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Abstract

Not unlike the emergence of Bill Clinton and Tony Blair�s third-way politics in the 1990s,

economic centrism has become en vogue throughout much of the developing world. Perhaps, this

trend is even more surprising in these regions, however, where widespread inequality and poverty

typically translate into strong popular pressures for government spending. In this paper, I

evaluate the role of technocratic economic advisors on political choices in Latin America, claiming

that economic shocks have a transformative e¤ect on macroeconomic policy. In countries plagued

by a history of economic crises, I argue that presidential advisers brandishing advanced economic

credentials often gain in�uence in policy circles, making �scal discipline more likely. To test these

expectations, I constructed an original data index, called the Index of Economic Advisers, that

characterizes the education and professional credentials of economic ministers. My large-N cross-

national test from 1960-2009 �nds that severe crises tend to professionalize presidential economic

teams, who are then more likely to improve their government�s budget balances.
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Introduction

When President William Je¤erson Clinton delivered his fourth State of the Union address on

January 23, 1996, he surprisingly declared �the era of big government [was] over.�By accepting

such conservative market assertions about government, the U.S. President broke with many

Democratic Party ideals. Some hailed the emergence of third way politics in the United States to

be a reaction to the �scally conservative Contract for America, the emblem of the Republicans�

mid-term election victory. Others pointed to the global market�s growing in�uence in daily

political and social life. Clinton�s key political strategist, James Carville, humorously lamented

about the power of bond markets in a 1993 Wall Street Journal article: �I used to think if there

was reincarnation, I wanted to come back as the president or the pope or a .400 baseball hitter.

But now I want to come back as the bond market. You can intimidate everybody.�Yet perhaps

Bob Woodward, in his book entitled Maestro: Greenspan�s Fed and the American Boom o¤ers

the most telling account of Clinton�s centrist strategy. Conservative economic advisors, including

Alan Greenspan and Robert E. Rubin� the former head of Goldman, Sachs & Co.� convinced

Clinton of the political and economic merits of balancing the budget.

Do we observe a similar phenomenon in developing countries? Not unlike the emergence of

Bill Clinton and Tony Blair�s third-way politics in the 1990s, economic centrism has become en

vogue in many part of the developing world. Perhaps, austerity politics is even more surprising in

these regions, however, where widespread inequality and poverty typically translate into strong

popular pressures for government spending. Seeking the middle ground between left and right,

Lech Walesa, Fernando Henrique Cardoso and Boris Yeltsin all embraced free market orthodoxy.

Even the iconoclast Hugo Chavez resembled a third way candidate during the 1998 Venezuelan

presidential campaign. Reminiscent of James Carville�s awe of bond markets, �nancial glob-

alization is often one common explanation for Latin America�s rightward shift. For instance,

former Argentine Central Bank Governor Javier González-Fraga bemoans that markets compel

governments to take such draconian policy initiatives that they �can give you cancer and cost

you your life.�Are Carville and Fraga correct? Are policy choices simply a product of external

pressures? Alternatively, when might politicians pro-actively opt for orthodoxy?

Austere macroeconomic policies are typically associated with right-leaning parties. In fact,
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the political economy literature traditionally divides domestic politics in the developed world

into two camps.2 Right-leaning politicians should use restrictive economic policies to provide

a low in�ation environment to businesses constituencies even if it means fewer jobs and lower

growth. By contrast, left-leaning politicians are expected to win favor with middle class and

working families by using expansive policies to foster more jobs and higher growth even if its

breeds higher in�ation.3 Do we �nd a similar ideological divide in the developing world?

In this article, I explore this question by examining economic policymaking in Latin Amer-

ica, a region where scholars have identi�ed broad partisan and ideological swings, including the

emergence and decay of a neoliberal consensus. In fact, a rich scholarship �nds that the tra-

ditional left initially helped facilitate the adoption of neoliberal reforms,4 before �nancial and

economic volatility opened the door to a resurgence of statist and nationalist policies.5

In light of this pattern, might economic policy approaches simply ebb and �ow with the rise

and fall of neoliberalism? For instance, the di¤usion literature suggests that a social construction

of laissez-faire capitalism disseminated throughout the globe via Western diplomacy, multilateral

institutions, and an Americanized global economics profession during the 1980s and 1990s.6

Di¤usion theorists astutely identify an important global and regional pattern. Neoliberal

ideas certainly prevailed in many Latin American countries during the latter part of the 20th

century. But, why did some countries like Venezuela vehemently reject these ideas, notwith-

standing these external pressures? Similarly, what accounts for the resilience of market-centered

approaches to macroeconomic policy in Chile and Brazil long after the supposed decline of neolib-

eralism in Latin America? Even in Bolivia, a country well-known for its rebu¤of the Washington

Consensus, their EconomyMinister Luis Alberto Arce often sounds like an IMF poster child when

touting the importance of "recurring budget surpluses, a prudent �scal attitude...responsible �s-

cal management" and "defeating in�ation" to the country�s current economic model.7 Why, in

other words, is the di¤usion wave so choppy?

2Hibbs 1977; Alesina 1987; Alesina and Rosenthal 1995; Bartels 2008.
3This literature assumes the classic short-run trade-o¤ between in�ation and unemployment, known as the

Phillips curve. The Phillips curve is named after the British economist A.W. Phillips, who in 1958 observed a
negative relationship between in�ation and unemployment rates.

4Roberts 1998; Murillo 2001; Stokes 2001b; Levitsky 2003; Bruhn 2004; Murillo and Martinez-Gallardo 2007.
5Roberts 2012.
6Hall 1993; Babb 2001.
7Luis Arce�s remarks to World Bank�s 2010 Americas Conference in Miami on September 14, 2010.
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In this paper, I claim macroeconomic policy choices are often the product of historical lega-

cies. If national policies appear similar at times, it is because governments are responding to

common problems. In the world of Darwin, for instance, genes propagate in advantageous envi-

ronments. Similarly, in the world of economic ideas, I expect that policy prescriptions prosper

and survive under favorable conditions.

How do these policy ideas gain a foothold among political elites? Scholars have found that

memory-based judgements often guide decision makers,8 and that most notably, major historical

events often leave the greatest impression.9 In the realm of economic policy, for instance,

economic crises often breed high risk aversion that persists even during periods of stability.10

Hence, in Latin America �a region where hyperin�ation led to a near-breakdown in the political

and social order �I anticipate that these in�ation shocks cast a long shadow over policy making,

permanently imprinting the national psyche.

In the wake of these traumatic events, Latin American presidents gravitated away from

highly interventionist policies that were blamed for the crisis. In in�ation-scarred countries,

they instead became more likely to appoint technocratic advisers who were trained in a con-

temporary macroeconomics profession that advocated for controlling in�ation through budget

discipline.11 By contrast, those advisers that either lacked such credentials, or advocated for

highly interventionist �scal policies, became more likely to govern in countries that never expe-

rienced in�ationary shocks.

This article unfolds as follows. The next section contains the main theoretical contribution;

here I explain why and how politicians come to prioritize economic discipline. I claim that a

history of in�ation crises cultivates risk-aversion, prompting politicians from across the political

spectrum to appoint professionally trained technocrats who implement �scal austerity. I then

present detailed case study evidence that supports this explanation for the post-crisis profession-

alization of presidential economic teams. The next section provides a statistical test of the same

theoretical intuition. Employing an originally constructed data index, the Index of Economic

8Weber et al. 1993; Hertwig et al. 2004; Weber et al. 2004.
9Jervis 1976, Khong 1992, Levy 1994, Kaplan 2013;
10See Kaplan 2013.
11Compared to Kaplan�s (2013) emphasis on how structural economic factors shaped policymaking preferences,

this paper seeks to more deeply develop the role of agency in policymaking by examining how technocratic advisors
systematically a¤ect political choices.
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Advisors,12 I test whether crises lead to more technocrats serving in presidential cabinets, and

if so, whether technocrats tend to be more �scally conservative. Finally, I close the paper by

discussing the broader implications of the study for academic and policy debates.

How In�ationary Crises Transformed Economic Policymaking

In theoretical physics, scientists had long thought that gravity slows down the initial burst

of cosmic expansion, known as the Big Bang. Recently, however, scientists surprisingly discov-

ered the universe is instead accelerating at an expanding rate. Why? Dark energy, or a repulsive

energy that �lls the time-space continuum, propels the universe forward notwithstanding grav-

itational forces. Similarly in macroeconomics, when governments fund massive budget de�cits

by "printing money," or tapping central bank �nancing, they risk unleashing a catalytic energy

known as hyperin�ation.13 Prices increase at an accelerating rate, moving beyond their gravita-

tional bounds, fueled by a vicious cycle of ballooning government de�cits and booming money

supply growth. This in�ationary inertia deals a fatal blow to economic growth, employment,

and wages, forever leaving their mark on political hearts and minds.

