
 

 

 



WE ARE NOT FOOLS 

• To put gold in pawn, paying interest of 4.3% for a yield of 0.85% is not consistent,  with this it 
seems  like we're scraping the pot because the lack of liquidity is large.  

• The dollarization  was to defend the SME (small and medium enterprises) from the discretion and 
abuse of the Central Bank of Ecuador who put the little machine to produce bills until it ended up 
killing the Sucre. At that time, the Central Bank of Ecuador gave us or not dollars and managed our 
liquidity, it did it so badly and in such a way that it generated uncertainty, shooing the private 
initiative, bled the middle class and produced the carnage.  

Why they implemented then regulation 029? In dollarization, the dollars are in the pocket of the 
people and therefore they are  independent from the Central Bank, politically managed. Then as a 
second chapter they implemented regulation 055, the famous electronic money. Why do we have to 
rely again on the Central Bank? What failed 14 years ago? However, with the administrative 
resolution 037,  are led to believe that everything is solved when we know that an administrative 
resolution  signed by the manager of the Central Bank can not correct a regulation issued by the 
board of that entity.  

Who are we trying to  kid?, that resolution 037 shows that the discretion of the Central Bank can 
make more vulnerable  the poor legal certainty we have.  

Until when they think we are fools?  

Finally, illiquidity is so big that they put gold in pawn and then they sell bonds bearing interest at 
7.95%, punishable price due to the default that made Ecuador in 2008.  

Until  when they do not realize that there is a middle class that grew and was strengthened with 
dollarization?  

SMEs are the foundation of the middle class; so then why did they put quotas on imports? what 
they want if to let them grow up with clear rules that limit the field eliminating in this way the barriers 
that the  bureaucracy  puts to promote a sustained growth and poverty reduction.  

It has done a lot for health, which we applaud, but good health without work leads us to a weakened 
society. 

 

 

 

 

 

 

 

 

 



URGENT NEED OF MONEY                      

        
                                                                                 Mauricio Pozo Crespo, Ec.  
                                                                                            Economic Analyst 
 
 
It is a convenient decision that Ecuador return to international capital markets. The conditions of 
indebtedness under the scheme of  issuing papers in the external market, is better than to keep 
guaranteeing with oil the international financing. It is also a better alternative than making a sale by 
repurchasing gold, i.e. a sort of gold swaps. The biggest difference is the guarantee offered by the 
state, since, while in the other options a real asset is given such as oil or gold for cash, now is the 
pure sovereign guarantee, i.e., the future capacity of the Ecuadorian economy.  
 
While those without some of the advantages of issuing bonds, the issue cannot be reduced to this 
without analyzing other implications. A derivation of the recent operation of USD 2,000 million of 
new debt is the apparent change of position of the government, as the need of liquidity has 
generated to implement a scheme to raise funds than before; the same members of the current 
government, criticized at cold blood creating the Audit Commission debt, of ungrateful 
remembrance. Another element to consider is that this debt, which already can be called 
aggressive, occurs without oil drops. That is, USD 100 a barrel is insufficient for all that they are 
committed to. Or imagine with a price of US$ 50.00  a barrel or less.  
 
Another side of this operation is the amount of it. It has been heard of USD 700 million and now it 
appears to be USD 2,000 billion. The alleged savings that fuss made when they repurchase the 
global bonds, fall. They have more than doubled the balance of the  public debt in the last 7 and a 
half years, surprisingly, when they have had more money. 
  

Total public debt: Internal + External 
Period 2000-2014 (Millions of US$ and percentages) 

 
 

 
 
 
As the emission in reference involves disbursements without conditionality, so now the treasury can 
spend those resources on what they decide. From comparing aircraft, increase salaries, expand 
bureaucracy or undertake priority projects. Let's see what destiny they assigned to these funds, as 
the Debt Commission consists of members of the government, i.e. there is no one external to opine 
for or against these operations, as it existed in the past.  



 
Return to multilateral deals, which seems successful, gold-guaranteed debt, which seems looming 
as risky and costly, issuing of papers of high figures, among other decisions, clearly demonstrate 
the government's liquidity hunger. Do not say that is due to the international confidence in Ecuador, 
let's be honest, is because in the external market there are investors for all types of risk. If it is due 
to trust, foreign investment would not be so poor and marginal.  
 
That this new liquidity is not wasted, that they return to fiscal sanity, otherwise, these funds will only 
serve to prolong a crisis of resources caused by the waste and poor quality of public spending. 
Without fiscal order, without external balance, the grip will be back soon. 
 
 

Consolidated Balance of the Public Sector 
2000 - 2013 (In US$ millions and percentage) 
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Oil and non-oil Total Trade Balance 
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The government could choose to concession part of the public works without putting the money 
directly. The ownership of the asset would not be lost,  which would remain of the state, but the 
pressure for resources would be lower. 
  
With more pragmatism and less ideological bias the government and the country could get far better 
results and a better future. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

IS DOLLARIZATION IN DANGER? 

            Dr. Franklin Lopez Buenaño 
    Retired teacher of Tulane University, New Orleans 

 
Almost 15 years ago we proposed dollarization for many reasons and one of them was that it 
shielded the political crises, including isolating us from external crisis. And we were not wrong, we 
have not had a crisis since then. Unfortunately, the directors of the Central Bank have forwarded a 
proposal that would risk seriously the financial system, and that could well lead to a crisis as before 
dollarization. But it should be noted: This apocalyptic scenario is a potential danger because 
everything depends on the prudence exercised by  Central Bank officers.  

I do not doubt the reason that leads them to propose this "electronic money" but it should be noted 
the dire consequences that would result if they  do not take precautions that we will indicate later. 
Let's see how the crisis would be generated. First some figures: (1) the freely available reserves are 
barely 1,500 million, (2) the deposits in banking reach 20 billion and (3) the bank has about 4 billion 
or 5 billion in reserves.  

How the e-money works  

In the modern world the payments over the phone or internet facilitate commercial transactions. You 
have in your bank account a balance, you request to transfer from your account to the store 
account either by phone or using a “debit” card and is over. However, the people of the central bank 
said that they will create a similar mechanism, and that the payments to be made will be supported 
by the Unrestricted Reserve Availability. If a person deposits dollars in an account at the ECB 
(exactly like an account at a private bank) and make the payment electronically,  there is no 
problem, because your payment is backed by the dollars you deposited.  

The latent or potential danger  

But, if the ECB gives to a public employee an account to make payments, the ECB should have the 
exact dollar balance, if it does not have it, it has created money out of nothing. And since this could 
be done indefinitely, we know about the harmful effects of inflation, capital flight,  "mattress" 
savings, just the same as it happened before dollarization.  

False endorsements and monetization of the tax debt. They say that the "electronic" dollars are 
going to be "backed" by the liquid RIDL. What assets are liquid assets of the ECB? First, the 
currency that it has in its vaults. Second, foreign bank accounts. Supposedly they are also the 
central government bonds, i.e. the tax debt. In other words, the difference between "good" dollars 
and "electronic" dollars could become tax debt. What  liquidity does Ecuadorian government bonds 
have? Let's ask the Chinese who lend us with interest over 7 percent with oil guarantees. Then, one 
of the precautions that should exist is to have enough dollars in the vaults or in deposit in foreign 
banks.  

¹ The limit of what can be issue backed with "good" dollars is 1.500 million dollars which is what it 
has in the freely available reserves account. Even with the recent gold transaction with Goldman 
Sachs, it has increased by about 800 million. 

 

The consequences that could occur  

The consequences are very well known when a government oversteps in debt monetization. We 
have mentioned inflation, and we know that the most affected by the continuing rise of prices are 
fixed wage employees, pensioners, those who receive the human development bonus and lenders 



who charge a fixed rate. As Milton Friedman said, "Inflation is always and everywhere a monetary 
phenomenon", i.e., it lies in the creation of money to finance public spending. An increase in taxes, 
for example, is not due to a continuous increase in prices (inflation). There may be an increase but 
can not be "sustained" unless the tax increase is sustained.  

Increase in the price of imported goods. Let's suppose that an importer receives dollars through 
the electronic account, what if the ECB do not have "good" dollars to make payments abroad? It 
would have to supply them otherwise, this implies that the importer should have dollars in "reserve" 
or would have to borrow from someone. This means that imported goods will go up in price to 
compensate for the loss of liquidity.  

Virtual reduction of the salaries of public employees and others. As the ECB could "create" 
money from nothing, the salaries of the bureaucracy, the income of government contractors, 
beneficiaries of the  human development bonds and anyone who receive money from the 
government, would be at risk because if they want to pay where they have purchased an appliance, 
for example, the store would accept but “at a discount”. Why? Because the store knows that when 
retiring "good"  dollars  there is a risk that they are not available in sufficient quantity.  

