Latin America and the Caribbean

Flagging development

Latin America and the Caribbean remained
relatively unscathed by the global economic
crisis of 2009. On the whole, the region suc-
cessfully withstood the challenges posed
by the crisis that gripped industrialized na-
tions, maintaining a comparatively stable
development trajectory. Most governments
in the region responded to the crisis by de-
ploying with flexibility a range of political
and economic measures. By 2010, the region
was again experiencing significant econom-
ic growth. Notwithstanding the vulnerabil-
ity of the weaker states located primarily in
Central America and the Caribbean, most
states in the region also enjoy a compara-
tively well-established regulatory framework,
which provides economic actors with a rela-

tively stable operational framework. It ap-

At first glance, Latin America’s progress toward transformation appears generally favorable from 2009

to 2011. Upon closer examination, however, the apparent stability in many areas is revealed as stagna-

tion. Moreover, a number of fundamental problems remain unresolved.

pears that the font changes sizes with the
second paragraph.

Political structures within the region
were also largely unaffected by the crisis,
maintaining their existing trajectory of de-
velopment. States such as Colombia and Bra-
zil continued to pursue a moderate course,
while states such as Venezuela, Ecuador and
Bolivia continued on a more radical path.
The BTI 2012 data confirm that Latin Amer-
ica and the Caribbean remain firmly in the
democratic camp. However, political trans-
formation appears to be stagnating, with an
average democracy score now at 6.83 — 0.14
points less than in 2010. A similar trend can
be seen in economic transformation, with an
average score now at 6.27 points, nearly un-
changed from the 2010 results (6.35 points).

Moreover, the slight overall decline in
scores for the region is almost entirely at-
tributable to those states that have posted the
greatest losses in the Transformation Index,
namely Haiti, which suffered a severe earth-
quake in 2010, and Cuba, whose welfare re-
gime is under considerable duress.

Similarly, the average transformation
management score is largely unchanged, at
5.49 points. However, this apparent stability
conceals comparatively wide disparities of
development, ranging from countries that ex-
hibit successful management performance,
to countries where management performance
has undergone ups and downs during the
survey period, to countries such as Vene-
zuela, which is neither promoting a market

economy nor a democratic rule of law.
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The Latin American and Caribbean re-
gion continues to occupy second place in the
BTI, behind East-Central and Southeast Eu-
rope. On regional average, steering capabil-
ity and resource efficiency improved slightly
while the willingness to cooperate interna-
tionally decreased.

This generally positive overall assess-
ment, however, conceals a cluster of four
fundamental, ongoing problems of develop-
ment. First among these is the persistent
issue of social inequality, which remains
a matter of indifference to the majority of
the region’s elites. As a result, political dis-
content is on the rise, and the region has
witnessed several populist experiments. Sec-
ond, the region’s elites have failed to imple-

ment targeted structural policies that would
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Political transformation

Economic transformation
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build upon the successful growth achieved
by the raw materials boom. Although it re-
mains an economic model of the region,
Chile’s indecisive management strategy has
contributed to its comparative stagnation.
Thus, while Chile was the top performer
among surveyed states in the BTT 2008, it
has since fallen to fifth place in the overall
management ranking, and is now surpassed
by Brazil within the Latin American group.
Third, in nearly all states in the region, the
promotion of constitutional rule is stagnat-
ing, which has tended to promote the rise
of informal arrangements and further exac-
erbated existing imbalances of political and
economic power. Finally, the problem of
organized crime continues to escalate with

no sign of abatement. Although Mexico and

Guatemala are the two states that most ex-
emplify the erosion of the state monopoly on
the use of force, the same trend character-
izes the majority of Latin American states, and
continues to erode what is already a fragile
social structure within the region.

The example of Honduras, where Presi-
dent Manuel Zelaya was removed in a 2009
coup, points to the most extreme outcome
of such inherent instability. On the other
end of the scale, Uruguay, Costa Rica and
Chile are consolidating democracies where
democracy is substantively strong and is un-

derscored by considerable support.

