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Ra61 Prebisch at ECLA 
Years of Creative Intelectuai Effort 

For most of the postwar period, one seminal thinkei almost single
handedly influenced the history of ectlomic development policy in 
Latin America. Ratil Ilrehisch, as head of the United Nations Eco
nomic Commission for Lit in America (EC'LA)' and afterwards of tile 
Latin American Institute of Econoni ic and Social Planning. had the 
opportunity to huild a eMll that had sienificant influence in Latin 
American policymaking circles. ILater, as first secretary of UNCTAD 
(the U.N. Commission for Trade and )evelopment), he was also 

instrumental inachieving the worldw,ide agreement on nonreciprocal 
trade con',essions in favor of the developing ,ountries. Building on 

earlier writings, Ratil Prebisch published his first major book in 
1949-Te Lw'onomic'Develmu'nt ofLatin America and Its Major 
Problens-whichpresented his theory about tile deteriorating terms 
and conditions of trade indeveloping countries (or -periphery," to use 
his term). This work provided the theoretical foundation for the hn
port substitutioll policies that dominated the economic policies of 
most Latin American countries until only recently. 

The carly indust, ializat ion of, Latin America through effective 
protection policies it)the 1940-7() period was at first glance success
ful, but while imports of machinery and raw materials for such 

:umll .InSpanish, ta o(rn para America Ltina (C-PAL 
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industries increased very rapidly, there was no parallel increase inexports of industrial products. When this lack became evidentirn the
11960s, there was a novemefit to increase exports and to create trade 

fintegrationscheme.Sfor the Latin American region. It was not until the
1970s'that wider Latin Ameican policymaking circes began'to 

.... appreciate that the termsbof toPrebisch, even in the cases where it was true, could best be neutralized
by diversifying exports beyond raw materials to include industrial
goods and by applying economic policies that would not bias invest
ment and allocation of resources agaiifst tradable goods and in faivor
of nontradables Recently, a numbir of Latin American countries
have successfully begun to impleniment more bal.anced policies in the
external sector, making them more competitive internationally and 
stimulating exports more effectively. 

Backgrouni; 

In 1943, Ratl,Prebisch "wasforced" to relinquish his position as head
of the Central Bank of Argentina because of differences of opinion
with the Peronist government. His departure signaled the beginning
of what Prebisch termed the first of "five stages of my theory of development."' He returned to teaching and devoted himself to exten
sive reading of recently publisied economic texts and publications.
His study of John Maynard Keynes and Joseph Schumpeter, amoig
other writers, would decisively influence Prebisch's later thoughts on 
and attitudes toward economics.2 

t
ItWas during this period, in aspeech given in 1944. that he alluded
for the first time to the concepts of "center" and "periphery,".concepts
that, intime, became synonymous with Prebischian thought.;Prebisch
also visited Mexico twice during this time-first in 1944 to speak and
lecture at the Banco de M6xico and El Colegio de Mdxicb, and later
in 1946 to take part in an inter-American meeting of the directors ofcentral banks.3 In one of his lectures at El Colegio de Mdxi'o,
Prebisch warned of the vulnerability of Latin American countries in-,
the finternational economic arena, citing as evidence Argentina's need 
to substitute imports during the Great Depression when it saw it had 
no way of getting the foreign currency it needed to pay for products
purchased abroad. As Joseph L.Love recently pointed out, the Preb
ischian niialysis of this process of constrained industrialization in 
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Arg' ina would be taken up later by different writers-including 
Albert Hirschman, Andrd Gunder-Frank, and Carlos Dfaz Alejan
dro,--to develop the &incept of a "very positive negative jolt;.. 

in'944, in an articl published In El T7iestreEcon6 ico (TheEconomicQuarterly);Prebischcalled'attention..... to the- fact thatthe 
United States, which had replaced Great Britain as Latin America's 
principal industrial partner, was not committed to an open trading
system and was diinclined to import. For Prebisch, this'1factor. 

-,-,,conistituted an ominous sign of iermarctii imbalance in the bal ances 
of payments for these countries.4 And in 1946, for the first time in 
writing, he referred to the United States as the "cyclical center" and 
to Latin America as the "periphery of the economic s$'stem." 5 

Having returned to university teaching in Buenos Aires in 1948, 
Prebisch pointedly attacked the theory of comparative advantage 
anu observed that its teachings and principles had been repeatedly 
violated by the industrialized nations, whose economists, neverthe
less, utilized the classic theory of trade as an ideological w.-Apon. 
He also concluded that .he industrialized countries acted as 
monopolizers against agricultirtil countries in,he tading p.ocess.He declared at the time that, from the historical int of vie, tech
nological progress, both Great Britain ad the United States, did 
not result in a decrease inprices but, rather; ) an increase in vages. 6 

All thesc ideas would take shape in contributions. that Prebischwould later make as Director ofthe Economic Commission for Latin 

America. 

Prebischian Thought at ECLA 

Birth of t1he Economic Commission for Latin America. The idea 
behind ECLA grew out of a Chilean initiative ',vanced before the 
United Nations in Lake Success, New York, in 1947. The creation of 
this body was approved by the Social and Economic Council of the 
United Nations in February of the following year,:and its first meeting 
took place shortly thereafter in Santiago, Chile. Even then, Preb
i.,c'hian ideas had already!"begun to exert decisive influence on the 
ieas and philosophy of Latin American economists. Thus, itcame as 
no surprise that the primary result of that meeting was a resolution 
demanding a study of Latin American trading terns and conditions. 
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Nor was i!surpr. :ng that Prei~isch was called m to direct the newly
created body. Because of Hs exclusion forn tile Peronist government
and his influence in the region, which had increased with tile publi
cation of his IntroduccioinaKevnes 'Introductionto K1,'ne.) in 1947, 

-
Prebisch turned out to 1e the perfect cindidate to ,uide (CLA.7 

Prebisch's first reaction w, s to decline the offer. As he sad in a 
later interview, he afraid that an org:'nization like the United.v;',s 

Nations would not allow underdevcloped countries to anal , e their
 
economic problems from their own perspectives.' Nevertheless, a
 
few months later. he was again inviled to go to Santiago to work on
 
special assignment as editor and aothor of the forewo(rd of an eco
nomic report oil Latin America that had been approved at [-I A's 
first meeting. Ils acceptance of thi,: inv ital ionu iii I 149 marked the he
ginning of the second stage in the developmpent of his thought. At tile 
time of his entry inlo CIA,he ,.rote. "ny ideas were reaching their 
Maturity, and I was able to give then) definit e shape in scverai studies 
published in the early 1950s in w0hich I at tenmrpted to provide a
 
diagnosis of the problems and propose policiCS that would 
serve as
 
options to the pioposals of the o-thodox schnnl.+,
 

His most important work of this period wa,, almost certainly /-J
 
DesarrolloEcomu Lana v sus Pr.'ti 

mas (7 re E'nomic l)evh/ofmnt (4 l.atin , 'nric(I'I(/ lt. M or
 

(it, Ane' /i a,' Probb

Prol'ms), published in Spanisli in It49. Itis \.ork, which ! lirsch
man has called the "UCLA Mmi lo,- '' lrchich claboralcd his 
theory about the (feterioratio inIre terms andiectrrdiritr ol:rade lie 
also published 1<1 l:xtu lio l " )h, fit' )J r d larina. /(t)49rc 
 , 
Problenas ['e'ricos Y tMmbti' c/ Cecbillmiclt, IPl(' 0 ('The('l 
Economic Study ?1 L1ati1 Americ'a, /049anl Ihtor'tic / cl l ruti
cal Pro'bles' 1*fcI:Lf"eom i( (ot'nh). 

