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The renewed currency
of Raul Prebisch

Rubens Ricupero

his article begins with a brief evocation of the main features of the
legacy left to us by Raul Prebisch, not only from the strictly intellectual
point of view, but also as a model of humanism. It then goes on to deal
with the present situation of the world, with special emphasis on trade,
and highlights the return of a war economy mentality and the instability
reigning in the oil market, both of which militate against the greater
investment needed in order for the world economy to grow at a
satisfactory rate. It notes that in spite of all this, in the present
circumstances there has nevertheless been some recovery of growth
and revitalization of trade. Finally, it analyses the structural changes
which have taken place or are under way in the world trade system and,
in particular, the extent to which those changes resemble those that

Prebisch hoped for or fall short of his expectations.
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Introduction

Inthisarticle| should like first of al to recall what, in
my opinion, are the main features of the legacy left to
us by Raul Prebisch, not only from the strictly
intellectual point of view, but also as a model of
humanism. Secondly, | should like to refer to what we
might call the “here and now” —the present situation,
what is going on in the world of today— with special
emphasis on trade, which is my main area of
experience. Due to the circumstances of my diplomatic
life, my long-standing link with trade has been perhaps
my most outstanding characteristic, unlike my four
predecessors in unctap. They did not have direct
experience with the General Agreement on Tariffs and
Trade (caTT), as | did in my posts as chairman of the

eATT Council and the catT Contracting Parties and as
a negotiator, and this experience has perhaps helped
me to develop a different outlook which can only be
gained through experience in the realities of negotiating
trade agreements.

Thirdly, | will review the structural changes which
have taken place or are under way in the world trade
system, and especially the extent to which those
changes resembl e those that Prebisch hoped for, or else
fall short of his expectations. Finaly, by way of abrief
conclusion, | will say a few words about the present
Situation of Latin America, which iswhere | come from
and where | hope to be living again very soon and to
keep on collaborating with ecLac from closer at hand.

Prebisch’s intellectual and humanistic legacy

“...when we contemplate the times we are living in today it is hard
to be optimistic. | believe, however, that we must keep up our struggle,
which does not only concern the international context but also our own

countries. It is not just a question of a new international economic

order but of a new economic, social and ethical order at the national
level too. These are the great problems that we must solve in Latin

America, though they will entail harsh sacrifices’ (Prebisch, 1983).

These were Rall Prebisch’s closing words, on 6 July
1982, at the end of the series of lectures organized by
uNcTAD in his honour in Geneva. They highlight what |
consider to be the most important aspect of all that he
has bequeathed to us: his ethical and moral commitment
to promoting the socia interests of Latin Americans.

| used another quotation from the same lecture at
the beginning of my address at the seminar organized
by ecLac in Santiago, Chile, to commemorate the
centenary of Prebisch’s birth. | entitled that address
“The Globalization of Rall Prebisch”, explaining that

[0 This article reproduces the text of a master class delivered by
the author at the Economic Commission for Latin America and the
Caribbean (ecLac) in Santiago, Chile, on 27 August 2004 as part of
the Fourth Raul Prebisch Memorial Lecture Series.

| was using the term globalization in a dual sense:
“first, to describe Prebisch’s personal and intellectual
progression towards an increasingly universal
dimension: from his native Argentinato Latin America,
and from there to the world economic system as a
whole, in uncTab. Second, to suggest that one of the
best ways of remembering this great Latin American
is to try to imagine what globalization would be like
had it followed his design and intentions, rather than
turning out as it has, generating and provoking a
growing movement of massivergection ...” (Ricupero,
2001).

What | want to refer to now is not the process of
evolution which led Prebisch’s thinking to extend to
increasingly broad aress, to the point where it covered
the whole of the world economic system, but to the
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way that thinking remained valid over time, and the
constant updating it has undergone: what we might call
its renewed currency. Thisis not to say that he never
made a mistake, that his ideas were timeless, or that
we should forget what he himself said in his
contribution to Pioneers in Development: that “my
thinking on development has gone through successive
stages under the influence of changing conditions and
the broadening of my own experience” (Prebisch,
1984).

Far from allowing himself to be immobilized by
immutable ideologies or ideas, “What is noteworthy”
says Jagdish N. Bhagwati, “is the way he has been able
to interact with his economic and political environment
and thus grow as an economist” (Bhagwati, 1984).

The ongoing currency of an ideais hot measured
by drawing up a balance-sheet of hits and misses, but
rather by the ongoing relevance of the topics and
concerns it deals with, and perhaps more by the
questions it raises than the answers it gives. Thus, all
the main themes of Prebisch’s future work and of the
debate in progress today were already present in The
Economic Development of Latin America and its
principal problems (Prebisch, 1949): the centre-
periphery dualism; his “splendid terminology”, as
Bhagwati called it; and the vital importance of
technical progress, the link between foreign trade and
development, foreign investment, import substitution,
interdependence, and commodity prices.

Another basic factor in the influence of Prebisch’s
example was also clearly visible in that now-distant
study: the emphasis he places on making the actual
prevailing conditions the starting point for creating a
vision adapted to the circumstances of space and time.
As he wrote at that time: “The reflective knowledge
of external matters must not be confused with mental
subjection to alien ideas, from which we are only very
slowly learning to free ourselves’ (Prebisch, 1949).
Thirty-three years later, in Prebisch’ s lecture at uncTtab
in 1982, he was to return to this approach: “In those
years of the Great Depression, a phenomenon of
intellectual emancipation began in Latin America
which involved looking at the theories of the “centre”
with acritical eye. Not with an attitude of intellectual
arrogance —for those theories nevertheless have great
value— but with a realization that they need to be
subjected to critical study. (...) it isthis critical study
which makes us strive to seek our own paths to
development —paths that do not involve imitating
anyone— and to try to understand those conditions and
meet the economic, social and moral demands of

development —in other words, paths based on equity”
(Prebisch, 1983).

He never gave up his attitude of consistently
trying to judge theories in terms of their practical
results, making that a test of their viability. His
references to what was going on in the world —in the
countries of the " centre”, in the United States, and most
often of al, in Latin America— made him a thinker
who was always open and willing to accept change,
new developments and self-criticism. Living as he did
in the same years when Ortega y Gasset coined his
famous phrase “man is himself and his circumstances’,
he was an outstanding embodiment of the American
condition as well as of his own personal and national
sSituation.

In this sensg, it is strange that in his essay on his
“five stages’ (Prebisch, 1984) he does not enlarge on
his own experience of “globalization” (corresponding
to the fourth stage: that of his period in uncTaDp), and
this did not escape the attention of two of the
commentators on that text (Albert Fishlow and Jagdish
N. Bhagwati). This should not be seen, however, as a
reflection of a stronger sense of frustration or failure
regarding that stagein hisintellectual career, since his
last texts on Latin America at the time of the military
dictatorships and the debt crisis in the “lost decade”
of the 1980s were not exactly filled with hope either.
The explanation, | believe, is simply that he had to
return every time to the Latin American environment
in order to nourish his understanding of the world on
the basis of areality which he knew so well. HisLatin
American roots were so deep that this became a habit,
perhaps unconscioudly, to such a point that in a text
intended in principle for an international audience and
dealing with the devel oping countries and the periphery
asawhole, at the end he moved from the genera (the
international level) to the specific, saying “These are
the great problems that we must solve in Latin
America, though they will entail harsh sacrifices’
(Prebisch, 1983), as though those problems were not
the same on other continents.

In the same text, he expressed hisregret that “when
these great years of prosperity came and we allowed
ourselves to be dazzled by the centres, this effort to seek
our own ways was interrupted” (Prebisch, 1983). In a
surprising preview of some present trends, he criticized
the fact that “the mutual trade initiatives among the
countries of the region were considerably weakened
because we believed that a new erawas dawning for the
world in which exports of manufactures to the centres
would solve the great problems of the external
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bottleneck ..... We let ourselves be seduced, as is
perhaps only natural, by the consequences of the
prosperity of the centres. The pendulum swung to the
other extreme: no more import substitution, no more
mutual trade efforts, our whole future lay in outward-
oriented growth and in taking advantage of the markets
of the centres’ (Prebisch, 1983).

These words describe what is happening today
even better than what was happening in 1982, which
was to be marked, a few months after the uncTAD
meeting in July of that year, by the beginning of the
long external debt crisis of the region, with the
Mexican collapse in October and the ensuing lost
decade or decade and a half. It would not be hard to
find further examples of Prebisch’s extraordinarily
perceptive and almost prophetic foresight and his
capacity to predict many phenomena which are now
of more obviously decisive importance than they were
when he described them.

Instead of making an exhaustive list, however, |
will now highlight two fundamental and permanent
aspects of Prebisch’sintellectual legacy. Thefirst iswhat
might be called his attitude towards the world: his search
for atruly Latin American path, based on our own actual
situation, as one of his main criteria for critically
appraising and adapting imported theories and therapies.

The second iswhat lies at the root of the criticisms
he levelled against the excesses committed in the Latin
American governments' radical change of coursein the
1980s, which he sums up as follows: “.... looking
around us, we have turned our backs on a policy which,
in my opinion, with all its undoubted defects and faults,
we should have continued to follow, taking advantage
of our accumulated experience in order to perfect it”
(Prebisch, 1983). The reason for his rejection of what
he called “conventional theories’ was that they took
no account of the social structure and its continual
changes. Apart from the shortcomings he identified in
the explanatory capacity of conventional theories, even
with respect to the economic system of the centres,
what seemed most serious to him was that, when
applied to Latin America, those formulas would make
it necessary to leave out “the great mass of the
population which industrialization had reached only to
avery incipient extent” (Prebisch, 1983).

The process of marginalization begins with the
frantic imitation of the centres advanced forms of
consumption by the elite social groups of the Latin
American periphery. Thanks to the enormous
disparities in income distribution, those groups were
able to rapidly assimilate the centres’ forms of

consumption. This occurred “to the detriment of the
accumulation of reproductive capital, which isthe only
thing that can solve our problems of socia exclusion:
that is to say, the fact that great masses of the
population are relegated to the bottom of the system,
with low incomes, very low productivity, and a large
number of unemployed, because not enough
reproductive capital has been accumulated to increase
the employment and productivity of the masses’
(Prebisch, 1983).

That description of the Latin American situation
was penned exactly 22 years ago: the space of a
generation. We would all liketo be ableto say that it is
no more than that: something from the past, now
overtaken by progress, that ultimately belongsto atime
which is now on the way to oblivion. Can we still
maintain such a position, however, when we read the
Preliminary Overview of the Economies of Latin
America and the Caribbean 2003 (ecLac, 2003),
published in December of last year? This overview
contains the following words, which deplore the fact
that, in spite of the growth registered in 2003, the
region’s per capita cop remained flat, at a level 1.5%
below that of 1997: “The six years of negative per capita
growth caused social damage that will take time to
reverse. There are 20 million more poor Latin Americans
in 2003 than there were in 1997. Unemployment has
increased by two percentage points during this period
and is now at 10.7%" (ecLac, 2003). Elsewhere, the
same publication informs us that in that same year, 44%
of the region’s population was living in poverty.

| am well aware, of course, that these disturbing
figures are the result of a particularly adverse set of
factors including, among others, the financial collapse
in Argentina in 2001 and the economic and social
consequences of the political problems in Venezuela
and other countries. | am also well aware that they
represent a region-wide average and that there are
comforting exceptions in which countries have
significantly reduced poverty and increased growth
thanks to sound macroeconomic policies, asin the case
of Chile, which al of us admire. It is likely, too, that
the more promising growth prospects in 2004 and, |
hope, the coming years in general will soon bring
positive results in terms of reducing unemployment.

Nevertheless, there are undeniable realities which
cannot be ignored and which make it possible to argue
that Prebisch’s views continue to be valid today.

Thus, armed with this legacy which permits usto
take a clear-cut stand, with a moral commitment to
socially equitable development and with a critical
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intellectual attitude devoid of ideological prejudices
and based on our real situation, we will now close this
section and go on to the next one, inspired by another

exhortation of Prebisch, which formed the title of the
lecture he gave in Medellin shortly before his death:
“It is imperative to renew our ideas’.

The here and now

Thisarticle is based on the Prebisch lecture | delivered
at ecLAc on 27 August 2004, three years after the events
held at ecLaAc to commemorate the centenary of
Prebisch’s birth. On that first occasion, | spoke on 28
August 2001, exactly 15 days before the terrorist
attacks that changed the world on 11 September of that
year.

Of course | had then no idea of what was going
to happen in the world or the changes that would take
place from that moment. | will not try to make an
exhaustive list of those changes, but will merely refer
to a few of them which have had an influence on the
world economic and trade situation, which ismy main
subject.

| should like to note first of al that what has really
changed is that we have once again come to livein a
war economy. In some respects, it sometimes seems
that we have gone back to the 1970s, when the war
economy due to the Vietnam conflict combined with
other factors which are not present today, such as
inflation.

At the present time, we have at least two
conditions which are similar to those prevailing at that
time: awar economy, once again combined with great
instability in the oil markets. When | speak of a war
economy, what | mean is that we have now left behind
us the mental atmosphere in which the prevailing idea
was that what mattered was economic globalization.
Between the fall of the Berlin Wall and the terrorist
attacks of 11 September, the factors which were
considered important were the market, globalization,
and the facilitation of all kinds of transactions. We have
now passed from that mental attitude to another which
is dominated by the concern for security. The United
States claims that it is engaged in a war on terrorism,
and we have no idea when that war will end. In less
than three years we have had awar in Afghanistan and
another in Irag, and we are already reading in the
newspapers that there are plans, not to go to war, but
to destabilize countries such as Iran. These are serious

plans announced in such respected papers as the
London Times.

Thisis a period of almost constant mobilization,
in which one conflict leads not to peace but to a new
conflict, with ever-increasing use of human, military
and financial resources. How will al this end? | have
no idea, and | do not wish to make any predictions. |
am simply noting the fact that there is a war economy,
whose first consequence is the excessive strengthening
of the State and its powers. The State is being
strengthened vis-a-vis the market and civil society, and
it is being strengthened because military, strategic,
security and political considerations have become a
question of life or death. As Napoleon said, “the
intendancy goes on”: the economy, trade, finance, etc.
must all go on.

The State lays out resources to strengthen its
security. This is why, in the United States electoral
campaign, concern over the fiscal deficit is less
important than strategic concerns. This is why
extraordinary increases in budget allocations are
approved in order to create new capabilities in respect
of external or internal security. It thus represents a far-
reaching change. | do not know how long it will last,
but in my opinion, it is incompatible in the long term
with the original idea of globalization.

