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Foreword

The two crises that struck in the early years of this century —the global
economic and financial crisis (2008-2009) and the eurozone crisis (2009-
2013)— have been the worst since the Great Depression of the 1930s in terms
of their intensity, economic and social impacts and duration. These crises
and their fallout are further evidence not only of the inability of the vast
majority of public and private institutions and academics to foresee crises,
identify unsustainable imbalances and warn of risks inherent in the financial
sector, but also of the major drawbacks of a single predominant school of
thought on economics and development and the resulting macroeconomic
and financial policies.

In this context, the mainstream economic thinking that has almost
exclusively dominated both academic research and teaching in recent years
and international economic policy for more than three decades has attracted
criticism, and become a topic of intense debate among economists, academics
and policymakers —whether adherents to the mainstream or not— as to its
conceptual and empirical soundness and coherence.

In the late 1980s and early 1990s a new school of thought, termed
neostructuralism, began to take shape within ECLAC. The failure of what are
paradoxically known as structural adjustment policies and the development
experiences in Southeast Asia paved the way for the emergence of alternative
paradigms. Indeed, even in the 1980s, while the Latin American countries were
pursuing structural adjustment programmes amid economic stagnation and
the worst debt crisis in their history —a period known as the “lost decade”
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in the region—, the Asian economies achieved unprecedented growth and
gained traction in the global economy by relying on low-cost, technology-
intensive export goods. This Asian experience was both very important
and highly enlightening, as it called into question the policy precepts
of the Washington Consensus and their logical continuation, structural
adjustment programmes.

Neostructuralism arose not only as an alternative paradigm to the
neoliberal adjustment model but also as a way of going beyond the original
structuralist paradigm that inspired it. It also represented the adaptation of
structuralism to the new reality of openness and globalization. Fundamentally,
neostructuralists' and structuralists see the Latin American and Caribbean
region’s main economic problems not as the result of distortions caused by
economic policy or market imperfections, but rather as wholly endogenous
and structural issues rooted in the region’s history.

Neostructuralism has thus given rise to alternative perspectives
grounded basically in the structural changes the economy need to foster
development and inclusive economic growth, improve the position of Latin
American countries in external trade, encourage productive employment,
reduce structural heterogeneity and achieve a fairer distribution of income
with balanced finances to underpin these changes in production, backed
up by support from society and the State.

State action, within a renewed relationship between the market and
society, is at the core of the new strategy proposed by neostructuralists.
ECLAC has sought to contribute to this tradition by proposing lines of
enquiry and responses in some of its latest position papers, Time for equality:
Closing Gaps, Opening Trails (2010), Structural Change for Equality: An integrated
approach to development (2012) and Compacts for Equality: Towards a Sustainable
Future (2014).

These documents set out a vision of development in which equality is
the ethical objective, with structural change the path towards achieving it, and
politics and policymaking the instrument. They also stress the importance
of forging compacts within a renewed relationship between the State, the
market and society. Placing equality at the core means breaking with the
economic paradigm that has prevailed in the region for at least three decades,
proposing a vision of development that encompasses economic, social and
environmental dimensions and contributing to the process of drawing up
and implementing a universal and transformative 2030 development agenda.

! Luiz Carlos Bresser Pereira, Ricardo Bielschowsky, Fernando Fajnzylber, Ricardo Ffrench-Davis,

Roberto Frenkel, Jorge Katz, José Antonio Ocampo, Joseph Ramos, Octavio Rodriguez, Jaime
Ros, Osvaldo Sunkel and Lance Taylor, among others.
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Far from being a self-contained set of ideas, (neo)structuralism is an open
system that lends itself to dialogue with other schools of economic thought,
such as heterodox currents, which include a diverse set of methodologies
encompassing evolutionary and institutional economics, the regulation school,
Marxists and radicals as well as Post Keynesians. For many years, these
currents have fed into the critical analyses of economic thought and policy.

Once again, these approaches help explain the regional effects of the
economic and financial crisis that broke out in 2008, the current uncertainty in
the industrialized economies —in particular, the European Union countries—
global paradigm shifts and the need for alternative policies.

Building on these foundations, this book offers a fresh perspective
on neostructuralism and heterodox thinking at the start of the twenty-first
century. A perspective that draws on the work of some of the foremost
experts in the various currents and paves the way for a new generation of
researchers and academics to broaden research and enrich development
strategies in the region.

The book has five parts: economic thinking and the regional context at
the beginning of the twenty-first century, macroeconomics for development,
structural change and production development, the role of the State and case
studies of major economies of the region.

This publication is the outcome of an ambitious collaborative effort
by ECLAC and the International Development Research Centre (IDRC) of
Canada on the project “Ratil Prebisch and the challenges of the twenty-first
century” over the period 2012-2013. The project gave fresh impetus to the
thinking and legacy of Raul Prebisch and other historical figures of Latin
American development thought by analysing their application to the current
context of global paradigm shifts. A series of research activities were carried
out and documented on the project’s website,* a portal offering innovative
multimedia material which made full use of modern technologies to share
this knowledge with new generations. A further aim was to promote and
support academic cooperation networks in the region for both teaching
and research on major development topics in Latin America and the
Caribbean and the long-standing challenges and emerging issues in
this regard.?

See [online] prebisch.cepal.org.

Brazilian Network of Economic Development Education (REDESENV), Union of Universities of
Latin America and the Caribbean (ULAU), Association of Universities of the Montevideo Group
and Red Prebisch (Prebisch network), among others.
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ECLAC aims to provide and facilitate alternative forums for thought
and critical thinking in which Latin American academics, economists,
politicians and intellectuals can discuss the underpinnings and progress
of neostructuralism, heterodox economic currents in Latin America and the
Caribbean, and implications for the design, formulation and evaluation of
public policies.

One of our most cherished aspirations is to share theoretical and
conceptual advances in neostructuralism with new generations of economists
and political and social scientists, in the hope that they in turn will enrich
Latin American development thinking.

Alicia Barcena
Executive Secretary

Economic Commission for Latin America
and the Caribbean (ECLAC)



Introduction

Alicia Bircena and Antonio Prado®

The economic thinking that held sway over academic teaching and economic
policy for more than five decades has been severely criticized in recent years,
and is now at the centre of an intense debate among the economists who
support this school of thought, as well as between its advocates and opponents.
This intellectual discussion alternates between positions that either defend
or question the prevailing paradigm in terms of its conceptual and empirical
coherence and validity. This situation was largely brought about by onset of
the two largest, longest and most intense crises since the Great Depression:
the international economic and financial crisis (2008-2009) and the eurozone
crisis (2009-2013). The huge economic and social repercussions of these
historically unprecedented events has generated heated discussion over the
need to review or reformulate policies to respond to these challenges, taking
into account the implications that such actions will have for the prevailing
economic model. Yet the socioeconomic vulnerabilities that have resulted
from the recent crises have also allowed for rethink of policy tools considering
alternative approaches, founded on heterodox schools of economic thought
such as the evolutionary, institutional, regulatory and post-Keynesian schools,
as well as the approaches that emerged from developmentalism, essentially
structuralism and neostructuralism.

In common with most emerging economies, the Latin American and
Caribbean region has shown a degree of economic and social resilience in

! The authors are grateful to Esteban Pérez Caldentey, Miguel Torres and Romain Zivy for their

input and comments.
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dealing with the fallout from the global economic and financial crisis of
2008 and 2009. Despite posting an average overall contraction in 2009, the
region recovered quickly amid favourable external conditions and initially
returned to robust economic growth, coupled with an improvement in labour
markets and the maintenance of social spending levels. Some of the region’s
countries, particularly raw materials exporters, were even able to implement
countercyclical policies and measures, especially on the fiscal front, in order
to alleviate the external impacts of the crisis. That they had the capacity to do
so reflected a combination of factors: domestically, most countries managed
to keep public and private debt on a sound footing, recorded modest rates
of inflation in keeping with the international conditions, and —especially
in South America— reaped the rewards of the commodity supercycle,
in which high prices were largely driven by booming external demand
from Asia (especially China) and the increasing financialization of global
commodity markets. In terms of social progress, in the period 2002-2013 the
region achieved a notable reduction in poverty and, for the first time in its
recent history, inequality.

Latin America and the Caribbean now faces new challenges in its future
growth and development. Since 2011, the region as a whole has experienced a
gradual slowdown in its growth rate, albeit with the usual variances between
countries. The favourable external conditions of the 2000s may have come
to an end, chiefly owing to the fall in raw material prices and the possibility
that these will remain at lower levels, as well as softening external demand,
slower growth in visible trade since the mid-2000s, and the gradual reduction
of economic recovery measures by the United States authorities. The region’s
economies also face the risk of deterioration in the conditions of access to
financing that they currently enjoy, while investment and export levels are
too low to boost growth. Against this backdrop of more modest growth
and a slowing business cycle, the macroeconomic policy trade-offs facing
the region’s countries will be different to those of the previous period and
will focus on preventing a sharper downturn in job creation and growth.
Potential problems include external constraints, limited investment and the
consequences of maintaining a production matrix geared towards primary
goods (reprimarization) and of failing to fully leverage the proceeds of the
boom to develop more knowledge-intensive sectors. It is also legitimate to
question the sustainability of continued poverty and inequality reduction in
the absence of a stable and robust long-term economic growth path. The policy
trade-offs raised by these questions must be at the heart of the ongoing debate
over the currents of thought that may or may not prevail in the immediate
future. These economic policy issues, dilemmas and approaches will assume
even greater significance if the region’s current slowdown corresponds to
an underlying trend rather than short-term factors.
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The debate surrounding the impact of the crises, the limitations of
traditional policy responses and the current uncertainty in the world economy
partly mirrors the limitations of the dominant paradigm and the economic
policies by which it seeks to remedy the main shortcomings of free-market
economies. In the thinking of John Maynard Keynes and Ratil Prebisch, these
shortcomings can be summed up as the inability to ensure full employment
and to create decent work as a rule (rather than an exception); the tendency
to distribute income and wealth in an uneven and arbitrary manner, and
the propensity for financial fragility and instability.”

The above-mentioned scholars suggest that these shortcomings are
endogenous to the functioning of developed and developing economies alike.
To this day, they remain relevant and in need of resolution. In Latin America
and the Caribbean, they are associated with the structural dimensions that
were highlighted some time ago with the emergence, in the developing
world, of a body of thought on economic policy, termed “structuralism”.? This
school of thought identified a technology lag, external constraints, inequality,
structural heterogeneity, instability (real volatility) and the political economy
of power-dependence relations in a core-periphery arrangement as some of
the structural obstacles to the economic and social development of the region.*
Although structuralist thought is a purely Latin American creation, it did
not develop in isolation from contemporary critical currents, but rather it
absorbed, incorporated and benefited from intellectual exchange with some
of the most prominent heterodox economists of the day.

Following a period in which the primacy of the current paradigm and
the defence of the Washington Consensus —and its mantra of “stabilize,
liberalize and privatize”— relegated structuralism to a less visible position,
the tradition was recovered in the form of neostructuralism and revitalized
through adaptation to the most recent developments in the region.

Developed from the document produced by the Economic Commission
for Latin America and the Caribbean (ECLAC) entitled Changing Production

2 See ].M. Keynes, The General Theory of Employment, Interest and Money, New York, Harcourt
Brace Jovanovitch Publishers, 1936, chap. 24; R. Prebisch, Obras 1919-1949, vol. 4, Buenos
Aires, Fundacién Raul Prebisch, pp. 346-361, 301 and 303. More recently, similar opinions were
expressed in C. Furtado, En busca de un nuevo modelo: reflexiones sobre la crisis contempordnea,
Mexico City, Fondo de Cultura Econémica, 2003, and in H. Minsky, Can “It” Happen Again?,
New York, M.E. Sharpe, 1982; and Stabilizing an Unstable Economy, New Haven, Yale University
Press, 1986

*  This is almost a direct quotation from C. Furtado, Ibid. p. 30.

