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With the Berlin wall’s downfall, during the 

1990s and early 2000s, a world was re-

vealed that could be defined as unipolar, in 

which an extreme definition of the free 

market took shape – the idea of an entirely 

self-regulated market and hence of an eco-

nomic policy based on deregulation – and 

confidence on the automatic progression of 

western-style democracy.1 

The international financial and economic cri-

sis launched in 2007-2008, in good measure 

led to discarding this vision with regard to 

automatic social movements in history. The 

financial crisis, closely related to the col-

                                                     

This article is a re-written version of my lec-
ture “Models of capitalism and responsibil-
ity for a new world order” held at the Inter-
national Conference “Latin America in the 
light of different global crisis exit scenar-
ios,” organized by the Colmex CEI in Feb-
ruary 2012.  

 

1 The End of History and the Last Man by 
Francis Fukuyama (Planeta, Mexico, 1992) 
promoted this vision. 

lapse of a speculative bubble in the mort-

gage markets, led to what became known 

as the international economy’s “great reces-

sion,” making clear the deficiencies of a 

model based on a “deregulated market.” 

Under this paradigm, the economy’s regula-

tions were seriously slackened, in particular 

in connection with financial markets and 

upholding competition, concentration of 

property and wealth ensued and a financial 

system was created, vulnerable to recurring 

and systemic crises.2 As a result, we cur-

rently see the social situation being de-

graded, in particular in the developed world, 

with a weakening of civic and democratic 

values in a number of countries. 

  

In addition, these events have brought to 

light a long-term process of the re-

appearance of a multi-polar world in which 

there is competition by national or social-

                                                     

2 See Marcelo Resico, (2002) “Crisis en la 
nueva economía”, Revista Valores, FCSE-
UCA, December, No. 55; and “La crisis fi-
nanciera y el debate sobre las regulaciones,” 
El Economista newspaper, October 3, 2008. 
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cultural models of capitalism. The models of 

capitalism result from combinations of eco-

nomic policies, a certain set of institutions 

and a given social-cultural setup. In addi-

tion, these structures apply to reality in the 

framework of a strategic plan, usually at the 

national level, which attempt to adapt the 

mentioned components to a situation in the 

economic backdrop and geo-politics in the 

short and medium terms.  

 

The ongoing international economic crisis 

has broadly signaled the need for restoring 

the state’s intervention in the economy, 

which has occurred in a large majority of 

countries to a greater or lesser degree, (in-

cluding policies such as in support of finan-

cial institutions and companies by means of 

state participation, unemployment insur-

ance and social policies, and a rise in public 

expenditures in infrastructure projects, 

among others). In addition, a discussion 

arose in connection with restating national 

regulations as well as international institu-

tions. Anti-cyclical policies for greater state 

intervention in the economy abated the 

more extreme effects by the crisis, yet the 

“end of the tunnel” is not yet in view, and at 

the time of this writing the likelihood still 

persists of a double recession, that is to 

say, in the form of a “W.” 

 

On the other hand, currently several man-

ners have begun to be felt of viewing state 

intervention in the economy. In the greater 

portion of the developed world this has 

been deemed a punctual and exceptional 

intervention, intended to recover the private 

sector economy, which is looked on as the 

primary driver of growth. In a number of 

emerging countries, intervention gives way 

to a new model whereby state intervention 

indicates that the state will manage the 

economy over an indefinite term.3 Leaders 

in several countries are pragmatically ven-

turing into a new model: “state capitalism,” 

which is believed by some to be able to help 

in overcoming the financial crisis, and “de-

regulated markets,” ensuring economic 

growth. In other countries, an intermediate 

situation is in place, expectations. In the 

light of these trends that have been taking 

shape, it appears to us that the discussion 

will be defined from here onwards on eco-

nomic systems and their concurrent polices.  

 

On the other hand, it will be perceived that 

the international system at a global level is 

in danger, not only owing to the economic 

effects created by the crisis, but also due to 

the various views of how it should be organ-

ized based on opposing models of capital-

ism. Changes in the balance of economic 

and political power, as reflected in the pro-

gress by the G-7 to today’s G-20, lead us to 

assume that this topic is unavoidable in or-

der to decide what form the new interna-

tional architecture should acquire.4  

This paper’s central theme is that there is a 

third alternative between “deregulated mar-

ket capitalism” and “state capitalism:” the 

“social market economy,” which may result 

in an adequate response to national chal-

lenges, such as a contribution to restore the 

international system.  

