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Order of Operations: A Practical Road Map for Government Policy to Increase the Well Being of 
Citizens in South America 

By John Grill 

 

The Problem: Competing Strategies to Achieving Wellbeing 

 The purpose of public policy is to improve the welfare of citizens.  How, exactly, to do 

that is less obvious.  Development and freedom are near-universal ideals, but which government 

policies can developed countries achieve them?  This paper seeks to provide an incremental 

strategy for governments to improve the wellbeing of their citizens by examining the various 

paths taken by the countries of South America.   

This paper will propose that countries should first initiate the pro-growth policies of 

economic liberalization until a certain level of development is achieved and only then should 

these countries begin to fully democratize.  These democracies will be more stable and will 

continue the process of liberalization.  The countries of South America show both the 

effectiveness of this pattern and the ineffectiveness of the reverse pattern.  This recommendation 

will be supported by reviewing the theoretical literature, analyzing comparative indicators, and 

examining detailed case studies.   

 

Step 1: Economic Freedom 

Liberalization and Growth 
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 The most straightforward argument for embracing economic freedom before political 

freedom is the example set by already successful countries.  One of the most recognizable 

features of all of the most economically developed countries is the extent to which they have 

embraced policies of liberalization.  The socialized aspects of even the most restricted of the 

Organization for Economic Cooperation and Development economies are mere modifications on 

what is fundamentally a market capitalism driven order.  Economic freedom not only sustains 

these high levels of development, they were also part of the base cause.  Western European 

countries developed first and only gradually embraced democracy and civil rights.  This can also 

be seen in the more recent cases where poorer countries have ascended to relative affluence.  The 

East Asian tiger economies that include South Korea, Taiwan, and Singapore, achieved their 

remarkable feats of growth through a conversion to market oriented policies while still 

authoritarian politically.   

 The academic literature is almost unanimous in agreement that economic freedom spurs 

development.  This theory is strongly backed by empirical studies of actual countries.  Li and 

Xi(2007) show that economic freedom had a statistically significant positive effect on income 

convergence for seven East Asian countries.1  The mechanics of this relationship are also 

straightforward.  Economic freedom minimizes government intrusions into the economy which 

in turn minimizes the opportunities for corruption and rent seeking, thereby improving 

governance.  This inverse relationship between economic freedom and corruption is born out by 

empirical analysis.  Pei showed that “a unit of economic freedom has about three times the effect 

                                                           
1  Li, H. and Xu, Z. Economic convergence in seven Asian economies. Review of Development Economic, 11, 531-
549.  2007 
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on [a corruption perception index] as a unit increase in political freedom.”2  The mechanism by 

which this occurs is not difficult to see: the fewer regulations there are, the fewer opportunities to 

extract bribes or exert influence.  Economic freedom also promotes growth by promoting the 

efficient distribution of resources within a society.3  The pricing mechanism has a much better 

track record of finding the most efficient use of scare resources than central planning.  Those 

countries with the highest level of human development are also the countries with the highest 

“ease of business” rankings; that is, the countries where it is easiest to start a business, hire and 

fire workers, enforce contracts, get credit, and close a business.  The imperative for reform in this 

area is shown by the fact that even developed countries with reputations for notoriously heavy 

business regulation such as Sweden and France still score quite high when compared to less 

developed countries.  Sweden ranks 17th and France ranks 31st compared to Chile’s ranking of 

40th, Argentina’s of 113th, and Venezuela’s of 174th.  Thus, while the variation among the most 

developed countries is noticeable, it is rather small when compared with the variation among less 

developed countries, much less between less developed and developed countries. 

                                                           
2  Minxin Pei, “Economic Institutions, Democracy, and Development,” Carnegie World Bank Conference on 

Democracy, Market Economy, and Development.  February 1999. 
http://www.carnegieendowment.org/publications/index.cfm?fa=view&id=66 
3 Abdiweli M. Ali and W. Mark Crain.  Institutional Distortions, Economic Freedom, and Growth. Cato Journal 
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Figure 1: The relationship between the Ease of Doing Business and HDI4 

Remarkably, economic growth driven by greater economic freedom will in turn spur 

further momentum in the society for even more economic freedom.  As the population becomes 

more economically secure, its perspective changes from that of demanding government 

protection from economic forces to demanding more access to the opportunity presented by 

those forces.  Thus, they will increasingly pressure the government to eliminate barriers to 

entrepreneurship and pursue other policies that allow greater individual economic choice.  The 

growing appetites of the more prosperous citizens also pressure the country to reduce trade 

barriers as the desires of the people outgrow the capacity of the country to satisfy them without 

trade.  These pressures for reform need not be strictly electoral in nature; they exist even in non-

                                                           
4 The World Bank.  “Doing Business in 2005: Removing Barriers to Growth.”  
http://rru.worldbank.org/Documents/DoingBusiness/DB-2005-Overview.pdf 
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democratic societies such as China.  Thus, liberalization and growth can create a positive 

feedback loop.  

 

Growing into Democracy? 

 Liberalization causes growth which causes demand for democratization and political 

freedom.  Development has been shown to increase the tendency towards democracy as well as 

the durability of democracies once they are established.5  Thus, pro-growth policies will make a 

society more fertile ground for democracy, though democratization is by no means inevitable.   

 There are several mechanisms by which economic growth should theoretically tend a 

society toward greater political rights and civil liberties.  First, growth will create a larger middle 

class that will become more self-aware and will try to have its increasing interests in the 

economic sphere safeguarded by official policy, thus a great pressure to influence the engines of 

policy. 

 On the other hand, growth does not always lead to democracy.  Societies such as 

Singapore that have grown through economic freedoms can remain content without developing 

further political freedoms or civil liberties. Interest groups who initially rise to the top under 

economic freedom can collude amongst themselves to distort both the market and the 

government for their own gain, thus stymieing not only growth but also the development of real 

political freedom in nominally democratic systems.  

                                                           
5 Minxin Pei, “Economic Institutions, Democracy, and Development,” Carnegie World Bank Conference on 

Democracy, Market Economy, and Development.  February 1999. 
http://www.carnegieendowment.org/publications/index.cfm?fa=view&id=66 
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The Case of Democracy 

Democracy and Growth  

In addition to liberal economic policies, another characteristic that developed countries 

overwhelmingly share is a democratic political order.  Therefore, it may seem logical for less 

developed nations to imitate more successful countries by seeking to democratize.  The 

theoretical and empirical relationship between political rights and freedoms on the one hand and 

growth on the other is mixed at best and much more complicated. 

 When discussing potentially loaded terms such as “political freedom” or “democracy,” it 

is important to define what is meant.  This paper will use the Freedom House definitions that 

emphasize both the aspects of political choice and civil liberties.  This paper uses the two terms 

more or less interchangeably and thus democracy as discussed here is more than just free 

elections.   

 Theoretical proponents of democratization as a growth strategy argue that democracy 

allows for a country's population to act as a check on their leaders, thus ensuring that policy and 

government institutions reflect the will of the people.  Democracies supposedly reduce the 

amount of rent extraction by officials by making them more accountable and subject to removal. 

 The evidence, however, suggests that democracy does not have this simple, direct effect. 

Most studies show no statistically significant relationship between democracy and growth.  

There is strong evidence, however, that the effects of democracy on growth are dependent on the 
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subject country’s existing development level.  Young democracies in less developed countries 

have been shown to score poorly on governance indicators such as corruption perceptions, and 

this lack of solid governance hampers growth.6  Political freedom has indeed been shown to 

promote economic growth among OECD countries, but in fact the opposite relationship can be 

found for the poorer, non-OECD countries.7   

Furthermore, the stability of democracies is very much dependent on the development 

level of a country.  The life expectancy of a democracy when per capita income is $1,000 is just 

8 years.  Democracies only attain immortality when per capita income rises above $6,000.8  

Thus, while democracy can help an already developed country grow, it is not a viable strategy to 

promote growth in a non-developed country.   

 

Political Obstacles to Liberalization under Democracy 

 Despite the proven development benefits of increased economic freedom, such policies 

may seem politically undesirable, and thus less likely under a more democratic system.  The 

transition from a more protected, government-heavy economy to a more liberalized economy 

will invariably involve real pain to citizens who have grown dependent upon the government.  

