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Abstract

We study whether crony governance can extend beyond economic policy to the targeting of state
violence against citizens. Specifically, we examine the logic driving the choice of firm-level union
representatives who were subjected to state repression by the 1976-1983 Argentine military junta.
Using an original dataset, we find a positive, nonspurious, and robust correlation between labor
repression and cronyism, measured by political, business, and social connections to the regime.
Our results indicate that the number of firm-level union representatives victimized by the regime
is three times higher for connected firms relative to nonconnected ones. The effect is pronounced
in privately owned (as opposed to state-owned) firms, suggesting that the correlation is driven by
cronyism for financial gain rather than ideology or information transmission. We show that connected
firms benefited from violence against union representatives by subsequently having less strikes and
a higher market valuation. Our findings highlight the pervasiveness of governmental cronyism, even
in cases where one of the regime’s main stated goals was to curb such behavior. (JEL: D73, D74,
J52, N46)

1. Introduction

Crony governance is typically understood as a system in which economic policies
are chosen with the goal of materially benefiting connected actors. Economic policy,
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however, is not the only critical area of government decision making. The monopoly
over the deployment of violence is also a central characteristic of the state (Weber
1946, p. 78). To that end, our paper fills a void in the existing research by examining
the relationship between cronyism, the deployment of state violence, and private firms’
economic gains. We focus on the case of the 1976-1983 Argentinean military regime,
which is one of the most infamous contemporary examples of the state deploying
violence against its citizens.

The Argentine military regime was responsible for the “disappearance” (killing
and/or imprisonment without a due process) of purported supporters of leftist ideology,
including a large number of union representatives and blue-collar workers (Lewis
2002, p. 147). According to statements from the military junta, the overall goals
of the repression included not only the suppression of communist subversion, but
also the restoration of economic efficiency and political stability. Indeed, the newly
established regime branded itself as the National Reorganization Process (Proceso de
Reorganizacion Nacional).!

The regime also aimed at eliminating the excessive influence of labor unions as
well as particularistic interests over policy making. In the words of General Jorge
Rafael Videla (the head of Argentina’s military junta following the coup):

Our objective was to discipline an anarchic society ... regarding Peronism, to put
behind its populistic and demagogic vision; with respect to the economy to go to
a liberal market economy. .. In order to become more efficient, society needed to
be disciplined. We thus also wanted to discipline unionism and crony capitalism
(capitalismo prebendario). (Reato 2012, p. 159)?

However, whether firms close to the regime were complicit in the postcoup violence
remains an open question and raises the possibility that cronyism may extend beyond
economic policy and include the deployment violence. Recently, several qualitative
accounts have documented this possibility. Take, for instance, the statement provided
by the Argentine Commission for Human Rights (CADHU), asserting that the targets
of violence were partly based on lists of “subversives” created by firms close to the
regime (CADHU 2014, p. 158).

This paper systematically examines the empirical implication of this claim, which
is that the violence against the workforce is correlated to firms’ connections to the
military junta. We primarily focus on firm-level union representatives. Our data include
information that links individual victims to the firms and their place of employment.?
Our measurement of connections to the regime is based on another comprehensive
dataset of all company directors from Argentina’s leading firms prior to the 1976
military coup. This original dataset traces directors’ affiliations to the Economic

1. See Novaro and Palermo (2011) for a detailed study of the military regime in Argentina.

2. Peronism is an Argentine political movement based on the political legacy of former President Juan
Domingo Perén and his second wife, Eva Perdn.

3. We have information on the largest Argentinean firms. We do not include industry level union leaders
in our study because the analysis relies on within industry variation in the targeting of violence.
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Cabinet.* It also identifies directors’ membership in social clubs as well as their
social origins to proxy for their proximity to the regime’s main policymakers.

We find a positive and robust correlation between labor repression and cronyism,
measured by political, business, and social connections to the regime. This finding is
consistent with the qualitative literature’s claim that firms close to the regime were
complicit in the postcoup violence. The effect of connections to the Economic Cabinet
is of a substantial magnitude, corresponding to a relative 300% increase in the number
of union representatives who disappeared. That is, the presence of a firm connection
to a cabinet member raises the number of disappeared union representatives by almost
one standard deviation. Measures of business and social connections to the regime
deliver similar qualitative and quantitative results.

The results are remarkably stable across a battery of robustness tests that address
identification concerns. These include a wide range of specifications, samples, and
methodologies. The results are robust to the inclusion or exclusion of a rich set
of firms’ and industries’ characteristics that account for firms’ size and location,
firms’ prominence and ideological affiliation, and preexisting labor conditions. We
also show that the proportion of union representatives affiliated with left-wing armed
organizations is similar for connected and not-connected firms, which implies that
their ideology cannot account for different rates of disappearances across firms. The
results are also robust to the use of propensity score weighting and matching connected
to not-connected firms, which eliminate all differences in observable average group
characteristics between connected and not-connected firms.

The main causal mechanism that we are interested in verifying is whether the
targeting of violence toward connected firms was likely driven by considerations
of financial gain. This is of special interest because it comports with common
understandings of cronyism. We test for this mechanism by including it into the
sample state-owned firms. These companies, unlike private firms, are not profit
maximizers (World Bank 1995; Banerjee 1997; Shleifer 1998; Shleifer and Vishny
2002). Moreover, the military junta directly appointed their top management. The
empirical findings show that private sector firms overwhelmingly drive the positive
correlation between connections and union representatives’ disappearances. As we
explain in detail later, this result suggests that the effects of connections are not driven
by plausible mechanisms that are potentially independent of financial gains such as
credible information transformation or smoother transmission of commands from the
regime, which should function more effectively for state-owned firms.

As for the effects of these disappearances, we find that connected firms that are
subject to violence against its union representatives benefit from this violence in
terms of less subsequent strikes and a rise in their market value.’ Our results are

4. The Economic Cabinet was the body in charge of economic policy making during the dictatorship. It
was appointed immediately after the coup and consisted entirely of former business managers and directors
of major companies in Argentina.

5. This result is consistent with Lee and Mas (2012). They report that private-sector unionization has a
negative effect on firms’ equity value. In our case, a weakening of private firms’ unions (by eliminating
firm-level union representatives) has a positive effect on firms’ value.
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consistent with a causal mechanism in which the disappearance of a connected firm’s
union representative credibly signals the firm’s ability to deploy the repressive tools
of the state to crack down on future labor unrest, which thus serves to reduce future
labor activism. Overall, our findings indicate that connections to the regime played a
significant role in driving the targeting of violence (despite the military junta’s claim
that one of their main goals was to end crony capitalism), and that connected firms that
had their union representatives disappeared benefited from the selective deployment
of violence.

This paper is broadly related to the literature on the effect of political regimes
on workers’ welfare. Rodrik (1999) documents a robust and statistically significant
association between the extent of democracy and the level of manufacturing wages
in a country. The findings in Przeworski et al. (2000) indicate that growth under
autocracies tends to be both labor-extensive and labor-exploitative. Whereas this prior
research assumes that all employers and owners of capital benefit equally from labor
exploitation, in this paper, we examine the selective nature of labor repression based
on political connections. As such, our work contributes most directly to the literature
on the value of political ties during turbulent political times (see Fisman 2001; Faccio
et al. 2006; Guidolin and La Ferrara 2007; Ferguson and Voth 2008; Dube et al. 2011;
Acemoglu et al. 2016, among many others). The analysis is also related to literature
on the personal characteristics of politicians (Dal B6 et al. 2017) and to the interaction
between violence and politics (Dal B6 and Di Tella 2003).

Most of the related literature analyzes the effects of political ties on firms’ profits.
Our study, in contrast, focuses mostly on the welfare costs of connections, much
like Cingano and Pinotti (2013) and Fisman and Wang (2015). In this sense, our
analysis is somewhat related to Fisman and Wang’s (2015) study of the relationship
between political connections of Chinese firms and workplace fatalities. They find
that workers’ fatalities are higher in politically connected firms. Our study is distinct
from Fisman and Wang’s (p. 215) because the Argentinean junta played an active
role in the disappearance of workers of connected firms, whereas in the Chinese case
connected firms have higher workers’ fatalities because they are more prone to avoid
safety compliance measures. Therefore, in contrast to Fisman and Wang (2015), where
deaths are due to government omission, in this paper, they are due to government
commission.®

Finally, this paper extends the burgeoning qualitative work on the role played by
business groups during Argentina’s military dictatorship. We discuss this literature in
more detail in the next section. We deepen these studies by being the first quantitative
social scientific analysis of this topic.

6. We note that it is harder to assess welfare effects for our case than for Fisman and Wang (2015) because
the counterfactual scenario is much less clear.
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2. Historical Background

On 24 March 1976, following a half-decade of increasingly intensifying violent
confrontations between the left- and right political sectors, a military junta led by
General Jorge Rafael Videla undertook a military coup d’état in Argentina. According
to the official registry of victims of state repression (Registro Unificado de Victimas
del Terrorismo de Estado, RUVTE) maintained by Argentina’s Ministry of Justice
and Human Rights, the regime was responsible for the murder or “disappearance”
of at least 7,850 people, including hundreds of union representatives and blue-collar
workers.

