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THE AGE OF HEOMERCA1TTILISM

The beginning of the end of laissez-faire, as has been suggested
came with the challenge of British predominance by other European
powers and the United States, which sought to establish their own
empires or areas of economic and political influence with corres¬
ponding^"'mercantilist policies and practices. The First World War,
which was partly a consequence of this rivalry, the breakdown of the
international monetary and financial system based on the Gold
Standard,«the Great Depression and the Second World War, left the
United States alone in the postwar period as the dominant power
within the capitalist system.

The most important element in the emergence of neomercantilism
in the capitalist bloc consists of two main phenomena: the rise of
a new form of business organization - the transnational conglomerate
and the greatly expanded economic role of the government.
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The nain agent of the neonereantilist system of domination is
the new and powerful entity called transnational conglomerate
(TRANCO). "For our purposes the salient feature of the TRANCO is
the integration of its activities, involving segments of the econo¬
mies of a large number of different countries, within the frontiers
Oi\.a single decision-making machinery. The goal of the TRANCO is
the maximization of profit in the long run, but this goal often
Resolves itself into a number of proximate objectives such as the
maintenance of existing, and the capture of new material sources
and of markets: and a high rate of technological progress in the15/
fields of process and product innovation." —

T i . .pv - ; . , ' • . , . ... ..... ' . . j
In other words, the main characteristic of the present and Pr

bably the future system of international ecônomic relations is the
penetration of the economy of the underdeveloped countries by the mo
powerful economic agent of the developed economy, in particular the
United States, the predominant oentre of the contemporary capitalist
In fact, since the end of the last century, the United States econon
has been undergoing a significant change in the institutional charac
of its productive system which has resulted in the concentration of
production in very big firms, first of national and subsequently ofa x I". lala:'-. - A
international scope. In this process, the firm has evolved through
various stages of internal .organization - i.e., from the typical
family firms, where the owner performed and controlled all the fo
of the enterprise - to the multi-divisional or conglomerate firm
subject to horizontal and vertical integration throughout national
and international markets, where productive specialization is achiev
by means of the simultaneous control of numerous plants engaged in
various lines of production, and where, moreover, a new specialiî
seems to hold between the productive functions proper and the plan: '14/
and management of the conglomerate as a whole.—'
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As indicated by Furtado, as of 1929, the 100 largest American
firms, betv/een themselves controlled 1\1$> of the net capital assets
of the manufacturing industry. By 1947 and 1962 this percentage
had risen to 46 and 57 respectively. The degree of concentration
of economic power is indicated by the fact that in 1962 the assets
of the 20 largest firms were equal to those of the 419,000 small
firms (out of a total of 420,000 firms). One fourth of the net
assets belong to the 20 largest firms; a half to the 1,000 largest
firms, and the remaining fourth to the other 419,000 firms.15/

The principal factor in the growing concentration of economic
power, even more than the increase in the size of plants, is the in¬
crease in the number of plants belonging to one firm. But this
multiplication of the number of plants of each large firm takes
place not only among a single production line, but corresponds to
a diversification into a great variety of production lines. In thi3
was, the phenomenon of concentration also assumes the form of a pro¬
cess of conglomeration. This can be observed in the following tablo .
in the above cited article:

Number of product lines of the 1,000 largest US firms

1 product line
2 to 15 "

16 to 50 " "
more than 50 " "
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This process of conglomeration is based on three basic principles»
a) the diversification of risk; b) the maximization of the benefits
to be obtainect from participation in the most dynamic markets, and
c) the maximization of financial power, through the centralized con¬
trol and allocation of the financial surplus of each of the conglo-
merate units. The first two principles-imply that the conglomerate
acts with respect to the plants it owns in a way similar to an in¬
surance company with hespóct to its investment portfolio - buying the
best stock's and selling the rest.

The impressive expansion being experienced by these conglomerates
in the United States, and a lower scale in Europe and Japan, flows
over the national boundaries of these countries. These vast new
enterprises spread throughout the international economy in various
stages: exportation of their products, establishment of sales organi¬
zations abroad, concessions of licences to foreign producers to use
their patents, trade marks and know-how, and finally the stage of
buying into the local producers in order to establish themselves
locally through a partially or wholly owned subsidiary.

This is the institutional process behind the figures of the
great expansion of United States direct private abroad during the post-
was period, (see the following Table).
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Total book value of US direct foreign investment by areas

(Billions of dollars)

Area 12S2 1946 125Z 1260 1264 12á2 J266 1967

Canada 2.0 2.5 8.6 11.2 13.9 15 .2 17.0 18.1

Latin America 3*5 3.1 8.1 8*4 10.4 9 *4 9.8 10.2

Europe 1*4 1.0 4.1 6*6 12*1 14 .0 16.2 17.9

Other 0*6 0.6 4.4 6.6 -It? 10 • ( 11.7 13.1

Total 7.5 7.2 25.2 32.8 44.3 49 .3 -54.7 59.3

Source : Survey of Current Business: US Dept. of Commerce

Total book value of US foreign direct investment by activity
(Billions of dollars)

1929 1946 1957 1960 1964 1965 1966 1967

Manufacturing .1.8 2.4 8.0 11.2 16.9 19.3 22.1 24.1

Petroleum 1.1 1.4 9.0 10.4 14.3 15.3 16.2 17.4

Mining

Refining 1.2 0.8 2.4 3.0 3.6 3.8 4.3 4.8

Others .JA ,_2»6 JL-8 JUL -2JL 10.9 12.1 13.0

TOTAL 7.5 7.2 25.2 32.8 44^3 49.3 54.7 59.3

Source: Survey of Current Business: US Dept. of Commerce.

