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Conclusions

Despite the intuitive relevance of technical change for international
competitiveness and economic growth, few studies have systematically
addressed these issues both from an empirical and theoretical per-
spective. This book has attempted such an undertaking. We began by
setting out some of the — in our view — most characteristic features of
technological innovation in modern market economies. We then ana-
lysed the impact of these features on the composition of and changes in
international trade flows, and tried to establish formally the relationship
between innovativeness, trade performance and patterns of economic
growth.

Our investigation started with a critical overview, a personal assess-
ment, of the state-of-the-art in the economic analysis of technology and
trade (Chapter 2). We discussed whether the neo-classical theory of
trade — in its ‘canonic’ form or in some modified version — could ade-
quately account for technical change over time and differences in
technological capabilities between countries. Our conclusion, with the
exception of some of the contributions falling under the heading of
‘new’ trade theory (Markusen, 1985, 1989), was essentially negative. The
‘canonic’ version of the theory explains trade flows exclusively on the
grounds of differences in ‘endowments’ between countries and identity
in their technological capabilities. We reviewed several attempts to relax
such an hypothesis and introduce international differences in technology
and/or technical change over time. These attempts — we concluded —
were generally not satisfactory for three main reasons.

First, whenever some more ‘realistic’ assumption on technology was
introduced into the model, the theory generally showed a striking lack
of robustness; most predictions stemming from the ‘canonic’ model no
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longer appeared to hold, not even in approximate form. It goes without
saying that this is a serious theoretical weakness.

Second, the most relevant properties of technical change could only
be introduced into the theory in a piecemeal fashion, one at a time, and
with a significant amount of ‘adhocry’. It is yet to be demonstrated that
any version of a neo-classical trade model can incorporate simul-
taneously all the main features of innovation.

Third, irrespective of the particular version of the model adopted, the
crucial adjustment mechanisms that the theory postulated were based on
changes in relative prices and relative quantities linked to relative scar-
cities. Practically by definition, such assumptions must be questioned,
when explicit account is taken of technical change which continuously
tends to overcome scarcities and increase input efficiency.

The evidence on the relationship between technological innovation
and trade, we concluded, thus demands a different theoretical represen-
tation whereby international technological differences, disequilibrium
processes, forms of increasing returns, all appear as basic underlying
assumptions.

We acknowledged the major contribution of ‘new’ trade theory in
this area, but rather than pursuing on a similar trajectory, set out from
the economics of technological change. In Chapter 3, we first tried to
identify the main ‘stylised facts’ which a theory of technology and trade
should explain. On the grounds of previous empirical work, we iden-
tified some significant regularities in the international and intersectoral
distribution of innovative activities.

First, the international distribution of innovative efforts and
innovative results appeared far from homogeneous, even within the
group of relatively rich OECD countries. The ‘club of innovators’ com-
prises not much more than a dozen countries and has remained relatively
stable for almost a century — with only one major entry (Japan). It
nevertheless showed some interesting patterns of evolution in the
internal ranking of countries (e.g. Germany and the United States over-
taking England at the turn of the century as the major sources of
innovations and very rapid catching-up by Japan in the post-War
period).

Second, these differences in innovative capabilities appeared to
correspond to equally wide differences in labour productivities. As much
as we could infer from very imperfect statistical evidence, these
differences did not seem to correlate with analogous differences in capi-
tal{output ratios. In other words, differences in ‘production function’
rather than differences in ‘endowments’ appeared to be the fundamental
feature of the international production system.

Third, the cross-sectoral analysis pointed to a high sectoral specificity




























