What was the idée-force of globalization? It was
the belief that while frontiers would continue to exist,
they would become irrelevant because transactions,
which would be increasingly easy, would not be carried
out from one side of aborder to the other (cross-border
transactions) but would leapfrog them (trans-border
transactions), like the electronic transactions effected
over the Internet, which are not registered by any kind
of customs authority. That was the conviction
underlying globalization: that goods would transcend
frontiers, as would companies (but not workers, for this
was never added), loans and investments.

If the excessive concern with security lasts too
long, it will not put an end to globalization, but it will

THE RENEWED CURRENCY OF RAUL PREBISCH « RUBENS RICUPERO



12 CEPAL REVIEW 84 -

DECEMBER 2004

raise more obstacles to it. Anyone who has visited the
United States recently knows what | am talking about,
S0 not many more examples are needed. There has been
aradical and important change: a return to the spirit
of awar economy. What happened in an area of high
strategic value for oil production obviously has an
impact on the price of that product. Among the many
reasons (explicit or implicit) given in order to explain
the war in Iraq —the existence of weapons of mass
destruction, possible links with terrorist movements—
there was always the idea that a pacified, democratic
Iraq would be one more guarantee of a steady supply
of ail. Thisreason too has proved to be false, however,
because now the frequent interruptions in Iraq’s oil
production are one of the factors behind the volatility
of oil prices, together with the increased demand of
countries such as China, the problems in Russia over
the Yukos company, the political problems in
Venezuela, and especially the worst nightmare of all:
the growing instability of Saudi Arabia.

Saudi Arabia alone produces over 10% of the
world’s ail. In 1979, when the revolution of the
ayatollahs caused the withdrawal of Iranian oil from
the market, even though the volume of Iran’s oil
production is not comparable with that of Saudi Arabia
the price per barrel soared to a level which would be
equivalent to US$ 100 today. What would happen if
something similar took place in Saudi Arabia? | am
singling out these two factors, the war economy and
oil, for avery smple reason: they both affect the sense
of security of those who have to take investment
decisions.

The world economy will only grow at a satisfactory
rate if the level of investment isincreasingly high. In a
situation like that of the present, where the main
concern isinsecurity and the unpredictability of awar
economy and of oil prices, no major new investment
trends are to be expected. | believe thisis an extremely
important factor in the present situation, although there
are many others to which | will not refer here. Even
so, we have been fortunate in that, after the brief
recession in 2001, which followed, among other things,
the big rise in ail prices in 2000, the world economy
nevertheless began to recover to the point where there
are already growth estimates of around 4% for this
year. This is largely due to the growth of China and
India and the recovery of the United States economy,
although the latter is aready beginning to raise doubts
because of the less promising results of the second half
of 2004 and the enormous increase, by over US$ 9
billion, in the trade deficit of that country in June.

This climate of growth has brought with it a
revival of world trade, which, after an exceptional year
in 2000, with growth of over 13%, followed by a
contraction of —1% in 2001 and some signs of recovery
in 2002, turned in a growth rate of 4.5% in 2003. The
excellent Preliminary Overview of the Economies of
Latin American and the Caribbean 2003, published by
EcLac in December of that year, showed how this
growth has enabled Latin Americato post several new
records for export growth, a trade surplus of US$ 41
billion, and a current account surplus of US$ 6 billion.
The publication in question indicates that nearly all the
countries, with a few notable exceptions, turned in a
good performance. We have aready seen the first fruits
of this recovery in trade, and the tendency has been
further accentuated this year. The most conservative
estimates —such as those of the World Trade
Organization (wto)— indicate that trade could grow by
7% in 2004. The most recent data of the Organisation
for Economic Co-operation and Development (oecp)
point to growth rates of 8.6% this year and possibly
10.2% next year, provided the factors affecting world
growth, such as oil, do not cause too many problems.

It is true that, at least in many continents and
regions, this growth is explained largely by changesin
exchange rates and the prices of goods and services.
Thisisnot so in Latin America, and still lessin Asia,
but in Western Europe much of the growth is due rather
to factors connected with exchange rates and prices.
Nevertheless, it must be acknowledged that 2004 has
been an exceptional year in terms of trade, and the
future prospects are good too, as shown by the figures
for next year announced by oecp.

We find ourselves up against a paradox, however:
how is it that in a year in which ailmost everything is
going so well, only the trade negotiations are going
badly? Normally, when the world economy is growing
and there is arecovery in most commodity prices, the
natural situation is for such negotiations to make
progress. We have recently observed, however, that on
the contrary there were problems in the Cancun
negotiations last year and in the Geneva negotiations
this year, which made no progress right up to the last
moment, raising fears that no agreement would be
reached. The negotiations on the Free Trade Area of
the Americas (FTaA) have practically ceased to exist,
at least in the form in which they were originally
proposed, and Fraa is no longer the same scheme that
was originally proposed 10 years ago. The negotiations
between mercosur and the European Union have
likewise made little headway. Some free trade

THE RENEWED CURRENCY OF RAUL PREBISCH « RUBENS RICUPERO



CEPAL REVIEW 84 -

DECEMBER 2004 13

agreements have been signed, such as the one between
Chile and the United States, but none of them could
be called alandmark in terms of important issues. The
agreement between Australia and the United States, for
example, has had practically no immediate positive
impact in thorny areas such as agriculture.

What is the explanation for this apparent
contradiction? In my opinion, the explanation is very
simple: the problems are political rather than economic
or trade-related. Thus, the trade negotiations in GaTT,
which concentrated for many years on tariffs for
industrial goods, have practically run out of steam,
because the easy issues have already been dealt with,
and what isleft is much more difficult. The hard-core
issues concerning protectionism —what was called at
Geneva the unfinished business of the Tokyo and
Uruguay Rounds (i.e., the unfinished business of all the
rounds)— remain to be solved.

GATT was able to make rapid progress in the
1950s, 1960s and 1970s because it left out the most
difficult issues: agriculture, textiles, clothing, and
footwear and leather products. All these products were
isolated and made subject to special rules.

Progress has been made in the sectors where all
the parties have wanted to make headway, but sooner
or later it will be necessary to deal with the most
fundamental problems. Theseissues were left aside for
a very good reason, because they are extremely
complex, and now that the day has come to tackle
them, all those concerned are beginning to realize that
the challenge is very great indeed; not something that
isgoing to disappear after the United States elections.
With regard to agriculture, for example, | am quite sure
that the difficulties will be very great and will last for
many years. This is due not only to the reluctance of
Europe and the United States, but also of big
developing countries such as China, India, etc.

This problem of the current situation had an
encouraging result a few weeks ago: a framework
agreement which merely served to stop the negotiations
from coming to a halt altogether. In reality, if one
analyses the real content of this agreement, it must be
acknowledged that it is extremely minimalist. Its main
advantageisthat it avoided the worst: i.e., it prevented
the Doha Round from dying in its tracks. That Round
was due to end in late 2004. If it had not even been
possible to agree to keep on negotiating, it would have
starved to death for want of encouragement. The
agreement which has been reached, which is built on
anumber of creative ambiguities, makesit possible for
the negotiations to be resumed next year. This type of

ambiguity exists in the agricultural sector, in the so-
called three pillars of agriculture. With regard to export
subsidies, the idea is accepted that some day, in an
uncertain and unknown future, they must be eliminated.
But when? No-one knows, and the objective can only
be attained if there is paralléel progress regarding other
forms of subsidies, credits, food aid, etc.

With regard to internal agricultural support
measures, athough it is true that agreement has been
reached in principle on limits which must not be
exceeded, it isalso true that it has been agreed, at |east
in principle, to take quite a flexible view on the so-
called “blue box”,! thus opening up the possibility of
allowing countries like the United States to legalize
through the negotiations what they lost under the
dispute settlement system. The agreement does not say
in as many words that this will happen, but it does
leave open that possibility.

With regard to access to markets for agricultural
products, everything remains to be done. The agreement
onindustrial productsis quite vague, and it does not lay
down any rulesfor defining whether negotiation in some
sectors where tariffs would be reduced to zero should
be obligatory or voluntary. Somefive, six or seven key
guestions remain to be settled in the negotiations, and
it isimpossible to predict the result.

In spite of all the foregoing, however, the
agreement is undoubtedly a positive step forward and
represents the most that could be achieved at that
moment. It makes it possible to keep the multilateral
system alive, since thanksto it the negotiations can be
resumed with greater enthusiasm, once an unfavourable
political situation has been left behind. | believe there
is a reasonable possibility that these negotiations will
finish, not in 2005 but, at least in terms of their
fundamental aspects, at the end of 2006. The negotiating
mandate giving the Executive the United States Trade
Promotion Authority expires on 1 June 2005, but it
contains an almost automatic renewal clause for two
years, i.e., up to June 2007. In my opinion, the most
likely outcomeisthat the negotiations will be successful
and there will be steady progress. In other words, |
would wager that the results will be moderately
positive in the not too distant future.

1 The term “blue box” refers to internal aid measures to limit
production which are specifically devoid of any reduction
commitments, according to the bilateral agreement between the
United States and the European Union.
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'V

Structural changes in the international

trade system

I will now analyse what | consider to be the main
structural changes, not in the areas of political issues
or security, but specificaly in the trade system. | will
not try to deal with everything that Prebisch proposed,
but will concentrate on some fundamental aspects of
his thinking, in order to determine how and how far
they have evolved in practice.

| shall refer first of all to theworld trade system:
what did Prebisch expect from the institutionalization
of this system? Secondly, | will deal with the export
of manufactures, and thirdly with the real reciprocity
—not the merely legal or apparent reciprocity—
displayed with regard to the developing countries and
the “special and differentiated treatment” under the
Generalized System of Preferences. | will also deal
with the question of services, although these were not
part of Prebisch’s concerns. Finaly, | will make some
remarks on a matter which he anticipated very well:
interdependence.

| should like to make it clear that what | will be
doing issimply to set forth the problems, because | do
not really have many proposals to make for their
solution. That is the challenge we will all have to face
in the future. The first problem is that of the
international or multilateral trade system. | will take
as my starting point the great report that Prebisch
presented to the first session of unctap 40 years ago,
in 1964. In that report, Prebisch said that catT was far
from attaining the universality it needed in order to be
really effective and international. At that time, the
members of catT numbered a little over 60.
Furthermore, as he said, GaTT was not a supranational
organization capable of adopting rules that would
prevail over nationa laws. In that respect, there has
been rapid progress, since in 1995 the World Trade
Organization (wto) was set up at the meeting in
Marrakesh, athough it did not have the features that
Prebisch had envisaged for an organization of that type.
Nevertheless, the wto is an organization which has
some supranational features and comes close to
universdity, although it is not yet completely universal.
China recently became a member, but countries such
as Iran have not yet been admitted, and political

reasons prevent the initiation of negotiations for this.
Saudi Arabia and the Russian Federation are not
members either, and various countries of the former
Yugoslavia, as well as Vietnam, are still in the
negotiating stage. Even so, the wto currently has 149
members, which is pretty reasonable in terms of
universality. In this sense, it can be said that the vision
set forth in Prebisch’s report has been turned into
reality.

With regard to the second point, the export of
manufactures, there is no point in repeating what
everybody already knows. For Prebisch, the solution
to the problems of developing countries such as those
of Latin America is industrialization, combined with
the possibility of exporting more and more
manufactures to the centres. His constant struggle was
aimed at opening up the markets of the centres so that
the manufactures of countries on the periphery could
have access to them, and he criticized the reluctance of
the centres to open up their markets for the products of
mature industries. This is an interesting case in which
Prebisch’s expectations have largely been fulfilled, but
the results have not been al that he hoped for.

Today, over 70% of the exports of the developing
countries as a whole are manufactures, albeit with
differing degrees of technological content. The
developing countries’ share in global trade in
manufacturesis very high and is growing al the time.

This phenomenon has brought with it two main
problems, however: first, there is a high degree of
concentration of those exports, and second, the export
of manufactures has not aways brought the benefits
that Prebisch expected from technological progress and
the increase in productivity and value added.

Thefirst of these problemsis clearly visiblein the
case of China. Everyone knows that China currently
tends to attract all the mature industries of the world.
The North Americans, for example, have already
transferred to China whole segments of their
manufacturing sector which no longer enjoy protection
in the United States. The products of those industries
are no longer manufactured in the United States, but
United States companies produce them in China with
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Chinese labour. The same occurs in the case of many
other products in which China has advantages,
especialy in terms of labour costs, with the result that
entire industries have migrated to China.

The case of Braxzil is well known. In the 1970s,
Brazil was the main exporter of footwear to the United
States. Today, however, Brazil provides only 6% of
United States imports of footwear, while China
provides over 60%. To some extent, the transfer of
mature industries has also acted to the detriment of
other developing countries. It is not only a question of
the Mexican maguilaindustry, where it is well known
the Mexico haslost 250,000 jobs in this sector in recent
years. Other countries, such as Vietnam, are also
following the same path. In other words, it may be said
that the phenomenon of increased exports of
manufactures has basically been concentrated in East
Asia. Even among the other Asian countries, there is
now a tendency to transfer those industries to China
and Vietnam. Taiwan, for example, is holding on to
research and design activitiesin the field of electronic
goods but increasingly manufacturing its physical
products in mainland China rather than on the island.
This phenomenon has done nothing to benefit Latin
America

The second problem is that it is not enough to
export manufactures with a high content of technology:
what really mattersis the value added in such exports.
What isthe increase in what might be called the index
of value added in the manufacture of export products?
What has happened is that many countries which
export technologically sophisticated products do so
basically on production linesin which they import the
inputs, assemble them, and then re-export them. This
is what occurs in the maquila firms, but it is not the
only case in which the actual value added isrelatively
insignificant.

The contribution to the local economy made by
this type of activity does exist, and it is positive in
terms of employment, wages and other aspects, but it
has nothing to do with Prebisch’s dream of real
technological progress that spreads to the whole of the
economy. In away, these activities tend to be enclaves
within an economy and have few linkages with the
other sectors.

What has happened in this respect in comparison
with what was envisaged in the 1960s? In those days,
economists did not have any clear idea of a
phenomenon to which we are completely accustomed
today: that production would cease to be of a national
nature. Through the transnational corporations,

production has come to be broken down into stages,
which these firms all ocate to their various subsidiaries
for the production of particular goods or services in
order to obtain economies of scale through
specialization. What is strange is that this phenomenon
has been ignored for so long, because in Latin America
we were witnesses of the beginning of this tendency
long before anyone talked about globalization. When
| was a young man, | lived in Buenos Aires as the
officer in charge of the Brazilian trade office. At that
time, Brazil still exported to Argentina the same
products as in the nineteenth century —pinewood,
yerba mate, bananas and coffee— and this began to
change thanks to an idea put forward by ecLac and
Prebisch: the Latin American Free Trade Association
(LaFTa), which was formed as a result of the 1960
Treaty of Montevideo. That treaty opened up the
possibility of negotiating what were called sectoral
integration agreements. What happened, however, was
that we Latin Americans did not have continental-level
firms. Our firms were national, local, provincia and
those who took full advantage of the treaty were
companies like ism, Olivetti or Burroughs, which made
use of these agreements by dividing up their production
lines and manufacturing some things in Mexico and
others in Argentina or Brazil. This was the beginning
of what would later become one of the two great
motive forces of globalization. One was the revolution
in telecommunications and information technology,
while the other was the internationalization of
production and distribution chains.

