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Prebisch: the continuing
validity of hisbasic ideas

1. Introduction

Prebisch’s analytical contributions, which are
particularly valuable and numerous in the fields of
development theory and policy, have sometimes been
called “pre-economics’. This term is used to denote
those points of view which seem to be based on and
justified by common sense —for example, the
desirability of industrialization and of the application
of protection in order to achieve this— but which are at
variance with conclusions backed up by economic
science.

The present article takes an opposite view to this.
It beginsby briefly presenting Prebisch’s seminal ideas
—that is to say, the so-called “centre-periphery
concept”—, going on to show succinctly that thoseideas
are reshaped and formalized in both economic theory
and policy analyses based on the patterns of coherence
of conventional economics (section 2). His basic ideas
and their subsequent formal expression thus form a
special field of economic theory which may be termed
a“theory of underdevelopment”.

This latter theory forms the main basis of Latin
American structuralism. In reality, however, the true
importance of that theory —that is to say, of the set of
contributions by Prebisch which make it up— becomes
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“manifest” in its appropriateness for analysing some
of the priority issues of recent Latin American
development (section 3). Inthelight of certain notable
aspects of the current technological revolution and the
globalization process that accompanies it, these
contributions are useful for addressing problemswhich
seem to be getting worse, such as unemployment and
underemployment, and others which repeatedly arise
in the external sector. Furthermore, these conceptual
bases are also useful as aframework for the debate on
the conditions of viability and efficiency needed to
renew the development effort.

The application of Prebisch’s ideas and
contributions to the present situation highlights their
key (and also general) substrate: the perception of
development as a dynamic of the structures of
production of goods and services and of labour force
employment: that is to say, as a set of changes in the
sectoral and subsectoral composition of those structures
which are inherent to their expansion and growing
complexity.

If we go along with Prebisch’s view that the market
is not capable of inducing these changes alone, this
means that the structural perception of development
referred to earlier is hence “non-reductionist”: that is
to say, it is a perception whereby the analysis of
economic phenomena must fit within a broader
framework of social and political phenomena. This
methodological implication means that we must
reconsider the whole matter of the State and question
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certain quasi-minimalist positions on its role, which
seem to be compromising the devel opment of various
Latin American countries and adversely affecting the
already serious levels of inequality prevailing in the

region.

2. Main contributions

The concept of the centre-periphery system was
originally expressed inthe essay entitled “ The economic
development of Latin America and its principal
problems”, which was republished a little later in the
first five chapters of the Economic Survey of Latin
America, 1949.1

It will be seen bel ow that this concept consists of a
set of ideas of a general nature expressed at a pre-
analytical level and thus not representing a fully
formalized theory. They are clearly harmonious and
complementary to each other, however, and form anew
view of underdevelopment or, rather, of the
characteristicsand long-term evol ution of the so-called
underdevel oped economies in the period immediately
after the war.

Prebisch refused to consider as an anomaly what
he saw, in his experience, as a way of being.? He
understood that underdevel opment cannot beidentified
with a mere state of backwardness, often attributed to
the burden of non-economic factors supposedly
connected with the social structure. Rather, he saw it
asapattern of operation and evolution specific to certain
economies and thus deserving of a likewise specific
effort to devel op a corresponding theory.

This effort hinges fundamentally upon the
identification of a basic content —that is to say, of a
general view of the object of investigation— and takes
thisasitsstarting point.3 Thisview —or the basic concept
mentioned earlier, which amounts to the same thing—
may be briefly described through three key concepts:

1 Thefirst of these publications dates from late 1949 and the second
from early 1950. Hereafter, however, the quotations from them will
refer to the publicationslisted in the bibliography as Prebisch (1962)
and Prebisch (1973a).

2 This experience is directly and specially related to the important
functions he was called upon to discharge in the management of
the Argentine economy during the 1930s crisis and the Second
World War: especially putting into operation the Central Bank of
that country and acting for along period as its Director. For a short
description of this see Rodriguez, 2001, pp. 100-104.
3Theterm“view” isused herein the sense givento it by Schumpeter
(1971, p. 78) in his History of Economic Analysis. This term
expresses and sums up the point of view that every new theory, or
every renovation in depth of an existing theory, begins when a set

heterogeneity, and

development.

specialization unequal

a) Sructural heterogeneity

Structural heterogeneity refersto aprime characteristic
of peripheral economies: the simultaneous existence
in them, on the one hand, of activities and/or branches
of production in which the average productivity of
labour is normal, in that it is relatively close to that
permitted by the available techniques, together with
others in which productivity is quite high, in that it is
relatively similar to that prevailing inthe main industrial
centres, but also, on the other hand, substantial numbers
of technologically backward activities in which the
levelsof productivity arevery limited: well below those
of the other, “modern” activities.

Of thesetwo broad classes of activities, the former
generate true employment, while the latter are
responsible for underemployment. This simultaneous
existence of true employment and underemployment
—of one labour force where productivity is high, side
by sidewith another whereitislow—isadirectly visible
expression of structural heterogeneity.®

The basic concept also accepts the fact that
underemployment tendsto persist over time. In essence,
underemployment reflects a huge supply of redundant
labour whose dimensions seriously compromise the
possibility of rapid absorption of the labour force as a
whole into activities with normal or high levels of
productivity. Continuing to view this from the supply

of key hypotheses is assembled which express the fundamental
content of the new ideas. Itisfrom such abasic content that different
formal expressions are developed -different formal theories
structured with academic rigour- in whose construction the original
content is reshaped and refined.