These people are not likely to support a political party that advocates such austere measures, and 

thus a democratic system is less likely to take on significant economic reform.  Furthermore, 

while the benefits of economic freedom are known among the elite and well-educated there 
                                                           
6  Minxin Pei, “Economic Institutions, Democracy, and Development,” Carnegie World Bank Conference on 

Democracy, Market Economy, and Development.  February 1999. 
7  Zhenhui Xu and Haizheng Li.  Political Freedom, Economic Freedom, and Income Convergence: Do Stages of 
Economic Development Matter?  Pg. 202 
8  Przeworski and Limongi. Political Regimes and Economic Growth. 
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remains substantial doubt among the uneducated majority of people in undeveloped countries 

about the true efficacy of liberalization.  This doubt will likely make the proponents of reform a 

small minority of the electorate, thereby diluting the pressure for change. 

 Under nominal democracy, though, even the elites may use the system to resist 

liberalization.  The rise of powerful distributional coalitions can use democratic institutions to 

redistribute wealth from the system or from the frustrated majority to the powerful elite.  This 

rent seeking behavior, made easier in less developed countries by democracy, retards growth.  

Northern India has seen this first hand as a significant number of the elected politicians are in 

fact crime bosses.9  These bosses win office through their superior financial and organizational 

resources and then use their official power to erode the independence of the police and courts.  

They leech resources from the national system in order to deliver patronage to the narrow section 

that keeps them elected, weighing down growth.  Thus, democratizing before growing can be 

very problematic.   

Again, political freedom has a statistically significant negative relationship with growth 

in non-OECD countries but a statistically significant positive relationship with OECD(i.e. 

developed) countries.10  Thus, it is important to get the ordering of policies correct: economic 

freedom which leads to growth which allows democracy to properly function. 

 

Measuring Economic and Political Freedom 

                                                           
9 Bardhan, Pranab.  “Democracy and Development: A Complex Relationship.” Pg. 6-7 
10 Zhenhui Xu and Haizheng Li.  Political Freedom, Economic Freedom, and Income Convergence: Do Stages of 
Economic Development Matter?  Pg. 202 
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The Use of Indices 

 Both economic and political freedom are terms that, though they make some intuitive 

sense to most people, are difficult to measure quantitatively.  There are, however, a series of 

indicators that attempt to measure the level of freedom in different countries as well as the 

relative rank of different countries.  The economic indicators attempt to approximate the level of 

freedom by measuring specific policy choices which can be directly measured.   

These indicators are subject to numerous difficulties.  They are only indirect measures, 

the data they are based upon may be unreliable or difficult to obtain, and they may be biased by 

the conscious or unconscious ideological motives of the organization that compiles them.  Many 

of the indicators I have included are produced by conservative organizations; there are 

comparatively few left-of-center organizations producing similar indices, and so balancing is 

difficult.  Furthermore, any normative judgment on a policy will necessarily have ideological 

assumptions built in.  This paper does not attempt to discuss the ideological merits of economic 

and political freedom as defined in the indicators. 

Despite these problems, the indicators do provide useful information and do correspond 

to “common sense” perceptions of the countries they attempt to describe.  In order to mitigate the 

potential distortions of any one indicator, a basket of indicators is used here to corroborate the 

conclusions arrived at in this paper by the main liberalization and democratization indicators. 

 

Economic Liberalization Indicators 
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 Measuring economic freedom is just as difficult as measuring citizen wellbeing and 

political freedom.  Furthermore, “economic freedom” is a very value-laden term.  What 

constitutes “free” and whether or not what is called “free” is necessarily good are active debates, 

though they will not be resolved in this paper.   

 The “Economic Freedom of the World Index is compiled by the Fraser Institute, a 

conservative, respected Canadian think tank.  The key advantage of this index is that it has a long 

time series of country data to draw upon, which allows for policy analysis over time.  The Fraser 

Institute’s ideological definition of economic freedom is stated as: 

Individuals have economic freedom when property they acquire without the use of force, 
fraud, or theft is protected from physical invasions by others and they are free to use, 
exchange, or give their property as long as their actions do not violate the identical rights 
of others. An index of economic freedom should measure the extent to which rightly 
acquired property is protected and individuals are engaged in voluntary transactions.11 

More specifically, the index measures: 

 • Size of Government: Expenditures, Taxes, and Enterprises; 
 • Legal Structure and Security of Property Rights; 

• Access to “Sound Money” (measured here as low money growth, low inflation, and the 
right to own foreign currency bank accounts); 

 • Freedom to Trade Internationally; and 
 • Regulation of Credit, Labor, and Business. 

 

Agreement across indicators 

Index of Economic Freedom (Wall Street Journal and Heritage Foundation) 

Country WSJ-

Heritage
12

 

Fraser 

                                                           
11  James Gwartney and Robert Lawson et al., “Economic Freedom of the World: 1996 Annual Report” 
12  “2009 Index of Economic Freedom.”  Wall Street Journal & Heritage Foundation 
http://www.heritage.org/Index/Explore.aspx 
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Uruguay  7.99 6.91 
Chile 7.78 7.93 
Brazil 6.17 6.03 
Peru 6.13 6.87 

Colombia 5.96 5.44 
Bolivia 5.84 6.44 

Paraguay  5.34 6.17 
Argentina 5.17 5.62 
Ecuador 5.29 5.59 

Venezuela  0.10 4.56 
Figure 3: A 2005 comparison of economic freedom scores given by two different indicators. 

The World Bank’s “Ease of Doing Business Index” is another measure that attempts to 

compare countries based on the freedom given to businesses.13  This indicator is not suitable for 

time series comparisons since it is relatively new and only reports its results in the form of 

rankings relative to other countries, not as a value on a fixed scale.  Without a scale value, it is 

impossible to see if a country is making absolute progress, only if it is improving vis–à–vis other 

countries.  Still, as with the Index of Economic Freedom, the Ease of Doing Business Index can 

be used to corroborate the findings of the Fraser data.  Since the Ease of Doing Business Index 

measures some different specific policies and includes more countries than does the Economic 

Freedom of the World Index, a direct comparison would be problematic.  However, the general 

order and rank of countries is very similar.  Chile scores at the top of South American countries 

in both with Peru and Uruguay following, and both have Venezuela at the bottom.  The main 

difference between the two is Colombia, which ranks highly on the Ease of Doing Business 

Index but poorly on the Fraser index.  As will be explained in the case studies, this can be 

explained by the fact that Colombia scores very poorly on certain sub-indicators such as size of 

government that are part of the Fraser index but not the World Bank index.  Overall, however, 

                                                           
13 “Ease of Doing Business.”  World Bank http://www.doingbusiness.org/EconomyRankings/ 
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the two indexes are in broad agreement. 

 

Democracy Indicators 

The exact definition and normative character of “political freedom” is, naturally, a very 

political topic.  The index used in this paper to measure political freedom is the “Freedom in the 

World” index which is compiled by Freedom House, an American think tank.  Freedom House is 

non-partisan and has Republicans, Democrats, and independents on its board.  It does, however, 

receive substantial funding from the U.S. Agency for International Development(USAID) and 

thus open to criticism that its ratings are biased: disproportionately critical of countries opposed 

to U.S. interests while being disproportionately lenient to countries allied with the U.S.  This 

criticism has been voiced by left-leaning social scientists and by countries that are criticized by 

Freedom House such as Cuba and Russia.  This paper accepts that pure objectivity is 

unattainable in such social science research, but that the Freedom House data are largely sound. 

Freedom in the World contains within it two indicators: Political Rights and Civil 

Liberties.  Thus, this index recognizes that there is more to democracy than just elections; to 

qualify as “free” a country must also have a commitment to other liberal policies.  The political 

rights index is composed of these subcategories:   

• Electoral process 
• Political pluralism and participation 
• Functioning of government 

The Civil Liberties index differs in that it rates the characteristics of a liberal society, 

rather than the political institutions.  The Civil Liberties index consists of these subcategories: 
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• Freedom of expression and belief  
• Associational and organizational rights  
• Rule of law 
• Personal autonomy and individual rights 

  The policies that the index assesses in its rankings are derived in large measure from the 

Universal Declaration of Human Rights.  Using this relatively uncontroversial and universal 

standard limits somewhat the ideological bias of involved in selecting which policies to include 

and which to exclude.   

