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ABSTRACT

This thesis compares two theoretical approaches to
regional analysis. The ~tatic and dynamic predictions of
the neocliassical and metropolis-hinterland frameworks are
reviewed. An assessmént of the explanations for the initial‘
separation of regions and their continuing differentiation
is‘at£empted. Explanations of the growth and decline of
regions, and differences.in income per capita as a national

economy develops are the focal points of the thesis.
‘
|

The second chapter draws from many neoclassical sources.
The elements of neoclassical location and export base theories
are basic in the diScuséion of the initial separation of.
regiéns. The development of urban—industrialiahd rural—stmﬂe*‘
regions is discussed. Concentration of economic activity
and regional income differentials is predictable in the
dynamic analyéis. Within this chapt'er, however, an effort
is made to go beyond the basic neocléssical_adjustment pro-
cess of factor migration. Adaptation of other traditional
theories is utilized to examine not only,how som~ regions
grow 6r»decline, but also why opportunifies evolve in one
‘region and not another.

The third chapter examines the metropolis-hinterland
abproacn with the same purpose'(an assessment of its pre-
dictive power concerning reg;onal development) in mind.
Regionél analysis within this apbroach requires modification

of the normal focus from -the international to the intranational

iv
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setting, although the former context cannot be ignored. The

three following assumptions are most important to the discus-

sion: the expropriation and appropriation of economic surplus
from the satellite by the metropole, the polarization of
regional economic activity into the underdeveloped safellite
and the developed metropole, and the continult; of the mono-
polgstic ecénomic structufe of capitalism. The dynamic,

regiomal adaptation predictions of the metropolis-hinterland

thesis are central to the analy%is; and therefore discussed

more thoroughly.

The alternative approaches have obviously different
implications for regional development. These differences
are alluded to in the third chapter, but are the primary con-
cern of the fourth, and final, chapter. Some of the most im-
portant differences in predictions are examined. The explana-
tory effectiveness of the two models is_fﬁen evaluated.

The metropolis-hinterland thesis is found to be more
useful for our purposes:‘ Surplus, economic power, monopoli-
zation of markets, and ihnbvative capacity provideviogically
cunsistent explanations for regionalism withYn one theoreti-
c» frzmework. Whether the neoclassical framework eould |
explicate the observed trends as well cannot be‘detérmined
until the developments at the frontier of this'approach are
included in'regionql analyses. In either case, more‘fhéore—
tical, historical, and quantitative analysis is definitely
needed. -Thus, even though the present explanpatory effective-

ness of the metropolis—hihterland thesis-makes this approach



I

appear more promising for our understanding of regional
development, the potential of neoclassical analysis in this

area is not to be denied.
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This thesis examines the regionél dimensions of na-
tional deVelopment.. The eventual objeétive of a Cdnadian
.economic historian is to explain the historical process of
development in Canada. We are particularly interested in
lone‘facet of this development, the.spatial context. Two
major‘analytical framewofks provide sometimes competing and
sometiﬁég complementary explanations of the geographical di-
mensions of economic activity. These are the neoclassical
and the metropolis-~hinterland theses. We will evaluate the
theoretical arguments of these approachés as>a prerequisite

to testing the explanatory effectiveness of the competing

"models.

Our interest in the regional dimensions of national de-
velopment presupposés the existence of separaté regions with-
in the national economy. Several authors have studied the
major economic regions within Canada.l The Atlaétic Pro-~

vinces, Quebec, Ontario, the Prairies, British Columbia and

l'See Alan Green, Regional Aspects of Canada's Economic Growth, (Univer-
sity of Toronto Press; Toronto: 1971); S.E. Chernick, Interregional
Disparities in Income (Staff Study No. 14, Economic Council of Canada,
Information Canada; Ottawa: December 1964); W.H. MacKintosh, The Eco-
nomic Background of Dominion Provincial Relations, (McC}elland and
Stewart Limited; Toronto : 1964; Appendix III of the Rowell-Sirois
Report: 1939). .
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the Territories are often separated for the purpose of analysis.
. Although this demarcation may be based on historical. groupings
or statistical convenicnce, distinctions hmong thesp regions
are apparent. Regional différences in income per capita, un-
'éhployment rates, investment activity, output or economic
structure, composition of trade-and so forth, have been found
to Qxist.

While the existence and characteristic features of sep-
arate re; ions are well documented, analysis of regional dif-
ferences in regional participation in national development has
been weak. It would seem that Va;iOuS regions have experi-
enced different stimuli or fesponded differently to similar
s%imuli of development since an uneven distribution of eco-
nomic activity has evolved. '

The centralizatibn of production and marketing, and the
ks ~ence of depressed, high unemployment-low wage regions
a iwo features of this uneven development. We want to ex-
amine the basis of these trends. A major pfehise of this
thesis is that understanding the growth of the Canadian
economy requires examination of the regional dimensions with

»

respect to the volume and welfare effects of national deve-
lopment.

Existing theory has had greater difficulty in explaining
regional output and income disparitigs'within an advanced eco-
nbmy than between nations.- Interregional factor and commo-
dity mobility is expected to be greater than international

flows. Therefore, economists would normally predict a greater



tendency toward equalization of income per capita and dif-
fusion of growth throughout a national economy. The wglfarq'
and volume effects.of national devglopment should be evenly
dispersed; but they are not. We must examine why national
developmeént has a differential impact on the various regions
--or conversely, the differential regioﬁal contributions to 7
national development. ‘

Regionalism within Canada has been popularly expressed
in the provincial and ﬁational politics of our society. It
is of interest to the economist to analyze the economic bases
of regional conflicts and interdependencies. How a developf

ment model incorporates the spatial dimensions will influence

its explanatory effectiveness and, thereforé, its policy re-

"~ commendations. A fundamental proposition of location theory

Justifies such aﬁ examination of the ‘evolving spatial con-
text of national development. Peter Wiles notes:

"But in fact there is no such thing as a rational
output programme independent of location. For the
choice of location must be permitted to determine
the choice of output, and vice versa. - They are co-
variables presenting a simultaneous equation." 1

Thus, how growth and development are generated within the

\
N

national economy, or exogenously determined, partially de-
pends on the roles played by the different regions, their

.8lmilarities and differences. Béyond_the empirical problem

1. ‘P.J.D. Wiles, The Political Econagy of Oannunism (Harvard University
Press; Cambridge, Mass.: 1962) p. 25.




of defining a region and perYorn:ng regional income et -

tion, there are the theorctaical problem. of abstractingg from

reality to a degree which gields an understanding of the eco-. -

nomic relations between ggogrnphi&nl i#ﬁns as well as the
economies of spatial seuuy{&igp.

For our purposes we will definc RH.QCUHHmiC ﬁvgiud as a
geographical space in which functional and strhctufal char-
acteristics of economic activity distinguish t he nrua.from

o

other areas. Functional—sfrucrurnl characteristics douvribﬁ
the aggregﬁt; input and outpul PombindLion$‘6f'rvgional pro-
ductioﬁ functions, and subseqguant incomo—oxpenditure,‘swdng—
investment pattern§. Ou{'defjnztion of a region permits a
broad examiha;ion of the relations and separations of regions
crucial to our understahéing of the regional diménégons.mf
national development. o "

Although particular reference will be given to Canadian
develbpment, both theoretical schemes might be applied to
several countries such as the United States, Australia and

"Latin American nations. The hypothetical conditions depict

an economy whose modern economic history was initiated by an

established metropolitan centre, Epfope, from which capital

1'John R. Meyer, ''Regional Economic Analysis’, American Econamic Review:
L III, (March 1963) p. 25. In an advanced econamy 4t is presuned - that
separate regions are well integrated. Integration implies that the
inter-relationships are influential in the:patterning of dewve_.opment.
The mobility of resources and products, especially trade and investment
flows, and the private and public development decisions, based on know-
ledge of regional alternatives, reflect the nature and extent of integ-

ration. This is what we hope to explain.




and lalbour emigrated to exploit the production‘possibilities
coincident ;ith relatively abundant,natural resources and
sparse indigenous popqlations.‘ Thereafter, the development
of the nation reflects the interaction of indigenous develop-
ments with the international economy. Explication of his-
torical interactioné will thérefore depend on the regional
and interregional mechanisms which are believed tb charac-
terize the deveiopment process analyzed.

We would preface our evaluation with some comments about
observed trends and tﬁe development problems faci;g regions
within Canada and throughout the world. Some areas face a
deficiency of indpstry and commerce; Real income is relatively
low while unutilized capgcity and‘unemployment is high.

Other areas are characterized by relatively high incomes per
.capita and low unemployment rates. These regions face the
nroblems of pollution and congestion of various forms. Thé&r
< ~ial infrastructure appears ..verloaded. o

Location patterns are e: "’ 1ént according to the para-
.oters affecting private decision-makers. They are not ne-
cessarily optimal fro@ a societal point of view. -Ironically,
while peripheral areas demand infrastructﬁre to attract more
industry to their region, large market centres are demanding ‘
more infrastructure to service existing industries as well as
th;se expected to locate there in future.. While beripheral
areas demand more 1ncent1ves for industrial 1ocat10n ‘within
their jurisdiction, the 1argeAm;rket centres are demanding

subsidies to industries for pollution abatement.
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If these demands reflect'Qnderdevelopmentlpf poorer
regions and overdevelopment of richer regions, then the econ-
omic historian has several tasks; He must no? only describe
the trends, but attempt an explahation. He must evaiuate the
consequénces. What are the effects of concentration on nat-

jonal and regional welfare? The prefixes .'over' and 'under;

:imply that the existing spatial configuration is suboptimal.

If so, what are the causes and‘effects‘of subop%imality?

'The nature of the national economy with respécp\to the
regional dimensions must be exblicit before policy.direqted
towardvimproving social welfare can be implemented. This is
why the explanatory effectiveness of theory is so important.
Without explanations, policy is confined to alleviation of‘
the consequences rather than remo&al of the causes.

Thus, we want to examine the theoretical pfeqictions
congerniﬁg_the regional dimensions of national development.
In the next chapter we'will draw from regional growth and
development models and location theory provided by the tra-
ditional, mostly neoclassical, approach to economic analysis.
In Chapter Three, we will deriVe from thé metropolis-hinter-
land approach alternative predictions concerning thé relat-
ions and separations of economic activityv among regions. In
the final chapter we will provide.d‘coﬁfnratiV€ evaluation of

A

the predictive power and implications of thesc models.

3
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CHAPTER TWO

REGIONAL DIMENSIONS OF DEVELOPMENT ACCORDING TO TRADITIONAL
ANALYSIS

Introduction

"

In this chapter we will focus on the essential e ts
of traditional regional analysis. There are two maj
cerns of the spatial dimensions of development to be pursued.
First, why do some regions grow and other regions decline?
Second, what are the readjustments among regions and the
resulging pattern of income distribution?

‘Analysis of these spatial considerations requires the
use of basic principles from several sources. There is no
explicit regional appfoach in neéclassical analysis. But
there are certain principles which undérlie the application
of theory to a particular problem. Our pfoblem is to con-
centrate 6n the interpretations and predictions ofAreceived
theof& with regard to the spatial context.1

Prices play a fundamental role in the neoclassical ap-
proach. Prices in a free—eﬁterprise éxchange economy express
opportunity costs by reflecting relative scarcity. Scarcity
is evaluated.in terhs,of demand and supply of products and

factor inputs. Neoclassical priceﬁtheoryz is essentially a

J'See Richard Caves, Trade and Economic Structure, (Harvard University

Press; Cambridge, Mass: 1960); Hugh O. Nourse, Regional Economics,
(McGraw-Hill Book Company; New York: 1968); Meyer, pp. 19-54. -

2'See Milton Friedman, Chapter One, Price'TheorX,'(Aldine PuBlishing_
Company; Chicago: 1872: 1962), pp. 6-11. |

9
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|
.study of th‘a decentralized extchange market allocates
scarce resources among competing uses. |

The disfribution of income_is‘predictable from price
theory. Relative product prices indicate to which product-
ion process human, capital and material resources should be
allocated. Factor demand is the product of output price and
the value 6f the marginal product, and supply reflects max-
imizing decisions by owners of capital and labour. For any
given pattern of factor resource ownership, then, the dist—
ribution of income depends on the simultaneous interaction of
relative factor supplies and the demand for such factors.

One of the underlying principles of the neoclassical
approach is therefore the allocation of resources and prod-
ucts according to their highest returns. Optimal allocation
is an integral part of the input-output detision Qf profit-
maximizing firms. A firm attempts to maximize profits for
any give; set of inputs and final product prices or to min-
imize the input-cost combination for any given output. Since
incurred costs *include charges for assembling inp;ts and dis-
tributing outputs, the spatial organization of production and
and éistribution, or the location of economic activity will
respond to alternative market determined cost-revenue cond-
itions.

‘fhe neoclassical conception of growthljnwﬂyes a sequen-

tial expansion of an economy's production possibilities fron-
p y

;fSee Bent Hansen, A Survey of General Equilibrium Systems, (McGraw-
/ Hill Book Company, New York, Toronto: 1970).

10



tier. The aggregate production function may shift over time
with either an increase 1in inputs or an improvement in tech-
nique, implying techno%ogical change} Growth is defined ;s
a rise in income per capita resulting from capital deepening
and/or technological progress.

Efficient resource alloéation is elemental to the neo-
classical conception of growth. There are two broad assum-
ptions necessary for the efficient allocation of goods and
factors through time and space. Both knowledge of altérgate
opportunities and mobility of factors and products areassmfd
In an a&vﬁnced economy , intérregional allocative ability is
expected as long as separate regions are well-integrated.

As part of our survey we will diécover that classical devel-
opment theory goes beyond simple neoclassicai theory to con-
sider non-market factors which inhibit allocation and integ-
ration.1 Consideration'of such non—mark@t factors may help
tQ explain observed differential growth énd income potentialx
a%ong regions.

] We will utilize both static and dynamic analysis in our

tudy. First, we will consider the initial establishment of

separate regions. We will inquire into the'reasons for the

1n1t1a1 interest in a young region. Migratibn of éapital, la~
bour and technology from established economies is expected to
implement the development of an export commodity. We will ex-

amine the neoclassical predictions about the extent of mig-

1'See W.A. Lewis, The Theory of Econamic Growth; (Richard D. Irwin, Inc.;
Homewood, Illinois: 1955)°
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ration.

We will then anaiyze the nature and extent of‘ancillary
development supplementing the export base. We will discuss
not only the production linkages resulting from the type of
staple, but a%so study where these linkages are expected to’
be‘eifablished. Our major concern in this gntire section 1is
whether two regions are expected to have different structur-
al-functional features even if living standards are the same,
when they come into their initial equilibrium. If so, we are
interested in the neoclassical explanation for this resultt

The second major section analyzes the dynamic adjust-
ments in the initial equilibrium of the national economy. We
will discuss.the forces which affect the export bases of var-
ious regions and considef the process of regional adaptation.
We are concerned about the changes which influepce the gré@th.
and development of separate regions and subsequent migration
flows.

Throughout this section we want to find out what deter—
"ines which regioné make the adjustmenfs necessary for con-.

ued grovth and development. Then, we will question neo-

/
:sical/predictions concerning factor prices and income

“pita Unc-rlying the discussion are the questions: can

Lon neoclazzical theory explain observed behaviour?
e e . ‘Aiet’ ‘s are not strictly borne out, is it merely
ap .im of 00 rec.:rictive assumptions such as perfect know-
le’ge, == =z2ct robility, perfect competition and the 1like?

If so, thiz woulc s3suggest refinements in the model to incorp-



orate more appropriate conditions.l Or are the shortcoﬁings
more fundamental, requiring a rejectiOn of the basicaneoc”ls—
sical approach? Critics conpgﬂd that deoclassical analysis' ;_
cannot incorporate fundamedigl institutional factors such as
surplué'andt@conomic power which are necessary for explic—

ation of regional development.,

Initial Spatial Equilibrium

A young nation may bocome involved in the ingerna?ionél
economy for a variety of reasons. The reasons for external
interest and the nature anq extent of ancillary develoﬁmént
may vary among geographical areas. fFor the purposes of
analysis, we may hypothesize the exﬁsfeﬁce of two areas with-
in a larger nation.2 Both £egioﬁs afe relatively Lmdevelobed3
and unpopulated but may be distinguished by cértain geograph-
ical features--resource endowments and location within phe
transportation network. The assumptions of export base theory
are pertinent. These regions are originally not constrained
by population\but have grown up within the capitalist insti-
tutional framework. Factors of production are able to-migrate

from the established economy in response to profit maximizing.

1'There are, for instance, several works which consider the economics of
risk and uncertainty, theories of imperfect competition within the neo-
classical framework. )

2'Th&Jpolitical nation may not be established at the outset of development.
For example, Canada was initially a broad area with contiguous but polit-
ically separate colonies. -

3'This term is used in the neoclassical sense and not meant as a value
Judgement of thé cultural advancement of the indigenous population.

13
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opportunitfns?

According to the s{nple Lhesis,”a region's comparative
advantage Jepends on "the resource endowment, international
commodity prices, transbortution costs, and relationships
with established trading systems.”z Resource endowments and
transportation costs basically determine the cosfs of supply
by a particular region. These costs should 5e‘l«\s than in-
ternational commodity prices it the region is\toimarket a
competitive good.. The investments pursued by\established .
trading systems influence the allocation of preauctive act-
ivity between the newly estahlished regions and exiéting cen-
tres. This allocation then influences trade relations ac- |
coraingnto the distribution of goods produced. Capital fonn-
ation will be directed toward the réduction of prodnetion and
costs so that the marketabi]ity‘of ihe.geods is etrengthened.

The technologic?ﬂ Charaeperistics of the export preduet
production function affects the'growth pattern of the region

’throuéh the capita{ and labour nttracted’and indigenous dey—
elopments encouraged. Subseqnent expansion within thelegien\
dépends on loeational linkages: Forward, backwardvand final

demand linkages will develop to support the export basea,but \\

“ N “
\

Y [ \
) ' N
‘Douglas C\\yorth "Location Theory and Regional Economlc Growth', Regional \\
Developmenth and Planning, John Frledmann and William Alonso, eds., (The .

M.I.T. Press) Cambridge, Mass.: 1964) pp. 240-241; M.H. Watkins, ”A
Staple Theory f Economic Growth”, Approaches to Canadian Economic‘History,
W.T. Easterbrook and M.H. Watklns eds.,) McClelland and Stewart Limited;

Toronto: 1967) pa\53 . . )
2. ‘G.W. Bertram "Economic Growth in Canadian Industry, 1870-1915", East-

erbrook and Watklns p. %6. .
3. Allen C. Kelley, J.G. W1111amson and R.J. Cheetham Dualistic Economic

Development , (Universi' of Chicago Press; Chlcago 1972) p. 225;

.

Watkins. Easterbrook anc Watkins, pp. 54- 57



their extent depends specific; 1§‘on the characteristics of
the leading sector. LocationNtheory is useful in predicting
how export production may 1éad to ancillary dévelopments.
Several supply and.demand forces defermiﬁe the costs and re-
venues of production at alternate 1oqationsa Key location
factors will:be exogenoué to the young nation, but pattern
its, initial development.

Central place theory predicts the evoiution of an hier--
arbhy of cities even on a plane homogeneous in population and
resources. Average costs, which genqully decrease with in-
creased rates of production, and transportation costs esta-
blish segregated market éreas.] Both economies of scale and
transportation costs will vary among commodi. =2s such that
varying market sizes will»evolve. Economic op-:-ation may be
categorized into national, regioﬁal and 10051 markets by the
threshold market size applicable. According to Robinson, the
size of the market served by a single centrg increases as ec;
onomies of scale become suf%&cient po offset inéreasing costs
of transport with distance. Therefore, the marginal economies
of scaﬂﬂﬁame large relative to trénsport costs when a single

S -

oqntrelsefves the national market, but small relative to trans-

ﬂgrt costs for local goods.2

\

1'Nourse, pp. 2-3

2'E.A.G. Robinson, ed., Backward Areas in Advanced Countries, (Proceedings
of an International Economic Association Conference: MacMillan and Co.