 

 

 

                                                     

3 Ian Bremmer, (2009). “State Capitalism 
Comes of Age”, Foreign Affairs, May/Jun, 
Vol. 88, Issue 3. 

4 Bremmer, I., Roubini, N., (2011). “A G-
Zero World”, Foreign Affairs, Mar/Apr, 
Vol. 90, Issue 2. 
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II. State capitalism and its limits 

 

State capitalism is a system whereby the 

government holds the role of dominant eco-

nomic player and employs markets basically 

for its political benefit. To this end, it may 

combine political authoritarianism with state 

control of key segments in the economy. 

Governments that practice “state capital-

ism” are aware that following the experi-

ence of Soviet communism, sustaining eco-

nomic growth is essential to preserve the 

monopoly of political power. 

 

The economy in these countries may theo-

retically preserve private property and a 

pragmatic liberal attitude towards foreign 

trade, but at the service of the state and of 

their leaders. Government employs state 

companies or those controlled by the state, 

as well as other social players (trade unions 

and social movements, as occurs in Latin 

America), in order to implement its policies. 

In state capitalism, success in business will 

depend on close relations between busi-

nessmen and political officials. While enforc-

ing a policy of broadening the state’s activi-

ties and attributions, further opportunities 

are provided to condition economic and so-

cial players. 

 

According analysts of these events, state 

capitalism relies on three key players, state-

owned companies (oil companies, and oth-

ers in relevant industries), allied private 

domestic corporations and public financial 

funds.5 The major state companies are usu-

ally monopolies in their industries, enjoy 

                                                     

5 Adapted from Ian Bremmer, (2008). “The 
Return of State Capitalism”, Survival, vol. 
50, no. 3, June–July, pp. 55–64, who names 
4. 

better conditions and rely on state funding. 

Nonetheless, government employs selected 

private companies known as “national 

champions” to dominate key sectors.6 State 

companies or those controlled by the state 

usually enjoy a predominant position in the 

domestic economy and in export markets.  

 

Public financial funds are geared to obtain 

strict control of the most relevant invest-

ment projects by means of the weight of 

long-term funding by the state. The latter in 

turn has access to capital by means of for-

eign currency reserves amassed by virtue of 

exports, taking over revenues from natural 

resources and those arising from large con-

trolled companies. Motivations behind in-

vestment decisions are political as well as 

economic.  

 

Government controls the economy while in 

a capitalist role (as defined by Karl Marx) by 

taking over surpluses from private enter-

prise for their subsequent investment. This 

“taking over surpluses” policy requires a 

productive system that is able to create 

wealth. Under the circumstances, the best 

strategy is not maximizing short-term re-

turns, but stimulating the productive system 

as much as possible, in line with the preser-

vation of a predominant position in the sys-

tem.  

 

The cultural traits of Latin America ensure 

that our predominant form of “state capital-

ism” has the shades of a personalistic or 

charismatic authoritarianism, in addition to 

                                                     

6 Large private companies depend on state 
sponsorship in the form of legal restrictions 
in order to eliminate competition, differenti-
ated access to government contracts, subsi-
dies, long-term funding for investments, etc.  
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the demagoguery of a state that shares re-

sources in order to win elections and capti-

vate sympathizers. This policy is asserted in 

a number of the region’s countries based on 

the abundance of natural resources that 

currently enjoy very favorable international 

prices. Nonetheless this arrangement dilapi-

dates valuable resources invested under 

questionable economic thinking and poorly 

devised policies, with no interest in motivat-

ing self-reliance and independence of the 

persons that are being assisted. Its out-

come will depend on sustaining the interna-

tional conditions that provide it with support 

(international prices) and that the level of 

inefficiency and contradictions created are 

not fully perceived by the population.  

 

From a more general viewpoint, state capi-

talism as such is a system with many limita-

tions that increase with time. Economic de-

cisions made by politicians and bureaucrats 

add inefficiencies and make the economy 

less competitive, efficient and productive. 

Greater administration expenditures, ineffi-

ciency and increasing public corruption add 

costs to market activities. The mix of gov-

ernment business annuls competition, be-

sides the fact that state capitalism – simi-

larly to the “deregulated market” model – 

does not abide by anti-monopoly laws. Dis-

tortions in competition such as unbalances, 

misalignments, bottlenecks, etc., lead to a 

poor allocation of funds, which under state 

capitalism usually implies new interventions 

and the creation of a vicious circle.  