As stated previously, the military sought not only to suppress communist
subversion, but also to restore the country’s economic efficiency and political stability.
Indeed, the newly established regime branded itself as the National Reorganization
Process (Proceso de Reorganizaciéon Nacional). As such, the regime’s goals also
explicitly included eliminating the excessive influence of labor unions as well
as particularistic interests over policy making (see quotation from Videla given
previously).

In line with this goal, the military immediately launched an all-out attack aimed at
undermining the structural basis of trade union power (Andersen 1993; Munck 1998).
The military considered the unions’ enormous strength to be highly problematic. The
six million-member General Confederation of Workers (CGT) as well as the country’s
largest apex unions were intervened (i.e. the leadership was replaced) right after the
coup. Additionally, the government abolished collective bargaining agreements and
imposed a strict wage freeze while simultaneously lifting price controls and devaluing
the Argentine peso.7 As a result, as shown in Figure 1, by late 1976, real wages had
dropped an average of more than 50% relative to the last year of the Peronist regime
(panel A, taken from Sturzenegger 1991), and the workers’ share of the national income
declined from 48.5% in 1975 to just 29% in 1976 (panel B, taken from Lindenboim
et al. 2005). Moreover, strikes, work slowdowns, and other forms of sabotage were
declared by the junta to be “subversive activities”, punishable with lengthy prison
sentences (Munck 1998).

Because firm-level union representatives and internal committee members typically
led the protests and activities in the industrial plants before the coup (sometimes
acting independently from the apex union leadership), they became main targets
of repression.® Many of them were arrested and subjected to torture and/or killing
without a due process.

7. See Canitrot (1980) for a detailed description of the military government’s economic policies.

8. At the time of the coup, workers of firms with ten or more employees were entitled to elect union
representatives. The number of union representatives for each firm was regulated by legislation, and was
proportional to the number of employed workers. Union representatives were usually voted by the workers
of a firm’s section or department in elections organized and held by the local branch of the national
union. Internal committees were composed of several union representatives. The main task of the internal
committee was to collect and convey workers’ demands regarding labor conditions, health issues, wages,
and any other specific complaints they may had (Basualdo 2011a).
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FIGURE 1. Real Wage Index (Panel A) and Percent of Income Accruing to Wage Earners (Panel B)
in Argentina at the outset of the military dictatorship.

In terms of the logic of labor repression, one could think of some sensible
alternatives to cronyism. The regime could have targeted union leaders with ties to
violent militants as a means of reducing the level of workplace violence. Alternatively,
repression may be aimed at optimally disseminating negative wage shocks. In this
case, the location of a firm in the network structure of an economy may affect how an
idiosyncratic microeconomic shock to the firm propagates through the economy (see,
for example, Acemoglu et al. 2012). In this framework, firms within a productive sector
operate a Cobb—Douglas technology that uses as inputs labor supplied by households
and intermediate goods produced by other sectors. The matrix of cross-sector input
requirements defines the input—output production network. A shock to a group of firms
(or a single firm) may have a much larger impact on the macroeconomy if it affects
the output not only of these firms (or firm), but also of others that are connected to
them through the network of input—output linkages. In addition, shocks may work from
input-supplier firms to customer firms, or the other way around (i.e. from customer
firms to input-supplier firms). If, as stated by its leaders, the goal of the military
junta was to efficiently disseminate a productivity shock through the economy, then
Argentina’s production structure should have played an important role in directing the
targeted use of state violence.

However, cronyism is also a plausible explanation for several reasons. We define
cronyism as the deployment of state violence to favor firms that are connected to
the military regime. Official depositions from court cases indicate that firms with
connections to the civilian technocrats in charge of economic policy provided lists
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of “subversives” in their workforce to the regime.” The lists, according to these
accounts, were then used to target firm-level union representatives and workers for
disappearances. As such, anecdotal evidence suggests that connected firms were
complicit in, and in some cases even instigated, the antilabor violence that followed
the coup.

Court records also point to individual cases where firms used their connections
to the regime to repress workers’ demands. The “Noche del Apagén”, a famous case
brought against the Ingenio Ledesma, provides one example (Basualdo 2011b). In
this case, blackouts took place between 20th July and 23rd July 1976 in the towns
surrounding the Ledesma plant. During the blackouts, the armed forces kidnapped
between 300 and 400 individuals and took them to clandestine detention centers at
the Ledesma plant, where they were tortured and interrogated. Ultimately, 55 of them
disappeared.

In her testimony to the National Commission on the Disappearance of Persons
(CONADEP 1984, No. 3376), Olga Aredes states that: “My husband was loaded into
the back of a van with the Ledesma company logo printed on the doors of the vehicle.
The van was driven by a company’s employee.” Aredes also claims that Alberto Lemos,
the CEO of Ingenio Ledesma, admitted to her that the company had made available its
vehicles for the action carried out by the armed forces, in his words, “to cleanse the
country of undesirables”. He also said to her that her husband had been very damaging
to the economic interests of the company Ledesma because of his activity helping the
workers. !

In addition, several qualitative studies suggest that certain firms used their ties
to the military regime to repress workers’ demands (Basualdo 2011b; Lorenz 2007;
Cieza 2012; Basualdo et al. 2015; Dandan and Franzki 2015; Paulén 2015). Their
conclusions, however, are based entirely on cases collected from a small sample of
specially selected firms, rather than a systematic analysis based on the universe of
firms. It is possible that the experiences of these firms are atypical, and therefore
unrepresentative for the rest of connected firms. In addition, these studies fail to
consider the general logic of labor repression that we put forth. In practical terms, this
implies that the effect of cronyism on labor union disappearances can only be evident
once all other noncrony factors (such as a firm’s location in the Argentine economic
structure, its size, the degree of labor activism, etc.) are taken into account. To the best
of our knowledge, our study provides the first systematic analysis of how connections
to the military regime affected labor repression at the firm level, even after accounting
for alternative explanations that we described previously.

9. See, for example, Daimler AG v. Bauman, 571 U.S. ___(2014); Ratto Héctor Anibal s/ privacion ilegal
de la libertad, Camara Federal de Apelaciones de La Plata, Expte. N° 405; Riveros, Santiago Omar y otros
s/ privacion ilegal de la libertad, Tribunal Oral Federal N° 1 de San Martin, Provincia de Buenos Aires.

10. In 2012, Carlos Blaquier, the owner of Ingenio Ledesma, and Alberto Lemos, its CEO, were found
guilty of complicity in the illegal deprivation of freedom of 29 individuals during the military dictatorship.
They were absolved of those charges in 2015 for lack of clear proof of their involvement and knowledge
of the company’s acts.
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3. Data

Our analysis is based on an original data set that includes detailed information on the
largest Argentine firms at the time of the coup. We rely on two sources to identify
them: the annual rankings produced by the business periodicals Prensa Econémica
and Mercado in 1975 and 1976. Prensa Econémica’s annual ranking provides a list of
the 300 largest firms, ranked according to their volume of sales and estimated profits.
Mercado’s list ranks the 150 top firms using similar criteria. These rankings are highly
correlated with one another, but due to some slight differences in how their information
was compiled, they do not include identical sets of firms. In our sample, 252 firms are
listed in Prensa Economica and 132 firms are listed in Mercado. (Only one of those
firms does not appear in Prensa Economica.)

3.1. Firms’ Connections to the Military Regime

We use different sources to build three measures to assess firms’ connections to
the military regime. Our main measure relies on the fact that following the coup,
the Economic Cabinet (the body in charge of economic policy making during the
dictatorship) consisted almost entirely of former business managers. The cabinet was
appointed by José Alfredo Martinez de Hoz, the Finance Minister of the military
regime, who was himself a businessman with strong connections to US banking and
financial interests. Our first measure of political connections codes the firms of origin
of the members of the postcoup Economic Cabinet as being politically connected.
This information is based on work by Schvarzer (1986) and Castellani (2007, 2009),
who provide a list of Martinez de Hoz’s team members, along with their business
affiliations (based on their participation as directors or board members of these firms).
These members include the finance minister’s inner circle, members of the Economic
Cabinet, as well as members of his team in charge of specific organizations linked to
economic policy making.!! For example, Martinez de Hoz was the CEO of Acindar,
the country’s leading steel manufacturer, before his appointment as finance minister.
Therefore, we code Acindar as being politically connected to the regime. In addition, in
robustness checks, we code all state-owned firms as connected to the regime, because
the regime directly named these firms’ directors.'?

The first column of Table 1 includes the number of firms with cabinet connections
for the top-300 firms as listed by Prensa Economica (panel A) and the top-150 firms
as listed by Mercado (panel B). These panels exclude from the sample state-owned

11. A detailed list of all the members of the economic team with ties to private sector firms, including
their names, agencies, and positions, is available from the authors upon request.

