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CHAPTER ONE

Why Changing Exposure to Trade
Should Affect Political Cleavages

THE STOLPER-SAMUELSON THEOREM

IN 1941, Wolfgang Stolper and Paul Samuelson solved conclusively the old
riddle of gains and losses from protection (or, for that matter, from free
trade).! In almost? any society, they showed, protection benefits (and lib-
eralization of trade harms) owners of factors in which, relative to the rest
of the world, that society is poorly endowed, as well as producers who use
that scarce factor intensively.? Conversely, protection harms (and liberali-
zation benefits) those factors that—again, relative to the rest of the
world—the given society holds abundantly, and the producers who use
those locally abundant factors intensively.* Thus, in a society rich in labor
but poor in capital, protection benefits capital and harms labor; and liber-
alization of trade benefits labor and harms capital.’

So far, the theorem is what it is usually perceived to be, merely a stare-
ment, albeit an important and sweeping one,% about the effects of tariff

1] briefly discuss two partially dissenting perspectives, conventionally labeled the “specific-
factors model” and the “Leonticff paradox,” later in this chapter.

2 The principal exceptions are economies that specialize to the extent of abandoning, in-
stead of merely reducing, production of goods in which they lack comparative advantage
(Stolper and Samuelson 1941, 70-71). An example would be a society that ceased all agxi-
cultural production.

? In fact, the effect flows backward from products and is an extension of the Heckscher-
Ohlin theorem: under free trade, countries export those products whose mannfacture uses
intensively their abundant factors, and import ones that employ intensively factors in which
they are poorly endowed. Stolper and Samuelson 1941, 65-66; cf. Leamer 1984, esp. 8-10.

4 Admittedly, these results depend on simplifying assumptions that are never achieved in
the real world, among them perfect mobility of factors within national boundaries and a
world of only two factors (Stolper and Samuelson 1941, 72). Still, as an approximation to
reality, they remain highly serviceable. On the specific issue of extension of the theorem to
cases of more than two factors—where, in essence, it continues to hold as a correlation rather
than a certainty—see Ethier 1984, esp. 63-64 and 181.

$ To dispel a misunderstanding that occasionally arises: these effects befall both the country
that imposes protection 4nd its trading partmers—i.e., they flow simply from the constriction
of trade. Hence any retaliatory tariffs from other countries will only magnify the benefit to
scarce, and the harm to abundant, factors. Cf. Magee 1978, 149.

¢ Especially for those of us who may have received from our textbooks a more restrictive
impression of the theorem’s import, it is essential to emphasize how sweeping the original
statement was—and, indeed, to reread the original essay. It does not describe only the effect
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policy. The picture is altered, however, when one realizes that exggenons
changes can have exactly the same effects as increases or decreases in pro-
tection. A cheapening of transport costs, for example, is indistinguishable
in its impact from an across-the-board decrease in every affected state’s
tariffs;” so is any change in the international regime that decreases the risks
or the transaction costs of trade. The converse is of course equally true:
when a nation’s external transport becomes dearer or its trade less secure,
it is affected exactly as if it had imposed a higher tariff. o

‘The point is of more than academic interest because we know, histori-
cally, that major changes in the risks and costs of international trade have
occurred: notoriously, the railroads and steamships of the nincteenth cen-
tury brought drastically cheaper transportation; o, in their day, did the
improvements in shipbuilding and navigation of the fifteenth and sixteenth
centuries; and so, in our own generation, have supertankers, cheap oll, and
containerization.? According to the familiar argument of Kindleberger
(1973) and others, international hegemony decreases both the risks and
the transaction costs of international trade; and the decline of hegemonic
power makes trade more cxpensive, perhaps—as, some have arguec{, in t!'xc
1930s—prohibitively so. Analyzing a much earlier period, the Belgian his-
torian Henri Pirenne (1939) attributed much of the final decline of the
Roman Empire to the growing insecurity of interregional, and especially
of Mediterranean, trade after A.D. 600.°

Global changes of these kinds, it follows, should have had global conse-
quences. The “transportation revolutions” of the sixteenth, the ninc‘tccnth,
and scarcely less of the mid-twentieth century must have benefited in each
affected country owners and intensive employers of locally abundant fac-
tors and must have harmed owners and intensive employers of locally
scarce factors. The events of the 1930s should have had exactly the oppo-
site effect. What, however, will have been the politscal consequences of
those shifts of wealth and income? To answer that question, we require a
rudimentary model of the political process and a somewhat more definite
one of the economy.