 

Companies that maximize political aims are 

usually not innovative or productive, as po-

litical criteria often obstruct efficiency and 

entrepreneurship. Investments made based 

on political considerations do not comply 

with economic criteria and place at risk 

growth by the very companies that they 

benefit. However, official credit to reduce 

risks is provided to large corporations yet 

gets nowhere near small companies. Cor-

ruption becomes greater as the state grows 

larger, giving rise to degradation of public 

administration itself, of public services and 

infrastructure. With time, the state capitalist 

system erodes.7 

 

On the other hand, making a political issue 

of economic relations leads to a mismatch in 

interests, expressed by constant and rising 

tension. Taking over surpluses confirms the 

“zero sum” logic whereby a person or group 

gains at the expense of another, encourag-

ing intensified conflicts among them. This is 

how tension is produced within the domi-

nant class or between the dominant class 

itself and the rest of society.8 Finally, the 

model that contains growing contradictions 

becomes inherently unstable over time.  

 

III. Alternative current-day economic 

organization systems 

 

“Deregulated market” capitalism has led to 

the current “great recession” due to eco-

nomic concentration, occupation of regulat-

ing agencies by interest groups and unwise 

deregulation, which brought about subse-

quent financial instability. Nonetheless its 

current replacement by state capitalist sys-

tems only served to stress these deficien-

cies, creating an inefficient and concen-

trated economy in addition to social sys-

tems that are progressively authoritarian 

and opposed to participation by the citi-

                                                     

7 Walter E. Grinder, John Hagel III, “To-
ward a Theory of State Capitalism: Ultimate 
Decision-Making and Class Structure”, 
Journal of Libertarian Studies, Vr.1. I. No. 
I, pp. 59-79. 

8 Ibid. 
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zenry, which increases encouragement for 

corruption.  

 

Though in recent decades serious abuse has 

been perpetrated on behalf of decentralized 

market capitalist systems, which to a large 

degree has weakened the vigor and controls 

of a democracy under the rule of law, these 

forms of organization, continue to be, when 

the economy is provided with a social func-

tion and a solid institutional landmark is es-

tablished, restoring an active civil role, a 

system able to avoid abuse, creating lawful-

ness and economic growth. Even when de-

mocratic governments are not immune to 

the components of state capitalism, institu-

tionalized and participative democracy with 

its rule of law, alternation of power, an ac-

tive civil society, a pluralist and free press 

and other controls over power, whenever 

supported by consensus for effectiveness, 

make it difficult for them to thrive. 

 

An example of this kind of system is what 

has been named Social Market Economy, a 

third alternative between the “deregulated 

market economy” that recently collapsed, 

and the “state capitalism” currently in the 

upswing.9  

 

                                                     

9 SME is a complete economic theory and a 

proved manner for organizing the real economy. 

This viewpoint was developed in Germany and 

applied successfully following World War II. Its 

results influenced similar solutions in neighbor-

ing countries at that time. It also contributed to 

the reunified Germany in 1989. It also influenced 

considerably the economic system adopted by the 

European Union as well as by emerging countries 

and other developing nations, including in Latin 

America. 

IV. The Social Market Economy as a 

“regulating” system 

 

The social market economy is a system 

based on a free economy, which cannot be 

considered without the concurrent existence 

of a solid institutional landmark to regulate 

it, and emphasis on socializing fairly the 

outcome of economic growth throughout 

society, in the form of social policies to en-

courage self-reliance by the people and 

communities. The institutional landmark in 

this system is based on the rules of a mar-

ket economy, prevention of concentration of 

economic power or encouragement of com-

petition, market regulation in order to avoid 

conduct in violation of justice and a fair 

competition system, and standards for the 

use of macro-economic policies that make 

room for their prudential use in case of ex-

ceptional situations such as the current cri-

sis. The social policy array has been de-

signed in a “subsidiary” function in support 

of self-assistance, and based on the en-

couragement and strengthening of civil so-

ciety, with a state that will intervene in 

those cases in which these actions are in-

sufficient. This social-economic model is in-

trinsically complemented by a participative 

democracy political system based on ac-

knowledgement of individual and social 

rights, with alternating governments and 

the division of authorities in order to ensure 

them.10 

 

The SME arose from the search for a new 

medium and long-term economic and insti-

tutional landmark capable of being explicit, 

respected and stable, as a basis for organiz-

ing an economic system. The different play-

                                                     

10 Resico Marcelo, (2011). Introducción a 
la Economía Social de mercado. Latin 
American edition, Rio de Janeiro, SOPLA-
KAS. 
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ers in the economy, such as consumers, in-

vestors, savers, trade unions and business-

men, require a clear and reliable reference 

point in the medium and long run in order 

to make decisions. This concept is known 

from the viewpoint of the SME: the “econ-

omy’s regulating system.”  

