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In political economy, neoliberalism is the school of thought that advocates privileging market forces over state intervention in most areas of economic activity. Neoliberals believe that Adam Smith’s classic economic dictum—that the “invisible hand” of supply and demand forces are better left unencumbered—can be fruitfully adapted to address the worse economic problems of our time. 

Neoliberalism became the predominant thinking in policy circles in Latin America in the late 1980s and through the 1990s. In the 2000s, neoliberalism lost ground, although it is unclear that its intellectual rivals have displaced it entirely. 

Since the heyday of neoliberalism in Latin America, countries have veered in three directions. Some governments became interested in finding “alternatives” to neoliberalism; other governments focused on introducing “supplementary” policies, and a third group of governments stayed on some sort of automatic pilot, opting not to alter policy significantly. None except perhaps Colombia has deepened neoliberalism, but none except a few (Venezuela, Ecuador, Argentina, Bolivia) has actually reversed the most important neoliberal reforms of the 1990s. By the early 2010s, neoliberalism does not appear triumphant in the region, but it is not dead either.

I.  What neoliberalism is…and is not.


Like the classical liberals of the 19th century, neoliberals share a strong suspicion of any form of concentrated and collective power, and they see the state precisely as the epitome of such power.
  Without rigorous checks, state interventions in the economy cause harm because they curtail economic inventiveness, distort incentives, expand or protect inefficiencies, and tamper with individual freedoms. Yet, unlike classical liberals, neoliberals do not advocate necessarily reducing state power to the bare minimum of simply upholding the law and adjudicating between quarreling parties. Today’s neoliberals believe that state power must be deployed (to raise human capital, provide forms of social insurance, mitigate the volatility of markets)
 so long as state power is held at bay, and always in the direction of bolstering rather than hampering market forces 


More than a blind faith in markets, neoliberals share a profound distrust of economic intervention by the state. For them, state failures are more frequent and insidious than market failures. Neoliberals regard state involvement as neither omniscient nor free of political bias. These flaws make states ill-suited to decide the proper allocation of resources in a society. Letting supply and demand forces determine this allocation is less error-prone than relying on politicians and bureaucrats.
 For neoliberals, the most serious economic problems of our time—inflation and unsustainable macroeconomic environments, lack of competitiveness, clientelistic and inefficient public spending, financial crises, poverty, and corruption—result from state interventions that distort incentives and induce unsustainable economic activities. If, according to Berman, the three main ideologies of the 20th century—social democracy, fascism and Marxism—share the same mantra, namely that it is “the state’s right and duty to control capitalism,” then it can be said that neoliberalism is decidedly a school that challenges all three ideologies.
 

Neoliberalism in political economy should not be confused with “liberalism” in U.S. politics, an ideology in favor of using state regulation to advance socially progressive agendas and lessen inequalities. In economics, neoliberalism stands instead for disbanding or easing policies such as price controls, trade restrictions, and state subsidies to economic activities, especially unprofitable ones. Neoliberalism should not be confused either with conservatism in U.S. politics. While many conservatives in the United States appreciate market forces, they often call for various forms of state intervention (in deciding moral questions, offering protection to national industries, expanding military spending) that neoliberals would not condone. Furthermore, conservatives in the United States have come to develop a dislike for taxes that neoliberals do not necessarily share. More than taxes, neoliberals dislike deficits, inflation, and debt, and thus, they often recommend raising taxes or easing tax loopholes. Finally, neoliberalism should not be assumed to be the economic preference of business firms. More likely, neoliberalism splits the business sector. Firms that are able to compete at home and abroad tend to welcome neoliberalism; those that are uncompetitive and depend on protectionism tend to oppose neoliberalism. Neoliberals believe that in most statist economies,
 the latter type of firms is the norm, so it makes little sense to suggest that firms in developing countries welcome market forces as a majority.

Neoliberals like to use the term “state failures,” to counter the more popular term “market failure” used in economics to describe problems with market forces. For neoliberals, state failures are numerous and serious. First, neoliberals argue that the state can never become a truly public-minded regulator because it is always captured by preeminent, self-serving political forces, such as biased ruling parties, trade unions, rent-seeking lobbyists, and hard-to-fire bureaucrats. Because the state is always under the control of powerful political groups (a given majority in a democracy, a tiny elite group in autocracies, or powerful economic lobbies under any regime), the state can never be trusted to ever be truly impartial.
 And because state leaders safeguard their stranglehold in power above any other goal, they will subvert economic efficiency to political considerations. Policy is evaluated for its capacity, not so much to enhance welfare, but to ensure continuity in office of those in power. This inherent political priority renders the state unreliable as a promoter of “impersonal” economic decisions, to borrow from Friedman. For neoliberals, it is neither the state nor the bureaucracy that is ever impersonal, but only competitive markets. 

Second, neoliberals believe that states, precisely for their inherent political bias, cannot be trusted to hold themselves fully accountable. Top state leaders will reward top bureaucrats for the political service they fulfill or the political problems that they solve, rather than the public goods such as efficiency that they deliver. In a business firm, managers work with funds that belong to the company’s owners, share-holders and creditors, and thus, are always operating under constant scrutiny by these actors who have a high stakes in seeing their assets not get squandered. And if consumers and investors dislike a firm’s products, profits collapse and the firm disappears, which is a welcomed form of power check on firms that states hardly face with equal severity.
 Furthermore, state bureaucrats work with resources that belong to tax payers, and tax payers are never in a strong enough position to monitor the activities of the state, especially state-owned enterprises.
 In other words, the information asymmetry between the state and voters is more acute than between private-owned firms and consumers/owners. For these reasons, states suffer from an accountability problem that renders them flawed purveyors of the public good.

Finally, neoliberals argue that state interventions typically distort price mechanisms, which for neoliberals, is a huge loss to society due to the informational and incentive-generating power of prices. For neoliberals, prices determined by supply-side and demand-side forces generate invaluable information about what an economy can produce and what millions of consumers actually desire (willingness to pay) to a degree that few other information gathering instruments can match. Furthermore, the price mechanism—or the opportunity to make a profit by finding the right price that a given market can afford—creates a powerful incentive for suppliers to take the risk of making large investments, adopt cost-cutting measures, incorporate new technologies, and develop new products and services. Likewise, the price mechanism allows consumers to figure out their priorities (if consumers truly want something, they will invest in what is necessary to afford that price). Because state interventions typically block the free interaction of supply-side and demand-side forces in setting prices, neoliberals have enormous concerns about state intervention.

