
1 
 

The capitalismof the 20th and 21st centuries in Latin America and the developed 

world 

  

Cesar Ferrari, Ph.D.
1
 

Professor, Pontificia Universidad Javeriana 

  
 
Capitalism, the political, social and economic system created by human beings, has solved 

poverty for a large number of people in the developed world and to a much lesser extent in 

developing countries. It suffered a serious crisis during the Great Depressionin the decade 

of the 1930s of the 20th century. This crisisgenerated doubtsabout its continuation as it 

waschallenged,without success,by alternative models that sought to replace it. Since the end 

of the Second World War these doubts continued with further impetus but with the collapse 

of the Soviet Union, capitalism emerged victorious and without opponents, at least for the 

time being.  

 

Ithas recently suffered another serious crisis:the Great Recession which generated serious 

economic, social and political problems around the world, particularly in developed 

countries. It also shed light on the failures of the main institutions of modern capitalism, the 

precariousness of the neoconservative ideology and its policies which caused the crisis, and 

the fragility of aLatin American development based upon the production and exportation of 

commodities.  
  

There are two basic institutions of modern capitalism: the market economy and 

representative democracy. Certainly there is not a single model for both. Those that exist in 

the so-called first world are different from those in the developing world. In this world, on 

many occasions, the market economy which exists is disfigured in such a form to 

createserious obstacles to development. However, those who profit from itdefendit as an 

authentic market economy, basically because it is functional to their interests.  
  

In Latin America, in some countries more than in others, sectors of capitalist 

developmentcoexist with economic activities that despite technological advances could be 

considered pre-capitalist. Important markets, for example the financial and 

communicationsmarkets work in imperfect competition, generatingextra incomesfor the 

suppliersand losses tosocial welfare. On many occasions they limit market developments 

creating barriers that impedeother economic agents’access to resources to increase their 

production, or to the demand for goods and services.  
  
In recent decades, the development of capitalism, geopolitical tensions and the 

advancement of knowledge have prompted impressive technological changes, particularly 

in communications, information processing, and transportation. Along with the economic 

crisis, they have generated new scenarios, institutions and processes for governments, firms 

and markets.  
  
What lies ahead is a geopolitical context different to that of the 20th century which, surely, 

will shape an alternative balance of powers within those pre-eminent countries in the 
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21
st
century. Also, it marks what looks like a new stage of capitalism: the "capitalism of the 

21st century". 
  

All these issuesare treated in the following text without claim of completeness. 
2
 

  

The economic crisis of contemporary capitalism 
  
Modern capitalism in the developed world generated a supply of goods and services not 

before seen, and a remarkable well-being for a significant amount of people. This 

capitalism experienced a severe crisis that began to manifest itself in mid-2007 and was 

evident with the Great Recession 2008-2009. During those years, all developed countries 

and many of the developing ones attained negativegrowth rates or slowed down strongly. 

Its sequels are not completely solved yet. 
  

In order to counteract this, the United States conducted a huge monetary and fiscal 

expansion, and when the first was stopped by Republican opposition, the Federal Reserve 

(FED), the central bank of the United States, continued in charge of the recovery. First, it 

reduced its interest rate virtually to zero. And when this proved insufficient, for six years, 

until October 2014, it developed its quantitative easing program to purchase financial assets 

of 85 billion dollars a month. Such expansionary policies were not only the most aggressive 

in the world’s economic history but also opposite to the hitherto prevailing orthodoxy in 

economic management. Most important, they avoided the second great depression of the 

modern world.  

  
Thanks to those policies, the US economy recovered relatively quickly and reduced 

unemployment rates to around 5%, similar to its smaller historical levels. Nevertheless, 

growth in the United States continues to be fragile, inflation is low, public and private debts 

are high, and income is very concentrated.
3
In this context, the FED in mid-December 

2015raised, for the first time,itsinterest rate by 0.25 points, to 0.25%-0.5%, after keeping it 

between 0 and 0.25% for 7 years. Since 2008 the FED maintains a range of rates not a 

single rate. The FED plans to continue raising its rate during 2016 to "normalize" its 

monetary policy.  

  
When the Great Recession moved to Europe via trade and finance,European Governments 

also conducted some fiscal expansions to counter it. In the presence of the reduction of tax 

revenue as a consequence of the recession, they generated a notable growth in public deficit 

and, as a result, in public debt. When that debt was considered to be excessive, European 

Governmentsintroducedausterity measures and a fiscal adjustment that produced a greater 

reduction of income. Only in March 2015, the European Central Bank decided to follow the 

lead of the FED and began its own program of quantitative expansions by 60 billion euros a 

month. 

  
Unfortunately, European production is still stagnant or in recession, public and private 

debts are bulky, public deficits are high, the unemployment is overwhelming, and income 

inequality has increased significantly. This occurs in particular in the countries of the 

Mediterranean, Greece, Spain and Portugal, and to a lesser extent in other countries of the 

European Union.  
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China was also affected. To avoid it, China tried to replace external by internal 

consumption. But it is not easy or quick to replace buyers of 50 thousand dollars on average 

per year withbuyers of 9 thousand dollars, like Chinese citizens. In the end China slowed 

down its growth rate: if their main buyers, the United States and Europe, don't buy more, 

China has no one tosell to, noreasonto produce more, nor to continue buying more raw 

materials. The consequences are obvious: China's economy slows to an unusual 7% annual 

rate of growth, and being one of the world’s principal buyers ofraw materials, including oil, 

theirrespective prices have a remarkable drop affecting their suppliers, particularly the 

Latin American countries.  