What Prebisch had in mind when he advocated the
transfer of mature industries to Latin America was a
national system of integrated production. He had not
anticipated that this would take place as it did. It may
be added that there is something we have always lacked
and still do not have: an awareness of the need to
promote services. We are now witnessing an
extraordinary phenomenon in this respect in India,
which is already exporting over US$ 15 billion in
services through external subcontracting, software and
the operation of call centres.

Some Caribbean countries are also doing this, but
in Latin Americawe are still not really prepared to take
advantage of the great potential of services.

The developing countries talk a lot about
manufacturing but very little about services, which is
asector inwhich al of them are very vulnerable. India,
for example, is very concerned about this, because in
thisfield there are no clear legal commitments designed
to protect subcontracting. If tomorrow a country like
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the United States or France decides to take measures
againgt external subcontracting, those measures will not
be considered illegal, because among other things—and
this is a really ironical situation— few of the
developing countries have adhered to the Tokyo Round
agreement on public sector purchases, which is where
protectionist-minded politicians now want to impose
limits.

Today, both ecLac and uncTap are working harder
in this respect and addressing problems to which we
had perhaps failed to pay due attention: i.e., those on
the supply side of the production system. Through the
important work of Fernando Fajnzylber, ecLac put
forward the issue of changing production patterns with
social equity. Even so, not much progress has been
made in this field either in changing production
patterns or in equity.

Undeniably, we are tending to go back to the past
in terms of exports. There are some worthy exceptions,
but in general we are returning to a situation of
specialization in products based on natural resources.
The case of Brazil istypical. Except for some examples
such as the sale of aircraft by EmBRAER, Brazil’s main
export successes are in the field of agro-industry
(basically agriculture and stock-raising).

Another issue of a more structural nature is that
of trade blocs. This was not one of the subjects dealt
with by Prebisch: quite to the contrary. He wanted to
achieve the integration of Latin America and of the
developing countries in general. Until recently, there
was a great deal of talk about how the world was on
the way towards splitting up into three great trade
blocs: Europe, with the Euro asits currency; ourselves
and the United States in the Western Hemisphere, with
the dollar, and the Asians, with Japan and the yen. This
has only occurred in part, however. The great bloc
which has really arisen is that of the Asians with the
United States. The real situation of the world trade
system and the world system of payments is that the
Asians are growing thanks to the United States market
and are buying dollars and Treasury bonds so that the
North Americans can continue to be not so much
lenders of last resort as consumers of last resort.

We have reached a very curious situation of
symbiosis. Someone said that today there are only two
kinds of developing countries. In the first category are
those that finance their development by exporting to
the United States and building up reserves which
prevent the depreciation of their currencies vis-a-visthe
dollar, while at the same time protecting them from the
volatility of world financial resources. These are Asian

countries, especially China and of course Japan, which
is one of the main members of this group. The other
category of developing countries, which includes the
Latin American countries, comprises those that do not
manage to finance their needs with their exports and
have to do so by resorting to indebtedness.

This system has some disturbing features, since
it is based on the aimost unlimited capacity of the
United States to absorb all the world's imports. |
always compare that country with the black holes in
astronomy. The United States is receiving 10% of
world saving. Nothing like this has ever been seen
before. It isthe great consumer, while at the same time
it is financed by the other countries. It has a trade
deficit of over 5% of its cpp which continues to grow
in spite of the relative depreciation of the dollar vis-&
vis the European currencies. Thus, it is the Europeans
who are paying for al this. Thisis the real situation,
rather than the blocs referred to in the past. The fact is
that the United States has never accepted regional
limits on its actions. Among the free trade agreements
it has signed are treaties with Jordan, Morocco, and
with African countries under its special “African
Opportunity Act”. The United States does not accept
the idea that Africa is the backyard of the European
countries, and it is disputing that situation inch by inch.

Prebisch envisaged reciprocity in real, and not
merely legal, terms. This means aform of reciprocity
which takes account of the differences in level of
development and economic structure between
countries. This gave rise to his idea of the Generalized
System of Preferences, which was established at the
first session of unctap but which has not been adopted
in the way that he expected.

Prebisch wanted the system to be multilateral, and
not a unilateral system in which each country discusses
and decides how it wants the preferences to be. All
these ideas are now under heavy pressure in two
different directions. There is a growing tendency
towards the multiplication of bilateral or regional free
trade agreements; these agreements almost always
completely or largely ignore the differencesin level of
development and impose a more legalistic type of
reciprocity. In addition to this phenomenon, there is
another point which must be taken into account: the
fact that Prebisch’ sthinking, or that of uncTap in 1964,
which saw the developing countries as a compact,
almost undifferentiated universe, does not correspond
to the new redlities of the world.

One of those new readlities is the appearance on
the scene of China: something that no-one could have
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imagined back in 1964, on the eve of the Cultural
Revolution. Is China a developing country, or is it
rather a developed country with a capacity to compete
in line with very special economic rules? Generally
speaking, the Asia-Pacific phenomenon stands at the
other extreme from the so-called less developed
countries: the 50 countries which are the poorest of the
poor, the indigents of the world. In order to enter this
category of the United Nations, it is necessary to be
so poor that of the 35 countries of the Western
Hemisphere, which of course includes Latin America,
only Haiti is among those 50, out of which 34 are
African, while East Timor has been the last country to
join this group. Clearly, these countries are
heterogeneous and they are very different from the
Latin American countries, both in their history and
their economic structure. Many of them have a
practically subsistence-level agricultural economy.
They are at avery different stage from that of the Latin
American countries. What | am about to say will upset
some developing countries, but this differentiation will
sooner or later be reflected in the trade rules.

It is very difficult to imagine how countries like
China, India, Brazil, Argentina and others can receive
the same treatment as Burundi, Benin, Chad, Rwanda,
Tanzania or Bhutan. Differentiation is one of the great
challenges that is facing us. | could say a great deal
more on this problem, but here | will limit myself to
noting that thisis one of the issues that were not clearly
identified or dealt with in Prebisch’s agenda.

I would not like to close my analysis of the
changes in the world trade system without at least
mentioning two fundamental matters. One is that we
are witnessing a change in the very bases of the
multilateral trade system. This system developed from
the nineteenth century onwards on the basis of the
principle of non-discrimination and the most-favoured-
nation clause, which are expressed in the first two
articles of the General Agreement on Tariffsand Trade.
The proliferation of free trade agreements which
exploit in a very dangerous way the terms of article
24 of the General Agreement, however, has permitted
the continual erosion of that principle. In order to
justify this erosion, it is claimed that free trade
agreements are the elements with which to build atrade
system which is totally free of hindrances. In reality,
however, this is not the case, since very often those
treaties create hindrances that did not exist before. To
give only one example: the North American Free Trade
Agreement has established rules of origin for textiles
or automobile parts which did not exist before and

which constitute new hindrances to the free flow of
goods.

| witness this trend with great concern because,
as a former Chairman of the Contracting Parties of
GATT, | fedl that it ismy duty to defend the multilateral
trade system. | also find it a matter of serious concern
that, out of the whole trade of the United States, over
40% is governed by rules on preferences.

Anyone who speaks of such rulesis automatically
talking about rules that are discriminatory, for a very
simple reason: “preference’” means choosing one
country or thing over another. Such differentiation is
therefore automatically discriminatory. | often get the
impression that what is happening today with regard
to the system of trade is rather similar to what
happened between 1971 and 1973, when a series of ad
hoc spot decisions taken unilaterally by President
Nixon practically wiped out the bases of the Bretton
Woods system, at least as regards two of its
cornerstones. a system of reasonably stable exchange
rates, and full and free convertibility between the dollar
and gold. The institutions set up as aresult of Bretton
Woods have survived: the International Monetary Fund
(mvF) is still there, but we now have a system of
fluctuating exchange rates which has nothing to do with
what was agreed upon in the Articles of Agreement of
the iMF in 1944. The imF is now something else, a
completely different system, and | fear that something
similar is happening with the multilateral trade system.
It is not that the system is going to die away, but it is
being radically changed.

The second matter istheidea of interdependence,
which was so important to Prebisch, who continually
insisted that it was in the interest of the North —for its
own benefit, of course— to promote the industriaization
of the South. Prebisch always persisted with this idea:
that progress —the industrialization of the South—
would create an ever-growing demand for the
sophisticated products and technology of the North
which would represent an additional source of demand.
Thisis currently being proved in the case of China, to
a spectacular extent. No-one could ever deny that this
is the role that China is now playing, above all with
respect to Japan. It iswell known that one of the main
causes of the recent improvement in Japan’s position
is its export trade with China, which is growing
extraordinarily fast. The sameis also true not only with
respect to the United States and many Asian countries,
but also Argentina and Brazil, for which China has
recently been the recipient of 10% and 7% of their
exports, respectively. This role that the growth of the
South can play in terms of boosting world trade is not

THE RENEWED CURRENCY OF RAUL PREBISCH « RUBENS RICUPERO



18 CEPAL REVIEW 84 -

DECEMBER 2004

in the least to the detriment of the North, sinceit helps
to increase the demand for the goods of countries like
the United States.

It is interesting, for example, to observe what is
happening in the case of South Korea and also
Malaysia and other Asian countries. For these nations,
over the last two or three years China has become their
main market, surpassing that of the United States. It
might even be thought that they could do without the
latter country, but that is not so, for in the final analysis

V

the United States will always be important. What does
China import from South Korea? It imports different
kinds of electronic components that the Chinese then
use on their assembly lines, incorporate in finished
products, and re-export to the United States. Thus, at
the end of the line there is the great “black hole” of
the United States market. Once again, we have this
gigantic bloc to take into account, so that South-South
trade is not an aternative, but something that exists
side by side with North-South trade.

By way of conclusion

In conclusion, | should like to quote a statement by
Prebisch which | dways like to recall, because it forms
part of the final section of his report to the first session
of uncTAD, 40 years ago. It has a great deal to do, not
so much with the matters dealt with in this article, as
with the underlying problems. Asyou will have noted,
in most cases | have not offered solutions but instead
have set out the problems that we will have to face.
Prebisch (1964) said in this respect: “Realism is
also foresight, and an elementary sense of foresight
should cause us to interpret the trend of the events that
are occurring in the developing world”. For this, he
went on, the pages of his report were “an act of faith
regarding the possibility of persuading and
compenetrating with these ideas where it is necessary

to penetrate and where there is a possibility of giving
rise to constructive reactions’.

He concluded his exhortation as follows:

“The facts are there, it cannot be denied. And if
the ways of facing them suggested here are not
acceptable, then we must seek other ways which are.
Because the problem is inescapable. The world had
never had to faceit in thisform or in these dimensions.
Nor had the world ever had the enormous possibilities it
now has to solve it, however, or the conviction —which
is growing every day— that it is also possible to act
in a conscious and deliberate way on the forces of
technology and economicsin pursuit of grand designs’.

(Original: Spanish)
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Method and passion
In Celso Furtado

Luiz Carlos Bresser-Pereira

he method that Celso Furtado used was essentially historical; his
passion —a measured passion— was for Brazil. In the second half of the
twentieth century no intellectual contributed more than him to the
understanding of Brazil. He was committed to its development, frustrated
with its incapacity to achieve it, and always acute in analyzing the
economic and political challenges that the country successively faced. In
order to demonstrate these ideas, this paper presents a broad review of

Furtado’s work.
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Introduction

If there was an intellectual who, in the second half of
the twentieth century, gave amost decisive contribution
to the understanding of Brazil, | would not hesitate in
stating that that person was Celso Furtado. He did not
merely offer economic explanations for our development
and underdevelopment. More than that, he situated
Brazil in a world context, analyzed its society and its
politics, and offered solutions for the major problemsit
faced. In order to achieve this task, as ambitious as it
was frustrating —because, ultimately, Brazil fell short
of hisgreat expectations— Furtado used method as well
as passion. He was rigorous in his method, but this did
not prevent him from viewing with passion the subject
matter of his studies, which has aways been arepublican
project of life as well: the development of Brazil.
One of the books by Carlos Drummond de
Andrade (2000) is called A Paixdo Medida (The
Measured Passion). This oxymoron, so deftly used by
that great poet, helps us to understand Celso Furtado.
The passion is strong, making his work and life full
of energy and desire for economic and political
transformation, but it is a measured passion which
weights costs and trade-offs —as economists usually
do— and does not overlook political restrictions.

Celso Furtado was an economist devoted to
development theory and to the analysis of the Brazilian
economy. In those two areas he always thought
independently, using mainly the historical method
rather than the logical-deductive one. He had a
powerful ability to infer and deduct, but he aways
started from the observation of reality, avoided starting
from general assumptions on human behaviour, and
tried to infer his theories from that reality and its
historical evolution.

In this paper | will not try to make a general
evaluation of Celso Furtado’ s work, but will only focus
on three elements in it. One element is well known
—hisindependence of thought— but the other one (the
method) has not been studied much, while the third (the
passion) is present in some form in all the analyses of
his work, but always appears in a measured way,
through expressions such as hislove for Brazil and his
personal and intellectual integrity. Furtado is all this,
but he is much more. His struggle for the development
of Brazil and for overcoming backwardness in his
home region —the Northeast of Brazil— was conducted
with a degree of intensity and determination that only
passion could explain.

Theoretical independence

Celso Furtado was a development economist. He was
part of the group of ‘pioneers’ of modern development
theory, along with Rosenstein-Rodan, Prebisch, Singer,
Lewis, Nurkse, Myrdall, and Hirschman.! His
theoretical contributions focused on the understanding
of the process of economic development and
underdevelopment. And to achieve this, he used in the
first place, as we will see, the most suitable method
for the study of development: the historical-inductive
one. But, before examining the method he used it is

important to highlight the theoretical independence that
characterizes his intellectual path.

Furtado used the economic theory he learned from
the classics, especially Ricardo and Marx, and also
Keynes. He owed little to the neoclassics. He should
not be taken for a Marxist or a Keynesian, however.
He learned with the classics and with Keynes, but he
had an independent line of thought and always prized
this independence above everything. He is identified
with Latin American structuralism, inasmuch as he was
one of its founders.? But we must keep in mind that

1 The ‘pioneers of development’ were identified by Gerald Meier
and Dudley Seersin two books: Meier and Seers (1984), and Meier
and Schultz (1987).

