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Abstract

This dissertation explores why, how, and to what extent economic elites influence

distributive outcomes. In answering these questions, it challenges standard political

economy approaches built on the assumption that economic elites’ interests can be

traced to a single sector or asset. Building on the literatures on business and financial

economics, the history of elites, and the latest contributions to the political economy

literature, it proposes that the structure of economic elites’ asset portfolio is crucial

to explain their role in shaping distribution. This work thus develops a theory that

explains how asset portfolio diversification shapes economic elites’ preferred policies

to protect their capital, how such preferences shape the political strategies they use

to advance their interests and, ultimately their capacity to influence distributive

outcomes.

In the first part, it shows that diversified members of the economic elite tend to

pursue policies that have a multiplier effect on the overall economy, whereas special-

ized elites prioritize policies that narrowly target their sector alone. Furthermore, to

achieve their preferred policy outcome, the former type is likely to embed in the state

structure by directly participating in the state administration and electoral politics,

and the latter is more prone to lobby in favor of their interests from the outside,

relying on sectoral business associations.

In the second part, it demonstrates that diversification was a risk hedging strategy

pursued by landed elites that faced a high risk of expropriation during the transition

iv



from a traditional to a modern economy. Where this process of early diversifica-

tion took place, rates of development where higher both in the short and the long

run. Furthermore, areas where landed elites remained specialized became economic

laggards.

The evidence to sustain these claims comes from a combination of historical

narratives from Argentina and Chile and the use of multiple statistical techniques

drawing on original individual- and subnational-level data from previously untapped

historical archives that altogether spans between the mid-nineteenth and the mid-

twentieth centuries.
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Introduction

“My ventures are not in one bottom

trusted, nor to one place; nor is my

whole estate. Upon the fortune of

this present year; therefore my

merchandise makes me no sad.”

William Shakespeare, The

Merchant of Venice (Act I, Scene I)

Since the fourteenth century, many of the richest businesspersons in history have

pursued the same strategy as the Merchant of Venice. Jabob Fugger (1459-1525),

considered to be the wealthiest man of Renaissance Europe, was a German merchant,

mining entrepreneur, landowner, and banker with operating firms across all Europe

(Steinmetz, 2016). Stephen Girard (1750-1831), a french-born American investor

who saved the U.S. government from financial collapse during the War of 1812, by

the time of his death had investments in the banking, real estate, and transportation

sectors (Klepper and Gunther, 1996). Andrew Carnegie (1853-1919) started his for-

tune in the railroads and telegraphs sectors and expanded it into steel, and oil, among
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other manufacturing industries (Josephson, 1934). John D. Rockefeller (1839-1937),

the first billionaire, amassed his fortune in the oil and steel sectors but had also in-

vestments in real estate and railroads (Chernow, 2007). As economies became more

complex, during the twentieth and twenty-first centuries, with the development of

stock markets, the financialization of assets, and globalization of markets, diversifica-

tion became an increasingly common business strategy for hedging risk (Markowitz,

1952), expanding the list of entrepreneurs with ventures in multiple sectors from big

owners, such as Carlos Slim or Warren Buffett, to small and medium size investors

that run their money through investment banks and hedge funds characterized by

high levels of portfolio diversification.

These stories present a puzzle to canonical theories in international and compar-

ative political economy that consider economic elites as central actors in distributive

struggles and, explicitly or implicitly, assume that these elites identify with one and

only one economic activity. Whereas some of these works consider the economic

elite as a cohesive actor with shared preferences (e.g. Acemoglu and Robinson, 2001,

2005; Esping Andersen, 1990; Huber and Stephens, 2001), others assume its mem-

bers are segmented by the characteristics of the unique asset their members hold—

land or capital (e.g. Rogowski, 1989; Ansell and Samuels, 2014; Mares and Queralt,

2015; Beramendi et al., 2018)—, the economic sector in which they operate—export-

oriented or import-competing (e.g. Gourevitch, 1986; Frieden, 1991; Swenson, 1991,

2002; Thelen, 2004; Iversen, 2005; Thelen, 2000)—, or the type of firm they own—

competitive or not, large or small (Melitz, 2003; Mares, 2003), or the specificity of

their assets (Boix, 2003). These theories derive economic actors’ preferences on a

wide variety of distributive policies—including trade, democratization, social welfare,

and fiscal capacity—from the characteristics of the single activity with which they

identify and, therefore, arrive to different predictions about the degree of cohesion

or the relevant cleavages that divide the economic elite and thus about their role in
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distributive conflicts and capacity to shape distributive outcomes.

This dissertation challenges the main assumption upon which part of the political

economy literature is built. Different from existing approaches on economic elites in

this field, I make the point that if economic elites do not always identify with a

single field of economic activity, and thus, they cannot be divided neatly between

landed and industrial, according to a specific sector or sub-sector of production,

or type of firm they own; and, instead, economic elites are characterized by the

ownership of asset portfolios that exhibit a diversification pattern—that is, they

have invested interests in a wide array of sectors and industries that are to some

extent not correlated with each other—then, their preferences, the way in which they

engage with state actors to advance such preferences, and the type of distributive

conflicts than unfold in contexts where these actors are present should be different

from what existing theories tailored to the reality of economies with specialized

elites predict. Simply put, if we aim to explain how distributive struggles evolve

and why economies pursue divergent distributive strategies, it is imperative, first,

to disentangle the diversification structure of elites’ asset portfolios to uncover their

preferences and political behavior. These are precisely the matters addressed in

this dissertation—why, how, and to what extent economic elites exert influence over

distributive policies, in particular, the provision of public goods and sectoral trade

policies.

I advance the argument that the diversification structure of economic elites’ asset

portfolio shapes their preferences over distributive policies and thus their strategic

choice of mechanisms of influence to advance their policy agendas. In turn, different

elite configurations—with a more diversified or specialized dominant elite—have po-

litical and economic distributive consequences. Elite members that hold diversified

portfolios as a risk hedging strategy, I argue, benefit more and are more likely to ad-

vance policies that have a multiplier effect—policies with benefits that spread evenly
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throughout all sectors in the economy, including the security of property rights, the

rule of law, and the provision of general public goods—, whereas specialized ones tend

to advocate for policies that benefit their sector alone, in particular, those related to

trade. These different policy motivations and priorities, the argument follows, affect

elites’ strategic decision to resort to different mechanisms of influence. More diversi-

fied elites tend to embed themselves in the state apparatus by seeking both elected

and appointed positions in government from where they can influence their broader

agenda, whereas specialized ones are more likely to lobby for their sector specific,

narrower, agenda from outside the state structure. Two general implications fol-

low from this argument. On the one hand, given elites’ optimal political strategies,

economic and political elites are expected be more intertwined in places where the

dominant elite is more diversified than in contexts where the latter holds specialized

portfolios. On the other, given elites’ policy motivations, the provision of goods that

cut across sectors is expected to be higher and intra-elite sectoral trade conflicts less

salient in the former setting than where dominant elites hold specialized portfolios.

Thus, the presence of diversified economic elites can produce benefits for large sectors

of society, albeit at the expense of inequality in representative institutions.

I test my argument in Argentina and Chile since their transition to modern

economies in the mid-nineteenth century, when new investment opportunities emerged

for pre-modern elites, until past the second half of the twentieth century. These are

archetypical cases to test my theory for their historically different levels of owner-

ship diversification. Whereas they shared a number of similar characteristics during

the first half of the nineteenth century, Chilean rural elites began investing in new

endeavors diversifying their portfolios when the modernization process kicked off,

whereas Argentine landholders remained specialized, allowing the emergence of an

array of new elites specialized in different sectors. Naturally, in both cases there was

and there still exists wide variation in the investment strategies between individuals
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within each country’s economic elite—not everyone diversified, nor did they remain

specialized—and across districts within the same country—some local elites are on

average more diversified than others. I study these differences in depth in the fol-

lowing chapters of this dissertation. However, the general patterns of predominant

diversification and undiversification in these two countries was resilient over time

making them ideal laboratories to test my argument.

My empirical strategy exploits both individual and subnational variation in both

countries. I leverage over a century of hand-collected data from previously untapped

historical archives, which I gathered during fifteen months of fieldwork. This data

comes from 70 different primary sources and includes fine-grained individual-level in-

formation on the composition of the ownership portfolios of full cohorts of landown-

ers, shareholders, and managers of joint-stock companies; their participation in differ-

ent levels and agencies of government, business associations, and elite social clubs;

inter-marriages between economic and political elites; politicians’ biographies; bill

sponsorship and roll-call votes on key trade and redistributive laws; and histori-

cal census data. Taken together, this data are to my knowledge, the longest series

constructed on investors’ asset portfolios, intra-elite networks, and policy influence,

offering a unique window into the economic and social foundations of the mechanisms

by which elites effectively shape distributive outcomes.

The empirical analysis developed in the following chapters can be summarized

into three sets of findings. First, regarding elites’ policy motivations and influence

over distributive policies, I find that diversified economic elite members are more

likely to support the provision of public goods and to resist trade protectionist mea-

sures than specialized elites, who instead pursue specific policies that suit the in-

terests of their sector. Secondly, in relation to the political mechanisms elites use

to advance their interests, the empirical evidence presented here indicates that di-

versified economic elites tend to occupy elected and appointed positions in national
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government from which they can design and monitor the implementation of the poli-

cies that better protect their capital. Instead, specialized elite members are more

likely to lobby sectoral specific policies from outside the state apparatus via non-

encompassing business associations. Third, on the matter of elites’ influence on

distributive outcomes, I present evidence in support of the claim that districts with

a dominant diversified elite are more likely to receive a larger provision of public

goods that those where the predominant elite holds specialized portfolios. I also

show that, paradoxically, the districts that perform better are those that began with

higher levels of land inequality and thus where the economic elite decided to pursue a

diversification strategy early on to hedge the risk associated with land expropriation.

By examining the long history of economic elites political influence in Argentina

and Chile, the evidence presented in this dissertation improves our theoretical un-

derstanding of the political role of economic elites in shaping distributive policies

and outcomes. It suggests, first and foremost, that the structure of the economic

elite’s investment portfolio is an omitted variable in the study of distributive pol-

itics that needs to be taken into account to explain the design of policy outputs

and their impact on outcomes. Second, that the presence of a diversified elite can

potentially have a positive effect on development outcomes, but, at the expense of

having an economic elite that is more embedded in the state structure to advance

its own agenda.

The findings in this dissertation have normative, theoretical, empirical, and prac-

tical implications for the study of economic elites in Latin America and beyond.

Normatively, they speak to the issue of whether democratic systems represent the

preferences of the majority of the population or of a small group of privileged individ-

uals that uses its economic power to tilt the playing field to its benefit. Since Artis-

totle’s concern about the rule by “men of property” (Aristotle, [350 B.C.] 1996, p.72)

until these days, scholars interested in disentangling the tension between democracy
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and inequality have been captivated by the puzzle of the influence of the rich in polit-

ical systems. This puzzle is perhaps today more salient than ever before since today’s

economic elite is the wealthiest in recorded history (Atkinson et al., 2011), suggest-

ing that the rich have greater influence than average citizens not only in autocracies

but also on democratic policymaking processes. This dissertation contributes to this

discussion with a provocative finding: that there are different types of economic

elites and that the predominance of some types over others can produce benefits for

large sectors of the population, albeit at the expense of inequality in representation.

Theoretically, the dissertation contributes to illuminate the underlying mechanisms

working behind the relationship between economic and political power by incorpo-

rating an explanatory factor that has been neglected in the debate on distributive

politics: the structure of economic elites’ ownership portfolio. In doing so it advances

a political economy framework that understands elites as economic actors that can

have multiple interests (land and industry, import-competing and export-oriented

activities, fixed and mobile assets) within a literature that has so far overlooked the

distributive consequences of elites’ overlapping economic interests. This work is em-

pirically important because it provides new and fine-grained data for a long period

of time in two different economies on a topic that is obscure and difficult to study.

Furthermore, because it brings elites back into the analysis of distributive outcomes

in Latin America, the region with the largest concentration of wealth, but where

recent research has been more focused on studying low-income sectors. Finally, the

practical relevance of this work is that it identifies why and how economic elite mem-

bers can make their vote count more, and this is useful information for practitioners

interested in developing institutional devices that guarantee equal representation in

the policymaking process.
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1.1 Economic Elites and their Role in Shaping Economic and Political
Change

Economic elites are crucial actors in political economy accounts of domestic dis-

tributive struggles. They play a fundamental role in arguments on economic (e.g.

Frieden, 1991) and trade policy (e.g. Rogowski, 1989; Hiscox, 2001, 2002; Frieden,

1988), democratization (e.g. Acemoglu and Robinson, 2001, 2005; Boix, 2003; Ansell

and Samuels, 2014; Albertus and Menaldo, 2014; Ziblatt, 2008), the expansion of

welfare states (Mares, 2003; Huber and Stephens, 2001), land redistribution (Alber-

tus, 2015), taxation regimes (Levi, 1989; Ardanaz and Mares, 2014), the building of

state capacity (Beramendi et al., 2018; Garfias, 2018; Beramendi and Rogers, 2015),

and legal institutions (Acemoglu and Robinson, 2001; Berkowitz and Clay, 2011).

In this section, I review some of the main arguments both in the international

and comparative political economy literatures and present a general critique to the

elite-centered approaches within these two: namely that by disregarding the diver-

sification structure of the asset portfolios of economic elite members they cannot

fully account for their preferences, political behavior, and capacity to impact on

distributive outcomes.

1.2 Economic Elites in the International Political Economy Literature

The domestic conflict around the distributive consequences of trade policy and, more

specifically, who are the relevant actors in the economy, which are their preferences

about liberalization as opposed to protectionism, and how these preference are re-

flected in the formation of policy coalitions, are longstanding issues of open debate

among international political economists. The literature on trade politics is domi-

nated by two approaches: the Ricardo-Viner (R-V) and the Heckscher-Ohlin (H-O)

models (Frieden, 1988; Rogowski, 1989; Hiscox, 2001).
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The H-O model assumes there are three factors of production—land, capital and

labor—that are immobile across countries but perfectly mobile across occupations

within the same country. Based on Stolper and Samuelson (1941), it assumes that

free trade benefits the owners of factors of production that are relatively abundant,

while it reduces returns for owners of the relatively scarce factors of production;

conversely, protectionism decreases real returns of the abundant factor and increases

returns of the scarce factor. Then, because factors are perfectly mobile, trade affects

owners of factors in the same way regardless of the sector or industry where they

are employed. The implication is that all owners of the same factor share the same

preference with respect to trade policy. Or, to put it differently, there are no splits

within the landed and capitalist elites nor within the working class. Therefore,

trade should activate political coalitions between factor-owning classes (Rogowski,

1989). Only when factors share the same level of scarcity/abundancy they will share

the same trade policy preferences.1 Instead, if they do not, the model predicts

confrontation between factor-owners, that it, between landowners and capitalists.

The R-V model, instead, assumes that there are two factors of production—

capital and labor—that (in the short term) are immobile between industries. Ac-

cording to this specification of the model, a trade policy that benefits a specific

industry automatically leads to increases in both profits and wages in that industry

alone. Therefore, it predicts that capital and labor employed in the same industry

will always share the same trade policy preferences. Specifically, owners of factors

specific to the domestic import-competing sector will benefit from (and will actively

1 For instance, if both capital and labor/land are scarce (abundant), they will support (oppose)
protectionism. This implication is relevant for the point I try to covey in the following pages, that
even when these two do not share the same level of scarcity/abundance they can share the same
trade preference. This model assumes mobility occurs across industries but it does not consider
the possibility of elites moving across factors, i.e. form owning land to owning capital. This is
why there is only cooperation between land and capital when they are both scarce or abundant. In
other words, in the H-O world a landowner will never be capitalist and a capitalist will never be a
landowner. In Chapter 3 I relax this assumption.
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seek) protectionist policies (because they gain via a relatively higher price obtained

from the industry good), while owners of factors specific to the export-oriented sector

lose with (and will oppose) protectionism (also via the relatively lower price of the

industry good).2 The main implication of this model is that trade cleavages are ex-

pected to fall across industry lines and that movements in international markets will

animate cross-class (inter-industry) political coalitions (Gourevitch, 1986; Frieden,

1991).

Not surprisingly, scholars in international political economy have found mixed

empirical support for both of these approaches—a closer look at economic history

teaches us that the formation of inter- vs. intra-class coalitions around trade varies

across countries, but also within countries across time. Hiscox (2001) offers a com-

pelling explanation of why this is this case. He treats factor mobility as an inde-

pendent variable rather than as an assumption to explain that the level of factor

mobility (an exogenous function of technological and regulatory changes) affects the

likelihood of class-based and inter-industry alliances. His theory predicts that when

factor mobility is high class alliances are more likely, as expected by the H-O model,

whereas low factor-mobility propels industry sector alliances, as predicted by the

R-V approach. On this, he provides rich historical empirical evidence for advanced

industrial democracies.3

2 A variant of the Ricardian model, the Specific Factors Model (Jones, 1971; Samuelson, 1971)
breaks with the assumption that inter-industry mobility of capital and labor vary together. Instead,
it assumes that capital is specific to the industry where it is employed while labor is fully mobile
between industries. According to this model, a trade policy that benefits a specific industry will
automatically increase profits for capital employed in the industry. The same trade policy will
automatically increase nominal wages for all workers in the economy, but the overall effect of trade
policy on real wages will depend on workers’ consumption patterns. If the cost of the products
that workers consume increases more than workers’ nominal wages, then their real wages will
decrease and they will oppose the trade policy reform. If these costs increase less than workers’
nominal wages, then their real wages will increase and they will support the trade policy reform.
This approach generally predicts that capitalists are fragmented and that workers’ trade policy
preferences are indeterminate and, thus, workers remain inactive when it comes to trade conflict
(Alt and Gilligan, 1994).

3 Dean (2016) offers an alternative argument on why the alignment of interests between capitalists
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Yet there is a third popular trade model that considers firms (instead of factors

or sectors) at the center of trade conflicts, the “new new trade theory” (NNTT)

(Melitz, 2003; Mayer et al., 2014). This model incorporates firm heterogeneity into

the one-sector models of intra-industry trade (Krugman, 1980). It argues that when

trade expands, less-productive firms leave the market whereas highly productive

ones increase output and expand. Overall, this leads to an increase in productivity

throughout the industry, as less productive firms are replaced by those that are more

productive. Then, the implication is that capitalists are divided between the owners

of productive and unproductive firms, whose trade preferences are in conflict, allow-

ing intra-industry disputes but ruling out the possibility of formation of a capitalist

coalition around trade.4

In sum, these theories draw on different assumptions about which is the rel-

evant cleavage that divides societies around trade policy and, thus, who are the

relevant actors in trade conflicts. Each of these premises—that trade divides factor

owners (landowners, capitalists, and workers), those employed in different activities

(export-oriented vs. import-competing), or in firms with heterogeneous character-

istics (competitive vs. non-competitive; producers of high vs. low differentiation

products)—lead to dissimilar predictions about actors’ preferences over trade policy

and, therefore, the likelihood that class or cross-class alliances can be built around

trade issues.

This dissertation identifies a problem associated with using these models to ex-

plain the politics of trade, namely, that they neglect the existence of diversified

and workers might vary. He explains that the presence of profit-sharing institutions makes workers
more likely to align with their employers.

4 Kim (2017) proposes a variation the NNTT model to explain firms’ lobbying activities. He
theorizes that product differentiation leads to firm-level lobbying —high product differentiation
eliminates the collective action problem faced by exporting firms while import-competing firms
need not fear product substitution. The implication of this model is that splits between owners
arise depending on the level of differentiation of the product they produce, allowing conflict between
the producers of a same product.
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investors or economic elites. The R-V model describes a world of inter-sectoral

cleavages in which class conflict around trade policy is theoretically impossible. In

this world, capitalists do always confront each other depending on whether they iden-

tify with export-oriented or import-competing activities (Gourevitch, 1986; Frieden,

1991). Thus, the model does not allow collusion of interests within the capitalist elite,

a common situation throughout the nineteenth and twentieth centuries, as explained

by Rogowski (1989). On the opposite side, the three-factor H-O model considers the

possibility of class coalitions but rules out the possibility of within-factor disagree-

ments (i.e. fragmentation within the landed and the capitalist elites, and within

the working class). Also, according to this model there is only one condition that

could bring together the owners of land and capital, sharing the same level of abun-

dancy/scarcity. Thus, the factor endowments model makes an alignment of interests

between land and capital theoretically impossible both in developing economies where

capital is scarce and land is abundant and in developed ones where capital is rich but

land is poor. Under this assumption, landowners cannot be capitalists and capitalists

cannot be landowners, these two remain as separate and independent actors in the

economy; in other words, a deficit of this model is that investors do not have the

option to hold assets both in land and manufacturing activities. As Rogowski (1989,

p.6) notes “the model of factor endowments inevitably oversimplifies reality and will

require amendment”. Finally, the NNTT approach has difficulties at explaining the

formation of coalitions between capitalists that might not share the same level of

productivity as well as the persistence and success of “unproductive” firms at ob-

taining benefits; in other words, this model pictures a world where atomized firms

lobby separately leaving no room for intra-class coalitions.

In a nutshell, mainstream trade models theoretically ignore the possibility that

owners can have simultaneous participation both in land and capital, in export-

oriented and import-competing activities, or firms with different characteristics. By
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doing so, they underestimate the possibility that owners are not fragmented at all

and share the same trade preference (even when they do not share the same level

of scarcity), and moreover, that they can be fragmented between those who exhibit

diversified portfolios and those who are specialized.

Furthermore, even though Hiscox’s effort to bridge the gap between the two

mainstream explanations manages to explain within country time variation in trade

policy, its reluctancy to consider the preferences of diversified economic actors and

their role in trade struggles, posits two challenges. The first one is that theoretically

Hiscox’s argument does not allow the formation of a capitalist coalition in contexts

of low mobility. This prediction goes against the observation that in settings where

the cost of moving from one sector into another is high, which is more common than

otherwise, owners can have trade interests that are aligned. The second one is that

Hiscox’s model is less fit to explain the reality of developing economies than the one

of advanced industrialized ones. In the former, capital tends to be scarce and inter-

industry mobility is more a constant rather than a variable. Furthermore, factor

mobility tends to be low given high transaction costs which are in turn a function

of low-quality political institutions and low technological innovation.5 Still, in spite

of having relatively constant levels of capital mobility, many developing economies

have experienced changes in economic actors’ alignments around trade policy. More

importantly, trade struggles have evolved differently in many economies with similar

levels of factor mobility.

5 Hiscox (2001) measures factor mobility as changes in the coefficient of variation of the wage and
profit rate across industries. He describes a variety of influences on the degree of factor mobility,
including a country’s level of economic development, the nature of technological innovation, and
the regulatory regime.

13



1.3 Economic Elites in the Comparative Political Economy Literature

As in the case of the literature that studies distributive conflicts around trade, com-

parative political economists also differ in their interpretations about the extent to

which the economic elite is unified or segmented and, in the latter case, which are

the lines that divide the elite.

These works largely assume that economic elites want to protect their capital.

However, some of them observe no cleavages within the economic elite and, therefore,

understand that this actor advances a cohesive policy agenda to achieve such pur-

pose: blocking democracy (Boix, 2003; Acemoglu and Robinson, 2005), or promot-

ing it (Albertus and Menaldo, 2018), undermining the development of state capacity

(Garfias, 2018), or putting boundaries to the expansion of welfare spending (Korpi,

1983; Esping Andersen, 1990; Huber and Stephens, 2001). Meanwhile, others have

rejected the idea that economic elites act in unison and have instead proposed that

sectoral cleavages explain economic elites heterogeneous interests and their pursuit

of policies to protect their wealth that are often at odds: some sectors of the elite

support democratization (Ansell and Samuels, 2014), the expansion of fiscal capac-

ity (Mares and Queralt, 2015; Beramendi and Rogers, 2015; Beramendi et al., 2018),

and of progressive social policies (Swenson, 1991; Thelen, 2004; Mares, 2003; Iversen,

2005).

Take the literature on democratization. A first set of studies, considers democ-

ratization as a class struggle. In this view, democratization is an indirect fight

about redistribution and, therefore, the rich oppose it whereas the poor push it

forward. According to these arguments, there are no cleavages within the economic

elite around the enfranchisement issue and, therefore, this actor blocks the transition

to democracy in unison (Acemoglu and Robinson, 2001, 2005; Boix, 2003; Albertus
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and Menaldo, 2014).6 Another set of works, instead, do recognize the economic elite

is fragmented and explains the transition towards democracy as a function of an

intra-elite sectoral dispute: upper landed elites vs. the bourgeoisie or landed vs.

manufacturing elites (Moore, 1966; Rueschemeyer et al., 1992; Ansell and Samuels,

2014). Drawing a parallelism with the international political economy literature, the

type of accounts that understand there is a fight between members of the economic

elite that represent different economic interests resemble the factoral model where

capital and land are separate actors.

The literature on redistribution also presents a similar rivalry between approaches

to the nature of the economic elite. Part of these studies rely on class-based analyses

that assume the existence of a latent conflict between capital and labor, where the

rich oppose the poor’s demands for redistributive policies, i.e. progressive taxation,

social insurance, and welfare spending (Esping Andersen, 1990; Korpi, 1983; Huber

and Stephens, 2001). Other works bear more resemblance with the three-factor

model and recognize the existence of a land-industry cleavage within the business

community. From this perspective, redistributive outcomes, such as the level of

progressiveness in taxation, are not the result of the balance of power between the rich

and the poor, but the result of an intra-elite conflict between landed and industrial

elites (Mares and Queralt, 2015; Beramendi and Rogers, 2015; Beramendi et al.,

2018).

Mares and Queralt (2015), for example, explain that the implementation of in-

come tax in Europe was the consequence of strong landed elites anticipating a future

decline in their economic power, and hence supporting income tax to weaken the

incoming industrial elite. According to their argument, the landed elite supports

income taxation not only because it imposes a higher burden on the industrial elite,

6 Boix (2003) proposes a cleavage between the owners of fixed and mobile assets. However, the
difference between these two is not their position towards democracy but the intensity with which
they oppose to it.
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but also because it reliefs taxation over fixed assets such as land. Therefore, where

the landed elite was strong enough to impose its preference, we should observe a more

progressive fiscal system. Beramendi et al. (2018) also offer an elite-based explana-

tion to the expansion of fiscal capacities. They argue that it is the extent of com-

petition between agricultural and capitalist elites in the course of industrialization

which determines long-run fiscal development. In early industrializers, high compe-

tition between a capitalist and a landed elite lead to higher state capacity and tax

progressivity, whereas in late industrializers, the agricultural elite dominated the in-

dustrialization process and was able to block fiscal development. In a related article,

Beramendi and Rogers (2015) introduce a geographic component and explain that

a more geographically concentrated and, thus, a more homogeneous elite —typical

of late industrialized economies— is associated with malapportionement which, in

turn, translates into larger regional disparities and lower fiscal capacity. Instead, low

geographic concentration, and therefore higher heterogeneity among elite interests,

facilitated better apportioned systems, and higher levels of fiscal capacity.

Similarly, works dedicated to the study of labor market policies argue that em-

ployers preferences are grounded at the sectoral level, and stress the role of cross-class

alliances in the development of redistributive policies (Swenson, 1991; Thelen, 2004;

Mares, 2003; Iversen, 2005). For example, Swenson (1991) argues that large export-

oriented firms in Sweden and Denmark were eager to prevent shelter producers from

attracting workers by offering higher wages, and therefore allied with workers in that

sector to support a highly centralized wage bargaining system.

Like these approaches, mine also underscores the importance of considering intra-

elite divisions as central to any explanation on distribution. However, my argument

introduces a component that it is absent in previous accounts: that any economic elite

member in both developed and developing nations can choose to hold a diversified

portfolio and thus not to identify with a single activity, implying that this type of
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elite does not inevitably spouse the interest of land or industry or any other specific

asset.

1.4 A Critique of the Political Economy Literature

The starting point of this dissertation is a critique of the political economy expla-

nations reviewed above. I make the point that by neglecting the composition and

structure of economic elites’ portfolios, which most often than not include a mix

of factors (land and capital), industries (export-oriented and import-competing) and

firms (productive and non-productive), current theories in international and compar-

ative politics define elites’ interests incompletely and, therefore, cannot fully account

for variation across elites’ individual and group preferences over distributive policies

nor explain how distributive conflict develops in contexts where diversified actors

are predominant. As I explain in detail in the next chapter, diversified elites have

been among the most powerful actors in both developed and developing economies,

both historically and contemporaneously. Then, I propose that given current theo-

ries insufficiently explain economic elites’ distributive preferences, we need a different

approach that considers the interests of diversified investors, their role in distributive

conflict, and their capacity to affect distributive outcomes.

1.5 Organization of the Dissertation

The remainder of the dissertation is divided into three parts. The first part (chapter

2-3) is dedicated to introducing the empirical puzzle, main concepts, theory, mea-

surements, and data used in parts 2 and 3 later on. Parts 2 and 3 are dedicated

to empirically testing different portions of my argument. In Part 2 (chapters 4-5), I

use the Argentine case to explore individual level variation in economic elites’ policy

preferences and choice of mechanisms of influence. In Part 3 (chapters 6-7), I test
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both the individual as well as aggregate-level implications of my argument using the

case of Chile.

The organization of the chapters is as follows. In Chapter 2, I develop the concept

of asset portfolio diversification, explain how I measure it, and present to the reader

the original data I have gathered for this purpose. In addition, in this chapter,

using network analysis tools I describe the historical origins and evolution of the

economic elite portfolio diversification in Argentina throughout the nineteenth and

twentieth centuries to illustrate the importance of understanding economic elites not

as attached to a single asset but as possible owners of multiple assets in unrelated

sectors.

In Chapter 3 I develop a theory that explains why, how, and to what extent

economic elites influence distributive outcomes. At the core of my theory, it is the

concept of asset portfolio diversification, a key driver of change according to my

argument and the key conceptual contribution of this work to existing elite-centered

approaches in the political economy literature.

Chapter 4 is dedicated to examining why economic elites influence the policymak-

ing process by exploring the policy motivations that guide its members. The chapter

tests the portion of my argument that connects the structure of elite members’ asset

portfolio to their policy interests. Leveraging a century-long original dataset on the

asset holdings of quinquennial cohorts of economic elites in Argentina, that includes

detailed information on the composition of the asset portfolios of 85,000 landowners,

shareholders, and managers of firms and banks; 74,912 bill initiatives and 109 roll call

votes on trade issues, I use network tools, automated text analysis, and traditional

statistical techniques, to show, first, that whereas members of congress that owned

diversified asset portfolios or were connected to diversified economic elites were more

likely to advance projects related to the provision of public goods that cut across sec-

tors, specialized legislators were more likely to present projects that benefited their
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sector alone. Second, I show that diversified elite members were less likely to support

protectionist policies than specialized investors in import-competing activities.

Chapter 5 explores how economic elites influence politics, that is, it tests the

part of my argument that connects elites’ asset portfolio structure to their policy

motivations and to their subsequent choice of mechanisms of influence. Combining

the Argentine economic elites historical dataset and also century-long panel data

on elites participation in elected and appointed positions in government, business

associations, and elitist social clubs, I show that diversified economic elites are more

likely to participate in politics occupying elected and appointed positions in national

government and to embed themselves into elitist social circles, whereas those who are

specialized in a single sector tend to resort to non-encompassing business associations

to advance their interests. I explain that the choice of such strategies is a consequence

of the effectiveness that each of these has in shaping different policy arenas: whereas

diversified investors need to influence macro-level policies to protect their investments

in multiple sectors, specialized ones prioritize policies that affect their sector alone.

Chapter 6 fulfills two important purposes to test the internal validity of my ar-

gument. On the one hand, it makes explicit and tests a so far implicit assumption

of my theory, namely that portfolio diversification is an investment strategy pursued

by investors to hedge the risk associated to the ownership of a single asset (or several

correlated assets). By doing so, it endogenizes elites’ asset portfolio structure. On

the other hand, the chapter connects the individual-level argument developed and

tested in the previous two chapters to aggregate distributive outcomes in order to

evaluate the extent to which economic elites influence development outcomes. The

chapter begins by showing that portfolio diversification is a risk hedging strategy

only some members of the elite pursue. Using a difference-in-difference approach

that leverages the approval of the first corporate law that enabled the creation of

joint-stock companies, creating the opportunity for individuals to buy shares in dif-
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ferent firms and sectors, and new data on historical land registries, I show that in

districts where land inequality was higher and thus where the landed elite perceived

a higher risk of expropriation, it diversified its holding portfolio into other sectors of

the economy to hedge such risk. Furthermore, exploiting a similar design and using

original micro-level data from previously untapped archives that allows me to iden-

tify landholdings and participation in joint-stock companies of 55,504 elite members

between 1849 and 1907, I show that those who diversified looked for positions in

the national government relegating local level politics, and that districts where local

elites diversified more experienced higher rates of public goods provision both in the

short and long term. Overall, these results provide novel evidence on that initial

levels of land inequality can lead to prosperity when economic elites diversify their

holding portfolios.

Finally, Chapter 7 offers a summary of the argument, main findings, underscores

the contribution of this work, and proposes a future research agenda.
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2

Asset Portfolio Diversification: Concept,
Measurement and Data

2.1 What is Portfolio Diversification?

Individual entrepreneurs1 as much as firms make portfolio investment decisions all the

time. In doing so, two objectives are common to all investors: they want their return

to be high and they want it to be dependable, stable, not subject to uncertainty

(Markowitz 1952, p.6). Uncertainty is perhaps the most salient feature of any security

investment. If entrepreneurs could predict with certainty future states of the world

and, therefore, the return for each of their investments, investing would be a non-

risky activity and all investors would hold the exact same portfolio. However, this is

not the case. On the one hand, the consequences of economic conditions are difficult

to predict without error and, therefore, to anticipate. On the other, non-economic

factors, such as a change in government, a natural disaster, or exogenous shocks to

international prices, can also affect investors expected returns by influencing general

1 From now on and for the rest of this dissertation, I will refer interchangeably to the members
of the economic elite also as entrepreneurs, investors or businesspeople regardless of the structure
and composition of their asset portfolio.
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prosperity or the success of a particular security.

Diversification is a risk management technique that mixes a wide variety of in-

vestments within a portfolio. The rationale behind it contends that a portfolio

comprised of different kinds of investments will, on average, yield higher returns and

pose a lower risk than any individual investment within the portfolio. All assets

have price movements across time but not all prices move in the same direction or

at the same time. Simply put, investors cannot avoid price volatility, but they can

diversify to reduce the volatility of their portfolios. Figure ?? illustrates this idea:

the less prices move in tandem, that is the less correlated they are, the smoother the

expected returns of the overall portfolio (Sharpe and Sharpe, 1970).
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Figure 2.1: Portfolio Diversification and the Idea of Price Correlation

The theory of portfolio diversification was first coined by Markowitz (1952). He

argued that “a good portfolio is more than a long list of goods and stocks. It is

a balanced whole, providing the investor with protections and opportunities with

respect to a wide range of contingencies” (Markowitz 1952, p.3). To reduce risk,

he explained, securities need to be uncorrelated (i.e. negatively correlated or zero
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correlation). Of course, correlation among returns is not the same for all securities.

We generally expect the returns on a security to be more correlated with those in the

same industry than those of unrelated industries. Thus, a portfolio that comprises

uncorrelated securities allows canceling out the ups and downs of particular securi-

ties.2 This is possible because regardless of the general flow of domestic prosperity,

there are always entire sectors that fall when others raise. Having said that, within

a given domestic economy a certain level of correlation between securities’ returns is

normal, that is, to some extent prices tend to move up and down together. To ac-

count for the natural level of correlation between assets within a domestic economy,

many investors diversify their portfolio across the globe and buy financial instruments

(sovereign bond, for example) that provide further insurance against economic risk.

Given the time span covered in this research, which begins in the mid-nineteenth

century when financial when levels of internationalization were low and financial

markets were not fully developed, I draw on Markowitz (1952, 1999) and simplify

the definition of diversification to owning domestic assets in sectors of the econ-

omy that are uncorrelated. To summarize, a portfolio is diversified when it includes

investments in multiple economic activities which returns that are negatively corre-

lated, not correlated or low correlated to each other —for example, investments in

the agricultural sector and in heavy industry.3 Then, according to this definition,

the portfolio with highest “likely return” is not necessarily the one with least “un-

certainty of return” (Markowitz, 1952).

So far I have defined the concept of diversification and explained that the reason

for portfolio diversification is to reduce risk or the variability of returns. By owning

2 The canceling out of chance events is the same logic that insurance companies rely on to stabilize
their disbursements.

3 Note that in this definition such investments in different sectors can be in assets that can be mo-
bile/fixed, export-oriented/import-competing, scarce or abundant, as long as their price correlation
is as expected.
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a portfolio of assets that are uncorrelated, an individual can reduce and effectively

manage risk.4 Now, I jump to further define the concept of risk.

There are two types of risk for investors. The risk that potentially can be elimi-

nated is called “specific risk” (also referred to by financial economists as diversifiable

risk). Specific risk stems from the fact that many of the perils that surround an in-

dividual asset are peculiar to that asset and perhaps its derived assets—for example,

a drought affects the agricultural sector as much as the food processing industry.

This type of risk can be minimized via diversification, that it, investing in sectors or

products whose destinies are not tied to each other. But there is also some risk that

investors cannot avoid regardless of how much they diversify. This risk is generally

known as “market risk” (undiversifiable risk). Market risk stems from the fact that

there are other economy wide perils that threaten all assets. This explains why in-

vestors are exposed to market uncertainties, no matter how many different types of

assets they hold (Brealey et al., 2012, p. 174-175). Figure ?? illustrates this point.

It divides risk into specific risk and market risk. For an investor that has only a

single stock, specific risk is very important; but once this individual diversifies into

N stocks, “diversification has done the bulk of its work” (Brealey et al., 2012, p.174).

For a well-diversified portfolio, only market risk matters. Therefore, the predomi-

nant source of uncertainty for a diversified investor is different that the market will

rise or plummet, carrying the investor’s portfolio with it. Instead, for an investor

that decides to remain specialized—and is also exposed to market risk—, the most

important source of risk is the one specific to the asset she holds.

Of course, in the real world we observe investors that are specialized in a single

activity or that own portfolios that are poorly diversified. Naturally, investors have

characteristics that make them more or less willing to take risk. Whereas some in-

4 If the correlation among security returns were perfect—if returns on all securities moved up and
down together in perfect unison—diversification could do nothing to eliminate risk. The fact that
security returns are not perfectly positively correlated, implies that diversification can reduce risk.
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Figure 2.2: Diversification, Diversifiable Risk, and Undiversifiable Risk

Note: Figure from Principles of Corporate Finance, Brealey et al. (2012, p.174)

vestors might decide to invest all their money in a single sector, that is, to “put all

eggs in the same basket”, others might choose to invest in multiple sectors, that is,

to diversify. The lack of diversification may be explained by two factors. One is that

the underlying risk of the single asset owned (or the assets owned in a larger propor-

tion) may have been virtually eliminated with the existence of insurance, financial

instruments, and government policies which stabilize income. The other is that there

might be high transaction costs associated with diversifying ownership which might

make diversification prohibitively expensive (Sharpe, 2011). As consequence, in the

real world, we observe investors with varying degrees of diversification.

To summarize, two are the important takeaways of this section, first, that all

investors or members of the economic elite want to minimize the volatility of their

portfolio regardless of their level of diversification. To put it differently, they all

want to minimize risk or somehow insure their investments. Second, that given

a portfolio structure, diversified and specialized investors manage different types

of risk. Whereas diversified businesspeople have to manage “market risk” to pro-
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tect their capital—which is spread throughout different sectors—, specialized ones

have to manage the“specific risk” associated to the single asset they own. As an

implication—which I develop in the following chapter—diversified and specialized

investors will seek different types of policies to manage the source of risk associated

to their portfolio.

The concept of portfolio diversification is the backbone of the argument I develop

in this dissertation. Central to this concept is the idea that for a portfolio to be well

diversified, the performance of the sectors within the portfolio should be uncorrelated

allowing the investor to hedge risk. If the prices of the assets within the portfolio are

highly correlated, that is, they all move together, then, the portfolio is not minimizing

the risk associated to each asset that it holds. The reader should note that in the

first part of this dissertation, I treat diversification as exogenous: nature defines the

investment strategy of economic elite members—diversification vs. specialization.

Only in the second part I resume the discussion on the sources of risk and explain why

some investors diversify whereas others do not; there, I show that as the benchmark

modern portfolio theory indicates, diversification is indeed a risk hedging strategy

that economic elites have started pursuing at least a century before this theory in

financial economics was coined and popularized. 5

Having presented to the reader the theoretical puzzle that the presence of diver-

sified economic elites presents for existing theories on the political economy of distri-

bution and introduced the concept of portfolio diversification, in the next section I

explore the historical and contemporary empirical relevance of asset diversification.

5 Rutterford and Sotiropoulos (2016) explore the intellectual history of modern portfolio theory.
They offer textual evidence from financial advice documents that show that the principles of port-
folio theory were present in the financial communities of the UK and France in the nineteenth
century. According to these authors, even then, well before Markowitz (1952) published his work,
investors were already familiar with the concept of correlation and its practical workings to reduce
portfolio risk.
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2.2 Why does Portfolio Diversification Matter?

2.2.1 Economic Elites and Asset Diversification in History

There is rich anecdotal evidence by economic and business historians that sug-

gests that as early as the nineteenth century, both in early and late industrialized

economies, investors were already diversifying their portfolios.

For the UK, for example, there is a consensus in the literature that “the practice

of spreading capital among numerous investments was being adopted” at least from

the last quarter of the nineteenth century (Cheffins 2008, p.127; Foreman-Peck and

Hannah 2012, p.1222; Kennedy 1982, p.145), with studies even investigating diversi-

fication as early as in the aftermath of the Glorious Revolution in the late seventeenth

century (Carlos et al., 2015). Chabot and Kurz (2010) mention that between 1866

and 1907, British investors showed a preference for assets that added diversification:

“Victorians turn out to be remarkably sophisticated investors. The addition of for-

eign assets significantly improved the risk-return trade-off of British portfolios, while

providing a diversification benefit equivalent to a significant increase in wealth”.6

More precisely, based on a sample of 508 decedents between 1870 and 1902, Rut-

terford and Sotiropoulos (2016) estimate that the average number of holdings per

portfolio was 4.5.