  
The novelty, with respect to past crises, is that this one happened after the financial sector 

moved as the driver of the economy instead of the productive sector of goods;an issue 

which is paradoxical considering that the first should serve the second. In that evolution, its 

assets in many cases exceed the size of the rest of the economy or represent a substantial 

part of it. This is the reason why banking problems in the developed world led to a deep 

economic crisis. 

  
This key financial activity in the developed world is not the traditional one which takes 

deposits and provides loans, operating with full regulations and, thus, intermediating 

between savings and investment in a competitive way. Another is the financial activity that 

became preeminent: nothing transparent, unregulated, and operating mainly from 

speculation of financial papers and securities and making capital gains itsmain occupation. 

These current capital marketshave been likened by Joseph Stiglitz,Nobel Laureate in 

economics 2001,to gambling in casinos.
4
 

 

This financial pre-eminence had support and streamlined from the Academy, dominated to 

a large extent by the neoconservative ideology ("neo - con"), so called in the developed 

world and neo-liberal in the developing world. The neo - cons are the proponents of 

preserving and maintaining the laissez faire, laissez passer of some of the classical 

economists of the XVIII and XIX centuries, i.e. unrestricted freedom, openness and self-

regulation of markets. On merit, all goods and services must be provided by the markets, 

supposedly in an efficient manner, the State´s influence must be minimum, and politics and 

the economy are autonomous and independent of one another.   

 

The truth is that, as demonstrated by economic theory and experience, markets are not auto-

regulated and they tend to become inefficient when the accumulation leads to the 

concentration in the ownership of assets and in the supply of goods and services by 

discarding the most inefficient producers, which leads to the establishment of monopolies 

or oligopolies. This occurs usually in markets in which international competition operates 

with less force for corresponding to non-tradable or less tradable goods and services, or 

worse still protected administratively, as it is in the case of financial, communications and 

transport services in almost all Latin America. 

 

In this way, capitalism has evolved into a form in which the productive sector is secondary, 

services are preeminent and constitute the main source of income and wealth and, as also 
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described by Joseph Stiglitz, great fortunes are formed through income derived from 

monopolies, other forms of exploitation or direct transfers from the public sector.
5
 

  

In this context, the dominant macroeconomic theories seem to have been made only to 

justify the exclusion of the State in the economy and even to demonstrate the futility of 

economic policy. But they failed to anticipate, analyze and find answers to the Great 

Recession. Paul Krugman, Nobel Laureate in economics 2008, paraphrasedit in a lecture at 

the London School of Economics: "most of the work in macroeconomics over the past 30 

years has been useless in the best of cases or has done much damage in the worst".
6
 

  
Along the way, their academic supporters have experienced a severe questioning as a result 

of their responsibility in the Great Recession; at least for now. They will surely try to 

recover its prestige, importance and preeminence, among other things, because it is difficult 

to accept in resigned way the loss of power and income, even though they are derived from 

both inefficiency and incompetence. 

  

The failures of developed capitalism and its political consequences 
  
At this stage of capitalism, whose largest boom occurred in the years before the Great 

Recession, its two fundamental institutions, markets and democracy, ended up showing 

prominent failures. As mentioned, the economy in the developed world went into crisis, and 

failed to provide welfare to a large part of its citizens.  
  
There are also policy failures: the political system cannot process the frustrations of its 

citizens, who having sound economic origins, quickly move to social upheaval and political 

unrest. Social protest is massive, growing social conflict and political controversy do not 

seem to find mechanisms of solution, as political representatives end up representing very 

few, themselves and certain interests; this is a serious crisis of representation.  

  
Sooner or later, large economic crises end up becoming social, political and governance 

crises. The reduction of income in Europe as a result of the Great Recession, compounded 

by the subsequent economic adjustments, led to protests and a widespread social crisis. 

Majority or popular government ended up losing their base; this is a political crisis that did 

not differentiate between social democratic or right wing Governments. Expressions of 

social indignation in Europe are seen for the most partin Spain, Greece, Portugal and Italy, 

and with them comes a questioning of representative democracy.  

  

In the United States there is also a political entrapment resulting from the disagreement 

between Republicans and Democrats over the role of the State in the economy and, 

consequently, upon the public budget. This manifests itself in the systematic opposition the 

firsts made from the Congress they control to the executive controlled by the seconds. The 

political representation has not been able to solve it and there are not the institutional 

mechanisms which could solve it in a democratic way.  
  

There are several common and innovative issues in these demonstrations and social 

protests: they are led by young, educated people and until recently were almost unknown; 

they are not channeled through parliaments, traditional political parties or trade union 
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representatives; they take place in urban environments andoccur in the streets and in rural 

areas along the roads. Protestersare summoned massively through electronic media and 

social networks. These social networks have replaced the traditional mass media 

(newspaper, TV and commercial radio), considered defenders of the"status quo" and 

skewed in its favor, in the dissemination of information.  