According to these figures, the greater part of the expansion
occurred in Canada, Europe and other countries, although even in Latin
America the increase has been very substantial; from 3«1 billion dollars
in 1946 to 10.2 billon in 1967. The largest increase corresponds to
manufacturing and petroleum, and this remains the trend in Latin
America as well. (See following Table).



CS/2562-2:
Page 6

Book value of US direct investment in Latin America
for selected sectors and years

(Millions of dollars)

1946 1968

Valuo * Valu, #

TOTAL 3045 100.0 110K) 100.0

Agriculture 407 13.4 a/ -

Mining, etc. 506 16.6 1402 12.7

Petroleum 697 22.9 2976 27.0

Manfacturing 399 13.1 3699 33.6

Public utilities 920 30*2 627 5.7

Commerce 72 2.4 1249 11.4

Other 45 1#5 1057 9.6
|i

Source: US Department of Commerce, Office of Business Economics,
Survey of Current Business.

e/ Included in other.

Total value of US direct investment fcr selected countries
(Millions of dollars)

196O 1968
jj

S

Latin America 8365 11010
s
S

Chile 738 965
li
il

Argentina 472 1148 i
i

Brazil 953 1484 75$ of total

Mexico 795 1459
3
i

Colombia 42A 629 1

Venzuela 2569 2620
j
I

Source: US Department of Commerce, Office of Business Economics,
Survey of Current Business.
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These trends would, point to the following situation as of 1967.
80% of US private direct investment abroad was the property of 187
transnational conglomerates, which had over 10,000 subsidiaries in
the rest of the capitalist world (including subsidiaries with a
minority control of up to 2J?o)^6/# This means that eatih of these
giant transnational corporations had an average of 53 subsidiaries
around the world. "When taken ^globally, it has been estimated that
the value of the output of all foreign affiliates o;f US corporations
was a staggering one hundred and thirty billion dollars during
1968. This Vias four time the US exports of thirty-three billion
during that year, showing that the preponderant linkage of the
United States to other markets is foreign production rather that
foreign trade. Foreign affiliates accounted fort 15^ of the total
production of 900 billion dollars in the non-communist.world ex-
United States. Thus the United States industry abroad has become
the third largest economy in the world, outranked only by those of
the domëstic economies of the United States and the Soviet Union.
Moreover, foreign production of American firms has grown by about
^Q% a. year, i.e., twice as fast as the domestic economies. Mul¬
tinational corporations are rapidly increasing their shares of the
world's business." 17/

This picture of the world at large would also be applicable
to Latin America. The following table describes the expansion of
the number of subsidiaries in our continent in addition to the rapid
expansion of the manufacturing subsidiaries associated services and
the relative stagnation of the number of extractive subsidiaries.
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Operations of 187 transnational corporations in Latin_j\raerica
(Number. of enterprises )

1945. 1950 mi 1960 1965 J2ÊL

U.S. firms with subsidiaries L
in Latin America 93 113 143 179 185 182

U.S. firms with manufacturing
subsidiaries in Latin America 74 90 114 152 175 171

U.S. firms with non-manufactu¬
ring subsidiaries in Latin
America 19 13 23 27 10 11

Subsidiaries of U.S. firms 452 606 856 1341 1813 1924

Commercial Subsidiaries 73 86 119 198 238 233 |
Extractive subsidiaries 35 38 43 57 54 56 !

Other subsidiaries 70 98 i 66 246 308 CO

Subsidiaries with unknown
activities 92 125 171 228 325 347 Í

Maivufacturing subsidiaries 182 255 357 612 888 950

Enterprise. Boston, 1969: Harvard University, Graduate School
of Business Administration, \'~i .

The large scale penetration of American subsidiaries in the Latin
American economy accounted in 1966 for 35% of' total Latin America ex¬
ports and for 41/° of the exports of manufactures. Of the latter,
approxinately half were exports manufactured in subsidiaries, which
provides a clue as to what benefits most from Latin America integra¬
tion, Moreover, the subsidiary imports represnted about 11% of

total imports; whereas subsidiary output representing about 11+% of
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Cross Domestic Product represented nearly one third of the industrial
production of the region.18/ Furthermore, since the rate of ex¬
pansion of the subsidiaries is substantially hi^ier than that of
national economies, those proportions have been increasing and will
continue to,do so in the future.

So far, we have ..been dealing with what we have termed structure
of the system of international economic relations. But the greatly
expanded economic role of the state in the national and international
economy has resulted in what may be referred to as the superstructure
of international economic relations. This takes essentially two
forms: direct, bilateral, government-to-government relationships on
the one hand, and on the other international -multilateral economic
organizations.

a •'.! ■

r. £■ . i rj ... ... 'V *"—• ' - • -
Throughout the examination of the governmental international

relationships - bilateral and multilateral - it should of course bo
borne in mind that the structure (TRANCOS) and the superstructure
(direct or indirect governmental relationships) of the international
system are interrelated and condition each other. In fact, it is
thé function of the superstructure to provide the ideological
rationale and justification of the system as well as to lay down the
rules of the game and provide the practical instruments of implements-
tion. Nevertheless, it would be a gross over-simplification to assume
that governments only represent the interest of TRANCOS since they
also represent to an extent the interests of the nation as a whole.
Therefore, the bilateral or nulti lateral international actions of
governments do not necessarily always coincide with the interest of the
IRANCOS.
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The bilateral relationships "between a dominant and a depen¬
dent country correspond very closely'to mercantilist praotices.
The dominant country tries to preserve and enlarge the exclusive

privileges that it obtains by way of its .positions, granting in
exchange support of various'kinds to the local groups with which
it is in any way associated. The instruments of domination in

bilateral relationships are'well known; tied.loansj aid preferen-
tial arrangements with regard to transportation, foreign investment,
tariffs, and so on.

