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On the conception of
the centre-periphery
system

Octavio Rodriguez*

During the nearly thirty years of its exis-
tence CEPaL has been devoting con-
tinnous effort to the interpretation of
Latin American development. The prin-
cipal object of the present article is to
show that this work has been based on a
set of fundamental ideas, which, formu-
lated in the earliest CEPAL documents,
later branched out in various theories and
policy proposals bearing on such ques
tions as international economic relations,
industrialization, structural obstacles,
inflation, etc. In addition, after refuting
some of the criticisms levelled at CEPAL
thinking from the standpoint of orthe-
doxy, the author ends by making the
controversial assertion that despite the
effort expended, CEPAL has not yet suc-
ceeded in'producing a complete interpre-
tation of the problems relating to em-
ployment, capital accumulation and
social relations.

The Director of the Review and his
collaborators hope that further studies
will make it possible to‘remedy these
deficiencies and arrive at a genergl theory
of development in the centre-periphery
gystem: a theory which cannot, of course,
be purely economic, given the variety and
complexity of the factors involved.

*Consultant, Economic Development Divi-
sion, )
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Introductione

It frequently happens that interpreta-
tions of underdevelopment originating in
the great industrial centres see it in con-
trast with an ideal standard of refer-
ence, which is often left implicit: the
long-term economic development pat-
tern embodied grosso modo in  the
various growth models of neoclassical
and post-keynesian cut. By basing their
analysis of underdevelopment on these
conceptual foundations, such interpreta-
tions are led to explain it in terms of the
factor or group of factors which retard
or hinder growth; and therefore to re-
gard it as an anomaly, in face of the
image of normality tacitly deduced from
the advanced societies, on the grounds of
their steady and by now secular expan-
sion of productivity and income.

In contrast, the Latin American in-
terpretations of underdevelopment
which form the so-called ‘structuralist
current of thought’ do not envisage this
phenomenon as a mere absence of
growth, but as a specific process, as the
mode of development peculiar to certain
economies To put it more exactly, this
approach contemplates the existence of
a single economic system, whose bipolar
evolution generates at one and the same
time development in the centres and
underdevelopment in the periphery; and
conceives of the latter as deriving from a
process of structural change in the pe-
tipheral economies, which occurs within
the framework of their relations with the
central economies, and inherent in which
is the inequality between the two types

@The author wishes to thank Anibal Pinto,
Luiz Claudio Marinho, Adolfo Gurrieri and
Gregorio Weinberg, whose observations and
comments enabled him to introduce significant
improvements in the present study. This, of
course, in no way commits them to the views
maintained in it.
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of economy, as regards the degree of
penetration and. diffusion of technical
progress, and the levels of labour produc-
tivity and average real income.

Most of the studies that adopt this
approach were published by the Econo-
mic Commission for Latin America
(CEPAL). Focusing attention on the
official CEPAL documents —whether or
not they bear the signature of their res
pective author—, it can be seen that their
main contributions to economic theory
appear in four major areas: the theory of
the deterioration of the terms of trade;
interpretation of the industrialization
process;, analysis of the structural obs
tacles to development; and inflation
theory. Along with these, others were
gradually made in the field of economic
policy, ranging from those of broader
scope, such as general criteria for deve-
lopment policy or international co-
operation, to the more specific, such as
tariff protection criteria. What is referred
to here as CEPAL thinking embraces the
whole body of these contributions to the
interpretation of the development and
operation of the Latin American eco-
nomies, and to the formulation of deve-
lopment policy and economic policy in
the region.

CEPAL thinking and the structuralist
cutrent of thought —to which latter
independent authors with a similar orien-
tation also subscribe— thus differ percep-
tibly from the interpretations of under-
development directly deriving from con-
ventional economics. As at many other
turning-points of economic thought,
here too it can be noted that the work of
theory-building was preceded by the pre-
sentation of a set of ideas which are
more or less consistent with one another,
and which constitute a new and syste-
matic vision of the reality that has to be
grasped.

To this set of general ideas on under-
development the term ‘conception of the
cenire-preriphery system’ is applied, To
present them in systematic form is the
main purpose of these notes (section I),
while at the same time it is shown that
they are contained in certain key docu-
ments, published by CEPAL in its ear-
liest days; and that although they are
propounded at the pre-analytical level,
they have formed from the very outset a
relatively coherent whole.!

This presentation is followed by a
brief description of the other compo-
nents of CEPAL’s thinking (section II),
with the limited aim of showing that .
they are largely developments of various
aspects of the original conception, and
that accordingly, while they do not form
a completely coherent whole, their de-
gree of unity is much greater than is
usually recognized.

I These documents are: The economic de-
velopment of Latin America and its principal
problems (hereinafter referred to as Principal
problems) and the Economic Survey of Latin
America, 1949 (hereinafter referred to as
Survey), the first mimeographed texts of which
date from the second half of 1949 and the first
half of 1950, respectively, To facilitate consul-
tation of thege documents, the quotations refer
to the following editions: Rall Prebisch, ‘‘The
economic development of Latin America and
its principal problems”, Economic Bulletin for
Latin America, Vol, ¥VII, NO 1, United Nations
publication, Sales NO: 62, I1.G.1 and 62.11.G.4,
February 1962; CEPA L, Economic Survey of
Latin  Amevica, 1949 {(EfCN.12/164/Rev.1},
New York, United Nations publication, Sales
No: 51 I1.G.1, January 1955 (For a re-issue of
the relevant part of the Survey in Spanish only,
see Raul Prebisch, Interpretacion del proceso de
desarrollo latinoamericano en 1949, Seties com-
memorating the XXV anniversary of CEPAL,
Santiago, Chile, 1973,) Although the concep-
tion of the centre-periphery system is funda-
mentally contained in these studies, the first 10
documents listed in section B of the biblio-
graphy are particularly illustrative of the em-
phasis placed on several of their essential ideas.
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A teview of the most important crit-
iques appearing in the British and Ameri
can literature of economics (section 11
helps to clarify and define the basic
features of the initial conception and of
CEPAL’s thinking itself; and in particu-
lar, it reveals that this latter is not the
rough and simple ideological construct
which, even today, some economists
brought up in the orthodex tradition
allege it to be.

Lastly, an attempt is made to show,
by way of a first approximation, that the
concept of the centre-periphery system
and the analytical instruments most

directly based on it constitute the out-
line of a theory of the long-tetm econo-
mic development of the so-called periph-
eral economies —or a theory of under-
development, whichever is preferred—,
whose chief limitation, setting aside a
few inconsistencies, is the very nature of
the approach adopted: its structuralist
character (section 1V), _
Bibliographical references are inclu-
ded, relating to the background of the
centre-periphery conception, to CEPAL
thinking, to the critiques published in
the centres and to the controversy re-
garding the structural roots of inflation.

L.

The conception of the
centre-periphery system

1. Formation and structural characte-
ristics

From the standpoint of this concep-
tion, economic development finds
expression in an increase in material
well-being, normally reflected in a rise in
real per capita income, and conditioned
by the improvement of average labour
productivity. This last is regarded as
dependent upon the adoption of indirect
—or, as they are sometimes called, ‘capi-
-talistic’— methods of production, which
entail the availability of more capital per
worker employed. In turn, the higher
level of capital density is gradually at-
tained as accumulation proceeds and as
technical progress gives it impetus and
ensures its continuity.?

Thus, considered at the highest level
of abstraction, the ideas expressed on

X Survey, pp. 3 and 6-7.

economic development coincide with
those contained in broad outline in the
neo-classical and Keynesian growth theo-
ries, which regard it as a process of
capital accumulation —closely linked to
technological progress—, whereby capital
density is gradually raised, labour pro-
ductivity increased and the average level
of living improved.

Setting aside this common feature,
however, the conception under discus
sion differs markedly from the current
theories of long-term growth, inasmuch
as it does not seek to interpret the pro-
cess of accumulation and technical
progress in a typical capitalist economy,
considered in isolation, but to shed light
on the characteristics assumed by that
process when capitalist production tech-
niques are propagated in the scenario of
a world economic system composed of
centres and periphery,

Implict in this pair of concepts is the
idea that development has been unequal
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from the start: the economies that were
the first to be penetrated by capitalist
production techniques are considered
cevtres; the periphery, on the other
hand, is constituted by those economies
whose production has lagged behind,
technologically and organizationally, from
the outset. But the concepts of centre
and periphery involve more than this
simple idea of initial differentiation; it is
maintained that they gradually took
shape as and to the extent that in the
backward areas “‘technical progress...
usually only penetrated where it was
needed to produce foodstuffs and raw
materials at low cost for delivery to the
great industrial centres”.?

In other words, centres and peri-
phery are regarded as the historical
outcome of the way in which technical
progress was propagated in the world
economy, In the centres, the indirect
methods of production generated by
technical progress spread, in a relatively
short space of time, throughout the
whole of the production system. The
periphery got off to a late start, and dur-
ing the period known as that of
‘outward-directed development’, the new
techniques were introduced only in the
primary-exporter sectors, and in some
economic activities directly connected
with exports which came into existence
alongside sectors that were backward in
respect of the penetration of the new
techniques and the level of labour pro-
ductivity.?

3Survey, r- 3.

#The so-called ‘outward-directed develop-
ment’ has not been an object of exact analysis
in the CEPAL documents, but detailed analyses
have been made in studies by several of the
writers forming the structuralist school of
thought. The CEPAL publications contain only
brief references t¢ this model embodying the
general ideas indicated in these remarks. For one

As the impulse to its formation was
given by the striking expansion of the
centres during the phase of outward-
directed development, the structure of
production in the periphery acquired
two essential features. One of these is its
specialized or unitaterally developed
character, since a substantial proportion
of productive resources was applied to
succesive enlargements of the primary-
exporter sector, while demand for goods
and services, as it increased and became
more diversified, was largely met with
imports. This structure is, furthermore,
heterogeneous or partly backward, in the
sense that sectors where productivity
reaches as high levels as anywhere in the
world —in particular the export sector—
exist within i alongside activities using
outdated technologies, where the level of
labour productivity is far below that
attained in similar activities in the
centres.® In contrast with the periph-
ery’s specialized and heterogeneous
structure of production, that of the
centres is diversified and homogeneous.

of these allusions, see Rahl Prebisch, Theoretical
and practical problems of economic growth
(E/CN.12/221), Santiago, Chile, mimeographed
text, May 1951, pp. 6-7. (Published in Spanish
only: Problemas teéricos y pricticos del creci-
miento econdmico, United Nations publication,
Sales NO: 52,J1.G.1, and also in Series com-
memortating the XXV Anniversary of CEPAL,
Santiago, Chile, 1973.)

5The structure of production should be
understood to comprise the sectors producing
goods, while the economic structure alse in-
cludes the physical infrastructure and the services
sectors (including services provided by the cen-
tral government). In the context of the ideas
discussed here, the characteristics of the struc-
ture of production condition those of the
economic structure, for which reason reference
will be made only to the former, except where
allusion to the latter is indispensable. The
expression ‘structural dualism’ and other simi-
lar terms have been avoided in describing the
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Similarly, on this structura! differen-
tiation is based the distinction between
functions proper to the traditional pat-
terns of the international division of
labour: in the world economic system,
the function of the periphery is to pro-
duce and export raw materials and
foodstuffs, while that of the centres is to
produce and export industrial goods for
the system as a whole.$

2. Terms of trade and fruits of tech-
nical progress

Aswill later be seen, in addition tothe
static connotation implicit in the forego-
ing description of the characteristics of
their structures, the concepis of centre
and periphety have also a dynamic con-
notation: they are intended to provide an
explanation of the development process

technological lag, in view of the connotation of
social backwardness which generally accompa-
nies the concept of dualism in the Literature of
under-development. It was thought preferable
to resort to the term ‘heterogeneity of the
structure of production’, which tacitly incor-
porates the concept of ‘structural heteroge-
neity’. This concept, aithough developed at a
much Jater date (on the basis of an article by
Anibal Pinte, “Concentracion del progreso
técnico y de sus frutos en el desarrollo latinoa-
mericano’, Trimestre FEcondmico, NO 125,
January-March 1965}, has the advantage of
clearly referring to the relatively low levels of
labour productivity, observable in the most
widely varying sectors of the peripheral econo-
mies. Hence in the backward sectors, defined in
terms of this criterion, the patterns of organiza-
tion of production may be either capitalist or
pre-capitalist. On the concept of dualism, see
Yoichi Itagaki, *“A review of the concept of the
‘dual economy’”, The Developing Economies,
Vol. VI, N© 2, June 1968. An article by Anfbal
Pinto, “‘Naturaleza e implicaciones de la ‘hete-
rogeneidad estructural’ de la América Latina”,
Trimesire Econdmico, N© 1435, January-March
1970, briefly contrasts the two concepts.

6See Survey, p. 4; Principal problems, p. 1.

that starts from the basic hypothesis of
its inherent inequality, which implies
that during the long-term evolution of
the world economic system the gap is
widened between these two poles, bet-
ween the developed character of the
centres and the underdevelopment of the
periphery.

