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Analysis of foreign trade and the role of export sectors reveals
both the manner and the degree to which the more backward
regions became absorbed into the world economy, as well as
giving some clearer picture of the nature of this process. As
Marx said: ¢ Modern capitalism started with world trade and
the world market’.! And in terms of the theories of compara-
tive benefits and international specialisation, which were funda-
mental assumptions of XIXth century economic liberalism, it was
toreign trade that provided the principal guarantee of harmonious
development. In Marx’s economic theory considerable emphasis
was laid on the advantages of specialization and the benefits of
foreign trade,? but the notion of a harmony of interests was
firmly rejected and Marx pointed to the contradictions inherent
in a unified world capitalist system and the unevenness of the
levels of actual and possible integration within it.

More recently the cconomists of the New Left, in dealing

t Kart Magrx, Capital, Vol. I, Progress Publishers, Moscow, 1977, p. 145,
z “It is... impossible to conceive a capitalist nation without foreign trade...”, Lenin
Collected Works, Vol. 3, Progress Publishers, Moscow, 1972, p. 65.
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with the predicament of the Third World, have tended to reject
both liberal economics and Marx’s interpretation, arguing that
the absorption of backward countries into the world market
does nothing other than form a peripheral zone for the world
cconomy. This perpetuates a wholly one-sided process of accumul-
ation, in which foreign trade becomes the means whereby the
economies of the backward, or belatedly developing, countries
are exploited and subordinated.?

The situation of the backward regions of XIXth century Europe
provides us with a particularly valuable historical case against
which to test these theories. In fact, the case of the European
periphery provides one of the very rare examples of the entry
of relatively backward zones into the world market that can be
studied historically. It allows us both to examine the impact of
contact with the capitalist world economy on a backward region
and to set this process in historical perspective. Although the
volumes and the composition of the foreign trade of the countries
we shall be examining varied, there can be no doubt that they
all shared the features generally characteristic of the trade relations
between underdeveloped and developed countries. In all these
countries, the products exported were predominantly raw materi-
als, and agricultural or food products. Their imports, in turn,
were overwhelmingly manufactured goods.

What was the effect of this type of foreign trade on the
more backward areas? In seeking to answer this question, the
first thing we must bear in mind is that economic change and
the prowing specialization of labour in both the domestic and
international contexts in the course of the XIXth century meant
that foreign trade had a rate of growth that far surpassed ind-
ustrial production and national income.

3 See, among others, Samir AduN, L'accumulation 4 Péchelle mondiale, Paris, 1970;
A, G. Frang, * Multilateral Merchandise Trade Inbalances and Uneven Economic
Development 7, The Journal of Enropean Economic History, Vol, 5, No. 2, 1976,
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Paul Bairoch’s latest calculations give the following pictare:

Burope’s exports as % of GNP

1830 4.0
1860 9.4
1890 12.6
1913 14.0

This meant that the value of exports — calculated at current
prices — had jumped from 645 million dollars to 10,550 million
dollars, that is, had grown twenty-six-fold. These data alone
indicate that foreign trade was one of the chief means of expansion
and chief indicators of the development of a capitalist world
economy. Looking at the foreign trade figures, we might well
regard the economic development of the countries of the European
periphery as an example of demand-oriented growth; something.
that even Adam Smith had considered to be a very important
factor of economic growth. A number of economists do consider
the economic development of even the leading industrial nations
to have been due primarily to the rapid growth of international
trade. Such a view is mainly supported by data indicating that
in England, too, it was in the so-called export sectors that produc-
tion growth was the most rapid.*

Most historians dealing with the subject, however, argue
that it was the growth of the domestic market that played a
decisive role in the transformation of the leading industrial nations,
all the more so because foreign trade — since it depends on cert~
ain determinate natural preconditions — is a function of a specific
level of domestic production. And we could hardly account for
the coincidence of demand and supply without examining other
production factor trends, such as capital and labour, for instance.

1 See, MR, Hartweir, ** The Causes of the Industrial Revolution ”, The Economic
History Review, 1969,
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But the first question we must tackle in examining the reactions
of the countries of the European periphery to those riding on
the crest of the first wave of industrialization, is how they had
come to enter the stream of international trade, a stream swelled
by the industrial revolution. None of the countries of the peri-
phery was cut off from European trade. The Italian city-states
had been the centers of world trade in the Middle Ages; Spain
and Portugal had dominated it in the XVIth century. The Balkan
countries, on the other hand, had only been marginaﬂy involved
in foreign trade; but involved they were, particularly between the
XVIth and XVIIth centuries. The volume of their trade, however,
had been relatively small, not only because the volume of world
trade during that period was generally smaller, but also because
the Balkans were countries with low productivity, minimal
surpluses, and no economic specialization. The goods exported
were those typical of the countries of the periphery from the
XVIth century on (the time when the exchange of agricultural
products for mass industrial goods first started as did the relativ-
ely large-scale export of certain industrial raw’ materials).

The countries of the European periphery that we have been
dealing with were, for the most part, exporters of agricultural
products to Western Europe. Sweden and Russia also exported
significant quantities of brass, iron and wood. . However, prior
to the XIXth century, their trade cannot, or can but barely, be
considered examples of international specialization and as far
as the domestic economies were concerned, foreign trade remained
supplementary to rather than determinative of, economic develop-
ment. The fragmentary, and by no means totally reliable, data
at our disposal indicate that Russia’s share of European trade
in the 1830s was relatively large, nearly 89%. During the same
period, the share of the Habsburg Monarchy was nearly 5%;
of Spain, more than 2%; of Portugal, 1.5%; of Sweden, more
than 1%. Portugal led the countries of Europe in terms of per
capita foreign trade at this time, probably on account of her

,
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intensive colonial trade, and her special trade relations with
England.5

The English Industrial Revolution, and its diffusion through-
out the western half of the continent created new conditions
for European trade. The countries that were less developed but
had close economic, political and cultural ties with Western
Europe were all influenced by the new circumstances, though
both the form this took varied from country to country as did
the consequences. Everywhere, however, the way was being
cleared for the spread of capitalism and economic specialization.
It was this that was largely to determine the development of
foreign trade throughout the XIXth century. This had two main
features. The first was the growth of trade among the develop-
ed countries, though England continued to keep her lead over
the rest; the reason here was the growing specialization that
more developed production gave rise to, and the exploitation
of the advantages each country derived from its own special
factors of Production. The second characteristic of XIXth century
- Buropean trade was that the trade between the developed and
the dnderdeveloped nations grew by leaps and bounds. The
incentives here were the nearly insatiable need of the former
for agricultural products and raw materials, and the fact that
trade ‘with the nearest underdeveloped agricultural nations —
those of Burope — seemed the most natural way to satisfy these
needs.

It was, thus, 2 natural furst step in the world-wide expansion
of capitalism to spread the fruits and demands of the industrial
revolution to the European periphery. The countries of this
area were not only easily accessible geographically, they were
themselves anxious to establish contact with the industrialized

5 In the mid-XVIth century, 15%, of English exports were sold on the Portuguese
market. Bairoch calculates that around 1800 Portugal accounted for 5-7% of all Euro-
pean exports-a percentage that seems to us exaggerated, See P, BarocH, Commerce ex-
terieur et developpement Sconomique de I"Burope, Paris, 1976, p. 266.
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nations; and, with the socio-political changes taking place and
the bourgeois institutional systems coming into being, they were
becoming particularly well equipped to do so. The railways
built with foreign investments provided the technical precondi-
tions of their participation in world trade. Europe’s backward
countries thus became at once the market for Western Europe’s
growing store of industrial products, and the providers of its
supplies of food and raw materials. At a time when the other
continents were just starting to join in the new system of world
trade initiated by the industrial revolution, except for a few
special tropical products, it was mainly South-Eastern Europe,
and to a certain degree Northern Europe, which functioned as
a peripheral area to the industrial European centre.S

There can be no doubt, therefore, that the needs of the deve-
loped industrialized countries stimulated an export orientation in
these hitherto self-sufficient, and consumption-oriented economies.
The scale and consequences of this change, however, were func-
tions of external and domestic factors combined. The geogra-
phical proximity of the European periphery — even though the
revolution in transport in the XIXth century, the building of
the railway network and the consequent drop in transportation
costs was to make this a secondary consideration — was in itself
a potential advantage. ‘The scope and the effects of foreign trade,
however, depended primarily on how far the developed coun-
tries’ import demands coincided with what the backward coun-
tries had to offer. The exporters of crucially important raw
materials of high demand clasticity had an advantagc — in the
given phase of development — over the exporters of agricultural

