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From the “Washington Consensus”
to the “Chile Consensus”

By Pedro Isern Munné

The failure of “neo-liberal” reforms in Latin America during the
1990’s is due to their advocates’ inability to recognize the inexorable
identity between a market economy and Rule of Law. This inability
could be seen in the ten macroeconomic goals that were outlined in
1989 in “The Washington Consensus” written by John Williamson.
On the other hand, the process the “Concertación Democrática”
(official coalition) started in Chile in 1990 proves the identity between
market economy and Rule of Law. We will call the success of this
economic-institutional reform the “Chile Consensus”. This Document
aims to explain why one consensus failed and the other succeeded.The
Chilean experience, from 1990 onward, gives us the opportunity to
learn lessons so as to avoid the development of other forms of “neo-
liberal populisms” in Latin America in the near future. The objective
of  Cadal’s program titled “Economics and Rule of Law” is to humbly
contribute to this difficult and incipient task.
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Introduction

The failure of “neo-liberal” reforms in Latin America during the 1990’s is due to their advocates’ inability to recognize the
inexorable identity between a market economy and Rule of Law. This inability could be seen in the ten macroeconomic
goals that were outlined in 1989 in “The Washington Consensus” written by John Williamson. On the other hand, the
process the “Concertación Democrática”1  started in Chile in 1990 proves the identity between market economy and Rule of
Law. We will call the success of this economic-institutional reform the “Chile Consensus”.

This Document aims to explain why one consensus failed and the other succeeded. It does so by drawing a comparison
clarifying  the analytical and practical reasons why those countries (that failed in implementing a reform process) did not
consider the Chilean experience to understand where the flaws of what is commonly known as “neo-liberalism” lie. This
paper’s thesis is that advocates who implemented and backed governmental programs like Carlos Menem in Argentina
(1989-1999), Fernando Collor de Mello’s in Brazil (1990-1992), Alberto Fujimori in Peru (1990-2000), Carlos Andres
Perez in Venezuela (1989-1993) and Carlos Salinas de Gortari in Mexico (1988-1984), among others, did not and could not
contemplate the Chilean democratic experience that started in 1990 due to their misunderstanding of the analytical identity
between market economy and Rule of Law. The aforementioned administrations’ reforms failed due to the analytical and
ethical contempt their advocates had, and still have, of the role a republican institutional arrangement plays in long-term
economic performance. In turn, the mistake could have been corrected by carrying out an in-depth analysis of the Chilean
experience. The defenders of “neo-liberal populisms” (who not only reside in Latin America, but also in Washington) have
not understood that the difference between “market economy” and “market economy in an institutional framework where
the Rule of Law prevails” is not only quantitative, but also essentially qualitative. This implies that when we compare the
Aylwin (1990-1995), Frei (1995-2000) and  Lagos (2000-2005) administrations with the Menem (1989-1999) administra-
tion, we will find underlying, rather than superficial, differences.

A Lost Opportunity, after the Lost Decade

The end of the 1980’s is full of specific events that can be used to draw comparisons and an attempt to understand what
happened in the region during the 90’s. In 1988, the Chilean society put an end to General Pinochet’s cruel dictatorship. In
1989, the next to last Argentine populist experiment resulted in hyperinflation and gave way to a new form of populism lead
by Carlos Menem. In 1990, Patricio Aylwin was sworn into office and faced the challenge of strengthening and deepening
certain economic reforms. Also, in November 1989, at the Institute for International Economics, John Williamson described
ten macroeconomic goals he thought created a strong consensus in Washington, and were seemingly necessary for emerging
countries, especially in Latin America, to aspire to sustained growth2 .

This paper maintains that the actual “Chile Consensus” reflected in the 90’s is not only a quantitative improvement over the
theoretical “Washington Consensus” but also, , implies such a qualitative difference that we are faced with two opposite
economic-institutional arrangements. The Chilean experience as of 1990 shows us that what is needed for a market economy
to be sustainable and grow stronger in the medium and long-term, is a Rule of Law that guarantees certain predictable rules
that, in turn, must be backed up by a basic  consensus among relevant political players.

The critics of the reform process that took place in the 90’s maintain that its failure lies in the absence of “institutional
reforms” or “second generation reforms”. The concept of “institutional reform” is extremely ambiguous and may turn into
something superficial if we do not, simultaneously, present the logic of the political economy that will make the attainment
of the “reforms” rationally possible.