Although there are no precise accounts on the level of diversification of individual

investors in the United States before the twentieth century, historians have identified

a significant growth in shareholder numbers during the 1920s and after World War

I, a decade that saw a boom in investment trusts that were highly diversified across

6 Some works have focused specifically on studying the portfolio composition of Members’ of
Parliament in the UK in the eighteenth, nineteenth, and early twentieth centuries. For example,
Jha (2015) finds that MP’s began diversifying their portfolio when the colonial enterprise provided
new opportunities of investment abroad; Schonhardt-Bailey (1991) explores MP’s diversification
during the late nineteenth century and finds a significant proportion of diversified legislators during
that period.
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domestic equities (Rutterford and Sotiropoulos 2017, p.513). A rough estimation

provided by Rutterford and Sotiropoulos (2017) indicates that for the pre-World War

period, American investors were less diversified than British ones with an average of 3

holdings per portfolio and these holdings were more likely to be domestic rather than

international (Rutterford and Sotiropoulos 2017, p.499). However, diversification

should have increased after the passage of the Securities Trade Act in 1934, which

enabled the Securities and Exchange Commission to enforce more equitable practices

on the exchanges (Geisst 2014, p.415).

Diversified investors have also been found to be relevant actors in developing

economies. For instance, in Argentina, Sábato (1988) explains that during the sec-

ond half of the nineteenth and early twentieth centuries “large landowners were at

the same time merchants and financists”, their interests ranged “from commerce to

industry, from agriculture to finance” (p.45-46).7 In the Chilean case, Bauer (1975)

discusses “the difficulty of identifying landowners or their interests within a national

elite that becomes more and more diversified and intertwined as we move into the

twentieth century” (p.105). In other countries of Latin America elites followed sim-

ilar patterns of diversification. In Colombia, regarding the entrepreneur elite that

led the coffee boom of the second half of the nineteenth century, Palacios (2002)

says: “The list of the pioneer coffee-planters generally coincides with main urban

property-owners, merchants, cattlemen, recipients of public lands, and importers”

(p.12). Other works have also described the Mexican and Brazilian elites of the

nineteenth century as involved in rural, commercial, industrial, and financial activi-

ties (Brading, 1971; Ridings, 2004).

Furthermore, business historians interested in the evolution of corporate organiza-

7 Recent scholarship has contested this view and suggested that “although many landowners
added investments in secondary and tertiary activities to their portfolios, land always remained
their traditional and most powerful base” (Hora 2001, p.2). Later on this chapter I address this
discussion.
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tion have documented the presence of diversified business groups in early industrial-

izing economies since the early twentieth century. Even though specialized firms had

historically played a central role in the industrialization process on these economies

at its earlier stages, many of these countries experienced the emergence of bank-

centered diversified groups at later stages (Colpan and Hikino 2016, p.13). However,

it was not until the late 1950s that product diversification became the dominant

strategy among modern firms (Didrichsen, 1972; Chandler, 1962). In 1950, more

than 60% of the largest Fortune 500 industrial companies generated less than 25% of

their revenues from diversified activities. Enthusiasm for diversification increased in

the 1960s and early 1970s, after investors’ heads were turned by “portfolio selection

theory” (Markowitz, 1952), in which exposure to risk is reduced through the owner-

ship of a wide range of shares. Between 1960 and 1980, the percentage of Fortune 500

companies that could be described as diversified conglomerates rose from 50% to 80%

(Markides, 1995b). During the late 1980s and 1990s the number of diversified com-

panies in the developed world dropped again when companies reassessed the virtues

of “refocusing” (Markides, 1995a). Experienced proved that conglomerates lacked

the necessary competitive capabilities to manage the many diverse operations that

were carried out by subsidiaries in unrelated product markets (Colpan and Hikino

2016, p.21). However, individual investors realized that they did not need to com-

promise the benefits of holding specialized firms. They could spread their own risk

by purchasing equity in specialized firms in different industries, that is, they could

keep diversified portfolios without owning diversified companies.8

In the developing world, business conglomerates with product diversification have

proved to be more resilient (Amsden, 1992). Between 1987 and 2000, almost all

of the top firms in developing economies were diversified (and family-controlled),

8 Today, while some business groups are still active in the developed world, they remain secondary
players, after small and medium size enterprises with a focused portfolio, and large industrial
enterprises that exhibit related diversification Colpan et al. (2010a).
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suggesting that, although the individual fortunes of these groups vary across time,

diversified enterprises have remained as the most relevant actors within the business

communities of these economies (Colpan et al., 2010a).

Today, diversified business groups are only relevant in developing economies but

individual investors across the globe display increasingly diversified holdings (Faccio

et al., 2011).9 In developed economies starting in the 1980s, and most recently

in developing ones, the organization of capital has shifted towards the centrality of

finance and, in particular, hedge funds and private equity firms that manage investors

money by diversifying investments across unrelated industries, have adopted a key

role (Mizruchi, 2013).

2.2.2 Elites and Diversification in the Contemporary World

Portfolio diversification is an investment strategy largely pursued by investors nowa-

days. Figure ?? illustrates well this point. It plots the average number of sectors

of the economy in which institutional investors had participation between 1997 and

2008 in the U.S. The graph shows that most investors in the economy have partici-

pation in a large number of sectors. In particular, the median investor had positions

in 11 out of 12 sectors of the economy and the mean number of sectors was between

9 and 10 sectors.10 In a few words, today only very few investors choose to hold

9 A report published by Lebovitz (2016) for JP Morgan highlighted how important it is to have a
diversified portfolio.The report showed figures indicating that, between 1980 and 2014, roughly 40%
of all stocks in the Russell 3000 suffered permanent 70% declines from their peak values. Further
data shows the median stock returns since its inception versus an investment in the Russell 3000
in the period 1980 to 2015 were -54%. Two-thirds of all stocks underperformed vs. the Russell
3000 Index, and for 40% of all stocks, their absolute returns were negative. Furthermore, over 320
companies were deleted from the Standard & Poor’s 500 for distressed reasons between 1980 and
2014.

10 The classification of sectors in this data follows the Fama-French industry classification, which
is the following: (1) Consumer Non Durables – Food, Tobacco, Textiles, Apparel, Leather, Toys;
(2) Consumer Durables – Cars, TV’s, Furniture, Household Appliances; (3) Manufacturing – Ma-
chinery, Trucks, Planes, Office Furniture, Paper, Com Printing; (4) Energy Oil, Gas, and Coal
Extraction and Products; (5) Chems Chemicals and Allied Products; (6) Business Equipment –
Computers, Software, and Electronic Equipment; (7) Telecommunications, Telephone and Televi-
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portfolios with a few sectors.

This data comes from the Investment Company Common Stock Holdings Database.

This paid database compiles information on the holdings of institutional investors

in the United States drawing on the information that investment companies (funds,

trusts) and professional money investors provide to file the 13F form on the U.S.

Securities and Exchange Commission (SEC) on a quarterly basis.11
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Figure 2.3: Average Number of Sectors in Which Investors Participate (1997-2008)

The combination of historical anecdotal evidence coming from both developed

and developing economies, and the rough figures on contemporary investors’ level of

portfolio diversification presented above, provide a clear picture: throughout history,

and perhaps today more than ever before, many of the most relevant players within

the economic elite owned diversified portfolios and thus did not identified simply as

sion Transmission; (8) Utils Utilities; (9) Shops Wholesale, Retail, and Some Services (Laundries,
Repair Shops); (10) Health, Healthcare, Medical Equipment, and Drugs; (11) Money, Finance; (12)
Other, Other – Mines, Construction, Building materials, Transportation, Hotels, Business Services,
Entertainment.

11 Under Securities Exchange Act Section 3(a)(9) and Section 13(f)(5)(A), an institutional invest-
ment manager is an entity that either invests in, or buys and sells, securities for its own account;
or a natural person or an entity that exercises investment discretion over the account of any other
natural person or entity. Currently, only managers with over $100 million under their control are
required to file, but others they may still do so and be included in the S34 set. Data was accessed
from the Duke University Library. For details on the data, see Wharton Research Data Services
(2008)
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landowners, capitalists, or bankers.

2.3 Measuring Asset Portfolio Diversification

Partially because of the difficulty to access to complete and systematic fine grained

data on investors’ holdings, very few studies have so far addressed the historical role

of diversified economic elites on distributive conflicts. Because understanding this is

precisely the purpose of this dissertation, before presenting the theory in the next

chapter, I explain how I overcome measurement and data constraints.

Contemporary financial analysts measure portfolio diversification in three possi-

ble ways (Goetzmann and Kumar, 2008). First, as the normalized portfolio variance,

obtained by dividing the portfolio price variance by the average variance of stocks

in the portfolio. Second, as its deviation from the “market portfolio”, which a the-

oretical bundle of investments that includes every possible type of assets traded in

financial markets (Van Horne et al., 1975). And third, as a “crude” measure, the

number of stocks within a portfolio (Goetzmann and Kumar, 2008, p.5).

Ideally, the best measure of portfolio diversification is the first one, since it cap-

tures the exact correlation between assets, that is, considers the history of prices for

each component within the portfolio to assess its variability and the extent to which

prices move in tandem. Producing such measure involves working with series of prices

of shares for different firms operating in different sectors of the economy—today, for

example, long series of daily prices are used to fully capture the variance in the price

of a security. However, having complete information on prices for long periods of

time can be a difficult task and, therefore, financial economists and analysts also rely

on the other two forms of measuring diversification.

Because in this work I explore portfolio diversification since the nineteenth cen-

tury and, unfortunately, reliable and well disaggregated price series are incomplete,

I rely on the third measure proposed by Goetzmann and Kumar (2008). Specifically,
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to measure economic elite members’ level of portfolio diversification I count the num-

ber of unique sectors in which each individual has investments. I consider 22 possible

sectors following the International Standard Industrial Classification (Rev. 4) classi-

fication. These sectors are: agriculture, forestry and fishing; mining and quarrying;

manufacturing (which I divide between manufacturing related to the processing of

agricultural products and other types of manufacturing activities in order to distin-

guish between industrial elites whose fortunes strictly depend on the performance of

the agricultural sector from other industrial elites); financial and insurance activities;

electricity, gas, steam and air conditioning; water supply, sewage, waste management

and remediation activities; construction; wholesale and retail trade; accommoda-

tion and food services; transportation and storage; information and communication;

real estate activities; professional, scientific and technical activities; administrative

and support service activities; public administration and defense; education; human

health and social work activities; arts, entertainment and recreation activities; other

service activities; activities of households and employers; and activities of extrater-

ritorial organizations and bodies.12

Recall that an investor can have positions in different sectors of the economy, for

example, she can own land and shares in firms operating in manufacturing activities

non related to agriculture and finance. Recall also that, following the portfolio theory,

a good portfolio is such that comprises stocks which uncorrelated performances.

Thus, a fully diversified individual is such that owns shares or has investments in the

largest amount of uncorrelated sectors. It is important to note that, for example, an

investor can have positions in a large number of firms but such firms might be all

in the same sector making of this investor a fully specialized entrepreneur. Thus, in

a few words, what matters is the number of sectors and not the number of firms a

12 In the appendix I present a list of all the subsectors that fall into each of these sectors, following
the ISIC classification.
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person holds.

My measurement is based on the plausible assumption that the sectors described

above are little correlated with each other. Although within a domestic economy

spillover effects are common, especially in economies that are little diversified, that

is, most part of their GDP depends on a single sector, as it is the case of Argentina

and Chile, there is still some level of uncorrelation between sectors. Given this

assumption, my measurement allows me to identify individuals that hold from fully

specialized portfolios to portfolios that are highly diversified, but not individuals that

own portfolios that are completely diversified, as defined by the modern portfolio

theory.

To identify the level of diversification of an individual’s portfolio, that is the

number of unique sectors in which the individual has positions, I reconstruct the

person’s holding portfolio. To do so, I consider whether he/she was (a) a landowner,

(b) a shareholder or (c) director in a firm operating in any of the 22 sectors de-

scribed above. Individuals can be part of multiple firms in a given year; they can

also buy and sell shares or their land; and buying and selling does not necessarily

mean that they diversify or undiversify—this ultimately depends on the number of

sectors in which they have participation. This makes measuring individuals’ portfo-

lio diversification a challenging task. It can only be uncovered with very precise and

fine-grained information on all the assets an individual holds. In the next section,

I jump to explain the nature of the data I have collected to measure this variable

across individuals and time.

2.4 Data

To systematically measure economic elite members’ asset portfolio diversification, I

rely on novel data that allows me to trace individuals’ holdings in land as well as

in firms operating in all sectors of the economy and, therefore, to fully reconstruct
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their holding portfolios. I have collected this data for Argentina and Chile from

previously untapped historical archives. For the Argentine case I reconstructed the

asset portfolios of elites between 1860 and 1965. For the Chilean case, I did so for

the period between 1849 and 1907. In this section, I provide details on the data

collection process and describe the primary sources I worked with.

Capitalists and Bankers

The first part of the Argentine economic elites dataset includes information on share-

holders and directors of firms and banks. This part of the data was compiled from

historical paper-based archives and spans between 1880 and 1965. This dataset as-

sembles information on asset holdings for quinquennial cohorts of firm shareholders

and directors. To assemble this data, first, I have collected the lists of all oper-

ating firms every five years during the period of interest13, including the names of

their directors, shareholders, number of shares by shareholder (when available), cap-

ital, sector/s in which the firm operates, place and date of foundation, the location

of the headquarters of the firm, number of shares in which it is divided and the

price of each share (when available). Such data was gathered, first, from commer-

cial/economic books published monthly and/or annually by different sources (for a

thorough description of each of these sources, refer to Table A.1 in the appendix).

These publications report on an annual and, in some cases, on a monthly basis a

description of the firms constituted as sociedades anónimas that were operating in

the country. Sociedades anónimas are joint-stock companies, a forerunner of the

modern corporation. These business entities in which shares of the company’s stock

are bought and sold by shareholders were first allowed in Argentina in 1862 when

13 I have not included the years in between because I assume that there are no significant changes
in such a short period. Most firms repeat from year to year but some of them disappear and new
ones are created, and these changes should be captured in my dataset. Also, having several data
points allows me to identify changes in the boards of directors and shareholders composition of each
company.
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the Commerce Code was approved.14 For a joint-stock company to be constituted in

Argentina, the statutes of the firm have to be approved by the executive or judicial

power, and the registration has to be published in the National Judicial Bulletin

(Bolet́ın Judicial de la República Argentina) and in the Bulletin of Laws and Decrees

(Bolet́ın de Leyes y Decretos de la República Argentina). When necessary, the in-

formation provided by these publications was complemented with firms’ and banks’

annual balances and reports.15

The lists of firms I assembled are complete for the entire period. This means

that my dataset has information on all the firms that were constituted as sociedades

anónimas for the data points mentioned above. However, the data has some lim-

itations. First, I do not have information for those firms which were created and

also disappeared (bankrupted) between data points. Second, I can only identify the

composition of firms (directorates and shareholders) during the data points under

study, that is, my data does not capture changes in boards of directors or changes

in shareholders in between data points. Third, in many cases, the primary sources

used did not include complete lists of shareholders but only the names of the direc-

tors and, sometimes, of the majority shareholders. This is the case especially for

the twentieth century when the number of firms exponentially increased, and com-

panies also increased the number of shareholders in which were divided, making it

difficult for annual/monthly publications to publish all names and changes in com-

position. Third, firms incorporated under a form other than joint-stock company are

not included in this dataset.

In Chile, I have collected data on shareholders and firm directors for the period

14 The joint-stock company is a forerunner of the modern corporation. In the present, joint-stock
companies are limited and unlimited liability incorporations.

15 All the primary sources were gathered in the following archives: Biblioteca de la Nación Ar-
gentina; Biblioteca Tornquist—Archivo del Banco Central de la República Argentina; Archivo
General de la Nación; and Centro de Documentación e Información—Ministerio de Economı́a de la
Nación; Biblioteca de la Universidad de La Plata.
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that spans between 1850 and 1907. The Chilean elites data covers a shorter period

of time but is even more detailed than the Argentine dataset. Based on multiple

primary sources, I have produced a dataset with information on all individuals who

had participation in a joint-stock company since the sanction of the ley de sociedades

anónimas in 1850 until 1907. Since their creation, all joint-stock companies in the

country had to be officially registered and to do so they had to provide detailed

information on their accounts and members (boards of directors and shareholders)

to the national government. Once registered, this information was published on a

daily basis in the National Bulletin (Bolet́ın Oficial de Leyes i Decretos). To compile

the lists of shareholders (and directors) of every joint-stock company created during

the period of interest, I reviewed and transcribed the relevant information from these

daily documents.16

It is important to note that the National Bulletin provided complete lists of

shareholders at the time when the company was created; however, in most cases

there were no lists of directors. These were compiled from other sources —firms’

board of directors meeting transcripts— and only for the top 20 companies. Thus, a

first limitation of this data is that it contains incomplete information on directors. A

second limitation of this data is that it only contains information on the composition

of the shareholders and directors at the moment of creation of the company. If shares

were sold later on, this dataset does not capture that. However, to assess the survival

of companies I use liquidaciones (bankruptcies).

Besides the names and last names of shareholders and directors, I gathered the

names of the companies to which they belong, the sector in which these companies

operate—which was coded upon reading the descriptions provided by these compa-

16 The books that compile the daily publications of the National Bulleting were accessed at the
Biblioteca Nacional de Chile in the Sala Gabriela Mistral. Because these books cannot be borrowed
nor pictured, I transcribed all the information on-site with the help of my research assistants. For
the years after 1904 the data was gathered from the Diario Histórico which accessed to through the
Diario Oficial Electrónico.
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nies on what their purpose was (rubro)—, number of shares in which the company is

divided, price per share, several accounting figures (social capital, nominal capital,

reserve funds), date of creation, place of creation; profession of the shareholders.

Landowners

Of course, the economic elite is not only constituted by firms and banks’ managers

and shareholders. Therefore, to assemble the economic elites dataset in a second

step, I collected information on landowners. Even though sometimes large haciendas

or estancias would be constituted as sociedades anónimas (these had multiple share-

holders not necessarily family members, including foreign investors, or were owned

by foreign companies), and hence would appear in commercial/economic yearbooks

as well as in the National Bulletin as such, as it is the case untul these days, most

land plots dedicated to the exploitation of agriculture and cattle raising were not

constituted as joint-stock companies. Thus, to complete the universe of economic

elite members and to fully uncover the overlap between landed, industrial, and fi-

nancial elites, in Argentina, I have collected data on the names and last names of the

landowners of pieces of land above 10,000 hectares between 1880 and 1965 that were

reported in agricultural cadastres and other documents produced for tax purposes

by the Argentine government.17 The smallest landholders in this dataset have 10,000

hectares and the largest one, a very traditional family, “los Anchorena”, that had

635,000 hectares, that is, several times the size of the current City of Buenos Aires.

The data collected also includes information on whether the person shared the land

title with other individuals (typically family members), and if so with how many,

and the value per hectare of their land. It is important to note that differently from

the information on firms/banks owners and managers that includes businesspeople

17 Up to 1930 the cadastres were complete; thereafter documentation on landowners found was
incomplete and scarce.
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of different sizes, the information gathered from landowners does only include large

landowners. In addition, the cadastres used are complete for the following: Buenos

Aires Province and La Pampa Provinces, and contain incomplete information for

Mendoza Province and the district of Rosario, while for the rest of the country data

is inexistent. Although the largest landowners were mainly concentrated in Buenos

Aires (Sábato, 1988), this is an important limitation of the data because it omits

relevant local elites such as the sugar cane producers of the Northeast region of the

country.

In Chile, I rely on data from two agricultural censuses, 1850 and 1908. The

purpose of these censuses were to collect taxes on land properties and, therefore, they

include information on all landowners, from the smallest to the largest one across

all the country. Thus, different from the Argentine landowners data, for the Chilean

case I have information on the universe of landowners at the two mentioned data

points. The data not only contains information such as the names and last names of

these landowners and the province, department, delegation and sub-delegation where

they had their landholdings, but also rich information on the annual rent of their

landholdings, which I exploit in Chapter 6 of this dissertation.

The combination of the firm/bank business data and the landholders data al-

lows me to fully reconstruct the asset portfolios of elite members to measure their

level of diversification and, in turn, to reconstruct intra-economic elite networks be-

tween landholders, capitalists, and bankers. As I show in the next section, a simple

description of this data opens a fascinating window to our understanding of the dy-

namics within the economic elite. Thus, all together, this data constitutes per se a

contribution of this work to those interested in the study of economic elites.
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2.5 An Illustrative Example: The Historical Evolution of Argentina’s
Economic Elite Portfolio Diversification

In this section, I present Argentina as an illustrative example on how economic

elites’ portfolio diversification can vary across individuals and time. To measure

economic elite members’ ownership connections across all sectors of the economy I

use part of the data described in the previous section. After computing the level of

diversification for the 82,393 individuals and 38,158 families present in my dataset

using the procedure explained above, I plot family connections to different sectors

to illustrate, first, the extent to which the economic elite has been diversified in this

country during the late nineteenth and mid-twentieth centuries and, second, how

diversification patterns have changed across time. I plot family connections instead

of individual ones for visualization purposes.

The following descriptive analysis arrives to thee important conclusions. First, it

provides evidence in line with existing historiography that pictures Argentina as a

case where the economic elite has been historically segmented by sector (Hora, 2001),

a feature that has been associated to intra-elite competition affecting economic as

well as political volatility (O’Donnell, 1978). Second, in despite of this feature that

in principle should be associated to an economy where economic elites are fully

specialized, it also provides evidence on that there is wide variation across members

of the economic elite. Whereas a vast part of the economic elite maintained low

levels of diversification and thus identified with a single activity, many diversified.

In other words, Argentina is a case where elites are mostly specialized and groups

within the elite confront each other; however, there still is a relevant group within

the elite that has so far received little attention (an exception to this, Sábato, 1988).

Finally, these descriptive illustrations provide additional evidence on that portfolio

diversification is a strategy that has been implemented by economic elites since early
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stages of the modernization process until the contemporary period.

Figures 2.4 to 2.9 visually represent the level of diversification/specialization of

the Argentine economic elite for every decade between 1890 and 1960, by plotting

individuals’ inter-sectoral connections. Red dots represent economic elite members,

that is, individuals that participate as directors or shareholders of legally constituted

firms, and landholders (who can also have participation in firms); lines represent their

connections to different sectors of the economy via their participation in companies

that belong to such sectors or their ownership of land; finally, the distance between

clusters (sectors) represent the extent to which economic elites in such sectors overlap

with each other.

During the second half of the nineteenth century Argentina experienced a large

economic expansion of which the agrarian sector was the main engine and, therefore,

the landed elite from the pampas the key economic actor (Losada, 2007). Export

agricultural goods, meat, and leather laid the foundation for this early economic

growth than began in the 1880s and extended until 1913. By 1900, Argentina was

one of the top world exporters of grain, beef, wool, and leather (Haber, 1995), and

the leading economic power in South America. The extraordinary benefits obtained

from the exports consolidated the already relevant Argentine landed elite as the most

powerful one in the region (Hora, 2001). The relevance and central position of this

actor within the economic elite throughout the period are captured in the visuals

presented below by the size of the cluster it represents and position of the cluster in

the graphs.

Argentina’s wealth attracted immigrants from all over Europe that rapidly fueled

population and urban growth. Demand for consumer goods due to an exponential

increase in the domestic market was met through imports and the stark expansion

of the domestic manufacturing sector. By 1913 the industrial activities had become

a vital component of the domestic economy. That year, value-added manufacturing
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accounted for 16.6% of real GDP, and overall, industrial production grew at an

average rate of 7.5% annually between 1900 and 1914, and 4.2% between 1914 and

1932. Moreover, the number of industrial enterprises increased from 22,014 in 1895

to 48,799 by 1914 (Pineda, 2009).

The role of the state in sustaining a profitable industrial sector was key. Since

1876 tariff protections were applied on selected products and, starting in the 1890s,

the substitution of imports deepened (Rocchi, 2005). By the 1930s, substantial

investment and government support of domestic industry had helped it maintain a

position as the second most important sector behind the agrarian, which received

little support but was still very productive. However, it was not until the years

following the 1930 depression that a radical modification on the industrial sector

occurred with the inauguration of the industrialization by import substitution (ISI)

process. The rates of substitution which have been around 50% 1925-1929 increased

to 63% between 1930-1939 (Barbero and Rocchi, 2003).18

The ISI period that started in the 1930s and achieved its peak in the 1940s un-

der the administration of Juan D. Perón (1945-1955), helped consolidate the role of

the industrial elite as the second most important economic actor, after the agrarian

elite. In despite the ups and downs suffered by the manufacturing sector due to the

great depression and volatility associated to changes in the international economic

context, this sector became the one of greatest expansion in the economy, a process

that lasted until the mid-1970s (Barbero and Rocchi, 2003). Until then, the state

fulfilled a role as a regulator and promoter of industrial activity. The protection-

ist policy undertaken by most governments in power until then had contributed to

build an industrial elite that was domestically powerful but remained far from being

internationally competitive.

18 The main sectors pushing the industrial growth during the period that spans until the 1930s
were: food, beverages, and tobacco; textiles and leather; wood items; printing; chemical and oil
products; metals, and machinery (Barbero and Rocchi, 2003).
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This set of graphs illustrate this brief narrative. They show that since its transi-

tion to a modern economy, and until past the mid-twentieth century, the economic

elite in Argentina has been mostly fragmented by sector, suggesting an overall low

level of diversification. Furthermore, the landed elite has throughout this period

maintained a central relevance in the elite’s ecosystem in despite of the presence

of smaller industrial and financial elites that had less economic weight but proved

to be politically powerful at many points in time. For instance, the graphs show

that until the 1940’s diversification has been between very low, and that although

it has not surprisingly increased during the 1950s and 1960s, decades when diversifi-

cation was a common trend worldwide (Colpan et al., 2010b), the sectoral cleavage

has remained. As expected, some of these clusters are bigger than others, as for

example the “Agriculture, forestry and fishing” sector, the main economic activity

in the country. Furthermore, in the graphs it becomes clear how throughout the

decades this key sector remains isolated, whereas others such as finance activities,

manufacturing, retail and services tend to increase their connections to each other.

Thus, the key point of this superficial descriptive analysis is that even though

the Argentine elite has remained atomized during the second half of the nineteenth

century and the first half of the twentieth, that is, most investors (industrial and

landed) were specialized, many of them pursued a diversification strategy. This can

be observed in the high number of connections that these individuals have in multiple

sectors.

This preliminary evidence on the character of the economic elite of this country

is against existing historiographical approaches that suggest a relatively high level

of diversification of the landed elite especially during the late nineteenth century

(Sábato, 1988), and in line with recent research on this matter that has indicated

that the landed and industrial elites have remained as separate actors throughout

the nineteenth and twentieth centuries (Hora, 2001). In the graphs, this is evidenced
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by the existing distance between the different clusters. If it was the case that the the

vast majority of the Argentine economic elite members were diversified we should

be observing, instead, all these clusters positioned at a closer distance and, in the

extreme case where everyone was diversified, a unique large cluster. Figure 2.11

gives a sense of the low level of diversification of landed elites that also had large

investments in land. In this graph only businesspeople that were also found to be

large landholders in 1890 are plotted. This small portion of entrepreneurs seems to

be spread across a narrow range of activities. Naturally, as the twentieth century

evolved the density of connections between sectors increased—again, this is related

to the fact that the economy became more complex but also investors became more

sophisticated, including the landed elites.

To conclude, even though the predominant pattern pictured here is an economic

elite segmented by sector, there is wide variation in the investment strategies pursued

by its members. In chapters 4 and 5, I precisely explore how such variation in the

levels of diversification across elite members had effects on the types of policies they

advanced and the strategies that they used to do so.

44



Figure 2.4: Economic Elites’ Connections to Different Sectors (1890)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.5: Economic Elites’ Connections to Different Sectors (1910)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.6: Economic Elites’ Connections to Different Sectors (1922)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.7: Economic Elites’ Connections to Different Sectors (1932)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.8: Economic Elites’ Connections to Different Sectors (1940)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.9: Economic Elites’ Connections to Different Sectors (1950)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.10: Economic Elites’ Connections to Different Sectors (1960)

Key: the red dots represent business families; the size of dots varies according to level of diversifi-
cation; lines connect families to sectors and to the central attribute.
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Figure 2.11: Landholders and their Businesses (1890)

Key: the orange dot represents the central attribute, being a large landholder; green dots represent
businesspeople; the size of the green dots varies according to level of diversification; gray dots
represent sectors where businesspeople have investments; lines connect businesspeople to sectors
and to the central attribute.
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2.6 Summary

In the first part of this chapter, I developed the concept of portfolio diversification

and explained why it is relevant to explore the asset portfolio of economic elites. In

the second part, I developed a measurement strategy and presented the original data

I gathered for measurement. Finally, in the third part of this chapter, I illustrated

the relevance of studying economic elites’ diversification by exploring the evolution of

diversification in Argentina since its early stages of modernization until past the first

half of the twentieth century. The economic relevance and widespread presence of

diversified economic elites throughout history depicted here presents a challenge for

the distributive theories surveyed in Chapter 1 that rely on the standard assumption

that each person participates in one sector only. Therefore, to assess economic elites’

distributive preferences, political behavior and impact on distributive outcomes, in

the next chapter I propose a theory that changes this assumption for the more

realistic one: that investors can own more than one asset at the same time and that

asset diversification may differ across individuals and time.
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3

The Theory: How the Structure of the Economic
Elite Asset Portfolio Shapes Distribution

I advance a theory that explains why, how, and to what extent economic elites

influence distributive policies. In analyzing the political role of this key actor I

break with the widespread assumption that economic elite members identify with

a single economic activity. Instead, I propose to disentangle the structure of elite

members asset portfolio to understand their policy motivations –why they seek to

influence distributive outcomes–, the mechanisms they use to advance their policy

agendas – how they exert their influence to push forward their policy agendas–, and

the aggregate distributive effects of the presence of a dominant elite that displays

different levels of portfolio diversification – the extent of their influence.

In brief, in the following pages I argue that investors’ portfolio structure accounts

for variation in their motivation to influence different types of policy outcomes and,

therefore, to invest in different political strategies to advance their preferences. As

a consequence, the predominance of diversified or specialized economic elites leads

to different intra-elite dynamics that contribute to explain divergent economic and
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political distributive outcomes. First, I explain that asset portfolio diversification

reduces economic elites’ incentives to advance sector-oriented policy agendas, that

is policies that target and benefit a sector alone, and increases their incentives to

push forward macro-level policies that contribute to improve the overall economy.

As an implication of this, I sustain that diversified elites are less likely to support

protectionist measures, and even resist these, including in cases when they hold part

of their investments in import-competing activities, than specialized investors also

in import-competing activities.

Second, I explain that elites’ strategic choice of mechanisms to influence policy

outcomes is a consequence of the effectiveness that each type of mechanism has in

shaping different policy arenas. On the one hand, diversified investors that need

to influence macro-level policies to protect their investments in a variety of sectors

are likely to resort to strategies that allow them to influence multiple actors and

agencies of government where this type of policies are designed, implemented, and

monitored—as I explain in detail below, occupying elected and appointed positions

in government and socializing with a broad set of decision-makers reveal as the

most efficient instruments for such purpose. On the other, specialized elites that

prioritize policies that affect their sector alone tend to use strategies that allow

them to influence the decision of a specific actor or set of actors that regulate the

type of policies in which they are most interested. Thus, lobbying from outside the

state apparatus and, in particular, their participation in non-encompassing business

associations emerges as the most likely form of influence conducted by this actor.

Finally, two main aggregate-level implications emerge from my argument. On

the one hand, given elites’ preferences and choice of mechanisms of influence, in

contexts where the dominant elite is more diversified we should observe higher rates

of provision of public goods and a better climate for investment, whereas in places

where the dominant elite is specialized sectoral trade conflicts should be more salient
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and the provision of public goods lower. On the other, in settings where the dominant

elite is more diversified we should observe a larger overlap between economic and

national political elites than in settings where the dominant elite is specialized in a

single sector. In the remainder of this chapter, I develop in depth each of these parts

of my argument, which are later on empirically tested in the rest of the chapters of

this dissertation.

3.1 Why: Economic Elites and their Policy Motivations

My argument on the influence of economic elites on distributive outcomes starts by

asking why economic elites seek to influence policy outcomes and which are their

preferred policies. I maintain that the level of diversification of elites’ asset portfolio

explains variation in their incentives to pursue both policies that cut across sector—

which I denominate macro-level policies—and policies that are targeted to a specific

sector of the economy—which I refer to as sector-oriented policies—and, in turn,

their position towards trade policy.

Protecting Capital: Macro-level Policies and Sector-oriented Policies

I begin by noting that all members of the economic elite want to protect their capital.

Regardless of their level of diversification, they look to maximize the returns they

obtain from the productive sectors in which they participate and, furthermore, to

reduce the risk associated to both domestic and international economic and political

factors that may produce fluctuations in their returns. Because these two types of

elites face different types of risk—diversified elites are only exposed to “market risk”

which is general to the whole economy, whereas specialized ones face the “specific

risk” associated to the unique asset the hold—, in order to do so diversified and

non-diversified elites pursue different portfolio management strategies that accom-

modate the requirements of a single versus multiple sectors portfolio. I explain that
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these two ideal types of economic elite members, a fully diversified one and a spe-

cialized one, require different policies to protect (or insure) their capital and that

these requirements are a function of the way in which they manage risk within their

portfolios.

Following the definition of portfolio diversification presented in Chapter 2, and

taking diversification as an exogenous feature assigned to investors by nature, diver-

sified investors minimize risk within portfolio by holding assets in multiple uncorre-

lated sectors, returns of which they can transfer from one sector to another as the

economic context demands. For such investor, who has already absorbed “specific

risk”, the reasonable thing to do is to push for policies that decrease “market risk”

and, therefore, policies that reduce the uncertainty of economy-wide perils. Then,

the ideal set of policies for this type of elite member are those with a multiplier

effect, that is, policies that simultaneously have a positive impact on all sectors of

the economy. I refer to these policies as macro-level policies and define them as

those which reduce transaction costs and help improve the overall performance of

the economy, producing a fertile climate for doing business. Within this type of

policies I identify two sets. First and foremost, the security of property rights and

the rule of law. Following important works in political economy, these matters are

key to explain elites’ behavior (North and Thomas, 1973; North and Weingast, 1989;

Ansell and Samuels, 2014; Albertus and Menaldo, 2018). Second, the provision of

general public goods that benefit all sectors —for example, the expansion of roads

and transportation systems but also education and skills training schemes, among

other goods and services from which all sectors can benefit. A crucial attribute of

this type of public goods is that they cut across sectors lifting all of them up.

Instead, specialized investors cannot absorb risk within portfolio. By definition,

this type of elite owns assets in a single sector that is associated to a specific risk

rate (for example if the asset in question is land, such asset specific risk is related
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to experiencing bad climate conditions or, as we will see in Chapter 6, with the

possibility of land expropriation, among other contingencies that increase uncertainty

for this asset only). Thus, this type of elite is mostly interested in minimizing “specific

risk” and to do so it pursues sectoral policies that contribute to this objective. I refer

to these policies as sector-oriented policies and define them as those which benefit

a specific sector of the economy with possible negative spillovers on another sectors

of the economy. Among these policies, I identify trade policies as the most relevant

to this actor —for example, a protectionist tariff on a specific product that impacts

negatively costs in other sectors.1

In a few words, diversified economic elites protect or insure their capital through

macro-level policies whereas specialized ones do so with sectoral trade policies. For

this reason, I expect these two types of elites to pursue different policy agendas and

to have divergent preferences towards trade policy.

Macro-level Policies, Sectoral Policies, and Trade Policy Preferences

In what follows, I present the logic behind how individual investors both diversified

and specialized manage their portfolios under two possible scenarios, one where assets

are perfectly mobile across sectors and another one that relaxes such assumption,

and the consequences that this has for elites’ trade policy preferences.

Scenario I: Perfect Mobility and Diversification

Consider first the basic scenario where two goods are being produced, an export-

oriented good and an import-competing one, each representing a sector of the econ-

omy. These two sectors are perfectly uncorrelated, that is, when the returns of one

goes up the returns of the other drop. All the output in this economy is produced by

1 For a sectoral policy to become a macro-level policy it should have positive spillovers across all
sectors of the economy producing an upward mobility of all of them. This is unlikely. All sectoral
policies affect a specific sector with potential positive externalities on related sectors but not on
those which are unrelated (negatively, low or very little correlated sectors).
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an economic elite, which can perfectly move across all sectors of the economy, that

is, like in the H-O model selling and buying positions in different activities is costless

and immediate.2 This economic elite can have participation in different productive

activities, including those associated to the exploitation of land and those related,

instead, to manufacturing endeavors. Assume also economic elite members differ in

their level of diversification, some investors own a single asset either in the export-

oriented sector or the import-competing one, while others own multiple uncorrelated

assets —in this basic scenario, they can participate in two sectors but in a case that

resembles more the real world, their ownership portfolio could be a mix of assets in

as many sectors there are in the economy, each with a different comparative advan-

tage. In other words, some capitalists can decide to concentrate their investments

in, for example, export-oriented activities while others decide to diversify their port-

folio by buying positions in finance, services, and manufacturing activities.3 Given

this, in this economy, to begin with there is a divide between economic elite mem-

bers that are specialized in export-oriented activities, those who are specialized in

import-competing ones, and those that are diversified.

In this scenario, for example, suppose a country debates between liberalizing

trade and increasing import tariffs. The question then is what are the distributive

consequences of trade for those capitalists with investments in both winner and loser

sectors from free trade, and for less complex investors that are concentrated in a

single activity. A priori, we know that those who are more diversified will win on

2 Following standard sectoral models on trade, I refer to sectors, industries and economic activities
interchangeably. Here these can be export-oriented (abundant, comparatively advantageous) or
import-competing (scarce, comparatively disadvantageous).

3 For the time being, I consider diversification as an exogenous characteristics of individuals’ asset
portfolios. In Chapter 6 of this dissertation I investigate the choice of diversifying vs. remaining
specialized. In a nutshell, the reason for diversification is to reduce risk or the variability of re-
turns. By owning a portfolio of multiple assets that are uncorrelated with each other, an individual
can reduce and effectively manage risk (Markowitz, 1952; Sharpe, 1964). Thus, diversification is
associated to a certain level of individual risk aversion and exposure.
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one hand and lose on the other; meanwhile, those investors concentrated in export-

oriented activities win from free trade and those who are specialized in the production

of import-competing products lose.

If the country adopts liberalization, the return for economic elite members with

participation in the sectors of comparative advantage (export-oriented activities) will

rise, and for those in relatively disadvantaged (import-competing activities) ones it

will decrease. However, given that in this hypothetical economy there is perfect mo-

bility across sectors with different levels of comparative advantage, over time, rental

rates should continue to move until they equate across all sectors of the economy

(Samuelson, 1948).4 In other words, eventually, the returns will be the same across

all sectors of the economy. Given this, economic elite members are likely to maxi-

mize returns when the total value of output in the economy is maximized. This is

true for individuals with different levels of diversification: because factor mobility

is perfect, over time, when prices adjust, the returns for individuals with different

initial endowments will be equal.

In this context, any attempt to expand one sector of the economy at the expense

of another (uncorrelated) sector to increase the returns in the former will lower

overall general returns and, therefore, the returns of the economic elite which, again,

can freely sell and buy securities across sectors. The increase in returns to a factor

employed in that sector will be more than offset by a movement from shrinking

sectors of the economy.5 This movement will occur until the rental rate within the

expanded sector reflects the new lower rental rate in the distorted economy. Thus,

even if the cost of seeking for protection was zero, economic elite members that move

4 Recall from Chapter 1 that a key result of the H-O model, the Stolper-Samuelson theorem,
shows how goods prices determine factor prices when factors are free to move between industries,
thereby equilibrating the return to each factor regardless of sector of employment.

5 For a mathematical proof of why the expansion in one sector shrinks another one decreasing
overall returns, see Rausser (2012).
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freely across activities with different levels of comparative advantageousness would

have no incentive to demand protectionism even when they have participation in

import-competing activities.

Note that this very simple model of economic elites’ preferences regarding trade

policy has a stark difference with the H-O model where factors (land and capital)

are also assumed to be mobile (within factor) across industries. In H-O capitalists

only support free trade when capital is abundant and oppose it when capital is

scarce. Similarly, landowners’ position on free trade is a consequence of their level

of scarcity. The simple hypothetical scenario I have depicted here, instead, considers

investors as potential owners of positions in export-oriented and import-competing

sectors, i.e. in sectors that have a comparative advantage (abundant) and those

that do not (scarce). In other words, different from H-0, I consider (a) economic

elites can be present and move around activities associated to both abundant and

scarce factors as it is convenient; and (b) they can simultaneously own shares in

activities associated to both of these sectors.6 Relevant implications of this are that

when economic elites are diversified into land and capital, for example, they will

not actively pursue sectoral policies, that is, they will not demand protectionism for

their sectors. Instead, as anticipated above, they will support broader policies that

benefit all of their sectors simultaneously.

Scenario II: No Mobility and Diversification

The prediction so far is that in a world where elites can freely move across different

activities (scarce and abundant, comparatively advantaged and disadvantaged) in

6 For example, if the economy has a factor endowment of abundant land and scarce capital, an
investor can move across sectors within one and the other: from cattle raising to producing textiles;
from manufacturing auto-parts to the exploitation of natural commodities. This type of movements
might seem unlikely in the real world, still they happen and they are no different from the type of
mobility proposed by H-0 where an apple producer can move to extracting mineral resources or an
investor in the energy sector can move to manufacturing toys.
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the economy it is less likely they will demand for state protection. However, in most

economies, both historically and contemporaneously, mobility is not perfect. There

are usually institutional and regulatory barriers that limit the capacity of investors

to detach from a sector to engage in another; furthermore, transaction costs for

selling and buying can be high, not to mention the cost of acquiring the know-how

of making an incursion in a new sector (Sharpe, 2011).

Thus, consider now another economy where, for the time being, the economic elite

remains being the only productive actor of the economy but now their capacity to

move across sectors is between null and low. For simplicity, there are still only two

relevant sectors in the economy, an export-oriented one and an import-competing

one. In this case, again, each economic elite member can choose to hold a port-

folio specialized in one sector or fully diversified. As predicted by the R-V model,

economic elite members that own portfolios concentrated in the production of ex-

port products will favor liberalization and those who own portfolios concentrated

in import-competing products will support protectionism. Differently, I argue that

those who own a mixed (diversified) portfolio will not support protectionism.

The logic is as follows. For simplicity, take an extreme case, an individual who

owns a portfolio of assets in exact proportion to the economy as a whole. This

individual is fully insured against the risks associated to each individual asset—if

part of the assets in her portfolio lose, others win compensating for the lose. In this

case, the income of this individual is directly proportional to national real income.