*  Some of these issues were the focus of the first coordinated analysis of Latin America’s
development problems. See R. Prebisch, The Economic Development of Latin America and Its
Principal Problems [online] http:/ /prebisch.cepal.org/en/works/economic-development-latin-
america-and-its-principal-problems. Although this text refers to Latin America, its analysis is
perfectly applicable to the economies of the Caribbean.
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Patterns with Social Equity (1990),° neostructuralism retains its focus on the
issues and concerns that constitute the Gordian knot of structuralism, and
explores them in greater depth. At the same time, it has expanded the focus
and framework of analysis and refined the methodological and empirical
approach, with a view to integrating regional and global changes since the
late 1980s into structuralist thought. These changes include “open trading
arrangements, international capital mobility, privatization and deregulation,
against a backdrop of closer relations with the rest of the world and greater
regional integration” (Bielschowsky, 2009; see also Sunkel and Zulueta, 1990,
and Ffrench-Davis, 1991 and 2006).6

The neostructuralist approach included the analysis of fiscal policy,
liquidity and the regulation of the balance of payments, including the capital
account (Ffrench-Davis, 2000).” Since the 2000s, neostructuralism has focused
on four broad thematic areas: macroeconomics and finance, international
trade, social development and environmental sustainability. These issues
were explored in detail in several of the institutional publications of ECLAC,
notably Globalization and development (2002) and Productive development in
open economies (2004).> More recently, the subject of equality has acquired
central importance for the economic, social and environmental dimensions of
sustainable development, as expressed in three ECLAC position papers known
as the equality trilogy (Time for Equality: Closing Gaps, Opening Trails (2010),
Structural Change for Equality: an Integrated Approach to Development (2012) and
Compacts for Equality: Towards a Sustainable Future (2014))°. Neostructuralism
as conceived by ECLAC has resulted in a programme that is “heterodox in
macroeconomics, development-oriented in terms of resource allocation and
State intervention, universalist in the social field and conservationist on the
environment” (Bielschowsky, 2009).

Fernando Fajnzylber played a key role in conceiving the document Changing Production Patterns

with Social Equity, ECLAC Books, No. 25 (LC/G.1601-P), Santiago, 1990. See also F. Fajnzylber,

“Industrialization in Latin America: from the “black box” to the “empty box”: a comparison

of contemporary industrialization patterns”, Cuadernos de la CEPAL series, No. 60 (LC/G.1534/

Rev.1-P), Santiago, 1990.

¢ R. Bielschowsky, “Sixty years of ECLAC: structuralism and neo-structuralism”, CEPAL Review,
No. 97 (LC/G.2400-P), Santiago, Economic Commission for Latin America and the Caribbean
(ECLAC), 2009; O. Sunkel and G. Zuleta, “Neo-structuralism versus neo-liberalism in the
1990s”, CEPAL Review, No. 42, Santiago, 1990, pp. 35-53; R. Ffrench-Davis, “Formacién de capital
y marco macroecondmico: bases para un enfoque neo estructuralista”, EI desarrollo desde dentro:
un enfoque neoestructuralista para America Latina, O. Sunkel (comp.), 1991, pp. 192-232; R. Ffrench
Davis, Reforming Latin America’s Economics after Market Fundamentalism, New York, Palgrave
Macmillan, 2006.

7 Reforming the Reforms in Latin America: Macroeconomics, Trade, Finance (Ffrench-Davis, 2000) was
one of the most comprehensive and detailed contributions to the inclusion of these themes in
neo-structuralist thinking.

8 LC/G.2157(SES.29/3), Santiago, 2002 and LC/G.2247(SES.30/4), Santiago, 2004.

For an analysis of the evolution, stages and hallmarks of neostructuralism, see R. Bielschowsky,

“Sixty years of CEPAL...”, op. cit.
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In keeping with the traditional structuralist approach, neostructuralism
does not regard itself as a self-contained analytical system. Moreover, it
examines the behaviour of economic and social agents and structures
and the relationships between them in a historical and evolutionary
context (they are dynamic and change over time according to context and
circumstances). It is therefore an open system of ideas' that lends itself to
the establishment of dialogues with other traditions of economic thought,
such as the heterodox current" which, like neostructuralism, recognizes
the limitations of the dominant paradigm in the present circumstances and
opposes its methodological monism.

This book is specifically intended to create spaces for dialogue and
collaboration between the neostructuralist and heterodox schools, advancing
the idea that intellectual cooperation between the two currents might
culminate in the emergence of an alternative political agenda.

The book is based on the presentations and debates that took place
during the seminar on neostructuralism and heterodox economics held by
ECLAC atits headquarters in April 2013. In the context of a slowly recovering
world economy, the seminar’s main goal was to promote academic discussion
and reflection on economic policies and development, allying the structuralist
and neostructuralist traditions with different strands of heterodox economics
to examine the challenges currently facing development in Latin America
and the Caribbean.

The 15 essays included in this volume are grouped into five parts, by
subject area:

1. Currents of thought and the regional context in the early twenty-
first century

2. Macroeconomics for development

3. Structural change and productive development
4. The role of the State

5. Case studies of the region’s major economies

Each of these parts (and the respective chapters therein) briefly describes
the latest events and analysis in relation to development in Latin America
and the Caribbean, in the new context of the post-crisis world and in keeping
with the general canons of the structuralist and neostructuralist tradition.
An in-depth reading of this work also reveals the similarities between the

10" For a definition of open systems, see V. Chick, “On open systems”, Brazilian Journal of Political
Economy, vol. 24, No 1, 2004; S.C. Dow, Economic Methodology: an Inquiry, New York, Oxford
University Press, 2002; and Lawson, Reorienting Economics, New York, Routledge, 2003.

The heterodox current includes a diverse array of approaches, including the Marxist, radical,
regulatory, post-Keynesian, institutional and evolutionary schools.
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(neo)structuralist and heterodox traditions; identifies common perspectives
and denominators, and suggests potential linkages for future joint research.

The first part comprises three chapters. Chapter I, written by Esteban
Pérez Caldentey, introduces the essential core of the book, namely the
methodological and conceptual foundations for a debate between the heterodox
currents of economic thought and (neo)structuralism. The chapter provides
an apposite framework for the different themes and perspectives that are
developed and analysed in the subsequent chapters, commencing with a
description of the context that led to the current debate surrounding the
dominant paradigm and the shortcomings that became apparent during the
economic and financial crises of the 2000s. This paradigm is then described
and its specific features and hallmarks are identified. One important aspect
of the essay is that it analyses how the advocates of the dominant paradigm
respond to the criticisms and questions that have been put to them in the
course of the debate. It is thus possible to discern, within the orthodox
current, economists who adopt a stance resistant to innovation, while others
downplay the enormous magnitude of the issues at stake, merely adding
new equations to the model before proceeding to resolve the reformulated
system. Faced with this incapacity for understanding and dialogue, the
author proposes a third feasible alternative based on enhancing the dialogue
between structuralist (and neostructuralist) and heterodox thought, seeking
spaces in which the two currents may converge. The chapter ends with a
summary of the main conclusions.

In chapter II, José Antonio Ocampo’s essay, “Latin America and world
economic turmoil”, gives a broad overview of the global context facing Latin
America in the early twenty-first century. Ocampo describes this context
as turbulent, with a world economy that has recovered from the 2007-2008
crisis that originated in the United States, but which still faces ups and
downs in Europe, a possible end to the commodity price supercycle and the
prospect of a slowdown in the emerging economies. Against this backdrop,
the author examines the scope for action and the strategy that the region’s
economies should adopt in order to maintain and accelerate a virtuous cycle
of growth and development. The chapter comprises a brief introduction
followed by four sections, the first of which describes the global situation
between 2003 and 2007, especially the combination of favourable external
factors (remittances, strong trade growth, increased prices for raw materials
exports, and external financing) that enabled a commodity-driven boom.
In the second section, Ocampo analyses changes in international trade and
the technology lag that (persistently) weakens Latin America’s production
structure. The third section deals with external financing, in global and
regional terms, and determines positive impacts and adverse side effects,
with special reference to the trend for real exchange-rate appreciation and
the consequent loss of trade competitiveness. In the final section, entitled
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“Time for a new strategy?”, the author answers that question in the affirmative
and concludes that the current weakness of trade indicates that export-led
growth strategies and the orthodox policies that underpin them have run
their course. The counterargument is highly structuralist: the production
structure must be transformed and spaces for intraregional integration
expanded, overcoming the obstacles that have long prevented and delayed
progress towards this goal.

Chapter Il1 is an essay by Luis Gonzaga Belluzzo, which was presented
at the twelfth Ratl Prebisch Lecture in April 2012. Belluzzo places the
internationalization of capitalism and the current stage of this process in
a historical perspective, in an analysis incorporating some highly eclectic
approaches and theories ranging from the principles set out by Marx and
Engels in The Communist Manifesto, to the completely opposing viewpoints of
Hayek and Friedman. The historical development of the internationalization
of capitalism, as described by Belluzzo, is also particularly applicable to Latin
American experiences and especially that of Brazil.

Part II of the book comprises three chapters on macroeconomics
and economic polices. Chapter IV is an essay by Ricardo Ffrench-Davis
entitled “Neostructuralism and macroeconomics for development”, which
seeks to position macroeconomics for development, in other words, a set
of macrofunctional policies within a strategy of growth with equity, from
a theoretical and descriptive perspective. This set of policies focuses on
the need to speed up the convergence between actual and potential GDP
and to keep macro prices (especially real exchange rates) consistent with
sustainable external balances. Ffrench-Davis also highlights the importance
of considering how these macro policies can help reduce the high level of
structural heterogeneity that typifies the economies of Latin America and
the Caribbean. Reducing structural heterogeneity should be at the heart of
macroeconomics for development, since the uneven distribution of sectoral
and territorial productivity creates large wage inequalities, which are the
primary cause of high, persistent and unacceptable levels of inequality in the
income distribution. The author offers a critical analysis of the approach that
has predominated in the region since the 1990s (inspired by the Washington
Consensus), in the light of its economic and social consequences. He then focuses
on certain aspects described as recessionary and regressive asymmetries,
three of which are examined in detail: (i) the recessionary gap and capital
formation, (ii) exchange-rate instability and productive development, and
(iii) the creation of quality jobs and instability in the real economy. Lastly,
the author presents the main conclusions.

Chapter V, by Esteban Pérez Caldentey and Daniel Titelman, also looks
at the problems facing macroeconomics for development and introduces new
considerations in relation to countercyclical policies. The authors propose that
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cycle and trend are interdependent and that consequently, countercyclical
policies (in other words, policies related to aggregate demand) are not neutral
in respect of an economy’s long-term performance. The manner in which
countercyclical policies are formulated and applied, including factors such as
the time when they are implemented and the type of instrument used, shapes
and determines the economy’s long-term growth trend. The non-neutrality
of countercyclical policies is reflected in three specific characteristics of the
business cycle in Latin America and the Caribbean: (i) expansion cycles are
shorter and less intense than in other regions; (ii) short-term fluctuations
in real and financial variables exert influence over long-term results, and
(iii) the financial system tends to amplify the fluctuations of real variables,
with recovery in the credit cycle lagging behind that of GDP. This analysis
suggests that countercyclical policies should not be limited to managing
the cycle through variations in the level of aggregate demand, but should
also focus on the composition of aggregate demand. This entails the need to
maintain the duration and intensity of expansion and to avoid using public
investment as an adjustment lever during cyclical fluctuations. It also implies
the use of macroprudential policies as a countercyclical resource in order to
manage the level and composition of aggregate demand.

Chapter VI, “Towards a Robinsonian interpretation of capital
accumulation in Latin America”, was prepared by Juan Alberto Fuentes
Knight. As the title suggests, the initial aim of the text is to identify the
scope and limitations of Joan Robinson’s theory of growth, considering
certain stylized features of long-term economic growth in Latin America.
This is an important theoretical and empirical endeavour, considering that
one of the consequences of the 2008-2009 international financial crisis was a
revalidation of Keynesian short-term macroeconomic policies, and in view
of the lack of long-term macroeconomic policies deriving from Keynesian
and neo-Keynesian approaches, such as the theories advanced by Robinson.
To fulfil the chapter’s purpose, Fuentes Knight first describes Robinson’s
theory of growth in great detail, in an analysis underpinned by a simple
mathematical model whose equations illustrate the main relationships
between the macroeconomic variables involved; he then sets out the most
significant economic implications. Next, the author describes how Joan
Robinson conceived growth dynamics according to different ages of constant
or variable growth: the golden age, the limping golden age, the leaden age,
the restrained golden age, the bastard golden age, the galloping platinum
age and the creeping platinum age. For each of these growth paths, Fuentes
Knight states the relationships between potential and expected investment,
between the GDP growth, employment, population and productivity, and
between savings, profit, consumption, wages and investment. He then
calibrates Robinson’s model using long-term data for the region’s economies,
and identifies an extensive growth path centred on the leaden age: a pattern of
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development characterized by insufficient capital accumulation, which does
not permit the generation, assimilation or adaptation of technical progress
and therefore entails the stagnation of productivity, employment and overall
economic activity. The stylized facts of the region unquestionably matched
this trajectory in the period 1980-2013, especially during the 1980s as a result
of the recession brought about by the Latin American debt crisis. While
the author recognizes exceptions in the form of subperiods characterized
by more virtuous growth paths, the important conclusion underlying the
analysis —and doubtless the greatest contribution of this chapter— is that
the persistent leaden age that characterized Latin American and Caribbean
development in the past four decades largely coincides with the diagnosis
of structuralist and neostructuralist economists, chiefly those of ECLAC, in
documents such as the “Prebisch Manifesto” and Changing Production Patterns
with Social Equity (inspired by Fernando Fajnzylber). This diagnosis has been
recently updated and developed in the “equality trilogy”.