Freedom House presents both its indexes on a 7-point grading scale that is descending 

rather than ascending as the other indicators do.  This means that countries with lower scores are 

assessed as free, countries with middling scores are partly free, and countries with high scores 

are labeled not free.  To simplify comparison between the Freedom House data with the other 

indicators used in this paper, the Political Rights and Civil Liberties indices have been converted 

to a 10-point, ascending scale.  This was done by first inverting the scores so that 1 became 7, 2 

became 6, and so on.  Next, the numbers were converted into a 10 point scale by applying the 

following formula: (9/6)*(x - 1) + 1, where x equals the score in question.  Table 1 below shows 

the corresponding changes: 

Classification Original Converted 

Most Free 1 10.0 

 2 8.5 

 3 7.0 

 4 5.5 

 5 4.0 

 6 2.5 
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Least Free 7 1.00 

 
Figure 4: The conversion of Freedom in the World data to match the 1 through 10 scale used by the other indexes in 

this paper 
 

 The Freedom House data is especially useful because of its rigor and its lengthy time 

series.  Though there are no similar long-term indexes to compare the Freedom in the World 

Index through its whole lifespan, there are several indexes with more recent years which allow 

comparison.  The Democracy Index, for example, which is produced by The Economist 

magazine, ranks countries on their overall level of democratization, which includes a civil 

liberties category.  Though the Democracy Index and Freedom in the World have some 

differences in methodology and focus, they come to remarkably similar results.  Figure 2(below) 

compares the values given by the two indexes in 2008.  Uruguay and Chile are the highest 

ranked South American countries on both lists, followed by Brazil and Argentina, and on.  The 

fact that these rankings agree so much gives credibility to the Freedom House data for years not 

covered by other indexes. 

 The Economist
14

 Freedom House 

Country Rank Overall Score Civil Liberties Political Rights Civil Liberties 

Uruguay 23 8.08 9.71 10.0 10.0 

Chile 32 7.89 9.71 10.0 10.0 

Brazil 41 7.38 9.41 8.5 8.5 

Argentina 56 6.63 8.24 8.5 8.5 

Colombia 60 6.54 8.82 7.0 5.5 

Paraguay 66 6.4 8.24 7.0 7.0 

Peru 70 6.31 7.94 8.5 7.0 

                                                           
14 The Economist. “The Economist Intelligence Unit’s Index of Democracy” 
2008http://graphics.eiu.com/PDF/Democracy%20Index%202008.pdf 
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Bolivia 75 6.15 7.94 7.0 7.0 

Ecuador 88 5.64 7.94 7.0 7.0 

Venezuela 95 5.34 5.88 5.5 5.5 

 
Figure 5: A comparison of the 2008 democracy scores in the Democracy Index and Freedom in the World 

 

Wellbeing Indicators 

“People are the real wealth of nations.”15 

  

 Measuring human well-being is an inherently subjective task.  No two cultures, much less 

people, are exactly alike in their definition of wellbeing.  Even if such a standard definition 

existed, it would be impossible to objectively measure each subject on a globally uniform scale.  

Therefore, any attempt to measure wellbeing must use proxy variables.  This paper uses the 

United Nations Development Program’s Human Development Index as its proxy for human well-

being because, despite its simple formula, it manages to include a wide array of important 

societal benchmarks.  This index combines national measurements in three broad criteria—life 

expectancy at birth, knowledge and education, and standard of living—to determine the level of 

a country’s human development.  The three subcategories are weighted equally as they are 

accorded equal importance.  Though one could argue for the inclusion of other subcategories, the 

HDI as it currently exists does correlate relatively closely with other methods of measurement 

such as GDP per capita.16  The three broad categories of health, education, and income contain 

within them much explanatory value that would not be substantially increased by adding 
                                                           
15 “Human Development Report 2006” pg. 263. http://hdr.undp.org/en/media/thestateofhumandevelopment.pdf 
16  “Alternative Measures of Well-being” By Romina Boarini, Åsa Johansson and Marco Mira d’Ercole, OECD, 
http://www.olis.oecd.org/olis/2006doc.nsf/LinkTo/NT00000B2A/$FILE/JT00200315.PDF 
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additional complexity to the model.  Changing the weighting of the three categories to something 

other than equality is not necessary.   

The nature of the data generated in this work suggests that alternative HDIs with different 
coefficients provided a better goodness-of-fit to these datasets when compared to the 
current HDI which attaches equal weights to life expectancy, education and GDP. 
However, attaching such equal weights implies only one parameter compared to three 
parameters if the weights associated with life expectancy, education and GDP are 
differentiated. Statistics rooted in Information Theory suggest that, even if the true 
weights are significantly different from each other, there is a lack of justification for 
acknowledging this in the functional form of the HDI, not least because the three 
variables (indicators) which constitute the HDI are collinear. Put differently, although the 
sensitivity of composite indicator outputs to different changes associated with the 
construction of such indicators has been examined previously (e.g. Morse, 2003; Nardo et 
al., 2005a; Nardo, Saisana, Saltelli, Tarantola, Hoffman, & Giovannini, 2005b) the work 
presented here goes further by illustrating that if such changes increase the complexity of 
the indicator under consideration then the additional assumptions this brings forth may 
not be parsimonious relative to simpler alternatives.17 

The HDI is a better measure of development than the commonly used GDP per capita 

because the index attempts to measure the stock development level of a state’s people, not just a 

state’s income flow.  The creators of the HDI believed that underdevelopment was more than just 

a lack of income, it was more precisely a lack of certain basic capabilities.18  GDP per capita 

only measures the value of all final goods and services produced in a country in a year divided 

by the number of citizens, which can mask an undeveloped population if one industry has a 

hegemonic share of the country’s income while employing a relatively small number of the 

country’s people.  The Persian Gulf countries are an example of states that have very high GDP 

per capita levels because of their enormous petroleum sales, but these countries have not used 

this wealth to transform their societies for the development of their people.  Indeed, the first few 

                                                           
17  Stapleton, Lee M.; Garrod, Guy D.  “Keeping things simple: why the Human Development Index should not 
diverge from its equal weights assumption” Springer Science+Business Media B.V. 2007 
18  “The Human Development Index and Changes in Standards of Living: Some Historical Comparisons.”  N. F. R. 
Crafts. Cambridge University Press.  London: 1997. 
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years of petroleum extraction saw a huge spike in the GDP per capita of these countries even 

though the people were virtually the same as they were before production began.  With the HDI, 

growth can only occur slowly as real changes occur in the population: more people become 

educated or decades’ old advances in health begin to show up in life expectancies.  For the 

Persian Gulf countries, once the oil runs out or once the world’s demand for oil drops, the GDP 

per capita of these countries will collapse and the “true” level of their development will become 

apparent as they will not be able to transition into some other high income activity in the short or 

even medium-term.  Thus a country like Bahrain can have almost twice the GDP per capita of a 

country like Uruguay, but have almost identical HDI scores.  Uruguay has invested more into its 

people, and they are consequently better educated and healthier despite being relatively poorer. 

 

Figure 6: Uruguay and Bahrain, HDI vs. GDP per capita19 

As with the Freedom House political index and the Fraser Institute Economic index, the 
                                                           
19  “How HDI Relates to GDP” United Nations Development Program http://hdr.undp.org/external/flash/hdi_gdp/ 
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Human Development Index has some practical advantages over other alternative indexes, such as 

the advantage of a very long history.  This means that meaningful longitudinal studies are 

possible with HDI, whereas they are not for other alternative measures of well-being.  The data 

are compiled so that a state’s HDI can be compared against that of other states, as well as with its 

self over time.  The HDI also has the weight of the United Nations behind it, ensuring a robust 

collection of data.  Life expectancy and primary school enrollment are fairly standard concepts, 

the measurement of which should be fairly standardize throughout the world(again, as much so 

as any measure can be).   

 

South America: The Context 

History 

 The foundation of modern South America was laid when the former Spanish and 

Portuguese possessions that controlled the vast majority the continent gained independence 

between 1804 and 1824.  The Spanish territories gained independence through wars of 

independence, most of which were led by Simon Bolivar of Venezuela and Jose de San Martin of 

Argentina.  There were attempts to create a unified country out of the former Spanish dominions, 

but this effort soon collapsed and the continent became divided into roughly the same countries 

that exist today, though with some shifting of borders.   