Intergovernmental organisations such as the IMP, GATT, IBRD, etc.,
on the contrary, tend to adhere - formally at least - to the philosophy
of free trade. This is pertly a nostalgic hangover of economists
that would like to recreate the nineteenth céntury golden age of
free trade, and partly a deliberate policy which is in the interests
of the strongest economic powers: the US, the Western European Coun¬
tries and Japan - not because free trade really exists or could be
achieved again, but because the progressive dismantling of protectionist
.practices (especially in underdeveloped countries) facilities the

: i' ■ '

opening up of new markets, for the multinational corporation.

The complex of international governmental organisations which the
dominant countries attempt to convert into a hierarchial system, is
shown in the following graph:



Developed Countries

Underdeveloped
Countries 0
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The stronger and more influenciai organizations are the inter¬
national organizations of the developed or metropolitan countries
(10.) and the international organizations that include one metro¬
politan country and its satelites (iOg). Those international organ -
zations where all the countries participate (10^) but whose participa
tion is weighted by some economic factor (reserves, shares, etc.),
as in the International Monetary Fund or the World Bank (I0X ) are
also very strong and influential, though in these cases the dominant
interest is that of the developed countries. The remainder of the

; . -j ,T -
category 10,'. is rather economic : UNCTAD, etc. The internationaloo -
organizations formed by the satelites metropolitan powers (10^
are very weak (Latin American Free Trade Association, etc.) and
organizations of all underdeveloped countries (I0C) do not exist,5

except in rather informal ways (th.77 in UNCTAD).

The foregoing analysis of the structure and superstructure of
the international economic system is aimed at substantiating the
suggestion made earlier of its internationalized nucleus or centre
which overlaps with the various national economies and interests with
the underdeveloped segments of,these economies. The following quota-
tion constitutes a good statement of this hypothesis, although a
somewhat exaggerated one, coming from one who happens to be an
apologist of the new transnational system.

«...

"The international corporation is acting and planning in term
that are far in advance of the political concepts of the nation state
As the Renaissance of the 15th century brought an end to feudalism,
aristocracy and the dominant role of the church, the 20th century

Renaissance is bringing an end to middle class society and the
dominance of the nation state. The heart of the new power structure
is the international organization and the technocrats who guide it.
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Power is shifting away from the nation state to international
institutions, public and private.... Within a generation about 400
to 5OO international corporations will own-about two thirds of the
fixed assets of the world."19/

Transnational.integration and National Disintegration»

In the previous sections* an effort has been made to interpret
the five concepts} problems and processes that engage us in this

*
? ' . .

essay - development, underdevelopment, dependence, marginality and
spatial imbalances - in such a way as to render their interrelation¬
ships apparent. We believe that we have suggested that they are not
only interrelated, but.that in fact they are different manifestations
of a single global process, which is simultaneously a process of
transnational integration and.national disintgration.

The main actor in this process is the transnational conglomerate,
in the sense that this is the basic economic institution of the post¬
war capitalist world, ap institution of tremendous dynamism, which is
bringing about a fundamental transformation of the structure and
functioning of that system, not only in. the central countries but also
in the whole world, creating in the final analysis a new model of
civilization represented by the superconsumption society exemplified
by the U.S.

For our present purpose it is necessary to stress only two aspects
viz., : a) The.TRANCOS do in fact constitute a new, economic system -
both national and international; and b) This new system favours the
development of local segments integrated into the internationalised
nucleus of the capitalist system in particular those segments which
are more directly connected with the TRANCOS, while at the same time
tending to disrupt the rest of the economy and society, segregating
and marginalizing significant sections <>f the population.
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That part of the American economy which is made up of "a few
hundred technically dynamic, massively capitalized and highly
organized big corporations" is termed the "Industrial System" by
professor J.K. Galbraith, v/ho olearly perceives that a system domina¬
ted by a few vefy large corporations is qualitatively different from
the classical conception of the capitalist system consisting of a
large number of small and independent enterprises.

Galbraith1 s argument is as follows: the tremendous development
of modern technology.requires an increase in the capital committed
to production and in the time for which it is committed. The commit¬
ment of time and money tends to be more and more specialized in a
great variety of different tasks. Therefore, requirements of
specialized manpower increase greatly, and as specialization advances,
efficient organization becomes essential. In order to maximise long
run profits and reduce uncertainly and risk, the corporation engages
in planning. "... In addition to deciding what the consumer will
want and is willing to pay, the firm must take every possible step
to see that what it decides to produce is wanted by the consumer at
a remunerative price. It must see that the labour, materials and
equipment that it needs will be available at a cost consistent with
the price it will receive. It must exercise control over what is
supplied. It must replace the market with planning" (emphasis
supplied)... The market is superseded by what is commonly known as
vertical integration. The planning unit takes over the source of
supply or the outlet. Where a firm is specially dependent on an import¬
ant material or product (such as an oil company or crude petroleum, a
steel company on ore, an aluminium company on bauxite), there is always
the danger that the requisite supplies will be available only at in¬
convenient prices... From the point of view of the firm, the elimina-Si

tion of a market converts an external negotiation, and hence a



> « ♦ *
«

cs/2562-23
Pago 15

partially or wholly uncontrollable decision, to a matter for purely
monopoly, or the economies of scale but of planning. As for this
plahning - control of supply, and demand, provision of capital,
minimization of risk - there, is no clear upper limit to the desirable
size. It could be that 'the bigger the better.' The corporate form
accommodates to this need. "Quite clearly it allows the firm to bo
very, very large ,"20/

