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The present paper tries to examine the current constraints and emerging issues for 
developing countries in the period of globalisation. The question which will be dealt 
is that how the pre-capitalist and semi-capitalist economies are made interdependent 
with developed countries? Why they are only becoming capable of creating only 
primary goods at large and become only the source of raw material for the developed 
countries? And it is important to know how it happened and how these constraints 
emerged? 
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Introduction 

Historically almost all developing economies are economically exploited by 
developed countries by colonising them. This history of colonisation made them 
incapable of growing them self with indigenous mode of production and further set up 
their own manufacturing unit through indigenous innovation. This coupling although 
make capitalist economies (core) stable with high growth rate while on the other hand, 
third world countries continuously deteriorated in their terms of trade. (Alfredo Saad-
Filho, 2005; AG Frank 1966; Patnaik 1997) 
 
Current constraints for developing countries  
 
1.  Huge reserve of unemployed and underemployed workers 

Suppose there are two sets of countries Centre (Developed countries) and periphery 
(Developing countries). Centre produces manufacturing goods while periphery 
produces only agricultural goods. There is huge reserve of unemployed and 
underemployed workers in agricultural sector (Periphery) so that workers can be hired 
without increasing wages. While unemployment is less in manufacturing sector 
(Centre) and labour class is unionized.  

Suppose, there is increase in productivity in agricultural sector, unit costs will decline 
and therefore output prices fall because of competition. Centre therefore gets 
agricultural goods at lower prices. On the other hand, if there is increase in 
productivity in Manufacturing sector wages will also increase and it will lead to rise 
in price of manufactured goods. Periphery therefore gets manufactured goods at 
higher prices. This argument can be checked numerically as follows: 

Terms of Trade = Pa /e.pm 

Where, Pa is Price of Agricultural good. Pm is price of manufacturing good and e is the 
nominal exchange rate. 

Abstract 
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The price equation can be written for agricultural sector as 

Pa =µa.wa.la 

Where, Pa is Price of Agricultural good, µa is share of capitalist in Agriculture sector, 
wais wage in agriculture sector and la is number of labours in agriculture sector. If 
productivity rises, la will decrease but as there exists huge army of labour wages will 
not increase despite of increase in productivity and hence Pa will decrease, therefore 
periphery export agricultural goods to the centre at cheaper prices. 

The price equation can be written for manufacturing sector as 

Pm =µm.wm.lm 

If productivity rises, lmwill decrease but as there is unionised labour wages i.e. wm 
will also increase with the same magnitude as lm. Therefore, Prices in manufacturing 
sector doesn’t decrease with productivity growth. Therefore, centre exports their 
manufacturing products to periphery at higher prices. Since, Pa decrease and Pm 
remains constant therefore Pa/e.pm will decrease i.e. deterioration of terms of trade of 
periphery (Prebisch-Singer hypothesis). 

Therefore, it is huge reserve of unemployed and underemployed workers in 
developing countries, is one of the main constraint in the context of globalisation that 
makes terms of trade of developing countries against them. 

2. Technological Lag between advanced and third world countries:  

Innovation are being undertaken in third world countries only with a lag, so that at 
any given time there are whole range of new goods produced abroad which are not 
domestically produced. In other words, what the advance country produces today, the 
backward country produces tomorrow, by which time the advance country has gone 
on to produce a set of new products (some of which are variation of old products). 
Therefore, there is negligible or very limited demand of manufacturing products 
produced in third world by the developed countries. This technological lag persists 
because capitalist countries are at the frontier of technological advancement (Patnaik, 
1997).It can be understanding with the help of an example as follows: 

Technological competition and falling behind: An Example 
 Suppose there are 3 Countries X, Y and Z. 

X and Y are advanced capitalist countries located in the core while Z is a (developing) 
peripheral economy. 

Since X has fallen behind in the innovation’s race, it produces ‘second preference 
goods’ whereas Y produces ‘first preference goods’ and Z produces ‘third preference 
goods’. Also, Z is under the political control of X. 

It can be understanding that why the situation of country X is vulnerable after falling 
behind in technological condition? 

Possible 3 situations can be arising 

Situation 1: X is producing neither the first preference goods nor the necessary 
primary products. X maintains its position by running export surpluses to Z but the 
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latter being a weak nation makes the foreign portfolio of X quite risky. Speculative 
attack on the currency likely. 

