Colonial monopoly and
underdevelopment

I'his section (Part 2, Chapters 4 and 5) has clear purposes and
pssumed ambitions. It seeks to identify key characteristics of the
seonomies of underdeveloped countries! based on the study of their
geonomic history and certain constitutive structures that have been
historically established there. The idea is to identify in this eco-
nomic history hallmarks that demonstrate the little use of existing
gconomic theories on economic development, whether or not based
on economic history, but that have (so-called) developed countries
s the model for analysis and observation.

What is being said here is simple and not new. The transplant and
especially the modelling of developmental processes from the
experience of (once) developed economies are not only theoret-
ically erroneous but also lack empirical support. As we intend to
demonstrate with theoretical reflections and empirical data, the
economic history of these countries presents particular challenges
and creates specific structures that require different understanding
and treatment. Not only that. As mentioned above,? the concept of
‘developed countries’ can also be challenged nowadays based
on economic history and the analysis of economic and social
structures.

The term structure must be made clear. It is intuitive to relate it
to the famous structuralist movements of the 1950s and 1960s,

! The notion of developed, underdeveloped and developing countries is
quite controversial (see Introduction, note 3). I do not intend in any way to take
gides in this discussion, not least because its utility is relative. Thus, all
references to developing countries must be understood as references to
countries with a common, extractive past, monopolized by some metropoles.
These are the characteristics which, as will be seen below, influence the
existence of negative social conditions and human development in these
countries after the independence process.

2 See Introduction (text and note 4).
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38 Monopolies and underdevelopment
especially in Latin America. The methodological connectit
undoubtedly exists, but is rather limited, as it must co-exist w {
fundamental differences in substance and content. There is th
common intention of identifying structures, that is, formative an
constitutive features of the economic system and the functioning (
economic relationships that influence and determine these relation
ships. There are two major differences however to the classics
structuralist analysis of the 1950s and 1960s: one is in terms of
method, and the other is in content. First of all, there is no belie
that the structures are exogenous to the system. They, like o
variables influenced by them, are endogenous. What we see is
these structures, historically determined, so important to the organ:
ization of the economic systems of developing countries, became
extremely rooted and cannot be altered by changes in the produe
tion system (technology, form of production, and so on), not le
because they are able to put off resistance to those changes, eith
through political or economic barriers or through legal ones. This i§ .
structuralism. The variables influenced and that can influence the
structures are not only economic, but — and perhaps especially —
legal. ¥

The second distinction lies in the content and in a sense are a
consequence of the first distinction. Being that the relevant barriers
are endogenous, the structuralism that is being proposed here is not
intended to identify its central basis in the external dependency of
developing or underdeveloped countries. In other words, the prob-
lems to be solved are to be found mainly in the internal structures
created from the colonial heritage (of dependency, no doubt).?

3 Thus, there is an important difference both regarding the theories of
dependence (see F. Henrique Cardoso and E. Faletto, Dependency and devel-
opment in Latin America, Berkeley, University of California Press, 1979), as
well as the original theorists of structuralism (see R. Prebisch, The economic
development of Latin America and its principal problems, op cit., New York,
United Nations, 1949). Both see in the relations of foreign trade and relations
of unequal exchange the main reason for concentration of income and,
ultimately, underdevelopment. Hence the pessimism of the latter when imports
substitution policy imagined by them, on the one hand, did not generate the
desired development and, on the other hand, generated even more dependence
(depending on the import of capital goods) and more external imbalance. Not
identifying the source of underdevelopment in internal structures (as logically
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T'his latter observation solves one problem and creates another. It
llows for this new structuralism (legal) to be less pessimistic and
thaps more purposeful than the former, putting an important part
i the burden of changes in underdeveloped societies themselves. It
sites another, however. It is necessary to clearly differentiate it
s the new economic institutionalism. Here again, there is a

. North, founder and most famous representative of economic

ieo-institutionalism, also uses the term structure. For him, struc-

‘determinants of economic performance.* He highlights among them
he right to property and the state (mainly through its influence on

property rights), and other economic and cultural determinants such
us technology and ideology. Institutions are, therefore, rules that do
not affect the distribution of power and income, but the economic
behaviour of individuals.

Structures in the conception adopted here are exactly the oppo-
site, that is, forms of distribution of power and income, which are
constitutive of a society and, ultimately, key elements in defining
economic behaviour.

should be concluded from its own analysis), they could not understand how the
emphasis on the domestic market could not be transformative but instead
intensifying dependence, if domestic economic structures remained the same.
Hence also the exaggerated realism of the former (Cardoso and Faletto) that
saw in the connection with central economies the only possibility of peripheral
development. These policies were responsible for the neoliberal disaster in the
1990s, particularly in Brazil and Argentina. In the hypothesis advanced here,
the relations of unequal exchange in international trade are just one of the
consequences of monopolistic colonial heritage. It is therefore a consequence
and not a cause of underdevelopment. All the real problems, including
especially those verified with the substitution of imports, result from the
internal, monopolistic and concentrated economic structure. The monopolistic
industrial structure of these countries has not been and will not be an obstacle
to growth, but rather to the distribution of income (see Chapter 5 below).

4 See D. North, Structure and change in economic history, New York —
London, Norton, 1981, p. 3, upon defining ‘structure’ in its institutional sense.
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1. ECONOMIC POWER (AND, HENCE,
MONOPOLY) AS A STRUCTURAL
DETERMINANT OF THE ECONOMIES OF
UNDERDEVELOPED COUNTRIES

Something very important must be said about the economies of

underdeveloped countries. Also, this proposition is not new, but its

consequences for the economy and the domestic legal system of

underdeveloped countries were disregarded by early structuralist
work and continue to be neglected.

It is the fact that economic power in these countries was
constitutive of economic relations. Most, if not almost all of them,

have their history closely linked to European colonization. And

there is a very important element to emphasize. The condition of

the colony, far beyond external dependency, created internal power

structures in the economic field that marked and mark the whole

process of development (or underdevelopment) of these societies.
That is why it seems possible to describe the development (or

underdevelopment) process of these regions based on the structures

of economic power created and the income distribution structure
accompanying them.’ They are, according to the view adopted here,
the main causes of underdevelopment of these countries. The bonds
of colonial dependency that motivated them, even if they are the
original roots, are not the ultimate cause of underdevelopment.
There are internal economic structures that enable or not, whenever
necessary, disruption of situations of dependency. As is well known,
this rarely occurred in the history of underdeveloped countries.
Except in rare and exceptional situations in these countries, the
bonds of dependency are never the object of counterattack, and
neither broken. This is due to the internal power structures and
income distribution that benefits, albeit indirectly, from these ties.

> See for an econometric study of the relationship between concentration

of economic power and poor distribution of income in Brazil during the
colonial period C. Salomio Filho, B. Ferrio and L. Ribeiro, Concentracdo,
estruturas e desigualdade — as origens coloniais da pobreza e da md
distribuicdo de renda, Sdo Paulo, 2009.
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‘I'he Hypothesis, Research Method and its Main
(Consequences

e main hypothesis of this chapter is that structural concentration
{ economic power in the peripheral economies produces effects on
li¢ entire system, concentrating income among mdustqes and
{ween social classes. Monopolies submit such economies to a
iple draining effect’, draining resources and concentrating income
ffom the consumer, the labour force (both working and laid off) and
Wther sectors (dependent sectors). This concentration of power and
lcome also causes the economic growth pattern of this type of
ponomy to change substantially. The gu:owth !::ecomes based heav-
ly (among other factors) on productivity gains based on reverse
juddistribution of income and labour force (both employed as a
erve) for the big conglomerates (and their _few shareht_)ldcrs).
~ An effort will be made to demonstrate this hypothesns_ through
lilstorical analysis and empirical data. B.y l?eing considered a
general hypothesis of the concept of colomzal.lon,‘an attempt will
he made to describe general lines of economic hlstca_rylcl}f under-
“(evelopment and, only when necessary, the peculiarities of a
particular historical process. This descriptive form dges{ not denote
panggeration in the claim, but rather the deep conviction that _the
process of underdevelopment is a structural process in the colonies,
fesulting from private and public rnonopo‘hes ‘that settled there,
which at that time follow, in an inverse (h_recuon and sense, the
process of development of the northern nations. As such, it must,
therefore, be described uniformly. The conclumgr}s drawp ﬁom t]}e
historical process will then be subjected to empirical verification in
ies considered emblematic. :
corlntig!efmponant to note at the outset that this hypothesis, once
demonstrated, can help resolve two apparent paradoxes of con-
lemporary economic history, both di_rectly correlated. '
The first consists in the reproduction of underdeyelopn:ncn.t (“'flth
ubsolute or at least relative deterioration of the main so?'lal 1{1d1|:.:a-
fors and income distribution) even in countries experiencing signifi-
¢ant economic growth rates. The hypothesis presented l.le.u? may
help to explain this apparent paradox. Once the p0531b1.11ty- of
concentration of economic power as a generator of'reverse distribu-
fion of income in the consumer, labour and mter'-mdustry markets
in underdeveloped countries is admitted, it is possible to understand
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the reason for the deterioration of economic growth with socid
indices. Growth is a consequence exactly of the reverse distribution
of income, that is, from productivity gains resulting from
deterioration of real wages (either directly, through their reduction
or indirectly, through layoffs). The end result is the existence of
economies in which, even if and no matter the extent to whick
economic aggregates grow, more poverty and social inequality may
be produced. .

The second apparent paradox lies in the convergence of relative
prices between developed and underdeveloped countries identifi
by empirical works.® According to these studies, it is possible t0
demonstrate a positive correlation between international conver-
gence in commodities prices and convergence of relative prices of
production factors (in particular, wage and price of land, called
wage-rental ratio). This convergence is accompanied, and therein
lays the apparent paradox, by an increase in the differences between
the standard of living in the developed and underdeveloped world.
Obviously it is not enough, as these studies do,” to invoke

leentration and reverse distribution of income and not improve-
nt to the living standard. In these economies, in this particular
Worical moment of industrialization, reduction in the price of land
more than proportional to the reduction in real wages, which,
wever, still exist. This is because the demand for more land
preases more in periods of industrialization than the demand for
ibour and also because, in this period, there is the beginning of
glon organization in most underdeveloped countries, which pre-
nis further deterioration of the real wage. So in fact, what is
0 pening is the concentration of wealth in the hands of the most
Woured groups, who can accumulate even more capital by acquir-
Jand. This also explains, besides the co-existence of the best
ave-rental ratios and the worst social indicators, another peculiar
huracteristic of developing economies. It is the fact that 50 years
fler the beginning of the industrialization of most developing
ountries, we are living a process of reconcentration of land
swnership and social exclusion in the countryside. Capital accumu-
Wllon, having occurred unequally, leads to a situation in whic}ll the
|mprovement (decrease) in the price of land may be appropriated
unly by the most affluent layers. For the working class, emploged
wid even unemployed, there is no possibility of access to agrarian
pwnership. Hence the permanence and the endemic nature of
Wgrarian conflicts in these economies, despite the relative abun-
‘dunce of land.

What is being said, in effect, is that the opposition between the
lassical theory of comparative advantage and the structuralist
Kl gory (initial version of Prebisch) must be revised. While there is
i approximation between the value of remuneration qf thg fan?tors
0f production (in a certain period of time®), this approximation 15 (')f
ittle relevance to the economic development of these regions. This
|y because the central problem of the colonial legacy is not
primarily in international trade structures, but rather in intemfil
ructures of economic power (linked or not to external economic
und commercial interests).

commodity prices accompanied by a narrowing of wage-rental
ratios should lead to smaller, and not larger, discrepancies in living
standards, even in the presence of different technologies. After all,
commodity prices and land prices account for most of the basic
needs associated with elevation of the economic and social indica-
tors of the population. Though there are other important factors to.
influence these indicators, their absolutely discrepant evolution can
only indicate that there is a specific layer of the population being
granted the best wage-rental ratios. 4

Precisely because they correspond to different and successive
economic stages typical of underdeveloped countries where the
agrarian economy is replaced by manufacturing and raw materials
industry, this data in fact serves as an indicator of economic

6

See J. Williamson, ‘Land, labor and globalization in the third world,
1870-1940°, in The Journal of Economic History, Vol. 62, No. 1 (March
2002), p. 55 (68), see also earlier work by the same author, ‘Globalization,
convergence and history’, in The Journal of Economic History, Vol. 56, No. 2.
(June 1996), p. 277 et seq.