Precariousness of private banking. Private banks would be required (e-money will be legal 
tender) to accept deposits of "electronic" dollars and at the same time would be required to make 
payments in "good" dollars. As the amount of electronic dollars could be greater than the amount of 
good dollars, the bank would have to make up the difference, how? Bringing back foreign currency 
that it has in reserve, and if the difference between the two dollars is close to the available 3 billion 
dollars, banks will face a serious risk of illiquidity. Another precaution to be taken into account to 
avoid overstepping the creation of electronic accounts in dollars.  

Reduction of monetary liquidity (i.e. capital flight) and recession. Given the possibility that the 
bank would not have "good" dollars,  more or less conscious people would start to withdraw dollars  
and "keep them in the mattress"; stores, importers, companies could also maintain their liquidity but 
in foreign banks. In the absence of liquidity, exporters would  fear that their currencies be seized 
and would maintain the "good dollars" abroad.  

Conclusions  

Once again we emphasize that the problem is a potential one and it depends on the prudence with 
which the directors of the Central Bank carried out transactions of electronic money. Now, a cushion 
of 2,300 million could be well enough for a reasonable amount of transactions. But there is a danger 
that the financial needs of this or a future government exceed the reasonable. Moreover, It would 
not call my attention that the system run smoothly for a couple of years until people learn to use 
electronic money. However, there is the possibility of returning to the improper use to create money 
out of nowhere to finance public spending. Eh hence the reason for this article. 

 

 

 

 

 

 

 



THE REVOLUTION… OF HOPE 

      Giovanni Ginatta, Eng. 
Executive Director of F.I.E.  

 
One of the most trite expressions in the global political discourse is to identify oneself with the "left 
or right". It is a kind of mental packing that political actors loves getting under a simplistic 
reductionism. Before analyzing more elements of this bi-polarity policy, I would like to explain  how 
these terms are born and what they mean:  

History indicates that these terms are born at the time of the French Revolution (1789) when the 
General Assembly is established in France . In its physical structure it is organized for members of 
the Third Estate revolutionaries sit on the left and conservatives of the  First State sit on the right. 
Ever since that time the left was related to the social assertions struggle, the greater state 
interference in the economy, the defense of workers and their unions, etc. But that  also left a utopia  
"aroma" . On the other side, the right is related to the defense of freedom and individual 
responsibility, the minor government interference but in turn left a "aroma" to defend the privileged 
and powerful ones. The true economic dimension of this struggle is amplified in the subsequent 
century with the ideas of Marx and Engels by which a war between socialism and capitalism begins.  

Beginning the twentieth century, the definition and connotation of the terms had evolved but kept its 
original character. The left is clearly related to the construction of public policies that favored a 
strong state interference in the economy with its extreme version on the side of communism that 
even consolidated material ownership of productive assets in state hands. On the other hand the 
right had positioned itself as a haven for proponents of free markets and free enterprise. That is, the 
ideological struggle for the middle and late twentieth century was reduced to: state vs. markets.  

A milestone in this history appears with the fall of the Berlin Wall in 1989. At that time when the 
Soviet bloc collapses it seems that this fight is won by the capitalist economy version. It seemed 
that the examples of Reagan and Thatcher had shown that, although imperfect, the capitalism was 
the best form of government when contrasted with the poverty and decay accumulated in 
communist countries. It was only a matter of comparing eastern Berlin with his  capitalist brother. 
On the one hand a bright and enterprising city; on the other a gray and decaying city. Was the fight 
between left and right finished? No way. If there is anything to recognize is the capacity of strategic 
management of certain leftist leaders, including Fidel Castro who never took a shift of economic 
openness of the island and instead led from the "Sao Paolo Forum" the re-grouping of the left, at 
least in Latin America.  

In 1998, it was published the "Third Way" of Anthony Giddens of the London School of Economics. 
As an advisor to Tony Blair in England, an intermediate version between the two poles starts. This 
school of thought tried to test that you could  combine the dynamic generation of wealth and 
entrepreneurship of the capitalist system with a social investment that provides opportunities for the 
poorest in each country. That is, create wealth with the right but generate redistribution with the left. 
All happy then?  

For nothing, the violent protests in the famous meeting of the WTO in Seattle (1999) gave evidence 
that the left/right fight was here to stay. Why was fighting reborn? Very simple, the economic 
situation of that time had affected many people even in developed countries. The perception that 
the rich were richer but the poorer poor was felt that the game was rigged and playing with unequal 
rules. This heated tempers and regenerated the fight. The truth was that the reforms of Blair and 
Bush had met with bad results and the poor felt that the measures helped the rich more. The 
conclusion was obvious then: The utopia of the almighty state created  bureaucratic nightmares and 
the free market paradises ended in the construction of  dysfunctional societies. The problem is that 
the  "third way" did not create a different economic proposal but it had served more as an 
opportunistic political strategy.  



So if the framework was not Marx nor Adam Smith, what framework might appear? The problem, 
according to Eric D. Beinhocker in his book The Origin of Wealth, was that it was not asking the 
right question. The question is not whether it is better the right or the left, the question was better 
raised about how should evolve to survive and thrive? The problem, explains Beinhocker, is that the 
division between left and right begins from deep philosophical differences on the conception of 
human nature itself. The left is based on thinking  that man is inherently good and caring, looking 
for the collective welfare. The right instead believes in freedom and individual responsibility and that 
the human being is always looking for, in the foreground, its personal welfare. The right thinks that if 
we all seek self-interest, the invisible hand of the market, will eventually end up creating conditions 
conducive to collective welfare. This is part of the legacy of thinkers like Hume, Locke and Hobbes.  

Recent studies support the theory that people are neither altruistic nor selfish end. This theory 
proposes that people are "conditional collaborators" or altruistic punishers. Research conducted 
even in primitive communities, determine the universality of this behavior. The human being tends 
to be strongly reciprocal. This means that the person recognizes that the most efficient system is 
the voluntary collaboration but collaboration is conditional to comply with certain self-assumed rules,   
including reciprocity. At the moment it is perceived that these rules are not assumed by the other 
party, even to the detriment of the parties, passion does tend to lose both.  

An example of this is the acceptance of public spending to finance social investments for the 
poorest. In general people tend to accept them while perceive that the rules are fair and do not 
appear in the system abuses and corruption. That is, the person  sacrificed itself with higher taxes 
in favor of a system of better opportunities for people,  but that will begin to lose support (the state) 
if it is perceived that these social programs promote laziness or indications that they are abusing of 
the system (corruption).  

Another important element of the debate between left and right is who makes the decisions that 
affect the economic health of the country? It is said that to the left tends to decisions being taken by 
a "hierarchy" and to the right the trend is decided by the markets. The problem is that, as perfect 
markets do not seem to exist, it ends up on both sides the "hierarchy" who decide. On one side the 
hierarchy of the state and on the other those of private companies. In a plutocracy scheme would 
be that group of power who ends up deciding and in general in partnership with the state. According 
to Hayek, it is impossible that the State has the capacity (even in the age of computers and the 
internet) to make the decisions under schemes of information and complex and changing scenarios. 
Also, the companies have to make decisions that sometimes are not the best choices for their own 
shareholders (principle of agency).  

The issue is that in this frame of imperfections on both sides, what is the best scenario? In my 
humble opinion, if economic and political environments are created to ensure, as far as possible, 
the most entrepreneurial freedom possible and legal institutions to control the abuses of political 
and economic power;  there will always be markets and businesses as a whole, the better economic 
decision takers  than a technical state bureaucracy. Today in Ecuador, for example, it has returned 
to a state that tries to take over more and more responsibility, even those that had previously been 
of the private business. In this logic besides the market, the government determines what to import 
and what not to. Import quotas are determined to promote import substitution and is intended to 
generate a pattern of production model under the selection of "winning" sectors to which the state 
aims for future development. The question is whether the state has the ability to decide on these 
productive  bets or if it is better that simply secure the existence of a legal, political and economic 
environment conducive to private investment and entrepreneurship so that individual private actors 
take the better decisions about these productive bets. The role of the government is very important 
for modulating the delicate relationship between cooperation and competition but  can it decide 
where to award the winning business plans in an economy?  

Finally, about the idea of who they are and must be the economic "bighead" actors in a 
development scheme, I confess myself biased towards the sector of small and micro business. The 
best way to distribute wealth is not giving bonds permanently but creating a society of small 
landowners who have access to equal opportunities in existing markets. As I said before, it is up to 



the government to create such an environment of equal opportunity with the media that seek to 
control the abuses of power and subtly combining between cooperation and competition. This was 
anticipated in the early twentieth century by Chesterton and Belloc as founders of distributism. They 
said that both socialism and the exaggerated capitalism are two ways of tyranny. In one case (left), 
the tyrant is the State and in the other (right)  tyranny comes from plutocracy often possessor of the 
economic and political power. What is the remedy  for this? To create a society of smallholders in 
which power is distributed as close to the people using the concept of subsidiarity. In this scheme 
the middle class would strengthen, wealth would be distributed and the  political power would be the 
closest thing to a real individual participation.  