6 It is not our task to give a detailed analysis of the ever growing literature dealing
with the relationship of the centre and periphery. - We would note, however, that one
of its weakest poinis seems to be the failure to account adequately for the relationship
between the developed and underdeveloped parts of Europe. Content to regard the
underdeveloped parts of Europe as * semi-peripheral ” or a belatedly develeping ad-
juncts of the core, most authors avoid the question of why it was that these semi-peri-
pheral areas could later become parts of the core.
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products, whose demand elasticity was lower. The domestic
repercussions. of foreign trade were no less important. The
process through which capitalism drew ever newer areas into
the international economy, which reached Scandinavia before it
did the Balkans, can, indeed, be regarded as being unified.”
Nonetheless, we can hardly consider the relationship of the first
industrialized and the second-comer countries simply in terms of
a time-lag, nor see their functional rclationships simply as an
example of natural specialization based on comparative production
COSts. ’

As we have already mentioned in speaking of the pull of the
centre, the XIXth century industri_al revolution led to a phcno-
menal rise in import needs. The new machines were insatiable
in their consumption of cottor, wool, coal and metals, and do-
mestic agricultural production was unable to meet the needs of
the growing industrial populat.ion, even with standards of living
as low as they were. The industrialization of the centre, therefore,
meant extraordinary opportunities for the more backward coun-
tries of Europe to increase their exports of agricultural goods and
raw materials. Accordingly, agriculture became the chief and
most comimnon export branch of the countries of the periphery,
these being the countries most directly affected by Western
Europe’s ever growing demand for imports of foodstuffs. Cal-
culated at constant 1913 prices, Western Europe’s per capita food
imports grew from an annual $6.00 in 1872, to $12.80 in 1900,
and to $13.90 by 1913% There was a corresponding growth in
the exports of the European periphery: from Scandinavia, from
Italy, from Greece and from Spain ever larger quantities of foods-
tuffs and raw materials were being shipped to England, Germany
and Austria.

7 Cf. S. PorLarn, * Industrialization and the Eurcpean Economy ™, The Economic
History Review, No. 4, 1973, _ :
¢ CH. KINDLERERGER, Foreign Trade and National Economics, New Haven, 1962,
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Tame 1
RATE OF EXPORT GROWTH,®
Annuval Average, in %

Country 1860-80 1880-90 1890-1910 1860-1910
Hungary — 1,6 C36 . 2,7%
Bulgaria — 9.4 33 5.3
Greece 2.4 6.7 2.9 33
Romania — 2.1 39 33
Serbia — 19 472 34%
Russia 4.1 35 36 3.8
Sweden 45 37 32 4.0
Norway 33 ' 1.8 3.8 . 3.2
Finland 6.6 1.6 5.5 5.1
Denmark 7.2 1.8 4.8 5.1
[raly 34 — 20 4.2 2.6
Spain 4.4 2.9 09 2.7
Portugal 2.0 0.5 21 1.7
Furope 32 1.3 32 2.8

* 1880-1910.

The first conclusion we can draw from Table 1 is that in
most of the countries concerned, the rate of export growth was
faster than the European average. The countries with the fastest
growing export rates were Finland and Denmark, both with an
annual growth rate of over 5 per cent. At the other pole, we
find the countries of the Iberian Peninsula and Italy, with an
export growth that was below the European average. These
latter countries, then, were unable to join fully in the export
boom induced by the Western-Europe center.

The value of the periphery’s exports (Table 2) is another
indication of the part they played in European trade.

% Calculations based on P. Bamocn, ““ European Foreign Trade in the XIXth Cen-
tury: The Development of the Value and Volume of Exports ™, The Jourmal of European
Economic History, 1973. For the figures on Hungary, see Scorr Epprg, “ Terms and
Patterns of Hungarian Foreign Trade ™, The Journal of Economic History, June, 1977.

546




Foreign Trade and the Industrialization of the European Periphery

TABLE 2
THE PERIPHERY'S CONTRIBUTION TO EUROPEAN
TRADE,® Value of Exports, in % '
Country 1860 1830 1910
Hungary — 4,4 38
Bulgaria — 0.1 0.3
Greece 3.2 0.3 03
Romania —— 1.1 1.3
Serbia — 02 0.2
Russia 5.6 8.3 89
Sweden 1.0 1.8 1.8
Norway _ 0.7 0.7 0.3
Finland ' 0.2 04 0.6
Denmark 0.5 1.0 1.5
Ttaly 5.1 38 45
Spain 23 34 22
Portugal 0.7 0.5 0.4

Here, too, the growth trend is obvious, though in a number
of cases — as we shall see — the volume of trade was so small
that even a faster rate of growth led to no essential change in
the ratios. And here again, it is the countries of Southern Europe
that show a declining trend. Portugal’s contribution was ever
smaller. In Spain we find signs of an export boom between
1860 and 1890, but the 20 years following were much less
auspicious. For Italy, on the other hand, the period ‘between
1860 and 1880 was the low point; the 1890s and the first decade
of the century brought a gradual upswing.

All this indicates the period as a whole to have been one of

10 Bairoch did not include Hungary in his calculations, and even when caleulating
the total volume of European foreign trade, he included the figures referring to the
Monarchy as a whole. When we also take into consideration the trade that occurred
between the two halves of the Monarchy, we obtain considerably higher figures for
the Monarchy’s share in European trade than those that he gave. Naturally, we in-
cluded all of Hungary’s foreign trade (i.c. the exports going to the Austrian half of the
Monarchy) too,
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relatively rapid export growth, with a corresponding rise in the
demand for import goods, all of which served to accelerate the
development of the economy and its capitalist transformation.
Demonstrating the growth of exports and foreign trade, however,
is by no means tantamount to establishing how far it contributed-
to economic development as a whole, or how far it led to the
growth through savings and investments. Nor can the social
ramifications of these questions be fully discussed. In this con-
nection, we shall merely mention that in many countries the
bourgeois transformation was at that time an incomplete, and
still ongoing process; the power of the old ruling classes survived
in a number of countries, as did the feudal system of big estates.
All this served to concentrate a great deal of the income from
~exports in the hands of a disproportionately small sector of the
population; and one which was by no means unequivocally
committed to fostering capitalist values.

But to return to the economic aspects of the role of foreign
trade, let us examine first of all the “ axiom ” that a foreign trade
structure based on the export of raw materials is, in some sense,
indicative of backwardness.!! Just as common a point of depar-
ture is the assumption that in any exchange of food-stuffs and
raw materials for manufactured goods, those selling the former
are bound to be at a disadvantage, while those selling the latter
are bound to profit from the deal. With terms of trade thus
favouring the sellers of manufactured goods — the countries of
the industrialized centre — the rich were bound to get richer,
and the backward were bound to fall even farther behind. There
can be no doubt that the XIXth century exchange of agricultural
goods and raw materials for industrial products seemed to con-
firm this assumed regularity. For instance, the world market
price for machine products was on average 16 per cent higher
in 1900 than it had been in 1872, and rose another 31 per cent

11 See SAMIR AMIN, op, cit., p. 472
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by 1913. At the same time, grain prices, which had been rising
in the third quarter of the XIXth century, fell drastically during
the last quarter. Between 1855-64 and 1885-94, the price of
wheat on the Copenhagen market fell by a third, the price of
rye by nearly a quarter, the price of oats by 10 per cent, while
~ barley prices more or less stagnated. Between 1872 and 1913,
the price of wood fell by a sixth, as did the prices of both coal
and cake. Raw material prices as a whole fell by an average
of one-third between 1872 and 1900. (We must note, however,
that it would be mistaken to consider this the inevitable result
of some hard and fast “law ”. Grain prices, as we have seen,
did rise for a time, and the price of animal products rose throug-
hout the period.) The facts indicate that it was not generally
true that trade terms were to the advantage of the countries of
the centre, and disadvantageous for the countries of the periphery.
Who benefited most was always the result of a combination of
factors, the nature of the actual goods being imported and ex-
ported, and of actual world market price trends.

There can be no doubt, however, that between 1860 and 1914,
a decisive half century from the point of view of the European
periphery, England’s terms of trade improved by 209%: that is,
for the same volume of exports, England at the end of the pe-
riod was getting a fifth more imports than she had fifty years
earlier. Belgium was another country of the centre whose trade
showed similar trends. (Yet even here, we should note that in
the previous forty years between 1820 and 1860, when England’s
industrial monopoly was much more decisive, her terms of trade
had followed an unfavourable trend, .and, by 1860, England had
to export 50 % more than in 1820 for the same volume of im-
port goods.’?) For France and Germany, the prewar decades
brought poor trade terms. Between 1880 and 1913, for instance,
Germany's terms of trade deteriorated by no less than 20%.

12 BR. MIrcHELL-PH. DeANE, British Historical Statistics, Cambridge, 1952, pp. 331-332,
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(The fact that chemical product prices in 1900 were only 259%
of 1872 prices, and by 1913 only 459 of the 1900 prices ob-
viously had a great deal to do with this).