12.  There are in the sample 31 firms owned by the state. These firms had a direct connection to the
military junta, because their directors were appointed by the military regime. (A sizable number of those
directors were retired generals.) The main analysis of this paper adopts a conservative approach and
excludes state-owned firms from the sample of firms. As we show later, the results are robust to including
or excluding state-owned firms from the analysis.
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firms. This column shows that, of the firms in the Prensa Economica sample, 10% are
politically connected (22 out of 221 firms), whereas 13.5% of the firms in the Mercado
sample are coded as politically connected (15 out of 111 firms).

One may be concerned that this measure of political connections is not exogenous.
Selection into the Economic Cabinet could have been driven by the goals of the military
junta with respect to the outcomes that we are studying. To overcome this concern, we
construct two historical measures of connections from several years before the military
coup, when unions were actively collaborating with the government.

First, we use information on interlocking directorates involving the largest
companies in Argentina to construct our second measure of connections. We collected
information on 2,379 company directors from the Guia de Sociedades Andénimas
(Joint-Stock Companies Guide), published by the Cdmara Argentina de Sociedades
Anénimas, Buenos Aires, in 1972. Using network analysis, we estimated the distance
between Martinez de Hoz and each of the other 2,378 business executives in our
sample, as measured by their common membership in the Argentine firms’ boards
of directors. We then calculated for each firm in our sample its “Martinez de Hoz
distance”—which represents the number of links, through interlocking directories, by
which each firm was separated from Martinez de Hoz. A higher number on the scale
indicates that the firm is more distant from Martinez de Hoz.'? Take, for instance, the
firm Acindar (where Martinez de Hoz was CEQO); the distance here would be 0. Indupa,
in contrast, received a score of 2 because Martinez de Hoz served in Acindar’s board
with Jean Pierre Thibaud, who was in the board of directors of the Banco Francés
del Rio de la Plata with Indupa’s Luis Maria Otero Monsegur. We then define the
variable “Business Connections” to be equal to 8 (the highest possible distance in our
sample) minus the “Martinez de Hoz distance” so that firms with higher “Business
Connections” have closer links to Martinez de Hoz.

We believe that this is a plausible proxy for connections to the 1976 Economic
Cabinet because firms with closer links to Martinez de Hoz are more likely to find a
way to gain access to him and to his colleagues in the Economic Cabinet than firms
that were isolated within the business community. It should also be noted that in 1972,
when the Guia de Sociedades Anénimas was published, another military government
led by General Alejandro Agustin Lanusse was on its last legs, and it was highly
unlikely at the time that the armed forces would be in a position to stage a successful
coup in the future (Fraga 1988). Therefore, it is implausible that connections captured
by this second measure were driven by the goals of the then unforeseen 1976 coup.

The mean value of business connections is 3.73 for the Prensa Economica sample,
and 4.37 for the Mercado sample. In the Prensa Econdmica sample, 36% of the firms
were three or fewer links away from Martinez de Hoz (see column 4 in Table 1).
Almost half of the firms were at most three links away from Martinez de Hoz in the
Mercado sample.

13.  Firms with a distance from Martinez de Hoz greater or equal to 8 are classified as not connected to
the regime. Therefore, this variable ranges from O to 8.
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Our last indicator for connections to the military regime measures firms’ social
ties seven years before the coup. To construct this measure, we matched the names
of the active members in the 1969 roster of the Jockey Club to those of the business
executives in our sample of 2,379 company directors gathered from the 1972 Guia
de Sociedades Anénimas. Founded in 1882, the Jockey Club is the most traditional
Argentinean social club, with membership restricted to the Argentine aristocracy. Its
selection procedures allow for only a limited number of members, and relies on legacy
quotas and the black ball method, whereby an anonymous negative vote by an existing
member can effectively block the acceptance of a new one (Newton and Newton 1966).
These stringent admission rules are aimed at ensuring that only scions of patrician (i.e.
“old money”) families or those who have long invested in horse-breeding—related
pastimes are accepted as members.

For each firm in our sample, we calculated the number of directors listed as active
Jockey Club members in 1969. The mean value for this measure is 2.03 for the
Prensa Economica sample and 2.22 for the Mercado sample. (The respective standard
deviations are 1.89 and 2.03.) On average, each firm has about seven board members.
Therefore, a company with roughly 40% of its directors (three out of seven) listed in
the 1969 Jockey Club roster would be considered a very well connected firm by this
measure. Around 35% of the firms in our sample fall in this category (see column 7 in
Table 1).4

We believe this measure to be a reasonable indicator of a firm’s social connections
to the Economic Cabinet for several reasons. At the time of his appointment as minister,
Martinez de Hoz was already a life member (socio vitalicio) of the Jockey Club—one
of his ancestors was a founding member of the institution. The chance of a firm director
being socially acquainted with Martinez de Hoz would thus plausibly increase to the
extent that a firm has numerous members in the Jockey Club. Critically, this measure
is reasonably exogenous because the stringent and idiosyncratic criteria for admission
into the club are plausibly orthogonal to firms’ desire to deploy violence against union
representatives several years later.

3.2. Union Representatives’ Disappearances

We assembled a dataset on governmental violence against union representatives
at the firm level using numerous sources. First, we consulted the records held
by the Archivo General de La Memoria, an Argentine government agency
(http://anm.derhuman.jus.gov.ar). These records, based on the pioneering work of
Argentina’s National Commission on the Disappearance of Persons (Comision
Nacional sobre la Desaparicion de Personas, CONADEP), contain a comprehensive

14. Table 1 differentiates firms into two separate groups based on their business and social connections.
We do this only for ease of exposition. The empirical analyses given later rely on the entire distribution of
business and social connections and do not group firms in any way.
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list of disappeared persons.'> The sample consists of 8,253 documented cases of
disappearances. Given the clandestine nature of the repressive activities carried
out by the military government, the list of victims had to be compiled from
depositions from relatives or friends of the disappeared. In many cases, the recorded
information is restricted to a person’s name, age, gender, as well as the date
and place and where he/she was last seen before being abducted by repressive
forces.

To link repressive patterns to the firms in our sample, we combined the
CONADEP/Archivo General de la Memoria data with the information compiled
by Izaguirre (2009). This database contains ancillary information on disappeared
persons’ place of work and status at work (employee, union representative, etc.).
We complemented this information with two comprehensive lists of disappeared union
representatives included in Fernandez (1985) and Cieza (2012).'° Our data cover 147
cases of arrested/disappeared union representatives who come from 30 firms in our
sample. Our analysis focuses on firm-level union representatives rather than workers
because we are only able to map a subset of disappeared workers to the firms where
they worked.!” We focus on firm-level union representatives rather than industry-level
union leaders because that allows us to explore within-industry, across-firms variation
(via industry fixed effects).

Table 1 displays the mean number of union representatives disappeared
differentiating between connected and nonconnected firms. The data indicate that the
number of disappearances at connected firms is significantly higher than that of not-
connected firms for the three different measures of connections and the three different
samples of firms. For example, in the Prensa Economica sample, the mean number
of union representatives disappeared in firms with cabinet connections is almost ten
times higher than that in firms without cabinet connections (3.05 versus 0.4). The
mean number of disappearances increases as we move to the Mercado sample, which
is a more selective subsample containing only more prominent and larger firms. This
suggests that some of the firms’ characteristics may be associated with connections
to the military regime and the disappearance of union representatives. The following
subsection presents the data on firms’ characteristics that we use to control for potential
confounders.

15. The CONADEP was an organization created on 15th December 1983 to investigate the fate of the
individuals that disappeared during the dictatorship.

16. Note that all of these sources published information on union representatives’ disappearances after
the resumption of the democratic regime. In addition, the process of reporting included consulting direct
family members, other relatives, and fellow workers. This makes it highly unlikely that we are missing any
disappearance of a union representative. Hence, the analysis is unlikely to be affected by reporting bias of
any kind.

17. Based on the data collected by Izaguirre (2009), we only know the place of work for 490 disappeared
workers out of over 7,000 workers disappeared.
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3.3. Firms’ Characteristics

Given the observational nature of our data, several concerns arise regarding causal
inference. The first pertains to the companies’ size and salience. Many of the largest
Argentine firms in the early 1970s were probably more likely to be represented in the
cabinet and to have more disappearances than their smaller counterparts even in the
absence of a causal relation between the two variables.

To capture firms’ size, we collected information on each firm’s total estimated
sales in 1975 (measured in millions of Argentine pesos of 1975). We also use firms’
positions in the top-300 and top-150 ranking as a measure of their importance and
salience. In addition, for a subset of firms in our sample, we have information on their
workforce size, which by law directly determines the number of union representatives.
Workforce size is highly correlated with the other measures of firms’ size. For example,
the correlation between workforce size and firms’ sales is over 0.74 for the top-300
and top-150 samples of firms. As such, we can confidently rely on firms’ sales as
a proxy of workforce size. We also distinguish publicly traded firms from privately
owned firms. Moreover, we classify firms according to their three-digit industrial code
using the 1974 Industrial Census.'® These industry fixed effects also account for the
fact that some industries have larger firms than others.