Hirschman's turn of phrase could hadlv heI10e accuralte. 
Indeed, The Economic l)cvelolnm t AiMTi .aillfl/ol(in uremcetf 1iot 
only Latin American academic circles, but also the tIcci, iou-makinig 
echelons of'Latin American cotiries ant the academic Corlr11'tlnilV 
worldwide. It is no exaggeration say tihat ,york altered theto 1his 
course of Latin American economic history. The econoimric polic ies 
underl):ng the Prebischian essay conirt i ue to be the fcCUS of heated 
debate even today, and they have left their mark, ou tile econonic 
foundations of these countries. 
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Principal ideas. Prebisch's contributions to ECLA stunI arize 
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 former consists of i-Industrial centers; 
the latter comprises \hat we today know as tle developing world, 
which specializes in producing agricullturf;l products and other pri
mary commodities. According to the classic outline, tliis intcrnational 
division ol labo will translate into gains for both regions, maximizing 
production, inctilC, and ConlSuIIlter Val tie. T'he thl-ust o!' Prebisch's 
attack is to call this dictum into Iuestio0n. 

The axis arund which his thesis tColvsC is the long-tenn 
deterioration ilthe terms and conditiolls of tradc. It FtCl-,isch's own 
words: 

Illgenteral. it rlcr-s, Ihlt teCh tLh icll h i,,te-,ffl',bCen 
itore promlounced illindnst" than inlthe poduction tof primary 
cotmmtnodities f the ornliriC,, O1 l1e PeriphIA . is 1, pinltett out in-%, 
trecent repott oi pricc iclationr.hip,,. V, ,tve,, it prices had 

(eclitled eCL r.srrr1tefsIttl\ tot)ori \ih irtca,d IrdItlCtiVitV, tile 
to bCn les tillall 

industrial products. such tlat the pricc nvlcitionship btccn lloth of 
then \Wmlld ha ,C pf111f11,\, 

would Ive haMvC ICY pfinn:rfy tCOllnoditis f'o 

. lnnl CtdillftVr Of [tie countries 
of' tle Pariple\ depcdinu ul ho,. tire dIpanit, InlpOdIuctive 
C:,l,Liti5 s elOped. 

had t, thli[h,p cnonn \w,,tutld had 

reaichiinq iuntlc. PcilfnincOl ennintries, s.\ld has e heefited t0 the 
Ts tsl-,11 a ftnilll )ri.'Cs 

If it oite ab l n h,!vc far

S:ile dICgI'R Cen e'f1nfi ,,,I 111tn(101) ill IFr tIle 
fiihlt t nnu,,rtriatl initinlct. ( ntsr.,ittntl Oft tLlhn1h02i.te.fltlil,, 

cal I)tI'02Jes'ss '1,l1fhirvcecc uilv distrikitettctilthmilhr t the 
worlh. innc'unfmnnnntice %kith tine implicit plClilset undcriyilg tile 
inutlintC Ol tilne MIteLN0tional divi,,iot of labor 'andILatin America 

llolltic illICeCnlllittr 
iCd. Ott theCumnrar there suinld h dehinite loss as long as pro
ductis C fLicienC\ equal Itothat of tie intdlstiahi,ed Countries i,as 
lnot achevit.cl. 

\s ulltdpWcCivC IoCe(e als dlll;WC indLstrial-

The facts Olnot ,upporl that,1j)eilitC. As s\ see ... beginnilg 
in tie 18X70,, right rip to tihe S,'cOtl World War. threrice relation
ship has cointinCd i10 eVolv to the detriment of the production of 
primary commodtities. It is regrettable halt price iIdCXCs dho m1ot 

http:achevit.cl
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reflect the pernaulatiOW. ill qu Mitv have occurred in thewhicl: 
finished products. ( ), , iur thereto, ,, e ha, ChCerr utahle to take them 
into cOnsideratioi in oul discssion. Inl the II)U,, rml, 6 pecet, 
of the fiished pro)ducts [prrr,'hameCd ill the 8 s, ieurchaISedIS'70 1t,.' 
for the sanii an 5 corrtuoditie. tlat p I, ) "w, tilller ouiilt of i>liil r 
average, 58.(0 Prcl'llt Ifue p'ilu;U VconnuidHi ', L llit'i, to 
buy tire111 ,ain arri i ()I' l itluiitatu tll\..ll thiritil 

The J+,riCe rWhiatir t , t loped,1h1rt1nmln , Ill ait rItlr ",hi i Ila' n e 
irinirical I trL, tre -,l t(Id the l'.'ii!lel\ i,iitilin\ V L+',itct+thOild

htave hiti~littiieni jnj ufi<nd rnnn,Ilihnliittt5 '+,itii tire[,I hr;si 

ctv, otl'ldrop ill ' i IIt (i l i . i.t n!.ntt rc tIt INv.: I 

BICr 11;11,S1.rrtr1ie ti) . :rl',r,i ,, *, It1to .,: tilt detir0tit tPRi icir' 
ratiolln ill till W1.'n, a oid,ol irs '. itir%% 
of a gl'o,%PI . w.'!i ct o mlivtIrlie tI) I1t, tile pitohicni i", lo h iftu d 

.I] tile i< 1ilucIl .1C[nt,,\et lit intit ell cia"ti,.iti ill c, titet and 
11t+'titlthurv ittl l> \"ihilt ti'nt,..rillfiuit t i ,itt\ is tv ho,\ l, 

n it tll i ki"t' 1 tilt' cotltext 

t PI .('II ninririti i !' iri tt' l-uI # t IhIIIIlI .nhit t i. I ( k "I,+\ I i I(\ iru w 

inctl tt i It)i ,+ il .'! 1itt ,lt.lt ,lltrit, 1 ) "lirl is. '1\" a illlhl ilcotlle 
,'rtatcs, the ,irlinom ! Npltr t ci nE\l l -d thit l it . tjit)t-t l-i- ilct) 

COllistttt, I titt lta l;l+i iLJ t'In, ,;i _ nil c\,h) itJin it Cl Illtl.i i'V d,*v l
01)edC UO~l1 tl1'" , .  I lllk , ,i t ill!- 1*a..t, lP t'i ch d d OU t. Nrupl~tlit d c 

ct~ctu, Ill ltc 1it (d putIian.t 1i itc til t\1t"1. 1t t'. iot ipnI+ved 

' ib thi 

products. 
111tt&, Ilhes citI l tl1lsiItCC., Ltr1i t coill 11it, lht l ititer \, 

\vi'ii trow,all tt luil" t il1 -e hlir,at a raltc i thilt tilthe iritontt 

g:owth rat 10e errt1r 55 lt at tihe stltll I tir . , t .ileatt' illotlItC 
gri' th l the periphery, cau ed h\ teehir lr iial p)rugLess, will 
depress exprtt prlimes oi ptiuiat- Mtrirroitie., lld )tilIC. ()I tile 
other hand, tie cater inreileelsh, icitN ill hJtiiir.\ itnil)tut (iCtrititd 
tends either to sl ili.,C prices' fr tir. lather, itilireasi ill Center 
prodttcti\,itv riZoW ilt tilC sate tre, or l't rais tire price ofl inlportiC.l 
PrOduCts, if JrduttiCvity does [lltt "low strfieettl3 quickly or if' 

reslponsttisi ultr doi t ,. lh ll ti nietilit.nd l t r t+'lliry 

http:nietilit.nd


monopp izing rapices by the center make it possible to cut back 
qupply. The..net result of these effects is a deterioration in th
periphery's terms and conditions of trade, with the resulting decrease 
in it motn blt. 