4 Using these concepts, sections 2a, 2b and 2c below refer briefly
to the content of Prebisch’s basic concept. Section 2d, for its part,
refers to various works by Prebisch himself in which this content
was progressively formalized. These works are mentioned in order
to “manifest” the decisive importance of his contribution to Latin
American structuralism. There is no intention, of course, of
belittling the great contribution made to this approach by ecLAc
and various authors associated with it.

5 The underemployed, employed and openly unemployed make up
the economically active population (EAP). It should be noted that
the first of these three categories is defined solely and strictly on
the basis of the physical productivity of labour, so that although it
may come close, the notion of underemployment does not coincide
with “informality” or “marginality”. This differentiation does not
mean denying that they all seek to take account of phenomena
related with social exclusion in peripheral economies such as those
of Latin America.
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side, thisredundancy is also seen to be associated with
demographic variables, that is to say, the increase
observed in the growth rates of the population as a
whole and the active popul ation of peripheral countries
when their mortality rates go down, while their birth
rates take longer to decline. From the point of view of
demand, it may be noted that the labour-saving nature
of thetechnical progressoriginating inthe main centres
and the relatively small rates of accumulation and
growth that can be reached on the periphery also make
it more difficult for underemployment to be converted
into employment there.®

Underemployment persists in the stage in which
the development of the periphery comes to be led by
expansion of theindustrial sector. Although it persists,
however, there are significant changes in its
composition in this stage. The attraction exerted by the
cities, or the straightforward expulsion of labour from
backward agricultural activities, mean that in urban
areas the percentage of the labour force which is
underemployed (employed in low-productivity
occupations) is higher than nationwide
underemployment, while in rural areas it is
correspondingly lower. In other words, over time
structural underemployment shifts from rural to urban
areas, while nevertheless remaining a key expression
of heterogeneity.’

6 The persistence of structural underemployment is referred to in
Prebisch, 1973a, pp. 69-70.

7 For an early overall reference to the problems of the periphery
connected with the agricultural sector, see Prebisch, 1973b,
pp. 47-51 (the first version appeared in 1951). This document
contains the following telling assertions: “Thisis a very important
aspect of the problem of the spread of technical progressin Latin
America, but has not yet been given all the attention it deserves. It
is possible that, because of the shortage of capital to absorb the
surplus labour force caused by agricultural mechanization, the
saving of labour may have led ..... to poor employment in rural
areas or big concentrations of city-dwellers .....". “Not much can
be done to raise the standard of living of the masses tilling the soil
(especially the poor soil of traditional agriculture) unless the
redundant rural population due to technical progress is eliminated
and that part of it which is not needed for working the new land
opened up for cultivation is reabsorbed into activities with
satisfactory levels of productivity”. It may be inferred from such
assertions that the process of structural change that makes up
development is linked with the transformation of the peripheral
economies from rural to urban and from agricultural to industrial.
The employment problems of those economies are likewise seen
to be linked with such changes. By way of example, it may be
noted that in Brazil in 1960, underemployment affected nearly 50%
of the working population and about three-quarters of it still
corresponded to agricultural underemployment.

b) Production specialization

The specialization of the production structure of the
periphery was originally connected with the long period
inwhichitsgrowth depended on the export of foodstuffs
and raw materials. L ater, when industry spontaneously
became the main source of growth, the initial primary
export specialization conditioned the new pattern of
development. This specialization at the starting point
(in extreme cases, the aimost exclusive production of
primary exports and almost complete absence of exports
of manufactures) means that industrialization
progresses from simpleto more complex levels. In other
words, acountry begins by producing simple consumer
goods and only gradually progresses to the production
of more technologically complex goods: consumer
durables, intermediate goods, and certain capital goods.

Precisely because countries begin with simple
goods and then gradually embark on the production of
other goods located “further back” in the production
chain, the pattern of industrial development peculiar to
the peripheral countries means that the specialized
nature of their production structure is maintained,
becauseinview of theinitial specialization of the export
sector in primary commaodities and the need to progress
from simple to more complex levels typical of that
pattern, the degrees of intersectoral complementation
and vertical integration of production achieved by the
periphery are only small or incipient.

The foregoing basic argument is clarified and
complemented if we take into account Prebisch’s
assumptions on technical progress, which he perceived
as a variable exogenous to the economy. He also
accepted that such progress is more rapid in industry
than in primary production, and also more rapid in
industrial activities situated “further back” in the
production chain, especially in the production of capital
goods, inwhichit isembodied. This acceptance means
that the industrialization of the periphery repeatedly
has to progress from simple to more complex levels,
since it is obliged to embark on activities in branches
wheretechnical progressisslower. Thismeans, inturn,
that the specialization of the periphery persists, while
its possibilities of achieving greater intersectoral
complementation and vertical integration of production
are repeatedly limited.®

In addition to the low level of initial development
of industry, the new specialization aspect just mentioned

8 With regard to these views on technical progress, see Prebisch,
1962, pp. 1 and 4.
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has some other noteworthy connotations. On the one
hand, there is repeated difficulty in exporting
manufactures and thus achieving successive increases
in the value of total exports.® On the other, there tends
to be ever-increasing growth of imports, because of the
low level of complementarity of domestic production
and/or the demand for imports of goodslocated “ further
back” in the production chain, because of the low level
of vertical integration. These implications of
specialization, regarding the behaviour of exports and
imports, lie of course at the root of the persistent
tendency of the peripheral countries to register trade
deficits, which are repeatedly observed during the
process of spontaneousindustrialization. Thistendency
is also responsible for the fact that external saving
—i.e., the inflow of foreign capital— can only make a
limited and supplementary contribution to the
development of the periphery.1°

c) Unegual development

The unequal (bipolar) nature of development in the
centre-periphery system is related primary with the
special structural features described in previous
sections. These features mean that the production
structures of the peripheral economieskeep on changing
over time, especially during the stage in which the
expansion of industry spontaneously acts as their
leading source of growth.!* As pointed out in the

9 The difficulty in achieving such increases is also connected with
the decline in primary commodity prices that would result from a
major increasein their volume, because of thelow income-elasticity
of the demand for them in the main centres.

