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Man is imitative animal… is political animal

(Aristotle)

The more developed society
presents to the less developed
society a picture of its own
future
(Karl Marx, Cited in Lerner, 1964, pp. 9-10)

Capitalism can no longer be studied as a whole,
but must be broken down into its parts...
Both to capture the diversity of capitalism and to
render it manageable, it seems useful to focus
on the sector as the key unit for comparative analysis...
(Hollingsworth, Schmitter and Streeck., 1994, 8-9).

… to learn from the Soviet Union is to learn victory.
(1950s slogan, Cited in Jacoby, 2001, 170).
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The Rise of the Regulatory State in Latin America:
A Study of the Diffusion of Regulatory Reforms across Countries and Sectors
Abstract

This paper presents and analyzes the sweeping restructuring of the state in Latin
America, using the notion of the rise of the Regulatory State. We present for the
first time a database on the creation of regulatory agencies and their reform in 19
countries and 12 sectors over a period of 24 years (1979-2002). We aim to explain
the rise of the Regulatory State in Latin America by reference to a distinction
between sectoral and national patterns in the diffusion of autonomous regulatory
authorities. While national patterns of diffusion imply that the number of prior
regulatory authorities within a country will determine the probability of the
establishment of new authorities in that country. Sectoral patterns predict that the
establishment of new authorities will be determined by the number of regulatory
authorities in the same sector in other countries. In order to test these conflicting
predictions, we consider the effects of the establishment of regulatory authorities
in (a) all sectors in all countries, (b) the same sector by other countries, and (c)
other sectors in the relevant country. Thus, the results of the statistical analysis
provide a direct measure of contagious patterns of diffusion, namely the effect of
prior adoption on current adoption. This distinction is then used to shed light on
the two important mechanisms that propel the process of diffusion: policy learning
and policy emulation. While international organizations and actors that support
and promote the new order usually highlight the first mechanism, critics of the
current order usually underline the second mechanism. Our results provide some
support for the importance of sectoral diffusion and for the role of emulation in the
rise of the Regulatory State. These results coincide with a growing body of
literature that emphasizes the role of contagious diffusion in the spread of policy
reforms.
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The Rise of the Regulatory State in Latin America:
A Study of the Diffusion of Regulatory Reforms across Countries and Sectors

The notion of the rise of the Regulatory State is highly popular among scholars of
the change in the capitalist economy since the late 1970s (Moran, 2002, 391).1
Scholarly interest in the Regulatory State – and in autonomous regulatory
authorities as its most characteristic feature – increased substantially especially in
the last decade (Loughlin and Scott 1997; Majone, 1994; 1997; McGowan and
Wallace 1996). One of the most important driving forces of this interest is the
global wave of regulatory reforms and the establishment of autonomous regulatory
institutions. Governance through autonomous regulatory authorities is no longer a
peculiarity of the American administrative state but a central feature of reforms in
the European Union (Majone, 1994; 1997), East Asia (Jayasuriya, 2001) and
developing countries (Cook et al., 2004). Latin America is one of the most
receptive regions of the world for rise of regulatory reforms in general and for the
creation of autonomous regulatory authorities in particular. This paper
distinguishes between sectoral and national patterns in order to explain the rise of
the Regulatory State in Latin America using as a proxy the establishment of
autonomous regulatory authorities or the increase in their autonomy and their
regulatory functions where they were already been established prior to the period
of research. This distinction is then used to shed light on the two important
mechanisms that propel the process of diffusion: policy learning and policy
emulation. While international organizations and actors that support and promote
the new order usually highlight the first mechanism, critics of the current order
usually underline the second mechanism.
It is now widely believed that the ’appropriate’2 way to govern certain economic
sectors and social risks is through the creation of so-called independent regulatory
authorities (RAs).3 The new convention takes the form of a delegation of power
3

from ministers and ministerial departments to arms-length bureaucracies that are
staffed and governed by technocrats. Graph 1 portrays the growth of autonomous
regulatory authorities in 19 Latin American countries and 12 economic and social
sectors, thus enabling us to trace the gradual creation of this practice and thus hint
on the consolidation of new convention. As can be seen from the graph, slow
growth for most of the 1980s was followed by an increase in the rate of
establishment of new RAs since 1992. From a meager 15 regulatory authorities in
1988 (mostly in the financial sectors), the overall number grew nine fold to 134 by
2002. While this number represents only about 60% of the total potential
adoptions in these countries and sectors, it is still a sweeping success for an idea
that for a long time was confined to the United States (at the country level) and to
central banking (at the sectoral level). In fact, not one sector studied here and not
one country in the region, including Cuba, remained untouched by the process.
Yet countries and sectors vary in their reception of the reforms, and we aim to use
these variations to shed some light on the herding aspects of the diffusion of
reforms.4
Graph 1: The Diffusion of RA across Latin America

A major distinction that we draw is between sectoral and national patterns of
diffusion. Indeed, it is a common practice in the study of politics in general and of
diffusion processes in particular to treat the nation as the major or even the
exclusive unit of analysis.5 Thus, many diffusion studies focus on the extent to
which the adopter (conceived as national policy-makers) responds to the decisions
of a regional leader, a global trendsetter, cultural peers, or neighboring countries
(Brooks, 2003; Brune and Garrett, 2000; Castro and McNamara, 2003; Gilardi,
2003a; Guisinger, 2003; Levi-Faur, 2001; Orenstein, 2003; Meseguer, 2003;
Milner, 2003; Simmons and Elkins, 2000; 2003; Way, 2003). The majority of
these studies focuses on decisions relating to a single sector (or issue) and are
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oblivious to the presence of significant sectoral variations. This paper emphasizes
sectoral variations in the creation of regulatory agencies and therefore allow for a
more refined account of the process of regulatory reform. With a battery of other
variables controlled for, sectoral diffusion was found to be as strong as, or stronger
than, country-level diffusion. This provides empirical support for the use of
compound research designs in general and for combining the analysis of sectoral
and national variations and similarities in particular (Levi-Faur, 2003a; 2004b).

What are the possible explanations for the dramatic growth in the number of
regulatory authorities in this region? In order to answer this question, we
distinguish between three major explanatory strategies: top-down, bottom-up and
horizontal. Top-down explanations discuss the advance of regulatory reforms as a
response of national policy-makers to exogenous (and often common) pressures
from various international sources on national policy communities. International
organizations and governments that exert influence and pressure from a position of
power are ‘institutional tutors’ (Majone, 1991; Jacoby, 2001), makers of the rules
of the game (Byers and Nolte, 2003), ‘benevolent hegemons’ (Kindleberger, 1981)
or ‘coercive hegemons’ (Krasner, 1976). Bottom-up explanations focus on the role
of domestic institutions in the diffusion of reforms. National structures,
characteristics and policy styles are supposed to determine the decision to reform,
as well as its timing. This is the dominant approach taken by scholars in the fields
of comparative political economy and comparative public policy when issues of
industrial policy and policy styles are discussed.

The third explanatory strategy, the horizontal, treats the spread of reforms as a
‘contagion process’ of diffusion across interdependent groups of actors.
Globalization is produced and conditioned by formal and informal networks of
actors who closely monitor each other’s behavior. These actors are part of ‘world
societies’ of epistemic communities that are organized around specific sectors and
5

policy issues. In some formulations of this approach, actors ‘learn’ from each
other. In other formulations, the actors are less interested in, or capable of,
‘learning’ and thus merely ‘emulate’ their peers.6 Advocates of horizontal
explanations do not deny that the domestic setting (bottom-up considerations) and
international organizations (top-down considerations) are important, but suggest
that they should be complemented. Our claims in this paper are derived from the
horizontal approach. Specifically, we stress the role of herding and policy
emulation rather than learning in the rise of the Regulatory State in Latin America.

The analysis is based on our data set which includes 19 Latin American countries:
all South American countries, all Central American countries (except Belize) and
two Caribbean countries (Cuba and the Dominican Republic). The data for each
country covers the establishment of regulatory authorities in 12 sectors covering
economic and social regulation. The nine economic regulation sectors cover three
sub-areas: finance (central banking, financial services and securities and
exchange), competition (competition authorities) and utilities (telecoms,
electricity, gas, water and post). The three social regulation sectors are
pharmaceuticals, environment and food safety. Methodologically, we combine a
comparative perspective with Event History Analysis (EHA), a statistical
technique that is increasingly popular in the discipline. The analysis is based on
the duration data on the establishment of regulatory authorities or their reform (in
cases such as central banks, where they were established well before the 1980s)
and examines how the probability of establishing regulatory authorities in any of
these countries and sectors is shaped by prior decisions to establish regulatory
authorities in the same sectors in other countries (sectoral diffusion), by prior
decisions to establish regulatory authorities in other sectors in the same country
(country-based or within-country diffusion), by all prior decisions to establish
regulatory authorities (general diffusion) as well as by a set of other independent
variables that are meant to capture the top-down and the bottom-up explanations
6

for the rise of the Regulatory State. The results of the EHA pointed to the
significant effects of all three diffusion variables (sectoral, country and general)
but particularly of sectoral diffusion. At the same time, however, we suggest that
countries matters, and therefore so do cross-national studies.
We present our argument and empirical analysis in four sections. In the first
section, the rise of the Regulatory State in Latin American is discussed in the
context of diffusion studies and distinctions between sectoral patterns and national
patterns approaches for diffusion and between mechanisms of policy learning and
policy emulation. The second section discusses the political-economic context of
the rise of the Regulatory State in Latin America. It presents data on the diffusion
of regulatory reforms across countries and sectors, clarifies the notion of the
Regulatory State and place the discussion of the Latin American case in an
historical and comparative perspectives of the Latin American state formation and
the neoliberal reforms of the 1980s. The third section presents the empirical
analysis and the research design, and the final section presents the results and
analyzes them. We conclude with a summary of the results and their implications
for future research on the transformation of the state in Latin America as well as
on issues of diffusion, policy learning and policy emulation.
I. Theoretical and Analytical Framework: Sector and Country-centered
perspectives
The widespread liberalization in trade, finance and ownership has rendered many
of the studies of change obsolete since they were focused on the coercive aspects
of change (e.g., the ability of autocracies to promote painful reforms) or on the
obstacles to change (e.g., domestic opposition).7 Indeed, there is little evidence of
either coercion or obstacles.8 Liberalization and privatization are so popular that
coercion is almost irrelevant, even if a would-be coercer were willing and able to
extend its power to all corners of the earth.9 At the same time, the large and
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unprecedented changes that we observe rule out obstacle-centered analysis of the
reforms and require an agenda change from problems of undersupply of
cooperation to those of the oversupply of cooperation.10 It is change rather than
stagnation that has become the theoretical challenge for scholars.