I think the time to extinguish the songs of struggle between left and right has come. They are 
primitive discourses that create false enemies and conspiracies that only give theater and circus to 
entertain people while behind the scenes others who weave the threads of power. The joint task 
should be on how to ensure the practical evolution of the countries; using the power of the market 
to allocate resources efficiently and build a healthy productive matrix but also fortifying a State to 
ensure equal access to opportunities and consolidate a cohesive, supportive, fair and efficient 
society. Only in free societies debate of transparent ideas can be generated that permanently 
supervise hierarchies of power and secure the generation of new ideas for a positive change in the 
country. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



THE CENTRAL BANK SHOULD NOT REISSUE MONEY! 

                                                                                                                                                                                                                           

Alberto Acosta-Burneo, Ec. 

       Weekly Analysis Editor 
 

A new regulation of the Central Bank of Ecuador authorizes the use of electronic money as a 
technological mechanism to store and exchange funds through electronic devices such as the cell. 

The use of technological means as payment is not new. In Spain the first mobile payment system in 
commercial establishments began in 2013 with Momo Pocket through the three major mobile 
carriers. In the U.S. there are Google Wallet for android and mobile payment services by proximity 
driven by the firm Isis. In Mexico Mobile Payment is the electronic banking service linking a bank 
account to a cell. 

What do they have in common all international mobile payment initiatives? That they are solely and 
exclusively a means of payment like what is online   banking or a debit card. Funds must be 
previously deposited in an account and simply users make purchases with these resources. None 
of these schemes involves the printing of money to circulate digitally. 

ARE THEY PIONEERS?  

Diego Martinez, chairman of the Central Bank, said that the model of electronic money that Ecuador 
will have from 2015, is unique in the world. He stressed that any citizen can access the system from 
all mobile operators that will be required to join the network. 

What makes us unique about this project is that the resources that will be used to transact will come 
from the issuance of money of the Central Bank.  Let's recall that since the adoption of dollarization 
the possibility to  issue money from the Central Bank was reduced to low denomination coinage, 
that at April 2014 was an equivalent of just $ 84 million. 

The new regulation of the Central Bank gives back the power to issue money as it did prior to 
dollarization with two differences: that money cannot be printed, but also it should be convertible 
into dollars. 

WHAT ARE THE CHARACTERISTICS OF THIS NEW ELECTRONIC CURRENCY? 

• It's free movement and it shall be recognized as payment by all economic agents of Ecuador as 
well as for the payment of obligations to the public sector. 

• It is convertible to dollar in cash at nominal value. 

• It has a monetary value equivalent to the dollar. 

• It is stored and exchanged exclusively through electronic devices. 

CAN CONVERTIBILITY BE MAINTAINED? 

In Ecuador we have already had a failed convertibility scheme. The Central Bank at its inception in 
1927 created a system that fixed the price of the sucre in terms of gold. The obligation of the 
Central Bank was to keep the sucre price fixed at all times. 

Shortly after this convertibility was instituted, the Great Depression struck in 1929 and the Central 
Bank decreed a moratorium of payments in 1932. This scenario included a high fiscal deficit and 
abundant Central Bank credit to fund the government. 



Now it is proposed again a convertibility system through electronic money. The Central Bank has 
the task of keeping fixed the value of the electronic money in dollar terms. Is it possible to keep that 
promise this time? 

WHICH IS THE BACKUP? 

The issuance of electronic money will be accounted for as liabilities in the Central Bank. But there 
are no restrictions as to the assets that may be its counterpart. 

Let's consider the assets Central Bank options. The more liquid option is the international monetary 
reserve that consists of currency exchange and gold, among others. But within the asset there are 
also less liquid investments made by the Central Bank in private and public equity securities. 

If the support of the electronic currency is State bonds, what will happen if the owners of those 
resources would apply for conversion to cash, would the Central Bank be unable to give them back 
because they would not have the cash to make the payment? 

In this case we would not be pioneers. In 1944 in Bretton Woods, an  international monetary system 
was established based on two coins with gold backing: the US dollar and the sterling pound. A few 
years later, in 1949 England devalued its currency by 40% and abandoned convertibility.  

The United States remained in the scheme of gold convertibility. But the excessive public 
expenditure as a result of his military campaigns  accumulated large fiscal deficits. In that scenario, 
French President Charles de Gaulle decided to ask the United States that in exchange for their 
dollar reserves the physical gold would be delivered. The stock of U.S. gold fell from 20 tons to 
8,000. In 1971, the U.S. monetary authorities abandoned the gold convertibility of the dollar and 
allowed its currency to float along with devaluation. 

Which is the lesson for this experience? The economic situation of a country and the fiscal strength 
have fluctuations due to the right or misguided public policies and economic cycles. In contraction 
phases of the business cycle, there may not be enough resources for the Central Bank to fulfill its 
promise of e-money convertible into dollars. 

WHAT TO DO NEXT? 

The solution is to reform this project to make it a means of payment   completely eliminating the 
possibility of issuing money. It could return to the original project called "mobile wallet" or "mobile 
payment". 

In this "ideal" scheme, money must be deposited in an account at any financial institution (private 
banks, public banks, cooperatives, mutual entity, etc.). And users who register can transact with 
their cell phone that will be the means of electronic payment to debit resources from their personal 
accounts and credit them to the accounts of the establishments where they are making the 
purchase. 

Let's adjust then the project and completely abandon the risky idea of reissuing money. Let's recall 
the results that the uncontrolled printing of money has had in various historical moments. 

We must be clear that electronic money, as it is currently proposed, will not be driven only by its 
proponents, who may have the best intentions. It is a mechanism that will be available for future 
authorities of those who we do not know which is their level of responsibility. 

Electronic money is a very powerful tool that if it falls on an irresponsible handling, it may be the 
cause of a new phase of monetary imbalances such as those experienced in the crisis of 1999. 

It is not worth leaving the door open to that risk. 

 



DEMOCRACY IS NOT A PANACEA  
 

 
 

                                                   Alberto Medina Mendez  
              Journalist. Private Communications Consultant 

                                                                      (Argentina) 
 

Some have tried to install dogmas as indisputable certainties. In recent decades, with the 
implementation of democracy as a government system in much of the world, it has been deified to a 
tool of social life, even to the point of questioning.  

The search for truth, the need to explain social phenomena, requires an attitude of constant 
revision, constant criticism, not to rule systems but just to perfect them.  

There is no doubt that democracy has brought countless progress and that despite its undeniable 
flaws it has been able to contribute to a life in harmony, with respect and tolerance.  

But it is equally true that its implementation has nuances that some societies have succumbed 
under the main paradigms devolving and even in extreme cases, being led to unacceptable 
excesses, promoting hatred and genocide, from the hand of the will of the majority.  

This is not to condemn democracy as a system, but also to make it the panacea, the remedy for 
resolving any problem. It is therefore essential to analyze what happens, just to rescue their positive 
attributes and identify those specific aspects that only deform the target. Any sensible society 
aspires to live in peace under the umbrella of consensus rather than confrontation.  

Probably the countries that can show best experiences are those in which democracy is 
subordinate to the republic, in other words, where the will of the majority expressed in the polls is 
determined by the separation of powers and a constitutional rule which sets limits to the 
concentration and abuse of power.  

Democracy can be a genuine means to achieve a laudable purpose, but canonize and place it on a 
pedestal making it the central goal of a society, it is extremely risky.  

Many nations are transiting the ambiguous path that has made them lose a lot of quality, by trying 
that a system that has been designed as an efficient method for finding agreements and as a way 
of resolving conflict, becomes the mechanism to generate clashes inviting the continuous dynamics 
of the breakup.  

Perhaps this conceptual exaggeration has pushed political actors to feel that anything goes in 
democracy, what matters are the votes, the power and who administers it. They seem to have 
forgotten the vital reasons that promote these kinds of systems that help to solve problems in a 
friendly and peaceful way.  

The undeniable orderly prosperity of some communities that are not governed by democracy as it is 
traditionally known, forced to wonder what is happening in the world.  

It is not a question of abandoning the democratic system as a way of social order. You cannot 
ignore its obvious imperfections. It's dangerous to fall into the trap of not harming it. It conspires 
against democracy when it avoids revising it, when the strong deviations are not warned and when 
you choose to look away because it is politically incorrect to talk about it.  

Winston Churchill is credited with the phrase that "democracy is the worst system of government 
devised by man, except for all the others." Perhaps this is brutally true, but it is no less true that all 
systems deserve to be reviewed and, where possible, improved.  



However, few politicians dare not even to propose changes. It is probably that this has to do with 
that many of them are part of that flawed system that allows them to lead the present. Modify 
certain issues could undermine the basis of their elemental personal power.  

It is possible that politicians are not interested in improving the system. What is certain is that 
society clearly see anything negative in a system that should ensure optimal results and that today 
is deteriorating day by day under the complicity of the political class and with the essential 
resignation of  citizens that perceiving the problems, rather than resign, they give up, risking too 
much of what has been achieved.  

If democracy is not reformulated and corrected, it can be extinguished. The citizen disregard for 
political activity is increasing in different parts of the world. To attribute this discrediting only to 
certain sectors of the political leadership, is to deliberately choose to ignore the root causes of the 
problem and lose the bright and unique opportunity to remove the branches that prevent the tree 
continues to grow strong and solid.  

