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Not only there is no contradiction between both economic objectives but they are complementary. Latin American countries are all quite different among themselves but most of them have something in common: Social Inequality. Latin America is the world’s region with the worst income distribution: on average, the Gini coefficient is 0.52 versus 0.32 in the OECD countries and 0.44 in the poorest countries in the world. Its 10 per cent richest citizens represent 40 per cent of total income, while the 30 per cent poorest represent only 8 per cent of total income. Moreover, in the last decade, poverty (which is also endemic in many Latin American countries and mainly among their indigenous or colored populations) has increased in some of them due to the higher negative effects of financial crises on their low income earners, although overall it has been reduced slightly. This higher inequality has nothing to do with globalization since it existed much before globalization accelerated in the last two and a half decades, but globalization is not helping yet to reduce it. 


Why Latin America is so unequal?

Today, most of Latin American social inequality is due to different education levels of its population and not so much due to its lack of access to assets as before. The problem is that, although most Latin American countries have been able, in the last three decades, to go through an economic transition from protectionism and interventionism to a more open market economy and they have also been able to consolidate their political transition from dictatorships or authoritarian regimes to a widespread electoral democracy, many of them have not yet been able to achieve a social transition to a peaceful social democracy. To complete this third transition is the most important political and economic challenge that many Latin American countries face today.
 But, why is so important to meet this challenge?
 Because social inequality is another word for social and political instability or even widespread insecurity and violence and the latter mean, by definition, a broken social tissue, and a large weakness and fragility of its social and political institutions, which, in turn, becomes a major threat to economic growth. The main reason for it is that, without clear and enforceable rules of the game and trusted institutions and without personal and collective security, very little investment, both national and foreign, can be attracted to grow at a sustainable rate. Moreover, foreign investment is even more essential to achieve a sustained growth in Latin America than in other regions because its average national savings rate is one of the lowest in the world and thus it needs to be highly dependent on foreign savings. Different empirical research done on the relationship between inequality and growth in developing countries show that a one point increase in the Gini coefficient generates a fall in the annual growth rate between 2 and 3 per cent.  
What to do? 

A new Social Contract needs to be agreed, in most Latin American countries, between their political parties, their business associations, their trade unions and their other representative institutions and organizations of their civil societies. The contents of this new contract must be, basically, a simple trade off between, on the one side, a much higher institutional trust and legal security and, on the other, a higher tax collection level, less tax fraud and more social expenditures in justice, education, health, unemployment insurance and access to credit for all these people who are today totally or partially excluded from society. If this contract is a success, private national and foreign investment will grow and create more employment, income and consumption will go up, tax revenue will be larger and social expenditure will increase. 
To increase tax revenue, there is no need to raise tax rates, but only to increase the tax base and fight the present huge level of tax evasion. The best way to do that is by selecting and training a new tax collection group, by investing very heavily on information systems and by cooperating with banks and retail distribution companies to obtain the right information.  
To increase the expenditure on social programs, their implementation needs to be based on the “a subsidiary principle”, that is, that everything that can be made more efficiently at lower levels of administration should not be made at the higher levels. Although the Contract must be designed top-down, it must be implemented bottom-up, starting at the basic communities of citizens in every village or city and then going up only when it is felt the need of a higher level of administration (city, province, state etc.) the reason is that the people that are closer to the bottom of society now better than anybody else what are the needs and what to do to meet them and, in any case, they should be directly involved in its implementation for the Contract to be a success. 
Some European countries were able to achieve an explicit Social Contract many years ago with great pay outs in terms of social peace and political stability. Brazil is trying to implement a more implicit but similar Contract now with reasonable success, which could be followed by many other countries in Latin America.     