  
But apart from the protest in relation to a specific problem affecting them, the protestors, 

which include a large diversity of people, housewives, pensioners, students, the 

unemployed, small business owners, or farmers, do not seem to have a global proposal, nor 

a general ideology which suggests or will lead to the construction of a new order. 

Moreover, they don’t seem to have any concerns for the construction of this new order 

which, however, paradoxically, they arebringing about.  
  

In these contexts and largely provided by them, there are small fundamentalist groups, with 

a great capacity for mobilization and action thanks to their total dedication to their causes 

or to their financial resources. To advance their goals, they are capable of generating 

tremendous damage and inconvenience to the vast majority of the population which 

certainly rejects their principles, attitudes and actions. Such are the cases of the Taliban and 

the Islamic State that perform terrorist actions around the world.  

  
It is also the case of the National Front in France, the "Tea Party" and some Republican 

presidential candidates in the United States, all right-wing. But with other types of actions 

and attitudes to those developed by extreme Islamists, they proclaim measures and also 

claim for extreme, unthinkable situations, many of them xenophobic, racist and 

segregationist, and in economic terms an extreme and brutal neo-conservatism (everything 

the Government does is bad). Their speeches are not in accordance with reality but seduce 

working and religious but little-educated and sophisticatedpeople,supposedly the essence of 

the nation.
7
  

 

The question of the Welfare State 
  
This indignation is not only against politicians and politics. It is largely a protest against the 

inability of the State to find solutions to the problems of society. With the break-down of 

the popular representation, the interest groups, not only economic ones, more and more 

concentrated, "capture" the State to legislate and regulate in their benefit. Thus, it delays 

the general interests, those of the majority of the population, in favor of certain group 

interests, and ceases to act as an arbiter of diverse interests.  

  
In developed countries in which the national State took the form of the Welfare State, a 

term which was coined at the end of the Second World War, although its formation began 

much before and its development is linked to the development of capitalism and 

democracy. That State is responsible to guarantee the social rights of the population, 

financing them with taxes which are progressively distributed among citizens, and to 

intervene in markets for this purpose.
8 

  
With the pretext that such interventions were fiscally very expensive, generated red tape 

and corruption, undermined the development of markets and private initiative,the Welfare 
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State was subjected to profound scrutinyfrom the 1970sin the 20th century. The 

Governments of Ronald Reagan in the United States (1981-1989) and Margaret Thatcher in 

the United Kingdom (1979-1990) boosted its dismantling. They spreadthe neo-conservative 

ideologyaround the world that marked economic developments until the Great Recession.  
  
The remarkable thing is that discontent against politicians, politics, and the State has 

favored, in a way, the dismantling of the Welfare State. Perhaps the most remarkable thing 

about the European crisis is that some societies, such as the Spanish, as a corollary of the 

crisis and the adjustment measures, have lost or are losing one of its main assets: the 

Welfare State built with great effort and after profound institutional changes resulting from 

the end of the Franco dictatorship and theadoption of the constitutional monarchy.  
  
In developing countries and, in particular in Latin American, the welfare state took on 

incomplete forms, some with more features thanothers. In Latin America, at all levels, 

generally educational and health services are partially privatized; the public ones are 

offered to persons of lower income and are usually of lower quality. There is no 

unemployment insurance in almost all countries.  

  
Pensions were largely reorganized into a regime of individual accumulation of savings. 

They are now offered by private organizationsdating back to the 1990s. These receive 

contributions of new contributors and the old ones who opted to betransferred to the new 

regime. The oldest pension plans come from the ancient social insurance administered by 

quasi-public organizations that, since the reforms of the 1990s, ceased to receive new 

contributors but maintained the payments of retirees of the former regime that were not 

transferred to the new regime. Thereby, they are subsidized by the State that spends a 

considerable portion of its budget for this purpose.  
 

However, over the last few years, a widespread discontentmentwithin the population with 

the privatized forms of pensions and health services is leading to a loss of prestige for the 

private companies in charge of them and to the emergence of new forms of organization of 

such services. In Argentina, for example, since November 2008 pensions are again in 

charge of a new public insurance agency. In Peru, recent legislation approved almost 

unanimously by Congress and objected to by the President at the end of 2015 determines 

that from age 65 retirees may require actual companies administering pension to refund 

them 95.5% of their funds accumulated individually to manage them directly. In Colombia 

the new legislation of 2015 returns to a public entity health insurances and the old private 

health insurance companies are entrusted with the task of supervising the services of 

hospitals and doctors contracted by the new entity.  
  

In that context, for some years the Latin American States have been perceived as 

inadequate. First they expanded, then became bureaucratic and, thus, became increasingly 

inefficient and inappropriate. In general, the judiciary is overwhelmed with records of 

years, the legislature does not legislate on matters of substance and the Executive 

intervenes when it should not, and runs its projects late or in incomplete form.  
  
This inefficiency has several causes. In recent times, it is largely explained by the capture 

of the State by interest groups concerned about solving their particular issues and 
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neglecting general concerns. Also by social pressures that go beyond its ability to serve and 

just solving them circumstantially, for example through subsidies without addressing the 

substantive issues and the generation of the corresponding resources.  