We also collected a host of additional information regarding the characteristics of
the firms included in our sample to account for any possible confounders, reverse
causality, and measurement error bias. If the goal of the junta was to use labor
repression to disseminate a negative wage shock through the economy, we also need
to consider each firm’s location in the Argentine productive network. Demand shocks
propagate more strongly from customer firms to input-supplier firms than the other
way around. In contrast, supply-side (productivity) shocks propagate more strongly
from input-supplier firms to customer firms than the other way around. As such, the
strategic repression of union representatives should have targeted input-supplier firms
much more than customer firms. We established each firm’s location in the Argentine
economic structure using its two-digit classification and the Leontief inverse of the
23-sector table of the 1970 Argentine input-output matrix from the Secretaria de
Planeamiento y Accion de Gobierno (1970).

It may also be the case that firms with historically more combative labor unions
experienced more disappearances. Combative unions may lead firms’ executives to
cultivate connections with the regime to help them suppress the union’s demands.
To address this issue, we collected information on firm-level labor conditions before
the military coup took place. First, we distinguished between firms where collective
bargaining agreements over salaries and working conditions (convenios colectivos de

18. This code differentiates firms according to their main sector of production. Some of the categories
are banking sector, textile, food products, wearing apparel, wood products, chemicals, machinery, motor
vehicles, and so forth.
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trabajo) took place at the firm rather than the industry level.'® Second, we established
if a firm experienced a firm-specific (rather than a general/industry-wide) strike in the
year preceding the coup.?’

It should also be noted that Argentina faced a scourge of kidnappings in the
1970s when many armed organizations resorted to them to finance their activities.
Left-wing groups often targeted business executives, and high-ranking managers from
multinational corporations.21 Therefore, another concern is that business executives
who had hitherto been threatened and/or effectively harmed by left-wing armed
organizations sought to exert revenge on their firms’ political and labor activists after
the coup took place. To account for this possibility, we distinguish firms that suffered
at least one violent attack from armed guerilla groups (including kidnappings, as well
as bombings and arson) in the five years before the coup from those that did not
experience any attacks during the same period.??

A final concern is that the leaders of certain firms shared ideological affinities
with Martinez de Hoz. As such, these companies could have successfully pursued
connections to the economic elite after the military coup. From an ideological
standpoint, two main currents characterized the division between the business elites in
Argentina in the early 1970s: liberalism and nationalism. The word “liberal”, as Potash
(1994, p. 210) notes, was usually a term applied to “... more or less conservative
individuals who favored monetary stability, private over state enterprise, and close
ties to the international economic interests . ... In contrast, nationalists ... favored
economic policies that reserved a significant role for state controls and state-owned
enterprises, and that sought to reduce Argentine dependence on international economic
forces . ..” (Potash 1994, p. 211).

As noted previously, Martinez de Hoz belonged to a traditional cattle-ranching
family, as well as to the cadres of “old guard” liberals (Canelo 2008). Between 1964
and 1967, he served as president of the Argentine chapter of the Inter-American
Council of Production and Trade (Consejo Interamericano de Comercio y Produccion,
CICYP). And, at the time of the coup, the association was led by Martinez de Hoz’s
right hand, Guillermo Walter Klein (h). Founded in 1941, CICYP’s mission was to
“... promote and defend the principles of private enterprise and individual initiative
... throughout the Americas . . . ”.>3 To capture the effect of ideology on union leader
disappearances, we distinguished between firms with and without ties to CICYP. We

19. We collected this information using the 1975 collective bargaining agreements them-
selves, which can be found at the Ministerio de Trabajo de la Republica Argentina:
https://convenios.trabajo.gob.ar/ConsultaWeb/consultaBasica.asp.

20. To gather this information, we reviewed the monthly reports published by DIL—Servicio de
Documentacion e Informacion Laboral (Job Documentation and Information Service).

21. The best-known case involved Jorge and Juan Born, who were released in 1974 after a ransom of
60 million dollars (the equivalent of $293 million today) was paid to the Montoneros organization.

22.  We built this variable using the list of incidents reported in Fernandez Meijide (1988) as well as the
information in the Hechos Armados dataset (Marin 1996).

23.  http://www.cicyp.com.ar/v2/perfil-institucional/
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classify a firm as connected to CICYP if the firm was listed as a financial contributor
to the association between 1974 and 1976.

Table 2 and Appendix Tables A.1 and A.2 examine differences in observed
characteristics of firms with connections to the military regime and firms without
connections to the regime. For each panel of each table, the first two columns show
mean characteristics of the firms, and the third column presents the difference between
the means.

Balance tests of firms with and without connections to the regime indicate that
several of their observable characteristics are relatively well balanced across these two
groups in the samples of top-300 and top-150 companies. We do observe a handful
(mostly not significant) differences in variables related to firms’ size between connected
and not-connected firms. Importantly, all of the estimated specifications mentioned
later include industry fixed effects so that we are controlling for some industries
having larger firms, in order to further ensure that the results are not driven by firms’
size. Aside from this, we include a battery of additional firm-level characteristics
(which are listed in the tables) several of which could be reasonably controlling for
firms’ size. We think this strategy reasonably addresses the most salient identification
concerns that arise from the balancing tests. This is especially the case when looking
at the Mercado sample, which includes only the top-150 firms, which, as shown in the
tables, are balanced in terms of their observable characteristics.?*

Finally, as a robustness test, we (i) weight firms by their inverse propensity score of
assignment following Abadie (2005), and (ii) use firms’ ranks to match connected and
unconnected firms that have adjacent ranks. As discussed in Section 6, these approaches
eliminate all differences in average group characteristics between connected and not-
connected firms, and therefore deliver samples of firms that are completely balanced
in all of their observable characteristics.

4. Empirical Strategy

Our empirical strategy is designed to identify the effect of firms’ connections to the
regime on their number of disappeared union representatives. The unit of observation
is the firm, and we model the number of disappeared union representatives of a
firm as a function of the firm’s characteristics, preexistent labor conditions at each
particular firm, the centrality of the firm on Argentina’s economy, and whether the firm
was connected to the junta’s Economic Cabinet. Formally, we estimate the following

24. A remaining concern is that the samples of top-300 and top-150 firms are balanced because of
their small sample size. This concern also implies a higher standard error for the estimated coefficient on
connections to the regime, which should also lead to the rejection of a statistically significant effect for the
main explanatory variable of interest. Section 6 shows that selection on the estimated effect of connections
on union disappearances is not likely to be driving the results of our estimations using the coefficient
stability approach proposed by Altonji et al. (2005) and extended by Oster (2019).
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FIGURE 2. Mean Number of Union Disappearances by Firms’ Connections and Rank.

negative binomial model:
(Union Disappearances); = a(Connections); + X, ® + g, + ¢;, (1)

where (Union Disappearances); is the number of union representatives of firm i who
disappeared and (Connections); is an indicator of a link between a firm and a member of
the Economic Cabinet. We successively replace in subsequent regressions the measure
of cabinet connections with our measures of business and social connections. X is a
vector of the firm-level control variables that were described in the previous section.
is a fixed-effect for the firm’s industry (according to firms’ three-digit industrial code).
Unobserved determinants of union disappearances are captured by the error term &;.

Our interpretation of the coefficients is straightforward. We see robust, significant,
positive coefficients for the proxy for connections to the regime as offering evidence of
cronyism in the targeting of disappearances. This interpretation, of course, is subject to
ruling out noncrony mechanisms that could be consistent with this correlation (which
are addressed in Section 7).

5. The Effects of Connections on Union Disappearances

Before we move onto the systematic analysis of the effects of cronyism on union
disappearances, we provide a preview of the main correlations of interest in
Figures 2-5. These figures present bar charts of firms’ mean number of union
disappearances (Figures 2 and 3) and the mean propensity of firms to have at least
one union disappearance (Figures 4 and 5). The graphs differentiate across firms by
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FIGURE 3. Mean Number of Union Disappearances by Firms’ Connections and Total Sales.
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FIGURE 4. Propensity of Union Disappearances by Firms’ Connections and Rank.

the available measures of firms’ size (using firms’ rank in Figures 2 and 4 and firms’
total sales in Figures 3 and 5) and by firms’ cabinet connections to the regime. The
thresholds we choose are such that every category includes a third of the available
firms ranked by Prensa Economica.
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FIGURE 5. Propensity of Union Disappearances by Firms’ Connections and Total Sales.

