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The integrationist revival:
A return to Prebisch’s
policy prescriptions?

José Manue! Salazar-Xirinachs

Chief Economist, This paper revisits Radl Prebisch's views on an issue that has
Central American and become central fo trade and development policy in the 1990s:
Panamanian Federation the relationship between industrialization, regional economic
of Private Enterprise integration and outward-oriented growth, The author argues
(FEDEPRICAP), that, whereas these clements have been interpreted as relatively

sepatate components of Raul Prebisch’s thinking, they are in
fact organically related in the dynamic sequence of
development policies formulated by Prebisch. Far from
remajning locked into an inefficlent import substitution
industrialization path (hereinafier referred to as “ISI™), for
Prebisch the gradual and negotiated incorporation into
increasingly wider commercial relationships was the key to
economic progress. Reglonal economic integration and
periodical revisions of external tariffs to keep protection within
moderate levels were essential ingredicnts for reaching a slage
of reciprocal trade in industrial products with the centres,
which Prebisch considered as the only option for breaking the
centre-periphery  assymmetries, lncreasing income and
employment, and raising living standards in developing
countries. Thus, the author concludes, rather than departing
from Prebisch’s long-term vision, the search for a new
high-quality international insertion and the integrationist
revival in Latin America might be interpreted as a reassertion
of the sequence of policies originally envisaged and
recommended by him. Going on to examine the usefulness of
some of Prebisch’s ideas for present discussions of
international insertion and regional integration, the author
argues that Rail Prebisch’s ideas on economic integration,
outward-looking growth based on industrial export promotion,
selectivity based on world income-elasticity eriteria, and
reciprocity, appropriately adapted to present conditions, ate
relevant for the rethinking of the strategy of international
insertion complemented by regional integration which the Latin
American countries are presently busily embarked upon,
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I

Introduction

This paper revisits Ratl Prebisch’s views on an issue
that has become central to trade and development
policy in the 1990s: the relationship between indus-
trialization, regional economic integration and out-
ward-oriented growth, Whireas these elements have
been interpreted as relatively separate components of
Prebisch’s thinking, they are in fact organically re-
lated in the dynamic sequence of development
policies formulated by him,

The main argument can be summarized as fol-
lows: Prebisch’s analysis led him to conclude that
industrialization was necessary for peripheral
countries in order to absorb population growth,
while raising productivity and living standards.
However, it is often overlooked that the key issue
for Prebisch was not to remain locked-in in an im-
port substitution industrialization (Is1) path, but to
use ISI as a transition policy that, aside from its
own dynamic benefits (investment, employment,
learning), would allow Latin American countries to
reach a stage of reciprocal trade in industrial pro-
ducts with the centres. According to Prebisch’s
analysis, it was precisely the achievement of this
reciprocal trade in industrial products with the cen-
ires that would break the negative results for the
periphery of the centre-periphery model. Further-
more, in the dynamic scenario and succession
of stages that Prebisch proposed as a long-term
strategy, economic integration was an essential
ingredient for efficient import substitution and sub-
sequent industrial export expansion.

I1

In practice, however, the development of IsI
policies in Latin America departed radically from
Prebisch’s prescriptions in at least two fundamental re-
spects: the persistence-of extremely high levels of pro-
tection, .and the very limited success in regional
economic integration. Prebisch considered the simulta-
neous application of both policies —external tariff reduc-
tion and regional economic integration~ critical to
promoting industrial exports to the centres, and he re-
peatedly denounced the failure to implement his policy
recommendations as a costly and misguided approach.

Unfortunately, numerous critiques of the “ECLA
model” have failed to stress the fact that Prebisch’s
and ECLA’s prescriptions were not followed in prac-
tice. A careful reading of Prebisch makes it very clear
that, ironically —and for economists unfamiliar with
Prebisch’s thought also surprisingly— the present
opening of trade regimes and the integrationist revi-
val in Latin America might be interpreted as a return
to the development path and the sequence of policies
originally formulated by him. If there was a “lost
decade” in Latin America it was largely due to the
failure to follow the “rational” mix of policies for
efficient industrialization recommended by Prebisch.

The above argument, developed in sections II to
IV below, does historical justice to Rail Prebisch’s
thought and demonstrates that he was no simple pro-
tectionist. A separate issue, discussed in section V, is
the usefulness of Prebisch’s ideas for present-day dis-
cussions of international insertion, export promotion
and regiona] integration.

The need to industrialize

Prebisch’s basic analytical instrument was the centre-
periphery model. The economic dynamics of this
model is given by the interaction between technical

B The author wishes to express his thanks to Eduvardo Lizano
and Sylvia Saborfo for their valuable comments on an eatlier
draft,

progress, market structure and income flows. On the
basis of this analysis, Prebisch concluded that the de-
liberate promotion of industrialization, together with the
development of complementary activities (transport,
trade, services), was a necessary policy for peripheral
countries in order to absorb population growth while
raising productivity, income and living standards.

THE INTEGRATIONIST AEVIVAL; A RETURN TO PREBISCH's POLICY PRESCRIPTIONS + JOSE MANUEL SALAZAR
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Prebisch justified the priority assigned to indus-
trialization as a development strategy as follows: on
the one hand, technical progress in primary activities
makes the displacement of labour out of agriculture
and traditiona] primary exports inevitable; Hence,
these sectors cannot productively absorb the popula-
tion growth nor labour made redundant by technical
progress. The competitive structure of world primary
commodity markets, the homogeneity of these pro-
ducts, and the condition of abundant labour supply in
primary commodity production in the petiphery,
make it difficult, if not impossible, for exporting
countries to appropriate the income gains of im-
provements in productivity. Instead, these benefits
are transferred to consumer countries via lower
prices.

On the other hand, market structures in the
manufacturing sectors of the centres imply that econ-
omic agents (entrepreneurs and labour) have the ca-
pacity to appropriate the benefits of productivity
gains. In addition, income elasticity of demand for
primary commodities in the centres is low, while in-

come demand elasticity for indusrial products in the

periphery is high. These asymmetries exert differen-
tial pressure on the relative prices of primary com-
modities and manufactures, leading to a secular
deterioration in the terms of trade of the periphery. !

I

Prebisch concluded, therefore, that as long as the
periphery specialised in primary commodities and the
centre specialised in manufactures, it would not be
possible for the periphery to narrow down the income
differences with the industrial centres, even if there
were improvements in productivity. Peripheral coun-
tries would continue with lower average income un-
less they could change this pattern of international
specialization by promoting expotts of industrial pro-
ducts to the centres.

