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Chapter 3: The Early Termsof Trade Controversy

By the late 1940s, one of the man politicd results of the Second World War had
become gpparent, an increesng differentiation of the power rdaions of the countries
of the world.  Europe was now divided, and Western Europe needed massive foreign
ad for recondruction.  The Mashdl Fan, followed by the establishment of NATO,
“began in eanest an ea of American military, politicd and economic dominance over
Europe™. The Sovig Union, having demondraed its aomic cgpability, had just
joined the US as the second ‘Super-power’.  Jgpan, defested, was only just beginning
to switch its energies from militay to economic efforts  The other countries of the
world, in the rex of Ada in Lain Ameica and in wha was 4ill colonid Africaz,
were not ‘Powers of any sort, and were for the most part wretchedly poor. The new
UN fora had dlowed them to find their voice in internationd economic &fars and to
begin to aticulae a view of ther own gStuation.  This modest progress was, however,
far out-diganced by the grest legp in the exercise of worldwide power made by the
Unted States.  In this broader context of growing imbaance in the power of nations,
it is possble to discern in the controversy over the trend in the terms of trade not only
a livdy academic debate, but dso the emergence of an economic metgphor for these

changing palitical redlities

Despite the increesing politicad  differentiation of the time, the UN dill represented the
idedism of its watime origin, and was indeed the most advanced inditutiond
embodiment of mankind's aspiration to unity.  As Hans Singer later recdled, “the UN
was the home of mankind . . . it was then & the centre of the internationd
organisgtions, (while) the Bank and the Fund were very much on the periphery in

1 S. E. Ambrose, Riseto Globalism: American Foreign Palicy since 1938, New Y ork, Penguin, 7

revised edition, 1993, p. 101.

2 Thewhole of colonia Africacontinued to be dedlt with by the UN Trusteeship Office, under Ralph
Bunche. Thiswas quite separate from the UN Economics Department, whose work on terms of tradeis
discussed in thischapter.



those dayS’3. In the years before the advent of McCarthyism in early 1950, the UN
Soreariat dill hed the sdf-confidence to raise issues and concerns about forces that
might undermine the path towards that unity. On the economic dde of the
Secretariat, economic issues and economic methodology were naurdly to the fore
This sadly did not last long.  The publication of the Prebisch-Singer thess coincided
with the dat of Senaor McCathy's anti-Communist scare. The Secretary-Generd
of the UN, Trygve Lie, then caved in to US pressure to dlow UN employess who
were US nationds to be invedigated by the Committee on Un-American Adivities
This falure to defend the independence and integrity of the UN had a profound
effect’. The organisation was cowed, and the expresson of idess repugnant to
McCarthy and his followers was discouraged. In this amosphere, the debate about
the movemett of the tems of trade dthough too academic to cause officd
digplessure, could serve as a lightning conductor for more generd anxieties aout the
intlectual  consequences  of the United States new economic and politica
dominance.

Although its fird confident vigour was gone, the UN 4ill provided a good plaform.
Hans Snger himsdf has damed that “the Prebisch-Singer-Myrdd thess of ‘inward-
looking indudrialization (through a sugpenson of the free play of internaiond
market forces) provided academic support to the growth of economic nationdism in
the newly independent countries and got much publicity through the UN connections
of Prebisch, Singer and Myrdd”. He notes dso tha this trio was known in the UN as
“the Golden Triangl€’. As a reallt, the dissamination of the academic idess was
powerful, and there ae few deveopment economisds who have never written a
passage about the Prebisch-Singer thesi.  The sdf-appointed defenders of economic
orthodoxy were, for ther part, not dow to respond, producing a fierce and mult-
faceted controversy that Hill continues.

TheTermsof Tradein Classical Political Economy

The UN provided the medium, but the message itsdf was aresing.  In effect, though
without any explidt recognition of it, the Prebisch-Singer theds contradicted a long
tradition of contrary bdief amongst economids induding Keynes. The C19th
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Hans Singer interview with Richard Jolly, October 11, 1995.

“The UN Secretariat has never recovered from those three or four years . . .The salf -confidence went
out of the Secretariat. Before that, we were acivil service of theworld . . .After that the Secretariat became a
technicd thing, servicing committees, the development of new idess became discouraged.” Hans Singer in
interview with Richard Jolly, October 13, 1995.

> H. Singer with D. Sapsford and P. Sarkar, * The Prebisch-Singer terms of trade controversy revisited',
in HW. Singer, Growth, Development and Trade: Sdected Essays of Hans W. Singer, Cheltenham, Edward
Elgar, 1998, p. 141.



English politicd economids bdieed tha the terms of trade of indudrid
manufactures rdaive to agricultura produce would tend to decline This bdlidf,
largdy forgotten by the mid-twentieth century, unde-pinned their pessmism about
the sudanability of rgoid populaion growth. That manufectures terms of trade
would decline, and that rgpid population growth was therefore unsudtaingble, were
two propostions that caused economics, early in its higory, to be dubbed ‘the dismd
sience.  The link between the two was the doctrine of the tendency to diminishing
returns in agriculture, while indudry was subject to increesng returns Economids
gengdly hdd the view tha agriculture (and mining) wes essatidly different from dl
other kinds of economic activity.  The difference was teken to be that both extenson
of the cultivated (or mined) area, and the more intense cultivation (or mining) of an
exiging unit of land, were operdions in which ceteris paribus increesng gpplications
of labour and cgpitd would necessrily produce diminishing returns The dasscd
political economigts took land to be the only factor of production whose supply was
fixed. This suppogstion judified ther long hdd didinction between agriculture (and
mining) and manufecturing indudry, and led the grest economic thinkers to develop a
problematic which included the expectation of dedining terms of trade for indudry.
One may describe this expectation as “the Cambridge doctrine of the terms of trade”®,

The dasdicd doctrine envissged that agricultura  technology could improve, and thet
any technicd improvements had the effect of offseting the cost incresses caused by
diminishing returns. Indudgtrid operations, by contrast, had no tendency a dl to
diminishing retuns Even in the asence of technicd progress, scde expanson
brought increesing returns. An “old” economy, whose man economic Sectors
operaed in this way, however, ssemed to face potentidly serious welfare problems if
the growth of its population began to accderate.  This was because, once the land was
fully settled, further increeses in the population could be accommodated only by the
expangon of manufacturing sector  employment. This would then depress the
sector’'s terms of trade vis a vis the agricultura sector. Snce agriculturd products, in
the form of food, were the mgor component of the consumption basket of the
indugrid labour force, rapid population growth would prevent a rise in the standard of
living of the mass of the people  Then the excess population would sooner or later
fdl prey to the podtive checks of famine and disesese If these pogtive checks were
held in abeyance by the import of chegp food from dbroad, the expedient could be
only temporary, as the supply of chegp imported food was bound to dry up, as the

6 Thejudtification for this usage is that the doctrine originated with Mathus, and continuedto flourish

among Cambridge economidts, including Keynes and severd of his junior colleagues, when abandoned by
others. For more extended discussion, see John Toye, Keynes on Population, Oxford, Oxford University Press,
2000, Chapter 1.



exporting countries themsdves indudridised and absorbed their own food supply.
Ultimately, there was, it was held, no way to avoid a crisis of immiserisation.

Before examining how, a the end of the 1940s Hans Singer together with Rall
Prebisch came to contradict the Cambridge doctring, it is worth noting that the basc
framework of idess remaned remakably Sable throughout the entire century and a
haf from Mdthus to Keynes However, the degree of anxietly expressed about the
consequences of rgpid population growth, did vary, on the whole becoming less acute
throughout the nineteenth century, mainly in regponse to the hidoricd unfolding of
key developments in the economic relaions of Europe and America’.  The particular
postive influences were the increesng avalability of chegp American careds and the
cepacity of America to asorb large and increesng numbers of Europeen migrants.
Then Keynes just before the Fird World War, sounded the darm once again about
the wvulnerability of Europeen growth and accumulation to the drying up of chegp
imported food supplies.

