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Sir.

I have the honour to transmit to you herewith an essav entitled "The
Economic Development of Latin Amerita and its principat problems",
by Professor Raul Prebisch.

In creating the Economic Commission for Latin America, the Economrc
and Social Council stated that one oI its main purposes would be to "make
or sponsor , . investigations and studies of economic and technologi-
cal probleins and developments within territories of Latin America , , .",

Having regard to the importance of fostering research along these lines,
and in agreement with the Assistant Secretary-Gen€ral in charge oI the
Department of Economic Afiairs, Mr, David Owen, the undersigned Exec-
utive Secretary has sponsored the prepararion of a paper on 

-'The 
Eco-

nomic Development of Latin America and its principal problems", which
has been written by Professor Raul Prebisch.

It is hoped that its publication may arouse further interest in econoilic
investigations in the Latin-American countries and that it will prompt
rhe-writing of similar works which aim at finding a solution to tde basic
problems confronting Latin America, the correcr presentation of which
has become a matreiol immediate concern.

Letter of Transmittal

I have the honour to be, Sir,
Your obedient servant,

Santiago, Chile

9 October 1949

Orrslevo MaariNrz C,rnlf ies
F,xeculhrc Se.retary

Mn. Tnycvt Lrr
Sccretar,g-General of t lte
Unibd, Nations
Lake Success, New york
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I

l

I

Hencc, the fundamental significance of the industrjalization of .t i t ion today wil l rnake it evident. 
' I 'he 

economic activity and level of.em'
trcrv countries. IrLdfializati,sn-i$ no-! alle.d i lr i tself, but the princip; . jouaa"t' i" the rnajority of the Latin-Amcrican countries are consider'
rncans at the disposal of thosc corrrrtries of obtaining a share of the ben ff, j i ' fr l*f l.. than beiore the rvar. 

' I 'his high level of employment_ entails
fits of tcr:hniral pr-ogress and o[ progressively r-aisirrg i lrc standard o[]i i#.ur."a inrports o[ consurrer goods, both nort'durable and durablc,.
irg of the rnasses. L"riaar t6or"-ot raw materials and capital goods, and very often cxportsi

The Latin Ameri<an countries alc thtls fa(:ed witlt atr imntcnse gener are insufficient to provide fot thcrrt '

Ptobleni, embracirg a series of minor ones which must be defined befot This is evident in the case o[ irnports and other items payable irr

cmbarking on the long task o[ rcsearch and pla<tical rreasures whi( dollars. There arc already rtell-knorvtr cases o[ scarcity of that currency

will be neiessary if theie is a firnr intcntiorr to solve the problems. ir,- lert"irt countics, despite the fact t l i :rt the amount o[ dollars supplied

It would be premature, in this init ial reporr, to draw conclusions rh, by the United.States to the rest of the u'orld in Payment o[ its own im'

rvorrld have only the doubtful value o[ an improvization i l;;;; l  pi.o *ut considerable. In relation to its national income' however' thc

rnrrch remains to be done in the Latin-Anerican countries, both in learr import coethcrent- oJ the -Llniled sratcs 
-hai, 

afier a persistent decline'

ing the facts and in their proper theoreticat int..p..tutio.r.' rt oug urtiued ut a very 19ry leve! (no1 over-3 per-cent) It js' therefore' notsur'

many of rhe problems of these corrntrics are similar, 
"o 

.o,"-on'""noo, prising.that, noi"' i ihstanding tht higlr inconre level of tbe united states'

has ever been made even to examine and elucidate th"- It;;;;; '  in" ao"tt"t resources thus madc availablc to the Latin-American countries

prising, therefore, that the studies published o., trr...o.ro-y oriui;, seem. insufficient to Pay for the imPorts needed for their intensive

,,\meriian countries often reflect the points of view or the experience o development'

the great centres o[ rvorld econonry. Those studies cannot l; expecte It is true that as European economy lccove$, trade with that continent

to sJlvc problems of direct concern ro Latin America. Thc case of rl, can profitably be increased, but Europe rvil l  not supply Latin America 
,

Latin-Amlrican countries must rherefore bc presented clearly, so thr with more dollars unlcss the Unitcd Statcs increascs its imPort coefficient I

their interests, aspirations and opportrrnit ies, bealing in rnind, o[ coulv for EuroPean goods-
the individual dif ierences and characLcristics, rray bc adecluately irrtr This, thcn, is the <:ore o[ the l.rroblern. It is obvious that if-the abovc-
grated within the general framework of international econornic co-opcr lnentioned-roeffi ienr l i  not raisid, Lntin America wil l be compelled to
tion. divert its purchases lrom thc Llnited States to those countries wltich pro-

