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The increasing internationalization of the world economy has eroded the regulatory
capacity of national governments. Countries have to compete to attract capital.!
Nowhere is this competition more apparent than in capital-scarce less developed
countries.2 Competition took root in Latin America between 1985 and 1998, when
most countries adopted structural reforms as a generalized response to international
economic pressures.? In the mid 1980s the failure of traditional policies to attract
capital inflows to cover fiscal deficits and debt services exposed the crisis of the pre-
vious developmental strategies and facilitated the emergence of a new policy con-
sensus around economic liberalization and state retrenchment. Led by Mexico, most
countries in the region opened their economies and shrank their states between 1985
and 1998, when, due to international financial crises, capital flows declined regard-
less of policy signals.

The reform process in Latin America moved consistently toward increasing liber-
alization across an array of policy areas.# Among the reasons why Latin American
governments, conservative and populist alike, implemented structural reforms were
the shortage of capital and fiscal and macroeconomic imbalances. Under harsh
macroeconomic conditions, multilateral organizations, creditors, and investors, aided
by domestic technocrats sharing their economic ideas, became more influential i
providing incentives for policy convergence.3

However, partisan policymaking did not disappear. Political parties continucd to
adopt sectoral policies with concentrated effects on traditional supporters to kcep
their backing. Labor-linked parties used labor market regulation to keep labor sup
porters despite the regional convergence toward labor deregulation.©

Market reforms included trade liberalization, deregulation of capital flows, (nd
privatization of state-owned enterprises. All these polictes generated pressure on
labor costs, which had been previously passed on to consumers, thereby stinning
labor regulations. Because most of the Spanish and Portuguese speaking ot
the region reformed their labor laws during this period, economic pressures
to erode government regulatory capacity in this policy area regardless ol
ship.” However, partisanship still exercised influence on policymaking in the arca ol
labor regulations.
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The regulation of labor markets includes both individual and collective labor law.
Individual labor law involves the rights of individual workers, such as work condi-
tions, work time, compensation, type of contract, and job security. Collective labor
law regulates collective bargaining, collective disputes (for example strikes), and
labor organizing. The evolution of individual and collective labor law has three pos-
sible outcomes: no reform (keeping the prior regulations), deregulatory reforms
(decreasing workers’ protection and providing more discretion to management to
make labor markets more flexible), and regulatory reforms (increasing workers’
rights and decreasing management discretion, thus making labor markets more
rigid). Deregulatory reforms predominated in the modification of individual labor
law, which has a direct effect on labor costs. There are, however, instances of regula-
tory reforms of individual labor law despitc economic pressures toward deregulation.
What explains them?

Partisanship and political uncertainty create conditions for regulatory reform of
individual labor legislation despite the regional convergence toward deregulation.
Latin American labor-linked parties abandoned their traditional populist policy pref-
erences in favor of structural reforms.® This policy switch generated political uncer-
tainty about the support of their traditional constituencies, whose backing was based
on the opposite policies. Because labor-linked parties want to avoid alienating busi-
nesses whose confidence they are trying to win with their promarket policies, they
prefer the status quo on labor regulation.? However, when incumbent labor-linked
parties both felt more uncertain and needed labor loyalty, they tried to keep the sup-
port of their labor allies, who were being hurt by market-oriented policies, without
risking their appeal to median voters, who are crucial for electoral survival.
Regulatory labor reforms are useful in keeping labor support because their impact is
concentrated on labor constituencies and does not affect the preferences of the medi-
an voter, thereby reducing the electoral cost for incumbents.'® Moreover, because
legal reforms are difficult to overturn in presidential systems, these institutional
changes can have long-lasting consequences on the labor markets.!!

