ioCCAﬁONAL
. PAPERS
Number lO

e ""

RAUL PREBISCH
AT ECLA

Years of Creative
Intellectual Effort

Leopoldo Solis

INTERNATI’ONAL
" ! > CENTERFORM,’







R R S &

Raul Prebisch at ECLA

Years of Creative Intellectual Effort

By Leopoldo Solis

Internaticnal Center
for Economic Growth

Affiliated with the
Institute for Centemporary Studies



Copyright © 1988 Leopoldo Solis

Printed in the United States of America. All rights reserved. No part
of this book may be reproduced in any manner without written
permissionexcept in the case of brief quotations in critical articles and
reviews,

Inquiries, book orders, and catalog requests should be addressed to
ICS Press, 243 Keamny Street, San Francisco, California 94108
{(415)981-5353.

ISBN 1-55815-017-X



=

PREFACE

We arc pleased to publish this paper by Leopoldo Sol’s as Number 10
inthe Center’s series of Occasiona! Papers. The series presents broad
reflections by senjor scholars and policymakers on major “lessons™
produced by recent advances of knowledge.

Mo Solis is an eninent Mexican cconomist who has had a
distinguished carcer of public service and rescarch in his country. He
has tught at the top graduate nstutions i Mexico and s written
widely on ceconomic pohiey and deveicpment issues for international,
regional, and Mexican audiences. Currenthy Feonomie Advisor to the
President of Mexico, he has served incthe past as Depuiy Director of

Deputy Minister of Programming and Budeet. He has added 1o the
understandimg of Mexican devalopment wud ceconomic policy per-
formance. espectally in monctary and Snancial matters, publbic fi-
nance, growth and technology issues, and balance ot payments.,

In this essay Sohs thoughttully reviews the mfluence of the
theories of Radd Prebiscl on cconomie policymaking in i atin Amer-
ica over the fast tour decedes, He clarifios the ortginality and tforce of
Prebisch’s thinkmg. which was aimed at finding more eftective
avenues ot development tor Fatin American cconomies in the envi-
ronment of the Great Depression and the altermath of World War 1.
With great objectivity he analyzes the pros and cons of several key
aspeets of Prebiseh’s thesis and concludes by showing how develop-
ments in cconomic theory and policy performance 1 the Tast twenty
years have gone bevond the orivinal Prebischian assumptions with
respect to the mward/ovtward ornentation of cconomic growth,

This essay should be valuable in fatin Amcerica and other devel-
oping countries. as wellas for protessionals interested in the influence
of ideas on human endeavors.

Nicolas Ardito-Barletta
General Director
International Center for
Economice Growth
Panama City
September 1988
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LEOPOLDO SOLIS

Raul Prebisch at ECLA

Years of Creative Intellectuai Effort

For most of the postwar period, one seminal thinker almost single-
handedly intluenced the history of economic development policy in
Latin America. Radl Prebisch, as head of the United Nations Eco-
nomic Commission for Latin America (ECLA)” and afterwards of the
Latin American Instituie of Economic and Social Planning, had the
opportunity to build it team that had significant influence in Latin
American policymaking circles. Later, as first secretary of UNCTAD
(the U.N. Commission for Trade and Development), he was also
instrumental in achieving the worldwide agreement on nonreciprocal
trade concessions in favor of the developing countries. Building on
carlier writings, Rail Prebisch published his first major book in
1949—The Economic Development of Latin America and Its Major
Problems—which presented his theory about the deteriorating terms
and conditions of trade in developing countries (or “periphery,”™ to use
his term). This work provided the theoretical foundation for the 1m-
port substitution policies that dominated the economic policies of
most Latin American countries until only recently.

