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Abstract. Four core features of capitalism in Latin America structure business access to
essential inputs of capital, technology, and labor: 1) diversified conglomerates, 2) multinational
corporations (MNCs), 3) low-skilled labor, and 4) atomistic labor relations. Overall non-market
institutions are more important in organizing capital and technology while markets predominate in
allocating labor and skills. Important complementarities exist among these features especially the
symbiosis between MNCs and diversified conglomerates, as well as mutually reinforcing
tendencies between these forms of corporate governance and general underinvestment in skills
and in well mediated employment relations. The core features are embedded in, and sustained by,
other historical and contextual factors including dependence on commodity exports, shallow
capital markets, economic and political volatility, weak and interventionist states, and deep ethnic
and class divisions. A comparative institutional approach has several advantages over other
theoretical perspectives and helps explain the strong growth performance in the region during
import substituting industrialization (1SI) as well as the anemic response to market reforms.



|. Introduction?

This paper draws on a comparative institutional or ‘varieties of capitalisn' approach to
identify core features of capitalismin Latin America? The comparative ingtitutional analysis of
different kinds of capitalism has been elaborated recently most extensively for OECD countries.
Although this approach has along tradition in Latin America, it has been semi-dormant in recent
years. Beyond reviving this tradition, a comparative institutional perspective brings several
innovations to the study of contemporary Latin American political economy. Most importantly it
incorporates labor relations and worker training into analyses of overall capitalist coordination; it
shifts attention from states to firms; and it directs the empirical focus away from recent policy
changes toward enduring, underlying institutional features of capitalismin the region.

The study of distinctive forms of capitalismin Latin America went through several stages
over past decades, before dipping down the list of research priorities. Early analyses began with
the assumption that entrepreneurs drove capitalist development, studied the behavior and attitudes
of Latin American capitalists, and usually concluded that business people were insufficiently
entrepreneurial (see for example Lauterbach 1965). In the 1960s and 1970s this perspective that
focused on individuals in a domestic setting was supplanted by an approach that started with
structures in the international economy, namely dependency theory. Here the problem with Latin
American capitalism was that it was dependent, externally constrained, and lacked internal

dynamism (Cardoso 1979; Evans 1979). By the 1970s and 1980s, the analysis of Latin American

1| amindebted to David Soskice for early conversations on education and training in Latin
America. | am grateful to the Searle Foundation for financial support and to Barbara Murphy for
research assistance.

2 The current broad currency of the ‘varieties of capitalism’ approach owes much to the
popularity of the eponymous volume edited by Peter Hall and David Soskice (2001). However,
the comparative institutional analysis of capitalism has along intellectual pedigree that includes,
on developed countries, at least Gerschenkron (1962), Shonfield (1965), Katzenstein (1978),
Zysman (1983), and Piore and Sabel (1984), and on developing countries Leff (1978), Cardoso
and Faletto (1979), Evans (1979; 1995) (1979; 1995), Amsden (1989), Huber (2002), and Guillén
(2001).
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capitalism shifted again mostly toward the analysis of the state and patterns of state intervention
(Evans 1995; Schneider 1999; Bresser-Pereira 1996).

These successive literatures highlighted major aspects of capitalism in Latin America but
also left important gaps. First, they had little to say about distinctive forms of corporate
governance in domestic firms. We know a good deal about the political activities of domestic
business, and its relations with government and MNCs, but much less about how local capitalists
built and organized their firms.®> Second, and similarly, the large literature on organized labor
illuminates more of itsrole in politics than in collective bargaining and firm-level intermediation.
Lastly, the study of worker skills, education, and training has been largely left to a small group of
policy experts, and the small literature on skillsis rarely incorporated into general discussions of
the performance of Latin American capitalism overall. The ‘varieties of capitalism’ approach
directs attention precisely to these neglected areas.

The ‘varieties' approach starts with the firm, which in some ways seemsto hark back to
the narrow perspective adopted in research on Latin American business in the 1960s. However,
the focusis on the firm and its strategic interactions with its environment, and in Latin America
the international economy and the state dominate this environment. Even from afirm’s-eye view
the state rarely disappears; states mediate many key relations -- with creditors, unions, and MNCs,
for example -- and regulate many markets. Nonetheless, afirm’'s-eye view of the world is useful
both as a corrective to other perspectives that either deduce firm behavior or treat it as secondary
and mechanically reactive to other forces. And, in practice, what has emerged in developing
countries in the wake of market-oriented reforms of the 1980s and 1990s is neither state-led nor
market-led development but rather business-led development.

