
LEONTIEF PARADOX THEORY

Leontief's paradox in economics is that a country with a higher capital per worker has a lower capital/labor ratio in
exports than in imports. This econometric find was the result of Wassily W. Leontief's attempt to test the
Heckscherâ€“Ohlin theory .

Tarshis approached the whole problem indirectly by comparing the internal commodity prices in different
countries. Thus Leontief paradox cannot be justified even on the basis of differences in demand or
consumption pattern. This argument tends to support Leontief paradox. The country will still use more capital
intensive methods in its export industries than any other country. The world economy, completely
disorganised during the war-period, had not yet been able to make proper adjustments in production and
international trade. This year was very close to the period of Second World War  The attempts were also made
on empirical grounds to reconcile the Leontief analysis with the H-O theory. Thus, even this study ran counter
to the H-O theory. By bringing a third factor, in to account in this way, possible explanation might be found.
Japan even though a labour-abundant country, imported labour-intensive goods like raw materials and
exported capital-intensive goods such as automobiles, computers, T. By studying the H. The higher
productivity of the American labour was attributed by him to better organization and entrepreneurship in the
United States than in other countries. A widely discussed study by Minhas recognised the validity of
factor-intensity reversal but the studies made by Leontief himself in and Moroney found it to be quantitatively
insignificant. Even working with the same amount of capital, the U. A study made by Kravis showed that the
labour-intensive industries were most heavily protected in the United States. However, even this study
confirmed that the American import- substitution industries had higher capital-intensity than the export
industries, although the capital- intensity of the former over the latter had been reduced only to 6 percent. At
the same time, she exports the farm products that have low capital-labour ratio. Empirical evidence Kreinin
conducted a survey of engineers and managers, and tried to test whether an average American worker is three
times as effective as a foreign worker. All these variables are intimately linked together and it is not possible
to change one of them without changing all the others. Table 8. The higher capital-intensity in
import-replacement industries of the U. Vernon found that the U. These products were imported because the
U. China vs. Gruber, D. However, Leontief found very few believers among economists. Factor Intensity
Reversal Example If a commodity is produced by a labor-intensive process in the labor-rich country and also
by the capital-intensive process in the capital-rich country, then factor intensities are reversed in the
production of that commodity. As the over-pricing of labour and underpricing of capital cause factor-price
distortion, there is likelihood that the labour-surplus and capital-scarce countries like India export
capital-intensive goods and import labour-intensive goods. Many other economists too attempted to reconcile
the Leontief paradox with the H-O theory of international trade. He taught at Harvard for 44 years and then
New York University. We have seen how the possibility of trade causes a change in commodity prices, giving
rise to a change in factor prices, to a reallocation of factors of production, and a change in the production
structure. Compare Investment Accounts. A variety of other models have been used to explain why
industrialized and developed countries traditionally lean toward trading with one another and rely less heavily
on trade with developing markets. Leamer in and , it is suggested that the comparison of K-L ratio in the
multi-factor world should be in production versus consumption rather than in exports versus imports. In view
of this objection, Leontief reworked upon his data after enlarging the group of industries into sectors. In
contrast to the United States, Japan was labour-abundant and capital-scarce. When comparing the trade
patterns of a market economy and a command economy, this explanation may be important. A along with
Japan, he would have found that U. Another study that provided support to the Leontief paradox was made by
R. A study attempted by Tatemato and Ichimura concerning Japan has confirmed the Leontief paradox. Such
models are not compatible with the domestic conditions of international trade in which the technological
developments do bring about changes in the input-output co-efficients and trade can have significant influence
on the composition of production and structure of industries. Romney Robinson explained Leontief paradox
without repudiating the Heckscher-Ohlin theory on the basis of relative patterns of demand existing in the
United States and other countries. Leontief argued that American labour could not really be compared to
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labour in other countries, because the productivity of an American worker is substantially higher three times
higher, suggested Leontief than that of foreign workers.


