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NTRODUCTI ON

Tisoussions regarding the impact of internetional
trade on development date back to the meroentilist
writings of the 17th century, which fooussed attention on
the beneficial effests of a surplus in the trade acoount,
Leter, the classiocal and nea?olaaaical egsonomists extolled
the virtues of foreign trade and advooated a free trede
policy, on the grounds that free trade re‘%ited_?n a gein
for all the partisipants. In fect, Lewis (1952) was
‘sonvinced that, ".......... historicelly, the beginnings
of esonocmic development in every country are assooiated
with inoreased foreign trade ......."

This view was regerded with inoreasing scepticism
around the 1950's when Prebisch, Singer and others observed
a2 persistent downwerd trend in the terms of trade of
primery-product-exporting countries. This was interpreted
as en indicstion that trade between two countries 414 not
necessarily benefit both pesrtners, This set off a langi
drewn out controversy. Both these hypotheses form the
subjeot matter of Chapter I,

Besides investigating the decline in terms of trade
(TOT) as a statistioesl phenomenon, several attempts have
been made to explein theoretioslly the melfunotioning of
trade as en "engine of growth" end we desl with these

explenations in Chapter II,



In Chapter III, we pursue one of these explanations
viz. Emmsnuel's "Unequal Exohenge™ hypothesis, in some
detsil, bdefore we present e oritigue of this theory in
Chapter IV.



CHAPTER I
TRADE AND DEVELOPMENT

1.1 INTROPUGTION
® . ..... the cesuses which determine the eoonomio

progress cf nations, belong to the study of international
trado."'

Puring the 19th century the pase of eoonomic
development of nations was greatly accelerated by trade
between them. The experience of U.K., U.S.A. and other
‘nations is often sited to show thet trade induged growth
had ococurred during the 19th century. Indeed, it was
claimed that trade had been and conld be "an engine of
growth,®

This experience of the nations entering into trade,
appeered to be merely bearing out the theoretioal
expectation of gelns from trade, as postulated in the
Ricardian theory of comparstive cost dootrine.

It wes only during the period 1950 - mid 1960's
thet there was e gonsiderable debate regarding trade and
development. The controversy centred round the seounlar
trend in the terms of tresde of LPC and hes since become

en empiricel end theoreticel quegnmirs,

1. Alfred Marshell - Principles S8tk edition, London,
1 9200 po 270.



1.2 FOREIGN TRADE AS AN 0 0

International trede played a cruciel part in shaping
the destiny of several nations in the nineteenth century.
This is particularly evident in the experience of Britain.
Turing the period 1815-1913 there was a threefold inoresse
in the populetion anéd a ten-fold inocreasse in the netional
output; there wes thus sn intense pressure on the British
resourse base and consequently, British imports incressed =
twenty-five rfold., British imports es a proportion of its
National output rose from about 12% to 33#.2 This trade
éxplosion was partioulariy consentreted during the period
1830-60, when British exports grew at the rate of 5.6%
p.e. and imports grew at 4.1% p.u.3

This messive expansion was evident in the volume
of world trade, too. In real volume it inoreased 10-fold
between 1850 and 1913, twioce as fast as world proauotion.A
The rate of growth of world trade is shown in Table 1,

The vital driving foree of the trade explosion
between 1830-60 wes the inoreased propensity to import raw
materiels. This was evident in the ocsse of the Europeen

netions elso, where the import of food and raw meterials

2. Thoburn, J. (1977).
3. Lewis, A, (1952), p. 19,



Table 1: Rete of Growth of Worid Trade
" Y Rate of growth of world
trade per year
1750-1820 1.0%
1820-1913 L.6%
1830-1860 5.0%
1913-1939 0.9%
1913-1970 3.7%

o e a» E» @ e e e @ W W W @ e W @ @®© T W © W ®@ @ = ° ®© = © -

Source: Sodersten B, - International Eoconomics (1970).

es a peroentage of total imports increessed considerably,
during 1830-60, in Frence and Germany, from 93% to 97% and
79% to 89% ronpootively.b

Thus we see that the ides that trade functioned,
not merely as a device for the optimum alloscetion of a i;

\ y

given stock of resources, but above ell as an "engine of!
growth”, to use Sir Dennis Robertson's phrase, was amply
Justified 1n the 19th century by the experience of seversl
nations,
1.3 CARDIAN CO no

The theoretiocsl justifiocation for the notion of
trade functioning es en engine of growth, for all

L. Lewis, W,A. (1952), p. 15.



participents in trade cen be found in the olassical
writings on foreign trade.

The importence of foreign trade has been emphasised
by atatesmen and economists, since the early 17¢th eentury
Mercentilists. With Adem Smith's emphesis on the division
of labour, the idea gained ground that, whet was benefielal
te individuals could soercely be folly in the ocese of
nations!

The oredit however goes to Risardo D. (1817) for
enunciating the law of comparative cost advantege, whieh
‘origineted as a development of the 18th century eriticisam
of Mercentilist poliecy.

The dcotrine of comparative cost adventege meintains
that, if trede is left free, each cocuntry, in the long rum,
tends to speecialise in the production of, and exports
those commodities, in whose production it enjoys a
comparative advantage, and imports those commodities, whioh
could be produced at home, only at a comperstive
disadvantage in terms of real costs. Such e speoialisation,
it is olaimed, is to the mutual adventage of all the
ocuntries perticipating in trade.

The Ricardien dootrine was stated under several
simplifying sssumptions:

1., There are two countries and two goods.
2, There is only one fector - labour. Labour is

immobile between countries,



3. Labour costs sre proportionsl to real costs.

4. Production tekes plece under constent returas to
soale,

5. The technology of vroduction differs between the
two countries, because the conditiocas of productiom
differ.

6. There is perfect competiticn in the product end
factor merket.

The crucial element in Ricardo's comparative cost
doostrine as Shalkh (1979 ) points out is really the
automatioc machanism of the quantity theory of money, whioch
leads to a process of adjustment that results in each |
country's internationsal tefms of trade (TOT) being
necessarily better than its Adomestic TOT. This proposition
has often been used es & proof thet each natiocn as a whole
gains from trade, |

The later classical and neo-olassioal writers
modified certain espects of the Rigardien model, but the
besio principle remsined inteot. They all reiterated that
trade is mutually beneficisl to each country viewed as a
single classless entity. Also, on the sssumption of
immobility of lsbour and cspital internationally, it had
been edmitted for more them a century, that it was the
prices of commodities (themselves determined by the law of
demend and supply) dealt with in international trede whioch

determined the remunderations of their producers and not



vice versa.
It was on this besis thet the unoonditionally

optimistic forecasts, es regsrds the prices of primary
produots were made., Ricardo, Torrens and others were
categoricel -~ as societies progress, a gep is oreated and
widened between values of msnufactured end primary
produets. The price of the former declining conetantly
and that of the latter inereasing unceasingly, arshall,
in feot, foresaw the day when backwerd countries, thanks
to their priuary;proﬂuot exporting status, would possess
an inexpugneble monopoly in their internetional bargeining!

This complacency was rudely shaken by the
publisetion in 1949 of the famous study by the U, K, -
"Relative prices of Exports and Imports of Underdeveloped
Countries”, showing & LO% deterioration in the TOT of the
thiréd world countries, since the end of the 19th ceatury,
snd particularly after the Xorean war, pointing to en
acceleration of the movement,

Econonists attempted to save their theory by putting
forth explanations besed cn the elasticities of demend.

Reul Prebisch (1950 & 1959) questioned the mutual
profitebillty of the existing pattern of internationel
division of lebour. FHis mejor claim was that, the net
barter terms of trede (NBTOT) for the LDC necessarily
deteriorate over time, and that the unfavourable impsot of

unrestrioted tresde on balance of payments of LDQ's far



outweighs eny sdventage with respect to more effioient
allocation of resourses.

This triggered off a major controversy over the
secular trend in the terms of trade, which is exemined in
the next section,

1.4  THE SECULAR TREND IN THE TOT - A STATIS ATE

Prebisch (1964) argued that there was a downward
trend in the TOT of primary product exporting oountries,

In his report for UNCTAT I (1964), Prebisch rested
nis statisticsl case on the Net Berter terms of trade
(NBTOT) of U.E, for the whole of its merchandise trade., He
spliced two partially overlapping secries (those of Sohlote
and Board of Trade) es given in U, N, (1949 table 5 to give
a run of index numbers from 1876-80 to 1946-47, whieh
showed an unmistakable seoular improvement in Britain‘'s
terms of trade. Since for a greater part of this period,
Britein wes the most important importer of primary products
and exporter of manufeactures, he took this to imply e
secular deterioretion in NBTOT of primary products as
treded world wide,

This has generated an enormous 6ontrovaray and has
been sometimes dismissed by writers es totally erroneous -

“a misteken view ..... enrhrined by constant repetition

into o uyth.“s

5. Little I.M.T, (1975), p. 227.
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Prebisch's thesis was contested on several
statisticel grounds:
(1) The United Kingdom's NBTOT were not representetive
of the industriel countries as a whole and hence its
{nverse oould not serve &8s s proxy for the terms of trade
of primary products. (Kindleberger, (1956, pp. 261-3),
Heberler, (1959, p. 20), Meier & Beldwin, (1957, p. 234),
Morgen, (1959), Lipsey, (1963, p. 17), Johnsen, (1967,
P. 249).

This critioisu has been reather severe, partioularly
beceuse Prebisech ochose to rest his cese exclusively on
U, K, data, wheam the U.N, source from which he obtained his
data, also included a terms of trade series labelled
'Primery to Manufectursl commodities in World Trsde'!
compiled by the League of Netions, This series wes also
besed on British dsts upto 1929, but with the importent
difference that the price index for menufssctures waes based
on both British exports and Eritish imports of manufeotures,
the latter intended as a proxy for meanufsctures of non-
British origin, Also, for 1929 snd later yeers, world
trade dsta compiled by the League of Nations was used.

Did Prebisoh mislead himself snd others by not
using the best evidence available at the time? Spreos J.
(1980) investigaetes this point and conoludes thet the leap
from the evidence of Britain's NBTOT to en inferenoce about

the relative price of primery produots vis-a-vis



1

menufectures in world wide trsde was not misleesding es to
direction, though it gave en exaggerated impression of

the megnitude of deterioration. (See Appendix I).

{2) Prebisoh aid not 4istinguish between prinary'oxporta
of developing end developed countries.

Meler (1958) pointed out thet "....... the terms of
trade between primery produots and menufastures are not the
seme a8 the terms of trade between poor end rich
aountrio-.'6 This oriticlism however, 1s of doudbtful
validity beoeuse the avasilable evidence does not point to
a lesser deterioration of the KBTOT for the narrower range
of primary produscts, which originate predominently in
developing countries, The ov;denoe is mostly neutral,
Kindleberger has construsted a unit value index for
selegted years for Industrial Europe's comdined exports
end imports of primery produsts (exoluding intra-trade of
industriel Europe) which falls by a oumulative 22% from
1872 to 1938. Over the ssme period his unit velue index
for industriel Europe's imports of primery products from
his 'other' group of countries (Africa exsept 8, Africs,
Asie exoept Soviet Asis, Latin Americe except Argentina
and Uruguey eto.) falls by 38%. This suggests that the
subset of primary products of developing country origin

hes experienced s bigger price fell,

6. Meler, G. (1958), p. 286.
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Tt may therefore be consluded that if exsct date

" were avellable they would not have weakened the statistiesl
foundation of the deterioration thesis.

(3) The third prinoipal oriticism of the Prebisch thesis
is that exports are valued f.o.b. whereas imports are velued
o.1.f. so that the improvement in the U.K's NBTOT could be
due partly or even wholly to s reducstion in transport costs
and not to a reletive fall in prices received dy primary
produce, (Vinmer (1953, p. 114), Meler & Belawin (1957, p.
236), Haberler (1959, p. 20), Morgan (1959), Schloss (1977)).

In principle, if freight end insurance costs are e
larger proportion of the ¢.i.f. price of primary product
imports et the start of the period for which we have
observations end then they tell-heavlly during the period,
it 1s possible to observe a deterioration in the NBTOT of
primary products when measured o.i.f., vis-a-vis
menufactured exports measured f.o.b.

Elloworth made en nitenpt to document the presence
of a valuation bilas., His evidence related to a big deoline
in freight costs which was a notable event in economic
history of the last Guarter of the 19th oentury, thanks to
the advent of the steamship, He argued thet the vwhole of
the apparent deterioration of the NBTOT of primary products
over the period 1871-1905, could be sccounted for by this

factor.

The point to be made here is that 1f the unit cost
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seving from progress in transportetion technology was e§
to the relative fell in the o.i.f. price of primary
products, it would mean that the importers of the
developing countries' primary products (whioch have price
inelestic demend) would eppropriate the entire gain; while
the developing oountries cennot hope to make an off-setting
gain on manufasctured imports, since transport costs
constitute s muoh smaller proportion of total costs inm
-anuraoturori, then in primery products.
(&) Another mejor criticism is that new memufesotured
goods enter trade end the quality of existing ones is
improved, but these developments are not refleoted adequately
in the price index of manufaecturs, whioch therefore tends to
be biesed upwerds end thus yields the impression of e
deterioration in NBTOT of primary products where there may
be none (Vimer (1953, p. 114), Meler & Baldwin (1957, p.
236), Heberler (1959, p. 21), Morgen (1959), Sohloss (1977),
Thobura ( 1977).

This hes often been asserted but never demonstrated.
In fact Kindleberger (1956) in his extensive study of
Europe's TOT felt that there was no long run tendensy for
the TOT to decline against primary produots in favour of
menufactures.” ....... on the contrary if allowange is
made for the unprovable but generally scoepted faot that
the improvement in quality of manufectures over the past

80 years has been greater then that of primary produots,
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the TOT may have turned sgainst menufectures ené in favour
of primery produots per unit of equal gquality, however that
may be aerlnod.'7 (Emphasis added;

Now, the problem of quality in the oontext has two
facets, the quality will improve if -

(aj} the product mix alters in favour of higher quality
goods within a group and
(b) technical progresa 1n§arto superior properties
to a given good. -
It 18 generslly Scliovod that primary produsts dc not lend
themselves to Qquality improvements, and this is true up to
a point with respest to (b). But regarding (a) it hes
been seen that in Kenya the proportion of coffee besns of
the highest quality harvested in 1957-58 was 0.20% while
in 1964-65 it was 16.30%. In Greese, 60.1% of ocotton
output in 1954 hed e staple length of 25 mm ané only 11,39
of 28 mm or more; in 1970, the respective proportions
were 0.1% snd 97.3%.

