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that the stability of the world market economy depends ultimately
upon the quality of leadership (hegemonic or pluralistic), a solution of
the adjustment problem, and the creation of international norms that
both increase global economic stability and guarantee states an ade-
quate degree of economic autonomy. We shall return to a consideration
of these issues in Chapter Ten.

At the least, the increased moblhty of capital and the increasingly ar-
bitrary nature of comparative advantage have given rise to intensified
internattonal competition for investment. Through tax policies, the
erection of trade barriers, and even the creation of a skilled and disci-
plined labor force {e.g., Taiwan), governments attempt to attract cor-
porate investments and influence the international location of eco-

nomic activities. The multinationals of different countries compete for.

dccess to these economies, thereby giving the host states some bargain-
ing leverage regarding the terms of the investment.

The result of these developments is a complex pattern of relation-
ships among corporations, home governments, and host countries that
has increasingly politicized foreign investment both at home and
abroad. Through individual actions and in alliance with one another,
each actor attempts to enhance its own position. To the extent that one
governiment wrings concessions from corporations, it triggers counter-
pressures in other countries. As host governments attempt to transform
the terms of investment in their favor, they create concern at home over
trade imbalances, lost jobs, and “run-away” plants. Thus, groups and
states attempt to manipulate corporations for their own particularistic
interests.

Governments and corporations are having to come to terms with a
vastly altered international environment in which the location of the
world’s economic activities and the terms on which foreign direct in-
vestment take place have become of vital importance. Which countries
will possess which industries, and who will reap the benefits? Answers
will be determined partially by the interplay of market forces as cor-
porations seek out the least costly sites for their production, but these
issues will also be determined by the power and interests of the several
participants themseives as they compete for individual advantage.
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The Issue of Dependency and
Economic Development

HE FUTURE of the less developed countries is one of the most press-
Ting issues of international political economy in our era, and the res-
olution of this issue will profoundly affect the future of the planet. The
intense desire of the majority of the human race to escape its debilitat-
ing poverty and join the developed world is a determining feature of
international politics. Yet in the final decades of the twentieth century,
bitter controversy exists regarding the causes of and possible solutions
to this problem.

Poverty has always been the lot of most members of the human race.
However, what may be termed a revolution has taken place with regard
to the political and moral significance of this issue, and this change has
made the immense gap between the rich Northern half of the globe and
the largely impoverished Southern half a new and explosive issue. Some
of the reasons for this historic change are of particular importance in
accounting for the present international political significance of mass
impoverishment.

The condition of poverty is less tolerable than in the past due to the
existence of instant communications. The transistor radio and the tel-
evision sét have made people in even the most remote parts of the globe
aware of the wealth of others and of the benefits of material progress.
Whole societies now want that to which only the rich could previously
aspire. The advanced nations have taught the rest of the world that es-
cape from their lot is possible, and this has made the desire for eco-
nomic growth, modernization, and rapid industrialization the univer-
sdl ideology of political elites in all countries.

Furthermore, society no longer regards poverty as natural, the pun-
ishment of God, or one’s Karma Because people generally believe that
poverty and'its consequences are created by mankind, these conditions
have become unacceptable. The progress and demonstration effect of
the developed countries and the immense distance yet to be traveled by
most other countries only reinforce awareness, so that fewer people re-
sign themselves to being poor and accept it as their fate (Hirschman,
1981, ch. 3). The revolution of rising expectations has become a uni-

versal feature of our age, and it is almost a [aw of human behavior that
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the rise of people’s expectations outpaces the capacity of society to
meet them.

Another vital change is that the issue and the demand for equality
have been internationalized (Carr, 1945} Until the modern era, the dif-
ferences of wealth within societies were far greater than the differences
of wealth among societies. In the premodern period everywhere, a
small wealthy elite was superimposed on an impoverished mass, a sit-
uation sti!l applicable in many places. Today, however, the differences
of wealth within the developed countries are less important than the
differences of wealth among countries; the individual living in poverty
in Europe and America is far more wealthy than the overwhelming
bulk of the human race living in the Third World. In the modern world,
whether one is relatively rich or poor has become increasingly a func-
tion of the particular nationality into which one is born. As a conse-
quence, the class struggle within societies (as Marxists would describe
it) has become partially displaced, if not superceded, by the conflict
among societies over the international distribution of material wealth.

It is striking to realize that the rich nations of the eighteenth centary
comprise most of the rich ones today. In fact, the gap between Euro-
pean and other civilizations began to open in the late Middie Ages
(Jones, 1981); the Industrial Revolution. widened the distance still fur-
ther. Excluding the major Arab oil exporters, the only exception to this
generalization is Japan, whose rise to third place in the world economy
began in the laﬁﬁz}gggr_of the nineteenth century. It is historically
noteworthy that in the present age new economic powers are pressing
to join the club of industrial nations; the rise of the neMaliz-
ing countries is already having an important impact on the interna-
tional balance of economic power and the political economy, an impact

that could prove to be as significant as the emergence of Western civi-
lization as the dominant force in international €COMNOIMICS.

These changes in both fact and perception have made economic de-
velopment and underdevelopment a central issue in international polit-
ical economy. The universal concern over the distribution of wealth is
truly a novél issue in world politics; scant prior interest in the subject is
to be found in diplomatic histories. Though individual nations have al-
ways desired to improve their economies, the issues of economic devel-
opment and the skewed international distribution of wealth were not
on the agenda of international diplomacy.

In the past the dividing line berween wealth and poverty was drawn
between ehite and mass; in the late rwentieth century the line separates
nations, races, and hemispheres. It sets the poor South against the affiu-
ent North and the Third World against the First World of the market
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economies and, to a lesser extent, the Second World of the planned
cconomics, The fact that the global poverty line now matches political
b.oundanes has given the distribution of wealth an international dimen-
sion and made it a major issue of world politics.

The rancorous debate over the so-called North-South issue is cen-
tered on particularly difficult but important questions. Some believe
that th_e operation of the world market economy and the evil practices
of capitalism are the primary causes of the deplorable living conditions
for much of humanity. Others believe that the problem lies with more
Qt'nectlve economic factors or with misguided polici-ésro.f.the poor coun-
tries themselves. Decisions on whether integration in or dissociation
from the world economy is the best route to economic development are
dependent on beliefs about the causes of the situation.!

The most prominent theories explaining development are those of
economic liberalism, classical Marxism, and the underdevelopment
position. Both economic liberals and classical Marxists subscribe to the
dual economy theory of the world economy; they view the evolution of
the world economy as diffusing the process of economic growth from
?dvanced to traditional economies. The less developed economies are
lnco_l’]?orated into an expanding world economy and transformed from
tradi‘nonal to modern economies through the flow of trade, technology
apd investment. However, liberals believe this process is generally be-
nign .and harmonious; classical Marxists believe it is accompanied by
C‘Ol'lﬂ]Ct and exploitation. In contrast, the underdevelopment perspec-
tive, whether in its structuralist or dependency version, regards the op-
eration of the world economy as detrimental to the interests of the Te%sm

developed countries in both the short and long term.

THE LIBE;;AL PErRSPECTIVE ON ECONOMIC DEVELOPMENT

Accorc!ing to the liberal perspective, the world economy is a beneficial
factor in economic development; interdependence and economic link-
ages of advanced economies with less developed economies tend to fa-
vor the latter societies. Through trade, international aid, and fO[‘fr:—i_};
investment, the less developed economies acquire the ex;;ort marke%s
capital, and technology required for economic development. This vie“:
was summed up in the title of the Pearson Report, Partners in Devel-
opment (1969). Nevertheless, although the world economy can help or
hinder development through the diffusion process, this view holds that

* An excellent summary of the existi i i i
o Y ¢ existing evidence on these matrers is Ruggie (19832, pp.
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the most | ;g}pgrtant factor affecting economic development is the effi-
cient organization of the domestic economy itself.

Although there is a generally accepted liberal theory of international
trade, money, and investment, there is no comparable theory of eco-
nomic development, The principal reason for this difference is that the
body of theory regarding trade, money, and so forth assumes that a
market exists; economic theory is concerned with rational individuals
seeking to maximize welfare under market conditions. For liberal econ-
omists, however, economic development requires the removal of polit-
ical and social obstacles to the functioning and effectiveness of a mar-
ket system; they are therefore primarily concerned with ihe
determination of how this is to be accomplished. Whereas other areas
of economics tend to assume a static framework of rules and institu-
tions within which economic activity takes place, a theory of economic
development must explain behavioral and institutional change (Davis
and North, 1971). Although the study of economic development has
failed to produce a body of developmental theory accepted by the
whole fraternity of liberal economists, there is general agreement on
several points.

Liberalism maintains thar an interdependent world economy based
on free trade, specialization, and an international division of labor fa-

c1]1tates domestlc develoPment FlOWS of goods, capltal and technol-

transmit growth from the deve]oped nations to the less developed
countries. Trade can serve as an “engine of growth” as the Jess devel-
oped economy gains capital, technology, and access to world markets.*
This is a mutually beneficial relationship since the developed economies
can obtain cheaper raw materials and outlets for their capital and man-
-ufactured goods. Because the less developed economies have smaller
markets, opening trade with advanced economies is believed to benefit
them relatively more than it does the developed economies. Moreover,
since the factors of production flow to those areas where they produce
the highest rewards, a less developed economy with a surplus of labor
and a deficit of savings can obtain infusions of foreign capital that ac-
celerate growth.

This theory of economic growth believes that many factors required
for economic development are diffused from the advanced core of the
world economy to the less developed economies in the periphery. The
rate and direction of this spread effect are dependent upon a number of

* Lewis {1974, pp. 49-59) provides a good analysis of the role of experts in economic
development.
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factors: the international migration of economic factors (capital, labor,
knowledge); the volume, terms, and composition of foreign trade: and
the mechanics of the international monetary system. Although liberals
recognize that economic progress is not uniform throughout the econ-
omy (domestic or international}, they do believe that over the long term
the operation of market forces leads toward equalization of economic
levels, real wages, and factor prices among nations and regjons of the
globe (Rostow, 1980, p. 360).

To support this thesis regarding the growth-inducing effects of inter-
national trade, liberal economists contrast the amazing economic suc-
cess of the export—led“ growth strategies of the Asian NICs with the
failure of the “import substitution™ strategy of most Latin American
countries (Krueger, 1983, pp. 6-8).% Liberal economists find the basic
obstacles to economic development within the less developed countries
themselves (Bauer, 1976): the preponderance of subsistence agricul-
ture, a lack of technical education, a low propensity to save, a weak -
nancial system, and most important, inefficient government policies.
They believe that once such bottlenecks are removed and a market be-
gins to function efficiently, the economy will begin its escape from eco-
nomic backwardness.

Most liberals consider that the key to economic development is the
capacity of the economy to transform itself in response to changing
conditions; they believe that the failure of many less developed coun-
tries to adjust to changing prices and economic opportunities is rooted
in their social and political systems rather than in the operation of the
international market system {Kindleberger, 1962, pp. 109-112). As Ar-
thur Lewis has put it, any economy can develop if it has three simple
ingredients: adequate rainfall, a system of secondary education, and
sensible government. For the liberal, therefore, the question is not why
the poor are poor but, as Adam Smith phrased it in The Wealth of Na-
tions, why certain societies have overcome the obstacles to develop-
ment, have transformed themselves, and through adaptmg to changing
economic conditions have become rich. The answer piven is that these
successful societies have permltted the market to  develop ummpeded
by political interference {Lal, 1983).

