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Abstract 
The present document includes some thoughts in relation to the challenges of international 
financial architecture and financial regulation, with particular reference to the sovereign 
debt restructuring processes; macroeconomic cooperation; aspects of trade and 
investment –among them, the bilateral investment treaties-; the development for emerging 
economies; and the challenges for developing countries in the current discussion of base 
erosion and profit shifting. 

 

Resumen 
El presente documento incluye algunas reflexiones respecto de los desafíos de la 
arquitectura financiera internacional y la regulación financiera, con particular referencia a 
las reestructuraciones de deuda soberana; la cooperación macroeconómica; las 
cuestiones del comercio y la inversión –entre ellas, los tratados bilaterales de inversión-; 
el desarrollo para las economías emergentes; y los desafíos para los países en desarrollo 
de la actual discusión sobre la erosión de la base imponible y el desvío de ganancias. 
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1. Introduction 
In the T20 sessions, parallel to G20, carried out in Moscow, in December 2012, an 
“alternative vision” of the global crisis was presented [Gaggero, Amico y Kupelian; 2012]. 
Many of the observations made at that moment are applicable to date. 

A central question in today’s presentation, which was not developed at that time, is that of 
the sovereign debt restructurings. This topic requires to be addressed from the perspective 
of the need to construct a regulatory framework which provides stability to the sovereign 
debt restructurings. The uncertainty towards the current absence of regulation makes it 
virtually impossible for governments that are confronting a payments crisis, to face 
successful debt restructurings due to the future risk that the attacks of the Vulture Funds 
imply in the current international context. 

On the other hand, the dysfunctional austerity policies of a big part of the central countries’ 
governments continue to be a problem, constituting themselves in a threat for the 
necessary economic growth. The G20 authorities have made a common characterization 
of the current situation, observing that in spite of the measures adopted, the economic 
recovery is weak and fragile, the levels of unemployment continue to be high and the 
inequality is high and growing.  

It has been argued that the main instruments to reverse this disappointing situation would 
be boosting investments (especially in infrastructure), increased employment and trade 
promotion, along with appropriate macroeconomic policies. A key point in this argument is 
the following: what are the appropriate macroeconomic policies? What does "appropriate" 
mean in this context? 

The obsession with fiscal targets or balanced budgets was temporarily forgotten at the 
heat of the crisis. However, as soon as economic growth started to pick up, governments 
and multilateral institutions focused their criticism on rising fiscal deficits and public debt. 
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Moreover, in just over two years, the financial markets began to consider the governments’ 
fiscal policy more as part of the problem rather than part of the solution, denying the 
evidence that deficits and debt accumulation of the last lustrum were the direct result of 
the inadequate regulation of the financial institutions, which has resulted in a global 
recession.  

In addition, the persistency of deficits in productive investments and a tendency to channel 
an important part of the available funds in speculative investments operates against the 
reactivation of the global economy. 

In this respect, the question of tax havens and/ or secrecy jurisdictions was critical in 2012 
and is still today, given that illicit financial flows and capital flows from emerging (and 
developed) countries towards them erodes fiscal capacity, but also, because said 
jurisdictions provide financial and fiscal secrecy to entities that articulate themselves in 
several layers hiding financial flows and beneficial ownership.1 This contributes to the 
growing concentration and inequality of income and on wealth distribution.  

The year 2015 must be seen as the year of development. The Development Agenda post 
2015, to be extended until 2013, is being discussed at the General Assembly of the United 
Nations. The question of the Development Agenda’s “Means of Implementation”, i.e. the 
direct and indirect sources of funding for the accomplishment of the Agenda, is critical. 
And as such are the problems of tax evasion and tax avoidance, as well as the role the of 
secrecy jurisdictions2 in relation to illicit financial flows and capital flight. 

Therefore, we take note of the work performed in the context of the G20’s Development 
Working Group in relation to the question of base erosion and profit shifting (“BEPS”), and 
the Automatic information Exchange for Tax Purposes (“AEOI”) coordinated by the 
Organization for Economic Co-operation and Development (“OECD”); although we will 
also present the objections that we consider should be made from the perspective of 
developing countries.  

In addition, we think it’s convenient to remember what we said at the moment of the 
parallel T20 meetings in Russia, in the year 2012, were we questioned the promotion of 
Foreign Direct Investment (“FDI”) as a central axis of development and convergence 
among countries [Gaggero, Amico y Kupelian; 2012]; on this opportunity, we also question 
the role of the Bilateral Investment Treaties (“BITs”), given the absence of conclusive 
evidence about the positive impact of these treaties on foreign investment flows; which, on 
the contrary, result in asymmetries when subscribed between a central and a peripheral 
country, since the protected investors are fundamentally from the first, given that the 
investors from emerging countries do not normally perform significant investments in 
developed countries. 

Following the above arguments, in these notes we would like to make some critical 
considerations for debate on the direction in which financial regulation should be improved 
and how financial international architecture should be structured; as well as in which way 
and with which instruments a vigorous growth could be achieved that would reduce 

                                                             
1 For an analysis of such mechanisms see Rua [2014] 
2 For a list of secrecy jurisdictions, see Tax Justice Network Financial Secrecy Index 
(http://www.financialsecrecyindex.com/) 
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unemployment and help to reduce inequalities; and achieve a development that 
contemplates emerging countries in an inclusive manner.  

2. International Financial Architecture and Financial Regulation 
A. Vulture Funds 

Vulture funds are presented as high risk capital funds that buy default priced titles of 
companies and, particularly –since the 90s-, from governments with agonizing economies 
with the purpose of obtaining through litigation, considerably bigger amounts than what 
they had paid for. As a matter of fact, their dynamic is contrary to that of risk-taking agents. 
Their activity is focused in lobby building, pressing for the passing of laws at the Congress 
and operating to construct a partial justice that protects them as creditors and always rules 
in their favour with extravagant rulings. Thus, buying debt at default prices they do not 
participate in debt restructurings, but remain at the margin of such processes, and with 
institutional degradation methodologies of the financial markets that have constituted 
themselves in “international litigation” domains for sovereign debt, they obtain rulings that 
allow them to collect the total debt including even the interests for the nominal value of the 
principal. This constitutes a very serious issue in the current international financial 
architecture and it is necessary for the G20 to cooperate with the United Nations (“UN”) 
proposal for the generation of a multilateral sphere focused on understanding on sovereign 
debt restructuring. 

Clarifying their modus operandi, regarding sovereign debt, such is based in acquiring 
government titles in secondary markets once an indebted country is in default or close to 
it, a moment in which the market price for the bonds descends to its minimum levels –
underneath the 30% of their value-. Later, they wait until the country rebuilds its payment 
capacity and restructure their debt. The strategy consists in rejecting the restructuring and 
demanding the indebted State claiming for the total value of their holdings plus the 
accrued interests. In this way, they do not bind to the market rules in which you either win 
or lose depending on growing or falling market quotes. On the contrary, they buy bonds 
with high interest rates even knowing the high bad debt risk that such interest rates 
indicate, since they do not bet on that game, but instead assure themselves the court 
rulings, which end up turning in highly profitable instruments for them. 

Such business carried out by the so called “Vulture Funds” in reference to the fact that, as 
defined by the Spanish Royal Academy, “vulture” is “that who feeds himself from the 
disgrace of the other”, does not generate wealth, or employment, or any value to the real 
economy. It is funded on an extreme speculation around economic and financial crisis 
suffered by indebted countries, obstructing and preventing the recovery of such 
economies, the development and wellbeing of their populations, pushing, through those 
means, millions of people to live in poverty. 

The proprietors of such funds, in general, are constituted in tax havens and adopt the 
nationality and legal form which is more convenient for them. Although a long list of these 
types of companies can be enumerated, they usually belong to the same stockholders and 
only their composition varies slightly. The most known ones are Kenneth Dart and Paul 
Singer. Among the countries sued by them are: Argentina, Brazil, Cameroon, Côte 
d’Ivoire, Ecuador, Ethiopia, Nicaragua, Panama, Peru, Poland, Democratic Republic of 
Congo, Turkey, Vietnam and Zambia. 
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Previous to the changes that have taken place during the last decades in the international 
financial system, their practices were confined to the private domain. Until then, the 
sovereign debts were taken with banks through syndicated loans. This scenario was 
maintained until the Latin American debt crisis took place –which broke out in 1982 with 
Mexico’s default- provoked by the excessive indebtedness that began in the 70’s. As a 
response to the crisis, the peripheral countries adopted “rescue” and “stabilization” plans 
designed by the International Monetary Fund (“IMF”), the World Bank and the central 
countries, which, far from restraining the situation, ended up worsening it. 

Particularly, the implementation of the Brady Plan, designed in 1989 by the, at that 
moment, Secretary of Treasury of the United States (“US”), and aim at creditor banks 
collecting the debt of the States that had entered into crisis, yield to the incursion of the 
vulture funds in the domain of the sovereign debts. The Plan basically consisted of the 
exchange of bank loans for public titles that could be freely traded in the stock exchange, 
which resulted in the atomization of the lenders and the proliferation of the speculation of 
public debt which became one additional asset at the reach of everyone. This complicated 
the renegotiations, since they were no longer done vis a vis with one identifiable creditor, 
but with bond holders submerged in the anonymity [Kupelian and Rivas, 2014]. 

In addition, this process, was in turn accompanied in legal matters with a strong financial 
deregulation, the abandonment of the legal doctrine that provided States of complete 
immunity and the installation of a restrictive doctrine which distinguishes state activity 
between iure imperii –or public- acts considered as sovereign and subject to an immunity 
right, and iure gestionis –or mercantile- acts that are understood as of private nature and 
are deprived of such right. Under this doctrine, the central countries ended up adopting 
increasingly restrictive regulations, among them, the European Convention on State 
Immunity (1972), the Foreign Sovereign Immunities Act (FSIA) of the United States (1976) 
and the State Immunity Act of Great Britain (1978). These texts, contemplated deliberately 
vague definitions that gave way to the judicial criteria, judicially and insidiously incorrect 
that have been established from then on with the intention of benefiting private creditors. 

At the same time, legal reforms have been made in peripheral countries (many of them in 
the context of military dictatorships) that admitted the cession of judicial sovereignty to 
foreign courts. Moreover, under the excuse of providing more judicial security to creditors 
and making more attractive the credit for the investors, it was incited to include in the debt 
issuing agreements a clause resigning to the sovereign immunity right and stablishing 
foreign jurisdictions. This requirement, rather than providing judicial security ended up 
constituting in a powerful instrument for the subordination of the indebted countries to the 
central countries and was turned into almost mandatory, and difficult to elude by the 
periphery since it conditions the access to credit. The jurisdictions adopted where, mainly, 
the city of New York and London, the two most relevant financial centres in the world. It is 
worth mentioning that even when such dispositions violate the Legal principle establishing 
that a part cannot relinquish a right if public or moral considerations are affected, no court 
has declared them null. 

Such legal dispositions that have been adopted and the modifications that occurred in the 
global logics of economy and finance, conditions that constituted the basis of a weak and 
wrong financial architecture, are the ones giving space to the proliferation of the vulture 
funds business, a fact that has been legitimized by illegal speculative practices and whose 
most visible result is the prevalence of extraordinary financial benefits damaging the public 
good and the objectives of economic and social development of the nations. 
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It is currently Argentina the one suffering the speculative attack of Vulture Funds which, 
after the Argentine State entered into a cessation of payments in 2001, had bought 1% of 
the defaulted debt at a defaulted price, and endorsed today by the United States Justice 
that ruled in their favour, pretend to collect 1608% more than what they paid for their 
assets. 

The ruling of the New York South District Federal Judge, against Argentina, endorsed by 
the Supreme Court of the United States of America (“US”), is based on an arbitrary 
interpretation of the “pari passu” clause which contravenes the equality principle by 
ordering a privileged treatment to a reduced group of bond holders faced with the 92.4% of 
the creditors that had accepted the restructuring. And, involves a systemic danger for the 
global architecture of debt restructurings due to the risk which would imply the possibility 
that, through a judicial ruling of a minor court, years of negotiations oriented towards 
attempting a restructuration of the sovereign debt by countries that are faced with the 
impossibility of complying with their sovereign payments, among which the one 
accomplished by Argentina has been a paradigmatic case, are lost; affecting the economic 
recovery of the indebted countries as well as the global financial stability. 

In addition, it represents an attack to sovereignty in a clear attempt of obstructing the 
restructuring process of the Argentine debt, in pursuit of favouring private interests; and a 
subjugation over the rights of third parties, whom through an extravagant judicial blocking 
are prevented from collecting the sovereign funds that Argentina destined to the 
cancelation of its debt obligations, since June last year. 

For such reasons, it is necessary that the international community decides to prevent such 
criminal conducts with regulations condemning them, designed to avoid courts from 
pronouncing erroneous, arbitrary and biased interpretations that would allow the 
undermining of the wellbeing of the people, as well as regional and global stability, 
favouring the enrichment of a few unscrupulous speculators. For that purpose, it is 
necessary to count with the political will necessary for neutralising the great resistance 
evidenced by many actors of a financial system which responds to a mistaken paradigm of 
financiarization and auto regulation. If this does not happen, it is unlikely that such 
changes can be generated. 

In this sense, high relevance should be given to the resolution adopted in the framework of 
the UN, on September 9, 2014, entitled “Towards the establishment of a multilateral 
judicial framework for the sovereign debt restructuring processes” which was propelled by 
the G77+China, where it was decided to elaborate and approve a multilateral sphere 
focused on understanding on sovereign debt restructuring processes with a view on, 
among other things, increasing the efficiency, stability and the foreseeable nature of the 
international financial system, and accomplishing a sustained, inclusive and equitable 
economic growth, and sustainable development, in accordance with the national 
circumstances and priorities. The G20 cooperation and full support to this course of action 
which counts with the majoritarian approval among countries, is needed. In consequence, 
it is our understanding that it is essential that the proceedings of the meeting include the 
recommendation of such cooperation and support. 

In the same way, the G20 should support Resolution A/HRC/RES/27/30 approved in that 
same setting by the Human Rights Counsel on October 3, 2014, which “Condemns the 
activities of vulture funds for the direct negative effect that the debt repayment to those 
funds, under predatory conditions, has on the capacity of Governments to fulfil their human 
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rights obligations, particularly economic, social and cultural rights and the right to 
development”. 

B. An Approach to Financial Regulation and International Financial Architecture 
The nature of the system devised by the Basel Committee from its creation had mainly a 
microeconomic approach. A system of this kind, evaluated from a heterodox perspective 
which is our perspective, is not suitable or sufficient to address problems of systemic 
fragility and instability, even in the unlikely event that it managed to produce an 
improvement in the solvency of banks individually considered, with some beneficial impact 
for the overall system. The causes of instability of the financial system are seen by 
heterodox economics as derived from a fragility that is inherent to it regardless of its 
morphology. To some economists of this tradition, the problem is that the financial system 
is a substitute for a perfect and complete set of spot markets whose existence is 
impossible because of the uncertainty and the dynamic nature of capitalism. [Wierzba, et 
al, 2008] 

For other heterodox, such as Kregel, in the event of financial fragility in respect of periods 
where the success of fulfilling financial commitments leads to increased uncertainty; 
neither regulation nor complete and perfect markets can assure the inherent financial 
stability, in fact they could be a cause of instability. Basel’s spirit, radicalized in its second 
version and tempered by its previous failure in its third version, is not exhaustive and does 
not centrally address a set of policies to contain or mitigate financial fragility, especially for 
countries with more vulnerable economic and financial structures. In essence, Basel III has 
as an objective to reduce the likelihood that government intervention is required in the 
event of a future financial crisis. It is inspired by a paradigm of deregulated financial 
markets and is openly presented as of minimal regulation -though today’s experience 
advises a more prudent language- because in its conceptual substance aspires to have 
the least possible regulation. 

During the crisis, the predominance of the belief in the logic of self-regulation has also led 
to an inadequate implementation of existing regulations, due to deficiencies in prudential 
supervision systems, but also due to the belief that financial institutions were much more 
able to assess their own risks than their supervisors. Typical problems of banking agents 
were added to the fact that major financial activities, particularly derivative operations, 
completely or almost completely lacked regulation, the same as the activities of some 
financial agents, especially alternative investment funds, which constitute what is referred 
to by many as the "shadow banking system". It is highly disturbing that after the acute 
phase of the crisis has passed away this system has not diminished its volume, rather the 
opposite. The introduction of a new capital requirement of 3% of the total non-weighted 
assets, thus determining the maximum level of leverage, is not a significant step towards 
solving the shortcomings of the Basel regime. The introduction of explicit liquidity 
requirements, which were virtually non-existent in Basel II attempts to mitigate the 
erroneous conceptual basis on which such regulatory scheme is constructed. Therefore, 
Basel III constitutes a "progress" in respect to Basel II. However, progressive and slow 
introduction of these changes over a six-year period demonstrates the resistance and 
absence of conviction towards producing drastic modifications.  

One first issue is that the minimum capital requirements are still low according to historical 
standards. Eichengreen [2011] mentions that historical equity to assets ratios were 
approximately 20% in the last 100 years, much more than what is required by Basel. 
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On the other hand, Basel III does not offer many alternatives to the use of credit ratings for 
analysing risk assets. Even when countries compromised to not rely systematically on 
agencies’ ratings, which is another step forward, truly convincing alternative to evaluate 
the risks with another instrument have not been developed. In this sense, it could perhaps 
be convenient to move forward in the development of spheres of regional grading, which 
would allow to modify today’s oligopoly structure of the market of rating agencies. In 
addition, it becomes necessary to abandon the self-regulating spirit led at Basel and adopt 
another in which regulations are defined to increase the weight of macroeconomic 
regulations, and at the same time clearly stipulate the admitted and prohibited operations 
for international banking. 

It is the actual direction of the regulatory regime currently in place what has to be opened 
for debate for its substitution by another one which abandons from the basis, the idea of 
self-regulation and advances in an effective disciplination of the financial activity. 

The crisis experienced reinstalled at international level, discussions regarding structural 
issues present in the paradigm of financialization. They are recurring questions, such as, is 
it necessary to put barriers and controls on international capital flows, and more 
specifically on speculative capital?, is a "Tobin tax", internationalized and generalized as a 
tax on cross-border financial transactions, allocated to resources for the development of 
the periphery, a valuable and effective tool? What steps should be taken to prohibit 
financial institution’s off-balance operations and shadow banking? How to neutralize 
deregulated areas (offshore)? These are questions and issues that heterodox thinking has 
put on the agenda, after the devastating effects of financial deregulation. 

The minimum liquidity requirements are calculated based on a single currency, regardless 
of the fact that banks have assets and liabilities in different denominations. Despite this, 
the Basel committee suggests the authorities in each jurisdiction to supervise any 
"mismatch" of currencies. 

Moreover, Basel says nothing on capital flows regulation despite the fact that crisis may 
come from contagion episodes at the international level. 

Some academics discuss the creation of a World Financial Authority, including supervision 
on the whole banking and non-banking system, and / or on a World Central Bank. Topics 
include the discussion of reforms of the IMF and the World Bank or even their replacement 
by other reforms designed for a new era. The discussion relates to broader issues such as 
their governance, the distribution of quotas between countries, their role, the need for civil 
servants with more pluralistic theoretical points of view, the rejection to the established 
logic of conditionalities that limitate the degrees of freedom of the partner countries 
requiring assistance. 

The precautions regarding the nature of the actions of multilateral agencies became 
explicit in recent decades and especially since the crisis of emerging markets in the late 
twentieth century. Time in which the frequency of disturbances from pro-cyclical 
perturbations from the capital account and the architecture’s deficit to manage the 
developing countries’ balance of payments crisis forced them to construct an emergency 
alternative: a massive "self-assurance" in the form of an accumulation of international 
reserves on a large scale. This accumulation functioned as an effective protection 
mechanism during the recent crisis. As observed by Ocampo [2014]: "Indeed, reserves 
were used in part to solve the crisis that was triggered with the bankruptcy of the Lehman 
Brothers investment bank in September 2008; and in a broader way, allowed for a 
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considerable autonomy of many emerging and developing countries to adopt expansive 
monetary measures, in open contrast with the previous crisis. Due to the return of capital 
flows to emerging economies, reserve accumulation was also promptly initiated, since mid-
2009". 