Economically, the newly independent countries of South America were undeveloped and 

retained many of the colonial relations between a small, rich elite and a large, poor underclass.  

The extraction and export of raw materials was by far the leading economic activity outside of 
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subsistence agriculture. 

 The governments of these countries were mostly republics in name only, far from the 

modern notion of democracy.  Voting rights were limited to the landed elite.  Political instability 

and coups were common up to and including the post-World War II era.  During the Cold War, 

many dictatorships, supported by the United States emerged but all have since moved eventually 

to democratic systems. 

The small entities of Suriname, Guyana, and French Guyana will not be analyzed here 

because ethnically, linguistically, and historically, they better resemble the West Indies states in 

the Caribbean than they do the rest of Latin-based South America.  These three also followed a 

very different political path with Guyana not gaining independence from the United Kingdom 

until 1966 and Suriname from the Netherlands in 1975.  French Guiana remains part of France to 

this day, using the Euro currency and receiving French transfer payments. 

 

Diversity 

There exists substantial diversity within continent.  Racially, the countries vary from 

nearly all white, such as Argentina and Uruguay to largely mestizo(mixed European and Native 

American) such as Chile, to majority Native American, such as Bolivia.  The descendents of 

African slaves make up a significant portion of the populations of some countries, such as Brazil, 

while being almost completely absent in other countries, such as Argentina.  These differences in 

racial composition correspond to a diversity of cultures and languages beyond the shared 

Catholic Spanish and Portuguese heritage shared by almost all South American countries.  The 
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continent contains a vast array of different climates and biomes, from the tropical rainforests of 

the Amazon to the peaks of the Andes.  These differences correspond to a diversity in natural 

resource deposits between countries and a diversity of economic and social lifestyles.  All this 

diversity will have an impact on the development and wellbeing of each country and complicate 

any cross-country comparisons. 

Economic and political variations are even greater.  Chile is currently the most developed 

South American country with a Human Development Index score of 0.874 and a GDP per 

capita(PPP) of $15,40020 in 2008.  Income inequality varied significantly in 2005 from relatively 

high inequality in Bolivia, which had a Gini Index score of 60.1 in 2007, to Uruguay, which 

scored 44.921. 

 

Liberalization, Democracy, and Wellbeing: What the Data Say 

South America: General Trends 

HDI 

South America grew steadily more developed, as measured by the U.N.’s Human 

Development Index during the period of study, 1975-2005.  The average HDI score for the 

continent improved from 0.677 in 1975 to 0.792 in 2005.  The progress was unbroken, with each 

5-year mark higher than the preceding one.  The continent saw its highest unit increases between 

1975 and 1980, and during the decade of the 1990s.  

                                                           
20 CIA World Factbook, https://www.cia.gov/library/publications/the-world-factbook/geos/ci.html 
21 Human Development Report 2007, United Nations Development Program, http://hdrstats.undp.org 
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Figure 7: Average HDI level for South America 

In 1975, no country on the continent was ranked in the “high human development” 

category which is defined as having an HDI score of 0.8 or higher(though Argentina was close at 

0.790).  By 2005, four South American countries were counted among this exclusive group(from 

highest score to lowest): Argentina(0.869), Chile(0.867), Uruguay(0.852), and Brazil(0.800).  

The Latin American and Caribbean region, of which South America is a part, compares 

relatively favorably to many other regions of the world in HDI level.  In fact, Latin America out 

performs all other regions(as grouped by the UN Development Program) except two: the OECD 

countries and the European & CIS countries(most former Soviet republics).  Latin America is far 

above sub-Saharan Africa and South Asia, and even outranks East Asia. 
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Figure 8: Latin America’s HDI over time relative to other regions 

 While Latin America’s HDI has grown between 1975 and 2005, its rate of HDI growth is 

less than that of other regions.  East Asia in particular has dramatically outgrown Latin America 

during this time.   

 

Political Freedom 

Like HDI, political freedom has steadily increased between 1975 and 2005 in South 

America.  In 1975, the continent’s average score on Freedom House’s political rights indictor 

was 4.60.  By 2005, that score had risen significantly to 7.90.  The continent’s average score on 

Freedom House’s civil liberties index began at 5.20, compared with 7.75 in 2005.  The decade of 
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the 1980s saw the most dramatic rise in the average score of both indicators as multiple 

dictatorships fell and were replaced by democracies.  During the decade, the political rights 

index rose from 5.50 to 8.35, and the civil liberties index rose from 5.80 to 7.15.   

 

Political Rights  

The Political Rights index saw great movement during the initial years of the study 

period, with almost all countries swiftly transitioning from authoritarian regimes to democracies.  

In 1975, four countries were in Freedom House’s Not Free category: Chile(1.0), Ecuador(1.0), 

Bolivia(2.5), and Peru(2.5).  By contrast, in 2005 there were no “Not Free” countries in South 

America and only 5 were listed as “Partly Free,” with the rest scoring within the “Free” category.  

Chile registered the largest shift in both categories.  On the political rights indicator, it swung 

from the absolute worst score of 1.0 in 1975 to the absolute best score of 10.0 in 2005.  Only two 

countries saw a decrease in restrictions on political rights: Colombia(from 8.5 to 7.0) and 

Venezuela(from 8.5 to 5.5).   

Civil Liberties 

 The Civil Liberties index was not as volatile as the Political Rights index, but it saw the 

same general trends from less free to more free.  Once again, Chile saw the greatest shift going 

from a score of 4.0 in 1975 to a score of 10.0 in 2005.  Chile and Uruguay are the only two 

countries in South America to register a score of 10.0 in both Political Rights and Civil Liberties 

indices in 2005. 
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Figure 9: Average Political Freedom scores for South America 

 

Economic Freedom 

 Like HDI and political freedom, average economic freedom increased in South America 

between 1975 and 2005.  The rise in economic freedom, however, was much bumpier.  Between 

1975 and 1985, economic freedom oscillated gently, and was in fact down slightly from 5.06 to 

4.70.  Then, from 1985 through 2000, an unbroken increase in average economic freedom left the 

indicator at 6.21.  The five subsequent years have seen a slight drop in economic freedom(to 

6.03) as more socialist oriented governments have won at the polls in many South American 

countries.  
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 Individual countries have seen just as much volatility in their economic freedom scores as 

they saw in their political freedom scores as different regimes with different priorities replace 

each other suddenly.  Chile once again scores the largest freedom increase, improving its Fraser 

score from 3.91 in 1975 to 7.93.  Venezuela saw the largest decline in economic freedom, 

dropping 1.24 points between 1975 and 2005, with 0.95 of that drop occurring between 2000 and 

2005, the time Hugo Chavez has been in power.  Other countries, such as Colombia saw very 

little variation, ending the period only 0.44 higher than where it began and never fluctuating 

more than 0.50 from its mean. 

 

Figure 10: Average Economic Freedom scores for South America 

 

South American Policy Case Studies 
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Chile 

 
Figure 11: The Policy Trends in Chile compared to HDI, 1975-2005 

 

No other South American country has made a more complete transformation in recent 

decades than has Chile.  In 1975, the country was known for its harsh military rule.  General 

Augusto Pinochet had seized power in a U.S.-supported coup from the democratically elected 

president, Salvador Allende.   

Starting in the mid-1930s and increasingly until the mid-1970s, successive governments 
strengthened their role in resource allocation and property, broadened market 
interventions, expanded social policies and government transfers, and engaged in largely 
destabilizing macroeconomic policies. After a short period of high growth that 
characterized the post-Depression recovery, average per capita growth attained just 1.4% 
between 1938 and 1973.22   

A self-proclaimed Marxist, Allende had instituted popular policies that went even further than 

                                                           
22  Klaus Schmidt-Hebbel, “Chile’s Economic Growth.” Cuadernos de Economía, VOL. 43 (May), PP. 5-48, 2006. 
Pg 9 
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these traditional Chilean policies that restricted economic freedom.  He advocated radical wealth 

redistribution and a further increase government planning into the economic sphere.  Though 

popular at first, these policies had by 1973 created economic turmoil and an inflationary spiral.  