During the same period, the terms of trade of Sweden, an
exporter of foodstuffs and raw materials, improved by 509%,
and Denmark’s too became more favourable; Norway’s terms of
trade, however, were damaged by the fall in revenues lost as a
consequence of the fall in shipping costs. L3szlé Katus' calcula-
tions for Hungary indicate that the Monarchy’s protectionist
agricultural policy after the turn of the century brought similar
improvements in her terms of trade.l> However, the situation
was quite different in the case of the countries of the Iberian
Peninsula.

Certain general trends notwithstanding, therefore, a country’s
profits or losses from foreign trade were a function of its parti-
cular circumstances. A wheat exporting country was obviously
worse off selling at world market prices than a country exporting
meat and other animal products (Hungary, which sold her wheat
to the Monarchy, was a special case); yet, both were * exporters
of agricultural products”. In the same way, machine exporters
were at an advantage over exporters of chemical products — for
which the terms of trade were unfavourable indeed — though
both were cases of “industrial export”

All this indicates that the losses or gains sustained in the
course of trade did not simply follow from a country’s central
or peripheral position, but were the consequence of the given
country’s particular production and export activity. Just what
these were, however, was very much determined by a country’s

t3 ]. Pepersen-O. PepErseN, An Awualysis of Price Behaviowr, Copenhagen, 1938;
W. HOFEMANN, Das Wachstum der deutschen Wirtschaft seit der Mitte des XIX. Jarhhunderts,
Berlin, 1965; C. KINDLEBERGER, The Terms of Trade, New York, 1956; L. Karus, the
chapter on economic development for Vol. VII of the 10-volume history of Hungary,
Budapest, 1978; Scorr Eppig, * The Terms and Pauterns of Hungarian Foreign Trade
1882-1913 ", The Jaurnal of Ecoromic History, Ne. 2. 1977,
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ability — or inability — to adapt to the demands of the market.
This element of flexibility was, in fact, a crucial factor in deter-
mining whether foreign trade became the means of a country’s
subordination to a more developed economy, or whether con-
versely it became the incentive for the country itself to develop
a more advanced cconomic structure. What was the case in
any given country can be determined only through a complex
analysis of all the factors of both the international and the in-
ternal economic system.!* In this respect, we must agree with
H. Mynt: “ The traditional concept of «terms of trade» is no
adequate measure of the advantages of international trade, any
more than is the distribution of the income derived from it
We must also take into consideration the growth of economic
activity, the changes in employment and level of technological
knowhow induced by derivative investments, and all the other
dynamic incentives originating from ‘the growth of the country"s
volume of trade.” 15

That this is indeed so is demonstrated by the fact that a great
many of the developed countries exported foodstuffs and raw
materials in the inital phase of their development, and often

14 This is why we find the concept of “ dependence ™ as it is used in a great many
works treating the relationship of core and periphery too general. The factdts making
for dependence are seen by 1. Senghaas to be the following:

a} the inequalities already present at the take-off point,

b) the inequalities in structure (in raw materials, industry, trade; whether the
cxport structure is one-sided or diversified),

¢} the one-sided effects of financial successes,

d) unequal development opportunities.

D. SencHaas, Imperialinnus und strukturelle Gewalt.  Analysen diber abhdngige Repro-
duktion, Frankfurr, 1972, p. 23.

15 H, MyINT: An Interpretation of Economic Backwardness in the FEconomics of
Underdevelopment, Ed, by AN, Agarwala - 5.P. Singh Oxford, 1958. 5. Kuzners, (Modern
Economic Growth, New Haven-London, 1966, p. 302} adds that dependence on foreign
trade is a function not only of the foreign trade-national income ratic, but ako of the
relative weight of the key sectors, or rather, the degree to which foreign trade is diver-
sified. The advantages to be derived from foreign trade depend to a great extent on
how far the goods imported can be substituted for, and on the mobility of the pro-
ductive factors invested in export goods.
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much later too, in the effort to speed up capital accumulation.
In a number of countries, then, it was the development of the
raw-material based export sectors that laid the groundwork for
the structural transformation of industry, and for an overall
economic boom. The question, therefore, is not whether the
export of foodstuffs and raw materials in itself leads to favourable
or unfavourable terms of trade for a given area, but rather whe-
ther the countries of an area become trapped in the role of raw
material exporters, or else are able to go on from there to build
up a suitably developed economic structure.!6

The ability to build up such a developed industrial structure,
to respond to the Western stimulus, and to compete successfully
with the more developed countries was, naturaﬂy, the result of
the complex interaction of a number of factors. The wealth of
a country’s natural-and geographic resources, its accessibility, its
communications network, the antecedents of its proto-industrial-
ization, its chances of capital accumulation and of adopting foreign
technology, and last but not least, government policy, were all
decisive factors of the response to the West.!” However, we

16 It is instructive, in this respect, to look at the cxport structure of Canada and
the United States:

Food, raw Food and Industrial

material semi-finished goods
products
USA Canada Canada USA USA Canada
1850 68 - — 19 13 —
1868-70 * 54 95 29 16 5
1914 ** 42 87 33 26 13
1926-1929 3 47 30 24 45 23
1936-1939 23 32 40 25 52 28

* In USA 1B61-1870; ** In USA 1501-1910.

In: Cu. KINDLEBERGER: Foreign Trade and National Economics, New Haven, 1962, 41 and
43 p.

17 For these as factors of European industrialization, see: S. Poirarp, ** European
Industrialization "', The Economic History Review, No. 4, 1973.
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must take care to distinguish within the too general category of
foodstuffs and raw materials those products which were partic-
ularly conducive to the development of industrialization from
those which were less likely to lead to technological improve-
ments, or else did not do so at all. We find it very significant
that it was the latter group of products that dominated the ex-
ports of those countries where the rate of export growth was
less than, or Only Jjust on, the average. In Greece, for instance,
agricultural products were the main export item. In 1887, 759
of Greece’s exports consisted of agricultural primary products.
We find little change by 1912, when agricultural products amount-
ed to 78 per cent of all exports. But just what agricultural pro-
ducts were these? In 1887, the three most important export
products were raisins (comprising 56.5% of all exports), wine
(5.9%) and olives and olive oil (4.5%). By 1912, raisins had
fallen to 28.89% of the total export; tobacco comprised 14.19%,
of the total export, olives and olive oil 14.99, and wine, 11.8%.
None of these products, however, though they needed some
minimal processing before export {the tobacco had to be dried
and graded, the oil Pressed from the olives, the grapes dried for
raisins, etc.) necessitated the development of a genuine food
industry. The technology needed for processing tobacco, for
instance, was minimal, for the tobacco factories of the period
were closer to the traditional manufactories than to the industrial
plants of today. Nor did the production of raisins, oil or wine
set new industrial tasks.

Here, therefore, the dominant export branches were by no
means organically related to the first possible steps to indus-
trialization.

However, this was not the only impcdimcnt which prcvented
Grecce's eXports becomjng the starting point of her economic
prosperity and industrial transformation. No less important was
the fact that the principal Greek exports tied in with no key
sector of Western European economic development. Raisins, oil
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and tobacco all had a low price elasticity of demand, and showed
price trends that were less than favourable. The lack of economic
impetus was reflected also in the import trends, aggravated by
the fact that Greece needed to import foodstuffs as well. In 1887,
cereals comprised 38 % of her imports; in 1912, cereals accounted
for 199, sugar comprised a further 5%, Coal, too, was a signi-
ficant import product, accounting for 129 of Greece’s imports
throughout the period. The relatively small volume of indus-
trial imports, too, was in keeping with the conventional picture
of a backward economy: the most important industrial imports
were the textiles brought in for mass consumption; machinery
and investment goods came to a minimal 1.5 % of total imports.
In the case of Greece, then, the annual export growth of 39
and the Greek economy’s heavy export orientation — foreign
trade contributed 269 of the national income — tended, rather,
to conserve the given economic structure, rather than to renew
or to transform it. In fact, thete was only one industry which
was directly related to foreign trade, the shipbuilding industry.
A trading ship’s capacity during these decades grew ten-fold;
however, for lack of capital, technology and skilled labour, the
really big, modern ships were unlikely to have been built in

(reece. 18

Portugal during these years presents an even sadder picture.
For generations, Portugal had been one of England’s chief trad-
ing partners: by the Methuen Agreement of the XVIIIth century,
Portugal had become a free trade area for English textiles and
in return Portuguese wines received significant tariff concessions
in English ports. This trade of English textiles for Portuguese
wines has provided the great example for free-trade and com-
parative-costs theoreticians since Ricardo. This is not the place
to give a general critique of the comparative costs theory; the

18 For the data, see B. Sterjos, Industrial Revolution in Greece (Hungarian} in
Berenn T. IvAN-RANKI Gybdney: Gazdasigi elmaradotisig (Budapest, 1979.)
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Enropean, and particularly the Portuguese experience, however,
goes a long way toward refuting it. For the growth in the
demand for wine was very far from keeping pace with the growth
in the demand for the more important raw products or consumer
products of the period.