The role of technological, progress. In explaining the causes of 
the deteriorating terms and conditions of trade, Prebisch placed 
special emphasis on the role played by technological change and 
market structures in the capitalist world. 

According to his interpretation, while technological progress in 
the countries of the center manifests itself in a generalized way in all 
economic sectors; in the countries of the periphery it manifests itself 
preferentially in export-related activities. 

With perfect competition, improvements in productivity gener
ally translate to decreases in price, with production-related compen
sations remaining constant or, if at all, increasing less than gains 
derived from improved productivity. If the market for finished 
products is competitive, but imperfectjons exist in the markets' 
factors, increases in productivity will translate to increased compen
sation of these factors, without a change in the'pjrices of those finished 
products, as long as the ihcrease in compensations does not exceed 
productivity gains. 

Prebisch argues that, in the center, productivity gains almost 
alwaysare accompanied by wage increases; there are no reductions 
in theprices of finished goods. The opposition to decreasing salaries 
derives, in Prebisch's opinion, from the monopolistic power of 
unions. In fact, if there were any room for price reductions, they do 
not occur because of the market control exercised by center manufac
turers. The result is that, even amid technological improvements 
made in the center, prices do not drop. 

In the periphery, meanwhile, productivity also increases, al
though at a slower rate than that of the center. However, if the prices 
of goods produced in both regions decrease proportionately to the: 
correspondihg increases in productivity, the terms and conditions of 
trade practiced in tie periphery should improve. This, however, has 
not happened. The center's export prices have remained at their old 
levels or have even increased, while export prices for the periphery 
have decreased. 3 

To understand Prebiscb,'s reasoning, Baer adds, it is useful to 
divide the periphery's economy into two sectors: the export economy 
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and the dolestic economy. In the former, productivity increases 
more rapidly. Morover, t i iplicitly asSuLMeId that the periphery's 
labor market is cmpctitive, and that the lahor supply is elastic, in the 
Lewis-ian sense. 

For Prehisch, prodtctivity gai!I., il \prts tanislatc toihigher 
unemployment leve[, hecairse tunlC' podluct increases are Cqlal to 
gains ill i)diuctivit\ +, dcctr',Cd lab~or dimandr.il per finisncd product 
will lead to dIcclca.C ill lie euil)li ritl leel. I' isl a+.t'lorcoriihnes
 
x.ith tie low ill mnil cla.ticity in)the ccltelr> I ftIrI)t rIt.Cll
t, such
 
[hal enlloflcltl if) tll pCliphele, 
 does not l'OW ai a "te llecces ary to
 
absorb the g w \,ll)\of itaho ,1.1
ixTI, 

The ir l ill"(t li,') \cre tolI'IC isch: tlheopi alml !,s,, lc;n 

diSpl iiiy ill
I i dcvchopll,,ll ctLx\ccl the periplicry see
tOns, t -e fIi 
 Akti (d, iIhol tilt. Incolie init w11id ktm _lasli.il the
 
{ctrillui 
 o{rits t lis,h'et iciht x I \ tl\ l;at-,ic !,or illiilh dellialt 

po'l.t, t l t lil ' tilal tilt' lt1 s1t1,0t1c tuhiolliCA ,IdarIcCs arC
 
tranisferred ahloid.
 

hIjually (]lear tic lt ,tOnlO l t, polic. it+ 
 nmclidations to lhe 
It \%ml 'drawi thic lrion). tlil.' ,h a ,,1,fichi>,ch ulcscrihed it. it 

therefore htuuvti !x nClliilt" (I the pcriplhcry uoltric, t) adopt 
policies lt'Sigll todlrt,',ilt iiu(:u'rt.',, ii real intrcne Ir iliheing 
lrarisfCrr'(I to li'td',.td'l . Slt'tifii a l,,,t1dt101. 1d._t'ctllCuht 

harriers to ,) dolli',lic inu ,tictr
I iil 'I,aird t( t.,,able aggressive 
inlleirtItll uulat pruct'>> ult'',,itl to rpiface irfnrt-ts with docs
tic gro d,' llrii, hlii, 0C't'<lit'iidtt.rcipe all ecoxxotiiuh hecorrie fr 

1tit iC 1i0i1t.1\ l ide,,tii[ l ',ith P1rchisch and tile ('LA.
t 

The O rlhlodu\ espoinse 

(hialleniging whempirical evidence. The puhlication ol Prebkch's 
works elihitcd tiil cltinicdi r'spolnse. Initia l criIicisir challenged the 
enpiric'al validity of the secular deterimratiur in the terms and 
contditiiui (&trade..\ lllitirC sIcCtrltti (of distilliglishCd CCorioriu sts 
1t1rt the_0ir C ii illTl'l , mi+,')vt'/'mrllitthe to,(Ile dtlla used 
i"lfwlu Am,'iu al.(Geralt Baidhin, ('harels Kindleherger, Gerald 

Meier, (olttfricd i 1lacrler, 1. T. .liswoIrthl, anid John lPOxteisol, inter 
alia, assailed lehisch frori diflereilt vantage points. John Spriaos has 
condense(] the ra;jor cnitncisns into four points: 

http:lasli.il
http:dimandr.il
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(a) 	The terms and conditions of trade used by PrebiscE for Great 
Britam are riot representative of the industrialized world as a 
"'itolc, arid ,onsequeritly the inverse !sequence is invalid for 
approximatling the termis and condii ons of trade f'or primary 
Co(llinodit ics, 

(b) 	 Import,. of pri iary Cummoditics made by the center come 
]WCd0f l1 celntCr colntries themselves.aidlIlV !1trom1 

(C) 	The export vliMiors t-sed by Prebisch are FOB (free on board), 
whiC those for imports rll~eCIF (cost, insu-ance, and freight); 
cotsc(lU,'citly, 't1inIIproeireCirt it,the tC:iis and conditiops of 
trade fir Great ,rituin riav be purtill I- wholly attributed to a 
r(lueILitn it),hippiie cstLs aiNd r1t1to adrop illpices for primary

eomt)ritri je. 