If quality improvements are thus liable to be
underallowed on both sides, we can make no presumption
regerding e systematic biess in TOT from this souroce.

(5) Finally, the srbitrariness of the choloe of the
starting and finishing dates in desling with time series,

Sohloss (1977) finds the period seleated by Prebisch

7. Kindleberger, C.P. (1956), p. 23k4.
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(1951-60) unsatisfaotory bessuse it starts with e historiocel
point of high raw materisl prices (Xoreen wer boom) and

ends with e relatively depressed period. Attempts to

remove the oyolical demend influence on the extremeties

of the NBTOT series show thet the inference of deterioration
survives decyeling, but that the severity of the
deterioration is much less then shown by Prebiseh.

Some critiocism is also bssed on the concept of terms
of trede employed, NBTOT here.

¥Wilson, Sinha and Cestree (1969) feel that NBTOT
receive more attention end that this is en unjustified,
unfortunate bias. From the point of view of development
the reletive rates of improvement in Income Terms of Trade
(!TO?)B are more important and relevant.

A decline in NBTOT need not alweys imply e deterioration
in YTOT, ¥or example, if NBTOT have deoclined due to
incressed efficiency in country X leséding to a fall in price
of exports (Px) relative to price of imports (Pm), thea
this may relesse further resources for exports which expend

more than proportionately to the deocline in prices. There

8. This index ecorrects the movements in NBTOT for changes
in the export volume
I = Px. Qx where Px & Pm are the price index Nos.
Pm of exports end imports respectively emnd
Qx 18 the export volume index,
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the NBTOT would have worsened but development would be
stimulated, 1.e. the purchasing power of exports over
imports would be increased.

Wilson, Sinha and Cestree show the trends in NBTOT
and YTOT for Developed and "ndeveloped countries -

Table 2: Net Barter & Income TOT

- e @@ & W @ & W A W B W == @ W & W W M W W W W @© W © © ©® B

Years U.N. weighted avg. U.N. weighted avg.
for developed for developing
oocuntries countries

NBTOT YTOT NBTOT Yror
1950-53 100.0 100.0 100.0 100.0
1954-57 101.4 132,6 98.3 116.0
1958-61 107.1 172.2 92,3 126.4
1962-65 109.8 236.5 90.7 156.8

Source: U.N. Yearbook of Tnternational Trade
Statistios.

These averages record a continuing improvement in
BTOT of developed countries of 104 from 1950-53 to 1962-65,
but it compares with a ocontinuing deterioration of 9% of
LDC's over ssme period.

The chenge ir Yncome TOT is much larger, for the
developed countries (DC) 1t is 136%, for LNC's 1t 1s 57%.

Thirlwall (1972) also indliocates that evidence for
1957-65 shows that YTOT for TC's improved at the rate of

8.1% per annum, while in LDNC's the rate of {mprovement was
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only 5.1% p.a. Moreover, when the YTOT for both sets of
nations esre sdjusted for differences in rates of growth
of population the LNC's eppear even worse off.

The U.N, weighted sverage for LNC's indicates that
the TCT for LNC's as & whole desline, But within the
group of LDC's there are oonsiderable veriations whiech may
be due to differences in the commodity composition of the
exports. This is illustrsted in Tadle 3.

Table 3:

------ - & W ®© W S S W @ S S B N >

X oy S oo L i . o Bt O
Panema N 100 123 1058 106
I 100 147 148 309
Pekistan N - 100 101 109
I - 100 99 155
Peru N 100 91 75 81
: 4 100 126 154 221
Argentine N 100 as 89 91
I 100 110 127 176
Chile R 100 113 101 11
b | 100 137 129 166
Indie  § 100 102 109 111
I 100 111 118 143
Columbie N 100 117 8s 83
4 100 119 o1 98

Source: Wilson, Sinhe, Cartree (1969).
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Thus we see that there ere oonsiderable varintioya. For
Peru I more than dcubled, whilst N fell by mnearly 20%.
For Argentina I increased by 76%, whilst N fell by 9% ete.,

The general picture that emerges from the lerge
volume of evidence in all these studies reveals, reslly
six more or less clearly defined phases:

1. 1800 - 1880 - Favourable to LNC's in NBTOT

2, 1880 - 1913 - Favourable to T™C's " "

3. 1913 = 1938 - Favourable to PC's " ©

L. 1939 - 1952 - Favoureble to LnC's " "

5, 1952 - 1960 - Favourable to DC's * "

6. 1963-1974 - The decline in NBTOT for LDC's was
arrested but variations within the
group were enormous.

The oconolusions drawn in veriocus studies thus depeand
on the time period chosen e,g. Prebissch snalyses the period
1870-1939 and 1951-60 while Wilson, Sinha & Castree (1969)
refer to phase 5.

Kindleberger (1956) end Morgen (1959) (the period
of study wes 1801-1953) on the other hend deny that eny
unfavourable trend for LNC's is visible, while Ellsworth &
Heaberler emphasise the indeterminescy of the long term TOT
between manufeotures end primery products,

There is thus no oonoluuive evidence in fevour of

9. For e brief note on Tnédia's TOT see Appendix ITI,
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either of the two hypotheses tested, butr the weight of
evidenoe, seems to bde in favour of the hypothesis suggesting
8 segular deterioration in the TOT of LIUs.



2.1  INTROPICTION
The statisticel debate regarding the sesunlar trend

in the TOT in LYTCs indicates a declining trend, as showmn

in the previous chapter. As the phenomenon of the declining
TOT in LNCs, the growing gep between the rich snd the poor
sountries, bescamé more and more apparent, expleanations were
sought =2né edvanced for the malfunctioning of the "engine
of growth", It soon besame olear, that the rigorous
Ricerdian assumptions 414 not hold in reality, and it wes
elleged thet, in genersl, ciroumstences so favoured the
rich nations, that, they perpetrated the underdevelopment
of the LPC's. As s oconsequence, most of the explsnations
for the deterioration of TOT in LNC's hinge upoun the
negation of the assumptions of the Risardien model.

In this chepter we exeamine, very briefly, some of
the earlier explanations sdvenced in the literature on the
subjeot, We begin with the Prebisoh-Singer thesis and
incorporate the leter developments based on bissed-
technologicel progress, and then go ok to the explenetion
based on variable returns to scale. %e also examine,
oursorily, the recent Latin Ameriocsn Dependenoy thesis

- - end finslly turn to the "Unequal Exchenge"
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thesis of Emmsnuel, which is of particuler interest to us
and exemine it in some detail in the next chapter.
2.2  THE PRESISOH-SINGER THESIS'

The earliest explanation of the phenomenon comes
from Prebisch end Singer. The structure of the P-5 theory
is rather complicated, bessuse there are several hypotheses
intertwined with the basioc theory, which refutes the
eclassicel notion of free competition, especielly in the
factor snd product markets in the centre, and attempts to
show how deviations from competition in e dynamie pottiag,
tend to eppropriete to the centre, most of the inorement
in world inoome through inoreased productivity.

.The decline in TOT is ocsused by dispsrate forces
shaping internstional demand end supply.

The explanation of declining TOT as seen from the
demand side, hinges on the disparity of the income and
price elesticities of demsnd for imports at the Centre and
Periphery. At the Centre, the income elasticity of imports
is low (less then 1) while in the LDCs the seme is usuelly
greater then unity.

The low income elestiocity at the Centre is ettributed
to Engel's law snd to the sgricultural proteotive measures

1. For our exposition of the Prebisch Singer thesis we
rely heevily upon Prebisch (1950, 1959, 1963, 1964},
Singer (1950, 1975), W. Baer (1961), J. Plenders (1964).
For the oriticism of this thesis we rely on Morganh -
(1959), Haberler (1959), Sodersten (1964), Johnson
(1967) & Amin (1976).



prasticed in meny countries et the Jentre. This leg ia the
growth rate of importe of primsry products (et the Centre)
ilvu-ually attributed to edvances in technology, whieh
Prebisch & Singer claim, has not permeated all productive
sotivities or ell ocountries evenly. -A direct consequence
of teschnisal progress in DC's is more efficient use of the
réw material inputs, leading to a deoline 1n the rew
materiel: output ratio; yet snother effect is the
inoreasing substitution of synthetics for naturel products.

The consequence of the low income elesticity of
demand at the Centre is thet imports grow slower then
netional income snd when this is combined with the higher
rates of output (due to increesing preduotivity) im the
LDC's too, it leads to a downward pressure on the prices
of exports of periphery.

Meanwhile, the higher income elasticity of import
demand in LDC, tends to either keep the import prices steady
with incresses in produotivity et the Centre, or to inoreese
the prices of imports if produotivity does net rise fast
encugh, or if monopolistic elements in the Centre restriot
supply. The net result is a deteriorstion in TOT for
Periphery.

On the supply side, if competitive forces prevail
it 1s usuelly expeoted thet imoresses in productivity will
lead to e fall in prices, with remuneretion of fesotors

remrining unochenged, or imoreasing less then inoresses in
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productivity.

Now, produotivity in the Centre increases fester
then productivity in the Periphery end thus if prices hed
been redused in both places, ia proportion to the increesed
productivity, the TOT should turn in‘gg!gg; of the Lnoi.
Whet happens however, is that, es Singer easserts “,......
the fruits of technicel progress may be 4istributed either
to producers (as inoreased incomes) or to consumers (as
reduced prices); in the case of manufsctures in DCs the
inocressed incomes ere preferred, while the letter prevails .
in LDG':.'z

Prebisoh & Singer cleim that the productivity
inoresses being matched by wage inoresses 1s mainly the
result of strong trede-union pressures. PFPrebisch further
claims that even if some mergin were left for price
reduotion, this would not happen due to the monopolistie
structure of the product msricets in the Centre.

In order to understand the situetion in the periphery,
it is necessary to divide it into two sectors: (s) export
(b) domestie.

Prebisch points out thet productivity inoreases
fester in (e) then in (b). Another feature that is implicit
in all Bconomic Commission for Letin Americe (ECLA) writings
is that the labour market in the Periphery 1s competitive

2, Singer (1950), p. 311,
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f.e. there 1s unlimited supply of labour at subsistence
2

wege in the wage sector. The possible conseguenses of
the differential rates of produstivity increasses are two -
(1) If weges inoreased in the seme proportion es
productivity inoresses in the export seotor (in the
Periphery) then the export price would not ochange, but
sinoe the lebour market i{s competitive this would create a
situetion wherein the domestio sector wege inoresse would
be greater them the productivity inorease there. Prebisch
however believes thst this will not hopp’n.
{2) Instesd, the inoreese of productivity im the export
sector coupled with the low level of income elastioity for
imports st the Centre leads to & large displacement of the
workers and chsnces ere that produotion will not increase
substentially enough to sbsord the redundent labour supply.
This labour hss to be ebsorbed in the low productivity
domestic seotor and this pressure of lebour surplus will
prevent wages from rising, and may even lower them. Thus,
we see the fruits of inoressed productivity being
transferred to the DC in the form of lower prioces.

The policy implication following from the sbove wes

selective protection.

2. This point hes been emphasised by lLewils, (1954) when
he shows that in economies with surplus labour, low
labour productivity in the subsistence seotor is the
eritical determinant whatever the demand conditions
and level of teohnology.
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The P-S thesis has been oriticised by several
economists. Johnson (1967) alleges that Prebisch does not
explain the conditions that sllow the rising money weges
to be tremslated into rising relative prices of manufsotures,
Haberler (1959) does not ascept smn explenation in terms of
Engel's law, He insists thet it ocamnot beer the hesvy
burden plsaed on it by Prebisch's theory. "It epplies to
food, in generel, but not every kind of food ..... and
every inoresse in income dces not lead to a relative
decline in demsnd for industrial rnw'unterial.'3 T. Morgan
(1959) ssserts that no single country cen successfully hike
money wages, beceuse it would finAd itself in a competitive
squeeze, =nd its export seles would decline end if export
prices 414 not decline in the longer run, the exchange
value of its ourrency would fsll instesd. This ergument
however seems to overlook the monopolistie position of
the NC's,

Amin (1976) esserts that if techninel progress
relesses lesbour power from primery producticn, it does the
seme in manufacturing and therefore a more aoredible
explenation of the exsess lebour surplus would be in terms
of the neture of the scoic-esonomic forme of peripherial
end centrel capitelism. In the letter, profit is the
predominant income end when high profits ere earned, they

ere reinvested and the lebour releesed dve to technicel

3. Haberler (1959), p. |05
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progress is partielly compenssted by the extra demend r;¥%

lebour, for producing capital goods,

In peripherel cepitelisam, hawevcr.rfgggg_are the
predominant incomes snd sre spent on imported goods; end
therefore excess lsbour is not sbsorbed even pertislly.
Flanders (1964) tackles the problem of the effectiveness
of the poliocy prescription to counter the decline in TOT
and alleges that if the deocline in TOT is attributed te
the downwerd inflexibllity of prioces sud wsges in the
Centre then s downwerd shift in the periphery's demand
function for exports, will result in meking the Centre
worse off, through unemployment, without making the
Periphery better off. In faot, by lowering the income and
employment levels in the Centre, it would actuelly hurt
the LIPCs by reducing the demend for its exports. This
srgument does not teke into account the price inelastic
demand for imports in LDC's end elso seems to neglest the
faot thet trensfers to the Centre inoresse the surplus
evaileble for investment eand combined with high weges
generste e growing eggregeste demand leeding to an expansion
of the size of the merket. This point is reitersted in
Emzmanuel's thesis (2.5).

To sum up, the oruoiel point in the P-S thesis is
that the spread of technicel progress has been uneven snd
this has ocontributed to the division of the world economy
into industriel centre and peripheral primery produoing
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countries, where the gsp between the prices is widening.

The P-S enelysis was further snalysed in the neo-
clessioel fremework by Hicks {(1953) and Jchmnson, who
incorporate teohniocel progress in the basiec trade model.

Hicks (1953) showed that, if there were two
countries - A& B, of which only A grows end B is stegnant
then - ‘

(a) export bissed (pro-irsde) growth in A would be the
most favoureble to 3 (if the assumption is that inccme
rexzains constant in both countries)., Here prioce of export
of B remeins constent, while that of A declines leading to
en improvement in TCT for 3;

(b) if the productivity goln 18 sonocentrasted in the
import competing sestor, them it favours A the most and B's
YTOT decline. The barter TOT will remain the seme. This
framework waes further developed by Mishen E.J. (1955) wheo
incorporsted the income effeot in the foregoing analysis.
He pointed out that in order to determine the effest of
growth on TOT, both the produstion end consumption effests
ef output expsnsion should be teken into ecoount.