Bairoch attributes the 5tagnatlon of the Portuguese export
sector to three factors: 1) the country’s loss of the Brazilian trade
monopoly; 2) the stagnation of wine exports; 3) the extraordinary
one-sidedness of Portugal’s exports (up to 1890, wines accounted
for about 509 of her export trade).!®

The slow growth of Portugal’s foreign trade indicates first
of all that what she had to offer did not sufficiently attract the
new, dynamic world market. (Sardine exports did, however,
grow by leaps and bounds after the turn of the century.29) This
being so, Portugal had a constant balance of payments deficit.
Her export industries, though they could hardly be called colonial
in character, were in sectors that could only minimally stimulate
her internal economic transformation. They also failed to con-
tribute to the partial modernization of agriculture, or even tem-
Porarily to become the leading economic sector. When, after
the turn of the century, the textile industry and textile exports
did show an upward trend, this was duc in no small part to the
salutary influence of Portugal’'s colonial market.

S. Kuznets and W. Rostow 2! are absolutely right in saying
that a more than average rapid growth rate is by no means
all that is needed for a sector to become a *leading sector ”
We can speak of genuine transtormation, of genuine * take-off 7,
only when there emerges an economic sector or branch which

is sufficiently widely and deeply embedded in the national eco-

19 P. BamrocH, op. oit. (1976), p. 267. The wine exported in 1800 reached 200,000
hecto-liters, and was never higher until 1870.

2 A. Castro, A revofucao industrial em Portugal no seculo XIX, Llsbon, 1972, p. 73,

2 W. Rostow, “ The Leading Sectors and the Takeoft”, in The Economics of
Take-off inte Sustained Growth, London, 1963,
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nomy as a whole to create a mass demand for labour, raw ma-
terials, and other industrial goods, and to stimulate the creation
of further industries (either through narrow cross-sections, or
through cutting investment costs). The criterion, in short, is to
set off a general chain-reaction. It is not enough for export
industries to start developing, or export production to start grow-
ing, to stimulate the economy’s capitalist transformation. What
is needed is a whole series of dynamic changes, in which the
setting up of new substitution and complementary industries
leads to the transformation of the whole of the country’s eco-
nomic structure.??

This being so, we can hardly be surprised to find that the
huge foreign loans received failed to act as a stimulus to the
Portuguese economy. For one thing, with her considerable
import surplus, the interest payments and principal repayments
that had to be made on the foreign loans became an ever heavier
— practicaﬂy insuperable — burden on the Portuguese economy.?3
For another, foreign investment was predominantly in sectors
which had only minimal spin-off effect, and which produced no
surplus value capable of supporting a new more developed econo-
mic structure such as might tilt the balance of assets and deficits
in favour of the former. Thus, though foreign investments did
accelerate economic development and expand the domestic mar-
ket, they did so only slightly, and inadequately for industrializa-
tion. Portugal had the biggest per capita debt in Europe, a very
low level of national income, and a very slowly changing econ-
omic structure. Trapped at a very incipient stage of develop—
ment, her dependence on the developed industrial nations, par-
ticularly England, followed an almost classical pattern. Once the
external impetus for change slowed down, it was more and more
these distorting and inhibiting influences which came to pre-

22 Cf. A. HIsCHMANN, Strategy of Economic Development, Yale, 1958,
23 A. CastrO, op. cit., p. 146. Between 1898 and 1910, the value imported was
generally twice the value exported.
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dominate, We have here what was, in fact, a typical, and by
no means a unique situation for a country on the European
periphery: foreign influences could accelerate to a degree, but
could by no means solve the question of economic development.
In Portugal’s case, the preconditions determining the direction
and effectiveness of foreign investment and of international trade
relations were, for the most part, highly unfavourable. Neither
the sectors invested in, nor their effect on the national income,
were conducive to the transformation of the economy; and the
country’s economic structure, which determined both the in-
vestment and the export possibilities, was even less so.

This was true in spite of the indubitable growth in the vo-
lume of Portugal’s exports, partly because the country’s export
sector was characterized by low productivity. Both export
growth and foreign investments boosted trade rather than in-
dustry, and had only a minimal accelerator and multiplier effect
on production. There was no significant growth in domestic
demand, investment remained dispersed, capital profits tended to
trickle out of the country, and the effectiveness of the impetus
the economy had received proved, in the long run, to have been
severely limited.24

It seems quite clear that the export sectors of the Balkan
countries — which started to develop much later than those of -
Greece and Portugal, and showed extraordinary dynamism
{(between 1850 and 1913, Serbia’s export grew from 4.7 miilion
to 23.4 million dollars, and Romania’s from 9.4 million to 135.9
million dollars, while Bulgaria’s grew from” 4.4 million dollars
in 1870 to 36.9 million in 1913) — followed a line of development
quite similar to that of the latter two countries. Five leading
export items — all of them agricultural products —. comprised
between three-quarters to four-fifths of the Balkan exports

24 For a theoretical treacment of the subject, see G.M. Meves, * The Problem of
Limited Economic Development ”, in Agarwaia SiNcH (ed.), The Ecoromics of Under-
development, New York, 1963.
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throughout the period. The income received from these ex-
ports was only sufficient to increase agricultural production
slightly, and to start building up a2 more modern, XIXth century
infrastructure. Though a number of the Balkan countries, ex-
pecially Romania, also offered export products for which there
was constantly a great demand on the European market and at
prices that were far from being disadvantageous, nevertheless
here, too, we can detect only the first steps toward capitalism
during this period. However, the centre’s need for exports did
give a boost to these countries’ previously stagnant economies,
and accelerated their development. No radical structural trans-
formation or rise in economic levels took place, however; for
while the centre did serve as a stimulus to the economies of the
countries of the periphery, the contradictions inherent in this
kind of economic relationship were, in the case of the Balkans,
particularly acute. In a number of cases, the pull of the centre
did not operate simply through the automatic mechanism of the
world market. Not infrequently, it took the administrative and
political intervention of the great industrial powers to remove
the legal and institutional impediments that tradition had placed
in the way of progress. The domestic conditions, however,
remained so rudimentary that it necessitated foreign help to
build up even the minimal infrastructure that was achieved.

Under the circumstances, the limitations and distortions of
the pattern of economic growth induced by the centre were
particularly obvious. The developed countries not only insisted
on exports of foodstuffs and raw materials, but also flooded the
underdeveloped Balkan markets with their mass-produced in-
dustrial products. The small local handicraft industries that had
been prosperous earlier were soon ruined by this kind of com-
petition; no genuine big industrial development, however, came
to take their place. Foreign trade, too, proved but a limited
incentive to development at this time, though there was growth
in branches of mining, and in the industrial processing of cer-
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vanced to suit its own needs.?” Thus, though foreign invest-
ment did encourage economic growth, this by no means com-
pensated for the extraordinarily low proportion of the preductive
investments, not for the disastrous competition that the industrial
imports concomitant with capital import meant for the under-
developed domestic industries.

The massive loans — which led to indebtedness which later
resulting in the formal curbing of the economic sovereignty of
these countries — did, in fact, initiate a certain process of econo-
mic transformation, but this never led to self=sustained economic
growth, nor to the development of a modern economic struc-
ture. The change - was that these economies, consolidated in
their backwardness, now conformed to the needs of the developed
economies. The centre thus proved to be only a very tenden-
tious incentive to development. For one thing — as our data
in the chapter on the Balkans indicate — many of the loans con-
tracted were used to build up new armies and state apparatus.
These largely unproductive investments were a great burden on
the economy without bringing any direct profits.? What is
more, given that there were no returns on these investments,
increased taxation remained the only way to repay the debts.

This is well reflected in the growing importance of excise
taxes in the national budget: 50% of Romania’s national reve-
nues, and 429, of Bulgaria’s came from this source. Bulgarian
peasants paid out 20% of their incomes in excise taxes.?® All

27 For 2 general treatment of the problem, see D. SENGHASS, op. ct., p. 19, as well
as J. Gartune, Eine struktwrelle Theorie des Imperialismus, in D. SeNcHAas: Kritische
Friedenforschung Frankfurt, 1971,  Naturally, we can hardly accept a view which
explains the economic backwardness of the Balkan countries exclusively, or even pri-
marily, in terms of their relationship to the developed ones.

28 ], K. Galbraith aptly calls such investments of the newly independent states ins-
mances of “ symbolic modemnization ™. " Yet it will be clear that the economic well-
being of the people is not nuch advanced by symbolic modernization.” LK. Garsrarrs,
Economic Development, Boston, 1964, 51.

20 A. Mwarp-5.8. SavL, The Development of the Economies of Continental Enrope
1850-1914. London, 1977, p. 461.
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this, of course, served only to further enervate the already weak
domestic market, and made it even more unlikely that the sectors
benefitting from foreign investments could stimulate the crea-
tion of spin-off industries, %

Disregarding both the largely unproductively invested go-
vernment loans, and the technology borrowed from the centre,
the positive infliience of the developed countries consisted mainly
in stimulating agricultural exports, in helping to build up the
Balkan railway networks, and in capital investments in certain
extractive industries. (Except for Romanian oil after the turn -
of the century, the export of Balkan mineral resources was, at
this time, negligible.)