The military government not only reversed Allende’s economic policies, but pursued a broad 

liberalizing agenda that reduced government’s role in the economy and opened the country up to 

trade and foreign investment.  The economic results were swift and positive.  When, in 1990 

Chile transitioned back towards a participatory and liberal democracy, the newly elected 

government opted to maintain the general focus of Pinochet’s economic policies, thus resisting 

the temptation to clamp down on economic freedom.  The result is a country that has the best of 

all three worlds: high levels of economic and political freedom which has allowed a flourishing 

of human development.  
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Figure 12: Chile’s HDI over time in context 

 Chile’s advancement in HDI has been strong from 1975, well outpacing the Latin 

American average.  The country began the study period with an average HDI rating for Latin 

America, but by 2006, it had surpassed Argentina as the most developed Latin American country.  

This development has come as the government has invested wisely in physical and human 

infrastructure.  The democratically elected socialist governments of recent years have stepped up 

social safety nets and investments in the populace.  Thus, even though personal income in Chile 

is relatively modest on a global scale, with a PPP GDP per capita only at around $11,000, the 

wellbeing of the country’s people matches that of other, much wealthier states.  As measured by 

the HDI, Chile’s development is equal to that of Bahrain, a wealthy Persian Gulf state with 

almost twice the PPP GDP per capita as Chile($21,482 to $12,027).  This is possible because 

Chile exceeds Bahrain in both life expectancy(78.3 to 75.2 years) and in adult literacy(95.7% to 

86.5%).23   

                                                           
23 2007/2008 Human Development Report – Chile “The Human Development Index - going beyond income” 
http://hdrstats.undp.org/countries/country_fact_sheets/cty_fs_CHL.html 
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Figure 13: Chile’s relative development, GDP per capita vs. HDI 
 

Other Possible Explanations of Chile’s Success  

Many factors affect a country’s economic performance, and some may be tempted to 

write-off Chile’s success as not a result of policy but rather the result of favorable resource or 

demographic characteristics.  Can Chile’s lessons be applied to other countries with perhaps very 

different characteristics? 

 Race is always an important issue in South America.  Chile’s racial mix is quite different 

from many of the other states on the continent, so can it really represent a viable model to those 

other states?  Unlike neighboring Argentina, the population of Chile is not predominantly of 

European descent(i.e. white), but rather mestizos(mixed white and Amerindian) make up 

approximately 65% of the population.  Whites make up another 30% with Amerindians 
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accounting for almost all of the rest of the population.24  Thus, Chile’s racial experience with 

regard to the economically corrosive effects of colonization is just as real as many other portions 

of South America.  Chile does benefit, however, from far less tension and inequality among its 

various racial groups than many other South American countries, though expanded political and 

economic freedom has contributed to this fact rather than detracting from it. 

Chile does have the fortune to be blessed with substantial copper reserves.  Chile makes 

up a staggering one third of the total copper trade which is controlled by its state-owned copper 

company.  Recent spikes in copper prices have greatly benefited both the government and the 

people of Chile.  But copper is not the sum total of Chile’s export market, much less its entire 

economy.  For example, Chile has developed its winemaking industry from a tiny and poorly 

regarded sector in the 1980s to one of the most well-regarded in the world today.  An excellent 

combination of high quality products, relatively low prices, and very open trade policies have 

turned Chile into the fifth biggest wine exporter in the world, exporting more wine than even the 

United States(the sixth largest exporter).25  Chile’s increasing diversification and openness to 

trade has allowed it to weather the recent steep declines in the world price of copper without 

seeing its economic growth collapse.  Clearly, there is more to Chile than just resource 

extraction, and Chile’s lessons can indeed be applied to less resource-rich countries.  

 

Argentina 

                                                           
24 http://mazinger.sisib.uchile.cl/repositorio/lb/ciencias_quimicas_y_farmaceuticas/medinae/cap2/5b6.html 
 
25  “Global Wine Report” U.S. Department of Agriculture, 2006 
http://www.fas.usda.gov/agx/ISMG/Global%20Wine%20Report%20Final%20Aug2006.pdf 
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Figure 14: The Policy Trends in Argentina compared to HDI, 1975-2005 

 

 Once considered a peer to such other settler states as the United States and Australia, 

Argentina has stagnated for decades and is now more akin to its Latin American neighbors.  

Though Argentina began the study period in 1975 as the unquestioned HDI leader in South 

America, it lost the considerable lead it had by 2005 and was surpassed by Chile just after the 

end of the study period, in 2006.  Indeed, after 2005 Chile has surpassed Argentina to claim the 

top spot in HDI.  What has happened to the Argentineans to cause this slow but steady loss of 

status?   

Argentina started with and maintains many important advantages.  Throughout its history, 

Argentina has benefited from strong agricultural sector endowments which have made it one of 

the world’s leading foodstuff exporters.  An openness to the world economy that boosted 

agricultural exports and a corresponding influx of European investment, Argentina’s early history 
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was that of a remarkable climb to prosperity.  Argentina’s population consists almost entirely of 

descendents from European immigrants, both original Spaniards and more recent Italians, 

Germans, and others.  Thus, Argentina does not encounter the difficult racial tensions and 

colonial social relations that confront most other South American nations. 

Despite these natural advantages, which should make Argentina an important power, the 

country has suffered a long decline.  This is due primarily to political instability and poor 

economic policy choices.  While Chile experienced only three distinct periods: democracy, 

dictatorship, and then a return to democracy, Argentina has experienced a much more frequent 

turn-over in regimes which has been met with jarring instability in policy direction.   Following 

World War II, many of the succeeding governments, both democratic and autocratic, have sought 

industrialization through statist means.  Unlike Chile’s Pinochet, Argentina’s 1976-1983 military 

junta did not use their power to push through liberal economic policies, showing that dictatorship 

is not a prerequisite or even necessarily a precursor to increased economic freedom. 

Argentina’s transition from dictatorship to democracy occurred in 1983 after the 

military’s disastrous defeat at the hands of the British in the Falklands War.  Ironically, while the 

pro-liberalization presidential candidate was defeated, the winning candidate pursued liberal 

policies anyway.  This can be seen in the data where Argentina’s economic freedom score rose 

dramatically from 1985 through 2000, which coincided with an accelerated increase in 

Argentina’s HDI score.  The economic and financial crisis that swept the country in 2001-2002, 

however, blunted these gains.  The crisis, though due in large part to the unsustainable pegging of 

the Argentine Peso to the U.S. Dollar, has discredited liberal economic policies in the eyes of 

many Argentines who have elected left-leaning governments after 2002.  These governments 

have instituted policies that have reversed Argentina’s gains in economic freedom.  Once again, 
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Argentina’s future looks uncertain. 

 

Uruguay 

 As with Argentina, most Uruguayans have predominantly or exclusively European 

ancestry.  Unlike its massive neighbors, Brazil and Argentina, Uruguay is a small nation of only 

about 3.5 million people.  Uruguay’s economy is heavily dependent on the agricultural sector.   

Once among the countries with the highest number of political prisoners per capita26, 

Uruguay is now a liberal democracy that is among South America’s freest economically.  

Uruguay transitioned to popular rule and respect for rights in 1985 after the former military 

regime relinquished power under pressure.  While Uruguay was among the most economically 

free of the countries in South America, this had more to do with the low scores of the continent 

rather than a high score for Uruguay.  Under democracy, economic freedom ticked up only 

slowly between 1985 and 1995.  Because the rest of the continent made substantial progress 

during this time, Uruguay was ranked only 6th in economic freedom in 1995.  President 

Sanguinetti, however, who served from 1995 to 2000, nurtured and intensified economic reforms 

begun under his predecessor and as a result Uruguay saw a major increase in economic freedom.  

This coincided with the largest increase in Uruguay’s HDI score during the study period, from 

8.21 to 8.42 between 1995 and 2000. 

 As with Ecuador, this modest positive momentum was interrupted by a recession that 

started in 1999 and continued into the early 2000s.  As economic conditions worsened, popular 

support for economic liberalization faltered and this manifest itself through Uruguay’s 

democratic system.  Plebiscites rejected the privatization of the state petroleum company in 2003 
                                                           
26 “Timeline: Uruguay.”  BBC News.  October 23, 2008.  http://news.bbc.co.uk/1/hi/world/americas/1229362.stm 
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and of the state water company in 2004.  In the 2004 presidential election, voters elected Tabaré 

Vázquez, whose left-leaning government has committed to large jobs programs and other 

government interventions into the economy.  Economic freedom between 2000 and 2005 ticked 

down slightly.  Not surprisingly, Uruguay’s rise in HDI slowed significantly during this period. 