 

The Social Market Economy is based on 

market organization as the best system for 

allocating resources, and attempts to cor-

rect and provide institutional, ethic and so-

cial conditions for its efficient and fair op-

erations. When required, it will not refrain 

from offsetting or correcting likely excesses 

or mismatches that may be reflected by a 

modern economic system based on free 

markets, marked by a detailed and exten-

sive division of labor and that in certain 

segments and under certain circumstances, 

may be distant from fair and effective com-

petition. This definition of the SME as a so-

cial and economic model arises from the 

ideas developed by Alfred Müller-Armack, 

who created the concept as an open idea 

and not a closed theory.11  

 

The SME system arose from the conscious 

intention of detailing the social market 

economy’s advantages: development of in-

dividual initiative, productivity, efficiency, 

trend for self-regulation, with basic contri-

butions found in the social tradition of soli-

darity and cooperation, based on fairness 

and justice in a given society. Those that 

                                                     

11 In his 1946 work Wirtschaftslenkung und 

Marktwirtschaft (Economic Guidance and the 

Market Economy), Based on the article “The So-

cial Market Economy, Introduction” by Friedrun 

Quaas, in Hasse Rolf H., Schneider Hermann, 

Weigelt Klaus (ed.), (2008). Diccionario de 

Economía Social de Mercado, Política 

Económica de la A a la Z, 3rd. Ed., Buenos Ai-

res, Konrad Adenauer Stiftung. 

represent this concept work in a summary 

of the liberal, political and economic tradi-

tion in connection with “individual rights,” 

“republicanism” and the “market,” with the 

tradition of a social and Christian mentality 

that emphasizes “human dignity”, “social 

justice” and “solidarity.”  

 

In order to place the social and political 
principles described to this point in a con-
crete economic reality, the Social Market 
Economy is based on a number of economic 
principles derived from the former. Their 
first list is due to the contribution by 
economist Walter Eucken, one of the 
Freiburg School leaders, who rated them in 
two groups: the so-called “structural princi-
ples" that are dedicated to ensure an envi-
ronment of economic freedom, and the 
“regulating principles,“ which are those that 
prevent likely abuse of this freedom and en-
sure that the benefits created in the market 
will spread out in a socially fair manner.12 
 
Structural principles imply the development 
of a market economy, which when correctly 
devised will provide the system with the 
most efficient stamina for production and 
economic organization. With regard to regu-
lating principles, they have to do with the 
institutional landmark and the economic 
policy under the state, and are those re-
quired by a market economy to provide the 
benefits of its high productivity to serve so-
ciety as a whole.  

 

This complete set of economic principles as-
sumes the existence, in contrast with ex-
treme economic liberalism and authoritarian 
state control, of a “strong and limited” 
state. “Strong” in the sense of driving and 
applying the principles set forth and also 
penalizing persons or pressure groups that 
intend to undermine them by imposing their 
personal interests, and “limited” in order 
not to exceed its functions beyond the prin-
ciples set forth, whether in the project or in 

                                                     

12 See Eucken Walter, Fundamentos de 
Política Económica (Grundlagen der 
Wirtschaftspolitik), Rialp, Madrid, 1956; 
and Karsten Siegfried, Eucken´s Social 
Market Economy and its Test in Post-War 
West Germany, American Journal of Eco-
nomics and Sociology, Vol. 44, No. 2, April 
1985. 
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its application. Nonetheless, this state’s op-
eration cannot be conceived from the view-
point of subsidiarity, that is to say, in com-
plete agreement with the delegation of 
functions and development of individual or 
organized civil participation. 

 

Currently in Latin America there are exam-

ples of histories of countries based on a 

strengthening of institutions and the rule of 

law, with a market-based economy that 

made it possible to improve social indica-

tors. This is demonstrated in those coun-

tries that have progressed more in the re-

gion regarding their economic and social 

indicators.13 Despite this, state capitalism 

seems to be on the rise in others of the re-

gion’s countries, in response to the collapse 

of the “self-regulated market” model, a re-

action that is already displaying its weak-

nesses.14  

 

V. The issue of global level economic 

organization systems  

 

                                                     

13 Ffrench Davis, Ricardo, (2003). Entre el 
Neoliberalismo y el Crecimiento con Equi-
dad, tres décadas de política económica en 
Chile, Ed. J. C. Saez.; Yañez Eugenio, 
(2005). Economía Social de Mercado en 
Chile, Mito o Realidad?, Hans Seidel 
Stiftung, Santiago de Chile; Fontenla Mon-
tes Emilio, Guzmán Cuevas Joaquín Eds., 
(2005). Brasil y la Economía Social de 
Mercado, Ed. Cáceres, Universidad de Ex-
tremadura. 

