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SUMMARY
In remote times, with the use of metallic currencies or commodity currencies, the
first generation Financial Systems (FS) proposed to manage society's payment and
intermediation mechanism, between those who held monetary resources and those
who required them. The structure adopted by the FS at the end of the Second
World War contained (deposit/credit) banks assisted by central banks and by the
Second Generation International Monetary Fund (IMF) with fiduciary currency, an
organization that, since the end of the 20th century, faced several crises due to a
decrease in reproductive investment, with sharp variations in interest rates and
exchange rates; creating unemployment and inflation, with the consequent political
upheavals. The origin of such crises is the predominance of speculative or shortterm investment, which guides the System, associated with uncertainty due to the
multiplicity of actors and their expectations regarding yield options.
The most serious consequence is that the short-term vision forgets the orientation
required by the progress of production and employment. Although in recent
decades, the practice of institutional partnerships and mergers has allowed the
emergence of the alternative financial system that we call the third generation,
focused on the distribution of profits and risks. This article discusses, the
theoretical, geopolitical and geo-economics scopes of the mentioned experience,
updating the one published in 2018.
Keywords: First, Second and Third Generation Monetary and Financial Systems;
Theory and Historical Experience.
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INTRODUCTION: FINANCIAL AND POLITICAL CHANGES

"An economist examines a crisis...like...a doctor
approaches an infectious pathology: both learn how things
work normally by observing what happens when things are
not normal."
J. Stiglitz 2010: 14

Various historians, such as Sedillot (1975) concerned with monetary political
evolution and Toynbee (1947) focused on cultural and political interactions, agree
that it is impossible to understand the course followed by a society, and to foresee
its future development, without considering the universal geopolitical conditioning;
that is, without understanding/clarifying the accepted rules of international
interaction, with greater or lesser independence or sovereignty; which depends,
ultimately, on the power of subjugation (military) and the economic autarchy of
each State.
In the last five hundred years, taking as a reference the meeting of Europe and the
Americas (1492), capitalism as a form of economic organization of Western
civilization1 has expanded on the planet, transforming itself.
In this change have converged the increase of agricultural/industrial productivity;
the monetization for the exchange of goods and capital; the civilization and
democratization of governmental action; processes that serve, as chemical
catalysts to vary the welfare of the populations...when presented as conflicts of
interests, in the extreme warlike...affecting the geopolitical and geoeconomic
appreciation.
Focusing our attention on the changes in the financial system (FS) arising from the
monetary and political institutional changes, in the last three decades of the
twentieth century, which we call third generation, like those of the past, is intended
to fulfill two basic functions: to provide means of payments to society to finance,
produce and distribute the goods and services required by society, knowing that to
satisfactorily fulfill the above functions the currency must serve as a store of value
(Tobin 192:772).

_________________________________
1

During the 19th century it was the generic denomination of the particular economic/political
organization of the Nation-States of Europe and the Americas.
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Thus, there is a close relationship between political-administrative decisions or
political power (who does what); the endowment of natural resources, know-how or
cultural power and the power to do or economic functions; making up all this, the
social life or set of circumstances that take features with historical specificity (social
structure) identifiable at all times, with a precise economic-political situation, as
illustrated in Figure N°1; it should be noted:
1. That the interaction No.5 or link between economic policy and productive
physical efficiency lies in the pattern that governs monetary exchanges in a society
and among the different States: geoeconomic and geopolitical context.
2.That interaction No.9 or domestic political economic situation (diagnosis) will
have been reached having acted political processes: that interaction No.6 operates
as a catalyst of economic processes and vice versa, and,
3.That consequently, interactions No.7 or Public Choice and interaction No.8 or
Social Choice, operate as major conditioning factors.
In other words, currency and finance adopt variable characteristics according to the
political and economic vision that is accepted in a society, considering the
geopolitical or international environment.
Hence, the complexity of financial phenomena is not exclusively a matter of
economic rationality, although it must naturally satisfy it.

It is opportune to recall, by way of illustration, that Alexander the Great began his
conquests of Asia with the coins that his father Philip minted with gold from the
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mines of Thrace; that Charles I of Spain achieved hegemony in Europe, between
the sixteenth century and the first half of the seventeenth century, through the
support of first generation Germanic banking (or commodity currency); that
Napoleon Bonaparte loses the effects of his military achievements through the
support of the second generation banking (or fiat currency) initiated by England, a
domination which he exercises throughout the 18th and 19th centuries and which
will pass to the United States with the Breton Woods agreements (1944-45).
It should be noted that, during the last three decades of the twentieth century and
the two decades of the twenty-first century, the aforementioned system has had to
face successively: the modification of the international payment pattern, with the
abandonment of the fixed parity, in relation to the dollar (1972-73); that the foreign
debt crisis (1982) essentially harmed the countries in the process of
industrialization, that the escalation of interest rates (1987) that led to the crisis of
the European Monetary System, in 1992 and that the most recent crisis (20082011) called financial exacerbation, originated in the United States, led to the
deceleration of global growth; It cannot yet be said that the world economy is doing
satisfactorily, as it is under the pressure of political and economic discussions of
interests between the United States of America, the European Union, Russia and
China.
The consequence of the above (focusing on the national or domestic level) forces
the theoretical rationality of the national development strategy to be considered:
1° The changes in the international environment and in monetary forms, when
considering the improvement of social welfare: minimization of unemployment and
inflation, in the different countries;
2° The mutations in political institutions and their hierarchy, which constitute
governance/governance constraints, that,
3° That the introduction of changes within a political structure to modify a given
economic situation must consider, first, the economic conditioning factors and,
secondly, the restrictions consubstantial with the political conditioning factors.
This includes:
1. The costs of building new institutions and,
2. Expectations regarding the distributional effects, or outcomes on the
interests of agents at the domestic level and the challenges, or challenges, in the
international context.
In this respect, maintaining the focus on favoring the condition of rationality, we
must remember that in the last decades, in the economic sphere, there has been
an important theoretical discussion; therefore, at the beginning of the 21st century,
aspiring reformers should not consider the volatility of prices and the employment
6

situation as random accidents, associated to the management of money with
exogenous origin, but observe structural derivations of financial and monetary
modifications, when money with endogenous origin predominates (Kaldor, 1985),
even within the international context. In other words, we must be concerned with
the efficiency of credit and deposit banking, normally private, and its interaction
with central banking and the international monetary standard; issues that we will
analyze in the following section.
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1.