Breaking the fundamental asymmetries of the
centre-periphery model therefore required a change
in the pattern of specialization of the periphery to-
wards the development of competitive exports of
manufactures to the industrialized centres. Within
this economic dynamics, ISI was not a long-term
strategy, but was rather seen by Prebisch as a transi-
tional strategy to achicve this new pattern of interna-
tional specialization.

However, according to Prebisch, for 1sT to be the
basis for the promotion of industrial exports to the
centres the simultaneous application of two policies
was critical: progressive forms of regional integra-
tion; and appropriate incentive policies, especially
periodical reforms of the protectionist tariff vis-g-vis
the rest of the world. Let us now look at these cle-
ments in tum.

Economic integration as an imperative

for efficient ISl and a

new outward-oriented strategy

According to Prebisch: “The urgency of the need for
progressive forms of economic integration began to
claim attention from the time of the secretariat’s very
carliest studies, subsequently reasserting itself...”
(Prebisch, 1959a, vol. I, p. 466).2 In one of his

! For a formalization and discussion of the fundamental aspects
of the centre-periphery model, see Spraos (1983).

2 The page numbers for all quotations of Prebisch included here
(except those for 1984) correspond to the two-volume edition of
the Selected Works of Radl Prebisch, edited by Adolfo Gurrlerl
and published by Fordo de Cuitura Econémica (1982). In all
quotations, the italics correspond to Prebisch’s own emphasis,

earliest contributions -his introduction to the
Economic Survey of Latin America 1948, Prebisch
warned that:

“It is necessary to define with precision the ob-
jective that is pursued with the industrialization pol-
icy. If it is considered as a means to achieve the ideal
of autarky, in which economic considerations do not
matter, any industry that substitutes imports would be
admissible. But if the purpose is to increase what has
been justly called the measurable welfare of the
masses, we have to be clear about the limits beyond
which more industrialization might imply a reduction
of productivity” (Prebisch, 1949, vol. I, p. 105).

THE INTEQRATIONIST REVIVAL: A RETURN TO PREBISCH's POLICY PRESCRIPTIONS + JOSE MANUEL SALAZAR
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In this early work he includes a section entitled:
“The limits of industrialization”, and argues that:

“One of the limits is given by considerations re-
garding the optimal size of industrial enterprises.
Latin American countries are, in general, trying to
develop on one side of the border the same industries
as on the other side, This tends to diminish productive
efficiency and conspires against the social objective
that is being pursued. This is a very serious short-
coming... This parceling out of markets, with its.in-
trinsic inefficiency, constitutes one of the main limits
to the growth of industry. However, far from being
insurmountable, a clear-sighted policy of economic
interdependence could remove it and generate large
mutual benefits”.?

In the 1954 Quitandinha report (Prebisch, 1954), 4
he devotes a complete section to the “Liberalization
of inter-Latin American Trade” and warns that: “In-
dustrialization is developing in separate compart-
ments and trade in manufactures between Latin
American countries is very small” (Prebisch, 1954,
vol. I, p. 378). “In a liberalized trade regime produc-
tive specialization, and its well-known advantages
becomes possible, but in a regime of separate com-
partments high-cost production is frequently in-
curred due to the insufficiency of the national
marker” (op. cit.,, p. 379). Therefore, as import sub-
stitution advances “...fowards products that can only
be economically produced on a large scale, and this
exceeds the size of the national market, the need to
develop reciprocal trade among Latin American
countries asserts itself’ (op. cit., p. 378).

Prebisch’s ideas on economic integration are de-
veloped fully in his 1959 book The Latin American
Common Market. Here he clearly formulates a dy-
namic¢ scenario involving import substitution in the
context of an expanding common market as an essen-
tial element for both sustaining a satisfactory rate of
overall growth and promoting efficient industrial-
ization, leading to a stage of mutually beneficial
trade in industrial products with the centres. The
starting point for his analysis is the thesis that:
“The  fundamental economic problem of Latin
America is how to achieve a satisfactory rate of
economic growth that would allow it to progressively
reduce the income differences with the large indus-
trial centres” (Prebisch, 1959a, vol. I, p. 469).

3 Prebisch also insists on these points in the Economic Survey of
Latin America 1949 (United Nations, 1951).

4 Report presented by Raul Prebisch to the Fourth Extraordinary
Meeting of the Economic and Social Council of the Organiza-
tion of American States, held in Quitandinha, Brazil, 1954,

Based on the need to solve this “fundamental
economic problem™, he gives four related rationales
for the importance of econemic integration: i) a
growth argument, fi) an efficiency argument, iii) an
industrial export expansion to the test of the world
argument, which in modern language we could call
an international competitiveness argument for re-
gional integration, and iv) a reduction of external
vulnerability argument.

1. The growth argument

According to this argument, the main obstacle to
growth in Latin America is the balance of payments
constraint imposed by the slow rate of growth of ex-
ports of goods and services relative to the high rate of
growth of imports: a trend resulting from the basic
centre-periphery specialization and its intrinsic asym-
metries. To sustain a rate of growth of GDP higher
than the relatively slow growth of exports, without
rutining into this balance of payments constraint, the
import coeficient (total imports/GDP) has to be re-
duced, and this can only be achieved through an in-
tensive process of import substitution.

In this scenario: “The gradual implementation of
a common market would make it possible to compen-
sate, at least partially, the reduction in the import
coeificient with the rest of the world required by the
slow growth of primary commodity exports, through
an increase in the coefficient of reciprocal imports™
(Prebisch, 1959a, vol. 1, p. 472). Prebisch provides
empirical support for his argument by pointing out
that while Latin America has an average global im-
port coefficient of 7.7%, of which intraregional trade
is only 1.7%, Europe has a global import coefficient
of 18.5%, of which 50% is intraregional trade and the
other 50% is trade with the rest of the world, The
United States has a lower import coefficient with the
rest of the world than Burope and even higher
relative levels of intraregional —that is, interstate—
trade. Thus, Prebisch concludes, the main source of
growth within the common market would be precise-
ly the reciprocal expansion of industrial exports
among the members.® By deliberately promoting

3 Research on trade flows in econemic integration schemes has
given a solid empirical foundation to this expectation, albeit in
an unexpected way. This research found that the increase in trade
among the members of integration schemes has taken place
largely through specialisation in production and export of pro-
ducts of the same industries (intra-industry trade), rather than of
ditferent industries (Tharakan and Kol (eds.), 1989; Willmore,
1974).