The carly industrialization of Latin America through effective
protection policies in the 1940-70 period was at first glance success-
ful, but while imports of machinery and raw materials for such

* In Spanish, La Comiston para Aménca Latina (CEPAL).
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Nor was if surpr. ng that Prebisch was called on to direet the newly
created body. Because of i*is exclusion fiom the Peronist government
and his influence in the region, which had increased with the publi-
cation of his Introduccion a Keynes {Introduction to Ke yues)in 1947,
Prebisch tumed out to be the perfect candidate 1o vuide ECLAY

Prebisch’s first reaction wes to decline the offer. As he said in a
later interview, he was afraid that an orgenization like the United
Nations would not allow underdeveloped cnunlriu‘ to analyze their
economic problems from their own perspectives,® Nevertheless, a
few months later. he was again invited to go to Santiago to work on
special assignment as editor and aathor of the foreword of an eco-
nomic report on Latin America that had been approved at ECLA'S
firstmeeting. His acceptance of this invitation in 1949 marked the be-
girning of the second stage in the deve Iupmun of his thought. At the
time of his entry into ECLA, he wrote. “my wdeas were reaching their
maturity, and F was able to give them definite shape inseverai studies
published in the carly 1950s in which | attempted (o provide a
diagnosis of the prablems and propose policies that would serve as
options to the proposals of the orthodox school ™

His most important work of this period was almost certamly £/
Desarrollo Econdmico de Améiica Latina v Sus Prine ipales Proble-
mas (The Economic Development of Latin America and lts Major
Problems), published in Spanish in 1949, ln this work, which Hirsch-
man has called the “ECLA Munifesto,™" Prebisch elaborated his
theory about the deterioration in the terms and conditions of trade He
also published 11 Estudio Econdmico de América Lating. 1949 ¥
Problenias Tedricos v Pricticos del Crecimionto Iconomico (The
Economic Study of Latin America, 1949 and Theoretical and Practi-
cal Problems of Fconomic Growth).

Hirschman's tum of phrase could hardly be more accurate,
Indeed, The F('(mumi(‘[)uwlupmumu/'/ atin America intluenced not
only Latin American academic circles, but alvo the decivion-n: tking
echelons of Latin American countries and the academic conmrunity
worldwide. It is no exaggeration to say that this work altered the
course of Latin American economic histery. The economic policies
underly:ng the Prebischian essay continue to be the focus of heated
debate even today. and they have left their mark on the cconomic
foundations of these countrics.
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Principal ideas. Prebisch’s contributions to ECLA summarize
the ideas he had been developing over a long period. For purposes of
analysis, Prebisch begins by dividing the world into two camps: the
center and the periphery. The tormer consists of t=2 industrial centers:
the Tatter comprises what we today know as the developing world,
which specializes in producing agricultural products and other pri-
mary commoditics. According to the classic outline, this international
division of labor will translate into gains for both regions, maxinizing
production, income, and consumer value, The thrust of Prebisch's
attack 1s to call this dictuin into question.

The axis around which his thesis revolves s the fong-term
deterioration in the terms and conditions of trade. In Prebisch’s own
words:

In gencral. it appears that technological progress has been
more pronounced i industry than in the production of primary
commodities of the countries of the Periphery. as is pointed out in
a recent report on price relationships. As a result, i prices had
declined commensurately with increased productivity, the drop
would have to have been less for pritary commaodities than for
industrial products. such that the price relationship between both of
them would have progressively improved in tivor of the countries
of the Periphery depending on how the disparity i productive

C.lp.uili;,\ (1(‘\‘(‘1\)[‘&\].

It had come about, this phenomenon would have had far-
reaching impact. Peripheral countries would have benefited to the
same degree as the central countries from the drop in prices for the
finished industrial product. Conseauently, the fruits of technologi-
cal progress would have been equally distributed throughout the
world. in conformance with the implicit premise underiving the
outline of the mternational division of labor; and Latin America
would pereeive no cconomic advantage in becoming industrial-
tzed. On the contrary. there would be definite loss as long as pro-
ductive efticiency equal w that of the industriadized countries was
not achieved.

The facts do notsapport that premise. As we see . . beginning
in the 18705, right up to the Second World War, the price relation-
ship has continued 10 evolve to the detriment of the production of
primary commodities. It is regrettable that price indexes do not
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reflect the permutations in quality whicl: have occurred in the
fintshed products. Owing thereto, we have been unable to take them
into consideration in our discussion. In the 19305, only 62 percert
of the finished products purchased in the 18705 could be purchased
for the same amount of primary commodities: that 15 1o sav, on the
average, SK.6 percent more prinvuy commaodities were required to
buy the same amouni of tfinished manofactures,

The price relatonship has developed, theretore, in g manner
mimical 1o the iterests of the Perphery, contrary to what would
hive happened it poces had dechined commensuratety with the

drop i costs oceastoned by increased produciivity. !