2 Love (1998) incisively highlights Furtado’s role as co-founder of
Latin American structuralism, although Furtado has always insisted
that Rall Prebisch should be given this honour.
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structuralism is not nor has it pretended to be an all-
encompassing economic theory. It was an influential
economic doctrine in Latin America in the 1950s and
1960s because it offered an interpretation for the
underdevelopment of countries which, in the mid-
twentieth century, were going through the transition
from pre-capitalist or mercantile forms to industrial
capitalism, and it presented their government |leaders
with a consistent development strategy.

The theoretical independence of Furtado’s thought
enabled him to use the theories he considered relevant
to solve the problems presented by the interpretation
of the economic facts he had to face. Marxism was
important for him to the extent that it offered a
powerful view of history and capitalism, but Marx’s
contribution to economic theory was less significant.
When describing how he learned from Marxism in
France, in the late 1940s, he says. The remarkable view
provided by Marx on the genesis of modern history
cannot leave indifferent a curious mind. Yet his
contribution in the field of economics seemed less
important for someone familiar with Ricardo’ s thought
and acquainted with modern economics (Furtado,
1985, p. 31)

On the other hand, he did not believe in pure
economic theory, whether neoclassical or Marxist.
Furtado was never interested in this aspect of
economic theory. For him, economic theories existed
in order to solve actual problems. From his point of
view, economics is an instrument to penetrate social
and political realms and further the understanding
of history, particularly when it was still displayed
as present before our eyes (Furtado, 1985, pp. 15
and 51).

But how does Furtado seek to understand the
world around him? Not by applying any system of
economic thought uncritically. Nothing is more
opposed to Furtado than the stereotyped thought of
orthodox intellectuals, whatever type of orthodoxy they
adopt. He wanted to see the world with his own eyes,
to use the instruments of economic analysis without
losing his own freedom of thought and creation, which
was his greatest asset. As observed by Francisco
Iglesias: it is absurd to point to him as neoclassical,
Marxist or Keynesian: labels that are frequently
assigned to him. From every author or trend he takes
what he considers to be correct or adaptable to
Brazilian or Latin American reality. He adopts the
models that seem correct to him, without orthodoxy,
and does not try to apply them mechanically to

different cases (Iglesias, 1971, p. 176).2 Furtado did not
try in this manner to reconcile those theories, nor was
he being undefined, as suggested by those who want a
single, integrated view of economic theory: he was
only saying that one school of thought may be more
useful than another, depending on the problem faced.
Asfor Keynes, Furtado was, as noted by Bielschowsky
(1988, p. 60), an ‘atypical Keynesian’ because he
generally characterized underdevel opment as a problem
of shortage of saving. Shortage of demand would apply
primarily to developed countries. Nevertheless, when
describing the development process, instead of
adopting the attitude —typical among the pioneers of
development— of considering the concentration of
income as a condition for the beginning of development,
Furtado assigned wage growth a fundamental role in
ensuring an increase in aggregate demand and the
capitalists own profits. At this point he was already
being fully Keynesian.

His concern with the independence of his thought
became clearly apparent when he decided to leave Rio
de Janeiro and work in Santiago, at ecLac, which had
just been created. At that time, ecLac was still an empty
project. Furtado did not know Prebisch, who had not
yet formulated his view of the development of Latin
America. Even so, he decided to join ecLac, in order
to escape the siege, gain an open horizon, even if | had
to wander in search of a lost Atlantis. He makes this
statement in A Fantasia Organizada (The Organized
Fantasy) (Furtado, 1985, p. 50), and goes on to
manifest his conformity with Sartre and his philosophy
of responsibility, according to which if we based our
real choices only on reason, there would be no choices,
and everything would be predetermined.

By deciding to go to Santiago, Furtado wastelling
himself that his own life was not predetermined. And
he was thus consistent with his broader view of society
and the economy. Since he never believed that asingle
economic theory was able to explain everything, he
always rejected all kinds of determinism as well:
whether Marxist determinism, based on the ‘laws of
history’, or the neoclassical variety, based on the
principle of rationality, which, by postulating the
maximization of interests, leaves no room for decisions

3 1t may seem surprising to consider Furtado also as a neoclassical,
but this is what we see, for instance, in Mantega (1984, p. 90): In
the first place, there is a certain imprecision and even a good dose
of indecisiveness in this thinker, who wavers between classical and
neoclassical fundamentals, for me irreconcilable.
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or choices.* On the contrary, if in the debate between
determinism and voluntarism Furtado committed a sin,
it was the sin of voluntarism, expressed in his belief
in the ability of human reason to impose its will on the
economy and society through planning, and, more
broadly, in the key role he always attributed to
decisions when it comes to thinking about the
macroeconomic system. The market has a fundamental
role, but the decisions taken are no less important. This
view is very clear in Criatividade e Dependéncia na
Civilizacdo Industrial (Creativity and Dependency in
Industrial Civilization) (Furtado, 1978, p. 18), where
he asserts: The profile of an economic systemis defined
on the basis of the identification of the centers from
which emanate those decisions, destined to harmonize
the initiatives of the multiple agents who exert power
in different degrees.

This rejection of determinism, including the
determinism of the market, is related to the
individualism and idealism of this great intellectual
who decided to intervene in reality. He started from
the conviction that he was part of an intellectual elite,
of an intelligentsia, that would be able to reform the
world. In this field, his master was Karl Mannheim.
As Furtado says: By following Mannheim, | had a
certain idea of the intelligentsia’s social role,
particularly in periods of crisis. | felt myself to be
above the determinants created by my social insertion
and was persuaded that the challenge consisted in
inserting a social purpose in the use of such a freedom
(Furtado, 1978, p. 19).

Gerard Lebrun, in his analysis of A Fantasia
Organizada, points out Furtado’s idealistic
voluntarism, expressed by his unshakeable belief in
planning — planning that would totally eliminate the
unpredictability of decisions. “Well,” observes the
philosopher, “ his idea of power (in a democracy, of
course) seems so abstract, so well adjusted, a priori,
to hisideal of a neutral planning, that he apparently
hardly conceives that the planner might become a
technocrat” (Lebrun, 1985).

Asamatter of fact, this outstanding economist of
whom we are speaking is a scientist, but also a
bureaucrat in the best sense of the word, a Statesman,
a public policymaker who only ceased to be inserted

4 The deterministic nature of neoclassical thought was shaken only
when microeconomics textbooks began to include game theory —
that is, decision theory. But by then their authors were taking the
healthy attitude of relativizing the maximizing postulate of
neoclassical theory.

in the State apparatus when the military dictatorship
suspended his palitical rights. Celso Furtado started his
professional life in the pasp (Public Service
Administrative Department), as a public administration
technician. He went beyond that phase to become an
economist and a university professor, but he never gave
up believing in the rationalizing power of bureaucracy,
including middle-level bureaucracy. He often said that
the sole social group that was able to act as an
interlocutor with international powers was the State
bureaucracy. And for him it was essential to strengthen
the bureaucracy in democratic regimes in order to
maintain public policies and the effectiveness and
legitimacy of the State power. As he saysin A Fantasia
Desfeita (The Faded Fantasy): The process of
bureaucratization does not only mean the growth of the
Sate apparatus, it also means significant changes in
political processes. By increasing the effectiveness of
power, bureaucratization consolidates it at lower levels
of legitimacy (Furtado, 1989, p. 185).

With this line of thinking, Furtado is faithful to
what he learned from such different thinkers as
Mannheim, Sartre and his teacher Cornu.® In capitalist
democracies intellectuals may free themselves from
ideologies and use their freedom to intervene in the
world in arepublican way. He knows that thisis aways
a relative freedom, that we may build our own lives,
but we cannot have any illusions regarding the social
and political determinants to which we are subject. For
great intellectuals such as Furtado, the dialectics
between freedom and socially conditioned behaviour
can be more conscious and, if accompanied by the
virtue of courage, as in his case, this will be more
favourable to freedom, but only more favourable, no
more than this: nobody escapes his circumstances.

Intellectual courage is expressed primarily in
moments when it is necessary to differ from one’'s
environment and group. In 1962, right in the middle
of the country’s political radicalization, Celso Furtado
published A Pré-Revolucédo Brasileira (The Brazilian
Pre-Revolution). After praising the humanistic nature
of Marx’s work, Furtado does not hesitate to declare:
Since Marxism-Leninism is based on the replacement
of one class dictatorship with another, it would be a
regression, from a political point of view, to apply it
to societies which have reached more complex forms
of social coexistence, that is, to modern open societies
(Furtado, 1962, p. 27).

5 Quoted by Furtado (1985, p. 31).
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Likewise, in the Plan Trienal 1963-1965 (Triennia
Plan, 1963-1965) (1963) he did not hesitate to propose
afiscd adjustment and a strict monetary policy, although
he knew that he would be called ‘monetarist’ by the
groups that supported the Goulart administration.

The use of freedom gains its full meaning in
Furtado because it is marked by the gift of creativity.
Furtado’s contribution to economic theory and to the
analysis of Brazilian and Latin American economies
may be explained in terms of method, but it is primarily
the result of an enormous personal ability to think and
create. Furtado knew this, and it is certainly not by
chance that the epigraph of one of his books is a
quotation from Popper in which he acknowledges that
scientific discovery isimpossible without faith in ideas
which are of a purely speculative kind, and sometimes
even quite hazy.®

Creativity was to be one of the bases of his
intellectual independence from orthodoxy. Lebrun
(1985), writing on A Fantasia Organizada, remarks:
It isthe odor of heterodoxy that makes this book even
more fascinating and makes Celso Furtado a great

writer, as well as a thinker. As observed by Bourdieu
(1983, p. 145) if in economic theory there is a “doxy”
—a set of assumptions that antagonists regard as
evident— thereis aso an orthodoxy and an heterodoxy.
The heterodox intellectual does not deny his science’s
most general assumptions, but refuses to subordinate
his thought to the dominant one. The Right and the
conventional economists insist on giving heterodoxy
a negative meaning, identifying it with economic
populism, but, in fact, to innovate in economic theory
and analyses almost always involves some heterodoxy.
To be heterodox is to develop new theories, often from
the identification of new historical facts that modify a
certain economic and social setting and make pre-
existent theories inadequate. When Celso Furtado opted
to use mainly the historical-inductive method, and
when he became one of the two founders of Latin
American structuralism, he was opting for heterodoxy
and for independence of thought. In the next section,
I will briefly present my view of the two methods used
in economic theory, after which | will continue my
analysis of the method used by Celso Furtado.

Two methods in economics

Orthodoxy, or neoclassical mainstream, is primarily
logical-deductive. It intends to deduce the balanced
operation of market economies from the sole
assumption that economic agents maximize their
interests. If we classify sciences as adjectival or
methodological, there is no substantive science more
logical-deductive than neoclassical economic science,
in spite of the statements that it is a positive science.
Paradoxical as it may seem, not even physics is as
logical-deductive. The supremacy of the logical-
deductive method is such that | always recall the
observation of aformer student who had just returned
from a scholarship in aforeign university. When | told
him that, for me, in certain fundamental areas, such as
macroeconomics and economic development, the
economist should use predominantly the historical-
inductive method instead of the logical-deductive one,

6 Epigraph to the Prefacio a Nova Economia Politica (Preface to
New Political Economy) (Furtado, 19763).

he immediately replied: “but in economics, the logical-
deductive method is always dominant; we don’t study
history, we study economic theory”. For him, as for
the whole of neoclassical thought, economic theory is
by definition logical-deductive.

Economic theory is abstract by definition, and
cannot be confused with history. In economics we try
to find models, theories, to explain the stability and
variation of economic aggregates, the short-term
economic cycle and development, inflation or deflation
and the balance of payments, and the variation of
relative prices, of interest rates and of the exchange
rate. The subject matter of economic theory is therefore
clear, as it is clear that the aim is to generalize with
respect to the behaviour of relevant variables, and,
through this generalization, to be able to predict the
behaviour of economic variables. Therefore, it is
important to acknowledge that, depending on the
subject discussed, the most appropriate method will
sometimes be the logical-deductive one, and sometimes
the historical-inductive one.
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In another paper, | advocated the idea that
macroeconomics cannot be reduced to microeconomics
because the former uses predominantly the historical-
deductive method whereas the latter uses the logical-
deductive method. The statement that the advance of
knowledge depends on the joint use of the two methods
is part of the introductory classes in philosophy. In the
process of knowing, individuals make permanent use
of induction and deduction, one following the other and
vice versa. Induction and deduction are not, therefore,
methods of knowledge, or, more precisely, opposite
mental operations. They are complementary. This does
not mean, however, that sciences use one method or
the other with the same intensity. Mathematics, for
instance, is only logical-deductive, while sociology is
mainly historical-inductive. In mathematics everything
is deduced from a few identities; in sociology and the
other social sciences, with the exception of the
neoclassical variant of economics (recently extended
to political science), the observation of social facts and
their evolution in time is the fundamental method of
research, although the researcher is permanently forced
to also use the deductive method to perform hisanalysis.

Therefore, | am not corroborating the belief
—predominant in the nineteenth century— that the use
of the inductive method would distinguish true science,
which would begin with the observation of facts and
the execution of experiments to ultimately arrive at
general laws. AsHume's ‘ problem of induction’ made
clear, we may infer general laws from induction, but
the inferences thus performed do not thereby become
logically demonstrated.” The historical-inductive
method does not exclude the logical-deductive one. In
macroeconomics and in the theory of economic
development, however, it takes precedence over the
logical-deductive method, whereas the oppositeis true
for microeconomics.

| consider the neoclassical theory of general
equilibrium a remarkable contribution to the
understanding of how market economies operate. But
this does not mean that the whole of economic theory
can be subordinated to it. A second branch of economic
theory —macroeconomics— cannot be reduced to

7 See Blaug (1980, pp. 11-12). This author uses Hume's problem of
induction to reduce its role in economic theory. Like most
economists, he presumes that there is only “one single” economic
theory, and therefore the predominant use of one method or the
other, depending on the approach —microeconomic,
macroeconomic, or of economic development— makes no sense
for him.

microeconomics because one deals with the behaviour
of economic agents and the other with economic
aggregates —thisis only a definition. Microeconomics,
or, more precisely, the general equilibrium model that
serves asits basis, approaches economy from alogical-
deductive perspective, deducing the way by which
resources are allocated and income distributed in a
market economy from a single assumption: the rational
behaviour of the agents concerned. Macroeconomics,
on the other hand, was born and continues to bear its
greatest fruits when it observes the behaviour of
economic aggregates, verifies how this behaviour tends
to repeat itself, and generalizes therefrom, building
models or theories. Subsequently, macroeconomiststry
to find alogical reason, a microeconomic fundamental
for the behaviour of macroeconomic aggregates, but at
most they will find ad hoc explanations. The
neoclassical hope of reducing macroeconomics to
microeconomics cannot be achieved, because the
methods prevailing in each of those branches of
economic science are different.8 It islikewise impossible
to reduce the third major branch of economic theory
—the theory of economic development— to
microeconomics or macroeconomics. In this case, the
core of the thinking is still classical, just as the core
of microeconomic thinking is neoclassical, and the core
of macroeconomic thinking is Keynesian.

