
Latin America's 
Magical Liberalism 

Despite being born under the banner of liberalism, the nations of 
Latin America, from Mexico to Argentina, have been plagued by 
authoritarian rulers, corruption, and economies dominated by 
privilege. If this is liberalism, it would have been unrecognizable 
to John Locke, Adam Smith, or James Madison. Today, as a resur- 
gent faith in constitutional democracy and free markets sweeps 
the world, many Latin American leaders and intellectuals are try- 
ing to make their nations liberal in fact as well as in name. Tina 
Rosenberg argues that success is anything but assured. 

by Tina Rosenberg 

n March 1990, at Lima's luxurious 
and well-guarded El Pueblo resort, 
novelist Mario Vargas Uosa played 
host to a conference of conserva- 
tive intellectuals and politicians 
from Peru and around the world. 

The meeting, dubbed the "World Encoun- 
ter for Liberty," was part of Vargas Llosa's 
campaign for Peru's presidency, which he 
undertook with the quixotic mission of 
bringing European-style liberalism to his 
unfortunate country. 

Vargas Uosa could persuade few of his 
friends abroad to travel to Peru. Octavio 
Paz sent a videotaped speech; Lech Walesa 
sent only regrets. The most celebrated par- 
ticipant was the French writer Jean-Fran- 
qois Revel. About 500 Peruvian business- 
men, Vargas Uosa's supporters, spent the 
weekend listening to panelists celebrate the 
fall of Leninism. It was a Woodstock for the 
Right-until the Chileans began to speak. 

An admirer of the economic reforms 
General Augusto Pinochet had brought 
about in neighboring Chile during the late 
1980s, Vargas Llosa had invited a delega- 
tion of Chilean businessmen, including 
Jose Pifiera, who had held ministerial posts 
for mining and labor under Pinochet and 
had reformed Chile's social-security system. 
Eager to duplicate Chile's economic boom, 
the Peruvians received Piiiera warmly 
when he came forward to speak. The first 
part of his talk-proud words about the tri- 
umph of capitalism in his native country- 
was greeted with frequent applause. But 
the clapping stopped when he began to talk 
about how it could happen in Peru. "Be 
good citizens," he told the Peruvians. "Pay 
your taxes. Accept the reality that tariffs 
must drop. Wake up to the fact that the 
state must no longer protect you." The Pe- 
ruvians sat in stony silence as Pifiera fin- 
ished and returned to his seat. 
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Dividing the Land (1924) by Diego Rivera. 

Pinera's reception tells much about why 
Vargas Uosa's ideas ended up lost in the 
labyrinths that mark his novels, and why his 
campaign ended in failure and betrayal. It 
shows both how far Latin America has 
come toward realizing the liberal ideal and 
how far it has yet to go. 

Certainly, there have been hopeful signs. 
Starting in the mid-1980s, Latin American 
and Caribbean governments, one after an- 
other, began to abandon protectionism and 
other statist economic policies that had 
been widespread-and ruinous-for de- 
cades. Programs that cut state spending, de- 
controlled prices, privatized state holdings, 
and redirected economic production away 
from import substitution and toward com- 
petitive exports are now the rule more than 
the exception throughout Latin America. 
Even politicians who campaigned against 
economic liberalization have ended up 
sponsoring it. During Peru's 1990 presiden- 

tial race, Alberto Fujimori blasted Vargas 
Uosa's advocacy of "shock therapy," and 
Carlos Menem in Argentina ran as a tradi- 
tional Peronist populist. Once in office, 
though, both men proceeded to govern 
from the right, with Fujimori adopting a 
plan-which became known as "Fuji- 
shockH-even more austere than the one 
proposed by Vargas Uosa. Gasoline prices 
rose 3,000 percent, food prices by 500 per- 
cent. Last fall, Menem capped monetary re- 
forms, tax-rate reductions, and the privati- 
zation of several state companies with a 
sweeping program of deregulation. 

Other Latin American leaders made 
similar adjustments. Jamaica's Michael 
Manley and Venezuela's Carlos Andr6s Pe- 
rez were populists during their first adrnin- 
istrations but turned right after being re- 
elected. In Mexico, the caudillos (strong 
men) of the ruling Institutional Revolution- 
ary Party (PRI) once made themselves na- 
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tional heroes by expropriating Mexico's pri- 
vately owned resources; President Lazar0 
&denas's 1938 decree nationalizing for- 
eign oil companies was considered by 
many Mexicans the high point of the Mexi- 
can Revolution. Today, by contrast, PRI's 
President Carlos Salinas wins applause by 
selling nationalized companies back to pri- 
vate owners. 

Political developments in Latin America 
have also looked promising. While in 1976 
only four nations-Colombia, Venezuela, 
Surinam, and Costa Rica-enjoyed elected, 
civilian governments, today only four do 
not. Haiti and Cuba are classic right- and 
left-wing dictatorships; Peru's elected presi- 
dent Fujimori, backed by the military, 
staged his own autogolpe (self-coup) last 
April and has since held dictatorial powers; 
Mexico's PRI remains in control by engi- 
neering elections, although it has begun to 
make good on its promise to clean up the 
electoral process. 

Despite these exceptions, most of Latin 
America gives the appearance of moving in 
the right direction. The armed forces no 
longer seek to control their governments, 
and governments no longer seek to control 
their economies. On the surface at least, 
Latin America appears to be caught up in 
the larger global movement toward the 
"end of history," the triumph of liberal de- 
mocracy, rule of law, and free-market prin- 
ciples celebrated by such optimists as Fran- 
cis Fukuyama. 