Situation 2: Any exogenous decline in demand for X-goods will have a negative 
multiplier effect on its own goods because they are second preference goods. So, 
within their own economy, its proportion would fall. 

Situation 3: If Z itself starts diversifying by opening trade with Y, then X comes into 
further trouble. 
With the above example, it has cleared that even one of the two developed countries 
fell behind because of technological lag. But developing countries are more far behind 
than developed countries. 

Therefore, in current scenario it technological lag between developed and developing 
countries and therefore is very difficult for developing countries to compete in the 
world market with developed countries. 

3. Limits to Automatic diffusion:  
There are three types of diffusion: voluntary diffusion, automatic diffusion and 
enforced diffusion (state driven). 
Voluntary diffusion: It is nothing but a spatial expansion of core itself for example 
diffusion of manufacturing from England first to Europe and subsequently to the 
temperate regions of white settlement.  
Automatic Diffusion: The involuntary shift of certain activities from high-wage 
countries to low wage countries because of competition. Metropolitan capital may be 
coerced into making such diffusions but it is the ability of local bourgeoisie to 
undertake successful production of certain activities within third world countries and 
to outcompete the metropolitan producers that provides the basis for such diffusion. 
Enforced Diffusion: It is where the third world economies use its own state 
deliberately to protect their markets. It represents a snatching of space by local 
bourgeoisie from metropolitan capital. This kind of diffusion was the object of Import 
substituting industrialisation in Latin American countries in 1960s.  
 
Suppose, there are n activities out of which k is in the periphery, l in the core and m in 
both. Technical progress changes the nature but not the number of activities. 
Diffusion means either k increases or l declines or periphery's share in m 
increases(Patnaik, 1997). There are two conditions which to be fulfilled for diffusion 
to take place: 
 (i) The relative prices (wage costs) must keep falling outside of the range (for a given 
price range products of l or m produced in core are preferred.) for the local goods to 
capture the others' share. 
(ii) Imitation of technology is possible. 
But, if any of the above two conditions get failed then diffusion won’t take place. For 
the second condition to be fulfilled, minimum scale of operation is necessary to adopt 
new technology. This can be seen also with the help of the following diagram: 
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But, in developing countries most of the people are working class and they spent their 
most of the income on consumption while c
of their income on imported luxurious goods. 
manufacturing sector is limited. 
minimum level. 
There is upper limit to diffusion no matter what the relative prices or wage costs are 
because of technological lag. Further diffus
using protection policies to prevent their domestic markets. 
 
4. Barriers to entry to Technological Frontier: 
 
a) Limitations to the innovation in 
Innovations are based on a minimum expenditure on generation, development and 
promotion of the ‘new’ product generated by a new technology. 
economies don't have the means to indulge in such a 
not just expenditure (flow) that matters but also the stock (capital per capita) 
otherwise it ends up producing islands of modern capitalist production.
China and India might have large stocks of capital but not per capita because of large 
population size. They are not incapable of innovating but incapable to innovate for the 
core, which is what is central to them increasing their market share in the core and 
hence break out of the shackles of underdevelopment. An authoritarian state can, 
however, concentrate 
for the core but then it is hardly the case of spreading the diffusion of capital. It is 
instead a process of concentration of capital
b) Increasing Sunk cost
Even if some of the developing countries enlarge their infrastructure base, expand 
their capital stock, they might still fall behind because the bar keeps getting raised by 
the developed countries because of the increase 
innovations.(Patnaik, 1997)
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developing countries most of the people are working class and they spent their 
most of the income on consumption while capitalists in periphery consume large part 
of their income on imported luxurious goods. Therefore, amount for investment in 
manufacturing sector is limited. Therefore, it is insufficient amount to reach at the 

There is upper limit to diffusion no matter what the relative prices or wage costs are 
because of technological lag. Further diffusion is restricted by developed countries 
using protection policies to prevent their domestic markets.  