(d)Ne\v rlitali:tcliretl ]lrtvt, are t tering the market 
aid the ,uralit\ ot e.,istirig products is improving. These factors 
rllrot refleceted InI pric., indices. Therelkire, art apparent deterio
nroi i.i tlit11['1l,rolkd c.onditions of '.adC fcr tie periphery may 

inde'ed 1iH .'.iI. (trc . adiUslIrntis for qtialify diflerences have 

It dioull e icealled that !Pretisclh 'iinsclf acknowledged the 
pl'touiciiol Ide'ntflid ilithe iI-'CCCdIIiu2 paragraph, although he did 
not cotncern~l hiiri, lf\.itlh it jiei!hr. 

-
Sr'a !Ias tidrUtakcii to porlomi tan Cxhaustivc study in) an 
altempt to d(cnrnliltc th extent to,v,,ich these objections are valid. 
With rcspect to :ile lisc rcat Briti-is1() statistical data to represent 
the ttrins ari(l co.ndtioitns, ( trade of th tllenter, Spraos points out: "In 
relroispc l, it scces fle)tIliar that Ircthi sehIwould have decided to base
 
his areritlit otI)dall Cwelrsivelv relating to (ireat Britain, when the 
veN (iitcd Nailor"s' sourccs ie usCd also contained a statistical 
listing of irC Icrni, anid conditiols of trade for the primary cominodi
ties 	all riritnifactuiC ill ,vtorl]conlittii rce.'''' 

Cotipariri , tis sttiiti cal listinre with that uscd by Prebisch, 
Spraos co clildcs that c\'Cr tho0.gh both Istiings pointed in the same 
direct.l, trawiite fitii tho Jnitcd Kingdon exclusively caused 

PrebisClI to0v.rc niaicthcdeClciration in the terms and c)nditions 
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of trade vis-A-vis the periphery: according to Prebisch's figures, the 
relativepiceof primary commoditics declined at a yearly rate of 0.9 
percent, while according to data of the League of Nations, the yearly 
decline is only 0.6 percent."~

Spraos approaches the second criticism indirectly. One'would
hope that the percentage 'uf-subtropicaI agricultural products im
p!rted by the United StatesJs greater-than. that exported by it, such. ,

that, if the price of the former has declined with respect to the latter,
Prebisch's assertion will not be compromised for his failure to adjust 
his findings to include the exchange of agricultural products in Great" 	 Britain and other countries of the center. Spraos's findings point
precisely in this direction. His analysis of the price listings for United 
States' agricultural export and import' prices denotes a positive
(though insignificant) trend for the former, and a negative trend for 

8the latter."
The problem of inconsistency in the valuation of imports and '.
 

exports ,is a little more complicated. The criticisms leveled by > 
Ellsworth, Jacob Viner, Baldwin, Meier, aM Haberler emphasized

(hat reductions in shipping costs may ha',e caused the deterioration in 
the periphery's terms and conditions of~trade, because Prebisch used 
FOB export and CIF import figures in his analysis. Nevertheless, 
Spraos compares the behavior of the index of the terms and c6ni;,tions
of trade with the development in ocean freight costs (measured by the 
index established by Leon Isserlis in 1938) and concludes that 
available evidence does not justify repudiation of Prebisch's theory.' 9 

As concerns Prebisch's failure to take into account improvements
in the quality of manufactured goods, Spraos is equally cautious. He 
rightly argues that both the center and the periphery have improved
the quality of their products. This applies, for example, to coffee from 
Kenya, cotton from Greece, and steel exported by developing coun
tries. Given the obvious inherent difficulty;' owing to changes in 
quality, durability, and construction, in adjusting the terms aad 
conditions of trade utilized by Prebisch, there is no clear-cut evidence 
to support rejection of his thesis on the grounds of this argument.2 0
 

Spraos's conclusion, after carefully reviewing the criticisms
 
leveled at Prebisch, is that
 

... during the 70-year period in question up to approximately the 
Second World War... the evidence points to a trend in the erosion 
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of the relative price of primary commodities. Taking into' ccount 
the reservations concerning the quiality of the evidence, no defini
tive conclusion can be reached. Nevertheless, inexamining point
by-point the key criticismsraised inobjection to the inferred dete
rioration, we find nothing to warrant rejection of Prebisch's theory. 
The statistical data selected by Prebisch nevertheless exaggerate 
the rate of such deterioration." 

However, a second question remains. Prebisch's analysis not 
only addressed the past behavior of the terms and conditions of trade; 
it also stated that the deterioration would persist in the future. 

Spraos also analyzes the development of the terms and conditions 
of trade during the post-World War II years to determine to whpt 
extent Prebisch's prophesies have fulfilled themselves. He concludes 
that "despite the fact that during the post-War years the relative price 
of primary commodities of developing countries has had its ups and 
downs, on an average it has fared rat .:r well, if one compares them 
with the preceding period, and even oil is treated sui generis and 
excepted from calculations beginning in-1973. Thus, despite the fact 
that the theory of secular deterioration cannot be rejected out of hand, 
the theory can be impugned if data available up to the end of the 1970s 
is taken into consideration." 22 

Theoretical criticism. The neoclassical theoreticians launched 
more fundamental criticisms of Prebisch's models. Among them 
June Flanders has probably mounted the most complete and conclu
sive case against Prebisch. In two articles published in the early 
1960s,2 she challenged Prebisch's theoretical consistency, the pleth
ora of models-not necessarily in agreement with each other
implicit in ECLA publications, and the implications of the policies 
recommended' 

Flanders is right when she argues that "despite the great deal of 
discussion given Prebisch's works, a good part of this discussion has 
revolved around one. aspect only of Prebisch's multifaceted argu
ments and, what is more, part of the controversy is due to the false 
interpretations of that aspect . there is not a single Pretischian 
theory or a,ingle model but, rather, many of thon, . which are not 
necessarily in agreement with each other. -24 51 

This author has issued numerous calls to scrutinize Prebisch's 
work. In the first lace, she accurately points out, "a careful reading 
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ot his work reveals t us a Prebisch who tlar less aittarkic than so 
many of his dctractors is well as followers would have us believe. ' 

Still, 1\wO qtLCstuons co)ncerniinig l'rehisch's theories command 
[landers's intelrcs. The first is alllempt to cxpl;lill whal detcrlilines 
the scu''llilr detrior-aijtoii in the lerms and conditions of tride in 
Prebischial 1uodels. 'lhc' ,ccoiid is ito link this (cteriltalilon to the pro
lectioi't policies t)rlopoLd hy F( 1[ ,"A. I') till); r , Irdlh-r !ncasiness 
stems froml illuirili, tust \htilbe neits, the lprIhu-ry expecls to 
aciieve ill ctcrilia t( Lrdc.derrier,Accorllili. to Flanders, various 
kinds of itslIi exist for Ih'rich. 