The assumptions relating to the dis-
parate evolution of average levels of
productivity and income constitute the
most direct expression of this dynamic
content. Technical progress is held to be
more rapid in the centres than in the
periphery; it is likewise postulated that
the increases in labour productivity
—consequent upon the incorporation of
technical progress into the production
process— are also more intensive in
industry in the centre than in the prima-
ry-exporter sectors of the periphery, and
that this in its turn is reflected in the
unequal rates of increase of average
productivity in the two types of econo-
my; and it is further posited that the
growth rates of average real income are
unequal too —faster in the central coun-
tries than in the less developed econo-
mies.” From a conceptual- standpoint,
these two kinds of inequality— ie., the
dynamic disparity between levels of
labour productivity and the increasing
difference between average income levels
—are interlinked by the postulates relat- -
ing to the deterioration of the terms of
trade, This deterioration is considered to
be a demonstrabie fact, despite the exis-
tence of statistical problems which make
its exact measurement a difficult
matter.® It is likewise maintained that
the phenomenon is the manifestation of
a long-term trend inherent in the trading

TSurvey, p. 74; Principal problems, pp. 1
and 4.

® Principal problems, pp. 4 and 5.
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of primary exports from the periphery
for exports of manufactures from the
centres.,

It is worth while to begin by examin-
ing the significance ascribed to this
trend, before separately describing its
causes. By definition, the deterioration
of the terms of trade implies that the
purchasing power of one unit of primary
exports in respect of manufactures
diminishes in the course of time. But
more important and more outstanding
than this variation in the terms of ¢com-
modity trade are ifs implications as
regards the real income generated in the
production of the goods traded.

A clearer idea of this aspect of the
deterioration phenomenon can be given
by means of the following equation:

Lp-Pp
Y=
Li-Pi

where Lp stands for the average physical
productivity of labour in the production
of a primary good; Pp for the price of
the said good; Li for productivity in the
production of an industrial good; and Pi
for the corresponding price. Obviously,
‘y’ represents the relation between real
incomes (per person employed) in the
two activities, measured in terms of
industrial goods.

Given the assumption that produc-
tivity increases more in the industrial
than in the primary sector, the fall in the
terms of trade necessarily. implies that
the relation between income levels will
follow a downward trend; and even that
average real incomes will become more
sharply differentiated through time than
levels of vproductivity. If the same
reasoning is applied to centre-periphery
relations, it becomes obvious that in
view of the hypothesis on the disparate
evolution of productivities, the trend

towards deterioration implies that there
will be a growing difference between
average real incomes, and, in particular,
that in the peripheral countries average
income will be increasing more slowly
than labour productivity.

Such is the general idea contained in
the documents in which the conception
of the centre-periphery system first
takes shape.® It is argued in them that
the increases in productivity deriving
from the incorporation of technical pro-
gress were not reflected in proportional
reductions in monetary prices, but that
the latter rose instead of falling, and that
the increases were greater for the indus-
trial production of the centre than for
the primary production of the periphery.
Since productivity also rises more in the
centre, the deterioration of the terms of
trade implies a disparity in the evolution
of income perunit of labour by which
the centre is favoured.

This, it must be repeated, is the signi-
ficance of deterioration which is really
of interest from the conceptual stand-
point. Even if the terms of trade do not
deteriorate, the mere inequality of the
rates of increase of labour productivity
implies a difference in average income
levels; if in addition deterioration
occurs, the gap between average incomes
will grow wider still. To use the CEPAL
terminology, deterioration of the terms
of trade implies that the fruits of tech-
nical progress are concentrated in the
industrial centres.

A second significance is attached to
deterioration, which is of interest more
from the angle of its possible quantita-
tive importance for development. As can
be inferred from the foregoing remarks,
a decline in the terms of trade implies

®Survey, pp, 47-48; Principal probiems, p. 5.
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that in the peripheral economies average
income increases less than labour pro-
ductivity, or, in other words, that these
economies ‘lose’ part of the fruits of
their own technical progress, ‘transfer-
ring’ them in part to the great centres. It
is alleged that this ‘transfer’ may be of
little importance for the central econo-
mies, but will normally have a percep-
tible negative effect on the development
of those forming the periphery of the
world economic system.

3. Causes of the deterioration of the
terms of trade

According to the more general ideas
set forth above, economic development
is, in the last analysis, a process of capi-
tal accumulation and technical progress,
the result of which is a steady rise in
output per worker. But in relation to the
attainment of higher levels of produc-
tivity and income, the transformation of

. the sectoral structure of production and
employment is not a haphazard process.
As these levels rise, demand expands and
becomes diversified, while simulta-
neously its composition alters: demand
for indusirial goods and services grows
more rapidly than demand for primary
commodities, At the same time, higher
productivity enables these increasing
volumes of demand to be met, by means
of a change in the sectoral composition
of production, which in turn involves a
change in the sectoral composition of
employment. The growth rate of both
production and employment is faster in
the secondary and tertiary sectors than
in primary activities. Technical progress
in this last sector at once permits and
encourages a greater increase in empioy-
ment in the other more dynamic
sectors.1?

L9 survey, pp. 3 and 4.

Nor is the sectoral composition of
production and employment a haphaz-
ard affair in the development of the
world economy. It is understandable
that, as the growth of industry in the
centre is relatively slow, and furthermore
the international mobility of the labour
force is very slight, a manpower surplus
tends to be generated in primary produc-
tion in the peripheral countries; apart
from the fact that this surplus is pro-
duced continuously, since it has its
origin in the dynamic forces of develop-
ment. As employment distortions are
gradually corrected within the peripheral
economy, by a switch-over of manpower
either from backward sectors to the
export sector, or from this latter to
other incipient modern sectors, including
industries, technical innovations appear
which once again affect employment
requirements. Broadly speaking, these
requirements tend to increase more slow-
ly than the huge supply of labour
brought into being by technical progress
itself, inasmuch as it displaces manpower
from the more backward sectors, and
has, moreover, repercussions on the
growth rate of the population.

The continuous generation of this
manpower surplis is the basic cause of
the deterioration of the terms of trade,
For, as the theory under discussion
maintains, this surplus exerts constant
pressure on the wages paid in primary
production for export, and through
them on the prices of the commodities
produced.

Still in accordance with the same
argument, the tendency to deterioration
manifests itself through the cyclical fluc-
tuations characteristic of capitalism.-
During the boom periods primary prices
rise more than those of industrial pro-

M Survey, pp. 46-47,
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ducts, but they fall more during the
phases of recession: so much more,
indeed, that the prices of the periphery’s
export products generally lose more
during the downswings than they gain
during the upswings, whence the long-
term trend towards deterioration of the
terms of trade.!?

These price fluctuations and the
trend deriving from them are influenced
by the fact that in the centres —owing to
the relatively pgreater shortage of man-
power and 1o better trade union organi-
zation— the labour force is in a stronger
position to obtain wage increases or
prevent reductions. They are similarly
affected by the advantages that entrepre-
neurs in the industrial countries enjoy
with regard to safeguarding the level of
their profits, as compared with entrepre-
neurs in the periphery, not only because
these latter, generally speaking, operate
on more atomistic lines, but mainly
because the commodities they produce
represent the lowest links in the produc-
tion chain. Demand for the periphery’s
primary commodities derives from and is
dependent upon demand for final goods
in the central economies, so that entre-
preneurs in economies of this type are in
a position to exert pressure, during the
downswings, on those who precede them
in the production chain, until the decline
in monetary prices of the primary com-
modities they purchase —and at the back
of that, the fall in profits and/or wages
in the periphery— e¢nables them to
restore satisfactory profit conditions.!?

L2gurvey, p. 58; and Principal problems,
p. 6.

V3 gurvey, pp. 59-70; Principal problems,
p. 6. 1t should be noted that this way of look-
ing at primary production problems from the
standpoint of demand is the approach adopted
in the two documents referred to. Only in later
works is detailed allusion made te the lack of

4. The dyuamics of the system: unequal
development

In current literature on the develop-
ment of Latin America it is often
maintained that the concepts of centre
and periphery differ from another pair
of parallel concepts: development and
underdevelopment. It is asserted that the
former refer to the structure of world
trade, characterized by the exchange of
manufactures for raw materials, whereas
the latter relate to the differences be-
tween the economic structures of
advanced and backward countries. This
appraisal of the concepts of centre and
periphery is unilateral, since, as has been
shown, there is a differentiation between
the functions of the two groups of coun-
tries in the context of the world
economy, which is primarity manifested
in the structure of international trade;
but underlying this differentiation of
functions there is a basic diversity of
structures. In the centres the economic
structure is diversified and homoge-
neous, whereas in the periphery it is
specialized and heterogeneous. The con-
cepts of centre and periphery therefore
have a static content closely resembling
that of the current concepts of develop-
ment and underdevelopment, since they
indicate the inequality between ad-

dynamism of demand for food, under Engel's
Law; and to the slow growth of demand for raw
materials, attributed to the partial or fotal
replacement of these by synthetic products,
and/or to their more efficient utilization, both
being the result of technical progress itself,
(See, for example, Ralll Prebisch, Theoretical
and practical preblems of economic growih,
op. cit., pp. 28-32)) Not until a still later date
are these arguments coherently incorporated in
an interpretation of the trend towards deterio-
ration of the terms of trade, to which reference
is made in section I
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vanced and backward countries in
respect of their structure of production.

But the concepts in question also
have a clearly dynamic connotation.
Reference has already been made to one
of its aspects: the difference between the
rates of increase of average labour pro-
ductivity found at the two poles of the
world economic system. Plainly, it is this
differentiation that underlies the
inequality between the structures of pro-
duction, since the periphery is prevented
by the relative backwardness of its own
structure from generating technical pro-
gress and incorporating it into the pro-
duction process to the same extent as is
possible in the centres. Moreover, as has
just been pointed out, this structural
inequality is what accounts, in the last
analysis, for the deterioration of the
terms of trade, and this deterioration,
coupled with the difference in produc-
tivities, implies that there is also a
difference between average incomes,
Obviously, this disparity does not allow
the periphery to attain such high levels
of saving and rates of accumulation as
are reached in the centres, and this in its
turn limits the possibilities of eliminating
or reducing the structural lag which
underlies the differentiation between
incomes and productivities.

This is the . kind of reasoning
whereby it is sought to show that there
is a tendency to inequality between the
two poles of the centre-periphery system
which is inherent in its own dynamics: it
is argued, in short, that on the one hand
structural inequality and on the other
hand the differentiation between average
productivities and incomes interact and
reinforce one another.!?

It is of interest to point out that this
twofald inequality is regarded as charac-

14 survey, p. 57.

teristic of the phase of outward-directed
development, although it is fully ac-
knowledged that this type of develop-
ment was for many years a powerful
engine of progress and economic growth.
Similarly, it should be made clear that
such trends are considered to be still
inherent in the dynamics of the system,
even during the phase in which industrial-
ization becomes the pivot of the deve-
lopment process, and despite the signi-
ficant structura) changes which it brings
in its train,

5. Inward-directed development

In the conception of the centre-
periphery system, industrialization is
regarded as a real fact and a spontaneous
phenomenon,'* and as indicating the
existence of a change in the model or
pattern of peripheral growth: from the
outward-directed development, based on
the expansion of exports, to inward-
directed development, based on the
expansion of industrial production. 1%
Within the conception under review, this
phenomenon is seen as closely linked to
changes that have taken place in the
world economy, and that are particularly
meaningful and important for the peri-
phery.

Outstanding, in the first place, are
gvents of a circumstantial type, those
usually cited being the two world wars
and the great economic depression which
occurred between them.'” The impact

1545 will be seen later, the concept of
spontaneous or non-deliberate industrialization
by no means precludes the possibility that the
application of policy measures which restrict
imports —although originally adopted for other
purposes— may have helped to promote import-
substituting domestic production.

18 principal problems, p. 8.
17 Survey, pp. 3 and 4.
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attributed to these events is a matter of
common knowledge. The wars that
began in 1914 and 1939 obvicusly set up
a barrier to imports, while at the same
time they led to a marked dynamization
of demand for exports and, consequent-
ly, of domestic demand in the peri-
phery, all of which circumstances became
driving forces behind Latin American
industrial activity, whereby the difficul-
ties of importing manufactures from the
watring centres were gradually palliated.
The depression of the 1930s caused a
drastic reduction in the price and volume
of primary exports, which, combined
with earlier indebtedness, resulted in an
acute shortage of foreign exchange. It
therefore became indispensable to res-
trict imports by means of exchange and
tariff policy or simply by direct prohibi-
tion. Furthermore, measures aimed at
maintaining income and employment
levels had a favourable effect on demand
for goods of which the external supply
was limited. Thus propitious conditions
were created for domestic production of
manufactures to take the place of similar
imported goods.

Besides constituting a response to
these motive forces of a conjunctural
type, the industrialization of Latin
America was prompted by structural
changes which took place in the world
economy during the same years.!¢
Specifically, reference is intended to the
United States’ superseding of the United
Kingdom as the main cyclical centre, a
process which had reached its culminat-
ing point by the 1920s. The importance
of this change for the development of
the periphery is linked to the relatively
closed character of the United States

V3 ¢urvey,
pp. 7-8.

p. 35; Principal problems,

economy, and to the downward trend of
its import coefficient.'?

The British cyclical centre, with an
economy essentially complementary to
that of the vast periphery, transmitted
cyclical fluctuations through the move-
ments of the balance of payments.
During the downswings, the centre’s
imports underwent a severer and more
rapid contraction than its exports, with
the consequent trade deficit and loss of
reserves on the part of the periphery.
But during the upswings, the centre
tended to transfer its expansion quickly
through the powerful dynamism of its
imports, so that in a short time the
periphery’s former trade deficit was
covered. Thus, from the latter’s point of
view, the external deficits originating in
the phases of contraction were offset by
the surpluses created in the periods of
expansion, so that the long-term trend
was one of equilibrium in the trade
balance.