Bacr has summed up Prebiseh’s amalvas as follows: the deterio-
ration in the werms and conditions of trade oceurs within the context
of & growrre world cconomy. The root of the problen is 1o be tound
i the Cilference between the mcome elasticitios in center and
peripiiery impores. While center import elasticiry is very fow - less
than one it - it ef the perpresy 1o generadly ercater than one. At
the same time, demand Cevecs oshibit lower price elasticities.

Prebisch takes recourse o Engel™s Faws 1o explain the low
mcome clasneity tor conter imports. That s, as available meome
mereases, the arount spent on food the perpheny ™ export product)
constitutes a decreasing percentage of expenditures made by devel-
oped countries, Tked to this fact, Prebineh pointed out, trade
barrices raised by the centar function o protect s own primary
commoditics mdustry from penphery competition. Cireater efti-
cieney i the use of primary commaodities. aresult of improved
technology, and the advent of synthetic materials are also factors
responsible for the slower growth in the demand tor periphery
products.

Under these circumstances, inports coming from the periphery
will grow all other things being equal, atarate Tess than the product
growthrate for the center.winle atthe same time the preater economic
grovihe of the periphery, caused by technological progress, will
depress export prices of primary commodities and produce. On the
other hand, the greater income elasticity in periphery import demand
tends cither 1o stabilize prices for the latter, it increases in center
productivity grow ar the same rate, or to raise the price of imported
products. if productivity does not grow sutficiently quickly or if
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and the domestic economy. In the former, productivity increases
more rapidly. Morzover, itis implicitly assumed that the periphery’s
lubor market is competitive, and that the labor supplv s elastic, inthe
Lewis-ian sense.

For Prebisch, productivity gains in exports transhate o higher
unemployment levels, because unless product increases are equal to
gains m productivity, decreased tabor demand per fintsied product
will Iead to decreases i the employment level, This Factor combines
with the low income clasticity in the center’s miport demand, such
that employment in the periphery does not grow a i rate Heeessary to
absorb the growing supply of jabor, '

The miphicazions of his anabvai were Clear o Prepische the
disparity tntechnologieal development between the periphery sec-
tors, the abundance of Tabor and the Tow income clistcity i the
demand for it exports together with o very elastic demand for im-
ports, translates to the tact that the fruits of technolovical advances are
transterred abroad.

Lqually clear were the cconomic poticy recommendations 1o be
drawn therefrom. o the world was as Prebiseh described it it
theretore behooved vovernments of the periphery countries to adopt
policies designed 1o prevent mciciees in real income from heing
transterred (o the center. Speciticallv, tade potiey should ercet
barriers o protcet domestic industiies and 1o caable AEPTCSSIve
implementation of a process desipned 1o rephace msports with domes-
tic goeds. This recommendation woeuld becone the tecipe foran eco-
nonie policy most closely idenntied with Prebiseh and the ECLA.

The Orthodox Response

Ciallenging the empirical evidence, The publication of Prebisch’s
works elicited an immediate response. Initial criticism challenged the
empirteal validity of the secular deterioration in the terms and
conditions ol trade. An entire spectrum of distinguisied economists
turned their atention to the data used in The Feonomic Jevelopment
of Latin America. Gerald Baldwin, Charles Kindleberger, Gerald
Mecicr, Gottfried Haberler, P.T. Ellsworth, and John Powelson, inter
alia, assailed Prebisch from difterent vantage points. John Spraos has
condensed the major criticisms into four points:


http:lasli.il
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(a) The terms and conditions of trade used by Prebisch for Great
Britain are net representative of the industrialized world as a
witole, and consequently the inverse sequence is invalid for
approximating the terms and condicons of trade for primary
commodities.

(b) Importe of primary commoditics made by the center come
predominanly trom center countries themselves.

(¢) The exportraluations used by Prebisch are FOB (free on board),
while those tor imports ore CHF (cost, insurance, and freight);
consequently, i mmprovement i the terms and conditiors of
trade for Great Britain may be partially or wholly attributed to a
reduction in shipping costs and not to wdrop in prices for primary
commodities.