Contemporary macro financial theory
"Monetary theory is less abstract than most
economic theories; it cannot avoid a relation
to reality, which in other economic theories is
sometimes lacking."
J. Hicks; 1977: 156

By the ninth decade of the twentieth century, the orthodox synthesis or division that
completed the Walrasian market equilibrium model of agents (family, business and
government) and markets (goods, labor and money), duly corrected for
imperfections and rigidities, was still accepted as the heart of macroeconomic
policy, with origin in the social organization (monopolies, business, labor unions
and governmental dispositions), giving origin to models of wide spectrum, whose
nucleus, very reduced, was the contribution known as IS-LM model with fine tuning
or orthodox synthesis centered on the endogenous (not neutral) currency; which
allowed a methodological strategy of considering "frictions", gradually achieving
new theoretical syntheses, conserving the reference to the basic scheme of intertemporal equilibrium or general equilibrium model.
But, as the history of the economic crises of the second half of the 20th century
shows, the adjustments to the orthodox theory and practice were insufficient to
face the great imbalances; unemployment and inflation alluded to and to avoid the
crises related to the international coordination mechanisms: the use of the US
dollar as the international monetary standard and the restrictions related to the
IMF; while the heterodox view dealt with the formation of speculative expectations,
or financial exuberance, contrary to the increase of reproductive investment in the
domestic sphere...that is, the cause of unemployment and inflation.
Thus, the vision of market equilibrium, or orthodox, was schizophrenic when the
context within which political and economic decisions affecting the future course of
the economy are made varies; therefore, studies of the processes related to the
adoption of national and international economic-financial decisions by
political/administrative agents not subject to the game of domestic democracy are
particularly relevant; since the consequences on the real economy (unemployment)
and on the income corresponding to the various agents in the nominal economy
(due to the changing monetary valuation of the relative prices of goods and factors)
have a negative impact on the determining factors of the political future, by
punishing the short-sighted vision of domestic leaders: political parties and
government bureaucracy.
8

Hence, the contribution of heterodox macroeconomics was to complement the
vision of Economics and Public Choice, or orthodox vision, with the consideration
of the relevance of the aspirations of the population, or Social Choice in the world
context; which becomes a new political economy; although to the neoclassical and
neo Keynesians centered on the domestic context, the incorporation of the
international referents (Financial Exuberance) may seem an unimportant talk-shop,
ignoring or ignoring the post Keynesian theoretical approaches in relation to
endogenous currency, including the formalized presentation; issues that, due to
their intrinsic complexity (financial exacerbation and exchange risk and its
consequence, the depressive trap); we deal with in Appendix N°1: the macroscopic
economy.
In such a context, in a very tight synthesis, the study of economics, articulating the
how and the why, finds the desired unity between the empirical dimension (events
and their data) and theoretical abstraction: rationality. This option denies the
possibility of seeking coherence, finding policy (coordination of actions) and finding
economic equilibrium (clean markets or equality of supply and demand by price
variation); a vision that usually dominates among the bureaucrats of international
institutions and unrepentant Marxists, with the result of abandoning the path of
science to plunge into mythology.
To avoid such a mistake, we stress that the essential difference between the
orthodox model of inter-temporal equilibrium, framed within the use of exogenous
currency (provided by the State) and the model accepted at present: real and
financial order through the pursuit of identity between income and expenditure,
(Allais, 1989) for each and every agent within a framework of endogenous
currency: credits, titles and securities with collective acceptance and
complementary use of the international monetary standard, with the consequence
of the marginal use of the exogenous currency provided by the domestic States; as
summarized by the following expression, which shows the key financial interaction
of contemporary economies2 by reacting the returns on investments q, with the
exchange rate ch, duly updated;

1
(𝐶𝑅 𝑞 − 𝐶𝑅 𝑠 ) + 𝑐ℎ($𝑑 − $𝑠 ) = 0
𝑞, 𝑟

It should be noted that, although the current international monetary standard is
centered on the US dollar (60% of world international reserves and 89% of
transactions), such equation does not imply that we are on the side of those who
preach the political convenience of adopting,
______________________________
2

See Appendix on the synthesis of the macroscopic theory.
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as the monetary regime of domestic economies, the international standard that
finds serious political limitations to serve as a store of value: the so-called
dollarization; since such action ignores the central role (not complementary) of the
variables (CR) and values (V) dependent on the yield (q) of reproductive
investment.
Consequently, we must ask ourselves:
What is the limit of maintaining the central bank as the sole and exclusive
supplier of the currency that allows settling all the economic operations of a
Nation?
To answer this question, let us recall that the idea of central banking as a financier
of last resort came from the need to eliminate the chaos resulting from the
simultaneous circulation of the multiplicity of bills (fiat currency) issued by the
banking systems of England and the United States in the eighteenth and
nineteenth centuries; while the correlative contemporary critique is centered on the
link between deficit fiscal policy and the negligent and submissive attitude into
which central banking can fall, as pointed out by Hayek (1976).
Without forgetting that political criticism emphasizes that the individual: the
consumer-voter, is the ultimate holder of national sovereignty and, therefore, if the
preeminence of the value of freedom is admitted, it is not the government and its
monetary organ (the aforementioned central bank) that is the effective
administrator, even if the State tries to comply with the economic desideratum
explicit in Social Choice: minimum inflation and unemployment.
Let us say then, finally, that the diversity of international interests at stake
transcends the geopolitical sphere of trade and finance, where the question of
whether one currency or another retains credibility and potential for international
use is settled, without forgetting the conditioning factors of the domestic sphere,
where it interacts, through costs and values, with the real economy: production and
employment, the importance of which cannot be sacrificed. This issue will be
discussed in the following section.
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2.

