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Foreword to Volume 5 of the Japanese Translation of
Collected Scientific Papers of Paul A. Samuelson

International trade is the flagship of the economic theory fleet. Histor-
ically the theory of general equilibrium owes more to trade theory than trade
theory owes to pure theory. I might say with only a little exaggeration:

J. 8. Mill's 1829-48 theory of international values is the first complete
model of competitive equilibrium, preceding Jevons’ 1862-1870 effort and
Walras’ 1874-8 breakthrough.

The great names in trade theory can be listed briefly: Hume, Torrens-
Ricardo, J. S. Mill, Mangoldt, Marshall, Edgeworth, Pareto, Taussig, Viner,
Haberler, Ohlin, A. P. Lerner, Meade, McKenzie, Metzler, Chipman, Mundell,
and a few others. But it was still the case just 50 years ago that the highest
authorities were not clear in their minds on the normative and positivistic
findings of the subject.

In my own work I learned most from the collaboration with Wolfgang
Stolper on Protection and the Real Wage. After that the analysis of equaliza-
tion of factor prices could follow rather naturally,

From my first effort in trade theory I came to appreciate the not-yet-
named concept of Pareto-optimality. Early on I realized that more could be
said on the optimality of free trade than the great masters had managed.
But I also realized that you could not treat a country as if it were one
person and simply say: “If Robinson Crusoe chooses to trade, he must be
better off than under autarky. Ergo, the same applies to a nation.” The
convexity notion that underlies the theory of revealed preference, which I
was developing in the last half of the 1930s, was seen to give a useful handle
to the investigation.

People used to ask, “What use is mathematics in economics?” We need
only look at the famous Keynes-Ohlin debates on postwar reparations to
see how needed was the kind of discussion provided in my 1952 and 1954
Economic Journal papers. (Jacob Viner as editor of the Journal of Political
Economy had rejected my submission on the subject made around 1937.
Scientists are not perfect!)

Science itself is not perfect. And yet generation after generation of
scholars can be satisfied with incomplete and erroneous paradigms. An ex-
ample is Hume’s brilliant, but faulty, proof that gold drains will heal them-
selves via the Quality Theory of Money. (The last couple of papers of

vil

this volume touches on Hume's work while avoiding the familiar errors.)
Only a few years ago, in my Sohmen Festschrift piece that appeared too late
for inclusion in this volume, I elaborated on the correctness of Arnold Col-
lery’s view that Hume should never have let readers think that the surfeit of
gold in the surplus country could come to raise its price for any freely-
tradeable good above the price for that good in the deficient country (all
prices being expressed in a common currency, such as gold, and due allow-
ance for transport costs and tariff impediments being made). The proper
theory would work even when all goods are perfectly tradeable and have one
price everywhere; the proper theory covers nontradeables as well as trade-
ables. Also, whether goods are easily of poorly tradeable, the correct grain
of truth in the purchasing-power-parity dogma hinges on the hypothesis that
in the longest run the money supply is neutral as far as real magnitudes and
nominal ratios are concerned. These good-sense relations were poorly perceiv-
ed in the standard literature.

* * *

So impregnable is the theory of comparative advantage that it is as
valid for socialist as for capitalist societies. Only occasionally have Marxist
economists tried to improve upon it, and with disastrous results. Take for
example a doctrine like that of “unequal exchange.” For a time A. Emmanul’s
book of that name had some vogue among French intellectuals. What valid
points are scored in it?

Consider the simplest case: a million workers in poor Asia are in trade
equilibrium with a million Europeans, importing from the latter their manu-
factures and exporting to them food and raw materials. The European real
wage rate is, say, 10 times that of Asia; and the European labor productivity
per hour is say 20 times greater in manufactures and 5 times greater in
food, To say that 10 hours of Asian labor sells for 1 hour of European labor
says no more and no less than that the European wage is ten-fold higher
and that the balance of trade is in equilibrium.

What follows for policy? That Asian workers should be welcomed to
Europe? That spread of technical knowledge should gradually bring the
geographical labor productivities into closer alignment? That the affluent
have an ethical imperative to aid the poor? The labor theory of value is of
no real help in assessing these issues. Even where the labor theory of value
would apply in each continent under autarky, when trade is possible and
labor supplies are geographically immobile we are then in a 2-primary-factor
theory of value — as Ricardo sensed and Mill knew. The labor theory of
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value is destroyed.

When we bring in profit rates, geographically unequal or equalized by
capital flows, the labor theory of value is even less applicable. Harmful
rather than helpful to understanding is the 1867 Marxian paradigm of Das
Kapital that hypothesizes an equal “rate of surplus value” (or percentage
markup on direct labor costs alone) in the different industries of a country.
What captured the interest of Emmanuel’s readers was the false impression
they received that somehow a large amount of deadweight loss is entailed by
competitive market equilibrium in international trade. Actually, this is in-
correct. Intertemporal Pareto-optimality can be proved to be a property of
perfectly competitive markets. A similar misleading impression tempts the
reader when time-phased heterogeneous capital goods are involved in interna-
tional trade. In the fourth volume of my English Collected Scientific Papers,
I have discussed reversals of geographical specialization patterns of the
following type (and so have other writers such as J. E. Metcalfe and I.
Steedman):

At a zero-interest-rate, golden-rule state, Asia has comparative advan-
tage in producing and exporting raw materials while Europe specializes in
manufactures. All this is straight Ricardo. But at a common positive interest
rate it could be the case that Asia’s manufactures are relatively cheaper and
trade patterns reverse. Any readers of Emmanuel who think that this con-
firms his notion of unequal exchange makes a gross error.

True, at the positive-profit-equilibrium, less may be produced and con-
sumed of every good, perhaps by everybody. But that is no valid sign of ex-
ploitation or of deadweight loss. It is comsistent with intertemporal Pareto op-
timality. It is merely an open-economy instance of what can happen under
autarky in a Crusoe economy or under utopian communism. The missing out-
put is not waste. For there is a mathematical theorem affirming that the
only way to get from a non-golden-rule technology to a golden-rule tech-
nology is by going through some sacrifice of current consumptions in favor
of more future consumptions. The need for “waiting” or “abstinence” is as
unavoidable under socialism as under capitalism — and this truth holds in
the most general models of Sraffa and Joan Robinson where reswitching and
Wicksell effects may be present!

Because the principles of interregional trade are so important for human
welfare, the political trend toward protection properly worries present-day
economists. Qur professional counsel was never more needed.

MIT, Cambridge, Mass. Paul A. Samuelson
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