10 A growth pattern (the most simple in analytical terms) in which
no effort is made to export manufactures would mean that
industrialization would have to progress with a gradual decline in
the export coefficient and the degree of openness to the exterior. It
can be demonstrated that reduction of the share of foreign ownership
in the total assets of the periphery (defined as the percentage ratio
between the total value of that property and the value of the external
debt regarding that total) isalogical requisite for continued growth,
in the growth pattern in question. Such a requisite must also be
satisfied in anal ytically more complex cases where both coefficients
increase, where it is a case of peripheral economies structurally
conditioned by external constraints. In the final analysis, the
argument is based on the accentuation of that restriction because
of the effects produced in the long term on the balance of payments
current account by the remuneration of foreign capital. With regard
to thisargument, which istaking on renewed importance nowadays,
See ECLAC, 1953, pp. 52-54.

11 The documents by Prebisch and ecLAc maintain that problems
of employment and those caused by the tendency towards external
imbalances are connected with the patterns of change in the
structures of production and employment due to the “spontaneous

previous observations, however, even after they have
been changed these structures continue to be
heterogeneous and specialized. Those characteristics
and their persistence are in marked contrast with those
of thegreat industrial centres: the latter also go through
ongoing changes and become more complex, but they
maintain or even further increase their already
comparatively high degrees of homogeneity and
diversification.

Development in the centre-periphery systemisalso
unequal in a second respect: average income (per
employed person and/or per capita) tends to differ
considerably between itstwo poles. Thereason for this
difference is the disparity between the growth rates of
the productivity of labour, whichishigher in the centres
because technical progress is faster in them. Another
factor which operatesin the samedirection in peripheral
economiesisthe persistence of heterogeneity in them:
that isto say, the existence of great masses of workers
employed in very low-productivity activities, which
adversely affect average productivity. A further factor
which causes average incomes to be lower is the
deterioration in the terms of trade,*? for the decline in
the relative prices of the peripheral countries exports
means that in the sectors producing those goods the
workers' income increases less than the productivity
of labour. The opposite is the case, however, in the
export sectors of the central economies.

Itiseasy to seethat the differencesinincomesand
the inequalities of the production structures arerelated
with each other. The differences in incomes, like the
unequal performance of labour productivity levels and
the deterioration in the underlying terms of trade, mean
that the peripheral economiesareweak intermsof their
capacity to achieve and maintain high rates of
accumulation. It will likewise be readily understood
that thisweakness makesit harder for those economies
to overcome their structural backwardness or, more
precisely, adversely affects their possibilities of
gradually reducing their prevailing heterogeneity and
specialization. Inturn, the persistence of such structural
conditions means that there will also be atendency for
the inequality of average incomes to persist between
the two poles of the system.

industrialization” which gained pace in various Latin American
economiesasaresult of the Great Depression and the Second World
War. In contrast is the “planned industrialization” approach which
forms the essential basis for a development policy capable of
ensuring that the changes in those structures follow a proper path.
12 This question isreferred to briefly again in the following section.
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d) Formalizing theinitial content

In order to gain afuller perception of the significance
and importance of Prebisch’s basic concept, we should
also associate it with another of his contributions and
briefly consider its different formal expressions.
Thefirst documentsin which this concept was put
forward contain thefirst two formal expressions of the
theory of deterioration of the terms of trade. An
“accounts version” (using only ratios of definition)
describes it accurately and brings out its hidden
significance: that is to say, its influence on the
differentiation of average incomes between the centre
and the periphery.’3 A second formal expression, known
as the “cycles version”, was designed to explain the
phenomenon of such deterioration on the basis of cyclic
movementsin the central economies and theway those
cycles spread from those economies to the periphery.4
In the first half of the 1950s, various equally precise
formal expressions were developed of another two
theories, one designed to explain the tendency towards
an over-abundance of labour, and the other the tendency
towards an external imbalance.'® In 1959 athird formal

13 The significance of the deterioration in the terms of trade and its
perception asalong-term trend typical of centre-periphery relations
was already recognized in the study Postwar Price Relation between
Underdevel oped and Industrialized Countries, prepared in February
1949 under the direction of Professor Hans Singer.

14 Everything seems to indicate that the terms centre and periphery
were used for the first time in 1946. The following assertions by
Prebisch illustrate the meaning then given to them: “Why do | call
the United States the cyclic centre? Because that country, because
of its size and economic characteristics, is the starting point of the
impulses resulting in the expansion and contraction of world
economic activity, and especially that of the Latin American
periphery. | believe that the cyclic movement is universal, that there
is only a single movement which spreads from country to country
....... but with markedly different characteristics, depending on
whether it is a question of the cyclic centre or the periphery”
(Prebisch, 1946, pp. 25-26). Later on, the centre and the periphery
came to be conceived in the light of the nature of their production
structures and to be related not so much with cyclic movements as
with the long-term development of those structures, within the
system that they formed. The “cycles version” of the theory of
deterioration corresponds to one of these concepts, while the
“industrialization version” mentioned below corresponds to the
other.