Failure o develop is ascribed to domestic market imperfections, eco-
nomic inefficiencies, and social rigidities. Political corruption, a para-
sitic social and bureaucratic siructure, and the faiture to make appro-
priate investments in education, agriculture, and other prerequisites for

* Although economic growth and foreign trade have been historically associated, the
relationship between growth and trade is a complex one (Findlay, 1984).
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economic devclopment restrain these nations. lmproper public policies

interests are fostered by “burdensome. bureaucrac1es urban bias, and
economic nationalism.+ Although the advanccd economies can indeed
hinder the progress of the less developed economies by such restrictive
practices as protectionist policies against Third World exports and
could accelerate their development through foreign aid, liberals believe
that each country bears its own responsibility for achieving meaningful
change.

Accelerated capital accumulation is one vital foundation for devel-
opment; this requires an increase in the domestic rate of saving. Al-
though the advanced economies can and perhaps should assist in the
process of capital formation through loans, foreign investment, and in-
ternational assistance, the task rests with the less developed nations
themselves. An unwillingness to suppress domestic consumption and to
save is frequently considered to be the most serious retardant of eco-
nomic growth As Lewis, a sympathetic student of the LDC problems,
has argued, “no nation is so poor that it could not save ¥2 percent of
its national income if it wanted to” (Lewis, 1970, p. 236), and this
amount is sufficient to put it firmly on the path of economic develop-
ment.

Defending this position, proponents point out that the most success-
ful economies among the less developed countries are precisely those
that have put their own houses in order and that participate most ag-
gressively in the world economy. They are the so-called Gang of Four:
Hong Kong, Singapore, South Korea, and Taiwan. Although these
newly industrializing countries have received great infusions of capital
and technology from the advanced countries, they have mainly helped
themselves and have established flourishing export markets. The least
integrated economies, such as Albania and Burma, are among the most
backward. Meanwhile, in the 1980s, even Communist China has real-
ized its need for Western assistance, and Eastern Europe, along with the
Soviet Unijon itself, seeks Western capital and advanced technology.

Beyond the general agreement on the primacy of internal facrors, lib-
eral development theories differ profou%ffﬁ—r‘inag themselves on the
appropriate strategy for a less developed economy. In the first place,
they disagree on the role of and the extent to which the advanced coun-
tries can or should assist the less developed ones; some advocate mas-
sive assistance programs in order to break what is called “the vicious
cycle of LDC poverty”; other more conservative econormists regard

+ Lipton {1977) discusses the problem of urban bias as an impediment to economic de-
velopment.
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such outside efforts as wasteful or counterproductive. They also differ
among themselves about whether a series of rather definable stages ex-
ists through which a developing economy must progress, or whether
there are as many routes to development as national experiences. Some
may stress balanced growth as the proper means for breaking out of
historic poverty; others stress unbalanced growth. They vary regarding
the emphasis given to agriculture or to industrial development They
also take different posmons on the issue of efficiency versus equity in
the process of economic development and on the role of the state in
achieving one or the other, These and similar issues that lie outside the
scope of this book constitute the subject of economic development as
treated by liberal economists.

In summary, in the absence of a commonly accepted body of theo-
retical ideas, the debate among liberal economists over economic de-
velopment is focused on strategic choices and alternative routes to eco-
nomic development, that is, the determination of economic policies to
achieve an efficient market economy. They share the conviction that
the two foremost causes of international poverty are inadequate inte-
gration of the less developed countries into the world economy and ir-
rational state policies that impede the development of a well-function-
ing market. For most liberal economists, then, the poor are poor .
because they are inefficient. ‘

‘Liberal theory, however, tends to_neglect the political framework
within which economic development takes place, yet the process of
economic development cannot be divorced from political factors. The
domestic and international configurations of power and the interests of
powerful groups and states are important determinants of economic
development. The liberal theory is not necessarily wrong in neglecting
these elements and focusing exclusively on the market; rather this the-
ory is incomplete. For example, economic flexibility and the capacity
of the economy to respond to changing economic opportunities are
highly dependent upon the social and political aspects of a society.
How else can one explain the remarkable economic achievements of re-
source-poor Japan and the troubles of resource-rich Argentina? Or, to
take another issue, it is certainly correct to focus attention upon the
crucial role of increased agricultural productivity in the economic de-
velopment of Western Europe and the “lands of recent settlement”
such as North America, Argentina, and South Africa. However, the
fact that these fertile temperate lands were acquired by Europeans
through the use of military force is also important to understanding the
racial dimensions of the North-South division. In short, economic fac-
tors alone will not explain success or failure in economic development.
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As this book emphasizes, economic forces operate within a larger po-
licical context.

THE CLASS1CAL MARXIST PERSPECTIVE ON
EcoNOMIC DEVELOPMENT

Marx and Engels were first and foremost theorists of Western eco-
nomic development; the bulk of their work was devoted to the transi-
tion of European society from feudalism to capitalism to socialism and
to the elaboration of the inherent laws of capitalist development. They
also formulated what can be considered a theory of economic devel-
opment applicable to the less developed economies. Lenin and later
nineteenth-century Marxists subsequently extended these ideas when
they formulated the Marxist theory of capitalist imperialism.

Marx viewed capitalism as a world-wide dynamic and expansive
economic process; by the'middle of the nineteenth century it had spread
from its origins in Great Britain to include Western Europe. He be-
lieved that it would eventually incorporate the entire world through
imperialist expansion and would bring all societies under its mode of
commodity production. Indeed, Marx asserted that the historical mis-
sion of capitalism was to develop the forces of production throughout
the world. When this task of transformation and capitalist accumula-
tion was completed, capitalism would have fulfilled its assigned role in
history and would give way to its successors, the socialist and commu-
nist systems.

Marx’s views on the revolutionary role of capitalist or bourgeois im-
perialism in transforming traditional societies and integrating the
whole globe into an interdependent world economy are worth quoting:

The bourgeoisie, by the rapid improvement of all instruments of production,
by the immensely facilitated means of communication, draws all, even the most
barbarian, nations into civilisation. The cheap prices of its commodities are the
heavy artillery with which it batters down all Chinese walls, with which i
forces the barbarians” intensely obstinate hatred of foreigners to capitulate. It
compels all nations, on pain of extinction, to adept the bourgeois mode of pro-
duction; it compels them to introduce what it calls civilisation into their midst,
i.e., to become bourgeois themselves. In one word, it creates a world after its
own image (Marx and Engels, 1972 [1848], p. 339).

The evolution of Western civilization, according to Marx, passed
through relatively well defined stages. The ancient economies of prim-
itive commodity production, like that of ancient Greece, were followed
by the feudalism of the Middle Ages; next came the capitalist mode of
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economic production, which would then be followed by sacialism and
communism. Class conflict between the owners of the means of pro-
duction and the dispossessed provided the driving force at each stage,
and the dialectics of this class conflict moved history from one stage to
the next.

When Marx turned his attention outside the European continent to
Asia, the Middle East, and elsewhere—as he was forced to do in re-
sponse to increasing colonial clashes and political upheavals—he dis-
covered that his theory of European development did not apply. In
these immense agglomerations of humanity the precapitalist stages did
not exist; there appeared to be no stages identifiable with the ancient
and feadal modes of production. These civilizations, moreover, seemed
to be devoid of any internal mechanism of social change. There was no
class conflict that would drive them from one stage of social develop-
ment to the next. They were, Marx believed, stuck historically and un-
able to move ahead.s

To account for this anomaly, Marx introduced the concept of the
“Asiatic mode of production.” He argued that this was characterized
by {1} the unity and relative autarky of agricultural and manufacturing
production at the village level and (2} the existence at the top of society
of an autonomous and parasitic state separated from the rest of society
{Avineri, 1969, pp. 6-13). He believed that this conservative social
structure was responsible for the millennia of social and economic stag-
nation suffered by these non-Western societies. Finding no internal
forces to move these societies forward historically, Marx believed the
external force of Western imperialism was required.

Marx’s complex view of 1mpenahsm as historically progressive is
well expiessed in the following passage: *“England has to fufill a double
mission in India: one destructive, the other regenerating—the annihi-
lation of old Asiatic society, and the laying of the material foundations
of Western society in Asia” (quoted in Avineri, 1669, pp. 132-33).
Thus, unlike the neo-Marxist and dependency theorists of the 1970s
and 1980s and their denunciations of capitalistic imperialism, Marx
and Engels regarded the global extension of the market system, even
through violent means, to be a step forward for humanity. Beliéving
that the historic mission of the bourgeoisie and of imperialism was to
smash the feudalistic and Asiatic mode of production that held back the
modernization of what we would today call the Third World, Marx ar-
gued in “The Future Results of British Rule in India” (1853) that Brit-
ish imperialism was necessary for the modernization of India and that

s Avineri (1969) is an excellent collection of Marx's writings on this subject.
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the establishment of a railroad system by the British was “‘the forerun-
ner of modern industry” (quoted in ibid., p. 136).

Imperialism destabilizes the status quo through the introduction of
modern technology and creates a set of opposed classes in the colonized
areas, thereby implanting the méchanism that will move the society to:
ward economic development. Once the Astatic mode of production has
been eliminated, the forces of capitalist accumulation and industriali-
zation will be released to do their work in transforming the society and
placing it on the track of historical evolution. Although imperialism
was immoral, Marx believed it was also a progressive force, since with-
out it the fess developed economies of Asia and Africa would remain in
their state of torpor forever.

In his attack on the evils of capiralist imperialism, Lenin carried this
classical Marxist view further. He too regarded colonialism and neo-
colonialism as progressive and necessary for the eventual moderniza-
tion of less developed countries. Exporting capital, technology, and ex-
pertise to colonies and dependenc1es he argued, would develop the
colonies at the same time that it wonld retard development in the ad-
vanced capitalist states (Lenin, 1939 [1917], p. 65). As the latter ex-
ported capital and technology to their colonies, their home economies
would become rentier economies and their industrial and technological
base would stagnate, giving the less developed countries the opportu-
nity to overtake the advanced economies.

Lenin argued that the inherent contradiction of capitalism was that
it develops rather than underdevelops the world. The dominant capi-
talist economy plants the seeds of its own destruction as it diffuses tech-
nology and industry, thereby undermining its own position. 1t pro-
motes foreign competitors with lower wages that can then outcompete
the more advanced capitalist economies in world markets. Intensifica-
tion of economic competition between the declining and rising capital-
ist powers leads to economic conflicts and imperial rivalries. He be-
lieved this to be the fate of the British-centered liberal world economy
of the nineteenth_century. ‘Marxists in the Jate twentieth century argue
that as the American economy becomes increasingly pressed by rising
foreign competitors, a similar fate awaits the Unijted States—centered
liberal world economy.

In summary, orthodox Marxism from Marx to Lenin believed that
capitalism develops the world but does not do so evenly, continuously,
or without limit. Traditional Marxists, however, differ from liberals on
the relative importance of economic and/or political factors in the ev-
olution of the international economy. For liberals, the incorporation of
periphery economies into the world economy and their subsequent
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modernization is a relatively frictionless economic process. For Marx-
ists, on the other hand, this process is laden with political conflict as
nations dispute their positions in the international division of labor. In-
deed, Marxists believe this process will eventually reach its limit, ne-
cessitating a transition to socialism and communism. Lenin firmly be-
lieved thar capitalist imperialism would give the “*colored races” of the
world the tools for their emancipation and that the incorporation of
non-Western societies into the world economy through trade and in-
vestment would lead to their development.