Liberia has improved its Management Index ranking by 66 places since the BTI 2006. | During the same period, Mozambique has fallen by 34 places.
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Political developments within the region
continue to vary widely, ranging from the
consolidation of democracy in Uruguay,
the coup in Honduras, the entrenchment
of autocracy in Venezuela and the collapse
of Haiti. Overall, BTT survey data indicate
a slight reversal in progress toward demo-
cratic development, with the average score
declining from 7.02 points (BTI 2008) to 6.83
points during this survey period. The ma-
jority of countries in the region continue to
be classified as defective or highly defective
democracies.

The region’s development is defined by
four key factors: a high level of social in-
equality; the weakness of the rule of law;
fluctuations in the quality of the party sys-

tem; and, above all, an increasingly fragile

Instability as risk

® failing state

As in previous surveys, the region is clearly democratic, although the results demonstrate a slight

decline in the qualitative state of democracy. The majority of states in the region fall within the

larger category of defective democracies, for which the fragile quality of stateness continues to pose

the greatest threat.

stateness, which in some countries has also
come under mounting pressure from organ-
ized crime.

During the survey period, two states have
moved between categories. A slight increase
in scores has brought Colombia, with an av-
erage score of 6.05 points, into the group of
defective democracies. After the earthquake
and the fraudulent elections of 2010, Haiti is
now classified as an autocracy and a “failing
state.” This decline for Haiti also reflects the
fact that the 2010 elections played a decisive
role in the BTI 2012 survey results. While
Michel Martelly did, ultimately, win a clear
majority of the presidential vote in March
2011, this reasonably free and fair runoff
election took place after the end of the sur-

vey period. Haiti’s current classification as

a failing state reflects the state’s inability to
assure its monopoly on the use of force, as
well as the total collapse of its administrative
structures.

Six additional states have undergone sig-
nificant changes since the BTI’s 2010 edi-
tion. Among these states, Bolivia, where the
political elites averted a national split, is the
only one to register an improvement (+0.35
points). By contrast, the quality of democracy
has declined in Argentina (-0.35), Guatema-
la (-0.30), Mexico (-0.30), Ecuador (—0.20)
and Panama (-0.20). Although these states
vary widely in their quality of democracy and
in the reasons for their current decline, two
general patterns characteristic of the region
can be observed. First, in Argentina, Ecua-

dor and Panama, the decline in the quality

of democracy is largely due to the respec-
tive ruling presidents’ overweening pursuit
of power and the resultant undermining of
democratic institutions. By contrast, Gua-
temala and Mexico are suffering from de-
ficiencies in stateness, which is linked to
the extreme violence of the drug cartels and
organized crime. In both cases, the process
of state disintegration threatens to undo the
gains in democratization achieved during
the previous decade.

The autocracies of the region now in-
clude Haiti as well as the “electoral autocra-
cy” of Venezuela, which — although it enjoys
what continues to be reasonably free and fair
elections — is under de facto authoritarian
rule. This category also includes Cuba, the
last “classical” autocracy on the American
continent. At the start of the survey period,
the regime under the leadership of Raul Cas-
tro attempted to undertake stabilizing mea-
sures to strengthen consensus among the
Communist elites and to shore up Cuba’s
authoritarian system in the face of increas-
ing challenges. By late 2010, signs of fun-
damental transformation were underway,
although the economic reforms are modeled
primarily on the examples of states such as
China and Vietnam.

A total of 16 relatively free and fair elec-
tions took place in the region during the sur-
vey period. With the exception of Honduras,
the election outcomes were generally accept-
ed and deemed credible. In this sense, the pri-
mary threat to the region is no longer found
in the reversion to political force as a means
of quelling domestic conflict. Rather, most of

the region’s defective democracies have coa-

Population: 108.5 mn

Life expectancy: 75 years

Human Development Index rank (out of 187): 57
GDP p.c. PPP: $14,566

lesced at a “low-level equilibrium” marked
by a weakness within formal institutions, an
inclination to focus on short-term strategies
and measures, and a tendency to frame poli-
tics as a zero-sum conflict among competing
interests. The most notable attempts to seek
a way out of this dilemma — through reforms
such as those enacted by Chdvez in Venezue-
la, Morales in Bolivia, Correa in Ecuador,
Zelaya in Honduras and Ortega in Nica-
ragua — all resulted in further weakening of

political institutions and the rule of law.
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Mexico, a failing state?