Imagine life under hyperin�ation. Before work on Monday morning, you go to Romeo and

Cesare�s local convenience store to purchase a loaf of bread. After seeing the clerk type its $5

price tag into the register, you balk. Perhaps, you could buy it more cheaply at the supermarket.

You withhold your purchase knowing that you will pass a supermarket during your walk home

from work. When you enter the supermarket later that afternoon, you notice that the price

of bread has spiked to $7. Dismayed at the gumption of large retail merchants, you deem this

price too lofty for a mere loaf of bread. You vow to instead return to your neighborhood store.

When you arrive at Romeo and Cesare�s store a speedy 30 minutes later, the price is no longer

$5�not even $7�but rather, a shocking $10. You walk out of the store. You decide to wait until

tomorrow. Perhaps, with a restful night�s sleep, Romeo and Cesare will return to their senses.

Amazingly, the sun had only risen once by Tuesday morning, but the bread price rose three

12The Index of Economic Advisors characterizes the education credentials, the previous employment, and
partisan a¢ liation of �nance ministers and central bank presidents throughout Latin America during the last half
century. For more details regarding its construction, please see the appendix.

13Hyperin�ation popularly refers to monthly price increases exceeding twenty percent, though it is has been
more strictly classi�ed as monthly in�ation over �fty percent (Cagan, 1956).
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times to $15. A simple mix of butter, �our, water, sugar and yeast tripled in price within 24

hours! In a little more than a week, the price shoots yet another 10 times higher.14

Unfortunately, during their democratic transitions, many developing countries were in�icted

by this once rare scenario. From Argentina and Brazil to Bulgaria and Ukraine, citizens learned

about the indelible consequences of hyperin�ation. An in�ationary spiral not only undermines

rational economic behavior, but also the basic economic order. Intensifying a country�s troubles,

economic chaos often quickly spirals into political chaos. The price system�s rupture inevitably

catalyzes political turnover,15 and in many cases, even spurs a breakdown of political order,

catapulting society into a Hobbesian world where protests, rioting, looting, and deaths became

commonplace.16

Many developing countries are haunted by severe economic crises that have dismantled their

political and social stability. Learning from these struggles, political leaders have internalized the

costs of macroeconomic mismanagement, creating a governance consensus in favor of economic

discipline. Notwithstanding the return of a visible government hand in certain economic sectors

from Argentine oil to Bolivian natural gas, I claim that the invisible hand continues to guide

macroeconomic policy throughout much of the region.

Economic Risk-Aversion: Political Choices Beyond Hard Times

Such �scal discipline is certainly a reasonable response to severe crises, but if my expecta-

tions are correct, what accounts for the resilience of this governing consensus over time? Why

would such past economic lessons cast such a long-shadow over economic policymaking? Why

wouldn�t they fade with time?

Informed by the psychology literature on choices under risk and uncertainty,17 we know that

decisions often re�ect both descriptive and experiential information. Both types of information

help improve Bayesian reasoning; however, experiential information has a disproportionate in-

�uence on people�s choices. In other words, people place greater weight on personal judgements

14This anecdote is based on conversations with Argentine citizens about the rigors of living with hyperin�ation.
15Remmer (1991) �nds that high in�ation helps explain incumbent vote loss. Similarly, Stokes (2001) shows

that under in�ationary conditions candidates favoring growth over in�ation stabilization are less likely to be
elected.

16For example, following the May 1989 Argentine elections, the New York Times reported that 15 people died
in riots and looting touched o¤ by rising prices.

17Weber, et. al., 1993; Weber et. al. 2004; Hertwig et. al., 2004.
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than second-hand information from newspapers, books, or the internet. For example, drivers

familiar with a town are likely to ignore the electronic bellows of their GPS computer.

Ironically, when people rely on their own experiences, they tend to often miscalculate the

variance of the true population. They underestimate the likelihood of experiencing a personal

trauma like an automobile accident. Fascinatingly, however, once people experience a crisis,

they overestimate its likelihood, fretting about its recurrence.18 For example, teenagers with

collision-free histories often possess a sense of invulnerability. Their driving moves are often

reminiscent of Bo and Luke Duke. In the wake of an accident, however, invulnerability can

quickly transform into trepidation. Teenagers are more likely to heed the lessons of cautious

driving if they crash their car than if they watch an afterschool television special.

These �ndings readily translate to the policy world, where I claim that policymakers craft

economic solutions through the lens of their own macroeconomic histories. Politicians are not

necessarily the shrewd operators envisioned by standard risk preference models.19 Instead,

they are often restless, passionate people that are motivated by their �animal spirits.� Indeed,

economic decision makers do not weigh all experiences and events uniformly. Rather, some

historical experiences are more transformative than others, leaving a strong imprint on the

world views of political elites.

Economic crises are often some of the most salient experiences. Their political, social, and

economic trauma typically cast a long shadow over elite decision making. After experiencing

severe crises, politicians tend to place a high weight on risk-averse policies that promise to avoid

repeating past horrors.

Historical lessons are not limited to economics. In foreign policy, for instance, scholars have

found that historical analogies are often key elements of military and foreign a¤airs strategies.20

For example, many US presidents formulated their post-World War II military interventions,

using the historical analogy of Munich appeasement.21 In 1950, the Truman administration

anchored its thinking about the Korean peninsula in the Munich agreement.22 Designed by

18 Ibid.
19 I assume that politicians are Bayesian actors, constantly updating views to re�ect new information. In

contrast to standard risk preference models that weigh all historical information equally, however, I argue that
traumatic experiences often have a disproportionate in�uence on decisionmaking.

20Jervis, 1976; Khong, 1992; Levy, 1994.
21Khong, 1992.
22Truman, 1955-1956.
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Great Britain and France (with the US opting for neutrality), the 1938 Munich Agreement

ceded Czechoslovakia�s Sudetenland territory to Germany. Aiming to appease Hitler�s territorial

demands, the strategy opened the door to an eventual Nazi invasion of Czechoslovakia. Rather

than repeat this diplomatic mistake, Truman opted to repel North Korea�s incursion into its

Southern neighbor�s territory. Similarly, in the early 1980s, the Reagan administration anchored

its Cold War policy in the Americas in the same historical metaphor. In Nicaragua, Reagan

supported the contra rebels� e¤orts to overthrow the leftist Sandinista government, labeling

domestic critics of his policy as �appeasers.�23

Returning to the politics of macroeconomic policymaking, the relevant historical analogy

in Latin America is hyperin�ation. In�ationary trauma that ended in a near-breakdown of

the political and social order prompts politicians to place a disproportionate weight on avoiding

another in�ationary crisis. But, why would this economic lesson have staying power, particularly

in a region characterized by historically left-leaning politics?

Similar to the provision of jobs or growth, in�ation also has distributive consequences. Com-

monly known as an �in�ation tax,�when governments choose to fund their de�cits by printing

money, they catalyze in�ation and erode real wages. Functionally, policymakers are transferring

income from citizens to the government. Moreover, economists sometimes dub the in�ation

tax as the �cruelest tax of all�because in�ation hurts the poor relatively more than the rich.

Wealthy individuals are generally sophisticated investors that funnel their earnings into �nan-

cial assets that hedge against in�ation. By contrast, the poor typically keep the majority of

their earnings in cash holdings that are eroded by in�ation. In addition, the poor are often

more reliant on state spending, including income transfers and pensions, that are not indexed to

in�ation.24 Brazil�s President Fernando Henrique Cardoso re�ects upon the saliency of in�ation

politics in Brazil during his administration.

The poor in Brazil were the ones most punished by in�ation. For decades, no one in Brazil

wanted to acknowledge this. It was said that in�ation allowed the government to stimulate

economic growth, and thus generate jobs for the working class. But, this was a myopic cynical

view. In practice, the poor were the only ones who ended up with �stfuls of worthless cash

23Khong, 1992.
24Easterly and Fischer 2001.
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. .. in�ation acted like a regressive tax that made poor people poorer.25

Cardoso�s commentary underscores an important Latin American motif. Following hy-

perin�ation, the politics of macroeconomic governance do not conform to traditional partisan

cleavages. Not only to politicians become more risk-averse �placing a greater weight on in�ation

control even during periods of relative stability26 �but they also obscure their partisan di¤er-

ences. In�ation control was not simply the concern of right-wing politicians hoping to please

businesses and �nanciers. Rather, price stability became a political asset for left-leaning as well

as right-leaning politicians.