Policy Convergence and Labor Reform in Latin America

This analysis compares all cases of labor reform between 1985 and 1998 in the
Spanish and Portuguese speaking countries of Latin America.!2 Labor reforms in
Latin America were gradual, and they targeted both individual and collective labor
law. Table I presents all cases of reform per administration, either deregulatory or
regulatory, indicating whether they involved individual or collective labor law. Table
I illustrates the predominance of deregulatory reform of individual labor law and
regulatory reform of collective labor law, which is consistent with economic pres-
sures because the former has a more direct impact on labor costs than the latter.!3
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Table 1 Individual and Collective Labor Law Reform

\Affiliated
L. abor
iICountry [Administration Confed Individual law ICollective law;
|Argentina st Menem (1989-95) YES Deregulatory | Deregulatory
l2nd Menem (1995-00) YES Regulatory Regulatory
[Brazi] [2nd Cardoso(1998-03) NO Dereguiatory None
(Chile [Alwyin (1990-94) YES Regulatory | Regulatory
[Colombia Gaviria (1990-94) NO Deregulatory | Regulatory
“osta Rica (Calderén Fournter (1990-94) NO None Regulatory
IDominican RepiBalaguer (1991-96) NO None Regulatory
Ecuador (Borja (1988-92) NO D latory | Deregulatory
[E] Salvador Calderon Sof (1994-99) NO Regulatory Regulatory
G 1 iSerrano Elias (1991-93) NO Deregulatory | Regulatory
[Arzi (1995-99) NO None Deregulatory
Ortega (1984-90) YES Regulatory Regulatory
Nicaragua iIChamorro (1990-96) NO Deregulatory | Deregulatory
IChamorro(1990-96) NO Regulatory Regulatory
Panama Pérez Balladares (1994-99) YES Deregulatory | Regulatory
Paraguay [Wasmogy (1993-98) YES None Regulatory
Peru tst Fujimori (1990-95) NO Deregulatory None
Znd Fujimori (1995-00) NO Dercgulatory | Deregulatory
Venezuela Pérez (1989-93) YES Regulatory Regulatory
[Caldera (1994-98) NO Deregulatory None
10 Deregulatory5 Deregulatory]
Tolals 6 Regulatory |12 Regulatory

Source: elaborated by the author (see endnote 12)

The effect of economic pressures is visible not only on deregulatory reforms of indi-
vidual labor law, but also on the choice of legal clauses to be modified. The immediate
pressure of trade competition on labor costs usually involves increasing wage flexibility
(to reduce pay levels) and external flexibility (to decrease the cost of firing and hiring).
By contrast, reforms related to changes in production flexibility and work organization
to incorporate the rapid adaptation of new technologies require deregulation in different
areas. In particular, they require increased temporal flexibility on work time and work
cycles and functional flexibility to allow for jobs involving multiple tasks. Therefore, if
short-term economic pressures prevailed over long-term changes in production strate-
gies, there should be a predominance of reforms involving wage and external flexibility
during this period. Of the ten deregulatory reforms to individual labor law, nine
increased wage and external flexibility, while only two involved temporary flexibility.
Thus, immediate economic pressures were particularly important in labor deregulation.

In short, economic pressure for policy convergence toward deregulation was stronger
for individual than for collective labor law. This effect makes regulatory reforms most
remarkable and highlights the need to focus on political incentives to explain their
occurrence against economic pressures.

Partisan Links and Policy Type under Political Uncertainty

What conditions generate political incentives to pass regulatory reforms to individual
labor legislation against the pressure for labor deregulation? First, policy effects are cru-
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cial. Partisanship is more likely to exercise an influence on policymaking when policy
effects are concentrated on an organized group allied politically with the government.
Labor regulation concentrates its effect on workers in the formal sectors and spreads its
impact across all of them, thereby facilitating common preferences and unified policy
pressures. Yet at the same time its effect is opaque for the median voter whose prefer-
ences are crucial on election day.'4 Thus, this reform involves high stakes for organized
constituencies but has a relatively low electoral cost for the government.

Second, labor-linked parties shifted their traditional policies from populism to
neoliberalism in a desperate attempt for political survival amid macroeconomic
instability. This policy switch generates uncertainty for politicians because voters are
harsher in their evaluations of policymakers who are not doing what they were origi-
nally elected to do.!5 Yet uncertainty is even higher regarding traditional constituen-
cies whose backing was based on the previous policies of labor-linked parties. As
uncertainty rises, politicians care about keeping their traditional labor allies if the
latter can provide not just marginal votes but also political resources and activists
that are crucial in retaining and recovering electoral support. Additionally, politi-
cians’ concern about labor support increases when other political parties appeal to
their labor constituencies. In a context of political uncertainty in which traditional
labor allies may be tempted to leave the government coalition, politicians need a pol-
icy to signal their own allegiance to their labor constituencies without risking the
support of the median voter.!6 Labor reform provides a useful signal because it con-
centrates its effect on these constituencies rather than on the median voter.