Therefore, following the logic developed before, any policy that helps a sector in

detriment of the other sectors in the economy is likely to reduce the national real

income and, thus, the income of the individual that owns an asset portfolio which a

level of diversification proportional to the economy’s level of diversification (Rausser,

2012).7 Simply put, in a context of no/low mobility, an individual with perfect

7 A mathematical proof of this can be found in Rausser (2012).

62



diversification of ownership in relation to the economy will have no incentives to

demand protectionism. Again, any protectionist policy that helps one sector and,

by definition, hurts other uncorrelated sectors in the economy, would decrease this

individual’s overall return.

Furthermore, recall from Chapter 2 that the level of specific risk of a fully diver-

sified portfolio approaches zero. Considering that protectionist policies are instru-

ments that have the ultimate purpose of reducing or neutralizing the risk specific

to a sector—a form of protecting domestic producers against expected and unex-

pected international and domestic shocks that can hurt their sector—individuals

who own portfolios that already minimize specific risk within portfolio should have

no incentives to pursue protectionist policies. Instead, under full diversification, the

expectation is that they will have incentives to push for policies that contribute to

increasing the overall output of the economy, that is, policies that expand all sectors

and reduce market risk, i.e. macro-level policies.

Finally, there is an additional feature of diversified investors that makes them less

likely to pursue sector-specific policies and more likely to seek macro-level policies

in contexts of low mobility. Regardless of the level of factor mobility, this type of

investor has the advantage of being able to transfer income originated in a specific

sector (for example, the productive use of land) to invest it in another sector at a

low/null cost, either because such sector is more profitable or because it going through

hard times. Thus, in order to manage within portfolio risk they do not need sector-

specific government policies as they can obtain their preferred results by transferring

resources within their portfolios.8 Take for example an exogenous positive economic

shock on the tradable sector that produces a change in relative prices that hurts

8 This ability is especially advantageous in highly volatile economies that are dependent on move-
ments in international prices (in most cases, the price of commodities). For this type of investor,
the cost of transferring resources within portfolio is low even when factor mobility costs are high,
as it is the case in most developing economies that rely heavily on the immobile factor (land) and
where transaction costs in the short-run are high.
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the non-tradable sector. At any level of factor mobility, a diversified entrepreneur

well aware that the boom might not last long might well decide to extract resources

from his tradable activities to sustain his investments in the non-tradable sector. By

doing so she can mitigate the impact of the economic shock by reaping benefits from

her tradable investments while attending his assets in the sectors that will be the

pillar of his portfolio when the terms of trade are no longer favorable for the tradable

sector. In a similar logic, diversified businesspersons are able to smooth the impact

of sector-specific policies (e.g. trade tariffs) that might benefit some of their sectors

and simultaneously undermine others. In other words, costless or low-cost within-

portfolio transactions makes diversified economic elites flexible enough to survive in

different economic contexts and thus less likely to actively seek protectionist policies.

These two stylized settings illustrate an important point. Perfect mobility of

capital can reduce incentives for demanding protectionism among economic elite

members that can move between activities with different levels of scarcity (typically,

from land-related activities to industry or vice-versa) and, most importantly, in a

world where capital is not perfectly mobile, portfolio diversification decreases the

demand for protectionism for those investors who are diversified. At the extreme,

an investor that is completely diversified should not lobby for protectionism in the

sectors she owns and are losers of free trade since her portfolio return will fall as some

sectors are benefited in the detriment of others. The concern of such an entrepreneur

is instead to obtain the type of policies that protect their capital by reducing market

risk, that is, policies that simultaneously benefit all the sectors in the economy. On

the opposite end, specialized entrepreneurs who by definition own one asset seek to

protect their capital by demanding policies that specifically benefit their sector—

protectionism is the case of those specialized in import-competing activities and

liberalization in case of those in export-oriented ones.
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Economic Elites, Portfolio Management, and Distributive Policy

Of course, most members of the economic elite do not own portfolios that make their

income directly proportional to the national income nor their level of diversification

is perfect such that all benefits and losses are balanced. Then, if this is the case, the

question is whether investors will support sectoral policies that accommodate their

portfolio interests or support general non-sectoral policies that benefit all sectors

together. Several strategies can be envisioned.

On the one hand, investors trade policy preferences could be portfolio weighed,

that is, if an investor is diversified she will support policies that benefit the sector

that occupies a larger portion of her portfolio, regardless of whether such policy

works in detriment of the performance of other sectors within the same portfolio. A

similar theoretical argument to this is developed in Mayer (1984)9 and, furthermore,

this intuition is implicit in current mainstream trade models. For instance, when

discussing the H-O model, Hiscox (2001) explains that investors might own a mix of

assets in different factors but they are identified with the one they are “well endowed”

relative to the economy as a whole (see footnote 11, p.8). In other words, there is no

difference between the preferences of investors that are fully specialized in a certain

sector and those that have a larger proportion of their investments in that same

sector since the latter will behave as if they were specialized in the sector in which

they have a larger participation. As an example, take a businessperson that has

40% of her investments in land, 30% in manufactures, 15% in services and 15% in

finance. According to Mayer (1984) and, implicitly, to existing trade models, this

businessperson will support the trade policy that benefits land and so will an investor

that has all her investments in land. Simply put, the implication of this argument is

9 Mayer (1984) model works under the assumption that individuals can own both capital and
labor. This author does not consider the possibility that capitalists might be also diversified in
land or have participation in export-oriented and import-competing activities.
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that any investor only will care about the policy that benefits the sector where she

has the largest investment.

On the other hand, another possible strategy for investors could be to lobby for a

mix of specific sectoral policies that combine protectionism and free trade regulations

depending on the needs of each sector in which they have participation. Different

from Mayer (1984), in this case, investors care equally about all their investments

and, thus, make equal efforts to advance multiple policies each of which fits the

specific needs of each sector where they have participation.

Alternatively, I propose that diversified economic elites will neither lobby only

the policy that benefits only their largest sector nor for a multiplicity of tailored

policies that fit the interests of each of the sectors they own. On the one hand, the

reasons why they will not pursue the first strategy have been developed before—if

the investor only lobbies for the policy that contributes to its largest sector, then the

individual identifies with a single sector regardless of the number of sectors where she

participates. On the other, I argue that the reasons why investors will not lobby for a

variety of policies each of which benefits a specific sector are two-fold and associated

with two types of constraints investors face: (a) the feasibility to differentiate policies

by sector and (b) their capacity of collective action.

(a) Diversification and Feasibility to Differentiate Sectoral Policies

I make the point that differentiating policies sector by sector to maximize income

and reduce risks in each sector at a time is less feasible for investors that are highly

diversified than for those who are not. First, from a policy perspective, having

to manage assets across multiple sectors implies managing potential both positive

and negative externalities between sectors. As explained above, often times sectoral

policies that benefit one sector hurt another one. Then, a rational investor’s strategy

should be to design a set of specific trade regulations that combine in such a way
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that gains offset loses. This is certainly plausible, yet, designing such policies and

lobbying for them becomes more difficult as the level of diversification increases.

Designing a package of trade regulations that accurately accounts for externalities

between sectors and considers the costs and benefits of alternative combinations of

policies in all sectors in which the investor has investments in such a way that all

sectors are benefited simultaneously (to keep them relatively competitive) can be

difficult to achieve. On the one hand, it not only requires money and time but also

complete information about prices and probabilities of the state of the world, and the

necessary skills to evaluate such information in order to determine the combination

of trade policies that will produce larger returns at a lower risk. The higher the

level of portfolio diversification, that is, the more sectors in which the individual has

participation, the less likely it is that the individual investor will be able to analyze

large amounts of information.10 On the other, lobbying simultaneously in various

sectors presents practical difficulties to investors, such as dealing and negotiating with

different actors within and outside the state—the relevant decision makers designing a

policy associated to the agricultural sector are, in general, not the same ones deciding

on industrial policy matters. Therefore, the more diversified an individual is, the

more costly it becomes to pursue a lobbying strategy that satisfies the requirements

of all the sectors that are included in the investor’s portfolio. At high levels of

portfolio diversification, reaching to different actors at different levels to negotiate

targeted policies can be more costly than reaching to a specific set of actors to lobby

for a single umbrella policy.11

10 In the modern world, where large investors tend to he highly diversified, they outsource the
activity of analyzing the costs and benefits of how much and when to invest in different activities
to third parties such as financial analysts if they do not directly invest their money in investment
banks or hedge funds what would directly operate their money for them (Easley et al., 1998).

11 Sectors have different requirements and, as explained by Ippolito and Walker (1980), they can
produce conflicts within diversified business conglomerates: “A policy responsive to the needs of the
natural gas industry might jeopardize the future of the coal companies. For this reason, business
groups often conflict within each other as much as they do with their rivals in the labor, consumer,
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Diversification and Collective Action Capacity

There is yet another factor that helps explain why diversified economic elites are more

likely to lobby for macro-level policy instead for multiple sector-oriented policies that

attend the specific interests of the sectors within their portfolio, their capacity to act

collectively.

Diversified and sectoral elite members not only have different economic incentives,

they also face different constraints given by the collective action problems they face.

First of all, trade policy presents a collective action challenge for specialized sectoral

elites, namely that all members of a sector or industry will benefit from their preferred

trade policy whether they make a contribution to achieve such policy or not. Investors

have incentives to contribute to such effort up to the point where the marginal benefit

of the policy equals the marginal cost of lobbying (Olson, 1982). However, collective

action is easier the more any non-participant can be excluded from the benefits. If

mobility is low, for specialized investors it should be easier to organize to demand

policies that grant protection to their specific industry because the potential benefits

of such policy are concentrated on that industry whereas the costs are dispersed

across the rest of the economy (Grossman and Helpman, 1996). In other words, the

benefits of protection would be more excludable, mitigating the free-rider problem.

Of course, if mobility is high, solving the collective action problem is much harder. In

this case, mobility disperses the benefits of any trade policy across all factor owners

regardless of the sectors in which they operate. This produces non-excludability,

which in turn opens up the possibility of free-riding (Alt and Gilligan, 1994).

For diversified investors the problem is different. First, their diversified nature

makes them unexcludable from the benefits associated to each of the sectors where

they have invested interests, therefore diminishing their incentives to contribute to

and environmentalist movements.” (Ippolito and Walker, 1980, p. 282)
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lobbying in each of these, or increasing their incentives to free-ride by letting spe-

cialized elites in each sector do the lobbying effort. Second, for them it is difficult to

agree with other actors in each sector where they have invested interests which is the

best possible tariff that will benefit them in that sector without hurting their other

sectors. Because each individual owns portfolio with a different structure it is hard

for investors to find supporters of the specific set of policies that fulfills the needs of

their particular portfolio.

Differently, when it comes to lobby for policies that cut across sectors it is eas-

ier for diversified elites to solve the collective action problem. Although every en-

trepreneur is interested in the rule of law and maintaining a general set of laws and

regulations that create a good climate for investors, specialized elites face a high

cost of acting collectively with members of the business community that belong to

other sectors. For specialized businessmen the cost of collective action at the sec-

toral level is low but the cost of collective action to demand for general rules is high.

The expectation is that each sector will be concerned about specific sectoral policies,

and no one will push for a general business interest. Instead, diversified economic

elites who, by definition, are very well connected to each other and have overlapped

interests face lower costs of collectively pressing for general goods.

Summary and Empirical Implications

To summarize, the core argument so far is that if we account for the diversification

structure of the asset portfolio of economic elites we uncover a different source of

variation in economic elites’ policy preferences that has not been captured before

by existing models. Diversified elites have few incentives to pursue sector-oriented

policies, including the demand for protectionism, in contrast to specialized investors

who prioritize policies that benefit their sector alone, that is, protectionism when

they operate in import-competing activities or liberalization when they operate in
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export-oriented ones. Instead, diversified elites have incentives to push for macro-

level policies with a multiplier effect across all sectors of the economy.

In other words, diversified investors do not actively pursue sectoral protectionist

policies. Within their portfolios multiple and oftentimes contradictory sectoral in-

terests coexist, thus, these elites do not have incentives to push for sectoral policies

that might potentially have negative effects for other sectors where they also have

invested interests. The sectoral interests of these individuals are derived from their

unique portfolio structure, and as their investments become more diversified, the

overlap between tradable and non-tradable activities is greater. The more diversi-

fied they are, the less likely they will be to actively support protectionism. At the

extreme, a diversified elite member with a perfectly uncorrelated portfolio, with half

investments in the tradable sector and the other half in the non-tradable, will prefer

a trade policy that does not distort domestic relative prices, that is, no protection-

ism. Instead, diversified elites main concern is to affect laws and regulations that

cut across sectors and, more specifically, the provision of public goods that benefit

multiple sectors at the same time, the security property rights, the rule of law and a

general set of rules and institutions that guarantee they will be able to increase their

profits by making investments across their diversified portfolios.

The main implications of my argument so far are the following:

Hypothesis 1a. Diversified economic elites are more likely to advance macro-level

policies than specialized ones.

Hypothesis 1b. Specialized economic elites are more likely to advance sector-

oriented policies than diversified elites.

Hypothesis 1c. An increase in the level of diversification of an investors’ ownership

portfolio is associated to a decrease in the individual’s desired level of protectionism.
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3.2 How: Economic Elites and Mechanisms of Political Influence

So far I have criticized that a vast part of the literature in political economy builds on

theories where economic elites are largely assumed to identify with a single economic

activity and thus promote the policies that benefit the group with which they identify.

I have proposed, instead, to relax this assumption and open what has so far been

a black box: the asset portfolio of economic elites. Thus, in the previous section,

I explained why and how asset portfolio diversification affects elites’ distributive

policy preferences. Now, I jump to explain how these preferences are advanced into

the political arena.

Understanding how elites’ interests are transformed into policies is a key mat-

ter that has been under-explored by political economy approaches to distribution.

Underlying these works, already surveyed in Chapter 1, lies the assumption that

economic power directly translates into political influence, namely that powerful

economic elites control the state or that their interests are directly represented by

political elites (see Marx and Engels, 2002). They do not problematize the mech-

anisms through which economic elites advance their policy agendas—whether they

do so running for office, via business associations, lobbying through social connec-

tions or campaign contributions, to mention some of the instruments to which they

can resort. How economic elites advance their interests is a question that has been

answered by another part of the political economy literature, that on business influ-

ence, which has barely conversed with the one on distributive politics. Indeed, there

have been few attempts to dissect the mechanisms that effectively translate economic

power into specific distributive policy outcomes (exceptions to this are: Baumgartner

et al., 2009; Culpepper, 2011; Fairfield, 2015; Winters, 2011).

Within the literature on business influence, a rich set of studies address the eco-

nomic returns that non-market strategies report to businesspeople and their firms
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(e.g. Grossman and Helpman, 1994, 1996, 2001). However, first, these works do not

ask why members of the economic elite choose different instruments to advance their

policy interests. Whereas some investors seat in Congress or hold appointed position

in government, others donate money for political campaigns, and others prefer to

participate actively in business associations or to invest their time in establishing

social connections with key decision-makers. The argument developed in the fol-

lowing pages tackles precisely the question about why they do so. Secondly, there

is a gap between the reviewed distributive politics literature in political economy

and the institutions-oriented one dedicated to the study lobbying. In explaining

how asset portfolio impacts elites’ policy preferences, subsequently their strategic

choice of mechanisms of influence and, finally, how this is translated into distributive

outcomes, my argument makes an effort to bridge these two literatures.

I begin by observing that the array of mechanisms economic elites can use to in-

fluence policy outcomes is varied. First, all elites can and are likely to resort to both

formal and informal instruments. On the one hand, formal instruments are those in

which business actors work “within constraints specified by formally codified rules

that are (usually) consistently and equitably enforced” (Radnitz, 2010, p. 351). The

two most common formal mechanisms are economic elites direct participation in pol-

itics running in elections and occupying elected and appointed positions in the state,

and organization and lobbying via employers’ associations. Another example, less

common in developing economies, are public-private collaboration councils through

which business participates in the design of policies that affects it directly (Schneider,

2004a; Rodrik, 2008; Schneider, 2013; Fairfield, 2015).

On the other, informal mechanisms are different from formal ones in that these

convey “socially shared rules, usually unwritten, that are created, communicated,

and enforced outside officially sanctioned channels” (Helmke and Levitsky, 2006, p.

5). Informal lobbying mechanisms are varied and usually hard to observe. These can
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be divided into illegal and legal practices. Illegal ones involve paying off politicians

to act accordingly to business preferences —for example, to advance a policy, change

their vote on an issue, adjudicating a public contract. Such payoffs usually are out-of

limits campaign contributions, bribes, revolving doors and, in some contexts, even

physical coercion and blackmailing. Instead, legal forms of informal lobbying are

fundamentally social connections, that is, exerting influence via family and friendship

relationships.

Furthermore, the instrument used by business elites to advance their agenda can

be classified between those through which influence operates from within the state

apparatus as opposite from outside the state apparatus. In other words, economic

elites can decide to participate directly in politics to advance their interests, embed-

ding themselves in the state structure; or they can choose to do politics from outside,

that is, engaging with the political elite without becoming part of it.

Regardless of whether the instruments that elites use to advance their policy

agendas are formal or informal, operate from within or outside the state apparatus,

I make the point that each instrument can be more or less effective at targeting

multiple vs. a single policy issue. I explain that certain mechanisms, for example,

seating in Congress or occupying a high-ranked position in the Executive office, can

provide access to participate in decisions on multiple issues and, furthermore, to

positions that allow monitoring policy implementation. Differently, bribes are most

likely a single shot strategy aimed to switch a politician or bureaucrat’s decision on

a specific issue. Likewise, campaign contributions can help maintain influence over

a politician during the period of her mandate allowing donors to have a say on the

decisions made by a specific politician or group of politicians.

Table 3.1 presents a summary of possible strategies economic elites can pursue

from within and outside the state apparatus and which ones are more suitable to

influence multiple vs. single issues.
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Table 3.1: Mechanisms of Influence

Target

Multi´ issue Single´ issue
S

o
u

rc
e

Elected position in gov’t; Some elected position in gov’t

Inside Appointed position in gov’t (e.g. ministry of agriculture)

Outside Encompassing business Non-encompassing business

associations; socialization; associations; bribes;

campaign contributions revolving doors

In the remainder of this section, I develop the logic behind this argument. I

explain how each of the following forms of influence are more or less effective to

target macro-level policies vs. sector-oriented ones and, therefore, why diversified

and specialized business elites opt for different instruments to advance their agen-

das: direct participation in office (elected and appointed positions in government),

organizations in business associations (encompassing and non-encompassing), infor-

mal social connections, and money in politics (campaign contributions, bribes, and

revolving doors). All these forms of influence are not-mutually exclusive, economic

elites can invest in several of these at the same time. However, given time and money

constraints, I argue that it is likely that they will invest in the type of mechanism

that more efficiently serves their interests. I explain that holding a position in gov-

ernment is more suitable to advance macro-level policies, so it is to establish social

connections with political elites and participating in encompassing business associ-

ations, whereas non-encompassing business associations and money in politics are

vehicles more efficient for the pursue of sector-specific policies.
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Participation in office

Business entrepreneurs can decide to influence policy outcomes by holding elected

and appointed positions in government. Several works have shown that a seat in

Congress can produce high returns for politicians and firms connected to them (e.g.

Geys and Mause, 2013; Szakonyi, 2018; Truex, 2014; Barnes, 2006; Faccio, 2006;

Roberts, 1990; Eggers and Hainmueller, 2009; Fisman, 2001; Goldman et al., 2009;

Lenz and Lim, 2009; Querubin and Snyder Jr, 2009) and so can to occupy a position

in the executive power (e.g. Faccio, 2006). Even though the strategy of occupying

a legislative or executive position in government is extensive to advanced and devel-

oping democracies, it has been argued that in the latter, where there is weak rule

of law, this type of mechanism is the winning strategy for business entrepreneurs

that face difficulties to restrain the actions of the politically powerful (Markus, 2012;

Markus and Charnysh, 2017, p. 1634). As Winters (2011, p.7) points out: “where

property is reliably defended through institutions oligarchs have no compelling need

to be engaged directly in political roles (...) However, their political involvement be-

comes more direct again when external actors or institutions fail to defend property

reliably.” In other words, when institutions protect their interests, economic elites

are less prone to occupy government positions; instead, when institutions are not

reliable, businesspeople prefer to do the job themselves.

Within this literature, many studies have pointed out that the reasons individ-

uals run for office can range from the desire to obtain personal returns to that of

implementing policy changes that satisfy their constituencies or the population as a

whole (Alesina, 1988; Persson and Tabellini, 2002; Ferraz and Finan, 2009). How-

ever, within this literature there is increasing evidence showing that the motivations

behind business elites engagement in political activity transcends their ambition for

reaping material rewards from the state. For instance, some works have found that
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wages and post-congressional payoffs do not explain why individuals run in elections

and that, instead, policy rewards play an important role in such decision (Diermeier

et al., 2005). This is not surprising for already wealthy private sector individuals

who decide to run for office. Campaigning for office and serving as a state official

requires high investments not only in money but also in time that divert business-

people focus from their profitable private endeavors. Furthermore, private sector

individuals who run for office need to invest more money and time than an average

politician to compensate for their lack of political experience and skills (Diermeier

et al., 2005). Thus, their opportunity cost of public office is higher than for profes-

sional politicians (Gehlbach et al., 2010) and pausing their business affairs can even

hurt their wealth (Markus and Charnysh, 2017). This suggests that if businesspeople

decide to run for office, a practice that is more common in countries with weak rule of

law (Radnitz, 2010; Junisbai, 2012; Markus and Charnysh, 2017), it is because they

seek larger policy purposes. As explained before, such policy purposes can be broad

and encompassing (macro-level policies) or narrow and particularistic (sector-level

policies).

Of course, from government positions, both policies that cut-across sectors or that

are sector-oriented can be can be shaped. The question is then which types of policies

are pursued more efficiently via elected or appointed positions in government. Some

have argued that in contexts where institutions and the rule of law are weak, and

there is a “lack of credible commitment” (Markus, 2015; Markus and Charnysh, 2017)

that the state will protect capital holders private property and assets, the winning

strategy for businesspeople is to directly participate in politics holding positions in

office (Gehlbach et al., 2010). By doing so, they assume positions of power from

where they can influence policies, monitor their implementation and, at the same

time, they can directly supervise (and exert pressure so that) the inner workings of

the state apparatus guarantee the security of property rights and the rule of law,
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pillars of a safe climate to do business.

Following Grossman and Helpman (2001, 1994), lobbying for particularistic ben-

efits is more efficient via campaign contributions or paying-off individual politicians.

Thus, to obtain sector-level benefits, it is likely that businesspeople will follow a

strategy of lobbying with a specific decision-maker or group of people that decide on

a particular matter. However, general policies that cut across sectors and that are

not defined by a single policy but by a set of laws, regulations and state practices,

cannot be lobbied using such strategies. It is not the decision of a single politician

nor it is a one-time vote to maintain the security of property rights and the rule of

law. Therefore, I argue that in settings where institutions do not guarantee these,

such policies are more efficiently pursued by businesspeople through their direct in-

volvement in public service.

In a nutshell, even though direct participation in government can be used to

achieve individual, firm or sector-level benefits for business, it is most importantly

used by private sector actors to defend general interests that cut across sectoral is-

sues. By directly occupying elected and appointed positions, businesspeople can take

part in general decisions that ensure property rights, the rule of law, and low transac-

tion costs for investors. Moreover, they can also get privileged access to information

on policies that are under consideration at different stages of the state, mitigating

the uncertainty component proper to economic investments. Furthermore, business

elites do not need a seat in Congress or to occupy executive positions themselves

since they can also get indirect access to these positions indirectly through family

members. Therefore, I expect diversified businesspeople to participate (directly or

indirectly, via family linkages) more in government than specialized investors. For

them, participation in government attending general issues is not their optimal strat-

egy. Simply put, the cost of participating in government in an elected or appointed

position would be too high for a specialized businessperson that prioritizes specific
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policies related to her sector.

Hypothesis 2a. Diversified economic elites are more likely to participate in govern-

ment in elected positions than specialized elites.

Hypothesis 2b. Diversified investors are more likely to participate in government

appointed positions than specialized ones.

Business associations

Employers organizations are another vehicle economic elites might use to advance

their policy agendas. Their role in distributive struggles has been widely studied in

the context of advanced democracies (Rueda and Pontusson, 2000; Martin, 1991;

Swank and Martin, 2001; Martin and Swank, 2004; Culpepper, 2011), but con-

tributions also expand to developing countries (Cammett, 2007; Schneider, 2013;

Castañeda, 2016; Schmitter, 1971, 1985). For example, Castañeda (2016) shows

that, in Latin America, businesspeople are better able to block revenue-raising tax

reforms in countries with centrally coordinated business associations than in those

with decentralized business organizations.

We know from the literature on business organization that variations in patterns

of business interest groups’ internal organization can affect the implementation of

welfare, social, and economic policies in democratic systems (Culpepper, 2011; Mar-

tin and Swank, 2004; Schneider, 2013). For instance, Martin and Swank (2004)

explain that employers organizations’ policy agenda depends on the level of central-

ization of representational power.12 Organizations that are centralized and encom-

passing are more likely to pursue policies “that transcend the narrow, particularistic

demands of individual firms or sectors and, in turn, focus on the collective concerns

of their diverse membership” (Martin and Swank, 2004, p. 594). Meanwhile, “nar-

12 See also and Swank and Martin (2001) and Martin and Swank (2012).
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rowly defined interest groups tend to concentrate on the particularistic self-interests

of their members” (Martin and Swank, 2004, p. 597). In other words, different

types of employers’ organizations have different policy aims—for Martin and Swank

(2004) encompassing business associations have broad aims such as extending social

protections, for others such aims expand to other areas like policies for human capi-

tal development (Martin, 1999). The reasoning behind this logic is double. On the

one hand, non-encompassing business organizations are less successful at solving the

internal collective action problem associated with actively seeking policies that tran-

scend specific sectoral interests; this type of organization is more likely to free-ride

when it comes to investing resources in pushing for policies that benefit the business

community as a whole (Olson, 1982). On the other, encompassing associations are

better integrated than non-encompassing ones into policy-making forums and have

access to pivotal actors in the policy process than non-encompassing ones (Martin

and Swank, 2004, 2012).

Following these arguments, considering that all investors have the opportunity

to participate in both encompassing and non-encompassing business organizations,

I expect investors specialized in a single activity to be less likely to organize in

encompassing associations where the chances of achieving agreements on sectoral

policy are smaller. Instead, because their priority is to guarantee benefits for their

sector (for example, trade tariffs and subsidies), I expect them to be more likely to

organize with other investors that have the same sectoral policy preference. Instead,

diversified elites should be more likely to organize in encompassing associations that

attend their broader policy agenda.

Hypothesis 2c. Specialized economic elites are more likely to organize in non-

encompassing business associations than encompassing ones.

Hypothesis 2d. Diversified economic elites are more likely to organize in encompass-

ing business associations than in non-encompassing ones.
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Social connections

Social connections are an important informal mechanism economic elites can use to

influence policymakers’ decisions. Starting with the seminal work by Mills (1956),

who first conceptualized the idea of “power elite” as a small set of interchangeable

economic, social, political, and military leaders who govern a society, a set of instru-

mentalist sociologists of Marxian root have focused their attention on explaining how

a shared social background and dense intra-elite ties allow the economically powerful

to use the state as a vehicle to advance their interests (Miliband, 1969; Domhoff,

1978; Useem, 1986). Informal ties between economic and political elites of different

ranks, including bureaucracies (Weber, 1978), can take a variety of forms. Some of

the most studied ones in the sociology literature involve similar standard of living,

common social activities, similar educational background and inter-marriage linkages

(Camp, 2002). These social connections matter for a variety of reasons. First, be-

cause individuals that share a same social network are exposed to the same ideational

framework—being raised in the same neighborhood or attending the same school in-

fluences individuals’ ideas over policy (Berman, 1998). Second, public officials often

rely on the advice and assistance of a network of individuals they trust and, as for

everyone else, this network tends to be small and composed of people with whom

they have a shared experience. After all, “it is natural to tap private sector friends,

associates, and acquaintances with relevant expertise when needed, including asking

them for advice and hiring them into government positions” (Acemoglu et al. 2014,

p.14). Third, intra-elite networks are relevant because they contribute to the circu-

lation of information between the members of the network. Finally, if businesspeople

and politicians are part of the same social network, the former might be better able

to hold politicians accountable than voters who do not directly relate to the political

power.
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Contemporary versions of this type of argument in the field of political economy

include recent contributions on the value of social and family connections by Ace-

moglu et al. (2014), who show the higher influence that well-connected American

businesspeople have during times of crisis; Cruz et al. (2017) who reconstruct family

networks in the Philippines and find that politicians who come from high-income

families have an electoral advantage; and Zimmerman (2013) who shows that school-

ing connections in Chile is what makes the top 1% of the economic and political

elite. These findings support the popular intuition that social connectedness can

make business elite members more influential than the median voter.

There are numerous reasons why sharing the same social environment can help

businesspeople influence decisions made by politicians. Putnam (1994) explains that

voluntary associations, such as social clubs, are the essential form of horizontal in-

teraction and reciprocity. They influence cooperation between actors because they

“increase the potential costs to a defector in any individual transaction”; “they “fos-

ter robust norms of reciprocity”; and they “facilitate communication and improve

the flow of information about the trustworthiness of individuals”. These attributes

constitute the “social capital” that makes collective coordination more efficient (Put-

nam, 1994, p. 167). All types of organizations, including business associations or

political parties, facilitate cooperation. However, those where horizontal linkages

prevail, as it is the case of social clubs, are better able to produce information about

the behavior of other members in the group, making the threat of exclusion from

the network more credible (Putnam, 1994, p. 172-173). This makes elite social clubs

powerful channels for business to influence politics.

Both specialized and diversified economic elites have incentives to participate in

social clubs that are also attended by political elites because, as explained, these

can serve as a mechanism to cooperate with politicians and maintain them account-

able. However, given that the form of social capital generated by these clubs is more
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efficient at producing collective cooperation to generate general goods rather than

particularistic ones, I make the case that diversified economic elites will be more

interested in investing their time and efforts in participating in elitist clubs than

specialized investors. By participating in these clubs, diversified elites can build

linkages of trust with politicians that allows the former to hold accountable the

latter on macro-level issues such as maintaining the rule of law or securing prop-

erty rights. Certainly, specialized investors might and do also participate in elitist

clubs. However, I expect this type of actor to rely less on this mechanism to ad-

vance its agenda because clubs are less efficient at producing cooperation to obtain

particularistic benefits. Participating in social clubs can make accessible to ask for

particularistic favors, such as obtaining a subsidy for a sector or a tax break, but it

is less frequent that specialized investors will use this instrument for such purpose.

For this vehicle to be effective at obtaining a sectoral or particularistic benefit, first,

the right decision maker has to be part of the same social club, and second, the

policymaker in question has to make the decision of favoring some members of the

club over others, adding uncertainty about the effectiveness of such instrument for

the purpose of obtaining benefits for a specific sector.

Hypothesis 2e. Diversified economic elites are more prone to participate in elite

social clubs attended by high-ranked politicians than specializes business elites.

Money in politics

There is yet another important mechanism economic elites use to influence the pol-

icymaking process, money. Money can enter politics through different channels. Its

most direct manifestations have been largely studied in political science and are the

following: campaign contributions and bribes (see Weschle, 2015). These are cer-

tainly different in many regards. For instance, campaign contributions are a formal
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way in which business can fuel money into politics, albeit there are thresholds im-

posed by the law that delimit when campaign contributions are legal and when they

are not, whereas bribes are indisputably informal and illegal. There is a plurality of

empirical studies on the reasons why business elites donate money and the returns

they get from these donations. These studies mostly focus on the United States, but

evidence comes from other countries as well, both advanced industrial and develop-

ing ones. Still, whether campaign donations produce positive, negative or no returns

for firms is still a matter of debate in this literature (e.g. Boas et al., 2014; Tripathi

et al., 2002; Ansolabehere et al., 2003).

What these manifestations of money in politics have in common is that money is

targeted to a specific actor or set of actors as a payoff to obtain a certain policy out-

come. The influence exerted over the one receiving the payoff can be circumscribed

to a single time—for example, a bribe payed to a politician to vote a bill—or can

be exerted in a continuous way—for example, campaign donations made under the

expectation that the benefited part will be somehow responsive to the donor. Thus,

a feature of money is that it is used to influence a decision maker or a set of decision

makers. Therefore, its most efficient use is to lobby for sector-oriented policies. If a

businessperson was interested in influencing a macro-level policy, take as an example

a policy that secures property rights, it is unlikely that fueling politicians with money

will help achieve such purpose.

As Grossman and Helpman (2001) explain, sectoral interest groups are likely to

focus their lobbying efforts on particularistic issues and, therefore, to spend more

resources in legislative lobbying through campaign contributions because it is rela-

tively inexpensive and individual legislators are more responsive to tangible benefits.

I follow their logic and argue that, therefore, economic elite members with special-

ized portfolios will be more likely to use money to influence politicians decisions than

diversified economic elites.
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Hypothesis 2f. Specialized investors are more likely to use money (campaign contri-

butions and bribes) than diversified ones.

3.3 To What Extent: Economic Elites and Distributive Outcomes

At this point I have explained why members of the economic elite have different

policy motivations and how they advance their agendas. To recapitulate, diversified

investors are more likely to seek policies that cut across sectors whereas specialized

ones pursue policies that benefit their sector alone. As an implication of this, di-

versified elite members are likely to resist protectionism even when they hold assets

in import-competing activities. Furthermore, diversified entrepreneurs tend to seek

positions in government and use socialization techniques that allow them to influence

the type of policies that better protect their capital, whereas those who hold undiver-

sified portfolios and have a narrower sectoral agenda tend to use non-encompassing

business associations as a lobbying vehicle. Now, I address the main aggregate level

implications that derive from the argument developed above.

First, given that the equilibrium political strategies of diversified investors are to

occupy positions in government and to participate in political elites’ social circles,

I expect that in contexts where the dominant elite is diversified there should be a

higher level of embeddedness of the economic elite in the state structure. Such embe-

deddness, I expect to be translated into the overlap between economic and national

political elite families. Instead, where the dominant economic elite is specialized,

I expect to observe separation or distance between economic and national political

elite families.

Second, Given the specific policy priorities and strategies of diversified and spe-

cialized economic elites already depicted above, I expect that in settings where the

dominant elite is highly diversified there will be a larger provision of macro-level

policies and thus, more security of property rights, rule of law, and a higher provi-
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sion of public goods, all these producing a better climate for doing business, than

in settings where the dominant elite is specialized in a single sector. In the latter

cases, I also expect sectoral trade conflicts to be more salient than in the former.

This is so because where elites are more diversified it is likely that they will embed

themselves in the state apparatus, via their direct participation in politics and so-

cialization with political elites, to secure their preferred macro-level policies. Such

macro-level policies, again, involve policies that cut across sectors. The most tan-

gible of these is the provision of public goods that improve the performance of the

overall economy. Relevant examples of this type of public goods are the expansion

of roads, transportation, and communications, as well as the expansion of education,

of which most sectors of the economy benefit from. Instead, in contexts where elites

are specialized and lobby for their preferred sectoral policies from outside the state

structure, it is likely that competition between sectoral elite groups trying to push

for sectoral benefits will emerge leading to intra-elite disputes around sectoral issues

in general and trade in particular.

To summarize, the testable aggregate-level implication of my argument is the

following:

Hypothesis 3. In settings where the dominant economic elite is diversified it is likely

there will be a higher level of provision of public goods than in contexts where the

dominant elite is mainly specialized in a single sector.

Hypothesis 3b. In contexts where the economic elite is highly diversified it is likely

there will be a higher overlap between economic and political elites at the national

level than in cases where the dominant economic elite is specialized.

3.4 Summary

In this chapter I have proposed a theory that answers why, how, and to what extent

economic elites influence distributive policies and outcomes. I have argued that
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diversified and specialized investors pursue different types of policies to protect their

capital and, therefore, resort to different political strategies to advance their policy

agenda in the most efficient manner. Furthermore, from the individual level argument

developed here, I have derived a set of hypotheses that address the question of the

extent to which economic elites shape distribution. In particular, the presence of a

dominant elite with different levels of diversification leads to different political and

economic equilibriums. On the one hand, diversification of the dominant economic

elite is associated to a higher level of embeddedness between economic and national

political elites, on the other, it is associated to a higher provision of public goods

and lower intra-elite conflicts around trade policy.

The rest of the dissertation is dedicated to empirically test the individual- and

aggregate-level implications of this argument. My empirical strategy is the following.

In Chapter 4 I test the portion of the theory that establishes a causal link between

individuals’ asset portfolio diversification and their policy motivations. In this chap-

ter, I leverage fine-grained individual-level data on the asset holdings of Argentine

economic elite members between the mid-nineteenth and late-twentieth centuries.

Subsequently, in Chapter 5 I evaluate the part of the theory that posits a relation-

ship between asset portfolio diversification and elites’ strategic choice of mechanisms

of influence. Again, I explore in depth individual-level variation in the Argentine case

by leveraging asset holdings data used in Chapter 4 and a novel dataset on elites’

use of different forms of influence. Finally, in Chapter 6 I round-up by connecting

the individual-level implications of my argument to the aggregate-level ones. In this

piece, I use the case of Chile to evaluate the impact of original diversification on elite

members’ political behavior and it impact on the provision of public goods both in

the short- and the long-run.
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4

Asset Portfolio Diversification, Policy Motivations,
and Trade

The previous chapters revealed the empirical and theoretical relevance of asset port-

folio diversification. In Chapter 2, using the Argentine case as an illustrative example

and historical anecdotes from other economies, I showed that diversification has been

an investment strategy largely used by economic elite members since early stages of

the modernization process even in economies that have historically displayed an

intra-elite pattern of segmentation by sector. Having also explained in Chapter 3 the

association between the structure of the asset portfolio of economic elites and their

incentives to pursue public policies that have a multiplier effect on the overall econ-

omy versus policies oriented towards a specific sector, in this chapter I empirically

test this relationship and its implications for elites’ trade policy preferences.

I specifically investigate whether and how asset portfolio diversification affects

economic elite members’ interest in advancing macro vs. sectoral policies and their

trade preferences, in particular, their incentives to lobby for protectionism. I test this

part of my argument in Argentina since its early stages of transition into a modern

economy in the mid-nineteenth century until past the second half of the twentieth
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century. Combining automated text analysis, network and regression analysis tools,

I examine bill initiatives and roll call votes to uncover the policy positions of mem-

bers of Congress with different individual and family levels of portfolio diversification.

These analyses leverage three data sources. First, I rely on the original hand-collected

intra-elite networks panel database gathered already described in Chapter 2. This

data allows me to measure with precision the level of diversification of the members

of the economic elite between circa 1860 and 1965. Second, I use a previously unex-

ploited dataset on sponsorship of 74,919 bill initiatives treated in both chambers of

Congress between 1862 and 1975. Third, I rely on roll call votes on all trade policies

passed in the lower chamber of Congress between 1904 and 1954 and biographical

information of members of Congress.

Both the analyses of bill initiatives and roll call votes support the hypothesis that

legislators that were more diversified (or connected to diversified elites) sponsored

bills on macro-level issues whereas legislators that owned specialized portfolios (or

were connected to diversified elites) were more likely to advance sector-specific poli-

cies. Furthermore, the former were less likely to vote in favor of protectionist laws

than their counterparts specialized in import-competing sectors.

The contribution of this chapter is manifold. Theoretically, first, it provides evi-

dence in support that there is an under-explored cleavage within the economic elite,

that between diversified and specialized investors, and that such cleavage explains

elites’ divergent policy motivations and preferences. All elite members want to pro-

tect their capital but in order to do so they must pursue the policies that better insure

their combination of investments. Second, this chapter seeks to answer a question

that has so far been unanswered by the literature on trade politics: if landowners and

capitalists are not separate actors with conflicting interests but a single actor that

faces the challenge of balancing conflicting interests that coexist at its heart, then,

what is its trade preference and role in trade distributive conflicts? Third, a direct
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implication of the argument advanced here is that trade might generate a split be-

tween diversified and non-diversified elite members both within the export-oriented

and import-competing sectors, changing the prospects of coalition formation between

capitalists. Therefore, understanding diversified elites’ preferences and their role in

trade struggles have the potential to reshape the way in which we think about major

domestic economic changes throughout history. Fourth, accounting for diversified

elites’ interests is especially important in the context of developing countries where

capital tends to be scarce and land abundant and where export-oriented activities

are attached to the exploitation of land whereas import-competing ones are related

to manufacturing. In such context, according to existing trade theories, an align-

ment of interests between the landed and capitalist elites is theoretically impossible.

However, as it will become clear in the following pages, throughout history at many

points these two actors were indistinguishable. Yet, this theory also sheds light on

understanding the evolution of trade struggles in developed economies where both

historical and contemporary evidence suggests that sophisticated investors are often

times highly diversified. The fifth contribution of this chapter is empirical. By an-

alyzing a massive amount of original and hand-collected data that spans for over a

century, this chapter contributes to unveil how changes in the structure of economic

actors affect trade politics over time. Even though the data presented here corre-

sponds to a single case, Argentina, a similar research design can be plausibly applied

to study other country cases. Finally, there is a practical contribution associated

with the findings of this chapter. If diversified economic actors are less likely to

lobby for protectionism and more likely to advance a policy agenda that benefits the

economy as a whole, policies that promote diversification can reduce the incentive

of agents to seek sectoral rents, which are typically described by economists as dis-

torsive for economic growth. There is, however, a trade-off. The retrenchment of

policies that protect domestic industries can have negative consequences for domestic
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economies (consumer prices, employment levels, for example) and furthermore can

constraint the possibility of backward economies to develop competitive industries

(see Gerschenkron 1962).

The chapter proceeds as follows. In the next section, I recapitulate the main

implications of the theory presented in Chapter 3 regarding the relationship between

asset portfolio diversification and elites’ policy preferences. Section 3 describes the

methods and data used to test my argument. Section 4 presents the portion of the

evidence that corresponds to the quantitative analysis. Finally, I summarize and

discuss the findings of this paper in the light of existing discussions on the political

economy of trade policy.

4.1 Asset Portfolio Diversification and Policy

Does asset portfolio diversification affect individuals’ policy preferences and, more

specifically, their incentives to demand protectionism? To recapitulate, in Chapter

3 I have argued that diversified and specialized economic elites have different policy

preferences. Given their different portfolio management strategies and capacity to

act collectively, investors that are highly diversified have fewer incentives to advance

a sector-specific agenda than those who are specialized and, furthermore, to seek

for protectionism than investors that are concentrated in import-competing activi-

ties. Instead, diversified actors that own portfolios that might include a mixture of

uncorrelated activities (which can include mobile and fixed assets and assets with

different degrees of specificity) have incentives to advance macro-level policies that

contribute to improving the overall economy. As an implication of this, I explain

that diversified elite members to do not seek protectionist trade policies; instead,

specialized elite members respond to the type of incentives pointed out in the trade

literature: the owners of exclusively export-oriented assets seek free trade and the

owners of import-competing ones protectionism.
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Recall the main implications of this moment of my argument are the following:

Hypothesis 1a. Diversified investors tend to lobby for macro-level policies than

specialized investors.