THE INTEGRATIONIST REVIVAL: A RETURN TO PREBISCH's POLICY PRESCRIPTIONS + JOSE MANUEL SALAZAR
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economic integration, Latin American countries
could significantly increase their rate of growth and
industrialization;

“If a country sets itself to grow at a higher rate
than the slow rate imposed by the growth of iis ex-
ports, at present it does not have any other alternative
than substituting with internal production most of
what it imports. The common market will open an-
other option: to develop industrial exports to the
other member countries with the purpose of sup-
plying itself with products that otherwise it would
have had to substitute. In this way, instead of trying
to establish all sorts of import substitution industries,
each country could specialize in those more appro-
priate according 1o its natural resources, the skills of
its population and the possibilities of its own market,
and will use imports from the other members to satis-
fy other needs for industrial goods that could not
have been satisfied by importing from the rest of the
world” (Prebisch, 1959a, vol, I, p. 476).¢

2. The efflciency argument

For Prebisch, an efficient process of industrialization
would depend on the continuing and systematic ex-
pansion of markets. As shown above, ever since his
early contributions to the Economic Survey of Latin
America of 1948 and 1949, Prebisch emphasized the
limits that a narrow market imposes for efficient IsL.

By 1959 Prebisch was strongly denouncing the
actual course being taken by 1SI and the resulting
inefficiencies. He directly linked these to two factors:
i) the lack of success in economic integration efforts,
and ii) the exaggeration and abuse of protection.

As regards the former, “the chief weakness of
the industrialization process consists in the fact that it
- has developed in watertight compartments, within
which each country attempts to do the same as the
rest, without specialization or reciprocal trade” (Pre-
bisch, 1959, vol. I, p. 495). And, “...if a common
market is not organized, each country, forced by the
inevitable need to substitute imports, would have to
do it at extremely high costs. This is a very important
point, because industrialization is not an end in itself
but an efficient means to increase average productiv-
ity and, with this, the living standard of the popula-
tion” (Prebisch, 1959a, vol. I, pp. 47 1-472).

Clearly, for Prebisch, economic integration was
not just important but absolutely essential for an effi-
cient ISI process.

3. The industrial sxport expansion to the rest of
the world argument

Prebisch notes that: “It might seem somewhat para- .
doxical that these countries (in Latin America), that
still require tariff protection, could compete in manu-
facturing in the territory of the large industrial cen-
tres. But this is precisely what the European countries
are doing in the U.S. market. Furthermore, there are
some Asian countries that are successfully develo-
ping textile and apparel exports to Furope” (Prebisch,
1959a, vol. I, p. 473).

The possibilities of expanding industrial exports
to the rest of the world are determined by two factors,
according to Prebisch: Latin American competitive-
ness, and the willingness of the industrial centres to
grant market access to Latin America. Interestingly,
the development of competitiveness, in turn, would
critically depend on: i) the effective development of
regional economic integration, and ii) the periodical
revision of the external protective tariff. Thus, “[...]
the common market, by helping to lower costs, might
boost certain lines of industrial exports” (Prebisch,
19592, vol. L, pp. 473-475).7

In 1961 Prebisch summarized what he con-
sidered as the three basic failures of industrializa-
tion. As failure number one he stressed the fact
that “all industrial activities are oriented towards the
internal market. [...] Development policy has dis-
criminated against exports. [...] It has subsidized —
by means of tariffs and other restrictions— industrial
production for internal consumption, but not that
which could be exported” [...] “The common market
constitites a partial solution to this problem. [...] The
development of industrial exports. between Latin
American countries will lead to lower costs of pro-
duction and will give certain industries possibilities
of exporting to the rest of the world, A policy of
stimulus (to industrial imports from Latin America)
and cooperation by the industrialized countries might
intensify this movement” (Prebisch, 1961, vol. I,
pp. 85, 88 and 89).

8 This argument is also the basis of his concepl of reciprocity in
infer-Latin American trade, analysed in section V below.

7 This scenario was formalized by Paul Kmgman in Krugman
(1984).
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As regards the exaggeration and abuse of protec-
tion, in 1959 Prebisch observed that cost reductions
for efficient import substitution had not occurred to a
sufficient degree because “since in many cases pro-
tectionist policy, in the shape of very severe import
restrictions —if not bans— has been carried too far, the
atmosphere of competition in the internal market has
become appreciably less intense” Therefore,

“The return to the customs tariff as an instru-
ment of protection, the lowering of intraregional
duties in some cases and their abolition in others,
would do much to restore the spirit of competition,
greatly to the benefit of industrialization policy. In
this new environment, the gradual development of
a flow of industrial expotts to the rest of the world
might be one of the objectives of Latin American
trade policy. [...] It is thus possible to imagine reci-
procally advantageous patterns of industrial trade
which would have a significance very different
from that of the traditional exchange of raw ma-
terials for manufactured products.” In order to
achieve that, however: “trade policy would have to
be readjusted in keeping with the new state of
affairs. Otherwise, the Latin American common
market would not suffice in itself to foster trade
with the great industrial centres” (Prebisch, 19594,
vol. I, pp. 474-475).

The fundamental importance Prebisch attributed
to the promotion of industrial exports to the industrial
centres is clear from the following: '

“The gradual formation of a Latin American
common market...opens up possibilities for the indus-
trialized countries and for Latin American countries
to take fundamental decisions for the world trading
system... These decisions will determine whether de-
velopment will continue to be inward-looking within
the Latin American common market, with as much
foreign trade as the growth of exports to the rest of
the world would permit; or whether it would be out-

ward-looking, not by reproducing the old forms of

international division of labour, but by developing
new forms that might powerfully contribute both to
Latin American industrialization and to the move-
ment in the industrial centres towards higher stages
of technology and productivity” (Prebisch, 1961,
vol. I, p. 95). :

In his 1964 report to the Second United Nations
Conference on Trade and Development, as Secretary-
General of UNCTAD, he not only reiterates the above
arguments but also includes a chapter entitled

“Industrialization and the need to:export manufac-
tures”, where he again emphasizes in even stronger
terms “the unavoidable need to develop industrial ex-
ports” (Prebisch, 1964, vol. II, p. 247).®

4. The economic Integration and external vulner-
ability argument.

The external vulnerability of the I1SI process was at-
tributed by Prebisch to the failure to promote econ-
omic integration:

“One of the paradoxes of economic growth in
Latin America is that countries that tried to reduce
their vulnerability through industrialization have
found themselves in a new type of vuinerable situ-
ation. This is due precisely to the fact that the sub-
stitution policy has occurred in  watertight
compartmenis. In the most advanced countries of
Latin America, I1SI has reached such extremes that
imporis have been reduced to those products that are
essential for maintaining economic activity. Thus,
when export eamings fluctuations reduce the capac-
ity to import, given that the proportion of current
consumption goods 10 which import restrictions can
be applied is very small, it is necessary to apply these
restrictions to essential products. [...] While before,
the economy was vuinerable on the demand side,
now it is vulnerable on the supply side: the reduction
of essential imports affects the level of employment”
(Prebisch, 19593, vol. 1, p. 478).