Economic theory tries to explain and predict the
behaviour of economic variables. It is necessary,
however, to determine the variable in which we are
interested. If we want to understand and predict the
behaviour of prices and the allocation of resources in
the economy, microeconomic theory, with its logical-
deductive basis, will be more effective; if we want to
understand the distribution of income in the long run
in the capitalist system, the reversal of classical theory,
by placing the profit rate as given and the wage rate
as a residue, will have a higher predictive power; if,
on the other hand, we want to understand the behaviour
of economic cycles, Keynesian-based macroeconomics
will be the instrument par excellence; and finaly, in
order to understand the dynamics of development,
classical history-based development theory will be the
one with the highest power of explanation and
prediction.

According to this reasoning, it is impossible to
have an absolutely integrated view of economic
science. Economic science has three major branches:

8 See Bresser-Pereira and Tadeu Lima (1996).
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microeconomics, macroeconomics, and devel opment
theory. Each one of them provides us with a view of
the operation of the economic system from a certain
perspective, using one prevailing method. Of these
three branches, only in microeconomicsisthe logical-
deductive method dominant, and rightly so. It was this
method that made it possible to build the microeconomic
models of partial and general equilibrium, which
constitute one of the major scientific achievements of
universal thought. Through this method we can
understand how a market economy allocates resources.
Yet the theory of economic development —which
explains the growth process of capitalist economiesin
the long run— and macroeconomics —which shows
how economies behave in the economic cycle—
although using the logical-deductive method, were built
from the observation of historical phenomena. Smith
and Marx, who founded the first of these, observed the
transition from pre-capitalist forms to capitalism, and
theorized on the basis of that observation. The classica
theory of income distribution also has a historical
nature, although, with the change in the behaviour of
the wage rate from the mid-nineteenth century on, it
only continued to make sense when it was inverted: the
long-term profit rate proved to be stable enough to be
considered constant, and therefore it is possible to
predict that the wage rate will increase with productivity
as long as technical progress is neutral. Keynes and
Kalecki, who were responsible for the appearance of
macroeconomics, began with the observation of the
economic cycle after the First World War, and
theorized from there on: they also primarily used the
historical-inductive method. Ricardo’ s great contribution
to the theory of economic development —the law of
comparative advantages in international trade— was a
great logical-deductive effort, but even in this case it
was based on the observation of what happened in
England and took into account the business interests
of that country, rather than the rational behaviour of
its economic agents.

Friedman’s criticism of Keynesian macroeconomic
policy —the discovery that through adaptive
expectations the economic agents would partly
neutralize that policy— started rather from the
observation of reality, although it has an obvious
microeconomic foundation. This criticism did not
invalidate macroeconomic policy but limited its scope.
When, however, macroeconomic theory detached itself
from reality and radicalized the logical-deductive
approach, as happened with the rational expectations
hypothesis, we have an absurd and empty theoretical

construct, despite its apparent consistency, which
transforms economic theory into a mere ideology.
According to this distortion of economic theory,
macroeconomic policies would be completely
ineffective, since they would be neutralized by the
agents' rational expectations. Well, this assertion
contradicts daily experience, in which we see the
economic authorities of all nations actively involved
in economic policy. The radical use of the logical-
deductive method led theory to ignore historical reality.
For some time during the 1980s, economic
policymakers in the ministries of finance and in the
central banks accepted the radical version of
monetarism proposed by the rational expectations
hypothesis, but since the beginning of the 1990s they
have abandoned monetarism and started to adopt the
pragmatic strategy of inflation targeting.

Another common distortion that arises from the
pretension of using the logical-deductive method to
explain al economic phenomenais that resulting from
the ingistence on employing a certain model when reslity
does not conform to it. At that moment, economic theory
becomes an obstacle rather than an instrument for the
analysis of what is happening. When economists manage
to overcome this obstacle and actually think, analyzing
the new facts that demand new analyses, they are forced
to abandon the pre-existent models. In this case, as
observed by Tony Lawson, the only thing that remains
intact is an adherence to formalist and, therefore,
deductivist closed systems of modeling (Lawson, 1999,
pp. 6-7).°

Therefore, | view with skepticism the attempts to
unify microeconomics, macroeconomics and
development theory. Those approaches are not
mutually reducible, because they start from different
methods. To want to unify them is mere intellectual
arrogance: an arrogance that results in the
impoverishment of economic theory. Thereis no need
to find a model that unifies everything. We can
perfectly well use one theory or the other, according
to the point that we are trying to explain. A strictly
neoclassical form of macroeconomicsisacontradiction:
it is macroeconomics without the very object of that
discipline: the economic cycles. A purely neoclassical
theory of economic development makes till less sense,
since the general equilibrium model is essentialy static.

9 Lawson adds: Mainstream' sinsistence in the universal application
of formalist methods presumes, for its legitimacy, that the social
world is closed everywhere, that event regularities are ubiquitous.
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When the neoclassical economists finally arrived at a
compatible model of development —the Solow
model— this represented, substantively, only a small
advance over what Smith, Marx, Schumpeter and the
pioneers of development theory of the 1940s and 1950s
had taught us on development. The same may be said
of the Keynesian model of development of Harrod and
Domar. The main merit of both models was the fact

'V

that they were consistent with their corresponding
theories, rather than the fact of explaining the
development process. The Solow model eventually
proved to be more useful, not because of that logical-
deductive consistency, but rather because —since it
was based on a Cobb-Douglas function— it made it
possible to conduct a great deal of empirical research,
not precisely historical, but predominantly inductive.

Furtado’s method

One of the ways in which Furtado evidenced his
independence of thought was the fact that he remained
faithful to the historical-inductive method, even though
orthodoxy, over the last eighty years, became more and
more logical-deductive. Of course, he made abundant
use of his logical-deductive ability, but he always did
so on the basis of the historical facts and their tendency
to repetition, rather on a presumption of rational
behaviour. As an economic historian, it was natural for
him to use predominantly the historical-inductive
method, but he also continued to do so when he took
on the role of a theorist on development and
underdevel opment.

| am not suggesting, therefore, that Furtado
belongs to Gide’'s German historicist school, or to
Veblen’s American institutionalism. Those schools
were characterized by their rejection of economic
theory and by their efforts to analyse economic facts
on a case-hy-case basis, whereas Furtado used the
available economic theory and tried to make it advance
in the understanding of economic development.

Even as an economic historian, Furtado was,
above all, an economist rather than a historian. He does
not recount the history of the Brazilian economy, he
analyzesit. No one made use of economic theory more
brilliantly to understand the evolution of the Brazilian
economy than Furtado in his Formag&o Econdmica do
Brasil (The Economic Formation of Brazil) (1959). As
Francisco Iglesias, a historian, remarked: although this
is a book on economic history it is a book from an
economist’s point of view... in thisanalysis of economic
processes one arrives at a great simplicity, at an ideal
model, at forms that sometimes look as if they were
abstract. This is what happens in many parts of Celso
Furtado’ s book; the rigor of construction of this book

is such that... it makes its reading difficult for those
who lack a vast store of historical information and a
certain knowledge of economic theory (Iglesias, 1971,
pp. 200-201).

Along the same lines, Lebrun points out: history,
asitispracticed by Celso Furtado, is only worthwhile
for its extreme accuracy (author’s emphasis)... Thisis
his method: no assertion that is not based on facts or
on statistical data. But, | would add, data that are used
with great intelligence and deductive ability. One of
the features that makes Formacao Econémica do Brasil
a masterpiece of history and economic analysis is
Furtado's ability to deduce, from the scarce available
data, the other variables of the economy and their
dynamic behaviour. But, in doing that, Furtado is not
abandoning the primacy of the historical-inductive
method. He is only showing his ability to combine his
creativity with his logical rigour in order to present,
from the available data, a general picture of the
historical evolution of the Brazilian economy which is
as yet unsurpassed. Formagéo Econdmica do Brasil is
for me the most important book published in the
twentieth century on Brazil, because in it Furtado was
able to use economic theory and the other social
sciences not to describe, but to analyze the economic
history of Brazil.

I will give an example of his independence and
method in that book. From chapter 16 on, Furtado is
writing about the nineteenth century. It should be
noted, however, that although he had just participated
in the founding of Latin American structuralism in
Santiago, Chile, he was not led by imperialist
explanations of our underdevelopment, and declares,
with respect to the 1810 and 1827 privileged
agreements with England: the common criticism made
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of these agreements, that they precluded Brazilian
industrialization at that stage, seems to be unfounded
(Furtado, 1959, p. 122). On the basis of the country’s
export data and terms of trade, he observesthat the first
half of the century was a period of stagnation: in fact,
per capitaincome fell from US$ 50 to US$ 43 (at the
exchange rate of the 1950s). The next fifty years,
however, showed great expansion, thanks to the
increase in exports and the substantial improvement in
the terms of trade. Once again the analysis starts from
some historically verified facts, in order to infer the
economy’ s general behaviour and, of course, to connect
it with the social aspects. The landowners are not
undifferentiated, as they are usually seen. The new
ruling class of coffee growers was very different from
the old patriarchal class of the sugar plantations. It had
commercial experience, and therefore the interests of
production and trade were intertwined. On the other
hand, he devotes four chapters to the problem of
labour, stressing the importance of immigration and
wage labour. This may seem obvious, but it deserves
emphasis to show that he was an author who did not
transform the economy into mere abstractions, but
thought of it as a historically situated political
economy.

| will take my second example from his ground-
breaking theoretical book: Desenvolvimento e
Subdesenvolvimento (Development and Underde-
velopment) (Furtado, 1961). In chapter 1, he
summarizes his broader methodological view, and
remarks that economic theory must be at the same time
abstract and historical: The effort towards higher levels
of abstraction must be followed by another effort,
which tries to define, based on historical realities, the
validity limits of the inferred relationships. The
fundamental duality of economic science —its abstract
and historical nature— appears, therefore, in its
entirety in the theory of economic development.

According to Furtado, the fact that economicsis
taking on a more and more abstract nature is because,
from Ricardo on, its aim has been virtually limited to
the study of the division of the product, leaving in the
background the issue of development. He points out,
however, economic development is a phenomenon with
a sharp historical dimension (Furtado, 1961, p. 22). He
was to repest this statement many times throughout his
vast work, because it isakey issuein histhought. After
introducing the *“mechanism of development”, in which
he presents a few abstractions required for the
understanding of development, in chapter 3 he gives
one of the most remarkable analyses | know of “The

historical process of development”. In this chapter,
which was not included later on —in my opinion, due
to an error of judgment— and which was thus lost
during the transformation of Desenvolvimento e
Subdesenvolvimento into the more systematic and
didactic Teoria e Politica do Desenvolvimento
Econdémico (Theory and Politics of Economic
Development) (Furtado, 1967), he shows how the way
the economic surplus is used determines the outcome
of the development process. In pre-capitalist systems,
the surplus was primarily used for war and for building
religious temples. With the advent of capitalism, the
surplus obtained by merchants was transformed into
capital accumulation, which was henceforth to be
intrinsic to the economic system. With the industrial
revolution, however, capitalism spread to the sphere of
production. In a world of ever more rapid technical
progress and increasingly widespread competition, the
reinvestment of profits no longer satisfies the
businessman’ s desire for increased profits, but becomes
acondition for the survival of enterprises. Development
becomes self-sustainable: When the production surplus
of the social organization becomes a sour ce of income,
the accumulation process will tend to become
automated ... The strategic points of this process are
the possibility of increasing productivity and the
appropriation of the fruits of thisincrease by minority
groups (Furtado, 1961, pp. 120-121).

The idea is smple yet powerful. But we should
not imagine that Furtado would present only its bare
bones. What he does is to present a historical process
through which we see how development emerges side
with side with capitalism, and with all the complex
social, institutional, and cultural changes which are
inherent to it. The economic phenomenon of
productivity increaseisakey issue, but it isintrinsically
connected with the emergence of new social classes
and new institutions.

The importance of institutions, which became a
key issue for the study of development in the 1990s,
was aready clear for Furtado in Desenvolvimento e
Subdesenvolvimento. He explains, for instance, the
economic decline that follows the collapse of a pre-
capitalist empire such as the Roman Empire in terms
of the collapse of the Roman State apparatus, of its
military power, and of its long-matured institutions.
The surplus was appropriated by Roman citizens, and
particularly by the patricians, through the collection of
tribute from the colonies, and this gave rise to extensive
trade underwritten by Roman law. When this whole
system collapsed, economic decline was inevitable.

METHOD AND PASSION IN CELSO FURTADO -« LUIZ CARLOS BRESSER-PEREIRA



28 CEPAL REVIEW 84 -

DECEMBER 2004

Furtado says in this respect: The destruction of the
enormous administrative and military machinery that
constituted this Empire had profound consegquences for
the economy of the vast area it occupied ... Once the
administrative and military system was dismantled, the
security conditions that made trade possible
disappeared; on the other hand, with the disappearance
of tributes, the main source of income of urban
populations, who lived on subsidies or rendering
services, was over (Furtado, 1961).

Institutions are therefore of fundamental
importance, but they do not occur alone. First of al,
they are part of the State, which, in the Roman case,
took on the form of an Empire. Second, it is not just a
question of ensuring economic activity —trade— but
of making feasible away of appropriating the surplus.
In the absence as yet of capitalism and surplus value
or capitalist profit, the surplusis appropriated by force,
through tributes.

Development in the historical sense of the word
only occurs when the expansion of Islamism forces
Byzantium to turn to Italy. Powerful trade economies
are then formed in the Italian city-states, and alongside
the aristocracy, or in its place, a new bourgeois class
appears. And this trade promotes political integration,
whichiseventually to lead to the emergence of national
states. In this case, institutions emerge rather as a
conseguence than as a cause of development. Furtado
is explicit about this, and remarks that whereas in the
Roman Empire political integration led to trade and
development, in Europe it was long-distance trade,
adventurous and insecure, that caused political
integration. This latter, however, would soon become
a decisive factor of development itself.