In the following pages, I examine the political roots of this in�ation sensitivity within Latin

America. I o¤er detailed case evidence demonstrating how in�ation crises transformed the

composition of presidential cabinets and infused an anti-in�atonary bias in macroeconomic pol-

icymaking that is still present today. In fact, the subsequent statistical tests demonstrate that

this risk-aversion blurs traditional partisan lines, making left-leaning governments as likely as

right-leaning governments to hire professionally-trained economists and balance their budgets.

In�ation Crises and the Technocratic Governing Consensus

I have argued that the roots of Latin America�s longstanding commitment to macroeconomic

orthodoxy stem from the region�s in�ationary crises. But, how did these policy ideas, and

their technocratic agents, gain prominence? To answer this question, let us �rst turn to the

region�s democratic transitions, a period where many political leaders were faced with mounting

redistributive pressures.

To address these pressures, many governments pursued economic programs that have been

collectively dubbed as macroeconomic populism.27 Aiming to redistribute income and spur

industrial development, they heavily intervened in their economies by running large �scal de�cits.

They pursued these unsustainable economic policies during periods when they had little or no

access to capital markets. Faced with a dearth of funding sources, political leaders turned to

25Cardoso 2006.
26By contrast, Weyland (2002) argues that neoliberal reforms re�ect risk-seeking behavior of politicians strug-

gling to survive economic shocks. They hope to exit their domain of losses by rapidly reboosting growth.
27Dornbusch & Edwards 1991; Sachs 1989a; Kaufman and Stallings 1991; Cardoso and Helwege 1992; Sachs

and Larrain 1993; Mankiw 2003.

8



their only other �nancing source: the printing press. The decision to print money� or fund

huge budget de�cits with central bank �nancing� created rampant in�ation, and in some cases,

hyperin�ation that gravely impaired the economy and devastated popular living standards.28

Governments adopted several di¤erent types of economic programs to end this ruthless spiral.

For example, under heterodox programs in Argentina, Brazil, and Peru, politicians used price

and wage controls to tame in�ation, while maintaining expansionary policies.29 These policies

proved to be unsustainable, however, instead prolonging the crisis.

To the extent that hyperin�ation was a crisis with roots in such excessive economic expansion,

it provided a political window of opportunity for macroeconomic policy solutions centered on

price stability. In the wake of many failed heterodox experiments in in�ation control, presidents

and ministers who took an orthodox economic turn remedied the political plague of runaway

in�ation. From Brazil�s real plan to Argentina�s convertibility plan, successful in�ation stabi-

lization translated into political gold. In Brazil, it catapulted a technocrat, Fernando Henrique

Cardoso to rock star fame and the presidency, causing him to quip: "who am I now, Elvis?"30

In Argentina, the success of convertibility propelled Carlos Menem into a second presidential

term, as noted by the plan�s architect, Domingo Cavallo.

"The people su¤ered greatly during the crisis of 89-90, and because Menem successfully

stabilized the economy, ended hyperin�ation, reformed the economy, and recuperated growth,

he reaped the political rewards."31

Those political leaders that governed according to such risk-averse, rather than risk-seeking,

economic principles successfully navigated in�ationary crises. They adopted �scal discipline and

sound monetary policies that lowered in�ation and boosted popular incomes (for instance, Figure

1.1 shows how Cardoso�s �scal adjustment raised Brazilian real wages). Orthodox stabilization

measures proved to be a much safer political choice than expansionary policies that intensi�ed

28Hyperin�ation popularly refers to monthly price increases exceeding twenty percent, though it is has been
more strictly classi�ed as monthly in�ation over �fty percent (Cagan, 1956). Compounded annually, this yields
an in�ation rate of almost 13,000 percent!

29Kiguel and Liviatan 1992; Remmer, 1991.
30Cardoso 2006.
31Author�s Interview with Domingo Cavallo, May 25, 2007 in Buenos Aires, Argentina. Cavallo was Economy

Minister under President Carlos Menem from 1991 until 1996. He served once again as Economy Minister under
President De la Rúa in 2001.
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Figure 1.1: Political Austerity Boosts Brazilian
Incomes & Cardoso's Presidential Candidacy
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in�ationary problems. Their success in curbing in�ation raised the political appeal of risk-averse

stabilization policies throughout the region in countries that were plagued by runaway prices.

Following orthodox reformers� stabilization successes, the economic ministries and central

banks became more technocratic in Latin America. Post-crisis presidents sought out professionally-

trained economists for their cabinets, distancing themselves from the pre-crisis potpourri of

lawyers, public accountants, and even linotypists and linguistics specialists. In Argentina, Brazil,

and Chile, more than three-quarters of the post-crisis presidential cabinets �as measured by the

two primary economic positions (such as �nance minister and central bank president) �were

professionally-trained economists (Figure 1.2).

These economists were schooled in contemporary macroeconomics.32 Their training was

often grounded in a new Keynesian or monetarist approach, but either perspective emphasized

in�ation control. For example, a Keynesian might deem that macroeconomic policy tools are

useful for stabilizing demand shocks, but discourage using these policy levers to craft a temporary

32Contemporary mainstream economics is characterized by a new synthesis, which aims to build a consensus be-
tween new Keynesian and monetarist perspectives, emphasizing in�ation control and business cycle management
through an independent central bank. Traditionally, new Keynesian economics emphasized employing expansion-
ary �scal and monetary policies to o¤set demand shocks, whereas monetarists were more wary of the e¢ cacy of
government intervention, claiming that it creates an in�ationary by-product.
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boom for fear of igniting in�ation expectations. Moreover, both schools of thought emphasized

the importance of prudent �scal management. For those more radical economists that favored

heterodox interventions, featuring wage and price controls, they were largely discredited after

failing to control runaway in�ation.

This new band of technocrats, infused Latin American policy with an anti-in�ation bias.33

In a region characterized by a high concentration of executive power, these ministers were often

given considerable control of economic choices by their sitting presidents. Alejandro Tomás

Foxley, Chile�s �rst �nance minister after its democratic transition, discussed his relationship

with President Aylwin, for instance, in our 2011 interview.

Aylwin was not an economist; he was a traditional lawyer; he was not into the details; he

knew he had a respectable economic team.34

In many in�ation-scarred countries, economic ministers were given similar latitude with

presidential charges ranging from �don�t tell me anything, just do it�35 to �oh, do what you

want.�36 Importantly, however their economic prescriptions stood the test of time not solely

33 I follow in the tradition of other scholars who have emphasized the role of human agency in economic policy
choices (Woods 1995; McNamara 1998).

34Author�s interview with Alejandro Foxley in Washington D.C. on September 29, 2011. Foxley served in
multiple cabinet posts in Chile, �rst as �nance minister to President Patricio Aylwin, then as foreign minister to
President Michelle Bachelet

35Author�s interview with former Economic Minister Juan Sourouille on May 28, 2007 in Buenos Aires, Ar-
gentina.

36Cardoso 2006.
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because of this ministry professionalization, but also because of the tight inner circles that

characterized economic policy communities. Post-crisis governance was often characterized by

a small, group of professional economists that rotated through government and the central

bank presidency. In Argentina, for instance, José Luis Machinea, Domingo Cavallo, Roque

Fernández, and Roberto Lavagna each served on the economic teams for multiple presidential

administrations. Remembering the trauma associated with in�ationary crises, these technocratic

communities built a governing consensus around macroeconomic discipline, which promised to

avoid a repeat of past mistakes. This technocratic consensus also solidi�ed a commitment to

macroeconomic discipline among politicians who hoped good governance would translate to

political rewards. For example, Brazil�s Cardoso, who served �rst as President Itamar Franco�s

�nance minister and later as the nation�s president, discusses how an expanded constituency

favoring low in�ation o¤ered new political gains.

The hope awakened by the Real Plan was the driving force behind my candidacy; it also

provided a bond holding together the multiparty coalition with which I ran and I later

attempted to broaden as president.37

Today, many politicians and economic elites in in�ation-scarred countries continue to believe

that low in�ation is an important economic baseline, if not always the most politically salient

issue. Foxley, who was one of the leading forces in Chilean economic policy throughout the

post-Pinochet years, highlights the lasting imprint of hyperin�ation on Chilean politics.38

People in Chile don�t like in�ation at all, particular lower and middle-class people who are

vulnerable to price increases in food, energy, electricity bills and so on . . . any country

that goes through hyperin�ation, people have a long memory because it shocks them in their

daily lives.39

But does this political perception re�ect voter concerns? In fact, politicians�in�ation wari-

ness is supported by considerable scholarship showing that middle class and poor voters fret

37Mainwaring and Scully 2010.
38Foxley served in the Aylwin cabinet (1990�1994), the Bachelet cabinet (2006�2009), and as a Chilean senator

and member of the Finance Committee from 1998�2006.
39Author�s interview with Alejandro Foxley, September 29, 2011.
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about in�ation. By the 1990s, following severe bouts of in�ation across the globe, the poorest

voters were ranking in�ation as a top national concern in global surveys. Price stability was no

longer solely the concern of right-wing constituencies and business elites. Rather, the public,

including its poorest citizens, had a vested interest in low and stable in�ation.