15 Both of these were already outlined in the initial documents
mentioned earlier but were expressed more precisely in other
documents during this half of the decade. Of these, special mention
may be made of two documents: Problemas tedricos y practicos
del crecimiento econémico (Prebisch, 1973b; first version: 1951),
and La cooperacion internacional en la politica de desarrollo
latinoamericano (Prebisch, 1973c; first version: 1954).

version of the theory of deterioration of the terms of
trade was published, seeking to explain this as the
natural result of the industrialization process or, more
exactly, the forms and characteristics of spontaneous
industrialization in peripheral economies.’®

Thus, in the course of the 1950s suitable formal
expressions were being made of those key aspects of
the initial content needed in order to make the
interpretation of the long-term development of those
economies intelligible and coherent. In other words,
what may be termed a “theory of underdevelopment”
was worked out, made up of the combination of the
basic content and of the various theories which
replicate, in abstract form, the phenomena of external
imbalance, deterioration of the terms of trade, and
structural underemployment.

The merefact that this set of theories comply with
the logical requirements usually demanded in
conventional economics entitlesthem to be considered
as forming a “theory of underdevelopment”. It should
also be bornein mind, however, that they were prepared
in close connection with economic policy analyses
which werealso carried out with precision, so that they
too complied with the same requisites of logic and
internal coherence.

Only brief reference needs to be made to the
economic policy proposals. The first field which may
be mentioned is that of resource allocation, for which
criteriaaimed at optimizing the accumulation effort are
established, both with regard to the form of distribution
between production for the domestic market and
production for export and with regard to the impact of
that effort on agriculture and the possible effects of
agricultural modernization on employment problems.
The second field concerns “international cooperation”
and covers such key issues as protection, Latin
American integration and external finance. Policy bases
are established for al of these which are compatible
both with each other and with the resource allocation
criteria, with the aim of achieving a pattern of
reinsertion in the international economy which is
compatible with sustainable growth and is also
efficient.” Thethird field revolves around theidée-force

16 The “industrialization version” forms part of the article by
Prebisch (1959) entitled Commercial policy in the under-devel oped
countries. The basic arguments of this theory are set out in
Rodriguez, 1980, pp. 108-122.

17 The resource allocation criteria and international cooperation
policiesarereferred to respectively in the two documents mentioned
in footnote 15 above. Both these documents maintain that “planned
industrialization” is the essential path for the development of the
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of planning, as reflected in the development of
instruments designed to help the State to design and
implement long-term devel opment policies capable of
attaining the objectives of continuity and efficiency.'®

The above-mentioned theory of underdevel opment,
or, if preferred, the existence of a systematic appraisal
of the characteristics and tendencies of “peripheral
status’ in economic matters, serves as an explicit or
implicit point of reference for many of the Latin
American approachesto devel opment. Thisiswhy they
display common featureswhich differentiate them from
the theories in this respect that come within the
framework of conventional economics.’® This special
quality clearly imbuestheworksinwhich Prebisch tries
to make an interpretation of Latin American
development which transcends a purely economic
approach: that isto say, along-term interpretation which
is both economic and socio-political .2

peripheral economies, and seek to outline ways of following that
path without setbacks. It should be borne in mind that neither these
nor other documents advocate industrialization at all costs or
excessive and unlimited closure of the peripheral economies to the
exterior: positions which have often been insistently attributed to
ECLAC. On the contrary, these documents emphasize the need to
expand different types of activities only for reasons of relative
economic gain and to keep them exposed to the stimulus of external
competition through moderate and decreasing levels of protection.
Temporary financia support, together with what Prebisch called
“asymmetrical protection” —i.e., morerapid reduction of protection
in the centres than on the periphery—, are elements of international
cooperation which will lead to a scheme of international division
of labour that will gradually extend to the industrial sector. This
new scheme of production and trade, which is seen to be beneficial
for both poles of the system, may betermed “joint industrialization”.
18 |nthisfield, an early work by ecLAc (1953) bore thetitle Estudio
preliminar sobre la técnica de programacion del desarrollo
econémico. Planning naturally means that the State must actively
participate in the process of industrialization and development,
leading it forward in a deliberate and determined manner. This
position must not be identified with over-intervention, however, as
the documents of that institution fully recognize the importance of
the market and advocate different degrees and types of intervention,
according to each particular case.

19 The book Cincuenta afios de pensamiento de la cepaL: textos
seleccionados (EcLAc, 1998) covers a broad range of such
approaches, and the foreword by Ricardo Bielschowsky contains a
useful summary of them.

20 These efforts were mainly reflected in three of his books: Hacia
una dindmica del desarrollo latinoamericano (Prebisch, 1963),
Transformacion y desarrollo: la gran tarea de América Latina
(Prebisch, 1970), and Capitalismo periférico. Crisis y
transformacion (Prebisch, 1981). They also contain various other
undoubtedly important contributions by Prebisch to Latin American
structuralism which will not be dealt with in this essay, which is
limited to the subjects enumerated in the Introduction.

3. The continuing validity of structuralism

Everything indicates that the technological revolution
which is under way and the accompanying process of
globalization are responsible for the efforts to
reformul ate the theory of technical progresswhich have
been made in the last fifteen or twenty years. The new
approaches depart from neoclassical usage (and that of
Prebisch himself), which sees such progress as
exogenous and embodied in capital goods. These new
approaches now consider technical progress as
accumulative and as endogenous to enterprises and
economic systems.?!

