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This article analyses different approaches to ‘developmentalism,” emphasizing their theoretical
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1 INTRODUCTION

The main aim of this article is to contribute to the debate on the ‘developmentalism’ agenda.
After a long period of neoliberal intellectual dominance in both Brazil and the World,
development is again being discussed as a deliberate strategy of State and not just
a side-effect of market mechanisms. Bresser-Pereira (1991; 2004; 2006; 2007; 2011)
has been a significant contributor to this turning point with his propositions regarding
‘new developmentalism.’

Mainstream theory identifies development, or growth, as a supply-side market-driven
phenomenon that delivers improved resource allocation and productivity. The ‘develop-
mentalism’ perspective is associated with heterodox thinking in that it sees a central role
for the State in the growth process and social transformation. It also views the demand
side of the economy as providing the main forces pushing for development. However,
there is disagreement within this perspective as to what sort of demand is responsible for
pushing development. That disagreement is a central focus of this paper.

The paper begins in Section 2 with a taxonomy of the different branches of ‘develop-
mentalism.” In Section 3, it surveys the literature on export-led, demand led, debt-led,
profit-led, and wage-led development. The paper concludes in Section 4 with some
observations on what is most suitable for Brazil.

* The authors (uctpaa@unb.br and mlmollo@unb.br) are professors in the Department of
Economics at the University and researchers at CNPq. The authors thank Thomas Palley for
his extensive comments and editorial assistance.
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2 DEVELOPMENTALISM AND ITS APPROACHES

The classification proposed in this article identifies four main branches of ‘development-
alism.” The first branch is labeled ‘pioneer developmentalism’ and is associated with the
work of the Economic Commission for Latin America (ECLA). It has a closer proximity
to mainstream theory, especially regarding the role given to saving in the growth pro-
cess. The second branch is labeled ‘new developmentalism’ and it is closely associated
with the work of Bresser-Pereira (1991; 2004; 2006; 2007; 2011). It draws significantly
on the work of ECLA, and like ECLA’s approach it too has close links to orthodoxy.
The third approach is labeled ‘post-Keynesian developmentalism,” and it is closely asso-
ciated with economists at the Federal University of Rio de Janeiro. The fourth approach
is labeled ‘social-developmentalism.” It embeds a form of structuralist fundamentalism,
but with a more leftist perspective. It also incorporates post-Keynesian ideas regarding
the role of the State. The Marxist dimension concerns the necessity of a better insertion
of the labor force and transformation of the relation between Capital and Labor.

2.1 Pioneer developmentalism

Pioneer developmentalism has its roots in the work of the Economic Commission for
Latin America (ECLA), as do the majority of the approaches analysed here. However,
within the ECLA approach there are disagreements and these are reflected in the different
‘developmentalism’ perspectives.

ECLA’s theoretical perspective is deeply rooted in the discussion of economic
development and concerns about the long run (Furtado 1959). Those original ideas
were substantially heterodox and combined several aspects of heterodox thought.
The focus was development in the periphery and it was characterized by eclectic free-
dom of thought. Consequently, the initial formulation contained many ideas that were
close to the mainstream perspective.

In terms of the real versus monetary debate, the original ECLA approach opted for real
analysis. When the monetary sphere was addressed, the theoretical frame was almost
always orthodox in perspective. There are some possible explanations for this. The
most obvious seems to be that at the time when ECLA’s contributions were developed,
the main focus of Keynesian economics was the real sector. Notwithstanding that, the
obvious contributions of Keynes to monetary analysis, the development of a Keynesian
monetary approach, only happened in the 1970s with the emergence of the post-
Keynesian development school and its notion of a ‘Monetary Production Approach’
(Keynes 1980; 1983a; 1983b; Carvalho 1992). Furthermore, some of Keynes’s more
heterodox analysis was only published in the Collected Writings, released in the
1970s. As Carvalho (1992, p. 171) points out, this material was fundamental to the
building of the post-Keynesian school of thought. Instead of emphasizing monetary
aspects in its analysis, ECLA was heterodox in methodological terms. Thus, the
ECLA approach adopted the historical-structural method, which emphasizes that real
and historical processes are critically important for understanding the economy and
its transformation via development. This was one of ECLA’s major theoretical contribu-
tions (Furtado, R., in Furtado 1960 [2009]).

