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There has been a shift of manufacturing industries 

from OECD countries to emerging countries. In a 

competitive global economy increases in 

productivity in any country are generally welfare-

enhancing. Manufactured products from the latter 

have progressively become of better quality and 

replaced the more expensive home grown products 

in North America and Western Europe. This is not a 

new phenomenon. 

The technological advance of the newly 

industrialized economies can be partly accounted 

for by technology transfer from the more 

established industrialised economies. This transfer 

of technology which, as many international trade 

theorists argue, is good for the world, has 

nonetheless adverse consequences for segments of 

the population in established industrialised 

countries. 

The established industrialised countries can suffer 

from the collapse of some industries, and from the 

associated increase in unemployment. 

Technological transfers do occur and whole 

industries do disappear in some countries. We are 

attempting to model this process and analyze the 

interactions between the various rigidities that may 

cause it, such as the minimum viable scale of an 

industry or the number of workers who cannot 

operate in another industry because they lack the 

necessary skills. 

There are two countries, home and foreign, and 

two goods: A manufactured good that both 

countries can produce, and a sophisticated good 

that only the home country can produce. Labor is 

mobile between industries but a portion of workers 

in the manufacturing industry are not employable 

in the sophisticated industry. 

When, under free trade, the technology transfer 

causes the manufacturing industry to collapse in 

the home country, it experiences a discrete drop in 

welfare and the price of the manufactured good 

rises sharply. Further transfers may reverse these 

results. The optimal level of protection is the 

minimum size required to operate. The size of the 

manufacturing industry is essential for its viability. 

We assume that the industry collapses below a 

given size. Conditions that make supporting an 

ailing industry worthwhile can be interpreted in 

several ways but the conclusion is inescapable: 

technology transfers adversely affect arguments for 

industry protection at home. After the eventual 

collapse of the home industry, more transfers of 

technology in the foreign country increase welfare 

everywhere. 

 

 

 

The full study is available on CIRANO's Website at: 

http://www.cirano.qc.ca/pdf/publication/2012s-

27.pdf 
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