As Figures 2 and 3 demonstrate, the mean number of union disappearances is
substantially higher for connected firms vis-a-vis not-connected firms for each group
in the distribution of firms’ size. Figure 2 shows that (i) among the largest 33% of the
firms (those ranked in the top-80 slots of the top-300 ranking), firms connected to the
regime have on average more than two union disappearances than firms not connected
to the regime; (ii) among the middle third of firms according to their rank, connected
firms have on average almost 0.4 more disappearances than unconnected firms; and
(iii) connections to the regime have a strong impact on disappearances also among
firms at the bottom of the ranking.

Figure 3 displays a similar pattern but focusing on firms’ total sales in 1975.
Figure 3 divides firms into three groups of equal sizes based on firms’ total sales, and
plots each group’s mean number of union disappearances by connections to the regime.
Figure 3 shows a strong and robust correlation between connections to the regime and
disappearances across the distribution of firms’ total sales.

Figures 4 and 5 replicate the evidence of Figures 2 and 3, but focusing on the
likelihood that firms have at least one union leader disappearance instead of their
mean number of disappearances. We do this to address reasonable concerns that the
total number of firms’ union disappearances may be affected by a few outliers with
a large number of disappearances. Figures 4 and 5 show that the correlation between
connections to the regime and union disappearances is robust to this alternative
specification. Union leaders’ disappearances are more likely to occur in connected
firms at each range of the distribution of firms’ size, measured either by firms’ rank or
their total sales.
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We turn next to the empirical estimation of model (1) using a negative binomial
regression analysis. Table 3 presents estimations using the top-300 sample of firms
(the Prensa Economica sample). The first three columns show results for the three
measures of connections with a limited set of controls and the latter three columns
show results for the extended set of controls. All models include industry fixed effects.
Note that board size is included as a control in the model with social connections
because social connections is a count of board members who belong to the Jockey
Club. Hence, without including board size in this specification, the results may suffer
from omitted variables bias from larger boards.

The estimated coefficients show that the effect of connections is substantively
strong and robust for all measures of connections. Having a cabinet connection to
the military regime is associated with the disappearance of 3.36 additional union
representatives. (This effect is based on the estimated incidence ratio, which equals
4.357.)%° Substantively, the effect is equal to a standard deviation increase in the number
of disappearances. For business connections, a unit decrease in a firm’s distance
from Martinez de Hoz is associated with a 36% increase in union representatives’
disappearances. Accordingly, moving from a firm without any links to Martinez de
Hoz to an extremely connected firm would lead to 2.88 additional disappeared union
representatives.”® Regarding social connections, for each additional director who is
listed as an active member of the Jockey Club, a firm’s number of disappeared union
representatives increases by 39%.

Although connections drive disappearances, other variables also play a substantial
role. Larger firms have more disappearances (a low number for ranking implies a larger
firm). Publicly traded companies are associated with a decrease in disappearances.
There is also evidence that firms with a more hostile labor environment had more
disappearances. Disappearances of union representatives increase for firms that
experienced strikes before the coup and decrease in the presence of a prior bargaining
agreement. Firms that suffered attacks prior to the coup also seem to be associated
with more disappearances.’’

25. 1If « is the estimated negative binomial coefficient, then [¢* — 1] %= 100 can be interpreted as
the average percentage change in Union Disappearances, from a one-unit change in Connections,, the
covariate of interest. Although Table 3 presents estimated negative binomial coefficients, these coefficients
are converted into marginal changes when the results are discussed in the text.

26. The results on business connections are robust to using other prominent members of the cabinet for
anchoring. For example, in results available from the authors upon request, we show that regressing
disappearances on the distance of firms to Guillermo Walter Klein (the Secretario de Estado de
Programacién y Coordinacion Econémica, under the supervision of Martinez de Hoz—the Finance
Minister) delivers similar results.

27. In a separate analysis (available from the authors upon request), we added to the estimated models
interactions between connections and strikes before the coup and between connections and attacks before
the coup. The estimated effects of these interactions are not consistently significant across different
measures of connections and samples. Hence, there is not a significant difference in the number of union
representatives’ disappearances among connected firms, based on whether or not they suffered from strikes
and/or attacks before the coup. In addition, we collected data on violent attacks from armed guerilla groups
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Regarding firms’ location in the Argentine productive structure, the results are
consistent with the “strategic” labor repression strategy discussed previously. Input-
supplier firms experienced more disappearances than customer firms. This finding
suggests that, in addition to cronyism, curbing inflation also played a role on the
targeting of union representatives.”® The size of the coefficient is quite large; yet,
three important considerations must be kept in mind. First, a one-unit increase in the
input-supplier firm measure corresponds to an almost two standard deviation increase
in the indicator’s mean value. Second, the firms in our sample are both input suppliers
and customers of other firms. (The measures are correlated at 0.17.) Therefore, the
net effect of being an input-supplier firm needs to account for the negative effect of
being also a customer firm. Third, the measure captures the location in Argentine
input—output matrix for groups of firms, rather than individual ones. Therefore, it is
not possible to accurately determine the actual size of the variable’s firm-level effects.

Table 4 focuses on the Mercado sample of firms, which includes only the top-
150 firms. The point estimates for connections are still of a substantial magnitude
even when we restrict the sample to a balanced set of large and homogenous
firms. Although cabinet connections do not seem to have a substantial effect on
disappearances, business and social connections substantially affect the number of
union representatives’ disappearances. Moving a link closer to Martinez de Hoz is
associated with a 19% increase in union representatives’ disappearances. Similarly,
a firm’s number of disappeared union representatives increases by 22% with each
additional director who is listed as an active member of the Jockey Club.

Strikes before the military coup continue to be strongly associated with
disappearances. The effect of firms’ location in the Argentine productive structure
on union leaders’ disappearances is also large and statistically significant for this
sample of particularly large firms. The size of the effect is arguably magnified by the
smaller sample size. It should also be noted that the effect of firms’ ranking and total
sales is not statistically significant, even if we control for firms’ sales using a nonlinear
specification. These results give further support to the idea that the Mercado sample
of firms is balanced.

6. Robustness Tests

Our main specification includes several proxies for firms’ size, like firms’ rankings
(an indicator for firms’ market value) and their total sales. Although these variables

(kidnappings, bombings, and arson) between 1971 and 1975. These data show that guerrilla groups did not
systematically target connected firms during this time period.

28. Asmentioned previously, one of the main economic goals of the dictatorship was to lower the inflation
rate, which was at the time over 300%. To this end, the economic plan ended the indexation of wages to
inflation. If union disappearances are an effective tool to reign on workers’ demands, the most efficient
way to curb inflation is to avoid price increases at input-supplying firms. That is, specifically target union
representatives at firms whose price changes tend to propagate to the rest of the economy.
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are arguably correlated with firms’ number of workers, there is still a concern that
they do not completely account for it. This section conducts a series of robustness
checks to make sure that the impact of connections on disappearances (i) is not a
mechanical artifact of larger firms having more union representatives; (ii) is not driven
by particularly large firms with an outlier number of disappearances; (iii) is not a
consequence of firms’ location; (iv) is not explained by workers’ ideology; and (v)
is not a consequence of imbalances on the observed characteristics of connected and
unconnected firms.

6.1. Including Additional Controls for Firms’ Size

We begin this section by adding firms’ number of workers to the estimated model.
As mentioned previously, these data are not available for all firms. (The sample
size decreases from 221 to 90 firms when focusing on firms in Prensa Econdmica
and from 111 to 60 for firms listed in Mercado.) With that caveat in mind, this
is still a useful robustness test because, by a law passed in 1973, firms’ number
of workers mechanically determines their number of union representatives. Hence,
when controlling for firms’ workforce size, we are basically estimating the effects of
connections on the share of union representatives disappeared.

Columns (1-3) of Table 5 show the results of adding firms’ number of workers to
our extended controls specification of Tables 3 and 4. The top panel shows the results
for the top-300 firms and the bottom panel shows the results for the sample of top-150
firms. The estimates for number of workers are positive and significant only for the top-
300 sample of firms. This confirms that firms with more workers also have more union
representatives disappeared, and also that firms in the top-150 sample are well balanced
in terms of their observable characteristics. Importantly, the estimated coefficients for
connections to the military regime remain positive, statistically significant, and of a
substantial magnitude for five out of six specifications despite the small sample size.
Again, connections are not the only variable affecting disappearances. Strikes before
the coup, one of the main proxies related to economic efficiency considerations, is also
positive and significant across all specifications.

The specifications in columns (4-6) of Table 5 control for firms’ number of
disappeared workers. As mentioned in Section 3.1, Izaguirre (2009) compiled a detailed
data set with characteristics of individuals who disappeared during the dictatorship.
This list contains the name and place of work for 490 workers. Combining Izaguirre
(2009) with Fernandez (1985), we are able to build a more comprehensive data set.
Unfortunately, we are not able to build a similar data set for the rest of workers
disappeared because Izaguirre’s (2009) list does not include the firms’ affiliations for
workers who disappeared outside their workplace. Hence, the available variable for
the number of workers disappeared is only a noisy indicator that may suffer from
measurement error.