7 See note 4.

#  Approximation, moreover, not entirely demonstr:ated. Thet;e is rcl.evagt
(lita to the contrary. See, for such, J. Love, ‘Economic ideas and ideologies in
Latin America since 1930°, in Cambridge history of Latin America, \:’ol. VL,
(lambridge, Cambridge University Press, 1994, p. 393 (423, especially note
ul).




A Monopolies and underdevelopment

But that is not all. As stated above, the history of colonizati
and the monopolistic structure established impacts societies in
Southern Hemisphere to the point of constituting social and e
nomic structures that will influence their entire process of fu
economic development. That is why this study intends to s
recounting the economic history of the underdeveloped countries

The reference to social and economic structures is deliberate. I
not considered correct to start a historical analysis from a unilat
predefinition of the meaning of human behaviour, driven excl
sively by economic rationality, as desired by G. Becker,?
predominantly social, as so passionately and effectively defend
by K. Polanyi.'® Any choice between those two trends when
comes to the study of (under)development is, moreover, inconvel
ient. They both associate to help induce the process and thus b
must be scrutinized. ;

Indeed, colonization shapes not only in economic but also i
social structures. The attachment to the culture and living stand
of the developed countries and the clear contempt nourished by thy
wealthy classes, and even the middle classes, for their own civi
zation is a common characteristic of these countries. More impor
antly, the monopoly of economic knowledge introduced by colonial
monopolies takes root in the social structure, fraying the social
fabric and undermining cooperation. These beliefs and struc
make the process of development more difficult.

In the economic field, the effect of the structures is even deepe
It affects, as seen above, the form of capital accumulation anc
affects the distribution of their income. This type of struct
completely prevents the institutionalization of demand as the mai _
driving force of the development process. The analysis of the ways
to tackle such serious structural economic problems must be more
detailed. It requires an analysis of economic structures and behav
iours present in the economic order of underdeveloped countries
and arising from these monopolistic structures, as well as a
proposed legal treatment capable of providing ways out of the
vicious circle of underdevelopment caused by them.

? See G. Becker, The economic approach to human behavior, Chicago,

The University of Chicago Press, 1976,

10

p. 46.

K. Polanyi, The great transformation, Boston, Beacon Press, 1957, esp.
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¢ last and very important caveat must be mentioned. Stressing
central importance of the monopolistic structure created in the
les for its underdevelopment process does not imply that what
ght is always the opposite, that is, the generalized existence in
‘economy of decentralized economic structures. It is a common
(| perhaps purposeful mistake among neoclassical ﬂ)eonsts:
se big monopolistic conglomerates against an economic struc-
(inefficient, according to them) of small and medium enter-
fnes.
Even from the logical point of view, there are only these two
lernatives. In fact, the real alternative to concentrated economic
er is a balanced economic structure (in terms of information
ability to bargain) between supply and demand. Achieving the
ct organization of the forces of supply and demand and not
I8t the best conformation of the industrial structure of supply is the
goal of the economic system and the laws that seek to protect

It also does not imply that combating monopolistic structures is

{licient, by itself, for economic development. In particular, we

st emphasize that the economic structures affect structural char-

teristics of society and not quantitative data. So the idea of
nonopolies is not very effective to explain why, among fhe
linderdeveloped countries, there are different degrees of relat}ve
growth. For this, other factors are decisive, such as Populaﬂon
Qgrowth and the importance and relative value that the main product
of each country has for the international market, and so on.!!

b, Colonialism and Creation of Monopolies

The colonial period is a long and particularly agitated period in the

history of capitalism. From an economic standpoint, it lasts four
venturies, from the early sixteenth century to the late nineteenth

- tentury. Note that this period encompasses different economic

' See in this respect the interesting description of the various degrees of
jprowth obtained by Latin American countries in the nineteenth century because
ol the commodity lottery (lottery of extractive products) — see V. Bulmer-
Thomas, The economic history of Latin America since independence, Cam-
bridge, Cambridge University Press, 1994, esp. p. 43 et seq.
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phases of developed countries, from mercantilism until the Ind §-
trial Revolution. In developing countries, the period set out herein
encompasses several different phases. From the original extraction
system until the nineteenth century, plantation carried on in many.
already independent countries. It happens that, as we intend to

demonstrate, in these centuries, there is a binding relationship with

the economies of the former or current colonizers, maintaining a

constant economic standard over this period, distinguished by the

existence of a single crop or of a single extractive product for
export. This feature becomes a dominant element in the social a

economic structure of these countries, superseding any differences
in political and economic background that a colonial period may

have in relation to the other.

With different emphasis between export and import of extractive
products and importation of European manufacturers, according to
the different colonized regions and with different economic stages

of colonizers, this was the central economic feature of colonization.
Its basic structure — monopoly — guaranteed the extraction of the

greatest possible economic value of the colony, both in exports and

in imports. Only when that monopoly was not possible or desired —
precisely because extraordinary profits should not be made on the

sale of extractive products but rather on the sale of final industrial

products in the metropoles — was the extraction and sale left to local
producers, usually at low cost. Monopoly and extractive activity,
and even subsistence activity, therefore, fulfilled their roles to
perfection in the colonial world: to ensure the allocation of wealth
in the hands of the dominant economic player in that given period,
whether a state or a private monopoly. Extraordinary monopoly
profits were allocated to the big rural exporting properties and
private monopolies; normal returns and in most cases subsistence
returns (subsistence agriculture such as rice in East Asia) were with
the peasants and artisans of the colonies.

If today it is commonplace in economic history to assert, as was
done above, that the interests of the metropoles (colonizers) were
determinants for the economy of the colonies and for the definition
of their economic and social structures, much rarer are the attempts
to understand how the monopoly system was able to have such a
lasting influence on the economic and social system of the colonies.
It’s what we intend to do in the following topics, in three distinct
ways. Firstly, ascertain how monopolies reflected the commercial
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ests of the cities and as such influenced the economic cycles in
colonies. Then, one must ask how these monopolies are
Wetured in colonial economies and what is the relations!np
blished with the colonial state. And finally, study the resulting
helal structure in the colonies.

i

, The Historical Origins of Underdevelopment

'he outlines of economic history of underdeveloped countries
bllow, in broad terms, the major features of capitalist development.
ey are its by-product. That is why what we will describe Pelow
dorresponds to the major phases of capitalist development in the
life Middle Ages to the present time, only this time analysed from
the perspective of developing countries. Obviously moments and
gvents of economic history of capitalism have different mgmﬁca:llce
Wwhen viewed from the perspective of developed and developing
vountries. When necessary, this will be highlighted. ,

In terms of a historical discussion, it is important to hlgI?llght at
the outset a very important element. It is necessary to rejejcl any
“kind of determinism in the description and historical analys_ls. The
Mtructural study proposed should not be misleading. It has, in fact,
apecific features, also in the historical analysis.. The statement
(nlready made in section 1.a above) that structures influence and in
nome cases determine the process of development can only be

- properly understood once the significance of these structures is

clarified.

They are, as already stated, basically the structures of power and
distribution of wealth in societies. There are then two hlstqncally
relevant structures. Those neutral with respect to economic and
social development and those that influence in a certain sense
economic and social development. What makes a structure in
respect to the economic development process neu?ral or non-neutrgl
i§ its ability or inability to interfere in social choices.'? For now, it
suffices to affirm something that is relatively obvious and sufficient

12" When structures are neutral, not interfering in the social choice process,
it is possible to imagine the predominance of institutions as an explanatorgy
force of the economic development process. Hence the reh:*.vance of D. Norlh s
theory for developed countries and, according to the thesis defended here, its
little applicability to developing countries.
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for the purposes of the historical study that will take plac
Economic structures that block social choice do not create alte
tives for a society. To that extent, and only to that extent,
structure limits choices and thus helps determine the process ¢
economic development. ,
Note that speaking of social choice means having to examin
much broader historical elements than the mere modes of produg
tion and the relations that take place inside it. Historical processe
are not defined exclusively from the relationship between worket
and capital owners. The economic and social development o
society depends on a much wider range of social and econom
relations, including relations in the consumer market and relation
with other industrial sectors. If in a society economic structures art
able to influence these various spheres of relationship, they start g
have significant influence on the development process, particularly
since such structures create distributive power relations in these
different spheres of social relationship. A
Only monopolies are able to influence these three spheres of the
relationship: the labour market, consumer market and relatio S
between different sectors of industry. And this is demonstrated
precisely by the economic history of underdeveloped countries,
where the presence and relevance of monopolies in different
historical moments decisively influence the process of relative
economic development. As will be seen, this influence will also be

different based on the degree and manner of the exercise of.

monopoly and according to the historical period. 'I

This also means that the motto of historical analysis that will be

developed below will not be, as classical Marxist analysis so

desires, the study of the stages of the historical development of
capitalism based on the determinism of productive forces.!* Nor
will it be factual or statistical, like the neoclassical historical
analysis. It will seek to narrate and analyse the evolution of

monopolistic structures and the resulting social relations. That is

13

this respect S.H. Rigby, Marxism and history — a critical introduction,
Manchester, Manchester University Press, 1998, p. 146. What remains
restricted in Marxist theory is the amplitude of social relations, always
reducible to the capital-labour relationship.

As the latest studies have shown, historical materialism is not absolute
even in Marx, who actually sees in production a set of social relations — see in :
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y the analysis that will be proposed here will be di.vided into
o major phases. The first is colonialism and the estabhshment. of
Bnopolies; the second is industrialization and transformation
‘monopolies; and the third, internationalization and the apogee of
mopolies. . M :

T'he historic court chosen will necessarily require, in relfatmr‘l to
o different regions analysed, the parallel analysis of historical
weesses occurring at different times. Thus, for example, the
wlustrialization of Latin American countries is generally much
Jler than what occurred in Asian countries under study (Iudia and
hina in particular). Moreover, the choice of c'ountrle§ under
fulysis will also have to be selective. It would be 1m9ract1cal ar{d
'tremely pretentious to attempt to describe in .de@ll economic
\stories of so many different countries. The aim is simply to
Jentify common characteristics and economic structures (and their

2. MONOPOLIES AND COMMERCIAL INTERESTS
OF METROPOLES

In a monopoly situation, unlike what happens in the situation of

~ (ilution of power among various agents, the monopolist has abso-

lute control over the demand curve. That means thfay can conProl it
by reducing the quantity supplied in order to obt.am the maximum
possible total profit. This causes the monopolist to be able to
extract or to appropriate the largest possible value from its c9unter—
party, whether the manufacturer or the ﬁna.l consumer. It is also
important to note that, from the standp‘()mt’ of monopol).f. th_e
economic structure of the industry with which it _has to negotiate is
highly relevant. If the monopolist is an intem_'iedlary (what u.sually
happened during colonial times), they benefit if the producer is also
# monopolist and at the same time is connected to them by ties c_af
exclusivity. Both elements must come together, since t!1e l'atler is
fundamental for the monopolist. The bond of exclusivity is what
eliminates any countervailing power of the counterparty, tllle pro-
ducer, reducing, as a result, transaction costs and increasing the
total share of profit to be appropriated by the monopolist.
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It cannot be a mere coincidence that such rather simple econom flures of production of Brazilian sugar in the sixteenth and
rationality presides over the entire economic structure of enteenth centuries, which also worked on a semi-autarchic
colonies. Both the American colonies as well as the colonies ¢ lem.
Asia and Africa, the large state-owned monopolies (owned by th
metropoles) or private (the large corporations of the mercantile ef
directed to colonial exploitation) shape the productive structure
according to the parameters defined above. Thus they have, as |
rule, exclusive rights that guarantee them a monopoly on acquisi
tion of the colonial products. Production structures are based
huge agrarian properties for those crops or products for ex
through the monopolists, whereas subsistence crops of the lo ¢
population or merely inter-regional trade of food (when alread)
existing, as in Asia) are left on behalf of small and medium I
producers. This strategy allows monopolists to maximize theil
earnings in two different ways: on the one hand, the acquisition and
sale of products exported from the colony, as seen above; on the
other, to ensure that local economic output could not replace of
even compete with commodities or manufactured products that
would be exported by the colonial metropoles or by large com
panies to the colonies.

The economic structure described above is what is first deploy d
in colonies in Latin America, Asia and Africa.