Part III comprises chapters VII to IX and deals with the issues of
structural change and productive development. Chapter VII by Mario
Cimoli and Gabriel Porcile summarizes the structuralist, evolutionary and
Keynesian visions of the relationship between technology, structural change
and economic growth, and seeks to demonstrate the theoretical convergence
of these visions. To this end, the authors provide an overview of a static
theoretical model that summarizes patterns of productive specialization,
wages and economic growth in a centre-periphery system. The results
support the evidence and knowledge obtained previously in relation to
the region’s persistent structural gap, which is due to a lack of production
diversification, the slow spread of technological advances and the widening
of internal and external productivity gaps, with the inevitable consequences
of low productivity, slow GDP growth, wage inequality and, therefore, a
regressive income distribution.

In chapter XIII, Jorge Katz addresses the macro- and microeconomic
dimensions of natural-resource-based growth and analyses the make-up
of the development pattern followed by most of the region’s economies in
the past decade. Katz reflects on the macro- and microeconomic impacts
of refocusing the region on comparative advantages based on natural
resources, lower value added activities and the production chains involved
in resource extraction. He also attempts to determine how this pattern of
specialization affects the production structure, natural resources endowment,
and environmental and ecological sustainability.

Chapter IX by Luis Bértola focuses on the relationship between
development patterns and welfare States and explores the scope of this
relationship in Latin American economies. First, the characteristics of
economic development, in the modern sense of the term, are identified and
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then linked and applied to natural-resource-intensive economies. Next, the
author examines the interdependence between different regions, emphasizing
the importance of international heterogeneities and their implications for
development, before studying the relationship between economic growth
and welfare. The main conclusion suggests that it is not feasible to devise
welfare States independently of production structures. Bértola therefore
recommends that this symbiotic relationship be taken into consideration
when proposing the construction of a welfare State in the region.

The fourth part of the book consists in chapters X to XII. In the first
of these, entitled “Growth, employment and equality: the new role of the
State”, Robert Boyer discusses the responsibility of the State in a new global
context marked by the evident and increasingly frequent failures of market
mechanisms (which the author describes as collapses), to guarantee and
manage the three main attributes of development: growth, employment
and equality. The author begins by reviewing the way in which developed
countries reduced inequalities in a scenario of fast, stable economic growth,
as was the case in the 1950s, 1960s and 1970s. He then goes on to describe
the collapse of this “golden age of capitalism” and the transition towards
market-dominated regimes; he also gives an account of their successive
crises, covering the 1980s, 1990s, 2000s and early 2010s. In the chapter’s third
section, Boyer lays the foundations for what he calls a new paradigm in
respect of the State and economic policy. This section aims to demythologize
several of the premises of the dominant paradigm, which were generally
indisputable before the crisis of 2007 and 2008. The author suggests that
the belief in the efficiency and self-regulation of the financial markets has
been a failure, which in turn demands and legitimizes State intervention in
the economic sphere. He then questions the neutrality of monetary policy,
while highlighting the role of fiscal policy as a valuable instrument for
boosting effective demand during recessions. Similarly, the author reviews
and questions certain other aspects of the paradigm, such as competition
policy and bailouts for productive and financial sectors, the adverse impacts
of exchange-rate volatility and the fallacy (i.e. failure) of the trickle-down
effect of economic growth. The analysis then centres on the relationship
between welfare and growth, and presents considerations in respect of the
role of globalization. The chapter concludes with a summary.

In chapter XI, René Herndndez examines the transformation of the
State and proposes some of the models available to Latin America. The text
outlines the main concepts in the debate concerning the nexus between
the State and economic development, and presents some of the literature
produced by ECLAC in this field. The author also sheds light on the main
development models that have been advanced in the region, and analyses
the validity of Prebisch’s ideas and their contribution to the current regional
debate. Some comments and reflections are set out at the end of the essay.
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Chapter XII was written by Sonia Montafio and examines the links
between the State, heterodoxy and the contributions of feminist thought
to the theory and praxis of development. The author ultimately seeks to
demonstrate the extent to which feminist thinking enriches the quality of
politics and economics, and addresses three themes in this regard: critical
thought in questioning certain dogmas regarding the State and the market;
criticism of the assumptions underlying public policies, and the implications
of heterodox thinking for the role of the State.

Part V is formed of three chapters and looks at the region’s largest
economies, focusing on specific development issues in the areas that were
examined, at a more general level, in the preceeding chapters. In chapter XIII,
entitled “Development and macroeconomics: reflections from the Mexican case “,
Juan Carlos Moreno-Brid seeks to identify core elements of Mexico’s economic
structure that should be taken into account when formulating macroeconomic
policies for development. Adopting a neostructuralist perspective, Moreno-
Brid places special emphasis on productive heterogeneity as a determinant
of the pattern of economic growth. The author also critically examines the
conventional macroeconomic policies that were applied, in various forms,
following the international financial crisis of 2008 and 2009. By way of illustration,
Moreno-Brid takes as a reference point the macroeconomic policy applied in
Mexico in the last 30 years and its relationship with the performance of the
Mexican economy. The author claims that Mexico’s scant progress in growth
and development during this period, in a context of policies fundamentally
geared to preserving nominal stability (low inflation and a small fiscal deficit)
and of reduced State involvement in the economic sphere, with everything
that this implies for the orientation of macroeconomic (fiscal, monetary and
exchange-rate), trade and production policies, lays the necessary foundation
for reflecting on the basics of a macroeconomic policy for development.

In chapter XIV, Francisco Eduardo Pires de Souza and Joao Carlos Ferraz
analyse Brazil’s development between 2002 and 2012. The authors begin with
an overview of that country’s economic situation and show how it was affected
by the external boom of the 2000s. Next, they outline the characteristics of
the model implemented over the past decade, which they describe as one
of “inclusive growth”. They identify the strengths and weaknesses of this
approach and briefly discuss how the windfall gains resulting from the
international context were put to use. The chapter continues with a section
that looks at some ongoing shifts in the economic management of President
Dilma Rousseff’s government which, it is argued, might signal the emergence
of a new model designed to improve the inclusive growth approach. The
authors then describe some of the challenges that must be addressed in order
to consolidate this new model. Lastly, they present their main conclusions
and examine briefly whether the implications of the Brazilian model may
be extrapolated to other Latin American and Caribbean economies.
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In chapter XV, Fernando Porta analyses the dynamics of structural
change and different industrial policy approaches in Argentina. The author
sets out his arguments along three lines of analysis. The first gives a brief
description of Argentina’s economic performance since the change in the
macroeconomic regime in 2002, with an emphasis on developments in the
industrial sector; the second looks at Argentina’s production dynamics
from a neostructuralist perspective, and the third sets out a conceptual and
methodological proposal for the formulation of an industrial policy within
the framework of an inclusive development strategy.
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A time to reflect on opportunities for debate
and dialogue between (neo)structuralism
and heterodox schools of thought

Esteban Pérez Caldentey’

Introduction

In keeping with some of the most recent thinking on the subject, this study
establishes that the global financial crisis of 2007-2009 has dealt a blow to
the methods used to manage the macroeconomy under the so-called “new
consensus” (Blanchard, Dell’Ariccia and Mauro, 2013, p. 3). It also argues
that this claim can easily be applied to the period of the Great Moderation
(1980-2006) and extended to the whole of mainstream economics, of which
the new consensus is merely the latest expression.

Almost a decade on from the outbreak of the 2007 crisis in the United
States subprime mortgage market and of the resulting debates about the
economic mainstream, the outlines of an alternative approach have yet to
take shape. The answer to scrutinyl of mainstream economic positions
ranges from doing nothing to tweaking the system, usually in the financial
sector, without altering the substance of the theoretical framework concerned.

! The author is grateful for valuable comments and suggestions received from Ramon Pineda,
Antonio Prado, Miguel Torres and Romain Zivy.
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Nonetheless, insofar as the current juncture represents a break in the
practice of normal science (in the sense of Kuhn, 1996), it is a good time to
begin rethinking the content of economic theory and the orientation of the
resultant economic policies. A step forward in this direction is to join forces and
open up spaces for dialogue and debate between schools of thought that are
outside the mainstream and indeed have developed in outright opposition to it.

In the case of Latin America and the Caribbean, there is no need to start
from scratch or reinvent the wheel in order to make a start on this. The region has
a long tradition of economic theory linked to structuralism and neostructuralism.
Indeed, as Celso Furtado (2003, p. 30) pointed out, this body of theoretical
economic thinking is the only one to have arisen in the developing world.

Far from being a set of self-contained ideas, structuralism or
neostructuralism is an open system that lends itself to dialogue with other
traditions of thought in economics, such as heterodox schools. The latter
include a heterogeneous set of approaches encompassing evolutionists
and institutionalists, the regulation school, Marxists and radicals, and
post-Keynesians.

The structuralist or neostructuralist and heterodox schools of thought
broadly identify three basic failings in the workings of market economies:
(a) their inability to ensure full employment and create decent jobs as standard,
(b) their tendency to generate an arbitrary and unequal distribution of incomes
and wealth, and (c) their propensity to financial fragility and instability.”
Similar concerns arise in the sphere of economic research and policy,
meanwhile: the emphasis on reality-based theorizing, the conception of the
individual as a social and institutional animal, the autonomy of institutions,
the perception that individuals are under major constraints when it comes
to obtaining and processing information, the centrality of production (rather
than trade) and of the economic structure, and the importance of the State
(government) in regulating the functioning of markets.

There are seven thematic areas of convergence between neostructuralism
and heterodox thinking: (i) the methodological approach, (ii) the characterization
of the system of international economic relations and the related issues,
including the external constraint, (iii) the relationship between income
distribution and accumulation and growth and development, (iv) volatility
and instability, (v) technical progress and innovation, (vi) the relationship
between the short and long terms, and (vii) the role of the State.

This chapter starts by laying out the context that gave rise to the current
debate on mainstream economics and its limitations, as revealed by the

2 See .M. Keynes (1936, chap. 24) and Prebisch (1993, vol. 4, pp. 301, 303 and 346-361). More
recently, a similar opinion has also appeared in Furtado (2003) and Minsky (1982 and 1986).
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economic and financial crises of the 2000s. This paradigm is then described,
identifying its specificities and fundamental traits. Next, it is argued that
mainstream economists have responded to the debate and the criticisms
against them in essentially two ways: change nothing or simply add some
extra ingredients and stir. Given this difficult situation, this chapter puts
forward the possibility of a third alternative based on dialogue between
structuralist (neostructuralist) and heterodox thinking, and to this end the
viewpoints common to both schools are detailed.

A. Economists and the Great Moderation

There is no doubt that the global financial crisis (2007-2009) and the eurozone
crisis (2009-2013) were the most potent in their effects and duration since
the Great Depression of 1930. Between them, they have given rise to an
intensive debate about the conceptual and empirical validity of the dominant
economic paradigm.

With few exceptions, economists were unable to sense or foresee that
the economic policies applied in the decade prior to the crisis in the United
States and the eurozone would set up imbalances that were unsustainable for
these economies, and for the world economy in general. Still less were they
able to predict either event or hazard at their intensity and duration. In 2007,
the Organization for Economic Cooperation and Development (OECD) stated
that its predictions pointed to strong job creation and falling unemployment.
Similarly, in the same year, the International Monetary Fund (IMF, 2007)
affirmed that the global expansion was proceeding unchecked, leading it
to raise its prediction for global economic growth and warn of the dangers
of overheating and inflation. At the start of the recession, many economists
simply dismissed the possibility that it might be long-lasting (see, among
others, Posen, 2007a and 2007b; Rogoff, 2008).

This limited, or rather non-existent, ability to detect factors of
imbalance that could translate into a serve and lasting recession was due to
the prevailing optimistic outlook about the economic state of the advanced
economies (including the United States and eurozone), and of the world
generally, prior to the crisis. Perhaps one of the most emblematic statements
about the subject came from IMF, which claimed in 2006, a year before the
outbreak of the global financial crisis, that the economic state of the world
had never been better. Many economists, furthermore, dismissed suggestions
that supposed global imbalances, financial liberalization and deregulation
or growing private-sector indebtedness in developed countries might be a
source of concern, risk or fragility (Bernanke, 2005; Mussa, 2006; Hausmann
and Sturzenegger, 2006; Posen, 2007a; Greenspan, 2005).
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In the run-up to these crises, economists and politicians around the
world feted the prevailing calm, or, more precisely, the Great Moderation in
the most advanced economies. The term “Great Moderation” was coined to
capture a period lasting over two decades (1980-2006) that was characterized
by increasing stability in prices and GDP levels (Bernanke, 2005 and 2004).

