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An influential, if sometimes unspoken, thesis in contemporary economic thought holds that a political transition to mass democracy in poor countries often hinders subsequent macroeconomic policymaking: wider political participation generates economic populism.
  Brazil has been presented as a classic illustrative case.  This essay offers an alternative proposition: once countries adopt near universal adult suffrage, their political leaders confront powerful electoral incentives to sustain at least rough macroeconomic balance, although a period of transitional learning may be necessary.  The revisionist interpretation of Brazil’s late twentieth century experiences provides answers to some nagging questions that the economic populist framework avoids. 

Twentieth Century Brazil: From Recurrent Inflation to Enduring Stabilization

Table 1 summarizes three periods in recent Brazilian economic history.  (1) Brazilian inflation was recurrently high or very high for many decades, from the early 1940s through the early 1980s.  Although Brazil had deflation in the early 1930s, it was arguably low, given that these were the years of the Great Depression and that Brazil’s economy depended on coffee exports, for which world demand plunged.  Economic growth was also strong from the 1930s through 1980.  (2) Inflation accelerated wildly in the late 1980s, while growth sputtered.  (3) In 1994-1995, after a decade of failed attempts, Brazilian policymakers finally implemented a stabilization plan that worked.  Unfortunately, in the subsequent decade growth was also low, contributing to Brazil’s historic election of a president from the political left in 2002.  How do we think about these facts?  What is the best mental model for this trajectory?

Table 1  Brazilian Macroeconomic Outcomes, Three Periods

	Period Description and Years


	Mean Annual Inflation


	Mean Annual Growth

	Mostly High Inflation, High Growth


	

	1930-1934
	-3.5
	3.4

	1935-1939
	4.2
	5.3

	1940-1944
	32.4
	3.5

	1945-1949
	10.5
	6.9

	1950-1954
	15.6
	6.3

	1955-1959
	19.1
	8.2

	1960-1964
	55.7
	4.9

	1965-1969
	33.9
	6.5

	1970-1974
	22.7
	11.4

	1975-1979
	44.5
	6.3

	1980-1984
	130.0
	0.8

	Hyperinflation, Low Growth



	1985-1989
	707.4
	4.5

	1990-1994
	1100.4
	1.4

	Stabilization, Low Growth



	1995-1999
	19.1
	2.2

	2000-2003
	9.7
	1.2


Sources:  1930-1984 from Abreu, Marcelo de Paiva, ed..,  A Ordem do Progresso: Cem Anos de Política Econômica Republicana, 1889-1989,  Rio de Janeiro: Editora Campus, 1990, pp. 398-408; 1985-1989 from Baer, Werner, The Brazilian Economy: Growth and Development, 4th Ed.  New York: Praeger, 1995, pp. 383, 393; 1990-1999 from Amann, Edmund and Baer, Werner, "The Illusion of Stability: The Brazilian Economy Under Cardoso," World Development, 28 (10), 2000, pp. 1805-1819; 2000-2003 from World Bank, World Development Indicators, accessed at: www.worldbank.org on October 2, 2004.

A Dominant Mental Model:  A Weak State Plus Political Democracy Equal Economic Populism


Democratization implies extending political “voice” to previously excluded classes of individuals: those lacking landed titles, wealth, the correct ethnicity, permitted political opinions, literacy, or the preferred gender.
  Newly politically incorporated social groups are likely to be economically disadvantaged (or else they would have demanded political influence before) and to have benefited relatively little from past government spending.  Groups of novice voters thus enter the political arena with expectations for both greater political and enhanced economic participation—with government help.  Unless incumbent democratic leaders represent a radical break from an authoritarian past, politicians will be reluctant to redistribute public spending away from existing recipients, often middle and upper income groups, or to raise taxes in order to increase the state’s access to real resources.  In fact, many economic and social reform efforts founder on just this rock: it is difficult to direct public spending to additional claimants without expanding total government resources.  One apparent solution that may appeal to a hard-pressed chief executive in a weak state is to increase total spending for consumption and investment while temporarily expanding revenues via borrowing.  Governments may borrow from their citizens or foreigners via issuing public debt—or may simply lean on the central bank to purchase public securities, thus expanding the state’s resources via printing money.  The latter practice may seem to political leaders like an easy solution, because it does not require withdrawing resources from any group of constituents in the short run.  However, it soon yields inflation.  This is economic populism.



In Latin America economic populism took on an additional aspect that rendered macroeconomic imbalances chronic.  An interventionist state traditionally set many prices for the private sector, ranging from the minimum wage to farm price supports to the costs of electricity and subsidized industrial inputs.  In some cases the state could increase the incomes of one or another group without a direct expenditure of public revenues, simply by using the state’s economic regulatory power to raise the administered prices contributing to that sector’s income.  Special interests of all kinds thus had an incentive to invest resources in lobbying the executive for material favors in exchange for political support.  Each group, such as organized labor and business owners in a particular sector, would push for a higher nominal income sufficient to return its relative income vis-à-vis its reference groups to its previous peak.  Then the reference group would respond in kind, leading to a ratcheting up of nominal incomes, with no enduring shift in relative incomes, and thus economy-wide inflation.  Assertive social actors, often oligopolists in their own domains, serially prevailed on a weak central government state, in an on-going struggle for shares.
  The stylized story suggests that rampant economic populism would in turn put political democracy at risk.  At some point the accumulated macroeconomic balances would generate inflation so explosive as to destroy investment and growth, by which stage the business community, a crucially important interest, would be willing to support radical fiscal retrenchment.  Orthodox stabilization inevitably implied wage repression for urban workers; if they protested, democracy itself would be ended by a coalition of the military, desirous of public order, and capitalists, representing financial, industrial, and agribusiness interests.
  Stop-and-go macroeconomic policies might be reflected in stop-and-go political liberalization.  In sum, the literature in the Latin American economic populism tradition tends to see open political contestation as problematic.  Their vision of democracy is close to what Theodore Lowi once termed “interest group liberalism”: public policy is a war of attrition among narrow special interests.