In the colonies of the former, the initial phase of colonization is
exclusively extractive. Production in Spanish America is focused o
exploration of precious metals. In Spanish America, centred on the
sixteenth and seventeenth centuries, the exploration of precious
metals is based on an economic and legal structure called
encomienda. The encomenderos had a sort of concession from the
crown, and they were entrusted with a group of the indigenous
population. They then had the duty to organize the exploration of
precious metals and to secure the subsistence and security of
workers.!* Precious metals were then all sold to the Spanish crown,
which had a monopoly on their acquisition and marketing. In its
economic effects, the system is quite similar to the great agrarian

most important common feature is the fact that these units
nnot generate a relevant internal flow of income (except for
iluin intra-regional trade in Spanish America, originating from the
yer cycle and generating demand for basic consumer goods for

are self-sufficient and based on semi-slave labour in the
ish colonies!5 and slave labour in the Portuguese colonies.
In both cases, it prevented the development of other economic
wlors and, above all, extracted an important economic surplus of
i~slave and slave labour. The extraction of surplus was only
wsible because of the vertically integrated monopoly system that
Klended from the encomendero or senhor do engenho to the
\wlonial metropole.
The production structure of the colony, therefore, did not allow
fother incentive other than external demand controlled by
fonopolists.
Something similar occurs, albeit in slightly different circum-
Munces and periods, in Asian colonies. In Asia, unlike America,
wolonial exploration was not done directly by the colonizing state.
Itom the beginning, the large colonial companies were given
he right, the king’s concession, for economic exploration of the
tolonies. But this was only for those capable of aggregating the
Lupital necessary for colonial exploitation, which in East Asia was
more expensive, but, at first glance, far more profitable than in
~Latin America. In the latter, except for gold and other precious
‘metals from Spanish America, appropriated by the Spanish crown,
there were no extractive products easy to remove and for sale in the
Furopean market that could be of interest to capitalist explorers.

This historical and geographical circumstance arises from a
curious fact. Colonial exploration in Asia is much more selective
than in the colonies of America.

In the Americas, the colonial states (Portugal, Spain) and the
productive units created by them controlled everything, including

B 1S Based on the encomienda and the mita regime, tax was paid in the form

of work by indigenous communities — see C. Furtado, A Economia Latino-
americana, op cit., pp. 23-4.

Exercising, according to C. Furtado, public law functions that made its
situation resemble that of feudal lords. See C. Furtado, A Economia Latino-
americana, Sdo Paulo, Companhia Editora Nacional, 1976, p. 18.
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managing subsistence agriculture of workers (slaves in Brazil or
Indian encomendandos in Spanish America). Even after the colonial
period, the economies continued to be dominated by large extrac-
tive interests or agricultural exporters, which then transformed into
large industrial interests. There was not a lot of room for small
entrepreneurship, whether agriculture or manufacturing.

In Asia, this phenomenon also occurred. The large colonial
enterprises were concentrated, since the beginning, on local export
of spices. This was the main economic activity of the Asian
colonies until at least the second half of the eighteenth century.
Large companies controlled everything, from relations of the colo-
nial metropoles with the colony to representatives in the local
government. By being interested in, at least at the beginning,
products that were easy to extract and obtain, there was no need for
the European explorers to assemble a large production structure.
Quite the contrary, maximum profit was obtained from the exclu-
sive relations between monopolists of the big Indian companies
with merchants, and the latter with small local producers. Large
production, organized as a plantation by the colonial companies
themselves, only appeared in the nineteenth century.!6

Unlike Latin America, however, Asia’s major commercial com-
panies (India companies), following an exclusively economic and
not political logic, were interested only in high-value products to be
exported from the colonies, as well as, in a subsequent period, in
the export of manufactured goods to the colonies. Thus, in Asia,
subsistence farming and inter-regional trade were tolerated and
even stimulated.'” It was a way of ensuring the subsistence of a
large local native population, enabling the continued exploration of
high-value-added products.

' See in this respect the interesting description of E. Wolf in Europe and

the people without history, Berkeley, University of California Press, 1982,
p. 310 et seq.

7 See G. Myrdal, Asian drama — an inquiry into the poverty of nations,
Vol. I, New York, The Twentieth Century Fund, 1968, p. 462 et seq.
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a. The Cycles of Growth and Stagnation in Colonial Latin
America and the Formation of National States

Amid these differences, there is a common pattern. This pattern is
the main feature of the colonies: the absence of internal economic
stimulus for growth and economic development.

To understand this pattern, it is necessary to grasp the meaning of
the colonial monopoly for the economy as a whole.

A simple example helps us understand what is meant. In Brazil in
the late sixteenth century, all national production was concentrated
among only 120 plantations. These plantations transferred only 3
per cent of the income earned by them to the rest of the economy —
between wages and outsourced services. The reason for such a
small proportion is clear. The more the commercial monopoly (of
the metropole at that time) was able to concentrate income, the
more the monoculture sector was itself capable of concentrating
income. That is, the larger the transfers, the greater the capacity of
the exploited sector to concentrate income.

This is the main reason for the vertical monopoly, which
extended from the metropole to the local monopolistic merchant or
holder of the allotment (see section 3.a). Income is fully concen-
trated and allows extraction of value on the three levels mentioned
above, preventing them from producing any multiplier effect of
income.

This capacity to concentrate income at three different levels
depends primarily on two factors: on the one hand, the possibility
of withdrawing income from the labour market and from existing
consumers (groups formed basically at that time by landlords and
their families since all others lacked consumption capacity); on the
other hand, the possibility of concentrating power, ensuring that
other sectors were constantly dependent on the primary sector.
These two assumptions for operation of colonial exploration make
up the largest pillars of the social and economic structure in the
period, which is why they will be studied separately in the
subsequent sections.

For now, it is sufficient to note that this economic concentration
prevented any autonomous economic development. Let us take the
example of colonial Brazil where 97 per cent of income remained
with the planters. This huge financial amount was not transformed
into any domestic investment that would generate a multiplier



54 Monopolies and underdevelopment

effect. Much went to foreign traders themselves (the Dutch
time) who had financed the production. The rest went to spes
on luxury products abroad.'® Nothing, or almost nothing, remai
or turned into investment in the colony.

This intimate connection between the foreign trader and
appropriation of much of the gain was undoubtedly useful to aw
crises of overproduction. The trader, who knew the demand, wol
not allow capital to remain in the country while demand ¥
decreasing. At the same time, however, there was no stimul
either on the supply side or on the demand side, for econon
development. i

On the supply side, as there was no investment either in ne
technology or to develop new forms of production, there was |
possibility to increase production efficiency and thus greater acel
mulation of capital. From the demand point of view, as this v
virtually non-existent at the time, income flow in these economie
was greatly reduced, caused by the widespread use of slave «
semi-slave (black or indigenous) labour. y

On the demand side, any attempt at organization was blocked b
the metropole’s import monopoly. If the export monopoly of
metropole represented the key part of the system’s operation —
real support base of the colonial economy — import monopolie!
imposed on colonies were the guarantors of colonial econon
submission. -

The import monopoly was absolute, if analysed according tg
current competition law standards. No actual or potential coms
petition was allowed. Thus, not only were products imported from

the metropole, but also imported products could not be produced in
the colony. This was the case in Brazil, where the metropole at
certain times prohibited the existence of manufacturing,'® precisely:

to prevent competition (even potential) with imported products.

18

Companhia Editora Nacional, 1969, p. 54 et seq.

19

disincentive to manufacturing arising from the legal monopoly of the metro-

pole. On April 1, 1808, with the Crown established in Brazil, the ban was

revoked through another Order. The war in Europe and the invasion of Portugal

—

See C. Furtado, Formagdo econdmica do Brasil, 9th ed., Sdo Paulo,

This is the Decree of January 5, 1785, from Queen Maria, which
established the ‘extinction and abolition of all factories in Brazil’. In fact, this
Order made legal a de facto situation, which was the extreme economic
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|y easy to see that this kind of absolute monopoly prevented
, kind of autonomous economic development in the colonies.
puarantee that internal income flows would not be formed was
pled with the export monopoly system. Consequently, the form-
of consumer markets provided minimum diversification and
(¢ dynamism impossible. _
hus, growth or economic stagnation depended exclusively on
\wenous variables to those economies, that is, increased or
wrensed demand for export of primary products. Hence, the
nomy of underdeveloped countries was at this time marked by
«culled economic cycles. :
“I'he growth of colonies, therefore, depended on economic cycle_s.
_ on the one hand, these cycles did not produce any change in
uduction technology, the growth depended exclusively on the
sansion of areas of cultivation and extraction. If, on the other
' d, there was a very low level of free labour, the expans_ion of
\ltivated areas only led to the expansion of slave and seml_-slave
hour. With the abolition of various forms of slave and semi-slave
labour, this labour force formed the bulk of poor workers or job]esls
workers in these economies (see below section 3.a). Growth is

ubtained, therefore, once again, at the expense of the underdevelop-
‘jnent and impoverishment of the population.

In addition to directly influencing the process of developm.ent (or
geonomic underdevelopment), economic cycles help determine t_he
form and nature of the regional states. This process shows, with
particular clarity, the intimate relationship between the state and
private monopolies in Latin America. oz

If the economic history of Latin America had to be dlwlded into
phases, a curious parallelism would be reveglcd. In view of the
geographical features of the various countries, it can be said that tllle
economic cycles are opposite. While in Brazil mining areas are in
places that are difficult to access, flat areas for cultivation were
plentiful, especially along the north-east coast. In Spanish Amenlca
in general, the opposite was true. Many of the minerals were ea§11y
extracted. The areas for cultivation, because of the geographical
domination of the Andes, were scarce.

made the Brazilian colony, at least temporarily, relevant as an autonomous
cconomic centre.
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America. The connection between large national monop-
W and potential foreign dominant powers was different and more
fked in those countries. :
PBrazil, the sequence of economic activities is the opposite, but
esults are similar. The first activity based on the large latifun-
i was not inclusive. The sugarcane cycle helped consolidatfe the

In Brazil, the opposite is true. In the first 150 years, the c@ ot of the large latifundia owners but did not create a national
economic activity was agriculture-based activity on large latifu i Womic unit, that is, since the engenho (sugar cane farm) was
(especially sugar). Only in the subsequent period the predomina yomically self-sufficient (slave work was used in sugarcane
activity becomes mining, as large mines of gold and diamonds | Wtations as well as in food crops), no regional flux of commerce
Minas Qeras are Giscovered. i created. The extraction of precious metals from the subsrlcquent

These economic cycles directly influence the formation of natig tlod was instead deeply integrated, which helps explz}in t.he
grares, I Spanish Ametica, in/the Drst L0 years o 16 Sy tlonal integrity of the Brazilian state compared with the diversity
inter-regional integration. Internal trade flows are formed, wil ‘§panish American states.

I I'his also makes the fates of large latifundium properties more

some regions (Argentina) fuelling subsistence products for thi
mines of precious metals (gold, silver) found in other regions (Peru sely linked to the metropoles. After the gold cycle, the state and
; mdowners mutually depended on each other to fund the new

Colombia).
Wiivity of coffee. Also, this feature lasted for centuries. Interests of

The subsequent period is marked by the formation of very
different regional identities related exactly to the main agricult \o state and internal private monopolies will not separate up to the
present time.

This caused the business cycles to be the exact opposite,
demonstrated by C. Furtado.2? Of the first 300 years of coloni:
tion, from 1500-1800 in Spanish America, the first 150 years i
dominated by mineral exploration, and the major agriculture expa
ing, based on latifundia, is predominant (in certain regions) in {
subsequent 150 years.