Ingtitutions and their stability are fundamental for
development —especially the greatest of them all, the
nation-state, from which the others depend. In this case
Furtado was not being original, since there is a broad
consensus about this. He adds, however, that the
capitalist system will not only produce the nation-state,
but will tend to adopt democratic institutions. This
view appears clearly in his next book, A Dialética do
Desenvolvimento (The Dialectics of Development)
(Furtado, 1964), in which he criticizes the Marxist idea
that in bourgeois society the limitations on freedom
derive from the need to defend the privileges of the
class that owns the capital goods. On the contrary, he
says, democracy arises from capitalism and from the
increasing institutional stability it provides. Such
stability not only leads the bourgeoisie to adopt
democracy asthe political regime, but also ensures the

system’s economic dynamism. According to Furtado:
The reason for the progress of liberties in democratic
capitalist societies was their increasing institutional
stability. The revolutions that were directly caused by
class struggles in Western Europe completed their
cycle in the third quarter of the nineteenth centur ...
Now, this institutional stability is due to the existence
of a powerful class—the owners of the capital goods—
with broad vested interests to protect ... The progress
of civic liberties in bourgeois societies resulted less
from the effective participation of the working classin
political decisions than from the confidence that the
capitalist class acquired in a setting of flexible political
institutions (Furtado, 1964, p. 45).1°

Furtado’ s political economy, always based on the
historical method, is remarkable. Not only
development, but also democracy derives from
capitalism. The workers’ struggle will play a
fundamental role not only in furthering democracy but
also in ensuring, through the fight for better wages, the
growth of aggregate demand, as profits grow. In the
process of developing bourgeois democracy, which is
initially just liberal, the essential role lies with the
bourgeoisie itself and with the institutional stability it
achieves. Perhaps thisinstitutional stability is due less
to the broad vested interests to be protected, and more
to the fact that the bourgeoisie is the first social class
that was able to appropriate the surplus without direct
use of force to levy tributes and enslave colonized
populations —which led it to become an agent of the
liberal rule of law and to become open to the advance
of democratic institutions. But in any case it is
remarkable to observe the analysis of the role of the
capitalist class in achieving institutional stability, a
stability that promotes development, which, in turn,
strengthens the democratic trends existing in society,
thus establishing a virtuous circle of self-sustainable
development.

For Furtado, the historical method is a key
element in his analysis of development, inasmuch as
it enables him to combine a grand overall view of the
historical process with the specificities of each moment
and each country. At the same time, the ability to
predict facts, which is required from every social
theory, is present here through the analysis of the
historical process of development, insofar as the

10 |n the Prefacio & Nova Economia Politica, Furtado (1976a) once
again gives the classical concept of the economic surplus a funda-
mental rolein his analysis of the process of capitalist accumulation.
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abstract definition of development, as the increase in
productivity from capital accumulation and from the
incorporation of technical progress, acquires historical
substance, that is: it is complemented by political,
institutional, and social elements. Development is not
just capital accumulation but is also the incorporation
of technical progress, which depends on the class
structure, the political organization, and the institutional
system. Therefore, there is no development outside
history, and there is no economic devel opment without
political and social development.

By adopting the historical method, Furtado
approaches Hegel’s dialectics and Marx’s historical
materialism, although remaining independent of them,
primarily because he attributes a greater role to human
will: Theimportance of dialectics for the understanding
of historical processes derives from the fact that history

. cannot be reconstructed from the multiple
phenomena that are part of it. However, through it man
intuits in the historical process this all-encompassing
view that is able to give multiplicity a unity. Marx
boldly adopted this dialectical principle when he
divided society into infrastructure and superstructure,
and into two socia classes. This strategy, says Furtado,
had an extraordinary importance as a starting point
for the study of social dynamics... However, it is
necessary to admit that, at this level of generality, an
analytic model is hardly worth while as an instrument
of practical orientation. And the purpose of science
—he concludes, evidencing the pragmatism that has
always guided him— is to produce guidelines for
practical action (Furtado, 1964, pp. 14-15 and 22).

| took these passages from Dialética do
Desenvolvimento (Furtado, 1964), a book which he
wrote in the midst of the crisis of the Goulart
Administration, after resigning from the Special
Ministry of Planning, and remaining only in charge of
subene (Northeast Development Agency). Among his
autobiographical books this is perhaps that which
received his greatest attention: a full summary.'*In A

11 See Furtado (1989, pp. 182-190).

Fantasia Organizada (Furtado, 1985), he clearly states
that one of his purposes was to delimit the utilization
of Marxism and dialectics in the analysis of
development. And by doing so, he restates his
commitment to the rigour of scientific method: The
second goal (of Dialética do Desenvolvimento) would
be to determine the scope of dialectics, which had come
into fashion again with Sartre’s Criticisme, while
manifesting that its use wouldn not exempt us from
applying the scientific method with rigor in the
approach to social problems. (Furtado, 1989, p. 182).

To adopt the scientific method with rigour,
however, does not mean to adopt analytical models
based on the assumption of the stable equilibrium, as
it isso common in economics. To analyze devel opment
we need dynamic models, such as the ‘cumulative
principle’ proposed by Myrdal. More generally,
Furtado concludes: Even if we had made progress in
modeling, we must admit that, to build models, we
always start from a few intuitive hypotheses on the
behaviour of the historical process as a whole. And the
most general of those hypotheses is the one provided
by dialectics, by which historical aspects are something
that is necessarily in course of development. The idea
of devel opment appears as a hypothesis that organizes
the historical process —as a ‘synthesis of several
determinations, unity in multiplicity’, in Marx's
words— through which it is possible to achieve an
efficient effort of identification of relationships between
factors and of selection of those factors in order to
reconstruct this process through an analytic model
(Furtado, 1964, p. 22).12

With this exemplary text —which shows Furtado’s
elegance and ability of synthesis in expressing his
thought— he makes clear his conception of the
historical and dialectical nature of the scientific method
he adopts. | could have begun the analysis of his
method with this quotation, but | preferred to use at
the end, thus concluding my analysis with his own
words.

12 The quotation from Marx comes from his Contribution to the
Criticism of Political Science (Marx, 1970).
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V

Passion

In the way Celso Furtado worked with economic
science there is not only a rigorous method, there is
also passion. There are great expectations, and the
corresponding frustration. Usually reason and emotion
are seen as opposites. However, this is a misguided
way of understanding the process of thought. Great
scientists were very often people passionate about their
work, their research. The really great economists were
almost always passionate not only about their science,
but also about its results. Some of them fell in love with
the achievement of economic stability, others, with a
fairer distribution of income, and most of them, with
the development of their country.

Furtado’ s passion was the development of Brazil:
a passion that was fed by the belief that this
development was within the reach of his country at the
historical moment when he graduated as an economist,
in the late 1940s. World War Il had just come to an
end. New theories of economic development were
appearing. A great hope was beginning to take shape
before the eyes of the young man from Paraiba who
had just gained his Ph.D. in economics in France
(1948): Brazil, already in the course of rapid
industrialization, would overcome the structural
imbalances of its economy and, with the help of
economic theory and economic planning, would reach
the level of a developed country.

Only this passion —the passion for the idea of the
development of Brazil— explains the strength of his
thought, particularly in his first books, from his
first fundamental paper on the Brazilian economy
—"“Caracteristicas Gerais da Economia Brasileira”
(General Characteristics of the Brazilian Economy)
(Furtado, 1950)— and his first book —A Economia
Brasileira (The Brazilian Economy) (Furtado, 1954)—
up to Dialética do Desenvolvimento (Furtado, 1964),
written at amoment when hopes began to be shattered
by the imminence of the crisis. All these works have a
theoretical strength and a power of analysis that do not
derive just from the creativity of their author, from his
great culture, from his independence of thought, and
from his preferential use of the historical-inductive
method: they are clearly part of alife project identified
with the project of development. In Os Ares do Mundo
(The Airs of the World) (1991) he makes it clear that

his life project was directly related to the conviction
that he developed in the late 1940s that a favourable
international scenario —a consequence of the Great
Depression of the 30s and of the world conflict of the
40s— had opened a crack through which perhaps we
could sneak in to achieve a qualitative change in our
history (Furtado, 1991, p. 63).

This qualitative change was the industrialization
and the development of Brazil. But, says Furtado,
recalling 1964, when he arrived in Chile as an exile,
already by then he was convinced that, although the
intellectual has, as a characteristic, the boundless
ability of devising reasons to live, his life project,
which was based on the existence of that crack, was
ultimately an illusion ... that was now vanishing
(Furtado, 1991, pp. 45 and 63). The fantasy was gone.

His hopes had been high, but his disenchantment
and frustration were even greater, and they were going
to be expressed in his next book, Subdesenvolvimento
e Estagnacéo na América Latina (Underdevelopment
and Stagnation in Latin America) (Furtado, 1966): a
dense and pessimistic book that later proved to be
mistaken, as the Latin American economies entered a
new development cycle. That mistake, however, would
eventually prove to be a relative success. The
development cycle that was then beginning was
artificially financed by the foreign debt-a debt that
made the Latin American economies prisoners of
international financial capital and eventually led them
into the great crisis of the 1980s and the near-stagnation
that continues to date. | say “relative success’ because
the book’s key assumption, which is influenced by
Marx and Keynes, still seems to me to be ill-placed.
He considered that the stagnation or the devel opment
at very low rates was due, on the one hand, to the
increase in the capital-labour ratio, and on the other
hand to the decrease in the product-capital ratio, as a
result of the capital-intensive nature of the investments
made and their allocation to consumer durables. In
those conditions, he felt, capital productivity would go
down.*3 This theory underestimates, in my opinion, the
increased technical progress, which saves not only

13 See Furtado (1966, p. 80).
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labour, but also capital, that is to say, it is a type of
technical progress that increases the efficiency of
capital.

In Subdesenvolvimento e Estagnacéo na América
Latina (1966) the idea already appears that the
concentration of income was preventing the operation
of capitalism’s virtuous circle, caused by the rise in
wages as productivity increases. In two books, Furtado
answered his critics, indirectly. In Analise do Modelo
Brasileiro (Analysis of the Brazilian Model) (Furtado,
1972) he incorporates into his thought, with great
elegance and accuracy, the new dependency theory that
had come out from the critique of hisworks. This did
not prevent him from clearly restating, in O Mito do
Desenvolvimento (The Myth of Development) (Furtado,
1974), his theory on the consumption shortage that
would occur in the long run. The concentration of
income of the middle and upper classes would not
solve the problem of demand in the development
process. As he putsit: My basic assumption is that the
system has not been able to spontaneously produce the
profile of demand that could assure a steady growth
rate, and that long-term growth depends on
government exogenous actions ... Although those two
groups (the big companies and the moder nized
minorities) have convergent interests, the systemis not
structurally prepared to generate the kind of expansion
of demand that is required to ensure its growth.

Now, this theory, as Keynes showed when he
criticized Say’s law, is valid in the short run for
explaining the economic cycle. And in my opinion it
is only valid in the long run to the extent that the
development rate attained in that time lapse depends
on keeping the demand in constant tension with supply
in the short run. The new model of technocratic-
capitalist development that was then being established
in Brazil, producing industrialized underdevel opment,
eventually failed, but not due to a problem of lack of
demand, but rather to an irresponsible excess of foreign
indebtedness.

Hope was still present for Celso Furtado when,
in 1968, before the adoption of Institutional Act N° 5,
which definitively established the dictatorship in Brazil,
he was invited by the Brazilian House of
Representatives to present his views on what could be
done. He could not resist the opportunity, and wrote
Um Projeto para o Brasil (A Project for Brazil)
(Furtado, 1968a), in which he proposes the resumption
of development through a substantial increase in the
tax burden and public savings. However, if once again
there was hope —the refusal to accept dependency and

underdevelopment— pessimism persisted. The
pessimistic analysis of the situation of Brazil was so
consistent with the one in Subdesenvolvimento e
Estagnacéo da América Latina that the first criticisms
of that perspective’s claims that the resumption of
Brazilian development was taking place thanks to the
concentration of income in the middle and upper
classes, which created a demand for luxury consumer
goods, were made on the basis of the analyses made
in those two books.

The optimistic passion that had fed his actions
now became the great frustration of someone who
recognized not only that he no longer directly
influenced the country’s destiny, but that the country
itself had lost the ability for endogenous devel opment.
The economic theory he used now became debatable
as it involved a twofold pessimism: on the one hand
regarding the ability of underdeveloped economic
systems to achieve capital-intensive technical progress
and not merely capital-saving progress or at least a
neutral situation (i.e., not involving a decrease in
capital productivity), and on the other hand, regarding
the ability of supply to create demand in the long run.

His pessimism appears in the following quotation,
taken from Os Ares do Mundo, in which he recalls his
first months of exile in Santiago: | couldn’t escape the
idea that history is an open process, and that it is naive
to imagine that the future is absol utely contained in the
past and in the present. But, when every relevant
changeisaresult of the intervention of external factors,
we are confined to a setting of strict dependency ... The
trends that appeared in Brazl led to the thought that
significant changes would no longer be the result of
the action of endogenous factors (Furtado, 1991, p. 63).

Um Projeto para o Brasil was Furtado’ s last clear
manifestation of hope.’* His work from then on,
according to Francisco de Oliveira, “may be called
‘philosophical’” (de Oliveira, 1983a, p. 23). | would
say that it becomes serene, to the extent that exile, first
in Chile, then in the United States, in England, and
finaly, for along time, in France, imposes emotional
detachment. On Latin America, Furtado was still to
publish in 1969 a fundamental work, Formacé&o
Econbmica da América Latina (The Economic
Formation of Latin America) (Furtado, 1969), but

14 1n O Brasil Pés-Milagre (Brazil After the Miracle), Furtado still
shows hope, when, after mentioning the bad governments of the 1970s,
he writes two sections in which he looks to the future: “Os Desafios
dos Anos 80" (The Challenges of the 80s) and “Esbogo de uma
Estratégia’ (Outline of a Strategy) (Furtado, 1981a, pp. 56-90).
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afterwards he became once again interested in the
analysis of the historical process of development, and
in the changes that the international economy was
undergoing.

He returns to the development processin O Mito do
Desenvolvimento (Furtado, 1974), Pequena Introducdo ao
Desenvolvimento: Enfoque Interdisciplinar (A Small
Introduction to Development: Interdisciplinary
Approach) (Furtado, 1980), “Underdevelopment: to
Conform or Reform” (Furtado, 1987a) and in many
other works. The changes in the world economy are
analyzed, however, in a 1968 paper, “A Preeminéncia
Mundial da Economia dos Estados Unidos P6s-Guerrd’
(The Global Pre-eminence of the United States
Economy in the Post-war Period) (Furtado, 1968b). In
1981, in the first issue of the Revista de Economia
Palitica, of which he became one of the sponsors
(along with Caio Prado Jr. and Ignacio Rangel), he
published the article “Estado e Empresas
Transnacionais na Industrializagéo Periférica’ (The
State and the Transnational Corporations in the
Industrialization of the Periphery) (Furtado, 1981b). All
his other works on the subject were later to be gathered
together in Transformacdo e Crise na Economia
Mundial (Change and Crisis in the Global Economy)
(1987h) and O Capitalismo Global (Global Capitalism)
(1998).