Relevance and limits of the central bank
"The lender of last resort is a construction not
of the economist`s mind but of the market practice".
Ch.P. Kindleberger (1989)

Since reproductive investment depends positively on its monetary yield (q) and
negatively on the interest rate, in an open economy context, which makes it
sensitive to the behavior of the exchange rate, it is evident that the "general
interaction of the economy" (cancellation of all monetary balances) has its
institutional-administrative basis in the relations between the intermediation bank
(credits/deposits), the Central Bank and the International Monetary Fund (IMF).
Hence, there is no doubt about the importance of the central bank as a regulatory
agent, starting with the payment system established in 1945, being the supplier of
public money and influencing, through the management of the interest rate, the
supply of credit (private money), in order to ensure the functioning of the productive
processes with a sufficient amount of money, without damaging its internal and
external valuation and to facilitate, protect and watch over the existence of an
adequate rate of employment.
Consequently, from the domestic administrative angle, the central bank should
seek to increase the efficiency of the various markets, providing quality information
to investors and avoiding the bankruptcy of financial intermediaries, serving as a
supplier of resources of last resort (microeconomic approach). While, in the
macroeconomic area, it is required to maintain a volume of obligatory international
reserves, to preserve the stability of the exchange rate.
It should be noted 1) that the level of reserves and their composition varies
according to whether or not the national currency serves as a "store of value" in the
international sphere or as a simple instrument to cancel balances of domestic
transactions"; presenting the balance sheet prototypes of the central banks shown
in Table N°1.
It should be noted that the exchange rates reflect the state of public opinion in
relation to:

1) The differences between international foreign exchange reserves (NIR)
and the magnitude of outstanding fiscal debts and the accumulated balance
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of foreign trade, and 2) The net variation of capital flows, based on the
differences between domestic and foreign interest rates.
2) The net variation in the flow of capital, as a function of the differences in
domestic and foreign interest rates.
Consequently, as the central bank operates within a context of varied expectations,
it is not plausible to expect an anchor (stable equilibrium price) in the exchange
rate; for which reason the Second Generation Financial System generated several
criticisms when it proved to be ineffective when the geoeconomic and geopolitical
conditions that had propitiated its establishment changed (Aglietta-Brender: 1994
p. 45) and, that only by chance, the establishment of interest rates and ad-hoc prefixed exchange rates would coincide with those corresponding to a hypothetical
stable equilibrium and with the formation of the necessary capital formation. 45)
and, that only by chance, the establishment of interest rates and pre-fixed ad-hoc
exchange rates, would coincide with those corresponding to a hypothetical stable
equilibrium, and with the formation of the capital necessary for the continuity of
production with satisfactory employment by maintaining stable the valuation of
purchasing power, and without altering external valorization (exchange rate), an
impossible matter according to the studies of Mundell-Fleming (1961) on the
macro-dynamics of open economies.
We also point out that the contributions of mathematical analysis: application of
systems of linear/differential equations seeking "equilibrium"3 solutions, in short,
Newtonian analysis, which proliferated in the fifth4, sixth and seventh decades of
the 20th century, did not lead to conclusions that could be used as valid principles
for the elaboration of effective policies, in view of the failure of the so-called
"adjustment programs" sponsored by the IMF and the World Bank between 1970
and 1990 in Latin America.5
Minsky (1987, p.11) explains that these programs dealt incompletely with the
financial mechanism; using, as a metaphor, that the reference image is that of "the
artisan who trades in a village market", instead of the banker who closes deals on
Wall Street (Minsky op.cit. p. 67).
Therefore, starting in this essay from the central bank balance sheets with three
prototype situations (see Table No.1) we will use the macroeconomic fundamentals
_______________________________
3

Central element of the "theories" derived from the "neoclassical synthesis" associated with the seminal
work of Hicles (1937).
4
See, among others, Gandolfo, G. (1972) "Mathematical Methods and Models in Economic Dynamics".
North Holland Publishing Co. (Amsterdam-London) and American Elsevier Publishing Co. New York.
5
Policies undertaken in Argentina, Bolivia, Brazil, Chile, Mexico, Peru, Uruguay and Venezuela.

of the critics of the "Neoclassical Synthesis" or theoretical paradigm that can be
called "Post Keynesian Synthesis" and as an analytical underpinning. The concept
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of "homeoversis" (same behavior), which is opposed to that of "homeostasis"
(same state or equilibrium) presented by R. Thom (1972), whose purpose is to deal
with "discontinuities" in dynamic processes.

Table 1
Monetary Characteristics and Central Bank Structural Options

In other words, the results of the domestic financial monetary policy are subsumed
in the international geopolitical context with banks interested in foreign business,
when the domestic market is deemed constrained. Hence, the tendency to grant
risky domestic and foreign loans...and the structural fragility (non-cooperative
game) of the global system, as demonstrated by the 2008-2011 crisis.
In the domestic sphere, administratively, the central bank must fulfill the functions
of:
- Issue fiat currency (banknotes).
- Withdraw damaged banknotes from circulation.
- Grant support loans to commercial and investment banks (liquidity
assistance).

- Evaluate proposed bank functions and requests for business expansion.
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- Serve as a liaison between the business community and the monetary
system.
- Assist in the supervision of banking activity (solvency determination); and
- Gather and disseminate information on economic-domestic and
international conditions: matters of extreme importance.
Therefore, the most accepted doctrine dictates that such activities be carried out
independently of the purposes of other governmental entities, although their
coordination is promoted, particularly with fiscal policy.
However, this does not consider the hypothesis that politicians in democratic
societies think in the short term, motivated by the desire to win immediate
elections, disregarding the long-term objectives of society (Social Choice) such as
the promotion of a stable price level, sufficient employment and stimulus to
reproductive investments, through low interest rates. For this reason, the doctrine
and experience of the Federal Reserve Bank of the United States and the Central
Bank of the European Community openly recommend the operational
independence of central banks: i.e.
- Institutional independence: national central banks must have a high degree of
independence in their decisions.
- Operational independence: complete freedom in the selection and use of
monetary policy instruments.
- Personal independence: members of governing committees should have
irrevocable and long-term mandates; and
- Financial independence: national central banks are responsible for equity capital.
But independence implies a maximum of operational transparency and the
obligation to maintain information for the public, when using the different
instruments of monetary policy, namely:
- Short-term open market and refinancing operations.
- Long-term refinancing operations.
- Fine-tuning operations (quick and timely actions that steer the short-term market
trend in the desired direction).
- Structural operations, bond issuance, outright transactions.
- Definition of interest rates and the percentage of formation and maintenance of
the reserve and reserve requirements; including interest payable on mandatory
reserves, in local currency and in foreign currency. XXX
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However, the functioning of the second-generation monetary and financial system:
with intermediation banking (credit/deposit) supported by a central bank that pilots
the monetary policy of the various States, does not reach the efficiencyeffectiveness that the growing globalization demands, as shown by the succession
of crises, originated in the excessive indebtedness of the States and in the
uncertainty inherent to the hypertrophy of speculative processes, which clearly
appear in the persistent variation of exchange rates, coupled with the play of
interest rates; for which reason monetary policy cannot focus on the long-term
growth of production, concerned, as it is, with the administration of short-term
credits and the utilization of installed productive capacities.... ... it so happens that
financial globalization, whose regulating market is the external public debt, subject
to various short-term political interests, does not provide a general, reliable and
neutral global orientation to guide capital movements.
Hence, let us pay attention to the financial modality that we call Third Generation
Finance, initiated in the countries of the Middle East in the last decades of the 20th
century, considering the speculative game of interests to be harmful, as it is.
Consequently, the examination of such an experiment is the purpose of the next
section.
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3.

