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Chapter 1: Introduction
1.1: Latin America misses the Great Levelling

T

he study of economic inequality is gaining increasing momentum. From the Occupy Wall Street
movement to the effects of the coronavirus pandemic and the unequal burden of environmental

consequences, inequality and its repercussions appear entrenched in numerous debates and controversies. The
recent publication of seminal work by prominent historians and economists has imbued such conversations
with both a long-run and a global lens.1 The staggering recent growth of inequality in the biggest economies
has become undeniable; its global persistence, unflinching. Whether due to inequality’s effect on growth2,
political stability3, happiness4, or its sheer ethical considerations5, its outcomes are bound to affect the
majority of the global population.
Nowhere are these effects more pervasive than in Latin America, a region whose history is plagued
with references to its exorbitant rates of inequality. For having most of its nations classified as 'middle
income’, the uneven distribution of the continent's fruits of production is often characterised as atypical.6
Historians have long grappled with the causes behind it—colonial history, post-independence institutions, the
continent's initial reliance on natural resources, or its varying social policies are among the contended causes.7
Yet despite the abundance of insight, the problem remains persistent. Indicators of both income and wealth
inequality for 2021 almost invariably place the region as the most unequal in the world (see Table 1.1).
Although Asia and Africa may rival the continent’s uneven distribution of overall national income (as
captured by a national income Gini), the top 1% of the Latin American population appears to take the most
disproportionately large share. Nowhere is wealth accumulated more unequally than in Latin America. Most
worryingly, the share of wealth owned by the bottom 50% of the continent’s population is disconcertingly
low.
The unchecked growth of global inequality, however, is not the historical norm. As a growing body
of literature reveals, the 20th century (most specifically from its onset to the 1970s) saw a dramatic reduction
1Branko

Milanovic, Global Inequality: A New Approach for the Age of Globalization (Harvard University Press, 2016); Thomas Piketty,
Capital in the Twenty-First Century (Belknap Press, 2014); Walter Scheidel, The Great Leveler: Violence and the History of Inequality from the
Stone Age to the Twenty-First Century (Princeton University Press, 2017).
2 Adam Smith, The Theory of Moral Sentiment, 1759; Amartya Sen, On Economic Inequality (Oxford University Press, 1997).
3 Francis Fukuyama, ed., Falling Behind: Explaining the Development Gap Between Latin America and the United States (New York: Oxford
University Press, 2008).
4 Ada Ferrer-i-Carbonell and Xavier Ramos, “Inequality and Happiness,” Journal of Economic Surveys 28, no. 5 (2014): 1016–27, https://
doi.org/10.1111/joes.12049.
5 Harry G. Frankfurt, On Inequality (Princeton University Press, 2015).
6 Victor Bulmer-Thomas, The Economic History of Latin America Since Independence (Cambridge University Press, 1994).
7 Stanley L. Engerman and Kenneth L. Sokoloff, “Factor Endowments, Inequality and Paths of Development Among New World
Economies,” NBER Working Paper Series, 2002, https://doi.org/10.1023/A:1025111232045; Jeffrey B. Nugent and James A. Robinson,
“Are Factor Endowments Fate?,” Revista de Historia Economica - Journal of Iberian and Latin American Economic History 28, no. 1 (2010):
45–82, https://doi.org/10.1017/S0212610909990048; Fukuyama, Falling Behind; Daron Acemoglu, Simon Johnson, and James A.
Robinson, “The Colonial Origins of Comparative Development: An Empirical Investigation,” American Economic Review 91, no. 5
(2001): 1369–1401, https://doi.org/10.1257/aer.102.6.3077.

1

Table 1.1: World Income and Wealth Inequality Indices, 2021
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Source: World Income Inequality Database (WIID). Accessed March 2022

in inequality levels throughout most of the Western World.8 The effect of the two World Wars and the Great
Depression halted and reversed the growth in inequality that had accompanied modern economic growth,
resulting in what is currently referred to as the Great Levelling (GL henceforth).9 Research into the causes
and mechanisms behind the GL has been central to the debate around the modern forces driving inequality
levels—be them technology, ideology, or the cementing of a globalised world. Yet the geographical scope of
the GL has been limited to early-industrialising and wealthy economies. This restricts its potential as a vehicle
to understand global inequality. Understanding not only the presence of the levelling forces that led to the
GL, but also their absence and their regional variations may make this historical ‘anomaly’ an increasingly
powerful tool for any future attempts at abating inequality.

Piketty, Capital; Scheidel, The Great Leveler; Jeffrey G. Williamson, “Latin American Inequality: Colonial Origins, Commodity Booms
or a Missed Twentieth-Century Leveling?,” Journal of Human Development and Capabilities 16, no. 3 (2015): 324–41, https://doi.org/
10.1080/19452829.2015.1044821; Claudia Goldin and Robert A. Margo, “The Great Compression: The Wage Structure in the United
States at Mid-Century,” Quarterly Journal of Economics 107, no. 1 (1992): 1–34, https://doi.org/10.2307/2118322.
9 It has been referred to under different names in literature, including the Great Compression. We have chosen Great Levelling to
differentiate it from the US-specific reduction in inequality in the 1950s and 1960s, which often goes by the Great Compression.
8
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This thesis places Latin America in the context of the GL. Despite the lack of direct involvement
from most Latin American nations in the World Wars10, the increase in Atlantic integration through
commodity exports since the 1870s made the continent increasingly exposed to their social and economic
consequences. The shock of the Great Depression marked a watershed in many Latin American countries’
economic histories.11 Although some reductions in inequality have been recorded in the region for the years
in question, they have been described as mere ‘decelerations’12, far from the magnitude of the GL. Figure 1.1
shows attempts to reconstruct long-term inequality indices for the three countries that will make up the bulk
of this thesis.13Although far from being free of fluctuations, the long-term trajectory of these indices
suggests persistently high levels of inequality in all three instances. The economist Jeffrey Williamson, whose
work has been central to understanding long-term dynamics of Latin American inequality in a global context,
has placed particular importance on the continent's 20th-century history—and its differing experience with
the Western World—for understanding its place as the world's most unequal region.14 In the last sentence of

Figure 1.1 Gini Coefficients of Chile, Colombia and Uruguay, 1880-1980
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Sources: Uruguay: Bertola (2005). Chile: Rodriguez-Weber (2014). Colombia: Rodriguez-Weber (2017).

An exception is Argentina, which joins WWII in 1945 and whose GDP actually increased from the war.
Rosemary Thorp, “Introduction,” in An Economic History of Twentieth-Century Latin America, Vol.2: Latin America in the 1930s: The Role
of the Periphery in World Crisis, ed. Rosemary Thorp (Oxford: Palgrave, 1984), 1–14.
12 Scheidel, The Great Leveler, 381.
13 Read further into this chapter for our motivation to center this thesis around them, and how their joint experiences may be
characteristic of the Latin American continent as a whole.
14 Williamson, “Latin American Inequality.”
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an influential 2015 paper, he asks: "So, why did Latin America miss the Great 20th Century Egalitarian
Levelling?”15 This thesis is an attempt to answer his question.
Through a survey of available literature, databases, and labour archives, this thesis attempts to unpack
Jeffrey Williamson’s question by asking the following questions: What were the mechanisms through which
the GL acted upon inequality levels? To what extent did these mechanisms also unfold in Latin America as a
result of the events of the first half of the 20th century? And in the event that they did, was there anything
that set them apart from Western countries’ documented experiences that could explain their limited levelling
potential? The length of the following chapters is dedicated to answering these questions.

1.2: Capital, Labour, and Government
Inequality can take a myriad of forms. In its most basic conception, it refers to any gap between the
rich and the poor, the elite and the commoners, those at the top and those at the bottom. This gap may be
political (e.g., limited suffrage or unequal representation), or economic (e.g., differences in access to capital,
asset ownership, or levels of remuneration). In turn, these differences may be measured by a number of
indicators, not all of which may move together in precise harmony.16 There may also be multiple forces acting
simultaneously and in different directions, making the resulting effect on economic inequality appear as the
outcome of a 'race' between numerous contending forces. Thus, the mechanisms driving the size of a
society’s multitude of ‘gaps’ are complex and intertwined.
Such gaps may broaden or narrow under varying circumstances. They may do so intermittently, as
Branko Milanovic’s ‘Kuznets waves’17 conjecture, or they may do so in a single and unavoidable cycle, as
Kuznets himself predicted as the consequence of economic growth.18 Such changes may be gradual, due to
structural change or globalisation19, or they may be sudden, due to fiscal or political shocks. Some have
argued they will only inevitably widen under capitalism20, unless curbed by significant redistributive policies21
or system-shocking events.22 Though there may not yet be a consensus regarding the frequency, pace, and
direction of changing levels of inequality, the avenues through which these changes occur appear to be much
more evident.
This thesis focuses on three avenues that can determine inequality levels in a society (see Figure 1.2).
Even though they exist within an influential political and economic environment, we believe that specific
Williamson, “Latin American Inequality”, 25.
Daniele Checchi et al., “Labour Market Institutions and Income Inequality,” Economic Policy 23, no. 56 (2008): 601–49, https://
www.jstor.org/stable/40071852.
17Milanovic, Global Inequality
18Simon Kuznets, “Economic Growth and Income Inequality,” The American Economic Review 45, no. 1 (1955): 1–28.
19 Carl G. Uhr, “Eli F. Heckscher, 1879-1952, and His Treatise on Mercantilism Revisited,” Scandinavian Economic History Review 23, no.
1 (1980): 3–39, https://doi.org/10.1080/00708852.1980.10418968.
20 Karl Marx, Capital, 1867; David Ricardo, On the Principles of Political Economy, and Taxation, 1821
21 Piketty, Capital
22 Scheidel, The Great Leveler
15
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Figure 1.2: A Theoretical Framework of Levelling Shocks
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Great Depression)
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Source: Author’s elaboration

developments in the relationship between capital, labour, and government interventions can be crucial to
determining distributional outcomes. Most importantly, we believe that the effect of external shocks—such as
those behind the Great Levelling of the 20th century— on inequality levels is determined by both the preshock state of these components, and their ensuing changes.
The inevitably uneven accumulation of capital in the hands of very few has been at the centre of
discussions on political economy and ideology for centuries.23 The disproportionate and growing increase to
its returns in periods of rapid economic growth—in stark contrast with those of labour—is at the centre of
Tomas Piketty’s work on the GL. Thus, the relationship between capital structures and inequality can mostly
be understood through the rate of capital accumulation (or its rates of return), which in turn feed the stock
of capital (or wealth), in a society (see Figure 1.3). Whereas changes in the rates of return to capital affect
levels of income inequality (especially when set against changes in returns to income from labour, see below),
changes in the capital stock determine levels of wealth inequality (and remain comparatively independent of
changes in the labour structure).
In the presence of shocks, there are numerous forces that may alter capital structures with inequalityreducing effects. A change in the rates of growth of the economy, for example, will have direct implications
on the rates of capital accumulation. Likewise, changes in the price level that reduce the purchasing power of
amassed wealth may diminish the value of accumulated fortunes. Sustained changes in monetary stability can,
over time, erode accumulated wealth. Additionally, shocks involving physical destruction or drastic alterations
23

Marx, Capital.

5

to financial, or revenue-making institutions can also cause stored wealth to be quickly decimated.24 The effect
of these changes on overall levels of (income) inequality, however, are often inevitably related to a how much
of new income ends up going to those on the labour side of the functional distribution structures.
The continuous search for concessions between labour and capital is at the centre of the history of
capitalism. Following the dissolution of feudal or labour coercive institutions, the predominance of capitalist
modes of production embedded the separation between returns to labour and capital into distributional
outcomes. Curbing the neo-classical inevitability of the returns to capital disproportionately increasing in the
long run has thus often only been considered possible, in the absence of shocks, through recurrent demands
from the ‘owners’ of labour. The result of such search—and crucially important in determining inequality
levels in a society—is inscribed into a society’s labour institutions.
Daniele Checchi et al.25 suggest that labour institutions affect inequality levels through their effect on
labour market outcomes (i.e., wages and unemployment levels). However, their ability to determine such
outcomes depends on both the size and the strength of these institutions. Unionisation rates, which may be
one of the most straightforward determinants of institution size, can be influenced by both ideology and the
physical environments in which workers operate. The spread of Marxist ideology in dense urban
environments, for example, appears more conducive to labour mobilisation than in the more thinly populated
Figure 1.3: Capital Structures and Inequality –A Theoretical Framework

Inequality

Capital Structures
Shocks (e.g., World
Wars or Great
Depression)

Rates of Growth
Inflation
Physical destruction
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24
25

Piketty, Capital.
Checchi et al., “Labour Market Institutions and Income Inequality.”
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rural areas.26 The strength of such unions is in turn related to the actual bargaining power of labour.
Collective action theory proposes that this is related to labour’s ability to create credible threats.27 The size of
the population or the capital intensity of production may determine the seriousness of such threats:
employers may be less attuned to their employers' demands when there is a big pool of suitable alternatives,
or when the foregone production of their absence is more manageable.28 Although these institutions by
themselves may be able to have a strong effect on wages, visible reductions in overall income inequality may
only be effective when these struggles manage to achieve—or happen to coincide with—curbs on the
corresponding returns to capital.
These components of labour institutions make them vulnerable to external shocks. Sudden
demographic changes, such as those through epidemics, war, or influxes of immigration, may significantly
alter both their size and their bargaining power. The Black Death provides a clear example, as its fractioning
of the population drastically affected the land to labour ratio, increasing the bargaining power of labour and
increasing the size of wages with respect to land rents throughout the European continent. The extent to
which this happened, however, was largely dependent on the labour institutions, such as the wage-setting
mechanisms and type of labour contracts that were present before the first epidemic wave.29 Other shocks
affecting the capital intensity of production and the demand for labour, such as the introduction of new
technologies, may affect the bargaining power of such institutions and, thus, labour market outcomes.
Political revolutions, like those that take place in Russia in 1905 and 1917, may affect labour institutions
through increasing rates of unionisation (see Figure 1.4).
Given the importance of the aforementioned distinctions between labour and capital in
redistribution, it is of no surprise that the type of capital—as well as who possesses it and how much of it—
is a significant determinant of inequality levels. Hindsight reveals that pessimistic predictions of indefinitely
rising inequality levels like those of David Ricardo or Karl Marx30 have failed to take place due to the
specificity of the type of capital they saw as dominant in society. The Ricardian scarcity principle was based
on the predominance of landed capital in 18th-century century Scotland. Marx, writing in a rapidly
industrialising England, saw nothing but the dominance of machines and factories as the source of
accumulation. Although their contributions to understanding the nature of capital are still valuable and
relevant, their applicability was limited due to their failure to account for technological change. This not only
had important implications on economic growth but also on the nature of capital that would come to—albeit
slowly in some areas of the world—dominate. The increasing importance of skilled labour and technological
Frantz Fanon, The Wretched of the Earth (New York, NY: Grove Press, 1963); Eric Hobsbawm, Uncommon People: Resistance, Rebellion,
and Jazz (New York, NY: The New Press, 1998).
27 Ewout Frankema, “The Historical Evolution of Inequality in Latin America: A Comparative Analysis, 1870-2000” (2008).
28 Eric Hobsbawm, The Age of Empire, The Modernization of the Western World (Vintage Books, 1989), https://doi.org/
10.4324/9781315699387-22.
29 Scheidel, The Great Leveler.
30 For Marx, inequality would only rise indefinitely until the inevitable socialist revolution. This one, however, often also failed to take
place—or to effectively redistribute!—on plenty of occasions.
26
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Figure 1.4: Labour Institutions and Inequality –A Theoretical Framework
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change in economic development thus create the need to understand human capital in order to fully account
for changes in redistributive outcomes.
Human capital has two important roles in determining inequality levels within a society. First, the
extent to which it prevails above other types of capital (land, industrial, financial assets) has the potential to
extend returns to capital to a broader proportion of a well-educated population. Second, and this is where it
gets less straightforward, even when this type of capital prevails or is present to a significant extent, the gap
between the supply and the demand of human capital will have a significant effect on the wage spread—or
the difference between the highest-earning workers and the lowest-earning ones. By determining what has
been termed a skill premium—or the additional wage that someone with a specific skillset receives—the
difference between the supply and demand of skilled labour becomes fundamental to determining inequality
outcomes.31
The difference between the supply and demand of human capital—or the ‘race between technology
and education’32—is thus central in determining a society’s levels of income inequality. Technological
advancements that require specific skills (think of coders in current times) drive up the demand for human
capital. When education levels are able to meet this demand, albeit with some time lag, skill premiums remain
low, and the wage spread is unable to drive up inequality levels. When educational infrastructure, on the other

Claudia Goldin and Laurence F Katz, The Race Between Education and Technology (Cambridge, MA: Harvard University Press, 2008).
The original concept of the ‘race’ is attributed to Jan Tinbergen.
32 Goldin and Katz. The original concept of the ‘race’ is attributed to Jan Tinbergen.
31
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hand, does not keep up in endowing workers with the demanded skills, the skill premium rises, wages spread,
and inequality levels become negatively affected by technological change.
Thus, shocks can affect inequality levels by affecting either the demand or the supply of human
capital. Socioeconomic or cultural changes that lead to an improvement in educational infrastructure, such as
those seen in the United States in the 1950s, increase the supply of human capital and may thus drive down
inequality levels. Technological changes, such as the introduction of the steam engine, or batch and
continuous processes in industrial production in the early 1900s, have the ability to drive up the demand for
skilled labour and thus affect income distribution through their interactions with the education system. As
such, the role of human capital in determining these changes is dependent on the interaction between this
multitude of factors.
Fiscal redistribution provides another tool to curb the accumulation of the fruits of production in
increasingly few hands. As opposed to labour institutions, it possesses the special advantage of targeting gains
from both labour and capital and redistributing them throughout the whole of society—thus blurring that
stark and continuously rising separation between factors of production. Tomas Piketty’s Capital in the TwentyFirst Century, which famously emphasises the inevitable rise of inequality due to the predominantly higher rate
of return on capital than that of the natural growth of the economy, sees fiscal redistribution as the only
solution to the problem. Fiscal policy thus has the potential to target inequality levels by (1) redistributing
income from capital, and (2) providing funds for the funding of the welfare state.33

Figure 1.5: The (Fiscal) State and Inequality –A Theoretical Framework
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Peter Genschel and Laura Seelkopf, eds., Global Taxation: How Modern Taxes Conquered the World (Oxford, UK: Oxford University
Press, 2022).
33
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Such mechanisms may in turn be affected by a state’s actual capacity to both target capital and raise
revenues. A recent survey suggests that the most common determinants of such capacity are democracy and
socio-economic change.34 Democracy is likely to extend both the demand for redistributive taxation as well as
the actual tax base. Socioeconomic change, most specifically the increase in incomes, wealth, and functional
differentiation associated with modern economic growth, facilitates the implementation of different forms of
taxation as well as their revenue-raising potential. The specific nature of both labour and capital in a society,
combined with the type of taxation that is chosen by the government, may also determine the ability to both
raise capital and redistribute it. For example, a society with high levels of informal labour or foreign capital
will need specific forms of taxation to achieve the necessary redistributive and revenue-raising objectives.
Shocks have also been commonly identified as a determinant of both the power and the extent of the
fiscal state. The most common types of shocks associated with its extension are 'fiscal' shocks like wars or
recessions. Wars can increase the demand for revenue, thus expanding the need for the state to expand its
fiscal potential. Patriotism and contempt upon 'war profits’ may extend the capacity to implement progressive
taxation. In turn, recessions have the ability to increase the demand for taxation by decreasing fiscal balances
or spending requirements. Changes in the status quo and a general feeling of contempt towards inequalityenhancing capitalist structures may also increase the demand for and the ease through which progressive taxes
can be implemented (see Figure 1.5).35
It is important to note, however, that these mechanisms do not exist independently neither of the
political and economic backgrounds that they exist in, nor of each other. Changes in labour institutions can
affect fiscal policies through altering the demand and supply of taxation. They may also determine the rates
of formal and informal employment, thus determining the percentage of income from labour that can be
directly taxed by fiscal policies. Changes in the demand and supply of human capital can in turn affect the
extent and strength of labour institutions. Fiscal revenues can be used to invest in educational infrastructure,
thus increasing the supply of human capital. Changes in the returns to capital can—under the appropriate
fiscal conditions—increase the state’s revenue-raising potential. This theoretical framework thus allows us to
simplify the complexity of these interacting institutions, and the multitude of ways that they can affect
inequality through both their stable configurations and their reactions to shocks. It will prove essential to
understanding the GL, and its Latin American feebleness.