Barriers to entry to Technological Frontier:  

to the innovation in developing countries because of large     population
Innovations are based on a minimum expenditure on generation, development and 
promotion of the ‘new’ product generated by a new technology. 
economies don't have the means to indulge in such a large-scale expenditure. 

iture (flow) that matters but also the stock (capital per capita) 
otherwise it ends up producing islands of modern capitalist production.
China and India might have large stocks of capital but not per capita because of large 

hey are not incapable of innovating but incapable to innovate for the 
core, which is what is central to them increasing their market share in the core and 
hence break out of the shackles of underdevelopment. An authoritarian state can, 

 on islands of such high capital per capita spending to innovate 
for the core but then it is hardly the case of spreading the diffusion of capital. It is 
instead a process of concentration of capital.(Patnaik, 1997) 

Sunk costs with high-tech innovations by developed countries
Even if some of the developing countries enlarge their infrastructure base, expand 
their capital stock, they might still fall behind because the bar keeps getting raised by 
the developed countries because of the increase in the sunk costs with high

Patnaik, 1997) 
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5. Existence of chain system of metropolis-satellite in developing countries 
Ander Gunder Frank (1966) suggested that there exists a chain system of metropolis-
satellite i.e. chain of satellites, satellites of satellites. Export sector in developing 
countries is a satellite of developed countries (metropolis) and simultaneously export 
sector become metropolis with respect to primary sector. This chain is the cause of 
‘Development of Underdevelopment’ of periphery through a transfer of surplus. 

It is found in almost all developing countries that there is some elite class in the 
society who work for the developed countries, which is called comprador bourgeoisie 
in Marxian sense. We can see it obvious in Indian context. In the process of 
liberalisation it was sought that it induced great growth rate to economy and it’s 
trickled down effect will benefit poor section of society. This process has led to 
massive flow of capital in economy through FDI and FII. And more interestingly the 
local capitalist or better to say big domestic capitalist has welcome up this open up 
move of economy even under the threat of being taken over by big MNCs in 
international market competition. Since the 15 years has been past this idea of growth 
created massive tribal insurgency and income inequality. Under the pressure of global 
capitalist and their consensus with developing countries capitalist has forced 
government to relax the land acquisition act which lead to massive transfer of tribal 
land to big MNCs in collaboration with domestic company. This condition has result 
in continuous accumulation of resource in hand of domestic company and larger part 
of it flew to developed country through MNCs in form of profit, interest and dividend. 
Through this massive flow of capital from north block has mainly benefited the 
domestic capitalist and elite section of the society. 

6. Rules and regulations of WTO favour Developed Countries 
 
Many Economists argue that working of WTO and its operation has a systematic bias 
toward developed countries and against developing countries which have less 
negotiation power. Following are some examples of this bias: 

i) Developed countries maintain high import duties and quotas in certain products, 
blocking imports from third world countries (e.g. clothing). 

ii) Developed countries provide high protection to their agricultural sector while 
agriculture sector in developing countries are pressed to their markets. 

iii) The TRIPs agreement which limits developing countries from utilizing some 
technology that originates from abroad in their local systems (including medicines 
and agricultural products). 
 
Jagadish Bhagwati is critical towards "rich-country lobbies seeking on imposing their 
unrelated agendas on trade agreements." Both Bhagwati and Arvind Panagariya have 
criticized the introduction of TRIPs into the WTO framework, fearing that such non-
trade agendas might overwhelm the organization's function. 
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Emerging issues for developing countries in period of Globalisation 
 
1. Downward pressure on Wages in Developing countries 
Suppose there are two sets of countries one is core and other is periphery. Core 
produces only manufacturing product while in periphery there are two sectors, one 
producing primary commodity and other producing manufacturing product. 
Assumptions (Patnaik, 1997): 

1. Capitalists in both core and periphery consume only manufactured goods. 
2. Capitalists in both sectors in periphery having strong preference for imported 

manufactured goods and their demand for imported goods are never satiated 
because their preferences are conditioned culturally to outperform among 
themselves to create privilege status in society. 

3. Workers in both sectors in periphery consume both the goods i.e. primary 
good and locally produced manufactured goods. 

4. Workers in core consume primary product imported from periphery’s 
agriculture sector. 

5. Capitalists in the core import agricultural product from periphery to use it as 
raw material for production of manufactured goods. 