But appearances are deceptive. While 
dictatorship and statist economic programs 
have largely vanished from Latin America 
with this most recent embrace of the liberal 
ideal, they have been supplanted by forms 
of government and economic policies that 
remain far from the realities of a true lib- 

eral order. Unfortunately, the discrepancy 
between appearances and substance is 
nothing new in this part of the world. Just 
as many Latin American writers have be- 
come known for a style of literature called 
magical realism, a style blending realism 
and surreal fantasy, so Latin America's 
dominant political and economic traditions 
could be described as magical liberalism- 
a highly fanciful semblance of the spare, el- 
egant system imagined by a John Locke or 
a James Madison. 

t may seem odd to say that liberalism is 
largely illusory for nations that have 
long claimed to be liberal constitu- 

tional democracies. After all, most Latin 
American states came to independence un- 
der the banner of liberalism. The debates 
that took place in the capitals of the new 
countries in the early 19th century resem- 
bled those that took place 50 years before 
in Philadelphia and Boston. The issues 
were federalism, checks on executive 
power, and the rights of citizens; and many 
Latin American constitutions were almost 
word-for-word translations of the U.S. Con- 
stitution. 

But the French Revolution and French 
thinkers-notably Jean-Jacques Rous- 
seau-had a far more decisive effect on 
Latin American liberalism than did Anglo- 
American ideas and experiences. The reli- 
gion, language, and culture of the French 
were also far more familiar to Latin Arneri- 
cans. Just as important, Latin American 
revolutions succeeded in large part be- 
cause of Napoleon's usurpation of the 
Spanish crown. The flag of the United Prov- 
inces of Central America, before that short- 
lived nation's dissolution in 1838, featured 
the red cap of the French Revolution, and 
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Mexico's liberal reforms of the 1850s were 
carried out under the influence of the 
French. 

From Rousseau and the French model, 
Latin American liberals inherited a strong 
statist orientation. While Locke and the An- 
glo-American tradition emphasized toler- 
ance, civil society, individual rights, and 
limits on central power, Rousseau (particu- 
larly as interpreted by Latin American intel- 
lectuals) tended to emphasize the subor- 
dination of all social interests to central 
authority and even, if necessary, to a power- 
ful, visionary leader. 

Accompanying this centralizing, 
authoritarian tendency was an equally pow- 
erful corporatist impulse. Perpetuating 
some of the feudal habits of the former 
Hapsburg Spanish governors, the new 
Latin nations gave certain groups-the mil- 
itary, the Catholic Church, and wealthy 
landowners-special responsibilities and 
rights, from education to a "moderating" 
role in government. 

As a political philosophy, Latin Ameri- 
can liberalism has weathered most ideolog- 
ical challenges from the Right and the Left. 
In our century, it has survived the neo-fas- 
cist governments of Juan Peron in Argen- 
tina and GetGlio Vargas in Brazil (whose 
ideological vogue ended with the defeat of 
European fascism in World War 11) and, 
more recently, a string of military dictator- 
ships that often preserved the window 
dressing of liberal constitutionalism while 
effectively crushing democracy and free en- 
terprise. There has also been the challenge 
of communism. But though communists 
took power in Nicaragua and Cuba, and 
though they created influential parties in 
most Latin American nations, Marxism-Le- 
ninism never posed a serious, hemisphere- 
wide challenge to the liberal ideal. Today, 
communists rule in only one nation, and 
there only by dint of Fidel Castro's will and 
charisma. 

c uriously-one might even say mag- 
ically-the liberal ideal in Latin 
America seems to endure precisely 

because of its lack of substance. The fact 
that liberalism's guiding principles, as en- 
coded in law, have been only feebly en- 
forced has allowed almost any travesty of 
liberalism to govern in its name. To be 
sure, liberalism admits a wide range of eco- 
nomic and political arrangements. Liberal 
nations have different electoral systems and 
vary in the degree to which their govern- 
ments feel motivated to restrict citizens' 
rights. Economic liberalism encompasses 
both John Maynard Keynes and Milton 
Friedrnan; there is room under liberalism 
for Britain's laissez-faire, Sweden's social 
democracy, Japan's government-directed 
industrial policy, and Germany's welfare 
state. 

Yet for all its latitude, liberalism is not 
broad enough to encompass many of the 
economic and political arrangements that 
have obtained throughout most of Latin 
America's modem history, from the earliest 
days of independence to the present. Even 
parties that have called themselves liberal 
have often represented anything but liberal 
principles. The Somozas, the dynasty that 
long dominated Nicaragua, called them- 
selves and their supporters the Nationalist 
Liberal Party. Argentina's liberals sup- 
ported the military coup of 1976 and de- 
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fended the juntas' terrifying record of re- 
pression. Colombia's Liberal Party comes 
closer to reflecting liberal ideals, yet for 
most of its history it has been a party of the 
wealthy, resistant to widespread political 
participation and the uniform application 
of law. 

Even more than to the French influ- 
ence, the weakness of Latin American liber- 
alism can be attributed to social and politi- 
cal conditions that predate the era of 
independence, bound up with patterns of 
governance and economics that resulted 
from the conquest and colonization of this 
part of the New World by the Spanish and 
Portuguese. Unlike the English colonizers 
to the north, the Iberian conquerors were 
more interested in extracting than in creat- 
ing wealth. Argentine writer Jacobo 
Timerman overstates the case only slightly 
when he declares that the "Spanish were 
really pirates." Latin America's colonizers 
came bearing notions of centralized author- 
ity and hierarchy that reflected the orga- 
nizational preferences of the Spanish Haps- 
burg Crown and the conservative Catholic 
Church. Great class differences resulting 
from the conquest of Indian civilizations re- 
inforced a social organization of master 
and slave as well as elite resistance to the 
idea of universal rights. Central control ex- 
ercised by colonial seats such as Lima and 
Santiago de Guatemala inhibited develop- 
ment of a civil society. Corruption further 
undermined a universal application of law. 

he corrosiveness of this colonial leg- 
acy can be demonstrated by what 
happened in those few countries 

that were less burdened by it: Chile, Uru- 
guay, and Costa Rica. The territories that 
were to become these nations had the good 
fortune to be poor and isolated at the time 
of the Spanish conquest-and to lack the 
great Indian civilizations that the Spanish 
could enslave to work on the plantations 

and in the mines. Chile was the only Span- 
ish colony that operated at a loss every year. 
Costa Rica, despite its name, had no miner- 
als, was the farthest of all Central American 
countries from the Spanish seat of govern- 
ment in Guatemala, and had a tiny indige- 
nous population. These relatively poor ter- 
ritories enjoyed the development of family 
farms, urban traders, and a capitalist bour- 
geoisie. Uruguay was colonized as a poor, 
tiny chunk of Argentina; the British split it 
from the larger country to make it a buffer 
between Argentina and Brazil. Essentially a 
city-state-today half its people live in Mon- 
tevideo-Uruguay avoided Argentina's 
gradual decline principally because of Jose 
Batlle y Ordonez, who was president from 
1903 to 1907, and again from 191 1 to 1915. 
Batlle's social-welfare policies created a 
strong middle class and contributed to de- 
cades of political harmony. The country 
maintained only a token army. 