Under economic populism’s “tug-of-war” thesis, contending claimants succeed in serially expanding their incomes, but in such a way that the aggregate of what each group feels is its justified share is fiscally unsustainable.  How might this policy problem be solved?  Logically, there are two possible ways to return to macroeconomic balance: either one or more special interests can reduce its material demands quite a lot, resulting in overall balance, or all groups can cooperatively reduce their expectations a little bit each.  The imposition of political authoritarianism enables stabilization on the backs of the working class, who lose previously granted political voice.
 A rising level of crisis might also convince weaker players to yield, voluntarily accepting an agreement that requires disproportionate sacrifices of them, even in the absence of authoritarian compulsion.
   

Alternatively, some means could be found to surmount the underlying challenge of collective action, viz.: that society as a whole would be better off without high to very high inflation, but no actor trusts the other parties to engage in voluntary, mutual restraint and sacrifice of past income peaks.  Political economy theory has suggested two means of accomplishing stabilization by simultaneous joint sacrifice.  The first is to terrify everyone with an acute macroeconomic crisis: when confronted with impending meltdown all major socioeconomic groups (labor, urban capital, and agro-exporters, shall we say) agree to some sort of incomes policy wherein mutual and joint sacrifices are coordinated with government by peak sectoral bargaining agents.  Second, structural reforms in the overall national economic regulatory apparatus could render the state unable to be fiscally irresponsible, thus “solving” the collective action problem on behalf of the citizenry as a whole.  This would seem to be the import of much of the “new political economy” literature that sees a predatory, rent-seeking state as the root cause of economic populism.
  For example, dramatically shrinking the state’s economic responsibilities and budget through neoliberal reforms such as privatization and reduced taxes on capital, or insulating critical aspects of macroeconomic policymaking from the political process (as by creating an independent central bank or a currency board) have been proposed as techniques to avoid fiscal deficits.  

An Alternative Thesis: The Expanded “Median Voter” Paradigm 


This section presents the logic underlying an alternative political economy thesis: a functioning political system of mass democracy will inspire national leaders to pursue at least a rough and ready version of macroeconomic moderation.  I note that the thesis does not claim that every increase in political inclusion and open political contestation—which I take to be the essential elements of political democracy,
 along with a minimum respect for civil rights and liberties—necessarily brings a proportionate jump in policymakers’ ability to achieve optimal macroeconomic balance.  I do assert that discontinuous increases in political democracy, and particularly those that widen the scope of political inclusion,  impose successively narrower outer limits on the range of macroeconomic outcomes that a rational political incumbent will be prepared to accept.  In other words, the establishment of political democracy, often quite a messy and imperfect process, by no means guarantees wonderful macroeconomic policymaking.  Democratization may often inaugurate new social spending and pump-priming, just as the business community often fears.  Yet the internal logic of political democracy is of a system in which the chief executive ultimately is answerable to the median voter, who has a powerful interest in living in a society with sound money and steady growth.  A rational democratic leader cannot stray far.

This essay’s extension of the median voter proposition suggests a third means--in addition to the willingness to sacrifice generated in the face of an acute national economic crisis and dramatic institutional reform to insulate economic policymaking from political interference--of solving the societal collective action problem of fiscal and monetary policymaking common to many developing and post-Communist societies.  The seemingly elusive goal of achieving mutual restraint of all special interests for the goal of overall macroeconomic balance will be aided by a move to a political system of liberal democracy with near universal adult suffrage.  From this perspective, mass political democracy is more solution than problem for rational and sustainable macroeconomic policymaking in poor countries. 

Why?  I begin with the basic rational choice assumptions that (1) most voters are concerned with pocketbook issues and will evaluate incumbents according to whether public policies are perceived to be “good” or “bad” for themselves, and (2) politicians desire to be re-elected, as individuals or through victory for their party and close political associates.
  A major strand in the formal modeling literature begins from the observation that every democratic political system has a “median voter.”
  Where the chief executive is selected by a majority vote, he or she cannot gain office, nor hope for re-election, without appealing to the median voter.  Voters are “principals” who elect politicians as their “agents.”  Ceteris paribus, politicians desire to implement a policy mix that will please the voters, who will then return them to office.  These models are described as “opportunistic,” because they assume that politicians have no fixed policy preferences.  In other words, politicians, once in office, are not loyal to the preferences of the partisan coalition that elected them, but rather confront powerful incentives to move toward the “middle,” or the presumptive policy preference of the system’s median voter.  Thus incumbent politicians do a rough demographic survey of all voters, possibly even polling voters to ascertain their preferences.  Then these politicians advocate whatever policies that they think will get them elected or reelected.  