The apparent inability of the Mexican state to as-
sert control over the drug cartels and the rising
scourge of violence — which claimed the lives of
over 34,000 persons between 2007 and 2010 —
has raised concerns that Mexico may be headed
toward a comprehensive collapse in the direction
of a failing state.

Within the BTI, states are classified as failing
states when they fail to attain a specified mini-
mum score in two key questions under the crite-
ria of stateness, namely, the state’s monopoly on
the use of force and the existence of basic ad-
ministrative structures. For both criteria, Mexico's
scores are currently well above this minimum. The
state’s basic infrastructure extends throughout

nearly the entire country, as demonstrated by

Similar findings also ap-
ply to Argentina, where dem-
ocratic advances commen-
surate with the state’s socio-
economic development were

hindered by the conflicts be-
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tween the different factions
of the political elite. Since

2003, the Peronist govern-

Political transformation Mexico

Mexico's relatively high scores
across several survey periods.
However, the Mexican state’s
monopoly on the use of force
has come under increasing chal-
— 1 0 lenge, particularly in the border

places regions as well as in the states
of Guerrero and Michoacan.

Consequently, Mexico has wit-

ments under Néstor Kirch-
ner and Cristina Ferndndez de Kirchner
have continued to promote this growing
informalization of politics.

Particularly in Central America and in
Mexico, democracy is threatened by a cor-
rupt state apparatus, as well as by the potent
combination of poverty, social inequality and
criminality. The threatened destabilization
of the system of public patronage, which
has long upheld a comprehensive system of
clientelism, has resulted in what might be
called an increased feudalization of the state.
At the same time, the federalistic structures
of the Mexican state have promoted the de-
velopment of a “parallel world” that now

competes with the apparatus of state.

nessed a continuous decline in
scores over recent years (BTl 2006 and 2008: 7
points; BTI 2010: 6 points; BTI 2012: 5 points.) To
date, however, Mexico does not meet the criteria
for a failed state.

Nevertheless, this conflict between the state and
drug cartels is negatively impacting not only state-
ness, but also political freedom and the rule of
law. As a result, Mexico's scores for democratic
development have continued to decline in recent
years, from 7.55 (BTl 2006) to 7.45 (BTl 2008)
and 7.25 (BTl 2010) and, finally, to 6.95 points

over the course of the current survey period.

3 Asian countries are pursuing the most successful education policies among all BTI countries: Singapore, South Korea and Taiwan (10 points each).
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Economic transformation
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When measured solely on the basis of eco-
nomic activity, Latin America appears to be
enjoying solid economic growth. While the
region’s GDP did, in fact, dip to 1.9 percent
in 2009, Latin America recovered quickly
from the crisis. Just one year later, the re-
gion had rebounded to an average growth
rate of 6.0 percent. This growth rate was
achieved despite the lagging performance
of Haiti, Venezuela and Jamaica and the
comparatively poor performance of Central
America (3.5%) and the Caribbean (0.3 %),
whose economies are more closely linked
with that of the United States.

Over the past years, a new “culture of
stability” also appears to have taken root
in Latin America. Certainly, the moderate

rates of inflation of recent years and the
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The limitations of growth

As compared to earlier crises, Latin America weathered the crisis of 2009 remarkably well. At the same

time, the region also achieved a new level of stability in terms of economic policy. Social inequality,

however, remains an ongoing burden.

relatively sound national budgets within
the region represent an important turn-
around following the debt crises and the “lost
decade” of the 1980s. However, the status
of economic development as measured by
BTI regional average scores remained virtu-
ally unchanged between 2006 and 2012 — an
indication that the region’s structural prob-
lems are increasingly hindering economic
growth. The region’s entrenched social in-
equality is evident in taxation and social poli-
cies, as well. Furthermore, the ongoing raw
materials boom has tended to undermine
the effort to found economic development
on increases in productivity and the creation
of added value. Within the region, only Bra-
zil, which enjoys robust domestic demand

as well as relatively advanced research and

development policies, has been able to hold
its own with Asian economies. Moreover, in
some states, development toward a market
economy has been impeded by a combina-
tion of weakness in the rule of law, corrup-
tion and an informal sector that has been
thoroughly penetrated by organized crime.
Despite the many negative examples, state
interventionism continues to present an ap-
pealing populist alternative. This is evident
not only in Venezuela, but also in some of
the region’s defective democracies, such as
Argentina, Bolivia, Ecuador and Peru.
Within the survey period, the greatest
declines in economic transformation were
registered in Haiti (—-0.75 points) and Cuba
(-0.57 points). Market economic develop-