Politicians seem to prefer the path of being distracted, perhaps because in that way they feel better 
in the short term and continue exploiting the cracks under the existing scheme that enables them to 
carry out their controversial practices. People already realized long ago. They just did not find, still, 
how to put them in place, to set limits and encourage them to make the changes required by the 
system to evolve. The society already knows that democracy is not a panacea.  

PART II 

THE HUGE CHALLENGE OF BUILDING TRUST 

Countries that have been committing political and economic mistakes  sequentially always led by 
populist governments,  face a huge challenge and therefore have a great opportunity ahead. While 
it is not enough to notice the problem and correct the course, that first step is vital to what will come 
later.  

Argentina seems to sense that his present itinerary is not suitable. Perhaps that is the main reason 
that the ruling party no longer has room even to anoint his successor despite the self-proclaimed 
winning decade.  

The government suffers from an endemic lack of trust. If tomorrow it decides to make a significant 
change in its policies, its attempts would also fail, because it has been busy for years to destroy 
relationships and systematically mainly lie in that obsession for the design of the story. No one 
takes seriously their assertions.  

This is not what has been said to get votes and win elections, or what the history has been distorted 
to accommodate it to taste and palate. Is that the decision makers know that the government can 
affirm today something and deny it in a few more minutes. It is feasible to generate attraction, get 
useful allies, seduce investors and be the center of attention and respect, with  such obvious 
contempt towards others. 

The fruits are visible. The economic policy in force is the result of an endless string of nonsense but 
mostly misconceptions, quite overcome. Only in this way it can be explained that a nation with such 
a favorable scenario in international terms, can now have records of inflation and economic 
stagnation process that is not reconciled with what happens to the neighbors of the region.  

There is still enough time for the next electoral shift. The current conducting has only the 
expectation to pilot this flight overcoming countless turbulence to reach the destination and deliver 
the next post. He will not  do any homework, will not solve any problem in this way between now 
and the time of giving the command. He will just try to postpone everything for the next who will deal 
with how to solve them.  



He no longer has room to do much. The distrust he has generated for years does not disappear so 
easily. And nothing that is happening, even show some intention to do so.  

In this scenario, who succeed in the next elections and must assume the task of leading the future, 
will have much work. But none of that will be achieved if citizens and political leaders do not 
understand the overwhelming need for the country to regain credibility. 
  
Argentina needs investments, new money, a steady stream of capital that will generate jobs, 
compensate the relentless drain of foreign exchange and open new markets by joining the world.  

It has abundant natural resources, a variety of climates and almost endless business opportunities. 
But nothing positive will happen if the next government does not get a definite consensus that 
ensures legal certainty and full enjoyment of private property. Without these ingredients, no capital 
will land and without them the country will continue to vegetate without taking.  

It is imperative that a comprehensive agreement that does not capture only with choosing the 
eventual winner of the election process, but also with a line in the same direction by Congress and 
the Justice, but fundamentally with a society willing to comply with the pledged word now and for a 
long time. The vagaries of domestic politics, the historical contradiction of its ups and downs, have 
become a national stigma difficult to overcome.  

The average citizen is complaining because there are only opportunistic capitals that come to get 
important profitability and then run away. Maybe that's just looking at the consequences without 
understanding the causes. Nobody is installed with conviction to produce wealth in a country that 
changes the rules with unusual speed, and also boasts that dynamic like a virtue.  

Pretending that an investor bet his money and then prevent him to recover his capital or even 
dispose at discretion of what have been obtained,  is to ignore the most basic rules of business. 
Nobody will invest with these ridiculous rules. It is inconsistent the idea of pretending that someone 
invests to lose or in the case of winning he cannot withdraw the achieved. It is clear that the capital 
will seek other less hostile locations.  

Argentina has still much to do. The electoral campaign will show rivalries among candidates, but if 
the political class as a whole fails to build the foundation for a consistent strategy, it will not matter 
who wins at the polls. The country has a huge opportunity. It is not just around the corner, at least 
not for several months. But if during this time it does not accumulate best decisions in speeches 
promising the adequacy and achieving agreements that are able to be beyond the election, the 
chance to right the ship will be wasted again. The picture is not the best and the one coming will not 
be a smooth transition. If you understand what happens, it travels a path to the enormous challenge 
of building trust. 

 

 

 

 

 

 

 

 



 

DOLLARIZATION AND THE GROWTH OF EL SALVADOR 

 

               Dr. Manuel Hinds  
                                                                                   Former Minister of Finance 

 
In an article published on April 22, crhoy.com reports that the President of the Central Bank of 
Costa Rica states that dollarization would be a serious mistake, adding that "there are examples of 
other Latin American economies that do not give good indications of what might happen to  Costa 
Rica if the economy is dollarized and said that we could repeat the history of countries like El 
Salvador." Then he said: "There are examples in other countries that have been positive, Panama 
was born dollarized, but there are very negative cases of countries that have dollarized and have 
not done well, El Salvador is one of them. I don't say that it's the only reason, but experts that have 
analyzed it ensure that dollarization has been one of the reasons for the low economic growth in 
this country." 

The reasons why the President of the Central Bank submitted to substantiate his claims are a bit 
vague and not based in reality. For example, he did not say that experts who have analyzed the 
issue have said that dollarization has been one of the reasons for the low economic growth in El 
Salvador, or why. The natural expert on this topic, the International Monetary Fund (IMF), found 
after analyzing the dollarization of El Salvador, after ten years of implementation, that, far from 
imposing costs, without the currency it would have saved the country an average of three quarters 
of a point of the Gross Domestic Product (GDP) by reducing interest rates from four to five 
percentage points. Besides he said that dollarization has served to stabilize the economy more than 
it did the regime of fixed rate that El Salvador had before dollarization, and, importantly, that the 
independent monetary policies that are used in other Central American countries, including Costa 

Rica, of course. (see the study:(http://www.imf.org/external/pubs/ft/wp/2011/wp11129.pdf ). 

The President neither justified his claim that dollarization is good for countries that are born with it 
and not for countries that have dollarized after having its currency - because, through what 
economic mechanisms and what methods can  their effects be measured. That statement does not 
explain why Panama has had long periods where it has grown very little despite that in all those 
years it was already dollarized at birth. The President does not explain either why he did not 
mention Ecuador, where dollarization is not birth but that it was adopted in 2000. Since then, 
Ecuador grew on average at about the same rate as Costa Rica and above the Latin American 
average. If we start from the assumption that the behavior of Costa Rica is highly satisfactory, that 
of Ecuador is also, despite being dollarized. That is to say, that there are two dollarized countries to 
which according to this criteria, has done well. But the President of the Central Bank said that El 
Salvador was one of the dollarized countries that have not done well. There are only three, and two 
have done well, one because it has being dollarized by birth, the other one for reasons that the 
President of the Central Bank did not explain. That leaves us with just one unsatisfactory: El 
Salvador. 

Now let's see, then, how unsatisfactory has been El Salvador behavior since it was dollarized? 

As the IMF found, and different from what the President of the Central Bank suggested, 
dollarization has been very positive for El Salvador. It has lowered interest rates, has extended to 
twenty and thirty years the deadlines loans in the currency in which everything is known (which is 
very different from when they are denominated in dollars when revenues are denominated in local 
currency), it has given great economic stability to the country, and has given great strength to 
withstand internal and external shocks. 

There are several things that need to be clarified before. The first is that income comparisons 
across countries should be made with PPP constant dollars (with purchasing power parity). This is 



to compensate for the differences of what a dollar buys in different countries. The export 
comparisons are made with current dollars. 

Of course, in this analysis we cannot assume that everything that has happened in El Salvador is 
attributable to dollarization. Growth is the result of many real factors. If the monetary regime were 
the determinant of growth, you have to wonder why, with the same central banks, the growth rates 
are falling in most of Latin America (these have fallen in thirteen of the fifteen non-dollarized 
countries in the region). Have they abandoned the good policies of the years in which they grew so 
much? Or it did not grew for them? 

We cannot either judge a monetary regime for the growth performance of recent years. A regime 
can only be judged in the long term, in good times and in bad, in booms and falls. Therefore, in 
what follows we will discuss possible longer periods. 

I. THE GROWTH OF EL SALVADOR 

For those who believe, as the President of the Central Bank does, that dollarization is a major 
cause in the slowdown of the growth of El Salvador, Figure 1 should be very surprising. 

 

 

Source of basic data: World Data Bank of the World Bank. 



The graph compares what El Salvador has grown with the average of Latin America and with 
several economies in the region since it dollarized in January 2001. There are several amazing 
things. First, two dollarized countries, El Salvador and Ecuador, grew healthily during the recession 
of the early 2000s, well above the average of the region, which suffered a fall in income. Second, 
the cumulative growth of El Salvador was higher than the average for Latin America until 2008. It 
grew up more than Costa Rica until 2005. Third, from the three dollarized countries, two (Panama 
and Ecuador) grew more than or equal to Costa Rica in the period, and more than the average for 
the region. Fourth, surprisingly, if dollarization is cited as the reason that El Salvador does not grow 
as expected, nobody says that Mexico and Guatemala do not grow because they have their own 
currency. The two countries grew much less than El Salvador throughout the period. 