Mdthuss Essay on the Principle of Population dready assated the law of
dminishing retuns in agicuturd. By 1803, Mdthus had raised the question of the
bdance between the agriculturd and indudrid sectors in Britain, suggeding thet the
letter had become disproportionately large. The idea that the two sectors of the
nationd economy should be “baanced” led Madthus to support the Corn Laws in
order to protect agriculture.  Others disputed the notion of sectord bdance.  Why not
breek the condraint on the supply of the means of subsistence by importing food, and
then use the food to expand the population working in the manufacturing sector and
regp the benefits of a conseguent increee in the intendtiond divison and
gecidisation  of  labour? Mdthus bdieved tha America would inevitably
indudridise in its “naturd progress to wedth’, and absorb its own food supplieS’g.
Then the “retrograde movements’ that would afflicc Europe would include, he
expected, a dedine in the manufacturing terms of trade.

Hans Singer, in his own lae writings, drew atention to the line of cdasscd palitica
economists who bdieved that growth in dready developed countries would sooner or
laer succumb to some kind of obdacle, or come up agang some kind of celing.

! In English dlassical political economy, arecurring contrast is made between the economics of “old

countries’, meaning long settled and having population and capita accumulation closdly adjusted to natural
resources, and “new countries’, meaning in the process of set tlement and therefore without that close
adjustment. The geographicaly vagueterms“Europe’ and “America’ were often used to exemplify this
contrast. “England” was sometimes used in this senseinstead of “Europe’.

8 James, 1989: 1, 13.

o James, 1989: 11, 64-5.



However, one should not exaggerate the unenimity of ther views Ricardo, for
example, was exceptiondly optimigic about the availability of chegp importable food,
and that led him to oppose the Corn Laws®.  John Stuart Mill firmly relied on the law
that “the produce of the land increases, ceteris paribus in a diminished reio”, which
he regarded as “the most important proposiion in politcal economy’™.  He taught
that, when population growmth exceeds the current optimum, the terms of trade of
manufactures againg raw produce have “a certain and decided tendency to fdl”.

Keynes' s Revival of the Cambridge Doctrine

Mdthuss “unquedionable truth” that an indudridisng America would withdraw its
corn from Europe was reiintroduced into public debate before the First World War. It
was the young Keynes who, above dl, sounded this particular dam. Keynes
beieved that Euope was over-populated, and thet the evidence should be sought in
ddtidics of the unit vaues of manufectured exports, rddive to the unit vaues of food
imports.  Moreover, he thought that he had found it, in the UK Boad of Trade's
annud reun of export and import datigics for 1900-11 showing tha “the operdion
of the lav of diminishing retuns for raw products’ had been “seting in shaply in
quite recent years'?.  Citing A. L. Bowley's ‘ratio of export index to import index,
Keynes identified the beginning of the twentith century as the dating point of the
adverse trend ™ According to him, the period of grace foreseen by Marshdl had
dready cometo an end.

After the Firg World War, in Economic Consequences of the Peace (1919), Keynes
discused the pre1914 economic sysem, and in particular Europes economic
relations with America. He granted that, from 1870 to 1900, population increase in
Europe and America was more than vaidated by growth in the avalable food supply -
"a&s numbes increased, food was actudly esder to secure'. He then repeated the
dam tha, ater 1900, "a diminishing yidd of naure to man's effort was beginning to
resssart itsdf”, as evidenced by the risng red cost of American cereds. No figures
to vdidae the dam of a rigng red cog of North American cereds appear in the
published verson of Economic Consequences. Keynes initidly induded a table
purporting to show an upward trend, but then he omitted it™,

Thisview, however, goes somewhat counter to that expressed by Hans Singer (1975: 1-2).

This quotation istaken from Hollander, 1985: 1, 212.

JMK, xi: 221.

A.L.Bowley, ‘ThePriceof Importsand Exports of the United Kingdom and Germany’, Economic
Journal, 12, 1903, p. 628

“ Toye, Keynes and Population, p. ?
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This vay issue was the subject of Keyness debate with Sr William Beveridge in
1923-4. Although Beveridges generd reaction to Economic Consequences was
favoureble, he objected spedificdly to Keyness daements on  the dedining
manufacturing terms of trade and ther implicaion for the future wedfae of the
population. So in 1923, Beveridge publicly demondrated that Keyness result
folowed from his solicing of two indices which were not equivdent, which neglected
the change in the compostion of manufactured exports and which covered only
between 65 and 50 percent of dl UK manufactured exports. The "1900 turning
point" was thus shown up as asatistica artefact™.

More importantly, Beveridge pointed out that Keyness argument confused the fdling
purchesng power in tenms of food of a manufectured item with the fdling purchasng
power over food of a unit of labour applied to manufacture.  He correctly argued that
a downward drift in the former was compatible with an upward drift in the later when
technicd progress was achieving incressng retuns to  lebour in manufacturing™.
Keynes's agument could not be susained”.  The essentid point was thet, even if the
commodity terms of trade were to move in favour agriculturd products, this would be
more than offss by fader technicd progress in menufacturing, and the consequent
movement of the double factord terms of trade in favour of indudtry.

What was Keynes's own pogtion on the terms of trade in the 1930s? Hans Singer
laer recdled tha by this time Keynes “dared the idea that primary prices would have
a long-run downward trend’, in the context of his advocacy in 1938 of buffer stocks
of primary commodities®. It was because of his belief in the downward price trend,
Snge agued, that Keynes thought thet indudrid oountries “had nothing to worry
about in (schemes for) reducing ingtebility and fluctuations around the trend™.  The
buffer stock proposds (another was made in 1942°%) do not explidtly sy this
however.  The 1938 proposa is to subsdise commodity storage cods in the UK, to
induce Empire governments to hold their socks in Britain, rather than abroad, as a
form of insurance agang watime diguption of supplies ~ Moreover, it would, to say
the leedt, detract from the origindity of Singer and Prebisch if Keynes had dready hed
theidea of along-term downward trend in primary prices.

B W. Beveridge, ‘Mr Keynes Evidence for Over-population’, Economica, 4: 1-20.

® lbid., p. 14-16.

v D. E. Moggridge, Maynard Keynes: An Econorist’ s Biography, London and New Y ork, Routledge,
1992: 345, indluding note o.

B “The Policy of Government Storage of Foodstuffs and Raw Materiads’, a paper ddlivered to the British
Asocidion in Cambridge, see MK xxi: 456-70.

® H. Singer, “Early Yearsinthe UN” in G. M. M eier and D. Seers (eds,), Pioneersin Development, New
Y ork, Oxford University Press, 1984, p. 279.

D IMK, xxvii: 136.



Nevethdess, it is not implausble tha Keynes by now thought that the supply
postion of food and raw materids was easder than in the previous decades  He had
recognised the posshility of fast technicd progress in the agriculturd  sector. In
Economic Possibilities for our Grandchildren (1930), he had forecast in a surprisng
burg of optimiam that “in our own lifetimes . . . we may be ade to paform dl the
operations of agriculture, mining and manufacture with a quater of the humaen effort
to which we have been accustomed”™™.  Subsequently, he had noted that technica
progress in agriculture was in fact rgpid in the 1930s  This would offsat the tendency
of diminishing returnsin the sector.

The falure of effective demand in the Great Depresson of the early 1930s was a
second mgor factor in putting downward pressure on the prices of food and raw
maerids. Moreover, the andyss of the General Theory suggedted that the falure of
efective aggregate demand was a chronic problem of ceapitdis or  moneay
production economies, and to that extent created an expectation the recovery would be
weak and that depressed conditions would periodicaly recur.