The mainstream literature on the median voter, virtually all of which takes the experiences of the advanced capitalist democracies as its empirical referent, assumes that the median voter prefers a macroeconomic framework of stable, non-inflationary growth (SNIG).
  Why?  The median voter, as an average citizen, cannot expect special fiscal favors from government targeted to herself.  Subsidies and special privileges cost resources: politicians can only use them to obtain political support if they do not go to everyone.  To compete among the group of voters at large, a stable macroeconomic environment that will ensure employment and the future security of citizen’s savings is best.  Granted, there are many reasons that may cause the median voter to lack sufficient information to calibrate her response to the policies of the incumbent very precisely.
  Nonetheless, we can assume that large and prolonged deviations from macroeconomic stability—perhaps annual inflation above, say, 30 percent for several years running or strongly negative per capita income growth for a similar period—will cause voters to reject incumbents.  

Now let us add another public-choice-style assumption: (3)  not only elected leaders in mass democracies, but all political incumbents, including hereditary monarchs and despotic generals, depend for their continued tenure on political support from some groups and individuals in that society.  We may call these groups and individuals the set of “relevant political actors” (RPA) for that political system.  In a polity that is not a mass liberal democracy, the incumbent has a strong incentive to satisfy the material demands of the median relevant political actor.  As we move outside the set of advanced capitalist liberal democracies and into the set of polities with limited political participation and contestation, the median “voter” will not be the median adult resident.  Instead, the median voter may be the median member of the senior military officer corps, or the median large plantation owner, or the median colonial overlord, or median member of the dominant ethnic group.  The opinions of all other residents—slaves, peasants, laborers, Jews, gypsies, the urban middle class, the petite bourgeoisie, non-Christians, non-Muslims, the Chinese business community, women, foreign guest workers, “natives,” and so forth--who are not politically relevant actors in that society do not limit the choices of political incumbents.  

In fact, the smaller the set of politically included residents, the weaker the political incentives for rational political incumbents to pursue economic outcomes that an outsider might judge to be beneficial for society as a whole.  Recall that we have assumed, following the public choice logic, that citizens wish to protect, and where possible to augment, their incomes.  But once we allow for wide variations in national political inclusion, then there always will be two possibilities through which an incumbent leader can protect the incomes of those who count.  The first possibility is to increase the size of the total pie, allowing either a proportionate or a greater than proportionate share of the increase to fall to the set of politically included actors.  If all, or nearly all, of a country’s residents are included in the set of relevant political actors, then the median voter can be satisfied only insofar as the total pie increases.  A second possibility is to take wealth or income away from someone, redistributing it toward the median voter.  In a mass democracy, a rational incumbent may decide to redistribute income or wealth away from a wealthy minority, thus benefiting a poorer majority.  There are, however, well known limits on such a strategy, which is sometimes understood as a variant of economic populism.
  One constraint is that the wealthy may take their capital out of the country, thus worsening overall economic outcomes.  Another deterrent to incumbents who otherwise might be tempted to pursue this strategy is that the wealthy often possess considerable political resources, which might then come to be used to topple the incumbent.  

However, if substantial numbers of residents lack political rights, they may become easy targets for explicit or implicit taxation or confiscation.  Politically excluded residents may be forced to contribute their labor without adequate compensation, or they may be subject to arbitrary confiscation by an unpredictable state.  The national economic regulatory regime, taken as a whole, also may embody all manner of more subtle public policy twists, including agro-export bias, urban bias, or regressive taxation and state social spending.  Poor quality or non-existent public education combined with state subsidies for free university education for those who pass the entrance exam exemplifies elite bias.  Under these conditions of limited political inclusion a rational leader normally should prefer to allocate the main benefits of new growth towards her relevant constituents, but will not actively seek to disadvantage other residents.  However, suppose the leader’s constituents demand levels of subsidies and rents that cannot be sustained, given public revenues.  Or suppose the leader finds herself compelled to make large public expenditures on defense or as a result of exogenous shocks, from natural disasters to external financial contagion.  The incumbent’s political imperative is to protect the incomes of politically salient groups.  It sometimes may be politically rational for an incumbent to sacrifice overall macroeconomic balance as a more or less intentional strategy.  Why?  The costs of inflation, prolonged stagnation, or natural resource despoliation will be spread across all residents.  Meanwhile, the incumbent leader can choose to concentrate scarce government resources on providing compensating benefits and protections for the group of RPA, a favored subset within the set of all residents.  She thus retains the loyalty of those who matter.

The importance of democratic transitions thus is clear.  If a country’s political transition is to a regime that has competitive elections, but within which access to the vote and other measures of political voice are limited in scope, as in an elite or even a middle-sectors democracy, then we do not expect that open party competition and rule by law alone will shield the country from seriously perverse macroeconomic outcomes.  However, the transition to mass democracy with near universal suffrage and no major exclusions of social groups (for example, of a large underclass of non-citizen immigrants), should lead rational political incumbents to seek economic policy packages that yield macroeconomic outcomes that remain roughly within advanced industrial country norms (think contemporary France or Spain) over the medium run.  The hypothesis is that the median RPA’s tolerance for long periods of recurrent and extreme macroeconomic outcomes will be very low under mass democracy, since possibilities for state policymakers to employ the national economic regulatory framework to compensate citizens by the redistribution of income, directly or surreptitiously, from politically excluded to politically included actors will be minimal.