As from the 1920s the world eco-
nomy has worked in a different way,
especially since the great depression of
the 1930s, when the influence of the
United States economy became decisive.
During the cyclical contractions the
same tendency to a trade balance surplus
and to absorption of bullion recurs. But
in the boom periods, owing to the low
import coefficient, the transfer of eco-
nomic expansion to the periphery
through imports of primary commodities
is relatively slow, and the trade deficit
tends to persist for a longer spell of time.

Moreover, during this interval new
reductions of the centre’s import coef-

'%The brief account which follows tacitly
agsumes a two-country model, using the centre
(represented alternatively by the United
Kingdom or the United States), and the
periphery {formed by the remaining economies).
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ficient occur, generating a tendency to a
chronic trade balance deficit in the
periphery, and to continuing absorption
of gold by the new cyclical centre,?®

This tendency has acted as a spur to
the spontaneous industrialization of the
periphery, since the external deficit, con-
tinually recurring, has repeatedly led to
the adoption of measures io restrict
imports, a policy which in turn has given
rise at every step to incentives to replace
them by domestic production of manu-
factures,

Thus, through the motive power of
the external deficit, the more closed
character of the economy of the most
important new cyclical centre has been
reflected in a peripheral development
which is also more closed, and follows
the patterns indiscriminately described
as industrialization, import substitution
or inward-directed development.?!

This spontaneous industrialization
impulse in the periphery can also be
explained in the light of arguments at a
higher level of abstraction. As was poin-
ted out above, it is assumed that in any
development process the intersectoral
distribution of the active population is
not a haphazard process, since the pro-
portion working in primary production
tends to shrink, with the corresponding
increase in the percentage employed in
industry.

General application of these ideas to
the world economy as a whole raises the
question of whether in a system com-
posed of a centre and a periphery, with
the structural characteristics previously
outlined, the growth of industry and of
industrial employment in the centre can
be compatible with development of the

2 "Prfncipaf probiems, pp. 810,
2! principal problems, pp. 10-12.

periphery on the basis of its traditional
specialization as a primary exporter. 22
The reply is in the negative. If these
activities were supposed to absorb the
manpower supply generated in the pe-
riphery by population growth and
technical progress, their volumes of pro-
duction would have to be such as could
not be sold on the market without
serious detriment to the terms of trade.
Accordingly, once the world economy
has reached a certain level of develop-
ment, in conditions of relative interna-
tional immobility of the labour force,
industrialization is the only way open io
peripheral development.??

It should be noted that this is not an
argument of economic policy, but a
theoretical line of reasoning which is put
forward contrario sensu, as a way of
expressing the idea that when the world
economic system attains a certain degree
of development, or, in other words,
when its two poiles reach given average -
levels of productivity and income, the
free play of economic forces sponta-
neously promotes the expansion of peri-
pheral industry. Industrialization then
becomes the principal and obligatory
growth pattern of the economies that
make up the peripheral pole of the
system.

6. Contradictions in peripheral indus-
triglization

In relation to the conception studied
here, economic problems present similar
features in the various peripheral coun-
tries, and particularly in those of Latin
America, during this new phase, which is
regarded as ““one more stage in the

22gurvey, p. 12,
23 5umey, pp. 48-49.
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world-wide spread of . . . productive tech-
nique, or, if preferred, in the organic
development of the world economy™,4

Two of these common problems
appear in the sphere of international eco-
nomic relationships: the trends towards
external disequilibrium and towards the
deterioration of the terms of trade. As
already pointed out, the former is
related to the switch-over of the main
cyclical centre, and to the resultant
changes in the operation of the world
economic system. From another point of
view, this trend is taken to be inherent in
the periphery’s industrialization process,
owing to the maladjustment between the
high rate of increase of demand for
imports that it induces and the relatively
low growth rate of the centre’s demand
for primary export commodities.?s
Similarly, it is maintained that the dete-
rioration trend is continuing during the
new phase of peripheral development,
because of the persistence of the em-
ployment problems underlying this
phenomenon,

These problems, it is considered, are
still characteristic of the petiphery for
reasons similar to those of a more gene-
ral nature indicated above. The periph-
eral economies began their industrializa-
tion process with a superabundance of
manpower —characteristic of their spe-
cialization and structural heterogeneity—
while at the same time they were com-
pelled to use capitakintensive tech-
niques, worked out during the slow and
gradual economic development of the
centres, and ill-adapted to the relative
availability of resources in the periphery.
It is not surprising, therefore, that

29 Survey, op. cit., p. 3.
“Sun_;ey, op, cit,, p. 9.

demand for labour lags behind the sup-
ply generated by industrialization itself,
inasmuch as the process displaces man-
power in the technically backward
sectors of production —ie., artisan
industry and agriculture— and affects the
demographic variables, speeding up
population growth, To this technological
maladjustment is added the fact that the
indirect effects of investment on em-
ployment, due to additional demand for
labour in the capital goods sector, are
not produced in the periphery, but in
the great industrial centres. Thus it is
understandable that during the peri
pheral industrialization process thereis a
tendency for unemployment to persist
“unless it can be countered by a
deliberate policy of economic develop-
ment”,?¢

A third group of common problems
is also linked to the unsuitability of the
techniques which were pradually deve-
loped in the centre, alongside the steady
increase in its average income, When the
periphery is passing through the phase of
development via industrialization, it
becomes essential to adopt those same
large-scale and highly capital-intensive
technigues, despite a lag in income levels
and capacity to save which is reflected in
capital utilization and accumulation pro-
blems. In the first place, the techniques
are applied in large-scale production
units, while owing to the low income
levels the market is of insufficient size,
with the consequent under-utilization of
capital. At the same time, the inade-
quacy of the capacity to save makes it
impossible to leap the barrier of back-
wardness, that is, to raise productivity
levels substantially and rapidly in a large
number of sectors and activities; and

2% Survey, op. cit., pp. 65-66.
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thus the efficiency of the system, and
the capacity to save itself, continue to be
handicapped.?” Outstanding among the
sectoral *bottlenecks’ is the unsuitability
of the infrastructure, inherited from the
period of outward-directed development
and designed to meet the needs of
primary-exporter specialization.

Accordingly, the main difficulties
confronting the industrialization process
are related to the inappropriateness of
the technology in use; but they are also
felt to he associated with the structure
of land ownership and tenure in periph-
eral agriculture, where latifundia and
minifundia exist side by side, and unsa-
tisfactory meodes of land tenure prolife-
rate. These are conditions which tend
to generate unemployment and to limit
agricultural supply.

QOver-concentration of land owner-
ship is an obstacle to the full utilization
of this resource, because of the large
amounts of capital required to exploit if;
but at the same time, the maintenance of
unproductive land proves viable for
owners with large incomes, and even
desirable, as an effective defence against
inflation and also for reasons of social
prestige. Since from the private point of
view the cost of labour is an incentive to
replace it by capital, mechanization is
becoming usual on the latifundia. In
turn, the incapacity of the minifundia to
accumulate capital and raise standards of
productivity also makes it difficult to
expand supply and retain labour, Lastly,
the system of tenant farming and other
unsatisfactory land tenure relations
make for decisions in favour of invest-
ments whose value does not augment
that of the property, such as the pur-
chase of machinery and equipment,
which in addition are labour-saving.

17 Survey, pp. 62-64.

Thus, it is these structural conditions
peculiar to agriculture that are held to
conduce to the adoption of labour-saving
techniques at the expense of others that
make proportionally greater use of man-
power and do more to increase the
productivity of the land: a choice which,
therefore, generates problems of employ-
ment and rigidity of production.?8

To sum up, during the industrializa-
tion process the deterioration of the
terms of trade persists; balance of pay-
ments and labour-absorption problems
make their appearance; intersectoral
maladjustments in production occur
(infrastructural deficiencies, agricultural
supply shortages, etc.); and difficulties
continue to arise in respect of capital
utilization and accumulation, But these
common features appear in varying
degrees of intensity in the different
countries, so that in each of them the
process acquires different connotations.
For instance, the tendency to an exter-
nal deficit may be perceptibly less than
the average, and may even be completely
offset in special cases, where demand for
a country’s staple export product is
exceptionally dynamic.?® Or again, the
unemployment situation may be more or
less serious, depending upon the specific
historical conditions of previous develop-
ment, as is shown by a comparison
between the characteristics of Mexican
and Argentinian agriculture;®® moreo-
ver, the problems posed by capital utili-
zation and accumulation wilt differ ac-
cording to the levels of income attained
during the phase of outward-directed
development,?! and so on.

28Rafl Prebisch, Theoretical and practical
problems of economic growth, op. cit., np. 60-65.

29 Survey, op. cit., pp. 8-9,
% Survey, op. cit., pp. 5-6.
31Survey, op. cit., pp. 1-8.
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It is easy to see that the general
trends and contradictions indicated in
the foregoing paragraph are really reflec-
tions of the persistence of the structural
lag characteristic of the periphery; or
rather, they result from the way in
which the structure of production is
changing during the phases of inward-
directed development, and yet the dif-
ferences between it and the corres-
ponding structure in the cenfre are not
being smoothed out, but are merely
reproduced at new levels,

Industrialization starts from the con-
ditions of specialization and heteroge-
neity established during the period of
outward-directed development. Obvi-
ously, its evolution involves some diver-
sification of production and a fairly
considerable increase in average labour
productivity. But diversification does
not go far enough to remedy the lack of
complementarity between the sectors of
production, or alter the primary-
exporter status of the periphery; and
productivity too is unable to make up its
leeway, not only because of the dif-
ficulty of reabsorbing the labour
employed in sectors where productivity
is very low, but also because the absorp-
tion itself is effected in productivity
conditions different from those prevail
ing in the centre, even in several bran-
ches of manufacturing industry.

7. Development policy and planning

The inference to be drawn from the
preceding remarks is that in all the
special cases and circumstances men-
tioned above, notwithstanding their diver-
sity, common problems present them-
selves —though with varying degrees of

seriouspess— which hamper the indus-
trialization process, tending to hold it
back or to give it a slower tempo than
would be potentially attainable. In other
words, it is recognized that the free play
of market forces leads to the stubbom
recurrence of balance-of-payments pro-
blems and of those relating to capital
accumulation and to under-utilization of
capital and labour, since they are
inherent in spontaneous industrialization
and uitimately derive from the condi-
tions in which the periphery’s structure
of production changes in the course of
that process.

Thus according to the conception of
the centre-petiphery system, if indus-
trialization is to serve as a means of
substantially raising levels of producti-
vity and optimizing the allocation of
resources, it must be oriented in the light
of a carefully-considered development
policy. Moreover, in view of the struc-
tural nature of the above-mentioned
problems, this policy will have to be
ordered and rationalized by recourse to
programming.

If this recommendation is viewed as
a whole and as a conclusion drawn from
the ideas previously described, it will be
seen to possess a clearly-defined hue of
its own. It is prompted neither by con-
siderations relating to the anarchical
character of capitalism and of its modus
operandi, nor by reflections on the ten-
dency of the capitalist system to gene-
rate circumstantial fluctuations in the
level of economic activity; it stems from
evaluation of the specific structural con-
ditions of the periphery, which limit its
capacity for growth, when this type of
economy is left to the mercy of the
spontaneous action of market forces
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The components of CEPAL thinking

Several of the postulates just described
were put forward —and some of them
analytically formulated— in earlier docu-
ments than the studies already men-
tioned; but only in these latter did they
take shape as a body of fairly coherent
ideas which are called here the ‘concep-
tion of the centre-periphery system’,33
This conception is not at first presented
separately, as a conscious point of take-
off for its analytical elaboration, but is
implicit in the arguments relating to
theory and economic policy that exist in

the same documents in which it is con-

tained. And although the various ideas
constituting it are more precisely defined
and better interlinked in later docu-
ments, it is no less true that the early
formulation of this group of basic hypo-
theses is the key to the unity of CEPAL
thinking.

33 Although the early background of this
congeption is not examined, some bibliogra-
phical references to it are included. Consultation
of these sources revesls that the ideas which
Rafil Prebisch later succeeded in welding into
the conception of the centre-periphery system
were being pestated in some of his previous
writings, closely related to his participation in
the management of the Argentinian economy,
during the great depression and the Second
World War, A complete bibliography of his
works can be found in L.E. Di Marco (ed.),
Internationg! Economics and Development,
New York, Academic Press, 1972, The exiracts
from the records of the Central Bank of the
Republic of Argentina, published by that ins-
titution under the title La creacion del Banco
Central y la experiencig monefaria argenting
entre los gfioy 1935-1943, Buenos Aires, 1972,
2 vols., are particularly illustrative of the link

This unity is not perceptible at a first
glance, nor, indeed, is it easy to grasp,
largely owing to the pragmatic fashion in
which the thinking in question was gra-
dually built up on the basis of economic
pelicy recommendations formulated in
response to specific problems, and subse-
quently justified at the level of theory.
In other words, the concern with prac-
tical action characteristic of the type of
activity undertaken by CEPAL means
that its studies betray a tendency to
summarize ad hoc the most pertinent
theoretical arguments on which given
policy measures can be based, to the
detriment of the strict exactitude of
such arguments and measures. Never-
theless, when an attempt is made to
distinguish between the contributions in
the sphere of theory and those in the
field of policy and to examine them in
detail, it can be seen that these contribu-
tions attain a degree of unity much
greater than is commonly recognized.