With those caveats in mind, columns (4-6) add this variable to model (1). The
results of the regressions show that our results are also robust, for the most part, to
including this variable in the analysis. The coefficients for the disappearance of workers
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are positive and significant (though only for the Prensa Economica sample), and so are
the effects for connections to the regime. These results are remarkable given that the
correlation between workers’ and union representatives’ disappearances is very high
(0.68 for top-300 firms and 0.71 for top-150 firms).

Columns (7-9) in Table 5 exclude from the sample firms with an unusually high
number of disappeared union representatives. There are in our data set five firms with
over ten disappeared union representatives. Given that 95% of the firms in the top-300
firms sample have fewer than three union representatives’ disappearances (with the
median number of disappeared union representatives being 0 and the mean 0.607),
firms with over ten union representatives’ disappearances are clear outliers.>” This
raises the concern that a few firms with a particularly high number of disappearances
are responsible for the effect of connections on disappearances.

The last three columns of Table 5 address this concern. These columns eliminate
from the sample the five firms with over ten union representatives’ disappearances. As
these columns show, the results are not affected at all by eliminating the five outliers
from the sample. The point estimates remain high and statistically significant, and are
even of a higher magnitude than the respective point estimates in Tables 3 and 4.

6.2. Accounting for Firms’ Geographic Location

In addition to firms’ size, another relevant concern is that firms’ locations may be
correlated with union representatives’ disappearances. It is possible that connected
firms are located in areas more accessible to the military, thus explaining their higher
number of disappearances compared to firms without connections. Unfortunately,
controlling for the geographical distance of a firm’s headquarters from Buenos
Aires would not tell us much about how easy or difficult it would be for union
representatives to escape repression. First, most of the firms in our sample operated in
multiple geographical locations throughout the country. For example, Acindar had its
headquarters in the City of Buenos Aires, but its main production plant was located
in Villa Constitucién (Santa Fe province) with additional plants scattered across the
country. Second, many union representatives were not caught in their workplace, but
rather at home, or in some other location as they were already on the run.

This subsection relies on ancillary information on disappeared union
representatives included in the data compiled by Izaguirre (2009) to examine whether
firms’ geographic location had an effect on military repression. The variable COD-
POST-Desaparicion in Izaguirre’s (2009) data identifies the postal code where the union
representative was reportedly seen for the last time before his or her disappearance.
These data are available for 116 disappeared union representatives in the firms included
in Prensa Economica. Using this information, we calculate for each disappeared union

29. The firms with over 10 union disappearances are Acindar (29 union disappearances), Ford (25), Fiat
(14), Dalmine Siderca (14), and Renault (11). These are all very large and prominent firms. Except for
Dalmine Siderca (which at the time was ranked in the twentieth position), the rest of them are ranked
among the top-10 firms by Prensa Economica.
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representative his or her distance from Argentina’s kilometer zero using the CataroMap
website (https://www.cataromap.com.ar/web/distancia-entre-cps.php). Located in the
City of Buenos Aires, kilometer zero is a monolith that symbolizes the starting point
of the country’s road network. As such, this indicator (distance from the starting point
of the road network measured in kilometers) should control for remoteness of union
representatives’ locations at the time of their disappearance.

A potential concern is that nonconnected firms have fewer union representatives’
disappearances than connected firms due to geographical factors. To examine
this issue, we compared the average distance from kilometer zero for the union
disappearances in connected versus nonconnected firms. The average distance from
kilometer zero for the 33 union representatives disappeared from connected firms
is 293.82 kilometers (with a standard deviation equal to 344.95 km). The average
distance from kilometer zero for the 83 union representatives disappeared from
nonconnected firms is 261.17 km (with a standard deviation equal to 439.88 km).
The difference between the two equals 32.65 with a standard error equal to 85.5. This
result shows that the number of union representatives disappeared in connected firms
is not affected by firms’ locations vis-a-vis the number of disappearances in firms
without connections to the Economic Cabinet.

6.3. Accounting for Union Representatives’ Ideological Affiliation

An additional threat to our identification strategy is that the robust correlation between
union representatives’ disappearances and firms’ connections may be the consequence
of union representatives’ ideology. We know from numerous government statements
that one of the government’s first priorities was to eliminate individuals tied to armed
groups. The observed correlation between disappearances and connections may not
be driven by cronyism, but by leftist armed groups infiltrating these firms before the
coup. A high proportion of disappeared union representatives who are not connected
to armed groups in connected firms (relative to nonconnected firms) would then be
more supportive of the repression of union representatives driven by firms’ priorities
rather than by government priorities.

To address this issue, we rely on the data compiled by Izaguirre (2009). The
data include a variable called MILITANCIA, which classifies each disappeared union
representative into 30 different categories. These include political activist, trade union
representative, community organizer, student activist, and so forth. Moreover, it
also includes a variable called LUGAR-MILITANCIA, which provides additional
information regarding the type of organization where each of those individuals
exercised their activities, for example, the Unién Obrera Metalirgica (UOM) for
trade unionists and the Federacion Universitaria de Buenos Aires (FUBA) for student
activists. Most political groups classified by Izaguirre (2009) correspond to political—
military organizations, such as Montoneros, Ejército Revolucionario del Pueblo (ERP),
and Frente Argentino de Liberacion (FAL).

We use this information to identify disappeared union representatives with ties to
left-wing armed organizations. This detailed information is available for 135 union
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TABLE 6. Union Representatives’ Ties to Left-Wing Armed Organizations (by Firms’ Connections
to the Regime).

Firms with cabinet Firms without
connections cabinet connections Total
Union representatives 26 52 78
disappeared without ties (72.22) (52.53) (57.78)
to an armed group
Union representatives 10 47 57
disappeared with ties to (27.78) 47.47) (42.22)
an armed group
Total 36 99 135
(100) (100) (100)

Note: Based on data from Izaguirre (2009).

representatives in the firms included in the Prensa Economica ranking (excluding
state-owned firms). Table 6 presents the distribution of cases according to firms’
connections to the Economic Cabinet (percentages in parenthesis). The data show
that fewer than 30% of disappeared union representatives in connected firms were
linked to armed groups, whereas the number for nonconnected firms is close to 50%.
Although suggestive, this evidence supports a firm-driven rather than a government-
driven mechanism behind the repression of connected firms’ union representatives.

6.4. Estimating the Extensive Margin of Connections to the Regime

The analysis thus far estimated the effects of political, business, and social connections
on the number of union representatives’ disappearances (e.g. the intensive margin of
connections). Table 7 focuses instead on the effects of connections on the probability of
having union representatives disappeared, that is, the extensive margin of connections
on disappearances. This table shows estimates from a linear probability model where
the dependent variable equals 1 for all firms with union disappearances and O otherwise.
The results of these estimations confirm that firms with connections to the regime had
a significantly higher probability of union disappearances. The estimated coefficients
are of a substantial magnitude. They imply that cabinet connections to the regime are
associated with an increase of 10%—15% in the probability of a union representative’s
disappearance. We observe a similar effect when we move from a firm without links
to Martinez de Hoz to one that is closely connected to him, either through business or
social connections.

We use these linear probability models to compute Oster (2019) ratios.’® Oster
(2019) builds on the Altonji, Elder, and Taber (2005) ratio, which compares how
much the coefficient on connections declines as we add control variables. Oster (2019)
generalizes this ratio to account for improvements on the overall fit when controls are

30. We are not able to compute Altonji et al. (2005) or Oster (2019) ratios for previous estimations
because these ratios can only be computed for linear models.

020z Jequieydeg Gz uo Jesn obsig ues eiulojeD Jo Alun AQ 8Z1.5985/6208BAl/Eaal/C601 01 /10p/a|0NE-8oUBApPE/Eal/WO02 dNOoolWepeok//:sd)y WOol) papeojumMoqg



Downloaded from https://academic.oup.com/jeea/advance-article/doi/10.1093/jeeal/jvaa029/5865128 by Univ of California San Diego user on 25 September 2020

"K[9ATI03dSaT ‘S[AS] 9 PUB ‘%G ‘%01
Ay 1 2ouedyIuIIS [eonsne)s Juasaxdar , . pue ‘¢, sesaypuared ur readde ‘Ansnpur Aq pareIsnyd ‘sIold pIepuUBIS ‘¢ QBT UI (9)—(}) suonesyroads sk S|oNuod dwes ) dpnjoul
suoneoyroads (e ‘o[qe) oy ur payroads so[qerIeA 0} uonippe uy -oduereaddesip J9pea] UOTUN € JO POOYI[YI] AU} UO SUOTIIUUOD JO 10IFJ2 ) JO serewnsa Aiqeqord reaury :sojoN