In a survey conducted by Easterly and Fischer (2000), the poorest citizens in developing

countries had a 9 percent higher probability of mentioning in�ation as a top national concern

than the rich. In its survey of sixteen Latin American countries, the Latinobarómetro demon-

strates steady baseline support for in�ation control between 1995 and 2008 (see Figure 1.3

above). During this period, 25.7 percent of the Latin American adult population believed that

�ghting in�ation was the most important issue for their country.�The popularity of in�ation

control appears to be robust to framing and question wording e¤ects.40 They are corroborated

by a series of World Values Surveys conducted in seven Latin American countries between 1995

and 1997, showing that seventy-�ve percent of respondents believed that �ghting rising prices

was �very important.�By comparison, only forty percent responded a¢ rmatively to the identical

question in four OECD countries during the same period.

In general, these surveys about in�ation attitudes are broadly in line with more recent

�ndings about Latin American public opinion. Baker (2008), for example, uses public opinion

data from eighteen Latin American countries to show that most of the region�s citizens strongly
40See Baker 2008; Sniderman and Theriault 2004.
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support free-market reforms with the exception of privatization.41 Similarly, the Latin American

Public Opinion Project�s 2008 Americas Barometer �nds that Latin Americans rank �in�ation

and high prices�as one of the �ve most serious problems facing their countries out of a list of

more than thirty-�ve issues.

By contrast, in the years before in�ation crises, the political and technocratic merits of

in�ation control were more questionable. In fact, presidential cabinets tended to be far less

populated with professional economists concerned about in�ation. About one- to two-�fths of

economic teams in Argentina, Brazil, and Chile had graduate degrees in economics or business.

Not surprisingly, the historic and current composition of Venezuelan cabinets is quite similar

(Figure 6.2), given that the country has never had a severe in�ation crisis. Only 38 percent of

Venezuelan economic ministers and central bank presidents have been professionally trained in

economics or business. Without in�ation-scars, Latin American publics do not tend to value price

stability either. In the Venezuelan case, even when orthodox reformers entered the policy scene,

the lack of historic price volatility left them incapable of sustaining macroeconomic reforms. For

example, during the second Carlos Andrés Pérez administration, the Venezuelan president hired

a team of skilled economists with credentials from the best universities. At the beginning of its

term, the Pérez team also had extensive discussions with IMF o¢ cials as they negotiated an

IMF extended fund facility and implemented several economic reforms.

However, austerity never gained widespread political acceptance in Venezuela. Pérez at-

tempted to launch a series of Washington Consensus initiatives, known as the �great turnabout,�

to ward o¤ a severe currency crisis in February 1989. Hoping to lure foreign capital amidst oil

market doldrums, it instead met severe popular resistance. In fact, the public backlash against

the neoliberal adjustment program sparked the Caracazo, a sudden outbreak of protests and

mass looting that turned bloody.42 This social tumult eventually cultivated Chávez�s unsuccess-

ful military coup in February 1992.43 Without a hyperin�ation episode, Venezuela was unable

to forge a similar elite and public consensus about the need for in�ation control as its South

American neighbors. Former Central Bank President Ruth De Krivoy, one of the 1990s economic

41More recently, Baker and Greene (2011) also �nd that Latin American citizens surprisingly hold centrist
economic policy preferences.

42During the week of February 27, 1989, protests and looting were met by massive repression by military troops
that resulted in hundreds, and perhaps thousands of deaths.

43Lopez-Maya 2005; Ellner 2008.
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reformers, supports this notion about the lack of in�ation saliency in Venezuelan politics.

There is no support for economic reforms, like central bank independence, unless Venezuelan

society goes through an in�ationary process that is painful like Argentina, Chile, Peru, and

Mexico . . . When you get in�ation in the 20�25 percent range, you start feeling the pain,

but it�s not enough to make people realize in�ation is a problem.44

For example, a recent 2010 Venezuelan survey �nds little evidence of in�ation aversion among

voters,45 notwithstanding living with the highest national in�ation in Latin America.46 A mere

8.6 percent of Venezuelan voters �agged in�ation as the most important national issue, compared

to 41.8 percent of citizens that named their personal safety/crime as the nation�s most pressing

concern. The same 2010 survey also found that only 3 percent of respondents named reducing

prices/controlling in�ation as a national priority when asked, �if you were president, what would

be the most important issue to improving the situation of you and your family?�

Given such low levels of in�ation aversion, perhaps it�s not surprising that Venezuelan pub-

lic o¢ cials place less weight on controlling in�ation than reducing unemployment. In fact,

Finance and Planning Minister Giordani recently commented when asked about the in�ation-

unemployment trade-o¤ that �the fundamental variable right now is employment...we�re con-

cerned about in�ation, but we have to make every e¤ort to preserve jobs.�47

Rather, Venezuelan chief executives score political points with the traditional brand of big

spending politics. Perhaps former President Ramón José Velásquez best characterizes the state

of Venezuelan politics, declaring that: Venezuelan democracy is about personalistic politics,

rather than continuity.

There is very little policy continuity. When the state cannot subsidize its people, a crisis

results. It does not re�ect ideology, but rather the distribution of bene�ts and resources.48

44Author�s interview with Central Bank President Ruth De Krivoy in Caracas, Venezuela on March 09, 2007.
She served as central bank president from 1992�1994.

45A Venezuelan polling company, Consultores 21, surveyed 1,500 voters between May�June 2010, asking them
to identify Venezuela�s most important national problem.

46 In May and June 2010, Venezuela�s national consumer price index, on average, rose by 30 percent on an
annual basis (Venezuelan Central Bank and National Statistics Institute).

47El Universal, Caracas, April 2, 2009.
48Author�s interview with President Velásquez in Caracas, Venezuela on March 23, 2007.
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In summary, I argue that past in�ationary crises have helped create a highly disciplined

macroeconomic governance consensus throughout much of the region. This traumatic history

allowed technocratic advisers, and their measured macroeconomic prescriptions, to prosper in

an advantageous environment where Latin American leaders gain credibility through in�ation

control. Even today, politicians in crisis-scarred countries often prioritize budgetary discipline

because they believe that in�ation control�while not always the most salient political issue�has

become an important baseline for the economic vote.

The Statistical Models: Key Concepts and Measures

The empirical analysis proceeds in two stages. First, in order test for the e¤ect of in�ationary

crises on the professional credentials of economic ministers, I employ an ordered probit regression

analysis on time series cross-sectional data from 1961 to 2009 for 16 Latin American countries.

Using the same cross-national data set, I then employ multivariate regression analysis to examine

the e¤ect of technocratic economic ministers on government budget balances using the same

cross-sectional data set. I present these �ndings using both �xed e¤ects and a generalized

methods of moments (GMM) estimators. These models are estimated with robust standard

errors, clustered by country. In the appendix, I include a full description of these statistical

models, the data sources, and descriptive statistics for the regression variables outlined below.

Hypotheses and Expected E¤ects

From the theoretical discussion above, we can generate two major research hypotheses.

First, in countries that have experienced devastating in�ationary crises, politicians often name

technocratic ministers to their presidential teams notwithstanding their partisan leanings.

H1: Past in�ation crises breeds economic risk-aversion, prompting politicians from across the political

spectrum to appoint professionally-trained technocrats schooled in a contemporary macroeconomics

profession that values in�ation control.

Moreover, I expect that left-leaning politicians may have an even stronger incentive to ap-

point technocratic ministers than their right-leaning counterparts. After governing during many
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of the heterodox experiments that failed to tame in�ation, the selection of such skilled profes-

sional advisors signals their ability to manage the economy to an in�ation-sensitive electorate.

Alan García, who returned to the Peruvian presidency sixteen years after a 1990 in�ation-

spurred ouster, perhaps best illustrates this trend. After governing through a hyperin�ation

episode that eroded wages and deepened poverty, García adopted a sound economic policy

framework that included �scal discipline and in�ation-targeting during his second presidential

life in Peru. To lead his pro-market charge, he appointed Luis Carranza Ugarte, a former banker

and one of Peru�s most orthodox economists, to the prominent post of Minister of Economy

and Finance. He swapped his �rst-term interventionist policies, once deemed reckless by the

International Monetary Fund (IMF), for prudent low-in�ation policies that were later praised by

the same institution.49 Notably, García�s successor and leftist political rival, Ollanta Humala,

also embraced economic austerity. He signaled a commitment to García�s low in�ation policies

by naming his deputy �nance minister Louis Miguel Castilla as the Minister of Economy and

Finance and leaving Central Bank President Julio Velarde in his post for �ve more years.