34
35

Genschel and Seelkopf.
Genschel and Seelkopf.
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1.3: Latin America and the Early Industrialised Nations, 1870-1950
This thesis centres on the years between 1870 and 1950. For the early industrialised nations (EINs
henceforth) in Western Europe, North America, or East Asia36, the beginning of this period marks a rapid
increase in industrialisation rates.37In Europe, it coincides with the beginning of the ‘belle époque’, where
growth rates increase dramatically due to the presence of new industrial capital and the recovery from the
1880s recession. It is a flourishing period for art and culture, but so it is for inequality. The increasing returns
to unevenly distributed capital, combined with undisturbed monetary stability, deepened the cleavages in
social and economic status. In the United States, this ‘golden age’ saw the heyday of industrial magnates, as
economic power started to shift across the Atlantic. Likewise, the end of the Tokugawa period in Japan
initiated its integration with the rest of the world, kickstarting its industries and economic divisions. This
flourishing age is suddenly—and somewhat permanently—interrupted by two world wars, a political
revolution, and one of the first major global economic recessions of modern times. The effects of these
events ripple far beyond the nations directly involved in them. By the end of World War II in 1945, a new
world order is in place.38
The EINs rapid industrialisation unavoidably coincided with an increase in the demand for raw
commodities, most of which were available in the New World and the old (or existing) colonies. Thus, the
1870s coincided with the increase in commodity exports from Latin America. The rapid increase in economic
growth and government revenues generated from exports have led historians to refer to the period 1870-1929
as one of ‘commodity-led growth’ (CLG henceforth). Evidence suggests that similar to the ‘belle époque’
across the Atlantic, this period was characterised by rapid increases in inequality39, due to the uneven
distribution of the factors generating growth. The continent’s high dependency on export revenues left its
economies increasingly vulnerable to the global economy. This vulnerability came to the fore during the wars
and the Great Depression, which shook the majority of the continent and gave birth to a new economic
approach. This period of inward-looking growth, characterised by import-substitution policies, sought to
limit the external dependency of countries’ revenues and to join in the gains from modern economic growth.
The effects on growth and inequality of such policies are varied.
Yet building an accurate picture of Latin American inequality is elusive. A legacy of coercive labour,
oligarchic political institutions, and high landholding concentrations40 set against the data in Table 1.1 paints a
picture of persistent levels of high inequality in the region. However, the lack of data—most specifically, tax

Though the timing and speed of the chosen sample vary (see Chapter 2), these nations have been grouped as early industrializers
simply in their reference to Latin American nations.
37 Hobsbawm, Age of Empire.
38 Eric Hobsbawm, Age of Extremes: The Short Twentieth Century, 1914-1991 (Penguin Group, 1994).
39 Figure 1.6 only shows Chilean data for this period. Although its fluctuations may not be precisely indicative of a rapid increase in
inequality, other studies that have focused on, e.g., wage-rental ratios, coincide on a long-term increase in the unequal returns to the
factors of production. See Williamson (1999).
40 Ewout Frankema, Has Latin America Always Been Unequal? (Leiden: Brill, 2009).
36
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data—has prevented historians from building long-term top income series comparable to those built by
Kuznets for the United States, or by Piketty for Britain and France.41 This makes it difficult to study specific
fluctuations. Most importantly, it may allow the oversimplified picture of a persistently high inequality to
overshadow more important dynamics.42
Despite this paucity of data, historians have found numerous ways to study the evolution of
inequality in Latin America. Wage levels, land rental prices, and reconstructed social tables are among the
methods that have allowed a series of studies to populate the otherwise-empty picture of the continent’s asset
distribution. And although this picture may show persistently high levels of inequality in comparison with
other areas of the world, it is anything but persistent (see Figure 1.1). Leandro Prados de la Escosura and
Jeffrey Williamson do find decreases in income distribution levels during the interwar years for a series of
Latin American countries.43 Strong fluctuations in the second half of the 20th century appear welldocumented.44 What lies behind these fluctuations? Are they related to the dynamics of the EINs around the
GL?
Although the Latin American experience can, in many ways, be examined as a whole, the continent’s
heterogeneity provides some of the most useful insights. Latin American countries vary in their political and
economic foundations, their degrees of modernisation and urbanisation, and the composition of their
populations. They also varied in the commodities they exported—some specialised in precious minerals from
underground mines, others in tropical commodities such as coffee and sugar, or in temperate crops that
competed with the industrialised nations' production. This choice was particularly important in determining
the capital structures, labour institutions, and state interventions inherent in the era of CLG. It was thus also
essential in determining how such institutions reacted in the face of shock.
The approach of this thesis to be geographically specific, yet temporally wide, aims to contribute to
understanding these fluctuations and their heterogeneity. The focus on the experiences of three specific
countries—Chile, Uruguay, and Colombia—is intended to both illustrate and enhance our main arguments.
These countries' histories indeed varied widely in a number of aspects that are suspected to lie behind
inequality fluctuations: natural endowments,45 colonial institutions, speed and timing of structural changes.

Piketty, Capital, Kuznets, “Economic Growth and Income Inequality.”
Jeffrey G. Williamson, “Real Wages, Inequality and Globalization in Latin America before 1940,” Revista de Historia Economica Journal of Iberian and Latin American Economic History 17, no. S1 (1999): 101–42, https://doi.org/10.1017/S0212610900002287;
Frankema, Has Latin America Always Been Unequal?
43 Williamson, “Real Wages, Inequality and Globalization”; Leandro Prados de La Escosura, “Inequality and Poverty in Latin America:
A Long-Run Exploration,” in The New Comparative Economic History, ed. Timothy J. Hatton, Kevin H. O’Rourke, and Alan M. Taylor
(Cambridge, MA, 2007), 291–316.
44 Javier E. Rodríguez Weber, “Income Inequality in Chile since 1850,” Programa de Historia Economica y Social, 2015; Luis Bertola, “The
Kuznets Curve 50 Years Later: Economic Growth and Income Distribution in Uruguay and Other Settler Economies since 1870,”
Investigaciones de Historia Economica 1, no. 3 (2005): 135–76, https://doi.org/10.1016/S1698-6989(05)70022-9; Juan Luis Londoño,
“Capital Humano y Cambios En La Distribución Del Ingreso En El Largo Plazo (Colombia, 1938-1988),” El Trimestre Económico 58
(1991): 153–94; Luis Bertola and Jeffrey G. Williamson, eds., Has Latin American Inequality Changed Direction? (Springer, 2017), https://
doi.org/10.1007/978-3-319-44621-9.
45 Stanley L. Engerman and Kenneth L. Sokoloff, Economic Development in the Americas since 1500: Endowments and Institutions (Cambridge
University Press, 2012).
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Their agrarian economies, specifically during export-led growth, also differed significantly—whereas
Uruguay’s was built around livestock, Colombia’s revolved around coffee, and Chile's around mineral exports.
Their political institutions, central to the approach of this thesis, varied greatly both within and between these
countries. Their inequality levels today, though not inevitably linked to their historical trajectories, suggest a
different redistributive experience for their populations (see Table 1.2). Uruguay's levels of inequality are
among the lowest in Latin America. This is often attributed to its well-developed welfare state and history of
economic institutions developed at the periphery of Spanish colonisation. Chile, however, is often considered
one of these peripheral 'Southern cone' countries, yet its levels of inequality are above the continental
average. The bottom 50% of its population has a disconcerting negative personal wealth share. Colombian
income inequality appears to be indicative of the Latin American average. Its levels of wealth concentration,
although lower than the continental mean and the staggeringly high Chilean levels, are still high enough to
draw attention.
Yet the most important variations, for the purpose of this thesis, are their specific historical
fluctuations in levels of inequality. Efforts to reconstruct their long-term trajectory exist for the three studied
countries, despite limitations on the timespan and quality of the primary data.46 We will
Table 1.2: Income and Wealth Inequality for Selected Countries, 2021
Income Inequality

Wealth Inequality

Gini
Index of
National
Income

Top 10%
National
Income
Share

Top 1%
National
Income
Share

Bottom
50%
National
Income
Share

Gini
Index of
National
Wealth

Top 10%
Net
Personal
Wealth
Share

Top 1%
Net
Personal
Wealth
Share

Bottom
50% Net
Personal
Wealth
Share

Chile

0.71

58.9%

27.1%

9.2%

0.91

80.4%

49.5%

-0.6%

Colombia

0.66

51.5%

19.9%

9.9%

0.77

63.9%

33.2%

4.6%

Uruguay

0.51

40.1%

14.7%

18.2%

0.72

57.3%

24.0%

5.9%

Latin
American
Average

0.66

55.4%

24.1%

10.2%

0.88

76.9%

45.6%

6.0%

Source: World Inequality Income Database (WIID). Accessed April 2022.
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draw on these reconstructions throughout the length of this thesis. Due to the difference in methods and the
varying importance given to multiple factors, the specific trajectory for each country is far from clear or welldefined. However, the data appears to converge on some specific trends and turning points for each of the
countries in question (see Figure 1.1). Chile shows marked peaks in inequality levels in the late 1910s, 1930s,
and 1950s, with periods of decreasing inequality in the 1940s and 1960s. For Uruguay, the late 1910s peak is
also evident, as is another peak in the 1960s and a period of decreasing inequality in between. Colombian data
is scarce for the 19th century and early 20th century, though the efforts to reconstruct the country’s history of
inequality tend to agree on particularly high levels during the late 1950s and 1960s. A sudden reduction of
inequality in the 1940s, though overshadowed in Figure 1.1, is also recurrent in the available data. The picture
in Figure 1.1, however, refers specifically to attempts to reconstruct Gini coefficients of overall country
inequality. Fluctuations in wage levels or returns to other factors of production have often exhibited different
patterns, and will be at the core of the discussion that follows in the following chapters.

1.4: Outline
This thesis is outlined as follows. Following this introductory chapter, Chapter 2 characterises the
events of the GL in the chosen EINs. It focuses on the role of capital, labour, and government interventions
for the corresponding reductions in inequality. Chapter 3 analyses the effects of the GL on Latin America’s
capital structures. It will contrast the experiences of Colombia, Chile, and Uruguay with those of the EINs in
Chapter 2. Chapters 4 and 5 follow the same trajectory, though focus on the role of labour institutions and
state interventions, respectively. Chapter 6 concludes.
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Chapter 2: The Great Levelling in Early Industrialised
Nations

B

y the late 19th century, the group of nations at the fore of the industrial revolution had expanded
considerably. Britain and France had been joined by the Netherlands, Sweden, and Italy, and—on both

sides of the oceans—the United States and Japan. After recovering from a deflationary recession in the final
decades of the century, the bulk of nations forming the core of the world economy benefitted from welcome
surges in global trade and industrial production, resulting in high rates of growth, urbanisation, and increasing
living standards. The decades from the 1870s to the eve of the First World War have been characterised and
romanticised in numerous ways. For the world economy, they coincide with a first wave of globalisation in
trade and capital: massive improvements in transportation technologies combined with political and
ideological changes led to a boom in the movement of commodities, people, and capital.47 This increased
mobility, and the uncontested dominance of European and industrialised nations, led historian Eric
Hobsbawm to refer to it as the ‘Age of Empire’.48 In Western Europe, the golden age that would harbour all
post-war nostalgia would come to be known as the belle époque. A similar industrious and affluent boom took
root in the American post-civil war Gilded Age, and in the Japanese Meiji restoration. As the fruits of
industry and trade brought in new goods, ideas, and leisure time, a modernity of “affluence based on
booming business”49 pervaded. Cinema and literature flourished. But so did the tensions between the
different classes, and between those who benefitted differently from the growing permanence of affluence.
This period came to a dramatic halt on the eve of the 29th of July, 1914, as the world’s military and
economic powers confronted each other in the first massive event of modern warfare. What ensued were
periods of fleeting stability, as the Russian Revolution of 1917, the Wall Street crash of 1929, and the Second
World War shook the core of the global economy and sent ripples through its periphery.
Both the booming industrial age and the shocks of 1914-1945 had important consequences on the
EINs' levels of inequality. Although their timing and intensity differed by nation, the combination of these
shocks and their ensuing aftermath resulted in a cohesive pattern: a rising or stable pre-shock inequality
followed by a sudden and substantial levelling (see Figures 2.1 and 2.2). This compression was sustained well
after the events in question, only to rise again towards the end of the 20th century. This chapter compiles the
various mechanisms of within-country economic divergence and convergence that characterised our studied
period. It sets the stage for understanding the contrasting Latin American experience.

47Kevin

H. O’Rourke and Jeffrey G. Williamson, The Evolution of a Nineteenth-Century Atlantic Economy, Globalization and History, 1999.
Hobsbawm, Age of Empire.
49 Hobsbawm, 46.
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Figure 2.1: The Great Levelling in European EINs
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The following sections focus on the experiences of the United Kingdom, France, the United States,
Sweden, and Japan. The choice to focus on these countries is manyfold: the experiences of the United
Kingdom and France during the GL have been widely studied, thus making the intricacies of their
mechanisms and the accompanying data widely available. So is the case with Japan, whose experience
provides not only a ‘textbook example of wartime levelling’,50 but expands the non-European sample. The
United States provides a unique insight as it shares the status of a belligerent nation with the aforementioned
countries yet suffered almost imperceptibly by physical destruction from the wars. The effect of the Great
Depression on its economy, however, is equal to none, and its geographical location in the New World allows
us to compare different capital dynamics with the European sample. Sweden’s non-belligerent, no-physical
destruction status provides a clear political avenue for 20th-century levelling.
Treating the heterogeneity of the studied countries and events in a singular narrative requires some
specific clarifications. Not only does the economic development of the sample vary significantly at the
studied time, but the timing of the levelling is also characteristic of each region. Whereas the United
Kingdom, France, and Sweden start seeing the effects of levelling shortly after the First World War, these
only appear in the United States after the Great Depression. Japan is the latest to join the group, as its role in
the Second World War and the subsequent American occupation provided the key mechanisms of inequality
reduction. However, to the extent that all countries were jointly affected by the altering of an old order, it
may often be appropriate to treat the totality of the shocks as a single force. This will be the case throughout
50
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Figure 2.2: The Great Levelling in Non-European EINs. Share of top percentile in total
income, 1910-2010
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the following sections, where it is not possible—or relevant—to distinguish between the specific events
shaping each mechanism of levelling. For conciseness, where these events are treated jointly in the following
chapters, they will be referred to as the WGD (an acronym for 'the wars and Great Depression').

2.1: Before the Shocks
It is worth asking whether the events of the GL would have affected the EINs’ inequality levels
similarly were it not for the underlying structure that was in place before their onset. The capital, labour, and
political institutions that existed before the shocks of the 20th century are important, not only to the forces
driving the rapid increases in inequality but to the ability of wars and economic shocks to decrease it. The
extent to which these determined inequality levels, or the other way around, are difficult to disentangle. For
the purposes of this thesis, this section describes the development of underlying structures as the studied
countries experience the first outbursts of modern, industrial growth.
The cementing of an industrial and global economy brought about numerous changes in the lives of
those inhabiting our studied EINs. It is evident that many of these directly contributed to, or facilitated, the
rising inequality that characterised the period. British inequality rose steadily during its five more intensive
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decades of industrialisation,51 and British and French levels of private wealth reached the height of 6-7 years
of national income (see Figure 2.3).52 It was the heyday of the 19th-century rentier, so famously immortalised
through the novels of Jane Austen or Honoré de Balzac. The unmistakable monetary stability of the time
allowed some to live off the returns to their capital—be it bonds, land, or foreign investments. The
international gold standard, as well as the recurrent debt-funded military confrontations between European
powers, were effective in feeding this system.53 In the United States, where inflows of wealthless immigrants
decreased the importance of ‘old money’, rapid rates of industrial growth still made the ground fertile for
unequal accumulation. The fortunes of industrial and business magnates the like of John Rockefeller and
Andrew Carnegie were built during this time.54 In a similar fashion, the Japanese Zaibatsu system of business
conglomerates allowed wealth to be concentrated in the hands of very few families. This, combined with the
island's integration into the world economy and its rapid industrialisation in the wake of the Russo-Japanese
war of 1905, quickly eroded the relative economic equality that had characterised the nation during its
Tokugawa period.55

Figure 2.3: Private Capital in France and the United Kingdom, 1870-2010
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One of the most important changes of this ‘age of empire’ was the change in the nature of capital
(see Figure 2.4). Although its specific proportion with respect to labour didn’t appear to change,56 its
prevalent form in societies did. The first important change in this respect is the growing predominance of
foreign capital. As the expansion of both formal and informal empires fed the production lines of factories
as well as the growing demand for coffee, bananas, and other colonial goods, foreign investments in these
empires secured both their supplies and their corresponding profits.57 For Britain, this process came naturally,
as its economy had always been particularly interlinked with its overseas network. Differently from previous
eras of empire, however, these were not predominantly owned by specific corporations or by the Crown but
were increasingly in the hands of private individuals, many of whom could live comfortably off these
possessions.58 The extent of foreign capital ownership was significant in both Britain and France, whose
national incomes were, respectively, 10% and 5% higher than their domestic product.59 Similarly, Japanese
expansionism, a potent force behind the country’s involvement in the Second World War, allowed some of
the flowing wealth to be invested in the nation's colonies, in Taiwan, Manchuria, and
Korea.60