In the early 1970s, both Chile and Urn- 
guay saw their long democratic histories in- 
terrupted by brutal military coups. But 
these dictatorships were aberrations im- 
posed on societies whose respect for law 
and civil society went far beyond the Latin 
norm. Their democracies now restored, 
they and Costa Rica have court systems that 
are fair and efficient, relatively uncorrupt 
bureaucracies (although this is less so in 
Costa Rica), and governments that protect, 
rather than violate, the rights of individuals. 

History's bequest to the rest of Latin 
America was far less kind. Most Latins can 
vote in elections every few years, but they 
must contend every day with societies 
whose basis is power, not law. The doors of 
bureaucracy close in the face of the poor; 
judges never rule against the wealthy and 
powerful; new entrepreneurs find it almost 
impossible to navigate huge bureaucracies 
and compete in a world of crony-domi- 
nated commerce. Even today, most Latin 
countries that have the formal attributes of 
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'Building the present, women create the future," declares a Chilean trade union poster. 
Such unions are a vital part of Chile's exceptionally rich civil society. 

democracies and free-market economies 
operate, just below the surface, like the 
anciens regimes of premodern Europe. 

Yet history is not an all-powerful master, 
and Latin America has not been untouched 
by events in other parts of the world. Liber- 
alism is now not only the most important 
political ideal but seemingly the only one- 
at least among the secular alternatives. As 
political scientists Larry Diamond, Juan 
Linz, and Seymour Martin Lipset note in 
Democracy in Developing Countries, Vol. 
IV, Latin America (1989), liberalism and Is- 
lamic fundamentalism are the only political 
ideologies considered legitimate by those 
who live under them. 

But other, more decisive factors lie be- 
hind Latin America's move toward genuine 
liberalization. One is a new seriousness 
about human rights. Largely because of the 
international human-rights movement (for 

whose invigoration former U.S. president 
Jimmy Carter deserves much credit), it is 
now generally conceded that human and 
political rights are fundamental require- 
ments for all societies, not just developed, 
Western countries. Every member of the 
Organization of American States (OAS) has 
signed the American Declaration of the 
Rights and Duties of Man, which parallels 
the 1948 United Nations Universal Declara- 
tion of Human Rights. If this seems unre- 
markable, one need only recall that 20 
years ago many political scientists consid- 
ered democracy incompatible with the cul- 
tures of Spain and Portugal. 

There is also a new and forceful consen- 
sus behind democratic reform and free 
elections among the regional organizations. 
Ten years ago it would have been unrealis- 
tic, to say the least, to expect the OAS to 
intervene in favor of democracy, because 
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most of its members were dictatorships. To- 
day, the OAS has a corporate interest in 
promoting democracy, and the OAS and its 
related institutions have shown a new inter- 
est in- going beyond democratic rhetoric. 
Two examples are the OAS's observer mis- 
sion to Nicaragua's 1990 elections, and the 
landmark 1988 decision of the Inter-Ameri- 
can Court of Human Rights to hold the 
Honduran government responsible for "a 
systematic policy of disappearance" in the 
case of 120 people who "disappeared" be- 
tween 1981 and 1984. The next year, the 
court ordered the government to pay com- 
pensation to the families of two victims. 

nother reason for optimism is the 
changing religious climate of Latin 
America. Michael Novak, a scholar 

of religion and philosophy at the American 
Enterprise Institute in Washington, D.C., 
points out that Rousseau's hostility to the 
Catholic Church has long been matched by 
the Latin American Catholic Church's tradi- 
tional hostility to liberal ideas. For centu- 
ries, priests saw their mission as serving 
Latin America's elites. Believing that what 
the poor needed was more charity from the 
rich, Catholic clerics counseled the dispos- 
sessed to accept their lot. Like their Spanish 
forebears, Latin America's Catholic clergy 
believed there was nothing wrong with in- 
herited wealth but found the ideas of work 
and initiative vaguely distasteful. In addi- 
tion, the Catholic tradition in Latin America 
was an undemocratic and intolerant one- 
priests in Colombia used to warn parishion- 
ers either to vote Conservative or suffer the 
pains of hell. 

Much has changed. World War I1 
largely cured the Catholic Church of its 
preference for authoritarian government, 
and in many countries throughout Latin 
America, priests have played an important 
role in protecting the rights of minorities 
and the oppressed. Shortly after Salvador 

Allende was overthrown in Chile, Cardinal 
RaGl Silva Henriquez announced that Gen- 
eral Pinochet's victims could "sleep under 
my bed, if they want to." The Chilean Cath- 
olic Church became the home of the 
Vicariat of Solidarity, which during the Pi- 
nochet regime was probably the most im- 
portant local human-rights organization in 
the world. (One exception to this trend was 
in Argentina, where the Church is so close 
to the state that the clergy draw govern- 
ment salaries. During the 1976-1983 "dirty 
war" in Argentina, all but a handful of 
priests cooperated with the military and 
turned a blind eye to repression.) 

In 1968, the Latin American Bishops' 
Conference in Medellin, Colombia, echoing 
and extending the ideas of Pope John 
XXIII, gave a new interpretation to the role 
of the Church. Peruvian priest and theolo- 
gian Gustavo Gutierrez gave the philosophy 
the name "liberation theology." Liberation 
theology made the Church more sensitive 
to the needs of the poor and more focused 
on improving this world instead of waiting 
for the next. It also discredited the old solu- 
tion of "more alms" in favor of organizing 
the poor for political participation. While 
some priests who favored liberation theol- 
ogy also endorsed socialism-in a few 
cases, such as that of the Colombian guer- 
rilla-priest Camillo Torres, they took up 
arms-today liberation theology is less rad- 
ical than it was 20 years ago, and many for- 
mer revolutionaries have turned their focus 
to more democratic political strategies. 