(d) New manuinctured preducts are continuousty entering the market
and the qualiny of existing products is improving. These factors
are not retlected i price indices, ‘therefore, an apnarent deterio-
vation L the s and conditions of Cade for tae periphery may
indeed not easic one e adjusiments for quality differences have

been made.”

[t should be recalled that Predisch himselt acknowledged the
phenomenon identitied in the preceding paragraph, although he did
not concern fmselt with e urther,

Spraos has undertahen to perforn an exhaustive study in an
attempt to determme the extent to which these objections are valid.
With respect 1o the use of Great Britain's statistical data to represent
the terms and conditions of trade of the center, Spraos points out: “In
retrospect. it seems peculiar that Prebisch would have decided to base
his argument on dati exclusively relating 1o Great Britain, when the
very United Natiors™ sources he used also contained a statistical
listing of the terms and conditions of trade for the primary commodi-
ties and nmanutactures inoworkd commerce.”™™”

Comparing this statistical tisting with that used by Prebisch,
Spraos concludes that even though hoth histines pointed in the saume
direction, drawing from the United Kingdom exclusively caused
Prebischto overestimate the detericration in the terms and conditions
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of his work reveals to us a Prebisch who o tar less autarkic than so
many of his detractors as well as followers would have us believe, ™S

Stll. two questions concerning Prebisch’s theories command
Flanders™s interest. The firstis an atiempt to explain what determines
the secular deterioration in the terms and conditions of trade in
Prebischian models. The second is 1o link this deterioration to the pro-
tectionist policies proposed by ECLAL In this regard, her uneasiness
stems from inquiring just what benefits the periphery expects to
achieve i erecting barriers 1o trade. According to Flanders, various
Kinds of benefits exist for Prebisch.

The first of these, which i understandable, consists in the
ceonomizing of foreign currency eserves. When The Feonomic
Developpment of Latin America was written, the world was experienc-
g a dearth of dolurs™ and

Prebiseh was, of course, not the onby economist who made the
mistake of thinkmg that this would be a permanent phenomenon or
that 1t ould Fast aclone timie, In later works, the scarcity of dollars
would be dropped trons discussion. but Prebiseh would continue to
be concerned about the United States” low import rite and Latin
Amerteas dimimshed importng abiding caused by the madeguate
ntlow of fereien curreney .

“The pessinintic nature of the elasticitios™ poses the following
dilemma for the periphery: cither it achieves a balance of payments
through a lower rate of growth, or else it cuts back its iport demand
by rausing trade barriers. OF these alternatives, the laiter is clearly
preferable. However,

aduties and antts system designed to ration scant toreign currency
reserves and not o decrease total demand for imports, cannot be
expected o mmprove the terms and conditions of trade. In the best
OF Cases, 1 may putastop 1o huture deterioration 1f the profection-
tst policy arrests the growth of expurts by the periphery. This,
nevertheless, asswnes that the Tater has a motopoly on s eaports
market. u fact which anphes that a least this aspect of the Prebis-
chian analysis applies 1o 1he peripherny s awhole and not o any
individual country i particalar.”

The second kind of benetit Prebiseh anticipated from this trade
policy has to do with ensuring that the terms and conditions of trade
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do not contirue to deteriorate. Flanders notes that this not only
“presents many problems with respect to the structure of market,
distribution ot income and determination of salaries in the center and
the periphery but that, on the contrary. other *macro” economic prob
lems are also involved.™

The traditional “monopolist™ argument advanced in favor of
mmposing tariffsis generally based ona two-country model. However,
it weassume, along with Prebisch, that there is only one country in the
center and another in the periphery that is similar in size, we must
accept that the center’s principal customer is itselt and not the
periphery. That is, domestic demand in the center will exert greater
influence on the prices of its export products than will the external
demand on tiwe part of the periphery. Thus, it should be expected that
the impact of the protectionist policies mounted by the periphery
against the price of is imports will be rather hmited. ™