In the absence of a spin-off, and with its share in world market
as small as it was, the Balkan agricultural exports could not
become the basis of general economic prosperity. (Romania
was an exception in this respect, and supplied 8% of the world’s
wheat exports.)

The Balkan railway network — though far less extensive
than the railways of Western Europe, or even those of Italy or
Hungary — did, nevertheless, bring a certain unity to the national
market, and served to connect it to the network of international
trade. It did not, however, become the chief factor of economic
growth as it had in Western Europe, or Italy, or Hungary, or
even in Russia, where the economic processes induced by railway
building became the basis of lasting economic prosperity.

Foreign investors, who held the lion’s share in railway cons-
truction, naturally first of all wanted to see the international
lines completed. Neither political nor strategic considerations
dictated the construction of a network joining the various areas
of the domestic market, nor did it promise to be particularly
profitable to do so. The economic effects of foreign railway

3 The interest due was very high as well Romania had to pay an interest rate
of 51/2-53/4%,. Serbia and Bulgaria paid a rate of 61/2%, in the early 19005, and
51/2%, just before the war, J]. LameE, op. cit., p. 76.
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investment were rather one-sided and external, and essentially,
railways became a factor of international spccialization, and, as
such, tended to help keep the area in its state of backwardness.3!

Even Romanian oil exports suffered all the drawbacks typical
of an export-oriented economy set in motion by foreign invest-
ments. The rapid growth of a few industries had relatively
little effect on the development and transformation of the eco-
nomy as a whole. Though the extractive industries prospered,
this hardly influenced the processing industries. No adequate
sectoral structure developed; investment goods were still largely
imported, and even the crude oil that was extracted was, for the
most part, processed abroad. Before the war, Romania was
still importing refined oil. Unlike other countries, in Romania
oil gave rise to no industrial development. Her industrial sectoral
structure was only minimally altered by the increase in oil pro-
duction, for the profits were either invested in expanding the
extractive sector, or else were exported abroad.

Foreign capital investment did, then, speed up the process
through which more developed production methods came to
the Balkans; it served to increase productivity and to expand
the market, and helped establish technologicaﬂy more advanced
factories and even some new industries. However, given the
system of international specialization, and the absence of domestic
incentives, this was not enough for a breakthrough. At the
same time foreign investment also had aspects which tended to
preserve the structural backwardness of these economies. The
export sectors formed isolated “ enclaves” within the economy
as a whole,32 and gave rise to a dualism which, though it differ-
ed from the classical colonial model, (where the industries set up
with the help of foreign investments differed from the backward,

M TvAN T. BereND-GySrey RANEE, op. cit. (1974).

1z For the “enclave” type of export sectors in general, sec TamAs Szewres, Az
elmaradortsdg és a fejlettség dialcktikdja o tokés vildggazdasdghan (The dialectics of backward-
ness}, .
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traditional sector to the point of conflict) was yet a sign that the
Balkan economies too were  dual >’ economies.

Very similar to the Greek, Portuguese and Balkan develop—
mental pattern that we have been examining was that of Spain.
Spanish export growth was by no means rapid; it fell somewhat
short of the European average, and, what was particularly inte-

resting, showed a downward trend. While between 1860 and
1880 export growth was 4.49, per annun, in the 1880s it was
only 2.9%, falling to only 0.99% by between 1890 and 1910.
This decline in export growth was accompanied by changes in
the structure of Spanish exports which occurred between 1830
and the turn of the century. In 1850, wine and brandy made
up 28% of Spain’s exports. Of the ten leading exports, nine
were agricultural products, with lead being the only industrial
raw material. At this time, Spain was even exporting wheat. 33
Initially, then, trade with the industrialized nations here too
meant a growth in agricultural production. Western Europe’s
growing industrialization, however, demanded more and more
metals and ores. From the 18705 on, it was from the countries
of the European periphery that were already established trading
partners that the West strove to satisfy its demand for raw ma-
terial. Foreign capital, as we have seen, flowed into the periphery
precisely to exploit its mineral wealth. It is, then, hardly surpris-
ing to find that by 1913 it was no longer wine, but metals that
headed the list of Spanish exports, and accounted for 129,. Wine
-took second place, with ores (11.6 %) coming a very close third.
Among the ten leading exports we now also find textiles. Char-
acteristic of the change in the export structure was the decline
in grain exports. In fact, in the quarter of century preceding
World War 1 Spain was more often an importer of grain. At
the same time, fresh fruit became the fourth most important

3 For the question of Spanish grain exports in the XIXth century, see N. Sancrez
ALBORNOZ, Los crises de subsistencias de Espafia en el siglo XIX, Rosario, 1963.
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export (8.4%), much of it coming from the abundant citrus
plantations of Valencia.

Foreign capital investments in Spain were less diffused, there-
fore, concentrating as they did on producing for the world mar-
ket. It was for this reason that they also served to induce a
certain degree of autonomous investment. Spain’s income from
her exports was considerably higher than Portugal's. A great
deal of foreign investment went into railways and mining, and
a developed infrastructure was the result. The basis of an iron
industry was also laid; and, with the help of native investments,
an expanding domestic market and the existence of a traditional
textile manufacture helped lay the basis of a strong, modern
textile industry in Catalonia.3* But even in Spain it was not
primarily as a. stimulus to the economy that foreign capital in-
vestment functioned. Foreign investment failed to lead to self-
sustained economic growth, though there were some signs that
it might. In the long run, however, the structural changes that
did take place stopped short of a genuine transformation, and
the principal characteristic of the economy remained foreign
dependence.

Although Spain’s entry into the world market had much in
common with the analogous attempts of the previously discussed
underdeveloped countries, the process was much more fraught
with contradictions. Spain’s was not merely a case of quanti-
tative development within the framework of the old economic
structure, but a case of genuine change in the factors that made
for economic development and sustained it. Economic develop-
ment started in response to external stimuli, but came to encom-
pass certain elements indicative of self-sustained growth. The
old economic structure underwent some change, but there was
no radical transformation. The conﬂicting forces of stagnition

3 H. Vasquez DE Ropa, “ El processo de l'industrializacion en Espafia ™, in I'fs-

dustriglization en Enrope, Lyon, 1974,
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and change waged a tug of war to determine the economy’s
future.

It was much the same process that took place n Italy and
Hungary, but the changes which occurred were more decisive
and far-reaching. Here, too, forcign demand provided the
decisive 1mpetus for change, with the export sectors doing a
great deal to speed up economic development and to create a
capitalist cconomy.

Between 1850 and 1913, Hungary’s exports jumped from
30 million dollars to 368 million. In the 40 years preceding
World War I, exports increased more than three-fold, which
meant an annual growth of over 3%.

The chief export item was grain, which accounted for over
50% of all exports. Grain was a fortunate export item in all
respects, at least to the turn of the century. The demand for it
grew constantly as the western areas of the Austro-Hungarian
Monarchy became more industrialized, and as per capita con-
sumption increased. Prices — until the flood of Cheap American
grain to Burope bronght them down — showed an upward
trend, and long continued to be advantageous within the tariff
wall protecting the Monarchy. Hungary — primarily because
of her position within the Habsburg Monarchy — felt ‘the pull
of the Western economies much earlier than her neighbours, and
was also able to respond to it about three decades earlier than they.

Naturally, the speed of this reaction had a great deal to do
with the suength of the domestic factors of development. At
the same time, this earlier start meant that Hungary fell relatively
less far behind, and had a greater variety of options open to her
as to the form her participation in world trade would take.
 The volume of Hungary’s grain exports was such that it led
to an extraordinarily fast growth rate in agricultural production:
an annual average of 2 per cent during the half century of the
Dual Monarchy. But it was not merely a matter of using new
production techniques to increase productivity. As early as the
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late 1860s, Hungary began to exploit the industrial potential of
bcing an exporter of grain. Unlike a great many other agri-
cultural products, grain was eminently suited for industrial pro-
cessing; what was more, the conditions of its production, and
the technological and manpower demands so generated promised
to affect the country’s economic structure as a whole. Although
the manpower necds — and so the influence on social formation —
of the milling industry were rather limited, the organic compo-
sition of capital that it required was high: in other words, it re-
quircd large-scale technological Investments, a great deal of capi-
tal and a skilled although not very large labour force. Though
there were local milling industries in all the countries of Europe,
Hungary was practically the only European country to be able
to transform a part of her agricultural exports into exports of
processed food products. All this indicates intense economic
activity, and a responsiveness to the stimulus of the industrial
revolution; it also indicates that certain structural changes were
taking place in the country’s economy.