The Great Moderation was not seen as being confined to the most
developed countries, but as extending, albeit later, to the developing world.
From the 1990s onward, the developing world also experienced less real
volatility and less volatile inflation (Coric, 2011; De Gregorio, 2007).> As a
region, Latin America and the Caribbean saw real volatility ease in the 2000s.*

The developing world not only saw lower volatility, but achieved high rates of
growth by historical standards. In the period of strongest growth prior to the
crisis (2002-2008), emerging and developing economies as a group expanded
by an average of 4 to 5 percentage points more than developed economies,
the largest ever growth gap between the two. This growth difference, in turn,
made it possible to refloat the idea of convergence between living standards
in the developing world and in the more industrialized economies.

For several developing regions, strong growth in that pre-crisis period
(the strongest in three decades in the case of Latin America and the Caribbean)
was accompanied by an external situation that was unusually comfortable
by the standards of their economic history.> A number of regions in the
developing world grew very vigorously while running a balance-of-payments
current account surplus and keeping inflation and public borrowing under
control. This eased the problem of external constraint, which has been one
of the main obstacles for raising growth, even in our region.

Lastly, a third factor inducing a sense of optimism in the case of
Latin America and the Caribbean was the improvement in social conditions
(essentially poverty reduction and an incipient decline in inequality), the

Going by a sample of 98 countries around the world, both developed and developing, Coric
(2011) observes that real volatility fell across the board in most cases from the 1980s onward.
Using a sample of 180 countries around the world, Pérez Caldentey and Vernengo show that in
over 80% of cases, inflation volatility began to fall in the mid-1990s.

Nonetheless, country-by-country analysis indicates that real volatility in Latin America began to
fall in the 1990s in some cases.

In the most recent period of expansion before the crisis (2003-2007), Latin America and the
Caribbean registered a growth rate of 3.7%, a very large rise on the contraction seen in the 1980s
(-0.8%) and more than double the low rate of the 1990s. Indeed, economic performance in 2003-
2007 was somewhat higher than that of the 1970s. This depiction of a cycle of growth with a
well-cushioned external sector applies to regional averages and the region’s larger economies,
as the same did not occur in the smaller economies, including those of the Caribbean and
Central America. For the region as a whole, the 2003-2007 cycle was one with very particular
characteristics. Taking a regionwide view, Latin America and the Caribbean had not had a cycle
of expansion with a current account surplus for over three decades.
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consolidation of democracy and a period characterized, with few exceptions,
by the absence of armed conflict.®

The Great Moderation in the developed and developing world was
quickly hailed as the result of improved macroeconomic management and
the ability of the monetary and fiscal authorities to cope with the entire
economic cycle.” In the case of Latin America and the Caribbean, the Great
Moderation was interpreted as a successful outcome of the application of
the Washington Consensus policies, to a greater or lesser degree, with their
mantra of “stabilize, liberalize and privatize”.?

By virtue of the Washington Consensus rationale, it was argued that
the region’s fundamentals improved in the 1990s and 2000s because standard
economic prescriptions were being properly implemented, and that this
boosted growth and made the co more resilient to adverse external shocks
(IDB, 2008; IMF, 2008; Corbo and Schmidt-Hebbel, 2013; Porzecanski, 2009).
Obviously, not all policies followed the dictates of the market as the only way
of allocating resources, and indeed new social policies were adopted, with
social spending in the region increasing from 15% to 19% of GDP between
2000-2001 and 2013-2011 (Cornia and Martorano, 2010).

The complacency with which economists regarded the state of the
world economy in the run-up to the crisis, their inability to give warning
of the national and international imbalances that triggered it, their lack of
predictive power and their failure to understand the nature and effects of
the crisis have exposed mainstream economics to major criticisms, from
both within and without. These criticisms have included challenges to its
conceptual and empirical validity.

At this point, and before looking in greater detail at these criticisms of
mainstream economics and the counter-responses, it is necessary to establish
what is meant by the “dominant paradigm”. This is done in the following
section, from the perspective of the new consensus.

B. The economics of the mainstream: its theoretical
underpinnings and economic policy implications

The set of suppositions and ideas that have traditionally dominated economic
theory and policy in the past six decades, so-called mainstream economics,
was developed on the basis of long-term analysis. This was conceived as an

®  The number of non-indigent poor in the region dropped from 225 million to 167 million between
2002 and 2011, or from 44% to 29% of the population (see ECLAC, 2013).

Some economists, such as Lucas (2002), claimed that the macroeconomy had solved its central
problem: preventing slumps and crises.

8 Ocampo (2008 and 2011) and Pérez Caldentey and Vernengo (2010) are exceptions.
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analytical category and reference framework for conducting a coherent abstract
characterization of the workings of free market economies, which, despite
lacking direct coordination mechanisms, display a systematic regularity
(Arrow-Debreu, 1954; Hahn, 1984; Friedman, 1975).

Long-term analysis generally consists of specifying equilibrium positions
which reflect this systematic regularity, being the result of all the types of
transactions that can be carried out under a regime of free competition. For
practical purposes, these equilibrium positions have been characterized at
different times in terms of the natural price or long-run normal price (Smith,
1776; Marshall, 1920), the natural rate of interest (Wicksell, 1898, Mankiw,
2010), potential GDP or the natural unemployment rate (Friedman, 1968;
Gali, 2008; Wren-Lewis, 2014).

The essential distinguishing feature of mainstream economics relative
to other schools of thought is that the long run, and thus the systematic
regularity of free market economies, is established on the basis of an analytical
structure that includes three independent categories of data: endowments and
their distribution, preferences and utility functions, and technology." Thus
framed, the theory can be used to determine quantities of goods and services
(and output) and prices (relative prices and prices levels) simultaneously. In
other words, the theory determining quantities and output is also used to
determine relative prices and the price level (i.e. the theory of value is the same
as the theory of output determination) (Eatwell, 1983 and 1987; Garegnani,
1990). This gives mainstream economics a consistency and unity with few
precedents in the history of economic thought.

Long-term equilibrium positions, in turn, have a positive aspect and
a normative one. The positive aspect is the description of how the market
mechanism sets prices and allocates resources.

The normative aspect involves evaluation of how efficiently the market
carries out the functions of price-setting and allocation of goods and services,
when it is treated as part of a set of possible resource allocation mechanisms.
The normative aspect is summarized in the idea of the Pareto (1906)
optimum. This requires that no resources are wasted in resource allocation,
insofar as there is no way of reallocating resources that is satisfactory for all
(Debreu, 1959).

Competitive equilibrium relates to the Pareto optimum through two
theorems: (i) any competitive equilibrium is a Pareto optimum, and (ii) any
Pareto optimum can be represented as the final outcome of the mechanism of

°  Mainstream economics includes Keynesians of the neoclassical synthesis schools, monetarists,

the new classical macroeconomics, the new Keynesians and the Austrian school.

Preferences obviously need to be independent of endowments, and endowments need to be able
to be expressed independently of prices and distribution and be appropriated to the production
technique that best minimizes costs.

10
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market trading through an income redistribution system. The second theorem
allows the possibility of outside intervention, whether by a government or a
socially planner, to be considered from the outset in the determination of a
competitive market equilibrium. Taken together, in fact, the two theorems
imply that criticisms of market workings come down to issues of equity, and
not of efficiency (unless there are market failures)."! Equity issues, furthermore,
can be resolved through an initial redistribution of resources.”

This long-term vision became the hard core and genuine consensus
of mainstream thinking, and was analysed both statically and dynamically,
although dynamic analysis through economic growth theory became
consolidated as the instrument of long-term analysis par excellence (Acemoglu,
2009). Growth theory is based around the idea of the steady state (a situation
in which all the variables considered are growing at the same rate) and its
properties, and analysis of convergence on this state (Solow, 2000, p. 4).
A steady state situation, including price-setting for the factors of production
and income level, is the outcome of factor endowment and the technical
production conditions operating in a given competition regime. Issues such
as the production structure, structural change and income distribution are
rather tangential or secondary in this approach.”

The debates that have taken place within the mainstream have rarely
or never impinged on its long-term theoretical underpinnings but have rather
centred on the short term."

Market failures are intrinsic to the workings of the market and prevent an efficient allocation
of resources from being attained. They arise in four main cases: public goods and externalities,
increasing returns to scale, natural monopolies and information asymmetries.

According to the logic of the theory, however, intervention to redistribute resources and
endowments occurs before economic begins. Redistribution of resources does not distort the
workings of the market, as all agents have to deal with the same set of prices and the same
marginal opportunity costs.

A preoccupation with structural change is an important part of economic development theories
and the literature on the subject generally, as is attested to in part 2 on structural transformation
and chapter 7 on patterns of structural change in Chenery and Srinivasan (1988). Conversely, it
has no place in the neoclassical growth model; economic activities are, in fact, structurally similar
and can be aggregated into a representative sector. Endogenous growth theories, although
centred on variables such as productivity and human capital, do not usually take account of
shifts in the composition of output and employment. Murphy, Shleifer and Vishny (1989),
Hansen and Prescott (2002) and perhaps Lucas (2004) are an exception to this. The seminal
contributions to growth theory in mainstream economics include Solow (1956 and 1957), Lucas
(1988), Romer (1986 and 1990), Grossman and Helpman (1991) and Aghion and Howitt (1992).
See the treatment of structural change in Ishikawa (1987) for development theories and in
Matsuyama (2008) for the growth approaches of mainstream economics.

4 Thebest-known debates include the one between monetarists and Keynesians on the parameters
of IS-LM functions, the consumption function and the velocity of money circulation (Friedman,
1975; Tobin, 1975), the debates on stabilization policies (Modigliani, 1977), the debates on the
supply curve or Phillips curve (Friedman, 1968; Lucas, 1972b; Sargent and Wallace, 1976) and
the debates on price rigidity. The most recent debates have focused on monetary policy and on
the possibility of conducting monetary policy in an economy without money (Woodford, 2003).
The most important debate on the long run is the capital theory controversy (Harcourt, 1991;
Cohen and Harcourt, 2003; Eatwell and Milgate, 1999).
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The short run is specified only with reference to the long run and,
paraphrasing Samuelson (1947, pp. 36-39), in terms of “auxiliary constraints”
that modify the basic equilibrium principle (Le Chételier’s principle), according
to which a move away from equilibrium in a given direction necessarily
entails a convergent movement in the opposite direction. In the literature,
short-term positions came to be identified with the existence of a menu of
market imperfections.” From this viewpoint, imperfections superimposed
on long-run equilibrium positions could explain the occurrence of economic
fluctuations and the cycle, the suboptimal use of production factors, including
unemployment, and output and inflation. Thus, for example, the cycle can
only be seen as a consequence of mismatch between aggregate supply and
demand (Wren-Lewis, 2014).

The existence of imperfections has a further advantage, however, as
they allow a rationale to be established for outside intervention in markets in
the short-run and, more precisely, for the use of fiscal policies, and monetary
policy in particular. Indeed, the ability to control price level and fluctuations
by altering the interest rate stems from the existence of monetary frictions
(Woodford, 2003; Gali, 2008).

The relationship between the long and short run has never been
straightforward. It is, rather, a distant relationship, as is attested to by the
treatment of the two in most economics textbooks as two separate categories
of analysis having their own methods and approaches and being little
interrelated. This relationship has also given rise to inconsistencies in the
foundations of the mainstream paradigm itself and has given rise to conflict
on occasion, as is reflected by the debate on microfoundations and the
perennial emergence of dichotomies within the mainstream.'

Eventually, rationalizing the workings of the short term with reference
to rational behaviour, and in particular the principle of maximization subject
to constraints, created the bridge needed to unify the short and long run
within a single theory. The mainstream came to illustrate the adage of
Samuelson’s Foundations of Economic Analysis (1947), according to which the
existence of analogies between central features of various theories implies
the existence of a general theory (i.e. maximization subject to constraints)
which underlies the particular theories and unifies them with respect to
those central features.

5 Market imperfections are not the same as market failures. While market failures (see footnote

13) are inseparable from the workings of the market, market imperfections impose themselves
on a competitive equilibrium. The imperfections best known in the literature are price rigidity
(for wages or interest rates), institutional barriers preventing the market from allocating
resources efficiently in the short run and the lack of an appropriate response from agents to
price incentives (Eatwell, 1987, p. 727).

16 See Weintraub (1979) on microfoundations, Patinkin (1956 and 1987) on the invalid
dichotomy between the real and monetary sectors and Akerlof (2006) on five neutralities in
mainstream economics.
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Thus, the same logic, the same conceptual apparatus and, most
particularly, the same principle that had been applied to a wide range of
subjects, including not just economic subjects as such but also environmental
and social ones (such as education, social protection, and gender and family)
could be extended to cover short-run specificity and its relationship with the
long run.”” As Allais (1966, p. 1156) put it, human societies in different settings,
under capitalist or communist regimes, now or half a century ago, obey the
same law: the maximization of utility. That author, who was awarded the
Nobel prize in economics in 1988, also stated that similarity of behaviour
should be interpreted as reflecting the invariance of human psychology in
time and in space, at least collectively speaking.