Another inconsistency pointed out by Flanders is that Prebisch,
toagreat extent, explains past deterioration in the terms and condi-
tions of trade as the result of inflexibilities underlyine center prices
and salaries. 10 this as the caseany reduction in the mport demand of
the periphery will result in a worsening of the center’s position, as
uncmployvment would increase without any change occurring in the
terms and condinons of trade. Yet the theoretical possibility exists
that, as center imcome declines, the periphery would also find itself
atfected by the reduced denand tor its exports (the reasen is that
although 1t meome elastivity is fow it is not negative), '

One ot Prebiseh s mostfrequently quoted assertions is tat, given
the prevasting division of miemational Tabor, the fruits of technologi-
cal progress wre unevenly distributed between the center and the
periphery.” According to Flanders. the argument presumes to contra-
dict the conclusions concerning the equalization of international
pricing factors formalized by Paul Samuchon at the same time
Prebisch was making his theory known.

Leaving aside the known limitations attendant on any practical
application of this theorem o the real workd, the hypothetica!
counterexample Prebisch uses imyiies an erroncous application of
Samuelson™ findings. As happens in other parts of Prebiseh’s
work. evervthing seems to indicate that he equates salaries with
personal income, thatis, he assumes there is but one single produc-
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still remains unanswered.™ The importance of this critical line of
thought should not be dismissed. The “intensity of imports in the
process of substituting imperts.” 1o use Diaz Alcjandro's expression,
is. today, an abundantly acknowledged fact, We need only recall how
the economic growth model adopted by Mexico during the period of
stabilizing development transtated into o growing dependency on
imported products.

Elanders poses wsecond cmpirical question relating to the opera-
tionof Engel’s Laws. Clearhv these Low s donotapply to all periphery
exports but rather only to the export ot foodstufts. Fmpirical evidence
sugaests that Engel's Laws are mdeed satisficd and that the income
elasticity i the demand for foodstufts is Tess than one, Bata corollary
thereto, also empinicaiiy veritied, s that this meome clasticity s
greater the Tower the meome level of the vroup.

Flanders tahes issue with other aspects of Prebiseh’s argument.
Concerning the teadeney 1oward contraction m the rate ol products
imported by ihe United Stares, she ponts out the following:

() The relevant coneeptas the margmal. not the average rate.

(b) The relevant marginal tendency i the marginal tendencey to
import raw mnaterialse not the wendenes corresponding o total
IMPOIs,

(¢) The period selected by Prebisch 1919 485 could e skewed.,
Because almonst two thirds of this period encompasses the Great
Depression. the Second SWaorkd Wars and the initial post-War
years,one mightexpect to bind moie vears with pereentages of
dechimng . rather than increasimg, miports,

Finallv. one ot the reasons frequentdy cited tor the low income
clasticity in the center's demand tor raw matertals s the advent off
synthetic substitiites. This seems fogical, However, one iniplication
deriving from the Toregoing s that the price elasticiy for periphery
exports will sumlarls tend 1o increase,

Final Evaluation of Prebisch’s Impact on ECLA

There can be no doube about Prebech’™s influence on ECLA. Only
with difficulty can we imagme the Commission having the impact it
did without Prebisch at it head. His perceptions concerning the
deterioration in the terms and conditions of trade opened np a mother
lode tor economic prospectors ol all persuasions. He was. morcover,
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an original thinker. Five years before Arthur Lewis published his
famous article “Economic Develepment with Unlimited Supply of
Labor,” Prebisch had worked up a similar concept in his Economic
Development of Latin America, published in 1944,

Prebisch not only authored many theories, which would later be
considered specifically ECLA theories: he alse inspired several
generations of cconomists who would continue his efforts and who
created a school of Latin American economices. In the broadest sense
of the expression, he was more than a brilliant economist: he was a
singular intellectual visionary.

Paradoxically, however, his looming presence brought tmpor-
tant, deleterious repercussions to the development of Latin American
cconomies and to cconomic thought in prestigious academic centers
of Latin America which T cannot fail to point out,

In his writings, Prebisch insisted on the mability of the neoclas-
stcal theory to understand the developing cconomic world. This
suspicion had its effect on budding cconomists of the periphery
countries who -unlike Prebisch - ceased being concerned with keep-
ing tabs on what was going on at universities in the center countries,
“The fallout trom this negleet was significant, -elipe Pazos acknowl-
edged recently:

The attack mounted by neoliberalism would have been inevi-
table inany event, but it was hastened by the excessive protection-
ism characterizing the model of Latin American development,
which implemented that policy to a much greater degree than would
have been necessary. This excess protectionism was due, bastcally,
o our underestimation, as Latin American cconomists, of the
ability of our countries to increase their foreign sates, moving from
producers of primary commadities to exporters of all kinds of
products. including manufactures. Prot “tonism wis pushed fur
bevond any levels necessary to mahe it plausible that exports could
ineredse at . ate of only 2 percent per year.d rate much less than
that we hoped the cconomy would grow. This figure was hased on
calcutations miade in industrialized countries concerning their
imports ol primary commodities in the three of four subsequent
decades andassumed thatour countries would not be able to export
manutactures ona competitive basis with industrialized countries.
We tigured that our industries wou'"! not be able 10 compete in the
world marketplace with those of developed nations because they
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couldn™t even compete in the domestic market, as evidenced by the
fact that they needed pretection, This line of reasoning did not take
into account that exports would have enabled us to build Targer and
more etficient factories which, given our lower wage costs, could
have competed advantageously in the world market, as did the
burgeoning industries of Taiwan, South Korea, Malavsiaand Hong
Kong. However, since we did not appreciate that opportanity, we

chose the route of domestically oriented development. ™

That Latin: American cconomists “failed o understand™ the
advantages of export-oriented growth and the inherent dangers of
protectionisim was due. i good part, to their disdain for neoclassical
theory. Inone of the very same articles she wrote eriticizing Prebisch,
Flanders was i 1O6-Falready warning of the das gers assoctated with
policies geared toward substituting mmports with domestic products:

We aren't denyving thae it s better or o comntry o denve
preater benefits trom mternatonal tade rather than tewer, But o
carnless than your busimess partners doesn'timply thatitcs better to
carn nothing. Nor do we mean to rejeci the adsantages tirom the
standpomt ot the <tabiliny of export dernved income) 1o be achieved
from  diversitying exports. However, 1t s oot obvious, and s,
indeed, far from being so, that protectionisin or even subsidies 1o
encourage industrialization are gomg to result i an increase in the
number of products exported. Unless thie mdunstres themsebves pro-
tected mplement conunensurate cost cattng policies, tantt ad
customs protection will not Bihely transbte o greater opportunitics
1o compete suceessiully abroad. atthough the tlosw ot imported

goods will very probably contract

A quarter of acentary ater, Flander s pessinstic predictions
concerning the outlool of replacing imports have been fultilled.
Today. itis apparent that nations that decided to adopt export-oriented
policies of cconomic srowth not only have witnessed higher growth
rates, they have also weathered exteriad shochs tar more successiully
than nations whicti opted for the inward. domestic course of develop-
ment. As Rolt Luders has ponted out, evenaceepting the fact that the
clasticities in the value of exported raw materials are quate fow, it is
not evident that they couldn't expand thein nontraditional exports in
order to improve their balance of payments,
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The experiences of Hong Kong, Singapore, Taiwan, and South
Korea are a clear lesson in the results of export-oriented policies. The
economic indicaters presented in Table 1 are the best evidence for the
different policies implemented by these countries in comparison with
Argentina, Brazil, and Mexico, countries that—to a greater or lesser
degree—-opted for models of economic development pegged to their
internal, domestic markets. During the period elapsing between 1963
and 1985, the rate of real growth for these four Asian nations averaged
9 pereent per vear versus 5.3 pereent for the three Latin American
countries. Because the latter evidenced, on the average, a higher rate
of population growth, the results in terms of per capita growth are
even more dramatie: 6.9 percent per year, for the Asian countries,
more than double the rate (2.9 percent) for Argentina, Brazil, and
Mexico (Table 1),

Table 1 Evonomic Growth and Incremental Capital-Product Rates

196345
GNP Incremental
GNP Growth Rate Capital-
Growth Rare Per Capita Product
(percentage) (pereentige) Rate
Hong Kong 8.5 6.2 4.1
South Korea 8.7 0.8 REH)
Singapore 0.5 7R 4.3
Taiwan 9.2 6.8 13
Averape for
East Asian Countries 9.0 0.9 38
Argentia 24 0.8 9.8
Brasil 7.1 4.0 4.5
Mevieo 6.3 32 4.0
Average for
Latm American Countries 5.3 29 6.3