In sum, when governing labor-linked politicians face increasing political uncertainty
and are concerned about losing labor support, individual labor reform is more likely due
to the scope of its concentrated effect on labor constituencies. Because the concentrated
effects of labor reform are used to compensate losers in the process of economic liberal-
ization, they are different from the distribution of concentrated rents captured by the
winning coalitions of market reforms.!? Their rents often have high social costs, for
instance, through their impact on budgets and aggregate prices. Moreover, they eventu-
ally become visible to the median voter, whereas the compensations to losers have more
concentrated effects and are often ignored by the median voter.

Alternative Explanations for Labor Reforms

What influence does partisanship have on individual labor law reform in Latin
America? Statistical evidence demonstrates the influence of partisan links in
explaining individual labor law regulation, even when controlling for economic pres-
sures and other institutional variables that should affect the process of labor reform.
Policy preferences in the OECD have been derived from their distributive impact
on class-based constituencies.!® Although populist parties constructed around charis-
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matic leaders and lacking well-defined ideologies predominated in Latin America,
even these parties built constituencies based on the distributive effects of their poli-
cies.!? Policy benefits to political constituencies reinforced partisan affinities, which
in the case of organized labor were institutionalized in explicit alliances with politi-
cal parties. Since the mid 1980s, however, the regional convergence toward market-
oriented policies seems to have finished partisan policymaking. Yet studies show that
partisan links still influence the interaction between labor unions and labor-linked
parties under market reforms.20 To measure whether party links have an effect on
labor reforms, I have created a dummy variable, which takes the value of 1 in the
presence of a national labor confederation allied to the governing party before the
inauguration of the reformist president considered, and 0 otherwise.

Individual labor reform can also result from economic pressures provoked by
trade competition, factor endowment, and prior labor market rigidity. Due to their
prior protectionism, Latin American countries exposed to trade competition and fast
trade liberalization suffered strong pressures to reduce labor costs. Because existing
labor legislation affects both labor cost and labor mobility from the uncompetitive to
the competitive sectors, pressures on labor costs also vary across countries depend-
ing on the rigidity of their previous labor laws.2! Additionally, because factor endow-
ments affect competitive advantages, countries that are labor abundant rather than
capital abundant are more susceptible to pressures on their labor costs. Hence the
pressure for labor deregulation should be stronger when trade liberalization is faster,
the country more open, labor more abundant, and its prior labor legislation more
rigid.

Different measures test these effects. I test for the effects of trade liberatization by
using the difference in Lora’s trade liberalization index, which ranges from 0 (low-
est) to 1 (highest), between the start and the end of an administration.?? | used
exports plus imports as a percentage of GDP for trade openness.2? Because more
tabor-abundant countries should have higher pressures to deregulate individual labor
law, 1 test the abundance of labor as measured by the capital-labor ratio, with higher
capital-labor ratios in more labor scarce countries.2 To measure the effect of prior
labor market institutions, I use Lora’s labor market liberalization index, which ranges
from 0 (lowest) to 1 (highest), lagged to the last year of the prior administration. This
measure provides an indicator of institutionally defined labor costs because it is a
composite of different regulations that affect the degree of labor market flexibility.?
Countries with higher labor costs, that is, lower values on the labor liberalization
index, should be under stronger pressures to deregulate.