SIMPLE MODELS OF THE POLITY AND THE ECONOMY

Concerning domestic political processes, I shall make only three assump-
tions: that the beneficiaries of a change will try to continue and accelerate

of particular kinds of protection (e.g., of industrial goods), but of blanket protection of pre-
cisely the kind that is analogous to a shift in the costs or risks of trade.

7 Sec, ¢.g., Mundell 1957, 330. .

¢ Landes 1969, 153-54, 196, and 201-2; Hobsbawm 1975, chap. 3; Cipolla 1965; Rose-

crance 1986, 142. ) o o ‘
s Later historians have of course largely rejected Pirenne’s attribution of this insecurity to
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it, while the victims of the same change will endeavor to retard or halt it;
that those who enjoy a sudden increase in wealth and income will thereby
be enabled to expand their political influence as well (cf. Becker 1983);
and that, as the desire and the means for a particular political preference
increase, the likelihood grows that politcal entreprencurs will devise
mechanisms that can surmount the obstacles to collective action.1?

For our present concerns, the first assumption implies that the benefici-
aries of safer or cheaper trade will support yet greater openness, while gain-
ers from dearer or riskier trade will pursue even greater self-sufficiency.
Conversely, those who are harmed by easier trade will demand protection
or imperialism;!? and the victims of exogenously induced constrictions of
trade will seek offsetting reductions in barriers. More important, the sec-
ond assumption implies that the beneficiaries, potential or actual, of any
such exogenous change will be strengthened politically (although they may
still lose); the economic losers will be weakened politically as well. The
third assumption gives us reason to think that the resultant pressures will
not remain invisible but will actually be brought to bear in the political
arcna,

The issue of potential benefits is an important one, and a familiar exam-
ple may help to illuminate it. In both great wars of this century, belligerent
governments have faced an intensified demand for industrial labor and,
because of the military’s need for manpower, a reduced supply. That situ-
ation has positioned workers—and, in the U.S. case, such traditionally dis-
advantaged workers as blacks and women—to demand greatly increased
compensation: these groups, in short, have had large potential gains. Nat-
urally, governments and employers have endeavored to deny them those
gains; but in many cases—Germany in World War I, the United States in
World War n, Britain in both world wars—the lure of sharing in the po-
tential gains has induced trade union leaders, and workers themselves, to
organize and demand more.’? Similarly, when transportation costs fall,
governments may at first partially offset the effect by imposing protection.

the rise of Islam and its alleged blockade of Medircrranean commerce (Havighurst 1958). It
can hardly be doubted, however, that the decline of Roman power by itself rendered interre-
gional trade far less secure. See chapter 5.

10 Olson 1968, Frohlich, Oppenheimer, and Young 1971.

1t Countries that lack essential resources can only beggar themselves by protection. Ulti-
mately, those threatened by trade in such a society must advocate conquest of the rissing
resources, as indeed occurred in Japan and Germany in the 1930s. It should be self-evident,
however, that not all imperialisms originatc in this way: those of ancient Rome, and of nine-
teenth-century Britain, aimed to expand trade. Doyle 1986, chaps. 4 and 11.

12 In the United States and Britain, union membership as a share of total work force in-
creased dramatically in wartime; in Germany, unions simply asserted and won a larger share
in the formulation of policy. In general, strike rates rose after an initial decline. Bain and Price
1980, 37-88; Stcin 1980, 47-51; Feldman 1966, esp. 116-35.
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FiGUrE 1.1
Four Main Types of Factor Endowments
Land-Labor Rato
High Low
ABUNDANT: ABUNDANT:
Capital Capital
Economy Land Labor
Advanced '
SCARCE: SCARCE:
Labor Land
ABUNDANT: ABUNDANT:
Economy Land Labor
Backward
SCARCE: SCARCE:
Capital Capital
Labor Land

Owners of abundant factors nonetheless still have substantial potential
gains from trade, which they may mortgage, or on which others may spec-
ulate, to pressure policy toward lower levels of protection.

So much for politics. As regards the economic aspect, I propose to adopt
with minor refinements the traditional three-factor model—land, labor,
and capital—and to assume, for now, that the land-labor ratio informs us
fully about any country’s endowment of those two factors. (I shall pres-
ently relax this assumption, but it is useful at this stage of the exposition.)
No country, in other words, can be rich in both land and labor: a high
land-labor ratio implies abundance of land and scarcity of labor; a low ratio
signifies the opposite. Finally, I shall simply define an advanced economy
as one in which capital’? is abundant.