(or mining) activity in each region. At this time of a certai
declining colonial power (Spain), major agriculture exports we
left to private parties, which formed large exporting monopolies,
National states formed around them. So, while commercial and
agricultural activity for temperate products were predominant in
Argentina, exploration of minerals was predominant in Mexico and
Chile. Countries such as, for example, Colombia, where there was:
no predominant agricultural or extractive product to replace decay-.
ing metal extraction, formed stages of long civil wars, before
arriving at the territorial unit.?! :

National states formed their units from main economic activities:
closely linked, therefore, to the interests of the private monopolies
that exploited them. Interestingly, these monopolies, precisely
because they preceded the actual formation of national states, were
and continue to be closely linked to foreign interests. This charac-
teristic significantly marked the subsequent economic history of

The Succession between the Commercial Interest of the
Exporter and the Importer in Asia

Another difference between the colonization of Latin America and
Asia is underscored here, which will also have an influence on the
subsequent development process. . .
~ As already seen, commercial exploration of Asia by colonial
powers (Britain and the Netherlands, mostly) was.notl bas.ed o.n
monoculture or monocultures for export. As colom_zauon in thl‘s
fegion was eminently carried forward by traders (private), even if
with the full support of the state (England and .the Netherlands,
respectively), there was no interest in the general direction of all ttlle
colony’s activities. The objective was to extract valuat?le products in
the European markets and create a market for English and Dutch
products. :

Both interests intertwined, not least because logically the extrac-
tion of spices would be better and more eas_ily financed ‘lhe greater
the acceptance of European manufactures in these regions. What

20

See C. Furtado, A Economia Latino-americana, op cit., pp. 35-6.
21

C. Furtado, A Economia Latino-americana, op cit., pp. 40—41.
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changed over time was the relative importance of the expol
objective and importer objective. .
T.'here are many important controversies among historians on |
topic, especially with regard to the critical point of histor
discussions, the cause-effect relationship. One wonders,. i
example, from the point of view of the British economy, wi
would have been the cause of increased trade with the Medit
ranean and the Indies, from the second half of the sixteenth centy
and with greater emphasis from the first half of the seventeer
century. According to one of the views, this increase was due to £
decrease in trade with the countries of continental Europe, w'
caused England to seek new consumer markets for its produ:
According to another interpretation, still quite respectable and mo
recent, increased trade with the Indies did not have new sources |
demand as its main cause. For this, it is demonstrated how tk
numbers of trade with northern Europe did not register a signifi
drop to the point of justifying further explorations. What woul
have arisen, rather, was a new class of merchants, who, seeing n
expansion space for trade in northern Europe, sought out the Ea
not as a new pole of consumption, but as new sources of goods
be marketed in Europe. Only with these new goods was it though
possible to increase demand in northern Europe. It is, therefore
somewhat analogous, but only for trade relations, with
occurred during the so-called Industrial Revolution. Both rep
sented innovations from the point of view of supply (changi
pro;lucts and change in the state of the art, respectively) to imp.
positively on the evolution of demand and economic growth. In
context, the sale of British manufactures in the East served only
a bafg_a%'ning chip necessary for the highly prized spices, whose
acquisition was so coveted.?? 1
As is common in a historical study, causal relationships
necessary to extract what is essential to the research objectives.

22 This controversy is well reported in the important work of R. Brenner,

v'vho undertakes a significant study about the numbers of European trade at the
time to deny the first explanation, presenting strong arguments in defence of
the second. See R. Brenner, Merchants and revolution — commercial change,

political conflict and London’s overseas traders, 1550—1653, London, Verso
2003, p. 3 et seq. (

Colonial monopoly and underdevelopment 59

med by modern historiography, often the objective conse-
ey of a particular event are more important than their deter-
Wt causes.2* This statement is particularly applicable to this
hecause, when it comes to a discussion about the economic
lory of developing countries, the determinant causes of change in
| gommercial standard of the metropoles matter little. The effects
Juced in Asian colonies are, indeed, relevant.

[liese effects are quite obvious and do not vary, whatever the
adopted in regard to the results produced in the colonies.
it was created in the Asian colonies is a very different pattern
Latin America. In the case of standard commercial exploit-
jon, colonial exploitation in Asia was limited to products that it
apectively wished to buy and sell. It is true that, depending on the
al privileges that came into force from the seventeenth century,
\ly companies endowed with this privilege (East India Company)
. entitled to such trade. It is also true, however, that other
Wders co-existed with it, which could send to the Indies products
it it did not export.24 Also in relation to local production, there

M See, for the description of the famous controversy, R. Evans, In defense

Wl history, Norton, New York-London, 1999, p. 111 et seq.

M In fact, this system ended up allowing many abuses, as explained by the
fullowing excerpt from H.V. Bowen: ‘A number of reasons help to explain why
{he monopolistic East India Company’s export performance was viewed

nfavorably during the late eighteenth century. In particular, it must be
jemembered that any overall figures for exports to East India or Asia generated
Y hy the customs service incorporate one or (after 1793) two trades in addition to

{hit conducted by the Company itself. These were the “privilege” allowed to
the commander and crew members of East Indiamen, and the private trade
permitted after the Charter Act of 1793 when cargo space equivalent to 3,000
fons a year was granted to merchants who wished to export goods to India on
hoard Company ships. The privilege or indulgence trade, based upon a sliding
yeale of cargo space and value determined according to rank, had long enabled
individuals to carry a defined range of goods to Asia on their own behalf or on

* hehalf of others. The company reserved to itself the right to export woolens,

ooper, gunpowder, and firearms, but allowed those engaged in the privileged
frade to transport most other types of goods. Since common sense dictated that
¢rew members could best utilize their allowance by concentrating on fine, low
yolume/high value goods, a small but increasingly significant part of the East
India export trade lay in private hands even before 1793 and this encouraged
{he belief that the Company’s inefficiency and conservatism was such that it
was neither able nor willing fully to exploit the commercial opportunity open
{0 it’ (‘Sinews of trade and empire: the supply of commodity exports to the
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was tolerance. As we have seen, production and intra-regional |
in goods of no interest to the English and that could gent
income for the population were tolerated and even stimulate
was the case in the seventeenth and eighteenth centuries
production and trade of rice and domestic and regional
textiles. i

From the mid-nineteenth century the situation reversed. In
subjected to colonization of the great industrial powers (Engl
and the Netherlands), with its industrial decline in relation to ot
newly industrializing countries (mainly the USA and German
there was greater interest in exploring the extractive agriculty
industry, which passed from the hands of small planters to lar
foreign companies.?s Those plantations then became controlled:
major foreign monopolies (United Fruit Company, and othen
Local small-scale producers had no technology to compete with
There was, then, partly a rural exodus and partly a return to
subsistence economy.

From this period, in order to stimulate the formation of incom
at least in the middle classes of the local population, the urba
craftsmen and the urban craft industry were permitted and eve
stimulated. England, mainly from the beginning of the twentiet|

and medium Indian industry, especially in certain basic industries
necessary for British industry.2¢ Thus, in addition to providing it

economy that created income capable of generating consumption
for British consumer products, which became increasingly sophistis
cated.

Evidently, these multiplier effects were limited and did not reac .f‘.
rural populations, which, no longer having access to intra-regional
trade (also dominated by large companies), had already returned to

subsistence farming. This event ended up contributing to the.

East India Company during the late eighteenth century’, in Economic History
Review, Vol. 55, No. 3 (2002), p. 466 et seq.).
* E. Wolf, Europe and the people without history, op cit., p. 312.
¢ As reported by G. Myrdal, this process intensified since the end of the
First World War (see G. Myrdal, Asian drama, op cit., p. 459), which is
included also in the colonial period for most Asian countries, including India.
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sice of entitlements for farmers and episodes of collective
s in the twentieth century.

e constant concern with domestic markets as a source of
d, be it a standalone or related interest to the ?qrf:hasc
yoods, generated a very positive effect, namely the possnl:;ﬂxty of
snomous existence of other economic sectors alongside the
0o er-importer. Compared with Latin America, there was no
pi-sectoral resource drain. The monopoly produced harmful
fects on labour and consumption, but its ef'fe:::ts were much
maller in other economic sectors. This made it easier for the states
‘ylimulate such sectors and hence promote economic growth in
\ore advanced stages of industrialization (second half of the
Ventieth century). o

i is also easy to understand, from this combmapon of factors, the
)wer urgency in decolonization in Asian countries. The power of
e industrial powers also served there to ensure the existence of the
sonsumer market. Meanwhile, in Latin America, the colonial sys-

Jem was used to ensure protectionism of products anfl maJ.'kets for
wountries (the metropoles, Spain and Portugal), which s'mce the
mid-seventeenth century no longer constituted the dynamlc centre
ol the capitalist system. Hence the pressure coming from the
{ndustrial powers for decolonization and other mqvements (such as
{he abolition of slavery) that generated expansion of consumer

markets.

¢, Partial Conclusion: Effects of Trade Monopolies on the
Economic Development of the Colonies

The conclusion reached is interesting and will lhave signlﬁca?nt
effects in the analysis of development processes in the respective
regions, both in subsequent periods (post—lcolomal industrialization)
as well as in the study of the current penf)d. : \

The comparison between Latin Al:nern_:a and Asn'a during the
colonial period reveals very different situations r.eg.a.rdmg the export
economy. In Latin America, exporting activity was !168?’11};
monopolized. The exporter monopoly was the basis of colonization.
In its shadow, nothing thrived, neither th'e consumer nor any
complementary industry, continually consumtedl by subsistence
economies dependent on the major exporter establishment.
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In Asia the situation was quite different and almost the oppos
With colonization directed by large commercial companies, ¢
mercial concern with extraction coincided with the need to ¢
consumer market for goods from monopolistic trading compan:
(for example, the East India Company). What these companl
wished to have, besides valuable spices and agricultural prod

the sale of products to the colonies was essential to finance {
increasing purchases of spices and agricultural products essential
supply the increasing English demand.?” This is why they consl
tuted, as will be seen in more detail in the following section, tr
import monopolies in favour of large companies from the Indie
But monopoly is useless without being able to guarantee t
existence of demand. Thus, the English and Dutch colonizers

of independent economic sectors endowed with vitality (un
dependent sectors, typical of Latin American economies and
sisting until the present), especially by encouraging small an
midsize agricultural and industrial production. From productior
and intraregional trade of rice in the seventeenth century to smal
and medium urban manufacturing in the nineteenth century, there
was always tolerance and encouragement of the domestic economie
sectors alongside the core business of import and export.
These economic characteristics inherited from the colonial period:
help explain, in part, the better performance, in terms of economic
growth, of Asian economies in the late twentieth century and earl
twenty-first century (note, however, that as will be seen below, the
structural limits to the true development, with income distribution,
continue to be equally present both in Asia and in the Latin:
American continent). :
There are two causes, both originated in the colonial period,
which help explain the economic structure. On the one hand, there

were better conditions for the development of the domestic market

resulting from less choking of economic sectors not related to
exporting monopolies. And on the other, less importance was

*7 See R. Brenner, Merchants and revolution — commercial change, polit-

ical conflict and London’s overseas traders, 1550-1653, op cit., p. 28 et seq.
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wdl on internal monopolies in the economic process. As will be
41, in these countries, the large companies that were established
11 the second half of the nineteenth century with the introduction
the plantation system were mostly foreign. These companies
never seen as pursuing national interests. Once decolonization
llated, from the end of the Second World War, the national Asian
g8, freer than those in Latin America from the designs of the
vate economic order, had greater autonomy to influence indus-
il organization. Clearly, however, this was slow to occur, because
inheritance of the industrial colonization period would still
fluence it for a long time.

unopolies converted from agriculture to industry. They kept the
gonomy, other sectors and the state itself under total control. By
| ‘ying on the prices for exports of their products, virtuous circles
| creating income and investment were not formed. Even when
Iis occurred, the effect was isolated to exporting sectors, not
feating multipliers or relevant income in other sectors. As a result,
e momentum towards formation of a dynamic consumer market

" The economic and social effects are compatible with this eco-
jomic standard. Living in the shadow of monopolies, surplus is
llways extracted from the population, either directly through
~monopoly product prices or indirectly through unemployment

gaused by large concentrations. The exclusion from the economic
process gradually and constantly follows the progress of the main
gconomic activities (the dynamic sector) and the accumulation of
cupital. As we will see, when the dynamic sector shifts from the
pural areas to cities because of industrialization, social problems
will follow it. Famine and abundance then start to co-exist in cities.

In Asia, on the other hand, famine and absolute poverty were still
mainly rural problems, recalling the abandoning of a large portion
of the population by the colonial explorers who wanted to be
nothing more than ‘night watchmen’ doing commerce in a favour-
gble and unique situation.