THE UNDERDEVELOPMENT POSITION

Underdevelopment theories have proliferated in response to the fact
that, even though the former European colonies have achieved political
independence, they either have not deyeloped or have ar least remained
economically subordinate to the more advanced capitalist economies.$
Most countries in black Africa, Asia, the Middle East, and Latin Amer-
ica continue to t be economlcally and rechnologically dgp_e_ndem they
continue to export commodities and raw materials in exchange for

manufactured goods and many have been penetrated by the multma-

havein fact actually increased thgggmhguce on advanced economies for
food, capital, and modern technology. Underdevelopment theory
places the responsibility for this situation on the external world econ-
omy and not on the less developed countries themselves.

e essence of all underdevelopment theories ‘is that the interna- -

tional capiralist economy operates systematically to underdevelo lop and

distort the economies of the less deVéloped TConiomies. They maintain |

that this is an inherent feature of the fic afb;pg'attons of the world
market econ0my, “and that the nature of the system is detrimental to the
interests of the poorer countries. The rich who control the world econ-
omy are responsible for the poverty of the Third World due to what Ar-
ghiri Emmanuel (1972} has called unequal exchange. For a variety of
reasons the terms of trade between advanced and less developed coun-
tries are said to be b;aScd against the later.?

The initial efforts to account for the seeming lack of Third World
progress were associated with the research of scholars such as Ragnar
Nurkse, Gunnar Myrdal, and Hans Singer; their position became

¢ As Kuznets (1568, p. 2, note 2) points out, the concept of underdevelopment is a

highly ambiguous one and has several quite distinet meanings.
7 A strong criticism of this argument is Samuelson (1976, pp. 96-107).
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closely identified with the work of the United Nations Economic Com-
mission for Latin America (ECLA) under the leadership of Rail Pre-
bisch. Their structuralist theory of underdevelopment focused on those
features of the world economy that they alleged restricted the devel-
opment prospects of less developed economies and particularly on the
deteriorating terms of trade for LDC commodity exports. They be-
lieved that reform of the international economy and a developinent
strategy based on import_substitution would be a solution to these
problems. Therefore, the Tess geveloped economies should industrialize
rapidly and produce for themselves products formerly imported from
the more advanced economies.

Subsequently, in the late 19605 and 1970s, dependency theory dis-
placed structuralism as the foremost interpretation of Third World un-

. derdevelopment. This far more radical analysis of and solution to the

problems of the less developed countries was largely a response to the
apparent failure of the structuralists’ import-substitution strategy, the
deepening economic problems of the LDCs, and the intellectual fer-
ment caused by the Vietnam War. According to this position, the so-
lution to the problem of economic underdevelopment could be found
in socialist revolution and autonomous development rather then re-
form of the world market economy.

Structuralism

Structuralism argues that a liberal capjralist world economy tends to
preserve or actually increase mequahtles between developed and less
developed economies.® Whereas trade was indeed an engine of growth
in the nineteenth century, structuralists argue that it cannot continue to
perform this role because of the combined effects of free trade and the
economic, sociological, and demographic conditions (structures) prev-
alent among less developed cconomies in the twentieth century
(Nurkse, 1953). These conditions include the combination of overpop-
ulation and subsistence agriculture, rising expectations causing a low
propensity to save, excessive dependence on unstable commodity ex-
ports, and political domination by feudal elites. These structures trap

less developed countries in a self-perpetuating state of underdevelop-

ment equilibrium from which they cannot escape without outside as-
sistance (Myrdal, 1971).

Although liberal economists believe that {lows of trade, investment,
and technology diffuse economic development and reduce interna-
tional inequalities, srructuralists argue that the opposite is happening.

¥ A good summary of the structuralist or Prebisch thesis is Roxborough {1979, ch. 3).
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International market imperfections increase inequalities among the de-
veloped and less developed countries as the developed countries tend to
benefit disproportionately from international trade. Although the “late
developing” countries of the nincteenth century did enjoy the so-called
advantages of backwardness that enabled them to learn from the ex-
periences of the more advanced economies, twentieth-century *late late
developing” countries are said to face almost insurmountable obsta-
cles: the widening technological gap, their long experience of margin-
alization, the lack of social discipline, conservative social scructures, in-
herited popu]atlon problems, and harsh climatic and geographlc
conditions. These economies are thus caught in a vicious cycle of pov-
erty from which escape is nearly 1mp0551ble and free trade only makes
their situation worse. As Nurkse put it, “a country is poor because it is
poor”’ whereas “growth breeds growth” {Nurkse, 1953, p. 4).

Although the basic ideas of the structuralist position were developed
simultaneounsly in the 1950s by several economists and by the ECLA,
they did not gain international prominence until the 1964 publication
of the report “Towards a New Trade Policy for Development.” This
report, written by Preblsch then the newly appointed Secretary-Gen-
eral of the United Natlons Conference on Trade and Development
(UNCTAD), set forth the structuralist argument that the world econ-
omy was biased against the development efforts of the less developed
countries. The report became the focal point of the 1964 UNCTAD ses-
sion and, with the more radical critique based on dependency theory,
laid the foundations for what in the 1970s would become the demands
of the less developed countries for a New International Economic Or-
der (NIEQ).

“The structuralist argument {or what became known as the Singer-
Prebisch theory) is that the world economy is composed of a core or
center of highly industrialized countries and a large underdeveioped
periphery (Prebisch, 1959). Technical progress that leads to increasing
productivity and economic development is the driving force in this sys-
tem, but technical advance has different consequences for the indus-
tnahzed center and the nomndusmallzed periphery due to structural
features of the less developed economies and to the international divi-
sion of Jabor inherited from the past.

‘The heart of the argument is that the nature of technical advance, ¢y-
clical price movements, and differences in demand for industrial goods
and primary products cause a secular deterioration in the terms of trade
for commodity exporters, that is, detérioration of the prices “the LDCE
receive for their commodity exports_raifi\?e to the prices 6f the manu-
factured goods they import from developed countries. In the industrial
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core, technical progress is said to arise from the spontaneous opera-
tions of the economy and to diffuse throughout the whole economy so
that employment displaced by increasing efficiency can be absorbed by
investment in other expanding industrial sectors. Without large-scale
unemployment and with the pressures of powerful labor unions, there
is an increase in real wages. Further, monopolistic corporations can
maintain the price level despite productivity increases and the decreas-
ing cost of production. The fruits of technical progress and increased
production are thus retained in the core economy and are absorbed by
a sizable fraction of the society.

In @_nonmdustrlal periphery, however, technical progress is intro-
duced from tlié outside and is restricted primarily to the production of
commodities and raw materials that are exported to the core, Inflexible
structures and 1mm0b:lc factors of production make adaptat'i'on' 10
price changes 1mpos.s1.b]e. Increased productivity in the primary sector,
a shortage of capital due to a low rate of savings, and an elite consump-
tion pattern imitative of advanced countries all combine to increase the
fevel of national unemployment. With surplus labor in primary occu-
pations and the absence of strong trade unions, the real wage in the pe-
riphery economy then declines, transferring the fruits of technical ad-
vance in the periphery economy to the core economies via depressed
prices for commodity exports. '

Structuralists conclude from this analysis that the terms of trade be-
tween the industrial countries and the peripheral countries tend to de-
teriorate constantly to the advantage of the former and the disadvan-
tage of the latter. As a consequence of this secular decline, the
peripheral economies are forced to export ever- -larger quantities of
food and commodities to finance the import of manufactured goods
from the industrial countries. Structuralists have therefore been very
pessimistic that the legs"developed countries could reverse their situa-
tion through the expansion of their exports; they believe that even
though those nations might gain absolutely from international trade,
they would lose in relative terms.

Seructuralists have “ddvocated several policies to deal with these
problems. One policy is the creation of internationat organizations like
UNCTAD to promote the interests of the less developed countries, es-
pecially the exporting of manufactured goods to the developed coun-
tries, and thus to break the cycle of circular causation. Another is the
enactment of international policies and regulations, such as a commod-

ity stabilization program that would protect the export earnings of less

developed countries. The most important course of action advocated is
rapid industrialization to overcome the periphery’s declining terms of
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trade and to absorb its labor surplus. The peripheral economies should

pursue an “import-substitution strategy” throngh policies of economic
protectionism, encouragement of foreign investment in manufacturing,
and creation of common markets among the less developed economies
themselves.

Defending these solutions to underdevelopment and their “trade pes-
simism,” structuralists point out that during those periods when Latin
America was cut off from the manufactured goods of the Northern in-
dustrial countries (as in the Great Depression and the Second World
War), spurts of rapid industrialization took place. When the ties were
resumed, industrialization was set back. National planning and indus-
trialization policies, therefore, should decrease the dependence of the
less developed countries on the world market and weaken the power of
those conservative elites in the commodity and export sectors that have
opposed the expansion of industry. As industrial economies, the LDCs
would have improved terms of trade and would be on the road to eco-
nomic development.

The structuralist position that the terms of trade are biased against
the less developed countries is difficult to evaluate.? Several different
conceptions or definitions of the terms of trade are employed. Using
one structuralist definition or measurement rather than another can
lead to diametrically opposed conclusions on the changes in the terms
of trade. Regardless of the definition employed, however, the measure-
ment of such changes over time is unreliable at best, since not only
prices but also the composition of trade changes, and factors such as
the rapidly declining cost of transportation must also be taken into ac-
count. Furthermore, the concept of the terms of trade and the prices by
which they are measured cannot easily incorporate qualitative im-
provements in manufactured exports to the LDCs. Nonetheless, several
general remarks concerning their terms of trade are warranted.

The most notable feature of the terms of trade among countries is
that they fluctuate over both short and fong pe perlods There is no secular
trend over the long term, but rather cyclical fluctuations. For example,
the terms of trade for primary products decreased in the two decades
priot to 1900 and subsequently improved from 1900 to 1913 (Meier
and Baldwin, 1557, p. 265). Over shorter periods, they may vary due
to changes in commercial policy, exchange-rate variations and cyclical
phenomena. For example, during the period 1967-1984, the terms of
trade of non-oil-developing countries have fluctuated considerably. In
the early 1960s the advanced countries had favorable terms of trade;

2 Findlay (1981) is an exceltent discussion of the issue.
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these were dramatically reversed in the late 19605 and early 1970s, €s-
pecially after the OPEC revolution. The terms of trade were excellent
for commodity producers in the late 1960s and gave rise to the Club of
Rome prediction that growth would stop because the world was run-
ning out of resources.*® This extraordinary situation then dramatically
reversed itself in the mid-1970s due to the global decline in growth
rates, and commodity prices fell to perhaps their lowest point ever in
the 1980s.

The LDCs’ concern that they and their commodity exports are more
at the mercy of the vicissitudes of the international business cycle than
are the developed economies and their manufactured exports is cer-
tainly well founded. This situation is partially due to the failure of
many less developed countries to transform their economies and shift
the composition of their exports; the argument that a systemic | bias
apainst them exists, however, is unsubstantiated. Ironically, as will be
noted below, the United States has been one of the more serious victims
of the decline of commodity prices in the 1980s. ‘

Economists have of course long recognized that a country, especially
a large one, could improve its terms of trade and national welfare
through the imposition of a so-called effective tariff or an optimum tar-
iff. The manipulation of tariff schedules on different types of products
(commeodities, semiprocessed, and finished goods) or the exploitation
of a monopoly position with respect to a particular good or market ¢an
enable an economy 10 improve its terms of trade, as OPEC proved in
the 1970s. Large economies can manipulate their commercial and
other policies in order to improve their terms of trade (Hirschman,
1943, pp. 10-11}, and the less developed countries undoubtedly have
suffered from tariffs that discriminate against their exports of
semiprocessed products (Scammell, 1983, pp. 166-67). Nevertheless,
the costs of resulting constrictions on total trade and of foreign ret retal-
iation are sufficient to make their overall effects minimal and tempo-
rary {Dixit, 1983, pp. 17, 62). An optimum tariff may or may not lead
to unilateral benefits depending on the circumstances (H. Johnson,
1953-54).