This effort to devise a single theory, based on the application of
utility maximization to the whole spectrum of economic theory, did not
substantially change either the conceptual underpinnings of the long run and
economic growth or the associated policies. Nor did it alter the main thrust
of microeconomic policies. However, it did provide a way of settling, almost
for good, some of the most important debates relating to the short run and,
more precisely, about the role of aggregate demand and the effectiveness of
its main instruments.

This consensus unifying the long and short run in a single theory
(also known as the “new consensus” or “new neoclassical synthesis”) is
built around three ideas:® (i) the existence of “natural” levels for output
and the interest rate to characterize long-term positions (Gali, 2008, p. 186),
(ii) the introduction of rigidities and imperfections microfounded on rational
expectations; and (iii) short-term analysis (cycle and aggregate demand) as a
matter of deviation between actual variables and their natural levels (Wren-
Lewis, 2014)."” The main implications of this approach in economic policy
terms have to do with the primacy of monetary policy via management

7 See Friedman (1962), Coddington (1976), Becker (1978 and 1981) and Lucas (1986 and 1991)
for an application of this conceptual framework to different aspects of human behaviour and
economic activity. The logic underlying these studies was applied to education, health and
pension issues in Latin America and the Caribbean in the 1980s and 1990s. The treatise on the
family by Becker (1981) is highly illustrative of this approach, as it argues, among other things,
that rational people marry even when they are sure of finding a better prospect by searching
further, when the cost of the further search exceeds the benefits expected from a better prospect,
and that the application of comparative advantages implies men specializing in the market
sector and women in the household sector. As a result, the wage rate will be higher for men
than for women. Similarly, applying this framework to the environment leads to the conclusion
that the intertemporal rate of non-renewable natural resource exploitation should be left to
the market unless it can be shown that there is a market failure and a corrective policy can be
applied (Solow, 1974; Davidson, 1979).

8 See Blanchard (2008), Woodford (2009) and Gali (2008) for an exposition of the new consensus.

The new consensus is identified with the new Keynesians. The presence of rigidities allies them

with the neoclassical synthesis, but with the advantages of having microfounded and grounded

them in agents’ rational behaviour. In this they resemble the new classical macroeconomics. As
they themselves recognize, the new Keynesians have much in common with the monetarists

and could very well be called “the new monetarists”. See Mankiw and Romer (1991).
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of the interest rate to administer the cycle and the primacy of aggregate
demand generally, as well as the subordination of fiscal policy to monetary
policy ends.” This framework also has two properties that are essential to
its acceptance because they justify its validity in economic and social terms:
(a) the countercyclical character of monetary policy and (b) the idea that
stabilizing inflation around its target is equivalent to stabilizing real output
around its natural level or equivalence between nominal and real stability
(the “divine coincidence”) (Blanchard, 2006; Blanchard and Gali, 2005; Pérez
Caldentey and Vernengo, 2013).

Alongside the development of a new consensus in economics, a consensus
also formed on finance, whose basic principles are no different from those of
the new consensus.” The consensus on finance can be encapsulated in four
components: the efficient market hypothesis, the relationship between risk
and return, the Modigliani-Miller theorem and the Black-Scholes-Merton
approach. The most important component is the efficient market hypothesis
because it is the basis on which the other theorems rest.

In its strongest form, the efficient market hypothesis excludes the
possibility of trading systems that are based only on currently available
information, such as securities markets, yielding expected profits or
returns in excess of the equilibrium profit or return (Fama, 1970, p. 384). The
relationship between risk and return is assumed to be positive, such that an
investor wishing to gain a higher rate of return must be prepared to take
on a higher level of risk. The Modigliani-Miller theorem states that, under
certain assumptions (complete, perfect markets without government), the
way a firm finances its production activities does not affect the cost of capital
or have any influence whatsoever on its market value or on the production
and consumption decisions of other economic agents. According to the Black-
Scholes-Merton approach, anything can serve as an asset, every asset has a
price and can be traded, and any risk can be diversified. This paved the way
for a spiral of financial innovation aimed at creating a utopia of complete
markets and zero transaction costs.

Taken together, these theorems are wholly compatible and complementary,
and establish a common logic and consistency for finance in mainstream
economics, which can be spelled out as follows.

2 As Blinder (1986) put it, the current conventional wisdom maintains that discretionary changes
in fiscal policy do little good and may even do harm. Why is this so? First, lags are long, perhaps
longer than a typical recession. Second, the effects of the most plausible fiscal policy instrument,
changes in income taxes (or transfer payments) may be weakened by temporary use. Third,
there is a better stabilization instrument immediately available: monetary policy.

As Fama (2007) puts it, equilibrium models cannot be tested without market efficiency, as the
great majority of market equilibrium models set out from the supposition that markets are
efficient. They start with a strong version of this hypothesis whereby everyone has the relevant
information. Market efficiency tests are market equilibrium tests and vice versa, and the two are
indissolubly linked.
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Any asset can be traded (this applies both to ordinary assets and to
more sophisticated ones such as options and derivatives). Consequently, every
asset has a price and a rate of return in an efficient market (Black-Scholes-
Merton theorem and efficient market hypothesis). In asset markets there are
no opportunities for arbitrage and prices must be equal to the discounted
present value of future revenues over the lifetime of the asset (efficient
market hypothesis, relationship between risk and return, Modigliani-Miller,
Black-Scholes-Merton). The best predictor of future revenue flows are current
revenue flows and the discount rate is the risk-free rate (efficient market
hypothesis, relationship between risk and return, Modigliani-Miller, Black-
Scholes-Merton). This is because an asset’s riskiness is independent of the
way it is financed (Modigliani-Miller), being determined by systematic risk
(relationship between risk and return). In addition, any asset can become
less risky and have a risk-free interest rate (Black-Scholes-Merton).

Just as the new economic consensus ruled out the use of fiscal
policy to manage the cycle, leaving it up to monetary policy to administer
aggregate demand, the consensus on finance excluded finance from the
sphere of government action. Ultimately, it created the basis (more precisely,
the “scientific basis”) for market forces to control national, regional and
global finance.

C. Criticisms of the mainstream economic paradigm
and responses to them

Although criticisms have rained down on different aspects of mainstream
economics, most have centred on the inconsistency between economic
models, their economic policy prescriptions and the realities of the workings
of market economies, particularly in light of changes in the financial system
over the past three decades.” More particularly, there has been criticism of
the excessive importance afforded to mathematical technique, formalization
and elegance to the detriment of realism and the applicability of models to
real-world conditions.?

The counterreponses to these criticisms were not slow in coming,
and are of two kinds. One group of economists came out in defence of the

Economists have flagged some major deficiencies in the theory, such as the failure to incorporate
the banking and financial sector into analyses (Woodford, 2010; Clarida, 2010; Mishkin 2010;
Blanchard, Dell’Ariccia and Mauro, 2013), the excessive weight of formalization and modelling
in economic analysis, the lack of heterogeneity (Caballero, 2010), financial market efficiency
(Bean and others, 2010) and undue use of quantitative techniques (Juselius, 2009).

% Thisis actually an old dispute brought back to the fore by the global financial crisis (Hahn, 1984).
Interestingly enough, Friedman (1953b and 1975) made a similar criticism of Oscar Lange’s neo-
Walrasian approach and also of the approach to the economy of the scholars who developed the
neoclassical synthesis.
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mainstream approach and asserted that its more formal aspects needed to
be strengthened (Sargent, 2010; Lucas, 2009 and 2012; Cochrane, 2011; Fama,
2011; Taylor, 2004). Eugene Fama (2011), a recent winner of the Nobel Prize
in Economics, claimed that the global financial crisis did not contradict the
efficiency hypothesis for financial markets, but was a perfect illustration of
its basic principles. For Fama, as for Taylor, the global and financial crisis was
a product of government regulation and the financial sector was merely a
“victim” of that regulation. As the efficient market hypothesis predicts, the
crisis generated greater volatility in financial markets simply because news
and opinions about the future changed so quickly, and agents incorporated
these changes into their projections (Fama, 2011).

This group of economists have defended the mainstream paradigm
by arguing that the outbreak of the crisis and its effects demonstrated the
need for more thorough formalization and use of mathematical instruments
to characterize the workings of market economies.

Thus, for example, another winner of the Nobel Prize in Economics,
Sargent (2010), argues that the more dynamic, uncertain and ambiguous the
economic context to be modelled is, the greater the need for people to roll up
their sleeves and learn and use some mathematics. Similarly, Cochrane (2011)
argues that the problem is a lack of mathematics. In economics, mathematics
keeps the logic straight and makes sure that the “then” really does follow the
“if” —which it often does not in prose alone. The challenge is how hard it is
to write down explicit artificial economies with these ingredients, actually
solve them, in order to see what makes them tick.

This position has been taken most forcefully in the developing world,
including Latin America and the Caribbean, where the effects of the crisis
have been less intense and lasting than in the developed world. Comparatively,
not only have the effects been more benign than in other episodes of crisis,
but the recovery has been much faster (Didier, Hevia and Schmukler, 2012;
Corbo and Schmidt-Hebbel, 2013; Alvarez and De Gregorio, 2013).

Mainstream economists in the region argue that the economic
fundamentals improved substantially because mainstream policies were
successfully applied. The improvement in fundamentals derived, firstly,
from changes in the macroeconomic regime and, more precisely, from the
conduct of fiscal, monetary and exchange-rate policy.

On the fiscal front, the adoption of orthodox policies reduced public
debt, saved windfall revenues from rising raw material prices and allowed
the use of countercyclical policies in the 20082009 recession. Second, the
move from fixed exchange-rate regimes to more flexible ones warded off
recurrent foreign-exchange crises, cushioned adverse external shocks and
supported the use of independent monetary policies. A third element in
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this policy array is central bank independence, which in turn secures the
independence of monetary policy and prevents government interference
and the subordination of monetary policy to fiscal policy. All this helped to
substantially reduce inflation in Latin America and improve the credibility
and reputation of its monetary authorities.

A second element explaining the performance of Latin America and
the Caribbean is the expansion of the financial sector in terms of the depth
and diversity of its services. Besides macroeconomic stability, this is explained
by liberalization, deregulation and privatization of the commercial banking
sector and the financial system. Capital market reform is also sometimes
included as a determinant, as it is held to have spurred the development of
markets for private debt and for securities, together with reform of insurance
markets and pensions funds (Henry, 2007, p. 60).

Lastly, the explanation adds increased participation in international
trade and finance to the two preceding factors. Greater trade openness brought
down tariff and non-tariff barriers, which drove trade growth. Financial
openness, meanwhile, allowed external assets and liabilities to build up,
contributing to more efficient resource allocation and better guarantees
against idiosyncratic national shocks, and thence to higher growth and less
volatile incomes and output (Henry, 2007, p. 62).%*

In contraposition to this “change nothing” position, other economists
have spoken of the need to modify economic theory, and macroeconomic
theory in particular. The most frequently expressed view is that the design
of the economic models of the new consensus goes in the right direction, but
they have kept the financial sector in the shadows and should incorporate
it explicitly (see Krugman, 2009; Acemoglu, 2009; Lux and Westerhoff, 2009;
Akerloff and Schiller, 2009; and Romer, 2013 for the developed world, and
Calvo, 2010; Mendoza, 2010; and De Gregorio, 2009 for the developing world
and Latin America and the Caribbean).?” Thus, IMF has spoken of the need
to reconsider some of the principles of conventional macroeconomics and
stated that the 2008-2009 global and financial crisis shook the consensus on
how to run macroeconomic policy, reminded us of the dangers associated
with financial sector imbalances, showed the limitations of monetary policy

See Henry (2007) for a detailed analysis of the way that, according to the neoclassical growth
model, financial liberalization translates into a rise in North-South financial flows, permanently
increasing living standards in the South. The intertemporal balance-of-payments approach
presents similar reasoning (Obstfeld and Rogoff, 1996). Jara, Moreno and Tovar (2008) also
emphasize the positive aspects of the accumulation of external assets and the progress made in
developing domestic debt markets.

See also Calvo (2012). According to Calvo, the defining characteristic of macroeconomics in
the twenty-first century is that the financial sector can be a source of major macroeconomic
shocks. This was the hallmark of macroeconomics at the start of the twentieth century. For more
information, see Bernanke, Gertler and Gilchrist (1999) and Borio (2012) have taken some steps
to introduce factors of this type.
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and cast doubt over some of the tenets of its intellectual foundations, and led
to a reevaluation of the levels of public debt that could be considered safe.
This prompted a reconsideration of what worked and what did not, and to
a debate about how to fix things, ranging from nitty-gritty technical points
to broad-based institutional design questions. Five years from the beginning
of the crisis, the contours of a new macroeconomic policy consensus remain
unclear (Blanchard, Dell’Ariccia, and Mauro, 2013, p. 3).