Itisconsidered that the revolution in question —or,
if preferred, the installation and rapid spread of a new
techno-economic model—2 is also accompanied by a
difference between the capability of the great centres
to generate and incorporate technology and the
corresponding capability of the peripheral countries.
At the beginning of aperiod in which technical progress
is taking on renewed dynamism, the peripheral pole
lags behind or is at a disadvantage. It is held that this
lag at the starting point means that this pole will have
less capability to make successive technological
advances in the future. In other words, it is accepted
that theinitial disadvantage—sinceit involvesasmaller
accumulation of scientific and technical knowledge and
research and development experience— tends to bring
about its own reproduction: i.e., it tends to persist over
time. There is yet another factor, however: the size of
the enterprises and economies of the centres—so much
greater than those of the periphery— represents another
decisive element that further increases the latter’'s
disadvantage in coping with the speed of technological
change, together with their smaller capacity to cover
the costs and risks that such change involves.

These arethe basic reasonswhy it isrecognizedin
the specialized literature® that the new model brings
with it differentiation of the rates of technical progress

21 For different versions of the new “endogenism”, see Burguefio
and Pittaluga, 1994. The same subject is dealt with at length in
Malerba and Orsenigo, 2000.

22 Wwith regard to the concept of techno-economic model, see
Freeman and Pérez, 1988.

23 various authors (such as Verspagen, 1993) refer to the role of
technological disparity in competitiveness and, hence, its influence
on the performance of countries which are lagging behind. A
number of recent analyses on the impact of the technological
revolution on the development of such countries are summarized
and compared with ecLAc approaches from different periods in
Hounie and others, 1999.
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between the centre and the periphery or, to put it in a
nutshell, “technological disparity” between them.

As we shall see in the following sections, this
disparity has important connotations for the analysis
of employment and external sector problems, and such
analysis, for its part, backs up the views on the need
for certain basic requisites for the viability and
efficiency of the development of the periphery.

a) Employment problems

Consideration of the employment problems of atypical
economy over a very long period of time backs up
certain hypotheses on the subsequent evol ution of such
problems when this is left to the play of the market
forces*

Thefirst hypothesis concerns open unemployment.
It is generally recognized that it is tending to increase
in both the centres and the periphery and that thistrend
is connected with the saving of labour due to rapid
technological progress. It is also recognized in many
cases, however, that this tendency is more marked in
the periphery, and especially in the Latin American
economies. It is noted in this respect that in these
economies the new model began to be applied within a
context of extremely rapid external openness, in
economieswhich already registered unfavourablelevels
of productivity and competitiveness, thus endangering
the survival of various industrial and other production
activities.

This phenomenon, however, which was noticeable
in the 1990s, is considered to be less important than
the long-term effects of the new model and the
accompanying technological disparity. In view of this
disparity and the external openness which continuesto
be maintained, it may be expected that while many
activities producing goods and services will be viable
in the peripheral economies, many others will be out
of their reach. Thus, the slow and difficult process of
trying to catch up on technol ogies which are constantly
being renewed will tend to be reflected in problems of
high and persistent open unemployment, even if

24 The case studied is that of Brazil, for which structural
underemployment was estimated at various points during the period
from 1960 to 1996. It may be noted that in this case
underemployment displays similar trends in all six of the different
forms of calculation used for its estimation. One of these estimates
is summarized and commented upon in Rodriguez, 1998. For
reasons of brevity, no detailed reference will be made here to the
quantitative information on which the hypotheses described in the
following paragraphs are based.

relatively high rates of Gbp growth are recovered and/
or maintained.

The second hypothesis concerns the already
existing underemployment or, more exactly, the
difficulties now being faced in trying to absorb this
labour. In the past, under the model known as
“Fordism”, rapid growth was accompanied by
negligiblelevelsof open unemployment, and therewere
clear tendencies towards a fall in structural
unemployment, that is to say, the absorption of the
labour forcein questionin high-productivity activities.?
Under the new model, however, this possibility is
limited, if not completely prevented, by the presence
and persistence of openly unemployed workers who
compete with the existing body of underemployed
workersfor jobswhich arerelatively scarce because of
the technological disparity.

The third hypothesis concerns the possible
incidence of the new model on the expansion of urban
underemployment. The information on the previous
model reveals that, under it, slow growth gave way to
an outright increase in that form of underemployment,
in both relative and absolute terms. This increase may
be considered to be the result of successful survival
strategiesin which the material wherewithal for survival
is obtained through jobs which are of low productivity
but are neverthel ess capable of averting the still greater
problem of open unemployment and thus preventing
its excessive expansion.

Recent experience, however, reveals that the high
levels of open unemployment have been accompanied
by a reduction in urban underemployment in both
relative and absolute terms. Although the available
information is scanty, it thus gives groundsfor thinking
that the introduction of the new model does not only
cause difficulties in terms of open unemployment but
also gives rise to obstacles to the expansion of
underemployment, thus preventing the success of the
underlying survival strategies.?

25|t should be noted that the absorption of underemployed labour
does not merely mean the hiring of labour in high-productivity
activities, on a wage-earning basis. Its definition is broader:
absorption is considered to mean raising the productivity of labour
from the low levels typical of underemployment to higher levels
corresponding to true employment. In this sense, employment is
considered to comprise various forms of labour relations and/or
“occupational status” (employer, own-account worker, unpaid
family worker) and not just those involving wage labour.