This model of factor endowments inevitably oversimplifies reality and
will require amendment. Its present starkness, however, permits us in the-
ory to place any country’s economy into one of four cells (see Figure 1.1),
according to whether it is advanced or backward and whether its land-
labor ratio is high or low. We recognize, in other words, only economies
that are: (1) capital rich, land rich, and labor poor; (2) capital rich, land

13 The capital may be either human or physical, but—as political scientists must sometimes
be reminded—it must be distinguished from mere wealth. Capital is productive investment,
not cash. For example, Kuwait has the per capita income and wealth but not the endowments
of physical or human capital of European or North American economies.
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poor, and labor rich; (3) capital poor, land rich, and labor poor; or (4)
capital poor, land poor, and labor rich.

PoLriTiCAL EFFECTS OF EXPANDING TRADE

The Stolper-Samuelson theorem, applied to our simple model, implies that
increasing exposure to trade must result in #rban-rural conflict in two kinds
of economies, and in class conflict in the two others. Consider first the upper

"right-hand cell of Figure 1.1: the advanced (therefore capital-rich) econ-

omy endowed abundantly in labor but poorly in land. Expanding trade
must benefit both capitalists and workers; it harms only landowners and
the pastoral and agricultural enterprises that use land intensively. Both cap-
jtalists and workers—which is to say, aimost the entire urban sector—
should favor free trade; agriculture should on the whole be protectionist.!*

'Moreover, we expect the capitalists and the workers to try, very likely in

concert, to expand their political influence. Depending on preexisting cir-
cumstances, they may seek concretely an extension of the franchise, a re-
apportionment of seats, a diminution in the powers of an upper house or .
of a gentry-based political elite, or a violent “bourgeois” revolution. '

Urban-rural conflict should also artse in backward, land-rich economies
(the lower left-hand cell of Figure 1.1) when trade expands, albeit with a
complete reversal of fronts. In such “frontier” societies, both capital and
labor are scarce; hence both are harmed by expanding trade and, normally,
will seek protection. Only land is abundant, and therefore only agriculture
will gain from free trade. Farmers and pastoralists will try to expand their
influence in some movement of a “populist” and antiurban stripe.

Conversely, in backward economies with low land-labor ratios {the
lower right-hand cell of Figure 1.1), land and capital are scarce and labor
is abundant. The model therefore predicts dass conflice: labor will pursue’
free trade and expanded political power (including, in some circumstances,
a workers’ revolution);!5 landowners, capitalists, and capital-intensive in-
dustriabists will unite to support protection, imperialism, and a politics of
continued exclusion. ¢

1 Trade may, however, not emerge as the dominant issue, or even as an explicit one. To
take only two examples: in small states, protection may seem so suicidal, and imperialism so
ludicrous, that neither gains scrious advocates (Katzenstein, 1985); or the parasitism of tra-
ditional elites may appear as the immediate obstacle, even while expanding trade has made
rebellion desirable and possible.

15 In such an economy, much of the labor may well be rural; and its aims will often include
aland reform—i.e., a change of ownership structure—that can institute a more efficient (more
labor-intensive) mix of factors and a more export-oriented production. The case of land re-
form and olive cultivation in ancient Greece (chapter 5) is startlingly instructive. The larger
issues of ownership and property rights are discussed later in the present chapter.

16 Lest the picture of a popular rising in support of freer markets seem too improbable a
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FiGure 1.2
Predicted Effects of Expanding Exposure to Trade

Land-Labor Ratio

High Low
CLASS CLEAVAGE: URBAN-RURAL CLEAVAGE:
Land and Capital Capiral and Labor
free-trading, free-trading,
assertive; assertive;
Economy Labor defensive, Land defensive,
Advanced protectionist protectionist
Radicalism ../
|
URBAN-RURAL CLEAVAGE: CLASS CLEAVAGE:
Land free-trading, Labor free-trading,
assertive; . 1assertivc;
Economy Labor and Capital Laber and Capital
Backward defensive, defensive,
protectionist protectionist
U.S. Populism Socialism

The reverse form of class conflict is expected to arise in the final case,
that of the advanced but land-rich economy (the upper left-hand cell of
Figure 1.1) under increasing exposure to trade. Because both capital and
land are abundant, capitalists, capital-intensive industries, and agriculture
will all benefit from, and will endorse, free trade; labor being scarce, work-
ers and labor-intensive industries will resist, normally embracing protec-
tion and (if need be) imperialism. The benefited sectors will seek to expand
their political power, if not by disfranchisement then by curtailment of
workers’ economic prerogatives and suppression of their organizations.