Hypothesis 1b. Specialized investors tend to lobby for sectoral policies than diver-

sified investors.

Hypothesis 1c. An increase in the level of diversification of an investors’ ownership

portfolio will decrease the individual’s desired level of protection in the import-

competing sectors where the individual has investments.

4.2 Empirical Challenges

Analyzing the effect of portfolio diversification on economic elites’ preferences is

methodologically challenging for several reasons. The first set of difficulties is as-

sociated with measuring the dependent variable, individuals’ preferences over trade

policy. First, individuals’ preferences are, overall, difficult to measure. Public opin-

ion studies that rely on self-reported policy preferences raise immediate questions

about the accuracy of survey instruments and whether citizens’ respond sincerely

and consistently (Ansolabehere et al., 2008). Second, more specifically, economic

elites’ preferences are even more difficult to assess than citizens’ preferences. On the

one hand, this is so because of visibility. Most businesspeople do not typically make

public appearances to make explicit their position on policy matters as politicians

do, especially on sensitive issues that might have implications for the lower income

sectors or the society as a whole. Instead, because of the potential legal and ethical

implications of making explicit that they are advancing a policy agenda, business

interests are typically discussed behind doors and, therefore, difficult to identify. Of

course, business associations and big business players often times make public or

intra-organization statements about their position in relation to policies that regu-

late their activities. Analyzing such positions can be a good strategy to infer the
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preference of a specific sector or industry1, however, if we consider investors’ pref-

erences can vary within sector (based on their level of diversification), the position

presented in such statements cannot be attributed as the policy preference of all

members of the business community. On the other, because business actors tend

to be strategically reserved about their interests since, differently from what occurs

with ordinary citizens, these can have repercussions (e.g. firms might be sanctioned

by governments, stock values might change, etc.).

Another set of challenges is related to the measurement of the main independent

variable in this chapter, economic elites’ level of diversification. Because the structure

of the economic elite is likely to change across time, as some actors disappear and

others emerge, it is difficult to determine who is a member of the “economic elite”. In

addition, once individuals that can be considered part of the elite have been identified,

it is hard to disentangle the composition and structure of their asset portfolio.

Finally, establishing the relationship between portfolio diversification and indi-

viduals’ preferences over trade policy raises endogeneity concerns. Such concerns are

due to the possibility of reversal causality, whereby individuals’ observed preference

affects the structure of their asset portfolios and not vice-versa and omitted variable

bias, whereby an unobserved factor might be explaining variation in the dependent

variable.

In the next section, I jump to explain how my empirical strategy addresses each

of these concerns.

4.3 Empirical Strategy

To address measurement and causality challenges I propose a three-step research

strategy that exploits original panel data from Argentina that, all together, spans

1 For example, in her study on firms’ preferences on social insurance, Mares (2003) uses documents
that business associations presented to congressional and bureaucratic committees.
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between 1862 and 1975. The length of this panel allows me to track changes in the

composition and structure of the economic elite across time and, more specifically,

how changes in investors’ portfolio diversification affects their policy interests. Hav-

ing as a starting point a period of time in which diversification was not an option due

to both the lack of complete financial markets and investment opportunities in sectors

other than land, gives me leverage to identify the effect of portfolio diversification

on changes in elites’ policy preferences.

Following previous works on economic elites’ interests, in each of these stages, I

tackle the issue of how to measure economic elites’ policy preferences by observing

members of Congress behavior. In the first stage of my strategy, I analyze committee

activity by looking at sponsorship on bill initiatives in order to uncover the type of

policies presented by legislators that (a) were part of the economic elite and/or (b)

were connected via family linkages to economic elite members. In the second one, I

study the content of these bill initiatives to dig deeper into the purpose of the bills

presented in committees. In the third and last step, I study roll call votes to assess

the policies that were successfully advanced. Studying both bill initiatives and roll

calls for the same period has an important advantage, as it allows me to differentiate

elites’ preferences from actual policy outcomes.

The strategy of inferring economic elites’ interests out from legislators’ behavior

has been largely used in the political economy literature. Studies on the issues of

democratization and redistribution, for example, have used legislative roll call vot-

ing as a way to proxy for economic elites’ preferences (Mares and Queralt, 2015;

Ziblatt, 2008). Similarly, studies on business preferences on trade and social pol-

icy also investigate how legislators behave and connect their behavior to their local

elite constituencies (Hiscox, 2001; Mares, 2003). The assumption made in this set of

works is that legislators represent their district’s local elites and, therefore, will vote

according to their interests. While the assumption that congresspeople are loyal to
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the preferences of the economic elites in the districts they represent, without com-

plete information on the composition and structure of these local economic elites’

asset portfolios, a second assumption needs to be made, namely, that local economic

elites are either specialized in the main economic activity of the district or that their

level of diversification is that of the districts’ economy. As explained elsewhere in

this dissertation, this work challenges precisely the assumption that economic elites

members are specialized in a single activity and that they all share the same level

of specialization/diversification. The mentioned works, for example, consider that if

in a certain district manufacturing is the main economic activity, then legislators of

such district will represent the interests of the manufacturing elite. This is plausible

but, again, it ignores the possibility that the manufacturing elite is diversified into

other activities and, furthermore, that other local economic actors with participa-

tion in economic activities other than manufacturing may be influencing legislators’

interests.

Similarly to other works on economic elites and preferences, my approach to the

problem of empirically analyzing this actor’s preferences over different types of poli-

cies (macro-level and sectoral) is observing the legislative behavior of (a) members of

Congress that were also members of the economic elite and (b) members of Congress

that were connected to economic elite members via family linkages. By studying

(a) I make the assumption that legislators are loyal to their own interests but not

necessarily to their constituencies; by investigating (b) I assume that legislators will

represent the interests of their inner circle, that is, their extended family. The plau-

sible assumption that legislators represent their own interests is in line with previous

works on Congress behavior that examine how legislators’ personal characteristics

affects their congressional behavior (e.g. Carnes, 2013; Carnes and Lupu, 2015) and

more recent studies that assume that politicians’ families play a central role in their

political careers (Cruz et al., 2017). For instance, Carnes (2013) shows that legisla-
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tors’ socioeconomic backgrounds have a profound impact on both how they view the

issues and choices they make in office. He finds that in the U.S. a vast majority of

politicians are white-collars and their policy choices are consistent with the interests

of their class. I follow a similar approach in studying the effect of personal charac-

teristics of individuals, the asset portfolio diversification in my case, on legislators’

policy preferences. However, the purpose of this work is to disentangle the policy

interests of economic elites and to understand which are the policies they advance

and why. Thus, I focus on who are economic elite members in Congress and which

is their political behavior.2

4.4 Data

To empirically examine the relationship between economic elites’ asset portfolio di-

versification, the type and content of bill initiatives presented by legislators in com-

mittee, and roll call voting behavior, I rely on original and existing data sources from

Argentina between the nineteenth and twentieth centuries which I describe in detail

here.

Bill Initiatives The introduction, discussion, and amendment of bill projects are

important steps in the congressional policymaking process. Bill initiatives (or law

projects) are first introduced by individual legislators in Congress into committees

that treat specific issues, where they are discussed and amended. Once approved by

committee members, these projects are treated on the floor, where they can become

into law if they get enough support. These are a relevant source to uncover legislators’

policy preferences since unlike the results of roll-calls, which might be mediated by

2 The main purpose of this chapter is not to understand why certain policies are passed whereas
others do not. If this was the case, a consideration of the background of each legislator would be
crucial to understanding legislative outcomes. Instead, in this chapter I study legislative committee
behavior and outcomes as a vehicle to understand the policy motivations that guide economic elites.
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party politics (intra-party agreements, the formation of inter-party coalitions, etc.)

are a more clear reflection of what legislators want. Existing scholarship on Congress,

largely led by the findings of Hall and Wayman (1990) and Hall (1987), suggests

that one of the best places to influence the content of legislation is in committee.

In committee is where legislation is drafted and amended. This activity is hidden

relative to the public activity of roll call voting and involves only a small number

of legislators, which makes it a good potential point of access for those seeking to

influence the legislative process (Powell and Grimmer, 2016). Instead, roll call voting

is the most public action undertaken by Congress members. It is high profile and

often used by interest groups, journalists, and the public alike to evaluate members.

Therefore, we would expect legislators interested in advancing their own interests and

those of their network to avoid, whenever possible, such visible actions and instead

prefer to take action at an earlier, less visible stage of the legislative process.

Data on bill initiatives sponsorship for both chambers of the Argentine Congress

(Diputados and Senators) was scrapped from the online repository of the histor-

ical archive of Argentine National Congress.3 The dataset constructed based on

this information contains 74,912 documents (expedientes) that were treated in all

committees of both chambers of Congress between 1862 and 1975. It includes infor-

mation on sponsorship (names and last names of all the legislators sponsoring each

bill); committee where the bill was treated; date when the discussion about the bill

started; date when the discussion ended; and a summary of the content of the bill

initiative. Therefore, using this dataset I am able to identify the number and type of

bills presented in each committee by individual legislators during their mandate/s.

Roll Call Votes Data As indicated before, roll call votes are not the best way to dis-

entangle legislators’ preferences for two main reasons. On the one hand, for/against

3 Patrimonio Legislativo. Data can be accessed on http://apym.hcdn.gob.ar.
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votes might not reflect the true preference of the legislator as these might be me-

diated by party politics (party discipline, inter-party coalitional agreements, etc.)

and other factors such as public opinion pressure or campaign contributions. On the

other, roll call voting is the behavior for which legislators are judged by the public

opinion and, therefore, might not reveal their true preference. Leaving aside these

challenges, I follow an enormous body of literature both in Congress studies and

political economy that exploit roll call voting to infer preferences. The advantage

of using this information is that it complements well with the bill initiatives data

because if the latter provides information on legislators’ preferred policies, the former

does on their actual behavior.

Data on roll calls was assembled by Smith (1974).4 The complete dataset contains

over 1,000 bills that were passed in the lower chamber of Congress between 1904 and

1954, from which I only analyze 109 bills which I have identified as related to trade

policy. Roll call information includes “yae” and “nay” votes, but also whether the

legislator abstained to vote or was absent. The trade bills of interest were hand-coded

to determine whether they were protectionist or not (protectionist=1, otherwise 0)

and which sectors were being affected, by reading the congressional hearings (Diarios

de Sesión de la Honorable Cámara de Diputados5) of the date in which they were

discussed and voted.6 In many of these cases, this task involved reading hundreds

of pages of discussions to understand the purpose of these laws. At the beginning of

every discussion, the president of the chamber would announce the law that is being

4 I thank the Library of the University of Wisconsin-Madison for providing this data.

5 The hearings for the relevant sessions were photographed from the printed versions of the Diarios
de Sesión de la Honorable Cámara de Diputados at Argentina’s National Congress Library.

6 First, I classified roll call votes compiled by Smith (1974) as related or unrelated to
trade/commerce. This was done by reading a brief title or explanation the author provided for
each roll call. After filtering roll calls coded as related to trade, I searched the Diputados discus-
sions on the dates when the law/project in questions was treated on the floor. After reading the
hearings, I further classified trade discussions as protectionists, free commerce, and neither. The
latter set was comprised by laws related to trade but that were neither protectionist nor pro-trade;
these laws were removed from the sample.
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treated. However, most times such announcement referred to a law number or an

article within an already existing law making it hard to know the objectives of the

law without inferring out from the discussion between diputados. In some cases, to

fully understand the content of a bill it was necessary to read discussions of sessions

other than the one where the bill was being voted.7

Economic Elites and Ownership Diversification Data As explained before, to deter-

mine the diversification structure of local economic elites legislators it is necessary to

obtain complete information on the asset holdings of geographically circumscribed

individuals. Doing so for multiple localities and across time can be a difficult task.

Investors move around, sometimes they run businesses in one district but live in

another making it hard to know which legislator is representing their interests; also,

firms can be registered in one place but have operations in others. I measure port-

folio diversification using the original panel database on Argentina’s elites’ economic

already described in Chapter 2. This data includes information about owners of land

as well as directors and shareholders of firms in all sectors and industries every five

years, thus producing a full map of economic connections within the elite. Using this

data I am able to reconstruct the holding portfolios of over 82,000 economic elite

members.

Considerations about the Data

Before moving on to the empirical test itself, there are a few considerations to be

made about the nature of the data at hand. As in any analysis of legislative behav-

ior, partisan and district allegiance of those presenting bills is an essential control to

7 Smith (1974) data collection work is unique. This author compiled all roll call between 1904
and 1954 and coded legislators’ votes. However, he only provides title to describe the bills being
voted, as for example, “discussion on subsidies to railway companies” or “trade tariff”. Therefore,
from these brief descriptions, it is not possible to infer the content and purpose of the law, who are
the winners and who are the losers.
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incorporate. In the context of the Argentine Congress, this is even more so: given

the traditional power of provincial executives on the behavior of national-level rep-

resentatives, this variable cannot be avoided without introducing bias. Likewise, the

particular configuration of regional economies will certainly need to be taken into

account when considering issues of trade policy that have differential impacts on

economies with different sectoral compositions.

The institutional design of law-making in Argentina also needs to be considered.

Essentially, this involves taking into account another essential factor: time. Legis-

lation is introduced to the bicameral Argentine Congress on a yearly basis. Since

voting behavior is likely to be subject to the political negotiations within the legis-

lature in any single year (i.e. votes tend to be tied by way of political agreements,

or conflicts), legislators’ activity will likely be correlated within legislative sessions.

This is also true with the introduction of bills into committees, which expire if they

do not receive treatment during the legislative year.

All of this naturally generates an intricate clustering of data, not by feat of the

data gathering process, but of the process of policymaking in the Argentine Congress.

The problem is even more complex when we take into account the fact that the data

needed to test the hypothesis is not only clustered, but also correlated in complex

ways.

Because of the ebb and flow of electoral politics and the life cycle of political

parties, the latter are naturally not evenly distributed across time. In the case at

hand, the data covers a period of intense transformation of the Argentine social and

political structures. Thus, conservative and oligarchic parties predominate the early

stages of the sample (see Remmer, 1984). The Radical party figures increased promi-

nently since the first election after the approval of the ley Sáenz Peña that extended

franchise to all national males in 1916 and it remained as the main opposition party

in later years (see Remmer, 1984). The Peronist party, finally, dominates the last
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part of the sample but did not come into existence until the mid-1940s (Mora y

Araujo and Llorente, 1980) .

Moreover, parties are also not evenly distributed across districts: only a few

Argentine parties ever achieved significant presence across the nation’s territory.

Besides this, regional and other smaller parties have been relevant in different periods

and regions, contributing to the complexity of the data.

For the same reasons—electoral politics and the life cycle, in this case of careers

and human beings—, individual legislators are also not evenly distributed across

time, although they do represent a sizable number of party labels.

Finally, the particular object of analysis in this chapter, bills and votes on trade,

are once again not evenly distributed in time: their existence in Congress is non-

randomly determined by at least the balance of power between parties and among

government and opposition, and the economic necessities arising from domestic and

international factors. This is more notable for issues of free trade and protectionism,

which are not discussed very often generally in legislative politics, and particularly

in the current sample.

Because of all these reasons, test and modeling options are somewhat restricted,

precluding some analyses that could be of interest for the theory advanced in this

dissertation. I discuss those limitations in each of the following sections, which

discuss separate tests of my hypotheses.

4.5 Methods and Results

In this section, I present the methods used and the results for each of the three

steps in my research design. In the first one, I investigate the effect of portfolio

diversification on the type of bill initiatives presented by legislators (macro-level vs.

sector-oriented); in the second one, I study the content of such initiatives; in the

third step, I analyze roll call voting on trade issues.
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Part I. Congressional Committees Analysis

In order to test the first hypothesis, that diversified investors are more likely to

advance policy agendas on macro-level issues whereas specialized ones are more likely

to pursue sector-specific policy agendas, the first step I take is to examine the effect

of legislators’ personal and family portfolio diversification on their propensity to

present bill initiatives in committees where macro-level policies are treated and in

committees where sector-specific policies are discussed. Specifically, I analyze the

extent to which diversification shapes the extent of the activity of legislators on

different legislative committees. I measure this degree of activity as the number

of projects legislators present to a committee in any single year, which allow me

to distinguish not only those that never present projects form those that actually

do, but also to establish differences of degree among the latter group. This analysis

provides some approximation to the hierarchy of interests of different legislators, and

how it is shaped by the degree of diversification of their asset portfolio, as developed

in Hypothesis 1a.

To gauge interest in matters of trade and protectionism, I measure the num-

ber of bills presented in the committees that oversee these matters (“Exports” and

“Imports” for short reference). For the same purpose, but regarding issues of macroe-

conomic policy and the provision of public goods and services, I analyze activity in

the two committees that deal with such issues (abbreviated as “Macro” and “Public”

from now on). I also include the rest of the committees as single category (“Other”)

to provide information about the full range of legislative behavior.

For the purposes of estimating a good statistical model, the structure of the data

poses a particular challenge. The correlated and clustered nature of the data is a

problem for any estimation technique, particularly due to the potential for multi-

collinearity biasing the estimates and standard errors. The problem is further exac-
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erbated by the correlation between different levels of categorical predictors (particu-

larly different values of parties, provinces and years) which also bans some modeling

options due to perfect or quasi-perfect separation. The models presented bellow

deal with these problems while still controlling for all relevant factors to test my

hypothesis.

For this particular analysis (and unlike the case of actual voting on legislation),

I do not have theoretical reasons to expect district and parties to have a particular

directional impact on the propensity of legislators to present bills. I am, however,

interested in modeling the interdependence of observations in order to produce ad-

equate estimates of uncertainty and maximize efficiency. To achieve both of these

ends, I use two-way clustered standard errors (Cameron et al., 2011). These always

include individual legislators as one of the clustering variables, and alternatively,

include province and party as the other clustering variable. The results of both are

roughly equal, varying only slightly in significance. I, therefore, discuss here only

models using party and individual two-way clustered standard errors and present the

ones using province and individual as clustering variables in the appendix.

In this analysis, I am more concerned about heterogeneous effects of independent

variables across years. Therefore, all models presented here include year fixed-effects,

which should control for any peculiarities of the legislative year, that is any factors

that may affect all bills presented during a legislative session, from domestic and

economic international factors to regime type or quality of democracy in any given

year.

Although there are no theoretical reasons to expect heterogeneous effects across

parties or provinces in the impact of the independent variables of interest, these

may nevertheless exist. In a sample that extends around 100 years, multiple dis-

tricts and parties, the high correlation between categories of each of this grouping

variables makes models including fixed-effects for all three inevitably flawed due to
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multicollinearity and/or separation issues. However, to appease concerns of unit

heterogeneity (either party or province), I also estimate models which include year

and province-party fixed-effects. Besides allowing estimation for technical reasons,

avoiding the problems just mentioned, this indicator provides an accurate represen-

tation of the relation between districts, partisan labels and legislative behavior: it

is immediately accurate for the parties that were eminently provincial in scope, and

it respects the importance of local party structures and provincial executives in the

crafting of closed party lists and, thus, the allegiance of elected members of Congress.

These models, presented in the appendix, provide a check against the possibility of

biased coefficients due to unit heterogeneity. The fact that the results support the

ones provided by the models using two-way clustered standard errors should provide

reassurance that the latter models’ estimates are unbiased.

The estimated models follow this formula:

NumberBillsJit “ α ` β1Diversificationit ` Iit ` ψt ` ε (4.1)

where NumberBillsit is the numbers of bills presented by legislator i on year

t in committee J (J P {Exports Committee, Imports Committee, Macro Commit-

tee, Public Goods Committee}); Diversificationit is the measure of individual-level

diversification for legislator i in year t; Iit represents a vector of individual level

controls; and ψ are fixed-effects by year. The first individual level control included

in the model is the total number of bills presented in a single year by each legisla-

tor, which provides a baseline to control for the propensity of legislators to present

projects at all, so that Diversification is not merely capturing the fact that diversi-

fied legislators are more active regardless of the committee. This control is included

in all models. Models 2-4 alternatively include one of the following controls (to avoid

multicollinearity): the size of the investor measured as both her accumulated capital
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across the firms within her portfolio and the numbers of firms in her holding, and

I also include as a measure of the balance between sectors within the portfolio the

proportion that the most important sector represents.8 In what follows I explain in

detail how I measured these variables.

Dependent Variable Measurement and Data The dependent variable in this set of mod-

els is the number of bill initiatives presented by a legislator in each committee of

interest. In the Argentine Congress, between 1862 and 1975, the time frame covered

in this part of the analysis, there were 58 active committees. The names and is-

sues treated by committees have changed across time —some committees disappear,

others are created, others change names. Given that in this chapter I am inter-

ested in observing only the flow of projects present in macro-level legislation and

sector-oriented legislation committees, I aggregate all the existing committees into

the following categories.

The first category, “macro-level legislation”, includes bill initiatives introduced

in committees that treat bill initiatives related to (a) general economic policies that

cut across sectors and (b) general public goods provision. Within subcategory (a)

I include the following committees, “budget”, “estate”, “economic legislation”, “fi-

nance”; and within subcategory (b), “social assistance and public health”, “public

instruction”, “communications”, “education”, “public works”, and “transportation”

committees. As explained in Chapter 3, the type of bills presented in this set of

committees should be the one that cut-across sectors and have a multiplier effect

in the economy. The expectation is that the more diversified the asset portfolio of

the legislator is, the more likely she will be active in committees where macro-level

policies are introduced and discussed.

8 Computing the variance inflation factor for models with more than one control shows that these
exceed conventional levels of acceptable multicollinearity
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The second category, “sectoral legislation”, includes all bill initiatives presented

in the following committees: “agriculture and cattle raising” and “industry and

commerce”. To further assess whether the policies treated in these committees I

treat these two committees as separate subcategories: legislation on export-oriented

activities and legislation on import-competing activities. Again, as explained in

Chapter 3, the type of bills treated in this type of committees should be such that

target a single sector of the economy. In this case, the expectation is that the more

diversified a legislator’s portfolio is the less likely he will be active in committees

where sectoral policies are treated.

Naturally, in Congress a much broader set of policies than the ones treated in the

mentioned committees are discussed. Thus, all the bill initiatives treated in other

committees, for example, “military issues” or “foreign affairs”, I put into another

category which I label “others”.

Independent Variable and Controls Measurement and Data The independent variables

are (a) the level of diversification of the legislators’ personal asset portfolio and,

alternatively, (b) the level of diversification of the legislators’ family. As explained

in Chapter 2, I derive individuals’ level of diversification by examining individu-

als’ cross-ownership based on the Argentine elites dataset. I produce two different

measurements of diversification: (a) the count of sectors where the individual has

investments in a given year and (b) the count of sectors where the individual’s family

has investments in a given year. These measures I assign to all legislators that are

also part of the economic elite. Naturally, this implies losing part of the sample,

that is, legislators that are not part of the economic elite (i.e. they neither own land

nor shares in firms in other activities and therefore are not present in the economic

elites’ database). In the econometric models presented below, I restrict my sample

to legislators that were also economic elite members in order to evaluate the impact
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of different levels of diversification on committee activity. However, in the appendix

I present results that include in the sample those legislators for which I could not

find a match in the economic elite, that is, they were not present in the lists of

landowners, capitalists, and bankers that I constructed.9

As control variables, I include the size of the investor measured as both her

accumulated capital across the firms within her portfolio and the numbers of firms

in her holding. I also include as a measure of the balance between sectors within the

portfolio the proportion that the most important sector represents.

Results

The estimates from models using party and individual clustered standard errors are

presented in tables 4.1, 4.2 and 4.3. These models differ only in the dependent

variable, NumberBillsit, which represents the total number of projects presented

in each group of committees: Macro and Public Goods, Exports and Imports, and

Other, respectively.

For ease of comparison purposes, I present the coefficient estimates for the variable

of theoretical interest, Diversification in Figure ??. As I do not have a specific

hypothesis about the committees included in the “Other” category, I concentrate on

the other two results. The sign of coefficients for both sets of models, “Macro and

Public”, on one hand, and “Exports and Imports”, on the other, is in the direction

expected by my theory: positive for the first, negative for the latter. Models 1, 3 and

4 produce significant coefficients for “Macro and Public”. The only models that does

9 The analysis that includes members of Congress that were not members of the economic elite
assumes that these individuals that a level of portfolio diversification equal to zero. It is important
to note that given the nature of my data it is possible that some of the legislators that could not
be matched with the economic elites dataset might be members of the economic elite. This can
occur under two circumstances. First, if the name of the person is written in different ways making
it hard to assess the presence of the individual in both the economic and political elites datasets.
Second, if the legislator in question bought and then sold shares of a company or plots of land in
the period between the data points considered in the data gathering process.
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Table 4.1: Macroeconomic Policy and Public Goods Committees

Dependent variable:
Bills presented in committee regulating

macroeconomics and public goods provision

(1) (2) (3) (4)

Diversification 0.027˚ 0.013 0.084˚˚˚ 0.026˚˚˚

(0.016) (0.029) (0.030) (0.010)

Total num. of projects 0.064˚˚˚ 0.064˚˚˚ 0.063˚˚˚ 0.064˚˚˚

(0.003) (0.003) (0.005) (0.003)

Num. of firms 0.005
(0.006)

Capital 0.004
(0.021)

Prop. first sector ´0.015
(0.252)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 10901.008 10899.057 4963.912 10902.974

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual

not produce a significant coefficient is also affected by non-ignorable multicollinearity.

In the case of Exports and Imports, models 1 and 2 also yield significant estimates,

while models 3 and 4 do not.

I present a more intuitive substantive interpretation of these results in table 4.4

and 4.5. Along with coefficients and estimates of uncertainty, this table reports two

measures of a substantive effect, along with the means and standard deviation of the

dependent variables, for comparison purposes. The first one, Effect (epβq), simply

represents the effect of a unit change in Diversification over the expected count

of projects, by committee and model. For all models of interest (rows 1-9), these

effect is around one bill per year (an increase in the case of Macro and Public, and

a decrease in the case of Exports and Imports). The second, Effect (2 SD), is also

a common measure of substantive impact: the effect of a two-standard-deviation

change in the independent variable (diversification) on the expected count of yearly
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Table 4.2: Exports and Imports Committees

Dependent variable:
Bills presented in committees regulating

trade and protectionism

(1) (2) (3) (4)

Diversification ´0.080˚˚ ´0.113˚˚ ´0.082 ´0.041
(0.035) (0.048) (0.052) (0.046)

Total num. of projects 0.070˚˚˚ 0.070˚˚˚ 0.072˚˚˚ 0.069˚˚˚

(0.005) (0.005) (0.012) (0.005)

Num. of firms 0.014˚

(0.007)

Capital 0.066˚˚

(0.032)

Prop. first sector 0.438˚

(0.255)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 2562.516 2563.179 1089.835 2562.25

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual

Table 4.3: Other Committees

Dependent variable: Bills presented in other committees

(1) (2) (3) (4)

Diversification 0.013 0.036˚ 0.030˚˚˚ ´0.004
(0.011) (0.021) (0.008) (0.010)

Total num. of projects 0.053˚˚˚ 0.053˚˚˚ 0.048˚˚˚ 0.053˚˚˚

(0.002) (0.002) (0.001) (0.002)

Num. of firms ´0.008˚

(0.005)

Capital 0.034˚

(0.018)

Prop. first sector ´0.225˚˚˚

(0.080)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 10864.633 10856.473 4175.205 10859.888

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual.
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Figure 4.1: Bill Initiatives Analysis: Summary of Results

projects submitted by legislators to a committee of interest. In the case of Macro and

Public, this effect ranges from around 4.8 to about 5.1 across models. For Exports

and Imports, the equivalent effect generates a change in the expected count that

ranges from .9 to .96 approximately.

Table 4.4: Portfolio Diversification and Committee Activity

Committee Model Coefficient SE z statistic p-value

1 Macro and Public Model 1 0.027 0.016 1.681 0.093
2 Macro and Public Model 2 0.013 0.029 0.452 0.651
3 Macro and Public Model 3 0.084 0.03 2.846 0.004
4 Macro and Public Model 4 0.026 0.01 2.596 0.009
5 Exports and Imports Model 1 -0.08 0.035 -2.259 0.024
6 Exports and Imports Model 2 -0.113 0.048 -2.353 0.019
7 Exports and Imports Model 3 -0.082 0.052 -1.572 0.116
8 Exports and Imports Model 4 -0.041 0.046 -0.884 0.377
9 Other Model 1 0.013 0.011 1.158 0.247
10 Other Model 2 0.036 0.021 1.749 0.08
11 Other Model 3 0.03 0.008 3.665 0.000
12 Other Model 4 -0.004 0.01 -0.367 0.713

Are these substantively important effects? I provide the standard deviation of the

dependent variable for each model to provide a baseline for comparison. In all cases,

a movement of two standard deviations along values of asset portfolio diversification
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Table 4.5: Portfolio Diversification and Committee Activity (continuation)

Committee Model Effect (epβq) Effect (2 SD) Mean bills SD bills
per leg.-year per leg.-year

1 Macro and Public Model 1 1.027 4.851 1.085 2.804
2 Macro and Public Model 2 1.013 4.784 1.085 2.804
3 Macro and Public Model 3 1.088 5.136 1.085 2.804
4 Macro and Public Model 4 1.026 4.846 1.085 2.804
5 Exports and Imports Model 1 0.923 4.359 0.089 0.439
6 Exports and Imports Model 2 0.893 4.217 0.089 0.439
7 Exports and Imports Model 3 0.921 4.35 0.089 0.439
8 Exports and Imports Model 4 0.96 4.532 0.089 0.439
9 Other Model 1 1.013 4.784 1.371 3.154
10 Other Model 2 1.037 4.895 1.371 3.154
11 Other Model 3 1.03 4.866 1.371 3.154
12 Other Model 4 0.996 4.703 1.371 3.154

generates a change in the number of projects presented yearly of around two standard

deviations, a more than respectable impact.

Part II. Bill Initiatives Content Analysis

The analysis on whether legislators with different portfolio diversification levels are

more likely to present bill initiatives in different types of committees informs whether

they are more likely to pursue macro-level vs. sectoral level policy agendas but not

about the content of the bill initiatives they advance. In other words, from this

analysis, we cannot assess if the bill initiatives presented were, for example, in favor

or against protectionism, or if the policies presented in the macro-level committees

were general or oriented to help a specific sector of the economy.

Thus, as a second step, to test Hypothesis 1a, I apply machine learning tech-

niques to classify and analyze a corpus of 74,912 bill initiatives that, as explained

before, were treated in both chambers of Congress between 1862 and 1975. I use an

unsupervised learning method to uncover the topics of the bill initiatives presented

by legislators (connected to elites) with different levels of diversification. I specifi-

cally use topic models with Latent Dirichlet Allocation (LDA) to discover the main

topics of the bill initiatives presented by legislators. Then, I match this information
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with the elite networks database to assess the diversification level of their authors’

portfolio and that of their family members.

Topic modeling is a machine learning algorithm that uncovers topics in a col-

lection of documents. The goal of topic models is to automatically discover the

topics from a collection of documents. The documents, in this case the set of bill

initiatives, are known, but the topic structure (what topics each bill has and what

words belong to which topic) is a hidden structure. This is a uniquely useful tool

to code documents over long periods of time as the one under study here because

it provides a reliable and replicable mapping of words into topics. Topic models,

learn the underlying characteristics of text without explicitly imposing categories of

interest. The researcher does not need to know the topics beforehand, rather topics

are estimated from text. This method helps to discover topics that may be theo-

retically relevant but understudied (Grimmer and Stewart, 2013). In addition, topic

models, as other machine learning methods, allow the researcher to quickly analyze

thousands of documents.

A topic is a probability mass function over words. For a topic kpk “ 1, ..., Kq, this

probability distribution is represented with an Mx1 vector θk where θmk describes

the probability the k ´ th model uses the m ´ th word. To estimate a topic the

model uses co-occurrence of words over topics (Grimmer and Stewart, 2013, 17-18).

The simplest and most widely used topic model is latent Dirichlet allocation (LDA).

The intuition behind it is that documents have multiple topics and each topic is

characterized by a distribution of words. For instance, a document may have two

topics: tax reform and redistribution. The tax reform topic has words related to

taxation with high probability and the redistribution topic has words related to

redistribution with high probability. As Grimmer and Stewart (2013) explain, for

each document, i represents the proportion of the document dedicate to topic k as

πik and collects the proportions across topics to be πi “ pπi1, πi2, ..., πik ). The model
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assumes that each document’s proportions are drawn from a common Dirichlet prior:

πi Dirichletpαq

where α represents the Dirichlet distribution’s shape parameters. Within each

document, the words are drawn according to the distribution of topics. LDA has a

two-stage process. To obtain the j ´ th word in the i ´ th document, the first step

is to draw its topic ηij,

ηij Multinomialp1, πiq

Conditional on topic assignment, the actual word is drawn: if the j ´ th word in

the i´ th document is assigned to the k ´ th topic, then the model draws from the

corresponding topic,

Wij Multinomialp1, θkq

As a first step, I pre-define the number of topics that the corpus of initiatives will

have. For this purpose, I use Quinn et al. (2010) method of model selection, which

requires estimating different models varying the number of topics. Specifically, first,

I vary the number of topic models from 5 to 50, in intervals of 5. Secondly, I choose

the best model based on my judgment of the quality of topics and clusters. This is

done by manually assessing if the cluster of documents that correspond to each topic

are internally consistent. To do so, I analyze the top 10 words of the top 10 to 15

documents of each topic to check for internal consistency. These documents should

be the most representative ones for each of the topics, and thus a good indicator of

topic internal consistency.
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Results

Table 4.6 shows the distribution of topics by level of diversification of the authors

of the initiatives themselves, or that of their family members. I consider individuals

with high level of diversification those who have participation in 5 or more different

sectors; individuals with medium level of diversification those with participation

in 2-4 sectors; and individuals with no diversification (specialization) those with

participation in a single sector. To increase the size of my sample, in this analysis, I

am also considering initiatives by authors that have family members in the private

sector and assign them the mean diversification level of their family.

In principle, these lists suggest that topics presented by individuals that are

more diversified (or that are family members of diversified investors) are different

from those presented by specialized elites. Authors with high and medium levels

of diversification appear to be more likely to sponsor initiatives related to issues of

economic policy, taxation, construction of roads, transportation, and other general

issues. Meanwhile, authors that are specialized in a single sector, are more likely to

promote initiatives related to agriculture, credits, tariffs. There are, however, some

topics that seem to overlap such as education policy and the construction of roads.

Because many times “topics” represent the same policy issue, as a second step

I cluster them into the following policy issue: labor policy, social policy, taxation,

trade tariffs, agriculture policy, public goods provision, and others. For example,

topics like employment, salary, and worker are recoded into “labor policy”; similarly,

topics like highway, bridge, schools are recoded into “public goods provision policy”.

Figure 4.2 shows the distribution of policy issues presented by individuals with

different levels of diversification. Three conclusions emerge out of this suggestive

result. First, most of the initiatives presented by individuals do not fall within the

categories of interest, suggesting that in order to fully explore elites’ interests new
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Table 4.6: Legislation Topics by Level of Diversification

High Diversification Medium Diversification No Diversification

1 economı́a industrial aduanas
2 jubilación construcción agrario
3 impuesto empleados importación
4 construcción empresa algodón
5 subsidios seguridad asistencia
6 propiedad escuela bancarios
7 puerto ficales bienes
8 militar inversión camino
9 obras fábrica cereales
10 fábrica servicio explotación
11 salario obra ejército
12 ferrocarril ferrocarriles ganadeŕıa
13 ruta monumento frigoŕıfico
14 laboral pago crédito
15 gastos elecciones beneficios
16 servicios edificios hacienda
17 empresas presupuesto escuela
18 provincia trabajador empréstito
19 comercialización económica colonización
20 justicia comerciales comercio

policy issues should be considered here. This said, the second conclusion is that spe-

cialized individuals tend to present more initiatives on agriculture and trade policy,

whereas diversified ones are more likely to promote issues such as taxation, labor,

and policy. Finally, public goods provision policies seem to be equally distributed

across authors with different levels of diversification.

Part III. Roll Call Votes Analysis

The third stage of my research design complements the bill initiatives analyses by

examining the effect of legislators’ level of portfolio diversification on their congres-

sional votes for and against protectionist and free trade policies (Hypothesis 1c). The

universe of analysis in this case, for which my data should provide a very accurate

approximation, is the total amount of bills concerning trade issues that were subject

to a roll call vote during the period of analysis, which allows me to assess patterns

of voting behavior from individual legislators.

As in other sections of this chapter, my main variable of interest is portfolio

asset diversification as measured by the indicator I presented above. This variable is
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complemented by the measure of the proportion of legislators’ portfolio allotted to

the sector where they are invested the most, which accounts for the degree of balance

on their portfolio.

Since the issue at hand is trade, I also include a measure of whether the main

sector of each individual is an export-oriented or an import-competing activity. This

simple measure is well suited for this particular dataset, because the Argentine busi-

ness community has a relatively low level of diversification, and those that are diver-

sified have relatively large portions of their portfolio allocated in a single sector.10

Finally, at the individual legislator level, I also include the size of the asset port-

folio, measured by the indicators discussed before: the total number of firms and the

overall capital endowment of individuals.

Because of the nature of the data generating process and the availability of data,

testing the hypothesis regarding the impact of diversification on the position of in-

dividual legislators regarding trade is no easy task, and implies accounting for a

number of additional factors, as I detailed in section 4.4 above.

Once again, regional and partisan factors are natural controls for legislative be-

havior, and voting is of course no exception. Partisan divides, in particular, are not

only naturally important in legislative behavior, but also often organized by cleav-

ages that revolve around economic issues such as the one at hand. Thus, there are

natural reasons to expect party members to vote similarly on trade as well as other

issues. Indeed, it is quite likely to expect the Partido Autonomista Nacional (and its

successive reincarnations), an elite party that agglutinated a large number of busi-

nesspersons, the labor-based Peronist party with its union and import-competing

base, and its nemesis, the middle and upper middle-class Radical party to have quite

dissimilar approaches to economics more broadly, and trade specifically.

10 Using a categorical measure with three categories, dividing portfolios into pro-trade, protectionist
or sectorally mixed does not change results.
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As I expressed above, all legislative activity is tied to the institutional constraints

imposed by the design of congressional procedures. Thus timing is again essential,

and the clustering of voting procedures in legislative years must be accounted for

in this analysis. This is important not only for the results of voting instances, but

also for the sequence and timing with which opportunities to vote are presented to

legislators. Once again, this also contributes to the complex structure of overlapping

clusters in the data.

For the purposes of estimating a statistical model, the structure of the data poses

a particular challenge. The correlated and clustered nature of the data is a problem

for any estimation technique, particularly due to the potential for multicollinearity

biasing the estimates and standard errors. In the case of the natural candidate

model for such data (logistic regression), the problem is further exacerbated by the

correlation between different levels of categorical predictors (particularly different

values of parties, provinces and years) which also bans some modeling options due

to perfect or quasi-perfect separation.

The models presented below deal with this problems while still controlling for all

relevant factors to assess Hypothesis 1c.

As with the count models estimated in section 4.5, the logistic regression models

presented here attempt to deal with that complex structure while positing adequate

tests for my hypotheses. The quantity of interest in these models is the probability of

voting in favor of protectionism for individual legislators on roll call votes over trade

issues. The dataset contains all such instances in the lower chamber of Congress

from 1912 to 1954. The dependent variable is a yea/nay vote on the bill, where yea

votes are coded as in favor of protectionism, while nay votes are pro-trade.
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V oteit “ Diversificationit`Pro´tradeit`DiversxTradeit`Iit`Prov´partyit`ψt`ε

(4.2)

where V oteit represents the vote for legislator i in year t (1 in favor of protection-

ism, 0 against), Diversificationit is the measure of individual-level diversification

for legislator i in year t, and Pro ´ tradeit is the indicator of whether the main

activity is exporting or import-competing for legislator i in year t. I have included

an interaction term between the last two variables (Divers x Tradeit), since it may

be the case that diverging portfolios in the last respect (orientation of the main ac-

tivity) may be affected differently by diversification. Iit a the vector of individual

level controls (capital, proportion of the first sector in the portfolio, and number of

firms). I also include a variable labeled Prov´partyit which is a combined indicator

of province and party for legislator i in year t. I have chosen to collapse both because

it provides and efficiency boost (by way of including less predictors), but mostly be-

cause it contributes to reduce multicollinearity and separation issues while retaining

control for all relevant variables.11 Finally, all models presented here include year

fixed-effects (ψt), which should control for any peculiarities of the legislative year,

that is any factors that may affect all votes casted during a legislative session, which,

as explained above, include all economic and political factors not directly measured

in the model. Likewise, all models include standard errors clustered by individual to

account for the within-legislator dependence of votes.

Results

Figure 4.3 presents a coefficients plot that summarizes the results of the models

estimated in this manner (more details about the models can be found in Table B.20

11 An alternative using a party categorical indicator and two-way clustered standard errors by
individual and province yields very similar results. See the appendix to this chapter.
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in the appendix). Diversification is positive and statistically significant in models 1

and 3, whereas the interaction term is negative in all models and significant in all but

model 2, where the inclusion of capital substantially reduces sample size, yielding

poor estimates for all predictors.12 Because the variable of interest, Diversification

is coded in such a way here that it is never zero (i.e. non-diversified/specialized

businesspersons receive a score of 1), the coefficients for both this variable and Pro´

trade have no meaningful interpretation. Instead, we must look at the interaction in

order to extract quantities of interest for both groups (pro-trade and protectionist)

across different values of diversification.

For a more intuitive interpretation of the results, I present the predicted proba-

bilities of a protectionist vote in Figure 4.4. These graphs present the effect of three

of the main variables included in the model: diversification, trade orientation of the

main activity, and partisan label, controlling for a fourth factor (province).

All estimated probabilities in the graph are for the Buenos Aires province, the

stronghold of both agricultural and manufacturing interests, and the pivotal province

in Argentine politics. Each plot presents estimates for a single party chosen for

specific reasons. The Peronist and Radical parties are the two most popular parties

in the sample, and represent the two main political forces in most of the period

covered by the data. The Democrata Nacional Party (also called Conservative Party)

is one of the later exponents of the elites parties of the 19th century (successor to the

PAN), which congregates an important number of legislators in the sample, and thus

represents mainly entrepreneurial interests. Because of data limitations, I have not

estimated party-specific slopes, but a fixed effect by party, which is evident on the

relative allocation of the two curves (more on this below) in the graphs. Whereas the

elite, and more closely related to agricultural interests Democrata Nacional party’s

12 Estimating a model with all individual level controls is also unfeasible for the same exacerbated
reasons.
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Figure 4.3: Roll Call Votes Analysis

starting point is below 25% for the probability of a protectionist vote, the Radical

party is placed between 30 and 35%, and the Peronist party departs at close to 70%.