26 A good illustration of this is the very widespread reorganization
of the sale of consumer staples. This is nhow carried out by big
oligopolistic firms which not only compete advantageously with
small shopkeepers but may well also be affecting the
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All in all, the foregoing considerations reflect a
sort of impasse. On the one hand, the rate of growth
alone no longer holds out hope of agradual albeit slow
solution of employment problems, through the creation
of jobs of high or moderate productivity. On the other
hand, nor do there seem to be any possibilities of
relieving these problems through the lesser evil of
underemployment. Thus, in the new model, the
problems referred to earlier would appear to be at the
root of lasting situations of social exclusion whose
persistence may lead to the emergence and repetition
of extremely critical conflicts.

b) The external bottleneck

“Technological disparity” is associated with a trend
towardstrade deficitswhich seemsto betaking asimilar
form —similar in more than one sense— to that which
existed in the stage of industrial expansion carried out
inthe context of theold“Fordist” model. The arguments
regarding this trend are also similar to those used by
Prebisch and ECLAC, as briefly described earlier, and
may be viewed as arenewed version of thelatter which
seek to take into account the change in the techno-
economic model and the technological disparity this
has caused.

As aready noted, technological disparity means
that while certain activities and branches will be
accessible to the periphery, access to others will
repeatedly beinhibited by the faster technical progress
of the centres. Likewise because of the different rates
of technical progress, there will be difficulties in
expanding the periphery’s exports away from activities
where that rate is comparatively low and hence
increasing their global value. Furthermore, in conditions
of strong and/or growing external openness, this same
technological lag will make it difficult to undertake or
maintain the domestic production of tradeable goods
where the peripheral countries do not possess levels of
productivity and competitiveness close to those of the
centres, so that they will have to resort to repeated
significant increases in imports of goods whose
domestic production is not viable.?”

underemployment reflected in the activities of sidewalk vendors
or its expansion.

27 1n early analyses on this subject (for example, Prebisch, 1973b,
pp. 33-34 (first version: 1951)), the typical tendency of the
periphery to register external imbalances was explained on the basis
of the disparity between the income-elasticities of their export and
import demands. A similar argument may now be put forward on
thebasisof “Thirlwall’sLaw” (see McCombieand Thirlwall, 1994),

The tendency towards a trade imbalance has a
further connotation applicable to the periphery
considered in abstraction or to the periphery asawhole
and/or large underdeveloped economies: the
impossibility of export-led growth based on the outright
liberalization of those countries markets. Wewill return
to the importance of this further implication later.

The foregoing comments are connected with this
trend, whichisassociated with the disparity of technical
progress: thisdisparity adversely affectsthe possibility
of increasing exports, while it also causes an increase
in imports of goods whose domestic production is not
feasible because of their technological complexity.

Underlying theforegoing argument isanother more
abstract argument of a structural nature. It is argued
that in order to achieve sustained expansion of the
production of goods and services it is necessary to
comply with certain “laws of proportionality” between
the activities, branches and sectorsresponsiblefor such
production, or, if preferred, between the growth rates
of the different components of global output. Itisaso
argued that as production operates as a whole, these
laws must also be complied with in respect of export
production, production for the domestic market, and
the production of the imports coming from the other
pole of the system (i.e., these laws must be reflected in
compatible patterns of insertion in theworld economy).
Thus, the explanation of the external imbalance rests
on an analytical referent indicating the changes in the
production structure required by its own expansion and
increased complexity.?® Later on in this essay we will

which may be summed up through the expression y = ew/1 where
€ is the income-elasticity of exports; 1t that of imports; y is the
growth rate of the periphery, and wisthe growth rate of the centres.
The rate of technical progress tends to be higher in the latter, and
thistendency underliesthe disparity of elasticities (11 > ¢ and limits
the growth of the periphery (y < «). As noted below, overcoming
this limitation requires deliberate development policies designed
to raise the periphery’s domestic and external competitiveness so
as to increase the elasticity of its exports (€) and reduce that of its
imports (7).

28 This perception of development as a dynamic involving and
requiring certain patterns of change in the production structure
represents a key substrate (and at the same time a synthesis) of
Prebisch’s basic ideas. The presence of this perception in his work
is clear from the following statements: “Economic development
and the recent events are not only considered in themselves, in
their episodic significance, but also as a sequence of dynamic
phenomena, as living manifestations of a complex which is
constantly growing and diversifying”. “Economic growth is not
just a question of increasing what already exists. It is a process of
intense structural changes ...” (El trimestre econémico, 1953, p. 46).
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return to Prebisch’sviewson theinability of the market
to bring on these structural changes.

¢) Conditionsfor viability and efficiency

It will be gathered from the previous section that, in
order to achieve such continuity, or even to achieve high
and steady growth of the product, it is necessary to
impede the action of the external constraint deriving
from the disparity of technical progress, by designing
and implementing deliberate policies in the fields of
technology and production. In essence, these policies
should aim to achieve, in successive activities, thelevels
of productivity and competitiveness required in order
to expand exports and avoid non-essential imports, so
as to be able to make other imports of greater
technological content that are made necessary by the
disparity itself.

This deliberate guidance of external trade is
considered to be a condition for the viability of
development, since its aim is precisely to prevent its
blockage by impeding the emergence of an external
bottleneck. Such guidance is also perceived as a
condition for efficiency, however, sinceit assumesthat
the process of catching up on new techniques will be
carried out in aplanned and orderly manner, beginning
with those where it is easiest to attain the levels of
productivity of the great centres and subsequently going
on to those of increasing complexity, so asto reduce to
a minimum the differences in productivity of the
activities undertaken.?