In fact the birth of the BRICS Bank and the initiative of its members to create a monetary 
stabilization fund and conduct trade with direct exchange rates reveals a critical situation, 
or at least the obsolescence of traditional multilateral organizations. It is also a step 
towards the determination of new reserve currencies and the active dynamics of countries 
that have become key future players for any reform of the international financial 
architecture. 

Nowadays, the discussion revolves around two possible fundamental definitions to be 
made in order to conceive a new design of financial systems pertaining also to the 
restructuring of regional and global financial architectures. These two debates are: 1) Is 
the financial system a public, strategic and indispensable service for the mobilization of 
growth and development, or just a private lucrative activity like any other, and therefore, 
based on what parameters should the regulations be built on? 2) Should the choice be 
made for a system sustained in the regulation of agents with markets operating within the 
paradigm of deregulation, or within another organized on the basis of market regulation 
with selective criteria in relation to financial innovation and the design of controls that are 
complemented with the supervision of agents? These are nodal choices on which it should 
be indispensable to incursion, in order to go in depth into the research concerning the 
financial sector’s legal regimes and cross-border regulations, a debate which should be 
assumed as key to its new agenda by the world of economics and finance. 

Maybe another problem lies on the fact that financialization was accompanied by a strong 
concentration of the banking sector. While more capital is required from institutions of 
significant size ("too big to fail"), the degree of concentration is not fundamentally 
questioned. 

It is also suitable to consider the issue of the separation of activities. An international 
"Glass-Steagal Act" could be thought in order to separate the activities of commercial 
banks from those of investment banks. [Eichengreen, 2009] 

However, although multilateral initiatives have been different, and it was inevitable that 
they were more powerful than in local crises of the late twentieth century, critical issues 
have been excluded from the review, such as the need to have a multilateral mechanism 
for handling countries’ over-indebtedness problems (in this field and at that time the only 
action taken was to broaden the scope of market solutions by generalizing the so-called 
Collective Action Clause –CACs-), nor were effective initiatives on international monetary 
reforms and of the regulating of cross-border capital flows discussed, being the largest 
absence, represented by the total lack of debates in relation to the creation of mechanisms 
to address sovereign debt problems [Ocampo, 2014]. In this regard, we insist on the 
recommendation of the previous section in which we sustained that there is a need for an 
international sphere that understands on the litigation of sovereign debt restructurings. 

It should be emphasized the need to reach a global financial architecture based on a 
network of global, regional and sub-regional institutions, which results more balanced from 
the point of view of power relations than one sustained on some few institutions of global 
reach.  And which would contribute to improve both the global economic structure and the 
political equilibriums in the international sphere. [Ocampo, 2014] 
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The BRICS development and the initiatives for the creation of regional development 
agencies do not only obey a desire for autonomy. They are imbricated in a crisis situation 
of the international financial architecture that does not lie only in the conflicting interests 
between the hegemonic centre and the underdeveloped periphery. There is also a 
widespread dissatisfaction due to the failure of multilateral agencies to comply with their 
mission of origin. In the concrete case of the World Bank, and of multilateral credit in 
general, the financial effort in credits for structural reforms has not resulted in development 
promotion. The approach, in that sense, disillusioned societies suffering from 
underdevelopment and encouraged them to seek a different economic paradigm. 
Consequently, a wave of institutional changes in the South countries attending the need to 
undertake profound transformations programs was unfolded. [Wierzba, 2007] 

In this sense, the idea of institutions governed by a cooperative criteria, without the 
presence of a division of roles between lender and borrower countries –as had been 
proposed by J.M. Keynes in Bretton Woods- should also be a criteria to be driven by the 
G20. 

The recent creation of regional development and fomenting Banks (such as the Bank of 
the South) should be positively valued and supported, for they indicate a new era in which 
the national autonomies, the deployment of regionalism, and the generation of government 
funding and initiatives for development occupy a key place in the agendas of the South 
countries.  

3. Bilateral Investment Treaties 
In the late 50s, the Federal Republic of Germany and the Islamic Republic of Pakistan 
signed the first BIT. Germany was gradually followed by other European countries and in 
the 1970s the signing of these agreements became a deliberate policy of capital exporting 
countries, subscribing dozen of them mainly with African and Asian countries. 

During the 60's and 70's, a struggle for full sovereignty and jurisdiction over natural 
resources originated within the United Nations, in which developing countries defended the 
"public interest" as a justification to expropriations. The result was the signing of several 
multilateral instruments, some of which should be highlighted, such as Resolution 1803 
(XVII) GA by which the permanent sovereignty of States over their natural resources and 
their economic independence is recognized; Resolution 3201 (S-VI) GA, also known as 
the "Declaration of a New International Economic Order" (right to nationalization and 
transfer of ownership to its nationals) and Resolution 3281 (XXIX) AG "Charter of 
Economic Rights and Duties of States". However, despite the common position held in the 
discussions at the United Nations General Assembly, developing countries adopted 
divergent positions when they acted individually, by accepting the conclusion of bilateral 
investment protection treaties which included precisely those contents that they had 
fiercely rejected. In this way, in the 80's, with the rise of political and economic liberalism, 
and confronted with the need to strengthen their economies and the lack of economic 
resources, developing countries began a unique cession of part of the conquered rights, 
with the aim of attracting capitals. 

Initially, the signing of the BITs was expanded to countries of Central and Eastern Europe 
and to those of Southeast Asia, and in the 90s, under the pretext of the search of an 
"investment climate", with the aim of ensuring a "legal certainty" for foreign investors, Latin 
American countries, which historically had refused to sign them in virtue of the Calvo 
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Doctrine3 and the repeated abuses of capital exporting countries in their international 
economic relations, joined the long list of signatories of Investment Treaties. 

An unprecedented growth of FDI flows was verified in the 1990’s, surpassing even the 
amounts associated to trade. This behaviour was a response to capital’s new logic of 
production: a part of the production process is carried out by subsidiaries, integrated into a 
centralized strategy in which the different stages of this process result in the assembly of a 
final product, elaborated on a global scale. This new production logic required a 
substantial decrease in worldwide national regulations on trade and capital flows, and also 
sought to ensure a new legal structure in the relationship between states and multinational 
companies. 

In this context, the rapid proliferation of BITs is attributable in part to the pressure 
emanated from international financial organizations and central countries4, but also to the 
ideological dominance of neoliberalism, for which foreign investment is the decisive factor 
for growth, and to the belief that such treaties are essential for the increase of such 
investment. 

Since the signing of the first BIT in 1959, the number of such treaties grew steadily, closing 
the twentieth century with a total of 1,857 signed agreements (now the number of BITs 
signed exceeds 2,800). A dramatic growth was observed during the 1990s, quintupling the 
amount of agreements signed. 

 
Source: UNCTAD 

 
                                                             
3 For an analysis of the Calvo Doctrine see Crivelli [2014]. 
4Sornorajah points out that the official agencies of developed countries do not guarantee an investment if there 
is no BIT with the host country and the IMF conditions the granting of certain kinds of loans to the existence of 
an investment treaty.  
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Even though these treaties are applicable exclusively to the signatory countries, they are 
of particular importance due to the relevance implied in the recognition of foreign private 
investors’ rights that conditions National State’s capacity to define its economic policy. 

BITs are clearly asymmetric when they are subscribed between a central country and a 
peripheral country, since the protected investors are primarily from the former, due to the 
fact that investors from peripheral countries do not normally perform significant 
investments in central countries. In addition, they constitute, as Gus Van Harten points out, 
one of the most powerful international systems of redistribution of power in modern history; 
that which displaces it from the States to the multinational corporations and from the local 
justice to a private arbitration industry based in Washington, New York, London, Paris, The 
Hague and Stockholm [Van Harten, 2010]. 

The obligation of a fair and equitable treatment has been assimilated to the obligation of 
not affecting the investor in any way. The validity of the measures adopted by a State are 
thus exclusively judged based on their effects on the investors, even when dictated in a 
non-discriminatory way and exercising the State’s regulating power. Moreover, as has 
been sustained by a court, even when the measures taken are beneficial for the society as 
a whole, as in the case of environmental protection, the obligation to pay compensation 
remains5. 

The clause that establishes the prohibition to demand performance requirements contrasts 
with the policies used in some countries that have experienced rapid growth in Southeast 
Asia. The performance requirements have been fundamental in the industrialization 
processes of, for example, Korea or Taiwan and constitute a powerful instrument for 
subordinating the conduct of the transnational company to the development strategy of the 
host country. An important objective of the United States of America (“US”) in relation to 
peripheral countries has been the inclusion of this prohibition as well as the right for 
companies to appeal to arbitration in the case of non-compliance, in their Free Trading 
Agreements (“FTA”) or agreements related to the promotion of investments. 

Despite its negative implications in relation to sovereignty and room for policy, there is no 
conclusive evidence about the positive impact of these treaties on foreign investment 
flows.6 The numerous econometric studies performed arrive to contradicting results and 
the hypothesis of the little relevance of BITs in terms of attracting investment is 
strengthened by the cases of Southeast Asia, which received a significant flow of US 
investment despite the lack of investment treaties with the US; or Brazil, a major recipient 
of international capital flows, that has solely ratified one treaty (with Paraguay, signed in 
1956) of the thirteen treaties it subscribed between 1956 and 1998 (most, between 1994 
and 1995), even with major investors such as the United Kingdom, Netherlands, Germany, 
France and Italy.  

It is unlikely that a means of accumulation which reverts the persistent trend towards the 
transnacionalization of the economy, is consolidated in the medium term, with the 
consequential increase of foreign capital’s veto power over national decisions by virtue of 
their control of a good share of the economic surplus, if the State lacks the faculty to define 
                                                             
5Metalclad against the Mexican State. 
6  Among others: UNCTAD [1998] arrives to the conclusion that BITs play a minor role. Gallanger and Birch 
[2006] do not find any impact of BITs on investment flows. The conclusion is similar in Hallward-Dreimeier 
[2003]. Neumayer and Spess [2005] find, on the contrary, an important positive effect on investment. But, 
Yackee [2006], applying the model of the former authors, does not find any statistically significant effect.  
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the appropriateness, in each case, of investments which involve deepening, through the 
acquisition of local companies, the de-nationalization of the productive structure. It is also 
impossible to instrument a strategy of re-industrialization –which assumes, necessarily, the 
incorporation of new activities with a high economic impact in virtue of their scale and 
technical complexity-, if the State cannot define the role to be assigned in such strategies 
to the transnational capital and the forms that its incorporation into the local productive 
framework should have.  

The discussion about the impact of BITs is currently valid, given the existence of 
proposals, which have already been presented at the G20 meeting in Russia in 20127, to 
deepen these investment agreements at a multilateral level. The scarce academic 
precision that often supports the enunciation of the alleged benefits for developing 
countries should be, first, a warning and secondly, a motivation to encourage a reform that 
implies reverting the logic of the BITs currently in place. 

Such reform implies the adoption of paradigmatic changes which allow the performance of 
foreign investment in those sectors in which they can play a relevant role in terms of 
development. However, in addition, such changes should be compatible with a full 
utilization, by the national governments, of the instruments of economic policy to design 
the framework of incentives and regulations considered convenient in order to reach their 
objectives. 

4. Action Plan on Base Erosion and Profit Shifting and Developing Countries 
The G20 leaders in the Mexico meetings of the 18 and 19th of June, 2012, declared “the 
need to prevent the base erosion and profit shifting” (“BEPS”); and on July 2013, the 
OECD launched the BEPS Action Plan answering the request made by the G20 Finance 
Ministers.  

The G20’s leadership in pressing for a discussed solution for BEPS has definitely created 
an opportunity for a new path for sustainable growth to be followed. This is particularly 
relevant when considering the fact that BEPS has been a problem for a long time already, 
and its consequences not only affect the taxable base, but also the distribution of income 
within and among countries, the possibility of local private investment, the restrains for 
implementing fiscal policies encountered mainly by developing countries –but also by 
developed ones-; the competitiveness of local companies in respect of Multinational 
Entities (“MNEs”) that can shift their profits across borders to avoid or reduce their taxable 
base; and the credibility of the tax system in the eyes of all taxpayers “…if the largest and 
most high-profile taxpayers are seen to be avoiding their tax liabilities, confidence and 
effectiveness of the tax system is undermined…” [OECD, 2014] 

Indeed BEPS can affect the whole value chain if, in practice, MNEs produce locally due to 
country-specific incentives such as lower costs, subsidies for production or consumption, 
educational or infrastructure levels; but use BEPS mechanisms to shift capital abroad and 
pay taxes that are not commensurate with the size of the economic activity developed in 
each country. [Grondona, 2014] 

The harmonization of the income tax would contribute to facilitate international activity; the 
essential question would be to agree the way in which benefits would be allocated. 
However, experience indicates that developed countries will try to preserve and even 

                                                             
7 Such as that of Åslund [2012] 
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increase their tax collection and; the increase in the collection of some countries, when 
confronted with a given amount of global income, would imply the reduction in the tax 
collection of others [Figueroa, 2014]; unless the issue of the tax havens, secrecy 
jurisdictions and tax shelters8 is addressed, something which is not evident in BEPS Action 
Plan. 

In this sense, the fact that the G20 has instructed the OECD to take action in relation to 
BEPS, is a way of allowing for the richest part of its own being to come up with solutions 
that will indeed affect a globe composed mainly of low-income and developing countries; 
when it should perhaps be recalled that the fiscal parameters created and promoted by the 
OECD are the ones that have allowed for BEPS to take place in the first place. [Figueroa, 
2014] 

Therefore, there is a need to re-create a space where the low income and developing 
countries can discuss and confront the developed countries and propose their own 
solutions for a global discussion, with equal power and voting rights. 

It is worth noticing what was commented by UNCTAD [2014] on this respect: 

“Because these initiatives are mostly led by the developed economies – the main 
homes to TNCs and to some secrecy jurisdictions – there are risks that the debate 
will not fully take into account the needs and views of developing and transition 
economies. It will therefore be important to give a more prominent role to 
institutions like the United Nations Committee of Experts on International 
Cooperation in Tax Matters, and to consider the adoption of an international 
convention against tax avoidance and evasion.” 

Therefore, the G20 should firmly support the empowerment (and adequate funding) of the 
United Nations’ Tax Committee. Otherwise, underlying issues to the BEPS problem 
affecting developing countries in particular, as well as global wealth distribution, such as 
the residence over source criteria present in all model tax conventions, will not be 
addressed in the most proper conditions (or will not be addressed at all). 

As a matter of fact, BEPS Action Plan emphatically declares that the restauration of the 
imposition does not imply in any way changing the current international standard. This is, 
they pretend to capture those resources that through different artificial mechanisms are not 
taxable or are very low taxed, without changing the essence of the distribution of power 
imposed by the same few [Figueroa, 2014]. 

In this respect, it should not be necessary to remind the G20 that it has been the tax 
treaties based on OECD -and UN- model tax conventions, – in which residence over 
source criteria prevails- that have allowed for MNE’s to use “treaty shopping” (fiscal 
planning based on the treaty networks among countries) strategies in order to benefit from 
double tax avoidance.  

Moreover, the weight given to the intellectual property rights in global value chains 
(“GVC”), the possibility of registering such property rights in sole proprietors, along with the 
system of tax treaties available and the facilities given for hiding beneficial ownership in 

                                                             
8 Rosembuj [2009:71 to 77] offers a detailed explanation of the use of tax shelters in fiscal planning and the 
way in which these result in an abuse of the law, infringing the intention of the legislators who wrote the laws 
that they seem to be complying with to the letter.  
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specially created entities in financial secrecy jurisdictions have propitiated the structuring 
of multinationals groups with BEPS objectives.  

Such MNE’s structures and restructuring represent a particular problem for developing 
countries; particularly when linked to privatized strategic sectors; in which cases, the sale 
of affiliated companies among group members has several effects, not only due to the loss 
of value caused by asset valuation or non-valuation driven by BEPS interest; but also due 
to the risk of ownership of such strategic assets being hidden behind different layers of 
entities.  

In this sense, fiscal planning has served as a complement for, in the context of globalized 
value chains, stripping off entities located in low-income and developing countries of all 
relevant functions, risks and assets; turning such countries into devalued links in the global 
chain with rights to increasingly smaller portions of the overall benefits’ cake. This could 
have an effect on the developing countries’ external restriction given the increasing 
difference between the export of undervalued goods and the import of overvalued ones 
(due to the excessive value given to the intangible assets they contain) from affiliates of 
the MNE –usually located in tax havens- that hold the property of the assets, as well as the 
functions and risks of which, the affiliated companies located in developing countries, were 
stripped-off.  

The intensification of the FDI flows is one of the constitutive characteristics of the current 
globalization phase. The headquarters of the multinational enterprises tend to organize 
production and trade at a global scale through operating their network of related entities 
(subsidiaries and companies with which they have strategic or tactical alliances) in the 
most efficient possible way. In this context, it could have been expected for FDI to have 
enabled the widespread of international productive and technological standards, and 
allowed for the expansion of the insertion of exports and further incorporation of the 
affiliates located in the country and their potential local suppliers, to the global productive 
chains. However, there is evidence that the technological spill overs have been weak and 
that, in the framework of the de-nationalization process, engineering related functions and 
other R&D activities that were previously performed by local entities, were transferred 
abroad. [Porta y Fernandez Bugna, 2010] 

For these reasons, Seabrooke and Wigan [2014] point out the relevance of starting to 
evaluate the productive chains as global wealth chains instead of GVC, due to the tax 
evasion, tax avoidance and profit shifting motivations that lead multinational enterprises to 
localize their affiliates and their productive activities in different jurisdictions in order to 
minimize tax and increase their global wealth. 

These matters should be taken into account in the context of the current discussion of the 
Action Plan on BEPS carried out by the OECD; instead of being GVC proposed as a 
solution to the BEPS problem in developing countries [OECD, 2014]. 

For this reason, it is a concern that a marginal attention is given to miss-pricing in 
commodities transactions, when such has been the manner historically used for BEPS 
from developing countries; as well as the fact that such transactions are currently made 
through very complex manners, using several intermediaries with growing artificially 
created "economic substance" justifying the profit left abroad. For developing countries, 
this still means that exports from such countries have a tendency to be undervalued and 
imports to be overvalued.  
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This doesn’t mean that the excessive services, royalties and interest charges are not a 
problem for low-income and developing countries; but instead, that the problem of the 
valuation of tangible goods should not be underestimated.   

In any case, the underlying issue behind services, royalties and interest charges is the use 
of the separate entity criteria, in a context where such transfers should be considered as 
capital transfers (equity contribution or dividends) within a multinational group9, due to the 
fact that they are settled in the context of an intragroup agreement which should not be 
considered as such due to the fact that is has been settled between one entity and another 
subject to it. [Corti, 2012] 

As long as this consideration is not made, developing countries will find it very hard to 
question such charges, unless they employ alternative legal frameworks, as has already 
been the case of some developing countries, members of the G20. This is so; because, 
the application of OECD suggested methodologies provides weak tools for developing 
countries to question MNE’s wealth structures [Grondona, 2014]. And, in some cases, the 
negotiating power and budget of MNEs is several times bigger than that of the developing 
countries’ tax authorities department in charge of tackling BEPS. 

Developing countries do not have the strength or the tools, to attack such base eroding 
structures; and the solution for this problem will not come until the basis of such system, 
i.e. the arm’s length principle, is revised.  

In such context, the solution of international disputes in relation to BEPS should be 
addressed carefully, considering the differential weight of the global actors.  