For neoliberals, the solution to state failures is to maximize competitiveness among private firms. States (or alternatively, an economy comprised of mostly self-employed people) can never match the ability of competing firms to reduce “transaction costs.”
 Thus, neoliberals strongly advocate for economies based on competitive firms rather than bazaar economies dominated by self-employment, or statist economies dominated by regulation. 

II.
Critics

Neoliberal ideas themselves are hardly immune from criticisms. Even when market forces function optimally, i.e., when they wipe out inefficiencies and revolutionize modes of production, they can end up “dissolving traditional social relations and institutions.”
 Markets create new practices and destroy old practices, what Schumpeter called “creative destruction.”
 Because these disruptions can be so acute, no state, however liberal, permits markets to remain unregulated.

Furthermore, critics argue that markets seldom operate optimally. Supply-side forces can end up being governed by self-serving interests that have little to do with community values or even efficiency. Producers, for instance, can form cartels that distort prices and quantity; investors can become too risk averse and thus under- or mal-invest (e.g., in low-income areas or in capital-intensive sectors) or too risk-taking and thus too eager to overinvest (or overproduce assets such as excess homes or excess credit), leading to asset bubbles that are prone to burst unexpectedly (the so-called “momentum” and reversal” effects);
 or be oblivious to the costs of production and what they entail for third parties (negative externalities). Suppliers can also engage in discrimination (refusing to offer services to some groups, or discriminating in the hiring and firing of personnel). Finally, development scholars, especially in Latin America, focused on the negative (or unimpressive) effects of market forces on income inequality. They also contended that market reformers themselves pursue questionable (and covert) political goals, such as weakening labor unions (more on this later). 

Neoliberals retort that for most of the 20th century, the economic and policy world, especially in Latin America, focused too much on market failures to the neglect of state failures. And in a way, they are correct. Neoliberalism remained unimportant in the region until the late 1970s, and reigned supreme for less than two decades. The rest of the time, non-neoliberal ideas have dominated. 

III.
The Ascendance of Neoliberalism

Between the 1930s and 1970s, neoliberals were considered extreme and irrelevant, and their influence in policy circles in Latin America was secondary to that of rival ideologies such as Keynesianism, protectionism, populism, socialism, and even Marxism. During this time, policy in Latin America’s largest economies (Mexico and most of South America) was characterized by inward-oriented statism or import-substitution industrialization (ISI). Based on dependency theory, which posited that there is a long-term decline in the value of commodity exports relative to manufactures, and the structuralist theory , which posited that local demand was insufficient to boost manufacturing,
 ISI was predicated on the idea that by restricting trade, offering subsidies to local manufacturers, and protecting labor, states could promote home-grown industries. Typical ISI policies included: high tariffs, expansion in the number and scope of state-owned enterprises, especially in utilities, subsidized credits to local industry, buy-national laws, price controls, labor codes that protected labor from firing, regulation of competition to protect nascent industries.
 In multiple was, these ISI policies contravened market economics.

A series of developments at the level of ideas and world politics coalesced in the 1970s and 1980s to propel neoliberal ideas to gain ground in Latin America. First, the field of development was revolutionized in the 1970s by advances in theories of state capturing and bargaining. Scholars were able to prove empirically that states become captured easily by producers’ groups, organized constituencies, or both. For either electoral or self-serving reasons, states were shown to use regulation to cater pressure groups, ultimately converting them into the main drivers of policy. Anne Krueger in particular showed how rent-granting, once it starts, becomes hard to contain, encouraging most other groups to jockey for influence and eventually overwhelming states with pressures. Once a state embarks on the path of protectionism, it induces non-winners to seek equal forms of protection, leading to a rising spiral of rent-seeking and rent-granting.
 In 1974 and 1976, respectively, two leading proponents of neoliberalism, Friedrich von Hayek and Milton Friedman, won Nobel prizes in economics, further boosting the renaissance of neoliberal ideas.
 In Latin America, the 1980s also saw the rise of technopols—a new class of U.S.-trained Latin American economists who became disenchanted with statism, often after having been strong statists themselves. These technopols returned home to pursue careers within parties, state agencies, or think-tanks, from where they became national advocates for pro-market ideas.
 

At the level of world events, the changes were equally significant. The inability of traditional Keynesianism to solve the problem of stagflation in advanced economies created a thirst for new answers, and some governments turned to neoliberal ideas. One of the first governments in the world to explicitly borrow from neoliberal ideas was the military government of General Augusto Pinochet in Chile, who went as far as inviting Friedman and his disciples to visit the country to offer advice. The Chicago Boys, as these advisers came to be known, focused their attention on battling inflation, regulation, and protectionism.
 Subsequently, the United Kingdom, and to a lesser extent, the United States, turned to neoliberal ideas to end inflation (through strict monetarism) and stimulate growth (through de-regulation). 

Neoliberalism was further boosted by the collapse of most Latin American economies following the onset of the debt crisis in 1982.
 Latin America entered a process of contraction, high inflation or hyperinflation, capital flight, exchange rate instability, and underinvestment that lasted the entire decade and in some cases into the early 1990s. Because Latin America was the region of the world to have implemented ISI the deepest, the collapse of its economy proved to many that the model was misguided to begin with. For neoliberals, these outcomes (statism and economic collapse in the 1980s) were causally connected. Furthermore, the command economies of communist nations were also collapsing (the Soviet bloc) or changing in the direction of market reforms with positive results (China), further boosting the global trend away from statist economics. 

More important, a series of successful cases, or “victorious globalizers,” to paraphrase Jeffrey Frieden,
 made it into the radar screen, and the initial interpretation of these cases seemed to validate key tenets of neoliberalism. For instance, the spectacular rise of Asian economies (Korea, Taiwan, Singapore, Hong Kong, China) was explained by neoliberals as a result of less statism and more openness to market forces, stable macroeconomics and trade opening.
 And in Latin America, the divergent experience of Chile and Peru in the 1980s proved decisive. Each nation attempted to deal with the debt crisis using different approaches—Chile was borrowing explicitly from neoliberals while Peru was implementing a more statist approach.
 By the late 1980s, the Chilean model seemed buoyant while Peru plunged deeper into a crisis. Many scholars concluded that neoliberal reforms could turn things around, if implemented to the fullest as in Chile (rather than haphazardly as the military juntas of Brazil and Argentina did). 