‘Ltd.; London: 1969) p. 4

N

~

~
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Central place theory is used to describe the evolution
of an hierarchy of cities within-a region. When economies of
scale and transportation costs are iﬁcorporated into the model,
then an hierarchy of regions may evolve. Those.regions con-
taining cities whose economic activity serves nationallas
well as regional and local markets become larger and more
advanced than those regions containing regional and local cen-
tres alone. '

The nature of the evolving hierarchy of regions. depends
on the forces which direct the 1ocationa1‘orientation of pro-
‘duction and the resulting locational linkages observed. Lo~
cation orientation refers to—the relative pﬁll of the raw
- material source versus the pull of the market. Production is
thus attracted to one location or another, or both if they
are coﬁtiguous. A firm may generally 6e claséified as mat-
erial—oriénted or footloose. 'Accordiﬁg to Nourée:

pevy 5

"...as long as delivered price of the final product
rises less rapidly than marginal cost of production
from the least-cost site, firms will tend to concen-
trate where the input price is least. On the other
hand, if the delivered price of the product from the
least-cost site should rise more rapidly than the
marginal cost of production, plants exist at the mar-
ket centre, the material source, or both.sites."1

If raw materials are a significant proportion of production
costs, a material oriented situation arises. When cabital
and labour are more important, assuming the mobility of these

factors, then a footloose industry exists. However, the ex-

isting distribution of capital and labour may strengthen market

1'Nourse,'p. 85



pull.
o What oftén causes market puil to dominate the location
decision is the cost and priéing interdependencies among fims
within the market areap The ability to substitute inputs
may allow minimum deliyered price to be the major determin-
ing factor. Furthermore, the delivered price is influenced
by variations in market demand. A firm can minimize the ef-
fect of these vgriations by ]oéatinglclose to the market. The
ﬁarket pull is strengthened in addition by economies which
are either external ta the firm but internal to the industry
or external to the industry. While these external economies
may be classified in various Ways,‘Noufse makes an important
distinction between mobile and immobile economie~  The for-
mer occur in an industry as it expands no matter where indi-
vidual firms locate whereas the latter éan'only be captured
if all firms congregate in the same area.l The immobility of
. €xternal economies may réquce the growth impact of an export
base to the region. Thé dgglomeration economies which . 2f-
lect the interdependencies mentioned above can only be cap--
tured in large market areas. |

The devélopmént of an exportAbase generates demand‘for
a range of ancillar& produéts. The regionai impact of this
is predicted through the workings of the multiplier—acceler—.
ator process, where the-extent of leakages out of the region

has been determined by a careful application of location

1'Nourse, pp. 85-92
/



theory. The more I'aVQLn"ablv H l()(';l(. ion the region is for
the range of linked activities, the greater will be the value
of the Jdonal multiplier. |

Thus, predicting the extent of linkages and the conse-
qubdt ability of a region's gxport base to generate economic
activity requires explicit location analysis. The relation-
ship between the separate regions and the established econ-
omy is important in the determination of the export base and
income generated initially. However, what dynamic forces
determine where these locational linkages will lie needs

further specification.

Dynamic Adjustments in the Spatial Equilibrium

We will now e. v e the predictions provided by the neo-
classical framework concerning the spatial configuration éf
dynamic sourdes of growth and determinanfs of structural
change. Forces which shift the interest in a region and

ancillary developments will shift the equilibrium position

-

hypothesized. We want to study the.long run changes iﬁmloc~

ation of production within a developing nation. According

to Nourse: '

2
"Long-run changes in the location of economic activity
or its volume caﬁse‘the growth and decline of regions.
Such changes might include the shift of a specific
manufacturing activity caused by change in the local
production costs, market accessibility, or transport-
ation costs in that area or elsewhere. Changes in
the demand for local resources or products most profit-
ably produced in the area are also in this category.l

I .
Nourse, p. 5 -



The causes and consequences of the long-run evolution ot
relations and separations Of regions are found to depend upon
various region: 1 responses to external shitts in demand and

»
supply and indigenous efforts to affect supply., As o nat-
1ional economy evolves it is presumed that the regions be-
]
come increasingly integrated in a tunctional and structural
sense. That is, trade and investment {lows indicate that

complementary cconomic activity among regions develops.

The main 1ssue is how the integration process among

regions accurs. We are interested in how the hierarchy of
regions evolves over time. What forces shape the evolving

separation of regions according to distinguishable economic
functions and structures? What forces shift the locational
orientation over time and the input—gutput linkages within
and among regions? Whai are the qualgtatéve and quantitative
effects of these forces on the individual regions? Finally
what is the nature of migration flows which reflect and
reinforce the evolving geographical division of labour?
The map oflec, ari¢ activity 1s continually reshaped>

whenever shifts in supply and demand cause disequilibrium,

and subsequent equilibrating forces are induced. When the

national economy is expanding. then the decline of ‘a region

'

may only be relative and not absolute. Thus, i} other regions
Acapture the forward and backward linkages resulting from the
expansion of activity in one region, then the region not
Capturiﬁg the linkages may experience a negatiﬁe balance of

payments. Throughout national development every region may



grow, but some regions will expand relatively more until
equil&brium is re-established or the income flows are re- .
versed by another shift in opportnnjttos

We need to decipher the neoclassical expllnatlon for
the observed tendoncy towards increasing concentration of
economic activity. Regional specialization is a dynamio
process. The nature and»oxtent'of a region's export base,
and supporting goods and scrvices produced, influences the
extent of subsequent developments. The cumulative effect
experienced in urban—indusffjal centres, for instance, is
expressed by such dynamic forcos as the attractlve pull of
agglomeration economies, the more efficient operation ofzin—
put markets, and the conducive atmosphere for innovation and

technologioal change.1 Conversely, the consequence of de-

population and deindustrlallaatlon reduces the ability of a

region to maintain a squ1c1ent labour supply The competi-’

tiveness of the region declines more and more. Changes in
factor endowments and productlve techniques have favoured
larger markets  in the long run because of the shifting im-
portance of environmental factors. Hoover notes that the
character of 'naturatl' resources is changing in importance
from the lure of the raw materlal site towards the lure of
social amenities including climate, housing and recreational

facilities.z This trend is partially a function of the in-

N

o
1'Nourse, p. 222,

2'Edgar Hoover, "Some 01d and New Issues in Reglonal Development”
E.A.G. Roblnson pp. 343-359.
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creased imporfanCv of sarvices1 in the final demand sector.

In addition, the increased capture of waste materials in the
manufaéturing pr&qess through technological improvements yields
a long run feductibn in the proportion of raw materials to
output.

These forces weaken the geog;aphicalylinkage of the‘raw
material site such that location deca ohs-are decreésingly
material-oriented. Moreover; the ability to separate add-
1tional stages of préduction has patterned development so
that Wéight redubingbactiviLies such as concentration and
smelting continue at the material site while succeeding stages
of fabrication become¢ agglomerated at the market centre.
Miﬁimal processing occurs in peripheral areas where natural
rqsqdrces are not deplefed. Some refining and fabricating

\ . . . . .
may occur 1in regional centres whereas further prcessing will

‘be located in national and even international.centres.3 ‘
The changing‘structure of transportation costs also mo-

bilizes this trend. The cost of trar Aﬂrting heavy and bulky

goodﬁais.becoming rgla;ively unimport..au compafed to handling

costs of high value;goods. These handling cosﬁs are raised

with the requirement for speed and flexibility of transport.

-

1'Harvey Perloff and Lowden Wingo, 'Natural Resource Endowment and Regional
Economic Growth', Friedmann and Alonso, pp. 220-222.

2 Ibid., p. 218 | N

33For example, Prairie grain is shipped to Central Canada for the most
advanced stages of the production process.



Edward Ullman illustrates how these influénqes have 1 1 to
i
the observed location patterns in the foliowing summary :

"In 1900 each dollar of raw maherial yielded $4.20 in
finished product; in 1950-$%80, in constant value dol-
lars. Likewise it appears that economics in the ship-
ment of bulky commodities in volume-~coal, 0il, ores--
are increasing relative to the handling costs of the
finished packaged materials, further drawing industry
to the market. P..over, the increasingly lower grade
of many non-fuel nineral products may work in the op-
posite direction, although the main effect i3 merely

to set up near the ore, concentration plants which em-
ploy few, rather than fabricating establishments em-

ploying many.'1

As ]ohg as the present mass~consumption, efficiency or-
ientation of society continues, the ahove production and dis-
tribution économies are expected to reinforce the concentra-
tion of economic activity. The trend toward concentration iéf
further enhanced by what Ullman deséribes as the ”self—geﬁér—
ating momentum of the céncentration itse]f.”2 Many complement-

ary activities will build around this concentration to economize

information\and transaction costs which are the basis of their

interdependencies.

It can be seen that most of these forces--the chahging
structurerpf demand, production and transportation technology,
and facto; endowments (which are really evaluatcd in terms of
the inferactfon of final demand and technologicai changé)-—

w1ll continue to work towards concentration of economic activity.

l'Edward Ullman, '"Regional Development and the Geography of Concentration',
Papers and Proceedings of the Regional Science Association, 1V, (Dec-
ember 1957) p. 185.

2 Ibid., p. 179.



The result of this concentration is that soﬁe regions continue
to specialize in primary ae¢tivity while others Speciaiize in
highly processed goods and services. ‘Thus, those regions that
initially developed a wider‘runge of axtivities will continue
to diversify, while those restricted initially ‘o basic staple
production will find it increasingly difficult -to diversify.
Before we examine the consequences of concentration on
the regional adaptation process, we should define the two
types of reéions which have evolved from the initial equili-

brium. We will refer to urban-industrial and rural-staple

regions in the following discussion and subsequent chapters.
An urban-industrial regioﬁ experiences growth and structural
change. It is developing. The spatial concentration of pro-

duction generally implies the quantitative aspect of increas-
ing vélume.of activity and the qualitgtive aspect of diversi-
fying Structure. In contrast, we may’characterize other areas
as rural-staple regions begause of their dependence on primary
products. rThere are two kinds of :taple export regions. A
growing region is one which éxperiencés a rising demand for its
exports. A declining regjion experiences a relativé or absolute
decline in'export demand.,

In the neoclassical model, initial equilibrium is characQ
terized by the equalization of payments to homogeneous factors.

Given the secular shifts in location equilibrium indicated agbove

1'We use the term staple to represent the chief exportable cammodity
produced by a region (see North, Friedmann and Alonso, p. 244). As an
. économy becomes more diversified, a specific commodity becames less
important. During such diversification, rural staple regions would be
said to transform into a more advanced economy tending toward an urban-
industrial region.
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we wish to ascertain the predicted impuch‘of interregional |
factor migration. Migration of factors from regions offér—

: ‘ I
ing lower returns to those offering higher factor paymenﬁs
is the adjustmenl process analyzed in neoclassical thedfy.
The simple model indicates‘tho adjustments bet@een rur&i—
staple. and urban-industrial regions will be equilibrating.
We will examine the arguments and then try to determine

whether persistence of disequilibrium is expected to be more

a function of adjustment lags or differences in-production

\

functions.
Bernard Okun and Richard Richurdson view migration in
‘response to marginal productivity differentials as a necessary
by-product of economic growth. Migration will synchronize
patterns of natural population increase and growth in econ-
omic .opportunity when they are at variance with each other.
They conclude that factor price differentials should be elim-
inated by migration even though per . capita incomes may con-
tinue to differ among regions because of differences in demo-
graphic behaviour. Their conclusion is based on the following:
"A fundamental proposition of general equilibrium thedry
and the theory of the competitive market is that discre-
pancies in factor payments, caused by shifts in supply
and demand schedules, will lead to an appropriate real-
location of productive factors until equilibrium is re-

stored. In the particular case in which we are inter-
ested, tHeory asserts that inter-regional factor mobility

is a force which tends to equalize prices for homcgeneous

factors in different regions.'1

l‘Bernard Okun and Richard Richardson, '"Regional Income Inequality and
Internal Population Migration', Economic Development and Cultural
Change, IX (January 1961) p. 130.
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With the exception of other intfluences and lags which qualify
these predictions,1 in the long run, theoretically, the dif-
ferentialé could not be maintained because of the response
towards the region with the greatest opportunity.

In fact, the existenceiof equilibrium is not obéérved'
especially in Canada; but even in other industrial countries.
The persistence of growth and income differentials among re-
“gions raises the issue of whether lags in equilibrating
mechanisms and market imperfections afe sufficient to explain
this trend. If not, a closer examination.of the process of
regional adaptation is in order.

Thére are many factors which inhibit the smooth adjust-
‘ment- from past opportunities to new opportunities in the
”coﬁstant procession of compromise between past and present'.'”3
A worker or investor may be reluctant to transfer his resaurces
from one region to another because of the monetary or psychic
costs of transfer. The determinants of rates of returns are
complicated. by expectaticns involving one's time horizon and
knowledge of alternative investment opportunities. Both in-

volve risk and uncertainty. Governmental policies such as

minimum wage legislation influence adjustment by directing

1'See Nourse for an example of the present vaihe approach, incorporating
imperfections in market opportunities involving time and risk, for an
explanation of why migration may not be profitable., pp. 202-205.

2'See Chérnick: Green: MacKintosh; (footnote 1, page 2)

3-E.A.G. Robinson, p, 6.
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the individual responses to new opportunities and alt.oring
the opportunities available.
The existing distribution of population, per capita in-
come and land-use patterns inhibits the response to new Dp-;
i
. . . o
portunitics. A study of regional development and indusrtrial
|
location patterns discoveroed that:
"Although development of other sources of power and
transport have brought decisive changes in relative
- location advantages of various regions, the existing
concentration of population and the distribution of
capital stock, particularly that invested in trans- -
ported facilities, have so far prevented any major
shifts away from the old centres of activity."1
Adaptation of the dualist model provided by Kelly,
Williamson and Cheetham may contribute to our determination
of what forces perpetuate regional disparities in income per
capita. The model recognizes that neither the industrial or
‘agricultural (non-industrial) sector is homogeneous in char-
acter. The production, consumption, and demographic aspects
of the different sectors do, however, provide a basis for

the rural-urban dichotomy and a geographic-specific interpre-

tation of dualism when taken together2. Without altering the

basic behavioural characteristics of each region-sector or
the direction-of regional-sectoral flows, changing the equi-
librating assumption can alter the predictions of the model

with respect to long run trends in sectoral incomes and factor

]’U.N. Department of Economic and Soc{il Affairs, "Problems of Regional

Development and Industrial Location in Furope', Friednann and Alonso.
p. 108, " : ;

Z'K@wa et al, p. 11
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prices. . )\\~‘

The assumption that instantaneous and costless adjust-
ment to factor price differentials appears in an equilibrium
model, providing the basic difference between them. In both
cases, instantaneous and costless adjustment to priée dif-
ferentials in the product market is assumed.1 Thus,

"[The] economy moves through a sequence df sfatic,

short-run positions from a given set of initial cond-

i?ions. ‘These positions are equilibrium or disequi- o

librium states depending on the model specifications."

The authors altered the specifications of the basic
model to account for slow adjustments in the factor markets.
For instance, they assumed that the capital stock was immo-
bile and the division of ownership between rural énd urban
capitalistS‘was important. They recognized that financial
institutions influence the efficient allocation of saving
and investment. Thus, the disequilibrium model iﬁéluded a
brokerage fee which represented a cost to investors who could
operate iﬁ either sector as well as urbah property income.
Price'expectations based on past differentiais also became Qn
important determinant of investment allocation. All of these
factors contributed to the economy's inability to equalize
the rental rate. Similarly, wage differentials may persist
because of migration costs and the formulation of expected in-
come with a lag in addition to cher factors not incofporated

in the model.3

l-Relley et al, p. 15
2-Ibid. , p. 15
3 Ibid., pp. 234-251

\"
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The significant result is that disequilibrating fqrces
cause differences in sectoral incomes and factor prices to

persist and potentially widen in the long run. This is

particularly important because the model 1is basically neo-

classical. The specifications'whi( "angthen the period of
adjustment are still consistent wit: «t narket view of the
world.

It should be emphasized that diffe:. nt ., roduction cond-

itions and consumer behaviour characterize ne irban-indust-
rial versus the rural-agricultural regibn in ¢ . dualist
model.1 However, higher wage and rental rates in thé urban-
industrialxrégions/hé; be explained by differences in prod-
uction funétions% and reiative export demand elasticities

even without disequilibrating forces. For example, Borts ex-
amines a competitive économy with interregional factor mobility
where capital and 1abour are fixea in the short run but expan-
sible in the 1long ruh. The simple model which ceonsiders mi-
gration between two regions producing the same output with

the same production process is contradicted by a more comp-

licated model which disallows internal reallocation of factors

between outputs.

L.kelley et al, p. 11

2'The traditional dualist model distinguishes differences in regional pro-
duction functions in temms of the sophistication of the technique ap-
plied. However, aggregate regional production functions may differ be-
cause of differences in output. composition. For instance, given that
some industries are capital-intensive and others are labour-intensive,
varying proportions of these industries within regions will lead to
different regional production functions upon aggregation. Differences
in relative factor shares or the proportion of activity devoted to primary,
secondary of tertiary sectors describe dlfferences in regional aggregate

production functions.



A high wage ‘region can grow faster than a low wage re-
gion\depending on the rate of increase of money wages rela-

tive to the price of imported goods. The"foLlowing state-

ment summarizes the logic of the result: /

"1t has been shown that the real wage in the region
delpends upon the marginal physical products of labour
and the prices of the region's outputs relative to the
priices of its imports. The marginal efficiency of in-
vejstment depends on the marginal physical product of
cgpital in the region and the prices of the region's

' eMports relative to the prigﬁs of domestically produced
and imported capital goods. ¥ Even though the marginal

ysical product of labour is inversely related to

he marginal physical product of capital through factor

roportions, favorable movements of the relevant price

1tios may raise both the real wage and the marginal

efficiency of investment.'l .

These results depend on different‘broduction functions
between the two regions or differential price ratios of ex-~
“p rts to‘doméstic goods.2 Thus, market imperfections are
ot the sole reason for differential volume and welfare ef-
/fects of national development among regions.

We may be able to understand differences %n production
activity among regions oniy ifvwe go beyond the neoclassical
approabh. We. require a broadér analysis of the regional
adaptation process. We have hoted that the neoclassical ap-
proach explicates:factdr reallocation movements. Neoclassical
adjustments aréﬁfeally just shifts in the allocation of faCUHs

from one location to another in response to given changes.

1'George Borts, '"The Equalization Returns and Regional Economic Growth'',
American Economic Review, L. (June 1960) p. 326

2 Ibid., p. 319
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Our concept of adaptation does not take changes in economic
opportunities as exogenous forces. We want to analyse the
differential ability of regions to move on to new opportun-
ities s~ that some insure absolute and per capita income‘
growth wﬁilg others do not. Change is initiated in a de-
veloéing region.

Regional adaptation is perceived as a causally inter-
related growth process involving forces which shift supply
and demand over time. Therefore, a developing region is one
which makes the transition from dependencé on fural-staple
products to a more diversified economy.‘ The ability to adapt
to forces of change is implied. Such growth factors as cap-
ital accumulation and improved technology become an integral
part of the region. These growth forces become intergz}ized
from tﬁe control of the external economy to that of the re-
gion itself. The developing region can ﬁherefore reallocate
resources. Moreover, change is initiated in a developing
region whereas a region which does not develop is usually
forcéd_to adjust to change initiated elsewhere.

‘The distinction between neoclassical adjustment and our
broader definition of regional adaptation has iﬁbbrtant pol-
icy implications. For inStance, simple trade fheory predicts
that growth is associéted with trade basea on developing

comparative'advantages.‘1 When applied to two regions

1. David W. Slater, 'World of Trade and Economic Growth: Trends and
Prospects yith Application to Canada', World Trade and Trade Policy,
H. Edward, English, ed., (University of Toronto Press; Toronto: 1968)

p. 51.
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Wifhin a country, trade theory would predict that both urban-
industrial and rural-staple regions gain from specializafion.
Even if such specialization led to emigration of factors from
the rural-staple region to the urban-industrial region,1 both
regions should gain from trade since factoré are then alloca-
ted according to their highest returns until returns are eqﬁa—
© lized. The more demanding definition of regional adaptatioh
would discourage specialization if the resulting emigration
reduced the rural-staple region's ability to move on to new
opportunities. Thus, in the simple model, specialization is
good. In more complex terms, however; specialization may
vitiate domeétic or internal growth and development forces.
Thus, if we go beyond neoclassicgl analysis, we may be
able to predict how the .regional production-consumption re-
lations resulting from specialization may lead to differences
in income-generating capacity. Chenery incorporates dis-
equilibrium in factor markets, indirect effects of expanding
a given type of production, thé influences of decreasing costs
with output expansion (in the simﬁltaneous ¢ termination of
consumption, imports and production), and export demand changes
into his analytical framework.‘2 These dynamic forces require
a broader definition of opportunity casts if opfimum resource

allocation is to be acheived over time. When production inter-

ThlS is not to imply that trade theory assumes mobility of factors as
well as commodities. .

2'Hbllis B. Chenery, '"Comparativ: Advantage and Development Policy",
American Economic Review, LI, .h:~ch 1961), p. 22

»
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dependencies are included, the nofion>6f comparative ad-
vantage is complicated.

Therefore, when development theory assumptions such as
fixed investment resources are specified ingthe model tﬁe.m%
1 »rtance of flexibility aﬂd choice 1s emphasized as opposed
to regional specialization. A region which develops a di-
Vversified industrial structure avoids the consequences of
unpredictable changes in demand and supply.