‘This shortcoming can be overcome, according to
Prebisch, by promoting economic integration: “The
establishment of a common market would make it
possible to gradually correct this trade distortion and
would help prevent it in the countries in which it has
not already occurred” (Prebisch, 1959a, vol. I, p.
479). “In reality, the common market is a response to
the objective of creating a new pattern for Latin
American trade capable of meeting two exacting de-
mands, namely, industrialization and the need to less-
en the external vulnerability of the Latin American
couniries” (Prebisch, 1959a, vol, I, p. 468),

®In his 1984 retrospective article Prebisch characterized the late
1950s and early 1960s as the “third stage™ of his thinking,
whose distinctive features were strong criticism of the course
taken by ISI policies, and emphasis on the urgent need to pro-
mote economic integration and industrial exports to the centres
(Prebisch, 1984),

THE INTEGRATICNIST REVIVAL: A RETURN TO PREBISCH's POLICY PRESCRIPTIONS + JOSE MANUEL SALAZAR
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In conclusion, clearly Prebisch’s long-term vi-
sion included a dynamic sequence starting from an
inward-looking 1sI process, efficiently developed
through progressive integration into a common mar-
ket and periodic revisions of the protective tariffs,

IV

with the purpose of gradually changing the tradi-
tional pattern of specialization of the centre-periph-
ery model into a pattern of mutually beneficial
reciprocal trade in industrial products with the
centres.

The transition to outward orientation

Despite the importance given by Prebisch to the
promotion of industrial exports to developed coun-
tries, an explicit analysis of the characteristics of
the period of transition towards the new outward-
looking stage is not found in Prebisch’s writings
until the early 1960s. Howevet, even then the ana-
lysis does not enter into specific mechanisms nor
policy instruments.

1. Import liberallzation and resource reallocation

In 1961 Prebisch refers not only to the reduction but
to the “eventual elimination” of protection in the fol-
lowing terms:

“As industrial export activities (to the centres)
demonstrate theit capacity to absorb at high produc-
tivity a growing proportion of the labour force, the
differences in protection levels (with the centres)
could be progressively narrowed down. Of course, in
reducing and eventually eliminating protection in a
growing number of industries, some might be injured,
but this would be compensated by the reallocation of
factors to more efficient export industries. However,
it is not conceivable that in Latin American countries
this policy of impott liberalization could be an objec-
tive to be achicved in the short term. A very long
period of time might be required for this, as well as
for the process of technological assimilation and
capital accumulation necessary to have a sufficiently
strong industrial structure...” (Prebisch, 1961, vol. II,
pp. 94-95).

2. The timing of industrial export expansion to
the rest of the world

In his 1964 Report to the Second United Nations
Conference on Trade and Development (UNCTAD),
Prebisch criticises those that claim that ISI, even

within a common market, is an alternative to the
expansion of industrial exports to the developed
countries. Instead, he argues, the time has come to
pursue them simultancously.

He identifies limits for further ISI even within a
common market for four reasons: i) certain groups of
countries in Latin America do not reach a sufficiently
large market size for efficient 1s1 beyond a certain
point; ii) the development of a common market re-
quires time, while the inefficiencies of ISI are already
present; iii) trade relations with industrial countries,
particularly in the area of capital goods, would great-
ly contribute to technical progress and innovation:
“Growing trdd¢ (with the industrial centres) has the
virtue of helping to rapidly propagate the goods in
which technological innovations are incorporated. If
developing countries close themselves within their
own groups they would be continuously lagging be-
hind in technical progress” (Prebisch, 1964, vol,
II, p. 254), and iv) in a regional group there is the risk
that small countries would depend too much on
larger ones. The only way to avoid this is to diversify
exports by trading significantly with the rest of the
world.

From this, Prebisch concludes that the right pol-
icy is to simultaneously pursue regional economic
integration and the promotion of industrial exports to
the rest of the world: “There is in this area a clear
interdependence. The development of industrial ex-
ports to the rest of the world will have beneficial
effects on intra-regional trade. In turn, the growth of
industrial exports within the region will prepare those
industries to better compete with the rest of the
world” (Prebisch, 1964, vol. II, p. 254).

Unfortunately, while in his 1959 book (Prebisch,
1959a) we find quite detailed discussions of the con-
crete instruments and steps to promote the common
market, in his later work Prebisch did not go into

THE INTEGRATIONIST REVIVAL: A RETURN TO PREBISCH's POLICY PRESCRIPTIONS + JOSE MANUEL SALAZAR
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details as regards the policy instruments for simulta-
neously pursuing regional integration and promotion
of industrial exports to the rest of the world, He reit-
crates the need for low levels of protection and the
periodical reform of the trade regime, but does not
discuss in detail these levels nor these reforms. The
point remains, however, that since the early 1960s he
gave great priority to both regional integration and
the need to develop competitiveness and promote in-
dustrial exports to the rest of the world: precisely the
agenda of most Latin American countries in the
1990s.

3. Reform of the trade regime

Mention has already been made of Prebisch’s early
emphasis on the need for periodic trade policy reform
and liberalization to keep protection within moderate
levels compatible with efficient I1SL In his contribu-
tions to the Economic Survey of Latin America of
1948 and 1949 he does not discuss explicitly the de-
sirable levels of protection. There is, however, a
discussion of the limits of industrialization, with
strong emphasis on the problem of market size and
on the need to expand markets through economic in-
tegration.

The first extended discussion of protection is
found in his 1954 Quitandinha report. The bulk of his
argument is a reassertion of the infant-industry argu-
ment for protection as an incentive to industrializa-
tion, At this stage he insists on the need for the level
of protection to be kept within “reasonable” limits,
Two basic constrainis to the level of protection are
considered: first, protection should be set in relation
with its function of compensating for the productivity
and wage differentials between the centres and the
periphery, and second, protection should not be taken
beyond the point where it may negatively affect
world trade.