Nonetheless, the steps that have been taken in this direction do not alter
the substance either of the new consensus or of mainstream economics. The
aim is again to incorporate some type of imperfection to be able to generate
positions and a short-run dynamic that ultimately tends to converge on or
adapt to the long run, characterized by the real forces of the system. In short,
the aim is to modify mainstream economics so that nothing has to change.?

A genuine effort to alter the new consensus must involve not only
reformulating the determination of the short and long run and the relationship
between them, but also changing microeconomics and rethinking the approach
of economic theory in general. As has been argued, modern macroeconomics
is grounded in microeconomics, and both are built upon the same principle.
Ultimately, the defects being attributed to macroeconomics in consequence
of the recent crises and their effects actually reveal the weakness of the
microeconomic foundations of mainstream economics.”

D. The structuralist view of economics
and the heterodoxy

This study sets out from the premise that the diagnosis of the need to
“rethink the economy”, both from the perspective of greater balance between
traditional, alternative and innovative schools of thought and with respect
to methods of teaching these, is correct. In fact, in the history of the social
sciences, and the economy in particular, new theories tend to arise when
“settled” or “normal” science comes up against events and anomalies within
its own precepts that it is unable to explain or resolve (Kuhn,1996).* At

In some cases, this comes down to the introduction of financial frictions in the aggregate
demand curve (Woodford, 2010). A more extensive effort is that of Borio, Disyatat and Juselius
(2013), who try to introduce financial factors into the measurement of potential output (a supply
concept), but their approach rather seems to come down to introducing these factors into the
output gap.

Calvo (2012) alludes to this by admitting that microeconomics might have feet of clay.
According to Kuhn, the development of science in “normal” periods is guided by adherence
to a paradigm. The function of a paradigm is to throw up problems and puzzles and provide
tools for resolving them. A crisis occurs when the dominant paradigm is unable to resolve
an anomaly. In our opinion, this is a good description of the evolution of the mainstream in
economic theory, and its response to the recent crises (Boumans and Davis, 2010). See Lakatos
(1970) for a more sophisticated version of the concept of normal science.
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present, mainstream economics is in just such a predicament: the validity
and coherence of this approach is rooted essentially in its predictive capacity
(Friedman, 1953a and 1953b; Allais, 1966; Lucas, 1988, 2002 and 2012). A
window of opportunity thus opens for seeking out alternative propositions
and sketching out new principles for the theory and practice of economic
policy. A step in this direction is to focus efforts on opening up spaces for
debate and dialogue between schools of thought that have developed outside
of and in opposition to the mainstream.

There is no need to reinvent the wheel to embark on this task in
the particular case of Latin America and the Caribbean. The elements of a
sound alternative approach already exist, as this is one of the few regions
of the developing world that has a long tradition of home-grown economic
thinking about its problems and challenges. If, as Ocampo (2011) has pointed
out, Latin America and the Caribbean has perhaps the longest-established
and most extensive system of institutions of any developing region, this is
partly the outcome of long-standing national and regional thought.

There can be no doubt that the most comprehensive economic
thinking to have arisen in the region is that associated with the group of
structuralist economists who, working out of the Economic Commission
for Latin America and the Caribbean (ECLAC) and the Higher Institute of
Brazilian Studies (ISEB) between 1940 and 1965, laid the groundwork for and
worked on different aspects of development economics. These economists are
Celso Furtado (1920-2004), William Arthur Lewis (1915-1991), Radl Prebisch
(1901-1986), Juan Noyola Vasquez (1922-1962), Anibal Pinto Santa Cruz
(1919-1996), Osvaldo Sunkel (1929) and Ignacio Rangel (1914-1994).%

Structuralist thought focused on the following subjects, which, with
differing emphasis, constituted its essential pillars: relationships of power
and dependency organized into the centre-periphery duality, criticism of
the law of comparative advantages and the predominance of the external
constraint, the dual character of economic development at different levels
(as revealed in phenomena such as structural heterogeneity), the existence

#  Among the economists who worked at ISEB are Helio Juaguaribe, Guerreiro Ramos, Candido
Mendes de Almeida, Alvaro Vieira Pinto, Roland Corbisier and Nelson Werneck Sodre. The
terms “structuralist” and “structuralism” appeared in the early 1960s in the context of the debate
with the monetary school about inflation, and they originally had a verbal connotation equating
the monetarist and structuralist schools from a terminological point of view (Campos, 1961;
Danby, 2005). However, it is possible to argue, as Mallorquin (1998, p. 40) does, that the basic
outlines of structuralism were already in place in the 1950s, in Furtado’s 1954 study A economia
brasileira and in the 1956 article by Noyola. The term “structuralist” is obviously an analytical
category and not all the authors mentioned called themselves structuralists. In relation to this,
Prebisch remarked when he began writing Capitalismo periférico in 1970: “I don’t know if I am
to be called a structuralist after this exposition. I refuse to classify myself and be classified. But
I admit that a thorough structural review of capitalism is needed.” (Prebisch, 1976, quoted in
Mallorquin, 1998, p. 36). See Vera (2013) for a recent analytical discussion of inflation in line with
structuralist thinking.
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of an unlimited supply of work (which affects income distribution), a view
of development as structural change, the need for State-guided development
in respect of investment in infrastructure and production development,
inflation as an economic development problem, and the need for integration
into the regional and international economy to overcome the problem of
underdevelopment.*

The thinking of this group of economists benefited from intellectual
exchanges with other economists from outside the region, whose analysis
focused on economic development from similar viewpoints and positions.
The main economists from outside the region who worked in Latin America
and the Caribbean included Albert Hirschman (1915-2012), Gunnar Myrdal
(1898-1987), Ragnar Nurske (1907-1959), Hans Singer (1910-2006), Paul Rosenstein-
Rodan (1902-1985) and Hollis B. Chenery (1918-1994).* Because of the similarity
of the two groups’ positions on key subjects such as international trade,
industrialization and inflation, and a common methodological approach
centred on empirical observation, they are collectively also commonly
classified under the umbrella of structuralism.

Structuralist ideas were also developed on the basis of the thinking of
economists belonging to the Keynesian, post-Keynesian and Schumpeterian
traditions. Particular mention should be made of the influence on the Latin
American structuralist school of John Maynard Keynes (1883-1946), Roy
Harrod (1900-1978), Nicholas Kaldor (1908-1986), Michael Kalecki (1899-1970)
and Joseph Aloys Schumpeter (1883-1950).%

Kaldor was closest to Latin America and the Caribbean, structuralism
and ECLAC, and covered a wide spectrum of subjects, including issues affecting
developing countries and Latin America. At the request of Prebisch, in 1956

*  On one occasion, Furtado argued that the Latin American structuralist school explained the
specificity of underdevelopment by turning the parameters of conventional analysis into
variables. As will be seen over the course of this article, the structuralist school not only replaces
the parameters of conventional analysis with variables but includes variables that traditional
analysis does not consider and offers a novel approach to combining and establishing
relationships between variables and to identifying their determinants.

3 This classification follows Pereira (2012b, p. 348).
Love (1996, p. 155) referred to the influence of Kalecki, Kaldor and Chenery in structuralist
inflation theory. He began by saying that Kalecki impressed Noyola. Kalecki, Kaldor and Chenery
wrote before Sunkel, and the two latter spent some time in Santiago while structuralist theory
was being developed. They cannot be said to have brought structuralism to Latin America, but
there can be little doubt that they provided a large intellectual stimulus for its formulation.
They were the link between the structuralist thinking that had arisen in Great Britain (and in
a lesser degree the United States) and Latin American structuralist inflation theory. For his
part, Noyola (1956) cites Kalecki (1969) and Aujac (1954). It was Sunkel (1958) who most aptly
articulated the structuralist approach to inflation that provided the basis for the debates of the
1960s by distinguishing between the forces causing inflation (basic factors) and circumstantial
and propagation mechanisms. This methodology is characteristic of the structuralist approach;
it is not confined to the analysis of inflation, and is very similar to the way Prebisch analysed the
origin and propagation of cycles.



Neostructuralism and heterodox thinking... 47

Kaldor worked as an ECLAC consultant and prepared the study Economic
Problems of Chile, which mainly analysed the problem of income inequality
and advocated a structuralist interpretation of inflation.*

In the most recent advances of structuralist thought, such as
neostructuralism (1992-2012), work has continued on the subjects and
concerns that are the Gordian knot of structuralism, while their framework
and object of analysis have been broadened and their methodological and
empirical approach refined.

Neostructuralism developed from the document Changing Production
Patterns with Social Equity. The Prime Task of Latin American and Caribbean
Development in the 1990s (ECLAC, 1990) and the book compiled by Osvaldo
Sunkel, Development from Within: Toward a Neostructuralist Approach for Latin
America (1993).3* The development of this theory has involved an effort to
integrate into structuralist thought the changes that occurred in the region
and internationally from the late 1980s, including trade opening, international
capital mobility, privatization and deregulation in a context of closer relations
with the rest of the world and greater regional integration (Bielschowsky,
2009; Sunkel and Zulueta, 1990).%

The analysis of the neostructuralist approach incorporated considerations
relating to fiscal matters, liquidity and balance-of-payments regulation,
including capital account regulation (Ffrench-Davis, 1993).* From the
2000s, neostructuralism began to be organized around four main areas:
macroeconomics and finance, international trade, social development and
environmental sustainability.

#  Kaldor was impressed by the structuralist analyses of inflation carried out at ECLAC, which
would be given final expression in the analyses of Noyola and Sunkel (Harrod, 1965; King, 2009,
p. 116). During his first visit to the region, in the talks he gave at the University of Chile and
in Brazil, Kaldor developed a number of concepts that would dominate his thinking (such as
cumulative causation, technical progress, industrial concentration and the limits to industrial
growth) and that are fundamental to the conceptualization of structural change. Kaldor often
returned to Latin America, and particularly to Mexico, where he addressed the problems of
development financing and an exchange-rate strategy for promoting economic development.

*  Fernando Fajnzylber played a central role in the conception of Changing production patterns
with social equity (Fajnzylber, 1990). Among the authors who contributed to the book compiled
by Sunkel, particular mention should be made of Ricardo Ffrench-Davis, Joseph Ramos and
Victor E. Tokman.

*  Structuralist thought lost visibility in the 1980s with the debt crisis and during part of the 1990s
because of the supremacy of the Washington Consensus. Structuralist thinking responded
weakly to the debt crisis, whose intensity and duration were due more to financial factors than
to the clumsiness or incompetence of policymakers (Diaz Alejandro, 1984) or a mismanaged
and inefficient State-centred development model. Indeed, the debt crisis was the first modern
financial crisis experienced by Latin America, and it occurred because of a lack of global
financial regulation.

% Reforming the Reforms in Latin America: Macroeconomics, Trade, Finance (Ffrench-Davis, 2006)
is one of the fullest and most thorough studies on the incorporation of these subjects into
neostructuralist thought.
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These issues were dealt with in depth in a number of ECLAC
institutional publications, most particularly Globalization and Development
(2002) and Productive Development in Open Economies (2004). More recently,
equality issues have been treated as a core aspect of economic and social
development in publications such as Time for equality: Closing Gaps, Opening
Trails (2010), Structural Change for Equality: An Integrated Approach to Development
(2012a) and Compacts for Equality: Towards a Sustainable Future (2014).
ECLAC neostructuralism has given rise to a programme that is heterodox
in macroeconomics, development-oriented in terms of resource allocation
and State intervention, universalist in the social field and conservationist
on the environment (Bielschowsky, 2009).

The neostructuralist approach bears a remarkable resemblance to
the new developmentalism, which is also characterized by its emphasis
on incorporating Keynesian ideas more profoundly into some of the basic
structuralist positions.*® This means treating demand as an essential
determinant of economic growth. In this view, as argued by Keynes and
Kaldor (at least in the latter part of his life), the greatest obstacle to growth
and full employment lies in demand-related factors.

In keeping with the traditional structuralist approach, the various
types of neostructuralism can be characterized as an open system or set of
ideas. Open systems are not considered to be self-contained, but analyse the
behaviour of agents and economic and social structures, and the relationship
between them, in a historical and evolutionary context (they are dynamic
and change over time with context and circumstances).

This means that in open systems knowledge is not complete, either
of all the relevant variables or of their possible interrelationships.*” The
classification into exogenous and endogenous variables is also a shifting
one. A variable may be exogenous in a particular context and endogenous in
another. Furthermore, the relationships among agents and between agents
and economic and social structures are interdependent and shift over time.*
Accordingly, open systems are not deterministic but offer the possibility of

See Bielschowsky (2009) for an analysis of the evolution of neostructuralism, with its stages and
distinctive features.