But the case of El Salvador has data that can extend the period of analysis to prove or disprove the 
idea that the possibility of exercising monetary policy condemns countries to low growth. El 
Salvador has not exercised monetary or exchange rate policy since 1993 (it left the fixed exchange 
rate at 8.75 colones per dollar and issued only to buy dollars). This must have negatively affected El 
Salvador according to the hypothesis of the President of the Central Bank. 

Be amazed by graphics 2. During the period without devaluations and monetary policies, the long-
term growth of El Salvador since it stopped playing with the coin, has been much higher than the 
Latin American average, and exceeded even Costa Rica until 2008. Actually it also beat Panama 
until 2007, even though this is birth dollarized. 

 

Source of basic data: WORLD DataBank of the WORLD BANK. 



Note that it has been only in recent years, since 2004 to be precise, when Latin America grew more 
than El Salvador (although in the cumulative growth since 1992, El Salvador is still well ahead of 
the average for Latin America). What happened since 2004? 

II . THE BOOM OF COMMODITIES 

Latin America as a region still depends, as it has traditionally done, on exports of primary products. 
Figure 3 shows how the rates of change of GDP per person in the region have tended to change 
according to the rates of change in prices of these products for the past 50 years. Note on  the 
graphics two things that have changed since 2001, when El Salvador dollarized. First the prices of 
primary products fell and the Latin American economies entered into recession. Then, in 2004 
started a long boom that although it has slowed lately, it has continued until now. 

When the boom started in 2004, the growth rates of Latin American economies increased 
dramatically. But, as you can see in the graphic above, that did not happen in El Salvador. There 
was no recession from 2000 to 2004, and there was any boom thereafter. Why? 

 

Source of basic data: World DataBank of the World Bank and International Financial 
Statistics of the International Monetary Fund. 

 



Figure 4 answers this question. With a boom in the prices of commodities, countries that export 
them notice their exports increased in direct dependence on the products of their total exports ratio. 
As seen in the graph, countries with greater reliance on primary products (such as Bolivia, Peru, 
Nicaragua, Ecuador) were the ones that most increased their exports. El Salvador, along with 
Mexico and Dominican Republic, are countries that are less dependent on commodities in the 
region. They are those that export more manufactures as a percentage of total exports. They are 
those that grew less. 

 

 

Basic Data Source: World DataBank of the World Bank and International Financial Statistics 
of the International Monetary Fund 

The same independence of primary products is what helped El Salvador to continue growing in the 
recession of 2000-2003. 

III. INTERNAL POLITICAL PROBLEMS 

As shown in the graphs above, El Salvador had grown much more in the previous years to 2008 not 
only in comparison with the average for Latin America but also absolutely. There are several factors 
that explain the decline in growth. The first is a marked political instability that has resulted in a 
drastic drop in investment. The party  now in government has been very radical and even the newly 
elected president (also of the same party) has moderated his Marxist openly language and his 
support to the socialism of the XXI Century and to Cuba; there are many who are still using the 
language and supporting these regimes. These people have always said that the current regime 



that is ending was of transition for the real revolution coming in the new government that takes 
office on June. 

Second, the country has serious problems of gangs, called maras, that control neighborhoods and 
villages extorting businesses and individuals  and committing murders. The country is the most 
violent in the world in terms of deaths. 

Third, these problems have been linked to a total neglect of the true variables that determine 
competitiveness. In particular, investment in human capital is abandoned, education and health 
services are highly deficient and there is no credible plan for improvement. 

This is reflected in economic indicators. In 2003 El Salvador was ranked number 48 in the 
competitiveness ranking of the World Economic Forum. Today is at number 97. Similarly, in 2001 El 
Salvador was rated as the ninth freest economy in the world. By this time, the country has lost more 
than thirty positions in this category too. 

These factors, not dollarization, are those stopping the growth of El Salvador. Indeed, dollarization 
has served to reduce the economic impact of all these problems by giving a security element that is 
essential for businesses and individuals. Besides, with so low rates interest and long-term loans, it 
has contributed to the depression of the investment is much lower than it would be with interest 
rates and terms as it exists in local currency in all not dollarized Latin America countries. 

Moreover, the great competition introduced by dollarization in the banking system makes banks 
operate with the lower intermediation margins of Latin America. The competition has also made 
them efficient in such a way that even with these margins they are profitable. 

IV. THE IMMEDIATE FUTURE 

As I said in the introduction, the assessment of a monetary system cannot be made on results of 
only one phase of the business cycle. There are several signs that indicate that the boom that 
began in 2004 is being completed. Gradually, the U.S. overspending has been reduced, its tax 
deficits and current account in the balance of payments of the United States have been closed, so 
the import demand has fallen for all. 

This is clearly seen in graph 5. To January 2014 the average Latin American exports were 
decreasing. Those of Costa Rica and El Salvador had a whole year to be growing almost at the 
same rate (actually, Salvadoran slightly above). The Intel departure probably will reduce even more 
Costa Rican exports this year. Namely, with all its problems, El Salvador already does not look so 
bad compared to the rest of the region. 



 

Basic Data Source: International Financial Statistics of the International Monetary Fund 

The challenges that the other side of the cycle will pose to countries with own currencies, are 
considerable. Actually, they pose them very high risks and reduce their ability to exercise an 
independent monetary policy. 

In previous years the boom of the primary plus the huge capital inflows caused by low interest 
policy of the Fed, repeated pressure on currency appreciation. The assessment tends to reduce 
inflationary pressures and make people think that to borrow money in dollars, at low interest rates 
when they earn in colons, have no risk. Instead, dollar debts are reduced in colons when the local 
currency is appreciated. 

The Fed has begun to reduce its monetary creation and people expect that the market interests 
start to rise in the United States. In anticipation of this, they are taking to the United States the 
capital that had been invested in Latin America. 

If, however, the currency begins to depreciate, the debt measure in local currency explodes and 
can become invaluable. 

For this reason, central banks have little freedom to devalue when there are loans in dollars. But to 
avoid devaluation, they have to reduce money creation and fiscal deficit and increase interest rates. 
Thus, when lower interest rates are needed, the central bank has to increase them; when more 
credit is needed, the central bank has to cut it to prevent capital flight. If you do not want to increase 
them, the central bank has to lose reserves (which may not happen for a long time) or it has to let 
the currency depreciate, with the consequences that have been felt in Costa Rica recently. But to 
devaluate the currency there is more pressure for people to change their money from colons to 
dollars, which devalues more or more interest rates rise. This can cause a crisis. 



The problem has more ramifications. When the currency is devalued, the prices of all things valued 
in local currency fall - including real estate prices, and the shares of companies operating in 
national currency - thereby generate capital losses. When the prices of these things begin to fall, it 
provides an incentive to sell them to avoid further losses. The next step is to convert the money to 
dollars to avoid losing a potential devaluation. Very often the money leaves the country, causing 
losses in the reserves already mentioned above, and the cycle already discussed in the previous 
paragraphs. 

Graph 6 shows how this price drop has already been taking place in several Latin American 
countries, causing huge losses to investors and their financiers. It illustrates the case of actions but 
also of other assets like real estate. The more the prices of these assets fall, there is more incentive 
to sell them and convert the money thus obtained to dollars by reducing the reserves of the central 
bank. 

 

 

Basic Data Source: International Financial Statistics of the International Monetary Fund 

These seem to be the problems for the central banks. The 2009 crisis had no major consequences 
because, although it was deep, it was very short. If the price drop lasts longer, the effect on banks 
can be very serious if, as in many countries that have their own currency, a high percentage of 
loans is denominated in dollars. 



This does not happen in a dollarized economy, in which the fear of devaluation does not result in 
capital flight because the risk does not exist. That's why interest rates are still much lower in El 
Salvador than in non-dollarized countries in Latin America. 

V. SUMMARY 

In short, the facts do not support the assertion of the President of the Central Bank of Costa Rica 
that El Salvador has not do well with dollarization. In most of the period in which El Salvador has 
not used monetary or exchange rate policies, the country increased exports and production at much 
higher rates than the average for Latin America. This was also so in the first four years after 
dollarization. It has only been in recent years, several years after dollarization, which began to grow 
less in relation to the rest of Latin America. This happened because they did not  benefit from the 
boom in commodity prices than most other countries in the region benefited.  But El Salvador also 
reduced its growth rate relative to its previous performance. This has been a result of low 
investment in an environment of high political and public insecurity, and the neglect of education 
and health and all the other factors that determine competitiveness. Dollarization has been very 
positive in reducing the impact of these problems by introducing a superior stability in a crucial area 
of economic activity. 