Ideas also contribute to transform economic pressures into policy solutions. The
failure of heterodox policies to deal with the consequences of the debt crisis pushed
Latin American governments to take the risk of implementing structural reforms.26
The neoclassical economic perspective that inspires these policies promotes the need
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to reduce rigidities in the labor market in order to improve its efficiency and calls for
labor market deregulation.2’ | use Lora’s general reform index, which includes a vari-
ety of policy areas and ranges between 0 (lowest) and | (highest), to measure reform
pace as a proxy for promarket intentions because I lack more direct measurements.2%

Stallings and Peres and Weyland argue that the pace of structural reforms in Latin
America is related to the severity of macroeconomic conditions.?? Indeed, the latter
even argues that these conditions shape public acceptance of radical market reforms,
which increases with recessions and higher inflation. Hence | also measure the effect of
GDP growth and inflation with the expectation that growth will have a negative effect
and inflation a positive effect on labor deregulation and other market reforms.3¢

The predominance of the status quo (most administrations did not reform labor
laws) underscores the difficulties of reforming labor policy in any direction. While
reforms that contradict economic pressures for labor deregulation are puzzling, it is
also necessary to control for the effect of factors that may hinder the reform process,
such as labor resistance and divided government.

Cortazar, Lustig, and Sabot emphasize labor resistance by “insiders” to explain
the predominance of the status quo.’! Madrid argues that the intensity of labor pref-
erences, based on the number of workers affected and the severity of the policy
effect, along with labor strength, explains why labor unions were more successful in
obstructing labor reform than other market reforms in Argentina and Mexico.3?
Thus, the rate of unionization as a percentage of wage earners measures the organi-
zational strength of labor unions, which represent workers in the formal sector, and
should be negatively related to any labor deregulation that threatens their acquired
rights.?3 By contrast, measures of unemployment do not capture as well the exposure
of workers in the formal sector because they can either become unemployed or move
to the informal sector, which employs almost half of the labor force.34

Finally, because legal reforms are unusual and hard to overturn in presidential
systems, they reflect some particular institutional constellation, which makes it diffi-
cult to differentiate the absence of reform from its failure. When reforms are
attempted, institutional factors affect the ability of administrations to execute any
reform by establishing veto points where reforms can stall.35 In particular, divided
governments—when the president’s party does not control congress—are likely to
affect the approval of legal reforms, either regulatory or deregulatory. Divided gov-
ernments are measured here with a dummy variable, which equals 1 when the party
of the president does not control congress and 0 otherwise.3¢

Notwithstanding economic pressures, legal reforms are unusual and are unlikely
to be adopted more than once during a presidential administration. Moreover, some
labor reforms passed during the same administration involve more than one legal
change, thus risking overestimation by counting laws instead of overarching reforms.
Theretore, the appropriate unit of analysis is the presidential administration, because
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it avoids overestimation of the number of reforms when several laws are involved,
while capturing the singularity of the reform opportunity. 37

Four different models tested the effects produced by these independent and con-
trol variables on the dependent variable labor reform. Labor reform has three ordinal
values: 3=deregulatory reform, 2=no reform, 1=regulatory reform, using an ordered
logit procedure for all the presidential administrations in the Spanish and Portuguese
countries of the region between 1985 and 1998 (N=68). Table 2 presents the four
models. The first tests the effect of economic factors (trade, labor endowment, previ-
ous labor rigidity, growth, and inflation), and the second focuses on political vari-
ables (ideas, union strength, partisanship, divided government, as well as growth and
inflation, which affect the incentives for market reforms in general). The final two
models include the pressure for trade liberalization, the effect of growth and infla-
tion, and partisanship, while controlling for union strength and divided government.
The difference between these two models is that one includes and the other excludes
the lagged labor liberalization index.38

All four models provide similar results. The variable party links is statistically
significant. It has the expected negative sign in all models and is robust to changing
measures of trade liberalization index (variation within the administration or aver-
age), labor rigidity (average or lagged to the year prior to the start of the administra-
tion), and divided government (dummy or governing party share of seats). This find-
ing suggests that ties with labor reduce the incentives of governments for individual
labor deregulation, even when controlling for economic pressures and political con-
straints. Indeed, the probability of labor regulation is three times as high as the prob-
ability of labor deregulation when the government is labor-linked, holding other vari-
ables at their means in the last model.3%

The rest of the variables are not significant but have the expected sign, except for