  
It also has much to do with the attempt in recent years to diminish the size of the State by 

reducing the number of its employees, by reducing progressively their salaries except for 

directive and thosepositions of political confidence. The final result was to scare away the 

most capable employees and discouragethose remaining. But as it was impossible to reduce 

it by the growing social demands and infrastructure (and in Colombia by the enormous 

internal war effort), generated parallel payroll of staff, of such dimension which virtually 

ended the administrativecareer.  
 

Additionally, considering the prevailing neo liberal mode that considered, in general, that 

the State should not offer goods and services, since the 1990s most of the public companies 

were privatized. They usually operated in sectors requiring very high initial investments 

and, therefore, with decreasing average and marginal costs, thus configuring natural 

monopolies. With the privatization they passed from being public monopolies, with 

reduced prices for users, so they survival involved government subsidies, to be private 

monopolies with high prices to ensure an attractive profitability to private investors who 

appropriated them. One of the most notorious examples is the privatization of the Mexican 

telecommunications company.
9 

  

The privatization of natural monopolies led to the need for regulating their operations, their 

prices and yields. They are usually regulated by State organizations created for this 

purpose. These are, in general, relatively weak, lacking in political power of their own and 

easily captured by the regulated, leading generally to an inefficient regulation. 
 

This destructive spirit of the State is frequently accompanied by a self-destructive mood of 

the competitive market economy. As mentioned, there is a natural tendency in markets to 

produce concentration and, thus, to denaturalize the economy of competition. Both moods 

were maximized, largely by the neo-con ideology and its mentioned market self-regulation.  

   

The quasi capitalism in Latin America 
  
In Latin America the indignation of the population is largely the result of this incomplete 

Welfare State and of a market economy disfigured, mainly by the rent-seekers that prevail 

in many of its major markets permitted by existing institutions. It seems clear that if 

thoserents did not exist, the economywould run more efficiently and could progress more 

rapidly and, thereby, produce more income for the majority of the population and even to 

those who currently benefit from those rent-seeking activities.  

  

But thereseemsto be no interest in overcoming that situation because whenever any political 

force seeks to establish new institutions in order to eliminate rents, lobbyists manage to 

prevent it. This suggests that only a situation of greater democracy, in which the general 

interestexceeds particular interests due to its greater participation in the political process 

and a better representation, will achieve the construction of a modern capitalism. 
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Paradoxically, greater advocates of such rentsare the neo-liberal exponents. Their excuse is 

the convenience of a full freedom for suppliers and, therefore, self-regulation of markets, 

without considering that, by the nature of things, it is impossible to eliminate all failures 

and distortions of the markets and that they must therefore be regulated, as economic theory 

claims.
10

In the background, establishing a market economy is not laissez faire, laissez 

passer.It is to create economic institutions which, among others things, preventsrent-

seeking. It is certainly a political exercise, even if it is a proposal that finds its roots in the 

leading economic thinkers.
11

 

  

Rent-seeking activities in Latin America are of long standing. It has evolved being 

transferredfrom sector to sector as institutions have evolved to generate more competition 

in the respective markets and, consequently, by modifying the relative returns for the new 

sectors. For many years it settled in agriculture, and thenit moved into manufacturing in 

search of higher returns and lower risk,profiting from protection against foreign trade. From 

there, with the opening of markets for internationally tradable goods (those subject to 

exports and imports) and international competition, it moved again into the non-tradable 

services: primarily, financial, telecommunications and domestic transportation.  

  

This systemarrived in Latin America along with the Spanish conquistadors, adventurous, 

even criminals, interested in expropriating wealth, not creating it. They found a situation 

characterized by the existence of developed civilizations in this part of the continent, with 

large populations, appropriate technologies for their needs and their times, and organized 

States. And when they came, conquered them and created institutions, such as the 

“encomiendas” and “mitas”, for best to expropriate those riches for the benefit of 

themselves. Thus they became accustomed to it and passed that behavior from parents to 

grandchildren.  

  

The Latin Americandependence on commodities 

 

In every period that quasi capitalism has induced the structure of Latin American 

economies, i.e. what they produce: currently, mainly, services and commodities. To 

mention the largest countries: Venezuela, Colombia, Ecuador and Mexico are highly 

dependent on oil exports, Argentina and Brazil on the export of primary agricultural 

products, and Peru, Chile and Bolivia on mining exports. 

  
Table 1shows the economic structure in 1990 and 2014 of the major Latin American 

economies and, for comparison, of China. In 1990, while in Latin America 

manufacturingaccounted for around 20% of gross domestic product (GDP), in China it 

accounted for 32.5%. In 2014 the first had been reduced to levels of 10% of GDP while in 

China it remained at 30.8%.  
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Table1 

 
  
Noteworthy also is that while in Latin America the share of agriculture in GDP remained at 

similar levels in both years, below 10%, in China it decreased from 26.7% of GDP to 9.4%. 

On the other hand, services, which in 1990 in Latin America already accounted for around 

sixty per cent of GDP and in China for 32.4%, in 2014 that participation increased slightly 

in Latin America, and in China increased to 46.9%. 

  
Why Latin America returned to the production of commodities and its dominance in 

itseconomic structure as it was until the end of the decade of the 1940s of the twentieth 

century, and abandoned manufacturing which dominated its economic structure until the 

end of the decade of the 1980s when it began the dismantling of its import substitution 

strategy? 
  