The surprising growth of Protestantism 
in the region has also had a liberalizing ef- 
fect. There are now about 40 million Prot- 
estants in Latin America, and in many big- 
city slums the more visible churches are no 
longer Catholic but Mormon, Adventist, 
and Pentecostal. These sects differ greatly 
from the older Protestant churches that 
were so instrumental in the economic and 
social transformation of northern Europe 
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and North America. Those churches pro- 
moted an ethic of hard work, thrift, and 
self-reliance-the "worldly asceticism" that 
Max Weber considered necessary to cap- 
italist achievement. The newer, more char- 
ismatic Protestant churches attract Latin 
converts partly by promising magical 
change. In that respect, they are closer to 
traditional Latin Catholicism than to tradi- 
tional northern Protestantism. 

Still, the Protestant churches are a lib- 
eralizing force. Economically, they stimu- 
late entrepreneurialism by requiring the 
born-again to reform their personal behav- 

intellectual life, as elsewhere, was found in 
Marxism, but during the 1970s and '80s, 
many important Latin American intellectu- 
als began to move towards social democ- 
racy and then to Lockean liberalism and 
the free-market principles of Adam Smith. 
The rightward journey of Peru's Vargas 
Llosa was not only pronounced but meticu- 
lously documented in his political novels 
and essays. 

The abandonment of Marxism is not 
only an affair of the parlor. Many left-wing 
Latin guerrilla groups have given up armed 
struggle and accepted democratic rule, no- 

ior; men, for example, are pressed to give 
up drinking and become more responsible 
fathers. Politically, these new religious 
movements have had to fight for space and 
tolerance, and to the extent they have suc- 
ceeded-and succeeded in winning toler- 
ance from the Catholic Church-they have 
helped to democratize their countries. 

Changes in the intellectual sphere are 
also important. The widespread repudia- 
tion of Marxism-Leninism in 1989 was deci- 
sive, but among intellectuals throughout 
the world the political pendulum had been 
swinging toward the right since 1968. Until 
that year, the energy in Latin American 

A Catholic priest chats with 
one of his parishoners in rural 
El Salvador. Once a predomi- 
nantly conservative force in 
Latin America, the Catholic 
Church has acquired a more 
populist orientation during re- 
cent decades. However, only a 
small number of priests etn- 
braced the radical agenda of 
"liberation theology." 

tably in Colombia and El Salvador. In other 
countries, left-wing political parties, such as 
the Chilean Socialist Party, have renounced 
Leninism and are distancing themselves 
from Marxist economics. The Chilean so- 
cialists' shift to social democracy is due not 
only to the collapse of Soviet communism 
but also to Pinochet's exiling of many so- 
cialist leaders after his 1973 coup, which 
gave them the sobering opportunity to ex- 
perience life in Moscow or East Berlin first- 
hand. Also crucial is the influence of 
Eurosocialists such as French president 
Francois Mitterand and, particularly, 
Spain's prime minister, Felipe GonzAlez, 
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men whose modem vision of socialism has 
a decidedly liberal flavor. 

Despite such encouraging develop- 
ments, i t  is hard to be sanguine about lib- 
eral democracy's future in Latin America. 
Three recent coups-successful in Haiti 
and Peru, unsuccessful in Venezuela-are 
grim reminders that elected government is 
still fragile in many Latin American nations 
and that dictatorship picks up momentum 
as it spreads. After Fujimori suspended 
Congress in Peru last April, Bolivian presi- 
dent Jaime Paz Zamora threatened simi- 
larly to "discipline" his nation's legislature. 
He was forced to back off, but the warning 
hung unpleasantly in the air. The risk of 
military uprisings looms in Brazil, Guate- 
mala, and El Salvador, and if the civilian 
leaders of Argentina and Uruguay lose their 
current popularity, those countries will also 
face serious threats to their democratic in- 
stitutions. 

he case of Peru is a sad illustration 
of how poorly democratic institu- 
tions hold up. From 1980 until 

Fujimori's self-coup, Peru passed every test 
on the checklist of formal democracy. It 
held three competitive and fair democratic 
elections. A broad spectrum of parties won 
representation in Congress. The courts 
were relatively independent of executive 
control. The press presented a wide range 
of views. The constitution, published in ev- 
ery telephone book in the country, served 
as a model statement of liberal rights. 

Yet despite these trappings, "demo- 
cratic" Peru was a profoundly illiberal soci- 
ety. There was no rule of law. The poor did 
not attempt to use the court system, be- 
cause it did them no good. The vast major- 
ity of Peruvians believed that money, not 
the strongest case, would win a judge's fa- 
vor. There were no universal norms-the 
poor, especially highland Indians, got noth- 
ing from their government: no roads, no 

schools, no health clinics-while the rich 
formed alliances with politicians to write 
laws to their liking and to ignore those that 
were not. The security forces were brutal, 
with the worst record of forced disappear- 
ances of any nation in the world, and tor- 
ture and rape of prisoners was routine. Sol- 
diers were also above the law-not one has 
ever been convicted of a human-rights vi- 
olation. Two vicious left-wing guerrilla 
groups grew in power and influence, even 
while they killed thousands of civilians. All 
of these problems are now exacerbated by 
Fujimori's censorship of the press and his 
closing of Congress, courts, and all other 
institutions that check the power of the 
president and the military. Dictatorship has 
made matters worse, but the formal institu- 
tions of democracy were clearly not 
enough. Unfortunately, Fujimori had some- 
thing of a point when he claimed that they 
were all a sham. 

Colombia is another example of a coun- 
try that has enjoyed regular elections- 
since 1958-but few of the other essentials 
of liberal democracy. Its primary problem 
is the almost complete absence of the rule 
of law. Colombia has the highest levels of 
violence in the world for a country not in- 
volved in an international war. Judges must 
go on strike each year to receive their pay; 
their office buildings are strewn with gar- 
bage because there is no money to pay for 
cleaning them. Judges receive 400,000 new 
cases each year and are able to process 
only 70,000 of them. No laboratories exist 
to examine evidence. Judges must take the 
bus to investigate crimes, even to pursue 
well-financed drug traffickers. 