The central nucleus of the TRANCO is its headquarters, which is
located in the metropolis, and which is the central planning bureau
of the corporation. It is something quite distinct from its pro¬
ductive. activities, which can be classified in three main types -
extractive, industrial and marketing - and which are located also in
the metropolitan" country, but with subsidiaries, branches or
affiliates in the peripheral countries. The headquarters consists
essentially of a group of people who plan and décide what, how, wherer
how much and over whát period of time will be produced and sold.
In order to perform the decision-making process rationally, it has
developed a highly efficient system of communications through which
the necessary information, personnel, scientific and technological
knowledge, finance and decisions flow.

Between the productive activities of the TRANCO there develops
a flow of goods and services within an institutional framework of
vertically and horizontally highly integrated oligopolistic enter¬
prises - both nationally and internationally. In this manner, the
TRANCO replaces to a large extent the market - again both national and
international - since it takes over the sources of supply of its inputs an:
the outlets of its production. Moreover, it is abb signficahtly to
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influence the demand for its goods and services through the pressure
it is able to exercise over the individual consumer as well as over
Government's. As can be seen, the new industrial system also en¬
tails the disappearance of the classical entrepreneur, the suppliers
of capital and capital markets, and their replacement by the top

" Í'
planners and managers who constitute the corporate techho-structure *2l/
These same technocrats who according to Mr. Barber —' will rule the
world in'the near future, and as we shall see presently, are in fact
replacing the national entrepreneurial class in the underdeveloped
countries.

For the reasons indicated above, and since the expenditures in
research, design and technology have become a major item in the
TRANCO fixed cost structure, she has every interest in spreading
these costs over an over increasing total output, including the
output sold in the metropolitan markets and overseas markets.
Therefore, the capturing of more and more consumers at home and
abroad is absolutely central to the long term profitability of the
TRANCO. According to Galbraith, in underdeveloped countries the
introduction of new consumer goods - cosmetics, motor scooters,
transistor radios, canned foods, bicycles, phonograph records,
movies, American cigarettes - is recognized as of the highest
importance in the strategy of economic development. And he reminds
us that, in the golden days, commodities such as tobacco, alcohol, and
opium which involved a physical and progressive addition were
considered useful trade goods. It is clear then that this strategy

•of economic development is really a long tem strategy of maximization
of the TRANCO'S profits, involving the spreading of its subsidiaries
and of a homogenized consumer culture throughout the world.
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Nearly every country in the world has in the past made
efforts to attract foreign private capital, for everywhere the need
that foreign capital was supposed to bring in its wake was urgently
felt. But the 'nature of traditional enterprise based on foreign
capital was different from the new international industrial system
built around the TRANCO. It is now becoming increasingly clear
that the traditionally claimed contributions of foreign .private
capital are not necessarily forthcoming.

V" " t

In fact,, the contributions of new additional capital are rather
small, as the subsidiaries finance themselves in large measure with
local resources. Remittances abroad of profits, Interest, royali-
ties, technical assistance, foreign inputs, etc., are normally
several times larger than the net inflow of capital, with the conse¬
quence of a substantial net outflow of capital, with the conse¬
quence of a substantial net outflow of resources (this amount is
generally under-estimated because of the possibility of over»»pricir •
in the case of each of the items of payments abroad, facilitated- by
the trans-national integration of the firms).

Technological transfer also manifests some very special pecu-
larities. As.it occurs within "fcliG .framework of the TRANCO, iu
not to be expected that any substantial effort will be made to adiot
techniques to local conditions or to stimulate local scientific une
technological activity, therefore, we learn to "consume" new tech¬
niques through this kind of transfer, but not to adopt or generate
science and technology. Something similar occurs with the national
entrepreneur — who is converted into ah international technocrat or
bureaucrat, or becomes marginalised. Finally, with respect to the
opening of new foreign markets, experience, at least in the case
of manufacturing, has been entirely negative.
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On the other hand, multinational budincs's through the proli¬
feration of subsidiaries, has grown so large and influential, that
nation-states, throu^i which its influence extends itself
challenging national decision-making processes, are becoming in¬
creasingly restless.

"To many countries, the multinatio.nal corporation is something
of a new countries, the multinational corporation is something

of a new problem and there is much uncertainty about how to deal
with it; general apprehension is found more often than articulated
analysis* Its benefits are appreciated, but there is suspicion of
its newness. In essence, the- main concern is the: locus of decision¬
making; Countries fear that important decisions will be made outside
their country or, if made inside their country, by foreigners. In
particular, they are afraid of losing pever to the United States.
They fear that some decision "taken in Detroit" will shut down a
factory in their Country. It is possible to identify a number of
problems which keep recurring:

i) The multinational corporation is a medium for the intrusion
of the"laws, politics, foreign policy and culture of one country and
another; " This relationship is asymetrical for the flow tends to bo
from the parent country to the subsidiary country rather than vice
versa. The issue of extra-territoriality with regard to such things
as anti-trust, and trading with.the enemy is one of the main focuses
of debate and concern,

ii) Multinational corporations reduce the ability of the govern¬
ment to control the economy. Multinational corporations, because
of their size and international connections, have a certain flexibili -
ty for escaping regulations impeced in one country. The nature and
effectiveness of traditional policy instruments - monetary policy,
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anti-trust, taxation - change when important segments of the
economy are foreign-owned#

iii) -The multanational' corporation tends to centralize research and
entrepreneurial decision-making in the home country. Unless counter-
measures are taken, the "backwash" effects may outweight the
"spread" effects, and the technology gp,p may be perpetuated rather
than alleviated. Over-reliance on multinational corporations may
cause the country to remain a margin rather than become a center.