Thirdly, Keynes in common with mos other British economists accepted the
likelihood of a sudden decline in the British populaion dating in the 1940s  The
Cambridge doctrine implied that a fdl in populaion in a country speddisng in
menufactured exports would turn the terms of trade in its favour, dlowing it to
purchase its imports of food and raw materids from abroad on a more advantageous
relative price bads Keyness Gaton Lecture (1937) had not discussed this because
he had used a clossd economy assumption. However, subsequent andyses of the
same problen by his younger Cambridge colleegues, such as Brian Reddaway” and
Joan Robinsor made that implication explicit.

None of thee three reasons for expecting an easser commodity sSpply postion-
technical progress in agriculture, depressad aggregete demand or population dedine in
the indudridised country dependent on imported food — is inconddent with the
underlying theoreticd suppodtions of the Cambridge doctrine of the terms of trade.
They medy represent temporary countervaling forces It is a fine point, which may
not have been in sharp focus when Hans Singer later recaled Keynes s position.

JMK; ix. 325.

W. B. Reddaway, The Economics of a Declining Population, London, George Allen and Unwin, 1939,
218.

J. Robinson, Collected Economic Papers val. 1, Oxford, Basil Blackwell, 1978, p. 132.
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Other Pre-war and Post-war Discussion of the Terms of Trade

The Cambridge doctring inherited from Mdthus had in fact been chdlenged
theoreticaly as early as 1923. F. D. Graham denied its underlying logic, on both the
demand and the supply side™.

“It may wdl be disadvantageous for a nation to concentrate in

produwction of commodities of increesng cost despite a compardive

advantage in those lines it will the more probably be disadvantageous

to do 0 if the world demand for goods produced a decreasing coss is

growing in voume more rgoidy then that for goods produced at

increedng cods while a the same time competition in the supply of the

former grows rddivey less intense as compared with compstition in the

upply of the latter. For in this cae the operation of the law of

reciprocd demand will throw the tems of exchange of commodities

more and more to the disadvantage of the country producing the goods

of increasing costs™.
The conventiond wisdom resed too eadly on the assumption that the demand for
manufactures would weeken with every extenson of the maketing of manufactured
exports. It assumed a wesk demand for luxuriess, whereas the demand for
manufectured  luxuries, paticulaly if they are consumption novdties to the importing
country, can be drong. On the supply sde the Cambridge doctrine dso faled to
notice suffidently that there could be an asymmdricd change in the conditions of
competition.  The manufacturing sector’s faling unit cods could act as a deterrent to
competition, while agriculturés rigng unit cods conversdy could act as an incentive
to competition, thereby widening the gap between average indudrid and average
agriculturd  prices and tuning the tems of trade in indudry’s favour. Thus there
canot be ay preumption tha improving agricultrd tems of trade  will
automaticaly compensate for the declining productivity of land.

Alongsde the firgt girring of theoretical doubt, in practice the depresson of the 1930s
had crested exceptiondly unfavourable terms of trade for exporters who relied on
ayiadtura products and raw maerids. By 1932, export prices had fdlen in
Argentina to 37 percent of what they had been in 1928, and her net bater terms of
trade were down to 68 from a 1928 value of 100, indicating a less precipitous fdl of
import prices®.  This had been documented by Raul Prebisch, when was he was

A Graham'sviews are discussed by K. Raffer, ... 1994, p. 75-87.

F.D. Graham, .. .1923, p. 213-4.

R. Thorp, Progress, Poverty and Exclusion: An Economic Higtory of Latin America in the20th
Century, Baltimore, Johns Hopkins University Press, 1998, p. 105, Table 4.1.
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Director of Research a the Nationd Bank of Argentina  He published an aticle in
1934 pointing out that “agriculturd prices have fdlen more profoundly then those of
manufactured goods’, and that Argentina had to export 73 per cent more than before
the Depresson to obtain the same quantity of menufactured imports”. At this sage
Prebisch was merdy noting a fat, not offeing a theoreticd amdyss of that fact®
He d saw it as a fact of depresson economics, that is as a short-run cydicd
problem. He believed tha the remedy was to be found in expansonary economic
policies, not that it would inevitably continue unless mgor changes occurred in the
dructure of the internationd economy. Prebisch was an obsarver a the World
Economic Conference in 1933, and his hitherto orthodox thinking was powerfully
affected by The Means to Prosperity, which Keynes published at thistime®.

Primay commodity exporting countries like Argentina were dready beginning
increesngly to see thar future economic  secuity in tems  of  promoting
indudrigisation. The wa years intendfied the resolve of many countries that hed
concentrated on  producing agriculturd  exports to indudridise ther economies in
order to subditute domedtic production of manufactures for those that they imported.
Meanwhile the experience of the war had rased ther confidence tha an
indudridisation drive, paticulaly if organised by the government, could Succeed.
During the war, Chales Kindeberger had suggested that indudridisation was the
pah of the future, invoking Engd’s lav of demand agang the dasscd orthodoxy on
the terms of trade. In 1943, he wrote that “inexorably . . .the terms of trade mowe
agang agriculturd and raw materid countries as the worlds dandard of living
increesss . . .and as Engel’slaw of consumption operates’ ™.

(For Kindleberger' sinfluence on Prebisch, see Love)

z “De esto 2 desprende una conclusion de gran significado: que paraadquirir una cantidad determinada
de mercaderias extranjeras, este pai's necesitavender en € mercado internaciona un 73% més de productos
agropecuarios que antedelacriss” R. Prebisch, ‘Lainflacion escolagticay lamonedaargenting, Revista de
Economia Argenting, 17, 193 (July 1934), p. 11-2 and 17, 194 (August 1934), p. 60. Thisaticleisreprinted
in Ralll Prebisch, Obras 1919-1948, val. 11, Buenos Aires, Fundacion Rall Prebisch, 1991, p. 337-50, and the
citation isfrom p. 341.

3 M. Margarinos, Dialogos con Raul Prebisch, Mexico, Banco Naciond de Commercio Exterior/Fondo
de Cultua Economica, 1991, p. 63-4..

2 “Y 0, como hombre que Sempre tiende a creer en las soluciones optimigtas, tenia grandes esperanzas
porque pocas semanas antes de la conferencia, 0 mas lien dicho, pacos dias antes, Keynes publici unaserede
aticulos, end Times de Londres, de unahergiaeconomicatremenda  Despuessevolvioun clasico. . .hizo
aceptar susidess.  Articulos que tuvieron en mi unaenormeinfluencid’ in Margarinos, Dialogos p. 100. In
March 1933, The Times published four articles by Keynes, which, expanded by an introductory and concluding
chapter, was published in pamphlet form as‘ The Meansto Prosperity’. The dightly enlarged American edition
isin MK ix: 335-366.

D C. P. Kindleberger, ‘ Planning for foreign investment’, in American Economic Review, 33, p. 341.



This growing enthusasam for the indudridistion of bakward aress, as they were
cdled a the timg st off dam bdls in dready indudridised countries In Britain,
economists were concerned about its impact on the extremdy fragile pos-war baance
of payments  In 1938, the lagt ‘normd’ year before the war, Britain wes ill one of
the three countries (dong with the US and Germany) that accounted for hdf of the
world's output of manufactures. This seemed to imply that she must be one of the
mgor losrs from a rapid diverdficaion of the sources of that output.  Yet it hardly
semed dther reasondble or redidic to ress a more widespread indudtridisation.
The problem was pointed up when Kurt Manddbaum (later Martin) and others a the
Oxford Inditute of Statistics developed a modd of how the backward areas of south
eesen Europe might indudridise The immediate reaction was to recognise the
exigence of an acutdy uncomforteble dilemma The Economic Journal reviewer of
Mandelbaum’ s book commented:

“The propogtion is widdy accepted that there is no mord or economic

judificetion for pemanently retarding the indudrid progress of the

many millions of people now inhebiting the backward aess of the

world;, but nether is it compaible with human progress to devedop

indudries in dl these countries in such a way that the remnants of the

ningteenth century divison of labour are dedroyed without an attempt

to re-edablish an improved sysem of an internationd divison of

labour.”*

One of the assumptions that underlay this anxiety wes the bdief thet, not only would
generdised indudridisation reduce the export volumes of the traditiona exporters of
manufactures, but that the purchesng power of a unit of menufectures in terms of
primary products would aso dedline.