These implications of the theory of international trade (summarized in
Figure 1.2) seem clear, but do they in any way describe reality? Obviously
I shall try to address that question more fully in subsequent chapters, but
for now it is worth observing how closely the experience of three major
countries—Germany, Britain, and the United States!”—conforms to this
analysis in the period of rapidly expanding trade in the last third of the

priori, I observe at once its general conformity with Popkin’s (1979) astute interpretation of
the Vietnamese revolution.
17 A fuller treatment of these cases is presented in chaprer two.

S
%
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LI
s
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nineteenth century; and how far it can go to explain otherwise puzzling

disparities in those states’ patterns of political evolution.

Germany and the United States were both relatively backward (i.e., cap-
jtal-poor) socicties: both imported considerable amounts of capital in this
period, and neither had until late in the century anything like the per capita
industrial capacity of the United Kingdom or Belgium.!® Germany, how-
ever, was rich in labor and poor in land; the United States, of course, was
in exactly the opposite position. (Again, we observe that the United States
imported, and Germany exported—not least to the United States—work-
ers, which is not surprising since, at midcentury, Prussia’s labor-land ratio
was fifteen rimes that of the United States.)!?

The theory predicts class conflict in Germany, with labor the “revolu-
tionary” and free-trading element, and with land and capital united in sup-
port of protection and imperialism. Surely this description will not ring
false to any student of German socialism or of Germany’s infamous “mar-
riage of iron and rye.”?® For the United States, conversely, the theory pre-
dicts—quite accurately, I submit—urban-rural conflict, with the agrarians
now assuming the “revolutionary” and free-trading role; capital and labor
unite in a protectionist and imperialist coalition. Neither E. E. Schatt-
schneider nor Walter Dean Burnham could have described more succinctly
the history of the Populist movement or of the election of 1896.2!

Britain, on the other hand, was already an advanced economy in the
nineteenth century. Its per capita industrial output far exceeded that of any

18 Feis 1965, 24-25 and chap. 3. Nowadays, of course, governments’ fiscal and monetary
policies can drastically affect flows of capital: the United States’ massive imports of capital
under Reagan do not imply—not yet, at Jeast—that capital has become scarce in America. In
the nineteenth century, when almost all governments adhered to the gold standard, these
flows tended much more to reflect real disparities of endowment. For evidence on per capita
levels of industrialization, sec chapter 2.

19 Between 1871 and 1890, just under two million Germans emigrated to points outside
Europe; over the same period, some seven million immigrants entered the United States. For
labor-land ratios at midcentury, see Table 2.4. Migration may of course occur for reasons
quite other than local scarcity or abundance, notably to escape political persecution; yet in
thesc years the cconomic motive seems to have predominated. See for example Hobsbawm
1979, chap. 11.

1 The Stolper-Samuelson analysis also helps to clear up what had seemed even to the per-
spicacious Gerschenkron (1943, 26-27) an insoluble riddle: why the smallholding German
peasants had quickly become as protectionist as the Junker. Not only landowners, we now
see, but all enterprises that used land intensively, will have been harmed by free trade. On the
other hand—and later the distinction will become crucial—agricultural wage-labor should
have been free-trading. See further discussion in chapter 2.

21 Schattschneider 1960, 78-85; Burnham 1970, esp. 53—-54. That the farmers of the Great
Plains were hardly prospering is no refutation of the analysis advanced here. Their potential
gains were great (as noted previously), and their suffering could plausibly be attributed not
to expanded trade but to the obstacles or exploitation laid upon that trade by other sectors.
As in Marxist analysis, the older relations of production and of riie could be seen as “fetters.”
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other nation, and it exported capital in vast quantities.2? That it was also
rich in labor is suggested by its extensive exports of that factor to the
United States, Canada, Australia, New Zealand, and Aftica; in fact, Brit-
ain’s labor-land ratio then exceeded Japan’s by 50 percent and was over
thirty times that of the United States.?? Britain therefore falls into the up-
per right-hand quadrant of Figure 1.1 and is predicted to exhibit a rural-
urban cleavage whose fronts are opposite those found in the United States:
capitalists and labor unite in support of free trade and in demands for ex-
panded political power, while landowners and agriculture support protec-
tion and imperialism.