14 See the Economics graduation thesis in 
the UCA Economics course: “Economía 
Política del Neo-Populismo de Izquierda. 
Los casos de Venezuela, Bolivia y Ecua-
dor”. Gonzalo Gutiérrez de la Fuente, March 
2010. 

Besides being a sustainable exit solution, 

the Social Market Economy model may be a 

relevant reference landmark as a contribu-

tion for reorganizing the international sys-

tem. The international system is under a 

serious threat, not only owing to the eco-

nomic effects created by the crisis, but also 

owing to the basic dissent on the shape to 

be given to the reorganization, due to op-

posing models of capitalism and jointly with 

the value of the institutions that compose 

them.  

 

The global economy has always needed 

common values and institutions, in addition 

to the leadership of certain countries that 

provided concrete requisites such as a secu-

rity network for markets, trade and capital 

flows.15 On the other hand, international 

bodies were created to solve conflicts by 

means of rules voted by their members, in-

stead of resorting to force. There is no 

doubt that their representation structure 

refers to the end of World War II, clearly a 

changed scenario now, weakening their ex-

pressiveness. The relative decline of US 

leadership as a world level provider of pub-

lic assets, plus the fact that China is en-

grossed in its own development and has 

temporarily postponed taking on greater 

                                                     

15 ”Under the competitive market economic 
system as in any other economic system, 
economic integration cannot definitely go 
further than social and political integration 
based on laws, institutions and psycho-
moral forces. The latter is an essential condi-
tion for the former, which makes highly du-
bious that economic integration will suffice 
to automatically produce the required degree 
of social and political integration… [Interna-
tional integration] is a highly sensible arti-
fact in Western civilization, with all the in-
gredients of Christian and pre-Christian mo-
rality in its secularized forms…” Wilhelm 
Röpke, International Economic Disintegra-
tion. London 1942, pg. 68. 
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global responsibilities, jointly with the dif-

ferences between developed and emerging 

countries, are creating a vacuum in interna-

tional leadership.  

 

Changes in the balance of economic and po-

litical power, as reflected in the progress by 

the G-7 to today’s G-20, lead us to assume 

that this topic is unavoidable in order to de-

cide what form the new international archi-

tecture should acquire. Until the mid 1990s 

the G-7 headed an international following 

based on a core of values such as democ-

racy and the market economy. Attempts 

have been made currently to endow the in-

stitution with greater representation by cre-

ating the G-20, which includes developed 

and outstanding emerging countries. 

Though this institution has acted in a rela-

tively coordinated manner in the face of a 

severe crisis, it soon began to show difficul-

ties to reach a consensus owing to differ-

ences in philosophy on its vision of democ-

racy, government's role in the economy and 

the reconstruction approach for interna-

tional bodies.16  

 

This fragility is produced precisely at a time 

when they are most necessary to address 

the current agenda’s topics, serious and ur-

gent. The decoupling of China by means of 

its foreign exchange as a domestic market 

development strategy, the shock between 

different models of capitalism and compe-

tency for obtaining funds and markets will 

give rise to friction. Furthermore, an in-

crease in trade conflicts in the light of global 

unbalances is a sign of this.  

 

                                                     

16 WEF, (2012). “Global Agenda Council 
on Geopolitical Risk”, Davos-Klosters, 
Switzerland, January 25-29. 

Under the circumstances, the need to enter 

into agreements is clearer and clearer, with 

assurances to regulate the global economy 

from here onwards. To this end, a landmark 

in common will be required defining the lim-

its for state intervention with regard to in-

ternational trade and environment.17 In the 

current scenario, this means that United 

States and China should strive to agree on 

positions in which the role of third parties 

will be increasingly important, which will 

require a relevant role for Europe, with its 

Social Market Economy model.18 In this line 

there is also a path in international politics 

for our region’s nations, which leaving the 

weaknesses of the reforms of the 1990s, do 

not accept state capitalism but seek to en-

sure economic growth jointly with the dis-

tribution of social benefits in a backdrop of 

improved institutional quality of the state 

and public policies. 
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