The analysis has not yet expléined the evolﬁtion of
'different production capabilities between regions, We\must
consider non-market forces whi?h are not incorporated in the
neoclassical model. Such forces are, in fact, inconceivable
in the neoclassical framework. Linder considers differences
in 'feallocative ability'2 among economies when studyiné the
adjustment process from one equilibrium to another. Developed
economies respond to expﬁnding profit opportunities whereas
undefdeveloped economiég do not. The weak reallocative abi-

. lity of the latter group,resuits from the lack of instituﬁnhs
which'coqld promote growth effecti&ely——an aSspmption alien

to neoclassical analysis. Beyondvthe differential respbnsive—
ness of the regions to profit épportunities, the stronger real-

locative capacity of developed economies is reihforced by the

1'Ibid., pp. 24-25

2. 'S.B. Linder, An Essay on Trade and Transformation, (John Wiley and' Sons;
New York; Alnquist and chksell Stockholm: 1961) p. 12 _

b
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total factor inputs accumulated and higher productivity
levelsl——a consideration acceptable to neoclassical analysis,
If we were to apply Linder's approach to our analysis of
regional development, we would classify the urban-industrial
regions as 'developed' and rural-staple regions as- 'under-
developed'. This classification is possible in the tradi-
tional model of an advanced economy only if the rural-staple
region lacks investible funds and indigenous entrepreneurs
gég is relativeiy isolated from national institutions which
could disperse invéstment activity when opportunities arise.
The development of a dualistic or pluralistic national

economy, one with two or more structural-functional regions,
¥
\ I

-

——

may be partly understood when one distinguishes between -
proximate and underlying causes of growth. Lewis outlines

three proximate causes of growth:

"First, there is the effort to economize, either by
reducing the cost of any given product, or by increas-
ing the yield from any given input of effort or other
resources....Secondly, there is the increase of know-
ledge and its application....And thirdly, growth de-
pends upon increasing the amount 0f capital or other
resources per head. These three proximate causes,
though clearly distinguishable conceptually, arelﬁmally
found together.'2

By noting the normal Juxtaposition of the proximate causes,
_ ‘ F
Lewis thus raises the issue of why these causes operate in

. L//’ *
some areas and not in others.

1'Ibid., p. 16

21£mds,p.ll



fhomas Morgan suggests some of the ugderlying causes.
Thesc include: society's ;ystem ot values, religion, insti-
'tutions, changes in the composition of the population, and‘
ability to adapt sﬁccessfuliy to increasing rates of tecﬂ—
.nological change.l ,Relignce on sgch underlying causes‘may
explain dualist economies in which the regions are relatively
isolated>  It seems questionable for advanced.economies sﬁch
as Canada. Thq“differeﬁt presumed conditions will require
different explanations for the resulting spatial configura-
tion in an advanced ccondmy. ' H

Classical development theory f: ses on the conditions
necessary to set capital accumulation and self;sustaining
growth into motion. The analysis leads to a discussion of
obétacles to growth which inhibit efforts to ecoﬁomize,
technological advance or capital accumulation:2 Two major
obstacles are: capital shortage due to a low propensity to
save; and the subsequent 1imitétions of investment (even in
the absence_of a capital shortage) due to insufficient‘skills
_and inadequate infrastructure. These arguments seem t;hto—
‘logical. The problem 1is defined in terms of itself. Thus,

asregion experiencing a capital shortage or low marginal ef-

ficiency of investment is said to be poor and underdeveloped

l'Thomas Morgan, 'The Export Base and Development Stages Theories of

Regional Economic Growth: An Appraisal", Land Economics, XL (November:
1964) pp. 421-422.

szewis, PP. 207—265.
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relative to a diversilied region where quings, entrepreneur-
ship and investment opportunities are greater.

Our explanatory problem arises when we assume that bn?f
integration of the national economy exists. An advanced eco-
nomy should provide the necessary mobility of factors and
commodities to eiiminate any obstacles to growth existing in
a particular region. How can we explain regional differences
in response ability in the long run under these conditions?

.Given -the predominant trends in technological advance
which have reshaped the economic map over the past century,
~the test 1s whether néoclassical theory can predict the in-
'créasing difficulty experieﬁced by a rural-staple region in
any attempt to diversify. First, it is possibie that staple
dgvelopment‘occurs at the expense of secondary production.
The ekport baSé model predicts that these developments are
complémentary; and that the export base even induces develop-
ment of indigenous commodity production. In contrast, Charles
Tiebout notes that a primary-subsistence economy may'noL pass
into Secondary and tertiary production if other regions al-
ready perform these fungtions.l If this is so, the founda-
tions for industrial development are weak.

Secondly, the development of a primgry export base region

complements the development of a metropolitan centre as a

1'Ch'arles Tietxnt, "Exports and Begional Economic Growth', Friedmann
and Alonso, p. 259.



consequence of the geographical division of labour. Tech-
nological and institutional factors, particularly market
organization, transportation and communication, have extended
the size of markets. ‘It would seem that the increased size

)

of markets and concentration within metropolitan céntres,

makes it harder to transform a regional economy from a staple

base which complements the maﬂufacturing centres to an in-
dustrially “based economy which coméetes with these areas.
While this argument does nét explain the original circum-
stances which advaniage one region and disaavantage another,

P

it can explain why the relatiﬁe advantage 1is perpetuated.

"
’

Summary

In sum, we have noted various strengths and weaknesses
in ?he neoclassical»analysié of regional dimensions‘of deve-
lopment. One strong point drawn from the analysis concerns
its ability ‘to explain the initial separation of regions in
terms of technologicalAand geographical factors. These factors
determine the production and transportation cost§ of alter-
nate lopa%ions.< Since optimal location is an influential

1

parameter in the input-output decision, it is important that
‘this be specified.

( The neoclassical analysis of dynamic shifts in the spatial
}context is more descriptive‘than explanatory. It predicts
that market size is effectively broadened through increasing

economies of scale and decreasing transporgation costs.

-



Concentration of production is expectéd'because of these
technological changes and the market pull which 1s strength-
ened through agglomeration economies such as production inter-
dependencies, distribution economies, and improved capital
and labour markets. This analysis would be strengthened if
the underlying causes which shape the ewolving map of econo-
mic activity were explicated.

The discussion of the process of’regional adéptation
uncovers the weakest part of neoclassical analysis. It ex-
plains factor flows in response to shifts in opportunities
butbit does not explain how a region can capture those new
opportunities. Thus, while it can explain the concentration
of economic activity it has difficulty explaining why some
regions grow and are more successful in adapting to change
‘than others Yhich tend to decline. We need fb review these
.points in more detail. .

Thevheoclassical model explains the regional factor
price levels quite effectively. If the assumed conditions
are realistic, then the model predictions are valid. For
instance, a simple model would predict the equalization of
returns across reglons. When differences in regional pro-
duction functions or price ratios of export to domestic goods
are assumed, then the observed tendency for interregional dif-
ferences in wage and rental rates is predicted.

We want to know what causes the differenées in produc-
tion capabilitiéé over the long run. Why does one region make

the transition froni'prima‘fry to secondary and tertiary activity.

37



mére easily than another? Why is it increasingly difficult
for a region to shift its export base from staple,préduction
to a diversified structure? Traditional analysis has been
unable to answer these questions without relying on presumed
differences which reduce the demand for savings or invéstment

opportunities in some regions.
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CHAPTER THREE

THE METROPOLIS—HINTERLAND THESIS AND REGIONAL DEVELOPMENT
AND UNDERDEVELOPMENT

Introduction

Now that we have reviewed the prediétions of traditional
theories we are prepared to examiﬁe an alternative model
which demands analysis of the network of ownershlp and con-
trol which patterns the development of the entire capitallst
system. The model distinguishes_the‘role of the metropolis,
or advanced economy, and the role of the hinterland, the
satellite or peripheral economy dominated by and dependent
upon the metropole. Crucial to an understanding of these
‘roles is the recognition of the nature of the interrelation—
ships between fhe metropolis and hinterland.

There is a long—sfanding tradition of the mepropolié—
hinterland theme in Tanadian literature. John Wﬁrnoék re-

views several important contributions to Canadian economic

history in é recent article in Canadian Dimension. The basis
of the general metropolis-hinterland thesis is apparently
provided by N.S.B. Gras who distinguished four deveiopmént
szages in the metropolitan-centre:
"(1) the organization of a market;
(2) the development of industry;

(3) the central organization of transportation and
communication; and
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(4) the development of f#aancial organization."1 '\

Other economists emphasized specific elements. For instance,
R.D. McKenzie stressed the role of transportation while C.R.
Fay stressed the development of financial independence for
the advancement of a metropole over neighbouring regions or
countries.2 What is important here is not which distinctive
features of the metropolis and the hinterland are most sig-
nificant; but rather the realization that the means to deve-
lopment applicable to advanced economies are not possible
for the satellite because of the very relationship between
the two..

Many économic historians have acknowledged the hinter-
land features of the C#hadian economy. For instance, the
Laurentian school and staple thesis analyzed the importance
of primary resource extraction, strong trade and investment
ties with metropolitan countries, and transportation and
communication requirements to facilitate commodity exchanges.
.bEarly Canadian development was not expected‘toArepeat the
experience of Eurdpe and the United States. Thus, theorists
such as Donald Crieghton and Harold Innis, who did not sup-
port a metropolis-hintérland approach, still would agree that
Canadafs development required explanation independent of’

British and American theories. The works of Morton, Lower,

lx'John Warnock, 'Metropolis/Hinterland: The Lost Theme in Canadian
Letters', Canadian Dimension, Volume X No. 2, (June 1874) p. 42.

2. Ibid., p. 43

4]
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Careless, Pentland and Fowke1 should also be read if one is
'to understand many fundamental propositions about Canada's
development in relation to Britain and the United States.

Such works as Silent Surrender by Karl Levitt and "The

rise and fall of the third commercial empire of the St.
Lawrence" by Tom Naylor represent a recent resurgence of in-
terest in the-metropolis-hinterland theme. These economists
have made significant modifications of the thesis in response
to what Warnock believes to be a major shortcoming of the .
earlier writings: a disregard of the element of exphﬁxatthz
Jim Laxer makes the following observation-
"For socialist historians, Innis and -hton provide
an essential starting point for an understanding of
Canadian history. But socialist historians are not
satisfied that Canada's continuing character as a re-
source-extractive country dependent on outside imperial
powers is to be explained by geographic or technological
determinism. Instead they see dependence resulting
from the relationship that has existed between the ca-
pitalist class in Canada and the capitalist class in

the megropolitan countries on which Canada is depen-
dent."

The work of Andre Guiader Frank provides an analytical
.framework for the most recent surge of interest in the met-

-ropolis-hinterland theme by Canadian socialists. His analysis

1‘Warnock points out the major articles of interest. We would recommend
in particular thatof: J.M.S. Carless, "Frontierism, Metropolitanism,
and Canadian History', Canadian Historical Review, XXXV, (March 1954)
pp. 1-21.; Hugh Aitken, '"The Changing Structure of the Canadian Economy,
with Particular Reference to the Influence of United States", The
‘American Economic Impact on Canada, Altken, JohnDeutsch, et al:
(Duke University Press; Durham; N.C.: " 1959) for a start.

‘Warnock, op. cit., p. 45

3'Jim T~xer, "Introduction to the Politicai omy of Canada”,(Ca.nada)I
Ltd. : The Political Economy of Dependence, Robert Laxer, ed.,
(McClelland and Stewart Limited; Toronto: 1973) p. 28 ;

2
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is based on his study of Latin American history. His concern
with the process and mechanisms of development and underdeve-
lopment begins with an historical inquiry of the relations

among regions and countries. In this model, the regional

separation of 3conomic activity reflects rather than deter-

mines the relations among regions. The development or under-
development of a region must therefore be studied in the
context of the evolving capitalist system.

We accept the definition of Canada as a satellite to

"France, United Kingdom and the United States since the be-'

ginning of European expansion. Wé can therefore apply the
metropolis-hinterland thesis to the sub-national level while
keeping the satellite nature in mind. Specifically, we want
to examine the predictions which pertain to the regional di-
mensions of national development with particulér interest to
Canadian history. Although the thesis will requ?re some

adaptation for our purposes, these modifications require an

understandinglof the overall nature of Frank's view of the

‘capitalist economic system.

Thus we will firs; review the sasic tenets of the met- '
ropolis-hinterland thesis. ane an cverview is set forth, we
may proceed in s fashion similar to ocur examination of neo-
classical predictions. We will determine the reasons for the
initial separation of regions and then the dynamic features
of the spatial contéxt of davelopment. This discussion leads
directly to the important - :dictions concerning regional

adaptability.
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Overview of Frank's Thesis

A major premise of the thesis is provided by the fol-

lowing argumentﬁ

"Economic development and underdevelopment are not Jjust
relative and quantitative, in that one represents more
economic development than the other; economic develop-
ment and underdevelopment are relational and qualitative,
in that each is structurally different from, yet caused
by its relation with, the other. Yet development and
underdevelopment are the same in that they are the pro-
duct of a single, but dialectically contradictory, eco-
nomic structure and process of capitalism. Thus they
cannot be viewed as the products of supposedly different
economic structures or systems, or of supposed differences
in stages of economic growth achieved within the same

system.''1
Therefore, Frank's model must show how development and
underdevelopment are relational, and thereby explicate the
qualitative nature of the world capitalist system. According
to Frank's thesis, the essence of capitalism is the monopo-

listic market structure. Capitalism may be conceptually

characterized as:

"a) a system of production for the market, in which
b) profit constitutes the motive of production, and
¢) this profit is realized for the benefit of someone
other than the direct producer, who is thereby dis-

possessed of it."

1‘Andre Gunder Frank, Capitalism and Underdevelopment in latin America
(Monthly Review Press; New York: 1969) p. 9 )

’Z‘Ernesto laclau, '"Feudalism and Capitalism in Latin America', (Reprinted
July 1973 by the Development Education; Toronto; from New Left Review,
Number 87, May - June 1871) pp. 8-7




The determination of'the.benefactor and: direct producer
within the spatial context leads to the specification of re-
lations and separations of economic activity among regions'
and countries. The model is founded on three basic assumptions:
1) expropriation and appropriation of economic surplus; 2) the
polafization of development and underdevelopment into metro-
poles and satellites; and 3) continuity of the monopolistic
structure of the capitalist system throughout its expansion,
despite changes in form.1 According to Frank, these are in-
ternal contradictions of capitalism itself.

The monopolistic structure of the market foras 8 com-
mercial network enveloping the various regions and countries.
The metropole 1s the advanced economy which initiates the
imajor economic changes observed throughout the world market.

A satellite‘o} hinterland economy generally has a less di-
versified industrial structure. .The satellite remains basically
dependent on external shifte in demend and supply. With this
characterization, Frank must show how the interfelationsh@ps'
between geographical areas are determined by the metropolel

The concept. of economic surplus is central to the thesis.
Thomas Weisskopf defines eurplus in the follow;ng manner:

"The surplus of an economy in any given year represents

the excess of potential total production over  -socially

essential production in that year. Potential total pro-

duction is a measure of the maximum that the economy
could produce, given its natural and technological en-

1'Frank, Capitalism and Underdevelopment in lLatin America, p. 3ff.




vironment and its employable productive resources.

Socially essential production is the minimum amount

of production required to maintain the (growing) popu-~

lation at a standard of living necessary to its survival"l

The estimation of actual and potential American economic
surplus by Joseph Phillips indicates the major components.
Property income in the form of rents, profi@s and interest
is not considered a socially necessary cost of production.
Thus, property inComg is an important elehent of surplus. This
accounting procedure contradicts neoclassical theory which con-
siders these income flows as returns to landowners and capita-
lists for their contribution to production. Economic surplus
also includes: wasteful expenditure incurred in the business

process, surplus absorbed by government (taxes), output fore-

gone due to unemployment and certain presently unestimable

S~

expenditures such as the sales effort penetrating the produc-

tion process.2

The size and utilization of surplus determines the growth
and decline of regions. Baran and Sweezy: explain that:

"The size of the economic surplus 1s an index of pro-
ductivity and wealth, of how much freedom a society has
to accomplish whatever goals it may set for itself. The

1'Thonns E. Weisskopf, ''The Problem of Surplus Absorption in a Capita-
listic Society', Current Issues in Economic Policy, Lloyd Reynolds,
George Green and Darrell Lewis, eds., (Richard D. Irwin, Inc.; Homewood,
I11.: 1973) pp. 123-124. The replacement of capital stock and/or na-
tural resources used up in the production of essential goods are part
of necessary production. _ ' ‘

2‘Joseph D. Phillips, "Estimating the Economic Surplus', Appendix, Monopol
Capital, Paul A. Baran and Paul M. Sweezy, (Monthly Review Press; New
York: 1

T 1068: 1066) pp. 369-391.
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composition of the surplus shows how it uses that

freedom: how much it invests in expanding its pro-

ductive capacity, how much it consumes in various
forms, how much it wastes and in what ways."l

Whether actual economic surplus is as large as society's
potential depends on the organization of production and dis-
tribution of the social output. Accordingly, the evolving
organization of society affects the decisions determining
the size and utilization of surplus. These decisions, in
turn, influence the rate of technclogical change ahd growth.

The iﬁportaqce of surplus to Frank's thesis now becomes
obvious. How surp1u§ is generated, to whom the surplus is

_available and how it i1s utilized designate the .ime path of
development in the spatial context. The evolution of owner-
ship and control of production and markets is essential to
the nature of the interrelationships between the metropolis
and‘hiqterland. Ownership and control are the basis of eco-
nomic power.

Accessibility to surplus is determined by the external
and internal monopolistic structure of the capitalist system.
The general outline of this structure is an hierarchy of
satellites and‘éub*metropolesvwhich are related to the worl
metropole.z The world metropdlé develops specific trade and

investment ties with regional satellites which, in turn, direct

1‘Baran and Sweezy, pp. 9-10

z'Andre Gunder Frank, Latin America: Underdevelopment or Revolution,
(Monthly Review Press; New York: 1969) p. 6 o



the economic activity of the farthest outposts in a monopo-

listic manner. . o,

The e#ploitative development is characteri;?re\qi;ghe//
monopolistic structure and the metropolis-hinterland rela-
tions amoné regions within the system. Warnock notes that:
"Imperialism is exploitation. This is also implicit in}the'
1general theme of metropolitan domination of hinterlands."
James Petras describes imperialism as a glob:l system of
power and exploitation.2 Frank must therefore explicate the
-mechanisms of imperialism.which shape the evolving map.bf
economib activity.

The specific mecﬁanisms of imperialism are those inst-
ruments which expropriate the economic surplus from the sa-
tellite. Metropolitan ihvestment in the production of hin-
terland primary resources, for instance, assufes a secure
source of inputs for the metropole. Even without direct
ownership, metropoljtan interests could acquire a cheap sup-
ply of ;npufs through their monopoliétic buying power. Thus
a large propoftign Qf surpyﬁs.goes to the metropo;e instead
of the satellite because profits and incomes‘generated are -
greater than £he iditiai foreignAinvéstment and the'faw ma-

terials extracted may be under-valued relative to - mpetitive

L -Warnock, p. 46 .

2'James Petras,!'Notes on Imperialism and Revolution', Canadian Dimension,
V, (February 1969) pp. 33-35 ) . '

o,
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market prices. 3

Tax concessions to attract industry into the hinterland
also 1éad to the expropriation of surplﬁs. Lower taxes al-
low the economic rent to be daptu;ed by metrbpolitan capi-
talists rather than the hinter  and. Furthermofe, the inabi-
lity to attract further s;age$ of production means that the
hinter{and's potential surplus is reduced. Whether resource
extraction is capital-intensive with fewer people employed
or labour-intensive at lower wages, the share of Surplus
generated and availagie in the hinterland is expedﬁédbfo be
less than the high-value added stages”bf production concen-
trated in the metropole. The surplus captured by'thé metro-
pole is further enhanced where the most ad&aﬁced technique
isTappTied. .

Man&facturing activity may also be dispersed by tﬁe
metropoie to the hinterland. The dispersal of more advanced
stages. of prodgction is becoming an increaéingly common

practice of}mﬂxiénational gorporations.' Direct investment

in branch plants is part of their market strategy as will be -

seen later. The mechanisms- of imperialism include the payments

for licenses and patents which flow to the metropolé along
with profits'and dividends: The depeﬁdence on technology,
expertise, capifal goods and parts also suppérts the evol-
ving system of economic power. . ’

Thus the metropolis-hinterland thesis contends that the
?nteératio% of a‘region‘or couﬁtry into the cdmﬁércial net-

7ork of the world metropole has resulted in the channelling
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of natural, financial and human resources toward the metro-
pole.1 Polarization of regions results directly from the ex-
propriation-appropriation of surpius. This explains why the
development of 'the entire economic system is'perceived as in-
herently uneven. The development of the metropole is matched
b& the obverse process of underdevelopment of the hinterland.
Underdevelopment is not seen és'a stage prior to significant
development. An underdeveloped region is not necessarily at
a stationary 1evé1. On tﬁe contrary, it is becoming relati-
vely worse off as time proceeds.

The satellite becomes more dependent upon and dominated
by the metropole because of the latter's monopolistic control
over markets, input requirements, and innovative capacity.
Thus, despite the extensive accumulation of surplus”in peri-
“Yheral areas and becausé of the penetration of the commercial
nefwork, thesé satellites are underdeveloped. It is the di-
rection of property income flows between regions which sub-
stantially determines the growth and decline of regions.