Also, not having the colon has saved the country 1,871 million since it dollarizes, in much lower 
interest rates. This, at least, is what it would have cost the country to maintain the colon and the 
central bank, and that, assuming that the monetary policy would have been prudent with 
governments that have not been prudent in the fiscal policies. Now that hard times are coming to 
Latin America, dollarized countries have a financial strength than those having own currency does 
not have it. 

The Chairman of the Central Bank of Costa Rica may have many reasons for not wanting to 
dollarize his country. In my experience, all central bankers have them. But he cannot cite El 
Salvador as an example of failure of dollarization because it has been very successful in providing 
stability, large investment incentives and big savings on difficult circumstances - as it has been in 
easier circumstances in Panama and Ecuador,  two other dollarized countries in Latin America. 

 

 

 

 

 

 

 

 

 

 

 

 



WHAT ARE THE  THE INTERNATIONAL RESERVES OF A CENTRAL BANK IN 
A DOLLARIZED COUNTRY GOOD FOR? 

 

            Vicente Albornoz, Ec.  
                         Economic researcher and columnist for Diario El Comercio 

 
 
What are the international reserves of a central bank in a dollarized country good for? Well they 
serve quite well, at least in a country that dollarized in the way Ecuador did.  
 
The Free Liquidity International Reserve (RILD), is the definition used since the Trolley Act (which 
dollarized us) and, in short, it consists of dollars bills that the Central Bank has in its vaults, its gold 
reserves and the deposits that are abroad and that furthermore, can be drawn without restriction. 
They are, therefore, the dollars that the Central Bank, ECB,  could freely dispose of them if needed.  
 
Currently, the RILD serves to support three things: coins issued by the ECB, the legal banking 
reserve and the public sector money that is deposited at the ECB.  
 
Let's see the main thing. First, the ECB issues coins that have a certain dollar value. Well, by law, 
for every two 50-cent coins issued, you must have a dollar in your international reserve. That makes 
the current issue coins in the healthiest issue that the country has had in decades, since it has 
always been supported (in full) by dollar bills, gold or ECB deposits  abroad, that is, it has been 
supported by the RILD so nobody rejects Ecuadorian coins, at least within the country.  
 
Second, when a commercial bank  captures the public's money, it is required to place a portion of 
that money in the Central Bank. That is known as  "reserve" and is nothing more than the bank 
deposits at the ECB. The reserve is a key to control liquidity in the system and to have a reserve 
that can be use by banks. Also the reserve is entirely supported  by the RILD (by law) and so it has 
been since 2000. 
  
That has helped to create an atmosphere of trust in banks, no matter what,  that at the time of an 
emergency they can use their reserve that the ECB has in bills, gold or deposits abroad. In that 
way, the reserve becomes something very reliable which in turn, spread that confidence to the 
banking system and depositors.  
 
As of March 21, the RILD was USD 4,360 million and that was enough to support the US$ 90 
million of issued coins and the 3,350 million reserve. Moreover, with that reserve even 
approximately 920 million were left over to address public sector deposits at the ECB. The system 
to support the banking reserve with the RILD has run for over 14 years because it creates security 
and confidence in the financial system and all that is based on the continued existence of sufficient 
reserves to fulfill that role.  
 
For all this, the international reserves of the ECB are very important and deserve to be given further 
care.  
 
* THE TEXT of the Economist VICENTE ALBORNOZ  WAS ORIGINALLY PUBLISHED IN “EL 
COMERCIO” daily newspaper, on SUNDAY, MARCH 30, 2014, IN OPINION. 
  

 
 

 
 

 



EDITORIAL FROM THE F.I.E. SUPPLEMENT No. 3, JUNE 5, 2006 

LET'S DEFROST  

An S.O.S. for the young, let's eliminate the deadly sins of neo-populism. 

In 1995 I developed the proposal:  Ecuador into the new century and millennium, published on 
January 2, 1996.  It's been ten years and is still valid, it shows us that we have not advanced in 
state policies allowing continuity. That same year I said: "Not one step back, thousands of steps 
forward because if we do not move we go back because the other ones progress". What a shame 
that this statement 10 years ago has become a prophecy: A frozen Ecuador. 

In certain paragraphs of the submission of the proposal it reads: 

“The country is not involved with seriousness and consistency in the stage of modernization that the 
historical moment demands. All this under the conditions where trends are accentuated towards 
globalization of the world economy and regional economic integration processes are consolidated, 
requiring the country to overcome the crisis, execute fundamental reforms leading to higher 
productivity, competitiveness and achieves the welfare of all with appropriate distributional policies 
... " 

Although you may not believe that this statement remains valid, therefore,  we propose the following 
"Tasks to accomplish to create jobs." 

Checklist of the future (2006-2020) 
for a prosperous nation 
 

To change: 

1. The new populism and demagoguery for free enterprise and competition. 
2. Passive elites to active elites concerned about the fate of the country. 
3. Discretion for strengthening governance. 
4. Government policies for state policies to achieve economic growth. 
5. Invasion of private property for strengthening it. 
6. A country of sponsors for due process and legal certainty. 
7. A closed country for a free trade open country. TLC 's USA , Europe and China. 
8. Arbitrariness for accountability, to attract investment and not scare it. 
9. Legal waste for few and just laws. 
10. Ports for Megaports to become a transfer country. 
11. Fiscal waste for austerity. 
12. An obese State for a small, modern and efficient one. 
13. Underfinanced budget for Zero Base Budget. 
14. Work Code for Employment Code. 
15. Power monopoly for competition. 
16. Monopolistic Social Security of distribution for Individual capitalization. 
17. Petroecuador monopoly for oil opening. 
18. Fixed Telephony monopoly for competition. 
19. Fiscal education monopoly for decentralization for and education of  the twenty-first century. 
20. Gas subsidies for Suns of Knowledge. 
21. Public-private confrontation for public-private cooperation. 
22. Agricultural inefficiency for modernization that increases productivity. 
23. Centralism  for autonomy. 
24. Solidarity Fund for Popular Capitalism. 

 



Outcome: A connected Ecuador, Ecuador without inflation, Ecuador exporter, Ecuador of the first 
world, Ecuador with quality of life of the first world, Ecuador "Before" and not "Behind!. 

 
Joyce Higgins de Ginatta, Eng. 
President 
Federación Interamericana Empresarial (FIE) 
 

                 Guayaquil, June 5, 2006 

 

 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 



 
LATIN AMERICA, ITS REALITY 

       Jose Luis Ortiz, Lawyer 
           Master in Political Sciences 

 
The discussion of democracy has become a recurring theme in our country and other countries in 
the region and the world. A liberal orientation, in that sense, has been gaining space and has 
become the more widely factor accepted in societies. The division of powers, for example, has 
gained legitimacy and has established itself as the base to prevent traumatic realities of 
totalitarianism and dictatorship. The institutionalism thus conceived, looms as the best guarantee to 
avoid  concentration and centralization situations of power. With checks and balances on the 
exercise of same, arbitrary and obscure tricks of the instances of the state apparatus,  of the 
nation's wealth and social statements, are avoided. It is therefore a theoretical concept but with the 
possibility to be applied in concrete reality.  

The vision of democracy in some countries, has expanded and, in order to achieve a greater 
presence of society in decision-making, it has been created promoting functions of the integration of 
groups in the operative field, and a  better and more efficient activity of  monitoring, control and 
supervision of the management of power and the use of public resources. It was intended thereby 
that democracy is not only representative but also that becomes a popular and participatory reality.  

In Latin America, the democratic model has had several experiences and particularities in each 
country. With a background of conviction about the need to preserve individual liberties, protect 
human rights and handle with efficiency and accountability the national wealth, has been imposed  
on the decision of an independent development by each of the state functions. An Executive 
function, limited only by the statutory and constitutional parameters in exercise, a Legislative with 
enough capacity to structure a legal system and review diligently the compliance powers and 
competences, and a Jurisdictional to judge, with no pressure,  relationships between citizens and 
between them and the bodies of authority. When other functions have been added, the 
documentary has been the increased possibility that citizens have  voice and vote in decisions.  

The question of whether this model has been fulfilled in Latin America, emerges as the inevitable 
step in the review of our political reality. We believe that in this part of the continent phenomena and 
situations have occurred. There is, and we can not deny, countries within the scope of the 
companies that come closest to the system described, and others, open or devious way, are part of 
the opposite side. Among the first ones are Chile, Colombia, Peru, Uruguay, Paraguay, Brazil, and 
in  second place Venezuela, Ecuador, Bolivia, Argentina. Chile has managed to settle in a place of 
clear economic, social and political development, after a painful experience of  military and 
dictatorial power. Political parties of different ideological matrix raised the need to project their 
society to the world, and  managed to establish a reality of state policies and absolute respect for 
the shared lines for running their project. Colombia, despite the reality of violence and threats by 
organized crime, has achieved that his institution remain and decide with strict adherence to its 
regulatory and constitutional system. Proof of this was a few years ago, the decision of the 
Supreme Court preventing reelection and shut the chances that it will benefit Alvaro Uribe, who 
enjoyed a huge electoral host. In Peru, the democratic experience, which has been the basis for the 
launch of its economy, only happened thanks to the rationality of political subjects who could leave 
behind the gray times of economic chaos of the first government of Alan Garcia, the terrorism of 
Sendero Luminoso and the debacle that was the administration of President Fujimori. Uruguay has 
been fortunate to have leaders of great responsibility and dedication, until its current president, 
charged with an experience of struggle and sacrifice, has realized that to build a country it must 
have a substantial base of understanding and consensus. Paraguay has re-enrolled in the field of 
rationality in the functioning of their government. And Brazil, the largest economy in South America, 
fighting a situation of daily violence, and an unfinished experience of official corruption, has not 
separated of the patriotic section that opened the commendable management of the social 



democrat Fernando Henrique Cardoso and continues, although with difficulties, in the path of 
development and competitiveness.  