Johnson (1967) further elaborsted this point and
Bhagwati (1958) mooted the possibility of immiserising
growth,

Thus, the Riocandien assumption of equal opportunities
of technioal progress snd eyusl Alstribution of its geins
internetionsally hes been routed by Singer, Balogh (1963)
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end others snd has been replsced by the thesis of unequel

opportunities of technical progress depending om the

nature of speoislisation.

2.3 VARI RETURNS TO SCALE
Another explenation refutes the Rioerdian assumption

of constant returns to scale whioh had eerlier been

questioned by Grshem (1923), Vimer (1932) snd Haberler

(1950). In resent yeesrs slso several attempts heve been

mede in this direction, Melvin (1969} pointed cut that

the essumption of constant returns to scale in the H,C.8,

Theorem 1s srusial beceuse 1t oannot be proved uith;ut tﬁil

assumption.

Markussen & Melvin (1981) develop a 2 good, 2
country mndel where one good is produced with inereasing
returns to sasle snd the other with constent returns.

To specify the model -

{a) Two goods (X, Y) ers produced each using 2 fectors
of production capital and labour. Production
funotions are identiocesl detweean ccuntries,

{b) Produstion funstions of individual fiyrms 1n both
industries sre homogeneous of Adegres 1,

(e) Fastor intensities Aiffer between industries end
are non-reversing. X 18 sssumed to be relatively
lsbour intensive,

(a) There ere sgonomies of soele internel to X {ndustry,

such that the induatry produot!on funetion is
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homogeneous of & degree grester than one,

(o) There are two countries (L &S) whioh have identical
cspitel-labour endowment ratios. Country L
however has more of both faotors.

(r) Demand in esch country can be represented by a set
of community indifference curves, which ere
identical and homothetic in each country.

(&) There are no domestic distortions except the
externality mentioned ebove,

‘They assume that countries differ in size to show
how increasing returns ocan influence the direotion of trade,
They demonstrate then thet there will exist at lesst one
stable equilibrium, in which the large sountry exports the
good with inoreasing returns.

They slso show that inereasing returns mey imply
that one country, (but not both) 18 worse off at a free
trade egquilibrium relative to suterky and that beosuse of
the produotion externality, a negcessary sondition for s
smell country to gein is thet the price of ita export good
is inoressed by trade (relstive to sutarky); the seme
oondition however, is 2 sufficient condition for the lerge
country to gsin from tfaae. To show the geins from trade
M & ¥ 1llustrate the problem thus -
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.
In both these figures L & S ere producing esnd ccnsuming et
points A’ end & respectively, in the sbsence of trade,

In free trade country’' S produces at 7 and consumes
et C; for country L the corresponding points ere P' end
c'. The trade veotor P'c1 and PC are of eqQual longth and
slopes as required for tresding equilibrium, Both show

country L gsining from trede end S loosing.

2,4 THE DEPENDENCY THESIS
A radioelly different explenetion comes from the
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Letin American Dependency theoriatlh who seek to examine
the uneven development of the world economy end the growiag
gulf between the rich end poor nations, They essentielly
contradioct the Ricerdien sssumption of the equality of the
partners participeating in internetionsl trsde when they
develop the core-periphery relationship. This theory has
meny versions but we oen Quote Nos Santos (1970) for a
definition of 'dependenecy'.

"By dependency we mean & situation in whioh the
economy of certsia countries is conditioned by the
development and expansion of another economy, to which the
former ‘18 subjeoted. The relation of interdependence ...
assumes the form of dependence, when some countries (the
dominent ones) can expand and be self susteining, while
other countries (the dependent ones) cen do this only eas
a refleoction of thet expension .....“5

The concept of (aovelopmant of underdevelopment' is
thus built around the i1dee that capitalism nescessarily
produoes cumulsatively growing differences between the sore
end periphery. This 1= best seen in the three hypothesis
put forwerd by Frank (1966).

1. The development of subordinate countries is

k. VWie deal here with the work of Frank (1978), TPos

Ssntos (1970), end Furtedo (1972) end drew on the
article by Stein (1979).

5. Tos Sentos (1970), p. 109 in Wilber (1973).
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constrained by their sstellite status.

2. Sstellites experience their grestest economie
development if end when their ties to their
metropolis are weskest.

3. Today's most underdeveloped regions sre the ones
thet had the closest ties to the metropolis in
the pest,

Generslly speaking, the dependency theorists sssert
thet the development of the Periphery is restrioted by the
nerrowness of merkets, by Brlanoe of payments constraints
and bﬁ technologicel dependence, ¥We now discuss these
constreints -

LnCs produce & nsrrow range of steple rew materiels
for export (which heve very few linkage effects and limit
the growth of the internal merket), Besides, incomes ere
very unequel, snd much of the surplus flows out of the
country, so that the mass market for consumer goods is
limited in size., 'Import substituting' industrialisstion
involves capital intensive technigues, whish perpetrate the
low wages end keep the market narrow, further oonstricting
development., Furtado (1973) sugcests e further fsotor:
consumption petterns among the elite ere copled from those
of the more advanced countries, end the result, is to bies
demend towerds imports or goods produced by capitel
intensive methods, thus reinforeoing the problem.

The BOP problem is partly explained by the oonsumption
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patterns in LDCs. Besides, the modern production methods
require imported cepitel goods, imported components ané
materiels, Not only this, the dominent countries becsuse
of their finanoial powers, gein control over the produotive
resources of the dependents snd extresct from them, in
{interest, profits and other payments, sums which fer exceed
their remittences to the Periphery. The BOP is thus a
constent problem.

lastly, they emphssise the technologiosl dependence
of the periphery. The technologicsal progress under the
control of the Centre sets the consumption patterns end
thus beoomes the decisive factor in the atrn@turins of the
preductive apperatus of the periphery, which in sonsequence
becomes dependent. Singer (1975) reiterates this when he
seys that "the one-sided concentrstion of teshnology in
advenced sountries oreates s condition, both of continued
end sharpening dependency snd unemployment and inequalities
Iitgin the developing countries.”

In recent years the role of the MNC's in oconditioning
end strengthening dependenoy hes been emphasised by Muller
(1973), Sunkel end others.

This thesis hes been frequently oritiolsed ss not
being based on fect or logic, and Frank's hypotheses in
partiouler, are seié to be subjest to the 'post hos, ergo

propter hos' fallacy.

Brewer, on the other hand, points ocut thet ell the
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arguments advanoed by the & ependenoy theorists hinge on

en implioit essumption of a predetermined pattern of
specielisation between countries end to give s solid
foundation to these arguments it is essential to provide

en explenation of this pattern of specialisation. Emmanuel
in his 7.E, thesis overrules this objestion when he
emphasises the ingome position of the country rather then
the psttern of specialissetion, Emmenuel thus supports the
dependency thesis with his snalysis of interneticnal prices.

2,5  THE UNEQUAL EXCHANGE THESIS

Emmanuel's 7,E, thesis cen be essimilated in the
long tradition in development econocmics, It is & mixture
of the statio 'unfairness' srgument, with the expestation
of a detericration of TOT in LDCs. Emmanuel vehemently
insists that the phenomenon of long run deteriorstion of
TOT of Third World is inexplicsble within the framework of
preveiling theory, and eny attoﬁptu to save it by putting
forth explesnstions bssed on elasticities of demend are
quite vein, end ere in faoct post-fectum adjustments with a
view to scoounting for troublesome historicel facts, Thus
only a thorough revision of the theory would enable it to
cope with the reality.

He therefore puts forth the U.E, hypothesis where
he refutes the two most besioc hypothesis of trsditionmal
trade theory - "

(a) Teterminstion of prices by the market. He substitutes
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for this an institutional determination of uugonf
{(b) The immobility of labour snd cepitsl - This 18
replaced by & relative mobility of eapitel,
sufficient to give rise to a tendency for world-
wide equalisation of the rate of profit and e
relative immobility of lebour ellowing considerable
predetermined disparities in wege rates between
countries,

The purely logiocal espects of this litersture,
conoern the extension of the Marxist transformestion problem
to the sphere of internstionel trade., The erguments ere
presented in Marxian value theory terms, but their neo-
clessicel ococunterpart is as follows - U,E, erises from
the fact that wages sre higher in the developed North,
then in the developing South. Trade, under these
conditions i{s unequal to the South, in the normative ssnse,
thet its TOT end income levels, sre lower themn they would
be under s Pareto-efficient trede errangement, allowing

for perfeot internstional lsbdour mobility.

at f t and e 1 e o
expested tren OT_is st 1 sis i
hes .6 As sn extension, moreover, e dynemic "reverse

Mides touch" is incorporated into this thesis viz. - any

6. Singer (1975) elso stresses this point,



36

good which enjoys fevoursble TOT while being in the
production and export domein of the rich nstion is expected
to have the TOT trend reversed once its produotion end
export are teken over by the poor.

The U.E. thesis is reslly e generalised form of the
P-S & Lewis 30431-7, end osn be used to show the ineguality
of the trensmission of the benefits of teshnical chenges.

Taking ss the starting point the international
equilibrium, with wsges given sutonomously and the rate

of profit (growth) equalised internstionslly, Saigal shows -

N
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Here wi refers to oountry A specialising in commodity 2,

and 'L refers to country 3 specislising in commodity 1.
Now, sn {mprovement in produetivitz of lebour in A,

will shift w3 wﬁ function upwerds to'?‘ W,. Waile en

inoresse 1u wag:ss in B, will shift the I; i; funotion

7. ::ﬁzli' demonstreted by Evens (1976) using Saigal'l
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-] =1

downwards to Wp wg.
Hence, when there is an improvement in productivity .

in A, et unchanged wages, shifting lﬁ wiiupwardn, the TOT
worsen for country A (a shift from " to E is e decline in
TOT for A, which spescislises in commodity 2). There is
however 2 rise in the rate of profit (growth).

If there is a subsequent rise in the wages in country
B, refleoted in I% I% shifting downwards, and restoring
profits to previous levels, then, there is e further
deterioration in the terms of trade for the low wage
country A, shown by F.

Thus if there is e difference in bargeining power
of workers between rich snd poor ocountries, the poor
countries will be pushed further snd further into unequal

exchenge.
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CHAPTER III
THE UNEQUAL EXCHANGE HYPOTHESIS

3,1  INTRODUCTION

One of the msjor explanations for the deterioration
of terms of trede is the Unequal Exchange (UE) thesis, The
term 'UE' is not new, and bas often been used, usually very
loosely, in the context of monopoly prieing, transfer
pricing or differepoes in productivity of labour over
countries,

’ It is Emmenuel's theory of 'UE' set out in hig book
"Unequel Exchange: A Study of the Imperialism of T:aderf 7
(1972) that is dealt with here. This theory is ".........
almed at ......., economists of all tendencies in a oommon
language ......."1 and 1s thus, in complete contrast to the
main traditions of Marxist thought on imperialism and 1is
equally distant from conventional non-Marxist theories.
Unlike the Marxists, who generally identify the meai nspring
of imperialism elither with the development of monopoly in
exchenge (Frank) or in produetion (Lemin), or with the
expension of capitalism at the expense of pre-capitalist
modes of production (Luxemburg), Emmenuel studies the
imperialism of free trade. He olaims that free trade

between two wholly capitelist countries, can still be

1. Emmamel.(7972) Appendix II, p. 323.
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'unegual' and this cen be the foundation of the massive
ineguelities that exist in the world economy. The
mechenism that he uses to explein this inequality does

not rest on eny monopoly by capitalist firms, neither does
it involve any exercise of stste power in internationsl
reletions,

#¥hat he does is to extend Msrx's theory of prices
of production to the determination of international prices,
making the key sssumptions that goods and capital sre
mobile internatioially. while lebour power is not, so thet
profits end prices sre equslised internationally by
competition, while wages are not.

3.2  QBJEQTIVES

The UR thesis launches a two-pronged attack on the
existing literature on the problem:
(a) On the theoreticsl plane
(b) On the precticel pleanme.

3.2.1 On_the tigsl pl

The olessicel economists hed resognised the faot
thet internetionel exchange value would not be determined
in the seme way ss velue in the nationel merket. This
dirference betweep netionel and international velue srose
out of the immobility of factors of production.

Immenuel contends thet, in reelity, the Classiolists
were only interested in equalisation of the profit rates,

since wages were, always and everywhere the same, becsuse
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i{rreducidble. Marx modified Ricardo's econception of wages
by introdueing e sceiel snd historical element in the
determination of the velue of labour power. The cost of
1iving then ceased to be an invarisble detum. Even with
this modification there is no difference between the
Ricerdien end Merxien theories in the following cases -
(s) both factors ere moblle

(b) both factors ere immobile

(e} ocepitel 1s lmmoblle and labour mobile.

" I8 la,only.in the cese where ompital is nobilo and
lsbour immobile that the 2 systems diverge: Iin the
Ricardian system there 1s no difference between netional
end internstionel velue; 1in Marx's system, however, prices
of production seannot epply without some modification, since
they result from two equalisatiocn prooesses, profits and
wsges, end here wages can Alffer end sffeot price, while
profits are equalised - 1.e. prices cen no longer be the
seme in both the settings, nstional end internstionsl.

It is this lest cese that Fmmenuel 1s interested
in, where there is sufficient mobility of capitel to
ensure that essentially internationel eyualisstion of
profits tskes place, end suffiocient immodility of lebour,
to ensure dlfferences in weges, so thet & modificetion ;t
the propositions of prices of production is mede necessery.
Thus, on the theoretioel plene, BEmmanuel undertekes

the tesk of integrating international value in the general
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theory of value,

3.2,2 0On the praotiosl plane
Riosrdo wes interested only in showing thet free

trede would benefit the world end the perties indulging

in trade, He was not really interested 1h the formetion

of internstionsl exchenge velue., Therefore, in his femous
example Ricerdo had shown that efter adopting their
respective specielisations, both countries gain, but the
proportion in whieh the gein is shered is not investigated.
The domestio relative price ratios of the two countries

set the limits to the formetion of internetional velue and
its preoise determination wes left to the reciprocal demands
of the two countries,

It was thus ensured that under any ciroumstences,
trede if not actuelly beneficiasl to both, would never harm
eny oocuntry,

The terms of trede between menufastured goods end
primery goods hes always interested eoonomists end es
pointed out in Chepter I, the classioal economistes had
been unreservedly pessimistic sbout prices of mesnufsotures,
end unhesitetingly optimistic es regards prices of primery
products. As Torrems put it ",...... the value of rew
produce is, in the progress of socliety, perpetuslly

inoreesing with respect to menufactured gooda."2

2, Hobert Torrens - Essay on Production of Wealth
(1821), p. 145. Emmenuvel op.oit., p. xxix.
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It wes only after the second world war that economists
begen to question this eomplecenoy. The deterioration of
TOT for the LPC's, the exporters of primery produots wes
hotly debated. Explenetions were based mainly on price
elasticity of demend, inoome elasticity of demend,
development of synthetics eto.