Efficiency limits for protection, and the need to
liberalize trade regimes, did not become major con-

cemns of Prebisch until the late 1950s and during the
1960s. As seen above, his 1959 book includes strong
criticisms of the fact that protectionist policy had
been carried too far (Prebisch, 1959a). In a 1959 ar-
ticle published in the American Economic Review he
insists that “Tariff protection... by itself does not in-
crease productivity; on the contrary, if protection is
excessive it tends to weaken the incentive to pro-
duce” (Prebisch, 195%, vol. I, p. 451). In 1964, he
returns to this issue and argues that:

“Industrialization based on import substitution
has certainly been of great assistance in raising
income in developing countries, but it has done so
to a much lesser extent that could have been the
case had there been a rational policy judiciously
combining import substitution with industrial ex-
ports™ [...] “The excess of protection has isolated
national markets from external competition,
weakening and even eliminating the indispensable
incentive to improve quality and reduce production
costs in a private initiative regime. Thus, it has
tended to suffocate enterprise initiative as regards
the internal market as well as exports” (Prebisch,
1964, vol. 11, pp. 248 and 250).

These warnings notwithstanding, a major lacuna
in Prebisch’s thinking on this issue is the absence of
a social and political analysis of protection, that is, of
the interaction between the social groups that benefit
from protection and the State’s capacity to revise ta-
riffs and incentives. By the 1960s it was clear that far
from being rationally planned and adapted dynami-
cally to the new conditions, as Prebisch recom-
mended, the structure of protection in most Latin
American countries was the outcome of a myriad of
political pressures by interested groups. In most cases
rent-secking won over economic rationality, a lesson
that has not been lost and has greatly helped to de-
velop the political economy analysis of policy inter-
ventions (Krueger, 1974; Colander, 1984; Meier,
1990).
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Vv

The present relevance of

Prebisch’s thinking

So far, we have done historical justice to Ral
Prebisch’s thought and demonstrated, among other
points, that he was no simple protectionist. A
Separate issue concerns the usefulness of some of
Prebisch’s ideas for present-day discussions of inter-
national insertion, export promotion and regional
integration. Some aspects of this are selected for
comment in this section.

1. Industrialization,
standards

selectivity and living

In addition o its contribution to relaxing balance of
payments constraints on growth, Prebisch’s pref-
erence for industrialization was based on two essen-
tial criteria: the need to break the fundamental
asymmetry involved in the differential income elas-
ticity of demand for primary commodities and for
manufactures, and the positive externalities of indus-
trialization in terms of propagating technical pro-
gress, upgrading work force skills and increasing
productivity and living standards in the long term.
The discussion of productive transformation
strategies in Latin America can be enriched by taking
these two criteria of Prebisch and developing their
implications under present conditions.

The first criterion emphasizes the importance
of promoting investment and developing competi-
tive advantages in high income-elasticity products.
Although this criterion does not exclude a number
of high income-elasticity agricultural products, in
which the periphery has comparative advantage,
world trade trends and the experience of Japan
and South-East Asia support Prebisch’s preference
for manufactures. Japan in the 1950s and South
Korea in the 1960s successfully used the income-
elasticity criterion to guide industrial policy
(Shinohara, 1982; Johnson, 1982; Siez, 1988;
Amsden, 1989).

Recently, two separate work teams have de-
veloped the methodology and data bases needed to
analyse the competitive position of countries relative

to the participation of their export sectors in high
world income-elasticity product lines. In its
Competitive Analysis of Nations project (CAN), the
Economic Commission for Latin America and
the Caribbean (BCLAC) developed an approach
to competitiveness based on the relative participa-
tion of the countries’ export sectors in the imports
of the Organization for Economic Co-operation
and Development (OECD). * Two concepts are given
specific definitions: positioning and efficiency.
Positioning refers to the relative dynamism of an
item in OECD imports: it is favourable when the
item’s participation in those imports increases and
unfavourable when it decreases. Efficiency refers
to the relative participation of a country in a spe-
cific item. The combination of these features
makes it possible to distinguish four strategically
different situations, as shown in figure 1,

The quality of the international insertion of
each country in world trade is thus examined on
the basis of its export composition according to
this typology. This approach provides not only a
rich framework to historically analyse “winners”
and “losers™ in terms of international competi-
tiveness, but also important insights for prospec-
tive analysis and guidance for productive
transformation sirategies. For our purposes, the
point is that this approach constitutes, in fact, a
development of ECLAC’s and Prebisch’s earlier
emphasis on centre-periphery asymmetries and
the way to overcome them. Based on an adapta-
tion of the export demand elasticity relative to
world income criterion, this approach constitutes
a useful first approximation (on the demand side)
to the issue of how to improve the quality of in-
ternational insertion.

?See Fajnzylber (1991) and ECLAC (1992), chapter V.
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FIGURE 1

Insertion in international trade: positioning and etficlency

Relative positioning of products

Unfavourable Favourable
Low WITHDRAWAL LOST OPPORTUNITIES
SITUATION SITUATIQN
Relative efficiency
of countries
High VULNERABILITY OPTIMAL
SITUATION SITUATION

Source: F. Fajnzylber, “International insertion and institutional renewal”, CEPAL Review, No. 44 (LC/G.1667-P), Santiago, Chile, August

1991, p, 140.

A similar approach has been simultaneously de-
veloped by contributors to the World Competitiveness
Report (WCR),!® although probably without being
aware of its direct link with Prebisch’s concems. The
1990 wcr includes an analysis of the competitive
performance of nations and their industries based on
the concept of “national industrial potifolios™. For
each country, individual “portfolios” are constructed
on the basis of export performance in 71 different
industries during a number of years. A national indus-
trial portfolio is a description of the overall composi-
tion and structure of the industries that operate in a
country. The industrial portfolios of 22 OECD coun-
iries and 10 newly industrialized nations are given in
figures 2 and 3. A growth/share matrix is used, anal-
ogous fo the one pioneered by the Boston Consulting
Group to diagnose the business portfolios of large

1 The World Competitiveness Report has becn published an-
nually since 1980 in Switzerland by IMD International and The
World Economic Forum. The report is based on a quantitative
methodology for measuring critical factors of competitiveness,
The measurements generate a scorcboard comparing relative
compelitiveness among OECD couniries and among a sample of
newly industrialized countries. The concept of national industrial
portfolios was developed by Professor Joseph D'Cruz, of Toron-
to University, Canada, who has contributed with a diagnosis of
national industrial portfolios in successive issues of the Report,
See D’Cruz (1990) and D’Cruz and Rugman (1992).

corporations. Each country’s industrial portfolio is
shown as a circle whose area is proportional to the
total exports of the couniry during the period 1985-
1989, The vertical axis shows the weighted average
annual growth rate of the exports of the 71 industries
for each country during that period. A country’s posi-
tion on this axis is determined by the composition of
its exports: the extent to which it has specialized in
exports from industries whose international trade is
growing. The horizontal axis shows the weighted
average market share for that country. In this case,
the country’s position is determined by its success in
international trade in the industries that constitute its
portfolio. Figure 2 shows clearly that Japan, Ger-
many and the United States are the three leaders in
international competitiveness. In terms of both the
size and position of their industrial portfolios, these
countries are in a group by themselves. Japan’s posi-
tion reflects its extraordinary ability to strategically
manage its industrial portfolio. Its position on the
vertical axis is a consequence of recent success in
shifting out of low-growth industries into those of
high growth, Similar success is shown in figure 3,
particularly by Hong Kong, Taiwan and Korea. How-
ever, a comparison of positions on the horizontal axis
shows, as expected, the smaller average market
shares of the latter countries,
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FIGURE 2

PRINCIPAL DEVELOPED ECONOMIES: INTERNATIONAL
COMPETITIVENESS, 1985-1989 *
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Source: Joseph R. D’Cruz, “National industrial portiolios”, The World Competitivess Report 1991, Lausanne,
IMD International, and Geneva, The World Economic Forum.