To the extent thatihe less developed economies do suffer from un-
favorable terms of trade, the mostimportant causes are internal to their
own economies rather than in the structure of the world economy. Cer-
tainly the terms of trade for any economy will decline if it fails to adjust

12 The “limits to growth’ argument was actually a revival of the classical economists’
position that over the long run the terms of trade favor commodity exporters (Findlay,

1981, p. 428).
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and transform its economy by shifting out of surplus products into new
exports. Contrast, for example, the cases of India and Peru; the former
has successfully transformed large sectors of its economy, the latter has
made little effort to do so. Indeed, the success of the Asian NiCs in con-
trast to other LDCs is due primarily to their greater flexibility. The Af-
rican countries, on the other hand, have been harmed primarily be-

cause of their fallure to move away from commadity exports.

As Arthur Lewis has cogently argued, the terms of trade of many
L.DCs are unfavorable because of their failure to develop their agricul-
ture. The combination of rapid population growth {which creates an
unlimited supply of labor) and low productivity in food grains causes
export prices and real wages in the less developed countries to lag be-
hind those of the developed economies (Lewis, 1978a). In such circum-
stances, even the shift from commodity to industrial exports demanded
by the propeonents of the New International Econamic Order would do
little to improve the terms of trade and to hasten overall economic de-
velopment. Whatever other benefits might be produced by such a
change in export strategy {such as increased urban employment or
technical spinoffs), these countries would still be inefficient producers;
until their basic internal problems are solved, they will continue to ex-
change “cheap” manufactured exports for more expensive imports
from developed countries.

A solution 1o the problems of the LDCs, therefore, must be found
prlrﬁénly in domestic reforms and not through Changes in the structure
of the world economy. Although the developed countries can and
should assist the less developed, the key to economic and industrial
progress is a prior agricultural revolution, as happened in the West, in
Japan, and within the Asian NICs, especially in Taiwan and South Ko-
rea. In Lewis’s words, “the most important item on the agenda of de-
velopment is to transform the food sector, create agricultural surpluses
to feed the urban population, and thereby create the domestic basis for
indusiry and modern services. If we can make this domestic change, we
shall automatically have a new international economic order” (Lewis,
19783, p. 75).

In the opinion of at least one authority, economists will never agree
on the terms of trade issue {Condliffe, 1950, p. 201). This is partially
because the terms of trade depend upon a large number of both eco-
nomic and noneconomic factors, including the relative rates of eco-
nomic growth of developing and developed economies, changes in sup-
ply and demand, and the bargaining power and skills of buyers and
sellers. In addition, an appraisal of the issue must take still other factors
into consideration. One is that, as liberals stress, the total volume of
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trade can be more important for the welfare and development of an
economy than the terms of trade. A greater volume of exports increases
foreign exchange, expands the modern sector, transfers advanced tech-
nology, increases product variety in an economy, improves domestic
efficiency, and absorbs the surplus supply of labor that is largely re-
sponsible for the low real wage in almost every less developed econ-
omy. From this perspective, the major problem has been the high bar-
riers erecied by the advanced countries against the food and
commodity exports of the LDCs.

Furthermore, measurement of the terms of trade cannot take into ac-
count qualitative improvements in manufactured exports, at least those
improvements not registered in the prices that pr0v1de the basis for cal-
culation of the terms of trade. For example, the prices of computers
have dropped dramatically at the same time that their quality has
greatly improved. Another fact that must be recognized is that several
of the most prosperous countries in the world are agricultural export-
ers (such as Denmark, New Zealand, and Australia). The industriali-
zation of Japan was financed by the export of silk, and even the United
States is 2 major food exporter. The structuralist 1dea that the terms of
trade for commodity exporters have deteriorated over the long term
and that this is the reason for their economic plight is not supported by
the evidence. To the contrary, most less developed countries have prob-
ably benefited disproportionately through a quantitative and qualita-
tive improvement in their impotts from developed economies (Viner,
1952).

One variation of the structuralist argument has gained some support
as trade theorists have become more interested in imperfect competi-
tion based on economies of scale and on barriers to entry into the in-
dustrial sector. This position argues that “an initial discrepancy in cap-
ital-labor ratios between [North and South] ... will cumulate over
time, leading to the division of the world into a capital-rich, industrial
region and capital-poor, agricultural region™ (Krugman, 1981b, p.
149). The fortuitous head start of the indusirialized countries in amass-
ing capital (or “primitive accumulation”) and their relatively favorable
capital-labor ratio have enabled them at times to reap excessive profits
or technological rents from less developed economies {Krugman,
1979).

This formularion of the thesis, however, only begs the question. It
does not account for the labor surplus of the South or the backward-
ness of its technology. Why did the North industrialize first? All the
available evidence indicates that the industrial productivity of early
modern Europe was based on prior rapid improvements in agriculture.
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Yet Krugman’s argument contains an ominous twist for the North. The
North must continue to innovate not only to maiptain its relative po-
sition but even to maintain its real income in absolute terms {Krugman,
1979). Thus, although in the short run the advanced countries may col-
lect technologlcal rents from the South, the long-term effect of this
trading relationship, as Lenin and Hobson appreciated and as the late
twentieth century has witnessed, is the transfer to the South and its
newly industrializing countries of the industrial technology that has
given the North its competitive advantage. As this occurs, the North,
with its higher wage and cost structures, must innovate new technology
at a faster rate than its older technology is diffusing to its rising com-
petitors. In effect, the North must run faster and faster in order to
maintain both its relative and absolute positions.

Some conclusions about the structuralist thesis and related argu-

ments can be drawn. First, the concept of “the terms of trade” itself is
confused, difficult to measure, and highly indeterminant over the long
term. Second, the terms_of trade between core and peripheral econo-
mies can be of less importance than other ‘considerations such as the
overall volume of trade and the benefits of trade in modernizing the pe-
ripheral economy. Third, even if one can establish that the terms of
trade between core and peripheral countries are to the disadvantage of
the latter, the causes of this situation are to be found primarily within
the less developed economies themselves.
" Whatever the intellectual merits of the structuralist arguments, their
views and economic program had fallen into disrepute by the mid-
1960s. The dependence of most of the less developed countries on
commodity exports continued, the LDC nced for manufactured i~
ports increased and led to severe balance-of-payments problems, and
the strategy of import substitution stimulated the manufacturing mul-
tinaticnals of the advanced countries to expand into LDC markets,
raising fears of 2 new form of capitalist imperialism (Roxborough,
1979, pp. 33-35). In response to these developments, a more radical
interpretation of the plight of the Third World and a related plan of ac-
tion appeared.

Dependency l1terature“ has become growth industry, but the most
concise and frequently quoted-definition of dependence is that of the
Brazilian scholar, Theotonio Dos Santos:

11 An excellent summary of the literature on dependency theory is Palma (1978). A
mote critical appraisal is T, Smith {1981, pp. 68-84). Caporaso (1978) contains 2 range
of differing views on the subject.
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By dependence we mean a situation in which the economy of certain countries
is conditioned by the development and expansion of another economy to which
the former is subjected. The relation of interdependence berween two or more
economies, and between these and world trade, assumes the form of depend-
ence when some countries (the dominant ones) can expand and can be self-sus-
raining, while other countries (the dependent ones) can do this only as a reflec-
tion of that expansion, which can have either a L positive or a negative effect on
their immediate development (Dos Santos, 1970, p. 231).

The many varieties of dependency theory combine elements of tra-
ditional Marxism with economic nationalism. Dependency theorists
take their analysis of capitalism, particularly the Marxist theory of cap-
italist imperialism, and their concern with the domestic distribution of
wealth from Marxism. From the theorists of economic nationalism
they take their political program of state building and intense concern
over the distribution of wealth among nations. Thus, in contrast to
classical Marxism, one finds that little attention is given to the inter-
national proletariat; there are no calls fot the workers of the world to
unite and throw off their chains.

Although different dependency theorists lean in one direction or an-
other—toward Marxism or nationalism—they all share several as-
sumptions and explanations regarding the causes of and the solution to
the problems of less developed countries. This position is captured by
Andre Gunder Frank’s statement “that it is capitalism, both world and
national, which produced underdevelopment in the past and which still
generates underdevelopment in the present” (quoted in Brewer, 1980,
p. 158}, As Thomas Weisskopf has said, “the most fundamental causal
proposition {associated] with the dependency literature is that depend-

System (MWS) discussed in Chapter Three.

Liberals define underdevelopment as a condition in which most na-
tions find themselves because they have not kept up with the front-run-
ners; dependency theorists see it as a process in which the LDCs are
caught because of the inherent relationship between developed and
underdeveloped nations.* Development and underdevelopment con-
stitute a system that generates economic wealth for the few and poverty
for the many; Frank has called this “the development of underdevel-
opment” (Frank, 1969). Whereas liberals stress the dual but flexible
nature of domestic and international economies, that is, the contrast

** D, Baldwin (19 8c) is an excellent analysis of the concept of dependence and its place
in the literature of international relations.
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between the modern sectors integrated into the national and interna-
tional economies and the backward, isolated, and inefficient sectors,
dependency theorists argue that there is only one functional integrated -
whole in which the underdeveloped periphery is necessarily backward '
and underdeveloped because the periphery is systematically exploited
and prevented from developing by international capitalism and its re-:
actionary domestic allies in the Third World economies themselves.
This functional or organic relationship between the developed and
underdeveloped countries is said to have been first created by colonial-
ism. Some allege that this relation remains even after the achievement
of formal political freedom, due to the operation of economic and tech-
nological forces that concentrate wealth in the metropolitan countries
rather than diffusing it to the less developed nations. Liberals assert
that there is a time lag but that the gap between rich and poor will even-
tually disappear as Western economic methods and technology diffuse
throughout the world; the dependency position is that underdevelop-
ment is caused by the functioning of the world capitalist economy
the apparent fallure of the structurallst ana!ysns and prescnptlons De-
pendericy theorists argue that the import-substitution industrialization
strategy of the structuralists failed to produce sustained economic
growth in the less developed countries because the traditional social
and economic conditions of the LDCs remained intact; indeed the neo-
colonialist alliance of indigenous feudal elites with international capi-
talism had even been reinforced by the import-substitution strategy.
The result has been an increased maldistribution of income, domestic

demand too weak to sustain continued industrialization, and ever-
greater dependence on those multinatiopal corporations of developed
economies that took advantage of the import-substitution policies.
Less developed countries have lost control over their domestic econo-
mies as a consequence and have become more and more dependent on
international capitalism. Therefore, the: solunon must be a socialist and
nano&a;lls_t_riolnnon that would promote an equitable society and au-
tonomous nation.
The major components in dependency theory include analyses of (1)

the nature and dynamics of the capitalist world system, {2) the relation-

ship or linkage between the advanced capitalist countries and the_less
developed countries, and (3) the internal characteristics of the depend-

ent countries themselves. Although the theorists differ on specific
points, all dependency theorists hold that these components of the the-
ory explain the underdevelopment of the LD Cs and point the way to a
solution. Each aspect will be discussed below.
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One central ingredient in dependency theory is the Marxist critique
of capitaiism set forth by Lenin and others. This theory asserts that the
laws of motion of capitalism and the contradictions existing in a capi-
talist economy force capitalism to expand into the less developed pe-
riphery of the world economy. Because of underconsumption and the
falling rate of profit at home, the capital economies must dominate and
exploit the less developed countries. This leads to a hierarchical struc-
ture of domination between the industrial core and the dependent pe-
riphery of the world capitalist economy.