‘We may now survey Frank's third major'assumpg%bn. The
mondpolistic structure fépresenting the dominant-dependent re-
1ationshibs of metropolis and hinterland is emphasized even

though the source or form of.domination may vary among cir-

cumstances. Acéording to Frank, the polarization of the sys-
Ry

tem into metropoles and satellites has promoted:

l'Underdevelqpment in Canada: Notes Toward an Analytical Framework, (By
 the Staff of the Development Education Centre; Toronto: March 1974)
p. 1. The centralization of savings through the €inancial system and
factor migration are also important elements of the process.

o0
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"The continuity and ubuquity of the structural essen-
tials of economic development throughout the expansion
and development of the capitalist economic system at
all times and places.'"1

Resources have been misused and misdirected because of the
monopo'istic structure of the commercial network. Resources

have been directed toward the maintenance of the metropolitan -
{
economic power, although the world metropole has shifted se-

veralvtimes.z

The specification of shifts in ownership are not unim-
portant to Frank. However, for the level of generality and
understanding which he requires, it is more important to em-
phasize the similarities of experience among satellite regions
ovér time. The following quotation illustrates his approach:

"Though Chile's principal export product has changed
several times during the country's history, each time
it has beeén the export sector which has been the prin-
cipal source of potentially investible economic sur-
plus, and each time this export sector has been con-
trolled by a few forelgn interests. Foreigners have
owned the mines from which the surplus came. If they
did not own the mines or the land which produced the
export commodity, foreigners appropriated much of the
surplus by exercising monopolistic buying power over
its resale elsewhere. Additionally, foreigners owned
or controlled a large shevrn of storage, transport, in-
surance, and other facii.iic. associated with the export
of the principle econcnic sur-lus-producing good."3

Shifts in prdduction from or: stagle to another will

reflect changes in the structure of demand in the metropole.

1“Frank, Capitaliam and Underdevelopment in lLatin America, p. 12

2.The influence of Portugal, Spain, Holland, Britain and the United States
has prevailed at some time or another in Latin America.

3'Frank, Capitalism and Underdevelopment in Latin America,vb. 18
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External demand shifts are generally the consequence of in-

‘ novation in technique and product. The external metropole
initiates such changes. The institutional framework is al-
tered to match technological advances in order to effectively
maintain and extend control of markets.

At the same time, shifts in the major export staple will
reflect "particular development choices made internally, by
fractions of the domestic ruling class.”1 The changes in
demand or supply initiated by the metropole may reduce the '
importance of the existing export base to the satellite re-
gion or country. The satellite must adjust by shifting its
export base or diversifying its structure to avold decline.
The internal monopolistic structure can be expected to ad-
Just to such shifts in a manner which maintains its power,
bowever subordinate it may be. Most adaptations in the past
have been attempts to shift from one staple to another as

.noted above.

We have briefly surveyed Frank's analytical framework.
The generation, expropriation and appropriation of surplus,
the resulting development of the metropole and underdeveiop-
ment of the satellite; and the continued existence of the
monopolistic structure of the captitalist economic system are
key assumptions of the model. These elemental assumptions of
the model reflect the view of capitalism as a global system

of economic power and the consequent exploitation of the system,

1
ll'Underdevelopment in Canada, p. 5




The contradictory nature of these assumptions is derived
from the interpretation that thé entire process of capitalist
deveiopment is conflict ridden and paradoxical. As some gain,
,pthefs necessarily lose. The historical»impetus of Frank's
approéch has led him to hypothesize several conditions and
trends which should prevail if the thesis is valid. The major
hypopheses are: 1) "the development of national and other
subordinate metropoles is limited'by their satellite statﬁs”
(2) satellites experience their greatest economic develop-
ment if and gggg their ties to the metropole are weak; but
When trade and investment ties are re-established, the sa-
tellites afe re-incorporated into the system such that '"pre-
vious development and industrialization of these regions is'
choked off or channelled into directions which are not self-
perpetuating and promising“;2 and (3) regiéns which today ap-
peér the most underdeveloped are those which had the closest
ties to the metropolis in the past (i.e. the greatest ex-
‘porters of primary products and biggest source of su‘rplus)”3

We will eventually question whéther these hypotheses are
representative of Canadian development. First, the analysis
of the regional dimensions of the deve1opment—underdevelop—
ment process requires further elaboration. We therefore
turn to the réasons for initial interest in an undeveloped

region and the nature and extent of ancillary development,

1'Frank, Latin America: Underdevelopment- or Revolution, p. 9.
2 Ibtd., pp. 9-11
3 Ibid., p. 13



The EQtablishment of Separate Regions

To begin the metropolis-hinterland analysis of satel-

lite regions, we suppose that relatively new regions exist

initially . We also presume an external capitalist system is

ulread& ctablished.  We want to analyze how the regions will
: ‘

become differentiated and inter-related as the national eco-

nomy develops. The question of how the national economy

and individual regions are integrated into the world mar-

ket underlies the regional dimensions of national develop-

ment, and thus, must also be diévuSSQd.

We are presently interested in the initial establish-
ment of frade and investment tiés between the metropolitan
centre and the hinterland econom: The estaBlishment of *
such ties or economic relations involves an orientation or
re—orientation1 process. ' Human, physical and financial re-
sources will be-directed toward a product that is marketable
in the established capitalist economies. The orientation
process, therefore, depends on -the existence and.accessibi—
lity of commodities which are potentially marketable. Sig-
lnificant examples in Canadian history are fish, fur, timber,
wheat and various minerals.

The marketability of a commodity depends on the exter-

nal requirements of the metropole. If the established capl-

talist system could cheaply supply the goods which are de-

1’Paul Baran, "On the Political Economy of Backwardness'', The Econamics
of Underdevelopment, (Oxford University Press; London: 1958) p. 76.
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manded, then there would be no need for it to expand into
the hinterland. The world metropole exports capital and en-
courages emigration when it can no longer fulfill its own
requirements but has the means to operate foreign possibi-
lities. Thus, a young region will become integrated into
the world market when it can fulfill part of the metropole's
external requirements.

The timing of the orientation process is important be-
cause the stage of development of the metropole determines
the predominant organization of production and the state of
technology applicable. Naylor argues:

"From the structure of the metropolis, its dominant

class, its stage of development and the structure

of capital, and its external economic requirements,
we can deduce the character of the imperial link-
age. From the form of the imperial linkage follows
the political economy of the hinterland and the
degree and pattern of development. From the poli-
tical economy of the hinterland the nature, horizons,
and policy of its dominant class can be deduced. "1

On the basis of this argument, it is significant that
Eastern Cana was developed by France and Britain during
the mercantilist era. Naylor maintains that: "Mercantilist
empires are premised on exclusivist sources of primary sta-
ples with markets regulated by the imperial go‘;krnment.2

The expansion of the fur trade and Maritime fisheries under

the French and British empires exemplify the monopolistic

1. . , »
R.T. Naylor, "The rise and fall of the third camercial empire of the
St. Lawrence', Capitalism and the national question in Canada, Gary
Teeple, ed., (University of Toronto Press; Toronto: 1972) p. 2.

2 Ibid., p. 31



structure. The metropolitan centres determined the degree
and direction of Canada's early development.

The extent of capital and labour migration from the
metropole will determine_the ancillary developments within
various regions. According to the metropolis-hinterland
thesis, it is conceivable that one region would attract more
capital and/or labour than another. This is not merely a
function of technological and geographical determinants
shaping comparative advantage "since the metropole defines
the character and extent of economic development in the

1 Two young regions, as politically sepa-

'hinterland area."
rate colonies, may deVelop quité differently depending on
the source and form of monopoly--the nature of ‘the imperial
linkage. 1Initially, each separate colony will develop its
own dominant c%ass individually. These dominant classes
are politically and economically dependent upon the metro-
pole.

The imperial linkage becomes important in determining
the political economy of the hinterland because it deter-
mines the share of surplus expropriated by the metropole.
and thé share remaining in the hinterland. How the indig-
enous share is utilized depends partially on the degree of
independence asserted by the dominant class. The dégree of

independence reflects the nature, horizons and policy of this

dominant class.

1 Ibid., p. 2



Even though the political cconomies of separate colo-
nies will be disjointed, strong trade ties among them may
evolve. If it is in the interests of the world Metropole,
then complementary activities will develop among colonial
regions--fish, fur, sugar, rum, tobacco and so forth were
traded among the colonies. We will now evaluate the metro-
polis—hfnterland predictions concerning tﬁe way in which
i sebarate regions become integrateq with each other upon
politicalunion.1 Will one regioe supplant some of the world
metropole's activity and functions? Will one region domi-
nate another? If so, can the metropolis-hinterland frame-
work predict®*which region will beceme a netional metropole
and which will become a regionaleSatellite?

So far, we have noted that the nature of the metropolitan
economy, and its imperial linkage, determines the .nature and
extent of the initial development of a region. The need for

colonies is explained by the stage of development of the

metropole; and therefore, the kind of exploitation th§%§wlll‘

occur fellows. Once the kind of exploitation is determined,
then the kind of hinterland economy can be predicted. 1Ini-
tial -differences among regions are influenced by different
imperial policies. The role which a satellite plays in pro-
viding raw material products, a market for metropolitan ma-

nufactures, and additional investible funds 1is not seen as

a function of technical considerations alone.

bl

l'Political union was not important in the neoclassical model since
assumptions such as factor mobility would be unaltered. It is sig-
nificant in the metropolis-hinterland framework if the relations among
regions are altered.
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We are now asking whether the establishment of a metro-
pole within a country follows from the aforesaid analysis.
Contederation implies the transformation of several indepen-

gional imperial linkages into one major national lin-

-~§adlel to this transformation is the fusion of the
olitical economies of several gélonies into a
éolitical economy . 4

- &?he timing of Confederation would be an important facto
accordiné to the metropolis~hinterland thesis. The stage o
develogﬁent of the v -1d metropole is a crucial determinant
of the transformation. By the time of Confederation in Canada,
Britain was maihtaining a laissez-faire policy. Lalssez-
faire empires still expropriated surplus in the process of
exchaﬁge but the nature of the exchange of staples ahd ma-
nufactured goods was no longer exclusiviét.1 The free nature
of exchange becomes important momentarily when we examine‘the
response of the indigenous‘quitalist class, to the shift in
Britain's policy.

The stage of development of the separate regions 1is
also important because.of the role played by the dominant
class in the formation of politiéal union, Thé mercne :t :lass
was predominant in early Canadian histgry. This class was
dependent upon the provision of ;aw materials in exchange for
British manufactures. Théir economic function enhanced their

privileged position when Canada played an exclusive role as

—r4

1‘Naylor, Teeple, p. 31
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supplier of several staples. Their economic power was
threatened as Britain shifted its policy from a mercantile
to a laissez-faire stance. Naylor contends that:

"Canadian Confederation resulted not from a drive for

independence led by a dynamic capitalist class but

from the inability of the Canadian bourgeoisie to

find a new dependency."1l &

While Britain favoured the 'liberalism' characteristic
of the nineteenth century, Canadian Confederatién and the ')
subsequent national policy were mercantilist according to
metropolis-hinterland theorists. Canadian development after
Confederation until the end of the wheat boom may be charac-
terized by consolidation and expansion of the nation-state
along a strong east-west axis.

The economic separationé of regions»depends upon their.
interrelations. If the separate regions coming into union
had initially held an equal satellite status with the world
metropole, then there would be no a priori reason to expect
one region to dominate another. If the regions maintained
a differential satellite status, the most 'developed' regioﬁ
would become the national metropole and an hieraréhy of re-
glons would evolve uéder it. |

Metropolis-hinterland theofists would define development

as structural change from primary to secondary and tertiary2

activity along with rising income per capita. In addition,

1‘Naylor Teerle, p. 12 ’ . ey

2'Prhnary activity refers to agriculture and resource extraction, secon-

dary activity is basically manufacturing, whereas public and private
services are tertiary.
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inhovative capacity and entrepreneurial ability would be
required to assure future develophent,_but this element will
be ignored in the present discussion. Frank hypothesizes
‘' that the closer the ties a region has with the world metfoe
pole, then the more underdeveloped‘a region will become.
The satellite status of such a region may be said to be
deeply establishéd. Conversely, the region which is lédst
integrated, which is not solely an exporter of primary pro-
ducts nor the greatest source of surplus to the world metro-
pgle, is most likely tdsdevelop some type of independent
class. This independent'class will utilize ﬁart of vhe
surplus generated from primary exports Fo develop secondary
and tertiary activity within fhe region. Such development
reflects the ability to capture ancillary development (for
instance, fofward and backward linkages)‘ihternally.
Thus, the initial fﬁnctionai-—structural characteristics
of regions within the national economy depends on their
‘ relative stage of devglopment. The dominant‘class in one
region may be stronger, more independent, than the dominant
class in another region. The capitalist cléss dominating the
new national economy will emerge from the region where it was
strongest. That region will have a mofe diversified indus-

trial structure because of the degree of independence asser-

1éﬁ by the dominant class. The region may be characterized
as the national metropole.
" If there are only two regions in the economy, we may

classify them as nafional metropole and regional satellite.
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Upon political union, the national metropole at least par-
tially redirects the satellite region's activity from the
world metropole toward national objectives. To.the satel-
lite, this implies the establishment of a new imperial iin—

kage, or at least one of a different form, which transforms

the nature and extent of its dependence. Thus, the national

metropole will likely be the urban-industrial region while
the regional satellite is morédrural and staple-producing.

When the national model is extended to define the re-

‘-f,lationships among several regions it can be seen that they

will align in a cnain—like fashion. We assumgd that the
national economy is not metropolitan.1 Since the national
economy 1is a hinterland to the world metropole, then the
national metropole is actually a sub-metropole. Its deve--~
1opment'shou1d be greater than regional satellites but is
confined by its dependent relation to the .world metropole.
In Frank's model this dependence is expected to yield under-
development through the drain on the economic surﬁlus.

The main thrust of the linkage between satellites on
the same chéin is the appropriation.of surplus. Most regions
are both 'metropolitan' and 'satellitic"(eprOiter and ex-
ploited) in terms of their relations with other rc:ions.
Frank makes the follg;ing observation about sﬁch regions:

"....each of the satellites...serves as an instrument
to suck capital or economic su#plus out of its own

3

s .
¥

2

l'If the national metropole was the world mMetropole, then the develop- "

ment predictions of the closed and and open model are basically the
same direction,_though differences in degree will arise. i
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satllites and to channel part of this surplus Lo the
world metropole of which all are satellites.'"1

* Implicit 1in the_analyeis is the ndtion that the satel-
lite is able'to continue to participate in the exp]oitation
of its own periphery by accepting the ekploitation by the
mﬂtropoie. It is not necessary, perhaps, for a national

metropolis to accept its satellite status in order to ex-

ploit ihe regional satellite, but this seems tofbe'the lq—

gical consequence of the system. We must ev-mine the altor— ' °

native possibility, relative indep<ndencéf when we analyze

LR}

the dynamic forces ping national development. /

>

Once the ..itia. establishment of sepdrate regions is

Lo

'determined; th n the:metropolis- hinterland the51s mxy pPro-

“ceed to examine "o evolving spat%LI context of national

t

'development, We have noted the concern of soc1alist his-

torians to détermine the continuing charactet‘of dqudaxw
among regions le turn now to the task of elaborating the

regional dimensions of those forces contributing to the

.continuing dependence We will thus examine the interpre-

tations of the evolving nature of national development

g
. /"\

offered by the thesis

IR TR

The Dynamic Process of Development in the Spatial Context

/
f

) ) o * : v.'yv:"’ .
‘At any moment in~time the ownerehlp ‘and control of pro-

,-

duction. directly affects the production and transportation

l'Frankg Latin‘American:UnderdeVelopnent‘Or Revqution; p.- 6
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'-tfme. We will examine these facets in order The pr;me ob-«

cost determinants The metropole bas1cally determines what
will be produced and how it will be produced because of its

innovatlve capacity and ;onc~w1 over markets. Moreover,
1

»

‘once it is determined: who - <1l utilize a particular re-
"source, then where ‘it is utilized is resolved. As time

;jprocéeds, then, thXQinstitutlonal framework of the world

market determlnes the pattern of development such that cost
réduc1ng or product innovations are directed toward the
maintcnance and extension 5f the metropole's position.

We have noted how separate regions are differentiated

initiél;yr‘ These ~Separations aﬁe described in terms of

udifferenres in function and structure of economic activity.

We will now evaluate the metiopolis-hinterland explanation
. “‘ \ 3

\ . .
of the uneven development of regions over time.

!

The metropolis—hinterland thasis claims to explain why
‘Trowth generating and degenerating forces exist within the
spatlal context Explication ‘of these forces thus explains

the relatlve growth or decline of regions. Uneven develop-

.ment is a function of the historlcal interaction of the

regions themselves ag well as their relation to the world

AN
metropole.

Metropolis -hinterland predictions about -the reglonal dl—

< mensions of national devglopment require elucidation of

(1) the nature of the hierarchy of regions, (2) the role of
financial groups within the national mefropole and (3) the

intensification of the metropolltan development process over

(\
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jective of this section is to delineate those forces at-
tribt. «u by Frank's thesis which explain the increasing con-

cen At of production and the existen¢ewof depressed areas
: 2

W

The basic cause of devélopment in the metropolis-hinter-

withi. economy .

land thesis is the generation and availability of economic
. R =

surplus. . The size and utilization of surplus availq&le ' e,

/ , , ,%"‘”’,_ﬁf{o‘ '
determines the region's ability to diversify its ccondmig) <

structure and raise per Capiga income. We have noted théiﬁ”

the impérial linkage between tWo regions establishes the

trade and investment ties yielding the mﬂ&ropolita% approp-

riation of surplus. The metropoljis-satellite chai; is, there-
iy 0

fore, a surplus appropriation chain. 4 /

‘'The naturé of this chain requires greater explication.
The changing structure and stage of drvelopment of the world
: . ,

metropole will have $§vera1 implications for regional deve-
1o§hent within a séfellite‘nation. The regional dimensions
of developmeﬁt will depepd on_fhé éxtent to which the world
metropole penetrates reé{Gnal satellites directly or indirectly
through the national metropole, and the degree ofindaxmdame
of the nat%onél ﬁetropole, |

We may exdmine the‘contemporary evolution of the capita—‘
list system in order to understand the evolving relations
bethen the national metropole and regional satellites over
time. The initial differentiation of the structute of the

Canadian economy and earlier transformations of-metropolitan

capitalism are taken as given in the folloWimgldiscussion;

3D



Naylor maintains that the international division of labour
prevalent today--seen in terms of Canadiap resource extraction,
British finance capitalism and American industrialism--was
established by the beginning of thé twentieth century.1

The evolution of the direct investment empires of the
American multinatio®al corporations has replaced the old
mercantilism of the British imperial influence'in_Canada.2
- The important facet of the contemporary evolution of the
1nrernationa1 economy is the 1ncreasing concentration of ca-
pital in the hands of a few. This conCentration is repre-
sented by the centralization of produc;ive activity within
the spatial context.3 Such centralization is réoted'in im-

perialism: Lenin defined imperialism as the rule of finance
4

o

capital in which banking and iﬁduStrial capital are fused.

The multinational corporation is_the modern organization in

which the export of capital plays a.paft in the creation of 2
g
an '"international network of dependence and connections of

P

finanggxcapital.”s

1'Naylor, Téeple, p. 23.

2‘Kari Levitt, Silent Surrender (MacMillan Canpany of Canada; Tbron ¢
1970) pp. 23-25. e

Q'Frank, Capitalism and Underdevelopment in Latin America, p. 8

4'Nikolai Lenin, Imperialism, The State and Revolution (no publishing
information other than preface: Petrograd, April 26, 1917) p. 72

5 Ibid., p. 46ff
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How this international network influences the regional

dimensions of hinterland development is the focus of our

study. Stephen Hymer states tn¥%t .

"The expansion of the multinational corporation - in-
volves a double movement. On the one hanc, it spreads
capital and technology. On the other hand it centra-
lizes control by establishing a vertically integrated
network in which different areas speciallze in diffe-
rent 1evels of activity."l

SIRY Vi
The crucialApoint is how a region's 'level' of specializa-
tion is determined. .

The network of economic activity evolves into the sur-
plus appropriation chain according to the level of decision
performed by the various branéh plants. The geographical
represehtatioh of this network is an hierarchy of city-
centred regions consisting of satellites, sub~mefropoles
and metropoles. The economic activity of these regions thus
reflects the various levels of decision—ggking within the
multinational firm. High levels of dedision-making, invol-
ving, more abstract levels of planning and longer time hori-\
zons,.are centralized in the metropole. Lesser cities wiﬂﬁﬁ
satellite regions deal with the 'day-to-day' operations of
specific local problems.2 Thus, even though activity ié

' C ‘g
dispersed, the functional-structural hierarchy of regions

prevails

V. At the risk of oversimplification, direct foreign invest-

Stephep Hymer ”The Multlnatlonal Cdrporatlon (Your Home is My Home)",
‘Cafadian Dimension, VIII, (March—Aprll 1972) p. 33

2 Ibid., p. 35



ment may be generally classified into two groupéf First,
forcign capital is often invested in branch plants. Subsidiaries
usually assemble parts from the metropole but may produce
separately. Production oOf goods comparable to the parent COrpo-
ration's output is generally limited to the domestic market .
Second, investment in primary resource extraction providvs
access to raw materials which are shipped for further pro-
cessing in the metropole,

Branch plant ranufacturing may be centralized within the
national metropole.1 The level of decisipn making is basically
managerial>rather than entrepreneurial. The’pranch plant
does not decide matterns concerning the ove;gll market
strategyz of the corporation. The property income flows to-
ward the parent cog?gration pay for its entrepreneurial role

as product innovatdaﬁ%nd market strategist.