In addition, in the context of several actions taking place to sort out the alleged problem of 
the “lack of local legislations to effectively tackle BEPS” and for “capacity building in 
international tax and BEPS” in developing countries, it should be assessed that there is a 
significant “grey zone” between “building developing countries’ capacity”, and interfering in 
their economies introducing global solutions created by and for developed countries at 
their own convenience and in relation to their own specific economic contexts. It should be 
propitiated instead, that such capacity building comes from the regional environment to 
which the emerging countries belong, without the interference of the OECD. 

Moreover, the regional meetings on BEPS carried out by the OECD in contexts such as 
Latin America and the Caribbean, imply the broadening of the OECD’s sphere of 
interference and role, and are a direct consequence of the propitiated dismantling of the 
UN Tax Committee. 

A comment should be made in relation to a repeatedly arising question of a possible "race 
to the bottom" by developing countries competing among themselves by offering special 
tax regimes in order to attract foreign investment. Even when it could be agreed that many 
MNEs would invest in developing countries regardless of the tax incentives received, and 
the benefits of FDI are certainly arguable, providing a fiscal incentive is a sovereign right of 
each country; particularly in the context of the harmful tax incentives –and secrecy 
jurisdictions- that are still favoured by developed countries for their own benefit -also with 
arguable results-, causing much bigger damage for global finance and global 
                                                             
9 As has been well observed by Rosembuj [2009: 225], “the exploitation of intellectual capital, knowledge and 
the legal good of information, is the main of the competitive advantages of the transnational organization in the 
global market”. For this reason, the comparison with external market references is useless and completely 
inadequate. 
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development. Given the weight of the tax incentives and secrecy provided by the latter, 
which are some of the main economies of the globe, it’s such economies that should be 
required to revise their harmful tax practices, before moving the attention towards the 
incentives provided by low-income and developing countries that are many times left with 
no other tools for attempting economic growth. 

In addition, Common Reporting Standard for the Automatic Exchange of Tax Information 
(“AEOI”) endorsed by the G20’s Brisbane Communiqué (2014), on a reciprocal basis, in 
order to prevent cross-border tax evasion, have the potential of turning into a powerful tool 
to tackle base erosion and money laundering. However, care should be taken so as not to 
punish low-income and developing countries that cannot comply with such exchange of 
information due to the cost and enforcing power required for it; and instead, focus on 
jurisdictions that have more economic and financial weight, and on which the information 
needs to be more accessible for its commercial partners. Moreover, it is interesting, that as 
they are currently written, such standards still allow for beneficial owners to hide behind 
legal structures such as trusts, holdings, foundations, etc. 

It is also especially relevant for developing countries to analyse the ways in which they will 
be able to receive and use the information from the master file, country-by-country report 
and local files for which a standard has been elaborated in Action 13th of OECD’s BEPS 
Action Plan. Such information should reach developing countries through AEOI; and not 
only be required to be accessible in the country of residence of the MNEs headquarters.  

Having said all this, the problem of the enablers’ industry that markets pre-packed 
solutions for base erosion profit shifting and capital flight should be specifically addressed 
by the G20. 

Such enablers consist of fiscal and legal advisors, led by those generally referred to as 
“The Big Four” who, under the name of fiscal planning with an objective in global tax 
minimization, profit from creating global structures which they manage to fit into legal 
existing frameworks, taking advantage of existing tax treaties. Global legal advisors, in 
their turn, provide the framework for the creation and registration of entities hiding the 
beneficial ownership behind structures such as trusts, holdings, foundations or special 
purpose entities in countries that allow for such secrecy driven entities. While, financial 
entities offer financial solutions and bank accounts to channel the benefits from BEPS and 
capital flight. Such enablers industry, besides having an impressive lobby power and 
influencing decision makers in different creative ways, is also the one defending the base 
eroders and profit shifters in local courts, making it almost impossible for low-income and 
developing countries’ tax authorities to successfully tackle these issues. [Rua, 2014] 

The issue of the tax havens and/ or jurisdictions in which financial, and asset-property 
secrecy prevail, becomes critical and should be re-introduced in the G20 Agenda (to be 
accurate, it was on the “first line” of the Agenda previous to the London meeting in 2009 
and later, this crucial matter was “mysteriously” eliminated from the agenda until today), to 
be able to tackle effectively the illicit financial flows and capital flight from emerging (and 
developed) countries to (and from) them, stemming both from tax evasion and avoidance, 
as well as from money laundry, among other crimes of global reach. 
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It should be pointed out that there is no other reason, but being useful gears to this 
industry, that explains the amount of multinational banks doing business in the main 20 
countries listed by the Financial Secrecy Index (FSI) in 201310: 

Amount of Banks registered in the main 20 countries of the FSI ranking. 
FSI 
Ranking  
(2013) 

Countries 
Amount 
of Banks 
(2012) 

1 Switzerland 312 
2 Luxembourg 147 
3 Hong Kong 194 
4 Cayman Islands 234 
5 Singapore 168 
7 Lebanon 148 
9 Jersey 46 
11 Panama 88 
12 Malaysia (Labuan) 105 
13 Bahrein 189 
14 Bermuda 4 
15 Guernsey 35 
16 United Arabic Emirates (Dubai) 153 
18 Austria 709 
19 Mauricio 28 

20 British Virgin Islands 6 

  Subtotal  2566 

6 United States 7357 
8 Germany 1903 
10 Japan 1820 

17 Canada 74 

  Total top 20 FSI 13720 

Source: Rua (2014) 

 

Such businesses in financial secrecy jurisdictions are fed by the illicit financial flows 
enabled by BEPS and capital flight from the low-income and developing economies –as 
well as from developed ones-, creating the above-mentioned consequences and 
increasing global inequality. 

  

                                                             
10 Financial Secrecy Index, FSI, (2013), is available at http://www.financialsecrecyindex.com/ 
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Ratio of “offshore wealth of residents / GDP in current dollars" and Ratio of 
“offshore wealth of residents / GDP estimated according to Purchasing Power Parity 

(PPP) of the respective currencies" for Latin America and the Caribbean (2010). In 
millions of current dollars 

Countries Offshore 
wealth(1) 

GDP 
measured 
in current 
dollars (2) 

RATIO 
Offshore 
Wealth / 
GDP (3) = 
(1) / (2) 

GDP 
estimated 
based on 

the PPP (4) 

RATIO 
Offshore 
Wealth / 
GDP-PPP 
(5) = (1) / 

(4) 
Argentina 399.1 367.565 109% 638.730 62% 
Venezuela 405.8 393.807 103% 348.539 116% 
Mexico 417.5 1034.150 40% 1608.963 26% 
Brazil 519.5 2142.930 24% 2167.433 24% 
Subtotal First 4 countries 
(*) 1741.9 3938.45 44% 4763.67 37% 
Trinidad and Tobago 53 20.593 257% 26.024 204% 
Panama 37.6 27.053 139% 44.365 85% 
Bolivia 18.4 19.786 93% 47.578 39% 
El Salvador 11.2 21.418 52% 42.640 26% 
Chile 105 217.312 48% 273.450 38% 
Uruguay 13.3 39.412 34% 46.688 28% 
Ecuador (***) 21.6 63.754 34% 127.106 17% 
Colombia 47.9 284.877 17% 432.307 11% 
Dominican Republic 10.2 51.672 20% 86.745 12% 
Peru 8.1 153.884 5% 274.044 3% 
Subtotal Following 10 
countries (*) 326.3 899.761 36% 1400,947 23% 
Remaining (*) (**) -9.96 167.684 -6% 289,583 -3% 
TOTAL LAC 2058.24 5005.89 41% 6454,2 32% 

 
Source: Gaggero, Rua, Gaggero (2013) 

Notes: 

(*) In absolute value of offshore wealth. 

(**) Composed by: Jamaica, Honduras, Guyana, Belize, Barbados, San Cristobal, Paraguay, Antigua and 
Barbuda, Saint Vincent, Dominica, Saint Lucia, Granada, Haiti, Costa Rica, Surinam, Nicaragua, Guatemala 
and Bahamas. 

(***) Ecuador has a dollarized economy. 
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5. The structural failure of austerity policies 
A. Investment 

The conventional approach understands that, a favourable investment atmosphere would 
be given by a very “open” economy, a favourable tax system for corporate income, the 
deregulation of markets (financial, commercial and labour) and the implementation of 
"sound" macroeconomic policies (specifically, policies focused on price stability and fiscal 
balance).11 However, macroeconomic policies based on fiscal balance can discourage 
investment by producing a contraction in aggregate demand, contributing to stagnation, 
despite the allegedly "friendly “to market macroeconomic setting they intend to propitiate. 

On the other hand, it should not be forgotten that the main factors deteriorating income 
distribution are the tendency to stagnation of real wages (in major developed countries 
such as Germany, United States of America, Japan, United Kingdom, France and Italy, 
among others) and the significate worsening of functional income distribution. In several of 
these countries, growth in productivity per worker exceeds the increase in real wages, 
consequently imposing a regressive bias in the distribution of income.12 For this reason, 
global wage growth in recent years has been driven by emerging and developing 
economies, where real wages have been rising – sometimes rapidly – since 2007.13 

It is very interesting and worthwhile to make the investment in infrastructure a main tool to 
overcome economic stagnation. However, in the conventional approach relating to fiscal 
policy, particularly in times of recession or stagnation of economic activity, there is not 
much room to expand this type of investment. 

B. Fiscal targets 
The obsession with fiscal targets or balanced budgets was temporarily forgotten at the 
heat of the crisis. However, as soon as economic growth started to pick up, governments 
and multilateral institutions focused their criticism on rising fiscal deficits and public debt. 
Moreover, in just over two years, the financial markets began to consider the governments’ 
fiscal policy more as part of the problem rather than part of the solution, denying the 
evidence that deficits and debt accumulation of the last lustrum were the direct result of 
the inadequate regulation of the financial institutions, which has resulted in a global 
recession.  

The main argument was that the fiscal space for growth-stimulus policies had been 
exhausted. However, fiscal space is a largely endogenous variable. An active fiscal policy 
will affect the fiscal balance by altering the macroeconomic situation through its impact on 
the income of the private sector and the taxes perceived from such income. 

                                                             
11 All of them, policies that were part of the “Washington Consensus” Decalogue of reforms, and that proved 
their destructive power for the economies after being implemented by developing countries in the last decade 
of the 20th century.  
12See ILO [2015]. 
13 However, there are major regional variations. While real wage growth in 2013 reached 6 per cent in Asia 
and nearly 6 per cent in Eastern Europe and Central Asia, it amounted to less than 1 per cent in Latin America 
and the Caribbean (down from 2.3 per cent in 2012). Tentative estimates also show that real wages grew by 
almost 4 per cent in the Middle East, due to strong reported wage growth in Saudi Arabia, but by less than 1 
per cent in Africa. Real wage growth in emerging G20 economies slowed from 6.7 per cent in 2012 to 5.9 per 
cent in 2013 [see ILO, 2015]. 
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Therefore, due to its negative impact on aggregate demand and the taxable base, fiscal 
retrenchment leads to lower fiscal revenues and hampers fiscal consolidation. Since 
current expenditure can be difficult to adjust (because it is composed mainly of wages and 
social programs and such adjustment would be unfair and violating of economic and social 
rights), fiscal retrenchment entails large cuts in public investment. This reduction in public 
expenditure with the purpose of promoting growth may lead to a fall in the present value of 
future government revenues that is larger than the fiscal savings obtained by the 
retrenchment. The immediate outcome may be an improvement in the cash flow of the 
government, but such would be achieved at the expense of long term fiscal and debt 
sustainability. 

As expected, the failure to consider these dynamic effects led to disappointing results for 
many countries that implemented fiscal adjustment. It was expected that fiscal adjustment 
would reduce the deficit in budget, but the deficit became even greater due to the decline 
in GDP in such countries.14 

From an analytical point of view, public investment has an important role in growth and 
development by inducing greater private investment. This relationship is given by several 
main engines. On the demand side, public investment induces more private investment, 
primarily due to the multiplier effect and, secondly, by the expansion and physical 
integration of the domestic market, mainly through infrastructure. On the other side, public 
investment and procurement policy of state-owned enterprises are a source of 
autonomous demand which encourages the use of unused productive capacity while, at 
the same time, stimulating the expansion of production capacity in sectors that would 
otherwise not have incentives to grow. Thus, although initially spending on public 
investment can produce a higher fiscal deficit, it then has a favourable impact on output 
growth, positively affecting not only the product growth, but also the fiscal balance (e.g., 
increasing tax revenues originated in the growth of economic activity). 

In fact, some renowned economists are proposing this solution to retrieve a path of 
dynamic growth in the US and also for the Euro area. For example, Summers has recently 
argued in a provocative style that public investment is actually a “free lunch”. This implies 
that prescriptions for fiscal austerity as a way out of the financial crisis, and fiscal 
consolidation (euphemism for cutting government spending) are going in the wrong 
direction. 

These proposals are based on a significant change in the diagnosis of the current 
situation. The argument is as follows: now, instead of being concerned with minor 
adjustments to stabilize about a given trend, concern is focused on avoiding secular 
stagnation. Much of this concern arises from the long run effects of short-run 
developments and the inability of monetary policy to accomplish much more when interest 
rates have already reached their lower bound. [Summers, 2014] 

C. Change in macroeconomic policies 
It is therefore evident that fiscal policy would no longer be merely a tool to stabilize short-
term fluctuations, and could become a tool to promote long-term growth. And more 
importantly, instead of stabilizing the economy around an exogenous growth trend (given 
by the supply side), it could positively influence the long-term potential product. 

                                                             
14 As shown in Trade and Development Report, UNCTAD, 2011. 
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As Arthur Okun [1962] noted several decades ago, the failure to use one year´s potential 
fully can influence future potential GNP: “to the extent that low utilization rates and 
accompanying low profits and personal incomes hold down investment in plant, 
equipment, research, housing, and education, the growth of potential GNP will be 
retarded”. 

Thus, the main bottleneck that hinders global growth (and particularly in the developed 
world) is the regressive income distribution and the lack of effective demand. The 
Eurozone emerged from recession in the second quarter of 2013, after 18 months of 
contraction, the longest in its history. But growth remains weak and erratic, while 
unemployment remains high. The unemployment rate in the Euro zone rose in November 
to 12.1%, remaining at record levels, according to data from Eurostat. Greece and Spain 
are back on top of the ranking of job losses, with unemployment rates of 27.4% and 
26.7%, respectively.15 

In the case of the US, although there was a recent recovery, the path of long-term growth 
is far from promising, but does not look as dramatic as the Euro zone. However, progress 
has not been strong enough to make a significant difference in the still large gap in 
employment. As various analysts have argued so far it remains as a recovery in economic 
activity, not in employment. 

The lacklustre nature of the recovery is due to the continued implementation of fiscal 
consolidation policies. In contrast to the (albeit weak) positive impulses of private 
spending, governments in several advanced economies continue to implement policies to 
reduce the primary fiscal deficit by raising taxes and / or lowering government spending. 

Even some of the countries with sufficient fiscal space to provide a stimulus to aggregate 
demand, which could be extended to other regions, are pursuing fiscal consolidation. This 
makes it even more difficult to achieve the objectives of employment and public budget 
balance. 

Indeed, in the context of weak economic growth, government revenues remain low and 
government spending is difficult to adjust. For example, in the Euro zone, the ratio public 
debt / GDP has reached more than 100 percent of GDP, the highest ratio among all 
regions. Increasingly, as ILO [2015] and IMF [2014] themselves argue, the application of 
these policies are being recognized as ineffective and as an unnecessary prolongation of 
the crisis. 

Different arrangements of public-private concurrence are regarded by some views as part 
of the solution. But the problem of growth in times of crisis and persistent stagnation 
requires a clear and powerful response from public policies, something the private sector 
(by nature) is unable to provide. 

In addition, the slow global economic growth has been associated with even weaker 
employment growth in many G20 countries and also with a weak elasticity of employment / 
GDP than in the pre-crisis stage. Hence, more stimuli than in the past (rather than less) 
are required in order to produce similar results in terms of employment and productive 
activity. 
  

                                                             
15 Countries where the majoritarian opinion is today aligned with those who question the continuity of the 
neoliberal policies.  
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D. Trade 
Also, the slowdown in international trade has been noted with disappointment fact and 
protectionism has been blamed for it. In this context, greater integration (particularly of 
Small and Medium Enterprises (“SMEs”) and developing countries) to GVCs, has been 
encouraged, arguing that there could be a strong correlation between participation in 
global value chains and per capita GDP. 

Certainly, the discussions on GVCs have permeated international organisations’ research 
and policy agendas. But the analysis of recent policy recommendations urging for greater 
liberalization of trade in goods and services has found that such proposals should not be 
applied automatically to developing countries without some form of government regulation. 

It is argued that the theoretical framework under analysis (i.e. GVCs), far from being a 
novelty, was first introduced as a way of analysing international expansion and geographic 
dispersion of the various production chains. And it has been intensively studied by 
specialized researchers from the nineties (as G. Gereffi, R. Kaplinsky, T. Sturgeon, J. 
Humphrey, and others). But what appears to be new is the use of these analytical tools to 
support an agenda of eminently liberal economic reforms.16 As these authors point out, the 
theoretical proposal made by organisations like the World Trade Organization (“WTO”) and 
others seem to rely on a few basic assumptions, upon which highly optimist views about 
GVCs effects on economic development are built. 

For example, it is considered that globalisation has a positive impact on productivity due to 
efficiency improvements resulting from international competition, better access to 
technology and knowledge, and greater room for specialisation and economies of scale.  

It is assumed, under the orthodox approach, that participation in GVC could increase 
productivity, since it would facilitate the access to cheaper or higher quality inputs, and that 
GVC would also work as a path for developing countries to access international markets of 
goods and services, focusing on certain activities and processes rather than by 
establishing a complete value chain. Thus, in order to fully benefit from value chains, 
governments should liberalize as much as possible trade in goods and services and 
improve the business environment through trade easement and investment liberalisation, 
policies on competition, intellectual property, and temporary labour movement, among 
others. 

Thereby, the chain links that would be willing to settle in a particular country could achieve 
the production of inputs and intermediate goods by importing at the lowest possible cost, 
and gain competitiveness in the global market, where they could sell their final product 
"made in the world". 

The conclusions drawn from this argument are straightforward. The tariff reductions on 
imported inputs would lead to an improvement in the external competitiveness of the 
economy, which in turn would result in increased exports and therefore on revenue. As 
Dalle, Fossati & Lavopa [2014] noted, this argument rests on two implicit assumptions 
which minimize the differences in production structures in the different countries, and are 
valid only in certain special cases (which, incidentally, are rare in the real world and even 
more in the periphery).  
                                                             
16 See for example Dalle, D., Fossati, V, & Lavopa, F. (2014). 
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First, it is assumed that exports have a high price-elasticity, which may not be the case in 
many developing countries. Additionally it is assumed that substitution of local suppliers by 
imported products will not lead to a contraction of GDP and employment.  

On the other hand, it has been increasingly recognized that the mere integration of 
domestic firms into GVC does not guarantee economic development, since the success of 
this strategy depends on the place occupied by these companies within the GVC. 

For example, UNCTAD [2013] argues that integration in a GVC is not a synonym of 
economic development. Simply, the empirical evidence shows that developing countries 
able to increase their domestic production of value added and improve the know-how and 
productive capacity only through integration to GVC have been very few. 

In short, even from the perspective of GVC, the process of industrial upgrading is not 
automatic and presupposes some form of government intervention, and this is the reason 
why under certain circumstances protectionism is necessary. As Milberg [2013] says: 

VSI (vertically-specialized industrialization) requires an industrial policy focus on 
regulating links to the global economy -- especially trade, foreign direct investment, 
and exchange rates – more than was the case under import-substitution 
industrialization (“ISI”) policies, which focused on building national capabilities, but 
also in a different way than had been the case in the era of export-oriented 
industrialization (“EOI”), where the focus was typically on final goods exports. 