Figure 2.4. Capital in Britain, 1700-2010
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The second dramatic change in the nature of capital was the transfer of importance from landed to
industrial capital. This change did not only coincide with structural changes and possibilities for growth that
were inherent in the process of industrialisation, but it had a specific role to play regarding class—and thus
wealth—mobility. As exemplified by the Rockefellers and Carnegies of the United States, the possibility of
enriching oneself with industrial capital made it possible to ascend socially on something other than inherited
estates. Although this opportunity for social mobility may appear to be beneficial in displacing old elites and
sharing the fruits of growth, the foundations of this new social class were based not only on the possibility
of class mobility but on its inherent difficulty.61
Nothing exemplifies more this combination of exclusiveness and possibility than the institutions of
formal education. As distinguishing itself from the working classes became part of the self-sustaining
objective of the fin de siècle middle classes, any activity that demonstrated both leisure and wealth was a
welcome recognition. And although sports and the arts could effectively achieve this, formal education stood
as its epitome. It was, as Eric Hobsbawm describes, “a ticket of admission to the recognised middle and
upper zones of society and a means of socialising the entrants into the ways which would distinguish them
from the lower order.”62 However, there was no functional role in this education, and it was rarely linked to
the prospects of an increased income due to skill. This was especially so in the United States, where few of
the industrial magnates had bothered ‘wasting time’ with an academic formation.63 Andrew Carnegie, writing
as a young and successful businessman, saw settling in Oxford and getting acquainted with literary men as the
end, rather than the beginning, of his affluent endeavours.64
Similar changes were taking place at the other end of the social spectrum, where the increased
density and opportunities of working conditions were increasing the cohesiveness of the working classes. The
growth of the labour-intensive industrial economy likely benefitted the incomes and living standards of the
working classes. Yet, it did far from alleviating the “poverty which most labour people for most of history
had regarded as their destiny.”65 Though advancements in the legal status of labour unions66 and the advent
of Marxism led to an increase in union membership and political organisation, the dominant force in the
development of labour was the strengthening of class identification. Its non-political form, through specific
sports, and fashion, combined with the continuous confrontations with the owners of capital, cemented the
notion of becoming a single, uniform class.
The growth of both, the middle and lower classes, led to an inevitable turn in democracy. European
nations, most of which had survived on the height or the vestiges of a monarchy, faced the inevitability of an
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expanding franchise. Although a dramatic departure from the non-existent constituency of the previous
centuries, this enlargement remained limited. Political elites, concerned with the threat of the masses taking
political decisions about assets and capital they did not own, found multiple ways to keep all democratic
intentions 'on paper' only. Through requirements on property and education, electoral colleges, or second
chambers, on the eve of WWI, the European electorate remained a meagre percentage of the continent's
adult population. Despite the British Reform Acts of 1867 and 1883, for example, which sought to extend
(and effectively quadruple) the electorate, the franchise only managed to amount to approximately 30% of
the adult population of the country.67 Sweden remained one of the least democratic countries in Europe, a
characteristic that the Swedish Social Democratic Party would cling on to for its most sweeping political
transformations.68
This growing relationship between economic and political is also apparent in the growing necessity
of governments to intervene in emergent problematics of free-flowing capitalism. At this stage, these
interventions often took the form of a ‘corporatism’ much disliked by capitalists, whereby governments
sought to mediate the economic relations between labour and capital. This was, however, often as far as the
political meddling in the economy went and the role of the state remained minimal compared to the years to
come. The share of public expenditure did not always increase at the same rate as economic growth and the
rate of taxation remained meagre.69 Intra-European warfare, for example, in its outbursts between France and
Britain, was mostly funded through bonds rather than taxes, which helped perpetuate the aforementioned
wealth accumulation. This limited political control over the economy would become one of the most
important challenges European governments would face on the eve of the World Wars.
Such was the state of the world in 1914: rising and more cohesive middle and working classes, rapidly
growing economies based on foreign and industrial capital, elitist education systems, and a growing yet
opaque extension of a franchise and a political intervention in the economy. If these were embedded in the
divergence of gains in income and wealth, then what were the exact mechanisms by which the events of the
20th century affected them? We would expect their effects on capital, labour, and governmental institutions to
have a specific role to play in the levelling effect of the shocks of the 20th century. The following sections
highlight three specific mechanisms by which the GL led to a decrease in the levels of inequality of our
studied EINs: through a decrease in the dominance of capital, an increase in the one of labour, and an
expansion in the power of the government. These three mechanisms make up the base for evaluating the GL
in our three Latin American countries throughout the remaining chapters.
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2.2: The Great Levelling and Capital
The outbreak of the First World War sent the mounting tensions between capital and labour to a
secondary stage. Yet their predominant role in determining the levels of inequality was undisrupted. Most
narratives of the great levelling coincide in attributing a dramatic fall in the return to capital as one of the
principal causes of levelling. In the words of Tomas Piketty, “the decline in the capital/income ratio is the
history of Europe’s suicide, and in particular the euthanasia of European capitalists.”70
This overall reduction in the dominance of capital took numerous forms. The first one to come to
mind, and the most immediate leveller, was the physical destruction of capital resulting from the wars. In
Europe and Japan, air raids and bombings shattered entire cities and turned years of both private and public
spending on infrastructure into rubble. The mere construction of a missile that will be launched and never
retreated is the most simple and immediate example of physical capital disappearing. Yet even in Japan, where
two of its cities had been decimated by nuclear warfare, the effect of physical destruction was limited and
short-lived, as increases in production capacity often led industries to recover quickly.71 In most belligerent
countries, it appears as though the levelling potential of physical destruction was rather limited. It also
appears to be quickly overshadowed by other dramatic reductions in the ownership of capital.
Yet the most permanent destruction of capital occurred not in physical assets but in the balance
sheets of the wealthiest individuals. The private wealth of the European elite was quickly decimated (see
Figure 2.3). Japanese gains from capital essentially disappeared during WWII: the share of interest income fell
from one-sixth in the mid-1930s to 3% in 1946.72 In the United States, where the shorter period of capital
accumulation made it less important, the share of the top 5% still fell from 30% in 1929 to 24% in 1941.73
Inflation, reduction in foreign capital ownership, and an overall weakening of financial systems appear to be
the driving forces behind these movements.
The period of monetary stability that had sustained European rentiers did not make it through the
First World War (see Figure 2.5). As governments found themselves in trouble to pay for their increased
spending and borrowing, the lustre of the gold standard appeared to fade. The abandonment of the gold
standard and the economic pressures from the war were effective in destroying the value of the typical
rentier’s assets by decreasing its corresponding purchasing power.74 France’s inflation (above 13% between
1913 and 1950)75 and Japan’s hyperinflation (5,300% increase in consumer prices between 1944 and 1948)76
effectively wiped out the wealth of its elite. Blinder and Esaki find that while the effects of unemployment
Piketty, Capital, 149.
Scheidel, The Great Leveler.
72 Scheidel, 122.
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Figure 2.5: The end of monetary stability
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tended to affect the lower-income classes during the Great Depression, inflation was particularly important in
lowering elite wealth in 1929.77
The effect of inflation, however, was limited to those assets that remained after the geopolitical
conflict had put an end to the 'age of empire'. Warfare, independence, and destruction of foreign assets led
British and French foreign portfolios to be almost inexistent after the wars and the Great Depression.78
During the San Francisco Peace Treaty of 1951, Japan gave up all of its foreign assets, continuing to eliminate
whatever had been left on the balance sheets of its wealthiest citizens.
Both the financial and political pressures from the WGD weakened nations' financial systems. Although
we expand on the role of government intervention in the economy in Section 2.4, for now it is sufficient to
highlight the effect of taxes on corporate profits during the war,79 the overhaul of certain production sectors
in the economy, and the general attitude towards the financial system after the 1929 Wall Street crash,
diminishing the dominant role of capital in the economy. In Japan, this was of particular importance as the
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occupying government saw the weakening of both, landlords and the zaibatsu80 as key to weakening the
island's imperial ambitions.81
This analysis would not be complete, or effective for the comparative purposes of this thesis, without
mentioning the effects of levelling on human capital developments. These, however, more fittingly coincide
with the flipside of this section's focus. While a decrease in the return to and dominance of capital was a key
force behind the GL, the corresponding increase in the contribution of labour to the economy was its faithful
companion. To this, we turn now.

2.3: The Great Levelling and Labour
Undoubtedly, the events of the WGD placed specific pressures on existing labour structures. The
monumental industrial production, mass mobilisation, and sense of national unity that the wars necessitated
made workers indispensable. Insurmountable unemployment rates following the Great Depression made
them angry; political revolutions that called for the unity of the working classes empowered them. This
combination of circumstances strengthened the power of labourers by increasing their bargaining power,
unity, and political importance. In combination with the decreasing dominance of capital described in the
previous chapter, this shifting balance had an unequivocal role in decreasing levels of inequality by increasing
rates of trade unionisation and levels of education, and effectively unleashing the extension of the franchise.
The most characteristic manifestation of working-class cohesivity in the late 19th century was the
labour union. As the belief in collective action swept the minds of workers and their union leaders, these
organisations became paramount in curbing the unforgiving rise in the power of capital. By allowing workers
to participate in wage-setting mechanisms and a variety of other workplace decisions, these organisations
created avenues for demanding specific concessions that were unlikely to otherwise emerge. Though the rise
of labour unions in the EINs dates back to the decades before the onset of WWI, it appears as though mass
mobilisation's great strain on industry quickened their surge. In Britain, the number of trade unionists
increased from under a million in 1888 to 2.5 million, or 23% of the labour force, by 1913.82 The eight-hour
workday, one of the flagship demands of labour movements, was implemented in most European nations in
the years immediately following WWI.83 The disillusionment of the Great Depression, as well as the
comparatively higher mass mobilisation effort for WWII, was more significant in empowering the US labour
movement, where union rates soared to unprecedented levels in the 1930s and 1940s.84 In Japan, where
labour remained the chief industrial asset,85 trade unions still amounted to no more than 1% of the working
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population before the war.86 But US occupation forces, in their determination to democratise the receding
Japanese empire, took to passing the Labour Union Law as one of their first reforms upon arrival. This law,
which gave members the right to organise, strike and engage in collective bargaining, resulted in the
unionisation of 40% of the workers by 1946, and 60% by 1949.87 The strength of unions appears not to have
faltered since, and labour union structure is often suggested as one of the main causes behind Japan’s
comparative skew in income distribution towards labour.88
Both Britain and France sent between 10% and 20% of their adult men to the battlefields during the
world wars.89 Achieving this level of military mobilisation required not only a strong sense of nationalism and
political legitimacy but a rampant industrial production able to both maintain and expand industrial
production. From the numerous consequences resulting from this exceptional organisation of labour, the
effect on skill premiums is particularly interesting. By increasing the demand for unskilled labour that would
work to produce uniforms, shoes, and even artillery, there appears to have been a reduction (or a ‘slowdown’)
in the technological bias that favoured the skilled.90 Data available for the United States shows a concentrated
Figure 2.6: United States Skill Premiums, 1910-2010
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decline in skill ratios coinciding with both world wars, a pattern which has been strongly linked to early 20thcentury income compressions (see Figure 2.6).91 Claudia Goldin and Lawrence Katz, two of the economists
who have dedicated years of their research to the topic, describe: "We noted that the wage structure and the
returns to skill have exhibited important discontinuities. Most of the narrowing in wage differentials, for
example, took place in the 1910s and 1940s, periods close to or coinciding with the two world wars. They
were times of increased demand for lower-skilled labor, greater innovation,
and union activity.”92
Changes in the demand for unskilled labour, however, were short-lived. Once the economy no longer
mobilised around war, and as technological change reclaimed the driving seat of economic growth, sustained
levelling required more substantial changes. It was educational attainments that allowed these shock-based
wage compressions to survive decades after their onset.93 But what is the link between an empowered labour
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force, or the events of the 20th century, and an increase in education levels? In some instances, the link is
quite direct. After WWII, for example, President Roosevelt passed the Serviceman’s Readjustment Act, also
known as the GI Bill of Rights, where war veterans were supported by the state to obtain a college
education.94 But reforms as specific as this one were unlikely to dramatically alter the educational composition
of a whole country. A strong working class, however, was more likely to do so. High bargaining power and
cohesiveness, often combined with post-war economic growth, allowed communities to push for educational
reform. It also allowed for educational institutions to be directed towards the masses rather than the elites by,
for example, including vocational training in academic curriculums.95 This is precisely what happened in the
United States, which undoubtedly dominates our pool of educational-levelling examples due to the
uncontested importance of this factor in the country’s history of inequality. ‘Grassroots movements’ were
behind the surge in high school education starting in the 1910s and in higher education in the 1940s (see
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Figures 2.7 and 2.8).96 Yet even Europe’s comparatively elitist education institutions were bolstered by the
shocks of the early 20th century. Whereas university students amounted to approximately one-tenth of the
populations of France and Britain before the onset of the Second World War, their numbers doubled by the
end of the war and quadrupled in the 1960s (see Figure 2.9).97 The rippling student revolts of 1968 exemplify
both the extent of the student body as well as its assertive power.
Both the strengthening of labour unions and the expansion of educational attainments were deeply
connected to one of the most important political changes of the 20th century. As we highlighted in section
2.1, the extension of the franchise had long seemed imminent, but property, literacy, or other curbs on
democracy kept it muffled. Mass mobilisation confronted this façade. Conscripting the masses required the
cooperation of non-aristocratic classes, who in turn needed to be lured, and integrated by their democratic
incorporation. Wartime decisions needed to be legitimised for those who were entering the battlefields, or
those who would be ramping up production or foregoing consumption at home. Although by 1914, 40% of
British men over 21 had no right to vote, the country's Fourth Reform Act of 1918 eliminated property
requirements and fully incorporated them into the franchise. This extension also included all women over 30,

Figure 2.9: University Students in Britain and France, 1920-1968
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a right which would be extended to those over 21 in 1928.98 While particular histories with democracy had
allowed both France and the United States to make a much earlier jump to universal male suffrage, the
inclusion of women in the franchise is indicative of the democratising role of the wars. The United States
extended voting rights to women in 1920, shortly after WWI.99 French women cast their ballots for the first
time in April 1945, during the first general elections after the start of the Second World War.100 Yet the
democratising impulse of the 20th century often went beyond the political effects of mass mobilisation. In
Sweden, one of the least democratic countries in Europe, the social democratic party SAP anchored its earlycentury campaigns on universal male suffrage, highlighting the lack of worker representation in the political
arena. The aftermath of the First World War and the Great Depression bolstered the party’s support, and its
broad folkhemmet (‘people’s home’) political approach dominated Swedish politics until 1976.101 In Japan, the
American occupation’s unambiguous directive for the “Democratisation of Japanese Economic Institutions”,
sought to shape the island’s democratic institutions in close resemblance to those at home.102
Unlike union strength and education, however, the mere extension of democracy did not inescapably
contribute to economic equality. Although it undoubtedly marked a tendency towards political equality, it did
not imply changes in the often-skewed distribution of assets and income. Its sheer importance, however, lay
in setting the preconditions for democratic governments to extend their reach. This, in turn, would be
fundamental for 20th-century levelling.

2.4: The Great Levelling and the Government
There was something about chaos, mass unemployment, mass warfare, and mass consumption, that
made the events of the WGD cast a shadow on any pre-existing systems of governance. Despite the nostalgia
for the pre-war years, the notion that both capitalism and democracy, in both their aristocratic and highly
liberal shades, had done little to avert—if not were the sole culprits of—the dire events of the century was
widespread. Political alternatives existed, from everywhere in the political spectrum. The one that appeared to
dominate by the middle of the century in most of our EINs, however, was a sort of ‘mixed economy’, with a
comparatively higher degree of government control and numerous curbs on laissez-faire capitalism.103 It was
what Eric Hobsbawm described as the “consensus that the economy of private enterprise needed to be saved
from itself to survive”.104 The need to steer the economy for war did much to lay the foundations for a
system where big government dominated. Yet the post-war regimes were not quick to shed it. Indeed, it was
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this war-induced embrace of economic planning that allowed for the emergence of welfare states and a
dramatic transformation of fiscal policies. These two would be fundamental pieces for the GL.
Timothy Mitchell has extensively argued that the idea of “the economy” as something malleable, not
only to be studied but to be interacted with, arose only in the mid-20th century amidst the inconclusive postwar order.105 The wars and the Great Depression had created a need to both understand and pilot existing
economic relations. During the wars, it was not uncommon for governments to take over industrial
production. Japan’s National General Mobilisation Law of 1938, for example, had allowed the state to hire
and fire workers, produce, distribute, and price goods106—feats previously performed solely by communist
planned economies. The hand of the Japanese government reached even further, intervening in stock and
bond markets to prop up the value of war bonds.107 But even during times of peace, the Great Depression
and the urgent need for economic recovery contributed to increased interactions between the state and the
economy. National accounts were often published for the first time during the interwar period.108 In Sweden,
finance minister Ernst Wigforss, propelled by anti-capitalist sentiments after the Great Depression, launched
a series of policies anchored on partial state control and government-led economic recovery, a sort of
‘Keynesianism before Keynes’.109 Indeed, Keynes’ General Theory of Employment, Interest and Money, providing an
avenue for government-induced economic recovery, was published in 1936. His strong influence and the
overall pressure for alternatives to recovery made France’s Trente Glorieuses, as well as Roosevelt's presidency in
the United States, periods particularly characterised by strong government intervention.
This expansion in the state’s tendency to meddle in the economy, however, was not per se conducive
to reductions in inequality. Yet it was fundamental in the development of social welfare states. Although they
had existed in more modest forms by the late 1800s, it was the combination of 20th-century events that led to
the emergence of governments whose predominant share of public expenditures went to, e.g., health,
employment benefits, or pensions.110 As part of what Jytte Klausen has considered the intricate connection
between the warfare and the welfare state,111 the human and financial toll of both the wars and the depression
had raised the expectations that the governments should intervene in people’s favour.112 Governments sought
a way to upkeep the promises they had made in return for war support. The furore in Britain—and beyond—
around William Beveridge's 1942 report, which advertised social reform as a reward for the war effort,
embodied this. Britain's post-war labour governments and Roosevelt's New Deal policies embraced the
Timothy Mitchell, “The Work of Economics: How a Discipline Makes Its World,” European Journal of Sociology 46, no. 2 (2005):
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creation of social benefits that would, not only reconstruct their countries and economies, but help keep their
citizens 'economically safe’.113 The foundations of the French welfare state were established in 1945114 and,
by the end of the 1970s, France was among the European nations spending more than 60% of their public
revenue on welfare.115 The focus of social welfare policies on full employment (or in its inevitable absence,
unemployment benefits), wage regulation and pension funds was fundamental in fostering the decrease in
income inequality during the post-war world. Not coincidentally, the focus of neoliberal regimes to ‘roll back
the welfare state’ was considered a cornerstone of its reversal.116
All this welfare, however, needed hefty funding. This brings us to perhaps the most powerful tool of
government-induced 20th-century levelling: taxation. Whereas most countries had an insufficient tax base by
the start of the war, the financial demands of mass mobilisation led to its rapid expansion. By 1944 in Britain,
the burden of taxation had been gradually incremented to a point where some considered it almost
disincentivizing.117 And although US politicians found it harder to pass fiscal legislation, by 1945 taxation was
funding four-fifths of mobilisation efforts.118 The effect of increased taxation on inequality was twofold.
First, funding a war through taxes, rather than government bonds, allowed both the effort and the post-war
redistribution to be spread more democratically. The aforementioned expansion of the franchise was deeply
embedded in both the need and the ability of governments to do so. Second, it paved the way for the increase
in progressive taxation: targeting top incomes and hefty estates not only favoured government revenues but
Table 2.1: Year of Progressive Tax Introduction, EINs
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amounted to a ‘conscription of wealth’119 necessary for a social consensus to fight the wars. Taxes on excess
profits and unearned incomes became widespread. The Japanese government, which had introduced
progressive taxation in 1887, doubled its income tax rates between 1935 and 1943. American occupation
amplified this, by implementing almost-confiscatory property tax rates that eventually transferred 70% of the
property of the richest households to the state.120 As Table 2.1 shows, a majority of progressive taxes were
introduced in the first half of the 20th century. Many of these would stay in place after the events that led to
their introduction, contributing to what Walter Scheidel has described as an unprecedented event of “fiscal
levelling”.121
The increase in the reach of the state, the welcoming of the previously repudiated economic
planning, along with the welfare state and transformation of fiscal policies allowed governments to contribute
to inequality reductions during the GL. Their role in orchestrating this reduction was so profound, that it was
mostly through regime changes that inequality levels would rise further in the century. Yet the state’s ability to
both redistribute and care for its citizens at a mass scale was asserted, and citizens’ expectations about it have
not been dormant since.

2.5: Conclusions
This chapter has breezed through a tumultuous period of European, American, and Japanese history.
Industrialisation, wars, depressions, and social revolutions were rapidly transforming the social fabric of the
studied countries. Among the numerous changes that were cast on their populations by events of an
unprecedented magnitude and reach, the reduction in levels of economic inequality was a welcome one.
We have delved into the mechanisms that drove these dramatic reductions. The reduction in the
power of capital, which had surged during the early years of industrialisation, was one of them. Through
physical destruction, but mostly through the erosion of private wealth through inflation, the decimation of
foreign capital, and an overall weakening of financial systems, capital’s domination in national incomes was
reduced beyond recognition. Labour’s role, usually unfavoured as industrial capitalist relations began to
dominate, had the opposite trajectory. The WGD increased unionisation rates, expanded educational
institutions, and democratised political institutions. This, in turn, was tied to the surge in government's
interaction with the economy and its increasing role in assuring its citizen's well-being and economic security.
It also allowed for the expansion of fiscal systems, much of which took the form of progressive taxes that
aided the equality-promoting forces of the time.
These mechanisms were particular to a time and place. They were particular to the institutions and
societies upon which the shocks of particular events were thrust on. Apart from the Russian revolutions and,
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to some extent, the American occupation of Japan, the objective of none of these events was to act as
levellers, to decrease the inequality of the populations they affected. They did so unconsciously, as a side
effect of the multiple ripples they sent through their institutions. Recreating the strength of these events in
reducing inequality is thus difficult. Could the same events, cast on a different social, political, and economic
environment, have equally egalitarian outcomes? We now turn to the main question of this thesis—could this,
and did this, happen in Latin America?