% As Pereira (2012a) has put it, structuralist macroeconomics for development sets out from the
assumption that the main bottleneck to growth and full employment is on the demand side.
The supply side is obviously essential. Nonetheless, the countries are working to resolve those
problems. The main problem for economic development lies in the lack of profitable investment
opportunities because of a lack of external and domestic demand, and thence a low rate of
investment and saving. See also Pereira (2012b).

This being so, an open system resembles a complex system. Conversely, a closed system is a
complete and essentially unalterable system (of ideas, doctrines, things, etc.), one that is self-
contained, unalterable and unaffected by outside forces. See Chick (2004).

4 See Chick (2004), Dow (2002) and Lawson (1997 and 2003). An illustrative example of an open
analysis is the concept of fiscal sociology presented by Schumpeter (1954).
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generating different types of solutions to the different problems economies
may face in their historical and dynamic evolution.

Because (neo)structuralism is an open system, it can enter into dialogue
with other traditions of economic thinking, such as the heterodox tradition,
which encompasses a heterogeneous array of approaches, including the
Marxist and radical schools, the regulation school, the post-Keynesians,
the institutionalists and the evolutionists. This chapter makes reference
to the regulation school, the post-Keynesians, the institutionalists and
the evolutionists. The features common to heterodox thinking include an
emphasis on reality-based theorizing, a conception of the individual as a
social and institutional animal, the autonomy of institutions, the perception
that individuals face major constraints on their ability to obtain and process
information, the centrality of production (as opposed to trade) and of the
economic structure, and the importance of the State in regulating the
workings of markets.

More specifically, there are seven thematic areas in which neostructuralism
and heterodox thinking converge: (i) the methodological approach, (ii) the
characterization of the system of international economic relations and related
issues, including the origin and propagation of cycles, long-term growth
issues and the external constraint, (iii) the relationship between income
distribution, accumulation, and growth and development, (iv) volatility and
stability, (v) technical progress and innovation, (vi) the relationship between
the short and the long run, and (vii) the role of the State/government.

E. The methodological approach of neostructuralism
and heterodox thought

Structuralist theory was developed not on the basis of hypotheses about
general and universal behaviour, or of predetermined axioms, as mainstream
economics was, but from the analysis and study of reality, more specifically
the reality of Latin America. To paraphrase Love (1995, p. 395), structuralism
was a practice before it was a policy and a policy before it was a theory.
Prebisch (1984) said that the economic policy he proposed aimed to confer
theoretical justification upon the industrialization policy already being
followed (particularly in the large countries of Latin America, such as Brazil),
to encourage other countries to follow suit and to provide all of them with
an orderly strategy for implementing it. Even more explicitly, Mallorquin
stated in 1998 that although ECLAC scholars had begun writing in the late
1940s and early 1950s, industrialization had begun long before. Accordingly,
ECLAC was not to be credited with influencing industrialization, but rather

4 The remark about Brazil is by the author of this article and is based on Furtado (2003).
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the opposite. The theorizing came later. Furtado, for his part, after arriving at
ECLAC for the first time in 1948 and familiarizing himself with the Manifesto,
realized that there was a need for free-standing theoretical work that took
the situation in Latin America as a starting point (Furtado, 2003, p. 101).2

Reality-based theorizing is also one of the distinctive characteristics
of heterodox approaches, and one that distinguishes them from mainstream
economics. Just as Keynes (1936, p. 3) criticizes classical theory, heterodox
approaches maintain that the characteristics of the type of economies
considered by mainstream theory differ from those of our society, which
means that they are disastrous if applied to real events (Keynes, op. cit).
For this school, reality-based theorizing means that history, institutions,
production and market structures and distributive relationships across the
whole production and social spectrum play a central role in determining
the behaviour and performance of economies.*®

Constructing the analysis on the basis of reality understood as a historical
context means recognizing that reality is neither static nor immutable, but
rather shifts over time and, even more importantly, is transmutable. This
is no trivial observation, insofar as many economic analyses, particularly
mainstream economics, treat reality as immutable.** Under the structuralist
approach, an illustrative case is the identification of basic pressures and
propagation mechanisms in the analysis of both cycles and inflation (Sunkel,
1958), which, far from being constant and forming a homogenous material,
change over time.

Similarly, in Pereira’s new developmentalism some of the tendencies
in Latin American development identified by the structuralists no longer
operate, so that the analysis needs to incorporate new stylized facts reflecting
the current situation. Accordingly, on the basis of the empirical evidence
available for a period of almost 150 years (1865-2009), Erten and Ocampo
(2012) show the existence of four raw material price supercycles lasting
from 30 to 40 years (1894-1932, 1932-1971, 1971-1999 and 2000 to the present).

The mutability and transmutability of reality entails a notion of time
different to the one traditionally applied in the economic sciences. Generally
speaking, most models are atemporal or consider time only from a logical

# Furtado (1987) adds that research into the reasons for underdevelopment makes sense only in a
historical context, which calls for a different theoretic approach.

# See Taylor (2004) and Davidson (2011).

#  An illustrative example is the rational expectations hypothesis, which makes the expectations
of economic agents equal to objective probability. As Muth (1961) points out in his foundational
article on the subject, the hypothesis can be paraphrased more precisely as follows: expectations
(or, more generally, the distribution of subjective probability) will tend to be distributed, for the
same set of information, around what theory predicts (or the objective probability distribution),
since expectations —as informed predictions about future events— are essentially the same as
the predictions of the relevant economic theory. Some authors argue that this is tantamount to
assuming that all agents are homogeneous.
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perspective; i.e. they operate in a logical time context. This implies that the
past, present and future are determined simultaneously; equilibrium is a
mechanical concept and equilibrium positions are characterized by the use
of the steady state.*®

Heterodox economists place the notion of historical time in contraposition
to this concept (Robinson, 1979; Lavoie, 2006). Historical time means that
events occur in a one-directional sequence (it is only possible to go forwards).
In other words, time is irreversible and it is almost impossible or very costly
to reverse agents’ decisions. Furthermore, decisions are often crucial (they
permanently alter the environment in which they were taken, so that this
environment will never again exist) (Shackle, 1955).

The notion of historical time that prevails in post-Keynesian thinking
is also at the heart of Schumpeter’s thought and in the process of destructive
creation. By definition, this is based on the fact that the action of businesses
destroys the very context in which an innovation was made. As the author
argued, the impetus from new consumption goods, new methods of
production and transport and new forms of industrial organization incessantly
revolutionize the economic structure from within, destroying the old structure
and creating a new one (Schumpeter, 1997, p. 83). In the world of financial
globalization, a similar logic applies to financial innovation.

Structuralist economists have always been preoccupied with the notion
of time as an essential factor to be taken into account and as a hallmark of
their analyses. The introduction of time into economic theory was one of
the main concerns and challenges faced by Prebisch before he came to head
up ECLAC. This lead him to develop a theory of the economic dynamic for
the periphery (and for the interrelationship between centre and periphery),
opposing this to the static analysis that ensures optimum exploitation of the
factors of production and the distribution of income between production
factors in accordance with their respective marginal productivity. Any shock
to the equilibrium of the economic system tends to take it to a new position.
If this does not actually happen, it is because outside factors intervene.*
This theory, which incorporates time as an essential factor, encompasses

In the Arrow-Debreu model, the one of most significance to mainstream economics and which
forms the basis of all economic modelling, the introduction of time is intrinsically related to
issues of certainty and uncertainty. In the basic model, all transactions take place at a single
point in time. Agents (consumers and producers) have perfect knowledge of the future (their
role as consumers is to pick a consumption plan made for the whole future) and future markets
are complete. Uncertainty is introduced via the idea of contingent goods, i.e. goods whose
delivery as part of the trade is conditional on events occurring (e.g. delivery of wheat that is
conditional on good or bad weather).

% Prebisch developed his theory of the economic dynamic between 1945 and 1949. It is reproduced
in Prebisch (1993, pp. 410-489). See footnotes 121 and 141 in volume III of Prebisch (1991) and
page 2 of volume IV of Prebisch (1993).
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all the phenomena in the economy —not just employment and production
phenomena, but distribution phenomena too.*

In addition, the notion of time that comes out of structuralist and
neostructuralist studies equates to historical time. Referring to development
theory, Furtado argued this operates on two levels: first, abstract formulations
of the current growth mechanism, based on models with stable relationships,
and then the application of this to real historical situations (1954, p. 211
and 1964, p. 1). The role of historical research lies in acknowledging the
irreversibility of the historical economic process, which makes it impossible
to eliminate the time factor and the structural differences of economies at
the different stages of development (Boianavosky, 2008a, p. 7).

Acknowledging time as historical implies, for one thing, that development
processes are not linear through time. They are not a succession of stages
characterized by common, homogeneous elements and similar policies, as
was once conceived, or as is still conceived when development is equated
with linear increases in per capita GDP over a given threshold. Furtado (2003,
p- 94) spoke of underdevelopment not as a stage necessarily passed through
by economies that have now achieved a higher level of development, but
as a certain configuration of the economic structure deriving from the way
technical progress spreads internationally (Furtado, 1999, p. 79).#

Similarly, ECLAC has argued that development and its different stages
cannot be measured or evaluated by a per capita GDP indicator, reflecting the
linear conception of development. The idea, rather, should be to seek a broader
configuration of indicators, such as structural gaps (ECLAC, 2010 and 2012b).

According to this approach, there is no clear pre-established order
whereby certain countries have the smallest or largest gaps across all the
indicators considered. The relative size and importance of each gap differ
from one country to another and reflect different bottlenecks and needs.
This being so, the relevance of the different gaps is different in each country,
with some being highly relevant for one country and less so for another,
and vice versa.

For another thing, the idea of “historical time” implies that economic
policy decisions, whether to undertake or refrain from an action in a given
situation, have consequences that are difficult to reverse. Economic policy
does not come down to “doing and undoing”

4 Prebisch (1950).

#  Later, Furtado (2003, p. 88) continued to uphold this position by arguing that efforts to ascertain
the causes of backwardness only become relevant if historically conceived, which requires
another theoretical and critical approach, as Minsky (1986, pp. 4-5) and Davidson (2011) have
done, criticizing traditional economic theory for lack of realism.

This obviously means that development is not synonymous with reproducing the profile and
economic habits of the industrialized countries (the consumption profile, for example).
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F. The external context: centre-periphery
and dynamics

The methodological approach based on observation of a shifting reality
and of a conception of historical time led the structuralists to recognize that
development took place within “a [particular] system of international relations”.*
For the purposes of analysis, this system of international relationships was
characterized by the dichotomy between centre and periphery, which captured
the specificity of developing countries relative to more developed ones and
showed the qualitative differences between their structures.

The centre-periphery dichotomy arose out of Prebisch’s work to
characterize the interdependence of economic evolution between countries,
its peculiarities and, more specifically, the way business cycles in Latin
America were coupled with those of developing countries. Prebisch, like
Marx and Schumpeter, thought that capitalism was essentially a dynamic
form of economic organization, and one that endogenously generated
mechanisms for its future development as it evolved over time. At the same
time, though, capitalism does not operate in a single country, but in a shared
fashion around the world, so that coupling necessarily became a rule of the
economic evolution of countries, including those of Latin America. In his
own words (Prebisch, 1993, vol. 4, p. 224):

“I believe that the cyclic movement is universal, that there is only
a single movement which spreads from country to country [...] It is
not one cycle in the United States [the centre] and a different cycle
in each of the countries on the periphery. It is all a single movement
divided into very different phases, but with markedly different
characteristics, depending on whether it is a question of the cyclic
centre or the periphery. For thisreason, although the processisasingle
one, its manifestations differ depending on where we are situated.”

The categories of centre and periphery, far from being static, are an
evolving concept that changes along with the world economy. From the
mid-nineteenth century to the early twentieth, the centre par excellence
was Great Britain, after which it passed to the United States. Furtado coined
the expression “shift in the dynamic centre” to describe the expansion and
diversification of Brazil’s domestic market in the 1930s, which enabled it to
pursue a strategy for domestic-market-driven growth and thus counteract
the impact of the Great Depression. Growth in Brazil did not drop below its
historical average during the decade of the Great Depression (Furtado, 1999,
pp- 69-73). By this same logic, China too is currently acting as a cyclic centre,
since the country is a source for some of the fluctuations in raw material prices

% The phrase is Prebisch’s, but the text in square brackets is the author’s.
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and the terms of trade that have played a primary role in the dynamism of
the economies of Latin America over the last decade.

