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Chile, for example

by George Kopits
In a recent issue of the Frankfurter Allgemeine Zeitung brought up the case of Argentina as an example of an unusual, but successful economic policy, noting that Hungary also is following a  similar path.  It would be worthwhile, however, to examine a bit closer the situation in two different countries of South America: Argentina and Chile.  The two countries share many similarities: geography, natural resources, language, a history of military dictatorship and financial crises.  Despite this, they increasingly differ from each other on account of their divergent economic policies.
In Chile, the socialist and conservative parties each take their turn in government.  Currently, the conservatives are in power, but strictly adhere to the budgetary constraints set by the government it succeeded.  It also strictly observes the fiscal discipline of a cyclically-adjusted balanced budget rule, monitored by two independent agencies. It respects the autonomy of the central bank to pursue its core mission: inflation targeting.  This means that the depolitization of the framework of economic policy has been successful.  The coordinated of monetary and fiscal policies not only provides some protection against uncertainties of the business cycle but also a cushion for price stability, and has reduced public debt, now below 10 per cent of GDP.  Chile today is no longer at the mercy of the international financial markets or the international organizations, but rather, and for all practical purposes, financially independent.
In Argentina, it was the Kirchner spouses that took turns in governing the country in the last few years.  Although they assumed the presidency through democratic elections, they guided economic policies at all levels in an arbitrary and high-handed manner.  They dramatically weakened institutional checks-and-balances, including through the judiciary.  Last year they terminated the independence of the central bank, since the government took over the management of currency reserves and imposed a loose policy on the monetary institution.
The government has tried to keep in check the resulting high inflation by placing price controls on public services. The level of budgetary expenditures became dependent on the price of agricultural commodities, in the international markets, and other extraordinary sources such as the nationalization of private pensions.  This means that the country does not have medium and long term reserves to balance out the effects of, for instance, possible slowdown of the export sector.
The difference between the two countries is also apparent in that while in Chile the tax system and the economic policies are simple, transparent and reliable, in Argentina, everything is uncertain, surprising and nebulous.  Without the benefit of any attempt at consultation, the government has imposed taxes on certain agricultural exports.  Earlier both Chile and Argentina had introduced mandatory private pension systems and, given the low number of competitors, both countries experienced inefficiencies.  In response, Chile - as a number of other countries - has sought to remedy the problem by improving the regulatory system to foster competition and reduce operating costs.
The Argentine "solution" was the nationalization of private pensions, without even denying that the purpose of the measure was to use pension fund assets to finance government spending.  The pensioners are still suing the government. Although the Argentine government provides nominally generous pension and other benefits, the inflation rate, actually in excess of 25 per cent, as opposed to the official figure of 10 per cent, erodes the value of those benefits and increases poverty.  In contrast, Chile's inflation rate is a hardly over three per cent.
The Argentine governing couple is nearly constantly busy excoriating multinational companies, the International Monetary Fund and preceding governments, while corruption is rampant.  Because of the effects of the price controls, foreign investors have scant incentives to invest resulting in the deterioration and even functioning of the national infrastructure (power outages are becoming a nationwide phenomena).  In Chile, however, there is hardly any corruption, the government focuses on problem-solving and instills in its citizens a sense of individual responsibility.
All this helps explain why in Santiago you can hardly see any signs of the terrible earthquake that took place a year ago and why Chile has caught up with Argentina in income per capita, from a 50 per cent gap thirty years ago.