- . .
Thus, the proli}eratipn of manufacturing Subsidiarivs
in }he hinterland extends the domination of the metropole
.and the dependence of the satellite,‘ Even when the Subsidiary
is more than an assembly plant, it often remains dependent on

the parent for essential machinery and equipment parts., market

outlets, and research and‘devekmhent.B The production;yon—

R

sumption patterns and resulting export-import content of

>

1'Jim Laxer, “Manufacturing and U.S. Trade Pdlicy”, (Canada) Ltd., Robort

Laxer, ed., (McClelland and Stewart Limited; Toronto: 1973) p. 129.
2'Kari-Leyitt maintains that market strategy is the major determminant jin
the investment decision (op. cit, p. 80). Managers of branch plants

must take these as given and try of optimize short-run operations.

3'Levitt, pp. 79-82.
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i)
satellite an metropolg reflect the profitability and growth
requirements of the multinational corporation. ,

'Direct investment in raw materials may be dispersed
throughout the hinterland economy. Therefore, the national
metropole will be involved with both manufacturing and pri-
mary prodﬁction. However, regional satellites are bagically
dependent on resource extraction alone. This is significant
because the mechanisms of impefialism relevant to investment
in raw material sources are most important. The metropolis-
hinterland fhesis predicts the outflow of property income in
the forﬁ of‘Profits and divigends will be greater in thelong
run.thanfirgvéapifélfinflow of t%g original investment.:

That is,lsurplus is éxﬁ;opriated by the metropole. There-
fore, the satellite must produce a greater output than it
consumes in the production process.

.The portion éf surplus generated by primary production
which is captured by the satellite is reduced by the adminis-
tered cost and selling prices of veftically integrated firms.
The corporation sets the price of inputs lower than what the
mrrket value would be in a competitive market for several rea-

sons. A lower price reduces the preportion of surplus which

could be extracted by the satellite region and its government

l'Safarian's criticism that the direct contribution of the multinational

" corporation to the region should be evaluated instead of the resulting
inflow-outflow ratio is important. His argument is valid if such in-
vestment provides the region with income and employment which is grea-
ter.and/or superior to domestic potential. If it replaces- camparable
indigenous developments, it is irrelevant. Further research is required
to resolve this presently hypothetical issue. See A.E. Safarian,
"Foreign Investment in Canada: Some "*sths', Journal of Canadian Studies,
VI, (August 1971) pp. 6-8.
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in the form Qf taxes reduces foreign exchange risks, and
improves the globai profit position of the multinational
corporation.

The locational decision of the multinational corporation
1+ determined by its market strategy. The impact of market
strategy on the hinterland economy depends on several fac-
tors which influence the long-run profit expectations of
alternative locations. The competing and conplemeirtary re-
sources available elsewhere, and the monetary réturn and
external economies relative to both monetary and opportunity
costs of a particular investment infiuence the location.

As financial resources become internalized ana control over
production becomes integratea, then the centralization pro-
cess of the highest stages of production cél 2 intensified.

Thus, the evolving structure of the international eco-
nomy leads to the polarization of'*he economies involved.
The farthest outpost within the region is confined to the
production of primary products and 1imited manégerial deci-
sions. The economic surplus generated by its activity is
drained into the regional, national and world metropoles.

As <ne moves ﬁp the metropolis-satellite chain, a greater
proportion of economic surplus can be expropriated by the
privileged classes therein. Presumably, the more control

over development decisions is coincident with increasing

L levitt, pp. 79-80

2'Nnnnun Girvan, The Carribean Bauxite Industry, (Institute of Social
and Economic Research: University of West Indies; Jamaica: 1967)‘p,wl7.
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métropolitan features.>:

Ta
N

TS
The metropolis-hinterland thesis predicts that the

hinterland government and the dominant class will aid the
polarization of regions. The hinterland governmenF aids the
process by making concessions, loans from the central bank,
direct incentive grants to the foreign investor and infra-
structure development support in order to attract capital
to the satellite region.2 The indigenous capitalist class
expropriates part of the economic surplus from the direct
producer in the form of rents and higher prices. The role
of the middleman seems especially impc 'nt in increasing
the price gap between primary producer and consumer (or
between capital goods manufacturers and others dependent on
those goods for their .own production).3

We will now undertake a more detailed disFussion of the
role of the indigenous capitalisf class to better understand

the size ahd utilization of surplus among regions. Although

Ehy
» M

the metropolis is not expected to encourage ihdustrializatidn
in the hinterland, it is cﬁrious that the indigenous capita-
list class does not. Naylof.maintains that the dominant
class in Canada was a group of mercantile-financial capita-

lists rather than industrialists.4 Thus indigenous develop-

LNaylor, p. 31.

2'Watkins, "Resources and Underdevelopment ', Laxer, p. 12.

3'Frank, Capitalism and Underdevelopment in Latin America, pp. 106-115.

4'Naylor, p. 3 .



ments wefe directed in the interests of those appropriating
surplus in the process of exchange rather than production.
Not only did the transportation, and financial infrastruc-
ture becomé overdeveloped; but the increased requirements
for liquidity'draihed funds away from industry.1

Whether or not Naylor'é distinction between industria
and mercantile-financial capitalists is valuable requires
deeper assessment elsewhereq. For the moment, we may gcunn
the argument that the financial groups played a determining

role in Canada's absorption into the world market. The

Park's note that:

"The financial groups dominant in Canada maintain their
power through a complex institutional structure by means
of which other people's money, the savings of the people,
is centralized, mopilized and controlled on behalf of
the financial grouts.”2

Given this powerfél access to the financial resources
of the nation, the financial groups may maintain control
OverEQéalth producing companies. They seem to have chosen

phtd cont— thQSe companies which perform complementary func-
tions tu foreign interests. Teeple argues that:

"Most of the large concentrations of Canadian capital

today perform complementary (or at least non-contra-

dictory) roles in relation to U.S. capital--the form

of which is more powerful because it dominates the
spherg of production, while Canadian capital prevails

k»l‘Naylor, p. 21.

sﬁfﬁ&\ 2'Libbie and Frank Park, Anatomy of Big Business, (James lewis and
/ Samuel, Publishers; Toronto: 1973: 1962) p. 71.

I
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largely in circulation, that is, in transportation,
communication, retailing, and finance."l

By performing this complementary function, Canadian capita-
lists may share in the appropriation of surplus without
challenging the position of the world metropole or being

2 Thus, the concentration of merchant and

challenged by it.
finance cépitalrwithin the national metropole is effectively
a cause and effect of the complementarity in funct® ns be-
tween the world metropole and the particular hinterland
economy.

It would seem tha @ world metr

regional satellite either directly or fédirectly through. the

national metropole. Direct integration may be best charac-
terized as the complementarity of production-consumption g
relations. The regional satellifé produces raw material
inputs fo the world metropole in exchange for highly manu-
factured consumer and capital goods. These goods may be
physically channeled through the national metrocpole though
this is not necessary. From the viewpoint of the world
mqtropole, a major function of the national metropole is to

extract its share and channel the remaining surplus between

the regional satellite and wqud metropole.

1'Teeple, p. Xi.-

2'The strength of the Canadian banking system, through legislation ...,
has prevented the complete fusion of industrial and financial operations
by the world metropole from occuring in Canada. John Hutcheson notes
that industrial capitalists must share their capital, accumulated by
‘controlling the mearms Qf production, with mercantile-financial capita-
lists because they help concentrate capital resources and aid distri-
bution. This may explain the alliance between foreign and domestic
capitalists in Canada. See Hutcheson, Laxer, p. 75.
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The extent of economic activity within a region partly
depends on the nature of its relézions~with other regions:
Two regional satellites are in competition for investible
funds whene;er their endowments are comparable. Allocation
of foreign funds generally has a geographic specific desti-
nation. When a range of locations is conceivable, then the
bargaining position of differcuti reg ;. may be influential1
The impact of governmenta’ olicy on the overall pattern of
development is of secondar, "mortance however. p

The economic activ 't of either the national metropole
or regional satellite is conceived as strictly complementary
to the world metropole. Most economic relations between the
national metropole and other regions are likewise co¥respon-
ding. It is possible that some fﬁnctions of the national
metropole and regional metropole are competing. Since a
national metropole is also a satellite, it is vying for part
of the foreign capital to be invested in the country.

The degree of competition for investment funds among
regions will depend on resource and factor endowments, stage
of the production process and the production'technique to
which the capital is to be applied. 1In other words, if t

\ ) *
alternative locations are highly'substitutable, then re

~ competition is raised. 1In general, traditional patterns

1'This prediction is:an adaptation of Aitken's arguments in '""The American
Impact on the Canadian Economy". The important point derived from his
analysis is simply that the apparent success of governmental policy
depend$s on the juxtaposition of favourable circumstances outside its
control as much as anything else. )



economic activity have tendqd to difrfrentiate regions. For
instance, the lack of infrasiruct irs’ :evelopmenfsJ labour
force and proximity to marketf 'revents a raw matérigl\in
one part of the. country from being the economic résource that
it is in another p@rt.1 The competition’ among hinterland
regioné is generally resolved such that economic concentra-
tion and disparity are reinforced.

The important point bréught forth by the metropolis-
hinterland thesis is théf complemenfarity in economic struc-
ture between the national metropole and regional satellite
is likely to prevail. There are underlying conflicts mﬁmg
reglions in competition for the allocation of investment
funds. Even so, sthe observed complementarities result from
the national metropole's direction over development in peri-
pheral regions.

Af this juncture an important modification of Frank's
thesis is raised. If the national metropole'é directing
hand 1s somewhat independent of.the world metropole, then
the existing complementarities betweeh‘the national metropole
- and the regional satellite may be reduced. The periphefﬁl

region may then become satellite to two competing metrppoles

[

1fFélconbridge: A report to the InterChurch Task Force on Dialogue with
the Corporations (March 1974) pp. 3-4.

2'One would suppose that in the Canadian scene, as North-South ties
replace the East-West conception of the Natiomkl Policy, the regional
conflicts will increase and national integration diminish.
See levitt, pp. 3240. .

-
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rather than a world metropole and sub-metrog performing

complementary functions.

It is beneficial! to pursue the dual role plgyed by the
national metropolis. As a sub-metropole, it fits somewhere
in. the middle,of the metropolis-satellite chadn. It is pos-
sible, however, for the dual nature of a national metropolf%
to be of another form. Mony of its functions miay very well
place 1t in the middle of the dominant surplus appropriation
chain. At the same time, it may pertform independent functions

as a metropole which is not subordinate to the world metro-

~

pole. In this case, it mﬁy be positioned at the apex of a
“
separate hierarchy of cities and regions: in a functional

sense, 1f not a structural way.

-

For instance, many 'Canadian' operations in the Carribean
are really extensions of American daminance. In contrast,

Canadian banking operations incependent in terms of the

strategic decisions and functions performed, the appropriation

-

of surplus and the resulting develépment and underdevelopment

pattern. The second possibility. .e relative independence

of some functions. was not considered by Frank because it is

not common in Latin America.

9
.

The possibility that some sectors of the Canadian eco-

nomy may be independent will alter the predictions of the

model. Unfortunately, it is difficult to evaluate the 1
portance of degree ot independence:of these sectors. . Ev
though the Roval Bank and Bank of Nova Scotia act indepen-

dently to extract surplus from the Carribean and apgropriate

.



~“their investments according to abstract plans and long-

teriar horigzons (the highest Tevel of decision); in their
’ o 4 ) o .
Canadian operations tlhteir decisions may depeq@hsubstantﬁgllx
. o e

‘ L . . R !
on the decisions of multinational corporations reﬁresentlng
the interests of the world metropole.’ . More research into

‘the nature of the linkage between the .metropolis and sa-

K3
S

tellite pertaining to Canadian-fmerican relations is there-
fore roQuirod.
In general, however, the relationship between domestic

and foreign;capita]ists may be appropriately described as

szmbjotic.1 The dynamic ra 3ations of the symbiosis

illustrate a curious anoma gatellite exhibYts

“affectations of underdevelopt .. and, thus, appears

-

Ve,

the parasite. ,Inihctuaiity; the me pole is parasitic in
oo ' R :

terms of requiring raw materials anf

. o ’ ,‘"" . > .
apital “funds from the . e g
A . R T ..

A

satellite ip order to maintain . its own.developmént |

- ) '-u‘b ':\\‘:-:- ;? . - A ,“; N s ” - : : Lo !
. . Do TR R : . . v ¥,
,-;' Model Implié&xﬂons and the Process of Regional Adaptation -
e . “ Y - n o ' P ‘ ' . o
@ L LT ‘
‘ ’:} ' : . N
We have noted Ihe‘delineaLion of regions ._into the na- - -

tiona! metropole and various regional satellitéé._,We would

. how like to purSpefthé cohsequences_and ihplicafions 6fthese

metropolis-satellite rglatidnships.dt the Sub—national‘levelg
ﬁ‘ < N

4
w

v1%¥br exémpiéﬂ The .Royal Canﬁissiéh on Canada's Economic -Prospects states:
.
"Canada and the United States live in a kind of symbiosis--two organisms

separate and distinct, each with its own ends and laws; but highly inter- -
dependent indissoiubly Sharing the same continental environment and, in

spite of a greater disproportion of wealth and economic power, each » ¥
necessary to each other." p. 35 : " .
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The Park's list several national consequences of the,rcla-

LFonship between the foreign and domestic capitalists. These
@ ;

ar:

N "the growth of national industry suffers, the develop-

’ ‘ment of the country is dletorted to suit the profit s
pu&ition of foreign monopolies. the content and di-
reetion of the country's trade will 'be affected by v
non-national (onxlderatlohs and profits are in part

taken out of the countiy (a drain on balance of payments).
and in ert re-invested and used to extend the contraod
of the ()Llf i(i(‘ <*1()uf3 "1 . 3¢

What | then are thv regional: effocte of th mAJntenanLe of
power through th< g?h“tratlon of fonelgn monopoly interests?
Whut'ure the toueequen >s‘0f vpe cnncentratlon of economlc

2
r1freg10n the metrop01e7

i

act 1\ ity 'in the Ul‘b(ln—lnd%

production for" the satebllte:rekiohs9» What are the spatial

' *
dimensions of the poor growth p&fﬁormaﬂce of national 1mh5try,
f -
the dlstortlon ijd@veﬂopment and the monopollzatlon af
s SO o g

R iy
-

)

" nationai 1ndustry suf , implies tHat

e

o Al
s THat growshs

ithere 1e lese domeetlc 1ndustr¢,t‘an éhere could be at any

-

moment in time and that future ~growth potentlal is reduced

LA

A11 reglons will partlclpate ‘in ihe productlon process less

than they would 1f theﬂr acc%ge to surplvs funds were greater

They cannot 1n1t1ate greater 1ndustr1allzat10n w1thout the
allocation of more 1nvest1ble funds in ‘their reglon The ¢

industrialization which doesr¢ake place will be concentrated

PR IS

v

‘Park, p. 1 - R . .

77

€



.

-~
R

., foreign mond
e {

| S

in the national metropole.. This allocation of funds Will be

a, function of the mirket strategy of foreign and ddmestic

g

capitalists. ‘ ..

There are two major implications of the centralization
§ _ X
of economic activity within the hintegﬁand fhtion. First,

the natlonal metropole will contlnue to malntaln the extent
of its d%m1nat1nn over productive activity relative to the
Ty

~Jeregional satellites.d Second;-the nature of this partivipa-~

oW B - - -
tion may, how Verv esome 1ncrea51ngly dependent as the‘
¥ PR b

‘b& oﬂlnafkets expands.

»g‘ The nature of)concentratlon thr@ﬁghout‘ﬁhe internationa.
D“‘ .
economlc s&stemals examined by Hymer ‘ He states . R ¢

o

* " Phis system 1mp11e§»a contlnuous dlchotomy betweeh 1
magbr and mlnoﬁjcentres——the fg;mer contiguously in- R Y
novatihg and dispersin activity to surroudnding. areif ,

& the latter hav1ng con&%huOusly to adjust. ”1

r

\Qhe 1ndependent sectorsuof a nat10na1 metrdpole will be the

' : kR x_‘
s

mo%t dynamlc in an hinterland economy . They~w1ll 1n1t1ate

8]

Nt

“%uppls and demand . parameters:and dlsperse

changes which’
. ’ )

jWQeStment acti&i y‘accordingry For the most part however,

‘the natlonal metropole responds to changes 1n1t1ated tv .the

. . n .
wonzd\E@Q{epole . o i - *
N : >

Becauge\\f its satelllte stétus to the world metropole
1 3

T
the national meEropole will compete for 1nvestmént funds

agalnst reglonal satellltes Yet, the natlonal metropole is

expected to be moré& successful in attractlng a greatervohmk

and more advanced stages of preductlon This is because

e

"Hymer, p. 47 , o ' . .
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[N

. l‘ - ) . . '~ .
larger miYkets are favoured over time. Proportionately more v

%

is pencerated in the metropole in a

Frank's thésis*mainteins that the met-

ropole hus contnkl'ovor the economic surpius througn the
monopollbtlc merYL btructure This contro /;mesumably de-
términes the 1nno§at10ns which are pursued. :Such innovations

determine the chan es in production costs at alternative
\
blth throurh the d%locatlon of 1nvestment

A

The Park's ?ote\that the satelllte natlon s development
is dlst01t ed to suit fhe global position of the world %p$ro—
pole as forelgnJlmveeﬁhsnt lncreases.l- We 1nterpn§§wthls to
mean thatn%he incom:‘nnduemployment generaﬁ%d;per dollar of

o 1nvestment lb reduced, in thn satellite economy. Wnile this

R

impact 1is fdlt/throughout the natlonal economy, it 1is parti-

N

cularly strong in regional satellites. ) -
{ Poverty and unemploymept in satellite reglons are struc-
*“!

turally determined. Reliance on export staples without in-
ducing subsequent manufacturing means that futur§~employment

. ¢ . :
is exported along with the raw material. Tg}a;important

, + /
~ consequence of the trade and investment ties is attributed
- !
. ' . 4 . )
" to the reduction of ‘potential economic surplus due to the =«
Subsequent structural underdevelopment of, the satelllte A

/\/

- . e

satelllte whlch partlclpates in the productlon process in a
~ - . — 'S k) \«“
- - L \ .

- | Lo S e

™ would seem that once 1nfrastructure is well establlshed and
industrialism is obvious, as in Ontarlo there should be no. shortage
of capital since a large surplus should be generated from these kinds
of activity. Yet, the mational metropole continues to encourage foreign

investment as much as peripheral reglon\\h’//_c:kb

\
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limited way through minimal processing does not yield the

rreater value-added which is generated at wdditional stages
g \ g
. \

. - 1 . . . | '
of production,. Proportionately more income and Gmp]oyment

is generated in the metropole for each additional job created
in primary production. -This explains why income and employ-

ment are said to be exported along with raw materials when-
]

L . : ‘ ' . A . 2
cver direcl investment is concentrated, in resource’ industries.

Tho regional satellites are especially vulnerable to
market . fluctuatlons in the international economy. When the

. A ' .
supply or demand for a particular staple is exhausted.nthen

the region whfch Qid‘not diversify is left as a wasteland.

These depro%%&& region® may be re—~exploited during growth

peri dg.gf ;he motropole The structurally underdeye '{3-
‘?"v.‘i‘ and iugh un;ﬂniplogment 1eg1<m~: rh:s perform a Cae xﬁw

5

function beyond market depondgncv and complemeAtarity

u Cy Gonick qnal\zes this additional role .as follows KR
{ o

>

"A sudden spasm of(growth requ1re< a surplus 1abour
force which can be mobilized at reasonable wages. De-

pressed fcylons furnish a reserve army of labour that 3,
is mobile apd available at’ relatlvely 10w wages. n3 .
— / .
Thus' reliance on capital 1mportQJ1eads ‘to limited job crea-
LA ’ l” AR ” B !
' tion except in tlmes of ragld growth & .
? ~ 3 - . <
‘\ ‘\"ﬂ_ R Fa
See Glrvan fQr an illustration of the influence of multinatlonalgggc N
corpofataons of satelllte regions. . 4
. e
: : S / -~
. 2‘Watkins, ”Resources and Underdevelcpment", Laxer, pp. 121-126. "/
* e - = ',_",T:' R R - . B /

3'Cy Gonick -”Metropolls/Hlnter]and ThemeQ” Canadian Dimension, VII/
(June 1971), p. 26. , ‘
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Beyond the structural-functional polarization ‘of eco-
/

. - / . ! NS
nomic activity., the metropolis-hinterland thesiS/predictshthe*w‘

peré&stence of regional income differentials. /ﬁitfgﬁeQCQs

in returns to capital and labour are a“fﬂgctioh of the* de-

velopment decisions of the regions involved.f quer specifies
o

the determinatlon of the 1evel\o£ deCis1on as the cruc1al

elenient of domination w1thin the multinational corporate

framework.1 The @etropolitan 1nterests dec1de the”ﬁpcation

S : s

of productivéuact1v1tyv Einal products not produced.exclu—

t

sively 1n the worldemtropole are produced in. the natioﬁal

ﬁmetropole The most advanced techniques are employed there

TN

auerials and 1nteimediite good production are allocated
o5

gh investment to competing satellite regions ‘Thus, the

o &
commerc1a1 netdﬁﬁﬁhand the apprépriative decisions of the

monopolistic interests in theymetropole\pergetuate regional

r

. /
differences in the relative productivity of labour and_%api—

tal. : b : E .
The dominant class in .the national metropo}e is expected L

to collaborate w1th the world metrOpole in the allocation of
o.
productive act1v1ty w1th1n the hinterland We may 111ustrate

L

the logic of regional income p< grization in the follow1ng

Y

argumehts. If a high Wage region can assure that the ‘demand

for its export goods is r151ng,.then tﬁe region will cOntinue
to grow—-a propos1tion verified by the export base theory.