A main goal in the ‘varieties of capitalism’ perspective is to identify complementarities
among institutions. For Hall and Soskice extensive vocational training in “coordinated market

3 Nothing like the extensive subdiscipline of business history in developed countries exists in
Latin America. What little historical material there is on individual businesses and business people
comes aimost exclusively from journalists.
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economies’ (CMEs) like Germany and Japan combine with and complement *patient’ capital and
long-term employment relations to create an environment propitious for innovation in production
processes and applied technology. Looser market relations and short-term employment in “liberal
market economies’ (LMES) like the United States and Great Britain coupled with easy accessto
stock markets favor smaller start-up firms and an environment conducive to basic science and
product innovation. Assessing possible complementaritiesin Latin America promises new insights
into the analysis of past economic performance and contemporary policy prescriptions.

The next section examines four core features of capitalism in Latin Americathat stand out
in comparison to other countries. Section 111 considers complementarities among these features
especially the symbiosis between MNCs and diversified conglomerates, as well as mutually
reinforcing tendencies between these forms of corporate governance and general underinvestment
in skills and in well mediated employment relations. Section IV takes a step back to look at
historical and contextual factors that strengthened the core features. dependence on commodity
exports, shallow capital markets, economic and political volatility, weak and interventionist states,
and deep ethnic and class divisions. Section V briefly considers some variations or subvarieties of
capitalism within Latin America and contrasts Latin Americawith East Asia. Sections VI and VI
conclude by considering the analytic advantages of the comparative institutional approach as well
as implications of this semi articulated variety of capitalism for understanding development

performance during ISl and the anemic economic response to market reforms.

1. CoreFeaturesof Capitalism in Latin America
This section describes four enduring features of corporate governance and the
organization of production in Latin America: diversified conglomerates, MNCs, atomistic labor

and employee relations, and low-skilled labor.* Compared to other varieties of capitalism these

4 These four features cover much of the same ground that Hall and Soskice examine in their five
spheres of strategic relationships: 1) industrial relations; 2) vocational education and training; 3)
corporate governance; 4) inter-firm relations; and 5) employee relations.
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four features provide for greater institutional, non-market organization of access to finance and
technology than in LMES, but rely on the labor side primarily on market mechanisms. This hybrid
mix makes capitalism in Latin America partially coordinated or semi-articulated.®

1. Multisectoral conglomeration. This core institutional feature of capitalism in the region

iswidely recognized but rarely investigated. In Latin Americathe range of diversification in large
domestic firmsis very wide; conglomerate subsidiaries regularly have no market or technological
relation to one another. While horizontal (e.g., Proctor & Gamble), vertical (Ford historicaly), or
technological (General Electric and Sony) conglomeration was common in the United States and
other OECD countries, conglomerates in later industrializing Latin America (and East Asia, as
considered later) typically entered a wide range of unrelated sectors and activities. In contrast to
stand-alone firms, conglomerates internalize capital markets, especially if some of the subsidiaries
are in finance, and sometimes labor markets as well.

Comparable data are scarce, but available estimates give consistent indications of the
pervasiveness of diversification and conglomeration among large domestic firms.® For example,

-- in Mexico by the 1980s there were 121 magjor diversified grupos (Camp 1989, 174).
Mexican banks played a central role in conglomeration and most major grupos had a
financial arm. By the mid 1990s the 59 largest grupos accounted for 15 percent of GDP
(Amsden 2001, 231, citing Garrido).

-- in Colombia the four largest grupos (accounting for 20 percent of GDP) controlled 278
firms in 1998 and had minority holdings in other firms (Rettberg 2000, Chapter 3, p. 16).

5 Hall and Soskice note that France, Italy, Spain, Portugal, Greece, and Turkey do not cluster
with either LMEs or CMEs and may constitute a separate “Mediterranean” variety characterized
by “capacities for non-market coordination in the sphere of corporate finance but more liberal
arrangements in the sphere of labor relations’ (2001, 21). If smilar patterns of assymetrical
coordination predominate in Latin America and other regions, then this residual variety may be a
broader generic feature of late industrialization. Identifying subvarieties in this category may turn
on differences in non-market institutions for coordinating access to capital and technology.

¢ Diverdfication has a long tradition and was often common among smaller firms. From early in
the 20th century (and unlike their counterparts in earlier industrializing countries) large
agriculturists invested in urban enterprises in services, finance, and emerging industry. Thiswas
especially common in the grain and coffee economies of Argentina, Chile, Colombia, and Brazil
(Palomino 1987, 43-45; Polit 1968, 399-400; Zeitlin and Ratcliff 1988; Thorp and Durand 1997).