Brazil, 1930-1985: Contending Visions of Mid Twentieth Century Political Economy


Mid twentieth century Brazil had three political regimes: semi-authoritarian urban populism (1930-1945), postwar democracy (1945-1964), and modernizing military authoritarianism (1964-1984).
  We could interpret the political economy of these years through either mental model.  First, what can we learn from the lens of economic populism?  The 1930s and early 1940s were authoritarian, yet paradoxically also expanded the scope of Brazil’s relevant political actors.  On the one hand, President Getúlio Vargas, the losing candidate in the elites-only election of 1930, took power via a military coup, remaining in office for fifteen years.  There were no free elections for significant national offices, and Vargas also centralized political power, replacing most state governors with federal appointees and expelling about a third of the national legislature.  On the other hand, Vargas expanded the set of politically relevant groups to include not only Brazil’s traditionally dominant rural landowners, but also emerging urban groups, both business elites and middle income and status groups.
  Vargas also tried to organize key social groups outside the state, for example by creating compulsory and monopolistic corporatist syndicates for both industrial entrepreneurs and their employees.

Economic policies were classically populist, as state economic activities expanded for the dual purposes of stimulating industrialization, which Vargas and his advisors identified with national power, and creating a viable base of political support.  The central government executive branch consisted of multiple bureaucracies colonized by private interests.
  Whenever possible, political opponents were co-opted with side payments.  For example, following the unsuccessful 1932 secessionist rebellion by the state of São Paulo, President Vargas eased the sting of defeat by having the state-owned Banco do Brasil assume the war bonds the Paulista banks had floated to pay for the raising and arming of troops (Skidmore, 1967:19).  Thereafter state economic activity gradually came to favor an emerging industrial bourgeoisie.  Paulista industrialists praised central government investments in steel, iron ore, and hydroelectric power, all of which stimulated private entrepreneurship.  The agroexport elites who had been hegemonic before 1930 also continued to receive public subsidies, the most famous of which was the “coffee defense” program of price supports for Brazil’s most important export.
  Vargas also left quasi-feudal rural social relations alone, allowing fazendeiros to continue to constitute both the sole employer and (de facto) the law in their domains.  New government jobs in the civil service and state enterprises opened up for Brazil's small but politically important middle class, while the limited but novel social welfare benefits organized by Vargas’ Ministry of Labor charmed the small organized industrial working class, many of whom were employed by state firms such as the railroads.

In 1945 Brazil became a competitive democracy, and public policies continued their economically populist tendencies.  After the democratic Allies achieved victory in World War Two, Vargas’ own senior generals insisted that he step down and call elections.  Though the Communist Party was disallowed, historians generally agree on the open and comparatively honest nature of Brazilian party politics during its democratic period from 1945 until the coup of early 1964.  Formal political democratization from the late 1940s coincided with more public investment, social spending--and inflation.  The postwar pattern of national economic governance was even more interventionist than the prewar one, as the dominant group of Brazilian business and government elites became explicit proponents of import-substituting industrialization (ISI), especially under President Kubitschek (1956-1961).   Specific policy instruments included a national industrial development bank, multiple exchange rates giving preference to machinery imports, and mechanisms too woo foreign direct investment in high priority sectors such as steel and automobiles.
 

Private industrialists received subsidies, public investment, and guaranteed markets for their goods, while the middle class and formal sector working class got good jobs.  Subsidies to big agriculture also were maintained, as rural elites also remained a crucial political constituency.  The state relied increasingly on foreign borrowing and monetary expansion, contributing to the spike in inflation that was an immediate precipitant of the 1964 military coup.  There were numerous examples of subsidies to one special interest being “offset” by subsidies to another, the final result being profound, if partially disguised, public deficits and uncontrollable inflation.  Although policymakers during the democratic years made multiple attempts at implementing orthodox stabilization programs, they all went awry.  


I note in passing that there is a more upbeat version of this same story.  True, Brazilian economic policymaking during the mid-century years of political opening and democracy was inflation-prone.  But the structuralist analysis of Brazilian reality emphasized supply rigidities due to inherited political and social institutions—which would require a certain amount of inflation to be overcome.
  Thus, for example, the highly concentrated nature of agricultural land ownership, combined with traditional rural elites’ fears that productive innovations might bring disruptive social change, meant that a quite considerable rise in domestic food prices would be necessary in order to call forth the increased supply response that would be needed to feed an expanding urban population.  The structuralists stressed Brazil’s strong economic growth over decades, tending to downplay concerns over inflation.  

Modernizing military authoritarianism followed.  The senior officers who led the 1964 coup quite explicitly justified it as a reaction to the venality and incompetence of elected politicians.  Dramatic economic reforms, including immediate tax increases and spending cuts as well as restructuring of regulatory and financial institutions, reduced inflation quickly.
  Authoritarianism had successfully dampened economic populism.  