Thus, by the late 1980s, neoliberal ideas and scholars seemed unstoppable. Considered the “dissenting school” during most of the 20th century, neoliberalism became the “new orthodoxy” in the late 1980s.
 The World Bank, which up until the 1970s felt comfortable with ISI policies, together with the IMF, started to advocate large-scale privatizations, together with handsome loans to help economies adjust.
 A famous economist, John Williamson, attempted to summarize these then-in-vogue ideas in a small report for a conference at the Institute for International Economics: tight fiscal discipline (through expenditure and debt reduction) and tax simplification, avoidance of currency overvaluation, privatization, trade and capital account liberalization, and deregulation. In the early 1990s, this paper adopted the label of the Washington Consensus. 

For Williamson (in Kuntz Fincker), this list of policies represented a sort of “opinion survey” recapping the areas of major agreement among policy gurus. However, Williamson also explained that his paper was a political document, deliberately designed to exclude certain policy prescription so as not to offend certain constituencies. To please conservatives, for instance, Williamson’s list hardly discussed social policies, and to please progressives, hardly discussed spending on infrastructure. Williamson’s papers became the blueprint for most neoliberal reform models in the early 1990s, and these reforms, in line with Williamson’s paper, downplayed the need for spending and reified instead the value of fiscal austerity.

Yet, the neoliberal impetus, however formidable in the late 1980s, still confronted two challenges. One was intellectual; the other, political. The intellectual challenge came from two opposing schools of thought. One was “neostructuralism,” which argued, a grosso modo, that the Washington Consensus’s emphasis on macroeconomics and trade opening leads to de-industrialization and insufficient aggregate demand stimulus, with grave consequences for employment, wages and thus inequality. The other was the “developmental state” school, which argued that the economic success of Asia was not the result of free-markets, as neoliberals contended, but of peculiar forms of “state-business” collaboration and coordination. These scholars argued that state associations with business was indispensable for firms to develop new export products, secure new export markets, reduce redundant investments, and guarantee sufficient investments in human capital needed for business competitiveness. The neostructuralist approach was associated with economists mostly at ECLAC, while the developmental state argument was associated with scholars working on Southeast Asia. While these schools, which one scholar labeled as the “Southern Consensus,”
 took a back seat in the 1990s, they would make a major comeback in Latin America in the 2000s, when politicians and citizens started to question, often in large numbers, the merits of neoliberal reforms in the 1990s. 

The second challenge was political. Outside of Chile, it proved politically difficult for neoliberal policies, however in vogue, to become policy in Latin America. Instituting them entailed enormous political costs, and Latin American governments hesitated to rock the boat too much in fear that they would destabilize the newly democratic regimes recently inaugurated across the region. Thus, excepting Chile, the 1980s were considered a period of “muddling thru” rather than full embrace of neoliberal reforms.

Two major economic changes in the late 1980s ended this hesitancy. First, high inflation turned into hyperinflation (in Bolivia, Brazil, Argentina, Peru, Nicaragua) and low inflation turned into high inflation (in Mexico, Ecuador, and Venezuela). These augmented levels of inflation lasted several years, setting world historic records, devastating economies, shrinking the middle classes, and multiplying poverty in a matter of months. High inflation made nations enter into what Weyland describes “the domain of losses,” which according to prospect theory, is the precondition for actors to take risks, and this meant, greater appetite for risky market-oriented reforms.
 The other economic change was the emergence of the Brady Plan, an effort on the part of the U.S. government to work with the IMF to reduce debt obligations in exchange for economic reform. Unlike the previous debt relief programs of the 1980s, the Brady Plan offered governments a clear incentive to enact reform: debt reduction rather than just more lending.
 

As a result of these price pressures and creditor incentives, most governments in the region found themselves announcing neoliberal reforms by the late 1980s, in some cases such as Mexico (with drastic trade opening to the United States, NAFTA), Argentina (with its strict monetary policy, and the convertibility law), Peru (with its massive privatization program), Colombia (with its sweeping banking liberalization), Ecuador (with its strict dollarization), and Venezuela (with its profound decentralization reforms) going farther than the World Bank and the IMF were advocating.

In short, neoliberalism gained ascendance as a result of multiple factors, all coalescing at the end of 1980s: theoretical refinement, Nobel prizes, comparative studies, economic crises, model cases, rising technopols, smart packaging, and plenty of international sticks and carrots. By the early 1990s, neoliberal policies and minds dominated policy circles not just in Latin America, but essentially anywhere government authorities were interested in economic reform. 
IV.
The heyday of neoliberalism, late 1980s-early 2000s


The high-implementation period spanned from the mid 1980s to early 2000s. During this period, no region in the world matched Latin America in terms of at least three pillars of neoliberal reforms: 1) inflation–abatement (through fiscal, monetary and exchange rate adjustments), 2) trade liberalization, and 3) privatizations (which were especially extensive in Argentina and Mexico in the early 1990s, followed by Brazil and to some extent Colombia in the late 1990s).

The high-implementation period prompted two major debates in political science. One was the question of reform sustainability, in essence a discussion on the factors that allow states to manage, respond and prevail over societal pressures. Market reforms posed at least three serious governance problems.
 First, market reforms create the classic problem of “diffused benefits” (more efficiency, less inflation, resumed growth) and “concentrated costs” (higher taxes, job losses for many, discontinued services), which scholars have long known to be a recipe for political resistance by cost-bearers and lack enthusiasm by everyone else. Another problem had to do with credibility: the reforms required societal groups to cooperate with the state (bear costs, pay taxes, accept deregulated prices) in return for a future reward to be delivered by states that in turn were deemed chronically incapable of upholding promises. The third problem was that the costs of reforms fell heavily either on the states’ closest political allies—members of the ruling party and state-dependent business firms—or on the state’s strongest enemies--labor unions. The former expected their electoral victories to translate into control of state activities, and thus, they did not exactly welcome the reforms. The latter group felt intensely threatened by the reforms and in many cases launched political wars against them (in the forms of strikes, refusals to cooperate, street protests, etc.). 

Because of these challenges, political scientists discovered that studying the conduct of neoliberal reforms offered a rare chance to test theories of the conditions for “effective governance,” by “new democracies,” in “hard times.” Research during this period was abundant and innovative, with scholars offering unexpected findings and answers to long-standing questions of political economy. 