Table 2 Individual Labor Law Deregulation in Latin America, 1985-98

Model 1 Model 2 Model 3 Model 4
Trade liberalization | 3.42 (4.09) 3.32 (4.54) 3.55 (4.67)
{A in administration)
Trade o 61 (016)
K-L ratio -.00001(.00002)
Labor liberalization | 1.70(1.09) 1.64(1.29)
(lagged)
Growth -23(.19) -379(.25) -36(.17)** =35 (i6)*
Inflation .0003 (.0005) 0003 (0006) | .0002 (0005) i 0002 (.6065)
General reform 4.55(3.34)
index
Union Density -.008 (016) -001 (013} -.002(.013)
Party links SLOB(I3)** 1173 (T8)** | -1.73 (80P
Divided Government -.60 (.50) -37 (.50} -.38(.52)
N 60 59 58 58

Nole: entries represent ordered logit cocfficients with robust standard erors in
parentheses.
** significant at the .05 level.
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openness and labor liberalization, which have the wrong sign. Trade openness cap-
tures conditions that existed prior to policy convergence, such as a primary export
economy, while the wrong sign of the lagged labor liberalization index might sug-
gest endogeneity with the dependent variable. All other variables keep their signs
and similar coefficients when excluding this last variable. Growth is only significant
in the last two models, keeping the expected sign. These findings and the limitations
of some of the indicators make it difficult to establish a definitive conclusion about
alternative explanations for labor reform.

Thus, the empirical evidence presented here supports the hypothesis that partisan
links, defined as institutional links between national labor confederations and politi-
cal parties, influence labor reform. Although the statistical analysis shows that labor-
linked administrations are more likely to regulate individual labor legislation, it is
insufficient to illustrate under what conditions these administrations are more likely
to undertake these reforms rather than keep the status quo.

Labor Regulation, Labor-Linked Parties, and Electoral Needs

Chile, Venezuela, and Argentina illustrate the incentives generated by political uncer-
tainty to pass labor reforms that contradict the regional trend toward labor deregulation.
During most of the twentieth century Latin American labor laws followed a social pro-
tection model; the state mediated between labor and capital and protected individual
workers with regulations that guaranteed job security.?0 These protective labor regula-
tions benefited workers in the formal sector, who made up approximately half of the
urban work force and were most likely to be unionized. Additionally, state intervention
has traditionally been high and civil society weak in Latin America. Organized labor has
made alliances with political elites and received benefits for union members through
labor legislation in return for electoral loyalty.4! As a result, at times of political uncer-
tainty and concern about labor allegiances, labor-linked governments are more likely to
resort to labor regulation to keep the support of labor allies.

Economic pressures can not explain labor reforms in Argentina, Chile, and
Venezuela because these countries had different levels of trade liberalization, labor
costs, and rates of unionization before the reforms. Chile had the lowest labor costs of
the three, and Venezuela the highest. By contrast, Chile scores the highest in Lora’s
trade liberalization index and Venezuela the lowest, with Argentina in an intermediate
position on both indicators. Argentina had the highest rates of unionization, followed by
Venezuela and Chile. In spite of these differences, all three countries reformed individ-
ual labor regulation. In all three the governing labor-linked parties faced political uncer-
tainty and had reasons to be concerned about labor loyalty. These countries illustrate the
causal mechanisms behind regulatory reforms to individual Labor law.
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Chile The military government of General Augusto Pinochet passed a labor law in
1979 with the aim of reducing labor costs and weakening the labor movement, which
had supported the left-wing administration he deposed in 1973. Pinochet’s labor law
increased labor flexibility by curtailing labor organization and collective bargaining,
reducing firing costs, and allowing the hiring of strikebreakers. Organized labor,
which was politically tied to the Christian Democratic, Socialist, and Communist
parties, mobilized against Pinochet’s rule and in favor of democratization.42 When
democracy returned in 1989, Patricio Aylwin, the presidential candidate of a center-
left coalition led by the Christian Democratic and Socialist parties, the
Concertacion, won the first democratic elections. He was inaugurated in 1990. The
main labor confederation, the Unitary Workers’ Confederation (CUT), then led by a
Christian Democratic union leader, supported the new democratic administration.