In the 1970s Furtado once again took an active
part in international meetings at which the developing
countries demanded “a new international division of
[abour”. This movement was successful for a while,
but, with the foreign debt crisis, and the neoliberal
wave that took over Washington and the world from
the beginning of the 1980s, this project did not bear
the expected fruits either. This was the beginning of
the great crisis of the 1980s for Latin America, and in
its presence, Celso Furtado’s passion returned as
strongly as hisindignation. His books N&o a Recesséo
e a0 Desemprego (No to Recession and Unemployment)
(Furtado, 1983) and Brasil: A Construcdo
Interrompida (Brazil: The Interrupted Construction)
(Furtado, 1992) are the evidence of such indignation.®

His return from exile and his participation in the
Sarney administration, as Minister of Culture, did not
change his feelings of frustration and indignation.'6

15 Between those two books he wrote his three remarkable
autobiographical books which | aready mentioned: A Fantasia Organi-
zada (1985), A Fantasa Desfeita (1989), and Os Ares do Mundo (1991).
16 1n 1984 Furtado publishes a collection of essays under the title
Cultura e Desenvolvimento em Epoca de Crise (Culture and

But in 1999, when stability was restored and there were
signs of some resumption of development, hope
returned, although he remained a strong critic of the
economic policy of the Cardoso administration. In his
last book up to the time of writing this paper, O Longo
Amanhecer (The Long Sunrise) (Furtado, 1999), he
expresses his disenchantment strongly: At no other
moment in our history was the distance between what
we are and what we wanted to be so great. He restates
his criticism of globalization, which, through
irresponsible foreign indebtedness, led the country to
the great crisis, but he observes that globalization itself
and itslack of control are not to blame for our inability
to resume development, but rather the way our elites
have reacted to it, by deciding to uncritically adopt an
economic policy that privileges transnational
companies, whose rationality can only be assessed in
the setting of a system of forces that goes beyond the
specific interests of the countries that are part of it. An
example of this alienation is the proposal made by
ecLAc itself, in February 1999, for the dollarization of
Latin American economies: a process that, according
to that international organization, was aready quite
advanced (Furtado, 1999, pp. 18, 23 and 26).

In his short speech at a seminar held in S8o Paulo
in his honour, “Reflections On the Brazilian Crisis’
(Furtado, 2000), his criticism is not only directed
against governments, but against the Brazilian elitesin
general. He particularly rejects the explanations (for the
nearly-stagnation) that pretend to ignore the moral
responsibilities of the elites. In face of the expressions
of support for dollarization that were then current in
the press (today probably forgotten in view of the
Argentine crisis), he remarks that “ if we surrender to
dollarization, we will revert to semi-colonial status.

Asin hislast book (1999), however, in this paper
we see that hope is back at last. In the book, in which
thereis a section whose title is “What isto be done?’,
he stresses the need to reverse the process of

Development in an Era of Crisis), whose key subject was still the
crisis in the Brazilian economy, but which probably inspired
President José Sarney to invite him to accept the post of Minister
of Culture. | was a fellow-minister of his, between April and
December 1987, when | was Minister of Finance. He was
enormously concerned about the fact that the democratic government
was not only unable to cope with the crisis, but actually made it
worse. He felt as helpless as he was concerned, because he was in
a ministry which, while it enabled him to give me strong support
when | needed it, did not alow him to modify the direction of the
Brazilian economy. Eventually, | served for only a short timein the
administration, and | was not able to stabilize the Brazilian economy
either.
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concentration of income, to invest in human capital,
and, above all, to cope with the problem of
globalization by strengthening the national State, which
isthe privileged instrument for dealing with structural
problems (Furtado, 1999, pp. 32-34). In his brief
speech he restates one of his key ideas: the importance
of political creativity. Only political creativity impelled
by collective will can enable us to break the impasse
(Furtado, 2000, p. 4).77

The great master always continued to think along
those lines. | don’t always agree with him, as should
have become apparent at some point in this paper, but
| have always admired him. Celso Furtado was one of
my masters, when —still very young— | became

interested in economics. | still learn from him. His
contribution to the understanding of Brazil is
unparalleled; his analysis of development and
underdevelopment is a landmark in contemporary
thought. In this text, which is not a general overview
of hiswork, | have merely tried to define afew points
regarding the author, the political economist: Furtado
never made compromises with respect to his
independence of thought; his method has always been
rigorous and mainly historical-inductive; and he never
ceased to regard and think with passion of Brazil and
his Northeast.

(Original: English)

Bibliography

Bielschowsky, R. (1988): Pensamento econdmico brasileiro: o ciclo
ideol6gico do desenvolvimentismo, Rio de Janeiro, Institute
of Applied Economic Research (IPEA).

Blaug, M. (1980): Methodology of Economics: or How Economists
Explain, Cambridge, Massachusetts, Cambridge University
Press.

Bourdieu, P. (1983): O campo cientifico, in R. Ortiz (coord.), Pierre
Bourdieu: sociologia, S&o Paulo, Editora Atica. First published
in 1976.

Bresser-Pereira, L.C. (1970): Dividir ou multiplicar: a distribuicéo
de renda e a recuperacdo da economia brasileira, Visdo,
December. Also in Desenvolvimento e crise no Brasil, S&o
Paulo, Editora Brasiliense.

Bresser-Pereira, L.C. and G. Tadeu Lima (1996): The irreductibility
of macro to microeconomics. a methodological approach,
Revista de economia politica, vol. 16, No. 2, S&o Paulo, April.

DeOliveira, F. (coord.) (19834): Celso Furtado, S&o Paulo, Editora
Atica

(1983h): A navegagdo aventurosa, in F. de Oliveira (coord.),
Celso Furtado, Sio Paulo, Editora Atica.

Drummond de Andrade, C. (2000): A paixao medida, Rio de Janeiro,
Record.

Furtado, C. (1950): Caracteristicas gerais da economia brasileira,
Revista brasileira de economia, vol. 4, No. 1, Rio de Janeiro,
Getulio Vargas Foundation, March.

(1954): A economia brasileira: contribuicdo a analise do
seu desenvolvimento, Rio de Janeiro, Noite.

17 In this paper | have not been concerned with eliminating prejudices
regarding Celso Furtado. In view of this last quotation, however, |
feel that it should be noted that one should not infer from it that
Furtado was a partisan of State control — the usual accusation the
Right Wing habitually makes against someone who defends the
importance of a reconstructed State, able to promote the country’s
economic and political development. There still are afew partisans
of State control, but he was definitely not one of them. In a debate
promoted by the newspaper O Estado de Sdo Paulo, for instance,
Furtado said: The point is, therefore, to abandon the old idea that
the State should solve all problems. We know perfectly well that
when the State controls everything, few control the State (Furtado,
1976b, p. 39).

(1959): Formagédo econdmica do Brasil, Rio de Janeiro,
Fundo de Cultura. English version: The Economic Growth of
Brazl, Los Angeles, University of California Press, 1963.

(1961): Desenvolvimento e subdesenvolvimento, Rio de
Janeiro, Fundo de Cultura. English version: Development and
Underdevelopment, Los Angeles, University of California
Press, 1964.

(1962): A pré-revolugdo brasileira, Rio de Janeiro, Fundo
de Cultura. English version: Brazil: What kind of revolution?,
Foreign Affairs, Washington, April 1963.

(1964): Dialética do desenvolvimento, Rio de Janeiro,
Fundo de Cultura. English version: Diagnosis of the Brazilian
Crisis, Los Angeles, University of California Press, 1965.

(1966): Subdesenvolvimento e estagnagéo na América Latina,

Rio de Janeiro, Civilizagdo Brasileira. Partially trandlated into
English in Obstacles to Development in Latin America, New
York, Anchor Books/Doubleday, 1970.

(1967): Teoria e politica do desenvolvimento econdmico,
S&o Paulo, Companhia Editora Nacional.

(1968a): Um projeto para o Brasil, Rio de Janeiro, Editora

Saga. Partially translated into English in Obstacles to
Development in Latin America, New York, Anchor Books/
Doubleday, 1970.

(1968b): A preeminénciamundial da economiados Estados
Unidos p6s-guerra, Um projeto para o Brasil, Rio de Janeiro,
Editora Saga.

(1969): Formacao econdmica da América Latina, Rio de
Janeiro, Lia Editor. English version: Economic Devel opment of
Latin America, Cambridge, Cambridge University Press, 1970.

(1972): Anélise do ‘modelo’ brasileiro, Rio de Janeiro,

Editora Civilizacdo Brasileira

(1974): O mito do desenvolvimento, Rio de Janeiro, Paz e

Terra.

(19764): Prefacio a nova economia politica, Rio de Janeiro,
Paz e Terra.

(1976b): Uma transicao metddica e progressiva, O Estado
de SBo Paulo, S&o Paulo, 8 August.

(1978): Criatividade e dependéncia na civilizagdo industrial,

S&o Paulo, Paz e Terra. Published in English as Accumulation
and Development, Oxford, Martin Robertson, 1983.

(1980): Pequena introdugéo ao desenvolvimento: enfoque
interdisciplinar, S&o Paulo, Editora Nacional

(1981a): O Brasil ‘pés-milagre’, Rio de Janeiro, Paz e Terra

METHOD AND PASSION IN CELSO FURTADO -« LUIZ CARLOS BRESSER-PEREIRA



34 CEPAL REVIEW 84 -

DECEMBER 2004

(1981b): Estado e empresas transnacionais naindustrializacéo
periférica, Revista de economia poalitica, vol. 1, No. 1, Sdo
Paulo, January-March.

(1982): A nova dependéncia: divida externa e monetarismo,
S&o Paulo, Editora Paz e Terra

(1983): Nao a recessdo e ao desemprego, S&o Paulo, Paz
e Terra

(1984): Cultura e desenvolvimento em época de crise, So
Paulo, Paz e Terra

(1985): A fantasia organizada, Rio de Janeiro, Paz e Terra.

(1987a): Underdevelopment: to conform or reform, Pioneers
in Development, G. Meyer (ed.) (1987), Washington, D.C.,
Oxford University Press.

(1987b): Transformagao e crise na economia mundial, S0
Paulo, Paz e Terra.

(1989): A fantasia desfeita, Rio de Janeiro, Paz e Terra

(1991): Os ares do mundo, Rio de Janeiro, Paz e Terra.

(1992): Brasil: a construcéo interrompida, S&o Paulo, Paz
e Terra

(1998): O capitalismo global, Sdo Paulo, Paz e Terra.

(1999): O longo amanhecer, Rio de Janeiro, Paz e Terra.
(2000): Reflexdes sobre acrise brasileira, Revista de economia
politica, vol. 20, No. 4, Séo Paulo, October.

Iglésias, F. (1971): Histéria e ideologia, Sao Paulo, Perspectiva.

Lawson, T. (1999): Connections and distinctions: post Keynesianism
and critical realism, Journal of Post Keynesian Economics,
vol. 22, No. 1, Armonk, NY, M.E. Sharpe.

Lebrun, G. (1985): Os anos de aprendizado, Jornal da tarde, S&o
Paulo, 7 September.

Love, J. (1998): A construcdo do terceiro mundo: teorias do
subdesenvolvimento na Roménia e no Brasil, Rio de Janeiro,
Paz e Terra. Republished in L.C. Bresser-Pereiraand J. Maccio
Rego (eds.), A grande esperanca em Celso Furtado, S&o
Paulo, editora 34, 2001.

Mantega, G. (1984): A economia politica brasileira, Sdo Paulo, Polis.

Marx, K. (1970): Contribucion a la critica de la economia palitica
(English title: A Contribution to a Critique of Political Economy,
first published in German in 1859). Buenos Aires, Ediciones
Estudio. (From page 191 on, this edition contains the Preface
to A Contribution to a Critique of Political Economy, an
unfinished work only published in 1903 in the review Die Neue
Zeit, and subsequently republished in 1939 as part of Grundisse).

Meier, G. and D. Seers (eds.) (1984): Pioneers in Development,
Washington, D.C., World Bank.

Meier, G. and T. Schultz (eds.) (1987): Pioneers in Development,
Second Series, New York, Oxford University Press.

METHOD AND PASSION IN CELSO FURTADO « LUIZ CARLOS BRESSER-PEREIRA



Juan Carlos Moreno-Brid
Regional Adviser,

ecLac Regional
Headquarters in Mexico

O juancarlos.moreno@cepal.org

Jaime Ros
Professor of Economics
University of Notre Dame, Indiana

0 ros.l@nd.edu

35

CEPAL REVIEW 84 « DECEMBER 2004

Mexico’s market reforms
In historical perspective

Juan Carlos Moreno-Brid and Jaime Ros

his paper examines Mexico’'s main economic policies and
problems during the last two centuries. Focusing on episodes of radical
shifts in development strategy concerning the role of the market and the
State, it argues that Mexico’s real obstacles to development have often
been misperceived, and such misperception may be occurring today.
This argument is tested, initially, by reviewing the causes of Mexico’s
economic stagnation during most of the nineteenth century. The period
of economic expansion between 1940 and 1981, which ended with the
collapse of the oil boom in 1981 is also examined. A critical review is
made of the radical shift in development strategy implemented in the
mid-1980s in response to the external debt crisis associated with the
apparent exhaustion of the strategy of import substitution and State-led
industrialization. Finally, some thoughts are presented on the current
challenges faced by the Mexican economy when, after more than 15

years of macroeconomic reform, it seems stuck in a low-growth situation.
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Introduction

This paper looks at Mexico’s development policies and
problems from a historical perspective. It reviewslong-
term trends in the Mexican economy, with particular
attention to some past episodes of radical shifts in
development strategy and in the role of the market and
the State, especialy in the last twenty years. A major
themeisthat the real obstacles to economic devel opment
have often been misperceived in the past and that the
same may be happening at present. The paper is
organized as follows. After a brief introduction, section
Il reviews the debates on the causes behind Mexico's
long period of economic stagnation during most of the
nineteenth century. Section 111 examines the long period

of expansion of the Mexican economy that began with
the Porfiriato,'in the late nineteenth century, and ended
with the collapse of a short-lived oil boom in 1981.
Section |V focuses on the performance of the Mexican
economy &fter the radical shift in development strategy
in the mid-1980s. The paper ends with some thoughts
on the challenges facing the Mexican economy today,
when after almost two decades of far-reaching
economic reform it is still not able to embark on a
process of sustained rapid growth. Even worse, for the
first time in its modern history it is about to experience
three successive years of absolute declinein itsreal per
capita Gpp.