 

Brazil 

 As the largest country in South America, both in size and population, Brazil has played a 

very important role in South America’s political and economic history.  Like Argentina and 

Uruguay, Brazil has a very large, very important agricultural sector.  However unlike Argentina, 

Brazil is racially very diverse, both as a country and within the country(the south being more 

white, the north being more black, and the Amazon jungle retaining significant Amerindian 

populations).  

 Brazil emerged from a military dictatorship in 1985, though civil liberties continued to 

decline in the first few years of democracy due to significant corruption at all levels.  Even today 

Brazil has much progress to make towards solidifying the rule of law.  The first democratic 

president begin to institute economically liberal policies which have persisted despite a financial 

panic in the late 1990s and the election of avowed leftist president Luiz Inácio Lula da Silva in 

2002.  These economic policies have contributed to Brazil's rise in HDI ranking in South 

America from 7th in 1975(and below average) to 4th in 2005(well above average), behind only 

the “southern cone” countries of Chile, Argentina, and Uruguay. 

 

Bolivia 

 The poorest country in South America, Bolivia has a history of instability and poverty.  
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The country has lost more than half of its original territory to neighbors since independence, 

losing its only access to the ocean to Chile as a result of the War of the Pacific(1879–83).  

Compounding its land-locked status, Bolivia has a legacy of deep socio-economic stratification.  

The 15% of the population that is white has traditionally made up the aristocrats and economic 

elite.  Amerindians make up the majority of the population, but until recently they did not have 

access to education, political participation, or economic opportunities. 

Bolivia was ruled by a series of unstable military regimes in the 1960s and 1970s which 

implemented some market economic reforms.  Due to popular pressure, elections were held in 

1979 and 1981, but these were inconclusive, racked by fraud, and ultimately overruled by a rapid 

succession of even more military regimes whose main concern was maintaining power rather 

than improving the well-being of Bolivia’s people.  Stable democracy was finally achieved in 

1985.  Bolivia had seen a marked improvement in its political rights score, a smaller increase in 

its civil liberties score, but a new low in its economic freedom score, which at a paltry 3.57 was 

the second least-free on the continent.   

By 1985, Bolivia was gripped by hyperinflation of 25,000%.  Then Minister of Planning, 

Gonzalo Sánchez de Lozada, followed Jeffrey Sachs’ “shock therapy” policies which cut 

inflation down to 6% in a matter of weeks.  Bolivia then saw an increase in economic freedom 

under the democracy, especially during Sánchez de Lozada’s first term as president(1993-1997).  

General Hugo Banzer, a former military dictator, won the presidency by promising to end the 

painful economic reforms.  Once in office, however, he largely continued the policies.  Sánchez 

de Lozada was elected president again in 2002, but he was forced to resign a few years later due 

to widespread discontent and protests which damaged Bolivia’s fragile democracy. 

In 2005, Bolivia ranked 4th in economic freedom in South America, but with a score of 
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just 6.44 out of 10, it had by no means achieved all possible reforms.  With the election Evo 

Morales and his “Movement Toward Socialism” party, the decline in economic freedom that 

began in 2000 has quickened all the more.  Morales has pledged to redistribute wealth to the 

oppressed Amerindian majority and reverse the liberalization programs.  Bolivia is thus an 

example of a country whose improvements in democracy and majority rights have stymied its 

attempts to develop economically as the people are willing to support those politicians who rail 

against economic liberalization that while painful in the short-run, is necessary for long-run 

growth.  Morales’ government may be able to afford expensive social programs that benefit the 

well-being of the majority due to Bolivia’s growing gas wealth and the infusion of aid from like-

minded Venezuela, but its long-term prospects are not bright without further reform.  Bolivia 

remains South America’s poorest country. 

 

Paraguay 

 Like Bolivia, Paraguay is a poor, land-locked country that has seen much of its territory 

lost to neighbors during unsuccessful wars.  From 1954 until 1989, Paraguay was ruled by the 

dictator Alfredo Stroessner.  While providing stability, Stoessner was unlike Pinochet in that he 

was unconcerned about policy reforms to benefit ordinary Paraguayans.  Due to his age, massive 

popular discontent, and an economic downturn, Stoessner was overthrown in a coup in February 

1989.  A democracy was established, and as a result Paraguay’s political rights and civil liberties 

score increased in 1990, though not as much as in other South American countries that 

transitioned away from dictatorships.   

Throughout Paraguay’s recent history, under both the authoritarian and democratic 

governments, Paraguay has seen little improvement in its economic freedom score.  In fact, it 
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began its decline in economic freedom in 1995, well before the small decline shown by many 

South American countries between 2000 and 2005.  Excessive government regulations and a 

weak rule of law combine to make the informal sector in Paraguay extremely large.  Paraguay’s 

stagnation has meant that its HDI rank among South American nations has fallen from 5th in 

1980 to 9th in 2000 and 2005, surpassing only Bolivia. 

 

Ecuador 

 Ecuador has experienced a turbulent recent economic history; it remains a small country 

buffeted by strong exogenous shocks.  While no country can eliminate outside effects, countries 

can institute sound policies to prepare for and adapt to such occurrences.  Ecuador has attempted 

to move in this direction over the past few decades, but has largely not gone far enough to spur 

substantial improvements in popular well-being and the current government is now moving in 

the wrong direction, undoing reforms passed during the 1990s. 

 Dependent largely on commodity exports, the Ecuadorian economy has followed a boom 

and bust cycle as the prices of these commodities fluctuated.  Ecuador, which first joined the 

Organization of the Petroleum Exporting Countries(OPEC) in 1973, experienced a severe 

recession in the mid-1980s caused by the collapse in world oil prices during that time.  This 

trauma prompted the Ecuadorian government to embark upon a path of liberalization and 

diversification for the next decade.  This can be seen in Ecuador’s economic freedom score rising 

from 4.5 in 1985 to 5.97 in 1995 and saw Ecuador leave OPEC in 1992.  This, along with a 

recovery in commodity prices led to accelerated improvements in Ecuador’s HDI score during 

this time.  Despite these gains, much more needed to be done, and yet the progress was halted in 

the late 1990s as again the price of oil dropped, the onset of El Niño reduced seafood exports, 
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and the global economic instability caused by the East Asian Financial Crisis swept the country 

at once.  These outside crises were made worse by unsustainable government policies.  The 

government had pursued unsustainable expansionary economic policies that led to rapid 

inflation.  To cope with this, Ecuador adopted the U.S. dollar as its sole currency in 2000, thus 

giving up control of its monetary policy.  The crisis was so bad that Ecuador does not have an 

HDI score for the year 2000.   

 Since 2000, Ecuador has seen an erosion of economic freedom under President Rafael 

Correa, a self-proclaimed opponent of the “Washington Consensus.”  Using the crisis to justify 

reversing previous liberalizing policies, Correa rejoined OPEC in 2007, scuttled near-final 

negotiations with the U.S. on a free trade agreement, and seized the assets of Occidental 

Petroleum, at the time the country's largest U.S. investor.  Commercial disputes as well as 

judicial and contractual uncertainties have deterred private oil and other companies from 

investing in the country.27  This is reflected in Ecuador’s economic freedom rating falling from 

5.97 in 1995 to 5.59 in 2005.  Ecuador thus ranked 8th out of the 10 countries surveyed in this 

paper in economic freedom in 2005.  Substantial petroleum exports have increased GDP per 

capita rapidly, but HDI has grown much more slowly as this increase in oil income for the state-

owned oil company has been slow to reach ordinary people due to ineffective government 

policies.  This is seen by the fact that Ecuador ranked just 8th in HDI score in 2005 despite 

several decades of earning substantial oil revenues. 