The difference between the two curves in each graph shows the interaction be-

tween the orientation of the main activity regarding trade and diversification. The

green curve represents predicted probabilities for a hypothetical businessperson whose

main activity is in an import-competing sector, and tracks the changes in probability

as diversification increases. The red curve does the same, but with a businessperson

whose main interest is in an export-oriented sector.
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Figure 4.4: Roll Call Votes: Predicted Probability of Protectionist Vote (I)

Because of the way in which I had to code the sectoral allegiance of legislators

to allow for an interaction with diversification (to avoid multiple interaction terms

between sectors and diversification), it is not possible to control the specific com-

position of the asset portfolio, but only the number of sectors. Thus, the effects

are not as fine-grained as it would be preferable. As in other empirical tests in this

dissertation, the way in which I constructed the model to deal with this difficulty to

test very detailed configurations of asset portfolio provides a test of extreme combi-

nations of such potential sectoral compositions. In order to respect the distribution

of all variables in the model and to keep the estimates of both groups comparable,

the level of the proportion of the first sector in the portfolio is set at the median for

the sample, which is close to one (.95). This means that the hypothetical profiles

presented here are quite unbalanced, even at high levels of diversifications, which

should act against finding significant effects.

Finally, given this design of the test, I cannot manipulate independently the na-

ture of the sectors as we move along the diversification values, i.e. I cannot decide

upon which particular sector is included when I move to higher values of diversifi-
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cation. This makes the test less flexible but also more stringent, and provides for a

cleaner interpretation of results.

This is particularly relevant for the profile where the primary sector is protec-

tionist: given the small number of export-oriented activities in the country, a move

towards greater diversification will include both the pro-trade effect of incorporating

one of those and the protectionist effect of incorporating more import-oriented activ-

ities. The balance with the estimates from this model remains positive, albeit with

sizable confidence intervals. The effect of diversification over a protectionist vote

thus ranges from substantively small to quite relevant, and always significant. This

implies that my theory is not supported by the most stringent that is represented by

this hypothetical profile.

The effect of diversification as purported by Hypothesis 1c is instead supported

in the case of the primarily export-oriented sector. The negative and significant

impact of diversification on the “natural” propensity of a portfolio concentrated on

an export-oriented sector is here represented by the significant and pronounced slope

of the red line, which in higher values of diversification takes the probability of

protectionist votes below 25% even for the most protectionist parties. In this more

favorable case, my theoretical expectations are confirmed.

In order to preclude the possibility that these results are peculiar to the province

of Buenos Aires, I produce national averages by party by relying on a different

specification of the model presented in table B.20.13

These results, presented in Figure 4.5, confirm the ones presented in the previous

paragraphs. Although starting points for party-specific predicted probabilities are

lower (because of the effect of averaging over provinces), the shape and relative

13 This specification uses two-way clustered standard errors to control for the clustered nature
of the data, year fixed-effects, and a categorical indicator of legislators’ partisan allegiance. The
exclusion of the province indicator allows me to produce a single estimate by party, while the
two-way clustered standard errors still provide a control for territorial clustering.
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differences remain the same, while the efficiency gain in this specification (at the

expense of the tighter controls implemented in the previous model) explains the

narrower confidence intervals. The effect of diversification remains the same across

all featured parties.

The results suggest that although diversification does have the effect of undermin-

ing protectionist tendencies in businesspeople, it may not always do so. In the more

extreme scenario, with a businessperson heavily invested in an import-competing

sector, it may have a modest but nonetheless significant opposite effect. This also

necessarily calls for further analysis on at least two dimensions: the effect of more

balanced portfolios and the impact of particular sectoral compositions of such port-

folios on the effect of diversification on trade positioning.

Democrata Nacional party Peronist party Radical party

1 2 3 4 5 1 2 3 4 5 1 2 3 4 5

0.00

0.25

0.50

0.75

1.00

Diversification (individual level)

P
r(

V
ot

in
g 

fo
r 

pr
ot

ec
tio

ni
sm

)

Trade Orientation Pro trade Protectionist

National estimates by party

Figure 4.5: Roll Call Votes: Predicted Probability of Protectionist Vote (II)

4.6 Summary and Conclusion

This chapter has tested the empirical implications of the first part of the argu-

ment developed in Chapter 3, that the structure of elites’ asset portfolios affects

their policy motivations. Specifically, it has provided evidence on that the level of
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diversification of the asset portfolio of economic elite members affects their policy

preferences. First, based on time series econometric models, I have shown that leg-

islators that own diversified portfolios or belong to families that are diversified, are

more likely to present bill initiatives on macro-level issues and less likely to introduce

bill initiatives into committees that treat sectoral policies than legislators that own

specialized portfolios. Furthermore, I have supported this result with evidence from

a simple automatized text-analysis of bills’ content, which indicates that indeed leg-

islators that were more diversified presented bills on issues of general interest whereas

congress members with specialized portfolios tended to introduce bills related to sec-

toral topics. Finally, through the analysis of roll calls I showed that diversification

is associated with less support for protectionist trade policies.

Altogether, these findings have important implications for both the study of elites’

distributive preferences, in general and of trade policy, in particular. First of all, they

show that there is more variation across policy preferences between members of the

economic elite than the literature has studied so far. Many studies have pointed out

the existence of factoral, sectoral, and firm cleavages within the business community.

However, the evidence presented here indicates that there is yet another relevant

division, that between diversified and specializes economic elites. Although all elite

members want to protect their capital, diversification determines the type of policies

they pursue to achieve such purpose—macro-level vs. sectoral—with potentially

different impact on distributive outcomes.

Second, in relation to this first point, the findings presented here demonstrate

that if we account for the diversification structure of the asset portfolio of capital

owners we uncover a different source of variation in their trade policy preferences

that has not been captured before by existing trade models. Diversified capitalists

have few incentives to demand protectionism in contrast to specialized investors in

import-competing activities. An important implication for the trade literature that
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can be derived from this is that the presence of diversified elites affects the likelihood

of formation of an owners’ coalition around trade policy, that is, diversification it

is yet another source that might produce splits within the owners’ class affecting

whether intra-class or inter-class coalitions arise. This challenges existing theories:

against the prediction of the H-O model, my theory and findings imply that even

when landowners and capitalists do not share the same level of scarcity there can

be an alignment of interests between these two; against the prediction made by the

R-V model, an implication of my argument and the evidence presented here is that

even in settings where mobility is low a coalition of owners around trade policy can

emerge.

In the next chapter, I focus on empirically testing the second portion of my

argument, the one that explains how these policy preferences are translated into

policy outcomes.
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5

Asset Portfolio Diversification and the Political
Strategies of the Economic Elite

In the previous chapter, I presented empirical evidence in support of the part of my

argument that draws a connection between economic elites’ asset portfolio and their

policy motivations. I explained and showed that different types of economic elites

have motivations to influence different spheres of the policymaking process. Whereas

diversified investors have strong incentives to affect the policymaking process at the

points where macro-level issues are designed, implemented, and monitored—as are,

for example, lines of policies that guarantee property rights, the rule of law, and

a fertile climate to do business—, specialized ones top priority is to obtain policy

benefits that affect their own sector—for example, subsidies, special tariffs and trade

quotas.

In this chapter, I switch to study the political mechanisms used by these elites to

advance their interest. I empirically evaluate the part of my argument that sustains

that the asset portfolio structure of economic elites explains their strategic choice of

mechanisms of influence. To do so, like in the previous two chapters, I leverage the

126



case of Argentina since its early stages of transition into a modern economy until

past the first half of the twentieth.

My findings are consistent with the argument that asset portfolio diversification

affects the choice of instruments of influence: diversified investors are more likely

to occupy elected and appointed positions in government, to participate in encom-

passing employer associations, and to attend elitist social clubs, whereas specialized

economic elites concentrate their political efforts in organizing in non-encompassing

business organizations. I explain that the choice of such strategies is a consequence

of the effectiveness that each of these has in shaping different policy arenas: whereas

diversified investors need to influence macro-level policies to protect their invest-

ments in multiple sectors, specialized ones prioritize policies that affect their sector

alone.

The organization of the rest of the chapter is as follows. In the next section, I

present the mainstream approaches to business strategies of influence and explain

how this work contributes to such literature. In the third section, I recapitulate the

portion of the argument developed in Chapter 3 that explains how asset portfolio

diversification affects investors’ choices of mechanisms of influence. In part 4 I de-

scribe the empirical strategy and data used to test my hypotheses. In section 5 I

present and discuss the results. Finally, I summarize and discuss some concluding

remarks.

5.1 From Economic to Political Power

How does economic power translate into political influence? In his seminal work Exit,

Voice and Loyalty, Hirschman (1970) argues that business organizations can take two

courses of action to influence policy outcomes: they can choose to disinvest—exit, or

they can choose to act politically to influence politicians’ decisions—voice. In line

with this argument, classic theories on business power emphasize two possible mech-
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anisms through which economic elites make their interest prevail over that of the

average citizen. The first one indicates that the structural dependency of states on

capital (Przeworski and Wallerstein, 1988) makes governments responsive to the de-

mands of capitalists (Poulantzas, 1973; Block, 1977; Lindblom, 1982). Since market

economies rely on the owners of capital to create jobs, produce wealth and prosper-

ity for their populations, governments must enact policies that benefit productive

investors, or else face a decline in growth and, with it, in popular support (Elkin,

1985). In this way, the mere threat of disinvestment in critical sectors or exit by

mobile capital provides business with a unique and automatic veto power over the

policymaking process making, therefore, its active political involvement unnecessary.

Empirical analyses on the structural theory hypothesis have reached to mixed

conclusions. Some studies have shown that the structural power of business can

affect outcomes such as bank bailouts (Culpepper and Reinke, 2014), individual and

corporate tax schemes (Winters, 1996; Fairfield, 2015; Quinn, 1989; Swank, 1992),

welfare policies (Hacker and Pierson, 2002), and other concessions especially during

times of economic turmoil (Vogel, 1989; Quinn, 1988). However, some other works

find no evidence on the responsiveness of government policies to investment threats

in capitalist democracies (Jacobs, 1988; Quinn and Shapiro, 1991; Smith, 1999).

Despite this mixed set of results, few scholars and practitioners would challenge

the idea that governments are to some extent conditioned by their dependence on the

willingness of capital to continue to invest. Still, across both developed and develop-

ing democracies we observe that business elites do not win every battle (Smith, 2000).

Often, politicians make decisions that go against business interests, suggesting that

its structural power is not enough to advance their agenda. Thus, a second set of

arguments indicates that capitalists’ power of influence is rooted not in its structural

ability to condition social and economic policies but in its capacity to deliberately

shape such policies. This capacity is based on business comparative advantage to
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lobby via different types of mechanisms. In this chapter, I particularly explore three

of these, social relationships with policymakers, direct participation in the political

arena, and collective action via employers’ associations, but there is a vast literature

in political science that also explores campaign donations and bribes as important

ways to influence policy outcomes (see Chapter 3).1

A consistent finding in the literature on business politics is that, all else equal,

having more rather than less structural and instrumental types of power helps eco-

nomic elites to reap benefits. However, so far studies have explored one mechanism at

a time. On the one hand, structuralists ignore business capacity to use mechanisms

other than the threat of disinvestment to advance their interests. On the other, stud-

ies within the instrumental literature disregard how structural power might condition

investments in instrumental influence. Furthermore, on the latter line of research,

most studies look at an instrument at a time, that is, they either study the returns

to social connections, to seating in a governmental position or investing in strong

business associations. A few exceptions on this regard are the works by Fairfield

(2015), where she argues that variations in the combination of structural and instru-

mental power determine business capacity to impose their preference on tax policy

in three Latin American economies, and Markus and Charnysh (2017), who test the

efficacy of different types of mechanisms that oligarchs in contemporary Ukraine use

to protect their wealth.

This chapter contributes to the extensive literature on mechanisms of business

influence and advances it on several fronts. First, to the date, and to my knowledge,

no study has answered why economic elite members invest in different and occasion-

1 Due to lack of data for the period under study, in this chapter I do not explore “money”
(campaign contributions and bribes) as a form of influence. There is also a large literature on
corruption that studies the use of bribes and revolving doors as handouts that businesspeople use
to influence politicians’ decisions. For an excellent review of this literature, see Weschle (2015),
who studies politicians’ strategic choices on benefiting through campaign contributions, bribes, or
revolving doors.
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ally multiple types of mechanisms. Studies on business political influence typically

picture the business community as a unity with an equilibrium political strategy to

advance its agenda or study how specific sectoral elites (landowners, industrialists or

bankers) advance their interests. Furthermore, studies that do recognize cleavages

within the business elite (Cammett, 2007) focus on explaining how businesspeople

shape public policies but not on why they choose one strategy to do so over the

other. My argument starts with the observation that domestic business elites use

different strategies to advance their often diverse interests. Some of their members

are more embedded into elitist social circles than others, some are more directly in-

volved in politics, whereas some others are more likely to invest in collective action

via employers’ organizations. The novel question answered in this chapter is what

explains such variation?

Secondly, this chapter contributes to the discussion on mechanisms of influence

by connecting elites’ preferences to their strategies. A big theoretical and empirical

challenge for those who study business politics is identifying what employers want

(Hacker and Pierson, 2002; Schneider, 2004a,b; Kingstone, 2010). We cannot know

whether employers exert influence or not without knowing their interests and, sim-

ilarly, we cannot know why they decide to use different methods to advance their

agenda without knowing which is this agenda. Existing works on business influence

do make assumptions on business interests to explain the reach of its influence. For

instance, decreasing corporate taxes and the flexibilization of labor laws are under-

stood as fundamental concerns shared by business actors across all sectors. Instead,

preferences over policies such as trade are generally considered to produce cleavages

within the business community. This work takes an approach similar to the latter in

that it considers elite members might represent specific sectoral interests; however,

it also brings into the discussion the preferences and behavior of diversified business

elites. In Chapter 3, I explained that business elites must pursue different agendas
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to protect their capital—those who are diversified seek to influence macro-policies

whereas those who are specialized are focused on shaping sectoral policies. In this

chapter, I go a step further. I explain that given their interest in shaping macro vs.

sectoral policies diversified and specialized investors choose to use different strategies

that are more efficient at advancing these specific interests. In a nutshell, preferences

determine the policy objectives of economic elites and the choice of mechanisms of

influence is a function of such objectives.

Another contribution of this chapter is that it considers the choice of mecha-

nisms of influence of all actors within the economic elite, this includes landowners,

firm owners in different activities, and bankers of different sizes. Most studies either

investigate the political strategies of “business” as a whole or they look at the strate-

gies of firms (Szakonyi, 2018) or big owners, also defined as “oligarchs” (Markus and

Charnysh, 2017). Interestingly, few studies investigate the direct political strategies

used by landowners. Instead, works on landed elites influence mostly pay atten-

tion to this actor’s structural capacity to influence outcomes (Boix, 2003; Acemoglu

and Robinson, 2005; Baland and Robinson, 2008; Ziblatt, 2008; Ardanaz and Mares,

2014). Here, I not only consider the different strategies that elites embedded in dif-

ferent sectors pursue but also the strategies of those who are diversified into multiple

sectors, that is, those who, for example, are landowners, capitalists, and bankers at

the same time.

Finally, the scope of this work constitutes a contribution per se. Existing studies

are usually cross-sectional or panels that span over a brief period. To my knowledge,

this is the first study to cover a century of economic elites political strategies. Fur-

thermore, whereas most works on this matter use data on, for example, politicians

trajectories to uncover the likelihood that a public server comes from the private

sector, the richness of the data I have collected allows me to conduct the opposite

exercise to answer what is the likelihood that a person from the private sector, for
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example, decides to become a politician.

5.2 Asset Portfolio Diversification and the Choice of Mechanisms of
Influence

To recapitulate, in Chapter 3 I argued that economic elites that hold more diversified

investment portfolios have different policy motivations than those with undiversified

or specialized portfolios, and thus face incentives to build different types of interac-

tions with state actors. Whereas diversified elites have strong incentives to influence

laws and regulations that cut across sectors (macro-level policies), specialized ones

have incentives to demand for particularistic benefits (sector-level policies). Thus,

to shape the policies from which they benefit the most, diversified economic elites

have incentives to resort to the mechanisms that allow them to shape and monitor

the implementation of such policies to achieve influence at a macro-level. Instead,

specialized businesspeople opt for mechanisms that allow them to advance their more

specific and narrow agenda.

In Chapter 3, I have presented an organization of types of mechanisms based on

whether the mechanism in question is suitable to target multiple policies at the same

time vs. a single issue, and whether the mechanism requires business involvement

from within or outside the state apparatus (see Table 3.1, Chapter 3).

From these mechanisms, in this chapter, I empirically study three: direct partic-

ipation in politics (occupying positions in elected and appointed positions in govern-

ment), involvement in business associations (encompassing and non-encompassing),

and social connections. I do not test the effect of diversification on campaign con-

tributions and bribes due to lack of reliable data that spans across the period under

study. According to my argument, each of these instruments is more efficient to

pursue different types of policies. Some are more suitable to advance macro-level

policies because they allow to influence multiple actors and policy arenas simultane-
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ously and, furthermore, to monitor general policy implementation—this is the case

of holding positions in government, participating in social clubs, and organizing in

encompassing employers’ associations. Instead, other type of mechanisms, are more

efficient at targeting specific actors in charge of deciding on sector-oriented policies—

this, instead, is the case of lobbying through non-encompassing business associations

and fueling money into politics.

To summarize, the hypotheses derived from this part of my argument and that

are tested in this chapter are the following:

Hypothesis 2a. Diversified economic elites are more likely to participate in govern-

ment in elected positions than specialized elites.

Hypothesis 2b. Diversified investors are more likely to participate in government

appointed positions than specialized ones.

Hypothesis 2c. Specialized economic elites are more likely to participate in non-

encompassing business associations than diversified ones.

Hypothesis 2d. Diversified economic elites are more likely to participate in encom-

passing business associations than diversified ones.

Hypothesis 2e. Diversified economic elites are more prone to participate in elite social

clubs attended by high-rank government officials than specializes business elites.

5.3 Empirical Strategy

Empirically testing the effect of asset portfolio diversification on elites’ political

strategies is difficult for two main reasons. The first one is the concern of endo-

geneity due to reverse causality. Do economic elites decide to become politicians,

to hold appointed positions in government, to actively participate in business asso-

ciations, or to frequent elitist social clubs where they can meet powerful political

elites because their portfolio and interests require so, or is the structure of their

asset portfolio a consequence of their already existing political, organizational, and
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social connections? As mentioned in Section 5.1, many accounts of business influence

indicate that having political and social connections can increase business wealth.

Similarly, qualitative narratives on the growth of business conglomerates in develop-

ing economies indicate that the formation and consolidation of diversified business

conglomerates was a process organized from above during the industrialization pe-

riod that, in many cases, deepened later on during the stage of privatization of state

companies (Schneider, 2009). In most of these cases, government officials distributed

concessions to family, friends, and supporters, enabling only those who were well

connected to diversify (Schneider, 2009, p. 10). One of the most popular examples

on this regard is the “Surharto-groups” in Indonesia (Winters, 1996; Hanani, 2006),

but many scholars have also studied the proliferation of politically connected groups

in Russia, Ukraine, Rumania (King and Szelenyi, 2005), Bulgaria (Ganev, 2007),

and the Philippines (Rivera, 2003), among others. My argument does not deny such

claim. Political connections can help business entrepreneurs interested in diversi-

fying to achieve such purpose; however, they can help those who prefer to remain

specialized to increase their market share in a single sector. Different from previous

approaches that have considered diversification as a consequence more than the cause

of establishing tight linkages with the state, I propose that it is the composition of

the asset portfolio that explains the type of mechanism of influence preferred by

businesspeople. Specifically, the decision of investing in different forms of political

influence is driven by economic elites’ need to protect their wealth in different ways,

which is, in turn, a function of characteristics of their asset portfolio, precisely, of its

level of diversification.

I make the point that there are no clear theoretical reasons to think that a busi-

nessperson that achieves a seat in Congress or the Executive Office will seek diversi-

fication opportunities instead of obtaining a larger market share on a single sector as

a benefit. To put it differently, there are no reasons to believe that a businessperson
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that can certainly access to insider information will use such information to diver-

sify her portfolio. Such a claim assumes that the natural tendency of investors is to

seek sectoral diversification, which in turn is based upon another implicit assump-

tion, that diversification is associated with larger profits. Even though the causes

of individual portfolio diversification are beyond the scope of this work and only

partially addressed on Chapter 6, there is evidence in financial economics that in-

dicates investors have heterogenous diversification preferences— given a chance, not

every businessperson diversifies her portfolio.2 Furthermore, diversification is not a

mechanism of profit maximization —“the portfolio with highest likely return is not

necessarily the one with least uncertainty of return” (Markowitz, 1952, p.16). Fig-

ure ?? shows that the correlation between being diversified and size (measured as

accumulated capital) is very low (correlation = 0.14). There is, however, a higher

correlation between diversification and the number of firms owned by an investor

(correlation = 0.52), which is natural given that the more diversified an entrepreneur

is, the larger the number of sectors in which the person has invested interests and,

thus, by definition, the larger the number of firms owned (see Figure C.1 in the

appendix).3 In other words, economic elites that hold political power and have ac-

cess to insider information may very well use that power and information to pursue

their benefit, but such benefit is not necessarily achieved by increasing their portfolio

diversification.

2 The reasons why some investors decide to diversify while others do not are not addressed in this
chapter. However, it is important to note here that diversification is a choice made by investors
based on their risk aversion and regardless of their size—see Markowitz (1952). An empirical test
on how risk affects diversification strategies is conducted in Chapter 6. As explained in Chapter 3,
diversification can bring benefits as it reduces risks associated with exogenous economic and political
shocks that might affect specific assets; however, it also brings costs: given budget constraints, there
is a trade-off between diversifying and maximizing returns in the sector that is performing better
in the economy.

3 Notwithstanding, the correlation between the number of firms and capital is low as well, 0.22,
indicating that the larger investors (in terms of capital) are not necessarily the ones that have more
firms (are more diversified)—on this, see C.2 in the appendix.
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Figure 5.1: Relationship Between Portfolio Diversification and Capital

Note: Pearson Correlation Test = 0.14, p-value ă 0.001.

To alleviate concerns about reverse causality to my argument, I explore within-

country changes across time in both elites’ asset portfolios and the mechanisms they

use to exert influence. Only by systematically assessing the evolution of these two

factors during a long period of time and controlling for contextual variables it is

possible to arrive at conclusions about the relationship between diversification and

business’ non-market strategies. Thus, different from other studies that work with

cross-sectional data or study short periods, for the purpose of my investigation, I

assembled the first dataset to track over a century of intra-elite social, political, and

economic connections for quinquennial cohorts of elites.4 This rich panel dataset is

particularly promising to study how portfolio changes affect entrepreneurs’ political

behavior. First, because it begins in the second half of the nineteenth century in

Argentina, a country where portfolio diversification was not yet a viable option for

most investors due to the lack of development of financial stock markets and the still

very precarious development of sectors of the economy unrelated to the exploitation

4 Details on how this dataset was assembled were provided on Chapter 2.
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of land. Secondly, because it spans over a century within the same country, covering

multiple cohorts of economic elites. This data allows me to trace changes on economic

elites’ behavior for the largest period of time ever studied on this matter while taking

into account political and economic exogenous shocks to which these domestic elites

were exposed.5

Endogeneity problems can also emerge because of omitted variables. For instance,

if an unobserved covariate influences both diversification strategies and the decision

to seat in Congress, hold a position in the Executive Power, being a member of a

business association or attending a social club, results might be biased. However, no

immediate candidate variable could be affecting both the decision to diversify and

the decision to pursue a particular political strategy. These two can be argued to be

separate decisions investors make that are likely to be independent of each other: one

is a decision about how to allocate money across sectors, the other is a decision about

how to protect and engross such investments. Nevertheless, I include fixed effects by

year and sector in the models presented below to ensure that there are no unobserved

factors associated with particular events or characteristics of the economic activities

in which elites have participation that introduce bias in my results.

A second main difficulty associated with empirically testing the effect of portfolio

diversification on business mechanisms of influence is related to potential biases in

the data. Existing studies work with information from business and political elites’

biographies gathered from secondary sources and typically constraint their scope to

the study of big firms or the super-rich. Given the little amount of available (and

reliable) information on economic elites’ behavior, these works constitute important

contributions. However, the data gathering collection techniques used in these studies

5 On Chapter 6, based on original historical data from Chile, I conduct a difference-in-difference
approach to evaluate the relationship between individual portfolio diversification and occupying a
position in the national and local levels of government. The results from the tests presented in
Chapter 6 are in line with those in this chapter and reinforce the argument that there is a an
associational relationship running form diversification to the choice of mechanisms of influence.
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are likely to introduce biases in results. Biographies usually do not capture complete

information for all individuals; instead, they are usually more rich and accurate for

those individuals who are considered to be more influential or popular and typically

inexistent or incomplete for individuals with a lower profile. Also, narrowing the

sample to big owners can produce misleading conclusions if the researcher intends to

generalize her results to the entire business community. Often times, and partially

because of their lower structural power, big entrepreneurs are not the ones that are

more politically active. Instead, those with small and medium-sized portfolios tend

to be more important in this area. Likewise, there are reasons to think that the

smaller entrepreneurs are those more willing to organize and participate in business

associations (Olson, 1982). As I explain in Section 5.4, the nature of the data I have

collected should address these concerns.

5.4 Data

To measure the variables of interest I exploit the Argentine elites dataset already

described on Chapter 2 and yet another original dataset on economic elite members’

use of different types of mechanisms of influence, which I describe here. Table A.1

in the appendix provides a description of the primary sources used for building this

new dataset.

As mentioned before, an empirical challenge is to identify who relies on which

influence strategy. Different from other works that use biographies to obtain this

information, I rely on a novel technique for this purpose. To assess which economic

elite member relies on which strategy, I draw connections between those individuals

who are present in the economic elites dataset and individuals who are present in

complete lists of members of Congress, the Executive office, business associations,

and social clubs I have compiled drawing on primary sources. More specifically, I

match the names of those in the elites dataset with the names of those in these lists
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to identify elite members’ preferred mechanism of influence.

Names and last names have been cleaned multiple times using automatized and

manual methods. However, given that a same person might be present in multiple

lists with different names, e.g. as “Pedro Antonio Anchorena” in the economic

elites dataset and as “Pedro A. Anchorena” in the business associations dataset, the

results obtained are necessarily going to underestimate the number of connections.

Furthermore, when analyzing family linkages I consider lastname matches. Even

though these families share a common last name, it is very likely that many of them

are not directly connected, inflating the number of family connections in my analysis.

For this reason, I have dropped the most common last names.6

Social Connections To explore informal social connections between economic and

political elites, I have gathered information from the two most important social

clubs in Argentina throughout the period under study: Jockey Club and the Cı́rculo

de Armas Club. These two clubs are described in historical narratives (Losada, 2007)

as representing different sectors of the elite, the latter being more “exclusive” than

the former.7

Data on their members was gathered from multiple sources: Navarro (2016),

directly from the clubs, and the missing data points were complemented with their

annual reports found in the National Library Archive as well as with information

gathered from social publications (El Libro Azul and La Gúıa de Oro). Given lack

of information, this data only spans yearly between 1880 and 1930, enabling me to

explore social clubs networks only for a limited period.

6 To select the most common last names, I rely on Smith (1999). The last names dropped are
the following: Acosta, Álvarez, Castro, Dı́az, Domı́nguez, Fernández, Garćıa, Gómez, González,
Gutiérrez, Hernández, López, Mart́ınez, Molina, Moreno, Moyano, Núñez, Ort́ız, Paz, Pérez,
Rodrǵuez, Ruiz, and Sánchez.

7 The Ćırculo de Armas has historically allowed a much more limited number of members than
the Jockey Club. In 1909 the cap of members was 300, which increased to 400 in 1911, and reached
500 in 1949 (Navarro, 2016).
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Political Participation To identify direct political activity of those individuals in the

economic elites dataset, I have compiled a complete dataset on members of the

legislative and executive branches of power. The former includes information on

all those who served in both chambers of Congress since 1854, and the latter on

those who occupied an elected or appointed position in the Executive Office, as

President/Vice-President or Ministry of a state agency, respectively. This data was

scrapped from online sources.8

Business Associations I have selected the two most important business associations

in Argentina throughout the nineteenth and twentieth centuries, one representing ru-

ral interests (agriculture and cattle raising, but also food producers and exporters),

Sociedad Rural Argentina (SRA). The other, representing the interests of manufac-

turing firms in various industries, the Union Industrial Argentina (UIA). Whereas

the SRA is a fully non-encompassing organization, as it only represents landed inter-

ests, the UIA is considered as a relatively encompassing business association given

that since its origins it has represented manufacturing interests in multiple sub-

sectors, which range from the automotive industry to the food processing industry,

intimately associated to the agricultural sector. Thus, even though the UIA is not

a fully encompassing association —landowners do not participate in it and neither

do financial elites— to some extent it represents encompassing interests within the

broad spectrum of manufacturing.

None of these business associations were able to provide data on their former

boards of directors and members, as this information is confidential. Therefore, I

resorted to bulletins published by these associations. I reviewed every bulletin for

every month for the full period to obtain information on the composition of their

8 I scraped personal information on Diputados and Senators from Dirección de Información Par-
lamentaria (2016). Information on Presidents, Vice-Presidents and Ministries of State was scraped
from El Historiador (2017).
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board of directors, changes on the composition of internal committees (typically

published in the hearing of their sessions), and complete lists of members and boards

of directors. In the case of the UIA, I was only able to retrieve information on

authorities of the organization because the members of the UIA are not individuals

but chambers of commerce (e.g. Argentine chamber of the toy industry; Argentine

chamber of entrepreneurs in the mining industry; Argentine federation of textile

industries; meat industry union; among many others). Both lists of members have

been gathered on an annual basis since the year of creation of each organization,

1859 (SRA) and 1889 (UIA).

5.5 Variables

Table C.1 in the appendix present the summary statistics for all the variables included

in the models presented below.

5.5.0.1 Dependent Variables: Mechanisms of Influence

To measure intra-elite social connections I use my data on membership affiliations

to the Jockey Club and the Cı́rculo de Armas Club. I consider membership to these

separately. I develop three indicators on social club connections. (a) A first measure

of this variable, individual membership to social club j, takes a value of 1 if the person

was an active member of one of these clubs and 0 otherwise. (b) Likewise, a second

indicator, family membership to social club j, measures family connections and takes

a value of 1 if at least one member of businessperson i’s family is an active member

of one of these clubs and 0 otherwise. (c) Finally, as an alternative measure of family

connections I use businessperson i ’s number of family members that participate on

a social club—number of relatives in social club j.

To measure economic elites’ direct political participation in the political arena I

use a similar set of measures: (a) a dummy variable that has a value of 1 if the busi-
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nessperson has a seat in Congress —either the Diputados chamber or the Senate—

Congressperson); (b) a dummy variable that takes a value of 1 if the individual has

at least a family member seating in Congress (Congress family); (c) a measure that

counts the number of relatives of businessperson i that have an elected position in

Congress (number of relatives in Congress).I use the same procedure to develop mea-

sures on participation in the executive power (president, vice-president, ministry):

(a) Executive Power member, (b) Executive Power family, (c) number of relatives

in the Executive Power. It is important to note that the ideal comparison to for

hypothesis 2a would be to establish a comparison between economic elite members

that run for office and those who did not, unfortunately, due to lack of complete data

on political candidates, the best possible approach is to compare economic elites that

run and won elections and those who did not run or run and lost the election.

To measure participation in business associations I use my data on membership to

the Sociedad Rural Argentina (SRA), representing rural business interests, and the

Unión Industrial Argentina (UIA), which represents encompassing manufacturing

interests. I consider affiliation to these two separately to produce the same set

of measures as before: (a) individual membership to business association j ; (b)

family membership to business association j ; and (c) number of relatives in business

association j.

5.5.0.2 Explanatory Variable: Portfolio Diversification

Asset portfolio diversification is measured as the number of sectors of the economy

in which an individual has investments. As explained in Chapter 2, I consider 22

possible sectors following the International Standard Industrial Classification (Rev.

4) classification. To identify the number of sectors in which an individual has posi-

tions I consider both holding a position as a director or as a shareholder in a firm, as

well as being a landholder. The variable individual diversification counts the unique
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number of sectors in which an individual has positions in a given year. Similarly, the

variable family diversification is defined as the number of sectors in which a family

has positions. In this case, entrepreneurs that are personally associated with a single

sector can be highly diversified if they have relatives in companies in other sectors.

5.5.0.3 Control Variables

In the models presented below, I include control variables at the individual and time

levels. At the individual level, I measure the size of an investor using two indicators:

accumulated capital across the firms owned by the individual, which aggregates the

initial capital of each of the firms in which the individual has participation and, due

to missingness, I add as a second measure the number of firms in which the person

has a position. Alternatively, I include the number of firms in sector j to account for

the presence and the size of the assets of the investor in each sector of the economy.

Moreover, to measure the balance of sectors in the investor’s portfolio, I incorporate

the proportion of firms in the largest sector in which she has investments. Finally, to

account for time-invariant characteristics of the sectors of the economy, I also include

sectoral dummies that take a value of 1 for the sector in which the investor has the

largest presence, that is, the sector in which she owns the highest proportion of firms.

At the time level, I control for the openness/closeness of the political regime. To

measure this variable I use the indicator type of regime gathered from Haber and

Menaldo (2011), which takes a value of 1 for years with democratic regimes and 0

for years with authoritarian regimes.9 As a robustness check, in the appendix I use

the Polity normalized score produced by Haber and Menaldo (2011) which varies

between 0 (strongly autocratic) to 100 (democratic). I also include in the main

models a measurement of fairness in the electoral process, specifically, the Free and

9 Haber and Menaldo (2011) construct this measure based on Przeworski et al. (2000). Democracy
is defined as there being more than one political party and control of the executive alternates
between parties.
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fair elections index con structured by Coppedge et al. (2017), which varies between

0 and 0.76.10 In the robustness check models, I also use as alternative measures to

this one: secrecy of vote, an ordinal variable that ranges from 0 (open public) to 4

(public for some, secret for others) (Przeworski et al., 2013); a dummy variable on

optional/compulsory vote (Przeworski et al., 2013); and barriers to the creation of

political parties, an ordinal variable that varies from 0 (parties are not allowed) to 4

(there are no substantial barriers) from Coppedge et al. (2017).

Finally, as a measure of the state of the economy, I use GDP growth—GDP per

capita growth rate— which I gathered from Coppedge et al. (2017).

5.6 Methods

To test Hypothesis 1-4 I estimate the following equation:

yi,t “ β0 ` β1Diversificationit ` λXit ` λ
1

θt ` λ
2

Γit ` ρt ` εit (5.1)

where, in a first set of models where I conduct logistic regression, yi,t is a binary

indicator of whether businessperson i on year t (alternatively) had a seat in Congress,

had a position in the Executive Power, was a member of the SRA, was a member

of the UIA, was a member of the Cı́rculo de Armas Club, or was a member of the

Jockey Club. In all specifications of these models the main independent variable is

Diversificationit, that is, the level of diversification of individual i; Xit represents

a set of individual-level control variables (number of firms owned, capital accumu-

10 The index is built by taking the point estimates from a Bayesian factor analysis model of the
indicators for EMB autonomy (elections management body autonomy), EMB capacity (resource
capacity of the elections management body), election voter registry (accuracy of voter registry),
election vote buying (evidence of vote buying during the election), election other voting irregularities
(evidence of other irregularities during the election), election government intimidation (violence or
intimidation from government to the opposition), election other electoral violence (evidence of other
types of violence during electoral process), and election free and fair (national elections free and
fair). Since the bulk of these indicators are only observed in election years, the index scores have
then been repeated within election regime periods (Coppedge et al., 2017, p.59).
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lated, and proportion occupied by largest sector in portfolio); θt is a set of annual

level covariates to account for political and economic factors that might be affect-

ing a businesspeople choice of mechanism of influence—regime type, transparency of

elections, and GDP growth, all measured as explained above. Γit is a set of covariates

that indicate the most important sector in each individual’s portfolio to account for

the possibility that sectoral differences, and not diversification, are actually driving

the choice of mechanism of influence. These covariates take a value of 1 for the first

sector in the person’s portfolio and 0 for the rest.11 ρt are year fixed effects (included

in alternative models to the ones that incorporate annual covariates); and εit is the

idiosyncratic error term. In all the models presented in the body of the chapter,

standard errors are robust and clustered by individual.

In a second set of models, yi,t are dummy variables that take a value of 1 if busi-

nessperson i had a family member in each of the government agencies/associations/clubs

under study during year t. Likewise, a third set, where I perform OLS regression

where yi,t are a set of continuous variables that indicate the number of relatives that

individual i had in each of these during year t. There results for these latter two

series of results are respectively presented in appendix C.

In addition, to account for the possibility that the effect of diversification is non-

linear and, instead, has an inverted-U shape form, for all the specifications of the

models represented by equation 5.1, I compare the baseline results with those from

the following quadratic model:

11 Ideally, one would test for multiple combinations of sectoral compositions that could influence
the choice of mechanisms. However, this would involve significantly multiplying the number of
regressors to account for different levels of concentration in different sectors (bears in ming that
there are 22 possible sectors). To approximate this, as explained above, I include the proportion that
the most important sector represents in the portfolio of the individual. Furthermore, in alternative
models I include the number of firms owned in each sector for each individual in the sample which
provides an approximation to the sectoral composition of portfolios in the real world.
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yi,t “ β0 ` β1Diversification
2
it ` β2Diversificationit ` λXit ` λ

1

θt ` λ
2

Γit ` ρt ` εit

(5.2)

The rationale behind fitting a quadratic model is that it could well be the case

that individuals that display low levels of diversification behave similarly to those

who are specialized but, after a certain threshold, their strategy changes in the way

my theory predicts diversified investors should behave. If such heterogeneity existed,

a linear fit would not capture them, and would lend to two potential errors. If the

effect of the less diversified categories overpowers that of the higher categories, we

could falsely conclude that the relation is linear and in the opposite sign that the one

predicted by the theory. In the opposite event, if the effect of the higher categories

is strong and in the direction I predict, a linear fit runs the risk of falsely concluding

that the relation is significant and always in the direction predicted by my theory. A

quadratic term allows me to test for non-linearity and avoid these problems: a non

significant quadratic term suggests the relation is indeed linear, and that results of

these simpler and more efficient models are accurate. On the contrary, a significant

quadratic terms suggests the relation is not linear along values of diversification, and

that this should be taken into account to assess the accuracy of my hypothesis.12

In appendix C, I show my results are also robust using other model specifications,

including the incorporation of two-way robust clustered standard errors (by individ-

ual and sector), following Cameron et al. (2011) methodology, and the inclusion of

an interaction term between diversification and size of investor.

12 An alternative and robustness check for the possibility of non-linear relations is to employ a
categorical measure for diversification. However, such models result in quasi-complete separation
in this case, and are therefore do not yield reliable estimates for the parameters of interest.
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5.7 Results

I first present the results for both the linear and quadratic specifications of the models

represented by equations 5.1 and 5.2 for each of the dependent variables of interest:

being a member of Congress, Executive Office, the SRA, the UIA, the Jockey Club,

and the Ćırculo de Armas Club. These models allow me to control for a number

of relevant individual and sectoral level controls, but also to produce estimates for

the effects of two potentially crucial contextual variables: regime type and national

economic performance.

Figure ?? displays the coefficient plot with the results for logistic models where

the dependent variable is being a member of Congress. Both in the linear (first

subfigure) and quadratic specifications (second subfigure), the coefficient of diversi-

fication is positive and statistically significant at a 99% confidence level, as expected

by Hypothesis 2a. This suggests that having a more diversified portfolio increases

the likelihood that a businessperson will seat in Congress, conditional on having run

for office.13 Furthermore, the lack of significance of the quadratic term ensures that

diversification has a linear monotonic relationship with the outcome variable.

To assess the magnitude of the effect of diversification on being a member of

Congress, consider the following simulation exercise illustrated in Figure 5.28a at the

end of this section. Take for example an investor that initially has the largest portion

of his investments in agriculture versus another one that has the largest portion in

manufacturing non-related to agriculture. The probability that the former will seat

in Congress increases exponentially as the person diversifies into other sectors, up to

a maximum probability of 65% when this hypothetical person reaches the maximum

level of diversification; differently, for the latter type of investor, the probability

13 Again, note that an ideal test for Hypothesis 2a would be to compare business entrepreneurs
who run for office against those who did not run. Unfortunately, due to lack of data on political
candidates, the best test I can perform compares investors that run for for office and won elections
to those that run and lost and did not run at all.
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of seating in Congress is also increasing on diversification but it is, however, much

smaller.14

The reader should note that the simulations exercise is comparing the effect of

diversification on two extreme hypothetic portfolios: one that is originally heavily

invested in the agricultural sector and one heavily invested in manufacturing ac-

tivities. Thus, these represent the most dissimilar profiles that should capture the

range of potential sectoral differences in the way diversification shapes the depen-

dent variable. Likewise, both profiles represent unbalanced portfolios, with a marked

concentration of assets in a single sector. This should dampen the effect of diversi-

fication, and therefore represent an even less likely scenario to find a significant and

substantively relevant effect. All predicted probabilities plots in Figure 5.28a follow

this specification. For both of these reasons, the results presented here should be

considered as the lower bound of the effect of diversification on the probability of

success in the dependent variable.