33

Chapter 3: Capital levelling in 20th Century Latin America

T

he events that shaped the EINs during the 20th century went far from unnoticed in Latin America. The
period of prosperous growth based on commodity exports, ignited by the first age of globalisation,

was threatened by the onset of the First World War. The 1929 Crash of Wall Street, with its effects on
financial markets worldwide, affected not only the financial institutions that this globalised trade had
depended on but also the importing capacity of the continent's major traders. The fickleness of this new
world order was exacerbated by the Second World War, further exposing the weakness of a foreigndependent economic strategy, and calling for its re-evaluation. The combination of the world wars and the
Great Depression (WGD henceforth) had effects on the capital structures that had underlain the period of
commodity-led growth (CLG henceforth). This was not only through their altering—or fracturing—of the
export commodity markets, but also through the mechanisms governments used to adapt to these changing
conditions.
Chapter 2 identified a number of mechanisms through which the shocks, through their effect on
capital, reduced inequality levels in the EINs. Although physical destruction resulting from the WGD122 did
not take place in either Chile, Colombia, or Uruguay, all countries did experience sustained periods of
inflation, reduction in capital returns, as well as alterations in the structures of foreign capital ownership and
financial systems.123 We could expect them, then, to have similar effects on capital levelling as those that took
place in the EINs.
This chapter looks at those effects. It puts together the effects of the WGD on capital structures in
Chile, Colombia, and Uruguay to answer the question of whether or not the effects of the first half of the
20th century had an inequality-reducing effect on their populations. It finds that, to a limited extent, the
erosion of wealth and capital structures resulting from the breakdown of commodity-led growth dislocated
some of the previous unequal patterns of accumulation. Although both the timing and scale differed between
the three studied countries, the experience was common to all. Nevertheless, the ensuing capital levelling was
weaker in both magnitude and duration in comparison with those of the EINs. This chapter also looks at the
counteracting forces of capital levelling, narrowing in on the links between political and economic elites, the
Colombia, Chile, and Uruguay did go through a period of warfare at some point during the studied period. Most notably, Chile's
War of the Pacific (1879-1883), Uruguay's civil war (1864-1865), and Colombia's Thousand Days' War (1899-1902) and its
(unfinished) period of Violencia during the 20th century. The effects of these wars on inequality levels are multiple and welldocumented, and studying would perhaps add to Walter Scheidel’s conjectures on the effects of violence on inequality levels.
Although in some cases they are necessary for the discussion throughout this thesis, their exploration will only be superficial. The
purpose of this is to set Latin America’s experience in the context of the Great Levelling, forcing us to focus our gaze on the World
Wars and the Great Depression (with the limitations that this entails).
123 Financial reforms, most specifically the effect of Kemmerer missions and Kemmerer-like reforms, will be explored in further detail
in Chapter 5.
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role of foreign capital, and the rise of concentrated industrial elites. It also argues that, despite the decrease in
the importance of commodity exports in the long-run economic outlook of these countries, the enduring
presence of both hefty export revenues and unequal land ownership allowed unequal patterns of
accumulation to endure.
The first section of this chapter outlines the capital structures that developed in our three studied
countries during the period of CLG. It sets the stage for the second section, outlining the effect of the WGD
on capital structures. A third section examines the limitations of capital levelling during the first half of the
20th century. The final section concludes.

3.1: Capital during commodity-led growth
Structures of Latin American capital ownership have been undoubtedly shaped by the colonial legacy
of the continent. The structures of land ownership that had separated a colonial elite from the native
population forged strong ties between political and economic elites.124 Although this was often less the case in
more peripheral areas, e.g., Chile and Uruguay, these links were not absent. As the post-independence period
of CLG set in, this landed elite (and its income) thrived due to its control over the most important factor of
production. This elite often became tied in—or joined by those tied in—the commercialisation of export
commodities. They were not alone, however, and whereas the EINs' foreign capital structure included the
ownership of capital abroad, the flipside was true for most of the Latin American continent: foreign
investors were eager to take part in the benefits of rapid growth, and often took large shares of countries'
export markets.
This first age of globalisation brought about changes that strengthened the structures of a landed
elite. In Chile, profits from wheat exports solidified the hacienda system, continuing the vertical stratification
that would separate an old elite from a predominantly mestizo workforce.125 Colombia’s landed elite, with
access to latifundia, or large-scale farms, remained a strong political force within the country and benefitted
strongly from the cultivation of tobacco, indigo, cotton, or chinchona bark.126 Although the colonisation of
an agricultural frontier for coffee production was largely carried out by small property-owning farmers, the
persistence of political power in the hand of large landholders tended to complicate their tenancy and, as will
be explored in further detail in Chapter 4, often led to violent confrontations that favoured the landed elite.127
Uruguay, despite having had a relatively mild history of large landholdings, saw the consolidation of even
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larger estancias as the country integrated into the world market. By the middle of the nineteenth century, the
Uruguayan landscape was dominated by latifundia exporting cowhides across the Atlantic.128
Yet the opportunities for export-led growth also changed the nature of the capital that would
conform the wealth of the elite. Export commodities did not only need to be cultivated, they also needed to
be commercialised. They needed to be transported across difficult landscapes, deals needed to be reached
with foreign commercial houses, and capital investments often needed to be secured. Thus, this opportunity
for export commercialisation often led the elite to either take part in this new accumulation of commercial
capital, or to be joined in by a rising class of merchants, or a sort of export bourgeoisie. In Colombia, the
export of gold had started displacing the importance of landed capital, by making commercialisation
particularly prosperous within the trade.129 In fact, the commercial elite that would arise from this trade is
often accredited with being highly linked to the development of the coffee sector, where merchandising was
also at the centre of export sector profits.130 As Chile’s predominant exports shifted towards the mining of
coal and nitrate, the existing elite secured their role in it. They were, however, also joined by a new class of
mining ‘magnates’, sometimes from immigrant backgrounds, that were easily welcomed into the country’s
ballrooms or exclusive clubs. This combination of old and new money within a dynamic, yet exclusive, upper
class, often led to deep economic interlinkages between landholders and miners’ interests.131 In Uruguay, the
growth of the wool market and the settlement of immigrant landowners in the fertile lands of the Littoral
created a more progressive capitalist group of estancieros, connected not only to the rearing but also to the
commercialisation of both livestock and sheep. The frigorificos, or frozen meat market, which came to be
particularly prosperous during CLG, was often associated with this ‘commercialising’ elite that had emerged
in the country.132 Although the picture of a static landholding class is thus not precisely accurate for our three
studied countries during CLG, the rise of an emergent commercial bourgeoisie remained deeply embedded in a
system of socially and politically exclusive institutions.
But both landed and commercial local elites often lacked the necessary capital to fully develop their
export economies. Foreign capital, eager to take a share of the rapid development of prosperous sectors, was
quick to flow in. European—though predominantly British—and American financiers often invested, not
only in the production of commodities themselves but also in the general infrastructure that their production
and trade necessitated. In Colombia, this had been taking place since the early 19th century, when foreign
investments tied to the tobacco industry had helped develop steam navigation in the Magdalena River.133
After the Thousand Days’ War (1899-1902) Colombia’s conservative government, in an effort to propel the
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Sources: Chile: Diaz, Lüders and Wagner (2007). Colombia: Bértola and Ocampo (2012). Uruguay: Bértola (2016).

devastated economy, more actively promoted foreign investment in the country’s export industries.134 Capital
from abroad flowed into the banana, oil, and—to a lesser extent—coffee industries, in some cases with a high
degree of political autonomy. Catherine LeGrand described the role of the United Fruit Company, arriving in
the country in the early 20th century to set up large banana plantations, as a ‘state within a state’.135 The vast
amounts of capital needed to develop the Chilean coal and nitrate industries also invited flocks of British and
American investors. The three biggest coal mines in Chile, known as “La Gran Minería”, were Americanowned and in 1895, 60% of the nitrate mines in Chile were owned by the British.136 The Guggenheim mining
fortune had a large stake in Chilean mining, at a stage even reviving the mining industry from an imminent
collapse.137 In Uruguay, the development of national railways, as well as Montevideo's public utilities sector,
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Elite, and Export Policies in Colombia,” in The Great Depression in Latin America, ed. Paulo Drinot and Alan Knight (Duke University
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135 Jorge Orlando Melo and Jesus Antonio Bejarano, eds., Nueva Historia de Colombia, T.III: Relaciones Internacionales y Movimientos Sociales
(Bogota: Planeta, 1989).
136 Collier and Sater, Historia de Chile.
137 The Guggenheims, who had been involved in the nitrate industry since 1916, introduce a new refrigeration method that increases
extraction rates and increases the productivity of nitrate, making it competitive with the synthetic fertilizers that were then available in
the market. See: Damir Galaz Mandakovic Fernández, “The Guggenheim Process. Innovaciones y Contrapuntos de Un Sistema
Técnico y de Transporte En La Industria Del Salitre en el Departamento de Tocopilla (Chile, 1926-1949),” Revista de Historia
(Concepción) 2, no. 27 (2020): 175–209, https://doi.org/10.29393/rh27-15gpdg10015.
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were dominated by British foreign investment. The country’s livestock, apart from some investment in
frigorificos, remained atypically in Uruguayan hands.138
Thus, at the onset of the WGD, Chile, Colombia, and Uruguay had undergone rapid accumulations
of capital resulting from the growing prosperity of commodity exports. This accumulated capital was often
concentrated in the hands of a landed elite, a growing commercial bourgeoisie, and the foreign governments or
entrepreneurs that had invested in the continent’s commodity structures. Naturally, the downturn of the
period of commodity-led growth would affect these.

3.2: Capital levelling under the WGD
The story of capital levelling following the tumultuous events of the first half of the twentieth
century is quite different from the one told in Chapter 2. Not only was there no physical destruction of
capital from the world wars, but there was also no mass mobilisation warfare that altered economies’
productive structures. However, as the examples of both the United States and Sweden demonstrated, capital
levelling could still take place without either of these. The events of the WGD altered the capital
Figure 3.2 Unit Value of Exports: Chile, Colombia, and Uruguay, 1910-1950
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accumulation that had taken place during CLG by affecting the terms of trade of commodities and reducing
the importance of the export sector in the economy. The reduction of inflows of foreign capital, which had
been fundamental for the development of export sectors, as well as prolonged inflationary periods, added
to the difficulties and uncertainties of commodity producers in the decades following the WGD. The
combination of these, and their effective reduction in the rate of return to (export market) capital, are likely
to have led to a decrease in countries’ income inequality,139 as the bountiful profits that the privileged classes
collected were precipitously reduced.
The first, and most, direct, levelling effect of the WGD was its impact on the export sector, and thus
on the elites—both landed and commercial—who had benefitted from the era of commodity exports.
Decreases in commodity prices, predominantly due to the decrease in importing capacity from external
markets, affected countries’ terms of trade and thus rates of return on capital and countries’ rates of growth
(see Figures 3.1 and 3.2). In Colombia, both the post-World War I depression and the Great Depression led
to drastic decreases in coffee’s terms of trade, which were only further reduced by the onset of World War
II.140 In the periods 1925-29 and 1935-39, the decrease in the value of Colombian coffee led to an
approximately 50% decrease in Colombian terms of trade.141 Although the effect of this shock fell mostly on
prices, rather than on volume,142 the volume effect was large enough to affect the value of exports and, with
it, the returns to both the landed and commercial elites that had benefitted from them (see Figure 3.2).
Chile’s mining revenues took an even harder hit. As opposed to coffee, nitrate production could
quickly adjust to changing price levels, causing both volume and prices of nitrate to affect Chilean revenues
(see Figures 3.1 and 3.2). Although the effect of the First World War on Chile’s mining sector was milder than
the devastating one of the Great Depression, it set in motion the period of intense volatility that would
characterise the sector’s following decades. After WWI, price instability became double what it had been
before 1914, and the export-value instability became five times higher.143 Although the 66% collapse of the
nitrate sector following the outbreak of the war recovered slowly both during and in its immediate
aftermath,144 the combined effect of the Great Depression and the growing competition from synthetic
nitrate production caused it to decline to a point beyond recovery. Predominantly due to the importance of
nitrate in the Chilean economy, it is commonly noted that Chile was among the countries in the world most
affected by the Great Depression.145

Their effect on wealth inequality is likely to have been smaller. See Section 3.3 for our reasoning.
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though prices had decreased following the Great Depression, production continued to increase in response to the favourable prices of
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143 Bulmer-Thomas, Economic History, 160.
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Uruguayan meat was favoured by the outbreak of the war. As the allies increased their demand for
frozen meat, the terms of trade for Uruguayan exports slightly increased up until 1918.146 However, the
ensuing decreases in demand during the post-war and Great Depression, combined with increased difficulties
in transporting capacities, did not prevent the Uruguayan export sector from experiencing the hardships of
the WGD. After the Great Depression, export earnings decreased by 30%. Their volumes never recovered,
and their stagnant growth became a permanent feature of the Uruguayan livestock sector.147 A distinct
feature of Uruguay, however, was the important effect of the Korean War (1950-53) on its export sector. Its
effect on increasing the prices of wool148 created a particularly prosperous period for Uruguayan exports.
Thus, the effects of World War II (and the WGD in general) are often masked by this short-lived period of
growth. These could only be delayed, however, and the aftermath of the Korean War was characterised by a
period of rapid economic decline leading to the depression of 1957-60.149
The WGD had important effects on the dynamics of foreign capital in Latin America. These were
two-fold, having different implications on the inequality structures of our studied countries. First, there was a
change in the levels of foreign investment resulting from alterations in world markets. Both its surges and
downturns affected capital owners in the continent, as foreign capital had become—and remained—an
important source of funding for the export sector. This effect is, thus, tied to the downturn of the export
sector discussed in the previous paragraphs to the extent that it affected returns to capital from commodity
exports. Separately, there was the effect of the WGD on foreign capital itself. These would have been the
returns to the investments that either European or North American investors had embarked on throughout
the period of CLG. Although their changes were important for the GL (see Chapter 2), they would have been
unlikely to affect income distribution in our studied countries. For the purposes of this thesis, we will only
look at the first component of foreign capital levelling.
The combination of rising global interest rates, shifting economic powers, and internal political
changes were among the components of the WGD that affected the inflow of foreign investment to our
three studied countries. Immediately after the Wall Street Crash of 1929 interest rates across the globe
skyrocketed,150 creating a rapid flight of capital as international investors saw opportunities for investment
elsewhere become more attractive. The combination of both world wars and the switch in economic
hegemony from Britain to the United States led to a shift of importance from European to North American
investment. This often created a Latin American export market deeply dependent on the United States as
both a source of capital inflows and as a principal export market. It thus led a number of Latin American
Montevideo-Oxford Latin America Database (MOXLAD). Note also the increase in Uruguayan GDP during the war years in
Figure 1.1.
147 Finch, Political Economy of Uruguay, 138.
148 Martin Rama, “Economic Growth and Stagnation in Uruguay,” in Diverging Paths: Comparing a Century of Scandinavian and Latin
American Economic Development, ed. Magnus Blomstrom and Patricio Meller, 1991.
149 Finch.
150 Leandro Prados De La Escosura, The Economic Consequences of Independence in Latin America, The Cambridge Economic History of Latin
America: The Colonial Era and the Short Nineteenth Century, vol. 1, 2005, https://doi.org/10.1017/CHOL9780521812894.015.
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Figure 3.3: Inflation in Chile, Colombia, and Uruguay,
1905-1960
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continents to become more vulnerable to the health of the American economy, leaving them particularly
exposed to the rippling effects of the Great Depression. After 1929, US investment slowed down
dramatically and, in the continent as a whole, repayment of American portfolio capital exceeded new
portfolio investment in 1931 for the first time since 1920. Net flows remained negative for most years until
1954.151 To counteract this, some regimes responded to periods of political unrest by welcoming and
favouring increases in foreign capital investment. Despite the political contingency that foreign ownership of
Chilean mines had often caused, the period after the Second World War was marked by an increase in the ties
between the United States and Chilean copper mining. Although this often took the form of a continuous
negotiation (or as Angela Vergara has described it, a “learning process”),152 an increase in both loans and
investment from the United States in Chilean copper was largely responsible for the recovery of the Chilean
mining sector and the country’s GDP.153 In Colombia, the 1930 elections were won under promises to keep
the doors open to foreign capital, which had by then, become fundamental to both liberal and conservative
political institutions. Despite these attempts, however, the rapid decrease in foreign capital investment likely
Bulmer-Thomas, Economic History.
Angela Vergara et al., “Capitulo 2: Historias Desconocidas de Los Mineros Chilenos,” in Hablemos de Historia: 20 Entrevistas Del
Programa de Radio UC (Editorial Quimantu, 2016).
153 Bergquist, Los Trabajadores En La Historia Latinoamericana.
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became a principal threat to the recovery of the export sector154 and thus was significant in contributing to
the levelling effect of the WGD on capital structures.
Similar to what happened in the EINs, this period of international instability was accompanied by
drastic changes in monetary stability. Though most countries had adopted the gold standard during CLG,155
the changing financial conditions, as well as the abandonment of the standard by both the United States and
Britain, allowed countries to re-evaluate their commitment. Soon after the great depression, it became
inevitable to do so—as countries that attempted to maintain the gold standard saw their foreign exchange
reserves plummet. This was the case in Colombia, whose reserves fell by 65% between the UK's
abandonment of the standard and the decision by Enrique Olaya’s government to do so.156 Once abandoned,
the combination of rising import prices, trade surpluses, and budget deficits was quick to result in domestic
inflation. In Chile, the deflation that ensued the collapse of the mining sector was followed by a period of
drastic inflation,157 a problem that persisted in Chile until the 1950s.158 Likewise, Uruguay suffered from
inflation in the years following the Korean War and had a bout of stagflation in the 1950s and 1960s
accompanied by prolonged periods of political instability.159 Colombia’s experience with inflation often stands
out as one of the less severe in the continent, predominantly through a series of mid-to-late century reforms
that prevented it from reaching the exorbitant levels attained in some places of the continent. Nonetheless,
the effect of the WGD also had punctual effects on the country’s price levels (see Figure 3.3).
Although the effect of this inflation may have also been particularly borne by the working classes (see
Chapter 4), prolonged inflationary periods would have had similar effects to those in the EINs in eroding the
accumulated savings of the landed and commercial elites.
Due to the position of Latin America as peripheral in the world market, it is impossible to look at
changes in monetary stability without looking at the ensuing—or accompanying—effects of the WGD on
exchange rates. Due to their importance in determining relationships with the import and export markets,
these could have even had a more important role in inequality levelling than those of inflation. The
abandonment of the gold standard initiated a period of exchange rate instability that placed particular
pressure on the export market. Although exporters usually benefitted from currency devaluation, fluctuations
also included periods of appreciation that put exporters at risk. More intuitively, however, the effect of
currency depreciation would have had a similar effect to inflation in eroding the value of the elite’s fortune
when set against its purchasing power abroad: whereas a certain amount of domestic wealth could have
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Figure 3.4: Gini Coefficients: Chile, Colombia, and Uruguay, 1915-1960
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allowed for a number of imports (or trips to Europe, as was common for the elite at the time),160 a
devaluation of the local currency would have correspondingly decreased this. Due to the destabilising effect
of rapidly fluctuating exchange rates, all Latin American countries implemented exchange rate stabilisation
policies: by 1929, every single one had stabilised exchange rates in relation to the US dollar. Between 1930 and
1934, however, the real import exchange rate for our three studied countries had depreciated between 30 and
90% relative to 1925-29 levels.161
The combination of stabilisation policies—of which exchange rate management was only one—was,
in many ways, both the start and the basis of a switch towards inward-looking growth.162 Even though
industrial growth was not a novelty of the post-WGD world, the combination of stabilisation policies and
changes in external markets was important in stimulating and expanding the existing industrial sector. The
combination of loose fiscal and monetary policies and changes in relative prices of imports and exports
benefitted the manufacturing sectors that came to develop rapidly after the 1930s.163 Although the growth of
the industrial sector is at the root of one of the main limits to capital levelling (see section 3.3), its role in
diminishing the relative importance of the export sector was nonetheless important in achieving the levelling
effects of the WGD on Latin American nations. The growth of manufacturing was accompanied by growing
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urbanisation and the rise of a middle class, which had the potential to erode the structures upon which CLG
had stood. In the words of Ewout Frankema: “the process of structural change came along with fundamental
social and political changes, so that at the eve of the Second World War, the traditional political stronghold of
the landowning elites, controlling the key resources of the economy […] was effectively dismantled in the
modern urbanised and economically advanced LACs.”164
This section has argued that the effects of the WGD on the capital structures of Chile, Colombia,
and Uruguay were far from negligible. Through effects on commodity prices, terms of trade, foreign capital
inflows, and monetary stability, the demise of the era of commodity-led growth had effects that resembled
those of the 20th century EINs. As we can see from the Gini estimates in Figure 1.6 (and its close-up in
Figure 3.4), the mechanisms of levelling we have outlined to a large extent coincide with the fluctuations
observed in this reconstructed data. We can observe sharp fluctuations for both Uruguay and Chile in the
years during—or right after—both the First World War and the Great Depression. These appear to continue
—or rekindle—through the start of the Second World War. For Uruguay, the 1950s—coinciding with the end
of the Korean War—see one of the country’s sharpest drops in inequality. Although data for Colombia is
limited, small fluctuations after the beginning of WWII may coincide with our narratives of capital levelling.
These drops, however, appear to be not only relatively small in some cases, but stubbornly short-lived. Why,
then, did countries not experience the substantial levelling that was observed by the EINs? The next section
explores several reasons we suggest may be behind this.