More generally, there are two (both global and regional) different models of trade and 
production integration. These two different models have an economic root on the different 
perceptions of how international trade works and affects economic development. For 
neoclassical theory of comparative advantage, free trade is the best domestic policy to 
increase national income and welfare.  

This proposition holds for one country irrespective of the trade policies followed by others 
countries. The assumptions of full employment, factor substitution, and constant returns to 
scale logically guarantee this outcome.17 The proliferation of trade arrangements is 
perceived as a deviation of trade and a practice promoting rent-seeking activities. 
‘Levelling of the playing field’ is considered the best policy regardless of a country’s 
development stage. 

From a heterodox trade perspective, the inexistence of an automatic full employment 
mechanism and the presence of increasing returns to scale, in an heterogeneous global 
economy, creates a pattern of (national, sub national or regional) trade specialization 
based on absolute advantages. The regions within each country or between countries do 
not tend to develop in a convergent way, but, on the contrary, the existence of increasing 
returns translates into advantages associated to technological learning and scale 
economies spatially located and concentrated in industrial activities. Thereby, due to the 
‘cumulative causation’ principle, countries, or regions within a country, in a lower stage of 
development may be lock-in on regressive specialization and, unless they manage to 
obtain inducing mechanisms and scale for their industries, it is not possible to intensify the 
social division of labour and change their productive structures. [Aguiar de Medeiros, 
2007]. 

                                                             
17See Maneschi [1998]. 
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In international relations, this was the basic reason for UNCTAD to defend, since its 
establishment, a change in the Most-Favoured-Nation (“MFN”) clause and the non-
reciprocity principle for developing countries, adopting the assumption “that treating 
unequal equally simply exacerbated inequalities”.   

Thus, these approaches entail two different conceptions of trade (regional and global): one 
is based on a "level playing field" and free trade; other (to which we adhere) believes that 
cooperation involves the adoption of different rules between unequal partners and 
emphasizes on strategic trade (or managed trade). 

E. Employment 
Now, we would like to make a few considerations on employment policies that have 
dominated academic discussion and practice of economic policy. Inflation has been 
dramatically reduced by the OECD countries as a whole, also on account of prolonged 
recession. In the OECD countries in general, and to a greater extent in the US, real wages 
have increased less than productivity, thus contributing to deceleration of the inflation 
process. This behaviour of real wages may be interpreted as a result of prolonged 
unemployment and of institutional changes that have taken place in most countries, 
particularly towards the end of the 1980s, when many countries implemented, in varying 
degrees, policies aimed at deregulating and increasing flexibility in labour markets.  

However, the reduction neither in inflation rate nor in labour costs had any favourable 
impact on employment levels; and more austere fiscal policies and changes in income 
distribution unfavourable to lower income groups, tend to have an adverse impact on 
aggregate demand and employment. 

Thus, fiscal austerity policies have led to higher unemployment and stagnant real wages. 
These results, in turn, reinforced the deflationary and contractionary trends, and articulated 
with the austerity policies, led to a persistent reduction in the rate of investment, which 
affects both employment levels and technological progress. 

The labour flexibility and deregulation of labour markets policies, far from producing higher 
levels of employment, led to unprecedented unemployment rates in the developed world 
and a worsening of functional income distribution. The redistribution of income in favour of 
the wealthiest social groups reduces economies’ propensity to spend and contributes to 
economic stagnation. 

In this context, the broadening of financial inclusion –through consumption and residential 
credits- has been attempted to be used, in developed countries, to patch-up growing 
inequality, through credit. In this way, families’ debt increases as a response to the 
stagnation or fall of real wages and salaries; but the deterioration of income distribution is 
not stopped because the central problems of such regressive distribution of income are not 
tackled.  

It is worth noticing that, in the Argentine case, the strengthening of labour market 
institutions and the abandonment of labour flexibility schemes, which had been adopted in 
times of neoliberalism, contributed decisively to the increase of employment and product. 
For such reason, it seems promising and necessary the decision of having incorporated 
the International Labour Organization (“ILO”) to the debate of the G20 meetings. 

The tendency to liberalize commerce, "levelling the playing field", deepened the regional 
disparities as well as those among countries, something which was only compensated in 
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the last years by the strong growth in some developing countries and the rapid growth of 
the South-South trade. 

History has shown that this set of policies has structural flaws and produce results that are 
opposite to those proclaimed. The imperative of these times is to radically change both the 
analytical approaches as well as the primary economic policies that have dominated the 
international scene in recent decades. 

6. Development 
A. Finance for infrastructure 

The importance of infrastructure investment is, according to our perspective, key to 
development. However, the accomplishment of its optimum results is not only dependent 
of its level, but also of the criteria with which it is implemented. Such corresponds to 
different approaches stemming from different paradigms of economic thought.  

Developing countries have to deal with solving what is normally addressed as the 
“infrastructure gap” [Crovetto, Hang y Casparrino, 2014]. The orthodox view predominant 
in the last decades, in relation to the calculation of such gap, has not managed to do 
anything but widen it, such approach of the neoclassical and new Keynesians streams 
understands that growth is rooted in the accumulation of factors and conceives that 
investment in infrastructure is added to the rest of private investment complying with a 
similar role: the accumulation of the capital factor. The criteria is completed with the 
commitment to the idea that the competitive markets optimize the allocation of resources 
and guarantee the improvement in productivity assuring the growth of the per capita 
product and the convergence of the developing countries with the developed ones.  

In this analysis framework, the discussion on whether the investment should be made by 
the State or the private sector is an institutional one. However, it should be observed that 
the view presented above had a blunt failure in decades of neo-liberalism. 

Therefore, we understand that a reformulation of the approaches that support the policies 
destined to overcome the “infrastructure gap” and stablish its adequate calculation must be 
based on the Latin-American Structuralism school of thought. Such school accounts for 
heterogeneous conformations of productive structures in the framework of which the 
mercantile sings of resource allocation for investment reproduce and amplify the 
heterogeneities instead of reducing them. The valuation of the critical points standing in 
the way of, hindering or preventing, development is essential under this approach. Such 
critical points are not of a general origin and each country requires a particular analysis, 
attending to its specific historical trail. In todays’ world, such characteristics cannot be 
analysed through the contemplation of the countries own structure, but must include the 
particular relation that each country has with the global productive system. Under this 
methodology it is crucial to pay attention to the productive differences among sectors, to 
the restrictions presented in the availability of currency and to the novel and promising 
initiatives and institutions in the regional order which favour processes of economic, 
cultural and political integration (as is the case in South America with UNASUR and 
MERCOSUR). 

This approach, essential and of a key importance to re-approached in this new time, 
requires from each country, and also at the regional level, of the construction of an image-
objective that expresses the popular will in such levels. This constitutes a basic democratic 
principle, the definition of the future trail of nations, regions –and even at the global level- 
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should be adopted by the citizenships and not be submitted to any market’s “invisible 
hand”. In addition, it responds to the repeated consensus given over and over again by the 
General Assembly of the United Nations, on the fact that development strategies and 
policies must be led by the developing countries themselves, according to their specific 
conditions, needs and priorities. 

Putting an end to the unbalanced economic structures of the peripheral world and 
constructing another of a balanced character takes time, and its success has its nodal 
point in conceiving the “gap” as a product of the national histories, avoiding the simplistic 
and inefficient approach of adopting universal recipes of an non-historical character. 

The possibility of a public and private concurrence (“PPP”) in infrastructure investment 
implies the accumulation of unnecessary efforts for development. It is important, as has 
been said, that the decision on the strategy of national projects be adopted in the public 
order by the citizenry’s decision, since such definition exceeds the economic arena and 
affects the essential spheres of democracy and ethics. 

It is necessary to point out that, in theory, PPP transfer risks and financial obligations to 
the private sector, but experience indicates that in practice it does not work in this manner. 
On the contrary, in many countries, badly designed and poorly monitored agreements, and 
their negotiations, have led to the socialization of the risks through overly generous 
subsidies and warranties granted based on public resources. The governments that 
attempt to revise such contracts with the purpose of obtaining a higher balance between 
risks and benefits are generally taken to international courts. One of the attractions of 
these alliances for governments is that they provide an illusion of overcoming the budget 
restrictions since many of the obligations of the public sector are transfer to the future and 
do not require to be approved in the budget. Therefore, this sort of “buy now and pay later” 
implies less transparency and creates greater opportunities for corruption.18 

In reference to the ways of financing the infrastructure investment in the developing world, 
the respect of what was stated on the preceding paragraph will guarantee that the 
necessary resources of the international finance attend without entailing conditionalities 
that distort the national projects decided by the democratic authorities. For this purpose, 
inter-governmental dialogue and agreements promoting the framework in which the private 
sectors will develop are essential. At the same time, it is required to re-establishing the 
centrality of the loans for infrastructure by the multilateral organizations and the regional 
development banks, abandoning their erroneous tendency of the last decades to get 
involved in financial assistance for what was denominated “structural reforms”.  

In addition, the creation of more institutions of the same type should be promoted at the 
regional and national levels, recovering the central role of financial institutions of public 
character in the pursuit of the feasibility of development processes. Brazilian BNDES 
constitutes a State policy from which to learn. The creation of the Bank of the South 
indicates an adequate trail to accomplish and expand. 

  

                                                             
18In this respect, see [Heinrich Boell Foundation North America y Latindadd., 2014]. 
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B. The key role of SMEs. A focus on the necessary strategy for the sector. 
SMEs have a strategic role to accomplish boosting the development of peripheral 
economies. This process requires both the diversification of their economies, including 
energetic and active policies for re-industrialization - after the serious consequences of 
neoliberal policies- and greater internal production and regional integration [Kulfas, 2011]. 

In the context of local development models, the take-off of SMEs and their articulation as 
actors for the improvement of equality, must be thought through the incorporation of 
different sectors of civil society, such as universities and institutions of science and 
technology and other areas of citizenship interaction and participation; and accomplished 
through a special bureaucratic structure at different levels of the public sector, such as 
State departments and agencies organized for the sector. 

The SMEs have excellent capacity to contribute to the articulation of production chains, 
strengthening productive links that were lost or weakened during the neoconservative 
policies boom process. To improve the technological content of their activities and 
products and moving towards a more intensive use of knowledge in production is a key 
strategy in the sector. 

The financing issue is a key topic for the development of SMEs, especially long-term loans 
for investment. In this sense, it is a priority to overcome their insufficiency which affects 
most developing countries. The dismantling process of national development banks and 
privatization of public banks have not contributed to that goal; on the contrary, the results 
have been the opposite and highly disturbing.  

The same negative effect was produced by the financial deregulation policies and credit 
allocation through mercantile signs. 

Other proposals such as microcredits, addressed to small entrepreneurships based on the 
work of their members; and among them, communal banks, and rotating funds, have a 
greater potential than individual schemes to strengthen the construction of interpersonal 
and commercial bonds among requesters, such as the creation of value chains among 
micro-entrepreneurs; whom may serve the purpose of propelling development in the 
emerging areas, regions and countries. The potentiality of microcredit will depend, 
however, on whether it is articulated with other tools and escorted by community 
organizations. [Sacroisky and Urturi, 2014]. 

In developing countries such as Argentina, private banks have tended to choose highly 
profitable niches such as consumer credit, subtracting resources from SMEs’ sector. 
Therefore, in order to promote the growth of SMEs in emerging markets, a reform of the 
financial sector that would allow accomplishing the coursing of an adequate volume of 
credit with allocation objectives and differentiation of interest rates consistent with the 
differential capacities of the sector, is required. 

It is necessary to note that the expansion of these businesses presents typical scale 
change problems facing a clear challenge: to grow and solve a substantial improvement in 
competitiveness or be exposed to the danger of competition offered by the greatest actors, 
risking an undesirable concentration of the economy. This concentration has expressed 
itself in the past through strong processes of transnationalization of developing economies, 
conspiring against the required reduction of inequalities between nations, weaken the 
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ability of states to drive national development projects and corrode a better development of 
international relations between countries. They also conspire against the objective of a 
world with countries that respect their choices of economic pathways, cultural identities 
and their own entrepreneurial and productive communities. 

In this sense, SMEs should be assumed to be an entrepreneurial subsystem internally 
related and linked with other actors in the economy and society. Integrated views require 
understanding the SME policy as a part of a production development and industrial policy 
and, therefore work with general objectives from which the specific instruments can be 
structured. 

C. Other policies for Development 
Among other proposals evaluated by the G20 to improve the living conditions of 
developing countries and those less advanced, it was suggested that these countries seek 
through the production of agricultural goods, to insert themselves into the global economy 
and improve conditions for their markets in order to raise their lifestyle. The Food Security 
and Nutrition Framework (Framework for Food Security and Nutrition) proposed in 
Brisbane 2014 for the Turkey summit, evaluated the idea of "supporting food security in 
the developing world by focusing on sustainable food systems and improving productivity 
of smaller farms"19, meaning, agricultural products, and their ability to produce and 
commercialize them. 

The G20’s Turkish Presidency assigned a special priority to the problem of Food Security 
and Nutrition Framework. For such reason, it decided to re-establish the working channel 
at the level of the Agricultural Ministers, focusing especially on the problems related to the 
loss of harvests (because of problems related to the lack of infrastructure, storage capacity 
and transport, mainly in developing countries) and waste (a problem which is 
fundamentally urban and of developed economies). 

In this context, the objectives presented in the Food Security and Nutrition Framework’s 
document are: 1) increase responsible investment in food systems; 2) increasing incomes 
and employment quality in food systems; and 3) increase productivity in a sustainable way 
to expand the food supply. Note that such a broad topic as increasing production and the 
implications that this matter has, suggests that although these proposals are of interest, 
they only cover part of the actions needed to improve the Food Security and Nutrition 
Framework, leaving neglected aspects that could be considered as core to the matter such 
as de danger of single-sector dependence20. 

In fact, there is a need to cooperate internationally in order to redefine certain roles. As 
noted by the G20 working group, the first objective is to increase responsible investment in 
food systems; however, there is a need to keep in mind that although much more research 
is needed, especially in relation to production rather than to marketing, there is already a 
significant investment in research and innovation for a better food production, the problem 
is that such knowledge becomes inaccessible for many small and medium producers as it 

                                                             
19See https://g20.org/wp-content/uploads/2014/12/g20_food_security_nutrition_framework.pdf 
20 In this respect, an integral development must include the industrial sector of low-income and developing 
countries.  
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is guarded by monopoly generating patents21 that protect such knowledge. The protection 
of patents represents an obstacle for the transfer of knowledge. 

Even when, in the context of the G20, policies relating to “transparent and efficient food 
and agricultural trade”22 have been suggested, it is a contradiction that developed 
countries impose barriers and limitations to trade such as production and distribution 
scheme23 for agricultural products and quality requirements applied to merchandises, and 
provide benefits to their agricultural products (in the form of, for example, indirect 
subsidies); which directly affect the possibility of developing countries’ products entering 
such markets. In addition, the each time more demanding private standards make the 
access of developing countries to developed countries’ markets even more difficult. 

As contemplated in the report "80% of the world cereals is produced by the G-20, and 
national policies on agriculture, trade, energy and investment can (and do) impact the 
global food security and nutrition"24. This shows that within the organization, stakeholders, 
especially those countries with the capacity to impact on marketing and production, 
meaning the developed ones, may determine what can and cannot be exported by 
developing countries towards them. This is even reflected in the fact that the WTO cannot 
advance in the agricultural issue and the issue of domestic support (for the moment, both 
themes are expressed in favour of developed countries in the clear detriment of 
developing countries) generating restrictions on the growth potential of the least 
advantaged ones. 

Given this framework, in pursuit of development, peripheral countries should be allowed to 
implement industrial policies tending to promote the export of manufactured goods, 
especially those elaborated by small and medium industrial producers from low income 
and developing countries that require support in order to improve their productive and 
exporting capacity and support their integration into the world economy from a higher 
value added place. As stated before, liberalization in these sectors goes against industrial 
development. This is a necessary debate to review in the WTO, being evident that the 
Doha Round has failed because the current paradigm of the central countries does not 
recognize key issued of the development policies. 

7. Conclusions 
As a summary, we list some of the most relevant issues addressed in the present work: 

 The G20 must cooperate and fully support the resolution adopted in the framework 
of the United Nations, on September 9, 2014 entitled "Towards the establishment 
of a multilateral legal framework for the restructuring of sovereign debt" that was 
driven by the G77 + China, where it was decided to elaborate and approve a 
multilateral sphere focused on understanding on sovereign debt restructuring 
processes. Similarly, the G20 should support the resolution adopted in the same 

                                                             
21 As it’s been mentioned before in this paper, the excessive value given to intellectual property, affects GVC 
and developing countries in different manners; particularly when considering the typical localization of such 
intangible assets in tax havens, for BEPS purposes. 
22 See https://g20.org/wp-content/uploads/2014/12/g20_food_security_nutrition_framework.pdf 
23Applied, in accordance with the Common Agricultural Policy (“CAP”) of the European Union (“EU”), to the 
production, commercialization, storage and distribution of agricultural goods. 
24 See https://g20.org/wp-content/uploads/2014/12/g20_food_security_nutrition_framework.pdf page3 
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field by the Human Rights Council on October 3, 2014, in which "condemns the 
activities of vulture funds for the direct negative effects that the reimbursement of 
debt to these funds, in predatory conditions, have on the ability of governments to 
meet their obligations on human rights, particularly economic, social and cultural 
rights and the right to develop." The establishment of this framework, as well as the 
displacement of the role that still retain the rating agencies, are topics that, if not 
addressed, will prevent the implementation of an effective restructuring of the 
international financial architecture. 

 The issue of "tax heavens" and / or jurisdictions where financial secrecy prevails, 
and about the ownership of assets, is critical and should have a key role in the G20 
agenda in order to effectively tackle illicit financial flows and capital flight from 
emerging countries (and developed) to (and from) them, from both avoidance and 
tax evasion, and money laundering, among other global crimes. 

 In short, it is necessary to abandon the self-regulatory spirit of the international 
financial architecture and adopt another system where they can be defined 
regulations that increase the weight of those of macroeconomic character, while 
clearly stipulating the permitted and prohibited operations for international banking. 

 The conventional approach understands that a favourable investment environment 
would be given by a very "open" economy, a beneficial tax system for corporate 
earnings, deregulation of markets (financial, commercial and labour) and the 
implementation of "solid" macroeconomic policies (specifically, policies focused on 
price stability and fiscal balance). However, macroeconomic policies based on the 
fiscal balance lead to discourage investment by producing a contraction in 
aggregate demand, contributing to stagnation, despite the supposedly "friendly" to 
the market macroeconomic environment that attempt to foster. That is, fiscal 
austerity policies have led to higher unemployment and stagnant real wages. 
Evidence shows that more stimuli are needed than in the past (rather than less) to 
produce similar results in terms of employment and productive activity. In Argentina 
strengthening labour market institutions and the abandonment of labour flexibility 
schemes, which were adopted in the era of neoliberalism, contributed decisively to 
the increase in employment and output. 

 Given the negative implications of BITs, in respect of sovereignty and policy space, 
and the fact that there is no conclusive evidence about the positive impact of these 
treaties on foreign investment flows; the G20 should encourage the substitution of 
the Bits’ paradigm by another one that allows the performance of foreign 
investment in sectors where they may play an important role in development, 
consistent with the full use of instruments economic policy by national governments 
"in use full autonomy", to design the structure of incentives and regulations deemed 
necessary to achieve its objectives. It is necessary to consider that, as expressed 
by UNCTAD, "the equal treatment of unequal simply exacerbates inequalities." 

 Finally, the G20 should encourage empowerment (and adequate funding) of the 
Tax Committee of the United Nations addressing the issue of erosion of the tax 
base and the diversion of profits ("BEPS"). The treatment of these issues in the 
framework of the OECD does not allow addressing the underlying conflict to the 
problem of erosion of the tax base and the diversion of profits that primarily affect 
developing countries, and the global distribution of wealth. 
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Abstract 
The present document includes some thoughts in relation to the challenges of international 
financial architecture and financial regulation, with particular reference to the sovereign 
debt restructuring processes; macroeconomic cooperation; aspects of trade and 
investment –among them, the bilateral investment treaties-; the development for emerging 
economies; and the challenges for developing countries in the current discussion of base 
erosion and profit shifting. 