But, do such technocratic appointments always yield greater �scal discipline, as expected?

Perhaps, governments might use these cabinet appointments to feign a commitment to low-

in�ation policies during presidential campaigns, and then veer from their promises of greater

discipline when in o¢ ce. Recall, however, that the public has little tolerance for high in�ation

after a whopping "in�ation tax" wiped out much of its purchasing power and pushed many

Latin Americans below the poverty line. I thus anticipate that sustained budget discipline is

more likely than such aggressive policy reversals, given the importance of checking in�ation in

countries once ravaged by runaway prices.

H2: Professionally-trained technocrats schooled in a contemporary macroeconomics profession that

values in�ation control should be more likely to improve their government�s budgetary balances (by either

increasing �scal surpluses or narrowing �scal de�cits).

The rest of the section is organized as follows. I begin by discussing the study�s major em-

pirical concepts and measures, including technocratic economic ministers, in�ation crisis legacy,

and left partisanship. I then turn to the analysis, assessing the extent to which the empirical

results are consistent with theoretical predictions. Finally, I conclude with a discussion of the

49The Economist, July 27, 2006.
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�ndings and their implications.

Independent Variables

Technocratic Economic Ministers

In order to test whether crises lead to more technocrats serving in presidential cabinets, I

created an ordinal variable, technocratsit, that measures the professional training of economic

ministers. I also use this measure as an independent variable to examine whether a higher

share of technocrats in key cabinet posts improves government budget balances. Based on data

from the Index of Economic Advisors,50, I code professional educational training of central bank

presidents and �nance ministers along a spectrum from 0 to 2 according to the following rule.

technocratsit =

8>>>><>>>>:
2 if both advisors have an advanced graduate degree in economics or �nance

1 if one of the the advisors has an advanced degree in economics or �nance

0 otherwise

In�ation Crisis Legacy

Seeking to account for the in�uence of in�ationary history on policymaking, I design

a binary variable, inflation_crisisit, that measures the e¤ect of past in�ationary crises on

political and economic priorities. I assign this variable a value of 1 if a country had a previous

in�ationary crisis, and 0 otherwise.51 I anticipate that the political and institutional memory

of Latin America�s severe hyperin�ation episodes should lead to greater professionalization of

presidential economic teams. What constitutes a past in�ationary crisis? I use Sach�s de�nition

of "very high in�ations," or in�ation above 100 percent per annum, as the price threshold that

marks a crisis.52

inflation_crisisit =

8><>: 1 if country had a past in�ation crisis

0 otherwise

50The Index of Economic Advisors characterizes the education credentials and the previous employment of
�nance ministers and central bank presidents throughout Latin America during the last half century. See the
appendix for a full description of its construction and coding (Kaplan, 2013).

51 In additional robustness checks, I use a second measure of in�ationary crisis, highest past inflationit, that
represents a country�s highest historic in�ation (see robustness checks for further details).

52See Sachs and Larrain, 1993
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Partisanship

Notwithstanding the popularity of partisan explanations of policy formation in developed

countries, they are di¢ cult to transplant to developing countries. In the developing world, party

systems are often less di¤erentiated along ideological and programmatic platforms.53 In fact,

political parties frequently shift their ideological priorities over time. For example, Argentina�s

Peronists are de�ned by both Menem�s 1990s neoliberalism and Kirchner�s 21st century economic

heterodoxy. Not only have economic platforms changed in Latin America, parties themselves

have often disintegrated and regenerated. For this reason, the political economy literature

has shied away from using partisan theories to explain economic policymaking in developing

countries.54

Despite these challenges, the World Bank�s Database of Political Institutions o¤ers a measure

that should help account for partisan behavior in Latin America�s complex political spectrum.

It codes party orientation speci�cally with respect to economic policy along a right-left spectrum

from 0 to 3.55 Employing this coding, I designed the binary variable, partisanshipit, to test

for whether left-leaning politicians (compared to centrist and right-leaning politicians) are more

likely to appoint technocratic ministers to signal their ability to manage the economy.

partisanshipit =

8><>: 1 if government is classi�ed as left-leaning

0 otherwise

Economic Control Variables

In the following regressions, I include a measure of a country�s output gap (Domestic Output

Gap) to control for its position in its economic cycle, its log of GNP per capita (Income) to

capture its level of development, and a demographic variable that accounts for a country�s

domestic population (Population). I also employ a measure of a country�s terms of trade position

(Terms of Trade), which conditions for commodity booms that are often a central catalyst for

�scal expansion. Foreign reserves, as a percentage of external debt (Reserves), are included

53Roberts and Wibbels, 1999.
54Schuknect, 1996.
55For example, parties that are de�ned as conservative, Christian democratic, or right-wing take on a value

of 1. Parties de�ned as centrist take on a value of 2. Parties that are de�ned as communist, socialist, social
democratic, or left-wing take on a value of 3. Otherwise, the variable is 0.
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to control for currency �ight and exchange rate management. I also use the IMF exchange

rate classi�cation, coded along a four point spectrum moving from �xed to �oating currency

arrangements, to account for the type of exchange rate regime (Exchange Rate Regime).

When technocratic ministers is the dependent variable, I also account for the size of the

�nancial sector (Domestic Financial Depth), on the assumption that larger, more complex �-

nancial sectors lead to a greater demand for highly-skilled, professional ministers. I use M2 as a

percentage of GDP, or outstanding banking sector liabilities, as a proxy for �nancial sector size.

When �scal policy is the dependent variable, I include the in�ation rate (In�ation) to control for

the e¤ect of price instability on government budget balances. Indeed, most economic theories

predict that rising in�ation depressed budget revenues and widens the de�cit.56 Finally, based

on the assumption that past �scal performance in�uences present �scal conditions, I also include

a lagged dependent variable in each speci�cation.

Political Control Variables

How do political institutions a¤ect the professional composition of advisers and their policy

choices? Are presidents more likely, for instance, to appoint technocrats to their economics

teams when their country is under an IMF agreement? Similarly, are technocratic advisors

more apt to enter government when there is an independent central bank? Do IMF agreements

and central bank independence lead to a greater emphasis on price stability?

To account for such institutional factors, I add several control variables: including a mea-

sure of constraints on executive power (Executive Constraints),57 an IMF participation dummy

(IMF );58 and a central bank independence index 59 that measures the legal autonomy of the

central bank (Central Bank Independence).60 Finally, I include a time trend (Year) to account

for the possibility that economic ministries have become more professionalized over time.

56This phenomenon is known as the Olivera-Tanzi e¤ect (Mankiw 2003).
57 I use the executive constraints (xconst) variable from the Polity IV data set. In additional robustness checks,

I also employ an alternative measure of executive constraints from Henisz�s (2000) Political Constraint Database.
58 The IMF dummy is coded 1 for the country-years when there was a conditioned IMF agreement in force, 0

otherwise. I use two di¤erent measures of IMF participation from Vreeland 2003 and Dreher 2006.
59Polillo and Guillén (2005) update of the Cukierman, Webb, and Neyapti (1992) index.
60 I only include the central bank independence index in additional robustness checks since it assigns numerical

values to countries that do not vary over time. The country dummies, which are already included in the model,
incorporate the same e¤ect.
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Statistical Tests

The E¤ect of In�ationary Crises on Economic Ministries

The �rst model (1) in Appendix Table 1A.3 displays the unconditional e¤ects of the inde-

pendent variables on the professional training of economic ministers in Latin America. These

e¤ects are unconditional in that they ignore crisis histories. Rather, they test for any evidence

of traditional partisanship explanations for the emergence of technocrats. In other words, they

examine whether left-leaning politicians are less likely than their right and center counterparts

to enlist the services of technocratic economic advisers. Recall, for instance, that the politi-

cal economy literature on partisanship expects that the left will be more tolerant of in�ation.

Hence, they should be less likely to appoint technocratic ministers who value economic disci-

pline and in�ation control.61 Notably, the small and statistically insigni�cant coe¢ cient on left

partisanship in the unconditional model suggests that there is little support for such a partisan

explanation. I cannot reject the null hypothesis that partisanship has no e¤ect on the share of

tecnocratic advisors serving the government.