In the United States, a different problem was giving rise to debate among economigs
of trade The country, having resorted heavily to protectionism in the early 1930s
under the SmootHawley taiff legidation, was prepaing for a move to trade
liberdistion on a multilaerd bass  The quedion of the day was who would suffer
from the loss of taiff protection?  Classcd free traders like Harberler, argued that
no-one would suffer, except in the very short run, because resources would be quickly
re-absorbed into more productive uses.

@ B. A. Rahmer, ‘A Note on the Indugtridization of Backward Areas’, Economic Journal, 56, 1946, p.

657-62, reviewing K. Mandelbaum, Indudtrialization of Backward Areas Oxford, Oxford University Press,
1945.
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Others, like Paul Samudson and Wolfgang Stolper, reasoned from the Heckscher-
Ohlin theory, namdy, that countries export goods that use intendvey thar mogt
abundant factor of production. If that is so, they argued, the removd of taiffs and
the move to freer trade would bendfit the owners of the abundant factor, assumed to
be cepitd, and reduce the wdfare of the owners of the scarce factor, which was
assumed to be labour. If the opening up to more trade caused the US wae rate to
fdl, and the trading patne’s wage rate to rise it would bring about a patid
equdisation of factor prices between the trading patners. This new theorem seemed
to give support to the bdief tha the standard of living of US workers was indeed
threastened by chesp foreign labour, and could be protected by tariffs”. It dso laid
the ground for some misunderstanding between North American economists and Latin
American economidsin the UN some years later.

The Lain Ameican discourse was different again. The dam was dready being
heard that primary product exporters were a a disadvantage in interndtiond trade,
compared to exporters of indudtrid products. Roberto Smonsen, reflecting on the
higoricd reversd in the economic fortunes of Brazil and the United Sates, saw the
ningteenth century indudridisation of the later as the crudd devdopment. This had
reinforced an internationd divison of labour between exporters of food and raw
materids and exporters of indudrid goods. More importantly, there was a built-in
bias againg the former, which induded Brazil.
“A thorough examinaion of the remuneraion for production in various regions
of the globe fully disdoses tha internationd trade, controlled by indudridized
nations, did not in the past accord to the merdy agriculturd, as compensatory
reward for ther labour, the same margin of profit as obtained by those devoting
themsdlves to industrial activities'™

(REFS in Inter-American Affars, 1944, 1945. Article by Sanford A. MOSK
assarting that terms of trade for primary products deteriorated in 1920s.  ‘There is a
drong current of LA opinion that assarts disadvantage of primary producers’ Cites
atide by Eugenio Gudin in Reviga de Ciencias Economica(not yet found)

Bogota Conference resolution, Similar to that passed a 1948 ECLA)

The Contribution of Hans Singer

W. F. Stolper and P. A, Samuelson, . . ., 1941,
S Roberto Simonsen, Brazil’s Industrial Evolution, 1939, p.15.
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The Report of fird sesson of the Sub-Commisson on Economic Development, in
conddering problems of economic devdopment in unde-developed countries,
contained the following comment:
“The recent rise in the prices of capitd goods and transport services has made
the task of economic devdopment paticularly difficult in the case of the under-
developed and the leest developed countries. The Sub-Commisson therefore
condders it important that a careful sudy be made of the prices of cgpitd goods
and of the rddive trends of such prices and of prices of primary products so
that it may be in a podstion to make appropriate recommendations conceming the
problem.”
Thus the UN as an organisation began to study the terms of trade to address a short-
teem problem.  The origind objective was not to discover the higtoricd drift of the
terms of trade, or what had happened in the long run.  The poblem was that, during
the war, a number of under-developed countries had run export surpluses that they
ubsequently wished to use to import cgpitd goods for development.  In the intervd,
the prices of capitad goods had risen, so0 the export surpluses were worth less in terms
of imports than they had been when they were earned.  This provoked the question of
whether under-developed countries terms of trade could be expected to continue to
deteriorate in this way, and the implication of this for their deveopment. This was
the ogensble purpose of the ressarch that Hans Singer embarked on, under the
generd direction of Folke Hilgerdt, then the Director of the UN Statigticd Office,

David Owen had recruited Hans Singer to the United Nations.  He knew Singer from
prewar days when they had worked together on the Rlgrim Trugt Unemployment
Enquiry that produced Men without Work ®. By 1945, Owen was an assistant to Sir
Safford Cripps, and in this capacity was involved in the Preparatory Conference to
edablish the UN a Church House, London. In ealy 1945 Singer met Owen on the
geps of Church House Owen told him that he had been chosen to head the
Economics Department at the UN, and asked him to join the Department.  In 1946,
Owen sent a formd request to this effect to Glasgow Universty, Singer’s employer,
and Singer quite rductantly agreed to go on a two-year leave of doisence, one that
ultimately turned into atwenty-two year period of UN service®.

# Cited in E/CN.1/Sub.3\W.5, p. 1

CUP, 1938.

“I was not very happy . . .I went —though | really didn't want to go. For me that was a step down and
| was quite looking forward to settling down in Glasgow.”  Hans Singer interview with Richard Jolly, October
13,1995.



Snge’s previous experience a the universties of Mancheter and Glasgow, and the
British Minigry of Town and Country Planning did not make an obvious route to a
caeer as an intenationd dvil sarvant deding with underdeveloped countries Snger
himsdf has more then once pointed out the possble confuson between the British
and American undadanding of the tem “country planing” a a fadtor in his
recruitment to the UN®.  Be that as it may, it is clear that his background was no
particular preparation for addressng trade issues. He had acquired an interes in
technicd progress and technicd innovaion from his time in Bonn as a dudent of
Schumpeter, and his Cambridge PhD supervisor, Colin Clark, fed his gppetite for
quesions of long-run economics. His dissartation had been on the topic of urban
land vdues during the British indudrid revolution, covering a peiod of a hundred
years.

He arived in New Yok in April 1947, knowing there only Michd Kaecki and
Sdney Ddl, while Owen was away a the Havana Conferences. He immediady
began to work on trade problems.  Although a reluctant recruit, he found the idess of
colleegues who were dso working on trade issues within the Depatment of Economic
Affars worthwhile and dimulaing. It was his UN colleegues who provided the right
intellectud environment to spark hiswork.
“A drong influence among the early colleegues in the United Nations was that
of Folke Hilgerdt, the Swedish economis who had dready shgped the League of
Nations publications on the Network of World Trade. ~ Working with him was
Cal Mgor Wright, a Danish economig who was paticulaly interested in the
relaionship of primary commodity prices to trade cyces and economic growth
in indudrid countries Two other daff membes in the trade section were
Water Chudson (United States) and Percy Judd (Audrdia), the latter being very
expat in the economics and detals of commodity agreements Discussons
with these four mus have dravn my atention quickly to problems of terms of
trade’®

However, unlike Hilgerdt and Wright, Snger was not interested in cydicd effects on
the terms of trade produced by booms and dumps in industrid countries. He, being
ds influenced by Gunnar Myrdd, focused on dructurd differences  between
indugrid and norrindudrid countries, and ther longterm effect on the evolution of
the teems of trade between them. His over-arching concan was that of didributive
judice. His quedsion was not whether gains from trade exiged, which he did not

¥ Singer, Early Years, 275-6.
e Ibid., p.280.
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doubt, but the “famess’ of the didribution of those gans between the countries that
traded. If there were power differences between countries — disparities in market
power or in technologica power- did trade, and changes in the terms on which it was
conducted, become a mechanism of in-equaisng growth between countries globdly?
His interest in the commodity tems of trade was thus a deivdive of the lager
question of world-wide in-equaisng growth.