 

Resumen 
El presente documento incluye algunas reflexiones respecto de los desafíos de la 
arquitectura financiera internacional y la regulación financiera, con particular referencia a 
las reestructuraciones de deuda soberana; la cooperación macroeconómica; las 
cuestiones del comercio y la inversión –entre ellas, los tratados bilaterales de inversión-; 
el desarrollo para las economías emergentes; y los desafíos para los países en desarrollo 
de la actual discusión sobre la erosión de la base imponible y el desvío de ganancias. 
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1. Introduction 
In the T20 sessions, parallel to G20, carried out in Moscow, in December 2012, an 
“alternative vision” of the global crisis was presented [Gaggero, Amico y Kupelian; 2012]. 
Many of the observations made at that moment are applicable to date. 

A central question in today’s presentation, which was not developed at that time, is that of 
the sovereign debt restructurings. This topic requires to be addressed from the perspective 
of the need to construct a regulatory framework which provides stability to the sovereign 
debt restructurings. The uncertainty towards the current absence of regulation makes it 
virtually impossible for governments that are confronting a payments crisis, to face 
successful debt restructurings due to the future risk that the attacks of the Vulture Funds 
imply in the current international context. 

On the other hand, the dysfunctional austerity policies of a big part of the central countries’ 
governments continue to be a problem, constituting themselves in a threat for the 
necessary economic growth. The G20 authorities have made a common characterization 
of the current situation, observing that in spite of the measures adopted, the economic 
recovery is weak and fragile, the levels of unemployment continue to be high and the 
inequality is high and growing.  

It has been argued that the main instruments to reverse this disappointing situation would 
be boosting investments (especially in infrastructure), increased employment and trade 
promotion, along with appropriate macroeconomic policies. A key point in this argument is 
the following: what are the appropriate macroeconomic policies? What does "appropriate" 
mean in this context? 

The obsession with fiscal targets or balanced budgets was temporarily forgotten at the 
heat of the crisis. However, as soon as economic growth started to pick up, governments 
and multilateral institutions focused their criticism on rising fiscal deficits and public debt. 
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Moreover, in just over two years, the financial markets began to consider the governments’ 
fiscal policy more as part of the problem rather than part of the solution, denying the 
evidence that deficits and debt accumulation of the last lustrum were the direct result of 
the inadequate regulation of the financial institutions, which has resulted in a global 
recession.  

In addition, the persistency of deficits in productive investments and a tendency to channel 
an important part of the available funds in speculative investments operates against the 
reactivation of the global economy. 

In this respect, the question of tax havens and/ or secrecy jurisdictions was critical in 2012 
and is still today, given that illicit financial flows and capital flows from emerging (and 
developed) countries towards them erodes fiscal capacity, but also, because said 
jurisdictions provide financial and fiscal secrecy to entities that articulate themselves in 
several layers hiding financial flows and beneficial ownership.1 This contributes to the 
growing concentration and inequality of income and on wealth distribution.  

The year 2015 must be seen as the year of development. The Development Agenda post 
2015, to be extended until 2013, is being discussed at the General Assembly of the United 
Nations. The question of the Development Agenda’s “Means of Implementation”, i.e. the 
direct and indirect sources of funding for the accomplishment of the Agenda, is critical. 
And as such are the problems of tax evasion and tax avoidance, as well as the role the of 
secrecy jurisdictions2 in relation to illicit financial flows and capital flight. 

Therefore, we take note of the work performed in the context of the G20’s Development 
Working Group in relation to the question of base erosion and profit shifting (“BEPS”), and 
the Automatic information Exchange for Tax Purposes (“AEOI”) coordinated by the 
Organization for Economic Co-operation and Development (“OECD”); although we will 
also present the objections that we consider should be made from the perspective of 
developing countries.  

In addition, we think it’s convenient to remember what we said at the moment of the 
parallel T20 meetings in Russia, in the year 2012, were we questioned the promotion of 
Foreign Direct Investment (“FDI”) as a central axis of development and convergence 
among countries [Gaggero, Amico y Kupelian; 2012]; on this opportunity, we also question 
the role of the Bilateral Investment Treaties (“BITs”), given the absence of conclusive 
evidence about the positive impact of these treaties on foreign investment flows; which, on 
the contrary, result in asymmetries when subscribed between a central and a peripheral 
country, since the protected investors are fundamentally from the first, given that the 
investors from emerging countries do not normally perform significant investments in 
developed countries. 

Following the above arguments, in these notes we would like to make some critical 
considerations for debate on the direction in which financial regulation should be improved 
and how financial international architecture should be structured; as well as in which way 
and with which instruments a vigorous growth could be achieved that would reduce 

                                                             
1 For an analysis of such mechanisms see Rua [2014] 
2 For a list of secrecy jurisdictions, see Tax Justice Network Financial Secrecy Index 
(http://www.financialsecrecyindex.com/) 
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unemployment and help to reduce inequalities; and achieve a development that 
contemplates emerging countries in an inclusive manner.  

2. International Financial Architecture and Financial Regulation 
A. Vulture Funds 

Vulture funds are presented as high risk capital funds that buy default priced titles of 
companies and, particularly –since the 90s-, from governments with agonizing economies 
with the purpose of obtaining through litigation, considerably bigger amounts than what 
they had paid for. As a matter of fact, their dynamic is contrary to that of risk-taking agents. 
Their activity is focused in lobby building, pressing for the passing of laws at the Congress 
and operating to construct a partial justice that protects them as creditors and always rules 
in their favour with extravagant rulings. Thus, buying debt at default prices they do not 
participate in debt restructurings, but remain at the margin of such processes, and with 
institutional degradation methodologies of the financial markets that have constituted 
themselves in “international litigation” domains for sovereign debt, they obtain rulings that 
allow them to collect the total debt including even the interests for the nominal value of the 
principal. This constitutes a very serious issue in the current international financial 
architecture and it is necessary for the G20 to cooperate with the United Nations (“UN”) 
proposal for the generation of a multilateral sphere focused on understanding on sovereign 
debt restructuring. 

Clarifying their modus operandi, regarding sovereign debt, such is based in acquiring 
government titles in secondary markets once an indebted country is in default or close to 
it, a moment in which the market price for the bonds descends to its minimum levels –
underneath the 30% of their value-. Later, they wait until the country rebuilds its payment 
capacity and restructure their debt. The strategy consists in rejecting the restructuring and 
demanding the indebted State claiming for the total value of their holdings plus the 
accrued interests. In this way, they do not bind to the market rules in which you either win 
or lose depending on growing or falling market quotes. On the contrary, they buy bonds 
with high interest rates even knowing the high bad debt risk that such interest rates 
indicate, since they do not bet on that game, but instead assure themselves the court 
rulings, which end up turning in highly profitable instruments for them. 

Such business carried out by the so called “Vulture Funds” in reference to the fact that, as 
defined by the Spanish Royal Academy, “vulture” is “that who feeds himself from the 
disgrace of the other”, does not generate wealth, or employment, or any value to the real 
economy. It is funded on an extreme speculation around economic and financial crisis 
suffered by indebted countries, obstructing and preventing the recovery of such 
economies, the development and wellbeing of their populations, pushing, through those 
means, millions of people to live in poverty. 

The proprietors of such funds, in general, are constituted in tax havens and adopt the 
nationality and legal form which is more convenient for them. Although a long list of these 
types of companies can be enumerated, they usually belong to the same stockholders and 
only their composition varies slightly. The most known ones are Kenneth Dart and Paul 
Singer. Among the countries sued by them are: Argentina, Brazil, Cameroon, Côte 
d’Ivoire, Ecuador, Ethiopia, Nicaragua, Panama, Peru, Poland, Democratic Republic of 
Congo, Turkey, Vietnam and Zambia. 
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Previous to the changes that have taken place during the last decades in the international 
financial system, their practices were confined to the private domain. Until then, the 
sovereign debts were taken with banks through syndicated loans. This scenario was 
maintained until the Latin American debt crisis took place –which broke out in 1982 with 
Mexico’s default- provoked by the excessive indebtedness that began in the 70’s. As a 
response to the crisis, the peripheral countries adopted “rescue” and “stabilization” plans 
designed by the International Monetary Fund (“IMF”), the World Bank and the central 
countries, which, far from restraining the situation, ended up worsening it. 

Particularly, the implementation of the Brady Plan, designed in 1989 by the, at that 
moment, Secretary of Treasury of the United States (“US”), and aim at creditor banks 
collecting the debt of the States that had entered into crisis, yield to the incursion of the 
vulture funds in the domain of the sovereign debts. The Plan basically consisted of the 
exchange of bank loans for public titles that could be freely traded in the stock exchange, 
which resulted in the atomization of the lenders and the proliferation of the speculation of 
public debt which became one additional asset at the reach of everyone. This complicated 
the renegotiations, since they were no longer done vis a vis with one identifiable creditor, 
but with bond holders submerged in the anonymity [Kupelian and Rivas, 2014]. 

In addition, this process, was in turn accompanied in legal matters with a strong financial 
deregulation, the abandonment of the legal doctrine that provided States of complete 
immunity and the installation of a restrictive doctrine which distinguishes state activity 
between iure imperii –or public- acts considered as sovereign and subject to an immunity 
right, and iure gestionis –or mercantile- acts that are understood as of private nature and 
are deprived of such right. Under this doctrine, the central countries ended up adopting 
increasingly restrictive regulations, among them, the European Convention on State 
Immunity (1972), the Foreign Sovereign Immunities Act (FSIA) of the United States (1976) 
and the State Immunity Act of Great Britain (1978). These texts, contemplated deliberately 
vague definitions that gave way to the judicial criteria, judicially and insidiously incorrect 
that have been established from then on with the intention of benefiting private creditors. 

At the same time, legal reforms have been made in peripheral countries (many of them in 
the context of military dictatorships) that admitted the cession of judicial sovereignty to 
foreign courts. Moreover, under the excuse of providing more judicial security to creditors 
and making more attractive the credit for the investors, it was incited to include in the debt 
issuing agreements a clause resigning to the sovereign immunity right and stablishing 
foreign jurisdictions. This requirement, rather than providing judicial security ended up 
constituting in a powerful instrument for the subordination of the indebted countries to the 
central countries and was turned into almost mandatory, and difficult to elude by the 
periphery since it conditions the access to credit. The jurisdictions adopted where, mainly, 
the city of New York and London, the two most relevant financial centres in the world. It is 
worth mentioning that even when such dispositions violate the Legal principle establishing 
that a part cannot relinquish a right if public or moral considerations are affected, no court 
has declared them null. 

Such legal dispositions that have been adopted and the modifications that occurred in the 
global logics of economy and finance, conditions that constituted the basis of a weak and 
wrong financial architecture, are the ones giving space to the proliferation of the vulture 
funds business, a fact that has been legitimized by illegal speculative practices and whose 
most visible result is the prevalence of extraordinary financial benefits damaging the public 
good and the objectives of economic and social development of the nations. 
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It is currently Argentina the one suffering the speculative attack of Vulture Funds which, 
after the Argentine State entered into a cessation of payments in 2001, had bought 1% of 
the defaulted debt at a defaulted price, and endorsed today by the United States Justice 
that ruled in their favour, pretend to collect 1608% more than what they paid for their 
assets. 

The ruling of the New York South District Federal Judge, against Argentina, endorsed by 
the Supreme Court of the United States of America (“US”), is based on an arbitrary 
interpretation of the “pari passu” clause which contravenes the equality principle by 
ordering a privileged treatment to a reduced group of bond holders faced with the 92.4% of 
the creditors that had accepted the restructuring. And, involves a systemic danger for the 
global architecture of debt restructurings due to the risk which would imply the possibility 
that, through a judicial ruling of a minor court, years of negotiations oriented towards 
attempting a restructuration of the sovereign debt by countries that are faced with the 
impossibility of complying with their sovereign payments, among which the one 
accomplished by Argentina has been a paradigmatic case, are lost; affecting the economic 
recovery of the indebted countries as well as the global financial stability. 

In addition, it represents an attack to sovereignty in a clear attempt of obstructing the 
restructuring process of the Argentine debt, in pursuit of favouring private interests; and a 
subjugation over the rights of third parties, whom through an extravagant judicial blocking 
are prevented from collecting the sovereign funds that Argentina destined to the 
cancelation of its debt obligations, since June last year. 

For such reasons, it is necessary that the international community decides to prevent such 
criminal conducts with regulations condemning them, designed to avoid courts from 
pronouncing erroneous, arbitrary and biased interpretations that would allow the 
undermining of the wellbeing of the people, as well as regional and global stability, 
favouring the enrichment of a few unscrupulous speculators. For that purpose, it is 
necessary to count with the political will necessary for neutralising the great resistance 
evidenced by many actors of a financial system which responds to a mistaken paradigm of 
financiarization and auto regulation. If this does not happen, it is unlikely that such 
changes can be generated. 

In this sense, high relevance should be given to the resolution adopted in the framework of 
the UN, on September 9, 2014, entitled “Towards the establishment of a multilateral 
judicial framework for the sovereign debt restructuring processes” which was propelled by 
the G77+China, where it was decided to elaborate and approve a multilateral sphere 
focused on understanding on sovereign debt restructuring processes with a view on, 
among other things, increasing the efficiency, stability and the foreseeable nature of the 
international financial system, and accomplishing a sustained, inclusive and equitable 
economic growth, and sustainable development, in accordance with the national 
circumstances and priorities. The G20 cooperation and full support to this course of action 
which counts with the majoritarian approval among countries, is needed. In consequence, 
it is our understanding that it is essential that the proceedings of the meeting include the 
recommendation of such cooperation and support. 

In the same way, the G20 should support Resolution A/HRC/RES/27/30 approved in that 
same setting by the Human Rights Counsel on October 3, 2014, which “Condemns the 
activities of vulture funds for the direct negative effect that the debt repayment to those 
funds, under predatory conditions, has on the capacity of Governments to fulfil their human 
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rights obligations, particularly economic, social and cultural rights and the right to 
development”. 

B. An Approach to Financial Regulation and International Financial Architecture 
The nature of the system devised by the Basel Committee from its creation had mainly a 
microeconomic approach. A system of this kind, evaluated from a heterodox perspective 
which is our perspective, is not suitable or sufficient to address problems of systemic 
fragility and instability, even in the unlikely event that it managed to produce an 
improvement in the solvency of banks individually considered, with some beneficial impact 
for the overall system. The causes of instability of the financial system are seen by 
heterodox economics as derived from a fragility that is inherent to it regardless of its 
morphology. To some economists of this tradition, the problem is that the financial system 
is a substitute for a perfect and complete set of spot markets whose existence is 
impossible because of the uncertainty and the dynamic nature of capitalism. [Wierzba, et 
al, 2008] 

For other heterodox, such as Kregel, in the event of financial fragility in respect of periods 
where the success of fulfilling financial commitments leads to increased uncertainty; 
neither regulation nor complete and perfect markets can assure the inherent financial 
stability, in fact they could be a cause of instability. Basel’s spirit, radicalized in its second 
version and tempered by its previous failure in its third version, is not exhaustive and does 
not centrally address a set of policies to contain or mitigate financial fragility, especially for 
countries with more vulnerable economic and financial structures. In essence, Basel III has 
as an objective to reduce the likelihood that government intervention is required in the 
event of a future financial crisis. It is inspired by a paradigm of deregulated financial 
markets and is openly presented as of minimal regulation -though today’s experience 
advises a more prudent language- because in its conceptual substance aspires to have 
the least possible regulation. 

During the crisis, the predominance of the belief in the logic of self-regulation has also led 
to an inadequate implementation of existing regulations, due to deficiencies in prudential 
supervision systems, but also due to the belief that financial institutions were much more 
able to assess their own risks than their supervisors. Typical problems of banking agents 
were added to the fact that major financial activities, particularly derivative operations, 
completely or almost completely lacked regulation, the same as the activities of some 
financial agents, especially alternative investment funds, which constitute what is referred 
to by many as the "shadow banking system". It is highly disturbing that after the acute 
phase of the crisis has passed away this system has not diminished its volume, rather the 
opposite. The introduction of a new capital requirement of 3% of the total non-weighted 
assets, thus determining the maximum level of leverage, is not a significant step towards 
solving the shortcomings of the Basel regime. The introduction of explicit liquidity 
requirements, which were virtually non-existent in Basel II attempts to mitigate the 
erroneous conceptual basis on which such regulatory scheme is constructed. Therefore, 
Basel III constitutes a "progress" in respect to Basel II. However, progressive and slow 
introduction of these changes over a six-year period demonstrates the resistance and 
absence of conviction towards producing drastic modifications.  

One first issue is that the minimum capital requirements are still low according to historical 
standards. Eichengreen [2011] mentions that historical equity to assets ratios were 
approximately 20% in the last 100 years, much more than what is required by Basel. 
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On the other hand, Basel III does not offer many alternatives to the use of credit ratings for 
analysing risk assets. Even when countries compromised to not rely systematically on 
agencies’ ratings, which is another step forward, truly convincing alternative to evaluate 
the risks with another instrument have not been developed. In this sense, it could perhaps 
be convenient to move forward in the development of spheres of regional grading, which 
would allow to modify today’s oligopoly structure of the market of rating agencies. In 
addition, it becomes necessary to abandon the self-regulating spirit led at Basel and adopt 
another in which regulations are defined to increase the weight of macroeconomic 
regulations, and at the same time clearly stipulate the admitted and prohibited operations 
for international banking. 

It is the actual direction of the regulatory regime currently in place what has to be opened 
for debate for its substitution by another one which abandons from the basis, the idea of 
self-regulation and advances in an effective disciplination of the financial activity. 

The crisis experienced reinstalled at international level, discussions regarding structural 
issues present in the paradigm of financialization. They are recurring questions, such as, is 
it necessary to put barriers and controls on international capital flows, and more 
specifically on speculative capital?, is a "Tobin tax", internationalized and generalized as a 
tax on cross-border financial transactions, allocated to resources for the development of 
the periphery, a valuable and effective tool? What steps should be taken to prohibit 
financial institution’s off-balance operations and shadow banking? How to neutralize 
deregulated areas (offshore)? These are questions and issues that heterodox thinking has 
put on the agenda, after the devastating effects of financial deregulation. 

The minimum liquidity requirements are calculated based on a single currency, regardless 
of the fact that banks have assets and liabilities in different denominations. Despite this, 
the Basel committee suggests the authorities in each jurisdiction to supervise any 
"mismatch" of currencies. 

Moreover, Basel says nothing on capital flows regulation despite the fact that crisis may 
come from contagion episodes at the international level. 

Some academics discuss the creation of a World Financial Authority, including supervision 
on the whole banking and non-banking system, and / or on a World Central Bank. Topics 
include the discussion of reforms of the IMF and the World Bank or even their replacement 
by other reforms designed for a new era. The discussion relates to broader issues such as 
their governance, the distribution of quotas between countries, their role, the need for civil 
servants with more pluralistic theoretical points of view, the rejection to the established 
logic of conditionalities that limitate the degrees of freedom of the partner countries 
requiring assistance. 

The precautions regarding the nature of the actions of multilateral agencies became 
explicit in recent decades and especially since the crisis of emerging markets in the late 
twentieth century. Time in which the frequency of disturbances from pro-cyclical 
perturbations from the capital account and the architecture’s deficit to manage the 
developing countries’ balance of payments crisis forced them to construct an emergency 
alternative: a massive "self-assurance" in the form of an accumulation of international 
reserves on a large scale. This accumulation functioned as an effective protection 
mechanism during the recent crisis. As observed by Ocampo [2014]: "Indeed, reserves 
were used in part to solve the crisis that was triggered with the bankruptcy of the Lehman 
Brothers investment bank in September 2008; and in a broader way, allowed for a 
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considerable autonomy of many emerging and developing countries to adopt expansive 
monetary measures, in open contrast with the previous crisis. Due to the return of capital 
flows to emerging economies, reserve accumulation was also promptly initiated, since mid-
2009". 