Emmanuel however feels that these efforts made to
explain the opposite tendency shown by reslity, without
breaking out of the framework of the comparative cost
dootrine, were neftly rntionnlisgtionn.

He attributes this failure to the fact that there
18 no such tonaonoyfohcraoteriatlo of oeptaiﬁ products,
The "worsening of TOT for primsry products™ is an opticel
{llusiocn. It results frea a niatakoé identificetion of
exports of rich countries with manufectures snd of exports
of poor sountries with primery products.

"The copper of Zsmbie, or the Congo and the gold of
S, Afrioes are no more primery than cosl which waes only
yesterday one of the chief exports of Greet Briteinm .....;
before they are exported coffee, cosoa, snd cotton (esp.
cotton), have to undergo & mesohine processing no less
considerable (if not more so) then in the case of Swedlish
or Cenedien timber ....... ; banenas end spices are no
more primary thean meat or deiry produots. And yet the
prioces of the former decline, while those of the latter

rise, snd the only common cheracter in each onse is that,
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they are respectively, the products of poor scountries end
rich oountrios."3

One of the most striking exemples cited by Eumanuel
i{s that of textiles, which were formerly emong the pillears
of the wealth of industrialised countries partiocularly
Britain but whioh, since they have become the specislity
of poor sountries, herdly fetoh stervetion wages for the
workers, even with up-to-date techniques, This leads him
to the question - "§as there by en amazing coincidence, s
reversal in elasticities of demend st the moment when the
chenge of location took plece?

Emmenuel thus, on the practicel plene wishes to
investigate if there are really certain produgts that sre
under 8 course, or whether there is e gertein getegory of
gountries, that, whatever they produce, slways exchange a
larger amount of their natiocnel lsbour for & smaller
amount of foreign labour.

3.3  METHODOLOGY

In order to escoomplish his tasks, Emmanuel begins
by explioitly defining a factor of production under
conditions of the production reletions of commedity economy,

cepitalist or pre-cepitslist, as "an estsblished claim to
e primery share in socliety's economic produot."“

3. Emmenuel, ibid, p. xxx.
L. Emmsnuel, ibia, p. 1.
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Thus defined, the factors of production in Emmenuel's
thesis ere labour, cepital, rent end indireot taxes.
Emmenuel deals with the determinetion of equilibrium
prices in internsl es well as external exchenge, and shows
how UE emerges in the latter,
3.3.1 Internal Eguilibrium Prices
He discusses the formation of internal equilibrium
prices under two types of production relstions -
(1) simple commodity production
(2) ocepitalist production.
1) Under simple commodity production lebour is the only
fegtor - the only basis for a claim on the produot end in
this ocese 1t makes no difference whether exohange value
is messured by the smount of labour embodied or by its
reward, 1.e. the labour theory of value and the cost of
production theory smount to the ssme here,
(2) Under capitalist production we cen sgein dlstinguish
2 ceges -~
(a) when oapitel ané labour sre used in egual proportions
in ell lines of produotion. The determinetion of
value in this cese is similer to (1) above,
(b) When cepitsl and lebour ere used in different
proportions, as happens usually, then the
caloulation of exchenge value on the basis of
respective smounts of feotors snd celoulation on

the besis of cost of production diverge. TIn feot
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here, "the exchsnge value cannot be formed apart
from the rewsrds of the factors, sinoce the only
common denominstor between the two feotors, that
makes the sum of their smounts commensurable is

the rete st which they ere reuareeﬂ.“s

It 18 here that Emmenuel desals with the trensforamstion
of velues into prices of production snd oontends that Merx's
prices of production are equilidbrium prices.

3.3.2 Extermsl Equilibrium Priges

Emmenuel exemines whether the process by whioch
internal exchenge velues are formed, could be applied to
exchenge between countries., Here he sssumes thet -

(a) there are only 2 feotors, labour snéd capital,

(b} there is a perfest system of free trede,

(¢; transport costs sre ignored.

It is pointed out that, there would be no difference in
internetionel exohsnge value formation exoept for the
influence thet the politicel feot of dlvision of the world
into countries, may have upon the mobility of fastors.

"If faotors were as mobile outside countries, es inside it,
the specificity of iqternational velue would venish snd
the propositions of prices of production set forth in the
context of 1htornn1 exchange, would be sdequate to account

for any sné every exchange, wherever it oaourid.“6

5. Emmenuel, ibid, p. 15.
6. Emmenuel, 1bi4, p. 37.
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Tmmobility of factors has thus been the basis on
which economists in generel have distinguished betwsen
national znd internationel exchenge value, inspite of the
peradox this led to in the Marxist aohool.7

Bmmenuel oites empirical and stetistiocel evidencoa
to show that in reality capitel is mobile internationelly,
leading to a tendency to profit rate egualisation
internationelly.

Regarding the wage rate, however, he points out thet
there 18 not the slightest hint of s tendenoy towards the
equalisstion of wege rates internstionally. In feect, he
estimates that, allowing for the direct and imdireot
social benefits, the average wage in the PC's is about 30
times the average wage in the LNC's, or ellowing for the

9

differences in the intensity of lebour”, about 15 times,

7. The parsdox lies in the feot that the Merxists who
have peid so much ettention to the phenomenon of
migration of oagital in searoh of higher profits
(economic imperieslism) accept that international
velue is formed ss though the ocepitel fasotor is
completely immobile and there is no tendensy to
egu:llaation of the rate of profits on the worid
scele,

8. He refers to the 'migration of cepital' in the wrong
direction, i.e, from LPC to rioch ocountries as
evidence to show thet equalisation of profits dces
ooour.

9. He estimstes the intensity of labour - the output of
labour given the seme equipment - of the averesge
workers in LDC at 50-60% of thet of the averasge
worker in DC.
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Fmmenuel thus constructs his model on the besis of
the sssumption of mobility of cnpital'o and immobility of

labour,
Now, if the two countries have Aifferent wage levels,

there sre two possible ciroumstances under which profits
can still be equalised between them, without any product
heving two Aifferent prices (which is ruled out by the
essumptions of mobility of goods end free competition).
(1) #hen they produce the seme goods - In this osse
profits csn only be equelised if the high wage country hes
higher productivity, so that their prices of productionm
are the ssme, In this cese the wage differences correspond
(under conditions of perfeot freedom of trade snd competition
end egquelisastion of profit rete} to, and ere explained by
productivity differences. In feet this is the only cese
where productivity determines wages.

Emmanuel scoepts thet this explanation applies to
some goods, but he does not trest 1t 2s the normeal ocese,
(2) When they produoe wholly different commodities. -
In this the more genersl oase, the two groups of countries,
PCs snd LDCs éo not export the seme products end the problem
of competition between groups on the commodity mesrket does

not erise, They specielise in wholly 4ifferent products.

10. He points out however, that "what metters 1s not
whether mobility is perfect or imperfeect, in itself,
but whether 1t 1s suffiolent to bring about
equalisation of profits" - p. 4L4.
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This is the case in whioh unecuel exchenge osn
ocour, begcsuse if one good 18 produced in e high wage
country and the other in a low wage ocountry (with the same
emount of K & L) then the price of each must reflest the
differences in wages.

3.3.3 Unequal Exchsnge

Emmenuel 4isousses two forms of unequel exchange:
(1) DUE in the broad semnse
(2) URB in the striot semse,

We now elaborate essch of these -

(1) This is the Primsry form of mon-equivalence and

arises merely out of the trensformation of values into

prices, The essumptions made here are:

(e} There is ocompetition between ocspitals leading to

| e tendency to profit equalisation

(b) The seme rete of surplus value (seme general wage
rete) preveils in each country.

(e) Totel surplus value = totel profits,

(d) There are two systems A & B, each of whigh is msde
up of 3 branches; the orgenic composition of
cepital (0CC) {8 @ifferent between these breanches
and also between the two systems,

(e) There is e predetermined pettern of internationsl

specielisstion,

#e begin with the suterky positions of systems A & B,



&9

System-4A
Branches G V8 (0+We8) _ZS _ PGP
s:(?fil T(C+V) P.o.p.
T)" Profit
I 80 20 20 120 20 120
I %0 10 10 110  20% 20 120
III 70 30 30 130 | 20 - 120
2,0 60 60 360 .60 . 360
System-B
Branches O V8 (GeveS) =8  Profit Prises
i = (0+V) of Prod.
I 4L 20 20 g0 20 80
II 50 10 10 70  33.33% 20 8o
IIT 30 30 30 90 20 80
120 60 60 20 60 240

- e e e e e e M S W en G WN W ea WA A W Sm Er e W W @ W m W™ @ @ ™

Now, when free circulation of capitel is introduced
between these two systems, there is en equelisation of
retes of profit.

At this point, Emmenuel introduces a distinotion

11
between constant capital invested (K) end capital ccnsumed,

11, K is identified with constant ocepitel and 1s the sum
of oconstant capital both fixed end eirculeting eand
variable cepital, weighted by their respective
turnover ra;aa whatever they may be in each particulsr
case. p. 58.
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and assumes that the latter 1s constant to neutralise its
effects and better bring out the effects of '« upon prices.
The 2 systems now together.—

=K
A 2,0 50 60 60 170 g0  190-
33. 33%
B 120 5 60 60 170 W 150
360 100 120 120 340 120 340

It 1s now evident thet, the past snd present lsbour
consumed in produetion in country 24, obteims for 170 units
of its nationsl labour, 190 units of internstionel labour;
while B obtains 150 unite of internatiocnal labour for 170
units of its neational lsbour, i.e. the products of A & B
thet embody the seme emount of lsbour, past end present, do
not exchenge at par (i.e. 1A = aB), but in proportion of
190B = 150A (1A = 1,268).

This {5 the type of non-equivalent exchsnge discussed |
by Marx. A.E. however denles' > that this is "E, though
there is a trensfer of surplus from B to A,

(2) UE in the striot sense
This erises due to unequel rates of surplus value in

the two countries. The essumptions here are:

12. Hie reesons for doing so are expleined in 3.3.5.
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(a) Competition of capital leading to equalisstion
of profit rates.

(b) TUnegual rates of surplus velue in A & B, Wages in
A are 10 times as high es in B, but illoulng for
double the intensity of lad in A, es compsred to B,
the ocost of labour power in A is 5 times thet in B,

(e¢) Orgenic composition of cepitel is unequel (in the
exsmple shown horo)13

The two systems, in this cese appeer es -

- e @ W W W B W e W @ W @ W e e W S W EE S W - W = e e - =

cy. K e v 8 (C+V+8) ;_g It’.lirg— P.o0.p.
b

B e e @ S W E WP W e TP W W wn WS WS W B s W R e G W @& ™ W & -

A 2,0 S0 100 20 170 33.33% 80 230
B 120 50 20 100 170 0 110

360 100 120 120 340 120 340

S e W s W S W s 5 @ an Y WE AE P @R W & R W W R o W W W W W -

Here the terms of exchange have worsened even
further, since now 230B = 110A 1,e. 1A = 2,09 B,

It should be noted that the theory of UE does not
refer to the amounts esctually produced and traded; it is
& theory of prices, of the terms of excheange end depends on

the cost per unit of eaoch product and on the wage rate,

13. If the OCC were equal, i.e, if K= 240 in both A & B,

then their produots embodyi 170 hrs, of lab
would exchenge et 210B = fjgﬁ (Z. « 1A = 1.88??!5Horo

it 18 clearly the inequality of weges, ceteris
peribus, thet is the ceuse of the unequal exchenge.
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"Tnequal exohange is thus the proportion between
equilibrium prices that is established through egualisstion
of profits between regions in whioh the rate of surplus
velue iz "insti tutionally" 4ifferent, institutionelly
meaning that, they are for whatever reason ssefegusrded from
competitive equalisation on the factor market and are
independent of relative priccn.’h

The oruciel sssumptiocn made here is thet wages are
the independent verieble, snd intuitive and empiricel
grounds sre offered to support this contention.

3,3.4 The theory of wages

Emmanuel does not ascept the classical proposition
of wege determination by the physiocal subsiastence needs.
Instead, he sdheres to the Marxisn position. Marx had
introduced the historicel and morsl element in the
determination of weges, thus adding a new d4imension to the
biologiocal basis of wages. Emmanuel builds up his entire
theory of wages on a phrase from Marx's Capital - ", ,......
in e given country, et a given period, the averege quentity
of the means of subsistence necessery for the worker is
also given."15

Emmanuel therefore contends thet here and now, all

other things being equel, the equilibrium wage is

1‘00 hmnu.l op.Git. ppo 63"“-
15, Emmanuel 1bid, p. 109. Merx 'Capitel' - 13171,
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"gomething given”™, an independent variedble, This
"something given® is celled 'institutional' beceuse it is
based upon man es a socisl being, upon men's needs and
"demands on lirfe™, as they have been sheped by & very long
end slow process, in whioch the scoumulated body of
tradition end hebits plays s cruciel part. .

It is elso pointed out that since men's needs
undergo historicsl evolution, the institutionsl factors,
that determine the equilibrium wege in the rirst instance,
ere not aooldenta! exogenous fesctors, but are in the final
instance, based upon the economic foundestions of society.

It is the uneven development of the world, that hes
determined the differences in the subsistence minimum, and
the Adifferent "demends on life™, and thereby the differences
in wage levels.

In order to explein why this historical-moral element
changes over time and its 4difference between countries, io
takes reocourse to politicsl or trade-union fsctors.

It is further insisted that there is a 'dielesticel!
interection between the movement of wages end economio
development. Economic development by centrelising workers,
by oreating the need for higher levels of skills eto., makes
conditions more favourable for trede unions and politicel
ection to inoreasse wages; on the other hand, high wages
also favour development, so that e vioious/virtuous cirecle

of wage levels end development is set up. Thus, in the
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context of a long enough timescale, wages cease to be the

independent veriable, end begome part of this cirole..

3.3.5 Difference between the two forms of Unegual Exohenge

It 18 cleimed that this difference is not one of
degree but of quality. Several reassons are eadvanced for.
this:

(1) Non-eqQuivalence in the broad sense exists in every
exchenge that oocours under the capitalist system
whether inside or outside a nation. This is not e
phenomenon pbculiar to foreign traaé, sinoce exaotly
the same occurs between regions and between brenches
of produotion inside one country. It is the result
of the transformation of values into prices, teking
place in each ecountry, snd casnnot be used to explein
'unegual exchange®.