There are several reasons that can be invoked in this regard. Perhaps the most important is 

the opening of Latin American markets to international competition and the privatization of 

its public companies, in the wave of neo-liberal ideology.  
  
These privatizations prompted an abundant foreign currency flow that appreciated the 

respective exchange rate, in a context in which the services markets, particularly in the 

financial and communicationssectors were closed and protected from international 

competition allowing them, up to day, to maintain their inefficiencies and to impose higher 

prices than the international ones.  
  

Thereby, the absence of tariff protection for internationally tradable goods, the appreciated 

domestic money and the protection of non-tradable services changed the structure of prices 

against manufacturing, agriculture and domestic tourism, inducing their increasing 

weakness, except notorious niches, regardless of their impact on the well-being of the 

population.  

  
In this context, particularly since the 1990s, the economic growth of China and its greed for 

commodities induced the growing evolution of their prices. Consequently,commodity 

productiontogether with services emerged as the axes of the productive structure of Latin 

America.  
  
The illusion of high commodity prices remained almost throughout the first decade of the 

XXI century until the Great Recession 2008-2009, when they first collapsed, and then 
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latterlyrecovered for a short period of time, though not to the levels prior to the Great 

Recession, and finally collapsed. 
  

International analysts point out that this situation of reduced international prices can last a 

long time. In the case of oil, by the end of January 2016, its price came down to lower than 

$30 per barrel. It is likely to continue in this depressed manner or even be reduced further 

when one considers the recent agreement between Iran, one of the world's big producers of 

oil, and the big five, the United States, France, Britain, Russia and China. In exchange for 

restricting the development of its nuclear power stations, Iran is resuming its oil exports 

foreclosure for many years. Thus the global oil supply will increase significantly in a 

context of reduced demand by the Chinese slowdown and the interest of the developed 

countries for cheap energy to facilitate their recovery.  
  

TheIllustration 1, built fromthe International Monetary Fund data for raw materials prices, 

illustrates these developments between 1991 and 2015. 

  

Illustration1 

 
  

The economic consequences of dependence  
  
Dependence on commodities has led to Latin America to experience cyclic behaviors to the 

rhythm of international prices: expansion when those prices are high, slowdown when they 

are reduced, and the systematic consolidation of a profound inequality in the distribution of 

income and wealth.  
  
The reasons are obvious: good international prices of commodities mean high external 

income that pays good wages, generates high profits, purchaseinternally provided goods 

and services abundantly, generates plenty of foreign currency which revalue the exchange 

rate and lower domestic prices of internationally traded goods and services. But when these 

international prices are reduced the abundance of foreign currency disappears. 

Then,commodity exporters receive less income, pay less wages and earn less profits, also 

buy less goods and services to their internal suppliers, who in turn translate this behavior to 

other domestic producers, and so on. So, an external contraction induces internal 



11 
 

contraction, currency devaluation and increase prices ofinternational tradable goods and 

services.  
  

This behavior finds its origins in the external trade flows. It is reinforced by the occurrences 

in capital flows: corporations’ external debt and foreign direct investment, mainly. When 

international commodity prices are high, the exchange revaluation which originates 

cheapens international credits. So, local firms with access to international markets, to avoid 

high local interest rates, would rather be financed externally generating an extra abundance 

of currency that revalued still more the exchange rate. This makes iteven more attractive to 

bring in more foreign currency to sell it locally and with those resources to buy real estate 

and financial papers, which reinforces their demands, raises prices and accelerates the 

economy. Moreover, these high international prices make attractive investment in the 

production of the corresponding commodity, which attracts more external resources that 

induce other additional exchange rate revaluation, reinforce the demands of capital goods 

and services, and with some lag, the respective production capacity.  

  

When international prices fall, is just the opposite: companies carried out the liquidation of 

their external indebtedness and foreign investment decreases as the investment in 

commodities is no longer attractive. Thereby, reduces the external flow of currency and its 

monetization, which contracts demands and prices in the real estate sector and in the stock 

market, induces a further slowdown of the economy, more devaluation, and more elevation 

of prices of tradable goods and services. With the slowdown also occurs a change in 

relative prices in favor of the tradable goods and services.  
  

This change in relative prices could stimulate the development of the tradable sectors not 

affected by the reduction of the commodityprices: manufacturing, agricultural and domestic 

tourism. This could induce the replacement of the firsts in the structure of the economy. But 

this is neither quick nor simple and requires economic policy measures such as those 

described below.  
  

The concentration of income and wealth has to do primarily withcommodity 

productionwhich is usually intensive in capital. The high income jobs withhealth, pension 

and social security benefits generatesmuch less. Thus, much of the population has no access 

to them and without capital, is forced into self - employment in services and into economic 

activities of very low productivity. And with their reduced incomes, they do not have 

access to privatized social servicesprovided by private firms by which they must pay; and 

when health services are provided in State-subsidized form they end up being minimal, 

insufficient and of questionable quality.  
  

