Maynard, 1989:171-172). Declining terms of trade accelerated from 1966
onwards. Between 1967 and 1970, a stabilisation programme was implemented which ended

up increasing inflation, the public deficit and overvalued currency (Di Tella, 1989:214).

While the civilian and military governments accomplished moderate levels of growth,
albeit in an unstable pattern, political instability dominated this period and overshadowed the
economy. In effect, the problems of the market’s orientation and capital accumulation were
highly linked to the nature of political coalitions during this period. The military and civilian
governments failed to incorporate Peronist institutions after the overthrow of Perén while they
sought to control labour unions under state tutelage in an oppressive manner. Peronist labour
leaders increased their power and blocked the initiatives by civilian and military governments
through rising activism in collective negotiations and militancy (Cavarozzi, 1986:25). While
General Lonardi, in 1955, signalled the first attempts to repress Peronism, it was General
Aramburu who shifted towards a more oppressive strategy. This logic led him to attack the
Peronist symbols, i.e., the CGT and labour unions, so as to transform them into non-Peronist

organisations. In addition to the ban on the PJ, most of the Peronist leaders of labour unions
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were arrested, the CGT was banned, and the right to strike were suspended (Collier and Collier,
2002:484-485; McGuire, 1997:82-83). However, the strategy of the military failed as the new
labour leaders managed to create a sense of cohesion among Peronist constituencies in the wake
of independence from Perdn despite their political fragmentation (Patroni, 2001:260). During
this period the “62” Organisations emerged as an informal umbrella to mobilize workers
against the governments. Though they lacked institutional power to access economic and
political decision-making, they were able to block strategies of the government due to the
electoral power of Peronism and their collective bargaining power (Cavarozzi, 1986:24;
Patroni; 2001:260). The rising activism and militancy of the labour unions played an important
role in undermining stability under General Aramburu. Frondizi chose a more moderate
approach to address the Peronist unions. Frondizi made an agreement with the exiled Peron
and sought the support of Peronist union leaders. However, Frondizi's strategy was only
slightly better than Aramburu’s and the coalition broke down as suspension of strikes and wage
freezes persisted and economic conflicts arose regarding participation of foreign corporations
in the economy (Collier and Collier, 2002:491). Increasing instability led the coalition to
become weaker and the liberal oligarchy became more antagonistic with the Peronist unions.
Supported by the liberal oligarchy, the CGT and “62” organisations, and having more
bureaucratised and conservative interests, General Ongania increased attacks on the leftist and
militant aspects of Peronism (Cavarozzi, 1986:32-35; Adelman, 1994:70). However, the
coalition broke down as Ongania signalled his commitment to the liberal oligarchy and put into
action a series of oppressive measures including suspension of collective bargaining (Mc Guire,
1997:155). While some labour unions from sectors such as petrol chose to accommodate the
system, the “62” Organisations continued strikes and resisted the government. Moreover, the
labour resistance expanded to other cities such as Cérdoba. Guerrilla groups increased in
number and started to kidnap the union leaders and government officials. In this environment
of instability, General Lanusse issued the decision to allow Peron to return to Argentina as a

last chance to bring political and economic stability (Adelman, 1994:70-72).

The return of Per6n in 1973 signalled the revival of the old populist alliances with the
CGE and CGT. Pero6n’s return meant a revision of the state-society relationship undermined
during the unstable military and civilian governments. However, Peron’s strategy was rather
heterodox and pragmatic in that it involved mild redistribution with strong interventionism in
an environment where large industrialists and the export-oriented agricultural elite linked to

foreign interests had increased their power over 18 years (Basualdo, 2006:110; Di Tella,
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1989:216-218). In the light of these events, Peron initiated a three year programme called the
“Social Pact”, which aimed to bring stability and to stimulate industrial production through a
freeze on wages and prices (Epstein, 1987:993-994). However, these attempts to revive old
populist coalitions failed due to the continuing inflation and the international oil crisis in 1973
(Adelman, 1994:70-72). Relaxing prices in 1973 and Perdn’s death in 1974 undermined hopes
for stability in Argentina, leading the military and oligarchy to become antagonistic with
Peronism again (Cavarozzi, 1986:30; Mc Guire, 1997:154-165; Panizza, 2000:745).

An environment of instability and loss of legitimacy served the military and oligarchic
regime in shifting blame on to the Peronist movement. The military coup d’état in 1976 led by
General Videla signalled an antagonistic stance towards Peronist constituencies and a shift
towards the oligarchy in the state-society relationship (Basualdo, 2003:117). Diagnosis of the
society as “sick” by the military led to attempts to treat these symptoms through violence
(Epstein, 1987:995). The rights of labour unions were suppressed, even those that had
collaborated with the previous military governments, with strikes banned, union leaders
imprisoned and welfare programmes taken into state control (Patroni, 2001:262). In addition
to political attacks, a series of liberal economic measures were implemented in favour of the
interests of the oligarchy, essentially financialization and trade liberalisation supported by an
alliance with the IMF (Basualdo, 2003).

Between 1976 and 1978 an economic programme which targeted a reduced fiscal
deficit and inflation and promoted exports was initiated by the Economy Minister Hoz.
Measures included liberalisation of the currency regime, deregulation of prices and interest
rates, and reducing wages (Beccaria and Carciofi, 1982:154-155). However, the plan resulted
in overvaluation of the currency, undermining industrial production, mainly in the textiles,
clothing and electronics sectors. At the same time, due to overvaluation the export-oriented
elite found their interests were not being protected (Epstein, 1987:999). As a response, a fixed
exchange rate was introduced under a new programme in December 1978 (Beccaria and
Carciofi, 1982:157-158). In 1981, devaluations by 10 per cent and 30 per cent followed.
However, an economy which was fed by overreliance on financialization with a deteriorating
trade balance contributed to growing foreign indebtedness and inflation (Acuna et al., 2006:5;
Teubal, 2004:177-178). Foreign debt in 1976 was 10 billion dollars but reached 45 billion
dollars in 1982, while interest increased from 515 million to 5.4 billion in 1983 (Teichman,
1997:42; Teubal, 2004:176). In 1982, international banks refused further lending when the

Mexican debt crisis occurred, leading the Argentine government to nationalize foreign debt in
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an attempt to re-schedule it. In effect, this decision meant the collapse of the economy, in an
environment of huge fiscal deficit with extortionate interest rates (Canitrot, 1994:76;
Teichman, 1997:42). The repression of the old populist policies created a huge unease amongst
workers. Labour resistance against these measures was reflected in a massive general strike in
March 1982. Hence, the army had to counter the political crisis as well as the economic crisis.
As a last solution, the military attempted to compensate its failure using the Falkland/Malvinas
Islands crisis. This attempt resulted in losing the war against Britain and paved the way for the
collapse of the authoritarian regime (Adelman, 1994:73-75).