Hungary’s milling industry soon became an exporter on a
wotld scale. Budapest’s milling capacity was next only to that
of Minneapolis, U.S.A. How can we account for this extra-
ordinary boom? Primarily, because Hungary had the advantage
of relative costs, not only in grain p;oduction but also in the
milling industry, both because of cheaper raw materials, and also
because of better technology and higher productivity. Though
the machinery in the mills was partly of foreign import, during
the critical phase of the boom it was a Hungarian invention,
the roller mill, which guaranteed the country’s milling industry
its technological superiority, and its lead in quality and pro-
_ ductivity.

This clearly was a case of an economy more ready to respond
to external stimuli. Had Hungary not élready had a certain
technological expertise, she could hardly have achieved such
superior productivity; nor can we doubt that there already was
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a great deal of domestic capital accumulation, and the requisite
capitalist stratam, since Hungary’s milling industry was almost
entirely the product of domestic investments. As a consequence,
after the turn of the century, the ratio of wheat to flour in
Hungary's exports was 33: 67, while it was 92:8 in Romania,
and 98:2 in Russia.?s

It was, however, not merely in becoming an exporter of
foodstuffs rather than of unprocessed agricultural products that
Hungary differed from the countries we have been examining.
Just as initially the profits from the export of food products were
invested in the milling industry, so the later capital accumulation
fostered by the milling industry became a basis for industrializa-
tion, and of a partial transformation of the country’s economic
structure. This was reflected in the changes in Hungary’s export
structure, too: just before World War I, agricultural products
no longer comprised 76-80% of all exports as they had earlier,
(and continued to do in many neighbouring countries), but only
about a half. The effects of the initial phase of industrialization
were reflected in the import structure as well: while among
exports it is the food and other mdustrial products that deserve
our notice, we find that among imports, investment goods were
beginning to compete with the prime import category, indus-
trial consumer products. In Spain, for instance, more money
was spent in 1850 on the import of cinnamon than on the import
of machinery, and in 1913, too, machinery accounted for only
8.7% of all importS' in Hungary, on the other hand, machinery
comprised 12%, of all imports during the prewar boom years.?¢

The changeover from wheat exports to the export of flour
and its consequences for capital accumulation and industrial and
technologlca.l development therefore removed Hungary from the
ranks of those peripheral countries where the pull of the centre

35 IvAN T. BEreND-Gydncy RANEL, op. at. (1974).
3 [vAN T. BereND-Gyimey RANkI, Muagyarorszdg gydripara 1900-1914 (Hungary’s
manuvfacturing industry 1900-1914), Budapest, 1955, pp. 1904
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induced only the accelerated development of sectors geared to
satisfy the centre’s own needs. This, however, was by no means
enough for the radical transformation of the economic structure.
We must also examine the peculiarities of foreign investment
activity in Hungary in order to place her within the complicated
system of interrelationships aning the industrial centre and the
countries of the European periphery. '

We have already had occasion to note the potential for
inducing autonomous development inherent in the railway build-
ing, that accounted for least half of all foreign investment acti-
vity. We have also noted that its spin-off effect for both demand
and supply was considerable — though not Western-European
In' scope — and that this, in some measure, acted as a multiplier.
As carly as the 1890s, there were signs of the effect of the active
foreign capital invested, too. It is at this point that the intensive
" structural transformation of the Hungarian economy, industria-
lization, really takes place, and fareign capital investors continued
to play a very important role in this process: about a third of all
industrial shares were in the hands of foreign capitalist groups.

in Hungary ﬁ)rcign Capital investment also drained the na-
tional income, and led to onesidedness, to distortions in the eco-
nomic structure that developed. But, on balance, in Hungary’s
case, 1t was the impetus that foreign investment gave to economic
development that must be considered the more significant: it
got the economy over its period of stagnation, and helped start
a period of lasting cconomic growth.?” After the turn of the
century — one of the most significant phases of Hungary’s eco-
nomic and industrial development — three-quarters of the na-
tion’s capital needs were satisfied from domestic sources, a telling

37 See. L. Katus, “ A Kelet-Eurépai iparasodss és az éndlld tikés fejlidés kérdéséhez ¥
{On the problems of Eastern European industrialization and independent capitalist de-
velopment), Torténelmi Szemle (Historical Review), No. 1, 1976; and L. Xarus, Eeo-
nomic Growtk in Hungary during the Age of Dualism, Studia Historica, 62, Budapest, 1970,
p. 52.
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indication of the fact that the autonomous economic forces at
work in Hungary were by then sufficient to exclude the possi-
bility of her economy becoming dependent on external factors.

Essentially, it was the domestic forces that enabled external
influences have a spin-off effect. It was for this reason that these
influences tended to reinforce the various — rather weak — do-
mestic developmental trends. Hungary had a unique and inter-
mediate position as a country which responded to the stimulus
of Western European industrialization and was able also to adapt
and take part in the processes initiated by industrialization, with-
out, however, herself undergoing economic transformation. For
a long time, she remained a country with a specialized and linked
economy, while integrating as a dependent area in a world eco-
nomy dominated by the developed centre.

Italy’s development was similar in a number of respects.
Initially, silk was Italy’s primary export product, the traditional
silk producers of Northern Italy contributing a third of all the
country’s export goods in the late 1860s. Sicilian sulphur and
marble stood second and third on the export list.  Ores, expe-
cially iron ore, were next, with agricultural products, especially
wine, olive oil, and fruits following.?* As in Greece, Spain and
Portugal, in Italy, too, the agricultural exports failed to stimulate
the development of spin-off industries. Next to wine and olive
oil, citrus fruit was the most significant export item. (In 1862,
454 quintals of citrus fruit were exported: in 1900, 2 million
quintals, and in 1913, 4.3 million quintals.) ¥ The technology
of the age, however, did not permit the industrial processing of
these products or the development of a food industry.

Quite a different picture is provided by the silk industry,
built up as it was around already existing domestic industries

3 G. LuzaTro, L'economia Italiana del 1861 el 1914, Vol. 1, Milan, 1963, pp. 193-194.
# FJ. Copra, “ The Ialian Tariff and the Conflict berween Agriculture and In-
dustry: The Commercial Policy of Liberal Ttaly ", The Journal of Economic History, No, 4,
1970, pp. 755, 764.
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and small manufactories. Significant domestic capital accumula-
tion, urbanization, and more developed trade and manufacturing
had laid the groundwork for the changes induced in Italy’s foreign
trade’ by contact with the developed industrial nations.

Though economic development during the decades fol]owing
Unification was very slow, it soon became obvious that Italy
had joined the world market through more than simply increas-
ing her raw material exports, and that other factors besides a
more active and more profitable foreign trade 4 were working
to stimulate the economy. In fact, the structural transformation
of the economy practica]iy coincided with the growth of foreign
trade and of the profits from it. Already by the turn of the
century we can see signs of this: silk fabrics came increasingly
to replace raw silk as an export product (by 1913, silk materials
comprised 17% of all exports); the export of cotton yarn grew
ten-fold, that of woollen cloth, twenty-fold.

Italy, then, very soon ceased to be dependent on imported
sextiles — an unmistakable sign of a backward econonty — and
became herself a textile exporter.  More and more imported
machinery' i1'11pr0ved the Italian textile industry, cspecially during
the boom years of Italian heavy industry after the turn of the
century.*! Foreign trade, however, was a relatively less impor-
tant factor of the Italian economy than of most of the more back-
ward cconomies, exports accounting for only 119% of Italy’s
national income.?2 That this was indeed the case can be seen
also from examining the role of foreign investments in the Italian
cconomy. Foreign investments, as we have seen, were neither
particularly big, nor of long duration. But foreign capital pro-

# This important poliut was made by |. Viner, (The Econoimics of vaefopinmt in
the Econentics of Underdevelopment, New York, 1963). Though a number of his con-
clusions could be questioned, we can only wholeheartedly agree with him that the
question of the benefits of foreign trade is not merely a matter of exchange tates.

4 L, Caracia, Italy 1830-1914, The Foutana Econowic History of Enrope, Vol, 4,
Part 1, Ghsgow, pp. 300 f,

42 A, Mabisow, Erovemic Growth in The West, New York, 1964, p. 67.
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moted Italy’s economic development at crucial periods and in
crucial areas, giving it the necessary boost at the critical moments.
The fact, however, that Italy’s' quickly growing economy did
not remain an export-oriented dependency of foreign capital was
due, obviously, to her internal development, and her receptivity
to external influences. _

Here, then, the spin—off effects of foreign investment did
not stop at the export-oriented extractive industries, but — with
the internal preconditions as favorable as they were — could
reinforce the internal forces promoting the overall development
of all branches of the economy; under these circumstances, it
was the positive, rather than the negative effects of foreign in-
vestment that predominated. '

Obviously, this could not be the case wherever there was a
traditional economy of the Balkan type. We could hardly make
sense of Italy’s development in the XIXth century if we overlook
that before the XVIth century Italy had been in the vanguard
of European social and economic development. Her extensive
trade, her flourishing handicrafts, her advanced urbanization had
far surpassed that of the rest of Europe. Although she later fell
behind in all these respects and entered on a period of decline,
exchanging her position of leadership for one that became ever
more * semi-peripheral ” in nature, nevertheless the industrial
revolution found her — cspecially the northern areas — with
domestic preconditions more conducive to development than any
of the other countries we have been examining.

