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With Venezuela as an example of how societies can fail, this note calls for continued 

USG engagement in the international arena, not giving in to isolationism or 

protectionism, and actively espousing discourse on ideas on what has worked and 

hasn’t in economic development. The specific channels for such engagement – 

diplomacy or foreign aid, for instance – is of secondary importance.  What is 

fundamental is to be anchored in facts and clear rationale.   

Venezuela, a former United States ally and a middle-income country, illustrates how a 

perverse economic-policy model, though dolled-up in “just” redistributive trappings, can 

cause social retrogression, destroy worthwhile institutions, and thwart development 

potential.  It is a relevant example of the dysfunctional economic policy orientation that 

international development institutions should discourage. 

Although with significant potential to achieve sustained high levels of income and defeat 

poverty, Venezuela suffers from years of declining national income, is on the verge of 

imploding politically, and is facing acute poverty and social crises. This dreadful record 

was caused by a policy orientation built on attacks on market mechanisms for the 

production and distribution of wealth (price controls, arbitrary nationalization of 

enterprises, multiple exchange rates), reckless monetary and fiscal policy (that have 

exacerbated inflation and played havoc with fiscal balances), assaults on individual 

freedoms (control of media, intimidation including incarceration and beatings of 

opponents), and extremely weakened governance institutions (distortion and control of 

the judiciary, fraudulent elections, politicization of the military).  

The consequences include an increase in poverty levels – that reversed previous 

progress, a brain drain of dire implications for the mid-term future of the country, spiking 

crime rates, and a deterioration of the country’s access to international capital markets.  

Moreover, and as relates to United States’ direct interests, the just-described record has 

been accompanied by an international realignment of Venezuela with US adversaries 

within the region and outside it, and the sponsorship of institutional international setups 

designed to reduce US influence in the region – as with, for example, ALBA (the 

Bolivarian Alliance for the Peoples of Our America) and CELAC (The Community of 

Latin American and Caribbean States). 

                                            
1 This note builds on material on Venezuela presented and discussed at a “book-group” meeting of the 
UAA’s Joint Economic Growth and Institutional Strengthening subcommittee.  The points of view 
expressed here are the authors’ and not necessarily those of other members of the UAA, or participants 
in the “book-group” discussions.   The authors benefitted from comments by Roberta van Haeften and 
Michael Crosswell to a prior draft. 



In sum, the Venezuelan experience since 1999 with so-called 21st Century Socialism 

climaxed a history marked by oil dependency, and frequent state dirigisme and 

corruption.  Thus, the ongoing crisis was made possible by a populist approach that 

built on and exploited the existence of significant pockets of poverty in the midst of 

plenty and was used to exacerbate social divisions under the guise of improving the lot 

of the poor. 

What are the implications of cases such as Venezuela for United States foreign 

economic assistance policy if any?  Aside from humanitarian concerns, the answer can 

be premised on the proposition –emphasized in successive National Security Strategies 

since 2001 -- that international development progress is an important cornerstone of our 

national security, along with defense and diplomacy.   

Moreover, development retrogressions such as in Venezuela are quite possible, 

perhaps uncomfortably frequent, in current or former aid-recipient countries.  For 

example, as our government seemed to lose interest in Central America, the significant 

beneficial effects of USAID work during the 1980s and early 1990s were later set back 

under policy reversals and criminal activities there.  It is for such reasons that, 

regardless of income level, the U.S. government has in the past endeavored to devise 

policies vis-à-vis countries deemed as strategic, fragile, or in transition.  

The objective has been to prevent a lapse to weak and antagonistic state status, for 

even middle-income countries may descend into chaos and undermine US interests.  

Accordingly, they also should be objects of American economic foreign assistance 

policies.  The questions are whether U.S. foreign aid can be used to good effects in 

such countries and if so what are the appropriate mechanisms.  Specifically, what is the 

approach that the US government should develop and apply to encourage countries, 

such as pre-socialism-21 Venezuela, to stay the course with policy orientations likely to 

lead to economic progress, respect for civil rights, and international stability? 

This note proposes a 3-tiered approach of programs aimed at reducing the probability of 

a country lapsing – as in Venezuela.  The programs promote a well-informed culture 

about what has worked in economic development and sustained poverty reduction. 

Such programs are: (1) the training in US universities of select foreign nationals with the 

potential of becoming leaders in their societies; (2) supporting independent think-tank 

type institutions that can help inform decision-makers and the public at large of the 

record of potential policies; and, (3) encouraging institutional development by promoting 

joint and collaborative policy-relevant social research that uses and forges agreed-upon 

methodologies among universities and research centers in developing countries and in 

the United States. All of these interventions have a record of success and it is only the 

changing winds of US foreign economic assistance policy that explains their lack of 

prominence in programs of the last twenty years or so.  Furthermore, in many such 

countries the US assistance programs have been eliminated. 



For instance, the training in the US of foreign leaders to-be was highly influential in 

successful experiences in countries such as Chile and Indonesia.  The benefits of 

supporting the work of politically independent think-tank centers were evidenced in mid-

1980’s El Salvador where a USAID-supported think-tank was instrumental in the 

transition from civil war to a freer market-based democracy, as well as in similar 

experiences in Peru and in Taiwan.  Likewise, the institutional-strengthening impact of 

joint social research became well-known decades ago in Latin-America with the 

experience of programs supported by international and bilateral aid agencies and 

foundations – e.g., the ECIEL Program of Joint Economic Research on Latin America, 

at one point coordinated from the Brookings Institution.  

In conclusion, we know that human capital accumulation is a key determinant of a 

country’s productivity growth and that this occurs through a process that intertwines 

learning with institutions.  Emphases on health improvements, agricultural programs, 

SME loans, infrastructure, and reduction in extreme poverty, by themselves, will not 

lead to sustainable economic growth and stable political and economic institutions.  The 

approach presented in this note will contribute to an environment receptive to absorbing 

the lessons of the development and poverty-reduction records.  Just let those records 

be known.  

 