Different colonial characteristics, as shadows of the past, seem to
still be responsible for different economic and social structures,
both leading to social and economic underdevelopment.
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3. STRUCTURING OF MONOPOLIES AND THE
DOMESTIC MARKETS OF THE COLONIES

Within the vision that we intend to propose for economic histor
underdeveloped countries, we need to examine the other side of
colonial system. This is how the internal structures of econo
organization enable operation of the system and colonial ex I
ation by the monopolies.2#

Here it is interesting to note that as the forms of extracti
surplus value were diverse, so too were the forms of int
economic organization in the colonies of Latin America and A

lation depended on obtaining a premium on invested capital. Thi
the form of appropriation of the surplus capital invested W
fundamental. Hence the intimate connection between a mo
opolistic regime on the one hand and slavery on the other. It v
the latter that allowed the former to expand the monopolist prit
premium beyond the consumer market.

colonial activity, the price premium had to be obtained
commerce. It was, therefore, through the organization of trade
monopolies structured colonial exploitation.

* It is very difficult to split, as intended by Marx, economic and

structures. It is unquestionable, on the other hand, that there is a high degree
interplay between them. In the colonial period, this influence departed particus
larly from the economic sphere, especially in the colonies. Legal institutions
such as the encomienda or dandi in Asia were immediate legal responses to

_Revolution. During this period, the economic system constantly transforme
llS{-?lf and _the law simply ends up reflecting it (as in the Marxist description),
This relationship will not always remain the same, however. Especially from
the _se,cond half of the twentieth century, law changes its function. Once the
capitalist system is stabilized in Western democracies, law, rather than being
seen as an instrument capable of transforming sacieties and economic systcm '
is seen as a stabilizing element. It is interesting to note that, paradoxically al,:'l
this time it is far more influential than in previous periods. It is therefore at t,hls
time that a critical theory such as new legal structuralism can be more relevant.
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'I'ne Import Monopolies of Slave Economies

¢ slave trade, since the early days of colonization, was the main
im on the import agenda from the American colonies.?”
Al the outset, it is necessary to reject the thesis that sees slavery
almost a natural consequence of the sugar economy.’* Such
\eories, which saw in the sugarcane cycle the creation of nearly a
hnical determinism’ originating from extensive and intensive
Wpital in sugar production, are now outdated. In many regions,
wer long periods, sugar was produced from small rural properties
oducing sugarcane and provided to mills owned by producer
Jwoperatives or the state?! The use of slave labour and the
ominance of the latifundia are due only to a deliberate decision to

Jecumulate wealth through the concentration of ownership of
fuctors of production necessary for the production of sugar. It was,
Iherefore, a deliberate decision to vertically integrate production, as
i monopoly.

[llustrative of this feature is the fact that the growth of the slave

{rade produced a greater proportional concentration of slaves on
large estates, linked to the monoculture exporter. The conclusion is
¢lear: slavery served the accumulation of large monopolies and fed

{hem. Slavery was, therefore, at the same time, an instrument and a

~ product of the concentration of monopolistic income.3?

Thus, it is not surprising then that this type of activity had a
series of negative economic and social effects on the economies of
the colonies,?® many of them already well illustrated in our eco-
pnomic historiography. From the standpoint of economic structures,

29 |n the 1770s the population of slaves in the Americas was estimated at
more than 18 million people — see in this respect R. Blackburn, The overthrow
of colonial slavery, New York, Verso, 2000, p. 5.

30 See R. Davies, The rise of the Atlantic economies, op cit, Ithaca,
Cornell University Press, 1973, p. 257.

31 See the critical review of the literature in B.W. Higman, ‘The sugar
revolution’, op cit., in Economic History Review (2000) No. 2, p. 213 (228).

2 The data provided by M. Florentino and J.R. Gées gives an account of
parallelism between growth of the slave trade and increase in the percentage of
slaves (relative to total) held by large properties — A paz nas senzalas, Rio de
Janeiro, Civilizacdo Brasileira, 1997, pp. 54-6.

3 It is interesting to note that the so-called Sugar Revolution is today also
regarded as a curse for the consumer market in primary economies of that
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however, it led to two very clear results. Firstly, it created a li
and powerful class of slave traders who, in their financial capi
and network of contacts, ultimately controlled the entire trade 0!
colonies. As the total supply of the colonies, especially of manu
tured products, came from abroad, this meant that these tr
controlled the demand in these countries. Such domination of &
leads to an important characteristic of Latin American colonies |
influenced the process of (under)development until today
constitutes the second result mentioned above. This is the debi L_
ing trend of demand as an autonomous driving force of devel
ment processes. The need for external impulses is constant. In {
central and southern American slave-holding colonies,?* it was |
slave traders who determined what would be consumed, as th
chose the products to introduce in the country.

But it was not only there that the slave trade weakened __-_
economies. The introduction of the slave was an important eleme
to ensure the absence of cash flows and income in the colonies. /
slave labour was the main source of labour in these economies,
obviously was able to shape the economic system. And it dif
indeed. In addition to not generating income, it prevented
formation of income in other sectors since large exporter rur
properties, besides using slaves in the main agricultural activif
also used them in the secondary activity of support and main en
ance of the mills and others. By doing so, they significani 1.
decreased the demand for urban wage labour.

period, especially England, precisely because it created a new pattern of
consumption for luxury goods, not necessarily beneficial to health, which
the beginning of the consumption patterns that marked the period of
Industrial Revolution until the present day (see in this regard S.W. Mi
Sweetness and power: The place of sugar in modern history, New York, 19 )
p. 214). This is what is now called consumerism. In fact, it is not an intrinsi¢
characteristic or property to the asset that characterizes this form of consump-
tion, but rather the fact that there is almost an imposition on the consumer with
artificial production of desires and tastes. This pattern, typical of the monopo-
list form of production, is what characterizes the consumer market up to the
present day.

** In Spanish colonized South America, this same process occurred, albeit
without an important trafficking of slaves, with trade controlled by Spanish:
entrepreneurs residing there.
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it it is not only in the economic sphere that the phenomenon
4 felt. Slavery also had profound consequences in the social and
Mical spheres. Actually, these consequences originated during
yery itself. The economic drain was accompanied by a social
'- and a drain on resources. Appeasement in slave quarters was
we in large land holdings by the creation of families and
uereation of slaves, which increased the social and political
minance of the owners.3 It is this social situation that led to the
ipearance of coronelism (relevant social and political power of
dlords), which, for many centuries (even after the abolition of
[ yery), governed the social and political life of the country.

Note that a highly similar economic process, albeit with differ-
ses in legal terms, occurred in Spanish America. There, neither
can slavery nor the slave trade existed. There was, however, a
I{ferent, but quite similar, legal institution in its economic and
ocial effects to slavery.?® The encomienda attributed to the enco-
Wendero all rights of use of indigenous labour. It did not pay them
Wiges, providing only subsistence. As such, it did not generate
Wncome or domestic demand. The differentiating element of the
¢ncomienda, which did not generate rights to its holder of an inter

Wvos transfer or mortis causa of the slave, stemmed from _the.need
for greater control by the Spanish state on private colonization,?
plus the greater availability of qualified indigenous labour (for the

standards of the time, of course), existing in the Inca and Mayan
tribes in Peru and Mexico, respectively, the main areas of extractive
¢conomic exploitation.3®

3 This is the famous theory of M. Florentino and J.R. Gées, A paz das
senzalas, op cit., esp. p. 129 et seq. xS _

% Which demonstrates the little influence in regard to the institutions in
the process of development of the colonies, as compared with economic
slructures.

37 This occurred, as it made the encomendade Indian almost an accessory
tied to the land exploited by its owner, Spanish colonizers, which had to
respond for the security of the region and for their subject population. See in
this respect, other aspects of the system, T. Yeager, '_Encomlenda or slavery?
The Spanish crown’s choice of labor organization in sixteenth century Spanish
America’ in Journal of Economic History, Vol. 55, No. 4 (December 1995),
p. 842 et seq. ;

3% As highlighted by historiography, it was in these areas that the Spanish
colonizers also found less resistance by the indigenous people to servile work,
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These facts demonstrate an enormous intertwining of slave labo
and private monopoly power. It is no coincidence, therefore, that
general in the Americas slave labour prospered precisely in th
colonies where the power of private monopolists was greates
Hence the enormous difficulty that the abolition of slavery
extinction of encomienda) represented, especially in those countrig
where agricultural production classes were most powerful. .

This last statement would perhaps lead to the conclusion th
once slavery (or encomienda) was abolished it would be possible 1
transform the economic structure of the colonies. This was no
however, what occurred. In fact, the economies are so structura
monopolized that the abolition of slavery does not change the mod
of production and in many cases only reinforces monopolies.

The economic historiography identifies three possible effects of
the abolition of slavery. The first is simply the transformation of
slave worker into a wage worker in those situations in which its
shift or use in another activity (outside the latifundio) w:
impossible. In these cases, it was common that the latifundiu
began to spend less with the free man than with the slave. As in

some cases significant compensation was paid to the landowners for

because in these regions the Spanish colonizers came into contact with a large

indigenous population, already under the control of centralized institutions

(from the respective Inca and Mayan empires) and used to produce an
economic surplus for the advantage of the dominant group, which did not
occur in other regions, in which Spain had to carry on a war of domination
over three centuries — see in this respect N. Wachtel, ‘The Indian and the
Spanish conquest’, in Cambridge history of Latin America, Vol. 1, Cambridge,

Cambridge University Press, 1984, p. 207 (237 et seq.).

* See R. Blackbumn, The overthrow of colonial slavery, op cit., p. 17,
which divides the country between those with greater control of the metropole
or greater freedom for private class. In fact, this classification is not entirely
accurate. It is not necessary that there is little power or little control of the
metropole. It is enough that the state is controlled by private producers for it to
defend fiercely its interests. This is what happened in Brazil, where the degree
of presence and state control was great but where the abolition of slavery was
one of the last to be declared in the Americas. This was due to the power of big
farmers to influence state policy (to the point of forcing the abdication of a
monarch in 1831 — D. Pedro I — which wanted to oppose it). Hence this is why

it seems better to speak of power of the monopolist class, since it dominated

the definition of state interests.
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s ‘property’, of which they had been deprived, the re§ult was
greater concentration of capital in the hands of latifundium
ers, 40
A second possible situation was one in which there was an
pctive transfer of income. In this case, income does not move, as
sliolars believe today, either abroad or to the industrial lsectors
\on-existent internally and impossible to structure without income
tienms). What happened was the shift of capital to S.BCtOI‘S alrtfady
! spared for the changing work structure. This apfphes to regions
it already had operating sectors based on salaned.employment
nd began to benefit from more surplus labour, r.cdt?cmg costs. To
e free man, already employed, there is no significant income
sfer, as the abundant supply of labour causes his salary to
Yontinue at subsistence levels. s .
Only a third situation, in areas where there was large availability
land accessible to free men, created competition for la}bour and
Nence the possibility of transferring income to the salaried mass.

Jiven in these regions, as Furtado also reports, the demonization of

work generated by slavery made the fr(?e men pmfc{ just IF'
'-i'nuintain the same level of subsistence income, redqcmg l’heir
‘working hours. The effect was therefore to increase leisure time,
with no increase in the income stream or in savings.*! .

The monopolist/slave economy thus prevented.the fon:matlon of
demand and income streams in dependent economies, wh1f::h greatly
hindered its economic development. A rebuttal to this is that
precisely those Latin American regions where the presence of
encomendados slaves and Indians was less relevanF and where it
was necessary to break the monopoly on th.e import of the
metropole to ensure the subsistence of extractive regions, were
those which most developed their domestic rna_rkets, W:llh positive
economic development in the industrial peqod. This .occurred
particularly with Chile and Argentina, countries benefiting from

0 The case of liberation of slaves in Antigua, reported by C. Fl:lrtad[) -
Formagdo eondmica do Brasil, op cit., p. 145, note 124. This situation also
occurred in the Brazilian north-east, where most fref:d men, without the
possibility of employment, remained emp!oyed at I.he_ mill. 1

41 See C. Furtado, Formagdo econdmica do Brasil, op cit., p. 147 et seq.
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intra-regional trade, which long served as regions providing su
ence means to Spanish American regions, where mining occuf
(Pen‘l, Colombia). The encomienda was likewise not present h
pr.ecnsely because it was not located in regions of greater expl
ation for the Spanish. ‘.