The most recent characterization by neostructuralist authors of the
interrelationships between Latin America and the rest of the world in concepts
such as balance-of-payments dominance and the role attributed to financial
flows or the terms of trade in the region’s performance, and the external
constraint propounded by neostructuralists and heterodox economists, are
implicitly or explicitly framed by the centre-periphery concept as conceived
by Prebisch.

Balance-of-payments predominance refers to a macroeconomic regime
whereby the short-term dynamic is determined by external shocks, whether
positive or negative. The idea of balance-of-payments predominance recognizes
the influence of international trade on the dynamic of this balance through
terms-of-trade shocks, as happened in Latin America and the Caribbean in
the 2003-2008 period. Nonetheless, it ascribes a central role to the capital
account and external financing in determining economic fluctuations in
developing countries. Consistently with Prebisch’s idea that cycles in the
periphery are tied to external conditions, Ocampo argues that the dominant
characteristics of recent decades in Latin America the predominant factor in
recent decades has been the steep fluctuations in private expenditure and
balance sheets associated with these cycles (Ocampo, 2011, p. 13) Similarly,
Ffrench-Davis attributes the marked volatility of aggregate demand in Latin
America in the 1990s and 2000s to external factors (ECLAC, 2010, p. 58). He
also notes that while aggregate demand fluctuations in the past were often
due to fiscal deficits financed through money creation, generally speaking, it
may be stated that more recent variations have been due to external shocks,
which have impacted especially the financial account and the terms of trade
(ECLAC, 2010, p. 61).

Heterodox thinking also treats the external sector as a source of
stimulus for aggregate demand and cycles. Going by Kalecki (1969, pp. 45-58),
the cycle theory of Minsky (1982, pp. 36-44; and 1986, pp. 150-151), in an
economy with no government that was closed to the rest of the world,
investment decisions by the non-financial corporate sector would determine
expected aggregate profits.”® Expected profits, in turn, determine firms’
self-financing capacity and debt structure. Expected profits, debt structure
and lender’s and borrower’s risk then determine the volume of investment
made.” In the case of an open economy, apart from investment, the external

1 Minsky (1982, p. 40) argues that profits are the cash flow validating or invalidating any
corporate debt structure. The expected level and stability of profits determine the debt structure
that businesses, bankers and the ultimate holders of assets in the economy will accept.

Two types of risk affect the volume of investment. The first is enterprises” or lender’s risk,
which arises from doubts about the likelihood of the expected returns actually being achieved.
If someone is risking their own money, this is the only risk that counts. However, given the
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sector (and specifically the current account balance) is another of the
determinants of profits, and thus too of firms’ investment and employment
decisions, as well as their debt structure. Minsky (1982, p. 43) remarks that
in the case of a small economy with a small government sector, which is
a very good description of some countries of Latin America, any sudden
increase in the current account deficit or reduction in the surplus will lead
to a deterioration in profits and, possibly, in the financial structure as well.

G. The external context: the centre and periphery
and the external constraint

The centre-periphery dichotomy serves as an analytical basis not only for
examining the origins, drivers and mechanisms behind the spread of cycles,
but also for characterizing longer-term growth and its determinants. Here,
one of the most important efforts, in both the heterodox tradition and the
structuralist and neostructuralist one, has been the attempt to tie longer-
term growth to the external constraint.

In heterodox thinking, the most significant contribution has undoubtedly
been the balance-of-payments-constrained growth model (Thirlwall, 1979;
McCombie and Thirlwall, 1994), based on a dynamic version of Roy Harrod’s
foreign trade multiplier. In structuralism, the relationship between growth
and the external constraint was originally analysed by Prebisch (1991) in the
form of the coefficient of expansion (around 1935), which is analogous to
Harrod’s multiplier.” The constraints imposed by the external sector on the
region’s growth and development are a central plank of the ECLAC Manifesto
(1950) and of the ideas that stemmed from it and shaped the thinking of
ECLAC and neostructuralism. One of the most significant manifestations
of the importance attributed to the external sector by structuralism and

existence of a system for applying for and granting loans, there is a second type of relevant risk
that might be called “borrower’s risk”. This may be the result of moral hazard, voluntary non-
compliance or some other way out of complying with the obligations accepted, or the possible
inadequacy of the margin of security, i.e. involuntary non-compliance owing to expectations not
being met (Keynes, 1936, p. 144; Minsky, 1975, p. 106). Borrower’s risk is subjective and never
appears in contracts. It reflects uncertainty and “animal spirits”. The lender’s risk is objective
and appears in financial contracts in a number of ways: higher interest rates, shorter maturities,
collateral requirements, restrictions on dividends, etc. (Minsky, 1975, pp. 109- 110; Minsky,
1986, pp. 190-193). Minsky (1975, p. 114) argued that a way of looking at investment had been
constructed whereby the “popular estimation” of borrower’s risk and lender’s risk, admittedly
influenced by the past performance of the economy, acts as an immediate determinant of the
dynamic of investment, and thence the economy.

% Prebisch (1991, vol. 3, pp. 249-298, 301-310, 335-342 and 349-370). The coefficient of expansion
measures the strength with which an increase in income caused by higher exports or higher
financial flows leads to greater expansion of domestic economic activity. Prebisch’s analysis of
the foreign trade multiplier is static, an explanation of the switch from one equilibrium position
to another.
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by ECLAC was the concept of the “external bottleneck” deriving from the
constraints on the industrialization process.*

Consistently with their methodological approach of the structuralist
school, the importance of the external constraint was something that was
observed in practice before it came to form part of their conceptual baggage.
Martinez argues that ECLAC thinking about the external constraint was in
large part developed directly from the Mexican experience.®

The notion of growth under external constraint places the organization
of international economic relations via the centre-periphery dynamic at the
heart of the analysis, albeit implicitly. The economic performance of developing
countries (i.e. the countries of the periphery) is largely determined by the
international financial architecture. The current financial and monetary
system is anchored in the United States dollar as the reserve currency, and
countries which do not issue the international reserve currency (such as
the countries of the periphery, including those in Latin America and the
Caribbean), need to acquire and have access to this currency that they
cannot issue (for example through an international reserves accumulation
policy) in order to be able to import (and develop) and conduct international
financial transactions.

Consequently, the domestic policy of the periphery countries is in
large part permanently delimited and restricted by external conditions. It is
in this sense that the growth efforts of these economies are confronted with
an external constraint. More specifically, countries face an external constraint
when their performance (current and expected) in external markets and the
response of the financial markets to this (current and expected) performance
delimit and restrict their scope for conducting domestic policies, including
fiscal, exchange-rate and monetary policy.*

Constraints originally arose because of the growing need to import capital goods and
intermediate goods in excess of exports’ capacity for generating foreign exchange. At ECLAC,
this problem came to be known as the “external bottleneck”. Growing import requirements
should be offset by a greater volume of financial flows. Although the structuralist approach
always conceived of development as a process of structural change, it always showed concern as
well about the imbalances this process could entail, and one of the basic imbalances it identified
was the external imbalance.

®  He made this claim in an interview organized by Carlos Mallorquin in 1997 (Mallorquin, 1998,

p- 147). ECLAC (1957) analysed the problem of the external imbalance for the case of Mexico.

% This definition is based on McCombie and Thirlwall (1999, p. 49), according to whom countries
face an external constraint when their performance in foreign markets and the response of the
financial markets to this performance restrict growth to a rate lower than external conditions
require. This definition assumes that countries grow at a rate lower than the one compatible
with full employment. Consequently, the organization of the global economic system,
including its financial architecture, has a restrictive bias and prevents countries subject to
external constraints from realizing their growth potential. Keynes made a similar criticism of
the international monetary system prior to Bretton Woods (and his “clearing union” consisted
precisely in replacing the contractionary bias with an expansionary character (Keynes, 1980, vol.
25, p. 74: “This transfer would substitute an expansionist, in place of a contractionist, pressure
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The external constraint implies that an economy (especially on the
periphery) is unlikely to be able to maintain a current account deficit for a
long period, except in the case of countries that usually receive substantial
amounts of foreign direct investment or official assistance flows (McCombie
and Thirlwall, 1999). In the long run, countries have to keep their current
account (CA) or basic balance (the current account (CA) plus long-term
tinancial flows (FF)) in equilibrium. In other words:

(1) CA—FF =0 & PyX + F = PrME + OCN

Where, CA = current account; X and M = volume of exports and
imports; E = nominal exchange rate; P, and P, = price of exports expressed in
local currency and price of imports expressed in the foreign currency of the
imports; OCN = nominal value of other components of the current account.

Setting out from this equation (1), the real growth rate of an economy
can be expressed in relation to the terms of trade [1], changes in long-term
financial flows measured in real terms [2] and exogenous changes in the
level of real external aggregate demand [3].

3 T T

[1] [2] [3]

(2)Vppes = 1+6Y+y)pa—e—pr) n(f —Pa) TYrm

Where the variables include y, .= rate of variation in the real growth
of a country at the periphery that is compatible with the external equilibrium
as defined earlier; p, rate of variation of domestic prices (domestic inflation);
p,=rate of variation in external prices (imported inflation); e = rate of variation
in the nominal exchange rate; f = rate of variation in real financial flows;
Yy = Tate of variation of real growth in the rest of the world.

on world trade.”). This inability to achieve the potential growth rate has implications for the
labour market, since under these conditions countries cannot absorb the labour supply, which
results in unemployment, underemployment and informality. The idea that the countries of the
periphery show a tendency to grow below potential is also an important element in the thinking
of Ffrench-Davis, organized around the recessionary gap concept, which will be explained in
more detail in section L. Prebisch (1993, vol. 4, p. 351) thought, along similar lines, that under the
classical schema the volume of production was regular and there was a tendency towards full
employment of production factors and maximization of output. In fact, though, growth comes
in waves because of the way the accumulation process operates. Output does not remain close
to the optimum, but moves alternately towards and away from it in a way that is very wasteful
of production factors and, it may be added, of resources.
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The parameters comprise: y,y = price elasticities of imports and

exports yy < 0; &n = income elasticities of imports and exports, >0 ; 6 and

= proportion of current account debits financed from export earnings and
financial flows, respectively.”

According to (2), the real growth rate of a peripheral country is positively
related to external demand growth weighted by the import and export
elasticity ratio, with increases in the terms of trade (there being a negative
relationship with currency appreciation weighted by price elasticities) and
with higher rates of growth in long-term financial flows.®

There are four ways in the external constraint on growth can be
eased: (i) a permanent increase in the rate of growth in external demand,
(ii) a permanent increase in the rate of growth in long-term financial flows,
(iii) a permanent improvement in the terms of trade (real exchange rate), and
(iv) the implementation of policies for structural change in the countries of
the periphery.

Adopting various simplifications for (1) allows the analysis to be focused
on different issues connected with these four alternatives. For example, an
assumption that changes over time in the exchange rate and the terms of
trade tend to cancel out or amount to little variation in the long run results
in the growth rate compatible with the balance-of-payments constraint being
expressed with reference to financial flows and aggregate demand in the
rest of the world.

()yaper = _n(f —pa) 4 YR

§ §

In the extreme case where the current account remains in balance over
thelong run (i.e, where = 1y n = 0), the growth rate compatible with the
balance-of-payments constraint depends exclusively on the growth rate of
the centre and the income elasticities of exports and imports.

TTYRM

§

(4‘)ybpcf =

The growth rate of a peripheral economy compatible with long-term equilibrium in the balance
of payments derives from a three-equation model. The first equation expresses the growth
rate of imports with reference to the real exchange rate and the growth rate of the periphery
(mp=y(p +e=p )+&y ), the second expresses the export growth rate with reference to the real
exchange rate and the ‘growth rate of the centre (xs =7(p4 —p —€)+73), and the third shows
the dynamic equilibrium of the balance of payments (8(pgr +x)+1f =p +ms +e). The solution
is obtained by substituting the export and import equations into the dynamic equilibrium
condition and resolving this for the growth rate of the periphery.

% These make it possible to finance long-run growth to a greater degree than is compatible with
a current account in balance (McCombie and Thirlwall, 1994). This accords with the position of
ECLAC that only long-term financial flows can raise economic growth.
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This formulation is known in the heterodox literature as Thirwall’s
Law (Thirlwall, 1979). According to this law, which is a particular case of (1),
the long-term growth of the periphery depends on its export and import
income elasticities.

In its analyses of the external constraint, the structuralist tradition
emphasizes the impact of price and income elasticities on long-term growth.”
This emphasis is particularly relevant when it comes to characterizing the
production structures of the centre and periphery. The production structure
of the centre is diversified and homogeneous, while that of the periphery is
specialized and heterogeneous.

In turn, the specialized production structure of the periphery means
that many of its productive resources go into successive expansions of the
primary export sector, while the demand for goods and services is largely met
from imports (Rodriguez, 1977, p. 206). Demand for agricultural products is
fairly inelastic to price