Journal of the European Economic Association

81+°0 9610 LOV'O 91t°0 6110 69¢°0 parenbs-y
11 IT1 111 1ce 1ce 1ce SUONeAIdSqQ
(801°0) (¢8L0°0) 901°0) (£050°0) (€150°0) (1950°0)
++LSTO +#+£ST°0 #9920 +x921°0 ++CE1°0 +xSPT0 (SL6T—YL6T) SMIIS
(S+20°0) (¥2€0°0) ($520°0) (€910°0) (€610°0) (T610°0)
0S10°0 69100 1100 P00 8820°0 62€0°0 (SL61 ‘spuesnoy) ur) safes [eo],
(22100°0) (€2100°0) (1€100°0) ($85000°0) (SL¥000°0) (#95000°0)
+L¥200°0— €6100°0— +SPT00°0— 8280000~ +C18000°0~ 8890000~ (SL61) Sumjuey
#110°0) (5010°0)
12€00°0- €S100°0 oz1s preog
(LZ10°0) (6110°0) (6550°0) (82900°0) (0¥L00°0) (9550°0)
+8820°0 ++C1€0°0 196070 ++L820°0 +x+9220°0 ++0ST°0 SUOIISUUOD)
) (9] (%) (©) (@) (D SO[QBLIBA
[e100S ssaursng jouIqe) [e100S ssaursng jouIqe)
(SL6T oppasapy) suay 0g1-dog, (SL6T voruouody vsuald) suiy opg-dor,

-oouereaddesi(q oAnEIUesaIday] UOIUN) B JO POOYI[YI] A} UO SUOTIOdUUO)) SWHL] JO S}00)JH oY, "/ 914V],

30



Klor, Saiegh, and Satyanath Cronyism in State Violence 31

added. The higher the ratio is, the stronger would selection on unobservables have
to be relative to selection on observables to completely explain away the estimated
effect. Importantly, this approach assumes that the variation on union representatives’
disappearances related to the observables has the same relationship with connections
to the regime as the part of the variation driven by unobservables.

For the models estimated in Table 7, the R?> of models with controls is roughly
ten times higher than the R> of models without controls.’! This confirms that the
observables included in the estimations account for a substantial share of the overall
variation. As a consequence, the estimated Oster (2019) ratios of the degree of selection
on unobservables to the degree of selection on observables for statistically significant
coefficients range from 2.43 (for the model on cabinet connections using the top-300
sample of firms) to 6.1 (for the model on business connections using the top-150 sample
of firms). This implies that selection on unobservables would have to be substantially
stronger than selection on observables for our main result to be overturned.

6.5. Focusing on Neighboring Firms and Using Propensity Score Weights

We have established large and robust differences between connected and nonconnected
firms in terms of labor repression, with connected firms showing more union
representatives’ disappearances than nonconnected firms. Given the observational
nature of our data, our interpretation of these results should be tempered with the
possibility that differences between these firms might reflect omitted variables. One
particular concern is with respect to firms’ size. One strategy to address this concern
is to focus only on firms that happen to be ranking neighbors (i.e. placed next to each
other), but differ from each other regarding their connections to the regime.?

Given the rankings, we can generate two sets of neighboring samples. The first
one, based on Prensa Econdmica, is restricted to 39 sets of neighboring firms, whereas
the second one (based on Mercado), contains 24 sets. We verify that there are no
significant differences in the observed characteristics between these firms, which leads
us to expect that there would not be any differences either in their unobservable
characteristics. To capture the effect of connections on disappearances, we focus in the
top panel of Table 8 on the effect of the difference in connections on the difference in
the number of disappeared union representatives among neighboring firms.>?

Even when we restrict our sample to this extremely small set of neighboring firms,
we still see large and significant differences between connected and nonconnected
firms in union leader disappearances. For the neighboring firms included in the Prensa

31. The R? for models without controls using the top-300 sample of firms are 0.048, 0.047, and 0.043
for cabinet, business, and social connections. The R? for the sample of top-150 firms are 0.029, 0.050, and
0.033.

32. For example, Fiat and Acindar were ranked 3 and 4, respectively, by Prensa Economica in 1975. The
latter, however, had a direct connection to the regime, whereas the former did not.
33. This strategy is similar to the first-difference (FD) estimator approach, which is commonly used in

panel data analyses to address concerns related to omitted variables bias. In this case, rank ordering plays
the role of temporal variation in time-series analyses.
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TABLE 8. The Effect of Firms’ Connections on Union Representatives’ Disappearances, using Propensity Score
Weighted Samples.

Top-300 firms (Prensa Economica 1975) Top-150 firms (Mercado 1975)
Cabinet Business Social Cabinet Business Social
(1 @) (3) (4) 5) (6)
Neighboring firms
Connections 3.75%** 0.502** 0.408* 8.583** 2.258* 1.426
(1.391) (0.249) (0.232) (3.435) (1.196) (0.961)
Observations 39 39 39 24 23 23

Propensity score weighted samples

Connections 1.201** 2.295%** 1.822%* 0.739 2.207** 2.7782%**
(0.549) (0.707) (0.893) (0.773) (0.863) (0.840)
Observations 199 218 202 105 109 110

Notes: Each column in the top panel presents ordinary least-squares coefficients of a first different regression of
number of disappearances on connections for neighboring firms. Each column in the bottom panel presents the
results of a GLM with a log link. Robust standard errors appear in parentheses.

*, ¥, and *** represent statistical significance at the 10%, 5%, and 1% levels, respectively.

Econémica sample, the difference in the average number of disappeared union leaders
between connected and nonconnected firms amounts to 3.75. Similarly, a standard
deviation increase in the difference in business connections to Martinez de Hoz
is associated with 1.98 union representatives’ disappearances. A standard deviation
increase in social connections results in 1.65 disappearances.

We estimate larger magnitudes for the neighboring firms from the Mercado sample.
The estimates in the top panel of Table 8 are very close to the magnitudes obtained in
our base specification presented in Tables 3 and 4. As such, the results suggest that our
original findings are not caused by some unobserved characteristic masked by firms’
sizes.

A possible objection to our proposed matching strategy is that the strata defined
by the firms’ ranking are not completely exhaustive. To alleviate this concern, we
also use propensity score weights to eliminate any further imbalances between the
samples of connected and unconnected firms. To calculate the propensity score for
each observation, we estimate a logit regression for the probability of being politically
connected to the regime, conditional on all the covariates included in our base
specification (columns 46 of Tables 3 and 4). We obtain from this estimation P(X)),
each firm’s probability of having connections to the regime conditional on all available
firm’s characteristics.

Following Abadie (2005), we use P(X;) to weight each observation by its inverse
propensity score of assignment.>* In particular, the weight assigned to firm i is

34. See also Mastrobuoni and Pinotti (2015), who use this methodology to estimate the effect of
immigrants’ legal status on crime.
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given by

Connections:

1—
'%Xi) + (1 - Connections,-)1 P

- P(X;)’

where Connections is an indicator equal to 1 for firms connected to the regime and 0
otherwise, and p is the unconditional share of firms with connections to the regime.
Weighting observations using the inverse propensity score method described previously
increases the comparability of the group of connected firms to the group of firms
without connections because it attaches a higher weight to firms more similar to those
on the other group relative to the average firm of each group.®

The lower panel in Table 8 displays the estimates of the effects of connections on
union representatives’ disappearances for the top-300 sample of firms and the top-150
sample of firms. We estimate these models using a generalized linear model (GLM)
assuming a negative binomial probability distribution and a logarithmic link function.
These choices are determined by the distribution of our dependent variable. Note also
that the weighted sample is not compatible with a simple negative binomial estimation.

The results ratify those in Tables 3 and 4. We observe that firms with connections to
the regime have a significantly higher number of union disappearances also when using
weighted samples that are balanced in terms of all their observables’ characteristics.
The estimated coefficients are also of a substantial magnitude. Cabinet connections
to the regime are associated with an increase of 3.32 (top-300 firms) or 2.09 (top-
150 firms) union representatives’ disappearances for an average firm. We find similar
effects for business and social connections. The results are also robust to including
firms’ propensity score of connections to the regime instead (or in addition) to firms’
actual connections.*®

7. Investigating the Mechanism: Profit Pull, Ideology Push, or
Information Transmission?

The estimated correlation between connections and disappearances, however robust,
is also consistent with other plausible mechanisms that do not fit a narrow definition of
cronyism (in the sense of connected firms actively seeking disappearances for financial

35. Balancing tests show that the weighted samples of connected and nonconnected firms are statistically
identical in all of their observable characteristics (see Appendix Table A.3). We exclude one observation
from the sample of firms (Ford) because it is a clear outlier, with a weighted number of union
representatives’ disappearances over 27, which is almost ten times higher than Astarsa’s weighted number
of union representatives’ disappearances (3.6), the closest firm in terms of weighted disappearances with
cabinet connections. This is a common occurrence when using propensity score methods. Several studies
recommend trimming the sample to improve overlap in covariates’ distribution (see, for example, Imbens
and Wooldridge 2009).