Characteristics of third generation finance
"The market value of any firm is independent of the structure of its
capital and is obtained by capitalizing the expected return on it at the
rate appropriate to its risk class"
F. Modigliani and M. Miller: 1958

Just as the second-generation monetary and banking system is institutionally and
administratively supported by the interaction of interest rates (r), return on
investment (q) and the international trade condition through the international trade
condition through the exchange rate (ch), in the third-generation banking system,
the general interaction of the economy (cancellation of all monetary balances) is
fundamentally based on the distribution of the monetary return on investment (q)
between the investor and the lender in order to minimize the pressure on the
economy, the general interaction of the economy (cancellation of all monetary
balances) is fundamentally based on the distribution of the monetary yield of the
reproductive investment (q), between the investor and the lender in order to
minimize the pressure of the expectations coming from the variations of the interest
rate (r).
For this purpose, administratively, an agreement is reached in advance on the
distribution of the net profit and the channeling of monetary and information flows
as shown in Figure N° 2, below:

It should be noted that administratively, third generation banking uses the following
instruments to replace traditional credit:
- Joint risk contracts with ownership participation.
- Sales contracts, with deferred payment.
- Leases with purchase option.
The first experiences in Middle Eastern countries were obtained with the Cairo
Nasser Bank (Nasser Social Bank Cairo (1971-1972), followed by the Islamic Bank
of Dubai (Islamic Bank of Dubai, 1975), among others.
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It should be noted that, since 2001, this banking modality has registered an annual
growth of 15-20%, as a result of the strengthening of the financial links between
productive enterprises and financial organizations, under the following figures:
-

Commercial and investment banks.
Banking windows within conventional banks (including some major
international banks),
Investment funds,
Insurance companies,
Research and development institutions, under the creation and
establishment of different legal parameters including: standards and
auditing, management and ethics.

Regarding the latter, the most notable examples so far are the research services
provided by the Central Bank of Malaysia, together with the Malaysian
Government, to Islamic banking in Malaysia, and those of the Islamic Financial
Services Board, which regulates and monitors Islamic banks and financial
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institutions (IFSB), established in 2002, with support from the International
Monetary Fund, the Islamic Development Bank and several central banks. Since its
inception the IFSB has issued 19 non-binding indicative standards and guidelines
for capital adequacy, risk management, transparency and corporate governance of
Islamic financial institutions.
A third auxiliary body is the Global Islamic International Rating Agency (GIFR),
established in 2005, whose mission is to facilitate the development of regional and
national financial markets by providing criteria for the assessment of the risk profile
of entities and suggesting the necessary instruments, noting that the above
institutions now support more than 150 third-generation financial institutions in the
world, including the United Kingdom, France, Germany, Russia, Australia and the
United States of America, in addition to the Islamic countries of the Middle East
and Southeast Asia.
It should also be noted that the dramatic financial events of 2008-2011 changed
the nature of financial relations, and have contributed to the development of the
international financial system, by presenting the possibility of raising large amounts
to invest through new financial instruments and diversifying risks in different
sectors of the economies; and that, since 1998, in the United Kingdom, a country
where the Muslim population is a minority, third generation finance has developed
extensively, with the support of the main regulator of the financial system (risk
based), the Financial Services Authority (FSA) and the Central Bank of England.
In this regard, Sir Howard Davis, Chairman of the FSA, recalled, at a conference
on Islamic banking and finance in Bahrain in 2003, Britain's interest in ensuring the
conditions for the development of Third Generation Banking, with Islamic
particularities: zero interest and early profit-risk sharing, including: accepting
deposits, executing insurance contracts, advising on investments and providing
credit through purchase and sale operations: leasing, letters of credit, among
others, making it clear that the eventual profits and losses of both parties, comes
from considering them as joint investors in an operation.
It is therefore worth noting that, in current practice, the operation in Islamic
countries in many jurisdictions does not have a lender of last resort; only 6 of the
24 jurisdictions have such support; which opens up many possibilities for
negotiation regarding the rules for the creation of obligatory reserves, the payment
of the corresponding interest and the exchange rate to be used.
Hence, in summary, taking into consideration the experiences described above,
central banks could supervise and safeguard the reserves of third-generation
banks in the same way as in the second-generation system, provided that the thirdgeneration foreign banks are established as domestic banks; they must retain the
financial support of their head offices to carry out and back up foreign currency
operations in the country that "nationalizes" them.
18

Finally, let us say that the early acceptance by the UK banking authorities of third
generation finance, with its statutory rejection of speculative interest rate practices,
may have helped the British banking system to overcome the onslaught of the
2008 crisis; Moreover, the security of having the funds coming from the Middle
East has allowed it not to worry about its incorporation into the European Monetary
Union (EMU) and, what is more relevant today, to initiate the Brexit, by having the
aforementioned financial support and its own oil resources; which makes England
a different country from the continental countries that considered it convenient to
follow the strategy of association proposed by the German and French leadership.
Hence, the divergent experience mentioned above obliges us to examine the
behavior of third generation finances, a subject we will address in the next section.
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4.

Third Generation Finance in the international arena
"The exchange is a social act that effectively moves
the goods and this act is not a simple technical extension of
the productions. It is a socialization of private works... a
process of value transformation, whose pivot is money".
M. Aglietta; 1997: 354

As we have said repeatedly, the experiment of third generation banking was born
in the bosom of the dominant culture in the countries of the Middle East, the
Islamic Universe (Dar Al Islam) during the fifth and sixth decade of the twentieth
century, on the religious basis of the rejection of the concept and management of
interest rates, of the search for progress and economic welfare for a growing
population within a political kaleidoscope that ranges from theocratic, hereditary
monarchic regimes, with conservative nuances, to progressive variants not exempt
from radical pions.
In the geographic-demographic context, the aforementioned panorama covers 23%
of the world's population, i.e. some 1.6 billion inhabitants, of which two thirds are
located on the Asian continent, although evaluated by distinguishing countries, the
Islamic population constitutes between 100% and 95% in Turkey, Iran and Iraq in
the Middle East, followed by Egypt and Nigeria with 75% and 50% respectively.
In the European peninsula, the Islamites reach 10% in Russia, 7% in England, 5%
in France and 4.8% in Germany-Austria and less in the rest. In Oceania the
numbers are small, with immigrants coming mostly from Lebanon, as a
consequence of the political struggles in the sixth decade of the 20th century, and
it is also a minority in the American continent, concentrated in the USA (2.1 million)
and Argentina (more or less half a million) and in smaller numbers in the other
countries.
The countries of Latin America, North Africa and the Middle East, which have the
largest fossil energy reserves, are home to a high percentage of the world's
population, mostly young people, in contrast to the population of the old industrial
powers. It should be added that there are hardly any nuances between the
geopolitical strategies of the USA, the EU, Russia and China, in view of the
common objective of guaranteeing geopolitical spaces in areas with economic
potential, including energy supply and the use, as a financial arsenal, of second
generation banking, centered on the US dollar, as the international monetary
20