Even if in these southern regions of Spanish America there W
also a large degree of monopolization in the fields (which hind )
Lhe_ expaqsion of wealth and the creation of domestic demand}.
a time, rich inter-regional trade was created, including low-val
manufacturing, which enabled flow of income and wealth in f
areas producing these goods. '

b. Private Monopolies in Asian Economies: The Companies of
the Indies

The genera[ framework described in the economies of Lat
A_menca in the colonial period is a state monopoly managed
directed by the state, based heavily on the slave system. Precisell
be_cause of this state direction, the goals of the monopoly overls
with tl?e goals of the metropole at that time, namely, territo i
expansion. -

I\_Tot so in Asia. Monopoly was eminently private, exercised by
various colonial trade companies*? and its character was predomir
antly cqmmercial. This was, moreover, the interest of both the
companies and of England and the Netherlands themselves (ma_]"
tradmg powers of northern Europe) in the sixteenth to eighteen
centuries. It was based neither on land ownership nor on th
ownership of slaves.

Thflzse are significant differences with important consequences for
colonization. As the fixed capital investment was low, so to spe
(land and slaves), there was much greater geographic and product

42 1 1 1 .
To say that the trading companies were private enterprises is actually too

;E]r.]n;?l;s;tlc. In 'modern legal terms they are closer to public—private enterprises.
1 eir ‘shares be]onng to private parties, their admuinistration was done by
elected managers (mainly aristocrats and members of ithe bourgeoisie) but they

depended on a royal grant (or concession) to exist. Their links to the interests

of their states were, therefore, immense: i 3
: } se; they were the entrepreneurial f: '
the state’s mercantile interests. ¥ .
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ity (that is, much greater possibility of geographic and
(uct substitution).

Ihese statements could give the initial impression that the
flopoly would be weaker or almost non-existent in these regions,
J virtue of geographical alternatives and product alternatives. This
\pression is theoretically correct but it does not apply to the
unomies studied here, that is, the colonies.

Alternatives, when existing, were to the benefit of the metro-
ules, The commercial and non-intensive fixed capital*® nature of
g activity allowed a rapid replacement of raw materials to be
gported to Europe. This replacement was always controlled by
Junopolists. Such was the significance of its monopoly power that
{llowed them to in fact control the formation of tastes in regard to
.! ges in the European market. First sugar, then coffee and tea, and

e

In the colonies, on the other hand, what was observed was a

grudual integration of monopolistic structure in regional economies

order to enable the dominance and extraction of extraordinary

._u ofits. It followed in Asia in the seventeenth and eighteenth
enturies two distinct approaches that must be traversed.

Firstly, it is important to understand that the longer-lasting

‘tolonizations of Asia referred to here belonged to the greatest
Huropean trading powers of that time, Holland and England.
‘Ihere’s no mention of the Spanish and Portuguese colonization,
bused on territorial occupation and, by the early seventeenth
gentury, in frank decay in Asia, where they were replaced by the
Dutch and English colonizers.

The logic of colonization of the latter was not territorial, but

rather commercial. There were also marked variations between the
Dutch way of colonization and the English variant, even though

both occurred through colonial companies.

4 It is true that the East India Company and others made huge fixed
investments in British ports, ships and commercial facilities in the colonies
{hemselves, but the latter served primarily as commercial outlets for trade in
different commodities and different regions of Asia — see N. Tarling, “The
establishment of the colonial regime’, in Cambridge history of Southeast Asia,
Vol. 2, Cambridge, Cambridge University Press, 1992, p. 9.
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It is interesting to follow them, as they help clarify the n '
opolistic logic and, at the same time, the immense difficull}
created by the system.

Already in the beginning of colonization, from the mid-sixteen
century, Dutch colonization, concentrated in south-east Asia ( -
cially Jakarta and Java), was marked by intense compe
between groups of traders from various cities for lucrative

in the hands of native traders. After successive years of declinin|
income and losses and after long discussions, Dutch traders came i
an agreement and formed a single company, the Dutch East I, i
Company, which received the royal privilege (on 20 March 1602
and the right of the monopoly to explore Asian colonies.** Actuall

shareholders, who arranged and divided among themselves
regions to be explored and then distributed the profits.

The monopoly was still not, however, guaranteed. The reason i§
that the rights received protected Dutch East India against domestic
Dutch competition, but nothing could be established in relation to
gther countries. And the seas of south-east Asia were the subject
intense competition with Spain, Portugal and especially Englan
thg emerging power at the time. The solution adopted to cope wi
thl.S problem required an abandonment of a purely commercial
philosophy, hitherto prevailing. It was necessary that the compan
be establlished in colonial ports in the region, building warehouses:
and fortifications and making arrangements with local chiefs. It was
necessary, in short, to insert itself more into the economy and
society of the region, including influencing the political power to
have its monopoly assured. Also, obviously, it was necessary o
guarantee the sovereignty through warlike means if necessary. This
is the so-called trade and war policy.*s

#  See G. Maselman, ‘Dutch colonial policy in the seventeenth century’, in I
grseg)]oumal of Economic History, Vol. 21, No. 4 (December 1961), p. 455

45

See G. Maselman, ‘Dutch colonial policy in the sev i
. policy enteenth century’, op ]
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Ftom 1619, the Dutch established their sovereignty and preva-
e in south-east Asia after successive battles with the British.
¢ Dutch colonial policy that was established from there on and
il lasted throughout the seventeenth century — a period of Dutch
iminance in the region — was more and more based on territorial
ination and exploitation of inter-Asian trade, in addition to
{ports to Europe. To do so, they established possessions, displac-
) the Spanish and Portuguese, in China and Japan. The most
_ortant feature of this monopolistic exploitation — which was in
JAponse, in large part, to its decadence and the predominance of
o English from the early eighteenth century — was the fact that the
Dutch East India forbade its officials, including those established in
§ possessions, to engage in any form of trade. They did not
ccumulate income and did not fix, therefore, the colonizers in the

fogion. This weakened their bonds with the community and the

local economy itself. From the late seventeenth century, the Dutch

ossessions in south-east Asia were reduced to Java and Jakarta.

¢ weakness of commercial bonds, coupled with the decline of the
etherlands as a colonial power, caused in 1820 the Dutch East

India monopoly to be replaced by the state monopoly in the few

golonies that remained to it,* using the plantation system, similar

{0 the Portuguese and Spanish colonies in America.

The Dutch colonization in Asia, from the perspective of the
development of monopolies, was marked by an increasing integra-
fion of the monopoly in society, in order to allow the extraction of
gxcess profits to the point of turning it into genuine territorial
occupation. This growing integration of monopolies in the state
apparatus was accompanied by the increasing economic decline of
¢olonized regions in south-east Asia. The parallelism did not seem
{0 be fortuitous. After all, the non-formation of income in sectors
outside the monopoly was the natural result, especially in the
colonial economies, of the operation of the monopoly itself. The
difference was normally only in the degree and extent of the
drainage of resources.

46 VR. Elson, ‘International commerce, the state and society: economic
and social change’, in Cambridge history of Southeast Asia, Vol. 2, Cambridge,
Cambridge University Press, 1992, p. 131 (137).
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The English colonial system was different from the Dutch
because of its extent. By being later, it perhaps benefited f
knowledge of problems that led to the decay of the compe
system. The eighteenth century was marked precisely by
events, decadence of one and growth of a different system.

The difference is not in the progression of colonization, !
English, like the Dutch — and even to dislodge them — A
increasingly involve themselves in internal affairs as well as il
form from commercial into territorial colonization.” This
essential condition for securing the monopoly. It happened
British colonialism, even when accompanied by territorial
pation, always sought to enable the creation of income for
who worked with or for the monopoly. This was particularl
case in India, where a social system was found already w
reasonable degree of organization, with different varieties
responsible for a very specific social and economic activity,

Perhaps by learning from the mistakes of earlier colonizers in'
region (Portuguese, Spanish and Dutch), the British did not i
fere greatly in this organization. Particularly, as the objective |
purely economic, permitting subsistence and providing an ocgl
pation enabled the economic domination of the colonies with th
least possible capital outlay. This even allowed — at the time ¢
weakening of the British economy (from 1813), with rising infly
tion, due to (among other factors) the exploitation of the mono
situation by the East India Company in the English market —
possibility to opt for trade liberalization,*3 which became the
for further economic domination.

47

This was done in the case of the English through the East Indig
Company. This change in pattern from commercial to colonial colonization was
responsible for the growing inefficiency — and corruption — within the East
India Company — C.H. Philips, The East India Company 1784—1834, Manches-
ter, Manchester University Press, 1940, p. 23 et seq. 3
8 The breakup of the monopoly was done mainly to allow the entry of’
traders from the English provinces into lucrative trading, which, through E
India, was dominated by London traders. It is also true, however, that
breakup in the monopoly became politically justified because of the high prices.
of a variety of commodities in Europe, caused, among other factors, by the’
monopoly held on various products and the high storage capacity of products
by the East India Company. Note that, even so, the breakup of the monopoly
did not include trade with China and maintained restrictions on the export of |

e
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relevant factor, as already highlighted, islthat it always
jed important to the monopoly, or at least to its shareholders
{tlsh merchants), to develop the markets of the Asian colon_les
their own products. Although the domestic market of the A_51_an
unies did not reach a significant share in dem@d for British
ufactured goods,*® this objective led the E‘_ngllsh explqrer to
w and even encourage the internal and regional f(?l‘lTlﬂthI.l of
some flows. This stimulus was always limited ar{d insufficient,
Liuse the possibility of access to products. (especially manufac-
@i products) of the colonies to the rich European mtarket
mained limited and, therefore, trade was I‘eStI’lth.:d to intra-
plonal Asia. Even upon breaking up the Ef:zs{ India Comg;ar_:y
ile monopoly in 1813, one of the few restrictions to remain in
iee was sending Indian manufactured goods to the European
purket. Still, the effects of this less strict policy were sensitive if
pmpared with the total paralysis of the economy promoted by
wlonial monopolies in Latin America. -

I'he regional and domestic trade of agricultural aqd qlanufactured
oducts, especially woollen and cotton, reached s;g_mﬁcant lev_cls
India in the eighteenth century when compared with other Asian

wlonies of the time. Even if there is disagreement as to the extent

d depth of this process, historians argue that there is evidence of

e

i ! itical economy of trade
dian manufactured goods — see. A. Webster, “The politica on !
-{rberalization: the East India Company Charter Act of 1813’, in Economic

iew, 1990, No. 3, p. 404 (412). .

Hl'f:ﬂr,\l?::iemv the beginning o[f7 colonization, the :E‘asr {ndzfz Company 1had
ifficulty putting British and European g(?ods_ in Asia, which is why ffor a _(:)1;%
lime it had to finance its purchases wnl? important shleems (6) 1:|r'.=:,:c:11th

inetals — see in this respect K.N. Chaudhuri, ‘The E:‘.agt India Cornpaqy and the
export of treasure in the early seventeenth century’, in The Econmfuf: History
Review, Vol. XVI (1963-64), p. 23 et seq., and also K.N Chaudhuri, :I'rgas;;;e
und trade balances: the East India Company’s export trade, 1660-17207, ;111{ ‘le
Economic History Review, Vol. XXI (1968), p. 4Bp et seq. In ord;r to make 1ts
purchases less dependent on precious metals, it constarllt]y tried to t]:reae
demand for its products. The imports of products by Asian colonies always
remained, however, largely below exports of proc_iucts made from the IndiesA—
see R. Brenner, Merchants and revolution, op cit., p- 28 et seq., and a]sp’ .
Webster, The political economy of trade liberalization, op cit., p. 405, citing
the lack of knowledge about the reality of trade by traders from the provmcis,
which was considered necessary to be able to make large exports to the

colonies.
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fegmnal integration and the beginnings of a national market alf
in 172Q in India®® and that, if it was not for the ter
occupation and British colonization from the nineteenth centul
probably would have led to more significant levels of inte
development at the time of nineteenth-century industrialization
c. Partial Conclusion: Monopolie

i e————— polies and Internal Structure of |

It is mt;resting to try to join together the results, albeit sparse uj
this point, of the brief historical tour taken through the colo
period. 'I'

Elrstly, the mode of inserting monopolies in the colonial e
omies seems clear. Two patterns are then observable and compa
them leads to relevant historical conclusions.

A first pattern is the insertion of the monopoly in the §
apparatus. In Latin American colonization, this was done from {

interests.