It is not the purpose of these
remarks to make a meticulous examina-
tion of the components of CEPAL think-
ing.3* The sole aim of the brief descrip-

existing between the ideas in question and the
economic circumstances of those years, A
useful summary of the evolution of the eco-
nomy in question will be found in LG. Fodor
and AA. O'Connell, “La Argentina v la econo-
mia atlantica en la primera mitad del siglo XX7,
Desarrollo Econdmico, NO 49, April-Tune 1973,

34For a detailed discussion of its various
long-term components, see Octavio Rodriguez,
“Sobre el pensamiento de la CEPAL”, ILPES,
mimeographed text, 1974,
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tion which follows is to give an all-round
idea of the thinking in question and an
approximate impression of its unity, in
order to facilitate the presentation, in
sections Il and IV, of the criticisms
levelled at it. The table appended sum-
matizes this description and may even
take its place, thus enabling the reader to
pass on directly to section III, particu~
larly if he is acquainted with the basic
studies prepared by CEPAL,3’

1. The sphere of economic theory

The conception of the centre-
periphery system is accompanied by the
emergence of two preliminary formal
versions of the theory of the deteriora-
tion of the terms of trade.?® One of
them makes use only of accounting ins-
truments and/or definitional equations,
and covers no more than a small fraction

*5In the description referred to, biblio-
graphical references are made to some of the
documents in which the various sets of analy-
tical instruments are developed, Section B of
the bibliography represents a selection of the
studies published by CEPAL during the 1950s
and 1960s, with particular emphasis on those
Aappearing up to 1964, In section D attention is
drawn to those tackling the problem of infla-
tion, including some by independent writers,
and the critiques of the views maintained in this
connexion, The writings of independent
authors belonging to the structuralist ‘current’
or ‘school’ of thought on subjects cther than
inflation are outside the scope of these remarks.
It is worth noting that many of them are
marked by a much higher degree of academic
rigour than the official CEPAL documents, and
that in view of this characteristic they have
'made a very significant contribution to the
development of the common approach.

381t can be seen in sectionl that this
conception is formed by a body of general ideas
and basic hypotheses, presented at the pre-
analytical level. What is meant by the ‘formal
version’ or ‘formalization’ is the analytical

of the conception under review, since its
sole aim is to pinpoint the significance of
deterioration (strictly speaking, the ideas
described in section I, subrsection 2),
The second version uses elements of
macro-economic income theory and of
the theory of cycles, and by their means
attempts to show how the causes of
deterioration operate through the fluc-
tuations in the level of activity charac-
teristic of the operation of the world
economic system. This, which for bre-
vity's sake might be called the ‘cycles
version” of deterioration theory, is of
much broader scope in relation to the
initial conception, since it incorporates
the ideas bearing on the configuration of
centres and periphery, and on the more
general characteristics of the two types
of economy (i.e., the ideas commented
on in section 1, sub-sections 1 to 3).97
Still following up CEPAL’s publica-
tions, it can be seen that by the
mid-1950s several partial analyses had
been prepared, which together form
what might be called an “interpretation
of the industrialization process”. These
analyses relate to several of the charac-
teristics and trends which, as is recog-
nized, are inherent in the process in
question. (i) The necessity and sponta-
neity of industrialization is discussed,
use being made in this case too of
elements from income and ‘cycles’

expression of these same general ideas in theo-
retical terms proper. When, on the other hand,
allusion is made to ‘analytical instruments’ or
to ‘sets of analytical instruments’, reference is
intended to formalizations both in the sphere
of economic theory and in the field of econo-
mic policy.

3Tprincipal problems, pp. &6: Survey,

chapter I1I.

38 principal problems, pyp. 6-13; Survey,
chapter 1L
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1. Sphere of economic theory

2. Sphere of economic policy

Development
policy

Policies respecting
internatignal
econoItic relations

Agrarien policy

Sacigl, lgbour

Basic
theore-
tical
contre
butions

(a) Conception of the centre
periphetry aystam
(1949-1950)

{b) Theory of the deterioration
of the terms of trade {“ac-
counting version’}
{1949-1950)

(c) Theory of the deterioration
of the terms of trade (*cycles
version') (1949-1950)

(d) Interpretation of the indus
trialization process
(1949-1955)

() Theory of the detericration
of the terms of trade Cindus-
trialization version®) (1959)

{a) Deliberate guid-
ance af indus
trialization pro-
cess

(b) Criteria for a
location of re-
SOurces

(c) Development
planning

(a) Protection of
the domestic
market

{b) Latin American
integration

{c) Externsl financ-
ing

{d) Technical assist-
ANCE

(g) Countercyclical
pelicy {compen-
satory for terms-
of-trade fluc-
tugtions)

{a) Research zand
extension pro-
smammes

{b) Taxation and/or
{and reform

Other
theore
tical
coniri
butions

(f) Analysis of structural ob-
stacles to development
(1956-1963)

{g) Infation theory (1933-1064)

(d} Reforms and in
centives

(¢} Revision of
planning prin-
ciples and meth-
ods

(f} Countercyclical
policy anmdfor
palicy compen
satory for dete-
rioration of the
terms of trade

(g) Exports of ma
nufactures

{c) Land reform

and income Shurr—_:erm
i policy
paiicies
(a} Social policies (a) A nti-inflation
(b} Active employ- policies
ment policy

(¢} Income redis

tribution
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theories; 28 (ii) import substitution and
the change in its composition is analysed,
together with (iii}) the tendency to
ex ternal disequilibrium, and a structural
theory of balance-of-payments stabiliza-
tion is cutlined;®® (iv) an explanation is
sought for the trend towards unemploy-
ment and intersectoral production
disequilibria, recourse being had to ins-
truments of production theory; (v) with
similar analytical tools, agricultural
supply and employment problems are
dealt with.*® These partial analyses are
developments of the initial ideas, relating
to economic events in the periphery dur-
ing the phase of inward-directed develop-
ment (section I, sub-sections 5 to 7).

In 1959 a third formal version of the
theory of the deterioration of the terms
of trade was published in English only; it
is also little known because the analysis
of deterioration is built up around eco-
nomic policy arguments relating to the
protection of the domestic market. This
new version attempts to show that in
conditions of balanced growth, or rather,
in the absence of cycles, the spontaneous
industrialization of the periphery brings
with it a decling in the terms of trade
and unequal increases in income. Instru-
ments of neo-classical price theory are
used in providing an explanation of the
deterioration in which a joint role is
played by the lower levels of produc-
tivity in peripheral industry, the relative
abundance of manpower characteristic
of this type of economy, the differences
between wages in the periphery and in
the centre, and the disparity between

39Raal Prebisch, Theoretical and practical
problems of econontic growth, op. cit.,, chap-
ter K1,

40 Survey, chapter IV; RaGl Prebisch,
Theoretical and practical problems of economie
growth, op, cit., chapter 111

income-elasticities of demand for im-
ports in the two poles of the system.
Inasmuch as the deterioration of the
terms of trade is explained in connexion
with spontaneous industrialization, the
new theory constitutes a synthesis of
those mentioned above, which takes into
account not only deterioration but
several of the characteristics of the in-
dustrialization process. This ‘industria-
lization version’ of deterioration theory
therefore incorporates a wide range of
the basic hypotheses to which reference
has previcusly been made (in broad out-
line, those comprised in section I, sub-
sections 1-3 and 5-7).%! '

By the begining of the 1960s a new
essay In interpretation was taking shape,
whose most fully integrated version
dates from 1963: an analysis of the
structural obstacles to development.*?
The object of this analysis was to give
some account of a series of phenomena
which made their appearance during
those years, and were regarded as charac-
teristic of a new phase of peripheral

- development, Among these, attention

was drawn to the aggravation of the ten-
dency to balance-of-payments disequi-
librium, which was reaching a point at
which the external bottleneck threa-
tened to stifle development; the increa-
sing under-employment and unemploy-
ment of the active population; the highly
regressive  distribution of income and
wealth; and the proliferation of vast
groups excluded from participation in
the economic and sccial process: all of

41 Ratl Prebisch, “Commercial policy in the
underdeveloped countries”, American Econc-
mic Review, Vol, 4%, N© 2, May 1959.

*2 Raiil Prebisch, Towards g dynamic deve-
lopment policy for Latin America (E/CN.
12/680/Rev.1), New York, United Nations
publication, Sales NO: 64.11,G.4, 1973.
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which could be summed up as a trend
towards stagnation. In some cases, these
phenomena were accompanied by overt
inflation, and by serious social tension
and political unrest.

In addition to this enlargement of
the initial frame of reference, the ana-

lysis is influenced by sociological
studies,® and by the inflation contro-
versy, in which emphasis was being

placed on the incidence of certain struc-
tural characteristics peculiar to the peri-
phery. The avowed objective of the new
attempt at interpretation, moreover, was
to find some explanation of the above-
mentioned long-term trends which would
take into account the interaction of
economic, social and political factors. In
reality, however, two different types of
analysis were made, one dealing with the
external bottleneck and the other with
internal obstacles to development.
Although it gains considerably in depth
and precision, the first is, when all is said

43gee the following studies by José Medina
Echavarrfa: ““Las condiciones sociales del des-
arrofio econdmico”™ and *““Tres aspectos socio-
logicos del desarrollo econbdmice”, both in
Aspectos sociales del desarrollo econdmico,
Series commemorating the XXV anniversary of
CEPAL, Santiago, Chile, 1973 (an English
translation of the second of these appeared
under the title of “Three sociological aspects of
economic -development”, in Economic Review
of Latin America, Special [ssue, Bogotd, Colom-
bia, August 1955); “Relationships between
social and economic institutions, A theoretical
model applicable to Latin America”, Economic
Bulletin for Latin America, Vol, VI, N0 1, San-
tiago, Chile, March 1961; “Econcmic develop-
ment in Latin America: sociological considera-
tions”* (E/CN.12/646), Santiago, Chile,
mimeographed text, 1963, See also CEPAL,
- “The social development of Latin America in
the postwar petiod”, Santiago, Chile, mimeo-
graphed text, 1963, (Published in Spanish only:
El desarrollo social de América Lating en lu
postguerra, (BfCN,12/660), Buenos Aires,
Solar-Hachette, 1963.)

and done, a new version of the economic
analysis of external disequilibrium, alrea-
dy embodied in the interpretation of the
industrialization process.4* The second
is a general and mainly descriptive eva-
luation of the way in which the agrarian
and industrial structures are shaped
through interaction with a socio-political
structure marked by the concentration
of property and income. This lowers
standards of efficiency and hampers
capital accumulation and entrepreneurial
action, to the detriment of the dyna-
mism of economic and social develop-
ment.*5

The links between CEPAL thinking
and that of independent writers with a
similar orientation are particularly intri
cate in the case of inflation theory, since
many of the studies in that field were
published in a personal capacity, reflect-
ing views which did not always coingcide
with those of CEPAL. The earliest con-
tributions to the structuralist approach
to inflation must be sought in the discus
sion aroused by the sharp acceleration of
the inflationary process in several Latin
American countries, shortly after the

44 See CEPAL, FEconomic Development,
Planning and International Co-operation
(E/CN,12{582/Rev.1), Santiago, Chile, United
Nations publication, Sales N9; 61.1L.G.6, 1961;
Rahl Prebisch, Towards ¢ Dynamlic Develop-
wment Policy for Latin America, op, cit,
pp. 67-88, and “Economic development or
monetary stability: the false dilemma”, Econo-
mic Bulletin for Latin America, Vol. VI, NC |,
Santiago, Chile, March 1961; M.C. Tavares,
¢! gl., “The growth and declire of import subs-
titution in Brazil”, Economic Bulletin for Latin
America, Vol, IX, NO1, March 1964, especially
pp. 1-11,

455ce CEPAL, FEconomic Development,
Planning and International Co-operation,
op. cit., chapters] and III; Rail Prebisch,
Towards a Dynamic Development Policy for
Latin America, op. cit., pp. 3-49.
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end of the hostilities in Korea. The ini-
tial markedly polemical tone, which was
maintained in the documents published
up to the beginning of the 1960s, seems
to have heiped to make this approach
the most widely disseminated and the
best known; and also to some extent
accounts for the extension of its designa-
tion to the whole set of analytical instru-
ments based on the coenception of the
centre-periphery system.?6

2. The sphere of economic policy

As already noted, the recommenda-
tions in favour of industrialization, and
of its deliberate guidance by means of
development policy and planning, cons-
titute basic idées-force, closely linked to
the ideas relating to the modus operandi
of the centre-periphery system which
form part of the original conception.
These recommendations, however, are
not put forward only at a general level,
but gradually gain in clarity and preci-
sion as the above-mentioned sets of
analytical instruments develop. Even
without having examined them in detail,
it is plain to be seen that from the seve-
ral formal versions of deterioration
theory a policy conclusion of supreme
importance can be drawn: industrializa-
tion is the one and only way of pushing
up levels of labour productivity and of
wages in the periphery, and gradually
reducing the differences between them
and the levels prevailing in the centres,
while attempting in addition to retain,
by this means, the fruits of technical
progress. Similarly, it is understandable
that an interpretation of the indusiriali-
zation process which records the other
anomalies inherent in it —the intersec-

465ee the publications on inflation listed
in part D of the bibliography.

toral distortions of production and the
trends towards under-employment and
external disequilibrium— should serve as
the basis for a recommendation to carry
it out on deliberately-planned lines.