ment also regressed in Jamaica (—0.36) and

Argentina (—0.25). By contrast, in Honduras,
the Lobo government reversed the left-pop-
ulist economic policies of President Zelaya
and, in so doing, achieved an improvement
of 0.32 points to regain its 2008 score. Fur-
ther, both Peru and El Salvador, where the
Funes government has pushed for more
pronounced welfare-state measures, have
advanced to the category of “functioning”
market economies.

However, only three states in the region
attained the status of “developed” market
economies within this BTI survey period.
One of these states is Uruguay, which con-
tinued along its positive development trajec-
tory, surpassing Chile as the top performer
in Latin America. Uruguay’s success is due
in part to the country’s favorable overall
economic framework. In addition, the mod-
erate-left governments of President Tabaré
Vézquez and his successor, José Mujica,
have strengthened the country’s economic

and social-welfare institutions and promot-

ed sustainability. Although Chile and Costa
Rica are similarly robust on an institution-
al level, neither was able to realize further
gains during this survey period.

Brazil is now approaching the ranks of
developed market economies. In addition
to a strong domestic market, Brazil has a
stable economic order and has, through tar-
geted social policies, achieved some success
toward overcoming social inequality. The
largest group of Latin American states in the
survey is comprised of market economies
with some functional flaws. Within this
group, however, the stronger market econo-
mies of Argentina, Colombia, Jamaica and
Mexico suffered a decline in the functional
operability of their market economies dur-
ing the survey period.

In Venezuela, which is the poorest per-
former in the region (excepting the special
case of Haiti), the continuation of state-
centered economic policies put in place by

the Chavez government has placed further

State of economic transformation 2006-2012, overall and by criterion
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pressure on the private economic sector.
Venezuela is also the only country to experi-
ence negative growth rates in 2009 and 2010.
Since 1958, no Venezuelan government has
succeeded in taking full economic advan-
tage of the state’s substantial oil production
profits, and the current administration is
no exception. In Cuba, the global economic
crisis was the last straw for an already over-
burdened social system. While the regime
of Raul Castro is enacting reforms intended
to move the state in the direction of “mar-
ket socialism” like in China and Vietnam,
these reforms are still in the early stages of

implementation.

8 of 128 surveyed countries ensured unrestricted freedoms of expression in BTI 2012. | These freedoms were ensured in 15 countries in BT 2006.
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Although the overall average score remains
nearly unchanged, transformation manage-
ment scores for individual countries have
undergone substantial change in the BTI
2012. Significant improvements were reg-
istered in Bolivia (+0.50 points), El Salva-
dor (+0.49), Honduras (+0.41), Costa Rica
(+0.32) and Paraguay (+0.24), with Paraguay
achieving an improvement of 1.26 over the
past six years. By contrast, Argentina contin-
ues on its downward course (-0.30 points).
Haiti (—1.38) and Mexico (—0.36) also both
registered declines.

Chile has also lost ground in transfor-
mation management. This decline is not
related to the changeover in power from the
Concertacién to the right-trending Coalicién

por el Cambio but, rather, is the result of

Stagnating reform

Although Latin America’s management scores have increased steadily since 2006, this trend has

now markedly slowed. However, the range here is broad, extending from success stories such as

Uruguay to the example of Venezuela, which continues to resist transformation.

weaknesses among the state’s political elites
as a whole. Nonetheless, Chile’s score of 7.15
is evidence of solid transformation manage-
ment. The same is true for Brazil (7.29) and
for the new regional leader, Uruguay (7.66).
All three of these states achieved high scores
on each of the four management criteria
and attained the highest possible score on
the criterion of “international cooperation.”
Although all four states share a common
weakness in resource efficiency, the govern-
ments of Tabaré Vizquez and José Mujica of
Uruguay achieved notable improvement in
this sphere.

The only states that currently appear
poised to advance to the next-higher trans-
formation management group are Costa
Rica (6.95 points) and El Salvador (6.79).