® The circles are proportionate to total exports in the period. Weighted average growth: 15.3%. Weighted average
market share: 11%.
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FIGURE 3

NEWLY INDUSTRIALIZING ECONOMIES: INTERNATIONAL
COMPETITIVENESS, 1985-1989*
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Source: Joseph R. D'Cruz, “National industrial portfolios”, The World Competitivess Report 1991, Lausanne,
IMD International, and Geneva, The World Economic Forum.

? The circles are proportionate 1o total €xporls in the period. Weighted average growth: 14.7%.

Weighted average
market share: 4.5%.
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FIGURE 4

CANADA: INTERNATIONAL COMPETITIVENESS OF THE
10 LEADING INDUSTRIES, 1985-1989 2
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Source: Joseph R. D’Cruz, “National industrial portfolios”, The World Competitivess Report 1991, Lausanne,
IMD International, and Geneva, The World Economic Forum.
® The circles are proportionate to total exports in the period. Weighted average growth: 13.6%. Weighted average
market share: 7.9%.
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As an illustration, Canada’s industrial portfolio
is presented in figure 4 (only the ten most important
industries are displayed). In this case each circle
shows: i) the relative attractiveness of the industry, as
measured by the rate of growth of world mar-
kets; ii) the relative competitive position of the
country in that industry, as measured by the country’s
market share, and iif) the relative importance of that
industry in that country’s portfolio, as measured by
the area of the circle.

In conclusion, both of the above-mentioned ap-
proaches to the performance and relative competitive
positions of countries contain and generalize import-
ant elements of Prebisch’s concerns with interna-
tional trade patterns. In particular, they are powerful
tools for diagnosing and discussing the quality of in-
ternational insertion of particular countries and can
also be interpreted as modern adaptations and refine-
ments of Prebisch’s criterion of export demand elas-
ticity relative to world income. To the extent that
countries succeed in shifting their industrial or pro-
ductive portfolios from low-growth to high-growth
industries or product lines, they would be making
progress towards eliminating one of the fundamental
asymmetries of centre-periphery trade that concerned
Rail Prebisch.

Prebisch’s second reason for giving industrializ-
ation high priority, initially via import substitution
but later through the promotion of industrial exports
to the large markets in developed countries, con-
cemed industry’s unique capacity to foster technical
progress, learning and upgrading of skills, contribut-
ing in this way to the fundamental objective of in-
creasing living standards, International experience
and industry and country case studies also support
the key importance of work force skills in achieving
this objective (Freeman, 1987; Amsden, 1989;
Porter, 1990).

Present conditions are, of course, very different
from those of the 1950s and 1960s, but the strong
link Prebisch established between industry, labour
skills and long-term living standards remains a cru-
cial issue that is receiving renewed attention. Robert
Reich, for instance, has cogently argued that global-
ization is increasingly producing an international or
global labour market, encompassing Asia, Africa,
Latin America, Western Europe and increasingly
Eastern Europe and the Soviet Union. The standard
of living of the nationals of particular countrics in-
creasingly depends, according to Reich, not on the

profitability of the corporations nationals own, but on
the value national labour forces are able to add to the
global economy through their skills and insights
(Reich, 1991). This is another theme that deeply con-
cerned Prebisch and that should be reexamined under
a new light in'the present stage of international inser-
tion into an increasingly global world trade and in-
vestment system.

2. The concept of reciprocity

Prebisch’s treatment of the issue of reciprocity is also
of interest for present discussions of regional integra-
tion and international insertion. He discussed recipro-
city in two contexts: in centre-periphery trade, and in
intra-Latin American irade.

a) Reciprocity in centre-periphery trade
Centre-periphery trade asymmetries led Prebisch to
conclude that protection has different effects in each
region, with important consequences for the way re-
ciprocity should be conceived. The fact that income-
elasticity of demand for industrial imports in the
periphery is higher than income demand elasticity for
primary commodities in the centres implies that:

“Under equal per capita growth rates, industrial
import demand in peripheral countries will tend to
grow at a higher rate than primary commodities im-
port demand in the centres. If population growth in
the peripheral country is higher than in the centre,
this disparity in import growth rates will be accentu-
ated. If income growth in the peripheral country is
higher than in the centres, the disparity is further in-
tensified” (Prebisch, 1954, vol. I, p. 366).

Therefore, if a peripheral country sets itself to
reduce or even to maintain the income disparity with
the centres it will have a persistent tendency to bal-
ance of payments disequilibrium. Thus, Prebisch ar-

_gued, maintaining a moderate level of protection in

the periphery is a way to correct this bias and limit
imports to the level allowed by its payment capacity.

- Furthermore, as long as protection is kept within

limits, it would not reduce the growth of world trade.
In contrast, protection by the industrial centres
against primary commeadity imports from the periph-
ery accentuates the bias and tends to retard develop-
ment in the periphery and to'slow down the growth
of world trade.

Conversely, Prebisch argued, the reduction or
climination of protection in the cenires has an
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implicit reciprocity component, because the resulting
increase in the periphery’s exports will lead to a cor-
relative increase in its imports of industrial products.
This would occur even without tariff reduction in the
periphery, due to its higher income demand elasticity
for industrial imports. Thus, “The traditional concept
of reciprocity, under which peripheral countries are
asked to grant duty concessions similar to those
granted by the centres, does not take into account this
implicit reciprocity” (Prebisch, 1959b, vol. L, p. 457).

Prebisch applied this analysis in commenting on
U.S. trade policy and observed that:

“...tariff concessions agreed by the U.S. with de-
veloping countries have their own implicit counter-
part: the higher international purchasing power
generated by higher U.S. imports will tend to turn
itself directly and indirectly into a higher interna-
tional demand for U.S. exports. In reality, the U.S.
predicament vis-a-vis Latin America could not be
more favourable. As long as these countries maintain
protection within limits, it would not be the tariff
level but the volume of U.S. imports (from Latin
America) that will determine the amount of Latin
American imports (from the U.S,)” (Prebisch, 1954,
vol. I, p. 374).