The market reforms in the nineteenth century

By the end of the 18" century Mexico was probably
one of the most prosperous regionsin the world. It was
surely one of the wealthiest Spanish colonies in
America, with an economy whose productivity was
possibly higher than that of Spain herself. Output per
capita (in 1800) was around half that of the United
States, and Mexico's economy was less agricultural,
with an advanced mining industry and a significant
manufacturing sector. The value of the country’s
exports was similar to that of its northern neighbour,
even though the total output produced was around half
(Coatsworth, 1978). Several of the conditions for rapid
capitalist development were in place. The creation of

This paper is an extended and revised version of an essay
published by the authors nearly ten years ago, at the time that the
North American Free Trade Agreement (NAFTA) was put in place
(see Moreno-Brid and Ros, 1994). It was presented at the Latin
American and Caribbean Economic Association (LAcea) meeting in
Cholula, Mexico, on 10 October 2003. The authors wish to
acknowledge the valuable research assistance of Rubén Guerrero
and the comments on a previous version made by Ted Beatty,
Rolando Cordera, Amitava Dutt, Julie Lennox, Ajit Singh, Carlos
Tello, Samuel Valenzuela and Jeff Williamson. The opinions
expressed herein do not necessarily coincide with those of the United
Nations.

an industrial labour force —that ‘most difficult and
protracted process by which the population’s ties to
the land are broken (Gerschenkron, 1952)— athough
far from complete, was probably more advanced than
in many European countries (especially in Central and
Eastern Europe). The relatively high share of
manufacturing in total output in 1800 (22.3%, see
table 1)? also indicates the presence of a critical mass
of native industrial entrepreneurs (table 1).

1. Mexico’s Century of Decline (1780-1870):
obstacles to economic development

This favourable position of the Mexican economy
began to deteriorate in the last few decades of the 181
century, however. Although the exact moment at which
this deterioration began is a matter for debate, it is
generally agreed that Independence did nothing to
prevent the stagnation of the economy during the half
century that followed. Thus, between 1800 and

1 Mexican historians give this title to the 33-year dictatorship of
Porfirio Diaz (1877-1910).

2 According to iNecl (1985), in 1790 the share of manufacturing
employment was 10%.
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TABLE 1
Mexico: Gross domestic product per capita and by sector, 1800-1910

1800 1845 1860 1877 1895 1910
Per capita GDP at constant
1900 prices (index 1800 = 100) 100.0 78.4 70.9 85.0 128.8 190.2
% of GDbP
Agriculture? 44.4 48.1 421 42.2 38.2 33.7
Mining 8.2 6.2 9.7 104 6.3 84
Manufacturing 22.3 18.3 21.6 16.2 12.8 14.9
Construction 0.6 0.6 0.6 0.6 0.6 0.8
Transportation 25 25 25 25 33 27
Commerce 16.7 16.9 16.7 16.9 16.8 19.3
Government 420 74 6.8 11.2 8.9 7.2
Other 11 - - - 13.1 12.9

Source: Coatsworth (1989), tables 4 and 5.

2 Includes livestock, forestry and fishing.

b Excludes net fiscal remittances to the Spanish Treasury. Total government revenues, including these remittances, amounted to 7.8% of

colonia income.

TABLE 2

Mexico: Total and per capita Gbp and population, 1820-1998

1820 1870 1913 1950 1973 1990 1998
Per capita GbP? 759 674 1732 2 365 4 845 6 097 6 655
GDP gap (Mexico/United States) 0.60 0.28 0.33 0.25 0.25 0.26 0.24

1820-1870 1870-1913 1913-1950 1950-1973 1973-1998

Per capita GDP growth rates (%)
Total Gbp growth rates (%)
Population growth rates (%)

0.2
0.4
0.7

2.2 0.9 32 13
34 2.6 6.4 35
11 18 31 2.2

Source: Maddison (2001).

2 Dollars at 1990 international prices.

approximately 1860 —at the time when the United
States and other now developed economies were
recording unprecedented rates of economic growth—
the total product of Mexico fell by 5% and per capita
income declined by as much as 30%. Between 1820
and 1870, Mexico's per capita income fell from 60%
to 28% of that of the United States, and has since then
fluctuated between 24% and 33% (table 2).

Why didn’t independence and the emergence of
a national State provide greater stimuli to economic
development? Perhaps the most important reason was
the prolonged period of political instability and
continuous struggle between the conservative and libera
factions. Half a century of civil and international wars
annihilated the potentially beneficial effects of
independence, while at the same time curtailing the

resources needed for the State and the private sector to
support the recovery of the mining sector and improve
the transport infrastructure in a country where the lack
of natural communications and the resulting high
transport costs had highly adverse effects on the
division of labour and regional specialization
(Coatsworth, 1990).

3 In the 55 years between independence and the Porfiriato, the
presidency changed hands 75 times (Haber, 1989). The most
disastrous consequence of the prolonged civil strife was the loss to
the United States of half of the national territory in the mid-19th
century. Fifty years after the 1848 Treaty which ended the United
States-Mexico war, and aso after the beginning of the California
“Gold Rush”, the minera output of the lost territories aone exceeded
Mexico's total cbp (Coatsworth, 1978).
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Independence eliminated the fiscal burden on the
gold and silver extracted from the colony. This had
been a substantial burden —estimated by Coatsworth
at 7.2% of total output around 1800— much higher,
for example, than the burden of British colonialism on
its North American colonies. Yet the end of Spanish
rule also brought some unexpected costs for the mining
sector that partly offset the removal of this burde.* As
a consequence, silver production fell to less than one-
fifth of itsinitial level between 1812 and 1822, and the
mining sector did not recover its pre-independence
level of production until the 1860s (Cardenas, 1985).
The depression of silver production had, in turn, other
important consequences for the economy. Besides the
contraction of all the activities linked to the mining
sector, it implied a reduction in the volume of
international trade and a decrease in the means of
payment available in the domestic economy (Cardenas,
1985). This aggravated the consegquences of the capital
flight brought about by the exodus of Spanish miners
and merchants, and thus the general lack of financial
capital which characterized this period up to the 1860s,
when the first commercial banks were founded.

The abolition of restrictions on foreign trade also
turned out to be a mixed blessing. While generally
regarded by economic historians as beneficial for the
Mexican economy, the end of trade restrictions
accelerated the diversion of Mexican foreign trade
away from Spain and towards the emerging
industrializing powers in the North Atlantic: a trend
which had very harmful effects on domestic
manufacturing and, therefore, on the main activity
that could have compensated for the decline of the
mining sector. Several studies have documented how
exposure to United States and British competition led
to the collapse of the wool textile industry at the turn
of the century and to the prolonged decline of cotton
textiles throughout the first half of the 19th century.
Trade openness towards the Atlantic economy and
foreign competition —which in fact started in the
period of ‘comercio libre’ and ‘comercio neutral’
introduced by the Bourbon reforms— also appears to
have deepened the fragmentation of local markets and
the cleavage between, on the one hand, a mining and

4 Not only were the direct effects of the independence wars on
mining production highly disruptive, but they also involved the loss
of low-cost guaranteed supplies of mercury (essential for processing
low-grade ores) that Spain had provided from its big State-owned
mine at Almadena

agricultural North trading with the rest of the world
and, on the other, a manufacturing Centre and
agricultural South plunged into economic depression
(Thomson, 1986).

In addition, little progress was made in other
areas. The colony had been one of the regions in the
world with the sharpest social and regional disparities:
a caste society, in fact, where access to employment
aswell as geographical and occupational mobility were
restricted on the basis of ethnic distinctions, and where
a number of institutional arrangements tended to
increase, rather than reduce, the gap between the private
and social benefits of economic activity. Although some
changes did take place with independence,® many of
these had little effect in a backward socia and political
order. The ultimate reason is probably the nature of the
foundational act of the post-independence State: the
fact that having begun and been defeated as a popular
insurrection —feared by both the Spanish and Creole
conservative elites— independence came eventually to
Mexico through ‘avirtual coup d’ état by the colony’s
Creole €elite, carried out largely to separate Mexico
from the liberalizing process under way in the mother
country’ (Coatsworth, 1978).

This had several consequences. Institutional
modernization was de facto and sometimes de jure
slow. A new civil code was only produced in 1870
—amost 50 years after independence— and even then
nothing replaced a repudiated commercial code. The
colonial mining code remained almost intact until
1877. Modern banking and patent laws were non-
existent. In spite of the provisions of the Constitution,
taxes and restrictions on domestic trade remained.

The system of government preserved the arbitrary
nature of political power in colonia times. Economic
success or failure depended directly on the relationship
between the enterprise and the political authorities
(Coatsworth, 1978, p. 94). In sum, while economic
activity remained ‘ State-centered’, in the sense that
‘every enterprise was forced to operate in a highly
politicized manner’, the State, compared to colonial

5 Ethnic distinctions in access to employment, justice and fiscal
treatment —which, among other things, had severely restricted
capital and labour mobility— were formally abolished; many
corporate privileges, including most of the guilds, were eliminated,
while corporate property rights were limited to the Church and the
Indian communities and town councils. The number of royal
monopolies on the production and distribution of many commodities
was reduced and their activities regulated; efforts were also made
to modernize the judiciary and revise archaic judicial codes.
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times, had in fact been weakened and was unable to
remove the obstacles to economic development
resulting from the decline of mining activity, foreign
competition, and the lack of transport infrastructure and
financial capital. Economic and industrial stagnation
therefore followed, as a conseguence of the persistent
lack of markets and their fragmentation.

2. Liberal misperceptions in the mid-nineteenth
century?

Thislist of obstacles to economic development in 19th
century Mexico isequally significant for what it excludes.
Thus, recent revisionism by economic historians suggest
that two of the traditional culprits —the land tenure
system and the economic power of the Church— were
not in fact among the major causes of economic
stagnation during this period.

The system of land tenure and agricultural
production had been organized since the 17th century
into large estates called ‘haciendas' . While highly
inequitable and, to this extent, socially and
macroeconomically inefficient, the hacienda system
was far from a semi-feudal organization that
encouraged waste and misallocation of resources.
Recent research has produced a new image of the
hacienda as a capitalistic and technologically dynamic
undertaking with an economic rationality comparable
to that of a modern agricultural enterprise, and one
which extensively exploited its comparative advantages
—economies of scale, and accessto externa credit and
information on new technologies and distant markets.®
A ‘division of labour’ had, in fact, been established
through time between the hacienda and other forms of
agricultural production —small landowners, tenant
farmers or Indian villagers— whereby each of them
had specialized in those products and crops where they
enjoyed a competitive advantage: cattle, sheep, wool,
food grains, pulque, sugar and sisal in the haciendas,
and fruits, tomatoes, chiles, silk and small animals such
as pigs and poultry in the villages and small-scale
producers.

A similar revisionism of traditional judgments
applies to the Church as an economic institution. By
the middle of the 19th century, the Church had become
the country’ s largest single landowner and an important
lender in the emerging financial markets. With respect
to its first role, according to Coatsworth (1978 and

6 See, among others, Van Young (1981 and 1986).

1990) several studies suggest that Church haciendas
were at least as well managed as private haciendas;
and, in any case, after independence most of these
estates were rented to private farmers and hacienda
owners, so that their efficiency did not depend on
Church administration. On the other hand, the Church
appropriated the tithe (‘diezmo’), a 10% tax on gross
output, levied mainly on agricultural and livestock
production. Like any other tax, the tithe reduced the
profitability of agricultural production and probably
discouraged it (although some authors have doubts
about this).” More important, however, is the use to
which these revenues were put. Far from financing
wholly ‘unproductive’ expenditures, the Church
invested a considerable portion of its revenues
(including also private donations and net income from
its various properties) in loans to private entrepreneurs
with no legal or practical restrictions to prevent
recipients from investing in factories rather than
haciendas or other activities. In doing this, it lent at
below-market interest rates —usually at a rate of 6%
on loans secured with real property. Because it
dominated the mortgage-lending market, this probably
had the effect, in turn, of bringing market interest rates
down. As Coatsworth (1978) has put it, the Church
acted like amodern development bank, raising the rate
of capital accumulation above what it would have been
in the absence of the tithe.

If thisrevisionist approach by economic historians
is correct, then some of the main elements of the libera
economic programme —free trade, the privatization of
corporate and public property, and the liberalization of
the land market— were largely misdirected from a
strictly (and admittedly narrow) economic development
perspective. The first (free trade) probably gave a
further stimulus to the decline of local manufacturing
—and to the ‘ruralization’ of the labour force— asthe
expansion of railways in the late 19th century sharply
reduced the natural protection provided by traditionally
high transport costs. The second, the privatization of
corporate property, had the effect of destroying the
major, and for along time practically the only, banking
institution in the economy; while the third, the

7 See, in particular, Garcia Alba (1974) and Coatsworth (1978).
The reason is that the effect of the tithe in pushing labour and ca-
pital out of private agriculture was probably very small because the
Church itself, and the Indian villages, produced a major portion of
the country’ s farm products and livestock. In any case, the net effect
on cpp was probably positive, since differences in productivity
between private agriculture and the rest of the economy suggest
that non-agricultural activities were already more productive than
agriculture.
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liberalization of the land market, was to contribute to
further land concentration and, eventually, to the social
explosion of 1910.

This does not mean, of course, that the
conservative faction was any better. Although some of
its members, Lucas Alamén in particular, had the merit
of pioneering the first, and short-lived, industrialization
efforts in the 1830s—through industrial protection and
the creation of the first public development bank
(Banco de Avio) to finance the development of the
textile industry—2 the social and political forces that
supported them tended to perpetuate the same arbitrary
centralism of political power that had had such harmful
effects on economic development since colonial times.

As aresult, the coalition that could have forged a
developmental State did not emerge, and in its absence,
some of the main obstacles to economic development
remained in place. The liberals who could and were
willing to carry out the country’s political and social
modernization were also furiously anti-Statist in
economic terms; while the only ones who favoured
economic modernization through an interventionist
State were the conservatives, who were strongly
opposed to political and social modernization. It would
take a social explosion and a popular revolution in the
early 20th century to bring these two requirements for
economic development into a less conflictive
relationship.

The traumatic emergence of a Gershenkronian

developmental State

1. The Porfiriato: political stability and the
emergence of a unified national market

In practice, modern economic growth began in the late
19" century.® In 1895, 72% of the population lived in
rural areas and more than 80% of those aged ten and
above could not read or write (table 3). In 1877, when
Porfirio Diaz seized power, 42% of Mexico's cbp was
generated by rural activities and only 16% by
manufacturing (table 1). In the following two decades,
aturnaround in Mexico’'s long-term declin