(2) Another fundamenteal d4ifference between the two is
that UE in the broad sense is ineviteble even in a
model of perfect competition (end 1s independent of
the degree of competition or imperfections). Tt is
due, pertly, to the specific technicel features of
the different branches. Thus a constant inoresse in
the 0CC is a structursl festure, s necessity of

cepitelist development, 1.e, the differense im 0CC
an objeoti ndition of 3

TE due to differences in wages, however, is

@ue to imperfect competition in the lebour market,
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csused by distences and politicel frontiers eto.,
end proportiocnate to the imperfection of this

competition. Pisparity in wages is thus en
institutionel feotor.

Pifferences in OCC gennot lesd to a desline in barter
terms of trade or single factoral TOT,,6 end ocan lead
tc & decline in doudble factoral 101.17 ir enéd only
if, we postulate thet cocuntry A has no right to any
special payment for the faot that it had to weit for
the time required to ecoumulate 240 units of K,
before exporting its goods, while country B head to
scoumulate only 120 K,

In the cese of UE due to inequality of wages
however, the low wage sountry faces a desline in ell
TOT, fesotoral and berter.

Thus Emmanuel feels thet differences in 000 and OCL

constitute (under the conditions of conorete capitelist

relations) & feoctor in development dbut not in UE, exoept

indirectly when development results in an incresse in

16.

17.

18.

Single factoral TOT 1s defined as
8= N ZIx
where N = net barter TOT (NBTOT)
Zx = the export productivity index,

Touble factoral TOT ocorrect the NBTOT for changes
in productivity of imports end exports.

OCL - The organic composition of labour refers to

the retio between the number of living workers end
the smount of social lebour to which their specifie

labour cen be reduced, p. 138 - Emmanuel (1972).

1

8
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equilibrium wage as explained ebove (3.3.4).

Following from the feot that the high wage ocountries
exploit the low wage countries, Emmanuel examines the
guestion of "labor aristocracy" of the "aristooratio
ocountries®. In this context he points out that the labor
eristocracy hes steadily grown swere of the faot that they
belong to the privileged exploiting nations, dbut this does
not mean that the entagonisms within the developed
capitalist countries have diseppesred. Whether the weges
ere high or low, and the social product 1s large or smell,
the two shares - wages and profits oontinue to be inversely
proportional to easch other and so the antqgonlan continues,
It is only "when the relative importance éf national
exploitation of the proletariet diminishes continually, as
compered with that, from which it benefits through belonging
to a privileged nation, e time comes, when the eaim of
increasing netional income in absolute terms, preveils over
thet of improving the relative shere of wages or profits
«eess 8nd from that point onward, g _de facto, united front
of the workers end capitalists of the rich oountries,
diregcted sgainst the poor gountries, co-exists with en

internal trade uni t le over the sharin the ocake."

( Bmphasis addod).‘g

19, Emmenuel op.oit., p. 180.
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3.4  The Internstional Equilibrium Prices, with
more then 2 factors

Thus far, Emmenuel haéd deslt with only 2 fectors
capital and labour; onoce the other factors (rent, indirect
tsxes) are introduced the general formula for the
internationel prisces of production of a branch 'i' becomes -

Iy = Qg # Vg + fg ¢+ Py
where fy 1s the sum of the prices of other possible factors.

The general rate of profit will now be

Tae 285 ->¢
> K

where K is the oepitel invested andZ 8 ?2: (or else
T & P4 would be negative),
e effect of other fact on_the Te of Trede -

All other things being equal, it is fully in the
interest of the LDPC that the aversge world profit rate
should decline (since this would put the country with the
higher 00C at a disedventage) regardless of the osuse of
this fell. Tt is elso evident, that every inoresse in
other faotors leeds t egline rege re
end therefore, the addition of other factors, even if the
level of these faotors is the same, in both the oountries,
is essentiel. Extending the seme exsmple &s before
when the terms of exchange were 190B » 1504 {.e, 1A = 1,268
(with only 2 fectors) we get the rolloﬁing -



Cy K c v 8 (cows) owerr&%_:_mru P.o0.p.
=

2,0 S50 60 60 170 38 20 48 196
B 120 50 60 60 170 10 2l 144
360 100 120 120 340 48 72 340

Bere 1A = 1,368,

In this case although B's TOT have been worsened by
the addition of ;othor' fagctors, they heve not been ‘praonad
to the full extent of the excess of the 'other' fectors in
A, due to the offsetting effeoct of the diminution of average
rate of profit.

Case II - Other faotors: greater in B

. W W W S MR s W AR W R P W@ @ G WA S W W T W® @ e W e e T e W -

Gy kK ¢ V 8 (C+ve8) £ =8.-5f Profit P.,o.p.
> K

A 240 50 60 60 170 10 Le 168
B 120 50 60 60 170 38  20% 2, 172
360 100 120 120 340 48 72 a0

Case ITT - her fascto eguea n A B

- =K
A 2,0 50 60 60 170  2u » W8 182
2
B 120 50 60 60 170 24 2, 158
360 100 120 120 340 &8 72 340

- e R S ww Mw WS WA W an W D am wm e e e = A W

Horn 1A = 1,198,
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The specific caese of effects of texes (one of the
feotors of producstion) om exports/imports, on TOT, snd
Trade balsnce is investigeted. Briefly, six ceses of
elastic end inelastio demend under constant, increesing
and decreasing eosts are disoussed -

1. Constent Costs - i{nelastic demend
2, Constant Costs - elestic demand

3. Incressing Costs - inelastic ﬂomaﬁe
4. Inoreasing Costs - elastic demend

5. Tecreesing Cests - inelestic demand

elastiec demand.

[ ]

6. Decressing Costs

He ocontends that an export tex cen be & very useful
devioce for en LTC, 8lnce in most of these cases the NBTOT
fimproves in proportion to the tex; in oases (5 & 6) 1t
improves more than proportionately to the tax, end only in
case L, is there s less than proportional improvement in
NBTOT,

The trade balence, however, would decline in most
cases (except in 1 & 3] in direct proportion to the degree
of elastiecity.

3.5  ROLIOY DMPLTCATIONS

Following from the dlscussion so far, it is e:;voteant.
thet 1t 1s not possible for the low wage countries/overcome
the advantege enjoyed by rich countries, by themselves
specialising in the branches favoured by the VE of the

moment, since "brangh” i4s not ' ' intrinsionlly,



gountry. The choice before the LDC is thus between nnttrty
snd unequal exchenge. Emmenuel suggests the following
pelicy messures to prevent the leaksge of surplus vslue
from LPCs.
(1} A common market of LICs.
(2) A polioy of diversificetion,
(3) The levy of en expert tax,
(1) Tdenlly, a'sort of & common market of the LNC's,
where production ané exchange is plenned to meet the needs
of the LDC's and the surplus of factors is dlrected into
production of 1-§ort substitutes, would help them to be
entirely independent of other ococuntries, and thus esocape
UE. But, such & possibility lies outside the scope of the
conditions assumed here, i,e, competition between producers
on netional and international plsnes,
(2) If living without external exohsnge is a prascticel
impossibility, then a poliocy of diversificsation, by
transferring a part of the resources from the treditional
export branches that cen replesce imports would yleld a
twofold gain -
(e) they would benefit from the mere fect of the
reduction of the volume of exchange (since loss
from UE 1s the preducst of TOT end the ratio of

the volume of external exchenge to nationel
prodnot);
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(b) they also again through the reinforcement of their
power to bargain over prices of their traditional
- exports, resulting from the diminution in the
quantities produced and exported. Thus whoever
takes the initiative in diversification holds an
advantage.

Here Emmanuel makes a rather nebulous point when he
states that diversiriqgtion is easier for the UDC's, than
it is for the DC's ",,..... 1t would certainly be very
expensive rorrthe.periphery to make its own automobiles
and computers, but comparatively less so than it would be,
for the centre to cultivate coffee or to raise elephants
for their 1vory.“20
(3) Following from the investigation of the impaect of
the export taxes on the TOT and Trade Balence, & tax on
exports, that transfers the excess surplus value to the
state, 1s suggested as snother solution. This additional
revenue is to be direstly used, to finance investment
projects, i.,e, for development purposes,

Emmanuel warns us, however, that this poliey
presupposes an egreement between the several producing
countries, and to that extent is difficult to epply -
except when there is a natural monopoly. Also, this is an

aggressive policy and entails the risk of provoking very

20, Emmenuel 1bid, p. 423.



62

sharp reactions eand reprisels on the part of the consuming
countries.

In oocnclusion Emmenuel asserts thet Unequal Exchenge,
though unable to explein the entire difference between the
standerds of living of the rioch and poor countries, is
still the elementary transfer mechenism, enabling the rich
nations to begin ané regulerly give new impetus to the
unevenness of development that sets in motion the other
mechanisms of oxp;oltction.

This exchange of non-equivalents had never been
n&tod in esteblished econcmic science (except es a momentary
accident of merket-price fluctuation or as the effect of
imperfect oompetition). Eoonomists, objeotivists and
subjectivists elike had denied unegual exchange - the former
becsuse for them exchenge is alweys egqual in a situation
of equilibrium, end the latter beceuse there is no sueh
thing es either unequal or equal exchange in itself, since
eguivaelence is en ex post merket phenomenon, The worsening
in the terms of trade over e long period was treated ss a
statistical illusion or relegated to struotursl tendencies
of elasticities of demend., Emmenuel however asserts that
the worsening in the double feotoral TOT cennot be denied
end resorts to the study of world produstion role;iona to
explein this 'exploitation et a distence'. This leeds him
he says to "....... legitimately harbour a few doubts a:.

to the intrinsiec value of the international dlvision of
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1abour."2' Finelly, if the soncept of a world economy is
to have sny meaning at 2l)l, end if the poor countries are
not to pay the costs of the world optimum, then it would
be necessary to set up internationally such mechenism of
redistribution es slready exist on the nationsl scele.

We present & oritigue of Emmenuel's hypothesis in

the next chapter,

21, Emmanuel (1972), p. 269.
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CHAPTER IV
IQUE O UNEQUAL E_HYPO THESIS

4.1  INTRODUGTION

The Tnequal Exchenge thesis has given rise toc a
host of oritical writings, These occme from Marxists as well
as non-kerxists, ell of whom (with the exseption of
Semuelson (1977)) edmit thet U.E, does take plsos, bdbut
objeot to one or the other aspeot of Emmenuel's thesis.

Briefly, iho main peints of oriticism advenced
egainst Emmsnuel are es follows:

1. 'The T,E, thesis 18 not Karxist in nature (contrary
to appearsnces), (Bettelhiem (1972); Pilling
(1973); 4gh (1980); Amin (1974)).

2, The distinetion between the two categories of
U.B, 18 not velid (Bettelhiem (1572)).

3. Wages 4o not constitute en independent variable
(Pilling (1973); Bettelhiem (1972); Evans (1976);
Mendel (1978); Best (1976); Amin (1974); Frenk
(1978)).

L. Low wages do not entirely explein U.E. - produotivity
differences are importsnt. (Szentes (1979); Amin
(1972); Brewer (1980); Clunies Ross (1976);
Michael Berrat-Brown (1974)).

5. The assumption of internetionel equalisation of

profit rate csnnot be sustained. (Mendel (1978);
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Semuelson (1977); DPandeker (1979); Agh (1980)).
6. U.E, sssumes identicsl techniques of production

in both the countries (Evans (1976)).

7. Trade end U.E. will not take plesce in Emmsnuel's
example (Seu (1978); Semuelson (1977)).

8. The poliocy implications are not velid. (Clunies
Ross (1976); Findley (1981); BEvans (1976).

We now discuss these points in some detall, before
we present some of the modifiocations suggested by these
oritics. |
k.2  THE U,E, THESIS IS NOT MARXIST IN NATURE

Bettelhiem, Pilling, Agh, Amin ell vehemently state
that Emmenuel's method end the cstegories he uses have
little in common with those of Merx., The points made by
these Marxist oritios ocsn be broadly expleined es follows:

1. [Emmanuel starts with mercantile imperielism, es
against Lenin's treatment of imperielism as e
definite stage in the evolution of olpitulipn.

2, Emmsnuel's theory of value is st odds with Merx's
theory of value,

3. Emmanuel replaces the exploitstion by classes with
exploitation by eountries.

k.2,1 Refutatio Lenin's Theo I il

For Emmanuel the divisiocn of the world into rich and

poor countries is not the result of economic foroces endemio

to ocepitaliem, Insteed, the structure of world economia
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relations are sought to be expleined frem the stendpoint
of forces that predste imperielisam (i.e, merocentile
imperialism).

Pilling's objection to AR's treatment of trade is
not that it hes no plece in a discussion of imperialism,
but that it does not stert from an allround oonception
of Tmperialism ss a definite stage in th; capitalist
evolution, as the oclessical Marxist studies have done.

Pilling thqrotbr- elleges thaet AE's work rests upom
e fundementel methodologloal error. "By treating the
einhango oirouit as separate from the reletions of
production, and pertioularly their uneven development on
e world scale, he is unable to grasp the real meaning of
the category ﬂl.”t

This has rether serious reperoussions becsuse, if
es Emmenuel asserts, the source of economic ineguality
resides not in the dominence of finesnce capitel, but in
mercantile imperielism, then he tends to errive at the
conoclusion that, this inequality can be removed within the
limits of the capitalist system., Thus unequal exchange cen
be overoome, while capitalist relations coatinue in the
metropolis, if not in the periphery.

b.2.2 Rejestion of the lMerxien Theory of Velue

Another point of criticism deals with his theory of

1. Pilling (1973}, p. 168.
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value which Pilling slleges i8 "..... perhaps the most
persistent end glaring of Emmanuel's many theoretical
orrorn.'z He further asserts thaet A.E, does not merely
modify/oriticise Kerl Marx, but aotually rejects the
distinotion between 'ladbour' end 'lebour power'.

Merx had poured scorn upon the trinity formula of
vulgar economios, which brought together lend, labour and
cepitel as factors of production and Emmannel., ".......
replsces Harx's law of velue with a orude cost of
production theori.”B

' Merx had eimed to show that the sociel relations of
production determine the socoial relations of é&istribution
and exchange, ZXmmanuel however states thet, "..,.. it is
the guantities and rewards of these fasctors that determine
prices.” Thus for Emmenuel, produstion te
dlstribution and Pilling reiterstes that this obviocusly
leads to the 1des, thet it is possible to 'reform' the
relations of distribution or exchange while leaving the
sociel relations of production intasct.