Two observations are relevant on the above ana-
lysis. First, Prebisch does not take into account trade
in services and capital flows: factors which could
contribute to relax the foreign exchange constraint to
some extent. He mentions these factors but puts them
aside “for simplicity’s sake”. The sustainability of
growth without falling into a binding balance of pay-
ments constraint, when trade in services and capital
flows are considered, is certainly a major issue at
present, particularly for economic management dur-
ing the transition to liberalized (rade.

Second, the practical importance of implicit reci-
procity depends on actual trade structures, which in-
creasingly diverge substantially from the postulated
centre-periphery specialization. However, particular-
ly in the context of possible U.S. - Latin America free
trade negotiations as part of the Enterprise for the
Americas Initiative, implicit reciprocity as conceived
by Prebisch may provide a strong justification for a
differential and prolonged phase-out of tariff and
non-tariff barriers for Latin American countries. It is
interesting 10 note that, in relation to the future out-
ward-oriented stage based on reciprocal trade in in-
dustrial products with the centres, Prebisch argued
that: “Once this objective has been achieved, the

traditional concept of reciprocal concessions might
gradually recover its validity” (Prebisch, 1961, vol.
IL, p. 94).

b) Reciprocity in intra-Latin American trade
Prebisch was concerned about the low coefficient of
intra-regional trade versus total trade in Latin Ameri-
¢a, and about asymmetries or polarization effects
between countries as a source of difficulties for re-
glonal economic integration. Reciprocity was con-
ceived as a way to tackle these problems. It required
that member country imports be financed by their
own additional industrial exports: “It is essential (for
the success of the common market) that the country
that increases its imports (from Latin America) be
able to pay for them by increasing its own industrial
exports, in addition to its primary commodity ex-
ports. Otherwise, this policy will not promote that
country’s own industrialization, and it would boil
down to transferring to other Latin American coun-
tries the foreign exchange that was previously used in
paying imports from the rest of the world” (Prebisch,
1959a, vol. I, pp. 499-500).

Reciprocity, therefore, would involve efforts to
balance trade in industrial products and promote in-
dustrial exports. It was also conceived as a way to
deal with the distribution of costs and benefits of
integration and ensure the continued commitment of
countries to the integration scheme. A number of
points should be made in this respect.

First, despite several decades of integration ef-
forts, Prebisch’s concern with the low coefficient of
intra-regional trade relative to total trade in Latin
America is still valid. In fact, a major concern in the
approach calling for a move towards a Hemispheric
Free Trade Area, as proposed by the Enterprise for
the Americas Initiative (EAI), is the need to avoid a
hub-and-spoke pattern of trade, with the United
States as the hub and very small trade among the
Latin American spokes (Wonnacott, 1991; Lipsey,
1992).

Second, under present conditions some trends
associated with globalization, such as the growth of
intra-industry trade, the new sourcing practices of
global enterprises, and the growth of trade in services
and in knowledge-intensive activities, suggest the
need to redefine reciprocity by moving away from a
narrow definition in terms of the balance of trade in
industrial products. Nevertheless, the concept of reci-
procity remains valuable because it focuses attention
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directly on foreign-trade structures and their effects
on the pattern of development (Antonelli, 1989;
Rowthorn and Wells, 1987).

Third, Prebisch was realistic as regards the diffi-
culties of achieving reciprocity narrowly defined:
“The possibility should be accepted, of course, that
the competitive strength of certain countries would
make their exports dominant in the market of less
competitive countries, without the latter being able to
correlatively develop their exports. It is essential to
prevent this type of situation from provoking restric-
tive measures” (Prebisch,” 195%a, vol. I, p. 500). In
order to aflow “the smooth functioning of the com-
mon market” and prevent restrictive measures, Pre-
bisch discussed in some detail four types of measures
which are of interest for present-day regional integra-
tion efforts: i) More competitive and advantaged
countries should stimulate their own imports from the
common market by accelerating the rate of elimina-
tion or reduction of their own tariff and non-tariff
barriers (NTBS); ii) less competitive countries should
receive significant technical and financial cooper-
ation to develop industries and improve competitive
advantages; iii) less competitive countries should be
assured, by appropriate safeguards, that if despite
corrective measures in terms of cooperation and fas-
ter liberalization by the more developed countries,
their unfavourable situation persists, they would be
able to reduce the rate of reduction or elimination of
tariffs and NTBs; iv) a multilateral credit facility
(clearing house) is recommended in order to save on
the use of hard currency and induce countries to
commit themselves to deeper liberalization than they
would be prepared (o do otherwise (Prebisch, 1959a,
vol. I, pp. 499-514).

Clearly, these types of measures are relevant not
only to Latin American integration, but also, and
even more forcefully, to integration into any larger
trade bloc. Elsewhere, we have argued that the acute
asymmetries between prospective members of a
Western Hemisphere Free Trade Area (WHFTA) that
includes the U.S., Canada and Latin America suggest
the need to exercise asymmetric or relative recipro-
city by adopting several policies that are essential to
make a free trade area among such a heterogeneous
group of countries viable (Salazar-Xirinachs and Li-
zano, 1992, chap. 2). These include: i) differential
phase-out periods for the elimination of tariff and
non-tariff barriers; ii) transitional support measures

from the more developed tothe less developed
member countries; iii) technical and financial cooper-
ation, particularly to upgrade standards (products,
processes, the environment, intellectual property);
iv) support for improvement of the investment cli-
mate and the development of long-term competitive-
ness (science and technology, training and other
factor upgrading policies). The latter would be aimed
at accelerating the transfer of technology, improving
export services, and removing supply side inflexi-
bilities in the less developed partners.

3. Regionalism versus multilateralism

Some analysts fear that the U.S. endorsement of
regionalism, the Europe-92 programme, and other
regional integration efforts will tilt the balance away
from multilateralism and lead to fragmentation of
the world trading system (Bhagwati, 1992). Others,
however, welcome regional initiatives as a means
of delivering locally what seems impossible to at-
tain globally (Krugman, 1992; Summers, 1991;
Dornbusch, 1990).

In all his main contributions Prebisch shows a
consistent concern with the impact regional econ-
omic integration might have on the international trad-
ing system and with the limits protection should have
in order to avoid adverse effects on world irade, In
this respect, he developed a number of related argu-
ments.