What is more, an endeavour is made
to establish appropriate criteria for the
aliocation of resources to peripheral
industrialization, which will offer guid-
ance as to how to distribute investment
between the export sector and each of
the several internal activities and what
technologies to use, so as to palliate the
external disequilibrium trend, while at
the same time maximizing employment,
labour productivity and social income,
These criteria constitute a preamble to
the planning techniques which began to
be devised about 1952 with the explicit
aim of imparting greater precision and
consistency to development policy, ie.,
of expressing the objectives just mentioned
as a set of mutually compatible ends
and means, within each period and be-
tween different income periods.*?

The analysis of the structural obsta-
cles to development reflects a change of
attitude as regards the region’s industria-
lzation prospects. In the early 19505 a
relatively optimistic view of these pros-
pects was taken, and it was thought that
the dynamism of the process itself,
linked to the economic policy measures
formulated to attenuate its notable
disequilibria, would suffice to ensure
conttnuity in the modification of the
structure of production and the gradual

4TRal] Prebisch, Theoretical and practical
problems of economic growth, op. cit,
chapter Il to IV, CEPAL, Estudio preliminar
sobre la técnica de programacion del desarrollo
economico (EfCN.12/292), March 1953; and
Jorge Ahumada, An Introduction to the Tech-
nique of Programming {(B/CN.12/363), New
York, United Nations publication, Sales
NO: 55.I1.G.2, June 1955,
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improvement of average levels of produc-
tivity, It was also confidently believed
that these economic changes would be
accompanied by changes in the social
and political structure favourable to the
continuity of the industrialization pro-
cess and to the widespread distribution
of its benefits, Towards the end of the
1950s the idea began to gain ground that
the structural obstacles to development
underlying the disequilibria were of such
a nature that they might distort its re-
sults as regards the extent and equity of
the distribution of its benefits, if not
slow it down or bring it to a halt.*®

In accordance with this change of
viewpoint, a different orientation was
also proposed for long-term policy. For
although industrialization was still regar-
ded as a basic element in such policy, it
was felt that to clear the way for econo-
mic development the obstacles hindering
it would have to be removed by the
introduction of structural reforms
—especially land reform—, concurrently
with the application of incentives to pro-
duction and of active social, employ-
ment and income-distribution policies. A
critical attitude to planning and its tech-
niques was likewise adopted, and an
attempt was made to renovaie them
through the introduction of methods
whereby thesc new obijectives could be
taken into account and made viable.4?

48 cppaL, Development Problems in Latin

America: An Analysis by the United Nations
Economic Commission for Latin America,
Austin, University of Texas Press for the Insti-
tute of Latin American Studies, 1970, pp.
xli-xliii. .

9 enPAL, Economic development, plan-
#ing and international co-operation, op. cit.,
chapter VI, Raill Prebisch, Towards a dynamic
development policy for Latin America, op. cft.,
op. 3 1049 and 56 to 64; ILPES, Discusiones
sobre planificacion, Textos del ILPES series,
Mexico City, Editorial Siglo XXI, 1966.

Pari passu with the development of
theory, and in close connexion with the
recommendations just mentioned, a vast
body of arguments is deployed on policy
in the sphere of international economic
relationships, in which the need for pro-
tection of the domestic market is ana-
lysed, and a study is made of the limits
within which this contributes to the at-
tainment of standards of efficiency in
peripheral industry.®® Attention is devo-
ted to the benefits of Latin American
integration, whereby the scope of import
substitution can be enlarged and better
advantage can be taken of economies of
scale, with positive effects on the level of
resource productivity and on the margin
by which it differs from that prevailing
in the industrial centres.®' The reasons
for the desirability of resorting to exter-
nal financing are stated: the domestic
savings effort can be supplemented in
economies whose low levels of produc-
tivity and average income preclide the
restriction of current consumption, and
the limitations imposed on import-
substituting industrialization by the slow
growth of traditional exports can be les-
sened. It is likewise explained that such
financing must necessarily be a tempo-
rary expedient, in order te obviate the
risk that an increasing burden of remit-
tances might in the long run reduce the
peripheral economies’ capacity to im-
port.$2  Attention is drawn to the
importance of obtaining international

$0Rail Prebisch, International Co-operg-
tion in a Latin American Development Policy
{E/CN.12/359), New York, United Nations
publication, Sales N©: S4.1LG.2, September
1954, chapter IV; Raiil Prebisch, “Commercial
policy in the under-developed countries”,
op. cit.

5\orppaL, The Latin American Conmon
Market (E{CN.12/531), New YorK, United
Nations publication, Sales NO; 59.11.G.4, 1959.
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technical assistance, above all in the
exploration and inventorying of natural
resources, the training of personnel, and
scientific and technological research.s?
Emphasis is placed on the necessity of
concerting such international co-opera-
tion measures as may help to prevent or
offset a fall in the relative prices of pri-
mary commodities, and to palliate the

cffects of their fluctuations. Lastly,
stress is laid on the trade prefercnces
extended by the centres to the industrial
products of the periphery, as a key
element in a policy designed to eliminate
the external bottleneck by a combina-
tion of import substitution, regional
integration and exports of manufactures
to the rest of the world. 5

1L
Criticisms from the standpoint of orthodoxy

Although without examining its many
camponents in detail, an attempt has
been made in the foregoing observations
to give some impression of the unity of
CEPAL thinking Reference to this unity
implies no claim that each of its com-
ponent sets of analytical instruments is
completely coherent, or that a logical
connexion between them has been fully
established. It is merely an acknow-
ledgement that the various theoretical
components bear a stamp of their own
and are, grosso modo, compaltible with
one another, since they were gradually
developed in the course of time as for-
malizations of parts of that initial well-
knit body of common hypotheses; and
that the economic policy components
are also compatible, since they were
built up in close connexion with those of
a theoretical character.

A review follows of some of the
criticisms appearing in the economic lite-
rature of the centres, and relating to
long-term theoretical interpretation, since
they hetp to clarify the aspects of

S Rail Prebisch, International Co-opera-
tion in a Latin American Development Policy,
op. cit., chapter IL.

S31bidem, chapter TII.

CEPAL thinking which they seck to
refute, as well as the characteristics of
the basic conception. As will be seen, the
inappropriateness of these criticisms is
not due to the difficulty of grasping the
unity of the thinking discussed, but
purely and simply to unfamiliarity with
the propositions alrcady contained in
CEPAL’s early works, and, in particular,
to failure to apprehend the way in which
underdevelopment is viewed from the
standpoint of the conception of the
centre-periphery system,

L. Deterioration and wellbeing

By far the majority of the critiques
published in the centres deal with the
trend towards deterioration of the terms
of trade. The present comments refer to
those actually concerned with the con-
cepival analysis of this phenomenon,
and only tangentially to those relating to
measurement problems and/or the weak-
ness of the empirical substantiation for
the existence of such a trend.ss

54 fhidem, chapter V: RaGl Prebisch, Una
nueva politice comercial para el desarrolio,
Mexico City, Fondo de Cultura Econdmica, 1964,

55The most general of these criticisms
argues that the indexes of the commodity terms
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Stress is laid in this sub-section on
the criticisms relating to the significance
of the terms-of-trade deterioration. They
make much of the fact that it does not
necessarily have an unfavourable effect
on economic well-being, measured in
terms of real per capita income. The
argument adduced is simple; if, for
example, the terms of trade fall by 5
per cent, but at the same time the pro-
ductivity of factors (for simplicity’s
sake, average labour productivity) in the
production of export commodities in-
creases by 10 percent, the economy
under consideration will find itself in a
better position than before, since it will
obtain more imported goods with the
same amount of resources. This implies
that even if the terms of trade deterio-
rate, there is an improvement in the
single-factoral terms of trade, which is

of trade “do not allow for quality changes and
very insufficiently for new products™, Since over
the long term these changes have been of great
importance in the case of industrial products,
and of little significance in primary commodi-
ties, the evaluation of the secular trend to
deterioration of the terms of trade for the two
types of goods turns out to be biased, since in
the indexes the changes in question are left out
of account (see G. Haberler, “Terms of trade
and economic development”, in H.S. Ellis{ed.}),
Economic Development for Latin America:
Proceedings of a Conference held by the Inter-
nagtionagl Economic Assocfation, London,
Macmillan and Co., Ltd., and New York, 8t, Martin's
Press, 1963). Doubts have also been expressed
as to the adequacy of the empirical support
initially adopted as backing for the deteriora-
tion thesis, namely, the United Kingdom’s
commodity terms of trade between the 1870s
and the 1940s, calculated on the basis of CIF
prices for Britain's imports and ¥OB prices for
its exports. The considerable reduction of trans-
port costs between the years mentioned means
that the terms of trade may have improved
simultaneously for the United Kingdom and for
overseas economies (ibidem, p. 333). In parti-
cular it is pointed out that between 18376 and
1905 “a large proportion, perhaps all, of the

the appropriate index for detecting varia-
tions in the level of well-being, 5

It is easy to show that the argument
contained in this criticism is in no way
contradictory to that relating to the sig-
nificance of deterioration; each is perfec-
tly compatible with the other., Let us
reconsider the equation

Lp- Lp
¥ =
Li - Pi

To admit that productivity increases
more in the industry of the central eco-

decline in the British prices of primary products
be attributed to the great decline in inward
freight rates. Since the price of British manufac-
tured exports fell in this period by 15 per cent,
the terms of trade of primary countries, were
FOB prices used for their exports as well as for
their imports, may well have moved in their
favour” (P.T. Ellsworth, “The terms of trade
between primary producing and industrial
countries™, in Inrer-dmerican Economic
Affairs, Vol. X, Summer 1956, pp. §5-56). A
third criticism maintains that even if the im-
provement in the United Kingdom's terms of trade
is admitted to be valid, they cannot be accepted
out of hand as representative of those of the
whole group of industrial countries, or of those
of the said group in its trade with the less
developed economies (G. Haberler, op, cit.; and -
G.M. Meier, The International Economics of
Development, New York, Harper & Row, 1968,
pp. 59-60). Lastly, attention is drawn to the
fact that the same series for the United
Kingdom's terms. of trade shows an improve-
ment for primary producers between 1801
and 1870 (T. Morgan “The Long-run Terms of
Trade between Agriculture and Manufactur-
ing”, in KEconomic Development and Cultural
Change, Vol, VIIL, N© 1, October 1959, p. 4}

56, Haberler, op. cit, and G.M. Meier,
op. ¢it., p. 64, The concept used up to now is
the ordinary one of commodity terms of trade,
and is equivalent to that denoted by CEPAL’S
current nomenclature. The ‘single-factoral
terms of trade’ means the terms of trade multi
plied by an index of export productivity. The
‘double-factorg!l terms of trade’ are equivalent
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nomies than in peripheral primary pro-
duction is tantamount to assuming that
the relation between productivities
(Lp/Li) deteriorates for the latter. This
implies that, ceteris paribus, the relation
between income levels ‘y’ also follows a
downward trend (average incomes tend
to be differentiated). Clearly, then, this
trend is consolidated and aggravated by
the deterioration of the terms of trade
(Pp/Pi), and, at the same time, is not
incompatible with a rise in average
income in primary activities.

Thus the mistake made by the critics
stems from disregard of the assumption
respecting the disparity between rates of
increase of productivity. Once this
assumption is recognized, the deteriora-
tion of the terms of trade necessarily
implies that the double-factoral terms of
trade deteriorate too, which is perfectly
compatible with a rise in the single-
factoral terms of trade and an impro-
vement in ‘well-being’, in the two sectors
and/or economies trading with each
other. To put it another way, in the
periphery average income may conceiva-
bly grow despite the deterioration
because of the increase in productivity;
and, at the same time, it will grow
less than in the centres, because there
the increase in productivity is greater,
and the improvement in the terms of
trade also helps matters, as would seem
to be suggested by the fact that the gap

to the foregoing, divided by an index of import
productivity, For a precise definition of these
and other concepts used by CEPAL, see the
document Relacidn de Precios del Intercambio
de América Lating (EfCN.12/L.99), Cuadernos
Estad{sticos de la CrpPalL, N9 1, Santiago,
Chile, 1976, The various definitions of the
terms of trade given in this document coincide
with those current in international tfrade
theory, as noted in J. Viner, Studies in the
Theory of International Trade, New York,
Harper & Row, 1937, pp. 558-564.

between rich and poor countries in res
pect of levels of living has been steadily
widening since the end of the last
century.s?