3.3: Limits to Capital Levelling in 20th Century Latin America
Although the reduction in returns to capital described in the previous section may have in some cases
achieved some degree of reduction in inequality, it did not appear to do so in a sustained, or prolonged,
manner. It especially did not do so to the extent that it happened in the EINs, and current levels of inequality
in our three studied countries remain comparatively high. What could help explain this?
As will become apparent at numerous points throughout this thesis, final redistributive outcomes
following a levelling shock appear to be the result of a struggle between a multitude of forces driving
inequality outcomes in opposite directions. Thus, while there may have been levelling forces set in motion by
the WGD as described in the previous sector, a number of other counteracting forces—either also set in
motion by the WGD or remaining from earlier inequality structures—may have been strong enough to either
balance out or counteract these. We argue in this section that this was the case for our studied Latin American
countries. The strong connections between political and economic elites allowed for policies that benefitted
previous landed and commercial elites. They also helped maintain these unequal power structures as the gains
from industrial elites remained concentrated in a few—and often very similar—hands. The incomplete
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displacement of the export market and landed capital likewise limited what could be achieved by a reduction
in the rate of return on capital.
Although the profits of the landed elite may have been diminished by the decreasing terms of trade,
governments often implemented a number of policies directed precisely towards softening this blow. In
Uruguay, Gabriel Terra’s coup of 1933, considered a ‘delayed political response’ to the Great Depression,165
reacted to the resulting economic hardships of the landowning class. In a break with the preceding batillista
policies, he reduced the previously installed land tax and implemented a devalued exchange rate applicable to
exporters.166 Thus, after 1933, it is unlikely that the prosperity of landlords was quickly eroded. In Colombia,
although the agrarian reform implemented by Alfonso López Pumarejo was designed to increase land
ownership of small coffee growers, most of its main policies were not fully implemented and often ended up
increasing the landholdings of the big cafeteros.167
The political power of the commercial elites was often similarly advantageous, and it became
common for these elites to push for changes that benefitted them beyond the general health of the economy.
Chile’s stabilisation policies and responses to the changing conditions of the first half of the 20th century
often involved policies that were sympathetic to exporters:168 currency and dual exchange rates, for example,
were predominantly favourable to the export sector.
The biggest example of this, however, comes from Colombia’s Federación Nacional de Cafeteros
(FNCC), which played a prevalent role in the implementation of stabilisation policies in the 1920s and 1930s.
Created in 1927 with the purpose of, among other things, promoting and defending the coffee sector, it easily
became one of the most influential and powerful organisations in the country. As Marcelo Bucheli and Luis
Felipe Saenz have described: “even the more FNCC-sympathetic studies [...] acknowledge that this was the
most influential and powerful organisation in the country for decades”.169 Similarly, Marco Palacios has
famously described the relationship between the FNCC and the government as that of a “Catholic
indissoluble marriage”.170 Composed predominantly of the commercial bourgeoisie that benefitted from the
rise in the exports of coffee, its links with political power were unabashedly visible: one of its founding
members and general directors Mariano Ospina was elected to the country’s presidency in 1946.171 Most of
Enrique Olaya Herrera’s responses to the Great Depression, including the abandonment of the gold
standard, the devaluation of the currency, and the raising of tariffs have been linked to the strong power of
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the coffee sector in driving economic policy.172 Thus, the political power of the commercial bourgeoisie, like
that of the landed elite, was often successful in ameliorating the shocks of the WGD on the export sector.
The strong ties between the political and the economic elite became especially relevant when it came
to policies that determined who bore the burden of inflation. Although rising price levels could have, as
previously conjectured, affected the value of the fortunes that had been amassed under the system of
commodity-led growth, they also had a large effect on the working classes, who saw their expenses increase
with no corresponding change in their wages. In a context of high wage flexibility resulting from relatively
slack labour legislation (see Chapter 4), the effect was likely to be even higher.173 Political representation was
often key to determining the relative burden of inflation in society. Edward Epstein, for example, found that
in Chile the “monetarist” approach of Carlos Ibanez (1956-58) and Arturo Alessandri (1959-62) resulted in a
net transfer of income from wage salary earners to holders of capital. This was the opposite under Eduardo
Frei and Salvador Allende, who opted for a “structuralist” approach that favoured equitable income
distribution.174 This was similar in Uruguay, where even in the 1970s, Finance Minister Alejandro Vegh
Villegas’ policies led to a nearly 30% fall in the real incomes of workers. In a newspaper interview, he
expressed the belief that these needed to be reduced even further in order to bring inflation under control.175
Although domestic elites had an important power over political decisions in Chile, Colombia, and
Uruguay, the importance of foreign capital in export sectors often led to similar clientelist effects. Naturally,
the link between foreign capital inflows and export profits flowing to landed and commercial elites made
these interests intrinsically connected. Despite the underlying unreliability of foreign markets and the
resulting desire for countries to 'look inwards', it was difficult for countries to fully ignore the importance of
foreign capital and of maintaining access to principal commodity markets. The response of governments to
the WGD thus also involved a number of policies that were in the interest of foreign powers and their
investments. This is best exemplified in Colombia, where the WGD is said to have increased the bargaining
power of the foreign-capital-dominated production of both oil and bananas. During the 1920s, the
Colombian government declared illegal to raise export taxes to banana exports or to the United Fruit
Company’s railway operations. The support for these policies was strong among the UFC's domestic
providers, who depended heavily on company’s economic standing for their own profits. Similarly, Tropical
Oil, the multinational in control of oil exploitation in the country, enjoyed an even better political and
economic environment after the Great Depression.176 And so, in stark contrast to the populist policies that
may have arisen out of the WGD in other Latin American countries that would have called for the removal
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of foreign capital owners, in Colombia the strong link between economic and political elites often led to an
improved standing of foreign capital.
Thus, the pressure exerted by both domestic and foreign elites to maintain favourable conditions for
their export sectors was often successful in preventing its imminent collapse. This was important, not only
because it allowed commodity-related profits to keep flowing into the same hands, but because it resulted in
an elite that, despite having suffered strong losses to their wealth, was far from eradicated (contrast this, for
example, with Japan's as described in Chapter 2). In fact, it was sufficiently affected by the global economic
changes to further tilt reactive decisions in its favour and strive to maintain political dominance. This was
particularly relevant as the ensuing effects of stabilisation policies resulted in a rapid growth of countries’
industrial sectors. The old elites were thus slowly transformed, or joined by, new industrial elites with similarly
high levels of concentration. Citing Ewout Frankema again in this respect: “In an institutional environment
promoting liberal entrepreneurship, yet maintaining market imperfections and assisting social and political
discrimination, increasing outlets for profitable investments easily lead to a large concentration of industrial
capital in the hands of a small group of investors-entrepreneurs.”177 Thus, the ‘soft’ weakening of this elite,
in great part facilitated by its strong links with the political establishment, effectively allowed for a much more
seamless transition between an export and an industrial elite.
This relatively soft weakening of the landed and commercial elite thus brings us to our second main
argument regarding the forces counteracting capital levelling in 20th-century Latin America. The export sector
remained important—and prosperous—following the events of the 20th century (see Figure 3.2). So did the
unequal distribution of landed capital: as Table 3.1 shows, by the 1960s all of our studied countries remained
with relatively high land Ginis178 and, in Uruguay and Colombia, a small percentage of the population still
owned more than a quarter of the country’s land area. Thus, the income from landed capital—which could
account for a large percentage of a country’s income given the profitability of exports—kept flowing towards
the same old (and exclusive) elite. It seems, then, that without a levelling that affected the ownership of
landholding themselves—not just their returns—it remained difficult for inequality levels not to bounce back.
To understand this, and the different experience of the EINs, we must then look back at the
changing nature of capital that was explored in section 2.1 (and Figure 2.4). By the time of the GL, the share
of agricultural land in Britain—as was the case for all of our other EINs179—made up a small percentage of
the total value of national capital. Thus, the mechanisms responsible for the capital levelling described in
Chapter 2 affected mostly industrial or built (e.g., housing) capital. As the effects of the WGD hit commodity
Frankema, “The Historical Evolution of Inequality,” 160.
In the database used by Frankema (2008), the land Gini for Singapore (the least unequally distributed landholdings) if of 29.1, and
the average land Gini is of 59.7. The highest land Gini—Paraguay, with 86.3) is in fact in Latin America, with a value relatively close to
those of our studied countries.
179 If we take into account that these were all, in fact ‘Early Industrialised Nations’, and we subscribe to the structural transformation
that is expected to happen with the process of industrialisation, then even without building the equivalent of Figure 2.4 for each of
the nations, we should expect this to be the case for all of them. Especially, we can expect it to be the case in comparison with our
studied Latin American countries.
177
178

47

Table 3.1: Land Inequality in Chile, Colombia, and Uruguay, 1926-1960
Country
Chile

Year

Share of land area
(<20%)

Land Gini
1927

83.7

56%

1965

86.5

Colombia

1960

80.5

40.4%

Uruguay

1960

79.1

28.5%
Source: Frankema (2008)

exports, they may have temporarily affected the return on landed capital—and thus, the levels of income
inequality—but kept the sources of that income—i.e., wealth inequality—relatively untouched. This wealth
was also of a different nature than that of the EINs, affecting the way the levelling mechanisms acted on this
capital: whereas recurring years of inflation may erode the worth of savings in a bank account, they will not
reduce the productive capacity—or the political importance—of a piece of land. The importance of this
uneven distribution of landed capital on overall inequality is to some degree illustrated by the case of
Uruguay: its relatively low levels of land inequality (Table 3.1) may be not coincidentally related to the
country’s comparatively low levels of present-day inequality (see Table 1.2).
This section has argued that (1) the political might of the landed, commercial, and foreign capital,
and (2) the recovery of the export sector with no changes in the ownership of landed capital, were the two
predominant mechanisms through which the levelling of capital resulting from the WGD was ‘stunted’—or
prevented from taking place to the same extent as that of the EINs.

3.4: Conclusions
This chapter has examined the mechanisms of capital levelling in Chile, Colombia, and Uruguay
following the events of the first half of the 20th century. It has argued that the effects of the World Wars and
the Great Depression had significant effects on the capital structures of the three studied countries. Changes
in international markets resulted in plunging commodity prices that altered the terms of trade of Chile,
Colombia, and Uruguay. This not only decreased revenues in the corresponding export sectors but affected
countries' overall levels of economic growth. A decrease in foreign capital inflows, exacerbated by the effects
of the shocks on financial markets, further increased the hardships of the export sector. Through inflation
and currency devaluation, accumulated capital was likely eroded. Additionally, as the period of export-led
growth gave way to that of state-led industrialisation, the resulting structural changes altered the foundations
upon which capital had previously been accumulated.
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However, the extent of capital levelling was different from that experienced by the EINs. Due to the
strong links between political and economic power, the policies that were enacted in order to counteract the
effects of the WGD were often beneficial to those already holding hefty shares of the economic pie. As
industrial growth often happened in political contexts that remained from the period of commodity-led
growth, their gains were persistently concentrated. Additionally, the predominance of landed capital in Latin
America during the WGD affected the effectiveness of the mechanisms of capital levelling-—to the extent
that the WGD failed to induce changes in the ownership of landed capital, both the extent and permanence
of capital levelling was effectively restricted.
Thus, the story of capital levelling in Chile, Colombia, and Uruguay is in some respects different
from that experienced by the EINs. Both sets of countries experienced significant alterations to their capital
structures, and the forces through which this happened were strikingly similar. However, the counteracting
forces in the case of our Latin American sample were often large enough to prevent a substantial levelling
from taking place. Interestingly, whereas in the EINs a large share of the political forces responding to the
changes of the WGD were spearheaded by the working classes, in Latin America these appeared to remain
dominated by either commercial, industrial, or foreign elites. This remains, however, not the full story, as
Latin American labourers would also play an important role in the continent’s response to the WGD. To this,
we now shift our attention to.
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Chapter 4: The Strengthening of Labour in 20th Century
Latin America

L

atin American labour institutions are nothing short of complex: their colonial legacy, the agglomeration
of workers in concentrated export enclaves, and the complex political environment in which they

developed created intricate relationships between labourers that are difficult to replicate elsewhere. The events
of the two world wars and the Great Depression (WGD henceforth) were set against a backdrop of lingering
coercive labour institutions, which also happened to thrive under the model of commodity-led growth (CLG
henceforth). Labourers in agriculture, mining, or small emergent industries often found themselves in
precarious modes of living that were only exacerbated by the economic crises of the first half of the 20th
century. The political background underlying the capital structures described in the previous chapter was
equally prevalent in determining, not only labour relations within our studied countries, but their responses to
the WGD.
As happened in the EINs, Latin American workers’ wages, employment levels, and purchasing power
were considerably affected by the WGD. Labourers who depended on the export sector for their livelihoods
were affected by its rapid downturn; unemployment and inflation hit workers across our three studied
countries. Although there was no mass mobilisation that required their political support, their importance in
maintaining the functioning of the export sector could often earn them some political leverage. Their shared
hardships could serve as a force of increased cohesion, and the growing role of the state (see Chapter 5)
could lead to improvements in their levels of education. Thus, following the WGD, labour movements were
often strengthened in our three studied countries, either through an increase in the size or power of labour
unions, or through politicians who represented their movements. Regardless of the response, however, the
final outcome was rarely that of a sustained levelling. This chapter argues that the strong links between the
political and economic elites, the concentrations of gains from labour to small sub-sections of the population
(predominantly urban, or export-intensive areas), and the uneven distribution of human capital investments,
prevented any WGD-induced strengthening of labour institutions from resulting in substantial reductions in
our studied countries’ inequality levels. Additionally, the comparatively limited changes in the expansion of
the franchise limited the levelling potential of a strengthened labour force.
This chapter is organised as follows. The first section explores the development of labour institutions
during commodity-led growth. A second section outlines labour’s response to the events of the WGD,
including the shocks’ effects on levels of human capital. A third section looks at the limited levelling effects
of labour’s responses in achieving sustained levelling. A final section concludes.

50

4.1: Latin American Labour During Commodity-Led Growth
Strategies of slavery and mass European migration—often regarded as the two methods by which
colonial empires secured a labour force180—remained embedded in the Latin American continent for
centuries after its independence movements. Although slavery was abolished in all our studied countries
during the first half of the nineteenth century, coercive labour institutions and discriminative labour market
policies persisted to varying degrees within countries’ production structures. Marco Palacios describes the
coffee plantations in Colombia as “created by borrowing from the systems of organisation and remuneration
existent in the colonial and post-colonial past. The enlightened hacendados […] had to develop capitalism with
methods which […] were thought of as feudal by all who considered themselves even moderately liberal.”181
Michael Taussig talks of a ‘slavocracy’ that ruled Colombia well into the nineteenth century.182 In Chile, under
increases in the demand for labour exacerbated by wheat production for the export market, landholders
preferred to increase the labour obligations of their service tenants183 rather than hire additional hands in
what Arnold Bauer and Ann Hagerman Johnson have called “an intensification of an older paternalistic
system.”184 Although Uruguay had a relatively milder history with coercive labour institutions,185 the massive
displacement of the rural labour force created by the periods of export-led growth created exacerbating
conditions of rural poverty.186
The onset of export-led growth, however, undoubtedly propelled changes in the structure of labour
institutions. The most important ones for our study of inequality are the varying degrees of the establishment
of wage-labour (e.g., capitalist arrangements and leaving behind feudal institutions), the growth of a workingclass mentality or unity, and the fast rates of population growth. Specific developments within these would
end up to a large degree affecting the impact of the WRD on labour institutions and their potential to reduce
inequality levels.
Although feudal-like, or non-wage labour, endured in a variety of contexts within the Latin American
continent, a number of changes in the development of CLG led to the enactment of wage labour
relationships. The importance of coffee in world markets allowed prosperous hacienda owners in Colombia to
break up some long-standing feudal-like labour arrangements, guaranteeing more freedom—and often access
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to property—to those working the fields.187 Although
precapitalist relationships may have persisted in
Chile’s agriculture-dominated central valley, wage
labour was the norm in the mining sector. Mines that
were operated by large mining companies offered
relatively high salaries to workers who would respond
by flocking to the nitrate or copper-rich areas of the
country.188 Similarly, as the northern regions of
Uruguay remained in the hands of traditional
latifundistas with 'paternalistic, semi-feudal, and
informal' labour institutions, the fertile fields around
the Littoral and the south became dominated by a
much more liberal landowning class and a wageremunerated working force.189
The extent of these changes, however, was limited
in creating what would be considered a free market
for labour in their respective countries. Colombia's
coffee landowners would retract or limit concessions
to labourers according to fluctuations on their
prosperity. The conflicts that emerged between the
rural labour force and the owners of large haciendas
would be at the core of a long series of violent
conflicts in the country.190 It has also been suggested
that the rapid growth of the country’s late-coming
export sector was due to the “will of small producers
and their families to undergo increasingly higher
Figure 4.1: Pamphlet from an event at a mancomunal,
March 1913. Source: Archivo Nacional de Chile

degrees of exploitation.”191 In Chile’s mining regions,
it remained common for mining companies to make
payments in kind to their workers through, for

example, giving them allowances to make purchases at government-owned stores. It was also common for
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those stores to use different exchange rates (allowing companies to pass on the effects of inflation onto wage
rates), or for workers to be prohibited from owning a small business or often any type of property.192
Although Uruguayan batllista policies made attempts to regulate rental contracts, the predominance of verbal,
rather than written, agreements made them particularly difficult to protect.193
Export-led growth also precipitated changes in the cohesiveness of the countries' working classes
and the start of the growth of labour movements. Colombian coffee labourers’ desire to own land and move
into their own properties ended up defining their class mentality.194 In urban areas, the growing concentration
of artisans led to—relatively mild—mobilisations against, for example, trade liberalisation.195 In Chile, as
workers flocked to the copper and nitrate mining areas, their agglomerated living along with their precarious
and dangerous working conditions196 created the foundations of the country’s characteristically strong labour
movements. The main institution arising from mining areas was the mancomunal, a combination of mutual
assistance groups and ideological or cultural platforms. Both the strength and the rapid spread of the
mancomunales from the mining area to the rest of the country have been considered particularly important, not
only in fostering the ideological and cultural components of the labour movements, but in providing the tools
that were necessary for solidifying the countries’ labour movements.197 In Figure 4.1, a pamphlet from one of
the mancomunales in Antofagasta—a key nitrate mining zone—depicts the type of events that these
organisations would host. Planned by a carpenter union, a presentation by Luis Recabarren—a well-known
unionist recurrent throughout Chile’s labour history literature—sought to “contribute to the illustration of
the working classes, recognising the need to plant, among us, the best ideas of social education, class, and
culture.” Although these mancomunales started in the mining regions, they rapidly spread throughout the
country. In Santiago, small artisan trade unions took shape, with their membership rising as European
immigrants settled in the cities. Similarly, the influx of Spanish and Italian immigrants into Uruguayan ports
contributed to the creation of workers’ associations by the end of the nineteenth century. The International
Association of Workers and, later, the Local Federation of Uruguayan Workers, were among the longstanding organisations that emerged during this period.198
Labour organisation, however, was either muffled, repressed, or feeble. The cohesiveness of
Colombian coffee growers was often weakened by the search for land that often pitted them against each
other, as well as by the high reliance on the ‘clientelism’ of the two dominant and conflicting parties for
achieving their objectives.199 In cities, rising labour movements were often met with a kind of paternalistic
Bergquist, Trabajadores.
Finch.
194 Bergquist, Trabajadores.
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Figure 4.2: Population of Selected Countries 1830-1920, Thousands
7000