In fact the birth of the BRICS Bank and the initiative of its members to create a monetary 
stabilization fund and conduct trade with direct exchange rates reveals a critical situation, 
or at least the obsolescence of traditional multilateral organizations. It is also a step 
towards the determination of new reserve currencies and the active dynamics of countries 
that have become key future players for any reform of the international financial 
architecture. 

Nowadays, the discussion revolves around two possible fundamental definitions to be 
made in order to conceive a new design of financial systems pertaining also to the 
restructuring of regional and global financial architectures. These two debates are: 1) Is 
the financial system a public, strategic and indispensable service for the mobilization of 
growth and development, or just a private lucrative activity like any other, and therefore, 
based on what parameters should the regulations be built on? 2) Should the choice be 
made for a system sustained in the regulation of agents with markets operating within the 
paradigm of deregulation, or within another organized on the basis of market regulation 
with selective criteria in relation to financial innovation and the design of controls that are 
complemented with the supervision of agents? These are nodal choices on which it should 
be indispensable to incursion, in order to go in depth into the research concerning the 
financial sector’s legal regimes and cross-border regulations, a debate which should be 
assumed as key to its new agenda by the world of economics and finance. 

Maybe another problem lies on the fact that financialization was accompanied by a strong 
concentration of the banking sector. While more capital is required from institutions of 
significant size ("too big to fail"), the degree of concentration is not fundamentally 
questioned. 

It is also suitable to consider the issue of the separation of activities. An international 
"Glass-Steagal Act" could be thought in order to separate the activities of commercial 
banks from those of investment banks. [Eichengreen, 2009] 

However, although multilateral initiatives have been different, and it was inevitable that 
they were more powerful than in local crises of the late twentieth century, critical issues 
have been excluded from the review, such as the need to have a multilateral mechanism 
for handling countries’ over-indebtedness problems (in this field and at that time the only 
action taken was to broaden the scope of market solutions by generalizing the so-called 
Collective Action Clause –CACs-), nor were effective initiatives on international monetary 
reforms and of the regulating of cross-border capital flows discussed, being the largest 
absence, represented by the total lack of debates in relation to the creation of mechanisms 
to address sovereign debt problems [Ocampo, 2014]. In this regard, we insist on the 
recommendation of the previous section in which we sustained that there is a need for an 
international sphere that understands on the litigation of sovereign debt restructurings. 

It should be emphasized the need to reach a global financial architecture based on a 
network of global, regional and sub-regional institutions, which results more balanced from 
the point of view of power relations than one sustained on some few institutions of global 
reach.  And which would contribute to improve both the global economic structure and the 
political equilibriums in the international sphere. [Ocampo, 2014] 
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The BRICS development and the initiatives for the creation of regional development 
agencies do not only obey a desire for autonomy. They are imbricated in a crisis situation 
of the international financial architecture that does not lie only in the conflicting interests 
between the hegemonic centre and the underdeveloped periphery. There is also a 
widespread dissatisfaction due to the failure of multilateral agencies to comply with their 
mission of origin. In the concrete case of the World Bank, and of multilateral credit in 
general, the financial effort in credits for structural reforms has not resulted in development 
promotion. The approach, in that sense, disillusioned societies suffering from 
underdevelopment and encouraged them to seek a different economic paradigm. 
Consequently, a wave of institutional changes in the South countries attending the need to 
undertake profound transformations programs was unfolded. [Wierzba, 2007] 

In this sense, the idea of institutions governed by a cooperative criteria, without the 
presence of a division of roles between lender and borrower countries –as had been 
proposed by J.M. Keynes in Bretton Woods- should also be a criteria to be driven by the 
G20. 

The recent creation of regional development and fomenting Banks (such as the Bank of 
the South) should be positively valued and supported, for they indicate a new era in which 
the national autonomies, the deployment of regionalism, and the generation of government 
funding and initiatives for development occupy a key place in the agendas of the South 
countries.  

3. Bilateral Investment Treaties 
In the late 50s, the Federal Republic of Germany and the Islamic Republic of Pakistan 
signed the first BIT. Germany was gradually followed by other European countries and in 
the 1970s the signing of these agreements became a deliberate policy of capital exporting 
countries, subscribing dozen of them mainly with African and Asian countries. 

During the 60's and 70's, a struggle for full sovereignty and jurisdiction over natural 
resources originated within the United Nations, in which developing countries defended the 
"public interest" as a justification to expropriations. The result was the signing of several 
multilateral instruments, some of which should be highlighted, such as Resolution 1803 
(XVII) GA by which the permanent sovereignty of States over their natural resources and 
their economic independence is recognized; Resolution 3201 (S-VI) GA, also known as 
the "Declaration of a New International Economic Order" (right to nationalization and 
transfer of ownership to its nationals) and Resolution 3281 (XXIX) AG "Charter of 
Economic Rights and Duties of States". However, despite the common position held in the 
discussions at the United Nations General Assembly, developing countries adopted 
divergent positions when they acted individually, by accepting the conclusion of bilateral 
investment protection treaties which included precisely those contents that they had 
fiercely rejected. In this way, in the 80's, with the rise of political and economic liberalism, 
and confronted with the need to strengthen their economies and the lack of economic 
resources, developing countries began a unique cession of part of the conquered rights, 
with the aim of attracting capitals. 

Initially, the signing of the BITs was expanded to countries of Central and Eastern Europe 
and to those of Southeast Asia, and in the 90s, under the pretext of the search of an 
"investment climate", with the aim of ensuring a "legal certainty" for foreign investors, Latin 
American countries, which historically had refused to sign them in virtue of the Calvo 
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Doctrine3 and the repeated abuses of capital exporting countries in their international 
economic relations, joined the long list of signatories of Investment Treaties. 

An unprecedented growth of FDI flows was verified in the 1990’s, surpassing even the 
amounts associated to trade. This behaviour was a response to capital’s new logic of 
production: a part of the production process is carried out by subsidiaries, integrated into a 
centralized strategy in which the different stages of this process result in the assembly of a 
final product, elaborated on a global scale. This new production logic required a 
substantial decrease in worldwide national regulations on trade and capital flows, and also 
sought to ensure a new legal structure in the relationship between states and multinational 
companies. 

In this context, the rapid proliferation of BITs is attributable in part to the pressure 
emanated from international financial organizations and central countries4, but also to the 
ideological dominance of neoliberalism, for which foreign investment is the decisive factor 
for growth, and to the belief that such treaties are essential for the increase of such 
investment. 

Since the signing of the first BIT in 1959, the number of such treaties grew steadily, closing 
the twentieth century with a total of 1,857 signed agreements (now the number of BITs 
signed exceeds 2,800). A dramatic growth was observed during the 1990s, quintupling the 
amount of agreements signed. 

 
Source: UNCTAD 

 
                                                             
3 For an analysis of the Calvo Doctrine see Crivelli [2014]. 
4Sornorajah points out that the official agencies of developed countries do not guarantee an investment if there 
is no BIT with the host country and the IMF conditions the granting of certain kinds of loans to the existence of 
an investment treaty.  
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Even though these treaties are applicable exclusively to the signatory countries, they are 
of particular importance due to the relevance implied in the recognition of foreign private 
investors’ rights that conditions National State’s capacity to define its economic policy. 

BITs are clearly asymmetric when they are subscribed between a central country and a 
peripheral country, since the protected investors are primarily from the former, due to the 
fact that investors from peripheral countries do not normally perform significant 
investments in central countries. In addition, they constitute, as Gus Van Harten points out, 
one of the most powerful international systems of redistribution of power in modern history; 
that which displaces it from the States to the multinational corporations and from the local 
justice to a private arbitration industry based in Washington, New York, London, Paris, The 
Hague and Stockholm [Van Harten, 2010]. 

The obligation of a fair and equitable treatment has been assimilated to the obligation of 
not affecting the investor in any way. The validity of the measures adopted by a State are 
thus exclusively judged based on their effects on the investors, even when dictated in a 
non-discriminatory way and exercising the State’s regulating power. Moreover, as has 
been sustained by a court, even when the measures taken are beneficial for the society as 
a whole, as in the case of environmental protection, the obligation to pay compensation 
remains5. 

The clause that establishes the prohibition to demand performance requirements contrasts 
with the policies used in some countries that have experienced rapid growth in Southeast 
Asia. The performance requirements have been fundamental in the industrialization 
processes of, for example, Korea or Taiwan and constitute a powerful instrument for 
subordinating the conduct of the transnational company to the development strategy of the 
host country. An important objective of the United States of America (“US”) in relation to 
peripheral countries has been the inclusion of this prohibition as well as the right for 
companies to appeal to arbitration in the case of non-compliance, in their Free Trading 
Agreements (“FTA”) or agreements related to the promotion of investments. 

Despite its negative implications in relation to sovereignty and room for policy, there is no 
conclusive evidence about the positive impact of these treaties on foreign investment 
flows.6 The numerous econometric studies performed arrive to contradicting results and 
the hypothesis of the little relevance of BITs in terms of attracting investment is 
strengthened by the cases of Southeast Asia, which received a significant flow of US 
investment despite the lack of investment treaties with the US; or Brazil, a major recipient 
of international capital flows, that has solely ratified one treaty (with Paraguay, signed in 
1956) of the thirteen treaties it subscribed between 1956 and 1998 (most, between 1994 
and 1995), even with major investors such as the United Kingdom, Netherlands, Germany, 
France and Italy.  

It is unlikely that a means of accumulation which reverts the persistent trend towards the 
transnacionalization of the economy, is consolidated in the medium term, with the 
consequential increase of foreign capital’s veto power over national decisions by virtue of 
their control of a good share of the economic surplus, if the State lacks the faculty to define 
                                                             
5Metalclad against the Mexican State. 
6  Among others: UNCTAD [1998] arrives to the conclusion that BITs play a minor role. Gallanger and Birch 
[2006] do not find any impact of BITs on investment flows. The conclusion is similar in Hallward-Dreimeier 
[2003]. Neumayer and Spess [2005] find, on the contrary, an important positive effect on investment. But, 
Yackee [2006], applying the model of the former authors, does not find any statistically significant effect.  
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the appropriateness, in each case, of investments which involve deepening, through the 
acquisition of local companies, the de-nationalization of the productive structure. It is also 
impossible to instrument a strategy of re-industrialization –which assumes, necessarily, the 
incorporation of new activities with a high economic impact in virtue of their scale and 
technical complexity-, if the State cannot define the role to be assigned in such strategies 
to the transnational capital and the forms that its incorporation into the local productive 
framework should have.  

The discussion about the impact of BITs is currently valid, given the existence of 
proposals, which have already been presented at the G20 meeting in Russia in 20127, to 
deepen these investment agreements at a multilateral level. The scarce academic 
precision that often supports the enunciation of the alleged benefits for developing 
countries should be, first, a warning and secondly, a motivation to encourage a reform that 
implies reverting the logic of the BITs currently in place. 

Such reform implies the adoption of paradigmatic changes which allow the performance of 
foreign investment in those sectors in which they can play a relevant role in terms of 
development. However, in addition, such changes should be compatible with a full 
utilization, by the national governments, of the instruments of economic policy to design 
the framework of incentives and regulations considered convenient in order to reach their 
objectives. 

4. Action Plan on Base Erosion and Profit Shifting and Developing Countries 
The G20 leaders in the Mexico meetings of the 18 and 19th of June, 2012, declared “the 
need to prevent the base erosion and profit shifting” (“BEPS”); and on July 2013, the 
OECD launched the BEPS Action Plan answering the request made by the G20 Finance 
Ministers.  

The G20’s leadership in pressing for a discussed solution for BEPS has definitely created 
an opportunity for a new path for sustainable growth to be followed. This is particularly 
relevant when considering the fact that BEPS has been a problem for a long time already, 
and its consequences not only affect the taxable base, but also the distribution of income 
within and among countries, the possibility of local private investment, the restrains for 
implementing fiscal policies encountered mainly by developing countries –but also by 
developed ones-; the competitiveness of local companies in respect of Multinational 
Entities (“MNEs”) that can shift their profits across borders to avoid or reduce their taxable 
base; and the credibility of the tax system in the eyes of all taxpayers “…if the largest and 
most high-profile taxpayers are seen to be avoiding their tax liabilities, confidence and 
effectiveness of the tax system is undermined…” [OECD, 2014] 

Indeed BEPS can affect the whole value chain if, in practice, MNEs produce locally due to 
country-specific incentives such as lower costs, subsidies for production or consumption, 
educational or infrastructure levels; but use BEPS mechanisms to shift capital abroad and 
pay taxes that are not commensurate with the size of the economic activity developed in 
each country. [Grondona, 2014] 

The harmonization of the income tax would contribute to facilitate international activity; the 
essential question would be to agree the way in which benefits would be allocated. 
However, experience indicates that developed countries will try to preserve and even 

                                                             
7 Such as that of Åslund [2012] 
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increase their tax collection and; the increase in the collection of some countries, when 
confronted with a given amount of global income, would imply the reduction in the tax 
collection of others [Figueroa, 2014]; unless the issue of the tax havens, secrecy 
jurisdictions and tax shelters8 is addressed, something which is not evident in BEPS Action 
Plan. 

In this sense, the fact that the G20 has instructed the OECD to take action in relation to 
BEPS, is a way of allowing for the richest part of its own being to come up with solutions 
that will indeed affect a globe composed mainly of low-income and developing countries; 
when it should perhaps be recalled that the fiscal parameters created and promoted by the 
OECD are the ones that have allowed for BEPS to take place in the first place. [Figueroa, 
2014] 

Therefore, there is a need to re-create a space where the low income and developing 
countries can discuss and confront the developed countries and propose their own 
solutions for a global discussion, with equal power and voting rights. 

It is worth noticing what was commented by UNCTAD [2014] on this respect: 

“Because these initiatives are mostly led by the developed economies – the main 
homes to TNCs and to some secrecy jurisdictions – there are risks that the debate 
will not fully take into account the needs and views of developing and transition 
economies. It will therefore be important to give a more prominent role to 
institutions like the United Nations Committee of Experts on International 
Cooperation in Tax Matters, and to consider the adoption of an international 
convention against tax avoidance and evasion.” 

Therefore, the G20 should firmly support the empowerment (and adequate funding) of the 
United Nations’ Tax Committee. Otherwise, underlying issues to the BEPS problem 
affecting developing countries in particular, as well as global wealth distribution, such as 
the residence over source criteria present in all model tax conventions, will not be 
addressed in the most proper conditions (or will not be addressed at all). 

As a matter of fact, BEPS Action Plan emphatically declares that the restauration of the 
imposition does not imply in any way changing the current international standard. This is, 
they pretend to capture those resources that through different artificial mechanisms are not 
taxable or are very low taxed, without changing the essence of the distribution of power 
imposed by the same few [Figueroa, 2014]. 

In this respect, it should not be necessary to remind the G20 that it has been the tax 
treaties based on OECD -and UN- model tax conventions, – in which residence over 
source criteria prevails- that have allowed for MNE’s to use “treaty shopping” (fiscal 
planning based on the treaty networks among countries) strategies in order to benefit from 
double tax avoidance.  

Moreover, the weight given to the intellectual property rights in global value chains 
(“GVC”), the possibility of registering such property rights in sole proprietors, along with the 
system of tax treaties available and the facilities given for hiding beneficial ownership in 

                                                             
8 Rosembuj [2009:71 to 77] offers a detailed explanation of the use of tax shelters in fiscal planning and the 
way in which these result in an abuse of the law, infringing the intention of the legislators who wrote the laws 
that they seem to be complying with to the letter.  
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specially created entities in financial secrecy jurisdictions have propitiated the structuring 
of multinationals groups with BEPS objectives.  

Such MNE’s structures and restructuring represent a particular problem for developing 
countries; particularly when linked to privatized strategic sectors; in which cases, the sale 
of affiliated companies among group members has several effects, not only due to the loss 
of value caused by asset valuation or non-valuation driven by BEPS interest; but also due 
to the risk of ownership of such strategic assets being hidden behind different layers of 
entities.  

In this sense, fiscal planning has served as a complement for, in the context of globalized 
value chains, stripping off entities located in low-income and developing countries of all 
relevant functions, risks and assets; turning such countries into devalued links in the global 
chain with rights to increasingly smaller portions of the overall benefits’ cake. This could 
have an effect on the developing countries’ external restriction given the increasing 
difference between the export of undervalued goods and the import of overvalued ones 
(due to the excessive value given to the intangible assets they contain) from affiliates of 
the MNE –usually located in tax havens- that hold the property of the assets, as well as the 
functions and risks of which, the affiliated companies located in developing countries, were 
stripped-off.  

The intensification of the FDI flows is one of the constitutive characteristics of the current 
globalization phase. The headquarters of the multinational enterprises tend to organize 
production and trade at a global scale through operating their network of related entities 
(subsidiaries and companies with which they have strategic or tactical alliances) in the 
most efficient possible way. In this context, it could have been expected for FDI to have 
enabled the widespread of international productive and technological standards, and 
allowed for the expansion of the insertion of exports and further incorporation of the 
affiliates located in the country and their potential local suppliers, to the global productive 
chains. However, there is evidence that the technological spill overs have been weak and 
that, in the framework of the de-nationalization process, engineering related functions and 
other R&D activities that were previously performed by local entities, were transferred 
abroad. [Porta y Fernandez Bugna, 2010] 

For these reasons, Seabrooke and Wigan [2014] point out the relevance of starting to 
evaluate the productive chains as global wealth chains instead of GVC, due to the tax 
evasion, tax avoidance and profit shifting motivations that lead multinational enterprises to 
localize their affiliates and their productive activities in different jurisdictions in order to 
minimize tax and increase their global wealth. 

These matters should be taken into account in the context of the current discussion of the 
Action Plan on BEPS carried out by the OECD; instead of being GVC proposed as a 
solution to the BEPS problem in developing countries [OECD, 2014]. 

For this reason, it is a concern that a marginal attention is given to miss-pricing in 
commodities transactions, when such has been the manner historically used for BEPS 
from developing countries; as well as the fact that such transactions are currently made 
through very complex manners, using several intermediaries with growing artificially 
created "economic substance" justifying the profit left abroad. For developing countries, 
this still means that exports from such countries have a tendency to be undervalued and 
imports to be overvalued.  
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This doesn’t mean that the excessive services, royalties and interest charges are not a 
problem for low-income and developing countries; but instead, that the problem of the 
valuation of tangible goods should not be underestimated.   

In any case, the underlying issue behind services, royalties and interest charges is the use 
of the separate entity criteria, in a context where such transfers should be considered as 
capital transfers (equity contribution or dividends) within a multinational group9, due to the 
fact that they are settled in the context of an intragroup agreement which should not be 
considered as such due to the fact that is has been settled between one entity and another 
subject to it. [Corti, 2012] 

As long as this consideration is not made, developing countries will find it very hard to 
question such charges, unless they employ alternative legal frameworks, as has already 
been the case of some developing countries, members of the G20. This is so; because, 
the application of OECD suggested methodologies provides weak tools for developing 
countries to question MNE’s wealth structures [Grondona, 2014]. And, in some cases, the 
negotiating power and budget of MNEs is several times bigger than that of the developing 
countries’ tax authorities department in charge of tackling BEPS. 

Developing countries do not have the strength or the tools, to attack such base eroding 
structures; and the solution for this problem will not come until the basis of such system, 
i.e. the arm’s length principle, is revised.  

In such context, the solution of international disputes in relation to BEPS should be 
addressed carefully, considering the differential weight of the global actors.  