Once in power, the Concertacion ignored its prior criticism of Pinochet’s promar-
ket policies and implemented similar economic policies, while increasing social
expenditures.*? Whereas their move reassured the business sector, it was not clear
how their traditional labor constituencies would react to the policy shift. Political
uncertainty was heightened because party identities were not yet consolidated. Self-
identification of voters with the left and center-left continued, and labor constituen-
cies seemed to strengthen after seventeen years of an antilabor military rule.44
Indeed, unionization grew from 10.5 percent in 1987 to 15.4 percent in 1991.45 The
CUT’s main demand was labor reform.46

The government coalition acted as a supraparty entity in tripartite negotiations with
both business and the CUT between 1990 and 1993. These negotiations elaborated the
labor bills that would be introduced to an opposition-controlled senate. Indeed, fear of
alienating business and divided government brought the government into careful negoti-
ations with the right-wing parties—especially Renovacion Nacional—and business
associations opposing the reform.47 Aylwin’s labor minister, René Cortazar, explained
that labor reform was a priority of the government, and he argued that a majority of
those who had a position regarding labor reform by 1990 were in favor.4® However, the
issue was not the main priority of the median voter, and even employment did not rank
high as a concern for the general population.*® Nonetheless, Aylwin’s administration
engaged in negotiations to pass labor reforms demanded by the CUT, including changes
in individual labor law in the form of Laws 19,010 and 19,250.50

During Frei’s administration, however, the Concertacion was more secure in its clec-
toral standing because of its overwhelming presidential victory.5! As political uncertain-
ty receded and the weakness of the labor allies became more obvious, government con-
cern about labor support declined.5? Hence, although the CUT kept demanding labor
reforms, the government did not engage in negotiations with the right-wing parties and
businesses to pass its labor bills into laws.53 The inaction of the Concertacion straincd
its relations with organized labor and facilitated the growth of left-wing opposition in
the labor movement. In 1998 the Communist party won the presidency of the CUT
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against Concertacién union leaders.54 Moreover, the 1999 presidential election between
the Socialist candidate of the Concertacion and the right-wing coalition appeared to be
very close. Thus, the Concertacion candidate Ricardo Lagos promised labor reform in
his campaign, and one month before the election President Eduardo Frei sent a regulato-
ry labor reform bill whose urgency status forced congress to debate it immediately
despite business opposition.>s Although the Concertacion imposed its majority in the
lower chamber, the bill was killed in the senate.>¢

Lagos was tied with his right-wing rival in the first round and won the presidency by
only two percent of the vote in the second round. Political uncertainty thus increased for
the governing coalition. With business opposition and support of the new Socialist pres-
ident of the CUT, a Concertacion-controlled congress passed a labor reform in 2001.
The new law strengthened the authority and number of inspectors in the labor direc-
torate to enforce employment regulations, increased protection in individual employ-
ment, limited overtime, and reduced the length of a continuous work period and the
maximum work week with monitoring by the labor directorate.5?

In sum, the Concertacion pushed for labor regulation when it was uncertain about
labor’s political support. When uncertainty declined, so did efforts to pass further
reforms. When political uncertainty increased again during Lagos’s electoral campaign
and election, the incentives for labor reform reappeared. After the third Concertacion
president was elected by a small margin, a new regulatory labor reform was passed.

Venezuela In 1989 Venezuelan President Carlos Andrés Pérez of the labor-linked
Democratic Action (AD) was elected on a populist electoral platform, but atter his inau-
guration he shifted from the traditional policy preferences of his party to promarket
reforms. Although the policy switch gained widespread business support, it increased
political uncertainty for AD. In spite of Pérez’s landslide victory, public opinion hardly
backed his new economic program, as shown by surveys and popular riots.>® Indeed, tra-
ditional AD labor constituencies protested the policy shift barely three months after
Pérez’s inauguration by organizing the first general strike since the democratic transition
of 1958. Political uncertainty and the increasing appeal of Causa R in the labor move-
ment made AD politicians concerned about keeping labor support. ¢ Hence, when the
AD-led Venezuelan Workers’ Confederation (CTV) demanded the passage of a labor bill
that AD legislators had long prevented from being voted on by congress because COPEI
Senator Rafael Caldera had drafted it, AD legislators paid attention to their demands.®
Indeed, they even assigned the bill “maximum priority” in legislative debates.6!