2. Critiques of the causes of deterio-
mtion

Attention will next be turned to the
critiques bearing on the causes of the
deterioration of the terms of trade. It is
often acknowledged that in the past
there have been sharp cyclical fluctua-
tions in the commodity terms of trade,
and the importance of their repercus-
sions on the less developed economies is

$7gtrictly speaking, for the differentiation
between averape incorme levels to be produced
the terms of trade need not necessarily deterio-
rate; for them to remain wachanged is enough,
or for the proportion by which they improve to
be lower than that by which the relation
between productivity levels deteriorates. The
CEPAL thesis on the concentration of the fruits
of technical progress in the centres is still inade-
guately substantiated, owing to the lack of
empirical studies on the long-term evolution of
the double-factoral terms of trade. Never-
theless, the well-known study by C.P. Kind-
leberger on the European terms of trade seems
to lead to conclusions favourabls to the thesis
in question, Despite the remark that no evidence
of the deterioration of the terms of trade
between primary commodities and manufac-
tures has been found, it is pointed out that “in
European experience, terms of trade have turned
against the under-developed countries and
in tfavour of the developed™; and, further, that
“the double-factoral terms of trade ... must
have done so still more” (C.P. Kindleberger,
The Terms of Trade: A Furopean Case Study,
New York, . Wiley & Sons, and The Techno-
logy Press of MIT, 1956, pp. 233 and 240). For
other sources of information on the behaviour
of the commadity terms of irade over very long
petiods, see T, Morgan, “The long-run terms of
trade between agriculture and manufacturing”,
op. cit, pp. 21-23,
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also recognized; but care is taken to
point out that they cannot be extrapola-
ted into the future, and, above all, it is
denied that they involve a lonp-term
trend towards deierioration.® The criti-
cisms of the theoretical arguments
adduced to explain this trend appear in a
twofold guise. Firstly, it is alleged that
even if the monopolistic elements in the
labour market of the centres influence
the rise in the overall level of prices, it is
hard to see how they can affect the
assumed movement of relative prices to
the disadvantage of primary commodi-
ties. Secondly, there is a tendency to
reject the premise that demand for the
periphery’s primary commodities grows
slowly in comparison with demand for
industrial products from the centres. In
this connexion it is argued that Engels
law applies only to demand for food,
and reflects the behaviour patterns of
homogeneous populations, so that it
cannot be generally extended to world
demand for primary commodities, since
this includes raw materials, and, moreo-
vet, there may be a boom in demand in
the periphery itself,*°

The weak point in these criticisms is
fairly clear: it consists in that the arpu-
ments on which the explanation of the
deterioration trend is based are consi-
dered in isolation and refuted separately,
regardless of the theoretical context in
which they are inserted. For example, no
notice whatever is taken of the ‘cycles
version” of deterioration theory, the
function of which is precisely to explain
how the different labour market condi
tions prevailing in the centres and in the

5BG. Habetler, ap, cit., pp. 289-295.

S%1bidem, pp. 35-336; G.K. Meier, op. cit,,
pp. 63-64.

periphety are capable of producing the
differentiation between wage levels in
the two types of economy, and how this
differentiation, in turn, is linked to the
decline in the terms of trade. Neither is
any heed paid to the arguments which
indicate why the growth rate of the
central countries’ demand for raw mate-
rials —and not only for food— tends to
be slow; nor is it observed that the train
of reasoning relating to the disparity
between the growth of demand for
imports of primary commeodities and
that of demand for industrial imports is
expounded with reference to the centre-
periphery systerm, ie, to the two
‘homogeneous populations’ which by
definition constitute if.

But what is really important to stress
js that when each argument is taken
separately, the deterioration pheno-
menon itself is brought into the fore-
ground. and criticism is confined to
calling its existence in question, From
another angle this implies disregard and
concealment of the fact that in the
theories to which such critiques refer
the termsof-trade deterioration is only -
one of the results of the workings of the
centre-periphery system, and that ana-
lysis of this system is, strictly speaking,
the principal objective and characteristic
of the theories concerned.*®

5%a compareble analysis of the signifi-
cance of the deterioration of the terms of trade
has been made in various studies, attributing it
to similar causes, H.W. Singer’s article on “The
distribution of gains between investing and
borrowing countries”, published at almost exac-
tly the same time as the early CEPa1 docu-
ments, is one of the best known. The special
feature of the CEPAL approach consists pre-
cisely in that from the outset it incorporates
the explanation of the deterioration pheno-
menon in a broader conception of the modus
operandi of the centre-periphery system.
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3. Repudiation of the CEPAL view of
underdevelopment

There are other critiques in which
the whole body of ideas contained in the
conception of the centfre-periphery sSys-
tem is explicitly repudiated. For
example, it is alleged that these ideas
identify agriculture and poverty, by
virtue of a supposed natural law under
which technical progress occurs pre-
eminently in industry, and its fruits are
concentrated in that sector through the
favourable movements of relative prices.
It is tikewise pointed out that this simpli-
fication of the actual facts is given the lie
by the existence of rich agricultural
countries, such as Australia, New
Zealand and Denmark, and, on the other
hand, of countries where industrializa-
tion has not been altogether synony-
mous with widespread prosperity, such
as Spain and Ifaly.®! In contrast, it is
affirmed that in the so-called peripheral
economies the problem is not “to be
found in agriculture as such, or in the
lack of manufactures as such, but in
underdevelopment owing to poverty and
backwardness, to poor agriculture and
poor industry”,62 .

It seems obvious that these criticisms
are based on an alternative point of view,
which envisages underdevelopment as a
state or situation of backwardness in
relation to the standards of modernity
proper to industrialized socicties. When
this view is implicitly or explicitly adop-
ted, there is also a tendency to assume
that the conception of the centre-

513, Viner, International Trade and Econo-
mic Development, Glencoe, Illinois, The Free
Press, 1952, pp. 62-63. :

$21 B, DiMarco, “The evolution of
Prebisch’s economic thought”, in L.E. Di Marco
(ed.), Fnternational Ecomomlics and Develop-
ment, New York, Academic Press, 1972, p. 10,

periphery system constitutes an ideclo-
gical position, according to which ¢ . .
the periphery’s difficulties are to be
blamed on the centre”; and that this
conception is, in essence, . .. a modern
sophisticated version of the old idea that
trade can be a vehicle for exploitation
rather than a means of increasing welfare
alt round”, 6%

If the conception of the centre-
periphery system is briefly reconsidered
there will be little difficulty in perceiving
the inappropriateness of these criticisms
and appraisals. The conception in ques-
tion postulates rather than discounts the
existence of conditions of backwardness
in the periphery, but gives priority to those
of a strictly economic nature which it
regards as gencral: low levels of relative
productivity (heterogeneity) and lack of
intersectoral complementarity in produc-
tion (specialization). Another of its
assumptions i8 that this lag is likely to
persist, since it is based on the difference
between the two poles of the system in
respect of average real income, which in
turn affects the possibilities of saving,
capital accumulation and readaptation of
the backward production structure (cf.
section I, sub-section 4). Furthermore,
this model of the operation of the world
economic system is understood to be pre-
sented at a very high level of abstraction,
which does not preclude considering
other aspects of the peripheral ‘lag’.
Some of them are taken into account in
the conception itself, in particular
certain characteristics of spontancous
industrialization, such as external dise-
quilibrium, intersectoral maladjustments
in production, superfluity of manpower,

53 A,0. Hirschman, “Ideologies of econo-
mic development in Latin America”, in
A.O. Hirschman {ed.), Latin American Issues,
New York, The Twentieth Century Fund,

1961, pp. 23 and 15.
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etc. These and other special features are
analysed in the various sets of analyvtical
instruments in which the initial concep-
tion takes shape.

Clearly too, for none of these charac-
teristics of the peripheral economies is
the responsibility imputed to the great
industrial centres. In particular, no asser-
tion is made that the deterioration of the
terms of trade is the cause of peripheral
backwardness, or that it is due to any
exploitation of the periphery by the
centres; rather, it is viewed as a pheno-
menon inherent in the operation and
deriving from the peculiar structural
features of the system as a whole.44

Thus it seems hardly legitimate to
impugn the conception of the centre-
periphery system and the theories deriv-
ing from it on account of their ideolo-
gical character, unless it be for reasons
similar to those which support the
opinion that economic theory of neo-
classical and Keynesian origin is ideologi-
cally biased, Nevertheless, although it is
not justifiable to maintain that in the

$4In the works of A.G. Frank a foremost
place is given to the idea of the bipolarity of
capitalism —which is conceived as generating
the development of ‘metropolitan countries’,
and at the same time the underdevelopment of
the ‘satellites’—, and this bipolarity is linked to
the expropriation of a substantial proportion of
the economic surplus and its appropriation by
another sector of the world capitalist system
{A.G. Frank, °El desarrollo y €l subdesarrollo’,
Desarrolle, Yearl, NO2, Colombia, March
1966, pp. 11-12. See also the same author’s
Capitalistn and Under-development in Latin
Americq, New York, Monthly Review Press,
1965). This exploitation connotation proper to
the metropolitan country-satellite pair of
concepts was subsequently incorporated in
some of the studies by Latin American writers
who share what is known as the ‘dependency
approach’. The works by European authors on
“l‘achange inégal” give a similar connotation to
the deterioration of the terms of trade.

last analysis differences can be detected
between standards of objectivity in con-
ventional economic theory and in Latin
America’s so-called structuralist ap-
proach, it must be borne in mind that the
former has been de facto used to but
tress positions which are of interest to
the developed capitalist economies, and
that the structuralist points of view have
enlisted the support of the Third World
countries in various gatherings, where
they have been invoked to defend these
countries’ interests, at the level of inter-
national economic relations. The most
significant cases in point are afforded by
the first and second sessions of the
United Nations Conference on Trade and
Development (UNCTAD).65

65 At these meetings the underdevelopad
countries presented common positions in four
basic fields: the trade preferences of the centres
in relation to industrial exports from the peri-
phery: agréemenis on raw materials and food-
stuffs, as a precaution against fluctuations in
the value of peripheral exports; compensatory
tinancing for the losses caused to the periphery
by the behaviour of the terms of trade; and the
high costs of maritime transport and other ser-
vices. In those years the document most direc-
tly related to the positions in question was
‘Towards a new frade policy for development™,
a report by Ralil Prebisch (Secretary-General of
the Conference) to the first session of
UNCTAD, Proceedings of the United Nations
Conference on Trade and Development,
Geneva, 23 March-16 June 1964, Vol. II, Policy
Statements (E/Conf.d46/141, Vol 11}, New
York, United Nations publication, Sales
NO: 64.10.B.12. 1964.

For accounts of the influence of the
CEPAL conceptions on the first two sessions of
UNCTAD, see A A. Dadone and L.E. Di Marco,
“The impact of Prebisch’s ideas on modern
economic analysis’, in International Economics
and Development, op. cit., pp. 23-27, and
L. Turner, Muitinational Companies and the
Third World, London, Allen Lane/Penguin
Books Ltd., 1974, pp. 87-90.
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IV.

Scope and limitations of the CEPAL approach

The most important of the criticisms
levelled from the standpoint of conven-
tional economics at the components of
CEPAL’s long-term thinking in the
sphere of theoretical interpretation have
just been passed in review. A systematic
survey of the comments and critiques
appearing in the economic literature of
the centres, carried out in 1971, con-
firms the overall impression recorded in
the foregoing summary: save in excep-
tional cases, CEPAL’s contributions are
not judged as a whole, nor is their scope
in the field of under-development theory
properly evaluated.s®

The following remarks refer to the
group of wrifings which are classified as
‘basic theoretical contributions’ in the
table included in the present article: that
is, the conception of the centre
periphery system, the three formal
versions of the theory of the deteriora-
tion of the terms of trade and the several
instruments of partial analysis which
make up the interpretation of the indus-
trialization process. In the first place,

$650e K.G. Ruffing, Two Decades of Con-
troversy: Reactions to the Theories of Prebisch
and ECLA, CEPAL, mimeographed text, 1971,
especially pp. 26-30. The most all-embracing
and incisive of the criticisms, formulated by
M.J. Flanders in “Prebisch on protectionism: an
evaluation”, Economic Journal, 1964, cannot
be examined without going into details of
CEPAL’s analytical processes; in any ewvent, it
makes no difference to this basic conclusion.
The principal critigues on inflation theory are
listed in the bibliography on the subject
appended to the present article.,

brief allusion is made to the main pro-
blems of cohesion which exist in these
contributions; the nature of their ap-
proach is then defined, and in default of
a meticulous study of them, they are
contrasted with conventional economics
to show that the degree of unity they
attain is so considerable that they sketch
the outline of a theory of under-
development. Again in default of a
detailed review, recourse is had to one
example —that of the interpretation of
external disequilibrium-— with the aim of
inferring from it the limitations of the
approach adopted in this group of basic
contributions. It is pointed out that
while this approach may explain certain
disproportions between production sec-
tors inherent in peripheral industrializa-
tion, it cannot do the same for the social
relations which pivot upon production
and give impetus to industrial develop-
ment,

l. Problems of cohesion

A detailed examination of these con-
tributions warrants the assertion that the
comprehensive and complex train of
reasoning they embody is, in essence,
ordered and linked up around the
explanation of three trends which are
considered to be inherent in import-
substituting industrialization: the dete-
rioration of the terms of trade, external
disequilibrium and structural unemploy-
ment,87
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Setting aside minor flaws in reason-
ing and inconsistencies of secondary
importance, such an examination also
reveals a significant lack of cohesion in
the interpretation of employment pro-
blems. In this field, the ideas proper to
the conception of the centre-periphery
gystem are set forth clearly at a general
level, and some attempts at formaliza-
tion also exist, but these ideas are not
satisfactorily related with one another.
To put it more exactly, no theory has
been outlined which makes a strict and
precise examination -in the light of
certain assumptions as to rates of capital
accumulation and population growth—
of how the inappropriateness of the
technology generated in the centres, and
the structural heterogeneity charac-
teristic of the periphery, tend to slow
down the growth rate of demand for
labour, and to speed up that of supply
from low-productivity sectors, with the
result that structural wnemployment is
created,

The lack of precision just indicated
brings in its train a second impostant
deficiency. Obviously, this imprecision
in itself implies that no integrated and
coherent explanation of the three above-
mentioned trends is available, that is, no
model establishing what conditions
should be simultaneocusly fulfilled in

order to ensure that none of those trends
and anomalies emerge during the import-
substituting industrialization process.
For example, to consider —for simpli-

67rhe intersectoral maladjustments in pro-
duction —infrasiructural deficiencies, rigidity of
agricultural supply, etc.— constitute a fourth
trend peculiar to the industrialization phase, It
it not taken into account for the sake of simpli-
city, and because its explanation is of secon-
dary imporiance, being undertaken along with
and as a corollary of the explanations of other
trends,

city's sake— only two of the trends
concerned, it has not been clearly esta-
blished —given cerfain assumptions on
trends in the ceniral economies— how
sectoral growth rates should be com-
bined in such a way as to safeguard, in
the first place, the preservation of exter-
nal equilibrium, and secondly to secure
the gradual reabsorption of the entire
labour force in satisfactory conditions of
comparative productivity, and within a
definite space of time. In other words,
the flaws in one of the theses discussed
—that relating to employment pro-
blems— imply that neither has CEPAL
achieved complete logical articulation of
the several theories commented upon
here.