For instance, on the question of whether authoritarian regimes are better able to implement market reforms than democracies, scholars argued: Not exactly; some democracies implemented deep reforms.
 Although many democracies did develop some autocratic practices
 and non-transparent reform coalitions to advance reforms,
 the overall survival of democracies while moving forward with market reforms provided evidence on behalf of Mancur Olson’s argument, late in his career, that markets and democracy share a mutual affinity: both rely on trust (and independent courts), and both can thrive jointly. 
 Do right-wing parties have an advantage (the partisan hypothesis)? Again, not exactly: at least in terms of major aspects of reforms (reduce inflation, open trade, privatize), parties with a statist past made huge strides (the “Nixon-in-China” hypothesis),
 although, in terms of the second stage of reforms (e.g., post-privatization re-regulation), party ideology was found to matter a bit more, with left-wing parties placing more restrictions on competition than right-wing parties.
 Does exposure to the IMF/World Bank/USAID explain reforms? Partly. On the one hand, these institutions offered strong incentives (or punishments) for countries to privatize and move away from universalistic social spending (in Spain and Portugal, where these institutions played a lesser role during the reforms, social spending was not compromised as much as in Latin America which could be seen as evidence of the special imprint of external actors in Latin America).
 On other hand, many countries that worked closely with these external organization floundered (Ecuador, Venezuela), and other countries actually implemented reforms that went farther than what the IMF/World Bank supported (Argentina’s convertibility law, Mexico’s NAFTA; Brazil’s Petroleum Law permitting private-ownership of the state-owned company). Were trade unions able to derail the process? Again, not exactly. Reforms proceeded in countries with strong unions (e.g., Mexico and Argentina), although unions did extract important concessions, manage to stop some privatizations, and essentially blocked reform of labor markets.
 Do fragmented party systems impede reform implementation? To a large extent, yes,
 but countries found democratic ways around this institutional handicap, with Brazil in the late 1990s become the best example of reform implementation in the context of party fragmentation).
 Does crisis explain depth of reform? Yes, but it explains mostly the decision of presidents to finally adopt extreme reform packages (“shock policies”) and not necessarily whether citizens accepted them, at least initially. Did presidents get voted out of office for introducing harsh medicines? It depends. Presidents who managed to stabilize the economy and restore growth tended to be reelected once,
 but second reelections never went that smoothly, in part because constitutions banned them or the electorate thought that in carrying out a post-reform agenda, the existing ruling parties were no longer apt for the new tasks at hand. 


The reforms were also studied for their outcomes, and this has been a most polemical debates in multiple disciplines, not just political science. Critics contended that neoliberal reforms deprived vulnerable economic sectors, social groups, and even the environment of protection against the negative effects of globalization, while failing to deliver sufficient economic growth to reduce poverty and inequality.
 For critics, the neoliberal penchant for de-funding universalistic public programs in favor of “targeted” social programs might have helped financial stability, but it also increased inequality, in part because cutbacks were severe and means-testing to qualify for targeted programs was imperfectly implemented.

Neoliberals retort that economic growth in the 1990s, while not as spectacular as in the 1950s-1960s, was qualitatively superior because it was more sustainable (i.e., less dependent on state spending and debt) and generated fewer distortions (e.g., inflation, red-tape, resource misallocation) that disproportionately harm the poor. They insist that most observed shortcomings were due to spotty policy implementation, rather than to flaws in the prescriptions themselves. They also emphasize that inequality and poverty actually exploded when the region was under the heavy influence of statist schemes, not under neoliberalism.

Another set of critics fault the reforms for failing to unleash the promised “productivity revolution.” Except in Central America, the region’s export base did not diversify away from land-based products (although manufacturing exports did expand); except for Mexico, Costa Rica, and perhaps Brazil, the export base did not become high-skill oriented; and except for Chile, productivity actually declined significantly in the service sectors, which is the largest sector in most countries.
 

Finally, critics also argue that rather than an embrace of neoliberalism, the region actually suffered an imposition of neoliberalism—from abroad, or more important, from above: it was too forcefully imposed by the state.
 The debt crisis, they argue, produced an uneven distribution of power: Creditors, donor nations and multilaterals, which advocated reforms, saw a rise in their bargaining power when their “clients” (borrowing governments) plunged into serious recessions.
 This negotiation was thus intrinsically biased against domestic actors relative to external ones.

A persistent problem during reform implementation was the absence or weakness of an organized constituency in favor of reform. Latin American countries except Chile, Mexico and perhaps Colombia and El Salvador have never had electorally strong political parties advocating less rather than more statism, austerity rather than profligacy. Furthermore, while trade liberalization was popular (because it lowered prices of consumer goods), privatizations stayed relatively unpopular (because in many cases they raised prices, reduced services or acquired the reputation of occurring through corruption).
 Thus, presidents interested in reforms faced the predicament that economies needed medicine, while the electorate, in most cases, remained unwilling to swallow the bitter pill of reforms.
 This meant that neoliberal reforms were often introduced “by surprise,”
 too hastily,
 or in coalition with non-transparent actors.
 Presidential candidates would campaign advocating more statist responses only to announce IMF-supported market reforms once in office and align themselves with extra-partisan constituencies. This policy “switch,” or “electoral betrayal,” was traumatizing for many voters and ruling parties. Only when presidents managed to turn things around and generate growth, would voters turn favorable toward voting for reforming presidents and even re-elect them or their parties (in Brazil, Argentina, Peru, Mexico). But when presidents failed to deliver growth and stability, the electorate reacted angrily. 

In either case—whether the reforms worked or failed—this type of governance “by surprise” contributed to the so-called “representational crisis” that swept Latin American democracies toward the late 1990s. This crisis refers to the idea that Latin American institutions, though more democratic than ever in terms of degrees of contestation and civic and political freedoms, left many citizens and interest groups feeling unrepresented, betrayed, and even economically at a loss.
 

By the late 1990s, neoliberalism had become one of the most polarizing forces in development, not just in Latin America. Even the use of the term “neoliberal” became controversial, with critics preferring the term “neoliberalism,” while more sympathetic analysts preferred instead the term “market-oriented” to describe the reforms. 

The controversy surrounding the merits of neoliberalism had political and intellectual repercussions. Politically, anti-neoliberal/anti-globalization movements expanded worldwide, and made headlines, especially when they forced the cancellation of the opening ceremonies of the Ministerial Conference of the World Trade Organization in Seattle, Washington, in 1999. The IMF, seen as by many as the primary global advocate of neoliberalism, was being criticized like never before, recriminated by the left for its glorification of the market, and by the right, for its laxity with non-compliant debtors. 