The result is widespread lawlessness. 
One in 1,000 crimes is punished. "We've 
reached the point where anyone who is 
judged for a crime feels he's getting arbi- 
trary treatment," says Fernando Navas 
Talero, assistant attorney general for hu- . . 

man rights. As a result, justice has been pri- 
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cious circle-the more people exact pri- 
vate revenge, the more crimes a re  
committed, the more the climate of law- 
lessness flourishes, and the greater the 
strain on the system of justice. 

It is not just the actions-or inaction- 
of the state that block prospects for liberal 
democracy. Although the Left in many 
countries has abandoned advocacy of Le- 

peasant federations, human-rights groups, 
and other peaceful associations necessary 
to the creation of civil society. A system 
with no political space for the Left encour- 
ages armed struggle. El Salvador's leftists 
began to take up arms in the 1970s after 
decades of electoral fraud, massacres, and 
repressive measures by the country's land- 
owners shut them out of the 
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political process. In Colombia in 1990, Car- 
los Pizarro, the leader of the M-19 guerril- 
las, led his men down from the mountains 
to lay down their guns and form a political 
party, "with the charismatic Pizarro as its 
presidential candidate. He gave interviews 
praising private enterprise and criticizing 
Fidel Castro. Seven weeks after he aban- 
doned guerrilla war, for all his good-faith 
efforts, Pizarro was assassinated on a com- 
mercial airliner. Despite his legendary au- 
dacity, Pizarro had been shot only once be- 
fore in his 20-year career as a guerrilla- 
while wearing a suit during peace negotia- 
tions in Bogota. 

In short, then, a wave of elected civilian 
governments has not brought full liberal 
democracy to Latin America. Civilian gov- 
ernment is a step in the right direction, but 
it has done little for countries that histori- 
cally have lacked a truly liberal political 
culture. The same holds in the economic 
sphere: Policies that reduce government 
control of the economy have not produced 
true free-market economies. In general, the 
new policies are good ones and have im- 
proved economic health. But in most coun- 
tries, the legacy of history blocks their 
economies from freeing market forces, un- 
leashing individual entrepreneurship, and 
permitting equality of opportunity. 

The old protectionist policies had their 
intellectual underpinning in the theory of 
the center and the periphery, elaborated in 
1950 by Argentine economist Rafil 
Prebisch, then head of the United Nations 
Economic Commission for Latin America 
(ECL4). He argued that prices of goods 
manufactured by the developed nations at 
the center of the world economy would al- 
ways rise faster than those of the raw ma- 
terials exported by the Third World coun- 
tries on the periphery. As a result, Latin 
America would have to export more and 
more timber or coffee to be able to import 
autos or fertilizer. For years, the ECLA en- 

couraged Latin countries to escape this vi- 
cious cycle by manufacturing products at 
home to substitute for imports and by re- 
sisting foreign ownership of local factories 
and businesses. Prebisch's assumptions 
about commodity prices have proved cor- 
rect. But, contrary to his hopes, local indus- 
tries did not eventually become competi- 
tive, and governments did not gradually lift 
their tariff walls. Instead, locally made 
products continued to be shoddier or more 
expensive than the imported versions (and 
in some cases both: Brazil's protected com- 
puters were years behind foreign comput- 
ers and cost five times as much). Moreover, 
foreign capital stayed away, local manufac- 
turers refused to modernize, and local 
prices and wages remained wildly out of 
line with world levels. 

opulism, the other part of the statist 
economic strategy, was just as wide- 
spread in Latin America, although it 

is by no means a disease limited to the re- 
gion. Subsidies of goods and services, from 
a loaf of bread to a university education, 
were touted as ways to compensate the 
poor for miserable wages and the dispro- 
portionate power of the rich. But they were 
also designed to buy off politically influen- 
tial groups. Their high cost fueled inflation, 
and they distorted economic and social de- 
cisions-luring people to already over- 
crowded cities, for example. But govern- 
ments found themselves unable to cut 
subsidies without provoking civic unrest, or 
at the very least, political disaffection. In 
February 1989, riots broke out in Venezuela 
when subsidized bus fares went up. 

In the early 1980s, the wages of statist 
policies came due. The debt crisis and 
world-wide recession crippled Latin econo- 
mies. Blamed for recession and inflation, 
the old policies provided no antidotes to 
the recession's effects. Clearly it was time 
to try something new. 
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Pressure from international lending in- 
stitutions encouraged the move rightward. 
Governments that had borrowed heavily 
during the 1970s, when the banks were 
flush-with oil dollars, now found them- 
selves with bills they could not pay without 
fresh loans. And the World Bank, the Inter- 
national Monetary Fund, and the Inter- 
American Development Bank conditioned 
new loans on budget cuts and privatization. 

The banks' insistence upon liberaliza- 
tion was new. It resulted partly from pres- 
sure from the Reagan administration (the 
United States contributes the largest share 
of the World Bank's funds, and a U.S. citi- 
zen is guaranteed the bank's presidency) 
and partly from the new, conservative eco- 
nomic thinking that young lending-institu- 
tion employees absorbed at U.S. universi- 
ties. The influence of the new thinking 
came from within national governments as 
well. While 30 years ago economics was 
not considered a profession in Latin Amer- 
ica-bankers were simply bankers-today 
the finance ministers of most large Latin 
countries, including Pedro Aspe in Mexico 
and Alejandro Foxley in Chile, hold degrees 
in economics from U.S. universities. 

Latin American leaders learned what 
would happen if they refused to change. 
There was the calamitous example of Pe- 
ru's President Alan Garcia, who took office 
in 1985 announcing he would pay the 
banks no more than 10 percent of Peru's 
export earnings on the country's $13.7 bil- 
lion debt. The IMF placed Peru on its 
blacklist, making it ineligible for new 
loans-the only Latin country so distin- 
guished. The result was the worst eco- 
nomic decline experienced by any country 
in modem history: two-million-percent in- 
flation during Garcia's five years in office. 