Regarding the political economy factors that might affect the likelihood that a

businessperson will become a Congress member, as expected, being under a demo-

cratic regime is positive and significant. It is not surprising that if elections are held

the probability of seating in Congress of any given person will increase. What it

is surprising is the result displayed in Figure ??, where I incorporate as a control

variable the extent to which elections are free and fair (instead of regime). This

coefficient is negative and significant across all models, suggesting that the chance

that a businessperson occupies a position in Congress decreases the more transpar-

ent and free elections are. In other words, on the one hand, businesspeople appear

to benefit from democracy; on the other, they are more likely to seat in Congress

when fraudulent practices around the electoral process are in place. Finally, GDP

14 The simulations presented in Figure C.14 come from the estimates of the models presented in
Table 5.1 and Figure ?? below). “Capital”, measured as the natural log of capital in thousands of
pesos is held constant at the mean (results hold if the median is used instead).
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growth is positive and significant across all models, confirming that changes in busi-

ness structural power —which decreases as the economy fares better— has a positive

impact on entrepreneurs’ choice of becoming legislators. In other words: when they

lose the power to threat governments with disinvestment, businesspeople resort to

direct political activity to compensate.
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Figure 5.2: The Effect of Diversification on Being a Member of Congress – Part 1

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Figure 5.4: The Effect of Diversification on Being a Member of Congress – Part 2

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Second, figures ?? and ?? show the results for the models where the dependent

variable is being in Executive Office. In the linear models, the effect of diversifica-

tion is positive and statistically significant in all specifications except for the two

that include as a control variable the proportion that the largest sector occupies in

an individual’s portfolio (models 3 and 4). In such cases, diversification loses signifi-

cance. In these models, however, the proportion of the first sector has a negative and

statistically significant effect on being a member of the Executive, that is, the more

biased a portfolio is towards a single sector (less diversified, according to my defini-

tion), the less likely it is a businessperson will be part of the Executive. Because the

proportion of first sector indicates the extent to which a portfolio is balanced, this is

as a complementary measure to diversification and, therefore, these two models still

provide indirect evidence in support for Hypothesis 2b.

Given the small number of individuals that have served in Executive Office dur-

ing the period of interest, these results are substantively important: they imply that

being a more diversified businessperson positively affects the probability of becoming

part of the select 510 individuals that served in the national executive office during

the entire period under study. The exercise undertaken here is a comparison be-

tween businesspeople that occupied positions in the Executive office (either because

they were elected or appointed) and businesspeople that did not. Understandably,

although the effect of diversification is positive and significant, the change in the

predicted probability of belonging to this selected group of government officials as

diversification increases is very small.

As before, the quadratic term of diversification is non-significant across all mod-

els, ensuring that the relationship between diversification and being a member of

Executive is linear and does not display a U-shape.

Moreover, as before, democracy has a positive impact on the likelihood that a

businessperson seats in office, as this coefficient is positive and statistically significant
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across all models. However as observed in Figure ??, again, having free and fair

elections negatively affects such chances, indicating once more that businesspeople

benefit from fraudulent elections. Finally, different from what occurs with seating

in Congress, GDP growth has a negative effect on being a member of the Executive,

suggesting that during times of crisis businesspeople are more likely to take positions

in the Executive Office in spite of the increase in their structural power.
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Figure 5.6: The Effect of Diversification on Being a Member of the Executive Office
– Part 1

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Figure 5.8: The Effect of Diversification on Being a Member of the Executive Office
– Part 2

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Third, turning the attention to the effect of diversification on business participa-

tion in non-encompassing employers’ associations, figures ?? and ?? show the results

for the models where the dependent variable is participation in the Sociedad Rural

Argentina, the organization that exclusively represents landed interests. The results

are as expected: diversification has a negative and statistically significant impact on

participating in the SRA. However, there is a caveat, this effect flips around in one

case, when incorporating capital as a control (Model 4). A closer look at this result

reveals that when controlling for wealth measured as individual capital, there is a

non-linear relation between diversification and the probability of being a member

of the SRA. This relation is better approximated by a negative quadratic term, as

shown in Figure 5.28b, which illustrates the inverted-U shape of this effect: for an

individual with an initial portfolio concentrated on the agricultural sector (red line),

the predicted probability of being in the SRA slightly increases up to a mid-level

of diversification of 4 sectors and then drops steadily as diversification increases.

Instead, for an individual with an initial portfolio concentrated in manufacturing

unrelated to agriculture (blue line), the predicted probability of being a member of

the SRA follows a similar pattern but remains close to zero as diversification in-

creases. Again, it is worth remembering that both profiles represent extreme cases

of unbalanced portfolios, which biases the test against finding a significant effect of

diversification. I sum, the best model to evaluate the effect of diversification on being

a member of the SRA is the one including a quadratic term of diversification, thus

this is the model presented in Table 5.1, which summarized the main results of this

chapter.

In this case, democracy displays a negative and significant coefficient, indicating

that, differently from what occurs with occupying positions in government, demo-

cratic elections decrease the likelihood of a business person participating in the SRA.

In other words, during democratic periods business elites seem to rely on direct po-

154



litical activity, while they retract to business organizations in autocratic times.
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Figure 5.10: The Effect of Diversification on Being a Member of the Sociedad Rural
Argentina – Part 1

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Figure 5.12: The Effect of Diversification on Being a Member of the Sociedad Rural
Argentina – Part 2

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Fourth, the results for the models where the dependent variable is participation

in the Unión Industrial Argentina are shown in figures ?? and ??. Hypothesis 2d

suggested that the more diversified an investor is the more likely it is she will par-

ticipate in an encompassing business organization. In Argentina, historically, there

has been no relevant fully-encompassing organization representing the interests of

all sectors in the economy. However, the UIA represents multiple sectors associated

with industrial activities, from manufacturing linked to agricultural activities (e.g.

food processing) to heavy industry and, therefore, it can be considered as a relatively

encompassing organization that represents a wide variety of industrial activities that

can be little correlated.15

In this case, as expected, diversification has a positive effect on being a member

of the UIA: diversified investors are more likely to be members of the closest-to-

encompassing business association in the country. The lack of significance of the

quadratic term implies that the relation is linear and monotonic, as expected.

Figure 5.28c shows that this is true for both profiles featured in these predicted

probabilities plot. In the case of an investor heavily invested in the manufacturing

sector (blue line), such probability is always understandably high: given the bias

of UIA towards industrial (and, most importantly, non-agricultural activities), most

investors, diversified or not are quite likely to participate. More diversified investors,

however, are statistically significantly more likely to do so. The case of an eminently

agricultural entrepreneur (red line), is, however, more revealing: as an agricultural

specialized investor, she has a near zero probability of participating in UIA, but as she

expands her interests beyond the original agricultural sector to unrelated activities,

there is a sharp increase in the likelihood of affiliating to the business organization

that peaks at around 80% when she reaches the highest level of diversification in the

15 I am not making a claim that the UIA is a fully encompassing business association but that
given that it represents industries that are little correlated it is a type of organization that promotes
interests that benefit multiple activities instead of one.

157



sample.

Finally, different from what occurs with SRA membership, democracy has a pos-

itive impact on being a member of the UIA. It is likely that this result is associated

to the fact that, historically, authoritarian governments have been active opponents

of domestic industrial interests, therefore, disincentivizing membership to the UIA.

Finally, GDP growth has a positive effect on being a member of the UIA, indicating

that losing structural power encourages industrial elites to organize more.
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Figure 5.14: The Effect of Diversification on Being a Member of the Unión Indus-
trial Argentina –Part 1

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Figure 5.16: The Effect of Diversification on Being a Member of the Unión Indus-
trial Argentina –Part 2

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Fifth, the impact of diversification on businesspeople activity in social clubs varies

across clubs. On the one hand, as shown in figures ?? and ??, diversification is con-

sistently positively associated with being a member of the Jockey Club and the

quadratic term is not significant, ensuring that the relationship is linear. In other

words, as expected, businesspeople that are more diversified are more likely to par-

ticipate in the Jockey Club than those who are not diversified.

Predicted probabilities for this dependent variable presented in Figure 5.28d show

the familiar and expected ascending pattern for both hypothetical profiles featured in

the graph. As this simulation exercise makes clear, the probability of being a member

of the Jockey increases exponentially as an entrepreneur diversifies her portfolio.

This is the case for both those who begin with a portfolio concentrated in land

and those who begin with an unbalanced portfolio concentrated in non-agricultural

manufactures, although the size of the effect is larger for the latter group.
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Figure 5.18: The Effect of Diversification on Being a Member of the Jockey Club
–Part 1

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Figure 5.20: The Effect of Diversification on Being a Member of the Jockey Club
–Part 2

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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On the other, in the case of the Ćırculo de Armas, the results are inconclusive.

Diversification has no statistically significant impact on being a member of this club

in half of the models presented and, when it does in models 4 and 5, results are mixed.

The lack of significance is potentially associated with the fact that, as explained

before, the Ćırculo was a very closed and exclusive social club with an extremely low

number of members, which makes any inference difficult.
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Figure 5.22: The Effect of Diversification on Being a Member of the Cı́rculo de
Armas –Part 1

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Figure 5.24: The Effect of Diversification on Being a Member of the Cı́rculo de
Armas –Part 2

Note: Logit with Fixed Effects by sector and clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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Table 5.1 presents a summary of the results of the models that were used to

generate the predicted probabilities discussed above and presented in Figure C.14

below. These models are the ones that better fit the data —linear for all dependent

variables except for SRA, case in which the model with a better fir is quadratic—

and the most stringent for two reasons. First, these models include year fixed effects

instead of year controls (regime type, transparency of elections, GDP growth), which

provide a more stringent control for unobserved unit level factors, that is, unobserved

factors at the country-year level that may be affecting results of contemporary ob-

servations. Second, whereas the models presented before (set of models 5) included

a set of covariates indicating the first sector in which each person had investments as

well as the proportion occupied by the largest sector in the portfolio, the models in

Table 5.1 incorporate as covariates the weight of each sector in the individual’s port-

folio. This is an appropriate test of a crucial point of the argument: that the balance

of portfolios across sectors and the number of unrelated sectors that comprise such

portfolio shapes investors’ political influence strategies. The ideal control would be

to incorporate the amount of capital invested by sector for each individual. However,

due to missingness of capital investment at the individual-sector level, it is difficult

to generate accurate pictures of individual level portfolios in this manner. I, there-

fore, approximate this by using the number of firms per sector in which each investor

has interests. These sectoral controls allow me to control for the overall composition

of investors’ portfolios both qualitatively (in which sectors they are invested) and

quantitatively (how invested they are in each sector). In the models presented in

Table 5.1 I also include a control for the overall wealth of the individual investor,

that is, the individual’s accumulated capital.

This set of results also summarized in Figure ??, confirm the findings presented

above. In the appendix to this chapter, I also show that these results are robust

to using as alternative dependent variables having a family member in Congress,
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the Executive office, SRA, UIA, Jockey Club, and Ćırculo Club, and the number of

relatives in each of these.

Table 5.1: Effect of Diversification by Mechanism

Dependent variable:

Congress Executive UIA SRA Jockey Club Circulo de Armas

(1) (2) (3) (4) (5) (6)

Diversification Sq. ´0.036˚˚˚

(0.014)

Diversification 1.009˚˚˚ 1.042˚˚ 0.753˚˚˚ 0.324˚˚˚ 1.643˚˚˚ 2.918
(0.182) (0.405) (0.052) (0.080) (0.162) (3,839.400)

Capital 0.094˚˚˚ 0.113˚˚˚ 0.151˚˚˚ 0.163˚˚˚ 0.264˚˚˚ 0.003
(0.033) (0.043) (0.014) (0.012) (0.036) (0.258)

Agriculture ´0.251 0.270 ´0.209˚˚˚ 0.362˚˚˚ ´0.255˚ ´16.599
(0.179) (0.277) (0.060) (0.035) (0.146) (3,594.515)

Finance ´0.003 ´1.593˚˚˚ ´0.627˚˚˚ 0.079˚˚ ´0.462˚˚˚ ´17.091
(0.140) (0.506) (0.063) (0.036) (0.117) (3,594.515)

Real Estate ´0.718˚˚ 0.413 ´0.418˚˚˚ 0.325˚˚˚ ´1.715˚˚˚ ´34.348
(0.285) (0.451) (0.095) (0.075) (0.257) (6,659.371)

Mining ´1.540˚˚˚ 0.267 ´0.255˚˚ 0.079 ´0.410˚ ´34.805
(0.524) (0.570) (0.105) (0.097) (0.239) (8,343.529)

Electricity ´0.497˚ ´18.077 ´0.138˚ 0.110 ´1.393˚˚˚ ´34.309
(0.298) (2,278.153) (0.083) (0.077) (0.241) (6,385.400)

Water ´17.109 ´18.821 ´2.208˚˚˚ 0.182 ´0.802˚˚ ´31.360
(1,687.813) (6,627.117) (0.716) (0.199) (0.363) (12,917.830)

Construction ´1.751˚˚˚ ´0.837 ´0.033 ´0.003 ´1.192˚˚˚ ´34.726
(0.494) (0.800) (0.106) (0.105) (0.265) (8,044.624)

Whole Sale ´0.342 ´0.794 ´0.671˚˚˚ ´0.146˚˚ ´1.280˚˚˚ ´31.941
(0.220) (0.530) (0.070) (0.066) (0.233) (4,759.207)

Transportation ´0.294 0.568 ´1.114˚˚˚ ´0.487˚˚˚ ´1.871˚˚˚ ´17.210
(0.218) (0.405) (0.143) (0.087) (0.199) (3,594.515)

Accommodation ´1.418 ´17.954 ´2.035˚˚˚ ´0.202 ´0.298 ´33.493
(1.006) (4,502.616) (0.457) (0.232) (0.346) (9,751.623)

Information ´0.649˚˚ 0.757˚ ´0.001 ´0.003 ´1.358˚˚˚ ´34.985
(0.302) (0.449) (0.083) (0.081) (0.298) (7,711.737)

Administration ´0.732 ´18.879 ´0.206 0.469˚˚ ´19.452 ´3.668
(0.728) (4,478.560) (0.248) (0.210) (5,323.045) (38,766.200)

Arts ´1.448˚˚ ´0.399 ´0.978˚˚˚ ´0.049 ´16.328 ´7.076
(0.605) (0.755) (0.164) (0.161) (1,259.069) (11,215.460)

Human Health ´1.137 ´18.477 ´0.429˚˚˚ ´0.032 ´1.815 ´8.389
(0.743) (3,578.277) (0.163) (0.200) (3,814.516) (33,425.500)

Education ´15.881 ´16.330 0.861˚˚ ´12.578
(3,069.819) (12,532.770) (0.362) (256.157)

Other Services ´16.149 ´16.836 ´0.407˚˚˚ ´0.761˚˚˚ ´18.663 ´35.805
(653.925) (2,601.326) (0.140) (0.218) (1,860.814) (13,924.680)

Professional Serv. ´15.756 ´17.304 ´12.938 ´0.270 0.086 ´8.604
(2,350.404) (9,792.457) (208.018) (0.688) (5,395.714) (40,036.010)

Manufacturing (Agri) ´1.159˚˚˚ ´2.404˚˚˚ ´0.426˚˚˚ ´0.529˚˚˚ ´3.814˚˚˚ ´20.500
(0.339) (0.906) (0.115) (0.104) (0.455) (6,705.389)

Manufacturing (non Agri) ´0.841˚˚˚ ´2.284˚˚˚ 0.585˚˚˚ 0.051 0.126 ´16.207
(0.225) (0.789) (0.040) (0.054) (0.175) (3,594.515)

N 347,547 347,547 347,547 347,547 43,209 43,209
AIC 3,929.502 845.915 18,185.220 21,083.420 4,350.988 257.231

Note: Models 1-6 include year fixed effects. Standard errors are clustered by individual. ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Figure 5.26: Effect of Diversification by Mechanism

Note: Logit with fixed effects by year with clustered standard errors by individual (95%
confidence intervals). Model 5 includes sectoral covariates.
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To conclude, a summary of the results of interest is presented in Table 5.2. Al-

together, these results point out the following. First, portfolio diversification does

affect economic elites activity in different spheres of influence. Specifically, having a

diversified portfolio is positively related to participating directly in the political arena

(as a member of Congress or the Executive office). It is also positively associated

with participation in the historically most elitist social club in Argentina, the Jockey

Club, well known for congregating both the most important political actors with the

top 1%. Finally, holding a diversified portfolio is also associated with participating in

the Unión Industrial Argentina, a business organization that has historically repre-

sented industrial interests across a wide range of activities. However, diversification

is negatively correlated with participation in non-encompassing business associations

as the case of the SRA, a traditional representative of rural economic interests. In

a nutshell, whereas diversified economic elites are more likely to be active in spheres

from which they can shape macro-level policies, specialized ones limit their partic-

ipation to organizations that grant them the possibility of affecting policies that

benefit only their sector. Furthermore, democracy positively affects economic elites’

investment in all mechanisms of influence except for participation in the SRA, which

strengthens instead during periods of autocracy, potentially as a consequence of the

historical alignment between the interests of military autocratic regimes and those

of landholders. Finally, economic elites direct participation in politics bears more

fruits during times when elections are less than free and fair. Again this also fits the

historical narratives of the Argentine case: an economic elite that controlled politics

under autocratic or oligarchic regimes but had difficulty generating a political force

that could thrive under an unrestricted political franchise.
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(a) Dependent Variable: Member of Congress (b) Dependent Variable: Member of SRA

(c) Dependent Variable: Member of UIA (d) Dependent Variable: Member of Jockey

Figure 5.28: Predicted Probability of Resorting to Different Mechanisms

– Agriculture-biased profile – Manufacture-biased profile

Note: Elaborated with estimates from models presented in Table 5.1
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Table 5.2: Summary of Results
Dependent Variable Effect of Diversification
Congress Positive
Executive Positive
SRA Negative
UIA Positive
Jockey Club Positive
Ćırculo Not sig.

5.8 Summary and Conclusion

A dense academic scholarship points out that economic elites exert great influence in

the political arena. These have been found to be key players in shaping democratiza-

tion processes, the expansion, and retrenchment of welfare states, the construction of

state capacity, as well as relevant in determining policies with massive redistributive

impact. However, to my knowledge and to the date, no study has paid attention to

explaining the variation in the choice of mechanisms of influence across members of

the economic elite. In this chapter, I seek to contribute to filling in this vacuum by

asking why economic elite members choose different strategies to advance the poli-

cies that best protect their capital. To answer this question, I argued that the asset

portfolio diversification of investors explains the type of policies they must enhance

to protect their assets and, therefore, the strategies they choose for such purpose.

Whereas diversified economic elite members that, by definition, have positions in

multiple and little-correlated sectors seek macro-policies that enhance a good cli-

mate of investment for the overall economy, including the provision of public goods

and the rule of law, specialized investors prioritize policies that benefit their sector

alone, often times, in detriment of other sectors of the economy. These two types

of policies, macro and sectoral, I argue, are shaped in different areas of government.

Therefore, business elites resort to different strategies to influence such arenas. On
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one hand, macro policies are discussed and designed at higher spheres of government.

To test the predictions of my argument, I performed an econometric analysis

on an original historical database of economic elites in Argentina that spans for

over a century, covering quinquennial cohorts of elites between the 1860s and 1960s.

The across-time within-country analysis of businesspeople behavior performed ac-

counts for a wide range of threats to inference, including unobserved heterogeneity,

omitted variable bias, and reverse causation. Fundamentally, the theory informs an

association running from level of portfolio diversification to the choice of different

mechanisms of influence, and the data analyzed allows to test such relationship by

starting during the transition from a traditional to a modern economy, and hence

during a period when diversification was not yet an option for investors.

I show that diversified economic elite members are more likely to occupy positions

in high levels of government—Congress and the Executive Office—, to participate in

encompassing employer organizations, and to have a more active social life in elitist

clubs. Meanwhile, those who are specialized in a single sector are more likely to use

non-encompassing associations as lobby vehicles. Additionally, my findings indicate

that democracy makes economic elites more likely to seek positions in government,

but they are more likely to achieve such positions when elections are fraudulent.

The chapter makes two main contributions. First, whereas most part of the

literature on business influence has focused on studying the effects that different

mechanisms of business influence have on obtaining personal and firm returns or on

achieving bigger purposes such as lowering corporate taxes, this chapter is, to my

best knowledge, the first work to ask why economic elite members rely on different

strategies to advance policies that protect their capital. In answering this question,

it proposes an alternative approach to economic elites interests largely developed

elsewhere in this dissertation, namely that it is not their identification with a unique

sector of the economy but the composition and structure of elites’ asset portfolios
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what determines their policy preferences and behavior. Second, also to my best

knowledge, this is the first study to analyze a century-long panel of original data on

economic elites social, political, and economic connections to identify the mechanisms

of influence used by individual members of this elite.
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6

Land Inequality, Asset Portfolio Diversification,
and Public Goods Provision

What drives long-term economic development? Different from existing approaches

that stress the importance of geography and colonialism to explain long-run devel-

opment (e.g. Engerman and Sokoloff, 1997, 2002, 2005; Acemoglu et al., 2001, 2002;

La Porta et al., 1997; Porta et al., 1998; Easterly and Levine, 2003, 2016; Dell,

2010), in this chapter, I underscore the role of economic elites’ asset portfolio in

shaping development outcomes. In particular, I make the case that the level of asset

portfolio diversification of the dominant economic elite during the transition out of

pre-industrialism explains why some places experience more development than others

both in the short- and the long-run. At that point in time, I argue, the emergence

of new investment opportunities, triggered by the creation of a modern legal frame-

work on corporate ownership, transformed unequally the asset portfolio structure of

economic elites. Specifically, traditional elites from areas with higher rates of land

inequality who perceived a higher risk of expropriation were more likely to diversify

their holdings into sectors other than land to hedge such risk. Instead, landed elites

from more equal areas disregarded such threat and maintained specialized portfolios
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concentrated in land. Furthermore, as argued in previous chapters of this disser-

tation, portfolio diversification affected economic elites distributive preferences and

political behavior in two regards. First, it created new incentives for these elites to

pursue policies that affect the overall economy by reducing transaction costs, such

as the protection of property rights and the provision of public goods, instead of

sectoral policies that target a single sector. Secondly, it transformed elites’ political

ambitions. Because the type of policies that benefit diversified elites the most tend to

be designed, implemented, and monitored at high levels of the national government,

portfolio diversification provided incentives for economic elites to occupy positions

in national government, leaving aside local politics. Thus, when the predominant

strategy of elites was to diversify, changes in the preferences and political behavior

of its individual members reflected in higher rates of public goods provision for the

districts where they hold investments. Instead, when economic elites remained spe-

cialized and prioritized sectoral policies, development was less likely to take-off. As

an implication, places with originally high levels of inequality were able to reverse

their fortunes upon the diversification of their economic elites, whereas places with

original low levels of inequality, where the elite maintained a concentrated portfolio,

became economic laggards.

I test my argument leveraging both individual and subnational variation in Chile

between the mid-nineteenth and early twentieth centuries (1849-1930) and taking

advantage of a unique episode in the history of this country: the approval of the

first corporate law, the ley de sociedades anónimas. This law enabled the incorpo-

ration of joint-stock companies, that is, allowed firms to sell stocks to individuals

and, therefore, opened the opportunity for individuals to diversify their portfolios.

Relying on original fine-grained data on the asset holdings of 55,504 individuals,

including landowners, shareholders, and managers of joint-stock companies, and his-

torical census data, I find evidence on that there is a positive relationship between
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land inequality and individuals’ portfolio diversification at the original moment after

the passage of this law; that diversification increased the likelihood of diversified elite

members to occupy positions in national government and decreased their chances to

seat in local government; and that the predominance of local diversified elites had

positive effects on local public goods provision both in the short- and long-term.

This chapter achieves three purposes within the broader context of this disserta-

tion. First, it reconciles the different pieces of the argument laid in previous chap-

ters; specifically, that asset diversification impacts elites’ policy preferences (Chap-

ter 4) and their political strategies and ambitions (Chapter 5). Second, it tests an

aggregate-level implication derived from the argument developed in Chapter 2 and

implicitly present in both chapters 4 and 5, namely that the predominance of a di-

versified economic elite should be correlated with a higher provision of public goods.

Third, it reinforces previous attempts in this dissertation to rule out endogeneity

concerns. As before, I resort to history to trace the origins and evolution of diversi-

fication to evaluate its effects. This time, however, I focus on the original moment

of diversification as a investment strategy and endogeneize the main explanatory

variable of my argument to further address concerns on the direction of causality.

The contributions of this chapter are the following. First, it seeks to add to

the broader discussion on the drivers of development a component that has been so

far under-looked in this literature: how individuals’ asset portfolio structure, and

in particular sectoral diversification, shapes development outcomes. Some studies

in economics have paid attention to how holding certain financial instruments can

affect development (Jha, 2012), but to the best of my knowledge, this is the first

article to study individual sectoral portfolio diversification as a determinant of this

outcome. Second, it looks to contribute to the literature on the historical sources of

development by advancing the idea that initial moments during the modernization

process can be crucial to understand long-run development. This period was marked
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by institutional rupture —the creation of legal frameworks that little had to do with

the spirit of longstanding colonial institutions and that shaped the transition towards

economic and political modernization. Third, this work makes an empirical contribu-

tion. To my best knowledge, this is the first paper to systematically gather, measure

and analyze the endowments and political choices of landowners and capitalists and,

furthermore, to study how these impact development outcomes. A particularly valu-

able feature of the data I have collected for the purpose of this project, which includes

complete records of landholdings and shareholdings for 55,504 individuals between

1849 and 1907, is that these individuals constitute the universe of the Chilean eco-

nomic elite during this period, making a mere description of this data a fascinating

endeavor to understand the modernizing economic elite of the nineteenth and early

twentieth centuries.

The rest of the chapter proceeds as follows. In the next section, I briefly review

the literature on the historical origins of development and explain the relevance

of putting the focus on elites’ asset portfolio structure during the way out of pre-

industrialism. In Section 3, I present my argument on how elites’ individual decision

to diversify their holdings into multiple sectors impacts their policy preferences and

political career ambitions and how, subsequently, this affects the provision of public

goods. In Section 4, I provide context on the case under study, Chile between the 1850

and the early twentieth century. In Section 5, I describe the empirical strategy and

the data gathered to test my argument. Section 6 presents the econometric results

and, finally, in Section 7 I summarize my findings and discuss possible mechanisms

through which the initial trend initiated by elites’ portfolio diversification might

reproduce in time.
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6.1 The Origins of Development

Within the literature that addresses the sources of historical long-run development in

former European colonies, a vast number of works have focused on the role played by

factor endowments and colonial institutional legacies. Part of this literature argues

that extractive colonial institutions lead to long-term low levels of development (e.g.

Engerman and Sokoloff, 1997, 2002; Acemoglu et al., 2001, 2002; Dell, 2010). How-

ever, there are mixed findings on whether initial levels of inequality are persistent in

time or, instead, associated with long-term development.

On the one hand, there is a strain of studies that indicate that inequality is per-

sistent in time. In a foundational work on the literature on the long-term effects of

colonial institutions, Engerman and Sokoloff (1997, 2002) argue that initial endow-

ments on soil and climate suitable for the development of production of commodities

that required slave or forced labor lead to high economic inequality that translated

into political inequality and the development of institutions that crystallized such

disparities.

On the other, a similar argument arrives at the opposite conclusion, namely that

initial prosperity is correlated with lower long-run development, is raised by Ace-

moglu et al. (2002). For them, where initial prosperity was low, population was

sparse, and Europeans settled establishing institutions that protected private prop-

erty and encouraged investment; instead, where initial prosperity was high, settlers

undertook an extractive strategy with negative long-term effects on development.

Dell (2010) also finds support for the “reversal of fortune” hypothesis. In her analy-

sis of the impact of early forced labor institutions in Peru and Bolivia, she finds that

the mita system had a negative impact on long-term development. She explains that

the reason why these locations ended up being less developed is that they lacked large

landowners of haciendas that lobbied the crown for public goods and provided them
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directly as well. As a result, long-run development is more likely in places with large

haciendas and greater inequality. Similarly, Acemoglu et al. (2007) find that late

nineteenth-century land inequality in municipalities in Colombia is positively associ-

ated with twentieth-century rates of school enrollment and explain that greater land

inequality was better for long-term development because large landowners provided

institutional checks on the actions of the political elite.

This chapter seeks to contribute to this literature by presenting an alternative

explanation. I argue that economic development is associated to the type of eco-

nomic elite that emerged during the transition out of pre-industrialism, upon the

creation the creation of complete financial markets and the emergence of the modern

corporation facilitated. In particular, the transition out of a pre-modern economy

brought new investment opportunities for traditional elites. Where elites embraced

such opportunities and diversified their holding portfolios into multiple sectors of

the economy, their new incentives to decrease transaction costs and maintain a good

climate of investment and the provision of public goods, encouraged them to leave

aside local politics and to focus on occupying positions at the national government.

From these power positions, these elites were able to provide larger amounts of pub-

lic goods to the districts where they had landholdings. Instead, landed elites that

remained specialized, dedicated to local politics and, in their pursuit to protect their

asset-specific sectoral interests, undermined the provision of general public goods

from which their commercial activity did not benefit.

6.2 Economic Elites, Portfolio Diversification, and Development

My argument begins by introducing a pre-modern society where there is a single

productive activity, that attached to the use and exploitation of land. In this society,

a traditional landed elite seeks to maximize profits from the production of land-

related commodities, which entails blocking or decreasing taxation over their fixed
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asset and achieving beneficial trade policies for their sector, as well as minimizing

the risks associated to this activity, being the most important one at this point in

time the one associated to expropriation.

As the modernization process evolves, new opportunities of investment for this

elite, which is so far specialized in land, emerge. In particular, the outgrowth of

complete domestic financial markets and the rise of the modern corporation, both

central features of modernization, bring new economic opportunities for ex-ante less

sophisticated investors. The creation of a domestic market for shares, inaugurated

by the creation of the modern form of corporation, that is the corporation by shares,

enabled the possibility of portfolio diversification. In this context, the landed elite

can choose between (a) diversifying its holdings into new developing activities, such

as finance, services, and manufacturing, or (b) remaining specialized in land. In

other words, the beginning of the transition from a traditional to an incipiently

modern economy offers the landed elite the possibility of building a diversified asset

portfolio that includes the ownership and exploitation of mobile assets. The rationale

behind this investment strategy has been originally explained by Markowitz (1952)

and largely discussed in the financial economics literature (Sharpe, 1964, 2011) as

well as in Chapter 3 of this dissertation.

Following the benchmark portfolio theory, all economic elite members want their

return to be high and not subject to uncertainty (Markowitz 1952, p.6). They seek

to increase their returns with as little volatility or risk as possible. Most assets will

have price swings along the way; however, not all asset prices change at the same

time or in the same way. In other words, price volatility is unavoidable, but the

right set of investments may be able to lower the overall volatility of a portfolio.

This is possible when the prices of individual parts of the portfolio move in different

directions. If economic elites could predict with certainty future states of the world

and, therefore, the return for each of type of asset, investing would be a non-risky
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activity and all investors would hold the exact same portfolio. Of course, the conse-

quences of economic conditions and political changes that can affect expected returns

by influencing general prosperity or the success of a particular security are difficult

to predict without error and, therefore, to anticipate. Thus, all investors can do is

to assign a probability to each state of the world to estimate the expected returns

for each of their assets. And they want the highest possible return at the minimum

possible risk. Recall that according to the modern portfolio theory, any investor’s

efficient holding portfolio will be the one that eliminates risk unique to each asset,

and the way to reduce the variance of the overall portfolio is buying negatively (or

low) correlated assets, that is, diversifying.1 The logic of this strategy is that dif-

ferent kinds of investments will, on average, yield higher returns and pose a lower

risk than any individual investment within the portfolio (Markowitz, 1952). Simply

put, portfolio diversification is an investment strategy that allows investors to hedge

risks.

In pre-modern economies and, in particular, in former colonies during the nine-

teenth and early twentieth centuries, perhaps the most salient risk associated to the

tenure of land was the risk of expropriation. Mainstream political economy literature

on democratization argues that this is the core reason why landowners have tradi-

tionally been opponents of democracy. Building upon Meltzer and Richard (1981)

observation that income distributions are frequently right-skewed (with a mean in-

come that is higher than the median income) and therefore rational majority voting

under full enfranchisement results in higher redistribution, these models argue that

elites resist democratization because they fear redistribution (either in the form of

expropriation or taxation) (Acemoglu and Robinson, 2005; Boix, 2003; Ziblatt, 2008).

In this framework, fixed assets –in particular, land– are especially vulnerable to the

1 For a detailed explanation on the concept of portfolio diversification and the logic behind the
no/low correlation among price assets within portfolio, see Chapter 3.
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redistributive pressure associated to democracy because, under this type of regime,

they have no exit option to avoid taxation (Boix, 2003). Consequently, landowners

are expected to resist democratization.

Thus, from all types of inequality, landholding inequality is the one that stands

out as the most significant threat to democratization, a claim that has received large

empirical support (e.g. Boix and Stokes, 2003; Ziblatt, 2008, 2009; Rogowski, 1998;

Albertus, 2015). The logic behind this argument is that land inequality determines

the intensity of distributive pressures landowners face and, consequently, their aver-

sion to democracy. Following this same logic, I argue that the more intense such

pressure is, the higher the risk associated to the tenure of land is, and therefore,

the more likely landowners will seek to insure their portfolio through diversification.

Assuming all landowners are equally adverse to risk, I expect that those in places

where land inequality is higher, that is those who own riskier fixed assets, will be

more likely to buy participations in sectors negatively or low correlated to land as

an insurance mechanism. Instead, those who do not face such pressure because they

are embedded in contexts of low land inequality, will not pursue a diversification

strategy. This does not mean or suggest that diversification is an alternative mech-

anism to resisting democratization. These two might be complementary strategies

landowners pursue to safeguard their interests.

Up to here, I have introduced a new component to the argument laid out in this

dissertation: diversification is an investment strategy that risk adverse individuals

with specialized portfolios who face new risks on their unique asset take. Now, I

proceed to explain the implications that individual portfolio diversification has on

development paths by recalling the argument proposed in previous chapters.

First, portfolio diversification has a direct effect on economic elite members’ dis-

tributive policy preferences. As explained in greater detail in Chapter 2 and shown in

Chapter 4, investors with diversified portfolios concentrate their efforts in advancing
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policies different than those pursued by specialized ones. Whereas the first group

tends to push for policies that simultaneously benefit all the sectors of the economy,

that is, policies with a multiplicative effect across the entire economy —for exam-

ple, the provision of public goods and the protection of property rights—, the latter

prioritizes policies that benefit their sector alone regardless of the externalities that

these might have for other sectors of the economy.

Therefore, an implication of this argument is that where landowners diversify

their holding portfolio they will be more likely to push for the provision of general

public goods that benefit all sectors of the economy. Subsequently, where the dom-

inant elite is diversified, I expect public goods provision to be higher than where

the dominant elite is specialized. Particularly, I expect this elite to make efforts to

obtain more general public goods for the districts where it has investments so that

the sectors where it has participation can prosper. A good example of the type of

public good that can contribute to the prosperity of multiple sectors is the expan-

sion of education. Especially in the context under consideration, the transition out

of pre-industrialism when most workers had no qualifications, it is likely that eco-

nomic elites with investments in sectors that did require workers with a larger skill

set would be interested in providing more education for the district where they had

investments.

Instead, where the dominant elite maintains a specialized portfolio, I expect it to

undermine the provision of general public goods. The rationale behind the negative

association between the presence of a dominant landed elite and low provision of

public goods has been largely studied in political economy. Works focused on the

development of state capacity have pointed out that this type of elite is likely to

resist the expansion of the state’s extractive apparatus because they want to avoid

taxation (Acemoglu, 2005; Besley et al., 2013), especially considering the fixed and

illiquid features of this particular asset (Boix, 2003), and to block the emergence of
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political competitors (Besley and Persson, 2009). Furthermore, agricultural commer-

cial activities do not benefit from the provision of general public goods that do not

have a positive impact on their sector (Beramendi et al., 2018). For example, the

extension of roads, infrastructure, and communications could facilitate their com-

mercial activity. Differently, the creation of schools and hospitals does not impact

the profits of elites that do not require a high skilled labor force for their activity to

flourish. To put it differently, if any, landed elites will favor the type of public goods

that improve agricultural output but not general public goods that have no impact

on their sector (Beramendi et al., 2018, p.8).

Second, as argued in Chapter 2 and shown in Chapter 5, the type of policies

from which diversified elites benefit the most are principally designed, implemented,

and monitored from high-ranked positions in government that provide access to a

wide range of state agencies and decision makers. This type of policies, I argued, are

more effectively advanced from high-rank positions in national government. Hence,

I expect landed elites to seek positions at the national government upon diversifying

their portfolios and, in doing so, to leave aside local politics. Differently, I expect

landed elites that remained specialized to concentrate their political efforts at the

local level. Because their interest is exclusively attached to land it seems relevant

for this type fo elite to make an effort to hold local political power from where

they can filter the implementation of any policy that can hurt their local economy,

including the expansion of fiscal capacities (Garfias, 2018)and, most importantly for

the argument developed here, to shape the provision of public goods to their specific

sectoral needs.

A summary of my argument is described in Figure ?? and the empirical implica-

tions derived from it are the following:

Hypothesis 1. Landed elites from high inequality districts are more likely to diversify

their holding portfolio than their counterparts in low inequality districts.
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Hypothesis 2a. Diversified economic elites are more likely to seek elected and ap-

pointed positions in national government than specialized economic elites.

Hypothesis 2b. Diversified economic elites are less likely than specialized ones to

hold positions in local government.

Hypothesis 3. Districts where economic elites are more diversified tend to have

higher rates of public goods provision than districts where landed elites remained

specialized.

Figure 6.1: Summary of the Argument

Land inequality

High

Elite diversification

(+) Public goods Elite embedded in national
state apparatus

Low

Elite specialization

(-) Public goods Elite controls local
state apparatus

6.3 Background

The case of Chile helps illustrate the argument that economic elites portfolio diver-

sification is a consequence of the intensity of the redistributive pressures they faced

at the time of modernization of the economy and that diversification shapes elites’

political ambitions and their preferences over the provision of public goods.

Chile obtained its independence from Spain in 1818 and, after a decade of insti-

tutional anarchy tainted by frequent insurrections of regional elites, it was able to

achieve political stability and insert itself into the world economy with a development

strategy driven by the export of raw materials. Although until 1850 the economy
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lacked a financial system, no large investments were registered, credit instruments

were limited, and modern trade techniques were ignored (Carmagnani and Ferrer,

1984), Chile achieved a relatively high and sustained growth throughout the second

half of the nineteenth century. Such growth, fueled by the international demand of

commodities, was primarily based on the export of mining products (silver, copper

and, later on, nitrates) and, secondarily, crops (wheat) to England (Cavieres, 1988).2

The transition from a pre-industrial to a modern economy in the second half of the

nineteenth century was also marked by the incorporation of the first manufacturing

firms mainly in consumer goods and mining-related products. Economic historians

have largely documented the emergence of corporations at this time and their role

as receptors of investment and engines of economic growth.

During the early 1850s, Chilean business was still regulated by the Bilbao Ordi-

nances, a Spanish legal body from the colonial period. In terms of organizational

choices, the Bilbao Ordinances only recognized the simple partnership (contrato de

sociedad simple) and the limited partnerships (contrato de sociedad en comandita) —

shared companies or joint-stock companies were not legally recognized. Even though

their legal status was unclear under the Chilean law, starting on 1849 a few firms

were constituted as shared companies, emulating a corporate form that already ex-

isted in Europe and other Latin American countries. It was not until 1854 that their

existence was regulated.3 On that year, the first corporate law, the ley de sociedades

anónimas was approved by Congress. This law, inspired by European corporate

legislation, aimed to solve the situation of shared companies informally incorporated

2 Between 1840 and 1855 the production of silver increased six times; between 1844 and 1860 the
production of wheat multiplied by five; by the 1860s, Chilean production of copper represented 40%
of the world supply (Cortés Conde, 1974).

3 Before 1854, four firms were incorporated as joint-stock companies: in the transportation sector,
Compañ́ıa Camino del Ferrocarril de Copiapó (1849) and Ferrocarril entre Santiago y Valparáıso
(1852); and on the finance and insurance sector, Banco Bezanilla, Maclure i Co. (1851) and
Compañ́ıa Chilena de Seguros (1853).
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during the early 1850s and, most importantly, to provide a modern regulatory system

on corporations. It defined a corporation as a legal person formed by a common fund

divided into shares. The shareholders had limited liability. However, it is important

to notice that the law also allowed a close substitute of the corporation: the lim-

ited partnership with tradable shares (sociedad comandita por acciones). This was

formed between one or more general partners, who managed the firm and were fully

liable for its obligations, and one or more limited partners with limited liability and

no managing rights. This latter organizational form was, however, rarely used by

Chilean entrepreneurs, suggesting that the obstacles to obtaining a corporate license

to form a joint-stock company were relatively low (Islas Rojas, 2013).

I make the case that the approval of the first corporate law that enabled the

incorporation of shared companies or joint-stock companies was a crucial episode

in the modernization process of the Chilean economy, as it created the basis for a

domestic stock market. Most importantly for the argument I develop in this chapter,

it enabled entrepreneurs to modernize their investment approach by allowing them

to opt for holding diversified portfolios.

6.4 Empirical Strategy

To empirically test my argument it is first important to identify the origins of portfo-

lio diversification as an investment strategy. I use the case of Chile as an illustration

and situate this moment at the creation of a modern regulatory structure on corpo-

rations that led to the development of a stock exchange market. As explained in the

previous section, the ley de sociedades anónimas of 1854 enabled for the first time

the creation of joint-stock companies and, therefore, the possibility for individuals

to diversify their portfolios. For the purpose of evaluating hypotheses 1-3 I have

assembled four original databases from previously untapped primary sources, which

I describe below.
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6.5 Data

Land Inequality

First, to measure land inequality, the main independent variable in the first portion

of my argument that explains individuals’ diversification strategies, I rely on land

ownership and taxable agricultural income data gathered from a previously untapped

agricultural census that was put together between 1850 and 1852 with the purpose of

introducing a new tax of 7.11% on annual agricultural profits of all landholdings, the

contribución agŕıcola, a replacement of the tithe (diezmo).4 This tax was a comple-

ment of the already existing catastro, which was introduced in 1831 by President José

Joaqúın Prieto and taxed 4% of annual market incomes above $25 (pesos) (Prado,

1859; Llorca-Jaña et al., 2018).5

The timing of this census coincides with the sanction of the joint-stock companies

law, ley de sociedades anónimas, in 1850, which enabled companies to publicly sell

stocks to individuals. The census includes information on all landowners, from the

largest to the smallest, by province and department, the name of their plot of land

or fundo (if any), the agricultural income per plot, and the amount of taxes paid

by individuals per plot. In total, 32,740 plots (owned by 23,737 individuals) were

registered across all the country, out of which only 11,895 plots paid the catastro on

top of the contribución. Given the quality of this source 30% of the transcription

was automatized using Optical Character Recognition (OCR) tools and 70% was

manually transcribed by human coders.

To measure land inequality, I use individual’s agricultural market income to cal-

4 The tithe was a tax on agricultural products introduced during the times of the colony. It taxed
with 10% all agricultural products. Starting in 1853, the tithe was replaced by the contribución,
which instead taxed annual agricultural production of all landholdings (Anales de la Universidad
de Chile, 1808, p. 447–228)

5 An alternative source indicated that the catastro was of 3% and it was first implemented in 1835
(see Anales de la Universidad de Chile 1808, p. 448).