It would thefﬁ?ore be in the interest of the metropole to



ST N

perpetuate its rgl&mivo "attractiveness' by: 1) reducing the @ *

propbrtion'of inputs required per uniﬂ ol output., especially lfp

. ~
‘i:if'tﬁosn inputs are imported from other regions; and 2) dis-

couraging pvuduvtgnn,in other regions of goods which would
. . , .
. ) . y -
compete with its pr'uduct ion, particularly in high value- .
. T .
added Soctorsg‘s"tnat othgr regions are dependent on that
9] 5 ; .

regionasfor its output. SU('ti"’dopondoncu should lead to grow-

dng demand for the high wage *region's oxports relative to its

. ' ' N " : ! .
domandufor impores.” A corollatry to 2) is that the region (
. . . R PR . - e
musL control vasL reserves of Jraw materials or O‘Ee‘the de- ~
. .‘ﬂ- AR X . 'f‘u [ RS - “‘(\
mand p%1kv may shifg‘tu the other region's favour.
. R S . ¢ oo . . .
T - Ih(‘ g\bovv assertions are impl 10(1 by the metropolis- 2
) R .),’ b - ‘ ) . ‘({ .
htntorlpnd-lhv v Nayloyr' s (]d%%l[l catipn of ‘empires indi-
biu 4 . " p o \ v . ©
C&Led,q,sim%luffrolation‘betwoen metropolis and hinterland )
LY N . _‘/

in which the metropolitan or‘urban industrial-region asserts

its dominance by determining thHe ullocation of investment

funds. »The metropole Lhus Lvrus R o) porp@tnato the manufac—

turing import/raw material export of th@ hlntcrland u
The capacity of some rural-staple Eggfons to generate
“ ¥ ' . . ‘
full :Eploymont will be diminished whenever production is

sthifted away from the export base or more capital-intensive

e

? 4 * . .
e govefnmental policies of thgse
« T . ! Vat

techniques are uppljed.A
saiql]jte regions may xespond to these shifts in a way that

encourages the persisfencg of-Income dispar ties. ‘Regions
B B Y
which experience high unempleyment often use low wages as

an attraction for labour intensive industries. In times of

industrial expansion this is effe ﬂtlve in attracting some
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N
fq{eign capital; but it is at the expense of creating a

permanent low wage condition. /

Leo Johnson, who examines specializing tendencies of
investment among regioﬁs, emphasizes that disadvantages are
perpetuated in the low wage region. He ekplains that be- |
cause capital intensive facilities are costly to operate

A
below optimal output levels, manufacturing productign ¥s
concentratéd there when volume falls off, Because labour
costs rise in highly capitalized firms, part of the pro-

duction process is transformed into labour intensive lines

and dlspersed to the hinterland which thereby becomes in-
1 PRI » ¥y ".;,,‘ W

PR

reg10ns~are a functlon of the evolving structure of the
entlre capztallst system. The evolving,structure exempl}—
fies an hierarchy of regions the development of whichN&xﬁnds
on the direction of the metropole and the relative response'

of competlng satellites. The concentration of economic

activity leadlng‘gg sthe development of tne natloﬂhl metro-

pOllS is a fnnctlom of 1ts acce551b111ty to t he economlc /

surplus generated w1th1n its own region and other satellltes L
v "
AN ]
The existence of grow1ng satellite 'regions whlch‘are
‘predominantly agniculturageor resource extractive'is kxmunned
' < - '

by the dependence~on the national and world metropoles for

¢

1'Leo A. Johnson, "The development of class in Canada in the twentieth
century", Gary Teeple pp. 173-174. )
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investment, technology and manufactured goods in exchange

for théis raw materials. Their development is curtailed.

The fate of such satellites is foretold by existing depr
sed areas which Qwew but did not develop in the past.
)

external shifts in supply and demand reduced the importan

v ol

of their export base, these regions exper»e;ced decline

and underdevelopment. | &

The growth of a regioh is limited Zy its satellite status
within the metropolis-hinterland chain. Those regions at
the bottom}of the chain cxperience the greatest proportion-
ate drainlof the economic surplus which is generated. Those
regioﬁs at'the apex of the higrnrchy draw the greatest pro-
portion of econdomic surp]ué. ‘ '

Br
hu .
The most important prediction of the thesis is yet to

\

be uncovered. What are the implications of the polarization
of economic activity and income for the process of regional

adaptation? LConcentrating the discussion on the expropria—

tdgon-appropriation of actual economic surplus disregards

the differéntial impact on potential ¢ 1omic gMrplus. The ~

‘\._‘

outflow of human,‘natd}al and capital resources from the
X )

. ‘ . - )
satellite }eads ‘to the structur¥l underdevelopment~of the .

S A e
region. Inaccessibility to much of the surplus, generated
P i W ' .
reduces the abilify to transform-.thé saving into profitable

iqyesfment; Reducéd,investment expenditures (with the excep-
tion of reinvestment. by the metropole in order to generate
greater outflows as well as secure the supply of resources)

means that the potential economic surplus is reduced. .

3 r
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" ihew

.‘\

Ay
Future development is hampered because present develop-
ment 1s distorted. This is extremely important. Without the
transformation of the region into a more diversified struc-
ture, the %egion’s growth remains dependent on the metropole
for investment, markets, technology and high-valued goods.
If the metropolitan interest in the satellite subsigfs, then

the growth of the region will likely decline. It is unable

to adapt unless other resources are readily accessible and

exploitable. ) _ -

Therefore, the growth of the satellite is neither self-
- . g -

‘perpetuatlng nor self—ieneratlng This is the crucial pre-
M Ls '

diction. h% 1mp11 ons are manifold. First, the growth
.w‘::

"

will not n‘é%sgarlly lead to structural change or develop-
ment. Sécond, since the growth is b351ca¥1y under the
control of foreign interests through ownership or monopo-

- listic buying power, the regional interests are rarely imputed

effectively iijﬁﬂ% allocative decision. y

A thlrd implication neeQ; a more detalled eXamln%tlon
r ‘O ‘:.,) ,_, X Nt
The satelllte s adaptability or re?ponse ab111ty is 11m1ted
‘ ,,
to.§f1fts in export base. The region does not 1n1t1atecmnge.

Further, when external shlfts in supply and demapd advegfely

affect the region's export,base, the regﬁon may not.be able

(22N ”
tﬁﬁadapt A rural=-staple satelllte can adapt only to the

extent that it can explolt other natural resources since,

™
=

presumably, major ancildary developments were not'lnduced~

-

ptreviously"”
The larger and more diversified markets of'the metropoles

»

By

"



are naturally more adept at marketing goods already produced.
They are then able to shift from past opportunities to new
opportunities more rapidly than regional satellites; .Thé
ﬁrban—industriql regions attract capital beeause df real
economic advéntages represented by their characterietic
productive’activity. However, the dynamic nature of theése

capital market outlets' goes beyond functional-structural

features which distinguish the. national metropole from the

regional satellite and, mereﬁimpprtantly, the world metro-

pole from the entire hinteh}gﬁd ecanomy .

Kari Lev1tt uses Schumpeter 5 defligmion of development
N 24
a% a funct18§’of ”endegenous &v}xeprenqwrlal 1n1t1at1ve and
. } \'( 1'(\ . N .
1nnovatloﬂ”l to derlve the dyna&nem in %he system. \JShe notes:
"When the emphasis is placed on endogenous entrepren-
eurial initiative metropolitan economies,are seen as
sources of development (active),; hinterland economies
' as piaces of productlon (pass B . "2

Thus, even if growth in 1ncome pex ehpita and struetural
change are evident in the national metropole, it may not’play

an acif}e r®le in the developwent. .Establishment of domestic
L o | 2]
manufacturing is more_o%ten ar inQirect response to external
+ | N - . -

ha d { N

2 C’i;
‘Lavitt, p. 25. The value of this definitien is enhanced when one is
cancerned about flexibility. Associating growth and structural change
as the basié definition of development is conditioned by present
trends—--mostly applicable to a mass consumption efficiency-oriented
-society. Initiative plays a determining role no matter what societal
values are predominant. oo e
_ - S

ceily

2 levitt, p. 26. B



N
demand. It supports the extraction of exports‘to the world

market. .

The nation's ability to dnitiate change depends on the
degree of independence exercbised by the national metropm\
The nationa]_metropole shouid not rely on foreign—basedEEdQ

" ternational corporations to stimulate development within the
economy. These corporations will develop but, in the prqpess:
satellite”ecohomies bebome increasingly dependent'. IOnly.at

the centre of innovation and entrepreneurship, therefore, 1is

: : W T
growth self-generating. u

4 Summary

¢ N o i Y .“
The metropolis—hinterlénd framework is basically his— o
tori&al-analYt%cal. It‘hypothesizes the .majors forces of

~ s . .
growth and development in the ‘tontext of the capitalist

. .

. K .
economic system. Although the hypotheses support observed

trends, the relatively_ﬁnspecified-charaéter of- the world
market makes the model elusive to a thorough criticism withQA%% .
' L ' % . Co :
: ™~ . .
0ut,ﬂurther~historical_detail. Howéver, séveral §xrengths

' . ~
.o -

and weaknesses may be pointed out;

" The\metropolisfhingeflahd thesis-bre@iéﬁs thehini%iai
-intereit apd\coﬁseduent deVeldpments{in a region on the
basis of metropolitan decisions. The nature and extent of

« trade and investment will depénd’on the requirem@nts\g} the
e,

menropolé, its stage pf dqvelq%ment and the impériél linkage

"which is established. ‘Teéhhologi%al and geographical factors

.
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are not thoroughly Specifled wlthin the generalrframework.
These factors would require greater historioal detail when-
ever the model is applied to a spepific_contekt:
The.dynamic.forces_which shape the spatial context in
Frank's thesls seem to be fundamental The development de-
cisions agddnnovative cap301ty of the'metropolc are primary.,
Once the rj!ttnons among reglons are Spec1f1ed then the‘

mode glalms to pred1ot the spatial conflguratlon of t »

evolv1ng capltallst System The relatlve development or
LRI

oo

“underdevelopment of a reglon 1s % functlon of its status

\ \\
w1th1n the metropolls satelllte Chaln because th1s status
) L] LN
determlnes its acce851b111ty to the economlc surplus * The

freedom of a reglon is confined toe r‘evelopment decisions

Y

concernlng th utilization of 1ts share of the economic sur-
?{; ;

plus Thegreg;onal share is, mostﬁy determlned by the. allo-
cat1ve;dec151ons of the metYopole whlch exerts and maintains
. y

ite monopoly power. S

Frank S thesis explalns the concentratlon of economlc
k]

actltgty and the per51stence of depressed reglons at the same

'-p
tinme . The s1multaneous development of overdeveloped’ and

\underdeveloped' reglons.ls a result of .the’ ex1st1ng struc—

"ture of economic power. Uneven development is 1nherent in

the‘system..Therefore, the_dlffenentlal ablllty of regions

to adapt ‘i's "the logiecal consequence of the expan31on of the'

commérc1a1 network

’

It-Seems clear that—the”strength of the metropolis-

ey » . ,
hinterland framework lles in"its analysis.oflyhe process of

[ A
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regionel adaptation. It is impor;ant to disfingdish between

regions which initiate_chadge, metropoles, and regions

which must adjust to original shifts in Supply and demand 4

However, one word of caution is in order. v |
We have aned the significance of’ d%velopment decisions

in the-metropolis—hinterland model. These decisions would

be 1mportant in any ana1y81s 0f the instdtutional framework-

o 4
riwghe market . Yet, by observ1ng)the effect of certaln

_Jpollcles, many who have accepted the hlnterland metropolls
Wl
W~"C‘heme tend to assume the intent. In other words, they as- “

..
lu

sume that the effedt .was intended- or that the inteng was

realized,% While they may be'eorrect,-there is no guarantee

that this is a valid assessment of the situation. e
o v )
y 8
L Cp
(XYY
o > ,
. (PRl
b\'-':} . v ,...’(: /\
. : ;o
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L
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r
Ot o~ . s
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Bbth Naylor's and Archlbald s “ork with’regard to the National Policy

—_ illustrate this supp051tlon
=TT . .,
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CHAPTER FOUR

‘e
-

A COMPARATIVE EVQB?ATION

Introduction

3
A major preq}se underlying this thesis is that develop—,‘

“ -

ment theory must ihcorpo}ate the analysis of economic relations
between geographical areas and the economies of.spatial sepa-
ration. Explicating the regional dimensions is eésential to
understanding Caq@dian.economic hiftory. Development theory
and analy:is of the historical process is enhanced by the

specification of the spatial context since regions do not

-

evolve in isolation.

4 Our objectives were to explain the segregation. of regions

according to functional-structural characteristics and the

development of rich and poor regions. Wéiexamined how the

t e “ies would explain the growth and decline of regions,

N

the pattern of income differentials, and the process of ad-

guétment over time. Now that we have reviewed f@o analytical
. . ) { .
frameworks’we may better assess their contribution. The

- R
different perspectives of the neoclassical and metropolis=-

hinterland thesis makes a comparative criticism especially
interesting.
-We will examine the theoretical explanations of observed

trends in the spatial context of national deVeIopment. The

intention is to compare and contrast the neoclassical and



*

metropolis-hint  "and/ predictions concerning the division of

labour, the ¢ .ceniration of economic activity, and the per-’
sistence ofpregional disparitics. Most importantly, we are

interested in the implications provided by the ﬁwo theories.
. / .
We will then examine the process of regional adaptation. A
y 7 '

final section evaluates the major policy implicat{ons.

Régional Specialization and Development

’

N

To illustrate the different theoretical interpretations
it is useful to look at the historical evolution and comtem-~
. '\ .

porary economic activity of two distinctive regions within
Canada. We‘wiil refer to the development of the Maritimes
and Ontario1 as characteristic of a rural-staple and an
urban-industrial region, respectively. Both were initially
staple regions to the United Kingdom. Even so, Ontario and
the'Mar%LimeS have developed into different types of economies.
Even by the time of Confederation Ontario had beCome‘moré
populous. Interior transpprtatién and other infrastructure
were better. The CHmbercial class was stronger and more de—'
véloped. Why did differences in regionél participation in

.

the nation's economic development evolve?
. ) S
We may ask, for instance why Ontario was able to trans-

-

r
form from its colonial staple producing status with Britain

1'It would be more correct to refer to a Central Canada region than
Ontario alone. If Central Canada were considered as Southern Ontario
and the Montreal area of Quebec, then a more homogeneous 'urban-
industk¥ial' region would be depicted. Northern Ontario, on the other \

hand, is more like the typical rural-staple region.

YR
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to its presently dominant position in the nationai ecoﬁOmy.
While the transition from the Ontario wheat economy to the
national manufacturing centre 1: a fonction of both tech-
nological and institufional advences; is it not possiuie
to specify the most important forces shaﬁiog its economic
oevelopmeht?

Thé neoclassi 11 "approach would analvze the 1mportance
of Lhe resource base of individual staple products The
kind of staple 1ocgted in a geographic area, and the tech-
nologicai requirements for it exploitation ‘are the essen-
tial determinants of a region's development. The former
deteqmines the importance of a region's export base, the
region's comparati: . advantage’, whgle the latter determines
the extent of'éncillary development. One would presume, |
then, that Ontario's specialization in fur, timber . and agri-
cultural production created more production and demand
linkages than Maritime fishing..and shipping. The social
overhead capital and ancillary manufactoring required would
Consequently be’' greater. .

Once the initial metropolitan interest is determined,
the metropolis—hfnterland thesis would alter the neoclassical
predictions conceroing‘the nature and extent of ancillary
developmeht in a region. -Commodiry and factor exchange rela-

tionships reflect the development choice of the metropole and

the responsiveness of the ihdigenous population in the outlying

region. Therefore, the development stage of capitalism is important.

The location of forward and backward linkages depends on the extent

of the imperial linkage of the hinterland to the metropolis.

93



One of Frank's hypotheses is that the region with the
“closest ties to the metropole will remain the most'under—

" developed. when metropolitan interest diminishes. Such

trade and investment tie$ are imperialist fn nature. There-

- fore, the closer the ties; the stronger is the domination
~and exploitation of the satellite region by the'metrqpole.h
Foreign investment in the production of staplesl leads toX
the export of these goods as inputs in eichanée for the
output of tﬁg‘metropolitan produétion.process. Close ties,
whichlspecify the imberial linkage, thus imply strong co&-)
éleméhtarities in economic activity and é rate of exchange,
héwever determined, which- disfavours the satellite inofdi—
nately. |

The metropolis-hinterland modification of locational
{inkage bécomes important when we exp¥ess dissatisfaction =
with the neoclassical predictions concerning the eventual .

diversification of some regions and not others. Is régional

diversifichtion into new staples and expansion of the indué«\

trial base merely a function of a better resource base? If
not, how does one explain why several potenfial econdﬂic
-resoﬁ}ces remalined unexploited or unprocessed in the Maris

times but were produced in Ontario?Z The metropolis-hinter-

1'Or in the'contenporary case, the invesfment in branch plants assurés

a continuous demand for metropolitan capital goods and parts as well
as technology, managerial skills, marketing outlets and so forth.

2'Cbal and iron ore, timber, and gypsum for example. See S.A.pSaunders,
Studies in the Econamy of the Maritime Provinces, (Macmillan Company
of Canada ldmited; Toronto: 1970) p. 245.

e
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land médel, tries to answer the second qyestidn. It states
. \

that regional differencés in adaptive ability determine the

extent o. development once initiﬁl settlement takes place.

Adapflve ability is basically_a-function of innovation
and entrepréneurship. Therefore, the'genération'of functional-
structural differences over time depends on whe;e the -
domestic entrepreneurial class develops and its role in the
international economy. According to the metropolis—hinter—
land theory, Britain's imperial linkage with the Maritimes
would have w#ﬂded closer ties than 5hat Wlth Ontario in the
early development stages of these satellite regions.~j&he
Maritimes would have had less access to the surplus generated
by fishing since it developed during the early and strppg
Mercantilist period. Maritime fishing was thé major source
6f spggly and therefore extremeiy important to the world
metropole. 1In addition to the expropriation of surplus,
1gcal deyelopments were not necessary nor pursued.

-In contrast, again in adcofd with Frank's thesis, in-
digenous developments of Ontario agricu}ture were poSsible
onm tthe basis of surplus accumulated-~from fur, timber and the
‘El’a'ndﬂi‘ts'el‘f. The integrat ion .0f Ontario into the world capita-
list system was weaker than the Maritimes. Onyario agricul-’
turé.developed when Mercantilism was deciining. Metropolitan
interests were not founded on exclﬁsiie sources of supply
since there were many competing agricul?ural areas through-
out the world. . ’

Since internal expropri%tion of surplus was pdssible,

N

\\‘
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it could be allocated toward new opportunities in the region.

A domestic capitalist class in Ontario became strong rela-

tive to a comparable group ihfthe Maritimes. 'Thus,‘while
initially dependent on the external markets,_bntario was
appareﬁtly able to expand its domestic market. Its develop-
ment decisions were not completely determined by the alloe
cation of investible funds by the world metropd}e.

The greater development of Ontafio around the time of
Confederation may be explained by the metropolis—hinteriand
thesis. There were someAactive ihdigenous developménts in
the Maritimes prior to Confederation on the part of the
merehant claes once British interests in the colon& dh&hﬂshed}
HoweQer, most of these developments were directed toward the
sea and limited timber exploitatioh despite potentially good
agridﬁltural'land. Furthermore, any sort of 'comparative
advantage'.in transatlantic steam shipping was not pursued
after initial develepments by people such‘p.s Samuel Cuna.rd.2
This is a signifiqant observation since iron ore and cogl
weneeeposited in the Maritime regiodn.