'fhe task ahead is thus consider.able and rhe responsibility heavy. 
'l vide the exchange to p4y fqr them. Sttclr a solution is--cerrainly very

. deal with it methodically, it worrld be necessary 1o begin with a prr dubious, since it oftert meatts thc prtrc:hase of rrrore exPensrve or unsurt-

I l irninary exarlination o[ ihc prin<:ipal problems t,t a *hole, at the sirrr able goods.
time bringing out certain gcneral considerations suggested by direct corr It would be deplorable to fall back on Incasules of that kind when a
tact rvith the economic l ife o[ Latitr Anerica. Such is the prrt-pose of t lr i basic solution migtrt tre fo.nd. Ir is sometimes thought that, by reason
rePort. of the enormous productivc capacity of the United States, that country'

The industrialization of Latin Aner.ica is nor incompatible with rh could not increase its import coefficient lor the PurPose- of providinp;

efl icient development of prinary production. On the contrary, the avail the basic solution to this world proble-m Such a conclusion cannot be

abil ity of the best capiti l  equip,,rent and the prornpt adopiion of nc, substantiated rvithout a plior analysis of the factors that have caused the

, rechniques are essentlal if r le'development of inclustry is to {ulf i l  th, t lnited States stcadily to teduce its inrPort coefncient. These factors arc

f social ohiecrive._o{ raising the starrdaid of l iving. The same is tre, -.48Bravated by unemployment, bttt <att bc oi'cl-come when it does not
' 

r lte rncc(a n iza tigd)>f agiiculturc. prinrarv 
lrr.ocirrt:ts 1r.st be cxporl(1 exist. One can understand that it is of vital importance, both to Latirt

ro:rl loit fbr thii,,rport"rion of thc consideiable quantiry of capital 'go,nl Anrctira and thc rest of thc rvorld, that the tlnited Statcs achievc its

needed, " ain) o[ maintainirrg a high levcl of ernployment.

The more active Latin Arnerica's foreign traclc, thc greatcr t lre prl . 
It cannot be deniect that the econorric developmer,t of certailr Latin-

, sibil i ty of increasing productivity by rneairs of irtensive- capital forirrl American countries an<l. their rapid assimilatiol of modern technology,

tion, 
-l 'he 

solution does rrot l ic in fur-orvth at the expense of {oreign trarl i in so far as the,Y can uti l ize it, depend to a l 'ery large cxtent upon loreign

,  f f r t f .  k r rowi r rs
j  t l r c  e le r r re r r rs  t l ia r  w i l l  r r ro r ru te  t , r .o r . . r i c , l c re l< r t i r r re r r l  s imp le .  The r reqat i re  fa t to ls  in ,  lude  t l re  h i lu re  to  r ree t  lo re ign  f inar rc ia l
' 

[[ r-easonirrg 4ocs not sulfice tc, corpince ss ri the i] losc tie lrct1.. comnlitnrerrts dlrirrg the great dept'essiott of the trineteen thirt ies, a

econonric deuilop,,relt and for-eign trade, a lew facts relating ro the sirui tailure which, it is generally agleed, must not be.allowed to happen
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again. Fundamentally the problem is the same as that referred to in the
preceding paragraph. The servicing of these loreign investments, unless
new investments are made, must be paid for by means of exports in the
same currency and, if these do not show a corresponding increase, in
time the same difficulties will arise again. They will be the greater if
exports fall violently. The question thus arises wherher, pending that

t - .basic solution, it would not be wiser to diretT-investments toward such
productive acii es alwould, throiifn-direct or indirect reduction of
dollar imports, permit -t-b! regular servicihg of foreign obligations.

Here one must beware of dogmatic generalizations. To assume that
the meeting of foreign commitments and the proper functioning of the
monetary system depend upon nothing more than a decision to obey
certain rules of the game is to fall into an error involving serious con-
sequences. Even when the gold standard was in operation in the great
centres, the counfies of the Latin-American periphery had great difficulty
in maintaining it, and their monetary troubles frequently provoked con-
demnation from abroad. The more recent experiences of the large coun-
tries have brought a better understanding of some aspects of the situation.
Great Britain, between the two wars, encountered difficulties somewhat
similar to those which arose and continue to arise in the Latin-American
countries, which have never taken kindly to the rigidity of the gold
standard. That experience doubtless helps to bring about a better under-
standing of the phenomena of the periphery.