But it did not last.  Despite the successful orthodox stabilization following the mid 1960s coup, the high growth and higher inflation pattern of the “populist” years of the 1950s had returned with a vengeance by the early 1970s.  Arguably beneficial developmentalism on the part of state technocrats coexisted uneasily with profound clientelism and capture of large chunks of the state by private interests.
  The military regime’s economic policy mix, once again, featured state interventionism and overlapping subsidies to multiple interests, often canceling one another out in the aggregate!
  To remain within the model and rescue the predicted association of economic populism and political democracy, one could point to the gradual political liberalization that began under military President Geisel (1974-1979).  

Alternatively, we could recast our interpretation of mid twentieth century Brazil in terms of an expanded median voter model, de-emphasizing the differences in the formal political rules, but highlighting the size and composition of Brazil’s set of relevant political actors (RPA) in each of the three regimes during the period of mostly high growth and high inflation.  Prior to 1930, Brazil had an elite-dominated political system, in which access to national power had been determined by pre-electoral pacts among key state governors, then ratified by an election open only to propertied elites, principally large landowners.  After 1930, Getúlio Vargas instituted a secret ballot for sub-national and legislative elections, although direct elections for president remained "postponed."  Though his mostly authoritarian regime was not a democracy, in order to strengthen his hold on the presidency Vargas courted the support of the urban middle class and even the small formal sector industrial working class by offering them symbolic political dignity as Brazilian citizens, along with welfare benefits provided via state-run, monopolistic unions.  As compared to the elite oligarchy that it replaced, President Vargas’ urban populist polity clearly expanded political participation.  It was not, however, truly a mass regime, relying instead on support from a much narrower social base.  

How narrow?  Column 3 of Table 2 reports on the maximum size of the set of RPA according to occupational groups as listed in the National Census.  It sums middle class and formal sector labour occupations, then adds a generous 10 percent to compensate for misallocation of elites, such as landowners and agro-export managers that the census groups with farm workers.
  The authoritarian populist years would seem to have given incumbent leaders an incentive to care about the opinions of only about a third of the Brazilian population, skewed toward urban dwellers.  By the logic of this mental model, if Vargas could keep these “voters” happy, then he could retain his hold on power, at least so long as the basic rules of the game (that is, the political regime type) did not change.  

Table 2  Estimates of the Size of Brazil’s Set of Relevant Political Actors (RPA)

	Political 

Regime


	Census

Date
	Maximum 

Population Share of 

RPA *

(percent)


	National Elections,

Inclusive 

Dates
	Number

of

National

Elections
	Mean Votes

/

Voting Age

Population

(percent)

	Authoritarian Populism

(1930-1945)


	1940
	31
	1930-1944
	N.A.
	N.A.

	Postwar

Competitive

Democracy

(1945-1964)
	1950
	34
	1945-1950
	3
	19.1

	
	
	
	1950-1954
	3
	29.4

	
	1960
	37
	1955-1959
	2
	31.6

	
	
	
	1960-1964
	3
	35.2

	Military

Authoritarianism

(1964-1984)
	1970
	22
	1965-1969
	1
	38.4

	
	
	
	1970-1974
	1
	42.9

	
	1980
	54
	1975-1979
	1
	55.5

	
	
	
	1980-1984
	1
	63.7

	Mass 

Democracy

(1985-Present)
	1990
	100
	1985-1989
	2
	74.9

	
	
	
	1990-1994
	2
	76.7

	
	
	
	1995-2000
	2
	81.0


* Maximum share of RPA calculated for 1940, 1950, 1960, and 1980 by summing middle class occupations (commerce, except food service & street vendors; military; civil service; liberal professionals; and other services, except personal services), plus formal sector labour (mining, manufacturing, public utilities, transport and communications), plus 10 percent for misallocation.  For 1970 only, formal sector labour is excluded.  For 1990 all census categories are included.

Sources: Cols. 2 & 3: Fundação Instituto Brasileiro de Geografia e Estatística (IBGE).  Estatísticas Históricas do Brasil: Séries Econômicas, Demográficas e Sociasis de 1550 a 1985.  Rio de Janeiro: IBGE, 1987, pp. 73.  Cols 4-6: International Institute for Democracy and Electoral Assistance (IDEA). "Voter Turnout Since 1945: A Global Report on Political Participation," at <www.idea.int/voter_turnout>, accessed October 2004.

According to this revisionist political economy framing, Brazil’s postwar democracy notably enhanced the open and competitive nature of politics, but did not dramatically expand the set of RPA.  Congress drafted a new constitution in 1946 to replace the authoritarian and centralizing document of 1938, and also made voting compulsory—but only for literates.  Moreover, the formula for representation in the legislature was deliberately biased to over-represent voters from rural, conservative states and under-represent industrial states, where workers had greater potential for militancy.
 (Ames, 1987, p.106, fn.3).  Column 6 of Table 2 gives figures showing participation in all national elections, both presidential and congressional, and suggests that the scope of Brazilian political participation expanded only very slowly.  If public policies worsened overall income inequality or hardened quasi-feudal rural class relations by subsidizing large landowners, these did not translate into a loss of political support for the incumbent.  However, sufficient employment in the urban centers was a politically critical outcome.