The failure of the model is given in societies aligned in the block called "socialism of the XXI 
century". Venezuela, the most palpable and catastrophic  sign of the deviation of the democratic 
model, is a sum of errors, abuses, irrationality and corruption. A country with its almost nonexistent 
industrial apparatus, with an increasingly inefficient oil plant, with a state structure of extortion and 
perks, and with a declared break between the regime supported by mobilized masses from 
handouts and charity, and a society that strives for immediate changes, targets toward a reality of 
unpredictable and insurmountable chaos. Ecuador attends a time of crisis in their income, 
accelerated domestic and foreign debt, and an irrational governmental appetite to take the private 
resources to not stop its care policy and excessive government spending. An unattractive republic 
for investment, by circumscribing state control and exclusive presidential decisions, governance, 
concentrate power, to deny the independence of the functions, and repression, increasingly, 
individual freedoms and human rights. Bolivia has a reduced ability to survive to the exploitation of 
gas and a declining use of its mineral wealth, primarily depending on the Brazilian market, and that 
does provide moments of social unrest fueled by the unpleasant and irresponsible speech of a 
president who stayed in the 60 s of last century. And Argentina, painfully affected by the uncertain, 
demagogic and superb management of an executive who wants to meet with discursive barricade 
rudeness, its irresponsibility to fulfill the commitments made to patch an economy of poor leadership 
and management 

This scenario requires approaches and alternative strategies. 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 

 
 
 



 
WE ARE STILL IN DEBT WITH THE QUALITY OF EDUCATION 

 

           Alexandra Higgins B.  
                                     Former Under Secretary of Education Quality and  Equity  

        Adviser on Education Quality 

 

The quality in education is still among the pending matters of most of the countries of Latin America 
and of course is still pending in ours.  

The quality, far to relate to constructions of schools, the provision of benches and the delivery of 
books and uniforms, nor with the educational services that are given in the districts,  have to do with 
the learning of students and their ability to function in the world as independent, analytical, able to 
make decisions beings. A country that has achieved these objectives with their education has 
achieved something much more important, to reduce inequality that human beings face in life.  

According to the 2005 Monitoring Report on Education for All (EFA) in the UNESCO world "In many 
countries that are striving to guarantee children the right to education, the emphasis is made  to the 
access to school, often forgetting that attention should be paid to the quality of teaching. However, it 
is the quality that determines not only how much children learn and if they learn it well, but also to 
what extent learning is effectively embodied in a series of benefits for themselves, society and 
development (...) ".  

If we look at the recent school year starting in the Coast region, we will see that there are still 
underlying problems in public education as the lack of facilities for coverage, and of course the 
government is doomed with all their energies to solving that. This debilitating situation takes time 
and strength to the work towards the quality that is being postponed every day.  

For those who work daily in private education there are other dilemmas. They have no relation to 
the lack of space or physical space but with the same system that sometimes imposed us as walls 
and other times as challenge.  

The first of these is the lack of training and efficiency of those who assist us in school districts: If 
you ask for a response to a process, it can take months;  insisting them that the entry notes system 
does not work and that it should be enabled, only deserves the response that "it's Quito's problem", 
to name some of the ones I have received in response during the last days; the audits to the 
institutions to verify that the collection of the school monthly fees are authorized by them. The 
private institutions are not close to this, we are used to being audited. What we find amazing is that 
so large staff is moved to perform this work and that the main concern of this portfolio is the 
economic status and not that one related to learning.  

We cannot ignore that there is also a constant insistence on the compliance of rules by the private 
educational institutions, which obviously have to be complied because they are requested by law, 
but that at the time to analyze the Ministry does not comply with them in their own fiscal educational 
institutions. As an example we can discuss about the number of students per class. While in private 
institutions we are obliged and required to not overdo the maximum of 35 students per classroom, 
in public educational institutions there are currently up to 60 students per class due to the problem 
that we mentioned earlier that arose at the beginning of the school year.  

All of the above takes time and effort to the private educational institutions that should be aware of 
collecting papers and evidence for each visit, audit and review, time that at the end is still taken 
from quality.  



If we analyze some aspects that contribute to the quality of education, we will find a bleak picture 
since the progress we have made as a country are definitely insufficient. It is a long way to go and 
much the lack of consciousness that is needed to make it a national priority to focus on the quality 
of learning and not only in the educational service and increased coverage.  

To start walking towards quality, we must begin with the main issues: teachers and teaching 
strategies for improvement.  

TEACHERS  

While I recognize that there are honorable and wonderful exceptions that I have met along my life 
as pedagogical advisor, is very sad to accept that in the country we are still far from having a high 
percentage of teachers who are excellent in their daily work in the classroom and who master their 
teaching areas. This is not the teachers' fault, the vast majority have been the victim of higher 
education institutions in which they were given a title without having acquired the skills necessary to 
serve as teachers, who were not aware of the core subjects to be taught and above all without 
having developed what I call "teaching spirit", i.e. the feature that makes the teacher enjoys his/her 
work, have fun teaching and that constantly is interested in research and learning.  

Regarding the initial preparation of teachers, we are also losing the battle.  It is so sad to see how 
the existing state infrastructure has been wasted.  Having in the country so many public universities, 
why do we limit the UNAE in Azogues, as the only source of knowledge about education? I think 
that in the educational emergency in which we find ourselves, in each public university the faculty of 
education should be found again, with prepared teachers of the same quality of those that has been 
contracted by UNAE and offer in this way to more people the opportunity to have a good initial 
teacher training. I know many people who want to study education but they do not know where to 
go and  they can not move to Azogues to study because they have a family.  

This educational reality extends to teachers seeking where to study a  master's and doctoral degree 
since due to  SENESCYT's requirements they need to study in order to teach, but they found 
themselves with the sad reality that few universities are offering it. As I write this article, for example 
in Guayaquil there is only one university that offers a Master degree in Higher Education, the others 
closed over a year ago and do not offer higher education or anything related to education. Not to 
talk of doctoral studies.  

IMPROVING THE TEACHING STRATEGIES  

There are no national strategies to improve quality, at least they have not  been published or 
disseminated yet. But it is interesting to note those   proposed in the 11th Global Monitoring Report 
on Education for All, published on January 31

st
 this year with Title 5 Essential Curriculum Changes 

to Improve the Education of Quality. In them it can be seen a clear concern for improving the 
teaching of language and mathematics, improved dialogue between teachers and students, pay 
attention to individual needs, reduce the number of students per classroom and incorporate 
technologies. In our new curriculum of EGB however, there is no room for technology and each 
school must be creative to teach students to work with it.  

After all this background that we have seen, we sense that here is where we are stagnating 
education. Among quotas and audits, requests for delivery of papers but with complete absence of 
national strategies for improving learning, without quick solutions to the shortage of qualified 
teachers ... without a path to quality, undermining opportunities to all children, adolescents and 
youth.  

Next year we will surrender for the first time PISA tests that establish a comparison between the 
levels of language, science and mathematics in different countries. That's when everyone will offer 
opinions and criticize but not realizing that the portfolio of state that has the same rectory of 
education in the country, is the one who must promote quality throughout the education system.  



"One in twelve youth in Latin America and the Caribbean has not completed primary education and 
has no skills to find work"  

Source: Education for All Global 2012. Unesco. 

 
 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 
 

 
 



 
ARTICLE TAKEN FROM THE PYMES MAGAZINE  JULY-AUGUST, 1999 EDITION 

THE 5 VICES IN THE LATIN AMERICAN REFORMS 

Presented by Dr. Alvaro Vargas-Llosa at the Congress:  “SMEs Rescuing the Economy of Ecuador 
and the Americas " (June 28 and 29/99).  

I feel greatly honored to be here with you to talk a little about what went wrong in Latin America 
during this decade. There have been very positive things, things that have gone very well in Latin 
America throughout the 90s, during a process of intense reform, process that  has not touched very 
close to Ecuador, but that have been very close to other countries. My task is somewhat unpleasant 
to say what went wrong, what went wrong in Latin America, but maybe by the constructive way to 
prevent Ecuadorians, when they will be encouraged to take seriously the reform process, make the 
mistakes we made in many countries, from Mexico to the Patagonia, and that today are having such 
a negative impact on the entire continent.  