Underdevelopment was understood as associated with structural characteristics that
are the side-effect of capitalist development itself. It is characterized by structural hetero-
geneity and a specific form of insertion in the international trading system. This insertion
promotes the transfer of the gains from technical change in the periphery to the center,
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which reduces the endogenous dynamization of technical progress within the periphery.
The reasons for this transference are the character of market structures in the periphery
and center and the income and price elasticities of trade (Rodriguez 1981).

These elements create an extremely concentrated income distribution in the periphery,
which accentuates the restrictions imposed by the balance of payments constraint in those
countries and does not allow the development of a dynamic internal market because the
structure of demand is incompatible with the technical possibilities of supply.

For ECLA, the focus of the problem is technical dependence. This dependence deepens
the problem of productivity and distorts the use of resources in the periphery, which in turn
amplifies the balance of payments constraint (Furtado 1960 [2009], p. 173).

These elements generate a self-fulfilling outcome: deepening of structural excess of labor
supply, balance of payments restrictions, and increase in costs of production. At the same
time, the structural heterogeneity in the labor market is amplified by the whole process.

Escaping underdevelopment entails overcoming those structural limits via technical
development, economic diversification based on the internal market, and creation of an
internal economic dynamic. However, this process is not possible via market mechan-
isms alone. State action, which plans and coordinates the actions of the private sector,
is also essential (Bielschowsky 2010).

2.2 State and development: orthodox and heterodox perspectives
on monetary theory

The ECLA Structuralist perspective has germinated several heterodox views about
‘developmentalism,” each of which emphasizes a different aspect of the process. Before
turning to an examination of those views, it is worth noting some major distinguishing
features between orthodox and heterodox perspectives.

Orthodox economics views the loanable funds market as essential for comprehension
of the growth process as it determines the level of saving and investment. The supply of
loanable funds is determined by savings, which are the non-expended income. The
demand for loanable funds is determined by investment. On the supply side, the interest
rate represents the reward for delayed consumption. On the demand side, it represents the
marginal contribution of investment to expanding production capacity. The loanable
funds market guides the growth process without inflationary pressure. Savings fund
investment and investment assures an increased flow of consumption goods in future per-
iods. In this schema, using monetary expansion to stimulate growth by increased invest-
ment or consumption tends to put upward pressure on prices. Using fiscal policy to
stimulate growth results in crowding-out of private investment.

As regards the growth effectiveness of monetary policy, mainstream economics
emphasizes the idea of neutrality of money. In the weak version, money is neutral in
the long run: in the strong version, it is neutral in both the short run and the long run.

Heterodox economics holds a completely different position. In a monetary production
economy, which is the central concept for this school, money is intrinsically non-neutral in
both the short and long run. Thus, both economic policy and state action are fundamental in
the growth process.

2.3 New developmentalism

New developmentalism is significantly associated with the work of Bresser-Pereira
(2006; 2007; 2011) and it emphasizes external markets as the main driver of economic
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development in peripheral countries. It also emphasizes the importance of fiscal balance
for economic growth. The inspiration for the approach comes from the export-led growth
model followed by some Asian countries.

There are also some similarities with Prebisch’s approach. Prebisch (1961, p. 7)
observed that inflationary forces in peripheral countries tend to appear as a conse-
quence of structural problems and lack of savings to finance investment. This posi-
tion is shared by Furtado (1960 [2009]), who is considered by Bielschowsky to be an
odd Keynesian because of his concern with savings (Bielschowsky 1988, p. 160).
Prebisch and Furtado point out that the state should act to redirect demand from
imports to domestic production, and should also redirect expenditure in order to
allow investment to take place with adequate non-inflationary funding from domestic
savings (Furtado 1960 [2009], pp. 31, 47). In this sense, prior savings are considered
fundamental for investment, and insufficient saving is responsible for inflation. This
Keynesian ‘saving gap’ approach has considerable similarity with the orthodox
perspective.