By comparison, might the in�ation crisis hypothesis (H1) instead o¤er an explanation

for ministry professionalization? Are politicians who hail from countries that have su¤ered a

severe in�ation shocks more likely to enlist technocrats in government? The coe¢ cient on past

in�ation crisis is positive and highly statistically signi�cant, suggesting that an in�ation crisis

history makes it 23 percent more likely that a government will have both a technocratic �nance

minister and central bank president.62 These results lend considerable support to the in�ation

crisis hypothesis (H1). Results for control variables also generally correspond to expectations,

with a country�s level of development associated with a larger share of technocrats serving in a

president�s economic team.

Does this pattern hold for left-leaning governments? Might their past experiences governing

through in�ationary crises inform their choices during their return to government? Perhaps,

by hiring disciplined technocrats, they can overcome voters�perceptions of their misgovernance

and signal their ability to manage the economy. Or, alternatively, are they more likely to

61Carter and Irons 1991; Babb 2001; Montecinos and Marko¤ 2010.
62Marginal e¤ect is calculated from initial ordered probit analysis.
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appoint heterodox economists that support more aggressive intervention in the economy? The

conditional regression models (1a) in Table 1A.3 examine whether severe in�ation shocks make

the left more or less likely to appoint technocrats. The coe¢ cient on the left partisanship-

crisis interaction terms is statistically signi�cant at the 95 percent con�dence level. Although a

straightforward interpretation of such an interaction term is not possible in a non-linear model,63

we can still calculate and interpret interactive e¤ects using the method employed in Karaca-

Mandic, Norton, and Dowd (2012). I �nd that the average change in the predicted conditional

probability of a technocratic team entering government in in�ation-scarred countries is only

1.04 percent lower for a left-leaning government than those hailing from the right and center.

In other words, partisan lines are often blurred in crisis countries, with politicians from across

the spectrum almost equally likely to appoint technocratic economic advisors.

In a series of robustness checks, the core results remain unchanged when controlling for

several political control variables that account for whether a country has an IMF program, the

extent of its executive constraints, and the age of its democracy. The coe¢ cient for age of

democracy, for example, is negative and highly statistically signi�cant. This �nding is in line

with the notion that newer democracies are less likely to hold o¢ ce holders accountable through

elections,64 and hence, may confront fewer pressures to appoint skilled technocrats to economic

posts.

The E¤ect of Technocratic Ministers on Budgetary Balances

If in�ation-scarred governments are more likely to appoint professional economists, are these

technocrats as �scally disciplined as expected? The di¤usion literature, for instance, expects that

the formal training of such professional economists leads them to share a similar set of beliefs

about the importance of a disciplined approach to economic policymaking.65 But, compared

to advisors without such economic training, are they more likely to pursue �scal rectitude in

practice?

In line with the expectations of the political austerity hypothesis (H2), the coe¢ cient on

technocratic economic ministers has a positive and statistically signi�cant relationship with

63Ai and Nortion (2003); Greene (2010).
64Brender and Drazen 2005.
65Carter and Irons (1991), Babb (2001), Montecinos and Marko¤ (2010).
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governments��scal balances (see the variants of model 2 in Appendix Table A.4). In other

words, professionally-trained technocrats, on average, tend to improve the state of budgetary

�nances (i.e. reducing budget de�cits or increasing budget surpluses) by about �ve-tenths of

1 percent of GDP, compared to advisors who lack such credentials. These �ndings reinforce

the notion that technocratic ministers, who are schooled in a contemporary macroeconomics

profession, favor control of budget de�cits as a pathway to in�ation control.

Results for the control variables are also consistent with expectations. The presence of an

IMF agreement, in�ation, and improved terms of trade are also associated with improvements in

domestic �scal balances. The coe¢ cients on each of these variables are statistically signi�cant at

the 90 percent con�dence interval or higher. Notably, the positive coe¢ cient on the IMF variable

is quite strong in magnitude, suggesting that IMF programs are also associated with improved

�scal governance. Finally, improved terms of trade� and hence, greater commodity export

earnings� is also strongly positive, which is in line with the notion that windfall commodity

earnings should expand governments�policy �exibility by lining their co¤ers with additional cash.

In additional robustness checks, I repeated these tests using the Arellano-Bond GMM estimator,

but these checks did not considerably alter the size, direction, or statistical signi�cance of the

key �ndings (see the variants of models 2 in Appendix Table A.4).

Conclusion

The e¤ect of past in�ationary crises on Latin American policymaking communities is im-

pressive. Employing a combination of case study evidence and statistical tests, I �nd that severe

in�ation crises tend to professionalize presidential economic teams, who are then more likely to

improve their government�s budget balances. After the public paid the dizzying cost of �scal

adjustment through a whopping "in�ation tax"� that wiped out their purchasing power and

pushed many Latin Americans below the poverty line� politicians appear to see the value in

appointing technocrats that value a disciplined approach to economic policy.

These �nds mark a notable departure from the literature on macroeconomic partisanship. In

contrast to traditional models o¤ the economy that expect a partisan split on in�ation-control

policies that favor businesses, these �ndings suggest that there is a political convergence on
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in�ation tolerance where left-leaning leaders also seek to earn credibility by anchoring in�ation.

In the wake of income shocks that devastated people�s living standards, in�ation control was

not simply the concern of right-wing politicians hoping to please businesses and �nanciers.

Left-leaning politicians also realized the importance of ensuring a stable economic environment.

Following Brazil�s hyperin�ation, for example, former President Fernando Henrique Cardoso

discussed the political value of in�ation control:

"The poor would not tolerate in�ation any longer, and the wealthy were tired of seeing their business

plans and investments destroyed by rising prices."66

The arguments in this article also engage the important issue of the rise and fall of ne-

oliberalism in developing countries. Within Latin America, many scholars have identi�ed a

broad emergence of an elite neoliberal consensus in the 1990s,67 which later crumbled with

destabilizing �nancial volatility and rising income inequality.68 I argue that in the realm of

macroeconomic policymaking, however, that the neoliberal consensus never unraveled through

much of the region. In�ationary trauma that ended in a near-breakdown of the political and

economic systems has prompted politicians to place disproportionate weight on avoiding another

in�ationary crisis. Even during periods of economic stability, they have become more likely to

prioritize macroeconomic discipline and in�ation control.

This analysis o¤ers new insights from previous work on economic crises and policymaking.

For example, Weyland (2002) contends that the rise of neoliberal policies re�ects short-term

political risk-seeking during economic crises. Political leaders who face the threat of severe

economic losses choose drastic austerity measures to restore stability and growth. However,

Weyland�s explanation does not account for the persistence of economic austerity over time. By

contrast, I argue that risk-aversion has fueled a steadfast commitment to macroeconomic ortho-

doxy, grounded in sound governance that does not chance repeating past in�ationary problems.

It also demonstrates that policymakers�actions re�ect regional attitudes, as Baker (2008) and

Baker and Greene (2011) have found that Latin American citizens surprisingly hold centrist

economic policy preferences.

Finally, this investigation also has signi�cant implications for the study of economic policy-

66Cardoso 2006.
67Roberts 1998; Stokes 2001; Murillo 2001; Murillo 2002; Levitsky 2003; Bruhn 2004.
68Roberts 2012.
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making beyond Latin America. Di¤usion scholars suggest that the rise of neoliberalism re�ects

the spread of economic orthodoxy through Western diplomacy, multilateral institutions, and an

Americanized global economics profession.69 To the extent that policy clustering occurs region-

ally, they �nd that it is often a product of peer learning and economic coercion. Policymakers

either learn from regional success stories70 or adopt the International Monetary Fund�s policy

blueprints.71 Conversely, this argument instead claims that states�independent economic his-

tories are pivotal to understanding their policy behavior. Domestic politicians react to their

environments, choosing the advisors and policies that have the best chance for success. In the

universe of Darwin, genes propagate in advantageous environments. Similarly, in the policy

world, economic programs survive and prosper under favorable conditions. In an environment

plagued by very high or hyper-in�ation crises, stabilization agendas won the day. Balanced bud-

gets and tight monetary policy were the best cure for overheated, in�ation-ridden economies.

Future of Partisan Politics in Latin America

If politicians adopted orthodox policies during an era characterized by in�ation anxiety, why

has decades of mild in�ation not swung the region�s economics back to the left? Perhaps, Latin

American politicians will continue to preserve crisis governance lessons in their technocratic

communities, partly to ensure that a rising middle class can pro�t from growing economic

stability. Alternatively, in�ation-aversion might instead fade with new generations of policy

makers. Hyperin�ation may have simply unleashed a recency e¤ect on the region�s politics,

where leaders place a high political premium on current political and economic trauma.72 How

potent is in�ation saliency in Latin America?