1200

Chile

1000

Colombia
Uruguay
5000

800
4000

600
3000

400
2000

200

1000

0
1830

Population (Thousands) for Uruguay

Population (Thousands) for Chile and Colombia

6000

1840

1850

1860

1870

1880

1890

1900

1910

1920

0

Year

Source: Mitchell (1983)

and often unpreoccupied dominant class—one that had no incentives to concede much of the demands put
forward by the working classes.200 Although Chile’s mining-dominated labour movements stand among the
strongest within the continent, at this stage its effects and strength were also limited. Not only was the
mancomunal more effective in protecting labourers than in transforming their institutions, but the repression
of Chilean labour movements was often strong enough to deter its progress. In 1907, around 2,000 nitrate
workers in the town of Iquique led an infamous strike demanding higher wages and improvements to their
living conditions.201 It concluded in a bloody confrontation with the Chilean army earning it the name of the
'Iquique massacre’. Although it may have radicalised a small sector of the Chilean movement, it also led to a
subsequent fall in union activity.202 Uruguay’s story is different in this regard, as the presidency of Jose Batllé
y Ordoñez (and its enduring batllismo) was particularly friendly towards the labour movement. According to
some interpretations, this may have been detrimental as its successful anticipation of future needs and
demands of the working classes, contributed in creating a relatively weak labour movement.203
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At this stage, however, it is perhaps not only the changes in the relationships between labourers and
their early attempts at unionising, but rather in their sheer numbers, that played the biggest role in altering
labour institutions. During the last decades of the 19th century and the first of the 20th, Chile and Colombia
saw their populations almost triple. In Uruguay, the increase is about eight-fold (see Figure 4.2). In both Chile
and Uruguay, this surge was propelled by an inflow of European immigrants lured by the prospects of rapid
growth and employment that the Southern cone promised.204 It led to their agglomerations in cities (in the
case of Montevideo) as well as in small foreign enclaves (in the case of Chile’s Araucanía). These rates of
growth and of international migrations were complemented by internal migrations within the countries.
Coffee cultivation increased migrations from across Colombia to the warm slopes, often aided by the system
of enganches that would flock from the coffee region to secure labour for the picking season.205 In Chile,
internal migration to coal and nitrate mining areas was vast. Between 1875 and 1907, the population of the
Norte Grande region hosting the country’s richest nitrate and copper deposits increased from 2,000 to
234,000 inhabitants.206 This was less important in Uruguay, where rural areas remained persistently
underpopulated compared to the ‘macrocephalic’ dominance of Montevideo.207 These changes in the relative
number of labourers were particularly important for resulting rates of inequality: surges in the population
increased both the demand for land and the supply of labour. Even in imperfect market conditions, this often
resulted in a decrease in the value of labour (i.e., wages) and an increase in the value of land (i.e., rents). It is
of no surprise, then, that countries for which we have data for land/wage ratios in the period of commodityled growth show a rapid increase in the value of this index throughout the period of commodity-led
growth.208
At this point, it is important to note the developments in two aspects that would be fundamental in
determining labour institutions’ responses to the events of the WGD: human capital and democratisation.
The history of human capital institutions in Latin America is tightly linked to that of labour institutions.
Within the—often persistent—colonial structures of coerced labour, there are several important factors that
were key in determining human capital investments during the era of commodity-led growth. First, the strong
link between labour institutions and natural resource exploitation209 often meant that unskilled labour sufficed
for ensuring both profits and economic growth. Thus, the continued possibility for economic growth based
off land and labour210 often retarded any sense of urgency for educating the labour force. The ruling classes
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Table 4.1: Expansion of the Franchise in Chile, Colombia, and Uruguay, 1869-1931
Lack of Secrecy in
Balloting

Chile

Wealth
Requirement

Literacy
Requirement

% of population
voting

1869

Y

Y

Y

1.6

1920

Y

N

Y

4.4

1931

Y

N

Y

6.5

1918

N

N

N

6.9

1930

N

N

N

11.1

1880

Y

Y

Y

-

1900

Y

Y

Y

-

1940

N

N

N

Colombia

Uruguay

19.7
Source: Engerman and Sokoloff (2012)

that came to benefit from their disproportional control of land and labour often saw educational progress as
a threat to the status quo and dominant social order.211 Although liberal, enlightenment-influenced ideas that
accompanied independence revolutions across the continent often emphasised the importance of mass
education, few nations properly invested in educating all but a few throughout the 19th century, despite often
having the economic capacity to do so.212 This process developed differently in our three studied countries,
with Uruguay achieving high and sustained achievements in education levels throughout the studied period,
Chile following shortly thereafter and Colombia lagging by several decades.
The processes of democratisation were similarly slow and tightly connected to the persistence of
unequal political structures. Although liberal ideas accompanying independence movements also proclaimed
the importance of extending the franchise, limits on the franchise via literacy or property requirements—
similar to those that existed in the EINs—kept democratic participation rather muffled. Colombia stands out
within our studied countries as not having implemented any of these effective limitations on the franchise
(see Table 4.1). However, its differing degrees of participation between central and provincial governments
may have achieved similar effects.213
Thus, at the onset of the First World War, workers in Chile, Colombia, and Uruguay faced a
combination of feudal and capitalist labour relationships, a growing class unity which was often represented
in growing—but often highly repressed—labour movements, and high demographic growth. The expansion
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of education and the franchise remained fairly limited. These developments would be important in
determining the events of the WGD on each country's labour institutions.

4.2: Latin American Labour’s Response to the WGD
In a manner that somewhat mirrors the EINs’ changing labour movements depicted in Chapter 2,
the WGD affected the lives of Latin American labourers. Through the effect of inflation on their purchasing
power, the resulting unemployment from the collapse of several export industries, and an overall decrease in
economic prosperity, the precarious situation of Latin American labourers was exacerbated by the shocks of
the WGD. This section attempts to show that the events of the first half of the 20th century had a nonnegligible effect on labour movements. It outlines how the WGD affected labourers, their varying responses
to it, and, finally, the achievements of these labour movements. It also explores the ways in which these
evolved differently in the three studied countries: whereas the Chilean labour movement was characteristically
strong, especially in nitrate areas, Colombian coffee growers and Uruguayan livestock workers were
particularly difficult to organise. In these two countries, however, the effect of the WGD was felt in urban
labour movements. In all studied countries, these labour movements and their increased power and
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cohesiveness through the WGD achieved legislation that was important for the condition of workers
throughout the decades that followed.
The previous chapter explored the effect of the instability of the world economy on Latin American
export industries and their capital structures. The outlined decline of the export sector, however, also took a
particularly high toll on these industries’ labourers. Due to the importance of commodity markets as engines
of growth within their particular economies, their downturn was likely to affect industries throughout entire
countries and regions, spreading political unrest and economic difficulties to working classes in all fields of
work. In Chile, the nitrate industry’s response to the volatile price conditions that prevailed after the First
World War was to adjust production—and thus employment—to levels that were profitable given prevailing
prices. Thus, the volatility of nitrate production after World War I got rapidly translated into volatility of
employment in the nitrate fields, only to essentially collapse after the Great Depression (see Figure 4.3). This
created massive unemployment in the northern fields of the country. The nitrate workforce was halved with
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the onset of the First World War,214 and then reduced to an approximate 20% of its 1929 volume by 1932—
with approximately 29,000 workers fleeing the northern fields of Antofagasta and Tarapacá in the aftermath
of the Great Depression.215 The effects often went beyond export markets. In fact, employment in both
Colombia’s and Uruguay’s export sectors was mildly affected by the WGD.216 Yet the instability of world
markets had repercussions for wage-earners across the expanse of these countries. Fiscal crises in Colombia
resulting from decreased revenues from the trading sector (see Chapter 5), led to rapid cuts in public work

Figure 4.5: Workers lining up outside of the Tropical Oil offices in Colombia. These workers were particularly important in the
fight for achieving the 8-hour workday in the country. Source: Archila (1989)
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expenditures, leaving approximately 50,000 construction workers unemployed.217 In Uruguay, the prosperity
upon which the batllista welfare state depended was rendered fragile by the downturn of the Korean War,
resulting in a public unrest that had previously been quietened by the expanse of the welfare state.218 The
working classes of all countries invariably suffered from inflationary periods and unstable exchange rates that
eroded both their meagre savings and their purchasing power. Thus, the effects of the WGD were felt by the
working classes of our three studied countries. Workers would, inevitably, respond in ways that were not that
dissimilar to those of the labouring classes of the EINs.
Chile’s working force had the strongest response to the events of the first half of the 20th century.
Undoubtedly, this was a combination of the previously developed working-class cohesivity, and the drastic
effect of the crises on particularly large—and labour-intensive—sectors of the Chilean economy. Some
historians have argued that it was precisely these experiences of hardship and volatility thrust upon workers
by the WGD, that forged the character of the countries’ strong labour unions for years to come.219 Although
the effects of the WGD were felt throughout the country, it was the collapse of the nitrate sector which had
the most powerful effect in radicalising the Chilean labour movement. From 1935 to 1940, the number of
workers in labour unions increased from 635 to 1,880 (see Figure 4.4).220 The country’s socialist movements
rapidly increased in both strength and breadth throughout this time.
The response of Colombian labour unions was similarly large. By January of 1918, a combination of
fluvial and railway workers, urban artisans, and other groups affected by changing world market conditions,
gathered in a series of strikes across the main ports of the country.221 Changes in the profitability of foreign
capital investments (see Chapter 3) led to deteriorating conditions for those working for big multinationals.
Since 1922, workers of the Tropical Oil in Bucaramanga, a town in northeast Colombia, led several powerful
strikes as they fought to implement the 8-hour workday (see Figure 4.5).222 An infamous revolt against the
United Fruit Company (commonly referred to as 'the banana massacre' and immortalised in Gabriel Garcia
Marquez's One Hundred Years of Solitude) took place in 1928. Similar to Chile, the Colombian socialist party was
formed and strengthened in the years following World War I. Maria Cano, a writer and political leader that
shook labour movements with her explosive politics, was at her most active during the late 1920s. Although
labour’s response was much milder in the country’s coffee regions, its workers still gained some momentum
from the events of the WGD. At the end of the 1920s, an increase in rural organisations sought to change
the nature of tenancy agreements in the countryside. Several mutual aid societies were established at a similar
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time. However, the struggle of coffee labourers remained relatively mild and individualistic when set against
other labour movements in the country and in Latin America.223
Uruguay’s labour response was somewhat similar to Colombia’s. Its rural struggles were rather muted
compared to its urban ones and appeared to be concentrated in the infrastructure and transport sectors. After
World War I, the Federación de Obreros de Uruguay (FORU), which had become dormant during the
1913-14 depression, was revived. Likewise, some trades that had remained unorganised became unionised.
This surge in organisation rates, however, appeared to be short-lived and membership fell quickly after the
1920s.224 These upwards and downward surges remained characteristic of the first half of the 20th century,
with surges in union activity being followed by either growing concessions or repression—depending on the
nature of the government in power—only to rise again with the onset of a new economic crisis. After the
Great Depression, repression under Terra’s dictatorship brought down the ensuing surge in labour
movements. Union membership, however, rose again in the 1940s shortly following the outbreak of World
War II.225
Regardless of the varied responses to the WGD, the upsurge in labour movements’ strength
throughout the continent achieved numerous gains. These often took the form of labour legislation,
concessions, or political representation. In this respect, Chile remains one of the strongest cases in Latin
America. Through its influential workers unions, the country not only underwent a series of labour reforms
but also experienced a characteristic political shift towards the left. Given the growth and importance of
mining’s labour movements,226 governments in the 1920s went through several efforts to gain their support.
Arturo Alessandri, during his first campaign for the presidency, was often called “the Lion of Tarapacá” due
to his popularity and attempts to gain the support of nitrate workers in the nitrate mining regions.227 He was
responsible for drafting the 1924 labour reforms, which lay the foundations of labours’ response to the
uncertainties of the Great Depression. The nature of his reforms, as well as of his presidential term, was
usually characterised as concessionary towards labour, exemplifying the political gains that had been achieved
by Chile’s mining unions. These gains would become more permanently embedded in Chile’s political
landscape through the ensuing growth of left-wing parties and governments in the country. In what Javier
Rodríguez Weber has described as the “decay of the oligarchic republic”,228 the first four decades of the 20th
century saw the coming to power of a number of governments radically opposed by the national elite
(“something unthinkable a few years earlier”).229 The electoral win of the “Frente Popular” in 1938, a
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coalition of social democrats, socialists, and communists, as well as the election of Salvador Allende (the first
Marxist head of state in the entire American continent230), are a testament to the relative strength of the
political left in 20th century Chile. The relationship between the Chilean left and labour unions from mining
regions was not only strong but also persistent, with regions unquestionably favouring Allende in the 1970
elections. In coal mining regions, these reached even eight times as many votes as those of Jorge Alessandri
(see Table 4.2).231
Table 4.2: Male Voting in Mining Centres, 1970
Ratio of Votes
Mining Zone

Allende/Jorge Alessandri

Allende/Radomiro Tomic

Copper

2.65

3.03

Nitrate

3.25

3.37

Coal

7.94

5.71
Source: Angell (1972)

The achievements of the upsurge in Uruguay’s labour unions appear to be of a different nature than
those of Chile and Colombia. Most characteristically, Uruguay never had a labour code. The biggest
advancement of Uruguayan labour unions, however, was the instalment of wage councils in 1943, which
allowed wage-setting to take place in close consultation with union representatives, owners of capital, and
representatives from the government.232 The instalment of these labour unions appears to have been
particularly useful in avoiding the downward wage movements that could have resulted from the decline in
economic prosperity following the Korean War.233
The events of the first half of the 20th century similarly affected the continents’ levels of human
capital. The WGD affected skill premiums predominantly through (1) accelerating the process of
industrialisation, and thus often raising the demand for human capital, and increasing skill premiums, and (2)
increasing the amount of social spending that went towards education (see Chapter 5), thus increasing the
supply of human capital and decreasing skill premiums.
As the end of the period of commodity-led growth confronted nations with the delayed imminence
of industrialisation, and as a number of stabilisation policies were aimed at the growth of industry, the
restructuring of production from an agrarian society into that of an industrial one created a demand for
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specific skills that were likely to have led to an increase in the skill premiums of the labour market. This
increased the demand for human capital---and thus the demand for education.
As will be developed further in Chapter 5, the shocks to fiscal revenue from the WGD affected the
amount of funds that were available for government spending. However, through the combination of
structural change and an increase in the role of the state in intervening in the economy (similar to that of
EINs due to the WGD), there was also an increase in social policy spending. These often resulted in
increasing investments in education. Although Chile and Uruguay had already expanded their education
systems before the 20th century, an increase in education spending in Colombia is evident in the 1920s. Ewout
Frankema found that, according to post-war statistics, increases in educational investments in the 1950
throughout the Latin American continent often led to reductions in levels of educational inequality.234 These
investments had the potential to decrease the rise in skill premiums that resulted from industrialisation and
structural change.
Likewise, as Table 4.1 showed, the first half of the 20th century saw changes in the limits to
democratic participation. Uruguayan literacy requirements, in place since the 1830s, were removed in 1918. Its
wealth requirements and lack of a secret balloting system were no longer in place by the 1940s. Although
Chile’s literacy requirements remained in place until the 1970, its wealth requirements had similarly been
removed by the 1920s. Colombian universal male suffrage is enacted into law in 1948.235
Thus, the events of the first half of the 20th century, through their effect on employment levels,
inflation, and overall economic prosperity, had a distinct effect on the labouring classes of Chile, Colombia,
and Uruguay. These countries’ working classes, which had started to consolidate during the era of CLG,
responded to these hardships with numerous methods, varying from radicalisation to political action. These
responses were heard in the political arena, as existing politicians either appeased them, co-opted them, or
were eventually replaced by those who more closely responded to their needs. Changes in the levels of
spending on education and of democratic participation were thus likely to ensue. Similar to the EINs, then,
the WGD resulted in the strengthening of working classes and labour movements in our studied countries.
Why, then, did it not result in the levelling forces that so strongly led to the GL in the EINs? To this question,
central to answering the research objective of this thesis, we turn now.