The new developmentalist position was initially presented by Bresser-Pereira
(1991; 2004; 2006; 2007; 2011) and was then further developed in co-authored
work with Nakano (Bresser-Pereira and Nakano 2002) and Gala (Bresser-Pereira
and Gala 2007), and most recently with Oreiro (Bresser-Pereira 2011 and Oreiro
2012). The broad recommendation is that the economy be oriented towards external
demand (exports). The exchange rate should be devalued in order to make the indus-
trial sector internationally competitive, and this should be done via a low interest rate
policy. The key variable for economic policy should be the exchange rate. This econ-
omic development model should be outward oriented and should look to take advan-
tage of local specificities like cheap labor in order to increase exports. Upon reflection,
this perspective can been seen to have close connections to the balance-of-payments-
constrained growth approach developed by Thirlwall (Thirlwall 1980; Thirlwall and
Hussain 1982).

The potential for inflation caused by exchange rate devaluation explains why the
pioneers of new developmentalism insist on fiscal balance and fiscal responsibility.
This insistence links them to traditional mainstream economics.

The original ECLA structuralist perspective emphasized a much wider set of concerns
and constraints than just the export sector. Stimulus to the export sector can be ineffective
if other structural changes are not also promoted. Underdevelopment is not just about lim-
its on exports, as pointed out by Rodriguez (1981). Indeed, those limits are themselves
consequences of structural problems which characterize underdevelopment such as
structural heterogeneity and technical dependence. New developmentalism does not
address any of these constraints. Instead, its focus is exclusively on the export sector.
Furthermore, narrow export-oriented policy can potentially worsen these structural
problems. For instance, if a country is mainly an exporter of primary products, focusing
on exports can worsen the structural constraint associated with low income and price
elasticities. Changing the composition of the external sector is the key problem, and
this requires intense state action.

As regards income distribution, Prebisch (1961) presents explicit prescriptions regard-
ing the necessity of promoting a better income distribution in Latin America. However,
income distribution does not seem to be a major concern of new developmentalists, as is
evident in Oreiro (2012), who explicitly defends the idea of reducing wage pressure in
order to avoid profit share compression constraining the growth process. For all of these
reasons, the new developmentalism perspective seems to have a more mainstream and
conservative inclination.
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2.4 Post-Keynesian developmentalism

Post-Keynesian developmentalism adopts a fundamentally different approach that focuses
on external vulnerability associated with liberalization of the financial account. The theo-
retical inspiration of this group derives from Keynes and his General Theory (1936),
especially regarding concerns about the relevance of uncertainty for understanding the
€conomic process.

The post-Keynesian perspective is critical of orthodox economics and its denial of
fundamental uncertainty. In a world without uncertainty it is not possible to theorize
about liquidity preference, as the concept makes no sense. The same holds for the con-
cept of the marginal productivity of capital. Instead, in a world of uncertainty the
appropriate concept is the marginal efficiency of capital, which reflects the uncertain
character of a monetary production economy and relies on knowledge conventions to
guide the investment decision-making process (Keynes 1983 a and b).

According to Keynes (1983a; 1983b), the loanable funds approach is false and there
is no need for prior savings to fund investment. Instead, investment requires an adequate
credit supply at reasonable interest rates relative to the marginal efficiency of capital.
Saving is a side-effect of investment and so is a consequence and not a condition of
investment. Saving is generated by an increase in income brought about through the
multiplier process. However, the accompanying financial liability structure is fundamen-
tal. Thus, the financing mechanism must be via long-term liabilities that avoid excessive
financial risk exposure of economic entities and the economy. This requires liquid and
deep capital and financial markets. Consequently, the existence of institutional mechan-
isms that assure the existence of an adequate supply of long-term finance is fundamental
for the stability of investment and the growth process.

The state has a vital role to play in this process. Its role is to ensure a stable process of
growth, thereby giving confidence to agents so that they are willing to reduce their liquid-
ity preference. The instruments for accomplishing this are fiscal and monetary policy.

In terms of monetary policy, the state should promote low interest rates in order to
stimulate investment. The lower the interest, the higher the number of projects with a mar-
ginal efficiency of capital in excess of the interest rate threshold and the greater the level of
aggregate investment. Policy can also help develop financial markets so as to create a vari-
ety of assets with features attractive to wealth holders and business borrowers, thereby
facilitating the provision of long-term financing for capital accumulation.