In the meantime, however, the commercial interests of
Central Canada\pgedominantly iefluehced.the natienal policy.
Tariffs, railroad building and grairie settlement were di-

rected ‘toward integrating the regionai economies into a

-

-

1'See H.T. Easterbrook and Hugh Aitken, '"The Maritime Provinces: 1815-1867,
Canadian %Sgggg%c Higtory, (The Macmillan Company of Canada, Limited,
ronto: : pp. 227-252. : . : '
2'Easterbrook and Aitken, p. 244.

i



strong national political economy. Thé complementarities
i'n economic activity were essential to the national economy.
According to the metropolis—hinterland thesis, the Maritimes
thus transferred their dependence from Britain to Ontario
because of their inability to adapt to prevailing economic
changes, not because of a poor resource base.1 This argument
seems much more acceptable than the traditional presumption,
but requires much more historical empiricism than previous
studﬂes have shown.2

"Differehces in entrepreneurship and economic power {\
based on the ownership and control of markets tﬁus egplain
the evolution of Ontario into the urban-industrial centre
an& the continued Maritime particibation as a rural-staple
region. Entrepreneurship and economic power are dynamic
forces which‘shape_the evolving map of economic activityﬂ
The stage of development of %he éexternal and internal met;e-
poles determine yhe spatial endowment and cost configurations
of the entire hinterland economy, and_cqnsequently, the |
specialization of individual regions. " Furthermore, such
specialization will change as the metropele shifts its
economic activity, inéut'requirements, and market outlets

over time--a matter to be pursued momentarily:

1'Iron ore and coal were developed for the railroad requiransnts of
western expansion. - Iron works eventually shut down, however, and the
raw materials were shipped for further processing in Hamilton, Ontario.

2‘See Bruce Afchibald, UAtlantic Regiohal Underdevelopment and Socialism",
Essays onthe Left, Laurier La Pierre et al, ed., (McClelland Stewart
Ttd.; Toronto: 1971) which inadequately applies the metropolis-hinter-
"land thesis. o S .

T
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Thus, whereas specialization in the neoclassical
framework reflects differences in factor endowments and
relative prices; in the metropolis-hinterland thesis, speciali-
zation andAutilizatio;Lof factors are directed by the approp-
rf%tive decisions of the metropole. Iﬁ the neoclassical
;odel, the division of-labour is determined'spontaneously
by independent mzéﬁét forces. In the metro?olis—hinterland
model, the int;raétion of supply aﬁd demand forces underlying
the division  of labour is actively‘determined by monopolistic
interests.

It is siénifﬂgant>that spécialization is passively
determin$£ in the neoclassical frameworkﬁand actively deter-
mined in'&he metropolis-hinterland thesis. Técﬁnological
and geographical determinism are basic in the former. Im-
perialism iS\phe decisive force.in the 1attef. The resulting
p;edictions‘will be différent to the extent that the profit-
maximizing ‘location between two regions is altered‘by the
centfalization of owneréhip and cdn£rol.

Thé difference in approach_between'the two theoriés is
also 111u§trated when one consideré the development of for-
ward and backward linkages in the satellité»regioh.. If the
export staple were developed indigeqously rather than.by'
an external capitalist econoﬁy would the degree and direction
of regilonal development be different? One would suppose that
the alternative revenue-cost concitions, including ¢rgnspo}—

tation costs, between the satellite and metropole would in-

dicate a unique profit maximizing location. Assuming the

98
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firm is ratlondl and prof1t—%hx1m141ng wherever 1t>1s\base

'\ ;',‘\'v ’

‘the location decision should be the same fo§wthe metnx*ﬂltane

k ~, .
%

based firm and ‘the satellite—based firm. "“A\ "

N .

The above arguments are altered’wheﬁ the concentration
of ownership and control is incorporated’into the model.
.The cost-revenue situation may be different if distinct
agents own various operations instead of one corporation
or group of related corporatlonsx Even if the behavioural
assumptions are malntained in both cases the decision- r
parameters may be different. The integrated»firm may in-
corporate greater costs and revenues in its accounting than
the separate firm—-ifs horizons are necessaiily broader.

For example, the cost-revenue sitﬁation of the inde-
pendent metal producer may favour the sqtellite location
such that fﬁrther processing is adjacent to the mine. Ae

[y

‘Qertically integrated operation might not be dréwn'to the
}aw material site beyond extraction of the mineral.1 The
independent firm would assess the situation according to the
optimal input—location cenfiguration for a smaller outpug
range than the integrated firm. A large corporatien may
combiqe several types of metalsito various kinds of output.
If the mining operations cqntrelled by the‘intégrated cor-
porationrare located in several regions, then the central

metropolitan location may minimize total costs relative to

§

Fbr example, nickel extraction in the Sudbury region or the gas and
oil ianz:ry of Alberta export materials in a relatively unprocessed
form Falconbriggg A report to .the Inter Church Task Fbrce on
Dialogue with the Corporations (March 1974), pp. 1- 14

1



total revenues. In this case, centralization of production
results. The forward and backward linkages generated from
the opening up of the satellizi's new export base’ enhances

the market pull of the establwéhed metropole.

S

It is quite conceivable that the-independen;\firm
might also ship raw materials for further processfng in the
metropole. This argument, wﬁich implies no difference in
locational orientation between the independent and inte-
grated firm, is essentially static. It takes the existink
pattern Qf industry and population as given at an§ moment
in time. The metropolis-~hinterland thesis h&pothesizes
the spatial dynamic- context evolves according\to the distri-
bution of'ownership and control. The spatial context influ-
encing location decisions is 'given"atﬂany moment, but is
not a given in the dynamic-pontext. The spatial context
would Hgvaifferent'€oday and in Xutufe, if the monopolisfic
structuré did not evolve the :ay : has up to the present.
'Consequently, individual location decisions woﬁld be dif.

[

ferent. - ‘

It is clear that the question of the locati.n of linkapes
needs‘to be pursued much furthef.‘ Whetheflthe“mltropolis¥
hinterland thesis_would alter the stutic'predictioﬁs of the b
neoclassicél approach by considering the organizntion of
ownershig and contro}.is 8ti111 unresolved. Hdwever, the
importance of incorpoiating the monopoiistic forces which
sbape the evolving map of econqmic activity will boecome

evident 'when we discuss the process of regional adaptation.
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The predictive power of the metropolis-hinterland
thesis is enhanceé by its effective expldnation of the his; (
torical context of development. In contrast, specifiéution
of locational orientation in tﬁe'neoclassical framework
explains'the location of ancillary deyelopmont‘only to
the extent that technological advances reflect and reinforce’
institutional advances. If does not examine the evol;ing”
nature of the underlying insfitutional forces. >
Actually, the inter-related nature of technological
and institutional advances must be emphasized. Examination
qf one set of forces without the dther limits thefexplana—
tory effectiveﬁess of either theory. Our criticiéh of
nédclassical theory at this point, howevér, is that it des-
cribes regioﬁai specialization without specffyiné how change
is initiated,‘or set in motion, over time. We will now"
examine the\dynamic implications of regional specialization
with this passive versus active distinction between the two
theories in hind. - . .

How do the two models explain the. increasing concentra-

> N
N\,

tioﬁ of economic,activity?within the nati6na1 ecénomy? In

the neoclassical framework secular concentration is déscribed
but not really e;piainedg‘ The combination pf techpological
economies specified above and markep demand result in a
compeﬁitive édge'for the region-encompassing the larger

market. This cbmpetitive edge is a gunction of larger capital
and labour markets, re@uced distribution costs,‘financial N

intefdependencies and improved knbwiedge of opportunities

K



within the region, -

Iﬁ th metropolQﬁwhintor]nnd framework the vgmplelivV
cdge favouring larger Luirk(xts over time iy (WH}H{Ti by the
monopolization of markets and the formatinn of decisions.
The metf*'opolo uxpropriuﬁ*s surplus from fhe product i\"k(:‘
ucLivity it conhro]ss\vithur directly through Owncrship
or indirectiy Lthugh mnnopd&istiv hnying power. The
dynamic elements of development are purtiully 1hcorporated‘
in the model. The innovations psn'sm,_‘d and the allocation

\ .

of investment funds are the basis and consequence of economic

surplus controlled.

.

N

4 N . : ‘
The nature of trade and, ;investment ties, therefore,

explains the concentration of ‘onomic-activity. The

neoclassical framework,characterizes a devgloping region as
one' that: 1) captures the prbduct 1inkages tprough the
locational orientation of the multiplier~qcce]érator process,;.
o . A N

and‘Z) attracts factors toward it through differentialjrates
of return. Expansion becomes codcentragod in a region when
differences in production functions or export to domestic

prdduct prices perpetuate its relative attractiveness. Thu
5ature-0f\the trade and investment ties presumes market
exchange of goods and services:in a manner which reflects
independent determinanté of supply and demand.

In contrast,:the métropé]js—hintprland thesis presumes,
a monopolistic structure which moulds the trade.and invest-

ment ties in the monbpoljsts' interests. A developing region

therefore: 1) drains the human, capital and natural resources

bos
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from other regions; and 2) appropriates the cgrfesponding
surplus generated in order to yield more, dirécti g the
surplus towards its own réquirements; .The'exe}ﬂitative
nature of the trade and investment ties is thus depicted.
Four major points summari%e the contrasting views of
the impact of trade and investment ties on the.unequalymttern
of regional developmenfs. First, the metropolis-hinterland
thesls alters the traditional opportunity cost interpreta-
tion of investment allocation. Long-run profif expectations
of metropolitan interests are not dependent on rates of
return alone, especially in the contemporary‘international
economy. Many factbrs such as the procufement.of raw material
suppiies, control over product and primary -input markets, and
maximizing the effectiveness of research and development
expenditures all influénoe overall market strategy. Market
Strategy in furn compl: cate. the'neoclassical prediction of
investment decisions b sed or expected rates of return.
Second, because al. at ve investment decisions are .
determined by monopolistic market strategy in the metropolis-
hinterland model, thq degree of concentration is greater than
it would be if iﬁvestménts were made according to rates of
return bnly. The resultingéinefficiency in the ecoﬁomy is
éreater than that caused by ma;ket imperfections, externa- ///
lities, and adjustment lags predicted in the neoclassical
‘model. The degree of monopolistic exploitation determines

the extent to which investment funds are allocated inappro-

priately according to the metropolis-hinterland model.
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Certain iﬁvestment opportuniti®s which would be expressedr
within a competitive market strugture would not necessarily
yield a similar response in the nonopolistic market struc-
éure. Thus, the polifization of/ development would be ex-
pected to be ie§s /; owner p over the production and
distribution netwdérk wefe more evenly distributed.1 Regional
satellites.which received a share of the surpﬁus generated
within their region equivalent to a competitive market \
solution woﬁld then be able to develop better infrastructure .
better intraregional,transpoftation‘and communication, and
diveréify enough to lessen the-detrimental impact of external,
de-stabilizing shifts in economic activity |

-Third, the distribution of gains from trade are inter-
preted differently by the two models. According to the
néoclassical approach, two épecializing regions will bo%h

\

gain from trade through the expansion of the'prbductiod

-
[}

possibilitles curve although the share of the gains w111 be
reduced in the leﬁg#gdvanced region ové& tlmL The cumula-
tive impact of differences in income.elasticities of demand
and the‘technological bias in favour of manufactured‘pnthts
will favour the diversified region increasingly. The dif-

ferential impact will be increased as markets are broadened

by increasing economies of scale and decreasing transportation

1'The monopolistic nature of the national and world market or commercial
network requires a deeperiexamination than possible here. Like many
organizations, it would seem that Frank's conception maintains the
general rule that the whole is greater than the sum of its parts--that
there is same qualitative distinction--but it is difficult to evaluate
this conception in relation to traditional industrial organiZation theory.
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costs. In contrast, unless the two regions are conpeting
metropoles with comparable innovative capacity, the metro-
polis-hinterland thesis predicts that both cannot gain from
trade because of their dominant—depenoent relationship.
Beyond the feduced participation of the rural-staple region,
its income-generating capacity and adaptive ability is
reduced.

Finally, the two theories predict different implications
for social welfaie maximization. Acoérding to the metiopolis—
hinterland thesis, the actual and potential economic surplus
of a satellite region is reduced by the exploitative natufe'
of the trade and investment ties. Furthermore, sunplus
absorption is becoming inoreasingly difficult ior advanced
economies because of the existing distribution of income.
In other words, sooial welfare is substantively reduced by
these ties. The neoclassical analys1s on the other hend,§_
implies that it is enhanced through the expansion of the
production possibilities frontier.

These arguments are based on different viewpoints of
social welfare. The size and utilization of surplus affects
present and future social well-being.in the metropolis-
hinterland thesils. " Equity considerations are directly rele-
vant to the soci 1ist viewpoint underlying this approach.

The efficiency orientationr of neoclassical theory expresses

that social welfare is maximized for any given distribution

of resource ownership, whenever returns to homogenous factors

i ':‘ }
1-See Weisskop?; Reynolds et al, pp. 123-130. )
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are equalized. However, if ownership of these resources

affects the returns rcalized, social optimality cannot be

-

determined in this framework.
In sum, bdth frameworks predict thé"differentiation
of economic acti;ity into rural-staple and urban-industrial
regions. The neoclassical approach /seems to describe rather
than explain the increasing concentration of economic activity.
This is a resuit of the paséiveimanner in which forces of -
economic change are incorporated intd the model. The
metropolis-hintérland thesis provides a plausible explana-
tion. The implications of the two models; with respect to
how investment is'allocated; the extent of conceptration, -
the distribution of gains, and social welfare in general,
diverge. So far, however, there iéllittle indication that
the predictions concernihg the observed trends vary signifi-
cantly, despite differences in fhe underlying b;havioural
.assumptions of the models. )
In this section, therefore, we have examined the dif—
fering arguments provided by the two models concerning the
'extenglof regional participationAin the development of the :
national economy. We havg tried to differentiate both the
model predictions and implications of the folioWing enquiries:
1) how the initial separation of regions according to -

structural-functional characteristics 4s determined; and

2) why economic activity becomes increasingly concentrated

in the urban-industrial region such as Ontario. ’r’d

The two theoreticgl explagations diverge significantly

- ~ N\
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on such'dynamic aspects as the reasons for increasing con-
centration in‘the urban—industrial region. Thus, it is im-
portant to look at the dynamic process of regional development
in more detail now that the general points about regional
specialization have been made. The mechanisms underlying
the general trends'predicted, and discussed above, require

a closer examination. The development of the urban-indus-
trial ‘'region needs to be further examined along with the ¥
diminishing participation of the rural-staple region since
both result from the same procegs. Moreover, the national
economy's role withih tﬁe international setting needs further
consideration béyond the initial establishment‘of separate
regions. Our examination of the process of regional adépr
tation should help to explain why some regions grow and
otheré decline. It should thus sharpen our understanding
of the regional gimensions of development including the

increasing concentration of economic activity.

‘Regional Adaptation \

3
\

-
¥
\

{

In 1939 S.A. Saunders, an authority on the Maritime

economy, made the following observation:

"During the past three-quarters of a century, tech-
nical changes in both industry and trade have meant
painful readjustments for the Maritimes as .contrasted
with rapid development in other provinces.'1

1'Saunders,vp. 175

{
-



108

The immediate question then becomes, in short, why? Why
did one region experience painful readjustment while others,
particularly Ontario, experisnced development ? Furthermore,
what was the nature of readjustment Which did take place?
The ‘process' of regional adaptation examined by the
alternative theories is primarily a function of the per-
spéctive aﬁd focus of the theory involved. Adaptation is
basically a passive procedure in the neoclassical framework.
The dynamic elements are takén as given changes which yield
disequilibrating forces. These forces shift the equilibrium
position to a ﬁew.position. On the contrary, the nazture of
adaptation ié aﬂ active.part of the methpolis—hintérland
thesis. The dynamicr impetus to change is incorporated in

the spatial framework. . .

We begin our analysis of adéptation with the assertion
.that innovation is the fundamegtal force of change infxbmmnc
activity oyer time. According to A.P. Usher, the baéis of
inndvatiowis an act of insight beyond skill which’ is
"induced 4y the conscious perception of an unsatisfactory
gap in kn%wledge or mode of 'action.”1 The first requirement
of innov?kion is the percept;on of unsatisfactory gapsbemwmn_
actual a#ﬁ potential organization‘of production. Then,

/ | ‘

/
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society must be able to mobilize reseurces in order‘to
remove the fechnological and institutional inadequacies
perceived. Therefore, the existing organization must bring
together those who percieve the gap and those who control
the resources necessary to be mobilized.. The explanatory
effectiveness of theory is enhanced wﬁen the resource re-
qui;ements (human, capital, material and financial) and

who controls these resources are pioperly specified.

We define innovative capacity as the ability to initiate
change. There are several factors contributing to innova-
‘tive capacity. Entrepreneurship is basic. Beyond entre-
przneurial talent, financial resources must be availaele.
Thus, jinaneial institutions which can mobilize savings
when and where necessary improve regional ipnovative caﬁuﬁty:
A lerger and qualitatively broader input mix is also benefi-

cial. This zncourages an easier reallocation of factors of

production when change is implemented. 1In addition, marketing

expertise enhances .. innovafion process, ' ’ N
The basic neoci i ‘ramework takes the factors
detefmining innovati-- ¢ ©as perfectly elastic in
supply;1 Subsequent s ‘- ‘emand and supply lead to .
growth generating anc degc - © fo ¢s wi.nin a region

l‘M. Blang discusses the value of «. u\ﬁqussicai frauc.ork 'for
organizing our knowledge of technic: SLU7ress’ even thcugh meany im-
portant questions involving innov:tion hav Jeen neglected. He states:
"a survey of the literature on techr.!cal chsrge suggests the potentiali-
ties of orthodox theory....have not been esnzusted” The Economics of
Technical Change, Nathan Rosenberg, ed., (Penguin Bo-"s Ltd. - Harmohds-
worth, Ehgianag, p. 110
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out of equilibrium: While the adjﬁstmeﬁt 'process' from
past to present- opportunitie§ is accurately described, the.
process which'initiated the change in the first place is
not analyzed. Thus, a region's abi{ity to respond or adgpt
to forces of change dépends on env;ronmentai factors. The
causation does not run the other direction.

The most that is said by a neoclassicist when examining
the differential adaptability of regions is that an urban-
industrial centre provides a conducive setting for innovation
while a rural-staple region deters local initiative. Even ’
so, neoclassical analysis delineateg the resource require-
ments more thoroughly than the metropolis-hinterland thesis.
It analyzes the main factors of growth: increases in produc-
tivity and augmentation of primary inputs through capital
accumulation or population gro&th and immigration. For
example, the export base theory predicts the resource require-
ments for further development of a satellite. The-ammgmndve
advantage of exportable commodities should be strengthened
and/or the industrial structure needs to be divetsified. The
export base theory does not explain how one region can im-
plemenf such changes and another cannot.

iThe metropolis—nintérland thesis @ay be used to explain
| the basis for differential regional adaptability in terms of
innovative capacity. The urban-industrial centre is deyeloped
" because of the indigenous entrepreneurial initiative therein.

It is not merely a region conducive to innovation, but one

which attracts and concentrates innovative capacity through

- e
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conecious development decisions based on mar%ét strategy.
The rural—staple region does not lack local initiative be-
cause of any inherent limitations, but beeause its growth
has been directed 5y ﬁonopolistic interests which 1i$it
access to local savings and surplus. Moreover, once struc-
tural change in the hinterIend is inhibited,-then future
generation of surplus is redueed. Thus, the metropolis-
hinterland thesis explains the‘preeenceAOf innovative
capacity in the urban-industrial region and the abserce of
innovative capacity in the satellite. It analyzes the
underlying process of reg%onal adaﬁtation more fhoroughly
than neoclessical analysis. | ‘
Neeclassical analysis can explain regional differences
in structure and function or relat}ve factor prices. The
explanations are limited to the extent that the conditions
assumed.are correléted with the dynamic forces determining
income generating capecity, the structure of economic activity
" and economic growth within the spatial context. For instence,
the explanatory effectiveness of a factor price and.ndgraUHy.
adjustment model,sucﬂ\as Borts providee, is very condifional.
The conditions or assumptions necessary to yield pfedictions
‘eoncerning regional income differentials descfibing observed
trendsﬁare specific. The model specifications are not easily »
generalized. 1If different problems are studied, or if
different predictions are expected, then the neoclass;cal
.explanation requires reformulation. The structural and

behavioural parameters descfibing the relevant conditions



afe refdrmulated according to othe¥~se€21ng]y correlated

conditidgs even though the underlying utility-maximizing
or profit-maximizing assumptions remain the same.
Most~importaht1y, then,'traditiossl neoclassical analyéis
does not expl%in what forces lead to the -conditions assumed
to preGail.' It yields'no explanation of why differences
in production capabilities and income generating capacity
exist. - Within traditional theory the best explanation'for
different functional—structurai features and consequent
income generating capacity. among regions is derived from
classical literature concerning obstacle’s té growth. The
existence of proximate causes of grthhqin some regions and
not in others indicates that underlying causes separate‘the
growth pdténtial of regions.1 The uﬂderlying causes are
apparently non-economic in origin gut economfc in effect.
&hus, while traditional theories explain how regionél
growth and decline evolve, Frank claims to havg'an explana-
tion. of why growth generating and degeneratiné forces éXiSta
For instance, Frank explains why an underdeveloped region
has a poor 'reallocative éb*“'ty'. The'metropolis-hinunﬂapd
thesls tries to rid itself of the tautological trap that a
reglion has a. poor feallocative ability because the infra-
structure and complementary production facilities arelmuming.
According to Frank, the supportive goods and services are

missing because they are provided hy the advanced economies.

l.gee above Chapter Two, p. 33
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The underdevelopment of the hinterland economy is
functionally related to the development of the-metropole.
Thus, while trade may have contributed to the growth of the

4satellite staple—exﬁort region during some periods; that -
gro@th is neither self-sustaining nor accompanied by structural
change yielding development.“ Determination of the division
of labour according to the metropolis-hinterland thesisafhus
polarizes development between regions. Any apparent harmony
of iﬁterest is éonsequently superficiai. “'Harmony' is main-
tained.pn1§ as long as the metropolis can successfully 4
introduce products which require hinterland exports while
the satellite maintains a competitive supply of the materials

demanded.