The new Venezuelan Organic Labor Law of 1990 included thirty-seven provisions
increasing its rigidity or protection, nineteen of which were new.%2 This law was
resisted not only by businesses, but also by President Pérez because it contradicted
his market-oriented reforms.63 Yet AD legislators supported it in order to keep their
labor allies at a time of growing political uncertainty. even if their vote conflicted
with the president’s agenda. o4
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As in Chile, the legislature approved the law simultaneously with market-oriented
reforms.55 As in Chile, AD’s support for a regulatory reform of individual labor law
coincided with an increase in political uncertainty for AD as presidential popularity
declined.®¢ Yet AD kept labor’s loyalty and continued to control the CTV even after
the 1993 presidential elections, when it won a quarter of the vote, and after the 1998
election, when the traditional Venezuelan political parties, AD and COPEI, did not
nominate presidential candidates to oppose Hugo Chavez. Indeed, it continued to
control the CTV even though Chavez passed laws on union elections to weaken its
control. The CTV became a leading opponent of Chavez and organized a three-
month national strike that failed to depose him in 2003. Paradoxically, labor regula-
tion helped AD keep its labor allies but hindered its adaptation to new constituencies
in the growing informal sector, who were instead attracted by Chavez.¢7

Argentina After his inauguration in 1989, Argentine President Carlos Menem made a
commitment to market reforms despite the populist past of his party, the Peronist party
(PJ). Due to high business distrust and Menem’s populist electoral campaign, promarket
policies were radical in order to make Menem’s intentions credible. These policies pro-
voked the division of the main labor confederation, the PJ-controlled General
Confederation of Labor (CGT), between 1989 and 1992 over whether to support or
oppose Menem. Yet, despite radical promarket policies in every other policy area, labor
reforms advanced very slowly due to the pressure of PJ labor leaders.68

PJ labor leaders’ influence was responsible for the two year delay and dilution by
Peronist legislators of Law 24,013 of 1991, which disappointed business expecta-
tions.*® This deregulatory reform allowed temporary contracts and reduced the sever-
ance payments that had been increased by Menem in 1989, but it was so mild that
one of the two splinters of the CGT supported it in return for a qualification making
the new contract provisions conditional on collective agreements and a law bailing
out bankrupted union health funds (Law 24,070). It was followed by Law 24,467 of
1995—restricted to small and medium companies—that extended temporary hiring
with lower social security contributions. This second deregulatory reform emerged
from tripartite bargaining and was supported by the then unified CGT because the
government agreed to make the new contracts conditional on union approval, to bail
out union debts, and to suspend the deregulation of union-run health funds.”

The internal pressure within the Peronist party, especially in the labor laws com-
mittee of the lower chamber, explains why labor deregulation was so mild during
Menem’s first administration (1989-95).71 Even this mild deregulation, however,
occurred after political uncertainty created by the policy shift for the Peronist party
had receded due to the success of the currency board in vanquishing hyperinflation.
The increase in Menem’s popularity to 70 percent in 1991 helped the PJ win the leg-
islative elections of that year and Menem himself to be reelected after a constitution-
al reform in 1995.72
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Although Menem was able to recraft the PJ coalition to include the informal sec-
tor through clientelism, by 1997 both Menem’s popularity and Peronist electoral
strength had eroded, allowing the opposition to win the legislative elections of that
year.”3 Electoral decline and the growth of center-left Frepaso (Front for a Country
with Solidarity) that could attract labor support and indeed had links with a small
labor central and was starting to flirt with a faction of the official CGT increased
political uncertainty and the fear of labor exit. In response to growing political
uncertainty, Menem sent a regulatory reform, previously negotiated with the CGT, to
congress. Because the Frepaso and UCR opposed the reform by preventing a legisla-
tive quorum, both Menem and Humberto Roggero, chief of the PJ legislative bloc,
asked Claudio Sebastiani, who was both a PJ legislator and the president of the main
business association opposing the bill, to provide the quorum needed to pass Law
25,013.74

Law 25,013 abolished most exceptions from severance payments and payroll taxes
and reduced the probation period in labor contracts to only one year. Hence, as in Chile
and Venezuela, political uncertainty and concerns about labor support prompted the
Peronist government to please their labor allies by passing regulatory labor reform. As
in Venezuela, the PJ kept its predominance in the labor movement, and, although it
could not avert defeat in the 1999 presidential election, it came back to power in the fol-
lowing presidential election.”