However, actual investment outcomes are always hostage to the subjectivity of agents
regarding their perceptions of uncertainty and liquidity preference. If agents are more
uncertain and have a greater liquidity preference, investment will be reduced. This is
the main reason for Keynes’s preference for fiscal policy, as it depends only on the action
of Government. Increased government expenditure increases income, which increases
demand and the marginal efficiency of capital while reducing liquidity preference.
That stimulates investment, thereby increasing growth.

For post-Keynesian developmentalists, the key instrument is the interest rate. This
contrasts with new developmentalists, who view the exchange rate as the key
instrument.

What about income distribution? Carneiro (2012) claims post-Keynesian develop-
mentalists have little concern with this matter, but that is contested by Sicsu et al.
(2005, p. XLIII). According to Sicsu et al., post-Keynesian developmentalism
proposes measures to assure that investment takes place, and, among those measures,
increasing aggregate demand is one of the most important. A second measure is reg-
ulation of the market to avoid concentration and monopoly. A third concern is external
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vulnerability which demands direct state action in the financial sphere to protect
against financial capital flow disruptions. A fourth concern is with innovation, the
need to assure technology transfer, and developing a national innovation system.
Finally, there is a concern with social and economic equity, which is to be met by a
high and continuous rate of growth that creates a bigger economic pie to satisfy grow-
ing aspirations.

As pointed out by Morais and Saad-Filho (2011), within these ideas there is no
explicit mention of internal demand. The focus remains the external market, but it is
framed in terms of ‘modern protectionism’ (Sicsu et al. 2005, p. XLVI) associated with
protecting the capital account. The main aim of this is to avoid the external vulnerabil-
ity and reduce attractiveness and vulnerability to foreign speculative capital, thereby
allowing a more competitive exchange rate.

This approach tends to give less importance to the real side of the economy. However,
there are some post-Keynesian developmentalist authors that emphasize the idea of a
‘monetary production economy’ and in doing so they recognize the interaction between
monetary and real variables. This perspective is normally associated with the integration
of the real side in a center—periphery model. It shows the importance of the state as the
only agent capable of breaking the vicious circles that characterize center—periphery rel-
ations (Dow 1982; 1987; 1990; Amado 1997; Rodriguez-Fuentes 2005; Resende and
Amado 2007).

2.5 Social developmentalism

Policies focused on income distribution play a central role for the third group, labeled
‘social developmentalists.” This group sees the internal market as one of the main forces
pushing development. It specifically focuses on increased wages and improved income
distribution, hence the notion of ‘social developmentalism’ suggested by Bastos (2012).
This group is also strongly linked to the tradition of Marxian analysis.

Ironically, Marxian analysis can also share features in common with orthodoxy when
it comes to criticism of state policies that try to promote development by increasing
wages. The argument is that investment needs prior savings. Since savings are generated
by profits, increased wages reduce profits and, consequently, reduce savings. The
increase in wages therefore reduces investment and income. Lavoie and Stockhammer
(2012), for instance, point out that some Marxists do not believe that pro-labor policies
work in a profit-led regime, and such policies have only temporary positive effects.
However, there is no consensus among Marxist analysts regarding the role of the
State and pro-labor development policies.

The Marxist debate regarding the role of the State is long-standing. Poulantzas
(1971) and Miliband (1973) are major contributors. According to Poulantzas (1971,
p. 40), the State has a special role in creating ‘cohesion’ at the economic, political,
and ideological levels, and its function is to equilibrate and regulate social formation.
In this way, there is a degree of autonomy of the State in relation to classes. In contrast,
Miliband (1973, p. 87) argues there is no autonomy as the State is just the representa-
tive of the interests of the bourgeoisie. Jessop (1991) presents a more contemporary
view rooted in this tradition, and argues that the state maintains some degree of auton-
omy. Holloway (1991, p. 251) denies that autonomy.

The perspective of the state that is adopted by social developmentalists sees the
state as a relatively autonomous institution. That allows for formulation of economic
policies, which can promote gains for the working class and improve income distribu-
tion (Mollo 2001 [2012]). This contrasts with the view of the state as captive of the
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bourgeoisie, which means the State can only work on behalf of capital’s interests and,
therefore, cannot play a role in promoting a better position for workers in the class
struggle.!