Sowrce Bela Badassa and John Williamson, Adjsting to Succeass: Balunce of Pavments in the
East Avian NICy Pohicy: Anabysis i International Economices, no. 1/ 1Washington,
D.C Bstrtate for International Beononnes, June 1987y, pp. 2 3

The behavior of the incremental capital-product rate in these two
regions is also an indicator of the relative efficiency of both develop-
mentmodels. While Argentina, Brazil, and Mexico registered rates of
9.8, 4.5, and 4.6, respectively, the corresponding rates for Hong
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Kong, South Korea, Singapore, and Taiwan were 4.1, 3.6, 4.3, and
33

We need not look far to find the explanation for this phencmenon.
Today we know that policies oriented toward substitution of imports
mean signiticant distortions in the factors market, which translate to
refatively intensive industrialization in the use of capital. fn the Asian
countries, on the other hand, industrialization was predicated on
exploiting the comparative advantages available, specifically, in the
promotion of labor-intensive activities that could successfully com-
pete in mternational markcets.,

Though itis true that there were important differences in the rle
played by the governments of these four countries in the promot.on
of development, and in the extent and speed of the processes of
internal liberalization,”* there is no denying that the promotion of
foreign trade and an export-oriented process ol economic growth
were the underlying common denominators and priorities of eco-
nomic policy 1 ali of these experiences.

The four Asian nations adopted. 10 couch itin the terms recently
used by Bhagwati, " an effective exchange rate (one that includes
subsidies, taxes, and other factors affecting the structure of relative in-
centives between activities), which did not discriminate between
exports and imports and which, when the anti-cxport bias inherent in
the import-substitution policies was eliminated, tavored reallocation
of resources in the direction of foreign markets.

‘The results of these policies are today welt known. The promotion
of exports trancfated into strengthened foreign sales of traditional
products; in addition, foreign currency was increasingly obtained
through the export of manufactures. ECLA pessimism with regard to
achieving industrialization through international trade tinds its most
severe repudiation m the performance of these countries. Table 2
shows how, between 1963 and 1984, the export of manufactures from
these Asian countries vose from $1.762 billion t¢ more than $55
billion. In 1963, they accounted for only 23.8 percent of total foreign
sales, and this share rose to more than half (53.5 percent) of total
foreign sales twenty yeass later. Although Latin American countries
also greatly increased “heir exports of manafactures—-from $575
million to $12.63% bulion-- during this same twenty-year period their
dependence on sales of primary commodities as a fraction of total
foreign sales grew from 17.8 (0 24.8 pereent.
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Table 2 Exports from Various Countries
(1975 prices)
Primary Commodities Manufactures Total Products
Non-oil Refated Non-oil Related
i per- b per- $ per-
millions centage millions centage millions centage
1963

Hong Kong 115 0.3 1333 18.0 1448 RN
Korea 97 0.2 K4 1.1 181 0.4
Singapore 78 0.2 73 1.0 151 6.3
Taiwan hLE! 1.5 272 3.7 856 1.8
East Asian 874 22 1762 238 2636 5.6
NICs

Argentina 2641 6.7 169 23 2810 6.0
Brazil 2041 7.4 90 1.2 3031 6.4
Mexico 1461 7 316 4.3 1777 38
Latin American 7043 17.8 575 78 7618  16.2
NICs

1984

Hong Kong 397 0.5 1193 1.5 12335 7.0
Korea 1206 1.6 18883 18.1 20009 113
Singapore 482 0.7 5205 5.0 5687 32
Taiwan 1625 22 19551 18.8 201176 119
Last Asian RYALY 5.0 55527 535 59237 334
NICs

Argentini 5023 6.8 10602 1.0 6025 34
Brazil 10408 14.2 4157 7.9 18564 10.5
Mexico 27498 18 3479 14 6274 3.5

Latin American
NICs

18226 RER

12038 12.2

30863 174

Source: Bela Balassa and John Williamson, Adjusting to Success: Bulunce of Pavments in
the East Asian NICy, Policy Analysis in International Economies, no. 17
(Washington, D.C.. Institute tor International Economices, June 1987), pp. 8-9.
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