In Argentina, the state historically lacked a developmental apparatus with which to
design coherent and nationally oriented growth strategies (Lewis, 2005). During the ISI period,
the Argentine political economy was marked by economic crises and unstable periods of
growth and recession followed by economic crises in 1949, 1952, 1959, 1974, 1975 and 1978.
The economic crises were related to inherent contradictions of ISI itself. Since industrialisation
required imports of intermediate and capital goods, there was still a need for agricultural
exports. This led to tensions over the market's orientation and trade balance problems.
Maintaining an overvalued currency, except periodic attempts to devalue to resolve trade
deficits, led to inflation, while fiscal deficits became one of the main characteristics of the
Argentine economy (Alschuler, 1980:225; Di Tella and Dornbusch, 1989:2-4).

3.2. Argentina's Neoliberal Transformation

The early 1980s saw the exhaustion of ISI policies which had resulted in industrial
decline and uncompetitive exports accompanied by high inflation and foreign indebtedness.
Furthermore, the military’s attack on the leftist Peronist movement led to social chaos and the
collapse of the military regime. Democratization then opened a new space for those who were
exposed to state violence during the military regime. In 1983 newly elected president Alfonsin
from the UCR signalled his commitment to universal democracy and economic recovery. The
Alfonsin government initiated the Austral Plan which pegged the peso to the US dollar to fight
inflation and stabilize the economy. Other pillars of the programme included freezing wages,
prices and public utilities (Epstein, 1987:1000). However, persistent inflation and

overvaluation of the currency led to protests by farmers and labour unions (Epstein,
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1987:1001). Measures to reduce export taxes and further relax wages and prices were
introduced in 1986. Overall, the economic programme accomplished a degree of economic
recovery with a temporary decline in the fiscal deficit, albeit accompanied by inflationary
pressures reaching three digits per year. In the late 1980s, the fiscal deficit started to grow and
hyperinflationary pressures rose accompanied by a decline in international commodity prices.
However, as Canitrot argued, Alfonsin lacked the political strength to sustain the success of
the economic programme (Canitrot, 1994:81-86). Historical weak ties with the business sector
and Peronist unions meant he lacked the political legitimacy sufficient to deliver economic
goals. In this period, labour unions under the CGT leadership emerged as strong challengers to
the government, blocking the economic programme (Patroni, 2001:268). The trade unions’
opposition to the government became overt, and 13 general strikes were led by the CGT
(Adelman, 1994:77).

In 1989, inflation reached nearly 4000 per cent, and the inability of Alfonsin to bring
about economic recovery via stable coalitions with business and labour unions created a sense
of emergency since hyperinflation undermined living conditions throughout society (Biglaiser
and Brown, 2005:677). This chaotic atmosphere and an enormous fiscal deficit favoured the
embrace of neoliberal ideas promoted by the IMF around the Washington Consensus in 1989
(Teichman, 1997:31). While Menem appealed to Peronist discourse before elections, in office
he prioritised “credibility” to attract foreign investment and shifted towards a conservative
ideology to incorporate liberal interests. Menem's conservative turn was evident in his
appointment of a representative of agricultural conglomerate Bunge y Born as Minister of
Economy. Prior to this, the Peronist Party was historically opposed to the financial and liberal

interests defended by the agricultural business and large industrialists (Teichman, 1997:44-45).

Nevertheless, it was not surprising that most scholars emphasized that Argentina
embraced neoliberal reforms in a dramatic way. In addition to hyperinflation, as Palermo put
it, Peronism’s traditional emphasis on low institutionalization fitted well with the technocratic
approach promoted by neoliberalism, which saw state institutions as a barrier to efficiency and
change (Palermo, 1996:87). While the politics and economics of Argentina are key to
understanding the reform path taken, we must also take into account the dominant paradigm of
neoliberal ideology backed by IFI conditionalities and demands for “credibility” to access
foreign capital flows. For developing countries in need of capital formation, this meant tying
development to the economic logic of credibility and adopting IMF-led orthodox recipes such

as “getting the prices right”, low taxes, and high interest rates (Phillips, 1999:72). For instance,
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debt negotiations were carried out through the Baker Plan in 1985 and Brady Plan in 1989,
leading to privatisations of oil and minerals and opening to foreign investment (Teichman,
2004:42).

Menem centralised power and issued decrees like the Law of State Reform and the
Economic Urgency Law, which saw a dramatic shift towards pro-market policies in line with
integration into the global economy (Teichman, 1997:45). After a few attempts that failed to
stabilize the economy, Menem appointed a technocrat (Cavallo) as Minister of Economy, and
he became the architect of the Convertibility Plan in 1991 that underpinned Argentine
neoliberalism (Teichman, 1997:46). The Convertibility Plan sought to bolster credibility to
attract foreign investment and to bring down inflation by establishing a stable exchange rate
regime by pegging the peso to the dollar (Teubal, 2004:181). Drastic liberalisation,
privatisation and deregulation of investment were carried out to attract foreign investors.
Foreign firms were permitted to invest in the country and enter strategic areas which were
previously in state hands. More than 30 state firms were privatised, covering a wide range of
sectors: telecommunications, airlines, petrochemicals, petroleum, railways, natural gas
distribution, electricity, water, iron and steel industries, coal, and hydroelectric dams (Rock,
2002:68). The Economic Emergency Law in 1989 extended privileges for foreign investors
through dollarization, tax exemptions, and releasing licenses in mining, oil and gas extraction.
Price regulations were left to the discretion of domestic and global participants in order to
maintain investment flows (Teichman, 2003:42). Even though an energy regulator was formed,
it was subject to lobbying from powerful interests. Investment policies were driven by a lack
of strategic allocation of FDI-related investment and industrial design. Most FDI from TNCs
was directed towards privatization of natural resources, telecommunications and came into low
value-added sectors like food, rubber, chemicals and plastics, mainly connected to natural
resources (Chudnovsky and Lopez, 2007:74-92). In a similar vein, privatisations of utilities
were motivated by short-term interests to increase revenues and provide credibility (Teubal,
2004:181). Menem issued decrees and laws such as Decree 2184, Decree 435, Decree 612,
Labour Law 24.013 and 24.467 which abolished the right to strike, promoted the use of
temporary contracts, and then removed severance payments and social security contributions
(Patroni, 2001:269-270).