Latin American leaders also learned 
from those who were early to change. In 
the mid- 1980s, both Augusto Pinochet in 
Chile and Felipe Gonzalez in Spain-one a 

right-wing military dictator, the other a 
nominal socialist-instituted liberalizing 
reforms and produced economic booms. 
With the fall of Leninism came a further 
discrediting of statist policies. Fujimori, 
Menem, Perez, Manley, and even the San- 
dinistas decided that following the dictates 
of the banks was the prudent, if painful, 
course. 

s urprisingly enough, the Reagan ad- 
ministration had little direct influ- 
ence on Latin American policymak- 

ers. Despite the claims of administration 
officials that their conservative thinking 
helped sway the Latins, their relations with 
most Latin advocates of the traditional poli- 
cies were so poor that advice from Wash- 
ington was almost enough to guarantee 
that its recipients would run in the opposite 
direction. Latin American leaders com- 
plained that Reagan administration officials 
made their prescriptions with little regard 
for the political realities of Latin America. 
The one exception was El Salvador, whose 
embrace of liberalizing reforms in the 
1980s took place because the country had 
practically become the 51st state: By the 
late 1980s, for the first time in the history of 
U.S. foreign aid, the United States was 
putting more into a foreign government's 
treasury than the recipient country itself. 

Contrary to what some Reagan adminis- 
tration officials thought, the swing right- 
ward in Latin American economic policies 
did not necessarily represent a political 
shift-not among policymakers, and cer- 
tainly not among ordinary Latin Ameri- 
cans. "No one privatized because of a firm 
commitment to the ideology," said Moises 
Naim, an executive director of the World 
Bank who administered Venezuela's auster- 
ity program of 1989. "They did it for prag- 
matic reasons. People were tired of not be- 
ing able to make a telephone call." 

Many of the Latin American leaders 

WQ AUTUMN 1992 

69 



M A G I C A L  L I B E R A L I S M  

who became reformers, such as Menem, 
Fujimori, and Perez, were left-wing ideo- 
logues until after taking office. They cam- 
paigned on a platform of firm opposition to 
reforms, then, once elected, decided re- 
forms were the only course and proceeded 
to smuggle them past the electorate early in 
the honeymoon period of their adrninistra- 
tions. Indeed, of all the Latin reformers, 
only Fernando Collor de Mello in Brazil, a 
conservative who narrowly defeated Work- 
ers Party candidate Luis Ignacio Lula da 
Silva in 1989, campaigned on a platform of 
liberal reforms-and then backtracked 
once he reached office. 

Instituted with so little public support, 
the reforms have proven difficult to sustain. 
While many ordinary Latin Americans 
knew that there was something seriously 
wrong with their countries' economies and 
endorsed the general goals of low inflation 
and economic growth, the only part of the 
reforms that they initially experienced was 
the tremendous social cost: the layoffs and 
price hikes. Many Latins believe-with 
good reason-that the reforms' benefits 
will go to society's elites, while the poor 
bear the costs. 

Even the economic miracle of Chile 
proves their point. From 1979 to 1989, ac- 
cording to the Pinochet government's own 
statistics, the proportion of national wealth 
owned by the top 20 percent of the popula- 
tion rose from 51 to 60 percent. In 1988, 
the buying power of a worker making the 
minimum wage was 25 percent less than it 
was in 1970, when socialist Salvador 
Allende became president. 

And what about more recent converts 
to liberalization? Venezuela's 1989 re- 
forms-which included the freeing of cur- 
rency exchange and interest rates, in- 
creases in electricity, water, transportation, 
and other tariffs, the elimination of subsi- 
dies to producers of flour and other basic 
goods, and the sale of state enterprises- 

brought the country 9.2-percent growth in 
199 1, the highest growth rate of any coun- 
try in the world. Yet ordinary Venezuelans 
were so disgusted with sacrifice at the bot- 
tom and corruption at the top that an at- 
tempted military coup this past February 
enjoyed widespread public support. Many 
believe it is only a matter of time before the 
soldiers try again. 

In many countries, government officials 
tried to make reform palatable by promis- 
ing medium-term growth, jobs, and pros- 
perity in exchange for immediate sacrifice, 
echoing Vargas Llosa's campaign slogan 
that with his reforms, Peru would become 
"a country of proprietors." This is typical 
political hyperbole. While reforms now 
flounder, ordinary Latin Americans feel de- 
frauded-~ well they should. The reforms 
were oversold. They have proved to be no 
more and no less than macroeconomic ad- 
justments, a rationalization of economic 
policies rather than a ticket to prosperity. 

The best illustration is Bolivia, which 
went from 8,000-percent inflation in 1985 
to a mere 16 percent in 1991. Bolivia ac- 
complished this by cutting government 
spending, devaluing the currency, freeing 
interest rates, liberalizing tariffs, and re- 
moving subsidies: in other words, by fol- 
lowing the liberal model being promoted 
throughout the world by such "shock ther- 
apy" gurus as Harvard's Jeffrey Sachs. Yet 
Bolivia remains the poorest country in 
South America, and living standards for the 
great majority have not improved. The re- 
forms have produced per-capita growth of 
one percent or less a year and very little 
foreign investment. If Bolivia is an example 
of success, what is a failure? 

In many ways, Latin America's new aus- 
terity policies are the economic equivalent 
of its regular elections. On paper there may 
be little difference between the economic 
rules of the game in Peru and in the coun- 
tries of Western Europe and North Amer- 
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ica: All respect private property, equality of 
economic opportunity, and other liberal 
economic principles. But in reality Peru 
and other Latin nations are as illiberal eco- 
nomically as they are politically. Most Latin 
American economies are characterized by 
two overwhelming-and profoundly illib- 
eral-characteristics: a justice system that 
prevents the uniform application of eco- 
nomic rules, and success that comes with 
whom you know, not what you do. 