2. Approach adopted

But it is tess important to dwell upon
these problems of cohesion than to stress
the actual nature of the approach adop-
ted in these theories —that is, its struc-
turalist character—, since it is upon the
type of approach that the scope and
limitations of the whole set of analytical
instruments ultimately depends.

A clear impression of the structu-
ralist character of the initial conception
can be formed from the description
given in section . This basic conception
accords priority to the peculiar features
of the peripheral structure of produc
tion, defining it in terms of the level of
labour productivity in its various com-
ponent sectors and the degree of inter-
sectoral complementarity existing, and
contrasting both these with the charac-
teristics of the production structure of
the centres. Defining the structural
characteristics of the periphery in terms
of their differentiation from those of the
centres implies, of course, that at the
same fime a particular system —the
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centre-periphery  system— is  being
characterized. The structural differecnces
between its two peles will tend, accord-
ing to the initial conception, to be perpe-
tuated, since they are inherent in the
dynamics of the system itself. Thus, for
example, the structural differences
brought into being by outward-directed
development are assumed to persist dur-
ing the phase of import-substituting
industrialization, For, as has been poin-
ted out already, while a measure of
diversification of productios is achieved
through the latter process, it is not
enough to eliminate altogether the lack
of complementarity between the produc-
tion sectors, or the primary-exporter
specialization of the periphery; and alk
though the increase in average labour
productivity is considerable, it has been
unable to make up its leeway, not only
because of the possible subsistence of
~ sectors where it is very fow, but because
industrialization itself is effected in dif-
ferent productivity conditions from
those prevailing in the centre.5®

%2 This brief re-examination of the concep-
tion of the centre-periphery system shows that,
in broad outline, its approach is compatible
with the definition of ‘structure’ as the propor.
tions and relations characterizing an econormic
whole localized in time and space (F, Perroux);
and that of ‘system’ as a coherent complex of
structures (J. Lhomme), always provided that
this concept is understood to possess a dynamic
connotation, Le., that structures gradually
change and with them the system itself changes
too (A, Marchal).

With respect to these definitions, sce
A Marchal, Systemes de Structures Econo-
migues, Titre 111, chapitre I, Paris, Presses
Universitaires de France, 1960, It should be
borne in mind, however, that the above-
mentioned conception basically alludes to the
sphere of economic phenomena; amd that it
antedates by several vears the emergence of the
methodological concern —which was to become
common among the writers forming the so-

The structuralist approach, under-
stood in these terms, is transmitted to
the other studies mentioned above, in
which the initial conception gradually
takes shape. In default of a detailed
review of these contributions, it is worth
while to examine how this type of
approach implies a modification of the
objectives and assumptions of certain
analytical instruments of conventional
economics, by means of which a set of
characteristics of peripheral development
and of the relations between the periph-
ery and the centres can be organically
perceived.

The earliest CEPAL documents often
counterpose deterioration theory to
what is called the traditional theory of
the international division of labour:%* a
counterposition which proves particu-
larly illustrative of the implications of
the structuralist approach,

As is common knowledge, ““the tradi-
tional theory of international specializa-
tion centres on the comparison of a
frading situation with a no-trade situa-
tion, and on the demonstration of the
superiority of the former over the latter.
This is essentially the Ricardian proce-
dure. The mental process which we
petform when, starting from a state of
isolation with different pre-trade ratios
of exchange in each country, we let the
batriets be stripped and then study the
effects of trade, is still the core of inter-

called structuralist schocl of thought— with
incorporating other aspects of the social situa-
tion into the interpretation of Latin American
underdevelopment, As regards the connotations
acquired by the concept of structure in the
works of these authors, see the preface by
A, Pinto to A. Castro and C. Lessa, [ntredugdo
a economia, Ric de Janeiro, Editorial Forense,
1966.

6%CEPAL, Development Problems in Latin
America, op. cit., pp. xv-xix,
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national trade theory. The assumption of
a fixed initial stock of factors can be
relaxed by allowing factor supplies to
change in response to ftrade itself,
without altering the essential character
of this demonstration of the gains from
international specialization”, * These
gains may benefit one single economy or
more than one, depending upon the
terms of trade, but logically speaking
one result is certain: no country will be
adversely affected by trade, since each
will attain at least the level of wellbeing
that it would reach without external
transactions.

The hypotheses of the conception of
the centre-periphery system, which are
linked to the interpretations of the dete-
rioration trend, are in sharp contrast
with this way of looking at international
economic relations. For the conception
in question, these relations are characte-
rized by the exchange of primary
commodities for manufactures, a pattern
peculiar to trade between the two poles
of the system. Underlying this pattern
are the differences between their struc-
tures of production, one being specia-
lized and heterogeneous, the other
diversified and homogeneous. These dif-
ferences are implicit in the assumption
relating to the disparate increases in
labour productivity in the centre and in
the periphery, and are basic elements in
the explanation of the deterioration of
the terms of trade. Taken together, these
two phenomena account for the differ-
ence in average real income levels; and in
turn, this difference helps to explain why
structural backwardness tends to persist. ™

70R, Nurkse, “International trade theory
and development policy”, in H.S., Ellis (ed.),
Economic Development for Latin Amevica,
op. cit,, p. 235,

71g8ee Section I, sub-sections 3 and 4.

Thus, traditional theory —which pre-
supposes similar degrees of development
in the economies trading with one
another— adopts a body of assumptions
appropriate for demonstrating the advan-
tages of specialization and trade over
isolation. The conception of the centre-
periphery system, on the contrary,
begins by admitting thaf between these
two types of economy there are substan-
tial differences in respect of structural
characteristics and average levels of pro-
ductivity and income. And it propounds
a set of alternative assumptions with
the aim of showing that, in the dynamics
of the development of the aforesaid
system, the fruits of technical progress
tend to be concentrated in the central
economies, and the structural inequality
tends to persist.7?

Since they are geared to the explana-
tion of the above-mentioned trends
—deterioration of the terms of trade,
external disequilibrium and unemploy-
ment—, the arguments embodied in the
whole set of analytical instruments
under consideration delineate an image
of underdevelopment quite distinct from

"2This hypothesis of the perpetuation of
the structural differences between periphery
and centre has only been postulated in general
terms; that is, it has not been developed on any
precise analytical lines whatever in the three
formal versions of deterioration theory to
which this sub-section tacitly refers. To make
the point clearer, it should also be repeated that
the structurai differentiation does not imply
that pre- or semi-capitalist modes of production
necessarily survive; since it may, for example,
be confined to productivity disparities between
certain branches of peripheral indusiry and the
corresponding branches in the centres. Nor does
it jmply the absence of any diversification in
the periphery’s structure of production, but
simply the continual resurpence of the dif-
ficulty of giving exports and imperts the
momentum required for intensive accumulation
and growth.
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those presented in contrast to the neo-
classical and post-Keynesian growth
models,

These models, of course, establish
the rate of capital accumulation and/or
of income growth required to keep up
full employment, and/or maintain full
utilization of installed capacity, both of
which are virtually expressions of the
dynamic equilibrium of the economic
system. It often happens that the speci-
fic objectives and the behavioural assump-
tions proper to this type of model are
left on one side, and that a ‘stylized’ and
extremely simple conception of growth
is inferred from them, which stresses
some of the conditions necessary for the
expansion of income, in particular an
increase in the quantity of factors of pro-
duction and/or in their productivity.

Underdevelopment is judged against
this simple standard of reference, an
attempt being made to identify the

factor or factors that prevent the attain-

ment and maintenance of a high rate _f
growth of social income. For example,
reference is often made to the existence
of a twofold vicious circle: backwardness
and poverty, on the one hand, reduce
the possibilities of saving and accumula-
tion; on the other hand, they limit the
size of the market and investment oppor-
tunities; and all these are requisites for
overcoming poverty and backwardness.

The theories under discuszsion here
do not deny that in less developed socie-
ties backwardness of various types exists,
or that it may possibly place obstacles in
the way of transformation of such socie-
ties. But in view of their basic hypoth-
eses, it is understood that they formulate
their analysis in a context which is at
once broader and more abstract —~that of
the e¢conomic relationships between
centre and periphery— endeavouring to
show that the latter’s relative backward-

ness tends to be perpetuated, with the
characteristic differences in productivity,
income and structure to which allusion
has so often been made,

These theories secek not only to
define the position of the periphery in
the world economic system, but also to
discern the internal aspects of the evolu-
tion of the peripheral type of economy.
Particularly through the interpretation of
import-substituting  industrialization,
they attempt to show that what is
termed inward-directed development is a
specific process —not the mere persis
tence of backwardness— which is charac-
terized not only by the trends and con-
tradictions referred to above, but also by
given patterns of structural change which
are peculiar to it: the foundation of the
ndustrial sector on the branches closest
o the market for final consumer poods
entailing comparatively simple tech-
nology; the relative rigidity of the
agrarian structure; the inappropriateness
of the scale and capital density of
the technology generated in the centres;
the differing degrees in which this inap-
propriatencss is apparent in the various
sectors and branches of the peripheral
economy; etc.

Although in very brief outline, the
considerations set forth in the foregoing
paragraphs show that the conception of
the centre-periphery system transmits its
structuralist character to the theoties in
which it takes shape, with the result that
in them underdevelopment is not envi-
saged as a mere state of backwardness
but as a specific process: the long-term
economic evolution of the periphery,
conditioned by the framework of its
trade relations with the centres. Taken as
a whole, these contributions sketch out a
theory of the peripheral economy, or, if
preferred, a theory of underdevelop-
ment,”
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3. An example of structuralist analysis

In their structuralist character, then,
the originality and the chief merit of
these contributions are to be found. But
at the same time this type of approach
constitutes their principal limitation, as
can be seen when attention is turned to
their formal and strictly analytical
aspects. Investigation of what they have
in comimon from this standpoint reveals
that they explain the three tendencies
peculiar to spontaneous industrialization
by disproportions occurring between the
volumes andfor the growth rates of pro-
duction, and/or the utilization of
productive resources, in the various sec-
tors, internal and/or external (peripheral
and/or central).

Strictly speaking, to test the ac-
curacy or inaccuracy of this generaliza-
tion detailed study of the contributions
concerned is needed. But at least an idea
of its significance can be formed from
one example, i.c., the explanation of the
trend towards external disequilibrium,

The pivot of the reasoning relating to
this trend is the concept of unequal elas-
ticities, already suggested. The assump-
tion is that the income-elasticity of

" In the British and American economic
litarature of the 1950s the name ‘Prebisch-
Singer thesis' is given to the postulates on the
deterioration of the terms of trade, its signifi-
cance and its causes, During the 1960s, especial-
ly after the first session of UNCTAD, the term
‘Prebisch thesis’, ot “The theary of the periph-
eral economy’ is applied to the several versions
of the deterioration theory, or even to the
general ideas contained in them.. In these
remarks, on the other hand, it is considered
that, although the conception of the centre-
periphery system ig its cornerstone, only the
whole body of contributions described as
‘basic> in the table included in this article
forms, grosso modo, a‘theory of the peripheral
economy’.

demand for imports of peripheral
primary commodities is less than one in

‘the centres, and, therefore, that their

imports (that is, peripheral exports) will
increase more stowly than their income.
Similarly, it is postulated that the
income-elasticity of the periphery’s
demand for imports of industrial goods
from the centre is greater than one, and,
therefore, that in the periphery imports
will increase faster than income, Hence
the conclusion reached is that to
maintain external equilibrium, the rate
of growth of the periphery will have to
be slower than that of the centre, and
that, in contrast, if it is more rapid than
in the centre —or, more precisely, if it
exceeds the limit set by the expansion of
the centre and the inequality of
elasticities—, there will be a tendency to
external disequilibtium.7

On the basis of this reasoning two
characteristic features of peripheral
industrialization are explained: import
substitution and the change in the com-

"Let G, and G be the growth rates of

income in the periphery and in the centre, and
Ep and E; the respective income-elasticities of

demand for imports. The equation
Gp . Ep =G, * E; indicates what condition
must be fulfilled if the external equilibrium of
the two economies is to be maintained through
time, ceteriz paribup in respect of prices and
capital movements. An alternative equation

makes it easier to see¢ that if elasticity is lower
in the centre than in the periphery (if E. < Ep),

the maintenance of external equilibrium re-
quires that the rate of income growth be stower
in the periphery than in the centre, and all the
slower, the greater the disparity in elasticities.
If this limit is exceeded, disequilibrium will
probably result.
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position of imports. The argument is
simple: if growth is to take place at a
higher rate than that imposed by the
conditions described above and disequi-
librium is to be obviated, it will be
necessary to restrict imports of certain
goods which come to be included in
domestic production, and to prohibit
those of other non-essential goods, in
order to cope with the huge demand for
industrial imports caused by income
growth and by import-substituting pro-
duction. It is likewise understood that
import substitution involves a change in
the composition of imports, since their
restriction affects certain types of goods
£for example, non-essential and/or easily-
processed consumer goods, during the
early phases of the process), while they
are expanded in the case of other goods
of a-different nature (for example, inter-
mediate inputs and machinery).