Trade opening was characterised by dismantling previous forms of protection to access
new foreign markets. Menem pursued unilateral trade liberalisation to access new markets and
attract FDI (Chudnovsky and Lopez, 2007). In March 1991, he reduced import tariffs in



80

primary products to O per cent, for consumption to 11 per cent and in manufacturing to 22 per
cent. Non-tariff barriers and export duties were removed (Teichman, 1997:46; Viguera,
1998:14). Regional integration strategies also constituted an attempt to enable the region’s
economies to move from import-substitution towards trade liberalisation and attraction of FDI
(Devlin and Estevadeordal, 2001:21-22). Open regionalism was associated with strategies that
sought to develop collective action to adapt to competitiveness pressures from globalisation,
such as enhancing access to new markets and foreign investment. Thus, states deliberately
reduced their policy autonomy through seeking participation in binding trade agreements and
implementing legal frameworks designed to attract foreign investment (Phillips, 2003).
MERCOSUR in 1993 became an important agreement in the search for new markets and
investment (Tussie, 2010:3). While within the region tariffs were drastically reduced, the
Uruguay Round expanded similar legal arrangements at the multilateral level. The Marrakesh
“Final Act” signed in 1994 resulted in reduced trade barriers for goods and services and became
binding under WTO arrangements (Devlin and Estevadeordal, 2001:21-22). In a similar vein,
Menem relied on unilateral mechanisms in MERCOSUR and multilateral agreements to seek
access to new markets through tariff reduction (Phillips, 2004).

Put simply, neoliberal transformation was shaped by a wholesale dismantling of the
previous developmental practices and state institutions and their replacement by faith in the
trickle-down effects of free markets. Reform was driven by pure economic considerations and
lacked a long-term industrial strategy, which meant appealing to powerful local business and
TNCs driven by profit-seeking without regulatory and compensatory mechanisms
(Etchemendy, 2003:33; Teubal, 2004:180). Public policies to increase domestic savings, direct
public investment to strategic industries in higher value-added sectors and the incorporation of
small and medium sized companies into production chains — often seen in East Asian paths of
development — were here nearly absent (Pastor and Wise, 1999a:42-43; Teubal, 2004:175).

Despite the centralised governance of the Menem period, implementation of neoliberal
reforms entailed negotiations with society. In effect, neoliberalism was embedded in complex
coalitions involving different elements of society. Despite his leftist discourse in the elections,
he quickly signalled his alliances with agri-business and large industrialists through a
conservative turn in party politics which undermined traditional links with the urban Peronist
coalition (Acuna et al., 2006:14). Using the old party machine, Menem sought to gain support
from provincial areas, which constituted a significant share of the vote. Though federal

government transferred its responsibilities to the provincial governments, the latter still relied
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on state finances in the 1990s. In effect, as fiscal revenues increased through Convertibility,
Menem created a Fiscal Pact with provincial leaders in 1992 and 1993 and thereby created new

funds for coparticipacién (Gibson and Calvo, 2000:43).

Menem also distributed benefits to labour unions, which enabled them to maintain their
control over welfare funds. Furthermore, labour unions were assigned 10 per cent of assets
privatised via gas, electricity and oil firms (Murillo, 1997:86; Etchemendy, 2005:18).
However, Menem's divisive strategy led to labour flexibility and a decline in workers™ political
rights (Pastor and Wise, 1999a:39-42; Patroni, 2001:269). The CGT did not oppose a ban on
strikes and accepted flexibility measures such as contract elasticity and reductions in
redundancy payments (Etchemendy, 2001:6-8). In line with neoliberal ideas, Menem retained
only safety nets for the very poor. Universal social programmes for the very poor were
employed under the responsibility of provincial governments. These programmes were
financed by the national government through discretionary funds that financed housing, public
works, health and education. However, these subsidies were not distributed equally in rural and
urban provinces. While 7 percent of public spending in urban provinces was subsidized by the
government, the number reached to the 78 percent in provincial ones. Moreover, neoliberal
reforms in 1990 were intensified in urban areas. For example, while the restructuring of public
administration that removed 37 per cent of public employees in cities was completed by the
early 1990s, the same reform was not begun until 1994 in rural areas (Gibson and Calvo,
2000:43).

Menem followed a strategy that sought to gain support of strong liberal-oriented sectors
with global ties (Teichman, 1997:47). In terms of the business sector, Menem followed a dual
strategy; while he supported large conglomerates and agricultural exporters that sought
alliances with TNCs, he aimed to prevent resistance from those who opposed neoliberal
reforms due to their inability to compete in a global economy (Teichman, 1997:47; Viguera,
1998). First, big conglomerates in steel and oil constituted an important element of the
Menemist alliance. Those conglomerates in heavy industry had enjoyed a privileged position
during the ISI regime through producing at high prices for state companies such as Yacimientos
Petroliferos Fiscales (YPF). As a result, though they were pro-liberal, privatisations would
pose uncertainties for them; Menem gained their support by privileging their interests over
foreign firms such as Shell during privatisations of state enterprises. Techint participated in
privatisation of steel, oil and electricity firms while Perez-Companc was granted participation