Intellectually, polarization led to a boom in scholarship on the outcomes of neoliberalism. However, at least two methodological problems associated with studying the outcome of reforms made assessments difficult. First, there is a wide variety of degrees of implementation. Some countries implemented reforms more profoundly than others, and even among the deep reformers there are gaps of implementation. Thus, it is difficult to establish an agreeable ranking of levels of implementation. Second, it is hard to isolate the effect of reforms from other factors at play (e.g., the effect of lingering policies and institutions from the past, other non-economic reforms occurring simultaneously such as decentralization, external shocks). Thus, after observing the outcomes of reforms during 15 years of implementation, few analysts ultimately changed their normative views on neoliberalism. The outcomes were often too mixed or too overspecified to attribute performance, whether positive or negative, to one factor. Both neoliberals and their critics found plenty of evidence to bolster each of their claims.
 

For instance, the IMF established in 2000 the first internal unit charged with evaluating operations and outcomes, the Independent Evaluation Office. One of its principal outputs was a study on its role in the Argentine 1999-2002 crisis, one of the deepest at the time in the world. Rather than condemn the economic model that predated the crisis, the report essentially blamed the government’s deviation from IMF prescriptions, the government’s failure to implement correctives, and the IMF’s lax monitoring of these deviations.
 If anything, the report toned down the criticism of the IMF: the final version of the report was found to be less critical of the IMF than the earlier draft, before it was approved by the IMF’s authorities.
 By the same token, critics of neoliberalism—neostructuralist and development state scholars in particular—treated the economic crisis of 1995 and again in 1998-2002 in emerging markets worldwide, not just in Latin America, as evidence of the noxious impact of rolling the state back too much, even though some deep-reforming countries achieved impressive results (Chile, Peru, Brazil, Uruguay, El Salvador, the Dominican Republic).

Likewise, the region’s performance during the global financial crisis of 2008-2010 did not help settle disputes either. For instance, in trying to explain why this time around Latin America weathered the crisis better than so many other economies, and far better than in previous crises, each camp offered its own take. Neoliberals attributed the better performance to the region’s overall respect of key pillars of neoliberalism: adherence to fiscal discipline, especially low deficits and low debts, strengthened financial sectors, higher levels of reserves, and openness to trade. Neostructuralists and neo-developmentalists, in contrast, emphasized the ways in which orthodoxy was eased in the 2000s: heavy demand stimulus in the pre-crisis years, post-2002 commitment to poverty alleviation programs, use of government credit to finance exports, and new government-supported industrial policies.
 In short, neither the dismal performance during the 1998-2002 crisis nor the decent performance during the 2008-2010 crisis persuaded neoliberals—or their critics—to reconsider their views significantly. 

V.
Second-Generation Reforms: Bringing Institutions and Equity Back In

Nevertheless, one area where thinking among mainstream market-oriented economists did shift, starting in the mid 1990s, was on questions of institutions and equity. On the former, economists sympathetic to market-oriented reforms began to accept the notion, long established by economic historian Douglass North and many political scientists,
 that without appropriate institutions of governance, markets cannot function properly.
 On the latter, neoliberals came to accept the neostructuralist critique that market reforms, at least as encapsulated by the Washington Consensus, paid insufficient attention to poverty, inequality and access to social services.
 And so, regional and multilateral lending and donor institutions, both unsympathetic
 and sympathetic to neoliberalism,
 began calling for more attention to “growth with equity,” a slogan made famous by the center-left government that in the 1990s succeeded Pinochet in Chile. 

This call on behalf of institutional reform and equity-oriented social policies led to a series of amendments to the Washington Consensus that came to be known as “second-generation reforms.”
 In a nutshell, this new call for reform combined “monetary and fiscal orthodoxies with progressive social policies.”
 To some extent, the new mantra of the early 2000s implied a departure from hard-core neoliberal thinking: markets and (streamlined) states necessitate, rather than repel, each other. Politically and cognitively, this new thinking appealed to voters and politicians in the center and center-left, less so to hard-core neoliberals, and even less, to the immoderate left.

Judged in terms of this new mantra, there is no question that Latin America made impressive inroads by the late 2000s. For instance, in terms of equity concerns, there was a general increase in social spending per inhabitant across most countries, increasing by 50 percent even during the heyday of neoliberalism between 1990/91 and 2000/01 and by an additional 30 percent between 2000/01 and 07.
 Also regarding equity, there was progress not just in spending levels, but also, on institutional innovation. Latin American countries became famous worldwide for so-called “conditional cash transfers.” These are poverty-alleviation programs in which governments offer cash to households that make investments in the health and education of their younger generations. By mid 2000s, more than 26 million households in 19 countries were benefitting from conditional cash transfer programs across the region. 

Remarkably, this renewed investment in social programs was accomplished without compromising the fiscal stability in most countries. This was an unprecedented economic triumph for a region that during most of the 20th century was well known for macroeconomic disarray.  To explain this triumph, scholars have invoked innovations at the level of institutions, the other side of the mantra of the 2000s. 
According to the chief economist of the Inter-American Development bank, there were two sets of institutional reforms in the region that had a bearing on fiscal outcomes. Some reforms increased pressures for fiscal outlays (e.g., changes in electoral systems that encouraged party system fragmentation, expansion of participation to new groups, constitutional changes requiring greater fiscal spending). But these pressures for fiscal indiscipline were successfully counteracted by other institutional changes that permitted the state to preserve fiscal balance. The first of these changes had to do with reforms in electoral processes that made presidents come to office with greater legitimacy (the introduction of runoffs, which diminished minority presidents; strengthening of checks and balance). The other was the adoption of strict fiscal laws: 12 of 18 countries in the region adopted some version of “fiscal responsibility” law. These laws typically mandate limits on spending, deficits or debts. In addition, 10 countries imposed limits on the ability of various branches of government and subnational governments to spend without approval of the minister of finance. For Lora, these institutional innovations constitute nothing less of an silent revolution. They explain Latin America’s better fiscal performance since 1990.
 They meant that when presidents were serious about fiscal balance, they enjoyed the authority and the rules to accomplish those goals. 

Clearly, not all countries scored high on these political and institutional innovations, but Lora argues that those that did, obtained better macroeconomic performance. One way or another, Latin America in the 2000s offered evidence that concerns with equity and institutional reform can be compatible, perhaps even be necessary, for the survival and well functioning of key tenets of neoliberalism. 

VI. 
Supplements, Alternatives and Automatic Pilots in the 2000s


The main criticisms levied against neoliberalism can be grouped into three categories of arguments: that it was insufficiently implemented; that it was fundamentally flawed; that it was sound but lacked vital elements.
 By the same token, the response in Latin America in the 2000s also varied, both at the level of voters (electoral behavior), and at the level of states (policy).