 

Colombia 

At first glance, the data seem to show Colombia bucking the trend when greater HDI 
                                                           
27 Ecuador: Economy, http://globaledge.msu.edu/countryInsights/economy.asp?countryID=122&regionID=4 
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growth follows greater economic freedom.  Colombia’s economic freedom rating remains fairly 

stagnant, fluctuating gently over the study period and ending only 0.44 higher in 2005 than in 

1975.  This seeming stagnation, given the improvements shown throughout the rest of the 

continent means that Colombia went from being above average in economic freedom in 1975 to 

well below average in 2005.  In fact, Colombia ranked only above Hugo Chavez’s Venezuela in 

2005.  Despite this lack of improvement in its economic freedom score, most qualitative analysis 

of Colombia list it as a capitalist economy run by mostly right-wing governments.  Colombia has 

experienced slightly above average HDI growth during this same time.   

The explanation for this lies in the penalties Colombia accrues in its economic freedom 

index score due to its response to its decades long battle with leftists guerillas.  For example, 

Colombia scores high marks in some subcategories such “Access to Sound Money, Freedom to 

Trade Internationally, Regulation of Credit, Labor and Business.”  Other subcategories that are 

more directly related to the insurgency, such as Legal Structure and Security of Property Rights, 

and Size of Government, severely drag down the cumulative score.  Thus, the high level of 

military spending required by the war causes the size of government category to fall.  Likewise, 

military influence in the legal system in the form of martial law also drives down the Legal 

Structure and Security of Property Rights category.  Thus, while most of Colombia’s policies are 

geared toward economic freedom and thereby spurring growth, some other policies act as a drag 

on its index score. 

 

Venezuela 

 Though gaining notoriety in recent years because of the rise of self-proclaimed socialist 

revolutionary Hugo Chavez, Venezuela has been seeing a slow decline in economic freedom that 
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started well before Chavez's rise to power.  Bucking the widespread trend seen in the rest of the 

continent, Venezuela's economic freedom ranking has fallen from 7.0 in 1970 down to 5.5 in 

2000 immediately after Chavez was first elected to the presidency and down further to 4.8 in 

2005.   Chavez has, despite winning three presidential elections during his tenure, overseen a 

decline in political rights and civil liberties.  The political rights and civil liberties indexes take 

more into account than the mere holding of elections. 

 During the time in which Venezuela's economic freedom declined, it HDI value has 

nevertheless increased.  A major factor in Venezuela's growth over the past century has been the 

exploitation of the country's massive oil resources, the export of which has been the major 

engine of the economy and government budgets.  Indeed, Venezuela, unlike Chile, has 

succumbed repeatedly over the years to Dutch Disease.  For example, industry's share of 

Venezuela's economy has shrunk from 50% in 1990 to 24% in 199928.  Given the massive 

income earned by oil, especially in the past decade of historically high oil prices, it seems natural 

that Venezuela would develop through higher GDP per capita and higher government 

investments in education and health.  Thus it could be argued that Venezuela's oil revenue has 

allowed the country to develop despite the drop in economic freedom that is powering 

development elsewhere in South America.  If Venezuela had fewer resources, then it would not 

be able to sustain its relatively unfree economic policies.  Likewise, this means that Venezuela's 

development is very fragile; should anything happen to the oil sector or demand for Venezuela's 

oil exports, then the whole economy could come tumbling down.  Without greater economic 

freedom, Venezuela has been unable to sufficiently diversify for greater and more durable 

                                                           
28 World Development Report 2000/2001. p. 297. 
http://siteresources.worldbank.org/INTPOVERTY/Resources/WDR/English-Full-Text-Report/tab12.pdf 
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growth. 

 

Peru 

 Peru’s recent path has been very different from Chile’s, but the same general lessons 

appear.  In 1975, Peru is also rather illiberal politically and economically.  Unlike Chile, Peru 

began to expand political freedom before economic freedom.  The unreformed economic system 

led to inflation and bred instability and by 1990 the country was in the throes of a vicious Maoist 

insurgency led by the Shining Path and Tupac Amaru guerilla movements.  The election of 

Alberto Fujimori, a Peruvian of Japanese ancestry(the first east Asian to lead a South American 

government), led to a restricting of political freedoms and a move away from democracy but a 

simultaneous increase in economic freedom as government influence in the economy lessened 

significantly.  These crash liberalization policies are often referred to as “Fujishock.”  By the 

time Fujimori was forced from office in 2000, Peru had witnessed horrible human rights 

violations, but also the end of the insurgencies and some of the fastest economic growth in the 

world.  Today, Peru continues many of the “Fujishock” policies, but has returned to a democracy 

that is much more stable and secure than it was in the 1980s.  This lends credence to the idea that 

democracy works best and is most stable only after a country has reached a certain level of 

economic development.  
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Figure 15: Peru’s relative development, GDP per capita vs. HDI 
 

 Peru’s progress has been remarkable.  Despite remaining at a relatively low absolute 

level, Peru’s HDI score has shown considerable improvement.  And, despite having a relatively 

low GDP per capita rate, Peru’s development level rivals that of much wealthier countries such 

as Saudi Arabia, whose GDP per capita is more than twice that of Peru’s. 

 

Operationalizing the Strategy 

 After exploring the complex interrelationships between economic freedom, political 

freedom, and growth, this paper advocates that those states seeking to improve their development 

follow the following strategy.  The country should first emphasize economic freedoms and 

institutions with the goal of stimulating economic growth.  Only after a country has attained 

sufficient levels of economic development and respect for the rule of law should the country 
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begin to introduce political freedoms and institutions which will, at this level of development, 

spur even more economic growth and reinforce liberalization.  The more democratic government 

should invest constructively back into the people, thereby translating higher income levels into 

higher human development levels. This paper has shown that the reverse strategy, that of 

promoting democratic freedoms ahead of economic freedoms is doomed to failure. 

The recent histories of Chile, Brazil, and Peru are examples of how the strategy 

advocated in this paper can in fact work.  Chile’s dictatorship, however, is not especially typical 

of other similar regimes.  As discussed above, autocratic regimes do not inherently seek out 

greater economic freedom simply because they are autocratic.  Likewise, those autocratic states 

that, through liberalization achieve a high level of economic development do not automatically 

convert into democratic societies based on their development.  Chile and Peru’s examples prove 

these transitions to be possible, but not at all inevitable.  Therefore, how can South America’s 

lessons be applied to the world at large? 

First, the success of the strategy should cause it to be the model of any non-free, non-

developed country whose leadership is genuinely interested in bettering the lot of its people.  As 

Chile and Peru show, such leaderships can and do exist.  Though they may desire positive 

outcomes for their people, they may not know the most effective path to achieving those 

outcomes.  Thus, the study and communication of this strategy would correct that problem. 

But what about those many non-free, non-developed countries whose leadership is not 

primarily interested in the wellbeing of its citizens, but rather their own personal power and 

wellbeing?  Appealing to the decency of such a leadership is not likely to alter their behavior.  
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The liberalization-first strategy, however, has a significant advantage over the democracy-first 

strategy(and those like it) in that liberalization can be sold much more easily to an autocratic 

regime than straight-up democracy.  The growth potential of economic freedoms can be seen as 

immediately in the interests of at least some of the ruling elite, as a rising tide lifts all boats, 

especially elite boats.  Autocratic governments can promote economic freedoms without giving 

up their illiberal, antidemocratic proclivities.  In the long-run however, as development increases, 

the ground will have been prepared for democracy and when it does come, the country will be 

more ready to take on more political freedoms.  The demonstrated track record of the previous 

economic freedoms will mean that the newly established democratic government will not be as 

likely to overturn the liberalization of the previous regime, thereby making the growth 

sustainable. 