The diffusion perspective on systematic change in the governance of the capitalist
economy has two important advantages. The first advantage is that it does not
require ad hoc revisions following the failure of other theories to deal with change.
Indeed, the common solution for this theoretical challenge is to move away from
an obstacles-centered analysis and to emphasize the benefits of the new order for
societal groups. Shortsighted politicians and potent labor unions, cooperating in
distributional coalitions that opposed change, are no longer the dominant actor in
the scholarly analysis. Instead, they are replaced by politicians who are conceived
as heroes (Harberger, 1993; Wallis, 1999) or by winning coalitions observable
only indirectly and ex post (Schamis, 1999, Murillo, 2002). The common
characteristic of this approach is the introduction of ad hoc changes in major
assumptions about the distribution of power between societal and state actors,
while keeping intact the traditional framework of comparative politics, namely, the
assumption of the independence of observations. The diffusion framework
suggests a somewhat newer and refresh approach, at least in the context of the
political economy literature.

A second major advantage of the diffusion perspective is its ability to deal with the
compression of space and time that turns countries, sectors and continents that
were isolated islands into interconnected and interdependent entities. Unlike
comparativists who select their cases on the assumption that they are independent
and perceive globalization as an exogenous force that exerts constraints and
pressure on otherwise independent political units, diffusion theories suggest that
the events are highly interdependent and that decisions in one country are highly
8

dependent on decisions in others. Whereas diffusion theorists treat globalization as
a characteristic of the system (or the country) itself, and thus perceive it as an
endogenous force, comparativists tend to place it in an external space. The more
global the world, the more vulnerable comparativists are to the Galton problem
and the more we can expect diffusion studies to complement traditional research
designs in comparative politics and policy.
In order to bridge the gaps between the rich literature of comparative politics and
the relatively modest literature of the diffusion of political innovations let us
distinguish between two popular comparative approaches: the National Patterns
Approach [NPA] and the Policy Sector Approach [PSA].11 The NPA suggests that
national-level characteristics exert a major impact on policy, politics, economics,
and society. Cross-national comparative designs are expected, therefore, to show
significant diversity across the countries studied and to explain major variations in
policy processes and outcomes. Specifically, the NPA suggests that political
processes and outcomes are shaped by a country’s unique national and historically
determined characteristics embedded in specific state traditions, and that the
nation-level community of policy-makers has effective control over domestic
political processes. The PSA emphasizes the autonomous political characteristics
of distinct policy sectors, and hence the multiplicity of political patterns in any one
country. The major point might be summarized in two major propositions: ‘[First]
that the style of policy making and the nature of political conflicts in a country
will vary significantly from sector to sector. ...[And second] that policy making in
a particular sector will exhibit strong similarities, whatever its national context’
(Freeman, 1986, 486). These claims clearly challenge the notion of ‘national
patterns’, which suggests significant similarities in the modes of political process
across different sectors in any given country.12 As we will demonstrate shortly
these two approach that shape much of the research agenda of the disciplines of
comparative politics and public policy have important implications on our
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conceptions of how diffusion occurs and what are the role of learning and
emulation shape this process.

Applied to the contexts of diffusion analysis the two approached yield different
predictions as to the process of diffusion and the creation of regulatory authorities.
The NPA expects the diffusion process to be shaped by national factors and
therefore predicts that the number of other regulatory authorities in a country will
determine the probability of the establishment of new authorities. The PSA, by
contrast, expects sectors to exert the major influence on the diffusion process and
therefore predicts that the establishment of new authorities will be determined by
the number of regulatory authorities in the same sector in other countries. In order
to test these conflicting predictions, we consider the effects of the establishment of
regulatory authorities in (a) all sectors in all countries, (b) the same sector by other
countries, and (c) other sectors in the relevant country. Thus, the results of the
statistical analysis expect to provide a direct measure of the effect of prior
decisions on subsequent ones. As expected from a number of other studies, we
have found that the number of other authorities is significantly and positively
correlated with the probability of creating new authorities. Does this finding mean
that the process of the rise of the Regulatory State is driven by emulation?

Before answering this question, let us first clarify the notions of policy learning
and policy emulation. Both are defined here as processes of social learning, that is,
the redefinition of one’s interest and behaviour on the basis of newly-acquired
knowledge and after watching others (cf. Ikenberry, 1990, 88).13 We are therefore
concerned with social learning; individual learning is not discussed here.14 We
treat emulation and learning as types of social learning and as partly
complementary terms.15 We learn also by emulation and we use also emulation
when we learn. Yet we think that it is critically important to understand that
emulation and learning involve varying degrees of ‘transfer of control’, a notion
10

that we borrow from Coleman (1990, 200-201). These different degrees of transfer
are affected by degrees of relative uncertainty of the different course of the action.
These differences in degree in the application of learning and emulation for
decision making processes open the door to a critical understanding of the process
of change in the governance of the world economy through the contrast between
emulation and learning. Whereas learning involves a conditional and limited
transfer of control, emulation is less restricted and less conditional.

We define policy emulation as the redefinition of one’s interest and behaviour on
the basis of newly acquired knowledge and after watching the actions of others.
Policy learning is defined as the redefinition of one’s interest and behaviour on the
basis of newly acquired knowledge, after watching the actions of others and the
outcomes of these actions. In essence, we distinguish between learners and the
emulators by examining the extent to which the adaptation to new behaviour
involves information not only about the actions of others but also about the
consequences of those actions.16 The crucial difference is, therefore, that the
learner processes a greater amount of information than the emulator and is
therefore less dependent and more autonomous. We treat this notion of learning as
a strong one, since it places considerable expectations on policy-makers, namely,
that they will be able and willing to process information and discern between
policy prescriptions and fashions on the one hand and actual economic results on
the other.17 It is possible to relax this demand and to formulate ‘weaker’
expectations from the learner by allowing him to follow significant others (e.g., a
leader).18 Here the assumption is that since it is difficult to assess the effect of any
specific act of policy innovation, one may better look at the aggregate
performances of specific actors who have some track record of success.
Accordingly, a strong version of policy emulation would suggest that adoption is
driven not by an examination of the performance of others, but by what all others
do. The ensuing extent of success or failure is simply out of the reach of the
11

emulator.19 Thus, whereas learners follow on the condition of apparently
successful outcomes (either specific to the measure or reputation of the innovator)
emulators follow without these reservations or conditionality. Weaker forms of
policy emulation relax the demand for following all others and instead significant
others that have some admirable capacities but not superior performances are the major
source for adaptive behaviour by the followers.

POLICY SECTOR APPROACH
(SECTORAL DIFFUSION)

NATIONAL PATTERNS
APPROACH
(NATIONAL DIFFUSION)

Policy
Learning

Strong version: The performances of the
same sector in other countries after
reform are the relevant measure for
learning.

Weak version: Specific sectors with
some demonstration effects of improved
performances should be expected to serve
as the ‘significant others’
Strong version: The sheer number of
Policy
Emulation other countries that reformed in the same
sector (and not the extent of their success)
is expected to be the significant predictors
of adoption.
Weak version: The effects of significant
demonstration sectors (where results are
obscured) are expected to serve as
indicator to emulation driven diffusion
process.

Strong version: The performances of other
sectors within a country are the relevant
measure for a diffusion driven learning.

Weak version: Specific countries with a
track record of superior performances should
be expected to be the ‘significant others’
Strong version: The sheer number of other
sectors that were reformed is expected to be
the relevant measure for emulation-driven
diffusion process.

Weak version: The effects of actions of
significant other countries (without clear track
record of success) are expected to be the
relevant indicators for a country’s decision to
create RA.

Table 1: Learning and Emulation across Nations and Sectors

The NPA and the PSA have inherent contradictory expectations as to what
constitutes learning and what constitutes emulation and as to which are the
relevant cases to be observed (see table 1). Both approaches endorse the view that
there are no universally valid policy recipes and that, all other factors equal, the
optimal policies are contingent on the characteristics and peculiarities of each case
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(cf. Spiller, Stein and Tommasi, 2003). They differ, however, in their case
selection. As the major characteristics and peculiarities of the case are set,
according to the NPA, at the national level, it should not be surprising that
learning and emulation are considered against observations as to the performances
of other sectors within the country. If we relax this strong demand for learning and
adopt the weaker version, learning may also be conceived as acting on the
behaviour of significant countries with track record of superior prior
performances. Policy emulation is expected to occur across countries and without
regard to their performances. It is the sheer number of countries that is expected to
determine the process of diffusion. Significant others are observed and followed
but the track record of these others is not the criteria for adoption. As the major
characteristics and peculiarities of the case are set, according to the PSA, at the
sectoral level, it should not be surprising that policy learning and policy emulation
is considered against observations as to the performances of the same sector in
other countries. Policy learning is expected to occur with regards to the
performances of the same sector in other countries. With a relaxation of this
strong demand for learning, it may occur also through the demonstration effects of
some sectors where improved performances can be observed after the adoption of
reform (in our case the establishment of RA). Policy emulation is accordingly
conceived as adoption of innovation without regards to the performances of the
sector in all other countries (strong version) or the performances of significant
demonstration sector (weaker version).