in privatisations of telecommunications, electricity and oil companies (Etchemendy, 2005:8-9;
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Rock, 2002:69). At the same time, for automobile, electronics and petrochemical producers,
which had started to export to MERCOSUR in the mid-1990s, import tariffs offered state
protection (Viguera, 1998:14). For local car producers such as Compafiia Interamericana de
Automoviles S.A (CIADEA) (linked to Renault), Sevel (linked to Fiat and Peugeot) and Iveco
a 30 per cent tariff was employed (Etchemendy, 2005:9-10). Furthermore, as Viguera argues,
it was not only those small and medium firms that were losers, as negotiations based on specific
sectors created complex negotiations. For instance, UIA, an organisation for local industrialists,
had diverse orientations that made it difficult to negotiate their interests, whereas big
conglomerates used organisational lobbying to defend their interests (Viguera, 1998:26-27).
Overall, Menem's strategies were highly depoliticising and divisive, favouring particular
groups and particular sectors that had ties to global capital. However, reaction to his policies
was quite weak (Teichman, 1997:47).

In the short-term, Menem's economic policies managed to reduce inflation and create
macro-economic stability for domestic and foreign investment, including small savers, with a
favourable international environment, low interest rates, and huge capital flows. Furthermore,
agreement on an IMF stand-by arrangement and debt rescheduling under the Brady Plan
contributed to further stability (Gerchunoff and Torre, 1996:741). Between 1991 and 1994
GDP annual growth of 7.6 per cent surpassed Latin American average growth rates
(Etchemendy, 2005:7). However, liberalisation was highly dependent on foreign flows and
economic reforms created winners and losers. The unfettered capital account liberalisation and
financial deregulation favoured non-tradable services and put the burden on manufacturing
sectors. The resultant fiscal and trade deficits were sustained by foreign debt and privatisations.
Capital inflows increased from 3.2 billion USD to 10 billion USD in 1993 (Rock, 2002:65). In
addition to capital inflows, privatisation income reached 31 billion by 1995, allowing the

government to finance external debts and fiscal deficits (Rock, 2002:68).

Argentina’s competitive strategies were mainly driven by comparative advantages
based on low value-added natural resources and their related products, such as chemicals,
plastics and food. These sectors, affiliated with TNCs, achieved global competitiveness
through the incorporation of foreign inputs and capital, FDI and privatisations (Chudnovsky
and Lopez, 2007). This period of transformation in exports of oil and agriculture was
outstanding. Manufacturing exports, especially automobiles to MERCOSUR, increased by 70
per cent (Rock, 2002:66-67). However, domestic-facing producers who operate in engineering-

intensive and labour-intensive manufacturing sector were exposed to competitive pressures. In
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addition to costs of financial deregulation, privatisations which were subject to rent-seeking
and price manipulations increased costs of production. Furthermore, unilateral trade
liberalisation to quickly import foreign inputs and machinery exposed local manufacturing to
foreign competition. Traditional local producers in textiles, clothing, metallurgy and machinery
became losers of unfettered financial deregulation and trade liberalisation. Small and medium
sized enterprises (SMEs) especially could not compete with cheap imports and were exposed
to negative externalities of interest rates and exchange rate appreciation (Chudnovsky and
Lépez, 2007; Teubal, 2004:175). The historic skill gap of labour was deepened due to skill-
based technological change which favoured capital-intensive and natural resource sectors with
low and medium labour intensity. Hence, neoliberalism contributed to an informal-formal
labour gap that harmed the SMEs that traditionally employ low-skilled labour (Patroni,
2001:269; Pastor and Wise, 1999a:39-42). Job insecurity, informality and unemployment
expanded in small and medium sized companies as they were deprived from old regulatory and

protectionist mechanisms (Pastor and Wise, 1999a:42).

Despite a brief recovery from the hyperinflationary crisis in the early 1990s Menem's
reforms were exhausted after the mid-1990s, exposing the banking sector's vulnerability to
external shocks. Poverty reached extreme levels, especially in metropolitan areas where the
burden of reforms was sharpest. This process of pauperization led to the emergence of the “new
poor”, which started to protest using roadblocks in 1993 in Salta following privatisation of the
oil company YPF. In 1996, a massive march was organized under the leadership of labour
confederations, later being joined by the piqueteros created during the 1990s. In 1999, the
Alliance for Work, Justice and Education (Alianza por el Trabajo, la Justicia y la Educacion)
took power which was established by the coalition of the UCR and the Frente por un Pais
Solidario (FREPASO - the Front for a Country in Solidarity), the latter formed by opponents
within Peronism like Carlos Alvarez. The Alianza government had a divergent political-
economic orientation. While Alvarez was a defender of nationalist policies, De la Rua and his
Minister of Economy, Machinea, were supportive of Convertibility and dollarization, while
also promising better health and education conditions (Rock, 2002:81-82). In effect, anti-
Menemist discourse was the main motivation that brought the coalition together. During pre-
election campaigns, the Alianza criticised the corruption scandals of the Menem period and
promised to improve “the social” (Ciberia, Pagina/12, 26 May 1999). After a rapid recovery
from the Mexican crisis, known as Tequila crisis, from 1998 onwards the Argentine economy

was vulnerable to external crises; the Russian crisis in 1998 led to a sudden stop in capital flows
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and Brazilian devaluation in 1999 hurt the competitiveness of its exports. In the context of
increasing debt and uncompetitive exports, the government attempted to restore credibility
before international markets and financial institutions and to reverse the signals of the
economic crisis. Despite its promise to tackle social issues, the Alianza government and its
economic team sought to restore credibility through further deregulation of the labour market
and by reducing the public deficit (Carranza, 2005:69; Tedesco 2002:471). Part of the reason
to maintain Convertibility related to pressures from international financial institutions while
the middle classes with dollar-denominated bonds also voted for stability. Overall, these
austerity measures only exacerbated social unrest (Carranza, 2005:70). As Rock (2002:83) puts
it, the success of the Alianza government did not derive from its own strength but from
divisions in the Peronist government. The coalition government was too divided and weak to

manage the political and economic crisis.