One of the most valuable contributions of the metropolis-'
hinterland ap;roach is the prediction that gains from growtﬁ
and gains from trade conflict in the rural-staple satellite
region. Perhaps a contemporary example can 111uétrate the
point hest The dévelopment of conventional o0il reserves
in Alberta was basically monopolized tnrcuah foreign anest-i
ment. The spln off effects in terms of income, employment,

. decision-mnaking and economic'activity in géneral were effec-~
tively 'truncated'.1

In neqclassical analysis, truncation’would be expressed

by an uiban—industrial location of additional economic acti-

vity generated by investment in the rural-<staple region.

<

173ee Herbert Gray, A Citizen's Guide to the Grav Report, Prepared by the
editors of The Canadian Forum, (New Press Toronto: 1971) p. 17.
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Frank wou%d contend that neoclassical thedry does not
examine th thé locational linkage is not captured bygghe
rural-staple region in conjunction with forward and backward
préductio? linkages. Frank is partially incorrect on this
point. We have noled that neoclassical theory'aoes explain,
from a technical point of view, why the market pull of the
Mmetropolis has concentrated the highest 'stages of produétidn.
‘What is more importént,'howeve{" is the impact of

truncation on future development/p6éentia1 of the rural-
staple region. The crucial/guégtion @F whether -indigenous
developments would be able to exploit new resource oppor-
tunities such as tﬁe Athabasca tar sands once they become a
viable alternative to the diminishihg conventional reserves.
Traditional theory woﬁld answer yes since.factor mobility
is presumed. If Alberta gains a comparative advantage in
this.particulgr energy resource, there should be no reason
why the region could not reallocate existing capital and
labour to respond to the new expected returns (unless there
are undérlyiné causes inhibiting reallocative ability).

‘ In contrast, the metropolis-hinterland theéis would
predict that Alberta ﬁould not be éble to" adapt to fbrges of
change which increased the relative economic importance of

the tar sands. Alberta could not initiate Qevelépment

without again soliciting foreign capital, technology, .and

entrepreneurship (embodied in Great Canadian 0il Sands,
Syncrude. and other consqrtia). Alberta -lacks the innévative

capacity necéssary for present and future responses to new

N
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opportunities because it did not develop past opportunities
indigenously. Tne financial resources, the entrepreneurial
talents, the nighest level of decision—making skiyls are all
~ missing ingredients This is the very essence of the con-
tinuing dependence predicted by the metropolls hlnterland -
thesis. Thus, even though Alberta has experienced regronal
érowtn this growth is not self-sustaining. Moreover, ether
than limited diversification in industrial structure around

. A .
the export base, Alberta has experienced no substantial

development. ’ ’ : \

The foreign investment in Alberta's oil industry was
based i? the wirld metropole, the United States mainly, and
not the national metropole, Ontario. Tnis fact raises an

important point concerning the regional dimensi..ns of national

development . Whed*the\national eqyﬁﬁmx/}s an h, erland

1/[

to the world metropole, then the signlficant considerateon

{s how internal extraction is linked to the world market

. -
system.
L 4

" The locus of key decisions will snift away frem the
national urban—industriel centre towards the world mefropole.
The extent to which industrialization and development con-
tinues in, the natlonal metropole depends on its degree of
independence. Such autonomy would reflect the ability to .
initiate cnanges'in economic\activity rather tha:'mere . o
responses to initinl.shifis; Differences between so-called-
industrialized underdeveloped economies and typivfl under-

developed ecgnomies (such as Canada and:Chile, reSpectively)

-
¢



may be partially expléined by differences in degree of ‘
independence of tﬁe capitalist class and the operative
functions involved. 1In eithgr case, the staple export region
would become more dependent and undgﬁdeve]oped when the
natiqnal economy is‘open to foreign \nvestment, éxploitation
of resources, and expétriétion of su;NIus.

Whether or not the linkage betweeﬁ the world metropole

\

and régional satellite is direct or thréugh the natiopal
metrobo s not particular1§ important to the growth of
“the regional safellite though 1t may affe&t the national ,
metropole. Its development relative to other regions may
diminish if it becomes a less impo;tant 'centre of interamuse}
between the polurization of regional development and the’
satellization of the entire eccmomy.1 In gddi}ion, phe
metropolis-hinterland thesis perceives that the infegration
of the national economy into the world metropole is intensi-
fying. Thg relative independence of thg hational metropole
~ would the?efore be expécteq to decline.2

When ‘we look at several regions within an hinterland

economy, wélshould distinguish between two satellites on

the same metropolis-satellite chain and two satellites along

\
kY
- N

1'See Frank, Underdevelopment or Revolution, pp. 5-6

2'Aitkén contends that Canada's independence reached a peak during
World War Two. Since that time. the increasing degree of foreign
ownership has moulded development in a fashion which has increased
Canada's dependence on foreign capital and product markets. Yet,
Canada neyer was a leading metropole. Aitken, Deutsch et al, op. cit.

Ky
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ifferent chains e*tending from the same metropoie...ln
/the first case, the relative polarization of development
is an obvious consequence of the particular‘rei&tionship
between the two fegions——which one 1is the satellite to the
other. The second case requires a more detailed considera-
tion.
Presumably, the relative position of two satellites

on différent chains depends on the size and utilization of
.surplus which the indigenoﬁs elite maintains instead of
channeling toward the metropole. What determines this
regional share? JIS the regional share determined by the
production technique applied, or the organization of produc-
tion? If the development decisions of the indigenous capi-
rtaliSt class are so importanﬁ, what patterns thesedechﬂoﬁé?
What specifies the degree of competitiveness or monopoliza-
“ion of markets among regions? What limits the region's

"freedom'.to utilize its own surplus--the extent of freedom

from foieign domination? It is when these kinds of questioné

are raised thaf one begins to sense that the pasic process
of institutional and technical advancé remains unspecified
evén in the metropolis-hinterland model.

The metropolis-hinterland determination of why  the
network evolved is necessary,, but ihsufficiept for under-
étanding the spatial-temporal context of development. The
nature of the actual process of technoléiical»and instithf
stional édvance is not specified. Accordihg to Neill, for

instance, Innis indicated that costless technological and

-\
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institutional advances of society create the economic
surplus.1 There is no comparable analysis in Frank's work.
If, however, the costless aspect is interpreted in terms
of the cost reducing effect of innovations, then we may
infer how the profit portion of surplus--the difference
between révenues and costs of production to sociéiy——is
generated. The returns to factors and costs of production,
in addition to price valuations of commodities, will be a
function of the technological and institutional advances
of society.

We contend that objective development is an innovative
process in which perception and mobilization af resource
requirements is fundamental. Innovative capacity is streng-
thened‘whbnever hﬁman, capital, material and financial re-
sources a;e channeiéd together. Thus, the metrdpolis—
h;nte: 1:d thesis is better able to examine the causg—effect
relatiénships which induce the presence or absence of deve-

s
lopment forces in a fegion. Again, however, beyond the
'monopolisfic control and impetus to innovafion, the metro-
polis-hinterland thesis -does not predict the specific costs
and revenues within the production process whiqh shape the

allocation of surplus and, ultimately, the size and utili-

zation of surplus over time and space.

1 pobin Neill, 4 new theory of value/The Canadian economics, H.A. Innis,
University of Toronto Press; Toronto: 1972) p. 81. It should be empha-
sized that Innis views the actual process of technological and, insti-
tutional advances as indeterminant although after the fact it may

be analyzed.

|
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In sum, the alternative analytical‘frameworks explicate
different aspects of the developmental process. Neoclasseical
theory examines‘the resource requirements of an industry,
sectof, region or national economy more thoroughl-. It
provides a better understanding of the production process
from an economic, procedural viewpoint. However, only
ther results of innovation are examingd rather than the
economic forces inducing, encouragidg or permitting inno-
vation to occur. Further extensions and reinterpretations
of the neoclassical framework would be necessary if one

wants to understand the spatial-dynamic context of develop-

ment.

N

Frank's model defines who controls the resources to be
mobilized. Their general resource requirements depend on
the innovations pursued; Frank's model seems to provide a-
betﬁgr overview of the historical process. It provides a
better basis for understanding the growth and decliqe of

regions.

Key Distinctions and Policy Implications

Our review of the neoclaséical and metropolis-hinter-
land frameworks has suggested several key distinctions‘in
perspective which underlie the analysis. It is now possible
to summarize these contrasting features. We may then illus-
trate how such fundamental theoretical viewpoints lead to

alternative policy implications.
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First, neoclassical theorists interpret the price
system as a properly functipning allgzative mechanism reflec-
ting conditions of demand and supply, or where it is not,
recommend how market imperfections alter the equilibrium
solution. ‘Mgtropolis—hinterland theorists, aé socialists,
emphasize the importance of ownership or control of the
means of production and the market: Economic power based on
éuch control is an importént determinant of the production

4
and consumption of commodities.

Second, the neoclassical school ignéres, and effectively
denies the existence of, surplus. Surélus, for instance,
would be the legitimate return to the owners_of capital.
Investment depends on the redirecfion of savings based on
the returns of earlier investments instead of wasteful con-
sumption. - The role of saving and investment is, fundamental
to capital accumuiation, and therefore ihcreased labouy
productivity, income and consumption demand. Socialist
‘theoreticians define surplus as the difference between total
production and the (socially’neceséary) costs of producing
'such output. Creation and allocation of surplus is central
to the growth process. Control over the means of production
and markets determines access to the surplus generated and

the future spatial configuration of growth and development

forces.

- Third, supply and demand forces are veiwed as basically’

independent in the neoclassical conception of the market

economy. Factors which shift supply.dr demand will expand
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the economy and thus shape the map of economic activity.
Demand and supply are mutually determined by the monopolis-
tic forces in the metropolis-hinterland thesis. .
Finally, concern over equilibrium, even in a dynamic
context, has caused neoclassicists to relegate what socialists
consider to be crucial elements of the historical proéess to

peripheral constructs. For example, market imperfections

I

and externalities alter equilibrium solutions, but are not
central to the analysis. In the metropolis-hinterland model,
the monopolistic and interdependent market structure deter-
mines the prices and quantities of factors and commodities
exchanged. Imperfections and éxternalities are therefore’

central to the metropolis-hinterland solution. ”

P

We may illustrate these key distinctions by examining
how the alternative viewpoinFs might alter the dyhamic pre-
dictions. The alternate predictions about the process of
regional adaptation stem from the opposing viewpoints of the .
nature of integration.1 As the national economy develops,
the economic activity of the participating regions is expected
to become more integrated or interdependeﬁt. Our usage of
the term 'integration’ impliés.access to capital, commodities,

“and services. In addition, know}edge of investment, buying

‘1‘We are not refefing to the formal meaning of economic integration.
We do not confine the term to deliberate policy action designed to
regulate relations among regions although public policy contributes
to the existing functional-structural relations among regions along
with private decisions.



and selling opportunities is basic. In other words, we
have in mind the faniliar notion of competitive markets as
applied to the spatial cpntext. Interregional mobility of
goods and factors should reduce any barriers to entry induced
oy the constraints of space. An integrated transportation
and communication system removes transactional and informa-
tional barriers. A national market increases the number of
potential buyers and sellers such that local monopolies
should be reduced and regional competition induced. Of
course, it also permits a few producers to mononolize the
production and distribution pf goods 25d services.

The nature of integration in the neoclassical model™is
basically competitive.1 It is monopolistic within the
metropolis-hinterland model. These different interpreta-
ntions explain why the models' conceptions of the nature
and extent of regional participation are antithetical.

Neoclassical theory explains that manufacturing invest-
ment in the rural-staple region is difficult to attract since
the regional market is small, eavings are low, infrastructure
is poor, productivity is low and information’is'reduced. The
rural-staple region is therefore perceived as relatively
isolated from the nainstream of economic activity.

In contrast, the metropolis-hinterland thesis perceives

1’This is not to say that certain industries or sectors are not monopo-
listic. The overall nature of the market, however, reflects a competi-
tion among many buyers (and sellers) for scarce products, resources,
and investment funds, (or the highest return possible) whose allocation,
in aggregate,. is not predetermined by a small group of individuals.

S
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the rural-staple region as an integral part of the entire
system. The limited extent of regional participation is the
result of the,Specific‘nature of interdependency. The demi—
nant-dependent relationships ;re defined by the surplus-
appfopriatien chain. Satellite participation is limited
because of the inaccessibility to actual ecenomic surplus,
savings and investment funds; and the inability to generate
more surplus because of its continued dependence on primary
products.
| What the neoelassical model views as a cause of under-
development--poor infrastructure, lack of entrepreneurship
and. investment opportunities-- the metropolis—pinterland
approach considers to be an effect. The latter theory
seems more credible in an advanced economy.with_a fairly
integrated transportation and communicetion system. For
instance, such facts as the poof mobility withip a rural-
staple region despite established infrastructural linkages
with other regions are more easily reConeiled under .the
metropolis-hinterland interpretationh

Differences in policy implications‘are tpus derived from
the key theoretical distinctions of the two apprbaches. The
alternative models perceive different conSequences of the
relations and separations of regions. Therefore, individual
recommendations will reflect the analytical framework one
applies. ‘

The neocdlassical framework contends that there are

o

overall gains from specialization. Since concentration of

/
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economic activity is most profitable and efficient, then
welfare is maximized. Neoclassical theory would thereforn2
'eneourage the concentration of output unYess the economies
of scale and external economies afe outweighed by comparable
diseconomies. If market forces go beyond a degree of inequity
deemed acceptable, then neoclassdcal theory would encourage
some dispersel of economic activity.

Policy could correct for such detrdmental effects of
specialization as poor reallocative ability in the rural-
staple regign by encouraging private investment from outside
the region. To attract foreign'capital the region would
need to improve idfrastructure and perhaps implement incen—
tive programmes. "These policies would minimize the Jlocational
disadvantages of the region.

Laissez-faire policy is accepted in principle. Policy
is therefore confined to correctlng for the divergence between
private and public advantage wherever politically feasible.
Governments are expected to merely correct for market 1mper—
fections. Then the beneflclal impact of growth shouldbeame
more diffused throughout the economy when external benefits
are acquired and ext;rnal costs are removed. .

The policies recommended by metropolis—hinterland
theorists are substantially different from those outlined
above.'f Development and undefdeeeiopment are perceived as
relational and qualitative. Since both are products of the

evolving institutional framework of the world market, the

main recommendation would require essential changes in the
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entire capitalist system.

Concentration of economic activity is criticized because
it reflects the inherently inequitable‘system of the expro-
priation of surplus from the direct producer.f Thié surplus
is appropriated according to the needs of a few controlling
interests located in the metropole. Thus, surplus is created
which could be applied to the development of ?he rural-staple
region, but it is apﬁropriatéd by the metropdle.

.Soliciting more foreign capital leads to further aliena-
tion of. resources and continuing dependence. Satellite

4 .
development potential is reduced not improved as neoélassi-

cists would suppose. The rural-staple region will find
increasing difficulty in -its attempt to diversify. Thus,
metropolis-hinterland theorists wouild recommend the curtail-
ment of future Lapital inflows from abroad, or at least a
shift in the relationship such that these inflows would

no longer generate greater outflowéx

Furthefmofe, attracting foreign capital will stultify

any indigenous enfrepreneurialhinitiative. To‘metropblis—/‘
hinterland theorists, development requires more than growth
and structural change. The ability to initiate change is
also important.v Therefore, the institutional framework |
should be altered so that savings and other resources are

accessible to indigenous entrepreneurs. These resources

should not be alienated as they have been in the past.



Conclusions

We are presently nottprepared to reject either theo-
retical approach since both contribute to our understanding
of regional development, but have 6bvious limitations.
Without further historical, theoretical and quantitative
analysis, acceptance or rejection of one theory or the other
would depend basically on ideological differences. While
these differences will determine the intellectual pursuits
of individual economists, the choice of one approach over
the other has not been ‘resolved in general nor by this par-
ticular study. ‘Jﬁ

We‘do, however, reject the neoclassical scenério out-
lined in Chapter Two. The metropolis—Hintérland framework,
by contrast, has provided a better undgrstanding of the
aynamic forces of growth and structural change. . It therefore
provides better predictions with respect to long-run regional

development and underdevelopment.

We wanted to understand the regional dimensions of dever

lopment such as the nature and extent of regional participa-
tion, the economic separations and relationsvamong regions,
and adaptation within the national economy. The historical
.perspective and iﬁstitutional conception of the market 'in
the metropolis-hinterland'model improves its explanatory
effectivéness. While proper applicatioh of the model requires
more historical detailuaﬁd greater theoretical specification,

fundamental changes in the analysis do not seem necessary.
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Therefcre, for our purposes, the metropolis-hinterland
approach is more valuable.

A significgnt issue raised earlier, concerning the
neoclassical approach, was not resop.ved. Some economists
contend_that neociassical analysis of regional development
could be strengthened. Refinements bresentlylat the theo-
retical ffontier, could be included in regional analysis.
The explanatory power of this approach would be evident
once these theoretical developments are applied.

Such fundamental nctions of value, utility, scarcity

and welfare (inherited from the moral philosophers and further

- developed by the neoclassicisps) are.ﬁpplicable to ncnmarket

or 'imperfect' market situations. If, for example, economic
power could be logically incorporated into the model, then
much of the apparenf impetus of economic cnange would be-
come a central part of the analyéis. Thus, some economists
hé
would contend that the neoclassical approach could correctly

predict and interpret the basic pfocess of regional adapta-

tion, beyond factor reallocation adjustments, when the forces

- which initiate change are incorporated.

Critics maintaim that the modifications required are
more fundamental. Accordingly,rrecognition, acknowledgement,
and analysis of historically important institutional forces
canggtnbe included in the model. Furthermore, even if eco-'
nomic power, for instance were incorporat 4 in the model, the
way 1t would be explicated would st111 limit the explanatory

effectiveness with respect to the dynamic process of regional

I
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development.

The coﬁcept of economic power would significantly alter
price theory and the theory of income distribution. Whether
economic power is depicted by traditional cost-revenue analy-
sis or the concept of surplus, the explanatory effectiveness
of the analysis woula be enhaﬁced. Yet, the analysis h%s
been inimical to the coencept of surplus in the past. The
. question thus becqmes: is the concept of surplus fundamen-
tal to ‘our understanding of egonomic power? Therefore, if
surplus is important, then there will be serious limitations
on the usefuiness of the neoclassical analysis to the extent
that surblus is beyond‘the.}ocus of the approach.

The question of which approach to use in.future research
reflects the continuing quandéry about the nature and extent
of regional development itself. It is ironic thatva valuable
way to conclude is to‘interpése.several questions for further
research. However, despite our ability to specify the dif-
fefent contributions of the two. approaches, there are indeed
many unresolved issues. For instance, given the observed
- trends and theoreticai interpretations, will future national
development tend to be more polarized or more diffused among
regions? North argues: .

"We may expect, therefore, that the differences between
regions will become less marked, that secondary indus-
try will tend to be more equalized, and indeed in 1
economic terms that regionalism will tend to disappear."

1'N’orth, Friedmann & Alonso, p. 254.



Is his content on valid? Is it not more realisfic to expect

that regiqnalism will continue unless marked‘iqstituthonal

changes become evident? g |
Another issue involves the apparentiineffecriveness of

current policy. Is policy inadequate or inappropriate?
/

Are the gdvernment policies merely insufficient, and would
more of the same policies elimin&te many of the development
problems facing the various regio sé Is it not better to
view the problem in terms of misguidgd-ﬁolicies which may
even exacerbate existing problems?

Finally, it is necessary to decide whether underdeve-

lopment is caused by the relative -isolation of certain areas

or by the integration of these areas in some dominant-depen-

dent relationship. is regional participation inhibited by
the absence of market forces or by the absence of compéti—
tion w%thin the national economy?b In other words, is the
organization and functioning of competitive market forces
ineffective in peripheral areas because of structural and
behavioural deficiencies of the region itself? Is it not
more correct to view such deficieﬁcies as symptomatic of
the monopolization of markets_which change the nature of

regionaf competition altogether?
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