In El Salvador, the moderate leftist Funes
government succeeded in obtaining a high
degree of consensus on behalf of his social
policies, which aimed at cushioning the ef-
fects of free-market regulatory policies. The
Funes government also has successfully
increased the integration of civil society.
Meanwhile, in Costa Rica, first the govern-
ments of President Arias and, after 2010, of
President Chinchilla have continued to bat-
tle corruption while at the same time ex-
panding international cooperation through
implementation of a free-trade agreement
between Central American states and the
United States. The remaining states in this
second tier exhibit much greater weaknesses
in transformation management, particu-

larly with respect to resource efficiency and

consensus-building. Apart from Paraguay,
this group of states has seen little progress
in transformation management during the
survey period.

Eight states have attained “moderate”
management performance in the BTT 2012.
They are all still grappling with the effects
of crisis and turbulence, and some of the
states continue to experience high levels of
political conflict. This group includes Ecua-
dor and Bolivia — two of the states in which
the government is enacting policies that, at
least in part, are incompatible with market
economic principles.

Rather remarkably, Bolivia has none-
theless achieved a significant improvement
in management performance. The reasons
for this improvement are twofold. First, the
political leadership underwent a significant
learning process. Second, in the wake of
its overwhelming electoral success in 2009
and subsequent adoption of the constitu-
tion, the Morales government has pursued
a decidedly less-polarizing political strategy.
As yet, Ecuador has not undergone any such
learning process; rather, President Correa
continues to struggle to consolidate his de-
velopment strategy. Confronted by a vehe-
ment and obstructionist opposition, Correa
has turned to strategies similar to those once
employed by Morales in Bolivia.

Honduras has also achieved a notable
improvement of 0.39 points during the cur-
rent survey period — again, that is entirely
due to the efforts of President Lobo, who
took office in 2010 after a period of esca-
lating polarization under President Zelaya,
a political coup and a controversial transi-
tional government under the leadership of
Roberto Micheletti. Despite these challeng-
es, Lobo has largely succeeded in restoring
some measure of calm to Honduran politics.

By contrast, Mexico remains in a state
of turmoil, and President Calderén’s attempt
to curb the escalating violence of drug car-
tels by deploying the military has proven
a failure. This political failure is linked to
Mexico’s inability to exert control over anti-
democratic actors, and has further damaged
Mexico’s credibility within the international

community. In Argentina, transformation

management improved substantially under
the government of Néstor Kirchner. Under
the government of his wife, Cristina Ferndn-
dez de Kirchner, however, steering capability
performance declined. This decline is due,
paradoxically, to the fact that Néstor Kirch-
ner continued to hold the reins of political
power until his death in November 2010, a
circumstance which has served to further pro-
mote the informalization of politics. Although
Cristina Ferndndez de Kirchner promised to
strengthen democratic institutions, her gov-
ernment has been a failure in this respect.

In addition to Haiti, where political man-
agement effectively collapsed after the earth-
quake, Cuba and Venezuela continue to oc-
cupy the bottom rung in the Latin American
management rankings. However, Cuba has
demonstrated a new tendency toward prag-
matism, which has gained force since Raul
Castro’s assumption of power. The econom-
ic reforms launched in 2010 are evidence of
a clear set of domestic priorities and a more
stringent strategy for policy implementa-
tion. While Cuba has maintained its tradi-
tional ties with Venezuela, in the broader
international context, its shift toward China
also signals a shift toward a more pragmatic

approach.
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Number of African countries surveyed in the BTI: 43 | Number of these countries in which there are no constraints on free and fair elections: 0
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Outlook

The Achilles heel — the
rule of law

Uruguay, Chile, Costa Rica and Brazil con-
tinue on their successful course of transfor-
mation. In many states within the region,
though, the process of change has stalled.
In addition to the fragility of stateness, the
greatest challenge was and continues to be
deficits in the rule of law.

As in past survey periods, Latin Ameri-
ca’s transformation performance record in
the BTI 2012 remains mixed. At the same
time, though, it is worth acknowledging that
the region appears to have largely proved
successful in turning its back on autocracy
in the past 20 years. Moreover, the majority
of states in the region have abandoned the
problematic economic and social policies of
the 20th century that resulted in crises of
inflation and debt and, instead, are striving
to achieve stable market economies.