Summary Chile, Venezuela, and Argentina illustrate the ways in which political
uncertainty and partisanship generated conditions that brought about regulatory reforms
in individual labor legislation even in the context of strong economic pressures for
deregulation. Madrid’s analysis of labor reforms in Argentina and Mexico focuses on
labor strength to resist deregulation.” Yet Valenzuela argues that traditional measures,
such as the rate of unionization, are insufficient to capture labor strength in Latin
America.”” Labor influence can be measured not just by unionization, but also by parti-
san alliances and political circumstances.

In all three countries, labor-linked parties supported regulatory reform of individual
labor law under conditions created by political uncertainty and concern about labor sup-
port. Although labor demands regarding regulatory reform were put forward by the
national labor confederations in all three countries, they were channeled through a polit-
ical party and its legislators in Venezuela, direct bargaining with the executive in Chile,
and combined legislative influence and negotiation with the executive in Argentina. In
all three, though, partisan links and political uncertainty for the incumbent provided the
opportunity for labor’s demands to become regulatory reforms. By contrast, non-labor-
linked partics have few incentives to promote regulatory labor reforms. In Chile
Pinochet’s 1979 labor reform was drastically deregulatory. In Argentina the administra-
ton that replaced the PJ in 1999 passed a deregulatory labor reform opposcd by PJ leg-
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islators and labor unions, which was annulled by the following Peronist administration
in 2004 based on a corruption scandal over its approval.

Labor laws concentrate their effect on labor unions’ constituencies and have low
electoral relevance for the median voter, thereby reducing any electoral effect. Thus, the
electoral consequences of labor influence are not necessarily significant for the labor-
linked political parties, precisely because the median voter is not concerned about these
policies. Because of the decreasing electoral influence of labor unions in media-led
campaigns and the growth of informal sectors, labor-linked parties need to reach
beyond organized labor and into new constituencies for electoral success.” Yet this
declining electoral influence makes regulatory labor reforms all the more important,
because they will institutionally affect employment relations in the formal sector until a
new reform 1s passed. Hence the institutional effect will persist due to the difficulties
inherent in implementing labor reform despite eroding labor electoral strength.

Conclusion: Labor Reforms in Comparative Perspective

Market reforms to confront international economic pressures pose dramatic changes
for labor-linked parties. These parties have incentives to use labor regulation to keep
labor support when facing political uncertainty because it allows them to insulate the
median voter from partisan policymaking. This concentrated effect makes it a great
candidate for partisan policymaking amid regional policy convergence.

Other sectoral policies can also serve to sustain the support of organized groups
allied with governing parties. Various social policies concentrate their effect on orga-
nized groups with ties to governing parties. Social security affects pensioners, who
are sometimes organized and politically aligned, and formal workers. Higher educa-
tion reforms concentrate on university students, usually organized and politically
affiliated, while changes in the education curricula concern the church, which has
relations with clerical parties. Thus, further testing on other policy areas will show
the scope of this argument beyond labor regulation.

These findings expand upon other studies that illustrate partisan policymaking in
Latin America despite policy convergence.’ They are empirically bound by the stud-
ied period, when Latin American governments with labor constituencies implement-
ed market reforms and faced the political uncertainty that made them concerned
about the loyalty of traditional constituencies. The concentrated effect of these
reforms permitted a clear distribution of their impact while insulating the median
voter. After market reforms are implemented and new coalitions are crafted, the mar-
ginal value of organized labor declines, but the institutional effects of labor reforms
remain. These findings are important in understanding the political economy of mar-
ket reforms in Latin America. It is important to differentiate policies according to
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their effect, especially on organized groups allied with the governing party. Further
research should explore the policy domains that are subject to partisan policy prefer-
ences and the conditions under which partisan preferences are more likely to emerge
in policymaking. If market reforms are not only technical but aiso political process-
es, it is worth exploring the patterns of preference formation of policymakers,
including those derived from long-term ties with constituencies.
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