Economic outcomes 
 

Such behavior has resulted in mediocre growth averages. Table 2, made from World Bank 

data, shows the average annual growth rates between 1990 and 2014 and between 2000 and 

2014 for the major Latin American countries, Argentina, Brazil, Chile, Colombia, Mexico, 

Peru, and China. As China grew at average rates of 9.8% and 9.7% respectively in the 

periods indicated, the higher rate of growth of the mentioned countries was 5% (Chile) on 

the longest period, and 5.3% (Peru) in the shortest period, about half of the Chinese rates. 
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Table2  

 
 

In such a way, as shown in Table 3, between 1990 and 2012 per capita income rose 

substantially in China and to a lesser extent in the Latin American countries. During this 

period the Chinese went from having an average income of 314 current U.S. dollars to 

6,091 dollars, an increase of 19.4 times. The Latin American country that saw the most 

increasein terms of per capita income was Chile, whose per capita income increased from 

2,388 dollars to 15,452, 6.5 times, followed by Colombia which rose from 1,209 dollars to 

7,748, 6.4 times. Such developments are producing the backlog of all Latin American 

economies with respect to China, a lag that has occurred previously with respect to the 

famous Asian Tigers: Taiwan, Hong Kong, Korea and Singapore.  
 

Table3 

 
 

On the other hand, the distribution of income as measured by the GINI coefficient (between 

zero and one, where zero represents perfect equality and one perfect inequality), which can 

be also observed inTable 3, during years 1990-1994 and 2009-2010 were very superiorin all 

Latin American countries to the existing one in China. In several cases, as in Colombia, 

with the highest GINI, the distribution of income worsened, the GINI went up from 51.32 

to 55.91, exceeding Brazil’sGINI that was reduced from 61.04 to 54.69.  

  
The current noticeable fall of international prices, has led to economic situations with 

limitations or complications in almost all Latin America: the balance of payments current 

account has experienced increasing difficulties and fiscal deficits have risen considerably, 

worse still in those countries with significant extended subsidies, such as in the case of 

Venezuela.  
  
In the Colombian case, according to the consolidated exchange rate balance of the Bank of 

the Republic (BR), to September 2014 oil exports revenues were $14,984.5 million, to 

September 2015 they had been reduced to $7,774.7; foreign direct investment income went 

down from $13,270.4 to $9,774.7; and foreign credit to private companieswere reduced 

from US $24,196 million to US $12,808.1.
12 
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From one year to the next, the foreign currency entry in Colombia dropped nearly US $22 

billion. The reasons are obvious: oil price dropped to less than half, it is not profitable to 

invest in oilanymore and it is no longer cheap to finance externally. An additional issue is 

observable: the debt of private companies in international markets is the main source of 

foreign exchange in Colombia.  
  
One should not be surprised then by the huge devaluation of the exchange rate of the 

Colombian peso against the dollar: 41% between November 2014 and 2015. And as the fall 

of external income continues, the currency continues devaluing: At December 2015 the rate 

was 3,356 pesos per dollar. Given these numbers, the announcement of the BR to offer up 

to 500 million dollars in 2016 when the devaluation exceeds a certain threshold seems 

unreal. 
  

In other countries with currency freedom, the consequent devaluation of their currencies 

was also very high and it has increased consumer prices largely. It also has motivatedrather 

restrictive monetary policies in order to tackle what they consider is a high inflation.  

  
Countries which had previously imposed exchange controls with multiple exchange rates, 

and control prices, such as Venezuela and Argentina, ended up facing serious fiscal 

imbalances, shortage of basic goods and a covert devaluation of their currencies reflected in 

the foreign currency rates on the free market or black market.In the case of Argentina, the 

elimination of the so-called "exchange trap" decreed by the new Government by the end of 

2015, shortly after its inauguration, produced an abrupt devaluation of 40%. 
  

The political consequences of Latin American economic difficulties 
  
Although Latin America’s political difficulties are not new, they have been aggravated by 

recent developments. They are reflected in the massive loss of popular support of the 

majority of Presidents, situations recorded by almost all polls and political surveys and 

popularized by its publication, which aggravates the situation. Also they are reflected in the 

widespread protests of citizens from Brazil, Venezuela, Argentina, Mexico, Peru, Chile and 

Colombia for the loss of income and welfare, and rampantcorruption.  

  
In almost all countries, protests have been urban. In Colombia they have been primarily 

rural. In 2014, protesters blocked roads and nearly paralyzed the country for twenty days 

making visible their indignation because the prices at which they could sell their products 

were below the cost of producing them; a clear lack of competitiveness that has to do with 

variables that they do not control: insufficient and inadequate roads, a revaluated exchange 

rate at that time, and high financial costs, prices of fertilizers and pesticides, well above 

what the international competitors pay. The recent devaluation should have improved its 

competitive situation, although they are still complaining about expensive and scarce credit, 

and high prices for agricultural inputs.  
  
Thereby, independent of the political orientations, these situations are leading to significant 

political changes. Recently, in Argentina, in the November 2015 election, the opposition 

won the Presidency. In Venezuela, the legislative election of December 2015 generated a 

radical restructuring of the National Assembly: the opposition achieved a qualified two-
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thirds majority. The Venezuelan situation shows a huge pugnacity among the different 

political groups that suggests major concerns for the governance and stability of the 

country. Uruguay seems the exception: in the presidential and parliamentary elections of 

October and the presidential run-off of November 2014, the leftist “Broad Front” continued 

being the most voted for party, obtaining an absolute majority in both legislative chambers.  
  