187



culate the Gini coefficient by department as follows:

Gini “

řn
i“1

řn
j“1 |xi ´ xj|

2n2x̄
*100

where x is the observed annual agricultural income of individuals. Because the

1850-1852 agricultural census only recorded information on those who owned or

rented (inquilinos) land this measurement does not consider the landless, making it

only a rough measure of land inequality.

Asset Portfolio Diversification

Second, to measure individuals’ asset portfolio diversification, dependent variable

in the first moment of my argument and dependent in the second, I worked with

multiple primary sources already described on Chapter 3. Based on these I have

produced a dataset with information on all individuals who had participation in a

joint-stock company since the sanction of the ley de sociedades anónimas in 1850

until 1907. Since their creation, all joint-stock companies in the country had to be

officially registered and to do so they had to provide information on their accounts

and shareholders to the national government. Once registered, this information

was published on a daily basis in the National Bulletin (Bolet́ın Oficial de Leyes

i Decretos), which I reviewed and transcribed.

In total, during this period, I registered a total of 1,034 companies and 32,023

shareholders and members of board of directors. Is it important to note that in

the National Bulletin complete lists of shareholders were provided; however, for the

period 1850-1875 there were no lists of directors. These were compiled from other

sources only for the top 20 companies.

Besides the names and last names of shareholders and directors, I gathered the

names of the companies to which they belong, the sector in which these companies
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operate — which was coded upon reading the descriptions provided by these com-

panies on what they do following the ISIC Rev. 4 classification—, number of shares

in which the company is divided, price per share, several accounting figures (capital

social, capital nominal, capital social, fondos de reserva), date of creation, place of

creation; profession of the shareholders.

Local and National Political Elites

Third, to identify economic elites participation in local and national politics —

outcome variables in the second moment of my argument— I rely on the following

sources of information. On the one hand, I collected the names of all Congress mem-

bers since 1811 scrapping the Congress Library website. On the other, for two data

points, 1835 and 1870, I produced an original dataset on local and national level

political elites. This data was gathered from descriptions of each province and de-

partment provided in the 1835 census and from the roll of public employees of 1870,

both of these gathered from the Archivo Nacional.

6.5.0.1 Local Public Goods Provision

Finally, to measure the other outcome variable in the second moment of my theory, I

have compiled an original dataset on public goods provision at the local level which

I assembled transcribing paper-based census data from 1835, 1865, 1875, 1885, 1895,

1907, 1920, and 1930. For each of these data points I have gathered information on

proportion of population that reads and writes and, when available, the proportion of

school attendants, population vaccinated, number of schools, and length of public and

neighborhood roads at the local level. Given that between 1835 and 1930 province

and department borders changed multiple times —new provinces and departments

were created upon the conquer of new territories gained to indigenous populations,

others were segmented or merged— I relied on several volumes of the historical
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geographical atlas by Gay (1854) and used GIS tools to match departments borders

at different points in time.

6.6 Methods and Results

Land Inequality, Risks, and Asset Diversification

To evaluate the effect of local level land inequality on economic elite members decision

of diversifying their holding portfolio, I employ a multilevel modeling approach. First,

I model the decision of landowner i in department j to diversify its portfolio as:

Diversification ijpt “ α ` β0Land Inequality j1852 ` β1Agric. Income ijpt`

β3Land Inequality j1852XAgric. Income ijpt ` γj ` ηp ` λt ` εijt

(6.1)

where Diversification ijpt is the total number of non-correlated sectors of the econ-

omy in which landowner i with landholdings in department d, province p, had par-

ticipation in by year t (t P 1855; 1860; 1865; 1870; 1875; 1880); LandInequalityd1852

is the initial level of land inequality in department d at the time when the ley de

sociedades anónimas that enabled individuals to diversify holdings was approved

(1854), measured by the Gini coefficient as explained above; Agric. Income ijpt is the

annual income from agricultural production of individual i’s family, which assesses

whether the person belongs to a wealthy traditional landed family. The incorporation

of this variable is relevant because it is plausible that wealthier individuals were the

ones that diversified more regardless of the level of risk they faced in their districts.

The fourth term in this equation is the interaction between the latter two variables,

LandInequalityd1852 and Agric. Income ijpt. If my argument holds, we should ob-

serve that individuals in districts with higher Gini are more likely to diversify and

that there is an income heterogeneous effect captured by the interaction term —

within districts that have high land inequality, only those wealthy enough achieve to
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diversify. Finally, ηp are province-level fixed effects that account for time-invariant

variables at this level that could affect the outcome of interest; λt are year fixed-

effects that account for particular annual events that could be driving individuals’

decision to diversify; εidpt is an error term. In all the models presented below, stan-

dard errors are two-way clustered by individual and department, following Cameron

et al. (2011). 6

Second, I estimate a linear mixed effects model with random intercepts by provinces

and departments within provinces as follows:

Diversification ijpt “ α ` β0Land Inequality j1852 ` β1Agric. Income ijpt`

β3Land Inequality j1852XAgric. Income ijpt ` µj ` φp ` εijpt

(6.2)

where µj and φp are random intercepts by department within province.

In the appendix, I show separate cross-sectional results for each of the time points

of interest and each of the models presented in the next section (see Table D.1 in the

appendix).

Results

Table 6.1 presents the results for the models represented by equations 6.1 (columns

1-3) and 6.2 (column 4). In all these models the dependent variable is landowners’

diversification. Because these models pool observations of landowners of different

sizes, specifically, all those who owned a plot of land in Chile 1850-1852, the coefficient

of interest in these regression models is the one associated to the interaction term

between department level Gini and individual agricultural income. This coefficient

6 No individual-level controls other than income are incorporated into these models. This is due
to lack of data. The census from which the information for the over 23,000 landholders included
in my analysis comes from does not include additional information for individuals other than their
income.
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indicates whether traditional landed elites were more likely to diversify when they

were exposed to higher levels of land inequality in their districts.

Model 1 presents a baseline result: as expected, department level inequality is

associated to local elites becoming more diversified. In models 1-3, the interaction

term is positive and statistically significant, suggesting that local traditional landed

elites that were exposed to higher rates of inequality in their districts were more

likely to invest in new sectors of the economy during the second half of the nineteenth

century, in particular, during the decades after the sanction of the ley de sociedades

anónimas.

Figures ?? and 6.3 give a sense of the magnitude of these results. The first fig-

ure plots the marginal effect of department level inequality on local elites portfolio

diversification at different levels of individuals’ agricultural income. It shows that,

as expected, the effect is positive, significant, and increasing on income. Figure 2

shows a similar trend. It displays the predicted value of portfolio diversification for

those in the first, second, and third income quartiles, at different levels of Gini. For

those in the first quartile, low-income landowners (farmers that mainly produced

for subsistence and sold a portion of their production in the market), the predicted

value of diversification does not change regardless of whether they live in low or

high inequality departments. For those in the second and third quartile, the pre-

dicted value is larger at higher levels of inequality. Overall, this result illuminates

that there is a positive association between the level of inequality at the department

level at the time when individuals could start buying and selling shares in compa-

nies, and landowners individual portfolio diversification in the decades thereafter.

As discussed in the theoretical section, my argument is that landowners who were

exposed to more inequality, because the lived and/or owned landholdings in unequal

districts, perceived a higher risk of expropriation of their landholdings, and were,

therefore, more likely to expand their investments into new and growing sectors such
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as manufacturing and finance.

It is important to note that both the uninteracted coefficient of Gini and income

lack theoretical interest here. The one on Gini is indicating the effect of this variable

on diversification when income is 0, an empirically impossible scenario in this context.

Similarly, the coefficient associated to income, which is not significant across all

models, lacks interest as it is only indicating the effect of income when Gini is 0,

another empirically irrelevant scenario given that the lowest value of this variable in

my sample is 0.1.
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Table 6.1: The Effect of Land Inequality on Portfolio Diversification

Dependent variable: Diversification

(1) (2) (3)

Gini 0.0003˚˚˚ 0.00004 0.0002˚

(0.0001) (0.0001) (0.0008)

Income 0.157˚˚ 0.132˚

(0.079) (0.079)

Gini x Income 0.004˚˚˚ 0.003˚˚˚

(0.001) (0.001)

N 142,422 142,422 142,422
R squared 0.003 0.007 –
AIC – – 161,192
Province FE No Yes No
Year FE Yes Yes Yes
Random Intercepts No No Province/Department

Note: Two-way clustered standard errors by individual and department.
˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Figure 6.2: Marginal Effect of Inequality on Portfolio Diversification
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Figure 6.3: Predicted Value of Diversification Across Values of the Gini Index
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Asset Diversification, National, and Local Political Elites

To test Hypotheses 2a and 2b, respectively that individuals’ portfolio diversification

affects positively the chances of holding a position at the national level government

and negatively the chances of occupying a position at the local level, I conduct two

different types of tests.

6.6.0.1 Test I. Panel Analysis

First, I conduct a simple test to evaluate the relationship between individuals’ asset

portfolio diversification and occupying a position in national government. For this

purpose, I exploit fine-grained panel data on economic elites participation in join-

stock companies and in Congress that spans between 1849 and 1907. This data was

crossed with the landowners dataset used in the previous analysis to check whether

shareholders were also landowners. As explained in section 6.5, the shareholders data

contains detailed information on all shareholders (and most directors) of all joint-

stock companies registered during this period at their time of creation.7 Using this

data, I test whether annual changes in individual’s portfolio diversification increased

the likelihood of seating in both chambers of Congress.8 Specifically, I estimate the

following logistic model:

Congress Member it “ α ` β0Diversification it ` β1X it ` εit (6.3)

where Congress Member it denotes whether shareholders i was a member of the

lower chamber of Congress, Diputados, in a first set of models, and the upper cham-

ber, Senadores, in a second set. These variables take a value of 1 if the person was a

7 For simplicity, from now on I will refer to this group as “shareholders”.

8 An ideal test to my argument would be to evaluate how diversification affects the likelihood that
an economic elite member would run for office. Unfortunately, data on candidates at the national
level were not available for the period of interest. Thus, in the following models the comparison is
between individuals who run in elections and won and those who run and did not win or did not
run.
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member of Congress and 0 otherwise; β0Diversification it is the level of diversification

of individual’s i portfolio on year t, and it is measured as explained above; X it is a

set of individual time-variant covariates, specifically, if he/she is a landowner or not

and the capital accumulated by the individual in all the companies in which he/she

had participation on year t, which is measured as the number of shares owned in

each company multiplied by the price of a company’s share; finally, εit represents the

error term. In these models, standard errors are clustered by individual.9

Results

In Table 6.2 I present the results for the model represented by equation 6.3. The

dependent variable in the first two models is being a member of lower chamber

of Congress (Diputados) and in the other two models is being a member of the

upper chamber (Senadores). Here, the coefficient of interest is the one related to

individuals’ diversification level which, as expected, is positive and significant across

all models. This suggests that between the original moment when diversification

became an option, in the 1850s, and the early twentieth century, having a more

diversified portfolio had a positive effect on the chances of becoming a congressperson.

Furthermore, having more capital is also positively associated with seeking a

position in Congress, suggesting that shareholders with richer portfolios (but not

necessarily more diversified) were more likely to seat in Congress. Finally, having a

portfolio heavily leaned towards land has not statistically significant effect on being

a diputado but it has a negative and significant impact on becoming a senator. This

indicated that, as expected, individuals with specialized portfolios in land were less

likely to ambition positions in national politics.

9 Unfortunately, in these models it is not possible to include department and province fixed effects
because there is no complete information on where the shareholders in the data were from. This
is different from the landowners data because landholdings can be geographically localized whereas
most times companies cannot.
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Table 6.2: The Effect of Portfolio Diversification on Being a Congress Member (Test
I)

Dependent variable: Congress Member (Yes/No)

Diputados Senadores

(1) (2) (3) (4)

Diversification 0.408˚˚˚ 0.390˚˚˚ 0.458˚˚˚ 0.434˚˚˚

(0.036) (0.049) (0.067) (0.076)

Capital 0.001˚ 0.001˚˚˚

(0.0004) (0.0003)

Landowner ´0.619 ´15.160˚˚˚

(0.433) (0.209)

N 401,016 324,747 401,016 324,747
AIC 12645 9906 6427 5412
Year FE Yes Yes Yes Yes

Note: Clustered standard errors by individual.
˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Test II. Difference-in-Difference

Second, I exploit a difference-in-difference approach that evaluates whether economic

elite members were more likely to seat in both the lower and upper chambers of

Congress before and after the sanction of the 1854 law of joint-stock companies (ley

de sociedades anónimas) and whether the likelihood that a member of the economic

elite will obtain a position in Congress is increasing on diversification. I estimate the

following logistic model:

Congress Member it “ α ` β0Diversification it ` β1Treatment t`

β3Diversification itXTreatment t ` λt ` εit
(6.4)

Here the left-hand-side term, Congress Member it, is a dummy variable indicating

whether individual i was seating in the lower or upper chamber of Congress, depend-

ing on the model, on year t; Diversification it is the level of portfolio diversification

of individual i by year t; Treatment t is a dichotomous variable that takes a value

of 1 for all years after 1854, when the joint-stock companies law was sanctioned,

and 0 otherwise. The coefficient of interest is β3, which corresponds to the interac-

tion term between the post-treatment indicator and individuals’ diversification. This

coefficient indicates whether individuals with more diversified portfolios were more

likely than those who owned specialized portfolios to seat in Congress. As before,

λt denotes year fixed effects, εit the error term, and standard errors are clustered by

individual.

I conduct a similar exercise to assess the likelihood that economic elites with

different levels of portfolio diversification will occupy a position in local government.

During this period, local government positions were appointed by the central gov-

ernment. Thus, different from the econometric models where the outcome variable

is a position in national government and therefore the control group are economic
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elite members that did not run for office or run and lost the election, in the following

the comparison is between economic elite members that were appointed to occupy

a position in local government and the control group are individuals who are not

appointed to occupy a position in local states. In this case, my modeling decision

is based on data constraints. For this period, there are very few complete records

on local political elites. As described in section 6.5, I gathered complete information

for two moments: 1835 (before the approval of the ley de sociedades anónimas) and

1870 (after the approval of the law). Therefore, I follow Acemoglu et al. (2004) to

model whether individuals with more diversified portfolios experienced a change in

their likelihood of occupying a position at the local level from 1835 to 1870. The

model is represented by the following equation:

Local Politician it “ α ` β0Diversification i1870 ` β1Treatment t`

β3Diversification i1870XTreatment t ` λt ` εit
(6.5)

where Local Politician it is a dummy variable indicating whether landowner i oc-

cupied a position in the local or provincial government on year t (t P 1835; 1870);

Diversification i1870 is the level of portfolio diversification of landowner i by 1870; and

Treatment t is a post-treatment indicator that takes a value of 1 for year 1870 and 0

otherwise. Here, the coefficient of interest is β3, which indicates whether landown-

ers that diversified more into new sector between 1854 (year in which the joint-stock

company was sanctioned) and 1870 experienced, according to my hypothesis, a lower

increase in their chances of occupying a position in the local government. Again, λt

represents year fixed effects, εit the error term, and standard errors are clustered at

the individual level.
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Results

Table 6.3 presents the results for the model represented by equation 6.4. In columns

1-2 show the dependent variable is being a member of the lower chamber of Congress

(Diputados) and in columns 3-4 the outcome variable is being a member of the

upper chamber (Senadores). These results are in line with hypothesis 2a. Here, the

coefficient of interest is the interaction term between diversification and the post-

treatment indicator. As observed in the table, it is significant and positive across

all models, indicating that individuals with higher levels of diversification were more

likely to occupy a position in Congress in the aftermath of the approval of the 1854

corporate law.

Furthermore, in all the models presented in table 6.3, the uninteracted coeffi-

cient of the post-treatment indicator is, as expected, negative and significant. This

means that those individuals who had a zero diversification were less likely to seat

in Congress after the approval of the 1854 corporate law. It is important to note

that the uninteracted coefficient of diversification lacks substantive relevance —it in-

dicates the effect of diversification during the period pre-1854, an inexistent scenario

under the assumptions at work.

Finally, capital is positively associated with holding a position in Congress, and

having a portfolio unbalanced towards land is negatively correlated.
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Table 6.3: The Effect of Portfolio Diversification on Being a Congress Member (Test
II)

Dependent variable: Congress Member (Yes/No)

Diputados Senadores

(1) (2) (3) (4)

Diversification ´0.063 ´0.059 ´6.181˚˚˚ ´6.174˚˚˚

(0.215) (0.217) (0.271) (0.270)

Post-1854 ´1.865˚˚˚ ´3.466˚˚˚ ´7.797˚˚˚ ´9.499˚˚˚

(0.385) (0.770) (0.719) (0.899)

Capital 0.001˚˚˚ 0.001˚˚˚ 0.001˚˚˚ 0.001˚˚˚

(0.0002) (0.0002) (0.0004) (0.0003)

Landowner ´0.263˚ ´0.565˚˚˚ ´14.961˚˚˚ ´15.191˚˚˚

(0.154) (0.155) (0.194) (0.221)

Diversification X Post-1854 0.482˚˚ 0.482˚˚ 6.500˚˚˚ 6.502˚˚˚

(0.216) (0.218) (0.291) (0.291)

N 329,427 329,427 329,427 329,427
AIC 11,140 10,216 6,155 5,687
Year FE No Yes No Yes

Note: Clustered standard errors by individual.
˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table 6.4 presents results for the models where the outcome variable is being a

member of the local government (equation 6.5). In these models, the coefficient of

interest is the one associated to the interaction term between diversification and the

post-treatment indicator, which indicates the magnitude and direction of the effect

of diversification on occupying a local government position after the sanction of the

joint-stock companies law. Across all models this coefficient is significant and, as ex-

pected, it has a negative sign, suggesting that diversification was inversely associated

to holding a position in the local government in the decades after the sanction of the

law. In other words, once new investment opportunities appeared, those who decided

to diversify were less likely to seek positions in local politics; meanwhile, those who

remained specialized in land holdings were more likely to occupy positions at such

level. This result is in line with my theoretical expectation, namely that portfolio

diversification shapes individuals’ policy preferences and, therefore, their political

strategies to push for such policies. In particular, as I will show in the next section,

diversification created incentives for investors to advance policies with multiplying

effects in the overall economy, policies that reduce transactions costs and produce

a good climate of investments, as it is the provision of public goods. This type of

policies, as I have argued, are designed and implemented in the higher spheres of

national politics.
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Table 6.4: The Effect of Portfolio Diversification on Holding a Position in Local
Government

Dependent variable: Local Political Elite (Yes/No)

(1) (2) (3) (4)

Diversification 1.316˚˚˚ 1.316˚˚˚ 1.246˚˚˚ 1.246˚˚˚

(0.327) (0.327) (0.354) (0.354)

1870 2.836˚˚˚ 2.836˚˚˚ 3.014˚˚˚ 3.014˚˚˚

(0.132) (0.132) (0.147) (0.147)

Income ´6.708 ´6.708
(14.162) (14.162)

Landholhings 0.385˚˚˚ 0.385˚˚˚

(0.022) (0.022)

Diversification X 1870 ´0.752˚˚ ´0.752˚˚ ´0.931˚˚ ´0.931˚˚

(0.373) (0.373) (0.423) (0.423)

N 47,496 47,496 47,496 47,496
AIC 8,921 8,921 8,408 8,408
Province FE No Yes No Yes
Department FE Yes Yes Yes Yes

Note: Clustered standard errors by individual and department.
˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Asset Diversification and Local Public Goods Provision

Finally, to evaluate the effect of elites portfolio diversification on the provision of

local public goods, I estimate the following model:

Literacy ijt “ α ` β0Early Diversification ij1865 ` β1Population ijt ` β3Shools 1835 ij1835`

λt ` Γj ` εijt

(6.6)

where Literacyit is the proportion of the population that reads or the propor-

tion of the population that writes in department i within province j on year t (t P

1865; 1875; 1885; 1895; 1907). Early Diversification ij1865 is the level of initial di-

versification of the local elite, measured as the sum of all elite members portfolio

diversification in department i during the year 1865, that is, 15 years after the sanc-

tion of the law of joint-stock companies. Population ijt is the log of population on

district i; Shools 1835 ij1835 is the number of schools per capita that were in depart-

ment i in 1835, 15 years before the sanction of the law. λt and Γj are fixed effect by

year and province, and εijt is the error term. To account for the hierarchical structure

of the data, I present results of the same model as in equation 6.6 incorporating a

random intercept by province, thus, in this same equation I replace γj by µj.

Results

The results are displayed in Table 6.5. Here, the dependent variable in models shown

in the first two columns is the proportion of the population that reads and in the

latter two the proportion of the population that writes. Columns 1 and 3 correspond

to two specifications of the fixed effects model represented by equation 6.6 and the

ones in columns 3 and 4 correspond to the random effects model.

As expected, department-level elites’ diversification has a positive impact on lit-
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eracy rates, even when controlling for population, a largely used measurement of

development, and the number of schools that the district had in 1835, that is, before

diversification was an option for local elites. That a local elite member invests in an

extra sector of the economy (other than land) during the first decade and a half after

the sanction of the joint-stock companies law, reports later on an average increase of

0.018% in the population that reads and of 0.026% in the population that writes. In

a hypothetical scenario where 50 local elite members invested in 5 new sectors each,

it would be expected that the percentage of people that reads increases 4.5% later

on.

It is important to note that given the low number of observations, which is re-

lated to missingness in the data and the low number of districts, these results are

in principle only suggestive that there is a positive correlation between local elites

diversification and short- and medium- run rates of development. Furthermore, and

very importantly, the number of schools during the pre-treatment period is positive

and significant. However, the coefficient should be read with some care. For example,

an extra school per capita in 1835 is associated with a 8,900 % increase in reading

rates. This means that in a district with a population of 100,000, opening a new

school in 1835 is associated with an increase of 0.089 % in the population that reads.

Finally, population is positively correlated with literacy rates and in these models it

explains the largest portion of change in literacy rates.

The Long Run

Finally, I provide evidence on that there is a positive association between original

levels of diversification of local elites (measured in 1865) and long-term develop-

ment. Figure 6.4 plots the predicted values of literacy (read and write) in 1930 by

department against department elites’ initial diversification levels. These results are
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Table 6.5: The Effect of Local Elites Portfolio Diversification on the Provision of
Public Goods

Dependent variable: Literacy

Read Write

(1) (2) (3) (4)

Diversification Dept. 0.018˚ 0.025˚˚˚ 0.026˚ 0.029˚˚

(0.010) (0.125) (0.015) (0.014)

Population (log) 6.137˚˚˚ 5.389˚˚˚ 8.331˚˚˚ 7.433˚˚˚

(1.219) (1.186) (1.580) (1.531)

Schools 1835 8,900.871˚˚˚ 8,899.000˚˚˚ 6,334.835˚˚˚ 6,556.361˚˚˚

(1,563.201) (1,587.702) (1,535.000) (1,562.191)

N 90 68 68 90
R2 0.716 – 0.737 –
AIC – 549 – 437
Year FE Yes Yes Yes Yes
Province FE Yes No Yes No
Random Intercept – Province – Province

˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

extracted from a simple OLS model that controls for 1930 population levels and the

number of schools that the district had in 1835, that is, before the approval of the

ley de sociedades anónimas and thus before elites diversified. Although further anal-

yses need to be conducted, incorporating literacy rates for the decades after 1930,

in principle this evidence indicates that districts where local elites diversified early

on were more likely to experience higher rates of literacy, measured as proportion of

the population that reads and writes, in the long-term than districts were local elites

remained specialized.

Importantly, this finding indicates that places with original high levels of inequal-

ity (lower development) were able to revert their fortunes: upon the diversification of

their local elites, which pursued such investment strategy to hedge the risk of expro-

priation to which they were exposed, these districts experienced an improvement in

their public goods provision, particularly education; thus, these districts were able
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to revert their development fortunes whereas those which started the moderniza-

tion process with lower levels of inequality (higher development) became economic

laggards.

0.5

0.6

0.7

0.8

0 20 40 60

Local Elite Diversification

P
re

di
ct

ed
 V

al
ue

 %
 P

op
ul

at
io

n 
R

ea
ds

 (
19

30
)

Figure 6.4: Literacy Rates in 1930 (%) at Different Levels of Initial Diversification

Discussion of Results

Altogether, the results presented in this section provide support for the argument

laid out in this chapter and the rest of this dissertation. First, asset portfolio di-

versification is an investment strategy pursued by economic elite members to hedge

economic risks. In this particular case, I have explored and showed that land in-

equality increases landowners perception of the risk of expropriation and, given the

opportunity —opened by a change in corporate legal structure–, encourages them

to diversify their holdings into new sectors of the economy. Second, in line with the

argument presented here and explained more in detail in Chapter 3, diversification

modifies economic elites political ambitions. Because the policies diversified elites are

most interested in are designed, implemented and monitored in higher levels of poli-

tics at the national level, these type of elite members are more likely to seek positions

in national government. In relation to this theoretical expectation, in this chapter

I provided evidence on that upon the opening of diversification opportunities, elite
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members who decide to pursue a diversification strategy are more likely to occupy

positions in Congress whereas those who remain specialized tend to participate in

local politics. Finally, I provided evidence in support of a general implication of the

argument laid in Chapter 3, namely that, given economic elites’ policy preferences

and choice of mechanisms of influence, places where economic elites are more diversi-

fied should experience higher rates of public goods provision that places where elites

are not diversified. Specifically, I showed that districts where local elites diversified

early on tended to enjoy higher levels of general public goods both in the short- and

the long-run, reflected in higher literacy rates.

These results shed light on an important matter. Economic elites’ investment

decisions have substantive political and economic consequences. On the one hand,

diversification affects the mechanisms used by economic elites to advance their inter-

ests and this has important implications for representation —where elites diversify

they deliberately seek to occupy the state potentially producing class imbalance in

political institutions. On the other, the predominance of a diversified economic elite

can enhance development and, even more, revert the development fortunes of dis-

tricts that were initially behind others that did not experience a diversification of

their economic elite.

6.7 Summary and Conclusion

This chapter has accomplished two important purposes in the broader context of

this dissertation. First, it has addressed an endogeneity concern related to reverse

causality present in the previous empirical chapters of this work. It did so by making

explicit and testing an implicit assumption in my argument, that portfolio diversifi-

cation is a risk hedging strategy used by economic elites. In explaining why economic

elites diversify into multiple sectors, I made the case that the exposure to different

levels of asset-specific risks triggers unequal reactions among investors towards the
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opportunity to expand their portfolios into new sectors. Specifically, I have argued

and shown that the exposure of landowners to different levels of land inequality

and thus their different perceptions about the risk of expropriation of land explains

why some landholders decided to diversify their investments whereas others did not.

Those landowners in districts with higher levels of land inequality were more likely to

expand their investments to new sectors such as manufacturing and finance. Instead,

landowners in districts with lower land inequality remained specialized.

The second goal of this chapter was to connect and test the different parts of my

argument: from asset portfolio structure to policy preferences and political strate-

gies; and from there to distributive outcomes. Following the argument developed

throughout this dissertation, I explain and prove that upon the approval of the law

that allowed the creation of joint-stock companies enabling individuals to buy and

sell shares in multiple sectors, landowners that pursued a diversification strategy —

because they were exposed to higher levels of land inequality to begin with— were

likely to leave aside local politics and to seek positions in national government from

where they could shape the type of macro-level policies that better protect their

diversified investments. In turn, as a consequence of this political strategy, I argue

and show that diversified elites advocated for the provision of public goods that con-

tribute to the improvement of the overall economy, and this was mirrored in a larger

provision of public goods, in particular, investments in education, to the districts

where they had original investments in land. This paradoxical finding, that districts

with initial high levels of land inequality were able to reverse the fortunes if and when

local economic elites diversified their portfolios, adds new evidence to an already ex-

isting literature on the reversal of fortune. However, the mechanisms through which

the positive effect of initial levels of elites’ portfolio diversification reproduce in time

are not tested here and certainly deserve more attention.

Finally, the chapter makes an important contribution to the broader literature
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on development, including the set of works that focus on the historical origins of this

outcome, by bringing into the discussion a factor that has been until now ignored by

this literature, the structure of economic elites asset portfolio.
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7

Conclusion

This dissertation began with a longstanding concern: economic elites are critical

actors in distributive struggles that lead to significant political and economic changes

and are known for being highly influential in the design of policies that affect large

sectors of the population, even in democratic systems where each citizen’s vote counts

equally. This concern extends to a longstanding puzzle: why, how and to what extent

are economic elites capable of deploying their influence in political matters? To

answer these questions, I advanced a theoretical framework that challenges existing

approaches in political economy that are built either on the assumption that there

are no cleavages within the economic elite and, therefore, understand that this actor

advances a cohesive policy agenda to protect its capital, or that the economic elite

is divided across sectoral cleavages that explain their pursuit of alternative policies

that are often at odds with each other. I made the point that by neglecting the

composition and structure of economic elites’ asset portfolios, which more often than

not include a mix of different types of assets, current theories define elites’ interests

incompletely and, therefore, do not fully account for variation across individual and

group policy preferences nor do they explain how distributive conflicts develop in
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contexts where diversified actors are predominant. Thus, I proposed that to explain

economic elites’ distributive policy preferences, the ways in which they engage with

state actors to advance those preferences, and how the latter impact distributive

outcomes, it is imperative to disentangle the structure of their asset portfolios.

In a nutshell, the theory developed here proposes that the level of diversification of

the asset portfolio of economic elite members accounts for their preferences over the

policies that better protect their capital. On the one hand, diversified investors with

participation in multiple sectors of the economy have incentives to advance public

policies that have a multiplier effect across the economy (macro-level policies); on the

other, specialized entrepreneurs have incentives to prioritize policies that benefit their

sector alone regardless of the externalities that such policies can produce for other

sectors in the economy (sector-oriented policies). In turn, in order to successfully

advance their different policy agendas, I explained that these two types of economic

elite pursue different political strategies. Diversified elites that need to influence

different agencies and levels of government at the same time in order to design

and monitor the implementation of the policies from which they benefit the most,

are more likely to embed themselves in the state apparatus to fulfill their purpose.

Instead, the most efficient strategy for specialized elites that only need to influence

a specific policy arena is to lobby for their narrower agenda from outside the state

structure.

From this individual-level argument two important general implications emerged.

First, that settings where the dominant elite is diversified should experience a larger

provision of public goods and the emergence of institutions that better protect prop-

erty rights and guarantee the rule of law, whereas the opposite outcomes are more

likely in settings where the dominant elite is specialized. Second, given the equilib-

rium political strategies of diversified and specialized economic elites, it is expected

that where the former are dominant there will a larger overlap between economic and
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political elites than where the latter predominate. In such case, instead, we would

expect separation between economic and political elites as well as intra-elite con-

flicts around sectoral trade issues. In a few words, elites’ portfolio diversification can

lead to more development albeit at the expense of having an economic elite deeply

embedded in the state structure.

The findings of this dissertation can be summarized as follows. First, diversified

economic elite members are more likely to support the provision of public goods

and to resist trade protectionist measures than specialized elites, who instead seek

sector-specific trade policies. Secondly, diversified economic elites tend to occupy

elected and appointed positions in national government from where they can design

and monitor the implementation of policies that better protect their capital and are

also more likely to socialize with political actors in informal settings, and to organize

in encompassing business associations. Instead, I find specialized elite members tend

to lobby sectoral policies via non-encompassing business associations, and shy away

from direct participation in the state apparatus. Third, I show that diversification

is a risk hedging strategy, in particular one pursued by landed elites that faced a

higher risk of expropriation during the transition out of pre-industrialism. Districts

where this occurred, that is, where elites diversified their portfolios, exhibited larger

rates of public goods provision both in the short and the long run, whereas places

where traditional elites remained specialized became economic laggards.

A key point of this enterprise has been that existing theories are in one way or

another lacking in explanatory capacity. What leverage does the argument on elites’

portfolio diversification provide to address these shortcomings?

Opening the black box of the composition of elites’ asset portfolios can contribute

to a better analysis of their influence in at least three main areas. First, there is

an understudied cleavage within the economic elite, the one between diversified and

specialized elite members. If we uncover elites’ asset portfolios we find that there is
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wide variation across individuals’ investment strategies and that these can lead to

different elite configurations that cannot be explained under a framework of sectoral

cleavages. Thus, there is a descriptive gain in the use of my theoretical framework

that should enhance our understanding of elite configuration, and one which is easily

portable to other regions and periods. An analysis focused on asset portfolio diversi-

fication can shed light on the role of elites in distributive conflict both where they are

unified (because diversified elites with concurrent interests predominate) and where

they clash with each other (due to the prominence of specialized elites), something

that extant theories have difficulties in accomplishing. Thus, the coexistence of di-

versified and specialized elites may contribute to better explain intra-elite conflict in

contexts that were challenging for existent approaches.

Secondly, these differences in diversification should translate in different prefer-

ences and alternative mechanisms to support them. More specifically, if the argument

developed in this dissertation holds true, then different patterns of diversification

should lead to alternative elite configurations where the interests of the most impor-

tant group within the business community are quite different. These differences, in

turn, should lead diverse elite types to deploy their power resources at the service

of different policy motivations. Moreover, these sometimes divergent motivations

should translate into nuanced choices regarding the mechanisms employed to fulfill

them. For diversified elites more interested in shaping the rule of law and the avail-

ability of public goods, direct participation in the state apparatus via appointed or

elected positions, along with informal socialization with the political elite may be

the most effective path. Likewise, specialized elites should find their interests on

sectoral policies better served by acting through non-encompassing business associ-

ations from outside of state infrastructure. Chapter 5 thus sought to provide a first

attempt at substantiating these claims, showing that indicators of elite preferences

and their weapons of choice align with the predictions of the theory advanced in
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this dissertation. In doing so, it contributes to the literature on business influence,

which has mostly concentrated on the returns on investment of alternative types of

influence mechanisms. The analysis in the previous chapters points to the necessity

of acknowledging towards which ends such mechanisms are geared in order to more

accurately assess their efficacy.

Finally, and perhaps most importantly, the dominance of one or another type of

elite has relevant distributive consequences. Diversified economic elites’ interests are

geared towards producing a better climate for doing business through the provision

of general public goods, the security of property rights, and the rule of law, all fea-

tures that can contribute to enhance development. Specialized elite actors, instead,

are more focused on obtaining particularistic sectoral benefits and less oriented to

producing policies that improve the overall economy.

The dominance of one or another should thus influence the type of political econ-

omy that emerges. Where diversified elites are dominant, intra-elite conflict should

be lower. These in turn should facilitate the deployment of elites preferred mecha-

nism of political influence: direct participation in the state apparatus and electoral

politics; and enable the implementation of their just mentioned policies of choice.

Development at the price of state capture by elites then is more likely an outcome

as diversified elites assert their dominance, and the more so as their degree of di-

versification increases. An elite so unified and interested in state control is likely

to result in more unequal representation, even if their rule is beneficial in terms of

development. The Chilean case resembles this scenario, where the landed elite diver-

sified and gained control of the state early on, contributing to the implementation

of policies beneficial to the growth of their businesses that also had developmental

consequences, but securing their hold on power to fend of redistributive pressures.

In the opposite scenario, the dominance of sectorally specialized elites should

multiply conflicts, as business owners with divergent interests fight over policies
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that benefit their own sector at the expense of the rest. This cleavage precludes

the emergence of a broad class coalition that can set shared goals and establish

a stable elite-controlled state. This is instead a recipe for political and economic

volatility, as one or another sector gains the upper hand, a situation often seen

in Argentine politics. The other plausible path followed by such a conflict prone

political economy has also been common in Argentina: political stalemate when

there is a parity between divergent interests. These pattern is more likely to yield

erratic economic policies that likely take a toll in terms of development.

Moving forward, there is still much to be done in terms of developing the research

agenda delineated in this dissertation. First, I have so far only exploited individual

and subnational variation within Argentina and Chile to test the different portions

of my argument. However, there is a perhaps more interesting comparison that has

been relegated in favor of scaling down to the individual and subnational levels:

that between the historical trajectories of these two countries. As mentioned before,

these two economies shared a number of similar characteristics during the first half

of the nineteenth century, however, part of the evidence presented in this disserta-

tion demonstrates that whereas the Chilean elite diversified since early stages of the

modernization process, starting in the 1850s but more clearly during the economic

boom of the 1880s (see Chapter 6), the Argentine one remained predominantly spe-

cialized in different sectors (see Chapter 3). Interestingly, even though the Argentine

economy was overall bigger and with a more diversified matrix than the Chilean

one, investors seem to have pursued different portfolio diversification strategies in

one and the other. My work suggests that this might have had consequences for the

political economies of these countries. In Chile, the diversification of the economic

elite made of this a cohesive one able to build political strength, as evidenced by the

long political history of this country. The diversification of the elite is a plausible

explanation of the high degree of overlap between the economic and the political
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elite of this country. The story of Argentina is different. Its economic elite has been

historically divided across sectoral cleavages and the competition between groups

within the elite undoubtedly translated into political and economic outcomes, as

it has been explored in Guillermo O’Donell’s (1978) seminal work. As I suggested

above, this may be partially explained by the fact that its economic elite harbored

sectoral cleavages that made them confront each other regarding the political and

economic paths that would lead to prosperity.

Although this work has not followed the historical trajectory of the Chilean elite

during the twentieth century, the available historiographical evidence suggests that

the diversified nature of the economic elite in this country has endured over time.

Likewise, one of the lessons learned from the Argentine case throughout this work is

that even though some investors pursued a diversification strategy, a general char-

acteristic of the economic elite in this country is that it has maintained a relatively

high level of specialization across time. Therefore, these two countries represent ideal

types of economic elites configuration within the developing world, making a parallel

comparison between them an interesting exercise to test the aggregate level impli-

cations that emanate from my argument. This, then, appears as one of the crucial

next steps in the development of the research agenda presented here.

Secondly, there is a general implication of my argument that remains untested

at this point. I have suggested that if diversified economic elites are more likely

to participate directly in politics by running for office and occupying positions in

different agencies of government, as well as socializing with political elites, then there

should be a large overlap between economic and political elite families. Kinship ties

between political and economic elites therefore appear more as a consequence of the

political strategies developed by economic elite members than as a mechanism of

influence deployed by them. The data presented here provides plenty of room to test

this proposition. In particular, by observing the extent to which members of the
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political elite are also members of the economic elite, a purpose for which I plan to

leverage an original dataset on marriages between economic and political elites at

the national and local levels both in Argentina and Chile.

Third, to improve the external validity of the theory presented here, it is in

my horizon to develop an analysis that uses cross national data on economic elites’

diversification to test the aggregate implications of my theory. This is specially

challenging primarily for data reasons. It is not possible to collect the depth of data

I have gathered for the two case studies I worked on for a large number of countries.

However, I am evaluating the possibility of collecting data on changes in corporate

law that created domestic stock markets, such as the one used in Chapter 6 for

the case of Chile. This data would allow me to exploit variation in the timing of

diversification of economic elites to assess whether its consequences align with my

predictions. In addition, to gain in external validity, I plan to incorporate a third

case study, preferably a developed economy. Interesting candidates that emerge for

this purpose are Canada and Australia for their similar initial conditions, especially

when compared to Argentina back in the nineteenth century.

Finally, although I have attempted to cover as many aspects related to the proper-

ties of elites themselves as possible in the analysis presented in the previous chapters,

there are still a number of relevant dimensions to address. Specifically, although the

divergent or convergent interests of alternative elites and the patterns of conflict and

cooperation that result from them should be clear from the previous analysis, their

relation with other actors in the political arena is an immediate issue to consider.

The irruption of labor in the first half of the twentieth century led to the transforma-

tion of the political landscape in many developing nations, and the cases scrutinized

in this dissertation are no exception. Thus, a more detailed study of the political

alliances that were available in both cases to enhance or undermine the dynamics

of elite conflict and cooperation remains a necessary complement to the analysis
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presented in this dissertation.

The matters addressed here and empirically studied for the nineteenth and twen-

tieth centuries are perhaps more important today than ever before. With inequality

increasing worldwide, the concern for the influence of economic elites in shaping

distributive outcomes is no longer a matter reserved for the discussions of social

scientists: it has finally permeated the press and citizenry. From policy-centered

perspective, the contribution of my work is to point out that policymakers can influ-

ence the incentives of economic elites to participate in the political arena, and their

mechanisms of choice to do so. Ownership diversification can provide the right in-

centives for elites to pursue policies that generate an overall economic improvement.

There is a caveat, however, and policymakers should be aware of that. Economic

diversification is accompanied by an elite that has strong motivations to permeate

the state structure to protect its multi-sector interests, and this can generate a class

imbalance in political institutions that blocks policies aimed at redistributing income

towards the most vulnerable sectors of the population. Portfolio specialization might

instead maintain elites in competition with each other pushing for their preferred pol-

icy from outside the state structure; in such case, the political representation of elites

within the state apparatus is diminished, which may be a source of different problems

arising from their more or less transparent mechanisms of influencing politicians. No

simple choice in this matter will solve the problem of economic and political inequal-

ity, but the incentives of economic elites are certainly important for an economy to

flourish.
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Appendix A

Supplementary Materials

Data Sources: Argentina

Table A.1: Data Sources Description
Source Period Description

Firms, firm owners, and bankers
1 Anuario Pillado de

la deuda pública
y sociedades anon-
imas

1899-
1900

Annual publication. List of operat-
ing firms and detailed data on: sector,
subsector, boards of directors, capital,
last balance, year and place of creation,
place of headquarters.

2 The Argentina
Yearbook

1903,
1905-6,
1910,
1912,
1915-6

Annual publication. List of operat-
ing firms and detailed data on: sector,
subsector, boards of directors, capital,
last balance, year and place of creation,
place of headquarters.

3 El Monitor de So-
ciedades Anónimas

1903-
1951

Monthly publication. List of (a) firms
created in the last month with informa-
tion on: sectors, subsector, directors,
shareholders, capital, others; (b) list of
firms that disolve; (c ) list of firms that
reformed their statues and information
on the reform. Firms and banks rank-
ings.
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4 Anuario Argentino
de Comerciantes
y Fabricantes
Extranjeros

1922 Annual publication. List of operating
firms with information on sector, sub-
sector, directors, representatives (if for-
eign company), capital, year and place
of creation, place of headquarters. Dis-
saggregation of firms between export-
and import-oriented.

5 Gúıa de Sociedades
Anónimas

1923-
1960

Annual publication. List of operating
firms with information on sector, sub-
sector, directors, representatives (if for-
eign company), capital, year and place
of creation, place of headquarters. Dis-
saggregation of firms between export-
and import-oriented.

6 La Información 1930-
1959

Monthly publication. List of firms (a)
created, (b) disolved and (c ) reformed,
with detailed information on each firm.

7 Gúıa El Accionista 1954-
1960

Annual publication. List of operating
firms by sector with detailed informa-
tion on each firm.

