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PREFACE 

This dissertation is a brief survey of the literature 

concerning 'Growth and Terms ot Trade•. Trade plays a 

prominent role in the growth of LDCs of Latin America, Africa 

and Asia, which are characterised by dominant export sector 

and are facing serious balance of payment difficulties. 

The school headed by Raul Prebisch has analysed the 

situation prevailing in these countries under the framework 

ot economic dependence. The factors responsible for this 

situation are foreign trade and investment. Prebisch brings 

out the importance of trade in the process of transfer of 

productivity gains from the developing to developed countries 
' and has coined the term •centre-periphery'. In his analysis, 

the deterioration of terms of trade (a low income elasticity 

of demand being_one of the reasons) is the indicator or this 

process of transfer. This part of Prebisch's analysis finds 

its justification in the neo-classical framework of 'growth 

and terms of trade' advanced by J.R. Hicks and H.G. Johnson. 

The concentration of productivity gains in the existing 

prominent export sector coupled with low income elasticity 

of demand for· the products results in the Ultra-pro-trade 

biased growth in the economy. The net effect is the deterior­

ation of terms or trade. 

(i) 



(ii) 

Most of the critiques ot Prebisch1 a !!!"lysi~ ha-.c;~ 
~. ,.,--

concentrated their attention only 6n~~e secular movement of 

terms of trade between the primary and manufactured goods 

and have tried to falsify this argument. The matn concern 

or Prebisch's analysis is not to prove the deterioration ot 

terms or trade but to show what type or growth a country ia 

experiencing and the mode or appropriation of surplus in the 

centre-periphery system. 

Both UNCTAD and World Bank data show the downward 

movements in the ~erma of trade or developing countries in 

the period 1951-1973. Under such a situation the only 

solution for the developing countries besides import substi­

tution, trade liberalization policies and cartel organization, 

is to find the 'real comparative advantage' both in produc. 

tion as well as in consumption since the comparative advantage 

itself is shifting. 

I have summarized this argument in the four chapters. 

Chapter 1 deals with Prebisch1 s thesis on secular deterior­

ation or terms of trade. Chapter 2 analyses the various 

types of growth effects on the terms or trade. In Chapter 3 

the analysis regarding the movement of terms of trade 

between primary and manufactured~product is presented. 

Chapter ~ shows the slow growth or exports, recently 

experienced by LDCs. 

For this work I am highly grateful to my guide, Dr. 

B.G. Bapat, who gave me a clear insight into the problem. 



(iii) 

I am thankful to Prof. N. Rath and Pr9f. B.s.R. Rao for 

their advice. My sincere thanks are extended to Mr. 

Inamdar, who has typed this dissertation neatly and care­

fully. Above all I am thankful to all my friends and the 

staff of Gokhale Institute for the help and inspiration 

they provided. 
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