All in all, we have now some measures of contagious diffusion (the number of all
others, the number of others within a country, the number of other sectors
reformed across countries) as well as criteria against which to interpret measures
of policy learning and policy emulation from the NPA and the PSA perspectives.
The policy emulation hypothesis in its strongest form is supported if the numbers
of others are found to have a significant effect on the probability of establishing
13

new regulatory authorities. The policy learning hypotheses in its strongest form
will get some support if both the performances of all former regulators and the
performances of significant others are found to have a significant effect on the
probability of establishing new regulatory authorities. Depending on who the
others are we can expect support for the PSA, NPA or both. Before moving on to
the empirical analysis, let us first examine the political-economic context of the
rise of the Regulatory State.

II. The Political-Economic Context of the Regulatory State in Latin America
The rise of the Regulatory State in Latin America coincides with large-scale
economic reforms that were meant to tackle the problems of the importsubstitution model—the debt crisis and hyperinflation—via liberalization of the
national economies and the integration of the region’s economy into the world
economy (Edwards, 1995; Stallings and Kaufman, 1989; Haggard and Kaufman,
1992; Staling and Peres, 2000). These reforms should be understood against the
background of four related characteristics of the region: the crisis of the old
‘developmental’ model, the widespread economic reforms, the process of
democratization in the region, and the problems of state consolidation. During the
post-war period, the Latin American states pursued, in accordance with the norms
of the time, intensive state-led industrialization in a quest for rapid
industrialization and for the closing of the economic and technological gaps with
the richest countries. During this period, the public sector expanded quickly and
instruments of coordination were developed through concentration of economic
power (Whitehead, 1994; Vellinga, 1998). However, the institutional expansion of
the developmental state in Latin America was weak, and the problematic basis of
the expansion of the state was revealed with the economic crisis of the 1970s. This
model—to the extent that it really was implemented—was deemed an economic

14

and political failure due to a weak civil service, problematic coordination
mechanisms, and narrow externalities arising from state-led development.
Economic crisis coincided since the late 1970s with transition from autocracy to
democracy (O’Donnel, Schmitter and Whitehead, 1986). Only Colombia, Costa
Rica and Venezuela had democratic regimes with competitive electoral processes
before 1978, but over a brief period autocracies fell as dominos one after another.
The first transition to democracy occurred in the Dominican Republic (1978),
followed by Ecuador (1979), Bolivia (1982), Argentina (1983), Nicaragua (1984),
Brazil (1985), Uruguay (1985), Guatemala (1986), Chile (1990), El Salvador
(1992), Honduras (1994), and Panama (1994).20 Indeed, the only non-democratic
regime in our study is Cuba. Despite episodes of regime crises, the legitimacy of
democracy seems uncontested at the moment. Based on previous democratic
traditions, all new Latin American democracies adopted presidential democracy
and proportional representation for their legislatures (Mainwaring and Shugart,
1997). These led to a significant level of party fragmentation, which was balanced
by a strong presidential powers vis-à-vis the legislature, as well as by the capacity
of presidents to forge coalitions with other parties (Payne et al, 2002). It is notable
however, that neither the transition to democracy nor the political and
administrative fragmentation of decision-making hindered the reforms, as was
widely assumed in much of the literature of the 1980s (Remmer, 1998, 4).21 In
fact, under newly elected leaders liberalization in Latin America went farther and
faster than in any other of the world as has already been noted elsewhere,
democracies are more likely to privatize than autocracies (Biglaiser and Danis,
2002, 98) and are more likely to engage in central bank reforms (Castro and
McNamara, 2003). The rush to free trade (Milner, 2001), financial liberalization
(Quinn and Toyoda, 2002; Way, 2003) and privatization (Brune and Garrett,
2000; Messeguer, 2003) happened simultaneously with democratization process,
in which newly elected politicians were expected to deliver on promises for
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growth and employment that were made during the electoral campaigns. Indeed,
public support for liberalization policies was relatively high (Weyland, 1998;
Baker, 2001).
Against the background of these large-scale changes, it should not be surprising
that the rise Regulatory State in Latin America did not receive much attention
from political scientists.22 Scholars of public administration who dealt with state
reforms and restructuring focused on the reforms of the civil service (recruitment,
promotion and remuneration), public finance (downsizing), the judiciary (fairness,
access, effectiveness), management (performances, autonomy and accountability)
as well as issues of responsiveness, transparency and legitimacy (Ross–Schneider
and Heredia, 2003; Ramió and Salvador, 2004). Political economists focused on
the study of economic adjustment, trade liberalization, privatization, foreign direct
investment, financial liberalization and labor strategies (Meseguer, 2003; Milner,
1999; 2001; Murillo, 2002; Haggard and Kaufman, 1992; Tafet and Boniface,
2003; Stalling and Kaufman, 1989; Stalling and Peres, 2000; Weyland, 2002).23
The first major collection on regulatory reforms in Latin America by Manzetti
(2000) remains the only one that is focused on regulatory reforms as a major
aspect of the change in the governance of the region’s economy. Unlike
Manzetti’s collection and various studies by institutional economists (Levy and
Spiller, 1996; Rufin, 2000), which focused on a small number of cases, we present
in this paper, for the first time, a comprehensive picture of the regulatory reforms
across countries and sectors. What we have found surprised us, and indeed the
diffusion of the reforms across countries and sectors went far beyond our own
expectations.

Graphs 2 and 3 accordingly present the diffusion of regulatory reforms across
nations and sectors. The variations in the diffusion process are quite clear from a
first look at the graphs. Countries and sectors vary in their propensity to create
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regulatory authorities. Note the acceleration of the diffusion process since the
early 1990s, but also the history of the process as regulatory authorities were not
foreign to Latin America and a significant number of them existed even before the
early 1980s. The rate of diffusion across countries and sectors is not constant over
time. Chile, which led the process in the beginning of the 1980s, lagged behind in
the 1990s. Similarly, some encouraging signs of rapid diffusion of competition
authorities in the early 1990s did not materialize in the mid-1990s. The slow rate
of diffusion in Brazil and the water sector coexists with a rapid diffusion in
Argentina and in all the three financial sectors.

Graph 2: Diffusion of RA across Nations about here
Graph 3: Diffusion of RA across Sectors about here

Note that graphs 2 and 3 capture only one aspect of the larger process of
regulatory reforms (the other aspects comprise privatization, competition rules,
transparency, responsiveness and investment rules). Yet, for political scientists
who are interested in the restructuring of the state in the context of neoliberal
reforms, the proliferation of these regulatory agencies is generally the most
important manifestation of the restructuring of Leviathan. What we have
identified, counted and classified are agencies of the state that have been separated
from ministerial agencies and by this token acquire some form of autonomy. The
degree of autonomy varies widely across agencies, sectors and countries, but the
formation of agencies and the particular use of regulation as the mission statement
of the agency served as criteria for inclusion in our database. In the tradition of the
study of regulation in the United States, we see these agencies as the hallmark of
the transformation of the Service-Provision state into the Regulatory State (cf.
Majone, 1997).24 In using this term we follow Hood and his colleagues, who have
noted that the term ‘Regulatory State’ ‘suggests [that] modern states are placing
more emphasis on the use of authority, rules and standard-setting, partially
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displacing an earlier emphasis on public ownership, public subsidies, and directly
provided services’ (Hood et al., 1999, 3).

We observe in different contexts the extension of regulatory modes of governance
to more and more spheres of life and to more and more political arenas, and
suggest that regulation as an art and craft of governance, as an institutional
reality, as a field of study, and as a public discourse is more salient and celebrated
nowadays than ever before (Gilardi, 2003a/b; Jordana and Levi-Faur,
Forthcoming; Loughlin and Scott 1997; Majone; 1994; 1997; Moran, 2000; 2002;
Muller, 2002). The expansion of regulation, which is often called ‘the rise of the
Regulatory State’, contradicts, at least partly, popular and scholarly assumptions
about the decline of the state in the context of globalization. In an era in which
regulation has become synonymous with red tape and in which deregulation has
become a major electoral platform of the New Right, regulatory authorities have
been created in unprecedented numbers and with unprecedented autonomy. The
origins of these institutions are still unclear, both in the Latin American context
and in other parts of the world.