A.
Electoral trends

While few analysts changed their mind significantly about the merits of neoliberalism, at least based exclusively on the region’s performance between 1989 and 2010, the Latin American electorate did seem to have undergone a change, at least in the 2000s. In the mid 1990s most electorates rewarded market-oriented governments that restored growth and eased inflation. But by the end of the 1990s, except in Chile and El Salvador, electoral behavior turned heavily anti-incumbent. Parties, movements and candidates campaigning against neoliberalism, or against governments with a neoliberal record, gained the upper hand. Even successful reformers in the 1990s were voted out of office. 

Except in Mexico and Colombia, this anti-incumbent wave produced governments that self-identified as, or aligned themselves with, “the left.” By the mid 2000s, the self-defined left was “stronger than ever everywhere in Latin America,” whether it was in power or in opposition.
 At least five different explanations for this turn to the left have been offered: 1) laxitude in reform implementation, which produced incomplete/uneven results; 2) the effects of the global economic crisis of 1998-2002 (which hit especially hard in Argentina, Uruguay, Ecuador, Bolivia, Venezuela); 2) discontent with microeconomic problems: some privatized sectors, for instance, yielded rising prices, discontinued services, weak job growth, or little compliance with anti-trust policies; 3) in many countries neoliberalism was accompanied by political decentralization, which permitted new political parties and movements to dislodge traditional parties, thereby opening opportunities for the non-traditional left to make electoral inroads; 4) issue-shifting: once the neoliberal administrations addressed the ailments of the early 1990s (recession, debt, inflation, bloated SOEs, capital outflows), the electorate focused on a host of new “non-economic” issues such as greater transparency, democratic participation, gender equity, crime, social policy, for which the neoliberal toolkit was deemed ill-suited; and 5) new forms of protest groups that produced innovative ways to build new networks across different social groups, each disaffected by different issues; and 6) a change in discourse by leftist leaders to appeal to a broader audience, rather than the traditional left constituency (as X says, rather than the electorate becoming more leftist, it was the leftist politicians that became more “Latin American”).
 

Much scholarship in the 2000s turned attention to assessing which of these explanations fared better. Unsurprisingly, the answer not only varied from country to country, but also included elements of each explanation, however mutually exclusive they might seem, sometimes even in the same country.
 

B.
Policy Level

At the policy level, there were some commonalities as well as some major variations across cases in the 2000s. In terms of commonalities, two areas of policy convergence were already discussed: greater investments in social policy and vigilance against fiscal deficits and debt. Another was a major reliance on agro-exports, mostly in South America, and continued openness to imports.

But on a number of areas, there was enormous variation. One way to gauge this variation is to look at the Heritage Foundation Index of Economic Freedoms, which since 1995 has been ranking countries according to many policies cherished by neoliberals.  This data set reveals not just that implementation varied during the heyday of neoliberalism (figure 1), but also that three conflicting trends emerged since then (figure 2). 

The first trend consisted of countries that improved their standing in this index, suggesting that they reinforced their commitment to a market-oriented economy. Curiously, a few of these governments were formed by parties that campaigned on the left (e.g., the Socialists in Chile, the Frente Amplio in Uruguay, the APRA in Peru). Also, it is also noteworthy within this group there were no major neoliberal leaps, but rather, modest movement. A second trend consisted of governments that stayed on some sort of automatic pilot. A third and larger category of countries moved away from market-economics, as evidenced by the number of cases moving downwards in the Economic Freedom Index. 

Most of these reversals came by way of leftist governments. Scholars divide this category of leftist governments into at least two groups: the moderate or pragmatic left and the radical or populist left, with the latter departing from the Washington Consensus to a greater degree.
 When measured in terms of percentage change in the index of economic freedom between 2002 and 2011 (see Figures 2 and 3), it is clear that this latter group or radical populists introduced some of the largest reversals in economic freedom recorded on earth in the 2000s. Whereas Latin America was a world champion of neoliberal reforms in the 1990s, in the 2000s, it was the radical left that became world champions, but this time, in the direction of reversing economic freedoms. 

To illustrate the difference between the moderate and the radical lefts, it might be useful to focus on two specific cases, rather than to offer generalizations or to rely on one numerical index. There is no question that two of the most “illustrative” cases of each tendency respectively are Brazil under the Lula (2003-2011) and Venezuela under Hugo Chávez (1999-present). Table 1 compares how each administration fared regarding both the original Washington Consensus and second-generation reforms. Lula, emblematic of the moderate left, preserved many aspects of the Washington Consensus (fiscal discipline, streamlined budgets, enhanced tax collections, competitive exchange rates, openness to FDI, protection of property rights), and moved forward on some key aspects of second-generation reforms, though not all. Kurtz and Brooks have called this economic openness combined with state-centric investments in human capital and industrial policies as “embedded neoliberalism.”
 

Chávez, in contrast, preserved far fewer Washington Consensus policies, even reversing key tenets (e.g., by expanding state ownership of utilities, banks, lands, shipping, food, and energy sectors), and showed less interest than Lula in most second-generation reforms (e.g., independent central banks, efficiency in social spending, savings during boom times, checks and balance on the Executive branch). In fact, Chávez introduced policies that are at odds with both lists: enhancing the power of the executive branch, financing cooperatives rather than privately-owned business, fiscal profligacy, restrictions on businesses, price and exchange rate controls, overreliance on commodity exports. 

In short, it could be said that the moderate left preserved some though not all aspects of the Washington Consensus and adopted some though not all elements of second-generation reforms, whereas the radical left adopted even fewer items from either list. Having said that, there remains enough variation both within each group (in terms of approaches to monetary policy, exchange rates, debt, deficits, and trade) to suggest that even this dichotomous classification of the left is not always useful.

And while it might be too soon to offer judgments, the evidence thus far seems to be that the moderate left achieved faster poverty and inequality-alleviation outcomes than the non-left, and possibly even the radical left (after controlling for the effects of the commodity boom).
 The reason for the superior performance of the moderate left relative to the non-left and the radical left has to do with differences in social spending. Relative to the non-left, the moderate left invested more in social spending, and relative to the radical left, it targeted spending more effectively to needed groups, offered a more optimal combination of conditional cash transfers plus education and health spending, and is more transparent in how it spends.
 This may explain why, by the late 2000s, the electoral appeal of radical leftist candidates relative to moderate candidates began to dwindle.
 