The external constraints in the field of trade also
give rise to conditionalities in the area of financial
relations, the main one of these being the need to adapt
the flow of external resources to the country’s needs,
bearing in mind that those constraintsimpose limitson
the possibilities for remunerating those resources. In

29 A formal long-term growth model which takes account of the
intensity of technical progress and the income-elasticities of export
and import demand may be found in Cimoli, 1988. It shows that
speeding up technical progress on the periphery would enable it to
diversify its efficient activities, thus transforming its production
structure and avoiding an external bottleneck. It should be noted
that such a transformation does not mean that the domestic and
external markets should be associated with “protected” and
“competitive” activities, respectively, but should instead represent
two areas expressing the technological capabilities that the
periphery is gradually acquiring. It may also be deduced from the
model that such acquisition of capabilities favours the growth of
the system as a whole and hence benefits both its poles (like the
“joint industrialization” advocated by Prebisch and referred to in
footnote 17 above).

other words, financing the devel opment of the periphery
cannot be based to a discretional or unlimited extent
onforeign direct investment and external indebtedness.
Thismeansthat ultimately significant level s of domestic
saving are needed to ensure viable growth, although
thisalso depends, inthefinal analysis, on the degree of
technological disparity.®

The above recognition and brief analysis of the
importance of underemployment show that it isthe basis
for the tendency towards income concentration and the
enormous magnitude of rural and urban poverty:
phenomenawhich express the social exclusion typical
of the periphery. At the same time, however, it can also
be adduced that in spite of these perverse effects
underemployment neverthel ess represents an available
resource, and indeed a resource whose better use is a
requisitefor the viability and efficiency of the peripheral
countries’ development.

It was noted earlier that the existence of the external
constraints rules out any possibility of achieving high
and sustained growth rateswith the export sector acting
as a spearhead sector capable of inducing global
economic growth. Instead, in order to keep the average
growth rate at ahigh level it must include a substantial
component of increased production for the domestic
market, but this means that the domestic market must
expand accordingly, so that it can absorb that proportion
of rapidly increasing production targeted at it.

A stylized and extremely simplified view of this
expansion of the domestic market could be expressed
as an increase in employment which could gradually
absorb the increases in the economically active
population in modern activities and also a sustained
increase in the levels of productivity of the existing
underemployed workforce and the achievement of high
levels of productivity among new members of the
underemployed economically active population.

Such increases form the basis for the growth in
domestic demand needed for strong growth: i.e., they
arenecessary conditionsfor theviability of that growth.
At the same time, however, these same increases
—especially the absorption of the underemployed— are
a necessary condition for efficient development.

This is directly visible from a static perspective.
Such absorption of itself means making better use of

30 Thisimplication of the trade imbalance is similar to the concepts
contained in Prebisch’s basic ideas and the subsequent more precise
formulation of them referred to in footnote 10 above. Similar
arguments may al so be formulated on the basisof “Thirlwall’s Law”
referred to earlier.
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the available labour and gaining fuller access to the
available range of technologies. It is important,
however, to approach this matter from a dynamic
perspective. The fact isthat over timethe absorption of
underemployed labour isreflected in the generation of
potential economic surpluses which are of vital
importancefor stimulating domestic saving and capital
accumulation. Furthermore, as they are a source of
domestic saving, the surpluses generated by this
absorption of labour help to make development viable
from the standpoint of the limitations on external
finance and also from the angle of the balance of
payments restrictions ultimately due to the
technological disparity.

Alongside the arguments put forward in the
previous section, it can also be argued that there is an
analysisof astructural nature underlying the foregoing
considerations. The laws of proportionality governing
the changes in the composition of output by branches
and sectors (and even between production for the
domestic and external markets) which are needed for
the continuity of growth also call for corresponding
changes in the occupational structure of the labour
force, as well as concomitant increases in the
productivity of the latter, associated in turn with the
generation of surplusesthat makeit possibleto expand
production and the creation of demand conditions
permitting this.3* The following section goes on to
explore some aspects of such an analysis, addressing
the question of the State and its role in development.

4. The question of the State

In his last work, Prebisch repeats and emphasizes his
views on the importance of the market, but not without
drawing attention to its lack of a social (equity)
dimension and a proper time horizon.®?

31 In order to simplify the arguments still further, they were set
forth earlier as a straightforward dichotomy (between employment
and underemployment). Somewhat more complex forms of
reasoning, however, indicate that the viability and efficiency of
peripheral development do not simply depend on expanding the
former and absorbing the latter. They also call for a pattern of
changes in production which, by overcoming the external
constraints, will bring about increases in employment and
productivity in successive “technical strata’ in order to increase
the levels of the surplus and domestic saving in them and thus
keep up high rates of accumulation and growth. It may be noted
that the expression “technical strata” is taken from Prebisch’s last
work (1981), where it is used in the same way as in this essay.

32 See Prebisch, 1981, p. 257.

These views may be linked with the foregoing
considerations and serve to sum them up. On the one
hand, the lack of a social horizon is reflected in the
continuing existence of heterogeneity or, in other terms,
in the employment problems which the present
technological model makes still worse and which are
becoming a permanent element. On the other hand, the
lack of atime horizon expresses a likewise continuing
tendency towards production specialization which tends
to limit or impede economic expansion, through the
external bottleneck.

It is considered, then, that overcoming the market
shortcomings referred to by Prebisch is equivalent to
overcoming heterogeneity and specialization. As we
saw in the previous section, this means seeking certain
patterns of change in the production structure of the
periphery, leading to corresponding changes in the
periphery’sinternational linkages, aswell as similarly
corresponding changes in the employment structure,
with successive increases in labour productivity in the
different “technical strata” making up that structure.

The structuralist approach holds that the market
alone is incapable of effecting this set of changes. It
has been asserted in thisrespect that “the ECLAC theory
... (which represents it) ... may be interpreted as an
early attempt to adapt orthodox economicsto conditions
of systemic market failure’.®® Here, it is maintained
that the proposal s of Latin American structuralism are
of a different nature: they do not refer to such
imperfections, but rather to the need to fulfill certain
laws of proportionality which the market is incapable
of doing, even if itsimperfections are corrected.