Social developmentalists argue that increased employment increases the market power
of workers, thereby potentially increasing wages and improving workers’ position within
the capital-labor relation. However, this is not the only effect that can be observed. After
the debates among Marxists in the 1970s, there is a post-scriptum based on observations
from the neoliberal decade of the 1980s. Lewrg (1980) concludes that neoliberalism
worsens the situation of workers, weakening their position in the capital-labor relation
and contributing to a substantial loss of working class organization power.

As regards the role of money, Marxists believe in non-neutrality because credit can
amplify production and the productive potential of the economy by improving the
coordination of capital in the phases of capital reproduction, thereby avoiding
increased prices (Mollo 2004). Consequently, the state can use monetary and financial
policy to stimulate growth and employment. On the other hand, credit can also accent-
uate crises. This provides a negative channel of effect, but it also further confirms the
non-neutrality of money.

The key instrumental variable for social developmentalism is mass consumption,
which is to be stimulated. According to Bielschowsky (2012), the potential of the
Brazilian internal market represents an ‘extraordinary opportunity.” Mass production
and consumption allow increased returns to scale regarding productivity and techni-
cal change. That can support higher wages and strengthens backward and forward
linkages, including those with deeper technological density, which integrates a
good growth and income distribution dynamic. For Bielschowsky, mass consump-
tion is one of the three fundamental engines of economic development in Brazil,
the others being natural resources and infrastructure.

The social developmentalist perspective raises concerns about the new develop-
mentalist prescription of competitiveness through devaluation of the exchange rate
because it has negative effects on real wages. Additionally, industrial policy based
only on the exchange rate does not generate the structural changes that are necessary
for development (Mollo and Fonseca 2013).

3 GROWTH REGIMES AND DEVELOPMENT STRATEGIES: TAKING PART

Growth regimes refer to policy configurations that emphasize leadership of different
variables for the promotion of growth. The heterodox perspective emphasizes demand
stimulus as the over-arching driver of growth. This section examines alternative hetero-
dox growth regimes in which different policy variables are enlisted to stimulate demand.

Demand can be either foreign or domestically generated, and it can be either private
or public (government) demand. Hein and Mundt (2012) present a taxonomy that
divides countries into four groups according to the source of demand: (a) debt-led
demand that stimulates consumption; (b) strongly export-led demand; (c) internally
led demand; and (d) moderately export-led demand. According to these authors, this
characterization is useful for understanding the recent economic evolution of several
countries, the influence of financialization on their patterns of development, and the

1. Fiori (2011; 2012a; 2012b) has criticized the Marxian position, showing that their prescrip-
tions do not have any transformative power.
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decrease in the wage share of GDP after the crises that began in 2008. The taxonomy
helps point to some possible solutions.

In an economy led by credit-financed consumption, there is a huge deficit in the bal-
ance of payments, and private and public borrowing serve to compensate for the decrease
in consumption that would otherwise follow from the decrease in labor’s share of income.
By contrast, economies that are largely dependent on exports compensate for this reduc-
tion in consumption via increased exports. Such economies are mercantilist since they
have a large surplus in the balance of payments which compensates for the reduction
in their internal demand. Economies driven by internal demand also have deficits in
their balance of trade, but can have either private sector surpluses or government sector
deficits. Finally, the economies moderately driven by exports, such as Brazil, have a
small balance of payments surplus which partially compensates for weak internal
demand. Hein and Mundt (2012) analyse several countries between 1980 and the begin-
ning of the 2000. The period after 2000, when there was a rapid reduction of inequality
in Brazil, is not analysed.

This characterization allows introduction of another important analytic dimension
regarding the distinction between wage-led and profit-led economies. This distinction
concerns the process of accumulation and the response to changes in the functional
distribution of income.

... awage-led demand regime means that an increase in the wage share leads to an increase in
aggregate demand. The wage-led scenario may arise when higher wages lead to higher con-
sumption expenditures (higher consumption sales may then also induce higher investment
expenditures). Conversely, a profit-led demand regime means that an increase in the wage
share leads to a decline in aggregate demand. (Stockhammer 2011, p. 5).