After failed attempts from Ministers of Economy, Machinea and L6pez, in March 2001
the architect of the Convertibility Plan Cavallo took over. Despite Cavallo's attempts, outflow
of capital, fuelled by fears of devaluation, continued. In June, Cavallo announced euro-dollar
parity. Even though euro-dollar parity was not implemented because of market fear, the
announcement worsened the situation as markets immediately responded by increasing
Argentina’s country risk. The mega canje issued by Cavallo, which included a debt swap of 30
billion dollars, only aggravated matters. In search of IMF aid for credibility, Cavallo announced
the “Zero Deficit Plan”, which projected a 13 per cent cut in public salaries and pensions,
leading to massive protests by the piqueteros and labour unions. In July, due to fear of
devaluation, a run on deposits began. The social unrest, the run on deposits by middle classes
and the tense negotiations with the IMF were a part of Argentine daily politics in the following
months. The IMF ultimately rejected further lending and the government declared Corralito,
which restricted cash withdrawals from bank accounts. Corralito spurred the anger of middle
classes, who joined the poor in the streets with slogans of Que se vayan todos (“Out with all of
them”). The accumulated anger transformed into a massive explosion when De La Rla
declared State Siege on 19 December 2001. His resignation was followed by devaluation and
a public default on debt, as announced by the interim president Rodriguez Saa on 23 December
2001 (Bernhardt, 2008; Vilas, 2006).
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3.3. Lessons from the Financial Crisis of 2001/2002

While Argentine domestic politics and economic strategies should be taken into account
in understanding the financial crisis of 2001/2002, these domestic weaknesses were heightened
by a neoliberal orthodoxy that exposed Argentina to competitiveness challenges due to
unregulated global market activity. Although free markets were not entirely to blame, the
financial crisis of 2001/2002 stemmed from the rising costs of insertion into the global
economy, with a series of external shocks that exacerbated Argentina’s vulnerabilities. One
weakness was a lack of fiscal discipline. Corrales (2002) argued that it was not only rigidity of
the currency, but also a lack of sound macro-fundamentals such as careful debt management.
According to Mussa (2002:10) high government spending was mainly due to the federal
system’s financial structure. This view argued that while provincial governments were free to
spend based on national government resources, they did not need to worry about fiscal
discipline since national government was in charge of revenue raising and debt repayment. This
created a vicious cycle of political negotiations with provincial leaders who pressurized the
national government to increase resources. As a result, to maintain political support, the state
spent more revenue than it raised from taxes. However, the government ran a primary surplus
through most of the period. Furthermore, the fiscal deficit and foreign liabilities did not only
derive from heavy government spending and borrowing. As Haussmann and Velasco (2002)
and Perry and Servén (2003) argue, these imbalances were also rooted in heavy private
indebtedness. Private indebtedness in external markets was an important part of the public debt
which contributed to fiscal and external imbalances. Moreover, as Perry and Servén (2003) put
it, these fiscal imbalances, in fact, were aby a decline in tax revenue and debt service throughout
the last years of Convertibility. Recognition of Brady Bonds with high interest rates also

contributed to increasing the fiscal deficit (Haussmann and Velasco, 2002:14).

One cause of the crisis was currency appreciation and rigidity of the exchange rate
regime (Fanelli, 2003; Galiani et al. 2003; Perry and Servén, 2003). The Convertibility Plan
was designed explicitly to prioritise financial capital at the expense of industrial
competitiveness and was reliant on external funds to finance deficits and foreign debt.
Furthermore, the rigid design of the Convertibility Plan prevented devaluation and tied the
monetary base to unrestricted flows of capital. This restricted use of exchange rate, fiscal and
monetary policy rendered the regime highly vulnerable to external shocks. Banking

deregulation and encouragement of dollar contracts were other sources of fragility (Bernhardt,
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2008). From 1998 onwards the Russian crisis meant that the positive conditions in capital
markets deteriorated, changing investor expectations. In effect, after 1994, the peso constantly
appreciated and foreign debt continued to grow. Yet, even during the Mexican crisis, Menem
did not break his commitment to the Convertibility Plan and chose to increase interest rates to
stop capital outflows while continuing to allow dollar contracts for privatised companies
(Bernhardt, 2008; Carranza, 2005).

While Argentina was not particularly affected on the financial side, Brazil's devaluation
in 1999 constituted a critical point in Argentina’s decline as it exacerbated overvaluation and
trade deficits. As well as the rigidity of its currency regime, Argentina’s weakness was its
reliance on Brazil's performance, having previously enjoyed its neighbour's currency
appreciation. Furthermore, stability of the peso vis-a-vis the dollar did not help as Argentina
mainly exported to Brazil rather than the US (Fanelli, 2003; Pastor and Wise, 2001). While
Argentina enjoyed some degree of competitiveness in the automobile sector through the
complementarity agreement in MERCOSUR, devaluation of Brazil’s currency led to a halt in
regional trade and investment in this sector (Corrales, 2002). Furthermore, the Alianza
government continued to be committed to the Convertibility Plan. While the lobby of privatised
utilities with contracts in dollars partially played a role in maintenance of the currency, the fear
of hyperinflation and the credibility of the Convertibility were key reasons for resistance to
policy change (Pastor and Wise, 2001:66). While Argentina did not undertake diversification
of exports and relied on comparative advantage, declining terms of trade and continuing
protection in developed countries for agricultural goods also contributed to declining export
performance (Fanelli, 2003). Furthermore, sudden changes in investor expectations and
draining of foreign funds after the Russian financial crisis occurred in 1998. This process and
rising costs of borrowing heightened appreciation which exacerbated fiscal and trade deficits
and undermined investor confidence. Overall, as the investors retreated from further lending,
public debt became unsustainable (Galiani et al., 2003). Nevertheless, Argentina’s experience
was unique after 1999 as it experienced one of the biggest defaults in world history. According
to Perry and Servén (2003), under a flexible exchange rate regime the imbalance with foreign
liabilities could be solved through amending the nominal exchange rate. However, under a
fixed exchange rate regime, the adjustment could only be implemented via domestic prices,

which in Argentine’s case meant only 3 per cent (Perry and Servén, 2003:11).