The robustness of this strategy means that the international community can have a role in 

improving the lives of people in less developed countries.  By promoting pragmatic first steps 

rather than insisting on the immediate adoption of final-stage international best practices, the 

international community is more likely make headway on reform in developing countries.  Even 

more importantly, these pragmatic beginnings are much more likely to actually work, yielding 

near-term positive effects that will reinforce the logic of reform.  The gradual, carefully 

sequenced approach is the best strategy that international organizations can promote to truly 

change the world for the better. 
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Appendix A:  
South America in Average 
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Appendix B:  
Combine Country Graphs 
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Appendix C: 
Country Data: All Indices 
 
Average 1975 1980 1985 1990 1995 2000 2005 

Political Rights 4.86 5.5 7.57 8.43 7.43 7.86 8.00 

Civil Liberties 5.43 6.00 7.0 7.29 6.86 7.29 7.86 

Econ Freedom 4.50 5.05 4.70 5.30 5.97 6.40 6.156 

HDI 6.77 7.03 7.16 7.32 7.54 7.80 7.92 

 
 
Argentina 1975 1980 1985 1990 1995 2000 2005 

Political Rights 8.5 2.5 8.5 10.00 8.5 10.00 8.5 

Civil Liberties 5.5 4.0 8.5 7.0 7.0 8.5 8.5 

Econ Freedom 3.25 4.28 3.86 4.89 6.68 7.19 5.62 

HDI 7.9 8.04 8.11 8.13 8.36 8.62 8.69 

 
 
Bolivia 1975 1980 1985 1990 1995 2000 2005 

Political Rights 2.5 1.0 8.5 8.5 8.5 10.00 7.0 

Civil Liberties 4.0 4.0 7.0 7.0 5.5 7.0 7.0 

Econ Freedom  4.51 3.57 5.26 6.52 6.79 6.44 

HDI 5.19 5.53 5.8 6.06 6.39 6.77 6.95 

 
 
Brazil 1975 1980 1985 1990 1995 2000 2005 

Political Rights 5.5 5.5 7.0 8.5 8.5 7.0 8.5 

Civil Liberties 4.0 7.0 8.5 7.0 5.5 7.0 8.5 

Econ Freedom 4.52 4.2 3.7 4.47 4.47 5.99 6.03 

HDI 6.49 6.85 7 7.23 7.53 7.89 8 

 
 
Chile 1975 1980 1985 1990 1995 2000 2005 

Political Rights 1.0 2.5 2.5 8.5 8.5 8.5 10.00 

Civil Liberties 4.0 4.0 4.0 8.5 8.5 8.5 10.00 

Econ Freedom 3.91 5.56 6.16 6.93 7.48 7.28 7.93 

HDI 7.08 7.43 7.61 7.88 8.19 8.45 8.67 
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Colombia 1975 1980 1985 1990 1995 2000 2005 

Political Rights 8.5 8.5 8.5 7.0 5.5 5.5 7.0 

Civil Liberties 7.0 7.0 7.0 5.5 5.5 5.5 7.0 

Econ Freedom 5 4.77 5.16 4.94 5.45 5.28 5.44 

HDI 6.63 6.94 7.09 7.29 7.53 7.72 7.91 

 
Ecuador 1975 1980 1985 1990 1995 2000 2005 

Political Rights 1.0 8.5 8.5 8.5 8.5 7.0 7.0 

Civil Liberties 5.5 8.5 7.0 8.5 7.0 7.0 7.0 

Econ Freedom 4.96 5.32 4.5 5.27 5.97 5.69 5.59 

HDI 6.36 6.78 6.99 7.0 7.34  7.72 

 
Paraguay 1975 1980 1985 1990 1995 2000 2005 

Political Rights 4.0 4.0 4.0 5.5 5.5 5.5 7.0 

Civil Liberties 4.0 4.0 4.0 7.0 7.0 7.0 7.0 

Econ Freedom  5.69 5.11 5.6 6.46 6.21 6.17 

HDI 6.67 7.01 7.07 7.18 7.37 7.49 7.55 

 
Peru 1975 1980 1985 1990 1995 2000 2005 

Political Rights 2.5 8.5 8.5 7.0 4.0 7.0 8.5 

Civil Liberties 5.5 7.0 7.0 5.5 5.5 7.0 7.0 

Econ Freedom 4.05 4.03 3.08 4.16 6.32 7.06 6.87 

HDI 6.47 6.76 6.99 7.1 7.37 7.63 7.73 

 
Uruguay 1975 1980 1985 1990 1995 2000 2005 

Political Rights 4.0 4.0 8.5 10.00 8.5 10.00 10.00 

Civil Liberties 4.0 4.0 8.5 8.5 8.5 10.00 10.00 

Econ Freedom  5.82 5.88 6.12 6.1 6.95 6.91 

HDI 7.62 7.82 7.87 8.06 8.21 8.42 8.52 

 
Venezuela 1975 1980 1985 1990 1995 2000 2005 

Political Rights 8.5 10.00 10.00 10.00 7.0 7.0 5.5 

Civil Liberties 8.5 8.5 8.5 7.0 7.0 4.0 5.5 

Econ Freedom 5.8 6.31 5.98 5.35 4.26 5.51 4.56 

HDI 7.23 7.37 7.43 7.62 7.7 7.76 7.92 
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Appendix D: 
Country Data: Rank Over Time by Index 
 
 
By Political Rights       

Rank 1975 1980 1985 1990 1995 2000 2005 

1 Argentina Venezuela Venezuela Argentina Argentina Argentina Chile 

2 Colombia Colombia Argentina Uruguay Bolivia Bolivia Uruguay 

3 Venezuela Ecuador Bolivia Venezuela Brazil Uruguay Argentina 

4 Brazil Peru Colombia Bolivia Chile Chile Brazil 

5 Paraguay Brazil Ecuador Brazil Ecuador Brazil Peru 

6 Uruguay Paraguay Peru Chile Uruguay Ecuador Bolivia 

7 Bolivia Uruguay Uruguay Ecuador Venezuela Peru Colombia 

8 Peru Argentina Brazil Colombia Colombia Venezuela Ecuador 

9 Chile Chile Paraguay Peru Paraguay Colombia Paraguay 

10 Ecuador Bolivia Chile Paraguay Peru Paraguay Venezuela 

 
 
By Civil Rights       

Rank 1975 1980 1985 1990 1995 2000 2005 

1 Venezuela Ecuador Argentina Chile Chile Uruguay Chile 

2 Colombia Venezuela Brazil Ecuador Uruguay Argentina Uruguay 

3 Argentina Brazil Uruguay Uruguay Argentina Chile Argentina 

4 Ecuador Colombia Venezuela Argentina Ecuador Bolivia Brazil 

5 Peru Peru Bolivia Bolivia Paraguay Brazil Bolivia 

6 Bolivia Argentina Colombia Brazil Venezuela Ecuador Colombia 

7 Brazil Bolivia Ecuador Paraguay Bolivia Paraguay Ecuador 

8 Chile Chile Peru Venezuela Brazil Peru Paraguay 

9 Paraguay Paraguay Chile Colombia Colombia Colombia Peru 

10 Uruguay Uruguay Paraguay Peru Peru Venezuela Venezuela 
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By Econ rights       

Rank 1975 1980 1985 1990 1995 2000 2005 

1 Venezuela Venezuela Chile Chile Chile Chile Chile 

2 Colombia Uruguay Venezuela Uruguay Argentina Argentina Uruguay 

3 Ecuador Paraguay Uruguay Paraguay Bolivia Peru Peru 

4 Brazil Chile Colombia Venezuela Paraguay Uruguay Bolivia 

5 Peru Ecuador Paraguay Ecuador Peru Bolivia Paraguay 

6 Chile Colombia Ecuador Bolivia Uruguay Paraguay Brazil 

7 Argentina Bolivia Argentina Colombia Ecuador Brazil Argentina 

8 Bolivia Argentina Brazil Argentina Colombia Ecuador Ecuador 

9 Paraguay Brazil Bolivia Brazil Brazil Venezuela Colombia 

10 Uruguay Peru Peru Peru Venezuela Colombia Venezuela 

 
 
By HDI       

Rank 1975 1980 1985 1990 1995 2000 2005 

1 Argentina Argentina Argentina Argentina Argentina Argentina Argentina 

2 Uruguay Uruguay Uruguay Uruguay Uruguay Chile Chile 

3 Venezuela Chile Chile Chile Chile Uruguay Uruguay 

4 Chile Venezuela Venezuela Venezuela Venezuela Brazil Brazil 

5 Paraguay Paraguay Colombia Colombia Brazil Venezuela Venezuela 

6 Colombia Colombia Paraguay Brazil Colombia Colombia Colombia 

7 Brazil Brazil Brazil Paraguay Paraguay Peru Peru 

8 Peru Ecuador Ecuador Ecuador Peru Paraguay Ecuador 

9 Ecuador Peru Peru Peru Ecuador Bolivia Paraguay 

10 Bolivia Bolivia Bolivia Bolivia Bolivia Ecuador Bolivia 

 