iv) Multinational corporations often occupy a dominant position
in their industry. Countries aro concerned that they will not get
a fair share of production and exports. Decisions depend on the
horizons and outlook of the head office management, which can bo
limited and biased. Each country is aware that other countries,
including the United States, put pressures on the multinational cor¬
poration to produce, export, import or invest in a particular way.
A country without the ability to make its presence effective in the
decision-making process nay end up with a smaller share than otherwise#

v) Natural resources industries arc sometimes highly oligopolistic,
and have only a relatively small number of firms. The price a

; ' • " "1 ' '

country obtains for its raw materials is not set objectively in a
free market, but is determined by bargaining and negotiation with
the dominant corporations. Unless a country has the requisite

*

knowledge and effectiveness, it may get a smaller than possible
share of the benefits.22/ / .

The growing conflict between the TRANCO and the nation-state
is also anticipated by observers, who are favourably inclined to tho

J
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trends that have been described earlier. Ball recognized three
main conflicts: a) between TRANCO and the local business community;
b) between TRANCO local governments("The conpany'a decision may
have been completely sound with reference to the world economy,
but quite irrelevant to the economy of the country concerned");
and c) because of the enforcements of US... "domestic legislation
or policies abroad by trying to expend its writ to the actions of
foreign subsidiaries of American companies." In the final analysis,
according to Mr. Ball, there remains the, question of the legitimacy
of the power of the TRANCOi23/

Some of the effects of the prooess of transnational conglo¬
meration on the underdeveloped countries are the following:

• • ■ , ;

a) the increasing capacity of the TRANCO to take the fullest
possible advantages of size and diversification - economies
of scale, large accumulations of capital, long range
planning, market power, scientific and technological re-
search,predominantly internal sources of finance, reduction
of uncertainity and risk, choice of best opportunities over
a very wide economic horizon, etc., accrues mainly to the
country where the basic functions of the ffiANCO are located,
constituting a kind of external economy which integrates,
increases the degree Of complexity and specialization, and
dynamizes the rest of the economy of the metropolis. The
subsidiaries and affiliates of the IRANCO located in the
peripheral country - not only in the primary producing sec¬
tors but in all activities of the underdeveloped economy -
do not create a similar integrated industrial complex with
the rest of the local economy, but on the contrary, remain
integrated with the TRANCO, Moreover, they even have some di
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integrating effects, among other factors, in view of
the parallelism of productive activities which they tend
to produce (due to the fact that TRANCOS never leave the
market to competitors which means excess capacity in small
markets), and also to the massive introduction of highly
capital-intensive technologies displacing local activities,
including their entrepreneurs, workers, etc. Since the
subsidiaries remain as closely-tied to the TRANCO as possible
in terms of inputs, technolog/ personnel, property, adminis¬
tration, product and process innovation, etc., the effects
of the spread over the local economy tend to be less im¬
portant than the backwash effects or the spread effects
over the economy of the metropolitan country.

b) Since,- for various reasons, the TRANCO needs permanently to
expand its markets, underdeveloped countries are subject to
a massive offensive of the consumerism characteristic of

developed societies. There is.of course a ready market for
these goods: among the small segment of higher income groups
which"1 are integrated into the developed part of the global
system (but the demonstration effect also trickles down to
the; lower income groups). This introduces serious distor¬
tions and irrationalities into the structure of demand and
in the allocation of private and public investment resources,
while at the same time reducting savings;

c) the activities in which TRANCOS operate are frequently of a
•highly oligopolistic nature. A few primary exporters may
buy from a large number of small agricultural or mining
firms, while a few producers of consumer durables may sell



CS/2562-23
Rigo 22 " ''ni: ;

to a large number of independent consumers. Under these
: conditions, the TRANCOS could well underpay local producer

and overcharge local consumers, obtaining excess profits
on both accounts and either sending them back to the
headquarters or reinvesting then locally, initiating a pro
cpssof cumulative accentuation.

The above analysis leads us to the following tentative con-
( ' . ..

elusion: the capitalist system of world economy is in the process
of being recorganized into a new international industrial system
whose main institutional agents are the TRANCOS, increasingly
backed by the governments of the developed countries; thisis a
new structure of domination sharing a large number of characteris¬
tics of the mercantilist system, which concentrates the planning,
the deployment of natural, human and capital resources and the
development of science and technology in the "brain" of the new
industrial system (i.e. the technocrats of TRANCOS international
organizations and governments of developed countries), and which
tends to reinforce the process of economic, social, political and
cultural underdevelopment of the Third World, deepeni .g foreign
dependence and exacerbation internal disintegration.

The example of Canada may be illustrative. "The following is
a sketch of Canada's slide into a relationship of economic,
political and cultural dependence upon the U.S. It seeks to ex¬
plain the process whereby nationa" entrepreneurship and political
unity have been eroded to a point beyond which lies the desinter-
gration of the Canadian nation-state.
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Canada was discovered, explored and developed as part of the
French, and later, the British mercantile system. It grew to
independence and nationhood in a brief historical era in which
goods, capital and people moved in response to economic forces
operating in relatively free, competitive international markets.