The gold standard has ceased to function, as in the past, and the man-
agement of currency has become even more compler in the petiphery.
Can all these complications be overcome by a strict application of sound
rules of monetary behaviour? Sound rules for these countries are still
in the making. Here there arises another vital problem; that of utilizing
individual and collective experience to find a means of harmoniously
fitting monetary action into a policy of regular and intensive economlc
development.

Let this not be interpreted as meaning that the classic teachings are oI
no value. If they do not provide positive rules, they at least show what
cannot be done without impairing the stability of the currency. The
extremes to which inflation has gone in Latin America show that mone-
tary policy rvas not based upon these teachings, since some of the larger
Latin-American countries increased circulation to a greater extent than
did those countries which had to meet enormous war expenditure,

There is yet another aspect of the problem of dollar shortage. It is
true that, as already stated, a high level ol employment increases imports.
But it is also a fact that an excessive monetarv expansion has often un-
duly increased the pressure on the balance oI piyments, thus leading
to the use of foreign exchange for purposes not always compatible with
econornic developmenL

.
" 

ii.'-*, is a decisive one' The raising of the standard 9! tt^"i^q.:j 
i

,rr.'ilt'"5J "r,i-"tely 
dep-ends. orr the existince of a considerable amount f

"i-.*i,"f 
per man employed in industry' ransport and primary pro-

i".,iin, ,"i.1 on the ability to use it well'..-Corrr"q,r"nrty, 
the Latin'American countries need to accumulate an

"nffifft 
#oi"i of capital Several have already shown their caPacity

:;''#;; d;;"tent of'being able to finance a large Part of their in-

il#;;;;il;;i, tttro,tgtt ih"it ot" efforts Even in-this +ase;whkh

i"....p,i.""f, caPital fo;tradon has to over-ome a stron& tendency '

fu;;t'Afiid+of conn mption w'ltich are often incompati6le with

in tensive caPjt4l.i24g!-on.
Nev-ditheiess, it does not appear essential to restrict the individual'

..;;;;;;i"; ot ,h. t.,tk ofTh?populition' which, on the.whole' )*oo

Ie;;il;;; io a.*-,'t"t" ttre capital required- for indu:YialYation llg
id the technical improvement of agriculture' An i1gggglg-Iryrylse. rn
productivitv per man could be bro-"ught about by 

-well-directed 
foreign

:---- 
- 

----J-:#i""*itteri#h-Ca to present sauings.-Once this initial improvement hasinvestnFfrts acltled to present savlngs. (Jnce tnls lnlual rtrrProvs.

been accom\Iiffefii considerable part of the increased product ion can

be devoted io capital formation rather than to inoPPortune consurnPtron'

How are sufficient increases in productivity to be achieved? The ex-

nerienlteof recent vears is instructive. With some exceptions, the rise in

employment rre.essitated by industrial development -was-made 
possible

hyiheuse of men whom technical progress had displaced lrom.primary
pioduction and other occupations, eipecially certain comparativelyjoorly

faid types of personal services, and by the employment oI women The in-

duscili empliy-ent of the unemployed, or iil-employed. has th-us meant
a considerable' improvement in productivity and, consequently, -where ,
other factors have'not brought a'but a general lowering of Productive
efficiency, a net increase in national income.

The great scope for technical progress in the field of primary produc-
tion, evin in those countries where it has already been considerable, to-

Be@ with the perfecting o[ existing industries, could contribute,. to \"
national income. 

^a 
net increase that iould provide an ever-increasing

margin of saving.
All this. however. esoeciallv in so lar as it is desired to reduce the need

f9r foreign investrnenis, p.eirppot.t a far greater init ial capitalization
tian is usually possible with the type of corlsumPtion o[ certarn sectors
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of the community, or the high proportion of national income absorbe4

r in some counries, by fiscal expenditure, rvhich makes no direct or in.
\ di1gct contribution to national productivity.

It is, in fact, a demonstration of the latent confl ict existing in thesl
countries between the desire to assimilate, quickly, ways of life whiclr
the technically more advanced countries adopted step by step as their
productivity increascd, and the need for capitalization withorrt whicl

' this increase in productivity could not be achieved.
For the yqr;-leasog$ralc-4pital is qcarce, and the need {or it great, ir,

use should be subjected to a sricr sririthrd.of effi-Cacy which has rrot
been €dsy to ma-intain, especially rvhere industries have developed to

ll l  meet an emergency. There is, however, sti l l  t ime to correcr certain dc
viations and, above all, to avoid them in the future.