A historical variant, still within the first pattern, as its econom
effects are identical to the first, is a system originally based ¢

.adopted by the Dutch in south-east Asia, ends up requiring, so
It can reap monopoly profits, that the monopolist is progr’essi
1nt§grated in the social organization and ends up creating true state
(with the help and intervention of the metropole). 3
There is, however, a second monopoly standard, adopted
respect to _the colonies. This is the pattern of economic dominatis
having as its main objective trade and not territorial interest (at 1
not until the nineteenth century). The central objective of

50

See T. Raychaudhuri, ‘The mid-ei
_ ; -eighteenth century background’, in
Cambridge economic history of India, Vol. 2 i ¢ i ivers
Sit¥ igieiec {28)_’)’ of , Yol. 2, Cambridge, Cambridge Univers

> There is no consensus in the economic li i

_ s iterature about it and it is @
difficult debate for completion because there is no possibility of hisiorlis'
propf of one h_ypoﬂ'ges:s or another — that is, what would have happened if
Ln_d]a _had remained independent — see, for the debate, T. Raychaudhuri ‘Thi'}
mid-eighteenth century background’, op cit., p. 32 et seq. . .

Colonial monopoly and underdevelopment 77

lern of colonization was to enable commercial domination.>> To
_end, what matters is to have command over profits in trade and
directing the economic activity of the colony. However, the
sloration and extraction of excess profits can be more effective in
y case, precisely because of the possibility of income distribution
‘employees (in the case of British colonization) of the colonial
pany, local traders and local manufacturers.

Obviously, both were systems of monopolistic exploitation. The
llerence is perhaps in scope. The Latin American colonial system
juvided the triple drain of resources mentioned in section 1 above.
ging allied to slavery, its necessary complement, allowed it to
pract three different price premiums: in the labour market,
jenuse the expenditure with slaves was the minimum required for
Wbsistence. The extremely reduced life expectancy of slaves dem-
nstrates how, in addition to being exploited to the maximum at
york, spending on health and nutrition were neglected, and were
jotually below subsistence level. As reported by Blackburn, the
wlatively inexpensive price paid for slaves and the enormous value

ol the goods produced by them created the inhuman economic logic

{ exhausting the life of the slave in a few years of hard work.>?

!.‘:_

2 It is true that the period of territorial disputes in Asia between the

Juropean powers with effective occupation since 1870 is historically con-

sldered colonial. Thus, the economic historiography generally treats the period

sudied as pre-colonial Asia. Given that the purpose of this work is not factual

und historic, but rather the reconstruction of the effects of economic structures
gstablished in the colonies, economic periods and the respective forms of
¢olonial occupation are relevant. That is why the period called by historians as
wolonial in India, including some of the major Asian colonies (especially
India), will be included in a subsequent period, that is, the post-colonial or
industrialization period.

3 The text of Blackburn on the subject is eloquent: ‘The low survival rate
of Africans in much of the New World partly reflected the fact that they were
concentrated in the tropical lowlands where disease took a heavy toll on all
jmmigrants. But overwork, and the consequent neglect of subsistence, certainly
helped to kill the slaves. At least two thirds of the Africans arriving in the New
World were sent to sugar plantations. In the Caribbean and Brazil the sugar
plantations regularly imposed a sixteen or even eighteen-hour working day on
the slaves; there was night work in the mill, and, rain or shine, field work in
the day during the long plantation and harvesting cycle. The slaves were given
bare rations and expected to feed themselves by working for a day, or a day
and a half, each week on plots given to them for the purpose. The relative
cheapness with which new captives could be bought from the slave merchants
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The consumer market was the second sector in which monop
profits were extracted. Perhaps referring to the consumer mar
exaggerated in the slave colonies or colonies based on the I\
labour of Indians. Consumption only occurred by large latifundi
owners or encomenderos. As the luxury comsumer products e
sumed by them were all imported from the metropoles, which hat
monopoly on their sale, the prices were very hi gh, which meant tl
a substantial part of the income from farming and mining return|
to Europe.>* The manufacturing and artisanal activity of the col
nies did not, therefore, have room for survival, which also
vented the formation of internal income streams. f

Finally, these systems, by not creating streams of income, end
up generating dominant and dependent economic sectors. In
eral, the dominant sectors prevented the existence of other sec
with a specific dynamic, both because they did not create inc
and because its returns were extremely high, discouraging in
ments in other sectors. In its monopolistic logic, they drai
resources that could move towards diversification of the econo

An exception to this rule was made for regions that were of {
interest to colonizers and served only as commercial and agric f
tural production and distribution posts for extractive regions. Thi
was the case in Argentina and Chile, which produced and marketec
food for the mining regions of Peru and Colombia. Thus, the
possibility of creating income was higher, as ‘was the possibility of
economic diversification.

The Asian system of colonization, also 'based on monopoly,
allowed exploration in the same way. European goods, whose sale!
was monopolized, had a much higher exchamge value than nati e
goods, which could be bought at different local trading posts.
Furthermore, since the eighteenth century, a period of British
colonial dominance, there was a monopsony by the East India

gil

and the great value the slave produced — whether sugar: or gold — gave a terrible
commercial logic to the practice of using up the live:s of the slaves in a few
years of intense labor. And so long as slave crews were: wracked by disease and
overwork they found it difficult to resist their oppiression collectively’ (R.

Blackburn, The overthrow of colonial slavery, op cit., p. 21).
54

ended up being reverted abroad.

See for the Brazilian situation C. Furtado, Formagdo econémica do !
Brasil, op cit., p. 53 et seq., reporting how everythiing spent on production
factors and a substantial portion of consumer spendling, particularly luxury,
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wpany, which took even more unequal exchanges. In the con-
: st market, there was huge room, therefore, for extracting
rofits from local consumers. ;

: pt;l,lzl)l;agour market, this extraction of pricg premium did occur,
{ not as extensively. The Indian economic system, 'based on
Wduction by castes, produced inequities but ger}eratcd income at
{ in the cities. The largest depletion occurred in the subsistence
jeultural sectors and later in the salary-based agricultural sectors,
lantations. :

! 12:“;22 fleither, at least in the commercial colonial period
il the late eighteenth century), total asphy{(na of other economic
¢lors. Conversely, the British found in Indlalalready reasonably
Weloped regional manufacturers, which they dismantled to a large
\ent, and intra-regional trade, which they sought to .mamtam.
yere was an interest in income formation and the existence of
Wlonomous sectors that generated income and created demand for

dian or even English products. As seen above (section 2:b), wh;r.e
jossible, an incipient domestic market was cre::atedl, which facili-
fed and anticipated the later stage of industrialization.

SOCIAL STRUCTURE RESULTING IN
COLONIES

‘Obviously, this economic structure has a s.igniﬁca_nt feconortnfc
Impact on the social fabric. All too clearly this impact is dlfferlcfn. in
‘gich country and region. Elements. of race,‘culture and religion
lve a decisive influence in the social formation.

Some common general features are, however, conspicuous, the

first and most serious of which is the contribution made by the
monopolistic economic structure to social rigidity.

The monopolistic, state or large colonial .companies, organizing
hemselves around major extractive or agr:ctlltl.{rgl actw1.t1es and
jctivities to further them, created an army of 11:|d1v1dua]s linked by
lies of subordination to these great economic structures. Upon
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decline, these individuals had no alternative but to tie themselves
the new dominant activity.> -

On the other hand, this same system, as already noted, grea
hindered the establishment of an internal market. There were. |
streams of income, external to the main export activities, able
sustain the domestic demand. The income generated by exports,
to import monopolies, was directed especially abroad.

Thus, this combination of factors caused minimal stimulus «
entrepreneurship. The main exporting activities, generating pro
were monopolized by the metropole and controlled by the oliga
attached to it. Producing for the domestic market was also impra
ticable, as the metropole also monopolized imports there, often, |
in the case of Brazil, even prohibiting domestic production. Final
the lack of dynamism in the domestic market did not encoura
entrepreneurship directed to new products and utilities. i

The only remaining alternative for social mobility, then,
some kind of technical education. This alternative was obviol

The social structure, therefore, had top and bottom, but no
Intermediate, compartments. As will be seen, when studying
Industrialization, this feature represents a major limit on the devel-
ppment of the industrial process. Lack of qualified technical
manpower would subsequently require, at the start of the industrial-
ition process, the import of labour. Consequently, masses arising
.f:. om agricultural servile labour became idle manpower, which
reated a miserable excess of manpower in the areas surrounding
(he urban centres in formation. On the other hand, this excess
i anpower was able to reduce labour costs and led to a vicious
Lycle of decreasing real wages.

Another striking feature of the system, in some ways arising from
the former, is the lack of or minor significance of small rural
properties. The economic exploitation based on the binomial
lifundium-slave (or servile) labour does not co-exist well either
with the small farm or with independent wage labour. Slave labour
heapens labour by reducing its importance in the eyes of the

non-existent for the servile worker (slave or native). And w employee himself. This meant that the co—existence_of wage and
about the (small) urban segment? Educational opportuni wlave labour quickly became impossible, discoura'gmg European
because of their high costs (education usually had to be undertake Ammigration.¢ This also accounts for a substantial part of the

in Europe), ended up being exclusively for members of tf
oligarchy. :

With no education, there was no possibility of social mobilil
and, consequently, formation of income. As no internal income w
created, there was no possibility of forming a solid middle cla§
with access to information and education. L

Even in some Asian countries, where there was tolerance fol
ancillary activities and regional income formation in urban cent
especially for intra-regional traders, this activity was far fi
producing effects for large sections of the population. Most were if
rural areas, employed in activities without momentum (becauss
they were not related to trade) or dedicated to subsistene
agriculture.

onflict that divided the north and the south of the United States of
‘America on the eve of the American Civil War in 1861. The
golonists in the north wanted to conquer new lands in the west and
Amplant the system of small property with free labour. The south-
‘ermers, on the other hand, wanted the new western lands to use
Mlave labour.

It is interesting to note that the few historical experiences in the
‘tolonies with small property systems with free labour resulted in
the development of their respective regions at later stages. This is
the case not only of the American north-west, but also of southern
Brazil, which today presents development and income distribution
fates much higher than the national average. The connection
between these two historical facts is beyond doubt and, to demon-
Mlrate it, it is not necessary to revisit the arid and false dichotomy of
‘(he small and large company. Just note that, especially in the

> This characteristic was responsible in Brazil for poverty precisely i

those regions where there were economic cycles subject to the colon
monopoly — see for an econometric study identifying very high degrees
correlation between economic cycles and poverty (in their surroundings)

Salomao Filho, B. Ferrdo and I. Ribeiro, Concentragdo, estruturas e desiguals
dade, op cit.

0 C. Prado Junior mentions this factor alongside the little consideration of
“uwners with immigrants, as a result of the pattern of disrespectful treatment,
which they were accustomed to have in relation to slaves. See Histdria
Lconémica do Brasil, Sao Paulo, Editora Brasiliense, 1976, p. 187.
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formation phase of economic systems, the existence of demand an¢
hence income among the population is fundamental. Thus, th
initial formation based on free labour in small farms and smal
agricultural enterprises is critical when it generates income for th
intermediate strata of the population, even if the farm undergoes
subsequent concentration process. Having generated economic cap
acity, these layers will have access to education and their descend:
ants will have access to education, forming an additional contingent
of skilled labour in the countryside or in the cities, even if they 2
subsequently displaced by the large farm.

a. Social and Economic Rigidity in Latin American Colonies

In Latin America, the economic structure described above gains
more protection and roots through appropriation of racial differ
ences. The white settler was the latifundium owner and the Indian
or slave his servant. ,

The most important social feature of colonization in Latin
America is perhaps this appropriation of racial differences and its
integration into the economic structures in order to create a
framework in which economic and racial prejudice are difficult to
separate.

In some regions, this hierarchical social structure was already
present at the time of European conquest. This was the case in the

regions of Mexico and Peru, where there was a vertical social

structure. All it took was for the Spanish conqueror, once the

Mayan and Inca empires were vanquished, to occupy the top of

the pyramid. Not coincidentally, these regions were precisely the
regions where the European settlers had less difficulty in using

indigenous labour, already accustomed to the production of surplus

for others.57

57

colonial Spanish America: labour, taxation, distribution and exchange’, in
Cambridge history of Latin America, Vol. 11, Cambridge, Cambridge University
Press, 1984, p. 220: ‘In complex stratified societies the invaders found existing
conditions of slavery, servitude and tied labour. In many such cases they simply
removed the apex of the social pyramid — the kings, royal houses and rulers of
large regions — and then governed using approximately the same labour systems,
with lesser Indian rulers such as village chiefs as administrators.’