Dependency theory, however, differs in several important respects
from the rraditional Marxist analysis of capitalist imperialism. It sub-
stitutes economic for political means of subordination; whereas Lenin
believed that political control was the principal feature of capitalist im-
perialism, dependency theory replaces formal political colonialism
with economic neocolonialism and informal control. Dependency the-
orists also reject the classical Marxist view that 1mpenallsm develops

the ““colonized” economy to the point at which it can cast off its bonds;
they assert that even if development does take place, an economy can-
not escape its shackles as long as it is dependent. Furthermore, they
consider the multmatlol_'l_al corporation, especially in manufacturing
and services, to be the principal instrument of capitalist domination
and exploitation in the late twentieth century. The great corporations
are said to have replaced haut finance and the colonial governments
that dominated the less developed countries in Lenin’s analysis.®
Advocates of dependency theory differ in their definitions of the pre-
cise mechanism that has brought about underdevelopment. The gen-
eral positions regardmg the relationship of the advanced capitalist to
less developed economies can be placed into three categ_nes the ex-

ploitation theory, the doctrine of “imperial neglect and the concépt

of dependent development Although they each work quite differently,
all are alleged to have a detrimental effect on the less developed coun-
tries.

because it has been systematlcally exploited {Amin, 197 1976) “The under-
developirient of the Third World is functionally related to the develop-
ment of the core, and the modern world system has permitted the ad-

's Lenin was aware of what neo-Marxists today call “dependency’ velations and noted
in Imperialism {1939 [1517], p. 85) the dependence of Argentina on Great Britain. He
apparently did not believe, however, that this type of economic relationship was very im-
porrant in contrast to formal political annexation. In addition, Lenin’s classically Marx-
ist view that capitalist imperialism develops the colony was amended in 1928 at the Sixth
Congress of the Communist International in favor of the contemporary dependence the-
ory formulation {(Mandle, 1980, p. 736).

284

L Er——

DEPENDENCY AND ECONOMIC DEVELOPMENT

vanced core to drain the periphery of its economic surplus, transferring
wealth from the less developed to the developed capitalist economy
through the mechanisms of trade and investment. Consequently, de-
pendence does not merely hold back the full development of the Third
World; dependency actually immiserizes the less developed economies
and makes them even less successful than they would have been if they
had been allowed to develop independently.

The 1mpenal neglect’’ position takes a decidedly different view re-
gardmg he effect 6F the world economy on the less developed econo-
mies (Brown, 1970). It argues that the problem of the less developed
economies and most certainly of the least dt deveiOped ones is_that the
forces of capitalist imperialsm have deliberately bypassed them. The
expansion of wotld capitalism through trade, investment, and Euro-
pean migration has created an international division of labor that fa-
vored some lands and neglected others to their detriment. Capitalist

the snmulus of mternat:on al trade and infrastructure investments {port

facilities, railroads, and urban centers) in a privileged set of less devel-
oped countries, most notably the “lands of recent settlement.” Else-

where capitalism’s penetration and impact were insufAcient to destroy
archaic modes of production and thereby open the way to economic
progress. The lament of those bypassed is “why didn’t they colonize
us?” Even in the mid-1980s, the investments of multinational corpo-

rations bring industry to some countries while completely neglecting

the great majority. Thus, the world capitalist economy is ulumately re-

sponsible for underdevelopment because the patrerns of trade and in-
vestment it fosters have had a differential 1mpact on the penphery
cent 1nterpretat|6n of dépendency theory (Evans 1979). Acknowledg-
ing the rather spectacular economic success of several less developed
economies such as Brazil, South Korea, and Taiwan, this position holds
that dependency relations under certain conditions can lead to rapid
economic growth. It argues, bowever, that this type of growth is not
true aevelopment because it does not lead to national lndependence
Proponents of this view believe such growth actually has very detri-
mental effects on the economy of the less developed country.

Continued economic dependency is a limiting condition on eco-
nomic development and is alleged to have the following evil conse-
quences:

(1) Overdependence upon raw_materials exports with fluctuating
prices, which causes domestic €Conomic mstabﬂnty,
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(2} A maldistribution of national income, which creates in the elite in-
appropriate tastes for fore:gn 1uxurg_g_3ds and neglects the true
needs of the masses, thus continuing social inequalities and rein-
forcing domination by external capitalism;

(3) Manufacturing investments by MNCs and dependent industriali-
zation, which have the effect of creating a branch-plant economy
with high production costs, destroying local entrepreneurship and
technological innovation, and bleeding the country as profits are re-
patriated;

(4) Foreign firms that gain control of key industrial sectors and crowd
out local firms in capital markets;

{5) Introduction of inappropriate technology, Le., capital-intensive
rather than labor-intensive;

(6) An international division of labor created between the high tech-
nology of the core and the low technology of the periphery/

{7} Prevention of autonomous or self-sustaining development based on
domestic technology and indigenous entrepreneurship;

(8) Distortion of the local labor market because the MINCs pay higher
wages than domestic employers and therefore cause waste and in-
creased unemployment;

(9) Finally, reliance on foreign capital, which generally encourages au-
thoritarian-type governments that cooperate with and give foreign
corporations the political stability they demand.

)
Dependency theorists argue that for all these reasons dependent or as-
sociated development cannot lead to true development.

All dependency theorists maintain that underdevelopment is due pri-
marily to external forces of the world capitalist system and is not due
to the policies of the LDCs themselves. Both LDC underdevelopment
and capitalist development are the product of the expansion of inter-
national capitalism. This historical situation has not fundamentally
changed; the international balance of economic and political power
continues to be distorted in favor of the developed capitalist econo-
mies. Although the dependent less developed economy may advance in
absolute terms, it will always be backward in relative ferms.

The third major component of dEpendency theory is a quasi-Marxist
analysis of the dependent economy; it is this aspect of dependency the-
ory that best distinguishes it from what its adherents regard as the re-
formist, bourgeois position of the structuralists. Specifically, cL;;_end-
ency theory asserts that the dependent country is fastened to the world
economy by a transnanonal class linkage. An alliance of convenience
and common interest exists between the centers of international capi-
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talism and the clientele class that wields power in the dependent econ-
omy. This parasitic or feudal-capitalist alliance is composed of agrarian
interests, the military, and the indigenous Managers of the multma-
tional corporations, who have a vested interest in maintaining the link-
age with international capitalism and in preventing the developmcnt of
an mdependent and powerful 1ndustrlal economy through soc1al and
s1sts the loss of its pnv1leges and is kept in power by the forces of world
capitalism and also that the strategy of import substitution supported
by the structuralists merely increases the foreign hold over the econ-
omy.

The crux of the attack by dependency writers on established bour-
geois elites in the Third World is their assertion that the cooperation of
these elites with international capitalism and the integration of the so-

'c1ety into the world economy thwarts the economic development, so-

cial welfare, and political independence of the society. These national
bourgeois elites are accused of pursuing the interests of their own class
rather than being true nationalists and defenders of the society against
international capitalism.

The solution to underdevelopment advocated by dependency theo-
rists is destruction of the linkage between international capitalism and
the domestic economy through the political triumph of a revolutionary

natlonal leadershl that will overthrow the clientele clite and rep_lace it

dedicate itself to the industrialization of the economy, the prompt erad-

ication of feudal pHElTeges, and the achievement of social and eco-
nomic equity. Through the replacement of capiralism by socialism and
the course of self-reliant development, the new elite would create a just
and strong state,

The conceptions of development and underdevelopment held by de-
pendency theorists are as much political and social concepts as they are
economic; these theorists desire not merely the economic growth of the
economy, but also ihe transformation and development of the society
in a particular social and political direction. Their objective is to create
an independent, equitable, and industrialized nation-state. This goal,
they believe, requires a transformation of the social and political sys-
tem.

Although the major themes of dependency theory have remained un-
changed, some writers have introduced subtle but important modifi-
cations. Acknowledging the obvious development of a number of

tlon of “underdevelopment” to an explanation of * ‘dependent devel-
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opment.” With the obvious success of the NICs and their strategy of
export-led growth, a perceptible movement can be observed back to-
ward the original Marxist notion that integration in the world capital-
ist economy, despite its attendant evils, is a force for economic devel-
opment.

Despite these changes in emphasis, dependency theory remains an
ideology of state building in a highly interdependent world economy.
Although it adopts a Marxist mode of analysis and socialist ideals, de-
pendency theory has absorbed powerful elements of the statist tradi-
tions of eighteenth-century mercantilism and nineteenth-century eco-
nomic nationalism. The theory maintains that an LDC, through a
strategy of autonomous or self-reliant development, can become an in-
dependent nation-state,

A Crttrque of Dependency Theory y

The crux of the dependency argument is that the world market or cap-
italist international economy operates systematically to thwart the de-
velopment of the Third World. Therefore, evidence that individual
countries have been exploited is not sufficient to support the theory. Al-
though it is undeniable that, in particular cases, an alliance of foreign
capitalists and domestic elites has contributed to an economy’s under-
development, for example, the Philippines of Ferdinand Marcos, the
charge of a systematic and functional relationship between capitalism
and underdevelopment cannot be supported.

It should be noted that a single independent variable—the function-
ing of the international economy—is being used to explain three quite
distinct types of phenomena found in the Third World: underdevelop-
ment, marginalization, and dependent development {Russett, 1983).
From a simple methodological point of view, something is wrong with
any theory in which a single independent vanable is used to explain
three mutunally exclusive outcomes. Dependency theory is replete with
ad hoc hypotheses and tautological arguments intended to account for
these very different phenomena.

The general argument that the LDCs as a group have remained
commodity exporters, have been exploited, and have been kept unde-
veloped is simply not true. Although many examples of this type of de-
pendency relationship continue to exist in the late twentieth century,
the overall argument cannot be sustained. By the late 1980s, only the
countries of south Saharan Africa and a few others remained impov-

erished commodlty exporters. Although the terms of trade for com-
modities have shown no secular tendency to decline, the business cycle

is very damaging to those less developed countries that have failed to
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transform their economies. On the other hand, with the important ex-
ception of Japan, the LDCs as a group have grown n faster in recent years
than the advanced countries (Krasner, 1985, pp. 97, 1o1). In brief, little
evidence supports the charge that the international economy operates
systematically to the disadvantage of the LDCs.

The charge of underdevelopment and dependency theorists that the
world market economy has neglected and bypassed many countries in
the Third World is correct. The process of gIobal econotnic integration
that began in the latter part of the ninetéenth céntury and has expanded
trade and investment among developed and less developed countries
has been a highly uneven one. The simple fact is that both nineteenth-
century imperialism and the operations of twentieth-century nsultina-
tional corporations have left many of the world’s traditional economies
untouched because they found too little there to be “exploited.” This
marginalization of destitute areas (the Fourth and Fifth Worlds) such
as the Sahel and other parts of Africa, however, constitutes a sin of
omission rather than one of commission. The most serious threat faced
by much of the Third World, in fact, is not dependence but the likeli-
hood of continued neglect and further marginalization, Whar has been
lacking in the postwar world, as John Ruggie (1983b) has noted, is an
adequate L}Eerl:p_ag@gl_r_eglme whose purpose is global economic de-
velopment. But this failing is not just that of the capitalist world; it is
also_a Tailing of the socialist bloc and the wealthy oil producers It
should be noted that the West has been far more generous than the so-
cialist bloc or OPEC producers.