The fir,[ () thesC, 'which is nlilcrsiaidablc, coll, ists in tlhe 
eCOlloiiii/ili of foiciti ellrreuicv l,'sr\Ce,. When I/' l.'cononlim 
A)c'h'1 wu', /IMAIm '1ni as, rt tll, li ld was expericlc
ig eit i 1 dolla', and 

I'c~~ h \%,I", M cmifC 1Ntile,,hc (hlllik collmliil \\lo maIde tile 

lisakt' l h l tluisIIl,, o !iilk 'ili (IrhebeI a pei l cuilt pl'iiltile ilon or 
Ihat it .._,tihd i tI hue lmle.l In ,iliei , so ks,. ihe ,caciiN otfdollairs
\\rotlltd h-e'drnylpcd flllm) li hi<cl<< ,ll h'Cbi ,d)h \W1 oil tl l LI C to 
he eOHlie'tuiCd .lhUl lhct)(M l tfi lt "' hlit irliMp t ltalt ant latinA\m cie ia" di11iilii<,hc'd liitt lll . i lci cd t' h t ili l 'ltI;alC 

"'TIhle ptC',illilst' latMrtC of tihe t'lasiiitieS'" t) ile fhollowing 
dicllilia Imr thte pelilhcv : cilhcr it adhieves a ballance: of' payimnts 
tlhiouli i iowt.e-rIl (1 .,'M\Vth, r 'lc it ct, Ick its ii'.poil dell ld 
bv raisin Ilrad i llitic . ()1 lt's, c tt; itit'e C, Itiei'r is clirly
prefe'rale~. I loste envc. 

a.itttitit', allld tarl i , ,\ sllil ltesi llett h rioil Ica t horciel C'lllTr'ill' 
Iext') s ll! II tll tilt' cs hrli tlililui llOll illlt clilllt beh 

'I' c., , it llVulind ;i "h'p It IIeillt d iltcpa hictialdtd thp

icy! polic.ooitui, O 
, tt thel~t1(, tehrm I)ciiCon. ofthia,llt-'x'c'llhc't111;1Ih 11,Wtllt't'IhI l u 11,1', A; I IIU qp)]_ Iml II<, 

e'xp)orts 
miikcil, ;i 1I It \k hich imnphl Ica;l<, I(1 l ,-, Ihll all fllr, :1,,pC Plh k'Ircb 
chiaili l i \,,, lp ,, iWtil~It.I it i~ lc' d 1101 to aItIVI() 111C , M 10i d 

individuall cLoulllli\ ill iminlal.r
 

'I'l" S.cCColld killdl oI1 hculcfii IPrehisch alliil ,itcd 1'roml this trade 
poliCy' has t0 (10 %111 t~l. t lhl'll t tile ICt-- Si alltd, ct) ld1 itilS of*trade 
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do not conItinule to deteriorate. Fkinders notes that this not only
"pre:,"nts many problcms with respect to the structure of' market, 
distribution of income and determinaition ol salaries in the center and 
the periphery htll that, on the contrarY, other '*macro' economic prob 

'lelns .tre ills() involA cd. 
The traditional i"monopolist- atgUtnucri atdviaccd in favor ofimtlOSiilP taritifs- is- _'i:, "iltv. based onta two-ctnmtrv ttodet. [Hiwvevr, 

if we assue, alolig w+ith I'rbhisch, thit there is on vl one country inlihe 
centelr aid anotht inlthINprCipheryl that is similtr in size, we must 
accept thai let C pri",cililal ctistoner is itself dllil[lot tile 
periphery. 'hat is, domtlic ditaill.tnd il tit, center will exert grealer 
inflieicte oI tile pric.S (t its Cxport pi odue+t, tit;M will the external 
defnaild oll tile part ot tile' pcliphwr. Thts.,, it should he expected thal 
ile impact oi 1te pr tcti(nist policie,, fioLitel d bv itle periphery 
against te pric otfiti, imports kill he ralilr linidc(l." 

Anotlher irlcosinICLV pointed ot by IlanderIs is Ihtt 1Jebisch, 
to ait Ic _ll, csplaiilis past dteL'iollion tCrmIS a.tilt co die l ext._ ill 1iteL 
tion, ol' tratic a,ieCsult o l irc\te'ih!lities lttiilr\ iL center prices 
anlld salaries. I tills isrit As. tul (i ii ill the IrIoit)O (t Clll;.tlt1. of 
tile pcriplhc will Irsull ifi a \ , orsc ;ii of thir ccnt-er's position, as 
uetiplov0neirtC \w1lrd\ icasC \ itklitit artY chaiteeUC occuin in [the 
terms and co'lritHOus ol tr(ildc. Yet the thcoeticatl possibility exists 
that, tscenlte itncoCre declincs, tile per-iphery would als) fild itself 
,alc'c L h c d de(I 1r its xpol-'Ct ic red' eL iClIII(d u (the real.sill is thai 
althougI its iCOrri clastici, is hv,. it 1- riot revati'e)." 

O)nol l'icshici riost, lstrqielrioti qulledl ,SCitseilolls is titit, give!) 
tile prcv',iinc:' i'ivi'siitr I aIIb or, the frnitsIlirtc atiounrual I techno1logi

,cal IuIO12,e arciuc( ciCl\ diliibtic(l IbCt'CCn tirhe Ceiter tnd tlhe 
periphcry.r" to ll',idei s. lit, iru2ictt presumitres to contra,\oliiii 
dict thre coricliusorus co;Icertnirg tire equali/ation o[i international 
pricing lactol" Itlniilii,ed b Paul SaIRIL-ueli at lre sante lime 
Prebisch was irrakiru iis teorv known. 

Leavitg a',ilc tie knm,, ii liritiio s aritticiiliri ill arty practical 
apliecatiiil0[ til', rt1Ce Ill t Or ICll e.orid, tIreliypotlhctica 
coulltweiusiiple leuichi uIses.:iii .ie l TairerrOLouS a1ippliciatill of 
SMirCulsc 5,. findilg.., A, happens in o lier parts of lPrehisch's 

, tlrt Ire CqutLCs salatries withwork. cveryrhin p.corris to indicate 

personal income, that is, t-.issunics there is hut one single produc
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tion factor in the world: work, if that is the case, however, the 
theorem of the international equalization of the compr.r-ation of 
factors is irrelevant and equalization of incomes, consequently, is 

a premise implicit in the outline of the international division of
32 

labor. 

Let us see why, Iffthere isonly. one production factor, one of tht 
following statements should be true: (a) There exists somethin$j
called "atmosphere," "production condijions," "climate," or,"state of
technology," which is not a productive factor, &ecause it is a given,
but which differs from one country to another. If this is the case, there 
isno reason whatsoever for salaries or per capita income in this model 
to be equal. The only Iactor-work-will be more productive in the 
country blessed with a better atmosphere. (b) There are no interna
tional differences in atmospheres. In this ',ittitn,there can be no 
d!screpancies in the compensation of these factors, even if there is no 
commercial 	trade. 31 

Alternatively, if there are two productioui factors, the theorem is
valid only when both countries produce both goods. This assumption
is difficult to accept when one of the regions is the center and the other 
is the periphery. Moreover, Prebisch, in his example, explicitly 
assumes that there is complete specialization.14 

For Flanders, the core of Prebisch's theory is the difference in (he
income elasticities in center imports and those of the periphery.3" She 
sums up Prebisch's case ina succinct model: There are two countries 
(Pand C), similar to each other in regard to demograph;.growth, rate 
of per capita income growth, arid technological density. At the 
prevailing foreign exchange rate, and given the real salaries in both 
regions, all of P's exports are primary commodities and all of C's 
exports are manufactured goods. The only difference k that, as 
income grows, world demand f.)r C's products increases more rapidly
than world demand for P's products. The result of this is that an 
increasing proportion of P's increased labor supply must be absorbed 
by industrial activities, while the same thing happens in country C.
Nevertheless, P's industrial production can only compete with im
ports coming from country C if P's terms and conditions of trade 
deteriorate. 