Present-day Canada has been described as the world's richest
underdeveloped country. Its regression into a state of extreme
economic and political, dependence cannot possible be attributed,
as is fashionable in some quarters, to an unfavourable endowment
of resources. Nor can its present scarcity of independent dynamic
'be laid, at the door of a traditional culture. Here we are forced
to seek the explanation of underdevelopment and fragmentation in
the institutions and processes of modern society. We suggest that
such an explanation is to be found in the dynamics of the New
Mercantilism of American corporate economy."2kj

In relation to Latin America,' the following quotation from
Furtado suggests a similar process: "The penetration of the TRANCO
in Latin American industry started after the Great Depression. After
the Second World War, this penetration becomes very intensive,
particularly in countries which had already achieved some substan¬
tial industrial development (Argentina, Mexico and Brazil mainly).
In this way,... the process of formation of a national class of
f

industrial entrepreneurs was interrupted. Given their strong
financial position, TRANCOS progressively extended their control
over the most dynamic "sector of industrial activity. The best
talents that emerged from local industries were absorted into the
new managerial class*.,. National independent èntreprêneurship was,
in the process, restricted to secondary activities or to pioneering
ventures which, in the long run, simply open up new fields for the
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future expansion of the TRANCO..* The elimination of the national
entrepreneurial class necessarily excludes (therefore) the possibili¬
ty of self-sustained national development, in the line of classical
capitalist development. " 2jg/

Furtado*s observation nay be generalized to áLl groups and
social classes in order to gain a clearer perception of the pro¬
cess of national disintegration. To do this, wa must incorporate
a class structure into the scheme presented in previous graphs,

As can be seen, the classification of integrated and segregated
groups now overlaps with a class structure, so that integrated and
non-integrated groups appear among entrepreneurs, middle class
and workers, as well as in a segment of "absolutely" marginalized



CS/2562-23
Page 25

population. It should he emphasised that the classification used
here-and the relative important of the seven segments into which■

;

society'has been divided are of mainly illustrative nature. This
compartimentalization of society will assume different forms de¬
pending upon the actual situation prevailing in .different countries»

The hypothesis that has heen elaborated in this essay suggests
that this social structure derives an important part of it dynamism
from the influence that the internationalized or integrated sector
receives from the central countries. At the' level of the pro¬
ductive structure, this' influence makes itself felt through tit-
massive and extraordinarily dynamic penetration of the transnational
conglomerate and its subsidiaries and affiliates! at the technologi¬
cal level, by the large scale introduction of highly capital in¬
tensive techniques! at the cultural and ideological level, by tho
overwhelming and systematic promotion and publicity of the super-
consumption civilization and at the concrete level of development
policies and strategies, by the pressure of national and inter¬
national public and private interests in favour of the production
of higher income consumption goods and services and the process of
transnational integration.

As was indicated in the section in the international process
of polarization, modernization implies the gradual replacement of
the traditional productive structure by another of much higher
capital intensiveness. In the conditions that were specified then,
this process appears to produce two opposed tendencies: on the one
hand, the process of modernization incorporates into the new struc¬
tures the individuals and groups that are apt to fit into the kind
or rationality that prevails there| on the other hand, it expels
the individuals and groups that have no place in the new productive
structure or lack the conditions to become adapted to it. It is
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important to underline that this process does not only prevent or
limit the formation of a national entrepreneurial class, as indi¬
cated "by Furtado, but also of national middle classes (including
national intellectuals, scientists^ technologists, etc) and even
a national working class. The advancement of the,.modernisation
introduoos, so to speak, a wedge along the area dividing the inte—

-
_ ■ i ' ■ h--- •

grated from the segregated segments in the following fig.

In this process, some national entrepreneurs arc incorporated
as executives into the new enterprises or those absorded by the
TRANCO, and others arc marginalized; some professionals, forming
part of t he technical staff and the segment of employees arc in¬
corporated, and the rest arc marginalised;"1 part of the qualified
labour supply and those that are considered fit to be upgraded
are incorporated, while the remainder Ore marginalized.
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The effects of the disintegration of each social class had im¬

portant consequences for social mobility. The marginalised entre¬

preneur will probably add to the ranks of small or artisanal manu¬

facture," or will abandon independent activity and become a middle
class employee. The marginalised sectors of the middle class will
probably form a group of frustrated lower middle.class people tr; in
to maintain middle class appearance without much possibility of up¬

ward mobility and terrorized by the danger of proletarinization. T

marginalized workers'will surely add to the ranks of absolute corgi

ality, where, as in the lower middle class, growing pools of resent
ment and frustration of considerable demographic dimension will
accumulate.

\

Corresponding to this downward mobility there will probably al
be an upward mobility of a selective and discriminatory character.
Some absolute marginals will be incorporated into the working class
some workers will rise to the lower ranks of the middle class and

some sectors of the middle class may become medium or small entre¬

preneurs. This upward movement will probably tend to depress thé
wage level, at least of the unskilled workers, and will increase t
anguish of the lower "middlo class.

Finally, it is very probable that an international mobility
will correspond to the internal mobility, particularly between the
internationalised sectors of developed and underdevelop countries,

which, as we have indicated before, constitute the nucleus of the
international capitalist system, and, therefore, probably also con,,
tutes an international market for skilled resources. Part of this

international mobility is the so-called "brain drain"» the counter!
of which is the inverse flow of experts and administrators sent t.

underdeveloped countries in order to orientate and administer the

process of development and modernization described in this paper.