The claim that the dependent or associated development exemplified
by the newly industrializing countries of Brazil, South Korea, and other
countries is not “true” development is, of course, largely normative
{Brewer, 1980, p. 201). However, even if one accepts the position that
the objective of development ought to o be national independence, social
welfare, and autonomous industrialization, the evidence in support of
the above contention is mixed. Many present-day developed and inde-
pendent countries previously followed the road of dependent develop-
ment. As those Marxist writers who incorporate Marx’s own views on
the subject appreciate, dependent development in a growing number of
less developed countries has begun a process of sustained industriali-
zation and economic growth {Brewer, 1980, pp. 286-94). In fact, the
success of the NICs may be partially attributable to the legacy of Jap-
anese imperialism (Cummgs, 1984, p. 8).

Bill Warren, writing in the tradition of Marx, Lenin, and other clas-
sical Marxists, has provided a clear assessment of what is taking place
among the less developed countries: “If the extension of capitalism into
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non-capitalist areas of the world created an international system of in-
equality and exploitation called imperialism, it simultaneously created
the conditions for the destruction of this system by the spread of capi-
ralist social relations and productive forces throughout the non-capi-
tahist world. Such has been our thesis, as it was the thesis of Marx,
Lenin, Luxemburg and Bukharin™ (Watren, 1973, p. 41). However, it
must be added that economic development will not occur unless the so-
ciety has put its own house in proper order. As liberals stress, economic
development will not take place unless the society has created efficient
economic institutions.

The available evidence suggests that neither integration into the
world economy nor economic isolation can guarantee economic devel-
opment. The former can lock a country into an export specialization
that harms the overall development of its economy. High export earn-
ings from a particular commodity and powerful export interests can
hinder diversification; export overdependence and fluctuating prices
create vulnerabilities that can damage an economy. On the other hand,
economic isolation can cause massive misallocations of resources and
inefficiencies that thwart the long-term growth of an economy. What is
important for economic development and escape from dependence is
the capacty of the economy to transform itself. This task is ultimately
the responsibility of its own economic and political leadership. As Nor-
man Gall (1986) has cogently shown, too many of the less developed
countries have suffered the consequences of poor leadership.

AN EvarLuaTion of LDC STRATEGIES

However elaborate and sophisticated it night appear, every theory of
poverty and of escape from it can be reduced to one or a combination
of the following formulations: {z)that the poor are poor because they
are inefficient (essentially the position of economic liberalism) and
therefore must create an cfficient economy;(2).that the poor are poor
because they are powerless or exploited (the argument of most contem-
porary Marxists and dependency theorists) and therefore must acquire
national power; or {3).that the poor are poor because they are poor,
that is, they are caught in a vicious cycle of poverty from which they
cannot escape (the view of traditional Marxists and present-day struc-
turalists) and therefore somehow this cycle must be broken.+ The de-
velopment strategy advocated for the less developed countries is largely
dependent on which interpretation one believes to be correct.

'« Nurkse (1553) appears to be the fiest to set forth this formulation.
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Evaluation of these positions is extremely difficult because the theo-
ries underlying them are imprecise and more in the pature of prescrip-
tive than scientific statements, because the time span is insufficient to
support judgment of either the success or failure of various strategies,
and because these strategies have very different objectives and defini-
tions of economic development. If taken on its own terms, each theory
and strategy must be judged by a unique set of criteria. For example,
althouglf liberals have a concern with quality of life and domestic wel-
fare, they define economic development primarily as an increase in
wealth per capita regardless of how that wealth is generated or what its
implications are for national autonomy; dependency theorists and
structuralists, on the other hand, define economic development in
terms of socialist ideals, self-sustaining industrialization, and increased
power for the nation.

Since this book focuses on the international system, it is fundamen-
tally concerned with the relevance of each theory and its strategy for the
power and independence of the newly emerging nation-states. 1 gener-
ally accept the dependency and structuralist position that the “name of
the game” is state building, as it was for Hamilton, List, and other eco-
nomic nationalists. Thus it is appropriate to ask what, on the basis of
the limited available evidence in the late twentieth century, has been the
best strategy for a less developed economy to pursue, either singularly
or in alliance with other countries, in order to become a unified and
powerful narion? '

The following discussion will analyze and evaluate the economic and
political strategies that less developed economies have in fact pursued
over the past several decades. Excluding those few countries such as
Burma or Liberia that appear to have opted out of the game of national
development altogether, these strategies range from the autonomous or
self-reliant development advocated by dependency theorists to aggres-
sive participation in the world economy chosen by the NICs. The
following discussion of each strategy will be brief, incomplete, and
tentative in the judgments rendered. After all, the historical drama of
state-creation among the less developed countries is just beginning.

Autonomous or Self-Reliant Development

Both structuralists and dependency theorists have advocated a devel-
opment strategy based on national self-reliance. For structuralists, this
has meant an emphasis on an import-substitution strategy, rapid in-

dustrialization behind high tariff walls, and a reform of international -

institutions. Dependency theories go further and argue that autono- :

mous self-reliant development requires a social transition from a feu-
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dal-capiralist society to a socialist one. Domestic equity can be
achieved, they argue, only by lessemng or actually breaking the links
with the world capitalist economies. Have these strategies worked in
actual practicé?’

Imggrt -substitution. industrialization began in Latin America and
certain other less developed countries during the Great Depression of
the 1930s and accelerated during the Second World War. As a result of
depressed prices for their commodity exports and the unavailability of
manufactured imports from the industrial countries, many less devel-
oped countries began to develop their own manufacturing industries.
Although this strategy has led to rapid industrialization, as in the case
of Brazil, in 1mportant respects its results have t been dlsappomtmg For

a number of reasons, in most countrles when govVernments encouraged

parative advantage, an inefficient and high-cost industrial structure
was created; foréign multinationals invested in them primarily to get
around trade barriers. The more successful’Asian NICs, on the “other
hand, pursued an export strategy in cooperation with American and
Japanese multinationals. In the 1980s many of those LDCs that had
chosen import-substitution began to move toward export- -fed growth
strategy because of the recognized need to earn foreign exchange and
to develop efficient industries that could compete in world markets
(Strange, 1985¢, p. 252).

The specific reasons for the failure of an import-substitution strategy
include the following: the relatively small size of national markets led
to uneconomic plants, excessive protectionalism weakened incentives
to_improve quahty_of production, and t the need to import industrial
technology and capital goods caused massive balance-of-payments and
debt problems. By the mid-1980s, it had become obvious that a strat-

egy ‘of industrialization based on import substitution was inadequate.

The alternate route of autonomous development advocated_by de-

pendency theorists via a domestic socxal transformation has been cho-
sen at one time or another by Cuba Tanzania, “and C Chma Self-styled
socialist or communist countries, they wanted to minimize their in-
volvement in what they regarded as the hostile lmperlahst world capi-
talist economy and to gain domestic social justice. This strategy has
failed to acheive the desired social and economic success (Rydenfelt,

1985). Moreover, dependency relationships are characteristic of the so-
cialist Sovier Union and its clients in the Third World such as Cuba,
Yemen, and Vxetnam . Dependency is not a unique feature of interna-
tional capltallsm (Clark and Bahry, 1983).

Although Cuba and China have achieved some degree of social wel-
fare and economic equity, it is certainly not comparable to that reached
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by countries like Taiwan or South Korea, which have been fully inte-
grated into world capitalism. The export-led growth of these latter two
economies has certainly been more egahtarlan in its effects than Brazil’s
strategy of import substitution, which appears to have increased the
maldistribution of income. Although the evidence on these matters is
inconclusive, the distribution of national income is much more a prod-

uct of historica} conditions and government policies than it is a conse-
quence of an econpmy’s position in the international capitalist order.’s

The level of economic success reached by the strategy of autonomous
development can only be described as disappointing. Cuba’s economy
has changed little since it broke with the West; its exports continue to
be mainly sugar, tobacco, and other commedities. Its economy is
highly subsidized by the Soviet Union for political reasons; in effect,
Cuba exchanged one set of dependency relations for another. Tanza-
nia’s economic performance is dismal to say the least; it lags behind its
neighbor, Kenya, which has chosen a more openly capitalist route to
development, and it is highly dependent on South Africa. One must
look to China, therefore, for an evaluation of the strategy of autono-
mous development.

Although Chma received Soviet aid in the 1950s and 1960s, under
Mao Zedong the Chinese committed themselves to a course of self-re-
liant development. They planned to modernize their econormy outside
the framework of the capitalist world economy, mobilizing the capital
from their own labors and creating their own technology. Chinese in-
dustrialization would be based on labor-intensive technology, home-
grown for a mass market. This self-reliant strategy was accelerated by
Mao with the Great Leap Forward (1958-1961). Sympathetic Western
observers praised the backyard ironworks that symbolized this massive
effort to modernize China, and enthusiasts proclaimed the wisdom and
success of “the Chinese model of economic development” and recom-
mended it to others who wished to escape the yoke of international
capitalism.

However, the Great Leap turned into a stumble for the Chinese econ-
omy. The resulting problems were accelerated by the Sino-Soviet split
and the Russian effort to sabotage the Chinese economy by removing
their technicians and eliminating all aid to China. Then came the Cul-
tural Revolution, which caused further damage to the economy and to
the scientific-technical foundations of the country. For years China

15 The research conducted under the direction of Henry Bienen at the Research Pro-
gram on Economic Development of the Woodrow Wilson School of Princeton University
and rhe studies of Aral Kohli et at. (1984) and Hla Myint (1985) at the World Bank find
that domestic marker forces and economic policies are of most importance in determin-
ing the distribution of national income.
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slipped backward as it tore itself apart. The leadership that emerped
after the death of Mao, finding itself alienated from both East and

West, realized that China could not achieve its objectives alone and re-

quired Western assistance. In the words of Deng Xiaoping, “no coun-
try can now develop by closing its door. . . . Isolation landed China in
poverty, backwardness and ignorance” (quoted in The New York
Times, January 2, 1985, p. A1). Marx would no doubt strongly agree.

At this writing it is too soon to know what the effects of China’s reen-
try into the world economy will be. China has opened to Western in-
vestment, but that investment, transfer of modern technology, and en-
leﬁéé—rﬁgnr of trading activities are in an early stage. Nevertheless, in the
mid-1980s, it is clear that the strategy of autonomous development ad-
vocated by the more extreme of the dependency theorists holds little
promise for the less developed economies. Iif China, with its advantages
of a strong state, abundant resources, and a relatively large internal
market for an LDC, could not be self-reliant, what hope is there for
Tanzania? Even the Soviet Union, it should be remembered, had a
strong industrial base prior to the Revolution, and infusions of Western
technology continued under the New Economic Policy of the 1920s. As
the Yugoslav writer, Milovan Djilas, once said to me, no communist
society has or can fully develop without the assistance of capitalist
economies. More generally, all development is in varying degrees de-
pendent development; no society can develop without at least acquir-
ing the productive technology of the more advanced economies.