In order to achieve this, the purpose of industrialization must be clearly
defined. If industrialization is considered to be the means of attainin!

1' an autarchic ideal in which economic considerations are of secondarr' '  
importance, any industry that can produce substitutes for imports ir
justifiable. If, however, the aim is to increase the measurable well-being
of the masses, the l imits beyond which more inrcnsive indusrialization
might mean a decrease in productivity must be borne in mind.

Formerly, before the great depression, development in the Latin-Ameri.
can countries was stimulated from abroad by the constant increase ol
exports. There is no reason to suppose, at least at present, that this will
again occur to the same extent, except under very exceptional circunr.
stances. These countries no longcr have an alternative between vigorou\
growth along thosc l irres and internal expansion through industrializx.
tion. Industrialization has become the most important means of exparr

-9!on.

7 . This does not mean, however, that primary exports must be sacrifice(l
to {urther industrial development. [xports not only provide the foreign
exchange with which to buy the imports necessary for economic develop
ment, but their value usually includes a high proportion of land rent,
which does not involve any collective costr lf productivity in agricultut e
can be increased by technical progress and'if, at titc same time, real wagcs
can be raised by industrialization and adequ;rtc social legislation, thc

,, disequil ibrium between incomcs at thc cenrres and the periphery c:rl
. gradually be corrected without detriment to that essential economir
lac t i v i t y .

This is one of the l imits of iudustrializatiorr which must be carefull '
considered in plans of development. Another concerns the optinum si/c
of industrial enterprises. It is gcnerally found in Latin-American courr
tries that the same industries are being attempted on both sides of thc
same frontier. This tends to diminish Droductive efficiencv and so mili
tates against fulf i l l irrg the social task to be accorlplished. The defect i,
a serious one, rvhich the nineteeuth ceutury.ivas able to attenuate corr.

-:,r-.ohlv- When Great Rritairr plorecl' lvith facts' t l le advaltirgcs of in-
tt"i- '-1"' j.,t '" '  

rountrics tollorr'ed srrit lndustrial clevcloPmerrt ' ho$'ever'
o - " : : : l ' r ; ; ; ,  

t  i ; "  cornpc t i r io r r .  t c t tdc r l  towr ld '  re r ra in  ( l ra r i t c le r i ' r i (  t yPes

l f  " " 'o i i  i i ,  i ' t "  th i '  L  c r 'ouraged I ' ro f i ta t r l c  l r i r ( l c  l r rween lhc  var ious

count r ies .  Spec ld l lTa t lo r l  t t r r rnercd  tc r l t t t i ca l  ProArcs" r  a t ld  the  l l t t t c r  made

n" . i . i l i .  f t ;g l t " t  in ro t t rcs  l l c re ' , r rn l i l ' c  t l re  ra 'c  o f  i t t r lus t r ia l  (o r t r r l r re \

i , '  . . rmpar i .on  wr th  t t lo \c  p toor r t i t rg  P t in la t r  p rod t tc ts '  thc  r l ; rss i r ' ; rd -

l l " i # i . i " i r ' "  d i ' ' i s i o r r . l  l a h o t r r  l r c t t ' c c n  r o t r n l r i c s  t l t a t  a t c  c r l t t a l  o r

nearlY so, followed'
rl" nossibil i tv of losing a considerable proPortion of thc benehts of

,.. ini.^l p.ogt";t through an excessivc division of I 'narkets thus con-

",i- 
i.r- ." 'atft".. factor l inrit irrg thc irrdtrstrial expansion of these coun-

i. i"a. r '"r frorn beiog tlrrsLtrntortt ltalrle, hon'er cr; it is a fa(tor- whicll

.o,ria fr. t"-o"ta with lrtrttral bencfit b,v a wise policy of ecotrotnil inter-

dependence.
. intl-.vcllcat policies r:tttst be intluclcd in any plogtammes df ecououric