This is particularly the case for Uru-
guay, Chile and Costa Rica. However, even
the comparatively stable market economy of
Uruguay remains vulnerable over the mid-
term. As a small economy dependent on its
neighbors, Brazil and Argentina, Uruguay’s
fate tends to rise and fall in step with eco-
nomic fortunes abroad. Moreover, increased
dollarization has also made Uruguay more
vulnerable to external crises. In the case of
Brazil, an emergent economic powerhouse,
the hopes for continued economic expan-
sion rest largely on a strong domestic mar-
ket. This has already helped create a new
middle class — a development that has also
aided in Brazil’s effort to overcome massive

social inequality.

Apart from these oft-cited examples,
however, recent years have witnessed stag-
nating transformation in the region. In most
states within the region, democracy and
market economy rest on a relatively weak
institutional foundation, and few lasting
reform initiatives have been implemented.
Even El Salvador and Paraguay will need to
first demonstrate their sustainability before
their positive transformation can truly be
rated a lasting success.

Of course, we must also take into ac-
count the context of such positive transfor-
mation, which necessarily plays an impor-
tant role in determining how quickly this
can take place. For example, the consoli-
dating democracies of Uruguay, Chile and
Costa Rica have demonstrated that societies
with well-functioning institutions can suc-
cessfully propose, negotiate and implement
important reforms. By contrast, the exam-
ple of Latin America’s defective democracies
has shown that deep-seated conflicts tend to
undermine trust in weak and overburdened
institutions and promote the enactment
of reactive and shortsighted policies. The
weak rule of law in these states remains the
main obstacle to further transformation.
This weakness is expressed in the lack of
adherence to universally applicable laws
and rules in favor of an informal system of
rules and the concentration of power in the
hands of a few individuals. In the case of
autocracies such as Venezuela, where militia
loyal to the government have begun to form

a parallel institutional structure alongside

@5 This summary is based on the Latin America and the Caribbean

regional report by Peter Thiery, available at
www.bti-project.org/lac

@ Full reports for each country in the region available at

www.bti-project.org/countryreports/lac

the state’s monopoly on the use of force, the
state is actively opposed to transformation
in the BTI sense. It is unlikely that the presi-
dential elections scheduled in Venezuela for
October 2012 will change this bleak picture
considerably.

This is all the more the case because
meaningful reforms generally require that
political actors possess a basic level of mu-
tual trust — but this trust is virtually impossi-
ble when the rule of law is not assured. This
paradox is further illustrated by Argentina’s
repeated failure to enact reforms in the rule
of law, which has been hindered by the on-
going power struggle between the govern-
ment and the opposition and the efforts by
both camps to orchestrate the media to their
advantage. Argentina’s ongoing tendency
toward polarization was further exacerbated
in the runup to the October 2011 elections.

Nonetheless, despite the overall stagna-
tion of transformation management per-
formance in the region, a few states have
managed to achieve notable success. The
sustainability of these successes will depend
largely upon whether reforms are accompa-
nied by a process of learning among social
and political elites. In this respect, Latin
America’s overall success in weathering the
economic turbulence of the global economic
crisis might be regarded as an important in-
dicator of advanced policy-learning and in-

creased steering capability.

You were a member of Ecuador’s Constituent Assembly and won
more votes than any other candidate in the parliamentary elections.
Your Ruptura movement was part of the coalition formed by Presi-
dent Rafael Correa but left the coalition in January 2011. Why?

Ruptura is currently applying for accreditation as a political party.
How much support do you have? Is the party registration procedure

fair? And how does the government react?

How do you assess the current political situation in Ecuador? Where

is reform most urgently needed?

Interview

According to the Ecuador BTI report, “Correa has made himself the most
powerful elected President in Ecuador’s history.” Nonetheless, indigenous
groups managed to stop a new water law in 2010. In the same year, a
group of policemen even captured him for one day, rebelling against a
salary reform. His majority is slim. Just how powerful is Correa?

The BTI country report states that the way forward depends on the
ability of the elites to establish dialogue and effective cooperation. Giv-
en the climate of mutual distrust, how is this possible?

Guinea's score for the quality of free and fair elections in the BTI 2010: 1 | Guinea's score for the quality of free and fair elections in the BTI 2012: 6
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