Thisapproach, then, is“non-reductionist” ,3*in the
sense that it does not limit the types, functions and
behaviour of the agents in question to those involving
supposed economic rationality, connected essentially
with the guidelines given by the markets, and in this
respect it recognizes that the analysis of economic
phenomena (although it initially considered them in
abstraction) must in the long run be carried out within
abroader framework of social and political phenomena.

From this standpoint, the question of the State
becomes particularly important. It directly concernsthe
role that the State should play in running the economy
and, in more general terms, in the design and
achievement of objectiveswhich are both economic and
social. This key question of the role of the State is
closely linked with two others: the socio-political

33 These assertions may be found in Fitzgerald, 1998, p. 60.
34 See, in this respect, Vercelli, 1991 and 1994.
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relations that serve as its basis, and the geopolitical
relations within which it exists.3

Consideration of these matters, whose complexity
has been further increased by the recent globalization
process, is well beyond the scope of these notes but —
subject to thisreservation— brief reference will be made
to some points of view which seem to coincide in the
present discussions on the crisis of Latin American
development.

It is often noted that, in conjunction with the
globalization process, arenewed and stronger presence
of foreign capital and interests has been growing up in
the countries of theregion, and this presenceis observed
in more branches and sectors (especially the financial
sector), with much higher levels of concentration than
before. In view of its nature and magnitude, this
presence has been accompanied by areshaping of socio-
political relations not only between internal classesand
groups but also between them and foreign groups and
interests. For example, there has been a change in the
relative weight and connection patterns between
production and/or financial interestslinked with the big
transnational corporations and those of an essentially
local nature. Likewise, the new technological patterns
—and also the bargaining power acquired by highly
concentrated capital, even in its relations with the
weakened public agents— affect the relations between
capital and labour, reducing the capacity of the trade
unions to exert pressures and the effectiveness of the
latter.36

To put it another way, when a certain basic external
structural relationship (mentioned in footnote 35 above)
ischanged, this changes the whol e bases of the previous

35 This dual perspective evokes the more frequent concept of
dependence, which defines it as an external-internal structural
relationship. According to this concept, “the action of the social
groups, whose behaviour in effect links together the economic and
political spheres ... (concerns both the nation and) ... its links of all
types with the world political and economic system. Dependence
thus finds not only its internal expression but also its true nature as
a particular form of structural relations: a specific kind of
relationship between classes and groups which involves a situation
that structurally determines the links with the exterior” (Cardoso
and Faletto, 1969, p. 29).

361t is surprising how far the flexibilization of labour markets has
been promoted in different countries of the region, al at the same
time. Leaving aside the different features of the efforts made in
this direction, it seems clear that —albeit with differing results and
to different degrees— this has been due to the weakening of trade
union power. With differences of detail, various aspects of the
proposals for flexibilization are dealt with in World Development
Report 1995: Workersin an Integrating World (World Bank, 1995).

political power structure. This upset in the bases of
political power, however, cannot be divorced from its
surrounding geopolitical relations. The great powers
usually present their own positions astherational basis
for geopolitics. On the basis of these positions, they
promote changes in world trade regulations which are
implemented with the intermediation and support of
the main international organizations.

It is aso recognized that the implementation of
these changes is having profound repercussions on the
countries of the periphery. On the one hand, they
continue to be subject to “enormous imbalances in the
conditions prevailing in international trade”, yet little
or no progress has been made in “building a new
architecture for the global financial system”.’

Those countries are therefore subjected to loose
and diluted forms of control over foreign direct
investment and financial capital movements. The
consequent heightening of their external vulnerability
is accompanied by a reduction in the leeway open to
States, which are particularly restricted in various areas
of short-term macroeconomic policy.3®

In short, socio-political relations have been
significantly changed in line with the recent
globalization process, making the possibilitiesfor their
future modifi cation and improvement more obscure and
complex. In the view of the peripheral countries, the
resulting changes in geopolitical relations are
unfavourable for them, giving rise to anew correlation
of forces which makes it harder for them to agree on
an international negotiation strategy of their own. These
two changes are al so associated with athird change: in
contrast with the recognized need for decisive State
intervention, therole of the State has been reformulated
inlinewith positions of amore or lessminimalist nature,
with unfavourable effects for economic management
and development, as well as for the improvement of
the prevailing conditions of severe social inequality.®

The previous paragraph mentions a number of
negative aspects. In contrast, however, some possible
aternative pathsto follow may be mentioned, although
they involve serious difficulties. Nowadays, any effort

37 According to Faria and others (2000, p. 18).

38 Ffrench-Davis (1999) gives a review of these policies in recent
Latin American experience.

39 Among the approaches which redefine the role of the State in
line with the promotion of market-oriented development strategies,
mention may be made of World Development Report1997: The Sate
in a Changing World (World Bank, 1997). Evans (1996) offers a
review of recent approachesto therole of the State in development.
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to reformul ate devel opment strategies must begin with
the explicit consideration of political and geopolitical
equations: that is to say, with the search for broad and
inclusive internal agreements and, in that connection,
with the building of consensuses among countries
which will reduce their weakness and help them to
defend their positions in international negotiations.
These agreements and consensuses form the basis for

redefining guidelines on the role of the State, which,
however, should also provide for proper use of its own
relative autonomy. Thisis also important for outlining
thenew legal and institutional frameworksthat itsaction
requires, whichinturn arerelated with the consolidation
and deepening of democracy.

(Original: Spanish)
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