An increased wage share increases consumption, thereby increasing production and
employment. That generates an accelerator effect that increases investment and growth
(Rowthorn 1981; Dutt 1987). On the other hand, an increased wage share represents an
increase in costs and reduction in profitability, which has a negative impact on invest-
ment and growth (Bhaduri and Marglin 1990; Kurz 1990). This generates a conflict
that is summarized by Lavoie and Stockhammer (2012, p. 11) as follows:

If the profitability effect is weak (relative to the consumption effect and the accelerator
effect), with the investment function not dropping below ..., then both GDP and investment
are higher following the increase in real wages. In this case, both the short-run and the long-
run effects are favourable to the economy. We will then say that the economy is experiencing
a wage-led demand regime as well as a wage-led investment regime, since GDP is rising in
the short-run but is also likely to grow faster in the long-run, thanks to the higher rate of
investment. In the intermediate case, the profitability effect will lead to a shift of the invest-
ment curve somewhere between ... In this case, higher real GDP generates a higher output
level but investment will be lower. We will then say that the economy is still in a wage-led
demand regime, while belonging to a profit-led investment regime. This is because GDP is
rising in the short-run, but likely to grow more slowly in the long-run, due to the lower
investment level. Finally, we have the third case, which occurs when the profitability effect
shifts the investment function below the 12 curve, meaning that the increase in real wages
provokes a reduction in real output and a reduction in investment expenditures. This case
corresponds to both a profit-led demand regime and a profit-led investment regime.

Marxists (dos Santos 2013a; 2013b) criticize this perspective as being based on a false
model of capital reproduction. Foley (1982; 1986) demonstrates different relations
between production and distribution than those observed by the wage-led model.
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According to the Marxist perspective, in the complete capital reproduction cycle,
represented by M - C - P - C' - M’, where M = money, C = commodities,
and P = production, M — M’ is a dynamic process. It begins with monetary expendi-
tures made by capitalists with wages and means of production, which is then trans-
formed via production (P) into goods with a higher value than the initial
expenditures (M). Profits are only generated in the fourth step, when the goods are
sold (M"). Within this process, income distribution is determined via the different
steps. Wages depend on the initial expenditures, while profits are only realized after
the sale of goods at the end of the process. Contrary to the wage-led perspective,
wages and profit are determined as a consequence of the reproduction of capital pro-
cess, and not as a consequence of a previous distribution or as a consequence of the
simultaneous distribution with product shared between wages and profits.

Taking into consideration the entire capital reproduction cycle demonstrates that, con-
trary to what wage-led proponents postulate, increases in the wage share of income do not
come from mass consumption, but instead come from investment because it generates
employment and wages. Mass consumption only affects profits in the step when goods
are sold. Thus, the conclusion of these models is that instead of discussing wage-led or
profit-led growth, it is better to discuss growth led by investment or mass consumption.

Recent literature provides several reasons that strengthen the social developmentalist
hypothesis. These arguments are:

1. In Brazil there are few studies that clearly demonstrate whether the relevant
model is wage-led or profit-led. A recent article by Bruno (2012) concludes
that in Brazil the relevant model is wage-led. However, new developmentalists
suggest that the fall in wages is positive because it increases growth by making
exports competitive. They therefore actually argue in favor of a profit-led model
for Brazil, pointing out that the wage-led model is not competitive in the long
run (Oreiro 2012). Balanced against that, Onaran and Stockhammer (2002)
demonstrate that the fall of wages was unable to improve investment in industry
in the case of Turkey.

2. Palley (2011; 2012) points out that the export-led model is part of mainstream
prescriptions and incorporates many orthodox elements such as: (a) the theorem
Hecksher—Ohlin—Samuelson, which demonstrates the mutually beneficial nature
of trade; (b) the idea that opening the economy reduces rent-seeking behavior
and disciplines governments; and (c) trade and an open economy structure
encourage knowledge spillover effects that increase growth. However, none of
these features applies to the reality of the contemporary Brazilian economy
with its increasing inequality, crisis, and difficulty of realizing growth. There-
fore, they are not a good guide to overcoming underdevelopment in a country
with the structural problems of Brazil.