Naturally, the role and effect of external factors was nowhere
confined solely to foreign trade. Foreign capital investments, as
we have seen, were closely connected everywhere with whatever
export sectors developed. Perhaps nowhere as inextricably,
however, as in Russia. One of the chief factors of the gredt eco-
nomic boom developing in Czarist Russia at the end of the cen-
tury was the steady development of foreign trade, which grew at
an annual 3.89% betwee_n 1860 and 1910, a rate faster than the
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European average. The vastness of the country, the size of her
population, the variety of her mineral wealth all led Russia,
economically underdeveloped though she was, to play a great
part in Buropean trade. At that time, Russia was the world’s
major grain exporter, providing 25-33%, of the world’s wheat
imports. Her iron, ore and cotton exports were also considerable,
and by the turn of the century the oil discovered in the Caucasus

was among her export products.+3

Russia’s export structure was typical of that of all under-
dcveioped courtries. In spite of changing ratios, the overall
predorninancc of agricultural products, ores and industrial raw
materials in Russian exports as a whole hardly varied. There
can be no doubt that these exports and the incentives they gave
to change were major factors in initiating development. For
the growth of the volume of foreign trade — particularly ini-
tially — was not only an incentive to capitalization, but also a.
means to it. The receipts from exports were what covered the
growing volume of industrial imports, as well as the state’s con-
tribution to the building of the infrastructure. The surplus ex-
port receipts even helped counter the severe balance of payments
deficit, and contributed to payments of both interest and prin-
cipal on the extraordinarily large amount of forcign loans flow-
ing Into the country. Ruussia’s foreign trade, thus, cannot be
regarded as an economic factor passively adapting to the needs of
the industrialized nations; a means of rclegating the country to
the role of a raw material supplicr, as befitted underdeveloped
areas in the international division of labour. It would be a grave
misunderstanding of complex economic processes not to notice
that it was economic, social and political factors which made
exports the motor of a dynamically growing economy, and
enabled the difficult process of Russta’s economic transformation

43 P_A. Hromow, Ekonomika Rosszi perioda promiislennoge kapitalizma, Moskva
1963, pp. 191 ff.; and P, Bamocy, op. cit,, p. 254,
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to get going — though only with a great deal of foreign help.
It was Russia’s political importance on the international scene,
her size, the unique wealth of her economic resources, the con-
ditions expecially suiting her for industrialization — her great
iron and coal deposits — and her vast, though underdeveloped
domestic market which enabled her to find the area of interna-
tional specialization that activated her economy as a whole, rather
than limiting growth to the development of her export branches
at some rate dictated by foreign markets. Export receipts, favou-
rable price trends and exchange rates permitted income from the
export sector to be pumped into other spheres of the economy,
with 2 consequent expansion of the domestic market.

The building of a railway network made the development
of the domestic market part and parcel of the country’s entry into
international trade. At the time of the greatest industrial boom,
47% of all forcign investments went, apart from the export
sectors, into the development of an autonomous economy, and
into the building of teclmologica]ly advanced heavy industries.
We can hardly begin to make sense of all this if we do not bear
in mind that Russia, unlike the other socio-economically back-
ward countries we have been looking at, was a great power
with quite different potential. The very size of the empire, 1its
powerful bureaucracy and military strength were all factors which
served to promote the country’s economic take-off. There can
be no doubt that after the turn of the century, Russia — back~
ward as she was, predominantly agricultural, and dependent on
foreign capital — had nevertheless got started on the road to
transforming the structure of her economy, and had entered the
age of industrialization.

The Southern European, Hungarian and Russian develop-
mental processes examined so far, although they differ from
country to country, nevertheless reveal two characteristic and
essentially dissimilar patterns. In the Balkans and on the Iberian
Peninsula — although there was a substantial increase in foreign
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trade, and foreign investments did introduce new elements into
the economy — there was no real economic growth, not any
transformation of the economy. Contact with the countries of
the developed centre, therefore, tended to reinforce the domes-
tic socio-economic conditions and to retard and distort the deve-
lopment of these countries.

In the cases of Italy, Hungary, and Russia — despite all the
real quantitative and qualitative differences in their devclopment
— foreign trade not only gave a boost to the economy, but there
was also sufficient volume of foreign capital investment to acce-
lerate economic development to such a degree that the indepen-
dent internal forces of change could also become effective, Con-
sequently, these economies began to be transformed through
industrialization, though the rate at which this took place, the
internal structure, and the level that was reached varied greatly
from country to country. This pattern, too, shows elements of
adaptation and subordination — differences in development bet-
ween these regions and the centre, and the cycles of boom and
recession made this inevitable — but there was no lack of internal
development either, no exclusion from all the advantages of
development, nor the unmitigated burden of its disadvantages.

The Scandinavian countries provide the third type of deve-
lopmental pattern for the European periphery. In spite of their
more developed social structure, bourgeois institutions, and some-
what more favourable economic position, these countries in the
middle of the XIXth century must also be regarded as peripheral.
That they were so is indicated by the lower level of development
and of national income characteristic of the periphery, by their
typically pre-industrial economic structure, as well by the com-
plementary nature of their economic ties with the countries of
the centre. Sweden’s exports of 40-45,000 tons of iron a year,
and her participation in world trade since the XVIIlth century 44

#4 K. SamuetsoN, From Great Power to Welfare State. 300 Years of Swedish Social
Development, London, 1968.
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does not contradict this since we are not merely concerned with
the volume of Sweden’s exports, but also of their medium term
and immediate economic and social consequences. But while
the technological improvements of the industrial revolution and
the advent of coke smelters diminished the role of Swedish iron
on the world market, trade and manufacturing, merchants and
craftsmen played a much more important part in the Scandina-
‘vian economy and in Scandinavian society than they did in other
countries of the periphery.

It was after 1850 that British and Western European invest-
ments, and the new policy of free trade first stimulated Sweden
to become a large-scale exporter of timber. Within 20 years,
Sweden’s timber exports rose from 0.4 million cubic meters to
1.8 million cubic meters. In the 1850s, 349, of all Swedish
exports were timber and wood products; by the 1860s, the ratio
was 44 %, and did net change much to the turn of the century.*?

Soon, however, there were incentives for development. To
the extent that the Swedish iron industry was able to adapt the
new British technology, and to the extent that British and Western
European iron producers could not meet the ever growing iron
needs of transport and industry, Sweden could still hope to
become an exporter of iron again. In fact, iron became the
second major stimulus to Sweden’s economic growth. By the
1880s, iron products were accounting for 169 of all Swedish
exports. Nevertheless, the export structure of the early 1880s
was very close to the traditional pattern. 249 of all exports
consisted of foodstufls, 439 of raw materials,”and 33 % of in-
dustrial products. But it would be a grave mistake to forget
that a forcign trade based on the export of iron and timber had
the potential to greatly accelerate Sweden’s capital accumulation,

4 F. Fupuzivz, “ Sweden’s Export 1850-1960 , Eronomy and History, 1963, and
E.F. S6DERLUND, “ Short Term Economic Fluctuation and the Swedish Timber Indusery ”,
The Journal of Economic History, 1953. M. Funx, * British Seeel and Spanish Ore ",
The Economic History Review 1958, B. -

576




]

Forcign Trade and the Industrialization of the European Deriphery

and consequently, the overall transformation of her economic
structure. In this case, an increase in the volume of exports was
bound to have more than just those consequences customary for
a peripheral economy. While exports of wine or tropical fruits
in whatever quantity could hardly lead to economic transforma-
tion, (the qualitative repercussions of quantitative growth being
negligible in this case), and while wheat exports under optimal
circumstances might initiate spin-off effects, the export of timber
and iron had longterm and immediate effects on' industry that
were much quicker to appear. For one thing, the export even
of unprocessed timber and iron ore gave rise to industrial activity
which required a considerable labour force. For another, the
very process of extraction — especially in a country with indus-
trial traditions such as Sweden — was quick to lead to the deve-
lopment of primary processing. Given the favourable domestic
preconditions, the booming world market soon initiated a process
of industrial development in which timber processing, in combina-
tion with the nascent chemical industry, created the paper and
cellulose industries that were to become major export sectors.
Cellulose exports rose from an average of 7300 tons per annum
between 1876 and 1880 to an annual 90,000 tons between 1891
and 1896; by 1900-1915, it was an annual 800,000 tons, and com-
prised three-quarters of all the cellulose produced. By 1911-
1913, timber accounted for only 269 of all exports, paper and
cellnlose having risen to 17.6%.