Peruvian businessman and politician 
Hernando de Soto characterizes the eco- 
nomic system of much of Latin America 
not as capitalism but as mercantilism. Mer- 
cantilism is the product of the same lega- 
cies that shaped the continent's political 
system. In most countries (again, the for- 
mer colonies of Costa Rica, Chile, and Uru- 
guay being the exceptions), the labor force 
has consisted of landless and uneducated 
peasants who worked in mines and on 
plantations under miserable conditions. 
The colonial seats absorbed most eco- 
nomic activity and controlled the little that 
took place in the countryside. (And how 
this pattern persists: Lima during the late 
1980s gobbled up 98 percent of all new in- 
vestment in Peru!) The private sector in 
Latin America has always functioned more 
like a public sector; the state created and 
coopted businessmen, granting them privi- 
leges to keep them dependent. The same 
powerful families who ran government also 
ran, or were closely linked to those who 
ran, large business empires. They con- 
trolled government boards that marketed 
commodities abroad, and they managed 
state-owned enterprises whose inefficiency 
went unchecked. And the lack of a working 
justice system that would treat all comers 
fairly allowed corruption to thrive. 

One manifestation of mercantilism is 
excessive-indeed, absurdly excessive- 
government regulation. As de Soto con- 
vincingly argues in The Other Path (1989), 

regulations in most Latin countries are so 
burdensome that they are ignored. Enter- 
prising folk set up their businesses outside 
the "legal" state not because they wish to 
be criminals but because going through the 
necessary legal channels would cost so 
much in bribes and wasted time that it 
would be folly even to try. 

B ut overregulation is not the only 
problem. In Peru, for example, a 
small businessman with a good idea 

has virtually no chance of getting the capi- 
tal he needs to get started. His established 
competitors will obtain an unfair advantage 
by bribing government inspectors, who will 
wink at irregularities and violations of 
building-code or safety standards. The es- 
tablished entrepreneurs will have a monop- 
oly on government contracts, an important 
source of business. The newcomer cannot 
turn to a working justice system with a pre- 
dictable, universally applied set of business 
and labor laws. Indeed, our entrepreneur 
may soon give up on working hard or effi- 
ciently. He may go into the unregulated "in- 
formal" sector, or he may try to make 
money the old-fashioned way: by cultivat- 
ing close ties to people in power. 

De Soto is quite correct to point out the 
destructiveness of government overregula- 
tion. Where he is wrong-and where his 
gospel has been wrongly preached in the 
United States-is in believing that the gov- 
ernment should therefore have as small a 
role as possible. (He has said, for example, 
that he does not even believe in a mini- 
mum wage.) The problem he describes has 
little to do with the size of government. A 
big government smothers initiative through 
overregulation; a too-small one allows it to 
be devoured by predators while the state 
stands by, unwilling or unable to enforce 
rules that check abuses by the high and 
mighty. A successful liberal, capitalist econ- 
omy needs neither a particularly large nor 
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The 1990 election in Nicaragua, 
one of the most closely observed 
elections in modem history, sur- 
prised the world with its results: 
the defeat of the Sandinista presi- 
dential candidate Daniel Ortega. 

a particularly small state. It needs a strong 
state whose legitimacy rests on its ability to 
deliver basic services such as justice, edu- 
cation, and health care. In short, it needs a 
state in which all people can believe. 

Reducing government interference in 
the economy will not turn mercantilist na- 
tions into liberal states. It could, instead, 
open the way to more corruption, financial 
scandal, and exploitation of those who 
need protection that only the state can pro- 
vide, whether it is from food stands selling 
contaminated ceviche or plantation owners 
who do not pay minimum wage. Reduced 
interference could simply facilitate mer- 
cantilism, which in turn would feed opposi- 
tion to liberal reforms. 

Chile's relative success at producing 
growth, and the failure of nominally demo- 
cratic societies such as  pre-coup Peru, Bo- 
livia, Argentina, and Venezuela to match it, 
has given rise to an argument heard in- 
creasingly in Latin America-and in East- 
em Europe and the former Soviet Union- 
that dictatorship is good for the economy. 
Some elites in Peru welcomed Fujimori's 
April self-coup, saying that Peru's economy 
would improve now that Peru had a 
"Chinochet."* 

*In Peru Fujimori is dubbed "el Chino" because of his Asian 
ancestry: hence "Chinochet." 

Among its many flaws, this argument ig- 
nores the strong likelihood that Chile's 
prosperity came despite Pinochet's dictator- 
ship. Dozens of right-wing military dictators 
in Latin America have tried Pinochet-style 
policies-in the words of Uruguayan writer 
Eduardo Galeano, imprisoning people so 
prices could go free-and most met with 
economic catastrophe. Less than a decade 
before Pinochet's success, the military 
junta in Argentina failed with similar re- 
forms. The free-market "Brazilian Miracle" 
that began in 1969 and put Brazil's rate of 
growth among the world's highest col- 
lapsed by 1973. 

Indeed, Pinochet himself failed once. In 
1975, his University of Chicago-trained 
economists finally convinced him to allow 
them to begin a process of privatizing re- 
forms. After a slow start, Chile enjoyed a 
wild, five-year economic boom. Loans were 
easily available and the peso, fixed at 39 to 
the dollar, was vastly overvalued; even 
working-class Chileans bought cars, televi- 
sions, and imported Scotch; Santiago's 
streets, said one Chilean, looked like the 
duty-free zone at the Hong Kong airport. 
Chile's powerful economic groups, held by 
a small number of owners in interlocking 
networks, bought up the newly privatized 
industries, accumulating huge dollar debts 
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to finance their purchases. 
With the 1981 world recession the for- 

eign loans dried up, and with them van- 
ished the boom. The government devalued 
the peso by 75 percent in the last six 
months of the year, effectively quadrupling 
the debts of those who had borrowed dol- 
lars. The next year the gross domestic prod- 
uct fell 14 percent and unemployment 
reached 30 percent. On January, 14, 1983, 
the government announced that two im- 
portant banks and a savings-and-loan had 
gone bankrupt. Before the crisis was over, 
the government would take control of 70 
percent of the country's financial sector. 