Economic Regfonalism

A second strategy that has been employed by developing economies as
well as others is economic regionalism, wherein a group of countries in
a geographically restricted area tries through economic cooperation
and alliance to improve its overall position relative to more advanced
economies. Cooperation may take several forms; the following are the
Imost important:

{1) Formation of a free trade area or customs union to increase the scale
of the internal market and sunultaneously protect domestic produc-
ers against outside competitors;

(2) Enactinent of investment codes and agreements to strengthen the
bargammg position of the members vis-a-vis developed economies,
especially their MNCs; and

(5), Development of regional industrial policies to rationalize and con-
centrate local fragmented companies into regional champions (pub-
lic or private)} in such fields as textiles, steel, and motor vehicles.
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As the strategy of import-substitution flagged, UNCTAD, led by Pre-
bisch, began to push for a regional approach to the problem of the less
developed countries. Arguments were made that these nations should
form regional monopolies in important industrial sectors, create a re-
gional division of labor based on specialization, and formulate rules to
guide relationships with_outside multinational corporations to over-
come the problem of small national markets and to improve their bar-
gaining position with the large multinational corporations,

These efforts at regional cooperation have produced mixed results.
Attempts have taken place in both East and West Africa, in the Canb-
bean, Southeast Asia, Central America, and the Andean region. Al-
though limited ob]ectwes have been achieved in monetary affairs or in
Jabor migration, more ambitious efforts to create a unified common
market have invariably been torn apart by regional conflicts and eco-
nomic rivalries. Intraregional competition for foreign investment and
trade has frequently undermined the common front against multina-
tional corporations. Attempts to rationalize and concentrate industries
in order to create a regional division of labor have been countered by
the desire of each country to have the regional champion be one of its
commitment to regional cooperation have led to its destruction as each
nation has tried to advance its own national interests.

In fact, to date there have been only two relatively successful exam-

les of economic regionalism: the European Economic Community
f{EE)br Common Market and the COMECON in Eastern Europe,

both of which have resulted in a high degree of conomic integration.

Yet the unusual circomstances surrounding both endeavors and the
limited nature of their success restricts their usefulness as models for
the less developed countries. In each case, one or another of the super-
powers has played a significant role in the organization’s formation;

furthermore, security motives have been of paramount importance.
Even the EEC, moreover, has been unable to advance much beyond its
common external tariff and agricultural policy. Although the Soviet
Union has forced its Eastern bloc members to specialize in a “socialist
international division of labor,” resistance has been strong and these
economies have sought economic openings to the West. In Europe as in
the less devaloped economies, cconomic nationalism_constrains re-
glonal integration.

A second form of regionalism is embodied in the creation of special

’ tradmg relations between developed countries and pamcular group-

ings of less developed countries. The Lomé Conventioiis between the
European Economic Community and certain less developed countries

295



CHAPTER SEVEN

and President Reagan’@gbean Basiihinitiative are examples of the
type of regionalism that extegds__preﬁfgrgpﬁt@ing and other benefits
to selected countries. For example, the Lomé Conventions give sixty or

so African, Caribbean, and Pacific states privileged access to the EEC
for their commodity exports and certain types of manufactuses. Wit}'\-
out exception, however, these arrangements are interlaced with restric-
tions on both agricultural and manufactured exports from the LDCs.
In particular, they restrict exports that compete against EEC [_Jrc?du(.:ts,
thereby limiting this type of regionalism as a vehicle of industrialization
and a means of escaping the dependency relationship.

In recent years, a third type of economic regionalism has been gain-
ing strength. This is the “delinking of trade” between deve]op(_ad_ a_nd
less developed economies and the forging of trade links and a division
of labor among all the less developed countries while acting mdqpend-
ently of the more advanced economies (Lewis, 1980b). Although intra—
Third World or South-Souch trade did not grow significantly in the
1970s and in the early 1980s, it promises to be more impo'rtant‘ in the
future.'¢ For years to come, however, the developed countries will con-
tinue to constitute the engine of the world economy and will be the ma-
jor importers of all types of LDC exports (ibid.). Moreover, the delmk-
ing strategy suffers_from the general weakness of economic

regionalism, in which less developed countries seek a_‘d'ﬁﬁfag—eékftér
themselves at the expense of others and attempt to continue bex_*leﬁmal
trading and ipvestment relations with more advanced economies. In-
dividual LDCs frequently form alliances with multinationals in qn.fler
to acquire capital, technology, and access to foreign markets. B?r giving
a multinational a monopoly position in its own closed mark_et, it E'-n(?pes
to draw upon the MNC's resources and enham;e its economic position.
Despite the rhetoric of “Third World solidarity,” f?w les§ developed
countries are willing to sacrifice their perceived national interests for

the sake of others LDCs.

The Formation of Commodity Cartels

Another strategy advocated by certain states in the I}]ird World 1s em-
ulation of OPEC and the formation of commodity cattels that could
force a dramatic improvement in the terms of trade for Third World
raw material and food exports. Such cartels have been proposed in cop-
per, bauxite, and other commodities. There was much talk alon'g th_ese
lines in the wake of the initial OPEC success, and there were differing
responses in the developed countries. Some spoke of the threat from the

16 A good discussion of the delinking strategy is Stewart (1984).
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Third World, forseeing a proliferation of Southern commodity cartels
that could cause havoc for the North; others argued that “oil is the ex-
ception” and that no threat existed {Krasner, 1974). The available evi-
dence suggests that the latter position has been vindicated.

The success of OPEC in quadrupling the price of petroleum was due
to a peculiar set of favorable circumstances. Both demand and supply
factors were ripe when the third Arab-Israeli war in 1973 caused Arabs
to impose an embargo on the West and the Shah of Iran took advantage
of the situation to raise the price of petroleum exports drastically. Dur-
leurn and other commodities had increased greatly while accelerating
inflation had reduced the real price of oil. On the supply side, there was
no longer an excess capacity available that the West could tap to com-
pensate for the Arab-induced shortfall. In fact one can argue that the
energy crisis actually began earlier, when the United States began full
production from its domestic oil fields, thus losing its excess capacity
and relinquishing to the OPEC cartel effective control over the world
petrolenm market.

A cartel has a powerful tendency to undermine itself, and its main-
tenance requires the existence of a large producer with excess capacity
that can instill discipline; such a leader can strongly influence world
prices through increases or decreases in the aggregate supply. By 1973,
this pivotal position had shifted from the United States and its petro-
leum companies to the King of Saudi Arabia. Subsequently, the Saudis
dominated world energy markets for over a decade; by increasing or
decreasing their production, they maintained the cartel and influenced
the world price. They thus operated the cartel to their own national ad-
vantage and that of at least some other producers.

In the early 1980s, this Saudi influence over the cartel was under-
mined and OPEC’s fortunes were dramatically reversed. The success of
conservation measures, the entry of new non-OPEC producers, espe-
cially Mexico and Great Britain, and global recession greatly reduced
world demand for petroleum. At the same time, total production was

increased as individual producers tried to prevent a fall in their toral oil
revenues. The consequent decline in oil prices from a previous high in
the range of $35 or more a barrel t6 a low of less than $12 in the sum-
mer of 1986 caused the Saudis to increase production significantly to
force a collapse in the price and thereby to reestablish their influence
over the cartel. Although the consequences of this “price war’ were un-
decided at the time of this writing, projections suggested that the world
demand for petroleum would again overtake supply sometime in the
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early 1990s."7 If and when this occurs, Saudi Arabia will regain its
domination over the cartel and will once again strongly influence the
price of petroleum and world energy.

Although commodity cartels have had varying degrees of success in
raising or maintaining prices, there does not appear to be any other
commodity in a situation similar to that of petroleum. Substitutes for
almost all other commodities are readily available, and the world de-
mand for many commodiries has declined due to dramatic reductions
in the resource content of manufactured goods (Larson, Ross, and Wil-
liams, 1686). With the exception of a few metals, the United Stares or

one of its allies can produce the commodities. But more importantly, no
single producer like Saudi Arabia exists that can control the supply and

hence the price. Finally, although cartels may benefit certain less devel-
oped countties {as happened with petroleum), they do so only at the
expense of most other LDCs. For many reasons, cartels in scarce com-
modities do not appear to provide a promising method for improving
the lot of the less developed countries.

The Demand for a New International Economic Order .

The perceived failure of alternative strategies (import substitution, self-
reliance, and economic regionalism) and the success of OPEC led to the
launching of a new strategy at the Sixth Special Session of the United
Narions General Assembly in 1974, At that session a group of less de-
veloped countries {the Group of 77), led by several OPEC members,
adopted a Declaration and Action Programme on the Establishment of
a New International Economic Order (NIEO) that included: (1) the
right of the LDCs to form producer associations, {2);linkage of com-
modity export prices to the prices of manufactured exports from de-
veloped countries, (3) the right of LDCs to nationalize foreign enter-
prises and gain sovereignty over their natural resources, and {4) the
formulation of rules to regulate the multinational corporations. On
December 12, 1974, the General Assembly adopted these objectives in
the form of the Charter of Economic Rights and Duties of States.
Although this desire for an NIEO was profoundly influenced by rad-
ical and dependency critiques of world capitalism, it was generally in

the spirit of structuralism, believing that the goal of industrialization”

17 Robert Willtams of the Center for Energy and Environmental Studies of Princeton
University has done calculations indicating that the increasing industrialization of the
less developed countries and their rapidly growing requirements for petroleum will bring
demand into line with available supply.

# Krasner {1985) provides an excellent evaluation of the LDC demands for a New In-
terpational Economic Order.
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and economic development could be achieved within the framework of
_the world economy and that it was not necessary to overthrow the cap-
italist system. What was required were policy and institutional reforms
that would make the international economic system operate to the ad-
vantage of the less developed countries and enlarge their role in running
the system. Among the most important demands for changing the
terms on which the LDCs participated in the world économy were the
following;:

(1) Measures that would increase Third World control over their own
economies, especially in natural resources, '
(2) Agreements to maintain and increase their purchasing power and to
improve the terms of trade for their raw material exports,
{3) Enactment of a code of conduct increasing their control over the
MNCs within their own borders,
:(4) Reductions in the cost of Western technology and increases in its
availability,
(G))Igg;ggses in the flow and liberalization of foreign aid,
(6) Alleviation of the LDC debt problems, '
(7) Preferential treatment and greater access for LDC manufactured

goods in developed markets, and
{8) Greater power in decision making in the IMF, World Bank, United
Nations, and other international organizations, thus making these

institutions more responsive to LDC needs.

The essence of the initial proposal for a New International Economic
Order and also of subsequent reformulations is that the operations of
the world economy should be made subordinate to the perceived de-
velopment needs of the less developed economies {(Krasner, 1985).
Working toward this goal, various commissions and reports have ad-
vocated changes in the rules governing international trade, the mon-
etary system, and other matters. In particular, they have advocated
changes in international organizations—the United Nations, the World
Bank, and the IMF—that would give the LDCs greater influence in the
management of the world economy and its regimes.

At first there was disarray, and conflicting responses emerged among
the Western powers. Numerous international conferences were held to
consider the Third World demands. By the mid-1980s, however, al-
though the debate and controversy continued over this most concerted
and significant attempt by the less developed countries to change the
international balance of economic and political power, the NIEO chal-
lenge had been effectively defeated. The reasons for the failure to im-
plement the NIEO include the following: ~~~" "~ 7" ™~
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(1) Despite rhetorical and marginal differences in their positions,
none of the developed economies has been willing to make any
significant concessions. Resistance to the demands has been led
principally by the United States, which regards the proposals
cither as unworkable or as contrary to its commitment to a free
market economy. Although some other Western countries have
been more accommodating in spirit, they have substantially sup-
ported the American stance.

(2) Contrary to their statements and the expectations they engen-
dered, OPEC members_have been unwilling to put their power
and wealth at the service of other Third World states. For exam-
ple, they have not used their monetary resources to finance a gen-
eral commodity fund or the development efforts of more than a

few countries. Instead they have used their newly gained eco-
nomic power to support their own nationalistic interests and
have invested most of their financial surplus in Western markets.