When escalating inflation became a problem for politically included elites in the early 1960s, they were willing to support a military coup to restore macroeconomic balance.  The new regime insulated economic policymaking from special interests and popular oversight, and stabilized the macroeconomy.  Initially, the military coup in 1964 had the goal of demobilizing and depoliticizing the industrial working class. According to the rough estimates of Table 2’s Column 3, the RPA may have dropped to under a quarter of all adult residents.  However, the conservative economic policies of 1964-1967 did not last, as they were inconsistent with the preferences of the set of RPA, beginning with Brazil’s business community, who sought government credits and support for rapid industrial expansion.  Public deficits, both obvious and disguised, were funded via a combination of money and credit expansion and the accumulation of foreign and domestic debt. One of the key regulatory innovations of the mid 1960s period of ostensibly orthodox institutional reform was inflation-indexing, which linked the nominal value of long-term financial contracts to inflation, thus reducing the lender’s risk.
  Initially applied only to treasury securities and residential mortgage bonds, by the early 1970s returning inflation had spread indexation throughout the formal economy, including to financial assets, wages and salaries, rents, and government benefits.  At this point, the political incentives for incumbent leaders to maintain macroeconomic stability had become quite weak.  Even after the gradual political re-incorporation of urban organized labour from the mid 1970s, most members of the set of RPA would be better off under the high growth, high inflation scenario, since the main costs of inflation were borne by those outside the implicit political compact, especially the large urban and rural underclasses, whose incomes from casual and informal sector employment were not protected by indexation.

In sum, both the theory of economic populism and the perspective of the median voter provide plausible explanations for Brazil’s strong growth and recurrent inflation from the 1930s to the mid 1980s.  Neither is, incidentally, a theory of the role of economic conditions as a precipitant of national political change, although feedback mechanisms from economics to politics clearly existed.  The dominant perspective suggests that the periods of expansion of political participation and contestation overseen by a weak and clientelistic state generated chronic deficits and inflation: political democracy might have been normatively desirable, but it was economically disastrous.  This chapter’s revisionist analysis instead emphasizes the incumbent leaders’ needs to please the median RPA.  For presidents in middle sectors regimes incorporating only somewhere between a third to just over half of Brazil’s population, this meant that the national economic regulatory framework needed to ensure economic growth and an expanding pie.  However, very substantial macroeconomic distortions could occur—notably high and rising inequality and inflation—so long as their costs could be channeled to groups lacking in political rights.

Brazil, 1985-2003: The Economic Consequences of Mass Democracy


Which perspective makes more sense as an interpretation of the economic consequences of mass democracy in Brazil?  In 1985 José Sarney became Brazil’s first civilian president in twenty years, and in late 1989 Fernando Collor won Brazil’s first ever presidential election contested on the basis of universal adult suffrage.  For the first decade following redemocratization the macroeconomy registered ever more worrying inflation, while growth slowed to a crawl.   Following six dramatic failed attempts, Presidents Itamar Franco and Fernando Henrique Cardoso ended very high inflation in 1994-1995, perhaps permanently.  Brazilians subsequently reelected Cardoso, then chose leftist presidential candidate Luiz Inácio (Lula) da Silva in 2002, trusting to Lula’s pledge to rekindle growth and improve income distribution—but without a return of inflation.  In other words, the coming of mass democracy first brought a decade of crazy hyperinflation.  Subsequently, Brazil has settled into an alternation of politicians of the moderate right and moderate left, and macroeconomic policies and outcomes first leaning slightly toward price stability and then slightly toward economic expansion.  These are the political and economic policy norms that one might expect from one of the more volatile members of the Organization of Economic Co-operation and Development (OECD), the so-called rich country club.  Despite the many challenges of economic globalization, a large inherited public debt, and world record inequality, in macroeconomic terms Brazil apparently has now become an “ordinary” country.  

The economic populist paradigm suggests that widening political participation gives greater political voice to lower income groups, whose policy preferences will be for greater public spending and economic expansion.  They also will prefer employment to inflation-protection for their non-existent financial assets.  If many persons holding these classically “leftist” economic policy preferences enter the political arena simultaneously, as should happen when country holds its first democratic elections in many years, then the forces of popular democracy should undermine macroeconomic stability.  This scenario of “pent-up demand” seems to be a good description of Brazil after democratization in 1985.  Old claimants on public resources did not disappear, yet new urgent spending priorities arose just the same.  In 1986 Brazil’s Congress lowered the voting age and made voting compulsory for all adults, including illiterates.  Moreover, the new, very-democratically-negotiated Constitution of 1988 enshrined numerous novel, and extremely specific, economic rights and privileges—from the minimum wage to maximum real interest rates—and also mandated the transfer of over 20 percent of federal tax receipts to the states and municipalities, in the name of democratizing decentralization, thus appreciably worsening the federal deficit.
  Governors and mayors expanded patronage employment, while Brazil’s peculiar electoral rules of open-list proportional representation encouraged federal deputies to seek election via the “personal vote,” or a small group of highly committed voters, bound to the legislator by his or her commitment to defend narrow special favors.
 As new claimants made demands of government, annual inflation went from the low triple digits in the early 1980s to the mid quadruple digits by the close of the decade.  Dramatically escalating inflation led to repeated dramatic stabilization programs, each designed to stop inflation “dead in its tracks” by simultaneous economy-wide deindexation, a new currency, wage-price controls, and emergency measures (such as temporary taxes on middle class necessities such as gasoline or automobiles) to reduce fiscal deficits.  The inflation graph of the 1980s and early 1990s resembles dragon’s teeth, as huge spikes seemingly inevitably followed each brief trough of a few months of stable prices.   Finally, and only after repeated spectacular failures, the Real Plan (named after the new currency, the real) of 1994-1995 accomplished the job.  Inflation has now hovered at around 10 percent annually for a decade, Brazil’s lowest numbers since the worldwide Great Depression of the 1930s.  