First, he argued that in view of the income-
elasticity asymmetries, moderate protection in de-
veloping countries is necessary to manage the foreign
exchange constraint, but this would not affect world
trade negatively: on the contrary, to the exient that
protection helps to raise income in developing coun-
tries it might actually contribute to the expansion of
world trade;

“There are two kinds of protectionism in develo-
ping countries. First, protectionism that contributes
io promote the structural changes required by econ-
omic development without reducing imports below
the volume corresponding to external payments ca-
pacity and without reducing world trade nor weaken-
ing its growth rate. Secondly, protectionism that goes
beyond the limits required by import adjustment and
that adversely affects world trade” (Prebisch, 1954,
vol. 1, p. 368).

In contrast, according to Prebisch, protectionism
in the centre would be highly negative to world trade
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and to multilateralism: it would seriously affect ex-
ports and income growth in the periphery, and
would therefore also reduce the centre’s industrial
exports to the periphery. The dynamism of the
world trading system is determined, he argued, by
the economic behaviour of the centres, the petiph-
ery having basically a passive role. By opening up
to the periphery’s exports the centres can create
purchasing power for their own industrial exports
to developing countries. Conversely, if the centres
limit their imports, this would reduce foreign ex-
change earnings and import capacity in developing
countries, and would force these countries to inten-
sify their own protectionist policy (Prebisch, 1954,
vol. I, pp. 371-373): “It is beyond doubt that any
country, large or small, that resorts to protection-
ism when it has no disparities to correct in foreign
trade elasticities would exert a negative pressure on
world trade. The larger the country, the larger its
influence and its responsibility” (Prebisch, 1959,
vol. I, p. 459).

Thirdly, Prebisch insisted that a regional group
or common market can greatly help to improve world
trade and multilateralism, if it meets certain condi-
tions. A common market, with its large potential for
increasing trade in industrial products, “could break

VI

the old patterns of trade according to which each
Latin American country orients its trade towards the
industrial centres, with very weak trade flows with
other countries in the region” (Prebisch, 1950b,
vol. 1, p. 460). Two conditions are essential, accord-
ing to Prebisch, in order to maximize the contribution
of regional integration to world trade and multilat-
eralism; efficiency in the industrialization process,
which in turn requires protection to be moderate, and
a sufficiently large integrated market. As regards the
former, cost reductions brought about by the common
market would justify a reduction of average tariff le-
vels vis-Q-vis the rest of the world, in comparison
with the alternative scenario of an inefficient 1s1 pro-
cess continuing in fragmented markets. Thus, he ar-
gued, the common market offers the opportunity to
negotiate, as a trade bloc, reciprocal tariff reductions
vis-a-vis the rest of the world, which would be
beneficial for international trade.

As regards the second condition, market size
might be insufficient even when relatively small
couniries integrate. Therefore, for economic inte-
gration to render all its potential benefits: “it
should have a muitilateral character, and involve the
largest number of countries possible” (Prebisch,
1954, vol. I, p. 379).

Final observations

We have shown that, far from remaining locked-in in
an inefficient import substitution industrialization
path, for Prebisch, gradual and negotiated incorpora-
tion into increasingly wider commetcial relationships
was seen as the key to economic progress. Regional
economic integration and periodical revisions of ex-
ternal tariffs to keep protection within moderate le-
vels were essential ingredients for reaching a stage of
reciprocal trade in industrial products with the cen-
tres, which Prebisch considered as the only option
capable of breaking the centre-periphery asymme-
tries, increasing income and employment, and raising
living standards in developing countries, Thus, rather
than departing from Prebisch’s long-term vision, the
current search for a new high-quality international
insertion and the integrationist revival in Latin
America may be interpreted as a reassertion of the

sequence of policies originally envisaged and recom-
mended by Prebisch,

In addition, Radl Prebisch’s ideas on economic
integration, outward-looking growth based on indus-
trial export promotion, selectivity based on world
income-elasticity criteria, and reciprocity, appropri-
ately adapted to present conditions, are relevant
for the rethinking of the strategy of international in-
sertion complemented by regional inlegration in
which Latin American countries are presently busily
engaged.

We have not argued, however, that the ptesent-
day case for international insertion and regional inte-
gration is based on exactly the same reasons Prebisch
had in mind. New reasons for regional economic
integration and cooperation emerge when integra-
tion is seen as functional and complementary to
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international insettion: a topic which has been ana-
lysed elsewhere.'* The characteristics of the world
economy and of Latin America are now very differ-
ent from those of the 1950s and 1960s. We now live
in the context of a different *“technological para-
digm”. Globalization, the increasing importance of
trade in services, the move from the high-volume to
the high-value enterprise based on knowledge and
information-intensive activitics, and new sourcing
practices of global firms are all features that are
fundamentally changing the international and local
economies and that should be taken into account. In
patticular, the relative attractiveness of countries as
locations for investment emerges as a major
issu¢ in the analysis of international insertion
strategy and its domestic policy requirements. What
we have tried to show is that, in addition to the va-
lidity of his overall long-term vision of the develop-
ment process, a number of Prebisch’s specific
concerns are relevant today:

i) The income-elasticity criterion is a useful ap-
proach for assessing the relative competitive positions
of countries and guiding productive modemization
poiicies to improve the quality of international insertion,

ii) The link between labour skills and living
standards remains a crucial issue that is receiving
renewed attention.

iiiy Prebisch’s concern with the low coefficient
of intra-regional trade compared to total trade in
Latin America is still valid, despite decades of inte-

gration efforts, and assumes renewed importance in
the context of the formation of a Western Hemisphere
free trade area.

iv) Economic integration as a means of relaxing
the foreign exchange constraint is a controversial
proposition when trade in services and capital flows
ar¢ taken into account. However, sufficiently large
capilal inflows over time to sustain growth are a sen-
sitive issue for economic management during the
present transition to freer trade in Latin America, and
Prebisch’s point remains valid: by deliberately pro-
moting economic integration, countries could signifi-
cantly raise their rate of growth and industrialization.

v) Existing trade asymmetries between prospec-
tive members of economic integration areas strongly
suggest the need to give practical meaning under
present conditions to Prebisch’s concept of relative
reciprocity and to complementary policies to ensure
the viability and fairness of free trade areas that inte-
grate couniries at very different stages of develop-
ment.

vi) Finally, also relevant today are the two essen-
tial conditions Prebisch emphasized in order to
maximize the contribution of regional integration to
freer world trade and multilateralism: efficiency in
the industrialization process, which in turn requires
protection to be moderate, and a sufficiently large
integrated market. Moderate protection, in addition,
reduces the trade-diversion costs of integration.

(Original: English)
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