See in this respect M. Macleod, ‘Aspects of the internal economy of
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In other regions the hierarchicalization was done through the

ntroduction of slave labour. The slave, dispossessed of all rights,
‘was the base of the social pyramid. The way to structure the work
“und production of surplus was, on the one hand, to make it so that
this slave had no concrete prospects, even when freed or when
slavery was abolished. The lack of access to land, education or
means of income production made the worker, servant or slave
constantly dependent.

The social standard established by this combination between
economic concentration and servile work (required combination, as
seen) marked the subsequent history of these countries. The poor
patterns of income distribution translated into urban poverty, espe-
cially for the descendants of the servile black or Indian worker.
Fconomic and social discrimination was no longer distinguished
and one complemented the other in order to marginalize and
hamper the rise of a huge portion of the population of these
countries.

This social rigidity was also accompanied by a highly rigid
industrial organization. The form of colonial production created an
economic rigidity that made it very difficult to further subsequent
industrialization. Particularly in the Brazilian case, exporting
monopolies led to striking features of industrial organization.
Firstly, the low degree of economic integration. As latifundios (big
rural properties) were exporters and economically self-sufficient,
they did not create inter-regional flows. The transportation system
did not develop with inter-regional trade. Also, as they were
self-sustaining, the exporter latifundia had no concern for energy
sources.>®

So, when the time for industrialization arrived, the country was
still facing a semi-feudal economic structure with few exchanges
and weak national economic integration. This caused industrial-
ization not to occur in an integrated manner or one that was well
distributed nationally. It was concentrated only in those regions
where it was possible to further accumulate capital from agriculture
(for example in Brazil, Sdo Paulo). This characteristic, in turn, led
to the formation of attractive industrial megalopolises for poor and

3 See C. Prado Junior, Histdria Econdmica do Brasil, op cit., pp. 257 and
258.
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non-industrialized regions and their population. The stage was
for the formation of pockets of urban poverty.

In Spanish America, the framework was not much different, e
if the geographical features were somewhat different and |
historical forms of exploitation were somewhat opposed. As {
was the first stage of mining exploration and as the mining regio
were scarce of arable land, it created a trade flow between |
southern colonies (Argentina and Chile), providers of goods, A
those from the north (Peru, mainly), of mining exploration.
contributed to the creation of income in the southern colonies. Th
was not, however, a significant flow, In the mining regions, a log
and closed exploration pattern followed. With the mining ¢
exhausted in the mid-seventeenth century, agricultural explora
followed the monopoly export system based on the encomiend,
whose feudal characteristics, highlighted by the economic histor
ography,® generated an economic structure quite similar to th
Brazilian economic organization.

b. Caste System, Trade and Poverty in India

The lessened rigidity of the trade-colonial system in India was ¢

cause and consequence of the peculiar social conditions typical of

that country.

The Indian caste system, of very ancient origins, was the basis of

not only the social, but also the economic organization in
country. Castes, in addition to relating to the social background of
its members, also imply an extreme specialization of economie

functions. For production, for example, the participation of mem-

bers of several different castes was frequently necessary. i
Of course, this extreme division, upon specializing in production,
improves quality, and potentially its value. It happens that, by being

extreme, this specialization reduced both the possibility of bargain~

ing as well as the financial capacity of its members. This re-

inforced, on the other hand, the power of Indian traders, who

progressed to the extent of progress of internal and intra-regional

trade. They were increasingly endowed with financial capacity,
often connected with or financed by the East India Company itself,

3 See C. Furtado, A Economia Latino-americana, op cit., p. 29.
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I'hirough complex financial instruments for the time, they domin-
Wl and extracted a price premium from artisans and small famers
able goods and not merely for advanced raw material to
" uns).%0 The artisan was then linked to the merchant, }vho started
have a virtual monopoly on the future prodqcmn of the
Wlismen. Large traders had thousands of craftsmen linked to them
i dandi.

ugrtllomic dependence resulted from the financial dependence,

iide the system soon evolve into wage labour. ‘
.:Ngtt: thaf this structure, relatively sophisticated for the time, of
slit and commerce co-existed with a large sharef qf peasants
'lng on subsistence agriculmre‘in great poverty. T}ns 1s,h1n(:1den-
ly, as scholars have been noting, a common trait of t e econ-
imies of India and China at the time of comemlal co]omzatlc_m.
Joth societies, ancient and well organized, relied on r§lhcr SOphlS‘-
puted commercial manufacturing and highly sophls‘ueated credit
it co-existed with a system (still dorlrclinar}t toﬁ ll;hut', major part of the
| opulation) of subsistence farming. _
'IPI:(isz?I{iogeporganizld sector generated a cert.ain level of income
d, thus, an incipient market. This was an important factor for
ture industrialization. On the other hand, it is also true that the

lirge concentration of population in rural work had sz?rim‘xs somgl
wonsequences. Most of the victims of l‘hc Be:ngal famine in 19f1 ki
which killed two to four million people in India, were wage-earning
tural workers. According to the most accepted theory today, that of
entitlements by A. Sen, the reason was exactly the loss of exchange
capacity by these workers.52

%  See T. Raychaudhuri, The mid-eighteenth century background, op cit.,
P 3 l3 . T. Raychaudhuri, The mid-eighteenth century backgmund.. op c:]t;, 1:: 35:
which highlights the main similarities between the two economies atl e lrpen.
"The essential similarity consisted of one point: bo.th were tradmong agraria
geonomies with dominant subsistence sectors co-existing and partlty mteractmg
with a complex and sophisticated world of commerce, manufactures an
Lrﬁgm See A. Sen, Poverty and famines — an essay on emitfemem.and
deprivation, Oxford, Clarendon Press, 1981, p. 75 et seq. Note that lthefie |i‘22
¢xchange capacity problem (entitlement) there. There was substan;:za re l:; :1 t)
in supply, but reduced ability to exchange. Rural employees (52 per i




86 Monopolies and underdevelopment

This explanation fits perfectly with the mnain line of his
analysis made at the time — especially if another fact is added t
that is, that of all the affected layers, subsistence farmers were
affected (18%), a percentage lower even than the urban artiss
Precisely because this was not formally part of the demanc
food, because of having its own means to be satisfied (a spe
entitlement), subsistence farmers were less affected. The
affected sector was the agricultural wage-earning employees, nol
chance the sector that was increasingly concentrated.®> It was tl
that the fall of wages relative to the prices of rice (main calor
source of the population at the time) was most felt.

¢. The Different Patterns of Poverty in Latim America and A
as a Result of Differences in Colonization

These different colonial histories, although niot determinative, ¢
tainly influence further development patterns. There are cert
distinctions in patterns of poverty and development in these col
tries, which co-exist with previously outlined underdevelopme
guidelines. This co-existence only reinforces the theory of pre
lence and influence of historically constituted structures in thi
economies on their subsequent economic development.

In Asia (together with Africa), the major episodes of know
famine end up occurring in the twentieth century. This is, undoub
edly, a tragic by-product of an economic system that, for cen

much more than urban (35 per cent) and subsistence fiarmers and sharecrop ;
(together only 18 per cent), were affected. See, ffor the data, p. 73.

wage-rice exchange ratio deteriorated more for them, coincidentally tho!

subject to more concentrated power structures at the itime.
63

1813, a period of even greater agricultural concentration opened in India.

and the restrictive rules on export of Indian manufactured goods, kept in fore

by the Charter Act of 1813, coupled with the iincreasing technologi
developments in the European textile industry, led tto the decline of Indi
manufacturers. The English capital, with encouragement from the Engli

government, then financed in the field the cotton crop and other commoditie
necessary for British industry. The bases of the incipient industrial develoy
ment of India in the late eighteenth century were then eliminated. Check fe

data on the economic transformation period, K.N. C'haudhuri, ‘Foreign tr:

and balance of payments’, in Cambridge economic history of India, Vol. .

Cambridge, Cambridge University Press, 1983, p. 8041 (esp. 841 et seq.).

With the abolition of the trade monopoly of the East India Company.
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commercial colonization, co-existed and encouraged_ co-
|stence of a dynamic commercial sector and an impovcnspcd
cultural sector, based in its majority on submstence_ farming.
¢ subsistence cultivation of rice in Bangladesh anq India was the
ult of marginalization of the majority of the inhabitants from Fhe
mercial colonization process and the inability of the plantation
slem to absorb excess labour.

With this structural situation, it is not surprising that some of the
pjor episodes of famine in the world in the twentieth century
urred in Asia (India in 1943 and Bangladesh in 197.4).64 It is
o understandable that the rural population had been hit hardest,

M it is the most marginalized. :
In Latin America, because of slave and semi-slave_ labour, soqal
{ferences were huge, but absolute poverty reduced in ‘the r_:olomal
riod. The master had to ensure the livelihood (even if with very
living standards) of his slave and the encomendero ensured the
ubsistence of the encomendado. Absolute poverty was a Phenom-
on of the twentieth century. Only with the collapse of agricultural
d extractive economies was it felt more strongly, because oply
¢n were the marginalized masses of freedmen and wage-earning
pmployees forced to leave their activities and move to the cities.
Thus, this is why in Latin America absolute poverty in th_e lwen.neth
gentury until the 1990s was more urban than rural.® V}ﬁth agncu‘l-
fure and extraction replaced by industry as a dynamic economic
yector, and with rural ownership remaining conc?ntrated. lthc work-
uts moved into the cities. Poverty there is endemic and widespread.
On the other hand, as already seen, the greater freedom to
(evelop small manufactures in the cities and indugtnal centres (for
products not relevant for industrialized economies and colonial
gxplorers) made the intermediate sector of the economy more

b .
6 See in this respect A. Sen, Poverty and famines, op cit., pp. 73 and 132,
3 tively.
m“aeu:)\/it}}; it, one must not disregard the very serious famir?es and shortages
pecurring in areas constantly subject to climatic difﬁculues_. such as the
Brazilian north-east. There the weather, just as in much of Africa, takes away
the exchange entitlements of individuals. Such rural poverty eventually gencrl-
uled, from the 1970s, large migratory flows to the south-eastern states,
Increasing pockets of poverty in industrial urban centres. More (eCt?n}ly state
Income transfer programmes, such as Bolsa Familia, helped to diminish, to a
telative extent, rural poverty in Brazil.
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us not dynamic but only a generator of a temporary im_pu}se ‘for
dmary or consumption goods. The impetus for lIlFlllStI"lH]lZ&thl‘l
wus small and disorganized. There was only dynamism in sectors

relevant and creative in the countries of Asia. The final pict e
the colonial era in Asia is made of less concentrated and |
suffocated economies than those in Latin America and endow
with a national market in formation but paradoxically with cong .
i f d ; - j X

HERROL e Dromeneedl ponary ; Jution, which will generate more inequality and underdevelopment

d. The Colonial Economy and the Preparation of
Underdevelopment

The causal relationships suggested by the historical analysis aboy
are quite relevant — neither absolute nor decisive, but certainl
relevant.

It appears that a linear relationship can be established.
submission of the colonies to the interests of the metropoles wa
done through the monopoly system. This was the most effectivi
form of organization to extract value from the colonial economy, &
can be seen in three different interactions: with consumers (Euro
pean and colonial, in regard to luxury goods), with workers (slaves,
servile workers or even employees) and even in relation to othe
sectors that became dependent or were reduced to production for
subsistence. 1

Monopolies must therefore be established and organized in
colonial economies. The form of organization differs according to
the best interests of the metropoles, be it agricultural, extractive or
commercial. In the first two cases, it was organized through the us
of slave or servile labour, and in the latter through the growing
monopolization of commercial traffic and, through it, of manufac-
turing or extractive production. .

The prevalence of these interests and their organization led to an
absolute economic strangulation of the colonies: in Latin American
economies, through the virtual absence of dynamic sectors that
were not for export; and in Asian economies, where these sectors
existed, they had to co-exist with a great mass of subsistence
workers, often living in squalid conditions.

The resulting social structure was as rigid as the economic
structure. The chances of economic and social improvement for the
great mass, originating or descending from the slave, servile or
subsistence labour, were minimal.

This implies a huge disruption of market forces. There was no
domestic demand able to generate supply. Even when present, it