8 Bolet́ın Oficial de
la República Ar-
gentina

1900-
1963

Daily publication. Firms’ statutes ap-
proved with information on directors,
shareholders, capital, and others.

Landowners
9 Catastro Agŕıcola 1880/1890 Landowners, size of land, number of

people that share the title
10 Catastro Agŕıcola 1920/1930 Landowners, size of land, number of

people that share the title
11 Handbook of the

River Plate
1885,
1875,
1876,
1892

Largest landowners names, type of
agricultural activity, location of their
activities

12 Prontuario In-
formativo de la
Provincia de Santa
Fe

1896 Idem

13 Prontuario In-
formativo de
la Provincia de
Buenos Aires
(Primera Entrega)

1902 Idem
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14 Gran Prontuario
de la Provincia de
Buenos Aires

Undated
(circa
1906-
1908)

Idem

15 Prontuario In-
formativo de
la Provincia de
Buenos Aires
(Entrega XIV)

1906 Idem

16 Prontuario de la
República Ar-
gentina

1914 Idem

17 Anuario Agŕıcola-
Ganadero

1918 Idem

18 Anuario Industrial
de la Argentina

1919-
1920

Idem

19 Gúıa Ferrocarril
Sud

1920,
1921,
1922,
1931

Idem

20 Gúıa Ferrocarril
Oeste

1920,
1935

Idem

Business Associations
21 Anales de la SRA 1877-

1970
Monthly publication. Every other
month they publish the names of the
board of directores, and electoral re-
sults when pertinent. Also, every other
year they publish the complete list of
members.

22 Revista de la Liga
de Defensa Comer-
cial

1913-
1920;
1922-
1941;
1943-
1958

Monthly publication. List of directors
and members.

23 Revista de la Liga
Agraria

1914-
1922

Monthly publication. List of directors.

24 Corporación Ar-
gentina de Pro-
ductores de Carne,
Memorias

1935-
1964

Idem
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25 Bolet́ın de la Bolsa
de Comercio

1881-
1967

Idem

26 Bolet́ın de la
Unión Indistrial
Argentina

1887-
1971

Idem

Social Circles
27 Libro de Oro 1898-

1908,
1910-
1911,
1923-
1926,
1928,
1932,
1936,
1942-
1945,
1949

List of names of rich/socially impor-
tant people and their place of residence.
Marriages, deaths, membership to most
importat social clubs (Club del Pro-
greso and Jockey Club)

28 Anuario Social 1908,
1909,
1910,
1911,
1912,
1913,
1914,
1916,
1917,
1918,
1920,
1922

Idem
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29 Gúıa Social Palma 1912-
1914,
1923-
1925,
1927-
1929,
1931,
1945,
1948-
1949,
1953,
1955.

Idem

30 Libro Azul 1916-
1919,
1921-
1925,
1927-
1929,
1937-
1940,
1946,
1958,
1960,
1962-
1967

Idem

31 Jockey Club Li-
brary

1880-
1916

Jockey Club members

32 Ćırculo de Armas
archives

1880-
1916

Ćırculo de Armas Club members

Politicians
29 Secretaŕıa de Infor-

mación Parlamen-
taria

1854- Congress members (Diputados and
Senators)

30 El Historiador 1854- Presidents, vice-presidents, and minis-
ters
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Appendix B

Appendix Chapter 4

Models with party and individual clustered standard errors

Table B.1: Robustness Models for Exports Committee (Party and Individual Clus-
tered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification ´0.098˚˚ ´0.117˚ ´0.169 ´0.073
(0.039) (0.064) (0.107) (0.056)

Total num. of projects 0.091˚˚˚ 0.091˚˚˚ 0.105˚˚˚ 0.090˚˚˚

(0.005) (0.005) (0.011) (0.005)

Num. of firms 0.009
(0.015)

Capital 0.083˚˚

(0.038)

Prop. first sector 0.268
(0.425)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 1866.607 1868.394 756.373 1868.055

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual
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Table B.2: Robustness Models for Imports Committee (Party and Individual Clus-
tered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification ´0.112˚˚ ´0.156˚˚ 0.016 ´0.057
(0.055) (0.071) (0.044) (0.046)

Total num. of projects 0.051˚˚˚ 0.051˚˚˚ 0.053˚˚˚ 0.050˚˚˚

(0.003) (0.003) (0.007) (0.003)

Num. of firms 0.015˚

(0.008)

Capital ´0.004
(0.066)

Prop. first sector 0.671
(0.477)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 1156.736 1157.529 577.922 1156.918

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual

Table B.3: Robustness Models for Macro Committee (Party and Individual Clustered
Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.035 0.010 0.088˚ 0.029
(0.040) (0.056) (0.048) (0.019)

Total num. of projects 0.063˚˚˚ 0.064˚˚˚ 0.073˚˚˚ 0.063˚˚˚

(0.004) (0.004) (0.010) (0.004)

Num. of firms 0.010
(0.007)

Capital 0.036˚

(0.019)

Prop. first sector ´0.076
(0.373)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 6085.84 6082.816 2818.809 6087.558

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual
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Table B.4: Robustness Models for Other Committees (Party and Individual Clus-
tered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.013 0.036˚ 0.030˚˚˚ ´0.004
(0.011) (0.021) (0.008) (0.010)

Total num. of projects 0.053˚˚˚ 0.053˚˚˚ 0.048˚˚˚ 0.053˚˚˚

(0.002) (0.002) (0.001) (0.002)

Num. of firms ´0.008˚

(0.005)

Capital 0.034˚

(0.018)

Prop. first sector ´0.225˚˚˚

(0.080)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 10864.633 10856.473 4175.205 10859.888

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual
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Table B.5: Robustness Models for Public Goods Committee (Party and Individual
Clustered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.024˚˚ 0.016 0.075˚˚˚ 0.025˚˚

(0.010) (0.020) (0.023) (0.012)

Total num. of projects 0.064˚˚˚ 0.064˚˚˚ 0.059˚˚˚ 0.064˚˚˚

(0.003) (0.003) (0.005) (0.003)

Num. of firms 0.003
(0.005)

Capital ´0.020
(0.026)

Prop. first sector 0.023
(0.198)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 7979.442 7980.681 3603.793 7981.391

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by party and individual.
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Models with province and individual clustered standard errors

Table B.6: Robustness Models for Exports Committee (Province and Individual
Clustered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification ´0.098˚˚˚ ´0.117˚˚ ´0.169 ´0.073˚˚

(0.030) (0.046) (0.137) (0.029)

Total num. of projects 0.091˚˚˚ 0.091˚˚˚ 0.105˚˚˚ 0.090˚˚˚

(0.012) (0.011) (0.015) (0.012)

Num. of firms 0.009
(0.023)

Capital 0.083˚˚

(0.039)

Prop. first sector 0.268
(0.410)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 1866.607 1868.394 756.373 1868.055

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual
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Table B.7: Robustness Models for Exports & Imports Committee (Province and
Individual Clustered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification ´0.080˚ ´0.113˚˚ ´0.082 ´0.041
(0.045) (0.053) (0.079) (0.036)

Total num. of projects 0.070˚˚˚ 0.070˚˚˚ 0.072˚˚˚ 0.069˚˚˚

(0.006) (0.006) (0.010) (0.006)

Num. of firms 0.014
(0.010)

Capital 0.066˚

(0.040)

Prop. first sector 0.438
(0.407)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 2562.516 2563.179 1089.835 2562.25

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual

Table B.8: Robustness Models for Imports Committee (Province and Individual
Clustered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification ´0.112 ´0.156 0.016 ´0.057
(0.085) (0.110) (0.053) (0.057)

Total num. of projects 0.051˚˚˚ 0.051˚˚˚ 0.053˚˚˚ 0.050˚˚˚

(0.005) (0.005) (0.009) (0.005)

Num. of firms 0.015
(0.011)

Capital ´0.004
(0.079)

Prop. first sector 0.671
(0.647)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 1156.736 1157.529 577.922 1156.918

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual
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Table B.9: Robustness Models for Macro Committee (Province and Individual Clus-
tered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.035 0.010 0.088˚ 0.029
(0.029) (0.038) (0.046) (0.021)

Total num. of projects 0.063˚˚˚ 0.064˚˚˚ 0.073˚˚˚ 0.063˚˚˚

(0.005) (0.004) (0.008) (0.005)

Num. of firms 0.010˚˚

(0.005)

Capital 0.036
(0.027)

Prop. first sector ´0.076
(0.228)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 6085.84 6082.816 2818.809 6087.558

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual

Table B.10: Robustness Models for Macro + Public committees (Province and Indi-
vidual Clustered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.027˚ 0.013 0.084˚˚ 0.026˚˚

(0.014) (0.023) (0.034) (0.012)

Total num. of projects 0.064˚˚˚ 0.064˚˚˚ 0.063˚˚˚ 0.064˚˚˚

(0.003) (0.003) (0.005) (0.003)

Num. of firms 0.005
(0.004)

Capital 0.004
(0.024)

Prop. first sector ´0.015
(0.185)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 10901.008 10899.057 4963.912 10902.974

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual
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Table B.11: Robustness Models for Public committee (Province and Individual Clus-
tered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.024˚˚ 0.016 0.075˚˚˚ 0.025˚

(0.010) (0.021) (0.029) (0.014)

Total num. of projects 0.064˚˚˚ 0.064˚˚˚ 0.059˚˚˚ 0.064˚˚˚

(0.003) (0.004) (0.004) (0.003)

Num. of firms 0.003
(0.005)

Capital ´0.020
(0.028)

Prop. first sector 0.023
(0.180)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 7979.442 7980.681 3603.793 7981.391

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual.

Table B.12: Robustness Models Other Committees (Province and Individual Clus-
tered Standard Errors)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4)

Diversification 0.013 0.036˚˚ 0.030˚˚˚ ´0.004
(0.010) (0.015) (0.010) (0.014)

Total num. of projects 0.053˚˚˚ 0.053˚˚˚ 0.048˚˚˚ 0.053˚˚˚

(0.002) (0.002) (0.001) (0.002)

Num. of firms ´0.008˚˚

(0.003)

Capital 0.034˚˚˚

(0.012)

Prop. first sector ´0.225˚˚˚

(0.086)

Year fixed effects Y Y Y Y
N 3928 3928 1411 3928
Groups 530 530 248 530
AIC 10864.633 10856.473 4175.205 10859.888

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by province and individual
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Models with province fixed-effects by province-party and clustered standard errors by
individual

Table B.13: Robustness Models for Exports Committee (Fixed-Effects by Province-
party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification ´0.103˚˚ ´0.133˚˚ ´0.193 ´0.117˚ ´0.124 ´0.066 ´0.239
(0.049) (0.065) (0.122) (0.064) (0.102) (0.160) (0.181)

Total num.
of projects

0.089˚˚˚ 0.090˚˚˚ 0.146˚˚˚ 0.089˚˚˚ 0.101˚˚˚ 0.147˚˚˚ 0.156˚˚˚

(0.011) (0.011) (0.017) (0.011) (0.011) (0.017) (0.020)

Num. of
firms

0.016 ´0.059

(0.025) (0.060)

Capital 0.134˚˚ 0.148˚˚ 0.186˚˚

(0.068) (0.070) (0.075)

Prop. first
sector

´0.153 0.332

(0.580) (0.951)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 1906.826 1908.261 784.348 1908.685 1889.679 787.229 797.816

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual
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Table B.14: Robustness Models for Imports Committee (Fixed-Effects by Province-
party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification ´0.048 ´0.070 0.005 ´0.030 ´0.075 ´0.024 0.002
(0.052) (0.064) (0.105) (0.065) (0.083) (0.148) (0.188)

Total num.
of projects

0.051˚˚˚ 0.051˚˚˚ 0.053˚˚˚ 0.051˚˚˚ 0.053˚˚˚ 0.053˚˚˚ 0.055˚˚˚

(0.007) (0.007) (0.008) (0.007) (0.006) (0.008) (0.009)

Num. of
firms

0.007 ´0.004

(0.011) (0.048)

Capital 0.090 0.085 0.076
(0.126) (0.128) (0.131)

Prop. first
sector

0.223 ´0.362

(0.630) (0.810)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 1168.573 1170.296 628.2 1170.413 1180.387 631.961 648.093

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual
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Table B.15: Robustness Models for Exports & Imports Committee (Fixed-Effects by
Province-party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification ´0.057 ´0.087˚ ´0.116 ´0.052 ´0.038 ´0.046 ´0.098
(0.037) (0.048) (0.090) (0.049) (0.061) (0.121) (0.128)

Total num.
of projects

0.065˚˚˚ 0.066˚˚˚ 0.071˚˚˚ 0.065˚˚˚ 0.067˚˚˚ 0.071˚˚˚ 0.075˚˚˚

(0.007) (0.007) (0.014) (0.007) (0.007) (0.014) (0.013)

Num. of
firms

0.014 ´0.031

(0.012) (0.054)

Capital 0.147˚˚ 0.157˚˚ 0.187˚˚˚

(0.068) (0.070) (0.063)

Prop. first
sector

0.053 0.217

(0.489) (0.798)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 2499.844 2500.55 1097.391 2501.817 2490.803 1100.641 1109.862

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual
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Table B.16: Robustness Models for Macro Committee (Fixed-Effects by Province-
party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification 0.031 0.014 0.069˚˚ 0.020 0.038 0.001 0.072
(0.028) (0.033) (0.034) (0.040) (0.041) (0.069) (0.066)

Total num.
of projects

0.058˚˚˚ 0.059˚˚˚ 0.060˚˚˚ 0.058˚˚˚ 0.062˚˚˚ 0.059˚˚˚ 0.069˚˚˚

(0.006) (0.006) (0.009) (0.006) (0.006) (0.009) (0.008)

Num. of
firms

0.006 0.006

(0.006) (0.021)

Capital 0.022 0.013 0.052
(0.040) (0.045) (0.039)

Prop. first
sector

´0.123 ´0.594

(0.323) (0.543)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 5941.184 5941.196 2736.777 5942.552 5866.76 2733.395 2661.237

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual
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Table B.17: Robustness Models for Public Goods Committee (Fixed-Effects by
Province-party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification 0.026 0.025 0.099˚˚ 0.016 0.065˚˚ 0.092 0.179˚˚˚

(0.017) (0.024) (0.044) (0.023) (0.031) (0.064) (0.060)

Total num.
of projects

0.058˚˚˚ 0.058˚˚˚ 0.053˚˚˚ 0.058˚˚˚ 0.060˚˚˚ 0.053˚˚˚ 0.060˚˚˚

(0.006) (0.006) (0.008) (0.006) (0.005) (0.008) (0.007)

Num. of
firms

0.0004 ´0.021

(0.007) (0.028)

Capital 0.006 0.001 ´0.009
(0.043) (0.045) (0.045)

Prop. first
sector

´0.134 ´0.372

(0.214) (0.294)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 7691.538 7693.524 3398.393 7692.093 7622.379 3395.036 3241.229

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual.
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Table B.18: Robustness Models for Macro and Public Committees (Fixed-Effects by
Province-party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification 0.029˚ 0.023 0.084˚˚ 0.018 0.061˚˚ 0.051 0.147˚˚˚

(0.017) (0.022) (0.034) (0.023) (0.030) (0.054) (0.052)

Total num.
of projects

0.058˚˚˚ 0.059˚˚˚ 0.055˚˚˚ 0.058˚˚˚ 0.061˚˚˚ 0.055˚˚˚ 0.063˚˚˚

(0.006) (0.006) (0.008) (0.006) (0.005) (0.008) (0.007)

Num. of
firms

0.002 ´0.008

(0.006) (0.021)

Capital 0.016 0.008 0.020
(0.035) (0.039) (0.036)

Prop. first
sector

´0.136 ´0.452

(0.209) (0.335)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 10457.028 10458.365 4651.212 10456.744 10314.899 4642.892 4416.198

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual.
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Table B.19: Robustness Models for Other Committees (Fixed-Effects by Province-
party and Clustered Standard Errors by Individual)

Dependent variable: Bills presented in committee:

(1) (2) (3) (4) (5) (6) (7)

Diversification 0.014 0.033˚ 0.020 ´0.003 0.037˚ ´0.025 ´0.010
(0.014) (0.019) (0.030) (0.020) (0.022) (0.036) (0.046)

Total num.
of projects

0.053˚˚˚ 0.053˚˚˚ 0.047˚˚˚ 0.053˚˚˚ 0.054˚˚˚ 0.047˚˚˚ 0.048˚˚˚

(0.006) (0.006) (0.005) (0.006) (0.005) (0.005) (0.005)

Num. of
firms

´0.007 0.007

(0.005) (0.019)

Capital 0.035 0.022 0.052
(0.038) (0.043) (0.039)

Prop. first
sector

´0.239 ´0.397

(0.197) (0.313)

Province -
Party
controls

Y Y Y Y Y Y Y

Year fixed
effects

Y Y Y Y Y Y Y

N 3928 3928 1411 3928 3928 1411 1411
Groups 530 530 248 530 530 248 248
AIC 10682.355 10677.292 4118.746 10677.486 10606.662 4114.414 4079.562

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual
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Table B.20: Diversification and roll call voting on trade

Dependent variable:

Vote for protectionism

(1) (2) (3) (4)

Diversification 0.212˚ 0.666 0.449˚˚ 0.494
(0.113) (0.506) (0.222) (0.473)

Diversification x Pro trade (1) ´1.402˚˚˚ ´1.965 ´1.562˚˚ ´1.646˚˚

(0.508) (1.364) (0.660) (0.739)

Pro trade (1) 1.288 2.816 1.447 1.641
(0.836) (2.531) (0.924) (1.087)

Capital ´0.534
(0.435)

Prop. first sector 2.819
(2.208)

Num. of firms ´0.251
(0.358)

Province-party controls Y Y Y Y
Year fixed effects Y Y Y Y
N 463 305 463 463
AIC 621.579 426.827 619.311 622.868

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
Standard errors clustered by individual
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Appendix Chapter 5
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Summary Statistics

Table C.1: Summary Statistics

Statistic N Mean St. Dev. Min Max

Relatives in congress 486,305 0 0 0 7
Relatives in executive office 486,305 0 0 0 5
Relatives in SRA (authorities) 486,305 1 2 0 29
Relatives in SRA (members) 486,305 0 0 0 5
Relatives SRA (all) 486,305 1 2 0 29
Relatives UIA (all) 486,305 0 0 0 10
Relatives Circulo Armas Club 486,305 0 0 0 5
Relatives Jockey Club 486,305 0 0 0 6
Individual diversification 486,305 1 1 0 13
Family diversification 486,305 2 2 0 16
Individual number firms 486,305 1 1 1 44
Family number firms 486,305 9 54 1 587
Family proportion first sector 486,305 1 0 0 1
Individual proportion first sector 486,305 1 0 0 1
Regime type 470,730 0 0 0 1
Free and fair elections 470,730 1 0 0 1
GDP growth 469,302 2 5 ´13 16
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Relationship between Portfolio Diversification and Investor Size

Figure C.1: Relationship between Portfolio Diversification and Number of Firms

Note: Pearson Correlation Test = 0.51, p-value ă 0.001.
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Figure C.2: Relationship between Capital and Number of Firms

Note: Pearson Correlation Test = 0.22, p-value ă 0.001.
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Robustness Checks

Models with fixed effects by year and sector with clustered standard errors by individ-
ual

Figure C.3: Dependent Variable: Member of Congress
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Note: Logit with fixed effects by year and sector with clustered standard errors by indi-
vidual (95% confidence intervals). Model 5 includes sectoral covariates.
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Figure C.4: Dependent Variable: Member of Executive
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vidual (95% confidence intervals). Model 5 includes sectoral covariates.
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Figure C.5: Dependent Variable: Member of Sociedad Rural Argentina
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Note: Logit with fixed effects by year and sector with clustered standard errors by indi-
vidual (95% confidence intervals). Model 5 includes sectoral covariates.
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Figure C.6: Dependent Variable: Member of Unión Industrial Argentina
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Note: Logit with fixed effects by year and sector with clustered standard errors by indi-
vidual (95% confidence intervals). Model 5 includes sectoral covariates.
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Figure C.7: Dependent Variable: Member of Jockey Club
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Note: Logit with fixed effects by year and sector with clustered standard errors by indi-
vidual (95% confidence intervals). Model 5 includes sectoral covariates.
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Figure C.8: Dependent Variable: Member of Cı́rculo de Armas
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Models with fixed effects by year and two-way clustered standard errors by individual
and sector

Table C.2: Fixed Effects by year and two-way clustered standard error by individual
and sector

Dependent variable: Member of Congress

(1) (2) (3) (4) (5)

Diversification 0.440˚˚˚ 0.475˚˚˚ 0.441˚˚˚ 0.349˚˚˚ 0.963˚˚˚

(0.066) (0.094) (0.079) (0.062) (0.213)

Number of firms ´0.040 ´0.086
(0.047) (0.055)

Prop. first sector ´0.823˚˚˚ ´0.384
(0.171) (0.346)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 6,783.305 6,784.281 6,781.141 3,987.232 6,722.725

Sector controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Sector Sector Sector Sector Sector

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.3: Fixed Effects by year with two-way clustered standard errors by individual
and sector

Dependent variable: Member of Executive Office

(1) (2) (3) (4) (5)

Diversification 0.315˚˚ 0.183 0.025 0.187 1.347˚˚˚

(0.159) (0.208) (0.165) (0.161) (0.249)

Number of firms 0.100˚ 0.079
(0.052) (0.056)

Prop. first sector ´2.027˚˚ ´2.010˚˚

(0.787) (0.915)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 2,158.011 2,157.633 2,147.747 869.463 2,092.414

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Sector Sector Sector Sector Sector

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.4: Fixed Effects by year with two-way clustered standard errors by individual
and sector

Dependent variable: Member of Sociedad Rural

(1) (2) (3) (4) (5)

Diversification ´1.044˚˚˚ ´1.278˚˚˚ ´1.270˚˚˚ 0.210˚ 2.617˚˚˚

(0.242) (0.266) (0.253) (0.125) (0.091)

Number of firms 0.417˚˚˚ 0.442˚˚˚

(0.095) (0.129)

Prop. first sector 0.472 ´0.633˚˚˚

(0.989) (0.162)

Capital ´0.000˚˚˚

(0.000)

Sectoral controls N N N N Y
N 486,305 486,305 486,305 347,547 486,305
AIC 317,880.300 316,091.400 315,989.200 21,440.210 207,302.300

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Sector Sector Sector Sector Sector

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.5: Fixed Effects by year with two-way clustered standard errors by individual
and sector

Dependent variable: Member of Unión Industrial Argentina

(1) (2) (3) (4) (5)

Diversification 0.453˚˚˚ 0.441˚˚˚ 0.297˚˚˚ 0.259˚˚˚ 0.819˚˚˚

(0.064) (0.104) (0.103) (0.091) (0.081)

Number of firms 0.009 ´0.036
(0.041) (0.046)

Prop. first sector ´1.959˚˚˚ ´1.771˚˚˚

(0.321) (0.271)

Capital ´0.000
(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 23,555.540 23,557.090 23,325.410 18,706.270 22,919.970

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Sector Sector Sector Sector Sector

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.6: Fixed Effects by year with two-way clustered standard errors by individual
and sector

Dependent variable: Member of Jockey Club

(1) (2) (3) (4) (5)

Diversification 0.540˚˚ 0.484˚˚ 0.477˚ 0.384˚ 1.048˚˚˚

(0.252) (0.213) (0.246) (0.229) (0.205)

Number of firms 0.135 0.129
(0.119) (0.118)

Prop. first sector ´0.193 ´0.017
(1.467) (1.180)

Capital ´0.000
(0.000)

N 82,665 82,665 82,665 43,209 82,665
AIC 10,222.260 10,195.760 10,197.280 4,788.463 9,830.417

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Sector Sector Sector Sector Sector

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.7: Fixed Effects by year with two-way clustered standard errors by individual
and sector

Dependent variable: Member of Cı́rculo de Armas

(1) (2) (3) (4) (5)

Diversification 0.456˚˚˚ 0.398˚˚ 0.267˚ ´13.987˚˚˚ 1.516˚˚

(0.165) (0.163) (0.140) (0.630) (0.614)

Number of firms 0.144 0.100
(0.088) (0.072)

Prop. first sector ´2.225 11.465˚˚˚

(1.749) (1.352)

Capital ´0.000
(0.000)

N 82,665 82,665 82,665 43,209 82,665
AIC 783.333 784.228 784.074 290.775 793.675

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Sector Sector Sector Sector Sector

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Models with fixed effects by sector with two-way clustered standard errors by individual
and year

Table C.8: Fixed Effects by sector with two-way clustered standard errors by indi-
vidual and year

Dependent variable: Member of Congress

(1) (2) (3) (4) (5)

Diversification 0.358˚˚˚ 0.383˚˚˚ 0.348˚˚˚ 0.331˚˚ 1.062˚˚˚

(0.097) (0.109) (0.119) (0.132) (0.298)

Number of firms ´0.027 ´0.073
(0.067) (0.098)

Prop. first sector ´0.810 ´0.504
(0.718) (0.961)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 7,319.631 7,321.280 7,318.310 4,220.218 7,246.910
Sectoral controls N N N N Y
Sector FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Year Year Year Year Year

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.9: Fixed Effects by sector with two-way clustered standard errors by indi-
vidual and year

Dependent variable: Member of Executive Office

(1) (2) (3) (4) (5)

Diversification 0.300˚ 0.223 ´0.218 0.025 1.250
(0.161) (0.211) (0.387) (0.334) (0.865)

Number of firms 0.055 0.070
(0.063) (0.112)

Prop. first sector ´3.052˚˚ ´3.120˚

(1.337) (1.630)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 2,262.565 2,263.929 2,250.990 844.086 2,240.542
Sectoral controls N N N N Y
Sector FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Year Year Year Year Year

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.10: Fixed Effects by sector with two-way clustered standard errors by indi-
vidual and year

Dependent variable: Member of Sociedad Rural

(1) (2) (3) (4) (5)

Diversification ´0.949˚˚˚ ´1.012˚˚˚ ´1.219˚˚˚ 0.143˚ ´0.663˚˚˚

(0.129) (0.114) (0.149) (0.086) (0.224)

Number of firms 0.121 0.011
(0.120) (0.151)

Prop. first sector ´1.710˚˚˚ ´0.999˚˚˚

(0.446) (0.371)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 270,142.300 270,055.000 269,565.100 24,643.420 268,089.600
Sectoral controls N N N N Y
Sector FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Year Year Year Year Year

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.11: Fixed Effects by sector with two-way clustered standard errors by indi-
vidual and year

Dependent variable: Member of Unión Industrial Argentina

(1) (2) (3) (4) (5)

Diversification 0.359˚˚˚ 0.288˚˚˚ 0.145˚ 0.126˚ 0.623˚˚˚

(0.075) (0.091) (0.080) (0.074) (0.191)

Number of firms 0.057˚˚ 0.007
(0.029) (0.030)

Prop. first sector ´2.124˚˚˚ ´1.962˚˚˚

(0.285) (0.278)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 23,484.370 23,470.370 23,206.940 18,500.460 23,281.810
Sectoral controls N N N N Y
Sector FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Year Year Year Year Year

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

256



Table C.12: Fixed Effects by sector with two-way clustered standard errors by indi-
vidual and year

Dependent variable: Member of Jockey Club

(1) (2) (3) (4) (5)

Diversification 0.313˚˚˚ 0.200 0.247 0.458˚˚˚ 1.046˚˚˚

(0.114) (0.203) (0.222) (0.157) (0.300)

Number of firms 0.083 0.088
(0.070) (0.066)

Prop. first sector 0.600 0.853
(0.977) (1.147)

Capital ´0.000˚˚˚

(0.000)

N 82,665 82,665 82,665 43,209 82,665
AIC 16,235.850 16,221.100 16,218.210 8,066.874 15,745.480
Sectoral controls N N N N Y
Sector FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Year Year Year Year Year

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.13: Fixed Effects by sector with two-way clustered standard errors by indi-
vidual and year

Dependent variable: Member of Cı́rculo de Armas

(1) (2) (3) (4) (5)

Diversification ´0.077 ´0.341 ´0.334 ´15.060˚˚˚ 0.142
(0.339) (0.358) (0.388) (0.618) (0.736)

Number of firms 0.200˚˚ 0.194˚

(0.082) (0.106)

Prop. first sector ´0.159 30.139˚˚˚

(0.812) (2.489)

Capital ´0.000˚˚˚

(0.000)

N 82,665 82,665 82,665 43,209 82,665
AIC 857.966 857.506 859.483 275.400 866.228
Sectoral controls N N N N Y
Sector FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Year Year Year Year Year

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Models with fixed effects by year and clustered standard errors by individual

Table C.14: Fixed Effects by year with clustered standard errors by individual
Dependent variable:Member of Congress

(1) (2) (3) (4) (5)

Diversification 0.440˚˚˚ 0.475˚˚˚ 0.441˚˚˚ 0.349˚˚˚ 0.963˚˚˚

(0.091) (0.097) (0.107) (0.118) (0.301)

Number of firms ´0.040 ´0.086
(0.063) (0.097)

Prop. first sector ´0.823 ´0.384
(0.725) (0.846)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 6,783.305 6,784.281 6,781.141 3,987.232 6,722.725

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.15: Fixed Effects by year with clustered standard errors by individual
Dependent variable:Member of Executive Office

(1) (2) (3) (4) (5)

Diversification 0.315˚˚ 0.183 0.025 0.187 1.347˚˚˚

(0.152) (0.216) (0.167) (0.168) (0.388)

Number of firms 0.100˚˚ 0.079
(0.047) (0.054)

Prop. first sector ´2.027˚˚˚ ´2.010˚˚

(0.719) (0.812)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 2,158.011 2,157.633 2,147.747 869.463 2,092.414

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.16: Fixed Effects by year with clustered standard errors by individual
Dependent variable:Member of Sociedad Rural

(1) (2) (3) (4) (5)

Diversification ´1.044˚˚˚ ´1.278˚˚˚ ´1.270˚˚˚ 0.210˚˚˚ 2.617˚˚˚

(0.069) (0.051) (0.051) (0.055) (0.208)

Number of firms 0.417˚˚˚ 0.442˚˚˚

(0.055) (0.065)

Prop. first sector ´0.633˚˚

(0.143) (0.261)

Capital ´0.000˚˚˚

(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 317,880.300 316,091.400 315,989.200 21,440.210 207,302.300

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.17: Fixed Effects by year with clustered standard errors by individual
Dependent variable:Member of Unión Industrial Argentina

(1) (2) (3) (4) (5)

Diversification 0.453˚˚˚ 0.441˚˚˚ 0.297˚˚˚ 0.259˚˚˚ 0.819˚˚˚

(0.069) (0.067) (0.062) (0.056) (0.106)

Number of firms 0.009 ´0.036
(0.029) (0.034)

Prop. first sector ´1.959˚˚˚ ´1.771˚˚˚

(0.226) (0.235)

Capital ´0.000
(0.000)

N 486,305 486,305 486,305 347,547 486,305
AIC 23,555.540 23,557.090 23,325.410 18,706.270 22,919.970

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.18: Fixed Effects by year with clustered standard errors by individual
Dependent variable: Member of Jockey Club

(1) (2) (3) (4) (5)

Diversification 0.540˚˚˚ 0.484˚˚˚ 0.477˚˚˚ 0.384˚˚˚ 1.048˚˚˚

(0.130) (0.107) (0.110) (0.111) (0.322)

Number of firms 0.135˚ 0.129˚

(0.069) (0.076)

Prop. first sector ´0.193 ´0.017
(0.897) (0.983)

Capital ´0.000
(0.000)

N 82,665 82,665 82,665 43,209 82,665
AIC 10,222.260 10,195.760 10,197.280 4,788.463 9,830.417

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.19: Fixed Effects by year with clustered standard errors by individual
Dependent variable:Member of Cı́rculo de Armas

(1) (2) (3) (4) (5)

Diversification 0.456˚˚˚ 0.398˚ 0.267 ´13.438˚˚˚ 1.516˚

(0.164) (0.220) (0.221) (0.426) (0.829)

Number of firms 0.144˚ 0.100
(0.074) (0.105)

Prop. first sector ´2.225˚ 11.465˚˚˚

(1.279) (0.280)

Capital ´0.000˚˚

(0.000)

N 82,665 82,665 82,665 43,209 82,665
AIC 783.333 784.228 784.074 290.775 793.675

Sectoral controls N N N N Y
Year FE Y Y Y Y Y
CSE Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Models with interaction between diversification and capital
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Figure C.9: Dependent Variable: Member of Congress
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Figure C.10: Dependent Variable: Member of Executive Office
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Figure C.11: Dependent Variable: Member of Sociedad Rural Argentina
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Figure C.12: Dependent Variable: Member of Unión Industrial Argentina
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Figure C.13: Dependent Variable: Member of Jockey Club
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Figure C.14: Dependent Variable: Member of Cı́rculo de Armas
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Models with Family Membership as Dependent Variable

Table C.20: Logit Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Family Member in Congress

(1) (2) (3) (4) (5) (6)

Diversification 0.086˚˚˚ 0.152˚˚˚ 0.154˚˚˚ 0.120˚˚˚ 0.139˚˚˚ 0.224˚˚˚

(0.025) (0.033) (0.034) (0.025) (0.031) (0.071)

Number of firms ´0.120˚˚˚ ´0.109˚˚˚

(0.036) (0.042)

Prop. first sector 0.099 0.258
(0.210) (0.201)

Capital ´0.000˚˚˚ ´0.000˚˚˚

(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
AIC 145,322.700 145,259.600 145,260.300 92,160.430 92,151.930 145,221.300

Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.21: Logit Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Family Member in Executive Office

(1) (2) (3) (4) (5) (6)

Diversification 0.155˚˚˚ 0.253˚˚˚ 0.254˚˚˚ 0.202˚˚˚ 0.247˚˚˚ 0.731˚˚˚

(0.048) (0.067) (0.066) (0.051) (0.058) (0.183)

Number of firms ´0.179˚˚ ´0.170˚

(0.080) (0.089)

Prop. first sector 0.077 0.591
(0.346) (0.380)

Capital ´0.000˚˚˚ ´0.000˚˚

(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
AIC 31,593.730 31,572.110 31,573.960 20,498.440 20,490.650 31,510.330

Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.22: Logit Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Family Member in Sociedad Rural Argentina

(1) (2) (3) (4) (5) (6)

Diversification ´0.068˚˚˚ ´0.137˚˚˚ ´0.152˚˚˚ 0.139˚˚˚ 0.096˚˚˚ 0.018
(0.019) (0.023) (0.022) (0.017) (0.017) (0.052)

Number of firms 0.104˚˚˚ 0.080˚˚˚

(0.027) (0.026)

Prop. first sector ´0.348˚˚˚ ´0.517˚˚˚

(0.102) (0.091)

Capital ´0.000˚˚˚ ´0.000˚˚˚

(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
AIC 449,917.800 449,628.200 449,533.500 283,117.300 282,906.800 449,326.700

Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.23: Logit Fixed Effects by year and sector with clustered standard errors by
individual
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Dependent Variable: Family Member in Union Industrial Argentina

(1) (2) (3) (4) (5) (6)

Diversification 0.151˚˚˚ 0.102˚˚˚ 0.070˚˚˚ 0.129˚˚˚ 0.063˚˚˚ 0.243˚˚˚

(0.024) (0.028) (0.026) (0.025) (0.023) (0.066)

Number of firms 0.062˚˚ 0.015
(0.028) (0.023)

Prop. first sector ´0.822˚˚˚ ´0.857˚˚˚

(0.119) (0.116)

Capital ´0.000˚˚˚ ´0.000˚˚˚

(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
AIC 182,637.900 182,577.900 182,313.600 141,804.100 141,503.100 182,445.700

Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.24: Logit Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Family Member in Jockey Club

(1) (2) (3) (4) (5) (6)

Diversification ´0.112 0.028 0.023 0.028 0.105 0.960˚˚

(0.096) (0.104) (0.118) (0.098) (0.113) (0.381)

Number of firms ´0.364˚˚˚ ´0.368˚˚˚

(0.113) (0.129)

Prop. first sector ´0.060 0.824
(0.658) (0.628)

Capital ´0.000˚˚˚ ´0.000˚˚˚

(0.000) (0.000)

N 82,665 82,665 82,665 43,209 43,209 82,665
AIC 38,565.250 38,367.120 38,369.030 12,860.750 12,845.510 38,166.190

Sector controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.25: Logit Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Family Member in Cı́rculo de Armas
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(1) (2) (3) (4) (5) (6)

Diversification ´0.331˚˚ ´0.268˚ ´0.369˚˚ ´0.295 ´0.265 0.006
(0.158) (0.151) (0.169) (0.196) (0.187) (0.520)

Number of firms ´0.229 ´0.286
(0.192) (0.210)

Prop. first sector ´1.218 0.417
(0.910) (1.289)

Capital ´0.000˚˚˚ ´0.000˚˚˚

(0.000) (0.000)

N 82,665 82,665 82,665 43,209 43,209 82,665
AIC 7,650.800 7,645.012 7,643.735 1,757.252 1,759.032 7,617.205

Sector controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Models with Number of Relatives as Dependent Variable

Table C.26: OLS Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Number of relatives in Congress

(1) (2) (3) (4) (5) (6)

Diversification 0.004˚˚˚ 0.003˚˚˚ 0.003˚˚˚ 0.003˚˚˚ 0.003˚˚˚ 0.003˚˚

(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)

Number of firms 0.001 0.001
(0.001) (0.001)

Prop. first sector ´0.003 ´0.004
(0.004) (0.003)

Capital 0.000 0.000
(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
Adj. R2 0.004 0.004 0.004 0.003 0.003 0.004

Sector Controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.27: OLS Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Number of Relatives in Executive Office

(1) (2) (3) (4) (5) (6)

Diversification 0.001˚˚˚ 0.001˚˚˚ 0.001˚˚ 0.001˚˚ 0.001˚˚ 0.002˚˚˚

(0.0004) (0.0003) (0.0003) (0.0004) (0.0003) (0.001)

Number of firms 0.0001 ´0.0002
(0.0003) (0.0002)

Prop. first sector ´0.004˚˚ ´0.001
(0.002) (0.002)

Capital ´0.000˚˚˚ ´0.000˚˚˚

(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
Adj. R2 0.002 0.002 0.002 0.002 0.002 0.002

Sector Controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.28: OLS Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Number of Relatives in Sociedad Rural Argentina

(1) (2) (3) (4) (5) (6)

Diversification 0.120˚˚˚ ´0.056˚ ´0.065˚˚ 0.128˚˚˚ 0.103˚˚˚ 0.165˚˚

(0.028) (0.032) (0.029) (0.018) (0.018) (0.079)

Number of firms 0.288˚˚˚ 0.263˚˚˚

(0.063) (0.070)

Prop. first sector ´0.301˚ ´0.357˚˚˚

(0.181) (0.105)

Capital ´0.000 ´0.000
(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
Adj. R2 0.103 0.105 0.105 0.018 0.018 0.109

Sector Controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.29: OLS Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Number of Relatives in Union Industrial Argentina

(1) (2) (3) (4) (5) (6)

Diversification 0.023˚˚˚ 0.012˚˚˚ 0.009˚˚ 0.021˚˚˚ 0.014˚˚ 0.026˚˚

(0.006) (0.004) (0.004) (0.006) (0.006) (0.011)

Number of firms 0.019˚˚˚ 0.012˚˚

(0.006) (0.006)

Prop. first sector ´0.079˚˚˚ ´0.097˚˚˚

(0.017) (0.017)

Capital ´0.000 ´0.000
(0.000) (0.000)

N 486,305 486,305 486,305 347,547 347,547 486,305
Adj. R2 0.007 0.008 0.009 0.006 0.007 0.009

Sector Controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Table C.30: OLS Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Number of Relatives in Jockey Club

(1) (2) (3) (4) (5) (6)

Diversification 0.003˚˚˚ 0.001 0.001 0.002˚˚ 0.001˚ 0.001
(0.001) (0.001) (0.001) (0.001) (0.001) (0.003)

Number of firms 0.004˚˚ 0.004˚˚

(0.002) (0.002)

First sector 0.002 ´0.006
(0.007) (0.005)

Capital 0.000˚˚˚ 0.000˚˚˚

(0.000) (0.000)

N 82,665 82,665 82,665 43,209 43,209 82,665
Adj. R2 0.048 0.049 0.049 0.056 0.056 0.052

Sector Controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01

Table C.31: OLS Fixed Effects by year and sector with clustered standard errors by
individual

Dependent Variable: Number of Relatives in Cı́rculo de Armas

(1) (2) (3) (4) (5) (6)

Diversification 0.0001 0.00000 0.00001 ´0.00003˚˚ ´0.00002 ´0.0003
(0.0001) (0.00003) (0.00003) (0.00001) (0.00001) (0.0004)

Number of firms 0.0001 0.0002
(0.0002) (0.0002)

First sector 0.0002 0.0002
(0.0004) (0.0002)

Capital 0.000 0.000
(0.000) (0.000)

N 82,665 82,665 82,665 43,209 43,209 82,665
Adj. R2 0.004 0.004 0.004 0.001 0.001 0.005

Sector Controls N N N N N Y
Year FE Y Y Y Y Y Y
Sector FE Y Y Y Y Y Y
CSE Individual Individual Individual Individual Individual Individual

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Appendix D

Appendix Chapter 6

Robustness Check: Land Inequality, Risks, and Diversification

Table D.1: The effect of inequality on portfolio diversification

Dependent variable: Diversification

Year:

1855 1860 1865 1870 1875 1880

Gini 0.0001˚˚ 0.0001˚˚˚ 0.0001˚˚˚ 0.0002˚˚˚ 0.0003˚˚˚ 0.0003˚˚˚

(0.00003) (0.00004) (0.00004) (0.0001) (0.0001) (0.0001)

Income ´0.069 0.010 0.078 0.154 0.208 0.166
(0.101) (0.115) (0.135) (0.194) (0.284) (0.304)

Gini x Income 0.003 0.002 0.002 0.002 0.008˚ 0.010˚˚

(0.002) (0.002) (0.002) (0.003) (0.004) (0.005)

N 23,737 23,737 23,737 23,737 23,737 23,737
R squared 0.002 0.002 0.002 0.003 0.005 0.005

Note: ˚pă0.1; ˚˚pă0.05; ˚˚˚pă0.01
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Camp, R. A. (2002), MexicoÕs mandarins: Crafting a power elite for the twenty-first
century, Univ of California Press.

275



Carlos, A. M., Fletcher, E., and Neal, L. (2015), “Share portfolios in the early years
of financial capitalism: London, 1690–1730,” The Economic History Review, 68,
574–599.

Carmagnani, M. and Ferrer, P. (1984), Estado y sociedad en América Latina, 1850-
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