	Table 1: Moderate and Radical Lefts in Relation to the Washington Consensus and Second Generation Reforms: 

	Policy Recommendation*
	Moderate Left**
(Brazil)


	Radical Left**
(Venezuela)

	Original Washington Consensus



	Fiscal discipline
	Yes
	Lax

	Reorientation of public expenditures
	Yes: less emphasis on subsidizing the inefficient private sector 
	Pro-cyclical spending

	Positive, moderate, and market-determined real interest rate
	Somewhat
	Negative real interest rates

	Tax Reforms
	Enhance collection
	Raise taxes on business

	Unified and competitive exchange Rate
	Yes
	No

	Trade Liberalization
	Yes
	Yes, but with exchange rate controls

	Openness to DFI
	Yes
	Modest (mostly for state-owned multinationals)

	Privatization
	Some
	Some reversals

	De-regulation
	Minimal
	Increased Regulations

	Secure Property Rights
	Yes
	Not a priority; discussion of “social property;” confiscations increasingly common

	Second Generation or “Enhanced” Reforms (selected items)*



	Institutions of Governance and Representation
	Modest enhancements
	Lessen checks and balance on the executive branch.

	Anti-corruption (strengthening autonomy of courts and watchdog institutions) 
	Modest
	Low priority; undermined the autonomy of courts; antagonize the free press

	Flexible labor markets 
	Not a priority
	Protections for government-friendly unions

	Adherence to WTO discipline
	Yes
	Not a priority

	Prudent capital account opening
	Yes
	Yes

	Independent Central Banks/Inflation targeting
	Yes
	Not a priority

	Increase Investments in Human Capital (education, health, social security)
	Yes
	Yes

	Increase efficiency of investments in human capital
	Modest
	Not a priority

	Targeted Poverty Reduction Programs
	Reliance on conditional-cash transfers
	Reliance on traditional redistributive policies

	Investments in infrastructure
	Significant
	Not a priority

	Export diversification
	Modest, with some successes (Embraer, Vale)
	Not a priority

	Support small and medium-size firms
	Modest forms of microcredit
	Cooperatives (with participation of state or state-sponsored NGOs) 

	*List of policies drawn from: Nancy Birdsall, Augusto de la Torre, and Rachel Menezes. “Washington Contentious: Economic Policies for Social Equity in Latin America”(Washington: Carnegie Endowment for International Peace and Inter-American Dialogue, 2001); Birdsall, Nancy, Augusto de la Torre, and Rachel Menezes, Fair Growth: Economic Policies for Latin America’s Poor and Middle-Income Majority (Washington, DC: Center for Global Development and Inter-American Foundation); Moisés Naim, Latin America: The Second Stage of Reform, Journal of Democracy 5, 4 (1994); Manuel Pastor and Carol Wise, “The Politics of Second-Generation Reform,” Journal of Democracy 10, 3 (1999); Dani Rodrik, One Economics, Many Recipes: Globalization, Institutions, and Economic Growth (Princeton University Press, 2007); The Center for Global Development Task Force, “Helping Reforms Deliver Growth in Latin America: A Framework for Analysis, in Liliana Rojas-Suárez, ed. Growing Pains in Latin America (Washington, DC: Center for Global Development); Javier Santiso; Jean Grugel and Pía Riggirorzzi, “The End of the Embrace? Neoliberalism and Alternatives to Neoliberalism in Latin America, in Jean Grugel and Pía Riggirozzi, eds. Governance After Neoliberalism in Latin America (Palgrave/McMillan, 2009); Oxhorn and Ducantenzeiler (1998); John Williamson 2003

**Country experience drawn from Peter R. Kingstone and Aldo F. Ponce, From Cardoso to Lula: The Triumph of Pragmatism, and Javier Corrales, The Repeating Revolution: Chávez’s New Politics and Old Economics, in Kurt Weyland, Raúl L. Madrid, and Wendy Hunter, eds. Leftist Governments in Latin America, Successes and Shortcomings (Cambridge University Press, 2010).


Regardless of the political category—market-oriented, moderate left, or radical left—Latin American governments in the 2000s hardly advanced neoliberalism, certainly compared to the 1990s. Revenues from privatization, for instance, dropped sharply across the region after 1999, a consequence of a major slow-down in privatizations (in contrast to other regions such as Asia and Africa, where privatizations actually accelerated in the 2000s). In fact, privatizations were no longer a central component of IMF programs in Latin America, which is remarkable considering how central they were in most IMF programs of the 1980s and 1990s.
 Even ruling parties that were sympathetic to neoliberalism on the campaign trail introduced only modest neoliberal reforms. 

Why this slowdown? Two main explanations can be offered. One applies to all countries in the region, the other, to just a few but important cases. The explanation that applies to the region as a whole focuses on the United States, and more important, China. After 9/11 and the return of economic growth in the world by 2002, the United States became focused on the war of terror. This focus came with an opportunity cost: less concern with advancing the Washington Consensus.
 In terms of economic policy, the only issue that was a major concern for the United States was negotiating bilateral free-trade agreements. Other than that, the United States cared less about microeconomic conditions in the region. 

But it was China’s new economic relationship with the region, more so than U.S. declining interest, that proved more decisive in slowing down the advance of neoliberalism. In the 2000s, China developed a huge appetite for Latin American imports, giving a major boost to economies everywhere, but concentrated mostly on agricultural and primary commodity export sectors. 
 From a growth and fiscal perspective, this booming trade with China was enormously positive, leading to record-level growth rates, spending rates, and debt reduction across the region.
 However, from a market-oriented reform perspective, this trade had a negative impact: be easing fiscal pressures on governments, trade with China eliminated incentives for microeconomic reforms. To use Kurt Weyland’s terminology,
 trade with China took Latin American governments away from the “domain of losses,” and thus from a position of needing to reform. Why bother with politically difficult productivity-enhancing reforms in stagnant sectors when the productivity growth in the agricultural sector was generating so much economic dynamism and fiscal income? Thus, Latin America in the 2000s experienced the paradox of impressive growth rates with unimpressive productivity gains across all but the primary commodity sectors.
 This is reflected in export figures. For the region as a whole, exports of primary commodity grew on average by a spectacular 11.4 percent annually in 2000-2009, compared to 2.6 percent in the neoliberal era of 1990-1999. Manufacturing exports moved in the exact opposition direction: they grew by 5.3 percent in the 2000-09 period, a major drop from 14.7 percent in the neoliberal era.
 As insufficient as neoliberalism might have been in diversifying South America’s economy, the post-neoliberal era seems to have been more dependency-generating. 

The explanation for the neoliberal slowdown that applies to some cases, has to do with “ISI legacies.” Countries that had better experiences with state-led industrial policies prior to the 1980s never totally dismantled such policies in the 1990s, and thus found it easy to reinforce state-based industrial policies in the 2000s.
 The export boom of the 2000s gave the state enough revenues, and it seems that prior ISI-related sectors were able to appropriate much of it. This argument best applies to Brazil, and to some extent, Colombia and Uruguay. 