The financial crisis of 2001/2002 showed that credibility and competitiveness would

not be achieved without gaining social legitimacy and delivering protection to popular groups.
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Unfettered financial and trade liberalisation, skill-based technological change and monopolies
in privatisations created social dislocations characterised by a skill-wage gap, unemployment
and informality. As Grugel and Riggirozzi (2007:7) put it, neoliberalism undermined the
historical relationship that the Peronist movement had established with the working classes,
leading to emergence of the “new poor” in the neoliberal period. While labour union activity
was weakened through institutional reform and economic dislocations, a new form of activism
was seen from the movements of the unemployed (Vilas, 2006). The piqueteros were newly
pauperized unemployed workers in the 1990s, deprived of basic services and seeking a return
to employment. Such unemployed workers and families had unmet basic needs, such as food,
education and health, which the state used to guarantee as citizenship rights. These groups were
not only a reaction to the Alianza government's decision to cut fiscal spending, they represented
a decades-long thrust within the state towards dismissal of social legitimacy, which essentially
shifted the burden of global competitiveness onto the most vulnerable sectors of society. The
first demonstrations had already started in 1993, with public workers in La Rioja, and they
continued in 1994 in Jujuy and Tucuman due to privatisations (Carranza, 2005). Exhausted by
increasing poverty and unemployment, the piqueteros started to vocalize their anger in the form
of roadblocks and mobilisations in local territories and neighbourhoods. Furthermore, the
leaders of the unemployed movements used to belong to organised labour unionism, and the
1996 general march saw realignment with this group. In the wake of this coordination, social
anger was translated into new forms of resistance through local assemblies which vocalised
demands for employment. Unemployed movements established local assemblies and
demanded promotion of the formal economy, work training and implementation of social

programmes to deliver welfare transfers (Vilas, 2006:170-171).

Although the Alianza government created job programmes like Plan Trabajar, these
policies were highly limited given fiscal pressures and the declining competitiveness of
industry. Like Menem, who shifted the burden of the financial costs onto production and social
groups, Alianza continued its monetary and fiscal adjustment to the detriment of the domestic
market (Corrales, 2002; Vilas, 2006). In early 2002, Argentina was in a state of economic and
social chaos. Peronist Duhalde was appointed by Congress in January 2002 as transitional
president. Duhalde made devaluation official and declared “asymmetrical pesification” in
February 2002 (Etchemendy and Garay, 2011:288). The challenges for the non-elected
Duhalde government to bring stability were remarkable. The country had declared a default of

155 billion USD, which meant a strained relationship with multilateral institutions and
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international markets. Low tax revenues made things even worse, leaving the government with
few resources (ECLAC, 2003a:133). Devaluation of the peso by 55 per cent left it exposed to
further fluctuations throughout the first half of 2002. Uncertainty was spurred further by public
utility prices and hyperinflationary pressures. On the social front, the impact of the crisis was
devastating. Poverty jumped to 57.5 per cent while extreme poverty rose to 27 per cent in 2002.
The piqueteros continued to demonstrate in the streets calling for food supplies and income
transfers. Furthermore, middle-class anger worsened as their bonds lost value due to
“pesification” (ECLAC, 2003a:133-134).

Even though a provisional agreement with the IMF was issued in early 2003, the
government did not have fresh funds from the IMF as it rejected more conditionalities and
interest payments on debts. The Duhalde government sought to appease social protests by
launching the Mesa de Dialogo proposed by the Church and the United Nations Development
Programme (UNDP) representatives. The proposal included issues related to labour policy,
production, education and health, delivering an agenda to tackle unemployment, support
productive sectors and promote formal employment (Uranga, Pagina/12, 1 March 2002). In
2003, Néstor Kirchner, a little-known Peronist governor from Santa Cruz, was elected
president. Kirchner criticised the decade of neoliberal policies and campaigned on a centre-

left, progressive and neo-Keynesian platform (Levitsky and Murillo, 2003).

3.4. Conclusion

It was argued in this chapter that free market fundamentalism in Argentina created
social and economic dislocations which culminated in the financial crisis of 2001/2002.
Argentina’s neoliberal reforms conformed to the orthodoxy of distrust in statism and politics.
The crisis exposed Argentina to unfettered liberalisation, privatisation and deregulation, not
only exposing it to external shocks but also creating huge dislocations in local production and
the social fabric. The following chapters will analyse responses to the crisis in four areas:
financial regulation, trade policy, investment policy and labour market policy and will examine
to what extent Argentina’s policy responses form a coherent shift from neoliberalism to neo-

developmentalism.
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CHAPTER 4. FINANCIAL POLICY RESPONSES BETWEEN 2002 AND 2007

The financial crisis of 2001/2002, accompanied by devaluation of the peso, banking
collapse and debt default in Argentina, led to a rethinking of the desirability of unfettered
financial deregulation and liberalisation. Scholars argued that Argentina’s post-crisis political
economy was characterised by a distinct departure from neoliberalism (Grugel and Riggirozzi,
2007; Riggirozzi, 2009). | argue that post-neoliberalism in Argentina was more nuanced. The
Duhalde and Kirchner governments did not reject the efficiency of markets or the establishment
of a liberal and sound macro-economic environment to achieve credibility and enable private
entrepreneurs to gain access to global capital and technology. There was re-activation of the
state's regulatory mechanisms, albeit in a different manner than old developmentalism, to
function under a globalised market activity. Meanwhile, the financial crisis of 2001/2002 in
Argentina showed that stateless markets can lead to huge social and economic dislocations
under unregulated global financial markets. Hence, albeit not rejecting efficiency of markets
to garner benefits of capital mobility, the financial volatility led to re-empowering of the state
to achieve more flexible, heterodox and locally viable strategies, rethinking costs associated
with the financial globalisation. A new developmentalism was observed that sought to claim
sovereign right to protect from volatile speculative capital flows and to gain a degree of
flexibility in local policy-making in order to promote industrial competitiveness and domestic
consumption. However, Argentina’s political economy continued to be conditioned by external
constraints of globally mobile capital and debt management structures in global financial
markets which pressurised monetary and fiscal autonomy. The chapter will be divided into two
sections. The first part will evaluate the nature of neoliberal financial policy during the Menem
administration (1989-1999) and the De la Ria government (1999-2001). The second part will
explore the responses to the financial crisis of 2001/2002 during the Duhalde and Kirchner
governments and will analyse to what extent they constitute a coherent shift from neoliberalism

to new developmentalism. Finally, a conclusion will be presented.
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4.1. Convertibility Plan and Financial Deregulation in Argentina (1989-2001)