Snger did not explicitly oppose the Cambridge doctrine of dedining terms of trade
for manufactures. It is possble that he was not much aware of it*.  Nor did he
expligtly engage with the US debae on the wdfae efects of the removd of
protective tariffs. This had jug teken a fresh turn, as Samudson moved from the
doctrine of patid factor price equdistion to that of complete factor price
equdisation.  This was laer taken by UN ECLA economids to be typicd of neo-
dassicd unredlity’®. AsF. H. Cardoso later remarked:
‘The ideologicd consequences of that theorem wee datling:  following
Samudson's logic, one coud in efect mantan tha, if intenationd trade
reduces the economic inequdities between nations then under-development
would disappear, thanksto the international division of labour™
This was a propodtion tha was seemed paradoxicd to those who were more
impressed by the higorica record than by mathematicd andyss  Trade based on the
internationd divison of labour between exporters of manufactures and exporters of
primary products hed, after dl, been teking place for the previous hundred years.  The
move to equdity in the rewards of American ca workers and Brazilian coffee
plantation labourers had, by contrast, hardly been in evidence.

This view of Samudson, as a theorig who reegaied under-development to the dtatus
of an economic ‘imperfection’, recurs in Furtado's memoirs of his involvement with

® It began to be mentioned again in the course of the resulting controversy. Jacob Viner mentioned itin

generd terms, inInternational Trade and Economic Development, Oxford, Clarendon Press, 1953, p. 1134.
The concern of Ricardo, Marshal and Keynes about declining terms of trade for industry was noted in
Gottfried Haberler' s second Cairo Lecturein 1959, see International Trade and Economic Devel opment, San
Francisco, International Center for Economic Growth, 1988/1959, p. 39-40.  Only much later, was Keynes's
1912 paper cited in H. Singer with D. Sapsford and P. Sarkar, ‘ The Prebisch-Singer terms of trade controversy
revigted', in H.W. Singer, Growth, Trade and Development: Selected Essays of Hans W. Snger, Cheltenham,
Edward Elgar, 1998, p.140. This suggeststhat there was sometruth in the view that neither Singer nor
Prebisch was aware of the classical terms of trade doctrine, and therefore did not engage with its arguments.

P. Samuelson, “International Trade and the Equalisation of Factor Prices’, Economic Journal, Val.
LVII1, No.230, June 1948, p. 163-84.
a F. H. Cardoso, Les|déesa Leur Place, Editions A. M. Mé&ailié, Paris, 1984/1980, p. 23, author’'s
trandation. On theimpact of Samuelson’s theorem, see dso Cristdba Kay, Latin American Theories of
Development and Under devel opment, Routledge, London and New Y ork, 1989, p. 4-5.
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ECLA® It is however, bassd on a misunderstanding of the atide  Samuelson
recognised that “important differences in wages and prices have persged’ depite
freedom of trade. He accounted for this by the existence of transport costs and, more
importantly, by the fact tha his theorem did not extend to the case of complete
geographica specidisation of prodiction.  This is the redevant case for trade between
Britan, which was highly speddised in manufactures, and Lain Ameica which was
highly spedidisad in food and raw maerids It is dso mog intriguing to note thet
Samudson did not deny the tendency of the terms of trade of the latter to decline. On
the contrary, he himsdf assarted it. At the end of the article, he wrote:

“(Now) the tarms of trade are amormdly favourable to agricultura production.

Without venturing on rash prophecy, one can venture soeptician tha  this

abnormal trend of the terms of trade, counter to historical drift, will continue™
Nevethdess, the abdract, theoreticd qudity of neo-classcd trade theory evoked a
drong adverse reection, which cregted a fetile gound for dterndive thinking. It was
inthe UN that the seeds were sown and sprang to life.

Having begun this research, Singer put it asde in the summer of 1947, for about Sx
months™®. By that time, Singer had aready made afirst contact with Prebisch.
“l was very much absorbed with this (dudy of Terms of Trade), as it established
my firg links with Prebisch.  Prebisch & that time was not yet in the UN.  He
had jus dated moving from Argentina to Sanitiago, to the Economic
Commisson of Lain Ameica | had just edablished my firg link and my mind
wasful of this. . "

(What was the extent and nature of the S-P contact?)

The results of his ressarch were presented in the UN publication Relative Prices of
Exports and Imports of Under-developed Countries (1949). The sub-title was A Study
of post-war terms of trade between under-developed and industrialized countries
Relative Prices was remarkable for at least two reasons. It included an atempt to see
wha historical daidics indicated about the long-teem trend in the agriculture versus
menufectures terms of trade, dthough its origin lay in deveoping countries concen
with future price rdaivities as indudridisation drives gathered pace By and lage it
L2

%101.

C. Furtado, .La Fantaise Organiste. Le développement estil encore possible?, Publisud, Paris, 1987,

P. Samudson, “ Equalisation”, p. 178-80, and 183-4 (with added emphasis).
Thiswasdonein order to undertake work for UNICEF on “ The Role of Children in Economic
Development”.

Hans Singer in interview with Richard Jolly, October 13, 1995.
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showed that the teems of trade of under-developed countries had improved between
1938 and 1946-8. This improvement was, however, to be seen in an higoricd
perspective that was diginctly less favourable

The higorical section contained the report’'s most dramdic finding. It was that “from
the latter pat of the nineteenth century to the eve of the Second World War, a period
of wdl over hdf a century, there a secular downward trend in the prices of primary
goods reldive to the prices of manufactured goods’™®  The new doctrine of secular
decline in the tems of trade of primary commodities was thus announced. This was
an empiricd finding flat contrary to the expectaion that hed pervaded most economic
opinion dnce Mdthus, and the one that Keynes in paticular, had driven so had to
edablish empiricaly. The cumulaive effect of secular dedine was cdculated to be
ubdantial.

“By 1938, the relative prices of primary goods had deteriorated by about

50 point, or onethird, snce (the 1870s) and by about 40 points,

somewnhat lessthan 30 per cent, since 1913"%.

The datistica evidence for this downward trend was given in Table 5 of the report™,
from which the figures bdow ae extracted. To avoid confuson, note thet these
raios are raios of an import price index to an export price index, 0 tha a dedining
ratio isbenefidd to the UK, whilearidng raio isunfavourable.

® Relative Prices of Exports and Imports of Under -developed Countries, Lake SuccessNY, United
Nations (Department of Economic Affairs), 1949, p.7.

i Ibid., p. 23.

8 Ibid., p. 22.
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TABLE X. RATIOSOF U.K. IMPORTS TO EXPORTS, 1876- 1948 (1938 = 100)

Period (or year) Current yr. Weights | Bd. Of Trade index
1876-1880 163

1881-1885 167

1886-1890 157

1891-1895 147

1896-1900 142

1901-1905 138

1906-1910 140

1913 137 143
1921 93 101
1933 98 96
1938 100 100
1946 108
1948 117

A. J Brown, who reviewed the gudy for the Economic Journal, perceptivey
destribed its findings as “excedingly interesing and not a little surprising™. The
evidence of secular dedine was a condderdble shock in Britain, in the light of the
bdiefs of the dasscd politicd economids The marked fluctuations in this
downward trend dso had their own interes.  For the UK, the index of its import
vaues reldive to its export vaues fdl by 36 per cent between 1876 and 1913, and by
1921 it was somewhat below its 1938 level. From 1921 to 1938, the fluctuations
were much smdler. So Madhdl wes right to see the efect of diminishing returns in
agriculture being dominated by productivity improvements in cultivaion and
transport of primary produce.  Keynes, on the other hand, was quite wrorg to imagine
any turning point in the 1890s or 1900s in the downward trend. Something very
dramatic hgppened during and just after the Frd World War, which gave rise to one
drand of the controversy tha followed, the debate about the exigence of dructurd
bresksin the series

The upward turning point in the UN series occurs from 1933 onwards.  Perhaps this
is not entirdy surprisng, given Roosevdt's bold economic recovery programmes in

® A. J. Brown, in EconomicJournal, p. ?
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the US and the impetus of reermament and dockpiling in Europe.  After the war,
rehabilitation and recondruction while norma  supply routes were  dill  disupted
would have worked in the same direction.  This raised the quedion whether secular
decline was a thing of the padt, or whether, as Samudson had suggested, it should be
expected to continue in the future, and serve as a Sable assumption for the making of
development policies.