The way I want to do this is as follows: I have identified five areas, five major issues of failure or 
defects in the Latin American reforms. I have named them to try to make this as graphic as 
possible. I've turn them in five major complexes who have those who have enthroned our 
governments and our ruling classes in Latin America throughout the decade of the 90s.  

1 The first major resort we have is the complex that I call Napoleon III. It is the authoritative 
complex, a way of organizing society institutions by the principle of verticality, authoritarianism, lack 
of participation. Basically it is a story, the Republican history of Latin America that has to do with 
authoritarianism, and I would say that within the authoritarianism basically with two very important 
issues, the warlordism and positivism. These words are actually extremely simple to explain 
because any citizen has been related to these two issues. First because it usually has translated 
the will of the ruler above the law. We have all experienced in Latin America this enormous tragedy 
that is a ruler, a set of rulers, an illustrated “mandarinazgo” (whoever is being ordered) who has 
always believed to be the truth bearer and has always been above the law, so that our laws are 
permanently not only being violated by those in political power, but are also constantly being altered 
to reflect the power. A society in which the law is not governed by a law, by  fundamental 
understanding, by a social contract, is a society in which there is no rule of law, where legislation 
does not reflect a right, but it reflects only the will of the rulers. And the rulers believe that by 
manipulating the law and the abolition of the right are doing something extremely positive, trying to 
wean the concepts of rule of law and market economy. They think they can lead politics, manage 
the economy, manage  social life and they are running it that in very pedantic language we called 
the legal positivism and that does not mean anything other than the whim, the arrogance of the 
ruling who thinks can wake up in the morning illuminated and that in a fit of political lucidity can 
legislate in terms of human happiness; that happiness is a matter for governments, that incumbents 
political power, and that it is possible to establish a set of laws that reflect the will and thinking of 
those rulers, and once they embed in reality, the economic and social changes will operate that will 
be of benefit to those societies. We call it legal positivism in Latin America.  

2 The second major theme of failure, of vice in the the Latin American Reform is the 
macroeconomic complex or Cam de Ssus complex. It is a well known Frenchman who is the 
executive head of the International Monetary Fund and that has had a major impact on all our lives, 
even in the lives of those who are unaware of the existence in the world of this gentleman named 
Cam de Ssus. It was very common in Latin America in the 90s, in this decade, to hear about the 
reforms positively, there was a truly infectious confidence from the point of view of macroeconomic 
policies, and I think this is a small important mistake, an error that has led it to conclude that these 
macroeconomic reforms were all, that somehow these macroeconomic reforms exhausted the 
agenda for change. Once these policies have proven as they have  demonstrated in the 1999 world 
to have been insufficient, what they have done is to denature the proposed economic freedom and 
this is extremely dangerous, of course, because what it can do is to generate a return to the old 



Latin American populism. If you take a look at two or three digits, you will realize that this rosy 
picture of the Latin American macroeconomics is not so and in any case is not sufficient to conclude 
that we have exhausted the Latin American reform, the great pending reform in Latin America, two 
centuries after the independence of our countries. The macroeconomic stability does not solve all 
the problems of a country. If it dollarizes, it will give trust to the  investor, which is important, but 
there should be other complementary structural reforms to address social issues.  

3 The third is the Colbert complex, that we can also call it the mercantilist complex. Colbert was a 
famous figure in French history. A super minister of Louis XIV in the seventeenth century, French. 
He was a man who controlled the power in France. He was a man who had a particular propensity 
to meddle in the affairs of the businessmen, and sometimes he called to a famous meeting with all 
the major entrepreneurs of France. He told them: “Well gentlemen, what can I do for you”, and a 
great silence. After that silence someone stood up and with extraordinary courage that has been 
registered for history  said, "Just let us make Mr. Colbert. Do not do anything else, let us do. 
"Colbert has been emulated throughout history and the centuries, and in Latin America in the 90s  
he had rivals  across our continent.  

The Colbert complex or mercantilist complex has to do with the system, with certain groups of 
power, economic groups, business groups, which revolve around the state like flies around honey. 
That's mercantilism, a system of enterprises and entrepreneurs that rotates around the God state,  
a system by which businesses exchange with the political power, with corrupt politicians, all type of 
favors, favors that entrepreneurs make to the  political powers, favors that make the political power 
to the entrepreneurs. And of course these favors consist of many things, they can be  monopolies 
or privileges, e.g. in licenses or tariffs or export subsidies, etc. If one crunches in Latin American 
legislation in recent years and previous years, will find a million instances where legislation reflects 
a mercantilist system where certain business groups, through their ability to influence political 
power, have exchanged favors,  with that power nations must learn to compete.  

4 The fourth quarter or the fourth area of failure or defect in the Latin  American Reform has to do 
with an issue of vital importance which is  education. Many of you have read Dostoyevksi's famous 
novel, The  Karamazov Brothers. The old Karamasavo that is a very cruel character with children, is 
someone who is cruel not only with their own children but with all  children in particular. He has an 
aversion to the kind of children and infants and is perhaps is a cruel thing to say that we also have 
in Latin America  a kind of a  Karamazov complex, by the way it has been treated the subject of 
education, an issue that has virtually monopolized Latin American  throughout not only this decade 
but of course, in many previous decades.  

The issue of education is an extremely serious issue not only because Latin America is falling 
behind in the great battle of technology and training, but while its system is not reformed,  the 
possibility of shortening the distance, in the future it will be very small, and  it does not depend on 
the amount of resources we spend on education. We are already spending proportionately more 
than what the developed countries are spending. Is not the proportion that is going wrong, what is 
going wrong is the ownership. Under this prejudice to allow the market also benefits the education, 
what we're doing is creating zones of privilege and economic apartheid where a small group that 
has the resources to go to private education, is benefiting themselves dramatically, and the others 
are sentenced to an inefficient,  very poor, public school from every point of view.  

5 An the last complex, the last area of Latin American failure has more to do with an issue that 
seems more subtle, but I think it is extremely important the issue of political language. There is a 
huge importance of the political language because language are signs and all signs that send those 
involved in the public debate are few signs that have an impact on economic life, in social life, in 
particular lives. This complex I wanted to call the Cabuqui complex. You know perfectly well that the 
Cabuqui is this dramatic Japanese theatrical expression which is basically a  mask dance where the 
actors and actresses dress up in masks who want to ignore or hide the real background of what 
they are expressing, and the Latin American politics I compare it many times with this expressive 
Cabuqui dance.  



Regarding the issue of political language, I think that any reform that is not accompanied by a great 
battle of ideas can succeed. A reform that is said to herself pragmatic, which has no pretensions to 
be supported by ideas is  very shy, more vulnerable, that does not show in the head of the ordinary 
people the benefits of the policy. There are two ways to illustrate the benefits in the citizen: the first 
is obviously the implementation of these principles and second, accompanied by a great intellectual 
encourage that  political and economic reform because without it obviously will have feet of clay and 
be reversible.  

I wanted to review some of these issues that I consider vital so you can take some ideas and 
perhaps you can discuss them and talk among yourselves. I do not aspire to proclaim myself of 
course bearer of a truth, but just to spread some of my own ideas, ideas that I'm constantly 
undergoing review. 

 

 
 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 
 

 
 



Text from the Pymes magazine - March-April 2000 Edition 

The Economic Forum presents to the country: 

The Decalogue that ensures the success of dollarization 

These are the ten commandments which the government must apply in the implementation process 
of dollarization, to ensure that the new economic model produces the desired result: a sustained 
economic growth.  

1. A comprehensive plan that matches this new monetary system should be developed. The 
dollarization process must be total and fast. Dollarization is the perfect tool to start the country in the 
cross competitiveness.  

2. The dollar should act as a unit of account, medium of exchange and store of value.  

3. The Central Bank of Ecuador should not administer or formulate the monetary policy and much 
less be lender of last resort.  

4. The active and liable interest rates should be adjusted to the new scheme.  

5.  To promote the opening of the financial market is essential.  

6. The growth economy should be based on the promotion and diversification of exports. To attract 
foreign investment in the long term requires an appropriate legal framework and promote the 
modernization of the state through privatization, concessions and caps.  

7. Do not allow that markets are controlled by monopolies or oligopolies.  

8. Establish a tax reform aimed to reducing the number of taxes and expand the tax base of 
contributors. It should eliminate the  0.8% tax and the VAT should be reduced according to a 
dollarized economy.  

9. Do not incur in the  deficit in the General Budget.  

10. Do not default on their payments, after the  negotiation of foreign debt. 

Joyce de Ginatta, Pablo Concha, Carlos Julio Emanuel, Olmedo Farfan, Mauro Toscanini, 
Francisco Zalles, Franklin Lopez, Jaime Morillo, Mauricio Morillo, Bruno Faidutti, Dora de Ampuero, 
Erneesto Arroba, Kleber Chica, Jorge Rodriguez, Nicolas Romero Ordeñana, Alberto Sanchez, 
Francisco Swett and Leonardo Vicuña. 

 
 
 

 

 

 

 

 