Bettelheim elso stresses this point when he alleges
thet Emmenuel argues as though there were not one law of
value but two - the law of value applying to simple

ocommodity mode of production snd 2 theory of cost of

2. Pilling, ibia, p. 171.
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production spplying to the ocaspitalist mode of production.
Bettelheim insists that this oontredicts the theoreticel
gtructure within which the concept of prices of produotion
was worked outb. since it leads to prices of production
being seen not as e transformed form of value, but es a
sum of @ group of factors (e conception that Marx alweys
opposed). Following from this, Emmenuel's definition of

e 'factor of production' also comes in for severe oriticism.
Bettelheim feels thet "....... the moment the definition
is 1814 4own the fheory of value itself 18 challenged,
since it then seems to be possible to think of value
egually well as the sums of primery inocomes received by

the producers of the produot."s

end points out that the
prices of produection thus defined are not the same as the
Marxist conoept desoribed by the seme term. Prices of
production appear as the sum of these payments only in

whet Marx calls the "illusions ocreated by competition,”

L. In the Msrxisn scheme the prices of produstion
reflect the trensformed form of value, which has
emerged beosuse of the separation of the workers
from their means of produstion, It is this
separation, not found under simple commodity
production that distinguishes the structure of
ospitalist productive forces =nd capitelist
relations of production and causes the law of value
to function es the lew of the formetion of p.o.p.

5. Bettelheim (1972), p. 277.
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MR = o E—
the working clesses .

Another point that hes oft been critiaised is
Emmesnuel's use of the term 'exploitetion’ in relation to
countries, Pilling points out that when Marx employed the
term "exploitation" it was in a strict, socientifie fashion:
Capitel represents s social power which is sble to exploit
labour on the basis of historiocally determined social
relations of production,

Emmenuel's phrese 'exploitetion of nation by nationt
is devold of this scciel end historieceal content, "It
reveals & method that Merx castigated as vulger, in that
is ocneerned only with the ontward appearsnee cof the
phenomene 2nd& not with an enalysis of their internal
contraaietionn.'6

Agh (1980) elso relterates this oriticism since he
pointa out that though Marx says that capitelists are
interested in the exploitstion of their home country
workers end their colonies, this does not mesn that it is
the seme economic mechsnism et both levels. 'Exploitation®
is not e term used by Merx in the reletionship of netions.

Amin (1974) & Bettelheim (1972) also feel thet it
is not poseible to explein the notion of exploitation of
one country by enother., Fach country constitutes a scoisl

formetion with e specifie structure, because of the

6. P1lling, op.oit. p. 169.



70

existence of olasses with contresdictory interests. It is
this struoture thet determines the way in which each sooial
formation fits into international production reletions.
Bettelheim reiterates that the relstions of exploitation
cennot be sonstituted at the "level of exchange"; they
necesserily have to be rooted at the level of production,
ané sinee the concept of exploitation expresses s
production reiation, i1.e. the production of & surplus value
and eppropristion by a certein soeciel cless, it necessarily
relates to oclass ieiationn and therefore exploitation
between olesses cennot be repleced by one between oountries.
Bettelheim goes further to state thet "..,.... @
mere transfer of surplus velue from capitalists of poor
countries, to cepitalists of rich countries cannot be
desoribed as exploitetion ....... 88 only the working

people cen be exploited, but not other oxploitera."7

This
point has been vigorously oriticised by Dandekasr (1979)
who seys thet there 18 no reeson why people who are
exploiters must themselves have ceased to be exploited.
Bettelheim, nevertheless confesses thet "..ceee.
refusing to employ the concept of exploitation to desoribe
the effects of internestionel exchange eonditions upon the
countries with underdeveloped productive foroces does not

in the le2st mean denying the obvious faot (though of a

7. Bettelheim, p, 304.
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different order) thet if the exohenge between the rich ané
poor were more favourable to the letter, then their
standerd of living would 1nprovo."8

But recognising this fsot, Bettelheim feels, is not
the seme thing es alleging that there is exploitation of
the workers of the poor countries by the proletariat of
the rioh countries (as Emmenuel implies and Tandekar bdrings
out explieitly). This upsets the basic Marxist notion of
international solidarity of the working classes anéd conceals
the sclidarity hegwoan the exploiting oclasses of the
different nations,

In this context Clunies Ross (1976} supports
Emmenuel, since he believes that the international working
class or the espitsiist cless es & politicel entity is
stilil something of a fietion,

With regsrd to Emmsnuel's reference to 'lesbour
sristoorecy' Bettelheim says thet it is only an attempt by
capitalists of MPC's to corrupt their lsbour, by relastively
redueing the rate of exploitatiocn, but these labourers
cennot, therefore, be caslled sxploiters of LNC labour, for
they are themselves subject to intensive exploitation -
more so then the lesbour of LPC's. The fsat that the workers

may become 'bourgeois' belongs to the reslm of 'ideologicel

8. Bettelheim, ibid, p. 305.
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relstions' not to produstion relations.

The point made sbove in 4.2.2 is further elsborated
by Bettelheim when he points out thet for Marx, the orgenio
composition of capital (0CC) is not e simple arithmetic
ratic, but in velus terms represents the technicel
composition in & partioculsr econjunction of produdtlon
relations and forces and therefore inequality of 0CC, like
ineguality of weges is an effect of the inequality of the
development forces, This fundementel phenomenon, Bettelheim
elleges, 18 not brought out in Emmenuel's model, where the
inequality of development is reduced to the inequality of
wage levels., This obsoures the importence, for U.E, itself,
of the lower OCC in the eccnomicelly wesker countries and
lesds Emmenuel to rejest the notion of U.E, in the brosd
sense,

Tandekar (1979) puts snother construotion upon
Emmenuel's distinotion between ", E, in the brosd sense snd
U.E, in the narrow semse, In the former, it is only the
cepitelists of the MNC who sppropriste the surplus velue
created by the LI'C labour, besides, of cocurse, eppropristing

the surplus velue erested by the lebour in their own sountry.

9. Bettelheim in feot insists thet in general the MNC
workers are more exploited then LNC workers, since the
more the production forces are developed the more the

proletariat is exploited - 1,e, the higher is the
proportion of S to V,
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Tn the latter, however, it is not only the capitelists
who sppropriate the surplus value created by the labour
of LPCs, but slso the ladour of ¥"Cs. Thus capitel and
lebour of the rich country jointly eppropriaete, through
the mechanism of free exchenge of commodities, s part of
the surplus velue orested in LPC's, end this is what
Emmenuel recognised as U.E., He believed it to be exclusive
to international trede relations snd presumed that this
does not happen jithin a country (unlike T.E. in bdroad
sense) and Nendekar alleges thet in this Emmenuel, is
;aaly misteken, He believes that wage differences also
exist between sectors of e national economy. He ooncludes
thet Emmenuel is willing to expose the myth of the
internationel soliderity of the working classes, but is
unwilling to admit exploitative relations botweén sectors
through unegual exchenge, because that would undermine/
alter the entire basis of Karx's theory of oxploitation.'o
boby WAGES TO NOT JTE THE _INDEPENDENT VAR
Emmenuel treats wages as the independent veriable
and this has come in for severe coritiocism from Bettelheim,

Pilling, Evens, Masndel, Amin, Best, Frank eto.

10. Equalisetion of the rate of surplus velue in e
given economy is essentiel to support Marx's view
of polerisetion of society into two olesses - and
this would only oocur when Aifferent sorts of
labour ere reduced to homogeneous abatrsot labour
in proportion to their wage rates.
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Bettelheim points out thet in Emmanuel’s model,
wages are subjeot to determination on the ideologlioel,
historicsl, politieal and economic level ané therefore
®eeesss the historiosl element inecluded in the price of
labour power does not refer to an sbsolute absence of
determination of wages, enebling the lstter to be treated
as an independent varisble, but refers only to s reletive
absence of deterninution."" Wages sre thus entirely
integreted in tho_eonplex struoture of & concrete sooiel
formation and ere in no wey 'independent' of this strueoture,
Tﬁua low wages in LDC's can be related to the low level of
development of the productive forces end to the production
foroes thet have hindered the growth of these foroes,

"It 1s the nature and the specific combination of
the productive forces end production relastions in the
poor countries, under the segis of worldwide gepitslist
relations, thet form the gbjeotive basis of the poverty of
certain countries, the dominated countries, end explein
both their low weges 2nd the U.E. that meay ..... result from
this. To achieve s lasting escape from U.E., there is no
other means then transforming this objective basis and thus
the removsl of those production forces that hinder the

development of the productive rorooa."12

11, Bettelheim - ibid, p. 288.
12. Bettelheim - ibid, p. 288-89.
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Pilling on the other hend points out thet Emmanuel
in order to establish thet wages are the independent
veriable, lays great stress upon & Quotation from Msrx —
"Nevertheless, in s given country, st a given period, the
sversge quentity of these means of subsistence necessary
for the labourer i{s prsoticelly known.® (Capitel 1:171).

The key point here is thet the velue and hense price
of labour is determined not by the Guantities of the meens
of subsistence, but by the yalue. The guantity is of ocourse
known at eny giveﬁ time in 2 society and, ocan therefore be
treated ss & constant magnitude, whet chenges is the yalue
of this quantity - the soocielly necessary labour time
roqulrodA;:;duoe the means of subsistence e.g. if food 1is
the only item of subsistence, its Quantity (by weight,
calorific content) incorporated in weges oan be measured,
but this is quite independent of its value, whioh‘eoponas
on the productivity of labour and ohanges in 1it.

This distinction between the 'quentity' of meens of
subsistence ené the 'velue' of wages is ocrucial, for
underlying it is the more fundasmentel distinotion between
‘wealth' (the totsl of use values) and velue (a2 sociasl
relation peculisr to commodity production). This
distinction, drawn by Merx, points to the fact that es the
productive forces grow, they temd to come into sharp
conflict with the sociel reletions of production, end once

this is recognised, weges cannot possibly be ocelled the
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independent variable,

In fact, Marx, in comparing wages in a rioch end
poor nation, respectively does much to discredit Emmesnuel's
thesis. *,...... it will be found thet the deily wsge in the
rirst higher than in the segond, while the relative price
of labour (power) &s compered with the value of the product,
stends higher in the segond than in the rirlt.’13

Evens while reiterating thet the choise of weges es
en independent varieble is a misreading of Merx, goes on to
elaborate a different point. Emmanuel assumes that the
r;lative prices pley no role in the determination of the
composition of the bunéle of commodities consumed; Evens
shows that when the U,E, model thus assumes a fixed
technical coefficient of produsction and consumption (i.e,
ebsence of price substitution in production snd consumption),
it is only by accident, that there will be full employment
in either economy under suterky.

With trade end eguelisation of profit rates, there
will be full employment im both economies, only im the
unlikely event that the internetional rate of profit is
equal to the rete of growth of the workforoe in both the
esonomies. Evans alleges thet Emmenuel ignores this aspect
of the enalysis,

Mendel, Brewer and others guestion the csusal

13. Merx: Capital (1:560)
Emmenuel Appendix I, p. 302,



77

relationship between weges and development. Mendel believes
thet it is the slower rythm of scoumulation of produotive
capitel in LDC thet explains the underemployment ané
conseguently the low weges. Amin however, slleges thet
the low wages in the periphery are due to the policies of
primitive sccumulation followed by the capitel that
dominates the periphery snd Mendel egrees with him in
ettributing U.B, to the 4irferent socoisl structures of the
LnG, the eonbinnt;on of pre-oaspitalist, semi-cepitalist
end oespitalist relations of produotion - what Amin aptly
calls tperipheral capitalism' as ageinst ‘central ocapitalism'.

In this context Semuelson's allegation is that U.E,
is tautologically a restatement of the fast of assumed
wage differentials.

But, most of the oritics - Bettelheim, Best, Amin,
& Mendel, eto. are of the view that it is world domination
by the cepitalist mode of produotion thet has favoured the
meintenence/development in the dominated countries, of
production reletions that heve blooked the development of
their produetive forees.

The besie point that emerges here is that . E,
cannot be expleined by mere rates of reward of fectors,
bessuse they have en gbjeetive besis, that supports snd
reproduces them. ZXmmenuel's model, which trests wages as
the independent varieble suppresses this feot, end therefore

on the precticel plane, this gives rise to the impression,
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Bettleheim ssys, thet to correct the ineguelity of
exchenge, it would be sufficient to chenge the wage levels,
(which of ecurse is not true as Emmenuel aémits). In
reslity, however, these objeotive conditions ccantinue to
reproéuce themselves on_en expanding scesle until they ere
smeshed, |

Frank expresses this very suoccintly when he states
thet *....... once U, B, begins, its oconsequences are
oumulative, it tresnsfers investible surplus from the poor
who cennot 1nvesf it to the rich who do so. This widens
the wide gep end {noreeses U.E. still more end further
effenots the struoture end modes of production in the MNC
& Lro, '

While the oritics lembasted Emmenuel for treating
weges es the indespendent verisble, they elso questioned the
velidity of expleining U.E, entirely by unequal rates of
rewerd of the factors of produetion,

Szentes, Amin, Brewer, Clunies Ross ené others
incorporete the role of WiG's, the low level of technology,
the cost of ascess to natursl resources, the teehnologieal
dependence, among others, es being oruvoiel to explain the

poverty of poor nations.

14, Fremk (1978), p. 106.
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Some critios, notably Berratt-Brown, Clunies Ross
insist thaet the U.E. thesis ignores the é&ifferences in
produotivity of lsbour under different teohnical oonéditiomns.
This point is illustrated by Barratt-Browa with an extension
of Emmanuel's example showing differences in wege rates
between countries.

He demonstrates thet differences in productivity
oan be greater them the 30:1 ratio spparent for wages

between MDC's and LI'C's.

Teble L :
“Gountzry "!_E;."i per ig'i' " Net 'ggim' “per heed
. :: §8A E’fﬁﬁigg as a %
of USA
1 2 3 &
U.S. A, 1.70 100 5730 100
0.k, 0. b54 27 2260 40
W. Germeny 0.331 19 1610 28
L. Americe 0.25 to 15-20 800-900 12-14
0.35
Blaok Africe 0.§5t0 12-15 600-800 10-12
Philippines 0.3 17 L00 7
Indie 0.1 é6 220 [N
Pekistan 0.075 4 90 1.5

-Q------—’---Q-D-“Q------‘---

Sources: Columms 1 & 2 - Fmmenuel 1972, p.47
Columns 3 & &4 - MBB, (1974), p. 232.

Note: Wages are avereges for 1950-55; net output is for
1950 at 1955 prices. Weges in India mnd Africa
inolude selaries employees eernings.
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Here the low level of wages in LT0s is evident, but
Bernatt Brown_pointl out, that they are associsted with
even lower levels of produstivity.