What was the dgnificance of this secular dedineg?  The report was careful not to
ugges that if a country’s terms of trade improved, its wefare necessarily increased.
It might or might not, depending on the drcumgances in which the rise in export
prices takes place  If the price rise was a rexult of a falure of supply, it might not
leave the exporting country better of. Neveathdess, in gened, an improvemeat in
teems of trade would increese the avalability of resources for deveopment. A
scular dedine for unde-developed countries meant a loss of capacity to absorb
fordgn finandng for devdopment, and thus to respond to the “added incentive
towards indugridization™. This in turn, implied that “the under-developed (had)
hdped to mantan . . . a rigng dandad of living in the indudridized countries
without recelving, in the price of thar own products, a corresponding equivaent
contribution towards their own standards of living’>.  This caried a dear message of
historical injustice™.

In its policy recommendetions, the report notes that “the controlling factor . . . in
economic development of under-developed countries- from which dl othes mugt
derive their efectiveness — lies in the domedtic effort”. However, it supports some
kind of internationd action “in order to improve, or merdy dabilize, price rddions of
under-developed countries”>, It points to UN efforts to promote internationa
commodity agreements, noting that some types of commodity agreements
(presumably  producer cartels) “have dangerous aspects’™. The dedrability of
dabilisng or improving the price rdaions of unde-developed countries is assumed
raher than demondraied, and the vedly different implications of debilisng on the
one hand, and improving on the other, ae not discussed. The report was written with
the expectation that the ITO would assume responghbility for promoting internationd

o Ibid., p. 16 and 127.

3 lbid.., p.126.

® “ ...l thought if you look at foreign trade from the point of view of the poor countries, exporters of
primary products, what doesit look like? And it appears an unequal system that is weighted against them.”
Hans Singer in interview with Richard Jolly, October 11, 1995.

= Ibid., p.18.

E Ibid., p. 18, note 2.
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commodity agreements, dnce the US falure to raify the Havana Agreement had not
yet occurred.

In a paper ddivered to the American Economic Association in December 1949,
Singer explored factors that had “reduced the benefits to under-developed countries of
foredgn trade-cumrinvesment bassd on  export specidization in food and raw
maeids’.  The fird was tha the secondary and cumulative effects of foregn export
endave invetment were fdt in the inveding ocountry, not the country where the
invesment was made.  The second was that countries were “diverted’ into types of
economic activity offering less scope for technical progress and internd and  externd
economies. The third factor, “perhgps of even grester impatance’, was the
movement of the terms of trade Snge, conceding tha the ddidics in Relative
Prices were open to doubt and objection in detal, regarded the generd Sory that they
told as “unmistekable’™.

The man contribution of this paper was to theorise the deeriordtion in he tems of
trade of primary products. It identifies an asymmetric process whereby (@) the gans
from technica progress in manufacturing are didtributed to the producers in the form
of higher incomes while (b) the smdler gans from technicd progress in primay
commodity production are digributed to the consumers in the form of lower prices
On this bass, the indudridised countries have the best of both worlds, as producers of
manufectures and as consumers of primary products.  The under-developed countries
have the worg of both worlds as consumers of manufactures and as producers of
primary products. Thus the benefits of foreign trade are shared unequdly, and
traditiond foreign invesment in plantations and mines did, after dl, “form pat of a
system of “economic imperidism’ and of * exploitation’”>.
Its minor contribution was an answver to the quedion that had execsed dl the
adherents of the Cambridge doctring, including Keynes, of whether food imports from
Amgrica to Europe and migration from Europe to America acted as safety vaves for
excessve populaion growth in Europe.  His solution was thet

“the supplies of food and raw materids pouring into Europe as a result

of the invesment-cuntrade sysem and the favourable terms of trade

engendered by this sysem endbled Europe to feed, clothe, educate tran

and equip large numbers of emigrants sent oversees . . .Thus the bendfits

s “The Digtribution of Gains between Investing and Borrowing Countries’, American Economic Review,

Papers and Proceedings vol. 11, no. 2, May, 1950, reprinted in H. W. Singer, The Srategy of International
Development: Essaysin the Economics of Backwardness London, Macmillan, 1975, p. 43-57.
% Ibid., p. 49-51.
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to the investing countries of Europe aigng out of the sysem described
above were in turn passed on . . . ad were the main foundation of the
enormous cgpitd formation the result of which is now to be obsarved in
North America”>’
Thus he could reman scepticd that bendfits of foregn investment normdly accrue to
the country where the investment is made while explaning how the indudridisation
of America was possble  Only when migration from the investing country is taking
placing concurrently does the recaving country cepture dl the bendfits of the
invesment, and avoid turning the terms of trade againgt itsdif.

Prebisch’s Contribution

Prebisch’s contribution to this debate was published in English within a few months
of the gppearance of Singer’s American Economic Review paper of May, 1950. The
English publication dates of the two authors atides were s0 nearly Smultaneous that
poderity has not found it worthwhile to gft dams to intdlectud priority. It hes
dways been the Prebisch-Snger thess or the Snger-Prebisch thess Kay, for
example, hastold the gory of smultaneity asfollows
‘Singer, like Prebisch, was a United Nations functionary but a the New York
headquarters. He reeched his condusions independently from Prebisch and
aound the same time.  Thus the thess on the deterioration in the terms of trade
isknown in the economic literature isthe * Prebisch-Singer thes's %8
This is somewhat mideading, because it confuses two separate things  One is the
daidicd hypothess of a secular dedine in the terms of trade of primary products.
The other is the theoreticd interpretation thet is put on such a secular dedling given
that it exigs  Prebisch's contribution on the terms of trade controversy beongs to
the latter areq, but not the former.  Moreover, the daes of the two English aticles
of Prebisch and Singer are a poor guide to the chronology of this episode.  The key
publication events did not take place in 1950, but in the previous year of 1949. As
Futado hes noted: “the Spenish origind and the English tranddion were
eventudly published in New York by the United Nations, and circulated with the
downess characterisic of officid  documents™. Prebisch's  contribution  was
written between Februay and May 1949, and published in Portuguese in
September 1949.  That was when the debate, a leat in Brazil, redly began.

> Ibid., p. 55.
B Kay, Latin American Theories, p. 32.
® Furtado, La Fantaisie, p. 80, author's trandation.
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Prebisch arived in Santiago late in February 1949, as a short-term consultant with the
task of writing an introduction to the firda Economic Survey that ECLA was to present
to its governments.  He worked a it for three months, in order for it to be ready for
the ECLA Conference in Havana in May 1949%° The reult was Economic
Development of Latin America and its Principal Problems®™. Celso Furtado later
recdled how, a month after his arivd in Satiago, which would be late March 1949,
Prebisch dreulated a firg draft within ECLA. It was a diges of the papers that he
had brought with him, covering disequilibria in the bdance of payments the dedining
US import coefficient, cgpitd controls, low saving leading to domedtic inflaion and
thelimits of indudtridisation.
“We had hady dated to discus the document, when it was suddenly
discarded, without any explanation. Prebisch’'s new text was not crculated for
discusson. | suppose that it was ready on the eve of the Havana Conference,
because it was sent to us typewritten, in its find verson, shortly before we left.
It was a much longer text incdluding tables and chats  The tone had changed,
now it was a manfeto urging Latin American countries to launch into
indudridisation. One could discover there a definite teste for a polished and
polemical style”®

The firg of the tables incorporated in this second and find draft was of the terms of
trade, and it was the fruit of Singer's dudy. The reason for this was that the datidticd
aollities of the fledgling Economic Commisson for Lain Ameica wee vey week.
One of the judifications for edablishing a regiond commisson in Lain Ameica was
to provide better information about the economic conditions in the region as a whole.
Origindly, it was assumed that merdy collaing datigics submitted by the individud
Lain American govenments could achieve this. When mogs governments faled to
provide the required figures, the Commisson redised tha it would have to collect
what was needed to fill the tables of the firda Economic Survey of Latin America, for
the year 1948. It became clear late in 1948 that this task was beyond the unaided
capacity of the ECLA officein Santiago.®

@ Dialogos, p. 129-30.

a Itsfirgt incarnation wasin Spanish, as UN document E/CN.12/89, dated 14 May 1949. At theingtance
of Furtado, it was published in Portuguese in the Revista Brasileira de Economiain October 1949. It wasre-
published in Spanishin Santiago in April 1950, and again in English later in 1950 in Lake Success, NY, asUN
SdesNo. 1950. 11. G.2.