The level of economic crisis was such that both policymakers and societal interests eventually recognized that their own costs of continued inflation exceeded the costs to themselves of stabilization.
  Cooperation was obtained, according to this interpretation, principally due to the looming threat of macroeconomic disaster.  Consequently, the weaker social actors—usually understood to be organized labor, and perhaps the salaried middle class—caved in and moderated their demands, allowing stabilization to occur at the expense of their relative incomes.  A variant on this interpretation attributes successful stabilization to the combination of an acute crisis and policy learning, as many of the same government technocrats participated in successive stabilization attempts, finally getting it right after a decade of miscues.
  

There are two potential problems with this analysis.  The first lies with the explanation of stabilization, the second with expectation for the future.  Supposedly, by 1994 absolute levels of inflation had reached crisis territory, sufficient to crash the economy.  Normally selfish political actors engaged in a zero-sum game of competitive lobbying of the state for favors suddenly realized that an inability to negotiate joint sacrifices for the sake of containing inflation would sink them all.  This thesis is not entirely convincing.  For example, unlike several of its neighbors including Argentina in the late 1980s, Brazil’s economy was not heavily dollarized. The financial sector did not disappear, and economic agents continued to enter into medium and long-term contracts--with indexation either implicit or explicit.  There were even modest net inflows of foreign direct investment, all of which suggests a scenario short of acute crisis.  Thus in early November 1991 Economy Minister Marcílio Marques Moreira noted that the leap from 15 percent monthly inflation in September to 23 percent in October did not constitute “hyperinflation,” but merely “super-inflation,” a distinction opaque to casual foreign observers--but by no means wholly specious given Brazilian conditions.
  The second weak point in the economic populist analysis concerns its apparent expectations for the future.  Although a stable price regime now has endured for a decade, there seems to be no reason, within the logic of the model, why high and very high inflation should not return, as none of the underlying social conflicts have disappeared.  Thus, for example, Brazil has had incremental market-oriented economic reform on a number of fronts,
 but remains a country characterized by patronage-oriented political parties, powerful and headstrong state governors, and a fractious national legislature.
  Some analysts have noted the curious fact that political candidates promising seemingly conservative economic policies (“neoliberalism”) have been popular with the masses.
  But there seems to be no good explanation, other than false consciousness on the part of the lower classes, as to why.


How well does the median voter framework fare instead?  Can it account for ten years of near hyperinflation, followed by a decade of reasonable macroeconomic sobriety?  Three types of empirical evidence might support what I’ve called the expanded median voter thesis as a valid interpretation of Brazil’s late twentieth century political economy.  First, and most simply, we might find a clear association of mass democracy and moderate macroeconomic outcomes.  Second, we might discover that poorer voters prefer candidates who stand for moderate macroeconomic policies.  Third, we could observe that incumbents, whatever their pre-election orientation, have implemented moderate macroeconomic policies once in office, presumably because they believe that this is what will get them re-elected.  I take up each type of evidence in turn.


Obviously, we do not see an unambiguous association of mass democracy and an end to high and very high inflation in Brazil.  Looking at the decade following the 1985 political transition, it is hard to deny that the economic populist framework contains important elements of truth.  There were new claimants on public resources associated with both democratization and decentralization, yet existing beneficiaries of government economic intervention did not want to relinquish their perks.  One may, and I do, term this a period of political transition, noting that Brazil’s first presidential election under conditions of mass democracy did not take place until late 1989.  Rough macroeconomic stability now has endured during the subsequent decade.  So we cannot make an empirical judgment about enduring patterns of political economy, then, for at least another ten years.  


An argument about the preferences of poor voters fares better.  The last previous presidential election took place in 1960, with participation from 33 percent of the voting age population.  In 1989, 80 percent of adults went to the polls.  It seems safe to assume that most of the illiterates enfranchised after 1986 were in the bottom third of income earners, and thus low income.  There were multiple candidates in the first round.  Fernando Collor de Melo, the rightist candidate, won a clear second round victory over Luiz Inácio (Lula) da Silva, leftist union organizer and co-founder of the Worker’s Party.   Not only this, but poorer voters showed a marked preference for Collor.  In a poll taken before the first round of voting in November 1989, among those intending to vote for Collor the most important reason by far was his pledge to fight “corruption, bribes, and maharajahs,” while the most important reason citizens favored Lula was his “support for the working class.”
  A week before the runoff (second round) elections in December a national poll reported that, among those voters with a preference, the poorest group (earning up to five times the minimum wage) favored Collor over Lula 56 to 44 percent.  Middle income earners (five to ten minimum wages) went for Lula by 53 percent, while high income respondents (over ten minimum wages) favored Lula by 61 percent.  Urban and better educated voters favored Lula, while their more rural and less educated fellows preferred Collor.
  