In a sense they are hardly new. Governance through independent regulatory
commissions was consolidated into a distinct system of governance in the United
States in three distinct waves: competition-centered in the late 19th century,
extension to specific sectors such as finance and utilities in the New Deal era, and
to social regulation in the postwar era (Bernstein, 1955; Eisner, 2000). If one
measures the rise of the regulatory state in the region against the US yardstick,
governance through regulation is indeed a novelty (as it is in the rest of the world).
Similar conclusions might be reached if developments in the region are compared
to the ‘big bang’ in the establishment of regulatory authorities in Britain in the
1980s.25 Yet regulation by autonomous agencies is not absolutely new to the
region. Some authorities were established as early as the 1920s, often following
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the example of the United States. The Kemmerer missions to different Latin
American countries during the 1920s influenced early decisions to establish public
central banks and separate authorities to supervise financial activities (Drake,
1989). Also, Costa Rica, for example established a regulatory authority to govern
the electricity sector as early as 1928, and one for telecoms in 1963. Many
countries had established regulatory authorities during the post-war period to
govern their securities and exchange and banking industries. Yet, if from a purely
nation- and longitudinal-centered perspectives the Regulatory State in the region is
largely a recent phenomenon, a sector-centered perspective suggests that the origin
of the Regulatory State lies not in the United States or in any isolated event
establishing a regulatory authority in one country or another, but in a specific
sector, central banking in particular.26 As early as the 18th century, central banks
achieved a degree of freedom from government and politicians (Kock, 1974).
Nationalization of these central banks, which has usually been private institutions
acting under strict concessions from the government, retained some of the
prerogatives of independence and arms-length relations; and it is in this sector
across most countries of the world that the notion of independence is most
celebrated. Thus, a more complex picture of the rise of Regulatory State is
portrayed if its development is considered from a sectoral perspective.
Today’s rise of the Regulatory State differs from regulatory developments in the
past in five ways. First, as already mentioned, the regulatory state is developing at
the same time across different sectors, albeit with different rates of diffusion.
Second, the color or political identity of the Regulatory State is no longer that
clear. There were times when the Regulatory State had a clear political affiliation
(Vogel, 1989; Rose-Ackerman, 1992) and noted ‘prophets’ (McCraw, 1984). In
the United States, where independent regulatory institutions occupied center stage
in the administrative machinery of government, the Regulatory State was a
product of popular political struggles against ’big business’,27 and it is widely
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considered as the hallmark achievement of the American left. Unlike
developments in the United States, the political forces that sustain, promote and
diffuse the Regulatory State today, and the benefits and costs that it imposes on
business, are still unclear. Third, the Regulatory State is a global rather than a
country-specific or region-specific phenomenon. Some support for this claim is
offered in Graph 4, which compares the diffusion of regulatory agencies in Latin
America with European data that is mainly based on Fabrizio Gilardi’s database
on regulatory authorities in 17 European countries. The graph reveals a similar
pattern of diffusion of regulatory authorities across Europe and Latin America in
economic regulation (indeed, Latin America moved faster in this direction than
Europe) as well as the slower diffusion of autonomous agencies of social
regulation in Latin America than in Europe. The similar reform paths across the
region, notwithstanding differences in performance, state tradition and
international context, provide support for our basic point of departure on the rise
of the Regulatory State as a diffusion process.28 It suggests that future research,
depending on the availability of data, should try to capture the global aspects of
this process.29
Graphs 4 about here: The Rise of the Regulatory State in Europe and Latin America

Fourth, the development of proactive policies for the promotion of economic
competition (regulation-for-competition) represents a departure from the past.30 If
the regulatory agencies that were established in the United States during the New
Deal era legitimized monopolies, the new regulatory authorities that are now
established all over the world are committed to active promotion of competition
(Vogel, 1996, see also Wilks and Bartle, 2002). This might lead to institutional
structures and policies that are basically more mercantilist than liberal, and reveals
the interdependency of markets and state in the capitalist order (Levi-Faur, 1998).
Finally, the American Regulatory State has acquired the procedural and
adversarial qualities of the American political and administrative process. Current
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developments do not necessarily develop in the American mold since they are
embedded in different setting (Jayasuriya, 2001, 110-111). It may well be the
case, therefore, that regulatory institutions will function radically differently in
different countries and sectors (cf.. Vogel’s typology of regulatory reforms: 1996,
17)).

III. Sectoral and National Patterns of Diffusion: Empirical Analysis
In this and the following sections of the paper we provide empirical support for
four claims that touch on the sectoral, national and general peculiarities of the
diffusion of regulatory authorities. First, the decision to establish regulatory
authority is interdependent on prior decisions. Second, the process of diffusion is
shaped by prior decisions in the same sector in other countries as well as prior
decisions in other sectors in the same country. In other words, the probability of
establishing a new regulatory authority increases with an increase of prior
decisions in the same sector by other countries and in other sectors in the same
country. Third, the probability of establishing a new regulatory authority increases
more significantly with an increase of prior decisions in the same sector in other
countries than of decisions in other sectors by the same country. Fourth, the
‘horizontal approach’ has somewhat stronger predictive power than the bottom-up
and top-down explanations of global change. Let us proceed to present the
variables in this section of the paper before moving to the presentation of the
results in the next.

Our data and research interest shape the choice of statistical tool-kit. We employ
methods that are known jointly as Event History Analysis (EHA) (Alison, 1984;
Berry and Berry 1999, Box-Steffensmeier and Jones 1997). EHA allows an
analysis of the creation of regulatory authorities over time while using time-
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varying variables and dealing with censored data.31 It allows us to study the
‘hazard rate’ of an event (here, the establishment of a regulatory authority) that is
measured in discrete units (years) over a research period of 24 year (1979 to
2002). The hazard rate is defined as the conditional probability that an event – in
our case the establishment of a regulatory authority – occurs at any time t, given
that the event has not yet occurred prior to t in a certain country and sector (BoxSteffensmeier and Jones 1997, 1417).
The core model for our empirical analysis is therefore:
Log
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=
1 − RANOWist

0
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where RANOWits is the hazard rate for the creation of a new regulatory authority.
It is predicted to be a function of the creation of regulatory authorities in the same
sector [SRAt-1] in all other countries where a regulatory authority was created at
time t-1 (practically the former year), the creation of regulatory authorities in the
same country in other sectors [CRAt-1] and by the total number of all prior sectors
in all countries [ARAt-1] where regulatory authorities were created. We also added
country (CDY) and sector dummy (SDY) in order to explore the effects of a
particular country (rather than all countries and sectors) on the decision to create a
regulatory authority. We then specify in this model a set of domestic and
international factors [ Xist-1] that characterize countries at time t-1 and may have
an effect on the process of diffusion. Unlike the first three components of the
model that reflect the predictions of the horizontal approach for diffusion, the
fourth component reflects the predictions of the alternative hypotheses driven from
the bottom-up and top-down approaches.

The dependent variable: Our dependent variable reflects the establishment of a
regulatory authority (or, in cases where regulatory authorities already existed
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before 1979, the strengthening of its autonomy) in all sectors (12) and countries
(19) during the research period (1979-2002).32 We start the analysis in the year
1979, since this is the year of the accession to power of Margaret Thatcher in the
United Kingdom, and close enough to the ascendancy of Chicago economics in
Chile and the accession to power of Ronald Regan in the United States in 1981.
Since the decision to start with 1979 is somewhat arbitrary, we have checked the
sensitivity of our data to different starting point and found that it is not sensitive to
this decision. Since Cuba was part of the ‘socialist’ world until the collapse of the
Soviet Union, we included it in our risk set only from 1991. The dependent
variable (RANOWist) is coded ‘1‘for the year where the event occurs, ’0’ for all
years before and as censored after the year of the event. The total number of
observations, taking into account the number of sectors, years and countries, is
therefore 5,32833 but, with 1,048 censored cases, the maximum number of
observations is 4,280.
The diffusion variables: In order to assess the effects of prior decision on the
establishment of a regulatory authority, we constructed three diffusion variables
that aim to capture different potential influences. We first count all other prior
decisions to create regulatory authorities in all sectors and all countries [sumall].
Prior decisions as well as current decisions were coded annually, using the
calendar year as the unit of analysis.34

We defined a second diffusion variable

that counts over time the number of prior decisions to establish a regulatory
authority in each of the twelve sectors as a measure of the effects of sectoral
diffusion [sumsector]. In addition, we defined a diffusion variable that counts over
time the number of prior decisions to establish a regulatory authority in each of the
19 countries as a measure of the effects of country-level diffusion [sumcountry].
Finally, we introduce countries (19) and sector (12) dummies in order to identify
the most important sectors and countries that were influential in the spread of the
reforms. The country dummies [CDYXX, where XX stands for country code] and
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the sector dummies [SDYXX, where XX stands for sector code] are expected to
provide a measure of the extent to which particular countries and sectors are more
influential than others in all that regards the creation of new regulatory authorities.
These variables capture the central hypotheses of this paper, namely, that the
diffusion of regulatory authorities has been significantly influenced by prior
decisions in other countries and sectors, and that some countries and sectors are
more influential than others in determining the course of the process. The null
hypothesis is that the process is independent of prior decisions in all or some
sectors and countries.
Social learning or social emulation: The next set of variables we introduce aims
to capture the extent to which learning from the prior performance of others is part
of the diffusion process. We have created three lagged variables that aim to
capture the effect of past performance. These variables are interaction terms
between the number of regulatory authorities in a country (sumcountry) and (a) the
rate of growth of other economies (SOCLEAGRTH); (b) the extent to which they
attract foreign direct investment (SOCLEAFDI); and (c) the rate of change of
private investment (SOCLEINV). If better performance in terms of growth,
attraction of FDI and increase in private investment are related to the creation of
these regulatory agencies, we expect the effect of emulation to be weakened and to
show some significant effects on the probability of establishing new regulatory
authorities. Admittedly, these two performance indicators are measured at the
macro level while many of the reforms have more direct sectoral rather than
economy-wide effects. We intend to refine these performance measures in future
versions of the paper.
Resources and the adoption of regulatory authorities: We examine the effects of
economic resources on the probability of the creation of regulatory authorities by
the lagged gross domestic product per capita (Gdppc95l) of a country. The
literature suggests here two conflicting expectations. We may expect poorer
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countries to be more vulnerable to pressures to reform their sectors (if adoption is
coercive) but also to lag behind because of lack of resources (we know from
diffusion research across the American states that rich states innovate faster:
Walker 1969; Gray 1973). This situation is usually explained by the fact that
richer states have more slack resources, rendering policy experimentation easier
and the risk of failure less severe (Orenstein, 2003, 173-4).
Democracy and democratization: Since various studies have shown that
liberalization is significantly connected with democratization and that being a
democracy positively increases the probability of liberalization, we examined
here, using the Polity IV database, the effect of the level of democracy (POLITY).
The polity index is composed from an index of 11 points of democratic
characteristics and 11 point of autocratic characteristics. Our variable Polity
captures the difference between these indices and takes on values ranging from 10
for highly democratic countries to –10 for highly autocratic countries. In addition,
we included a three-year-lagged variable of change in the level of democracy
(DCHANGE) in order to examine how the dynamics of democratization affect the
creation of regulatory authorities.