In this way, part of the increase inP's productivity will benefit C. 
From the analytical point of view, the only question is whethcr there 

http:specialization.14
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exists any tendency at all to halt the deterioration in the terms and 
conditions of trade. For Prebisch, the answer is no. Nevertheless, 
Flanders points out two forces that can check this deterioration. In the 
first place, as P's working population engaged in industrial activities 
grows, demand for importscoming from C will increase at aldimin
ishing rate. That is to say, there will be a naturalprocess of import-substitution. In thi-second--place ' i itscspicu'ous faci that-if a 
deterioration in P's terms and conditions of trade actually exists, the 
real per capita growth in this region will be less than that in country 
C-for which reason, even with high import income elasticity, the 
absolute increase in the value of said imports may possibly be equal 
to the growth in the demand for its exports.3 6 

The formal presentation of Prebisch's arguments, undertaken by 
Edmar Bacha37 toward the end of the 1970s, makes it possible to 
clearly identify the assumptions and implications underlying his 
analysis. Bacha develops a straightforward Rica:dian model of gen
eral equilibrium, with class conflicts extant both in the center and in 
the periphery; this model allows him to analyze the terms of trade in 
the presence of asurplus labor pool in the periphery. According to this 
model, the level of periphery employment deteriorates amid condi
tions of technological progress if the "condition of immiserizating 
growth," formulated by Harry Johnson, is satisfied. This condition, 
let us recall, consists in the fact that the value of income elasticity in 
periphery import demand exceeds the Marshall-Lemer condition 
(that is, the sum of the absolute values of the price elasticities of 
import demand minus the unit). The economic import of this is easily 
understood: an increase in productivity in the periphery raises income !
in this region, consequently increasing its demand for imports. At the 
same'timf, it reduces the price of exports but increases their value 

, 	 (assuming a price elasticity of their demand greater than one). If the 
effect on incomes is greater than the effect on prices, employment 
levels will have to decline inorder to maintain an equilibrium in the 
balance of payments. Prebisch's assumption (and Singer's, too) is 
that periphery income elasticity of import demand will be sufficiently 
high while price elasticity will be sufficiently low to satisfy Johnson's 
condition. 

Nevertheless, from the empirical point of view, the question of 
the extent to which high imports income elasticity in developing 
countries is an exogenous variable or the result of policies adopted 
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still remains unans,,Iered. The inporlilice of this criticil line of, 
thought should nt be dismissed. The 6lnte1iisi I imports in)the 
process of substituting impot, to use la! .\lejaudro's expression. 
is. today. antabundantly ckioledl facl. We ITed 1lV r'Actll ho0w 
the CCoioic rmwi tm dl aIIdpted \ l[Cieo hiilii the prIMd of 
stabilizing developmnllt tralslated into a grovilien! dcpellc.\ ol 
iIpotCd p)roduti-.
 

Flanders pose, it sccoiuid iclpirical qtl.'ltiol rclalinl, tl te op a
v. ,h I a tt 


exporls,- t ildu r ol~ll lo the ,,: Imftotltood,,ttls,, Fl i(ICI)CC
 
lion LIf Iileel - I.a,,. ,+s.("h 11i.i these hi,, tm, pl aill periphery 

t l lpiica.ll e 

sutgg.,-, that luel s I " id tl ;ltisleti dm i it the incomie;li- m 
clas icilv ill h tt e l it t '"isk It.t h1ll ot. Bitl a col illaiv
 
(heret , al"so t , ;t \Cli iiaie lll c icilV
li .tli iiaOw, ll ,kil I 
gre te tile t t hl 1.li 0 il ICt'I,, l (d Oh l.,t, ti i et
 

l h IC-lu', t1Jt,,.'s i',-,LIC ,.\ 1111()lHlt' .11,• 01 I+,hik.th"', ;11l1t11llelll.
 

(Colntc._llill., tkc tt.'cl( k it+,mlrld ctqllll, thltI ill tlw' rl c t(d producls 

itllpo~lcd h,, Oh, t I litl.d sIu(.',,. "lic ,I '- llmH 11k.' tlhlo.% i : 
(i.t) TIl e. IV_ lt.; lt Ci,]ICCpti 1, tIlk' ill,11lPtJ l iht, [I()[l 111 IC l~ lilt'. 
(h) The+ vuc .',,111t III,iu:!iIIA t'Ildut1,,i., 1iL.' lICItII'I~ t Rcz'v 10 

ilpiot law, Iilaleii;lt],, lit): lie iendei,, (.t .iOtlt i n, tt'ttwal 
illipots. 

(W) The tctod l 1,:,luIt, i 'tii,,.(I ltl) AN) etild , Akcved. 

l~t.'plc',',iti , ti t iitlu \t l Ih ii\\I u tilt it Ii t tl I I-V .u 

)'t.JPll,, 0 1h.t 111i!2111 c.\I+c(.I 1,) 111)(1 111,1i C \tk tl\, \\il I t' ,t.lll~ . : 

t . rmmiii l m, ,ltgso te.il'.l l 

v tl l *I, l i.;t, ,IlI,em ur s I ii i h t I t hi t..01 Iasis-, 

S1(v,1theiC stonoiit .illpe. •ttth phmsittmis. le wa. mill reelicarioi

Acri,,ing nu-' .. I(It,, c ,from oiuI,+, 1• h;+lIh, pml c+llt~ licu toper'ipheryv 

Ihiet aii v, t, ,t lit tu I>lt lrtb'lh. ll itiiitt t ne'xpots'. , h'.[ :, .>\.silliltlmll l w<im~ ' 'I ( lv_.ilt. 

F+inafl E,,ahtmtiolm.eritsof, IPrt,Iich ttli~tisttlImpact, ()I F'( TA+.,ehterotio it the l' ' , nmadeptiil] ipa idct I 

Thlere C;ll i h I',t h l Ihll~t ' c i ,. h , 0)11lylld u i filltu clic c._( ] 1If\ 
Wi ll i d it f' llI , "til otI~llm '.iki~ mlh ; l v.il wt, ",.; ln '\', .]iIm~.wll ( c i np ale i t 
did Without J1t huwId. I1i'-. 1l (I '.,1 ,+I'll theI11lhChi,,hl it', WHti( 
deterio ration ll itll. w r'ills,m idt,..onltilit lls of trad~e topc.Ulcd 1tIll tlh,,.rol 

lode fOIr (CCOlt0l1litC ])rosl,(t/t' rs ofl :,il pcral"- otlls. ti \ ,s. IlloI'clVeIr, 

http:I+,hik.th
http:lpiica.ll
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an original thinker. Five years before Arthur Lewis published his 
famous article "Economic Development with Unlimited Supply of 
Labor," Prebisch had worked up a similar concpt in his Eonomic 
Develoment ?f Latin Ane'icti. published ill 1(4;. 