4.3: Labour’s limited potential as a levelling mechanism
The previous section highlighted the increasing strength of the studied countries’ labour unions
resulting from the WGD. It also highlighted changes in education and democratisation that resulted from—or
during—the shocks. Why, then, is it that despite the strength of Chile’s labour unions and left-leaning
policies, the country is one of the most unequal ones in the world today? Why did Uruguay’s welfare state and
234
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Colombia’s prevalence of small farmers not lead to the egalitarian societies one could, in theory, expect these
changes to lead to? In this section, we explore some of the counteracting forces preventing an EIN-type
levelling to take place in Latin America as a result of the WGD. We argue that the strong legacy of a political
elite which succeeded in repressing, co-opting, or appeasing labour movements, the concentration of gains
from labour in small sub-sections of the population, and the limited extension of both the franchise and
educational investments are among the principal components of these counteracting forces.
It is often noted that, although the strength and cohesiveness of labour unions may be fundamental
in determining their success, their outcomes may also be to a large extent determined by the nature of the
elite with which they are confronted.236 This appears of particular importance in our three studied countries,
and we suggest that both the nature and the strength of this elite acted as a strong counteracting force to the
labour movements that were either strengthened or propelled by the WGD. Not only were these elites able to
favour specific policies that transferred the burdens of certain shocks into labour themselves (e.g.,
inflationary policy, see Chapter 3), but the way in which they institutionalised the growing labour unions was
often decisive in determining their success. As elites became concessionary with labour forces upon realising
their growing and eminent strength, these concessions frequently had a corporatist tone to them, which often
did more to repress their political and economic power than it did to embolden it.237 This was the case in
Chile with the government of Arturo Alessandri, who supported the growing unionisation of the labour
force but heavily repressed any movements that took place outside the law.238 Labour reforms under the
government of Carlos Ibañez resulted in a ‘historical compromise’ that combined ‘the most restrictive
aspects’ of proposals by both labour and capital, effectively resulting in political and economic controls on
labour.239 Charles Bergquist argues that during the Ibañez administration, the new labour legislation was
eventually used as a tool to control workers and prevent their radicalisation. To many, these ‘corporatist’
legislations were at the root of the difficulties that Chilean labour movements would face in the years to
come.240 The situation in Colombia was similar. Even after the labour reforms of López Pumarejo, the actual
power of workers' unions in the country remained stifled. The following excerpt from Charles Bergquist
describing the state of Colombian workers' unions in the 1940s exemplifies this:
“In ways no single political leader or faction could have fully foreseen, the disunity of
Colombian political elites over the labor question, and the alternation in power of the
traditional parties, served ruling-class interests admirably. Under the corporativist Liberal
initiatives of the 1930s, the labor movement was effectively deradicalized and
institutionalized under Colombian law. Under the repressive Conservative initiatives of the
late 1940s, a weakened and domesticated labor movement was reduced to political and
ideological impotence. Virtually all the leaders of both parties were united in their attitude
toward labor by the late 1940s. All envisioned a weak non-Communist labor movement,
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confined to the pursuit of bread-and-butter unionism, led by responsible bureaucratic
leaders, and efficiently regulated by the state. Such a labor movement would guarantee
Colombia's successful integration into the postwar world capitalist order.”241
The strong counteracting potential of labour legislation can perhaps most strongly be exemplified by
its absence in Uruguayan politics. As mentioned earlier, the legacy of batllismo had left a government that was
particularly friendly towards workers' unions.242 The fact that it did not attempt to institutionalise its
movements—but rather accompanied it by the more practical implementation of wage councils—attests to
the particular appeal that labour codes and legislation may have had to a political elite that sought to limit
transformative change in working-class conditions.
Yet the problems for labour unions became even more complicated when existing elites ceased
attempting to dampen labourers' requests with weak legislation but decided to abashedly repress them instead.
This often involved quick reversions in any gains achieved by powerful labour movements. In Chile, even
shortly after the implementation of the labour reforms of the 1920s, the government of Ibañez underwent
one of its strongest repressions of Marxist labour movements, with hundreds of unionists jailed,
assassinated, or sent to exile. Some historians have argued that by 1928, the combination of these movements
had essentially destroyed the Chilean left.243 In both Chile and Uruguay, the strong support for military
regimes, following periods of the insurgence of the left, most characteristically exemplified this. The military
coup of 1973, which displaced Salvador Allende’s left-wing government, was backed by voters from a large
combination of the country’s political spectrum, including a large percentage of the Chilean middle class.244
Similarly, as Howard Handelman has argued, the emerging radicalisation of Uruguayan labour unions in the
1950s and 1960s (including, for example, the radical and violent Tupamaro movement), may have done much
to polarise Uruguayan politics, creating strong links between the industrial elite and the military that
eventually culminated in what he calls a "middle-class military coup" that installed the 1973 military
dictatorship.245
Although there are many more instances in which the strong power of the elite may have limited the
gains from labour movements and exacerbated their difficulties, there are two specific versions that are worth
highlighting. The potent force of bipartidism in Colombia and Uruguay, and the effect of these political bihegemonies in both shaping and limiting the countries’ labour outcomes, were important in determining their
ensuing labour trajectories. In their contrasting experiences, however, lies the diversity in which the power of
political elites may have manifested itself as a counteracting force for levelling inequality. Although these two
trajectories are strikingly different in their expressions and mechanisms—rendering the labour movement
abhorrently violent in Colombia, yet appeasing the Uruguayan one—, in both cases there is a predominance
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Figure 4.6: 1st of May Article from a labour publication in Uruguay, 1905. Source: International Institute of Social History,
Amsterdam.
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of two political parties (what Michael Taussig has referred to, in Colombia’s case, as “two monopolistic
political parties, not dissimilar to religious war machines”),246 incessantly at odds with each other. Struggles
between the Colorados and the Blancos, and between the Liberales and Conservadores, are the cause behind
the Guerra Grande in Uruguay (1839-1851) and the Guerra de los Mil Dias in Colombia (1899-1902).
Dominant forces throughout the 20th-century politics of both countries, their dominance would end up
representing major obstacles to labour gains.
In Colombia, the incessant struggles between the Liberales and Conservadores took a
characteristically strong shape in the countryside. The links between these struggles, the 1930s agrarian
reforms, and the ensuing Violencia are the subject of numerous books and articles, and summing up the
complexity of this relationship in a couple of paragraphs would not even begin to do justice to its complexity.
For the purposes of this thesis, it will suffice to note the effect of the period of Violencia in limiting the
cohesiveness of coffee labourers and in contributing to their meagre rates of unionisation.
Through the enactment of agrarian reforms, the possibility for coffee labourers to own a piece of land
became an—often elusive—possibility. This elusiveness became powerful to the point of becoming the
dominant objective of workers in coffee regions. At the same time, the disputes over land that often arose out
of this agrarian reform resulted in struggles, not only between large landholders and small labourers, but
often between small labourers themselves. This took place in a context of political bipartidism—with no
single party uniformly representing the interests of the coffee peasants—and of a central state with a limited
capacity to protect both its legislation and the labourers it sought to benefit. This left coffee peasants reliant
on local political leaders for their protection, and thus embedded them in the (violent) political bipartidism
that prevailed in the countryside. It ended up creating a coffee labour force, that was not only internally
divided, but that tended to not prioritise the sort of communal gains in labour conditions that were
characteristic of typical labour unions. In a way, the minifundio promise eroded the distinction between labour
and capital247 that drove the struggles of labour unions worldwide. This blurred division in a polarised
political context drove coffee peasants to side with the existing powerful political parties in an effort to
achieve their individual needs, ending up fragmented and blood-stained.
In Uruguay, the manifestation of political bipartidism was quite the opposite. Whereas coffee growers
in Colombia were not represented by any of the two parties, the Uruguayan working class was committed to
the Colorado party. However, this party also represented the interests of the country’s growing industrial
bourgeoisie. This particular alliance, influenced by the country’s batllista legacy, ended up creating favourable
conditions for the country’s working classes, especially during periods of prosperity. Naturally, there is
nothing negative about this. However, it created the appeased working unions that often failed to achieve
further gains or to maintain their strength in periods of decreased prosperity. Although labour unions were
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present and had several radical factions, they were moderate and mild when compared to others throughout
the continent. Howard Handelman refers to them as “offer[ing] no radical challenge to the national political
system.”248 In Figure 4.6, we can see a political pamphlet from a labour union in 1905 describing the First of
May celebration in Montevideo’s working class. It condemns the pervading festive feeling of the Workers’
Day. It reads: “The First of May is being turned into a vulgar mystification destined to appease the rebellious,
yet increasingly sober, spirits of the proletariat class. (…) This path has reached the point where even the
bourgeois classes feel associated with this party (?). (…) Amidst the ambient stupidity that sees this day as a
joyful bourgeois Sunday, as an inoffensive day for picnics, where the frivolity of the working classes is
scattered in the air through drunken songs and brothel murgas. (…).” These appeased labour unions, which
prevailed particularly in times of economic prosperity and have been characteristic of Uruguay, ended up
being a large barrier for the country's labour movements to achieve further political gains.
Regardless of the advancements in labour movements in either the export sector or the growing
industrial one that may have resulted from the strengthening of labour unions following the WGD, these
gains were often concentrated in small sections of the population. Gains in industrial labour conditions—
which would have affected a larger section of the population in EINs--ended up having small effects on the
large number of labourers that lived in rural areas. Even as the cities grew and the industries developed, these
would then remain insignificant for the large pockets of informal workers that would end up characterising
the Latin American labour force. It is likely that neither the labour legislation induced by the Great
Depression nor the populist-leaning policies that developed alongside the strategy of import-substitution
would have benefitted a large percentage of labourers within a single nation.249 Although Chilean miners in
the 1940s may have secured a number of concessions for their wages and living conditions, these
arrangements often tended to sacrifice the interests of the rural population, which remained large within the
country.250 Similarly, although Jorge Eliécer Gaitan’s appeal to the lower and middle classes was significant in
urban areas,251 his appeal in the countryside was less important so. Despite his multiple attempts to appeal to
rural labourers, these often quickly lost traction and kept his political appeal concentrated on the urban
working classes.252
The strong power of political and economic elites in appeasing, co-opting, or repressing the growing
labour movements, was equally apparent in the limitations of educational attainments in fully achieving
decreasing levels of inequality. As mentioned in Chapter 1, investments in human capital can have ambiguous
effects on inequality: if they are broad-based—as was predominantly the case in the United States—they can
significantly reduce inequality levels. When these educational advancements reach only a handful of the
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population, however, inequality can further increase by exacerbating levels of income inequality via an
increasing skill premium.253 The latter was the likeliest case in Latin American countries. As governments
began spending more in education, the scarcity rents that had existed within the context of a highly
concentrated privileged class were likely to be carried forward. In the form of skill premiums, these prevented
inequality levels from decreasing. A common mechanism that allowed these premiums to be concentrated in
the hands of a very few was through over-investments in secondary (or higher) education, which was mostly
favoured by those who belonged to an existing elite. In Uruguay, despite the high levels of educational
investment, education was still often perceived to be concentrated in the hands of a technocratic elite.254 In
Chile, the political weight of those at the higher end of the skill distribution spectrum was exemplified by the
fact that they often gained more, and lost less, to variations in the gains to labour.255
As with the gains from labour legislation, increases in educational attainments also remained restricted
to small sub-sections of the population. This was not only restricted to elite versus commoner, but was also
manifested in a geographical divide. As industrialisation allowed changes in human capital investments to be
concentrated in urban areas, it often became difficult to translate these gains to the countryside. Referring to
Kuznets explanations for the initial increases in inequality due to structural change, Ewout Frankema has
described this process as a sectoral dualism that remained as a “persistent feature of [the continent’s]
economic structure.”256 In Colombia, the lack of state cohesion prevented gains in educational attainment to
be translated to the countryside. The centralised nation of decisions, as well as the often lack of public
funding to municipal agencies, created a large barrier for translating educational attainments into decreasing
levels of income inequality throughout the continent. To this day, the high returns to education in Latin
America remain staggeringly high.257 Exemplifying the restraint that this muffled educational investments
represented in achieving lower levels of inequality is the case of Uruguay. Its characteristically developed
educational institutions are in no way coincidentally connected to the countries’ comparatively low levels of
current inequality.
This section has argued that the strong power of the political and economic elite was fundamental in
limiting the levelling potential of the shocks of the WGD. Through its successful appeasement, co-optation,
or repression of labour movements, the persistent concentration of returns to educational investment and
the limited extension of the franchise, gains in the power of Latin American labour were limited and stifled.
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4.4: Conclusions
This chapter has explored the effects of the world wars and the Great Depression on Latin American
labour institutions. It has shown that due to predominantly through the effect of the WGD on employment
and price levels, the events of the 20th century hit labourers across all of our studied countries. Workers often
responded by increasing the power of their labour unions, often achieving numerous legislations and
increasing the political participation that resulted in their improved living conditions. Changes in the levels of
democratic participation and educational investments likewise resulted from the environment that resulted
from the WGD. The strength and success of these movements, however, was often limited by the strong
power of the political elites that counteracted labour organisation. The concentration of gains in labour
conditions, as well as educational investments, not only within a small elite but within countries’ urban areas,
prevented whatever strength Latin American labour gained from the WGD from resulting in decreasing levels
of inequality.
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Chapter 5: Fiscal Policies and The Latin American Welfare
State

I

f anything would be able to relegate the struggles between labour and capital to a secondary stage in the
history of inequality, it would be the presence of a state with strong redistributive policies. The right

combination of fiscal instruments, social spending, and the role of a welfare state can amass enough power to
harmonise the varying returns to factors of production. As we saw in Chapter 2, the combination of the two
world wars and the Great Depression (WGD henceforth) led to the growth or the establishment of these
state redistributive mechanisms in our studied EINs. The need to steer their economies through atypical
times, combined with the political legitimacy that mass mobilisation demanded, led to an increase in state
intervention and fiscal reforms that favoured the creation of welfare states and prompted fiscal reforms.
These, in turn, were facilitated by a corresponding extension of the franchise. Although Latin American
countries were not recast by the power of mass mobilisation, the economic consequences of the WGD were
enough to induce changes in the role of the state. Following the need to respond to a global recession and the
near-demise of their prosperous export industries, Latin American countries—including Chile, Colombia, and
Uruguay—altered their attitude towards interventionism, underwent fiscal reform, and increased their levels
of social spending.
However, the role of the Latin American state remained limited in its redistributive potential. This
chapter not only examines the effects of the WGD on the Latin American state but suggests that, through
the persistently regressive nature of fiscal reforms—most importantly, the over-emphasis on indirect taxation
and their failure to drastically increase taxation of agricultural land—as well as through limits on social
spending and the expansion of the welfare state, the levelling potential of the WGD remained stifled. As in
other chapters, these limitations appear embedded in the political and economic background against which
the changes of the WGD occurred.
This chapter is organised as follows. The first section outlines the developments of fiscal institutions
and welfare states in Chile, Colombia, and Uruguay during the period of export-led growth. A second section
explores the effect of the events of the first half of the 20th century on the changing role of the state, most
specifically the changes in social spending, and the development (or lack thereof) of a social welfare state.
The third section looks at the effect on the studied countries' policies of taxation. Section four looks at the
limitations of these changes in allowing for a sustained levelling of inequality. A final section concludes.
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5.1: The State during commodity-led growth: Trade taxes, Literacy Requirements, and the
First Welfare States
Latin American states were undoubtedly shaped by their colonial and early-independence institutions.
The systems of taxation, democratic institutions, and expanse of the state had usually evolved within the
context of extractive and exclusive systems of government. The opportunities for prosperity that emerged
during the period of commodity-led growth (CLG) were important in either strengthening or reshaping
these. They were also important in determining the response of our three studied countries to the shocks of
the WGD.
Spanish rulers, in attempts to ensure the wealth of their resource-rich colonies flowed to the
homeland, implemented a number of systems of taxation that remained after independence. The alcabala, a
sales tax, and monopolies on agricultural production would play an important role in the revenues of the
early republics. According to Kenneth Sokoloff and Stanley Engerman, the political and economic
inequalities that prevailed within the colonial structures aided in the implementation of fiscal institutions that
benefitted the ruling elites. These also persisted after the independence.258
The growth of the foreign export market, however, and the consolidation of export-led growth,
accelerated important transformations within the fiscal systems of the independent republics. Most
importantly, it consolidated the importance of previously existing custom duties as a main source of revenue,
often providing more than two-thirds of total state revenues (see Table 5.1). After the War of the Pacific and
the incorporation of the nitrate-rich areas into Chilean borders, the government implemented hefty taxations
on the export of nitrates. This, combined with nitrate’s success in the export market and incomes from
copper mining, drastically increased Chile’s public revenues. Whereas before the war trade revenues collected
about one million pounds for the Chilean government, by 1890 this sum exceeded more than two million
pounds and, by 1910, five and a half million.259 Tax reforms in the 1880s even reversed some of the existing
taxes on rent and property, as the government had begun to rely predominantly on the export market for its
income.260 In Colombia, despite increases in sales taxes (e.g., on the sale of cigarettes) that helped raise the
devastated tax revenues after the One Thousand Days’ War, custom duties and state monopolies continued to
provide the main sources of revenue well into the twentieth century.261
But export-led growth did more for fiscal systems than just cement the status of customs revenues.
By prioritising the need for commodities to arrive at foreign ports, national markets that had remained
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Table 5.1: Share of Government Revenue Collected by Customs and Income and Wealth Taxes. Chile,
Colombia, and Uruguay, 1872-1940.
Customs (%)

Income and Wealth Taxes (%)

Chile
1895

73.8

0.6

1920

70.2

6

1940

41.1

23.7

1872

69.5

1928

56

5.3

1940

36.7

30.4

1895

66.7

~

1910

60

~

1929

32.2

18.6

1940

40

14

Colombia
~

Uruguay

Source: Engerman and Sokoloff (2012)

fractured began to consolidate. At this stage, however, this rarely affected the ease—or at least the eagerness
—of governments to tax an increasing proportion of their population. In fact, Marco Palacios still
attributes the difficulty of taxing Colombian coffee exports at that time to the weakness of ‘state-peasant’
relationships.262 It did, however, play a role in forging strong governments with the capacity and legitimacy to
intervene in the economy. It is also useful in explaining the dominance of social spending in (predominantly
transport) infrastructure during CLG. Chilean social spending increased drastically during the coal and nitrate
booms, with the growing importance of mining towns calling for rapid infrastructure improvements.263 The
Colombian government, after having spent an approximate 65% of the revenues from the secession of
Panama on the construction of railroads,264 is thought to have consolidated itself as a “highly centralised
country with strong economic interventionism”265 at around that same time. Likewise, the Uruguayan
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domestic market was rapidly established during the decades before the First World War, with improvements
in transport infrastructure rapidly connecting inland provinces with Montevideo.266
Speaking of welfare states might be considered premature at this stage. This was, however, not the
case for Uruguay. During his two terms as president, José Batlle y Ordoñez responded to the social instability
created by the growth of the livestock sector and the increase in the urban population by forging the
legislation that would lay the ground for the Uruguayan welfare state.267 This welfare state was funded, not by
direct taxation of its citizens, but rather by revenues from the increasing exports of wool and livestock. As
Emiliano Travieso has described it, it was "a peculiar welfare state, standing on hooves, grass, and mud.”268
Most importantly, this batllista welfare state relied heavily on the taxation of agricultural land—something that
would set the country apart in its response to the events of the WGD.
Thus, at the onset of the WGD, our three republics enjoyed hefty revenues from taxing foreign trade
and had begun using that revenue to solidify their structure within their growing and consolidating national
markets. Whereas social spending was predominantly directed toward transport and infrastructure, Uruguay
had, by then, developed into one of the earliest welfare states on the continent. The combination of these
structures is useful in explaining, not only the effect of the WGD on Latin American states but, to a large
extent, their corresponding and limited levelling potential.

5.2: The State and the WGD
Similar to the effects of the WGD on the EINs, the 20th-century shocks to the Latin American
economies altered the role of the state. The need to respond to fiscal and political crises increased the ease
with which nations would intervene in their economies. Stabilisation policies (see Chapter 3) allowed the
governments of Chile, Colombia, and Uruguay to develop a number of both monetary and fiscal tools, that
allowed them to more freely do so.269 The financial reforms that resulted from Edwin Kemmerer's
missions270 across the continent allowed governments to deepen their reach into their economies. According
to Victor Bulmer-Thomas, one of the most important effects of the Great Depression on Latin American
economies was the switch from self-regulating policies to policies that had to be managed by the
authorities.271 The narrative of the switch to “state-led” industrialisation emphasises the predominant role of
the government in arbitrating these changes.
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Although through differing mechanisms, an increase in government intervention was present in all of
our three studied countries. In Uruguay, manipulation of prices and exchange rates, as well as an increase in
the regulation of private banking, became common in the 1920s and 30s.272 In Colombia, increasing
intervention in exchange rate policy, as well as the creation of several fiscal and financial institutions following
the Kemmerer mission of 1923 allowed even the previously anti-interventionist liberals to become more
comfortable with a greater role of the state in the economy.273 They all experienced increased intervention in
their export sectors—Chile nationalised some of its copper mines and Uruguay part of its the meatpacking
industry.274 Throughout his seminal analysis of coffee in Colombia, Marco Palacios emphasises the role of
the Great Depression in ‘wedding’ the state to coffee production, allowing for an increase in government
intervention in the sector (as well as an increase in the role of the FNCC in government decisions, see
Chapter 3). The role of the state as a mediator between foreign firms and the Chilean society enhanced the
role of the state in the mining sector.275 This was similarly important in the development of manufactures:
the creation of state agencies such as the CORFO (Production Development Corporation) in Chile, increased
the active role of the state in orchestrating the direction of industry.276
Changes in the role of the state, in turn, led to changes in both its size and level of spending.
Although the initial effect of fiscal shocks resulting from the WGD was a decrease in government revenues
(and thus its spending capacity), the 1920s and 1930s saw increases in government expenditures throughout
Latin American countries. In both Colombia and Chile, spending in infrastructure accelerated rapidly
throughout the 1920s.277 The Uruguayan state had grown earlier in the century. Mario Benedetti, an
Uruguayan journalist, referring to the often-excessive size of the Uruguayan state wrote that Uruguay is “the
only office in the world that has reached the status of a Republic.”278
Both the increasing interventionist role of the state and its resulting expansion often led to a shift in
government expenditure towards social objectives. Both the fiscal and financial reforms that the WGD had
brought into effect (see Section 5.3) instigated increases in social spending. This rise often created structures
that resembled a welfare state. In Colombia, the structural changes precipitated by the shocks of the WGD
gave rise to the enactment of social legislation in 1945.279 Uruguay’s welfare state developed during the early
20th century batllista period, and thus cannot be attributed to the effects of the WGD. Its foundations,
however, were radically altered by it (see section 5.4).
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Thus, similar to what had happened in the EINs, the need to respond to an unprecedented crisis
forced states to re-evaluate any previous lax approaches. Through the implementation of stabilisation policies
and the start of a period of “state-led” industrialisation, the governments of Chile, Colombia, and Uruguay
took a more active role in their economies. This coincided with an increase in government spending, that was
often directed towards social objectives. The shocks of the WGD strengthened our studied countries’ states,
in a manner that could have led them to increase their redistributive role.

5.3: The WGD and Fiscal Reform
Given the over-reliance of public revenues on customs taxation that had dominated during CLG, it
should come as no surprise that the changes in international markets resulting from the WGD shook the
government coffers of Chile, Colombia, and Uruguay. The disruption in trade that resulted from the wars
and the Great Depression was sufficient to drive significant blows to public revenue, forcing governments to
re-evaluate their revenue-raising mechanisms and redirect them towards less trade-dependent ones.
Although initial disruptions brought on by the onset of WWI had started to rattle the systems of
government revenue based on taxing trade, the continued volatility caused by the Great Depression and
WWII made these no longer appears as mere temporary fluctuations.280 The fiscal blows that were dealt to
countries via trade disruptions affected public revenue through their direct effect on customs taxes, though
they also had an indirect effect on debt payments and economic activity due to the tight link between national
economies and the export sector.281 Chile’s public revenue started fluctuating rapidly with the volatility
resulting from World War I, and suffered a very large blow after the Great Depression. Not only had nitrate
represented almost half of the public revenues from 1880 to 1917,282 but the changing world market had a
drastic effect on both the prices and the volume of mining products (see Chapter 3). Copper, which became
more important after the Great Depression, also saw its revenues fall by 40% between 1930 and 1935.
Lagging increases in the volume of coffee produced (see Chapter 3) after the 1920s allowed coffee exports to
continue contributing to Colombian government revenues. After the 1940s, however, the effect of the
changing world market was more markedly felt.283 In Uruguay, the acute balance of payment crisis after the
1950s was largely related to the stagnation of export revenues that had been at the base of the country's rapid
industrialisation and high standards of living.284
These hard blows led governments to reconsider methods of raising public revenue, initiating muchneeded fiscal reforms. Although Chile and Uruguay attempted to maintain some link between revenues and
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the world market by using differential exchange rates,285 these often proved insufficient in raising enough
government income.286 There were, thus, more transformative changes to countries’ fiscal systems. In
Colombia, the 1930s tax reforms set in place by Alfonso López Pumarejo were in part the result of the great
blow to public revenues that the changes in coffee prices had represented. Part of López Puamarejo’s
progressive Revolución en Marcha, the purpose of these fiscal reforms was indeed to achieve a more equal
distribution of the fiscal burden on the Colombian population. Through increases in capital levies, income
and excess profits taxes, revenue from taxation exceeded customs revenue for the first time by the end of the
1930s.287 In Uruguay, the situation was slightly different—batllismo, developed during the era of CLG, had
already implemented a series of progressive taxation mechanisms (of which, as mentioned earlier, taxation of
agricultural land was key) that stood in place at the onset of the WGD.288 Its intent to recover from
decreasing export revenues by using differential exchange rates did not last for long. By the end of the
Korean war, this system was abandoned and a new one, more heavily reliant on income taxation, was
implemented.289
Thus, the WGD’s effect on fiscal revenues was often enough to initiate fiscal reform in our three
studied countries. Shifts away from taxing trade and towards taxing property or income appeared to emerge
out of the changing world conditions. What were, however, the forces counteracting this? What prevented the
great “fiscal levelling”290 from taking place in Chile, Colombia and Uruguay?