standard; for which reason the only option to lessen the role of a minor player in
world geopolitics, is to take advantage of national potentialities by establishing third
generation finance in subordinate countries.
Now, having discussed the theoretical understanding of Third Generation Finances
and knowing that the greatest development of such finances corresponds to the
experiences in the Middle East6, we pay attention to two important cases due to the
size of the economies: that of the Islamic Republic of Iran, where only the third
generation financial system operates, and the case of the Kingdom of Saudi
Arabia, where this system coexists with the second generation system; in the latter
there is a central bank that coordinates the intermediary subsystem of credits and
deposits and a supervisory body for the Third Generation Banking...warning that
there are some difficulties for the comparison due to the fact that the
macroeconomic magnitudes, influenced by the exogenous variables of foreign
political character, minimize the incidences of the internal financial management
due to the following facts:
1) Iran's industrial activity has been oriented, in recent times, to satisfy the
country's defensive needs; with emphasis on the capital intensive sectors; while
Saudi Arabia benefits from the military alliance with the United States.
2) The fiscal circumstances, derived from the above, have been unfavorable to Iran
since the eighth decade of the twentieth century; since the increase in the external
public debt and the freezing of funds abroad, associated with the war conflicts, led
to a strong monetary devaluation and the consequent inflation, all aggravated by
the accentuated decrease in foreign investment; and
3) The size of the business of the Iranian oil industry is approximately 50% of that
of Saudi Arabia, while the Agreements of Saudi Arabia with the USA have allowed
it, in the last decades, to have a stable exchange rate up to the present, and
consequently inflation below 2% and unemployment close to 6%, depressive and
inflationary situations have arisen, as the productive potential and employment
have diminished.

____________________________
6

The highest concentration of assets is in the Gulf States, where more than $410 billion is in the assets of
Islamic banks. In Asia, Islamic banks hold $144.8 billion, while the total assets of Islamic banks in Europe and
North America are estimated at $42.9 billion.
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Between Pragmatism and Rationality
The bad thing, dear Brutus, is not that our
bankers made loans, but that they stopped
doing so.
Shoeperle (1943, p. 338)

As pointed out by W. Alexander and E. Carananza (1994: 339) the differences
between the static monetarist perspectives of markets (Old View) and the dynamic
credit or flow views (New View) provide different criteria for evaluating banking
functionality, or efficiency judgment, to achieve macroeconomic purposes.
It is convenient, then, to remember that today's political practice rests on the "Old
View", immersed in the cultural environment (i).
Thus, in the case of central banking, the institutional framework usually assumes
that the acceptance of public money (BMA) rests on the backing (reserves) of a
commodity: gold, or, on its equivalent, the reserves of the international monetary
standard established in 1945: the U.S. dollar, ...when the reality is that, worldwide,
the confidence of the national populations, on the legal tender currencies depend,
fundamentally, on the solvency of the State to face the fiscal debt in foreign
currencies and on the use of the credits received favoring the entry of capital in
foreign currencies; and not on the expenditure in consumption, since, when this is
not the case, depressive and inflationary situations arise, having diminished the
productive potential and employment.
Thus, in simple language, all central banks should:

1) Avoid situations of illiquidity in the domestic currency, which prevents the
daily transactions of distribution of goods and services: visible in the item of
the central bank balance sheet as issued monetary base (BMF).
2) Facilitate the granting of credit to the production CR to the SF, to ensure
its future progress, avoiding the risk of bank insolvency, associated with the
growth of speculative investment: Treasury bonds, (BT) among others;
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3) To comply in a timely manner, with the public international payment
commitments.

4) Facilitate the opening of "external windows" for domestic banks to access
the international capital market, at their own risk, and consequently, offer
credit to local production in foreign currency; taking care that the central
bank does not serve in this function as a support of last resort. This implies
the management of fiduciary accounts between domestic and international
banks.
5) Facilitating micro credit and crypto currency operations for domestic
banks without the central bank acting as a financier of last resort or as a
fiscal institution, protecting its independence from political criteria.

In short, coordination with the fiscal authorities will be good, but not subjection to
the fiscal criteria of the changing governments in the democratic regime.
In the light of these criteria, which are not mutually exclusive but complementary,
we can observe, when examining the experience of central banking in the different
geopolitical spaces that:

a) The U.S. Federal Reserve Bank remains within the criteria described
above, since credit to the Treasury reaches the domestic productive sector,
given the notorious link between the industrial and military sectors.
b) That the Bank of England, by receiving in placements the foreign
currency surpluses of the countries of the Middle East, has resources in
international currencies that establish flow circumstances similar to those of
the United States when considering the foreign currency backing of its own
currency; to the point of disregarding the challenges faced by the European
Central Bank, since England is not part of the Maastricht Agreement.
c) That the Central Bank of China finds in unsatisfied domestic consumption
an opportunity to strengthen credit support to the domestic productive
sector.
d) That the Central Bank of Russia tries to imitate the American Central
Bank; a condition that it does not achieve due to the Russian need to export
primary hydrocarbons; which is not equivalent to the export potential of
added value of the USA; this being the essential difference between the two.
e) That the European Central Bank encounters stumbling blocks when trying
to coordinate its action with fiscal policies, in view of the opposing domestic
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circumstances between the countries of the Mediterranean and those
bordering the North Sea.
f) That the central banks of the South American countries play the role of
parafiscal agents, with the corresponding prejudices; and,
g) That the central banks of the Middle East have begun to describe the
advantages of facilitating credit in the productive sectors of the domestic
economy, rather than accumulating international reserves.
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5.