Prebisch not onely authored mainy theories, which would later be 
considered specifically I-LI.A theories: he al:s inspired several 
generaltions of ecotmists who would colinue his elii ts and who 
created a school of I+alin American economics. In tihe broadest sense 
of the expre.ssion, lie ,s ttmil Oitll a brilliant ecollollist: he was t 
singular intellculual visiollarv. 

Paradoxically, however, his looming presence bri )u,,ht impor
tatll, dleuterious repc ssn to [hecl live lopIeCl of latirllAllericall 
econmies ald to ecotnoic.thoughtill p)fe',tiiotLuS adc(]Ill iC ,ctlers 
of Latin America which Icannot 'fail to point out. 

In his writinrs, r_ehich insisted o l the inability of theiceoclas
sical theoyt 0 illder'stajd the dcvelopin, e':O lioric world. This 
suspicion had its effect on htudding ecolonlis s oft the periphery
counltries %ht unlike lreIbi sch -- ,ceasedbcingcmiceriled witih keep
ing tabs ol w,hat aS going on it unive..'rsities ill tie center countltriCs. 
The l'allout t'rol this neglect w significant. Felipe Pa os acknowl
udged recently: 

The ; tLta lluMttcld by neoliberalism oill havc heen inevi
table ill il\ evCnt, bit it htwas IasteIed by c,,ccs\ i Cprotcction
isi charatCrilint, the model of liatill AnericaM dvChlpmnt, 
which inpl.eentetl thll policy to a tuch ,realer decgree thiM \ould 
have beel) tlecev,'l. 'hi,' ieS I)IOtciionism \ak, dlC, basically,ceS 
tO 011lt llIMlet itlatitoll, a., I 'rll Ati licall Ccolontlist.s, otI the 
ability of our coMries to itrceaSt thteir ftrocigt tAcl.Iloving from 
prOducerr oft0l mrilmhv co.tmunoditic, to expoters. ot all kirds of 
pfO(llCts, iCIcldIgt e illl ItllMfaC',s.Piot' 'ti0l1lll wa lllShed fif
beoVI(! ail|" h e lccslv t.1) make it plausibNh that c.\po'XjrtS cmttd 
itcrea, at .t MtC 01 oti 2 percent per year.,a rte mtuch tIhan 
that we hopld Ihlr ecotloitmy v, tll oM. 'I Iti.uttc aseLd t,. 
CalCuta iO.S _mdC ill ittduIridli/et C lt 11triCS c.''m cnt in their 
inttlmortS oI ptittary coltmmtOdlii l it hc three f htCr s1tt,,cqtictt
decades atd assllutc( that o ' cotrie's ov'mhl hot hc able to export 
ian ifa +trs OtHa Collptitivc basis with inhSitriali/ coltilries. 

We figured that ottr industrics wOl'! ti0t he ale t0 cOrtlleiC in the 
world rmarkl'Ipl;cC with thosC ol teveloped liatlloin" bec;itse they 
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COUldnt' even Compete in the dOlflC'JiC inark,Ct. aeviehnced v the 
tact that they needed pnstectinm. This line ot reammting , did not take 
into a.CCOLnt that exports \ old have CiahlCd tiS to0iuih. klr'ilr and 
more efficicnit iactortis ,\ hich, 1iven o1. h11cM\ age Cotl., Could 
have conpcted ;idvintlilcit,.ls in tile vil d Imt~kt., , idid the 
lburgeonhlg I~hutrii'-, (fl'aiv,Li. South ILlrc,ae. N1:uIa\ ,iit and I long 
Kong. HIoV'ever, ,muc we did not appreciat. that opptrullilty. , c 
chtoit the FOtIc ,t t ncstiall, tiritC Id tl opuhuctit 

'hat Latin ,\nlricall cot.uoIolli'ts failed tlo ttdetstand the 
adVl'agtiecs u pOtrt-tictutdt lomu,tt nid ie iheren lttct",, of" 
plotec ti itsitl va"idtI , it _, Ol patt. to) thc'itdtidait 'Mliurctt1clasical 

In \ut\ \.tutheh v, ltt11t, to'd.' tlllt_ utiic c. >,i ._ itit.i/ill Ilrtchisch, 
l'land x\rs; Il Q,-,hhi-lrci\ , l th i (lt ,.. ilt ,L ii tt d \ ith
110liti,."s,_, tT.t tt\ :u. I rt". w,'ill) producicl t~t,.h.ttf mpoln +, s: 

Wth\ ilrt e ll,H I ', h: iw',' t ] im it I hit r !('I2, i it 
g!ctt,2: i+t i 'ia+ 

thi ll litci llhthalilel tluidc' tlhf t i:utIci\\ . itllit 
C'amt it' ill tN.,,PAttD ..' , dho."+l'l iml tk thati It'-, hctlt,'l Ito:11, wl'll\ 

tilli llotitill. Ni \t ltcllh) m k tilei i % It , d ..c; tiltle illItu .. tl illl 

.ttllidpoill tti h itIt\ it i\jhiit dtcr, cd illtlitllc) i lie .uchlt\eui 
trithti t u -ilit iI c"jiuiits, th,,.,., . it I' i lt ii\ ,. aid is, 
illtuudi., tt so_,,. iiiotHIM tl l c ,lidies tout itill tilt tIIlli m . 

CltOtliii i II ,t l ic i ll,'e alll ll ,eaw'tlit iiiti l a I() wtill ill i l ill tile 
linitllii t ltidtitt,.c\i',trt d. I ilu,. lC h tll tl . I, ill 

tccttld iml emenJiitu vi l , tu(u-i tll tl it f iltndCt t tl, olt 1u t."- ',tlt 
cutloitlls PltltCttltml \,Ill IlW I( likcl'\ ll r, I 0lc'2Ik.m ll t opl rtullit c's 

tl ,.t .l_ "-Itlli\ aititut. :ulhhuiuIhi tilt' l it t 1i ali ir)Oted 

good", crt. ttllt\t at i it.e i 

A' Ofl.ll'it C'CtItIl FI~hidCf'., IWt'dlitl<,tIC I'tcdiCtionlS! LIMc', 

concttnin 11 th otiio l. ol tclai ilt itmports ha\c ecii fullilled. 
Toda , it is appaciit Ittil uaIitt tItat oIdeciided tuladopt ckp,\ I (i titiICe l 
policies of -_conolilllict I[ltot~ll i\ ll ' \, itiIC',Cd hiuhlCr2'1r l)\ lh 

h il,.u)w 

thantt tiatiotns whticulipttl IiItc itll a0Itllntttliu toUl"Ce itC\ehil

nielt. +s Roll udtuS li , jt~ittlCtt utl, C'\ct i\CLoIdItlilL' tlic It'l(that tie 

elasticitics ill the Nih c of, Cxpl lrtcd tI\ ltttc'lil, a eJuti (l m , it is 
not evident hiat thcy couidt't expaadi thei ollilritdiltliil Cxports, in 
order to intpovc ilhir balance of piyntets. 