Once in office, President Collor immediately implemented Brazil’s most comprehensive anti-inflation “shock treatment” plan ever, which included an instantaneous and comprehensive wage and price freeze, deindexation, a new currency, medium term “structural” reform provisions such as privatization, and a dramatic effort to contain monetary expansion by freezing about 70 percent of private sector (individual and corporate) savings accounts for a year and a half.  Collor and his Finance Minister Zélia Cardoso de Mello managed to alienate virtually all of Brazil’s organized interests simultaneously, at least partly due to an imperious style at odds with Brazil’s political traditions of continuous bargaining and log-rolling among a kaleidoscope of political parties and interests.  Later, credible accusations of corruption within his administration proved Collor’s political undoing.  He resigned to avoid impeachment by the Senate.


Collor was succeeded by Vice President Itamar Franco, a long-time regional political boss in the personalist and clientelist tradition.  Despite his clear initial disinclination to tackle macroeconomic reform, Franco’s fifth Finance Minister in three years, Fernando Henrique Cardoso, convinced him that stabilization was essential.  Cardoso’s Real Plan was economically innovative.  More importantly, it was politically astute, understanding that a major and lasting reorganization of the national economic regulatory framework that had grown up over decades, and which had enabled the upper and middle classes (including the financial sector!) to coexist peacefully with very high inflation, would require an extended effort in policy salesmanship among all of Brazil’s myriad political parties and privileged economic interests.  Cardoso and his allies, initially principally within the executive branch economic ministries, had to convince Brazil’s “haves” that more or less simultaneous joint sacrifice would leave them better off than continuing the struggle for shares.
  In this reform effort, Cardoso had the electoral support of the population at large, including that of the “have nots.”  After polling substantially behind Lula as late as May 1994, Cardoso won a resounding first round majority even in a crowded field of candidates, clearly due to the rapid fall of monthly inflation from July onwards.
  Four years later, Cardoso again crushed candidate Lula da Silva in the first round of voting.


What do these electoral results mean?  A number of thoughtful observers have puzzled over votes of the Latin American masses, not only in Brazil, for politicians who then implement reforms these analysts characterize as pro-market, pro-business, “neo-liberal,” or illustrative of the “Washington consensus.”  One popular explanation for these seemingly perverse outcomes is external pressure, which clearly has been relevant for the public policy choices of smaller economies such as Ecuador or Bolivia, but is much less so for a large country such as Brazil.  Another is false consciousness, since the masses seem to have forsaken the traditional leftist parties and platforms, or post-election chicanery.  By the logic of the median voter model, on the other hand, lower income voters should prefer politicians who promise, above all, a relatively predictable and unbiased macroeconomic scenario.  In Brazil, the end of high inflation had immediate and progressive implications for income distribution.
  This outcome is widely accepted in Brazilian economic policy circles today, but was not so in the mid or even late 1990s.  
The third and final strand of evidence in support of a median voter framework for conceptualizing Brazilian political economy since the return of democracy looks to the behavior of incumbent politicians.  Both Presidents Cardoso and da Silva had historic ties to labour and to the left.  In office, each has supported fiscal retrenchment and social security reform, which means raising the retirement age and reducing benefits, a policy adamantly opposed by unionized, formal sector labour.  In my view, this is not simply a case of caving into pressure from footloose global investors—though such pressure clearly exists and not infrequently induces needless or even counter-developmental conformity in national economic policies in developing countries.
  The strongest pressure for at least rough macroeconomic stability—which implies both a permanent end to high and very high inflation and an expansion of employment and growth—comes from the average Brazilian citizen.

Comparative Conclusions


Fears that political democracy in poor countries would put sound macroeconomic management at risk have by no means been limited to analysts of Latin America.  There is a large literature on the need to “insulate” national economic policymakers from popular demands for clientelistic favors or massively expensive social spending.
  One frequent suggestion is to depoliticize as much of monetary and fiscal decisionmaking as possible by allocating their implementation to executive branch bureaucracies managed by apolitical technical experts such as independent central bankers.  For example, Bates and Krueger conclude from eight careful country studies that “economic reform implies the strengthening of the executive branch of government and, within the executive branch, the financial—as opposed to the spending—ministries.”
  Other scholars have touted the virtues of rapid, synoptic economic reform to accompany democratic transitions, fearing that otherwise economic populism will render needed pro-market reforms politically untenable.
  In general, the consensus has been that only economic crisis will put an end to populist tendencies—and then only temporarily, unless sweeping reforms in the national economic regulatory structure are able to be implemented by dedicated teams willing to ignore popular pressures to desist. 


The policy implications of this essay’s analysis would seem to point in the opposite direction.  Rather than recommending political insulation for economic policymakers in developing countries, we could conceptualize popular accountability to a truly broad electorate as an elegant and effective technique for avoiding the sort of highly skewed, unequal, and inefficient—yet for long periods functional—macroeconomic patterns that characterized Brazil during much of the twentieth century.  If our reform goal is to improve national economic and financial governance by properly aligning the incentives to political incumbents assumed to be rational maximizers, then a political transition from a polity by, of, and for the upper and middle sectors and toward a mass democracy might be just the medicine a genuinely far-sighted money doctor ought to recommend.
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