5.4: Limits to a Redistributive Latin American State
5.4.1: Limits to the expansion of the (welfare) state
Despite the important changes that the first half of the 20th century brought to the role of the state,
several limitations prevented these changes from achieving the levelling that it had acquired in the EINs. The
limitations that the economic hardships of the WGD placed on the welfare state, as well as the difficulties
that some of the studied governments had in consolidating national governments, often prevented these
growing and emerging states from properly distributing their resources.
Uruguay’s case is particularly illustrative of the limited potential of the WGD in allowing for the
emergence of an EIN-style redistributive welfare state. As was previously mentioned, the Uruguayan welfare
state did not result out of the WGD. Thus, its foundations were based on conditions that relied on a previous
In Chile, the dual exchange rate applied to mining companies ended up acting as an effective tax. Dual exchange rates allowed
governments to vary the rates of exchange that applied to different industries or corporations. Although these were often
implemented with the purpose of protecting local industry, their clientelist potential could often prove detrimental. By applying them
to, e.g., foreign capital, these dual exchange rates could also serve as revenue-raising mechanisms. See Bulmer-Thomas, Economic
History.
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global—and domestic—order. The fact that this welfare state had relied so heavily on agricultural exports,291
made it extremely vulnerable to changes in the world commodity markets. Once agricultural incomes
stagnated after the Korean War, its foundations faltered, making it more difficult to maintain previous
redistributive efforts. These foundations, however, were more than just the revenues from agricultural
taxation. The batllista welfare state relied on social coalitions that thrived precisely within the prosperous
conditions of CLG. In the words of Martin Rama:
“The key to understanding the rise and fall of the Uruguayan welfare state is not found in
natural resources, or trade policies, but in the relationship between relevant social partners
and the political systems. The dramatic change of such relationship in the 1940s and 1950s
gave rise to stagnation and increasing violence. Its reversal by the end of the 1960s, in turn,
led to a new growth stage but also to extremely high social costs, including the end of
democracy.”292
Thus, the heavy reliance of the Uruguayan welfare state on the political and economic conditions of CLG
made it to a large extent incapable of reproducing such conditions under the changing economic order
resulting from the WGD.
This was, to some extent, similar for Chile. Although the Chilean welfare state never reached the
extent of the Uruguayan one, before the Great Depression the government of Carlos Ibañez had succeeded
in raising real wages and allowing the middle classes to gain from the export sector through expanding the
government and state bureaucracy.293 However, the changing conditions in the government revenues after the
WGD made it more difficult for ensuing governments to do so. It is worth momentarily stepping out of our
studied countries to look at a Latin American example that is key in exemplifying the limitations of this
commodity-funded welfare state. The Venezuelan oil boom provided the foundations of a social welfare state
that prevailed in the country between 1935 and 1938. The subduing of the boom, as well as the political
coalitions that had thrived around it, led to the dismantling of numerous components of this welfare state.294
Although the Colombian welfare state was less developed than the Chilean and Uruguayan one by the
first half of the 20th century, there were some limitations to its levelling potential. Most importantly, the
social legislation that emerged after 1945 often raised the cost of hiring labour to prohibitive levels that
contributed to the growth of informal labour in urban areas.295 The biggest limitation to the state’s role in
achieving decreasing levels of inequality, however, was the lack of a cohesive state, in both a geographic and
political sense. Often referred to as one of the most distinctive features—and obstacles—of the Colombian
state,296 the country’s fragmented geography was often counteracted by a highly centralised state that
It did not rely on income taxation, but rather mostly on taxing agriculture and trade.
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remained incapable of reaching a vast majority of its citizens. The link between this limited reach of the state
and the years of Violencia is powerful in exemplifying this. Despite attempts to increase the consolidation of a
state with increasing expenditures on infrastructure, the integration of the different areas in the country was
not only late for Latin American standards, but prevented the government from ensuring protection, and
redistribution, to the majority of its population.297
The biggest limitation of social spending in our countries, however, appears to be embedded in its
direction. As Table 5.2 shows, although 2010 levels of public spending as a percentage of GDP in Chile and
Uruguay may be similar—or higher—than those of the United Kingdom and the United States, this spending
is skewed towards the older generations. In all of our three studied countries, pension spending in the 65+
population is markedly higher than those of most EINs (except France). Most importantly, this is particularly
higher than education spending in the population 5-19. In this respect, our three studied countries are
markedly below education spending in the EINs.298 By prioritising public spending in the older generations,
gains from public spending are limited in transforming countries’ long-run distributional inequities.
Table 5.2: Public Spending in selected Latin American Countries and EINS, 2010.
Country

Public spending as %
of GDP

Chile

5.0

Pension spending per
person 65-up (support
ratio)
0.45

Education spending
per person 5-19 (support
ratio)
0.18

Colombia

3.5

0.53

0.17

Uruguay

8.8

0.53

0.19

France

12.5

0.59

0.35

Japan

8.8

0.32

0.29

UK

5.4

0.27

0.37

USA

6.0

5.4

0.37
Source: Abad and Lindert (2017)

5.4.2: Limits to fiscal levelling
As Section 5.3 and Table 4.1 showed, fiscal reforms arising from the WGD did result in an increase in
the share of public taxation coming from direct taxes. These, however, tended to be limited in their
redistributive potential. This section argues that the high proportion of these taxes coming from regressive
value-added taxes, the number of exceptions that benefitted hefty potential contributors—including
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243–84, https://doi.org/10.1007/978-3-319-44621-9.
297
298

79

landholders—, and the persistent reliance on income from customs prevented the fiscal shocks of the WGD
from resulting in the unprecedented fiscal levelling experienced by the EINs. These limitations were
undoubtedly shaped by the specific political economy that prevailed in our three studied countries.
Before we begin looking at forces that were successful in counteracting the effects of fiscal levelling,
it is worth noting the limited (or ‘timid’299) extent of 20th-century fiscal reform. Although the forces of the
WGD created the need for governments to switch revenue-generating attention away from trade, several
factors prevented them from fully doing so. To begin with, the switch to dual exchange rate systems that
acted as effective taxation implemented in both Uruguay and Chile remained extremely procyclical, and thus
heavily dependent on fluctuations and changes in the external market. Chile’s dual exchange system, for
example, kept a tight link between government revenue and the health of the mining sector.300 Uruguay, one
of the first countries to implement this system of dual exchange rates, thus suffered from the same limitation.
The pressure of fulfilling foreign debt payments was another reason why governments often chose to keep
tight links with taxing trade. The inflow of foreign reserves that trade taxes ensured made it easier to fulfil
those requirements.301 In Uruguay, for example, despite the country’s need to switch revenue-raising away
from the stagnant export sector, taxing imports remained important even after the implementation of batllista
policies.302 Thus, even after the changes in fiscal reform that were propelled by the WGD, fiscal policy in the
three studied countries remained deeply embedded in the fluctuations of the external market. This was
similar in most Latin American countries. In the words of Victor Bulmer-Thomas: “At a time of deterioration
in the external terms of trade, financial and fiscal reform in most [Latin American] countries, was too timid to
bring about a significant shift in the revenues from the export sector of the economy to the nonexport
sector.”303
But even when fiscal reform did manage to deviate the burden away from taxation, new taxes often
remained predominantly regressive. The predominance of sales taxes, for example, stands out as the biggest
example of this. In Colombia, even in the 1970s, the value-added tax remained one of the most important
revenue-raising mechanisms.304 To this day, Latin America remains highly dependent on direct sales taxes
compared to countries with similar levels of income.305 These limitations to fiscal levelling undoubtedly had a
political undertone to them. The strong links between political and economic elites—a recurring theme
throughout this thesis—were often sufficient to hold back a large number of redistributive changes.
Domestic economic elites would often favour reliance on trade taxes—their effect on altering the prices of
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imports, while preventing the biggest earners from feeling that the state was 'reaching into their pockets'306
were among the reasons why Colombian industrial elites would favour them.307 In Uruguay, exemptions from
direct taxes prevented some of the progressive fiscal reforms introduced in the 1950s to have significantly
high yields.308
This is most importantly exemplified by the absence of land taxes. As was developed in Chapter 3,
the prevalence of land inequality in Latin America is a powerful force in preventing decreases in both income
and wealth inequality. To the extent that it remains concentrated in the hands of a political and economic
elite, disproportionate returns will only deepen the cleavage between countries’ rich and poor. Thus, in the
same way that the levelling potential of capital was limited by its inability to affect the distribution of land,
fiscal reform in Latin America was limited by its inability to tax land. The Uruguayan case is, again, illustrative
in the redistributive power of taxing land. After all, the batllista vision of the welfare state was fundamentally
based on the need to tax, not only agricultural production, but its land.309 This may have coincided with the
countries’ lower levels of inequality. At the same time, the Uruguayan cases further illustrates the strong
political economy linkages between land taxation and the Latin American elite. Under the shock of the Great
Depression, one of the first responses of the government of Gabriel Terra was to decrease the rates of
agricultural taxation (see Chapter 3). A similar resistance to land taxes—and the political might to materialise
that resistance—in the rest of the continent may be behind the region’s low rates of land taxation.
Thus, even though fiscal reform was often advanced through the effects of the WGD, this reform
was often ‘timid’.310 Together with political forces that prevented taxation to fall too strongly on the
countries’ economic elites, fiscal reform remained limited in its potential to contribute to the reduction of
inequality levels in the continent.

5.5: Conclusions
This chapter has explored the changes in the role of the state and fiscal institutions that resulted from
the events of the WGD. Similar to Chapters 3 and 4 it has sought to show that the effects of the world wars
and the Great Depression had a non-negligible role in propelling changes at the fiscal and government levels.
The effect of the WGD on government revenues forced governments to re-evaluate their levels of
intervention in the economies. It led to an increase in social spending that often resembled the foundations
of a welfare state. Similarly, the fiscal shocks of the WGD forced governments to re-direct their revenueraising mechanisms, often resulting in the implementation or increase in forms of direct taxation.
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However, fiscal reform following the WGD was somewhat limited. New taxes that were introduced
were often dominated by regressive ones, and political resistance often prevented them from addressing
incomes, excess profits, and unequal landholdings. Where welfare states had existed before the WGD, their
reliance on commodity exports proved detrimental to their post-WGD continuation. In other cases, the
limitations on the strength of the state prevented fiscal and governmental changes from achieving a levelling
effect. Social spending, which to this day remains skewed towards older generations, was limited in
materialising the inequality-reducing effects that had been achieved by the state in the EINS.
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Chapter 6: Conclusions

T

his thesis has placed Latin America in the context of the Great Levelling. Through an analytical
approach, it hopes to have shown that the combination of 20th-century events that succeeded in

reducing inequality levels in a number of economically advanced nations, had a non-negligible effect on the
Latin American continent. It has argued that, despite the presence of levelling mechanisms not unlike those
that emerged in these early-industrialising nations, a number of forces—characteristic of the Latin American
continent—limited these mechanisms from achieving substantial and sustained reductions in inequality.
This story has been told through the lens of Chile, Colombia, and Uruguay. The variation in their
institutions, geographies, as well as their current levels of inequality, has provided sufficient nuance to further
characterise, not only the levelling mechanisms but their counteracting forces. At the same time, their
bountiful similarities have been useful in attempting to characterise a Latin American experience—one that
can always only elusively be achieved.

6.1: A Stunted Levelling
This thesis has often depicted distributional outcomes as the result of a struggle311 between
counteracting forces. When simultaneously present, it is their relative strength that will determine inequality
outcomes. Thus, the first chapter of this thesis characterised the forces that have the power to reduce levels
of inequality. It identified capital structures, labour institutions, and state redistributive policies as the main
mechanisms through which shocks—such as wars or recessions—can manifest in reductions of inequality
levels. These lay down the foundations upon which the rest of the thesis would be developed (see Table 6.1).
Chapter 2 described these inequality-reducing mechanisms for five countries—Britain, France, the
United States, Sweden, and Japan—in the context of the two world wars and the Great Depression. It
described inequality reductions through a fall in the returns to capital, predominantly through physical
destruction, inflation, and a decrease in foreign capital ownership. Due to the requirements of mass
mobilisation and the economic hardships of the first half of the 20th century, labour was correspondingly
strengthened. Through the increase in labour unions, educational investments, and democratisation, labourers
were able to achieve larger distributional outcomes. Similarly, the increase in the role of the state, as well as
the ensuing fiscal reform and the development of welfare states, allowed the low levels of inequality to be
sustained through redistributive mechanisms.
Chapters 3,4, and 5 likewise examined these inequality-reducing mechanisms in Latin American
countries. Additionally, they looked at a number of counteracting forces that may help explain the ‘stunted’
levelling that characterised the experience of the continent during the first half of the 20th century. In
Chapter 3, we delved into capital levelling in our three Latin American countries. We showed that, despite the
311
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absence of wartime physical destruction, the impact of the wars and the Great Depression on the countries’
export sectors was sufficient to reduce the returns on capital investments. Through a decrease in the price of
commodities, the drying up of foreign capital inflows, and bouts of inflation, changes in capital structures
temporarily resulted in inequality reductions coinciding with the shocks of the 20th century. However, we
argued that due to the strong links between political and economic elites, a number of political decisions
often eased the burden on owners of capital. Additionally, the failure of the shocks to level unequal
landholdings, as well as the ensuing concentration of industrial capital within a similarly concentrated elite,
allowed inequality levels to bounce back shortly afterwards.
Chapter 4 took a similar line of argumentation, but for the strengthening of labour institutions.
Despite the absence of mass mobilisation that had often characterised the increasing bargaining power of
labour in the belligerent nations of our non-Latin American sample, Latin American workers were exposed to
the shocks of the wars and the Great Depression through their effects on price levels and unemployment.
Workers often responded jointly to these hardships. An increase in labour union membership and strength—
most characteristic in Chile’s mining regions—often led to the enactment of labour legislations or shifts in
political ideology. Similar to that experienced in the early-industrialised nations, the shocks of the 20th
century resulted in increasing levels of spending on education and in essential expansions of the franchise.
However, the strength of political elites in appeasing, co-opting, or repressing labour movements often
limited the extent of their gains. Additionally, the tendency for gains in working conditions or education
levels to remain both socioeconomically and geographically restricted, limited their potential to result in
country-wide inequality levelling.
In Chapter 5, we showed that the role of the state in our three studied countries was similarly shaped
by the shocks of the first half of the 20th century. The need to steer the economy away from an
unprecedented recession—similar to that experienced by both belligerent and non-belligerent nations in more
economically advanced nations—increased the eagerness and ease with which Latin American governments
intervened in their economies. This intervention often got intertwined with increases in social spending.
Additionally, the countries’ over-dependence on trade taxation turned trade disruptions during the wars and
the Great Depression into fiscal shocks. These forced governments to re-direct their revenue-raising
mechanisms, often resulting in fiscal reform. However, this chapter argued that the commodity-dependence
of early welfare states, the overlooking of younger generations in social spending, as well as the limits to the
geographical reach of the state, were often powerful in limiting its redistributive role. Most importantly,
countries’ failures to fund the shock-induced fiscal deficits by increasing the tax burdens of the rich—
predominantly, by failing to increase taxation of land—significantly stunted inequality levelling in our three
Latin American countries.
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Table 6.1: Summary of Shocks and Mechanisms, EINs and Latin American Countries
France

Britain

USA

Sweden

Japan

Chile
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Uruguay
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-
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Democratisation

++

+++

++

+++

+++

++

++

++

Progressive
Taxation

+++

+++

+++

+++

+++

+

+

++

Welfare States

+++

+++

+++

+++

-

+

+

-

Shocks

Levelling
Mechanisms
Capital
Decreasing returns
to capital
Via physical
destruction
Inflation
Exchange Rate
Depreciation
Decrease in
Return/Ownership
of Foreign Capital
Reduced Foreign
Capital Inflows
Altering of
Financial Systems

Labour
Increase in Trade
and Number of
Trade Unions
Investments in
Education
Effects on Skill
Premiums
Structural Changes

Government
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6.2: What Stands Out
Table 6.1 has attempted to summarise the extent of the shocks and the levelling mechanisms as were
experienced by each of the countries studied throughout this thesis. In no way can it do justice to the
complexity, not only of what has been described in the previous chapters, but to its reality. The decision to
characterise the relative strength of both shocks and mechanisms was a subjective exercise, and arguments for
increasing or reducing the portrayed impact remain bountiful. However, its role is less descriptive—even less
argumentative— than it is illustrative. It allows us to see a number of patterns that emerged throughout the
previous chapters, and that stand out as important conclusions, or implications, of this research.
Although an important component of this thesis was showing the similar experience of earlyindustrialised nations and Latin America regarding the presence of shock-induced levelling mechanisms, its
most important implications probably come from contrasting this experience. Table 6.1 allows us to—more
concretely—do so. Three particular contrasts stand out. First, the weakening of financial systems—an
important levelling mechanism in most of our studied economically-advanced nations—was absent in most
of our Latin American sample. If anything, financial systems were strengthened through the presence of
Kemmerer missions or their similar reforms. Second, our three Latin American nations underwent structural
changes that were accelerated by the shocks of the 20th century. Their implications on inequality levels—
which other nations had predominantly experienced prior to their First World War—were fundamental in
shaping the remainder of the 20th century in the Latin American continent. Third, the unanimous strength
of fiscal reform and welfare state formation in achieving decreasing inequality levels in the early-industrialised
nations is indicative of a clear weakness in the Latin American experience.
Two other mechanisms have stood out throughout the length of this thesis, although they may be
less evident from examining Table 6.1. The first one is the varying investments in educational attainments. We
believe that their potential for sustained redistribution, combined with its evident limitations in the Latin
American context, is at the core of the exorbitant levels of Latin American inequality.
The second one inevitably appeared as a thread that tied most of this thesis’ arguments together. The
underlying political economy, which in Latin America is invariably connected to long histories of colonial and
exclusive institutions, stood out as a dominant force in determining the extent of levelling shocks. Regardless
of the strength or replicability of the identified levelling mechanisms, it appears as though the political and
economical background in which they occur may be fundamental in determining their redistributive
outcomes. Thus, inequality-reducing policies in Latin America, despite their economic logic, may remain
persistently restricted if they fail to address the lopsided political economy of the continent.

6.3: Limitations and Further Research
The breadth of this thesis is far from exhaustive. Not only is the sample of countries limited, but so
is the extent of their analysis. In order to explore a broader geographic and temporal sample, and undertake a
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more analytic rather than descriptive approach, this thesis has relied predominantly on secondary data.
Additionally, although a fundamental component of our arguments has been based on examining the
counteracting forces to levelling shocks in Latin America, we have not attempted to do the same for our
early-industrialised nations. Understanding their own resistance to inequality-reducing forces may allow us to
further understand the nature of our studied levelling mechanisms.
This thesis was written amidst a global pandemic. It also coincided with a Russian invasion of
Ukraine which many of us thought—and still hope to be proved wrong—would ignite a third world war. We
have glimpses of the effects of these shocks on inequality levels, from the decade-long reversal of social
progress in Latin America to the potential decimation of Russian oligarchs’ wealth. As time progresses, we
may gain a more thorough understanding of these events’ effects on current levels of inequality. For now,
understanding the forces through which inequality has been substantially reduced—or prevented from doing
so—in the past may elucidate the complexity of inequality outcomes. It may allow us to achieve a nonstunted levelling, in Latin America and beyond. Hopefully, one free of wars and economic turmoil.
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