Had the 1990’s “reformers” paid the slightest attention to what was happening in Chile, they would have discovered that the
“Concertación Democrática” was leading a project of sound macroeconomic measures that were in fact going to be sustain-
able. This was possible because relevant political players (the government and the main opposition) built consensus on a
number of policies that, when reinforced, would become the foundation of the Rule of Law.  From then on, this Rule of Law
and the market economy would form a virtuous circle.  In turn, this circle would depend on the support given to the
entire framework by the crucial consensus that rational and moderate political players built.

Notwithstanding how superficial and conventional a list of goals like the so-called “Washington Consensus” can appear, in
our case, it is important to note that these proposals clearly reflected (and still do) a widely held belief by influential sectors
both in Washington and Latin America. This belief entailed the possibility of implementing market policies in the short term,
without the ethical and institutional backing of a series of rules that strengthened the reforms by means of a Rule of Law. In
2002, Dani Rodrik attempted to improve Williamson’s ten goals by stressing its institutional weaknesses. However, Rodrik’s
“Augmented Washington Consensus” merely sheds more light on the true lack of interest there is on behalf of analysts and
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policy makers in carefully studying the “Concertación Democrática”’s experience, since Rodrik’s contribution is part of the
Chilean institutional arrangement as of the beginning of the 90’s.3

“Neo-liberal” Populism Versus Market Economy and Rule of Law

A number of versions of “neo-liberalism” have turned out to be little more than a sophisticated form of the classical Latin
American populism. The Menem administration in Argentina best illustrates this point, due to the presence of instruments
that are not common to traditional populist governments (such as a currency board, privatisations4  and alignment with the
United States), as well as the country’s weight in regional matters and its subsequent downfall.

In order to draw a comparison that reflects the large institutional differences between the Chilean experience and the new
and more sophisticated forms of populism, it is very useful to refer to a rigorous classification method for populist regimes
in Latin America presented by Rudi Dornbusch and Sebastián Edwards in their influential book published in 1991. This
method is extremely useful because by analyzing the way regimes were classified in 1991, we can look back and understand
how the neo-liberal experiences would, in time, display common populism vices. More so, a classification method that was
created in 1991 is appropriate because it is “value-free”, that is, it cannot be accused of being created to show, ex-post, the
non-market oriented characteristics of a political process that would turn out to be an outright failure.
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Dornbush and Edwards’ classification method is revealing for various reasons. First, as pointed out above, it was created
prior to the period in question. Second, it reflects essentially populist traits of the neo-liberal regimes mentioned earlier5 .
Third, it displays the profoundly liberal characteristics of the Chilean experience under the “Concertación Democrática”
government. Fourth, and of utmost importance, it does not include an institutional comparison that reasserts the populist
tendency of the government in question. Therefore, there is a need to include a table of  “Institutional Goals” to reflect the
quality of the rules of the game.

Dornbusch and Edwards’ classification method used in this table to measure institutional performance provides results that
are as conclusive as the results in Table  3: when evaluating the Argentinean and Chilean performance during the 90’s it is
clear that the Menem administration followed the populist tradition, with some minor differences that made it somewhat
more sophisticated, whereas the “Concertación Democrática”’s subsequent governments strengthened and deepened eco-
nomic and institutional reforms that made the Aylwin, Frei and Lagos administrations market economy paradigms.

In addition to Dornbusch and Edwards, Williamson developed another classification method before the reform process
began. We will display the classification and then carry out an ex-post analysis of the economic-institutional behavior of
both countries.

We must stress that these classifications are analytically valid mainly because they were created prior to the reforms and
because of the authors’ (Dornbusch, Edwards and Williamson) favorable view of the political and economic processes that
were starting in different Latin American countries. The fact that these authors were unable to distinguish a sustainable
program of market reforms from political processes that re-edited a somewhat more sophisticated form of populism, poses
a striking similarity to the incapacity that certain political and economic players displayed. Dornbusch, Edwards and
Williamson’s case is all the more paradigmatic because by 1995, the classifications they elaborated were showing them that
the reform processes in Latin America were not what they meant in 1990 and 19916 .
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We will apply the same method below to compare the Argentinean and Chilean performances in the 90’s using the classifi-
cation in Table 5.