Although this picture surely obscures important nuances, it illuminates
crucial differences—between, for example, British and German political
development in this period. In Britain, capitalists and labor united in the
Liberal party and forced an expanded suffrage and curtailment of (still
principally land-owning) aristocratic power. In Germany, liberalism shat-
tered,?¢ the suffrage at the crucial level of the individual states was actually
contracted, and—far from eroding aristocratic power—the bourgeoisie
grew more and more verjunkert in style and aspirations.

PoLrTicAL EFFECTS OF DECLINING TRADE

When rising costs or declining security substantially increases the risks or
costs of external trade, the gainers and losers in each situation are simply
the reverse of those under increasing exposure to trade. Let us first consider
the situation of the highly developed (and therefore by definition capital-
rich) economies.

In an advanced economy with a high land-labor ratio (the upper left-
hand cell of Figure 1.1), we should expect intense dlass conflict precipitated
by a newly aggressive working class. Land and capital are both abundant
in such an economy; hence, under declining trade owners of both factors
(and producers who use either factor intensively) lose. Moreover, they can
resort to no such simple remedy as protection or imperialism. Labor being
the only scarce resource, workers and labor-intensive industries are well
positioned to reap a significant windfall from the “protection” that dearer
or riskier trade affords; and, according to our earlier assumption, like any
other benefited class they will soon endeavor to parlay their greater eco-
nomic power into greater political power. Capitalists and landowners, even
if they were previously at odds, will unite to oppose labor’s demands.

22 Feis 1965, chap. 1; and my discussion in chapter 2.

23 Emigrants from the United Kingdom to areas outside Europe totaled 5.1 million be-
tween 1871 and 1890 (Mitchell 1978, table A-5). For labor-land ratios, see my Table 2.4.

24 Sheehan 1978.
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Quite to the contrary, declining trade in an advanced economy that is
Jabor rich and land poor (the upper right-hand cell of Figure 1.1) will
entail renewed urban-rural conflict. Capital and labor are both abundant,
and both are harmed by the contraction of external trade. Agriculture, as
the intense exploiter of the only scarce factor, gains significantly and
quickly tries to translate its gain into greater political control.

Urban-rural conflict is also predicted for backward, land-rich countries
under declining trade; but here agriculture is on the defensive. Labor and
capital being both scarce, both benefit from the contraction of trade; land,
as the only locally abundant factor, is threatened. The urban sectors unite,
in a parallel to the “radical” coalition of labor-rich developed countries un-
der expanding trade discussed previously, to demand an increased voice in
the state.

Finally, in backward economies rich in labor rather than land, class con-
flict resumes, with labor this time on the defensive. Capital and land, as the
locally scarce factors, gain from declining trade; labor, locally abundant,
suffers economic reverses and is soon threatened politically.

Observe again, as a first test of the plausibility of these results—summa-
rized in Figure 1.3—how they appear to account for some prominent dis-
parities of political response to the last precipitous decline of international
trade, the depression of the 1930s.2 The U.S. New Deal represented a
sharp turn to the left and occasioned a significant increase in organized
labor’s political power. In Germany, a depression of similar depth (gauged
by unemployment rates and declines in industrial production)?s brought
to power first Hindenburg’s and then Hitler’s dictatorship. Landowners
exercised markedly greater influence than they had under Weimar;?” and
indeed a credible case can be made that the rural sector was the principal
early beneficiary of the early Nazi regime.?® Yet this is exactly the broad
difference that the model would lead us to anticipate, if we accept that by
1930 both countries were economically advanced—although Germany, af-
ter physical reparations and cessions of industrial regions, was surely less
rich in capital than the United States—but the United States held land
abundantly, which in Germany was scarce (respectively, the left- and right-

25 Ths discussion prefigures the more complete one of chapter 3.

26 Landes 1969, 391.

27 Gessner 1977, Abraham 1981, 85115 and chap. 4.

28 See, inter alia, Holt 1936, 173-74 and 194ff.; Gerschenkron 1943, 154-63; Schoen-
baum' 1967, 156-63; and Gies 1968. Certainly peasants and landowners had been among
National Socialism’s earliest and strongest supporters: virtually every study of late Weimar
voting patterns (e.g., Lipset 1960, 13848, and sources there cited; Brown 1982; Childers
1983) has found a large rural-urban difference, controlling for such other variables as religion
and class, in support for National Socialism.
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Figure 1.3
Predicted Effects of Declining Exposure to Trade

