other commodity so that overall itg
remain almost unchanged®.

INOLOGICAL GAP AND PRODU
e ﬂpukschm()hlin theory, like the earlier
S _of trade, assumed that the techniques of
tion were given and fixed. Such an
ption can be valid only in a static system. In
al dynamic realities, there can be no place for
inasmlmphon The technical changes have
 hig _sm:t:i_cant effects on production and trade.
A technological change may be expressed in new
s of producing existing goods or in the
tion of new varicties of goods. The two
rinent models that attempt to explain the
ternational trade on the basis of technological

ages are the technological gap model and the
cycle model.

was developed
maintains that

Bt The technological gap model

in 19617. Posner

According f0 him, sven if the countries have sim lar
iC stes, yet continuous

1 ions_and
process of inventions and innovations can give rise

 According to this model, as a firm develops a
its first tes rket.

Afier 1t 1s proved to be successful in the home
nar to introduce it in the

‘market, the effors arc made ot
“The new products confer a temporary

m reign markets products confe

ition upon_the producing firm_or
i e. This monopoly

M&cﬁgﬁﬂg_worlﬂzad
position 1s often protected by the patents and

copyrights. The exporting €O
' ive advantage over the rest of the world.

forei :
Mﬂ:ﬁs or learn new processes of production.

e M%ﬂm . The main assumptions in
Posner's theory are as follows:

(i) There are twWo countries, A and B.

- _4ii) The factor endowments are similar in two

L mﬁes.

untry enjoys

roducers imitate the new varieties
ers imitate the NEW T

iv) The factor price faios n the two couniics
are similar before trade.

név) There are different techniques in the. wo
counfries. o N R
products and introduction of t eir_substitutes by
fhe foreign producer manifests fhic fechnological gap

or imitation gap._ Posner has decomposed the
technological gap into three components—{1) the

foreign reactio (i) domestic reaction lag and
(i) the demand lag.

The goreign reaction lag is the time taken by
the first foreign firm to produce the new variety of

product. The domestic reaction lag_signifies the
stic producers to introduce

time required by the dome

still newer varieties in ¢ Jer o establish their hold
on The domestic market and sustain it in the foreign

e demand lag means the time taken by
re a taste for the

market.
the domestic consumers to ac ui

e —
new product.

Posner referred the integration of innovation
and imitation lag as ‘dynamism’. Accor i WA,
a dynamic country in international trade is 0 ich
innovates at a greater mw@_hpjt_&tﬁ_@e
fareign innovations at a“greater speed. If one of
the two trading countries has a greater degree of
Mami_éﬁ than the other, the latter will fin the

erosion of its markets and consequent deficit in trade

patamce———— s
-_-"‘—--._ d. I .
According to_Posner, if the two countries are

al, whether trade between them will

otherwise identic
be h_gg_nc_r_at_cd_ by technological innovation, will

depend on the net effect of the demand and imitation
lags. 1F the demand lag is longer than the imitation
lag, the producers in the imitating country would
adopt the new technofogy before ¢ e consumers in
their home market had started demanding the new
good. In this case, the technological innovation
woul enerate trade. On the other han i

ag is longer than the demand lag, the
b

w
imitation |
~ternational trade is likely to be ge
imovation. So the pattern of trade b
“fwo countries will depend upon the relative duration
ofthe two lags. meaes. = 7 O
fp———

—4ii) Both the countries have similar demand The trade theory given by Posner can be
conditions. explained through Fig. 9.7. In Fig. 9.7, time is
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