Another key question is what explains the moderation of leftist governments, where they acted with moderation. For instance, why did Lula, who campaigned prior to 2002 on a platform that was not that different from Chávez’s in 1998, retained so many aspects of the Washington Consensus?
 Various answers have been offered: Latin American countries are more dependent on foreign capital, or foreign markets for the creation of jobs, and this creates pressure to comply with market demands.
 Also, in Corrales (2008) I argued that only countries that experienced greater macro-/micro-economic troubles and greater party-dealignment/fragmentation during the implementation stage, tended to more radical governments, facing fewer checks and balance, and this trio of calamities doesn’t apply to all countries.
 Weyland (2009) suggests that a more important variable was whether the country was highly dependent on land-based resource exports, oil and gas.
 Table 2 shows how these arguments apply to the various cases of leftism in Latin American in the 2000s. 

Table 2 also shows key exceptions. Nicaragua, for instance, saw the rise of a radical-leftist government without natural resource dependence; Peru had moderate-left government even with one of the region’s most significant episodes of party system collapse, and Uruguay, with one of the region’s greatest dependence on agro-exports. 

In short, the field has not be able to offer a unified, one size-fits-all theory to explain the origins and actual policies of self-declared leftist governments in the region, although it is coming closer to a consensus that moderation—on both the left and the right—offers better prospects for institutional development and equity. 

	Table 2: Explanatory Variables and Varieties of Leftist Governments in Latin America in the 2000s

	
	Macro and Micro problems prior to 2002
	Party Fragmentation and Party Dealignment
	Natural Resource Dependence (for fiscal revenues)

	Radical Cases (Ven, Bol, Ecu) 

 Exception (Nic)
	Severe
	High
	High

	Semi-Radical Cases (Arg)
	Severe
	Medium
	Medium

	Semi-Moderate Case (Bra)
	Medium
	Low
	Low

	Moderate Case (Chi)

 Exception (Per and Uru)
	Low
	Low
	Low


VII. Conclusion

Today neoliberalism is neither triumphant nor dead. While the neoliberal reforms of the 1990s did not generate all promised outcomes, at least universally, neoliberalism did not emerge from this period mortally wounded. During its heyday, neoliberalism was able to demonstrate the validity of some of its tenets: fiscal discipline and low inflation can be pro-growth and progressive; intra-firm competition and secured property rights generate efficiencies that liberate resources as well as trust-based institutions (independent Central Banks, stronger contract regimes) that help build communities; trade openness introduces competitive forces and price reductions that please consumers; and the price system is an unrivaled mechanism for discerning what consumers demand, and this information-generation feature endemic to market economies is both an economic and a democratic asset. Furthermore, recent historical research boosts some of basic neoliberal claims. For instance, there is evidence that during periods of intense protectionism, not just in the 1960s and 1970s, but also between 1860 and 1914, when Latin America had some of the highest tariffs in the world, economic performance was suboptimal relative to other regions, and the higher the tariff rate, the worse the performance.
 When looking at Latin America, therefore, neoliberals have an arsenal of data and historical evidence to support their claims.

However, it is not clear that neoliberalism, in its most fundamentalist version, offers today the best answers to some of the new more serious developmental challenges that Latin America confronts. In addition to the well known and discussed problem of income inequality, these challenges include: 

1) the middle-income trap—the fact that labor costs in the region are too high to compete globally with low-cost manufacturers (e.g., China), but skill levels are not high enough to compete with the more advanced capitalist countries;
 

2) the commodity-dependence curse—the fact that the region, especially South America, has become too dependent on commodity exports, due to natural comparative advantages and the rise of trade with China, which discourages export diversification;
 

3) the propensity toward asset bubbles, especially now that the region is experiencing an avalanche in of foreign exchange, which might require more sophisticated and complex forms of Central Bank interventions in the economy beyond traditional inflation-targeting;

4) the productivity gap—the idea that the largest components of the economy--manufacturing, services, small business firms, and informal sectors—display low levels of productivity and demand for high-skill labor—which causes a drag on growth;

5) uneven levels of state presence within any given country—which precludes nations from mobilizing resources, solving coordination problems, consolidating the rule of law, and addressing negative externalities.
 

6) the institution-structure trap, the idea that institutions do not easily change reality, but instead end up reflecting and thus reinforcing the very same reality that they seek to change.

Today, mainstream scholars seem to argue that solutions to these region-specific and general development challenges cannot rely exclusively on laissez-faire principles, free trade policies, and cookie-cut/one-size-fits all prescriptions, as neoliberals tended to suggest in the late 1980s. The new thinking is that some form of state involvement is necessary, and that underperforming cases and sectors require their own tailor-made approaches.
 

Thus, given the nature of the challenges in the region and the trends in political economy, neoliberalism may never reign supreme again. Yet neoliberalism will never whither entirely. Neoliberalism will remain relevant if for no other reason than for its power as a critical theory. Like few other schools, neoliberals offer some of the most forceful arguments about the frequency, causes and impacts of state failures. Unfettered, unrestrained, unregulated states lead to unwelcome abuses. Protectionism leads to diversion of talent and assets into unproductive activities. State-business associations carry a high risk of collusion, and thus, of subverting the public good. Political competition continuously impel states to stray from impartiality unless autonomous and independent institutions are strong enough to watch over politicians. And democracies with high inflation and weak firms are prone to authoritarian reversals.
 
As long as there exist advocates for state involvement, there will also exist neoliberals ready to assert the dangers of statist excesses and the virtues of competitive firms. Neoliberalism will continue to play a role in development thinking, even if they never dominate policy-making again. 

Figure 1: Diversity of Achievements: Highest Economic Freedom Scores Achieved by Latin American countries and year of achievement.
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Figure 2: Changes in Economic Freedom Index Scores from 2002 to 2011
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Figure 3: Economic Freedom Scores in Self-Declared Leftist Governments in Latin America in the 2000s.
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* Beginning of self-declared leftist administrations: Argentina 2002 (Duhalde), Bolivia 2006 (Morales), Ecuador 2007 (Correa), Venezuela 1999 (Chávez), Brazil 2002 (Lula), Chile 2000 (Lagos, Bachelet), Nicaragua 2007 (Ortega), Perú 2001 (Toledo, García), Uruguay 2005 (Tabaré Vázque).

Source: Economic Freedom Index Scores.
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