Neoliberal ideology rests on pessimism about tenets of Keynesian and developmental
state intervention to promote consumption, employment, and investment through expansive
fiscal and monetary policy (Biersteker, 1990:16). Neoliberalism privileges monetarism based
on a strict control of the money supply over fiscal demand management, seeking to depoliticise
state intervention in the economy. As a result, price stability is favoured over political and
social principles supporting creation of economic growth and full employment (Gamble, 2001;
Phillips, 2004:60; Taylor, 2009:30). Neoliberalism is not only preoccupied with reforming the
domestic sphere as it was driven by economic transformations in the global economy. It
promotes liberalisation of global financial capital from its fixed positions. It depends on the
establishment of hegemony of mobile finance over fixed productive capital (Payne and
Phillips, 2010:93). Neoliberalism was, hence, established based on the costs and benefits of
capital mobility. Expansionary monetary and fiscal management was seen to raise costs of
capital and lead to capital flight and devaluationary expectations (Phillips, 2004:61-62). At the
same time, neoliberalism rested on the ideological assumption that capital mobility responds
in a rational manner. Accordingly, instead of the state, freeing markets and sound money would
be adequate to attract capital flows which would lead to automatic benefits such as reductions
in the cost of borrowing, alongside increases in domestic savings and international reserves.
Strict control of the money supply, fiscal discipline and a stable exchange rate (fully floating
or fixed) were deemed essential to attract capital flows and achieve confidence (Edwards et al.,
2003:32; Soederberg, 2001:455). Financial liberalisation and deregulation of the domestic
financial system was an important aspect of the neoliberal agenda. Along with opening up to
private capital flows, deregulation of interest rates was foreseen in the hope of allowing interest
rates to adjust to global interest rates and lower costs of capital (Thomas-Bulmer, 1996:12).
This restructuring entailed deregulation of the domestic financial system via elimination of
direct credit allocation, allowing foreign bank entry and ownership, and reducing capital
reserve requirements (Edwards, 1995:208).

As elsewhere in Latin America, Argentina liberalised and deregulated its financial
system and adopted exchange rate stabilisation to gain the confidence of foreign investors.
Though hyperinflationary crises, high deficits and IMF conditionalities were important factors
that constrained policy options, high liquidity, low interest rates and availability of credit in

global markets fed into an optimistic environment in the early 1990s (Stallings and Studart,
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2002:14). Although neoliberals see capital flows as virtuous, the dangers of short-term capital
flows are well known. While capital inflows foster capital and technology, equity portfolio
investment and bank loans are speculative, short-term and pose challenges for domestic
financial systems. Short-term capital flows seek to profit from currency appreciations and
interest rate differentials. Short-term capital flows further lead to increases in exchange rates,
stock prices and interest rates, attracting more flows of short term capital. Short-term capital is
speculative and volatile, seeking gains during boom periods that may be easily reversed when
a sudden change occurs to investors’ expectations due to macro-economic imperfections. For
instance, increasing foreign indebtedness may change expectations if the country does not have
adequate reserves (ECLAC, 2002a:71). Furthermore, financial speculation increases costs for
investment while undermining the industrial competitiveness. This feeds into increasing
dependence on short-term capital to finance current account deficits and foreign indebtedness;
this in turn triggers capital flight and speculation on the local currency and leads to loss of
reserves. The absence of regulatory mechanisms makes capital flows even more destabilising.
Fixed exchange rate and financial deregulation attracts more short-term capital seeking
financial gains (ECLAC, 2002a:65-70; Schamis, 2002:84).

The Convertibility Plan established in 1991, which pegged the peso to the dollar and
removed discretion over fiscal and monetary policy, was the key to price stabilisation and
financial deregulation in Argentina (Phillips, 2004:67; Stallings and Studart, 2002). Argentina
became one of best-known cases of orthodox neoliberalism in the 1990s, mainly because of its
dismantling previous political and social settings and establishment of free markets as the key
mechanism to access mobile capital and signal confidence. As Pastor and Wise (1999a) pointed
out, the states interference was limited to maintain the exchange rate. The Convertibility Plan
depended on the role of the Central Bank as a currency board, with its monetary base
(commercial bank reserves in the Central Bank) fully backed by international foreign exchange
reserves. Accordingly, the monetary base would be determined by flows of capital and fully
adjusted to the increase and decrease in foreign exchange reserves (Dominguez and Tesar,
2007:300). As Starr (1997) argued, a currency board is a quick solution to control inflation and
respond to investor expectations by leaving the money supply and control of the monetary base
at the discretion of mobile capital. Furthermore, by removing the issuance of money, currency
board signals a commitment to fiscal discipline, again to attract foreign investors (Starr,
1997:88). Furthermore, to prevent expansion of the money supply, the Menem government

implemented conversion of time deposits into dollar denominated bonds, allowing the Central
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Bank to finance itself through the domestic financial system (Starr, 1997:91). Further
deregulation of the domestic financial system was implemented through reduction of capital
reserve requirements, retreating from direct allocation of credit and adjustment of interest rates
to international interest rates so as to attract flows of capital. In 1991, taxes on transfers of
securities were removed, and there was an exemption of stocks, bonds, and securities from
income tax (Edwards, 1995:209).

A pegged currency in a positive international environment successfully attracted capital
flows. With favourable international interest rates, Argentina's higher interest rates allowed for
gains and attracted capital flows, leading to substantial amounts of foreign exchange reserves
and a recovery from capital flight (Starr, 1997:92). As capital flew to the domestic economy
and the monetary supply expanded, Menem supported this process through a reduction of
reserve requirements, stimulating further expansion of the money supply and credit (Starr,
1997:94). A stabilising peso further increased confidence and enabled increasing productivity
and exports through technology transfer. Furthermore, flows of capital enabled the government

to finance a current account deficit and foreign debt (Starr, 1997:94).