The German hyperin�ation experience shows that in�ationary crises can leave a permanent

imprint on national psyches. Dreading that aggressive stimulus could lead to a re-emergence of

runaway in�ation, German society has developed a broad-based consensus in favor of economic

discipline. In fact, the political and economic chaos associated with the Weimer Republic�s

trillion fold in�ation between 1914 and 1923 endures in the collective German technocratic and
69Hall, 1993; Babb, 2001; Babb and Fourcade-Gourinchas, 2002.
70Weyland 2006; Simmons and Elkins 2004.
71Barnett and Finnemore 2004.
72Weber et al.; Hertwig et al. 2004.
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political consciousness. Notwithstanding the economic fallout from the global �nancial crisis,

Chancellor Angela Merkel�s e¤orts to limit government outlays are widely popular.73

Certainly, there are Latin American countries, such as Chile and Brazil, where political and

technocratic elites may follow in Germany�s unwavering footsteps. However, the political impor-

tance of in�ation control shows signs of receding in other countries. Argentine President Néstor

Kirchner was known for his unwavering commitment to �scal discipline. However, Kirchner

simultaneously infused the economy with a heterodox mix of exchange rate stimulus and price

controls, re�ecting the complexity of the in�ation issue in Argentina today. His administra-

tion claimed to be guardians of low in�ation, with price increases hovering below 10 percent

throughout the election year.74 Ironically, however, many economists, investors, and opposition

politicians questioned the integrity of the government�s statistical reports.

This behavior suggests that in�ation-aversion may be more mitigated in Argentina currently

than elsewhere in the region because of the 2001�2002 debt crisis. After experiencing a severe

de�ationary spiral and massive unemployment (or the exact opposite of an in�ationary shock),

there appears to be more political scope for aggressive macroeconomic intervention. During

the 2011 elections, for instance, President Cristina Kirchner �red the twin cylinders of mone-

tary and �scal policies, notwithstanding the brisk pace of economic growth. Notably, however,

the Kirchner government has aimed to curb in�ation through administrative means, including

its ongoing tinkering with o¢ cial in�ation statistics and heavy-handed exchange rate controls.

Notwithstanding these unorthodox measures, Kirchner clearly hopes to contain the public out-

cry over a return of in�ation �implying that hyperin�ations�shadow may have receded to some

extent, but still looms large.

Appendix

The empirical analysis proceeds in two stages. First, in order test for the e¤ect of in�ationary

crises on the professional credentials of economic ministers, I employ an ordered probit regression

analysis on time series cross-sectional data from 1961 to 2009 for 16 Latin American countries.

73The German government passed a constitutional law requiring the government de�cit to be capped at 0.35
percent of GDP in 2016 and eliminated by 2020 (James 2009).

74 In 2007, average in�ation rose by 8.8 percent in Argentina (EIU Country Database).
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Using the same cross-national data set, I then employ multivariate regression analysis to examine

the e¤ect of technocratic economic ministers on government budget balances using the same

cross-sectional data set. I present these �ndings using both �xed e¤ects and a generalized

methods of moments (GMM) estimators. These models are estimated with robust standard

errors, clustered by country. I also use along a host of economic and political control variables

that are typically employed in models predicting budgetary outcomes. For a full description of

de�nitions, measurement, and sources for these variables, and their descriptive statistics, please

see Tables A.1 and A.2 below.

The E¤ect of In�ationary Crises on Economic Ministries

Technocratsit = �+ �̂1Partisanit + �̂2�it + �̂3Xit + "it (1)

Technocratsit = �+ �̂1Partisanit + �̂2�it + �̂3Partisanit � �it + �̂4Xit + "it (1a)

where technocratsit = index of economic advisors (measures the technocratic credentials

of economic ministers; see coding rules below); Partisanit = left partisanship; and where

�it =in�ation crisis. The index i = country and t = year. Xit = vector of control variables,

while "it = error term.

The E¤ect of Technocratic Ministers on Budgetary Balances

fit = �+ �̂1Technocratsit + �̂2Partisanit + �̂3Xit + �̂4fi;t�1 + ni + "it

where fit = �scal indicator (primary budgetary balance); where technocratsit = index of

economic advisors (measures the technocratic credentials of economic ministers; see coding rules

below); where Partisanit = left partisanship; where �it = in�ation crisis history. The index

i = country and t = year. Xit = vector of control variables; ft�1it = �scal dependent variable

(one year lag). The term ni = dummy for each country, intended to capture unobserved country

e¤ects; while "it = error term.
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Coding Rules for the Index of Economic Advisors

In order to test whether the region�s hyperin�ationary shocks led to the professionalization

of economic advisers, we collected data regarding the academic and professional background

of economic policymakers in Latin America. In this cross-sectional, time series data, there are

1896 observations. Each observation compiles information regarding the economic and �nancial

government o¢ cials for 19 countries in Latin America throughout the 1960-2010 period. Coded

according to academic training and professional background, the observations can be used to

determine whether economic crises led presidential teams to become more technocratic, and if

so, whether such ministers govern with greater �scal discipline.

The data collected comes from a variety of sources, including, but not limited to, o¢ cial

ministries and central bank websites, news articles, International Year Book and Statesmen�s

Who�s Who (1965-2009) attendees list of annual IDB and IMF/WBmeetings, o¢ cial government

documents (�gacetas o�ciales�), and o¢ cial CVs. Secondary information was also collected from

local newspapers and various books and articles.

Originally, data was collected for every single minister and central bank president available,

regardless of whether a given year had more than one �nance minister and/or central bank

governor. For the �nal dataset, however, only one �nance minister and one central bank president

were included, based on which individual held the position for the most days in that given year.75

Variables included in database:

COUNTRY : 19 countries in the region were included in the dataset. These are: Argentina,

Belize, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador,

Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay and Venezuela.

ECON MIN : Name of the minister of �nance who held the position for the most amount of

days in the given year.76

75The complete dataset is available upon request.
76While most countries have only one ministry assigned to �scal policy, some have a variety of ministries

involved in economic and �nancial planning, making it di¢ cult to discern whether the government institution of
interest should be the Ministry of Finance, the Ministry of Economy, or the Ministry of Economic Development,
among others. For more information regarding the selection of ministry, including a table listing each Ministry
per country, please refer to the end of this document.
Additionally, on some occasions (e.g. Argentina 2001/2002) there were more than 1 ministers of �nance in a

given year. The higher turnover often occurred at instances of �nancial crises, and consequently, the individual
who held the seat for the longest amount of time during any given year was selected.
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CBGOV : Name of the central bank governor who held the position for the most amount of

days in the given year.

EDUC : Highest educational degree achieved by minister or central bank governor. This

information includes not only the degree type (BA, MA, MBA, PhD and others), but also the

subject area of the degree, academic institution, and location.

EDUC CODE : The extent of professional academic training in economics, �nance or business

administration is expected to have an impact on an individual�s approach to �scal and monetary

policy. Carter and Irons (1991), Babb (2001), Montecinos and Marko¤ (2010) have emphasized

that the formal training of economists leads them to share a similar set of beliefs, often di¤erent

from those of non-economists. In particular, technocrats will exhibit a disciplined approach to

economics, shaping their policy preferences.77 The variable is coded as 0 if neither the �nance

minister nor the central bank governor have advanced training in economics/�nance; 1 if either

the �nance minister OR central bank governor have advanced training; and 2 if both have

advanced training in �nance and/or economics.78

On the selection of the �nancial and economic planning ministry:

While all countries (excluding Panama) only have one central bank or monetary authority,

some countries have a variety of ministries involved in economic and �nancial planning, making

it di¢ cult to discern whether the government institution of interest should be the Ministry of Fi-

nance, the Ministry of Economy, or the Ministry of Economic Development, among others. These

countries include Bolivia, Costa Rica, Dominican Republic, El Salvador, Guatemala, Nicaragua

and Panama. In the case of the Central American countries, the decision of which ministry to

use was based on the ministry participating in COSEFIN �the permanent forum for ministries

of �nance in Central America, Panama and the Dominican Republic. The ministries/secretariats

used for each country can be found in the table below:

77Alternatively, one might also consider that an individual�s professional background might have in�uence on
their approach to �scal and monetary policy. Particularly, business-oriented individuals assign greater priority to
price stability and low in�ation. For robustness, we also consider the post held prior to appointment, as a post
in the private sector might make an individual more prone to being in�ation-averse.