(3) The rise in world petroleum prices had a devastating impact on
non-oil-producing countries, particularly those in the Third
World. In addition to burdening them with high import bills, it
triggered a global recession that reduced the rising world demand
for their commodity exports. Thus, the OPEC success in raising
world energy prices and causing a global recession undercut the
bargaining power of the LDCs and blunted their demands for a
New International Economic Order.

The history of the NIEO demonstrates the fundamental dilemma of
less developed countries that, in the name of natignalism, attempt to
change the operation of the world market economy and to improve
their relative position. The dilemma is that the same nationalistic spirit
frequently undermines their efforts to cooperate with one another and
to form an economic alliance against the developed countries. Al-
though the confrontation with the North and the ideological appeal of
the NIEQ provide a basis for political agreement, powerful and con-
flicting national jnrerests greatly weaken Third World unity.

Although the NIEO has failed to produce the reforms desired by its
proponents, this does not necessarily invalidate the LDC grievances or
make certain changes in the relationship between North and South less
desirable. Many of the LDC demands do have merit and could become
the basis for reforms that would improve the operation of the world
economy as a whole while benefiting both developed and less devel-
oped economies. For example, although the developed countries are
loath to accept proposals that would raise the real price of commodities
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beyond their market value, it would be in their interest to stabilize the

export earnings of the LDCs. One can envisage similar mutually bene-
Aicial arrangements in other areas such as debt relief and foreign aid,

and it is vital that the developed economies maintain open markets for
LDC manufactured exports. Under present circumstances it would be
foolish to expect, however, the enactment of sweeping reforms that
woullccli change the overall position of less developed countries in the
world.

THE PROCESS OF UNEVEN GROWTH

In reality economic development of the less developed world has taken ..

place at an amazing rate over the few decades since the Second World

War.'? The process of economic growth has rapidly spread from the
core to certain parts of the periphery of the world economy as it did in
the nineteenth century. The core’s functioning as an “‘engine of
growth,” the transfer of resources to the periphery, and the demonstra-
tion effect of success have helped development to spread throughout
the former colonial world. Although they continue to lag far behind the
developed countries, the LDC share of the gross world product is rap-
idly{i:sﬁl__g (Reynolds, 1983). e T

At the same time, it must be readily acknowledged that this process
has been a highly uncven one that does not create a basis for optimism.
The developmental effort in black Africa appears to have collapsed;
those countries have actually declined economically since ¢olonial
days. In the 1980s the rapid growth of tthautu;_ erican countries
has been arrested by the debt crisis and the slowdown of global growth.
The process of growth has been concentrated mainly in the newly in-
dustrializing countries of East Asia and in a few of the larger developing
countres.,

Three prerequisites for economic development can be identified in
Japan and the East Asian NICs. First, there must be a “‘strong” state
and economic bureaucracy that can set priorities, implement a coherent
economic policy, and carry out needed reforms. Public and private eco-
nomic managers must work together in the formulation of a “depo-
liticized” industrial policy. The economic managers have the task of
making trade, investment, and other commercial arrangements serve
the national interest; they shape the terms under which the domestic
economy interacts with the larger world economy. In addition, these

¥ Reynolds {1¢83) is a short and excellent survey of the experience of economic de-
velopment.
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societies have made substantial and continuing investments in educa-
tion and hurnan capital, They have carried out programs_of land re- _
fqrm income redistribution, and rural development; they have avoided
an “‘urban bias,” such as expé—rEx"\}E food subsidies and overvalued cur-
rencies, in thcnr policies. And, third, they have worked with and not
against the marker; government intervention has been based on the
market mechanism. Japan and the NICs have encouraged a well-func-
tioning market that spurs individual initiative and promotes economic
efficiency. They have demonstrated that the liberals are quite correct in
their emphasis on the benefits of the price mechanism in the efficient
allocation of economic resources. In brief, a strong state, investment in
human resources, and an efficient market are the hallmarks of the suc-
cessful developing economy {(Hofheinz and Calder, 1982).

What Trotsky called the “law_of combined and uneven develop-
ment” is operating in these NICs (see Knei-Paz, 1978, p. 89). In Rus-
sia’s late industrialization (as Trotsky observed in his analysis}, in Ja-
pan’s rapid climb up the technological ladder, and now in a number of
developing countries, one finds examples of activist states encouraging
the importation of foreign technology and combining that technology
with traditional social forms. These rapidly developing states have ben-
efited from the growth of international trade and the world economy
since the Second World War. The world capitalist economy has facili-
tated the rapid development of those LDCs that could take advantage
of the global opportunities for economic growth,

As Atul Kohli has pointed out, the success of the newly industrializ-
ing countries is changing the terms of the debate over global poverty.
Although structuralism and dependency theory continue to dominate
the discussion in the LDCs and elsewhere, the fact that several LDCs
are in fact growing rapidly and even surpassing the growth rates of de-
veloped countries is shifting the focus of attention to why they are de-
veloping and why other LDCs are not. Nor can the NICs any longer be
dismissed as cases of dependent development; every developed country
including the United States and Japan is an example of dependent de-
velopment and Japan remains a highly dependent country on foreign
markets and raw materials. Thus, the crucial question is becoming
what have the NICs done correctly to grow rich rather than that of why
are most LDCs still poor.

Whether or not the favorable situation {or the NICs will continue is
highly problematic. As John Ruggie has observed, “for future indus-
trializers to follow the route taken by the first tier of NICs, the absorp-
tive capaciry of world markets would have to increase by an order of
magnitude the realization of which is difficult to foresee.” But of equal
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importance, he goes on to point out, “even the sustainability by the first
tier of their own past trajectory depends critically on what the QECD
euphemistically calls ‘positive adjustment policies’

other countries to emulate their export-led growth strategy will depend
upon the global rate of economic growth, the openness of the advanced

economies, and the changing character of industrial technology. These -

environmental conditions will profoundly influence the ultimate suc-
cess of the countries themselves and the applicability of their develop-
ment strategy to other less developed countries.e

Thus, this chapter has returned to a theme that runs throughout this
book: the workings of the world market economy develops the world,
but does so, as Marx and Lenin first noted, unevenly. In the nineteenth
century this growth process spread from Great Britain to Western Eu-
rope, Japan, and the New World. In the late twentieth century the
newly industrializing countries (Taiwan, South Korea, Hong Kong,
and Singapore) and certain other countries such as Brazil, India, and
China are joining the ranks of industrial countries. Although their de-
velopmental strategies have ranged from export-led growth to import
substitution, the operation of the world economy has been in varying
degrees a positive factor in each case. However, the capacity of the state
to order its priorities and its willingness to let loose market forces have
been the most important factors in those countries that have success-
fully developed their economies.

CONCLUSION

If one defines dependence as a conditioning factor that profoundly af-
fects the development strategies of developing economies, then the fact
of dependency can hardly be denied. Every less developed economy is
certainly dependent upon fluctuating world market conditions; each
must import capital, technology, and industrial know-how. Export
markets are difficult to penetrate, given the advantages of powerful es-
tablished exporters and protected markets in the developed countries.
These aspects of dependency surely exist. A continuum exists in which
every country is more or less dependent upon others, and some are cer-
tainly more dependent than others. If, however, one employs this con-
dition of dependence as an explanation of underdevelopment, the ar-

> Cline {1982b) employs the fallacy of composition to suggest that what was a useful
strategy for the NICs might not work if a number of other LDCs resorted 1o export-led
growth. The resulting excess capacity and flood of exports would trigger protectionist
responses. In a brief rebuttal, Gustav Ranis (1985) disagreed with this assessment.
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gument loses much of its force. There is a tendency, unfortunately, to
confuse these two meanings of dependence and to assume that the fact
of dependence provides the explanation of economic underdevelop-
ment.

The less developed countries have a high degree of dependence and
continue to be vulnerable precisely because they are underdeveloped
rather than vice versa. They are the weak in a world of the strong; they
are dependent because they are underdeveloped. The lack of an effec-
tive and appropriate development strategy to overcome this situation is
most important in holding them back. Their foremost problem is not
external dependence but internal inefficiency. Those less developed
countries that have created efficient domestic economies on their own
initiative are the ones that have succeeded in achieving rapid rates of
economic growth. However, even these efforts may not succeed with-
out a growing world economy open to their exports.

There is no doubt, however, that the immense gap between the de-
veloped and the less developed economies along with global market
conditions have made it much more difficult to escape dependence in
the late twentieth century than it was for developing economies in the
nineteenth century. Nonetheless, throughout the Third World, many
societies have established the political stability, social discipline, and
efficient markets that are the prerequisites for economic development.
Modernizing elites in the public and private sectors have learned to ex-
ploit the opportunities provided by trade, foreign investment, and tech-
nology imports to attain a rapid rate of economic and industrial
growth.

The Third World no longer exists as a meaningful single entity. In its
place is a highly differentiated collection of nation-states: the econom-
ically successful Asian NICs, the potentially powerful but economically
troubled states of India, Brazil, China, Mexico, Indonesia, and others,
the destitute states of the Sahel, East Africa, and Southern Asia. Only
the rhetoric of Third World unity remains as these nations dispute with
one another in a more mercantilistic world economy and, in John Rug-
gie’s words, are being forced “‘to scramble for the best possible regional
and bilateral deals with specific industrialized countries (Bhagwati and
Ruggie, 1984, p. 42). Like any Western predatory nation, the NICs
have not hesitated to pursue policies that damage the economies of
other Third World countries. In Chapter Ten we will return to the im-
plications for the less developed countries of the transformation of the
international political economy.

The competitive nation-state system, with all its capacity for good
and for evil, is spreading in the Third World and is transforming that
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world. The concept of the Third World evolved in response to the bi-
polar Cold War; its leaders, rejecting both the Soviet and American
blocs, wished to develop themselves independently and to preserve
their unity as a third force. Subsequently, various pan-movements and
regional organizations have arisen or become stronger: *“pan-Arab”
groups, the Organization for African Unity, etc. Inspired by structur-
alism and dependency theory, they formulated autonomous and coop-
erative routes to economic development and nation building. The two
ideals of political nonalignment and Third World internationalism
were expected to characterize their new world order.

In the mid-1980s, the idea of the Third World as a homogeneous and
united bloc of less developed societies is rapidly decaying, as differen-
tiation occurs in the achievements and the policies of those countries.
In every region, particular nation-states are emerging as centers of
power: Brazil, India, Mexico, Venezuela, Nigeria, Iran, Saudi Arabia,
Indonesia, Vietnam, China, and others. They pursue foreign policies
designed to further their own particular goals, and differences in na-
tional interests and ambitions are producing conflicts and even intense
wars among these newly emergent powers.

As the modern nation-state system reproduces itself in what was
once regarded as the unified Third World, the newly developing nation-
states begin to act independently. Beliefs held by structuralists and de-
pendency theorists alike that the less developed countries conld not de-
velop within the framework of an unreformed world capitalism but
would have to cooperate to emancipate themselves are contradicted by
the facts of the late rwentieth century. Although the process of world
economic growth is highly uneven and sporadic, in a number of socie-
ties development has been remarkable. Emerging industrialized states
have become active participants in the first truly global system of inter-
national relations.

The shape and continuation of this process of diffusion will be pro-
foundly influenced by the operation of the international financial sys-
tem, whose function is to allocate resources to the growth poles of
world economy. This can not happen, however, unless there is a solu-
tion of the global debt crisis and a smooth transition can take place
from the United States to Japan as the dominant financial power. With
these considerations in mind, the next chapter turns to a discussion of
international finance.
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