Political constraints (veto points): In order to capture some of the structural
characteristics of countries and to examine how they affect the probability of
creating regulatory authorities, we use Witold Henisz’s Political Constraints
Database that covers all our countries up to 2001. Henisz’s database presents a
measure of the extent to which political actors at the national level are constrained
as to their choice of future policies. The variable POLCON3 indicates the degree
of constraint on policy change using data on the number of independent veto
points in the political system (executive, legislative, judicial and sub-federal
branches of government) and the distribution of political preferences both across
and within these branches (Henisz, 2000, 4).

25

Trade orientation: Openness to international trade is a characteristic measure of a
country’s economic and political orientation and of its embeddedness in the world
economy. Economists and liberals always hailed its benefits, and in essence it was,
even in the postwar years, a defining characteristics of the economic order outside
the Soviet bloc. Degrees of openness matter, or are supposed to matter, both over
time and across nations. Trade policy nowadays is less ‘managed’ and
‘protectionist’ than in the postwar period (Guisinger, 2003; Milner, 2001), and
some countries and sectors are more open than others. Here we capture the
variations in the levels of trade openness and the dynamics of this change in order
to examine how a country’s propensity for trade liberalization affects its
propensity to create regulatory agencies. We use in this paper the most widespread
measures for trade liberalization for the years 1979-2000– trade as a ratio of GDP
(TradeGDP). This measure is the sum of exports and imports of goods and
services as a share of gross domestic product. In later stages we will consider other
measures of trade openness in order to strengthen the reliability of the result (for
an excellent review of the various measures of trade liberalization see Guisinger,
2003).
Vulnerability to external political and economic pressures: Countries vary in
their vulnerability to external pressure from hegemonic countries, that is, the
United States, and from international financial institutions. We use two
preliminary measures that serve as proxies of a country’s vulnerability. The first
relates to its dependency on international aid and the second to its ability to
finance its debt. We have three measures of international aid: aid per capita
(aidpercapita), aid as a percentage of central government expenditures (aidcge)
and aid as a percentage of imports of goods and services. The debt measures that
we employ are debt service as a percentage of central government current
revenues (TDSperGovRev) and covariate of present value of debt as a percentage
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of exports of goods and services (TDSperExport). If the rise of the regulatory state
is a product of international pressures from donors and international financial
institutions, we expect these measures to capture those pressures.

The logic of privatization? Regulatory authorities are said to provide some form
of public control over private action where other forms of economic control –
mainly market competition - fail. We ask to what extent the variations in the
probabilities of establishing new regulatory authorities are determined by the
decision to privatize. Reading the literature on regulatory reforms, we expect
regulatory authorities to be associated positively and strongly with reforms in
general and privatization in particular. Our privatization data is derived from two
major sources. First is our own database, which includes information about the
timing of the first privatization event in three economic sectors (telecoms,
electricity, gas). Second is the World Bank’s privatization transaction database,
which records the privatization transactions for developing countries for the period
1988-99.35 Using our own database, we constructed a two-year–lagged binary
covariate of the first privatization event for the four sectors for which we had data
on privatization (electricity, gas, telecoms, water). This variable (privnowl) was
coded 1 for the years of privatization in the four sectors on which we had data. We
also constructed a two-year-lagged binary covariate (privnowcl) that captures the
first time in which a country was ‘infected’ by privatization in these four sectors.
This variable was coded 1 in the year the first privatization occurred in one of the
four sectors of which we had data and therefore indicates a country first jump on
the privatization bandwagon. In addition, we constructed two more privatization
variables on the basis of the World Bank privatization transactions database. The
first variable is a one-year-lagged variable (PrivTranNl), which captures the
number of privatization transactions in a country, while the second captures the
revenue from these transactions as a percentage of the Gross Domestic Product
(PrivRevGDPPer) for the period 1988-99.
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IV. Results: Emulation and Learning in a Contagious Diffusion Process
The results of our analysis are presented in Table 2. We present four different
models that include the same diffusion variables but progressively examine
additional aspects of the diffusion process. Model 1 includes only the diffusion
variables and the measure of country economic resources. Model 2 adds three
social learning proxies that are based on time-varying variables that capture the
interaction between prior decision to establish regulatory authorities and economic
performance with regard to growth, FDI and private investment. Model 3 adds
measures of political constraints, trade orientation and economic and political
vulnerability. Model 4 adds democracy and privatization measures.

What is evident from the table is that the results are very encouraging, though by
no means free of difficulties. Not only do we document the process of the
diffusion of regulatory authorities and the rise of the Regulatory State in Latin
America for the first time (as far as we are aware) but we are also able to
demonstrate, in yet another arena, the importance of contagious diffusion. The best
predictors of the creation of new regulatory authorities are the numbers of others
and significant others who did so (leading countries and sectors). Interestingly
enough, the results are stable across three of our four models and the effects of
sectoral diffusion are significant and strong throughout all the four models. Figure
1 illustrates the predicted probabilities for the establishment of new regulatory
authorities as a function of the number of regulatory authorities in the same
country against the number of regulatory authorities in the same sector in other
countries (all other variables were kept at their mean). The stronger effects of
sectoral diffusion, that is, of what other countries do in the same sector over what
the same country did in its own sector, are evident from the rise of the line to the
front corner on the left.
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Insert about here Table 2 and Figure 1

Before suggesting some explanations for this interesting result, let us explore the
effects of the dummy variables for sectors and countries. While we have checked
the effects of 19 country dummies and 12 sectoral dummies, we chose to present
the effects of only two: the dummy for Argentina and the dummy for central bank
reforms. What is clear from the results is that the establishment of regulatory
authorities in Argentina (9 sectors out of the 12 studied were reformed between
1990 and 1992) had a strong positive effect and across two of the four models the
results are significant at the 0.01 level. Central bank independence has a
significant and positive effect in Model 1, but the reliability of this effect in the
other three models is not clear. Note the complexity of these results. While
sectoral diffusion in general is greater than within-country diffusion, the most
influential country, Argentina, has stronger effects on the probability of
establishment of new regulatory authorities in other countries than the effects of
reforms of central banks on the creation of regulatory authorities in other sectors.
These results confirm our suggestions that sectors and not only countries matter.
We know that the effects of diffusion within sectors are positive and strong, and in
order for reforms in central bank to affect reforms in other sectors, we need to
observe a similar strong effect within countries. Alas, this is not what we have
observed. Nonetheless, the establishment of so many regulatory authorities in one
big bang during the early 1990s in Argentina confirms the alternative expectations,
derived from the NPA, of a distinct national approach to the issue of reforms. We
therefore suggest three intermediary conclusions. First that diffusion matter. The
behavior of others is an important predictor of the establishment of regulatory
authorities. Second, in order to understand the rise of the Regulatory State, one
needs to combine the NPA and the PSA in order to get a refined picture of the
reforms. Third, the role of significant others was not confirmed. Neither the results
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for Argentina, nor the result for Central Bank reveal consistent effects on the
probability of establishing new regulatory authorities. While we cannot rule out
the effect of countries outside the region (e.g., Britain) on the decision to establish
new regulatory authorities, our hypothesis on the role of contagious diffusion
stand our test.

The second model introduces some proxies of learning. These proxies are meant to
capture the instances in which policy-makers are not only looking at what others
are doing but also at the effects of those actions. Unlike emulation processes, this
situation involves conditional transfer of control and, in the context of collective
action, deserves to be described as learning. What we found, however, is that one
of these measures is not significant but the two others while being significant have
different signs. While the lagged effects of the growth performances and the
number of regulatory authorities (SOCLEAGRTH) is affecting negatively the
probability of the creation of regulatory authorities. Better growth performance
and more regulatory authorities reduce rather than increase the probability of
establishing new authorities for those countries and sectors where a regulatory
authority was not established. The effects of foreign direct investment are positive
and are in accordance with our expectations. Could it be that learning is focused
on investment rather than growth?. While this might be possible, we feel that the
proxies that we supply are rough and one cannot reject or confirm the possibility
of learning processes on the basis of these measures. We can say tentatively that,
while we could obtain support for the emulation hypothesis, such support is still
lacking for the learning hypothesis.
Let us now move to the ‘usual suspects’ in comparative political economy and
first of all to the measure of political constraints that is taken from Henisz database
(polcon3). What we know about veto points and fragmentation of the policy
process leads us to expect that countries which are characterized by more political
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constraints will find it more difficult to change their policies and therefore are
expected to be found less likely to establish regulatory authorities than countries
that are less ‘constrained’. Our results here are puzzling. The covariate Polcon3
has strong and positive effects on the probability of establishing new regulatory
authorities. Political environments that limit the feasibility of policy change are
positively connected with the creation of regulatory authorities. We do not have at
this stage a good explanation for this result and intend to explore the result via the
introduction of more measures of constraints. The trade orientation of a country
was not found to be a significant predictor of countries’ propensity to establish
regulatory reforms. Countries that are more embedded in the international
economy do not create more regulatory authorities than countries that are not.
Again, this measure should be refined in order to capture patterns of trade (for
example, does the result hold when trade in industrial goods is examined
separately from other goods?).