78As this code attempts to capture academic training in economics and/or �nance, we consider MBA,
MA/PhD�s in public policy and international a¤airs as further academic training in economics/�nance.
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Table A.1: Variable Definitions and Sources
(16 Latin American countries, 19612009)

Definition & Measurement Source(s)
Dependent Variables
Technocratic Economic Ministers Professional educational training of central bank presidents and Index of Economic Advisors (Kaplan 2013)

finance ministers, coded from 0 to 2. If one of the two key
ministers has an advanced graduate degree in economics or
finance, the value is 1. If they both have advanced economic or
finance training, the value is 2.  Otherwise, the variable is 0.

Primary Fiscal Balance Central government revenues minus expenditures net
of interest payments (+/ percentage of GDP).

Independent Variables

Economic Control Variables
Domestic Output Gap Measure of the output gap, calculated as the log difference

between real GDP and its country specific trend.
Country specific trend calculated using the HodrickPrescott
filter on real GDP change

Exchange Rate Regime IMF classification where: 1 peg, 2 crawling peg, 3 managed
float, and
4 free float.

Reinhart and Rogoff (2009)

Inflation* Change in log CPI (annual percentage change). World Development Indicators (WDI).

Domestic Population Total population (millions of people) World Development Indicators (WDI).

Political Control Variables

Age of Democracy A country is a new democracy after it has had 4 consecutive
democratic elections, not including those held during the
democratic transition.  Dummy variable is coded 1 for New
Democracies , and 0 otherwise.

Brender and Drazen (2008)

* Average inflation is converted to its natural logarithm to minimize the influence of extreme values resulting from hyperinflation.

Comisión Económica para América Latina y El Caribe
(CEPAL)

Income log of GNP per capita, constant US$ (2000) Calculated from World Bank's World Development
Indicators (WDI).

Inflationary Crisis I assign a value of 1 to a country when it has had a past
inflationary crisis, and 0 otherwise. I code an inflationary crisis as
inflation above 100% per annum.  For robustness checks, I use a
second measure of inflationary crisis, highest past inflation , that
represents a country's highest historic inflation.

Sachs and Larrain, 1993; World Bank's World Development
Indicators

Left Partisanship Party orientation with respect to economic policy, coded from 0
to 1. Parties that are defined as communist, socialist, social
democratic, or leftwing take on a value of 1. Otherwise, the
variable is 0.

World Bank's 2010 Database of Political Institutions.

Foreign Reserves Foreign exchange reserves as a percentage of external debt. World Bank's World Development Indicators (WDI)

Terms of Trade Export value index (2000=100) / import value index
(2000=100).

Calculated from World Bank's World Development
Indicators (WDI).

Executive Constraints (Henisz) Measure of political constraints; estimates the feasibility of policy
change relative to institutional checks and balances.

Henisz, W.J. (2000).The Institutional Environment for
Economic Growth. Economics and Politics , 12(1).

Executive Constraints (Polity IV) Measure of checks and balances on executive power; employs a
sevencategory scale from unlimited authority to executive
parity.

Polity IV Codebook and Database.

Central Bank Independence Measures the autonomy of central banks as written into
countries' laws and legal systems.  Updates Cukierman, Webb,
and Neyapti (1992) Index.

Polillo, S. and Guillen, M. (2005). Globalization Pressures
and the State: The Global Spread of Central Bank
Independence. American Journal of Sociology , 110(6).

IMF Participation (Vreeland, 2003) Participation in IMF programs: Dummy variable coded 1 for
countryyears when there was a conditioned IMF agreement in
force, 0 otherwise.

Vreeland, James Raymond (2003). The IMF and Economic
Development.  Cambridge University Press.

IMF Participation (Dreher, 2006) IMF Participation: Dummy variable coded 1 for countryyears
when there was IMF standby or EFF agreement for at least five
months, 0 otherwise.

Dreher, Axel (2006). IMF and Economic Growth: The
Effects of Programs, Loans, and Compliance with
Conditionality, World Development  34(5).

Domestic Financial Depth Broad money (M2), or money in circulation, as a percentage of
GDP.

World Bank's World Development Indicators (WDI)
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Table A.2: Descriptive Statistics for Regression Variables
(16 Latin American countries, 19612009)

Mean SD Min Max N
Technocratic Economic Ministers 0.86 0.81 0.0 2.0 716

Fiscal Balance (surplus/deficit) 0.04 3.72 27.5 9.4 536
Inflation Crisis 0.20 0.40 0.0 1.0 833

Left Partisanship 0.23 0.42 0.0 1.0 588
Domestic Output Gap 0.94 1.95 15.4 13.2 833

Income (GDP per capita) 7.77 0.66 6.4 9.2 833
Terms of Trade 1.15 0.41 0.4 2.9 509

Foreign Reserves 28.10 31.08 0.0 446.5 673
Exchange Rate Regime 2.27 1.19 1.0 4.0 614

Domestic Financial Depth 28.52 14.24 4.7 88.4 813
Inflation* 2.78 1.32 2.3 9.6 792

Population 21.47 35.13 0.1 193.7 833
Executive Constraints (Henisz) 0.29 0.20 0.0 0.7 769

Executive Constraints (Polity IV) 4.63 2.08 0.0 7.0 784
IMF Participation 0.63 0.48 0.0 1.0 728
Age of Democracy 0.60 0.49 0.0 1.0 460

Central Bank Independence 0.50 0.189 0.2 0.8 163
* Average inflation is converted to its natural logarithm to minimize the influence of extreme values resulting from hyperinflation.

Table A.3: The Effect of Past Crises on Economic Ministries
(Ordered Probit Regressions)

Dependent Variable: Technocratic Economic Ministers

Independent Variable (1) (1) (1a)
Left Partisanship 0.026 0.022 0.255

(0.136) (0.188) (0.228)
Past Inflation Crisis 0.478*** 0.591*** 0.412*

(0.137) (0.209) (0.224)
Left Partisanship*Inflation Crisis 0.941**

(0.433)
Domestic Output Gap 0.047** 0.013 0.012

(0.024) (0.031) (0.032)
Income 0.257*** 0.136 0.115

(0.088) (0.110) (0.110)
Terms of Trade 0.222 0.211 0.148

(0.145) (0.207) (0.209)
Foreign Reserves 0.005 0.018*** 0.018***

(0.004) (0.006) (0.006)
Exchange Rate Regime 0.079 0.014 0.019

(0.054) (0.071) (0.073)
Financial Sector Size 0.009** 0.015** 0.016**

(0.005) (0.006) (0.006)
IMF 0.061 0.080

(0.165) (0.165)
Executive Constraints 0.036 0.081

(0.076) (0.079)
Age of Democracy 0.555*** 0.529***

(0.188) (0.189)
Year 0.024*** 0.038*** 0.038***

(0.009) (0.013) (0.013)
N 411 281 281

Loglikelihood/df 409.86 269.33 269.91
*p<.1; ** p<.05; *** p<.01 (two tailed tests); standard errors in parentheses.
A constant term is included in each regression, but not reported in the table.
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Table A.4: The Effect of Technocratic Ministers on Budgetary Balances
(OLS Regressions with Fixed Effects)

Dependent Variable: Primary Fiscal Balance
(FE) (FE) (GMM) (GMM)

Independent Variable (2) (2) (2) (2)
Technocratic Economic Ministers 0.458* 0.453** 0.469* 0.464**

(0.225) (0.212) (0.247) (0.228)
Domestic Output Gap 0.060 0.029 0.068 0.039

(0.046) (0.035) (0.051) (0.039)
Terms of Trade 1.076** 0.182 1.283** 0.404

(0.440) (0.447) (0.501) (0.479)
Exchange Rate Regime 0.244 0.126 0.056 0.001

(0.181) (0.112) (0.144) (0.129)
Annual Inflation1 0.168* 0.369*** 0.274 0.440**

(0.078) (0.077) (0.171) (0.178)
Population 0.020 0.019 0.040* 0.035

(0.015) (0.039) (0.024) (0.042)
IMF 1.436** 1.280**

(0.633) (0.581)
Executive Constraints 0.280 0.223

(0.170) (0.144)
Left Partisanship 1.312 1.186

(1.067) (0.868)

Primary Budget Balance (1 year lag) 0.712*** 0.586*** 0.561*** 0.463***
(0.041) (0.045) (0.052) (0.075)

Primary Budget Balance (2 year lag) 0.270** 0.235***
(0.114) (0.084)

N 345 299 318 273
Number of Groups 16 16 16 16

R2 0.61 0.63
*p<.1; ** p<.05; *** p<.01 (two tailed tests); robust standard errors in parentheses, clustered by country.
1Inflation is converted to its natural logarithm to minimize the influence of extreme hyperinflation values.
A constant term is included in each regression, but not reported in the table. FE=fixed effects.
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