In addition, in the context of several actions taking place to sort out the alleged problem of 
the “lack of local legislations to effectively tackle BEPS” and for “capacity building in 
international tax and BEPS” in developing countries, it should be assessed that there is a 
significant “grey zone” between “building developing countries’ capacity”, and interfering in 
their economies introducing global solutions created by and for developed countries at 
their own convenience and in relation to their own specific economic contexts. It should be 
propitiated instead, that such capacity building comes from the regional environment to 
which the emerging countries belong, without the interference of the OECD. 

Moreover, the regional meetings on BEPS carried out by the OECD in contexts such as 
Latin America and the Caribbean, imply the broadening of the OECD’s sphere of 
interference and role, and are a direct consequence of the propitiated dismantling of the 
UN Tax Committee. 

A comment should be made in relation to a repeatedly arising question of a possible "race 
to the bottom" by developing countries competing among themselves by offering special 
tax regimes in order to attract foreign investment. Even when it could be agreed that many 
MNEs would invest in developing countries regardless of the tax incentives received, and 
the benefits of FDI are certainly arguable, providing a fiscal incentive is a sovereign right of 
each country; particularly in the context of the harmful tax incentives –and secrecy 
jurisdictions- that are still favoured by developed countries for their own benefit -also with 
arguable results-, causing much bigger damage for global finance and global 
                                                             
9 As has been well observed by Rosembuj [2009: 225], “the exploitation of intellectual capital, knowledge and 
the legal good of information, is the main of the competitive advantages of the transnational organization in the 
global market”. For this reason, the comparison with external market references is useless and completely 
inadequate. 
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development. Given the weight of the tax incentives and secrecy provided by the latter, 
which are some of the main economies of the globe, it’s such economies that should be 
required to revise their harmful tax practices, before moving the attention towards the 
incentives provided by low-income and developing countries that are many times left with 
no other tools for attempting economic growth. 

In addition, Common Reporting Standard for the Automatic Exchange of Tax Information 
(“AEOI”) endorsed by the G20’s Brisbane Communiqué (2014), on a reciprocal basis, in 
order to prevent cross-border tax evasion, have the potential of turning into a powerful tool 
to tackle base erosion and money laundering. However, care should be taken so as not to 
punish low-income and developing countries that cannot comply with such exchange of 
information due to the cost and enforcing power required for it; and instead, focus on 
jurisdictions that have more economic and financial weight, and on which the information 
needs to be more accessible for its commercial partners. Moreover, it is interesting, that as 
they are currently written, such standards still allow for beneficial owners to hide behind 
legal structures such as trusts, holdings, foundations, etc. 

It is also especially relevant for developing countries to analyse the ways in which they will 
be able to receive and use the information from the master file, country-by-country report 
and local files for which a standard has been elaborated in Action 13th of OECD’s BEPS 
Action Plan. Such information should reach developing countries through AEOI; and not 
only be required to be accessible in the country of residence of the MNEs headquarters.  

Having said all this, the problem of the enablers’ industry that markets pre-packed 
solutions for base erosion profit shifting and capital flight should be specifically addressed 
by the G20. 

Such enablers consist of fiscal and legal advisors, led by those generally referred to as 
“The Big Four” who, under the name of fiscal planning with an objective in global tax 
minimization, profit from creating global structures which they manage to fit into legal 
existing frameworks, taking advantage of existing tax treaties. Global legal advisors, in 
their turn, provide the framework for the creation and registration of entities hiding the 
beneficial ownership behind structures such as trusts, holdings, foundations or special 
purpose entities in countries that allow for such secrecy driven entities. While, financial 
entities offer financial solutions and bank accounts to channel the benefits from BEPS and 
capital flight. Such enablers industry, besides having an impressive lobby power and 
influencing decision makers in different creative ways, is also the one defending the base 
eroders and profit shifters in local courts, making it almost impossible for low-income and 
developing countries’ tax authorities to successfully tackle these issues. [Rua, 2014] 

The issue of the tax havens and/ or jurisdictions in which financial, and asset-property 
secrecy prevail, becomes critical and should be re-introduced in the G20 Agenda (to be 
accurate, it was on the “first line” of the Agenda previous to the London meeting in 2009 
and later, this crucial matter was “mysteriously” eliminated from the agenda until today), to 
be able to tackle effectively the illicit financial flows and capital flight from emerging (and 
developed) countries to (and from) them, stemming both from tax evasion and avoidance, 
as well as from money laundry, among other crimes of global reach. 
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It should be pointed out that there is no other reason, but being useful gears to this 
industry, that explains the amount of multinational banks doing business in the main 20 
countries listed by the Financial Secrecy Index (FSI) in 201310: 

Amount of Banks registered in the main 20 countries of the FSI ranking. 
FSI 
Ranking  
(2013) 

Countries 
Amount 
of Banks 
(2012) 

1 Switzerland 312 
2 Luxembourg 147 
3 Hong Kong 194 
4 Cayman Islands 234 
5 Singapore 168 
7 Lebanon 148 
9 Jersey 46 
11 Panama 88 
12 Malaysia (Labuan) 105 
13 Bahrein 189 
14 Bermuda 4 
15 Guernsey 35 
16 United Arabic Emirates (Dubai) 153 
18 Austria 709 
19 Mauricio 28 

20 British Virgin Islands 6 

  Subtotal  2566 

6 United States 7357 
8 Germany 1903 
10 Japan 1820 

17 Canada 74 

  Total top 20 FSI 13720 

Source: Rua (2014) 

 

Such businesses in financial secrecy jurisdictions are fed by the illicit financial flows 
enabled by BEPS and capital flight from the low-income and developing economies –as 
well as from developed ones-, creating the above-mentioned consequences and 
increasing global inequality. 

  

                                                             
10 Financial Secrecy Index, FSI, (2013), is available at http://www.financialsecrecyindex.com/ 
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Ratio of “offshore wealth of residents / GDP in current dollars" and Ratio of 
“offshore wealth of residents / GDP estimated according to Purchasing Power Parity 

(PPP) of the respective currencies" for Latin America and the Caribbean (2010). In 
millions of current dollars 

Countries Offshore 
wealth(1) 

GDP 
measured 
in current 
dollars (2) 

RATIO 
Offshore 
Wealth / 
GDP (3) = 
(1) / (2) 

GDP 
estimated 
based on 

the PPP (4) 

RATIO 
Offshore 
Wealth / 
GDP-PPP 
(5) = (1) / 

(4) 
Argentina 399.1 367.565 109% 638.730 62% 
Venezuela 405.8 393.807 103% 348.539 116% 
Mexico 417.5 1034.150 40% 1608.963 26% 
Brazil 519.5 2142.930 24% 2167.433 24% 
Subtotal First 4 countries 
(*) 1741.9 3938.45 44% 4763.67 37% 
Trinidad and Tobago 53 20.593 257% 26.024 204% 
Panama 37.6 27.053 139% 44.365 85% 
Bolivia 18.4 19.786 93% 47.578 39% 
El Salvador 11.2 21.418 52% 42.640 26% 
Chile 105 217.312 48% 273.450 38% 
Uruguay 13.3 39.412 34% 46.688 28% 
Ecuador (***) 21.6 63.754 34% 127.106 17% 
Colombia 47.9 284.877 17% 432.307 11% 
Dominican Republic 10.2 51.672 20% 86.745 12% 
Peru 8.1 153.884 5% 274.044 3% 
Subtotal Following 10 
countries (*) 326.3 899.761 36% 1400,947 23% 
Remaining (*) (**) -9.96 167.684 -6% 289,583 -3% 
TOTAL LAC 2058.24 5005.89 41% 6454,2 32% 

 
Source: Gaggero, Rua, Gaggero (2013) 

Notes: 

(*) In absolute value of offshore wealth. 

(**) Composed by: Jamaica, Honduras, Guyana, Belize, Barbados, San Cristobal, Paraguay, Antigua and 
Barbuda, Saint Vincent, Dominica, Saint Lucia, Granada, Haiti, Costa Rica, Surinam, Nicaragua, Guatemala 
and Bahamas. 

(***) Ecuador has a dollarized economy. 
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5. The structural failure of austerity policies 
A. Investment 

The conventional approach understands that, a favourable investment atmosphere would 
be given by a very “open” economy, a favourable tax system for corporate income, the 
deregulation of markets (financial, commercial and labour) and the implementation of 
"sound" macroeconomic policies (specifically, policies focused on price stability and fiscal 
balance).11 However, macroeconomic policies based on fiscal balance can discourage 
investment by producing a contraction in aggregate demand, contributing to stagnation, 
despite the allegedly "friendly “to market macroeconomic setting they intend to propitiate. 

On the other hand, it should not be forgotten that the main factors deteriorating income 
distribution are the tendency to stagnation of real wages (in major developed countries 
such as Germany, United States of America, Japan, United Kingdom, France and Italy, 
among others) and the significate worsening of functional income distribution. In several of 
these countries, growth in productivity per worker exceeds the increase in real wages, 
consequently imposing a regressive bias in the distribution of income.12 For this reason, 
global wage growth in recent years has been driven by emerging and developing 
economies, where real wages have been rising – sometimes rapidly – since 2007.13 

It is very interesting and worthwhile to make the investment in infrastructure a main tool to 
overcome economic stagnation. However, in the conventional approach relating to fiscal 
policy, particularly in times of recession or stagnation of economic activity, there is not 
much room to expand this type of investment. 

B. Fiscal targets 
The obsession with fiscal targets or balanced budgets was temporarily forgotten at the 
heat of the crisis. However, as soon as economic growth started to pick up, governments 
and multilateral institutions focused their criticism on rising fiscal deficits and public debt. 
Moreover, in just over two years, the financial markets began to consider the governments’ 
fiscal policy more as part of the problem rather than part of the solution, denying the 
evidence that deficits and debt accumulation of the last lustrum were the direct result of 
the inadequate regulation of the financial institutions, which has resulted in a global 
recession.  

The main argument was that the fiscal space for growth-stimulus policies had been 
exhausted. However, fiscal space is a largely endogenous variable. An active fiscal policy 
will affect the fiscal balance by altering the macroeconomic situation through its impact on 
the income of the private sector and the taxes perceived from such income. 

                                                             
11 All of them, policies that were part of the “Washington Consensus” Decalogue of reforms, and that proved 
their destructive power for the economies after being implemented by developing countries in the last decade 
of the 20th century.  
12See ILO [2015]. 
13 However, there are major regional variations. While real wage growth in 2013 reached 6 per cent in Asia 
and nearly 6 per cent in Eastern Europe and Central Asia, it amounted to less than 1 per cent in Latin America 
and the Caribbean (down from 2.3 per cent in 2012). Tentative estimates also show that real wages grew by 
almost 4 per cent in the Middle East, due to strong reported wage growth in Saudi Arabia, but by less than 1 
per cent in Africa. Real wage growth in emerging G20 economies slowed from 6.7 per cent in 2012 to 5.9 per 
cent in 2013 [see ILO, 2015]. 
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Therefore, due to its negative impact on aggregate demand and the taxable base, fiscal 
retrenchment leads to lower fiscal revenues and hampers fiscal consolidation. Since 
current expenditure can be difficult to adjust (because it is composed mainly of wages and 
social programs and such adjustment would be unfair and violating of economic and social 
rights), fiscal retrenchment entails large cuts in public investment. This reduction in public 
expenditure with the purpose of promoting growth may lead to a fall in the present value of 
future government revenues that is larger than the fiscal savings obtained by the 
retrenchment. The immediate outcome may be an improvement in the cash flow of the 
government, but such would be achieved at the expense of long term fiscal and debt 
sustainability. 

As expected, the failure to consider these dynamic effects led to disappointing results for 
many countries that implemented fiscal adjustment. It was expected that fiscal adjustment 
would reduce the deficit in budget, but the deficit became even greater due to the decline 
in GDP in such countries.14 

From an analytical point of view, public investment has an important role in growth and 
development by inducing greater private investment. This relationship is given by several 
main engines. On the demand side, public investment induces more private investment, 
primarily due to the multiplier effect and, secondly, by the expansion and physical 
integration of the domestic market, mainly through infrastructure. On the other side, public 
investment and procurement policy of state-owned enterprises are a source of 
autonomous demand which encourages the use of unused productive capacity while, at 
the same time, stimulating the expansion of production capacity in sectors that would 
otherwise not have incentives to grow. Thus, although initially spending on public 
investment can produce a higher fiscal deficit, it then has a favourable impact on output 
growth, positively affecting not only the product growth, but also the fiscal balance (e.g., 
increasing tax revenues originated in the growth of economic activity). 

In fact, some renowned economists are proposing this solution to retrieve a path of 
dynamic growth in the US and also for the Euro area. For example, Summers has recently 
argued in a provocative style that public investment is actually a “free lunch”. This implies 
that prescriptions for fiscal austerity as a way out of the financial crisis, and fiscal 
consolidation (euphemism for cutting government spending) are going in the wrong 
direction. 

These proposals are based on a significant change in the diagnosis of the current 
situation. The argument is as follows: now, instead of being concerned with minor 
adjustments to stabilize about a given trend, concern is focused on avoiding secular 
stagnation. Much of this concern arises from the long run effects of short-run 
developments and the inability of monetary policy to accomplish much more when interest 
rates have already reached their lower bound. [Summers, 2014] 

C. Change in macroeconomic policies 
It is therefore evident that fiscal policy would no longer be merely a tool to stabilize short-
term fluctuations, and could become a tool to promote long-term growth. And more 
importantly, instead of stabilizing the economy around an exogenous growth trend (given 
by the supply side), it could positively influence the long-term potential product. 

                                                             
14 As shown in Trade and Development Report, UNCTAD, 2011. 
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As Arthur Okun [1962] noted several decades ago, the failure to use one year´s potential 
fully can influence future potential GNP: “to the extent that low utilization rates and 
accompanying low profits and personal incomes hold down investment in plant, 
equipment, research, housing, and education, the growth of potential GNP will be 
retarded”. 

Thus, the main bottleneck that hinders global growth (and particularly in the developed 
world) is the regressive income distribution and the lack of effective demand. The 
Eurozone emerged from recession in the second quarter of 2013, after 18 months of 
contraction, the longest in its history. But growth remains weak and erratic, while 
unemployment remains high. The unemployment rate in the Euro zone rose in November 
to 12.1%, remaining at record levels, according to data from Eurostat. Greece and Spain 
are back on top of the ranking of job losses, with unemployment rates of 27.4% and 
26.7%, respectively.15 

In the case of the US, although there was a recent recovery, the path of long-term growth 
is far from promising, but does not look as dramatic as the Euro zone. However, progress 
has not been strong enough to make a significant difference in the still large gap in 
employment. As various analysts have argued so far it remains as a recovery in economic 
activity, not in employment. 

The lacklustre nature of the recovery is due to the continued implementation of fiscal 
consolidation policies. In contrast to the (albeit weak) positive impulses of private 
spending, governments in several advanced economies continue to implement policies to 
reduce the primary fiscal deficit by raising taxes and / or lowering government spending. 

Even some of the countries with sufficient fiscal space to provide a stimulus to aggregate 
demand, which could be extended to other regions, are pursuing fiscal consolidation. This 
makes it even more difficult to achieve the objectives of employment and public budget 
balance. 

Indeed, in the context of weak economic growth, government revenues remain low and 
government spending is difficult to adjust. For example, in the Euro zone, the ratio public 
debt / GDP has reached more than 100 percent of GDP, the highest ratio among all 
regions. Increasingly, as ILO [2015] and IMF [2014] themselves argue, the application of 
these policies are being recognized as ineffective and as an unnecessary prolongation of 
the crisis. 

Different arrangements of public-private concurrence are regarded by some views as part 
of the solution. But the problem of growth in times of crisis and persistent stagnation 
requires a clear and powerful response from public policies, something the private sector 
(by nature) is unable to provide. 

In addition, the slow global economic growth has been associated with even weaker 
employment growth in many G20 countries and also with a weak elasticity of employment / 
GDP than in the pre-crisis stage. Hence, more stimuli than in the past (rather than less) 
are required in order to produce similar results in terms of employment and productive 
activity. 
  

                                                             
15 Countries where the majoritarian opinion is today aligned with those who question the continuity of the 
neoliberal policies.  
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D. Trade 
Also, the slowdown in international trade has been noted with disappointment fact and 
protectionism has been blamed for it. In this context, greater integration (particularly of 
Small and Medium Enterprises (“SMEs”) and developing countries) to GVCs, has been 
encouraged, arguing that there could be a strong correlation between participation in 
global value chains and per capita GDP. 

Certainly, the discussions on GVCs have permeated international organisations’ research 
and policy agendas. But the analysis of recent policy recommendations urging for greater 
liberalization of trade in goods and services has found that such proposals should not be 
applied automatically to developing countries without some form of government regulation. 

It is argued that the theoretical framework under analysis (i.e. GVCs), far from being a 
novelty, was first introduced as a way of analysing international expansion and geographic 
dispersion of the various production chains. And it has been intensively studied by 
specialized researchers from the nineties (as G. Gereffi, R. Kaplinsky, T. Sturgeon, J. 
Humphrey, and others). But what appears to be new is the use of these analytical tools to 
support an agenda of eminently liberal economic reforms.16 As these authors point out, the 
theoretical proposal made by organisations like the World Trade Organization (“WTO”) and 
others seem to rely on a few basic assumptions, upon which highly optimist views about 
GVCs effects on economic development are built. 

For example, it is considered that globalisation has a positive impact on productivity due to 
efficiency improvements resulting from international competition, better access to 
technology and knowledge, and greater room for specialisation and economies of scale.  

It is assumed, under the orthodox approach, that participation in GVC could increase 
productivity, since it would facilitate the access to cheaper or higher quality inputs, and that 
GVC would also work as a path for developing countries to access international markets of 
goods and services, focusing on certain activities and processes rather than by 
establishing a complete value chain. Thus, in order to fully benefit from value chains, 
governments should liberalize as much as possible trade in goods and services and 
improve the business environment through trade easement and investment liberalisation, 
policies on competition, intellectual property, and temporary labour movement, among 
others. 

Thereby, the chain links that would be willing to settle in a particular country could achieve 
the production of inputs and intermediate goods by importing at the lowest possible cost, 
and gain competitiveness in the global market, where they could sell their final product 
"made in the world". 

The conclusions drawn from this argument are straightforward. The tariff reductions on 
imported inputs would lead to an improvement in the external competitiveness of the 
economy, which in turn would result in increased exports and therefore on revenue. As 
Dalle, Fossati & Lavopa [2014] noted, this argument rests on two implicit assumptions 
which minimize the differences in production structures in the different countries, and are 
valid only in certain special cases (which, incidentally, are rare in the real world and even 
more in the periphery).  
                                                             
16 See for example Dalle, D., Fossati, V, & Lavopa, F. (2014). 
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First, it is assumed that exports have a high price-elasticity, which may not be the case in 
many developing countries. Additionally it is assumed that substitution of local suppliers by 
imported products will not lead to a contraction of GDP and employment.  

On the other hand, it has been increasingly recognized that the mere integration of 
domestic firms into GVC does not guarantee economic development, since the success of 
this strategy depends on the place occupied by these companies within the GVC. 

For example, UNCTAD [2013] argues that integration in a GVC is not a synonym of 
economic development. Simply, the empirical evidence shows that developing countries 
able to increase their domestic production of value added and improve the know-how and 
productive capacity only through integration to GVC have been very few. 

In short, even from the perspective of GVC, the process of industrial upgrading is not 
automatic and presupposes some form of government intervention, and this is the reason 
why under certain circumstances protectionism is necessary. As Milberg [2013] says: 

VSI (vertically-specialized industrialization) requires an industrial policy focus on 
regulating links to the global economy -- especially trade, foreign direct investment, 
and exchange rates – more than was the case under import-substitution 
industrialization (“ISI”) policies, which focused on building national capabilities, but 
also in a different way than had been the case in the era of export-oriented 
industrialization (“EOI”), where the focus was typically on final goods exports. 