6. Prices in core are determined by mark up and prices in the periphery are 
determined by market clearing approach. 
 

The above relations can be seen diagrammatically as follows: 

Price stability in core  
 
Price in core is the function of wages to the labour, cost of raw material used for 
manufacturing goods and mark-up. It can be shown below: 

�� =  �(���� + 
��) 

 After re-arranging the things in the above equation, we get 
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The above two equations say that if workers demand for higher share in total output 
or there is centralisation of capital in the core even then price stability would achieve 
because the share of periphery can be reduced to get the sum of the left side equal to 
1. But here one question arises that why would the capitalists in the periphery accept 
lower prices just for the sake of attaining stability at the core? They will actually pass 
this burden to the working class in the agriculture sector by compressing their real 
wages. Since, workers in the periphery are not unionised therefore they would be 
forced to accept the residual because of the large reserve army of labour waiting on 
the side-lines to get employment.  
 
2. Volatile capital flows and its impact on developing countries macroeconomic 
stabilisation policies: 
In the period of financial globalisation there is huge flow of capital around the world. 
Most of the capital flow is speculative in nature where short-term investment is made 
in stock markets to earn quick profits. This short-term capital flow is highly volatile 
and it adverse impacts on exchange rate can create currency crisis in emerging 
developing countries. This volatility of exchange rate which in turn effects will affect 
net export impacting aggregate demand and employment. 
 
Since finance capital does not like high public expenditure or fiscal deficit, if any govt 
pursues higher spending running fiscal deficit, investors will pull out money from that 
country. 
On the other hand, if central bank in developed countries raises their interest rate then 
most of investors will pull out their money from developing countries putting heavy 
pressure on exchange rate resulting in currency crisis.Also, international multilateral 
institutions like IMF, WORLD BANK, WTO discourages developing countries from 
regulating these volatile capital flows in pretext of promoting free trade. Hence, very 
few developing countries resort to capital regulatory measures like capital controls. 
Other are forced to keep huge reserves as precautionary measures against such 
adverse events 
Developing countries forced to keep huge reserve as insurance against this kind of 
volatile capital flows. In resource scarce regions, this reserve has huge developmental 
opportunity costs (UNCTAD,2012). 
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3.Failure of export led growth strategy: 
 
As Global financial crisishas shown the danger of relying too much in export led 
growth strategy. When most of developed countries were in recession due to financial 
crisis the export demand from these economies also went down putting pressure on 
economies heavily reliant on export as engine of growth. The classic case is of 
Chinese economy.  When export demand from developed trade partners went down 
during crisis, Chinese authorities were forced torely on huge internal stimulus in form 
of large credit for domestic investment. This unprecedented rise in credit crested 
created financial fragility over period. When formal source of credit was declined, the 
informal sources of credit went up for less credit worthy firms and institutions. This 
led to rise in Shadow banking in China. Financial and monetary authorities are 
struggling to control the adverse impact of shadow banking in china. (D Sherpa,2013) 
 
4.Increase in Income Inequality 
 
It has been found empirically that most of the developing countries witnessed increase 
in income inequality after globalisation. Both the wealth and income inequality has 
gone up in most of developing countries (except few Latin American economies). The 
trickledown theory has failed to materialise in these economies creating mass of 
impoverished population vis a vis rises of billionaire. This rise in inequality has 
created social tension and brought down the potential growth rate of these economies. 
(Piketty,2014; Milano Brankowich; Credit Sussie Wealth Report,2014)  
 
Conclusion: 

In the era of globalised world, the developing countries are facing numerous 
constraints and opportunities which has both historical origins and contemporary 
specificities. The mobility of capital reached its potential whereas the mobility of 
labour from developing countries is still restricted. The asymmetry of power relation 
between developed and developing countries in global arena are reflected in 
imposition of rules and structure of economic engagement (trade, migration, 
regulation). The developing countries still are lagging behind the developed 
counterpart in development of technologies. The technological superiority of 
developed countries puts developing countries in disadvantages position. The most of 
developing countries has primarily rely on low end manufacturing and primary goods 
exports, which is subjected to wide price fluctuations. Also, the global financial 
architecture is not favourable to developing countries interest. The unilateral 
impositions of conditionality from multilateral organisations (WTO, IMF, WB) has 
reduced the power to regulate the volatile capital flows and enhance social fiscal 
expenditures. The representation and influence of developing countries in these 
multilateral organisations does not reflect the current realities. Also, the inequality has 
gone up in developing countries. 
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