rates, thilt c o.iC ahllilt l C\lc lllal ,iotck,, l l tiluit u. c st uiii 

http:idvintlilcit,.ls
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Th:-experiences of -long Kong, Singapore, Taiwan, and South 
Korea are aclear lesson in the results of export-oriented policies. The 
economic indicatcrs presented in Table I are the best evidence for the 
different policies imnplemented by these countries in comparison withl 
Argentina, Brazil, and Mexico, countries that-to a greater or lesser 
degree--opted fOr models of economic development pegged to their 
internal, domestic markels. During the period elapsing between 1963 
and 1985, the rate of real growth for these four Asian nat ions averaged 

p 5.3 percent for the three Latin Americanpercent per \',ar versus 
countries. licCause the latler evideniced, on the average, a higher rate 
of population growtlh the results in terms of per capita growth are 
Cvc n more dramiatic: 6.9 percent per year, for the Asian countries, 
niore thn double ile raic (2.9 percent) for Argentina, Brazil, and 
Mexico Tahlc I I. 

Table I 1k anomic (Growthand Incremental Capital-Product Rates 
19)63--85 

( NI' lfllr lnicilal 
(iP l Gir pima (R'wCrital

G.rm% li Rawtt Petl ('al[wat Plo ttlt 

(,ercmlmgc I t cwllitge ) Rawt 

tlong Kong 8.5 0.2 4. 
So mh Korea.. 7 (1.8 3,0 
singallnw Q.5 7.8 4.3 
'aian 9.2 6.8 3.3 

A'.c'c tu ll 

Iast .A,Ill Coulill e, 9.0 6.9 3.8 

AlgentliI 2.4 0.8 9.8 
lil~il 7.1 4.6 4.5 
Nlc l', 6.3 3.2 4.6 

I M i~ll :\lil'litAll COL1111ll'110 5.1 2.9 6'.3 

< . A/C". \II in hil cruLIt Nt I1111 h .\IIl!\,I oi al Fc'olnoillic",. In . I I IW shinlgtun. 
hI i llt Iuiluu1 Ialmounmm,.I . 1inlinti i i llnoI Jtuti 1 7), pp. 2 1. 

The hClh,ivitFr I iliciCltithe ill capital-i)roduct Nile Inlllhcse two 
iciloli.: also all ilincaltm of ihe relative Cficiencv of both develop
lillt models. While Areeliltia, Brazil, alld Mexico registered rates of 
9.8, -1.5, and 4.0, rcspectively, the corresponding rates For Hong 
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Kong, South Korea, Singapore, and Taiwan were 4.1, 3.6, 4.3, and 
3.3. 

We need not look far to find the explanation for this phenomenon. 
Today we know that policies oriented toward substitution of imports 
mean signilicant distort uIns in the fac!ors market, which translate to 
relatively intensive itustrialiation iII the USC of cafiai. i tihe Asian 
countries, oil the o ler hand, industrialization was predicated on 
exploiting the colmparative advantages av;ilable, specifically, in the 
promotion of labor-initensivC acti vi!ies thit Coili successfu'lly corn
pete in international nlarkcts. 

Tholg h it is truc that there were ilmportlant differences in the rile 
played by the goveMicuts of these 1fbur1contrLies iII the promtot,onl 
of' development, alnd iti the extent and speed o'f the processes of 
internal liberalization," there is no denying that time promtotioin of 
foreign trade anl ai export-orintled prcess of economic growth 
were Whe underlyinte c0inumomi (leoliii iators aUd priorities of eco
flonlic policy iil al' of these cxperiencCs. 

The four Asian atiolos adopted. to couch it iil le tcrims recently 
Ised by fihagwati., an ClTctic exchange tatle (one that includes 
subsidies, taxes, and other factors affecting the structure of'relative in
centives between activities), which did 1101 discrimniite between 
exports and imports aR] vhich, whei the anti-export h s inherent in 
the impoil--subsitution p wlicic,was elifitiitcd, f'avorcd reallocation 
of resources in the direction of foreeigi markets. 

The results oltheCse policies are today well known.'lice promotiotn 
of exports traii!lted into strelngtheiced loreign ;ales of traditional 
products; iii additlon, forcign currency was increasingly obtained 
through the export f iilauIfac1ties. I ('l.TA pessi iisi with regard to 
achieving industrialization thr-ough international trade filds its most 
severe repldiation in the perfotmance of these countriCs. Table 2 
shows how, bttween 1963 antd 19 8-1, the export ol ittailflactures front 
these Asian counties rose fromi $1.702 billion to( more thait $55 
billion. In 1963. they ac..'ounted l'or only 23.X pcr,_nt of total foreign 
sales, and titis share rie to mve than hall (53.5 percetit) of total 
foreign sales twenty v,,cas later. Althoughl Latin American countries 
also greatly imctased "heir exports of muaiiiffactures- urto$575 
million to $12.63:.- biili, -- diritg this sante twenty-ye:r period their 
dependence onl sale.s of pritary comm'odities as a fraction of total 
foreign sales grew frotm 17.8 to 24.8 percent. 
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Table 2 Exports from Various Countries 

(1975 prices) 

Primary Commodities Manufactures Total Products 
Non-oil Related Non-oil Related 

$ per- Per- $ per
millions centage millions centage omillions centage 

1963 

Hong Kong 115 0.3 1333 18.0 1448 3.1 
Korea 97 0.2 8- I. 181 0.4 
Singapore 78 0.2 73 1.01 151 0.3 
Taiwan 58-1 1.5 272 3.7 856 1.8 

East Asian 874 2.2 1762 23.8 2636 5.6 
NIC's 

Argentina 2041 6.7 169 2.3 2810 6.0 
Brazil 2941 7.4 90 1.2 3(131 6.4 
Mexico 146 1 3.7 316 4.3 1777 3.8 

Latin American 7043 17.8 575 7.8 7618 16.2 
NIlCs 

1984 

Ilong Kong 397 0.5 1193 11.5 12335 7.0 
Korea 1216 1.6 18883 18.1 2X39 11.3 
Singapore 482 (1.7 5215 5.0 5687 3.2 
Taiwan 1625 2.2 19551 18.8 21176 11.9 

last Asian 37111 5.11 55527 53.5 59237 33.4 
NI('s 

Argentina 5(123 6.8 100X2 1.1 6125 3.4 
Braid 10408 14.2 i157 7.) 18564 11.5 
Mexico 2795 3.8 3,179 3.4 6274 3.5 

Latin Aiertica 18220 24.8 12038 12.2 3(1863 17.4 
NICs 

tource: elea lalassa ad Johln W;IIhainSl, (iIdJ.NsIIfnu ltahn tets) SUI(t'.Avu / Ptvmtints it) 
the FastAmian NIC". t'olicy Analysis in International lconoics, no. 17 
(Wanshiglon. ).C.. Institute for International luconomics, June 1987), pp. 8-9. 
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