Land-Labor Ratio
High Low
CLASS CLEAVAGE: URBAN-RURAL CLEAVAGE:
Labor assertive, Land assertive,
Land and Capital Labor and Capital
Economy defensive defensive
Advanced .
U.S. New Deal W. European Fascism
URBAN-RURAL CLEAVAGE: CLASS CLEAVAGE:
Labor and Capital Land and Capital
assertive, assertive,
Economy Land defensive Labor defensive
Backward ) .
South American Asian & East
Populism European Fascism

hand cells of the upper half of Figure 1.3). Only an obtuse obscrver would
claim that such factors as cultural inheritance and recent defeat in war
played no role; but surely it is also important to recognize the sectoral
impact of declining trade in the two societies.””

As regards the less developed economies of the time, it may be profitable
to contrast the depression’s impact on such South American cases as Ar-
gentina and Brazil with its effects in the leading Asian country, Japan. In
Argentina and Brazil, it is usually asserted, the depression gave rise to, or
at the least strengthened, “populist” coalitions that united labor and the
urban middle classes in opposition to traditional, landowning elites.* In
Japan, growing military influence suppressed representative institutions
and nascent workers’ organizations, ruling in the immediate interest—if

29 Some historians have recognized the sectoral impact of declining trade in Weimar’s final
convulsions; the controversial essay of Abraham (1981) is only the best-known example.
They may, however, have exaggerated agriculture’s woes: sec Holt 1936 and Rogowski
1982.

20 Skidmore and Smith 1984, 59-60; Sunkel with Paz, 1973, 352-54; Cardoso and Fa-
letro 1979, 12426 and chap. 5. In Argentina, of course, the populist regime of Perén did
not assume full power until 1946; but the cleavage (and the growing strength of the labor-
bourgeois forces) was evident from the early 1930s.
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hardly under the domination—of landowners and capitalists.®! (Similar
suppressions of labor occurred in China and Vietnam. )32 In considering
these contrasting responses, should we not take into account that Argen-
tina and Brazil were rich in land and poor in labor, while in Japan (and,
with local exceptions, in Asia generally) labor was abundant and land was
scarce??3

RED-GREEN COALITIONS

Let us now relax the assumption that the land-labor ratio informs us com-
pletely about the relative abundance of these two factors and admit that a
country may be rich or poor in both land and labor. Four new cases arise,
in theory if (as I suspect) rarely in practice (see Figure 1.4): economies
may be, as before, advanced or backward (i.e., capital rich or capital poor),
but they may now be rich in both land and labor, or poorly endowed in
both factors.

Two cases, that of the advanced economy that is rich in both factors and
of the backward one that is poor in both, are theoretically improbable3*
and politically uninteresting: if all factors were (temporarily) abundant rel-
ative to the rest of the world, the society would unanimously embrace free
trade; if all were scarce, it would agree on protection. Let us consider, then,
the remaining two possibilities.

In an advanced economy where both land and labor are scarce, expand-

3 Reischauer 1974, 18687 and 195-99; Kato 1974.

3 Clubb 1972, 135-40; Popkin 1979, xix and 215.

33 For precise labor-land ratios, sce Tables 3.1 and 3.2.

3 Surprisingly enough, both are possible under one widely employed definition of abun-
dance and scarcity in the multifactor case. If we say (as does for example Leamer 1984, 15)
that a country is abundant in a factor to the extent that its share of world endowment in that
factor exceeds its share of total world consumption, then a country would abound in all three
of our factors if and only if all of the following inequalities held:

K, /K > GNP/WP
T, /T > GNP/WP
L, /L. > GNP/WP,

where K, T, and L are respectively world endowments of capital, land, and labor; the analo-
gous indexed terms are the ith country’s endowments of those same factors; WP is the sum
of all nations’ GNPs; and the GNP is that of country 1. It should be evident that, for any given
endowments of country 4, a low enough GNP—i.c., a low enough level of consumption and
production—will insure the satisfaction of all three inequalities. (Analogously, of course, a
country can be “scarce” in all factors if only its GNP is high enough.) Such universal abun-
dance or scarcity, however, is inconsistent with balanced trade and implies simultancous inef-
ficiency (or, in the case of scarcity, efficiency) in the use of all factors. Hence such a situation
is initially improbable and inevitably transitory. Cf. Leamer 1984, 8-10.
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FIGURE 1.4
Predicted Effects on Economies That Are Rich, or Poor, in Both Land and Labor