® C. Furtado, La Fantaige, p. 64-6, author’ strandation.

& Celso Furtado tells the story of how, asanew recruit to ECLA in late 1948 or early 1949, the

Executive Secretary, Dr Martinez Cabafias, urged him to bring with him to Santiago as many documentsas he
could for the purpose of preparing the Survey. See C. Furtado, La Fantaisie Organisée, p. 54-6.
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Accordingly, Louis Shapiro, a datidician in the Depatment of Economic Affars was
sent from the UN office in New York on deputation to Santiago for severd weeks in
December 1948 and January 1949, in order to organise this task. It was during this
period that he aranged to make the results of Singer’s dudy on the terms of trade
avalable for use by Prebisch. It looks very much as if Prebisch incorporated
wholesdle, lae in the day, the long-run terms of trade datistics sent from New York in
January, 1949, citing them as they agppeared in a UN working paper dated February
1949%.  These figures are the same as those that were published in Relative Prices in
December 1949.

Ancther indication that the terms of trade daidics were a lae addition to his text is
tha Prebisch deds with the whoe issue of secular dedine only vey briefly in
Economic Development. It does not gopear a dl in the Introduction that summarises
the argument of the pgper and it is then despatched in the firg three pages of Chapter
II.  Prebisch's only comment on these ddidics one that was to resonate through the
subsequent  criticd debate, was that “it is regretteble that the price indexes do not
reflect the differencesin qudity of finished productS'eE.

Prebisch did, however, put forward his own interpretation of the phenomenon of
scular decline He depated from Singer’s purey dructura interpretetion, based on
inditutiond differences that permit or fal to pemit the retention of productivity gans
by labour. He argued that “the existence of this phenomenon cannot be understood,
except in rdation to trade cydes and the way in which they occur in the centres and a
the periphery, dnce the cyde is the chaatteidic foom of growth of the cepitdigt
economy, and incressed productivity is one of the main factors of that growth’®. He
showed that even though, in the boom, primary product prices typicdly rise fadter
than indudrid prices deerioraion in the commodity terms of trade of the periphey is
nevathdess possble if, in the dump, primay commodity prices dedine Seeply
enough, compared with indudtrid prices The explanation offered of why primary
product prices dedined severdy in the dump compared with indudrid prices was
“the wdl-known resgance to a lowering of wages’ & the centree. By contrast, “the
Characteridic lack of organization among the workers employed in  primay
production prevents them from obtaning wage increeses comparable to those of the
industrial countries, and from maintaining the increases to the same extent™”.

& “Post War Price Rdaionsin Trade Between Under-developed and Industridized Countries’,

document E/CN.1/Sub.3/W.5.

& Economic Development, p. 8-10.
® Ibid., p. 12.

& Ibid., p.13.



However, indead of leaving maters there, Prebisch made a further argument thet
seemed to undermine his fird explanaion. He mekes an identification of indudrid
production and primary production with groups of countries, chrigened as “centre’
and “periphery”, which was the origin of these tams in print®  He then argues that
the differing strength of organised labour a the centre and the periphery was not the
cux of the mater, because even if workers a the periphery were able to resst wage
decreases as drongly as indudrid workers were, adjugment would take place by
another process.  The high prices of primary products would force a contraction of
indudtrid  production, which in tun would cut the demand for primary products
“The forced readjusment of cods of primary production during the world criss
illusrates the intendty that this movement can atan’, Prebisch commented®. This
is the gem of the idea that the “centre’ was adle to dran resources from the
“periphery”, whatever their repective Sates of labour organisation.

Prebisch’'s interpretation of the secular deding, dthough with its own ambiguities
was both more concrete and more dynamic than that of Singer.  Ingead of two sets of
countries defined by the types of products that they exported and imported, Prebisch’'s
concept of centre and periphery seemed to have a spdid, even geogrgphicd, redity to
it.  The introduction of economic cydes into the andyss dlowed the short and
medium term to be integrated with the long term, and countered the datic qudity of
the purdy dructurd gpproach. In generd, this more complex schema opened the
door to broader andyses of the economic conjuncture and policy recommendations on
the issues of immediae concern to Latin American economids. Although fertile in
may ways Prebisch's intepreation itsdf was dill vey succnd, perhgos reflecting
the novdty of the secular dedine theds even to him, and it therefore remaned
obscure on a number of crucid quastions70 These obscurities quickly provoked
controversy.

When controversy came, it was the more piquant because Prebisch had spiced his text
with a provocative footnote. 1t said:
‘One of the most conspicuous deficiencies of generd economic theory, from the
point of view of the peiphay, is its fdse sense of univerdity. It could hadly
be expected that the economigts of the great countries, absorbed by serious
problems of their own, should devote preferentid atention to the study to those
of Lain America  The dudy of Latin Americads economic life is primarily the

Refer to Love and to Dialogoswhere Prebisch saysthat he had been using them in hislectures.
@ .

Ibid., p. 13-4.
o Cardoso, ldéess, p. 27 and 29-30 and Furtado, La Fantaisie, p. 66-7.
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concern of its own economigts . . .An intdligent knowledge of the idess of others

must not be confused with tha mentd subjection to them from which we ae

dowly learning to free ourselves ™.
From one angle, this was a note about the need for Lain American economids to
goply economic theory to the problems of ther own countries, just a North
American ad European economigts use theory to tackle their countries problems.
In other words, it is a plditude. From another angle, it was a suggestion that
generd  economic theory makes fdse dams to universdity, which had placed Lain
Americans in a postion of mentad subjection and from which they needed to be
liberated. In other words it wasacal for an intellectud revolution.

Such ambivdence was characterigic of Prebisch. Indeed, his words were
understood in both senses. In ECLA, Lain American economids many with
North American or European economics training, came together to formulate the
economic problems of their own region and sk solutions  ECLA dso dated a
traning progranme to augment the cadre of auitable economids However, in
addition, dthough he had never directly confronted dasscd and neo-cdlassicd trade
theory, he was understood as proposing that it should be superseded.  The hint that
a new methodenstreit was looming engeged the interes of North American trade
economists, who promptly waded into debate to defend neo-dasscd trade
orthodoxy againg the South American heretics.

Let us anticpate a litle ~ By the ealy 1960s, the course of this controversy had
pushed the intdlectud radicads to a dedaratiion of the dudity of economic theory.
The economics of development was proposed to represent the generd theoretica
cae, while the economics of indudrid countries was reduced to a specid case
where done the assumptions of neo-cdlasscd theory were fulfilled. Out of the
terms of trade debate, then, the theory of duo -economicswas born.

TheCritical Ondaught

As in any debate, there were smple muddles Some of the critics faled to undersand
what was beng assated.  Nather Singer nor Prebisch was saying tha foregn trade
was disadvantageous to developing countries or recommending wholesde  withdrawd
from it Both recommended incressed trade, but on better terms for developing
countries, that is tems tha would loosen condrants on ther intend cgoitd

a Prebisch, Economic Development, p. 7, n.1. Seedso Furtado, La Fantaisie p. 66.
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accumulation”. Nether man thought that technicd progress in agriculture was
impossble or undesrable, rather that it was harder for developing countries to benefit
from it and base their devdlopment drategy on it.  Nobody ever damed that a dedine
in the commodity terms of trade for primary products necessarily involved a wdfare
loss for primary commodity exporting countries®.  Quite a lot of ink was illed
before these points were darified.