The group of covariates that serve as a proxy for countries’ vulnerability to
international economic and political pressures (aid and debt service) do not supply
strong support the top-down explanation for of the diffusion of regulatory
authorities. Some of the covariates even show a negative sign, that is, the more aid
a country receives and the greater the debt as a percentage from government
revenue, the less likely it is to create a regulatory authority. The debt indicators
have the right sign, meaning, more the debt burden the higher is likelihood of new
regulatory authority yet the results hold only as to one of the indicators. The
results are not surprising against the background of other studies that found that,
on issues that are even more prone to international pressures than the issue of the
creation of regulatory authorities, coercion or pressure from the top did not get
support. For example, Guisinger found that both member and nonmembers of the
World Trade Organization moved in the 1980s and the 1990s towards more trade
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liberalization (Guisinger, 2003, p.8).

Meseguer found that coercion was not

positively related to the probability of privatization in Latin America and the
OECD (Meseguer, 2003, p. 3). Brune and Garrett found that indebtedness to the
IMF is not a good predictor of privatization (Brune and Garrett, 2000).
Conditionality terms of the IMF and the World Bank’s loan arrangements were not
decisive forces in shaping countries’ decisions to liberalize (Vreeland, 2003;
Edwards, 1997). What we are suggesting here is not that international
organizations, donors countries and hegemonic countries like the United States are
not important, but that they are only part of the story. Moreover, against the
evidences as to the effects of horizontal diffusion, it might be useful to consider
the role of international organizations not only from a top-down perspective but
also as platforms for ideas dissemination and thus treat them as part of the
contagion process. If the world is indeed shrinking and compressed, these
international institutions should be more embedded in national and sectoral policy
communities.

Nor did we find any support for the view that democracy as a regime and
democratization as a process of change affect the process the diffusion of
regulatory authorities. If anything, the negative sign of our variables suggests that
they might well be less likely to affect positively the diffusion of regulatory
authorities. Significant and strong effects on the probability of the creation of
regulatory authorities are visible from the data on privatization. Countries’
decisions to privatize are positively and significantly associated with the creation
of regulatory authorities. The effects were shown to be significant across both
Model 3 and Model 4, not only when the effects of sectoral privatization
(privnowl) are considered but also when we examined a country’s propensity to
create regulatory authorities (privnowcl) by coding a country as privatizer when
the first privatization occurred in one of the four sectors on which we had data.
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Thus, a country’s propensity to create regulatory reforms is best captured by the
privatization and the political constraint measures (although in different directions
from what was expected).

V. Conclusions
What we have documented in this paper, for the first time, is a new and potentially
the most important and long-term feature of the restructuring of the Latin
American state. New regulatory agencies serve as new mechanisms of economic
governance in the region and thus open a new chapter in business-government
relations. This is not a trivial matter; the effect of these authorities may last well
beyond the effects of liberalization policies and other state reforms. While the
process is stronger in the sphere of economic regulations, we do not have any
reason to doubt that its time will come also in the arena of social regulation (not
least because of diffusion effects and early evidence of change in these sectors in
some countries).

While the primary purpose of this paper has been to present and document the
little-known rise of the Regulatory State in Latin America, it has had two more
aims as well. We placed the rise of the Regulatory State in the context of a
diffusion perspective and have argued that it is only from this perspective that we
an explain why, in the short period from 1993 to 1996, 60 autonomous regulatory
agencies were established across so many sectors and counties in Latin America.
The metaphor of mushrooms burgeoning after the rain is obviously appropriate
when one thinks about the explosion in the number and scope of autonomous
regulatory authorities; but, unlike with mushrooms and rain, we demonstrated
causality that runs, not from any exogenous force to the creation of new regulatory
authorities, but from one regulatory authority to another. In other words, we
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endogenize the process of change. Our findings correspond to those of a growing
body of literature that has documented the effects of contagious diffusion in
different contexts such as IMF loans (Przeworski and Vreeland, 2000, 394),
telecoms and electricity privatization and regulation around the world (Levi-Faur,
2001), central bank independence (Castro and McNamara, 2003), privatization
(Brune and Garrett, 2000; Meseguer, 2003), financial liberalization (Simmons and
Elkins, 2000; 2003; Way, 2003), constitutional reforms (Elkins, 2001), delegation
in Western Europe (Gilardi, 2003a), pensions (Brook, 2003; Orenstein, 2003),
international trade (Guisinger, 2003) and even democracies (Gleditsch and Ward,
2003). In harmony with this evolving body of literature, we suggest that the
traditional comparative approach, which treats change as exogenous, should
examine endogenous sources of change, particularly how the probability of
adoption of innovation (idea, norm, organization, preference) depends on prior
decisions of others and significant others. We have also suggested that the effects
of international organizations and US hegemony are better understood in the
context of group processes and the soft power of influential peers and group
dynamics, represented by the sheer numbers of others. We also suggest moving
the discussion from the sphere of the power of money to the power of ideas, from
a ‘realist point of view’ to a more constructivist and sociological one. In such a
setting, ideas about best practice are diffused through networks of policy-makers
and epistemic communities. It is the sociology of knowledge rather than interest
politics that is most able to explain the diffusion of regulatory authorities in Latin
America, and probably elsewhere. We expect interest and power to be more salient
and dominant in the implementation process and to be revealed only through a
close and case-oriented analysis of the correspondence between the blueprint and
the fine print of the adopted innovation.
Our particular analytical contribution to the diffusion literature is the distinction
between sectoral and national patterns of diffusion and a particular research design
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that makes it possible to study them together. Probably our most interesting
finding is the importance of sectoral patterns of the spread of reform. The
particular flow of diffusion is from a sector in one country to the equivalent sector
in another country rather than between sectors within one country. Diffusion in
Latin America occurs in the context of sectoral change, and we suggested that this
might serve as evidence for the particular role of policy emulation in the spread of
the reform and, accordingly, that it discredits the policy-learning perspective.
While we have identified a process of ‘social learning’, the most prominent
component of this process was emulation, and we could not confidently point to
evidence of ‘learning’ in the sense that the followers’ observations also took into
account the effects of change in the structure of the state on growth and foreign
and private investment. In short, we are skeptical about the claim that the process
of change is essentially about learning. It is not that countries cannot learn but that
their capacity to do so, especially under the economic, political and social
conditions in Latin America, should be considerably enhanced before a significant
improvement in their performance becomes visible. At the moment, even the
‘willing pupils’, to use the notion of Jacoby (2001, 170), are essentially imitating
the rich countries. The rich and powerful countries are at the moment not only
telling the poorer ones what are the solutions to their problems; they are also
defining and telling them what their problems are.36
Finally, we believe that the emulation-driven spread of regulatory reforms across
Latin America is only one manifestation of a larger category of collective behavior
that is often undervalued by scholars and thus goes largely unnoticed. We label
that public policy phenomenon ‘herding’ and suggest that in many political
situations one’s choice is determined not only by one’s own preferences and
information but also largely by signals of others (Bikhchandani, Hirshleifer and
Welch, 1992). These signals shape the behavior and beliefs of individuals, groups,
and nations since they supply certainty in an uncertain world, help to distinguish
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right from wrong, and provide criteria for acceptable social behavior. In effect,
these signals carry information that may alter the receiver’s preferences and
persuade him to re-evaluate his utility.37 When these signals lead to a convergence
of large groups of agents on common actions or beliefs, it might be useful to apply
the notion of ‘herding’ or ‘herd behavior’ to the phenomenon (Levi-Faur, 2001).
This process of signaling and decoding creates a wave-like pattern of adoption of
the reforms. This wave originates in a bold reform adopted in one nation (the
innovator), is legitimized by another nation that serves as trend-setter (often but
not necessarily the innovator), and then attracts the attention of other countries,
which we identify as the herd. At this stage the behavior of others, and not
necessarily local economic, social and political conditions, determines the
behavior of the adopter, who in effect is engaged in the ‘transfer of control’ to the
group in general and the trend-setters in particular. Post-decision justifications for
the adoption of the reforms are brought forward at this stage by the adopter and a
new convention is generated to justify group behavior.38
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Table 2: The Diffusion of Regulatory Authorities in Latin America 1979-2002
Effects on the Hazard Rate of Creation of Regulatory Authorities (logistic regression)
Model 1
Model 4
Model 2
Model 3
Diffusion
sumall
sumcountry
sumsector
sumall2
sumcountry2
sumsector2
cleaderar
sleadercb

0.045 ***
(0.013)
0.329 ***
(0.12)
0.485 ***
(0.09)
-0.0004 ***
(0.00009)
-0.03 **
(0.014)
-0.017 ***
(0.006)
1.448 ***
(0.44)
0.56 *
(0.32)

0.047 ***
(0.017)
0.735 **
(0.25)
0.525 ***
(0.11)
-0.0005 ***
(0.0001)
-0.055 **
(0.021)
-0.022 ***
(0.007)
1.33 ***
(0.51)
0.567
(0.37)

0.057 ***
(0.02)
0.748 **
(0.3)
0.617 ***
(0.123)
-0.0005 ***
(0.0001)
-0.08 ***
(0.027)
-0.03 ***
(0.008)
0.857
(0.62)
0.276
(0.43)

0.016
(0.025)
0.354
(0.311)
0.66 ***
(0.133)
-0.0003
(0.0002)
-0.065 **
(0.02)
-0.03 ***
(0.008)
1.08
(0.7)
0.252
(0.47)

Economic Resources
Gdpc95l

0.359
(0.344)

0.3
(0.47)

-0.58
(1.01)

0.04
(1.2)