(Following fig.) An attempt is made to illustrate this complex of
internal and external social mobility process.
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The process of social disintegration i^hich has been outlined
here probably also affects the'social institutionsswhich provide ,
the backbone of the different social groups and through which t;uy
receive expression. Similarly tendencies to the ones described
for the global society arc, therefore, probably also tó be found
within the State Church, armed forces, political pe,rtics with a

*'

: ••• :.

relatively wide popular base, the universities, etc. The crisis
which each of these institutions is experiencing in Latin America,
will also have special characteristics accruing to the combination
of social forces which they represent, and of which they arc mad..;
up, but also according to the intensity with which they are affee bed
in their structure-and functioning by the process of transnation ...L
integration and national disintegration.
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in turn the outcome of earlier historical processes of interact!
between the external and the internal, and that "external" links

"have in fact very concrete and powerful internal manifestations.
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prise, also called multinational firm or international corporatif



CS/2562-23
Pago 30

jJ Celso Furtado, "La concentracion del poder economico en los
Estados Unidoa y sus proyecciones en América Latina", Estúdio ;

Internacionales Vol. 1, lios. 3 y 4» Also C. Furtado's, "La
raestructuraction de la economia internacional y las relacionas
entre Estados Unidos y América Latina", and Ch. Cooper y

F. Chesnais, "La ciência y la tecnologia en la integracion
europea"! in 0.. Sunkel (ed), Integracion politica y economic ;

experiência europa y el proceso latinoamcricano, Editorial
Universitária, Santiago, 1970»

8/ The Economist, 16-22 May, 1970, p.8l.
\t

2l W.H. McNeill, The Rise of the West. Mentor, New York, 1965,
pp. 713-14.

10I S.B. Clough. The Economic Development of Western Civilisation,
McGraw-Hill, New York-Toronto-London, 1959, pp.224.

11/ J.M. Keynes, The Economic Consequences of the Peace'.—London, 192b,
P.9-

12/ Op. cit. pp. 19-2*1.

13/ N. Girvan and 0. Jefferson, "Corporate vs. Caribbean Integration:
New World Quarterly. "Vol. IV, No.2, 1968, Jamaica, pp. 51-52.

14/ Economic Concentration. Hearings before the Subcommittee on Anti
trust and Monopoly of the Community on the Judiciary, U.S. Sonat-
Eighty—Eight Congress, second session, U.S. Government Pointing
Office, Washington, 1964»

15/ Celso Furtado, "La concentracion del poder economico en los
Estados Unidos y sus proyacciones on America Latina", Estuai o
Internacionales. October 1967 — March 1968, Ano I, Nos. 3—4*
Santiago, 1968, p.325»

16/ Raymond Vernon, Report of the Research Project on the Multin~ti
Corporation. Harvard Business School, 1970.



CS/2562-23
Pago 31

17/ Neil H. Jacoby, "The Multinational corporation". Mr. Jacoby is
Professor of Business Economics and Policy and former Dean of
the School of Business Administration at the University of
California, Los Angeles.

±8/ Stacy Ulay, The Contributions of U.S. Private Investment to
Latin America's Growth, A Report for the Council for Latin Arneric
Inc. -

19/ A. Barber, "Emerging New Power". "The_World Corporation".
War/Peace Report. October 1968, p.7«

20/ Galbraith, John Kenneth, The New Industrial State. Boston, Hought
Mifflin, 1967.

2l/ Op; cit.

22/ Stephen Hymer, Transatlantic Reactions to Foreign Investment;
Economic Growth Center, Yale University, 1968. (Unpublished
Center Discussion Paper No. 53).

21/ George W. Ball, "Making World Corporations into World Citizens",
War/Peace .Report. October, 1968. —

24/ Kari Levitt, "Canada: Economic Dependence and Political Dis¬
integration", "New World Quarterly, "Vol. -IV, No.2, Jamaica, 1968.

25/ Celso Furtado, "La concehtracion del poder economico en los
Estados Unidos y sus proyncciones en America Latina", Estúdios
Internacionales. Anq I, 3-4> 1968, Santiago.



"I C « 1

» • cs/2562-23
Page 32

Anexo Nov;

Bibliografia sumaria sobre Dcsarrcllo, Subdosarrcllot Dependência,
Uarginalidad y Dcsequilbriòs Sspacialos

Sunkel, Osvaldo, con le colaboracion cio Pedro' Paz, El Subsesarroll"
americano y la teoria del dosarro11o. México, Siglo XXI,
1969.

Prebisch, Raul, Hacia una dinâmica dei "desarrollo latinoamericmo,
México, F.C.E., 1967.

Furtado, Celso La economia latinoamoricana. Una síntesis do; la
Conquista Ibérica la Revoluoion Cubana, Santi; ,

Editorial Universitária, 1969»
*

■ .( '

Desarrollo y Subdcsarrollo, Buenos Aires, Eudcl-
La Dialéctica dei Desarrollo, México, F.C.E., 1,63.

Vários Autores, América Latina, onsayos de interpretacion oconnoi o;,
Santiago, Universitária, 1969»

Garcia, Antonio, La estructura dei atraso en América Latina, Buenos
; Aires, PLSAMAR, 1969»

Frank, Andrew G. El desarrollo ,y al subdcsarrollo, cn Revista Desarrollo,
Bogota', 1968 y Capitalism anel Underdevelopment in
Latin America, Nov/ York, Monthly Review Press, Vie?.

■ ' c 1

Pinto, AMbal,

CEPAL,

Concentracion dol progreso técnico y de sus frutcs
en cl dcscrrollo latinoamoricano, en Trimestre Econó¬
mico, Vol.XXXII, No. 125, 1965.
El ponsamionto de la CEPAL, Santiago, Universit ri'.,
1969.
Consideraciones sociológicas sobre el desarroll ;
oconomico de América Letj.na, e/CN.12/646.