Emmenuel is thereupon oriticised for saying that
Beeessss the ilneguelity of wages, as such, all other
things being equal, 1s alone the ceuse of the ineguality
of exchanso,”’s after having madelit oclear that produstivity
is not one of the 'other things' that are equal,

Clunies Ross feels that Emmanuel would be more
oredible 1f he aeiittee some relationship between wage
retes end average productivity of lsbour, since, he has
anyway to concede, by implication, thet average productivity
of labour will set en upper limit to what ocan be psid in
wages, vwhen he seys that wage rates are determined by
institutional factors,

Emmsnuel, in Appendix V of his book however
olerifies, that to set up the productivity of labour as
the determining element in the velue of labour power, is
an idea that 1s dismetriocally opposed to the Marxist
oconception of value. Tndeed ss Marx had pointed out it
would be absurd to imsgine thet waeges would be suddenly
doubled if the average worker's productivity doubled for

some resason,

15. HBmmenuel (1972), p. 61.
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L.6 THE ON _OF INTERNATIONAL TION
RA PROFIT CANNOT BE NED

Emmanuel starts from the fundsmentel assumption that
there is international mobility of cepital lesding to a
tendency towards equalisstion of the rate of profit or the
world scale. Agh (1930), Mandel (1978) end Bernsl (1980)
however contend thet the hypothesis of internationel
equalisation of rate of profit cennot be sustained either
theoretioally or empirically.

Theoreticelly, it presupposes a perfect internstionel
mobility of ocapitel - the equalisstion of all economie,
soociel end politicel conditions propitucus to the development
of modern ospitalism on a world scale - such eQualisation
however, is completely contradicted by the law of uneven
development that dominates capitelist development and
simply éoos not exist, The heterggenalty of world
cepitalism, whioch 18 reflected i;‘tho inner heterogeneity
of modes of production within e dependent country, oould
be the only reslistic starting point in the enalysis of
underdevelopment, The unequal conditions of development
of the capitelist mode of produstion, determines the unequal
sizes of the internal merkets end uneven rhythms of
accumulation of capitel. Thus it 1s impermissible to
desoribe the internaticnal equalisation process, Just like
within & cepitalist economy.

Mandel then points out that the contredictions that

erise from Emmenuel's hypothesis, are explioit in his
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numeriocsl exsmples, where, with some exceptions (p.52-55).
Emmanuel sssumes thet the 0CC is higher in the colonies
then in the metropolis. In faot, in certain examples
(p. 74-75, 81) the 0CC is five times higher in the colonies
then in the centre. He elleges thet Emmanuel does not even
mention that a fer smaller msss of ocapital a mueh lower 0CC
end lower rate of surplus value exists in the LNC (es is
normally supposed in Merx). This however is not orucial
for the conclusions as cen be seen by constructing en
exemple with 0CC ﬁoing lower in oolonies - in feet the U.E.
méroly deepens. A related point of oriticism with reference
to Emmenuel's oontention that there was no net export of
capital from MDCs given the large soale flow of income from
the colonies & nntropelis'b is emphasized by lMsndel end
Nisbet (1970} when they point out thet Emmenuel commits en
anelyticel mistake yhon/ggnbinu_loag term cepital flows
with short term revenue flows.

Dendeker (1979) seems to be of the opinion thet,
the assumption of mobility of cepitsl 1s not necessary for
the equalisation of the rate of profit to teke place. He
contends that, if it is granted thet resl wages tend to
rise wtth the rise in labour produotivity then the
difference in wege itself would tend to csuse the rete of

profit between two economies to equelise, even without

16, Amin (1974) estimetes, the hidden transfers of velue
from Periphery to Centre due to the U,E, mechenism to
heve been # 22 billion (eround 1966) whioh is twioce

the emount of the aid public end private recel
the periphery, P s by
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mobility of cepitel.

This point however appears to be not so olear-out
as Dan@ekor presumes - it hinges on the absolute level of
the surplus value. With increased productivity, 1if the
entire inoresse in value-added is sppropriasted by labour
(ceteris paribus) then the above statement certeinly holds,
as it does when the sbsolute Juantum of surplus. asctually
deoclines., In the case however, where the rate of growth
of surplus ané wages are thae same as elso when the rste of
growth of wages fa greater than the rete of growth in
surplus velue, this does not negessarily hold.

Samuelson {1G77) ealleges that Bumenuel constructs
his model on the besis of an extreme independence between
the rates of profit and surplus velue wvhisch does not exist,
In Emmenuel’s examples in each oountry the rate of surplus
velue remains unchanged in the pre-trade snd post-trade
situetion. Semuelson however contends that it is not
permissible to pool after trade the unchenged pretrade
surplus, since specislisstion forced by trade must siter
these magnitudes. He therefore shows, by changing the
surplus velue (after trade) in such e way, as to equalise
the rate of profit and the rete of surplus value, that
values sre equel to prices of produstion end there is
therefore no unequal exchenge.

Zmmenuel has countered oritioisms of this kind,’7

17. BEmmenuel (1972). Appendix V, p.(393).
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pointing out that if ell thet is involved in the process

of trensformation is a mere alteration of form, without

any elterstion of content, then, the one thing that must
remein unchanged is the rate of exploitation, Thus it is
absolutely impermissidble for Semuelson to chenge the rates
of exploitetion when profit retes ere egualised. Indeed,
the retes of exploitstion are ;aug;tgtgggg; features snd
one cennot visuslise them chsnging, oonsequent upon changes

in the rate of profit.

Evens (1976) points out thet in Emmanuel's thesis
one gets the impression thet V. E, erisces in a world of
fdenticel teohniques of production (which in the Ricardien
model would lesd to no dfferences in pre-trade retios end
no possibilities of gainfull trade).

Evans uses Seigel's 1llustretion of the Sraffa trade
model to show the possibility of surplus extraction vias
T.E. He conoludes that in order to show 7,E. under these
assumptions, one would need to violate the orucial
assumptions of free trede snd tendency towards equslisetion
of profit rete of the Emmenuel model and therefore this
could not be the cese that Emmenuel refers to.

There 1s not much to be gained through this exeroise,

since Evens himself admits, thet Emmanuvel in e more recent
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0!90!1%10&18 olerifies that this interpretation of his
esrlier writing is incorrest. He explicitly assumes
different technigues of production in each country ené
spooiaiisea trade from the start and showe 7.E, arising
from pre to post egualisstion of the rate of profit,
4.8

Seu (1978) oritioises Emmanuel on the grounds that
the oonstruction of the model is totally i{llogical. 1In
fact he claims that there would be no trade at ell in his
model, let alone unegual exchenge. He substantietes this
with en illustration. He tekes 2 ocountries end works out

the average profit rate and prices of produotion es

following -
Cy. © V 8§ (cove8) 8/V 00 S8  Price
= (0+V)
1 100 50 50 200 1 2/3 250
66.66%
2 100 50 100 300 3 2/3 29

- e s s W W a W W M @ D M W SR W W TR W R S WP @ W W W W W W

In this example the rate of profit im country 1
under suterky is 50/(100 + 50) = 33.33% and in country 2
it 1s 150/(100 + 50) = 100%.

18, Emmanuel "U,E., Revisited™.
This work was not avatleble to us snd we therefore
rely on secondary sources Evens (1976) and Senghs

(1982).
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As trade tekes plsce the profit rete is equslised et
66,66%., Why should the gapitelists of country 2,
volunterily engege in trade when they know thet the profit
rate will decline?

This oriticism seems to confuse the effects of trade
end investment. When capitalists of the MNCa finAd that
higher rates of profit prevaeil in L"C's, they invest, i.e,
capital flows inte LNCs end leeds to a fall in the rate of
profit. In this situstion the capitalists of LNCs seem to
have no ssy in th§ natfor since under the assumptions of
free trade end mobility of capital, they can herdly prevent
the ocepitalists of MPG's from teking advantage of the
higher profit rates,

Sammelson (1977) also esserts that in Emmenuel's
tebles "....... béth tbefore! end 'after' trade, there is
no possibility of any trade. In every case the domestio
price ratios P5/P, and P3/P1 are identiosl between countries
both before and after troeo.“'g There oan therefore be no
trade. TIn faoct celeulation of exchange rate, under esutarky",
is in itself meaningless since there was not X of commodity 1,
egainst Y of commodity 2 but only O of each, and "the terms
of trede ....... 0/0 = gibberlsh.'zo

It is profoundly wrong, Samelson argues, to leafo

19. 8emmelson (1977), p. 104.
20, Semuelson (1977), p. 103.
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the after-trade industry totels what they were before
trade, sinoe the whole effeot of trede is to ceuse
speaciealisation end production shifts.

This ergument can be countered when we realise that
the oentral foous in Emmenuel's thesis is th§ relationship
between institutional end market forsces operating through
time, on & glven pattern of international specialisation,
without reference to the trade theoretioc problems of the
opening of trede as emphasized by Brewer and Bvaps.

b.9  POLICY IWMPLTGATIONS NOT VALID

) If low wages in the poor eountries are the cause of
the problem, and they sre institutionslly determined, then
the poliey implicetion would seem to be to inoresse wages
by 8 government decree. This however, is ruled cut by
Emmenuel without offering eny explanation as to why it is
impessible end this has been oritioised by Bettelheim,
Ross end others,

Emmanuel {instead advocetes en export tsx on the
primery commodities commonly exported by poor countries.

Clunies koss (1976) oriticlses Emmenuel on the
grounds thet "....... the anelysis is either simply wrong
or 80 oddly expressed es to deceive the incautions reader
(end epparently the suthor too) into thinking that the case
is far stronger then in fect it 1-."21 It 18 pointed out

21, ERoss (1976), p. 52 .
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that Emmsnuel treats a situstion in whioh there is -

(a) infinitely elastioc supply of exports

(b) or zero elasstiocity of demend for each of the
pertioular country's exports, obtains es the
normal one, even in the leng run.

Clunies Ross points out that infinitely elastie
supply 1s not likely to hold in cmse of sgrioculturel end
mining output end zero elastic demsnd for the export of e
partioculsr cohntry is far from being generelly the ocese
(if ever approxiiatod!). "Clearly, Emmanuel's normel case
1s highly sbnormal, indeed a limiting eese ......."22

Clunies Ross shows how Emmeanuel further gonsiders
the effeot of the export tax on Terms of trade and Bslence
of trsde in L possible cnses (p. 232).

(1) Constant costs - in-elastic Ademand

(2) Constent costs - elastic demsnd

(3) Tnoressing costs - inelestiec Aemand

(k) Inoreasing costs - elastic demend,

The NBTOT are held to improve in response to en export tex
in all 4 ceses 2nd epparently to the full extent of the tax
in osse 1 end 3. Olunies Ross alleges that the essertion
of full proportionste {mprovement in TOT in csse 3 is
inoorregt unless 'inelestic demend' is held to mean diland

of zero elastioity. Thus presumably, 'elastic Aemend'

22. Ross (1976), p. S2.
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should mesn demend of eny elastieity greater than zero,
whioch means that ceses 1 snd 3 become unreesl limiting aale,'
while cese 2, with constant costs and therefore infinitely
elastic supply oesn hardly be even approximately realistio,
except perhaps for some menufactures end servisces, Cese
L, slone then - where partiasl improvement in NBTOT snd a
tendenoy to worsen in Trede belanee - iz then the only one
with eny claim to realisg for primary products, But here
too, if elastic demand 18 teken to mesn elastioity greater
than zero,Clunies Koss eslleges that Emmanuel is sgein in
error, sinoe reduoed receipts for exports, (whioh is what
is meent by worsening of trade balance) are not entsiled
by a demand elasticity greater thsn zero, but only by e
demand elastiocity grester then 1.

Emmanuel ell through, assumes implioitly s fixed
exchenge rate end deals only with NBTOT. He ignores the
concept of YPOT explioitly when he says "....... that the
terms of trade heve nothing to do with the guentities
exported or imported, but solely with unit prioon'.23 end
this i1s a2 mejor érawback. At the ssme time strangely
enough he does refer to total export earnings snd appesrs
to establish a strong presumption thet they will rige,

e whe 8 sgusse n X L]

Qouatry end not by exporting countries as e body.

23. Emmenuel (1972), p. 231.
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Whet Fmmenuel is really oconcerned with, is double
faoteral terms of trede 1.e. the rate at whioch the produot
of one unit of labour in the MDC exchsnges for in the LDC,
Tn this scontext Ronald Findlay (1981) constructs an exemple
where the DFTOT decline i,e. there is V.E. while the NBTOT
actually improve. Initially the real wage, the rate of
profit and relative capitel intensities are the same in
both the sountries i.e. the TFTOT are unity - the situation
of equel exshange. The terme of trade st this point are
given by say 1 coffee = 1/2 steel.

Now, if the profuctivity of lebour in the steel
exporting country increases and the workers there are able
to get e rise in reel weges, while wages in the other
country remsin the same, then the terams of trade become,
say, 1 coffee = 5/9 steel. The MBTOT are now better then
they were before the inorease in wages, but the DFTOT have
turned egainst the coffee exporting-lower wage oountry.
This Emmeanuel considers to be U.E, Findlaey rinfslit
strange that ".E., 18 consistent with a substential
improvement in NBTOT and a rise in the absclute level of
the real income. It seems strange he says, ",...... fur
someone to object to sn increasse in productivity ..... on

the grounds that it csuses the DFTOT to 4diverge from
25
unis.”

2L, Findlay (1981), p. 436.
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Evans attecks the edvoosoy of suterkic development
end points out that with the assumption of mobility of
capital it is possible for ocspitel to ebandon any one
nation, where its workers strike a wage bargain too high
in real terms to yield the international rate of profit,
end therefore eny assessment of possible improvements in
the geins from trede in a strategy of more self-relient
(sauterkic) development, depends on the capeocity of the
dependent country to organise resistance against the
competitive pewor of internetionelly mobile capital. Evans
therefore asserts that the solution to uneven 4istribution
of geins from trede must be posed in terms of internetional
co-operetion of labour, rather then programmes of autarkic
development.

L.10  MOD ATIONS SUGGESTET BY

Inspite of the oriticisms levelled ageinst the U,R.
thesis almost ell the oritics admit thet U,.E, does exist,

The Merxists contend that the worsening of the TOT
cannot be revealed by snalysing exohsnge relations. It is
et the level of produotion relstions thet the mechanism of
exploitetion of Periphefy by the Centre is to be found and
the modifications suggested by these oritics refleot the
need to incorporate this.