The previous tables include different variables that reflect populist traits present in the “neo-liberal” processes during the
90’s. Given the focus of this paper, a number of indicators display the Menem administration as being a type of “sophisticated
populism”. Specifically, the Argentinean fiscal performance immediately proves to be a prototypical variable of an economic-
institutional process that had little to do with “pro-market” reforms.

Therefore, it is necessary to pay special attention to a particular feature of the Argentinean fiscal performance during the
Menem administration that, when clarified, will help us to reassess this performance, that turns out to be even more negative
than depicted by traditional macroeconomics.

Indeed, the classification of Argentina’s fiscal performance during the Menem administration deserves a separate remark:
different analysts who study the quantity and quality of the fiscal deficit during the 90’s disagree on its importance and
origin. That is, some claim the unsustainable deficit is a product of the nominal growth of public spending during the period,
others believe the main culprit is the privatization of the social security system and drop in employer contribution rates, and
others maintain the systematic fiscal deficit is a result of the growth of debt (and not that the debt results from the deficit).
However, we must point out that these views do not emphasize the quality of the fiscal revenues: since 1990, the national
accounts have considered revenues from privatizations (which is extraordinary revenue, by definition) as well as the fiscal
revenues in the years right after the creation of the currency board in April 1991 as ordinary revenue. In this way, fiscal
revenue on the three levels of government increased from $51,373 million in 1991 to $96,205 million in 2001, in current
prices. But, we must note that in constant prices the total fiscal revenue increased from  $59,366 million in 1990 to $94,488
million in 2000.
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For official classification purposes, it is technically valid to consider the increase in revenue ordinary revenue, use it for
ordinary spending and thus measure fiscal performance by calculating the difference between the two. However, this perfor-
mance and classification must be analytically criticized: given the existence of a currency board at the time and Argentina’s
inflationary history, it is patently obvious the public sector should have yielded positive fiscal results in nominal terms.
Furthermore, these fiscal results should have been positive in real terms. That is, the positive fiscal results should have
existed inter-temporarily; in other words, even when excluding revenue from privatizations and partially including (quasi-
extraordinary) fiscal revenues originated by the fixed exchange rate and the initial revenue boom that was a result of a
seemingly successful stabilization program that created favorable short and medium-term expectations.

Then, it is essential to compare Argentina and Chile’s fiscal performance during the 90’s. In addition, Table 10 compares
Argentina’s fiscal performance during the 1990-2000 period with the 1975-1990 period, the latter being years of significant
fiscal imbalances.