The situation in Colombia is softened by a very particular political situation: the 

negotiations between the Government and the main guerrilla (FARC) for the end of the 

armed conflict. These negotiations would finish an armed conflict of more than fifty years 

that has produced over two hundred thousand dead and more than five million displaced. 

The negotiations have aroused high expectations from Colombians and an almost 

unanimous international sympathy. However, the extreme right led by the former President 

opposes negotiations in a militantway, negotiations that in turnthat President tried to enable 

during his tenurewithout success. It is expected that a peace agreement willbe 

reachedbymid-2016. 

  

Time of changes or change of time 
  
The magnitude of the crisis and the inability to solve it based on the traditional institutions 

and policies are leading to changes in the dominant ideologies and economic and political 

organization of the countries, including the emergence of new institutions and the 

transformation of the existing ones. They are so numerous, of such magnitude and 

importance that they suggest that the developed world, and by extension the developing 

world,sooner or later, are not so much going through a time of change but, rather, a change 

of era.  

  
One of the most significant changes is the substitution of the neo – conideology of free and 

self-regulating markets by a new ideology in which politicaldecisions define the economy 

and its institutions, markets must be regulated as there is no guarantee of their efficiency, it 

is appropriatedthat the State actsanti - cyclically to "save" the economy, and intervenes to 

ensure the provision of public and merit goods and services, a sort of new Keynesianism.  
  

Distinct change is the almost irreversible loss of United States’hegemony in the world, in 

economic, cultural, political and ideological terms. Its inability to enforce its views 

internationally is becoming more noticeable, unlike what happened since the end of the 

Second World War. It is associated not so much with its weakness but with the reduction of 

the power of its European and Japanese allies, largely as a result of their respective crises, 

despite German strengthening within Europe.  
  

It is also associated with the rapid emergence of China as a world economic and political 

power, and to a lesser extent of Russia. Chinais now the second world economy, able to 

develop alternative technologies. Its importance has been recognized by the International 

Monetary Fund: in November 2015 it announced that starting October 1, 2016, the Chinese 

currency will be freely usable and join the U.S. dollar, the euro, the Japanese yen, and the 

British pound in the basket of currencies that make up the Special Drawing Right; this is to 

say that it will be considered as a world reserve currency. Russia on the other hand has 

large natural resources, and is a military and nuclear power. Both countries are asked, ever 
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more frequently, to participate in the resolution of conflicts in various parts of the world, as 

recently in the Syrian case where a possible American bombing was negotiated with the 

Russians in exchange for the dismantling of Syrian chemical weapons.  

  
Change emerges also in the orientation of organizations as traditional as the Catholic 

Church. With the new Pope Francisco, an Argentine and Jesuit, from his election on March 

13, 2013, the Church is taking a new direction, perhaps summarized in his own election, in 

response to contemporary global anxieties. Pope Francis, who makes self-criticism, 

simplicity, austerity and the proximity with the people his acting rule, is imposing new 

styles, preferences and concerns: "the most serious evils that afflict the world in these years 

are joblessness among young people and the solitude for the oldest. The oldest are in need 

of care and company; youth need work and hope. But they don't have neither one and the 

problem is that they no longer find it."
13 

  
This statement sums up the crisis of capitalism in the developed world and the inability of 

the incomplete capitalism in Latin America to generate a well-being for its population on a 

massive scale. The opinion of the Pope is, without doubt, a claim for the transformation of 

capitalism, even the developed one, in such a way that it takes into account not only the 

fiscal, monetary and debt balances, but, above all, the welfare of the people.  

  

Other capitalism? Capitalism of the 21st century?  
  
It seems that capitalism may be heading towards a period of new institutions and situations: 

towards a more participatory democracy and better representation, and markets managed 

with greater State intervention in the economy and control over monopolies and 

oligopolies. It will also involve a restructuring of the economy with a lower relative 

importance of the financial sectoras financial limitations are being imposed to it as a result 

of the Great Recession, in particular regarding new rules on banks’ capital that will 

probably lead to the decrease of their size and to their specialization. 
  

In different countries theremay be a transition towardsa more participatory democracy, 

more transparent and more adequate representation, by reforming the way of choosing, 

removing and holding representativesaccountable. This increased participation is viable by 

the existence of the Internet and electronic communicationwhich makethese 

communications in direct form and in real time possible. To not be distorted, it should be 

accompanied by greater education and political awareness of the population, which allows 

them to select and properly processthe mountains of increasingly abundant information in 

order to avoid manipulation and, therefore, patronage.  

  
In this context, companies are also changing. The changes include new communications, 

the widespread use of computers, the development of applications and extensive use of the 

Internet to allow more freedom, information, options and initiatives, new forms of 

management, production and organization, and different ways of doing business, which are 

all more flexible and decentralized.  

  
Increasingly more companies are governed from a country, designing in other, producing in 

a third party, distributing around the world and financed from another. This is accompanied 
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by new forms of management: less pyramidal, more informal, with real time control, 

without inventories and staff selected and promoted by merit to raise productivity and 

ensure the efficient management of increasingly sophisticated processes.  

  
More and moreproductionis designed and programmed in computers and occurs through 

telework and robots which leads to a greater concern forworkers’ outcomesthan by the 

processes used to achieve them, as well as a decrease in traditional oversight mechanisms. 