Aauaioo-an, i[ there ir to be art attcnlpt, f i 'om a social Poirlt ol vie$"

io ruir!."0t inconrc. 
.I-he 

,pread o[ thr-- t:,vclical f lu(tuations of-thc large

.a* " t  ,o  thc  La t i t r - \ r l te t i ran  1 'c l ip l rc | l  mca l r \  ; r  (ons ider ' rh lc  loss  o l

in.om. ,o these courrtrics. If this coril. l  bc avojdccl, it u'ould sinrplify the

problem of capital lortltatiotr ' ,\ttelupts havc hccrl made to,cvolve all

l n t i - c v c l i c a l  p o l i c v .  h t r t  i t  r r r u s t  h c  : r d r r r i t t e d  t l r ' r l  e s  r e t  b u t  l i t t l e  l i g h t

hus bee,t thri*,t on this sublect. Furrherrnor-e, the Present drvindling of

rrretall ic reserves o[ seleral countries lneans that, it l  the event of a reces

sion originating abroad, they q'oulcl ttot onl,v bc witlrout a plan of dc

Iensc bu"t tuo.ti i  la.k tncirtts of t l leir ()!vll to carry ollt thc l l lcastltcs dc'

manded by the cir(unlstauces.
The pr i r rc ipa l  p ro l r l c t r rs  531 i11{ ' i , ,  t  r r  5c t  lo r  t l r  i r r  t l r i '  6 r .s t .pa l t  o t  the

l-"po.t, ih" foitor"ing- sc(tions rri l i  lrc t lcr otecl Lrr strtttc oI thcir rrurstalld-

ing aspccts, which lrtrsL bc discrtsscrl l lolh on atr:outtt o1 thcir intrinsic

itn"porianc'c and o[ thc ttcctl for caltvitrS- otlt s)Tstcllratic research on them'r

lThe obstacles in the r fn\  ( ) f  canr ine oxt  sr . rch a t i rsk in I -at i r , {mcr ic: t  r re w€l l
known. Thc sreatest  dr6rcul t i  i '  pcrhips lhc srnal l  numbcr of  cconomists caPable of  an
or ie inal  aDD;ach to rbc suci i t r .  i robl i rns ol  rhcsc countr ics.  l ior  var ious rcasons,  i t  has
not"been bbssib le ro sut ,u i r  thc l i .k  bv t ra in ins an adeqtr i r tc  nr tmbo of  young mcn ol
h igh intct ic t tual  cal ibr ; .  d,nsi 'LcrxbLc plogrcss i ras becn rnadc by sending lhcm to t l rc

craat  - t luroDcan : r rd Ancr i ( r ' r  r rn i r 'crs i t ics,  I )o l  th is is  not  sul l ic icnt  Onc ol  thc mosl
ionspicuoul  def ic icnr ics ot  gcneral  economi( :  th€or l ,  l fonl  the point  o[  v icw of  thc

D c r i D h e r ! .  i r  i r '  f i l \ c  . c n . c  i , l  r n i t  . a l i r \ .  -'  
I t 'coui t l  t rardlv l re expeclcct  thr i  thc caon{)r  is ts ot  thc gteat  cour i t r ics,  a lxorbed b\

sei ious Dr-oblems'of  thei i  o$rr .  should d$olo Drcfetcnt ia l  a l lcnt ion to a study of  thosc
of  Lat i r i  . r rmcr ica.  Thc str r t lv  of  Latnr  Amcr i . r i  s  ccon. t l ic  l i lc  is  Pr imar i lv  t l rc  concern
of  i ts  own ccon r l isrs.  o| l ly  i l  th is lcgio ' r l l  t r , ' r rorrr r  t r r r t  l^  cr [ la incd ra l ional ly  and
with scicnt i l i ( :  obiect iv i t \ .  < l r r r  e lLect ivc pr" t " r . r ls  lur  l , r . r t t i ra l  . rc t ion l , t  ichicved

I t  m u s t  n o t  b e i h o u e l i t .  h o r v e v c r ,  t h r i  r l i i *  , l , " r r e  ' t ' r ' i r r { '  i r , t r r  a n  e { r  I n ' i r c  i n d i v i d t ' '
a l isE.  On the cont |a l r l .  Lar in- . t r rc l ican crorr , ' r r r i . t '  c in unlr  r t tompl is l r  i t  orr  lhc basi(
of  a sound krror{ lcdqc;1 thc rhcof ics c\porrn, l ' .1 i r r  the $rc:r i  ,orrr ) t r i t .  $ t r l r  thei)  weatth
of  universal  t ruths. ; {n inte l l igent  knot ' iedgc ol  the ideas ol  othcrs must not  l )c  confused
with that  mcntal  subjcct ion t i i  tbcrn f ron i i l r ich l {e are s lor \  l , r  learning ro l rcc ourselves