Land and Labor Land and Labor
Both Abundant Both Scarce
EXPANDING TRADE:
Capital assertive,
free-trading;
Land and Labor
protectionist,
Economy defensive
Advanced @
DECLINING TRADE!
Land and Labor
assertive;
Capital
“internationalist,”
defensive
EXPANDING TRADE:
Land and Labor
free-trading,
assertive;
Capital defensive,
Economy protectionist @
Backward DECLINING TRADE:
Capital asscrtive;
Land and Labor
“Internationalist,”
defensive

ing trade will benefit only capital. Agriculture and lgbor—“Grecn” and
“Red”—can be expected to unite. Only capitalists will unr.cscrvedly em-
brace free trade; to the extent that such policies are objectively po'ss%blc,
farmers and workers will support protection and, if need be, imperialism.
Either a “progressive” capitalist dictatorship, pursuing trade and dcvclop-
ment, or an cconomically retrograde but more participatory regime may
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ensue.?® When trade contracts in such a case, the scarce factors of land and
labor gain economically at capital’s expense; and the alliance of Red and
Green, likely demanding expanded mass participation in politics and a rad-
ical curtailment of capitalist power, grows markedly more assertive.

In a backward economy with abundant land and labor, change in expo-
sure to trade again mobilizes a coalition of Red and Green, but with dia-
metrically opposed positions. Expanding trade now benefits farmers and
workers but harms capitalists; and the mass coalition—or, where agricul-
ture is dominated by a few large landowners, a coalition of gentry and
labor—pursues a wider franchise, free trade, and a general disempower-
ment of capital. Contracting trade, in such an economy, benefits only the
owners of capital and injures both workers and farmers; again intense con-
flict between capital and both other sectors is predicted, ending in either a
capitalist dictatorship or an anticapitalist revolution.

Can cither situation arise in reality? Myint has argued cogently that the
backward economy with abundant land and labor may not be rare.?¢ Prim-
itive economies are often thinly populated, with vast reserves of untilled
land; at the same time, as Lewis (1954) argued in a seminal essay, they are
frequently so plagued by underemployment (¢.g., in peasant families and
in servile or clientelistic relationships) that, for immediate purposes, labor
in them can be regarded as unlimited in supply.3” More precisely, labor can
be withdrawn from its present use with almost no marginal loss of produc-
tivity.38

Although it has been less widely noticed, Myint has also suggested that
an “artificial” scaresty of labor may arise in densely populated societies.3°
Where, far from there being any hidden unemployment, people have “had
to devote the whole of their time and resources to obtain a minimum sub-
sistence,” any turn to alternative enterprise or employment carries substan-
tial risks and costs. To plant an export crop, or to work in the new mill, is
inevitably to forgo some part of subsistence production. And what if the
crop fails, export prices collapse, or the mill closes in midseason?

Myint’s point, I believe, can be taken further. If in some traditional land-
abundant economies there is hidden unemployment and much leisure, in
some traditional land-scarce societies there is equally overemployment and

35 A third possibility, of course, is that capitalists may buy the acquiescence of onc or both
other groups.

3 Myint 1958, 323; Myint 1980 (originally published 1964), esp. chap. 3.

37 Barber (1961), Hopkins (1973), and other students of Africa have suggested a third
source of hidden unemployment in the simple paucity of available goods, which causes people
to value leisure more. See chapter 2.

3 For this reason the Myint-Lewis model is often described, borrowing a phrase from
Adam Smith, as one that regards exports as a “vent for surplus.”

3 Myint 1980, 38.
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a hidden zaste for leisure. The phenomenon of the “self-exploiting” family
enterprise, either as small farm or as small business, is well known. Such
circumstances may create an additional barrier to the recruitment of labor,
for family members often conceive, with reason, that the comparative lax-
ity of factory or large-farm discipline will “ruin” the wage earner for the

rigors of work on the homestead.

We expect, then, that a simultaneous scarcity of labor and land is likeliest
to be encountered precisely in those densely populated socicties whose pre-
trade economy is most characterized by small, extremely marginal, self-

exploiting family enterprises.