CS/2562-23
Rago 33

: s ■ . ■ ."'Î

Désarroilo económico, planoamionto y cooporacion inter¬
nacional , junio de 1961j e/CN.1 2/582/Rov»1
El desarre1lo economico de América Latina en la post-

guerra, e/CN. 12/659 y Add.l,.

El désarroilo económico de America Latin en la post-
guerra, Viembre de 1963, E/CN»1 2/659/Rcv» 1

El desarrollo economics de America Latina en la post-
querrat E/CN. 1 2/660•
El financiamicnto externo en cl desarrollo económico _

América. Latina, E/CN * 12/649 -

Murmis, Miguel, Tipos do mórginálidad y posición en al procaso produc¬
tive, en Revista Latinoamericana de Sociologia 69/2,

: Buenos Aires, Argentina, 1969»

Nun José, Supcrpoblación rcl.ativc, c.iórcito industrial de rose:"'-
y mass marginal, on Revista Lotinamericana de Sociolog

: • • • "a69/2, Buenos Aires, Argentina, 1969*

Laclau, Ernesto, (h) Modes de orcduccion, sistemas económicos y poblacion
oxeedenta, en Revista Latinoamericana de. Sociologia.
69/2, Buenos Aires, Argentina, 1969»

Nun, José, Miguel Murnis y Juan Carlos Marin, Le ma-rgine-lidad en América
La.tina, Buenos Aires, Argentina, instituto Torcuato

f Di Tclla, Documento do Trabajo No»53»

Centro para cl Desarrollo Economics y Socia.1 (DESAL), América Latina y
desarrollo social, Santiago, DESAL, 1965»

Mattela.rt, Armand y Manue 1 A» Garroton, Integration nociona.1 y marginalida..
Santiago, Editorial dei Pacifico, 1965*



r ** r

GS/2562—2:
Pago 34

Vekemans, Roger, la margir.alidad on América Latina. un onsavo elo c n-
contualizacion, Santiago, DESAL, 1969»

Vasconi ; : Tomás, El procosc de modornizaoión on una situacion do
. dopondoncia. concentrador v maroninnlidad. Santi-go

CEPAL, màiioo 1 $69*

Cabezas, Betty y-Éàmur Fonseca, El oran d.srffo;- la marginalidad socia
:dn ol ano 2,000, Santiago, DESAL, 1969*

Cardoso, Fernando H., y Enzo Falotto, Dep.ndcncia y dcsaarrollo en
America Latina, Santiago, ILPES, mimoo, 1967*
Dcpondcncia, cambio social y urbanization on Lat.'
Amo rica. Santiago^ CEPAL, mimoo, 1 967 •

Quijano, Anibal,

Sunkol, Osvaldo, Doponflociá co:torna,• y política naciobal do dosarr- 7.1
on Revista do Estúdios Intcrnacionalos, Vol, No. ,

Santiago, 1967•

Dos Santos, Theotonio, El nuovo caractor do la dopondoncia, Santiago,
Cuadornos dói CESO, 1 9C0;. y La crisis do la Toord

; dol Dosarrollo y las relaciones do dopondoncia .
America Latina, en Boletin No.3, 1968, Contro de

, Estúdios Socio-Economicòs.

Paz, Podro, La financiara y dosnacionalizaOion do 1;. _.d
triainterna, on El Trimestre Economico, Vol. XXX1."!!
México, 197O.

Caputo Loiva, Orlando y Reborto Pizarro hofor, Imperialismo, 0 0 : .
doncia v•relaciones oconomicas intornacionalos, S:xi



CS/2562-23
Rigo 35.

Mydral, Gunnar, Teoria, Económica y rocions subdesarrofadas, México,
ï1 . G « E . I9b2.

Rcinor, Thomas, El Dosarrcllo coonomico, sus implicâncias rcciònales.
Lima., Institute do Planeamento, 1968, mimoo.

Rcsenstein-Roden, P.N. Reflections 011 regional development, Cambridge,
Massachusetts, M.I.T., 1963»

St8hr, Wa.lter, La dcfinición do regions en relacion son cl dosarrollo
nacional y rogiona.l en "America, Latina", en Revista de
la Socicnda,d Interarnòricana de Planification, Vol.I,

No.4, Dicio'mbro, 1987»

Do Hollanda, Parisi, Licio y Carles Munoz, Dcsarrollo y Urbanization en
América Latina, México, mimoo, 1969*

Isard Walter, Methods of regional analysis, Cambridge, Massachusetts,
1960.

Friedmann, John., y Thomas Lackington, La hiperurbanizacion y cl dcsarrollo
nocion&I on Chile: alounas hipotesis, Santiago, CIDU,

Santos, Milton, As grandes cidades latino americanas, on América Latina.
Rio do"Janeiro, Vol. Ill, No.6, Julio—Septiombrc, 1968.

Quijano, Aníbal, Urbanization y tendências do .cambio en la sociodad
rural lat'inoamericana, Santiago, CEPAL, 1962*
It, urbanization de la sociedad en Tatinoa.mó-r-i

CEPAL, 1967.

Ncvia Alva, Eduardo, El cspacio en el estúdio del dcsarrollo cconomico,
en Cuadernos de la Sociedad Venczolana, do Planificacion,

Vol. IV, No» 2-3, Scpticmbro-Octubre, 1964»

Friedmann, John, El macro urbano regional del dcsarrollo nacional, en
Cuadernos de la Sociedad Venczolana de Planificacion,
No. 41 » mayo, 1 967.