Learning
SOCLEAINV
SOCLEAFDI
SOCLEAGRTH
PRIINV
FDI
GRTH

-0.003
(0.003)
0.006 *
(0.003)
-0.017 *
(0.01)
0.028 **
(0.011)
0.005
(0.013)
-0.02
(0.032)

-0.002
(0.0034)
0.008 **
(0.0037)
-0.022 **
(0.01)
0.06 ***
(0.015)
0.01
(0.018)
-0.03
(0.036)

-0.001
(0.003)
0.01 ***
(0.004)
-0.022 *
(0.012)
0.04 ***
(0.015)
-0.07
(0.02)
-0.043
(0.042)

2.06 **
(1.009)

2.34 *
(1.22)

Political Constraints
Polcon3
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Trade Orientation
TradeGDP

-0.006
(0.01)

0.012
(00.14)

Economic and Political Vulnerability
-0.014
(0.03)
0.079 *
(0.047)
-0.036 *
(0.022)
0.008
(0.012)
0.023 *
(0.013)

aidcge
aidimpt
aidercapita
TDSperGovRev
TDSperExport

-0.027
(0.03)
0.04
(0.054)
-0.03
(0.023)
0.004
(0.014)
0.053 ***
(0.019

Democracy
polity

0.04
(0.074
-0.08
(0.127

dchange

Privatization
privnowl
privnowcl
PrivTranNl
PrivRevGDPPER
Constant
Chi squared

-6.905 ***
(1.18)
213.11

-8.9 ***
(1.73)
184.67

Prob > chi squared

0.0000

0.0000

0.0000

0.0000

-450.91

-346.5

-268.91

-224.6

Pseudo R-squared

0.19

0.21

0.258

0.25

No of Observations

4151

2825

2350

1276

Log Likelihood

-9.41 **
(3.8)
186.8

1.28 ***
(0.39
1.24 ***
(0.39
-0.003
(0.017)
-0.000001
(0.000002
-11.46 ***
(4.5)
148.72

Note: *** p<.01, ** p<.05, * p<.10; Standard errors in parentheses,
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Graph 1: The Diffusion of Autonomous Regulatory
Authorities in Latin America (19 countries, 12 sectors)
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Graph 2: The Diffusion of Regulatory Authorities:
National Patterns Perspective (selected cases)
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Graph 3: The Diffusion of Regulatory Authorities:
Policy Sector Approach (selected sectors)
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Graph 4: The Diffusion of Regulatory Autorities in Europe
and Latin America: A comparision of seven sectors

Note for Graph 4: Aggregate numbers of economic (telecom, electricity, financial services and competition) and social sectors (food safety, environment,
pharmaceutical) for 17 European countries and 19 Latin American countries. Percentage from the maximum possible number of case in each region.
Source: Own database for Latin America and Gilardi (2003) for European regulatory authorities.
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Figure 1: Predicted Probabilities of Establishing Regulatory Authority
(as function of prior sectoral decision in other countries and in the same country/ Model 1)

19 Countries dummies [we presentthe result only for Argentina: cleaderar_
12 Sectoral dummies (we present the result only for Central Banking: sleadercb)
Interaction terms between the number of authorities in a country in each year and the 2 years
lagged performances in terms of private fixed investment as percentage of gross domestic fixed
investment
Interaction terms between the number of authorities in a country in each year and the 2 years
lagged performances in terms of foreign direct investment( net inflows) as percentage of gross
capital formation.
Interaction terms between the number of authorities in a country in each year and the 2 years
lagged performances in terms of annual GDP growth
Private fixed investment as percentage of gross domestic fixed investment.
Foreign direct investment, net inflows as percentage of gross capital formation
GDP growth (annual %) at market prices based on constant local currency. Aggregates are based
on constant 1995 U.S. dollars.
Covariates of Countries veto points and distribution of preferences across and within the
government branches.
The sum of exports and imports of goods and services measured as a share of gross domestic
product.
Official development assistance and net official aid record the actual international transfer by the

aidpercapita

TradeGDP

Polcon3

PRIVINV
FDI
GRTH

SOCLEAGRTH

SOCLEAFDI

sumall, sumall2
(diffusion variable)
sumcountry, sumcountry2
(diffusion variable)
sumsector, sumsector2
(diffusion variable)
Gdppc95l

clear[country abbreviation]
sleader[sector abbreviation]
SOCLEAINV

Measure

Establishment of RAs. Dummy variable that takes the value of 1 for each year (1979-2002),
sector (12) and country (19) when RA was established.
Covariate of the number of RAs created in each prior year (1979-2001) before the creation of a
RA in each country (19) and sector (12) [sumall2 is a squared measure of sumall]
Covariate of the number of RAs created in each country before the year where a new one was
established. [sumcountry2 is a squared measure of sumcountry]
Covariate of the number of RAs created in the same sector in other countries before the creation
of a new one in that same sector. [sumsector2 is a squared measure of sumsector]
Covariate of the a country GDP per Capita, in 1995 dollars, logged

RANOW (dependent variable)

Appendix A: Summary of Variables and their sources
Variable

Source

WDI

1

Witold Henisz Databas;
(Henisz, 2000).
WDI

Authors’ LA regulatory
database and WDI
WDI
WDI
WDI

Authors’ LA regulatory
database and WDI

Authors’ LA regulatory
database and WDI

Authors’ LA regulatory
database
Authors’ LA regulatory
database
Authors’ LA regulatory
database
Authors’ LA regulatory
database
WDI [World
Development
Indicators, 2002]

Number of privatization transaction per year

PrivRevGDPPer

PrivTranN

privnowcl

Binary covariate that represents privatization in the sector (data only for electricity, telecoms and
gas), lagged 2 years
Binary covariate that represents the earlier privatization among the above three sector for a
country, lagged 2 years
Privatization Revenues (US$ current mil)/ GDP (%)

Dchange
privnowl

TDSperExport
POLITY

Time covariate 2 years lagged variable of the change in the level of democracy

Aid as percentage of imports of goods and services. Official development assistance and net
official aid record the actual international transfer by the donor of financial resources or of goods
or services valued at the cost to the donor, less any repayments of loan principal during the same
period. Aid dependency ratios are computed using values in U.S. dollars converted at official
exchange rates.
Covariate total debt service as percentage of central government current revenue. The measure
captures the public and publicly guaranteed debt service (the sum of principal repayments and
interest actually paid on long-term obligations of public debtors and long-term private obligations
guaranteed by a public entity) as percentage of central government current revenue.
Covariate of present value of debt as percentage of exports of goods and services
Time covariate of democratic characteristics of a country minus its autocratic characteristics.

aidimpt

TDSperGovRev

Aid as percentage of central government expenditures. Official development assistance
and net official aid record the actual international transfer by the donor of financial
resources or of goods or services valued at the cost to the donor, less any repayments of
loan principal during the same period.

aidcge

donor of financial resources or of goods or services valued at the cost to the donor, less any
repayments of loan principal during the same period (current US$)

2

WDI
POLITYIV Database
(Jaggers and Marshall.
2000)
POLITYIV Database
Authors’ LA
Regulatory Database
Authors’ LA
Regulatory Database
World Bank
Privatization
Transactions Database
1988-1999 (WBPTD)
(WBPTD)

WDI

WDI

WDI

Safety, Pharmaceutical, Environment.

3

Sectors: Competition, Telecoms, Electricity, Gas, Water, Post, Central Banking, Securities and Exchange, Financial Service, Food

Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay, Venezuela.

Countries: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Cuba, Dominican Republic, Ecuador, El Salvador, Guatemala,

Appendix on Data

PrivRevGDP~r

|

2592

1.11e-10

5.91e-10

0

6.74e-09

Variable |
Obs
Mean
Std. Dev.
Min
Max
-------------+----------------------------------------------------sumall |
5328
44.6464
44.97642
2
125
sumcountry |
5328
2.36036
3.04956
0
11
sumsector |
5328
3.720533
4.862341
0
17
sumall2 |
5328
4015.8
5541.124
4
15625
sumcountry2 |
5328
14.86937
26.36458
0
121
sumsector2 |
5328
37.48029
73.00801
0
289
Gdpc95l |
5181
3.328234
.3000208
2.611192
3.927504
cleaderar |
5328
.0540541
.2261456
0
1
sleadercb |
5328
.0833333
.2764113
0
1
SOCLEAINV |
4068
207.267
252.8522
0
1056
SOCLEAFDI |
4524
35.62833
76.30498
-8.9304
538.136
SOCLEAGRTH |
4596
5.797754
15.56188
-62.5072
76.524
PriInv |
4068
69.11976
13.28142
0
96.9
FDICapFor |
4704
9.373511
12.49805
-14.114
67.267
GDPPCGRTH |
4596
1.231066
4.758344
-28.733
15.897
polcon3 |
5106
.3019409
.1931051
0
.6547363
TradeGDP |
4824
49.89826
21.40124
11.5
126
aidcge |
5184
11.28957
20.10051
-.45616
175.64
aidimpt |
4716
6.797453
10.36522
-.68444
69.914
aidpercapita |
4824
24.22423
31.30277
-2.7723
212.5
TDSperGovRev |
3744
26.30679
16.54529
1.17
137
TDSperExport |
4752
27.87256
17.73688
.284
152
polity |
5184
4.75
5.632586
-9
10
dchange |
5121
.0732279
.9778344
-11
16
privnowl |
5328
.0658784
.2480927
0
1
privnowcl |
5328
.3986486
.4896661
0
1
PrivTranNl |
2700
5.266667
9.980938
0
58

Summary Statistics
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Notes
1

Of course, the notion of the Regulatory State carries distinct implications that at least partly
contradict alternative notions such as the Competition State, the Neoliberal State and the
Hollowed State.
2

On the logic of ‘appropriateness’, see March and Olsen (1989) and, with particular application
to the sphere of regulation, Lodge (2002). The consensus about the appropriateness of regulatory
regimes is not unique for these sets of agencies and is also observable to other items on the
liberalization agenda.
3

These agencies are often called ‘independent’, but a more proper label might be ‘autonomous’
both because the notion of independence is conceptuality problematic but also because only 102
of 134 agencies are nominally independent, and in most of these cases the degree of
independence is often doubtful. These authorities are observable because they were established as
a result of dedicated legislation and because they have some organizational autonomy from the
ministry or the core parts of the executive.