However, Argentina’s currency board had vulnerabilities. Removing the role of the
exchange rate meant discarding monetary and fiscal flexibility. As a result, its quick success
was dependent on its rigidity, with the monetary base and liquidity having to be backed by
foreign exchange reserves that depended on capital flows. When the capital flows dried up, the
monetary and fiscal policy had to be contractionary, as the supply of money was dependent on
the expansion of foreign exchange reserves and the lender of the last resort role of the Central
Bank was restricted. The currency board is highly vulnerable to changes in investors’
expectations, which may easily switch focus towards more profitable economies. Furthermore,
a currency board constrains the possibility of devaluation which is central to the maintenance
of credibility and price stability, meaning that any change in currency would threaten
credibility and lead to volatility (Starr, 1997:90). In the Argentine case, this rigidity was more
nuanced as devaluation was prevented by the Convertibility Plan. Furthermore, mobile capital
and investor expectations played a role in constraining policy alternatives. In 1992, Menem
attempted to reduce a growing trade deficit by raising tariffs and providing export subsidies,
but this was received as a signal of devaluation and led interest rates to rise and capital to exit
(Starr, 1997:95). Financial deregulation and the rigidity of a currency board limited domestic
influence on the domestic financial system and exposed the banking system to external
volatility (Fanelli and Frenkel, 1999; Pastor and Wise, 1999a:37). By 1994, 60 per cent of
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time deposits and 50 per cent of loans were issued in dollars (Dominguez and Tesar, 2007:300).
Furthermore, as the currency board limited the ability to issue debt in pesos, the debt was

denominated dollars (Dominguez and Tesar, 2007:314).

Meanwhile, the currency board was established at the expense of competitiveness. In
Argentina, inflation was much higher than the US, which was reflected in price increases of 45
per cent in 1993 and 50 per cent in 1994. This price increase reduced its competitiveness as the
peso appreciated constantly against dollar (Starr, 1997:95). However, Menem's strategy was
based on reducing inflation by allowing appreciation of the peso to provide cheap imports for
technology upgrades and stimulate domestic financial expansion (Phillips, 2004:67; Starr,
1997:96). Its orthodoxy prioritised the financial sector, which led to increasing speculative
activities and financial gains from high interest rates and appreciated currency at the expense
of industrial competitiveness and employment creation. This orthodox strategy then
contributed to allowing the currency to appreciate, which led to investment in more profitable
short-term portfolio equity, raising costs of borrowing for productive capital (Teichman,
2002:497). Furthermore, currency appreciation heightened dependence on external markets to
finance current account deficits and debt (Fanelli and Frenkel, 1999:60, Phillips, 2004:69).

The Mexican crisis revealed Argentina's vulnerabilities especially in the case of the
banking sector given the rigid design of the currency board. The crisis exposed the banking
sector to outflows of deposits and a run on dollar accounts (Dominguez and Tesar, 2007:307).
Under the limits of the currency board, the Menem government responded by lowering reserve
requirements on dollar and peso deposits to support banking liquidity. With monetary
inflexibility, the Central Bank did not have adequate options to manage the destabilising effects
of capital outflows as its lender of last resort was restricted by the currency board (De la Torre
etal., 2002:1). The government had to opt for lowering capital requirements and raising interest
rates to maintain capital, which fed into increasing speculation and capital flight. Furthermore,
the government’s response of injecting dollar bonds to provide liquidity heightened currency
mismatches in the banking system and led the Central Bank to lose foreign exchange reserves
(Schamis, 2002:84; Stallings and Studart, 2002:15). International reserves declined from 15.5
million USD in 1993 to 13.7 million USD in 1995. Net portfolio equity inflows dropped from
4.2 million USD in 1994 to 1.5 million USD in 1995 and 867, 340 USD in 1996 (World Bank,
2015). The IMF and Inter-American development Bank provided funds to strengthen
international reserves. Accompanied by appreciation of the Brazilian real, these measures were

able to recover flows of bonds and FDI. Liquidity continued to expand and credibility was
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recovered (Dominguez and Tesar, 2007:308-309; Galiani et al., 2003:132). Furthermore, the
Menem government increased capital requirements and the ratio of short term flows to M2 was
lowered (ECLAC, 2002a:72). International reserves recovered increasing to 19.7 million USD
in 1996 and 22.4 million USD in 1997 and net portfolio equity inflows recovered reaching 2.3
million USD in 1997 (ECLAC, 2002b).

Although Argentina recovered quickly from the destabilising effects of the Mexican
crisis, a series of external shocks in the late 1990s heightened Argentina’s domestic
vulnerabilities vis-a-vis currency appreciation, foreign indebtedness, current account and fiscal
deficits, and rigidity of Convertibility which culminated in the financial crisis of 2001/2002
(Torre et al., 2002:1). After the Asian financial crisis of 1997 and the Russian financial crisis
of 1998, the region was exposed to a new perception of sovereign risk by investors, capital
outflows and uncertainties on the stock exchange (ECLAC, 1999a:38-53). A rise in interest
rates and currency fluctuations deepened overvaluation and current account deficits, increasing
foreign indebtedness with higher costs in Argentina (Carranza, 2005:71-72; Vilas, 2006:165).
Appreciation of the dollar, stagnant growth in Argentina’s main trade partner Brazil and
devaluation of the Brazilian real in 1999 hit Argentine exports and the real economy. Brazilian
devaluation induced an overheating of Argentine bonds and led to an increase in short-term
flows and portfolio equity investments (Galiani et al., 2003:132-133). Brazilian devaluation in
1999 was the turning point for Argentina as its export competitiveness was tied to Brazil (Pastor
and Wise, 2001:63). In this context, stability vis-a-vis the dollar did not help much as
Argentina’s exports were mainly oriented towards Brazil and Europe rather than the US. This
created an important imbalance in dollar-peso parity since Brazilian and European currencies
were also affected by any change in the dollar’s value. As a result, the real effective exchange
rate (RER), which is measured on the basis of tradable prices, was exposed to overvaluation
throughout the decade. The currency appreciated by more than 75 per cent between 1990 an