Amin insists upon e& study of the place held by
monopolies in world trade, es agasinst econometric studies

of elastiocities, while Agh & Mendel emphasise the existence
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of U.E. under uneven conditions of development.

nther attempts merely seek to modify the tool used
to expose the phenomenon of U,E, e.g. Saigal, Osoar Brolnzs
end Nandekar use the Sraffe system instesd of the Marxien
system. Seu (1980) presents en exeroise in algebra when
he shows U, B, under belanced trade. This has called forth
oriticisms from Bose (1980), DNandekar (1980) but none of
them seem to agree with the methodology adopted by the
other,

The Uheqnil Exohange debate is not confined to the
cepitalist world, Montias (1967) uses the U.E, concept in
his disoussion of the relations of Communist Romenia with
the COMECON. This debete thus continues with supporters

end dissentors continuing to mershell evidences in support

of their own hypotheses,

25. The originel works of both these authors were not
availeble to us, we therefore rely upon seoondary
sources - Seu (1976), Amin (1977).
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QONGLUSTON

The esrlier explanations for the secular descline in
the terms of trade of LTCs - viz. Prebiseh's thesis -
emphasise the primery produst - experting - status of LTICs
end explein the phenomenon with the help of income
elasticities of femsnd, Emmenuel's hypothesis, however,
exposes 8 more fundamentsl problem - that of an unequel
exghange of lsbour velues. In order to show exploitetion
in exchange, one hln to compare the prices that are
actuelly paid, to some reference set of "correot® prices
end this 1s exectly what Emmanuel Aces in his unequal
exchange hypothesis,

Evidently, both these hypothesis have different
policy implications: while Prebisch and others advooate
industrialisetion and protecticnism, Emmanuel denies that
trede cen ever funsction as an "engine of growth"™ im the
present socioc economic conditiocns in the LNCs and insists
upon institutional changes within them.

Although, the letter hypothesis ss presented, has
come in for a great deal of criticism on ecoount of the
assumptions, the methodology and the extreme poliey
measures advocated, most critics ere in egreement with the
besic postulate viz, that unequal exchange does exist.

There 18 not much empiricsl work testing the U, R,
thesis., However the empiricsl studies of Niwen (1973),
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Piwen and Marwah (1976), Amin (1977) and Merelli (1983)
show that there is a transfer of surplus value from poor
countries to richer countries, bearing out Hmmsnuel's
hypothesis, Also Pendeker (1979) shows that sueh
transfers cen teke plage between the orgenised enéd
unorgenised sectors within an economy, though he does not
use actual dete. Hluch empiriocel work needs to be done to
substantiete the U.E, hypothesis.

It would aiso be of interest to use the Emmanuel
framework to enpiiioally investigate the trensfers of
surplus value between states and also between the Rural

end Urdban sectors within e netion.
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APPENDIX I (oontd.)

.------Q--ﬂ--”-----------------—-’.

Yeasr Pre- lesgue Lewis U.N, Year Pre- League Lewis U.K,
bisch bisch
(1) (2) (3) (bz ______ (1)_ ) _(3)‘ ) £3l ) Shl )

1891 ) ) 95.5 1926 82 88 91.2 o1
1892 ; ) 93.4 1927 82 91 93.0 93
1893 g 107 97 95.5 1928  8h 88 89.2 93
1894 ; g 92,8 1929 84 86 88.9 91
1895 g ? 89.2 1930 76 77 76.6 72
1896 } ; 90.1 1931 69 68 70.5 64
1897 ) ) 92.3 1932 69 65 65.1 60
1898 § 104 ? 99 93.5 1933 67 65 66.5 61
1899 ) ) 9.8 1934 69 70 72.1 68
1900 ; % 98.0 80.0f 1935 70 72 73.2 70

1936 72 76 77.1 76

1937 76 79 81.46 82

1938 70 73 7h.7 68

PRICE OR UNIT VALTE OF PRIMARY PRODUCTS T PRICE OR UNIT VALUE OF
MANUFACTURES
1913 = 100.

SOURQES:

Column (1) : U,N,, Eoonomic and Social Counoil, Post War
Price Relations in Trade between underdeveloped
end Industrielised Countries (New York, 1949
(mimeo) later published es Relative Price of
Exports end Imports of "'nderdeveloped Countries
United Nations (1949).
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Column (2}

Column (3)

Column (&)

(oontd. )

As for Column (1) Based on Lesgue of Nations,
Industrislisetion and Foreign Trade (Qenevs,

1945).

W.A, Lewis, "Worlé produotion, prices and
Trade 1870-1960, Menchester School of Ecomomic
and Scolal Studies (1952), Vel. 20, pp.105-38.

United Netions, Stetistical Yearbook 1969.



INDIA'S ) i ¥

The earliest oese study of India's barter terms of
trade wes underteken by Morgen (1960) in order to
empirically test the hypothesis thet the long run TOT are
biesed egainst LPCs, Morgen celouleted the TOT for 1861-
1963, 2nd noted the genersl impression of a rise-fsll-rise,
end violent instability throughout.

A more deteiled analysis ocomes from Appleyard
(1968} who covers the period 1903-04 - 1952-53. His major
conclusion was thet " _,,,. over the long run Indie's TOT
414 not deteriorate to any marked extent, although in the
later years it is rather 1noonolu:1vo.1

Another conclusion of this study ocontrery to the
frequently voloed expectation regarding primary produoing
countries, wes that India's TOT ¢14 not deteriorete during
the depression perfod (i.e. 30's) nor 414 the periods of
unusual prices incresses (i.e. the two wartime periods)
necesserily improve them. The suthor sonjestures that
this mey be so, beceuse Indis 414 not fit the typiosl
primery produoing category since primary imports end
manufsotures exports were often importent.

A study by Bhetie (1968) points out the NBTOT do

1. Appleyarda (1968), p.
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not deteriorate, except during the war period and
depression,

Chishti's (1974) review of the period 1930-68
however showed that the Indian experience was exactly what
was expected of primery produst exporters, during short
periods. Especielly during the decade of the 30's, these
countries experienced more adverse movements in their TOT
then those exporting menufsctures; end slso, during the
boom period Tndie enjoyed better TOT than the exporters of
manufastures, Iiﬂia's TOT, as she shows, improved stesdily
in the lete LO's end reached a peak in the Korean War boom
of 1950-51.

Regarding the long term trend in India's TOT she
seys "....... it has not been possible to come to any
definite gconolusions ....... yet the svailable index
numbers show thst we ocan infer thet there is a slight
upwerd movement in TOT." This is explained by the fasot
that India is emerging slowly as an exporter of a large
number of -opﬁiatiootoa menufectured items.

We present India's TOT from 1861 to 1968 i{n Tables
5 end 6.
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APPERDIX II (contd.)

Table § : INDIA'S TRRMS OF TRADE - (1861-1902)

1920-21 = 100.

Year Year

R Y T
1861 92.6 1882 111, 8
1862 92.6 1883 112.0
1863 82.4 1884 123.0
1864, 78.0 1885 121.3
1865 80.0 1886 116.2
1866 87.2 1887 113.2
1867 82.2 1888 106.5
1868 87.8 1889 114.3
1869 11,8 1890 114.3
1870 110.5 1891 122.5
1871 106.0 1892 131.0
1872 111.0 1893 126,0
1873 100.0 1894 181.0
1874 108.0 1895 127.6
1875 105.5 1896 124.6
1876 9%.0 1897 144, 2
1877 125.0 1898 127.5
1878 135.7 1899 115.0
1879 135.0 1900 129,1
1880 125.0 1901 120.8
1881 115,0 1902 181,.5

Source: Bhatie (1939), p.A&k17-18.
1873 = 100.
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Teble 6:
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Year

- e A W A W AR S W & - S W ™ & W W

1909+10
1910-11
191112
1912-13
1913-14
1914-15
1915-16
1916-17
1917-18
1918-19
1916-20
1920-21
1921-22
1922-23
1923-2.,

Bhatie

TOT

8, CHISHTI

TOT

- s s @ & W e W T S W@ W@ G W W G W @ N R W W W & W W & W e
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APPENDIX IT (centd.)

1 2 3 6_ . 2 I

1924-25 102.3 112.0 112.7

1925-26 110.9 120.1 120.8

1926-27 116.0 116.1 118.3

1927-28 107.5 124.1 128.7

1928-29 124.0 124.7 123.4

1929-30 127.0 120.6 118.7

1930-31 111.7 . 107.7 120.0 119.5
1931-32 93.8 98.9 104.7 97.6
1932-33 86.8 105.6 107.5 109.4
1933-34  92.2 104.6 103.5 106.3
1934-35  96.0 100.2 101.4 118.6
1935-36 105.0 108.3 109.5 118.8
1936-37 104.0 104.3 100.6 128.8
1937-38 92.3 96.7 93.3 122,7
1938-39 90.0 6.3 92,3 1141
1939-40 97.0 108.0 101.5 132.6
1940-41 90.0 90. 1 128.9
194142 84.5 91.6 114.6
1942-43 60.5 9. 2 121.8
19434k 70.0 95.9 153.5
19hk~-45 68.8 80.5 151.5
1945-46 &5.3 8L.7 143.0
1946-47 47.5 103.8 131.7
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----,--’------‘-----‘.

1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954~55
1955-56
1956-57
1957-58
1958-59
1959-60
1960-61
1961-62
1962-63
1963-64
1964-65
1965-66
1966-67

Column 1: Bhatie (1939), pp. 417-419,
Column 2: Appleysrd (1968) - base yeer: 1923-24 = 100,
Column 3: Chishti (1974) bese year 1952-53 = 10Q0.

1873 = 100.
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DIRE OF PR

Fmmanuel points out that meny Merxists egree theat
there is no reason why one onnnot/nhould not ocsloulate
prices of production direotly, without going through the
value stages. The sdvantage of the method that begins with
veluem 1is that it oircumvents the denger of concealing the
feot thet profit originetes s e deduction from totsl social
lebour. Calculation in price terms obscures the scoial
relations of cspitalist produotion end leads to the mistaken
notion that cepital is somehow 'productive’,

Emmanuel however points out that "this is an ethioeal
idea end not an apprehension of reslity. The reslity is
thet neither profit nor weges sre engendered by the proecess
of eirculation, but by thet of production end that .......
these two magnitudes are inversely proportional to esch
other, which ..... gives rise to an inevitable entagonism
between the classes ..... It is this that ensbles us to go
from economiec lews end categories to historiocel ones,”

He then proceeds to illustrate this without resorting to
the 'trensformation' quibble.

We present here the generalised form - A society

possesses an indefinite number of commodities, 4, B .... K ;

Emmenuel (1972), Appendix V. p. 401.
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Agsy Ap eeeeo Ag; Bgy Bp ee.. B and so on down to K, are
the gquentities of 4, B ..... K which enter into the ocaspital
invested in A, B .... K, eaoh of these terms being greaster
than or equal to zero.

a',, Ay .... A'y are perts of A, Ap ... Ax;
B’,, B'b ses B'k are parts of By, By ... B end so on down
to K, and they enter intc the material consumption or
oconsumption by workers in branches 4, B .... K, <« all
these terms are agsin grester than or equal to zero. A is
higher then or oduil to the sum of A', end so on down to K,
Pgy» Pp +«es P 8re the unit prices of A, B ... K snd r is
the rate of profit,

Aocepting that one of the commodities 1s the money
commodity, equal to the unit of value, or what amounts to

the seme thing, conoerning ourselves with only the relative

prices, thet is the ratios A/B, A/C .... A/K we need to know

(E-1) retios, plus the rate of profit r, which gives us K

unknowns for K independent eQuations,

Capital Involtodr cC+ VvV Profit

P,o0.p.

AgPg*BePp. .. KoPr  [(A'gPq+B'gPyte. K gPy) | (AgPq¢BaPyt...KqPy)rT - AP,

‘bPu’Bbpb"o oo Kbpk P‘ A' bp.f B‘ bpb+. » .K‘ bpk)

] \J Ll

(ApPg+ ByPp+.. «KpPg )T = BP),

McPa*BePpte. Py |(A'kPg*B iPyte o KPL) | (AgPo¢BPys. . Ky Py )T - KRy

-------Q&---—---‘n-—-dQ-—--&---.

- e an am m w w w ew ow

> > 2 =3 -52

23
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This {llustretes the point Xumenuel asserts thet if
we want to solve the problem of quantifying commodities,
while basing ourselves exolusively on the conditions of
production, the only magnitude we are obliged to rely upon
is wages, 8s the first deduotion that is mede from socisl
product, profit being merely a residue. If we leock this
megnitude, i.e. if wages are not 'given' and do not
oconstitute en independent varisble, them the problem of
defining value on en objestivist besie is insoluble, end
no sbstrsot equilibrium price of production oan be found.

Emmanuel also points out thet this solution is
reminiscent of Piero Sreffs's, but maintains that there
are oconsidersble differences between the two solutions.

The main difference lies in the fasot thet in
Emmanuel's model wege is the independent veriable, It is
expressed in terms of a single commodity, the money
commodity, He cells it a semi-real wage, beceuse its real
ocounterpart, the definite assortment of gocds consumed by
the worker, is not end cannot be given ex snte, but is
ultimetely dependent on prices, which in turn depend on
the orgenic composition of the industries producing the
workers'! consumer goods as compered with thst of the other
industries.

Sraffa, on the other hand LEmmenuel alleges sterts
his enelysis elso teking weges es the independent veriable,

but he looks for an ultra-resl wage representing either an
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assortment of 'specified necessaries’ or an sbstract,
methematical fraction of the net soolal produst., Later
however (in pera Lk of Ch, 5) he sdumits that sush s wage
cennot be given from outside the system, and suggests that
the rste of profit, ".,.... whioch is susceptible of deing
determined from outside the system of production, in
partioular by the level of the money rstes of interest”®,
should be treated as the indepsndent varisdle, without
offering any further explenstien. Fmmanuel therefore
contends that this is e deadly blow dealt by Sraffe
himself to his attempt et rehebilitating clessigel theory.



108

LIST OF ABBREVIATIONS

AER : American Boonomic Review.
CJE ¢ Canadien Journal of Eeonomios.

ET&CC : Economic DNevelopment end Cultural Change.
BRJ : BEoonomiec Journal,
EP¥ : Koonomic end Politicel Weekly.

IR : Indien Economic Journsl.

ISSB : International Ecolal Selence Bulletin,
JDs
JES Journal of Eeonomic Studies,

MSESS : Menohester School of Eoonomics end 3Joeciasl Studies.
OEP Oxford Zconomic Papers.

QIE
RES : Review of Economic Studies,

Journal of Tevelopment Studies,

Querterly Journal of Eoonomies.
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