36. The remainder of this paper continues to focus exclusively on unweighted samples, which allow us
to use a more parsimonious negative binomial estimation. That said, all of the results of this paper are
qualitatively and quantitatively the same as when using a GLM estimation with weighted samples.
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gain). The correlation could be driven by the military regime forcing connected firms
to hand over the names of their union representatives who opposed the regime. A
second possibility is that leaders of connected firms were closest in ideology to the
military regime, and thus more likely to want to hand over the names. Another possible
mechanism is that all firms provided the names of their union representatives to the
regime but that the lists of connected firms were more credible. To justify the correlation
between connections and disappearances as primarily implying cronyism, we need to
evaluate these alternative mechanisms.

One way to examine whether the noncrony mechanisms mentioned previously are
significant drivers of disappearances is to evaluate the relative effect of connections to
the regime by virtue of being a state-owned firm versus the effect of private connections.
The rationale is as follows. The military junta had the responsibility of appointing the
chief executive officers of all state-owned firms. Immediately after the coup, the regime
appointed as heads of state-owned firms people who were loyal and ideologically
proximate to the regime. (Many of the appointees were in fact retired military officers.)
We thus classify state-owned firms as connected to the regime. We should expect top-
down demands to hand over the names of union representatives to be more effective
when communicated down a chain of command within the regime, rather than outside
a chain of command to private sector chief executives. Likewise, communications
from chief executives who have gained their position based on loyalty and ideological
proximity to the regime should be, if anything, more credible on average than those
from chief executives who were appointed by others based on numerous other criteria
(as would be the case for private sector chief executives).?’

Given that there is no evidence to suggest that union representatives in state-owned
firms were any less activist than union representatives in private firms, the implication
is clear. If noncrony mechanisms such as ideological proximity, top-down pressure, or
credible information transmission are significant drivers of disappearances, we should
expect an exceptionally high positive coefficient on a dummy variable for state-owned
firms.

This section adds state-owned firms to our sample of firms to see if this is the case.
The expanded data set includes 31 state-owned firms.*® They include utility companies
(gas, oil, electricity, and water), transportation (airlines, railroads, and subways),
state banks, as well as industrial firms that were nationalized in the early 1970s.
A total of 31 of these firms appear in Prensa Econdémica’s ranking and 21 appear
in Mercado’s ranking. Summary statistics for state-owned firms as well as balancing
tests vis-a-vis firms with and without cabinet connections are given in Appendix
Table A.4. This table shows that state-owned firms are relatively large firms (based on
their ranking and sales). State-owned firms had on average fewer union representatives’
disappearances than firms with cabinet connections even though they suffered from a

37. We may also expect more bottom-up pressure based on ideology, independent of reasons of private
profiteering, from the chief executives of such firms.

38. Weidentified the set of state-owned firms using the comprehensive list compiled by FIEL (Fundacién
de Investigaciones Econdmicas Latinoamericanas) included in Consejo Empresario Argentino (1976).
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slightly higher number of strikes before the coup compared to firms with connections.
Izaguirre’s (2009) data show that the proportion of union representatives disappeared
with ties to armed groups is similar for state-owned firms (45.83%) compared to that
for non—state-owned firms (42.22%).

Table 9 presents the analysis including state-owned firms. The table shows that the
state-owned dummy is never significantly positive, and is in fact negative for half of
the models estimated. That is, despite being directly connected to the military junta,
state-owned firms do not have a positive effect on the number of disappeared union
representatives.’® There is thus little in the data to support the alternative noncrony
mechanisms described previously. The table also shows that the estimated effects of
connections on union representatives’ disappearances for firms in the private sector
are remarkably similar to the ones obtained in all the different estimations presented
previously.

8. The Effects of Labor Repression on Firms’ Performance

The empirical results indicate that the number of firm-level union representatives
victimized by the regime is three times higher for connected firms relative to
nonconnected ones. They also suggest that this effect is pronounced in privately owned
(as opposed to state-owned) firms. Taken together, these findings raise the following
question: What benefits did connected firms in the private sector obtain from union
disappearances? To answer this question, we examine the effects of connections and
union representatives’ disappearances on firms’ performance. Unfortunately, we do not
have information on firms’ profits. Nonetheless, we are able to estimate the effects of
connections and disappearances on the probability of future strikes and firms’ position
in Prensa Economica’s ranking, which is based on firms’ market valuation.

Table 10 shows results of regressions where on the left-hand side we have a
dummy variable for whether or not a firm’s workers went on strike after the March
1976 coup.** We control for firm-level strikes in the two years prior to the coup and
the full set of covariates used in our main specification presented in Tables 3 and 4.
We find that the interaction of connections with a union representative’s disappearance
is negatively associated with the propensity to strike after the coup took place. The
effect is significant across the board. Connected firms without union disappearances

39. Following one of the reviewer’s advice, we also test for the possibility that the presence of managers
directly linked to the regime was enough to intimidate workers in state-owned firms, making repression
unnecessary. To do this, we look at the likelihood that a firm suffers at least one strike after the coup minus
the likelihood of suffering at least one strike before the coup. On average, the likelihood of suffering a
strike decreases by 14.29% for firms in the Prensa Economica sample. This decrease is not statistically
different for state-owned firms and the rest of the firms. (#-statistic equals 0.7356.)

40. The table presents the results of a linear probability model. Using probit delivers the same results.
We exclude Mercedez Benz from the analysis because this is the only firm in our sample with all its union
disappearances after its strikes. Including this firm in the analysis strengthens the results. The firm-level
strike data for the coup period come from Falcén (1982).
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(the variable called connections) and firms with union disappearances that are not
connected to the regime (the variable called union disappearances) do not benefit
from a decrease in the propensity of their workers going on strikes. Remarkably,
the covariates that control for labor relations within the firm before the coup are not
significant (e.g. prior strikes, having a signed bargaining agreement between the firm
and the union, and workers’ disappearances).

This finding is consistent with the following causal story. Strikes at the firm level
can be deterred by credibly signaling that a firm is able and willing to use its ties to the
regime to access the state’s repressive apparatus in response to labor activism. Simply
having a connection does not serve as a credible signal because the firm’s management
may not have the ability nor the willingness to utilize their connections to the regime
to influence the security apparatus to implement violence. Among connected firms, the
disappearance of a union representative in a firm provides a credible signal of a firm’s
ability and willingness to access the repressive apparatus of the state. The resort to
disappearances by connected firms is associated with fewer future strikes vis-a-vis the
number of expected future strikes in a similar firm with the same connections to the
regime, and may thus be driven by the incentive of credibly deterring future strikes.*!

Table 11 presents the results of a linear probability model that has on the left-hand
side a dummy variable for firms that improved their position in the Prensa Economica
ranking of 1976. This table presents results only for the top-300 sample because the
market valuation ranking for the top-150 sample in 1976 is not available. The results
of Table 11 are consistent with those shown in Table 10. That is, the interaction
of connections with disappearances is robustly associated with a rise in the ranking
of a firm. Again, connections without disappearances and disappearances without
connections do not have an effect on firms’ relative changes on market valuation.
Firms’ ranking in 1975 has a negative effect on the probability of improving firms’
position in the 1976 ranking because the closer a firm is to the top of the ranking, the
less chances the firm has to improve its position. Workers’ disappearances, in contrast,
seem to be correlated with better future rankings.

9. Conclusions

A large and abundant literature has shown how cronyism affects economic policy
making. Yet to the best of our knowledge, this is the first study that presents systematic
evidence demonstrating that cronyism may also determine the targets of the state’s
deployment of violence. We not only find a strong and robust correlation between
connections to the regime and disappearances, but also able to rule out major alternative
explanations for this correlation. We find that the impact of regime ties on the

41. Appendix Table A.5 adds to the specification of Table 10 an interaction between workers’
disappearances and firms’ connections. This interaction is not statistically significant. This shows that
only union representatives’ disappearances in connected firms send an intimidating message to the firm’s
workforce and act as a deterrent of future strikes.
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disappearance of union representatives is robust to a wide range of specifications,
methodologies, and samples as well as the inclusion or exclusion of a rich set of firms’
and industries’ characteristics that account for firms’ size, prominence, number of
workers, and preexisting labor conditions. Our analysis also highlights how connected
firms with union representatives’ disappearances suffered fewer strikes after the coup
vis-a-vis nonconnected firms.

We acknowledge the limitations of our study, which is based exclusively on
observational data. Our study is limited (due to data availability) to only one part
of the massive human rights violations that occurred in Argentina. Additionally, our
study focuses only on one country; researchers should therefore exercise caution when
extrapolating to other countries and time periods. That said, at the very least, we believe
that the careful microeconometric framework laid out in this paper provides a useful
building block for examining the logic behind governments’ deployment of antiunion
violence.

Overall, this paper serves to strengthen scholars’ perceptions of the pervasiveness
of cronyism. Even in a prominent case where political actors claimed to be motivated
by the goal of attacking rent-seeking, the deployment of violence by these very actors
followed the logic of cronyism. In light of the evidence presented here, it would also be
prudent to treat justifications for human rights violations based on high-minded goals
with a greater degree of skepticism.

Appendix
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