It should be noted that the foregoing
analysis of the import substitution process
is formulated in tacit contrast with a
theoretical standard of reference, which
establishes what conditions must be met
in order to safeguard external equili
brium. Given certain postulates relating
to the growth of the centres and of the
primary-exporter sector of the periph-
ery, it is assumed that the expansion of
the sectors geared to the domestic
market could be effected in such a way
that complementarity between their
lines of production, combined with the
change in the composition of imports
—the timely restriction of some of them,
to clear the way for meeting the import

requirements of the expanding sectors—, -

would enable external equilibrium to be
maintained, The trend towards disequil-
ibrium is explained in contrast with this
standard of reference: import substitu-
tion itself, inasmuch as it takes place in
the way described above —starting from

import substitution in respect of the
simpler goods and moving towards the
more complex types—, generates huge
import requirements, which tend to
exceed the limits set by the slow growth
of exports and by the exhaustion of
import restriction possibilities. In other
words, the changes in the production
structure and in the corresponding range
of imports are not in practice occurring in
accordance with the conditions of pro-
poriionality required to preserve exter-
nal equilibrium. This is explained,
therefore, in the last analysis, by dispro-
portions between the growth rates of the
various peripheral sectors and/or be-
tween those and the growth rate of the
centres,”s

4, Main limitations

The foregoing interpretation of the
trend towards external disequilibrium
can be approached from yet another
angle. The ideal conditions of. inter-
sectoral complementarity of production
required to prevent disequilibrium imply
that specialization (Jack of complemen-
tarity) is gradually eliminated through
the substifution process. In contrast, the

"5This type of explanation reaches a high
degree of coherence in the article by
M.C. Tavares on “The growth and decline of
import substitution in Brazil”, op, cit. Its
importance lies in the fact that in it the move-
ments of the trade balance are associated with
the changes in the structure of production; for,
as will be seen shorily, this implies that the
hypotheses of the basic conception are consis
tently incorporated in the analysis of external
disequilibiium, As Samir Amin has pointed out,
the CEPAL documents aiso contain a theory of
the structural adjustment of the balance of
payments, but it is less precise that the one
referred to here. (See S, Amin, L eccumulation
a U'échelle mondiale, Paris, Editions Anthropos,
1970, pp. 560-374, and especially pp. 567-571).
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actual pattern of change in the structure
of production, which makes for disequi-
librium, is attended by disproportions
which mean that the specialization
peculiar to the periphery is not being
successfully overcome. Clearly, there-
fore, the disproportions that account for
exiernal disequilibrium are nothing but
the expression, from the standpoint of
formal analysis, of a key aspect of the
initial body of hypotheses: the special-
ization of the peripheral structure of
production.”®

Not only this trend, but also the
other two to which allusion has previ-
ously been made, can be imputed to
disproportions which are considered to
be inherent in import-substituting indus-
trialization. And in every case, these
disproportions have the same signifi-
cance: they constitute a formal expres-
sion of the idea that the specialization
and structural heterogeneity of the
 periphery persist, despite the change in

T€The explanation of the external disequi-
librium trend described here sssumes that the
periphery's exports increase at a given rate and
that they retain their primary character. For
that very reason, it presents specialization only
in the guise of a lack of intersectoral comple-
mentarity of production. An alternative
standard of reference is conceivable which
envisages the diversification both of production
for the domestic market and of exports, thus
remedying not only the lack of complemen-
tarity but also the primary-exporter condition
of the periphery. It is important to note that in
the first type of model import substitution
necessarily involves a fall in the export and
import coefficients, and that this ‘closed’
character of the development process is incom-
patible with an increase in the ideal share of
foreign ownership in the total assets of periph-

eral economies. These implications are not, on -

the other hand, necessary in models of the
second type, which are compatible with differ-
ent deprees of openness to the outside would
and of denationalization of the ecomomies in
question.

the structure of production that indus-
trialization involves.??

The foregoing generalization incor-
porates the main limitation attributed in
these remarks to the body of contribu-
tions under review. The approach they
adopt defines and gives priority to cer-
tain structural characteristics of the
periphery and of the centre which ralate
exclusively to the sphere of production
of goods; this makes it difficult, if not
impossible, to do more than present the
disproportions generated at that level,
such as those emerging in the trends
peculiar to the phase of inward-directe
development. :

This limitation derives from the very
nature of the approach adopted, that is,
from its structuralist character; and
accordingly, it is independent of the pro-
blems of cohesion indicated in sub-
section 1, where it was pointed out that
the logical articulation of CEFAL’s basic
analyses has not been satisfactorily
achieved. Very broadly speaking, it may
be assumed that the requisite for doing
so is an ideal pattern of overall and
sectoral growth designed in such a way
that the ¢trends proper to import-
substituting industrialization are not
engendered, and providing a suitable cri-

TJust as the specialization hypothesis
underlies the interpretation of the trend
towards external disequilibrium, that of struc-
tural heterogeneity is of key importance in
the arguments relating to the unemployment
trend. The two hypotheses play a joint part in
the explanation of the deterioration of the
terms of trade. Of the two theories designed to
expound its causes —or, more exactly, to
explain the conditions of disproportionality
which lie at its root—, the ‘cycles version’ is
better adapted to the general characteristics of
the centre-periphery system during the phase of
outward-directed development, and the “indus-
trialization version’ is applicable solely to the
phase of inward-directed development.



230

CEPAL REVIEW | First half of 1977

terion for assessing, by contrast with it,
the disproportionality underlying these
trends.

Owing to its complexity, presenting
such a standard of reference coherently
entails defining what overall and sectoral
conditions in respect of capital accumu-
lation and penetration of technology will
ensure well-proportioned growth, and
prevent the emergence of the aforesaid
disequilibria and undesirable trends. To
attain this end, however, it is enough to
establish the conditions of the accumula-
tion ‘required” for the several propor-
tionality relations {o be simultancously
fulfilled. And these ‘required’ or ‘neces-
sary’ accumulation conditions do not
comrespond to the accumulation process
as it may be imagined to derive from the
behaviour of specific economic agents,
whose decisions, in actual fact, are
responsible for the real patterns of struc-
tural change which give rise to deteriora-
tion of the terms of trade, external
diseguilibrium, and unemployment.

To take a further look at this same
argument, we may enlarge upon an
example previousty cited. Let us suppose
an intersectoral distribution of invest-
ment, linked to certain technological
options, whereby unemployment could
be avoided, and labour productivity
brought up to the same levels as in the
centre, within a definite time horizon;
and that at the same time it provides for
increases in installed capacity in the
export sector and in each of the sectors
producing for the domestic market,
together with changes in the range of
imports, capable in the aggregate of pre-
venting external disequilibrium, But this
ideal pattern of ‘required’ accumulation
cannot explain why accumulation has in
practice been taking place at a specific
overall rate, or why in reality it has done
so at particular rates in the various sec-

tors; in other words, this paradigm
does not reveal the reasons why in actual
fact an accumulation pattern was pro-
duced which has led to unemployment
and external disequilibrium.

Generalizing on the basis of the
foregoing observations, it may be said
that CEPAL’s basic theories, by virtue of
the approach adopted, succeed only in
enunciating the ‘laws of proportionality’
proper to peripheral indusirialization;
and in detecting, by contrast with these
laws, certain disproportions which
emerge as the structure of production
changes during the industrialization pro-
cess, and which lie at the roots of the
above-mentioned disequilibria and
trends. But the causes of these are not
brought to light, i.c., no account is given
of the social relations which are estab-
lished in the sphere of production, and
which give impetus to industrialization
and the accompanying structural changes.

The same limitation is observable
from another standpoeint, if attention is
once again turned to the basic content of
the theories considered here. It has
already been pointed out that in the
conception of the centre-periphery
system there is a basic nucleus of hypo-
theses according to which this system
evolves on bipolar lines, that is, follow-
ing an unequal development pattern, in
which the differences between average
levels of productivity and income and
between structures of production
interact and tend to persist through
time. At the heart of their interaction
are the differing saving and accumulation
potentials which, on the one hand,
derive from the inequality betwen pro-
ductivities and incomes, and which, on
the other hand, promote disparate
changes in the structures of production,

The analysis of this key aspect of the
initial conception cannot be based only
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on the accumulation patterns ‘necessary’
or ‘required’ to prevent the emergence of
certain disproportions between the sec-
tors of preduction, since the bipolarity
of the system does not depend solely on
such disproportions, but alsc on the
general conditions in which accumula-
tion takes place in the system as a whole,
Consequently, the theoretical develop-
ment of the fundamental hypotheses,
not achieved in CEPAL’s contributions,
necessitates studying and incorporating
into the analysis the basic economic rela-
tions established around the generation,
appropriation and utilization of the
economic surplus in the centre-periphery
system. It is outside the scope of the
present article, however, to deal in detail
with the implications of the criticisms
indicated above.

5. By way of synthesis

The article by R. Nurkse previously
cited contains two observations which
make a useful point of departure for
these final remarks.

In the first piace, he points out that
in practice the traditional pattern of the
international division of labour was
much more than a mere application of
the principles of comparative advan-
tages: it constituted a veritable ‘engine
of growth’. In other words, he maintains
that during the nineteenth century,
while the pattern in question was being
.consolidated, the character and the dy-
namism of international trade were such
that the rapid development which was
taking place in the centre was transmit-
ted to the younger peripheral countries
through a boom in demand for primary
commodities. Secondly, he alludes to the
fact that, in some cases, the expansion of
the world economy led to a lopsided
pattern of development which gave rise

to the coexistence of a modern export
sector with much less developed, if not
frankly primitive, sectors.

These two observations suggest an
indubitably legitimate question. When
demand for primary exports loses the
dynamism it had in the past, how do the
economies which acquired the foregoing
characteristics continue to develop? ™

The conception of the centre-
periphery system is based on the same
findings, and raises a similar question
relating to the type of development of
the peripheral economies after the world
depression, which is regarded as a turn-
ing-point, and symptomatic of a change
in the former outward-directed develop-
ment pattern,

In fact, this question is the leit-motiv
of CEPAL’s fundamental theories: they
investigate why the peripheral economies
have taken the road of import-substitu-
ting industrialization, and seek fo
explain some of the trends and contra-
dictions inherent in this process, such as
the deterioration of the terms of trade,

external disequilibrium, structural
unemployment, etc.
Thus they analyse the above-

mentioned anomalies, but in order to do
so, incorporate the general ideas and
hypotheses of the basic conception
which transmits its approach to them.
An attempt has been made to illustrate
this point by showing that the theories
referred to alter the assumptions and
objectives of certain analytical instru-
ments of conventional economics, and
thereby come to constitute, in the ag-
gregate, the outline of a ‘theory of the
peripheral economy’.

TSR Nurkse, “‘International trade theory
and development policy”, in H.8. Ellis (ed.),
FEeconomic Development for Latin America,
op, cit,
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Similarly, the formal analysis of
external disequilibrium has been de-
scribed with the aim of demonstrating
that this latter is aftributed to the way in
which during the industrialization pro-
vess changes take place in the structure
of production in the periphery, without
fully remedying the lack of complemen-
tarity between the sectors of production,
or, in other words, without completely
eliminating the ‘specialization’ charac-
teristic of this type of economy. Genera-
lizing on the basis of the example given,
an attempt has been made to show that
in every case the basic CEPAL theories
account for the various trends and con-
tradictions in import-substituting indus-
trialization in much the same way, ie.,
by ascribing them to disproportions

which arise as the structure of produc-
tion changes, and which are simply the
reproduction, at other levels, of the het-
erogeneity and specialization peculiar to
the peripheral economies.

Thus, the theories under review examine
from a material standpoint the changesin
the structure of production which are
taking place in the periphery (conditioned
by its trade relations with the centre),
during the phase of inward-directed devel
opment, but they do not refer to those
relations between social groups which are
inherent in the evolution and operation of
the economic system, and by which, in
the last analysis, the impetus to change is
given. In this sense, the CEPAL theories
alter, but do not transcend, the analytical
framework of conventional economics.
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