Production is becoming more outsourced and generates less direct employment and more 

indirect self-employment. It will continue to be massive to take advantage of economies of 

scale but, thanks to the Internet and computers, it will be more personalized and 

conditioned by consumer demand. 
  
At the same time, new communications and applications allow for thesharing of services 

and a growing pairing between demands and individual offers at local and global levels. 

Uber, Airbnb and Upwork illustrate this. Being universal access platforms combine 

contracts for mobile phone and Internet, and payments through credit cards. These operate 

with lower prices and respectively reduce the profitability of local services such as those of 

taxis, hospitality, engineering, design, telecommunications and accounting, among others. 

They represent a new trend of the markets without chance of Kickback. 

  
What we are experiencing is the emergence of a "capitalism of the 21st century" with 

political institutions more participatory and more responsive to interest general, managed in 

a different way, with greater State intervention and regulation pro more competitive 

markets, companies operating and being managed in alternative way, with more open, 

globalized and flexible markets. These oftenpossess environmental concerns which are 

extended, in the midst of technologies that are changing quickly, requiring an education 

that promotes imagination, creativity and analysis. 
  

The Latin American challenges in the 21st century 
  

This new capitalism will also be present in developing countries and, in particular, in Latin 

America, albeit with minor features. In these, the priorities will remain as the reduction of 

poverty, inequity and corruption; and do not linger over with regard to Asian countries.  
  
This requires less ideology as these new political institutions will take advantage of new 

technologies and economic policies which overcome constraints such as a lack of 

competitiveness of producers and reduced levels of savings and investment, to grow at high 

rates, in a sustained and inclusive way, as in Asian countries. 
  

In Latin America, economic reform will be a result of changes in relative prices and 

sectoral yields that is already occurring thanks to currency devaluation, to make very 

profitable production for export or forcompeting with import. Thus, any large or small 

company could make investment plans to expand production and to conquer new markets.  
 

But devaluation alone is not enough; it mustrepresent a permanent gain in competitiveness 

for producers. The exchange rate can depreciate heavily and keep being non-competitive as 

other countries can also be devaluing significantly. Fortunately, China, the source of main 
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competition in all markets, on all products, is not devaluing at that speed.Also, the gains 

must be stable; no investor will risk resourcesto expand its production capacity or conquer 

new marketswithout knowing if the high exchange rate will remain long enough to 

recoverhis investment. 
  
Thereby, if Latin American economies are to find a new locomotive in the agriculture, 

manufacturing and tourism industries, central banks should worry that the exchange rate 

does not undergo a revaluation, instead of trying to avoid its rise by running out of 

international reserves, and to induce the reduction of interest rates to international levels.  
  
Then,the solution goes beyond the implementation of a new industrial policy. The big 

challenge for Latin American authorities will be to ensure the competitiveness and 

profitability of these sectors, and to facilitateprivate investment that makestheir expansion 

possible. Also, it will require avoiding a concentration in asset ownership and supply in the 

various markets, in particular in the financial and communications sectors. 

  

The monetary policy must keep the exchange rate stable and high; fiscal policy should raise 

taxes on natural persons on their dividends and capital gains and reduce taxes on companies 

ensuring an increased fiscal investment in the infrastructure that the country requires. 

Regulatory standards must have an impact on limiting monopolies, cartels and oligopolies, 

including natural monopolies, as in the case of those public services which often require 

very large investments that generate high fixed costs. Regulationmust act in particular on 

the financial and communications activities, to reduce interest rates and the respective 

prices to international levels. 

  

It will also require changes in the way that education is taught and studied in schools and 

universities. Its orientation should be to explain problems and to propose creative and 

feasible solutions in real contexts.  

  
For this purpose, the educational texts, produced for the most part in the developed world, 

should be rethought and rewritten; students should not continue studying texts and 

repeating theories with assumptions that correspond to a non-existent world for them. Such 

a change is urgent, even more so when reality differs from the assumptions of theories 

elaborated in the developed world, and the concerns and problems are radically different or 

more serious thanin that world. 
 

In this context, all of the aforementioned instruments for learning, analysis, the 

development of imagination and creativity must be overcome. The absurd situation of a 

repetition of standard solutions must be overcome and we must implement an 

understanding that the mathematical solving of abstract problems is not more important that 

the logical understanding of real problems. All of this will undoubtedly pose a huge 

challenge for research and imagination for Latin America’s academics.  

  
Finally, these transformations require noticeable changes within each of the Latin American 

States.
14

For this purpose they should: 1) procure appropriate and progressive financing, i.e. 

with taxes on natural persons, not so much about their earned income but their dividends 

and capital gains (in Colombia, for example, natural persons do not pay taxes on dividends 
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and land taxes are extremely low); 2) having properly trained and qualified personnel, that 

necessarily passes through attractive wages and a stimulating career; 3) make good use of 

its resources with good governance and practices that are comparativeto international best 

practice, the prioritization of the investment in accordance with criteria of social 

profitability, and the application of technologies of information and processing of data for 

all these activities; and above all 4) independence, in all areas and levels, from interest 

groups that means to emphasize a democracy that emphasizes the general interest above 

individual ones. 
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