In 1985, Heman Buchi, a young, Co- 
lumbia University-educated economist, be- 
came finance minister and began to priva- 
tize again. This time it worked. 
Circumstances played a part. The earlier 
privatizations fell victim to a world reces- 
sion, rising oil prices, and a fall in the price 
of copper, Chile's main export. The second 
time around, commodity prices were more 
favorable and the World Bank contributed 
a $750 million loan. But what Chilean 
economists consider just as important is 
that the second attempt was accomplished 
with more government regulation. New 
laws prohibited the huge concentrations of 
wealth that the first sell-offs had produced. 
Buyers' accounts were carefully inspected. 
Some protective tariffs were reintroduced. 
Workers were given the opportunity to buy 
shares in the privatized businesses. The 
state regulated capital markets, and it kept 
exchange and interest rates realistic. 
Rather than allow the private sector to as- 
sume huge dollar debts, as it had before, 
the government worked to reduce Chile's 
debt through debt-for-equity swaps. In 
short, liberalization worked the second 
time not because the nation had a strong 
dictator at its helm but because it had 
strong civic and political traditions: a sense 
of fair play among its wealthy, an efficient 

and largely uncorrupt judiciary, and re- 
spect for government and its laws. 

Far from being helpful, dictatorships 
have several qualities that interfere with 
successful liberalizing reform. One is that 
dictators are notoriously insulated from 
real information about how well policies 
work. They hear what they want to hear 
and do not welcome the free press and pan- 
oply of pressure groups that tell the govem- 
ment how it is doing. Dictatorships also 
lack a method to ensure that bad policies 
are changed. Democracies have one: vot- 
ing. The ballot may be an imperfect 
method, but it is better than anything dic- 
tatorship has yet produced. 

Indeed, it was largely the economic fail- 
ure of military governments that forced 
them to hold elections in the late 1970s and 
early 1980s in many countries, Argentina 
and Uruguay included. This is one reason 
an unprecedented wave of democratization 
in Latin America has come simultaneous 
with the worst economic decline since the 
Great Depression. When elected civilians 
took over, they were handed the bill for the 
unrestrained borrowing and ruined infra- 
structure of the dictatorships. This could 
explain why many in Latin America think 
of hard times when they think of democ- 
racy-a most unfortunate association. 

People will voluntarily make the sacri- 
fices needed for liberalizing reforms only if 
they believe in their government and its le- 
gitimacy. In Chile, for example, the demo- 
cratic government of Patricio Aylwin has 
enjoyed greater labor peace than did 
Pinochet's authoritarian regime, because 
the principal unions want Aylwin to suc- 
ceed and feel that strikes or wage demands 
might hurt the Chilean economy. There are 
few dictatorships that have enjoyed genuine 
public support of this type. Juan Peron's 
quasi-dictatorial regime in Argentina, for 
example, benefited from the fervent-in- 
deed, worshipful-backing of Argentina's 
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workers. But Peron was idolized precisely 
because he told workers they had sacrificed 
too much. His protectionist policies helped 
ruin an economy that before World War I1 
had been the fifth richest in the world. 

Under elected government, of course, 
popular groups have the power to threaten 
reforms, and public demonstrations can 
panic governments into resorting to popu- 
lism. The risk is especially great in the first 
throes of reform. But even in countries 
with powerful unions, this has not hap- 
pened. In Argentina, Menem managed to 
splinter his country's powerful, corrupt 
unions, and Bolivia's leaders found that the 
country's vocal unions, sick of hyperinfla- 
tion, in the end accepted reforms. 

In Brazil, union opposition to liberal re- 
forms was less significant in blocking them 
than was resistance from business. A few 
weeks after President Collor declared an 
end to subsidies in 1991, for example, he 
turned around and granted his country's 
sugar producers an $1 1 -billion package of 
subsidies and price supports. This excep- 
tion then produced a general clamor for 
more exceptions, and subsidies crept back 
into Collor's economic plan. 

Indeed, in most Latin American coun- 
tries, the principal obstacle to reform has 
come not from society's poor but from its 
privileged. Many Latin businessmen-from 
Brazil's food processors to Peru's tire man- 
ufacturers-owe their fortunes to protec- 
tionist policies. Not surprisingly, they 
strongly resist changes that expose them to 
international competition. Their factories 
are not efficient enough to compete; they 
may not even know how to behave in a 
modem business culture. (One New York 
investment banker who handles Latin 
America said he is occasionally offered 
bribes by Peruvian businessmen to misrep- 
resent their firms' economic health.) In the 

most backward nations, such as El Salva- 
dor, some land and factory owners shoot 
labor leaders, refuse to pay taxes, and resist 
any encroachment on the other near-abso- 
lute privileges they enjoy. They behave 
more like feudal lords or the caudillos of 
yore than bourgeois citizens. 

If Latin American countries want to em- 
ulate Chile's success with liberal econom- 
ics, it is not Pinochet's dictatorship they 
should emulate but Chile's civil society, so- 
cial consensus, rule of law, well-run public 
institutions, and strong, legitimate state. 
Capitalists may clamor for authoritarian 
pro-business policies, but capitalism's long- 
term interests are served by policies that 
are almost exactly the reverse. Instead of 
permitting landowners and businessmen to 
threaten grassroots organizations, govern- 
ments should promote unions, peasant fed- 
erations, and neighborhood associations; 
such organizations build civil society, 
deepen democracy, and give the dispos- 
sessed a stake in the system. Governments 
must encourage social pacts that wrest con- 
cessions from all sides in business and so- 
cial conflicts in return for social peace. 
Governments must collect taxes, fight cor- 
ruption, keep health clinics stocked with 
medicines and teachers in the schools, and, 
most important, build fair and efficient 
courts. This is already a daunting task for 
Latin American governments; any eco- 
nomic program that throws more hurdles 
in the way is doomed to fail. 

Successful, modern capitalism will not 
simply emerge a gleaming new edifice 
when old regulations are chipped away. An 
economically and politically liberal state 
demands not fewer rules but new rules- 
rules that apply to all, sustained not 
through violence but through the shared 
conviction that it is law, not power, that 
governs the new world. 
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