Again, only to suggest the plausibility of applying these categories to
actual cases,* we may ask to what extent the Red-Green coalitions of Swe-
den and Norway in the 1930s*! were a predictable response to trade con-
traction of (by then) capital-rich but land- and labor-poor economics; and,
analogously, in what measure the anticapitalist alliance of peasants and
workers in Russia in the later nineteenth and early twentieth centuries de-
rived from the growing exposure to trade of a backward but land- and

labor-rich economy.

PossIBLE OBJECTIONS

Several objections can plausibly be raised to the whole line of analysis that

I have advanced here.

1. Most fundamentally, one can question the empirical accuracy of the
Stolper-Samuelson theorem, or of the Heckscher-Ohlin-Vanek (HOV)
model that underlics it. That was attempted chiefly by Leontieff in two
seminal papers (Leontieff 1953 and 1956); his survey of the evidence was
updated by Baldwin (1971). In essence, Leontieff purported to show that
the United States exported labor-intensive goods and imported capital-in-
tensive ones; Baldwin obtained the same result for later and more complete
data. Because the United States was almost universally accounted to be
abundant in capital and scarce in labor, this finding was the opposite of
what the theory would predict; and Leontieff went on to observe that the
conventional Stolper-Samuelson conclusion about the effects of protection
must also be wrong: rather, “protectionist policies are bound to weaken
the bargaining position of American labor and correspondingly strengthen

that of capita] ™4

The “Leontieff paradox” is widely known. Less familiar, unfortunately,
is Leamer’s (1980) conclusive demonstration that Leontieff’s entire mode
of analysis was erroncous, and that LeontiefP’s own data show the United

10 These cases are treated in greater derail in chaprers 2 and 3.
+1 Hancock 1972, 30-31; Rokkan 1966, 84.
#2 Lcontieff 1953, 349.
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States as “revealed by its trade to be relatively well-endowed in capital com-
pared with labor.”** Moreover, a wider investigation of recent patterns of
international trade (Leamer 1984) demonstrates the HOV model to be
surprisingly accurate.

2. It may be argued that the effects sketched out here will not obtain in
countries that depend only slightly on trade. A Belgium, where external
trade (taken as the sum of exports and imports) roughly equals gross do-
mestic product (GDP),* can indeed be affected profoundly by changes in
the risks or costs of international commerce; but a state like the United
States in the 1960s, where trade amounted to scarcely a tenth of GDP, will
have remained largely immune.

This view, while superficially plausible, is incorrect. The Stolper-Samu-
elson result obtains at any margin; and in fact holders of scarce factors have
been quite as devastated by expanding trade in almost autarkic econo-
mies—one need think only of the weavers of India or of Silesia, exposed in
the nineteenth century to the competition of Lancashire mills—as in ones
previously more dependent on trade.*

3. Given that comparative advantage always assures gains from trade, it
may be objected that the cleavages described here need not arise at all: the
gainers from trade can always compensate the losers and have something
left over; trade remains the Pareto-superior outcome. As Stolper and Sam-
uelson readily conceded in their original essay, this is perfectly true. To
the student of politics, however, and with even greater urgency to those
who are losing from trade in concrete historical situations, it remains
unobvious that such compensation will in fact occur. Rather, the natural
tendency is for gainers to husband their winnings and to stop their ears to
the cries of the afflicted. Perhaps only unusually strong and trustworthy
states, or political cultures that especially value compassion and honesty,
can credibly assure the requisite compensation (for the case of Sweden in
the 1930s, see chapter 3)*” and even in those cases, substantial conflict over

43 Leamer 1980, 502. Leamer (502n.) concedes, however that Baldwin's findings “cannot
be explained away so easily.” Even if closer analysis should sustain the “paradox,” it would
mean lirtle. As Baldwin’s (1971, 127-32) extensive discussion of the intervening literarure
indicates, economic opinion holds almost universally that the “paradox,” if it exists, must be
an artifact of some excluded varable; human capital or natural resources, both possibilities
mentioned even by Leontieff (1953, 344 and 348), arc among the most frequently mentoned
candidates.

+ For figures for all its member states, see the Organization for Economic Co-operation
and Development 1982, 62-63.

# Cf. Thomson 1962, 16364, on the vast dislocations that cven slight exposure to trade
occasioned in many previously isolated areas of nineteenth-century Europe.

46 Stolper and Samuelson 1941, 73.

7 As trade comes to have more devastating and destabilizing effects, however, states’ incen-
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