Judging from the export structure, then, by the bcginm'ng
of the XXth century Sweden had entered the ranks of the
developed industrial nations., While in the more rudimentary
Italian, Hungarian, and even Russian foreign trade structure it
was the growing imports of machinery that provided the measure
of responsiveness to the pull of the centre and of a certain degree
of economic change, Sweden had already got much farther
ahead, its specialised dairy and electrical machinery industries were
also producing enough for large-scale exports. On the eve of

577




I T. Berend - G. Ranki

World War I, the machinery industry was producing 10% of
Sweden’s exports. 46

Denmark’s development was even more typical of that of a
complementary economy, her export structure in the mid XIXth
century being much more traditional, and remaining largely so
untl] World War I. Denmark had no substantial store of mineral
wealth, and no industrial traditions comparable to Sweden’s.
Danish export activity received its first impetus from her
neighbours’ needs for foodstufts, since especially from the 1840s
on there was no Danish food product that could not be sold
on the neighbouring markets. It was largely in response to
export demand that Denmark’s agricultural production rose by
809 during the period under discussion. At this time, agricul-
tural products comprised 80% of Denmark’s exports, cereals,
meat and milk products betng the chief items.

When American grain flooded Europe’s markets, however,
Dénmark cut back her grain production so far that she soon
became an importer of cereals. She quickly and radically switched
instead to livestock production. Initially, live pigs sold on the
German market were the mainstay of this industry; later, when
Germany withdrew behind 2 tariff wall, Denmark developed an
impressive meat and food processing industry, a process in which
inventions like the mechanical creamer played an essential part.

By the turn of the century, more than 909 of her exports
consisted of agricultural and food products. Butter accounted
for 479 of Denmark’s exports, bacon and ham for 26%, and
eggs for 89. This extraordinarily intensive export activity,
which was explicitly aimed at the English market (50-60% of
it endcd up on English breakfast tables) guaranteed Denmark

4 Sweden had no necd of protective tariffs for this; practically throughout the
period she followed a free trade policy, hence primarily of complementary development,
to transform her cconomic structure. For the data sce L. JorBERG, in Fontana Economic
History of Ewrope, vol. 4, The Nordic Countries, as well as K.G. HipeeranD, “ Les
traits caractéristiques de lindustrialisation des pays scandinaves ™, in L'industrialisation
ent Ewrope, Lyon, 1973,
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favourable terms of trade throughount the period, and brought
her very considerable export receipts. Per capita national income
doubled during this critical period, indicating a significant expan-
sion of the domestic market. The national income grew 3.39%,
per annum — thanks mostly to the 4.5%, annual export growth —
and made possible the beginnings of the process of import-subs-
‘tituting industrialization.*’

This industrialization, however, exclusively served the domes-
tic market. Even just before the War, industrial products ac-
counted for only 6-99 of all Danish exports. Most of the con-
sumer products Denmark needed, however, were produced
domestically. Investment goods, on the other hand, continued
to be imported. Denmark was a relatively backward agricul-
tural country when she set out on the road to industrialization,
but by the eve of World War I she had achieved a high national
income purely through exporting processed agricultural products.

What we have here is a very special case of adaptation to the
capitalist world economy, facilitated by Denmark’s particular
internal conditions and social and educational structure. Yet,
Denmark’s case also illustrates that — given adaptability to the
fluctuations of the business cycle, export elasticity, a suitably high
demand elasticity, and the development of spin-off effects — the
relationship of the centre to the countries of the periphery in the
mid-XIXth century was far from a closed, static system. The
trend which emerged as dominant from the conflicting incentives
and limitations to development that made up the centre’s in-
fluence on the periphery was a function also of forces endogencous
to the pai‘ticular peripheral country. Thus, for instance, the
very effectiveness of the external factors, of the influence of the
booming international market, was influenced by the flexibilicy
with which a peripheral country exploited the opportunities its

natural resources and geographic position presented.

41 S A, Hansen, Okonomisk vaekst in Denmark, Copenhagen, 1974.




1. T. Berend - G. Ranki

Denmark was a country particularly sensitive to foreign
trade. Her exports provided a quarter of the national income.
And while in her foreign trade relations she was still functioning
as a more developed peripheral country, on the domestic scene
there were already trends towards urbanization and industrializa-
tion which predominated. Here, then, foreign trade did not
forestall but rather tended to accelerate the transformation of
the economic structure.

We find much the same situation in the case of Norway,
though with a more modest overall development. Norway'’s
exports were all mainly related to lumbering and fishing; her
greatest export receipts, however, came from her predominant
role as carrier in international trade.*s

The Scandinavian countries undoubtedly seemed to confirm
the classical thesis that the indirect effects of a growth in demand
included changes in old attitudes, the removal of the social
obstacles to development, and the overcoming of the bottlenecks
impedirlg economic progress. 4 The impetus international demand
gave the economy through foreign trade was also closely related
to foreign investment activity. Although to varying degrees,
foreign capital, as we have seen, played an important part in all
the Scandinavian economies, without, however, distorting thetr
development, or being the main factor in it — it took on the
complementary role of providing a necessary initial push. In the
long run, foreign investments had a posltwe overall effect on the
distribution of investments, on the economic structure, on foreign
trade relations, and on the balance of payments.

Scandinavia's economic development began when these coun-
~tries adapted to the needs of the export market. Here, too, it
was complementary economies that first developed. In the case
of the Scandinavian countries, however, the subordination of the

% ], Bjenke, Trends in the Nerwegian Economy 18635-1960, Oslo, 1966.
4 A, Camwcross, Factors in Economic Development, London, 1962, Chapter 13.
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‘second comers’ to the centre’s economic needs did not become
a fixed pattern. In fact it was rather the forces making for in-
dependence, and for a rapid and mullateral development and
transformation of the economic structure that came to predo-
minate. Foreign influence worked, in the final analysis, not to
keep these countries within an exploited periphery, but rather to
integrate them with the countries of the developed centre.

What has been said so far should show that the relationships
binding the European centre to the countries of the European peri-
phery in the XIXth century contained elements — and left scope
for forms of potential development — that were highly contra-
dictory in nature. It would be a great mistake to think of these
relationships as being comparable to those of the developed
countries of the XXth century and the Third World. The in-
dustrial revolution and the world economic system it gave rise
to had a major role in inducing development in all backward
regions of Europe. There can be no question, however, of the
fact that the incentives to development were by no means of
equal force; and at the same time an area’s responsiveness to the
stimuli received differed even more radicaﬂy.

The first group of factors determining this responsiveness
was the relative scarcity or abundance of a rcgion’s natural re-
sources, and the relative facility with which its geographic posi-
tion and topographic configuration permitted the building up of
the transport system necessary for entering the world market.
The ability to adopt foreign technology, the existence of export
opportunities, the strength of the traditions of international
trade, and the flexibility with which the economy could adapt
to new demands were other factors determining a region’s res-
ponse to the pull of the centre.

Above and beyond this, and operating in the context of the
factors already mentioned, there were also domestic factors which
determined the possibility, degree, and kind of the response to
the external stimuli: the level of development or degree of back-
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wardness of the economy; the country’s social structure, educa-
tional system, ideology and value system; its international poli-
tical status; and the government policy directing the independent
state. The moment of impact of the external stimuli was by no
means a harmonious encounter of exogencous and endogeneous
forces; what we see was much more like a struggle, but it also
implied interdependence. The reaction of the various regions
of the European periphery to the challenge of the Industrial
Revolution can be placed — to use H. Leibenstein’s terminology —
along a continuum ranging from “zero sum” (in the case of
economies incapable of change, or capable only of becoming
- dependent colonial economies) to “ positive sum ™ (in the case
of economies where change resulted in the growth of the pro-
ductive sectors and in the growth of the national income).3
But the challenge of industrialization to the European periphery
was not only earlier, but also quite different from the challenge
to Africa and Asia. In Europe, development was not curbed and
distorted through direct military and political control; there
were opportunities for domestlc decmmn-makmg, though only
within the limits set by  structural force ”; 5! this was of course,
given further weight when necessary by appropriate political
pressure exerted by the developed centre.

- Nevertheless, the conclusions we can draw from the history
of the European periphery permit no facile generalizations. Even
in the worst case, we cannot, as we have seen, conclude that
foreign capital activity led only to the stagnation of real wages,
to the drawing off of a large slice of the national income, and
to the conservation of domestic savings and of a backward do-

50 H. LeBENSTEIN, Eeonomic Backwardness and Economic Growth, New York, 1957,
pp- 188-189.

5t It is John Galtung who uses the expression “ sructural force ™ {in Kritische Frie-
denforschung) D. Senghaas, ed., (Frankfurt 1971) to describe the economic relations of
the developed and less developed nations, Our adoption of the term by no means
implies total agreement with Galtung’s theory.
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