Wheress the ideas of the ECLA economids, summed up by the term ‘dructurdism’,
were citidsed by both the political left and right, the ondaught on the thess of the
scular dedine in the tems of trade of primary producers came dmogt exdusvey
from the right.  In this quarter, orthodox liberd bdief in the economic benefits of free
makets sat dl too comfortebly with politicd consarvatism, and both were dealy
jolted by the disrespect shown towards the edtablished internationd divison of labour.
Muddles apart, the orthodox critics made two main types of rgoinder to Singer and
Prebisch.  One was to assart that the terms of trade of primary commodities had not,
in fact, experienced a secular decling and that the datidics were mideading. The
other was to admit tha a secular dedine had teken place, but to rgect the
interpretations that had been given to it. For good measure, some critics followed
both lines of defence a the sametime.

Jecob Viner was the fird mgor North American economist to deliver a broadside.
The Fundaceo Gellio Vagas of the Nationd Universty of Brazil, Rio de Janero,
invited him to give a st of lectures in the July and August of 1950. His main datack
on the views of the UN economigts was directed to their support for the policy of
indudridisation, but he a0 denied that there had been a secular dedine in the terms
of trade of primary products. “As fa as the data go, no such uniform trend can be
found . . .For comparisons over long periods, moreover, the avalable data are lagdy
irrdevant’. Following Prebisch’'s own daidicd comment, Vingr pushed the point
much hader, aguing that the increese of prices of manufactures reflected both the
incorporation of newly invented products into the index, and a marked increase in the
quality of the manufactures thet existed when the index began.

“It may take more pounds of coffee, or of cotton, to buy a lamp then it did in

1900, but today’s coffee and cotton are, | presume, not appreciably better in

z Viner was wrong to attribute to “the technica staff of the United Nations’ the view that “the exchange

by (underdeveloped) countries of primary products for the manufactures of devel oped countries, while
especidly profitable for the latter, ispositivelyinjurious to the former”, in International Trade p. 43, with
emphasisadded.

B Viner neverthelessfelt obliged to assert the opposite, ibid., p. 112.
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qudity than those of 1900, wheress today’'s eectric lamp is incomparably
superior to the kerosene lamp of 1900" ™.
This was a point tha had dready been made by Prebisch, but dso discussed in
Relative Prices, with the rider that the quality of indudtrid products could go down as
wdl a up, and thee was not much empiricd evidence with which to correct the
sries®.

In Relative Prices Singer had made an a fortiori argument thet, given the gredter
technica progress in manufecturing then in agricuiture, a secular movement of the
tams of trade agang agriculture must imply that that the benefits of technicd
progress were not beng passed on to importers of manufactures. Prebisch in
Economic Development had reproduced this argumer1t76. This was an agument that
Ving faled propely to address He contented himsdf with denying that technicd
progress was necessarily any fader in indudry then in agriculture, and with asserting
that if technicd progress had caused the red cost of manufactures to fdl, it would
have (presumably, necessxily) caused a favourable movement in the rdaive prices of
agriculturd products Tha in redity it had not done s was precisgly the point that
Snger and Prebisch had dready made.  In this ingtance, it is hard not to sympethise
with the comment of Furtado that Viner's implied messsge was “let us ignore redity,
and look at this empty box” "

Professor P. T. Ellsworth of the Univerdty of Wisconan found the argument about
the falure of tems of trade datidics to reflect qudity changes egpecidly in indudrid
products, a highly convincing one, and congratulated Viner on writing with “his usud
acumen’™®,

1. There was no secular dedline because:
The datidicswerefaulty
The messured effect resulted from faling trangport costs
There was no downward trend, only astructurd bregk in the series
Itiswrong toinfer afdl in udc tot from arisein UK tot
2. There was a secular decline but:

Viner, International Trade, p.113-4.

Rdative Prices, Appendix A, p. 1334.

Ibid., p. 126 and Prebisch, Economic Development, p. 10, note 3.

Furtado, La Fantaisie, p. 154, author’ strandation.

P. T. Ellsworth, “The Terms of Trade Between Primary Producing and Industrid C ountries’, Inter-
American Economic Affairs Vol. X, No. 1, Summer, 1956, p. 48.
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It medy reflects fager technicd progress in agriculture, and the passing on of
itsbenefitsin the form of lower prices
It was wrong to think that it would continug this is unjudified ‘export
pessmism’
Podtion of udcs cannot be deduced from changes in commodity tot, because
dcs do not produce only nonprimary commodities and udcs do not produce
only primary commodities

3. The explanation of the mechanism of bias in didribution of the gans from
tradeisfdlacious

Pleasin Mitigation

Both Singer and Prebisch had to face the same line of criticd attack as Beveridge had
unleeshed on Keynes with such devadating success, that the empiricd result that they
raiondised was a mere datidicd atefact. Numerous highly skilled datidicians have
supported them, unlike Keynes, snce 1980. The consensus bdief is tha a amdl but
amulaive fdl (perhaps somewhere between 05 and 1.0 per cent per anum) has
been occurring for mogt of the twentieth century in the tems of trade of primary
products (Thirlwall, 1995). Snger and Prebisch between them have thus left the
underlying theory on a broader base.  That pogtive impacts on the terms of trade of
manufactures can and do occur because of sydemaicdly different  inditutiond
features of product and factor markets, such as cos-plus pricing and the unionisation
of labour in indudry, is now widdy entertained. The podtive influence of technicd
progress, both from the asymmetric didribution of its fruits but adso from its
aymmetric  impact on future demand, favourable to that of indusry while
unfavourableto that of agriculture, is now inwide currency.

As Hans Singer reported in a passage written in 1960:

“The terms of trade of underdeveloped countries . . . presented a rather
mixed picture during the poswar period. The more pessmidic
assumptions of a deady long-term deterioration in the terms of trade
were not borne out; the terms of trade of underdeveloped countries
throughout the poswar period have been more favourable than during
the 1930s . . . (but) commodity prices did show a weskening tendency
from their Korean boom leve throughout the 1950s. Thus it was
possible for both ddes to dam some confirmation for ther views . . .
(Singer, 1975 (1950):15-6).
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This may have been one reason why the critique of the Cambridge doctrine remained
controversd for so long, and has teken nearly fifty years to be assmilated by
maindream economigs.

Postscript: Singer Looksback on 1950in 1975

After twenty-five years, Singer looked back on 1950 views on the terms of trade.
Revigting his 1950 andyss he became convinced not just that the Cambridge
doctrine was incomplete and its empiricd prediction was therefore wrong, but that to
focus on the terms of trade was itsdf mideading. He now took the view tha it was
not the ddinct characterigics of paticula caegories of commodity (menufactures
versus rav maeids) tha wee impotant in underdanding why some  countries
developed, while others did not. The essence of that underganding was now taken to
lie in the didinct characteridics of different types of country.  If types of countries,
and the dructures of ther economies radicdly differ, then the teems of trade of B-
country’s exports of X-type commodities can continuoudy deteriorate agang A-
country’s exports of X-type goods. It is no longer a matter of economies that export
X-type goods becoming progressvely more different from economies that export Y-
type goods because they export X-type goods.

Wha was it then that cregted radicd differences between typeB countries and typeA
countries? Singer proposed that it was the concentration of technology generation
within dready devdoped countries and the roe of multinaiond companies in
organisng the globd divison of labour. Thee were the red keys to solving the
puzzle of perdgent economic backwardness and growing globa equdity, the puzzle
tha he had st out to solve when he began his invedigations into the commodity
terms of trade.
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