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(' This note was prepared by Research Assistant John J. Coleman, under the supervision of Associate Professor David B.
Yoffie, as the basis for class discussion.

Copyright © 1986 by the President and Fellows of Harvard College. Harvard Business School case 9 — 387 — 023

< The Wealth of Nations, Book 4, Chapter 2.
@' David Ricardo, “The Principles of Political Economy and Taxation,” Chapter 7 in P. Sraffa (ed. ), The Works and Corre-
spondence of David Ricardo, Vol. 1.(New York: Cambridge University Press, 1953) .
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@ This discussion of the treatment of tariffs in classic trade theory draws heavily on Chapters 6 and 7 of Peter H.  Lindhert and

Charles P, Kindleberger, International Economics, 7th ed. (Homewood, Ill: Richard D. Irwin, 1982).
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@ See Case 15, “Note on Free Trade and Protectionism,” for discussion on second — best arguments.

@  See, for example, Richard E. Caves and Ronald W. Jones, World Trade and Payments: An Introduction, 3rd ed.
(Bosl)on:l.iule, Brown, 1981); and Peter B. Kenen, The International Economy, (Englewood Cliffs, N.J.: Prentice - Hall,
1985) .

@  Eli Heckscher, “The Effect of Foreign Trade on the Distribution of Income,” originally published in Swedish in 1919.
Reprinted in American Economic Association, Readings in the Theory of International Trade (Philadelphia: Blackiston, 1949), Chap-
ter 13. Bentil Ohlin, Interregional and International Trade ( Cambridge, Mass: Harvard University Press, 1933).

@ Robert E. Baldwin, “Determinants of the Commodity Structue of U.S. Trade,” in Robert E. Baldwin and J. David
Richardson, International Trade and Finance : Readings, 2nd ed. (Boston: Little, Brown, 1981), p.5.

&  The other major conclusion was that commodity trade tended generally (but perhaps only partially) to eradicate intemational
differences in wages, rents, and other factor retuns. Free trade in commodities could, therefore, completely substitute for internation-
al mobility of capital and labor by driving wages and rents to equality for countries sharing the same teachnology. See Caves and Jones,
1981.
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@ Raymond Vemon and Louis T. Wells, Jr., The Economic Environment of Intermational Business, 4th ed. ( Englewood
Cliffs, N.J. : Prentice - Hall, 1986), pp.85 - 87.

@ Bruce Scott, “U.S. Competitiveness: Concepts, Performance, and Implications,” in Bruce R. Scott and George C.
Lodge, eds.. U.S. Competitiveness in World Economy (Boston: Harvard Business School Press, 1985) .

@ Wassily W. Leontief, “Domestic Production and Foreign Trade: The American Capital Position Reexamined, " Economic In-
ternational , 7(1954):3 - 32.
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0 00 O0OThe contracting Parties to the G. A. T.T. . Basic Instruments and Selected Documents. vol. I\
(Geneva 1969).
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(D This note was prepared by Research Assistant John J. Coleman and Associate Professor David B. Yoffie as the basis for
class discussion.

Copyright © 1986 by the President and Fellows of Harvard College. Harvard Business School case 9 ~ 387 - 024.

@ " For overviews of the altemnative theories, see Herbert, G. Grubel, International Economics, 2nd ed. (Homewood, Nl.:
Richard D. Irwin, 1981), chap. 4; and Robert E. Baldwin “Determinants of the Commodity Structure of U.S. Trade,” in Robert
E. Baldwin and J. David Richardson, International Trade and Finance : Readings , 2nd ed. (Baston:Little, Brown, 1981, pp.4 ~
27.
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D  Donald B. Keesing, “Labor Skills and Comparative Advantage,” in Baldwin and Richardson, eds., International Trade

and Finance : Readings , Ist ed. (Boston: Little, Brown, 1974), pp.4 - 15; Irving Kravis, “Wages and Foreign Trade,” Review of
Economics and Statistics 38 ( February 1956) : 14 - 30; R. Bharadwaj and Jagdish Bhagwati, “Human Ca{*)ital and the pattern of For-
eign Trade: The Indian Case,” Indian Economic Review, 2 (October 1967) : 117 ~ 142; Helen Waehrer, “Wage Rates, Labor Skills,
and United States Foreign Trade,” in Peter B. Kenen and Robert Lawrence, eds., The Open Economy : Essays on International Trade
Finance (New York : Columbia Universitv Press. 1968) .
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see B.S. Minhas, “The Homohvpallagic Production Function, Factor Intensity Reversals and the He
Journal of Political Economy , April 1962.
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@ Keesing, “The Impact of Research and Developmem on United States Trade,” in Kenen and Lawrence. pp.175 - 189;

William Gruber, Dil Mehta, and Raymond Vernon, The R&D Factor in International Trade and Intemational Investment of Umted
Statmhldusmes,'m dwin and Richardson, lst ed.,pp.16 - 33.
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@  Jaroslav Vanek, The Natural Resource Content of Foreign Trade, 1870 — 1955, and the Relative Abundance of Natural
Resources in the United States,” Review of Economics and Statistics, May 1959.
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Staffan Burenstam Linder, “Causes of Trade in Primary Products versus Manufactures,” in Baldwin and Richardson, lst

43-54.

Linder,

p.45.
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@ See Raymond Vemon, “International Investment and Intemational Trade in the Product Cycle,” in Baldwin and Richard-
son, 2nd ed., pp.27 - 40; Louis T. Wells, Jr., “A Product Life Cycle for Intemational Trade,” in Baldwin and Richardson, lIst
ed., pp.34 -4;; and Wells, ed., The Product Life Cycle and International Trade ( Boston:Harvard University Graduate School of
Business, 1972).
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@ See Grubel, Intemational Economics, chap. 4; and “The Theory of Intra — Industry Trade,” in Baldwin and Richardson,
2nd ed., pp.51 - 60.
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(@ Baldwin and Richardson, “Introduction: Theories of International Trade,” 2nd edition, pp.3 —4.
@  For the most accessible review of this body of work, see Paul Krugman, ed. , Strategic Trade Policy and the New Interna-
tional Economics ( Cambridge: MIT Press, 1986).
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@  See Michael E. Porter, The C itive Ad of Nations (New York: Free Press, 1990); and Bruce Scott and George
Lodge, eds., U.S. Competitiveness and the World Ecorwmy (Boston: Harvard Business School Press, 1985).
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@ Dr. Heather A. Hazard prepared this case in collaboration with Associate Professor David B. Yoffie as the basis for class
discussion rather than to illustrate either effective or ineffective handling of an administrative situation.
Copyright © 1989 by the President and Fellows of Harvard College. Harvard Business School case 9 — 390 — 001.