3. There are several studies that show a predominance of the wage-led structure in
many countries. Onaran and Galanis (2012) analyse 16 G20 countries and con-
clude that the negative consumption effect of increased profit shares dominates
the positive investment effect, indicating that they all have an internal demand
structure that is wage-led. Countries are only profit-led when the positive distri-
bution effect on net exports is sufficiently strong as to compensate the negative
effect on internal demand. They also argue that the world economy as a whole is
wage-led. In a globalized economy, a reduction in wage shares hurts all economies,
including those that are profit-led. The conclusion is that policies of ‘beggar the
neighbor’ are not productive at any level.
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4. Palley (2011; 2012) points out other problems associated with the export-led
strategy. First, the stagnation that has followed the crisis is the result of demand
shortage and US demand is unlikely to recover its previous robustness because of
debt saturation. Second, increased demand from emerging economies is not likely
to be sufficient to overcome the global demand shortage. Third, the export-led
growth model promotes race-to-the-bottom competition between emerging coun-
tries to gain competitiveness by reduced wages and regulation, especially regard-
ing environmental issues and social standards. These features demonstrate the
limits of export-led strategies.

The above observations point to core problems with new developmentalism which
recommends the adoption of an export-led growth strategy. We now turn to some
arguments that explain why a social developmentalist regime offers better growth
and development prospects for the Brazilian economy:

1. Social developmentalism is superior to other strategies in terms of social justice.
2. Social developmentalism relies on internal demand as the main engine of the
economy. Internal demand has been shown historically to be effective and it is
also responsible for the recent improvement of growth of the Brazilian economy.

3. Brazil’s industrial development is the main concern of perspectives on both the
left and right. Social developmentalism focuses on this sector, and is concerned
with the improvement of linkages with high density technological sectors as well
as traditional sectors. These linkages are fundamental to the growth process,
especially the backward linkages that support internal demand. This strategy
therefore tackles two problems: deindustrialization and structural changes that
diminish scale gains and technical change, with potentially adverse effects on
income distribution. In this way it reduces structural heterogeneity, which is
seen as one of the main causes and consequences of underdevelopment.

4. The priority given to investment to increase employment and wages is important
for both Marxists and Keynesians. Investment is a priority in an internal market
strategy, and it can in turn promote mass consumption by raising wages. Marxist
analysis emphasizes the role of profits in spurring investment and wage gains to
follow from economic growth caused by investment. Keynesian models attribute
a direct causal role to wages, with higher wages raising demand and capacity uti-
lization, and thereby spurring investment. This wage—capacity utilization channel
of effect on investment distinguishes Keynesian models from Marxist models.

5. Once wage increases are assured by internal demand created by investment,
there are no exogenous constraints preventing improvements in income distribu-
tion via policies such as an increased minimum wage or income transfers.

6. Investment should focus on the industrial sector and this is more likely to happen
if the growth strategy focuses on internal demand because entrepreneurs tend to
be more responsive to this source of demand than to external demand
(Bielschowsky 2012).

4 CONCLUDING REMARKS

This paper has explored the diversity of branches of contemporary ‘developmentalism’
in Brazil, tracing their theoretical affiliations and differences regarding economic pol-
icy prescriptions. Special emphasis was given to the key variables for development in
each group: structural transformation for pioneer developmentalism; exchange rate
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management for new developmentalism; interest rate management for post-Keynesian
developmentalism; and income distribution for social developmentalism. New devel-
opmentalism, post-Keynesian developmentalism, and social developmentalism all
emphasize increased demand as a driver of economic development, and this is the uni-
fying feature in heterodox analysis.

The paper supports the social developmentalist perspective, particularly because it does
best at improving the economic position of the working class which constitutes the great
majority of the population. The social developmentalist approach emphasizes increased
investment and consumption spending, and it is fully consistent with the lower interest
rate and financial market stability strategy proposed by post-Keynesian developmentalists.

The new developmentalist policy focus on exchange rate devaluation is viewed
with concern. On the one hand it provides a benefit by reducing the leakage of demand
and employment caused by imports, but on the other it imposes negative effects on real
wages via inflation and race-to-the-bottom competitive pressures. However, social
developmentalism also recognizes that the exchange rate is a key variable and should
be managed by the State, albeit for different ends.
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