7

4

Compare: ‘Serious study of Independent Regulatory Authorities must include both crosssectional and longitudinal dimensions. First, cross-national and cross-sectoral variations must be
investigated. Why is delegation more extensive in some countries and some sectors rather than in
others’ (Gilardi, 2003b, p.2)
5

We define diffusion as ’the process by which an innovation is communicated through certain
channels over time among members of social system. It is a special type of communication in that
the messages are concerned with new ideas’ (Rogers, 1995, 5). The notion of international
diffusion assumes that there is an ‘international society’ of policy-makers and professionals. Note
that not all diffusions are contagious, in the sense of operating via group processes of influence,
but only some of them. Note the difference with the non-sociological definition of policy transfer:
“Policy transfer, emulation and lesson drawing all refer to a process in which knowledge about
policies, administrative arrangements, institutions, etc. in one time and/or place is used in the
development of policies, administrative arrangements and institutions in another time and/or
place.” (Dolowitz and Marsh, 1996, 344)
6

It is important to note that in the cases of both learning and emulation we are dealing with a
conception of the actor that is rational and to a certain degree irrationality is excluded from the
research agenda.
7

The consensus as to the high costs of the reforms is expressed in the words of Mario Soares in
1983 upon taking office as prime minister of Portugal: ‘This Government will be austere,
uncompromising, and unpopular if that is what is required to achieve economic recovery’ (cited
in Rodrik, 1996, 9).
8

This was observed also by Rodrik: ’What is remarkable about current fashions I economic
development policy… is the extent of convergence that has developed on the broad outlines of
what constitutes and appropriate economy strategy’ (Rodrik, 1996, p.9).
9

See also Remmer: ’Neoliberal or market oriented reform programs were viewed as inherently
unpopular, politically hazardous, and consequently dependent upon the existence of strong and
relatively autonomous authoritarian governments. Through time these notions have been revised
or at least diluted on the basis of additional evidence. Authoritarianism is no longer viewed as a
critical prerequisite for the adoption of market-oriented policies…’ (Remmer, 1998, 4), and ’Prior
research on the economic policy choice and performance in Latin America has placed significant
emphasis upon the tension between economic and political rationality’ (Remmer, 2002, 31). One
cannot understand the ‘ideational turn’ and indeed the institutionalist approach in comparative
politics (see Blyth, 1997) without the decline in the popularity of coercive explanations.
10

Oversupply of cooperation is evident in herding situations, as was formalized by the herding
literature (Bikhchandani, Hirshleifer and Welch, 1992; Levi-Faur, 2001). The often substantially
hollow cooperation frenzy among countries is a major example for the oversupply of cooperation.
11

Other approaches are the Temporal Patterns Approach (TPA) and the International Regime
Approach (IRA) (see Levi-Faur, 2004b).
12

In the field of comparative public policy, it is the policy networks and meso-corporatism
literature that best represent the policy sector approach. They call for a disaggregated view of the
state, of the network of policy-making, and of the national level of policy-making (Atkinson and
Coleman, 1989).

8

13

Learning is difficult to define. See, for example, a typical definition from the psychology of
learning: ’the term learning generally refers to the effect on behavior of certain types of
interactions between the individuals and the environment, which includes all sources of
stimulation impinging on the individual’s sense receptors within a given period’ (Pear Joseph,
The Science of Learning, Psychology Press,2001, p. 3).
14

We are also not concerned with ‘learning by doing’, that is, learning from one’s own
experience, which may be an important part of social learning processes but requires some degree
of insulation from external lessons.
15

Social learning is confusing terms in our context of a distinction between emulation and learning. Yet,
since it so popular in the literature we decided to stick to it.
16

Much of the literature in economics and political science fails to make this important
distinction. Gale, for example, defines social learning as ’any situation in which agents learn by
observing the behavior of others’ (Gale, 1996, 617). Vives (1996, 589), in the same issue of
European Economic Review, defines social learning as ‘the process by which certain mechanisms
in society aggregate the information of individuals. People do learn from other people, most
particularly from their actions’.
17

Such a heavy demand on the definition of learning is typical of Bayesian learning process, as
formulated and applied to the study of policy by Meseguer (2002). Meseguer’s learning process is
based on the assumption that governments update their initial beliefs about the expected results of
alternative policies in the light of all available information about policy outcomes in the past and
elsewhere. After updating their beliefs, they opt for the optimal policy in terms of growth
(Meseguer, 2002, 3). For example, positive economic growth after privatisation would signal to
potential adopters of privatisation policies that privatisation is desirable, while negative growth
would signal the opposite
18

Some significant others are not leaders: for example, Portugal may be the significant other for
Brazil (or vice versa) but not for Argentina or Spain. These significant others may be selected not
on their current performances or expertise in the relevant issue but on their prior achievements or
performances.
19

There is no guarantee that learning will result in success and emulation in failure. Learning may
be at best a necessary but not a sufficient condition for success. For example, a Latin American
country can be an ‘excellent pupil’, but regional conditions of dependency or frequent monetary
crises can result in failure. By contrast, the simple fact that a country in East Europe is a
candidate for membership of the European Union may allow its policy-makers to emulate rather
than learn and still do reasonably well.
20

Recent classification of the region’s regimes classified 12 countries as democracies and five as
semi-democracies (Mainwaring, Brinks and Perrez-Linann, 2001). The polity mean for the region
in 2000 is 6.8 in scale of –10 to 10.
21

Cf. ’Throughout the literature …there is an underlying concern over the tension between
democracy and economic reform…’ (Bradford, 1994, 19).
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22

Institutional economists probed much more comprehensively into issues of regulation in Latin
America. Notable is the work of Pablo Spiller and his colleagues (Levy and Spiller, 1996; Spiller,
Stein and Tommasi, 2003). However, these studies are usually case-oriented, and when
comparative they include comparisons across countries with little attention to cross-sectoral
analysis. One indication for the relative neglect of the study of regulation in the Latin American
context is a recent collection of studies on administrative reforms that focused mainly on Latin
America (Ross–Schneider and Heredia, 2003). Regulatory reforms in this otherwise excellent
collection receive no attention from the contributors or the editors.
23

To some extent, the study of regulation and regulatory reforms is the victim of attention on
ownership reforms and the somewhat belated recognition of the importance of regulation in the
context of privatization.
24

Majone’s terminology refers to the transformation of the positive state into the Regulatory
State. We prefer to conceptualize the post-war state not as the positive state but as the Service
Provision state (the regulatory state was and can be very positive).
25

Between 1984 and 1993 Conservative governments in Britain established no fewer than 12
regulatory authorities.
26

All countries studied (with the notable exception of Panama) had independent central banks
(although less independent than many neo-liberals desired) long before the rise of monetarism.
27

True, as some were only too happy to point out, American business interests supported some
forms of regulation (especially at the federal level), but this support hardly contradicts our
argument.
28

The basic point of departure for the rise of the regulatory state is the crisis-driven context of
Latin America as against the integration-driven context of Europe. In a context of crisis,
introducing reforms is risky; they are seen as a part of the necessary changes to solve the crisis,
and need short-term results to be legitimised. The many rapid policy decisions in Latin America,
taken under tremendous pressure from profound economic and political problems, are very
different from the typically consensual and slow policy-making processes in Europe. In many
cases, regulatory reforms in Latin America were established as state reform priorities after the
persistent failures of public monopolies, in many cases aiming to inject dynamism into stagnant
economies.
29

Indeed, our research agenda for the near future includes extension of the scope of the database.

30

On the notion of regulation-for-competition, see Levi-Faur (1999) and, with further elaboration,
Jordana and Levi-Faur, 2004).
31

Time-varying variables are variables that change over time (such as GDP per capita or prior
decisions to establish regulatory authorities). Censored data reflect the existence of episodes that
were not yet completed or on whose history we have only partial data. We distinguish between
left censoring, in which the starting time of an event is not clear, and right censoring, which
occurs when the event is still unfolding (for example, the diffusion of regulatory authorities is still
going on in Latin America).
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32

Observations on the dependent variable are coded 0 for each year until the year of the
establishment of the RA and 1 for the year of establishment and after.
33

12 sectors times 18 countries times 24 years plus, for Cuba, 12 sectors time 12 years.

34

One important limitation of this kind of data is that prior decisions that fall within the calendar
year cannot be identified and counted. We believe, however, that, since the legislation process is
relatively long and less salient across borders than the final outcome, this does not represent a
serious problem for our analysis.
35

The database provides data on the number of transactions per year and country and the revenue
per transaction.
36

The implication in terms of information theory is that ‘the attempt by agents to take advantage
of the information of others can lead to the failure to exploit their own information in a socially
optimal way’ (Gale, 1996, 617). Mukand and Rodrik (2002) emphasize that sometimes the
presence of a successful leader generates an informational externality and results in too little
‘policy experimentation’ and therefore failure of development.
37

It is important to recognize that in herding processes the final outcome is not necessarily
shaped by the average of group preferences but by the dynamic of herding (Schelling 1978.
Granovetter, 1978)
38

By ‘convention’ we mean stable patterns of behavior that are customary, expected, and selfenforcing (cf. Young, 1996, 105)
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