Balance of Influences
“Pour trouver une solution à la crise, il ne
suffit pas de hair ce qu`est devenu
l`argent, il faut aussi aimer ce qu`il fut- un
formidable outil de libération personnelle
et de progress social- et souhaiter qu`il le
redevienne”.
Ch. J. Filippi; 2009: 15

We have reviewed that the so-called third-generation banking system emerged in
Islamic countries in the last three decades of the 20th century and took hold in the
first decade of the present century; since the characteristic of not charging interest
and the dissociation from speculative activities made their cultural tradition
compatible with the activities that allowed them to be more resistant to the
onslaught of the last financial crisis.(i)
Hence their rapid expansion (10-12% year-on-year) during the period (1990-2015)
with an estimated two trillion dollars of business conducted on the following
principles:
-

absence of interest in transactions
no unproductive speculation
prior establishment of risk-benefit sharing
clear linkage with the real economy (production-employment and social
protection, and
partnership in capital and supervision in management.

Being of interest to note:
1° That banking finance articulated by the deposit-credit interaction, or
second generation banking, on the basis of confidential information, at
present, is being displaced by the financing of institutional investment on the
basis of participation in yields; as perceived by the behavior of stock
exchanges, with publicly disseminated information, and allows the third
generation banking or banking on dividends.
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2° That the practice of massive mergers and acquisitions, in the case of
large institutional investors; in the case of the United States, at the end of
the twentieth century demanded yields (ROE) of 20% (Scialom 1999:100)
when long-term interest rates were set at 6%.
3° That, as Aglietta (1998) intuits, the central bank turns out to be a form of
collective insurance against the variability of the economic risk
achievements of the system, when it cannot be contained by the prudential
devices recommended by the provisions of Basel I, II and III.
4° That last resort lending has a double dimension; macroeconomic, when it
concerns global liquidity and microeconomic, when assistance is given to an
intermediary bank in a position of illiquidity.
5° That third generation finance allows the leverage of small businesses in
urban and rural areas; supporting those who cannot use traditional or
second generation financial services.
6° That third generation finance still faces several challenges: among them,
the scarce coverage in the Islamic universe (Dar Al Islam), since of the 1.6
billion followers of the Koran, only 14% use banking services. 600 million
followers of the Koran, only 14% use banking services, and there has not
yet been any incursion into Latin America; a subcontinent with ample
business opportunities due to its abundance of material resources; which,
until now, North America and Europe take advantage of in a neo-colonial
manner, without the Asian powers: China and Russia, proposing a different
context... including the exploitation of oil resources for themselves.
(ii) Let us emphasize then that the monetary systems, as a result of the
interaction between the political universe and the economic world, constitute
the basic instrument of the conflicts of cold wars.
7° That, placing the prospective view from the balcony of long-term history,
we must emphasize that Latin America, with its abundance of natural
resources and its experience of resistance, and the nations of the Middle
East, with their novelty and financial surpluses, could establish geopolitical
and economic alliances of mutual benefit in the long term.
8° That the only option to the reiteration of continuing in the role of minor
players in world geopolitics, is to take advantage of the national
potentialities: oil and financial; and
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9° That, keeping the distance of the temporal conditioning factors, these
agreements could rescue the honorable economic and political civilizing
influence that El Andaluz had in the planetary affairs, in the historical lapse
delimited by the VII and XV centuries; when changes are produced in all
orders: from the definition and political operation of the caliphates, to the
configuration of a multiethnic and multinational culture, not only Arab; when
El Andaluz became a universal civilizing center (between the 10th and 15th
centuries, leaving, among other indisputable achievements, the
philosophical legacy of the works of Ibn Rusd (Averroes) 1126-98 Ibn Arabi
1165-1240, continuator of the work of Al Ghazali (1058-1011), Ibn Ali Husain
Ibn Sina (Avisena).
In this respect, let us remember that the beginning of the Caliphate (661-7
43) as an order of patriarchal theocratic monarchy, corresponds to the
period centered in Damascus, under the direction of the orthodox Arab
aristocracy (Umayyad); with the opposition of the descendants of Ali-Fatima
(daughter of the Prophet Mohammad) supported by the Bedouins of Arabia
and the Berbers, of North Africa, instigators of political-religious revolts; that,
in 750, will make the direction of the Syrian Caliphate pass to the opposing
hosts (Abbasids), builders of Baghdad (762), moving away from Syria and
the Mediterranean and approaching Iran; which would increase politicalcultural and administrative tensions, which would end with the territorial
disintegration; promoting independent caliphates, under Umayyad direction,
in the provinces of North Africa (969) and in Spainiii (Al Ándaluz in 929).
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APPENDIX No. 1

THE SYNTHESIS OF MACROSCOPIC ECONOMICS
... Theoretical research cannot be carried out without
proposing a theory, i.e., an elementary model to guide
the reasoning to be developed.
U. Eco, 2005: 10

Understanding the relationships between the behavior of the real variables of the
economy, directly related to employment, and their link with financial variables,
implies considering the operating mode of the monetary-financial market and its
incidence on decisions regarding investment in the productive process, and that
the medium of exchange: money, necessarily needs to meet the requirement of
being an instrument of value reserve (Tobin, 1992).
If this is not fulfilled, as in inflationary processes, society resorts to barter and the
use of foreign currency; and the domestic banking system cannot fulfill the role of
credit provider and administrator of the payment system; falling into the situation
called financial repression (growing constitution of domestic currency reserves in
the central bank and high interest rates); which leads to the stagnation of
production in a repetitive way (downward spiral); because, according to Keynes
(1936: 334) in addition to the growing monetary demand for transactional motive,
the reduction of the real rate of interest allows falling into short-term speculative
temptation, for example, acquiring government bonds and buying foreign currency,
discouraging reproductive investment.
In the terms of Giovannini, A. and M. de Melo (1993) countries may inadvertently
fall into financial repression, because inflation lowers the cost of the fiscal deficit,
allowing government bonds to compete with reproductive investment. Such
circumstances justify the preaching of price stability and fiscal austerity (A.
Leijonhufvud, 1981, and McKinnon, R., 1991) as a prerequisite to the approach
against financial repression and the warning of Fry 1995: 404-406 about the
connection with the loss of reserves and central bank equity: that is, throwing good
money out of the window and killing the goose that lays the golden eggs... resulting
in the collapse of the national economy.
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In short, since the Bretton Woods monetary agreements of 1971-1973, exchange
risk, the increased use of private means of payment, securitization, uncertainty and
speculative exacerbation (Financial-oil Big Bang), take center stage in the
economic scenario.
Thus, the adjustment of credit markets (CRd - CRs) of securities (Vd - Vs) and
foreign exchange ($d - $s) determines the reproductive investment (Id = CRd + Vd)
conditions that of the remaining markets [consumer goods (Yd - Ys) and labor
requirements (Ld - Ls) and emphasizes the roles of interest rates (ra, rd, rf), of
return on capital (q), of the exchange rate (ch) and of inverting the average tax rate
(t), the above indexes (d) and (s) corresponding to the concepts of demand and
supply.
In other words, contemporary economic rationality agrees with the dual, triple,
quadruple, quintuple, quintuple and sextuple interactions resulting from growth and
the occupational-inflationary situation, according to the diagnosis elaborated using
the interactions shown in figures A and B; whose mathematical version, by means
of a system of equations, in a summarized presentation, includes the following
expressions:
Demand functions and accounting equalities:
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Exogenous variables:
w, ra, rd, rf, q, L0, KB0, X, G, Dpr; where L0 is the demographically active
population; KB0 the bank capital; X the exports; G the government expenditure and
Dpr the depreciation.
Having, as a general interaction, the budgetary restriction or the balance of
income/expenses of the social set, taking into account the net profit rates (q) minus
costs, including the interest rate, taking into account the need to update values,
leaving as the only degree of freedom (market adjustment) the exchange rate 43
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converted into a financial regulator; summarizing what has been said in the
following expression No. [1]:

(Yd – Ys)t + w(Ld –Ls)c + 1 (Vd –Vs)t + (1 + 1ra) t (CRd – CRs) t +ch ($d- $s) = 0 [1],
Which, to represent the instant decide to invert or moment t = 0 reduces to the
expression [2]
1/q/r (Vd –Vs) + ch ($d- $s) = 0 [2]

(Yd - Ys)t + w(Ld -Ls)c + 1 (Vd -Vs)t + (1 + 1ra) t (CRd - CRs) t +ch ($d- $s)
= 0 [1],
Which, to represent the instant decide to invert or moment t = 0 reduces to the
expression [2] 1/q/r (Vd -Vs) + ch ($d- $s) = 0 [2].

Which expresses that the conditions foreseen for the financial markets (including q)
define the identity of income and expenses duly updated, for all agents and
markets; accepting the preference for participation in securities rather than in
credits, because the risk with securities is obviously lower, since, in the event of a
failed investment, with credit the principal and interest must be returned.
Hence, the System of Equations described can be illustrated as a graphical version
of flows, where the continuous lines represent the fundamental causal interactions
or explanatory of the situation; and the dotted lines represent the accounting
closings: including the monetary balance (BMA = BMB + BMP) and the
macroeconomic balance (Y = C + I + G - T + X - M).
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FIGURE B
ECONOMIC GENOME: GENERAL INTERACTION MODEL
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Where the hypotheses of the Theory of Financial Pre-adjustment of L. Mata
Mollejas (2006) with Keynesian roots are accepted, corrected with the hypothesis
of endogenous money creation: monetary base held by banks (BMB) as a function
of deposits (DP), these as a function of credits (CR) and the monetary base held
32

by the public (BMP), as a function of fiscal activity (G-T). It should also be noted:
1°) that the scheme admits dynamic modeling, where the initial financial
circumstances (solvency/insolvency) and foreign trade (RIN-ch ratio) will determine
the availability of resources in the time sequence, leading to the concepts of
financial accelerator (Ben Bernanke) and exchange rate crises and 2°) that the IMF
is the lender of last resort to the central banks.
The consequences of the above are:
1st) That the economic dynamics, in view of the competitive-industrial
production regime, with anticipated financing (banking and stock exchange)
depends on the Financial Regulator, existing in the contemporary world ; all
the more so when a precarious fiscal sustainability raises questions about
the continuity of a wasteful political regime and about its margin of domestic
sovereignty or infunctionality of the central bank when considering the
interaction of foreign trade with the country's geopolitics vii.
2nd) That the contemporary empirical analysis proves that the exchange rate can
vary a lot, according to the different countries (see Table No. 2) since it depends
on the free exchange rate as the only guarantee against speculation; since any
attempt to fix it establishes a price of supply, but not of demand; a situation that
exhausts the International Reserves (IR) making a next devaluation foreseeable,
when the latter rises due to diverse expectations, such as those based on the
deterioration of the trade balance.
Hence:
(a) The threat of infunctionality of the domestic central bank and the
inconveniences of the so-called dollarization; which tries to fix or "cancel"
the price of mortgaging the domestic monetary sovereignty, by mortgaging
on the assistance, without cost, of the US Federal Reserve Bank and the
IMF; without realizing that such aids entail interest rates with penalties;
including geopolitical satellization and the depressive trap; circumstance,
called irresponsible adventure by those who have suffered it, by favoring
some particular interests and,
b) The possibility of using financial bimonetarismxi under a floating
exchange rate regime as an effective alternative, being the consequent
corollary, for the so-called mixed economies, where employment is mostly
provided by private capital, although the State holds the largest component
of productive capital oriented to specialized exports, the obligation of state
enterprises to adjust prices to their costs, eliminating generalized
subsidies, which cause losses and serious interruptions in meeting
demand and property damage to the State and must be replaced by
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specific temporary programs, supported by private cooperation, to
meet cases of misery, and
3ª) That overcoming the circumstance of stagflation or depressive trap
and generates probable expectations of a sustained growth of the global
supply of goods, greater than the demographic growth rate (or hope for the
growth of per capita income) obliges the government's decisions in
fiscal-monetary and foreign trade or macroeconomic matters, to
facilitate the recovery of invested capital by deducting from total
income the expenses associated with: a reasonable rate of
depreciation, the financial costs or interest rate of credits required to
achieve an acceptable remuneration for the risks incurred, by
investing, with explicit preference, in directly reproductive activities,
and discarding, with objective arguments, speculative investment
options around the exchange rate... and the fiscal waste (for purposes
of achieving political objectives) of the income obtained with the
exports of government enterprises.
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APPENDIX No. 2
Historical Context of the Emergence of 3rd Generation Finances
According to R. Sedillot7 (1975 P. 5), money is so essential for the exchange of
goods and real estate that the civilizing process, the progress of material or
economic welfare, has been associated to a successful monetary management. A
very tight synthesis says:
1) That during the vegetable gathering and animal hunting eras, direct barter
is used;
2) That around the IV century (B.C.) there is news of indirect barter with
noble metals and some alloys, and of the beginning of primordial
civilizations on the banks of great rivers in the Middle East, Egypt, India and
China;
3) That between the I and V centuries (A.D.) it is noticed that the drainage of
gold towards Asia coincides with the decline of the Roman Empire, numbing
the commerce and the production in Europe until the middle of the XV
century, being called the Middle Ages;
4) That the medieval European warrior princes debased the gold and silver coins
by adding, in excess, copper; establishing the psychological social climate to make
fiduciary currency (paper/bills) acceptable as a function of backing in gold
reserves, guarded by the princes (treasuries) and to be interchangeable
"banknotes" at the request of the holder;
5) That in the middle of the 12th century, during the religious conflict between
European Christians and Islamic Christians in the Middle East, money changers
emerged who also granted loans; giving birth to "borrowers" in the port cities of the
Mediterranean, which promoted trade with Asia and, eventually, in 1492, the
discovery of America;
6) That in the course of the XVI and XVII centuries the generalized acceptance of
fiat money with the institution of First Generation Banking;
7) That at the end of the seventeenth century the creation of a public bank (1694)
creation of the Bank of England, to serve as a "last resort backup" to the first
generation banking, gives rise to the system of private-public interaction, which will
be called Second Generation Banking;