More generally, there are two (both global and regional) different models of trade and 
production integration. These two different models have an economic root on the different 
perceptions of how international trade works and affects economic development. For 
neoclassical theory of comparative advantage, free trade is the best domestic policy to 
increase national income and welfare.  

This proposition holds for one country irrespective of the trade policies followed by others 
countries. The assumptions of full employment, factor substitution, and constant returns to 
scale logically guarantee this outcome.17 The proliferation of trade arrangements is 
perceived as a deviation of trade and a practice promoting rent-seeking activities. 
‘Levelling of the playing field’ is considered the best policy regardless of a country’s 
development stage. 

From a heterodox trade perspective, the inexistence of an automatic full employment 
mechanism and the presence of increasing returns to scale, in an heterogeneous global 
economy, creates a pattern of (national, sub national or regional) trade specialization 
based on absolute advantages. The regions within each country or between countries do 
not tend to develop in a convergent way, but, on the contrary, the existence of increasing 
returns translates into advantages associated to technological learning and scale 
economies spatially located and concentrated in industrial activities. Thereby, due to the 
‘cumulative causation’ principle, countries, or regions within a country, in a lower stage of 
development may be lock-in on regressive specialization and, unless they manage to 
obtain inducing mechanisms and scale for their industries, it is not possible to intensify the 
social division of labour and change their productive structures. [Aguiar de Medeiros, 
2007]. 

                                                             
17See Maneschi [1998]. 
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In international relations, this was the basic reason for UNCTAD to defend, since its 
establishment, a change in the Most-Favoured-Nation (“MFN”) clause and the non-
reciprocity principle for developing countries, adopting the assumption “that treating 
unequal equally simply exacerbated inequalities”.   

Thus, these approaches entail two different conceptions of trade (regional and global): one 
is based on a "level playing field" and free trade; other (to which we adhere) believes that 
cooperation involves the adoption of different rules between unequal partners and 
emphasizes on strategic trade (or managed trade). 

E. Employment 
Now, we would like to make a few considerations on employment policies that have 
dominated academic discussion and practice of economic policy. Inflation has been 
dramatically reduced by the OECD countries as a whole, also on account of prolonged 
recession. In the OECD countries in general, and to a greater extent in the US, real wages 
have increased less than productivity, thus contributing to deceleration of the inflation 
process. This behaviour of real wages may be interpreted as a result of prolonged 
unemployment and of institutional changes that have taken place in most countries, 
particularly towards the end of the 1980s, when many countries implemented, in varying 
degrees, policies aimed at deregulating and increasing flexibility in labour markets.  

However, the reduction neither in inflation rate nor in labour costs had any favourable 
impact on employment levels; and more austere fiscal policies and changes in income 
distribution unfavourable to lower income groups, tend to have an adverse impact on 
aggregate demand and employment. 

Thus, fiscal austerity policies have led to higher unemployment and stagnant real wages. 
These results, in turn, reinforced the deflationary and contractionary trends, and articulated 
with the austerity policies, led to a persistent reduction in the rate of investment, which 
affects both employment levels and technological progress. 

The labour flexibility and deregulation of labour markets policies, far from producing higher 
levels of employment, led to unprecedented unemployment rates in the developed world 
and a worsening of functional income distribution. The redistribution of income in favour of 
the wealthiest social groups reduces economies’ propensity to spend and contributes to 
economic stagnation. 

In this context, the broadening of financial inclusion –through consumption and residential 
credits- has been attempted to be used, in developed countries, to patch-up growing 
inequality, through credit. In this way, families’ debt increases as a response to the 
stagnation or fall of real wages and salaries; but the deterioration of income distribution is 
not stopped because the central problems of such regressive distribution of income are not 
tackled.  

It is worth noticing that, in the Argentine case, the strengthening of labour market 
institutions and the abandonment of labour flexibility schemes, which had been adopted in 
times of neoliberalism, contributed decisively to the increase of employment and product. 
For such reason, it seems promising and necessary the decision of having incorporated 
the International Labour Organization (“ILO”) to the debate of the G20 meetings. 

The tendency to liberalize commerce, "levelling the playing field", deepened the regional 
disparities as well as those among countries, something which was only compensated in 
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the last years by the strong growth in some developing countries and the rapid growth of 
the South-South trade. 

History has shown that this set of policies has structural flaws and produce results that are 
opposite to those proclaimed. The imperative of these times is to radically change both the 
analytical approaches as well as the primary economic policies that have dominated the 
international scene in recent decades. 

6. Development 
A. Finance for infrastructure 

The importance of infrastructure investment is, according to our perspective, key to 
development. However, the accomplishment of its optimum results is not only dependent 
of its level, but also of the criteria with which it is implemented. Such corresponds to 
different approaches stemming from different paradigms of economic thought.  

Developing countries have to deal with solving what is normally addressed as the 
“infrastructure gap” [Crovetto, Hang y Casparrino, 2014]. The orthodox view predominant 
in the last decades, in relation to the calculation of such gap, has not managed to do 
anything but widen it, such approach of the neoclassical and new Keynesians streams 
understands that growth is rooted in the accumulation of factors and conceives that 
investment in infrastructure is added to the rest of private investment complying with a 
similar role: the accumulation of the capital factor. The criteria is completed with the 
commitment to the idea that the competitive markets optimize the allocation of resources 
and guarantee the improvement in productivity assuring the growth of the per capita 
product and the convergence of the developing countries with the developed ones.  

In this analysis framework, the discussion on whether the investment should be made by 
the State or the private sector is an institutional one. However, it should be observed that 
the view presented above had a blunt failure in decades of neo-liberalism. 

Therefore, we understand that a reformulation of the approaches that support the policies 
destined to overcome the “infrastructure gap” and stablish its adequate calculation must be 
based on the Latin-American Structuralism school of thought. Such school accounts for 
heterogeneous conformations of productive structures in the framework of which the 
mercantile sings of resource allocation for investment reproduce and amplify the 
heterogeneities instead of reducing them. The valuation of the critical points standing in 
the way of, hindering or preventing, development is essential under this approach. Such 
critical points are not of a general origin and each country requires a particular analysis, 
attending to its specific historical trail. In todays’ world, such characteristics cannot be 
analysed through the contemplation of the countries own structure, but must include the 
particular relation that each country has with the global productive system. Under this 
methodology it is crucial to pay attention to the productive differences among sectors, to 
the restrictions presented in the availability of currency and to the novel and promising 
initiatives and institutions in the regional order which favour processes of economic, 
cultural and political integration (as is the case in South America with UNASUR and 
MERCOSUR). 

This approach, essential and of a key importance to re-approached in this new time, 
requires from each country, and also at the regional level, of the construction of an image-
objective that expresses the popular will in such levels. This constitutes a basic democratic 
principle, the definition of the future trail of nations, regions –and even at the global level- 
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should be adopted by the citizenships and not be submitted to any market’s “invisible 
hand”. In addition, it responds to the repeated consensus given over and over again by the 
General Assembly of the United Nations, on the fact that development strategies and 
policies must be led by the developing countries themselves, according to their specific 
conditions, needs and priorities. 

Putting an end to the unbalanced economic structures of the peripheral world and 
constructing another of a balanced character takes time, and its success has its nodal 
point in conceiving the “gap” as a product of the national histories, avoiding the simplistic 
and inefficient approach of adopting universal recipes of an non-historical character. 

The possibility of a public and private concurrence (“PPP”) in infrastructure investment 
implies the accumulation of unnecessary efforts for development. It is important, as has 
been said, that the decision on the strategy of national projects be adopted in the public 
order by the citizenry’s decision, since such definition exceeds the economic arena and 
affects the essential spheres of democracy and ethics. 

It is necessary to point out that, in theory, PPP transfer risks and financial obligations to 
the private sector, but experience indicates that in practice it does not work in this manner. 
On the contrary, in many countries, badly designed and poorly monitored agreements, and 
their negotiations, have led to the socialization of the risks through overly generous 
subsidies and warranties granted based on public resources. The governments that 
attempt to revise such contracts with the purpose of obtaining a higher balance between 
risks and benefits are generally taken to international courts. One of the attractions of 
these alliances for governments is that they provide an illusion of overcoming the budget 
restrictions since many of the obligations of the public sector are transfer to the future and 
do not require to be approved in the budget. Therefore, this sort of “buy now and pay later” 
implies less transparency and creates greater opportunities for corruption.18 

In reference to the ways of financing the infrastructure investment in the developing world, 
the respect of what was stated on the preceding paragraph will guarantee that the 
necessary resources of the international finance attend without entailing conditionalities 
that distort the national projects decided by the democratic authorities. For this purpose, 
inter-governmental dialogue and agreements promoting the framework in which the private 
sectors will develop are essential. At the same time, it is required to re-establishing the 
centrality of the loans for infrastructure by the multilateral organizations and the regional 
development banks, abandoning their erroneous tendency of the last decades to get 
involved in financial assistance for what was denominated “structural reforms”.  

In addition, the creation of more institutions of the same type should be promoted at the 
regional and national levels, recovering the central role of financial institutions of public 
character in the pursuit of the feasibility of development processes. Brazilian BNDES 
constitutes a State policy from which to learn. The creation of the Bank of the South 
indicates an adequate trail to accomplish and expand. 

  

                                                             
18In this respect, see [Heinrich Boell Foundation North America y Latindadd., 2014]. 
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B. The key role of SMEs. A focus on the necessary strategy for the sector. 
SMEs have a strategic role to accomplish boosting the development of peripheral 
economies. This process requires both the diversification of their economies, including 
energetic and active policies for re-industrialization - after the serious consequences of 
neoliberal policies- and greater internal production and regional integration [Kulfas, 2011]. 

In the context of local development models, the take-off of SMEs and their articulation as 
actors for the improvement of equality, must be thought through the incorporation of 
different sectors of civil society, such as universities and institutions of science and 
technology and other areas of citizenship interaction and participation; and accomplished 
through a special bureaucratic structure at different levels of the public sector, such as 
State departments and agencies organized for the sector. 

The SMEs have excellent capacity to contribute to the articulation of production chains, 
strengthening productive links that were lost or weakened during the neoconservative 
policies boom process. To improve the technological content of their activities and 
products and moving towards a more intensive use of knowledge in production is a key 
strategy in the sector. 

The financing issue is a key topic for the development of SMEs, especially long-term loans 
for investment. In this sense, it is a priority to overcome their insufficiency which affects 
most developing countries. The dismantling process of national development banks and 
privatization of public banks have not contributed to that goal; on the contrary, the results 
have been the opposite and highly disturbing.  

The same negative effect was produced by the financial deregulation policies and credit 
allocation through mercantile signs. 

Other proposals such as microcredits, addressed to small entrepreneurships based on the 
work of their members; and among them, communal banks, and rotating funds, have a 
greater potential than individual schemes to strengthen the construction of interpersonal 
and commercial bonds among requesters, such as the creation of value chains among 
micro-entrepreneurs; whom may serve the purpose of propelling development in the 
emerging areas, regions and countries. The potentiality of microcredit will depend, 
however, on whether it is articulated with other tools and escorted by community 
organizations. [Sacroisky and Urturi, 2014]. 

In developing countries such as Argentina, private banks have tended to choose highly 
profitable niches such as consumer credit, subtracting resources from SMEs’ sector. 
Therefore, in order to promote the growth of SMEs in emerging markets, a reform of the 
financial sector that would allow accomplishing the coursing of an adequate volume of 
credit with allocation objectives and differentiation of interest rates consistent with the 
differential capacities of the sector, is required. 

It is necessary to note that the expansion of these businesses presents typical scale 
change problems facing a clear challenge: to grow and solve a substantial improvement in 
competitiveness or be exposed to the danger of competition offered by the greatest actors, 
risking an undesirable concentration of the economy. This concentration has expressed 
itself in the past through strong processes of transnationalization of developing economies, 
conspiring against the required reduction of inequalities between nations, weaken the 
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ability of states to drive national development projects and corrode a better development of 
international relations between countries. They also conspire against the objective of a 
world with countries that respect their choices of economic pathways, cultural identities 
and their own entrepreneurial and productive communities. 

In this sense, SMEs should be assumed to be an entrepreneurial subsystem internally 
related and linked with other actors in the economy and society. Integrated views require 
understanding the SME policy as a part of a production development and industrial policy 
and, therefore work with general objectives from which the specific instruments can be 
structured. 

C. Other policies for Development 
Among other proposals evaluated by the G20 to improve the living conditions of 
developing countries and those less advanced, it was suggested that these countries seek 
through the production of agricultural goods, to insert themselves into the global economy 
and improve conditions for their markets in order to raise their lifestyle. The Food Security 
and Nutrition Framework (Framework for Food Security and Nutrition) proposed in 
Brisbane 2014 for the Turkey summit, evaluated the idea of "supporting food security in 
the developing world by focusing on sustainable food systems and improving productivity 
of smaller farms"19, meaning, agricultural products, and their ability to produce and 
commercialize them. 

The G20’s Turkish Presidency assigned a special priority to the problem of Food Security 
and Nutrition Framework. For such reason, it decided to re-establish the working channel 
at the level of the Agricultural Ministers, focusing especially on the problems related to the 
loss of harvests (because of problems related to the lack of infrastructure, storage capacity 
and transport, mainly in developing countries) and waste (a problem which is 
fundamentally urban and of developed economies). 

In this context, the objectives presented in the Food Security and Nutrition Framework’s 
document are: 1) increase responsible investment in food systems; 2) increasing incomes 
and employment quality in food systems; and 3) increase productivity in a sustainable way 
to expand the food supply. Note that such a broad topic as increasing production and the 
implications that this matter has, suggests that although these proposals are of interest, 
they only cover part of the actions needed to improve the Food Security and Nutrition 
Framework, leaving neglected aspects that could be considered as core to the matter such 
as de danger of single-sector dependence20. 

In fact, there is a need to cooperate internationally in order to redefine certain roles. As 
noted by the G20 working group, the first objective is to increase responsible investment in 
food systems; however, there is a need to keep in mind that although much more research 
is needed, especially in relation to production rather than to marketing, there is already a 
significant investment in research and innovation for a better food production, the problem 
is that such knowledge becomes inaccessible for many small and medium producers as it 

                                                             
19See https://g20.org/wp-content/uploads/2014/12/g20_food_security_nutrition_framework.pdf 
20 In this respect, an integral development must include the industrial sector of low-income and developing 
countries.  
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is guarded by monopoly generating patents21 that protect such knowledge. The protection 
of patents represents an obstacle for the transfer of knowledge. 

Even when, in the context of the G20, policies relating to “transparent and efficient food 
and agricultural trade”22 have been suggested, it is a contradiction that developed 
countries impose barriers and limitations to trade such as production and distribution 
scheme23 for agricultural products and quality requirements applied to merchandises, and 
provide benefits to their agricultural products (in the form of, for example, indirect 
subsidies); which directly affect the possibility of developing countries’ products entering 
such markets. In addition, the each time more demanding private standards make the 
access of developing countries to developed countries’ markets even more difficult. 

As contemplated in the report "80% of the world cereals is produced by the G-20, and 
national policies on agriculture, trade, energy and investment can (and do) impact the 
global food security and nutrition"24. This shows that within the organization, stakeholders, 
especially those countries with the capacity to impact on marketing and production, 
meaning the developed ones, may determine what can and cannot be exported by 
developing countries towards them. This is even reflected in the fact that the WTO cannot 
advance in the agricultural issue and the issue of domestic support (for the moment, both 
themes are expressed in favour of developed countries in the clear detriment of 
developing countries) generating restrictions on the growth potential of the least 
advantaged ones. 

Given this framework, in pursuit of development, peripheral countries should be allowed to 
implement industrial policies tending to promote the export of manufactured goods, 
especially those elaborated by small and medium industrial producers from low income 
and developing countries that require support in order to improve their productive and 
exporting capacity and support their integration into the world economy from a higher 
value added place. As stated before, liberalization in these sectors goes against industrial 
development. This is a necessary debate to review in the WTO, being evident that the 
Doha Round has failed because the current paradigm of the central countries does not 
recognize key issued of the development policies. 

7. Conclusions 
As a summary, we list some of the most relevant issues addressed in the present work: 

 The G20 must cooperate and fully support the resolution adopted in the framework 
of the United Nations, on September 9, 2014 entitled "Towards the establishment 
of a multilateral legal framework for the restructuring of sovereign debt" that was 
driven by the G77 + China, where it was decided to elaborate and approve a 
multilateral sphere focused on understanding on sovereign debt restructuring 
processes. Similarly, the G20 should support the resolution adopted in the same 

                                                             
21 As it’s been mentioned before in this paper, the excessive value given to intellectual property, affects GVC 
and developing countries in different manners; particularly when considering the typical localization of such 
intangible assets in tax havens, for BEPS purposes. 
22 See https://g20.org/wp-content/uploads/2014/12/g20_food_security_nutrition_framework.pdf 
23Applied, in accordance with the Common Agricultural Policy (“CAP”) of the European Union (“EU”), to the 
production, commercialization, storage and distribution of agricultural goods. 
24 See https://g20.org/wp-content/uploads/2014/12/g20_food_security_nutrition_framework.pdf page3 
 



   

 

 

31 
 

field by the Human Rights Council on October 3, 2014, in which "condemns the 
activities of vulture funds for the direct negative effects that the reimbursement of 
debt to these funds, in predatory conditions, have on the ability of governments to 
meet their obligations on human rights, particularly economic, social and cultural 
rights and the right to develop." The establishment of this framework, as well as the 
displacement of the role that still retain the rating agencies, are topics that, if not 
addressed, will prevent the implementation of an effective restructuring of the 
international financial architecture. 

 The issue of "tax heavens" and / or jurisdictions where financial secrecy prevails, 
and about the ownership of assets, is critical and should have a key role in the G20 
agenda in order to effectively tackle illicit financial flows and capital flight from 
emerging countries (and developed) to (and from) them, from both avoidance and 
tax evasion, and money laundering, among other global crimes. 

 In short, it is necessary to abandon the self-regulatory spirit of the international 
financial architecture and adopt another system where they can be defined 
regulations that increase the weight of those of macroeconomic character, while 
clearly stipulating the permitted and prohibited operations for international banking. 

 The conventional approach understands that a favourable investment environment 
would be given by a very "open" economy, a beneficial tax system for corporate 
earnings, deregulation of markets (financial, commercial and labour) and the 
implementation of "solid" macroeconomic policies (specifically, policies focused on 
price stability and fiscal balance). However, macroeconomic policies based on the 
fiscal balance lead to discourage investment by producing a contraction in 
aggregate demand, contributing to stagnation, despite the supposedly "friendly" to 
the market macroeconomic environment that attempt to foster. That is, fiscal 
austerity policies have led to higher unemployment and stagnant real wages. 
Evidence shows that more stimuli are needed than in the past (rather than less) to 
produce similar results in terms of employment and productive activity. In Argentina 
strengthening labour market institutions and the abandonment of labour flexibility 
schemes, which were adopted in the era of neoliberalism, contributed decisively to 
the increase in employment and output. 

 Given the negative implications of BITs, in respect of sovereignty and policy space, 
and the fact that there is no conclusive evidence about the positive impact of these 
treaties on foreign investment flows; the G20 should encourage the substitution of 
the Bits’ paradigm by another one that allows the performance of foreign 
investment in sectors where they may play an important role in development, 
consistent with the full use of instruments economic policy by national governments 
"in use full autonomy", to design the structure of incentives and regulations deemed 
necessary to achieve its objectives. It is necessary to consider that, as expressed 
by UNCTAD, "the equal treatment of unequal simply exacerbates inequalities." 

 Finally, the G20 should encourage empowerment (and adequate funding) of the 
Tax Committee of the United Nations addressing the issue of erosion of the tax 
base and the diversion of profits ("BEPS"). The treatment of these issues in the 
framework of the OECD does not allow addressing the underlying conflict to the 
problem of erosion of the tax base and the diversion of profits that primarily affect 
developing countries, and the global distribution of wealth. 
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