In short: Argentina’s irresponsible fiscal performance during the Menem administration has yet to be measured in its
true dimension. So as to calculate the truly negative result at the three levels of government, we must deduct from revenues
what is considered to be extraordinary revenue from privatizations and part of the “revenue overshooting” resulting from
the post-convertibility fiscal boom. In other words, we need to find a nomenclature (that still does not exist) for measuring
real performance. The analytical reason for this task was mentioned above: no monetary convertibility is sustainable with-
out a balanced, nominal, inter-temporary fiscal performance. More so, nominal fiscal performance is a necessary but not
sufficient condition for the sustainability of this exchange rate system. The real fiscal performance is the sufficient
condition. The Argentine performance during the 90’s shows that if we were to measure the real fiscal result, the size of the
deficits would be so large that it  would solely explain the economy and convertibility implosions in December 2001.
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Notes:
1  “Concertación Democratica”  is a political alliance formed by Center as well as Center-left and left parties. These are
“Democracia Cristiana” (both President Patricio Aylwin and Eduardo Frei ‘s party),  Partido por la Democracia (Ricardo
Lagos´ party) and the following smaller political groups: Partido Socialista  Almeida;  Partido Socialista Histórico;  Partido
Socialista Mandujano; Partido Socialista Briones;  Unión Socialista Popular;  Partido Radical de Chile; Partido Radical
Socialdemócrata; Partido Socialdemócrata ;  Partido Democrático Nacional; Partido MAPU ;  Partido MAPU-OC ; Partido
Izquierda Cristiana; Partido Humanista;  Partido Liberal;  Partido los Verdes.
2 The lost opportunity can be exemplified by this comment by Williamson: “To conclude, the range of debate has narrowed.
There is convergence on key concepts. We are all internationalists now; we are all capitalists; we all believe in fiscal
responsibility and an efficient, streamlined state…”. John Williamson, “Latin America Adjustment, How Much has hap-
pened” (1990): page 24
3 Williamson himself has attempted to develop a critical analysis of “The Washington Consensus” in Williamson, John and
Kuczynski, Pedro Pablo (editors): “After the Washington Consensus: Restarting Growth and Reform in Latin America.
Institute for International Economics, Washington D.C. 2003; and in Williamson, John: “Did the Washington Consensus
Fail? Remarks at the Center for International & Strategic Studies, Washington D.C. 2002
4 Following Dornbusch and Edwards, we can see how “neo-liberal privatisation processes” seem to be very similar to the
“rent-seekers” economy represented in the past by the ISI industries. All those benefited by a non-competitive privatization
process have taken the place of the traditional Latin ISI entrepreneur:  “On the other hand, the industrialization process itself
created groups that supported such policies. The ISI industries, together with the public sector, provided the main source of
employment for the groups in the best position to mobilize distributive pressures against the government in power: the urban
middle classes and blue-collar unions. As producers of non-traded goods, these groups could capture substantial short-term
gains from policies that combine fiscal expansionism and an overvalued currency…”. Rudi Dornbusch and Sebastian Edwards
(editors), “The Macroeconomics of Populism in Latin America. The University of Chicago Press, Chicago and London,
1991. Page 21.
5 A definition given by Dornbusch and Edwards clearly describes this relationship: “Again and again, and in country after
country, policymakers have embraced economic programs that rely heavily on the use of expansive fiscal and credit policies
and overvalued currency to accelerate growth and redistribute income. In implementing these policies, there has usually
been no concern for the existence of fiscal and foreign exchange constraints. After a short period of economic growth and
recovery, bottlenecks develop provoking unsustainable macroeconomic pressures that, at the end, result in the plummeting
of real wages and severe balance of payment difficulties. The final outcome of these experiments has generally been gallop-
ing inflation, crisis, and the collapse of the economic system. In the aftermath of these experiments there is no other alterna-
tive left but to implement, typically with the help of the IMF, a drastically restrictive and costly stabilization program. The
self-destructive feature of populism is particularly apparent from the stark decline in per capita income and real wages in the
final days of these experiences…” Dornbusch and Edwards, page 7.
6 Before long, we find ourselves in an analytical trap that must be clarified: if the success of the Chilean experience can be
explained by the ability of relevant members of the political class to comprehend the inextricable relationship between
market economy and Rule of Law, and if the failure of the reforms in Argentina, Peru, Venezuela and Brazil can be explained

Final Remarks

This preliminary paper has stressed the differences between the true market reforms that took place in Chile and those that
took place in a number of Latin American countries during the 90’s. These fundamental differences have not been noticed by
important sectors of public opinion because relevant players have insisted, in the past and present, on the  process’ liberal
essence and lead to a serious confusion by doing so.

We used two main strategies to stress the difference. On  one hand, we compared Chile and Argentina’s macroeconomic and
institutional performances, the latter country being the primary example of “neo-liberal” populism. On the other hand, we
used an analytical classification that was elaborated before the reform process in question that reflects the Menem
administration’s populist traits as well as the responsibility influential authors have in leading to the aforementioned confu-
sion, by not distinguishing between reforms that strengthened and deepened a market economy (as in the Chilean case) and
those that merely reflected a new, somewhat more sophisticated type of populism.

Currently, the confusion that prevails among a large sector of public opinion is not coincidental. Influential politicians,
economists, members of the press and academia, both in Latin America and in Washington, have contributed to it. This may
be due to the confusion and doubts these players themselves have about the inexorable identity between market
economy and Rule of Law.

The Chilean experience, from 1990 onward, gives us the opportunity to learn lessons so as to avoid the development
of other forms of “neo-liberal populisms” in Latin America in the near future. The objective of  Cadal’s program
titled “Economics and Rule of Law” is to humbly contribute to this difficult and incipient task.
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by the inability of their advocates to comprehend this relationship, we face a serious hermeneutical problem. We must
persuade the civil society that what in fact took place in the 90’s was not serious capitalism but rather prebendary (rent-
seeker) capitalism, while people who actively supported the reforms still do so in the name of free-market economics,
maintaining that the policies they advocate for are being implemented in successful countries, ironically including Chile.
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