______________________
Sedillot, R. (1975) Historia de las principales monedas. Edit. Guadarrama. Madrid
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8) That in the course of the eighteenth century until the second decade of the
twentieth century, governments increased their deficits, with the Second
Generation system, and converted those debts into negotiable securities with
prefixed yields in the stock exchanges (transformed into Stock Exchanges); yields
that compete with those of the productive enterprises;
9) That between 1914 and the first two decades of the 21st century, the growth of
stock exchange operations or "financial exuberance" with the participation of adhoc bank credits (securitization), led to the insolvency of large banks, despite the
increase in interest rates and exchange rate depreciations, giving rise to the recent
financial crises;
10) That since 1960, in the countries of the Middle East a modality of credits
without payment of interests is created after the sharing of profit rates between
banks and businessmen, making such banks de fure and de facto partners of the
agreed reproductive investment; and
11) That Islamic banks do not suffer from the financial crises mentioned above and
their operations are the fastest-growing in the world, and
12) Since Islamic banking is based de facto on the economic postulates of Keynes
(1936) and avoids the risks warned by Mundell Fleming, in 2020, the Islamic
banking modality begins to call Third Generation Finance to the studies carried out
in the Doctorate of Economics of the UCV of Caracas. 8

____________________________
8

Ver Saber UCV entre 2020 y 2021
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NOTES
i) Since money is the bridge of expectations about the future, the stability of the
exchange rate depends on perceptions about foreign trade, which can be modified
by the government's fiscal requirements; while the stability of purchasing power
depends on expectations about the remuneration of domestic factors and forecasts
about the investment in capital required in the future. In short, all these factors are
full of uncertainty.
ii) The expression cold war is found in the 14th century Spanish writer Don Juan
Manuel in his book "de los Estados" to refer to the internecine conflicts between
the Visigothic factions and their understanding with the Muslim pro tempore allies
that led to the rapid dissolution of the Visigothic monarchies; including the fall of
Cordova (711) of Baetica and shortly after Toledo, the capital of the kingdom.
Cordova in 716 will become the Muslim political center.
iii) In 711 under the command of an individual named Tariq, an orthodox contingent
crosses the Strait of Gibraltar (Mount Tariq). Later (756) he is followed by a
survivor of the Umayyad leadership (Al-Rahman) and one of his descendants of
the same name gains access to the Emirate of Cordova (929) and disowns the
authority of the Caliph of Bahgdad; at the same time that in that caliphate the
Ulema succeed in being recognized as authentic depositaries of the theological
and legal tradition, subtracting from the Caliph a very diluted spiritual authority,
whose definitive crisis will take place between the years 908 and 945, sponsored
by the army definitively transformed into a mercenary army. The Abbasid Caliphate
will weaken while the Fatimid Caliphate in Egypt 969 and the Almohad Caliphate in
Cordova 929m will consolidate. The authority of the Caliphate of Baghdad clearly
nominal will finally disappear in 1258, with the entry of the Mongols; while the
authority of the Andalusian with apogee in the eleventh century, under the
Almohad dynasty will gradually diminish with the successive loss of Toledo 1085,
Cordova 1236, Seville 1248 and Granada 1492.
iv) Extract from L. Mata Mollejas (2006 and 1999), based on the contributions of M.
Allais (1989) and G. Debreu (1959).
v) Expansion of finance closely linked to the issuance of debt-backed securities to
the detriment of traditional bank financing and the production and transaction of
material goods; rendering useless the orthodox therapeutics associated with the
domestic balance-centered optics that predominated in the 20th century.
(vi) Dollar-oil pincer
vii) Mata Mollejas, L. (1999), P.R. Krugman (1997); M. Allais (1989); Poulon, F.
(1982) Poncet, R. -Portrait (1980); G. Debreu (1959); Arrow K.-G. Debrei (1954).

40

viii) We call financial regulator, the gravitational constant that globalizes the
performance of the industrialized monetary economies when exchanging goods;
which is the persistent average relation of 5% existing between the price of oil $/b
and the price of the troy ounce of gold, since the establishment of the International
Payment System (IPS) Sterling Gold or financial gravitational constant; which is
maintained with the floating exchange rate regime for the US dollar, as it has been
agreed between Saudi Arabia and the United States, which we call the dollar-oil
pincer that has prevented the reform of the SIP, sine die.
ix) The financial influence, recognized by theoreticians since the great crisis of
1929, operates with emphasis since 1987, taking into account the structural
reforms in companies and in monetary and financial institutions, introduced at a
planetary level, during the period 1972-1987 (Financial Big-Bang or Globalized and
Decentralized Financial Capitalism) according to, among others, Krugman (1997).
x) Original Sin, according to Holland: 2007
xi) Making ridiculous the concept of Surplus Reserves (Mata Mollejas, L. 2005),
since domestic central banks must match the central bank's balance sheet to the
characteristics of their foreign trade (see Table No. 3).
(xii) Marconi (2001) in analyzing Ecuador's experience.
(xiii) Acceptance by domestic banks of deposits and credits in US$, destined for
export activities and monitoring of currency matching; see Mata Mollejas, L. (2015).
xiv) The so-called general subsidies, by presenting depressed prices to the final
consumer, end up breaking the distribution chain; generating excessive profits
without risks, to the informal intermediaries they procreate; at the same time they
encourage generalized corruption and shortages, if the subsidized price is lower
than the existing one in the external markets. All this, in spite of the fact that the
anti-corruption laws in force penalize, personally, with requirement of
reimbursement, of the losses caused, to the maximum authorities of the National
Executive Power, when conforming a corrupt republic, in the terms of Mannheim
(1958)
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